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CHAPTER |

INTRODUCTION

1.1 BACKGROUND

Nepal being under developing country in the world with increasing tendency of the
economic stipulation, most of the population is still living below poverty level with one

of the lowest rate of per capitaincome.

As financia ingtitutions, commercia banks are one of the essential supporting structures
of every economic transaction because they deal in the process of channeling the
available resources in the needed sector. They are the intermediary between the deficit
and surplus of financial resources. All the economic activities are directly or indirectly
channeled through the banks. People keep their surplus money as deposits in the banks
and hence banks can provide such funds to finance the industrial activities in the form of

|loans and advances.

Financial institutions play a major role in the proper functioning of an economy. These
institutions act as an intermediary between the individuals who lend and who borrow.
These institutions accept deposits and in turn lend it to people who are in need of
financial resources. These institutions make the flow of investment easier. So, we cannot
deny the role a bank plays in developing an economy. It pools the funds scattered in the
economy and mobilizes them to the productive sector but these institutions inherent a

large amount of depositors’ money at stake.
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1.1.1 Evolution of Banking Industry
The evolution of banking industry had started a long time back. Some sort of banking

activities had been carried out since the time immemorial. In fact, banking is nearly as
old as civilization. Traditional forms of banking were traced during the civilization of
Greek, Rome and Mesopotamia. According to Geoffrey Crowther, merchants, goldsmith

and moneylenders are the ancestors of modern banking.

“The first banks were in the great centers of international trade in the Middle Ages.
These centers were in Italy, on the western shores of the Mediterranean and in the coastal
areas of northern and western Europe. Genera banking practice developed most rapidly
in Italy” (World Book Encyclopedia: 64). As a public enterprise, banking made its first
beginning in Italy as the Bank of Venice, founded in 1157 A.D., to finance the monarch
in the wars. Following it were the establishments of Bank of Barcelona and the Bank of
Genoa in 1401 A.D. and 1407 A.D. respectively. With the expansion of commercial
activities in Northern Europe there sprang up a number of private banking houses in

Europe and slowly it spread throughout the world.

The spread of banking through Europe was rapid from the late 1600s onwards. During
that time, Bank of Amsterdam was founded in 1609, Bank of Hamburg was founded in
1619, and Bank of Nuremberg was founded in 1621. The first successful American bank
was Bank of North America, which opened in Philadelphiain 1782.

Since the 1960s, banking has become much more international because of the increase in

the number of multinational companies and the spread of their operations worldwide.

1.1.2 Development of Banking Industry in Nepal

In Nepal, the development of banking is relatively recent. As in other countries,

goldsmiths and landlords were the ancient bankers of Nepal. The establishment of the
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“Tejarath Adda” during the year 1933 B.S. was fully subscribed by the government of
Kathmandu valley, which played a vital role n the banking system. The “Tejarath Adda”
distributed credit facilities to the public especialy on the collateral of gold and silver.
Several branches were opened in different part of the country. Hence, the establishment

of “Tejarath Adda” could be regarded as pioneer foundation of banking in Nepal.

Banking in true sense of term started with the inception of Nepal Bank Limited on 30™
Kartik 1994 B.S., which was established as a joint venture of government and private

individuals.

Nepal Rastra Bank, the central bank, was set up in 2013 B.S. to make the banking system
more systematic and dynamic and to help the government formulate monetary policies

and to develop the financial sector.

As Nepal adopted planned development program in the mid 50s, the nation felt dearth of
financial resources. Existing banking with only one commercial bank was not sufficient
to meet the growing needs of the country. Therefore, the need to establish another
commercial bank was felt and Rastriya Banijya
Bank was established. The progress in the banking system in Nepal was felt after the
establishment of the Rastriya Banijya Bank a state-owned commercial bank was
established in 2022 B.S. to play a major role not only in domestic banking services but
asointheforeign trade. 1n 2024 B.S, Agricultural Development Bank was established to

develop and support agricultural sector financially.

Despite all these efforts of the government, financial sector was found sluggish. Banking
service to the satisfaction of customers was a fry cry. However, the inception of Nepal
Arab Bank Ltd. (now known as NABIL Bank Ltd.) asafirst joint venture bank proved to

be a milestone in the history of banking.
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Then, the policy towards financia liberalization was undertaken in the fiscal year
1987/1988 with the objective of expediting the process of economic development, which
followed the establishment of two other joint venture banks. Nepal Indosuez Bank Ltd..
(now known as Nepa Investment Bank Ltd..) and Nepa Grindlays Bank Ltd.. (now
known as Standard Chartered Bank Ltd..) were established in 2042 B.S. and 2043 B.S.
respectively.

After restoration of democracy in 2046, Himalayan Bank Ltd. was established in 2049.
Since then, a number of other commercial banks have been established. Today, there are

25 commercia banks existing in Nepal so far.

1.1.3 Brief Introduction of NABIL Bank Ltd., Nepal I nvestment Bank Ltd. and
Himalayan Bank Ltd.

NABIL Bank Ltd. (previously known as Nepal Arab Bank Ltd.) is the first private
commercial bank opened in the country. It was established in 2041 (1984) with a paid up
equity of Rs. 30 million.

Nepal Investment Bank Ltd. (previously known as Nepal Indosuez Bank Ltd.) was
established in 2042 (1986) as a joint venture between Nepalese and French partners. The
French partner (holding 50% of the capital) was Credit Agricole Indosuez, a subsidiary of
one of the largest banking group in world. On April 2002, with the decision of French
partners to divest, the 50% holding has been acquired by a group of companies
comprising of bankers, professionals, industrialists and businessmen and the same has
been changed to Nepal Investment Bank Ltd. Of the total shares of the bank; 50% is held
by the group of companies, 15% by Rastriya Banijya Bank, 15% by Rastriya Beema
Sansthan and the remaining 20% is held by the general public. The bank’s initial
authorized capital stand at Rs. 59 million with the issued as well as paid up capital of Rs.
29.53 million.
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Himalayan Bank Ltd., the first commercia bank of Nepal with maximum shareholding
by the Nepalese private sector, was incorporated in 2049 (1992) by a few distinguished
business personalities of Nepal in partnership with Employees Provident Fund and Habib
Bank Ltd., one of the largest commercial bank of Pakistan. Besides commercial
activities, the bank also offers industrial and merchant banking. The bank started its
operation with the authorized capital of Rs. 100 million, issued capital of Rs. 65 million
and paid up capital of Rs. 42.9 million.

1.1.4 Investment Policies of Commercial Banks

Investment is a renowned and most respected word in financial terminology. It is
obvious that all people want to invest their money in the reputed firm for best return. But

the return may turn up as both favorable and unfavorable way.

“Investment, in its broadest sense, means the sacrifice of the current dollars for future
dollars. Two different attributes are generally involved: time and risk. The sacrifice
takes places in the present and magnitude is generally uncertain” (Sharpe, Alexander &
Bailey; 1988: 1). Hence, it can be said that investment operation of commercial banksis
very risky one. A sound investment policy of abank is such that its funds are distributed
in different types of assets with good possibility 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. The type of loan a bank
makes, the amount of money invested as a loan, and the sectors where the bank provides

loan are the most important factors that affect the investment policies of a bank.

The income and profit of the bank rely upon its lending procedure and investment of
funds on different securities. The greater the credit created by a bank, the greater will be
the profitability. A sound lending policy is not only prerequisite for a bank’s
profitability, but also crucially significant of the promotion of commercial saving of a

backward country like Nepal.
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Investment policy is one facet of the overall spectrum of policies that guide its investment
operations. A sound and viable investment policy can be effective one for the economy
to attain the economic objectives directed towards the acceleration of the pace of
development. A good investment policy attracts both borrowers and lenders, which helps
to increase the volume and quality of deposits, loan and investment. Sound investment
policy can minimize interest rate spread and NPASs, which cause the bank failure. Good
investment policy ensures maximum amount of investment to all sectors with proper

utilization.

1.2 STATEMENT OF THE PROBLEM

At the present context, political and economic condition of the country is not stable and
satisfactory. This is the biggest problem the banking sector is facing. The unstable
political and economic condition has limited the investment opportunities and increased
risk. At the same time, investors are always reluctant to risk. Due to which, there is
ample amount of idle money in the country, which flow into banks as deposits. At the
same time, there are very few profitable sectors where a bank can invest. Therefore,
banks have a lot of deposits but very little investment opportunity. They are even
discouraging people by offering very low interest rate and minimum threshold balance
and they are encouraging people to take loan by offering very low interest rate, easy
repayment schemes and simple procedures. This has become a reason for decel eration of

the pace of economic devel opment.
Another problem facing by the banking industry isthe lack of sound investment policy of

the commercia banks. The success and prosperity of a bank relies heavily upon the

successful utilization of the collected resources, i.e. deposit. Successful formulation and
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effective implementation of investment policy is the prime requisite for the successful

performance of a commercia bank.

Actually, commercial banks are not properly utilizing their resources, that is making loan
and advances and lending for profitable project. Thisis due to the lack of knowledge on
financial risk, interest rate risk, business risk, liquidity risk etc. Granting loan against
insufficient deposit, overvaluation of goods pledged, high percentage of non-performing
loan, risk averting decision regarding loan recovery and negligence in recovery of
overdue loan are some of the basic lapses and the result of unsound investment policy
sighted in the banks. At the same time, there are unwanted political pressures to accept
these types of loans. These types of condition will definitely lead the commercial banks
to the position of liquidation. Government owned banks are the perfect examples for this.
These reasons have created the perfect environment for mushrooming of private
commercial banks. Still, only a handful of commercial banks have satisfactory

investments that are good performing loans.

Mushrooming of commercia banks is also a problem for the banking sector. Due to the
present political and economic condition, an introduction of a new bank is just sharing a
cake rather than pumping new capital or new technology. Actualy, Nepalese market is
amost saturated. This has led the banks towards the intense competition. This has
opened door for unfair competition, weak investment policies and above mentioned other
problems.
The study problems are identified as below:
a. Arethese banks mobilized their fund adequately?
b. What isthe relationship of investment with total deposit and itsimpact to the firm
profit earning?
How effective & efficiently does these banks follow the investment policy?
d. Review of NRB directivesissued in regards to investment policy.

e. Effect of the investment decision to the total earning of the bank.
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1.3 OBJECTIVESOF THE STUDY

The basic objective of this study is to know about the investment policy and activities of

the commercia banks. The specific objectives are given below.

1. To analyze the investment activities and fund mobilization of NABIL, NIBL and
HBL.

2. To explore the liquidity, asset management, profitability and risk position of three
commercial banks under study.

3. To assessthe deposit utilization trends and its projection for the future.

4. To evaluate the growth ratios of loan and advance and total investment and respective
growth rate of total deposit and net profit.

5. To provide the suggestion on the basis of findings for further growth of the banks

under study.

1.4 SCOPE OF THE STUDY

In the context of Nepal, there is less availability of research works, journals and articles
in the field of investment policy and activities of commercial banks as well as other
financia institutions. Asit isawell known fat that the commercial banks can affect the
economic condition of the whole country, the effort is made to highlight the investment
policy of commercial banks expecting that the study can bridge gap between deposits and
investment activities. On the other hand, the study would provide information to the
management of the bank that would help them to take corrective action. This study can
provide information to the shareholders and the public to give decisions while making
investments on shares or various banks. Further, this study an also be used as reference
material by the shareholders, investors, researchers, government organizations and non-

government organizations.

1.5 LIMITATIONSOF THE STUDY

This study is simply a study for the partial fulfillment of MBS degree, which has to be

finished within a short span of time. Some of the limitations are given below:
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1. The study is mainly based on secondary data.

2. The study is based on the data of 5 years only.

3. Out of the numerous affecting factors only those factors related with investment
activities are considered.

4. Out of 26 commercial banks, only three banks are taken into account to do the

comparative study.

1.6 ORGANIZATION OF THE STUDY

This study isdivided into 5 chapters which are:

Chapter |: Introduction
Thisintroductory chapter includes:
Genera Background

Statement of the Problem
Objectives of the Study

Scope of the Study

Limitations of the Study

o g &~ WD P

Organization of the Study

Chapter I1: Review of Literature

This chapter deals with review of literature. Thisincludes:

=

Conceptual/Theoretical Review
2. Review of Reports

3. Review of Books

4. Review of Articles

5

. Review of Thesis
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Chapter I11: Research M ethodology

This chapter deals with the research methodol ogy used in this study. Thisincludes:

1.

Introduction

2. Research Design
3.
4

. Toolsfor Analysis: Thisincludes financial tools and statistical tools.

Data Collection Procedure

Chapter IV: Data Presentation and Analysis

This chapter deals with the presentation and analysis of data collected using different

financial and statistical tools. This chapter includes:

1.
2.

Analysis of Financial Ratio
Analysis of Statistical Tools

Chapter V: Conclusions and Recommendations

This chapter sum ups the study deals with the outcome of the study. This chapter

highlights the magjor findings of the study work and recommends some suggestions. This

study includes:

Major findings of the study

Recommendations
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CHAPTER I

REVIEW OF LITERATURE

This chapter is basically concerned with review of literature relevant to the investment
policy of commercial banks. Every study is very much based on past knowledge. The
past knowledge or previous studies should not be ignored as it provides foundation to the

present study. Therefore, this chapter hasits own significance in this study.

Review of literature includes the following topics:

2.1. Conceptual/theoretical review
2.1.1. Characteristics of sound lending and investment policy
2.1.2. Some important terminology

2.2. Review of reports

2.3. Review of books

2.4. Review of articles

2.5. Review of thesis

2.1. CONCEPTUAL/THEORETICAL REVIEW

Commercial Bank Act 2031 has defined commercial bank as “Commercial bank means a
bank which operates currency exchange transactions, accepts deposits, provide loan and
performs dealing relating to commerce and other than those banks which have been
specified for the cooperative, agriculture, and industry of likely any other specific
objective. The commercial banks are established under the commercial Act 2031 in
Nepal that has been amended regularly. It has been amended for six times till today.

Now, commercial bank Act 2049 is active.
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2.1.1. Characteristics of Sound Lending and Investment Policy:

The income and profit of the bank rely upon its lending procedure and investment of
funds on different securities. The greater the credit created by a bank, the greater will be
the profitability. A sound lending policy is not only prerequisite for banks profitability
but aso crucially significant for the promotion of commercial saving of a backward
country like Nepal.

Some of the main characteristics of sound lending and investment policies are given
below:

1. Liquidity:

People deposit money at bank in different account with confidence that the bank will
repay their money when they are in need. To maintain such confidence of the depositors,
the bank must keep this point in mind while investing its excess funds in different
securities or at the same time of lending so that it can meet current or short-term

obligations when they become due for payment.

2. Profitability:

Commercia banks invest on those sectors that derive the maximum income. Hence, the
investment or granting of loan and advances by them are highly influenced by profit
margin. Basically, the profit of commercial bank depends upon the interest rate of the
bank, volume of loan provided, time period of loan and nature of investment on different
securities. A good bank is one who invests most of its funds in different earning assets
standing safely from the problem of liquidity i.e. keeping cash reserves to meet day-to-

day requirements of the depositors.

3. Diversification:
Diversification of loans helps to sustain loss as if securities of some company deprived
then there may be appreciation in the securities of other companies. Dispersion reduces

the risk of recovery. In other words, “a bank should not lay all its eggs in the same
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basket.” The bank should be cautious that while granting loan, it should never be aways
in one sector. A bank must diversify its investment in different sectors in order to

maximize profit and minimize risk.

2.1.2. SomelImportant Terminology:
1. Deposits:
Deposits denote the amounts deposited in current, saving, or fixed account of a bank or
financial institution. Deposit is the main resource of fund that a bank uses for the
generation of profit. Hence, the competence of the bank depends on its ability to attract
deposits. Deposit being the borrowed amount from the depositors or from general public,
it congtitutes the liability of bank. The deposits of the bank are influenced by the
following factors:

Types of customer

Interest rate paid on the deposits

Types and ranges of services delivered by bank

Management accessibility of customers

Physical facilities of bank
In addition to the above, the existing economic conditions put forth a decisive influence

on the amount of deposit the bank receives.

2. Loan & Advances:

Loan & advance is the primary basis of income and most profitable asset to a bank. A
bank is comes one step ahead to lend as they constitute the larger part of revenue. At the
same time, bank has to be more cautious in granting loans and advances as they may not
be realized at a short period of time and they bear the chance of turning into bad debt.
Hence a bank is more keen on lending money for a short time. Loan and advance is
provided against the personal security of the burrower or against the security of the
immovable and movable properties. Bank grants loans in various forms such as overdraft,

cash credit, direct loans and discounting bills of exchange.
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3. Investment on Gover nment Securities, Shares, and Debentures:
Commercial banks invest on government securities, shares, and debentures and earns

interest and dividend. Thisisthe secondary source of income of the bank.

4, Investment on Other Company’s Shares and Debentures:

Commercial banks invest their excess funds to the shares and debentures of other
company. Thisis done usually when there is an excess of funds than required and thereis
lack of investment opportunities in the profitable sector. The commercial banks purchase
share and debentures of regional development bank, NIDC, other development banks,
etc.

5. Other Usesof Fund:

Commercial banks must maintain the bank balance with Nepal Rastra Bank as
prescribed by the government. At the same time, they need to maintain cash balance in
local currency in the vault of the bank and some part of the fund is used for the bank

balance in foreign bank.

2.2. REVIEW OF REPORTS

Here, annual reports of concerned banks are reviewed in order to highlight the brief

profile of the banks.

2.2. 1. Reports Relating to NABIL:

Nabil Bank Limited started its operation on July 12", 1984 as the first joint venture bank
in Nepal. Dubai Bank Limited, Dubai (later acquired by Emirates Bank Limited, Dubai)
was the first joint venture partner of Nabil. Currently, NB (International) Limited, Ireland
isthe foreign partner. The bank had the official name Nepal Bank Limited till.

Nabil is the pioneer in introducing many ground-breaking products and marketing

concept in banking sector of Nepal with more than 15 branches and 2 counters in all
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major cities. It is the only bank having its presence at Tribhuvan International Airport,
only international airport of the nation. Also, the number of channels in the country is the
highest among the joint venture and private banks operating in Nepal. Success of Nabil is
the landmark in the banking history of Nepal as it floored the way for the establishment

of many commercial banks and financial institutions.

The bank provides a full range of commercial banking services through its channels
spread across the nation and reputed correspondent banks across the world. Furthermore,

it has agood name in the market for its highly personalized servicesto its customers.

2.2. 2. Reports Relating to Nepal I nvestment Bank Limited:

Nepal Investment Bank Limited (NIBL), previously known as Nepa Indosuez Bank
Limited, was established in the year 1986 as a joint venture between Nepalese and French
partners. The French partner (holding 50% of the capital of NIBL) was Credit Agricole
Indosuez, a subsidiary of one of the largest banking group in the globe. With the decision
of the Credit Agricole Indosuez, a group of companies consisting of bankers,
professionals, industrialists and businessman has acquired the 50% shareholding of
Credit Agricole Indosuez in Nepal Indosuez Bank Limited in April of 2002.

The bank got its new name of Nepa Investment Bank Limited upon the approval of
bank’s annual general meeting, Nepal Rastra Bank and company registar’s office with the
following shareholding structures: A group of companies holding 50% of the capital of
the capital, Rastriya Banijya Bank holding 15% of the capital, Rastriya Beema Sansthan
holding 15% and the remaining 20% being held by the General Public (which does mean
NIBL isthe company listed on the Nepal Stock Exchange).

2.2. 3. Reports Relating to Himalayan Bank Limited:
Himalayan Bank Limited was incorporated in 1992 by a few distinguished business
personalities of Nepal in partnership with Employees Provident Fund and Habib Bank
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Limited, one of the largest commercial bank of Pakistan. Banking operation commenced
from January 1993. It is the first commercial bank of Nepal whose maximum shares are
held by the Nepalese private sector. Besides commercial banking services, it also offers

industrial and merchant banking services.

HBL has six branches in Kathmandu Valley at the following locations: Thamel, New
Road, Teku, Mahargjgunj, Pulchowk (Patan) and Suryavinayak (moved from Nagarkot).
In addition, the bank also has eleven other branches outside Kathmandu Valley in
Banepa, Tandi, Bharatpur, Birgunj, Hetauda, Bhairawa, Biratnagar, Butwal, Nepalgunj,
Pokhara and Dharan. HBL will be aggressively opening new branches at different parts

of the country to serve its customers better.

Himalayan Bank has always been committed to providing a quality service to its valued
customers, with a persona touch. All customers are treated with utmost courtesy as
valued clients. The bank, wherever possible, offers tailor made facilities to its clients,
based on the unique needs and requirements of different clients. To further extend the
reliable and efficient services to its valued customers, Himalayan Bank has adopted the
latest banking technology. This has not only helped the bank to constantly improve its
service level but has also prepared the bank for future adaptation to new technology. This
bank has already offered unique services such as SMS Banking and Internet Banking to

customers and will be introducing more services like these in the near future.

2.3. REVIEW OF BOOKS

Bank is afinancia institution which deals with money and substitute for money (deposit,
credit, credit instruments, etc.). Trembling and inconsistent flow of credit harms the
economy and the profitability of the bank. So, the prime objective of a bank should be
collection of fund and its utilization in good investments such as diverse and safe

investment. Here, opinions of different authors from their books are summarized.
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Emphasizing the importance of investment policy, H.D. Crosse (1963) has stated that
lending is the essence of commercial banking and consequently, the formulation and
implementation of sound policies are among the most important responsibilities of bank
directors and management. Well conceived lending policies and careful lending practice
are essential in a bank to perform its credit creating function effectively and minimize the
risk inherent in any extension of credit. He further adds, the formulation of sound
lending policies for all banks should have adequate and careful consideration over
community needs, size of loan portfolio, character of loan, credit worthiness of borrower

and asset pledged to security borrowing, interest rate policy.

S.P. Singh and Singh (1983) have concluded that investment (credit) policies of banks
are conditioned to a great extent by the national policy framework. Every banker has to
apply its own judgment for arriving at credit decision keeping of course its credit policy
also in mind. As per them, government and central banks have to make a sound policy
about the investment policies of commercia banks. They further state that the field of
investment is more challenging as it offers relatively greater scope to banker for
judgment and discretion in selecting their loan portfolio, but this higher degree of
freedom in the field of credit management is also accompanied by greater risk. During

the recent years, the credit function has become more complex.

James B. Bexley (1987) has concluded that investment policy fixes responsibilities for
the investment of disposition of the banks’ assets in terms of allocating funds for
investment and loan and establishing responsibility for day to day management of those
assets. It is assumed the management should be responsible for the investment decision

of banks.

Bishowambhar Pyakuryal (1987) in his article “Workshop on Banking and National
Development” writes the present changing context calls for a substantial revitalization of

the resource. How much they have gained over the years depends chiefly on how far they
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have been able to utilize their resources in an efficient manner. Therefore, the task of
utilization of resources is as much crucia as the mobilization. The under utilization of
resources not only results in loss of income but also goes further to discourage the
collection of deposits. Thus in his paper, he has emphasized on proper utilization of

mobilized resources and profitability increment.

William F. Sharpe, Alexander J. Gorden and Jeffery V. Bailey (1988) in their book
they have presented with the objective to make an analysis of investment. They state that
it is the sacrifice of certain present value for (possible uncertain) future value. Two
different attributes are generally involved, time and risk. The sacrifice takes place in the
present and is certain. The reward comes later, if at all and the magnitude is generally
uncertain. In some cases, the element of time predominates such as government bond. In
other cases, risk is the risk dominant attribute such as call option on common stock. So,
they have presented their views in the books that bank should look for the safe and less
risky investment.

John M. Cheney and Edward A. Moses (1988) have stated that investment objective is
to increase systematically in the individual wealth and defined as asset minus liabilities.
The higher the level of desired wealth the higher must be received. An investor seeking
higher return must be willing to face higher level of risk..

Ramesh Lal Shrestha (1988) in his article “A Study on Deposits and Credits of CBs in
Nepal” concluded the credit deposit ration would be 51.30%, other things remaining the
same in 2004 A.D., which was the lowest under the period of reviews. So, he had
strongly recommended that the CBs should try to give more credit entering new field as

far as possible. Otherwise, they might not be able to absorb even itstotal expenses.

Bodhi B. Bajracharya (1990) has mentioned in his article “Monetary Policy and Deposit

Mobilization in Nepal” the mobilization of domestic savings is one of the prime
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objectives of the monetary policy in Nepal. For this purpose, CBs stood as the active and
vital financia intermediary for generating resources in form of deposit of the private

sector. So far, providing credit to the investors is a different aspect of the economy.

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

countries are testimony to the poor quality of this oversight investment function.

He further adds that mismanagement in financial institutions has involved inadequate and
overoptimistic loan appraisal, lax loan recovery, high risk diversification of lending and
investments, high risk concentration, connected and insider lending, loan mismatching.

This has led many banks of developing countries the failure of 1980s.

Gitman and Joehank (1990) in their book have expressed that investment is any vehicle
in which funds can be placed with the expectation that will preserve or increase in value
and generate positive returns. It means that investment is the instrument which is

essential for the banksto increase profitability.

24. REVIEW OF ARTICLES

Bhagat Singh (1991) in his research paper “Nepalma Adhunik Banking Byabastha” has
made an attempt to highlight some of important indicators which have contributed to the
efficiency and performance of other CBs in the field of CBs. At the end of the paper, he
has concluded that the establishment of CBs a decade ago, marks beginning of modern

banking era in Nepa. The joint venture banks have brought many new banking

38



techniques such as computerization, hypothecation, consortium finance and modern fee
base activities into the economy. There are indeed significant milestones in the financial

development process to the economy.

Shekhar Bahadur Pradhan (1995) has presented short glimpses on investment in
different sectors, its problem and prospects through his article “Deposit Mobilization, Its
problem and Prospects. Mr. Pradhan has pointed out following problems of deposit
mobilization in Nepal ese context:
Due to lack of education most of the Nepalese people do not go for saving in
institutional manner. However, they are very much used of saving be it in aform
of cash or ornaments. Their reluctance to deal with institutional system is
governed by the lower level of understanding about financial organization,
withdrawal system and availability of depositing facilities and so on.
Due to lesser office hours of banking system, people prefer holding cash in
personal possession.
Unavailability of the institutional servicesin rural aress.
No more mobilization and improvement of the employment of deposits in the loan
sectors.
Mr. Pradhan has also suggested for the prosperity of deposit mobilization which are as
follows:
By cultivating the habit of using rural banking units.
By adding service hour to bank.
By providing sufficient institutional serviceto therural areas.
NRB could also organize training program to develop skilled manpower.

By spreading cooperatives to the rural areas to develop mini banking service.

Dr. Sunity Shrestha (1997) in her article, “Lending operation of commercial banks of

Nepal and its impact on GDP” has presented with the objectives to make an analysis of

39



contribution of commercial banks’ lending to the Gross Domestic Product (GDP) of
Nepal. She has set hypothesis that there has been positive impact of lending of
commercial banks to the GDP. In research methodology, she has considered GDP as the
dependent variable and various sectors of lending viz agriculture, industrial, commercia
service and social sectors as independent variables. A multiple regression technique has

been applied to analyze the contribution.

The multiple analyses have shown that all the variables except service sector lending has
positive impact on GDP. Thus, in conclusion, she has accepted the hypothesis i.e. there
has been positive impact on GDP by lending of CBs in various sectors of economy,
except service sector investment.

K. Pradhan (1999) has pointed out some maor issues in local CBs in comparison of
recently established joint venture banks through his article “Nepalma Banijya Bank:
Upalabdhi tatha Chunauti.” The study deals with the whole CBs system of Nepal in
respect of their performance and profitability. Some of his findings relevant to his study
are summarized below:
The deposit collection rate of local banks is very poor in comparison to joint
venture banks.
The patterns of deposit are also different between these banks. The rate of current
deposit in local banks is 9.34% only where as in the same joint venture banks is
52.6% but the fixed deposit is very high in local banks.

Pravakar Ghimire (1999) has published his article in which he has mention the most of
the CBs of Nepal are ready to pay penalty in spite of rural poverty sector, poverty
stricken and deprived areas. In the directives of NRB, it is clearly mentioned that all CBs
(under NRB) should invest 12% of its total investment to the priority sectors. Out of this
12%, they should invest 3% to the lower level class of countryman powers. These CBs

are unable to meet the requirement of NRB.
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Rewat Bahadur Karki (2000) has summarizes some of the challenges through his article
“Nepalese Financial Sector: Challenges and Some Solution” which are as follows:
According to the article, the financial sector is facing the major challenges of high NPL
of the banking sector which comes around 18% of the total loan but if the loan
classification is made according to least international practice, it is assumed to exceed
30%. Credit demand is being met largely by non-institutional source i.e. private money
lender, merchant, trader, individual and landlord at very high rate of interest which is two
to three times higher than that of institutional source, this shows that the unorganized
financial sector is playing amajor role in the Nepal ese economy. The liquidity position of
the banking sector is rated as high as 24%, but the productive sector of the economy is
starved by credit crunch. This has created a paradoxical situation in the banking sector.

He has given some suggestion to improve the Nepalese financial sector such as:

The financia institutions especially CBs have to identify new areas of investment to
increase loan and advances in reducing the liquidity position.

With the rapid growth in the number of banks and financial institutions, deposit insurance
scheme is a must. The principle reason for introducing such deposit insurance should be
one of the socia justice rather than economic justification in order to protect the interest

of the small depositors. In this condition, this scheme should be expedited to implement.

25. REVIEW OF THESIS

Mr. Raja Ram Khadka (1997) has conducted his study entitled “A Study on Investment
Policy of NABIL in Comparison to Other Joint Venture Banks.” The main objectives of
the study were to evaluate the liquidity, asset management, efficiency, profitability and
risk position of NABIL in comparison to other JVBs and to study the fund mobilization
and investment policy with respect to fee based off balance sheet transaction and fund
based on balance sheet transaction.
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The researcher has found that liquidity position of NABIL is worse than that of other
JVBs. NABIL has more portions of current assets as loan and advances but less portion
as investment on government securities. NABIL is comparatively less successful in on-
balance sheet operations as well as off-balance sheet operations than that of other JVBs.
Profitability position of NABIL is comparatively not better than that of other JVBs.
NABIL is more successful in deposit mobilization but failure to maintain high growth
rate of profit in compared to NGBL and NIBL.

He has suggested the JVBs to be careful in increasing profit in real sense to maintain the
confidence of share holders, depositors and customers. He has strongly recommended
NABIL to utilize its risks assets and shareholders’ fund to gain highest profit margin and
reduce its fund in different sectors of investment and administering various deposits
schemes to collect fund such as cumulative deposit scheme, price bonds scheme, gift
scheme, house building deposit scheme, etc. He has recommended following liberal

lending policy and investment more percentage of total deposit as loan and advances.

He has compared investment policy of Nepal Arab Bank Ltd with Nepal Grindlays Bank
Ltd and Nepal Indosuez Bank Ltd. His study is based on five-year period from 1992 to
1996. He has taken only two banks of Nepal. It would not be reasonable to quote
investment policy of NABIL as good or bad by comparing it with only two banks. The

study is silent about the investment opportunities in Nepalese market.

He has not explained his idea of libera lending policy though he has recommended
NABIL to adopt liberal lending policy. He has explained how to reduce cost as well.

Ms. Ruru Kusam Gautam (1999) has conducted her study entitled “Investment
Analysis of the Financial Companies in Context of Nepal.” She has found that the
investment in government securities of the financial companies is decreasing. Major
source of financial companies is utilized as loan and advances. Use of fund towards the
hire purchase loan is decreasing in the financial companies and investment on housing

loan is more.
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She has recommended that the overall investment policy of the financial companies
should be concentrated on productive sector such as business sand industry loan rather
than consumer goods such as higher purchase and housing plan. This would contribute on
the capital formulation for overall national development. She further has said that the
credit monitoring wind should be made strong enough to ensure timely cash inflow from
credit granted.

She has analyzed the investment of various financial companies of Nepal. She has only
taken 20 financial companies. Currently, there are all together 49 financial companies in
Nepal.

Mr. Dhakal (1999) in his thesis entitted “A Comparative Study on Financial
Performance of Nepal SBI Bank Ltd and Nepa Indosuez Bank Ltd” has found the
liquidity position of Nepal Indosuez Bank is comparatively higher than that of Nepal SBI
Bank Ltd. It has adopted aggressive lending investment and borrowing policy to genera
profit than SBI. He has recommended acting according to the government plans and
policies on mobilizing their deposit in the productive sectors. He has further suggested
stabilizing the cash and bank balance to total deposit ration of both banks after proper

diagnosis of the root of the cause.

His study is based on the overal financing performance of the banks. It is not particular
on investment policy of the banks though the study has covered the deposit mobilization
of these banks. In this study, the researcher has not used sufficient financial tools in
concern with the deposit portion. He also failed to use the statistical tools like coefficient

of correlation analysis and probability error.

U. Tuladhar (2000) in his study “A Study on Investment Policy of Nepal Grindlays

Bank Limited in Comparison to other Joint Venture Banks of Nepal,” has concluded that
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joint venture banks are discouraging lower level depositors and interested in the higher
level clients as paramount customers. He found the probability position of NGBL is
higher than NABIL and NABIL and NGBL maintain successful liquidity position than
others and also found that because of uncertain return depositors may withdraw high
portion of deposits and may invest in newly opened organization. He has recommended
to follow liberal lending policy so that more percentage of deposits can be invested into

different profitable sectors as well asloan and advances.

As analysis showed that investment and loan and advances as significant factors which
affect the profit of the bank, he further suggested investing the fund of the bank in the

purchase of shares and debentures of other reputed organizations.

He compared NGBL with other joint venture and focused to invest more percentage of
deposits, but it is sometimes harmful because they give much importance to the liquidity
position in bank operations. When depositors demand money, bank must return them to
maintain creditability. Bank needs to maximize its wealth and goodwill and expand
branches to collect deposit and invest in the sectors which will give high return and is

more potential for investment.

Mr. Nava Ratna Maharjan (2003) has conducted his study entitled “An Investment
Policy of Nepal Investment Bank Ltd. in Comparison to Standard Chartered Bank Nepal
Ltd. and Nepal Arab Bank Ltd.” The main objective of the study was to analyze the
relationship between total investment, deposit and loan and advance and net profit and
outside asset and their comparative study in between the respective banks. Other
objective includes studying the asset management system, profitability and risk position
of the respective banks. He concluded that the investment policy of Nepal Investment
Bank was not good with comparison to other CBs in every respect. He found that at

times, bank focused much of its attention to one sector leaving other sectors untouched.



So, he recommended touching al the sectors and balancing it effectively so asto have the

optimal performance of the bank.

He further found in the study that NIB’s loan and advances to total deposit ratio is higher
than that of SCBN and Nabil but its stability is not consistent than that of other two
banks. To overcome this situation, NIB was strongly recommended to follow libera
lending policy and invest more and more percentage of total deposit in loan and advances

and similarly maintain more stability on the investment policy.

Resear ch Gap:

In thisway, researchers have studied about the Investment policy of Banks from different
angles. Obvioudly the conclusion that they present also varied according to focus, size of
the sample and the methodology they fallowed, but none of the researchers have studied
about the “Technical analysis of investment policy in Nepalese context. It is there fore
pioneering study, Hense this study tries to fill that shortcoming by trying to give certain
professional opinion in order to contribution in practical side of Investment policy and
side by side carrying its academic purpose by revalidating the tools and techniques
available in the field of analysis of Investment policy . Thus this study enables to view

current condition of Investment policy.
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CHAPTER I

RESEARCH METHODOLOGY

3.1 INTRODUCTION

Research methodology states the systematic procedure and process applied in entire
study. It sequentialy refers to the various steps to be taken into consideration by a

researcher in studying a problem with a certain objective.

3.2 RESEARCH DESIGN

Research design is the plan, structure and strategy of investigations conceived so as to
obtain answers to research questions and to control variances. The plan is to overall
scheme or program of the research. It includes an outline of what the investigator will do
from writing the hypotheses and their operational implications to the final analysis of
data. The structure of the research is more specific. It is the outline, the scheme, and the
paradigm of the operation of the variables. When we draw diagrams that outline the
variables and their relation and juxtaposition, we build structural schemes for
accomplishing operational research purposes. Strategy, as used here, is also more
gpecific than plan. In other words, strategy implies how the research objectives will be

reached and how the problem encountered n the research will be tackled.

To achieve the objective of this study, descriptive and analytical research design has been
used. This study is the comparative study research of leading commercial banks of
Nepal. HBL, NABIL and NIBL are selected for this study. Some financial and statistical
tools have been applied to examine facts and descriptive techniques have been adopted to

evaluate investment performance the above mentioned three commercia banks.
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3.3DATA COLLECTION PROCEDURE

3.3.1 Nature and Sour ces of Data

Mainly, the study is conducted on the basis of secondary data. The required data are
extracted from balance sheets, P/L accounts and different financia schedules of
concerned banks’ annual reports. Other supplementary data are collected from a number
of ingtitutions and regulating authorities like Nepal Rastra Bank, Nepal Stock Exchange
Ltd., Security Exchange Board, etc. and from different related websites. The study is
based on the historical data of 5-year period.

3.3.2 The Population and Sample

There are more than 25 commercial banks functioning in Nepal, which is the size of the
population. Out of them, 3 leading commercia banks, Himalayan Bank Ltd., NABIL
Bank Ltd., and Nepal Investment Bank Ltd., are considered as samples to carry out
this thesis since they are the earliest joint venture banks established here and they are the

most competitive commercia banks of Nepal.

The total numbers of commercial banks existing in Nepal so far are:

Nepal Bank Ltd.

Rastriya Banijya Bank

Agricultural Development Bank

NABIL Bank Ltd. (earlier known as Nepal Arab Bank Ltd.)

Standard Chartered Bank Nepal (earlier known as Nepal Grindlays Bank Ltd.)
Nepal Investment Bank Ltd. (earlier known as Nepal Indosuez Bank Ltd.)
Nepal SBI Bank

Himalayan Bank Ltd.

Nepal Bangladesh Bank Ltd.

10. Everest Bank Ltd.

© o N o g &~ WD P
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11. Bank of Kathmandu Ltd.
12.Nepal Credit and Commerce Bank Ltd. (earlier known as Nepal Bank of Ceylon Ltd.)
13. Lumbini Bank Ltd.

14.NIC Bank Ltd.

15. Machapuchre Bank Ltd.

16. Kumari Bank Ltd.

17.Laxmi Bank Ltd.

18. Siddartha Bank Ltd.

19. Global Bank Ltd.

20. Citizens International Bank Ltd.
21. Prime Bank Ltd.

22. Sunrise Bank Ltd.

23.Bank of AsiaLtd.

24. Development Credit Bank Ltd.
25.NMB Bank Ltd.

26.Kist Bank Ltd.

34TOOLSFOR ANALYSIS

For the sole purpose of data analysis, various financial and statistical tools are used to
achieve the objective of the study. The evaluation of datais carried out according to the
pattern of data available.

The various tools applied in this study are presented bel ow:

3.4.1 Financial Tools

Financial analysisis the process of identifying the financial strength and weakness of the
form by properly establishing relationship between the items of the balance sheet. In this

study ratio analysis are used as the financial toolsfor the data analysis.
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Ratio Analysis

Ratio analysis is a technique of analyzing and interpreting financial statements to
evaluate the performance of an organization by creating the ratios from the figures of
different accounts consisting in balance sheet and income statement. The qualitative
judgement concerning financial performance of afirm can be carried out with the help of
ratio analysis. Even though there are many ratios, only those ratios have been covered in

this study which is related to investment operation of the bank.

This study contains following ratios:

1. Liquidity Ratio
The capacity of abusinessto meet its obligation in the short term or short-run solvency is
known as liquidity. Its validity shows the short-term financial strength of the business. It
is also a process of measuring speed with which a bank asset can be converted into cash
to meet deposit withdrawal and other current obligations.
The following ratios are evaluated under liquidity ratio:
a) Current Ratio
It is none other than the ratio of current assets and current liabilities. Current assets
are those assets, which can be converted into cash within short span of time, usually
no exceeding one year. Current liabilities are those obligations which are payable

within ashort period. Theratiois calculated as:

Current Ratio = ___ecyrrent-Assets—

Current assets of a bank usually include cash balance, balance with banks, money at
call and short notice, investments, loan and advance, bhills purchased, interest
receivable and other miscellaneous current assets. Similarly current liabilities include
borrowings, deposit accounts, bills payable, short-term loans, tax provision, dividend

payables and other miscellaneous current liabilities.
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b)

d)

Cash and Bank Balanceto Total Deposit Ratio

As it is obvious, cash and bank balance are the important liquid current assets. The
ratio measures the percentage of most liquid fund with the bank to make instant
payment to the depositors. Theratio is calculated as:

Cash and bank balance
Total deposit

Cash and Bank Balance to Total Deposit Ratio =

Cash and Bank Balanceto Current Asset Ratio

This ratio measures the proportion of most liquid assets, i.e. cash and bank among the
total current assets of the bank. Higher ratio shows the bank’s ability to meet the
demand for cash. Theratiois calculated as:

Cash and Bank Balance to Current Asset Ratio = —€ashrandbankbatance-
Current assets
I nvestment on Gover nment Securitiesto Current Asset Ratio
This ratio is calculated to find out the percentage of current asset invested in
government securities, i.e. treasury bills and government bonds like development

bonds and national saving bonds. Theratio is calculated as:

Investment of government securities
Current assets

IGSCA Rétio* =

* |nvestment on Government Securities to Current Assets Ratio
Loans and Advancesto Current Asset Ratio
Loan and advance of a bank basically includes different type of loans lent by the bank

to the customersin different sectors. Theratio is calculated as;

Loans and Advancesto Current Asset Ratio =  —toan&-advance—
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2. Assets M anagement Ratio

Asset management ratio measures how meticulously afirm is managing its assets. These

ratios are designed to answer this question: Does the total amount of each type of assets

as regarded on the balance sheet seem reasonable, how high, too low, in view of current

assets and operating levels? Either a company or a bank must borrow or obtain funds

from other sources to acquire assets. If it hastoo many assetsits interest expenses will be

too high and hence its profits will be low; on the other hand, if assets are too low,

profitability sales may be lost.

The following ratios are used under this asset management ratio:

a)

b)

c)

Loansand Advancesto Total Deposit Ratio
Loans and advances is the major component in the total working fund (total assets)
which indicates the activity of bank to channnelize its deposits in the form of loans

and advancesto earn high return. The ratio can be calculated as:

Loan & advances
Total deposit

Loan and Advanceto Total Deposit Ratio =

Total Investment to Total Deposit Ratio

Investment is one of the major credits created to earn income. This implies the
utilization of the bank’s deposit on investment in government securities and shares
and debentures of other companies and banks. The ratio is calculated by dividing
total investment by total deposit. The lower the ratio more utilization of funds and

viceversa. Thiscan be measured as:

Total Investment to Total Deposit Ratio = TFotatinvestment—

Loans and Advancesto Total Working Fund Ratio
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d)

Loans and advances is the major component in the total working fund (total assets),
which indicates the activity of a bank to channnelize its deposits in the form of loans
and advances to earn high return. Higher the ratio, higher the utilization, higher the
profit and, at the same time, higher therisk. The ratio can be calculated as:

Loans and Advances to Total Working Fund Ratio = t+eansancd-advances—

I nvestment on Gover nment Securitiesto Total Working Fund Ratio
This ratio shows the relationship between the banks investment on government

securities in comparison to the total working funds. Theratio is computed as:

Investment on government securities

IGSTWF Ratio* =
Total working fund

* Investment on Government Securities to Total Working Fund Ratio

Investment on Shares and Debenturesto Total Working Fund Ratio
This ratio shows the bank’s investment in shares and debentures of subsidiary and

other companies. Thisratio can be computed as:

ISDTWF Ratio* = ——tnvestmenton-sharesancddebentures—

Tntal wnrlkinn fiind

* Investment on Shares and Debentures to Total Working Fund Ratio

3. Profitability Ratio
Profitability ratios are calculated to measure the effectiveness and smooth operation of an

organization in terms of profit. It is the device to indicate the financial performance of

any institution. This proves that higher the profitability ratio, better the financial

performance of bank or vice versa. Profitability ratio can be evaluated through following

different ratios:

52



a)

b)

d)

Return on L oans and Advances Ratio
This ratio shows how effectively the bank has utilized its resources in the form of

loans and advances. Theratio can be calculated as:

Net profit (10ss)

Return on Loans and Advances =
I nane & ar/ancec

Return on Total Working Fund Ratio

It is also known as return on asset. The ratio measures the overall profitability of all

working funds, i.e. total assets. A firm or a financia institution has to earn

satisfactory return on assets or working fund for its survival. The ratio can be

computed as:

Net profit (loss)

Return on Total Working Fund Ratio =
Total working fund

Return on Equity Ratio
This ratio measures how efficiently the banks have used the funds of owners. The

ratio can be computed as:

Net profit (10ss)

Return on Equity Ratio =
Total equity capital

Total Interest Earned to Total Working Fund Ratio

The ratio is calculated to find out the percentage of interest earned to total assets

(working fund). Theratioiscalculated as:

Total Interest Earned to Total Working Fund Ratio =

Total interest earned includes interest earning from different sector investments and

loan whether it islong term or short term. Thisisthe main earning of the bank. Even
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though the ratio does not have any standard rate, the higher the ratio the better the
result.

d) Total Interest Earned to Total Operating | ncome Ratio
Thisratio is calculated to find out the proportion of interest income in total operating
income of bank. It indicates how efficient is the bank in mobilization of its funds in

interest bearing assets. The ratio is computed as:

Interest Earned to Total Operating Income Ratio =  Fotatinterestearned——

4. Risk Ratio

The possibility of risk makes a bank’s investment a challenging risk. Bank has to take
risk to get return on its investment. The risk taken is compensated by the increase in
profit. So, abank hasto have idea of the level of risk that one has to bear while investing
funds.

The following ratios are evaluated under this study:

a) Liquidity Risk Ratio
The liquidity risk ratio of a bank definesits liquidity need for deposits. The cash and
bank balance are the most liquid assets and they are considered as bank’s liquidity
sources and deposits as the liquidity needs. The ratio of cash and bank balance to
total depositsis an indicator of bank liquidity needs.

The risk is low if funds are kept idle or as cash and bank balance but this affects
profitability. When bank makes loan, its profitability increases and also the risk.
Thus, higher liquidity ratio indicates less risk and less profitability or vice versa. The
ratio can be computed as:

Liquidity Risk Ratio= oo & bank balance

Total deposit
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b) Credit Risk Ratio

Credit risk ratio measures the possibility that loan will not be repaid or that
investment will deteriorate in quality or go into default with consequent loss to that
bank. By definition, credit risk ratio is expressed as the percentage of non-performing

loan to total loan and advances. Credit risk ratio is computed as:

Total loans & advances
Total assets

Credit Risk Ratio =

Capital Risk Ratio

Capital risk ratio measures bank’s ability to attract deposits and inter-bank funds. It
also determines the level of profit a bank can earn. The capital risk is directly related
to return on equity. Higher the ratio higher the capital risks. Theratio is computed by
dividing capital (Paid up capital and Reserve) by risk-weighted assets as under
BASLE committees’ fogwagf?alvx%cg 88n+ Qéern\}le ned as:

Capital Risk Ratio =

Risk weighted assets

5. Growth Ratio

Growth ratio represents how well the CBs are maintaining their economic and financial

status. Higher the ratio, better the executing of the bank and vice versa. Under thisttitle,

four types of ratios are studied. They are directly related to the fund mobilization and

investment of CB. Theseratios are:

a)

Growth Ratio of Total Deposit

b) Growth Ratio of Loans and Advances

0)

Growth Ratio of Total Investment

d) Growth Ratio of Net Profit

3.4.2 Statistical Tools

Some important statistical tools are used to achieve the objective of this study. The
statistical tools that are used for data analysis in this study are:
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1. Trend Analysis
Trend analysis is an analysis of a firm’s financial ratios over time. This measuresthe
change of data over a period of time. This reveals whether the firm’s ratios are
improving or deteriorating over time. Under segment, current and projected trend values
of loan & advance to total deposit ratio and investment to total deposit ratio are
calculated.
Trend equation:
y=a+bx where, y = dependent variable

X = independent variables

a=Syin & b=yxy/¥x*
2. Karl Pearson’s Coefficient of Correlation
Correlation is the measure of relationship between two or more characteristics of a
population or sample. For the purpose of comparison and further analysis, “Karl
Pearson’s coefficient of correlation” is applied in this study. This measures the degree of
association between the two variables say X and Y for agiven set of N observations. The

formulafor calculationis:

Xy
v Sx VY

where, x =X -X,y=Y =Y

The value of correlation coefficient ‘r’ always varies from -1 to +1. The degrees of
reliability of computed correlation can be judged with the help of its probable error
where,

(1-r¥) x0.6745

Probable Error (P.E.) = N

If r <P.E., then the correlation coefficient isinsignificant

and if r > 6P.E., then the correlation coefficient is significant.
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3. Standard Deviation and Coefficient of Variation
The measurement of the scatterness of the mass of figuresin a series about an average is
known as dispersion. Standard deviation measures dispersion correct. The greater the
amount of dispersion, greater the standard deviation. A small standard deviation means a
high degree of uniformity of the observation as well as homogeneity of a series. In this
study, standard deviations of different ratios are cal cul ated.

The coefficient of variation is the relative measure of dispersion, comparable across
distribution, which is defined as the ratio of the standard deviation to the mean expressed
In percentage.

Standard Deviation= \/ 5 (Xy - X1)%/n

Coefficient of Variation = (S.D./ Mean ) x 100

4. Test of Hypothesis (F-test or One-way ANOVA)

To test the significance of the differences among more than two samples means, F-

distribution is suitable technique, called the “Analysis of Variance”. Using ANOVA

technique it will be able to make inferences about whether our samples are drawn from

populations having the same mean.

The assumptions made in ANOVA are:

a) The population for each sample must be normally distributed with same mean and
variances.

b) All the samples must be randomly selected as independent.
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CHAPTER IV

DATA PRESENTATION AND ANALYSIS

This is the most important chapter of the study since all the collected data are processed,
presented and analyzed here. The outcome of the study solely depends upon this chapter.
Financial and statistical tools mentioned in the previous chapter are used here for
interpretation. For the sole purpose, interpretations are categorized into two headings:

1. Analysis of Financial Ratio

2. Analysis of Statistical Ratio

41 ANALYSISOF FINANCIAL RATIO

Herein, appropriate ratios are calculated and proper interpretations are made. The

analysis of the financial ratios verifies the performance of the concerned banks.

4.1.1 Liquidity Ratio

Liquidity ratio shows a bank’s obligation in the short term or short-run solvency. It also
measures the speed with which a bank asset can be converted into cash to meet deposit
withdrawal and other current obligations. The following ratios are calculated under

liquidity ratio:

1. Current Ratio

Current ratio shows the relationship between current assets and current liabilities.
Current assets are those assets which can be converted into cash within the short period
of time, normally not exceeding one year.

Current liabilities are those obligations which are payable within a short span of time.

Current Ratio = Currentassets——
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Tablel

Current Ratio

Banks Fiscal Years Mean Standard Coefficient
2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Deviation | of Variation
NABIL 1.07 0.97 1.00 1.07 1.06 1.03 04 4.20
NIBL 1.04 1.06 1.08 1.08 1.08 1.07 0.02 1.06
HBL 1.01 1.63 0.7 1.06 1.08 1.10 0.30 27.48

(As per annexure Al and schedule 1)

Here current ratios of commercial banks are analyzed. The above table indicates that the
current assets of al three commercial banks have met the current liabilities during the
five-year period.

In case of NIBL, it has increasing trend of current ratio. This proves the current ratio is
improving. However, NABIL and HBL have the fluctuating trend of current ratios.

HBL

has the highest coefficient of variation of 27.48% among three banks which proves its

In average, HBL has maintained the higher current ratio than NIBL and NABIL.
inconsistency.

2. Cash and Bank Balanceto Total Deposit Ratio

This ratio measures the proportion of the most liquid assets i.e. cash and bank balance

among the total asset of the bank. Higher ratio proves the bank’s ability to meet the
demand for cash.

Cash and Bank Balance to Total Deposit Ratio = Cash-andbankbatarnce—

Table?2
Cash and Bank Balanceto Total Deposit Ratio

Banks Fiscal Years Mean Star)de}rd Co?efﬁCiem
2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Deviation Variation
NABIL 6.87 3.83 3.26 6.00 8.37 5.67 1.90 3351
NIBL 10.65 9.40 12.34 9.97 10.90 10.65 0.99 9.34
HBL 9.09 8.12 6.48 5.85 4.55 6.82 1.62 23.72

(As per annexure A2 and schedule 1)

59




The same figure in the table shows the percentage of cash and bank balance to total
deposit ratio position of three banks and they all have the fluctuating trend in this regard.
During the five-year period, NIBL has maintained the highest ratio than NABIL and
HBL. Hence, NIBL has the highest average too.

In average, NIBL has the highest cash and bank balance to total deposit ratio than NABIL
and HBL. It proves the liquidity position of NIBL is better in this regard. On the other
hand, NABIL has lowest mean ratio and its coefficient of variation is 33.51% which is
higher comparatively than that of other two. Hence, it can be explained that NABIL has

the poor maintenance of its liquidity which indicates the poor performance of the bank.

3. Cash and Bank Balanceto Current Asset Ratio
This ratio measures the proportion of most liquid assetsi.e. cash and bank balance among

the total current asset of bank. Higher ratio shows the bank’s ability to meet the demand
for cash.

Cash and Bank Balance to Current Asset Ratio = €astrandbankbatance—

Table 3
Cash and Bank Balanceto Current Asset Ratio
Banks Fisoal Years Mean Star)de}rd Co?efﬁCiem
2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Deviation |\ o i
NABIL 591 3.32 3.08 5.19 7.31 4.96 1.59 32.09
NIBL 9.43 8.40 11.13 9.10 9.91 9.60 0.91 9.50
HBL 8.44 4.69 8.98 533 4.09 6.31 2.01 31.86

(As per annexure A3 and schedule 1)

Contents of the table show that cash and bank balance to current asset ratios are in
fluctuating trend during the five-year period. NIBL has maintained a highest ratio of
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11.13% in the FY 2008/09. Similarly, NABIL and HBL have maintained the highest
ratio of 7.31% and 8.98% in the FY 2010/11 and 2008/09 respectively.

In average, NIBL has higher ratio than that of the other two banks and states NIBL is
better in this regard. NABIL has lower average ratio and its coefficient of variation
between ratios is 32.09%, which is comparatively higher than of NIBL and HBL. It
shows that NABIL is unstable and inconsistent than the other two. Hence, it shows its
inability to manage the withdrawal from the customers. Of note is that the better position

does not mean that the bank has mobilized its fund in the profitable sector.

4. Investment on Government Securitiesto Current Asset Ratio
This ratio is calculated to find out the percentage current asset invested in government

securities such as treasury bills and government bonds. Theratio is computed as.

Investment on government securities

|GSCA ratio =
Current asset
Table4
I nvestment on Government Securitiesto Current Asset Ratio

Banks Fisoal Years Mean Star?da_\rd Cc:)(f)effiCient

2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Deviation |\ o i
NABIL | 22.38 14.35 11.25 17.83 10.22 15.21 4.46 29.35
NIBL 15.39 12.21 12.02 12.14 8.32 12.02 2.24 18.63
HBL 18.50 25.77 26.91 19.59 21.08 22.37 3.36 15.02

(As per annexure A4 and schedule 1)

The above table reveal s that almost al the banks have a fluctuating trend.

In average, HBL has the higher ratio than NABIL and NIBL, which means that HBL has
invested as much of its current assets in government securities than the other two. HBL
has invested its current assets in the government securities throughout the study period.
HBL has the lowest coefficient of variation which indicates its stability.
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At the same time, NIBL has the lowest ratio in the whole five years’ period. It has ratio

of only 8.32 inthe FY 2010/11.

5. Loan and Advanceto Current Asset Ratio

Loan and Advances include short and long term, overdraft, revolving overdraft, stand by

credit, line of credit and other lending.

Loan and Advance to Current Asset Ratio = toanancdadvance—
Current ratio
Table5
Loans and Advanceto Current Asset Ratio

Banks Fiscal Years Mean Star)de}rd Co?efﬁmem

2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Deviation |\ ..
NABIL | 49.92 62.92 63.19 57.65 58.48 58.43 4.81 8.24
NIBL 54.82 63.47 60.88 64.43 71.23 62.97 5.32 8.44
HBL 64.43 58.53 76.58 51.59 55.02 61.23 8.77 14.33

(As per annexure A5 and schedule 1)

The table shows that loan and advance to current asset ratios of all three banks are in
HBL has
maintained the highest ratio of 76.58% in the FY 2008/09. Likewise, NABIL and NIBL
have the highest ratio of 63.19% and 71.23% in the FY 2008/09 and 2010/11
respectively.

fluctuating trend but NIBL has increasing trend in the last three years.

Comparing the mean ratios, NIBL has the highest ratio of 62.97% among the three banks
whereas coefficient of variation is in middle that of other two indicating uniformity in
comparison to NABIL and HBL.

4.1.2 Asset Management Ratio
Assets management ratio shows how a bank is managing its assets. It shows how
successfully the bank is mobilizing its deposits. It also shows how and in which sectors

the deposit is utilized or invested. These are shown with the help of following ratios:
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1. Loan and Advanceto Total Deposit Ratio
This ratio assists to find out how successfully the banks are utilizing their total deposits
on loans and advances for profit generating purpose. Greater the ratio implies the better

utilization of total deposits. Theratio is computed as.

Loan and Advanceto Total Deposit Ratio = toarand-advarce—

Table6
Loan & Advanceto Total Deposit Ratio
Banks Fisoal Years Mean Star}daﬁrd CC:)(;:)efﬁ(:lent
2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Deviation |\ ..
NABIL | 58.01 72.57 66.79 66.60 66.94 66.18 4.67 7.05
NIBL 61.87 71.04 67.50 70.59 78.36 69.87 5.36 7.67
HBL 54.30 | 50.07 55.27 56.57 | 61.23 | 55.49 3.60 3.50

(As per annexure A6 and schedule 1)
Looking at the all three banks’ performance, loan and advance to total deposit ratios are

in fluctuating trend. NIBL and HBL have the increasing trend in the last three years.

In average, NIBL has the higher ratio of 69.87% in comparison to 66.18% and 55.49% of
NABIL and HBL. In thisregard, NIBL is better indicating its strong position regarding
the mobilization of total deposit on loan and advance and acquiring high profit in
compared to the other two banks but higher ratio does not necessary mean it is better in
terms of liquidity as loan and advance is not as liquid as cash and bank balance and
NABIL and HBL may have utilized high portion of their deposit in various investment
and cash and bank balance.

2. Total Investment to Total Deposit Ratio

Investment is one of the major credits created to earn profit. This implies the utilization
of a bank’s deposit on investment in government securities, shares and debenture of other
companies and banks. A high ratio is the indicator of high success to mobilize the

banking fund as investment and vise versa.
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Total Investment to Total Deposit Ratio =  Fotatnvestment—
Table7
Total Investment to Total Deposit Ratio

Banks Fiscal Years Mean Star)de}rd Co?efﬁmem

2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Deviation |\ o i
NABIL | 41.33 | 2931 31.93 3832 | 3114 | 3441 4.61 13.38
NIBL 33.51 27.60 29.60 26.57 19.95 | 27.45 4.44 16.17
HBL 26.63 | 25.08 41.10 3935 | 41.89 | 3481 7.38 21.19

(As per annexure A7 and schedule 1)

It is clear from the above table that the total investment to total deposit ratios of all three
banks are in fluctuation trend.

The mean value of HBL is higher than that of NABIL and NIBL; however, its coefficient
of variation between the ratios is higher at 21.19% clearly indicating instability of
investment policy of HBL than that of NABIL and NIBL.

3. Loan and Advanceto Total Working Fund Ratio
Loan and advance is the mgjor element in the total working fund (total asset) which
indicates the ability of a bank to channelize its deposit in the form of loan and advance to

earn the utmost return.

Loan and Advance to Total Working Fund = +eamrand-advance—

Table8
Loansand Advanceto Total Working Fund Ratio
Banks Fiscal Years Mean Star)de}rd Co?efﬁCiem
2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Deviation |\ ..
NABIL | 4891 | 62.04 57.87 57.04 | 57.54 | 56.68 4.28 7.54
NIBL 53.79 | 6222 | 59.90 | 6265 | 69.45 | 61.60 5.04 8.18
HBL 48.16 | 44.62 49.70 50.71 | 53.90 | 49.42 3.05 6.17

(As per annexure A8 and schedule 1)
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In the above table, loan and advance to total working fund ratios are computed as per

Annexure A8 and mean, standard deviation and coefficient of variation as per schedule 1.

The table shows that loan and advance to total working fund ratios are in fluctuating
trend during the five-year period. NIBL has the highest ratio of 69.45% in the FY
2010/11 and the lowest of 53.79% in the FY 2006/07. NABIL and HBL have maintained
their highest ratio of 62.04% and 53.90% in 2007/08 and 2010/11 respectively.
Similarly, their lowest ratios are 48.91% and 44.62% in the FY 2006/07 and 2007/08
respectively.

In average, NIBL has maintained higher loan and advance to total working fund ratio
than that of NABIL and HBL indicating betterment in thisregard. NIBL also has higher

coefficient of variation suggesting of less uniformity and resulting higher risk.

4. Investment on Government Securitiesto Total Working Fund Ratio
This ratio indicates the relationship between the banks’ investment on securities in

comparison to total working fund and is calcul ated as:

Investment on government securities

IGSTWF Ratio = _
Total working fund
Table9
I nvestment on Gover nment Securitiesto Total Working Fund Ratio
Banks Fiscal Years Mean Star}da_\rd Co?efﬁCiem
2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Deviation |\ . i
NABIL | 21.93 14.15 10.31 17.64 | 10.06 14.82 4.52 30.49
NIBL 15.10 11.97 11.83 11.80 8.12 11.76 2.21 18.80
HBL 13.83 19.64 17.46 10.31 | 2065 | 16.38 3.83 23.41

(As per annexure A9 and schedule 1)

The table proves the inconsistency of all three banks in terms of investment on government

securities in comparison to total working fund i.e. the ratios are fluctuant. NABIL has
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maintained the highest ratio of 21.93% in 2006/07 with the lowest of 10.06% in 2010/11.
Similarly, NIBL has highest ratio of 15.10% in 2006/07 with lowest of 8.12% in FY 2010/11.
HBL has maintained highest in FY 2010/11 of 20.65% and lowest in 2009/10 of 10.31%.

NIBL has the lower ratio considering the average value than the other two banks
indicating its poor performance in this regard. The coefficient of variation of NABIL is
higher indicating its variability than NIBL and HBL.

5. Investment on Shares and Debenturesto Total Working Fund Ratio
The ratio reflects the banks’ investment in shares and debentures of subsidiary and other
companies.

Investment on shares and debentures
ISDTWF =

Tntal wnrldnn frind

Table 10
Investment on Shares and Debenturesto Total Working Fund Ratio
Banks Flscal Years Mean Staryda_wd C(I)(?effiCient
2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Deviation |, o ..
NABIL | 0.13 2.60 0.47 1.05 0.87 1.02 0.85 82.91
NIBL 0.10 0.11 0.08 0.13 0.15 0.12 0.02 20.62
HBL 0.14 0.14 0.10 0.22 0.25 0.17 0.06 32.92

(As per annexure A10 and schedule 1)

Here, the proportion is fluctuating for NABIL during the five-year period whereas
variable for NIBL and HBL.

NABIL has the highest ratio in terms of average than NIBL and HBL with 1.02% in
comparison to 0.12% and 0.17% of the other two. Considering the coefficient of
variation, NABIL is inconsistent and unstable in terms of investment on shares and
debentures than NIBL and HBL.

4.1.3 Profitability Ratios

These ratios measure the efficiency of the banks’ activities and its ability to generate

profits. Thisisdirectly related to the income generated by the banks.

66



1. Return on Loan and Advance Ratio
This ratio specifies how efficiently the bank has used its resources in the form of Loan

and Advance, and the ratio is computed as:

Net profit (1oss)

Return on Loan and Advance Ratio =
Loans & advances

Table11
Return on Loans and Advances Ratio
Banks Fiscal Years Mean Staryda_wd C(I)(?effiCient
2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Deviation |\, ..
NABIL 5.56 4,92 4,92 4.34 3.49 4.64 0.69 14.93
NIBL 2.14 2.29 2.74 2.90 2.58 2.53 0.28 11.14
HBL 2.20 2.48 3.12 2.89 3.26 2.79 0.40 14.21

(As per annexure A1l and schedule 1)

The table illustrates that NIBL and HBL have the fluctuating trend and NABIL has
diminishing trend in the last five years. NABIL has the highest return of 5.56% in the FY
2006/07.

In average, NABIL has the higher return ratio than that of NIBL and HBL with 4.64% in
comparison to 2.53% and 2.79% of the other two. The coefficient of variation of NABIL
is higher than of HBL and NIBL. So, it can be concluded that NABIL is in highest

position in earnings from loans and advances in relation to the other two banks.

2. Return on Total Working Fund Ratio
This is also known as return on assets and this ratio assists in calculating the overall

profitability of total working funds which should be satisfactory for its survival.

Net profit (loss)

Return on Total Working Fund Ratio =

Tntal wnrldinn frind
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Table 12
Return on Total Working Fund Ratio

Banks Fiscal Years Mean Star)de}rd Co?efﬁCiem
2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Deviation Variation
NABIL 2.72 3.05 2.84 2.47 2.01 2.62 0.36 13.63
NIBL 115 143 1.64 1.82 1.79 157 0.25 16.01
HBL 1.06 111 1.55 1.47 1.76 1.39 0.27 19.23

(As per annexure A12 and schedule 1)

It is clear from the above table that al the three banks are inconsistent in earning the net
profit. NABIL has earned the highest of 3.05% in 2007/08 whereas NIBL’s highest
return ratio is 1.82% and HBL s is 1.76% 2009/10 and 2010/11 respectively.

Considering the mean ratios, NABIL has the higher of 2.62% than of NIBL’s 1.57% and
HBL’s 1.39%. HBL’s coefficient of variation is higher than that of NIBL and NABIL
which concludes its inconsistency. From the prospect of analysis, the conclusion would
be NABIL is more efficient in terms of profitability with respect to its financia

resources.

3. Return on Equity Ratio

This ratio measures how efficiently the banks have used the funds of owners. It is
calculated as:
: . Net profit (loss
Return on Equity Ratio = P (loss)
Tntal ennityv canital
Table 13
Return on Equity Ratio
Banks Fiscal Years Mean Staryde_xrd Cc:)(f)effICIent
2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Deviation |- o .
NABIL | 30.73 | 31.29 | 33.88 | 3260 | 30.63 | 31.83 1.25 3.91
NIBL 20.88 19.67 24.77 26.70 | 25.93 | 23.59 2.80 11.87
HBL 19.87 | 20.00 25.90 2291 | 2530 | 22.80 2.55 11.16

(As per annexure A13 and schedule 1)
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All the three banks have maintained the fluctuating tendency in the five-year period of
study. NABIL has maintained the lowest ratio of 30.63% in FY 2010/11 and similarly,
NIBL and HBL have maintained their lowest ratio of 19.67% and 19.87% in FY 2007/08
and 2006/07 respectively.

From the prospect of mean, NABIL has the higher ratio of 31.83% than of NIBL and
HBL.
during the study period. The coefficient of variation of NABIL is also the lowest at

It does specify NABIL has used the funds more efficiently than the other two

3.91% which does reflect NABIL’s consistency.

4. Total Interest Earned to Total Working Fund Ratio
This ratio is computed to proportion of total interest earned to total working fund or total

asset and is computed as:
Total Interest Earned to Total Working Fund Ratio =

Total interest earned

Total working fund

Table 15
Total Interest Earned to Total Working Fund Ratio
Banks Flscal Years Mean Staryda_wd C(:)(]zefﬁCient
2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Deviation |, o .
NABIL | 5.98 6.26 5.87 5.83 5.33 5.85 0.30 5.19
NIBL 5.52 5.54 5.50 5.74 5.64 9.57 0.11 1.94
HBL 5.02 5.19 5.52 5.30 5.43 5.29 0.18 3.32

(As per annexure A14 and schedule 1)
The table clearly shows a fluctuating trend of ratios of all three banks. NABIL has the

highest ratio of 6.26% and similarly, NIBL and HBL have highest of 5.74% and 5.52%
respectively. In average, NABIL has the highest mean ratio of 5.85% compared to 5.57%
and 5.29% of NIBL and HBL. However, NABIL has the highest coefficient of variation
than the other two specifying inconsistency. In conclusion, NABIL is more successful
towards the goal of earning interest income with higher earning power whereas HBL is

dlightly poor in this regard.
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5. Total Interest Earned to Total Operating Income Ratio
This ratio indicates how efficiently the bank is mobilizing its funds in interest bearing

assets and is worked out as;

Total Interest Earned to Total Operating Income Ratio =

Total interest earned

Total operating income

Table 16
Total Interest Earned to Total Operating Income Ratio
Banks Fiscal Years Mean Star)de}rd Co?efﬁCiem
2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Deviation |\ ..
NABIL | 7510 | 89.44 96.36 | 107.26 | 11845 | 97.32 14.85 15.25
NIBL 12490 | 113.01 | 122.24 | 127.20 | 133.02 | 124.07 6.58 5.30
HBL 12158 | 120.95 | 116.72 | 127.43 | 122.92 | 121.92 3.45 2.83

(As per annexure A15 and schedule 1)
NIBL and HBL have a fluctuating tendency and NABIL has increasing trend with

regards to proportion of interest income in total operating income. NABIL has
maintained its highest ratio of 118.45% in 2010/11 while NIBL and HBL have
maintained their highest ratio of 133.02% and 127.43% in the FY, i.e. 2010/11 and
2009/10 respectively.

In average, NIBL has the higher ratio than NABIL and HBL, i.e. 124.07% versus 97.32%
and 121.92%. If we consider the coefficient of variation, HBL is more consistent than
the other two banks with the least value among the three banks. Hence, NIBL isin better
position regarding the mobilization of interest bearing assets such as loan and advance

and investment. A note isto be made that such activities have more risk.

414 Risk Ratio
1. Credit Risk Ratio:
Thisratio is computed as.

Total Loan & Advance
Credit Risk Ratio = il

Total Asset
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Table 17

Credit Risk Ratio

Banks  2006/07 | 2007/08 ;)Sécs%g earzsoogllo 2010/11 | Mean gtea:/r:gﬁcr)i %?e\jgﬁ;et?otn
NABIL | 48.91 62.04 57.87 57.04 57.54 56.68 4.28 7.54
NIBL 53.79 62.22 59.90 62.65 69.45 61.60 5.04 8.81
HBL 48.16 44.62 49.70 50.71 53.90 49.42 3.05 6.17

(As per annexure A16 and schedule 1)

During the five-year period of study, all the three banks’
fluctuating trend. NIBL has the highest ratio of 69.45% in the FY 2010/11 with the
lowest being 53.79% in the FY 2006/07. Similarly, NABIL and HBL have the highest
credit risk ratio of 62.04% and 53.90% in the FY 2007/08 and 2010/11 respectively.

credit risk ratios are in

The above table clearly depicts NIBL has the higher average ratio than that of NABIL

and HBL which does mean NIBL has higher credit when compared to other two.

However, the coefficient of variation is higher than that of HBL and NABIL.

2. Liquidity Risk Ratio:

Thisratio isworked out as:

Liquidity Risk Ratio =

Cash and bank balance

Total Deposit

Liquidity Risk Ratio

Table 18

Banks  2006/07 | 2007/08 ;)So%%g eagsoogllo 2010/11 | Mean gtea:/r:gﬁgi %?G\}/fgﬁlaet?;n
NABIL 6.87 3.83 3.26 6.00 8.37 5.67 1.90 33.51
NIBL 10.65 9.40 12.34 9.97 10.90 10.65 0.99 0.34
HBL 9.09 8.12 6.48 11.16 4,55 7.88 2.25 28.57

(As per annexure A17 and schedule 1)
The table evidently shows the fluctuating trend of liquidity risk ratios of the three banks
during the five years of study. NIBL has maintained the highest ratio of 10.90% in the
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FY 2010/11 while NABIL and HBL have maintained their highest ratio of 8.37% and
11.16% in FY 2010/11 and 2009/10 respectively.

In average, NABIL has the lowest liquidity risk ratio of 5.67% comparatively than the
other two banks. At the same time, NABIL also has the highest coefficient of variation
of 33.51% in comparison to 9.34% and 28.57% of NIBL and HBL respectively indicating
liquidity risk of NABIL ishigh.

3. Capital Risk Ratio:
Capital Risk Ratio isworked out as:

Capital (Paid up + Reserve)

Capital Risk Ratio =

Risk Weighted Asset
Table 19
Capital Risk Ratio
Fiscal Years Standard Coefficient

Banks = 006/07 | 2007/08 | 2008/09 | 2009710 | 2010/11 | 62" | Deviation | of variation
NABIL 2.19 2.21 1.74 1.48 1.52 1.83 0.32 1741
NIBL 1.76 2.85 2.12 2.20 2.43 2.27 0.36 15.92
HBL 0.86 1.76 2.08 1.97 2.73 1.88 0.61 32.20

(As per annexure A18 and schedule 1)

The variability in the capital risk ratios during the five-year study all three banks are in
fluctuating trend. NABIL has the highest ratio of 2.21% in FY 2007/08 with the lowest
being 1.52% in 2010/11. Likewise, NIBL and HBL have the highest capital risk ratio of
2.85% and 2.73% in 2007/08 and 2010/11 respectively with the lowest being 1.76% and
0.86% in the FY 2006/07.

In average, NIBL has the highest capital risk ratio of 2.27% in comparison to the other

two. In addition, the coefficient of variation of NIBL is also lower than that of HBL and
NABIL which indicates its consistency in this regard.
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4.1.5 Growth Ratio
Under this section, growth ratio of Total Deposit, Total Investment, Loan and Advance
and Net Profit are calcul ated.

1. Growth Ratio of Total Deposit:

Table 20
Growth Ratio of Total Deposit
Banks 2 006/07 | 2007/08 F'Sé%ﬂsﬁg = 2000/10 | 2010/11 |CrowthRatio (%)
NABIL | 14,119.03 | 17312.75| 21228.89 | 26030.87 | 31915.05 22.62%
NIBL 11,524.67 | 15153.79 | 19925.72 | 26200.32 | 34451.73 31.49%
HBL 22,010.34 | 24138.74 | 26472.96| 29032.89 | 31842.79 9.67%
(As per schedule 2)

The above table shows the comparative growth rate of total deposit of three banks. The
growth ratio of NIBL is much higher with 31.49% than that of NABIL and HBL (i.e.
22.62% and 9.67%). This concludes that NIBL’s performance in collection of deposit is
better year-by-year in comparison to NABIL and HBL.

2. Growth Ratio of L oan and Advance:
Table21

Growth Ratio of Loan and Advance

Fiscal Years .
Banks 2006/07 | 2007/08 | 2008/09 | 2000/10 | 2010/11 [°rowth Ratio (%)
NABIL | 8189.99| 10408.66| 13228.36| 16811.93| 21365.05 27.09%
NIBL 7,130.13 004581 | 13873.42| 19352.04 | 26996.65 39.44%
HBL 11,951.87 | 13506.81 | 15264.04 | 17249.91 | 19497.52 13.01%
(As per schedule 2)

The above comparative table depicts the growth rate of loan and advance during the five-
year period of three banks. It is clear from the table that growth ratio of NIBL is much
better than that of NABIL and HBL. This does conclude that NIBL has performed better

in terms of granting loan and advance in compared to other banks during these five years.
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3. Growth Ratio of Total | nvestment:

Table 22
Growth Ratio of Total | nvestment
Banks 2006/07 | 2007/08 Flszcgcl)g/ggrs 2000/10 | 2010/11 LCrowth Ratio (%)
NABIL 5835.95 6667.11 7616.37 8700.94 9939.77 14.24%
NIBL 3862.48 4461.16 5152.64 5951.31 6874.02 15.50%
HBL 5860.38 7197.84 8841.10 | 10859.53 | 13340.18 22.83%

(As per schedule 2)

The above table reflects the growth rate of investment of each bank year-by-year.
Comparatively, the growth ratio of HBL (22.83%) is higher than that of NABIL
(14.24%) and NIBL (15.50%) and this signifies that investment of HBL is enhanced than

of the other two.

4. Growth Ratio of Net Profit:

Table 23
Growth Ratio of Net Profit
Banks 2006/07 | 2007/08 Flszcgcl)g/ggrs 2000/10 | 2010/11 |Crowth Ratio (%)
NABIL 455.32 515.23 583.03 659.76 746.47 13.16%
NIBL 152.67 237.32 347.11 507.68 742.53 46.26%
HBL 263.05 328.11 408.98 509.96 365.87 24.69%
(As per schedule 2)

The above table shows the comparative table of growth rate of net profit of al three
banks. NIBL has higher growth ratio of 46.26% than that of NABIL and HBL (13.16%
and 24.69%). This indicates NIBL has maintained better net profit during these five
years when compared to the other two banks.

From the above analysis, it is concluded that NIBL’s operation with regards to collection
of deposit, granting of loan and advance and net profit is comparatively better and in
terms of investment, HBL is better. NABIL’s performance with regards to collection of
deposit, granting of loan and advance and investment is poor during these five years of
study.
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42 ANALYSISOF STATISTICAL TOOLS

In order to achieve the objective of this study, some essential statistical tools are used
such as Trend Analysis, Coefficient of Correlation Analysis, Test of Hypothesis,

Standard Deviation, and Coefficient of Variation.

4.2.1 Trend Analysis:

Under this segment, current and projected trend values of loan & advance to total deposit
ratio and total investment to total deposit ratio of NABIL, NIBL, and HBL are calculated
from FY 2006/07 to 2015/16 as per schedule 3, 4, 5, 6, 7, and 8.

Table24

Current and Projected Trend Values of L oan and Advance to Total Deposit

vears Banks
NABIL NIBL HBL
2006/07 63.802 63.364 51.418
2007/08 64.991 66.618 53.4%4
2008/09 66.18 69.872 55.49
2009/10 67.369 73.126 57.526
2010/11 68.558 76.38 59.562
2011/12 69.747 76.634 61.598
2012/13 70.936 82.888 63.634
2013/14 72.125 86.142 65.67
2014/15 73.314 89.396 67.706
2015/16 74.503 92.65 69.742

(Asper schedule 3,5, & 7)

The above table depicts that projected trend values of NABIL, NIBL and HBL are all in
increasing trend. This trend of ratio does signify that NABIL, NIBL and HBL may use
more than 70%, 90% and 60% of their total deposit in providing loan and advance up
until FY 2015/16. Other things remaining the same, the ratio of loan and advance to total
deposit of NABIL, NIBL and HBL will be 74.503, 92.65 and 69.742 respectively for the
FY 2012/13.
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Table 25

Current and Projected values of Total Investment to Total Deposit

vears Banks
NABIL NIBL HBL

2006/07 36.68 33.08 25.848
2007/08 35.543 30.264 30.329
2008/09 34.406 27.448 34.81

2009/10 33.269 24.632 39.291
2010/11 32.132 21.816 43.772
2011/12 30.995 19 48.253
2012/13 29.858 16.184 52.734
2013/14 28.721 13.368 57.215
2014/15 27.584 10.552 61.696
2015/16 26.447 7.736 66.177

(As per schedule 4, 6, & 8)

The above table shows that the present and projected trend values are in decreasing trend
for NABIL and NIBL and in increasing trend for HBL. The ratio of NABIL and NIBL
on total investment to total deposit will be 26.447 and 7.736 for the FY 2015/16. It does
mean that they may not use their deposit in investment in the upcoming years as per
trend. HBL may use more than 60% of their deposit in investment in various sectors.
Thus, it can be concluded that NABIL and NIBL’s investment policies are predicted to be
decreased.

4.2.2 Coefficient of Correlation Analysis:

Under this analysis, Karl Pearson coefficient of correlation is used to uncover the
relationship between total deposit and loan and advance, total deposit and total
investment and outside asset and net profit.

1. Coefficient of correlation between Total Deposit and Loan & Advance:

Coefficient of correlation (r) between Deposit and Loan & Advance measures the degree
of relationship between these two variables. The main objective of correlation anaysis
between deposit and loan & advance isto find out whether deposit is significantly used as

loan & advance or not.
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Table 26

Coefficient of Correlation between Total Deposit and Loan and Advance

Evaluation Criteria NABIL BNalglEs HBL
r 0.9894 0.9964 0.9734
r’ 0.9789 0.9928 0.9476
PE.r 0.0064 0.0022 0.0158
6P.E.r 0.0382 0.0130 0.0949

(As per schedule 9, 12, & 15)

Here, deposit is the independent variable (x) and loan & advance is dependent variable
(y). The main objective of computing ‘r’ between these two variables is to justify whether
deposit is significantly used as loan & advance or not. The above table shows the value of
‘r’, P.E. r, and 6 P.E. r between deposit and loan & advance of NABIL with comparison
to NIBL and HBL during the study period 2006/07 to 2010/11. From the above table in
respect to NABIL, it is found that coefficient of correlation between deposit and loan &
advance is 0.9894. It shows the positive relationship between these two variables.
Furthermore, when we consider the value of coefficient of determination (r?), it is 0.9789
which does mean only 97% of the variation in the dependent variable is explained by the
independent variable. At the same time, considering the value of ‘r’ and comparing it
with “6 P.E. r’, we find that ‘r’ is much less than value of ‘6 P.E. r’ which does mean that
the value of ‘r’ is insignificant. Hence, there is no significant relationship between
deposit and loan & advance of NABIL. This indicates that NABIL is unsuccessful to
mobilize its deposit appropriately.

On the other hand, NIBL and HBL have the positive relationship between deposit and
loan & advance. The relationship is significant as their value of ‘r’ is higher than ‘6 P.E.
r’ and the value of r? shows high percent in the dependent variable which has been
explained by the independent variable. This indicates that NIBL and HBL are successful
in mobilizing their deposit properly.
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2. Coefficient of Correlation between Total Deposit and Total I nvestment:

Coefficient of correlation (r) between Deposit and Total Investment measures the degree
of relationship between these two variables. The main objective of correlation analysis
between deposit and total investment is to find out whether deposit is significantly used

as investment or not.

Table 27
Coefficient of Correlation between Total Deposit and Total I nvestment
Evaluation Criteria Banks
NABIL NIBL HBL
r 0.9260 0.9279 0.3530
r’ 0.8576 0.8609 0.1246
PE.T 0.0430 0.0419 0.2641
6P.E. T 0.2578 0.2517 1.5843

(As per schedulel0, 13, & 16)
Here, deposit is the independent variable (x) and total investment is dependent variable

(y). The main objective of computing ‘r’ between these two variables is to justify whether
deposit is significantly used as total investment or not. The above table shows the value
of ‘r’, P.E. r, and 6 P.E. r between deposit and total investment of NABIL with
comparison to NIBL and HBL during the study period 2007/08 to 2010/11. From the
above table in respect to NABIL, it is found that coefficient of correlation between
deposit and total investment is 0.9260. It shows the positive relationship between these
two variables. Furthermore, when we consider the value of coefficient of determination
(r%), it is 0.8576 which does mean 85.76% of the variation in the dependent variable is
explained by the independent variable. At the same time, considering the value of ‘r’ and
comparing it with ‘6 P.E. r’, we find that ‘r’ is higher than value of “6 P.E. r’ which does
mean that NABIL is capable in investment mobilizing its deposit.

Likewise, NIBL and HBL have the positive relationship between deposit and total
investment but since their values of ‘r’ are less than values of ‘6 P.E. r’, the relationship
is not significant and the value of r? shows less percent in the dependent variable which
has been explained by the independent variable. This indicates that NIBL and HBL are

not successful in maximizing the investment of their deposit.
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4.2.3 Test of Hypothesis:
Under this topic, effort has been made to test the significance regarding the parameter of
the population on the basis of sample drawn from the population. Generally, following
steps are followed for the test of hypothesis.
1) Formulating hypothesis
1) Null hypothesis
ii) Alternate hypothesis
2) Computing the test statistic
3) Fixingthelevel of significance
4) Finding critical region
5) Deciding two tailed or one tailed test
6) Making decision

Here, some the main hypothesis tests are calculated and decisions are made.

1. Test of hypothesison Loan & Advanceto Total Deposit ratios of NABIL,
NIBL and HBL:
Let, Loan & Advanceto Total Deposit ratios of NABIL, NIBL and HBL bex, y and z
respectively.
Table 28

Computation of Variations

FY X X2 Y y? z z?
2006/07 58.01 | 3365.16 54.30 | 2948.49 51.42 2644.02
2007/08 72.57 | 5266.40 50.07 | 2507.00 47.87 2291.54
2008/09 | 66.79 | 4460.90 55.27 | 3054.77 | 47.61 | 2266.71
2009/10 66.6 | 4435.56 56.57 | 3200.16 54.30 2948.49

2010/11 66.94 | 4480.96 61.23 | 3749.11 50.07 2507.00
Total | 33091 | 22008.99 | 277.45 | 1545955 | 251.27 | 12657.76

Hence,
Null hypothesis (Ho): px = py = pzi.e. thereis no significant difference between mean
ratios of Loan & Advanceto Total Deposit of NABIL, NIBL and HBL.
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Alternate hypothesis ((H): ux # py # pz (two-tailed test) i.e. there is significant
difference between mean ratios of Loan & Advance to Total Deposit of NABIL, NIBL
and HBL.

Under Hg the test-statisticis:
F = MSC/MSE

Sum of individual values (T):

T =2X+3y+3z
= 330.91 + 277.45 + 251.27 = 859.63

Correction factor (c.f.):
c.f. = T?/N = (859.63)% = 49264.24
15

Sum of squares (SST):
SST =5x2+ Yy*+ S7%-cf.
= 22008.99+15459.55 +12657.76 -49264.24 = 862.06

Sum of squar es dueto column (SSC):
SSC = (3Ix)*+ (Sy)* + (3z)*- cf.
n N N3
= (330.91)% + (277.45)* + (251.27)* - 49264.24= 659.07
5 5 5

Sum of squaresdueto error (SSE):
SSE =SST-SSC
= 862.06- 659.07= 202.99

One-way ANOVA Table

Source of Variation | Sum of Sq. d.f. Mean Sum of Sq. F-Ratio
Due to column SSC = 659.07 3-1=2 MSC= 329.54 | F = MSC/MSE
Due to error SSE =202.99 | 15-3=12 MSE = 16.92 =19.48
Total 862.06 14

Table value of F at 5% level of significance with v, =2 and v, = 12 is 3.89.

Decision:

Since Fey > Fa, Hyis accepted, i.e. thereis significant difference between mean ratios of
Loan & Advanceto Total Deposit of NABIL, NIBL and HBL.
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2. Test of hypothesison Total Investment to Total Deposit ratios of NABIL,
NIBL and HBL:
Let, Total Investment to Total Deposit ratios of NABIL, NIBL and HBL bex, y and z

respectively.
Table 29
Computation of Variations
FY X X VY y2 z z°
2006/07 41.33 1708.17 3351 1122.92 26.63 709.16
2007/08 29.31 859.08 27.60 761.76 25.08 629.01
2008/09 31.93 1019.52 29.60 876.16 41.10 1689.21
2009/10 38.32 1468.42 26.57 705.96 39.35 1548.42
2010/11 3114 969.70 19.95 398.00 41.89 1754.77
Total 172.03 6024.89 | 137.24 3864.81 |  174.05 6330.57
Hence,

Null hypothesis (Ho): px = py = pzi.e. thereis no significant difference between mean
ratios of Total Investment to Total Deposit of NABIL, NIBL and HBL.

Alternate hypothesis ((H,): px # py # pz (two-tailed test) i.e. there is significant
difference between mean ratios of Total Investment to Total Deposit of NABIL, NIBL

and HBL.

Under Hg the test-statisticis:

F = MSC/MSE

Sum of individual values (T):

T =2X+3y+3z

=172.03 + 137.24 + 174.05 = 483.32

Correction factor (c.f.):

cf. = T?/N = (483.32)*= 15573.21
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Sum of squares (SST):

SST =3x°+3y*+ yz°-cf.
= 6024.89 + 3864.18 + 6330.57 — 15573.21 = 646.43

Sum of squar es due to column (SSC):
SSC = (3x)*+ (Sy)* + (32)*- cf.
Ny N, N3

= (172.03)? + (137.24)? + (174.05)* - 15573.21 = 171.30
5 5 5

Sum of squaresdueto error (SSE):
SSE =SST-SSC

=646.43-1/1.30=475.13

One-way ANOVA Table
Source of Variation Sum of Sq. d.f. Mean Sum of Sq. F-Ratio
Due to column SSC =171.30 3-1=2 | MSC= 85.65 F = MSC/MSE
Due to error SSE =475.13 | 15-3=12 | MSE = 39.59 =2.16
Total 646.43 14

Table value of F at 5% level of significance with v, =2 and v, = 12 is 3.89.

Decision:

Since Fey < Fuan, Holis accepted, i.e. there is no significant difference between mean ratios
of Total Investment to Total Deposit of NABIL, NIBL and HBL.

3. Test of hypothesis on Gover nment Securitiesto Current Asset ratios of

NABIL, NIBL and HBL:
Let,

Government Securities to Current Asset ratios of NABIL, NIBL and HBL be X, y and z

respectively.
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Table 31

Computation of Variations

2

2

2

FY X X Yy y z z
2006/07 22.38 500.86 15.39 236.85 18.50 342.25
2007/08 14.35 205.92 12.21 149.08 25.77 664.09
2008/09 11.25 126.56 12.02 144.48 26.91 724.15
2009/10 17.83 317.91 12.14 147.38 19.59 383.77
2010/11 10.22 104.45 8.32 69.22 21.08 444.37

Total 76.03 1255.71 60.08 747.02 111.85 2558.63
Hence,

Null hypothesis (Hp): ux = gy = pz i.e. thereis no significant difference between
mean ratios of Government Securities to Current Asset of NABIL, NIBL and HBL.
Alternate hypothesis ((H,): ux # py # pz (two-tailed test) i.e. there is significant
difference between mean ratios of Government Securitiesto Current Asset of NABIL,
NIBL and HBL.
Under Hg the test-statisticis:
F = MSC/MSE
Sum of individual values (T):
T =Xty + 3z
=76.03 + 60.08 + 111.85 = 247.96

Correction factor (c.f.):

c.f. = T?/N = (247.96)% = 4098.94
15

Sum of squares (SST):
SST =5x°+ Yy*+ S7%-cf.

=1255.71 + 747.02 + 2558.63 — 4098.94 = 462.42
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Sum of squar es due to column (SSC):

SSC = (¥x)*+(2W)+(32)*- cf.

n N

N3

= (76.03)% + (60.08)? + (111.85)>— 4098.94 = 281.18

5 5

5

Sum of squaresdueto error (SSE):

SSE =SST - SSC

= 462.42- 281.18= 181.24

One-way ANOVA Table

Source of Variation | Sum of Sq. d.f. Mean Sum of Sq. F-Ratio
Due to column SSC =281.18 3-1=2 | MSC = 140.59 F = MSC/MSE
Due to error SSE =181.24 | 15-3=12 | MSE = 15.68 =8.97

Total 462.42 14

Table value of F at 5% level of significance with v, =2 and v, =12 1s 3.89.

Decision:

Since Fey > Fan, Hyis accepted, i.e. there is significant difference between mean ratios of
Government Securities to Current Asset of NABIL, NIBL and HBL.

4, Test of hypothesison Loan & Advanceto Current Asset ratios of NABIL,
NIBL and HBL:
Let, Loan & Advance to Current Asset ratios of NABIL, NIBL and HBL bex, y and z

respectively.
Table 32
Computation of Variations
FY X X y y2 z z°
2006/07 49.92 2492.01 54.82 3005.23 64.43 4151.22
2007/08 62.92 3958.93 63.47 4028.44 58.53 3425.76
2008/09 63.19 3992.98 60.88 3706.37 76.58 5864.50
2009/10 57.65 3323.52 64.43 4151.22 51.59 2661.53
2010/11 58.48 3419.91 71.23 5073.71 55.02 3027.20
Total 292.16 17187.34 | 314.83 19964.99 | 306.15 19130.21
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Hence,
Null hypothesis (Ho): px = 1y = pzi.e. thereis no significant difference between
mean ratios of Loan & Advanceto Current Asset of NABIL, NIBL and HBL.
Alternate hypothesis ((H,): px # py # pz (two-tailed test) i.e. there is significant
difference between mean ratios of Loan & Advance to Current Asset of NABIL, NIBL
and HBL.
Under Hq the test-statisticis:

F = MSC/MSE
Sum of individual values (T):
T =2X+2y+37
=292.16 + 314.83 + 306.15 = 913.14
Correction factor (c.f.):

cf. = T?/N = (913.14) * = 55588.31
15

Sum of squares (SST):
SST =5x°+ Yy*+ Sz%-cf.

= 17187.34 + 19964.99 + 19130.21 — 55588.31= 694.23
Sum of squar es due to column (SSC):

SSC = (3x)*+ (Sy)* + (32)*- cf.
Ny Ny N3

= (292.16)* + (314.83)* + (306.15)* - 55588.31= 52.33
5 5 5

Sum of squaresdueto error (SSE):
SSE =SST-SSC

= 694.23 - 52.33 = 641.90
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One-way ANOVA Table

Source of Variation Sum of Sq. d.f. Mean Sum of Sq. F-Ratio
Due to column SSC =52.33 3-1=2 | MSC =26.17 F = MSC/MSE
Due to error SSE =641.90 15-3=12 | MSE = 53.49 =0.49
Total 694.23 14

Table value of F at 5% level of significance with v, =2 and v, =12 1s 3.89.

Decision:

Since Fey > Fa, Hois accepted, i.e. there is no significant difference between mean ratios
of Loan & Advance to Current Asset of NABIL, NIBL and HBL.

5. Test of hypothesison Return on Loan & Advanceratiosof NABIL, NIBL and
HBL:

Let, Return on Loan & Advance ratios of NABIL, NIBL and HBL be x, y and z

respectively.

Table 33
Computation of Variations
FY X X y y2 z z°
2006/07 5.56 30.91 2.14 4.58 3.11 9.67
2007/08 4.92 24.21 2.29 5.24 2.64 6.97
2008/09 4,92 24.21 2.74 7.51 2.12 4.49
2009/10 4.34 18.84 2.90 8.41 2.2 4.84
2010/11 3.49 12.18 2.58 6.66 2.48 6.15
Total 23.23 110.34 12.65 32.40 12.55 32.13

Hence,
Null hypothesis (Ho): px = ny = pzi.e. thereis no significant difference between mean
ratios of Return on Loan & Advance of NABIL, NIBL and HBL.

Alternate hypothesis ((H,): ux # py # pz (two-tailed test) i.e. there is significant
difference between mean ratios of Return on Loan & Advance of NABIL, NIBL and
HBL.

Under Hg the test-statisticis:

F = MSC/MSE
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Sum of individual values (T):
T =2X+2y+37

=23.23+ 12.65 + 12.55 = 48.43
Correction factor (c.f.):

cf. = T?/N = (48.43)*= 156.36
15

Sum of squares (SST):
SST =5x2+ Yy*+ S7%-cf.
=110.34 + 32.40 + 32.13 — 156.36 = 18.51

Sum of squar es due to column (SSC):

SSC = (¥x)*+(2W)+(32)°- cf.

Ny Ny N3

= (23.23)% + (12.65)° + (12.55)>— 156.36 = 15.07
5 5 5

Sum of squaresdueto error (SSE):
SSE =SST-SSC
=1851-15.07=3.44

One-way ANOVA Table

Source of Variation Sum of Sq. d.f. Mean Sum of Sq. F-Ratio
Due to column SSC = 15.07 3-1=2 | MSC=7.54 F = MSC/MSE
Due to error SSE =3.44 15-3=12 | MSE =0.29 =26
Total 18.51 14

Table value of F at 5% level of significance with v, =2 and v, = 12 is 3.89.

Decision:

Since Fey > Fa, Hyis accepted, i.e. thereis significant difference between mean ratios of
Return on Loan & Advance of NABIL, NIBL and HBL.
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CHAPTER V

CONCLUSION AND RECOMMMENDATIONS

The facts and matters needed for various parts of the study have been discussed in the
previous chapters. Obviously, analytical part is the core of the study that formulates the
comparative analysis of various aspects of the investment of the commercia banks with

the assistance of some important financial aswell as statistical tools.

After completion of the basic analysis needed for the study, the final and most important
task of the researcher is to procure finding issues and gaps of the study and recommend
for further devel opment which would be significant to the top management of the bank to
initiate action and achieve the desired result. The purpose of the researcher is not only to
draw attention to errors but also to rectify them and show directions for further

progression and enhancement.

5.1 MAJOR FINDINGSOF THE STUDY

The main findings of the secondary data are derived on the basic analysis of financia
dataof NABIL, NIBL and HBL which are given below.

5.1.1 Liquidity Ratios

Theliquidity ratios of NABIL, NIBL and HBL reveal that:

A. In average, the current ratio of HBL is higher than that of NIBL and NABIL. At
the same time, HBL’s ratios also seem to be more variable than that of the other
two banks.

B. In average, NIBL has the highest cash and bank balance to total deposit ratio than
NABIL and HBL. NABIL has the poor maintenance of its liquidity which

indicates the poor performance of the bank than other two.
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The mean ratio of cash and bank balance to current asset of NIBL is higher ratio
than that of the other two banks and its ratios are more consistent than that of HBL
and NABIL.

In average, HBL has the higher ratio of government securities to current asset than
NABIL and NIBL, which means that HBL has invested as much of its current
assets than the other two. It also has the lowest coefficient of variation which
indicates its stability.

NIBL has the highest loan and advance to current asset ratio and its coefficient of
variation isin the middle of NABIL and HBL indicating uniformity in comparison
to NABIL and HBL.

5.1.2 Asset Management Ratios
The asset management ratios of NABIL, NIBL and HBL reveal that:

A.

In average, NIBL has the higher ratio of loan and advance to total deposit in
comparison to NABIL and HBL indicating its strong position regarding the
mobilization of total deposit on loan and advance.

The mean ratio of total investment to total deposit of HBL is higher than that of
NABIL and NIBL. It also has good variability of ratiosin this case.

In average, NIBL has maintained higher loan and advance to total working fund
ratio than that of NABIL and HBL. NIBL also has higher coefficient of variation
suggesting of less uniformity and resulting higher risk.

NIBL has the lowest mean ratio of investment on government securities to total
working fund than the other two banks indicating its poor performance whereas
HBL has the highest mean ratio. NABIL has the highest coefficient of variation
also indicating more variability than NIBL and HBL.

NABIL has the highest mean ratio of investment on shares and debentures to total
working fund than NIBL and HBL whereasit is inconsistent and unstable in terms
of investment on shares and debentures than NIBL and HBL.
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5.1.3 Profitability Ratios
The profitability ratios of NABIL, NIBL and HBL reveal that:

A.

In average, NABIL has the higher ratio of return on loan and advance than that of
NIBL and HBL and at the same time its return on loan and advance has been
found in diminishing trend.

The mean ratio of return on total working fund of NABIL is higher than of NIBL
and HBL. NABIL’s return on working fund is more efficient than that of NIBL
and HBL.

The mean ratio of return on equity of NABIL is higher than of HBL and NIBL and
its coefficient of variation isthe lowest too which does signify its consistency.

In average, NABIL has higher ratio of total interest earned to total outside asset
than that of NIBL and HBL but its ratios are more variable in comparison with
other two.

In average, NABIL has the highest total interest earned to total working fund ratio
in compared to NIBL and HBL. Hence, NABIL is more successful towards the
goal of earning interest income with higher earning power.

In average, NIBL has the higher ratio of total interest earned to total operating
income than NABIL and HBL. NIBL is in better position regarding the

mobilization of interest bearing assets such as loan and advance and investment.

514 Risk Ratios
Therisk ratios of NABIL, NIBL and HBL reved that:

A.

NIBL has the higher average credit risk ratio than that of NABIL and HBL. HBL
has the lowest credit risk ratio among the three banks with the lowest coefficient
of variation aso.

In average, NABIL has the lowest liquidity risk ratio comparatively than the other

two banks. Similarly, its ratios are more homogeneous than that of NIBL and
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HBL. At the same time, NABIL also has the highest coefficient of variation in
comparison to NIBL and HBL indicating liquidity risk of NABIL is high.

In average, NIBL has the highest capital risk ratio in comparison to the other two.
At the same time, its variability of ratios is also higher than the other two. The
coefficient of variation of NIBL is also lower than that of HBL and NABIL which

indicates its consistency in this regard.

5.1.5 Growth Ratios
The growth ratios of NABIL, NIBL and HBL reveal that:

A.

The growth ratio of total deposits of NIBL is higher at 31.49% than that of NABIL
at 22.62% and HBL at 9.67% concluding NIBL’s better performance in collection
of deposit every year.

The growth ratio of loan and advance of NIBL is extremely better with 39.44%
than that of NABIL and HBL with 27.09% and 13.01% respectively.

The growth ratio of total investment of HBL (22.83%) is higher than that of
NABIL (14.24%) and NIBL (15.50%).

NIBL has higher growth ratio of net profit of 46.26% than that of NABIL and
HBL (i.e. 13.16% and 24.69%).

From the above analysis, it can be concluded that NIBL’s operation with regards to

collection of deposit, granting of loan and advance and net profit is comparatively better

and in terms of total investment, HBL is better. NABIL’s performance with regards to

collection of deposit, granting of loan and advance and investment is poor and it has not

made any significant strategy to win the confidence of its shareholders and customers.

5.1.6 Co-€efficient of Correlation Analysis
Coefficient of correlation analysis between different variables of NABIL, NIBL and HBL
reveals that:
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A. Coefficient of correlation between deposit and loan & advance of NABIL isfound
to be lower than that of NIBL and HBL. This indicates poor position of NIBL in
mobilizing deposit as loan & advances and it also has insignificant relationship
between deposit and loan & advance. In case of NIBL and HBL, there is
significant relationship between deposit and loan & advance.

B. Coefficient of correlation between deposit and total investment of NIBL is found
to be higher than the other two banks. This indicates NIBL is more successful in
mobilizing deposit as total investment. On the other hand, NABIL and HBL are

not so successful in maximizing the investment of their deposit.

5.1.7 Trend Analysis

Trend analysis of the study period and its projection for the next five years for loan and

advance to total deposit and total investment to total deposit of NABIL, NIBL and HBL

reveals that:

A. Trend values of loan and advance to total deposit of all three banks, i.e. NABIL,
NIBL and HBL are increasing which does mean they are using large portion of
their deposits toward providing secured loans and advance. NABIL and NIBL may
utilize more than 70% and 90% respectively of their deposit in loan and advance
whereas HBL may use more than 60%.

B. Trend values of total investment to total deposit of NABIL and NIBL are
decreasing which does indicate negative investment policy of the banks.
Comparatively, HBL is ahead in investing more portion of its deposit in the

potential sectors.

5.1.8 Test of Hypothesis

From the test of significance regarding the parameter of the population, it has been found
that:

A.  Thereissignificant difference between mean ratios of Loan & Advanceto Tota
Deposit of NABIL, NIBL and HBL.
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B. There is no significant difference between mean ratios of Total Investment to
Total Deposit of NABIL, NIBL and HBL.

C. There is significant difference between mean ratios of Government Securities to
Current Asset of NABIL, NIBL and HBL.

D.  Thereisno significant difference between mean ratios of Loan & Advance to

Current Asset of NABIL, NIBL and HBL.

E. There is significant difference between mean ratios of Return on Loan &
Advance of NABIL, NIBL and HBL.
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5.2 RECOMMENDATIONS

After going over the analysis and findings, following recommendations are made in order
to overcome the weakness and inefficiency and make better policy on fund utilization and
investment.

5.2.1 Liquidity Position
The liquidity position of a bank can be affected by external as well as internal
factors which include interest rates, investment situation, supply and demand
position of deposits and loans, central bank’s instruction, the lending policies,
capability of management, strategic planning, and funds flow situation. As
NABIL has maintained the ratio of cash and bank balance to total deposit lower
than that of NIBL and HBL, it is recommended to increase cash and bank balance

to meet current obligations and loan demand.

Government securities such as treasury bills, bonds, saving certificates, etc. are
safest medium of investment as they are risk-free and highly liquid in nature. The
study reveals that NIBL has not invested more funds in government securities and

so is recommended to invest more funds in this sector and not making them idle.

5.2.2 Asset Management Position

To achieve success in competitive banking environment, deposit must be utilized
as loan and advances. Laxity in utilizing this asset could be one of the main
reasons of failure. It is found that HBL’s loan and advance to total deposit is
lower than NABIL and NIBL which indicates it has not properly used its fund as
loan and advance. Hence, HBL is recommended to follow liberal policy.

Commercial bank needs to mobilize its funds in different sectors such as
purchasing share and debentures of other financial and non-financial companies.

This is required in order to achieve success and also to promote financial and
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economic development of the country through industrialization and
commercialization. Out of total working fund, NIBL has invested more of its
funds as total investment. NABIL and HBL are recommended to invest their more

portionsin different kinds of companiesin different sectors.

Loan default in commercia bank is a result of various factors such as politica
influences, lack of the necessary skills of project appraisal, improper collateral
evaluation, irregular supervision and lack of entrepreneurship attitude. Political
and administrative elements are highly prevailing in each and every sectors of
Nepalese investment. Commercial banks always keep a distance from these

influences.

Banks can gain more net profit if it can reduce its non-performing asset (NPA).
They experience many difficulties in recovering loans and their large amount of
loan is being blocked as NPA. Therefore, there is an urgent need to work out a
suitable mechanism through which the default loans can be recovered. So, the
three banks are suggested to implement a sound collection policy including
procedure which ensures rapid identification of delinquent loans, immediate
contact with burrower, continued follow-up until loan is recovered and legal

procedure if required.

Regarding NPA, the bank must focus on credit risk management. The thorough
anaysis of the project and feasibility studies before granting credit facility can
reduce the default. In addition to this, corporate morals and strong corporate
culture with high degree of awareness of credit risk should be present. Hence,
adequate policies and procedures need to be established.

5.2.3 Profitability Position
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5.24

NABIL, NIBL and HBL being the banks of private sector, they cannot keep away
their eyes from the profit motive. They should be more careful in increasing profit
in a real sense to maintain the confidence of shareholder, depositors, and
customers. Hence they need to form a committee to identify the reasons behind
the sharp decline in profit over the years and adopt various measures to improve
its profitability. All the three banks have the fluctuating total income and so they
have not been able to gain the optimum profit. So, they are recommended to
decrease the expenses by controlling the operating expenses as well as by

collecting the interest free deposits.

Risk Position

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

its investment portfolio.

In the present scenario when there is high liquidity in the market and most of the
commercial banks are flooding towards the retail banking, these three banks
should also come up with innovative and competitive rates to grab the market
position. The most effective weapon for achieving this target would be to apply

very simple procedure and prompt decision on the credit request.

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

offering new facilities to the customers at competitive prices.
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APPENDICES

LIQUIDITY RATIOS

Current Ratio
Annexure Al

NABIL Bank Limited

Current Current
Fiscal Year Current Ratio Assets Liabilities
2006/07 1.07 16407.37 15263.81
2007/08 0.97 16825.09 17406.69
2008/09 1.00 20449.88 20,454.98
2009/10 1.07 26966.49 25196.33
2010/11 1.06 36,534.72 34,416.78
Mean 1.03
Standard Deviation 0.04
Coefficient of Variation 4,20
Nepal Investment Bank Limited
Current Current
Fiscal Year Current Ratio Assets Liabilities
2006/07 1.04 13005.7 12526.45
2007/08 1.06 15953.48 15,093.89
2008/09 1.08 20986.69 19,364.71
2009/10 1.08 26831.38 24,912.72
2010/11 1.08 37,902.46 35,112.44
Mean 1.07
Standard Deviation 0.02
Coefficient of Variation 1.60
Himalayan Bank Limited
Current Current
Fiscal Year Current Ratio Assets Liabilities
2006/07 1.01| 2370443 23493.2
2007/08 1.63 42948.87 26302.93
2008/09 0.70 19119.43 27334.21
2009/10 1.06 32945.19 31012.65
2010/11 1.08 | 35439.16 32783.41
Mean 1.10
Standard Deviation 0.30
Coefficient of Variation 27.48
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Cash and Bank Balance to Total Deposit Ratio

Annexure A2
NABIL Bank Limited
Cash &
Bank
Fiscal Year Ratio (%) Balance Total Deposit
2006/07 6.87 970.49 14,119.03
2007/08 3.83 559.37 14,586.61
2008/09 3.26 630.27 19,347.40
2009/10 6.00 1399.83 23,342.29
2010/11 8.37 2671.14 31,915.05
Mean 5.67
Standard Deviation 1.90
Coefficient of Variation 33.51
Nepal Investment Bank Limited
Cash &
Bank
Fiscal Year Ratio (%) Balance Total Deposit
2006/07 10.65 1,226.92 11,524.67
2007/08 9.40 1,340.48 14,254.58
2008/09 12.34 2,336.52 18,927.31
2009/10 9.97 2,441.51 24,488.86
2010/11 10.90 3,754.94 34,451.73
Mean 10.65
Standard Deviation 0.99
Coefficient of Variation 9.34
Himalayan Bank Limited
Cash &
Bank
Fiscal Year Ratio (%) Balance Total Deposit
2006/07 9.09 2,001.18 22,010.34
2007/08 8.12 2,014.47 24,814.01
2008/09 6.48 1,716.35 26,490.85
2009/10 5.85 1,757.34 30,048.42
2010/11 4,55 1,448.14 31,842.79
Mean 6.82
Standard Deviation 1.62
Coefficient of Variation 23.72
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Cash and Bank Balanceto Current Asset Ratio

Annexure A3

NABIL Bank Limited

Cash &
Bank
Fiscal Year Ratio (%) Balance Current Asset
2006/07 5.91 970.49 16407.37
2007/08 3.32 550.37 16825.09
2008/09 3.08 630.27 20449.88
2009/10 5.19 1399.83 26966.49
2010/11 7.31 2671.14 36,534.72
Mean 4.96
Standard Deviation 1.59
Coefficient of Variation 32.09
Nepal Investment Bank Limited
Cash &
Bank
Fiscal Year Ratio (%) Balance Current Asset
2006/07 9.43 1,226.92 13005.7
2007/08 8.40 1,340.48 15953.48
2008/09 11.13 2,336.52 20986.69
2009/10 9.10 2,441.51 26831.38
2010/11 9.91 3,754.94 37,902.46
Mean 9.60
Standard Deviation 0.91
Coefficient of Variation 9.50
Himalayan Bank Limited
Cash &
Bank
Fiscal Year Ratio (%) Balance Current Asset
2006/07 8.44 2,001.18 23704.43
2007/08 4.69 2,014.47 42948.87
2008/09 8.98 1,716.35 19119.43
2009/10 5.33 1,757.34 32945.19
2010/11 4.09 1,448.14 35439.16
Mean 6.31
Standard Deviation 2.01
Coefficient of Variation 31.86
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Investment on Gover nment Securitiesto Current Asset Ratio

Annexure A4

NABIL Bank Limited

Government
Fiscal Year Ratio (%) Securities Current Asset
2006/07 22.38 3,672.63 16407.37
2007/08 14.35 2,413.94 16825.09
2008/09 11.25 2,301.46 20449.88
2009/10 17.83 4,808.35 26966.49
2010/11 10.22 3,734.47 36,534.72
Mean 15.21
Standard Deviation 4.46
Coefficient of Variation 29.35
Nepal Investment Bank Limited
Government
Fiscal Year Ratio (%) Securities Current Asset
2006/07 15.39 2,001.10 13005.7
2007/08 12.21 1,948.50 15953.48
2008/09 12.02 2,522.30 20986.69
2009/10 12.14 3,256.40 26831.38
2010/11 8.32 3,155.00 37,902.46
Mean 12.02
Standard Deviation 2.24
Coefficient of Variation 18.63
Himalayan Bank Limited
Government
Fiscal Year Ratio (%) Securities Current Asset
2006/07 18.50 3,431.73 18,551.19
2007/08 25.77 5,469.73 21,228.89
2008/09 26.91 5,144.31 19,119.43
2009/10 19.59 6,454.87 32,945.19
2010/11 21.08 7,471.67 35439.16
Mean 22.37
Standard Deviation 3.36
Coefficient of Variation 15.02
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Loans and Advanceto Current Asset Ratio

Annexure A5

NABIL Bank Limited

Loans &

Fiscal Year Ratio (%) Advance Current Asset
2006/07 49.92 8,189.99 16407.37
2007/08 62.92 10,586.17 16825.09
2008/09 63.19 12,922.54 20449.88
2009/10 57.65 15,545.78 26966.49
2010/11 58.48 21,365.05 36,534.72

Mean 58.43
Standard Deviation 4.81
Coefficient of Variation 8.24
Nepal Investment Bank Limited
Loans &

Fiscal Year Ratio (%) Advance Current Asset
2006/07 54.82 7,130.13 13005.7
2007/08 63.47 10,126.05 15953.48
2008/09 60.88 12,776.21 20986.69
2009/10 64.43 17,286.43 26831.38
2010/11 71.23 26,996.65 37,902.46

Mean 62.97
Standard Deviation 5.32
Coefficient of Variation 8.44
Himalayan Bank Limited

Loans &

Fiscal Year Ratio (%) Advance Current Asset
2006/07 64.43 11,951.87 18,551.19
2007/08 58.53 12,424.52 21,228.89
2008/09 76.58 14,642.56 19,119.43
2009/10 51.59 16,998.00 32,945.19
2010/11 55.02 19,497.52 35439.16

Mean 61.23
Standard Deviation 8.77
Coefficient of Variation 14.33
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Loan and Advanceto Total Deposit Ratio

Annexure A6

NABIL Bank Limited

Loans &

Fiscal Year Ratio (%) Advance Total Deposit
2006/07 58.01 8,189.99 14,119.03
2007/08 72.57 10,586.17 14,586.61
2008/09 66.79 12,922.54 19,347.40
2009/10 66.60 15,545.78 23,342.29
2010/11 66.94 21,365.05 31,915.05

Mean 66.18
Standard Deviation 4.67
Coefficient of Variation 7.05
Nepal Investment Bank Limited
Loans &

Fiscal Year Ratio (%) Advance Total Deposit
2006/07 61.87 7,130.13 11,524.67
2007/08 71.04 10,126.05 14,254.58
2008/09 67.50 12,776.21 18,927.31
2009/10 70.59 17,286.43 24,488.86
2010/11 78.36 26,996.65 34,451.73

Mean 69.87
Standard Deviation 5.36
Coefficient of Variation 7.67
Himalayan Bank Limited

Loans &

Fiscal Year Ratio (%) Advance Total Deposit
2006/07 54.30 11,951.87 22,010.34
2007/08 50.07 12,424.52 24,814.01
2008/09 55.27 14,642.56 26,490.85
2009/10 56.57 16,998.00 30,048.42
2010/11 61.23 19,497.52 31,842.79

Mean 55.49
Standard Deviation 3.60
Coefficient of Variation 6.50
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Total Investment to Total Deposit Ratio

Annexure A7

NABIL Bank Limited

Total
Fiscal Year Ratio (%) I nvestment Total Deposit
2006/07 41.33 5,835.95 14,119.03
2007/08 29.31 4,275.53 14,586.61
2008/09 31.93 6,178.53 19,347.40
2009/10 38.32 8,945.31 23,342.29
2010/11 31.14 9,939.77 31,915.05
Mean 34.41
Standard Deviation 4.61
Coefficient of Variation 13.38
Nepal Investment Bank Limited
Total
Fiscal Year Ratio (%) I nvestment Total Deposit
2006/07 33.51 3,862.48 11,524.67
2007/08 27.60 3,934.19 14,254.58
2008/09 29.60 5,602.87 18,927.31
2009/10 26.57 6,505.87 24,488.86
2010/11 19.95 6,874.02 34,451.73
Mean 27.45
Standard Deviation 4.44
Coefficient of Variation 16.17
Himalayan Bank Limited
Total
Fiscal Year Ratio (%) I nvestment Total Deposit
2006/07 26.63 5,860.38 22,010.34
2007/08 25.08 6,222.61 24,814.01
2008/09 41.10 10,889.03 26,490.85
2009/10 39.35 11,822.98 30,048.42
2010/11 41.89 13,340.18 31,842.79
Mean 34.81
Standard Deviation 7.38
Coefficient of Variation 21.19
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Loans and Advance to Total Working Fund Ratio

Annexure A8

NABIL Bank Limited

Loans & Total Working
Fiscal Year Ratio (%) Advance Fund
2006/07 48.91 8,189.99 16,745.61
2007/08 62.04 10,586.17 17,064.08
2008/09 57.87 12,922.54 22,329.97
2009/10 57.04 15,545.78 27,253.39
2010/11 57.54 21,365.05 37,132.76
Mean 56.68
Standard Deviation 4.28
Coefficient of Variation 7.54

Nepal Investment Bank Limited

Loans & Total Working
Fiscal Year Ratio (%) Advance Fund
2006/07 53.79 7,130.13 13,255.49
2007/08 62.22 10,126.05 16274.06
2008/09 59.90 12,776.21 21330
2009/10 62.65 17,286.43 27590.84
2010/11 69.45 26,996.65 38873.31
Mean 61.60
Standard Deviation 5.04
Coefficient of Variation 8.18
Himalayan Bank Limited
Loans & Total Working
Fiscal Year Ratio (%) Advance Fund
2006/07 48.16 11,951.87 24,817.37
2007/08 44.62 12,424.52 27,844.69
2008/09 49.70 14,642.56 29,460.39
2009/10 50.71 16,998.00 33,519.14
2010/11 53.90 19,497.52 36,175.53
Mean 49.42
Standard Deviation 3.05
Coefficient of Variation 6.17
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Investment on Gover nment Securitiesto Total Working Fund Ratio

Annexure A9

NABIL Bank Limited

Government Total Working
Fiscal Year Ratio (%) Securities Fund
2006/07 21.93 3,672.63 16,745.61
2007/08 14.15 2,413.94 17,064.08
2008/09 10.31 2,301.46 22,329.97
2009/10 17.64 4,808.35 27,253.39
2010/11 10.06 3,734.47 37,132.76
Mean 14.82
Standard Deviation 4.52
Coefficient of Variation 30.49

Nepal Investment Bank Limited

Government Total Working
Fiscal Year Ratio (%) Securities Fund
2006/07 15.10 2,001.10 13,255.49
2007/08 11.97 1,948.50 16274.06
2008/09 11.83 2,522.30 21330
2009/10 11.80 3,256.40 27590.84
2010/11 8.12 3,155.00 38873.31
Mean 11.76
Standard Deviation 2.21
Coefficient of Variation 18.80

Himalayan Bank Limited

Government Total Working
Fiscal Year Ratio (%) Securities Fund
2006/07 13.83 3,431.73 24,817.37
2007/08 19.64 5,469.73 27,844.69
2008/09 17.46 5,144.31 29,460.39
2009/10 10.31 3,454.87 33,519.14
2010/11 20.65 7,471.67 36,175.53
Mean 16.38
Standard Deviation 3.83
Coefficient of Variation 23.41
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Investment on Sharesand Debenturesto Total Working Fund Ratio

Annexure A10

NABIL Bank Limited

Shares & Total Working
Fiscal Year Ratio (%) Debentures Fund
2006/07 0.13 22.22 16,745.61
2007/08 2.60 443.09 17,064.08
2008/09 0.47 104.19 22,329.97
2009/10 1.05 286.96 27,253.39
2010/11 0.87 323.24 37,132.76
Mean 1.02
Standard Deviation 0.85
Coefficient of Variation 82.91

Nepal Investment Bank Limited

Shares & Total Working
Fiscal Year Ratio (%) Debentures Fund
2006/07 0.10 13.89 13,255.49
2007/08 0.11 17.74 16274.06
2008/09 0.08 17.74 21330.00
2009/10 0.13 35.25 27590.84
2010/11 0.15 59.95 38873.31
Mean 0.12
Standard Deviation 0.02
Coefficient of Variation 20.62
Himalayan Bank Limited
Shares & Total Working
Fiscal Year Ratio (%) Debentures Fund
2006/07 0.14 34.27 24,817.37
2007/08 0.14 39.91 27,844.69
2008/09 0.10 28.57 29,460.39
2009/10 0.22 73.42 33,519.14
2010/11 0.25 89.56 36,175.53
Mean 0.17
Standard Deviation 0.06
Coefficient of Variation 32.92
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Return on Loans and Advances Ratio
Annexure A1l

NABIL Bank Limited

Loans &
Fiscal Year Ratio (%) Net profit | Advance
2006/07 5.56 455.31 8,189.99
2007/08 4.92 520.64 10,586.17
2008/09 4,92 635.26 12,922.54
2009/10 4,34 673.95 15,545.78
2010/11 3.49 746.47 21,365.05
Mean 4.64
Standard Deviation 0.69
Coefficient of Variation 14.93
Nepal Investment Bank Limited
Loans &
Fiscal Year Ratio (%) Net profit | Advance
2006/07 2.14 152.26 7,130.13
2007/08 2.29 232.15 10,126.05
2008/09 2.74 350.53 12,776.21
2009/10 2.90 501.41 17,286.43
2010/11 2.58 696.73 26,996.65
Mean 2.53
Standard Deviation 0.28
Coefficient of Variation 11.14
Himalayan Bank Limited
Loans &
Fiscal Year Ratio (%) Net profit | Advance
2006/07 2.20 263.05 11,951.87
2007/08 2.48 308.28 12,424.52
2008/09 3.12 457.48 14,642.56
2009/10 2.89 491.82 16,998.00
2010/11 3.26 635.87 19,497.52
Mean 2.79
Standard Deviation 0.40
Coefficient of Variation 14.21
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Return on Total Working Fund Ratio
Annexure A12

NABIL Bank Limited

Total Working
Fiscal Year Ratio (%) Net profit Fund
2006/07 2.72 455.31 16,745.61
2007/08 3.05 520.11 17,064.08
2008/09 2.84 635.26 22,329.97
2009/10 2.47 673.96 27,253.39
2010/11 2.01 746.47 37,132.76
Mean 2.62
Standard Deviation 0.36
Coefficient of Variation 13.63

Nepal Investment Bank Limited

Total Working

Fiscal Year Ratio (%) Net profit Fund
2006/07 1.15 152.26 13,255.49
2007/08 1.43 232.15 16274.06
2008/09 1.64 350.53 21330
2009/10 1.82 501.41 27590.84
2010/11 1.79 696.73 38873.31

Mean 1.57
Standard Deviation 0.25
Coefficient of Variation 16.01
Himalayan Bank Limited

Total Working

Fiscal Year Ratio (%) Net profit Fund
2006/07 1.06 263.05 24,817.37
2007/08 111 308.28 27,844.69
2008/09 1.55 457.48 29,460.39
2009/10 1.47 491.82 33,519.14
2010/11 1.76 635.87 36,175.53

Mean 1.39
Standard Deviation 0.27
Coefficient of Variation 19.23
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Return on Equity Ratio
Annexure A13

NABIL Bank Limited

Total Equity
Fiscal Year Ratio (%) Net profit Capital
2006/07 30.73 455.31 1,481.68
2007/08 31.29 518.64 1,657.63
2008/09 33.88 635.26 1,874.99
2009/10 32.60 673.96 2,067.05
2010/11 30.63 746.47 2,437.20
Mean 31.83
Standard Deviation 1.25
Coefficient of Variation 3.91
Nepal Investment Bank Limited
Total Equity
Fiscal Year Ratio (%) Net profit Capital
2006/07 20.88 152.26 729.04
2007/08 19.67 232.15 1180.17
2008/09 24.77 350.53 1415.39
2009/10 26.70 501.41 1878.04
2010/11 25.93 696.73 2686.78
Mean 23.59
Standard Deviation 2.80
Coefficient of Variation 11.87
Himalayan Bank Limited
Total Equity
Fiscal Year Ratio (%) Net profit Capital
2006/07 19.87 263.05 1324.17
2007/08 20.00 308.28 1,541.74
2008/09 25.90 457.48 1,766.12
2009/10 22,91 491.82 2,146.50
2010/11 25.30 635.87 2,513.00
Mean 22.80
Standard Deviation 2.55
Coefficient of Variation 11.16
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Total Interest Earned to Total Working Fund Ratio

Annexure Al4

NABIL Bank Limited

Total
Interest Total Working
Fiscal Year Ratio (%) Earned Fund
2006/07 5.98 1,001.62 16,745.61
2007/08 6.26 1,068.74 17,064.08
2008/09 5.87 1,310.00 22,329.97
2009/10 5.83 1,587.56 27,253.39
2010/11 5.33 1,978.70 37,132.76
Mean 5.85
Standard Deviation 0.30
Coefficient of Variation 5.19
Nepal Investment Bank Limited
Total
I nterest Total Working
Fiscal Year Ratio (%) Earned Fund
2006/07 5.52 7314 13,255.49
2007/08 5.45 886.8 16274.06
2008/09 5.50 1172.74 21330
2009/10 5.74 1584.99 27590.84
2010/11 5.64 2194.26 38873.31
Mean 5.57
Standard Deviation 0.11
Coefficient of Variation 1.94
Himalayan Bank Limited
Total
Interest Total Working
Fiscal Year Ratio (%) Earned Fund
2006/07 5.02 1,245.89 24,817.37
2007/08 5.19 1,446.47 27,844.69
2008/09 5.52 1,626.47 29,460.39
2009/10 5.30 1,775.58 33,519.14
2010/11 5.43 1,963.65 36,175.53
Mean 5.29
Standard Deviation 0.18
Coefficient of Variation 3.32
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Total Interest Earned to Total Operating Income Ratio

Annexure A15

NABIL Bank Limited

Total
Interest Total Operating
Fiscal Year Ratio (%) Earned Income
2006/07 75.10 1,001.62 1,333.65
2007/08 89.44 1,068.74 1,194.90
2008/09 96.36 1,310.00 1,359.51
2009/10 107.26 1,587.56 1,480.16
2010/11 118.45 1,978.70 1,670.43
Mean 97.32
Standard Deviation 14.85
Coefficient of Variation 15.25
Nepal Investment Bank Limited
Total
Total Interest Operating
Fiscal Year Ratio (%) Earned Income
2006/07 124.90 7314 585.6
2007/08 113.01 886.8 784.70
2008/09 122.24 1172.74 959.39
2009/10 127.20 1584.99 1,246.03
2010/11 133.02 2194.26 1,649.62
Mean 124.07
Standard Deviation 6.58
Coefficient of Variation 5.30
Himalayan Bank Limited
Total
Interest Total Operating
Fiscal Year Ratio (%) Earned Income
2006/07 121.58 1,245.89 1,024.78
2007/08 120.95 1,446.47 1,195.92
2008/09 116.72 1,626.47 1,393.53
2009/10 127.43 1,775.58 1,393.36
2010/11 122.92 1,963.65 1,597.50
Mean 121.92
Standard Deviation 3.45
Coefficient of Variation 2.83
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Credit Risk Ratio
Annexure A16

NABIL Bank Limited

Loans &

Fiscal Year Ratio (%) Advance Total Asset
2006/07 48.91 8,189.99 16,745.61
2007/08 62.04 10,586.17 17,064.08
2008/09 57.87 12,922.54 22,329.97
2009/10 57.04 15,545.78 27,253.39
2010/11 57.54 21,365.05 37,132.76

Mean 56.68
Standard Deviation 4.28
Coefficient of Variation 7.54
Nepal Investment Bank Limited
Loans &

Fiscal Year Ratio (%) Advance Total Asset
2006/07 53.79 7,130.13 13,255.49
2007/08 62.22 10,126.05 16274.06
2008/09 59.90 12,776.21 21330
2009/10 62.65 17,286.43 27590.84
2010/11 69.45 26,996.65 38873.31

Mean 61.60
Standard Deviation 5.04
Coefficient of Variation 8.18
Himalayan Bank Limited

Loans &

Fiscal Year Ratio (%) Advance Total Asset
2006/07 48.16 11,951.87 24,817.37
2007/08 44.62 12,424.52 27,844.69
2008/09 49.70 14,642.56 29,460.39
2009/10 50.71 16,998.00 33,519.14
2010/11 53.90 19,497.52 36,175.53

Mean 49.42
Standard Deviation 3.05
Coefficient of Variation 6.17

117




Liquidity Risk Ratio
Annexure A17

NABIL Bank Limited

Cash &
Bank
Fiscal Year Ratio (%) Balance Total Deposit
2006/07 6.87 970.49 14,119.03
2007/08 3.83 550.37 14,586.61
2008/09 3.26 630.27 19,347.40
2009/10 6.00 1399.83 23,342.29
2010/11 8.37 2671.14 31,915.05
Mean 5.67
Standard Deviation 1.90
Coefficient of Variation 33.51
Nepal Investment Bank Limited
Cash &
Bank
Fiscal Year Ratio (%) Balance Total Deposit
2006/07 10.65 1,226.92 11,524.67
2007/08 9.40 1,340.48 14,254.58
2008/09 12.34 2,336.52 18,927.31
2009/10 9.97 2,441.51 24,488.86
2010/11 10.90 3,754.94 34,451.73
Mean 10.65
Standard Deviation 0.99
Coefficient of Variation 9.34
Himalayan Bank Limited
Cash &
Bank
Fiscal Year Ratio (%) Balance Total Deposit
2006/07 9.09 2,001.18 22,010.34
2007/08 8.12 2,014.47 24,814.01
2008/09 6.48 1,716.35 26,490.85
2009/10 11.16 3,352.52 30,048.42
2010/11 4.55 1,448.14 31,842.79
Mean 7.88
Standard Deviation 2.25
Coefficient of Variation 28.57
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Capital Risk Ratio
Annexure A18

NABIL Bank Limited

Risk Weighted
Fiscal Year Ratio (%) Capital Asset
2006/07 2.19 491.65 22,402.01
2007/08 2.21 491.65 22,240.86
2008/09 1.74 491.65 28,187.28
2009/10 1.48 491.65 33,315.89
2010/11 1.52 689.22 45,345.34
Mean 1.83
Standard Deviation 0.32
Coefficient of Variation 17.41
Nepal Investment Bank Limited
Risk Weighted
Fiscal Year Ratio (%) Capital Asset
2006/07 1.76 295.29 16,799.38
2007/08 2.85 587.74 20,596.85
2008/09 2.12 590.59 27,809.52
2009/10 2.20 801.35 36,439.38
2010/11 2.43 1,203.92 49,550.90
Mean 2.27
Standard Deviation 0.36
Coefficient of Variation 15.92
Himalayan Bank Limited
Share Risk Weighted
Fiscal Year Ratio (%) Capital Asset
2006/07 0.86 274.23 31,959.69
2007/08 1.76 643.50 36,590.09
2008/09 2.08 772.20 37,103.82
2009/10 1.97 810.81 41,124.74
2010/11 2.73 1,013.51 37,103.82
Mean 1.88
Standard Deviation 0.61
Coefficient of Variation 32.20
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Schedule 1

Calculation of M ean, Standard Deviation and Coefficient of Variation

_ (Xq-X)?
Fiscal Year Ratio (X4)
2006/07 1.07 0.001296
2007/08 0.97 0.004096
2008/09 1.00 0.001156
2009/10 1.07 0.001296
2010/11 1.06 0.000676
Total 5.17 0.00852
Mean 1.03
1. Mean(Xy) = Y X4N
= 5.17/5
= 1.03

\/z<x1 - X1yl
= \/ 0.00852/5

V' oo1704
= 0.04128

2. Standard Deviation

3. Coefficient of Variation = (S.D./ Mean) x 100
(0.04128/1.03) x 100
4.20

Schedule 2
CALCULATION OF GROWTH RATIO

Let,

D, = Datain the n" year

D, = Datain theinitial year

g = Growth rate

n = Number of years of study =5

Then we have,
D= D, (1+0) ™

Growth Ratio of Total Deposit of NABIL:

Here,

D, = Total Deposit in 2010/11 = 31915.05
D, = Total Deposit in 2006/07 = 14119.03
(Amount in million)

Then we have,
Dy = Do(1+g)™
or, 31915.05= 14119.03(1+g)>*
or, (1+g)* = 2.2604
or, (1+g) = (2.2604)"*
or, g=1.2262-1
or, g=22.62%
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Similarly, Growth Ratio of Total Deposit of NIBL and HBL are calculated.
Growth Ratio of L oansand Advances of NABIL:

Here,

D, = Loan and Advance in 2010/11 = 21365.05
D, = Loan and Advance in 2006/07 = 8189.99
(Amount in Million)

Then we have,
Dy = Do(1+Q)™
or, 21365.05 = 8189.99(1+g)**
or, (1+g)* = 2.6087
or, (1+g) = (2.6087)"*
or, g=1.2709-1
or, g=27.09%

Similarly, Growth Ratio of Loans and Advances of NIBL and HBL are calculated.

Growth Ratio of Total Investment of NABIL:

Here,

D, = Total Investment in 2010/11 = 9939.77
D, = Total Investment in 2006/07 = 5835.95
(Amount in Million)

Then we have,
Dy = Do(1+0)™
or, 9939.77=5835.95 (1+g)>*
or, (1+g)* = 1.7032
or, (1+g) = (1.7032)"*
or, g=1.1424-1
or, g=14.24%

Similarly, Growth Ratio of Total Investment of NIB and NBL are calculated.

Growth Ratio of Net Profit of NABIL:

Here,

D, = Net Profit in 2010/11 = 746.47
D, = Net Profit in 2006/07 = 455.31
(Amount in Million)

Then we have,
Dy = Do(1+g)™
or, 746.47= 455.31 (1+g)>*
or, (1+g)* = 1.6395
or, (1+g) = (1.6395)"
or, g=1.1316-1
or, g=13.16%

Similarly, Growth Ratio of Net Profit of NIBL and HBL are calculated.
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TREND ANALYSIS

Schedule 3
Trend Analysisof Loan & Advanceto Total Deposit of NABIL
Fiscal Year Ratio (y) X = t-2008/09 X2 Xy Yc = atbx
2006/07 58.01 -2 4 -116.02 63.802
2007/08 72.57 -1 1 -72.57 64.991
2008/09 66.79 0 0 0 66.18
2009/10 66.6 1 1 66.6 67.369
2010/11 66.94 2 4 133.88 68.558
Total 330.91 10.00 11.89
a=3YY/N =66.118
b= Sxy/Sx?=1.189
Projected Trend valuesfor the Next Five Years
Fiscal Year X = 1-2002/03 Y. = atbx

2011/12 3.00 69.747

2012/13 4.00 70.936

2013/14 5.00 72.125

2014/15 6.00 73.314

2015/16 7.00 74.503

Schedule 4
Trend Analysis of Total Investment to Total Deposit of NABIL
Fiscal Year Ratio (y) X = 1-2008/09 X2 Xy Y. = atbx

2006/07 41.33 (2.00) 4.00 -82.66 36.68
2007/08 29.31 (1.00) 1.00 -29.31 35.543
2008/09 31.93 0.00 0.00 0 34.406
2009/10 38.32 1.00 1.00 38.32 33.269
2010/11 3114 2.00 4.00 62.28 32.132
Total 172.03 10.00 -11.37

a=YY/N = 34.406
b= Sxy/yx?=-1.137

Projected Trend valuesfor the Next Five Years

Fiscal Year X = t-2008/09 Y. = atbx
2011/12 3.00 30.995
2012/13 4.00 29.858
2013/14 5.00 28.721
2014/15 6.00 27.584
2015/16 7.00 26.447
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Schedule 5

Trend Analysis of Loan & Advanceto Total Deposit of NIB

Fiscal Year Ratio (y) X = t-2008/09 X2 Xy Y. = atbx
2006/07 61.87 (2.00) 4.00 -123.74 63.364
2007/08 71.04 (1.00) 1.00 -71.04 66.618
2008/09 67.50 0.00 0.00 0.00 69.872
2009/10 70.59 1.00 1.00 70.59 73.126
2010/11 78.36 2.00 4.00 156.72 76.38

Total 349.36 10.00 32.54
a=YY/N =69.874
b = $xy/3x? = 3.254
Projected Trend valuesfor the Next Five Years
Fiscal Year X = t-2008/09 Y. = atbx
2011/12 3.00 79.634
2012/13 4.00 82.888
2013/14 5.00 86.142
2014/15 6.00 89.396
2015/16 7.00 92.65
Schedule 6
Trend Analysis of Total Investment to Total Deposit of NIB

Fiscal Year Ratio (y) X = 1-2008/09 X2 Xy Y. = atbx
2006/07 33.51 (2.00) 4.00 -67.03 33.08
2007/08 27.60 (1.00) 1.00 -27.60 30.264
2008/09 29.60 0.00 0.00 0.00 27.448
2009/10 26.57 1.00 1.00 26.57 24.632
2010/11 19.95 2.00 4.00 39.91 21.816

Total 137.24 10.00 -28.16
a=YY/N=27.448
b=Sxy/Sx?=-2.816
Projected Trend valuesfor the Next Five Years
Fiscal Year X = t-2008/09 Y. = atbx
2011/12 3.00 19
2012/13 4.00 16.184
2013/14 5.00 13.368
2014/15 6.00 10.552
2015/16 7.00 7.736
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Trend Analysis of Loan & Advanceto Total Deposit of HBL

Schedule 7

Fiscal Year Ratio (y) X = t-2002/03 X2 Xy Y. = atbx
2006/07 54.30 (2.00) 4.00 -108.60 51.418
2007/08 50.07 (1.00) 1.00 -50.07 53.454
2008/09 55.27 0.00 0.00 0.00 55.49
2009/10 56.57 1.00 1.00 56.57 57.526
2010/11 61.23 2.00 4.00 122.46 59.562

Total 277.45 10.00 20.36
a=YY/N=5549
b = $xy/3x?=2.036
Projected Trend valuesfor the Next Five Years
Fiscal Year X = t-2008/09 Y. = atbx
2011/12 3.00 61.598
2012/13 4.00 63.634
2013/14 5.00 65.67
2014/15 6.00 67.706
2015/16 7.00 69.742
Schedule 8
Trend Analysis of Total Investment to Total Deposit of HBL

Fiscal Year Ratio (y) X = t-2008/09 X2 Xy Y. = atbx
2006/07 26.63 (2.00) 4.00 -53.25 25.848
2007/08 25.08 (1.00) 1.00 -25.08 30.329
2008/09 41.10 0.00 0.00 0.00 34.81
2009/10 39.35 1.00 1.00 39.35 39.291
2010/11 41.89 2.00 4.00 83.79 43.772

Total 174.05 10.00 44.81
a=YY/N=34.81
b= Sxy/Sx?=4.481
Projected Trend valuesfor the Next Five Years
Fiscal Year X = t-2008/09 Y. = atbx
2011/12 3.00 48.253
2012/13 4.00 52.734
2013/14 5.00 57.215
2014/15 6.00 61.696
2015/16 7.00 66.177
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COEFFICIENT OF CORRELATION ANALYSIS

Schedule 9
Coefficient of Correlation Between Deposit and Loan & Advance of NABIL
Fiscal Deposit Loan & y=Y -
Y ear (X) Adv. (Y) | x=X-X X2 Y y? Xy
2006/07 | 14,119.03 [ 8,189.99 | -6,543.05 | 42,811,450.96 | -5,531.92 | 30,602,094.63 | 36,195,580.86
2007/08 | 14,586.61 | 10,586.17 | -6,075.47 | 36,911,287.12 | -3,135.74 9,832,840.26 | 19,051,057.45
2008/09 | 19,347.40 | 12,922.54 | -1,314.68 1,728,372.98 | -799.37 638,986.00 1,050,907.30
2009/10 | 23,342.29 | 15,545.78 | 2,680.21 7,183,547.09 | 1,823.87 3,326,516.37 4,888,372.63
2010/11 | 31,915.05 | 21,365.05 | 11,252.97 | 126,629,423.84 | 7,643.14 | 58,417,650.20 | 86,008,100.71
Total | 103,310.38 | 68,609.53 0 | 215,264,081.99 0 | 102,818,087.47 | 147,194,018.94
Mean | 20,662.08 | 13,721.91
Coefficient of Correlation (r) = 2Xy
VIXZ .V Ty
147,194,018.94
Coefficient of Correlation (r) = V215,264,081.99 v102,818,087.47
Coefficient of Correlation (r) = .9894
r? = 0.9789
Probable Error (P.E.1) = (1-r) x 0.6745 = 0.0064
VN
6 P.E.T = 0.0382
Sncer=0.9894>6*P.E.(r), r is highly significant. Hence, the conclusion is correct
Schedule 10
Coefficient of Correlation Between Deposit and Total | nvestment of NABIL
Fiscal Deposit Total
Invest y=Y -
Y ear (X) (Y) X=X - X X2 Y y? Xy
2006/07 | 14,119.03 | 5,835.95 [ -6,543.05 | 42,811,450.96 | -1,199.07 | 1,437,764.07 | 7,845,557.08
2007/08 | 14,586.61 | 4,275.53 | -6,075.47 | 36,911,287.12 | -2,759.49 | 7,614,774.02 | 16,765,175.52
2008/09 | 19,347.40 | 6,178.53 | -1,314.68 1,728,372.98 | -856.49 733,571.69 | 1,126,004.22
2009/10 | 23,342.29 | 8,945.31 | 2,680.21 7,183,547.09 | 1,910.29 | 3,649,215.53 | 5,119,991.36
2010/11 | 31,915.05 | 9,939.77 | 11,252.97 | 126,629,423.84 | 2,904.75 | 8,437,584.18 | 32,687,098.73
Total | 103,310.38 | 35,175.09 0 | 215,264,081.99 0 | 21,872,909.49 | 63,543,826.92
Mean | 20,662.08 | 7,035.02
Coefficient of Correlation (r) = 0.9260
r2 = 0.8576
Probable Error (P.E.1) = (1-r2) x 0.6745 = 0.0430
VN
6PE.T = 0.2578
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Schedule 12

Coefficient of Correlation between Deposit and Loan & Advance of NIBL

Fiscal Deposit Loan &

Y ear (X) Adv. (Y) | x=X-X X2 y=Y-Y y? Xy
2006/07 | 11,524.67 | 7,130.13 | -9,204.76 | 84,727,606.66 | -7,732.96 | 59,798,732.23 | 71,180,077.71
2007/08 | 14,254.58 | 10,126.05 | -6,474.85 | 41,923,682.52 | -4,737.04 | 22,439,585.86 | 30,671,649.34
2008/09 | 18,927.31 | 12,776.21 | -1,802.12 3,247,636.49 | -2,086.88 4,355,084.83 3,760,815.39
2009/10 | 24,488.86 | 17,286.43 | 3,759.43 | 14,133,313.92 | 2,423.34 5,872,557.37 9,110,362.06
2010/11 | 34,451.73 | 26,996.65 | 13,722.30 | 188,301,517.29 | 12,133.56 | 147,223,181.21 | 166,500,295.50

Total | 103,647.15 | 74,315.47 0 | 332,333,756.89 0 | 239,689,141.49 | 281,223,200.00
Mean | 20,729.43 | 14,863.09

Coefficient of Correlation (r) = 0.9964
r2 = 0.9928
Probable Error (P.E.1) = (1-r2) x 0.6745 = 0.0022
VN
6PE T = 0.0130
Schedule 13
Coefficient of Correlation between Deposit and Total | nvestment of NIBL
Fiscal Deposit Total
Invest y=Y-

Y ear (X) (Y) X=X - X X2 Y y? Xy
2006/07 | 11,524.67 | 3,862.48 | -9,204.76 | 84,727,606.66 | -1,493.41 | 2,230,261.48 | 13,746,443.81
2007/08 | 14,254.58 | 3,934.19 | -6,474.85 | 41,923,682.52 | -1,421.70 | 2,021,219.52 | 9,205,268.35
2008/09 | 18,927.31 | 5,602.87 | -1,802.12 3,247,636.49 246.98 61,001.10 -445,094.81
2009/10 | 24,488.86 | 6,505.87 | 3,759.43 | 14,133,313.92 | 1,149.98 | 1,322,463.20 | 4,323,284.35
2010/11 | 34,451.73 | 6,874.02 | 13,722.30 | 188,301,517.29 | 1,518.13 | 2,304,730.84 | 20,832,290.19

Total | 103,647.15 | 26,779.43 0 | 332,333,756.89 0] 7,939,676.14 | 47,662,191.89

Mean | 20,729.43 | 5,355.89

Coefficient of Correlation (r) = 0.9279
r° = 0.8609
Probable Error (P.E.1) = (1-r) x 0.6745 = 0.0419
VN
6P.E T = 0.2517
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Schedule 15

Coefficient of Correlation Between Deposit and Loan & Advance of HBL

Fiscal Deposit Loan & y=Y -

Y ear (X) Adv. (Y) | x=X-X X2 Y y? Xy
2006/07 | 22,010.34 | 11,951.87 | -5,030.94 | 25,310,377.41 | -3,151.02 | 9,928,952.25 | 15,852,618.98
2007/08 | 24,814.01 | 12,424.52 | -2,227.27 | 4,960,740.56 | -2,678.37 | 7,173,687.28 | 5,965,467.42
2008/09 | 26,490.85 | 14,642.56 | -550.43 302,975.39 | -460.33 211,907.39 253,382.56
2009/10 | 30,048.42 | 16,998.00 | 3,007.14 | 9,042,878.95 | 1,895.11 | 3,591,426.75 | 5,698,845.27
2010/11 | 31,842.79 | 19,497.52 | 4,801.51 | 23,054,479.07 | 4,394.63 | 19,312,737.68 | 21,100,831.90

Total | 135,206.41 | 75,514.47 0 | 62,671,451.38 0 | 40,218,711.36 | 48,871,146.13
Mean | 27,041.28 | 15,102.89
Coefficient of Correlation (r) = 0.9734
r° = 0.9476
Probable Error (P.E.1) = (1-r%) x 0.6745 0.0158
VN
6PE T = 0.0949
Schedule 16
Coefficient of Correlation Between Deposit and Total Investment of HBL
Fiscal Deposit Total
Invest y=Y-

Y ear (X) (Y) X=X - X X2 Y y? Xy
2006/07 | 22,010.34 | 5,860.38 | -5,030.94 | 25,310,377.41 | -3,766.66 | 14,187,697.42 | 18,949,827.87
2007/08 | 24,814.01 | 6,222.61 | -2,227.27 | 4,960,740.56 | -3,404.43 | 11,590,116.39 | 7,582,582.71
2008/09 | 26,490.85 | 10,889.03 | -550.43 302,975.39 | 1,261.99 | 1,592,628.86 -694,641.88
2009/10 | 30,048.42 | 11,822.98 | 3,007.14 | 9,042,878.95 | 2,195.94 | 4,822,170.05 | 6,603,506.65
2010/11 | 31,842.79 | 13,340.18 | 4,801.51 | 23,054,479.07 | 3,713.14 | 13,787,438.36 | 17,828,690.62

Total | 135,206.41 | 48,135.18 0 | 62,671,451.38 0 | 45,980,051.08 | 50,269,965.96
Mean | 27,041.28 | 9,627.04
NS XY -3SX5Y

Coefficient of Correlation (r)

Coefficient of Correlation (r)
2
r
Probable Error (P.E. r)

6PE.Tr =

VNSX?-SX.VNYY?-3Y

0.3530
0.1246

(1-r%) x 0.6745
VN

1.5843
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Nabil Bank Ltd., Kantipath, Kathmandu

Compar ative Balance Sheet (Rs. in Million)

7/15/2001 | 7/15/2002 | 7/15/2003 | 7/15/2004 | 7/15/2005

TOTAL ASSETS (Working Funds) 18367.15 17629.25 16562.61 16745.61 17064.08
A. CURRENT ASSETS 13161.68 133134 13868.3 14244.04 14845.74
1. Cash & Bank Balance 812.9 1051.82 1144.77 970.49 559.37
2. Money at Call & Short Notice 522.55 31.37 670.2 918.73 868.43
3. Loans & Adv. for comm. Banks 8324.44 7437.9 7755.95 8189.99 10586.17
i. Loans, Cash Cr. & Overdrafts 7993.28 7135.54 7454.26 7953.76 10465.27

ii. Bill Discounted & Purchase 331.16 302.36 301.69 236.23 120.9

4. Investment 2733.96 4121.29 3588.77 3672.63 2418.43
i. Govt. Securities 2732.96 4120.29 3588.77 3672.63 2418.43

ii. Other 1 1 0 0 0

5. Interest Receivable 372.35 171.09 177.6 174.49 168.86
6. Misc. Current Assets 395.48 499.93 531.01 317.71 24448
B. FIXED ASSET (NET) 235.12 237.63 251.91 338.13 361.24
7. Gross Block 364.13 395.66 433.12 550.17 611.28
8. Less Depreciation 129.01 158.03 181.21 212.04 250.04
C.9. LOANSfor Dev. Banks 0 0 0 0 0
D.10. INVESTMENTS 4970.35 4078.22 24424 2163.44 1857.1
i. Shares 18.82 22.22 22.22 22.22 27.36

ii. Debentures 0 0 0 0 0

iii. Other 4951.53 4056 2420.18 2141.22 1829.74
E.11. MISC. ASSETS 0 0 0 0 0
TOTAL LIABILITIES 17304.31 16482.83 15248.43 15263.91 15406.45
F. CURRENT LIABILITIES 17226.21 16384.73 15135.42 15153.13 15298.57
12. Deposit & Other A/C'S 15839.01 15506.44 13447.65 14119.03 14586.61
i. Saving 4917.14 4972.06 5229.72 5994.12 7026.33

ii. Fixed 7667.54 2446.85 2252.54 2310.57 2078.54
iii. Current 2850.97 2703.82 3034 2688.97 2799.18
iv. Call & Short Deposit 0 4944.96 2540.7 2801.41 2341.33

v. Other 403.36 438.75 390.69 323.96 341.23
13. Short Term Loan 0 417.3 961.46 229.66 17.06
14. Bills Payable 69.7 67.75 108.94 1735 85.42
15. Tax Provision 0 0 0 0 0
16. Staff Bonus 52.6 44.12 66.36 71.94 84.2
17. Dividend Payables 143.52 11.8 94.14 36.88 361.22
18. Misc. Cur. Liabilities 1121.38 337.32 456.87 522.12 164.06
G.19. DEFERRED LIABILITIES 78.1 98.1 113.01 110.78 107.88
i.Long Term Loan 0 0 0 0 0

ii. Other Differed Liabilities 78.1 98.1 113.01 110.78 107.88
NET WORTH 1062.83 1146.42 1314.18 1481.68 1657.63
H. SHARE CAPITAL 491.65 491.65 491.65 491.65 491.65
20. Ordinary Share 50 50 50 50 50
21. Bonus Share 441.65 441.65 441.65 441.65 441.65
22. Preference Share 0 0 0 0 0
|. SHAREHOLDERS RESERVES 571.18 654.77 822.53 990.03 1165.98
23. General Reserve 514.5 568.83 652.08 743.2 847
24, Capital Reserve 0.07 49.24 103.32 162.88 0.07
25. Exchange Fluctuation Reserve 25.11 28.26 30.01 33.9 37.8
26. Other Reserve 5.33 6.33 7.33 20.26 251.13
27. Accumulated Profit (Loss) 26.17 211 29.79 29.79 29.98
Billsfor Collection (contra) 51.83 0 0 0 0
Acceptances etc. (contra) 389.91 0 0 0 0
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Balance Sheet Total | 18808.88 | 17629.25| 16562.61| 1674559 | 17064.08 |
Nabil Bank Ltd, Kantipath, Kathmandu
Compar ative Profit & Loss Statement, (Rs. in Million)

For the Period Ending 7/15/2001 | 7/15/2002 | 7/15/2003 | 7/15/2004 | 7/15/2005
A. Operating Income 1573.31 1639.11 1340.51 1333.65 1438.45
1. Interest (Earned) 1266.7 1120.18 1017.87 1001.62 1068.75
2. Commission & Discount 146.84 114.34 144.41 135.96 128.38
3. Exchange Income 159.51 154.22 144.08 157.32 184.88
4. Dividend 0.26 0 0 0 0
5. Other 0 250.37 34.15 38.75 56.44
B. Cost Of Service 724.22 606.96 527.93 463.78 443.06
6. Interest Paid 578.36 462.08 317.35 282.94 243.54
i. On Borrowings 13.57 5.31 9.85 17.47 15.64

ii. On Deposit 564.79 456.77 307.5 265.47 227.9

7. Salaries, Allowances & P.F. 145.86 144.88 210.58 180.84 199.52
C. 8. Provision for Bonus 52.6 4412 66.36 71.94 84.2
D. 9. Other General Expenses 298.5 538.7 182.73 187.36 140.25
E.10. Gross Profit 497.99 449.33 563.49 610.57 770.94
F.11. Depreciation 26.27 39.75 35.04 46.27 58.71
G.12. Operating Profit 471.72 409.58 528.45 564.3 712.23
H.13. Income from Other Sources 1.64 0 86.95 92.78 45,55
|.14. Pre-tax Profit 473.36 409.58 615.4 657.08 757.78
J.15. Provision For Taxes 181.99 137.95 199.15 201.76 237.67
K.16. Net Profit 291.37 271.63 416.25 455.32 520.11
L.17. Transfer From Prev Year 108.45 26.17 2.11 61.55 29.79
M .18. Profit Distributed (% to Net Profit) 212.59 168.06 248.48 319.58 344.16
% 53.17 56.43 59.39 61.83 62.59

i. Equity Dividend 196.66 147.5 245.83 319.58 344.16
% 49.19 49.53 58.76 61.83 62.59

ii. Preference Dividend 0 0 0 0 0
% 0 0 0 0 0

iii. Other 15.93 20.56 2.65 0 0
% 3.98 6.9 0.63 0 0

N.19. Profit Retained 187.23 129.75 169.87 197.28 205.74
% 46.83 43.57 40.6 38.17 37.41
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Nepal Investment Bank Ltd.
Durbar Marg, Kathmandu

Compar ative Balance Sheet (Rs. in Million)

Year Ended 7/15/2001 | 7/15/2002 | 7/15/2003 | 7/15/2004 | 7/15/2005
TOTAL ASSETS (Working Funds) 5127.36 4973.9 9014.24 13255.5 | 16274.06
A. CURRENT ASSETS 3423.11 3340.25 7517.89 | 11144.33 | 13967.78
1. Cash & Bank Balance 522.86 338.92 926.53 1226.92 1340.48
2. Money at Call & Short Notice 0 0 40 310 140
3. Loans & Adv. for comm. Banks 2429.03 2564.43 5772.14 7130.13 | 10126.05
i. Loans, Cash Cr. & Overdrafts 2318.91 2518.06 5648.03 6917.8 9933.08

ii. Bill Discounted & Purchase 110.12 46.37 124.11 212.33 192.97

4. Investment 300 224.4 400 2001.1 1948.5
i. Govt. Securities 300 224.4 400 2001.1 1948.5

ii. Other 0 0 0 0 0

5. Interest Receivable 103.5 55.64 83.47 77.01 31.58
6. Misc. Current Assets 67.72 156.86 295.75 399.17 381.17
B. FIXED ASSET (NET) 33.98 35.89 191.11 249.79 320.59
7. Gross Block 83.94 84.56 245.55 326.88 427.14
8. Less Depreciation 49.96 48.67 54.44 77.09 106.55
C.9. LOANSfor Dev. Banks 0 0 0 0 0
D.10. INVESTMENTS 1670.27 1597.76 1305.24 1861.38 1985.69
i. Shares 12.69 13.89 13.89 13.89 17.74

ii. Debentures 0 0 0 0 0

iii. Other 1657.58 1583.87 1291.35 1847.49 1967.95
E.11. MISC. ASSETS 0 0 0 0 0
TOTAL LIABILITIES 4658.27 4450.43 8375.71 | 12526.44 | 15093.89
F. CURRENT LIABILITIES 4629.02 4410.21 8359.46 | 12506.94 | 15078.84
12. Deposit & Other A/C'S 4256.21 4174.76 792275 | 11524.67 | 14254.58
i. Saving 1259.57 1278.79 2434.05 4886.1 6703.51

ii. Fixed 1658.66 945.93 1672.82 2294.68 3212.27
iii. Current 769.01 785.4 979.01 1500.1 1583.03
iv. Call & Short Deposit 502.51 1051.89 2610.41 2556.81 2469.74

v. Other 66.46 112.75 226.46 286.98 286.03
13. Short Term Loan 120 98.5 6.83 361.5 350
14. Bills Payable 5.18 6.82 31.63 57.84 15.01
15. Tax Provision 0 0 0 0 0
16. Staff Bonus 10.43 8.68 18.91 25.72 37.08
17. Dividend Payables 5.38 1.81 1.69 5.25 5.89
18. Misc. Cur. Liabilities 231.82 119.64 377.65 531.96 416.28
G.19. DEFERRED LIABILITIES 29.25 40.22 16.25 19.5 15.05
i.Long Term Loan 0 0 0 0 0

ii. Other Differed Liabilities 29.25 40.22 16.25 19.5 15.05
NET WORTH 469.08 523.46 638.53 729.04 1180.17
H. SHARE CAPITAL 169.98 169.98 295.29 295.29 587.74
20. Ordinary Share 60 60 116.66 116.66 400.11
21. Bonus Share 109.98 109.98 178.63 178.63 178.63
22. Preference Share 0 0 0 0 0
|. SHAREHOLDERS RESERVES 299.1 353.48 343.24 433.75 592.43
23. General Reserve 233.78 245.2 268.7 299.24 345.67
24, Capital Reserve 0 67.99 29.53 59.06 117.83
25. Exchange Fluctuation Reserve 154 16.61 16.58 17.91 18.26
26. Other Reserve 0.03 0.03 0.03 42.88 85.75
27. Accumulated Profit (Loss) 49.89 23.65 28.4 14.66 24.92
Billsfor Collection (contra) 31.16 0 0 0 0
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Acceptances etc. (contra) 0 0 0 0 0
Balance Sheet Total 5158.51 4973.89 9014.24 | 13255.48 | 16274.06
Nepal Investment Bank Ltd.
Durbar Marg, Kathmandu
Comparative Profit & Loss Statement
(Rs. in Million)

For the Period Ending 7/15/2001 | 7/15/2002 | 7/15/2003 | 7/15/2004 | 7/15/2005
A. Operating Income 421.58 415.68 577.44 911.95 1139.44
1. Interest (Earned) 349.75 326.22 459.51 7314 886.8
2. Commission & Discount 16.2 16.2 40.81 55.75 93.55
3. Exchange Income 49.83 42.86 50.83 87.98 102.52
4. Dividend 0 0 0 0 0
5. Other 5.8 304 26.29 36.82 56.57
B. Cost Of Service 194.25 172.16 250.5 415.96 451.55
6. Interest Paid 163.15 130.44 189.2 326.21 354.55
i. On Borrowings 2.05 2.12 5.91 16.18 26.23
ii. On Deposit 161.1 128.32 183.3 310.03 328.32
7. Salaries, Allowances & P.F. 311 41.72 61.29 89.75 97
C. 8. Provision for Bonus 10.43 8.68 18.91 25.72 37.08
D. 9. Other General Expenses 114.25 151.25 126.5 217.17 290.55
E.10. Gross Profit 102.65 83.59 181.53 253.1 360.26
F.11. Depreciation 8.82 8.59 11.87 234 32.79
G.12. Operating Profit 93.83 75 169.66 229.7 327.47
H.13. Income from Other Sources 0 3.1 0.49 1.77 6.19
|.14. Pre-tax Profit 93.83 78.1 170.15 231.47 333.68
J.15. Provision For Taxes 37.44 21.01 53.33 78.8 101.53
K.16. Net Profit 56.39 57.09 116.82 152.67 232.15
L.17. Transfer From Prev Year 5.01 49.89 23.65 28.4 14.66
M .18. Profit Distributed (% to Net Profit) 0.2 0 59.06 62.16 73.47
% 0.33 0 42.04 34.33 29.77
i. Equity Dividend 0 0 59.06 44.29 73.47
% 0 0 42.04 24.46 29.77
ii. Preference Dividend 0 0 0 0 0
% 0 0 0 0 0
iii. Other 0.2 0 0 17.87 0
% 0.33 0 0 9.87 0
N.19. Profit Retained 61.22 107 81.41 118.91 173.34
% 99.71 100.02 57.96 65.67 70.23
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Himalayan Bank Ltd.

Thamel, Kathmandu
Compar ative Balance Sheet (Rs. in Million)

7/15/2001 | 7/15/2002 | 7/15/2003 | 7/15/2004 | 7/15/2005

TOTAL ASSETS (Working Funds) 19500.58 | 20672.45 | 23355.23 | 24817.37 | 27844.69
A.CURRENT ASSETS 17359.42 | 14165.33 | 16881.45 | 18551.19 | 21228.89
1. Cash & Bank Balance 1435.18 1264.67 1979.21 2001.18 2014.47
2. Money at Call & Short Natice 4057.65 352.35 150.1 368.9 441.08
3. Loans & Adv. for comm. Banks 9015.35 8913.73 | 10001.85 | 11951.87 | 12424.52
i. Loans, Cash Cr. & Overdrafts 8651.74 8653.57 9700.66 | 11635.31 | 12088.71

ii. Bill Discounted & Purchase 363.61 260.16 301.19 316.56 335.81

4, Investment 2224.3 3047.75 3998.87 3431.73 5469.73
i. Govt. Securities 2224.3 3047.75 3998.87 3431.73 5469.73

ii. Other 0 0 0 0 0

5. Interest Receivable 335.75 330.38 418.46 526.65 511.18
6. Misc. Current Assets 291.19 256.45 332.96 270.86 367.91
B. FIXED ASSET (NET) 201.68 318.85 229.87 299.64 295.82
7. Gross Block 280.52 418.11 348.55 448.35 480.96
8. Less Depreciation 78.84 99.26 118.68 148.71 185.14
C. 9. LOANSfor Dev. Banks 0 0 0 0 0
D.10. INVESTMENTS 1858.86 6109.36 6176.57 5860.38 6222.61
i. Shares 10.69 34.27 34.27 34.27 39.91

ii. Debentures 0 0 0 0 0

iii. Other 1848.17 6075.09 6142.3 5826.11 6182.7
E.11. MISC. ASSETS 80.62 78.91 67.34 106.16 97.37
TOTAL LIABILITIES 18779.98 | 19814.32 | 22292.09 | 23437.87 | 26302.95
F. CURRENT LIABILITIES 18747.46 | 19433.25 | 21899.93 | 23030.89 | 25942.94
12. Deposit & Other A/C'S 17532.4 | 18619.37 | 21007.37 | 22010.34 | 24814.01
i. Saving 9144.47 9163.95 | 10870.54 11759.6 | 12852.41

ii. Fixed 4927.37 5480.84 3205.37 4710.18 6107.43
iii. Current 2252.13 2634.37 3503.14 4145.45 5045.16
iv. Call & Short Deposit 740.72 883.6 3041.49 970.09 222.96

v. Other 467.71 456.61 386.83 425.02 586.05
13. Short Term Loan 79.53 174.01 285.84 299.01 146.05
14. Bills Payable 22.9 55.58 46.73 64.38 68.4
15. Tax Provision 154.46 0 0 0 3.25
16. Staff Bonus 48.34 38.78 40 46.73 58.06
17. Dividend Payables 14.72 6.44 7.86 6.32 5.61
18. Misc. Cur. Liabilities 895.11 539.07 512.13 659.46 847.57
G.19. DEFERRED LIABILITIES 32.52 381.07 392.16 406.98 360
i.Long Term Loan 0 360 360 360 360

ii. Other Differed Liabilities 32.52 21.07 32.16 46.98 0
NET WORTH 720.59 858.11 1063.13 1324.17 1541.74
H. SHARE CAPITAL 300 390 429 536.25 643.5
20. Ordinary Share 120 120 120 120 120
21. Bonus Share 180 270 309 416.25 523.5
22. Preference Share 0 0 0 0 0
I. SHAREHOLDERS RESERVES 420.59 468.11 634.13 787.92 898.24
23. General Reserve 239.75 286.75 329.18 381.79 443.44
24, Capital Reserve 90 39 107.25 107.25 128.71
25. Exchange Fluctuation Reserve 21.16 22.06 23.78 26.05 13.64
26. Other Reserve 0.77 0.77 51.43 102.86 154.28
27. Accumulated Profit (Loss) 68.91 119.53 122.49 169.97 158.17
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(Rs. in Million)

Billsfor Collection (contra) 43.77 0 0 0 0
Acceptances etc. (contra) 0 0 0 0 0
Balance Sheet Total 19544.34 | 20672.43 | 23355.22 | 24762.04 | 27844.69

Himalayan Bank Ltd.

Thamel, Kathmandu

Comparative Profit & Loss Statement

For the Period Ending 7/15/2001 | 7/15/2002 | 7/15/2003 | 7/15/2004 | 7/15/2005
A. Operating Income 1572.92 1387.34 1443.54 1516.32 1757.88
1. Interest (Earned) 1326.38 1149 1201.23 1245.89 1446.47
2. Commission & Discount 125.97 101.7 102.56 123.93 132.81
3. Exchange Income 114.22 104.6 109.6 112.42 137.3
4. Dividend 0 0 0 0 0
5. Other 6.35 32.04 30.15 34.08 41.3
B. Cost Of Service 809.59 679.67 674.28 644.05 740.55
6. Interest Paid 732.69 578.13 554.13 491.54 561.96
i. On Borrowings 10.89 6.49 36.14 35.67 36.22
ii. On Deposit 721.8 571.64 517.99 455.87 525.74
7. Salaries, Allowances & P.F. 76.9 101.54 120.15 152.51 178.59
C. 8. Provision for Bonus 48.34 38.78 40 46.73 58.06
D. 9. Other General Expenses 259.6 298.56 356.72 373.54 402.11
E.10. Gross Profit 455.39 370.33 372.54 452 557.16
F.11. Depreciation 22.7 23.74 23.28 34.73 37.41
G.12. Operating Profit 432.69 346.59 349.26 417.27 519.75
H.13. Income from Other Sources 2.32 245 10.76 3.3 2.79
|.14. Pre-tax Profit 435.01 349.04 360.02 420.57 522.54
J.15. Provision For Taxes 154.32 114.02 147.9 157.52 214.27
K.16. Net Profit 280.69 235.02 212.12 263.05 308.27
L.17. Transfer From Prev Year 25.45 68.91 120.3 122.49 169.97
M .18. Profit Distributed (% to Net Profit) 86.16 97.5 7.11 2.02 78.28
% 28.14 32.08 214 0.52 16.37
i. Equity Dividend 82.5 97.5 5.64 0 74.51
% 26.95 32.08 17 0 15.58
ii. Preference Dividend 0 0 0 0 0
% 0 0 0 0 0
iii. Other 3.66 0 1.47 2.02 3.77
% 1.2 0 0.44 0.52 0.79
N.19. Profit Retained 223.65 206.44 325.32 383.53 399.96
% 73.05 67.92 97.86 99.48 83.63
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