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CHAPTER - Ι

INTRODUCTION

1.2 General Background of the Study
Any institution offering deposit subject to withdrawal on demand and making loan of a commercial or business nature is a bank. Bank came into existence mainly with the objective of collecting the idle fund and mobilizing them to productive sector causing overall economic development. They constitute an important segment of financial infrastructure of any country. Bank is a financial intermediary between the deficit and surplus of the financial resources which allows the economy to grow. It collects surplus money and grants them to needed person. It enables the flow of money from savers to investors. Without this flow, saving would sit idle in someone's safe or pocket; money would not be available when needed. People would not be able to purchase cars, houses etc and business would not able to build its coverage. Saving is canalized into investment in the productive sectors through banks and financial institution.

But now a days, bank is no longer limited to borrowing and lending of fund. With the passage of time, functions of banks have increased manifold. Recent years have seen banks diversify into new areas to widen their business horizons. They are rendering a wide range of services to people of different walks of life; they have become an essential part of modern society. They work as an intermediary between depositors and lenders and facilitate in overall development of the economy, with major thrust in industrial development. The bankers have the responsibility of safeguarding the interest of the depositors, the shareholders, and the society they are serving. A sound banking system is important because of the key roles in the economy, intermediation and maturity transformation, facilitating payments flow, credit allocation and maintaining financial discipline among borrowers. Banks are the gathers of saving, the allocators of resources providers of liquidity and payment services. 
Banking sector plays an important role in the economic development of the country. All the economic activities are directly or indirectly channelized through these banks. Commercial banks are one of the vital aspects of this sector. People keep their surplus money as deposits in the banks and hence banks can provide such funds to finance the personal, business and industrial activities in the form of loans and advances. Main stream function of the commercial bank is to mobilize the scattered saving of the public by providing credit to the needy firms, industries and people to get the productive use.
 Commercial bank collects deposits from the public and the largest portion of deposited funds is utilized by disbursing loan and advances. Being a profit oriented financial service providing institution, certain percent interest rate is given to the depositor and the bank charges certain percent interest in the loan facility, which we call as the spread rate. They purchase and discount bills for the exchange promissory notes and exchange foreign currency. They discharge various functions on the behalf of their customers provided that they are paid for their services. Banks are becoming much more of a multifaceted provider of financial services. Their activities have grown in multidirectional way as well as in multidimensional manner. Their activities are spreading all over the world. They are becoming human partner of the people of different walks of life. But, at the same time, there are some of the areas where banks are bound to face challenges are:-
· Deposit war

· Continued need for profit making

· Era of fierce competition
· Customer satisfaction

· Technological Revolution

The mushrooming growth of the banks and financial institutions has led them towards cut throat competition. On the one hand the economic condition of the country is not grooming rather remained stagnant, no any new avenue is being explored. The competition among the banks is just to share from the small sized of the cake. Margins on traditional business have been eaten away and banks have been forced to look to new markets and new products to sustain profitability. They should make continuous efforts to explore new competitive and high yielding investment opportunities to optimize its investment portfolio. The less opportunity for getting avenues for loan floatation has compelled the banks to finance without being choosy. Quality of the loans and advances could not be maintained to the desirable level if there is no choice whether to finance or not. As a profit motive financial institution, bank need to focus on achieving profit. A loan is a profit determinant factor and also refers as a derivative that creates risk. The profit of the bank depends upon the spreads that it enjoys between the interest it receive from the borrowers and that to be paid to the depositors. An average bank generates about 70% of its revenue through its lending. If it is well managed, profit will be higher automatically.
The balance sheet of a commercial bank reflects deposit constitutes a major portion of the liabilities and the loan and advances constitutes a major portion of the asset side of any bank. It occupies large volume of the transaction; it is main source of creating profitability; it determines the profitability. At the same time they are the least liquid of the entire banker's asset. Loans are risky assets even though bank interest most of its resources in granting loans. Although they are nominally repayable on demand it is very difficult to realize them at short notice. A bank cannot rely upon this asset in times of emergency. Though, the return that the bank enjoys of deposit mobilization through loan and advances is very attractive but they do not come free of cost and free of risk. There is risk of non repayment of loan. The bank faces number of risk like interest rate risk, liquidity risk, credit risk, borrower risk etc. Such risk in excessive form may sometimes results in the banks inability to make repayment of money to the depositor and return to the shareholders. The risk involved is so high that it can bring bank to a verge of bankruptcy. In this cut throat competition age, amongst many risk that bank faces one of the critical is borrower risk; the risk of non payment of the disbursed loans. Non-performing loan is the outdated loan, and bad and doubtful debts. Performing loans have multiple benefits in the other hand non-performing loan erodes even existing capital.
1.2 Statement of the Problem

After the liberalization started in 1980,s the financial sector made some progress and prudent regulatory measures have been introduced by the central bank. However actual performance of the financial institution could not improve. Commercial banks/financial institutions in Nepal have been facing several problem like lack of smooth functioning of economy, cut throat competition due to mushrooming growth of the banks and financial institutions, over liquidity caused by lack of good lending opportunities just sharing a small size of the cake among the banks, different policies and guidelines of NRB, Political instability, security problem, poor information system, increasing non performing assets etc. 
Although the circumstances leading to financial problem or crisis in many Nepalese banks differ in many respects, what is common area is most of the Nepalese banks are confronting with the increased size of Non-Performing loan. Every loan and advance has its maturity period or expiry date. The borrower must repay the loans by the maturity period but there is no certainty that all the loans are recovered by the maturity date .Once the loan is given it is supposed that the repayment of interest or principal shall have to be served without any hindrance. The resources is not be considered utilized properly when the loans provided to the clients is not regular and if there is cumulative overdue outstanding.
There may be various reasons behind the loans that turn irregular from regular one. The main reason may be economic situation of the country which needs to be peace, friendly for smooth operation of commercial banks. The other contributing factors that turn the good loan into bad are the attitude of the borrower, types and quality of security taken and legal hurdles created by the borrower when the recovery action is started. Due to various hurdles on way of management of NPA, commercial banks are now losing their profitability and struggling for their existence. The existence of the bank can be question on this situation.

 Non-performing assets can be defined as those assets that cannot be used productivity. It could reduce bank's profitability both a loss of interest income and write off the principle loan amount. In one hand, the bank cannot mobilize its asset to profitable investment opportunity, which increase opportunity cost for the bank. In the other hand, the banks have to make provision for doubtful debts from their profit and other sources. That decreases or may occur losses the bank profit.

To resolve the problem of the losses or likely losses of this nature, to safeguard depositor's interest and to ensure stability in the economy, Nepal Rastra Bank (NRB), as the central bank, has amended several old directives as present need and issued many new circulars, directives from time to time related to various aspects of the banks. NRB has directed to maintain loan loss provisioning according to aging basis for risk mitigation. NRB Directive No.2 (2005) is related to loan classification and provisioning of commercial banks. As per this directive commercial banks are supposed to categorize the loans disbursed into four different categories on the basis of ageing of its past dues and each category of loan require certain percentage of it to be provisioned for the possible loss. Going through the old directives regarding loan loss provision, bank has to classify the loans into six different categories and as per that directive, for a loan to be bad the time period of past due was 5 year but with the new directive, that period has also been reduced. This means that previously categorized substandard loan will now be a doubtful loan and doubtful loan will be bad. Accordingly more provision has to be made for probable loss in year to come than previous years. The provision of the loan means the net profit of the bank will come down by that amount. Hence there is great impact of loan loss provision (LLP) in the profitability of the banks.
 NRB has also issued directive to all commercial banks and financial institution ensuring transparency during loan disbursement. In this regards, NRB has issued the directive, while granting loan principle, above Rs.1 Million, information from Central Information Bureau (CIB) is must. All Commercial banks as well as financial institutions are required to disclose the name of loan defaulters in every six months. Loan administration should be done properly. Different principles for granting loan should be considered.
Though loans and advances is the largest item of the bank in the asset side, but, negligence in administering this asset could be the main cause of a liquidity crisis in the bank and one of the main reasons of bank failure. It can be clearly seen on two largest government owned banks, Nepal Bank Limited (NBL) and Rastriya Banijya Bank (RBB). Nowadays, in most of the national daily newspaper, not only they two banks, but also other commercial banks and financial institutions are publishing names of borrowers who defaulted in making payment of banks loans. In recent days, not only government owned banks but some of the banks under private ownership are also suffering from NPA burden. It is a matter of debate amongst the entire banking sector regarding the real cause of NPA increment, through private sector bank has less non performing assets in comparison to NBL and RBB .Below report shows that all Nepalese commercial banks have more or less some non performing loan. 
Non-Performing Assets in Nepalese Banking Sector
The NRB report shows that NPL to gross loan 18.94 % in 2005, 14.22 % in 2006 and 9.65% in 2007.The following table no.1shows the non-performing loan to total gross loan status of individual commercial banks:
Table 1.1

Non-Performing Assets in Nepalese Banking Sector

	S.N
	BANKS
	Mid-July 2005(%)
	Mid-July 2006(%)
	Mid-July 2007(%)

	1
	Nepal Bank Limited
	49.64
	25.11
	14.60

	2
	Rastriya Banijya Bank
	52.99
	45.34
	26.43

	3
	NABIL Bank Limited
	1.32
	1.25
	1.12

	4
	Nepal Investment Bank Limited
	2.69
	2.30
	2.12

	5
	Standard Chartered Bank Nepal L.
	2.69
	2.12
	1.83

	6
	Himalayan Bank Limited
	7.44
	6.14
	3.53

	7
	Nepal SBI Bank Limited
	6.54
	6.32
	0.46

	8
	Nepal Bangladesh Bank Limited
	19.04
	12.27
	35.13

	9
	Everest Bank Limited
	1.63
	1.20
	0.76

	10
	Bank of Kathmandu Limited
	4.99
	2.52
	2.20

	11
	NCC Bank Limited
	8.64
	11.09
	30.63

	12
	Lumbini Bank Limited
	15.23
	31.97
	19.85

	13
	NIC Bank Limited
	3.78
	2.60
	1.10

	14
	Machhapuchhre Bank Limited
	0.39
	0.28
	1.12

	15
	Kumari Bank Limited
	0.95
	0.90
	0.73

	16
	Laxmi Bank Limited
	1.63
	0.65
	0.35

	17
	Siddhartha Bank Limited
	2.58
	1.34
	0.34

	18
	Global Bank Ltd
	
	
	0.00

	19
	Agriculture Development Bank L
	
	21.23
	16.50

	20
	Citizens Bank International Ltd
	
	
	

	
	Total
	18.94
	14.22
	9.65


Source: www. nrb.org.np /Banking and Financial Statistic of NRB

It is clear from the previous table 1.1 that the level of NPLs is decreasing but the existing level is still alarming in order to restore the financial sustainability in the system.
The NPL to total gross loan of the selected banks for study are as follows:
	SN
	Banks
	Mid-July 2005(%)
	Mid-July 2005(%)
	Mid-July 2005(%)

	1.
	Nabil Bank Ltd
	1.32
	1.25
	1.12

	2.
	NCC Bank Ltd
	8.64
	11.09
	30.63

	3.
	Nepal Investment Bank Ltd 
	2.69
	2.30
	2.12


As per the international standard only 5% NPL is allowed but in the context of Nepal 10% NPL to total gross loan is acceptable. While studying the data presented in the above table, each and every commercial bank has more or less some percentage of NPL to total loan. The old and government owed banks are facing the high level of NPL where as the new established banks have managed to put the NPL below the standard point.
It is a great national burning issue and becoming difficult to manage day by day. Nepalese Banking industry can not get rid from this problem. They are confronting with increasing Non-Performing loan. So, this study has identified the following research questions regarding to NPA with special reference to Nabil Bank Limited (Nabil Bank), Nepal Credit and Commerce Bank Limited (NCC Bank), Nepal Investment Bank Limited (NIB Bank).
a. What is the status and trend of non-performing Loan of selected commercial Banks?

b. What are the factors leading to accumulate of non performing asset?
c. What percentage of total assets and total lending is occupying by NPA of selected Nepalese commercial bank?

d. What is the relationship between loan and loan loss provision in the selected commercial banks?

e. What are the guidelines and provision pertaining to loan classification and loan loss provision, and  are Nepalese Commercial banks practicing Nepal Rastra Bank' Regulation/directives regarding loan loss provision for non performing loan or not?  

f. What is the overall effect of NPA on the profitability of the banks under study?

1.3 Objectives of the Study
The major objective of this study is to analyze, examine the issue of non-performing assets. The specific objectives are:

· To evaluate the proportion of non-performing loan and the level of NPAs in total assets, total deposit and total lending in selected commercial banks.

· To analyze the relationship between loan and loan loss provision in the commercial banks.

· To study the trend line of the non-performing assets, loan and advances, loan loss provision of selected commercial banks

· To examine whether Nepalese commercial banks are fulfilling the NRB directives regarding loan loss provision for non performing assets or not.

· To find the impact of non-performing loan on performance of selected commercial banks and provide suggestion and recommendations for the further important.
1.4 Significance of the Study
The main focus of the study will be to know about the non-performing assets of the selected Nepalese commercial banks and make comparative study of non performing loan of the selected commercial bank. So this research will be able to deliver some of the present issues, latest information and data regarding non-performing loan and loan loss provision. Hence, this study will give the real picture of the current non-performing assets which will be significant to bankers, its shareholders, depositor and all general public who are interested on this current affair of banking industry .Last but not least, it also provides literature to the researchers who want to carry on further research in this field
1.5 Limitation of the Study
The study will be limited in following areas, which are as follows:

· This study is concerned only the issue of non-performing loan in Nepalese commercial banks. It does not consider other aspects of the banks.

· Only Nepalese commercial banks have been considered for the study and three banks have been selected as samples for the study. Hence, the finding may not be applicable to other banks (i.e. Development Banks, Finance Companies and other companies of Nepal).

· The whole study is based on secondary data, annual reports, and publication of respective bank and also articles and journals of the respective topic, which may or may not provide exact vision of the field. So reliability of this research will highly depend upon the accuracy of information. If available data are not accurate, the whole finding of the study will be meaningless.

· The period of study is limited from fiscal year 2002/03 to 2006/07.

1.6. Organization of the Study
The study is divided in the following chapters:

Chapter- I: Introduction

This chapter deals with the general background of the study, statement of the problem, objectives of the study, significance of the study and limitation of the study.

Chapter - II: Review of Literature
In this chapter, the brief conceptual framework as well as review of existing literature in the relevant area is kept.

Chapter - III: Research Methodology

This chapter deals with the methodology adopted in carrying out the research and it includes research design, sources of data and the method of data collection.

Chapter -IV: Data Presentation and Analysis
This is the main part of the study. Various analytical tools are used to analyze and interpret the result.

Chapter - V: Summary, Conclusion and Recommendations
This is the last chapter of the study and this chapter summarizes the whole study, provides finding of the study and offers some recommendations regarding the subject matter.

CHAPTER- II

REVIEW OF LITERATURE

Review of literature is an integral and mandatory process in any research work. Its means reviewing research studies or other relevant propositions in the related area of the study so that all the past studies, their conclusions and deficiencies may be known and further research can be conducted. The main reason for the full review of research in the past is to know the outcomes of those investigations in areas where similar concept and methodologies had been used successfully, and to avoid investigating problems that have already been definitely answered.

This chapter is related to examine and review of some related books, article,  published and unpublished different economic journals, bulletins, magazines, newspapers,  yearly published balance sheet of respective banks, NRB directives and guidelines, economic survey, previous thesis on related subject and subject related website search.
This chapter has been divided into the following parts:

2.1  Conceptual Framework

2.2  Review of related studies

2.2.1 Review of relevant NRB directives 

2.2.2 Review of related Article and journal

2.2.3 Review of related Dissertations 
     2.3 Research Gap
2.1Conceptual Framework
This heading focus the meaning and concept of the term used in the study-

2.1.1 Loan and Advances
Commercial banks collect deposit from depository customer and provide this money as loan to borrowing customers charging some additional interest. In other words, bank play intermediatory role in the economy. Bank does so to convert its liability into assets. Thus loans and advances are the assets of the bank. Interest income on such loans is the primary source of income of commercial banks. To spread the depositors fund to the borrowers, banks should have to take  in consideration safeties of loan and advances at time of lending but not only on profitability .They have to analyze properly and take adequate collateral for the safety purpose as providing loan is a risky business. Banks have to mange the proper portfolio so that the impact of market failure of any sector will affect least. Loans may be of different types such as: Personal loan, home loan, auto loan overdraft, import loan, term loan etc.

 Loan and advances dominates the asset side of the balance sheet of any bank. Similarly, earning from such loans and advances occupy a major space in income statement of the bank. Lending can be said to be the raison d' etre of a bank. However, it is very important to be shrinkage in the value of loan and advances. Hence, loan is known as risky assets. Risk of non-repayment of loan is known as credit risk or default risk (Dahal and Dahal, 2002:114).
2.1.2 Performing Loan

Performing Loans are those loans that repay principal and interest timely to the bank from the cash flow it generates. In other word, performing loan are the productive assets that generate the some profits. Loans have the certain time period to return its principal with its interest. If anyone repays loan with its interest on time is known as the performing loan. Different country may have different policy to classify the performing loans. In the context of Nepal, loans that have fallen under 'pass' category are treated as performing loan. It is the most profitable assets of banks. Better performing loan are the symbol of success of banks. But many banks are suffering from the non-repayment of loan amount.

2.1.3 Non-Performing Assets/Loan (NPAs/NPL)
Non-performing Loan (NPL) can be defined as the non-productive assets of the banks. An asset is known as non-performing assets (NPAs) if the borrower does not pay the dues in the form of principal and interest in time. In other words, loan which are not performing as per the prescribed time of the bank are called non-performing loan. The payment period varies from nation to nation. In some country it is longer period where as in other it is shorter past due period. However a common feature of NPL is past due that have not been served .In Nepalese context, if the loans are past due since three months ,it should be reported an non-performing loans. In other words, loans classified under substandard, doubtful and loss category are regarded as non-performing loans. 

 Non performing assets can be –non performing loan, on-banking assets, remaining non-performing loan, suspend interest, unutilized assets etc. Generally the loan which does not repay within three months is nonperforming loan. The loan amount that does not cover by the collateral after selling is known as non-banking assets (NBA).Suspend interest is the interest which becomes receivable. Unutilized assets are those which do not generate any cash or incomes to the bank

NPLs create problems for the banking sector's balance sheet in the asset side. They also create a negative impact on the income statement as a result of provisioning for loan losses. Ultimately a riskier portfolio combined with lower net income makes new lending more difficult, often resulting in slower credit growth. In the worst scenario, a high level of NPLs in a banking system poses a systemic risk, inviting a panic run on deposits and sharply limiting financial intermediation and subsequently investment and growth in the economy.

2.1.4 Loan Loss Provision

There is risk associated in every loan. To minimize the risk from possible losses from loan banks have to allocate some fund as loan loss provision. Loan loss provision is the accumulated fund that is provided as a safeguard to cover possible losses. It is the expected accumulated provisioning fund. The amount required for provisioning depends upon the level of NPAs and their quality. The high quality loan requires low loan loss provision, whereas bad loan requires high loan loss provision. One percent provision of total credit is minimum requirement as every pass/good loans have to be provisioned. However, the ratio of provision may differ from nation to nation. In Nepal, NRB has prescribed 1%, 25%, 50% and 100% provision for pass, substandard, doubtful and loss loans respectively. Loan loss provision made for performing loan is called "general loan loss provision" and loan loss provision made for non-performing loan is called "specific loan loss provisioning".  
2.1.5 Causes of NPA
One of the potential factors responsible for increasing non performing assets of the commercial banks is lending policy of the banks. Similarly ineffective credit policy, weak monitoring ,lacking of portfolio analysis, shortfall on security, weak credit concentration, mismanagement  within the banks, inability to identify borrowers bad intention etc   are loopholes in the side of  banks  and  economic and industrial recession, insufficient legal provision for the recovery of dues, inconsistency on government policy, lack of monitoring and supervision from Central Bank, high and conservative provisioning requirement are some external factors responsible  increasing NPA of banks.

There are various causes to increase the NPAs/NPL. It can increase due to:

· Lack of transparent and clear policy to mobilize the assets productivity.

· Lack of effective forecasting or deviation between expectation and actual outcomes of the business.

· Wrong chosen of project and business to lend the fund.

· Lack of supervision, monitoring and control.

· Lack of information and communication between banks and customer.

· Lack of proper information about the situation and transaction of the customer at the time of rendering loan.
· Wrong valuation of accepted collateral by the bank to the loan

· Lack of step towards the decrease or sell the NPAs, which are not useful to the bank.

· Lack of trainings and seminars to build the smart human resources.

· Depression of the economy of the country due to the insecurity and instability of the business environment.

· Lack of proper policy and act to return the expired loan.

2.1.6 Effect of NPA on Profitability of the Bank
Under the circumstances assets that do not earn any income to the bank affect the profits in a Number of ways,

Profitability impact: 

· The resources locked up in NPA are borrowed at a cost and have to earn a minimum return to service this cost.

· NPA on the one hand do not earn any income but on the other hand drain the profits earned by performing assets through the claim on provisioning requirements. 

· Since they do not earn interest they bring down the yield on advances and the net interest margin or the spread. 

· NPA have a direct impact on return on assets and return on equity, the two main parameters for measuring profitability of the bank.

· Return on assets will be affected because while the total assets include the NPA they do not contribute to profits which are the numerator in the ratio.

· Return on equity is also affected as provisioning eats more and more into profits earned.

· The cost of maintaining these assets include administrative costs, legal costs and cost of procuring the resources locked in.

· NPA bring down the profits, affect the shareholder value and thus adversely affect the investor confidence.

As a whole the impact of NPA can be assessed with the following,

· Lower ROE and ROA


  

· Lower image and rating of bank                            

· Disclosure reduces invertors’ confidence



· Increases costs / difficulties in raising capital
 

· NPA do not generate income

 

· They require provisioning

· Borrowing cost of resources locked in  

· Opportunity loss due to non recycling of funds

· 100% risk weight on net NPA for CAR

· Capital gets blocked in NPA

· Utilizes capital but does not generate income to sustain the capital that is locked.

· Recapitalization by government comes with string

· Administration and recovery cost of NPA

· Effect on employee morale and decision making.  

2.1.7. NPA Management

Banking sectors are the backbone of a country. The motto of the commercial Banks is to mobilize the resources by investing the same in a profitable manner. The resources may include capital funds consisting the Shareholders equity, Money deposited by the people, borrowing and profit capitalization.  Though the activities of them are guided by some social obligations but some profit has always been desirable for existence.

Big chunks of resources are being utilized on loan and advanced by commercial banks. They follow the principle of higher return higher risk. On one hand the mushrooming growth of banks has led them towards cut-throat competition on the next hand economic condition of the country is more or less stagnant. Result is no new area could be explored. The competition among bank is just to share the small size of the cake on the other hand quality of the loans and advances could not be maintained result is increased on Non Performing Assets of Bank. Increasing NPA has the direct effect to banks, investors and customer.

Internal Effect: Due to NPA the banks have to make loan loss provision from their profit and other sources. That's why the profit of the banks decreases or may occur losses. As a result share capital also becomes capital erosion and capital inadequacy. If the provision for doubtful debts crosses 5% of the total loan amount, the bank have to pay income tax as profit. So it has direct effect to the cash flow of bank. As a result the profit of the bank has affected.
External Effect: When banks accept deposits from the public and provide loan to the operation of business and other purposes. When the loan does not return with its interest, it becomes non-performing assets and banks will not able to return the deposited amount to their customers. It the banks unable to return the deposited amount the banks are loosed public supports and faiths. Not only that much but also, the banks have to take loan at a higher rate to pay deposit, which directly affects the profitability of the banks and which lead the bank bankruptcy and dissolved. 
Likewise, NPA  adversely effect  profitability and the reputation of the banks hence  they concentrate on management of loan and advances .Classification of Loan and advances ,Loan rescheduling and restructuring ,Loan loss Provision are measures of NPA management.  Nepal Rastra Bank has been issuing Directives for the NPA management of Commercial Banks to cope up with the increasing level of NPA.
Loan classification is basis for loan loss provisioning. Loan classification is based in aging factor of loan. Sometime for the maintenance of the commercial relation and going through the viability of project or by evaluating the borrowers financial viability often back up by additional personal and corporate guarantee or additional collateral security loans are restructured or rescheduled. Restructure and rescheduled loan on its aging factor and interest and principal payment criteria is again classified under performing and non performing loan. Loan loss provisioning is done to curb up the financial loss that occurred due to Non- performing loan. Inefficiency in part of bank and country's economical and political instability, prevailing cut-throat competition among bank are some factor responsible for increasing NPA of Banks. Banks deal in public money so they must be responsible to the general public.  In this regard Bank has to do loan loss provisioning for out of operating profit it made every year .Loan loss provisioning is made to safeguard the interest of stakeholders of bank. Loan loss provisioning set aside for Performing Loan is defined as "General Loan Loss Provision" and Loan loss provisioning set aside for Non Performing Loan is defined as "Specific Loan Loss Provision". For restructured and rescheduled loan additional loan loss provisioning is made.   In this regard it has to follow NRB directives. NPA Management aims for reduction of the risk aroused through NPA by classifying the loan and advances on the basis of aging factor. There by making loan loss provisioning every year out of operating profit so when loan finally turns into loss loan there is no heavy financial burden at that time. Hence, mitigating the risk by doing proper planning of loan loss provisioning.

2.1.8 General Principles of Lending 

Banker is essentially a dealer in the funds of others and that too funds mostly repayable on demand .Therefore he follows a cautious policy in the matter of lending and is generally governed by the well known general principles of sound lending which are discussed below:

1. Safety
The main business of banking consists in borrowing various types of deposits such as current, saving and fixed and lending such deposits to needy borrowers in the form of advances and discounting of bills. This obviously implies that safety of such funds should be ensured .Otherwise the banker will not be in a position to repay his deposits and once the confidence of the depositors is shaken, he cannot carry on the banking business.

If the banker has to ensure safe lending, he has to look to the three C's of the borrower namely Character, Capacity and Capital. Character of the borrower is important because that determines his willingness to repay the loan. His capital and capacity to run the business successfully determines his capacity to pay. The safety of the loan depends on both his capacity to repay and willingness to repay. 

Normally the banks lend up to 70 to 72 % of their deposits, because a portion of the deposits are required to meet the withdrawals by customers. His endeavor is of course to lend as much of the deposits as possible, without which he will not be in a position to meet his interest obligations and the maintenance of establishment. Therefore, he has to lend with a view to earn interest but lend it safe.

2. Liquidity
By liquidity is meant the readiness with which the bank can convert the assets into cash .As the banker's deposits are subject to the legal obligation of being repayable on demand and at short notice, he must ensure liquidity also while lending, so that in times of needs, he will be able to convert the assets into cash.

There is yet another reason for paying attention to the liquidity factor. The cost of borrowing from Reserve Bank depends on the net liquidity ratio, which is the ratio calculated by taking the proportion of specified net liquidity assets of the borrowing bank, to the bank's aggregate demand and time liabilities. 

In fact, if one looks at the banker's balance sheet, he finds the assets arranged in the order of liquidity. Cash is the most liquid assets and it appears as the first item. Banker can ensure high liquidity by keeping all deposits in the form of cash only. In such a case as pointed out earlier, he will not be in a position to meet the interest obligations and expenditure of the establishment. From experience, he has learnt that he can safely lend out a substantial portion of the funds. But while lending he should try to ensure liquidity, i.e, in times of need, he must be able to obtain repayment of the money within a reasonably short time. Liquidity also implies that the assets can be sold without any loss. Thus the concept of liquidity has twin aspects namely quick saleability or convertibility of the assets and to risk of loss in such conversion. 

3. Profitability
Commercial banks have obtained funds from shareholders and naturally if dividend is to be paid on such shares it can only be paid by earning profits. Even in the case of public sector banks although they are service motivated they will have to justify their existence by earning profits. This is not possible unless the funds are employed profitably. From out of the revenue earned the banker has to pay interest on deposits, salary to the staff, meet other establishment expense, build-up reserves and the balance must permit the payment of dividend to shareholders. However, the banker will not give under importance to this aspect because a particular will not give undue importance to this aspect because a particular customer may offer a higher rate of interest but an advance made to him result in a bad debt. Therefore for the sake of profitability, the other two principles, liquidity and safety cannot be sacrificed. 

4. The purpose of the Loan

Baker should enquire the purpose for which it was taken. If an advance is given for productive purpose, in all probability, it will be repaid. Thus safety is ensured. If an advance is made for speculative purpose, the banker may come to grief. Similarly advances made for wasteful expenditure on social functions etc. are unproductive in nature and as a rule banks avoid such advances. But it is very difficult for the bank to ensure that the advance has been used for the purpose for which it was taken. A person may take a loan obviously for a productive use, but may spend it on speculation. In recent years there is scrutiny of some of the account, as a follow-up measure to see that the end, use of credit is not for some other purpose. 

4. Diversification of Loans
The familiar saying is 'Do not put all the eggs in the same basket'. Banker should try to diversify loans as far as possible, so that he may minimize his risk in lending. If the banker lends only to one industry or only to few big firms or concentrates in a certain geographical area, the risk is great. He should diversify lending, so that he may not be affected by the failure of one industry, or the few big borrowers. Where lending is done only in one area, it may be affected by political upheaval or natural calamities (Radhaswami & Vasudevan, 1979:205).
2.2 Review of Related Studies

2.2.1. Review of Relevant NRB Directives

Streamlining the previous directives and to have more effective control mechanism for overall financial sector, recently, on August 2005, NRB has issued consolidated new directive for all financial institution i.e. commercial banks, development banks, finance companies and micro finance institutions. Before this directive, commercial banks, development banks, finance companies and micro finance institutions are guided by separate directives. As per this new directive also, loan classification and provisioning of loans of financial institutions are mentioned on E.Pra. Directive No. 2/061/062. This directive is dealt in detail as follows:

1. Classification of Loans and Advances 
a. Pass

Loans and advances whose principal amount are not past due and past due for a period up to Three months shall be included in this category. 

b. Substandard

Loans and advances whose principles are past due for a period of 3 months to 6 months shall be included in this category. 

c. Doubtful

Loans and advances whose principles are past due for a period of 6 months to 1(one) year shall be included in this category. 

d. Loss

Loans and advances whose principles are past due for a period of more that 1(one) year shall be included in this category. 

Loans and Advances which are categorized into Pass loan are defined as Performing Loan. Similarly, Loans and Advances failing in the category of Sub-standard, Doubtful, and Loss are defined as Non-Performing Loan. 

Note: 

a. If it is appropriate in the views of the bank management, there is not restriction in classifying the loan and advances from low risk category to high-risk category. For instance, loans falling under Sub-standard may be classified into Doubtful or Loss and loans falling under Doubtful may be classified into Loss Category. 

b. The 'term' loan and Advances also includes Bill Purchased and Discounted.

2. Additional Arrangement in Respect of Pass Loan

Loans and advances that are fully secured by gold, silver, fixed deposit receipts and HMG securities shall be included under 'Pass' category. However, where collateral of fixed deposit receipt or HMG securities or NRB Bonds is placed as security against loan for other purposes, such loan has to be classified on the basis of ageing. 

3. Additional Arrangement in Respect of Loss Loan

Even if the loan is not past due, loans having any or all of the following discrepancies shall be classified as 'Loss'

a. Insufficient security/collateral.

b. The borrower has been declared bankrupt. 

c. The borrower is absconding or cannot be found.

d. Purchased or discounted bills are not realized within 80 days from the due date.

e. Misused to loans.

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

g. Loans provided to the borrowers which is included in the blacklist of credit information Bureau. 

h. If project/business is in non-operative condition of closed.

i. Credit card loan not write off which is dues since 90 days.

4. Additional Arrangement Regarding of Term Loan

In respect of term loans, the classification shall be made against the entire outstanding loan on the basis of the past due period of overdue installment.

5. Principle and interest should not be collected from Current Account by Overdrawing the Account
6. Letter of Credit and Guarantee

If non-funded facilities such as letter of credit, guarantees and other liabilities turn into funded liabilities and have to pay by the financial institution, these credits have to categorized into 'pass' loan up to 90 days and if not paid within 90 days then treated as 'loss' loan. 

7. Rescheduling and Restructuring of Loan

1. Financial institutions may reschedule or restructure loans and advances upon receipt of written plan of action from the borrower citing the following reason:

a. Evidence for adequate collateral and documentation regarding loans. 

b. Financial institutions have confidence that loans can be recovered after rescheduling

Note:

Rescheduling means to extend the loan payment period that have been borrowing by the customer. 

Restructuring means to change the loan type and terms and conditions and including change in loan payment period. 

2. To reschedule or restructuring the loans, it is mandatory that at least 25% of past due interest up to rescheduled or restructuring date should be paid by the borrower. If all interests have been recovered before renewal of loans, it can be categorized in to 'pass' loan.

8. Loan Loss Provisioning
1. The loan loss provisioning, on the basis of the outstanding loans and advances and bills purchases classified as per the directives, shall be as follows:

Provisioning rate of   Classified Loan and advances as per NRB Directives

	Classification of Loans and Advances
	Loan Loss Provision

	Pass
	1%

	Substandard
	25%

	Doubtful
	50%

	Loss
	100%


Loan Loss provision set aside for performing loan is defined as "General Loan Loss Provision" and Loan loss provision set aside for Non-Performing loan is defined as "Specific Loan Loss Provision".

2. Loan loss provisioning to rescheduled or restructured loans should be as follows:

a. For rescheduled/restructured loan, loan loss provision should be at least 12 percent. 

b. If priority sector or deprived sector or deprived sector loan which is insured or guaranteed priority sector credit has been rescheduled or restructured, provision should be only 25 percent of above point (a) for such loans. (i.e. 25% of 12.50%)

c. If interest and principle of rescheduled/restructured loans have been served regularly since two years, such loans can be converted in to 'pass' loan.

3. Priority sector or deprived sector loans which are not insured should be provisioned as per above clause no 1. 

4. Where the loan is extended only against personal guarantee, a statement of the assets, equivalent to the personal guarantee amount not claimable by any other shall be obtained. Such loans shall be classified as per above and where the loans fall under the category of Pass, Substandard and doubtful, in addition to the normal loan loss provision applicable for the category, an additional provision by 20 percentages shall be provided. Classification of such loans and advances shall be prepared separately. Hence the loan loss provision required against the personal guarantee loan will be 21%, 45%, and 70% for Pass, Substandard and Doubtful category respectively.

Additional Provisioning rate of Guaranteed Loan and advances

	Classification of Loans and Advances
	Provisioning Rate

	Pass
	21%

	Substandard
	45%

	Doubtful
	70%


2.2.2. Review from Related Articles 
Binam Raj Ghimire (2003), in his titled "Credit sector reform and NRB" has tried to highlight the effects of change or amendment in NRB directives regarding loan classification and loan loss provisioning." Although the circumstances leading to financial problem or crisis in many Nepali banks differ in many respects, what is common across most of the banks is the increased size of Non Performing Assets (NPAs). To resolve the problem of the losses or likely losses of this nature facing the industry, Nepal Rastra Bank (NRB) has, as the central bank, amended several old directives and issued many new circulars in recent years".
As Opined by him, since the majority of the loans of most of the commercial banks of the country at present falls under sub-standard, doubtful and even loss categories, loan loss provisioning now compared to under the previous arrangement would be dramatically higher. The new classification and provisioning norms are very laudable as they help to strengthen banks financially. But, he added that we also must remember that the old system remained in force from 1991 to 2001 and this was probably the most volatile decade for business operation of the country as there were frequent boom and bust cycles. He has indicated that total loan loss provisioning as a percentage of total credit as of April 12, 2001 comes to 5.30 %. As of April 13, 2003 it has jumped up to 18.39 %. If only private sector banks are considered then the provision to credit is 2.12% as of April 12, 2001 whereas it is 6.30% as of April 13, 2003.Total increment in loan loss provision in the period is Rs. 11,328.11 million whereas the growth of credit in the period is only 7,976.70 million. He has also stated that tightening provisioning requirements on non-performing loans is essential to ensure that banks remain liquid even during economic downturns.

In the conclusions he has mentioned that in the recent years NRB has worked for the management and reform of credit of the financial institutions more seriously  and NRB has adopted reforms aimed not just at dealing with problem banks but also, and which is more important, at strengthening banking supervision to reduce the likelihood of future crises." All prudential directives of NRB in connection to credit sector reform have been made / revised on or after April 2001. To adapt to such a sudden change, there can be some difficulties. For a better and harmonized reform, NRB should continue to be supportive, proactive and also participative to take opinions of bankers for a change in regulation/ policy taking place in the future" (Ghimire, 2003:47).
In the article by Yogendra Regmi, (2062) titled Non-Performing Assets Management" the writer stated about the management of NPAs in the commercial banks. He writes, the NPAs includes the non-performing loan, non-banking assets, remaining non performing loan, suspend interest and unutilized assets. The increasing NPA are the emerging problem in commercial banks, which is the main factor of failure of banks.
He said, NPAs caused by investment of assets in non-performing sectors, lack of future prediction, lack of proper supervision,monitor,control lack of information and failure of recovery of loan and their interest on time. He also added the low quality of collateral of loans, failure of projects and lack of appropriate rules and regulations to punished the bad loan takers. He shows the following NPAs in commercial banks:

NPAs in Commercial Banks
	Fiscal Year
	Percentage of NPAs

	2058 Ashad
	30.78

	2059 Ashad
	30.41

	2060 Ashad
	28.80

	2061 Ashad
	29.00


                   Source: Banking and Financial Statistics of NRB

He added that increasing NPAs directly affects to the banks, investors and human resources. Not only that but also it affects the customer, economy of country and business activities. Increasing NPA has two types of impact on banks: internal impact and external impact. In internal, it affects directly on profitability and human resources and in external, it affects to customers, investors, management and country's economy (Regmi, 2062:75).
He concludes that it is like a cancer of banks. Thus, it is necessary to control this cancer in time; otherwise it becomes a big issue for bankruptcy. NPA have to need microanalysis to protect the banks, investors, customers, human resources and country's economy. For this a clear 'Road Map' is required. To success the laws and policies, all the stakeholders should take responsibilities.

"Asset Management Companies (AMCs) have a mixed outcome everywhere. In many countries AMCs are the vehicle to shift headache from the government to the institutions created by itself or in association with the private sector. Besides, AMCs would be successful if the loan is backed by safe collateral and if the collateral has marketability.  No doubt, the transfer of the NPAs from the banks to the AMCs would help restructuring the balance sheets of the banks and make them viable entities. There are threats of monopoly pricing and moral hazards also. Despite this, if the large non-performing loan portfolio of some of the banks in Nepal is to be cleaned, there is no alternative. To ensure that the property of the government (owned by the banks) is not disposed at a throw away price or the asset management company does not exercise undue monopoly power to exploit the banks, government involvement in the process has become essential in Nepal" (Khatiwada Yuba Raj, Executive Director, NRB, and Management Association of Nepal, Giving interview with the New Business Age, November 2002).
"You perhaps unwittingly omitted to mention another measure taken to reduce the NPA - that is the setting up of a special judicial court or Tribunal to hear the loan recovery cases. So, now before filing a case in the regular courts, the first step from the bank will be to file it with the Tribunal. This law was passed after lot of follow up by us bankers. But even after the bank wins the case from the court and takes the collateral into its possession the bank may find it difficult to sell the property, as is the case even today. The buyers simply do not come forward. When they come they are very few and often they join hands and offer a very small amount. There is a sort of a buyers' market here. So, the AMC was proposed. At this moment I cannot say whether this AMC will or will not work well in Nepal. Globally, there are mixed reports. As I have heard, AMCs could not do well in Latin America while they did very well in Thailand, Philippines and Malaysia. Our central bank people have gone there (Thailand, Philippines and Malaysia) and studied how the AMCs functioned there and they are trying to model the proposed AMC of Nepal accordingly. But I think the success of AMC depends on the leadership of the AMC" (Rana Himalaya SJB, Chairman, Himalayan Bank Limited, Giving interview with the New Business Age, December 2003).
2.2.3 Review of Related Dissertations

Kumar Pradhan (2006), has conducted thesis titled "A study of Non-Performing Assets of Commercial Banks of Nepal" with reference to Nepal Bank Limited, Rastriya Banijya Bank, Nepal Bangladesh Bank, Everest Bank and Standard Chartered Bank Nepal Limited. The main objectives of his study are to find out the proportion of non-performing loan and the level of NPAs in total assets total deposit and total lending ,evaluate the relationship between loan and loan loss provision ,present the trend line of the non-performing assets, loan and advances, loan loss provision of selected commercial bank.

Pradhan concludes, "Improper credit policy and credit appraisal system, lack of supervision and monitoring, economic slowdown, overvaluation of collateral, borrower's misconduct, political pressure to lend for un-creditworthy parties, etc are the major causes of occurring NPAs.

He has concluded that that "Nepalese banks have to remain focused in their efforts to recover their spiraling bad loans, or non-performing assets, to sustain the positive trend of improving asset quality. Better risk management techniques, compliance with the core principles for effective banking supervision, skill building and training and transparency in transaction could be the solution. Removal of non-performing loans from the banking system even through government or quasi government funds at times, is essential. But official assistance should be so structures as to avoid moral hazard. To conclude with, till recent past, corporate borrowers even after defaulting continuously never had any real fear of bank taking any action to recover their dues despite the fact that their entire assets were hypothecated to the banks. This is because there was no legal Act framed to safeguard the real interest of banks. While NPA cannot be eliminated, but can only be contained, it has to be done not a heavy cost of provisioning and increasing the portfolio of credit. Along with recovery fresh inflow of NPA should be brought down at a level much less than the quantum of its exit. If this specific goal is reached, there is an eventual solution for this problem. Good governance is essential for the success in NPA management" (Pradhan, 2006:96-97).
To reduce the level of NPA , he has recommended that, Proper financial analysis should be done before lending to the borrowers, banks should take enough collateral, so that the at least can able to recover its principle and interest amount in case of being unable to repay by the borrower, to Hire Asset Management Company(AMC) to reduce the non-performing assets, to search new investment areas and all banks should provide appropriate training regarding loan management, risk management, credit appraisal etc to the employees.

Dinesh Kumar Khadka (2004), in his thesis titled Non Performing Assets of Nepalese Commercial Banks "With reference to Nabil Bank Ltd, Nepal SBI Bank, Nepal Investment Bank, Nepal Bangladesh Bank and Bank of Kathmandu. His main objectives are to examine the level of non performing loan/asset in total assets, total deposit and total lending of Nepalese commercial banks, effects of non-performing loans to return on assets (ROA) & return on equity (ROE) and following of NRB circulars by commercial banks.

He has pointed out the problems of commercial banks as "Escalating level of NPAs has been becoming great problem in banking business in the world. In this context Nepal can not be run off from such situation. The level of NPA in Nepalese banking business is very alarming. It is well known fact that the bank and financial institution in Nepal have been facing the problem of swelling non-performing assets and the issue is becoming more and more unmanageable day by day. He added from different financial reports, newspaper and news, it is understood that total NPA in Nepalese banking system is about 35 billion, while it is very worse in case of two largest commercial banks i.e. Rastriya Banijya Bank(RBB) and Nepal Bank Limited(NBL)" (Khadka, 2004:80).
He has concluded that the level of NPA of NBBL seems greater than all other banks. Similarly Nepal SBI Bank and Bank of Kathmandu stands at second and third respectively. The position of NABIL bank Ltd seems quite considerable (satisfactory) because the bank has been reducing its NPA every year .NPA of Nepal Investment Bank stands at minimum than all of other banks. And from his analysis he has concluded that the high degree of negative correlation of different commercial banks between NPA and ROA and between NPA and ROE indicates that there is inverse relation between NPA and ROA as well as between NPA and ROE. It means the level of NPA effect the return on assets and return in shareholder's equity. Therefore, banks should reduce their level of NPA to increase the ROE and ROA.

Finally, to overcome from these findings, he has suggested that proper financial analysis of the borrower should be made before sanctioning the loan, different departments have to be set off for disbursement and control of the loan ,all commercial banks should follow the NRB directives regarding the loan loss provision, efficient management system should be better to decrease NPA, banks should take enough collateral so that bank at least can able to recover its principal and interest amount in case of default situation of the borrower, and training regarding loan management to the managers  and staffs who are involving in loan administration. 

Shama Bhattarai (2004), has carried out study on "Implementation of directives Issued by Nepal Rastra Bank: A Comparative Study of Nepal SBI Bank Limited and Nepal Bangladesh Bank Limited. The main objective of the research study is to examine the norms and standard laid down by Nepal Rastra bank relating to capital Adequacy, Loan Classification and Provisioning. The study was undertaken to find out the impact of the changes in the NRB directives on the performance of the commercial banks. And also an effort is made to find out if the directives were implemented or not.

In her study it was found that both (Nepal SBI Bank and Nepal Bangladesh Bank) the bank would fall short in supplementary capital but can maintain its total capital according to the new directives relating to capital adequacy norms. All the changes in NRB directives made impacts in the bank and the results are the following:

· Increase in the operational procedures of the bank, which increases the operational cost of the bank.

· Short terms decrease in profitability, which result to lesser dividends to shareholders and lesser bonus to the employees.

· Reduction in the loan exposure of the bank, which decrease in interest income but increase the protection to the money of the depositors' money.

· Increase protection to the money of the depositors through increased capital adequacy ratios and more stringent loan related directives.

· Increase demand for shareholder's contribution in the banks by foregoing dividends for loan loss provisions and various other reserves to increase the core capital.

All the aforesaid results lead to one direction; the bank will be financially healthy and stronger in the long run. Both the banks NBBL and NSBL will be able to withstand tough economic situations in the future with adequate capital and provisions for losses. The tough time through which the bank is under going at present will prevail only for a short period but in the long run, it will be strong enough to attract more deposits and expose itself to more risks with capital cushion behind it. The quality of the assets of the banks will become better as banks will be careful before creating credit. Ultimately, the changes in the directives will bring prosperity not only to the shareholders but also, to the depositors, the employees and the economy of the country as a whole (Bhattarai, 2004:103).
2.3 Research Gap
Going through the review of literature, it has been found that some research in the related topic and have already been reviewed which helps to this study but no research was found exactly in detail research and analysis of non-performing assets on sample commercial bank Hence the researcher had attempted to fill this research gap by taking reference of Nabil bank Limited, Nepal credit and Commerce bank and Nepal Investment bank. This study will try to show the present issues, latest information on Bank's NPA and their ratios, data and real picture of loan and advances of Nepalese Commercial Banks.
CHAPTER- III

RESEARCH METHODOLOGY

Research is a systematic inquiry of any particular topic and methodology is the method of doing research in well manner. Thus Research Methodology is a way to solve the research problem systematically. It is understood as a science of studying how research is done scientifically. It is analysis of specific topic by a proper method.

This chapter includes the research design, Population and sample, Source of data, data processing procedures and analysis 

3.1 Research Design
The main objective of research design is to make analysis in non-performing assets of commercial banks in Nepal and provide valuable recommendation. In other words, this research is aimed at studying the non-performing assets of commercial banks. This will follow analytical, descriptive and exploratory research design. And it also analyses the composition of trend of non performing assets, loan recovery and profitability condition of commercial banks. The design for this research is made by collection of information from different sources by using various financial statistical tools. Hence, Descriptive cum exploratory designs have been followed to conduct this study.
3.2 Population and Sample
The term 'population' for research means all the member of any well defined class of people, event or object. It means that the entire group of people, events or things of interest that a researcher wishes to investigate. As this study is about non-performing assets of commercial Banks, all 20 commercial banks of Nepal taken into account as population, out of the total population, following three commercial banks are selected as samples for this study by using judgmental sampling method.  
· NABIL Bank Limited (Nabil Bank)

· Nepal Credit and Commerce Bank Limited (NCC Bank)
· Nepal Investment Bank Limited (NIBL )

3.3 Sources of Data
Study is basically based on secondary data. Following are the secondary sources of data:

· Annual reports, newsletter, brochures etc of the concerned banks

· Relevant laws guidelines and directives of NRB

· Text books regarding the subject matter

· Articles published in newspapers, Journals, magazine etc.

· Unpublished thesis and dissertation related to subject matter.

· Various reports published by NRB, CIB etc

· Websites of related field

· All other related sources, such as interviews, remarks/opinion by the experts that provides valuable data and conclusion regarding the subject matter.
3.4 Data Processing Procedures and Analysis
The data collection from various sources are recorded systematically and presented in appropriate forms of tables and charts and appropriate mathematical, statistical, financial, graphical tools are applied to analyze the data. And data of five consecutive of the three selected banks are used to meet the objective of the study.
3.4.1 Financial Tools 
To evaluate the financial position and performance of any firm ratio is used as a key tool of financial analysis. "Financial analysis is the process of identifying the financial strength and weakness of the firm by properly establishing relationship between the items of the balance sheet and profit and loss account" (Pandey, 1999:108).
3.4.1.1 Ratio Analysis 

 Ratio analysis is a tool of scanning the financial statement of the firm .It ratio is simply one number expressed in terms of another and as such it express the numerical or quantitative relationship between two variables .Through this, one comes to know that in which areas operation the organization is strong and in which areas it is weak .Ratio analysis is the widely used tool of financial analysis. In financial analysis, a ratio is used as a benchmark for evaluating the financial position of the firm .Ratio analysis reflects the relative strengths and weakness of any organization and also indicates the operating and financial growth of the organization." Ratio help to summarize large quantities of financial data and to make quantitative judgment about the firm's financial performance .The relationship between two accounting figures expressed mathematically is known as financial ratios" (Pandey,1999:108). Even though there are many ratios, only those ratios have been calculated in our study period which are related to the subject matter. Following ratios have been computed and analyzed in this study.

Loans and Advances to Total Assets Ratio

The ratio of loans and advances to total assets measures the volume of loans and advances in the structure of total assets .Loans and advances of any commercial banks represent the major portion in volume of total assets. The high degree of ratio indicates the good performance of the banks in mobilizing its fund by way of lending functions. However in its reverse side, the high degree is representative of low liquidity ratio. Granting loans advances always carries a certain degree of risk .Thus this asset of banking business is regarded as risky assets. Hence this ratio measures the management attitude towards risky assets .The low ratio is indicative of low productivity and high degree of safety in liquidity and vice versa .This ratio is calculated as follows 

Loans and Advances to Total Ratio =  [image: image2.png]Loans and Advances
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Loan and Advances to Total Deposit Ratio (Credit Deposit Ratio -CD Ratio)

The core banking function is to mobilize the funds obtained from the depositors to borrowers and earn profit .CD ratio is the fundamental parameter to ascertain fund deployment efficiency of commercial bank. In other words this ratio is calculated to find out how successfully the banks are utilizing their total deposits on credit or loans and advances for profit generating purpose as loans and advances yield high rate of return .Greater CD ratio implies the better utilization of total deposits and better earning ,however , liquidity requirements also needs due consideration . Hence 70%-80% CD ratio is considered as appropriate .This ratio is calculated by dividing total credit by total deposit of the bank.
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Loan Loss Provision to Total Loans and Advances Ratio

This ratio describes the quality of assets in the form of loans and advances that a bank is holding. Since there is risk inherent in loans and advances, NRB has directed commercial banks to classify its loans into different categories and accordingly to make provision for probable loss. Loan loss provision signifies the cushion against future contingency created by the default of the borrower in payment of loans and ensures the continued solvency of the banks. Since high provision has to be made for non-performing loan, higher provision for loan loss reflects increasing non performing loan in volume of total loans and advances .The low ratio signifies the good quality of assets in the volume of loans and advances .It indicates how efficiently it manages loan and advances and makes efforts to cope with probable loan loss. Higher ratio implies, higher portion of NPL in the total loan portfolio. This ratio is calculated as follows:
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Non-Performing Loans to Total Loans and Advances Ratio

This ratio determines the proportion of non-performing loans in the total loan portfolio. Higher ratio implies the bad quality of assets of banks in the form of loans and advances. Hence lower NPL to total credit ratio is preferred. As per international standard only 5% NPL is allowed but in the context of Nepal 10% 

NPL is acceptable .It is calculated as follows:
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Provision Held to Non- Performing Loan
This ratio determines the proportion of provision held to non-performing loan of the bank. This ratio measures up to what extent of risk inherent in NPL is covered by the total loan provision. Higher ratio signifies that the banks are safeguarded against future contingencies that may create due to non-performing loan or in other words banks have cushion of provision to cope the problem that may be cause due to NPL. Hence higher the ratio better is financial strength of the bank. This ratio is calculated as follows:
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Return on Loans and Advances 

This ratio indicates how efficiently the bank has employed its resources in the form of loans and advances .It is the ratio of net profit and total loans and advances of a bank. Net profit refers to that profit which is obtained after all types of deduction like employee bonus, tax, provision etc. Hence this ratio measures bank's profitability with respect to loans and advances. Higher the ratio better is the performance of the bank. It is calculated as below:
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Loan Loss Provision According to Loan Classification
As per NRB directives, all commercial banks should categorize their loans and advances on the basis of aging of principal amount into the following categories:

· Pass

· Substandard

· Doubtful Loan

· Loss Loan

And certain percentage of provision should be maintained according to loan classification.
Percentage of Pass Loan Provisioning to Pass Loan
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3.4.2 Statistical Tools

Statistical tools are the mathematical techniques used to facilitate the analysis and interpretation of numerical data. Following statistical tools have been used in this study.

Percentages

A percent is a number of hundredth parts of one number to another. Uses of percentages make the data much simpler and grasp .It is the simplest statistical device used in interpretation of phenomenon. It can reduce everything to a common base and thereby helps in meaningful presentation. Mathematically, let A represent the base used for comparison, B represent the given data to be compared with the base, then the percentage of given number in the base may be calculated as: 

                        Percentage (P %) = [image: image17.png]> X 100
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Measures of Central Tendency

Measures of central Value are simple statistical treatments of distribution that attempts to find the single figure to describe the entire distribution. It is the best possible value of a group of variables that singly represents to whole group. In the statistical analysis the central value falls with in the approximately middle value of the whole data. Among the several tools of measuring central value, the mean has been used in this analysis where and when necessary. The mean is the arithmetic average of a variable. Arithmetic Mean of a series given by:
                 Mean ([image: image19.png]
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Where,   ∑X=Sum of the variable 'X' and N= No. of observation
Measure of Dispersion

Dispersion measures the variation of the data from the central value. The central value alone is not enough to analyze the quality of data regarding its variability. With the light of dispersion, an average becomes more powerful and meaningful. Following tools of measuring dispersion has been used in this study. 

Standard Deviation

Standard Deviation (S.D) is the most popular and the most useful measure of dispersion. It includes the ranges and size of deviance from the middle or mean. It measures the absolute dispersion. Higher the value of standard deviation higher is the variability and vice versa. It is the positive square root of average sum of squares of deviations of observations from the arithmetic mean of the distribution. It can be calculated as follows:


Standard Deviation ( [image: image23.png]
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Co-efficient of Variation             
The percentage measure of coefficient of standard deviation is called coefficient of variation. The less is the C.V. the more is the uniformity and consistency and vice versa. Standard deviation gives an absolute measure of dispersion. Hence where the mean value of the variable is not equal it is not appropriate to compare two pairs of variables based in S.D. only. The coefficient of variation measures the relative measures of dispersion, hence capable to compare two variables independently in terms of their variability.
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Correlation Coefficient (r)
Correlation refers to the degree of relationship between two variables. Correlation coefficient determines the association between the dependent variable and independent variable. One variable is treated as dependent and another variable is treated as independent. In between the variables, increase or decrease in one cause increase or decrease in another, then such variables are correlated variables. "Correlation may be defined as the degree of linear relationship existing between two or more variables. Two variables are said to be correlated if the change in the value of one variable appears to be related or linked with the change in the other variables. It refers to closeness of the relationship between two or more variables. Correlation says just degree of relationship between two or more variables. It does not tell us anything about cause and effect relationship i.e. if there is a high degree of correlation between two variables we cannot say which the cause is and which is the effect" (Sharma and Chaudhary, 2058:405). There are different techniques of calculating correlation coefficient. Among various techniques we have used Karl Pearson coefficient of correlation. The Karl Pearson Coefficient always falls between -1 to +1.The value of correlation of coefficient in -1 signifies the negative correlation and in +1 signified the positive correlation coefficient. It is calculated as follows:
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Where,
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σ x=Standard Deviation of Series X

σ y= Standard Deviation of Series Y

N= No. of pairs of observation

If, r=0, there is no relationship between the variables

r<0, there is negative relationship between the variables

r>0, there is positive relationship between the variables

r=-1, the relationship is perfectly negative between the variables

r=+1, the relationship is perfectly positive between the variables

The correlation coefficient gives the actual relationship but sometimes it may give the error. The reliability of the correlation coefficient (r) can be checked with the help of probable error (PE).
Probable Error (P.E) of Correlation Coefficient

The probable error is a measurement of ascertaining the reliability of the value of coefficient of correlation. It is used to test whether the calculated value of sample correlation coefficient is significant or not. If r is the calculated correlation coefficient in a sample of n pairs of observations, then its standard error, usually denoted by S.E (r) is given by:
   S.E (r) = [image: image34.png]



Probable error of the coefficient of correlation can be also be calculated from S.E of the coefficient of correlation by the following formula
Probable Error P.E (r ) = [image: image36.png]0.6745 x —
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Where, r= correlation coefficient

           n= no of observation

A few rules for the interpretation of the significance of correlation coefficient are as follows:

Decision:

i. If r> 6 PE, then correlation coefficient is significant and reliable.
ii. If r< 6 PE, then the correlation coefficient is insignificant and there is no evidence of correlation.( i.e. insignificant).
iii. In other situations, nothing can be calculated with certainty.
3.4.3 Trend Analysis

A series formed from a set of statistical data arranged in accordance with their time of occurrence is said to be a time series. It is one of the statistical tools, which is used to determine the improvement or deterioration of its financial situation. Trend analysis informs about the expected future values of various variables. The way from which the maximum information can be drawn from the figure collected is known as the analysis of time series. The least square root method has been adopted to measure the trend behaviors of the selected banks. This method is widely used in practices. The formula of least square method for the straight line is represented by the following formula.
Y= a+bX
Where Y= Trend Values

a=Y intercept or the computed trend figure of the Y variable, when X=0

b=Slope of the trend line of the amount of change in Y variable that is associated with change in 1 unit in X variable.

X=Variable that represent time i.e. time variable.
The value of the constants a and b can be determined by solving the following two normal equations.
(Y=Na+b(X………………………………..(i)
(XY=a(X+b(X……………………………(ii)

Where=number of years

But for the simplification, if the time variable is measured as a deviation form its mean i.e. mid point is taken as the origin the negative value in the first half of the series balance out the positive values in the second half so that(X=0.The values of constants a and b can easily be determined by using following formula.
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3.4.5 Diagrammatic and Graphical Representation

Diagrams and graphs are visual aids that give a bird eye view of a given set of numerical data. They represent the data in simple and readily comprehensive form. Hence, bar diagrams, pie charts and graph have been used for presentation and analysis of data. After highlighting the research methodology, the following chapter concentrates on presentation and analysis of the study.

CHAPTER - IV
DATA PRESENTATION AND ANALYSIS

In this chapter, raw form of data which are collected from various sources are processed and changed into an understandable presentation using financial as well as statistical tools supported by diagrams and graphs as mentioned in the previous chapter. Similarly, the process of transforming of data is called analysis for the examination and interpretation of the data to draw conclusion. Therefore, this chapter is the heart of the study, as all the findings, conclusions and recommendations are going to be derived from the calculations and analysis done in this section. For the purpose of the study five years data from fiscal year 2002/2003 to 2006/2007 of all sample banks have been taken into consideration.  In this chapter descriptive analysis of secondary data is performed.
Descriptive Analysis
Descriptive analysis is carried out to assess the NPA level and its relationship with other key factors in the firms under study. Five year data relating to total asset, total deposit, total loan and advances, Provision held, NPL, Net profit of the sample banks have been obtained. Using different financial and statistical tools, analysis have been made and drawn the conclusion.
Firstly, using ratio analyses on related key factors have been computed and described the outcome. After ratio analysis, correlation between two variables like-Loan and advances and total deposit, between loan loss provision and loans and advances and loan loss provision and Non performing loan of selected sample bank have been computed, where one variable is dependent and another is independent variable, which show a unit change in one variable affect how much to another variable. Secondly, it includes the analysis Loan and its loan loss provisioning. Five year data of four categorized loan and their loan loss provisioning of all sample banks are taken and calculated the percentage of provisioning to respective loan. Finally, comparative analysis has been made to show whether the sample bank are able to maintain required percentage of provisioning for respective loan as NRB directives. High chance of defaulting high provisioning is to be made. Commercial Banks has to follow NRB Directives for the NPA management. Lastly calculate the trend values and lines of related key factors for next five year based on the tendencies of past five years.

4.1 Ratio Analysis
4.1.1 Loan and Advances to Total Asset Ratio
The ratio of loans and advances to total assets measures the volume of loans and advances in the structure of total assets of any commercial bank. Loans and advances of any commercial banks represent the major portion in volume of total assets. High degree of ratio indicates the good performance of the banks in mobilizing its fund by way of lending functions. In other words, interest is the major portion earnings of commercial bank which directly affect the profitability. On the other hand, the high degree of this ratio is representative of low liquidity ratio. Granting loans and advances always carries a certain degree of risk. Thus this asset of banking business is regarded as risky assets. Hence this ratio measures the management attitude towards risky assets. The low ratio is indicative of low productivity and high degree of safety in liquidity and vice versa.

Table 4.1

Loans & Advances to Total Asset Ratio (%)
(In Million)
	Year
	Nabil Bank
	NCC Bank
	NIBL

	
	Loans & Advances
	Total Asset
	Ratio

(%)
	Loans & Adv.
	Total

Asset
	Ratio

(%)
	Loans & Adv.
	Total

Asset
	Ratio

(%)

	2003
	8114
	16563
	48.98
	3396
	4832
	70.28
	5922
	9014
	65.70

	2004
	8549
	16745
	51.05
	4717
	6661
	71.26
	7338
	13255
	55.36

	2005
	10947
	17064
	64.15
	6012
	6920
	86.87
	10453
	16274
	64.23

	2006
	13279
	22330
	59.47
	5900
	6428
	91.78
	13178
	21330
	61.78

	2007
	15903
	27253
	58.35
	5122
	6037
	84.84
	17769
	27591
	64.40

	Mean
	56.4
	Mean
	81
	Mean
	62.29

	S.D
	5.60
	S.D
	8.66
	S.D
	3.69

	C.V
	9.93
	C.V
	10.69
	C.V
	5.92


(Source: Annual Report of NCC and Website of Concerned Banks)

The table (Table 4.1) presented above shows the loan and advances to total assets ratio of three banks for five consecutive years. This ratio shows fluctuating trend in Nabil Bank and NIBL but increasing trend in NCC Bank except in year 2006/07.. The overall ratio of the three banks has been ranged from 48.98% of Nabil in 2004 to 91.78% of NCC Bank in 2006.The mean ratio of Nabil, NCC and NIBL is 56.4%, 81% and 62.29% respectively. Hence among the three banks, NCC has the highest proportion of loans and advances in the total asset structure followed by NIBL and then Nabil, which indicates that the NCC is mobilizing its fund highly satisfactory than other banks.

The standard deviation of Nabil Bank, NCC Bank, and NIBL are 5.60, 8.66 & 3.69 respectively. And Coefficient of variation (CV) of Nabil Bank, NCC Bank and NIBL are 9.93%, 10.69% and 5.92% respectively. Thus, it can be interpreted that NCC has higher deviation; with higher coefficient of variation in comparison with other banks. The NIB has least standard deviation, it has most consistent ratio during the study period.
From the figure 4.1, it can be interpreted that the NCC bank has the highest loan and advance to total assets ratio than others and Nabil has the least loan and advances to total ratio during the period of study. The ratio of NCC Bank is increasing trend during the period of 2003 to 2006 except in 2007.But at the same time, the ratio of Nabil Bank and NIB show fluctuating trend.
Figure 4.1
Loan and Advances to Total Assets Ratio (%)
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4.1.2 Loans and Advances to Total Deposit Ratio
This ratio is often called Credit Deposit Ratio (CD ratio).It is the proportion between the total loan lending and total deposit in the banks. It can be calculated by dividing the total loan and advances by the total deposit amount. The core banking function is to mobilize the fund obtained from the depositors to borrowers and earn profit and CD ratio is the fundamental parameter to ascertain fund deployment efficiency of commercial bank. In other words this ratio is calculated to find out how successfully the banks are utilizing their total deposits on credit or loans and advances for profit generating purpose as loans and advances yield high rate of return. Greater CD ratio implies the better utilization of total deposits and better earning, however, liquidity requirements also needs due consideration. Hence 70%-80% CD ratio is consideration as appropriate.
Table 4.2
Loans & Advances to Total Deposit Ratio (%)
(In Million)

	Year
	Nabil Bank
	NCC Bank
	NIBL

	
	Loans & Adv
	Total Deposit
	Ratio

(%)
	Loans & Adv.
	Total

Deposit
	Ratio

(%)
	Loans & Adv.
	Total

Deposit
	Ratio

(%)

	2003
	8114
	13447
	60.33
	3396
	4118
	82.46
	5922
	7923
	74.74

	2004
	8549
	14119
	60.54
	4717
	5988
	78.77
	7338
	11524
	63.67

	2005
	10947
	14586
	75.04
	6012
	6631
	90.66
	10453
	14254
	73.33

	2006
	13279
	19347
	68.35
	5900
	6619
	89.12
	13178
	18927
	69.67

	2007
	15903
	23342
	68.13
	5122
	6506
	78.72
	17769
	24489
	72.55

	Mean
	66.48
	Mean
	83.95
	Mean
	70.78

	S.D
	5.52
	S.D
	5.06
	S.D
	3.93

	C.V
	8.30
	C.V
	6.03
	C.V
	5.55


(Source: Annual Report of NCC and Website of Concerned Banks)

The above table 4.2 exhibits the loans and advances to total deposit of three banks for five consecutive years. The ratio of Nabil Bank and NCC bank show the increasing at first three year and decreasing thereafter during the study period. But the ratio of NIBL shows the fluctuating trend over the consecutive years. The overall ratio of the three banks has been ranged from 60.33% of Nabil Bank in 2003 to 90.66 % NCC Bank in 2005.The mean ratio of Nabil Bank, NCC Bank and NIBL is 66.48%, 83.95% & 70.55% respectively. Hence among the three banks, NCC Bank has the highest proportion of loan and advances in the total deposit followed by NIBL and then Nabil Bank. It signifies that NCC Bank and NIBL have been ahead in utilizing depositor's money on loans and advances with the objective to earn profit. This infers that proportionately Nabil Bank has slightly low investment in the form of loans and advances in comparison to NCC bank and NIBL. The management of NCC Bank and NIBL seem to be aggressive as they have higher proportion of loans and advances to total deposit.
The standard deviations of Nabil Bank, NCC Bank and NIBL are 5.52, 5.06 &3.93 and coefficients of variations are 8.30%, 6.03% &5.55 respectively. Thus it signifies that Nabil Bank has higher deviation with higher degree of variation in this ratio. NCC Bank is moderate in terms of deviation and variability during the study period. The NIBL has the least deviation and variation during the study period.
The loan and advances to total deposit ratio can be presented in bar diagram also which is presented as follows:
Figure 4.2
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From the above figure, it can be interpret that the NCC Bank has the highest percentage of loan and advances to total deposit ratio from 2003 to 2006. The ratio of Nabil Bank shows increasing at first three year and decreasing thereafter during the study period. The ratio of NIBL shows the fluctuating trend over the consecutive year. Among three banks, the least ratio of Nabil Bank indicates that the bank renders low amount of its total deposit in loan and advances. The ratio of other two bank, NCC Bank and NIBL, lie between 70%-80%.Thus, they have suitable loan and advances to total deposit ratio than Nabil. 

4.1.3 Loan Loss Provision to Total Loans and Advances Ratio
This ratio describes the quality of assets in the form of loans and advances that a bank is holding. Since there is risk inherent in loans and advances, NRB has directed commercial banks to classify its loans into different categories and accordingly to make provision for probable loss. Loan loss provision signifies the cushion against future contingency created by the default of the borrower in payment of loans and ensures the continued solvency of the banks. Since high provision has to be made for non performing loan higher provision for loan loss reflected increasing non-performing loan in volume of total loans and advances. The low ratio signifies the good quality of assets in the volume of loans and advances it indicates how efficiently it manages loan and advances and makes efforts to cope with probable loan loss. Higher ratio implies higher portion of Non-performing loan in the total loan portfolio.
Table 4.3
Loan Loss Provision to Total Loans & Advances (%)
    (In Million)

	Year
	Nabil Bank
	NCC Bank
	NIBL

	
	LLP
	Loans & Adv.
	Ratio

(%)
	Loan loss Provision
	Loans
& Adv.
	Ratio

(%)
	Loan loss provision
	Loans
& Adv.
	Ratio

(%)

	2003
	358
	8114
	4.41
	399
	3396
	11.75
	149
	5922
	2.51

	2004
	358
	8549
	4.18
	445
	4717
	9.43
	208
	7338
	2.83

	2005
	360
	10947
	3.28
	592
	6012
	9.85
	327
	10453
	3.12

	2006
	356
	13279
	2.68
	1256
	5900
	21.29
	402
	13178
	3.05

	2007
	357
	15903
	2.24
	1414
	5122
	27.60
	482
	17769
	2.71

	Mean
	3.36
	Mean
	15.98
	Mean
	2.84

	S.D
	0.92
	S.D
	7.23
	S.D
	0.22

	C.V
	27.38
	C.V
	45.24
	C.V
	7.45


(Source: Annual Report of NCC and Website of Concerned Banks)

The above table 4.3 exhibits the ratio of loan loss provision to loan and advances of Nabil Bank, NCC Bank and NIBL for five consecutive years. The above table shows that NCC Bank has almost highest ratio through out the study period and shows increasing trend. The ratio of Nabil Bank shows decreasing trend and NIBL shows the fluctuating trend. The mean ratio of Nabil, NCC and NIBL are 3.36%, 15.98% and 2.84 respectively. The overall ratio has been ranged from 2.24% of Nabil in 2007 to 27.60% of NCC in 2007. Higher Loan loss provision is indicative of poor and ineffective credit policy, higher proportion of non-performing asset and poor performance of the economy. Hence among the three banks the greater ratio of NCC Bank suggests that there is high proportion of NPL in the total loans and advances and NIBL has the least ratio, but fluctuating trend. Decreasing trend of loan loss provision ratio of Nabil explains that Nabil.
Bank has been successful to reduce its non-performing loan resulting to decreasing Loan loss provision.
The standard deviation of Nabil Bank, NCC Bank and NIBL are 0.92%, 7.23% & 0.22% and coefficients of variations are 27.38%, 45.24% &7.45% respectively. Thus it signifies that NCC Bank has higher deviation with higher degree of variation in this ratio due to the increase in the NPL. Among the three banks Nabil is moderate in terms of variability and NIBL has the least variability of ratio during the study period. NCC bank has the highest degree of risk in comparison to other sample banks. Since LLP has direct effect in the profit of the banks, all the sampled banks should give serious attention to decrease the level of NPL especially by NCC Bank. The loan loss provision to loan and advances ratio can be presented in bar diagram, which is presented below:
Figure 4.3

Loan Loss Provision to Total Loans & Advances (%)
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From the above figure, it can be interpret that the NCC Bank has the highest loan loss provision to total loan and advance with increasing trend among the banks. The ratio of Nabil is decreasing trend and NIB has fluctuating trend 
4.1.4 Non-Performing Loans to Total Loans and Advances Ratio

This ratio determines the proportion of non-performing loans in the total loan and advances portfolio. As per NRB directives the loans falling under category of substandard, doubtful and loss are regarded as non-performing loan. The higher ratio implies the bad quality of assets of banks in the form of loans and advances whereas lower ratio implies the better quality of assets of assets of banks in the form of loan and advances. Hence lower is preferable. As per international standard only 5 % NPL is allowed but in the case of Nepal, maximum 10% NPL is acceptable.

Table 4.4
Non Performing Loan (NPL) to Total Loans & Advances (%)
(In Million)

	Year
	Nabil Bank
	NCC Bank
	NIBL

	
	NPL
	Loans & Adv.
	Ratio

(%)
	NPL
	Loans

& Adv.
	Ratio

(%)
	NPL
	Loans

& Adv
	Ratio

(%)

	2003
	449
	8114
	5.53
	701
	3396
	20.64
	117
	5922
	1.97

	2004
	286
	8549
	3.34
	600
	4717
	12.72
	181
	7338
	2.46

	2005
	144
	10947
	1.31
	519
	6012
	8.63
	281
	10453
	2.68

	2006
	182
	13279
	1.37
	1290
	5900
	21.86
	272
	13178
	2.06

	2007
	178
	15903
	1.12
	1607
	5122
	31.37
	422
	17769
	2.37

	Mean
	2.53
	Mean
	19.04
	Mean
	2.31

	S.D
	1.70
	S.D
	7.78
	S.D
	0.26

	C.V
	67.2
	C.V
	40.86
	C.V
	11.35


(Source: Annual Report of NCC and Website of Concerned Banks)

The previous table 4.4 exhibits the ratio of Non-performing loans to loans and advances of Nabil Bank, NCC Bank and NIBL for five consecutive years. The figure represented in the above table shows that NCC Bank has the highest ratio most of the years of the study and also shows increasing trend. Nabil's decreasing trend of NPL is the result of effective credit management of bank and its efforts of recovering bad debts through establishment of Recovery cell. The ratio of NIBL shows fluctuating trend but it has lower ratio than NCC bank's ratio. The overall ratio has been ranged from 1.12% of Nabil in 2007 to 31.37% of NCC in 2007.The mean ratio of Nabil Bank, NCC Bank and NIBL are 2.53%, 19.04% and 2.31% respectively. The mean ratio of NCC bank is significantly high in comparison to other banks. The ratio of NCC Bank is higher than the acceptable standard of 10%. So NCC should give serious attention to reduce the ratio to acceptable standard. But Nabil Bank and NIBL have lesser NPL than the acceptable standard of 10%.So from this ratio it can be said Nabil Bank and NIBL are managing to reduce this ratio in these recent years and maintaining this ratio at minimum level. 
The standard deviation of Nabil, NCC, and NIB are 1.70, 7.78 and 0.26 and coefficients of variation are 67.2%, 40.86% and 11.35% respectively. Thus it signifies that NIBL has the least deviation and the least deviation during the study period. Among the three banks, Nabil bank is moderate in term of deviation but has the highest variability of ratio and NCC bank has the highest deviation but the moderate variability of ratio during the study period. Since NPL could be is one of the causes of banking crisis all the sampled banks .They should give serious attention to this matter and always try to reduce the ratio at least.
The non-performing loan to total loan and advances ratio can be presented in bar diagram also, which is as follows:
Figure 4.4

Non-Performing Loans to Total Loans and Advances Ratio (%)
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We can also interpret from above figure that the NCC Bank has the highest NPLs to total loan and advances ratio during the study period with the increasing trend. The NIB has the least ratio in first two study periods and then Nabil has the least ratio. The ratio of Nabil shows the decreasing trend but NIBL has the fluctuating trend.
4.1.5 Provision Held to Non Performing Loan
This provision held to non-performing loans ratio shows the proportion of loan loss provision to non-performing loans of the banks. Every bank should have to make provision for the loan to minimize the risk of not recovering the loan from the customer on time. Thus this ratio measures up to what extent of risk inherent in NPL is covered by the total loan loss provision. Higher ratio signifies that the banks are safeguarded against future contingencies that may create due to non-performing loan or in other words banks have cushion of provision to cope the problem that may be cause due to NPL. Hence higher the ratio better is the financial position of the bank.
Table 4.5
Provision Held to Non- Performing Loan (NPL) (%)                             
(In Million)

	Year
	Nabil Bank
	NCC Bank
	NIBL

	
	LLP
	NPL
	Ratio

(%)
	LLP
	NPL
	Ratio

(%)
	LLP
	NPL
	Ratio

(%)

	2003
	358
	449
	79.73
	399
	701
	56.92
	149
	117
	127.35

	2004
	358
	286
	125.17
	445
	600
	74.17
	208
	181
	114.91

	2005
	360
	144
	250
	592
	519
	114.06
	327
	281
	116.37

	2006
	356
	182
	195.6
	1256
	1290
	97.36
	402
	272
	147.79

	2007
	357
	178
	200
	1414
	1607
	87.99
	482
	422
	114.22

	Mean
	170.12
	Mean
	86.1
	Mean
	124.06

	S.D
	60.22
	S.D
	19.55
	S.D
	12.76

	C.V
	35.4
	C.V
	22.71
	C.V
	10.28


(Source: Annual Report of NCC and Website of Concerned Banks)

The above table 4.5 exhibits the ratio of provision held to non-performing loan of Nabil bank, NCC bank and NIBL for five consecutive years. The figure represented in the above table shows that Nabil has the highest ratio through out the study period except in 2003.NCC Bank has the least ratio. NIBL has the consistent ratio with higher loan loss provision. The overall ratio has been ranged from 74.17% of NCC in 2004 to 250% of Nabil in 2005.The mean ratio of Nabil Bank, NCC Bank and NIBL are 170.12%, 86.1% and 124.06% respectively. These ratios of all three banks are significantly high which means banks have adequate provision against non-performing loan. Comparatively, among these three banks, Nabil Bank and NIBL have more provision than their non-performing loan, i.e. they have make safeguard or provision for the loan and advances in large amount, but the ratio of NCC Bank portrays that bank has comparatively lower ratio
The standard deviations of Nabil, NCC and NIBL are 60.22, 19.55 &12.76 and C.V is 35.4%, 22.71% & 10.28% respectively. Thus it signifies that NIB has the least deviation and degree of variation in this ratio. Among the three banks, Nabil Bank has the highest deviation and highest in variability. NCC Bank has moderate deviation and variability of ratio during the study period. The above provision held to non-performing loan ratio can be presented in bar diagram also, which is as follows:
Figure 4.5
Provision Held to Non-Performing Loan(%)
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From the above figure we can see the Nabil Bank has the higher ratio except in year 2003.Although, the ratio of Nabil Bank is increasing in first three year and decrease than ratio of year 2005, it has the highest ratio through out the study period. NIBL has moderate ratio with compare to other banks. NCC Bank has fluctuating ratio and has the least ratio than other banks, which shows that it has provisioned less than non-performing loan as compare with other two banks.
4.1.6 Return on Loans and Advances
This ratio indicates how efficiently the bank has employed its resources in the form of loans and advances. This ratio is calculated by dividing net profit of the bank by total loans and advances.Net profit refers to that profit which is obtained after all types of deduction like employee bonus, tax provision etc. Hence this ratio measures bank's profitability with respect to loans and advances. Higher the ratio better is the performances of bank.
Table 4.6
Return on Total Loans & Advances (%)
  (In Million)

	Year
	Nabil Bank
	NCC Bank
	NIBL

	
	Net Profit
	Loans & Adv.
	Ratio

(%)
	Net Profit
	Loans

& Adv.
	Ratio

(%)
	Net Profit
	Loans

Adv
	Ratio

(%)

	2003
	416
	8114
	5.13
	81.80
	3396
	2.41
	117
	5922
	1.97

	2004
	455
	8549
	5.32
	3.41
	4717
	0.07
	153
	7338
	2.08

	2005
	520
	10947
	4.75
	(5.157)
	6012
	(0.08)
	232
	10453
	2.22

	2006
	635
	13279
	4.78
	(570)
	5900
	(9.66)
	350
	13178
	2.66

	2007
	674
	15903
	4.24
	(1159)
	5122
	(22.63)
	501
	17769
	2.82

	Mean
	4.84
	Mean
	(5.98)
	Mean
	2.35

	S.D
	0.3704
	S.D
	9.41
	S.D
	0.3320

	C.V
	7.65
	C.V
	(157.36)
	C.V
	14.127


(Source: Annual Report of NCC and Website of Concerned Banks)

The above table 4.6 presented above, exhibits the ratio of return on loans and advances of Nabil, NCC Bank and NIB Bank for the five consecutive years .The table represents that Nabil Bank has the highest ratio through the study period. Nabil Bank shows the increasing trend in first two year and fluctuating trend thereafter. The ratio of NCC Bank show negative and volatile from year 2005. It follows rapid decreasing trend from 2005 and occurs loss. Reason for the decline of profit  is increment ratio of NPL because  significant portion of operating profit is sacrificed for maintaining required loan loss provisioning for NPL .NIB Bank has satisfactory moderate ratio with increasing trend.

The mean ratio of Nabil Bank, NCC Bank and NIBL are 4.84%,-5.98%, and 2.35% respectively. The   mean ratio of Nabil Bank has the highest ratio and NCC Bank has the lowest ratio among all the three banks. The standard deviations of Nabil, NCC and NIBL are 0.3704, 9.41 &0.3320 and coefficient of variations are 7.65 %,( 157.36) % &14.127% respectively. NCC Bank has high percentage of deviation and variation among sample banks during study period. The above return on total loans and advances ratio can be presented in bar diagram also, which is as follows:
Figure 4.6
Return on Total Loans and Advances
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From the above graph, it can be interpreted that NCC Bank has the positive ratio only in first three study period but from third year it has negative ratio and follow decreasing trend on consecutive year. Nabil Bank and NIBL have the moderate return at the same period. 

4.2 Correlation Analysis
The percentage measure of coefficient of standard deviation is called coefficient of variation. The less is the C.V then more is the uniformity and consistency and vice versa. Standard deviation gives an absolute measure of dispersion. Hence where the mean of the variable is not equal it is not appropriate to compare two pairs of variables based in S.D only. The coefficient of variation measures the relative measures of dispersion, hence capable to compare two variables independently in term of their variability.
4.2.1 Correlation between Loans and Advances and Total Deposit
This correlation between the loans and advances and total deposits describes the degree of relationship between these two variables. Deposit is one of the major items of liability side and loan and advances is the major item of assets side of balance sheet of any commercial banks. Banks disburse loans and advances through the funds received from the depositors. In this case, the deposit is the independent variable and loan and advances is the dependent variable. It shows how a unit increase in deposit impact in the volume of the loan and advances is exhibited by this correlation coefficient.

Table 4.7
Correlation between Loans and Advances and Total Deposit

	Banks
	Coefficient of correlation (r )
	Relationship
	Probable

Error (PE)
	6*PE
	Sig/ Insignificant

	Nabil
	0.9671
	Positive
	0.0195
	0.117
	Significant

	NCC
	0.9462
	Positive
	0.0316
	0.1896
	Significant

	NIBL
	0.9941
	Positive
	0.0035
	0.021
	Significant


The above table (Table 4.7) shows the correlation coefficient, PE and 6PE of sample banks. It shows there is high degree of positive correlation between loans and advances and deposit in all three sample bank in study period. The correlation of Nabil, NCC and NIBL are 0.9671, 0.9462, and 0.9941 respectively. The PE is 0.0195, 0.0316 and0.0035 and 6PE are 0.117, 0.1896 and 0.021 respectively. The correlation of coefficient of Nabil, NCC and NIB, are more than six times the value of P.E and even more than the value of P.E. So, all the banks are the highly significant. That means increase in volume of deposit leads to increment in loans and advances. In other word, the loan advances is increase with the increment of total deposit in the banks.
4.2.2 Correlation between Loan Loss Provision and Loans and Advances

The correlation between LLP and loans and advances shows the degree of relationship between these two items. How a unit increment in loans and advances affect the loan loss provision is measured by this correlation. Here loans and advances is independent variable and LLP is dependent variable.
Table 4.8
Correlation between LLP and Loans and Advances

	Banks
	Correlation Coefficient(r)
	Relationship
	Probable Error(P.E)
	6*PE
	Sig/Insignificant

	Nabil
	-0.4726
	Negative
	0.2342
	1.4052
	Insignificant

	NCC
	0.4963
	Positive
	0.2273
	1.3638
	Significant

	NIBL
	0.9828
	Positive
	0.0103
	0.0618
	Significant


Above table 4.8 explains the relationship between loans and advance and LLP. Here the correlation coefficient of Nabil is -0.4726 and it is less than 6 times the value of its P.E and even less than 6 P.E, the correlation coefficient is insignificant. In other words the total LLP of Nabil is not correlated with the loans and advances during the study period. The correlation coefficient is negative as the loans and advances increases but LLP is also slightly changed due to fluctuating nature. The LLP of Nabil nearly constant through out the study period. The correlation coefficient of NIBL is 0.9828.The value of PE and the value of six times PE is 0.0103 and 0.0618 respectively. The value of correlation coefficient is higher than the value of P.E and six times of P.E. Hence there is positive correlation between LLP and advances of NIBL and its correlation coefficient is significant and reliable.
4.2.3 Correlation between Loan Loss Provision and Non Performing Loan
The correlation between LLP & NPL describes the relationship between them. How a unit increase in NPL effect the LLP is exhibited by this correlation. Here non-performing loan is independent variable and LLP is dependent variable. As earlier mentioned NPL are the loan falling on the category of substandard, Doubtful and Loss Loan and the respective provisioning requirement is 25%, 50% and 100%.Higher the NPL higher will be the provisioning amount.

Table 4.9
Correlation between LLP and Non Performing Loan

	Banks
	Correlation Coefficient(r)
	Relationship
	Probable Error
	6*P.E
	Sig/Insignificant

	Nabil
	0.00105
	Positive
	0.3016
	1.809
	Insignificant

	NCC
	0.9532
	Positive
	0.0276
	0.1656
	Significant

	NIBL
	0.3734
	Positive
	0.2595
	1.557
	Insignificant


The table 4.9 explains the relationship between LLP and NPL. Here all three banks have positive correlation between NPL and LLP. That means increment in NPL leads to increment in LLP. The correlation coefficient of Nabil is 0.00105 and its P.E and 6 times P.E are 0.3016 and 1.8095.The Correlation coefficient is less than the value of P.E and more less than its 6 P.E. Hence r is less than 6 PE, then the correlation coefficient is insignificant and there is no evidence of correlation. (i.e. insignificant).Incase of NCC Bank r is higher than 6 times the value of P.E. The value of correlation coefficient is 0.9532.The value of P.E and 6 P.E of NCC bank are 0.0276 and 0.1656.Hence its correlation is said to be significant and reliable. So it can be interpreted that there is high degree of positive correlation between NPL and LLP on NCC Bank .And NIBL has positive correlation but r is less than its 6 P.E so it is insignificant. 
4.3. Trend Analysis
Trend analysis is a statistical tool which helps forecast the future values of different variables on the basis of past tendencies of variable. Trend analysis informs about the expected future values of various variables. Amongst the various methods to determine trend the least square method is widely used in practices. Hence in this study also least square method has been adopted to measure the trend behaviors of these selected banks. However trend analysis is based on the assumption that past tendencies continues in the future. Under this heading the effort has been made to calculate trend values of following variables from mid July 20007/8 to mid July 2011/12.

4.3.1. Trend Analysis of Loan and Advances
The values of average loans and advances (a), rate of change of loans and advances (b) and trend values of loans and advances of two banks for ten years from mid July 2002/03 to Mid July 2011/12 are as follows.
Table 4.10
Trends Values of Loans and Advances
(In Million)
	Year
(Mid July)
	Nabil Bank

a =11357.60
b =2031.00
	NCC Bank

a =5035.20
b =463.40
	NIBL

a =10932
b =2953.40

	2002/03
	7295.60
	4108.40
	5025.20

	20003/04
	9326.60
	4571.80
	7978.60

	2004/05
	11357.60
	5035.35
	10932

	2005/06
	13388.60
	5498.60
	13885.40

	2006/07
	15419.60
	5962
	16838.80

	2007/08
	17450.60
	6425.40
	19792.20

	2008/09
	19481.60
	6888.80
	22745.60

	2009/10
	21512.60
	7352.20
	25699

	2010/11
	23543.60
	7815.60
	28652.40

	2011/12
	25574.60
	8279
	31605.80


The table 4.10 shows that all sample banks have the increasing trend of loans and advances. The average loans and advances of Nabil Bank is Rs11357.60 million and increasing every year at the rate of Rs 2031.00 million. Hence expected loans and advances of Nabil are supposed to increase from Rs17450.60 Million in 2008 to 25574.60 million in 2012.The average loans and advances of NCC Bank is Rs 5035.20 million which increase by Rs.463.40 million every year. The average loans and advances of NIBL is Rs 10932 million which increase by Rs2953.40 million every year. Accordingly loans and advances of NIBL is expected to increase from Rs 19792.20 million in 2008 to Rs.31605.80 million in 2012.
Trend line of loans and advances of these three banks show that the increasing trend in which  NIBL has highest rate of increment and NCC Bank has lowest rate of increment. The trend line of NCC Bank is slightly moving upward which directs the increase in the flow of loans and advances during the projection period. The rate of increased in the loans and advances of NCC Bank is low in comparison to Nabil and NIBL. From this it can be concluded that NCC Bank and Nabil Bank has policy of low investment in loan and advances than NIBL.

Figure 4.7
Trend of Loan and Advance of Nabil, NCC Bank and NIBL
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4.3.2. Trend Analysis of Non Performing Loan
The calculated values of average Non Performing Loan (a), rate of change of NPL (b) and trend values of NPL for 10 years from Fiscal Year 2002/03 to 2011/12 of the three banks are as follows:

Table 4.11
Trends values of Non Performing Loan
(In Million)
	Year
(Mid July)
	Nabil Bank

a =247.80

b =(64.6)
	NCC Bank

a =943.40

b =250.20
	NIBL

a =254.60
b =70.10

	2002/03
	377
	443
	114.4

	2003/04
	312.40
	693.20
	184.50

	2004/05
	247.80
	943.40
	254.60

	2005/06
	183.2
	1193.60
	324.70

	2006/07
	118.60
	1443.80
	394.80

	2007/08
	54
	1694
	464.90

	2008/09
	(10.6)
	1944.20
	535

	2009/10
	(75.20)
	2194.40
	605.10

	2010/11
	(139.80)
	2444.60
	675.20

	2011/12
	(204.40)
	2694.80
	745.30


The table 4.11 shows that Nabil Bank has decreasing trend but NCC Bank and NIBL have increasing trend of Non Performing Loan. The average NPL of Nabil bank is 247.80 million, which is decreasing at the rate of Rs.64.6 million each year. Hence the expected NPL of Nabil is supposed to decrease from Rs 54 million in 2008 to negative Rs 204.40 million in 2012.The negative value of Nabil shows that the Nabil bank has no non performing loan by the end of 2008.Due to Nabil's recovery efforts through establishment of Recover cell, its NPL has come down in recent years. Hence Nabil shows decreasing trend of NPL. This may be due to good credit control system of Nabil.But in case of NCC the average NPL is Rs943.40 million with an increasing of Rs.250.20 million every year. NPL of NCC is expected to increase from Rs.1694 million in 2008 to Rs.2694.80 million during the projection period respectively. NCC have high amount of NPL in comparison to other two sampled banks .Likewise, the average NPL of NIBL is Rs.254.60 million, which is increasing every year at the rate of Rs.70.10 million. The expected NPL of NIBL is Rs 464.90 million in 2008,which is increase to Rs.745.30 million in 2012.If this trend continues, NCC and NIBL will affected by the problem of increasing non-performing loan ,severely by NCC Bank. Following figure 4.8 represents the trend line of non-performing loan of three banks for 10 consecutive years.
Figure 4.8
Trend of Non-Performing Loans of Nabil, NCC and NIBL
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4.3.3. Trend Analysis of Loan Loss Provision
The calculated values of average loan loss provision (a) rate of change of LLP (b) and trend values of LLP for 10 years from Mid July 2002/03 to mid July 2011/12 of the two banks are as follows.

Table 4.12
Trends values of Loan Loss Provision
(In Million)
	Year
(Mid July)
	Nabil Bank

a =357.80
b =(0.4)
	NCC Bank

a =821.20

b =284.10
	NIBL

a =313.60

b =187.20

	2002/03
	358.60
	253
	(60.80)

	2003/04
	358.20
	537.10
	126.40

	2004/05
	357.80
	821.20
	313.60

	2005/06
	357.40
	11105.30
	500.80

	2006/07
	357
	1389.40
	688.00

	2007/08
	356.60
	1673.50
	875.20

	2008/09
	356.20
	1957.60
	1062.40

	2009/10
	355.80
	2241.70
	1249.60

	2010/11
	355.40
	2525.80
	1436.80

	2011/12
	355.00
	2809.90
	1624.00


The table 4.12 shows that Nabil Bank has decreasing trend of LLP while NCC Bank and NIBL have increasing trend of LLP. The average LLP of Nabil is Rs.357.80 million which is decreasing every year at the rate of Rs 0.4 million. Hence the expected LLP of Nabil is supposed to decrease from Rs.356.60 million in 2008 to Rs 355.00Million in 2012.The average LLP of NCC Bank is Rs.821.20 million and is increasing each year at the rate of Rs 284.10 million. The LLP of NCC is expected to increase from Rs 1673.50 in 2008 to Rs.2809.90 in 2012.The average LLP of NIBL is Rs.313.60 million which is increasing every year at the rate of Rs.187.20 million. Hence the expected LLP of NIBL is supposed to Rs 875.20 million in 2008 which is increased to Rs.1624.00 million in 2012.The increasing trend of LLP of NIBL is due to the increasing trend of loans and advance in total asset.

As we know that higher the NPL the higher will be the LLP. Nabil decreasing trend of LLP shows that it is successful in reducing the non performing loan of the banks, so LLP shows decreasing trend. The increasing trend value of LLP of NCC and NIBL indicate the increment of NPL in total asset quality. So LLP increase accordingly with increase in NPL. Even through LLP of NCC and NIBL are increasing, rate of increasing of NCC is quite higher than NIBL. It shows that the quality of loans and advances of both banks are poor but relatively NCC Bank's loans and advances are the worst .Following figure 4.9 shows that the trend of increase and decrease in flow of LLP of the three banks for 10 consecutive years respectively.

Figure 4.9
Trend of Loan Loss Provision of Nabil, NCC & NIBL
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4.3.4. Trend Analysis of Net Profit

The calculated values of average Net Profit (a), rate of change of Net profit (b) and trend values of Net Profit for 10 years from mid July 2003 to 2012 of three banks are as follows:
Table 4.13
Trends values of Net Profit
(In Million)
	Year
(Mid July)
	Nabil Bank

a =540

b =69.60
	NCC Bank

a =(329.79)

b =(305.501)
	NIBL

a =270.60
b =96.50

	2002/03
	400.80
	281.212
	77.60

	2003/04
	470.40
	(24.289)
	174.10

	2004/05
	540
	(329.79)
	270.60

	2005/06
	609.60
	(635.291)
	367.10

	2006/07
	679.20
	(940.792)
	463.60

	2007/08
	748.80
	(1246.293)
	560.10

	2008/09
	818.40
	(1551.794)
	656.60

	2009/10
	888.00
	(1857.295)
	753.10

	2010/11
	957.60
	(2162.796)
	849.60

	2011/12
	1027.20
	(2468.297)
	946.10


The table 4.13 shows that Nabil Bank and NIBL have the increasing trend of net profit but NCC Bank has a negative trend of net profit. The average net profit of Nabil is Rs.540 million and increasing every year at the rate of Rs.69.60 million. Hence expected net profit of Nabil is supposed to increase from Rs.748.80 million in 2008 to Rs.1027.20 million in 2012.But the analysis shows that the average net profit of NCC is negative Rs.329.79 and  a decrease of Rs.305.501 million every year in net profit. And expected that net profit (loss) of Rs (1246.293) million in 2008 to Rs (2468.297) million in 2012.The average net profit of NIBL is Rs.270.60 million which increase by Rs.96.50 million every year. Hence it is expected that net profit of NIBL is supposed to increase from Rs.560.10 million in 2008 to Rs 946.10 million in 2012. Following figure 4.10 represent the trend line of net profit of three banks for 10 consecutive years.
Figure 4.10
Trend of Net Profit/Loss of Nabil, NCC & NIBL
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The above figure depicts that Nabil Bank is ahead of in generating net profit and its rate of increment of net profit is higher than that of NIBL but the trend shows negative increment in the net profit (i.e. Loss) of NCC bank and continuously decreasing each year.

4.4. Analysis of Loan Loss Provisioning as per Nepal Rastra Bank's Directives
According to Nepal Rastra Bank E.Pra. Directive No 2/061/062, NRB has issued new directive, regarding loan classification and Provisioning of loans and advances of financial institutions. As per this directive, loans and advances are to be classified into four categories namely Pass, Substandard, Doubtful and Loss with respective Provisioning 1%, 25%, 50%, 100% on the basis of ageing past dues.

The study will focus on to find whether the sampled banks are maintaining required Percentage of loan loss provision as imposed by NRB for their pass, substandard, doubtful and bad loan respectively or not.

4.4.1. Loan Loss Provisioning of Nabil Bank Limited
The loan loss provision maintained by Nabil Bank Limited is presented in the following table.

Table 4.14
Loan Loss Provisioning of Nabil Bank Limited
	Types of Loan
	LLP

Requirement
	Loan Loss Provisioning By the Bank (%)

	
	
	2003
	2004
	2005
	2006
	2007

	Pass Loan
	1% of Pass Loan
	1.6
	1.55
	1.016
	1.001
	1.12

	Substandard loan
	25% of substandard
 loan
	24
	23.22
	27.27
	67.93
	47.31

	Doubtful Loan
	50% of Doubtful
Loan
	48.95
	49.40
	73.20
	47
	49.19

	Bad Loan
	100% of bad loan
	85.14
	97.19
	97.045
	94.55
	86.46


Above table 4.14 shows the loan loss provision maintained by Nabil bank for different types of loan in different fiscal year. Nabil bank has met the provision requirement for pass loan throughout the study period which was enough than the requirement (i.e. more than 1%).But while talking to the provision required for substandard loan it should be 25% but it has failed to meet in 2003 and 2004 and maintained only 24 % and 23.22% which is slightly lower than that the requirement. And from year 2005, loan loss provisions are more than requirement. 
Similarly bank is required to maintain 50 % loan loss provision for its doubtful loan. But   except in 2005 it has failed to meet that much provision for doubtful loan, which is required. It has provisioned 73.20% which is 23.2% more that the requirement. But it has provisioned 48.95%,49.40% 47% and 49.19 % in year 2003,2004 ,2006 and 2007 respectively In other words they were slightly lower than as per directives, which should be 50 percent. 
Similarly 100 % loan loss provision is must for bad loan. But it is found that the bank has not enabled to maintain loan loss provision as per requirement. In other word, Loan loss provision made by the bank for bad loan does not exactly meet the NRB's Directives which should be 100 percent.
It is found that the bank could not maintain loan loss provision, perfectly in accordance to NRB's directives. The bank maintained higher than requirements for one when lower for another class of loan.  Therefore the bank should give priority to maintain loan loss provision appropriately as per NRB's directives. Obeying NRB's rules and regulation is a major responsibility of the bank.
4.4.2. Loan Loss Provision of NCC Bank Limited
The loan loss provision maintained by NCC Bank Limited is presented in the following table.

Table 4.15
Loan Loss Provision of NCC Bank Limited
	Types of Loan
	LLP Requirement
	Loan Loss Provisioning By theBank (%)

	
	
	2003
	2004
	2005
	2006
	2007

	Pass Loan
	1% of Pass Loan
	3.59
	2.33
	1.12
	1.22
	0.99

	Substandard loan
	25% of substandard

 loan
	24.77
	22.77
	23.95
	24.88
	24.99

	Doubtful Loan
	50% of Doubtful

Loan
	50.12
	49.14
	48.01
	48.98
	50

	Bad Loan
	100% of bad loan
	100
	99.46
	98.47
	99.30
	99.29


Above table 4.15 shows the loan loss provision maintained by NCC bank for different types of loan in different fiscal years. Every bank requires to maintain loan loss provisioning for its outstanding loans as per stated in NRB's directives.
A bank is required to maintain 1 percentage loan loss percentage loan loss provision for its pass loan. The NCC Bank has maintained more than 1 % loan loss provisioning except in 2007. Similarly bank is required to maintain 25 percent loan loss provision for its substandard loan. The above figure indicates that the NCC bank failed to maintain provision for substandard loan. In has made slightly lower in 2003, 2006 &2007 than as stated in NRB's directives.
Like wise bank must maintain 50 percent loan loss provision for its doubtful loan. But the NCC bank maintained only 49.14,48.01 &48.98 in year 2004,2005 & 2006 respectively, which  are slightly lower than the requirement .Similarly the bank maintains 100 % percentage provision only in 2003 except it the bank maintain slightly lower than NRB's directives. So in above case the bank fails to obey the NRB's directives properly.
4.4.3. Loan Loss Provision of Nepal Investment Bank Limited
The loan loss provision maintained by NIBL is presented in the following table.

Table 4.16
Loan Loss Provision of Nepal Investment Bank Limited

	Types of Loan
	LLP

Requirement
	Loan Loss Provisioning By the Bank (%)

	
	
	2003
	2004
	2005
	2006
	2007

	Pass Loan
	1% of Pass Loan
	0.98
	0.98
	0.99
	1.00
	1.00

	Substandard loan
	25% of substandard loan
	11.31
	25.16
	25.79
	25.00
	25.36

	Doubtful Loan
	50% of Doubtful

Loan
	12.72
	46.80
	50.11
	50.00
	50.07

	Bad Loan
	100% of bad loan
	97.84
	98.37
	91.79
	99.00
	99.07


NRB has set up directives regarding to be maintain loan loss provision for different type loan of a bank. In this context, the table 4.16 shows the loan loss provision maintained by NIBL for its different types of loan.
One percent loan loss provision is required for its pass loan. The NIBL maintained 0.98 %, 0.98%, 0.99 % in year 2003, 2004 & 2005 respectively, which is slightly lower than NRB's directive but met 1 % in year 2006 and 2007.Similarly, 25 % loan loss provision is required for the substandard loan of the bank. Except in year 2003, it has met the requirement, but in year 2003 it is 13.69 % lower than to meet the requirement.

Likewise, bank must maintain 50% loan loss provision for its doubtful loan. But the NIBL maintained only 12.72 % which is much lesser than the requirement. Likewise it has maintained slightly lower than the requirement in year 2004.But from year 2005 it has maintained exactly same as requirement. Similarly 100 % requirement is needed for bad loan, but it failed to maintain in whole study period.

Despite of better management of its non-performing assets, the bank does not maintain its loan loss provision as per NRB's directive. Such case indirectly depicts that NRB has been failed to regulate commercial banks properly. Obeying NRB's rules and regulation is one of the major responsibilities of any commercial bank. Therefore the all banks should maintain loan loss provision as stated as in NRB's directives.

4.5 Major Findings of the Study
As per the analysis of data, following major findings have been obtained.

The average loans and advances to total asset of Nabil, NCC and NIBL during the study are 56.40 %, 81.00% and 62.29% respectively. The relatively low ratio of Nabil Bank is the indication of risk adverse attitude of the management or they have the policy of investing low in the risky assets i.e. loans and advances. Nabil has higher proportion of its investment in risk free or nominally risky asset like treasury bills; National saving bonds etc. Here the ratio is the highest of NCC but issued loans and advances are not generating the desired income.  NCC shows the highest degree of deviation and variation while NIBL has the most consistent ratio through out the study. Nabil is moderate in terms of the ratio, its deviation and variability.
The core banking function is to mobilize the funds obtained from the depositors and how successfully this function has been discharged by the banks. It is measured by the ratio of loans and advances to total deposit ratio or simply CD ratio. The average CD ratio around 70-80 % is considered as appropriate. The average CD ratio of Nabil, NCC and NIBL during the study period is to be 66.48%, 83.95% and 70.78% respectively. This ratio is the highest of NCC; NIBL has the most consistent and least deviation ratio during the study period. The ratio of Nabil Bank indicates that it has less than the appropriate standard.
Loan loss provision to loan and advances  ratio indicates that NCC Bank has significantly higher ratio which is 15.98 % in average followed by NIBL of 2.84% and Nabil of 3.36%.Since higher ratio is an indication of higher non-performing loan in the total loans and advances. NCC's relatively higher ratio is the result of higher proportion of NPL in the total loan. Nabil has least ratio with decreasing trend which is the indication of sound assets. In other word Nabil's asset quality is improving. NIBL has the least ratio, least deviation and least variation during the study period. NCC has the highest deviation and variation of the ratio followed by Nabil and then NIBL.
The analysis of non-performing loans to total loans reveals that average NPL of Nabil, NCC and NIBL is 2.53%, 19.04% and 2.31% of total loan respectively. It means 97.47%, 80.6% and 97.69% of total loan of Nabil Bank, NCC Bank and NIBL is performing loan. Hence NCC Bank has significantly higher proportion of the non-performing loan in the total loans portfolio with increasing trend, which exhibits the critical condition of the bank. As per international standard only 5% NPL is allowed but in the context of Nepal 10% NPL is acceptable. This ratio of NCC Bank is more than standard .So NCC bank should focus on to reduce NPL loan proportion in total loan and advance. In recent year Nabil Bank has significant decrement in NPL, which is the result of bank effective credit management and its efforts of recovering bad debts through establishment of Recovery Cell. During the study period this ratio is the least in NIBL but NPL shows increasing trend. NIBL has the least variation and Nabil has the highest variation in this ratio through out the study period
The average ratio of Provision held to Non-performing loan of Nabil, NCC and NIBL is 170.12%, 86.1% and 124.06 % respectively. Hence Nabil has significantly higher ratio in comparison to NCC and NIBL, which portrays that the bank has adequate provision against non performing loan .Nabil shows the highest deviation and variability in this ratio than the NCC and NIBL.
The main objective of commercial banks is to earn profit through mobilization of fund. The ratio of return on loans and advances ratio indicates how efficiently the bank has employed its resources in the form of loans and advances. This ratio of Nabil and NIBL are 4.84% and 2.35% respectively but NCC's return on loans and advances reveals that NCC seems to be failure to earn return on loans and advances.  Even though NCC has higher investment in the most income generating asset i.e. loans and advances, it is in loss from 2005.The average return on loans and advances is -5.98%.Nabil has the highest ratio as it is ahead in generating net profit. NCC has the highest deviation and variability than other two banks.
While analyzing correlation between loans and advances and deposit, it has been found that Nabil, NCC and NIBL have high degree of positive correlation between these two variables they are also more than 6 times of theirs P.E. The respective correlation coefficient of Nabil, NCC and NIBL are 0.9671, 0.9462 and 0.9941 respectively, which is significant and reliable.

The correlation coefficient between LLP and loans and advances of Nabil, NCC and NIBL are -0.4726, 0.4963 and 0.9828 respectively. Here correlation coefficient of Nabil is negative correlation and it is less than the value of 6 times P.E, so it is insignificant and there is no evidence of correlation. Since higher provision has to be provided for non performing loans in the total loan portfolio. The correlation coefficient of NCC is less than the value of 6 times P.E, it is insignificant. The increase in the level of LLP of NCC is not due to the increase in loans and advances but due to the rise in the level of NPL. This is also due to high proportion of NPL in the total loan portfolio. Hence the increase in provision of NCC is not due to increment in loan and advances but due to increment in its non –performing loans. NIBL has positive correlation between LLP and loans and advances, it is more than the value of 6 times P.E, and it is significant. 
The correlation between LLP and NPL revealed that there is positive correlation between LLP and NPL in NCC and NIBL but shows very low correlation between LLP and NPL in Nabil. The correlation coefficient between these two variable in Nabil, NCC and NIBL is 0.00105, 0.9532 and 0.3734.The correlation coefficient of Nabil is 0.00105 i.e., slightly Positive correlated, and is less than 6 times of P.E .Hence NPL and LLP of Nabil  is insignificant. The main reason behind this is Nabil's NPL is decreasing but the LLP is increasing (same as before).The positive correlation coefficient of NCC Bank and NIBL is significant .As earlier mentioned higher provision needs to be provided for NPL, higher the NPL, higher would be the LLP. The reason behind this is relatively higher proportion of LLP to NPL level.
Trend analysis has done based on the data of past five years and forecast has made for next five years. The trend analysis of loans and advances shows increasing trend in all three sampled bank. The loans and advances of Nabil, NCC and NIBL is expected to increase at the rate of Rs.2031 million, Rs.2953.40 million and Rs.463.40 million respectively every year.

The trend analysis of Non-performing loan in Nabil shows decreasing trend in coming years and trend of LLP is also decreasing in Nabil. The NPL and LLP of Nabil are expected to decrease at the rate of Rs 64.60 million and Rs.0.4 respectively every year. This is due to Nabil's recovery efforts towards reducing NPL through establishment of Recovery Cell. But from the trend analysis of NPL and LLP of NCC and NIBL it is expected to increase in coming years. The rate of increment of NCC is much higher than rate of NIBL. If this trend continue as it is predicted it might affect the position of NCC bank in future.
From the trend analysis of Net profit, it is found that Net profit is expected to increase in coming year in Nabil and NIBL but the trend of NCC shows decrease in net profit(occur loss) in coming year. The net profit of Nabil and NIBL is increasing Rs.69.60 million and Rs.96.50 million respectively every year. Where as the net profit of NCC bank is decreasing by Rs.305.501 million every year. Hence the management team of NCC bank has to take major steps toward recovering bad debts and minimizing operating cost to increase the level of profit. The high rate of net profit earning is due to more investment in less risky asset resulting low NPL and hence less loan loss provision.
From the analysis we can easily found that no-one bank has been following as appropriately as NRB's directives regarding loan loss provision .It means no one bank has maintained loan loss provision perfectly as per the requirement of NRB's directives up to fiscal year 2006/2007.If the bank continue this trend the bank may have to face different legal hassle regarding its lending in future. The main reason may the over provision create inadequacy of capital and less provision create legal hassle to the bank. It is observed that sampled banks has maintained higher than requirement for one type of loan category where as make lower for another type of loan class. It is found that Nabil  and NCC slightly could not maintain loan loss provision for doubtful and bad as per requirement during the study period .NIBL has provisioned very lower than requirement in year 2002/2003 for all categories of loan. From then it has tried to meet the provision amount as much as requirement. Despite of outstanding success in managing NPA, the loan loss provision made by Nabil and NIBL is not considerable.
CHAPTER - V
SUMMARY, CONCLUSION AND RECOMMENDATIONS
Finally an attempt is made in this chapter to summarize the whole study and findings, make general conclusions based on the finding presented in previous chapter and also to suggest some recommendations based on the result of the analysis of data.

5.1 Summary
This research is aimed at studying about the non performing loan and loan loss provisioning of commercial banks. In first chapter the study dealt about basic assumption of the study .Basically it highlights the concept and importance or significance of the study. It also presents research issues, research problems, basic objectives of the study, rationality of the study, limitation of the study, and organizational structure of the study.

Second chapter helped to provide knowledge about the development and progress made by the earlier researcher on the concerned field or topic of the study. It also tried to know the some concept used in this study. Moreover, it reviewed and summarized the finding of the previous findings of the study to provide knowledge about the background of the work done by them and to stop the duplicate of previous work.
Third chapter of the study discussed about various research methodologies used for the study. Basically, research methodology here signifies the research design, sources of data, population and sample of data, data collection procedure, data collection technique, data collection methods and tools and techniques employed etc. For this purpose descriptive cum analytical research design was adopted. Out of the total population of 20 commercial banks, three banks were taken as sample using judgmental sampling method. Three major commercial banks, Nabil Bank, NCC Bank and Nepal Investment Bank were selected from private sector banks. Secondary data have been used in the study. Annual reports and other publication form the basis of secondary data. Beside this, newspaper, relevant thesis, journals, articles, related websites etc are also taken for this research. The data collected from various sources are recorded systematically and presented in appropriate forms of tables and charts and appropriate mathematical, statistical, financial, graphical tools have been applied to analyze the data. The data of five consecutive years of the two selected banks have been analyzed to meet the objective of the study. Fourth chapter of the study dealt about data presentation and analysis .It first presented the generated data in tabular form and analyzed them in systematically as per the objectives. The researcher tried to analyze the comparative position of bank in terms of Non performing asset and its impact on relative variables. Detail of the findings can be presented as below.
NCC bank has the highest proportion of loan and advances in the total assets structure which is followed by NIBL and Nabil Bank has least proportion of loan and advances during the study period. The credit deposit ratio also shows the same thing. It indicates the risk adverse attitude of the management of Nabil. Because of this less orientation towards lending has made this bank successful in to have low ratio of provisioning and lower ratio of non-performing loans. However in recent year Nabil has shown significant decrement in NPL and thus in LLP. Regarding NPL and LLP, NCC bank has highest amongst the three banks. In the year 2006 there is a significant increase in the level of NPL of NCC bank. Hence, high amount of provisioning have to be made to cover the possible default situation resulting low return to the bank. Though the NCC bank is private banks it's ratio of Non performing loan to loans and advances of NCC is 19.04% which is quite higher than the acceptable standard. So NCC bank has to focus on its banking activities to reduce NPL proportion on loans and advances .Regarding NPL, NIBL has the least NPL than the Nabil. The non-performing loan in total loans and advances of Nabil and NIBL are 2.53% and 2.31%respectively which is quite less than the acceptable standard of 10%.This is result of managing NPL by the both banks. The ratio of provision held to NPL of Nabil is the highest than NCC and NIBL.
Although, NCC and NIBL have the higher portion of their investment in the most income generating assets i.e. loans and advances those banks could not get more profit than Nabil. In other word their return on loans and advances is comparatively lower than Nabil. Moreover NCC bank suffers from loss from year 2005. NCC Bank has high portion of loan and advances with high cost of deposit and improper lending and monitoring practice. On the other hand Nabil and NIBL have moderate portion of investment in loans and advances with higher rate of return on investment due to proper lending and monitoring function with low cost of fund ,high fee based income etc. 
The correlation between loan and deposit shows the positive relationship in all sampled banks. It means that when the deposit amount increases the loan and advances also increases. There is negative correlation between LLP and loans and advances in Nabil but shows the positive correlation in case of NCC and NIBL. The correlation coefficient are negative as the loans and advances are increasing but LLP is decreasing (same).It is not increased with the increment in Loan and advances. Another reason may be the better management of Nabil that it is successful not to turn its loan and advance as Non-performing loan. Lower NPL means lower LLP.  But in case of positive correlation between LLP to Loan and advance of NCC and NIBL this is due to increment of non performing loan in increased loan and advance portion. Amount to be provisioned depends upon the non performing loan and its quality. Higher provision has to be provided for higher NPL.
The trend analysis of loans and advances shows increasing trend in all three sampled banks. The trend analysis of Non-performing loan and loan loss provision in Nabil shows decreasing trend in coming years. This is due to Nabil's recovery efforts towards reducing NPL through establishment of Recovery cell .But the NCC and NIBL have increasing trend of Non-performing loan and loan loss provision in coming years. The trend analysis of net profit exhibits that Nabil and NIBL have increasing in coming year, but trend of net profit of NCC shows the heavy loss in coming years
Nepal Rastra Bank has set up a directive regarding loan loss provisioning of Nepalese commercial bank. According to this provision a bank has to maintain 1%, 25%, 50%, and 100% loan loss provision for its pass loan, substandard loan, doubtful loan and bad loan respectively. It is found that sampled banks maintained higher than requirement for one type of loan where as lower for another class of loan category. They should make provision perfectly as per requirement, neither more nor less. The reason may be over provision create inadequacy of capital, reduce profit and less provision create legal hassle to the bank. The loan loss provision made by Nabil, NCC and NIBL seem satisfactory, not a serious matter, only little attention is needed to manage LLP of each loan category. Like wise role of NRB is essential. Regular supervision and control over the Nepalese commercial bank by NRB, whether they are implementing NRB's directive perfectly or not, is very important.
Finally, conclusion and summary and various suggestions were described in fifth chapter. It drew the conclusion from the findings of the study and explained the summary of the research paper. Besides, it also provides various suggestions to give further improvement.

5.2 Conclusion
Banking sector in Nepal has expanded substantially in the last one and a half decade, following the financial liberalization policy. People now have several choices in pursuing their banking activities. This sector has gradually embraced modern technologies to deliver value added product and services to its clientele. However, the expansion and adoption of new technologies has brought new types of risk to the fore, the management of which is crucial for the bank and the banking industry in the long run. At the beginning of the 1980s when financial sector was not liberalized, there were only two commercial bank, and development banks performing banking activities in Nepal. After the induction of economic liberalization policy, particularly the financial sector liberalization that impetus in the establishment of new bank and non bank financial institutions. Consequently, by the end of mid-July 2007 altogether 208 bank and non bank financial institutions licensed by NRB are in operation. Out of them, 20 are "A" class commercial banks, 38 "B" class development banks, 74 "C" class finance companies, 12 "D" class micro-credit development banks, 17 saving and credit co-operatives, and 47 NGOs.
Nepalese banking industry is faced with variety of serious challenges, the prominent being the management of large volume of non performing loans and the development of corporate values and ethics among the stakeholders in the banking industry. There is already a stiff competition between the market players and the possibility of entry of new players is going to further add to the pressure. So in such a scenario, stakeholders including NRB have to be vigilant that banks do not compromise on the prudent risk management practices in order to survive the competition, which might ultimately lead to the bank failure .At the same time, NRB has to keep tight vigil in the banking industry so as to be take corrective measures in creating and maintaining a stable and a sound banking industry.
It has been found that effective credit management and its efforts of recovering bad debts through establishment of Recovery cell; Nabil has resulted to decrease in the level of NPL during the study period resulting in less provisioning. It is successful to increase loan and advances and total deposit. The net profit of Nabil is increasing each year. The result is due to the recovery of the bad debt, reduction in operating cost and better management.

We can see that the net profit of NCC bank is negative from third years of the study period. This is because of the high level of NPL resulting in the high amount of LLP which have the direct effect in the net profit of the bank. But we can also see that the level of loan and advances, total assets and deposit is increasing year by year. 

Similarly, the total loan and advances, assets, deposits and net profit of NIBL is increasing year by year where as the level of NPL is not increasing as much to the ratio of increment in the other balance sheet and off balance sheet items. The increase in the LLP shows the sound position of NIBL to recover form the loss created by the defaulters

The quality of loan has a direct bearing on the bank's financial health. The banks are required to develop reserves and provision in accordance to the quality of loans. A rapidly deteriorating loan portfolio is a huge drain on the bank's profitability and subsequently on the capital adequacy. This has the potential to erode the bank's capital in no time. Thus the quality of loan is arguably the key determinant of bank's financial health. Poor corporate governance and risk management practices are the key reasons for high level of NPL in our banking system. Other causes are economic slowdown, legal hurdles in recovery and poor quality of credit information. Management practices in many banks are still very weak, particularly in the areas of credit analysis, credit administration and risk management and internal control system. Hence, the management of NPL is great challenge for the Nepalese banking sector. It is high time to start strengthening and reshaping the reform process. It is a must not only to capitalize on the achieved robustness of the banking industry, but also to integrate it with the global economy deep into the twenty first century.
We can say that continual review and classification of loans enables banks to monitor quality of their loan portfolio and to take remedial action to counter deterioration in credit quality. In addition to this establishing recovery cell, hiring Asset management Company are also measures to resolve the problem of NPL .The Present loan classification and provisioning directives seem more stringent than the previous one.
5.3 Recommendations
High level of non-performing loan not only decreases the profitability of banks but also affect the entire financial as well as operational health of the organization. If the NPA level is not controlled immediately, it will be main cause for failure of bank in future. Proper loan classification and loan loss provisioning also helps to confront the problems of NPA. Therefore following are some of the recommendations which will help to reduce the level of NPA of Nepalese Commercial Banks:

It is recommended to NCC Bank to make serious action to recovering the bad loan (NPA).And also should make curative action for new loans from turning them into NPL from now. Hiring assets management company (AMC) is recommended to NCC Bank to reduce the current non-performing assets.
The average CD ratio of Nabil, NCC and NIBL during the study period is found as 66.48%, 83.95 and 77.21%respectively.The average ratio of NCC and NIBL is nearly same but the CD ratio of Nabil is relatively low. The average CD ratio around 70-80 % is considered as appropriate. Disbursement of loan has direct effect on bank's financial health .But now a days mushrooming growth of bank and financial has created intense competition in this field They have over liquidity caused by lack of good lending opportunities just sharing a small size of the cake among the banks. Hence it is recommended for all three banks to continuously explore new areas of investments as customer's need and trend. Also try to sustain their valued customer by maintaining an appropriate spread between the cost of interest on deposit and interest from loans and advances.
As per international standard only 5% NPA is allowed but in the context of Nepal 10% NPA is acceptable. This means NPL to total loan ratio of Nabil, NCC and NIBL are 2.53%, 19.04%and 2.31% respectively. The average percentage of NPL to total loan of Nabil and NIBL are below the prescribed standard. The NPL of NCC is high than that the acceptable standard of 10%.NCC have to do proper homework for decreasing the level of NPL. It is also found that there exist some relationship between expansion and increment of NPA. Since NPL is one of the causes of banking crisis, all the sampled banks should give serious attention to this matter. Hence proper homework should be done before lending to the new customer as well as while increasing the limit of the old customer too. Proper credit appraisal, site visit, financial analysis, etc should be done to decrease the credit risk which will certainly play a vital role in decreasing the level of NPL as well as to maintain a balance in the level of NPL to total loan.
Due to huge amount of NPA in bank financial structure of NCC bank, it is having losses on loan and advance during the study period. So it must take a serious step on this head for getting off from losses.

Inadequate study of loan proposals, bad intention, week monitoring, mismanagement, lack of portfolio analysis, ineffective credit policy, shortfall on security, poor loan recovery system, focus on only trade sector, unfair trade practices  are some internal factors responsible for NPA growth. Like wise political instability, inconsistency in government policy, week legal provisions for loan recovery are some external factor responsible for the NPA growth. Beside that negligence in taking information from credit Information Bureau may also lead to bad debts. Hence all the three banks are recommended to be more cautious and realistic while granting loans and advances. After advancing loans there should be regular supervision and follow up for proper utilization of loan. Banks are the business partner of its credit customer. Bank should be advisor of their credit customer.

While disbursing loans to the client there should be the strong practice in commercial bank to float loans on the basis of the business position, scope of viability and business need .At the same time the commercial banks are required to give proper attention on the personal integrity of the borrower too. Further the offered security should also be assessed properly as on the distress situation if the retained security is good then the loan can be recovered
In commercial banks there should be approach of portfolio management. Lending towards the single sector of economy may create higher level of risk, thus it is recommended that the credit should be floated to the different sectors of economy. If there is recession to the any specify sectors other remaining sectors of economy may function well and there may not be severe impacts on the whole lending part of the commercial banks.

Government has to formulate strong legal system to support the loan recovery process of commercial banks. It is felt that in absence of strong legal system and framework huge loans could not be recovered. Willful defaulters should be punished under legal framework and government should help the commercial banks for the recovery of due loans. The bank should be empowered to proceed to arrest the debtors who do not have any property to pay the dues to the bank. The act should empower the bank to freeze and sell the property that belongs to the joint family members of the debtor. An explicit provision in the act is a must as to charging of various expenses incurred in course of auction of the property to the borrowers' account. The Tribunal constituted under the Bank and Financial Institution's Loan Recovery Act, 2058 should pay special attention while translating the provision of the act into practice.
No work can be success without proper management. Inefficient management may be the cause to increase the non-performing assets in Nepalese Commercial Banks. Training and development makes a man more competitive and updated regarding the current issues and practices. Therefore, all three banks are recommended to initiate indoor and outdoor training programs to make employees efficient and professional in credit appraisal, monitoring and proper risk management.

Strictly implementing the NRB directives also assists to reduce credit risk and non performing loans. Hence all three banks are advised to follow the NRB directives appropriately. Similarly it is also recommended that all three banks should incorporate a sound internal audit and a compliance department to ensure that the directives are properly implemented.
Lack of proper financial analysis of the borrower by the banks is one of the major causes behind increasing NPA of Nepalese Commercial Banks. Thus proper financial analysis should be done before lending to the borrowers.

NRB, as a central bank, issues various directives and polices from time to time to streamline the financial sector. In this regards, E.Pra.directive no 2/061/062 has given more emphasized on loan classifications and provisioning which is tighter than that of previous. In order to smooth operation of banking industry, only imposing policy would not be sufficient, implementing them is necessary. NRB should play supportive role as well as by credit information Bureau so that commercial banks can get required credit information about borrowers. In addition, NRB should establish a NPA management cell which may deal with NPA of all commercial banks. These steps would also help to reduce the non performing loans.
It is often said that Prevention is better than cure", hence it is recommended for all three banks to take preventive measures before the loan goes to default and it become unmanageable. All the banks are recommended to have a make sound information system to gather all the possible information about its borrowers so that necessary precautions can be taken in time. Because this is an age of information so banks should update with various business related information. For this, following Directive of NRB of KYC (Know your Customer), seems important and necessary.
It is also recommended that banks and financial institution should demand supportive role from Government of Nepal to recover from the bad loans specially created because of willful default. And also recommended that never protect and support those defaulters by politician.
BIBLIOGRAPHY

Bhattarai, Shama (2004). Implementation of Directives Issued by Nepal Rastra Bank. An Unpublished Master Degree Thesis Submitted to Shanker Dev Campus, Kathmandu, T.U.

Dahal, Bhuvan and Dahal, Sarita (2002). A Hand Book to Banking. Kathmandu: Asmita Books & Stationery. 

Ghimire, Binam Raj (July 2003). Credit Sector Reform and NRB. New Business Age. Kathmandu: New Business Age (P) Ltd. Vol. 3 No. 3. PP. 47-49.

Gupta, S.C. (1992). Fundamentals of Statistics. Bombay: Himalayan Publishing House.

Khadha, Sherjung and Singh, Hridayabir (2004/05). Banking And Insurance, Principles, Legislation & Practice. Kathmandu: Asia Publication.

Khadka, Dinesh Kumar (2004). Non-performing Assets of Nepalese Commercial Banks. An Unpublished Master Degree Thesis Submitted to Shanker Dev Campus, Kathmandu, T.U.

Khatiwada, Yuba Raj (November, 2002). Liberalization was not done in a proper Sequence.  New Business Age. Kathmandu: New Business Age (P) Ltd. Vol. 2 No. 7. P. 35.
Nepal Credit and Commerce Bank Limited. Annual Reports. (2002/03-2005/06). 

Nepal Rastra Bank (2007). Banking and Financial Statistics. Mid-July 2007, Kathmandu.
Nepal Rastra Bank (2063). Bank and Financial Institution Act, 2063. Kathmandu.

Nepal Rastra Bank (2063). Guidelines, Circulars- Unified Directives. Kathmandu.

Pandey, I.M. (1999). Financial Management. New Delhi: Vikash Publishing House Pvt. Ltd.

Pradhan, Kumar (2006). A Study on Non-Performing Assets of Commercial Banks in Nepal. An Unpublished Master Degree Thesis Submitted to Shanker Dev Campus, Kathmandu, T.U.

Radhaswami, M., and Vasudevan S.V. (1979). A Text Book of Banking. New Delhi: S. Chand & Company Ltd.

Rana, Himalaya SJB. (December 2003). Golden Days are Gone. New Business Age. Kathmandu: New Business Age (P) Ltd. Vol. 3 No. 8. P. 38.

Regmi, Yogender (2062). Non-Performing Assets Management. Kathmandu: Nepal Rastra Bank Samachar. Kathmandu: Nepal Rastra Bank. P-75. Vol. 49.

Sharma, Puskar Kumar & Chaudhary Arun Kumar (2058). Statistical Methods. Kathmandu: Khanal Books Prakashan.

Singh, Hriday Bir (2063). Banking and Insurance. Kathmandu: Asia Publication Pvt. Ltd. 

Sthapit, Ajaya B., Gautam, Hiranya, Joshi, P.R and Dongol, P.M. (2003). Statistical Methods. Kathmandu: Buddha Academic Publishers and Distributors Pvt. Ltd.

Wolff,  H.K. & Pant, Prem R. (2002). A Hand Book for Social Science Research and Thesis Writing.  Kathmandu: Buddha Academic Publishers & Distributors Pvt. Ltd. 

Website
www.cibnepal.org.np   

www.google.com 
www.nabilbank.com
www.nccbank.com.np
www.nepalnews.com
www.nibl.com.np
www.nrb.org.np
APPENDIX

Calculation of Mean, S.D & C.V. Loans and advances to Total Asset Ratio of Nabil Bank

(Sample Calculation)











In Million

	Year (Mid July)
	Ratio (X)%
	(X-X)
	(X-X)2

	2002/03
	48.98
	-7.42
	55.0564

	2003/04
	51.05
	-5.35
	28.6225

	2004/05
	64.15
	7.75
	60.0625

	2005/06
	59.47
	3.07
	9.4249

	2006/07
	58.35
	1.95
	3.8025

	N=5
	∑X=282
	
	∑(X-X)2=156.9688


We have,

Mean([image: image54.png]


)= [image: image56.png]


  =[image: image58.png]


 =56.4%

Standard Deviation ([image: image60.png]


)= [image: image62.png]


   = [image: image64.png]156.9688
5



= 5.60 

Coefficient Variation (C.V)= [image: image66.png]"l Q

X 100



 = [image: image68.png]*22 % 100
56.4



 =9.93%

Similarly the Mean, S.D and C.V. of other ratios of Nabil Bank, NCC Bank and NIB have been calculated.

Calculation of Correlation Coefficient, P.E and 6×P.E of Nabil-loans and Advance and Total Deposit (Sample Calculation)

	Year 

(Mid July)
	Loans & Advances (X)
	Total Deposit (Y)
	x=

X-[image: image70.png]



	x2=(X-[image: image72.png]


)2
	y=Y-[image: image74.png]



	y 2=(Y-[image: image76.png]


)2
	x[image: image78.png]


y

	2002/03
	8113
	13447
	-3244.8
	10528727.04
	-3521.8
	12403075.24
	11427536.64

	2003/04
	8548
	14119
	-2809.8
	7894976.04
	-2849.8
	8121360.04
	8007368.04

	2004/05
	10946
	14586
	-411.8
	169579.24
	-2379.8
	5663448.04
	980001.64

	2005/06
	13279
	19347
	1921.2
	3691009.44
	2378.2
	5655835.24
	4568997.84

	2006/07
	15903
	23342
	4545.2
	20658843.04
	6373.2
	40617678.24
	28967468.64

	
	∑X=56789
	[image: image80.png]


=84844
	∑x=0
	∑x2= 42943134.8
	∑y=0
	∑y 2=72461396.8
	∑xy=53951372.8


We have, Karl Pearson Correlation Coefficient,

Correlation Coefficient (r) =[image: image82.png]Xy

Noyoy




  
On implication of the equation of r, we obtain the following formula for computing r.

Where,

[image: image83.png]429431348
=== = 2930.63




[image: image84.png]- 72461396.8
= =—5 - 3806.87




Correlation coefficient (r )= [image: image86.png]YXy 539513728

Noyo,  5X2930.63X3806.87



                        =0.9671

Probable Error (P.E)=[image: image88.png]0.6745 x = ')



  = [image: image90.png]{1-(0.9671)7
=

0.6745 x



  =0.0195

6P.E=6×0.0195=0.117

Similarly the correlation Coefficients, P.E and 6 P.E between different variables of Nabil Bank, NCC bank and NIBL Bank have been calculated.

Calculation of Trend Values of Loans and Advances of Nabil Bank (Sample Calculation)










      (Rs. In Million)

	Year (Mid July) (t)
	Loans &

Advances(Y)
	Deviation

From Mid July X=t-2004
	X[image: image92.png]


Y
	X2
	Yc=a+bX

Yc=11357.60+

2031.00[image: image94.png]


X

	2002/03
	8113
	-2
	-16226
	4
	7295.60

	2003/04
	8548
	-1
	-8548
	1
	9326.60

	2004/05
	10946
	0
	0
	0
	11357.60

	2005/06
	13278
	1
	13278
	1
	13388.60

	2006/07
	15903
	2
	31806
	4
	15419.60

	N=5
	∑Y=56788
	∑X=0
	∑XY=20310
	∑X2=10
	


Here,

When ∑X=0, from the two normal equations,

a=[image: image96.png]


   =[image: image98.png]56788




=Rs.11357.60

b=[image: image100.png]==



 =[image: image102.png]10



=Rs.2031.00

Thus,

Average Loans & Advances (a) = Rs.11357.60

Rate of change of loans and advances (b) =Rs.2031.00

Hence the equation of straight line trend is

Yc=a+bX

Yc=11357.60+2031[image: image104.png]


X

Expected trend values of Loans and Advances (2007-2012)

	Years (Mid July)
	Deviation from Mid

July 2004
	Yc=a+b[image: image106.png]


X

Yc=11357.60+2031.00[image: image108.png]


X

	2007/08
	3
	17450.60

	2008/09
	4
	19481.60

	2009/10
	5
	21512.60

	2010/11
	6
	23543.60

	2011/12
	7
	25574.60


Similarly the Trend Values of different Variables of Nabil Bank, NCC Bank and NIBL have been calculated.                                             

[image: image109.png]


[image: image110.png]
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