CHAPTER I
INTRODUCTION

1.1	Background of the Study 
Banking system is volatile and sensitive sector of national economy which requires effective monitoring and efficient supervision. Smooth and effective regulation of banking activities is necessary for sustainable economic growth of a country. The regulatory agency should always be watchful of banking activities carried out by government and non-government financial institution (Pandit, 2002:31).
Financial institutions provide service as intermediaries of the debt and capital markets. They are responsible for transferring funds from lenders to borrowers, in need of those funds. The presence of financial institutions makes easy the flow of money through the economy. For this, savings are combined to moderate the risk brought to provide funds for loans. Depository institutions provide loans to and accept deposits from, nonfinancial firms (and individuals), while nonfinancial firms provide deposits to, and obtain loans from, depository institutions (Sounders and Cornett, 2004: 315). 
Banks are such financial institutions which play a vital role to collect scattered insufficient saving and use them into predictive channels. “Most people like to save little money when they have a chance. They may save because they have no urgent need for the money later time. When they do need the money, they may not have saved enough many people who save money deposit it in some kind of bank. The borrowers pay interest (price for the use of the money) to the bank and the bank pays interest to the people, who have deposited their savings. The banks make a profit by charging more business of receiving, safeguarding and lending money.
Banks are suppliers of the finance for trade & industry as well as other sector, which plays the vital role for economic & financial development of the country. They help in the formulation of capital by investing the saving in productive areas. Normally Banking facility is available in underdeveloped country (Like Nepal) is urban area. In almost of the countries banking facilities are concentrated in to urban & semi urban area, they wanted stay far from rural area due to lower rate of return or higher risk. But in fact, without it, other sector of economy.
Banks operate by borrowing funds-usually by accepting deposits or by borrowing in the money markets. Banks borrow from individuals, businesses, financial institutions, and governments with surplus funds (savings). They then use those deposits and borrowed funds (liabilities of the bank) to make loans or to purchase securities (assets of the bank). Banks make these loans to businesses, other financial institutions, individuals, and governments (that need the funds for investments or other purposes). Interest rates provide the price signals for borrowers, lenders, and bank.
Concept of Commercial Bank
Banking sector plays an important role in the economic development of the country. Commercials Banks are one of the vital aspects of this sector which deals in the process of the available resources in the needed sector. It is the intermediary between the deficit and surplus of financial resources. Commercial banks are the major component in the financial system. They work as the intermediary between depositors and lenders and facilitate in overall development of the economy, with major thrust in industrial development (Vaisn, 1993).
Commercial banks came into existence mainly with the objectives of collecting the idle funds, mobilizing them into productive sector and causing an overall economic development. The banks have the responsibility of safeguarding the interest of the depositors, the shareholders and the society they are serving. A sound banking system is important because of the key roles it plays in the economy, intermediation, and maturity transformation, facilitating payments flows, credit allocation and maintaining financial discipline among borrowers. Banks gathers savings, allocates resources providers the liquidity and payment services.


Profile of the Bank
A)  Machhapuchhre Bank Ltd is the first commercial bank to initial banking services from the western region of the country. It started its banking services from October 2000 in its own land. The Bank started full fledges banking operation in Kathmandu from October 2004.It has many branches in Kathmandu, Pokhara and other region of the country. It has the most sophisticated “Globus Banking software” enabling it to provide modern banking facilities like telemarketing, online marketing, point of sales, AT facilities, SWIFT facilities, 365 /evening counter service, NTC bill payment, mobile bill payment, locker facility, remittance services and many more (www.machbank.com.np/tenth AGM/2064/065). 
1.2 	Focus of the Study
Here the focus is to analysis the CAMEL study on financial performance of Machhapuchhre Bank Limited. Financial performance analysis is the process of spotting out the strength and weakness of the firm by associating relation between item of the Balance sheet and profit and Loss account. The banking sector plays vital role in the overall deployment of an economy. The economic reforms has many more impact in Nepalese banking sector and this sector has been going through major changes as a consequence of shift in banking needs among the customers, change in regulatory framework, alteration in ownership pattern and liberalization of interest and exchange rates. While these changes have positively affected the banking sector, at the same time, increased competition due to mushrooming of financial institutions has impacted the banks negatively. This study will be base on secondary data provide by the particular concerned finance.  The study focus on the trend of capital adequacy ratio with comparing NRB standard, non-performing loan ratio, trend of loan loss Coverage ratio and trend of total expense to total revenues ratio, trend of earning per employee, trend of earning per share, trend of Return on equity, trend of Return on Assets, trend of  NRB balance to total deposit ratio, trend of Cash and bank balance Ratio, trend of Investment in Government security Ratio. The study aims to find out the position of the bank and its viability by using descriptive and analytical research design.
1.3 	Statement of Problem
A bank’s financial soundness is judged on the basis of Capital adequacy, asset quality, management, earning, liquidity almost all government banks in Nepal are running in loss. Through almost all private sector banks are earning profit, it is very difficult to call them sound if appraised from CAMEL approach. It is said that the banking sector is the larger economy it is linkage to all sector makes is a proxy for what happening in the economy as a whole, indeed the Nepalese banking sector today is at boiling point questions frequently raised are in a situation where must business is struggling, how can bank show such large profit? Or if the banking sector mirrors the larger economy, why is this inverse relationship in their performance? Banks and FIs can be evaluated comparing with Nepal Rastra Bank’s regulatory framework, in which banks & FIs are required to maintain a standard set by NRB. CAMEL is a widely used tool to analyze financial performance of banks.
The general problem towards which the study is directed to investigate the financial performance of Machhapuchhre Bank limited in the framework of CAMEL. For this analysis I have taken the required data of past five years from (2062/063 to 2066/67).Based on this fundamental problem the following specific problems are set in the study.
1. What is the Capital adequacy ratio of the bank?
2. How is quality of Assets of bank?
3. How efficient is the management of the bank?
4. Do the earning indicators show the performance of the bank satisfactory?
5. What is the liquidity position of the bank?
1.4  	Objective of Study
The fundamental objective of the study is to analyze the financial performance of  Machhapuchhre Bank Limited with reference to CAMEL framework. The study has been undertaken with the following specific objective.


1. To examine the Capital adequacy of the bank.
2. To assess the quality of the bank’s assets.
3. To analyze the efficiency of the bank’s management.
4. To evaluate the earning performance of the bank.
5. To find out the liquidity position of the bank.
1.5 	Significance of Study
The study deals with different financial performance and it’s indicator as well as financial viability of the banks. The study also significance lies mainly in identifying and comparing the financial health of bank in the framework of CAMEL. This study also provides necessary information of performance capability of their banks to the management. It provide the real picture of performance which is beneficial to potential as well as existing shareholders about risk, return and utilizing fund. The study is also useful for depositors, merchant bankers as well as other stakeholders, they can identify the overall performance of the bank. It will be helpful those who want to conduct further study in this field. Mainly, the purposed study will be significance for researcher, research group and academicians for the future in the view of review.
1.6 	Limitation of Study
The study has assumed the following limitations:
1. The study concentrate only on the CAMEL i.e. (Capital adequacy, Assets quality, Management, Earning, Liquidity) function of selected bank. 
2. The period of study only covers five years from (2062/063 to 2066/67)
3. The study is based on only secondary data.
4. The study only takes MBL from the large number of commercial banks. So, it has not represent the overall scenario of all commercial banks.
5. The qualitative and external variable that affect the performance of the MBL have not been considered in the study.
1.7	Organization of the Study 
This study has been divided into five chapters.
Chapter 1: Introduction
It deals with introduction of the main topic of the study like general background, statement of the problems, objective of the study and organization of the study and other introductory framework.
Chapter 2: Review of Literature
It includes with the review of available relevant studies. It includes the conceptual review of the related books, journals, articles and the published and unpublished research works as well as thesis. 
Chapter 3:  Research Methodology
It describes research methodology employed in this study i.e. research carried out in this size and shape. For the purpose various financial and statistical tools and techniques are defined which is used for the analysis of the presented data.
Chapter 4:  Presentation and Analysis of Data
This chapter is the major part of the whole study in which all collected relevant data are analyzed and interpreted by the help of different financial & statistical tools. In this chapter we explained the major findings of the study.
Chapter 5:  Summary, Conclusion and Recommendation
It contains the summary of the study, conclusion recommendation and suggestion on the basis of the study.



CHAPTER-II
REVIEW OF LITERATURE

2.1 	Conceptual Review
Conceptual Review is important for every study that provides clear concept on subject matter for the study. This chapter confines to conceptual review of research and work papers and review of thesis. This Chapter is focused on brief discussion about the abstract regarding the CAMEL Analysis.
The purpose of the review of literature is to develop some expertise in ones area, to see what new contribution can be made and to receive some ideas for developing research design. Thus, the previous studies cannot be ignored because they provide the foundation to the present study. From, this it is clear that the purpose of literature review is to find out what researcher studies have been conducted in ones chosen field of study and what remains to be done.
The review of literature is crucial aspect because it denotes planning of the study. The main purpose of literature review is to find out what works have been done in the area of the research problem understudy being undertaken. For review study, the researcher uses different books, reports, journals and research studies published by various institutions, unpublished thesis submitted by master level students have been reviewed.
2.1.1 	Machhapuchhre Bank Ltd.
Machhapuchhre bank ltd was registered in 1998 as the first regional commercial bank to start banking business from the western region of Nepal with its head office in Pokhara. Today, with a paid up capital of above 1627 million rupees, it is one of the full fledged commercial bank operating in Nepal and it ranks in the top most among the private commercial banks.
Machhapuchhre bank ltd is striving to facilitate its customer needs by delivering the of services in combination with the state of the art technologies and best international practices. Machhapuchhre bank ltd is the pioneer in introducing the latest technology in the banking industry in the country. It is the first bank in Nepal to introduce centralized banking software named GLOBUS BANKING SYSTEM developed by Temenos NV, Switzerland. Currently it is using the latest version of GLOBUS, referred as T-24 BANKING SYSTEM. The bank provide modern banking facilities such as Any Branch Banking, Internet Banking and Mobile Banking to its valued customers (www.machbank.com).
The bank in the last few years have really opened up with branches spread all around the country. At this stage, it has its corporate Office in Kathmandu and branch office in other parts of Kathmandu, Damauli, Bhairahawa, Birgung, Banepa and different part of Pokhara in addition to the head office in Naya Bazar, Pokhara. A full-fledged banking branch is in operation in Jomsom of located high up in the mountains too. The bank aim to serve the people of both the urban and rural areas.
Table : 2.1
Capital Structure of MBL
	Authorized Capital
	2,000,000,000

	Issued Capital
	1,479,269,600

	Paid up Capital
	1,479,269,600


Source: Annual Report of MBL
2.1.2 Financial Performance Analysis
Financial performance analysis is a process of identifying the financial strength and weakness of the firm by properly establishing the relationship between item of balance sheet and the profit and loss account. It is undertaken to assess the financial strength and weakness of the firm. Financial analysis helps to make the decision making for a firm by using different financial tools. It also helps to find out the optimum Capital structure of a firm. Financial analysis uses data contended in the firm’s financial statement supplemented by the statement of cash flows. Furthermore qualitative judgment about the firm’s financial performance the primary tools of financial analysis are financial ratios. Financial ratios provide a good technique for assessing financial performance.
“Financial statement contain a wealth of information, which if properly analyzed and interpreted, can provide valuable insight’s in to firm’s performance and position” (Chandra; 1992:6). “Analysis of financial statement is of interest to lenders, investors, security analysis, managers and others. It generally begins with the calculation of set of financial ratios designed to reveal the relative strength and weakness of  a company as compares to other companies in the same industry, and to show whether the firm’s position has been improving or deteriorating over time” (western and Copeland;1991:59). 
2.1.3 	Concept of CAMEL Rating System
Federal Reserve Bank of New York (1997) has defined the component of CAMEL as rating system which produces a composite rating of an institution overall condition and performance by assessing five components: Capital Adequacy, Assets Quality, Management Quality, Earning and Liquidity.
CAMEL was originally developed by the FDIC for the purpose of determining when to schedule an on-site examination of bank (Thomson; 1991Whalen and Thomson; 1998). The FFIEC is revised on January 1997, the UFIRS, which is commonly referred to as the CAMEL rating System. This system was designed by regulatory authorities to quantify the performance and the financial condition of the banks which it regulates.
The CAMEL rating system is subjective. Benchmark for each component is provided, but they are guidelines only, and present essential foundations upon which the composite rating is based. They do not eliminate consideration of other pertinent factors by the examiner. The uniform rating system provides the groundwork for necessary supervisor to be reasonably compared and help institutions supervised by all three US to be reasonably compared and evaluated. Ratings are assigned for each component in addition to the overall rating of a financial institutions financial condition. The ratings are assigned on a scale from 1 to 5. The CAMEL ratings are commonly viewed as summary measures of the private supervisory information gathered by examiners regarding financial institutions overall financial conditions, although they also reflect available public information.
The most important criteria for determining the appropriateness of FIs to act as financial intermediary are its solvency, profitability and liquidity. In this respect the BCBS of the bank of international settlements (BIS) since 1998, has recommended using capital adequacy, Assets quality, Management Quality, earning and liquidity (CAMEL) as criteria for assessing FI.
During an on-site bank exam, supervisors gathered Private information such as details on problem loans with which to evaluate a bank’s financial condition and monitor to its compliance with laws and regulatory policies. A key product of such an exam is a supervisory rating of the banks overall condition, commonly referred to as a CAMEL rating. CAMEL system is used by three federal banking supervisors {the Federal Reserve, the FDIC, and office of the controller of the currency (OCC)} and other financial supervisory agencies to provide a convenient summary of bank condition at the time of exam. In Nepal NRB plays the supervisory role for evaluating the financial institutions and financial condition through rating the financial institutions in accordance to CAMEL is still in its initial phase.
 Composite Rating
The FFIEC press release, USA (1996) describes the composite rating and defines the six components rating. According to the press release, composite ratings are based on careful evaluation of an institutions managerial, operational, financial and compliance performance. The six Components used to assess an institutions financial condition operations are capital adequacy, assets quality, management quality, earning quality and adequacy of liquidity and sensitivity to market risk. The rating scale range from 1 to 5 with indicating of 1 rating: the strongest performance and risk management practices relative to the institution’s size, complexity, risk profile and the greatest supervisory concern. The composite ratings are defined in the FFIEC press release (1996) is as follows.
Composite 1: FIs in this group are every respect and generally have components rated 1 or 2. Any weaknesses are minor and can be handled in a routine manner by board of directors and management. These FIs are the most capable of withstanding the vagaries of business condition and are resistant to outside influences such as economic instability in their trade area. These FIs are substantial compliance and risk management practices relative to the institutions size, complexity and profile and give no cause for supervisory concern.
Composite 2: FIs in this group are fundamentally sound. For a FI to receive this rating generally no component rating should be more serve than 3. Only moderate weaknesses are present and are well within the board of directors and management capabilities and willingness to correct. These FIs are in substantial compliance with laws and regulations. Overall risk management practices are satisfactory relative to the institutions size, complexity and risk profile.
Composite 3: FIs in this group exhibit some degree of supervisory concern in one or more of the component areas. These FIs exhibit a combination of weakness that may range from moderate to server: however the magnitude of the deficiencies generally will not cause a component to be rated more severally than 4. FIs in this group generally are more vulnerable to outside influences than those institutions rated a composite 1 or 2. Additionally, These FIs may be in significant non compliance with laws and regulations. 
Composite 4: FIs in this group generally exhibit unsound and unpracticed or condition. There are serious or financial deficiencies that result in unsatisfactory performance. The problem range from serve to critically deficient. The weakness and problems are not being satisfactorily addressed or resolved by the board of directors or management. FIs in this group generally are not capable withstanding business fluctuations. There may be significant non compliance with laws and regulations. Risk management practices are generally unacceptable relative to the institutions size, complexity and risk profile. Close supervisory is required, which means in most cases, formal enforcement action is necessary to address the problems. Institution in this group poses a risk to the deposit insurance fund. Failure in a distinct possibility if the problems and weakness are not satisfactorily addressed and resolved.
Composite 5: FIs in this group exhibit extremely unsafe and unsound practices or condition exhibit a critically deficient performance, often contain inadequate risk management practices relative to the institutions size; complexity and risk profile are of the greatest supervisory concern. The volume and severity of the problems are beyond management ability or willingness to the control or correct. Immediate outside financial or other assistance is needed in order for the FIs to be viable. Ongoing supervisory attention is necessary. Institution in this group poses a significant risk to the deposit insurance fund and failure is highly probable.
2.1.4 	CAMEL’s Components
The CAMEL Approach is a type of financial analysis used to evaluate the managerial performance of banks and financial institutions to determine their soundness and safeness. According to this approach, the financial and managerial performance of bank is a function of 5 elements: Capital Adequacy (C), Assets quality (A), Management Quality (M), Earning ability (E) and liquidity. The concept of financial performance and research in to its measurement is well advanced within finance and management fields. Recently a well judged technique named CAMEL rating is widely used for evaluating performance of financial institutions, especially to banks. Performance of the banking sector under CAMEL framework, which involves analysis and evaluation of five crucial dimensions of banking operations. The CAMEL Components can be described as following manner.
2.1.4.1 Capital Adequacy
A capital adequacy ratio is a measure of a bank's capital. It is expressed as a percentage of a bank risk weighted credit exposures. Also known as “Capital to Risk weighted Assets Ratio (CRAR).
Capital adequacy is measured by the ratio of capital to risk – weighted assets (CRAR).A sound capital base strengthens confidence of depositors. This ratio is used to protect depositors and promote the stability and efficiency of financial system around the world.
Capital adequacy focuses on the total position of bank capital and protects the depositors for the potential shocks losses that banks incur. A financial institution is expected to maintain capital commensurate with the nature and extent to risks to the institution and the ability of management to identify measure, monitor and control these risks. The effect of credit, market and other risks on the institutions financial condition should be considered when evaluating the adequacy of capital. The types and quantity of risks inherent in institutions activities will determine the extent to which it may be necessary to maintain capital at levels above required regulatory minimums to properly reflect the potentially adverse consequences that these risks may have on the institutions capital. The capital adequacy of an institutions related based upon , but not limited to an assessment of the following evaluation factors.
· Size of the bank.
· Volume of the inferior quality assets.
· Bank growth experience, plan and prospects.
· Quality of capital retained earning
· Access to the capital market.
Banking transaction directly affected by adequacy and inadequacy of bank capital .if there is inadequate capital the bank should take step for the adequacy of capital as per legal requirement. The bank should remove the inadequacy of bank capital through the medium of collecting of ownership and borrowed capital. It is not good for a bank to collect borrowed capital in the bank so it has to reduce the amount of borrowed capital as far as possible .The adequacy of the bank capital is necessary for the following function.
1. For the payment of all types of deposits: Deposit is liability for a bank so to payback it adequacy of bank capital is necessary for a bank .Hence the adequacy of bank capital is needed to gain trust from its customers.
2. For meeting the demand of all types of cash reserve funds: Bank has legal obligation to deposit the amount in different types of funds in the Nepal Rasta Bank and its own bank. This legal obligation occur in two ways ,one way is by the provision of law and another is take place due to circulars ,policy and directives issued by NRB .Therefore to meet this legal obligation bank needs an adequate bank capital.
3. For investment in banking transaction and business: Bank cannot be operates unless it perform its function of meeting its daily administrative expenditure and the investment in different sector to gain profit. So to perform the above function the bank needs an adequate bank capital.
2.1.4.2  Assets Quality
Asset quality determine the robustness of financial intuitions against loss of value in the assets. The determining value of assets, being prime sources of banking problem, directly pour into other areas, as losses are eventually written-off against capital, which ultimately jeopardizes the earning capacity of the institution with this backdrop, the assets quality is gauged in relation to the level and severity of non –performing assets, adequacy of provisions, recoveries, distribution of assets etc. Popular indicators include non-performing loan to advance, loan default to total advance, and recoveries to loan default ratio.
“Assets quality is one of the most critical areas to determining the overall condition of the bank. The primary factor affecting overall assets quality is the quality of loan portfolio and the credit administration program. Loans are usually the largest of the assets item and can also carry the greatest amount of potential risk to the company’s capital account. Security can often be a large portion of the assets and also have identifiable risks. Other items which impact a comprehensive review of assets quality other real estate, other assets, off-balance sheet items and, to a lesser extent, cash and due from accounts and premises and fixed assets” (Koch and Macdonald; 2004:165). 
Management often expends significant time, energy and resources on their assets portfolio, particularly the loan portfolio. Problems within this portfolio can detract from their ability to successfully and profitably manage other areas of the institution. Examiners need be diligent and focused in their review of the various assets quality areas, as they have an important impact on all other facts of commercial banks operation. The evaluation of assets should consider the adequacy of the allowance for loan and lease losses (ALLL) and the weight exposure-party, issuer or borrower default under actual or implied contractual agreements. All other risks that may affect the value or marketability of an institutions assets including but not limited to, operating market, reputation, strategic, or compliance risks, should be considered. Prior to assigning an assets quality rating, several factors should be considered. The factors should be reviewed within the context of any systematic weakness, as opposed to isolated problems, should be given appropriate consideration. Commercial banks collect funds in the form of capital, deposit etc. it mobilizes these funds to generate certain returns by giving loans to the users of money to invest in various alternatives. A significant part of the banks income is through its lending activities. There are basically two types of loans-advances and loss provisions:
1. Performing Loans:
· All goods loans and overdue for below 90 days.
2. Nonperforming Loans:
· Sub standard loans overdue by more than 3 months up to 6 months.
· Doubtful loans overdue by more than 6 months up to 1 year.
· Bad loans overdue by more than 1 year.
Rating the Assets Quality Factor
The assets quality rating definitions are applied following a thorough evaluation of existing and potential risks and the mitigation of those risks. The definitions of each rating are as follows.
· Rating of 1 indicates strong assets quality and credit administration practices. Identified weaknesses are minor in nature and risk exposure is modest in relation to capital protection and management’s abilities. Assets quality in such institutions is of minimal supervisory concern.
· A rating of 2 indicates satisfactory asset quality and credit administration practices. The level and severity of classification and other weakness warrant a limited level of supervisory attention. Risk exposure is commensurate with capital protection and management’s abilities.
· A rating of 3 is assigned when assets quality or credit administration practices are less than satisfactory. Trends may be stable or indicate deterioration is assets quality. The level and sensitivity of classified assets, other weakness, and risk require an elevated level of supervisor concern.
· A rating 4 is assigned to FIs with deficient assts quality or credit administration practices. The levels of risk and problem assets are significant, inadequately controlled, and subject the FI to Potential losses that, if left unchecked, may threaten its viability.
· A rating of 5 represents critically deficient assts quality or credit administration practices that present an imminent threat to the institutions viability.
2.1.4.3   Management Quality
The capability of the board of directors and management, in their respective roles, to identify, measure, monitors and controls the risks of institutions activities and to ensure a FIs safe, sound and efficient operation in compliance with applicable laws and regulation is reflected in this rating. Depending on the nature scope of institutions activities, management practices may need to address some or all of the following risks: credit, market, operating or transaction, reputation, strategic, compliance, legal, liquidity and other risks. Sound management practices and demonstrated by: active oversight by the board of directors and management, competent, personnel, adequate policies processes, and controls taking in to consideration the size and sophistication of the institution, maintenance of an appropriate audit program and internal control environment and effective risk monitoring and management information system. This rating should reflect the boards and management’s ability as it applies to all aspects of banking operations as well as other financial service activities in which the institution is involved (Mishkin and Eakins; 2006). The Capability and performance of management and the board of directors is rated based upon, but not limited to, an assessment of the following evaluation.
· Structure of perfect management team.
· Qualitative manpower and its productivity.
· Good relationship between customer and organization.
· Adequate management expenses.
· Perfect internal management system.
· Fair decision making capability.
· Proper communication system.
· Perfect working environment.
Rating of Management Factors
· A rating of 1 indicates strong performance by management and board of directors and strong risk management practices relative to the institutions size, complexity and risk profile. All significant risks are consistently and effectively identified, measured, monitored and controlled. Management and the board have demonstrated the ability to promptly and successfully address existing and potential problems and risks.
· A rating of 2 indicates satisfactory management and board performance and risk management practices relative to the institutions size, complexity and risk profile. Minor weakness may exist, but are not material to the safety and soundness of the institution and are being addressed. In general, significant risks and problems and risks.
· A rating of 3 indicates management and board performance that need improvement or risk management practices that are less than satisfactory given the nature of the institutions activities. The capabilities of management or the board of directors may be insufficient for the type, size, or condition of the institution. Problems and significant risks may be inadequately identified, measured, monitored or controlled.
· A rating of 4 indicates deficient management and board performance or risk management practices that are inadequate considering the nature of institutions activities. The level of problems and significant risks are inadequately identified, measured, monitored or controlled and require immediate action by the board and management to preserve the soundness of the institution. Replacing or strengthening management or the board may be necessary.
· A rating of 5 indicates critically deficient management and board of Performance or risk management practices. Management and the board of directors have not demonstrated the ability to correct problems and implement appropriate risk management practices. Problems and significant risks are inadequately identified, measured, monitored or controlled and now threaten the continued viability of the institution. Replacing or strengthening management or the board of directors is necessary.
2.1.4.4  Earning Quality
Earnings are the ultimate result of any business. Generally, if the earnings are good then the business is running well. Similarly the aggregate performance of the bank reflects from its earnings. An analysis of the earnings ratio helps the management, investors and creditors to know the performance of the bank. They can get information regarding their interest. The following ratios help the management and other stakeholder to know about the earning policy of the respective banks.
· Return on equity (ROE)
· Return on Assets (ROA)
· Earnings per Share (EPS)
It measures the profit available to the equity shareholders as per share basis i.e. the amount that they can get on each share held. In other words, the ratio measures the earnings available to equity shareholders on a per share basis. An institution’s assets quality has a close relationship to the analysis of earnings quality. Poor assets quality may increase the loan loss provision.
Rating the Earning Factor
· Earning rated 1 is strong. Earning are more than sufficient to support operations and maintain adequate capital and allowance levels after are given to assets quality, growth and other factors affecting the quality, quantity and trend of earnings.
· Earning rated 2 would be satisfactory and sufficient support operations and maintain adequate and allowances levels after consideration is given to asset quality, growth and other factors affecting the quality, quantity and trend of earnings. Earning that are relatively static or even experiencing a slight decline, may receive a 2 rating provide the institutions level of earnings is adequate in view  of the assessment factors listed above. 
· Earning rated 3 may need to improve. Earnings may not fully support operations and provide for the accretion of capital and allowance levels in relation to the institutions overall condition, growth and other factors affecting the quality, quantity and trend of earnings.
· A rating 4 is the deficient earnings. Earnings are insufficient to support operations and maintain appropriate capital and allowances levels. Erratic Fluctuations in net income or net interest margin, the development of significant negative trends, nominal or unsustainable earnings, intermittent losses, or a substantive drop in earnings from the previous years may characterize institutions rated.
· A rating of 5 indicates earnings that are critically deficient. A FI with earnings rated 5 is experiencing losses that represent a distinct threat to its viability through the erosion of capital.
2.1.4.5 Liquidity
Simply, liquidity means short-run solvency of a firm. It reflects the short term financial strength of banks. Bank does not provide all deposit at loan and advances. The certain percentage of deposit should be kept in bank in the form of cash. If the bank will keep greater deposit in cash, it losses the opportunity cost. Similarly, if bank keeps low amount in deposit, it could be able to pay depositors on the time of requirement. Liquidity can be measured in following ways.
1. NRB Balance with Total Deposit Ratio
2. Cash and Bank Balance Ratio
3. Investment in Government Securities Ratio.
Rating the Liquidity Factors
· A rating of 1 indicates strong liquidity position and well developed funds management practices. The institution has reliable access to sufficient sources of funds on favorable terms to meet present and anticipated liquidity needs.
· A rating of 2 indicates satisfactory liquidity levels and fund management practices. The institution has access to sufficient sources of funds on acceptable terms to meet present and anticipated liquidity needs. Modest weakness may be evident in funds management practice.
· A rating of 3 indicates liquidity levels or funds management practices in need of improvement. Institutions rated 3 may lack ready access to funds on reasonable terms or may evidence significant weakness in funds management practices.
· A rating of 4 indicates deficient liquidity levels or inadequate funds management practices. Institutions rated 4 may not have or be able to obtain a sufficient volume of funds on reasonable terms to meet needs.
· A rating of 5 indicates liquidity levels of funds management practices so critically deficient that the continued viability of the institution is threatened. Institutions rated 5 require immediate external financial assistance to meet maturing obligations or other liquidity needs.
2.1.5	BASEL Capital Accord
The BASEL committee on banking supervision (BCBS) is a committee of banking supervisory authorities that was established by central bank governors of the group of ten countries in 1975. It consists of senior representatives of bank supervisory authorities and central banks from Belgium, Canada, France, Germany, Italy, Japan, Luxemburg, the Netherlands, Spain, Sweden, Switzerland, the United Kingdom and the United States. It usually meets at the bank for international settlement (BIS) in BASEL, where it’s permanent is located (BIS; II-2005:45).
Starting with its publication of “International Convergence of Capital Measurement and Capital Standards “in July 1998, popularly known as BASEL I “Capital Accord, BCBS set out a minimum capital requirement of 8 percent for banks. Prior to that, the committee introduced 25 core principal on effective banking supervision. In 1996, the committee incorporated market risk in the 1988 capital accord. With a major revision of the 1988 accord, there followed by the revised publication of the committees first round of proposals for revising the capital adequacy framework in June 1999 popularly known as BASEL II Capital accord. Since then it is revised in January 2001, April 2003 and released its final revised framework updated in November 2005. In this accord, the concept and rationale of the three pillars (minimum capital requirements, supervisory review and market discipline) approach was introduced, on which the revised framework is based. In the revised framework, BCBS retains key elements of the 1988 capital adequacy framework, including  the general requirement for banks to hold total capital equivalent to at least 8 percent of their risk weighted assets; the basis of structure of the 1996 market risk amendment regarding the treatment of market risk; and definition of eligible capital”( BIS; II-2005:45).
The new BASEL capital accord (BASEL II), shall be applicable to internally active banks all over the world with effect from end of 2006. Implement the new accord in Nepal has been a challenging task for the supervisors as well as FIs. Hence, certain preparatory homework is needed to Nepalese financial system to implement BASEL II. NRB and FIs need to have coordinated effort efficiency in Nepalese banks and FIs to establish certain baseline for the effective implementation of BASEL II. In this regard, second interaction program was held in Nepal with the bank executive to make them aware of new development. The commercial banks so far has shown positive attitude towards the implementation of BASEL II. “New capital accord implementation preparatory core committee was drafted “NR’s concept paper on new capital accord”. According to the program of new capital accord implementation, concept paper was forwarded to all the commercial banks for comments and recommendation. A form was also developed so that commercial banks classified their exposure as per the new approach, which was reviewed by the “BASEL II Implementation working group”. NRB has adopted BASEL core principles for effective supervision as guideline for supervision of commercial banks. Core principle methodology adopted by BCBS provides a uniform template for both self assessment and independent assessment. It involves four parts of qualitative assessment system: compliant, largely compliant, and materially non compliant and non compliant.  For each principle essential and additional criteria are defined. To achieve a “compliant “assessment with a principle, all essential and additional criteria must be met without any significant deficiencies. A “largely compliant “assessment is given if only minor shortcomings are observed, and these are not seen as sufficient to raise serious doubts about the authority’s ability to achieve the objective of the principle. A materially non compliant assessment is given when the shortcoming is sufficient to raise doubts about the authority’s ability to achieve compliance, but substantial progress towards compliance has been achieved.
There is no doubt that the new accord though complex carries a lot of virtues and will be a milestone in improving banks internal mechanism and supervisory process and beneficial to the commercial banks.
2.2 	Review of NRB Directives
NRB Directives associated with CAMEL study can be described in the following manner.
2.2.1 Capital Adequacy Norms by NRB
NRB has form time to time stipulated minimum capital fund to be maintained by the banks on the basis of risk weighted assets. The total capital fund is sum of core capital and supplementary capital. According to the NRB unified Directives for banks and non bank FIs issue number E.pra.ni.no.01/061/062 (Ashar 2062 Bs), the capital funds of a bank comprise the following (www.nrb.org.np):
Core Capital: Core Capital of a bank includes paid up equity, share premium, non-redeemable preference shares, general reserve and accumulated profit and loss. However, where the amount of goodwill exists, the same shall be deducted for the purpose of calculation of the core capital.
Supplementary Capital: Supplementary capital includes general loan loss provision, exchange fluctuation reserve, assets revaluation reserve, hybrid capital instruments, unsecured subordinated term debt and other free reserves not allocated for specific purpose.
Banking and financial institution ordinance (BAFIO, 2061) also assimilates the same things, which were included and explained in NRB Act 2058, in regard of bank capital. NRB act is effective from 1st shrawan 2058 (July 16th 2001). According to the NRB Directive, minimum paid- up capital for requirement for establishment commercial bank is under.
1. Rs 250 million to operate all over Nepal except Kathmandu valley.
2. Rs 1000 million to operate all over Nepal.
3. All existing commercial banks are required to raise capital base to Rs 1000 million by mid July, 2009 through minimum 10 percent paid up capital increment every year.
2.2.2 	NRB Directives Related to Assets Quality
NRB unified directive for banks and non bank FIs (Ashar 2062 BS) through directive number E.para.Ni.no.02/061/62, requires the banks to classify outstanding loans and advance on the basis of aging of principal amount. As per the directive the loans and advances should be classified into the following four categories:
Pass: Loans and advances whose principal amount is not past due over for 3 months included in this category. These are classified and defined as performing loans.
Substandard: All loan and advances that are past due for a period of 3 months to 6 months included in this category.
Doubtful: All loans and advances, which are past due for a period of 6 months to 1 year, included in this category.
Loss: All loans and advances which are past due for more than 1 year and have least or thin possibility of recovery or considered unrecoverable shall included in this category. Besides this, any loan whether past due or not, in situations of inadequate security, borrower declared insolvent, no whereabouts of the borrower or misuse of borrowed fund, are to be classified as loss category.
The directive further requires banks to provision for loan loss, on the basis of the outstanding loans and advances and bills purchased classified as above. Loan loss provision set aside for performing loans is defined as general loan loss provision and that set aside for non-performing loan as specific loan loss provision.
Table : 2.2
NRB Directives Related to Assets Quality 
	Loan Class                      
	Loan Loss Provision

	Pass  		            	      
	1%

	Substandard    		
	25%

	Doubtful      
	50%

	Loss
	  100%


Source: NRB Directive, 2005
	With the objectives of lowering the concentration risk of bank loans to a few big borrowers and to increase the access of small and middle size borrowers to bank loans, NRB through directive number E.pra.Ni.no. 30/061/62 limits commercial bank to extend credit to a single borrower or group related borrowers up to 25% of core capital and fund based credit facilities and not more than 50% of its core capital for non fund based credit facilities like letters of credit, guarantees, acceptances, comments.
2.1.3 NRB Directives Related to Liquidity
NRB had given the institution to the commercials bank since 2023 BS to deposit the amount the amount ratio of 8 percent from their deposit liability. In the beginning of 2047 BS the increase in the quantity of internal credit was high and began to show negative effect on economy. The deflation grew up to 21 percent. So, high liquidity appeared in economy. Hence control of negative effect that may fall on economy to improve the growth price rate and improvement of the position of loss of running account and control the capacity of flowing the loan of the commercial banks, was necessary and the NRB bonds. With sign of improvement of economy, the investment ratio was revised accordingly, since poush 2049 Bs since the beginning of 2050 BS, the economy showed improvement and the rate of deflation fell down to 8.8 percent. With this, the provision of investing in the government securities was removed.
With effective from, 2054, chaitra 31st, commercial banks were required to maintain liquidity of 8 percent of the total current and saving deposits and 6 percent of the fixed deposits, in addition to 3 percent of total deposit in cash at vault. Since then the NRB reserve requirement have been put into force by NRB effective from 22 July 2002 (2059/04/06).
Table : 2.3
Prevailing Directives as to Cash Reserve Ratio Requirement
	a)
	Balance to NRB
	1) 7% of current and saving deposit liabilities.
2) 4.5 % of fixed deposit liabilities. 

	b)
	Cash to vault
	      2% Total deposit liabilities.


Source: NRB Directive, 2005
The compliance of liquidity maintenance, the NRB applies following procedures.
· The CRR maintained by banks will be examined on the basis of average weekly balance of deposit liabilities immediately preceding 4th week. A week shall comprise from each Sunday through Saturday.
· CRR will not be calculated for the week which is fully off.
· Weekly statement of deposit balance to be submitted to NRB inspection and supervision department within 15 days from date of end of the week.
· Weekly average of Monday to Friday of total deposit, cash in vault and NRB balance is calculating by dividing by 5.
Penalty will be levied for failing to maintain the adequate liquidity as above under any of the following conditions.
· In the case of shortfall in maintenance of NRB balance but cash at vault is exactly 2 %.
· In case of shortfall in NRB balance but cash at vault is more than 2 %  then up to 1% excess cash of total deposit is added in the balance with NRB then on such shortfall account (after adding up to 1% excess).
· In case of shortfall in cash in vault as well as shortfall in NRB balance then on total shortfall amount.
The applicable rate of penalty is as follows:
First time shortfall = Equivalent to bank rate/highest refinance rate.
Second time shortfall= Equivalent to 2 times of bank rate.
Third time shortfall and all subsequent shortfalls=Equivalent to 3 times of bank rate.
2.3		Review of Related Studies
The research studies and work papers carried out by different scholars within various geographical region including dissertations conducted by Nepalese scholars are reviewed in this section, which are related with financial performance analysis of commercial bank, finance company and the other area of the study. 
2.3.1 	Review of Journals and Articles
Hirtle and Lopez (1999), examine the usefulness of the past CAMEL rating in assessing banks current conditions. They find that, condition on current public information, the private supervisory information contained in the past CAMEL rating provides further insight in to bank current conditions as summarized by current CAMEL ratings. The authors find that, over the period from 1989 to 1995 the private supervisory information during the last on-site exam remains useful with respect to the current condition of the bank for up to 6 to 12 quarters. The overall conclusion drawn from academic studies is that private supervisory information, as summarized by CAMELS rating, is clearly useful in the supervisory monitoring of bank conditions.
Dziobek, Hobbs and Marston (2000), analyze the determinants of bank liquidity defined as the degree to which FIs is able to meet its obligations under normal business condition. Volatility in the depositors and creditor base depends on the type of depositors, insurance coverage and maturity; banks that rely on a narrow or highly volatile funding base are more prone to liquidity squeezes. Household deposits are typically more stable than, for instance, the deposit of institutional investors or corporate entities. Deposit concentration (i.e. fewer, larger size deposits) can also be indicative of volatility. Deposit insurance increase the stability of the deposits it covers, with the important caveat front, foreign financing for instance through commercial credit lines and deposits of nonresidents (either in foreign or domestic currency) can become highly volatile in situations of distress and make the financial system vulnerable to external shocks or adverse developments in the domestic economy. As regards instrument maturity, the longer the time before the liability matures ( in terms of remaining maturity), the more stable is the funding, however, in countries where banks are required to meet early withdrawal requests with only minor penalties, maturity may be less relevant to determining funding stability.
Derviz and Podpiera (2004) based their assessment of commercial banking performance on bank ratings and studied with respect to detecting situations with the potential for adverse development towards failure and owing to the costly nature of frequent supervisory examinations. In this paper they studied model of rating downgrades and consider a specific set of indicators that are suitable as determinants of banks rating. The conclusion about the predictors of obtain from the analysis of downgrades are applicable in relatively stable banking sector situations. Banks experiencing minor liquidity trouble might raise their interest rates on deposits, but a regulator would have a hard time distinguishing which bank has increased its deposit rate of liquidity problems and which has done so owing to an increase in its deposit rate because of liquidity problems which has done so owing to an increase in its cost of funds caused by some other factor. Therefore in their approach the cost of funds one of the plausible downgrade indicators was used in the form of the banks “credit spread”. In addition to credit spread, they tested the inclusion of the value at risk (VAR) indicator in the form of total assets VAR, as they believed that this type of indicator might play an important role in determining the level of rating due to its easy computability and data availability to the public. They focused on the capital, assets, management, earning, liquidity, market risk based composite CAMELS rating and the standard and poor’s ratings. The choice of their sample was determined by the fact that cross section data is probably less appropriate given the specific character of the relatively small banking market in the Czech Republic. The three chosen banks Ceska Sporirelna (CS), Komerni Banka (KB), and Ceskoslovenska Obchodni Banka (CSOB), cover a dominant portion of the market, the rest being occupied by small narrowly specialized banks or foreign bank branches. Therefore, they used panel data with three banks and their financial indicators to analyze the change in the CAMELS and S&P ratings. They found that the reliable predictors of a banks S&P rating are credit spread, capital adequacy, and the total loans to total assets ratio. In the case of the CAMELS rating does not yield itself easily to predictions within any horizon with the studies technique. On the contrary, the S&P rating can be relatively precisely predicted one month in advance.
Baral (2005) has conducted a research and published his paper in the journal of Nepalese business studies. “On Health Check-up” published his paper abstract in the journal of Nepalese business Studies (Volume II No.1, December 2005) of commercial bank in the framework off CAMEL, a case study of joint venture banks in Nepal. The paper examines the financial health of joint venture banks in the CAMEL framework for a period ranging from fiscal year 2001 to 2004. Three joint venture commercial bank of Nepal were randomly selected for the study. The study was based on historical data disclosed by annual reports of commercial banks. It has covered four fiscal years data for the purpose of study. The study was based totally on the CAMEL framework.
Ridwan Nurazi and Michael Evans (2005), Published an article on “An Indonesian Study of the Use of CAMEL(S) Ratios as Predictors of Bank Failure” This study investigates whether CAMEL(S) ratios can be used to predict bank failure. Based on the literature Review, the study used 13 variables representing CAMEL ratios, one representing sensitivity to market risk, and one representing bank size. Most of the analysis was done using multivariate logistic regression since it is more flexible and relatively free of restrictions. To evaluate for consistency, multiple discriminate analysis was also carried out. The results found that logistic regression in tandem with multiple discriminate analyses could function as an early warning system for identifying bank failure and as a complements to one size examination. The results suggest that the variables ECTA (adequacy ratio), RORA (assets quality), ROA (Management), OEOI (Earnings), CBDT(Liquidity), and LGBS(Bank size) are statistically significant in explaining bank failure. Therefore, stakeholders should focus on these variables to identify and solve banking problems. 
 Cole and Gunther (2008) in their article “A CAMEL Rating’s Shelf Life” have stated that under more stable financial conditions, CAMEL rating typically remains accurate for relatively long periods. Also, off-site monitoring systems depend on the integrity of data, which can be enhanced through regular periodic exams. Moreover, the examination process and the CAMEL ratings it generates have numerous important uses, many of which are quite distinct from the relatively narrow application of off-site monitoring systems for the identification of bank failures. The CAMEL ratings can change only when financial conditions change appreciably, as was the case during the particularly volatile time period.
Generally speaking, CAMEL ratings are designed to reflect a bank’s financial condition, its compliance with laws and regulatory policies, and the quality of its management and systems of internal control. Only through comprehensive, on site exams can regulators determine whether a bank’s management is operating the institutions in accordance with the laws and regulations designed to promote safety and soundness. Moreover, the complex financial reviews that accompany an exam, together with the associated dialog between examiners and bank management, are necessary to assess accurately a bank’s credit quality and overall financial posture. Given the multiple dimensions and uses of CAMEL ratings, it would be exceedingly difficult to construct a single comprehensive metric of their information content.
Atikogullari (2009), in this article, “An Analysis of the Northern Cyprus Banking Sector in the post-2001 Period through the CAMELS Approach”, has analyzed the TRNC banking sector in the post-2001 period to assess the performance of the sector after the TRNC banking crisis of 2000-2001 through the CAMELS approach. According to this approach, the balance sheets of the top five banks with the largest asset size have been analyzed in terms of capital adequacy, asset and management quality, earning ability, liquidity and assets size. As a result of this analysis, a number of conclusions have been obtained.
Sangmi and Nazir (2010), Published an article on “Analyzing Financial Performance of Commercial Banks in India: Application of CAMEL Model” the study focused an effort has been made to evaluate the financial performance of the two major banks operating in northern India. This evaluation has been done by using CAMEL Parameters, the latest model of financial analysis. Through this model it is highlighted that the position of the banks under study is sound and satisfactory so far as their capital adequacy, assets quality, Management capability and liquidity is concerned.
Jaffar,M and Manarvi,I (2011), Published an article on “Performance Comparison of Islamic and Conventional Banks in Pakistan” The study examined and compared the performance of Islamic and Conventional  banks operating  inside Pakistan during 2005 to 2009 analyzing CAMEL test standard factors such as capital adequacy, assets quality, management quality, earning ability and liquidity position. The financial data for the study was mined from the banks financial statements existing on state bank of Pakistan website. A sample of 5 Islamic Banks and 5 Conventional banks were selected to measure and compare their performance. Each year the average ratios were considered, because some of the young Islamic banks in the sample do not have 5 years of financial data. CAMEL test which is a standard test to check the health of financial institutions was used to determine the performance of Islamic and Conventional banks. The study found that Islamic banks performed better in possessing adequate capital and better liquidity position while conventional banks pioneered in management quality and earning ability. Assets quality for both modes of banking was almost the same, conventional banks recorded slightly smaller loan loss ratio showing improved loan recovery policy whereas, UNCOL ratio analysis showed a nominal better performance for Islamic banks.


2.3.2 	Review of Thesis
Prior to this, several thesis works have been conducted by various researchers regarding different aspects of commercial banks like financial performance, capital structure, investment policy, interest rate structure and resources mobilization. Some of researcher works are relevant for these studies are reviewed over here.
Poudel (2002), has conducted a research study on “Financial Performance Analysis of EBL” has focused with the objectives as to examine the financial statement of the bank and analyze them to see the financial soundness of the bank to observe the return over the equity to highlight the relationship between different variables. The research provides suggestions and recommendation for the improvement of the future performance of EBL based on the findings of the analysis.
The study is found that the liquidity position of the bank to meet the daily cash requirement is sound. There is strong position regarding the mobilization of total deposit on loan and advances, normal position and decreasing trend of regarding the mobilization of total deposit as investment and bank has average position towards the utilization of working fund. Analysis of EPS reveals that the bank has very good increasing trend regarding EPS even through first two years shows the negative figure. The trend analysis of deposit, net profit, loan and advances and EPS shows the increasing trend even though the value shows in the beginning of studying period.
Ghimire (2003), conducted research work on “A comparative case study of the Financial Performance of Commercial banks between NBBL, HBL and EBL”. To observe the ability to mobilize the resources in to investment, ability to maintain and manage liquidity, assets, capital, structure, efficiency, productive and financial risk.
The research objectives were to highlight financial performance to analyze and evaluate liquidity, profitability, leverage, activity, trend and growth of loans, investment and total deposit pattern of these banks and finally recommended suggestions for improvement. The research design was descriptive and analytical where both financial and statistical tools we used to analyze the data. The study was from 1996/97 to 2000/01. It includes that current ratio of all the banks was below the normal standard even comparatively better in EBL.
Shrestha (2003), has conducted a research study on “Capital adequacy Norms for Commercial Banks and its impact of Bank of Kathmandu and Himalayan Bank Ltd”. The main objective of the study was to evaluate that BOK and HBL are found to be successful to comply with requirement of capital adequacy norms. The CD ratio of HBL is very much low which needs to be improved immediately and CD ratio of BOK is satisfactory. Although, the banks are successful to meet the capital adequacy requirement as per NRB directive.
Bhandari (2006) has conducted a research study on “Financial Performance Analysis of Himalayan Bank Limited in the Framework of CAMEL”. The main objective of the study was to analyze the financial performance of Himalayan Bank Limited through CAMEL framework. He had used secondary data for the period of six years from 1999 to 2004. The study revealed the adequate capital of the bank. The non performing loan was in decreasing trend, which shows the improvement of the bank. The bank is still better with return which is proved by its better RO; however it is in decreasing trend. The decreasing trend of net interest margin shows management slack monitoring over the banks earning assets. The liquid fund to total deposit ratio is above the industrial average ratio. NRB balance and cash in vault to total deposit ratios are below the industrial average ratio during the study period.
Sharma (2007) has conducted a research study on “Financial Performance Analysis of Nepal SBI Bank Ltd. In the framework of CAMEL.” The main objective of the study to analyze the financial performance of Nepal SBI bank Ltd.   Through CAMEL framework, the study was based on secondary data covering the six years from 2001 to 2006. The researcher conducts the financial tools to analyze the six years data. He concluded that SBI bank Ltd. was well capitalized and complying with directives of NRB. The banks has maintained satisfactory level of past due loan on total loan except 2001. Earning per employees of the bank was found quite high. Net interest margin of the bank was found satisfactory. Further the liquidity position of the bank was found sound.
Poudel (2007) has conducted a research study on “A Study on Comparative analysis of financial performance between Himalayan Bank and Standard Chartered Bank” was provided comparative financial performance of SCBNL and HBL only five fiscal years financial performance beginning from 2002 to 2007 were analyzed. In this study financial and statistical tools were used to evaluate the performance of banks. In financial tools liquidity, activity, profitability, structural and income and expenditure ratios. Further, the researcher used the method of least square to find out the trend of different financial indicators he found that the performance of SCBNL is better than that of HBL.
Bhusal (2008)  has conducted a research study on “Financial Performance Analysis of Commercial Banks in Nepal the Frame Work of CAMEL (A Comparative Study of Kumari Bank and Machhapuchhre Bank”, with the fundamental objective of analyze and compare the financial performance of KBL and MBL in the Framework of CAMEL from 2058/59 to 2062/63. With the help of both secondary data as well as primary data, she conducted her study by applying some financial and statistical tools and techniques. Her study shows both banks are maintaining CAR as per the rule of NRB and the trend of CAR is decreasing.  Both banks are much satisfactory level in the case of assets management. Increasing profit of both banks shows the good sign but it is not enough to meet benchmark set by the World Bank. In the case of liquidity both banks are not properly maintaining the rule of NRB. In her overall analysis there is tough competition between KBL and MBL both are in the phase of improvement.
Gurung (2009) “Financial Performance Analysis of Domestic Private Commercial Banks in Nepal in the Framework of CAMEL.”The main objective of the study is to evaluate the performance of selected domestic private banks in Nepal in the framework of CAMEL during the period 2001/02 to 2006 /07.The financial data extracted from annual report and other relevant documents are analyzed and interpreted to get valuable insights into a firms performance and position. In this study, different indicators of each component of CAMEL are calculated in the form of financial ratios. The financial ratio obtained are compared with Nepal Rastra bank standard, industrial average and trend of the ratio are analyzed to know where the bank’s position has been improving or deteriorating overtime.
Maharjan (2009) has conducted a research study on “A comparative study of financial performance of SCBNL, NABIL and NIBL”. The main objective of the study to analyze the financial performance of three sample banks. The major findings of the study he shows that SCBNL found to be comparatively better than NABIL and NIB, because NABIL and NIBL have aggressive working policy from the liquidity point of view .All sample banks are comparatively successful in assets management. Among sample bank NABIL found to be comparatively best in mobilizing its assets and deposits in profitable sectors in form of loan and advances, investment in government securities. Form the profitability point of view, SCBNL found to better among the sample banks because it pay lower interest rate for debt fund and earn higher interest by mobilizing it deposits and assets to different productive and profitable sectors. The capital base of bank is strong in NIBL, since it has higher capital adequacy ratio. NIBL also has more assets from its shareholders fund which shows they are strong from point of view shareholders fund.
Tiwari (2010) has conducted a research, financial performance analysis of Pokhara finance company limited in the framework of CAMELS. The objective of this study was to examine capital adequacy of POFIL. The study has covered the period of five fiscal year i.e. 2061/062 to 2065/066. This study will contribute significantly to solve the problem existing in the financial institution and to formulate the policy and strategies to maintain activities effectively. The study has analyze the level, trend of assets composition, risk weighted assets and quality of loan and loan provision mix. It evaluates the condition of POFIL's state on managing their expenses with respect to revenue & the level, trend and stability of POFIL's earnings. The study has assets the liquidity position and assess sensitivity of POFIL's earnings to interest rate risks.  
Dhungel (2011) has conducted a research, "A comparative analysis of financial performance of Nepal SBI Bank and MBL in framework of CAMELs." The objective of the study was to examine the capital adequacy of banks, to assess the quality of bank's assets, to analyze the efficiency of the bank's management to evaluate the earning performance of the ban and to find out liquidity position of the bank and to assess sensitivity of both banks earning to interest rate risk. This study is comparative financial performance of joint venture bank & domestic private commercial bank where sample is taken as NSBL and MBL which help to know the capacity difference of joint venture and domestic private banks. This study is also done an framework of CAMELS which help to know the existing problems of banks and give recommendation for their sound financial health. This research would help the managers to evaluate the performance of their banks. 
2.4	Research Gap
Research is the process of searching again and again to get the fact over the problem or issue. Various studies have been conducted on financial performance analysis of commercial banks. The previous studies mainly focused on liquidity, profitability and leverage of the commercial banks. In the context of Nepalese banking environment, there are academic researchers found conducted in the frame work of CAMEL and few researchers are found about Financial performance analysis in the framework of CAMEL. But not found this study has been made about financial performance analysis of Machhapuchhre Bank ltd in the framework of CAMEL. So, this research is conducted to know actual financial performance of Machhapuchhre Bank limited in framework of CAMEL. Therefore, financial performance analysis of commercial banks was added new dimension toward banking function of commercial banks.

CHAPTER III
RESEARCH METHODOLOGY

3.1	Introduction
Research is not find out to gain knowledge about a phenomenon. Here, "re" means repeatedly or again and again, "search" says to investigate or to find. thus, combine researching repeatedly is called research, which includes searching new facts, knowledge principles and theories in scientific way. Likewise, research needs various methodologies, tools, techniques etc.
Methodology is the research method used to test the hypothesis. Research methodology is a systematic way to solve the research problems. It describes the method and process applied in the entire aspects of the study. It refers to the various sequential steps (along with a rational of each step) to be adopted by a researcher in studying a problem with certain objectives in view.
Thus the overall approach to the research is presented in this chapter. This chapter contains the research design, population and sample size, sample selection procedure, data collection procedure, data processing, use of tools and techniques etc.
3.2	Research Design
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. The structure of the research is more specific. It is the outline, the scheme, the paradigm of the diagrams that outline the variables and their relation and juxtaposition we build structural schemes for accomplishing operational research purposes. Strategy as used here is also more specific than plan. In other words, strategy implies how the research objectives was reaches and how the problem encountered in the research should be tackled.
So, Research design is an overall plan or framework for the collection and analysis of data. It provides the framework "for the study" guidelines, "for the collection and analysis of data." This research study attempts to analyze the financial performance of Machhapuchare banks by using CAMEL rating analysis. Thus, to fulfill the objective of the study, both primary as well as secondary data are used. Furthermore, within a case study descriptive as well as analytical and quantitative approaches are used to examine the financial performance of the Machhapuchhre banks.
3.3	Population and Sample
The population refers to the organizing of the same nature on its services and product in general and for this study all thirty three commercial banks including three governments owned commercial banks operating in the Nepal are the total population. To fulfill objective of the study and being a case study of a single unit, MBL is selected as sample for this study. For the sampling purpose, convenience sampling method is used.
3.4	Source of Data
This research study is basically based on secondary data. The required data for the study is collected in following ways:
1. Library research study.
2. Internet, home pages and related links visit.
3. Directives of NRB.
4. Annual report of the Machhapuchhre Bank Limited.
5. The other sources was articles, previous study on related topic, published articles of different authors and Journals.
3.5	Data Collection Procedure
Basically, the study is based on secondary data. The annual reports and other information of MBL covering different fiscal years and website of the bank, NRB directive, banking and financial statistics and other publication will be collected from, literature reviews are collected from the Western Regional Library Pokhara and Central Library T.U.
3.6	Data Processing
The collection of data has processed manually as well as by using computer programmes like Ms Word, Ms Excel processed data has been shown in tabular and chart form.
3.7	Data Analysis Tools
The data collected from different sources are recorded systematically as necessary. Only useful and related data are grouped as per need of the research work. Data are presented in appropriate forms of tables; graphs and charts for analysis of appropriate mathematical, financial as well as statistical tools are used. Some of them are:
3.7.1	Financial Tools
The financial analysis tools are used to determine the financial performance of the banks in the framework of CAMEL components. These ratios are categorized in accordance of the CAMEL components. Following categories of key ratio are used to analyze the relevant components in term of CAMEL. Analysis of data ratio analysis is the best tool. It is very simple analyzing tools under which ratios are taken to express the relation between two or more data. Through ratio analysis we can establish the relationship among the data and research into conclusion. Under ratio analysis following ratio related to bank are analyzed.
3.7.1.1 Capital Adequacy
A)	Core Capital Adequacy ratio: Core capital adequacy ratio shows the relationship between the total core capital and or internal sources and total risk adjusted assets.
	It is used to measure the adequacy of core capital and financial soundness from very close angle. It is calculated by using following model.
	Core Capital Adequacy Ratio (CCAR) =×100
Where, 
	Core Capital =Paid up capital + Share premium + non-redeemable preference share + general reserve + cumulative profit-goodwill if any
B)	Supplementary capital adequacy ratio is the expression of numerical relationship between supplementary capital and total risk adjusted assets. Furthermore, it shows the absolute contribution of supplementary capital in capital adequacy. The ratio is used to analyze the supplementary capital adequacy and determined by using the following model.
 Supplementary Capital Adequacy Ratio (SCAR) = ×100
Where,
Supplementary Capital = Loan loss provision + exchange equalization reserve + assets revaluation reserve + hybrid capital instrument + unsecured subordinate term debt + interest rate fluctuation fund + other free services.
C)	Total Capital Adequacy Ration
	adequacy ratio is a measure of the amount to bank capitals as a percentage of its risk weighted credit exposure. Nepal Rastra Bank (NRB) which recommends minimum CAR of 11% and 5.5% of Core Capital Ratio (CCR).
	Capital Adequacy Ratio (CAR) = ×100
	(Minimum requirement as per NRB Directives is 11%)
Where,
Total Capital Fund = Core Capital +Supplementary Capital
Total Risk Adjusted Assets = On – Balance sheet risk adjusted assets + off –Balance Sheet Risk adjusted Assets.
3.7.1.2 Assets Quality	
Commercial Banks collect fund in the form of capital, deposit etc. It mobilizes these funds to generate certain returns by giving loans to the users of money to invest in various alternatives. A significant part of the banks income is through its lending activities. There are basically two types of loans and advances
1. Performing Loan
Loans on which payments of interest and principal are less than 90 days past due called performing loan.
2. Non-Performing Loan
A loan is non-performing when payments of interest and principal are past due by 90 days or more, or at least 90 days of interest payments have been capitalized, refinanced or delayed by agreement, or payments are less than 90 days overdue, but there are other good reasons to doubt that payments will be made in full.
· 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. Those are classified as nonperforming loan.
· Doubtful Loan
All loans and advances that are past due for a period of 6 months to one year, shall be included in this category. Those are non performing loan.
· Bad/Pass Loan
All loans and advances, which are past due for a period of 6 months to one year, shall be included in this category. Those are non performing Loan.


Table : 3.1
Non-Performing Loan
	Classification of Loan
	Provision Required

	Good
	1%

	Sub Standard
	25%

	Doubtful
	50%

	Bad loans
	100%


Source: NRB Directive, 2005
	Non Performing Loan Ratio =×100
Where, 
Total Non-Performing Loan (NPL) = Sub standard loan+ Doubtful Loan + Loan 
Total Loan and Advances = Total Performing Loan + Total Non-Performing Loan
Loan Loss Coverage Ratio = × 100
Where, 
Total Loan Loss (LLP) = Provision on (Pass Loan + Restructured Loan + Sub standard + Loan + Doubtful Loan
Total Loan & Advance = Total Performing Loan & Total Non-Performing Loan
3.7.1.3 Management Quality
a)	Total Expenses to Total Income Ratio
The total expenses to total income ratio is the expression of numerical relationship between total expenses and total income ratio of the company. It measures the proportion of total expenses in total revenues. A high of increasing ratio of expenses to total revenues can indicate that financial institutions may not be operating efficiently. This can be, but is not necessarily due to management due to management deficiencies. In any cases it is likely to negatively affect profitability (IMF, 2000). Following is the expression of total expenses to total revenue ratio.
Total expenses to total income ratio= × 100		
b)	Earning per employee
Earning per employee is the numerical relationship between net profits after tax to total number of employee. Low or decreasing earnings per employee can reflect inefficiencies as a result of overstaffing, with similar repercussions in terms of profitability (IMF, 2000). It is calculated by using the following formula.
Earning Per employee =× 100		
3.7.1.4 Earning Quality
Earning means excess of revenue over cost, so excess revenue earned by any organization in the course of operation is known as profit. It is the ultimate result of any business. Generally, if the earning is good then that business is running well. Similarly the aggregate performance of the bank reflects from its earning. Earning is the ultimate result of any business. Generally, higher earnings reflect better financial position. Similarly the aggregate performance of the bank reflects from its earnings.
Earnings per Share (EPS) =	× 100	
Return on equity (ROE) =	×100	
Return on Assets (ROA) =	× 100	
3.7.1.5 Liquidity
Liquidity is the state of owing things of value that can easily be exchanged for cash. Liquidity is the term which denotes the ability of an organization to meet its financial obligation or debts in cash in time. Such an organization has assets which can be converted into cash and without any loss at their conversion through the maintenance of certain reserves and provision. Liquidity reflects the term financial strength of the banks. Banks does not provide all its deposit at loans and advances, but certain percentage is kept as liquidity in the bank itself or elsewhere.
Basically bank measures liquidity through three methods. They are as follow:
· NRB Balance to Total Deposits Ratio 
NRB balance to total deposits ratio is the expression of numerical relationship between NRB balance and total deposits of bank. It measures the proportion of NRB Balance in total deposits. It shows whether a bank is holding the balance as required by Nepal Rastra Bank. It is calculated by using following formula. 

NRB Balance to Total Deposits Ratio 
	= × 100
· Cash and Bank Balance Ratio (CBR)
The ratio measures the bank ability to meet immediate obligation. So, balance should maintain in order to meet their paying obligation. Further, this ratio is employed to measures whether bank's cash balance is sufficient to cover unexpected demand made by the depositors. It is calculated as follows:

Cash & Bank Balance Ratio = ×100	

· Investment in Government Security Ratio (IGSR)
Government securities are known as risk free assets, which is easily converted into cash to meet the short term obligation. That's why every commercial bank has to invest their certain amount in government securities. This ratio calculated as follows:
     Investment in Government Security Ratio = × 100	
3.7.2	Statistical Tools
1.	Arithmetic Mean (
 (
n
)Arithmetic Mean or simply a mean of a set observation the sum of the entire observation divided by number of observation. It is also known as the arithmetic mean average. It is the sum of total value if divided by number. It is calculated as:
 (
i=1
)Mean (X)= 
Where,
Xi= Value of Variable i
N= Number of Items

2.	Standard Deviation (
Standard Deviation is defined as the positive square root of the mean of the square of deviations taken from the arithmetic mean. The standard deviation is the absolute 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. It is calculated as follow:
 (
n
) (
i=1
)Standard Deviation (
Coefficient of Variation (CV)
The coefficient of dispersion based on standard deviation multiply by 100 is known as the coefficient of variation (CV). It is independent of unit. So, two distributions can bitterly be compared with the help of CV for their variability. Less the C.V. less will be the uniformity, consistency. It is calculated as:
Coefficient of Variation (C.V) =  ×100


	
	
CHAPTER -IV
DATA PRESENTATION AND ANALYSIS

This chapter deals with presentation and analysis of data collected from different sources and annual reports of the bank. The raw data Collected has been organized and processed using various tools. In this chapter data and information are presented and analyzed using different financial tools in order to achieve the objectives of the study. In data presentation and analysis, the study is focused on CAMEL Components. (Capital Adequacy, Asset Quality, Management Quality, Earning Quality and liquidity)
4.1 	Capital Adequacy Ratio
Capital adequacy is a measurement of the institution to determine if solvency can be maintained due to risks that have been incurred as a courses of business. Capital Adequacy component analysis of MBL is made based on the regulation and standard ascertain by NRB as to maintain minimum risk based core and total capital standard and maximum risk based supplementary capital standard . Capital adequacy determines how well banks can manage with stocks to their balance sheets. For the purpose of capital adequacy measurement, bank capital is divided in to Tier I (Core/Primary) capital and Tier II (Supplementary) capital. Risk based capital ratio, Core Capital adequacy ratio, and supplementary capital ratio, past due loans/total loans, total loans to single borrower/ total loans, total loans to a single borrower / core capital and actual provisioning to require provisioning are the ratios used to analyze the capital adequacy ratio. Commercial bank should have adequate capital to support its risks assets in accordance with the risk –weighted capital ratio framework. Adequacy and inadequacy of bank capital directly affects the banking transaction. The adequacy of bank capital is the most important aspect of a bank. If there is inadequacy of capital, the bank should take step for the adequacy of capital as per legal requirement because its financial health cannot be regarded capable and healthy without having sound adequate capital.
1) Core Capital Adequacy Ratios
Core (Tier 1) Capital means the primary capital of a finance company. Core Capital includes the paid up equity capital, share premium, dividend equalization fund, capital adjustment reserve, on-redeemable performance share, general reserve, accumulated profit and loss amount and good will deductible if any. CCAR measure the adequacy of internal sources of shareholders fund to support the financial activities. It reflects the financial strength and soundness of a company. 
Table : 4.1
Core Capital Adequacy Ratio (CCAR)
	Fiscal year
	2062/063
	2063/064
	2064/065
	2065/066
	2066/067
	Mean 
	S.D 
	CV

	Core capital (in million)
	911.543
	982.577
	1142.970
	1676.865
	
	1750.353
	-
	-
	-

	RWA (in  million)
	7631.998
	9200.656
	10417.064
	15298.217
	17609.185
	-
	-
	-

	Core capital Adequacy Ratio (%)
	11.94
	10.68
	10.97
	10.96
	9.94
	10.9
	0.642
	5.89

	NRB Standard (%)
	5.5
	5.5
	5.5
	6
	6
	-
	-
	-

	Excess/Short
	6.44
	5.18
	5.47
	4.96
	3.94
	-
	-
	-


Source: Annual Reports of MBL


Figure : 4.1 
Comparing Core Capital Adequacy Ratio with NRB Standard 

The above table and Figure 4.1 shows CCAR of MBL for the study period 11.94%,10.68%,10.97%,10.96% and 9.94%. The table also show the NRB standard required to be maintained by the MBL as 5.5% in 2062/063, 2063/064,2064/065 and 6%  in 2065/066,2066/067. From the table it can be seen that the CCAR maintained by MBL is greater than NRB standards for the study period. The core capital adequacy ratio of MBL was maximum with 11.94% in FY 2062/063 and minimum with 9.94% in FY 2066/067 with the average ratio of 10.9%. The standard deviation of core capital adequacy ratio is 0.64 and coefficient of variation 5.89%. Thus it is clear that the core capital adequacy ratio of MBL is above the NRB standards during the study period. The core capital adequacy ratio of MBL is decreasing in FY 2063/064, than increasing in FY 2064/065 than after decreasing in FY 2065/066 and 2066/067.
2)	Supplementary Capital Adequacy Ratio
Supplementary (Tier 2) capital is another component of commercial banks. Supplementary capital means the amount of capital that are transferred in free reserve and collected by using the hybrid capital instrument, general loan loss provision, exchange equalization reserve, assets revaluation reserve, sub-ordinate term debt and other free reserve (Baral, 2005: p.43).NRB has set standard of supplementary capital ratio to be maintained by the commercial banks as not more than the core capital of the bank. Supplementary capital less than core capital or NRB standard is better for the bank.
Table : 4.2
Supplementary Capital Adequacy Ratio (SCAR)
	Fiscal year
	2062/063
	2063/064
	2064/065
	2065/066
	2066/067
	Mean 
	S.D 
	CV

	Supplementary Capital (in million)
	64.524
	119.149
	136.826
	135.004
	229.202
	-
	-
	-

	RWA (in million)
	7631.998
	9200.656
	10417.064
	15298.217
	17609.185
	-
	-
	-

	Supplementary Capital Adequacy Ratio (%)
	0.85
	1.30
	1.31
	0.88
	1.30
	1.13
	0.220
	19.47

	NRB Standard (not more than core capital adequacy ratio)
	11.94
	10.68
	10.97
	10.96
	9.94
	-
	-
	-

	Excess/ Short (%)
	-11.09
	-9.38
	-9.66
	-10.08
	-8.64
	-
	-
	-


Source: Annual Reports of MBL



Figure : 4.2
Comparing Supplementary Capital Adequacy Ratio with NRB Standard 

The above table and figure 4.2 shows SCAR of MBL for the study period 0.85%, 1.30%, 1.31%, 0.88% and 1.30%. The Supplementary capital ratio of MBL is range from minimum of 0.85% in FY 2062/063 to maximum of 1.31% in FY 2064/065 over the study period. The average ratio of supplementary capital adequacy ratio is 1.15% standard deviation is 0.22 and coefficient of variation (CV) is 19.47%. However, the supplementary capital ratio of MBL is within boundary of NRB standard over the study period. Thus, it is clear that the Supplementary capital ratio of the MBL is increasing tendency up to FY 2064/065 and decreased in FY 2065/066 and thereafter ratio is increased in FY 2066/067. 
3)	Total Capital Adequacy Ratio
Total capital fund means the amount invested by shareholders, creditors and the amount collects from the various free reserve maintained in the company. Capital fund include the amount of core capital and supplementary capital. Strong capital base is the pre-requisite for the safety and soundness of any company (Baral, 2005: 43).Capital adequacy ratio above the NRB standard indicates adequacy of capital and signifies higher security to depositors, higher internal source and higher ability to cushion operational and unanticipated losses.
Table : 4.3
Capital Adequacy Ratio
	Fiscal year
	2062/063
	2063/064
	2064/065
	2065/066
	2066/067
	Mean 
	S.D 
	CV

	Total Capital 
(in million)
	976.067
	1101.726
	1279.796
	1811.869
	1979.554
	-
	-
	-

	RWA (in million)
	7631.998
	9200.656
	10417.064
	15298.217
	17609.185
	-
	-
	-

	Capital Adequacy Ratio (%)
	12.79
	11.97
	12.29
	11.84
	11.25
	12.03
	0.51
	4.24

	NRB Standard (%)
	11
	11
	11
	10
	10
	-
	-
	-

	Capital Adequacy Ratio  Excess/ Short %)
	1.79
	0.97
	1.29
	1.84
	1.25
	-
	-
	-


Source: Annual Reports of MBL
Figure : 4.3
Comparing Capital Adequacy Ratio with NRB Standard 

The above table and figure 4.3 shows TCAR of MBL for the study period 12.79%, 11.97%, 12.29%, 11.84% and 11.25%. The NRB standard on the Total Capital adequacy Ratio for the commercial banks is 11% for the study period. The data reveals that the ratio maintained by selected MBL  is more than the NRB standards. The total capital adequacy ratio of MBL was maximum with 12.79% in FY 2062/063 and minimum with 11.25% in FY 2066/067 over the study period. The ratios are fluctuating trend over the years. The average ratio of capital adequacy ratio is 12.03%, standard deviation is 0.51 and coefficient of variation (CV).
4.2 	Assets Quality
Asset quality is one of the most important factors which measure low effective an institution is at lending money to people who are willing and able to pay it back. Loans and advances normally dominate the asset side of balance sheet of the banks. Similarly earning from such loans and advances occupy a major space in income statement of the bank. Hence asset is the critical factor in determining the strength of any bank. Primary factors that can be considered are the quality of loan portfolio, mix of risk assets and credit administration system. The quality of assets are measured in terms of ratio of past due loans to total loans and loan classified as substandard /doubtful/ loss to total loans. Provisions made for NPAS and loan provided to single borrower are also the measuring rods used to analyze the assets quality of the bank.
4.2.1  Non- Performing Loan Ratio
The loan and advances usually represent the single largest assets category for most finance institution. Loan is a risky assets. Each firm make its decision as to how deposited fund should be allocated, and these decisions determine its level of credit (default) risk. Risk of non-repayment of loan is known as credit risk. If the borrowers fails to pay the interest or principal within the time frame, the performing loan turns into non-performing loan. The non-performing loans measure the proportion of non-performing loan in total loan and advance. A loan is non- performing when payments of interest and principal are past due by 90 days or more, or at least 90 days of interest payments have been capitalized, refinanced or delayed by agreement, or payments are less than 90 days overdue, but there are other good reasons to doubt that payments will be made in full. Lower ratio shows the better proportion of performing loan and risk of default and vice-versa. An internationally recognized non-performing loan benchmark is 5% (IMF, 2000). 
Table : 4.4
Non Performing Loan Ratio
	Fiscal year
	2062/063
	2063/064
	2064/065
	2065/066
	2066/067
	Mean 
	S.D 
	CV

	Total non-performing loan (in million)
	16.92
	85.17
	92.9
	342.85
	287.73

	-
	-
	-

	Total Loan and Advances    (in million)
	6146.6
	7319.9
	8963.9
	12984.3
	14973.3
	-
	-
	-

	 Ratio of non -performing loan (%)
	0.28
	1.16
	1.04
	2.64
	1.92
	1.408
	0.8063
	57.26


Source: Annual Reports of MBL
Figure : 4.4 
Non-Performing Loan Ratio 

The above table and figure 4.4 shows NPLR of MBL for the study period 0.28%, 1.16%, 1.04%, 2.64% and 1.92% in FY 2062/063 to FY 2066/067 respectively. The Non-performing loan ratio of the MBL is maximum in FY 2065/066 with 2.64% and minimum in FY 2062/063 with 0.28% with the average ratio is 1.408%, standard deviation is 0.806 and coefficient of variation is 57.26%. The ratio of MBL are fluctuating over the study period. The ratios are below the international standard i.e. 5%. It shows the efficient credit management. It means the bank has low credit risk. It reflects the good performance of bank. 
4.2.2 Loan Loss Coverage Ratio
The loan loss coverage ratio shows how efficiently the company manages its loan and advance and make effort for the  loan recovery more delay the company gets to collect the loan, more provision has to make and the ratio will be higher. This will lead to low earning and high losses in the company. The non –performing loan to total loan and advances measures the risk on the total loan and thus represents the quality of the assets the bank is carrying on. Higher the ratio indicates higher risk on the assets and vice-versa. The loan loss provisioning ratio indicates adequacy of allowance for loan and trend in the collection of loan and the performance in loan portfolio. The ratio of the selected banks for five years period is presented in the table below. 
Table : 4.5
Loan Loss Coverage Ratio
	Fiscal year
	2062/063
	2063/064
	2064/065
	2065/066
	2066/067
	Mean 
	S.D 
	CV

	Loan loss provision (in million)
	77.40
	229.30
	263.70
	517.30
	847.8
	-
	-
	-

	Total Loan and Advances    (in million)
	6146.6
	7319.9
	8963.9
	12984.3
	14973.3
	-
	-
	-

	 Loan Loss Ratio (%)
	1.26
	3.13
	2.94
	3.98
	5.66
	3.4
	1.44
	42.35


Source: Annual Reports of MBL
Figure : 4.5
Loan Loss Coverage Ratio 

The above table and figure 4.5 shows loan loss coverage ratio of MBL is 1.26%, 3.13%, 2.94%, 3.98% and 5.66% in FY 2062/063 to FY 2066/067 respectively. The loan loss coverage ratio of MBL was maximum with 5.66% in FY 2066/067 and minimum with 1.26% in FY 2062/063 over the study period. It reveals that the ratios are fluctuating over the study period. The mean average of loan loss coverage ratio is 3.4%, standard deviation is 1.44 and coefficient of variation is 42.35% 
4.3 	Management Quality
While the other factors can be quantified fairly easily from current financial statements, management quality being subjective is difficult to quantify. There is one measure that is relevant to management is the ratio of total expenses to total revenue. Another measure that is also relevant to management is the ratio of earning per employee is used as a proxy of management quality.
4.3.1 	Total Expenses to Total Revenue Ratio
The ratio of total expenses to total revenue is used as a proxy measure of the management quality. A high level of expenditure in unproductive activities may reflect an inefficient management. A high or increasing ratio of expenses to total income indicates inefficient operation of the company which may negatively affect profitability of the company. This ratio is calculated by dividing the total expenses by total revenues. Commercial bank’s earning originate from interest on loans and advances, investments, commissions and discounts, Foreign Exchange Rate, gains and other miscellaneous income. Conversely, it expends on, Depositors’ interest, Staff Salary, Provident Fund, Allowances and   other operating expenses like rent, water and electricity, fuel expenses, audit fee expenses, management expenses, depreciation, miscellaneous expenses and all other expenses directly related to the operation of bank. Expenses such as loss on sale of assets, write off expenses, losses shortage, written off, provision for income tax are non operating expenses.
Table : 4.6
Total Expenses to Total Revenue Ratio
	Fiscal year
	2062/063
	2063/064
	2064/065
	2065/066
	2066/067
	Mean 
	S.D 
	CV

	Total Expenses 
(in million)
	483.7993
	590.8127
	671.2207
	897.7229
	1517.7314
	-
	-
	-

	Total Income (in million)
	645.6074
	806.8626
	907.9848
	1196.4438
	1841.8509
	-
	-
	-

	 Total Expenses to Total Income Ratio (%) 
	74.94
	73.22
	73.92
	75.03
	82.40
	75.902
	3.32
	4.374


Source: Annual Reports of MBL


Figure : 4.6
Total Expenses to Total Income Ratio 

The above table and figure 4.6 shows total expenses to total revenue ratio of MBL  for the study period 74.94%,73.22%,73.92%,75.03% and 82.40% in FY 2062/063 to FY 2066/067 respectively. Total Expenses to Total Revenue Ratio of MBL is range from a minimum of 73.22% in FY 2063/64 to maximum of 82.40% in 2066/067 over the study period the mean average of total expenses to total income ratio is 75.90%, standard deviation is 3.32 and coefficient of variation is 4.367%. The total expenses to total income ratio has increased in FY 2063/064 thereafter, it is observed increasing up to final fiscal year 2066/067. The ratio of the bank is in fluctuating trend because the income of the bank is higher than the expenses of the bank over the study period. 
4.3.2  Earning Per Employee
Lower earning per employee can reflect inefficiencies as a result of cover staffing, with similar repercussion in terms of profitability. Earning per employee is calculated by dividing net profit after taxes by number of employees.


Table : 4.7
Earning Per Employee (Rs.)
	Fiscal year
	2062/063
	2063/064
	2064/065
	2065/066
	2066/067
	Mean
	S.D
	CV

	Net profit after Tax (Rs)
	133996709.53
	76799259
	85016002
	123251098
	73312799
	-
	-
	-

	No. of Employees
	196
	234
	313
	439
	492
	-
	-
	-

	Earning per Employee (Rs)
	683656.681
	328201.962
	271616.62
	280754.21
	149009.754
	98475173.5
	3947219624
	0.000285


Source: Annual Reports of MBL
Figure : 4.7
Earning Per Employee 

The above table and figure 4.7 shows Earning per employee of MBL for the study period Rs 683656.681, Rs 328201.962, Rs 271616.62, Rs 280754.21 and Rs 149009.754 in FY 2062/063 to FY 2066/067 respectively. The earning per employee of MBL was maximum with Rs 683656.681 in FY 2062/063 and minimum with Rs149009.754 in FY 2066/067 over the study period. In FY 2062/063, MBL earned more profit that way the earning per employee also more. In FY 2063/064,2064/065 earning per employee decreased due to decrease in net profit and increased number of employees. Thereafter in FY 2065/066 earning per employee has increased again decreased in final fiscal year.  The observed value of ratio are fluctuating over the study period. The mean average of earning per employee for the study period is Rs. 98475173.5, standard deviation is 28097.045 and coefficient of variation is 0.00285.
4.4 	Earning Performance
The main objective of banks is to earn profit and their level of profitability is measured by profitability ratios. Earning performance allows the banks to remain competitive by providing the resources. Profitability ratios measures the efficiencies of the banks, higher profit ratio indicates higher efficiency and vice-versa. Earning quality is one of the indicators of the sound health of any bank. Sound health of a company requires earning profit. The survival of a bank is determined by the generation of profit. The ratio which measure the profitability of business operation are mainly return on equity (ROE), return on assets (ROA) & earning for share are used to evaluate the profitability of MBL. 
4.4.1 Return on Assets (ROA)
Return on assets explains the contribution of assets to generating net profit. Return on total assets is calculated by dividing net profit after tax by total assets of the company. Higher return on total assets indicates the higher efficiency in the utilization of total assets and vice – versa.


Table : 4.8
Return on Assets
	Fiscal year
	2062/063
	2063/064
	2064/065
	2065/066
	2066/067
	Mean 
	S.D 
	CV

	Net-profit after tax (in million)
	133.997
	76.799
	85.016
	123.251
	73.313
	-
	-
	-

	Total Assets  (in million)
	9069.83
	10810.33
	12498.548
	17490.782
	20678.791
	-
	-
	-

	Return on Assets (%) 
	1.48
	0.71
	0.68
	0.7
	0.35
	8.14
	3.37
	41.44


Source: Annual Reports of MBL
Figure : 4.8	
Return on Asset Ratio

The above table and figure 4.8 shows ROA of MBL for the study period 1.48%, 0.71%, 0.68%, 0.7% and 0.35% in FY 2062/063 to FY 2066/067 respectively. The ROA of MBL is range from a minimum of 0.35% in 2066/067 and maximum of 1.48% in 2062/063 over the study period. The ROA ratio of MBL is in fluctuating trend. The ratio has decreased to 0.68% till F.Y. 2064/065 than increased to 0.7% in F.Y. 2065/066. The ratio again decreased to 0.35% in the final year 2066/067. The mean average of return on asset ratio is 0.78% standard deviation is 0.37 and coefficient variation is 47.82%.
4.4.2	Return on Equity Ratio (ROE)
	The return on equity indicates the relationship between net profit after tax to total equity capital. It measures of the rate of return following to the company's shareholders. Higher is the return on equity, higher the investment which the shareholder will undertake. 
Table : 4.9
Return on Equity 
	Fiscal year
	2062/063
	2063/064
	2064/065
	2065/066
	2066/067
	Mean 
	S.D 
	CV

	Net-profit after tax (in million)
	133.997
	76.799
	85.016
	123.251
	73.313
	-
	-
	-

	Shareholder's Equity (in million)
	931.091
	1007.292
	1163.347
	1700.197
	1773.511
	-
	-
	-

	 Return on Equity (%) 
	14.39
	7.62
	7.31
	7.25
	4.13
	0.78
	0.373
	47.82


Source : Annual Reports of MBL


Figure : 4.9
Return on Equity Ratio 

 In above table & figure 4.9 shows ROE of MBL for the study period. 14.39%, 7.62%, 7.31%, 7.25% & 4.13% in FY 2062/063 to FY 2066/067 respectively. The return on equity of MBL was maximum with 14.39% at FY 2062/063 & minimum with 4.13% at FY 2066/067 over the study period. The ratio is in decreasing trend with highest ratio 14.39% in FY 2062/063 to FY 2066/067. Share holder's equity is increased but the profit of the bank is decrease in same ratio. Thatway the ROE ratio of the bank also decrease. Profit of the bank is fluctuating over the study period in decreasing trend.
4.4.3 Earning Per Share (EPS)
The earnings per share show the profitability of the bank on per share basis. It shows the earning available to each shareholder out of the total earning. The earnings per share is calculated by dividing the profit after tax by total number or common share outstanding. The mean ratio of ROE is 8.14%, standard deviation is 3.37 and Coefficient of variation is 41.44%.


Table : 4.10
Earnings Per Share (Rs.)
	Fiscal Year
	2062/063
	2063/064
	2064/065
	2065/066
	2066/067
	Mean 
	S.D 
	CV

	Net Profit after Tax (Rs. in million)
	133.997
	76.799
	85.016
	123.251
	73.313
	-
	-
	-

	No. of Share 
(in Million)
	7.15
	8.217
	9.013
	14.793
	16.272
	-
	-
	-

	Earning Per Share (Rs.)
	18.74
	9.35
	9.43
	8.33
	4.51
	10.072
	4.69
	46.59


Source: Annual Reports of MBL
Figure : 4.10
Earning Per Share (Rs.) 








In above table and figure 4.10 shows EPS of MBL for the study period Rs 18.74, Rs 9.35, Rs 9.43, Rs 8.33 & Rs 4.51 in FY 2062/063 to FY 2066/067 respectively. Earning per share of MBL was maximum with Rs 18.74 at FY 2062/063 & minimum with Rs 4.51 at FY 2066/067. EPS of MBL is in decreasing trend throughout the study period EPS shows decreasing trend up to FY 2063/064 then it slightly increase in FY 2064/065 with Rs 9.43. Thereafter the EPS is in decreasing trend till FY 2066/067. The mean average of EPS is 10.07%, standard deviation is 4.69% and coefficient for variation is 46.56.
4.5	Liquidity 
Liquidity is the bank's ability to maintain cash which is adequate to fulfill cash demand for loan and deposit withdrawal. Keeping cash idle or maintaining high liquidity position has adverse effect on profitability of the bank. On the other hand, low liquidity position cannot support bank to meet expected and unexpected financial demand which result in higher liquidity cost, lowering trust of depositor creditors and negative impact on good will of the bank. The level of liquidity influences the ability of a banking system to withstand shocks. Liquidity risk arises when CBs liability holder like depositor demand immediate cash for the financial claim they hold with financial institutions. Thus, bank should have sound liquidity position to meet the requirement.
4.5.1	NRB Balance to Total Deposit Ratio 
NRB balance to total deposit is the ratio of cash balance with NRB to total deposit. It shows whether the bank is maintaining the appropriate balance at NRB or not. To ensure adequate liquidity in the commercial banks, to meet the depositors demand for cash at any time, to inject the confidence in depositors regarding the safety of their deposited fund. Total deposit means current, saving and fixed account as well as call account deposit and certificate of deposits. The following table shows the NRB balance to total deposit ratio. 
Table : 4.11
NRB Balance to Total Deposit Ratio 
	Fiscal Year
	2062/063
	2063/064
	2064/065
	2065/066
	2066/067
	Mean 
	S.D
	CV

	Balance at NRB 
(in million) 
	489.091
	785.689
	893.295
	1755.982
	1094.664
	-
	-
	-

	Total Deposits 
(in million) 
	7893.298
	9475.451
	11102.242
	15596.791
	18535.917
	-
	-
	-

	NRB Balance to deposit (%)
	6.2
	8.29
	8.05
	11.25
	5.91
	7.94
	1.91
	24.05


Source : Annual Reports of MBL
Figure : 4.11
NRB Balance to Total Deposit Ratio 

The above table and figure 4.11 show NRB balance to total deposit ratio of MBL for the study period 6.2%, 8.29%, 8.05%, 11.25%, 5.91% in FY 2062/063 to FY 2066/067 respectively. The ratio is maximum in F.Y. 2065/066 with 11.25% & minimum in 2066/067 with 5.91%. NRB balance to total deposit ratio is fluctuating during the study period. The ratio has increased till F.Y. 2065/066 and then decreased in F.Y. 2066/067. The mean average of NRB balance to total deposit ratio is 7.94%, standard deviation is 1.91% & coefficient variation is 24.05%. 
4.5.2	Cash and Bank Balance 
The ratio measures the bank’s ability to meet immediate obligation. So, balance should maintain in order to meet their paying obligation. Further, this ratio is employed to measures whether banks cash balance is sufficient to cover unexpected demand made by the depositors.


Table : 4.12
Cash and Bank Balance Ratio
	Fiscal Year
	2062/063
	2063/064
	2064/065
	2065/066
	2066/067
	Mean
	S.D
	CV

	Cash and Bank Balance  
	81392393626
	82676473810
	84265037442
	87031686558
	89491403975
	-
	-
	-

	Total Deposits 
(in million) 
	789329767233
	9475451509
	11102242263
	15596790845
	18535917002
	-
	-
	-

	Cash and Bank Ratio (%)
	10.31
	13.55
	14.31
	17.74
	13.27
	13.84
	2.38
	17.2


Source: Annual Reports of MBL
Figure : 4.12
Cash and Bank Balance Ratio



The above table and figure 4.12 shows cash and bank balance ratio of MBL for the study period 10.31%, 13.55%, 14.31%, 17.74% and 13.27% in F.Y. 2062/063 to F.Y. 2066/067 respectively. The ratio is maximum in F.Y. 2065/066 with 17.74% and minimum in 2062/063 with 10.31%. The ratio has increased till 2065/066, than the ratio has decreased in the final year 2066/067. The average of cash and bank balance ratio is 13.84%, standard deviation (S.D.) is 2.38% and coefficient of variation (C.V.) is 17.12%.
4.5.3	Investment on Government Security Ratio
Government Securities are known as risk free assets, which are converted in to cash easily in short period. This ratio also measures the ability to pay short term obligation. This ratio also helps to measures the liquidity position of selected commercial banks.
Table : 4.13
Investment on Government Security Ratio
	Fiscal Year
	2062/063
	2063/064
	2064/065
	2065/066
	2066/067
	Mean 
	S.D
	C.V.

	Investment in Government Security   
	90447186457
	951272430
	827351580
	477814030
	1896481708
	-
	-
	-

	Total Deposits 
(in million) 
	789329767233
	9475451509
	11102242263
	15596790845
	18535917002
	-
	-
	-

	Investment on Government Security  Ratio (%)
	11.46
	10.04
	7.45
	3.06
	10.23
	8.25
	2.81
	34.06


Source : Annual Reports of MBL


Figure : 4.13
Investment on Government Security Ratio

The above table and figure 4.13 shows investment on government security of MBL for the study period 11.46%, 10.04%, 7.45%, 3.06% and 10.23% in F.Y. 2062/063 to F.Y. 2066/067 respectively. The ratio is maximum in F.Y. 2062/063 with 11.46% and minimum in F.Y. 2065/066 with 3.00%. The ratio has decreased to 3.06% till in F.Y. 2065/066. Than the ratio is increased in F.Y. 2066/067. The mean average of investment on government security ratio is 8.25%, S.D. is 2.81 & CV is 34.06%. 
4.6	Major Findings 
The major findings of the study on financial performance analysis of Machhapuchhre Bank Ltd. in the framework of CAMEL are as follows: 
4.2.1	The core capital adequacy ratio of MBL is distributed as a maximum ratio 11.94% in F.Y. 2062/063 and minimum ratio 9.94% in FY 2063/064. The core capital adequacy ratio of the bank is above the NRB standard in all fiscal years. The mean of core capital adequacy ratio was 10.9% and C.V. between them was 5.89%. 
4.2.2	The supplementary capital adequacy ratio of MBL is distributed as a maximum ratio 1.31% in F.Y. 2064/065 and minimum ratio 0.85% in F.Y. 2062/063. MBL has maintained the supplementary capital adequacy ratio as per the NRB standard during the study period. The mean of supplementary  capital adequacy ratio as per the NRB standard during the study period. The mean of supplementary capital adequacy ratio was 1.13% and coefficient of variation (C.V.) between them was 19.47%. 
4.2.3	Capital adequacy ratio of MBL is distributed as a maximum ratio 12.79% in F.Y. 2062/064 and minimum ratio 11.25% in F.Y. 2066/067 as compared to the NRB standards, capital adequacy ratios were excess in all the fiscal years. The mean ratio was 12.03% and the C.V. between them was 4.24%. 
4.2.4	The non-performing loan ratio of MBL was in fluctuating trend during the study period. The maximum ratio was 2.64% in F.Y. 2065/066 and minimum ratio was 0.28% in F.Y. 2062/063. The mean ratio was 1.41% and the C.V. between them was 57.26%. 
4.2.5	The loan loss coverage ratio of MBL has fluctuated over the five fiscal years. The ratio was maximum of 5.66% in F.Y. 2066/067 and minimum of 1.26% in F.Y. 2062/063. The mean ratio was 3.4% and C.V. between them was 42.35%. 
4.2.6	The total expenses to total income ratio of MBL is distributed as a maximum ratio 82.40% in F.Y. 2066/067 and minimum ratio 73.22% in F.Y. 2063/064, The increasing trend of ratio indicates increasing expenses with respect to income. The mean ratio was 75.90% and C.V. between them was 4.37%. 
4.2.7	The earning per employee of MBL higher income was Rs. 683650.681 in F.Y. 2062/063 and lower income was 149009.754 in F.Y. 2066/067. The mean average earning per employee is Rs. 98475173.5. The earning per employee was in decreasing trend. 
4.2.8	The return on assets ratio of MBL has highest ratio 1.48% in F.Y. 2062/063 and the lowest ratio 0.35% in F.Y. 2066/067. The ROA ratio was in decreasing trend. The mean ratio was 0.78% and C.V. between them was 47.82%. 
4.2.9	The return on equity ratio of MBL was maximum ratio 14.30% in F.Y. 2062/063 and minimum ratio 4.13% in F.Y. 2066/067. The return on equity ratio was in decreasing trend. The mean ratio was 8.14% and C.V. between them was 41.44%. 
4.2.10	The earning per share of MBL was minimum of Rs. 4.51 in F.Y. 2066/067 and maximum of Rs. 18.74 in F.Y. 2062/063. EPS of MBL has in decreasing trend. The mean average of EPS was 10.07 and C.V between them was 24.05%. 
4.2.11 	The NRB balance to total deposit ratio of MBL was maximum in F.Y. 2065/066 with 11.25% and minimum in F.Y. 2066/067 with 5.91% balance at NRB had increased every fiscal year expect F.Y. 2066/067. The mean average of NRB balance to total deposit ratio was 7.94% and C.V. between them was 24.05%.
4.2.12 	The cash and bank balance ratio of MBL was maximum in F.Y. 2065/066 with 17.74% and minimum in F.Y. 2062/063 with 10.31%. The cash and bank balance ratio had increased every fiscal year except F.Y. 2066/067. The mean average of CBR was 13.84% and C.V. between them was 17.2%. 
4.2.13	The investment on government security ratio of MBL was maximum in F.Y. 2062/063 with 11.46% and minimum in F.Y. 2065/066 with 3.06%. The ratio was had decreased every fiscal year except F.Y. 2066/067. The mean average of IGSR was 8.25% and CV between them was 34.06%.  



CHAPTER V
SUMMARY, CONCLUSION AND RECOMMENDATION

This chapter is divided in to three sections. The first section is summary, which describes the whole research in a summarized form. The second section is conclusion it lists the conclusions drawn from the analysis of the data for the study. The third section is recommendations. It includes necessary suggestions given to the authorize consideration to implementation.
5.1 	Summary
This study was carried out as academic requirements for MBS degree on the topic of “Financial Performance Analysis of Machhapuchhre Bank Limited in the Framework of CAMEL”. The study was started with the objective to find out the fact about financial performance of MBL. The analysis of financial statement is done to obtain a better insight in to firm’s position and performance. CAMEL is a technique of health checking of financial institutions. Financial institutions financial soundness is judged on the basis of capital adequacy, assets quality, management quality, earning quality and liquidity position. Almost, all the government Banks in Nepal are running at loss. Though almost private sector’s Banks are earning profit. It is very difficult to call them sound if appraised from CAMEL approach.
FIs are introducing complex and innovative products, they are exposed to many risks and therefore more amplified as well as diversified the functions performed by the FIs supervision department. A key product of supervision is a rating of FIs overall condition, commonly related to as a CAMEL rating. CAMEL rating system is used by the three federal banking supervisions {The Federal Reserve, FDIC and office of the controller of the currency (OCC)} and other financial supervisory agencies to provide a convenient summary of FI conditions at the time of exam. Various studies have been conducted in the past on the financial analysis of commercial banks in the US and other regions were found done. In context of Nepalese banking environment, there are only few researchers conducted in the framework of CAMEL. The study aims to analyze financial performance of Machhapuchhre Bank Limited in the famework of CAMEL over the five years period form FY 2062/063 to 2066/67. During the research the areas that formed part of the research review were outline of sample banks concept of financial performance analysis, concept of CAMEL rating system and component evaluation system, Basel capital accord, NRB guidelines. Besides these, review of research paper, work paper dissertations and related reports were reviewed.
The research was conducted within the framework of descriptive and analytical design. For the study purpose MBL were chosen as a study unit applying convenience sampling as technique out of 31 commercial banks. The required data and information collected from secondary sources. Annual reports, NRB Directive and Banking and financial statistics were used as the major sources of data. Financial ratios, simple mathematical and statistical tools have applied to get the meaningful results of the collected data in this research work.
The core capital adequacy ratio, the supplementary capital adequacy ratio, and capital adequacy ratios conclude that the company is running with adequate capital. The non –performing loan ratios were below the standard so it reflected the good performance of the bank in mobilizing loan and advance. Total expenses to total income ratios were also in fluctuating trend where as earning per employees ratios were in decreasing trend which is not good sign on measure management quality. The return on equity, return on asset ratios and earning per share were in decreasing trend. The liquidity position were in fluctuating trend.
The analysis of data and results are presented clearly and simultaneously using sample tables and graphs. In summary following conclusions are drawn by the analysis of data.
5.2 	Conclusions 
Based on the findings of the study following conclusions have been drawn.
1. Core Capital Adequacy Ratio of MBL was above the NRB standard ratio were excess in all FY. The banks CAR variated positively NRB standard during the review period. In this point of view MBL was financially strong. The capital fund of the company is sound. This means the bank had properly maintained its internal sources or core capital during the past five years. 
2. Supplementary capital Adequate Ratio of MBL had maintained the supplementary capital adequacy ratios as per the NRB standard during the study period. As compared to the NRB standard ratio were short in all FY. It means the bank was running with adequate capital in all fiscal years and the capital fund of the MBL is sound. 
3. Capital Adequacy ratio of MBL was fluctuating over the study period. As compared to the NRB standard. ratios were excess in all the fiscal years. It showed that bank had maintained on adequate capital adequacy ratio each year of the study period. 
4. The non-performing loan to total loan and advance of MBL are fluctuating trend over the study period. NPL ratio were below the international standard i.e. 5%. It shows the efficient credit management and low credit risk. The NPL ratios of MBL showed that MBL was strong in non-performing loan. 
5. The loan loss coverage ratio of MBL was in fluctuating over the study period. It indicates that the quality of loans becoming degrading year by year. It seems that amount of non-performing loans and possibility of default in future is increasing.
6. The total expenses to total income ratio were in fluctuating but increasing trend. It means the expenses in increasing with income. It indicated that the management inefficiencies is increasing. The increasing trend will positively affect the bank's profitability in future. 
7. The earning per employee of MBL was in decreasing  trend. Net profit is the result interest income and non-interest income by deducting all type of expenses. It depict inefficiencies as a result of over staffing and increasing trend of overall expenses. 
8. The return on asset ratio of MBL was in decreasing trend with some fluctuation during the study period. The ROA shows that the capacity of management to convert the bank's assets into earning is not adequate. 
9. The return on equity ratio of MBL was in decreasing trend with some fluctuations. It shows that the return flowing to the bank's shareholders is not satisfactory and acceptable. 
10. The earning per share of MBL was in decreasing trend with some fluctuation. Its shows that the return flowing to the bank's owner is not good enough and satisfactory. 
11. The NRB balance to total deposit ratio of MBL were in fluctuating trend. The ratios were increasing up to FY 2065/066 and thereafter the ratio were decrease on final year. Its shows that there is greater element of risk in the liquidity as measured by CRR. It effects on lending and profit. 
12. The cash and bank balance ratio of MBL were in fluctuating trend. The  ratios were increasing up to FY 2065/066 and than the ratio were decrease in final year. It shows that the position of MBL seems stronger in previous year but decreasing trend in final year. It indicates that there is greater element of risk effect on lending and profit. 
13. The investment on government security ratio of MBL was decreasing up to FY 2065/066 and thereafter the ratio wer  increase in final year. IGSR ratio of MBL has good liquidity position in last year's with compare to the previous year. It shows that  the investment of MBL secured in Last year as compared with previous years or investment of MBL is less risky. So, we can say liquidity position was improving in last final year. 

5.3	Recommendations
1. Capital adequacy ratio of MBL was sound and strong. CAR was above the NRB standard. So, it can be recommended that the bank should continue to maintain stable capital adequacy ratio for the financial sustainability. The trend of CAR should not be below than the NRB standard.
2. Non-performing loan of MBL is observed in the fluctuation trend. So, it is can recommended that the disbursement process of loan should be made effective by minimizing the portion of NPA.
3. Loan loss coverage ratio of MBL was in increasing trend during the study period. So, it can be recommended that bank should follow effective credit analysis procedure. 
4. Total expenses to total income ratio of MBL was in fluctuating trend. So, it can be recommended that the management of the bank should try to reduce the unnecessary overhead expenses. 
5. Earning employee of MBL was in decreasing trend during the study period. So, it can be recommended that The bank should substantially increase the volume of profit by adopting new business strategy. 
6. The earning quality ratio i.e. return on asset, return on equity and earning per share were in decreasing trend. Without profit bank's cannot service and grow up. So it is recommended to increase its yield as its net profit to gain the trust and confidence of the equity holder and other stakeholders. 
7. As the liquidity position of the MBL was in fluctuating trend. MBL has been able to maintain strong liquidity position in previous year but decreasing trend in final year. So, the management of MBL is recommended to be launching different deposit products as per the desire of customer to increase the deposit. The NRB is advised to be effective in monitoring of the commercial bank to protection of shareholders and public interest ensured.   
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APPENDIX 1
LIST OF COMMERCIAL BANK
	S.NO.
	Names
	Head office

	1
	Nepal Bank Limited
	Kathmandu

	2
	Rastriya Banijya Bank
	Kathmandu

	3
	Agriculture Development Bank Ltd.
	Kathmandu

	4
	Nabil Bank Limited
	Kathmandu

	5
	Nepal Investment Bank Limited
	Kathmandu

	6
	Standard Chartered Bank Nepal Limited.
	Kathmandu

	7
	Himalayan Bank Limited
	Kathmandu

	8
	Nepal SBI Bank Limited
	Kathmandu

	9
	Nepal Bangladesh Bank Limited
	Kathmandu

	10
	Everest Bank Limited
	Kathmandu

	11
	Bank of Kathmandu Limited
	Kathmandu

	12
	Nepal Credit and Commerce Bank Limited
	Siddharthanagar,Rupendehi

	13
	Lumbini Bank Limited
	Narayangadh,Chitawan

	14
	Nepal Industrial & Commercial Bank Limited
	Biaratnagar,Morang

	15
	Machhapuchhre Bank Limited
	Pokhara, Kaski

	16
	Kumari Bank Limited
	Kathmandu

	17
	Laxmi Bank Limited
	Birgunj, Parsa

	18
	Siddhartha Bank Limited
	Kathmandu

	19
	Global Bank Ltd.
	Birgunj, Parsa

	20
	Citizens Bank International Ltd.
	Kathmandu

	21
	Prime Commercial Bank Ltd
	Kathmandu

	22
	Sunrise Bank Ltd.
	Kathmandu

	23
	Bank of Asia Nepal Ltd.
	Kathmandu

	24
	Development Credit Bank Ltd.
	Kamaladi, Kathmandu

	25
	NMB Bank Ltd.
	Babarmahal, Kathmandu

	26
	Kist Bank Ltd.
	Anamnagar, Kathmandu

	27
	Janata Bank Limited
	New Baneshwor

	28
	Mega  Bank Limited
	Kantipath,Kathmandu

	29
	Commercial and Trust Bank Limited
	Kamaladi,Kathmandu

	30
	Century Bank Limited
	Putalisadak, Kathmandu

	31
	Civil  Bank Limited
	Classic Complex,Tindhara

	32.
	Sanima Bikash Bank 
	Alakpuri, Narayanchaur 
Naksal, Kathmandu

	33
	Grand Bank Nepal Limited 
	Kalimati Kathmandu



Core capital Adequacy Ratio (%)	2062/063	2063/064	2064/065	2065/066	2066/067	11.94	10.68	10.97	10.96	9.94	NRB Standard (%)	2062/063	2063/064	2064/065	2065/066	2066/067	5.5	5.5	5.5	6	6	Fiscal Year 

Ratio (%)


Supplementary Capital Adequacy Ratio (%)	2062/063	2063/064	2064/065	2065/066	2066/067	0.85000000000000064	1.3	1.31	0.88	1.3	NRB Standard (not more than core capital adequacy ratio)	2062/063	2063/064	2064/065	2065/066	2066/067	11.94	10.68	10.97	10.96	9.94	Fiscal Year 

Ratio (%)


Capital Adequacy Ratio (%)	2062/063	2063/064	2064/065	2065/066	2066/067	12.79	11.97	12.29	11.84	11.25	NRB Standard (%)	2062/063	2063/064	2064/065	2065/066	2066/067	11	11	11	10	10	Fiscal Year 

Ratio (%)


 Ratio of non -performing loan to Total Loan and Advances (%)	2062/063	2063/064	2064/065	2065/066	2066/067	0.28000000000000008	1.1599999999999928	1.04	2.64	1.9200000000000021	Fiscal Year 

Ratio (%)


 Loan Loss Ratio (%)	2062/063	2063/064	2064/065	2065/066	2066/067	1.26	3.13	2.94	3.98	5.6599999999999975	Fiscal Year 

Ratio (%)


 Total Expenses to Total Income Ratio (%) 	2062/063	2063/064	2064/065	2065/066	2066/067	74.940000000000026	73.22	73.92	75.03	82.4	Fiscal Year 

Ratio (%)


Earning per Employee (Rs)	2062/063	2063/064	2064/065	2065/066	2066/067	683656.68099999696	328201.962	271616.62	280754.21000000002	149009.75399999999	Fiscal Year 

Ratio (%)


 Return of Assets (%) 	2062/063	2063/064	2064/065	2065/066	2066/067	1.48	0.71000000000000063	0.68	0.70000000000000062	0.35000000000000031	Fiscal Year 

Ratio (%)


 Return on Equity (%) 	2062/063	2063/064	2064/065	2065/066	2066/067	14.39	7.6199999999999966	7.31	7.25	4.13	Fiscal Year 

Ratio (%)


Earning Per Employee (Rs.)	2062/063	2063/064	2064/065	2065/066	2066/067	683656.68099999696	328201.962	271616.62	280754.21000000002	149009.75399999999	Fiscal Year 

Ratio (%)


NRB Balance to deposit (%)	2062/063	2063/064	2064/065	2065/066	2066/067	6.2	8.2900000000000009	8.0500000000000007	11.25	5.91	Fiscal Year 

Ratio (%)


Cash and Bank Ratio (%)	2062/063	2063/064	2064/065	2065/066	2066/067	10.31	13.55	14.31	17.739999999999988	13.27	Fiscal Year 

Ratio (%)


Investment on Government Security  Ratio (%)	2062/063	2063/064	2064/065	2065/066	2066/067	11.46	10.040000000000001	7.45	3.06	10.229999999999999	Fiscal Year 

Ratio (%)
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