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Chapter |
Introduction
1.1Background of the study

Nepal is land locked country with agro-based economy. It is rich in natural
resources but those resources have not utilized properly. The economic
growth rate of Nepal is very low. The important components of economic
dimensions of an economy are gross domestic product (GDP), per capita
income, personal consumption expenditure, unit labour cost & privet
investment.

GDP of Nepal is US$ 5.3 billion per capita income of a country can be use
as an indicator of purchasing power of the lowest in the world. This is also
the lowest among the SAARC countries. In fact, Nepal is the ninth poorest
country in the world. Total population of Nepal is above 25000000 now &
its growth rate is 2.24%.

Every country has come expectations from its financial infrastructure of that
country. It is because financial system can contribute a lot for accelerating
the pace of economic growth through mobilization of resources. However,
the magnitude of expectations from the financial system may very within the
various stage of economic development; the financial system is expected to
be a good facilitation and partner to achieve a sustained economic growth all
the times. Banking systems constitute an important segment of financial
infrastructure of any country.

A bank is an organization whose principle operations are concerned with the
accumulation of temporarily idle money of the public for the purpose of
advancing to others for expenditure. Bank is financial institution, which
deals with money by accepting various types of deposits, disbursing lone and
various types of financial services. A bank can be defined as a department
store which renders a host of financial services besides taking deposits and
giving loans.

Nowadays, there is so much competition in banking business but less
opportunity makes investment. In this condition, banks can take initiation in
search opportunity, so that they can survive in the competitive market and
earn profit. However, investment is very risky job, for the purposeful, safe,
profitable investment, bank must follow sound investment and fund



mobilization policy. Banking sectors is exposed to number of risk like
interest rate risk, credit risk, liquidity risk, borrowers risk etc.

Among the most critical risk is borrower’s risk, the risk of non-payment of
the disbursed loan & advance. Failure to collect money disbursed may
sometimes result in the bank inability to make repayments of the money to
the depositors & return to the shareholders. The risk involved is so high that
it can bring bank to a verge of bankruptcy. Banking system is volatile and
sensitive section of national economy, which requires effective monitoring
and supervision. Hence to such situation and protect depositors and
shareholders money, Nepal Rastra bank (NRB) issues various directives and
guidelines from time to time with modifications and amendments for the
sound regulation of the banking system. All the banks have to abide by the
rules and regulation issued by the central bank.

“ to start with the performance in terms of profitability is benchmark for any
business enterprise including the banking industry. However, increasing Non
— performing Assets (NPA) have a direct impact on bank profitability as
legally banks are not allowed to book income on such accounts and at the
same time banks are forced to make provision on such assets”’(Manamohan;
2002;6)

Non-performing Assets (NPA) has emerged since over a decade as an
alarming threat to the banking industry in our country sending distressing
signals on the sustainability of the affected banks. Deposit various
correctional steps administered to solve and end this problem, concrete result
are eluding. It is a sweeping and all pervasive virus confronted on banking
and financial institutions. Increasing NPA has a direct impact on banks
profitability as legally banks are not allowed to book income on such
accounts and at the same time banks are forced to make provision on such
assets as per the central bank guidelines. Also, with increasing deposits nabe
by the public in the banking system, the banking industry cannot afford
defaults by borrower since NPA affects the repayment capacity of banks.
Further, central bank successfully creates excess liquidity in the system
through various rate cuts and banks fail to utilize this benefit to its advantage
due to the fear of burgeoning nonperforming assets.

Nonperforming Assets, also called non-performing loans, are made by a
bank or finance company, on which repayments or interest payments are not
being made on time. A loan is an asset for a bank as the interest payments
and the repayment of the principal create a stream of cash flows. It is from
the interest payments than a bank its profits. Banks usually treat assets as
non- performing if they are not serviced for some time. If payments are late



for a short time a loan is classified as past due. Once a payment becomes
really late (usually 90 days) the loan classified as non- performing.

A high level of non — performing assets compared to similar lenders may be
a sign of problem, as may a sudden increase. However, this need to be
looked at in the context of the type of lending being done. Some banks lend
of higher risk customers than others and therefore tend to have a higher
proportion of non-performing debt, but will make up for this by charging
borrowers higher interest rates, increasing spreads. A mortgage lender will
among certainly have lower non-performing assets than a credit card
specialist, but the latter will have higher spreads and well make a bigger
profit on the same assets, even if it eventually has to write off the non-
performing loans.

Loan and advance are the most profitable of all assets of a bank. Banks
universally seek after the assets. These assets constitute primary sources of
income to banks. According to Dr. Walter leaf.” In term of advance to
customer we have reached the central portion of the activity of banks.” In the
word of the Dr. Leaf the bankers “have to timer liberality with caution. If he
Is too liberal he may easily impair his profits by bad debts, if he is too timid
ne may fail to obtain an adequate return on the fund, which are confided to
him for use. It is by his capacity in lending that bank manager judged.”
(Radhaswamy and Vasudevan 1979; 550)

Performing assets are those loans that repay principle and interest to the bank
for the cash flow it generates, loans are risky assets, though a bank interest
most of its resources in granting loan and advances. The objectives of bound
loan policy are to maintain the financial health of yhe banks, which result in
safety of depositor’s money and the increase in the return to the
shareholders. Since loan is a risky assets, there is inherent risk is every loan;
however the bank should not take risk above the certain degree irrespective
of returns prospects.

Recovery of bad loans by bank and financial institution has turned into a big
issue in the financial sector of Nepal. This has greatly caused negative
impact upon banks’ profit, government revenue and the overall financial
sectors of the country. This calls for an effective system and mechanisms
that case the early recovery of debts of banks and also of bank-like
institutions as specified by Nepal Rastra Bank-the monetary Authority.

Due to their control role in the economy, government and central bank try
their best to rescue banks from such situation. Hence to protect the banks
from such situation and protect depositors and shareholders interest, central



bank issues various directives and guidelines from time to time with
modification and amendments for the sound regulation of the banking
system. All the banks have to abide by the rule and regulation issued by
central bank of the country.

1.1.1 Profile of the selected joint ventures banks

a) standard chartered Bank Nepal limited (SCBNL)

standard chartered Bank Nepal limited, formally known as Nepal
Grindlays Bank Limited has been in operation since 1987. It is one of the
topmost joint ventures banks of Nepal. Capital structure of this bank is ;
50% by chartered Grindlays Bank, 33% OF Nepal Bank Limited, the
country’s oldest and largest financial institutions and 17% by the
Nepalese public. On july 31% 2000 standard chartered Bank Nepal
limited conducted the acquisition with ANZ Grindlays Bank Limited of
Australia and New Zealand Banking group with the acquisition, 50%
share of Nepal grindlays bank limited, change the name of bank to
standard chartered bank Nepal limited with effect from 16 july 2001.

Standard Charted Bank Limited has a history of over 150 years in
banking and operation in many of the world’s fastest-growing markets in
over 70 countries. Standard Charted employs almost 80000 people,
representing over 115 nationalities, worldwide. This diversity lies at the
heart of the banks values and support the banks growth as the world
increasingly becomes one market.

With 16 points of representation, 23 ATMs and more than 400 local staff,
Standard Charted Bank Limited is in a position to serve its customers
through an extensive domestic network. In addition, the global network of
standard charted Group gives the Bank a unique opportunity to provide
truly international banking services in Nepal.

Share capital as at as 16 july 2010 (32 Ashard 2067)
Authorized Capital Rs 2000,000,000.00

Issued capital Rs 1398483600.00
Paid-up capital Rs 1398483600.00



Share ownership as at 16 july 2010 (32 Ashard 2067)

Standard chartered Grindlays Ltd Austrila 50%

Standard Chartered Bank UK 25%

General Public 25%
Figure 1.1

Share Ownership of SCBNL as on 16™ july 2010

Share Ownership of SCBNL

Standard Chartered
Bank, UK 25%
25%

b) Himalayan Bank Limited (HBL)

Himalayan Bank was established in 1993 in joint venture with Habib Bank
limited of Pakistan. Despite the cut-throat competition in the Nepalese
Banking sectors, HBL has been able to maintain a lead in primary banking
activities Loans and Deposits, products such as premium savings Account,
HBL Proprietary card and millionaire Deposit Scheme besides services such
as ATMs and Tele-banking were first introduced by HBL. HBL holds of a
vision to become a leading Bank of the country by providing premium
products and services to the customers, thus ensuring attractive and

substantial returns to the stakeholders of the bank. HBL started its services
with 77days employees, now its employees are over 300. Like any others
commercial banks in Nepal. HBL is also engaged in some industrial
banking. The bank has experienced dynamic growth over the last seven



years. It has Expanded its services by establishing branches at New road |,
Themel, Maharajgunj, patan, Nagarkot, bhaktapur etc.

Share ownership as at 16" july 2010 (32 Ashard 2067)

Habib Bank of Pakistan 20%
Nepalese founders 51%
Employees provident fund 14%
General Public 15%

Share capital as at 16™ july 2010 (32 Ashard 2066)

Rs 2,000,000,000.00
Rs 1,216,215,000.00
Rs 1,216,215,000.00

Authorized Capital
Issued capital
Paid-up capital

Figure 1.2
Share Ownership of HBL as on 16" july 2010

share ownership of HBL

General public Habib bank of
15% Pakistan
20%

Employees
provident fund
14%

Nepalese Founders
51%

c) Nabil Bank Limite (NABIL)

Nepal Arab Bank Limited, is the first foreign joint venture commercial bank of
Nepal, was established on 12" july, 1984 under a technical service agreement



with Dubai Bank Limited and was renamed as Nabil Bank Limited (NABIL) on
1%t January,2002 in the beginning the authorized capital of this bank was Rs.
100million and paid up capital was Rs.28 million 400 thousand. The 50% share
of NABIL owned by Dubai Bank Limited was transferred to emirates Bank
International Limited, Dubai by virtue of its annexation with the later. Later on,
Emirates Bank International Limited sold its entire 50% share to National Bank
Ltd, Bangladesh. Now national bank Limited is managing the bank in
accordance with the technical services Agreement signed between it and the
bank on june 1995. The bank introduced an Automated Teller Machine (ATM)
first time in Nepal, in three places in the valley at Kathmandu, New road and
lilitpur. The bank issues widest rang of credit and debit cards under the brands
of visa and master card to accountholders as well as non-accountholders. The
bank has its corporate head office at kamladi, Kathmandu. Its branches are
located in all over the country.

Share ownership as at 16™ july 2010 (32 Ashard 2067)

N.B international Limited, Ireland 50%
Nepal Industrial Development Corporation 6.15%
Rastriya Beema Sansthan 9.67%
General Public 34.18%

Share capital as at 16" july 2010 (32 Ashard 2067)

Authorized Capital Rs, 1,600,000,000.00
Issued Capital Rs, 1,449,124,000.00
Paid up Capital Rs, 1,449,124,000.00



Figure 1.3
Share Ownership as at 16" july 2010

share ownership of (NABIL)

Nepal |

Rastriya Beema Development
Sansthan Corporation
10% 6%

1.2Focus of Study

The study is to find out Non-performing Assets position of SCBNL, NABIL
and HBL. Non-performing Assets means an Assets or account of borrowers
which has been classified by bank of financial institution as sub-standard,
doubtful or loss assets, so this impacts of NPAs is not only on banking
sectors but the whole economy. This study evaluates how to manage NPA
problems in joint ventures commercial banks. The main focus of this study is
to analyse the trend of Non-performing assets in joint ventures commercial
banks of Nepal. Which elaborates wethers JVBs are efficient in managing
credit and how NPAs play its role to the operations of the banks, to achieve
the objective both primary and secondary data have been analysed. With
regards to Secondary data, three JVBs SCBNL, NABIL & HBL.

1.3 Statement of problem

Nonperforming Assets means an assets or account of borrower, which has been
classified by a bank or financial institution as sub-standard, doubtful or loss
assets, in accordance with the directions or guidelines relating to assets
classification issued by N.R.B

NPAs have a different meaning that varies from country to country in some
countries, it means that the loan in impaired. In some countries, it means that



the payment are due but there are significant different among countries how
many days a payment should be arrears before past due status is triggered.
Increasing NPAs is the emerging problem of the banks. We know that the some
banks are closed down due to the uncontrolled NPAs. So the profit of bank
might come down. This research has been conducted to find out the solution of
following problem with reference to SCBNL, NABIL & HBL.

a) What is the proportion of nonperforming assets in the selected JVBs?

b) What are the factors leading to accumulate of nonperforming assets?

¢) What are the guidelines and provision pertaining to loan classification
and loan loss provision?

d) What is the relationship between loan and loan loss provision in the
selected JVBs?

e) How generation of NPAs be controlled?

1.40bjective of the study

The gradually increasing NPA has now become a major challenge for the bank.
Every bank is giving top priority to make them competent by reducing NPA.
The main objective of this research is to examine and study of nonperforming
assets of JABS, especially of standard chartered Bank Nepal Limited, NABIL,
and HBL. The specific objectives are;

a. To analyse and evaluate the trend & level of NPA of JVBs with reference

to SCBNL, NABIL & HBL.

b. To study the relationship between ratios of Net profit & NPA to lone and
advances.

c. To analyse and examine impact of NPA to the bank.

d. To suggest and recommend on the basis of major findings of the study.

1.5 Significance of the study

It is well known fact that the financial institution and bank in Nepal has been
facing the problem of increasing non-performing assets and issue becomes
more and more critical. Unfortunately nowadays banks have been becoming
victims of high level of non-performing assets. Non-performing assets are
those loans, which neither pay interest nor repay the principle. So
nonperforming assets have been becomes subject of headache to the banking
sectors. Likewise Nepalese banking sectors cannot escape from such truth.
Concerning to the central library of Tribhuvan University, it has been found
that there are a few research regarding non-performing assets and loan loss
provision. This research regarding non-performing assets and loan loss
provision. This research will be able to deliver some of the present issues,



latest information and data regarding non-performing assets and loan loss
provision. Hence this study will be significant to bankers, shareholders,
depositors and further researcher, students etc.

1.6Limitation of the study

This research is conducted to fulfill the academic requirement of master of
business studies. It is focused on the study of non-performing assets of
SCBNL, NABIL & HBL based of the audited financial annul reports of
condition of each bank during the period 2003/04 to 2008/09. This research
has tried to cover all the aspect of non-performing assets. However the
present research has the following limitation;

a.

This research is concerned only with the non-performing assets of the
selected three joint venture banks. It doesn’t consider other aspects of
banks.

This research is focused on the Nepalese JVBs only three JVBs, namely
SCBNL, NABIL & HBL, have been selected as sample for the study

The period of the study is limited for fiscal year 2005/06 to 3" qtr. Of
2009/10

The accuracy of secondary data mainly relies on the annual reports of the
banks and the accuracy of the primary data totally relies on the responses
of the respondents. Any mispresentation, mistakes, omission etc may
affect the outcome of the study. Thus, the reality of the study depends on
secondary sources of the data and questionnaire filled and responses
given by the respondents.

The study is fully based on the limited financial resources of students
with in a limited period.

1.70rganization of the study

This research work has been divided into five chapters;

Chapter — 1 : Introduction

This chapter deals with the subject matter of the study consisting background
of the study, statement of problem, objective of the study, significance of the
study, limitation of the study and organization of the study.



Chapter — 2 : Review of literature

This chapter deals with the conceptual framework and the review of relevant
research studies, articles, banking journals, books, websites etc related to the
study.

Chapter — 3 : Research Methodology

This chapter contains research methodology employed in the study. It
includes the research design and tools and techniques used in the research
work. It provides guidelines and gives a road map to analyse the collected
data.

Chapter — 4 : Data presentation and analysis

This chapter covers analysis, presentation and interpretation of the acquired
data, which was collected through the designed methodology. Data are
presented in tabular, graphic or in an equation form to achieve pre stated
objectives. This chapter produces a shape to facilitate the analysis of relevant
data in an attractive way.

Chapter — 5 : Summary, Conclusion and Recommendation

This chapter deals with summary and conclusion of the research and
recommendation given to the concerned organization.

Besides this chapter, Bibliography and Appendix are also presented at the
end of research.



CHAPTER -2

REVIEW OF LITERATURE

The review of literature is a very important aspect of the research. It is
reviewing of research studies of other relevant proposition in related area of the
study, so that, all the past studies, their conclusion and deficiencies may be
know and further research can be conducted. For this, several books,
dissertation, reports, hands out and articles published in journals and
newspapers are reviewed. This chapter has been divided into the following
parts:

2.1 Conceptual Reviews

This heading is devoted to the origin and concept of the bank, meaning and
concept of the term used in the study.

2.1.1 Non Performing Assets

One of the most emerging problem of the commercial Banks is to the
management of Non-performing assets. Due to the effects of non-analysis of
Non Performing Assets of Nepalese commercial banks performing assets, many
banks have already suffered from financial problem. In this fast pace
competitive age, the bank should have to operate taking consideration that
things.

Non-Performing Assets means an assets or account of borrower, which has been
classified by a bank or financial institution as sub-standard, doubtful or loss
assets, in accordance with the directions or guidelines relating to asset
classification issued by NRB.

“If any advances or credit facilities granted by bank to a borrower becomes non
performing, then the bank will have to treat all the advance/credit facilities
granted to that borrower as non-performing without having any regard to the
fact that there may be still exist certain advance/credit facilities having
performing status.” (pandey; 1999: 167)

NPAs have a different meaning that varies from country to country. In some
countries, it means that the loan is impaired. In some countries, it means that the
payment are due but there are significant different among countries haw many
days a payment should be in arrears before past due status is triggered.
According to current Banking Act, the banks have to make provision for bad
and doubtful debts. After deducting the bad and doubtful debts from the non-
performing assets, net non performing assets can be achieved.

NPA = ( NPA + NBA + RNPL + SI + UA)
NPA = Non Performing Assets



NPL = Non Performing Loan

RNPL = Remaining Non Performing Loan
SI = Suspend Intrest

UA = Unutilized Assets

No performing loan (NPL) can be defined as the non-productive assets of the
banks. In others words, it is the loan or dab and doubtful debts that doesn’t
repay timely. Generally the loan, which doesn’t repay within three months, is
knows as non-performing loan. The loan amount that doesn’t covered by the
collateral after selling is known as non-banking assets (NBA). Non —performing
Assets also includes the suspend interest. It is the interest, which becomes
receivable unutilized assets and those investment which don’t generate any cash
or incomes to the banks are also non-performing assets (NPAS). The proper
management of those assets to generate income is known as management of
non-performing assets.

Increasing NPAs is the emerging problem of the banks. We know that the some
banks are closed down due to the uncontrollable NPAs. In USA, 1016
commercial banks were declared as unsuccessful from 1985 to 1990 and 27
banks from 1995 to 2001. However, Nepalese banks face this type of problem
till now but they have to take step towards it. For this, appropriate amount of
bad and doubtful debts is made provision from their incomes/profit.

2.1.2 Factors Influencing to Rise in NPA

The banking sector has been facing the serious problems of the rising NPA. But
the problem of NPA is more in public sector banks when compared to privet
sector banks and foreign banks. The NPA in CBs are growing due to external as
well as internal factors.

A) External Factors

The external factors that cause the non-performing assets are;

> Ineffective Recovery Tribunal

The Government has set of numbers of recovery tribunals, which works of
recovery of loans and advances. Due to their negligence and ineffectiveness
in their work the bank suffers the consequence of non-recover, their by
reducing their profitability and liquidity.



>  Wilful Defaults

There are borrowers who are able to payback loans but are intentionally
withdrawing it. These group of people should be identified and proper
measure should be taken in order to get back the money extended to them as
advance and loans.

> Natural Calamities

This is the measure factors, which is creating alarming rise in NPAs of the
JVBs. The major natural calamities make the borrowers unable to pay back
their loans. Thus the bank has to make large amount of provisions in order to
compensate those loans, hence end up the fiscal with a reduced profit. For
instance, the farmers depend on rain fall for cropping. Due to irregularities of
rain fall the farmers are not able to achieve the production level thus they are
not repaying the loans.

» Industrial Sickness

Improper project handling, in effective management, lack of adequate
resource, lack of advance technology, day to day changing govt. Policies
give birth to industrial sickness. Hence the banks that finance those
industries ultimately end up with a low recovery of their loans reducing their
profit and liquidity.

» Lack of Demand

Entrepreneurs in developing countries could not foresee their product
demand and starts production which ultimately piles up their product
demand thus making them unable to pay back the money they borrow to
operate these activities. The banks recover the amount by selling of their
assets, which covers a minimum level. Thus the banks record the non-
recovered part as NPAs and have to make provision for it.

» Change on Government Policies

With every new govt. Banking sectors gets new policies for its operation.
Thus it has to cope with the changing principles and policies for the
regulation of the rising of NPAs.

B) Internal Factors

The internal factors that raise the non-performing assets are;



» Defective Lending Process

Defective lending process invites doubt in loan recovery safety. By safety it
means that the borrower is in a position to repay the loan both principal and
interest. The repayment of loan depends upon the borrowers:

a) Capacity to pay
b) Willingness to pay

Capacity to pay depends upon:
a) Tangible assets
b) Success Of business

Willingness to pay depends upon:
a) Character

b) Honest
¢) Reputation of borrower

The banker should therefore take utmost care in ensuring that the enterprise or
business for which a loan is sought is a sound one and the borrower is capable
of carrying it out successfully. The borrower should be a person of integrity and
good character.

» Inappropriate Technology

Due to inappropriate technology and management information system, market
driven decisions on real time basis can not be taken. Proper MIS and financial
accounting system is not implemented in the banks, which leads to poor credit
collection, thus NPA. All the branches of the bank should be computerized.

> Improper SWOT Analysis

The improper strength, weakness, opportunity and threat analysis is another
reason for rise in NPAs. While providing unsecured advances the banks depend
more on the honesty, integrity, financial soundness and credit worthiness of the
borrower. Banks should the borrowers own capital investment. It should collect
information of the borrowers from;

a. Bankers
b. Enquiry from market/segment of trade, industry, business.
c. From external credit rating agencies.



» Poor Credit appraisal System

Poor credit appraisal is another factors for the rise in NPAs. Due to poor credit
appraisal the bank gives advances to those who are not able to repay it back.
They should use good credit appraisal to decrease the NPAs.

» Managerial Deficiencies

The bankers should always select the borrower very carefully and should take
tangible assets as security to safe guard its interests. When accepting securities
banks should consider the;

a. Marketability

b. Accountability
c. Safety
d. Transferability

The banker should follow the principle of diversification of risk based on the
famous maxim “do not keep all the eggs in one basket” it means that the bank
should not grant advance to a few big farms only or to concentrate them in few
industries or in a few cities. If a new big costumer meets misfortune or certain
traders or industries affected adversely, the overall position of the bank will not
be affected.

» Absence of regular industrial visit

The irregularities in sport visit also increases the NPAs. Absence of regularly
visit bank officials to the customer point decreases the collection of interest an
principles on the loan. The NPAs due to wilful defaulters can be collected by
regular visits.

2.1.3 Problems due to NPA

The three letters strike terror in banking sectors and business circle today. NPA
is short form of nonperforming Assets. The NPA rule says simply this: when
interest or other due to a bank remains unpaid for more than 90days, the entire
bank loan automatically turns a non performing asset. The recovery of loans has
always been problem for banks and financial institution.

To come out of these first will need to think is it possible to avoid NPA, no
cannot be then left is to look after the factor responsible for it and managing
those factors. The following are the major problems caused by NPA:



» owners do not receive a return on their capital. In the worst case, if the
banks fails, owners loose their assets. In modern times this may affect a
broad pool of shareholders.

> Depositors do not receive a market return on saving. In the worst case if
the banks fails, owners lose their assets or uninsured balance.

> Banks redistribute losses to other borrowers by charging higher interest
rates, lower deposit rates and higher lending rates repress saving and
financial market, which hamper economic growth.

» Non Performing loans epitomize bad investment. They misallocate credit
from good projects, which do not receive funding, to failed projects. Bad
investment ends up in misallocation of capital, and by extension, labour
and natural resources.

> Nonperforming asset may spill over the banking system and contract the
money stock, which may lead to economic contraction. The spill over
effect can channelize through liquidity or bank insolvency.

a. When many borrowers fail to pay interest, banks may experience
liquidity shortage. This can jam payment across the country.

b. Hliquidity constraints bank in paying depositors,

c. Undercapitalized banks exceed the bank’s capital base.

2.1.4 Impact of NPA
The impact of NPA is wide range. However, the major impacts are listed below:

> Profitability

NPA means booking of money in terms of bad assets, which occurred due to
wrong choice of client. Because of the money getting blocked the prodigality of
bank decreases not only by the account of NPA but NPA lead to opportunity
cost also as that much of profit invested in some return earning project/assets.
So, NPA doesn’t affect current profit but also future system of profit, which
may lead to loss of some long-term beneficial opportunity. Another impact of
reduction in profitability is low ROI ( Return On Investment), which adversely
affect current earning of bank.

> Liquidity

Money is getting blocked, decreased profit lead to lack of enough cash and hand
which lead to borrowing money for short/rtes period of time which lead to



additional cost to the company. Difficulty in operating the function of bank is
another cause of NPA due to lack of money in routine payments and dues.

> Involvement of Management

Time and efforts of management is another indirect cost which bank has to bear
due to NPA. Time and efforts of management in handling and managing NPA
would have diverted to some fruitful activities, which would have given good
returns. Nowadays banks have special employees to deal and handle NPAs,
which is additional cost to the bank.

» Credit loss

Bank is facing problems of NPA then it adversely affect the value of bank in
terms of market credit. It will lose its goodwill and brand image and credit
which have negative impact to the people who are putting their money in the
banks.

2.1.4.1 Bank Growth Vs NPAs
Following are identified as major impacts of NPAs as banks growth

> Deterioration of profits

When an advance become NPA interest due for last 3 month and future accruals
are required to transfer in to interest in suspense.

> Increase in provisions

When a loan and overdraft falls in to substandard category it is required to
provide capital provisioning.

> Drop in Reserves

When a facility is not recoverable capital will be write off at last. This will have
an impact on profits.

> Increasing overhead costs

It is costly to maintain non performing advances, since it doesn’t generate an
income. (Ex: follow up costs, staff costs, and legal costs)



» Increasing Market Borrowing

When advances are not recoverable there fill be a liquidity issue in meeting
payments and granting further credit. In order to finance banks tend to borrow
from the market at high rate.

» Drop in share value

When it is known as bank is having a high gross NPA ratio and net NPA ratio
share value will be dropped.

> Negative Image

In the long run bank will have a negative image due to NPAs
2.1.4.2 NPAs impact on Economy

Not only NPA affects the sound system of bank, but also affects the whole
economy

» High Interest Rate

In order to compensate the loss of interest in NPAs banks have to charged high
interest rate from other borrowers. This will have an indirect impact on
inflation.

> Negative Impact on Development

When fund to lend become scare due to NPAs, countries development will get
effected.

» Un employment

Businesses ceased to exist due to inability to meet its repayment obligations
this. will create unemployment.

> Instability in the Banking System

Due to high NPA position if liquidity crisis arises and bail out is required, this
has huge impact on whole banking sector.



2.1.5 Early Symptoms of NPA

Early symptoms by which one can recognize a performing asset turning into
Non performing Asset can be mainly categorized in four sections:

A) Financial

Non-payment of the very first installment in case of term loan.

Bouncing of cheque due to insufficient balance in the accounts.

Irregularity in installment

Irregularity of operations in the accounts.

Unpaid overdue bills.

Declining Current Ratio.

Payment which does not cover the interest and principle amount of that

installment.

» While monitoring the accounts it is found that partial amount is diverted
to sister concern or parent company.
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B) Operational and Physical

» If information is received that the borrower has either initiated the
process of winding up or are not doing the business.

» Overdue receivables.

» Stock statement not submitted on time.

> External non-controllable factor like natural calamities in the city where
borrower conduct his business.

» Frequent changes in plan.

> Nonpayment of wages.

C) Attitudinal Changes

> Use for personal comfort, stocks and shares by borrower.
» Avoidance of contact with bank.

> Problem between partners.

D) Others

» Changes in government policies.
» Death of borrower.

» Competition in the market.



2.1.6 Preventive Measurement for NPA

The preventive measurements that can lessen the chances of occurring
NPA are as follows:

» Early Recognition of the problem

Invariably, by the time banks start their efforts to get involved in a revival
process, its too late to retrieve the situation- both in terms of rehabilitation of
the project and recovery of banks dues. Identification of weakness in the very
beginning that is: when the account starts showing first sings of weakness
regardless of the fact it may not have become NPA, is imperative. Assessment
of the potential of revival may be done on the basis of a techno economic
viability study. Restructuring should be attempted where, after an objective
assessment of the promoters intention, banks are convinced of a turnaround
within a scheduled timeframe. In respect of totally unviable units as decided by
the bank, it is better to facilitate winding up/ selling of the unit earlier, so as to
recover whatever is possible through legal means before the security position
becomes worse.

> ldentifying Borrowers with Genuine Intent

Identifying Borrowers with genuine Intent from those who are non-serious with
no commitment or stake in revival is a challenge confronting bankers. Here the
role of frontline officials at the branch level is paramount as they are the ones
who have intelligent inputs with regard to promoter’s sincerity, and capability to
achieve turnaround. Based on this objective assessment, banks should decide as
quickly as possible whether it would be worthwhile to commit additional
finance.

In this regard banks may consider having “special Investigation” of all financial
transaction or business transaction, books of account in order to ascertain real
factors that contributed to sickness of the borrower. Banks may have penal of
technical experts with proven expertise and track record of preparing techno-
economic study of the project of the borrowers.

Borrowers having genuine problems due to temporary mismatch in fund flow or
sudden requirement of additional fund may be entertained at branch level, and
for this purpose a special limit to such type of cases should be decided. This will
obviate the need to route the additional funding through the controlling offices
in deserving cases, and help avert many accounts slipping into NPA category.

» Timeline and Adequacy of response

longer the delay in response, greater the injury to the account and the assets.
Time is a crucial element in any restructuring or rehabilitation activity. The



response decide on the basis of techno-economic study and promoters
commitment, has to be adequate in terms of extend of additional funding and
relaxations etc. Under the restructuring exercise. The package of assistance may
be flexible and bank may look at the exit option.

» Focus on Cash Flow

While financing, at the time of restructuring the banks may not be guided by the
conventional fund flow analysis only, which could yield a potentially
misleading picture. Appraisal for fresh credit requirements may be done by
analyzing funds flow in conjunction with the cash flow rather than only on the
basis of Funds Flow.

» Management Effectiveness

The general perception among borrower is that it is lack of finance that leads to
sickness and NPAs. But this may not be the case all the time. Management
effectiveness in tackling adverse business condition is a very important aspect
that affects a borrowing units fortune. A bank may commit additional finance to
analyse unit only after basic viability of the enterprise also in the context of
guality of management is examined and confirmed. Where the default is due to
deeper malady, viability study or investigation audit should be done — it will be
useful to have consultant appointed as early as possible to examine this aspect.
A proper techno-economic viability study must thus became the basis on which
any future action can be considered.

2.1.7 Practical Approaches To Manage NPA

The practical approaches that can enhance in managing the NPAs are as
follows:

» Improving The Appraisal System

Emphasis should be given to appraisal process to ensure proper evaluation done
to establish the credit worthiness of the customer. It should be noted at the
appraisal level all required information to submit in order for the approving
authorities to take a credit decision.

» Continuous Monitoring Supervision and Follow Up

Monitoring supervision and follow up should not be a task to be implemented
when an advance turn in to loss category. Early warning signals should be
identified and preventive measures should be implemented.



> Availability of Historical Data

Availability of historical data is paramount of important in preparation of a
credit proposal. So banks should have historical data base to extract past records
as and when required.

» Market Intelligence System

MIS information should be available for various reasons when taking credit
decision. (Ex. To rate a customer, to extract performance ratios)

» Speedy Legal Action

When all possible attempts for recovery is failed only option is to proceed with
legal action and this should be speedy otherwise this will be costly.

> Integrity

Staff integrity is also vital factors. No member in the approval cycle should take
a decision based on financial rewards.

» Rewarding Staff

Introducing a staff rewarding/incentive scheme will also support in reducing
NPAs. It should be noted rewarding staff will be less costly rather than
spending.

2.2 Review of Related Studies

On way to conduct this research some books, article, journals and publications
have been studied to formulate ideas about the subject matter. Although, the
specific books regarding the NPA could not be found. However, some banking
related books, directives of NPA and some theses have been consulted.

2.2.1 Review of NRB Directive Relating to NPA
1. Classification of Loan and Advance

Effective from FY 2058/2059 (2001/02) banks shall classify outstanding
principal amount of loan and advances on the basis of aging. As per the
directives issued by NRB, all loans and advances shall be classified into the
following four categories:



a. Pass loan:- loans and advances whose principal amount are not past due
and past due for a period up to 3 months shall be included in this
category. These are classified and defined as performing loans.

b. Sub-Standard Loan :- All loans and advances that are past due for a
period of 3 months to 6 months shall be included in this category.

c. Doubtful Loan :- All loans and advances which are past due for a period
of 6months to 1 year shall be included in this category.

d. Loss :- All loans and advances which are past due for a period of more
than 1 year as well as advances which have least possibility of recovery
or considered unrecoverable and those having thin possibility of even
partial recovery in future shall be included in this category.

2. Additional Arrangement in Respect of Pass Loan

Loan and advances fully secured by gold, silver, fixed deposit receipts, credit
cards and government securities shall be include under “pass” category. Loans
against fixed deposit receipts of other banks shall also qualify for inclusion
under pass loan. However, where collateral of fixed deposit receipt or
government securities or NRB bonds is placed as extra security, such loan has
to be classified on the bases of clause 1 to clause 7. While renewing working
capital loan having maturity period up to one year can be classified as pass loan.
If the interest of working capital nature loans and advance is not regular, such
loan and advances should be classified on the bases of interest outstanding
period.
3. Additional Arrangement in Respect of loss Loan

Even if the loan is not past due, loans having any or all of the following
discrepancies shall be classified as “loss”.
» Security is not sufficient,

The borrowers has been declared bankrupt,

The borrowers is absconding or cannot be found,

Purchased or discounted bills are not realized within 90 days from the due

date and non fund based letter of credit and guarantees etc are not

realized with in 90days from the date of conversion into fund based are

not realized within 90 days.

> The credit has not been used for the purpose originally intended,

» Owing to non-recovery, initiation as auctioning of the collateral has
passed six months and if the recovery process is under litigation,

» Loan provided to the borrowers included in the blacklist of credit

information centre (CIC),
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» Project or business is not in operative conditions, project or business is
not in operation,
» Credit card Loan is not written off within 90 days from past due date.

4. Additional Arrangements in Respect of Term Loan

In respect of term loan, the classification shall be made against the entire
outstanding loan on the basis of the past due period of overdue instalment.
5. Prohibition to Recover Principal and Interest by Overdrawing the
current Account an exceeding the Overdraft Limit:

Principle and interest on loans and advance shall not be recovered by
overdrawing the borrower’s current account or where overdraft facility has been
extended, by overdrawing such limit. However, this arrangement shall not be
constructed as prohibitive for recovering the principal and interest by debiting
the customer’s account, and recovery is made as such resulting in overdraft,
which is not settled within one month, such overdrawn principal amount shall
also be liable to be include under the outstanding loan and such loan shall be
downgraded by one step from its current classification. In respects if recognition
of interest, the same shall be as per the clause relating to income recognition
mentioned in directives no 4.

6. Letter of credit and Guarantees

If letter of credit and guarantee and other contingent liabilities converted into
fund based liabilities and have to paid, in such condition such loan shall be
classified as pass loan within 90days from the date of conversion into fund
based. After 90 days such loan shall be classified as loss loan.

7. Rescheduling and Restructuring of the loan

If the bank is confident on the following bases of written plan of action

submitted by borrower, it may reschedule or restructure the loans and advances.

Clear bases of rescheduling or restructuring should be attached with loan files.
> If there is proof of adequate documents and collateral security relating to

loan.

> If the bank is confident in recovery of restructured or rescheduled loans
and advances.



In additional to written plan of action for rescheduling or restructuring of loan,
payment of at least 25 percent of total accrued interest up to the date of
rescheduling of restructuring should have been collected.

8. Loan Loss Provisioning

The loan loss provisioning, on the basis of the outstanding loans and advances
and bills purchases classified as per this directives, shall be provided as follows:

Classification of loan Lone Loss Provision
Pass loan 1%

Sub-standard loan 25%

Doubtful loan 50%

Loss 100%

2.2.2 REVIEW OF THESIS

Khadka (2004) in this study “ Non- Performing Assets of Nepalese
Commercial Banks”. He has taken the mean objective to examine and study of
level of non-performing assets, total deposits and total landing of Nepalese
Commercial banks. He says escalating level of NPA has been becoming great
problem in banking business in the world. It is well known fact that the bank
and financial institution in Nepal have facing the problem of swelling NPA and
the issue is becoming more and more unmanageable day by day, he adds. His
study is especially focused in five Nepalese commercial banks i.e. Nepal SBI
bank, Nepal Investment bank, Nepal Bangladesh bank, Bank of Kathmandu and
NABIL Bank Ltd Only. Among these five sampled commercial banks, he found
the NPA of NBBL seems very worse than all others banks. He concludes that
the level of NPA in sampled banks is not so alarming and the situation is quite
satisfactory. Heb warns ahead if the increasing trend remains continue in
coming days, the situation will be unmanageable. He states the commercial
banks could not give full attention towards supervising their lending and
towards recovering their bad loans perfectly. He recommends to overcome the
problem of NPA than being loan a risky asset, effort should be made to have
proper control in every step of loan management. Corporate structure of the
bank play key role in the effective loan management. He further insists the
banks should take collateral from the borrower so that in the event of default
this collateral is disposed for recovery of loan. Proper financial analysis of the
borrower should be done by the bank. He thinks the fundamental changes are
necessary to correct screening by banks. He has followed descriptive research
design with analytical approach. His research is based on secondary data. He



considered twelve commercial banks as target population which is inside the
Kathmandu valley as on mid july, 2003 among them five banks are taken as
sample bank by the researcher. He has used simple percentage tool like
arithmetic tool, karl Person coefficient of correlation and regression analysis for
data processing procedures. His research based on research variables like NPL
and the level of NPL in different parameter.

Kafle (2005), Aims to study the level of NPL in total assets, total deposits and
total lending by Nepalese commercial banks and to find out whether the
Nepalese commercial banks are following the NRB directives regarding loan
loss provision for NPL or not in his thesis titled “Non- performing Loans of
Nepalese Commercial Banks”. He found the level of NPA in Nepalese banking
sector is alarming and increasing. His study is focused only on five banks i.e.
Nepal SBI Bank, Nepal Investment Bank, Nepal Bangladesh Bank, Bank of
Kathmandu and NABIL bank Ltd, only. Level of NPA in the sample banks is
not so alarming and the situation is quit satisfactory. He further states not any
bank could meet the requirement of NRB directives. He thinks that corporate
structure of the bank paly key role in the effective loan management. Lack of
proper financial analysis, management inefficiency, and the lack of proper
collateral are the causes of high level NPA. Nepalese commercial banks should
strongly think on these areas, he recommends. He has followed descriptive
research design with analytical approach. His research is based on secondary
Data. He considers twelve commercial banks as target population which is
inside the Kathmandu valley as on mid july, 2003. Among them five banks are
taken as sample bank by the researcher. He has used simple percentage tool like
arithmetic tool, karl pearson coefficient of correlation and regression analysis
for data processing procedures. His research based on research variables like
NPL and the level of NPL in different parameter.

Saroja (2006) says ineffective credit policy, political pressure to lead to
uncreditworthy borrower, overvaluation of collateral are the major cause of
mounting non-performing assets of the banks in her thesis titled “A study of the
Non-performing Assets Of Commercial Banks of Nepal” to identify effects of
NPA, on ROA and ROE, to solve one of the cases of the NPA i.e. analysis and
interpretation of the case and to find out the factors behind the accumulation of
NPA, to analyse whether the Nepalese commercial Banks are following the
NRB directives regarding loan loss provision for NPL/NPA or not and to
recommend to overcome the difficulties in managing NPA. She takes NABIL
and SCBNL for the sample of the study. She found negative correlation
between NPA and ROA and VNPA and ROE of different commercial bank. She
found that these two banks have NPL in control and accordingly provision for
such loan. These banks are very much cautious about the matter regarding NPA.
She states present loan classification and provision directives seem more
strengthens the financial health of the banks and makes them able to face any



kind of future contingencies. She recommends that there should be regular
supervision and follow up for proper utilization of loan. Strict monitoring and
control system should be there for timely recovery of the loan, she adds, she
recommends creating separate department in every commercial bank to control
their NPA like credit appraisal dept., credit administrative dept., legal dept., etc.
On the way of her conducting research, she follows analytical and descriptive
research deign in research methodology. Population for her study comprised all
the license commercial banks of the country and sample for the study comprised
two commercial banks namely NABIL and SCBNL by using judgmental
sampling method. She thinks these two banks could represent true picture of so-
called successful commercial banks that is why we select these banks as sample.
Different kind of appropriate mathematical, statistical, and financial tools have
been applied for analysis purpose. Correlation analysis, ratio analysis and
different diagrams and graphs are used in her research as tools and techniques.

Aryal (2008), in his study, “ Impact of NPA on commercial Bank”. Has the
main objective to analyse and identify the impact of NPA on profitability. The
others specific objective of the study are:

> To evaluate the relationship of loan and advances with total deposit and

total assets.

» To find out the level of NPA in total loan and advance and total assets
and its relationship with loan and advances, total assets and loan loss
provision.

» To find out the return on loan and advances and its relationship with loan
loss provision

» To evaluate the relationship between profit (loss) and loan loss provision.

The major findings of the study are:
> The average loan and advances to total assets ratio on NABIL, SCBNL,

EBL, NBL, RBB and NBBL are 50.38%,
29.16%,59.62%,32.25%,37.17% and 64.64% respectively during the
study period. The relatively low ratio of SCBL is the indication of risk
averse attitude of the management or they have the policy of investing
low in the risky assets like loan and advance.

» The loan and advances to total deposit of NABIL, SCBNL, EBL, NBL,
RBB and NBBL, during the study period are
58.78%,36.85%,73.79%,57.79%,70.56% and 79.42% respectively. The
NBBL has the highest average ratio but SCBNL has the relatively lower
ratio.



» The average ratio of non-performing assets to total loan and advances of
NABIL, SCBNL, EBL, NBL, RBB, and NBBL are
7.43%,4.43%,2.73%,48.83%,56.95% and 16.34% respectively. Similarly,
the means 92.57%,95.57%,97.27%,51.17%,43.05% and 83.66% of loan
and advances of NABIL, SCBNL, EBL, NBL, RBB, and NBBL are
performing loan respectively.

» The average return on total loans and advance ratio of NABIL, SCBNL,
EBL, NBL, RBB and NBBL are 4.61%,7.73%,-3.99%,-15.67%, and
1.42% respectively. The return on loan and advances revealed that RBB
seems to be failure to earn return on loan and advances.

Luitel (2010), in her study. “Analysis of Non-performing Assets of Commercial
Banks™ has select three commercial banks SCBNL, BOK, & EBL for the
analysis of non-performing Assets. The specific objectives of the study are:

» To find out the level of non-performing assets in selected commercial

bank.

» To study and find the impact of non-performing assets on the profitability
of the commercial bank.

» To find out the portion of risky assets in the total assets of the commercial
banks.

» To measure the relationship between NPA with total deposit and net
profit.

» To find out the factors leading to accumulation of non-performing assets
in commercial bank.

The major findings of the study are:
> In average the performing loan of SCBNL has covered 97.73% of the

total loans and advances, whereas the non-performing loan has covered
2.27% of the total loans and advances. Similarly, in BOK the performing
loan has occupied 96.25% and non-performing loan has covered 3.75% of
total loans and advances. And in EBL, the performing loan has
represented 98.78% and non-performing loan has represented 1.22% of
the total loan.

» The average sub-standard loan, doubtful loan and loss loan of SCBNL are
Rs. 13.66 millions, Rs. 83.07 millions, and Rs. 103.31 millions,
respectively, BOK are 81.83% millions, Rs. 44.59 millions, and Rs.
152.03 million respectively, while EBL are Rs. 7.34 millions, Rs. 9.25
millions and Rs. 104.07 million respectively.



> In average, the non-performing asset has represented 2.33% in SCBNL,
3.93% in BOK and 1.24% in EBL of the total performing loan of the
respective bank, which has indicated that BOK has more risky investment
sector than SCBNL and EBL.

> Similarly, the non-performing assets covered 0.79% of the total assets of
SCBNL, 2.40% of the total Assets of BOK. And 0.80% of the total assets
of EBL, thus implying more risky assets in BOK compared to SCBNL
and EBL.

» Likewise, the non-performing asset to total deposit of SCBNL is 0.89%
and that of BOK is 2.80%, and EBL is 0.93%, which has indicated better
loan management in SCBNL than in BOK and EBL.

> In average , SCBNL, has kept 2.98% of the total loan loss provision and
BOK has kept 3.71% of the total loans as loan loss provision and EBL
has kept 3.19% as loan loss provision. Similarly, the loan loss provision
represented 141.99% and 106.40% and 288.06% of non-performing
assets in SCBNL, BOK and EBL respectively.

> Also, the net profit to non-performing assets of SCBNL is 354.74% in
average and that of BOK is 87.39% in average and EBL is 213.52% in
average for the five year periods taken for research.

Though these studies are formed to be quite useful in their own side but the
question of NPA and cause as well as effect on various aspects empirically and
qualitatively in Nepal bank & Rastriya Banijya Bank, commercial bank is yet to
be researched. These theses are mainly focused on the condition of NPA in
Nepalese banking sectors and other policies and directives regarding this topic.
The contribution of NPA of these two banks is more than 60% on overall NPA.
Previous researchers have analyses only other commercial bank NPA problem.
None of them could address the cause and effect of NPA in profitability of these
two major commercial bank. NPA problem in these two commercial banks are
mounting regularly. The problems needed to be solved promptly. In view of
these, this study has been based on the various contributing factors that increase
NPA level in these banks specifically in Nepalese perspective and its effect on
profitability position on the banks. The methodology adopted in this research
are research design, population and sample, type and nature of data, data
gathering procedure, data processing procedure, techniques of analysis and so
on. Secondary as well as primary data are used for the purpose of the study.
Primary data is based on opinion survey, which focused on the causes of NPA
from the perspective of employees of the sampled banks.



2.3 Research Gap

There is certain gap between the present research and past research. Previous
several researches are done in the topic called Non- Performing Assets.
Previously many researches were done by using secondary data. The
information of this very research is also based on secondary data as well as
primary data, but many effective tools and techniques are used to get the desired
result as per the objective of this study. To analyze the facts financial tools as
well as statistical tools were used to get the desired objective of the study.
Financial tools include ratio analysis and the statistical tools include mean,
standard deviation, coefficient of variation, correlation of coefficient analysis
and also include trend analysis. In present context, these are the heart issue in
Nepalese commercial banks. This research will deliver the answer to the recent
guestions and it will also give the latest information about the current practices
of concerned JVBs.



CHAPTER- 111
RESEARCH METHODOLOGY

Research methodology describes the entire methodological approaches
employed in the study. It is the procedure by which researchers go about their
work of describing, explaining and predicting phenomena. Mostly in the case of
the empirical studies, the consistencies of findings are solely based on empirical
methodology it has employed. Research methodology is way to systematically
solve the research problem. It may be understood as a science of studying how
research is done scientifically. In it we study the various steps that are generally
adopted by a researcher in studying his research problem along with the logic
behind them.

3.1 Research Design

Research design is the plan, structure and strategy of investigation conceived so
as to obtain answer to research question and control variance. The plan mean
now researcher investigation collect the data structure in term controlling the
data in term of money and time. The plan mean now researcher investigators
collect the data structure in term controlling the data in term of money and time.
The formidable problem that follows that the task of defining the research
problem is the preparation of the design of the research project, popularly
known as the “Research Design”. Research design stands for advance planning
of the methods of be adopted for collecting the relevant data and the techniques
to be used in their analysis, keeping in view the object of the research and the
availability of staff, time and money ( C. R Kothari 2005:32).

The research design is the plan, structure and strategy of investigation
conceived so as to obtain answers to research questions and to control variance.
The plan is the overall scheme or program of the research.

In fact, the research design is the conceptual structure within which research is
conducted; it constitutes the blueprint for the collection, measurement and
analysis of data. Decision regarding what, where, when, how much, by what
means concerning an inquiry or a research study constitute a research design.
As such the design includes an outline of hat the researcher will do from writing
the hypothesis and its operational to the final analysis of data. Preparation of the
research design should be done with great care as any error in It may upset the
entire project. Research design, in fact has a great bearing reliability of the
result arrived at and as such constitutes the firm foundation of the entire edifice
of the research work.

In detail, the research design has main tow purposes. The first purpose is to
answer the research question or test relationship; then other second purpose of a
research design is to control variance. Thus research design is a plan of action to



be carried out in connection with a research project. This study is based on both
secondary and primary data. The requirement primary data and secondary data
have been collected from various sources covering a period of 5 (five) years for
selected Nepalese JVBs.

The study seeks to analyse the impact of NPA on profitability, NPA effects on
externally and internally. The research design of the study is therefore
combination of two major research designs i.e. description and analytical design
for secondary data and survey research for primary data. The main objective of
research design in this study is to make analysis in non-performing assets of
JVBs in Nepal and provide valuable recommendation. In other words, this
research is aimed at studying the non-performing assets of commercial banks.
This will follow analytical and descriptive research design. And it also analyses
the composition of trend of non-performing assets, loan recovery and
profitability condition of JVBs. The design for this research is made by
collection of information for different sources by using various financial
statistical tools.

3.2 Population and Sample

A total number of 6 joint ventures banks are in operation throughout the nation
in the present context. Out of the total population, only three banks, namely,
Standard Chartered Bank Nepal Limited, NABIL and Himalayan bank Limited
are selected as sample of the total population, to fulfil the objective of research.
The sample represented 50% of the total populated JVBs.

3.3 Sources of Data

Making study more reliable and justifiable, both primary and secondary data
have been used in this study. Published articles, books, newspaper, website, and
annual reports of concerned banks are the secondary sources of data. Similarly,
the responses obtained from the questionnaire from the primary data.

3.4 Data Collection Techniques

Both primary and secondary data were used in preparing this report. Whenever
the source and nature of data have been identified, the required and ( primary
and secondary) of this study have been gathered or collected from the
respondents of commercial banks and annual reports through the head office of
the concerned sample JVBs, research department of Nepal Restra Bank,
different websites have been taken for the period of five years i.e. during the
fiscal year 2005/06 to Ill rd Qtr of 2009/10. To collect the secondary data,
published materials are viewed in various spots. Books by different writers,
unpublished thesis reports, journal, magazines, internet, and AGM report of the



relevant JVBs etc are reviewed. To collect these secondary data, the researcher
visited Shanker Dev Campus library, central library, NRB library and library of
Nepal commerce campus. On the other hand, the primary data are collected
through questionnaire with the staffs of concerned JVBs.

3.5 Methods of Data Presentation and Analysis

Data are collected from various sources were in raw from, which are included
the annual financial report of concerned banks, the related publications of NRB
and relevant websites of concerned JVBs. They were classified and tabulated as
per the nature of the study and in accordance of the data. The tabulation is
specially made on the basis of their consequent five fiscal year’s data available
and need base headings such as performing loan, total NPA, Substandard Loan,
Doubtful Loan and Bad Loan. The tabulation mainly contains the calculations
of the percentage of required variables, as it is needed. The tabulation also
comprises the total Assets, Total Lending, Calculation of the Return on Total
Assets and the return on Shareholder’s Equity. Simple percentage tool was used
as arithmetical tool and Karl Person coefficient of correlation was also used as a
statistical tool.

3.6 Financial Tools Used

To achieve the objective of the study, the following financial tools have been
effectively used:

A) Composition of Loan and Advances

The loans and advances of bank is composed of performing loan and non-
performing loan. The composition of loans and advances depicts the amount of
performing loan and non-performing loan along with their respective coverage
in the total loans and advances.

Composition of Loan & Advances = performing Loan + Non performing Loan

B) Composition of Non- performing Assets

Non-Performing Assets of bank is composed of sub-standard loan, doubtful
loan and loss loan. This composition demonstrates the actual credit risk of the
bank by clearly depicting the coverage and amount of sub-standard loan,
doubtful loan and loss loan on non-performing assets.

Composition of Non performing Assets = Sub-standard loan + Doubtful loan+
Loss loan



C) Non performing Assets to Performing Loan

The non performing assets to performing loan also measures the credit risk of
financial institutions. Lower ratio is considered better, while ratio is unhealthy
to the institutions. It measures how much of the performing loan is represented
by the non-performing loan. It is calculated as follows:

NPA to performing Loan= NPA
Performing Loan

D) Non Performing Assets to total Assets

The ratio indicates the ratio between the non-performing assets and total assets.
Higher NPA to assets ratio implies the bad effects in banks performance and
decreases the profit ability of the banks whereas lower ratio implies the better
performance of the bank and increases the profitability of banks. This ratio can
be calculated as follows:

NPA to Total Assets = NPA
Total Assets

E) Non Performing Assets to Total Deposits

The main objective of the joint venture commercial banks is to collect deposit
and lend it to secure sector. The non performing assets to total deposits measure
the problem of total deposit that is having credit risk. Higher the ratio is
unfavourable and thus lower ratio is preferable. This ration is calculated as:

NPA to Total Deposits= NPA
Total Deposits

F) Loan Loss Provision to Total Loans and Advances

Each bank has to keep the loan loss provision for loan and advances as per the
direction of Nepal Rastra Bank. The loan loss provision to total loans and
advances measures the aggregate percentage of loan loss provision kept by bank
on loans and advances and thus eventually measures the security position. It is
calculated as follows:

LLP to total Loans & Advances = Loan loss provision
Total loans & Advances




G) Loan Loss Provision to Non Performing Assets

The ratio describes the proportion of provision held to non-performing assets of
the bank. The ratio measures up to what extent of risk inherent in NPA is
covered by the total loan provision. Higher ratio signifies that the banks are
safeguarded against future contingencies that may create due to nonperforming
assets. So, higher the ratio better is the financial strength of the bank. This ratio
Is calculated as follows:

LLP to NPA = Loan Loss Provision
Non Performing Assets

H) Net Profit to Non Performing Assets

The ratio indicates the proportion of the return over the non-performing loan. It
describes how efficiently the bank has employed its resources in recovering its
non-performing loan along with the interest. Higher the ratio indicates better
performing of bank and lower non-performing assets. It is calculated as follows:

Net Profit to NPA = Net Profit
Non Performing Assets

3.8 Statistical Tools

The analysis could not have been done without using the statistical tools. The
following statistical tools have been effectively utilized for data analysis.

A) Mean

Arithmetic mean or simply a mean of a set observations is the sum of all the
observations divided by the number of observation Arithmetic mean is also
known as the arithmetic average.

Let X1, X2, X3,...ccovevenne xn be the n values of the variable then their arithmetic
mean be denoted by x is defined by,

x1+x2+x3+:--+Xn
X =

n
Where, n is the number of observation.

B) Standard Deviation

The standard Deviation is the absolute measure of dispersion in which the
drawbacks present in other measure of dispersion are removed. It is said to be



the best measure of dispersion as it satisfies most of the requisites of a good
measure of dispersion. Karl person introduced the concept of standard deviation
in 1823 and denoted it by small Greek letter ‘¢’ called sigma.

C) Coefficient of Variation

The coefficient of dispersion based on standard deviation multiplied by 100 is
known as the coefficient of variation (C.V). less the C.V., more will be the
uniformity and more the C.V., Less will be uniformity. If x be the arithmetic
mean and s.d . the standard deviation of the distribution, then the C.V. is
defined by,

Coefficient of Variation (C.V) = Z

X
D) Karl Pearson’s Correlation Coefficient (r)

Correlation coefficient may be defined as the degree of linear relationship
existing between two or more variables. Two variables are said to be correlated
when the change in the value of one variable is accompanied by the change of
another variable. It is denoted by small r and is expressed as,

Correlation Coefficient (r) =

n (=% (y-¥)
Vn -0 n Ly-y)

The Karl Pearson coefficient of correlation always falls between -1 to +1. The
value of correlation in minus signifies, the negative correlation and in plus
signifies the positive correlation. If,

r=0, there is no relationship between the variables

r<0, there is negative relationship between the variables
r> 0, there is positive relationship between the variables
r=1, relationship is perfectly positive

r=-1,relationship is perfectly negative



CHAPTER -4

DATA PRESENTATION AND ANALYSIS

4.1 Data presentation and Analysis

In this chapter, data are presented and analyzed systematically to fulfill the
objectives of the study. Inferences are made according to objectives stated in
first chapter with relevant tables, figures and charts to make the data more
understandable. Different arithmetical and statistical tools are used to analyze
the data. In this chapter, efforts have been made to present and analyze the
collected data.

Nowadays, Non-performing assets have been occupying major space in bank’s
total assets and total loan. It stands around 18% in Nepalese banking sectors.
Keeping this fact into the consideration, a provision has set by Nepal Restra
Bank in F/Y 2057/58 to control the level of NPAs of Nepalese commercial
banks. According to that provision , every commercial bank has to classify its
total loan and advances (including bills purchased and discounted) as pass loan,
substandard loan, Doubtful loan and loss/Bad loan on the basis of overdue again
schedule. NRB’s directives for commercial banks 2061/62 direct commercial
banks to maintain loan loss provision to find out and control the level of NPA in
Nepalese commercial banks to maintain loan loss provision to find out and
control the level of NPA in Nepalese commercial banks in future.

In this category of loan, pass loan is called performing assets and others i.e.
substandard, Doubtful and loss loan are called Non-performing Assets.

Data for five fiscal years have been presented starting from F/Y 2005/06 to
2009/10 to study and analyse the level of NPA. In this chapter conclusion is
drawn regarding position of NPA of sample banks, various factors contributing
for NPA, impacts of NPA on profitability and other suggestive measures for the
management and mitigation of NPAs. To study about NPA ratio, analysis, trend
analysis, correlation analysis and opinion survey analysis is done.

4.1.1 Analysis of Loan & Advance, NPA & Net profit

In this chapter the loan and advances, NPA and Net profit trend and its level are
analysed of the all selected joint venture banks.



Table 4.1

Loan & Advances, Net Profit and NPA of SCBNL

(In Million)
FY 2005/06 2006/07 2007/08 2008/09 2009/10
L&A 8935.42 10502.64 13718.6 13679.79 15956.95
NPA 195.93 197.02 128.72 91.04 98.13
Net Profit 658.76 691.67 818.92 1025.11 1085.88
NPA/ L&A (%) 2.2 1.98 0.94 0.67 0.61

sources: Annual Reports of SCBNL

SCNNL has increasing trend in the loan and advances. It is one of the largest
lenders in Nepal. Whare as it NPA ratio is in decreasing trend. It has improved a
lot in the quality of the loan and Advances. The NPA ratio to total Loan and
advances ratio has dropped to 0.61% in the FY 2009/10 from 2.20% in FY
2005/06. The loan amount is also nearly doubled from 8935.42 million in FY
2005/06 to 16278.50 million in FY 2009/10. The net profit of the SCBNL is
growing significantly as SCBNL is the market leader in earning profit among
the commercial and joint ventures banks in Nepal. But in 2009/10 its Net Profit
Is Rs. 1085.88 million.




Figure 4.1

Loan & Advances, Net Profit and NPA of SCBNL
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The figure depicts the level of Loan and Advances, the level of Non
Performing Assets and the Net Profit of SCBNL during the 5Syears of study

period.
Total 4.2
Loan & Advances, Net Profit and NPA of NABIL

( In Million)
FY 2005/06 2006/07 2007/08 2008/09 2009/10
L&A 12922.54 15545.78 21365.05 27589.93 35582.91
NPA 286.68 144.51 165.98 113.31 486.28
Net Profit 635.26 673.96 746.47 1031.05 1139.09
NPA/L&A(%) |2.21 0.93 0.78 0.41 1.37

Source: Annual Reports of NABIL

Nabil is one the successful JVBs in Nepal. Likewise, SCBNL it is one of the
largest lender in Nepal. The loan and advances are in increasing trend during the




whole study period. Comparatively, its loan and advances are higher than
SCBNL. We can say it is better in its lending procedures than SCBNL. It’s NPA
and Net profit is in fluctuating trend over the study period. In FY 2005/06 its
NPA was 286.68 million and in recent year it is 339.99 million. In FY 2005/06
its net profit was 635.26 million which has increased to 1139.09 million in FY

2009/10.
Figure 4.2
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The above figure 4.2 shows the level of Loan & Advances, the level of NPA
and the trend of the Net Profit of NABIL Bank Ltd.




Table 4.3

Loan & Advances, Net profit and NPA of HBL

(In million)
FY 2005/06 2006/07 2007/08 2008/09 2009/2010
L&A 15761.98 17793.72 20179.61 25519.52 29123.75
NPA 1040.76 641 477.23 511.31 187.10
Net Profit 457.46 491.82 635.87 752.84 522.86
NPA/L&A(%) | 6.61 3.60 2.36 2.16 0.64

Source: Annual Report of HBL

HBL has increasing trend in the loan and advances where as its NPA is in
fluctuating trend. HBL is aggressive in the sanction of loan. It is one of the
highest lending banks in Nepal. But its loan quality is not satisfactory compared
ro other commercial banks operating in Nepal. It has to do a lot to improved the
quality of the loan and advances. Its NPA has dropped to 0.64% in the FY
2009/10 from 6.61% in the fiscal year 2005/06. The loan amount has increased
from the 15761.98 million in 2005/06 to 29123.75 million in FY 2009/10.

The net profit of HBL is growing slowly and steadily till 2008/09 but in the
2009/10 it has dropped to 360.97 million but will be covered in the fourth qgtr.
HBL earned 457.46 million in FY 2005/06. In FY 2009/10 it net profit is 522.86
million which is comparatively lower than last year. It will be able to reduce its
NPA and collect the NPL the net profit will go very high in the coming years.



Figure 4.3

Loan & Advances, Net Profit and NPA of HBL
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The above figure 4.3 depicts the level of loan and advances, the level of NPA

and the trend of the Net profit of Himalayan Bank Limited.




4.1.2 Analysis of Total Assets, Total Loan & Total NPA

Table 4.4
Total Assets, Total Loan and Total NPA of SCBNL

(Rs. In million)

Fiscal Year Total Assets Total Loan Total NPA
2005/06 25776.33 8935.42 195.93
2006/07 28596.69 10502.64 197.02
2007/08 33335.79 13718.60 128.72
2008/09 40066.57 13679.76 91.04
2009/10 40213.32 15956.95 98.13

Source: Annual Reports of SCB NL




Figure 4.4

Total Assets, Total Loan and Total NPA of SCBNL
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From the above table 4.4 & figure 4.4, we can depict that total assets of the
bank is in increasing trend. Likewise, total loan of the bank also is in increasing

trend and non performing assets of the SCBNL are in decreasing trend.




Table 4.5
Total Assets, Total Loan and Total NPA of NABIL

(RS. In Million)
Fiscal Year Total Assets Total Loan Total NPA
2005/06 22329.97 12922.54 144.51
2006/07 27253.39 15545.78 178.29
2007/08 37132.76 21365.05 161.09
2008/09 43867.40 27589.93 113.31
2009/10 52912.33 35582.91 486.28

Sources: Annual Reports of NABIL

From the above table 4.5 and below figure 4.5 we can say that Total Assets of
NABIL are in increasing trend which is higher than that of SCBNL. The total
loan is in increasing trend which is quite aggressive but the NPA of NABIL is
in fluctuating trend over the study period. NEBIL should give concentration in
reducing NPAs.




Figure 4.5
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Table 4.6
Total Assets, Total Loan and Total NPA of HBL
Fiscal Year Total Assets Total Loan Total NPA
2005/06 29460.39 15761.98 1040.76
2006/07 34314.87 17793.72 641
2007/08 36857.62 20179.61 477.23
2008/09 40046.69 25519.52 551.31
2009/10 43929.07 29123.75 187.10

Sources: Annual Reports of HBL




Figure 4.6
Total Assets, Total Loan and Total NPA of HBL
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The above table 4.6 & figure 4.6 reveals that the TA of HBL is in increasing
trend over the study period. Similarly the total loan and advances are in
increasing trend but NPA is in fluctuating trend over the study period. It was
decreasing till 2007/08 and then in increasing trend 2009/10.

4.1.3 Non Performing Assets to Performing Loan

This ratio measure the representation of non-performing assets on the
performing loan of the bank. The lower the ratio of non-performing assets to
performing loan, the better will be the loan management. The ratio of
nonperforming assets to performing loan of SCBNL, NABIL and HBL from the
fiscal year 2005/06 to 2009/10 is presented in the table 4.7:



Table 4.7
Non Performing Assets to Performing Loan

(In million)

SCBNL NABIL HBL

NPA | PL Ratio |NPA |PL Ratio | NPA PL Ratio
2005/06 195.93 | 9010.35 2.17 14451 | 13096.16 | 1.10 |1040.76 |14721. |7.07
2006/07 197.02 | 10593.13 | 1.86 178.29 | 1572473 |1.14 |641 i§152. 3.74
2007/08 128.72 | 13835.26 | 0.93 161.09 | 21598.37 | 0.75 |477.23 13702. 2.42
2008/09 91.04 13789.66 | 0.66 113.31 | 27774.19 | 041 |551.31 2?1968. 2.21
2009/10 98.13 16078.47 | 0.61 486.28 | 32544.69 |1.49 |187.10 2111968. 0.75
Mean 1.24 1.49 = 3.23

Sources: Annual Reports of JVBs

The Table 4.7 has depicted the ratio of non-performing assets to performing
loan of sampled banks. The table showed that the ratio of nonperforming assets
to performing loan of SCBNL is in decreasing trend, which indicated that the
increment in performing loan is comparatively higher than the increment in
nonperforming assets. The ratio has ranged from 0.61 in FY 2009/10 to 2.17 in
2005/06. Similarly, in average the non performing asset has represented only
1.24% of performing loan.

Likewise, the ratio of NABIL has also followed decreasing trend till 2008/09
and then it has increased in ratio. In average, the non-performing assets have
represented 1.49% of the performing loan.

Also, the non-performing asset to performing loan of HBL is in decreasing
trend till 2008/09. The ratio from 7.07% in the fiscal year 2003/04 to 0.75% in
the fiscal year 2009/10. In average, the non-performing asset has represented
3.23% of the total performing loan .

Comparing three JVBs on the basis of average non-performing assets to
performing loan, it can be concluded that the chances of turning total loans and
advances in non-performing loan is lowest in NABIL than in SCBNL and HBL,
as the ratio of non-performing assets to performing loan of SCBNL 1.24% is
lower than that of NABIL (1.49%) and HBL (3.23%)




The following figure shows the trend of Non performing Assets to performing
Loan of the selected JVBs over the study period.

Figure 4.7
Non Performing Assets to Performing Loan
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4.1.4 Non Performing Assets to total Assets

The ratio measures the coverage of non-performing assets to total assets of the
organization. The higher the ratio indicates higher maintenance of risky assets,
as the recovery of non performing assets is uncertain. The non-performing
assets to total assets of SCBNL, NABIL, and HBL, for the five fiscal year
periods taken for study are presented in the table 4.8



Table 4.8
Non performing Assets to Total Assets

(Rs. In million)

FY SCBNL NABIL HBL

NPA TA Ratio | NPA TA Ratio | NPA TA Ratio
2005/06 | 195.93 25776.33 0.76 14451 | 22329.97 0.64 1040.76 | 29460.39 3.53
2006/07 | 197.02 28596.69 0.69 178.29 | 27253.39 0.65 641 34314.87 1.87
2007/08 | 128.72 33335.79 0.38 161.09 | 37132.76 0.43 477.23 36857.62 1.30
2008/09 | 91.04 40587.47 0.22 113.31 | 43867.40 0.25 551.31 40046.69 1.38
2009/10 | 98.13 40213.33 0.24 |486.28 | 52912.33 0.92 187.10 43929.07 0.42
Mean 0.46 0.58 1.70

Sources: Annual Reports of JVBs

The table 4.8 shows the ratio of non-performing assets to total assets. The table
has depicted that the ratio of NPA to Total Assets of SCBNL has followed
declination in each period, which is a good indicator of loan management,
especially in case of loan recovery. The ratio is 0.76 in the fiscal year 2005/06
and slowly decreased to 0.24% in the fiscal year 2009/10. In average, SCBNL
has maintained the ratio of 0.46% in the five year periods.

Similarly, the ratio of non-performing assets to total assets of NABIL is also in
decreasing trend, except in the fiscal year 2009/10 when there is paltry
Increment in comparison to previous year. In average, 0.58% of the Total assets
of NABIL is covered by non-performing assets.

Likewise, except in the fiscal year 2009/10, the ratio of nonperforming assets to
total assets of HBL is also in decreasing trend. The ratio is 3.53%, 1.87%,
1.30% , 1.38% and 0.42% in FY 2005/06/07/08/09 and 2009/10 respectively. In
average, 1.70% of total assets are represented by NPA of HBL.

Comparing these three JVBs on the basis of NPA to total assets, it can be
considered that the SCBNL is best in comparison to that of NABIL and HBL,
since the average ratio of SCBNL (0.46) is least than that of NABIL (0.58%)
and HBL (1.70%). Also, SCBNL has most control over the non-performing
assets than NABIL and HBL, as the ratio gradually declined in each year.




Figure 4.8
Non Performing Assets to Total Assets
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4.1.5 Non-performing Assets to Total Deposit

The non-performing assets to total deposit measure the mobility of total deposit
in non-performing assets. The higher ratio indicates higher misuse of total
deposits. The ratio of SCBNL, NABIL, and HBL for the five fiscal years period
is presented in table 4.9.



Table 4.9

Non-Performing Assets to Total Deposit

(Rs. in million)

FY SCBNL NABIL HBL
NPA Total Ratio | NPA Total Ratio | NPA Total Ratio
Deposits Deposits Deposits

2005/06 | 195.93 | 23061.03 |0.85 |144.51 |19347.40 |0.75 |1040.76 | 26490.85 |3.92
2006/07 | 197.02 | 24647.02 |0.80 |178.29 |23342.29 |0.76 |641 30048.42 | 2.13
2007/08 | 128.72 | 29744 0.43 | 161.09 |31915.05 |0.50 |477.23 31842.79 | 1.50
2008/09 | 91.04 35871.72 | 0.25 |113.31 |37348.26 |0.30 |551.31 34681.35 | 1.59
2009/10 98.13 35182.72 0.28 486.28 | 46410.70 1.05 187.10 38047.58 0.49
Mean 0.52 0.67 1.93

Sources: Annual Reports of JVBs

The table 4.9 has delineated the coverage of non-performing assets on total
deposit. The table shows that ratio declined in each year in SCBNL. The ratio
was 0.85, 0.43, 0.25, and 0.28 in FY 2005/06, 2006/07, 2007/08, 2008/09 and
2009/10 respectively. It has shown the declined in ratio till 2008/09 and slightly
increase in 2009/10 than previous year i.e. from 0.25% to 0.28%. in average,
SCBNL has mobilized 0.52% of its total deposits in non-performing assets.

Likewise, the ratio of non-performing assets to total deposit of NABIL and
HBL is in fluctuating trend over the study period. The ratio of HBL has
decreased for the first three years and than it has increased in later two years. In
average, the ratio of total deposit mobilization in non-performing assets is
1.93% about NABIL in Average, 0.67% of the total deposit of HBL has turned
into non performing assets. HBL should take some take some effective steps to
reduce its NPA.

Comparing three sampled banks on the basis of non-performing assets to total
deposit, it can be concluded that the total deposit of SCBNL has been
effectively utilized in higher secured sector than that of NABIL and HBL, as the
ratio of non-performing assets to total deposit of SCBNL (0.52%) is least in
comparison to that of NABIL (0.67%) and HBL (1.93%).
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4.1.6 Net Profit to Non-performing Assets

This ratio shows the relationship of non-performing assets with the net profit of
the company. The higher the non-performing assets, the lower will be the net
profit. The net profit to non-performing assets of SCBNL, NABIL and HBL for
the five years period are presented in the table 4.10



Table 4.10
Net profit to Non- performing Assets

FY SCBNL NABIL HBL

NP NPA Ratio NP NPA Ratio NP NPA Ratio

2005/06 | 658.76 | 195.93 | 336.22 | 635.26 | 14451 | 439.60 | 457.46 | 1041 43.95

2006/07 | 691.67 | 197.02 | 351.06 |673.96 |178.29 |378.01 |491.82 |641 76.73

2007/08 | 818.92 | 128.72 | 636.20 | 746.47 | 161.09 | 463.39 |635.87 |477.23 | 133.24

2008/09 | 1025.11 | 91.04 1126 1031.05 | 113.31 | 909.94 | 752.84 | 551.31 | 136.55

Iird Qtr | 1085.87 | 98.13 1106.56 | 1139.10 | 486.28 | 234.25 | 522.86 | 187.10 | 279.45
2009/10

Mean 711.20 485.04 133.98

Sources: Annual reports of JVBs

The table 4.10 represents the ratio of net profit to nonperforming assets. The
table shows that in SCBNL the ratio is in increasing trend, since the net profit
amount is in increasing trend and the non-performing assets is in decreasing
trend. The ratio has ranged from 336.22% in the fiscal year 2005/06 to
1106.56% in the fiscal year 2009/10. In average, the net profit has represented
711.20% of the non performing assets. Thus, it can be inferred that
nonperforming assets has inverse relationship with the net profit of SCBNL.
Likewise in NABIL, the net profit amount is in increasing trend and the
nonperforming assets is in decreasing trend till 2008/09, as a result the ratio of
net profit on non-performing assets is in increasing trend. The ratio is highest,
909.94% in the fiscal year 2008/09 and lowest,234.25% in the fiscal year
2009/10. In average, the net profit represented 485.04% of the total non-
performing assets.

However in HBL, there is no such perfect inverse synchronization between net
profit and non-performing assets. Since, the ratio of net profit to nonperforming
assets has increased even in the increment in non performing assets. This
seemed that nonperforming assets is not the only sole factor to deteriorate the
net profit. The ratio has ranged from 279.45% in the fiscal year 2009/10 to
136.55% in 2008/09. And in average, the net profit of HBL represented
133.98% of the total non-performing assets.
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4.1.7 Loan Loss Provision to Non-Performing Assets

The non-performing assets is considered much risky than the performing loan
and finally affects the financial performances of the company. This, to remain
secure each bank has to keep more portions of the non performing assets, 25%
of sub-standard loan, 50% of doubtful loan and 100% of loan loss provision.
The loan loss provision to non-performing assets measures the aggregate
representation of loan provision on non-performing assets. The ratio of SCBNL,
NABIL and HBL for the five year periods is presented in the table 4.11.



Table 4.11
Loan Loss Provision to Non-Performing Assets

FY SCBNL NABIL HBL

LLP NPA Ratio LLP NPA Ratio LLP NPA Ratio

2005/06 | 270.86 | 195.93 | 138.24 | 356.24 | 14451 | 246.51 | 1119.41 | 1040.76 | 107.56

2006/07 | 287.51 | 197.02 | 145.93 |357.25 | 178.29 | 200.37 |795.73 | 641 124.14

2007/08 | 245.39 | 128.72 | 190.63 | 394.41 | 161.09 |244.84 |682.09 |477.23 | 142.93

2008/09 | 200.95 | 91.04 220.73 | 409.08 |113.31 |361.03 |726.36 |551.31 | 13175

2009/10 | 219.63 | 98.13 223.81 | 762.09 |486.28 | 156.71 | 1143.12 | 187.10 | 610.97

Mean 183.87 281.19 223.47

Sources: Annual Reports of JVBs

The table 4.11 depicts the ratio of loan loss Provision on non-performing assets.
The table delineates that the ratio of loan loss provision on non-performing
assets of SCBNL has increased during the five year periods taken for study. The
loan loss provision kept is 138.24%, 145.93%, 190.63%, 220.73% and 223.81%
of the total nonperforming assets in the fiscal year 2005/06, 2006/07, 2007/08,
2008/09 and 2009/10 respectively. In average, SCBNL has provisioned
183.87% of the non-performing assets as loan loss provision.

Similarly, the loan loss provision kept by NABIL is in fluctuating trend and thus
IS 246.51% in the fiscal year 2005/06, which has decreased to 200.37% in the
fiscal year 2006/07, again has increased to 244.84% in the fiscal year 2007/08
and to 361.03% in the fiscal year 2008/09 and finally has decreased to 156.71%
in the fiscal year 2009/10 of the total non-performing assets. In average, NABIL
has kept 281.19% of the non-performing assets as loan loss provision.

Loan loss provision of HBL is also in fluctuating trend over the study period
and its average ratio is 223.47% comparatively it is lower than others banks
ratio.

Comparing the JVBs, it can be concluded that NABIL has remained most
secured from non-performing assets in comparison to SCBNL and HBL, since
the loan loss provision to non-performing assets of NABIL (281.11%) is highest
in comparison to that of HBL (223.47%) and SCBNL (183.87%).
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4.1.8 Loan Loss Provision to Total Loans and Advances

As per the direction of NRB, each bank has keep 1% of the pass loan 25% of
the sub-standard loan, 50% of the doubtful loan and 100% of the loss loan as
provision. The loan loss provision to total loan and advances measures the
aggregate provision kept by the bank. The loan loss to total loans and advances
of SCBNL, NABIL and HBL for the five consecutive years is presented in table
4.12.



Table 4.12
Loan Loss Provision to Total Loan & Advances

FY SCBNL NABIL HBL

LLP LA Ratio | LLP LA Ratio | LLP LA Ratio

2005/06 | 270.86 | 8935.42 | 3.03 356.24 | 12922.54 | 2.76 1119.41 | 15761.98 | 7.10

2006/07 | 287.51 | 10502.64 | 2.73 357.25 | 15545.78 | 2.30 795.73 | 17793.72 | 4.47

2007/08 | 245.39 | 13718.60 | 1.79 394.41 | 21365.05 | 1.85 682.09 | 20179.61 | 3.38

2008/09 | 200.95 | 13679.76 | 1.46 409.08 | 27589.93 | 1.48 726.36 | 25519.52 | 2.85

2009/10 | 762.09 | 15956.95 | 4.77 762.09 | 35582.91 | 2.14 1143.13 | 29123.75 | 3.92

Mean 2.75 2.11 4.34

Sources: Annual Report of JVBs

The table 4.12 shows the ratio of loan loss provision kept on total loan. The
table shows that the loan loss provision of SCBNL has followed decreasing
trend in each year compared to the previous year. This might be due to good
loan management policy adopted by the bank. The ratio is 3.03% in the fiscal
year 2005/06 which has decreased to 1.46% in 2008/09. The decreasing trend of
loan loss provision indicates that the amount of pass loan and restructured loan
Is comparatively higher than sub-standard, doubtful and loss loan in SCBNL. In
average, SCBNL kept 2.75% of its total loan loss provision.

Similarly, the ratio of loan loss provision to total loan in NABIL has also
followed decreasing trend in the five consecutive fiscal year. The ratio is 2.76%
in the fiscal year 2005/06, which followed decreasing trend and finally reached
at 2.14% in FY 2009/10. In average, NABIL has maintained 2.11% of the total
loan as loan loss provision.

Following the decreasing trend of other two JVBs HBL also maintained its loan
loss provision to total loan and advances ratio in decreasing trend which is good
for any banks. The highest ratio was 7.10% in 2005/06 and lowest is 3.92% in
2009/10. HBL has kept 4.34% of the total loan and advances as loan loss
provision.

Comparing the banks on the basis of loan loss provision to total loan
disbursement, it can be concluded that NABIL has better coverage of pass loans
and restructure loan on total loan as the average ratio of loan loss provision of
NABIL (2.11%) is lowest in comparison to that of SCBNL (2.75%) and HBL




(4.34%). However, HBL is remained most success to make a wide reduction in
the ratio.
Figure 4.12
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4.2 Correlation Analysis

In this section the relationship between nonperforming Assets and Net Profit,
NPA and Total Loan, Net Profit and Loan and Advances are analysed and the
data and information are depicted. Correlation coefficient measure the relation
between two or more variables. It also measures the extent to which one
variable affects the other one. The correlation coefficient lies between +1 and -
1. The +1 coefficient indicates that the variables are perfectly positively
correlated and -1 coefficient indicates that variables are perfectly negatively
correlation and if the correlation coefficient is 0, it means that the variables are
not related to each other.

The negative correlation indicates that the increase in value of one variable
leads to decrease in the value of the others variables. The positive correlation
indicates that their increase in the value of one variable leads to increase in the
value of the other variable also. The number indicates the degree of correlation
between the variables.

Correlation coefficient of different dependent and independent variables are
tried to analyze to find out the relation of these variables in different years. The
statistical tool correlation analysis is preferred in this study to identify



relationship between NPA and Net Profit, NPA and total loan and loan loss
provisioning to find out whether the relationship is significant or not.

4.2.1 Correlation between NPA & Net Profit
The correlation between the ratio of NPA and Net Profit is analysed to find out

what type of relationship does exist between these two entities of individual
joint Venture Banks.

Table 4.13
Correlation Coefficient between NPA & Net Profit
JVBs SCBNL NABIL HBL
Correlation -0.95 0.63 -0.33

Coefficient

Source: Annex Il

The correlation coefficient between the NPA and Net Profit of all the JVBs are
negative. It means the NPA and Net Profit have inverse relationship, that means
when the NPA is high the net profit will decrease and when the NPA decrease
the net profit increase.

SCBNL has the highest degree of inverse correlation between the NPA and net
profit i.e. (-0.95%) and similarly, NABIL has 0.63 which shows the lowest
degree of inverse correlation between the NPA and Net Profit followed by
Himalayan Bank limited.

4.2.2 Correlation Coefficient between NPA and Loan Loss Provisioning

Loan loss provisioning is the vehicle for adjusting the degradation of quality of
loan which could arise from the reduction in quality of loan. In general more
NPA means more amount of operating profit to set aside for loan loss
provisioning resulting decrease in portion of net income. In other aspects, more
loan loss provisioning reflects that adequate cushion is maintained to protect the
banks from the loss of degradation of their loans. It is found that there + or —
correlation between NPA and loan loss Provisioning under study.




Table 4.14
Correlation Coefficient between NPA & Loan Loss provisioning

JVBs SCBNL NABIL HBL
Correlation 0.97 0.96 0.097
Coefficient

Source: Annex |1

The correlation coefficient between the NPA and LLP of all the JVBs are
positive. It means the NPA and LLP have positive relationship.

From the above table 4.14 we can say that NPA and LLP of SCBNL is highly
positively correlated i.e. 0.97. it indicates that there is positive relationship
between NPA and Loan loss provisioning of SCBNL It means that when NPA
level of the bank is increased loan loss provisioning is also increased and vice
versa. NPA level seems to rise with the rise in the volume of loan loss
provisioning.

4.2.3 Correlation Coefficient between NPA and Total Loan

As the NPA is the part of loans which is not performing well, It is necessary to
analyse the correlation between total loans and NPA. Positive correlation
indicates that nonperforming assets are simultaneously increases with the
increases of loan portfolio. Negative correlation indicates decrease in
nonperforming assets even loan portfolio increases and vice versa.

Total 4.15
Correlation Coefficient between NPA and Total Loan
JVBs SCBNL NABIL HBL
Correlation -0.92 0.72 -0.85
Coefficient

Source: Annex |1

From the above table we can conclude that there is negative relationship
between credit expansion and NPA level of SCBNL & HBL. It means that when
loan portfolio is increased, NPA level is decreased and vice versa. NPA level
seems to decrease with the rise in the volume of total loan.




Regarding NABIL, the correlation coefficient is 0.72 which is highly positive. It
indicates that there is positive relationship between NPA and Total loan of
NABIL. It means that when loan portfolio is increased, NPA level of the bank is
also increased and vice versa. NPA level seems to rise with the rise in the
volume of total loan. It can be concluded that NPA cannot be avoided but they
can be reduced and mitigated in order to maintain the quality of loan portfolio.

4.2.4 Comparative Performing of Sample joint Venture Banks

Table 4.16
Comparative Performance of Sample joint Venture Banks
FY 2008/09 2009/10
JVBs L& A NPA | NP LLP |L&A NPA | NP LLP
SCBNL | 13679.76 | 91.04 | 1025.11 | 200.95 | 15956.95 | 98.13 | 1085.87 | 219.62
NABIL | 27590 113.31 | 1031.05 | 409.08 | 35582.91 | 486.21 | 1139.10 | 762.10
HBL 25520 551.31 | 551.31 | 726.36 | 29123.75 | 187.10 | 522.86 | 1143.13

Source: Annual reports of JVBs

In the FY 2008/09, NABIL earned the highest net profit followed by the
SCBNL, HBL is the lowest income earner among the sample joint ventures
banks in 2008/09 and in the following years as well. In the FY 2009/10, SCBNL
Is the highest net profit earner among the entire sample banks i.e. Rs. 1085.87
million.

Loan Loss provision is the fund set aside to minimize the effect of possible loan
losses of the banks. The loan loss is directly related to NPA. Among the sample
JVBs, SCBNL has the lowest NPA hance it has lowest provision for loan loss.
HBL which has the highest NPA has highest loan loss provision. Due to high
NPA large sum has to be set aside for provision, due to which its loan able fund
decreases affecting its revenue. NABIL has the second highest amount set aside
for loan loss provision. Its NPA is also second highest after SCBNL. But due to
its highest loan and advances its profit is also high. Its NPA is comparatively
high.




From the view point of loan loss provision, NPA and Net profit, SCBNL is the
best among the sample JVBs. From the view point of loan & Advances, NABIL
Is the best among all the JVBs in FY 2008/09 and in FY 2009/10 too. HBL
needs to give special effort to uplift its condition as comparison to other sample
JVBs because its Loan Loss provision is very high.

Figure 4.13
Comparative Performance of Sample Joint Ventures Banks in FY 2008/09
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Figure 4.14
Comparative Performance of Sample Joint Venture Banks in FY 2009/10
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4.3 Result Section of Questionnaire (Primary Data Analysis)

For the purpose of collecting primary data, a questionnaire having a set of 8
questions were prepared and presented to 40 respondents. The respondents were
selected randomly from shareholders, Borrowers and Employees. The question
1 to 8 contained objective question. The targeted 40 respondents were
composed by 10 shareholders, 15 borrowers and 15 employees. Out of 40
guestions distributed, responses from only 32 personnel obtained, which
represented 80% of the total populated questions. Among the 32 respondents, 9
were shareholders, 12 were borrowers and 11 were employee of SCBNL,
NABIL, and HBL.



4.3.1 Loan Floatation Basis

Table 4.17
Loan Floatation Basis

Basis Responses Total

Shareholder | Borrower Employee | Responses | %
Borrower’s | 2 4 5 11 35
Financial
strength
Collateral 4 6 5 15 47
value
Monitoring |1 1 0 2 6
&
controlling
Nature of 1 1 1 3 9
Guarantor
Portfolio 1 0 0 1 3
management
Total 9 12 11 32 100

Source: Annex |

The table 4.17 shows that the majority of the respondents have stared that the
collateral value should be given more consideration while disbursing loan. Out
of the 32 respondents, 15 respondents (47%), have supported this option. Beside
collateral value, 35% of the respondents, 11 out of 32, have opined that
evaluation borrower’s financial strength should be the main basis while floating
loan. Similarly, 9% of the respondents (3 out of 32), 6% of the respondents (2
out of 32) and 3% of the respondents (1 out of 32) have affirmed that nature of
guarantor, monitoring and controlling and portfolio of loan management
respectively should be the main basis for loan floatation.




Figure 4.15
Loan Floatation Basis
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4.3.2 Interest Reasons For Turning Bad Loan

To know the internal reasons that turn out the good loan into bad loan, the
respondents have been asked on this regard. The responses obtained from the
respondents have been presented in table 4.18:



Figure 4.18
Internal reasons for turning Bad Loan

Basis Responses Total

Shareholder | Borrower | Employee | Responses | %
Mismanagement | 1 0 1 2 6
Borrower bad 3 7 3 13 41
intention
Lack of 0 1 2 3 9
portfolio
management
Shortfall on 3 1 2 6 19
security
Week legal 0 0 2 2 6
provision
Ineffective 2 3 1 6 19
credit Policy
Total 9 12 11 32 100
Source: Annex |

Figure 4.16
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The table and figure shown that the majority of the respondents, 13 out of 32
(41%) have strongly affirmed that the bad intention of borrower turns the loan
into bad loan. Similarly, 6 respondents (19%) have said that overvaluation of
security and ineffective credit policy of the bank each is equally responsible for
turning loan into bad loan. However, 3 respondents (9%) have stated that lack
of good portfolio loan management is responsible for bad loan, while 2
respondents each (6%) opined that mismanagement and weak legal provisions
are responsible for formation of bad loan. Considering the majority of each
category, 3 out of 9 shareholders, 7 out of 12 borrowers, 3 out of 11 employees
and the overall majority, 13 out of 32 respondents, it can be concluded that the
borrowers bad intention is the major reason for turning bad loan.

4.3.3 External Reasons for Turning Bad Loan
Similarly, to know the external reason that provokes the loan to turn into

bad loan, the respondents have been asked to express their view. The
responses obtained from them have been presented in the Table 4.19:

Table 4.19
External Reasons for Turning Bad Loan

Basis Responses Total

Shareholder | Borrower Employee | Responses | %
Economic & |3 5 3 11 34
industrial
Recession
Conservation | 0 1 0 1 3
Provision
Inconsistent |1 2 1 4 13
Gov. Policy
Lack of 5 4 7 16 50
NRBs
Monitoring
Total 9 12 11 32 100

Source : Annex |




Figure 4.17
External Reasons for Turning Bad Loan
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The table 4.19 and figure 4.17 shows that the majority of the respondents, 16
out of 32, half of the total respondents, have opined that the lack of NRBs
monitoring and supervision is the main reason behind turning loan into bad
loan. Likewise, 1llrespondents, 34% of total respondents, have said that
recession in economy and industry causes loan to turn bad. However, 3% of the
respondents, 1 out of 32 and 13% of the respondents, 4 out of 32, have stated
the conservative provision for loan and inconsistent government policy are the
majority of the shareholders, 5 out of 9 and the majority of employee. 7 out of
11 have supported lack of NRBs proper monitoring and supervision are the
main reason, while the majority of the borrowers have stated that economic and
industrial recession is the main reason for bad loan. Eventually on the basis of
overall majority it can be considered that lack of NRBs proper monitoring and
supervision is the main external reason that causes loan to turn bad.

4.3.4 Sector Covering More Default Loan

To control the process of turning good loan into bad, it is essential to know the
major sector defaulting loan. Hence to examine the major sector that covers
more default loan, the respondents are asked to express their opinions. The
responses achieved from them have been presented in the Table 4.20



Table 4.20
Sector Covering More Default Loan

Basis Responses Total

Shareholder | Borrower Employee | Responses | %
Household |2 4 3 9 28
Business 4 2 5 11 34
Agriculture |3 6 3 12 38
Total 9 12 11 32 100

Source: Annex |

The table 4.20 depicts that the majority of the respondents, 12 out of 38, have
pointed out that agricultural sector covers the more default loan. While, 34% of
the respondents, 11 out of 32, have opined that business sector covers more
default loan and 28% of the respondents, 9 out of 32, have stated that household
covers more default loan. Similarly, looking each category the majority of the
shareholders, 4 out of 9 and majority of the employees, 5 out of 11, strongly
support that business sector covers more default loan. However, the majority of
the borrowers, 6 out of 11, have said that agriculture sector covers more default
loan. Eventually, considering the overall majority, 38% of the respondents, it
can be concluded that agriculture sector is more risky while recovering loan
than household and business sector.




Figure 4.18
Sector Covering More Default Loan
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4.3.5 Effect of NPA on Financial Health of Bank

To investigate whether Non-performing Assets actually affects the financial
health of bank or not, the respondents are asked to opine their feeling the
responses obtained through questionnaire are presented in the Table 4.21.

Table No 4.21
Effect of NPA on Financial Health of Bank

Basis Responses Total

Shareholder | Borrower Employee | Responses | %
Yes 8 8 10 26 81
No 1 1 0 2 6
Don’t 0 3 1 4 13
Know
Total 9 12 11 32 100

Source: Annex |




Figure 4.19
Effect of NPA on Financial Health of Bank

Above table and figure delineates that the 81% of the respondents, 26 out of 32,
are in the view that NPA has direct on the financial health of the bank, whereas
only 6% of the respondents, 2 out of 32, are in the view that NPA has no effect
in the financial health of the company, and 13% of the respondents, 4 out of 32,
have remained neutral on this query. Also, the majority of each category, 8 out
of 9 shareholders, 8 out of 12 borrowers and 10 out of 11 employees are in the
view that NPA has direct impact on the financial performance of the company.
So, embracing the majority of each category and the whole majority, it cannot
be denies with the fact that NPA has direct Influence on the financial health of
the bank.

4.3.6 Degree of Effect of NPA on Banking Industry
To know the degree of effect that NPA has on banking industry, the respondents

are asked to express their view. The responses obtained from them have been
presented in the table 4.22.



Table 4.22
Degree of Effect of NPA on Banking Industry

Basis Responses Total
Shareholder | Borrower Employee | Responses | %

Not 0 0 0 0 0

affected

Nominally |0 1 2 3 9

affected

Moderately |6 4 5 15 47

affected

Severely 3 7 4 14 44

affected

Total 9 12 11 32 100

Source: Annex |

Figure 4.20
Degree of Effect of NPA on Banking Industry
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Above table and figure demonstrates that 47% of the respondents, 15 out of 32,
have stated that the banking industry has been moderately affected by the
problem of NPA. Similarly, 44% of respondents, 14 out of 32, have said that the
problem of NPA has severe effect on the banking industry. Also, 9% of the
respondents, 3 out of 32, have stated that the banking industry had been




nominally affected by the problem of NPA. Looking each category, the majority
of the shareholders, 6 out of 9 and the majority of the employees, 5 out of 11,
have stated that banking industry has been moderately affected by NPA.
However, the majority of the borrower, 7 out of 12, state that the banking
industry has been severely affected by the problem of NPA. Finally, considering
the overall majority, 15 out of 32, it can be concluded that NPA has moderate
effect on banking industry.

4.3.7 Best measures to resolve NPA Problem

To solve the NPA problem has become the greatest challenge of today’s
banking industry to reduce the credit risk. Hence, to know what measures can
be taken for resolving the NPA problem, the respondents are asked on this
regard. The solution achieved from them has been presented in the Table 4.23

Table 4.23
Best measures to resolve NPA Problem

Basis Responses Total

Shareholder | Borrower Employee | Responses | %
Strict 4 6 3 13 41
Recovery
policy
New rules |0 1 2 3 9
&
regulations
Monitoring | 2 3 4 9 28
Rebate for |3 2 2 7 22
timely
payment
Total 9 12 11 32 100

Source: Annex |

The table 4.23 depicts that 41% of the respondents, 13 out of 32 sought that the
adoption of strict recovery policy can only reduce the problem of NPA.
Similarly,28% of respondents, 9 out of 32.22% of the respondents, 7 out of 32,
and 9% of the respondents, 3 out of 32, have opined that monitoring of
borrowers activities, providing rebate for timely payment and introduction of
new rules and regulations regarding NPA respectively can reduce the problem
of NPA. Looking each category, the majority of shareholders, 4 out of 9, and




the majority of borrowers, 6 out of 12, have suggested adoption of strict
recovery policy, while the majority of the employees, 4 out of 11, have
suggested monitoring of borrowers activities can reduce the NPA problem.
Finally, considering the majority of the respondents, 13 out of 32, it can be
concluded that adoption of strict recovery policy is the best option for reducing
NPA.

Figure 4.21
Best measures to resolve NPA Problem

—New rules &

regulations
9%

4.3.8 Best Time to Follow up after Due date

To examine the best time within which the bank should follow up for recovery
after due date, the respondents have been asked on this regard. The responses
obtained from them have been presented in the Table 4.24.



Table 4.24
Best Time to Follow up after Due date

Basis Responses Total

Shareholder | Borrower Employee | Responses | %
Within a 2 1 3 6 19
week
Withintwo |4 3 6 13 41
week
Within a 3 6 2 11 34
month
After one 0 2 0 2 6
month
onwards
Total 9 12 11 32 100
Source : Annex |

Figure 4.22

Best Time to Follow up after Due date

After one month
onwards

6%

within two week
41%

The table 4.24 and figure 4.22 demonstrates that 41% of the respondents, 13 out
of 32, are in the view that banks should follow up for recovery within two week
after due date. Similarly, 34% of respondents, 11 out of 32, have opined that




within a month after due date will be the best time that the bank should start for
recovery. Also, 19% of the respondents, 6 out of 32 and 6% of the respondents,
2 out of 32, opine that within a week and after one month onward respectively
will be the best time for follow up. Looking each category, the majority of
shareholders, 4 out of 9 and majority of employees, 6 out of 11, have supported
within two weeks, whereas the majority of borrowers, 6 out of 12, have
supported within a month for follow up after due date. Eventually, considering
the overall majority, it can be concluded that within two weeks after the
matured date of loan will be the best time for bank to follow up for recovery
process.

4.4 Major Finding

Present study based on the analysis has drawn important results. Findings of
present analysis are very important for academician and researchers. Nepalese
banking sectors in recent days are facing the several problems with increasing
number of NPA. With the level of increasing NPA profitability performance of
the bank has badly affected. To find out the cause of increment of NPA in
commercial banks basis of loan flotation procedure, it has tried to sort out
follow up practice carried out by the bank for recovery of overdue loan
outstanding, internal responsible factor causing NPA growth as well as external
factor that has significant impact for NPA growth. On the basis of both primary
and secondary data analysis, the following major findings have been drawn up:

4.4.1 Finding from Secondary data Analysis:

> In average, the Non performing Assets of SCBNL has covered 1.24% of
the performing loan. Similarly, in NABIL the NPA has covered 1.49% of
the performing loan. And NPA of HBL has covered 3.23% of its
performing loan. So comparing three JVBs on the basis of average non-
performing assets to performing loan, it can be concluded that the
chances of turning total loans and advances in non-performing loan is
lowest in NABIL than in SCBNL and HBL, as the ratio of non-
performing assets to performing loan of SCBNL (1.24%) is lowest than
that of NABIL (1.49%) and HBL (3.23%).

» SCBNL is best comparison to that NABIL and HBL, since the average
ratio Non-performing assets to Total Assets of SCBNL (0.46%) is least
than the NABIL (0.58%) and HBL (1.70%). Also, SCBNL has most
control over the non-performing assets than NABIL and HBL, as the ratio
has gradually declined in each year.



On the basis of non-performing assets to total deposit ratio, it can be
concluded that the total deposit of SCBNL has been effectively utilized in
higher secured sector than that of NABIL and HBL, as the average ratio
of non-performing assets to total deposit of SCBNL (0.52%) is least in
comparison to that of NABIL (0.67%) and HBL (1.93%).

Similarly the net profit to non-performing assets of SCBNL, is 711.20%
in average and that of NABIL is 485.04% in average and HBL is
133.98% in average for the five year periods taken for research.

NABIL has remained most secured from non-performing assets in
comparison to SCBNL and HBL, since the loan loss provision to non-
performing assets of NABIL (281.19%) is highest in comparison to that
HBL ( 223.47%) and SCBNL (183.87%).

Regarding the Loan Loss Provision to total Loan & Advances, it can be
concluded that NABIL has better coverage of pass loans and restructured
loan on total loan as the average ratio of loan loss provision of NABIL
(2.11%) is lowest in comparison to that of SCBNL (2.75%) and HBL
(4.34%). However, HBL is remained most success to make a wide
reduction in the ratio.

If we about the total loan and advances, net profit of the sample JVBs;
SCBNL’s net profit and loan are increasing each year and regarding
NPA, it is decreasing each year which is very good for any banks. HBL
too has increasing trend in the loan and advances where as its NPA is in
fluctuating trend. HBL is aggressive in the sanction of loan. It is one of
the highest leading banks in Nepal. But its loan quality is not satisfactory
compared to others sample banks. It has to do a lot to improve the quality
of the loan and advances. The net profit of HBL is growing slowly and
steadily till 2008/09 and has dropped there after NABIL is one the
successful JVBs in Nepal. Comparatively, its loan and advances are
higher than SCBNL. We can say it is better in its leading procedures than
SCBNL. Its NPA and Net Profit is fluctuating trend over the five years
study period.



» There exists negative correlation between NPA and net profit of the entire
sample JVBs. It means the NPA and net profit have inverse relationship.
That means when the NPA is high the net profit will decrease and when
the NPA decreases the net profit increase. SCBNL has the highest degree
of inverse correlation between the NPA and net profit i.e. (-0.95) and
similarly, NABIL has (0.63) which shows the lowest degree of inverse
correlation between the NPA and net profit followed by Himalayan Bank
Limited.

» The correlation coefficient between the NPA and LLP of all the JVBs are
positive. It means the NPA and LLP has positive relationship. From the
study, we can say that NPA and LLP of SCBNL is highly positively
correlation i.e. 0.97. it indicates that there is positive relationship between
NPA and loan loss provision of SCBNL it means that when NPA level of
the bank is increased loan loss provisioning is also increased and vice
versa. NPA level seems to rise with the rise in the volume of loan loss
provisioning.

> There is negative relationship between credit expansion and NPA level of
SCBNL & HBL. It means that when loan portfolio is increased, NPA
level is decreased and vice versa. Regarding NABIL, the correlation
coefficient is 0.72% which is highly positive. It indicates that there is
positive relationship between NPA and total loan of NABIL. It means
that when loan portfolio is increased, NPA level of the bank is also
increased and vice versa. NPA level seems to rise with the rise in the
volume of total loan. It can be concluded that NPA cannot be avoided but
they can be reduced and mitigated in order to maintain the quality of loan
portfolio.

4.4.2 Major Finding from Primary data Analysis

> 47% of the respondents are the view that the collateral evaluation should
be the main basis to be considered while disbursing loan.

> Similarly, 41% of the respondents, 13 out of 32, have stated that bad
intention of borrower is the main internal reason that provokes the loan to
turn out into bad. Further, lack of NRBs proper monitoring and



supervision is the major external reason that turns loan into bad. About
50% of the respondents, 16 out of 32, chose this option.

> 38% of the respondents have said that agricultural is the major sector that
covers more default loan. Similarly, 34% of the respondents and 28% of
the respondents have claimed business and household respectively that
covers default loan.

> About 81% of the respondents, 26 out of 32, have opined that NPA has
effect on the financial health of the banks. Similarly, 47% of the
respondents, 15 out of 32, have stated that the banking industry has been
moderately affected by the problem of NPA.

> finally, 41% of the respondents, 13 out of 32, have suggested adoption of
strict recovery policy to reduce the problem of non-performing loan and
the same percentage of the respondents suggested within two weeks after
the due date will be the best time to follow up for loan recovery.



CHAPTER -V
SUMMARY, CONCLUSION AND RECOMMENDATIONS

This chapter is the final chapter of the study which consists of the summary,
conclusion and recommendation from earlier analysis. As mentioned in the
objectives of the study this chapter summarizes the problems area with regards
to management of NPA and various impacts of NPA.

5.1 Summary

A strong banking sector is important for flourishing economy. The failure of the
banking sector may have an adverse impact on other sector. Non-performing
assets are one of the major concerns for banks in Nepal. NPA reflect the
performance of banks. A high level of NPA suggest high probability of large
number of credit defaults that affect the profitability and net-worth of banks and
also erodes the value of the asset. The NPA growth involves the necessity of
provisions, which reduces the overall profit and shareholders' value.

The problem of NPAs not only affects the banks but also the whole economy.
The fact high level of NPAs in Nepalese banks is nothing but reflection of the
state of health of the industry and tread. Non-performing assets/loan are those
loans which do not repay principle and interest on time to the banks. According
the NRB directive, sub-standard, doubtful and loss loans are the nonperforming
loan. Higher non-performing assets can be a cause to decrease profit of the
commercial banks. As the provisioning required as NRB circular is very much
stick, major chuck of operating profit has been allocated for maintaining loan
loss provisioning.

The main objective behind making this study is to analyse the trend of non-
performing assets in joint Ventures Commercial Banks of Nepal, which
elaborates whether JVBs are efficient in managing credit and how NPAs play its
role to the operations of the banks. To achieve the objective both primary data
and secondary data have been analysed. Further, books, articles and past
Masters research works are reviewed in the research. With regard to secondary
data, three JVBs i.e. SCBNL, NABIL and HBL are taken as sample. The data
collected from various sources are recorded systematically and presented in
appropriate from of tables and charts and appropriate mathematical, statistical
and graphical tools have been applied to analyse the collected data in a suitable
manner. The data of five consecutive years of the three JVBs have been
analysed to meet the objectives of the study.



5.3 Conclusion

From the above analysis it is found that SCBNL is best in comparison to that of
NABIL and HBL in regarding the NPA to total Assets, since the average ratio
of SCBNL (0.46%) is least than that NABIL (0.58%) and HBL (1.70%). Also
SCBNL has most control over the non-performing assets than NABIL and HBL,
as the ratio gradually declined in each year.

From this research work carried out, we can conclude that the chances of
turning total loans and advances in non-performing loan is lowest in SCBNL
than in NABIL and HBL, as the ratio of non-performing assets to performing
loan of SCBNL (1.24%) is lower than that of NABIL (1.49%) and HBL
(3.23%). Over the study period.

We can conclude that, total loan and advances, net profit of the sample JVBs
SCBNL’s net profit and loan are increasing each year and regarding NPA, it is
decreasing each year which is very good for the banks. HBL too has increasing
trend in the loan and advances where as its NPA is in fluctuating trend. HBL is
aggressive in the sanction of loan. It is one of the highest leading banks in
Nepal. But its loan quality is not satisfactory compared to other sample banks. It
has to do a lot to improve the quality of the loan and advances. The net profit of
HBL is growing slowly and steadily till 2008/09 and has picked there after.
NABIL is one of the successful JVBs in Nepal. Comparatively, its loan and
advances is higher than SCBNL. We can say it is better in its lending
procedures than SCBNL. It’s NPA and Net Profit is in Fluctuating trend over
the five years study period.

The statistical analysis aids to conclude that three exists negative correlation
between NPA and net profit of the entire sample JVBs. It means the NPA and
net profit have inverse relationship, that means when the NPA is high the net
profit will decrease and when the NPA decreases the net profit increases.
SCBNL has the highest degree of inverse correlation between the NPA and Net
profit i.e. (-0.95%) and similarly, NABIL has (0.63%) which shows the lowest
degree of inverse correlation between the NPA and Net profit followed by
Himalayan Bank Limited.

The correlation coefficient between the NPA and LLP of all the JVBs are
positive. It means the NPA and LLP have positive relationship. From the study,
we can say that NPA and LLP of SCBNL is highly positively correlated i.e.
0.97% it indicates that there is positive relationship between NPA and loan loss
provision of SCBNL. It means that when NPA level of the bank is increased
loan loss provisioning is also increased and vice versa. NPA level seems to rise
with the rise in the volume of loan loss provisioning. There is negative



relationship between credit expansion and NPA level of SCBNL & HBL. It
means that when loan portfolio is increased. NPA level is decreased and vice
versa. Regarding NABIL, the correlation coefficient is 0.72 which is highly
positive. It indicates that there is positive relationship between NPA and total
loan of NABIL. It means that when loan portfolio is increased, NPA level of the
bank is also increased and vice versa. NPA level seems to rise with the rise in
the volume of total loan. It can be concluded that NPA cannot be avoided but
they can be reduced and mitigated in order to maintain the quality of loan
portfolio.

Opinion survey was done to analyse factors causing for the growth of NPA,
impacts of NPA and problems associated with the management of NPA. Most
of the respondent indicated that external factors are more responsible than
internal factors in the conversion of good loan to bad/loss.

Among the external factors, factors related with political and economic situation
of the country and borrower related factors are found most crucial in the
conversion of good loan into bad/loss. While looking for the internal factors it is
found that insufficient control and monitoring system, credit policy of the bank
and faults in credit appraisal system are the most contributing factors in the
growth of NPA.

Analysing the problems associated with the management of NPA, most of the
respondents revealed that proper documentation and strength NRB guidelines
are the problem area to be faced in the management of NPA. Lack of assets
management company, execution of the court proceeding and cumbersome legal
procedure and economic recession and political instability are the main
problem.

5.4 Recommendations

High level of non-performing assets not only decrease the profitability of the
banks but also affects the entire financial as well as operational health of the
organization. Based on the major findings of this study, some recommendations
have made so as to overcome issues of non-performing assets of the banking
sectors:

» NRB should tight the supervision and inspection activity towards the
commercial banks so that the accounting manipulation can be avoided
and net profit of the banks is not decrease and NPA level of banks not
Increases.

» Although the coverage of NPA in total loan was lower in HBL, HBL
should make effort to convert the loss loan into performing loan.



Compared to SCBNL, NABIL and HBL have more risky assets. To
reduce the risky assets and increase the profitability, it has become
inherent for the banks to reduce NPA and invest in productive assets.
HBL should contemplate in making loan loss provision, which is almost
equal to non-performing assets in some fiscal years and thus does not
have adequate provision for performing loan.

All three banks should quest for more productive and secured sector for
investment so as to divert the total deposits and earn more profitability in
order to keep their top position in the banking industry of Nepal.

Each bank should have its own independent credit rating agency which
should evaluate the financial capacity of the borrower before the credit
facility. The credit rating agency should regularly evaluate the financial
condition of the clients.

Special amount should be made of the clients where monthly loan
concentration reports should be made.

It is also wise for the banks to carryout special investigative audit of all
financial and business transactions and books of accounts of the borrower
company when there is possibility of the diversion of the funds and
mismanagement.

The banks before providing the credit facilities to the borrower company
should analyse the major heads of the income and expenditure based on
the financial performance of the comparable companies in the industry to
identify significant variances and seek explanation for the same from the
company management. They should also analyse the current financial
position of the major assets and liabilities.

Banks should evaluate the SWOT analysis of the borrowing companies
I.e. how they would face the environmental threats and opportunities with
the use of their strength and weakness, and what will be their possible
future growth in concerned to financial and operational performance.
Independent settlement procedure should be more strict and faster and the
decision made by the settlement committee should be binding both
borrowers and lenders and any one of them failing to follow the decision
of the settlement committee should be punished severely.

In the sample JVBs SCBNL has non-performing assets lowest in
comparison with the other two JVBs. So, to maintain the loan portfolio is
important especially for HBL.



Recent situation of quality of the loan is satisfactory for all sample JVBs
but does not meet the criteria of NRB directives. NABIL & SCBNL’s
situation is much better than HBL and HBL should pay attention towards
this situation.

Banks should take enough collateral so that bank at least can cover its
amount in case of being unable to repay by the borrower.

The credit section should carefully watch the warning signals i.e. non
payment of quarterly interest, dishonour of cheque, etc.

Effective inspection system should be implemented and regular
inspection of the organization should be carried out.

Banks should provide necessary training regarding NPA management to
the managers and staffs who are involving in managing NPA.

Banks having high level of NPA should take immediate action towards
recovering their bad loan as soon as possible.

Some external improvements are necessary to decrease the NPA and
recover the loans that have turned bad. Political stability is essential for
away from the political instability and influence. The industries should
not be the play ground for the political practice.

The loan recovery tribunal should be given full power to recover bad
debts. The banks should also report as soon as possible regarding the bad
debts. The banks should also report as soon as possible regarding the bad
debts the loan recovery tribunal to recover the bad loans.
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APPENDICES
APPENDIX — |
QUESTIONNAIRE

Dear sir/ madam,

This is to bring yours kind information that this is an attempt to make the
“Analysis of Non performing Assets with reference to SCBNL, NABIL and
HBL” for the partial fulfilment of thesis required for the Master’s Degree of
Business studies, TU. You Kkindly requested to fill up the following
Questionnaire with the best answer in your view. | would be grateful to you for
the contribution of your valuable time and effort.

Occupation ( Tick One)
Shareholders

Borrowers

Bank Employee

Please Tick the best alternative ( QN 1 to 8)

1. What should be the basis for floating loan?

( ) Financial strength of borrower
( ) Collateral value

() Monitoring and Control system
( ) Guarantor

( ) Portfolio Management

2. Inyour opinion, what are the internal reasons for turning good loan
into bad loan?

() Mismanagement ( ) Bad Intention of borrower
( ) Lack of Portfolio Management ( ) Shortfall on security
( ) weak Legal provision ( ) Ineffective Credit Policy

3. Inyour opinion, what are the external reasons for turning good loan
into bad loan?

( ) Economic and Industrial Recession () Conservation Provision



() Inconsistent Government Policy () Lacking of NRBs Monitoring

4. \What sector covers the more default loan?

( ) Household ( ) Business ( ) Agriculture

5. Dose NPA affect the financial health of the commercial bank?

( )Yes ( )No ( )Don’t Know

6. To what extent today’s banking industry is affected by the problem of
NPA?

() Not affected ( ) Nominally affected
() Moderately affected () Severely affected

7. Which measure is the best option to resolve the problem of NPA ?

( ) Strict recovery Policy () New rule and regulation
() Monitoring () Rebate for timely Payment

8. If the borrower is having with overdue outstanding the bank should
start follow up:

() With in a week () Within two week
( ) withinone month () After one month onwards

Thank you for your time and effort.

DHIRAJ NEUPANE
Master of Business Studies
Shankar Dev Campus



APPENDIX - 11
Statistical calculation

Calculation of Correlation Coefficient between NPA and Net Profit of

SCBNL
Year |NPA | NP x—=%) | =) | (x—20? | (y—y)? | (x—X)
(x) (y) o)
2005/06 | 195.93 658.76 | 53.77 -197.3 2891.21 38927.29 -10608.82
2006/07 | 197.02 691.67 | 54.86 -164.39 3009.62 27024.07 -9018.43
2007/08 | 128.72 818.92 | -13.44 -37.14 180.63 1379.36 499.16
2008/09 | 91.04 1025.11 | -51.12 169.05 2613.25 28577.90 -8641.84
2009/10 | 98.13 1085.87 | -44.03 229.81 1938.64 52812.64 -10118.53
X(x — Xy - Xx-x)y-y) =
X)2= )%= -37888.46
10633.35 148721.26
Y(x-x)(y-y) —37888.46

Correlation coefficient (r)=

=-0.95

JEx-%)2x/(y-y)2  V10633.35 x 148721.26




Calculation of Correlation Coefficient between NPA and Net Profit of

NABIL
Year NPA NP (x —x) b=y | (x— E)z (y — i)z (x—%x)
(X) (y) —y)

2005/06 | 144.51 635.26 | -72.18 -209.91 5209.95 44062.21 15151.30

2006/07 | 178.29 673.96 | -38.40 -171.21 1474.56 29312.86 6574.46

2007/08 | 161.09 746.47 | -55.60 -98.70 3091.36 9741.69 5487.72

2008/09 | 113.31 1031.05 | -103.38 185.88 10687.42 34551.57 -19216.27

2009/10 | 486.28 1139.10 | 269.59 293.93 72678.77 86394.84 79240.59
X(x— Xy - Yx—=-x)y—-y) =
X)2= y)2= 87237.8
93142.06 204062.97

Xx=x)y-y) 87237.8

Correlation coefficient (r)=

=0.63

JEX(x-x)2X/(y-y)2 ~ /93142.06 x 204062.97




Calculation of Correlation Coefficient between NPA and Net Profit of HBL

Year NPA NP (x —x) b=y | (x— Y)Z (y — y)z (x —x)
(X) (y) v—y)
2005/06 | 1041 45746 | 461.47 -114.71 212954 .56 13158.38 -52935.22
2006/07 | 641 491.82 | 61.47 -80.35 3778.56 6456.12 -4939.11
2007/08 | 477.23 635.87 | -102.30 63.70 10465.29 4057.69 -6516.51
2008/09 | 551.31 752.84 | -28.22 180.67 769.36 32641.64 -5098.50
2009/10 | 187.10 522.86 | -392.43 -49.31 154001.30 | 2431.48 19350.72
X(x— Xy - Yx—=-x)y—-y) =
x)2= ¥)2= -50138.62
381996.07 | 58745.31
Xx=x)y-y) —50138.62

Correlation coefficient (r)=

0.33

VEX(x-x)2X/(y-y)2 " /381996.07 x 58745.31




Calculation of Correlation Coefficient between NPA and Loan Loss
Provisioning of SCBNL

Year NPA LLP (x —x) b=y | (x— E)z (y — i)z (x—x)
(X) (y) —y)

2005/06 | 195.93 270.86 | 53.76 26 2890.12 676 1397.76

2006/07 | 197.02 28751 | 54.85 42.65 3008.52 1819.02 2339.35

2007/08 | 128.72 24539 | -13.45 0.53 180.90 0.28 -7.13

2008/09 | 91.04 200.95 | -51.13 -43.91 2614.27 1928.08 2245.12

2009/10 | 98.13 219.63 | -44.04 -25.23 1939.52 636.55 1111.12
X(x— Xy - Yx-x)y—-y) =
x)2= ¥)2= 7086.22
10633.33 5059.93

Xx=x)y-y) 7086.22

Correlation coefficient (r)=

=-0.97

VEX(x-x)2X/(y-y)2 ~ V/10633.33 x 5059.93




Calculation of Correlation Coefficient between NPA and Loan Loss
Provisioning of NABIL

Year |NPA |LLP x=%) | =) | (x=2)? | (y—¥)? | (x —X)
(x) (v) o)
2005/06 | 14451 | 356.24 |-72.19 -99.58 5211.39 9916.18 7188.68
2006/07 | 17829 | 357.25 | -38.40 -98.57 147456 9716.04 3785.09
2007/08 | 161.09 | 394.41 | -55.60 -61.41 3091.36 | 3771.18 3414.39
2008/09 | 113.31 | 409.08 | -103.38 -46.74 10687.42 | 2184.62 4831.98
2009/10 | 486.28 | 762.10 | 269.57 306.28 72667.99 | 93807.43 | 82563.90
2(x — Xy — Xx—-x)y-y) =
X)2= ¥)2= 101784.04
93132.72 | 119395.45
Y(x-x)(y-y) 101784.04

Correlation coefficient (r)=

=-0.96

JEX(x-x)2X/(y-y)2 © /93132.72 x 119395.45




Calculation of Correlation Coefficient between NPA and Loan Loss

Provisioning of HBL

Year [NPA [LLP [ (x—%) | (=9 | -2 |- | (x—-%)
(x) (v) =)
2005/06 | 1041 | 1119.41 | 461.47 226.07 21295456 |51107.64 | 10432452
2006/07 | 641 795.73 | 61.47 -97.61 377856 | 9527.71 | -6000.08
2007/08 | 47723 | 682.09 | -102.30 -211.25 1046529 | 4462656 | 21610.87
2008/09 | 551.31 | 726.36 | -28.22 -166.98 796.37 2788232 | 4712.17
2009/10 | 187.10 | 1143.13 | -392.43 249.79 154001.30 | 62395.04 | -98025.09
2(x — Xy — Xx—x)y-y) =
X)%= ¥)2= 26622.39
381996.08 | 195539.27
Y(x-x)(y-y) 26622.39

Correlation coefficient (r)=

= 0.097

JEG—x)2XJ(y—y)2  /381996.08 x 195539.27




Calculation of Correlation Coefficient between NPA and Total Loan of

SCBNL
Year |NPA |Total | (x—%) | (=) |(x—%)? | (y—y)* | (x —X)
(x) loan o—y)
()

2005/06 | 195.93 | 8935.42 | 53.76 -3623.25 | 2890.13 | 13127941 | -194785.92

2006/07 | 197.02 | 10502.64 | 54.85 -2056.03 | 3008.52 | 4227259.40 | -112773.25

2007/08 | 128.72 | 13718.60 | -13.45 1159.93 | 180.90 1345437.60 | -15601.06

2008/09 | 91.04 | 13679.76 | -51.13 1121.09 | 2614.28 | 1256842.80 | -57321.33

2009/10 | 98.13 | 15956.95 | -44.04 339828 | 1939.52 | 11548307 | -149660.25
X(x — Xy - Xx=x)y—-y) =
x)2= ¥)2= -530141.81
10633.35 | 31505788

Sx-X)(y-y) —-530141.81

Correlation coefficient (r)=

0.92

VEX(x-x)2X/(y-y)2 ~ \/10633.35 x 31505788




Calculation of Correlation Coefficient between NPA and Total Loan of

NABIL
Year |[NPA |Total | (x—%) | (=) |(x—%)2*| (y—y)?* | (x—X)
(x) loan o)
()

2005/06 | 14451 | 12922.54 | -72.18 -9678.70 | 5209.95 | 93677234 | 698608.57

2006/07 | 17829 | 15545.78 | -38.40 -7055.46 | 147456 | 49779516 | 270929.66

2007/08 | 161.09 | 21365.05 | -55.60 -1236.19 | 3091.36 | 1528165.70 | 68732.16

2008/09 | 11331 | 27589.93 | -103.38 | 4988.69 | 10687.42 | 24887028 | 515730.77

2009/10 | 486.28 | 35582.91 | 269.59 1298167 | 72678.76 | 168523760 | 3499728.40
2(x — Xy - Lx=x)y-y) =
)%= )%= 4022268
93142.20 | 338395700

2x=x)(y-y) 4022268

Correlation coefficient (r)=

=0.72

JE—x%)2X J(y=y)2  93142.20 x 338395700




Calculation of Correlation Coefficient between NPA and Total Loan of

HBL
Year | NPA | Total x—%) | =) | x—20* | (y—=P)? | (x—X)
(x) Loan o)
(¥)

2005/06 | 1041 | 15761.98 | 461.47 -5913.74 | 21295456 | 34972321 | -2729013.60

2006/07 | 641 "17793.72 | 61.47 -3882 377856 | 15069924 | -238626.54

2007/08 | 477.23 | 20179.61 | -241.88 | -1496.11 | 10512.40 | 2238345.10 | 153396.16

2008/09 | 551.31 | 25519.52 | -28.22 -3843.80 | 796.37 14774798 | -108472.04

2009/10 | 187.10 | 29123.75 |-392.43 | 744803 | 154001.30 | 55473151 | -2922830.40
X(x — Xy - Lx=x)y—-y) =
x)2= )%= -5845546.40
382043.19 | 122528540

Sx-X)(y-y) —5845546.40

Correlation coefficient (r)=

0.85

JEG—x)2X J(y—y)2 38204319 x 122528540
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