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CHAPTER ONE
INTRODUCTION

1.1 Background of the Study

The concept of the banking has been developed finemancient history
with the effort of ancient goldsmiths who developtd practice of
storing people's gold and valuables under suchngeraent the
depositors would leave their gold for safekeepirgul get back their
gold and valuable after paying a small amount adde safekeeping and

serving.

Credit risk management is regarded to the manageaieassets that is
the most income generating assets especially immmal banks. Credit
Is regarded as the heart of commercial bank irsémse that, it occupies
large volume of transaction. It covers the maint p&rinvestment. It is
the main factor for creating profit and determinititge profitability.
(Pradhan, 2006)

Credit policy of a firm provides the framework tetdrmine whether or
not to extent credit and loan such to extent. Treditpolicy decisions of
banks have two broad dimensions; credit standardseedit analysis. A
firm has to establish and use standards to creeltisin, develop
appropriate sources of credit information and mashaf credit analysis.
(Pradhan, 2006)

Credit is the amount of money lent by the credib@nk) to the borrower
(customers) either on the basis of security or auttsecurity. Sum of the
money lent by a bank, is known as credit (Oxfordv&tced Learners
Dictionary 2011). Credit and advances is an impadriem on the asset
side of the balance sheet of a commercial bankk Bamns interest on

credits and advances, which is one of the majorcesuof income for



banks. Bank prepares credit portfolio, otherwisilt not only add bad
debts but also affect profitability adversely. (Sfamey and Swaroop,
2006)

Credit is financial assets resulting from the datyw of cash or other
assets by a lender tobarrower in return for an obligation of repay on

specified date on demand. (Chhabra and Taneja) 2009
1.2 Statement of Problems

Most of the banking problems have been caused lakmess in credit
management. Banks should have a keen awareneskeofded to
identify, measure, monitor and control credit reskwell as to determine
that they hold adequate security against it. Theses that they are
adequately compensated for risks incurred. Sost@bésh creditposition

IS @ major issue in commercial banking sector dutirese days.

To improve the profitability situation of the bank, is necessary to
establish the higher creditability position of thmnk. Thus, the
creditability is the major source and building bettreditability position
IS the major strategy of every commercial bank.

This study has been focused to solve the followssgarch questions:

1. What are the conditions of liquidity, profitabiljtieverage of sample

commercial banks?
2. What are the credit practices of sample commebaaks?

3. What is the effectiveness of credit risk managenoérthe sample

commercial banks?

4. What is the relationship between loans, deposie&gmofit?



1.3 Objectives of the Study

The main objective of this study is to examine ¢helit risk management
of SCBNL and NSBL. The specific objectives are@mivs:

I.  To analyze liquidity, efficiency & profitability pgtion of sample

commercial banks.
li.  To analyze the credit practices of sample commigbaiaks.

li.  To analyze relationship between Loan & Advance, d3é@p Net

Profit of sample commercial banks.

Iv.  To examine the trend of deposit, loan and advamegprofit and

investment of sample commercial bank.
1.4 Significance of the Study

There are few researches in commercial bankingeapécially on their
Lending practice, which are insufficient for deéypdy. Lending is one of
the essential and main functions where the wholgkibg business is
rested upon. Thus, a study on the commercials banéisespecially in
their Lending and investment practices carry atgsigmificant to various
groups but in particular is directed to a certarougps of organization.
Which are:

1. This study was important for the students as ivioies theoretical
as well as conceptual frame work of different aspsccredit

management.

2. Importance to the management body and shareholfetbese
banks for the evaluation of the performance ofrtbanks and in

comparison with other banks.

3. Importance to "outsiders" which are mainly the oostrs,

financial agencies, stock exchanges.



4. Importance to the government or the policy makershsas the

central bank.
1.5 Limitation of the Study

1. The total 30 commercial banks are operating in Nepgonly two
commercial banks have been chosen for sample B ghidy
namely: Standard Charter Banks Nepal Limited angaN&BI
Bank Limited.

2. This study follows only credit management of sang@enmercial

banks.

3. This research study largely depends on publishedrdents such
as balance sheet, profit and loss account statermémth are
circulated at the close of the financial year.

4. This study has been based on mainly secondary lhatasome

primary data will be used.

5. The study based on only the past five year's pergidce FY
2008/09 to FY 2012/13.

1.6 Organization of the Study
The study have been organized in to five chapWtsch are:-
Chapter I: Introduction

Chapter one deals with introduction, statement loé tproblems,
objectives of the study, significance of the stddyijtations of study and

organization of the study.
Chapter II: Review of Literature

Chapter two consists of review of literature. Thigpter is subdivided

into various functions as conceptual framework,jeevfrom different



studies, review from journal, article and reviewnfr master's thesis for

the concerned topic and research gap.
Chapter Ill: Research Methodology

Chapter three present methodologies adopted aeigarch. It comprises
research design, sources of data method of anayslisits descriptive

presentation.
Chapter IV: Presentation and Analysis of Data

Chapter four deals with the techniques used inyama the collected
data and its presentation in the descriptive amdlyioal manner.

Chapter V: Summary, Conclusions and Recommendations

Chapter five consists of summary, conclusion arcdmenendation about

the topic concerned.

At the bibliography and appendix are attach in bafcthis dissertations.



CHAPTER TWO
REVIEW OF LITERATURE

The review of literature is a crucial aspect beeatislenotes planning of
the studyThe main purpose of literature review is to find ahat works
have been done in the area of the research pralneler study and what
has not been done in the field of books, repoastnals and research
studies published by various institution unpubléhéissertations

submitted by master level students have been redew
2.1 Conceptual Review

Credit policy and deposit mobilization in Nepal hesncluded that
mobilization of the domestic saving is one of thene objectives othe
monetary policy in Nepal. And commercial banks #re most active
financial intermediary for generating resourceshi@ form of deposit of
private sector and providing credit to the investor different sectors of
the economy. (Bajracharya, 2009)

Banking sector or transaction, an unavoidable nédsan management
and its methodology is regarded very important. éfrtlis management,
many subject matters like the policy of loan fldlhwe documents of loan
flow, loan administration, audit of loan, the camsh of loan flow the
provision of security, this management plays a tgreée in healthy

competitive activities (Bhandari, 2008)

It is very important to be reminded that most of thank failures in the
world are due to shrinkage in the value of loan addance. Hence, risk
of non-payment of loan is known as credit risk défask (Dahal, 2010).
Portfolio management helps to minimize or manage dtedit risks by

spreading over the risk to various portfolios. Tmethod of managing



credit risk is guided by the saying do not putthlk eggs in a single
basket (Bhandari, 2008)

2.1.1 Functions of Commercial Banks

The business of commercial bank is primarily todhdéposit and make
credits and investments with the object of securprgfits for its
shareholders. Its primary motive is profit; otheonsideration is
secondary. The major functions of commercial barksas follows.

i. Accepting Deposit

i. Advancing Credit

ii. Agency Services

iv.  Credit Creation

v. Financing of Foreign Trade

vi. Safekeeping of Valuable

vii. Making Venture Capital Credits
vii.  Financial Advising, Security Brokerage Services.
The bank assist the traders engaged in foreigre tohdhe country. He

discounts the bills of exchange drown by exporteetteive money in the
home currency. Similarly, he also accepts the kilswn by foreign
exports (Vaidhya, 2006). Banks today are followinghe footsteps of
leading of financial institutions all over the goin offering investment
banking and merchant banking services to corporstidhese services
include identifying possible merger targets, finagcacquisitions of
other companies, dealing in security underwritipgoviding strategic
marketing advice and offering hedging servicesrtdqet their customers
against risk from fluctuating world currency pricasd changing interest
rates, (Vaidhya, 2006). Further, they support theral economic

development of the country by various modes ofrfanag.



2.1.2 Concept of Credit

Credit is the amount of money lent by the credib@nk) to the borrower
(customers) either on the basis of security or auttsecurity. Sum of the
money lent by a bank, is known as credit (Oxfordv&tced Learners
Dictionary, 2011).

Credit and advances is an important item on thetasgde of the balance
sheet of a commercial bank. Bank earns interestedits and advances,
which is one of the major sources of income forksarBank prepares
credit portfolio, otherwise it will not only add #adebts but also affect
profitability adversely. (Varshney and Swaroop, 200

Credit is financial assets resulting from the datyw of cash or other
assets by a lender tobarrower in return for an obligation of repay on
specified date on demand. Banks generally gramditcon four ways;
overdraft, cash credit, direct credit and discaunbf bills. (Chhabra and
Taneja, 2005)

2.1.3 Types of Credit

1) Overdraft:

It denotes the excess amount withdraw over thegiosiés.
1) Cash Credit:

The credit is not given directly in cash but dep@sicount is being
opened on the name of credit taker and the amorettited to that

account. In this way, every credit creates deposit.
i) Term Credit:

It refers to money lent in lump sum to the borrosvet is principal form
of medium term debt financing having maturitieslao 8 years. Barely
and Myers urge that bank credits with maturitieseexling 1 years are

called term credits. The firm agrees to pay intebased on the bank's



prime rate and to repay principal in the regulsstaiiments. Special
patterns of principal payments over time can beotiatgd to meet the

firm's special needs (Richard, 2006).
Iv) Working Capital Credit:

Working capital denotes the difference betweenenirassets and current
liabilities. It is granted to the customers to miaetir working capital gap
for supporting production process. A natural precdsvelops in funds

moving through the cycle are generated to repagrking capital credit.
V) Priority or Deprived Sector Credit:

Commercial banks are required to extend advancebet@riority and
deprived sector 12 percent of the total Credit nhesttowards priority
sector including deprived sector. Rs. 2 million &griculture cum service
sector and Rs.2.5 million for single borrows ammitli sanctioned to
priority sector. Institutional support to 'Agricute Development Bank'
and 'Rural Development Bank' are also considereateruthis category,

deprived sector lending includes:

a. Advances to poor/downtrodden/week/derived peoptegtnerating

income or employment.
b. Institutional Credit to Rural Development Bank.

c. Credit to NGOs those are permitted to carryout banpkransaction
for lending up to Rs 30,000.

vi) Hire-purchase Financing (Installment Credit)

Hire-purchase credits are characterized by periodipayment of
principal and interest over the maturity of thedtreHirer agrees to take
the goods on hire at a stated rental including teggayment of principal

as well as interest with an option to purchase.e&ent survey of



commercial banks indicates those bank are plantorgffer installment
credits on a variable rate basis. It can be secamddunsecured as well as

direct and indirect installment credit.
vii) Housing Credit (Real Estate Credit)

Financial institutions also extend housing creditheir customers. It is
different types, such as: residential building, ocmencial complex,
construction of warehouse etc. It is given to these have regular

Income or can earn revenue from housing projesslft
viii) Project Credit

Project Credit is granted to the customers as paegq viability. The
borrowers have to invest certain proportion to greject from their
equity and the rest will be financed as projectitréConstruction credit
Is short- term credits made to develops for theppse of completing
proposed projects. Maturities on construction d¢sedange from 12
months to as long as 4 to 5 years, depending osideeof the specific
project. The basic guiding principal involved irsblursement policy is to
advance funds corresponding to the completion stHgéne project.
Hence, what percent of the credit will be disburs¢dvhich stage of
completion must be spelled in disbursement polidg?Pm of credit

needed for project fall under it.
iX) Consortium Credit

No single financial institution grant credit to tipeoject due to single
borrower limit or other reasons and two or morehsinstitution may
consent to grant credit facility to the project amgahem. Financiers bank

equal or likely charge on the project's assets.

10



X) Credit cards and Revolving lines of Credit

Banks are increasingly utilizing charge cards awiblving lines of credit
to make unsecured consumer credit. Revolving cheditiowers the cost
of making credit since operating and processing aes reduced. Due to
standardization, centralized, department process®e®lving credits
resulting reduction on administrative cost, congithu borrowing
arrangement enhances cost advantages. Once thet diresl is
established, the customer can borrow and repayr@giogoto his needs

and the bank can provide the fund to the customlemar cost.

Charge and credit lines tied to demand deposituadsaare the two most
common revolving credit agreements. It can be @urthivided into credit
cards, automatic overdrafts lines and large cieuis.

xi) Off-Balance Sheet Transaction

In fact, bank guarantee and letter of credit rateroff balance sheet
transactions of financial institution. It is alscadwn as contingent
liability. Contingent liability pinpoints the liabiy which may or may not
arise during the happening of certain event. Fomtesy are kept as
reference to them instead of recording in the bafksccounts. It is non
funded based remunerative facilities but more rigign the funded until
adequate collateral are not taken. Lets its twaetias be described

separately.
xii) Bank Guarantee

It is used for the sake of the customers in favbithe other party
(beneficiary) up to the approved limit. Generally, certain percent
amount is taken as margin from the customer anauiseomer's margin

account is credited.

11



xiii) Letter of Credit (L/C)

It is issued on behalf of the customer (importarjavor of the exporter
(Seller) for the import of goods and services stato pay certain sum of
money on the submission of certain documents canglthe stipulated
terms and conditions as per as the agreement ofILi€also known as
importers letter of credit since the bank of imporo not open separate

L/C for the trade of sum commodities.
2.1.4 Objectives of the Sound Credit Policy
The purposes of a written credit policy are

a. To assure compliance by lending personnel withbidek's policies

and objectives regarding the portfolio of creditsl a

b. To provide personnel with a framework of standandhin which

they can operate.
c. To maintain uniformity in practice of lending withan institution.
2.1.5 Lending Criteria

While screening a credit application, 5-cs to bst ftonsidered supported

by documents. They are:
1. Character

Character is the analysis of the applicant as sodhility to meet the
obligations put forth by the lending institution.or this analysis,

generally the following documents are needed.

a. Memorandum and Articles of Association
b. Registration certification

c. Tax registration certificate (Renewed)

d. Resolution to borrow
e

. Authorization- person authorizing to deal with theank

12



2. Capacity

Describes customer's ability to pay. It measured apylicants past
performance records and followed by physical olm@a. For this, an
interview with applicant's customers suppliers wilther clarify the

situation, Documents relating to this area were:

a. Certified balance sheet and profit loss accountdoileast past 3

years.

b. In case of the personal loan they have to sumnaiptioof source of

income.

c. References or other lenders with whom the applibastdealt in the
past or bank A/C.

3. Capital

This indicates applicant's capacity to inject hinamoney. By capacity
analysis, it can be concluded that whether borrosveuing to play with

lender's money only or is also injecting his ownduo the project. For
capital analysis, financial statements, like ciedifbalance sheet, profit

and loss account is the only tools.
4. Collateral

Collateral is the security proposed by the borrowzailateral may be of

either nature movable or immovable. Movable cotteomprises right

from stock, inventories to plying vehicles. In cagammovable it may

be land with or without building or fixtures, plamiachineries attached to
it.

5. Conditions

Once the funding company is satisfied with the abtmr, capacity,

capital and Collateral then a credit agreementdtsamletter) is issued In

13



favor of the Borrower stating conditions of theditéo which borrower's

acceptance is accepted.
2.1.6 Principles of Sound Lending Policy

Lending constitutes the main business of a bankmmpany. A major
chunk of the profits of a bank comes out of thisction. But no lending
can take place without some inherent risks. As benlire trustees of the
depositors' money, they cannot take undue risksamker has to follow a
cautious policy and conduct the business of lendimghe basis of certain
sound principles. Here are some of the importamicyples of sound

lending.
1. Safety

The main business of banking consists in borrowagous types of
deposits such as current, saving and fixed depasits lending such
deposits to needy borrowers in the form of advamres discounting of
bills. This obviously implies that safety of suaméls should be ensured.
Otherwise the banker will not be in a position ¢pay his deposits and
once the confidence of the depositors is shakergahaot carry on the

banking business.

If the banker has to ensure safe lending, he himioto the three C's of
the borrower namely Character, Capacity and Captbhhracter of the

borrower is important because that determines higwgness to repay

the loan. His capital and capacity tan the business successfully
determine his capacity to pay. The safety of tla@ ldepends on both his
capacity to repay and willingness to repay.

Banks will have to keep a portion of the depostiseived for honoring
the demands madw®y the customers. Only the balance can be safély. T

bank's endeavor is of course to lend as much ofl¢pesits as possible,

14



without which he will not be in a position to méms$ interest, obligations
and the maintenance of establishment. Therefordyalseto lend with a

view to earn interest but lend it safe.

2. Liquidity

By liquidity is meant the readiness with which th&nk can convert the
assets into cash, Liquidity means short-term salyeai the borrower. A
banker is essentially the lender of short-term fubecause he knows that
the bulk of his deposits are repayabfedemand or at short notice. As the
banker's deposits are subject to the legal obtigadf being repayable on

demand and at short notice, he must ensure liguadso while lending,

so that in times of need, he will be able to cohther assets into cash.

Bank can ensure high liquidity by keeping all detsos the form of cash
only. In such a case, he will not be in positionneet the interest
obligations and expenditure of the establishmenmnFexperience, he
has learnt that he can safely lend out a substauréon of the funds.
But while lending he should try to ensure liquidite. in times of need,
he must be able to obtain repayment of the monélyirwa responsible
short time. Liquidity also implies that the asseds be sold without any
loss. Thus the concept of liquidity has twin aspat@mely quick sale
ability or ability or convert ability of the asseiad the absence of risk of

loss in such conversion.
3. Profitability

Commercial banks obtain funds from shareholders naturally if

dividend is to be paid on such shares it can omyphid by earning
profits. Even in the case of public sector bankisoaigh they are service
motivated they will have to justify their existenog earning profits. This

IS not possible unless the funds are employedtpldfi. From out of the

15



revenue earned, the banker has to pay intereseposds, salary to the
staff, meet other establishment expenses, buildegerves and the
balance must permit the payment of dividend to edinalders. So for the
bank to sustain on a long run, it has to seek npaofytable sectors where
it can mobilize its collected fund. Before lendirghanker has to see that
the advance and credit is on the whole profitahlending rates are
affected by banks' internal policy like credit nafiof the borrower, bank
rate of NRB, inter-bank competition and NRB's glirtes on lending

rates.
4. Purpose of Loan

Nowadays, the purpose for which loans are grantad acquired
precedence over the principle of security. If anlemrequired for a non-
productive or speculative purpose, a banker wilfddactant to entertain
the proposal. Loans for social functions, cerengrdeasure trips or for
repayment of prior loans are not favored by a bgnks they are
unproductive in nature. But it is very difficultrfthe bank to ensure that
the advance has been used for the purpose for whislas taken. A
person may take a loan obviously for a productise, bbut may spend it
on speculation. The central bank through its dwvest also determines
the policy to be followed by the banks with regéaodthe purpose for
which advances may not be granted. So a bankerdslemquire the

purpose for which it is taken for safe lending.
5. Security

Traditionally, bankers have been security orienfdue security offered
against a loan can be of various types. It may framy a piece of land or
a building to a commercial paper or bullion. Whatewmay be the
security, a banker has to realize that it only shean to fall back upon in

case of need and its adequacy alone should not ftven sole

16



consideration for advance. It must be ensured tiatsecurity when
accepted must be adequate, readily marketable,tedsgndle and free

from encumbrances.
6. Diversification of Loans

There is a very familiar saying that "Do not puttake eggs in the same
basket." Banker should try to diversify loans asag possible, so that he
may minimize his risks in lending. If the bankends only to one
industry or only two few big firms or concentratés a certain
geographical area, the risk is great. He shoulérdify landing, so that
he may not affected by the failure of one industryof a few big
burrowers. A banker who puts all his eggs in ongkbhis not a prudent
banker.

7. National Interest and Suitability

Bankers must ascertain on what type of business cilistomer is
involved whether it serves the national interestat; whether the firm is
acting responsibly towards the society that it perating in like brick
industry or the cement industry was taken by itiregaenvironment
pollution. Central bank issues directives to invastarious sectors such
as the import of arms. Also bankers must remainangof the law and

order situation where borrower carries its business

2.1.7 Some Important Banking Terms

The study in this section comprises of some impor@anking terms for
which efforts have beemade to clarify the meaning, which are
frequently used in this study, which are given belo

A. Deposits

Deposits is the most important source of liquiddy a commercial bank.

It is also the main source of fund that a bank iIuases for the
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generation of profit. Therefore, the efficiency da@ds on its ability to
attract deposits. Banks collects the scatteredgawf the public through
various accounts type like saving, current, fixécl ®eposit being the
borrowed amount from the depositors or from gengrablic and
institutions, it constitutes the liability of a danThe management of a
bank is always it influencing it through delibergtelicy action; the

deposits of a bank are affected by various factors.
B. Investment on Government, Securities, Share andebenture

“Though a commercial bank can earn some interestdividend from
the investment of government securities, sharedabenture, it is not the
major portion of income, but it is treated as aoselcsource of banking
business. A commercial bank may extend credit &gting it as a second
source of banking business. A commercial bank mdgnel credit by

purchasing government securities bonds and sharegv¥eral reasons.
Some of them are given as:

I. It may want to space it maturates so that thewtd cash
coincide with expect withdrawals by depositorsavgé loan

demands of its customers.

ii. It may wish to have high grade marketable secsritidiquidate if

its primary reserve becomes inadequate.

lii. It may also be forced to invest because the derf@ridans has

decreased or is not sufficient to absorb its exoessrves.

However, investment portfolio of commercial bankestablished and
maintained primarily with a view of nature of bankabilities that is
since depositors may demand fund in great volumiont previous
notice to banks. The investment must be of a tiya¢ ¢an be marketed

quickly with little or no shrinkage in value.
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C. Investment on other Company's Share and Debentes

Most of commercial banks invest their excess fundtihte share and
debenture of the other financial and non-financampanies. Due to
excess funds but least opportunity to invest tosels in much more
profitable sector and to meet the requirement oBNdRrectives, the
commercial banks purchase shares and debenture egional

development bank.
D. Liquidity

Liquidity is the ability of bank to meet its obligans on time, especially
in relation to repayment of inter-bank borrowing&l a&ustomer deposits.
Liquidity management is a very crucial job of comanal bank and the
bank should maintain adequate amount of cash wai$t and NRB for
its daily operation and administrative purpose.p&s the arrangement of
NRB effective from fiscal year 2009, the commerdahks are required
to maintain cash reserve of 5 percent with NRB tef total deposit
liability with NRB. The previous provision of cash vault maintenance

has been withdrawn now.
E. Capital Adequacy

Capital is the blood of any business without whicisiness cannot be run
or established. In financial term, capital is theess of assets over
liabilities and can be defined as the wealth, whglemployed for the

production. Capital is required by a bank as a icusto absorb losses,
which should be borne by shareholders rather thepositors and to
finance the infrastructure of the business. CapilEquacy is to maintain
adequate amount of capital or fund to safeguard niomey of the

depositors against any possible loss. NRB requiestks to maintain a
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certain capital adequacy ratio based on the tatlalweighted assets and

the banks are supposed to meet the minimum regeireai CAR.
F. Off-balance Sheet Activities

Off-balance sheet activities involve contract fioture purchase or sale
of assets and all these activities are contingbhgjations. They are not
recognized assets or liabilities on balance si&mnhe examples of these
items are letter of credit, letter of guaranteds laf collection etc. These
activities are very important, as they are the gemarce of profit of bank
though they have risk. Nowadays, some economisid famance
specialists to expand the modern transactions djfaak stressfully

highlight such activities.

G. Banking Risks

Normally, banks confront different kinds of riskghich are categorized
as follows:

I. Credit Risk

Credit risk arises whenever another party entets an obligation to
make payment or deliver value to the bank. Thisigsmostly associated
with the lending.

ii. Liquidity Risk

Liquidity risk arises when bank itself fail to metst obligation. The bank
required to make payments to the different paréiedifferent times,
when they fall due to other parties, it is the idtty risk.

iii. Yield Risk

It is the risk that bank's assets may generateihessne than expense
generated by its liabilities.

Iv. Market Risk

The risk of loss resulting from movements in thekeaprice of financial

instruments in which the bank has a position is rifeket risk. Such
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instruments include bonds, equities, foreign exgleaand associated
derivative products.

v. Operational Risk

The risk of failure in the banks procedures or cmaf whether from
external or internal causes or as a result of eosrofraud within the

institution is the operational risk.
vi. Ownership/Management Risk

The risk that shareholders directors or senior mament be unfit for

their respective positions or dishonest.
2.1.8 Project Appraisal

Before providing credit to the customer, bank makealysis of project
from various aspects and angles. It will help tlekto see whether
project is really suitable to invest. The purpodepoject appraisal

answers the following questions:

i. Is the project technically sound?
ii. Will the project provide a reasonable return?
ii. Isthe project in line with the overall economigesttives of the

economy?

Generally, the project appraisal involves the itigegion from the

following aspects. (Gautam, 2004)
I. Financial aspect
li. Economic aspect
lii. Management/Organizational aspect

Iv. Legal aspect
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2.1.9 Provision of NRB for Extending Advances & Inestment in

Productive, Priority and Deprived Sector
a) Productive Sector

productive Sector include advances to Priority &@ecand Other
Productive Sector which includes advances and imezg in shares and
debentures of small, medium and large industisededined in industrial
enterprises act; pre-shipment credit like purchase merchandise,
processing, assembling, packaging etc.; exportfiniincing, advances
for purchase of public transport like truck, bugmpo etc. and
agricultural/farm equipment; investments on shaaed debentures of
government/semi-government or private sector, aljul, insurance,

banking or like companies etc.

As per NRB regulation, commercial banks requiregxtend 40 percent
of the total advances to productive sector, whisb acludes 12 percent

to priority sector including deprived sector.
b) Priority Sector Credit Program

"Priority sector" is defined to include micro anahadl enterprises which
help increase production, employment and incom@rasitized under
the national development plans with an objectiveupdift the living
standard of general public particularly the deptivend low income
people by progressively reducing the prevalent Usleyment, poverty,
economic inequality and backwardness. Micro andllsemerprises are
classified into agricultural enterprises, cottagel @mall industries and
services. In addition, other businesses as speédiffeNRB from time to
time are also included under Micro and small emiseg. All credits
extended to priority sector up to the limit spemifiboy NRB are termed as
"Priority Sector Credit."
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c) Deprived SectorLending

“Deprived Sector” includes low income 904 particlya socially
backward women, tribes, lower caste, blind, hearingaired and
physically handicapped persons and Sukumbasi familkll  credits
extended for the operation of self-employmentemmed micro-
enterprises for the upliftment of economic and alostatus of deprived
sector up to the limit specified by NRB is termesl "®eprived sector
Credit". "Deprived Sector Credit" is consideredrdasgral part of priority
sector Credit and this credit comprise micro-credigrams and projects

also.

The businesses under the Priority Sector Credipfaro have been
classified under the following four major heads:

I.  Agriculture and Agro-bases business
ii. Cottage and small industries
lii.  Services
Iv.  Other business

Lending in Deprived Sector will be included in Ritgp Sector for the

purpose of compliance test for 12 percent crediriority sector.

Deprived sector credit is advances up to Rs.30,@@orrower family
meant for weak, poor and deprived people extendethe following
manner by the commercial banks shall qualify éifcluded under

deprived sector credit:

I.  Direct investment made by the commercial banks Hatves in

iIncome generating employment oriented programs.

ii. Investments made by commercial banks in shareatagfitRural
Development Banks, Rural Micro Finance DevelopmEenter

and other Development Banks established with amctibp to
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extend credit to deprived sector.

lii.  Advances to the Rural Development Banks and otlese@pment
Banks engaged in the similar poverty alleviatioograms.

Ilv. Advances to Cooperatives, Non-governmental Orgénizaand
Small Farmers Cooperatives approved by NRB foryaagr out
banking transactions.

v. Advances to Micro-Finance Institutions/ (Rural Dieyenent
Banks and other financial institutions, cooperaivand non-
governmental organizations approved by NRB forrmesiation)
stipulating the condition to disburse such credlitieprived sector
only.

vi. Loans extended by commercial banks to developmemksd
engaged in micro credit activities with, stipulatedndition to
disburse the credit only to the deprived sectortairs.30,000 a
family shall be eligible for the purpose of incloisiunder Deprived
Sector Credit.

2.1.10 Review of NRB Directives Related to Credit Bhagement

The main focus of this study is to analyze thedlives of Nepal Rastra
Bank related to Credit Management of CommercialkBaiihe directives
issued from time to time are one of the tools usgdhe central bank to
control and monitor the commercial banks. In thespnt context, the
directives are issued by NRB quite regularly. I020NRB, by using the
rights given by the Nepal Rastra Bank Act 2058, lsssied unified
directives to regulate all three categories ofrimal sectors in Nepal to
ensure that the banking industry functions as per international
standard and also to have more effective contrahaweism for overall
financial sector. In this new unified directive,ato classification and

provisioning of loans of financial institutions ameentioned on E. Pra.
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Directive No. 2/061/62 with the objective to minzaithe possible risks
associated with credits extended by financial tastins in the form of
overdraft, loans and advances, bills purchasedd@audunted. Therefore,
as per this new unified directive No. 2, banks $thalassify the loans
and advances on the basis of aging of principalusrimto the following

4 categories.www.nrb.org.np)

2.1.11 Classification of Loans and Advances and Lad.oss Provision

A) Classification of Loans and Advances
I. Pass Loan

Loan and advances which principal amount paymennat due yet or if
the due has not exceeded the due date for a pefi& months are
included under this category. Such loans and adsmce defined as

Performing Loan.
ii. Substandard Loan

All the loans and advances, which due principal @am® have exceeded
the due date for a period of 3 months to 6 montlsiracluded in this
category.

iii. Doubtful Loan

All the loans and advances, which principal amoanésdue for a period
of 6 months to 1 year are included under this categ

iv. Bad Loan

All the loans and advances which principal amouwag brossed the due
date for a period of more than 1 year as well asatfivances which have
least possibility of recovery or considered unrecable and those
having thin possibility of even partial recoveryfuture shall be included

in this category.
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I. Pass Loans and advances are defined as Performarg L

ii. Loans and Advances falling under the category d§-Sandard,
Doubtful and Bad Loan are classifieds and defined Non-

Performing Loan.
Notes:

There is no restriction to grade the loans and rcks from low-risk
category to high-risk category. For e.g. Substahdi@ans and advances
can be graded to the Doubtful or Bad Loans Categorgt the Doubtful
loans and advances can be graded under the CatefyBad Loans on

the basis of the internal discretion of the bamk&nagement.

The term “Loans and advances” also includes thés Biurchase and

Discounts.
2.2 Review of Related Unpublished thesis

Acharya (2001) has studied on "Deposit mobilizabbsommercial bank
in Nepal". The main objective is to impact of irst rate on deposit
mobilization as well as credit ratio increase ocrdase as the change in
interest rate. Besides this, the objective is tovkithe efficient utilization
of the accumulated deposits. She has found outhlkeatommercial bank
have not been successful in the mobilization ofdéygosits collected by
the commercial banks have not been successfiile mobilization of
the deposits collected by the commercial bankss Ibecause of the fact,
the commercial banks have not able to motivate facditate to their
cents except at change in the rate of interest. gitoblems are to
attracting the savings to the maximum possiblergxtechanneling these
savings into those sectors of the economy whene thee most needed
and to extending banking facilities in the courttbyun-banked areas. The

changes of interest rates in loan are also recometenCommercial
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banks should extend long term and medium term cradaddition to

short term credit.

Panta (2001) in his thesis paper "A study of conasmaéibanks deposit
and itsUtilization" got to notice that the percentage bé ttotal credit
supplied by commercial banks within five years per(1995-2000) is
more or less same while in the collection of degsodihe percentage has
increased too much. Thus, the increasing gap betwedection and
utilization shows economic requirement and to abate the economic
upliftment of the country, commercial bank shoulthim sector wise and

planned policy.

The purpose of this research is to develop somerége in one's to see
what new Contribution can be made and to receivmesadeas,
knowledge and suggestions in relation to creditagament of NB bank.
Thus, the previous studies can't be ignored becthese provide the
foundation to the present study. In other wordsrethas to be continuity
in research. This continuity in research is ensimgdinking the present
study with the past research studies. Here, ieigrchat the new research
cannot be found on those exact topics, i.e. Ciddimagement: A study
on Nepal Bangladesh Bank Limited. Therefore, tdilfuhis gap, this
research is selected. To complete this researctk:woany books,
journals, articles, and various published and uhglued dissertation are
followed as guidelines to make the research easidrsmooth. In this
regard, here we are going to analyze the' diffeprotedure of credit
management, which is considered only on NB bank. i@ain research
problem is to analyze whether the NB bank has igNel of liquidity as
well as is able to utilize its resources effecyvel not. To achieve, this
main objective, various financial and statisticals are used. Similarly,

trend analysis of investment and profit are reviewemake this research
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complete. Therefore, this study is useful to theceon bank as well as
different persons: such as shareholders, investpdicy makers,

stockbrokers, state of government etc.

Aryal (2005) submitted a thesis entitled to, "A Eaaion of credit
investment and recovery of Financial Public Entegs in Nepal" a case
study of ADB/N. His research statement of probleasvas; because of
high interest rate of non institutional sourcespgde are unable to pay
their credit at fixed time. These institutions cahfhem to transfer their
property to the moneylender resulting himself orskd# as alandless

person.

ADB/N is one of the major financial institutionspgorting for the people
for the different purpose like agro, industriesa,teoffee, livestock
farming etc. ADB/N. provides the credit for indival and cooperative
sector to all collection amounts is not good. HogrevADB/N has
increased its effort to collect its credit. It igic that those people who
really need do not receive sufficient amount oddréom ADB/N. His
major findings are actual credit disbursement,emibn and outstanding
are increasing in decreasing rate. Yearly increasgedit disbursement
Is higher than that of collection. Positive relatidoetween credit
disbursement and collection that is 0.996 Targetedit collection and
disbursement fixed by planning and project depamtme not
significantly different than the actual. Most okthustomers are unaware
of the policy of the bank. He recommends the boemvshould be about
the credit, its use and its payment procedures sumkdule; Greater
attention should be given to increase the crediecmon and to collect
old outstanding amount of credit and renewal ofTi. accelerate the
collection, credit should be followed continuousiya regular interval of

time. The behavioral of the personal should bectbtrisupervised in
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granting credit in proper investment proposal beeanf most of the bad

credit disbursement is due to weak decision op#msonal.

Joshi (2007), on her thesis, "Lending Policy of @uancial Banks of
Nepal’, has made an attempt to know and underdtardl mobilization
and investment policy of EBL, NABIL and BOK. Theesis work was
performed with an objective of analyzing the trexidleposit utilization
towards total investment and loan & advances asd @ evaluate the

growth ratios with other financial variables.
From the study, she has concluded the followindifigs:

I.  The liquidity position of EBL is comparatively bettthan NABIL
and BOK.

li.  The total investment of EBL is in between in congukio other

two banks.
iii.  Total interest earned to total outside assets af EBowest of all.

Iv. The total investment of EBL is in between in congukio other

two banks.

v. Total interest earned to total outside assets df iSBowest of all.
EBL has higher capital risk ratio but average dredik ratio
compared to NABIL and BOK.

On the basis of the findings, she has recommend#d t& mobilize
excess idle cash and bank balance in some praitabt productive
sector. She also emphasized on investing more aresland debentures
as it encourages financial and economic developwietiite country. She
has suggested the bank to make continuous effortexplore new,
competitive high yielding investment opportunity tptimize their
investment portfolio. She has also recommended makopt innovative

approach to marketing. In the light of growing catifoon in the banking
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sectors, the business of bank should be customented. The bank
should develop an innovative approach to bank ntizwk@and formulate
new strategies of serving customers in a more goameand satisfactory
way by optimally utilizing the modern technology daffering new

facilities to the customers at competitive prices.

Subba (2008), has carried out the study to analyzas thesis "Risk
Management of Commercial Banks in Nepal A compeagatstudy
between Kumari Bank Ltd. and Machhapuchchhre Batik"Lhow the
selected commercial banks (have managed diffeypetstof risk in this

competitive Nepalese banking Industry.

The major finding of his study was that in commaktianks, minimizing
the risk is the major challenge. For combating risk, both the banks
have taken several measures. One of the major mesass capital
adequacy ratio. The capital adequacy ratio depies both KBL and
MBL has higher CAR than statutory requirement. deatudes that:

I. For credit risk management, both banks have CrPdiicies
Guidelines (CPG). Similarly, NPL is regularly mared by both
the banks on regular basis and provisioning is dameuarterly
basis by categorizing the loan as per NRB guidslirgmilarly,
sector wise and security wise lending is being yaeal by these

banks on monthly basis.

ii. Gap analysis is the major tool for managing thaitldy risk. The
top management analyzes the gap between assathilitids and
makes decision to make adjustment for it. Furthée top
management decides how much liquid asset is needsel kept in
the bank. Treasury and finance department of thieseks
continuously manage the CRR in NRB to ensure thatutery

requirement is met.
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lii. Gap analysis of both types of asset and liabilities. Rate
Sensitive and Fixed Rate) is required for the adermrate risk
management. Besides, analysis of cost of funddyoel loan &
spread is made continuously in these banks to ernbat banks

have competitive interest rate, which is profitaiolethe banks.

Iv. In regard to operational risk, the major steps baaie taking to
reduce it are preparing and implementing the dfieoperational
guidelines and policies & frequently monitoring itheompliance.
Most of these policies are prepared as per NRB dgjues.
Similarly, employees' training is also the majorol$o for

minimizing the operation risk in these banks.

For minimizing the loss arising due to occurrenéeth® above risks,
capital and reserve have been maintained by thas&sbwithin the
standard prescribed by NRB. However, the trend apital Adequacy
ratio of these banks suggests that both the bae&d to increase their
capital fund, which is possible mainly by issuiftases, debentures or
preference share. The major gap in this studyasfolcus on the credit
risk. This research has been made on the studyfieneat types of risk
including market risk and operational risk. Howevére credit risk
covers the major portion of the total risk i.e. aBh60 percent of the total
risk. Therefore, additional research can be madéh detailed study of
credit risk and the organizational structure of doenmercial banks to

manage the credit risk.

Ojha (2010) on “Lending Practices: A study on NaBdnk Limited,
standard chartered bank limited and Himalayan Bankted” has find
found out that the measurement of lending strengtielative term has
revealed that the total assets to total liabiltyS&BNL has the highest

ratio. However the performance of other two banks hot deviated for
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from the mean ratio of SCBNL and the combined ayeraéSCBNL
tendency to invest in government securities hasalted with the lowest
ratio of loans and advances to total assets rdte. steady and high
volume of loans and advances throughout the yemssdsulted NABIL
ratio to be the highest. The ratio of loans andaades and investment to
deposit ratio has measured the portion of totalodphat is used to
increase the income of the banks irrespective ef phofiles of its
application. NABIL has deployed the highest projortof its total
deposit in earning activities and this ratio isn#igantly above the ratio
of other two banks. The combined ratio is highlyideed from the mean
ratio of NABIL and SCBNL. This is the indicative dhat in fund
mobilizing activities NABIL is significantly bettehan SCBNL.

Similarly the absolute measures of lending strehgtie revealed that the
mean volume of net assets and deposit is highesSGBNL with
moderate variation. The volume of net assets of HBthe least due to
the low share capital, reserve and surplus in @gital mix. But the
volume contributed by NABIL in the greatest in stady period. NABIL
has the best contribution in productive as welliradustrial sector in

economy.

He has further concluded that the overall liquidityength of SCBNL can
be considered the best among the banks. Howeverlighidity risk

arising from interest rate in SCBNL is the mostehk Since, the market
is highly sensitive towards the interest rate; SCHBis generally been
offering low interest rate as compare to other kankhe analysis of
lending strength of HBL in loans and advances enldbst however, loans
and advances, investments to deposit ratio haveradpd the

performance of NABIL. If HBL strength succeededcwilecting the less

chapter source of strength fund of HBL would pusé performance of
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NABIL and SCBNL for behind in the coming future. s&l the
contribution made by HBL in the productive sectbeconomy is highly
appreciable and the best among these the commbenik. The highest
growth rate, proportionately high volume of loam&l advances and the
best contribution in agriculture and priority secémd the high level of
deposit mobilization of HBL has put his level ofpdsit mobilization of
HBL has put this bask in the top positive in thed&g function as
demand by national priority, national developmeéthbwever the better
activity ratio of SCBNL has proved this bank thessbin managing the
lending portfolio according to the demand of profitented business.
The high volume of lending activities and high vaoki of productive
sector loan of NABIL has put this bank in the tapsiion in absolute

term.

On basis of the findings and conclusion he hasmetended for the
banks as the liquidity position of all these thbamks is found to be high
he has recommended the banks to look upon newddrésanding and

investment. The rural economy has always beerzneglthe credit needs
and the dominance of non-organized moneylendehighdrea has been
prevailing. To compromise between the liquidity amddit need of rural
economy these banks are highly recommended to dxibesir credit in

this area. SCBNL'’s contribution in loans and adesnis the lowest and
this has low degree of variation and low growtherals compare to
NABIL and HBL, SCBNL is recommended to give extraopty on

productive and priority sector loan. The increagmngvision as loan loss
and high volume of non-performing assets in NABHd&dBL certainly

attract the high attraction of any person inteksi@h these banks. The
high volume of NL non-performing assets may havesed due to the

failure of industrial and agricultural sector. NABlincreased non-
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performing, asset may have caused due to the atatedibad debts that

is kept behind the certain to show the efficientynanagement.

He has used different statistical tools like staddfeviation, correlation,
trend analysis and financial tools for the datdymmsand presentation. In
his study he has also taken sector wise loan-ifyisector, productive
sector etc. the different sector wise loan classifon are presented and
analyzed only secondary data has been used fastildg, the overview
of theoretical aspect of the lending practiceshaf banks has not been

analyzed.

Poudel (2012) on “Credit management of Nepalese rGential Banks”

his study main objectives are as follows:

I. To examine the ratio of liquidity and credit managat of sample
commercial banks.

ii. To analyze the credit risk of the sample commeiugalks.

lii. To analyze relationship between Deposit & Net Rrofi sample

banks.

Iv. To examine the trend of loan and advance, net tprdposit and

investment of sample commercial bank.
The major findings are as follows:

The observation and conclusion is derived by amadyzcalculated
various ratio like liquidity, asset management ais#k ratio as we as
relevant financial and statistical ratios of comon@r banks. Generally
banks have to maintain more liquid assets but tireent ratios of all
banks are below the standard of 2:1. The mean rdura¢io of MBL is

0.81 and NIBL is 1.08 the current ratio of NIBLhgher than MBL. It is
indicate better liquidity position of NIBL. Cashdbank balance to total
deposit ratio of NIBL has lower than MBL. The lo&madvances to total
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assets ratio of NIBL is lower than MBL. Investmem government
securities to total assets ratio of MBL is littlewler than NIBL. This
indicates that NIBL has invested more portions ofalt assets on
government securities. Coefficient of correlationtiB MBL and NIBL

have high positive correlation between total depmsid loan & advances.
The correlation coefficient of both banks is sigraht. There is positive
correlation between total deposit and total investnof MBL and NIBL.

The trend analysis of deposits, loan and advamogestment and net
profit of MBL and NIBL is increasing trend in studyeriod. NIBL is

more aggressive increasing trend then MBL.
2.3Research Gap

Since the above mentioned studies offer limitedifigs, more extensive
testing and adjustment of necessary variableseadeat in ordered to be
more conclusive about the credit Management. Pusvitudies were
directed to find the effect of the credit managemen different
commercial banks. Similarly, above study is undbl@resent the exact
condition of credit risk management in Nepalesekbansector in Nepal.

Presently, this study aims to attempt to study &aboredit risk
management of Nepalese commercial banks in Negdat [drevious
relevant literature related to banking businesgistseviewed to support
the study. In above study, they failed to study pleefect credit risk
management of Nepalese commercial banks. This stiedyto fulfill this
weakness. And there is also less research madisitopic especially in

banking sector.

Credit risk has very big role to sustain any bagkmsiness. It is equally

important to identify the relation of performandetloe banking business.
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So, it tries to assess the credit management dfit@rsector and by

providing the proper atmosphere for the bankingketan our country.

The present study is based on five years 2008/@91@/13 latest data of
commercial banks, which tries to achieve its olyest by analyzing
secondary source of data. Thus, the earlier stushdlese issues need to
be updated and validated because of the many cbhadagmg place in
Nepalese banking sector. The current study is pleognt to overcome

the weakness and limitation of previous studies.
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CHAPTER THREE
RESEARCH METHODOLOGY
3.1 Introduction

Research simply means to search again and agais. dt systematic
activity to achieve truth or finding solution tqeoblem. It is a process of
a systematic and in-depth of study any particwdarct subject or area of
investigation backed by the collection, compilafigresentation and
interpretation of relevant details or data. So tbsearch methodology
refers to the overall research process, which @areker conducts during
his study. The purpose of research is to discomswars to questions
through the application of scientific procedurelse Tain aim of research
is to find the truth which is hidden and which Ima$ been discovered at
yet. (Kothari, 2005:7)

The basic framework of this study is descriptiveval as exploratory. In
order to reach and accomplish the objectives of #iudy, different
activities are carried out and different stagescanssed during the study
period. For this purpose, the chapter aims to ptesad reflect the
methods and techniques those are carried out diwvéal during the

study period.
3.2 Research Design

Research design is the plan, structure and stratégynvestigation
conceived so as to obtain answers the researchiapgesnd to control
variances. There are many methods of researchrdasigj this study is
based on past data. Mostly, secondary data andmafmn were
collected, evaluated, verified and synthesizedetch a conclusion. To
achieve the objective of this study data from dédfé journals and

articles relevant with the study, annual reportsliferent fiscal years of
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concerned banks, NRB Directives, banking and firerstatistics report
published by NRB and other related materials atleded and studied.
With the help of descriptive research design, thelys evaluates the
credit management of Nepalese commercial banks. Sthidy based on

analytical and descriptive design.
3.3Population and Sample

There are altogether 30 commercial banks (www.ngtmp, mid July,
2014) functioning all over the country at presemhich are taken as a
population of this study work. Among them, this dstuincludes two
commercial banks namely; SCBNL and NSBL, which hiagen selected
as a sample for this research study. Similarlyrfana statements of two
banks for five years from 2008/09 to 2012/13 hawerbtaken as samples

for same purpose and convenience sampling methedisex.

3.4 Sources of Data
The data presented in the study are secondary Tyeannual reports of

the concerned banks are the major sources of ttee fda the study.
However, besides the annual reports of the sulgebtmks websites,

journal and article shall also be used in the retdpe corner of the study.

3.5 Tools Used
To make the study more specific and reliable hecetypes of tools were

used:; financial tools and statistical tools.

3.5.1 Financial Tools
For the sake of analysis, various financial toodsewsed. The basis tools

used were analysis. They are followings:
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[) Ratio Analysis

Ratio analysis is a widely used tool of financiablysis. It is defined as
the systematic use of ratio to interpret the fimangtatements so that the
strength and weakness of a firm as well as itohesl performance and
current financial condition can be determined.it@acial analysis a ratio
Is used as an index or yardstick for evaluatingfit@ncial position of a
firm. Ratio helps to summarize the large quantibé$inancial data and
to make qualitative judgment about the firm’s fin@h performance
(Pandey, 2010).

A. Liquidity Ratio:

Liquidity refers to the ability of a firm to meetsishort-term or current
obligations as and when they fall due for paym8wtliquidity ratios are
used to measure the ability of a firm to meet hsrsterm obligations
and from them the present cash solvency as wedbdgy to remain

solvent in the event of adversities of the samebmaaxamined.

To find-out the ability of banks to meet their dhimrm obligations,
which are likely to mature in the short period,sheatios are calculated.
The following ratios are developed under the ligyidatios to identity

the liquidity position.
1) Current Ratio:

It establishes the relationship between currentetassand current
liabilities. It is computed by dividing current ass by current liabilities.

It is calculated as follows :

Current Assets
Current Liabilities

Current Ratio =
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I1. Cash and Bank Balance to Current Assets Ratio:

Higher the ratio shows higher liquidity positiondaability to cover the
current assets and vice versa. It can be calculatedividing ‘cash and
bank balance” by current assets. This ratio camrcdeulated using the

following formula:

Cash and Bank Balance
Current Assets

Cash and Bank Balance to Current Assets =

lii. Cash and Bank Balance to Total Deposit Ratio:

This ratio shows the ability of banks immediate dsinto cover their
deposit. Higher the ratio shows higher liquidityspon and ability to
cover the deposits and vice versa. It can be atedlby dividing ‘cash
and bank balance” by deposit. This ratio can beutaled using the

following formula:

Cash and Bank Balance
Total Deposits

Cash and Bank Balance to Total Deposit =

Iv. Investment on Government Security to Current Assets Ratio:

This ratio computed to disclose the soundnesseofitfancial company to
investment on government security by current asfietein be expressed

as:
Investment on Government Security to Current Assets

Investment onGover nment Security
Current Assets

B. Assets Management Ratio:

It is also known as turn over or efficiency ratipo assets management
ratio; measures how efficiently the firm employ® thssets. Turn over
means the number of times and assets flow throufifm& operations

and into sales. Greater rate of turnover or comwergndicates more
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efficiency of a firm in managing and utilizing i&ssets, being other

things equals. Various ratios are examined undghiadings.
I. Loan and Advances to Total Deposits Ratio:

Commercial banks utilized the outside’s fund foroffir generation
purpose. Loan and Advances to Total Deposit ragiasvs whether the
banks are successful to utilize the outsiders fund. total deposit) for
the profit generating purpose on the credit andaadgs or not.
Generally, a high ratio reflects higher efficiertoyutilize outsider’s fund

and vice-versa. The ratio can be calculated bygusithowing formula:

Loan and Advances
Total Deposits

Loan and Advances to Total Deposit =

Ii. Investment to Total Deposit Ratio:

Total deposits are the long-term interest beariblggations and credits
and advances are the major sources to investmeanterate the income
by the commercial banks. This ratio measures howyntanes the
amount is used in investment in comparison to tdggbosit for the
income generating purpose. The following formulaised to obtain this

ratio:

| nvestment

Investment to Total Deposit = ————
Total Deposit

iii. Loan and Advances to Total Assets Ratio:

It measures the ability in mobilizing total assete credits and advances
for generating income. A higher ratio is consideas] and adequate
symbol for effective utilization of total assets bénk to credit and
advances of which creates opportunity to earn nzoré more. It is

calculated as :
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Loan and Advances
Total Assets

Loan and Advances to Total Assets =

Iv. Investment on Government Security to Total Assets Ratio:

It tells the present of Investment on Governmeru8y on total assets.
It is useful to know the fact that whether the gaoedit is increasing or
not. We can generate more earning by increasingd goedit and

reducing bad and inferior credit. It teaches umte@st sources only on

good credit (i.e. profitable venture). It is comgaliias:

Investment on Government Security to Total Assets

— Investment onGovernment Security
Total Assets

C) Credit Risk Ratio

The risk taken is compensated by the increase ofitp6o the banks
options for high profit have to accept the risk amahage it efficiently. A
bank has to have idea of the level of risk of tlskt one has to bear while

investing its funds.
1) Credit Risk Ratio or Non-Performing Loan to Total Loan Ratio

Credit risk ratio measures the possibility thatnlagll not be repaid or
that investment will deteriorate in quality or gata default with
consequent loss to the bank. By definition, cradk ratio is expressed as
the percentage of non- performing loan to totall.&Advances. Higher
ratio indicates more risky assets in the volumé.adn & Advances of

the bank and vice-versa.

Total Non Performing Loan
Total Loans

Credit Risk Ratio=
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ii) Liquidity Risk Ratio:

The liquidity risk of the bank defines its liquidineed for deposit. The
cash and bank balance are the most liquid assdtthag are considered
as banks liquidity sources and deposit as thedityjuneeds. The ratio of
cash and bank balance to total deposit is an itaficd bank's liquidity of

need. This ratio is low if funds are kept idle aslt balance but this
reduces profitability, when the banks makes lo@mpiofitability increase

and also the risk. Thus, higher liquidity ratio irates less profitable

return and vice-versa. This ratio is calculatetelsw:

Cashand Bank Balance

Liquidity Risk Ratio= .
Total Deposits

3.5.2 Statistical Tools

For supporting the study, Statistical tools such Mesan, Standard
Deviation, Coefficient of Variation, Correlation,rédhd Analysis have

been used under it.
A. Arithmetic Mean (Average):

Average is statistical constants which enablesousomprehend in a
single effort the significance of the whole. It regents the entire data by

a single value. It is calculated as:

x=2X
n

Where;

X = Arithmetic Mean

n = Number of observations

ZX = Sum of Observations
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B. Standard Deviation (S.D.):

“The standard deviation is the square root of megurared deviations
from the arithmetic mean and is denoted by S.Doott is used as

absolute measure of dispersion or variabilitys italculated:

o= [Z(X -X)?
n-1

Where,
o = Standard Deviation
C. Coefficient of Variation (C. V.):

The coefficient of variation (C.V.) is the relativeeasure based on the
standard deviation and is defined as the ratilvefstandard deviation to
the mean expressed in percent. It is independenhit$. Hence it is a
suitable measure for comparing variability of tweriss with same or
different units. A series with smaller C.V. is saalbe less variable or
more consistent or more homogeneous or more uniformmore stable

than the others and vice versa. It is calculated as
c.V.=2Z x100
X

Where, X = Arithmetic Mean
o = Standard Deviation C. V. = Coefficient of \&tron
D. Correlation Coefficient (r):

Correlation may be defined as the degree of limekationship existing
between two or more variables. These variablesaiteto be correlated
when the change in the value of one results changmother variable.
Correlation is If three types. They are Simple,tiBarand Multiple

correlations. Correlation may be positive, negatiwvezero. Correlation
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can be classified as linear on non-linear. Herestiedy simple correlation
only. “In simple correlation the effect of otheis mot excluded rather
these are taken as constant considering them ® @aserious effect on
the dependent variable”. It is calculated as:

- N X, X, =) XD X,
U AT - xS Xz ()

E) Probable Error (PE)

The probable error of the coefficient of correlatioelps in interpreting
its value. With the help of probable error, it @spible to determine the
reliability of the value of the coefficient in sarfas it depends on the
conditions of random sampling. The probable erffothe coefficient of

correlation is obtained as follows:
2
PE= 0.6745% "
Jn

Where,
r = correlation coefficient
n = number of pairs of observation

It is used in interpretation whether calculatedueabf r is significant or

not.

If r<PE, it is insignificant. So, perhaps theregsevidence of correlation.
If r >6PE, it is significant.

In other cases nothing can be concluded.

F) Times Series Analysis

Time series is used to measure the change of i@marezonomical as
well as commercial data. The least square methddeta analysis has

been used in measuring the trend analysis. Thikodas widely used in
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practice. The Straight-line trend of a series dada represented by the

following formula.
Y =a+Dbx
Where,
y= Dependent variable
X = Independent variable
a=Y -intercept
b = Slope of the trend line

Y is the dependent variable, a is y intercept duevaf y when x =0, b is

the slope of the trend line.
This topic has been presented following:

I.  Trend analysis of Total Deposit

ii.  Trend analysis of Loan and Advances
lii. ~ Trend analysis of Investment

Iv. Trend analysis of Net Profit
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CHAPTER FOUR

PRESENTATION AND ANALYSIS OF DATA

This chapter is the heart of the study. It includee analysis and
interpretation of data as stated in research methgy. To find out the
strength and weakness of the commercial banksnmstef their financial
performance various ratios, variables and thetrssiizal value have been
calculated in this chapter. It is related to theamjuative analysis of
various financial and statistical tools to studyafalyze the credit risk

management of the commercial banks.
4.1 Financial Analysis

Financial analysis is the act of identifying thedncial strength and
weakness of the organization presenting the relsiip between the
items of balance sheet. For the purpose of thidystratio analysis has
been mainly used and with the help of it data hheen analyzed.
Various financial ratios related to the investmer@nagement and fund
mobilization are presented to evaluate and analyeeperformance of
commercial Banks i.e. SCBNL and NSBL. Some impdrttmancial
ratios are only calculated in the point of viewffancial performance
analysis. The ratios are designed and calculatedhigilight the
relationship between financial items and figures.id a kind of
mathematical relationship and procedure dividing b@m by another.
4.1.1 Ratio Analysis

Ratio analysis shows the mathematical relationshgiween two
accounting figures. It helps to analyze the finahctrengths and
weaknesses of the banks. It is also inevitable tfer quantitative
judgment with which the financial performance ohks can be presented

properly. Ratio analysis is also concerned witlpatuiand credit decision.
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4.1.1.1 Liquidity Ratio

Commercial bank must maintain its satisfactory illgjy position to
satisfy the credit needs of community, to meet defsafor deposit,
withdrawals, pay maturity obligation in time andhgert non cash assets
into cash to satisfy immediate needs without lossank and consequent
impact on long-run profit. Liquidity ratio is maylused to analyze the
short-term strength of commercial banks.

A) Current Ratio

This ratio measures the liquidity position of themenercial banks. It
indicates the ability of banks to meet the curteptdity.

Table 4.1

Current Ratio
(Rs. in Millions & Ratio in times)

oy SCBNL NSBL
CA CL Ratio CA CL Ratio

2008/09 3613.99| 2283.10 1.58| 1817.00 155572 1.
2009/10K 1827.70| 1880.02 0.97, 2152.80 1878/99 1.
2010/11| 2219.85| 1780.0¢ 1.25| 1886.81 151306 1.
2011/12 3233.23| 2261.48 1.43| 2748.39 192131 1.4
2012/13| 3402.39| 2479.98 1.37) 2615.68 197984 1.
Mean | 2859.43| 2136.93 1.32] 2244.13 176978 1.

SD 786.99 | 29491 0.23 421.54  218.37 0.1
CVv 27.52 13.80 17.36 18.78 12.34 9.2

Source: Annual Report of Concerned Bank FY 2008/09 to 2012/13

The current ratio of SCBNL and NSBL are in fluctogt trend. In
general, it can be said that all the banks havedaibility to meet their
short-term obligations. For FY 2008/09 SCBNL staddatio is 1.58 and
in FY 2011/12 NSBL standard ratio is 1.43. In arerage, liquidity
position of SCBNL is greater than NSBL i.e. 1.326ldue to high mean
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ratio. So, SCBNL is sound in meeting short-termigaiion than NSBL.
Likewise, S. D. and C.V. of NSBL is less than SCBN. 0.12 < 0.23
and 17.36>9.24.
consistent than SCBNL. Lastly from the above analitsis known that

It can be said that credit ratioN8BL is more

all these two banks have weak liquidity positiorcdaese the standard
ratio is 2:1.

B) Cash and Bank Balance to Total Deposit Ratio

Cash and Bank Balance to Total Deposit Ratio irdgcghe bank ability
to meet their daily requirement of depositors. Heighatio shows the

greater ability of the firms to meet customer dedsaon their deposits.

Table 4.2
Cash & Bank Balance to Total Deposit Ratio
(Rs. in Millions & Ratio in %)

oy SCBNL NSBL
CBB TD Ratio CBB TD Ratio
2008/09] 3137.3 | 35871.8 8.75 1910.9 27957.2 6.84
2009/10] 1929.3 | 35182.7 5.48 3549.5 37896.3  9.37
2010/11] 2975.8 | 37999.2 7.83 4877.5 424154 1115
2011/12| 6366.1 | 35965.6 17.7 5508.4 53337.1 10.33
2012/13] 6404.1 | 39466.45 16.23 | 7713.4| 58290.46 13.23
Mean 4162.52 36897.15 11.20| 4711.94 43979.29 10.25
SD 2081.29 1780.05 5.42| 2171.84/12129.86 2.39
CVv 50.00 4.82| 48.42 46.09 27.58| 23.32

Source: Annual Report of Concerned Bank FY 2008/09 to 2012/13

The above table no. 4.2 revels that the cash an#l balance to total
deposit ratio of SCBNL and NSBL are in fluctuatittignd. The highest
ratio of SCBNL is 17.70 percent in FY 2011/12 amavést is 5.48
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percent in FY 2009/10. Similarly, the highest ratib NSBL is 13.23
percent in FY 2012/13 and lower in 6.48 perceritYn2008/09.

The mean ratio of SCBNL and NSBL are 11.20 pereedt10.25 percent
respectively. NSBL has lower ratio than the SCBMIhich shows its
lower ability to pay depositor's money as they wasimilarly, the

coefficient of variation of SCBNL is 48.42 timesdamNSBL is 23.32

times. S.D. of SCBNL is higher than the NSBL. Co¥ .NSBL is lower

than C.V. of SCBNL, so NSBL is more consistent t&&BNL.

The above analysis has to conclude that the caghbank balance
position of NSBL with respect to SCBNL is betterarder to serve its
customer’s deposits. It implies the better liquigibsition of NSBL from
the viewpoint of depositor demand. In contrast ghhiatio of cash and
bank balance may be undesirable which indicatesbémk’s ability to
invest its fund income generating areas. Thus NSBauld invest in
more productive sectors like short-term marketaddeurities insuring
enough liquidity which will help the bank to impmits profitability.

C) Cash and Bank Balance to Current Assets Ratio

Cash and bank balance are the most liquid or qasskts. Cash and bank
balance to current assets ratio represents th&likiglcapacity of the
firms as per cash and bank balance. Higher thestatetter the ability of
the firms to meet the daily cash requirement oirtbestomers. But high
ratio is not so preferred to the firms because ditmave to manage the
cash and bank balance to current asset ratio mmmanner that firm may
not be paid interest on deposits and may not hayadity crisis.
Following the states the cash and bank balancenemt assets SCBNL
and NSBL during the study period.
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Table 4.3
Cash & Bank Balance to Current Asset Ratio

(Rs. in Millions & Ratio in %)

SCBNL NSBL
CBB CA Ratio CBB CA Ratio

FY

2008/09| 3137.3 | 3613.99 86.81 1910. 181700 105{17

2009/10] 1929.3 | 1827.7Q 105.56  3549. 2152,80 164,88

2011/12| 6366.1 | 3233.23 196.90  5508. 274839 200(42

0
)
2010/11] 2975.8 | 2219.85 134.05 48775 1886/81 258|51
A
A

2012/13| 6404.1 | 3402.39 188.22 7713. 2615/68 29489

Mean | 4162.52| 2859.43 142.31 4711.94 224413 204.77

SD 1861.56| 703.91 43.79 194256 377.04 67.14

CcVv 44.72 24.62 30.77 41.23 16.80 32.79

Source: Annual Report of Concerned Bank FY 2008/09 to 2012/13

The above table reveals that cash and bank batarmerent assets ratio
of SCBNL is fluctuating trend and NSBL is also inctuating trend. The
higher ratio of SCBNL is 196.90 percent and lower86.81 percent
likewise the higher ratio of NSBL is 294.89 percand lower ratio is
105.17 percent. The mean ratio of SCBNL and NSBIL48.31percent
and 204.77 percent respectively. The lower mean sftows SCBNL'S
liquidity position is poor than that of NSBL. Monemr the S.D. of
SCBNL is lower than NSBL and CV is higher than SABNhe higher
C.V. of NSBL indicates that it has more inconsistein the ratios in

comparison to SCBNL
D) Investment on Government Securities to Current Asds Ratio

This ratio examines that portion of a commerciatk& current assets,
which is invested on different government secwsitidore or less, each

commercial bank is interested to invest their avdld funds on different
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securities issued by government in different tirteesitilize their excess
funds and for other purpose. Although those seesritan be sold easily
in the financial market or they can be convertdd icash, they are not
very liquid assets like cash and bank balancehdivs the portion of

current assets to banks that are

invested on \&risecurities.

Government securities are the more secured investrakernatives.

These securities are also called risk less invadtrhat less return is

generated than others risky assets.

Table 4.4
Investment on Government Securities to Current Asg¢e Ratio
(Rs. in Millions & Ratio in %)

SCBNL NSBL
- Inv. GS. CA Ratio | Inv. GS. CA Ratio
2008/09| 9998.8 | 3613.99 276.6f 3306.6 1817,00 181.98
2009/10| 8531.5 | 1827.70 466.79 37206 2152,80 172.83
2010/11) 9957.3 | 2219.85 44856 5574.8 188681 295.46
2011/12| 7862.7 | 3233.23 243.18 4560.7 274839 165.94
2012/13| 4830.9 | 3402.39 141.99 3665.2 261568 14Q.12
Mean | 8236.24| 2859.43 315.44 4165.58 2244(13 191.27
SD 1891.65| 703.91 124.45 815.87 377.04 53/93
CV 22.97 24.62 39.45 19.59 16.80 28.19

Source: Annual Report of Concerned Bank FY 2008/09 to 2012/13

The table 4.4 shows investment on government dexsito current assets
ratio of SCBNL and NSBL. Both Banks has fluctuatiyge ratios. The
table shows the highest ratio of SCBNL is 466.7&@at in FY 2009/10
and lowest is 141.99 percent in FY 2012/13. Inghme way, the highest
ratio of NSBL is 295.46 percent in FY 2010/11 aogvést is 140.12
percent in FY 2012/13. The mean ratio of SCBNL i$.34 percent,
which is higher than the mean ratio of NSBL 191g&fcent. It means
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NSCBL has invested more money in risk free as$ets that of NSBL.
In another words NSBL has emphases on more loaradwances and
other short-term investment than investment in g®écurities. For
minimization of investment risk, NSBL should divet$ investment in
govt. securities. Similarly, S.D. is 124.45 and9%33and C.V is 39.45 and
28.19 of SCBNL and NSBL respectively. The highe¥.Cof SCBNL

shows the more inconsistency in the ratios with g to NSBL.
4.1.1.2 Assets Management Ratio

A commercial bank must be able to manage its assejswell to earn
high profit, so to satisfy its customers and fornoexistence. Assets
management ratio measures how efficiently the bardnages the
resources at its commands. Through following rassets management

ability of banks has been measured.
A) Loan and Advance to Total Deposit Ratio

This ratio actually measures the extent to whighlihnks are successful
to mobilize the total deposit on loan & advancasthfe purpose of profit
generation. A higher ratio of loan & advances iatks better
mobilization of collection deposit and vice-vergaut it should be noted
that too high ratio might not be better from itguidity point of view.
Following Table shows the loan & advances to tat@posit ratio of

related banks.
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Table 4.5

Loan and Advance to Total Deposit Ratio
(Rs. in Millions & Ratio in %)

FY

SCBNL

NSBL

L&A

D

Ratio

L&A

D

Ratio

2008/09

13118.6

35871.8

36.57

15465.2

27957.2

55.32

2009/10

15932.2

35182.7

45.28

17887.2

37896.3

47.20

2010/11

17698.2

37999.2

46.58

21657.1

42415.4

51.06

2011/12

18376

35965.6

51.09

26403.8

53337.1

49.50

2012/13

22828.84

39466.45

57.84

28788.15

58290.46

49.39

Mean

17590.71

36897.15

47.47

22040.29

43979.29

50.49

SD

3564.29

1780.05

7.83

5594.65

12129.86

3.03

CV

20.26

4.82

16.49

25.38

27.58

5.99

Source: Annual Report of Concerned Bank FY 2008/09 to 2012/13

The above table shows that the loan & advancest#b deposit ratio of
SCBNL is fluctuating trends but NSBL is fluctuatitigend. The mean
ratio of SCBNL and NSBL are 47.47 percent and 50p&rcent
respectively. So, NSBL has higher ratio than tHaBGBNL. It reveals
that the deposit of NSBL is quickly converted inldan and advances to
earn income. The bank will be able to better meailon of collected
deposit if there is above 70 percent to 80 peroéfdan and advances to
total deposit according to NRB. Both banks have met the NRB

requirement or it has not utilized its deposit toyide loan properly.

The S.D. and C.V of SCBNL is 7.83, 16.49 similal$BL has 3.03 and
5.99 respectively.
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B) Investment to Total Deposit Ratio

Commercial banks and financial companies invest todlected funds in
various government securities and other financial non-financial
companies. This ratio measures how successfully effidiently the
banks are mobilizing their funds on investmentamious securities. This
ratio of SCBNL and NSBL are calculated and pregsentdelow.

Table 4.6
Investment to Total Deposit Ratio(Rs. in Millions & Ratio in %)

ey SCBNL NSBL
Investment| TD Ratio | Investment| TD Ratio
2008/09 10007.3 35871.8 27.90 3306.6| 27957.2 11.83
2009/10 8540| 35182.7| 24.27 4313.3| 37896.3 11.38
2010/11 9965.8| 37999.2 26.23 5574.8| 42415.4 13.14
2011/12 7871.2 35965.6 21.89 4560.7| 53337.1 8.55
2012/13 12753.5/ 39466.45 32.31 25906.1| 58290.46 44.44
Mean 0827.56 36897.15 26.52 8732.30 43979.29 17.87
SD 1877.34 1780.05 3.94 9634.28 12129.86 14.95
CcVv 19.10 4.82| 14.86 110.33 27.58| 83.66

Source: Annual Report of Concerned Bank FY 2008/09 to 2012/13

The above table shows that investment to total siepatio of SCBNL

and NSBL. Both banks have fluctuating trend investtiio total deposit
ratio. Higher ratio of SCBNL is 32.31 percent in R¥12/13 and lowest
ratio is 21.89 percent in FY 2011/12 in the samg tha highest ratio of
NSBL 44.44 percent in FY 2012/13 and lowest rati8.b5 percent in FY
2011/12. Investment volume of NSBL is lower thamttlof SCBNL

because more funds of SCBNL were used in profitkddes to achieve

optimum mix of interest earning assets.
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The mean ratio of SCBNL and NSBL are 26.52 pereedt17.87 percent
respectively. So, SCBNL has higher ratio. It sigaf SCBNL has
successfully allocated its deposit in investmenttfpbo to get higher
investment return. It also implies that NSBL hasvdo investment
opportunities. The S.D and C.V. of SCBNL is 3.94 44.86 and NSBL
has 14.95 and 83.66 respectively.

C) Loan & Advances to Total Assets Ratio

A commercial bank’s working fund plays very activele in profit

generation through fund mobilization. This ratidleets the extent to
which the banks are successful in mobilizing thetal assets on loan &
advances for the purpose of income generation.gh hatio indicates
better mobilization of funds as loan and advance wce-versa. The
following table shows loan & advances to total &ssd SCBNL and
NSBL as follows.

Table 4.7

Loan & Advances to Total Assets Rati@Rs. in Millions & Ratio in %)

Ey SCBNL NSBL

L&A TA Ratio L&A TA Ratio

2008/09] 13118.6) 41678.8 31.48| 15465.2 31989.8 48.34
2009/10, 15932.2] 41525.2 38.37| 27957.2 39381.3 70.99
2010/11] 17698.2] 45227.2] 39.13| 21657.1 47129.9] 45.95
2011/12) 37999.2 42970.8 88.43| 26403.8 59196.8 44.60
2012/13| 35965.6) 45631.1 78.82| 28788.2 64796.2 44.43
Mean | 24142.76 43406.620 55.24| 24054.29 48498.80 50.86
SD | 11855.99 1935.06| 26.30| 5538.08 13579.42 11.36
CVv 49.11 4.46| 47.60 23.02 28.00| 22.33

Source: Annual Report of Concerned Bank FY 2008/09 to 2012/13
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The above table shows the loan & advances to tdakts ratio of
SCBNL and NSBL are in fluctuating trend during gtedy period. While
observing their ratios, NSBL is better mobilizin§ fond as loan and
advances and it seems quite successful in gengiatymer ratio in each

year in comparison of SCBNL.

The highest ratio of SCBNL is 88.43 percent in F0A2/12 and lowest
ratio of SCBNL is 31.48 percent in FY 2008/09. Sarly, the highest
ratio of NSBL is 70.99 percent in FY 2009/10 andést ratio of NSBL
Is 44.43 percent in FY 2012/13.

The mean of SCBNL and NSBL are 55.24 percent an865percent

respectively. So, NSBL has lower ratio than thatS@BNL. It reveals

that in total assets, SCBNL has high proportioroain and advances.
SCBNL has utilized its total assets more efficigmtl the form of loan &

advances. The lower C.V. of SCBNL states that $t tnaformity in these
ratios throughout the study period than that of NSB.D. of SCBNL

and NSBL have 26.30 and 11.36 respectively.

D) Investment on Government Securities to Total Ass ratio

It is not possible to apply all collection, depaasiid other resources in to
loan & advances for the banks. Therefore, theyngeaheir total assets
In various sectors. Among all possible sectorsgstment on government
securities is one, which is very less risky. Inv@sigovernment securities
to total assets ratio measures how successfullgctsel banks have
applied their total assets on various forms of gowvent securities in
profit maximization and risk minimization point efew. The higher ratio
represents the better position of fund mobilizatinoto investment on

government securities and vice-versa.
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Table 4.8
Investment on Government Securities to Total Assetatio
(Rs. in Millions & Ratio in %)

SCBNL NSBL
FY Inv. GS TA Ratio | Inv. GS TA Ratio
2008/09( 9998.8 | 41678.8| 23.99 3306.6 319898 10.34
2009/10f 8531.5 | 41525.2| 20.55 3720.6 393813 945
2010/11 9957.3 | 45227.2| 22.02 5574.8 471299 1183
2011/12| 7862.7 | 42970.8) 18.3D0 4560.f 591968 7.0
2012/13| 4830.9 | 45631.1| 10.59 3665.2 64796/2 566
Mean | 8236.24| 43406.62 19.09 4165.58 4849880 899
SD 211493 1935.06 5.19 912.18 13579{42 2|39
CV 25.68 4.46 27.18 21.90 28.00 26.57

Source: Annual Report of Concerned Bank FY 2008/09 to 2012/13

Above table shows that the investment on governmeatrity to total
assets of SCBNL and NSBL are in fluctuating treRge highest ratio of
SCBNL is 23.99 percent in 2008/09 and NSBL is 11l@3cent in
2010/11 and the lowest ratio of SCBNL and NSBL Hdeb9 percent in
2012/13 and 5.66 percent in 2012/13 respectivetgmrFthe table we
notice that mean ratio of SCBNL and NSBL are 1%@fcent and 8.99
percent respectively. SCBNL has higher ratio inngyear and mean too.
It means SCBNL has invested more money in risk &ssets than that of
NSBL.

4.1.1.3 Profitability Ratio

The major performance indicator of any firm is pirofhe objective of
investment policy is to make good return. Any otigation has to desire
of earning high profited which helps to survive thien and indicates the

efficient operation of the firm. Profit is the essial part of business
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activities to meet internal obligation, overcome fature contingencies,
make a good investment policy, expand the bankangsaction etc.

A) Return on Loan & advances

Every financial institution tries to mobilize thedeposits on loan &
advances properly. So this ratio helps to measweesarning capacity of
selected banks. Returns on loan & advances ratgelected banks are

presented as follows.

Table 4.9
Return on Loan and Advance(Rs. in Millions & Ratio in %)
SCBNL NSBL
FY NP L&A Ratio NP L&A Ratio

2008/09| 1025.11| 13118.6 7.81 316.37 15465.2 2.0b
2009/10| 1085.87| 15932.2 6.2 391.74 17887.2 2.19
3)
P

2010/11) 1119.17| 17698.2 6.32 464.56 21657.1 2.1
2011/12| 1168.97 18376 6.3pb 480.1 26403.8 1.8
2012/13] 1217.94) 22828.84 5.34| 771.47 28788.15 2.68
Mean | 1123.41] 17590.77 6.53| 484.85 22040.29 2.18
SD 7433 3564.29 0.90| 172.95 5594.65 0.32
CVv 6.62 20.26| 13.76 35.67 25.38| 14.53

Source: Annual Report of Concerned Bank FY 2008/09 to 2012/13

Above table shows that return on loan and advaratesof SCBNL is in
fluctuating trend and NSBL is also fluctuating weffhe highest ratio of
SCBNL is 7.81 percent in the year 2008/09 and lowesto 5.34 percent
in year 2012/13. The mean ratio is 6.53 percenteM¥ms highest ratio of
NSBL is 2.68 percent in year 2012/13 and lowesbriat1.82 percent in
2011/12. The mean ratio is 2.18 percent. SCBNL bslmdws the good
earning capacity in loan and advances whereas NSBBiv poor earning
capacity in form of loan and advances. The C.V\SGBNL is lower than
NSBL.

59



B) Return on Total Assets
This ratio measures the overall profitability of wbrking fund i.e. Total
assets. A firm has to earn satisfactory return amking funds for its

survival. The following table shows return on tcdakets ratio of selected

banks.
Table 4.10
Return on Total Assets Ratio(Rs. in Millions & Ratio in %)
SCBNL NSBL

FY NP TA Ratio NP TA Ratio
2008/09| 1025.11| 41678.8 2.46 316.37 31989.8 0.99
2009/10( 1085.87| 41525.2 2.61 391.74 39381.8 0.99
2010/11f 1119.17| 45227.2 2.47 464.56 47129.9 0.99
2011/12| 1168.97| 42970.8 2.72 480.1 59196.8 0.81
2012/13| 1217.94] 45631.1 2617 77147/ 64796.20 1.19

Mean | 1123.41 43406.620 2.59| 484.85| 48498.80 0.99

SD 74.33 1935.060 0.12| 172.95| 13579.42 0.13

CVv 6.62 4.46| 4.50 35.67 28.00 13.52

Source: Annual Report of Concerned Bank FY 2008/09 to 2012/13

Above table shows the return on total assets of HCABnd NSBL.
However, SCBNL seems successful in managing ankkzing the
available assets in order to generate revenue #g¢€OA ratio is 2.59
percent of total assets in an average which isenigfian that of NSBL
(i.,e. 2.59>0.99). SCBNL has also higher ratio inhegear. Where as S.D.
and C.V. of SCBJNL and NSBL are 0.12, 450 and (ah8 13.52
respectively. Lower C.V of NSBL shows that it hasatively low

inconsistencies in the ratios.
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C) Return on Equity

Equity capital of any bank is its owned capital.eTprime objective of
any bank is wealth maximization or in other woralgéarn high profit and
thereby, maximizing return on its equity capitakti®n on equity plays
the measuring role of profitability of bank. It lefts the extent to which
the bank has been successful to mobilize or utitzeequity capital. A
high ratio indicates higher successful to mobilizeowned capital and
vice-versa. Following table shows the return onitgqof SCBNL and

NSBL during the study period.

Table 4.11
Return on Equity Ratio (Rs. in Millions & Ratio in %)
SCBNL NSBL
FY NP SHE Ratio NP SHE Ratio
2008/09| 1025.11| 2305.6 44.46 316.37 1404.3 22.53
2009/10| 1085.87| 2833.3 38.33 391.74 2131.6 18.38
2010/11| 1119.17| 3130.6 35.75 464.56 2448.3 18.97
2011/12| 1168.97| 3418.6 34.19 480.1 2811.8 17.0f7
2012/13] 1217.94| 4617.58 | 26.38 771.47) 3798.75 20.31
Mean | 1123.41 3261.14 35.82| 484.85| 2518.95 19.45
SD 74.33 862.82| 6.57| 172.95 883.34| 2.08
CVv 6.62 26.46( 18.35 35.67 35.07| 10.67

Source: Annual Report of Concerned Bank FY 2008/09 to 2012/13

The above listed table shows return on equity @tiSCBNL and NSBL.
Above calculated statistic indicate that SCBNL hdeereasing trend and
NSBL have fluctuating trend. SCBNL has higher ratiio each year and
it has also higher mean ratio (i.e. 35.82>19.4%)site stiff competition
and an adverse macroeconomic environment, SCBNLcuisently

generating higher ROE in comparison with NSBL. hef) it signifies
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that the shareholders of SCBNL are getting higleéurn but in case of
NSBL, they are getting lesser. It can be conclutietl SCBNL has better
utilized the equity for the profit generation. Itopes to be a good
strength of SCBNL in attracting future investmermsoawhile NSBL
shows its weakness regarding efficient utilizatodnts owner’s equity in
comparison with SCBNL. SCBNL has homogeneous retueach year.
It is the strength point of SCBNL. SCBNL has relaly less
inconsistency throughout the study period duéddower C.V.

D) Interest Earned to Total Assets Ratio

Interest earned to total assets ratio evaluatessumeessful the selected
banks are mobilizing their total assets to achl@gé amount of interest.
Higher the ratio indicates the higher interest meoof the selected
sample banks. The total interest earned to tosdtasatio of SCBNL and
NSBL.

Table 4.12
Total Interest Earned to Total Assets Ratio
(Rs. in Millions & Ratio %)

SCBNL NSBL

kY 'é‘ge”r]e:; TA  |Ratio 'é‘ge”r]e:; TA | Ratio
2008/00| 1887.22| 416788 453146045 310808 457
2000/10| 2042.11| 415253 492 2269.7 | 39381.3|  5.76
2010/11] 2718.7 | 452272  6.003104.23| 47129.9]  6.59
2011/12| 2870.97| 42970.8  6.683769.48| 59196.8)  6.37
2012/13| 2535.36 45631.1| 556 411051 64796.15 634
Mean | 2410.87 43406.6 554 2942.87 48498.79 5.93
SD | 427.83 193506 0.86| 108667 13579.40 0.82
cv 17.75|  4.46| 1547| 36.93|  28.00| 13.82

Source: Annual Report of Concerned Bank FY 2008/09 to 2012/13
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This table shows that the total interest earnetal assets ratio of both
banks are fluctuating trend. The mean ratio of SCB&N5.54 percent,

and NSBL is 5.93 percent. The C.V. of SCBNL is legthan the C.V. of
NSBL which shows that SCBNL is more inconsistenkbant that of

NSBL.

4.2 Statistical Analysis

Statistical tool is one of the important tools takyze the data. There are
various tools for the analysis of tabulated datehsas, mean, standard
deviation, co-relation analysis, trend analysis €teere is used following
convenient statistical tools are used in this thesidy.

4.2.1 Coefficient of Correlation Analysis

Co-efficient of co-relation shows the relationslhiptween two or more
than two variables. It measures that the two véglare positively or
negatively co-related. For this purpose, Karl Paass co-efficient of
correlation has been taken and applied to find anud analyze the
relationship between deposit and loan & advanceposit and total
investment, total assets and net profit, total stwent and net profit and
also analyze the correlation of total deposit, [tataestment, loan &
advances and net profit SCBNL and NSBL using KarsBns coefficient
of correlation, value of coefficient of determirati (), probable error
(P.E.) and (6 P.E.) are also calculated and vditieeon are analyzed.

A) Correlation Coefficient between Deposit & Loan &Advances
Deposit have played vary important role in perfanceof a commercial
banks and similarly loan & advances are very ingrdrto mobilize the
collected deposits. Co-efficient of correlationvbe¢n deposit and loan &
advances measures the degree of relationship hetwieese two

variables.
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In this analysis, deposit is independent varialfleand loan & advances
are dependent variable (Y). The main objectivescomputing “r’
between these two variables is to justify whetrepasit are significantly

used as loan & advances in proper way or not.

Table 4.13
Correlation between Deposit and Loan & Advances
Name of Evaluation Criterions
Banks : % PE 6 PE
SCBNL 0.625 0.3900 0.1840 1.1040
NSBL 0.968 0.9363 0.0192 0.1153

From the above table, it is found that coefficiehtcorrelation between
deposits and loan & advances of SCBNL and NSBLG62®and 0.968. It
Is shows that NSBL have the highly positive relasioip between these
two variables and SCBNL have moderate positivetioglahip between
these tow variables. Moreover, the coefficient adftedmination of
SCBNL is 0.39.. Similarly, value of coefficient détermination of NSBL
Is 0.936. It refers that 93.6 percent varianceaanl & advances are
affected by total deposit. The correlation coeéiiti of NSBL is
significant because the correlation coefficiengisater than the relative
value of 6PE and SCBNL is insignificant because twgrelation
coefficient is lower than the relative value of 6PE

B) Coefficient of Correlation between Total Depostt and Total Investment
The coefficient of correlation between deposit amgestment measures
the degree of relationship between these two JVi@sabr deposit is
significantly utilized or not. In correlation analg, deposit is
independent variable (X) and total investment igethelent variable ().
The following Table No. 4.30 shows the coefficieotrelation between
deposits and total investments i.e. r, P. E., 6. Rl coefficient of
determination & of SCBNL and NSBL during the study period.
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Table 4.14
Correlation between Deposit and Total Investment

Name of Evaluation Criterions
Banks r re P.E. 6 P.E.
SCBNL 0.562 0.3163 0.2062 1.2374
NSBL 0.777 0.6041 0.1194 0.7165

From the above table, the researcher found that cthefficient of
correlation between total deposit and total investnof SCBNL is 0.562.
It shows the moderate degree positive correlatioaddition, coefficient
of determination of SCBNL is 0.31.63. It means 08ly.63 percent of
total investment is explained by total deposit. Toerelation coefficient
Is insignificant because the correlation coeffitienless than value of
6PE. It refers that there is insignificant relasbip between total deposit
and total investment of SCBNL. Similarly, therepssitive coefficient
between total deposit and total investment of NSBlhich is indicator by
correlation coefficient of 0.777. The value of da@ént of determination
Is found 0.6041, this refers that 60.4 percenth& variation in total
investment is explained by total deposit. The datien coefficient is
significant because the correlation coefficieniigre than 6PE. It refers
that there is significant relationship between Itadaposit and total
investment of NSBL.

C) Co-efficient of Correlation between Loan and adance and Net Profit
Co-efficient of correlation between total assetd aet profit is used to
measure the degree of relationship between twabiarii.e. Loan and
advance and net profit of SCBNL and NSBL during shedy period.
Where Loan and advance is independent variablea(X) net profit is
dependent variable (Y). The main objective of ci@ttng this ratio is to
determine the degree of relationship whether thteee net profit is

significantly correlated or not and the variatidnnet profit to loan and
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advance through the coefficient of determinatiohe Tollowing table
shows the r,7 P.E. and 6 P. E. between those variables of SC&MNL
NSBL for the study period.

Table 4.15
Correlation between Loan and advance and Net profit
Name of Evaluation Criterions
Banks r re P.E. 6 P.E.
SCBNL 0.814 0.6628 0.1245 0.6874
NSBL 0.952 0.9069 0.0281 0.1686

Above table shows correlation coefficient betwekoan and advance
and net profit is 0.814 of SCBNL. It refers thaerth is highly positive
correlation between these two variables. Here,&petcent of net profit
Is contribute by Loan and advance as its coefftcedrdetermination of
0.6628 shows. Moreover, this relationship is sigaifit because the
coefficient of correlation is more than 6PE. Like&iNSBL also high
degree positive correlation i.e. 0.952 between Laath advance and net
profit. The coefficient of determinationi is 0.9069, which indicates that
90.69 percent variability in net profit is explathby Loan and advance.
Moreover, high correlation coefficient than 6PE. ofh that the
relationship between Loan and advance and nettpsoSignificant for
NSBL. In conclusion, SCBNL has more significantatenship between

Loan and advance and net profit than that of NSBL.
D) Coefficient of Correlation between Total Investnent and Net Profit

Coefficient of correlation between total investmeatd net profit
measures the degree of their relationship. In doetelation analysis,
investment is independent variable and net prefidependent variable.

The following table shows the coefficient of coaten coefficient of
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determination, probable error and six times of lEing the fiscal year
2008/09 to 2012/13.

Table 4.16
Correlation between Total Investment and Net Profit
Name of Evaluation Criterions
Banks r re P.E. 6 P.E.
SCBNL 0.154 0.687 0.2457 1.4742
NSBL 0.900 0.8094 0.0575 0.3450

Above table shows correlation coefficient betweetaltinvestment and
net profit of SCBNL is 0.154 which implies there Isw degree

correlation between total investment and net profit addition,

coefficient of determination of SCBNL is 0.687. $hcorrelation is
insignificant at all due to coefficient of corretat is lower than 6PE on
the other hand NSBL has positive correlation betwexal investment
and net profit i.e. 0.90. The coefficient of detaration of NSBL is

0.8094. It means 80.94 percent of profit is coniielol by total investment
but this relationship is significant as its cortela coefficient is higher
than 6PE. i.e. 0.3450.

Thus it can be concluded that the degree of reisghip between total
investment and net profit of SCBNL is poor than tR&BL. This
correlation coefficient indicates that the NSBL lmagher performed in

order to generate net profit through investment.
4.2.2 Trend Analysis

Trend analysis plays an important role in the asialgnd interpretation
of financial statement. Trend in general termsnifigs a tendency. It
helps in forecasting and planning future operatibrend analysis is a
statistical tool, which shows the previous trend thie financial

performance and forecasts the future financialltesd the firms.
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A) Trend Analysis of Total Deposit

Deposits are the important part in banking seceorck its trend for next
five years will be forecasted for future analydikis is calculated by the
least square method. Here the effort has been toackdculate the trend
values of Total deposit of SCBNL and NSBL for fuathive year.

Y=a + bx

Where as

Yc = 34952.64 + 1457.08 X of SCBNL
Yc = 35064.28 + 9370.16 X of NSBL

Table 4.17
Trend Line of Total Deposit(Rs. in Millions)
Year(x) SCBNL NSBL
Actual Value | Trend Value | Actual Value | Trend Value

2008/09) 35871.8 32038.48 27957.2 16323.96
2009/10, 35182.7 33495.56 37896.3 25694.12
2010/11] 37999.2 34952.64 42415.4 35064.28
2011/12] 35965.6 36409.72 53337.1 44434 .44
2012/13| 39466.5 37866.80 58290.5 53804.60
2013/14 39323.88 63174.76
2014/15 40780.96 12544.92
2015/16 42238.04 81915.08
2016/17 43695.12 91285.24
2017/18 45152.20 100655.40

Source: Appendix |

Above table and below figure shows that total deépols SCBNL and
NSBL. Both banks is in increasing trend. The rdténorement of total

deposit for NSBL seems to be higher than that @SIC The increasing
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trend of total deposit of NSBL is more aggressind &igh rather than
SCBNL. It indicates NSBL has more prospect of atifey total deposit.
The trend analysis has projected deposit amounfiscal year FY
2013/14 to FY 2017/18. From the above trend amalitsis clear that
NSBL has higher position in collecting deposit tIi&@BNL.
Figure 4.1
Trend Line of Total Deposit between SCBNL and NSBL
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Source: Table No. 4.17

B) Trend Analysis of Loan & advances

Here, the trend values of loan & advances BetweeBN8. and NSBL
have been calculated for further five year. Théofeing table shows the
actual and trend values of SCBNL and NSBL.

Y=a + bx

Where as

Yc =15696.0 + 1462.16 X of SCBNL
Yc=18797.64 + 3384.97 X of NSBL
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Table 4.18

Trend Line of Total Loan and Advance(Rs. in Millions)

Year(x) SCBNL NSBL

Actual Value | Trend Value | Actual Value | Trend Value
2008/09] 13118.6 12771.68 15465.2 12027.70
2009/10] 15932.2 14233.84 17887.2 15412.6Y
2010/11] 17698.2 15696.00 21657.1 18797.64
2011/12] 18376.0 17158.16 26403.8 22182.61
2012/13 22828.84 18620.32 28788.15 25567.58
2013/14 20082.48 28952.55
2014/15 21544.64 32337.52
2015/16 23006.80 35722.49
2016/17 24468.96 39107.46
2017/18 25931.12 42492.43

Source: Appendix 11

Figure 4.2

Trend Line of Total Loan and Advance of SCBNL and N6BL

45000

} ——SCBNL

~#-NSBL ‘

40000

35000

30000

25000

Rs. in Millions

20000

15000

10000

5000

0

2008/09

2009/10

2010/11

2012/13
Fiscal Years

2011/12

2013/14

2014/15

2015/16

2016/17 2017/18

Source: Table No. 4.18

table depicts that loan & advances of SCBMKH &SBL. Both

has in increasing trend. The increasing tan8CBNL is lower

Above

Banks
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than NSBL. The actual value of loan & advances S@&BNL is quite

fluctuating in relation to NSBL. The trend projettir further five year
FY 2013/14 to FY 2017/18. From the above analysis, clear that both
SCBNL and NSBL is mobilizing its collected depostsd other funds in
the form of loan & advances. Above table and figsihews the NSBL
has highly mobilizing loan & advances than the SCBN

C) Trend Analysis of Investment

Under this topic, an attempt has been made to amakend analysis
investment of SCBNL and NSBL for further five years

Y=a + bx
Where as

Yc = 8906.08 + (59.13) X of SCBNL
Yc =4169.80 + 520.24 X of NSBL

Table 4.19
Trend Line of Investment (Rs. in Millions)

Year(x) SCBNL NSBL

Actual Value | Trend Value | Actual Value | Trend Value
2008/09] 10007.3 9024.34 3306.6 3129.32
2009/10 8540.0 8965.21 4313.3 3649.56
2010/11 9965.8 8906.08 5574.8 4169.80
2011/12 7871.2 8846.95 4560.7 4690.04
2012/13) 12753.5 8787.82 25906.1 5210.28
2013/14 8728.69 5730.52
2014/15 8669.56 6250.76
2015/16 8610.43 6771.00
2016/17 8551.30 7291.24
2017/18 8492.17 7811.48

Source: Appendix |11
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Figure 4.3
Trend Line of Total Investment between SCBNL and NBL
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Above table shows the trend of investment betwe@BN. and NSBL.

NSBL have increasing trend in making investment &@BNL have

decreasing trend. NSBL has high and upward trenth@kasing, but
SCBNL has decreasing trend of investment. The trehdhvestment
projected to FY 2017/18. The forecasted trend pteg that the NSBL
has greater increment rate in investment than tlceement rate of
SCBNL. The figure indicates NSBL has highly moleh the total
investment rather than SCBNL.

D) Trend Analysis of Net Profit

Here, the trend values of net profit of SCBNL an8B\L have been
calculated for five years FY 2008/09 to FY 2012&8I forecasting for
the next five year till FY 2017/18.

Y=a + bx

Where as

Yc =1143.61 + 179.42 X SCBNL

Yc=380.11 + 61.29 X NSBL
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Table 4.20
Trend Analysis of Net Profit (Rs. in Millions)

Year(x) SCBNL NSBL

Actual Value | Trend Value | Actual Value | Trend Value
2008/09] 1025.11 784.78 316.37 257.54
2009/10 1085.87 964.19 391.74 318.82
2010/11 1119.17 1143.61 464.56 380.11
2011/12] 1168.97 1323.02 480.1 441.39
2012/13] 1217.94 1502.44 771.47 502.68
2013/14 1681.86 563.96
2014/15 1861.27 625.25
2015/16 2040.69 686.53
2016/17 2220.10 747.82
2017/18 2399.52 809.10

Source: Appendix 1V

The above table reveals the trend of net profBGBNL and NSBL. Net
profit both banks forecasted in increasing trende Trend of increasing
value of net profit of SCBNL is higher and aggressihan NSBL. The
net profit of SCBNL and NSBL has been increasingrevyear by
Rs.179.42 million and Rs. 61.29 million respectyvéelhe trend of Net
profit projected to FY 2017/18 i.e. further five are Above statistics
shows that both the banks have inconsistent ndit glwmoughout the
study period. In conclusion, SCBNL is doing befteorder to generate

net profit during the projected study period in dosion the prospect of

profit generating capacity of SCBNL is high thae thSBL.
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Figure 4.4
Trend Analysis of Net Profit between SCBNL and NSBL
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4.3 Major Findings

From the above research study, following findinge drawn on the
financial performance of the selected commerciakbaGenerally banks
have to maintain more deposits but the currenbsatif all banks are
below the standard of 2:1.

I.  The mean current ratio of SCBNL is 1.32 and NSBI.1%5, the
current ratio of SCBNL is little higher than NSBLt.is indicate
better liquidity position of SCBNL.

il.  Cash and bank balance to total deposit ratio of SHCBas higher
than NSBL i.e. 11.20 percent > 10.25 percent windicates that
the bank has higher liquidity of NSBL as comparé&S@BNL. A
high ratio of cash and bank balance may be und#gsirahich
indicates to invest in more productive sectors Igtert-term
marketable securities insuring enough liquidity ethiwill help
the bank to improve its profitability. But liquigitposition is
good.
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Vi.

Vil.

viii.

Cash and bank balance to current assets ratio BNEGs lower
than NSBL i.e. 204.77>142.31 Regarding the anglysisan be
said that NSBL has a better ability to meet dailgskc
requirements of their customers but it should bedhehat NSBL
has excess cash due to the low investment oppbesini
Investment on government securities to currenttasfeSCBNL
has higher than NSBL. It shows SCBNL has investedenfund
in government securities. NSBL has invested lifil@rtion in
government securities. Its suggest NSBL to increagestment
in purchasing of government securities.

The loan & advances to total deposit ratio of SCBNLUower
than NSBL. It indicates the better mobilization adposit by
NSBL. So, NSBL has more efficiently utilizing thauteiders’
funds in extending credit for profit generatingtees.

The total investment to total deposit of SCBNL igher than
NSBL. It shows the SCBNL is mobilizing its funds mvestment
in various securities efficiently. It can be saithtt SCBNL is
more successful in utilizing its total deposit hyesting in
marketable securities.

The loan & advances to total assets ratio of SCB&NRQreater
than NSBL i.e. 55.24%>50.86%. It refers SCBNL halzed its
total assets more efficiently in the form of loana8lvances with
more risk because it has greater variability inrtte.
Investment on government securities to total assat® of
SCBNL is higher than NSBL i.e. 19.09%>8.99%. Timdicates
that SCBNL has invested more portions of total &ssmn
government securities. It means SCBNL has investexme

money in risk free assets than that of NSBL.
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Xi.

Xil.

Xiii.

Xiv.

XV.

Return on loan & advances ratio of SCBNL is higtinem that of
NSBL i.e. 6.53%>2.18%. It can be concluded that SCBank
has utilized the loan and advance for the profihegation
purpose in proper way.

Return on total assets ratio of SCBNL is highemtiNSBL.
However, SCBNL seems successful in managing afiding the
available assets in order to generate revenue.

Return on equity of SCBNL is higher than NSBL i.e.
35.82%>19.45% which shows that SCBNL is more sigfaéso
earn high profit through the efficient utilizatioof its equity
capital.

Total interest earned to total assets ratio of N38lrelatively
little higher than that of SCBNL i.e. 5.93 percenb.54 percent
and also has higher variability in the ratio. dicates that NSBL
has efficiently used its total assets to earn highterest income
in comparison to SCBNL. SCBNL seems less conscaigut
managing its assets in order to earn more intesést

Both SCBNL and NSBL have positive co-relation begweotal
deposit and loan & advances because SCBNL and N&Be
0.625 and 0.968 of co-relation coefficient betwemposit and
loan & advances. These relationship SCBNL has mifsognt
and NSBL has significant.

Both SCBNL and NSBL have positive co-relation begweotal
deposit and loan & advances because SCBNL and N&Be
0.562 and 0.777 of co-relation coefficient betwemposit and
loan & advances. These relationship SCBNL has mifsognt
and NSBL has significant.

There is positive correlation between Loan and adgaand net

profit. Correlation between Loan and advance artdpnefit of
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XVI.

XVil.

XViil.

XiX.

XX.

SCBNL is 0.814 and NSBL is 0.952. SCBNL has lititav

degree of positive correlation. The relationshipMeen Loan and
advance and net profit of SCBNL & NSBL has sigraht due to
more than 6 P.E.

The degree of relationship between total investraadtnet profit
of SCBNL is poor than NSBL i.e. correlation coefiat between
total investment and net profit of SCBNL and NSBLOi154 and
0.90 respectively. It refers that NSBL is compadii successful
to generate net profit due to positive correlation.

SCBNL and NSBL have increasing trend in collectiegposit the
rate of increment of total deposit for SCBNL sedmbe lower
than that of NSBL. Here NSBL has better positiorcaflecting

deposit than SCBNL.

The trend line of loan & advances for both banksupsvard
slopping. It refers that both the banks are inengasin

disbursement of loan & advances. The trend lindoah and
advances for NSBL seems high growing than SCBNIlefiérs
that NSBL is more aggressive in mobilizing its lGard advance.
The total investment trend line of NSBL is upwalopping and
SCBNL is downward slopping. Where as NSBL has aggive
upward slopping of total investment trend line.réfers that
NSBL has better increasing trend of total investmen

The trend line of Net profit for SCBNL and NSBL ugpward
slopping But SCBNL has aggressively and NSBL hasaihty.

The position of SCBNL is better in order to generptofit than
NSBL.
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CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATION

5.1 Summary

The researcher has identified that research problainset objectives to
solve research problems about credit risk managerénStandard

Chartered Bank Nepal Limited and Nepal SBI Bankitach The main

objective of the study is to analyze the credit agament of SCBNL and
NSBL. The specific objectives of the study are:ekamine the liquidity,

profitability position of the banks. To analyze tredationship between
total deposit, loan & advance and net profit of gentommercial banks.
To examine the trend of total deposit, loan & adeaand net profit of
sample commercial banks. The significance of thedyst proper

management of deposit for the growth and developmiethis sector, by
considering the return is required. In today's cetitjye scenario,

several macro economic factors such as politicanemical, social and

technological factors have increased the challetm#se banking sector.

Research methodology has been described in thiapteh which is a
way to solve the research problems with the helpasfous tools and
techniques. This chapter includes the various Grednas well as
statistical tools to analyze the data in orderame to the decisions. This
chapter includes the research design, populatiod sample data
collection procedure, data period covered and naistlod analysis. These
studies is mainly conducted on the basis of seagrakta collected from
annual reports of concerned bank, official rep@tpnomic journal,
financial statement etc. and authorize web sit®l@pal stock exchange

and security board of Nepal.
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The presentation and analysis of data has been madgarative
analytical and their interpretation has done inpthafour by applying
the wide varieties of methodology as stated in tdvaghree. It includes
the various financial and statistical tools. Inecad financial tools ratio
analysis is done which consists various ratio ligegent ratio, liquidity
ratio, assets management ratio, profitability ratna risk ratio. Various
statistical tools such as arithmetic mean, standawhtion, coefficient of
correlation and trend analysis have been appliddlfil the objective of

this study.

In the context of current competitive scenario, Ksameed to face
challenges from all around. For this purpose, desee cum analytical
research design was adopted. Out of total populaifo30 commercial
banks (till April, 2014), 2 banks were taken as gknusing judgmental
sampling method. SCBNL and NSBL have been takercdonparative
study because of their similarities in terms of ibess size, date of

establishment, capital size etc.
5.2 Conclusions

The mean current ratio of SCBNL is better liquidggsition of NSBL

and cash and bank balance to total deposit rattéSBL has higher than
SCBNL. A high ratio of cash and bank balance mayraesirable which
indicates to invest in more productive sectors gkert-term marketable
securities insuring enough liquidity which will pethe bank to improve
its profitability. NSBL has invested little portionn government
securities. Its suggest NSBL to increase investmenpurchasing of

government securities.

The loan & advances to total deposit ratio of SCBNLIower than
NSBL. It indicates the better mobilization of defppdoy NSBL. So, NSBL

has more efficiently utilizing the outsiders’ funasextending credit for
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profit generating sectors. Both SCBNL and NSBL haasitive co-

relation between total deposit and loan & advantégse relationships
are insignificant of SCBNL and significant of NSBILhere is positive
correlation between total deposit and investmenS©BNL and NSBL.

Where as SCBNL has low degree of positive co-matathan NSBL. The
trend line of deposit for both banks is upward plag. It refers that both
the banks are increasing in deposit collectionM8BL have aggressive
increasing trend than that SCBNL. The trend lineetfprofit for SCBNL

and NSBL is upward slopping but SCBNL has aggresgiand NSBL

has smoothly. The position of SCBNL is better idearto generate profit
than NSBL.

5.3 Recommendations

Based on the analysis and finding of the study, fbBowing
recommendations can be made as suggestions to tnekeredit risk
management of SCBNL and NSBL effective and efficidrhis would
help to draw some outline and make reforms in dspective banks.

1. Generally, banks have to maintained liquid asSéte.current ratio
of the two banks, SCBNL and NSBL is considerableisTcan be
regarded as good liquidity position. So, it is moeended to
maintain sound liquidity position to SCBNL and NSBL

2. Government securities such as treasury bills, dgweént bonds,
saving certificates etc. are risk less investméptraatives because
they are free of default risk as well as liquidrtgk and can be

easily sold in the market.

3. Both banks have a possible risk because theregs @mount of
doubtful loan & advances and risky investment. Sois

recommended to evaluate the investment opportsnited
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alternatives using statistical, capital budgetingl ather financial

tools to avoid large amount of doubtful debt arsd.ri

Both the banks are recommended to formulate antemgnt the
sound and effective investment policy to increaskime of total
investment and loan & advances that helps to nezptined level
of profitability as well as social responsibilitfyhe banks should

consider rural areas in making investment policy.

Keeping all these in consideration, the SCBNL ha&ssl|
performance than that of NSBL. SCBNL seems lower
creditworthiness than NSBL. Therefore, in the fat@ahead, the
SCBNL should improve its weaknesses by adoptingrthevative
approach to recover their bad loans.

For this purpose, it is recommended to form a sfranedit
recovery department in its central level, which Isleaith the
default credit customers and take necessary attioacover their

non performing loan.
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Appendix |

Trend analysis of Total Deposit of SCBNL and NSBL

(Rs. in Millions)
Year(x) SCBNL NSBL
2008/09 35871.8 27957.2
2009/10 35182.7 37896.3
2010/11 37999.2 42415 .4
2011/12 35965.6 53337.1
2012/13 39466.5 58290.5
Let trend line be
Y=a+b X, 0]
Where x = X - 2010/11
Here,
N
oo Z XY
= Z =
SCBNL
a =34952.64 a = 35064.28
b =1457.08 b =9370.16
Where as

Yc = 34952.64 + 1457.08 X of SCBNL
Yc = 35064.28 + 9370.16 X of NSBL
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Appendix Il

Trend line of Total Loan and Advance of SCBNL and N6BL

(Rs. in Millions)
Year(x) SCBNL NSBL
2008/09 13118.6 15465.2
2009/10 15932.2 17887.2
2010/11 17698.2 21657.1
2011/12 18376.0 26403.8
2012/13 22828.84 28788.15
Let trend line be
Y=a+bXeooooooo, Q)
Where x = X - 2010/11
Here,
N
b_ZXY
= %
SCBNL NSBL
a=15696.0 a=18797.64
b=1462.16 b =3384.97
Where as

Yc =15696.0 + 1462.16 X of SCBNL
Yc= 18797.64 + 3384.97 X of NSBL
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Appendix Il
Trend Line of Total Investment between SCBNL and NBL

(Rs. in Millions)
Year(x) SCBNL NSBL
2008/09 10007.3 3306.6
2009/10 8540.0 4313.3
2010/11 9965.8 5574.8
2011/12 7871.2 4560.7
2012/13 12753.5 25906.1
Let trend line be
Y=a+bX oo, ()
Where x = X - 2010/11
Here,
N
b_ZXY
= S
SCBNL NSBL
a = 8906.08 a=4169.80
b=-59.13 b =520.24
Where as

Yc = 8906.08 + (59.13) X of SCBNL
Yc =4169.80 + 520.24 X of NSBL
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Appendix 1V

Trend Analysis of Net Profit between SCBNL and NSBL

(Rs. in Millions)
Year(x) SCBNL NSBL
2008/09 1025.11 316.37
2009/10 1085.87 391.74
2010/11 1119.17 464.56
2011/12 1168.97 480.1
2012/13 1217.94 771.47
Let trend line be
Y=a+bX o, )
Where x = X - 2010/11
Here,
b:ZXY
2%
SCBNL NSBL
a=1143.61 a=380.11
b=179.42 b=61.29
Where as

Yc =1143.61 + 179.42 X SCBNL
Yc=380.11 + 61.29 X NSBL
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