CHAPTER |

INTRODUCTION

1.1 Background of the Study

The surge of rising anticipation and ambition of people at present context of
society, realized the need for rapid socio-economic development in the
nation building process. The government felt to impart a dynamic role and
charge the public sector with greater responsibility in fulfilling national goals
and objectives. With this realization the government mushroomed into a
number of establishments like agriculture, industry, commerce, public
works, transport, etc. In this circumstance, banking was seen as major
industry to uplift the economic conditions of public and country as well.
Therefore the government was forced to adopt a liberal economic policy
regarding operation of banks. About the financial liberalization process it
and said that "the interest rate deregulation curtailment or elimination of
directed credits, lifting entry and exit barriers for financial intermediaries,
restructuring of banking system and institution for regulatory and
supervisory mechanism is some of the key components of such
liberalization". Thisled to the influx of commercial banksin Nepal.

The word “Bank” was brought form French word "Banque" and Italian word
"Banca"; which means a bench to advance loan and to exchange money. By
given definition of banks, it is clear that the organizations that accepts the
deposits and provide the loan, is bank. Bank provide loan not only form

deposited amount but also creates the money for loan.

Banks are those financial intermediaries who accept deposit and grants loan.

In other word bank may be defined as financia intermediaries accepting



deposits and granting loans; offers the widest menu of services of any
financial institution. Certainty banks can be identified by the functions they
perform in the economy. "Indeed, many financial institutions-including
security dealers, brokerage firms, mutual funds, and insurance companies are
trying to be as similar as possible to banks in the services they offer" (Rose,
2002:2).

Bank plays a vita role in developing economy of any country. It is a
resource mobilizing institution which accepts deposit form various source
and invest such accumulated resources in the field of agriculture, trade,
commerce, industry, tourism etc. "The banking sector islargely responsible
for collecting household  saving in terms of different types of deposit and
regulating it in the society by lending in different sector of economy. But
lending their resources in small scale industries under intensive banking
program has enabled the bank is to share in the economic growth of the
economy" (Shrestha, 1993:32).

Banks are among the most important financial institutions in the economy.
They are the principal source of credit (loan able funds) for million of
individual and families and for many units of government (school districts,
cities, countries, etc). Moreover, for small local business ranging form
grocery stores to automobile dealers, banks are after the major source of
credit to stork the shelve with merchandise or to fill a dealer's showroom
with new cars. When business and consumers must make payment for
purchase of goods and services, more often than not they use bank-provided
checks, credit or debit cards, or electronic device connected to a computer
network. And when they need financial information and financial planning,

it is the banker to whom they turn most frequently for advice and counsel.



Above al else, banks are financial intermediaries, similar to credit unions,
insurance companies, and other institutions selling financial services. The
term financia intermediary ssimply means a business that interacts with two

types of individuals and institutions in the economy:

1) deficit-spending individuals and institutions, whose current receipts of
income exceed their current receipts of income and who, therefore, need to

raise funds extremely through borrowing.

2) surplus-spending individuals and institutions, whose currently receipts of
income exceed their current expenditures on good and services so they have
surplus funds to save and invest. Banks perform the indispensable task on
intermediating between these two groups, offering convenient financial
services to surplus spending individuals and instructions in order to attract
funds and then loaning those funds of deficit-spending indivisual institution.
There is an ongoing debate in the theory of finance and economics about
why banks exist. What essential services do banks provide that other

business and individual cannot provide form themselves?

This question has proven to extremely difficult to answer. Research evidence
has accumulated over many years showing that our financial system and
financial markets are extremely efficient. Funds and information flow readily
to both lender and borrowers, and the prices of loans and securities seem to
be determined in highly competitive markets. In a perfectly competitive and
efficient financial system, in which all participants have open and equal
access to the financial markets and can borrow and lend at the same interest
rate, in which no one participant can exercise control over interest rates or
prices, in which all pertinent information affecting the value of loans,

securities and other assets is readily available to all market participants at



negligible cost, in which transactions costs are not significant impediments
to trading assets, and all loans and securities are available demolitions to

anyone can afford, why would banks be needed at all?

Another contribution banks make is their willingness to accept risky loans from
borrowers, while issuing low-risk securities to their depositors. In effect, banks

engage in risky arbitrage across the financial markets.

Banks also satisfy the strong need of many customers for liquidity. Financial
instruments are liquid if they can sell quickly in aready market with little risk of
loss to the seller. Many households and businesses, for instance, demand large
precautionary balances of liquid funds to cover expected future cash needs and
to mean emergencies. Banks satisfy this need by offering high liquidity in the
deposits they sell and in the loan they provide, giving borrowers access to liquid

funds to spend precisely when those funds are needed.

The history of modern banking system in Nepal started only after the
establishment of Nepal Bank Ltd.in 1936 A.D. After that Nepal Rastra Bank
(NRB) was established as Central Bank in 1956 A.D. and following that was
Rastriya Banijya Bank (RBB) established in 2022 B.S. under RBB Act 2021.
Since then many banks have been established till now. Bank is among the most
important financial institutions in the economy and is absolutely essentia for
business in thousand of towns and cities. Banks must be identified by the
functions (services and roles) it performs in the economy. Different types of
banks also emerged in the banking industry specializing in different functional

areas, which are explained as below:



A) Commercial Banks

Commercial banks are those banks, which perform al kinds of banking
functions as accepting deposits, advancing loans, credit creation, and agency
functions. They provide short-term loan, medium term loans and loan terms
loans to trade and industry. Nepal Bank Ltd., Investment Banks are the

examples of commercial banksin Nepal.

B) Development Banks

Development banks are those banks whose aim is not to earn profit.
Development banks are of two types. The second development bank finances
loans in the infrastructural development in country. Their first type of
development of bank in Nepal is Agricultural Development Bank and Eastern
Development Bank etc.

C) Exchange Bank

Exchange banks are those banks, which deals in foreign exchange and specialize
in financing foreign trade. An Exchange specializes in financing the foreign

trade. We find specialized exchange bank in Nepal as Rastrya Banijya Bank.

D) Saving Banks

Saving banks are specialized institutions that induce small income groups to
save something out of their incomes and pool such saving. They are entitling
for withdrawals also. Postal saving scheme is one of the types of saving bank

in Nepal.



E) Central Bank
The central bank is apex bank in a country that controls all monetary system
and banking structure. Nepal Rastra Bank is the example of Central Bank in

Nepal.

F) Industrial Banks

Industrial banks are those banks, which provide short-term, medium-term,
and long-term loans for the establishment of industries in the country. Nepal

Industrial Development Corporation works as the industrial bank in Nepal.

G) Co-operative Banks

Co-operative banks are those banks that operate on the principal of co-
operation. They collect small deposits, mobilize small savings and provide
short-term and medium-term loans to their members. There are numbers of

banks operating in Nepal at present.

H) Merchant Bank

Merchant banks also accept time deposits and finance in trade and industry.
The main source of capital of merchant banks are the time deposits and by
the issue of securities. Generally, they underwrite the fresh issue of share and
debentures of Business Corporation. Nepal Sri-lanka Merchant bank is an

example of merchant bank of Nepal.



1) Mutual Funds

Mutual funds are also a type of bank who collects money by selling its
shares and securities and invest the receipts in secured markets. It is very

useful who do not want to bear maximum risk in their investment

J) Pension Funds

Pension Funds accept legitimate deposits from employees of different
organizations. While they provide loans to different financial institutions and
sometimes participate in the financing in trade and industry. Employee

provident Fund is a good example of pension fund on Nepal.

K) Housing Banks

Banks collect deposits by time deposits and selling securities in the capital
markets whereas they finance in the development of house in the country are
called Housing Banks. Nepal Housing Development Finance Co. Ltd. is the

example of housing bank in Nepal.

L) Equipment Bank

Banks who extends specialized financial services to the construction
companies for buying costly equipments and to operate construction

businessis know as Equipment Banks.

Nowadays, two types of banking practices are seen in the financial market,
Commercial banking and Development banking. The commercial banks

usually make business in urban areas whereas development banks provide



servicesin rural areas. In the commercia lending, usually the same client is
repeated if loan repaid. But in development finance if such repetition occurs,
the outreach could not be extended. Generally development banks are
established with the public funds such as government treasury for the

international financial institutions for the development” (Kumar, 2003: 249).
1.2 Background of Agriculture Development Bank Ltd.

Because of agriculture being a backbone of our national economy, Nepal is
known as agriculture based country. Still 68% of total population depends on
agriculture and agro-based industries. The sector alone contributes 38.80%
of GDP, so agriculture plays a vital role in Nepalese economy. We therefore

should give more attention to the development of agriculture sector.

Agricultural development plays vital role to increase in income and output, it
implies a higher rate of saving & hence a higher rate of investment. As
income rise the market for manufacturing goods will also expand. Such
expansion will stimulate industrial development in the country. Increase in
agriculture productivity means an increase in food supply which is required
to feed growing population and other investment works. Expanded
agriculture will also supply raw materials for industriaization. If the
agriculture productivity can be increased quiet substantially within a short
period, there is every possibility of some exportable surplus of food and raw
material as well. Such surplus can be changed for capital goods which Nepal
can not produce herself. This will minimize the level of our dependence

upon foreign resources for capital goods.

By above discussion, it shows that agriculture is the pillar of Nepalese

economy. Economic development is possible only the development of



agricultural production and failure of the agricultural production disrupt the

continuous growth of economic atmosphere.

Grasping the fact that agriculture is the main source of Nepalese economy
the government retried to develop institutional financial agencies after the
down of democracy in 1951 in the country. In 1963 cooperative bank was
established and provided loan only to the cooperatives and there was no
provision for extending loan to the individuals outside the cooperatives. In
1966 land reform saving corporations (LRSC) was established to mobilize
the compulsory saving generated at the village level and provided
agricultural credit to the needy once. Both of these institutional credit
arrangements had limited agricultural finance scope. As a result, the
government in 1968 (2024 B.S.) initiated the ADBN under the agricultural
development bank act 1967 in hearting the assets and liabilities of the
cooperative bank. The ADBN so formed and focused on the agricultural
credit massively towards assessable community. Latter in 1973 the LRSC
was aso merged with the ADBN.

Small Farm Development Project (SFDP) was conducted since 1975 as
specific poverty aleviation and program as an aim of improving the life
standard of small farmers, tenants and landless labourer, SFCL is an out
come of SFDP. In 1993, ADBN initiated farmer's co-operative approach by
transferring SFDP into the Small Framers Co-operative Limited (SFCL). So
SFDP is a pioneer of Rural/micro financing tool of eradicating poverty and
empowering ultra poor by bringing them in the main stream of development
process through social mobilization. Rural/micro financial constitutes
mobilization of saving and extension of credit. Micro finance uplifts
socioeconomic condition of ultra poor as well as provides financial and non

financial services. SFCL has been operating in Nepa by Apex Bank called



Snana Kishan Bikas Bank (SKBB). Poverty alleviation is the main
objectives of Nepal since 8" plan. Agriculture is the chief support to
aleviation poverty and to achieve sustainable economic development in rural
economy. Tenth plan and program is conducted as campaign and concluded
to 31% poverty reduction. ADBL is asole financial institution in the country
executing its activities by three mgor windows namely Developing
Financing, Commercial Banking and Small Farmers Development.
Government has also determined fixed priority sector on agricultural such as
chemical fertilizer, agric business etc. including seventy-nine subheading. In
addition of ADBL, micro credit will be provided and ultra poor through
SFCLs, SACCOPs, and NGOs/INGOs. Financial resources/support will be
given rural micro finance development center to strengthen institution
provision. RMDC will provide whole sale/refinancing credit to Gramin
Bikas Bank and other financial institutions. But the major portion of the
rural/agriculture credit will be invested through ADBL and NRB supervise

and monitor to rural and agricultural credit.

The enactment of Bank and Financia Institution Ordinance (BAFIO) in
February 2004 abolished all Acts related to financia institutions including
the ADBN Act, 1967. In line with the BAFIO, ADBL has been incorporated
as a public limited company on July 14, 2005 (30" Ashad the 2062 B.S)).
Thus, ADBL operates as a"A" category financia Institution under the legal
framework of BAFIO and the Company Act, 2053.

Only a few studies have been conducted on “Loan management of ADBL”.
Except them, ADBL there are other development banks and micro finance
institution operating in Nepal but the financial problem especialy in the field

of development credit sector is not yet solved. So the necessity of study is
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felt and done. This study may be millstone Nepal ese context especially in the

field of development credit and having significance and value to society.

1.3. Main Function of ADBL
The major Functions of ADBL are:

a) Provide short, medium and long term agricultural credit to individual

Farmers, small farmers groups and co-operative societies.

b) Provide loan along with technical services for purchasing farm inputs such
as chemical fertilizers, insecticides, animal feeds, and farm machinery and
Irrigation schemes devel opment.

c) Invest loan for livestock raising

d) Finance on cottage and small scale industries

e) Invest loan for cold store, warehousing and other marketing facilities.

f) Provide loan for the development of alternative energy sources.

g) Develop institutional development programs by transferring small farmers
development program (SFDP) into small farmers co-operative limited

(SFCL)

h) Execute commercia banking functions

1) Organize knowledge and skill oriented training and workshop for human

Resource devel opment.
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1.4. Major programsof ADBL

1.4.1 Development Financing Program

ADBL initiated development-financing program to improve economic
condition of the rural people by increasing productivity in agricultural
practices. In the context ADBL has been providing agricultural credit and
technical support in various activities such as cereal and cash crop, tea and
coffee production, live stock raising, irrigation, horticulture cottage industry,
energy sector and fisheries development. An attempt to study the trend of
investment, collection and outstanding loan of development financing sectors

for five years has been carried out.

1.4.2 Commercial Banking Program

The maor goa of initiating commercial banking operation is to collect
scattered saving form the resource surplus area and investing the same in
resource deficit areas through agricultural lending. In addition to this, it

contributes the organization becoming self-reliance of financial sector.

Commercial Banks of ADBL, since inception in 1984 have accorded top
priority to the collection of deposit form both public and organization
institutions. The banks have been successful to attract a large number of

depositors by providing distinct services in commercials banking sector.

To strength resources base of the bank, compensate the loss incurred by its
rural offices, and maintain liquidity and above al to accelerate the
momentum of the industrial and commercial development of the country, the

bank started commercial lending form 1991.
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1.4.3. Small Farmer Development Program (SFDP)

Small framer development program (SFDP) was imitated in 1975. It was the
outcome of the FAO/UNDP joint regional project named “Asian Survey of
Agrarian Reform and Rural Development (ASARRD), which recognized the
fact that special efforts were needed to support the poor and disadvantage
groups. As a pilot project in Nepal, it was first tested a Mahendranagar
(Tarrai/Plain region) in August 1975 and at Tupche in Nawakot District (Hill
Region) in Feb-1976. The Agricultural Development Bank Ltd. of Nepa
(ADBL) was entrusted with the responsibility of executing the project. The
rural farmer whose income is less than Rs. 2500 per capital is considered as
target group. Moreover, land less agricultural labours; tenants, sharecropper,
fisherman and other assets less rura people whose are depending on

agricultural related occupation are considered as small framers.

The main objective of the programs to raise the social-economic status of the
farmers, land less labours including women by bringing them into the
mainstream of the development process and by institutional development of
their own grass-root level organizations. The group approach and bottom up
planning are the main fundamental characteristics of this program to provide

development servicesto the rural poor.

The main objective of the program is to raise the socio-economic status of
the small farmers, land less labours including women by bringing them into
the mainstream of the development process and by institutional development
of their own grass-root level organizations. However the specific objects are

to:

a) Raise the income level of small farmers by increasing their production and

productivity of on-farm aswell as off-farm activities.
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b) Raise their socia status by empowering and involving them in social and

Community activities.

c¢) Create additional opportunity for employment generation by mobilizing
their skill, labour, locally available resources in meaningful and

Productive manner.

d) Enable small farmers to develop their own institutions and formul ate plan
and programs and implement them accordingly at grass roots level.
Source: ADBL Website

1.4.4. Small Farmers Co-operative Limited (SFCL)

Small farmer Co-operative limited refers to the small framers organization,
which is developed with the view to building up institutional management
capacity to implement SFDP. In other words, it is the organization of the
poor populace developed by the poor to help the poor mitigate poverty. This
effort made small farmers capable of planning implementing, monitoring and
evaluating the programs from their own levels for the benefit of small
farmer’s families on one hand and minimizing the operational cost for
implementing SFDP on the other. It is an innovative an approach developed
with in the SFDP program and is based on the participatory approach.
ADBN it has planned to implement this program in all SPOS and gradually
hand over these SPOS to the small farmers. Bank has adopted specific
package for SPO Selected for IDP process and general package for SPOs

trying to enter in the process of IDP.

SFCL model is one the local resources based institutions or programs. To
strengthen its structure and develop leadership capability the German
Agency for Technical co-operation (GTZ) has been providing tedchnical
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assistance in SFCL training program. ADBL has been providing support in
monitoring and supervision, re-financing facilities and coordinating them for
training, social and community development activities. Similarly, for the cost
couple of years HMGN provided some grants for community development

activities.

1.4.5. Sana Kishan Bikas Bank limited (SKBBL)

Agriculture development bank, Nepa initiated institutional development
program by transforming sub-project offices (SPOs) implemented under
small framer development program into small framer co-operative limited
(SFCL). The bank under took such measures considering that development
project fails to yield desired results unless participation of beneficiaries is
ensured. Institutional development of small farmers development program
(SFDP) is considered as an innovative approach at rural development for the
rural poor get their status improved with the help of their own institution
operating without any external interventions. The German Technical Co-
operation (GTZ) has extended continuous technical support to the institution
development of SFDP.

SFCLK is a grass-root micro finance ingtitution, which is owned, managed
and controlled by the member of small formers themselves. It emphasizes on
skill development, woman empowerment, leadership development, local
resources utilization mutual co-operation and above all socia mobilization
etc. However, in view of the question of sustainability of most of the grass-
root micro finance, SFCL share required to have strong backing of an open
institution which could not only extend financial but aso technical,

managerial and other supports as per their needs.
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Sana Kishan Bikash Bank Ltd. emerged as specialized wholesale lending
financial institution to meet the above stated requirements of SFCLs, which
are currently serving around 65 thousand poor households. It has at present
planned to extend service to the existing 188 SFCL operating through the
country in addition, the bank will extend service to al the subsequently
emerged SFCLs.

1.5. Focus Of The Study

The establishment of the banks has given new horizon to the institutional
financial sector of Nepal. Disbursement and collection procedure is widely
accepted and common are of banks. Term "loan management” especialy
focused on the management of loan distribute management of loan
distribution and collection procedures, security of loan, chandelling and
monitoring. So, all the activities following by the bank for the disbursement
and collection of loan is known as loan management. This study is focus on
total management regarding loan disbursement and collection procedure of

ADBL which has managed accordingly or not.

1.6. Statement of the Problem

Nepal is facing lots of problem for economic as well as agricultura
development sector. Agricultural production in Nepal is mostly depended
and influenced by monsoon. Besides this agricultural production depends on
many other factors like climate, quality and quantity of resources using by

the farmers and technical knowledge possess by them.

Similarly, in rural area, farmers are born in debt live in debt and die in debt.
It seems convenience matter that they can get loan form money lender easily
but the negative side of this system is that the borrower could be victim of

lender strategy and become landless and poor farmer. On the other hand
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political insatiability and insurgency of the country is another major scenario

which has been affecting rural agricultural sector s since last decade.

However, it is good and positive matter to all Nepalese that we can get |oan
form that kind of banks but is the ADBL's program sufficient to provide
adequate loan for all Nepalese? Why the banks are only concentrating on the
urban areas? Why don't they want to extend their branch in the rura and

remote area? What is the reason for this?

This research paper attempts to shows the effective application of loan
management within the conceptual framework of loan disbursement and
collection procedure. Besides this, the preset study intends to explore the
following basis research questions, seeks to bridge the present gap of
potential borrowers and banking institutions.

a) What isthe process of receiving loan from ADBL and returning it in

Time?

b) How easy isit to receive?

¢) What is the situation of outstanding loan?

d) What steps should be taken to improve the lending and recovery

Procedure of disbursement loan?
1.7. Objectives of the Study
The main objective of the present study is to evaluate the loan disbursement
and collection procedure of ADBL. In accordance to this main objective the

study will try to meet the following specific objectives.

a) To examine the loan disbursement and collection procedure of ADBL.

b) To evaluate the trend of loan investment, collection and outstanding.
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¢) To analyse the achievement of purpose wise and term wise loan
Disbursement, outstanding and collection of ADBL.

d) To study lending policy and interest rate change by ADBL.

€) To suggest some remedies for improving loan disbursement and

Collection procedure of ADBL.

1.8. Significance Of Study

ADBL is one of the mgjor financial institutions supporting to the rural and
urban people for institutional credit. Many lending agencies are present in
Nepal but agricultural financing problem has not been solved yet. In other
words ADBL is contributing more than 79 percentage of institutional credit
to the rura populace by strengthening its network in al over the country.
Non-institutional financing still now plays a vital role in rural area. This
study provides some information to analyze the data and some occurring
problems for specific field. This study tries to focus the ADBL’s
disbursement and collection procedure so that all Nepalese farmers and other
entrepreneur can get some knowledge about receiving the institutional credit
form ADBL easily. In the context of Nepal, very few studies and research
have been made related to loan disbursement and collection procedure of

ADBL. Out of this, there is some importance of the study.

a) To the bank (ADBL)
b) To the targeted entrepreneur and farmers.
c¢) To the policy makers

d) To theinterested person and scholars.

18



1.9. Limitation of the Study

Today world is dynamic, every things existing here are of limit character.
Likewise, this study is also surrounded by limitations. This study is for the
partial fulfilment of MBS course of T.U., so it may not be useful for the

other aspects. The limitations of the study are as follows:

a) This study mainly concerns with ADBL.

b) This study focuses mainly on loan disbursement and collection procedure.

c) Data, which is used in study, are of last 5 years ending F/Y 2065/66.

d) Availability of relevant data and other information will be determined its
Scope.

1.10. Organization Of The Study

This study has been comprised into five chapters, each devoted to some
aspects loan management of ADBL. The titles of each of these chapters are
summarized and the contents of each of these chapters of this study are

briefly mentioned here.

Chapter | : Introduction

Chapter 11 : Review of Literature

Chapter 111 : Research Methodol ogy

Chapter 1V : Presentation and Analysis of Data

Chapter V : Summery, Conclusion and Recommendations.

The first chapter, Introduction, deals with the meaning of bank, brief
historical background of ADBL, statement of problem, objectives,

Importance, research methodology and chapter scheme of the study.
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The second chapter, review of literature includes some work, analysis and
discussion aready made in the field of banks in various planning periods and
finally, a brief review of previous research works specially made in respect

of disbursement and collection procedure.

The third chapter, research methodology deals with research design, period
covered, types and sources of data, data collection procedure, method of
analysis and analytical tools used.

In fourth chapter collected data through various sources have been presented.
It mainly consist the analysis of various types of data regarding disbursement

and collection as well asrecovery rate of ADBL.
The fifth and the final chapter is concerned with the suggestive framework

that consists with the overall findings, issues and gaps, conclusions ,findings

and recommendations of the study.
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CHAPTER I

REVIEW OF LITERATURE

Review of literature comprises of previous research study articles concerned
with this study and other studies with a view for supplement the present
research and such review adds to the dimension of the study. This chapter
deals with review of books, review of journals and articles and review of

thesis.

This chapter is comprehensive study on the conceptual framework review of
books, journals and various researches regarding loan management of
ADBL. Review of Literature can be studied by dividing it in the following

ways:

Conceptual Framework
Review of Journals and Articles

Review of Thesis

2.1. Conceptual Framework

In this section, various books are reviewed that are written by the different
writers that make clear about the conceptual foundation of loan management.
It helps to assess new idea by examining views of different writers and

scholars.

"A development bank establishes either by the government for
(certain) balanced development of that country or private sector as the act
provided by government. While the private sector tries to do so, they should

provide necessary founds them. But we need to know what are their
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functions, duties and responsibilities. We aso describe their policies,
strategies and procedures for long-run effectiveness. This should be

understandabl e point.

General Principal of development bank is to provide loans to needy
person/group who want to develop their socio-economic condition because
some people have skill and knowledge but lack of money. The development
bank will serve such people by providing loans. A development bank must
care the operation of the loaner, their supervision and inspections should
play a significant role after disbursement the loan to them. So an important
task of a development financial institution is to establish close and

constructive contracts with its clients’ (Diamond, 1960: 61).

"The bank has been playing important role for agriculture
development increased agro production. The bank introduced reform
program has focused priority to make the farmers more laborious, take loans
with refundable loans over due and restructure past due loans. While
restructuring loans over due and chronic loans have been renewed giving

financial discount on capital & invest amount” (Panta, 1971: 234).

"Both demand and supply side of agriculture finance in Nepa. In
demand side, he has mentioned demand for credit, in datedness, investment
and disinvestments. Similarly, in the supply side, he has discussed
moneylenders, debt and legislation, co-operative and compulsory saving
scheme. He aso mentioned the importance and role of moneylenders on
agricultural financing" (Jha, 1978: 97).

“Development banking implies not only large scale sanction of

assistance but also stringent supervision of the proper use of credit. The
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development banks do not seem to have paid due attention to the latter
aspect. Apart form a lot of public money being wasted, this is likely to
Impair the ability of their institutions to sustain the current level of their
financing operation. In this connection the role of nominee directors assumes
specia significance" (Khan, 1982:432).

2.1.1. Concept of Bank

Simply, banks are those financia intermediaries who accept deposit and
grants loan. In other words bank may be defined as financial mediator
acceptation deposits and granting loans offers the widest menu of service of
any financial institution. Certainly bank can be identity by the functions they
perform in the economy. “In deed many financial institutions including
security dealer brokerage firm mutual funds and insurance companies are

trying to be similar as possible to bank in the services they offer.”

Nowadays, two of banking practices are seen in the rural financial market,
commercial banking and development banking. The commercial banks
usually make business in urban areas where as development banks provide
servicesin rural areas. In the commercia lending, usually the same client is
repeated if loan repaid. But in development finance if such repetition occurs,
the outreach could not be extended. Generally development banks are
established with the public funds such as government treasury or the

international financial institutions for the development.

2.1.2.Agricultural development Bank

With the main objective of providing institutional credit for enhancing the

production and productivity of the agricultural sector in the country, the
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Agricultural Development Bank, Nepal was established in 1968 under the
ADBN Act 1967, as successor to the cooperative Bank. The Land Reform
Savings Corporation was merged with ADBN in 1973. Subsequent
amendments to the Act empowered the bank to extend credit to small
farmers under group liability and expand the scope of financing to promote
cottage industries. The amendments also permitted the bank to engage in

commercial banking activities for the mobilization of domestic resources.

Agricultural Development Bank Limited (ADBL) is an autonomous
organization largely owned by Government of Nepal. The bank has been
working as a premier rural credit institution since the last three decades,
contributing a more than 67 percent of institutional credit supply in the
country. Hence, rura finance is the principal operational area of ADBL.
Besides, it has also been executing Small Farmer Development Program
(SFDP), the major poverty alleviation program launched in the country.
Furthermore, the bank has also been involved in commercial banking

operations since 1984.

The enactment of Bank and Financial Institution Ordinance (BAFIO) in
February 2004 abolished all Acts related to financia institutions including
the ADBN Act, 1967. In line with the BAFIO, ADBL has been incorporated
as a public limited company. Thus, ADBL operates as an "A" category
financial Institution under the legal framework of BAFIO and the Company
Act, 2053. (www.adbl.com.np, July 14, 2005)

2.1.3. Credit policy of Bank (Rose, 2002:525).

In providing loans to its costumer, a bank has to follow a sound credit policy

and conduct the business of lending on the basis of certain fund principles. In
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other words a bank or any financia institute can disburse necessary amount
to their borrowers and collect the entire disbursed amount in time if thereisa
good lending policy. Without effective and proper lending or credit policy no
banks can accomplish its predetermined goals and objectives. The

established credit policy normally speaks about the following component:

a) Safety of Funds

b) Liquidity

C) Security

d) Purpose of loan

e) Profitability

f) Spread or loan mix
g) National interest

2.1.4. Establishing a Written Loan Policy (Shrestha, 2006: 242)

It is essential to establish a written loan policy to make sure that its loans
meet al regulatory standards and are profitable. Such a policy gives loan
officer specific guideline in making individual loan decisions and in shaping
the bank's overal loan portfolio. The actual makeup of a bank's loan
portfolio should reflect what its loan policy says. Otherwise, the loan policy
is not functioning effectively and should be either revised or more strongly

enforced by senior management.

A written loan policy statement carries a number of advantages for the bank
adopting it. It communicates to employees working fin the loan department
what procedures they must follow and what their responsibilities are. It helps
the bank move toward a loan portfolio that can successfully blend multiple

objectives. The loan policy should be written in such a way that it should
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guide in promoting the bank's profitability, controlling its risk exposure and

satisfying regulatory requirements.

1. Characteristics of a Good L oan Portfolio : The loan should specify the
characteristics of a good loan portfolio for the bank in terms of types,

maturities, sizes and quality of loans.

2. Specification of Lending Authority : The specifications of the lending
authority should be given to each loan officer and loan committee. This helps
to measure the maximum amount and types of loan that each person and

committee can approve.

3. Line of Responsibility : There should be the lines of responsibility in

making assignment and reporting information within the loan department.

4. Documentation : All documents required for loan should ne determined
clearly. That is to accompany each loan application and bank's credit file.
Basically, financial statement, security and agreements are the main

documents to be attached with loan file.

5. Collateral Guidelines: All essential guidelines should be established for
taking, evaluating and perfecting loan collateral.

6. Loan Limit : The preferred upper limit for total loans outstanding should
be determined in the loan management. It specifies the maximum ratio of

total loans to total assets allowed.

7. Loan Area : A description of the bank's principal trade area should be

made in the loan management, which most loans should come from.
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8. Solving Loan Problems : There should be a discussion of the preferred
procedures for detecting, analyzing, and working out problem loan

situations.

2.1.5. Stepsin the Lending Process (Shrestha, 2006: 244)

The lending process may vary according to size and types of loans.
However, there is certain lending process followed by most banks. The

principal lending process has the following steps in general :

1. Loan Application
Most individual loans arise from a direct request from a customer who
approaches a member of the bank's staff and asks to fill out a loan
application. Business loan requests, on the other hand, often arises from
contacts by bank's loan officers and sales representatives. They propose
loans to the firms operating in the bank's market area. Sometimes loan
officers will cal on the same company for months before the customer

finally agree to give the bank atry by filling out aloan application.

2. Loan Interview

Once a customer decides to request a loan, an interview with a loan
officer usually follows right away, giving the customer the opportunity to
explain he or her credit needs. That interview is particularly important
because it provides an opportunity for the bank's loan officer to assess the
customer's character and sincerity of purpose. If the customer appears to lack
sincerity in acknowledging the need to follow to the terms of a loan, this
must be recorded as a strong factor evaluating against approval of the loan

request.
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3. SiteVisit
If a business or mortgage loan is applied for an officer of the bank
usually makes a site visit to assess the customer's location and the condition
of the property. Site visit helps to verify the accuracy of the information
provided by the applicant. It also reveals the degree of customer's sincerity

and character.

4. Reference Check
The loan officer may contact other creditors, who have previously
loaned money to this customer to see what their experience has been. Did the
customer fully adhere to previous loan agreements and keep satisfactory
deposit balances? This payment record often reveals much about the
customer's character, sincerity of purpose, and sense of responsibility in

making use of bank's|oan.

5. Documentation
If every thing up to this point is favorable, the customer is, then,
asked to submit several crucial documents in order to fully evaluate the loan
request, including complete financial statements. In case of a corporation, the
applicant is also asked for board of director's resolutions authorizing the

negotiation of aloan with the bank.

6. Credit Analysis
Once al documents are on file, the credit analysis division of the bank
conducts a thorough financial analysis of them aimed at determining whether
the customer has sufficient cash flow and backup assets to repay the loan.
The credit anaysis divison then prepares a brief summary and
recommendation. This recommendation goes to the loan committee for

approval. Incase of larger loans, member of the credit analysis division gives
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an oral presentation, and discussion will ensue between staff analysis and the

loan committee over the strong and weak points of aloan proposal.

7. Perfecting Collateral
When the loan committee approves the customer's loan request, the
loan officer or the credit committee will usually check on the property to be
pledged as collateral in order to ensure that the bank immediate assesses to
the collateral or can acquire title t the property involved in case the loan

agreement is defaulted.

8. Monitoring
After advancing loan to the customer, it seems to be the end of
lending process. But, actually it is the beginning of lending process. Can the

loan officer put the signed loan agreement on the shelf.

2.1.6. Components of a good loan application (Sngh, 2005: 62)

To take loan from ADBL, borrowers must have following components :

a) Must be a Nepalese citizen, if the applicant is cooperative or corporation
body, it must be registered in the related government office

b) Must have necessary knowledge, experience and skilled to operate
enterprise.

¢) Must be socially and financially characteristic nature

d) Must be arrears in repayment of principal or interest or any existing loan
except for region behind their reasonable region.

€) Must be willing to meet the equity contribution for the project as required
by ADBL relies and regulations.
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2.1.7.Lending Documentswhilereceiving loan (Sng, 2005: 65)

The following documents are needed while receiving the loan form ADBL.

a) Copies of ownership certificate of land or building, receipt of land revenue
and citizenship of Nepal citizen.

b) Blue print of land or building.

¢) Firm registration certificate.

d) Acceptance of owners while taking the collateral of other person

e) Credit information form other related financial institutions

f) Cost estimate of the project

g) Quotation of the machinery while procuring it for the project

h) Tow copies passport size photo of client.

1) Scheme and feasibility study report etc.

2.1.8. Loan Approval Process (Shrestha, 2006:2438)

Disbursement procedures work after the operation of loan approval process
under lending conditions and disbursement procedures.

Loan approving authority approves only after being convinced that the loan
will be recovered aone with interest in time. There may not be the same
procedure for all kinds of loan. The process of accepting loan to industry or
merchant differs with each other. Similarly, the approving process of loan
concerning to primary sector and bigger project is also not similar. Approval
of wrong loan proposal makes lending institution death knell. It entails the

following sequences.
a) Application

b) Conducting the interview (loan purpose, amount of loan, repayment

source, history of business, banking relationship)
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c¢) Credit analysis (historical analysis, character, capacity conditions,
collateral, capital)

d) Forecast and risk rating system

€) Return

f) Liquidation

g) Creditworthiness and debt structure

h) Preparation of credit report

2.1.9. Mgjor Programsof ADBL (www.adbl.com.np)

a) Development Financing Program

ADBL initiated development financing program to improve economic
condition of the rural people by increasing productivity in agricultural
practices. In the context, ADBL has been providing agricultural credit and
technical support in various activities such as cereal and crop, tea and coffee
production, livestock raising, irrigation, horticulture, cottage industry, energy
sector and fisheries development. An attempt to study the trend of
investment, collection, and outstanding loan of development financing sector

for five years has been carried out.

b) Commercial Banking Program

ADBL initially opened its banking units attached with branches and sub-
branch offices working in rural as well as urban areas aimed to provide

banking facilities along with agricultural credit. Due to cost factor, the bank
started to close down rura units gradualy since 1989. The bank first
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established banking offices at Ratnapark in 1984 and other more than 40

officesin urban areas

Initially, the bank aimed at collecting deposits as a source of fund to meet the
increasing agricultural credit demand in rural sector. However, strengthen
the resources base of bank, compensate the loss incurred by the devel opment
banking offices situated in rural areas and maintain liquidity the bank started
commercial banking lending operation form 1991. It provides the loan in
various activities through the different form such as overdraft, business loan,

industrial loan, contract loan, hire purchasing loan and serviced loan.

In addition to acceptance of deposit, commercial banks deliver the following
services aswell:

a) Issue of Bank Guarantee

b) Fax Transfer services

c) Draft and Mall transfer services

d) Collection of Cheque, Draft and Bills

2.1.10. Poverty Reduction Program (annual report of ADBL)

a) Small Farmer Development Program (SFDP)

A great mgjority of the world's population still resides in rural isolation
confronted by problems such as poverty, disease, illiteracy, inadequate
resources and such others. About 900 million people of the Asia and the
Pacific region are poor. Poverty is still rampant in South Asian region where
about half billion people fall under the acute poverty line. In the context of
Nepal, it is estimated that about two million household (about 38 percent of

the total population) are below poverty line. Incidence of poverty is higher in
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rural area as compared to the urban and semi-urban area of Nepal. Therefore,
reduction of poverty isthe main challenge for the development of Nepal, and
hence has been the main focused program in the past as well as present

national development plan of the government.

To conguer the problem, the Small Farmers Development Program (SFDP)
was initiated in 1975. It was, the outcome of the FAO/UNDP joint regiona
project named “Asian Survey of Agrarian Reform and Rural Development”
(ASARRD), which recognized the fact that special efforts were needed to
support the poor and disadvantaged groups. As a pilot project in Nepal, it
was first tested at Mahendranagar in Dhanusha District (Terai/plain region)
in 2032 Bhadra (August 1975) and at Tupche in Nuwakot (Hill region)
Districts in 2032 Falgun (February 1976). The Agricultural Development
Bank of Nepal (ADBN) was entrusted with the responsibility of executing
the project.

The main objective of the program is to raise the socio-economic status of
the small farmers, land less labors including women by bringing them into
the mainstream of the development process and by institutional development

of their own grass-root level organizations.

b) Major activities of SFDP

I Economic activities

SFDP provides credit for different purposes related to production, farm
mechanization, marketing, and other income/employment generating

activities. Credit support has been fruitful in improving the economic status

of the small farmers by increasing the productivity and production of
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agricultural related projects. Moreover, they are benefiting by engaging
themselves in small-scale cottage industry with the credit support.

I Social and community development

Considering the fact that the process of economic development and social
enhancement should be so related that they become mutually supportive and
reinforcing, so apart form credit, the program incorporates essential social
and community development activities such as adult education, population
education, parental education, child care center, health and nutrition,
establishment of drinking water schemes, community hall, school roofing,
community irrigation schemes, community plantation and foot trail and
gravel road construction, repair and maintenance of village road, Vegetable

seed distribution and other appropriate and needy program.

I Community Surface Irrigation program (CSIP)

Community surface irrigation development is a highly prioritized and
demanded program by the small framers. The SFDP has been emphasizing
the construction of irrigation schemes at community level with active
participation of small farmers form initiation to evaluation stage of the
program. As of mid July 2000 the program has benefited over 25900
hectares of land of more than 29437 househol ds through 564 schemes. The
recently conducted study on "Effectiveness of CSIP" indicates that there is
significant improvement in socio-economic change of the beneficiaries
farmers after completion of the project. It is mainly due to positive changein
cropping pattern, crop diversification, increase in land value, change in food

habit and positive thinking in child education especially girl child.
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T Environment Conservation

Environmental promotion and conservation is another important activity is
another important activity initiated by the program with the support of
UNICEF. The main sense of the environmental activities in SFDP is to
reduce pressure of workload on women and strain on environment. As most
of small farmers are badly affected by the deforestation i.e. lack of fire
wood, timber for housing and furniture, fodder for livestock, drying of
drinking water sources, more time to collect fodder and other materials.
Form the forest, depletion of soil fertility and other more. Activities
implemented in this program are as community plantation, distribution of
saplings of fruits and fodder and timber tree, leasehold fodder and forest
program, plantation to protect the sources of drinking water and irrigation
canas, drinking water schemes, construction of convenient latrine and
smoke less stove, hio-gas plant, use of compost manure and other

appropriate program to promote the environmental conservation programs.

I Gender and Development

Considering the low socio-economic status of rural women, Woman
Development Program (WDP) was initiated to discern the concerns and cater
to their special needs in 1982 as an integral part of SFDP. Aimed a to
providing the basic services to rural poor women, WDP is beng
implemented in all of the SPOs in genera and intensively in 36 SPOs,
altogether more than 30 thousand women small farmer members are being
provide with services to enable to undertake various non-farm and off-farm
income generating activities. More priority to women members is given in
group formation and implementation of program. At present 5 women SFDP

is in implementation one in each development region, where women group
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organizer is deputed. These SFDP provides services only to women group
members. Overall performances of women group members are better as

compared to their counterpart

 Livestock Insurance

One of the main portfolios of loan of small farmers is livestock. Its share in
total outstanding loan is about half. Among livestock, share of milking cow
and buffalo, she-calves are much more compared to the rest. Although, profit
form livestock is more and is preferred by small farmers it is more risky
compared to their other business. Because, in case of sudden death of
cow/buffalo farmers have to face series of problems in one hand and bank
has to face problem in loan repayment in other hand. Moreover, insurance
program encourages farmers for raising improved breed and supports in
generation of internal resources. Therefore, ADBL has provided special
arrangement for the insurance of small farmer’s livestock by their own
committee. Support of government in terms of providing 50% subsidy in
premium is highly appreciable and it motivates small farmers toward the

program.

¢) Impact of SFDP

Impact evaluation of SFDP conducted by national and international
organization has reported several positive changes brought by SFDP with the
help of economic social development activities. Increase in production and
productivity of agricultura and livestock sector and increase in use of

improved agricultural inputs and technology due to this program.
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Rural physical infrastructures build up like community hall, road
maintenance, community surface irrigation projects, community drinking
water scheme and such other, access for credit for income generation such as
increase in socio-economic status, increases in literacy rate especially adult
literacy are also the positive impact of the program. Access to health service
I.e. positive change in food habit, improvement in the health of mother and
children, improved hygiene and sanitation, safe drinking waters are the
positive impact. Leadership development (implementation of SFCL by the
small farmers trained by the SPOs) has increase in participation of small
farmers, increase in status of women and children; increased participation in
live hood projects by women more convenience in doing household

responsibility for women.

d) Small farmer’s co-oper ative limited (SFCL)

SFCL refers to the small framer organization which is developed through
institutional development process with a view to build up institutiona
management capacity to implement SFDP through that sort of organization.
Under these smal farmers could be made capable of planning,
implementing, monitoring and evaluating the programs their own levels for
the benefit of small farmer’s families on one hand minimizing the
operational cost to ADBL for implementing SFDP on other.

With this concept ADBL took initiative to undertake institutiona
development of SFDP and visualized the potentialities of experiment of such
programs in the sub project offices of Dhading district selecting them as
learning laboratories and thereby replicating the similar programs in SPOs of

other district based on successful outcomes.
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e) Institutional development program (I1DP)

In order to implement the program financially viable and sustainable manner
by empowering the grass-root level organization of small farmers so that
they can implement the program by themselves, ADBL has initiated
Institutional Development Program (IDP). It is an innovative approach
developed within the SFDP Program and is based on the participatory
approach.

ADBN has planned to implement this program in all SPOs and gradually
hand over these SPOs to the small farmers. Bank has adopted specific
package for SPOs selected for the IDP process and general package for SPOs
trying to enter in the process of IDP. As of mid-July 2004, 161 SPOs have
been handed over to the organization of small farmers i.e. Small Farmers
Cooperative Limited (SFCL) and 75 are in the process of IDP. Various study
reports reveal that performances of SFCL are quite encourage-able and are
comparatively better than other such program. Significant improvement in
internal resources, decrease in operational cost, operational and financial
viability is some  of the  maor achievements  made
by SFCL. Moreover, the local small farmers administer it and all staffs are
from the family of small farmers. Therefore, they are more responsible and
performance oriented.

Objectives of IDP

a) To develop organization of the small farmers at the grass-root |evel

b) To enhance their knowledge, skill and attitude by involving themin
different training programs.

¢) To develop leadership capability and managerial skill among small
farmers.
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d) To involve them in every activities of SPOs and thus able to continue the
activities of SFCL

€) To create internal resources at local level and use it for meaningful
pUrpoSEs.

f) To increase share of small farmers and able to make them self-sustainable
gradually.

g) To promote sustainable financial intermediary linkage between the bank
and the small farmers.

h) To expand and increase coverage and volume of businessin a cost and

time effective manner.

Achievements

a) Obtained international CGAP award (For outstanding performance in rural
poverty alleviation)

b) Organizational devel opment

C) Increase in participation of small farmers

d) Significant increase in internal resources

e) Significant decrease in operating cost

f) Financial viability

0) Relatively increase in coverage

h) Increase in volume of business

i) Comparatively increase in participation of women

J) Increasein social status and prestige

2.1.11. Reform Program (www.adbl.com.np)
Significant improvement in loan collection, decrease in the rate of over due

loan, control in growth of overdue loans and interest receivable,

enhancement in staff productivity, get a liquidity management and
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management of fund for loan provision, improvement in investment policy

etc are the most achievements of the first reform program initiated in 1997.

Similarly the second reform program was initiated since 2001 introducing
the concept and procedure of income recognition policy, loan loss
provisioning system, transfer pricing system and financial indicator
application. These al policies are focused not only to apply the scientific
norms followed by the international financial institution and instruction
given by NRB but also make the self sustain offices through the concept of
responsibility center. The major objectives of the second refund program are
to attain sufficiency in terms of financial resources, introduce potential
norms and gradually introduce proficiently work culture in field offices,
introduce transfer price in system at field level offices and monitor progress

of all offices by applying financia integrators.

True and fair picture of the financial statement of head office and field
offices gradua transformation into financially more viable institution,
capable to provide reasonable rate of return to its share holder, optimizing of
income, an expenses as well as enhancing quality of loan portfolio by the
field offices are the expected outcome form the second reform program.
Customer security fund program for the customer of the bank who takes loan

has been launched on the behalf of the customer.

2.1.12. Loan

The temporary provision of money usually at interest is known as loan. It
can be defined in following ways:

a) The temporary provision of money (usually at interest) is known as loan.

b) The principle or amount of total borrowed money i.e. repaid with interest.
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c) Money lent to a borrower than must be repaid with interest.

d) A sum of money lent by one person or organization to another usually
with interest.

€) Loan deferred form grants on that day has to be repaid with interest. This
requires that the recipientsis credit worthy, can provide security against
default and has a cash flow sufficient to make the interest, capital

payment.

The amount of principal, which is lent by the bank to the customer, is known
as loan. There are various types of loan having different interest rate.
Normally on the basis of time, there is three terms of loan is existing:

a) Short-term loan (Below 1 to 2 years) 8.5% to 10.8% interest rate

b) Medium-term loan (3 to 7 years) 10% to 12.5% interest rate

¢) Long-term loan (8-20 years) 12% to 16% interest rate.

The temporary provision of money usually at interest is known as loan. It is
the principal amount which is repaid with interest. The interest most be paid
with the borrowed money. A sum of money lends by one person or
organization to another usually with interest is also known as loan. Loan
deferred from grant sin that day has to be repaid with interest this requires
that the recipients is credit worthy, can provide security against default and
has a cash flow sufficient to make the interest, capital payment. The amount
of principal which is lent by the bank to the costumer is known as loan and

there are various types of loan having different interest rate.
Before two years the Nepal Rastra bank given some directive to the

commercial bank, in this directive there are four types of loan, they are as

following:
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Classification Period of |oan recovery

Good Not crossed limit or up to 3 month only
Inferior (Sub-standard) | Crossed 3 to 6 month

Doubtful Crossed 6 to 12 month

Bad (worse) Crossed 12 month

2.1.13. Management of Loans (annual report of ADBL)

Loan management is especially focused on the management of loan
disbursement and collection procedures, controlling and monitoring of
lending activities. Here, planning denotes consideration of risk and return to
meet profit object along with division of loan assets among consumer,
commercial and mortgage. Organization refers to putting goas and
objectives into action through definition and process with support functions.
Controlling entails making and monitoring loans as per deadlines supported

by corrective actions to be taken in granting loans if necessary:

All the activities followed by the bank for the disbursement and collecting of
loan are known as loan management. The two simultaneous running aspects
are

A. Loan disbursement

Banks are expected to support their local communities with an adequate
supply of credit for al legitimate business to consumer financial needs and
to price that credit responsibility in line with competitively determined
interest rates. "In deed, making loans is the principal economic function of

banks to fund consumption and investment spending by business, individuals

42



and units of government. How will a bank perform its lending function has a
great deal to do with the economic health of its region, because banks loan
support the growth of new business and jobs. Loans often seems to convey
positive information to the market place about borrower's credit quality,
enabling a obtain more and perhaps some what cheaper funds form other

source."

In banking sector all transaction and unavoidable loan disbursement policy
and its working methods or procedure is regarded very important. The policy
of loan flow, loan administration, audit of loan, renewable of loan, the
conditions of loan flow, documents of loan flow, the provision of security,
the procession of the payment of the capital and its interest and others such

procedures which plays agreat role in healthy competitive activities.

B. Loan Collection

A bank or any financial institution can be described necessary amount to
their borrowers and collect the entire disburse amount in time if there is a
good loan management system. "Just as expediting the collection process
conserves cash slowing disbursements accomplishes the same thing by the
same thing keeping cash on hand for longer period. An obvious way to do
this is smply to delay payment, but this involves equally obvious
difficulties. Firms have, in the past, devised rather ingenious methods for
'legitimately' lengthening the collection period on their own check ranging
form maintenance disbursement accounts in remote banks to using slow,
awkward payment procedure. Since such practices are usually recognized for

what they are, their use should be avoided.
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Designation of repayment of the loan is aso an art to the bankers. The
appropriate selection of the repayment method according to the nature of
loan is also a challenging part of lending. Loan is defined as the amount
expected to be repaid with interest. In each loan, modalities for repayments
Is mentioned which is affected by the nature of debt. In case of long-term
loan, payment is received in the form of installments (principal + Interest) as
per pre-fixed schedule. So in the case of hire purchase loan while in case of
overdraft, interest is paid at the given frequency (monthly/ quarterly/ bi-
annually) while principal is paid at any time before expiry of the facility. In
case of part payment, interest is paid first and remaining amount in utilized
to reduce principal outstanding. There are loans in which interest and full
debt is paid in lump sum. In some cases, interest is paid periodically and full
debt at maturity.

C. Security and margin policy

ADBL has accepted the collateral within the area under the kingdom of
Nepal. But collateral which is valid and acceptable to the bank is valued buy
the authority but only valid by authority. Loan in sanctioned granted by
deduction the margin as follows:

Security and Margin Policy

SN. | Typeof Collateral Margin deducted% | Loan%
1. Land 40% 60%
2. Building/go-down/cold storage | 40% 60%
3. M achinery/equipment 50% 50%

Source : Unaudited Financial Results of ADBL



2.1.14. Lending Policy (Corporate Planning and Marketing Department)

The lending policy of ADBL is broadly based on two considerations, firstly,
it emphasizes the development of such loans for economically productive
purpose and secondly, it gives emphasis on regional specialization of
production depending upon the topographical and climate condition. Hence,
the lending policy of ADBL is not like that of commercial banks, which
usually advance loans when they are giving adequate security, but it
considers the productiveness of the loans. For this, it take the detail accounts
of the program including the expected periodic benefits form the concerned
party and check and reviews such accounts for its satisfaction. This has been

termed as a project approach.

Consideration for regiona specialization has been given by stressing
investment in cereal and cash crop production in the Terai, horticultural in
the hills, tea in the eastern region, and livestock development in Himalayan
and Teral region. It has also given stress on a specia program for small
farmers and landless agricultural |aborers, introducing SFDP under its direct
supervision and guidance within these broad policies and outlines. Various
other factors like eligibility of borrowers, loan limits, interest rates, security
and margin requirements etc. are aso specidly stated and taken into

consideration.

2.1.15. Interest Rate of ADBL

The bank has followed discriminatory interest rate policy depending upon
the borrowers and the purpose of loans. Loans for co-operative are cheaper

as against loans for individual borrowers. Similarly, loans for irrigating, bio-

gas, horticulture, tea and coffee, land development and housing, go-down
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and cold storage etc are cheaper as compared to other loans provided by the
banks. And now a day, the interest rate in Karnali zone is cheaper than other
parts. The pre availing interest rate charged by ADBL is shown in Appendix.

Notes:
1.5% discount on the interest allowed for those who pay monthly interest.

1% discount is allowed in the prescribed rate of interest for the green card

holder farmers

Medium interest rate is 2% higher then genera interest rate and the
highest interest rate is 4% higher than medium interest rate.

The interest rate for horticulture in Karnali Zone remains 10% remains

10% from SFCL whereas for other zone, it is 12%

In Karnali zone, the refinancing interest rate for Sajha co-operative is 10%
where as for the other zonesiit is 11% and in case of other purpose (except
tea/coffee, land development and housing, cold storage and godown)
interest rate is 2% less than individua interest rate.

General 10%, Medium 11%, highest 12% interest rate for SKBBL.
2.1.16. Procedure of lending
Individuals, co-operatives or corporate body willing to borrow the loan form
ADBL and most fill up the prescribed loan application form supplied by

ADBL. The applicant should submit supportive documents with the

application for such as certificates of land ownership, receipt of land revenue
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payment and certificate of government registration for corporate and co-
operatives organization. In some cases project feasibility report is essential in
case of big project. After receiving the application form of borrowers, ADBL
officials inspect the document as well as project site and security. After
Inspecting security, security is valued and borrower's acceptance on security
is taken by bank.

After examining all documents and field visit, loan committed approves loan
to those borrowers whose project seems technically feasible, economically
viable, politically suitable, and socially acceptable then eventually ADBL

approved notice to borrower.

2.1.17. Loan repayment period (Corporate Planning and Marketing
Department)

ADBL has decided the proposed projects for repayment of loan according to
nature and income generated by that project which is shown in the following
table:

SN. | Purpose Maximum period of loan
repayment
1. Production loan 6 months to 18 months
2. Livestock 1to 5 years
3 Horticulture, tea, coffee, 2105 years
nursery
4, Irrigation and agri-material 3to5years
5. Agri. Industries (Fixed) 5years
6. Alternative energy 3to 6 years
7. Agri Marketing Upto 1years
Operating capital Upto 1 years
Godwn/cold storage | Up to 10 years
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2.1.18. Remission of [oan

The BOD of ADBL has aright to grant remission of principal and interest of

loan provided by the ADBL. The GM has the right to rant remission of

capitalized interest of capitalized amount. The following loan committee has

authority for providing the remission of loan amount.

Remission of loan for one

S.N | Office
purpose
1. | Depot loan committee Up to Rs. 800
2. | Sub branch loan committee UptoRs. 1,200
3. | Branch loan committee Upto Rs. 2,000
4. | Main branch loan committee Upto Rs. 3,000
is trolling offi
; Supervision and controlling office Up to Rs. 8,000
| First grade loan committee
Specia grade loan committee Up to Rs. 5,000
H t t
g. | /O recovery departmen Up to Rs. 8,000
Recovery committee
7. | Chairmanship of DGM loan committee Up to Rs. 10,000
3 As per authority of BOD remission given Up to Rs. 10,001

through GM

Source : Corporate Planning and Marketing Department
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2.1.19.Collection procedure (Corporate Planning and Marketing Department)

A bank can collect easily its outstanding principal and interest in time, if it can
disburse his amount properly In other words, quality lending is the bank bone of
collection procedure. So, while providing loan it its customer a bank may sure to
collect the disburse loan in time. The appropriate selection to the repayment
method according to the nature of the loan is aso a challenging part of lending.
There are several methodologies and facilities extended by banks for collecting
loans, however, the selection of appropriate depends on the nature of loan, period
loan, and the nature of projects as well. Based on this, the banker normally has the

following options available for the collection of loan.

A. Short-term loan:

Historically, banks preferred to make short-term loans to business for non-
permanent additions to their working capital. In the early 50s, banks usually grants
self-liquidation loans to business firms to finance the purchase of inventories or
finished goods. The lengths of such loans are short period and are subject to make
repayment depending upon cash availability with the firm. That loan is adjusted

form the receipts of the goods sale.

On the other hand, working capital funds are also extended by banks for the
operation of business firm for short-period not exceeding one year. The amount of
loan is fixed form the manufacturer's estimate of the maximum amount of funds
that will be needed at any point during the period. Such loans are subject to
renewal or pay off the entire amount after its maturity. A revolving credit line
allows a business customer to borrow up to a prescribed limit, repay al or a

portion of the borrowing, and re-borrow a necessary until the lines matures.
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B. Long-term Loans:

The most risky of all business loans are project loans. Project loans are extended
for the construction of fixed assets designed to generate a flow of revenue in
future. Financing in mines, industries, power plants are some of the examples of
projects loans. Projects loans may be granted on recourse basis, in which the
lender or the bank can recover its funds form the companies sponsoring the project
in the event the project does not pay out the loan as planned. On the other side of
non-recourse basis, the lender takes additional security to cover the loan at the end
of maturity if it defaults. In the both cases, the bank can take over the project to

recover the loan.

Term loans are designed to fund long and medium term business investments,
such as purchase of equipments or the construction of physical facilities, covering
a period longer then one year. Long-term capital funds cannot be raised at short
notice. These funds have to be tied up to an acceptable proposal and planned and
estimated in advance so that the funds in the required quantum are available on
schedule. Usually, the borrowers applied for a lump sum loan based on the
budgeted cost of its proposed project and then pledge to reply aloan in series of
instalment (often payments are made quarterly or semester depending upon the
convenience of both parties). Therefore, term loans look to the flow of future
earnings of the business firm to amortize and retire the credit. The schedule of
instalment out flow firmly in mind at the time of investment. While some term
loan agreements do not call for repayment of loan principal until the end of the
loan period. In a bullet loan, only interest is paid periodicaly, with the full

principal is paid when loan matures.

Every term loan has a fixed repayment schedule which can be extended only under

exception circumstances. A long-term borrower can repay his loan before maturity
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but then he will be required to pay penal interest charge. Repayments are in annual
or periodical instalments. The amortization schedule may prescribe equal
instalments plus interest or equa instalment covering principal and interest.
Interest is charged on declining balance, the payment have to be completed in any
case before the expiry of the useful life of the project.

2.1.20. Pocket area group loan and total production loan (Loan division)

The lending policy of ADBL is broadly based on to consideration. If bank offices
classify loan according to geographical structured such a s climate condition of
natural resources, physical infrastructure facility, marketability etc provide
agricultural credit with in his work centre's places, then it is called pocket area
group loan. ADBL generally follows this approach to provide agricultura loan in
easy and smooth manner to people for balanced economic development of the
country. Pocket area loan group includes five to twenty members. Under total
production loan ADBL approves total requirement of credit to borrowers in
different purposes such a rice, millet, mustard etc with in one year at a time for
maximum three purposes. Generally the problem of submitting documents to get
loan on different purpose in different time within one year is reduced and farmers

will get advantage for it.

2.1.21. Green Card

It the borrowers of ADBL have been taking loan form ADBL since three years ago
and taking advantage form the project and also paying loan’s principal and interest

in time to the bank, “Green Card” is given to those farmers. The borrowers have to

pay less one percent interest rate on current prime lending rate.
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2.1.22.Recovery policy and procedure of ADBL (annual report of ADBL)

Each and every financia institution including ADBL has its own recovery policies
and procedure to collect principal and interest form farmers. ADBL grants short-
term, medium-term and long-term with fixed lending period. ADBL has won
recovery manual which wasissued in 1992 under ADB/N loan recovery regulation
1975 and ADB/N act 1967. The loan recovery manual is considered as a main
base/guide line to collect the loan invested early to farmers effectively with in its
loan instalment period. The recovery policies and procedure of loan recovery
manual of ADBL are:

Objectives of loan recovery manual
The main objectives of loan recovery manual are as follows:

a) Officia are mobilized for to conduct loan collection and timely monitoring by
setting collection target.

b) To make effective loan collection by conduction the recovery program on
loan before the loan instalment period.

c¢) To conduct loan recovery collection program regularly.

d) To determine the floor project as per pre determine payment program to
amend the date of loan recovery. If there is no pliability of recovering such
loan, then to determine it and make required provision.

e) To make provision of keeping borrowers file up to fate by the help of

information system

f) To give advice, suggestion and direction to borrowers for successful projects
by continuous monitoring and supervision (ADB/N, 1992: 3)
Authority of bank, if breaking the agreement ADBL has authority of breaking
agreement under the ADB/N act 1967 of article 20.
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a) The bank has the authority of to sell or auction of the collateral to recover the
loan amount and the interest.

b) If the collateral valuation of the borrower decreases bank has authority to
receive other property form borrower to sell and auction the property to
collect the principal and interest amount.

c) If ADBL isunable to collect the loan amount form the selling or auction of
collateral, bank has authority to recover loan amount from the other property
of borrowers.

d) Bank has authority to transfer the title of collateral to the third party. The third
party has same legal validity of their property title which is transferred by
the bank is same as by the borrowers.

€) Bank collects their loan amount by the selling, auction or any other expenses
to the borrowers form the selling or auction of collateral. If the amount is
received higher than the loan amount and other charges bank should be
returned those amounts to the borrowers, which is more form their recovery

amount.

f) Bank may be requested to the land registration office by the way of Nepalese
law for the registration or transfer the collateral title with itself or other third party,
which form the selling or any other process.
g) If the bank requested to the related registration or property transfer office for
the collateral title transfer and registration related office will do.
h) Collateral is not possible for selling or auction, the bank has authority to take

thetitle of collateral from the related government office.
Provision for interest, penalty and rebate

ADBL charged interest in different purpose which is shown in previous page.

Extra provisions on interest rate, penalty and rebate are given below:

53



a) ADBL charges 1% service charge, if the loan amount and outstanding is more
than Rs. 50,000

b) ADBL has different interest rates. Generally, a co-operatives organization has
to pay less interest rather than the individual borrower.

c) If correction is made in payment period, then the rebate is given as penalty as
well asinterest and principal

d) Some time ADBL introduces notice of rebate especialy file closing time 75%

to 85% rebate is given on non performing loan's interest to farmers.

Provision for memorandum |etter
Three types of memorandum letters will be issued by ADBL to loan collection.

a) First memorandum letter: The first memorandum letter will be send to
borrower before loan instalment period.

b) Second memorandum latter: The second memorandum letter will be sent to
borrowers after one month; if the borrowers didn't pay principal and interest
with in the loan instalment period after sending first memorandum |etter.

c) Pre notice to published borrowers name in magazine: If the borrower didn't
pay loan after sending second memorandum latter ADBL sent notices to
borrowers after 60 days. These memorandum letters will be sending
through post office and officials of ADBL who goes on field visits for loan
collection. After sending memorandum letters 55 days, notice should be

published in news paper.

Punishment stage of recovery
There are two stages of punishment that is one is genera stage and another is
critical stage. General punishment is a primary stage of recovering loan. First,
second and third memorandum letters are to be sent in this stage. This stage is pre

symbol of publishing borrower's name in magazines. When the borrowers are
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failed to reply loan amount, critical and legal punishment stage arises. ADBL
publishes the name of borrower in the public news paper to pay their loan amount
with in 35 days; other wise collateral will be sold by auction to collect the loan

amount through legal process.

Provision of sick period
Under the following conditions projects are consider as sick projects:

a) Partial or absolute loss form natural calamities such as earth quake, flood, land
dide, fire etc.

b) After project entrepreneur's death, if other people and family members are not
operate project

c) If project is operated for some year and after that project can't be run though
lack of raw material, market, increase in tax, electricity charge etc

d) If ADBL unable to grant credit on time, less loan is approved and not get

grace period according the requirement.

Correction of payment project
If project is considered as sick through supervision and inspection, correction of
payment period will be made/ done by ADBL under the following condition.

a) Due to systematic cause that is beard by the borrower and project will not
started in time.

b) If the project isfailed or going on loss by the causes of natural calamities such
as heavy rain, earth quake, robbery and accidents.

c) If the project is affected by different diseases.

d) In case of destroyed or damaged the product of the project that can't be sold
due to lack of market €) If the borrower's family requests after the death of
main proprietor, if the project may not be operate success fully or it will be
difficult to operate.
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Pre-notice for publication of borrower's name in magazines
If the borrower fails to repay their loan to ADBL, ADB sends memorandum |etter
and does timely supervision of lending project. After this situation bank takes
legal provision for recovering loan amount by selling collateral through auction or
any other legal procedure. Bank publishes the borrower's name with the title of
collateral in local and national newspapers for the payment of .loan within 35

days.

Provision for auction of collateral
The bank publishes notice in different national newspaper for the auction of
collateral, if failure to recover loan amount itself or by the borrower. The bank has
decentralism the auction power for different level of officials, which re given
below:
a) If the loan's principal and interest of to Rs. 500000, district level auction
committee has decision power.
b) If the loan's principal and interest of to Rs. 500001 to Rs. 700000, supervision
and controlling office has decision power.
c) Loan's principal and interest up to Rs. 700001 to Rs. 1500000, decision power
goesto DGM level committee.
d) If the loan's principal and interest is more than Rs. 1,500,001, decision
prowler goesto GM level committee or the BOD of the bank
€) The bank has authority for publishing of this decision 7 days after passing the

information about the borrower's.

Doubtful loan
ADBL announces the doubtful loan if the amount will not be possible to recover,
doubtful loan is considered under the following conditions.

a) If the collateral is value less through the causes of natural calamities, other

accident and not possible to collect loan form borrower's other property.
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b) To recover loan amount is not possible after selling or auction of collateral
and there is no other properties of the borrower's in the kingdom of Nepal.

c) If the borrower's didnt found by the bank and collateral may not be
determined.

d) If the loan amount may not be possible to recover when lending is made form
the security and insurance of loan amount.

€) In case of loan provide under the security of the project, if the project is
failure.

f) If borrower's succeed to take loan form the bank by submitting duplicate document
that is cheating and bank fails to find out the borrower or may not get success to
recover the loan by the legal process.

g) If the bank requested to the related registration or property transfer office for
the collateral title transfer and registration related office will do.

h) Collateral is not possible for selling or auction, the bank has authority to take

the title of collateral from the related government office.

Provision for interest, penalty and rebate
ADBL charged interest in different purpose which is shown in previous page.

Extra provisions on interest rate, penalty and rebate are given below:

a) ADBL charges 1% service charge, if the loan amount and outstanding is more
than Rs. 50,000

b) ADBL has different interest rates. Generally, a co-operatives organization has
to pay less interest rather than the individual borrower.

c) If correction is made in payment period, then the rebate is given as penalty as
well asinterest and principal

d) Some time ADBL introduces notice of rebate especialy file closing time 75%

to 85% rebate is given on non performing loan's interest to farmers.
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Provision for memorandum |etter
Three types of memorandum letters will be issued by ADBL to loan collection.

a) First memorandum letter: The first memorandum letter will be send to
borrower before loan instalment period.

b) Second memorandum latter: The second memorandum letter will be sent to
borrowers after one month; if the borrowers didn't pay principal and interest
with in the loan instalment period after sending first memorandum |etter.

c¢) Pre notice to published borrowers name in magazine: If the borrower didn't pay
loan after sending second memorandum latter ADBL sent notices to borrowers
after 60 days. These memorandum letters will be sending through post office and
officials of ADBL who goes on field visits for loan collection. After sending
memorandum letters 55 days, notice should be published in news paper.
Punishment stage of recovery

There are two stages of punishment that is one is genera stage and another is
critical stage. General punishment is a primary stage of recovering loan. First,
second and third memorandum letters are to be sent in this stage. This stage is pre
symbol of publishing borrower's name in magazines. When the borrowers are
failed to reply loan amount, critical and legal punishment stage arises. ADBL
publishes the name of borrower in the public news paper to pay their loan amount
with in 35 days; other wise collateral will be sold by auction to collect the loan

amount through legal process.

Provision of sick period
Under the following conditions projects are consider as sick projects:
a) Partial or absolute loss form natural calamities such as earth quake, flood, land
dide, fire etc.
b) After project entrepreneur's death, if other people and family members are not

operate project
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c) If project is operated for some year and after that project can't be run though
lack of raw material, market, increase in tax, electricity charge etc
d) If ADBL unable to grant credit on time, less loan is approved and not get

grace period according the requirement.

Correction of payment project
If project is considered as sick through supervision and inspection, correction of
payment period will be made/ done by ADBL under the following condition.
a) Due to systematic cause that is beard by the borrower and project will not
started in time.
b) If the project isfailed or going on loss by the causes of natural calamities such
as heavy rain, earth quake, robbery and accidents.
c) If the project is affected by different diseases.
d) In case of destroyed or damaged the product of the project that can't be sold
due to lack of market €) If the borrower's family requests after the death of
main proprietor, if the project may not be operate success fully or it will be

difficult to operate.

Pre-notice for publication of borrower's name in magazines
If the borrower fails to repay their loan to ADBL, ADB sends memorandum |etter
and does timely supervision of lending project. After this situation bank takes
legal provision for recovering loan amount by selling collateral through auction or
any other legal procedure. Bank publishes the borrower's name with the title of
collateral in local and national newspapers for the payment of .loan within 35

days.

Provision for auction of collateral
The bank publishes notice in different national newspaper for the auction of

collateral, if failure to recover loan amount itself or by the borrower. The bank has

59



decentralism the auction power for different level of officials, which re given
below:
a) If the loan's principal and interest of to Rs. 500000, district level auction
committee has decision power.
b) If the loan's principal and interest of to Rs. 500001 to Rs. 700000, supervision
and controlling office has decision power.
c) Loan's principal and interest up to Rs. 700001 to Rs. 1500000, decision power
goesto DGM level committee.
d) If the loan's principal and interest is more than Rs. 1,500,001, decision
prowler goesto GM level committee or the BOD of the bank
€) The bank has authority for publishing of this decision 7 days after passing the

information about the borrower's.

Doubtful loan
ADBL announces the doubtful loan if the amount will not be possible to recover,
doubtful loan is considered under the following conditions.

a) If the collateral is value less through the causes of natural calamities, other

accident and not possible to collect loan form borrower's other property.

b) To recover loan amount is not possible after selling or auction of collateral
and there is no other properties of the borrower's in the kingdom of Nepal.

c) If the borrower's didnt found by the bank and collateral may not be
determined.

d) If the loan amount may not be possible to recover when lending is made form
the security and insurance of loan amount.

€) In case of loan provide under the security of the project, if the project is

failure.
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f) If borrower's succeed to take loan form the bank by submitting duplicate
document that is cheating and bank fails to find out the borrower or may

not get success to recover the loan by the legal process.

2.1.23. Procedur e of recovery

The bank most collects its principal and interest amount form the borrowers for
the smooth operation and further investment. The ADBL has developed certain
policy and procedures for the recovery program, which has aready been

mentioned above in this cheaper.

The bank provided the loan under the supervision of the collateral of the project
and loan committee decision. Bank monitors its lending project time to time bye
the supervisor or its employs. Bank issues memorandum letter time to time before
and after the loan instalment period. Official visit for the loan recover, when the

products are harvesting and sold.

If the borrowers fail to repay the loan amount, bank should take legal provision to
sell, auction of the collateral to recover loan amount. Bank may increase loan
instalment period when the reasonable cases like earth quake, heavy rain or flood,
diseases of natural calamities or political crisis or increase in cost of the project
operation. Bank provides remission of principal and interest amount, increase in
loan instalment period, and increase in loan amount for the improvement of the

proj ect.

If the bank is unable to recover its loan amount, it makes the black list of the
borrower and decides the bad debt, other wise it will be recovered its loan amount
by the legal process or any process like selling or auction of collateral and other

prosperities form the borrowers.
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Asian Development Bank has determined the disbursement procedure as
procedure of withdrawal of loan proceeds is standardized to facilitate
disbursement under most loans. Disbursement procedure consists of four major
types such as direct payment procedure, commitment procedure, reimbursement

procedure and impressed fund procedure.

While normally ADB requires submitting of full supporting documentation, there
are special cases where its accepts simplified documentation when the statement
of expenditures involves the borrow submitting periodic certification of the
progress or complication of civil works in support of its application for
reimbursement and the simultaneous application for sub loan approval and with
drawn procedures involves qualified DFIs submitting simplified supporting
documents when they request reimbursement of expenditure and ADB'’s

confirmation of sub loans below the set “Free Limit”.
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2.2. Review of Related Studies

Bhagat Bista (2058 B.S), in his published article, "Taking Care on Loan
Disbursement and Collection of the bank" has expressed that it is especially
concerned on some issue that needs to be taken care of while carrying out
these reform programs. These issues broadly classified into external or
structural and internal or operational like shifting and replication of all bank
head offices form the present regional political centre to other viable and
business centre will automatically help to reduce overstaffing and posting
problem in al bank head offices and help them to achieve sound working
condition. It is very helpful for loan disbursement and collection department
of the bank.

Due to this loan disbursement and collection department staff can get direct
connect with the real client of the banks in the market which help them to

achieve sound working condition in the management of loan.

Findings and his recommendation:

It is found that by giving more emphasis on member's mobilization, it will
help to reduce the problem of resource constraints. Adoption of flexible
interest rates to the branches by the head office for found supplied will help

to move forwards operational viability.

By collecting loan with interest in the time and by moving towards greater
efficiency on collecting loan with interest in time with professional
management these ADBL branches will become operationally & financially
viable in the days to come. Due to this, loan management's objective of
ensuring, effectiveness & efficiency of bank's operations will be run
effectively.
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Gaps between articles & present environment

Before being "limited", suggestion and recommendations were not being
implemented properly and effectively. It is yet to be seen that what next
positive steps will be forwarded after Agriculture Development Bank being
"limited".

Yogeshowor Panta (2058 B.S.), in his published article, "Income
Recognition and Loan Loss Provisioning" has expressed that ‘Restructioning
Polly-2054' increasing the quality of loan assets, recovery of monthly
interest, recovers of interest and principal. Due to successful implementation

of this policy, Bank improves certain financial indicators and achieves.

Findings and his recommendation:

It isfount that in the article "loan accounting & Provisioning practices are an
essential part of sound management & control of credits risks in banks.
Weak or inadequate loan loss provisioning practice and poor transportation

are major sources of risk to individual banks.

Gaps between articles & present environment

In the preset scenario the loan department committee issues consultation
paper on loan valuation, loan loss provisioning and credit risk disclosure. It
is seen that the bank is going to fix prudential norms by taking transparency

and accountability at the centre aspect.

Kunwar Krishna Bdr (2003), in his published article, "Role of Internal
Control in Second Phase Reform Program” has expressed that al level of
personnel at a banking organization need to understand their role in the

internal control process and be fully engaged in the process, especially loan
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auditors are very important to check and balance of banking property form
the borrowers.

Findings and his recommendation:

It isfound that, it highlights complexity of proceduresion debt collection, by
giving an example of lengthy land registration process. It finds lack of the
effective operation in management by internal auditors. It suggests new and
revised definition of internal auditing, internal auditing is an independent,
objectives assurance and consulting activity designed to add value and
Improve an organization's operation. It helps an organization accomplish its
objectives by bringing a systematic disciplined approach to evaluate and
improve effectiveness of risk management, control and governance process.
By new definition of internal auditing, it gives more accurate reports on loan
disbursement, collection and outstanding, which gives clear vision of

management to direct the loan policy.

Gaps between articles & present environment

The author's view and today's bank environment is totally mismatched
managers are unwilling to co-operate and try to evade internal auditors. They
do not pay adequate attention to procedures and precedents and are mostly
engaged in fire fighting operation. They resist internal auditors because they
fear that their errors and faults will be discovered even in a"loan giving and
collection activities also". Due to constraints arise to interna auditors they
can not highlight the right information’s of loan conditions and keep the bank

at darkness.
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Gorkhali H.G. (2004), in his published article, "Policies and Srategies of ACTI
Contribution to Financial Viability and Sustainability of ADB/N." has expressed
that agricultural credit training institute (ACIT) is one of the separate wings of the
agricultural development bank which was established in 1977. Whose main
objective is to promoting agricultural credit activities through proper human
resources development within the institution. The basic trust of ACTI has
undertaken imparting the training for the ADBL staff, framers and officials of line
agencies. Generally trainings are focused to quality enhancement in the sector of
rural agricultural credit & commercial banking and poverty alleviation through

improving the knowledge and skills of concerned personnel.

Findings and his recommendation:

From the article, it is found that the ACIT helps to design the specific courses on
project preparation and appraisal training to the loan staff for quality lending,
organized workshop and intersection program on loan recovery and management.
It designs a specia skill development training course on specific technical subject
matter. Due to all these activities, loan management of the bank will be efficient,
effective, realistic and more believable.

Gaps between articles & present environment

However, the program contributes for the quality enhancement of ADBL staff to
improve the performance of the institution. Still ADBL suffering form some sort
of weakness like, inadequate manpower development practices under ACTI for
short and long-term perspective, limited use of visual aids for training program,

Inadequate exposure of library.

R.K. Pokharel (2004), in his published article, "Financial System
Instability and its causes with Special Focus on the South East Asian Agricultural
Development Bank Crises”. Which published says that has expressed the

economic turbulence in most of the Agricultural Development Banks of south East
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Asian Region after the mid of nineties or so reminds us of the importance that
financial system of ADB plays in the wider economy. It also reminds us of the
ever-present potential for financial systems to become unstable and for this

instability to contribute to a more general dislocation of economic activity.

Findings form the article:

It is found that the high real interest rate resulting form the application of tight
monetary policy may aso provide an element for financial instability. High rea
interest rates can increase the risk of loan losses by increasing the debt servicing
cost of borrowers and by dampening the economic activities. In the absence of
suitability cautions lending practices by banks, financial institutions, adverse
selection can result in banks lending a greater proportion of their loan bank to
higher risk borrowers than would have been the case in a lower interest rate
environment, In a situation where disinflation is accompanied by falling asset
prices and weakening domestic demand conditions high real interest rates can

significantly increase a banks |oan loses, ultimately threatening to its capital base.

Gaps between articles & present environment.
Elements to this scenario were present in ADBL in the late 1980s and early 1990s.
Now a days ADBL is embarking on a disinflation path in an environment of

declining asset prices, aweakening domestic economy and high rate interest rates.

2.3. Review of Thesis
Maha Prasad Mainaly (1999) has conducted his master's thesis entitled ““An
Evaluation of Loan Distribution and Collection of ADB” His research objectives

are as follow:

I To study the target of loan disbursement and collection.
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i. To examine the achievement of purpose wise, term wise and
development region wise loan disbursement, outstanding and
collection.

iii. To analyze the relationship between targeted and achievement of
loan recovery.

V. To provide suggestions to ADB/N on the basis of findings.

The adopted research methodol ogies under his research are as follows;

This study is merely concerned with the primary n secondary dataand is
based on Published and presented data for the loan disbursement and collection
ADBI/N.

Descriptive analysis and statistical tools analysis are research designed used
by him. He defines descriptive analysis as, “It is difficult to study the principle
causes arising from borrower’s side and quantify them in relation to the weak
repayment performance of AB/N’s loan disbursement. So that some of the cause
are studied in help of descriptive analysis.

He states statistical analysis as, “This study is to see the trend situation of loan
disbursement and collection” and he further adds, “In order to see the trend of loan
disbursement and collection. The Karl Pearson’s coefficient of correlation is used
to analyze the relationship between loan disbursement and collection.

HisMagjor Findings are :

) Though targeted loan disbursement and collection are increasing,

targeted loan collection of the bank isincreasing at decline rate.

i) According to correlation coefficient, it is found that there is significant
relation ship between the achievement of loan disbursement and collectioni.e. r =
0.98 (where, P.E = 0.012). This explains that increase in loan disbursement

increases the collection.
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i)  Both actual loan outstanding and loan collection have increasing trend
however collection of loan is found fluctuated over the period. This collection is
significant between themi.e. r = 0.099 (where, P.E. = 0.006).

iv)  Findings from purpose wise actual loan disbursement, outstanding and
collection are increasing and their correlation are significant in case of cerea and
cash crop purpose, livestock purpose where as fluctuating in case of Go-down and
cold storage purpose, farm machine and irrigation purpose, horticulture and agro-

forestry product purpose, Biogas purpose and etc.

V) Analysis t-test says there is no significant difference between the mean
ratios of targeted loan disbursement and actual disbursement. Likewise, thereis no
significant difference between the mean ratios of targeted loan collection and
actual loan collection.

Rurukusum Gautam (2000) has conducted his master's thesis entitled
"Investment Analysis of Finance Company of Nepal". Her research objectives are :
) An analysis of the loan and advances of Finance companies.

i) An analysis of the interest rate structure loan.

i) An analysis of the repayment of the loans.

The main objective of this thesis is to analyze the investment portfolio of the

finance company and their mobilization in the context of Nepal.

Her findings contextual to right research are asfollows:
The major source of fund of finance companies goes loan and advances
with the range of 53%, 65.69% and 74% as minimum, average and maximum.
There are 38 companies having investment of hire-purchase loan. The use

of fund towards the hire-purchase loan is decreasing rapidly.
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Except one company all other companies have investment on term loan and
use of fund towards the term loan is gradually increasing.

There are only 3 companies having investment on lease |oan.

The interest rate structure of loan and advances of almost al companies are
same and vary from 17% to 20% with around 20% as an average. Recent interest
rate range is 18% - 20%.

As the direct data of good and bad loan was not available, the loan loss
provision used to analyze the loan quality. Loan loss is increasing every year
significantly and should be controlled.

G. Pradhan (2002) has conducted his master's thesis entitled ‘““Loan

Disbursement and Collection Pattern of ADB/N”’: His main objectives are :

1) To examine the loan disbursement, collection and outstanding loan.

i) To evaluate the trend of 1oan disbursement and collection.

lii)To show the achievement of loan disbursement, outstanding and collection of
ADBL.

Gem found in his study "loan disbursement and collection pattern of ADB/N"
bank's staffs were not careful in loan disbursement and not serious in collecting
the loan which have matured. Even, form this bank; depositors have not received
attractive interest rates while the borrowers and the investors have suffered form
larger cost of funds. While it is reported that small depositors and entrepreneurs
are discouraged form opening their account and crying out transaction in the joint
venture banks.

Hisfindings are:
) He found that bank giving less consideration to the concept of social

banking. It is plagued by problems like operationa inefficiencies, managerial
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deficiencies and least improvement in their dealings and transactions with their
clients.

i) The annual percentage share in loan disbursement of central development
region has increasing tendency while that of eastern region has decreasing
tendency.

i)  The unequal disbursement of loan for different types of purposes might be
seen among the development region. The high portion of collection comes form
central development region but the annual percentage share in collection form this

region has a decreasing tendency.

Shrestha M.K. (2004) has conducted his master's thesis entilted *““Loan
Management of ADBN”” : His main objectives of the study are:

) To examine the loan investment and collection procedure.

i) To evaluate the trend of 1oan investment and collection.

i) To show the achievement of loan investment and collection of ADBL.

A study conducted by Maheshor Kumar Shrestha on the above topic has been
reviewed. The main focus of the study is the loan disbursement and collection
procedure of ADBN. He has concentrated his study on the service provided by
ADBN on rural areas. The main objective of the study is to examine the loan
investment and collection procedure, evaluate the trend of loan investment and
collection and to show the achievement of loan disbursement, outstanding and
collection of ADBN. He has used correlation coefficient, P/E ratio, regression and
t-test a statistical tool and analysis of balance sheet and profit and loss account as
statistical tool.

Hisfindings are:

) He finds that, the total loan investment, collection and outstanding of
development financing increased registering an annual growth of 12.9%, 12.8% &
16.67% respectively.
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i) He is worried about the lending procedure, regular monitoring and

supervision of invested project and low recovery ratio of outstanding of loan.

Dilip Roy found in his study (2003) has conducted his master's thesis entilted
“An Investment Analysis of Rastriya Banijya Bank in Comparison with NBL”* . The
basic objective of thisstudy is
) To evaluate investments of Rastriya Banijya Bank and compare it with
investments of NBL and industrial average.
i) To evaluate liquidity, activity and profitability ratios of RBB in
comparison with NBL and industry average.
iiil)  Toexamine the loan loss provision of RBB and NBL.
In his study he concludes that:
) RBB has good deposit collection, enough loan and advance and small
investment in government securities.
i) RBB has comparatively better position regarding issue of loan and advance
but it does not have good position regarding investment in securities of other
company, off-balance sheet operation. Loan loss ratio states low quality of loan
and advance.
iii)  RBB needsto take initiative steps immediately in managing its assets for its
existence in this competitive market.
He has recommended that:
) RBB should enhance its investment in securities.
i) RBB should seek true entrepreneurs and sectors to invest its limited

funds of valuable depositors.
liil)  RBB should enhanceits off- balance sheet operation, remittance and

other fee- based activities to increase its earnings.
V) RBB should seek true entrepreneurs and sectors to invest its limited

funds of valuable depositors.
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Research Gap

Very few researches have been made so far in the title “loan management of
ADBL”. All previous thesis are fully concerned with loan disbursement, collection
and outstanding. But in this thesis some loan security aspects are aso included to
clarify the management of lending aspect. Primary data obtained from face to face
interaction with the farmers who are taking loan from agriculture bank are aso
included in this study.

This study has used all possible financial and statistical tools to cover the
objectives of this study. | have used Karl person’s correlation coefficient to check
the relationship between the sampled variables, coefficient of determination to
know about the dependency of dependent variable on independent variable and
hypothesis test (T-test) to prove significant or insignificant relationship between
correlated variables. Hence, this study is significantly different form previous
study. Effort on this particular subject will be found properly genuine and it will

be recognized valuable study in this particular subject.
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CHAPTER |11
RESEARCH METHODOLOGY

3.1 Introduction

Research Methodology is a dynamic and systematic way to solve the research
problems. It describes the procedure and method applied in the entire aspects of
the study. It refers to the various sequential steps (along with a rational of each
step) to be adopted by a researcher in studying a problem with certain goals in
view. Thus the overall approach to the research is presented in this chapter. This
chapter contains the research design, sample size, sample selection procedure, data

collection procedure, data processing tool and techniques, variables etc.

Research methodology possess to the various sequential steps to be adopted by
researcher in studying a problem with certain objectives of view. It describes the
methods and process applied in the entire subject of the study. It is the way to
systematically about the research problem (Kothari, 2001: 39).

Research methodology is the plan, structure and strategy of investigations
conceived to answer the research question or test the research hypothesis. (Wolf
and Pant, 2002: 51).

Human beings cannot remain satisfied with the same things for a long time. They
are always curious to learn more and do something new and special by raising
guestions like why, how, when, where, what etc. To answer these questions, they
should gather information and analyze them to achieve their goals or satisfaction.
The research for gaining the knowledge about method of goal achievement, which

we desire, is known as research methodology (Joshi, 2001: 12-13).
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3.2 Research Design
A research design is the conceptual structure within which research is conducted.
It is an integrated system that guides the researcher in formulating, implementing

and controlling the study.

A research design is the arrangement of conditions of collection and analysis of
data in a manner that aims to combine relevance to the research purpose with
economy in procedure. It is the plan and formulation of investigation idea and

strategy so as to obtain answers to research questions and to control variance.

Kerlinger (1986) describes that “Research Design is the plan, structure and
strategy of investigation conceived so as to obtain answers to research questions
and to control variance. The plan is the overall scheme or program of the research.
It includes an outline of what the investigator will do from writing the hypotheses
and their operational implications to the final analysis of data. The structure of the
research is more specific. It is the outline, the scheme, and the paradigm of the
operation of the variables. When we draw diagrams that outline the variables and
their relation and juxtaposition, we build structural schemes for accomplishing
operational research purposes. Strategy, as used here, is also more specific that
plan. In other words, strategy implies how the research objectives will be reached

and how the problems encountered in the research will be tackled.”

This study is based upon historical financial activities of Agriculture Development
Bank Ltd. Various statistical and financial tools have been utilized for analyzing

the different variable related to the loan management.

Since, the study is obviously based on certain research design. This study
emphasizes on descriptive and analytical study of collected data over a period of

time and it gives suggestion for improvement.
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Population and sample size
L oan disbursement & collection data of ADBL are the population of the study out
of these seven years. |.e. FY 061/62 to 065/66 period is taken as only sample for

this research purpose.

Sample random sampling techniques are used to take interview by looking random

no. of tables out of these 20 farmers are taken as sample for primary data.

3.3 Natureand sourceof Data:

Only secondary data have been used in this research report.

Secondary data have been taken form the published journal, financial statement
and research paper of ADBL. These include the annual report, credit journal,
budget book. ADBL at a glance published by ADBL. Other sources of secondary
data relating to this study are collected from the publication of Ministry of
Finance, publications of national planning commission, central bureau of statistics.
Auditor general reports, newspapers, previous unpublished dissertations, websites,
research reports related to ADBL another related publications.

3.4 Datacollection procedure

Secondary data are collected from annual report of ADBL for FY 061/62 to
065/66, Journals, MIS division of ADBL, Loan Division of ADBL etc. through
regular field visit in ADBL. Some valuable information is also collected from

personal interaction with managerial level employee of ADBL.
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Statistical analysis procedure is used in this research to see current trend of loan
investment and collection. To process raw data and analyze the relationship, Karl
Persons’ coefficient of correlation percentage, T-test are used to find out ADBL’s
loan investment and collection such as purpose wise, term wise, and development
region wise is different or not, whether it is increasing or decreasing trend and to
see what type of relationship exist among these various and to draw inferences and
recommendations. Secondary data is solely studied by the help of datistical

method/tools.

3.5.1 Statistical Tools

A. Karl Pearson’s Coefficient of correlation

R
/zxzzyz

Where,

r = Coefficient of correlation lies between +1 & -1

Statistical Procedure of Analyzing Data :

X isindependent variable

Y is dependent variable

Following Table is considered to describe relationship between variable

Ifris
-1 -0.7 -0.3 0 0.3 0.7 1
Perfect | Strong Weak Perfect Weak | Strong Perfect
Negative | Negative | Negative | Independence | Positive | Positive | Positive
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B. Coefficient of Determination r?
Coefficient of determination i.e. indicates total variation in dependent variable

(Y) isexplained by independent variable (X).

C. Hypothesis Testing
T-test
T-test is used for the test of significance of each correlation coefficient.

Hypothesis Test 1
Null Hypothesis (HO):
There is no significant difference between the mean ratio of actua loan

disbursement and actual loan investment.

Alternative Hypothesis (H1):
There is significant difference between the mean ratios of actual loan

disbursement and actual loan investment.

Hypothesis Test 2
Null Hypothesis (HO):
There is no significant difference between the mean ratio of actua loan

outstanding and actual loan collection.
Alternative Hypothesis (H1):

There is significant difference between the mean ratio of actual loan outstanding

and actual loan collection.
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Test statistic

Where
t" = Value of T-test
r = Correlation coefficient

n = Number of observation

3.5.2 Financial Tools

The research is conducted within the periphery of this research methodology
which is the crucial part of this research to find out finding if the study. Financial
tool is use to analyze the financial position of the bank. Financia statements such
as balance sheet and income statements can be analyzed to assess the financial

health and contribution of interest of the loan investment by the bank.

A. Balance Sheet
Balance sheet is a classified summary of all assets and debit balance as well as all
liabilities and credit balance after balance pertaining to profit and loss account
have been collected together in a separate account. It is a financial statement used
to summarize the financial position of a company on a given date. A glance at the
balance sheet shows the financial health of the company. Therefore, investors,
lenders, banker and creditors like to see the balance sheet of company before
making any financial deal so that they can know the financial worthiness of the

company.
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B. Profit and loss Account
Profit and loss account is the second part of trading and profit and loss account.
After preparing trading account and ascertainment of gross profit or loss, company
prepare profit and loss account. It is an account which is designed to highlight the
net profit earned or net loss incurred by the company from its business

transactions during an accounting period.

80



CHAPTER IV
PRESENTATION AND ANALYSISOF DATA

4.1 Introduction

Data presentation is the organization and classification of the data of loan
investment and collection for analysis. Organization and processing of data
include editing, coding, classified and tabulation of raw data. Tabulation is the
process of transferring classified data from data gathering tools to the tabular form
in which they may be systematically examined. Data is presented in table and
charts/diagrams to make some sense to the researcher as well as to the readers of

thisthesis.

The analysis of data consists of organizing, tabulating, performing statistical
analysis and drawing inferences about ADBL. Data is analyzed by using proper
statistical tools such as correlation coefficient, regression analysis and t-test and
financial tools as balance sheet and income statement to fulfill the objectives of
this research. To test the significant and insignificant if correlation coefficient t-
test is used. On the basis of several data regarding ADBL’s loan disbursement and
collection, it focuses to present an over all disbursement/collection situation of the
loan granted by ADBL to different purposes on an agricultural development in
Nepal.

In this study it is also tried to study some possible causes of none and delayed
repayment of loan by the help of primary data, whether the total actual loan
disbursement outstanding and collection is in increasing or decreasing trend
whether ADBL’s loan disbursement outstanding and collection of loan for
different purpose differs or not. For this purpose presentation and anaysis

proceeds along the answer to the research questions, which are thus different
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mentioned in this chapter for this purpose the study covers the period of five years
form 2059/60 to 2063/64.

4.2 Analysisof Secondary Data

4.2.1 Purposewiseloan disbursement, outstanding and collection :

ADBL has invested development credit in different purposes to uplift the farmer’s
standard, poor agriculture industry, trade and service business such as agriculture,
production, metal, transportation, wholesaler, finance, service industry, customer

loan.
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TableNo. 4.1

Actual loan disbursement, outstanding and collection on Agriculture purpose

L oan Disbursement L oan Outstanding Loan Collection
FY Amount | Growth% | Amount | Growth% | Amount | Growth%
2061/62 | 5829871 0 10629653 0 5738193 0
2062/63 | 5629288 -3.44 10112050 -4.87 5953102 3.74
2063/64 | 5296964 -5.9 10616060 4.98 4792954 -19.49
2064/65 | 4776136 -9.83 10583881 -0.3 4808315 0.32
2065/66 | 3653828 | -23.49 8997398 -14.99 5240311 8.98

Source: ADBL, Loan Division

Ending Amount - Beginning Amount
Growth % =

Beginning Amount

In the above table, loan disbursement amount is in Continuous
decreasing trend. The lowest actual loan disbursement amount on agriculture is
Rs. 36, 53,828 thousand in FY 065/66 and highest loan disbursement amount on
agriculture is Rs. 5,829,871 thousand in FY 061/62 and lowest growth rate is -
23.49% in FY 065/66 and the highest growth rate is-3.44% in FY 062/63.

Loan outstanding amount is in a fluctuating trend. The lowest outstanding
amount on agriculture is Rs. 8,997,398 thousand in FY 065/66 and the highest
amount is Rs. 10,629,653 thousand in FY 061/62. The lowest growth rate is -
14.99% in FY 065/66 and highest growth rate is 4.98% in the FY 063/64.

Actual loan collection amount is also in a fluctuating trend .The lowest

collection amount for agriculture purpose is Rs. 4,792,954 thousand in FY 063/64
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and highest amount is 5,953,102 in FY 062/63. The lowest growth rate on actual
loan collection is -19.49% in FY 063/64 and highest growth rate is 08.98% in FY
065/66.

The coefficient of correlation value calculated between loan
disbursement and collection is +0.44 (See Appendix 1), which is positively
correlated. Coefficient of determination i.e. r? is 0.19 indicates that 19% of total
variation in loan collection on agriculture purpose (Y) is explained by the loan
disbursement for agriculture purpose (X). The tabulated critical value of t at 5%
level of significance for two tailed test at 5 degree of freedom is 2.571, which is
greater than the calculated value of t = 0.85 Therefore the coefficient of correlation

shows there isinsignificant relationship between loan disbursement and collection.

Likewise, the coefficient of correlation value calculated between loan
outstanding and collection is -0.09 (See Appendix 2) which is weakly negatively
correlated and coefficient of determination i.e. r is 0.008 indicates that 0.80% of
the total variation in loan collection for agriculture purpose (Y) is explained by the
loan outstanding for agriculture (X). The tabulated critical value of t at 5% level of
significance for two tailed test at 5 degree of freedom is 2.571, which is greater
than the calculated value of t = 0.15. Therefore the coefficient of correlation is
insignificant or shows insignificant relationship between loan outstanding and

collection on agriculture.



TableNo. 4.1
Bar diagram of actual loan disbur sement, outstanding and collection on

Agriculture purpose
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Actual loan disbursement, outstanding and collection on Production pur pose

TableNo. 4.2

Loan Disbursement | Loan Outstanding Loan Collection
FY Amount | Growth% | Amount | Growth% | Amount | Growth%
2061/62 | 3459862 0 4321886 0 2743281 0
2062/63 | 2794892 | -19.22 |4241445| -1.86 | 2768236 0.91
2063/64 | 2602296 | -6.89 | 4120381 | -2.85 | 2723360 -1.62
2064/65 | 3445626 | 32.41 | 4392152 6.59 2555869 -6.15
2065/66 | 5920549 | 71.83 | 5234604 | 19.18 | 5078097 98.68

Source: ADBL, Loan Division

In the above table, loan disbursement amount is in fluctuation
trend. The lowest actual loan disbursement amount on production is Rs. 2,602,296
thousand in FY 063/64 and highest loan disbursement amount on production is Rs.
5,920,549 thousand in FY 065/66 and lowest growth rate is -19.22% in FY 062/63
and the highest growth rateis-71.83% in FY 065/66.

Loan outstanding amount is in a fluctuating trend. The lowest outstanding
amount on production is Rs. 4,120,381 thousand in FY 063/64 and the highest
amount is Rs. 5,234,604 thousand in FY 065/66. The lowest growth rate is -2.85%
in FY 063/64 and highest growth rate is 19.18% in the FY 065/66.

Actual loan collection amount is also in a fluctuating trend. The lowest
collection amount for production purpose is Rs. 2,555,869 thousand in FY 064/65
and highest amount is 5,078,097 in FY 065/66. The lowest growth rate on actual
loan collection is -6.15% in FY 064/65 and highest growth rate is 98.68% in FY
065/66.
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The coefficient of correlation value calculated between loan
disbursement and collection is +0.94 (See Appendix 3), which is highly positively
correlated. Coefficient of determination i.e. r? is 0.94 indicates that 94% of total
variation in loan collection on production purpose (Y) is explained by the loan
disbursement for production purpose (X). The tabulated critical value of t at 5%
level of significance for two tailed test at 5 degree of freedom is 2.571, which is
lesser than the calculated value of t = 4.90 Therefore the coefficient of correlation

shows there is significant relationship between loan disbursement and collection.

Likewise, the coefficient of correlation value calculated between loan
outstanding and collection is 0.81 (See Appendix 4) which is highly positively
correlated and coefficient of determination i.e. r? is 0.80 indicates that 80% of the
total variation in loan collection for production purpose (Y) is explained by the
loan outstanding for production (X). The tabulated critical value of t at 5% level of
significance for two tailed test at 5 degree of freedom is 2.571, which islesser than
the calculated value of t = 3.44. Therefore the coefficient of correlation is
significant or shows significant relationship between loan outstanding and

collection on production.

Table No. 4.2
Bar diagram of actual loan disbur sement, outstanding and collection on
Production purpose
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TableNo. 4.3
Actual loan disbursement, outstanding and collection on metal, machinery,

tools, fitting purpose

Loan Disbursement | Loan Outstanding Loan Collection

F/'Y | Amount | Growth% | Amount | Growth% | Amount | Growth%
2061/62 | 210863 0 396841 0 169381 0
2062/63 | 186943 | -11.34 | 403631 1.71 168571 | -0.48
2063/64 | 173814 | -7.02 | 411607 1.97 165838 | -1.62
2064/65 | 72044 | -58.55 | 423580 291 60071 | -963.78
2065/66 | 51729 -282 | 423501 | -0.02 51808 | -13.75
Source: ADBL, Loan Division

In the above table, loan disbursement amount is in continuous decreasing
trend. The lowest actual loan disbursement amount on metal, machinery, tools &
fitting is Rs. 51,729 thousand in FY 065/66 and highest loan disbursement amount
on metal, machinery, tools & fitting is Rs. 2,10,863 thousand in FY 061/62 and
lowest growth rate is -28.20% in FY 065/66 and the highest growth rate is -7.02%
in FY 063/64.

Loan outstanding amount is in continuous by increasing trend. The lowest
outstanding amount on metal, machinery, tools & fitting is Rs. 3, 96,841 thousand
in FY 061/62 and the highest amount is Rs. 4,23,580 thousand in FY 064/65. The
lowest growth rate is-0.02% in FY 065/66 and highest growth rate is 2.91% in FY
064/65.

Actual loan collection amount is continuous by decreasing each year.

The lowest collection amount on metal, machinery, tools & fitting purpose is Rs.

51,808 thousand in FY 065/66 and highest amount is 1, 69,381 in FY 061/62. The
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lowest growth rate on actual loan collection is-963.78% in FY 064/65 and highest
growth rate is-0.48% in FY 062/63.

The coefficient of correlation value calculated between loan
disbursement and collection is +0.98 (See Appendix 5), which is highly positively
correlated. Coefficient of determination i.e. r? is 0.97 indicates that 97% of total
variation in loan collection on metal, machinery, tools & fitting purpose (Y) is
explained by the loan disbursement for metal, machinery, tools & fitting purpose
(X). The tabulated critical value of t at 5% level of significance for two tailed test
at 5 degree of freedom is 2.571, which is lesser than the calculated value of t =
9.80 Therefore the coefficient of correlation shows there is significant relationship

between loan disbursement and collection.

Likewise, the coefficient of correlation value calculated between loan
outstanding and collection is -0.99 (See Appendix 6) which is highly negatively
correlated and coefficient of determination i.e. r? is 0.99 indicates that 99% of the
total variation in loan collection for metal, machinery, tools & fitting purpose (Y)
is explained by the loan outstanding for metal, machinery, tools & fitting (X). The
tabulated critical value of t at 5% level of significance for two tailed test at 5
degree of freedom is 2.571, which is lesser than the calculated value of t = 17.14.
Therefore the coefficient of correlation is significant or shows significant
relationship between loan outstanding and collection on metal, machinery, tools &

fitting.
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Chart 4.3
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Table No. 4.4
Actual loan disbursement, outstanding and collection on Transportation

production and equipment purpose

Loan Disbursement | Loan Outstanding Loan Collection
F/IY | Amount | Growth% | Amount | Growth% | Amount | Growth%

2061/62 | 42589 0 95683 0 37045 0
2062/63 | 43787 2.81 99575 4.06 47039 26.97
2063/64 | 43024 -1.74 96323 3.26 46276 -1.62
2064/65 | 32216 | -25.12 | 93568 -2.86 34971 | -23.91
2065/66 9 -99.97 | 93524 -0.04 53 -99.84
Source: ADBL, Loan Division

In the above table, loan disbursement amount is in continuous

decreasing trend. The lowest actual loan disbursement amount on transportation,
production is Rs. 9 thousand in FY 065/66 and highest loan disbursement amount
on transportation, production is Rs. 42,589 thousand in FY 061/62 and lowest
growth rate is -99.97% in FY 065/66 and the highest growth rate is 2.81% in FY
062/63.

Loan outstanding amount is in continuous by decreasing trend. The lowest
outstanding amount on transportation, production is Rs. 93,524 thousand in FY
065/66 and the highest amount is Rs. 95,683 thousand in FY 061/62. The lowest
growth rate is -2.86% in FY 064/65 and highest growth rate is 4.06% in FY
062/63.

Actua loan collection amount is in a fluctuation trend. The lowest
collection amount on transportation, production purpose is Rs. 53 thousand in FY
065/66 and highest amount is 57,039 in FY 062/63. The lowest growth rate on
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actual loan collection is -99.84% in FY 065/66 and highest growth rate is26.97%
in FY 062/63.

The coefficient of correlation value calculated between loan
disbursement and collection is +0.98 (See Appendix 7), which is highly positively
correlated. Coefficient of determination i.e. r? is 0.96 indicates that 96% of total
variation in loan collection on transportation, production purpose (Y) is explained
by the loan disbursement for transportation, production purpose (X). The tabulated
critical value of t at 5% level of significance for two tailed test at 5 degree of
freedom is 2.571, which is lesser than the calculated value of t = 8.48 Therefore
the coefficient of correlation shows there is significant relationship between loan

disbursement and collection.

Likewise, the coefficient of correlation value calculated between loan
outstanding and collection is 0.67 (See Appendix 8) which is positively correlated
and coefficient of determination i.e. r® is 0.46 indicates that 46% of the total
variation in loan collection for metal, machinery, tools & fitting purpose (Y) is
explained by the loan outstanding for metal, machinery, tools & fitting (X). The
tabulated critical value of t at 5% level of significance for two tailed test at 5
degree of freedom is 2.571, which is higher than the calculated value of t = 1.57.
Therefore the coefficient of correlation is insignificant or shows insignificant
relationship between loan outstanding and collection on metal, machinery, tools &

fitting.

92



Chart 4.4
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TableNo. 4.5

Actual loan disbursement, outstanding and collection on wholesaler and

retailer purpose

L oan Disbursement L oan Outstanding Loan Collection
FIY Amount | Growth% | Amount | Growth% | Amount | Growth%
2061/62 | 7826453 0 8799245 0 8824568 0
2062/63 | 8301644 6.07 8966634 1.9 8944054 1.35
2063/64 | 8785656 5.83 8953228 -0.15 8799062 -1.62
2064/65 | 12481659 | 42.06 | 9663611 793 | 11771276 | 33.79
2065/66 | 13323832 | 6.75 | 10310718 | 6.69 12676725 | 7.69

Sourc : ADBL, Loan Division

In the above table,
decreasing trend. The lowest actual loan disbursement amount on wholesaler and
retailer is Rs. 7,826,453 thousand in FY 061/62 and highest loan disbursement
amount on wholesaler and retailer is Rs. 1,332,3832 thousand in FY 065/66 and
lowest growth rate is5.83% in FY 063/64 and the highest growth rate is 42.06% in
FY 064/65.

loan dishbursement amount is in continuous

Loan outstanding amount is in continuous by decreasing trend. The lowest
outstanding amount on wholesaler and retailer is Rs. 8,799,245 thousand in FY
061/62 and the highest amount is Rs. 1, 0310,718 thousand in FY 065/66. The
lowest growth rateis-0.15% in FY 063/64 and highest growth rateis 7.93% in FY
064/65.

Actual loan collection amount is in a fluctuation trend. The lowest
collection amount on wholesaler and retailer purpose is Rs. 8,799,062 thousand in

FY 063/64 and highest amount is 12,676,725 in FY 065/66. The lowest growth
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rate on actual loan collection is 1.62% in FY 063/64 and highest growth rate
1S33.79% in FY 064/65.

The coefficient of correlation value calculated between loan
disbursement and collection is +0.98 (See Appendix 9), which is highly positively
correlated. Coefficient of determination i.e. r? is 0.97 indicates that 97% of total
variation in loan collection on transportation, production purpose (Y) is explained
by the loan disbursement for wholesaler and retailer purpose (X). The tabulated
critical value of t at 5% level of significance for two tailed test at 5 degree of
freedom is 2.571, which is lesser than the calculated value of t = 9.80 Therefore
the coefficient of correlation shows there is significant relationship between loan

disbursement and collection.

Likewise, the coefficient of correlation value calculated between loan
outstanding and collection is 0.97 (See Appendix 10) which is positively
correlated and coefficient of determination i.e. r* is 0.95indicates that 95% of the
total variation in loan collection for wholesaler and retailer purpose (Y) is
explained by the loan outstanding for wholesaler and retailer (X). The tabulated
critical value of t at 5% level of significance for two tailed test at 5 degree of
freedom is 2.571, which is lesser than the calculated value of t = 7.51. Therefore
the coefficient of correlation is significant or shows significant relationship

between loan outstanding and collection wholesaler and retailer.
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Chart. 4.5
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TableNo. 4.6
Actual loan disbursement, outstanding and collection on finance, insurance

and fixed assets purpose

Loan Disbursement | Loan Outstanding Loan Collection

F/IY | Amount | Growth% | Amount | Growth% | Amount | Growth%
2061/62 | 632759 0 896843 0 526483 0
2062/63 | 682867 | -7.92 | 874980 | -2.44 | 623423 | 1841
2063/64 | 635023 | -7.01 | 896686 2.48 613317 | -1.62
2064/65 | 306657 | -51.7 | 862528 | -3.81 | 340815 | -44.43
2065/66 | 324420 5.79 727380 | -0.16 | 459568 9.68
Source: ADBL, Loan Division

In the above table, loan disbursement amount is in continuous

decreasing trend. The lowest actual loan disbursement amount on finance,
insurance and fixed assets is Rs. 3,06,657 thousand in the FY 064/65 and highest
loan disbursement amount on finance, insurance & fixed assets is Rs. 6,82,867
thousand in the FY 062/63 and lowest growth rate is-51.70% in the FY 064/65 and
the highest growth rate is5.79% in FY 065/66.

Loan outstanding amount is in continuous by decreasing trend. The lowest
outstanding amount on finance, insurance & fixed assets is Rs. 7,27,380thousand
in FY 065/66 and the highest amount is Rs. 8,96,843 thousand in the FY 061/62.
The lowest growth rate is -3.81% in the FY 064/65 and highest growth rate is
2.48% in FY 063/64.

Actual loan collection amount in a fluctuation trend. The lowest collection
amount on finance, insurance & fixed assets purpose is Rs. 3,40,815 thousand in

the FY 064/65 and highest amount is 6,23,423in the FY 062/63. The lowest
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growth rate on actual loan collection is -44.43% in FY 064/65 and highest growth
rateis18.41% in FY 062/63.

The coefficient of correlation value calculated between loan
disbursement and collection is +0.21 (See Appendix 11), which is highly
positively correlated. Coefficient of determination i.e. r? is 0.045 indicates that
4.5% of total variation in loan collection on finance, insurance and fixed assets
purpose (Y) is explained by the loan disbursement for finance, insurance and fixed
assets purpose (X). The tabulated critical value of t at 5% level of significance for
two tailed test at 5 degree of freedom is 2.571, which is higher than the calculated
value of t = 0.37 Therefore the coefficient of correlation shows there is

insignificant relationship between loan disbursement and collection.

Likewise, the coefficient of correlation value calculated between loan
outstanding and collection is 0.08 (See Appendix 12) which is positively
correlated and coefficient of determination i.e. r? is 0.008indicates that 0.80% of
the total variation in loan collection for finance, insurance and fixed assets purpose
(Y) is explained by the loan outstanding for finance, insurance and fixed assets
(X). The tabulated critical value of t at 5% level of significance for two tailed test
at 5 degree of freedom is 2.571, which is higher than the calculated value of t =
0.14. Therefore the coefficient of correlation isinsignificant or shows insignificant
relationship between loan outstanding and collection on finance, insurance and
fixed assets.
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Chart. 4.6
Bar diagram of actual loan disbur sement, outstanding and collection on

finance, insurance & fixed assets purpose
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Actual loan disbursement, outstanding and collection on service industry purpose

TableNo. 4.7

Loan Disbursement | Loan Outstanding Loan Coallection
FY Amount | Growth% | Amount | Growth% | Amount | Growth%
2061/62 | 1428521 0 1398452 0 1025864 0
2062/63 | 1304076 | -10.59 | 1430637 2.3 1023767 -0.2
2063/64 | 1210232 | -8.35 |1633698| 14.19 |1007171| -1.62
2064/65 | 1095305 | -7.24 | 1823305 11.6 905698 | -10.07
2065/66 | 1001480 | -8.56 | 1863562 2.2 961223 6.13

Source: ADBL, Loan Division
In the above table, loan disbursement amount is in continuous
decreasing trend. The lowest actual loan disbursement amount on service industry
is Rs. 1,00,1480 thousand in FY 065/66 and highest loan disbursement amount on
transportation, production is Rs. 1,428,521 thousand in FY 061/62 and lowest
growth rate is-10.59% in FY 062/63 and the highest growth rate is -7.24% in FY
064/65.

L oan outstanding amount is in continuous by decreasing trend. The lowest
outstanding amount on service industry is Rs. 1,398,452 thousand in FY 061/62
and the highest amount is Rs.1, 863,562 thousand in FY 065/66. The lowest
growth rate is 2.20% in FY 065/66 and highest growth rate is14.19% in FY
063/64.

Actua loan collection amount is in a fluctuation trend. The lowest
collection amount on, service industry purpose is Rs. 961223thousand in FY
065/66 and highest amount is 1,025,864in FY 061/62. The lowest growth rate on
actual loan collection is -10.07% in FY 064/65 and highest growth rate is6.13% in
FY 065/66.
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The coefficient of correlation value calculated between loan
disbursement and collection is +0.65 (See Appendix 13), which is highly
positively correlated. Coefficient of determination i.e. r* is 0.42 indicates that 42%
of total variation in loan collection on service industry purpose (Y) is explained by
the loan disbursement for service industry purpose (X). The tabulated critical
value of t at 5% level of significance for two tailed test at 5 degree of freedom is
2.571, which is higher than the calculated value of t = 01.48 Therefore the
coefficient of correlation shows there is insignificant relationship between loan

disbursement and collection.

Likewise, the coefficient of correlation value calculated between loan
outstanding and collection is 0.84 (See Appendix 12) which is positively
correlated and coefficient of determination i.e. r? is 0.72indicates that 0.72% of the
total variation in loan collection for service industry purpose (Y) is explained by
the loan outstanding for service industry (X). The tabulated critical value of t at
5% level of significance for two tailed test at 5 degree of freedom is 2.571, which
Is lesser than the calculated value of t = 2.75. Therefore the coefficient of
correlation is significant or shows significant relationship between loan

outstanding and collection on service industry.
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Chart. 4.7
Bar diagram of actual loan disbur sement, outstanding and collection on

serviceindustry purpose
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Actual loan disbursement, outstanding and collection on customer loan pur pose

TableNo. 4.8

Loan Disbursement | Loan Outstanding Loan Coallection
FY Amount | Growth% | Amount | Growth% | Amount | Growth%
2061/62 | 1126398 0 1193825 0 1036892 0
2062/63 | 1122668 -33 1188752 0.42 1045116 | 0.79
2063/64 | 1105726 | -1.51 |1266304| 6.52 1028174 | -1.62
2064/65 | 380436 | -65.59 |1359535| 6.82 287205 | -72.06
2065/66 | 1139874 | 199.62 | 1985002 46 514407 79.1

Source: ADBL, Loan Division
In the above table, loan disbursement amount is in continuous
decreasing trend. The lowest actual loan disbursement amount on customer loan is
Rs. 3, 80,436thousand in FY 063/64 and highest loan disbursement amount on
customer loan is Rs1139874 thousand in FY 064/65 and lowest growth rate is-
65.59% in FY 063/64 and the highest growth rate is 199.62% in FY 064/65.

Loan outstanding amount is in continuous by decreasing trend. The lowest
outstanding amount on customer loan is Rs. 1,188,752thousand in FY 061/62 and
the highest amount is Rs. 1,985,002 thousand in FY 064/65. The lowest growth
rate is 0.42% in FY 061/62 and highest growth rate is 46.00% in FY 064/65.

Actua loan collection amount is in a fluctuation trend. The lowest
collection amount on customer loan purpose is Rs. 2,87,205 thousand in FY
063/64 and highest amount is 1,0451,16in FY 061/62. The lowest growth rate on
actual loan collection is -72.07% in FY 063/64 and highest growth rate is79.10%
in FY 064/65.

103



The coefficient of correlation value calculated between loan
disbursement and collection is +0.76 (See Appendix 13), which is highly
positively correlated. Coefficient of determination i.e. r* is 0.58 indicates that 58%
of total variation in loan collection on customer loan purpose (Y) is explained by
the loan disbursement for customer loan purpose (X). The tabulated critical value
of t at 5% level of significance for two tailed test at 5 degree of freedom is 2.571,
which is higher than the calculated value of t = 2.03 Therefore the coefficient of
correlation shows there is insignificant relationship between loan disbursement
and collection.

Likewise, the coefficient of correlation value calculated between loan
outstanding and collection is -0.57 (See Appendix 14) which is positively
correlated and coefficient of determination i.e. r* is 0.32indicates that 32% of the
total variation in loan collection for customer loan purpose (Y) is explained by the
loan outstanding for metal, machinery, tools & fitting (X). The tabulated critical
value of t at 5% level of significance for two tailed test at 5 degree of freedom is
2.571, which is higher than the calculated value of t = 1.197. Therefore the
coefficient of correlation is insignificant or shows insignificant relationship

between |oan outstanding and collection on customer loan.

104



Chart. 4.8
Bar diagram of actual loan disbursement, outstanding and collection on

customer loan purpose
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Trend analysis of loan Investment for FY 061/62 to FY 065/66

Rs. in “000”

TableNo. 4.9

Purpose %
S.N 061/62 062/63 063/64 064/65 065/66
Growth
1. Agriculture 5829871 5629288 5296964 | 4776136 3653828 | -42.66
2. Production 3459862 2794892 2602296 3445626 5920549 78.13
Metal, Machinery, -105.11
3. _ 210863 186943 173814 72044 51729
Electronics
Transportation & -124.02
4, _ 42589 43787 43024 32216 9
production
Wholesaler & 60.71
5. . 7826453 8301644 8785656 | 12481659 | 13323832
Retailer
Finance, Insurance -60.84
6. _ 632759 682867 635023 306657 324420
& Fixed assets
7. Service 1428521 1304076 1210232 1095305 1001480 | -34.74
8. Customer loan 1126398 1122668 1105726 380436 1139874 | 132.19
Total loan investment 20557316 | 20066165 | 19852735 | 22590079 | 25415721 | -96.34

Source: Loan Division

Total investment table shows that, though the growth rate of Agriculture is very

fluctuation trend. The highest investment ratio is on customer loan followed by

production. Whereas, transportation has lowest collection rate.
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Rs. in “000”

TableNo. 4.10
Trend analysis of loan Collection for FY 061/62 to FY 065/66

Purpose %
SN 061/62 062/63 063/64 064/65 065/66
Growth

1. | Agriculture 5738193 | 5953102 | 4792954 | 4808315 | 5240311 | -15.18
2. Production 2743281 | 2768236 | 2723360 | 2555869 | 5078097 | 21.06
3 Metal, Machinery, Electronics | 169381 168571 165838 60071 51808 6.57
4, Transportation & production 37045 47039 46276 34971 53 4.42
5. | Wholesaler & Retailer 8824568 | 8944054 | 8799062 | 11771276 | 12676725 | 16.37

Finance, Insurance & Fixed -3.93
6. 526483 623423 613317 | 340815 | 459568

assets
7. | Service 1025864 | 1023767 | 1007171 | 905698 961223 | 30.29
8. | Customer loan 1036892 | 1045116 | 1028174 | 287205 514407 | 59.76
Total loan investment 20101707 | 20573308 | 19176152 | 20764220 | 24982192 | 119.36

Source: Loan Division

Above table shows that there is an incremental total loan collection trend. The

highest collection ratio is on customer |oan followed by service. Whereas, finance

has lowest collection rate.
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TableNo. 4.11

Trend analysis of loan Outstanding for FY 061/62 to FY 065/66

Rs. In “000”

Purpose %
SN 061/62 062/63 063/64 064/65 065/66
Growth
1. | Agriculture 10629653 | 10112050 | 10616060 | 10583881 | 8997398 | -6.45
2. Production 4321886 | 4241445 | 4120381 | 4392152 | 5234604 | 91.82
3. Metal, Machinery, Electronics | 396841 | 403631 | 411607 | 423580 | 423501 | -979.63
4. Transportation & production 95683 99575 96323 93568 93524 -98.40
41.21
5. | Wholesaler & Retailer 8799245 | 8966634 | 8953228 | 9663611 | 10310718
Finance, Insurance & Fixed -17.96
6. 896843 874980 | 896686 862528 727380
assets
7. | Service 1398452 | 1430637 | 1633698 | 1823305 | 1863562 | -5.76
8. | Customer loan 1193825 | 1188752 | 1266304 | 1359535 | 1985002 6.21
Total loan investment 27732428 | 27317704 | 27994287 | 29202160 | 29635689 | -968.96

Source: Loan Division

From the above table, incremental trend of total loan outstanding. Production has
highest loan outstanding ratio followed by Wholesaler and retailer. Metal has

lowest outstanding ratio.
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4.2.2 Financial statement analysis
A. Balance Sheet

An important prerequisite for the stability and profitability of an ADBL is
the management of the assets and liabilities. Thus it is the aim of every
commercial bank’s management to optimize the portfolio of assets and liability
with regard to its specific business policy. The principal component of the

commercial banks assets and liabilities are total deposits and total loan

disbursement.
Agriculture Development Bank Ltd.
Compar ative Balance Sheet
Liability
FIY 061/62 | 062/63 | 063/64 | 064/65 | 065/66
Share holder's fund 75280 | 64780 | 16776 | 107775 | 107775
Reserved fund -62549 | -73133 | -76668 | -4523 | -50429
Borrowing 3739 5135 35892 | 1982 2573
Deposited Liabilities 324163 | 296318 | 272230 | 351596 | 325538
Net Provident Fund 0 0 0 2760 0
Incometax Liabilities 2847 7482 2351 5977 3652
Other liabilities 38120 | 52393 | 61647 |52619 |51749
Total 381600 | 352975 | 312228 | 518186 | 440858
Growth 0 -7.50% | 11.54% | 65.96% | 14.92%
Assets
FIY 061/62 | 062/63 | 063/64 | 064/65 | 065/66
Cash & Bank balance 7496 7468 6808 14140 | 9052

Investment of NRB Bank | 20011 | 30183 | 17303 27178 18067
Stock of Bank/finance 9386 10066 | 6238 10759 9120

Revolving fund 1616 0 0 22442 | 500
loan investment 31774 | 15113 | 13558 | 48961 | 28817
purchase of bill & 272523 | 249009 | 226383 | 326030 | 305894
fixed assets 7888 8821 8162 8033 7811
other assets 30906 | 32315 |33776 |60643 | 61597
Total 381600 | 352975 | 312228 | 518186 | 440858
Growth 0 -7.50% | 11.54% | 65.96% | 14.92%
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The total amount of assets is fluctuating trend where as total liabilities is
increasing. The highest growth rate is 65.96% in F/Y 064/65 and the lowest rate is

-14.92% in F/Y 065/66.

B. Profit and L oss account

Profit and loss account is prepared to highlight the net profit earned or net loss

incurred by the company from its business transaction during an account period.

FIY 2063/64 2064/65 2065/66

Interest from loan 4 ,231,143,067.14 3,363,730,565.74 4,623,095,862.52
interest of loan 1,157,070,577.23 1,043,806,968.95 1,605,867,285.71
net interest income 3,074,072,489.91 2,319,923,596.79 3,017,228,576.81
commission and discount 90,044,701.26 71,139,205.06 49,818,326.63
total other income 382,245,607.46 350,676,351.99 232,032,714.41
exchange income 22,096,306.53 11,954,962.13

total operatingincome 3,568,459,105.16 2,753,694,115.97 3,299,079,617.85
employee expenses 2,486,716,360.51 1,849,133,326.11 1,306,804,693.90
administrative expenses 300,690,857.19 288,019,953.63 277,546,206.19
exchange loss 14,060,852.86
before provisional

oper ation income 781,051,887.46 616,540,836.23 1,700,667,864.90
provisional loss 2,184,687,897.96 2,677,476,446.00 337,782,950.75
operational profit -1,403,636,010.50 -2,060,935,609.77 1,362,884,914.15
non operational profit /loss | 634,988,721.00 18,336,500.12 7,419,319.96
return of provisional loss 1,381,931,514.01 4,064,477,980.42 1,803,214,429.47
profit of regular operation | 613,284,224.51 2,021,878,870.77 3,173,518,663.58
profit/loss of unexpected

transaction 1,106,749,242.18 -1,212,161,792.51 -1,883,003,013.72
net profit 1,720,033,466.69 809,717,078.26 1,290,515,649.86
Growth - -112.42 37.25
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From the above table net profit highest net profit is 1290515649.86 in F/Y 065/66
and the lowest net profit is809717078.26 in F/Y 064/65.

4.3 Analysisof primary Data
Descriptive qualities analysis is used to describe and analysis primary raw data
obtained from farmers, focus group discussion and officials of ADBL. Opinions

views are expressed in percentage to show result obtained form primary data.

Analysis of primary data obtained from farmers

Primary data is collected from farmers by the help of schedule structural
Questionnaire through personal interaction. Fourteen questions are asked to the 20
farmers of Lalitpur District’s at Khokana Walling (ward no.2 and 6) who have
received of loan from ADBL. The majority of respondents knew loan from ADBL

through neighbours, relatives and television.

1. Utilization of loan in agriculture purpose:
Among 20 Respondents, 17 respondents (85%) replied that they have utilized
agriculture loan taken from ADBL for agriculture purpose i.e. that have misused

of loan. Agriculture purpose loan is misused by paying other loan and fulfilling

family needs.
Table-4.12
Utilization of loan in agriculture purpose
Utilization of loan Frequency Percentage
Utilized 17 85
Unutilized 3 15
Tota 20 100
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2. Loan payment schedule:

Among 20 respondent 16 respondents (80%) replied that they knew about their

loan payment schedule and remaining 4 respondents (20%) did not knew about

their loan payment schedule.

Table-4.13
L oan payment schedule
L oan payment schedule Frequency Percentage
Known 16 80
Unknown 4 20
Tota 20 100

3. Interest Rate charged by ADBL

ADBL charges different interest rates on loan taken by farmers. Among 20
respondents 14 respondents (70%) replied that they were dissatisfied and the
remaining 6 respondents (30%) were satisfied by the current interest rate charged

by ADBL.

Table-4.14
Interest Rate
Satisfied Frequency Percentage
Yes 6 30
No 14 70
Tota 20 100
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4. ServiceCharge

The service charges charged by ADBL for those who take loan form ADBL,

among 20 respondent 16 respondents (80%) replied that the service charge is not

reasonable and remaining 4 respondents (20%) replied that it is reasonable.

Table-4.15
Service Charge
Service charge Frequency Percentage
Reasonable 4 20
High 16 80
Tota 20 100

5. Lending Policy

The borrowers of ADBL are asked whether they are satisfied or not from lending.
Policy of ADBL, among 20 respondent 12 respondents (60%) replied that the

lending policy islengthy and were not satisfied and remaining are satisfied.

Table-4.16
L ending Policy
Lending Policy Frequency Percentage
Satisfied 8 40
Unsatisfied 12 60
Tota 20 100
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6. Modern Technology
Most of the farmers are using loan for seeds, fertilizers, insecticides, ox and
pump-sets. Among 20 respondents, 12 respondents (60%) replied that they have
used seeds, insecticides, fertilizer and modern equipments, 6 respondents (30%)
used only modern technology and respondent 2 (10%) use traditional methods.

Table-4.17
Modern Technology
Technology Frequency | Percentage
Seeds, insecticides, fertilizers and modern equipments 12 60
Modern Equipments 6 30
Traditional Methods 2 10
Tota 20 100

7. Reasonable place for market
The magjority of the people knew their market to sell their agricultural product.
Among 20 respondents, 15 respondents (75%) sell their agricultural product
nearby loca market, remaining 4 respondents (20%) export their agricultural
products in nearby city areas i.e. Kathmandu, Pokhara and remaining 1 (5%)
respondent export his agricultural product out of nation (India).
Table-4.18

Reasonable place for market

Market Frequency Percentage
Local 15 75
City Area 4 20
International 1 5
Tota 20 100
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8. Payment of loan amount
After taking loan from ADBL, the borrowers have to paid loan to the bank.
Amount 20 respondent 10 respondent (50%) replied that they have to paid their
loan amount two timesi.e. half yearly, 4 respondent (20%) paid their loan amount
four times i.e. quarterly, 5 respondent (25%) paid their loan amount one time i.e.
yearly and 1 respondent (5%) did not paid instalment at all.
Table-4.19

Payment of loan amount

Instalment period Frequency Percentage
Two times 10 50
Four times 4 20
Onetimes 5 25

No 1 5
Tota 20 100

9. Priority for expenditure of agricultural income
Priority for expenditure of agricultural income also affects agricultural business.
Among 20 respondent, 14 respondent (70%) replied that they give priority for
expenditure of agricultural income to fulfil family requirement and remaining
amount to save for future purpose, 4 respondent (20%) use reinvest in own
business, 2 respondent (10%) use their income on the basis of portfolio theory.
Table-4.20

Priority for expenditure of agricultural income

Priority on expenditure Frequency Percentage
To fulfill family needs and saving 70 14
Reinvest invest in own business 20 4
Invest to compensate alter business 10

Tota 100 20
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10. Supervision and Monitoring by ADBL
Supervision and monitoring is done by the officials of ADBL. Among 20
respondents, 15 respondents (75%) replied that the officials of ADBL well
supervise and monitor agricultural business time by time, 4 respondents (20%)
replied that they didn't supervise and monitor regularly and remaining 1
respondent (5%) replied officials of ADBL doesn't supervise and monitor.

Table-4.21
Supervision and monitoring by ADBL
Supervision & monitoring Frequency Percentage
Satisfied supervision & monitor 15 75
Moderate supervision & monitor 4 20
Unsatisfactory supervision & monitor 1 5
Tota 20 100

11. Interest discount by ADBL
Interest rebate is given by ADBL to farmers who pay monthly interest to bank. All
20 respondents (100%) replied that they knew and understand interest discount of
ADBL. They said that the interest discount of ADBL has motivated them to pay

interest on time.

Table-4.22
Interest rebate given by ADBL
Interest discount motivates Frequency Percentage
Yes 20 100
No 0 0
Tota 20 100
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12. Not to or delayed payment of loan
Sometimes, farmers who take loan from ADBL unable to pay lone in time. Among
20 respondents, 7 respondents (35%) replied that they are unable/delayed to pay
loan because of inadequate income from agriculture, 5 respondents (25%) replied
they have no problem to pay loan on time, 3 respondent (15%) replied that they
are delayed to pay loan because of external environment influence, 2 respondents

(10%) lack of marketability and remaining 3 (15%) misuse of loan and income

from loan.
Table-4.23
Delayed payment

Delayed payment of loan Frequency Percentage
Inadequate income from agriculture 7 35
No problem 5 25
External environmental influence 3 15
Lack of Marketability 2 10
Misuse of loan 3 15

Tota 20 100

13. Improvement of life standard
ADBL grants of agriculture/rural credit to uplift life standard of Nepalese farmers.
Among 20 respondents, 17 respondents (85%) replied that their life standard is
improved by taking loan from ADBL, 2 respondents (10%) replied that same life
standard and remaining 1 (5%) respondent replied life standard downed due to not
utilizing loan properly.
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Table-4.24

Improvement of life standard

Life standard Frequency Percentage
Up 17 85
Same 2 10
Down 1 5
Tota 20 100

14. Attitude of farmerstowards ADBL
Magjority of loan taking farmers by ADBL have positive attitude towards ADBL.
Among 20 respondents, 19 respondents (95%) replied that they have good faith
and positive attitude and remaining 1 (5%) has negative impact of ADBL.

Table-4.25
Attitude towards ADBL
Attitude towards ADBL Frequency Percentage
Positive 19 95
Negative 1 5
Tota 20 100
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4.4 Major findingsof the study

4.4.1 Findings obtained from secondary data

Findings from pur pose wise total actual loan investment, collection &

outstanding

The total collection of development financing increased from Rs. 20101707
thousand in FY 061/62 to Rs. 24982192 thousand in FY 065/66 registering an
annual average growth trend of Rs. 4880485 thousand or 19.53%. The highest
collection has been in agriculture input Wholesaler & Retailer and lowest
collection amount in Transportation& production. The highest total collection
growth rate in Customer loan (59.76%) followed by Service (30.29%) and
Production (21.06%).

4.4.2 Findings obtained from primary data

The primary data is analyzed by the help of some questionnaires. Through the
presented data, ADBL is amajor source of long-term and short-term loan for both
agricultural and industrial purpose. Though, 85% farmers are utilizing their loan
and 80% farmers are aware and known about their loan repayment schedule, they
are still unsatisfied and unhappy from interest rate, service charge, lending policy
and well supervision and regular monitoring side. Because or attraction from
modern technology 60% farmers are using tractors, pump-sets, modified seeds and
plants, pesticides, chemical as well as bio-fertilizers .Finding reasonable market is
still biggest challenge for them. Data shows 75% farmers have to sell their product
on their local market. They are still far to get access easiest and cheaper means of

transportation to export their product national wide and international wide because
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of this problem and other problems like inadequate income from agriculture,
external environmental problems only 25% farmers are able to pay on time.
Besides having technical problems, we cannot denied the truth that agricultural
loan has uplifted to propel life standard of farmers those who have been utilizing

loan proper way. Because of this serious truth 95%farmers have positive attitude
towards ADBL and its services.
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CHAPTER YV
SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Summary

This chapter is a complete conclusion and suggestion package, which contains
summary conclusion of the findings and actionable plans. This would be
meaningful to the top management of the bank to initiate an action and achieve the
desire result. Summary gives the brief introduction to the entire chapter of the
study and shows the actual facts of the present situation under the topic of the
study. Conclusions of the findings are based on the consequences of the analysis

of relevant data by using various financial and statistical tools.

Agriculture is the most important occupation in Nepal and it plays a vital role in
her economic development. Still 68% of total population depends on agriculture
and agro-based industries. The sector aone contributes 38.80% of GDP, so
agriculture plays a vital role in Nepal ese economy. But the economic condition of
the farmers, who are dealing in the agricultural sector, is still under the poverty
line. It is because of low productivity of land. The productivity of land can be
increased by introducing new technology. But magjority of people engaged on this
sector cannot afford modern tolls and techniques. To develop the agriculture

sector, they must emphasize the financial facility through different institutions.

Tenth plan and program is conducted as campaign and concluded to 31% poverty
reduction. ADBL is a sole financial institution in the country executing its
activities by three major windows namely Developing Financing, Commercial
Banking and Small Farmers Development. Government has also determined fixed

priority sector on agricultural such as chemical fertilizer, agric business etc

121



including seventy-nine subheading. In addition of ADBL, micro credit will be
provided and ultra poor through SFCLs, SACCOPs, and NGOSINGOs. Financial
resources/support will be given rural micro finance development centre to strengthen
institution provison. RMDC will provide whole sale/refinancing credit to Gramin
Bikas Bank and other financia institutions. But the magor portion of the
rural/agriculture credit will be invested through ADBL and NRB supervise and

monitor to rural and agricultural credit.

ADBN was established in 1968 by the agricultural development bank act 1967. The
enactment of Bank and Financial Institution Ordinance (BAFIO) in February 2004
abolished all Acts related to financial institution including the ADBN Act, 1967, line
with the BAFIO, ADBL has been incorporated as a public limited company on July

th
14, 2005 (30 Ashad the 2062 B.S.). Thus, ADBL operates as a "A" category
financia institution under the legal framework of BAFIO and the Company ACT,
2053

It has been operating as the main source of agricultural credit. The bank takes the
responsibility of meeting overall credit requirement of agriculture sector. The
agricultural credit is classified by different purposes and terms.

Thefirst chapter deals with the meaning of bank, brief historical background of
ADBL, statement of problem, objective, importance, limitation, research

methodology and scheme of the study.

The second chapter, review of literature includes some work, analysis and discussion
already made in the field of banks in various planning period and finally brief review
of previous research works specially made in respect of disbursement and collection
procedure as well as it tries to expose the disbursement and collection procedure of

ADBL and research gap between past and present.
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Chapter three, research methodology deals with research design, period covered,
types and source of data collection procedure, method of analysis and analytical tools
used.

Fourth chapter, data collection through various source have been presented. | mainly
consists the analysis of various types of data regarding disbursement and collection as
well as recovery rate of ADBL. There is also collection aspect of the bank analyzed
by the help of primary data as well as secondary data

On the basis of the study, the preceding chapters have brought certain finding and

recommendation which are summarized below.

5.2 Conclusion

The loan officer must be convinced that the customer has a well-defined purpose for
requesting bank credit and a serious intention to repay. If the officer is not sure
exactly why the customer is requesting a loan, the purpose must be clarified for the
bank’s satisfaction. Once the purpose is known, the loan officer must determine
whether it is consistent with the bank current loan policy or not. This research is
focused on agricultural lending and recovery in Nepalese context with the periphery

of loan disbursement, collection and recovery situation of ADBL.

5.2.1 Conclusion obtained from secondary data

Conclusion from purpose wise loan disbur sement, collection and outstanding

Actual loan disbursement for the purpose of Wholesaler &Retailler only has
continuous increasing trend whereas disbursement for the purpose of Production,
Transportation& production, Finance, Insurance & Fixed assets, and customer loan
has fluctuating trend of investment but, ADBL’s actual investment for the purpose of

agriculture and Metal, Machinery Electronics are in decreasing trend.
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Similarly, actual loan collection of Wholesaler & Retailer only has increasing trend.
Loan collection for the purpose of Metal, Machinery, and Electronics has decreasing
trend. Whereas agriculture, production, transportation Finance, Insurance & Fixed

assets, services and customer loan has fluctuating trend of collection.

And lastly, actual loan outstanding of Metal, Machinery, Electronics and Finance,
Insurance & Fixed assets has increasing trend of outstanding. Whereas Agriculture,
Production, Transportation & production, Wholesaler & Retailer, Service, and
customer loan has fluctuation trend.

5.3 Recommendation

Since the establishment, Agriculture Development Bank has emerged itself as a
renowned agency in the field of agricultural financing. Deposited of political as well
as geographical problems, ADBL has succeeded to achieve the main objectives so far.
However, the gap between loan disbursement and collection is increasing each year.
To make agricultural credit target oriented some recommendations are suggested as

follows:

1) Political interference cause many problems in team management. So ADBL
must neglect the direct political interference.

2) Before several years, Nepal was facing the problem of insurgency which
resulted to shift the braches from rural areas to the urban areas but after change
of political scenario of the country Nepali is a heading towards the peace
keeping process. More concisely Nepal is currently in transition stage. Thisis
the perfect period for resifting those rural branches back to the rural areas.

3) Loan sanction procedure should be transparent and easier.

4) To reduce delay payment of interest and principle amount, interest rate should
be revised. ADBL should aso decrease its service charge to motivate the

farmersfor timely payment.
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5)

6)

7)

8)

9)

Loan collection has been in poor condition as compare to loan disbursement.
Loan outstanding amount and loan disbursement amount is higher than loan
collection. This type of condition might be extremely vital for the bank in
insuring period.

Loan disbursement only can’t changes the life standard of the rural poor. So
ADBL should provide technical facility along with the loan disbursement. It
helps them to use the loan effectively and rapid change may be possible in
economic activities.

Political and other pressure should be minimized. The borrower selection
criteria should implement strictly and the needy should get priority in getting
loans.

Unnecessary obstacles and disturbance of employee union should be
minimized. The employee should have adequate facility as per capacity of
organization in the context of the country.

Management team and individual employee should not be political victim in

discharging their duties and responsibilities.

Operating under the BAFIO and company act 2053.ADBL is facing many threads and

opportunities. To provide quality banking and financial service it should conduct its

operation in rural community. Nepal being the agro based country agricultural sector

requires more investment and ADBL has contributing more institutional agricultural

credit and it should identify the possible line of other agricultural opportunities.

ADBL was formed with the prime responsibility for uplift of agricultural sector of the

country but in current days the objectives, mission and vision of the bank seemsto be

changing, rather than concentration on the development banking. The bank seems to

be more attracted towards, commercia banking. Service motive of the bank seems to

be diverting towards the profit motive. The bank is suggested to keep the perfect

balance between the development credit and commercial credit.
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Questioner sthrough personal interaction asked with 20 farmers:
1. Haveyou utilized your loan in agriculture purpose?
[ ] utilized [ ] unutilized

2. Do you know your loan payment schedule?
[ ] known [ ] unknown

3. Doyou satisfy with the interest rate charged by ADBL?
[ 1Yes [ 1No

4. What isyour view on service charge taken by ADBL?
[ ] reasonable [ ] high

5. Do you satisfy the lending policy of ADBL?
[ ] satisfied [ ] unsatisfied

6. Which technology do you usein fertilizer?
[ ] seeds [ ] modern equipment [ ] traditional

7. Where do you sdll your product of fertilizer?
[ ]loca market [ ]city area [ ]international

8. What isthe loan payment schedul e taken from ADBL?
[ ] onetimes [ ]Jtwotimes[ ] fourtimes] ] no

9. Where do you use your income?
[ Jfamilyneeds [ ]Jre-invest [ ]investtocompensate alter business

10. Do you satisfy with supervision and monitoring of ADBL?

[ ] satisfy [ ] moderate [ ] unsatisfied
11. Do you satisfy with interest discount by ADBL?

[ ]1Yes [ 1No
12. Can you pay your loan in time?

[ ] inadequate income from agriculture [ ] noproblem

[ ] externa environmental [ ]lack of market

[ ] misuseof loan

13. Isthere any improvement in life standard?
[ Jup [ ] same [ ] down

14. What is your attitude towards ADBL?
[ ]positive [ ] negative
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