
1

CHAPTER-1
INTRODUCTION

1.1 BACKGROUND OF THE STUDYNepal has an agro-based economy, where many people are involved in agriculture.The main reason for agro based economy of Nepal is of the geographical constructionof the country and lower literacy rate which makes difficult to the people to moveinto another occupation.The source of finance is one of the most important elements of the establishment andoperation of an institution. Banking sector plays a vital role for the economicdevelopment of the country. The pace of development of any country in this modernera largely depends upon the level of financial development which is essential foreconomic growth and prosperity.Financial institutions are resource mobilizing institutions which accept deposit fromvarious sectors and invest them in the field of trade, industry, tourism etc. The worldbusiness scenario has been changing day- by- day very fast. The volume ofinternational trade has been increasing year-by-year due to the globalization andeconomic liberalization. Many international companies have been actively operatingtheir business across the national boundaries. For example: dominance of jointventure banks in Nepal.A bank is a financial institution, which play a significant role in the upgrading of theeconomic situation of the developing country like Nepal. Bank plays a vital role toencourage thrift and discourage hoarding by mobilizing the resources. They peruseeconomic growth rapidly, developing the banking habit among the people bycollecting small and scattered resources in one bulk by using them in furtherproductive purpose and rendering the valuable service to the country. Commercialbank deals with the collection of deposits and provides the loan for commercialpurpose.The banking sector is largely responsible for collecting household saving in term ofdifferent types of deposits and regulating them in the society by lending in differentsectors of the economy. The banking sector has been expanded in the most remotearea of the country and has experienced a good deal in the growth of the economy bylending its resources in small scale industries under intensive banking program thathas enabled the bank to share economic growth of the country.Banking institutions are inevitable for the resource- mobilization and overalleconomic development of the country. They have resources for economic confidenceof various segments and extend credit to people. Bank refers to any firms that arebasically concerned with the transaction of money.However today's banks are established for specific purpose. Different types of bankfocus different types of services to its customers although the basic principle is same.
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1.2 CONCEPT OF THE CREDIT RISK.Credit risk is most simply defined as the potential that a borrower will fail to meet itsobligations in accordance with agreed terms. Anthony Saunders defines the credit riskas “the risk that the promised cash flows from loans and securities held by FIs(Financial institutions) may not be paid in full”. Credit risk involves inability orunwillingness of a customer or counterparty to meet commitments in relation tolending, trading, hedging, settlement and other financial transactions. Santomero
(1997) views credit risk is generally made up of transaction risk or default risk andportfolio risk. Portfolio risk in turn comprises intrinsic and concentration risk. Theportfolio risk depends on both external and internal factors. The external factors arestate of the economy, wide swings in commodity/equity prices, foreign exchangerates and interest rates, trade restrictions, economic sanction, Government policiesetc. The internal factors are deficiencies in loan policies/administration, absence ofprudential credit concentration limits, inadequately defined lending limits for loanofficers/credit committees, deficiencies in appraisal of borrowers’ financial position,excessive dependence on collateral and inadequate risk pricing, absence of loanreview mechanism and post sanction surveillance etc.Another variant of credit risk is counterparty risk. Counterparty risk comes fromnon-performance of trading partner. The non-performance may arise fromcounterparty’s refusal to perform due to an adverse price movement caused bysystematic factors, or from some other political or legal constraint that was notanticipated by the principals. Diversification is the major tool for controllingnonsystematic counterparty risk. Counterparty risk is like credit risk, but it isgenerally viewed as a more transient financial risk associated with trading thanstandard creditor default risk. In addition, counterparty’s failure to settle a trade canarise from other factors beyond a credit problem.So, the goal of credit risk management is to maximize a bank’s risk adjusted rate ofreturn by maintaining credit risk exposure within acceptable parameters. Banks needto manage the credit risk inherent in the entire portfolio as well as the risk inindividual creditors or transactions. Bank should also consider the relationshipbetween credit risk and other risks. The effective management of credit risk is acritical component of a comprehensive approach to risk management and essential tothe long-term success of any banking organization.
1.3 ORIGN OF THE BANKINGThe evolution of the banking industry was started a long time ago, during ancienttimes. There was reference to the activities of moneychangers in temple of Jerusalemin the Testament. In ancient Greece, the famous temple of Delphi and Olympia servedas the great depositories for the people's surplus funds and these were the centre ofmoney lending transactions. However as public enterprises, Banking made its firstbeginning around the middle of the twelfth century in Italy. The bank of Venice,founded in 1157 was supposed to be the most ancient bank. Following it were



3established the bank of Barcelona and Bank of Geneva in 1401 and 1407respectively.Subsequently bank of Amsterdam set up in 1609, which was very popular then. Thebank of Venice and the bank of Geneva continued to operate until the end ofeighteenth century. With the expansion of commercial banking activities in NorthernEurope, there sprang up a number of private banking houses in Europe and slowly itspread throughout the world. However, the development of banking in Nepal isrelatively recent. Landlords, moneylenders, merchant, goldsmith etc are the ancientbankers of Nepal. Though establishment of banking industry was very recent, somecrude banking operations were in practice even in the ancient time. In the Nepalesechronicle, it was recorded that the new era known as Nepal Sambat was introducedby the sankhadhar, a sundra merchant of kirtipur in 880 A.D, after having paid all theoutstanding debts in the country. This shows the basis of money lending practice inancient Nepal. The establishment of "Tejarath Adda" during the year 1877 A.D wasthe first step in institutional development of banking sector in Nepal. Tejarath Addadid not collect deposit from public but grant loans to public against the collateral ofbullions. Consequently the major part of the country remained untouched from theselimited activities. The development of trade with India and other countries increasedthe necessity of the institutional Banker, which could act more widely to enhance thetrade and commerce and touch the remote non banking sector in the economy.The history of the development of the financial institutions in Nepal is not very long.The history of Banking begins from the establishment of the commercial Bank; NepalBank Ltd. in 1994 BS for the first times to provide modern and organized bankingservice. Later, Nepal Rastra Bank was established in 14th Baishak 2013BS as a centralBank of Nepal under Nepal Rastra Bank act 2012 BS. Similarly, Rastriya Banijya Bankwas established in 2021 B.S .The Birth of these banks brought a new land mark inhistory of the banking facilities in Nepal. There after banks were establishedgradually.According to Nepal Commercial Bank Act 2031 B.S, "A commercial bank is the onewhich exchanges money, accepts deposits, grants loan and performs commercialbanking functions and which is not a bank meant for co-operative,  agriculture,industries or for such specific purpose." (Nepal Commercial bank act 2031.)Commercial banks are the central part of financial institutions and they are mostvisible series of financial intermediaries. They hold the deposits of many persons,government, establishment and business unit. They make funds available throughtheir lending and investing activities to borrow business firms, industries, andindividuals etc. Bank is a resource for the economic development which maintainsthe self confidence of various segments of society and extends credit to people.When the government adopted liberal and market oriented economic policy fromsince mid of 1980's Nepal allowed foreign banks on joint venture basis to operate inthe country after getting the approval from NRB. These JVBs namely NABIL banklimited and Nepal Indo-swez Bank Limited were established in 2041 & 2042 B.Srespectively. Now there exist altogether 32 commercial banks, 90 development



4banks, 69 finance companies, 27 micro- credit development bank, 16 NRB licensedCooperatives, 45 NRB licensed NGOs and 25 Insurance companies in Nepal.
1.4 CONCEPT OF BANKINGIn general bank is known as that type of institution which works the money relatedworks, like deposit collection, providing loans etc. Bank as a financial institution,plays a significant role in the development of a country, especially in the sector ofeconomic development. The history of banking transaction is as the history of ourcivilization. In ancient time goldsmith used to keep people's valuable good for thesecurity rather than earning interest. Mostly at that time goldsmith performed thistask, but now various types of banks have been acting in this field.The term "Bank" was originated from the Italian word 'Banco'. A bank is a businessorganization that receives and holds deposits from others, lends loans or extendscredit and transfer funds by written order of depositors. (Encyclopedia, 1984:vol.3)The business in Banking is one of collecting funds from the community and extendingcredit to people for useful purpose. Banks have played a pivotal role in movingmoney from lenders to borrowers. “Banking is the profit seeking business not a socialcharity. As a profit seeker it is expected to pay dividend and otherwise add to thewealth of its shareholders.” (Edmister, 1980: Ph.D. report)In current position, three types of banks performing their activities in differentsectors Such as central bank, commercial bank, and development banks. Also threetypes of commercial banks are operating in Nepal in the public sector like Nepal BankLtd. Rastriya BB, etc. The joint venture banks like Himalayan Bank Ltd, StandardChartered Bank Limited. etc. The private commercial banks like, Mega bank, Kistbank, Century bank, Sanima Bank etc.Commercial banks are those banks which operate from commercial point of view.They perform all kind of banking functions as accepting deposits, advancing credits,credit creation and agency function. The commercial banks are those financialinstitutions that deal in accepting deposit of persons and institutions and give loansagainst securities. They meet working capital need of trade and industry even inagriculture sector; moreover commercial banks provide technical and administrativeassistance to industry, trade and business.Commercial Banks are providing short term loan, long term loan, and medium creditto trade and industries. They also operate off- balance sheet functions such as issuingguarantee bonds, letter of credit etc. Without development of sound commercialbanking, underdeveloped countries cannot hope to join the ranks of advancecountries. If industrial development requires use of capital equipment it will not bepossible without the existence of bank to provide the necessary capital. Besides,industrial development will be impossible without the existence of markets todispose of the goods produced. On the other hand the existence of commercial bankswill help to extend the market. The commercial banks play a significant role asfollows:
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 Necessary for trade and industries.
 Promotion of capital formation.
 Help in business.
 Encouragement to the right type of industries.
 Transfer for surplus funds to needy region.The commercial bank has its own rules and contribution in the economicdevelopment. It is a source of economic development; it maintains economicconfidence to various segments and extends credit to people. (Grvwinshki, 1994: 87)According to Nepal Commercial Bank Act 2031 BS, "A commercial bank is the onewhich exchanges money, excepts deposits, grants loan and performs commercialbanking functions and which is not a bank meant for co-operative,  agriculture,industries or for such specific purpose." (Nepal Commercial bank act 2031B.S)Commercial banks receive deposits from customers under different accounts such assaving account, fixed account, and current account. Commercial banks also providesshort term drawing, as necessary for trade and commerce such as hypothecationagainst stock, guarantee against any deviation in performing tasks, purchasing andselling of securities, treasury bills, foreign currencies, performing such task on behalfof required persons. Central bank's main task is to monitor, direct and control thelending activities in the country. In Nepal, commercial banks perform their functionsunder the regulation of the Nepal Ratra Bank as a central bank of Nepal.To sum up, a bank is defined as financial institutions, which performs widest range ofeconomic and financial functions of any business firms in the economy. Thecommercial bank is that financial institutions which collect savings of the people andprovide loan against proper securities for their productive purpose. Moreover, theyalso provide technical support and suggestions, administrative suggestions,safekeeping of valuables, collections of bills, cheque and overdraft facilities toindustries and commerce.

1.5 JOINT VENTURE BANKING. (JVB)When two commercial banks from different countries join hands to formindependent enterprises it is said as joint venture commercial bank. The deliberatepolicy of allowing JVB in Nepal is basically to enhance local commercial bankperformance viz. competition, efficiency, modernization and computerization topromote customer services etc.Joint venture banks in Nepal are operated under the rules and regulations,supervision, control, and directive of Nepal Rastra Bank (NRB), the central bank ofNepal. Major functions performed by these banks are the regular banking service forany commercial banks. Along with that it also brings foreign capital, skills, experienceand latest technology and technique. It has also introduced the modern managementfor the employee’s detaintion, customer's satisfaction and latest technology such as



6ATM, Tele-banking, Credit/Debit card etc. Due to international name attached to it,commercial banks might be able to raise resources internationally for viable projectsdue to their creditability. It is also seen that because of JVBs there has been a healthyand essential competition among the contemporary banks.Nepalese joint venture banks should take initiation in search of new service in thecompetitive market and earn profit. There is high liquidity in the market but thereseems no profitable place to invest. At the same time, the bank and financialinstitutions are offering very low deposit interest rate. In this situation Nepalese JVBsare required to explore new opportunities to make investment if they want to survivein the competitive market. Since commercial banks can inspire entrepreneurship, thebanks should also consider national interests and government emphasis for theeconomic growth of the country by developing of industry, trade and business and tofulfill the objective of profit-making.
1.6 PROFILE OF BANKS UNDER STUDY.

1.6.1 NABIL BANKNABIL Bank Limited, the first foreign joint venture bank of Nepal, started operationsin July 1984. NABIL was incorporated with the objective of extending internationalstandard modern banking services to various sectors of the society. Pursuing itsobjective, NABIL provides a full range of commercial banking services through its 49points of representation across the country and over 170 reputed correspondentbanks across the globe.NABIL, as a pioneer in introducing many innovative products and marketing conceptsin the domestic banking sector, represents a milestone in the banking history ofNepal as it started an era of modern banking with customer satisfaction measured asa focal objective while doing business. Operations of the bank including day-to-dayoperations and risk management are managed by highly qualified and experiencedmanagement team. Bank is fully equipped with modern technology which includesATMs, credit cards, state-of-art, world-renowned software from Infosys TechnologiesSystem, Banglore, India, Internet banking system and Tele-banking system. NowNABIL stands as a no. 1 commercial bank in Nepal in private sector and number 2highest profit maker banks in Nepal after the Agriculture Development Bank.
1.6.2 HIMALAYAN BANK LIMITED (HBL)Himalayan Bank was established in 1993 in joint venture with Habib Bank Limited ofPakistan. Despite the cut-throat competition in the Nepalese Banking sector,Himalayan Bank has been able to maintain a lead in the primary banking activities-Loans and Deposits.Legacy of Himalayan lives on in an institution that's known throughout Nepal for itsinnovative approaches to merchandising and customer service. Products such asPremium Savings Account, HBL Proprietary Card and Millionaire Deposit Scheme



7besides services such as ATMs and Tele-banking were first introduced by HBL. Otherfinancial institutions in the country have been following HBL by introducing similarproducts and services. Therefore, HBL stand for the innovations that HBL bringsabout in this country to help its customers besides modernizing the banking sector.With the highest deposit base and loan portfolio among private sector banks andextending guarantees to correspondent banks, this bank is covering exposure ofother local banks under its credit standing with foreign correspondent banks. Up tofiscal year 2069/70 end the bank has 41 branches within the country.All Branches of HBL are integrated into Globes (developed by Temenos), the singleBanking software where the Bank has made substantial investments. This has helpedthe Bank provide services like ‘Any Branch Banking Facility’, Internet Banking andSMS Banking. Living up to the expectations and aspirations of the customers andother stakeholders of being innovative, HBL very recently introduced several newproducts and services. Millionaire Deposit Scheme, Small Business Enterprises Loan,Pre-paid Visa Card, International Travel Quota Credit Card, Consumer Financethrough Credit Card and online TOEFL, SAT, IELTS, etc. fee payment facility are someof the products and services. HBL also has a dedicated offsite ‘Disaster RecoveryManagement System’. Looking at the number of Nepalese workers abroad and theirneed for formal money transfer channel; HBL has developed exclusive andproprietary online money transfer software- Himal Remit TM. By deputing its ownstaff with technical tie-ups with local exchange houses and banks, in the Middle Eastand Gulf region, HBL is the biggest inward remittance handling Bank in Nepal. All thisonly reflects that HBL has an outside-in rather than inside-out approach wherecustomers’ needs and wants stand first. In previous F/Y, bank falls among top 5 profitearning banks in Nepal.
1.6.3 STANDARD CHARTERED BANK LTD (SCBL)Standard chartered Bank has been operating in Nepal since 1987 A.D. When it wasinitially registered as a joint venture, it has 75% ownership by SCB group and 25%share owned by Nepalese public. The bank enjoys the status of being a subsidiary ofstandard chartered Bank which is one of the leading international banks in the world.Standard Chartered has a history over 150 years in the banking and operations inmany of the world's fastest- growing market with an extensive global network of over1700 branches (including subsidiaries, associates, and joint ventures) in over 70countries in the Asia pacific Region, South Asia, the middle east, Africa, the unitedkingdom and the Americas. As one of the world’s most international banks StandardChartered employs almost 100,000 people, representing over 140 nationalities,worldwide. This diversity lies at the heart of the Bank's values and supports theBank's growth as the world increasingly becomes one market. With 19 points ofrepresentation, 23 ATMs in the country and with more than 400 local staff, StandardChartered Bank Nepal Ltd. is in a position to serve its customers through an extensivedomestic network. In addition the global network of Standard Chartered group gives



8the Bank a unique opportunity to provide truly international banking services inNepal.Standard Chartered Bank Nepal Limited offers a full range of banking products andservices in consumer banking. Wholesale and SME banking catering to a wide rangeof customers encompassing individuals, mid- market local corporate, multinationals,large public sector companies, government corporations, airlines, hotels as well asthe DO segment comprising of embassies, aid agencies, NGOs and INGOs.The bank has been the pioneer the introducing customer focused products andservices in the country and aspires to continue to be a leader in introducing newproducts in delivering superior services. It is one of the first Banks in Nepal toimplement the Anti- Money Laundering policy and apply the 'Know you Customerprocedures.Corporate Social Responsibility is an internal part of Standard Charterer's aspirationto become the world's best international bank and is the mainstay of the bank'svalues. The bank believes in delivering shareholder value in a socially, ethically anenvironmentally responsible manner. Standard Chartered throughout its long historyhas played an active role in supporting those communities in which its customers andstaff live. It concentrates on projects that assist children, particularly in the area ofhealth and education. Environmental projects are also occasionally considered. Itsupports non- government organizations involving charitable community activities.The group lunched two major initiatives in 2003 under it’s 'Believing in Life'campaign- 'Selling is Believing 'and 'Leaving with HIV/AIDS'.
1.6.4 EVEREST BANK LIMITEDEverest Bank Limited (EBL) started its operations in 1994 with a view and objectiveof extending professionalized and efficient banking services to various segments ofthe society. The bank is providing customer-friendly services through its branchnetwork. All the branches of the bank are connected through Anywhere BranchBanking System (ABBS), which enables customers for operational transactions fromany branches.With an aim to help Nepalese citizens working abroad, the bank has entered intoarrangements with banks and finance companies in different countries, which enablequick remittance of funds by the Nepalese citizens in countries like UAE, Kuwait,Bahrain, Qatar, Saudi Arabia, Malaysia, Singapore, and U.K.. Bank has set up itsrepresentative offices at New Delhi (India) to support Nepalese citizen remittingmoney and advising banking related services. The bank also falls among top 5 profitearning banks in Nepal at Fiscal Year 2068/69.
Joint venture PartnerPunjab National Bank (PNB) is its joint venture partner (holding 20% equity in thebank) is the largest nationalized bank in India. With its presence virtually in all theimportant centers at India, Punjab National Bank offers a wide variety of banking



9services which include corporate and personal banking, industrial finance,agricultural finance, financing of trade and international banking. Among the clientsof the Bank are Indian conglomerates, medium and small industrial units, exporters,non-resident Indians and multinational companies. The large presence and vastresource base have helped the Bank to build strong links with trade and industry.
Pioneering achievementsRecognizing the value of offerings a complete range of services, EBL was pioneered inextending various customer friendly products such as Home Loan, Education Loan,EBL Flexi Loan, EBL Property Plus (Future Lease Rental), Home Equity Loan, VehicleLoan, Loan Against Share, Loan Against Life Insurance Policy and Loan forProfessionals.EBL was one of the first banks to introduce Any Branch Banking System (ABBS) inNepal EBL has introduced Mobile Vehicle Banking system to serve the segmentdeprived of proper banking facilities through its Birtamod Branch, which is the firstof its kind. EBL has introduced branchless banking system first time in Nepal to coverunbanked sector of Nepalese society. EBL is first bank that has launched e-ticketingsystem in Nepal. EBL customer can buy yeti airlines ticket through internet.
1.7 FOCUS OF THE STUDYThe risk on banking industry has also made a mark simultaneously in our context thepresent situation of Nepalese economy is not so good for any kind business. Bankingbusiness also depends upon the lending business too. So, it is known as a riskybusiness. At present most of Nepalese Banks have suffered from the credit riskassociated with nonpayment and default of loan by the borrowers. Due to theexcessive amount of nonperforming assets in commercial bank, there is the widespread suspicion on the performance of the commercial banks. So, the main focusesof the study are as follows.

 What types of risk exist throughout the banking business?
 What are the techniques of credit risk management?
 What is the frame work of risk management?
 What does the central bank plan to control banks credit risk portion?
 What is the present scenario of commercial bank with regard to credit riskmanagement?

1.8 STATEMENT OF THE PROBLEM.Nepal is a small and landlocked country with small economic market. Economiccondition of the country is worsening due to the political conflict since 2052 B.S tillnow. Overall economic sector both manufacturing and commercial have heavy losses.



10But financial institutions are increasing regularly. Liquidity is at maximum level withthe financial institutions.Due to the unhealthy competition the recovery of bank credit is going towardsnegative. Non-performing credit of commercial banks are increasing day by day. Thesuccess and failure of commercial banks depend upon the total credit riskmanagement of commercial banks. This study relates how the joint venture banks ofNepal manage the credit risk. Many joint venture banks are involved in their bankingoperations only in towns and cities of Nepal. They cannot adopt rural banking policywhich is the most important for sustainable growth of our economy. Non- performingassets become a large problem to commercial banks. Bank is facing problem of overliquidity. Recently, NRB issued directives to commercial bank to increase their paid-up capital up to 1 billion by 2010 A.D. It becomes a most challenging task for acommercial bank. Especially, the study is expected to reveal the following researchquestions.
 How the commercial banks manage their credit risk?
 What are the main causes of increasing credit risk in commercial bankingsector?
 What are the major causes of increasing NPL of Nepalese commercial Banks?
 Does the proper investment policies & practices assist to increase the creditrisk?
 How to make optimal management of credit risk?
 What are the tools and techniques of proper management of the credit risk?

1.9 OBJECTIVE OF THE STUDYThis study aims to study and analyze the selected joint venture bank has managedcredit risk in the competitive banking industries. The specific objectives are asfollows:
 To explore the composition of securities against loan and advance.
 To find out the current techniques of credit risk management of sample JointVenture Banks.
 To find out risk-weighted assets associate loans and advances of selectedJoint venture banks.
 To explain and study the loan loss provision and non performing assets ofsample Joint Venture Banks.
 To recommend credit risk management based on the major finding of thestudy of sample Joint Venture Banks.
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1.10 SIGNIFICANCE OF THE STUDYLending is one of the major functions of the JVBs which play the significant impact inbanks liquidity and profitability. Growth and development of this sector requiresproper risk management. In today's competitive scenario several macroeconomicforces such as PESTLE have increased and created challenges to the banking sector.Therefore, the success of any organization depends upon how properly theinstitution can manage the different risks. It will provide valuable insights to differentstakeholders about the major problem of credit risk and banks actions for itsmanagement.
 This research identifies credit risk and related factors of commercial banks,their risk management styles, strategies and NRB's guidelines.
 Individuals, who have no knowledge of Nepalese financial sector and bankingsector, will be benefited.
 Investors and depositors can also know about the credit risk with these banksto carry out business.
 Those JVBs can know the strategy of credit risk management with each other.
 Students and teachers will also be benefited from this research report forknowledge.

1.11 LIMITATION OF THE STUDYEvery research study has some limitations; this research study is also not out ofthem, it means this study has also some limitations. The whole research andpresentation of this study is an individual effort and outcome of this study is also anindividual opinion. Therefore management, resource mobilization, new matters andthe time constraints limit this study up to a certain level. The study has been subject tthe following limitations.
 Lack of confidential information related with the credit risk is the mainlimitation.
 Due to the small sample size, it may not fully represent Nepal as a whole.
 The study covers recent few years' data regarding credit risk management, soanalysis and outcomes and findings from this study may not be applicable toall.
 The study depends upon the published documents (Secondary Data) of bankssuch as balance sheet, profit and loss account, Income statement etc.
 Statistical and financial techniques based on theoretical practices are used forcredit risk analysis, so this study may not be applicable as a whole.
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1.12 ORGANIZATION OF THE STUDYThe whole study is categorized into five chapters. These chapters contain followingmatters in details.
First chapter is for introduction. This includes background of study, briefintroduction of joint venture banks, statement of the problems, objectives of thestudy, significance of the study, limitations of the study, and organization of thestudy.
Second chapter describes about available literature and its review. It includesconceptual/Theoretical review, related studies and review of previous studies andpreview studies.
Third chapter explains the research methodology used in the study which includesresearch design, sources of data, population and samples, methods of data analysisetc.
Fourth chapter includes presentation and analysis of data and major findings.
Fifth chapter summarizes the main conclusion that extracted from the study, andgiving suggestions & recommendations for further improvements of selected jointventure banks.
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CHAPTER-2
REVIEW OF LITREATUREThis chapter presents the conceptual review of credit risk management includingdifferent types of risk, that exist in bank , credit risk management system and creditrisk management framework and techniques. The central bank's regulationsregarding the risk management has also been discussed. This chapter focuses on thereview of literature relevant to understand credit and credit management of banks.There are some books, journals, articles, other studies done related to lending andinvestment aspect of banks. Some of the relevant studies, literature on lending andinvestment are reviewed below. This chapter is categorized into two differentheadings.

 Conceptual Review.

 Review of related studies.

2.1 CONCEPTUAL REVIEW

2.1.1 Concept of creditCredit is the amount of money lent by the creditor to borrower either on the basis ofsecurity or without security. Credit and advances are an important items on the sideof the balance sheet of the commercial bank. Bank earns interest on credits andadvances which is one of the major source of income for banks. Bank prepares creditportfolio; otherwise it will not only effect debts but affect profitability adversely.(Varshney and Swaroop 1994:6)Credit is financial assets resulting from the delivery of cash or other assets by alender to a borrower in return of obligation repay on specified date on demand. Bankgenerally grants credit on four ways ;(Chhabra and Taneja 1991:4)

 Overdraft
 Cash credit
 Direct credit
 Discounting of bills
 Margin LendingsFor bank's overall corporate strategy and strategic plan at least three criticalcomponents are needed. They are: (joshep 1992:112)

 Business plan
 Framework for risk management
 Strategies for corporate control
 Strategies for Credit Risk Management



14These are the basic components provide a solid foundation for managing value andrisk planning, it focuses in just an operating and competing in the financial serviceindustry. The modern strategic approach also included a framework for riskmanagement and strategic for completing in the component fits for the modern ideaof the basic business of banking as measuring, managing, and accepting risk. Thebanker's objective is to manage value and risk by maximizing those or eliminatingthose that destroy value,The main task of commercial bank is to collect funds as deposit through severalsources and lend them to different sectors like; manufacturing, transportation, trade,construction, communication, other public utilities etc. Doing all these activities everybank has to face so many risks. There are several types of risk prevailed in thebanking industry, but the major area of the risk are widely recognized, i.e. creditrisks, market risk and operating risk etc.The credit risk is the potential financial loss resulting from the failure of customers tohonors fully the terms of loan or contract. On the other hand, the market risk includesbalance sheet risk and trading risk such as potential risk to earning and capitalresulting from changes in interest rate, liquidity, impact of foreign exchange ratefluctuations etc. Meanwhile operating risk arises from the natural disasters, errors inprocessing and settlement of transactions safeguarding of assets, system failure,fraud and forgery.
2.1.2 Meaning of RiskRisk refers to uncertainty on the investment faced by the investors. It is thepossibility that actual outcomes may different from those expected. Risk can bedefined as the possibility of deviation of the actual return from the expected return.Defines risk as the volatility of corporation market value. Risk management on theother hand, is the process of measuring of assessing risk and then developingstrategies to manage the risk. In general, the strategies employed include transferringthe risk to another party, avoiding the risk, reducing the negative effect of the risk,and accepting some of all of the consequences of a particular risk. (Kupper 2000:59)

2.1.3 Credit Risk.Credit risk is the likelihood that a debtor or financial instrument issuer is unwilling orunable to pay interest or repay the principal according to the specified in a creditagreement resulting in economic loss to the bank. Credit risk refers to the risk ofnegative effects on the financial result and capital of the bank caused by borrower'sdefault on its obligations to the bank.Credit risk is the major risk that the banks are exposed during the normal course oflending and credit underwriting. Credit risk arises from non- performance by aborrower. For most banks, loans are the largest and most obvious source of creditrisk; however credit risk could stem from activities both on and off balance sheet. It



15may arise from either an inability or an unwillingness to perform in the pre-committed contracted manner. In a bank's portfolio, losses arise from outrightdefault due to the inability or unwillingness of customer or counter party to meetcommitments on relation to lending, trading, settlement and other financialtransactions. Alternatively, losses may result from reduction in portfolio value due toactual or apparent deterioration in credit quality.Credit risk come from a bank's dealing with individuals, corporate, bank and financialinstitutions or an independent. Credit risk does not necessarily occur in isolation. Thesame source that endangers credit risk for the bank may also expose it to other risk.For instance a bad portfolio may attract liquidity problem.A typical Credit risk management framework in a bank may be broadly categorizedinto following main components;
 Board and senior Management's Oversight.
 Organizational structure.
 Systems and procedures for identification, acceptance, measurement.
 Monitoring and control risks.
 Management of Environmental effectiveness.

2.1.4 Credit Risk managementFinancial environment is dynamic. In this dynamic financial environment fluctuationin interest rates and commodity and real estate price are not something new. Thesefluctuations in economic and financial variables destabilize the corporate strategiesand performance of bank. Thus, it is necessary that bank has a framework of riskmanagement. Effective credit risk management allows a bank to reduce risk andpotential non- performing assets. Once bank understand their risk and their cost theywill be able to determine their most profitable business. Therefore the bank musthave an explicit credit risk strategy by organizational changes, risk measurementtechnique and fresh credit processes and system. While talking about the credit riskmanagement, five C's of creditworthiness should be considered and they are:
 CharacterThe good character and intend of the borrower is very important and thusshould be seriously considered. Information about the character of the clientcan be gathered from his working place, reference, neighbors and other placehe is associated with. This job tedious but should be carried out for secureinvestment.
 CapacityIt can be described as a customer ability to pay. It is measured by applicantspast performance records. For this an interview with applicants,customers/suppliers will further clarify the situation. The gross income,expenses and net income should be analyzed whether the borrower lives onsalary/wages or any other forms of income source. Whether the borrower



16has extra income source other than usual based which should be used torepay the scheduled installments should be considered.
 CapitalCapital provides a caution to absorb operating and assets losses that mightotherwise impair debt repayment. This in fact, is the insurance against theloan granted to the borrowers.
 CollateralSufficiency of collateral is necessary to insure the recovery of loan. In case ofdefault, by any cause, the collateral kept should have value enough to recoverthe loan granted and interest borne by it. It is recommended that only 50% ofthe value of collateral is granted as loan, but considering other factors likecharacter of borrower and his credit worthiness, this percentage can be madeflexible.
 ConditionsBorrowers may be subject to unfavorable economic conditions beyond theircontrol. Repayment depends not only upon character, capacity and collateralbut those factors over which the borrower exercise little or no control. Forexample: natural calamities, drastic economic crises etc.Risk depends upon the quality found in each 'C' and the combination of these five Cs,assuming the same conditions prevails the following guidelines are suggested.

2.1.5 Credit risk management techniqueAs the majority of bank assets are in the form of loan, as the lending function insimple and create the value of the bank. The main danger is the chance of theborrower not to pay the loan amount. So the proper prudent management of thecredit risk is very important. Merton and Bodies have suggested three techniques forthe managing the credit risk (Miller & Merton, 1995:483-489).

 Risk based pricingIt has been established that risk based pricing required lender to change therate that compensate for the riskiness of the loan. The pricing procedureneeds to be straight forward and not based solely an historical loan loss

Applicant character Credit riskCharacter + Capacity Very lowCharacter + Capacity without capital Low to moderateCharacter + Capital but insufficient capital Low to moderateCharacter + Capacity but impaired character ModerateCharacter + Capital without capital HighCharacter + Capital without character HighCharacter + No capital + No capacity Very highCharacter + No character + No capacity Very highCapacity + No character + No capital Fraudulent



17experience. In practice, loan pricing tend to follow the prime rate plus basis.Because the prime rate is not the lowest rate that a bank charges the creditworthiest customers can negotiate from the prime rate. The discount primerate is what bank use to attempt to compete with open market instrumentsuch as commercial paper and corporate bonds.
 Assets restrictionBank lender and other creditors have a claim on the borrower's assets. Aslong as the market value of assets exceeds the value of liabilities, creditors areprotected because proceeds from sales of assets cover the entirealternatively, as long as positive net worth exists, business firms are not goingto turn over the creditors assets that exceeds the value of claim against them.Thus one way for lender to protect them is to try to ensure that the value ofassets always exceeds the value of claim. Restriction amount of debt aborrower takes on and restricting the variability of the value of assets are thebasic way of meeting these objectives. Restricting covenant is long agreementand the strength of bank customer relationships are practical ways thatlender impose assets restrictions or establish borrowers incentives forcompliance.
 MonitoringIf lender have a contractual right to monitor assets value continuously and toseize assets, then loan losses can be minimized either by auditing assets valueand seizing assets before short falls exist or by requiring the posted value ofcollateral assets to equal or the posted value of collateral assets to equal orexceed the promised payment for private loan, which banks haveconsiderable expertise in organization. Monitoring without continuoussurveillance is costly.Before providing credit to customer, bank makes analysis of project fromvarious aspect and angels. It will help the bank to see whether project isreally suitable to invest or not. For that, bank needs to do a project appraisal.The purpose of project appraisal is to achieve the guarantee of reasonablereturn from the project. Project appraisal answers the following questions.
 Is the project technically sound?
 Will the project provide a reasonable return?
 Is the project in line with the overall economic objectives of the country?Generally, the project appraisal involves the investigation from the following aspects.

 Financial aspect
 Economic aspect
 Management/Organizational aspect
 Legal aspect
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2.1.6 General Risk Management FrameworkManagement of risk begins with identification and its quantification. It is only afterrisk are identified and measured that may decide to accept the risk at a reduced levelby undertaking steps to mitigate the risk either fully or partially. Hence managementof risk may be sub- divided into following five processes.1. Risk identification2. Risk measurement3. Risk pricing4. Risk monitoring and control5. Risk mitigation6. Find out the  Risk management Techniques7. Selection of Best alternatives8. Implementation of the selected alternatives.Further approach to manage risk at transaction level i.e. at branch level wherebusiness transaction are undertaken and at aggregate level i.e. the sum of total of alltransactions are undertaken at all branches differs.
Risk identification: All transactions would have one or more of the major risks i.e.liquidity risk, interest rate risk, credit risk, operational risk, Exchange rate risk, andother with their manifestation in different dimensions. Although all these risk areconnected at the transaction level and certain risk such as liquidity risk and interestrate risk can be managed at the aggregate or portion level. Credit risk, operationalrisk and market risk arising from individual transaction can be managed attransaction level on portfolio level.
Risk measurement: The risk measures seek to capture variations in earnings,market value, losses due to default etc. Arising out of uncertainties associated withvarious risk elements. Quantitative measures of risk can be classified into threecategories.a. Sensitivity: Sensitivity captures deviation of a target unreadable due to unitmovement of a single market parameter. Only those parameters which drivethe value of target variable are relevant purpose. For e.g. change in marketvalue due to 1% change in interest rate would be a sensitivity based measure.b. Volatility: It is possible to combine sensitivity of target variable with theinstability of underlying parameters. The volatility characterizes the stabilityand instability of any random variable. The computations of historicalvolatility based on defined time series are given below.Volatility over the time horizon 'T' = Daily volatility × Square root of 'T'c. Downside potential: Down side potential only captures possible lossesignoring profit potential. The downside risk has components potential lossesand probability of occurrence. Potential losses may be estimated but difficulty



19lies in estimating probability hence downside risk measure require priormodeling of the probability distribution of potential losses but low probabilityof occurrence downside risk the most comprehensive measure of risk as ifintegrates sensitivity and volatility with the adverse effect of uncertainty. Thevalue at risk measures downside risk.
Risk pricing: Banks have to maintain necessary capital at least as per regulatoryrequirement. The capital required is not without courts and another factor is aprobability of associated with all risks. This also needs to be factored into pricing.Therefore Banks should take into account the following i.e. cost of deployable funds,operating expenses, loss probability and capital charge. Proper risk pricing canreduce the uncertainties regarding time value of money.
Risk monitoring and control: The key driver in managing a business is seekingimprovement in risk adjusted return on capital (RAROC). Therefore, approach to riskmanagement cannot be separated or in standalone made. The approach to riskmanagement centers on facilitating implementation of risk business policiessimultaneously in a consistent way. Modern best practices consist of setting risklimits based on economic measure of risk while ensuring best risk adjusted return.
Risk mitigation: Risk reduction is achieved by adopting strategies that eliminate orreduce the uncertainties associated with risk element. This is called "risk mitigation".In banking sector, it comes across a variety of financial instrument and number oftechniques that can be used to mitigate risk. For mitigating credit risk, banks havebeen using traditional technique such as collateralizations by securities or landproperty, Real estate property and third party guarantees etc.
2.1.7 Factor affecting credit policyGenerally, the following factors are to be considered to make effective credit riskmanagement. It is also called the factors of credit policy. It helps to get effective creditworthiness.

 Industry environmentIt determines the nature of industry, structure, attractiveness and thecompany's position. The industrial, weakness of a company which isdisadvantaged and security value.
 Financial conditionsIt determines the borrower's capacity to repay through cash flow as the firstway out. The strength of second way out i.e. through collateral liquidation isalso assessed. Further the possibility to fall bank on income of sister concernin case of financial crunch of the company condition threatened repaymentcapacity.
 Management quality it determines the integrity, competence and nature ofalliance of the borrower's management team. Weakness in replacement needsshould be evaluated.
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 Technical strengthIt determine the strength and quality of the technical support required forsuitable for sustainable operation of the company in terms of man power, theviability of the technology uses, availability of after sales services, cost ofmaintenance and replacement with the bank. Weakness in security threatensthe bank's second way out.
2.1.8 Credit Approval process and possible Risk mitigation MeasuresIn order to access the credit risk, it is necessary to take a close look at credit approvalprocess. Credit approval process may by different according to the nature ofborrower, volume of credit, type of credit etc. Such characters which have to be takeninto consideration in planning credit approval process and which usually stem fromthe heterogeneity of the products concerned are simple to divers. First of all, possiblesources of error in credit approval process must be designed to avoid. Those errorsencountered in practice most often can be put down to two sources.a) Substantive errors: This comprises the erroneous assessment of a creditexposure deposit comprehensive and transparent presentation.b) Procedural error: Procedural errors may be of two firms, on the one hand, theprocedural structural design in credit approval process. These errors lead toan incomplete or wrong presentation of credit exposure. On the other handprocedural errors can result in incorrect performance of credit approvalprocess. These are caused by negligent or intentional misconduct by thepersons in the credit approval process. Both substantive errors andprocedural errors are usually determined by three same risk drivers i.e.processing precision assessment capacity and overload. For proceedingprecision, training standardization in term of reduction of capacity andassessment capacity, clear job instruction, discussion and review, volumebased decision making authoring and training/experience of employees maybe tools for risk mitigation. Over load can be minimized through reducedeffort per application in the processing and standardization.
Accounting for Aspect:The quality of the credit approval process from a risk perspective is determined bybest possible identification and evaluation of credit risk resulting from a possibleexposure. The credit risk can be distributed among four risk components which havefound their way into the new based capital accord (in the following referred to asbased II)a. Probability of default (PD): Reviewing the borrower's probability of default isbasically done by evaluating the borrower's current and future ability to fulfillits interest and principal repayment obligations. This evaluation has to takeinto account various characteristics of borrower (natural or legal person)which should and to a differentiation of credit approval process.



21b. Loss given default (LGD): The loss given default is affected by thecollateralized portion as well as the cost of selling the collateral. Therefore thecalculated value and type of collateral also have to take into account indesigning credit approval process.c. Exposure at default (EAD): The exposure at default corresponds to the amountowed to the bank. In this case exposure at default is determined by type ofborrower, source of cash flows, value and type of collateral and amount andtype of claim which should be analyzed in depth.d. Maturity (M): Higher maturity period shows higher risk due to probability ofdefault may occur and lower maturity period shows lower risk. In this waymaturity of credit should take consideration in risk minimizing aspect.
Standard and individual process of credit rating: Generally speaking theobjective of establishing standard process is more efficient process of execution.Standard processes are characterized by the fact they are only intended and suitablefor handling curtained credit products with limited feature and options. Thistechnique is uses for retail customer who used credit in commodities and others. Forexample procedure of lending home loan by standard chartered bank is fixed for andcustomer. Limiting the process and maximizing the exposure volume allows forsimplification and standardization within the process. Individual processes arecharacterized by on adaptive design which makes it possible to deal with the varietyof products collateral and conditions. Typically, this will required especially for highvolume corporate customer. The higher risk involved with loan examined in anindividual process should be addressed by using different models. In this regard,credit rating model may be different as credit approval process. But here is givenstandardizations credit rating model which plays significant role in reducing risk. Atypical rating process consists of two components i.e. financial rating and qualitativerating. Financial rating comprises an analysis of annual financial data available fromcredit applicant the analysis of annual financial rating which requires specifictechnical knowhow, qualitative rating requires comprehensive knowledge of theborrower to be successful. Such qualitative factor can be rating and evaluated instandardized form. As qualitative rating may be interested in character that gobeyond the borrower in question itself (e.g. product positioning within thecompetitive), it is possible to provide for the integration of additional environmentwithin the bank.Above mentioned financial and qualitative rating are combined which is called asbase rating i.e. fundamental rating of credit. These rating processes can reduce creditrisk up to certain level.
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2.2 REVIEW OF RELATED STUDIES

2.2.1 Review of NRB Directives Related to Risk Management of Commercial
BanksNepal Rastra Bank is a leader of money market. It is the chief of all the banksoperating in the country. It supervises, regulates and control over the functions ofcommercial banks and other financial institutions. NRB has issued various directivesto supervise and control commercial banks. In this present context, the directives areissued by NRB quite regularly. In 2010 NRB has issued unified directives of regulateall three categories of financial sectors in Nepal to ensure international standardfunctions. NRB (2010) prescribed following in different aspect of risk.

Directive No.1 Capital Adequacy RatioCapital Adequacy ratio is the proportion of capital fund or shareholder equity on thetotal risk weighted assets of bank. In other words it is the capital portion which isused to finance the assets. The total risk weighted assets on their hand include bothon and off balance sheet items, which has been rated with certain percentage of risk.The risk weighted assets ranges from zero for cash and 100% for loan and advances.The higher risk weighted assets means lower will be the capital adequacy ratio asCAR is the ratio between capital fund and risk weighted assets. According to Unifieddirective 2010, the capital fund included two types of capital i.e. primary capital andsecondary capital. Primary capital refers to core capital which includes paid upcapital, share premium, non- refundable preference share, general reserve fund,retained earnings, capital adjustment fund and other reserve. Supplementary capitalrefers to all reserve bank has made for specific purpose such as General loan lossprovision, assets revaluation reserve, unused subordinated term debt, Exchangeequalization reserve. Additional loan loss provision and investment adjustmentreserve etc.
Credit Risk and Directive No 2Having exercised the powers conferred by Section 79 of the Nepal Rastra Bank Act,2010, the following Directives have been issued with regard to classification ofcredit/advances and provisions to be made for its possible loss by the institutionsobtaining licenses from this Bank to carry out financial transactions.
1. Classification of loans/advances:Entire loans and advances extended by a licensed institution have to be classified asfollows based on expiry of the deadline of repayment of the principal and interest ofsuch loans/advances:-

 Pass: Loans/advances which have not overdue and which are overdue by aperiod up to three months only or equivalent to the period of one Quarter
 Sub-standard: Loans/advances which are overdue by a period from threemonths to a maximum period of six months are known as sub-standard loan.
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 Doubtful: Loans/advances which are overdue by a period from six-months toa maximum period of one year are known as doubtful loans.
 Bad: Loans/advances which are overdue by a period of more than one yearare known as bad loans or bad debts.The loans which are in pass class and which have been rescheduled/restructured arecalled as "the performing loan, and the sub-standard, doubtful and loss categories arecalled non-performing loans.

Note: Loans/advances also include bills purchased and discounted.

2. Additional provisions relating to pass loans:(a) The following loans may be included in the pass loan:-
 Loans/advances extended against the collateral of gold and silver;
 Loans/advances of fixed receipts
 Loans/advances of Government of Nepal securities and loans/advances madeagainst the collateral of Nepal Rastra Bank bonds; Provided that the cases ofthe loans/advances against the fixed receipts or Government of Nepalsecurities or Nepal Rastra Bank bond as the additional collateral, such loansand advances shall also have to be classified in accordance with the directivereferred to into Point No. 1 above.(b) The working capital loan having the deadline of up to one year for repayment maybe included in the pass loan class. In case the interest to be received from the loans ofworking capital nature is not regular, such loans have to be classified on the basis ofthe duration of interest to be due.

3. Additional Provisions Relating to Loss Loans:In case there seem any of the following discrepancies in any of the following loans,whether or not the deadline for repayment of which is expired, such loans andadvances has to be categorized as the loss loan:
 The market price of the collateral cannot secure the loans;
 The debtor is bankrupt or has been declared to be bankrupt;
 The debtor disappears or is not identified;
 In case non-fund based facilities such as purchased or discounted bills and L/Cand guarantee which have been converted into fund-based loan, are notrecovered within ninety days from the date of their conversion into loan;
 Loan is misused;
 Expiry of six months of the date of auction process after the loan could not berecovered or a case is pending at a count under the recovery process;
 Providing loan to a debtor who has been enlisted in the black-list of Credit
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 Information Bureau Ltd;
 The Project/business is not in a condition to be operated or project orbusiness is not in operation
 The credit card loan is not written off within 90 days from the date of expiry ofthe deadline;
 While converting the L/C, guarantee and other possible liabilities into a fundbased loan under the regular process, if the said loan is not recovered within90 days; and
 In case of expiry of the deadline of a trust-receipt loan.

4. Loan loss provisioning:Additional provisioning in the case of personal guarantee Loan.The loan provisioning on the basis of outstanding loans and advances and billspurchase are classified as per new unified directives 2012, shall be provided asfollows.
Classification of Loan Loan loss provisionGood 1%Sub-Standard 25%Doubtful 50%Bad 100%

Source: NRB’s unified directives 2012Loan loss provision set sideways for performing loan is defined as General loan lossprovision and provision for non- performing loan is defined as specific loan lossprovision. Excess portion of loan loss provision can included is supplementarycapital.
5. Provisions Relating to Rescheduling and Restructuring of Loans:(a) In case a licensed institution is convinced on the following bases stated in thewritten action plan submitted by the debtor, it may reschedule or draw back theloan:-

 Evidence showing that documents relating to loans and security are sufficient;
 Bases on which the licensed institution is convinced of the possibility that therescheduled or restructured loans would be recovered;
 In addition to submission of written plan of actions for rescheduling andrestructuring loans at least 25 percent of the interest due to be paid until thedate of rescheduling or restructuring of such a loan has been paid;(b) While rescheduling or restructuring the loans to the industries which have beenrecommended by the Sick Industries Preliminary Inquiry and Recommendation



25Committee formed under Government of Nepal, a minimum of 12 percent of interesthas to be paid, other procedures need to be fulfilled and rescheduling andrestructuring shall have to be carried out making a provision for twenty-five percentloan loss. Provided that in the event where the loan has been rescheduled andrestructured based on payment of less than 12 percent of interests, provision for loanloss has to be made based on the duration upon expiry of the deadline according tothe prevailing provisions.(c) Description of the loans classified pursuant to classes (1) and (2) has to beseparately prepared.
Note: For this purpose, "Rescheduling" means the process of extending the time limit of
repayment of the loan availed by the customer.

"Restructuring" means the process of changing the nature or terms and conditions of
altering the restrictions on or changing the time limit of the credit facilities.

2.2.2 Review of relevant articles and journalsWhen the government decides to establish banks with Joint ventures, two benefitswere expected. First that composition would force domestic banks. Thus, Nepal bankLtd and Rastriya Banajya Bank have to improve their service and efficiency. Second,the introduction of new banking procedure methods and technology would takeplace. There has been substantial growth in the number of joint venture banks inNepal since 1990s. The basic reason behind this is the government's premeditatedpolicy of allow foreign JVB to operate in Nepal. Government's liberalization policyalso encourages the traditionally run domestic commercial banks to enhance theirefficiency and computerization and timely customers services by setting them to theexposure of the Joint venture banks.
Mr. Shiva Raj Shrestha, (1998) Director NRB in his article titled “Modus operandi of
risk appraisal in banking lending” has tried to highlight different aspect of credit riskmanagement. As per his view as the effective risk management central to goodbanking, the tradeoff between risk and return is one of the rime term. He concludes"effective credit risk management allows a bank risks and their costs, they will be ableto determine their most profitable business. Thus price products must be chargedaccording to their risks. Therefore, the banks must have an explicit credit riskstrategy and supported by organizational charges, risk measurement techniques andfresh credit process and system. There are five crucial areas that management shouldfocus on;

 Credit sanctioning and monitoring process.
 Approaches to collateral
 Credit risk arises from new business opportunities.
 Concentration on correlate risk factors.
 Credit exposure relatives to capital or total advances



26Apart from these, the bank management should regularly review all assetsquality issues including portfolio composition, big borrower exposures anddevelopment in credit management policy and process." He is helpful that thebankers adopt good risk management practices and will be able to reap bothstrategic and operational benefits.
Shrestha (1998) In her article "Lending operations of commercial bank of Nepal and
its impact on GDP" presented the objectives of make an analysis of contribution ofcommercial bank's lending to the Domestic product (GDP) of Nepal. She has set ahypothesis that there has been a positive impact of lending of commercial banks tothe GDP. In research methodology, she has considered GDP as the dependent variableand various sectors of lending Viz. agriculture, industrial, commercial, service,general and social sectors as independent variables. A multiple regression techniquehas been applied toi analyze the contribution.The multiple analysis have shown that all the variable expect service sector lendinghave positive impact on GDP. Thus in conclusion, she has accepted the hypothesis, i.e.there has been positive impact on GDP by the lending of commercial banks in varioussectors of economy, expect service sector investment.
Mr.Bhisma Raj Dhungana, (2000) in his article titled “Why assets management
company is consider the best option to resolve the non- performing loan problem?” triedto emphasize one approach mainly Assets Management Company (AMC) for resolvingthe problem of non- performing loan. As per him, AMC is the specialized financialintermediary to manage non- performing loan from financial institution that buy thenon- performing loan from financial institution and take necessary steps to recoverthe maximum value from the acquired assets. If non- performing loan are not resolvein time, those would not be inherent direct of interest costs to the economy. As statedby him, non-performing loan may arise due to the external factors like decease inmarket value of collateral, deterioration in borrower's repayment capacity, economicslowdown, and borrower's misconduct. Improper credit appraisal system, lack of riskmanagement practices, ineffective credit monitoring and supervision system, lack ofrisk management practice, ineffective credit monitoring and supervision system.Hence he suggested that NPL should be kept at minimum level and the specializationinstitution such as AMCs should manage the distress loan.He says that both traditional approach and AMC are available to pact with non-performing loan problems. Under the traditional approach, Bank handles the NPL inits own way particularly the borrower and give top precedence to loan recovery. Asopines by the writer this approach is useful in dealing with small business loanswhere personal touch is adopted. Big loan does not work. "AMC seems as the onlyrealistic option when the financial sector recovery is the underlying objectives infinancial system where the institution fails to resolve the NPL problems through theireffort." He states that the main advantages of editions manner removing thedistraction of managing non-performing loan from the banking system and free upresource within the financial institutions allowing them to concentrate on their coreactivities.
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Mr. Him Prasad Neupane, (2001) in his article titled “Bad loan of banking sector-
challenges and effort to resolve it” has thrown some regarding bad loan of bankingsector. As mentioned by him there were various type of risk integrated in the credit,one who manages risk, earn profit. He further added that the recent financial crises inbanking sector is due to weak accounting procedure, defect in loan classification, lackof clearness, loss control measure etc. Like the other writers he also started that NPAis the indicator of financial crises and the factors lending to NPA is economicslowdown, recession, bad aim of the borrower, lack of credit cost and reduce profitearning capacity of the bank. The international standard of acceptable non-performing loan is 4% but there is around 26% non - performing loan of twonationalized bank. The writer suggested internal and external measure for reducingclassification of loan and its advances and providing provision for probable loss andexternal measure comprises of help from credit information bureau (CIB),Appointment of assets management company (AMC) and debt recovery tribunal(DRT).
Rana (2001) alerts commercial banks of the directives issued by Nepal Rastra Bankon 2002. The article gives bird's eyes view of major changes made in the newdirectives and suggests measures to be taken by commercial bank to comply with thenew directives. Mr. Rana has highlighted the following points in his article:

 Capital adequacy ratio for commercial bank prescribed by Nepal Rastra Bankis even higher than the requirement in India.
 Classification of loan and advances into four category instead of six categoriesprescribed earlier.
 The newly prescribed change in income recognition system will require mostof the banks to either upgrade or change their banking software.
 Bank will find it very difficult to maintain records, which are included in thedefinition of family relative.In order to comply with the new NRB directives, he has suggested followingmeasures:
 Upgrade/change the banking software, which facilities generating numerousreports required by Nepal Rastra Bank.
 Foresee capital adequacy position for number of years ahead and initiatemeasure for increasing the capital if required.
 Review and revise overall credit policies to address new directives governingloan classification and loan loss provisioning.
 Strengthen bank's monitoring and follow up department. Time has come toinculcate financial discipline to the customer. A number of interactionprograms should be organized with credit customer so that NRB's newdirectives could be explained to them.
 Update their record with Credit Information Bureau (CIB). Also banks shouldtimely submit required to CIB for its effective functioning.
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Mr. Binam Ghimire (2003) in his article titled "Credit Sector Reform and NRB" hastried to explore the effect of change or modification in NRB directives regarding loanclassification and loan loss provisioning. "Although the circumstance lending tofinancial problems or crises in many Nepali Bank differs in much respect what iscommon across most or likely losses of this nature facing the industry NRB have asthe central Bank, amended several old directives and issued many new circulars inthe recent years.As opined by him, since majority of the loan of most of the commercial banks of thecountry at present falls under substandard, doubtful and even categories. Loan lossprovisioning now compared to previous arrangement would be dramatically higher.The new classification and provisioning norms are very lent able as they help tostrengthen bank financially. He added that we also must remember the old systemfrom 1991 to 2001, which was probably the most explosive decade of the businessoperation of the country. He has indicated that loan loss provisioning as a percentageof total credit is 5.2% in fiscal year 2001 but in fiscal year 2003, it jumped to 18.39%.It only private banks are considered, it is 2.12% in fiscal year 2001 where as it is 30%in fiscal year 2003. He has also stated that tightening provisioning requirement onNPA is essential to ensure that banks remain liquid even during economic downturn.
Winner, Navraj Trivelli & Tarazona (2007), in their article, "Managing Credit Risk
in Rural financial in Latin America", have stated that credit risk management in LatinAmerica rural financial institutions in improving and developing, but much still needsto be done. Many of the institutions surveyed confirmed success as measured by highoverall rates of probability, low delinquency rates in both general and agriculturalportfolios and sustained growth rates in agricultural portfolios ore time. Nonetheless,the paucity of institutions active in rural areas and expressed desire for better riskmanagement system, the relatively small loan sizes, and restricted terms indicatethat the situation is less than optimal.Massive credit expansion in developed countries has been due in large part to theintroduction and wide diffusion of risk transfer techniques (insurance, securitization,derivates, etc) and the wide acceptance of different types of collateral(inventories,account receivable, warehouse receipts etc). In Latin America the most common risktransfer instrument are publically financial loan guarantee funds; however, they areused only mostly (25 percent). Historically, guarantee funds have been plagued withproblems of high costs, limited additionally, and moral hazard. Recent work hasshown that the most successful guarantee funds in Latin America (in terms ofadditional) are those in Chile and that much of the positive impact is due to adequateregulation. In order to introduce some of the other risk transfer instruments morecommonly found in developed financial markets, investments will be needed toreform and strengthen the insurance industry, capital markets, credit bureaus,commercial codes, secured transaction frameworks and information disclosure rules.
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2.2.3 REVIEW OF RELATED THESISVarious studies have been conducted on the credit risk management and otherrelated subject of different institutions and banks. Reviews of some thesis work arepresented below:
Aryal (2001) has submitted a thesis named, "A evaluation of credit investment and
recovery of financial public enterprise in Nepal" abase study of ADBN. In his thesis hestated high interest rate of non- institutional source; people are unable to pay theircredit at fixed time. These institutions compel them to transfer their property to themoney lender resulting himself or herself as a landless person as a researchstatement of a problem. ADBN is one of the major financial institutions supporting forthe people for the different purpose like agro, industry, tea, coffee, livestock farmingetc. ABDN provides the credit individual and co- operative sector to all region of thecountry. Credit outstanding amount is increasing day by day but the collectionamount is not good. However, ADBN has increased its effort to collect its credit. It issaid that those people who really need to do sufficient amount of credit from ADBN.So, Mr. Aryal chose this bank to analyze the credit disbursement and recovery patternof ADBN.From his research, he has made some findings which are shown below:

 Actual credit disbursement, collection and outstanding are increasing indecreasing rate.
 Yearly increase in credit disbursement is higher than that of collection.
 Positive relation between credit disbursement and collection is 0.996%.
 Target credit collection and disbursement fixed by planning and projectdepartment is not significantly different than the actual.
 Most of the customers are unaware of the policy of the bank.Aryal has concluded in his thesis that, the borrower should be informed about credit,its use and its payment procedures and schedule.
 Greater attention should be given to increase the credit collection and tocollect old outstanding amount of credit and renewal of it.
 To allele rate the collection, credit should be followed continuously in aregular interval of time.
 To behavior of the personal should be strictly supervised in granting credit inproper investment proposal because of most the bad credit disbursement isdue to weak decision of the personal.

Pandey (2002) has carried out in his study "Credit risk Management of Himalayan
bank Limited with reference to other Commercial Banks" with the objectives to findout the impact of changes in NRB directives on the performance of the commercialbanks and to find out whether the directives were implemented or not. According tohis findings the directives is not properly addressed have potential to spoil thefinancial system of the country. The directives in themselves are not that importantunless properly implemented. The implementation part depends upon thecommercial banks. In case commercial banks are making such profit with full



30compliance of NRB directives, then the commercial banks would deserve votes ofpraise because they would then be instrumental in the economic development of thecountry. All the changes in NRB directives made impacts on the bank and the resultsare as follows:
 Increase in operational procedures of the bank, which increase theoperational cost of the bank.
 A short term decrease in profitability, which result to fewer dividends toshareholders and less bonus to the employees.
 Reduction in the loan exposure of the bank, which decreases the interestincome but increase the protection of the depositor's money.
 Increase protection to the money of the depositors through increased capitaladequacy ratios and more stringent loan related documents.
 Increase demand from shareholder's contribution in the bank by foregoingdividends for loan loss provisions and various other reserves to increase corecapital.All the foreside result lead to one direction the bank will be financially healthy andstronger in the future. HBL will be able to withstand tougher economic situation inthe future with adequate capital and provision for losses. The tough time throughwhich the bank is undergoing at present will prevail only for a couple of year but inthe long run, it will be strong enough to attract more deposit and expose itself tomore risk with capital soften behind it. The quality of the asset of the bank willbecome better as bank will be careful before creation credit. Ultimately, the changesin the directives will bring prosperity not only to the shareholders but also thedepositors and employees and the economy of the country as a whole.Pandey has made his research on the impact on changes in directives. In his study, hehas studied only the provision related to loan provisioning and capital adequacy.However, besides loan loss provision and capital adequacy, the other factors likeconcentration risk, sector- wise lending risk can further be discussed. A study on theorganizational structure or management technique applied for the properimplementation of NRB directives and for management of credit risk can also bemade.

Shrestha (2003) in her thesis "Impact and inplementation of Nepal Rastra Bank
(NRB)'s Guidelines (Directives) on commercial banks. A study of Nabil Bank Ltd. and
Nepal SBI Bank Ltd." Has tried to find out the following things:

 Impact of NRB directives on commercial banks.
 Whether the directives are actually implemented and are being monitoring byNRB or not.She has started that both NABIL and Nepal SBI are implementing the NRB directives.She concluded that all the changes in NRB Directives made both positive and negativeimpacts on the commercial banks. Even through this study is limited to only twosamples (i.e. Nabil bank and Nepal SBI Bank) among the entire population; it clearsthe new directives issued by NRB make good impact to more than bad impact on the



31various aspects of the banks. It can be seen that the provision has been changed andthe increased provisioning amount has decreased the profitability of commercialbanks. Apart from, loan exposure has been cut down to customers due to theborrower limits have been through down by NRB. Therefore, reduction in loanamount results to decrease the interest income from loans, which will decrease theprofits of the banks in coming years. Decreasing profitability push towards lesserdividends to the shareholders and less bonus to these employees. Not only are thenegatives sides but also their positive doses of new directives. Recently the problemsof banks are increased operating cost and decreasing loan amount resulting decreasein profits of the banks but it shows it is loans, which protect the banks frombankruptcy as well as protection of deposits of depositors. Increase in capitaladequacy ratio strengthen the risk reducing provision would protect the bank fromliquidation. Above all it can be conclude that newly issued directives are moreeffective than previous one although it has brought some problems towards banks.To increase the decreasing profit of the banks, they should research the alternativeslike more investment in other business; bank should adopt new technology accordingto the demand to time and must not depend on only interest income for profit.In this thesis as well, researcher has studies the impact of NRB directives, especiallyrelated to loan loss provisioning, on selected banks. There exists a gap regarding thestudy of management teams formed by the commercial banks to manage the creditrisk beside those NRB directives. Similarly, commercial banks compliance in regardto those directives as well as banks policy and procedure to manage credit risks canbe studied further.
Mr. Lila Prasad Ojha (2003) has carried out research on "Lending practices- A study
of NABIL, SCBNL and HBL". The problem conclusion and recommendation figured outby him which are discussed and mentioned below.The increasing provision on loan loss and high volume of non-performing assets inNABIL, HBL, and High volume of NPA of HBL may have caused due to the failure ofindustrial and agriculture sector. NABIL'S increased may have caused due to theaccumulated bad debts that is kept behind the curtain to share to high efficiency ofmanagement. He suggested that following the normal guidelines of NRB and actingupon this also reduce many of credit risk arising from the borrowers. He suggestedbanks to be more careful and realistic while granting loan and advances. The majorsolution of reducing the credit risk is to avoid lending in more risky sector. As per hisopinion, lack of proper credit appraisal, default by blacklisting borrower andprofessional defaulter, the over confidence in commercial banks regarding creditapproval and appraisal efficiency and negligence in the taking information fromcredit information department has caused many of bad debts in these managementcompany (AMC) which helps commercial banks in collecting their debts andimproving their credit rating effectiveness should initiated.
Mrs. Niva Shrestha (2005) in her thesis in " A study on non performing assets and
loan loss provision of commercial banks with reference to NBL/NABIL/SCBNL” hasoutlined her major findings are as follows:



32It has been found that NBL has very portion of nonperforming loan resulting tohigher provision. Hence even, the bank has higher investment in the most incomegenerating assets i.e. loan advances, it is in loss, even the private sector bank likeNABIL higher non- performing loan and accordingly higher provision. Its averageproportion on non performing loan during the study period is higher than theacceptable. However in recent two years NABIL's non performing loan has shownsignificant decrement and accordingly provision has also decreased. Among the threebanks, SCBNL has least non- performing loan and thus the least loan provision. It isalso head in generating income. From these indicators, it can be said that SCBNL isthe best among three banks. However SCBNL seems less oriented towards lending.Hence the lower percentage of NPL and providing of also due to relatively lower inloan and advances.In her the conclusion " it can be said that ineffective credit policy, political pressureto lend to un-credit worthy borrowers, over valuation of collateral are the majorcauses of NPA in government owned banks like NBL. Other factor landing toaccumulation of NPA are weak loan sanctioning process, i9ceffective creditmonitoring and supervision system, economic slowdown, borrower's misconduct etc.in addition to this establishing recovery all hiring assets management company arealso measure to resolve the problems of NPL. More provision has to be appointedlanding to lesser probability. But this kind of negative impact is only for short period.Adequate provisioning strengthens the financial health of the bank and makes able toface any kind of future contingencies."
Mr. Ram Krishna Rai (2005), in his thesis on "Credit Risk management of JVBs (with
reference to NABIL, SCB, EBL & HBL)”, has outlined major findings are as follows.1. On the basis of loan product, standard Chartered Bank have covered the leastrange of lending among four JVBs including three categories in retail orconsumer loan and 4 categories in corporate and wholesale loan, WhereasHBL covered wide range of lending among four JVBs including 8 categories inconsumer loan and 7 categories in corporate loan. Similarly, NABIL Bank hasextended their loan in 5 categories of consumer loan and 8 categories ofcorporate loan. EBL has extended their loan and advances in 6 categories ofconsumer lending and 3 categories of corporate lending. The commoncategories of lending are home loan, Auto loan, personal finance; propertyloan, loan against deposit and Govt. Securities but education loan and loanagainst international guarantee are new invention of a banking industry whichfirstly introduce by EBL and HBL only.2. The volume of credit risk also affected by securities wise lending composition.From the analysis of lending against collateral all four JVBs has extended theirloan and advances in 10 categories of collaterals. It has found NABIL, SCB, EBL& HBL has property.3. Under risk weighted lending criteria, risk free lending, moderate level risklending and high level risk lending are weighted 0%, 20%, and 100%respectively. According to the most recent past 3 year, SCB have the highestrisk free lending Rs. 1137.95 millions and it takes 14.5% of total loan and



33advances. Similarly, NABIL bank has the lowest risk free lending Rs. 396.86millions and it takes 3.79% of total loan and advances. In this way, StandardBank have the highest moderate level risk lending with Rs. 437.25 million onthe basis of three years average and it takes 5.92% portion of total risk.Inversely, Everest bank Ltd. have the lowest moderate level risk with Rs. 54.36millions and it takes 0.62% of total loan. Lastly high level risk lending of SCBhave lowest with Rs. 6495.83 millions and proportion 79.56% in contrary.Everest bank has the highest proportion of lending with 95.16%. In conclusionSCB is more safer and lower risk involving in lending company than otherJVBs. Everest bank Ltd. have higher risk involving in lending composition,NABIL and HBL also has moderate level of risk in lending on the basis of riskweighted lending approach.4. The average loan loss provision to total ratio of NABIL, SCB, EBL & HBL are4.39%, 4.36%, 2.93% and 6.83% respectively. The higher percent of LLP ofHBL indicate that the bank has higher amount of nonperforming loan thanothers. Similarly, EBL has lower percent of loan loss provision which showshigher the performing loan. The main objectives of maintaining LLP forrecovery of bad sector from loan loss which is not performed. So, NABIL, SCB& EBL are better position than HBL which showed by above figures.5. The coefficient of correlation between LLP and loan advances of NABIL andSCB has highest degree negative correlation with insignificant relationship.This means the loan and advances increase then LLP is decrease. It is anexceptional case but calculation is not valid and insignificant. Similarly, thecoefficient of correlation between LLP and loan advances of HBL and EBL hashigher degree of positive correlation with significant relationship. This meansthe volume of LLP directly affect reed by loan and advances significantly.6. The analysis of correlation between LLP and non performing loan of NABILbank has high degree of positive correlation with significant relationship. ButSCB's correlation coefficient is moderate degree of positive correlation withinsignificant relationship. In this way HBL & EBL correlation coefficient is lowdegree of negative correlation with insignificant relationship.7. The coefficient of correlation between net profit and LLP of NABIL Bank hasmoderate degree of negative correlation with insignificant relationship.Standard Chartered bank's correlation coefficient is low degree of negativecorrelation with insignificant relationship. But both Himalayan bank andEverest bank has positive correlation between net profit and LLP withinsignificant and significant relationship respectively.8. First Hypothesis is T-test which explains bank's capital adequacy ratio (CAR)for core capital. It is proved that there is significant difference in bank's capitaladequacy ratio (CAR) for core capital with NRB's directives 2005. This meansall four JVBs are maintaining higher ratio than NRBs new directives 2005provision. But it is not bad due to higher core capital ratio strengthen strongcapital position.9. Second Hypothesis is T- test which explains bank’s capital adequacy ratio fortotal capital fund. It is proved that there is no significant in bank's capital



34adequacy ratio for total capital a fund with NRB's directives 2005. All fourJoint venture banks has been maintaining proper adequacy ratio. This means,they implement NRB's new directives 2005 fully.10. Third Hypothesis T- test which explains banks non performing loan accordingto international Standard 4%. It is proved that there is no significantdifference in maintaining non performing loan below 4%. Thus it indicates thebetter management of nonperforming loan (NPL) by all four Joint venturebanks.11. Fourth Hypothesis F-test which describes the difference in risk free lending. Itis proved that there is significant difference in risk free lending of all fourJVBs. Thus it can conclude that they have been adopting different policies forbetter risk management.12. Fifth Hypothesis is F- test which explains the difference in moderate level risklending of four JVBs. It is proved that there is significant in difference inmoderate level risk lending.13. Sixth Hypothesis is F-test which describes the differences in high level risklending of four joint venture banks. It is proved that there is significantdifference in high level risk lending. Thus it is concluded that lending ofNABIL, SCB, HBL, & EBL in risk free moderate level and risk are different. So,the volume of credit risk is different.
Mr. Sanjog Subba (2006) in his thesis on "Risk management of commercial banks in
Nepal: A comparative study between KBL and MBL" has outlined as follows:The major risk in KBL and MBL is associated with credit decision as the proportion ofcredit risk on total risk is high. Based on the response of structured questionnaire, ithas been found that proportion of credit risk on total risk is more than 60%. Thesame conclusion is shown by financial statement analysis. The average loan andadvances to total assets ratio of KBL and MBL is 65.19%and 68.14% respectively.Similarly, the mobilization of deposit in credit (i.e. credit deposit ratio) also suggeststhen major portion of deposit ratio is invested on loan and advances. The averagecredit deposit ratio in KBL and MBL is 86.38% and 81.12% of total income in KBLand MBL respectively. The credit practice of MBL shows that MBL is also grantingloan without collateral which is poor sign of credit practice. 100% provision is to bemade for this sort of loan which reduces the bank's profit. This sort of practice is notfound in case of KBL. Similarly, credit concentration o single sector of KBL and MBLshows that banks have very high mount of concentration in single portfolio. Inmanufacturing sector KBL and MBL has 25% and 35% of total loan exposure which issign of putting all eggs in one basket. There is positive correlation between loan lossprovision and loan and advances in both banks. This indicates that there is a changein LLP of both banks where there is an in loans and advances. Likewise LLP and non-performing loan of KBL are positively correlated where as correlation coefficient ofMBL is found negative due to higher amount of loan against personal guarantee andunsecured lending. The organizational structure of KBL is found more stringent andadvanced than that of MBL. In KBL, Assets liabilities management committee(ALMCO) mainly concerned with all type of risk management including credit risk. In



35MBL, credit committee which includes that member of board of directors andmanagement is the main body for managing credit risk.
Mr. Subarna Chamling(2011) in his thesis "credit risk management of joint venture
banks- A case study of NBL, HBL, NSBIBL & EBL" has outlined major findings are asfollows.1. In the case of Nabil Bank Limited it has the higher risk index rate and itsprobability of book value insolvency is less than one percent. This indicatesthat a bank has higher current expected ROA, Strong capital position andstable earning and its current position shows that it has a high level ofmitigate to absorb accounting loss. Almost 68.74% of its total deposits, bankused it as credit and advances which is not too high. Bank's non-performingloan to net loan for five years is 1.08% (Combined), which is very goodsituation. It is the good sign for the bank. Agency by analyzing from statisticalaspects, there is insignificant relationship between independent variable PPLand dependent variable ROA. It T- value is not significant at 5% level ofsignificance. Most of the credit customers of the bank are satisfied with thebank.2. Risk index and the probability of book value insolvency of Himalayan Banklimited indicates that the bank has high risk, in other word it shows the betterperformance of the bank and its current position shows that it has high levelof cushion available to absorb accounting loss. Bank's non-performance loanto net loan for five year is just 3.44% (Combined) which is little high.Correlation coefficient regarding PLL with ROA and ROE indicate that there ispositive relationship between them but the result is small and considered it asinsignificant. Regression Coefficient of PLL is also positive and its value is notsignificant at 5% level of significance.3. Nepal S.B.I Bank Ltd. data shows that risk index of the bank is high and theprobability of book value solvency is less than one percent. Bank's non-performing loan to net loan for five years is 3.24% (Combined) which is littlehigh but it is in decreasing trend. It is the good sign for the bank. There isinsignificant relationship between independent variables PLL and dependentvariables ROA and ROE though the regression coefficient of loan loss provisionis negative for both ROA and ROE. Bank's t-value is not significant at 5% levelof significance.4. In the case of Everest Bank Ltd. risk index is little high and probability of bookvalue insolvency is less than one percent. Relatively its risk index is lowestamong other joint venture and probability of book value insolvency is lowestamong other. Bank's non-performing loan to net loan for five years is just0.56% which is the tremendous performance by the bank as a view of creditrisk management. Correlation Coefficient regarding to PLL with ROA and ROEindicates that there is positive relationship between them but the result is nottoo sufficient that's why it is considered as insignificant. Regression coefficientof PLL is positive but the value is not significant at 5% level of significance.



365. The trend of combined credit ratios of the commercial banks are increasing,with the increase in the ratio of credit, the non-performing assets have alsoincrease it means that performing assets of the commercial banks haveincreasing regularly.6. Most of the credit customers of the joint venture banks of Nepal are satisfiedwith their respective bank. Few customers suggested bank should decrease itsinterest rate. As they complain that bank has decreased the deposits interestrate heavily but the credit interest rate has not lowered so much. Thereforesometimes they go under difficulty to pay the interest amount in time. Some ofthe credit customer of joint venture bank said that they have not got full co-operation from the bank's officer. This complains is mainly for the bankmanagement who do not extend time period all the required explanation anddocuments. They said because of political conditions of our country they aresuffering from the economic crisis but the bank does not understand theirproblems.7. In the term of activity, all the joint venture banks are able to satisfy thedemand of various depositors, creditors and shareholders as well as thegovernment. All the banks have provided modern facilities to its customersand have used modern technology. Therefore they can attract good customers.It can be taken as strength of joint venture banks. In other hand, overduecreditors of all commercial banks have increased. It has damaged the incomeof bank. Bank has not opened their branches all over the country especially inmid-western and far-western. Only Nepal Bangladesh bank and Everest bankhave one-one branch and their joint venture banks haven’t any branch at farand mid -western regions. Because of this, banks are unable to grabs thechance from all over the Nepal.
2.3 Research Gap.Research gap is the difference between pervious work done and the present work.Earlier works conducted by the previous researchers are very useful and appreciatedby personnel in various related field. The suggestion and recommendations given bythe previous researchers help to improve and increase the necessary data for therelated topic. Although there is a gap between previous studies and this study, thegap between earlier studies and this study analyses the credit risk managementsystem of commercial banks. In this study requirement of loan loss provisions arestudied and its effect on activity and profitability of the commercial banks, which arevery essential for the going concern strategy of the commercial banks. At the time ofprevious study all banking sector suffering from liquidity problem but now a days thebanking sector in the process of reform. So there is a gap between earlier work andthis work. For the analysis purpose this study mostly used "Risk index and

profitability of Book Value insolvency" as suggested by Josheph F. Sinkey, in hisbook "Commercial Bank and Financial Management." The present study is basedon five years data of selected commercial banks, which tries to achieve its objectives



37by analyzing secondary source of data. Thus, the earlier studies on these issues needto updated and validated because of many changes taking place in Nepalese bankingsector. The current study is a supplement of overcome the weakness and limitation ofprevious studies. Probably this study will be the appropriate research in the area ofCredit Risk Management of bank and financial institutions.
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CHAPTER-3
RESEARCH METHODOLOGY

3.1 INTRODUCTIONResearch methodology refers to the various sequential steps to be adopted byresearcher in studying a problem by keeping certain objectives. It is the method ofprocess applied to solve definite research problems. The main objectives of this studyhave been outlined in this chapter that consist of research design, population, samplesize, source of data and data collection technique, data analysis tools.
3.2 RESEARCH DESIGNA research design is the specification of methods and procedure for acquiring theinformation needed. Research design is a plan for the collection and analysis of data.This study is the combination of historical, descriptive and analytical type ofresearch. Historical data are used to identify and analyze past status of banksperformance based in which future recommendation has been made. Riskmanagement procedure has been presented in descriptive form. So as to identifycurrent status, from the collection of past data and information from concernedsource risk management system has been analyzed and recommendations have beenmade for improving the risk management of bank.
3.3 POPULATION AND SAMPLESPopulation refers to the entire group of people, events or things of interest thatresearcher wishes to investigate. (Wolff and Pant (2005). Population must be definedin terms of element, sampling units, extent and time. Defining a populationincorrectly may make the result of the study meaningless or even misleading. Sincethe research topic is about credit risk management of joint venture bank, the totalcommercial banks are 32 in numbers. Here, four joint venture banks are sample forthe study which joined between two or more banks for the purpose of carrying out aspecific operation. Among the total population of joint venture banks, only four jointventures are taken as sample for comparative study. The sample is chosen with anobjective to find out the credit risk management system which has played a vital rolein banking industry and covered approximate 50% market share in banking industry.Sample joint venture banks are NABIL Bank; Standard chartered Bank Nepal,Himalayan Bank and Everest Bank Ltd.
3.4 SOURCE OF DATA COLLECTIONThere are two kinds of data, Primary data and Secondary data. Primary data can becollected either through survey and investigation where as secondary data can becollected from the published materials. This study is based on secondary datacollected from secondary source which are as follows.



39a. Financial reports of Sample banks.b. Published Progress report, bulletin and books of related subjects.c. Other relevant studies and publications.d. Various websites and other unpublished sources.
3.5 DATA ANALYSIS TOOLSIn order to get concrete result from this study, data are analyzed by using differenttypes of tools. As per topic requirement, Bank's annual report's schedule no 11,classification of loan and advances and bills purchased schedule no 24, table of riskweighted assets assessment and schedule no 25, principal indicators are used side byside financial tools and statistical tools employed which are as follows.
A) Ratio analysis:Under this analysis, two type ratios are calculated and analyzed i.e.I. Lending efficiency Ratio:This ratio is concerned with the measuring efficiency on lending and utilizing ofavailable fund. For this purpose, the following ratios are studied.a) Loan and advances to total deposit ratio or Credit Deposit (CD) Ratio.b) Performing loan to total loan and advances ratio.c) Non-performing loan to total loan and advances ratio.d) Loan loss provision to total loan and advance ratio.e) Net profit to total loan and advance ratio.

II. Growth Ratio:Growth ratio represents how well the joint venture banks maintain the economicand financial position. Not only it but also covers the aspects of creditdistribution, its risk management. Under this topic, following types of ratio isstudied:a) Growth ratio of total loans and advances.b) Growth ratio of total deposit.c) Growth ratio of non-performing loans (NPL).
B) Risk index:There are basically two approaches to review the credit risk management process ofcommercial banks. The first approach is micro approach conducted by bank's topmanagement, credit policy committee and internal audit committee. All these useddifferent model such as credit rating model, quantifying the risk through estimatedloan loss, rating migration model etc. But the researcher cannot access up to this levelbecause credit and its procedure are the most confidential and sensitive. Another ismacro approach to analyze credit risk because it is faster, easy, and accessible to data



40and information. But it is less accurate in estimated risk and losses. This index iswidely used and practiced in bank for review and appraisal which was developed andused by Hannen and Hawnek (1988). It has been applied by Liang and Savage (1990),
Sinkey and Nash (1993). Risk index can be computed by using following formula.Risk Index =Where E (ROA) = Expected return on Assets.CAP = the inverse of equity multiplierOr, 100S.D (ROA) = Standard deviation of ROALower Risk Index implies riskier bank whereas higher RI implies safe bank, theresultant figure as per group. The average shows the strength and weakness ofbank's credit management. For this purpose E (ROA) and CAP is equal to most recentROA and CAP as suggested by Joshep F. Sinkey Jr. in his book "Commercial BankFinancial Management".Here, Return on Assets (ROA) =Return on assets ratio is primary indicator of marginal efficiency. It indicates howcapable manage the institution assets to net earnings.Again, Return on equity Capital = Net profit after tax/ Total equity capitalROE ratio is measure of the rate of return flowing to the bank's shareholders. Itapproximates the net benefit that the stockholders have received from investing theircapital in the bank or equity multiplier. It is derived from following equations:EM = ,    Where, EM = Equity multiplierROA = Return on Assets.ROE = Return on equity
C) Arithmetic Mean and Standard deviation, C.V

ARITHMETIC MEANArithmetic mean has widely used in this study. It has been as to calculate the averagefor five year data or in some cases 4 or 6 years data, Due to unavailability of completedata. This tool has been used to calculate the single figure that can represent thewhole data for the period. It is computed by using following formula.
Mean ( X ) =

n

X , Where ∑X	=	Sum	of	the	variable	'X'n = Total no of observation.
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STANDARD DEVIATIONThe standard deviation measures the absolute dispersion or variability ofdistribution. The greater amount of dispersion or variability, the greater standarddeviation which have greater magnitude of the deviation of the values from theirmean, a lower standard deviation means high degree of uniformity of the observationas well as homogeneity of series. In short higher S.D implies higher risk and viceversa. Standard deviation is defined as the positive square of deviation taken fromthe arithmetic mean of square of deviation taken from the arithmetic mean. It isdenoted by sigma ' and computed by using this formula:
S.D ( = 2

)(
1   XX
n

, Where X Arithmetic meann = Total nos. of observation
COEFFIICIENT OF VARIATION (C.V)Coefficient of variation is the ratio of standard deviation to mean of the observation.When two frequency of distribution have same arithmetic mean, their variability ofthese two distributions may be compared by calculating their respective standarddeviations. It is the tools of relative dispersion which measure the risk per unit. Thisis called the coefficient of variation which calculated as:Coefficient of Variation = 100

tan

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iondarddeviatS

Lower the coefficient of variation will more preferable and vice versa.
COEFFICIENT OF CORRELATION AND PROBABLE ERRORFor making inference about the relationship between two variables whether they aredependent of independent, correlation coefficient calculated. In other words, this toolis used to describe the degree to which one variable is linearly related to othervariable. Two or more variable are said to be correlated if change in the value of onevariable are said to be correlated if change in the value of one variable appears to belinked with the change in other variable. It is not influenced by the size of theextreme items. Correlation may be positive or negative with range of +1 to -1.I. Where r = +1 perfectly positive correlation and -1 perfectly negativecorrelated correlation and r = 0 denotes no correlations.II. When 'r' lies between 0.7 to 0.999 (or -0.7 to -0.999) denotes high degreeof positive (negative) correlation.III. When 'r' lies between 0.5 and 0.699 there us moderate degree ofcorrelation.IV. The simple correlation coefficient 'r' is calculated by using the formula:Correlation Coefficient =
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42Where, n = Total nos. of observationX1 and X2 = Two variables, Correlation between them are calculated.
PROBABLE ERRORProbable error of correlation coefficient denoted by P.E is measure of testing thereliability of the calculated value of correlation coefficient. It is defined as;Probable error (P.E) =

n

r )1(6745.0 2

With the help of P.E it is possible to determine the reliability of the value ofcoefficient. Decision rule for the significance test are;a) If r < P.E the value of 'r' is not significant no matter have high the value of 'r'i.e. there is no evidence of correlation between the variables.b) If r > P.E it is significant. There is evidence of correlation between twovariables.Alternatively,
Correlation Coefficient (r) =

 


22 YX

XY

Where, X = X- X (Mean deviation from X)Y= Y- Y (Mean deviation from Y)
X = Mean (Arithmetic) of X variable.
Y = Arithmetic mean of Y variable.For analysis purpose, the correlation between LLP and Loan advances, LLP and non-performing loan, LLP and net profit are studied in the chapter four.

TEST OF HYPOTHESISTest of hypothesis is a process of testing of significance regarding of the populationon the basis of sample drawn from the population. In testing hypothesis, we examineon the basis of statistic computed from the sample drawn belong to the parentpopulation with certain specified characteristic or not.In this topic, an effect has made to test the significance, regarding the parameter ofthe population on the basis of sample drawn from the population. Generally thefollowing steps are followed for the test of hypothesis.a) Formulating Hypothesis
 Null hypothesis
 Alternative Hypothesisb) Computing test statistics.



43c) Fixing the level of significanced) Finding critical region (Value)e) Making conclusionOn the basis of nature of T-test of Hypothesis is studied.T- Test, Calculation for capital adequacy ratio (Core capital to risk weighted assets)(RWA)/ Total capital fund to risk weighted assets (RWA) and non-performing loan(NPL).
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CHAPTER - 4
DATA ANALYSIS AND PRESENTATION

4.1 INTRODUCTIONThis chapter deals with the presentation and analysis of relevant data of the JVBs ofNepal in order to fulfill the objectives of the study. To obtain best result, the datahave been analyzed according to the research methodology as mentioned in thirdchapter of this study.This purpose of this chapter is to introduce the mechanics of data analysis andinterpretation. Data analysis is the relationship or difference supporting orconflicting with original or new hypothesis should be subjected to statistical test ofsignificance to determine with what validity data can be served to indicate anyconclusion. In this chapter, data collected from secondary source are presented andanalyzed by using financial and statistical tools and its finding have been discussed inthis chapter. To make this study effective, specific and simply explicable, this chapteris categorized mainly in three parts; presentation, analysis and interpretation. Themain objective of this section is to find out answer of the research questions andsatisfy the four objectives included in 1st chapter. For this purpose banks annualreports have been used for this study.In general term the goal of credit risk management is to decrease the risk of loan andadvances. The goal of credit risk management is to maximize bank's risk adjustedrate of return by maintaining credit risk exposure within acceptable parameters.Banks need to manage credit inherent in the entire portfolio as well as the risk inindividual credit transactions. The effective management of “credit risk management”results in the long term successes of banks and financial institutions, JVBs and others,and essential to the long term success of any banking organizations.
42. LOAN PROFILE PROVIDED BY SELECTED JOINT VENTURE BANKS.Products associated with credit are given below which are provided by selected(related) joint venture banks like SCB, EBL, NABIL & HBL.



45Table 4.1
LOAN PRODUCT PROFILE

Descriptio
n

NABIL SCBL EBL HBL1.Personallending(Retail/ConsumerLoan)
5-Category: Housing,Auto, NABIL Property,personal finance loanagainst deposit andGovt. security.

3-Category:Home Adv.loan, Homeloan andAuto loan.
6-Category:EducationLoan,Homeequity,HomeLoan,VehicleLoan, Loanagainstmortgage,LoanagainstShare.

8-Category: HirePurchase, HousingLoan, Subhida loan,Credit card loan,FDR loan, Loanagainst Govt. Bondand Bond of bank,Loan againstguarantee(International),Loan on Share.
2.Businesslending(CorporateLoan)

8- Category: W/C Loan,Fixed capital, ImportLoan, Export Loan,Hire purchase, Projectfinance,Consortium/Syndication loan.

4-Category:tradefinance,commercial lending,termlending,loanSyndication.

3-Category:MortgageLoan,Professional Loan,PropertyLoan, LoanScheme.

7-Category:Project/Consumption loan. W/Cfinancing, trustreceipt loan, Exportloan, Import Loan,Pledge loan, SmallBusiness, EnterpriseLoan.
Source: Different Banks Website and journals.Table 4.1 exhibits HBL lunched 15 categories of retail/consumer loan andwholesale/corporate loan which is the highest product among the four JVBs. Welldiversified portfolio reduced the overall risk and increased in the volume of loan andadvances. In the fiscal year 2010/11, the loan amount of NABIL, SCB, HBL and EBLare 380346.98, 159569.55, 329682.70 and 316618 lakh respectively. The figureshows the product line defined the volume of loan and advances. Similarly SCBlunched 7 categories in total sector of retail/consumer loan and corporate loan whichis the lowest product line. The figure of loan and advances is the lowest product line.The figure of loan and advances is the lowest amount Rs. 159569.55 lakh in the fiscalyear 2010/11. Increase in product line may arise high probability of non- performingloan but it can manage properly. Here the comparative study of Retail/ consumerloan are described and analyzed as possible. The comparative study of corporate loan



46is not possible due to unavailability of lending practices according to nature anddemand of client. Table 4.2
COMPARATIVE STUDY OF LOAN

Particular NABIL SCBL EBL HBLA. purpose Land purchase, Landand building purchase,Construction,Renovation/Extension,refinancing.
Construction,House Purchase,Plot purchase,Refinance,renovation/Extension

Construction,Acquisition,purchase,repair,Renovation/Addition.
Land andbuilding,Extension/Addition.

B. Loanamount 3 Lakhs-80 Lakhs(purpose Basis) 3 lakhs-1 Cores(purpose basis) 5 Lakhs-10Lakhs (purposebasis) InformationNot available
C. LoanTenor Up to 20 years for allpurpose Max 18 years Max up to 20Years Informationnot availableD. PartialPayment After 1 years Equal monthlyInstallment(EMI) EMI Informationnot availableE.Features/Eligibility Collateral Required, Atleast 8 ft wide/ motorable access, free fromguthi or Mohi, thirdparty collateral-notacceptable.

Processionals,salariedindividuals ofestd.Organization, selfemployedindividual,individual havingregular incomesource, strongdocumentation.

Mortgage ofproperty,personalguaranteeacceptable,property is fullyinsured againstfire riots andother hazards.

Informationnot available.

Source: Different Banks Website and Journals.Table 4.2 exhibits the lending procedure of housing loan of NABIL, SCB, and EBLbanks. NABIL and EBL are connected over collateral but SCB focused on strongdocumentation and income of borrowers. These mentioned criteria support to rapidloan amount in time and this to reduce probability of default. EBL and NABIL also aremore considered about marketing and risk. HBL profile cannot present due tounavailability of data and information. Another table is as follows:



47Table 4.3
COMPARATIVE TABLE OF AUTO LOAN (KEY FEATURES)

Particular NABIL SCBL EBL HBLA. Loan amt. 3 Lakhs-60 Lakhs(according topurchase) 90% of vehicle cost Max Rs. 20 Lakhs/needed based forbusiness concern Not available
B.Loantenure Maximum 7 years(according topurchase) Not mentioned(repayable in equalmonthly Installment) 60 equally monthlyInstallment (EMI) Informationnot available
C. Features/Eligibility -1% processingfee payable upfront-payment allowedafter 1 year

-professionals-Salaried employees-Self employedenterprises (3 yearsexperience)-registered company-Individual with otherfixed income source.

-Margin Money 25%-registration ofvehicle in bank'sname
Informationnot available

Source: Different Banks Website and Journals.Table 4.3 shows that NABIL extended loan on auto up to 60 Lakh as well 90% vehiclecost by SCB. SCB maintaining the provision for strong documentation and EBLconcentrate on margin of money. Margin of money and registration of vehicle inBank's name reduces total risk in lending.Table 4.4
Comparative table of Mortgage loan (key features)

Particulars NABIL SCBL EBL HBLA. Collateral Land and otherproperty Home or building Immovableproperty Informationnot availableB. Loanamount 5 Lakhs-50Lakhs Min. Rs. 15 Lakhs-MaxRs. 35 Lakhs Min Rs. 5 Lakhs-Max Rs. 2 cores Not availableC. Eligibility Steady regularincome source Professional/ salariedemployed/ selfemployed enterprises Property locatedon urban areas. Not available
D. Loan tenure Up to 10 years Max. 10 years 5-10 years of termloan, renewedincase of overdraft Not available
E. Insurance Not mentioned Not mentioned Should be insured Not available

Source: Different Banks Website and Journals.Table 4.4 refers that EBL is much more concerned with the risk of hazard of propertylike land and building and others. It is more secured than other scheme due to being



48immovable property. But other things being steady regular income source,marketability of property is also considered.Table 4.5
Comparative table of loan against Fixed deposit and Government Securities

particular NABIL SCBL EBL HBLA. pledginginstrument Certificate of deposit,National saving bond,Gvt. securities Notprovisioned The list ofapprovedshare by EBL Gvt.SecuritiesB. Margin Not mentioned - 50% on thelows marketvalue 90% on thevalue ofbond.
Source: Different Banks Website and Journals.Generally, NABIL, EBL, and HBL extended loan on share on the basis of currentmarket value and preferred float Govt. Securities. Due to inconvenience of comparingproduct within joint venture bank, each sample bank’s scheme is given separately indetail:

1. Personal finance : Nabil Bank's SchemeEligibility : Service holder having permanent service term orcontract basis at least covering the loan tenure.Loan Amount : 2 Lakhs to 10 Lakhs.Loan tenure : Up to 3 years.Purpose : For the purchase of household items.Prepayment : Allowed after 6 months with 0% charge.
2. Home Equity Loan : Everest Bank's SchemeEligibility : Existing housing loan borrowers whose past repaymentbehavior is satisfactory and account running regular andwhose income level has rise.Loan amount : Min. Amount – Rs. 15 lakh and Max. Amount Rs. 21lakh90% of home loan equity value or required amount ofloan whichever is lower.Margin : 10% on the home equity loan.Security : Existing home property to the remortgaged.
3. Education Loan Scheme: Everest Bank Ltd's SchemeEligibility : Should be Nepali national 16-30 years for postgraduateand higher studies upper age limit 35 years score at least50% in total in the last qualifying examination. Parentsshould have regular source of income.



49Amount of Loan : For studies in SAARC countries- Rs. 15 Lakh for Studiesabroad Rs.25 lakh.Margin Money : No margin required.Security : Personal Guarantee of either or both parents orguardians collateral Securities equivalent to 100% ofloan.Repayment : Repayment of loan will start one year after completionof studies by borrowers. Principal amount shall be paidin 48 monthly installment or 48 months.
4.3SECURITY WISE CREDIT COMPOSITION AND RISK WEIGHTED ASSETSSecurity wise lending refers to the lending of banks to the clients against thevarious collaterals. As the collateral is also key aspect while lending, theanalysis of security helps to identify the credit portion of the bank. Thecollateral can be anything ranging from the more liquid and secured collateralsuch as government bonds, bills, fixed deposit receipts to illiquid fixed assetsand immovable property. Bank can lend without any collateral for trustworthy customer. This analysis will help to identify the various types ofsecurities on the basis of which loan has been provided by all four jointventure bank including 10 types of securities including without collaterallending. Table 4.6

Ranking of NABIL collateral on the basis of Loan amount Extend(Figure in lakh)
S.N Security against

lending
FY 2010 FY 2011 FY 2012 Average RankA. Secured: 27990.12 330309.69 389054.88 249118.23I. Movable/ Non-movable assets. 273776.31 324406.42 383468.80 327217.18 1II. Local bank andfinancial institutionguarantee. - - - - -

III. Government guarantee - - - -IV. A rated internationalbank guarantee. - 1.489 97.26 49.38 7V. Export document. 874.5 167.10 368.102 469.90 5VI. Fixed deposit receipt.a) Own bank FDRb) Other bank FDR 4147.793113.261034.53 4959.323907.211025.1132 4143.893705.56435.326 44173575.34831.65 24VII. Government Securities 1030.99 770.349 944.85 915.43 3VIII. Counter guarantee - - - - -IX. Personal guarantee 63.255 4.998 129.24 65.831 6X. Other Securities - - - - -B Unsecured: Nil Nil Nil Nil
Source: Annual reports of the bank.



50Table 4.6 indicates the lending of NABIL Bank against different securities. It is clearthat NABIL Bank has extended credit mostly against the movable/ non- movableproperty. The average lending against movable/ non-movable assets is Rs. 327217.18lakh which is the highest amount of the lending among all securities. The bank hasn’tgranted any loan without collateral which is the good sign of lending practices. Thebank has extended against government securities in second priority then fixeddeposit receipt in third priority along average in Rs. 249118.23 and Rs. 4417 lakhrespectively. The bank has extended least credit against the rated international bankin 7th position on the average amount of lending. The bank has also been grantingloan against the more liquid and secured collateral such as own banks FDR, Govt.securities and other banks FDR which are ranked 2, 3 and 4 positions respectively.Table 4.7
Ranking of SCBL collateral on the basis of Loan amount Extend(Figure in lakh)

S.N Security against
lending

FY 2010 FY 2011 FY 2012 Average Ra
nkA. Secured: 138807.03 161765.82 186624.77 162399.2I. Movable/ Non-movable assets. 91597.93 121783 144685.13 119355.4 1II. Local bank andfinancial institutionguarantee. - - - -III. Governmentguarantee - 1388.07 1388.07 925.38 7IV. A rated internationalbank guarantee. 2992.04 1025.66 1388.38 1802.15 5V. Export document. - - - -VI. Fixed deposit receipt.a) Own bank FDRb) Other bank FDR 5942.751936.554006.20 4433.93387.714046.23 4648.781287.533361.24 5008.481203.933804.55 64VII. Government Securities 3013.15 2634.67 12406.75 6018.19 3VIII. Counter guarantee - - - -IX. Personal guarantee - - - -X. Other Securities 35261.15 30500.48 22107.65 29289.76 2B Unsecured: Nil Nil Nil Nil -

Source: Annual reports of the bank.Table 4.7 presents the loan extended against the various securities is presented alongwith the ranking on the basis of loan extended. The above table shows that SCB hasextended against the seven securities. SCB has granted the highest amount of loanagainst the movable/non-movable property with average loan for the past threeyears is Rs. 119355.4 lakh. Likewise the average loan on other securities is Rs.29289.76 lakh, which is ranked 2nd position. The bank has extended least credit



51against the government guarantee which is ranked 7th position on the basis ofaverage amount of lending. SCB has given high priority in government securities,fixed deposits receipts which is more liquid and secured collateral. The bank hasn’textended loan against local bank and financial institution guarantee, personalguarantee, export document and counter guarantee which is comparatively lowergrade securities. In this way SCB hasn’t granted any loan without collateral. All theseabove reasons denotes that bank has maintained adequate liquidity properly bykeeping adequate liquid securities such as own FDR, other FDR, government bondetc. Table 4.8
Ranking of HBL collateral on the basis of Loan amount Extend(Figure in lakh)

S.N Security against lending FY 2010 FY 2011 FY 2012 Average RankA. Secured: 255195.19 291237.45 329682.70 292038.45I. Movable/ Non-movableassets. 214954.40 242534.04 268596.94 242028.46 1II. Local bank andfinancial institutionguarantee. - - - -III. Government guarantee - - - -IV. A rated internationalbank guarantee. 768.37 168.637 217.77 384.93 6V. Export document. 2853.45 1474.82 13116.21 5814.83 4VI. Fixed deposit receipt.a) Own bank FDRb) Other bank FDR 2984.372864.46119.92 9374.038895.72478.311 3383.023379.453.573 5247.145046.54202.27 57VII. Government Securities 130.21 180.243 68.23 126.23 8VIII. Counter guarantee 5487.47 8673.50 8888.29 7683.08 3IX. Personal guarantee 51.017 134.09 34.54 73.24 9X. Other Securities 27965.89 28761.17 35367.64 30698.23 2B Unsecured: Nil Nil Nil Nil
Source: Annual reports of the bank.Table 4.8 shows the lending of HBL against different securities. It is clear that HBLhas extended the credit mostly against movable and non movable property. Theaverage lending of HBL is the highest among the lending against all securities amountRs. 242028.46 lakh. The bank has not granted any loan without collateral and hascovered all types of diversified collateral. The bank has extended credit againstsecurities. In second priority counter guarantee and export document in third andfourth priority along with the Rs. 30698.23, Rs.7683.08 and Rs. 5814.83 lakhrespectively. The bank has extended loan against govt. securities which is ranked in8th position. In this way, the bank does not extend their loan against more liquidassets such as govt. securities, FDR, Govt. bills and other. Existing volume of thiscollateral must be increased in the future. Otherwise there exist high risk in credit



52management and chances of default. The bank management considers and reviewscredit policy and collateral. Good nature of collateral reduces overall risk, easymarketable, high effort and inconvenience cost.
Table 4.9

Ranking of EBL collateral on the basis of Loan amount Extend(Figure in lakh)
S.N Security againstlending FY 2010 FY 2011 FY 2012 Average Rank

A. Secured: 244695.55 281563.99 316618.43 280959.32
I. Movable/ Non-movable assets. 239592.03 271888.05 307375.59 272951.89 1
II. Local bank andfinancial institutionguarantee. - - - -
III. Government guarantee - 1987.37 1987.367 1942.37 3
IV. A rated internationalbank guarantee. - - - -
V. Export document. - - - -
VI. Fixed deposit receipt.a) Own bank FDRb) Other bank FDR 4859.954745.69114.25 73679.9573679.95- 6413.916413.91- 28317.936176.52114.25 25
VII. Government Securities 82.37 75.55 39.95 65.96 6
VIII. Counter guarantee - - - -
IX. Personal guarantee 24.99 24.99 25 24.99 7
X. Other Securities 136.21 208.087 776.6 373.63 4
B Unsecured: Nil Nil Nil Nil

Source: Annual reports of the bank.Table 4.9 indicates the lending of Everest Bank against different securities. It is clearthat Everest bank has extended its lending against the eight different securities. EBLhas granted the highest amount of loan against movable/ non- movable propertywith the average loan for the past three years is Rs. 272951.89 lakh. Inversely, thebank has extended credit against without any collateral which is the bad sign of thelending practices. The volume of unsecured loan exist high level of risk. So, the EBLhas higher credit risk comparing other three Joint Venture Banks. In this way, thebank has extended credit against other securities such as own fixed deposit receiptand Govt. guarantee with the 2nd and 3rd priority respectively along with Rs. 6176.52and Rs. 1942.37 lakh.
RISK WEIGHTED LENDING ANALYSISRisk weighted lending refers to weighted provided to the bank loan according to thelevel of risk while risk to the loan is categorized on the basis of collateral. The loan



53has been categorized on the basis of NRB risk weighted assets basis which can bepresented as follows;
RISK WEIGHTED LENDING

S.N Security Weight1 Fully secured loan against FDR 0%2 Fully secured loan against NRB/Govt. 0%3 Fully secured loan against other bank's FDR 20%4 Loan against Guarantee of internationally ratedbanks and Govt. guarantee 20%5 Loan and advances and bills purchased/discounted 100%
Source: NRB’s Unified Directives 2010

SECTOR WISE LOAN AND ADVANCES (CREDIT CONCENTRATION)This analysis helps to find out the credit concentration of four joint venture banks indifferent sectors. The higher concentration of bank's credit in one sector, higher willbe the risk for bank and lower concentration in one sector or concentration indifferent sectors seems to low risk for Banks and financial institutions. It is becausewhen there is a problem or crises in that particular sector, it will result in significantlosses to bank. Likewise, credit extending sector is affected by the overall creditportfolio risk, the volume of risk is affected by the nature of credit loan amount andthe proportion and volume of sector wise lending have been presented below.



54Table 4.10
Credit Concentration on different sector of JVBs

(Figure in millions)
Sector NABIL SCBL HBL EBLLoanamt. % Loanamt. % Loanamt. % Loanamt. %1. Agriculture 277.4 0.76 697.2 3.89 594.1 1.84 842.9 2.842.Fishery 0 - 0 - 0 - 0 -3. Mines 13.6 0.037 0 - 0 - 0 -4. Manufacturing 10030.3 27.60 2754.6 15.37 12380.5 38.36 517.9 17.495. Construction 4891.0 13.46 4217.6 23.53 1267.8 3.92 3528.5 11.926. Electricity, gas andwater 177 0.48 35.6 0.20 644.3 2 402.2 1.35

7. Metal products,Machinery, electricitytools and fittings. 368.9 1.02 42.1 0.23 40 0.12 434.9 1.46
8.Transportation,storageand communication 4313.3 11.87 6.0 12.65 1568.2 4.86 3189.1 10.779. Wholesaler & retailer 7827.4 21.54 2268.1 17.52 4760.2 14.75 9575.1 32.3410. Finance, Insuranceand fixed assets 2794.6 7.96 314.7 0.87 4290.7 13.29 2216.5 7.48
11. Hotel and restaurant. 911.6 2.50 155.7 0.64 752.3 2.33 644.5 2.1712. Other service 1703.6 4.68 114.1 0.56 2100.6 6.51 879.9 2.9713. Consumable loan 186.7 0.51 100 - 1317.7 4.08 1923.3 9.8014. Local Govt. 0 - 0 40.28 255.2 0.79 0 -15. Others 2843.4 7.82 7220.9 7.82 2294.7 7.1 791.8 2.67Total 36338.8 100% 17926.5 100% 32266.2 100% 29608.6 100%

Source: NRB Banking and financial statistics 2011(mid- July)

Table 4.10 shows that NABIL Bank has extended more than 10% of their total loan in4 sectors and SCB has extended more than 10% of their total loan in four sectors.Similarly, NABIL and SCB have invested highest of 27.60% and 40.28% of total loanin Manufacturing and local Govt. with Rs. 10030.3 million and Rs. 7220.9 millionrespectively. In this way, the HBL and EBL have also extended more than 10% oftheir total loan in 3 sectors and 4 sectors respectively. HBL and EBL have interestedthe highest 38.36% and 32.34% of total loan in manufacturing and wholesaler &retailer sector with Rs.12380.5 million and 9575.1 million respectively. In fisherysector all joint venture banks does not invest and in mines sector only NABIL bank



55has invest with Rs. 13.6 million which is 0.037% of the total loan lend by the NABIL.In this way NABIL has 0.76% in agriculture which is least figure. Standard CharteredBank has 0.20% in electricity, gas and water which is least figure with Rs. 35.6million.In conclusion, the high portion of loan is extended in production sector with firstpriority by NABIL and HBL. But SCB and EBL extended the high portion of total loanin other sector and wholesale and retail sector respectively. But, fishery and miningsector are given lower priority by almost banks. Balanced portfolio among 15 sectorscan reduce the overall risk of total loan portfolio.
4.4 RATIO ANALYSIS

4.4.1 LOANS AND ADVANCES TO TOTAL DEPOSITE RATIO (CD RATIO)The core banking function is to mobilize the fund obtained from the depositors to theborrowers and earn sound profit. The ratio between deposit and lending is calledcredit deposit ratio (CD ratio). CD ratio is the fundamental parameter to ascertainfund deployment efficiency of commercial banks or any bank and financialinstitutions. Greater CD ratio implies the better utilization of total deposits and betterearnings. However, liquidity management also needs due consideration. Hence 70%-80% of CD ratio is considered as appropriate or optimal. This CD ratio is calculatedby dividing total credit by total deposit.
Table 4.11

LOAN AND ADVANCS TO TOTAL DEPOSIT RATIO (CD RATIO)

Fiscal year NABIL SCBL HBL EBL2064/65 68.13 43.78 59.22 77.442065/66 69.18 46.95 63.37 78.562066/67 73.87 39.27 63.58 73.432067/68 71.17 45.98 77.43 76.242068/69 78.29 49.11 80.57 76.98Mean ( X ) 72.12 45 68.83 76.53S.D ( ) 3.83% 3.33 8.50 1.72C.V 5.31 7.41 12.35 2.25(Source: Principal indicators of annual report.)
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Diagrammatic Presentation of loan and advances to total deposit

Figure 4.1Table 4.11 and the figure 4.1 shoes that CD ratio of Joint Venture Banks of fiveconsecutive years. The loan and advances to total deposit ratio of HBL is higher thanthe other banks. It means that management of Himalayan Bank is not able tomaintain steady utilization of total deposit. Similarly, NABIL and SCB have 3.38 and3.33 standard deviation. These standard deviations are lower than the HBL standarddeviation. Everest Bank has lower standard deviation with 1.72 which shows theefficient management of deposit. Analyzing above table the trend of CD ratio issatisfactory rather than Himalayan Bank Limited. EBL has higher deposit utilizationrate but the management may be faced to problems of under liquidity, Inversely, HBLfacing the over liquidity which cannot contribute to the profit.
4.4.2 NON PERFORMING LOAN TO TOTAL LOAN AND ADVANCESThis ratio determines the proportion of non-performing loans in the total loanportfolio. As per Nepal Rastra Bank directives the loan falling under category of sub-standard doubtful and bad loan are regarded as non-performing loan. Higher ratioimplies the bad quality of assets of bank in the form of loan and advances. Hencecomparatively lower NPL to total loan and advances ratio is favorable. Due to thehigher non-performing loan may lead to higher possibility of non banking assetswhich requires to be disposed off within 7 years. Valuation of such assets shall beequivalent to the outstanding amount of principal and interest such as theoutstanding amount become Nil. Hence, it may create serious problems. Here theratios are given below.



57Table 4.12
NPL TO TOTAL LOAN AND ADVANCES RATIO

Fiscal year NABIL SCBL HBL EBL2064/65 1.12 1.83 3.61 0.802065/66 0.74 0.92 2.36 0.682066/67 0.80 0.66 2.16 0.482067/68 1.48 0.61 3.52 0.162068/69 1.77 0.62 4.22 0.34Mean ( X ) 1.182 0.928 3.17 0.492S.D ( ) 0.3949 0.4651 0.7863 0.2296C.V 33.41 50.11 24.80 46.67(Source: Principal indicator of annual report.)

Diagrammatic Presentation of NPL to total loan and advances

Figure 4.2
Table 4.12 offers that ratio of non-performing Loan and advances of all four JVBs forfive consecutive years. It is found that all four JVBs non- performing loan hasdecreasing trend in the most recent years and they are trying to perform betterlending practices. Comparatively HBL is unble to reduce their Non – performing loansignificantly, from 3.61% in fiscal year 2064/65 to 4.22% in fiscal year 2068/69. It isbad sign of better performance. Inversely SCB succeeded to reduce its nonperforming loan very significantly from 1.80% in fiscal year 2064/65 to 0.62% infiscal year 2068/69 within a five year period. Due to this reason, it is a good sign ofbetter performance in reducing NPL to other banks. Other banks namely NABIL, HBLand EBL have 0.3949, 0.7863 and 0.2296 Standard Deviation. This shows the betterpractices in lending sector.
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4.4.3 PERFORMING LOAN TO TOTAL LOAN AND ADVANCES RATIO.The ratio determines the proportion of performing Loan volumes in the total Loanportfolio. Only performing loan volume defines the sound and effective creditmanagement policy and practices. As per NRB directives the Loan falling undercategory of pass and restructured are regard as performing loan. Higher ratio impliesthe good lending practices. There is a gap between policy and practices. Hencecomparatively higher performing loan to total loan and advance ratio is favorable.This ratio can be obtained through using this formula.PL to L & A =Alternatively, 1 – NPL to total loan and advances.Table 4.13
Performing loan to total loan and advances

Fiscal year SCBL NABIL HBL EBL2064/65 98.17 98.88 96.39 99.202065/66 99.08 99.26 97.64 99.322066/67 99.34 99.20 97.84 99.522067/68 99.39 98.52 96.48 99.842068/69 99.38 98.23 95.78 99.66Mena  X 99.07 98.82 96.826 99.51S.D   0.4651 0.3949 0.6433 0.2298C.V 0.47% 0.40% 0.66% 0.23%
Source: Annual reports of sample Banks

Diagrammatic Presentation of performing loan to total loan and advances

Figure 4.3



59The Table 4.13 and the Figure 4.3 show that the ratio of performing loan to total loanand advances of four JVBs for five years. It is found that all banks maintain theirperforming loan in the most recent/past year. It means the banks management isable to achieve the target up to some extent. The average performing loan ratios are99.07%, 98.82%, 99.83%, and 99.51% of SCB, NABIL, HBL and EBL banks. Thestandard deviations are 0.46, 0.39, 0.64, and 0.23 of SCB, NABIL, HBL and EBLrespectively but HBL has higher variability in the ratio of performing loan. Due to thehigher coefficient variation there is no consistency in loan and floating process andhigh risk. It will be better to reduce the degree of variability and coefficient variation.Similarly, lower standard deviation and coefficient variation of EBL denote the betterperformance in lending, which shows the bank management is very serious towardsfloating. So that it can be said, performing loan ratio and its volume is a mirror ofsound banking operation.
4.4.4 LOAN LOSS PROVISION TO TOTAL LOAN AND ADVANCES RATIO.This ratio indicates the amount of loan loss provision which is a cushion for thepossibility of default of bank. Since, higher provision has to be made for non-performing loan but higher provision for loan-loss is always needed for betterperformance. It create high passive fund which can not contribute to the profit.Similarly, high loan loss provision reflects the increasing non–performing loan out ofthe total value. So, the bank management should maintain adequate and proper loanloss provision fund. If not so, the banks may face loan loss which directly affects thevolume of net profit and management. Comparatively lower loan loss provision is notalso always good.The volume of Nonperforming loan (NPL) depends upon the credit composition ofthe banks and financial institutions, top management policy, chief executive officerapproach and net profit for the year, behavior and income level of borrower orclients, political stability of country and other external factors.



60Table 4.14
LOAN LOSS PROVISION TO TOTAL LOAN AND ADVANCES(Figures in lakhs)

F
Y

NABIL SCBL HBL EBL

LLP Loanamount Ratio LLP Loanamount Ratio LLP Loanamount Ratio LLP Loanamount Ratio

2064/6
5 142.06 155457.79 0.09 368.09 105026.37 0.35 7957.27 177937.24 4.47 453.2 14082.7 3.22

2065/6
6 640.55 213650.53 0.30 698.85 137185.97 0.51 6820.93 201769.13 3.38 531.5 18836.4 2.82

2066/6
7 457.22 275899.33 0.17 566.35 136797.57 0.41 7263.64 255195.19 2.85 618.2 24469.6 2.53

2067/6
8 355.83 322688.73 1.10 769.74 159569.55 0.46 11431.26 291237.55 3.93 610 181564 3.36

2068/6
9 109.47 380340.98 0.29 827.39 184272.70 0.45 14012.94 329682.7 4.25 604.2 31661.8 1.90

Mean 0.39 0.44 3.78 2.966
S.D 0.383 0.169 0.59 0.5598
C.V 98.20 38.56 15.6 18.87

Source: Annual Reports of related Banks

Diagrammatic Presentation of LLP to TL Ratios

Figure 4.4
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Diagrammatic Presentation loan loss provision to total loan and advances

Figure 4.5Figure 4.5F shows that NABIL’s loan loss provision amount increased in fiscal year2065/66 by 640.55 but it decreased to 109.47 lakhs in the fiscal year 2068/69. Butinversely the volume of loans and advances is increased to Rs 380340.98 lakhs fromRs 155457.79 lakhs in the fiscal year 2064/65. Similarly Standard Chartered Bank'sloan loss provision amount has been increasing trend with the volume of loan andadvances. There is positive relationship between loan loss provision and loan andadvances amounting Rs 827.39 and Rs 184272.70 in the fiscal year 2068/69. AgainHBL loan loss provision is in increasing trend. There is also positive relationshipbetween loan loss provision and loan and advances amounting Rs. 14012.94 and Rs.329682.70. EBL is also increasing trend and reach Rs 618.2 in the fiscal year 2065/66but after that in started to decrease and reached Rs. 604.2 in fiscal year 2068/69 butits loan and advances is increased to Rs 31661.8 in fiscal year 2068/69 to Rs 14082.7in fiscal year 2064/65. The average loan loss provision to total loan and advancesratios are 0.39, 0.44, 3.78, 2.97 respectively. Comparatively NABIL bank has lowervariability in maintaining loan loss provision and more consistency in process. Itdenotes S.D 0.39 and C.V 98.20. Comparatively HBL has higher variability in themaintaining loan loss provision is with S.D 0.591. In conclusion, the volume of loanloss provision affected not only by total loan and advances but also by other factorssuch as credit combination, top management approach, net profit volume etc.
4.4.5 NET PROFIT TO LOAN AND ADVANCESThis ratio indicates how effectively the bank has employed its resources in the formof loans and advances. Net profit refers to that profit which is obtained after all typesof deduction like employee bonus, tax provision etc. Higher ratio is preferable. Hence,this ratio measures bank's profitability with respect to loan and advances. Generallyhigher volume of total loan and advances contribute to high volume of profit. It iscommon to say that “Higher the risk higher the profitability”. On the basis of this



62statement, higher volume of loan resulting the higher volume of profit, butsometimes, it may not be so due to some reasons like increased volume of non-performing loan, low rated investment and high risk in credit, low rate of credit orlending, low margin of interest rate etc. In this way, net profit is also affected byvarious risks such as credit risk. Return on loans and advances help to study the riskpattern. Table 4.15
RETURN ON LOAN AND ADVANCES

Fiscal Year NABIL SCBL HBL EBL2064/65 4.62 6.75 2.89 2.102065/66 3.93 6.24 3.26 2.402066/67 4.02 7.93 3.04 2.612067/68 3.47 6.91 1.82 2.952068/69 3.73 6.41 2.83 2.94Mean 3.95 6.85 2.77 2.6S.D 0.38 0.59 0.4967 0.325C.V 7.66 8.63 17.93 12.50
Source: Annual Reports of related Banks

Diagrammatic Presentation of Return on loan and advances

Figure 4.6Table 4.15 exhibits the ratios on total loan and advances of Nabil bank limited,Standard chartered Bank Limited, Himalayan Bank Limited and Everest Bank Limitedfor the past consecutive five years. All Joint Venture Bank’s return is in averagecomparatively Standard Chartered Bank’s return on loan and advances is higher thanother bank's annual return. The higher return on NABIL, SCB, HBL and EBL are 4.02



63in the fiscal year 2065/66, 7.93 in the fiscal year 2066/67, 3.26 in the fiscal year2065/66 and 2.95 in fiscal year 2066/67 respectively. Similarly Everest Bank Ltd hashigher Consistency in maintaining proper and stabilized return on loan and advances.The highest variation in return on loan and advances is HBL among four joint venturebanks with higher C.V 17.93. On the basis of variation and consistency standardchartered bank and Everest bank Ltd perform moderately. In this way, SCB standsfirst position according to return and Everest bank limited stands last position incomparison to other four joint venture banks, like Nabil Bank Ltd, StandardChartered Bank Ltd, Himalayan Bank Ltd and Everest Bank Ltd respectively. Thisdecision is based on our analysis of different types of ratios used in this study.
GROWTH RATIO:Simply growth ratio indicates the performance level comparing precedent yearperformance; it is totally based on qualitative data. Here is calculated the growthratio of total loan and advances, total deposit, performing Loan and non-performingLoan volume. Which are the core components of banking, not only it but also, itlargely affects the credit risk pattern. For example, the volume of loan and advancesmay arise the highest possibility of default or high performing loan. So, the bankmanagement should consider the growth pattern very seriously.Table 4.16

Growth rate of Total Loan and Advances(In lakhs)
Fiscal
year

NABIL SCBL HBL EBLL & A Growth L & A Growth L & A Growth L & A Growth2064/65 155457.79 - 105026.37 - 177937.24 - 140827 -2065/66 213650.53 27.24 137185.97 23.44 201796.13 11.79 188364 25.242066/67 275899.33 22.56 136797.57 (0.28) 255195.19 20.92 244696 23.062067/68 322688.73 14.50 159569.55 14.27 291237.55 12.38 181564 (34.77)2068/69 380340.98 15.16 184272.70 13.41 239682.70 11.66 316618 42.66Mean 15.89 10.17 11.35 11.70S.D 9.25 9.12 6.66 26.70C.V 58.35 89.69 58.68 237.60
Source: Annual report
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Diagrammatic presentation of growth of total loan and advances

Figure 4.7Table 4.16 exhibits shows the growth rate of total loan and advances of all samplefour joint venture banks. Among four joint venture banks NABIL has the highestaverage growth rate of loan and advances and Standard Chartered Bank has thelowest average growth rate of loan and advances comparing with others bank. This isbecause of lending extended in 5 categories of personal loan and 8 category ofBusiness lending. Due to this total volume of loans and advances increased. InverselyStandard Chartered Bank extended only 3 categories in personal lending and 4categories in Business lending. Not only it but also liquidity position also gives shapeof loan and advances. The standard deviations of all four sample banks are 9.25%,9.12%, 6.66% and 26.70% respectively on the basis of above data. This indicates thatHimalayan Bank Ltd. has less variability or more consistency in the loan floatingprocess. Everest bank Ltd has more variability or less consistency in loan floatingprocess. Other two banks mainly Standard Chartered bank and NABIL bank Ltd areperforming moderately with S.D 9.25% and 9.12% respectively on the basis of abovedata. The growth rate of total loan and advances shows not only lending capabilitiesbut other many factors should be considered.



65Table 4.17
GROWTH RATE OF TOTAL DEPOSIT

Fiscal
year

NABIL SCBL HBL EBLT.D G% T.D G% T.D G% T.D G%2064/65 233422.85 - 246470.21 - 300484.18 - 181862 -2065/66 319150.47 26.86 297439.99 17.14 318427.89 5.64 239763 24.152066/67 373482.56 14.55 353508.42 15.86 346813.45 8.19 333229 28.052067/68 464107 19.53 351827.21 (0.05) 376112.02 7.79 369323 9.772068/69 496961.13 6.61 379992.42 7.41 409206.27 8.09 411279 10.20Mean 13.51 8.07 5.94 14.43S.D 9.34 7.41 3.11 10.27C.V 69.80 91.81 52.43 71.21
Source: Annual reports

Diagrammatic presentation of Total Deposit

Figure 4.8The table 4.17 shows the growth rate of total deposit of all sample banks. Among fourJVBs Everest bank's deposit increased significantly to Rs 411279 lakh in the fiscalyear 2068/69 from Rs 181862 lakh in the fiscal year 2064/65. On the basis of totaldeposit volume, Himalayan bank Ltd falls in 1st category. But its growth is moderatelyhigh. All four Joint Venture bank’s growth rate is in increasing trend but there isvariation in growth rate of deposit volume. The standard deviation and C.V are10.27% and 71.21% of EBL which is higher than other banks. Again StandardDeviation & Coefficient of Variance of HBL are 3.11% and 52.43% which is lower



66than that of others sample banks. Only the growth rate of total deposit cannot analyzeor forecasts future performance of any banks and institutions but also should beconsidered loan and advances, performing loan, non-performing loan, banking assetsand other assets, banking liabilities, lack of investing opportunity, over depositcollection, and over growth rate in deposit only creates over liquidity problem inbanks and financial institutions, which is not good for smooth operation of bankingactivities. For smooth operation of banking activities, the growth rate is mandatory,in both credit and deposit. Table 4.18
GROWTH RATE OF NON PERFORMING LOAN

Fiscal
year

NABIL SCBL HBL EBLNPL Growth NPL Growth NPL Growth NPL Growth2064/65 1782.94 - 1970.17 - 6416.15 - 1131.79 -2065/66 1610.86 (10.68) 1287.19 (53.06) 4772.29 (34.45) 1273.10 112066/67 2248.17 28.35 910.42 (41.38) 5513.09 13.44 1179.85 (7.9)2067/68 4862.81 53.77 981.36 7.23 10248.31 46.20 1255.6 62068/69 6677.08 27.17 1158.04 15.26 12032.84 14.83 1048 (19.81)Mean 19.72 (14.39) 8 (2.14)S.D 22.81 36.96 26.08 10.85C.V 115.69 (256.87) 326 (507)
Source: Annual report

Diagrammatic presentation of Non-Performing Loan

Figure 4.9



67Table 4.18 exhibits NABIL Bank and HBL have positive growth rate of non-performing loan and SCB and EBL have negative growth rate of non-performing loan.Non-performing loan may lead to loss and high volume non banking assets (NBA). Itdirectly affects to net profit and efficiency of banks. So the bank's managementalways tries to reduce the volume of non banking assets (NBA). By above table, twojoint venture banks namely SCB and EBL reduce NPL significantly to Rs. 1158.04 andRs. 1048 respectively in the fiscal year 2068/69 from Rs. 1970.17 and Rs. 1131.79 inthe fiscal year 2064/65. But other two banks are unable to reduce their non-performing loan. The non performing loan of NABIL Bank Ltd and Himalayan BankLtd are in increasing trend in the most recent years. NABIL and HBL have positivegrowth rate by 19.72% and 8% which refers to high probability of default. It is notgood symptom on the basis of HBL has highest NPL Rs. 12032.84 lakh among otherbanks in the fiscal year 2068/69. The Standard deviation (S.D) and Coefficient ofVariation (C.V) of NABIL, SCB, HBL and EBL are 22.81, 36.96, 26.08, 10.85 and115.69, (256.87), 326, and (507) respectively. The Everest Bank Ltd maintains thehigh consistency in reducing NPL and inversely Himalayan Bank Ltd maintains lowconsistency in reducing non performing loan. Similarly, SCB bank has been able tomaintain moderate consistency.
4.5 RISK INDEX AND PROBABILITY OF BOOK VALUE INSOLVANCY.This financial model is widely used and practices in the review and appraisal forbanks. It is totally based on return on assets (ROA) and return on equity (ROE).Simply, both indicator ROA and ROE will be higher the preferable and desirable.Furthermore, higher consistency in ROA and ROE is the sign of good performance.The resultant figures depend upon standard deviation on ROA and expected ROA. Ithas been applied by Liary and Sawaza (1990).  Expected ROA and CAP as suggestedby Joshep F. Sinky Jr. in his book "Commercial bank financial management". Thus itmeasures overall total risk. Another aspect of this model is the probability of bookvalue insolvency. It is calculated based on risk index (RI). In the terms of RI,probability of book value insolvency can be expressed as   2

2

1
RI . The resultant figureshows the thickness of book value cushion bank has available to absorb accountinglosses. It also indicates the probability of bankruptcy. All calculation is based inaccounting data of the four Joint venture banks taking consecutive five years data. Itis presented comparative table of risk index of sample joint venture banks. This canbe presented as below in tabulated form.Table 4.19

COMPARATIVE TABLE OF RISK INDEX
S.N Bank's Name Risk Index  ROA  ROE Rank1. NABIL 110.19 0.097 1.38 II2. SCBL 136.03 0.08 1.03 I3. HBL 11.48 0.28 31.09 IV4. EBL 33.81 0.42 1.61 III

Source: Annex 1, 2, 3 and 4
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Diagrammatic Presentation of Risk Index

Figure 4.10
Table 4.19 shows that Himalayan bank falls in the 4th category and StandardChartered bank falls in the 1st category according to the risk index factor. LikewiseNABIL bank and Everest Bank fall in 2nd and 3rd category respectively. According tothe table, Himalayan bank has lower risk index with higher Standard deviation ofROA and Standard deviation of ROE. This means that Himalayan Bank has higher riskdue to unable to stabilize return on assets and equity. Therefore the variation in ROAand ROE exists highly than other banks. Similarly, Standard chartered bank has lowerrisk because of higher consistency in both returns. Everest Bank has higher standarddeviation on ROA and Himalayan bank has higher standard deviation on ROE whichis the highest figure of four JVBs. Thus, it affected the lower risk index (RI). Inversely,SCB have lower standard deviation on ROA. It is good sign because of higher riskindex (RI) attribute higher expected ROA, sound capital position and stable earningand vice versa. It is concluded that expected return on assets E (ROA) and standarddeviation of ROA are two major risk index factors. Not only it but also, it is found twoconditions which are as follows.a. If expected return on assets E (ROA) is higher and lower standard deviationROA, than risk index will be higher. RI has negative relationship with standarddeviation of ROA but positive relationship with expected ROA.b. If expected return on assets E (ROA) is lower and higher standard deviationROA, then risk will be lower and lower risk index indicates the higher overallrisk and non-stable performance.The probability of book value insolvency’s table is presented below.



69Table 4.20
Comparative Study of Book Value Insolvency

S.N Bank's
Name

Risk Index Probability of insolvency Rank1. NABIL 110.19 0.61 II2. SCBL 136.03 0.93 I3. HBL 11.48 0.006 IV4. EBL 33.81 0.057 III
Source: Annex 1, 2, 3 and 4

Diagrammatic Presentation of Probability of Insolvency & Risk Index

Figure 4.11Table 4.20 shows the risk index and probability of book value insolvency of four jointventure banks. The probability of book value insolvency shows the level of cushionavailable to absorb accounting losses. SCB has higher probability of book valueinsolvency. This indicates the lower level of capacity to absorb accounting losses anddefaults. So, SCB has higher risk comparatively to other. Similarly, HBL have lowerprobability of book value to absorb such losses occurred at present. There is leastchance to become insolvent comparing with other bank. But SCB has higher chancethan other because of higher insolvent factor. NABIL Bank and Everest Bank have0.61% and 0.057% probability of book value insolvency respectively. Comparing toNABIL and EBL, EBL has lower insolvency factor 0.057%. So, EBL has higher capacityto absorb such losses than NABIL. In this way, banks are categorized into fourcategories according to probability of book value insolvency factor. Which have lowerinsolvency factor that is less risky and better for investment comparatively? But, it isnot final rating of risk for banks. Other tools or models should analyze for risk ratiorating.
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4.6 CORRELATION ANANLYSIS

A.CORRELATION ANALYSIS BETWEEN LLP AND LOAN AND ADVANCESThe correlation between loan loss provision and loans and advances show the degreeof relationship between these two items, how a unit increment in loan and advancesaffects the loan loss provision is measured by this correlation. Here loan andadvances are independent variable and loan loss provision is dependent variable.Table 4.21
Correlation between LLP & total loan and advances

Bank'
s
Name

Correlation
coefficient
(r)

Relationship P.E 6P.E Significant/
Insignifican
tNABILBank 0.62 Moderate degree of+(ve)correlation 0.19 0.93 InsignificantSCBL 0.94 High degree of +(ve)correlation 0.035 0.21 SignificantHBL 0.86 High degree of +(ve)correlation 0.079 0.47 SignificantEBL 0.65 Moderate degree of+(ve)correlation 0.17 1.02 Insignificant

Source: Annex 5, 6, 7 and 8.Table 4.21 shows the relationship between Loan and advances and LLP. Correlationcoefficient of NABIL bank is 0.62 which shows the moderate degree of positivecorrelation. It means that the volume of loan loss provision is increased with increasein the volume of loans and advances. It has 0.19 probable error of correlation. Here r< 6P.E so the correlation coefficient is not significant. Likewise Standard CharteredBank has high degree of positive correlation coefficient with 0.94. Which indicate thatLLP changes with the change in NPL in the same direction, The 6(P.E), which used totest the significance of correlation coefficient is also less than correlation coefficient.Himalayan Bank Ltd. has high degree of positive correlation coefficient with 0.86.Everest Bank Ltd. has Moderate degree of + (ve) correlation with 0.65. Here r <6(PE),so the correlation coefficient is not significant. It means that the volume of LLP isincreased with the increasing the volume of loan and advances.
B. CORRELATION BETWEEN LLP AND NON PERFORMING LOAN.This correlation indicates the relationship between loan loss provision and nonperforming loan. How a unit increasing in NPL effects the LLP is exhibited by thiscorrelation. NPL has treated as an independent variable whereas the LLP adependent variable.



71Table 4.22
Correlation between LLP and NPL

Bank's
Name

Correlation
coefficient (r)

Relationship P.E 6P.E Significant/
InsignificantNABILBank 0.54 Moderate degree of+(ve)correlation 0.21 1.28 InsignificantSCBL (0.71) Moderate degree of -(ve)correlation 0.22 1.32 InsignificantHBL 0.99 High degree of+(ve)correlation 0.006 0.036 SignificantEBL 0.085 Moderate degree of+(ve)correlation 0.29 1.79 Insignificant

Source: Annex 9, 10, 11and 12.Table 4.22 explains the relationship between LLP and NPL. NABIL Bank has moderatedegree of positive correlation coefficient with 0.54 factors which indicate the volumeof LLP is increased with increase in the volume of NPL. SCB has negative correlationcoefficient with -0.71, which indicate that there exist an inverse relationship betweenLLP and NPL. HBL has high degree of positive correlation coefficient with 0.99. Whichindicates that LLP changes with the change in NPL in the same direction, the probableerror multiplied by 6 which is also used to test the significance of correlationcoefficient is also less than correlation coefficient of NABIL, It means that the volumeof correlation coefficient is significant. Likewise, EBL has moderate degree of positivecorrelation with 0.085. Here r < PE so, correlation coefficient is insignificant.
C. CORRELATION BETWEEN NET PROFIT AND LLP.This correlation indicates the relationship between loan loss provision and net profit.Here net profit refers to the profit remaining after deducting taxes. Certainly,provision for loan loss affects to the volume of net profit. Shows a increase in if LLPeffects net profit is exhibited by this correlation. Here LLP treated as an independentand net profit is treated as a dependent variable.Table 4.23

Correlation between LLP and NP
Bank's
Name

Correlation
coefficient (r)

Relationship P.E 6P.E Significant/
InsignificantNABILBank 0.50 Moderate degree of+(ve)correlation 0.23 1.36 Insignificant

SCBL 0.78 High degree of+(ve)correlation 0.116 0.695 Significant
HBL 0.42 Moderate degree of+(ve)correlation 0.25 1.49 Insignificant
EBL 0.78 High degree of+(ve)correlation 0.07 0.43 Significant

Source: Annex 13, 14, 15 and 16.



72Table 4.23 shows that NABIL Bank and Himalayan Bank have moderate level degreeof + (ve) correlation with 0.50 and 0.42 which indicate that there exists positiverelationship between net profit and loan loss provision. If the volume of LLPincreases then, net profit also will increases. The SCB and EBL have high degree of +(ve) correlation which indicate that the net profit will change in the same directionwith the LLP. Generally, correlation coefficient of NABIL and HBL are insignificant butcorrelation coefficient of SCB and EBL are significant. It shows, the Loan LossProvision will impact positive and negative both to net profit. Less LLP results in highprofit.
4.7 TESTING OF HYPOTHESISAs per objectives of the study, we formulated and test the following six hypotheses.FOR T - TEST1. There is no significant difference in bank's capital adequacy ratio (CAR) forcore capital with NRB's new directive 2010 – 6%2. There is no significant difference in bank's capital adequacy ratio (CAR) fortotal fund with NRB's directive 2010 – 10%3. There is no significant difference in non- performing loan (NPL) of commercialbanks with international standard of 4%.The test results are tabulated as follows.Table 4.24

TABLE OF HYPOTHESIS TEST REASULT
Hypothesis Calculated Value Tabulated

Value
D.F Decision

Hypothesis 1 4.20 2.353 n-1 or 3 H1 acceptedHypothesis 2 0.93 2.353 n-1 or 3 H0 acceptedHypothesis 3 0.013 2.353 n-1 or 3 H0 accepted
Source: Annex 17, 18, and 19.Table 4.24 shows that hypothesis 1 explained there is significant difference in bankCapital Adequacy Ratio (CAR) for core capital with NRB’s new directive 2011 but it isnot bad due to higher capital adequacy ratio for core capital reflects the more saferand stronger capital position which help to reduce risk aspect of all banking includingcredit risk.Hypothesis 2 explained that there is no significant difference in bank capitaladequacy ratio for capital fund with NRB’s new directive 2011. All four joint venturebanks maintained their capital position according to NRB’s new directive in the sameway.



73Hypothesis 3 explained that there is no significant difference in maintaining non-performing loan below 4% which is international standard. Thus it indicates thebetter management of non-performing loan (NPL)
4.8 MAJOR FINDINGS OF THE STUDY.This chapter is the consequences of the whole study and analysis and a result andachievement of entire study too. So, this chapter concentrates on drawing theconclusion of all analysis. Based on the analysis some of the major findings are asfollows.1. On the basis of loan product, Standard Chartered Bank has covered the leastrange of lending among four Joint Venture Banks including 3 categories inretail or consumer loan and 4 categories in corporate and wholesale loan,whereas Himalayan Bank Ltd. Covered wide range of lending among four JointVenture Banks including 8 categories in consumer loan and 7 categories incorporate loan. Similarly, NABIL Bank has extended their loan in 5 categoriesin consumer loan and 8 categories of corporate loan. At last EBL has extendedtheir loan and advances in 6 categories of consumer lending and 3 categoriesof corporate lending. The common categories of lending are Home loan, Autoloan, personal finance, property loan, loan against deposit and Govt. securitiesEducation loan and loan against international guarantee are new invention ofa banking industry which was introduced by Everest Bank Ltd. And HimalayanBank Ltd. only.2. The range or depth of loan product line defines the volume of loan and lendingcomposition. These two factors, the volume of loan and lending compositionare directly affected to the risk volume. For the evidence of this fact, in thefiscal year 2068/69 the loan and advances of NABIL Bank, Standard CharteredBank, Himalayan Bank Ltd and Everest Bank Ltd. has been Rs. 380346.98, Rs.159569.55, and Rs. 329682.70 and Rs. 316618 lakh respectively. This showsthat NABIL have the highest loan and advances in amount of Rs.380346.98lakh among four Joint Venture Banks. Inversely, Standard Chartered bank haslowest loan and advances Rs. 159569.55 lakh.3. NABIL bank, Standard Chartered Bank, Himalayan Bank and Everest bankhave adopted different policies on the basis of loan product. But basically, allfour Joint Venture banks have focused mainly on collateral, borrower’s futurecash flows and cash generating capacity, legal documentation, loan amount,period and procedures. All these factors play a vital role for maintaining creditrisk condition. On the basis of study collateral must be “MAST” characteristicswhich means M = Marketability A = Accessibility S = Security and T =Transferability. This concept has been applied which is found.4. The volume of credit risk is also affected by security wise lending composition.From the analysis of lending against collateral, all four joint venture bankshave extended their loans and advances in 10 categories of collateral. Theaverage lending against movable/non-movable assets over past three years of



74NABIL, SCB, HBL and EBL have Rs. 327217.18, Rs. 119355.40, Rs. 242028.46and Rs. 272951.89 respectively. Similarly, lending against governmentguarantee falls in 7th position for SCB and 3rd position for EBL.5. Analysis of non-performing loan to total loan discovered that the average NPLof NABIL, SCB, HBL and EBL are 1.18%, 0.92%, 3.17%, and 0.49%respectively. It means that average performing loan of NABIL, SCB, HBL andEBL have higher percentage of performing loan. The percentage of performingloan of NABIL, SCB, HBL and EBL are 98.82%, 99.07%, 96.83%, and 99.51%respectively. Hence HBL have higher percentage of non-performing loan thanothers and EBL have lower percentage of non-performing loan. This meansthat HBL has more credit risk than other three joint venture banks hake but alljoint venture banks have been managed to decrease the volume of non-performing loan below 2% except Himalayan Bank Ltd.6. The average loan loss provision to total loan ratio of NABIL, SCB, HBL and EBLare 0.39%, 0.44%, 3.78% and 2.97% respectively. The higher percent of LLP ofHimalayan Bank Ltd indicate that the bank has higher amount of non-performing loan than others. Similarly, NABIL has lower percent of loan lossprovision which shows higher performing loan. The main objective ofmaintaining loan loss provision for recovery bad sector from loan loss whichis not performed. So, NABIL, SCB, and EBL are in better position than HBL asshown above.7. On the basis of growth ratio, the volume of total deposit of NABIL, SCB, HBLand EBL are in increasing trend from the fiscal year 2064/65. The averagegrowth rate of Everest Bank Ltd is highest as compared with other three jointventure banks. The average growth rate of total deposit of NABIL, SCB, HBLand EBL are 13.51%, 8.07%, 5.94% and 14.43% respectively which issatisfactory. In this way, the growth rate of total deposit directly affects thevolume of total loan and advances. It is found that the growth rate of total loanand advances of NABIL, SCB, HBL and EBL are 15.89%, 10.17%, 13.35% and11.70% respectively which is calculated average of five years. The credit riskin all four averages of five years. The credit risk is in increasing trend in allfour joint venture banks with the increment trend of loan and advancesvolume. Another aspect of credit is the volume and growth rate of non-performing loan. The growth rate of non-performing loan of NABIL, SCB, HBLand EBL are19.72%, 14.93 %, 8% and 2.14 % respectively. The growth rate ofnon-performing loan of SCB and EBL is in decreasing trend which issignificant. But other two banks namely NABIL and HBL are in increasingtrend. But there is somehow little fluctuation in the last three years and it’saround. Thus, it is concluded that NABIL and HBL have higher credit riskcomparatively than others. At last, SCB and EBL have lower credit risk becausethey have lower volume of NPL and negative growth rate.8. In case of NABIL Bank it has 110.19 risk indexes and probability of book valueof insolvency is 0.61 which is less than 1%. It indicates that bank has higherstandard deviation in ROA and S.D in ROE which is not good. It creates risk toinvestor. Standard Chartered Bank have higher index comparing with other



75joint venture banks and it indicates that the bank has a higher expected and ithas the highest level of cushion to absorb accounting losses than other threebanks.9. In case of Himalayan bank Ltd., it has 11.48 risk indexes and its probability ofbook value insolvency is 0.006 which is less than 1%. This indicates that bankhas quite higher S.D (ROA) and S.D (ROE) than NABIL bank. HBL have 0.28%ROA and 31.09% ROE in the fiscal year 2068/69. Due to this reason, it haslower level of cushion available to absorb accounting losses which occurred infuture. Similarly, EBL has 33.81 risk indexes and its probability of book valueinsolvency is 0.057 which is lowest figure than other three banks. It indicatesthat bank had stable performance and maintaining stable return. It is morefruitful for potential investor.10. The coefficient of correlation between loan loss provision and loan andadvances of NABIL bank and EBL has moderate degree of positive correlationwith insignificant relationship. This means the loan and advances increasethan loan loss provision. So, LLP decreases. Similarly, the coefficient ofcorrelation between loan and advances and loan loss provision of SCB andHBL is high degree of positive correlation with significant relationship. Thismeans the volume of loan loss provision directly affected by loan andadvances significantly.11. The analysis of correlation between loan loss provision and non performingloan of NABIL and EBL has moderate degree of positive correlation withinsignificant relationship. Also, SCB has moderate degree of negativecorrelation with insignificant relationship. But HBL has high degree of positivecorrelation with significant relationship.12. The coefficient of correlation between net profit and loan loss provision ofNABIL bank and HBL has moderate degree of positive correlation withinsignificant relationship. This means the net profit increase than loan lossprovision. But both SCB and EBL has high degree of positive correlation withsignificant relationship respectively. This means the volume of net profitdirectly affected by loan loss provision significantly.13. First hypothesis is t-test which explains bank’s capital adequacy ratio for corecapital. In this hypothesis the calculated value of t-test is greater thantabulated value. So, H1 is accepted. It is proved that there is significantdifference in bank’s capital adequacy ratio for core capital with NRB’s newdirective 2011. This means all four joint venture banks maintaining higherratio than NRB’s new directive 2011 provision. But it is not bad due to highercore capital ratio strengthen strong capital position.14. Second hypothesis is t-test which explain bank's capital adequacy ratio fortotal capital fund. The calculated value of t-test is less then tabulated value. So,H0 is accepted. It is prove that there is no significant difference betweenbank's capital adequacy ratios for total capital fund with NRB's new directive2011. All four joint venture banks has been maintaining proper adequacy ratiofor total fund. This means, they implement NRB's new directive 2011 fully.



7615. Third hypothesis is t-test which explain bank's non-performing loan accordingto international standard of 4%. It is proved that there is no significantdifference in maintaining non-performing loan below 4%. Thus it indicates thebetter management of non-performing loan by all four joint venture banks.
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CHAPTER 5

SUMMERY CONCLUSION AND RECOMMENDATION

5.1 INTRODUCTIONThe whole thesis is summarizes and concluded with the appropriaterecommendation on the basis of this research study. The thesis uses tools andtechniques for data analysis under the limitations of the study. To summaries thewhole thesis report in its magnitude, it presents the summary and concludingremarks with a suggestive package as recommendation with all stakeholders ofNepalese Joint venture banks.
5.2 SUMMERY AND CONCLUSIONEconomic development is not possible without proper development of bankingsector in a country, as the banks are the real facilitator for mobilizing the resources.Banks are institutions which collect the scattered small saving from the public andinvest them into productive sector that ultimately contributes to economicdevelopment of a country. Besides providing the services for the economicdevelopment, the major challenge for Nepalese commercial banks is to properlymanage the risk. Considering the importance of risk management in commercialbanks, this research aimed at studying credit risk management system of selectedjoint venture banks. Out of total population of 32 commercial banks, 6 banks are jointventure banks. Among them joint venture banks NABIL, SCB, HBL and EBL wereselected for this study. All the four joint venture banks are leading and big banks inNepalese banking industry in terms of business size, capital size, Nos. of branches etc.As per the study, the credit risk of three banks mainly arise due to non-payment ofloan by borrowers, poor appraisal of borrowers and improper diversification oflending across industries also result in higher credit risk in banks. The majorproblems in credit risk can be categorized into three areas of concentration, creditprocessing and market and liquidity sensitive. In credit, processing, improper creditappraisal system, ineffective credit monitoring and supervision, borrower'smisconduct, overvaluation of collateral, political pressure to lend to adulteratedparties etc are the major factors lending to non-performing loan. Setting up recoveryhiring assets Management Company are some to the measure to resolve the problemof Non-performing loan classification and loan loss provision also helps to confrontthe problems. The last directive regarding loan classification and loan loss provisionis very important for maintaining sound financial health of the banks. As a resultmore provision has to apportion lending to lesser probability but this kind ofnegative impact is only for short period. Adequate provisioning strengthens thefinancial health of the banks and makes them able to face any kind of futurecontingencies. It has found that all four joint venture banks give the properconsideration and provision for lending process. All sample banks extended creditwithout collateral which is the good sign of credit practices. They have kept closeeyes towards securities and especially focus on collateral with the feature of "MAST".This means M = Marketability, A = Accessibility, S = Security and T = Transferability.



78All four joint venture banks have extended their credit against collateral of movableor Non-movable property in high volume. EBL have extended the credit without anysecurity that is not good sign. Similarly, credit concentration on single sector ofNABIL, SCB, HBL, and EBL shows that all four joint venture banks have very highamount of concentration on single sector i.e. manufacturing sector or (productionsector). In manufacturing sector NABIL, SCB, HBL and EBL have 27.60%, 15.37%,38.36%, and 17.49% respectively of total loan exposures in the fiscal year 2012which is the sign of putting all eggs in a basket. Improper portfolio management isalso one of the significant problems in credit management of these banks. The mainindicators of loan default indicate that average Non- Performing loan of HimalayanBank Ltd. is more than other three banks. However, in the recent year all jointventure banks have been managed to decrease the volume of non-performing loanbelow 2% except Himalayan Bank Ltd. thus NABIL bank and Himalayan bank havelower risk index. It is due to higher standard deviation of ROA and ROEcomparatively than others. But NABIL have good return on assets and ROE. StandardChartered bank and Everest Bank have higher index. This indicates the strong capitalposition, stable earning and higher ROA and ROE. The coefficient of correlationbetween loan loss provision and loan and advances of NABIL bank and EBL hasmoderate degree of positive correlation with insignificant relationship. This meansthe loan and advances increase than loan loss provision. So, LLP is decreases.Similarly, the coefficient of correlation between loan and advances and loan lossprovision of SCB and HBL is high degree of positive correlation with significantrelationship. This means the volume of loan loss provision is directly affected by loanand advances significantly. The credit risk management procedure in these banksincludes mainly the four bank procedure. The major outlines of risk managementinclude setting Standard for all the transaction such as lending, borrowing etc. andpreparing financial reports. A substantial degree of standardization process anddocumentation has been set to criteria are also fulfilled by all four joint venturebanks. This is the major guidelines for making investment decision.
5.3 RECOMMENDATIONFrom the above analysis of credit risk management of Nabil Bank, StandardChartered Bank, Himalayan Bank and Everest Bank following recommendation ismade to these banks, NRB and Nepal government in respect of credit riskmanagement.
A. General recommendations:1. Old technique no longer work: In the current context, all four joint venture bankshave been applying old technique for managing the risk. These techniques shouldbe changed with changes in environmental forces. For the management of creditrisk associated with assets and liabilities management, banks need to adopt newmethods such as simulation method, Value at risk (VAR) method, Credit riskderivatives and credit enhancement mechanisms etc.



792. Identify and deal with new risks: All four joint Venture banks seem conservative interm of dealing with risk. Credit risk has been given high priority in four banks. Toremain components in the market all banks need to identify and deal with newrisks arise with the change in environmental forces.3. Training and development: All four joint venture banks are recommended toinitiate training and development program for the employees to make themefficient and professional in term of managing various risks. Training for creditappraisal, monitoring and management of credit risk can be operational.4. System of check and balance: All four banks should give focus to the system ofcheck and balance which helps to reduce the risk.5. Proper adherence of NRB directives: Following the directives of NRB and actingupon it also reduce the risk of the banks. Therefore, four banks are recommendedto andhere the directives and come up with a stronger internal audit andcompliance that the directives are properly implemented.6. Preventive measure: It is recommended for all four joint venture banks to takepreventive measures before credit risk arising due to wrong decision andinadequate information. So all four banks are recommended to developsophisticated information system and taking adequate information aboutborrowers from credit information bureau (CIB). It will help to protect lending tobank-listed borrower.
B. Specific Recommendations:1. It has been found that Everest bank has extended the credit without bankingand any collateral. This sort of practice seems very risky and non profitable, asthere is no collateral and make 100% provision of loan amount. So,EBL needs to stop lending without any collateral.2. NABIL, SCB, HBL, and EBL’s contribution to manufacturing sector is relativelyhigh. This means credit concentration is in only manufacturing sector.Portfolio model says that is very risk for investment and reducing risk. Notonly it but also maximizing return may be affected. So, it is recommended tomake will diversify portfolio by all four joint venture banks.3. Credit deposit ratio (CDR) of Standard Chartered Bank (SCB) is relatively low.Entire economy largely depends upon the proper execution of lendingfunction by commercial banks. Low level of lending means low level ofinvestment resulting to low level of productivity which may be ultimatelynegatively affected the national economy. Hence SCB is recommended toincrease its credit deposit ratio.4. Both HBL and EBL have been extended total credit at moderate level risklending in very low the credit out so, to minimize the credit risk thisproportion of credit should be increased.5. Similarly, all four joint venture banks have extended the highest amount ofloan against the movable and non-movable property which is 100% riskweight. So, all four banks need to diversify it’s lending against differentsecurities.6. Both HBL and EBL are also increasing with the increase in loan and advances.So, HBL and EBL need to be more careful with taking credit decision.



807. For the proper credit risk management, all banks needs to following loan andfollowing principles i.e. establishing an appropriate credit risk environment,operating under a sound credit granting process, maintaining an appropriatecredit administration, measurement and monitoring, process and at lastensure adequate controls over credit risk.
C. Recommendation to Nepal Government:1. Nepal government should draft and implement anti-money laundering policyto ensure country has given priority to combat money laundering.2. Nepal government should draft and implement law relating to E- banking,debit and credit card etc. to facilitate the growth of E- banking.3. Nepal government should provide adequate measures, for taking actionagainst the willful defaulters.
D.Recommendation to NRB:1. NRB, in addition to imposing directives, needs to provide training forcommercial banks to apply new methods and system for reducing credit risk.2. NRB should make a clear cut policies separate credit rating department ororganization which will helps to minimize the credit and operation risk ofbanks.3. NRB should instruct forcefully to implement the new KYC rules to commercialbanks.4. NRB should instruct forcefully to implement the new AML rules to allconcerned commercial banks, development banks, finance company andmicrofinance as per requirements and criteria.
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APPENDIX- I

Calculation of ROA for Standard Chartered Bank Limited

Year NI T.A ROA = (NI/TA) X 1002064/65 691668 28596689 2.242065/66 818921 33335788 2.462066/67 1025110 40066570 2.562067/68 1085872 40213320 2.702068/69 1119171 43810520 2.55
Calculation of ROA for Everest Bank Limited

Year NI T.A ROA = (NI/TA) X 1002064/65 296409 21432574 2.102065/66 451219 27149343 2.402066/67 638733 36916849 2.612067/68 831766 41382761 2.952068/69 931304 46236212 2.94
Calculation of ROA for Nabil Bank Limited

Year NI T.A ROA = (NI/TA) X 1002064/65 673960 27253393 2.272065/66 746468 37132759 2.322066/67 1031053 43867398 2.552067/68 1140523 52079726 2.372068/69 1344179 58099620 2.43
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Calculation of ROE for Standard Chartered Bank Limited

Year NI Equity ROE = (NI/Equity) X 1002064/65 691668 2116353 32.682065/66 818921 2492548 32.852066/67 1025110 3052470 33.582067/68 1085872 3369709 32.222068/69 1119171 3677777 30.43
Calculation of ROE for Everest Bank Limited

Year NI Equity ROE = (NI/Equity) X 1002064/65 2964 10615 27.752065/66 4512 15812 28.542066/67 6387 22054 28.962067/68 8318 27571 30.172068/69 9313 36772 25.33

APPENDIX-II

Calculation of ROA for Himalayan Bank Limited

Year NI T.A ROA = (NI/TA) X 1002064/65 491823 34314868 1.472065/66 635869 36857624 1.762066/67 752835 40046686 1.912067/68 508798 43860251 1.192068/69 893115 48137497 1.91
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APPENDIX-III

Calculation of ROE for Nabil Bank Limited

Year NI Equity ROE = (NI/Equity) X 1002064/65 673960 2055115 32.792065/66 746468 2439825 30.602066/67 1031053 2254220 45.742067/68 1140523 3840179 29.702068/69 1344179 4566981 29.43
Calculation of ROE for Himalayan Bank Limited

Year NI Equity ROE = (NI/Equity) X 1002064/65 491823 2146538 22.912065/66 635869 2513004 25.302066/67 752835 3119835 24.132067/68 508798 3628640 14.022068/69 893115 3995400 22.35
Risk index and probability of book value insolvency

A. Standard Chartered Bank Limited
Fiscal
year ROA ROE EM= ROE/ROA2064/65 2.24 32.68 14.592065/66 2.46 32.85 13.362066/67 2.56 33.58 13.122067/68 2.70 32.22 11.932068/69 2.55 30.43 11.93

ROA = 0.08 ROE = 1.03
Source: Annual Report
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APPENDIX-IV

Risk index =  
ROA

CAPROAE


 =  

ROA
EM

ROAE



100
1

 =
08.0

100
93.11

1
50.2  =136.03%Probability of Book Value insolvency =  2

2

1
RI =  236.1

2

1 = 0.93
Risk index and probability of book value insolvency

A. Nabil Bank Limited
Fiscal
year ROA ROE EM= ROE/ROA2064/65 2.27 32.79 14.442065/66 2.32 30.60 13.192066/67 2.55 32.95 12.922067/68 2.37 29.86 12.602068/69 2.43 29.29 12.05

ROA = 0.097 ROE = 1.38
Source: Annual Report

Risk index =  
ROA

CAPROAE


 =  

ROA
EM

ROAE



100
1

 =
097.0

100
05.12

1
39.2  =110.19%

Probability of Book Value insolvency =  2

2

1
RI =  210.1

2

1 = 0.61
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APPENDIX-V

Risk index and probability of book value insolvency
A. Himalayan Bank Limited

Fiscal year ROA ROE EM= ROE/ROA2064/65 1.47 22.91 7.912065/66 1.76 25.30 14.742066/67 1.91 24.13 44.722067/68 1.91 14.02 23.332068/69 1.91 22.35 63.51
ROA =0.28 ROE = 31.09

Source: Annual Report

Risk index =  
ROA

CAPROAE


 =  

ROA
EM

ROAE



100
1

 =
28.0

100
51.63

1
64.1  =11.48%

Probability of Book Value insolvency =  2

2

1
RI =  21148.0

2

1 = 0.006
Risk index and probability of book value insolvency

A. Everest Bank Ltd.
Fiscal year ROA ROE EM= ROE/ROA2064/65 2.10 27.75 13.212065/66 2.40 28.54 11.892066/67 2.61 28.96 11.102067/68 2.95 30.17 10.232068/69 2.94 25.33 8.62

ROA = 0.42 ROE = 1.61
Source: Annual Report

Risk index =  
ROA

CAPROAE


 =  

ROA
EM

ROAE



100
1

 =
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100
62.8

1
60.2  =33.81%

Probability of Book Value insolvency =  2

2

1
RI =  23381.0

2

1 = 0.057
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APPENDIX - 5
Correlation Coefficient and probable error

(A) Correlation coefficient between LLP and Loan and Advances of NABIL Bank Ltd. (Figures inLakh)
Fiscal
Year LLP (X) L&A (Y) X = X- X Y = Y - Y X2 Y2 XY2064/65 143.06 155,457.79 (1,035.70) (94,149.69) 1,072,682.78 8,864,164,503.69 97,511,212.602065/66 640.55 213,650.53 (538.21) (35,956.95) 289,674.31 1,292,902,397.13 19,352,534.962066/67 457.22 175,899.33 (721.54) (73,708.15) 520,625.74 5,432,891,671.26 53,183,674.832067/68 3,558.29 322,688.78 2,379.53 73,081.30 5,662,143.98 5,340,876,117.36 173,898,848.702068/69 1,094.70 380,340.98 (84.06) 130,733.50 7,066.76 17,091,247,499.32 (10,989,980.78)

TOTAL
 X

5,893.82 Y 1,248,037.41  2X 7,552,193.57 38,022,082,188.76 332,956,290.32
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X
X
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48.249607
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Now, r = 62.0
9.535863904

32.332956290

76.8380220821857.7552193

32.332956290
22

ororor
YX

XY




Computation of Probable error P.E (r)P.E (r) = 19.0
5

62.01
6745.0

5

1
6745.0

22

oror
r 




Again 6P.E(r) = 93.019.06 

APPENDIX - 6
Correlation Coefficient and probable error

(B) Correlation coefficient between LLP and Loan and Advances of Standard Chartered Bank Ltd.(Figures in Lakh)
Fiscal Year LLP (X) L&A (Y) X = X- X Y = Y - Y X2 Y2 XY2064/65 368.09 105,026.37 (277.99) (39,544.06) 77,280.66 1,563,732,839.46 10,993,011.972065/66 698.85 137,185.97 52.77 (7,384.46) 2,784.25 54,530,279.03 (389,648.52)2066/67 566.35 136,797.57 (79.73) (7,772.86) 6,357.51 60,417,383.67 619,761.382067/68 769.74 159,569.55 123.66 14,999.12 15,290.81 224,973,540.78 1,854,730.942068/69 184,272.70 7,198,259.40



89827.39 181.31 39,702.27 32,871.87 1,576,270,084.34
TOTAL

 X

3,230.42 Y 722,852.16
 2X
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 2Y
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Again 6P.E(r) = 21.0035.06 

APPENDIX - 7
Correlation Coefficient and probable error

(C) Correlation coefficient between LLP and Loan and Advances of Himalayan Bank Ltd. (Figures inLakh)
Fiscal
Year LLP (X) L&A (Y) X = X- X Y = Y - Y X2 Y2 XY2064/65 7,957.27 177,937.24 (1,539.94) (73,232.52) 2,371,409.04 5,363,002,278.48 112,773,543.462065/66 6,820.93 201,796.13 (2,676.28) (49,373.63) 7,162,463.93 2,437,755,536.87 132,137,565.102066/67 7,263.64 255,195.19 (2,233.57) 4,025.43 4,988,826.01 16,204,070.58 (8,991,067.17)2067/68 11,431.26 291,237.55 1,934.05 40,067.79 3,740,557.14 1,605,427,635.21 77,493,185.522068/69 14,012.94 329,682.70 4,515.73 78,512.94 20,391,835.50 6,164,281,433.39 354,543,386.54

TOTAL
 X

47,486.04
Y
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APPENDIX - 8
Correlation Coefficient and probable error

(D) Correlation coefficient between LLP and Loan and Advances of Everest Bank Ltd. (Figures in Lakh)
Fiscal Year LLP (X) L&A (Y) X = X- X Y = Y - Y X2 Y2 XY2064/65 4,532.00 140,827.00 (1,102.20) (73,586.80) 1,214,844.84 5,415,017,134.24 81,107,370.962065/66 5,315.00 188,364.00 (319.20) (26,049.80) 101,888.64 678,592,080.04 8,315,096.162066/67 6,182.00 244,696.00 547.80 214,413.80 300,084.84 45,973,277,630.44 117,455,879.642067/68 6,100.00 181,564.00 465.80 (32,849.80) 216,969.64 1,079,109,360.04 (15,301,436.84)2068/69 6,042.00 316,618.00 407.80 102,204.20 166,300.84 10,445,698,497.64 41,678,872.76
TOTAL
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APPENDIX - 9
Correlation Coefficient and probable error

(A) Correlation coefficient between LLP and NPL of NABIL Bank Ltd. (Figures inLakh)
Fiscal
Year LLP (X) L&A (Y) X = X- X Y = Y - Y X2 Y2 XY2064/65 142.06 1,782.94 (1,036.50) (1,653.43) 1,074,340.54 2,733,837.38 1,713,788.882065/66 640.55 1,610.86 (538.01) (1,825.51) 289,459.06 3,332,494.06 982,151.012066/67



91457.22 2,248.17 (721.34) (1,188.20) 520,337.17 1,411,823.99 857,102.382067/68 3,558.29 4,862.81 2,379.73 1,426.44 5,663,095.84 2,034,725.37 3,394,531.602068/69 1,094.70 6,677.08 (83.86) 3,240.71 7,033.17 10,502,188.34 (271,778.74)
TOTAL

 X

5,892.82
Y

17,181.86
 2X
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 2Y
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APPENDIX - 10
Correlation Coefficient and probable error

(B) Correlation coefficient between LLP and NPL of Standard Chartered Bank Ltd. (Figures in Lakh)
Fiscal
Year LLP (X) L&A (Y) X = X- X Y = Y - Y X2 Y2 XY2064/65 368.09 1,970.17 (277.99) 708.73 77,280.66 502,303.88 (197,023.80)2065/66 698.85 1,287.19 52.77 25.75 2,784.25 663.27 1,358.942066/67 566.35 910.42 (79.73) (351.02) 6,357.51 123,212.23 27,987.912067/68 769.74 981.36 123.66 (280.08) 15,290.81 78,442.57 (34,633.08)2068/69 827.39 1,158.04 181.31 (103.40) 32,871.87 10,690.73 (18,746.32)

TOTAL
 X
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Y
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APPENDIX - 11
Correlation Coefficient and probable error

(C) Correlation coefficient between LLP and NPL of Himalayan Bank Ltd. (Figures in Lakh)
Fiscal Year LLP (X) L&A (Y) X = X- X Y = Y - Y X2 Y2 XY2064/65 7,957.27 6,416.15 (1,539.94) (1,380.39) 2,371,409.04 1,905,465.51 2,125,708.862065/66 6,820.93 4,772.29 (2,676.28) (3,024.25) 7,162,463.93 9,146,063.87 8,093,723.042066/67 7,263.64 5,513.09 (2,233.57) (2,283.45) 4,988,826.01 5,214,125.63 5,100,231.922067/68 11,431.26 10,248.31 1,934.05 2,451.77 3,740,557.14 6,011,195.75 4,741,858.412068/69 14,012.94 12,032.84 4,515.73 4,236.30 20,391,835.50 17,946,271.58 19,130,013.53
TOTAL
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47,486.04
Y
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 2X
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oror
r 




Again 6P.E(r) = 0036.0006.06 

APPENDIX - 12
Correlation Coefficient and probable error

(D) Correlation coefficient between LLP and NPL of Everest Bank Ltd. (Figures in Lakh)
Fiscal LLP (X) L&A (Y) X = X- X Y = Y - Y X2 Y2 XY
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Year2064/65 4,532.00 1,131.79 (1,102.20) (53.08) 1,214,844.84 2,817.27 58,502.572065/66 5,315.00 1,273.10 (319.20) 88.23 101,888.64 7,784.89 (28,163.65)2066/67 6,182.00 1,179.85 547.80 (5.02) 300,084.84 25.18 (2,748.86)2067/68 6,100.00 1,255.60 465.80 70.73 216,969.64 5,003.02 32,946.972068/69 6,042.00 1,084.00 407.80 (100.87) 166,300.84 10,174.35 (41,133.97)
TOTAL

 X

28,171.00
Y

5,924.34
 2X

2,000,088.80
 2Y

25,804.71 19,403.05

20.5634
5

28171
oror

N

X
X




87.1184
5

34.5924
oror

N

Y
Y 

Now, r = 085.0
11.227182

05.19403

71.2580480.2000088

05.19403
22

ororor
YX

XY




Computation of Probable error P.E (r)P.E (r) = 299.0
5

085.01
6745.0

5

1
6745.0

22

oror
r 




Again 6P.E(r) = 796.1299.06 

APPENDIX - 13
Correlation Coefficient and probable error

(A) Correlation coefficient between LLP and Net Profit of NABIL Bank Ltd. (Figures inLakh)
Fiscal Year LLP (X) L&A (Y) X = X- X Y = Y - Y X2 Y2 XY2064/65 142.06 6,739.30 (1,036.50) (3,121.19) 1,074,340.54 9,741,851.99 3,235,130.072065/66 640.55 7,464.68 (538.01) (2,395.81) 289,459.06 5,739,924.72 1,288,981.472066/67 457.22 10,310.53 (721.34) 450.04 520,337.17 202,532.40 (324,630.77)2067/68 3,558.29 11,410.51 2,379.73 1,550.02 5,663,095.84 2,402,549.60 3,688,613.382068/69 1,094.70 13,377.45 (83.86) 3,516.96 7,033.17 12,368,979.51 (294,946.00)
TOTAL

 X

5,892.82
Y

49,302.47
 2X

7,554,265.78
 2Y

30,455,838.22 7,593,148.15
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56.1178
5

82.5892
oror

N

X
X




49.9860
5

47.49302
oror

N

Y
Y 

Now, r = 50.0
79.15168107

15.7593148

22.3045583878.7554265

15.7593148
22

ororor
YX

XY




Computation of Probable error P.E (r)P.E (r) = 23.0
5

50.01
6745.0

5

1
6745.0

22

oror
r 




Again 6P.E(r) = 36.123.06 

APPENDIX - 14
Correlation Coefficient and probable error

(B) Correlation coefficient between LLP and Net Profit of SCB Ltd. (Figures inLakh)
Fiscal Year LLP (X) L&A (Y)

X = X-
X Y = Y - Y X2 Y2 XY2064/65 368.09 6,916.68 (277.99) (2,564.81) 77,280.66 6,578,260.60 713,002.352065/66 698.85 8,189.21 52.77 (1,292.28) 2,784.25 1,669,992.77 (68,188.55)2066/67 566.35 10,251.14 (79.73) 769.65 6,357.51 592,358.04 (61,367.11)2067/68 769.74 10,858.72 123.66 1,377.23 15,290.81 1,896,756.96 170,302.512068/69 827.39 11,191.71 181.31 1,710.22 32,871.87 2,924,845.61 310,072.78

TOTAL
 X

3,230.42
Y

47,407.46
 2X

134,585.10
 2Y

13,662,213.98 1,063,821.97

08.646
5

42.3230
oror

N

X
X




49.9481
5

46.47467
oror

N

Y
Y 

Now, r = 78.0
95.1355997

97.1063821

98.1366221310.134585

97.1063821
22

ororor
YX

XY




Computation of Probable error P.E (r)P.E (r) = 116.0
5

78.01
6745.0

5

1
6745.0

22

oror
r 








95Again 6P.E(r) = 695.0116.06 

APPENDIX - 15
Correlation Coefficient and probable error

(C) Correlation coefficient between LLP and Net Profit of Himalayan Bank Ltd. (Figures inLakh)
Fiscal
Year LLP (X) L&A (Y) X = X- X Y = Y - Y X2 Y2 XY2064/65 7,957.27 4,918.23 (1,539.94) (1,646.65) 2,371,409.04 2,711,456.22 2,535,738.912065/66 6,820.93 6,358.69 (2,676.28) (206.19) 7,162,463.93 42,514.32 551,821.762066/67 7,263.64 7,528.35 (2,233.57) 963.47 4,988,826.01 928,274.44 (2,151,975.76)2067/68 11,431.26 5,087.98 1,934.05 (1,476.90) 3,740,557.14 2,181,233.61 (2,856,401.40)2068/69 14,012.94 8,931.15 4,515.73 2,366.27 20,391,835.50 5,599,233.71 10,685,441.16

TOTAL
 X

47,486.04
Y

32,824.40
 2X

38,655,091.62
 2Y

11,462,712.30 8,764,624.67

21.9497
5

04.47486
oror

N

X
X




88.6564
5

40.32824
oror

N

Y
Y 

Now, r = 42.0
20.21049755

67.8764624

30.1146271262.38655091

67.8764624
22

ororor
YX

XY




Computation of Probable error P.E (r)P.E (r) = 25.0
5

42.01
6745.0

5

1
6745.0

22

oror
r 




Again 6P.E(r) = 496.125.06 

APPENDIX – 16s
Correlation Coefficient and probable error

(D) Correlation coefficient between LLP and Net Profit of Everest Bank Ltd. (Figures in Lakh)
Fiscal Year LLP (X) L&A (Y) X = X- X Y = Y - Y X2 Y2 XY2064/65 4,532.00 2,946.00 (1,102.20) (3,349.20) 1,214,844.84 11,217,140.64 3,691,488.242065/66 5,315.00 4,512.00 (319.20) (1,783.20) 101,888.64 3,179,802.24 569,197.442066/67 6,182.00 6,387.00 547.80 91.80 300,084.84 8,427.24 50,288.042067/68 6,100.00 8,318.00 465.80 2,022.80 216,969.64 4,091,719.84 942,220.24
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2068/69 6,042.00 9,313.00 407.80 3,017.80 166,300.84 9,107,116.84 1,230,658.84
TOTAL

 X

28,171.00
Y

31,476.00
 2X

2,000,088.80
 2Y

27,604,206.80 6,483,852.80

20.5634
5

28171
oror

N

X
X




20.6295
5

31476
oror

N

Y
Y 

Now, r = 87.0
39.7430401

80.6483852

80.2760420680.2000088

80.6483852
22

ororor
YX

XY




Computation of Probable error P.E (r)P.E (r) = 0701.0
5

87.01
6745.0

5

1
6745.0

22

oror
r 




Again 6P.E(r) = 43.00701.06 
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APPENDIX - 5
Correlation Coefficient and probable error

(A) Correlation coefficient between LLP and Loan and Advances of NABIL Bank Ltd. (Figures inLakh)
Fiscal
Year LLP (X) L&A (Y) X = X- X Y = Y - Y X2 Y2 XY2064/65 143.06 155,457.79 (1,035.70) (94,149.69) 1,072,682.78 8,864,164,503.69 97,511,212.602065/66 640.55 213,650.53 (538.21) (35,956.95) 289,674.31 1,292,902,397.13 19,352,534.962066/67 457.22 175,899.33 (721.54) (73,708.15) 520,625.74 5,432,891,671.26 53,183,674.832067/68 3,558.29 322,688.78 2,379.53 73,081.30 5,662,143.98 5,340,876,117.36 173,898,848.702068/69 1,094.70 380,340.98 (84.06) 130,733.50 7,066.76 17,091,247,499.32 (10,989,980.78)

TOTAL
 X

5,893.82 Y 1,248,037.41  2X 7,552,193.57 38,022,082,188.76 332,956,290.32

76.1178
5

82.5893
oror

N

X
X




48.249607
5

41.1248037
oror

N

Y
Y 

Now, r = 62.0
9.535863904

32.332956290

76.8380220821857.7552193

32.332956290
22

ororor
YX

XY




Computation of Probable error P.E (r)P.E (r) = 19.0
5

62.01
6745.0

5

1
6745.0

22

oror
r 




Again 6P.E(r) = 93.019.06 

APPENDIX - 6
Correlation Coefficient and probable error

(B) Correlation coefficient between LLP and Loan and Advances of Standard Chartered Bank Ltd.(Figures in Lakh)
Fiscal Year LLP (X) L&A (Y) X = X- X Y = Y - Y X2 Y2 XY2064/65 368.09 105,026.37 (277.99) (39,544.06) 77,280.66 1,563,732,839.46 10,993,011.972065/66 698.85 137,185.97 52.77 (7,384.46) 2,784.25 54,530,279.03 (389,648.52)2066/67 566.35 136,797.57 (79.73) (7,772.86) 6,357.51 60,417,383.67 619,761.382067/68 769.74 159,569.55 123.66 14,999.12 15,290.81 224,973,540.78 1,854,730.942068/69 184,272.70 7,198,259.40



98827.39 181.31 39,702.27 32,871.87 1,576,270,084.34
TOTAL

 X

3,230.42 Y 722,852.16
 2X

134,585.10
 2Y

3,479,924,127.28 20,276,115.17

08.646
5

42.3230
oror

N

X
X




43.144570
5

16.722852
oror

N

Y
Y 

Now, r = 94.0
64.21641301

17.20276115

28.347992412710.134585

17.20276115
22

ororor
YX

XY




Computation of Probable error P.E (r)P.E (r) = 035.0
5

94.01
6745.0

5

1
6745.0

22

oror
r 




Again 6P.E(r) = 21.0035.06 

APPENDIX - 7
Correlation Coefficient and probable error

(C) Correlation coefficient between LLP and Loan and Advances of Himalayan Bank Ltd. (Figures inLakh)
Fiscal
Year LLP (X) L&A (Y) X = X- X Y = Y - Y X2 Y2 XY2064/65 7,957.27 177,937.24 (1,539.94) (73,232.52) 2,371,409.04 5,363,002,278.48 112,773,543.462065/66 6,820.93 201,796.13 (2,676.28) (49,373.63) 7,162,463.93 2,437,755,536.87 132,137,565.102066/67 7,263.64 255,195.19 (2,233.57) 4,025.43 4,988,826.01 16,204,070.58 (8,991,067.17)2067/68 11,431.26 291,237.55 1,934.05 40,067.79 3,740,557.14 1,605,427,635.21 77,493,185.522068/69 14,012.94 329,682.70 4,515.73 78,512.94 20,391,835.50 6,164,281,433.39 354,543,386.54

TOTAL
 X

47,486.04
Y

1,255,848.81
 2X

38,655,091.62
 2Y

15,586,670,954.54 667,956,613.46

21.9497
5

04.47486
oror

N

X
X




76.251169
5

81.1255848
oror

N

Y
Y 

Now, r = 86.0
2.776211436

46.667956613

54.4155866709562.38655091

46.667956613
22

ororor
YX

XY




Computation of Probable error P.E (r)



99P.E (r) = 079.0
5

86.01
6745.0

5

1
6745.0

22

oror
r 




Again 6P.E(r) = 47.0079.06 

APPENDIX - 8
Correlation Coefficient and probable error

(D) Correlation coefficient between LLP and Loan and Advances of Everest Bank Ltd. (Figures in Lakh)
Fiscal Year LLP (X) L&A (Y) X = X- X Y = Y - Y X2 Y2 XY2064/65 4,532.00 140,827.00 (1,102.20) (73,586.80) 1,214,844.84 5,415,017,134.24 81,107,370.962065/66 5,315.00 188,364.00 (319.20) (26,049.80) 101,888.64 678,592,080.04 8,315,096.162066/67 6,182.00 244,696.00 547.80 214,413.80 300,084.84 45,973,277,630.44 117,455,879.642067/68 6,100.00 181,564.00 465.80 (32,849.80) 216,969.64 1,079,109,360.04 (15,301,436.84)2068/69 6,042.00 316,618.00 407.80 102,204.20 166,300.84 10,445,698,497.64 41,678,872.76
TOTAL

 X

28,171.00
Y

1,072,069.00
 2X

2,000,088.80
 2Y

63,591,694,702.40 233,255,782.68

20.5634
5

28171
oror

N

X
X




80.214413
5

1072069
oror

N

Y
Y 

Now, r = 65.0
4.356635719

68.233255782

40.2635916947080.2000088

68.233255782
22

ororor
YX

XY




Computation of Probable error P.E (r)P.E (r) = 17.0
5

65.01
6745.0

5

1
6745.0

22

oror
r 




Again 6P.E(r) = 02.117.06 

APPENDIX - 9
Correlation Coefficient and probable error

(A) Correlation coefficient between LLP and NPL of NABIL Bank Ltd. (Figures inLakh)
Fiscal
Year LLP (X) L&A (Y) X = X- X Y = Y - Y X2 Y2 XY2064/65 142.06 1,782.94 (1,036.50) (1,653.43) 1,074,340.54 2,733,837.38 1,713,788.882065/66 640.55 1,610.86 (538.01) (1,825.51) 289,459.06 3,332,494.06 982,151.012066/67



100457.22 2,248.17 (721.34) (1,188.20) 520,337.17 1,411,823.99 857,102.382067/68 3,558.29 4,862.81 2,379.73 1,426.44 5,663,095.84 2,034,725.37 3,394,531.602068/69 1,094.70 6,677.08 (83.86) 3,240.71 7,033.17 10,502,188.34 (271,778.74)
TOTAL

 X

5,892.82
Y

17,181.86
 2X

7,554,265.78
 2Y

20,015,069.14 6,675,795.14

56.1178
5

82.5829
oror

N

X
X




37.3436
5

86.17181
oror

N

Y
Y 

Now, r = 54.0
43.12296306

14.6657795

14.2001506978.7554265

14.6657795
22

ororor
YX

XY




Computation of Probable error P.E (r)P.E (r) = 21.0
5

54.01
6745.0

5

1
6745.0

22

oror
r 




Again 6P.E(r) = 28.121.06 

APPENDIX - 10
Correlation Coefficient and probable error

(B) Correlation coefficient between LLP and NPL of Standard Chartered Bank Ltd. (Figures in Lakh)
Fiscal
Year LLP (X) L&A (Y) X = X- X Y = Y - Y X2 Y2 XY2064/65 368.09 1,970.17 (277.99) 708.73 77,280.66 502,303.88 (197,023.80)2065/66 698.85 1,287.19 52.77 25.75 2,784.25 663.27 1,358.942066/67 566.35 910.42 (79.73) (351.02) 6,357.51 123,212.23 27,987.912067/68 769.74 981.36 123.66 (280.08) 15,290.81 78,442.57 (34,633.08)2068/69 827.39 1,158.04 181.31 (103.40) 32,871.87 10,690.73 (18,746.32)

TOTAL
 X

3,230.42
Y

6,307.18
 2X

134,585.10
 2Y

715,312.68 (221,056.35)

08.646
5

42.3230
oror

N

X
X




44.1261
5

18.6307
oror

N

Y
Y 



101Now, r = )71.0(
75.310274

)35.221056(

68.71531210.134585

)35.221056(
22

ororor
YX

XY




Computation of Probable error P.E (r)P.E (r) = 22.0
5

)72.0(1
6745.0

5

1
6745.0

22

oror
r 




Again 6P.E(r) = 32.122.06 

APPENDIX - 11
Correlation Coefficient and probable error

(C) Correlation coefficient between LLP and NPL of Himalayan Bank Ltd. (Figures in Lakh)
Fiscal Year LLP (X) L&A (Y) X = X- X Y = Y - Y X2 Y2 XY2064/65 7,957.27 6,416.15 (1,539.94) (1,380.39) 2,371,409.04 1,905,465.51 2,125,708.862065/66 6,820.93 4,772.29 (2,676.28) (3,024.25) 7,162,463.93 9,146,063.87 8,093,723.042066/67 7,263.64 5,513.09 (2,233.57) (2,283.45) 4,988,826.01 5,214,125.63 5,100,231.922067/68 11,431.26 10,248.31 1,934.05 2,451.77 3,740,557.14 6,011,195.75 4,741,858.412068/69 14,012.94 12,032.84 4,515.73 4,236.30 20,391,835.50 17,946,271.58 19,130,013.53
TOTAL

 X

47,486.04
Y

38,982.68
 2X

38,655,091.62
 2Y

40,223,122.34 39,191,535.75

21.9497
5

04.47486
oror

N

X
X




54.7796
5

68.38982
oror

N

Y
Y 

Now, r = 99.0
44.39431313

75.39191535

34.4022312262.38655091

75.39191535
22

ororor
YX

XY




Computation of Probable error P.E (r)P.E (r) = 006.0
5

99.01
6745.0

5

1
6745.0

22

oror
r 




Again 6P.E(r) = 0036.0006.06 

APPENDIX - 12
Correlation Coefficient and probable error

(D) Correlation coefficient between LLP and NPL of Everest Bank Ltd. (Figures in Lakh)
Fiscal LLP (X) L&A (Y) X = X- X Y = Y - Y X2 Y2 XY
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Year2064/65 4,532.00 1,131.79 (1,102.20) (53.08) 1,214,844.84 2,817.27 58,502.572065/66 5,315.00 1,273.10 (319.20) 88.23 101,888.64 7,784.89 (28,163.65)2066/67 6,182.00 1,179.85 547.80 (5.02) 300,084.84 25.18 (2,748.86)2067/68 6,100.00 1,255.60 465.80 70.73 216,969.64 5,003.02 32,946.972068/69 6,042.00 1,084.00 407.80 (100.87) 166,300.84 10,174.35 (41,133.97)
TOTAL

 X

28,171.00
Y

5,924.34
 2X

2,000,088.80
 2Y

25,804.71 19,403.05

20.5634
5

28171
oror

N

X
X




87.1184
5

34.5924
oror

N

Y
Y 

Now, r = 085.0
11.227182

05.19403

71.2580480.2000088

05.19403
22

ororor
YX

XY




Computation of Probable error P.E (r)P.E (r) = 299.0
5

085.01
6745.0

5

1
6745.0

22

oror
r 




Again 6P.E(r) = 796.1299.06 

APPENDIX - 13
Correlation Coefficient and probable error

(A) Correlation coefficient between LLP and Net Profit of NABIL Bank Ltd. (Figures inLakh)
Fiscal Year LLP (X) L&A (Y) X = X- X Y = Y - Y X2 Y2 XY2064/65 142.06 6,739.30 (1,036.50) (3,121.19) 1,074,340.54 9,741,851.99 3,235,130.072065/66 640.55 7,464.68 (538.01) (2,395.81) 289,459.06 5,739,924.72 1,288,981.472066/67 457.22 10,310.53 (721.34) 450.04 520,337.17 202,532.40 (324,630.77)2067/68 3,558.29 11,410.51 2,379.73 1,550.02 5,663,095.84 2,402,549.60 3,688,613.382068/69 1,094.70 13,377.45 (83.86) 3,516.96 7,033.17 12,368,979.51 (294,946.00)
TOTAL

 X

5,892.82
Y

49,302.47
 2X

7,554,265.78
 2Y

30,455,838.22 7,593,148.15
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56.1178
5

82.5892
oror

N

X
X




49.9860
5

47.49302
oror

N

Y
Y 

Now, r = 50.0
79.15168107

15.7593148

22.3045583878.7554265

15.7593148
22

ororor
YX

XY




Computation of Probable error P.E (r)P.E (r) = 23.0
5

50.01
6745.0

5

1
6745.0

22

oror
r 




Again 6P.E(r) = 36.123.06 

APPENDIX - 14
Correlation Coefficient and probable error

(B) Correlation coefficient between LLP and Net Profit of SCB Ltd. (Figures inLakh)
Fiscal Year LLP (X) L&A (Y)

X = X-
X Y = Y - Y X2 Y2 XY2064/65 368.09 6,916.68 (277.99) (2,564.81) 77,280.66 6,578,260.60 713,002.352065/66 698.85 8,189.21 52.77 (1,292.28) 2,784.25 1,669,992.77 (68,188.55)2066/67 566.35 10,251.14 (79.73) 769.65 6,357.51 592,358.04 (61,367.11)2067/68 769.74 10,858.72 123.66 1,377.23 15,290.81 1,896,756.96 170,302.512068/69 827.39 11,191.71 181.31 1,710.22 32,871.87 2,924,845.61 310,072.78

TOTAL
 X

3,230.42
Y

47,407.46
 2X

134,585.10
 2Y

13,662,213.98 1,063,821.97

08.646
5

42.3230
oror

N

X
X




49.9481
5

46.47467
oror

N

Y
Y 

Now, r = 78.0
95.1355997

97.1063821

98.1366221310.134585

97.1063821
22

ororor
YX

XY




Computation of Probable error P.E (r)P.E (r) = 116.0
5

78.01
6745.0

5

1
6745.0

22

oror
r 





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APPENDIX - 15
Correlation Coefficient and probable error

(C) Correlation coefficient between LLP and Net Profit of Himalayan Bank Ltd. (Figures inLakh)
Fiscal
Year LLP (X) L&A (Y) X = X- X Y = Y - Y X2 Y2 XY2064/65 7,957.27 4,918.23 (1,539.94) (1,646.65) 2,371,409.04 2,711,456.22 2,535,738.912065/66 6,820.93 6,358.69 (2,676.28) (206.19) 7,162,463.93 42,514.32 551,821.762066/67 7,263.64 7,528.35 (2,233.57) 963.47 4,988,826.01 928,274.44 (2,151,975.76)2067/68 11,431.26 5,087.98 1,934.05 (1,476.90) 3,740,557.14 2,181,233.61 (2,856,401.40)2068/69 14,012.94 8,931.15 4,515.73 2,366.27 20,391,835.50 5,599,233.71 10,685,441.16

TOTAL
 X

47,486.04
Y

32,824.40
 2X

38,655,091.62
 2Y

11,462,712.30 8,764,624.67

21.9497
5

04.47486
oror

N

X
X




88.6564
5

40.32824
oror

N

Y
Y 

Now, r = 42.0
20.21049755

67.8764624

30.1146271262.38655091

67.8764624
22

ororor
YX

XY




Computation of Probable error P.E (r)P.E (r) = 25.0
5

42.01
6745.0

5

1
6745.0

22

oror
r 




Again 6P.E(r) = 496.125.06 

APPENDIX – 16s
Correlation Coefficient and probable error

(D) Correlation coefficient between LLP and Net Profit of Everest Bank Ltd. (Figures in Lakh)
Fiscal Year LLP (X) L&A (Y) X = X- X Y = Y - Y X2 Y2 XY2064/65 4,532.00 2,946.00 (1,102.20) (3,349.20) 1,214,844.84 11,217,140.64 3,691,488.242065/66 5,315.00 4,512.00 (319.20) (1,783.20) 101,888.64 3,179,802.24 569,197.442066/67 6,182.00 6,387.00 547.80 91.80 300,084.84 8,427.24 50,288.042067/68 6,100.00 8,318.00 465.80 2,022.80 216,969.64 4,091,719.84 942,220.24
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2068/69 6,042.00 9,313.00 407.80 3,017.80 166,300.84 9,107,116.84 1,230,658.84
TOTAL

 X

28,171.00
Y

31,476.00
 2X

2,000,088.80
 2Y

27,604,206.80 6,483,852.80

20.5634
5

28171
oror

N

X
X




20.6295
5

31476
oror

N

Y
Y 

Now, r = 87.0
39.7430401

80.6483852

80.2760420680.2000088

80.6483852
22

ororor
YX

XY




Computation of Probable error P.E (r)P.E (r) = 0701.0
5

87.01
6745.0

5

1
6745.0

22

oror
r 




Again 6P.E(r) = 43.00701.06 



106

APPENDIX – 17

Hypothesis – 1 (For core Capital to total risk weighted assets (RWA)

S.N BANKS
Capital Adequacy ratio for Core
Capital.1 NABIL 8.832 SCB 12.103 HBL 8.884 EBL 8.46Hypothesis formulation,Step 1: Null Hypothesis (H0) =  = 6%, There is no significant difference in bankscapital                           adequacy ratio for core capital with NRB’s new directive 2011.Step 2: Alternative Hypothesis (H1) =  > 6%, (One tailed test) There is significantdifference in bank’s Capital Adequacy Ratio for core capital with NRB’s new directive2011.Step 3: Test Statistics: Under H0, The test statistics is,

n

S

X
t

2




S2 =  







 


 n

x
x

n

2
2

1

1 or 









 4

)27.38(
80.374

14

1 2 or,  15.36680.374
3

1
 or, 2.88

Where, 2x = 374.80, x = 38.27, X = 9.57
Now,

4

88.2

657.9
2


t = 4.20

Step 4: Level of significance = 5% (most commonly used)Step 5: Degree of freedom (d.f) = n – 1 or, 4-1 = 3Step 6: Critical Value, t0.05 for one tailed test at 3  d.f.t0.05, 3 = 2.353,Decision: Since, Calculated value of‘t’ is greater than tabulated value. So, it issignificant and H1 is accepted. It means there is significant difference between bank’sCapital adequacy ratios for Core capital with NRB’s new directive 2011.
APPENDIX – 18

Hypothesis – 2 (For core Capital to total risk weighted assets (RWA)
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S.N BANKS Capital Adequacy ratio for total fund.1 NABIL 10.582 SCB 14.223 HBL 10.864 EBL 10.43Hypothesis formulation,Step 1: Null Hypothesis (H0) =  = 10%, There is no significant difference in bankscapital adequacy ratio for total fund with NRB’s new directive 2011.Step 2: Alternative Hypothesis (H1) =  > 10%, (One tailed test) There is significantdifference in bank’s Capital Adequacy Ratio for total fund with NRB’s new directive2011.Step 3: Test Statistics: Under H0, The test statistics is,
n

S

X
t

2




S2 =  







 


 n

x
x

n

2
2

1

1 or 



 

 4

29.2124
87.540

14

1 or,  07.53187.540
3

1
 or, 3.27

Where, 2x = 540.87, x = 46.09, X = 11.52
Now,

4

27.3

1052.11
2


t = 0.93

Step 4: Level of significance = 5% (most commonly used)Step 5: Degree of freedom (d.f) = n – 1 or, 4-1 = 3Step 6: Critical Value, t0.05 for one tailed test at 3 d.f.t0.05, 3 = 2.353Decision: Since, Calculated value of‘t’ is less than tabulated value, so H0 is accepted.Hence, there is no significant difference between bank’s Capital Adequacy Ratio fortotal fund with NRB’s new directive 2011.
APPENDIX – 19

Hypothesis – 3 (For Non – Performing Loan)

S.N BANKS
Capital Adequacy ratio for Core
Capital.1 NABIL 1.752 SCB 2.12



1083 HBL 1.804 EBL 1.96Hypothesis formulation,Step 1: Null Hypothesis (H0) =  = 4%, There is no significant difference betweennon-performing loan of commercial banks with international standard 4%.Step 2: Alternative Hypothesis (H1) =  > 4%, (One tailed test) Commercial banksNPL is below than international standard of 4%.Step 3: Test Statistics: Under H0, The test statistics is,
n

S

X
t

2




S2 =  







 


 n

x
x

n

2
2

1

1 or 









 4

)63.7(
64.14

14

1 2 or,  0058.1
3

1 or, 0.33
Where, 2x = 14.64, x = 7.63, X = 1.91
Now,

4

33.0

491.1
2


t = -0.013 or t = 0.013

Step 4: Level of significance = 5% (most commonly used)Step 5: Degree of freedom (d.f) = n – 1 or, 4-1 = 3Step 6: Critical Value, t0.05 for one tailed test at 3 d.f.t0.05, 3 = 2.353Decision: Since, Calculated value of ‘t’ is less than tabulated value. So, it is nosignificant and H0 is accepted. It means there is no significant difference in non-performing loan of commercial bank with international standard of 4%.


