
RISK  MANAGEMENT OF COMMERCIAL BANK IN 

NEPAL  

 
(A Comparative Study between Nepal Credit & Commerce Bank Ltd. and   

Machhapuchchhre Bank Ltd.) 

 

 

 

 

A THESIS 

 

Submitted By: 

Buddhi Man Tamang  

Shanker Dev Campus 

T.U. Reg. No: 7-2-240-11-2004 

Campus Roll No.: 308/064 

Exam Roll No: 391040 

 

Submitted to: 

Office of the Dean 

Faculty of Management 

Tribhuvan University 

 

 

In Partial fulfillment for the requirement of the Degree of 

Master of Business Studies (M.B.S.) 

 

Kathmandu,  

2012 

 



 

 

 

 

 

VIVA VOCE SHEET 

We have conducted the viva-voce examination of the thesis presented by 

 

                                     Buddhi Man Tamang 

 

Entitled: 

RISK  MANAGEMENT OF COMMERCIAL BANK IN 

NEPAL  

 
(A Comparative Study between Nepal Credit & Commerce Bank Ltd. and   

Machhapuchchhre Bank Ltd.) 
 

and found the thesis to be the original work of the student and written according to the prescribed 

format. We recommend the thesis to be accepted as partial fulfillment of the requirement for  

 

Master's Degree in Business Studies (M.B.S) 

 

Viva-Voce Committee 

 

Head of Research Department        : …………………………. 

Member (Thesis Supervisor)  :…………………………… 

Member (External Expert): :……………………………  

 



 

 

 

 

 

 

Recommendation  

 
This is to certify that the Thesis 

 
 

Submitted by  
Buddhi Man Tamang  

 

Entitled : 

RISK  MANAGEMENT OF COMMERCIAL BANK IN 

NEPAL  

 
(A Comparative Study between Nepal Credit & Commerce Bank Ltd. and   

Machhapuchchhre Bank Ltd.) 

 

 
has been prepared as approved by this Department in the Prescribed format of Faculty of 

Management. This thesis is forwarded for examination. 

  

 

 
..…..……………………                         …………………………                      …...…………………………… 

Asso. Prof Ruchila Pandey                Prof. Bisheshwor Man Shrestha                 Asso. Prof. Prakash Singh Pradhan 

   (Thesis Supervisor)                            (Head of Research Department)                            (Campus Chief) 

 

 

 

 

 



DECLARATION 
 
 

I hereby declare that the worked reported in this thesis entitled “Risk  Management Of 

Commercial Bank In Nepal  (A Comparative Study Between Nepal Credit & 

Commerce Bank Ltd. And   Machhapuchchhre Bank Ltd.)” submitted to Shanker 

Dev Campus, Faculty of Management, Tribhuvan University is my original work done in 

the form of partial fulfillment for the requirement of Master's Degree in Business Studies 

(MBS) under the supervision of Asso. Prof Ruchila Pandey of Shanker Dev Campus.  

 

 

 

……………………………….. 

Buddhi Man Tamang  

Researcher 

 

 



ACKNOWLEDGEMENT 

 

This research study on “Risk  Management Of Commercial Bank In Nepal  (A 

Comparative Study Between Nepal Credit & Commerce Bank Ltd. And   

Machhapuchchhre Bank Ltd.)” has been prepared to fulfill partial requirement of 

master in business studies program. For this, I am greatly thankful to the management 

faculty of Trivhuvan University for preparing this writing a compulsory in our course.   

 

This study has been carried out under the supervision of Asso. Prof Ruchila Pandey of 

Shanker Dev Campus. I am extremely grateful to his courage and advice by providing 

valuable time, knowledge and kind help. 

 

I also acknowledge all of my friends for their help in different ways. I am greatly 

thankful to the staff of both banks for providing required data during the research period.  

 

I would like to offer sincere thank to all friends and family for valuable advice during my 

work. Lastly, I would like to express my sincere gratitude to all the staff of Shanker Dev 

Campus for their Co-operation and encouragement through out the preparation of the 

report.  

 

I hope the possible errors would be covered by the subsequent studies in this field in the 

future.  

 

 

 

Buddha Man Tamang 

 

 

 

 

 



TABLE OF CONTENTS 

 

Page No. 

Viva Voce Sheet  

Recommendation  

Declaration 

Acknowledgement  

Table of Contents 

List of Tables  

List of Figures  

Abbreviations 

 

CHAPTER- I INTRODUCTION                                                                                1-13 

1.1 Background of the study  1 

 1.1.1 Meaning of Risk and Risk Management 4 

1.2   Brief Introduction of Banks under Study 4 

1.2.1 Nepal Credit & Commerce Bank Limited 4 

1.2.2 Machhapuchchhre Bank Limited 6 

1.3 Statement of the Problem 7 

1.4 Objectives of the Study 10 

1.5 Focus of the Study 10 

1.6 Limitations of the study 11 

1.7 Organization of the Study  12 

 

CHAPTER II REVIEW OF LITERATURE                                                           14-70 

2.1 Conceptual Framework 14 

2.2 Commercial Banks 21 

2.1.1 Meaning of Risk and Risk Management 15 

2.1.1.1 Risk 16 

2.1.1 Types of Risk Faced by Commercial Banks 17 

2.2.1 Overview 21 



2.2.2 Risk Management Guideline (RMG) 22 

2.2.3 Managing Credit Risk 23 

2.2.3.1 Overview 23 

2.3.2 Credit Strategy, Policies, Procedures and Limits 27 

2.2.3.4 Credit Administration 30 

2.3.5 Internal Credit Risk Rating System 32 

2.2.3.6 Credit Risk Monitoring and Control 33 

2.2.3.7 Credit Risk Review & Stress Testing 35 

2.2.4 Managing Market Risk 37 

2.2.4.1 Overview 37 

2.2.4.2 Market Risk Management  39 

2.2.5 Managing Liquidity Risk 49 

2.2.5.1 Overview 49 

2.2.5.2 Liquidity Risk Management  51 

2.2.5.3 Liquidity Risk Strategy and Policies 53  

2.2.5.4 Liquidity Policy 54 

2.2.6 Managing Operational Risk 56 

2.2.6.1 Overview 56 

2.2.6.2 Operational Risk Management 59 

2.3 Review of Journals and Articles 61 

2.4 Review of Thesis 64 

2.5 Research Gap 70 

 

CHAPTER- III RESEARCH METHODOLOGY                                                  71-79 

3.2   Research Design 71 

3.3   Population and Samples 72 

3.4   Sources of Data and Collection Procedure 72 

3.5   Data Processing and Presentation   72 

3.6   Data Analysis Tools 72 

 3.6.1 Statistical Tools 73 

 3.6.2 Financial Tools 75 



CHAPTER IV DATA ANALYSIS AND PRESENTATION                               80-104 

4.1 Risk Management Function 80 

 4.1.1 Credit Risk 81 

 4.1.2 Credit Risk Management 82 

 4.1.2.1 Non performing asstes  to  total loans and Advances ratio  83 

 4.1.2.2 Annual provision for loan losses to total loans 85 

4.2 Operating Efficiency Ratio  87 

 4.2.1 Operating expense ratio 87 

 4.2.2 Income productivity ratio 89 

4.3 Liquidity Ratios 90 

4.3.1 Liquidity Risk Ratios 91 

4.3.2 Loan and Advances to Total Deposit Ratio 92 

4.4 Market risk 94 

4.4.1 Interest Rate Risk Ratio 95 

4.4.2 Risk and Return Ratio 97 

4.4 Correlations Analysis   99 

4.5 Trend Analysis   99 

4.5.1 Trend analysis of loan &Advances and Total Deposit of NCC Bank  100 

4.5.2 Trend analysis of loan &Advances and Total Deposit of MBL   101 

4.6 Major Findings of the study 102 

 

CHAPTER-V SUMMARY, CONCLUSION AND RECOMMENDATION    105-109 

5.1 Summary 105 

5.2 Conclusion  108 

5.3 Recommendations 109 

 

BIBLIOGRAPHY 

APPENDIX 

 

 

 

 



LIST OF TABLES 

TABLE  NO                                                                                                        PAGE NO 

4.1 Non Performing Assets to Total Loans and Advances Ratio 83 

4.2 Annual provision for loan losses to total loans 85 

4.3 Operating Expense Ratio 88 

4.4 Income Productivity Ratios 89 

4.5 Liquidity Risk Ratios 91 

4.6 Loan and Advances to Total Deposit Ratio 93 

4.7 Interest Rate Risk Ratio 95 

4.8 Net Profit to Loan and Advance Ratios  97 

4.9 Correlation Analysis between Net Profit and Loan & Advance 99 

4.10 Trend analysis of loan &Advances and Total Deposit of NCC Bank  100 

4.11Trend analysis of loan &Advances and Total Deposit of MBL  101 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



LIST OF FIGURES 

FIGURE NO                                                                           PAGE NO    

4.1 Non Performing Assets to Total Loans and Advances Ratio 84 

4.2 Annual provisions for loan losses to total loans 86 

4.3 Operating Expense Ratios 88 

4.4 Income Productivity Ratios 90 

4.5 Liquidity Risk Ratios 92 

4.6 Loan and Advances to Total Deposit Ratio 94 

4.7 Interest Rate Risk Ratios 96 

4.8 Net Profits to Loan and Advance Ratios 98 

4.8 Trend analyses of loan &Advances and Total Deposit of NCC Bank  101 

4.10 Trend analyses of loan &Advances and Total Deposit of MBL  102 

 

 

 

 


