CHAPTER -1
INTRODUCTION

1.1 Background of the Study

Nepal is a developing country. Development and expansion of financial
Institutions are essential for the economic growth of the country. The pace of
development of depends on any country in this modern era largely the level of
financial development. Financial Institutions provide capital to develop trade,
industry and business. Banks Finance companies, co-operative societies,
Insurance companies, stock exchange help in the economic development of the

country.

As a financial institution, the commercial banks are one of the major media in the
framework of every economic because they collect scattered saving and provide
loans to the various sectors according to the need of the clients. When banks
provide loans new businesses and industries are established which helps in the
development of the country. In this way the whole infrastructure of national
development, direction of economy at the rate of progress are strengthen by the
banking system. The primary issue of development is to increase the investment
in productive sector of the economy such as industrial and commercial
production trade and commerce, international business, generation of individual

income and expenditure government revenue etc.

Generally the word bank refers to a commercial bank. Therefore, the activities of
a commercial bank are synonymous to banking. A commercial bank refers to
such type of bank, which deals in money exchanges accepts deposits of advance
loans. The pace of time has changed the portfolio of banking business from its
primary function to other functions such as merchant banking, credit card,

business documentary, credit traveler cheques, business home banking etc.



Lending is one of the most important functions of commercial bank. Credit is
finance is the term used to denote transaction involving the transfer of money of
other property on promise of repayment, usually at a fixed future date .The
person who deposit money in the bank he becomes creditor and the person who
borrows money from the bank he become debtor of the bank. The principal
function of credit is, first to transfer property in the bank, which want to take
loan. The transfer is temporary made for a loan price and interest. In present
context, lending money becomes one of the main sources of revenue to the bank.
It plays an intermediary in channeling funds from lenders savers to borrower’s
spenders. The quality of loan, quality of borrower and quality of securities
determine the heath of any banker. At the time providing loan, bank should
follow some principles and policies. No banker should give loan, unless, he has
sufficient in the borrower that will not be necessary to seek the help of court for
recover. Safety of funds purpose of loan security for loan profitability spread of
loan portfolio and compliance with national interest are some of the principles
that banker should follow while granting loan. Besides that, the character of
person receiving credit, the capacity of borrower to utilize the fund, the
percentage of borrower stake in his business are the basic elements which
measures the quality of borrower and ultimately the quality of loan. “The
classical economic functions of bank and other financial intermediaries all over
the world have remained virtually unchanged in modern times .What have been
changed are the institutional structure, the instruments and the techniques used

in performing these functions” (Bhattacharya,1998:15).

This way bank plays important part in the development of trade, commerce and
industries. Today no banker can survive for long run without proper standing of
economy and no economy can pace ahead without proper banking system built.”
moreover, the ability of banks to gather and analyze financial information has

given rise to another view of why banks exist in modern society. Most borrowers
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and depositors prefer to keep their financial records confidential, shielded
especially from competitors. Banks are able to fulfill this need by offering high
liquidity in the deposits they sell. More people believe that banks play only a
narrow role in the country -taking deposits and making loans the modern bank
has had to adopt new roles in order to remain competitive and responsive to

public needs. Hence apart from the above roles” (Vaidya, 2001:31).

Commercial banks are established on the basics of the commercial bank act. At
present there are commercial banks which are running in competitive
environments. The established commercial banks were not only providing poor
service and facilities to their customers but also lack of proper investment
policies in different sectors and unnecessary rules and regulation harassed the
customer. As a result in fiscal year 2039/40 new banking polices was introduced
for the establishment of new banks by the joint investments of foreign nations
which gave a new horizon to the Nepalese banking sectors. Result of which,
several joint venture banks evolved in the last decade. These joint venture banks
were established to invite foreign investment and modern technology to provide

financial services to the target market.

Commercial banks are established on the basis of commercial banks which are
running in competitive environment. Nepal Arab Bank (NABIL) was the first
joint venture bank established in 1984 AD. These banks are such types of bank
which accept and re-lend these deposit to the people for short-term in this study
three commercial banks are considering namely. NABIL Bank limited, Nepal SBI
Bank limited and Everest Bank limited was established as a joint venture banks

in 1984 AD, 1993 AD and 1993 AD respectively.



1.2 Profile of the Concerned Banks

A) NABIL Bank Limited

“NABIL Bank Limited” the first commercial bank was incorporated in 1984.
Dubai bank Itd was the initial joint venture partners with 80% equity
investments. The share owned by Dubai bank limited (DBL) where transferred to
Emirates Bank international limited. (EBIL) Dubai. Later on EBIL sold its entire
stock to national bank limited, Bangladesh (NBLB). National Bank Itd.
Bangladesh is managing the bank in accordance with the technical services
agreement sign between it (NABIL) and the bank on June 1995. It has introduced
an Automatic Teller Machine (ATM) first time in Nepal in its three valley
branches namely, Kathmandu valley namely in Kantipath ,New road, Lalitpur
and a rural area branch in Jorpati and the corporate office in Kamaladi. It has a
credit card counter in Thamel also. Besides, the bank has branches in Biratnagar,
Itahari, Birjunj, Alau, Pokhara, Lakeside, Butwal, Bhairahawa and International
Airport. Now, this counter is restricted in departure lounge and domestic

terminal only.

The present configuration consists of 50% share capital of National Bank Itd.
Bangladesh. 10% of Nepal industrial development corporation (NIDC), 9.66% of
Rastriya Bima Sansthan, 0.34% of Nepal stock exchange and 30% of Nepalese
public. AT present 20 branches of the bank are operating in different parts of the
country. Authority capital and paid up capital of NABIL Bank Limited are Rs.500
million and Rs. 491.6544 million.
The following activities and services are provides by NABIL including normal
functions:

e E-banking

e Credit and facilities

e Deposit locker

e Western union money transfer



e ATM

e International trade and bank guarantee

B) Nepal SBI Bank Limited
Nepal SBI Bank limited was registers under the company act 1964 in 1993.
This is the joint venture of state bank of India and Nepali promoters. State bank
of India manages the bank under the joint ventures and technical services
agreement signed between it and Nepali promoters. The state bank of India is
holding its 50% equity share. This bank provides loan to agricultural, commerce
and industrial sectors. The bank started its banking operation on 18t July 1993.
The present configuration consist of 50% of state bank of India , 30% of Nepalese
public, 15%of employee provident fund and 5% agricultural development fund.
The following activities and services are provides by SBI are as follows:

e Conventional banking facilities

e Any branch banking

e International trade and bank guarantee

e Remittances

c) Everest Bank Limited (EBL)

Everest bank limited was registration under the company act 1964 in 19t
November and started banking transaction in 16t October 1994. This is the joint
venture bank of India and Nepalese promoters. A term of professional deputed
by Punjab national bank under a technical services agreement manager it, and
managing director is the executive director deputed by PNB under this
arrangement including main branch (i.e. head office) in Nepal. An authorized
capital of the bank had been Rs.240 million , issued Rs. 240 million, issued Rs.
120 million and paid up capital Rs.117.5645 million in the beginning in 2051/52.
But a present, an authorized capital of the bank has Rs.400 million ,issued Rs.264

million and Nepal and paid up capital Rs. 399.3186 million.
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The present configuration consist of 20% Punjab national bank (India), 50% of

Nepalese promoters and 30% of general public.

The objectives of Everest bank limited are as follows:

e To play an important role in facilitating indo-Nepal trade this is growing
with the support of large network of branches of Punjab national bank in
India.

e To provide a whole range of international services to facilitate Nepal trade
and tourism.

e To provide the full range of quality banking services to both the business
community and common man

e To participate in the emerging industrial scenario in Nepal where Punjab’s

age-old expenses, banking experience and expertise would come in handy.

1.3 Statement of the Problem

The present situation of Nepal is economically unstable. There is no peace and
security in the country so the investors are discouraged to invest. Banking
industries are facing the problem from the component of external environment
such as political, legal, economics and social. The unstable politics is the main
cause .which is hampering for the growth of banking sectors. The corruptions
make by the top level management negligence, over staffing are the some
reasons that are facing by the banks. The other common problems both joint
venture banks and state owned commercial banks and state owned commercial
banks is the cut through completion. Most people of Nepal are illiterate and
people are unaware about the banking system. Due to the lack of effective
human resources and trained manpower, growing banks is the serious problem

for the existing healthy competition.



The joint venture banks are not interested in granting loan to primary and
deprived sector of the economy. Banks are active only in urban sector because
they see great opportunities for the minimization of profit. Rural areas are being
neglected. There are only few rural development banks active in Nepal while
Nepal is full of rural areas.
However, subsequent development of commercial banks in quality has not been
satisfying commercial banks in Nepal has been facing several problems.
e The joint venture banks are not interested in granting loan to the primary
sector.
e Joint venture banks have concerned their operation only in urban areas.
e Lack of good lending opportunities banks are facing problem of over
liquidity etc.
The research work intends to explore the following questions.
e What is the relationship of loan and advances, investment to total deposit
and with loan loss provisioning?
e Does commercial bank follow Nepal Rastra Bank (NRB) direction in terms
of lending?

e What is the proportion of non-performing loan in total lending?

1.4 Objectives of the Study
In our concern of the study, to find out the negative factors related towards the
loan management and to provide the suggestion to replace the negative factors
with the positive factors and to make the loan management effective and efficient
and the study mainly focused on the following points. The specific objectives of
this study are:

e To measure the lending strength and lending efficiency of the banks

e To analyze the lending contribution in total profitability

e To study the loan and advances, profitability, deposits positions of the joint

venture banks



e To provide necessary suggestions and recommendations on the basis of

major findings

1.5 Scope of the Study

There are more than 34 Commercial banks functioning in our country at present.
But there are only few researches in lending policy of joint venture commercial
bank. Lending is one of the main functions of commercial bank where the whole
banking business is rested upon. thus the study three joint venture commercial
bank and especially in their lending policies carry a great significance to the
banking professional, to the share holder of the banks and to the student who
wants to know about lending policy of commercial bank. The proposed bank
namely NABIL bank limited, Nepal SBI bank limited and Everest bank limited
are significantly similar in many aspects of their volume and quality of

operation.

1.6 Limitation of the Study
This study is done for the partial fulfillment for MBS degree in management. So
this study has certain limitation and constraints are as follows.

e The study is concentrated only on those factors that are related with credit
policy.

e The study is based on primary and secondary data. But most of the data are
of secondary nature.

e The study has taken only concerned bank, NABIL Bank Itd., Nepal SBI Bank
Itd. and Everest bank Itd.

e Due to the time and resources factor only three joint venture banks are
taken for the study are NABIL Bank Itd., Nepal SBI Bank Itd. and Everest
Bank Itd.

e Due to limited time and resource constraint, these studies will neither the

comprehensive nor extensive



e This study would only concerned with fulfilling the partial requirement in

Master of Business studies (MBS)

1.7 Organization of the Study

This study has been divided into five chapters and is organized as follows.
Chapter - I: Introduction

The first chapter is the introduction chapter, which consists of background of the
study, profile of the concerned bank, statement of problem, objectives of the
study, scope of study, limitation of the study and organization of the study.
Chapter -1I: Review of Literature

The second chapter deals with the review of literature with concept of some
terminologies of the lending. The second part of these chapters consists of review
of books, journals, previous study, research paper and review of unpublished of
various research students.

Chapter -III: Research Methodology

The third chapter deals with the research methodology used in this study. If
consists of introduction, research design, sources of data, population and sample,
data gathering procedure and analysis of data.

Chapter - IV: Presentation and Analysis of Data

Fourth chapter is the analytical presentation of the study. This chapter consists of
analysis, interpretation and major findings of the study. This is a most important
part of the study.

Chapter -V: Summary, Conclusion and Recommendations

Fifth chapter deals with the summary, conclusion and recommendation of the
study.

The bibliography and appendices is also included in the chapter.



CHAPTER - I1I
REVIEW OF LITERATURE

Several research works have been done in various aspects of commercial banks
especially financial performance, investment policy, resource mobilization,
lending policy, compliance of NRB directive by banks etc. There are some books,
journals, articles other studies done related with lending and investment aspect
of banks. Some of the relevant studies, literatures on lending and investment
have been reviewed below. This chapter is categorized into two different

headings:

2.1 Theoretical Framework

The chapter focuses to discuss briefly about the theoretical concept of the lending
practices and its relation with other subject.

2.1.1. Joint Venture Bank

Banks are an essential part of the business activity that is established to
safeguard people’s money thereby using the money in making loans and
investment. There are several commercial banks operating inside and outside the
valley. Every bank invests lots of money in some profitable business. An
investment is the commitment of money that is expected to generate additional

money.

The term ‘bank” particularly denotes commercial bank. In short, the organization,
which deals with money and credit, is known as bank. Before 1936, in Nepal
there were no banks at all. All the money transactions were carried out by a few
moneylenders, truly speaking for the first time Goldsmiths were doing the
banking activities, who received deposits and lend money to their clients. The

primitive people were anxious for keeping their valuable ornaments and money
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in their houses. They kept these goldsmiths because of safety motive. Thus, for
the first time, people began to keep their valuable things in the hands of
goldsmiths because they had safety vaults.

At the preliminary stage of development of banking system, there  were
Tankadharies, meaning money dealers, were the owners of the money
transactions. Later on, during the period of Prime Minister Ranodeep Singh
Tejarath Adda was establish in Nepal by granting loan to civil servant. Tejarath
Adda was governed financial institutions. Thus Tejarath was replaced by a
commercial bank known as the Nepal Bank Ltd, during the period of Juddha
Shamsher.

In developing country like Nepal, the needs of the masses could not be fulfilled
only by such institution. In the history of Nepal, to solve this problem, for the
first time in 1994 B.S. Nepal Bank limited was established as one of the helping
tools to overcome those obstacles as one semi government organization. It has
done pioneering function in spreading the banking habit among the people but
we were in need of a central bank, which came into existence in 2013 B.S. named
Nepal Rastra bank. It fulfill the growing credit requirement in 2022 B.S. Rastriya
Banijya Bank is another commercial bank was set up. The purpose of this bank is
also to provide facilities for the economic welfare of the general public. The
establishments of modern commercial bank (joint venture bank) in 2041 B.S. have

been passed.
“A joint venture is the joining of forces two or more enterprises for the purpose

of carrying out a specific operation investment, production or trade” (Grupt,

1984:15)
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In order to operate business organization under joint venture basis, there should
at least be two partners from two different countries. Joint venture banks are the
commercial banks, formed by, joining two or more enterprises for the purpose of
carrying out specific operation such as investment in trade, business and
industry as well as in the form of negotiation, between various groups of
industries or traders to achieve mutual exchange of good and services for sharing
competitive advantage by performing joint investment scheme between
Nepalese investors and their parent banks each supplying 50% of total
investment. The parent banks, which have experience in highly merchandised
and efficient modern banking services in many part of the world, have come to
Nepal with latest technology and advanced management skills. Joint venture
banks are established by jointing forces and with ability to achieve a common
goal with each of the partners. They are more efficient and efficient monetary

institution in banks in Nepalese context.

The primary objectives of these joint venture banks are always to earn profit by

investing or granting associated with trade, business, industry etc.

2.1.2 Meaning of Some Banking Terminology

a) Deposits

Commercial banks act 2031 B.S. (1974 A.D.) defines “deposit as the amounts
deposited in a current, saving of fixed accounts of a bank or financial
institution.” A bank takes various types of deposits from individual, business
organization, general people and other different type of institutions. These
deposits are the main source of capital for the commercial banks. Banks flow
such amount as loan and invests in different sectors to earn profit. In Nepal,
banks grant permission to their customers to open three types of accounts under

various terms and condition, which are as follows:
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* Current Deposit/ Demand Deposit

The deposit in which an amount is immediately paid at the time of any account
holder’s demand is called demand deposit or current deposit. The bank does not
provide interest in this deposit.

* Saving Deposit

The bank can collect through the saving deposit. Accounting to commercial bank
Act 2031 (1974), saving account means “an account of amount deposited in a
bank for saving purposes.” Generally in saving accounts there are certain
restrictions like maximum amount that can be deposited and on withdrawal of
the account also. In this type of deposit, customers get some interest on the

deposit.

* Fixed Deposit

According to the commercial bank act 2031 B.S. (1947 A.D.), ‘Fixed Account’
means an account of amounts deposited in a bank for certain period of time. The
customers opening account deposit their money in this account, for a fixed
period. It is also called time deposit because this amount is deposited for a
certain period of time. The rate of interest is higher than the saving account as
the banks use this amount for making investments and granting loan and

advances.

b) Loan and Advances

Earning from loans and advance are the major of income for bank. The
commercial banks are interest rate that exact between deposits and improve its
banking foundation. They must pay more attention to the flow of loan. Most of
the bank failures in the world due to the shrinkage in the value of loans and
advance. Loan is a risky of non-repayment of loan is known as credit risk or
default risk. A proper loan management is necessary to gain profit. Various

factors like policy of loan flow, loan administration, audit of loan, renewal of
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loan, the conditions of loan flow, documents of the loan flow, provision of the
security, provision of the payment of the capital, its interest etc should be

properly managed.

c) Investment on Government Securities, Shares and Debentures

A commercial bank invests on government securities, shares and debentures as
they can earn interest and dividend from these types of investments. A good
investment portfolio is maintained in terms of liquidity these investments as
these securities are highly marketable and in term of investing the excess funds
out of funding in the loans and advances. Banks can also ensure the inflow of

cash to meet the large loan demands and withdraws of its customers.

d) Bank invests on Other Company’s Shares and Debentures
To invest its excess funds also to meet the requirement of NRB directives of
investment, the bank invests in development banks, NIDC’s regional

development banks as share capital.

e) Off Balance Sheet Activities

Off balance sheet activities involve contracts for future purchase or sale of assets
and all these activities are contingent obligations. These are not recognized as
assets or liabilities on balance sheet. Some examples of these items are letter of
credit, letter of guarantee, bills of collection etc. These activities are very
important, as they are the good source of profit to bank though they have risk.
Some economists and finance experts say that the bank highlights such activities

to expand the modern transactions of a bank.

2.1.3 Features of a Sound Lending and Investment Policy
The income and profit of a financial institution depends upon to its lending

procedure, lending policy and investment of its fund in different securities. A
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sound lending and investment policy is not only pre-requisite for bank’s
profitability but also of almost significance for the promotion of commercial

savings of an under developed and back ward country like Nepal.

The factor that banks must consider for sound and lending and investment

policies are explained as under.

a) Safety and Security

The banks never invest its fund in those securities, which have too much
depreciation and fluctuations because a little difference may cause a great loss. It
must not invest funds into speculative to businessman who may be bankrupt at
once and who may earn millions in a minute also. The bank should accept that
types of securities, marketable and high market prices. In this case, “MAST”
should be applied for the investment whereas:

M= Marketability

A= Asscertainability

S= Stability

T= Transferability

b) Liquidity

People deposit money at the bank in different accounts with the confidence that
the bank will repay their money when they need. To maintain such confidence of
the depositors, the bank must keep this point in mind investing its excess fund in
different securities or at the time of lending so that it can meet current or short-

term obligations when they become due for payment.

c) Profitability
A commercial bank can maximized its volume of wealth through maximization

of return on their investments and lending. So they must invest their fund where
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they gain maximum profit. The profit of commercial bank depends upon the
interest rate, volume of loan, time period of loan and nature of investment on

different securities.

d) Suitability

A banker should always know that why a customer is in need of loans. If a
borrower misuse the loan granted by the bank, he will never be able to repay the
loan and bank will posses heavy bad debts. Therefore in order to avoid such
circumstances advances should be allowed to select and suitable borrowers and
it should demand all the essential detailed information about the scheme of the
project. Bank must keep in mind the overall development plans of the nation and

the credit policy of the central bank.

e) Diversification

Investment and credit concentrated on same geographical region, same sector of
business and few customers increase the risk. Hence, the policy should fix a cap
on all these aspect. As the saving goes “A bank should not put all its eggs in the
same basket.” Therefore, in order to minimize the risk, a bank should diversify
its investment in different securities. This diversification or portfolio investment
helps to earn good return and at the same time minimize the risk and

uncertainty.

f) Legality

A commercial bank must follow the rules and regulations and statutory
directives issued by Nepal Rastra bank, ministry of finance and others while
issuing securities and mobilizing their funds. In Nepal, NRB restricts financial

institution licensed by it to invest in securities of each other.
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2.2 Review of Related Studies

2.2.1 NRB Directives Review

The central bank (NRB) has established legal framework by formulating various
rules and regulations (prudential norms) to mobilize the funds in terms of
investment, lending etc to different parts of the nation. While making strategic
plan in terms of investment and lending decisions these directives should be
considered as they have, direct impact with the banks. NRB has issued these
directives in order to maintain healthy competition between these banks and for
the development of the nation in the financial sector. NRB has formulated
various rules and regulations related to the banking. Some of them are regarding
investment, credit limit, priority and deprived sector loan, single borrower limit,
cash reserve ratio (CRR) loan loss provision, capital adequacy ratio, interest
spread, productive sector fund, paid up capital etc. Commercial bank act 2031
and Nepal Rastra foreign exchange regulation act 2019, along with the prevailing

Nepalese law guides the activities of these banks.

Capital Fund

For a new commercial bank minimum paid up capital is RS. 250 million to
operate all over Nepal except Kathmandu valley. The paid up capital for
establishing a national level new commercial bank shall be RS. 1 billion. By mid
July 2066/67 (Ashad 2066), existing all banks require to raise capital fund to

RS.1000 million through minimum 10% paid up capital increment each year.

Capital Adequacy Ratio (CAR)

The capital adequacy ratio is the relationship between shareholder’s funds
(capital fund) to the total risk weighted assets of the bank. Capital adequacy ratio
is calculated on a quarterly basis. The shortfall should be covered within next 6
months when there minimum core capital is not met. The higher the CAR the

less levered the bank and safer from depositors point of view. Distribution of
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dividend, expansions of branches, distribution of loans, available of refinance

from NRB etc. are not allowed until the fulfillment of shortfall of CAR.

On the basis of the risk-weighted assets, the banks shall maintain the prescribed

proportion of minimum capital fund as per the following timetable:

Core Capital

The total capital fund is the sum of core capital and supplementary capital. The
core capital comprises of paid up capital, share premium, non-redeemable
shares, and general reserve fund and Accumulated profit and loss account.
However, the amount of goodwill should be deducted while calculating the core

capital.

Supplementary Capital
Supplementary capital comprises of general loan loss provision, redeemable
preference share capital, asset revaluation fund, exchange fund and any other

unspecified reserves.

For the purpose of calculation of capital fund, the amount under the following
heads, subjected up to one hundred percent of the core capital should be

included under the supplementary capital.

Cash Reserve Ratio

Commercial banks required maintaining minimum cash reserve as per NRB's
regulation 22 July 2002. It requires maintaining the cash at till 2% of total
deposits, balance at NRB 7% of current and saving deposits and 4.5% of fixed
deposit. Cash reserve is not mandatory for foreign currency deposit and for

margin deposits.
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General Loan Loss Provision

Under this head, provision made against the pass loan should only be included.
The amount should not exceed 1.25% of the total risk weighted assets. However,
loan loss provisioning on sub standard and doubtful loans should be available to

be included under the supplementary capital during the following time period.

Loan Classification and Loan Loss Provisioning
CB'’s are required to classify their loan on the basis of overdue ageing schedule

and provide on a quarterly basis as follows:

Classification of loan loan loss provision
Pass 1%
Substandard 25%
Doubtful 50%

Loss 100%

Pass loans are also defined as performing loans. Loans and advances falling in
the category of substandard, doubtful and loss are classified and define as non-

performing loan.

Loans should be classified into four categories.
Pass: Loans and advances, whose principle amounts are past due and past due
for period up to three months should be included in this category. These are

classified as performing loans.

Sub-standard: All loans and advances that are past due for a period of three

months to six months should be included in this category.
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Doubtful: All loans and advances that are due for a period of six month to one

year should be included in this category.

Loss: Loan and advances, which are due for a period of more than one year as
well as advance & which have least possibility of even partial recovery in future
should be included in this category.

2.2.2 Review of Articles

Under this lending, efforts have been made to examine and review some of the
related articles published in different economic journals, bulletin of world bank,

dissertation papers, magazines, newspapers and other related books.

Shiba Raj Shrestha has presented a short scenario of investment management
from his article “Portfolio Management in Commercial Bank, Theory and Practice” has
stressed in case of investors having lower income, portfolio management may be
limited to a small saving incomes but on the other income but on the other hand
portfolio management means to invest funds in various schemes of mutual funds
like deposits, shares and debentures for the investors with surplus income.
Therefore, portfolio management become very important both for the individual

as well as institutional investors.

Dr. Sunita Shrestha in her article “Lending Operation of Commercial Banks of Nepal
and its impact on GDP” has presented with the objectives to make an analysis of
contribution of commercial banks lending to the Gross Domestic Product (GDP)
of Nepal. She has set hypothesis that there has been positive impact of lending of
commercial banks to the GDP. In research methodology, she has considered GDP
as the dependent variable and various sectors of lending viz. agriculture,
industrial, commercial service and general multiple regression technique has

been applied to analyze the contribution.
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Madhav Lal Pradhan in his article, “The importance of loan information center
and its activities” published in NRB annual publication says that the loan
information center was established to fulfill the necessity of a company working
in relation to information related to loan. He further adds that the negative,
trends like delaying the payment of principal and interest, deficient loan
approval procedures, lack of constant inspection of project, lack of co-ordination
between bank and finance companies have aided in the increase of non-
performing loans ultimately affecting the national economy negatively. The
author recommends the banks and finance companies to help the loan
information center by following the information obtain from the center so that
positive changes can be witnessed (Pradhan, 2061: 190-194).

2.2.3 Review of Research Papers

Pradhan (2005) “Financial management and practices in Nepal” conducted a survey,
which deals with financial functions source and type of financing, financing
decisions involving debt, effect of changes in taxes on capital structure, financial

distress, dealing with banks and dividend policy.

The major findings of the study are:

a. The enterprises have a definite performance for bank loans at a lower level
of debt.

b. Majorities of respondents are unable to predict when interest rate will low
or go up and unable to predict when the stock will go down or up.

c. Most enterprises do not borrow from one bank only and they do switch
between banks which ever offer best interest rates.

d. Most enterprise found that banks are flexible in interest rates and

convenience.

Shrestha (2055) “Investment Planning of Commercial Banks in Nepal” has made

remarkable efforts to examine the investment planning of commercial banks in
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Nepal on the basis of the study; she concludes that the bank portfolio (loan and
investment) of commercial banks has been influenced by the variable securities
rates. Investment planning of commercial banks in Nepal is directly traced to
fiscal policy to government and heavy regulatory, procedure of the central bank.
Therefore the investments are not made in professional manners. Investment
planning and operation of commercial banks in Nepal has not been found
satisfactory in terms of profitability. To overcome this problem, she has
suggested, “commercial banks should take their investment function with proper
business attitude and should perform lending investment operation efficiency

with the proper analysis of the projects.

2.24 Review of Thesis

Tuladhar (2005) has conducted following major findings and recommendations.
The major findings and recommendations of the research were:

Nepal Gridnlays Bank Limited (NGBL) has maintained adequate liquidity than
JVB’s .It is in a better position to meet current obligation, NGBL has successfully
maintained and managed its assets towards different income generating
activities, the profitability position of NGBL is higher than other JVB’s,. NGBL
has invested higher portion of total working fund in government securities than
other JVB’s. NGBL’s loans and advances to total deposit ratio is less than other

JVB’s. NGBL has the largest profit margin in comparison with JVB’s.

Pandit (2006) has conducted major findings and recommendations. The major
findings and recommendations of the research were:

NSBIL has better liquidity position. It is in a good position to meets its daily cash
requirement and current obligation. Liquidity obligation of EBL & BOKL has not
been satisfactory; NSBIL’s loan and advances total deposit ratio is lower than
EBL & BOKL. It doesn’t seem to follow any definite policy regarding the

management of its assets; the profitability position of all the banks is not
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satisfactory. The banks have not adopted sound investment policy in utilizing
their surplus funds, BOKL & EBL are exposed to high credit risk and capital risk,
and NSBIL & BOKL have not been successful to increase their sources of funds.
EBL has been successful in maintaining its higher growth rate of total deposit
and there is significant relationship between deposits and total investment of

BOKL & EBL but the same is not significant in case of NSBL.

Joshi (2007) has following objectives, major findings and recommendations.

The major findings and recommendations of the research were: Both the banks
have good deposit collection EBL has higher but fluctuating liquidity position. It
is in a good position to meet daily cash requirement and current obligation,
SCBNL has successfully maintained and managed its assets towards different
income generating activities SCBNL has invested high portion of total working
fund in government securities and share and debentures of other companies, the
profitability position of SCBNL is comparatively better than EBL, the liquidity
risk ratio, credit risk ratio of SCBNL is lower than that of EBL, SCBNL has not
been successful to increase its sources of funds and its mobilization i.e., loans and

advances and total investment.

Raya (2008) has conducted following major findings and recommendations. The
major findings and recommendations of the research were:

SCBNL has good deposit collection, has made enough investment in government
securities, but has provided loss advances and loans to total deposit ratio,
SCBNL has been successful in its on balance sheet operations but NIBL and
NBBL been more successful in off balance sheet operations, the profitability
position of SCBNL is higher than the other JVB’s in the sample, credit risk ratio,
capital risk ratio of SCBNL is lower than NIBL & NBBL, and SCBNL has
maintained higher growth in investment and net profit and moderate growth in

class and advances and deposits.
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Adhikari (2008) Conducted a study Lending Practices and Procurers of Nepal
Bangladesh Bank Limited has outlined his major findings as follows.

Not concentrating only in big cities and large groups he has suggested NB Bank
to expand branches in rural areas. Banks should invest in productive sector,
develop the concept of micro financing and group financing Make should
maintain the balance in its loan portfolio and current requirement of the
customers. Banks should give preferences to the short term lending. Banks
should provide the consortium loan for those for those projects under
government guarantee and security thereby uplifting the economic condition of

the country.

Shahi (2008) has conducted major findings and recommendations.

The main findings of the study were: Measurement of the liquidity has revealed
that liquid fund to total deposit ratio of three banks are not widely varied. All the
banks are capable of allocate liquid fund in total deposit. Though the mean ratio
lies between “0.4099 to 0.4621” the liquidity position of banks satisfactory. Cash
and bank balance to interest sensitive liability has measured the liquidity risk
arising from fluctuation of interest rate in market, the mean ratio has ranged
from 0.076 to 0.2560. The combined mean of NABIL is higher among them,
which shows that high volume to interest sensitive liability (deposit) in deposit
mix of NABIL. Due to the high deviation of ratios among the banks the
combined mean has also deviated far from NABIL & SCBNL. The high degree of
core deposits in the composition of liability of commercial banks requires them to
maintain low liquidity ratio as compare to other industries. The amount of
deposits in the balance sheet, to the high extent, represents the average deposit
maintain by the commercial banks. The management of lending strength in
relative term has revealed that the total asset to total liability of SCBNL has the

highest ratio. However, the performance of other two banks has not deviated for
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from the mean ratio of SCBNL and the combined mean. The high ratio is the
result of high volume of shareholder’s equity in the liability mix. The ratios of all
the banks have not significantly deviated from the combined mean. The ratio of
non-interest bearing deposit to total deposit ratio of HBL has significantly
deviated from the combined mean. Therefore high volume of saving and fixed
deposit can be concluded loan and advances to total assets ratio have also been
deviated highly between the mean ratios has ranged from 0.3194 to 0.4631.
SCBNL tendency to investment in government securities has resulted with the
lowest ratio of loan and advances through out the years has resulted NABIL and

HBL as highest.

Maskey (2009) has following major findings and recommendations.

Major findings and recommendation of the study were: The total asset to total
liability of NIBL has the highest ratio. The mean ratio is not highly deviated in
comparison between the banks. NABIL has the least ratio however it is closer to
the combined mean ratio of the banks. The high ratio is due to high volume of
shareholders equity in the liability mix. The increasing ratio of loan and
advances of NIBL has resulted in highest mean ratio of loan and advances to
total assets ratio. The NABIL follows steadier ratio and has resulted its ratio to
reach more than the combined mean ratio. The ratio of loan and advances to
shareholders equity has gained the significant importance in measuring the
capital fund and contribution in loan and advances. The combined mean is
highly deviated from the mean ratio of the banks, which indicates that there is
significant difference in the performance of the banks. The ratio of interest
income from loan and advances to total income shows that there is a large
contribution of interest income in the total income. NIBL has highest mean ratio
and SCBNL has the lowest, NBIL’s mean ratio is higher than the combined mean.
The low cost of deposit as shown by interest expense to total deposit ratio has

resulted this ratio of SCBNL to be the lowest. The growth ratio of total deposit
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and loan & advances by analysis of five years of study period found out that
NIBL has highest growth ratio and it has improved exceptionally well in
collecting deposits and extending loan and advances. The growth ratio of
investment of NIBL is exceptionally well. It has remarkably increased its
investment and hence the growth rate is 101.86% .In case of NABIL and SCBNL it
has moderate growth in comparison with NIBL. The growth ratio of net profit is
highest and that of SCBNL is lowest. It indicates that the performance of NIBL is
good with respect to increase in profit. Correlation coefficient between total
deposit and loan & advance of all the banks shows relationship between these

two variables.

Sharma (2009) has following major findings and recommendations.

The major findings and recommendations of the study were: Deposit collected
by the bank during six years period is in increasing trend but the percentage
increase in deposit collected is fluctuating. The loan disbursed by NBBL is also
affected by factors other than the amount of deposit collected like the poor
economic state of the country with loss investment opportunities and the Nepal
government regulation or the increment of loan loss provision. NBBL has
followed NRB directives and lend almost 12% each year in priority and deprived
sector, loan loss provisions, single borrower credit limit and interest spread of
the bank is as per NRB regulations. The average interest spread during the six
years period of study is 4.71%. The loans, which are easier to recover, include
specific loans like hire purchase, housing, education loan etc. because of the
selected group of customers. According to the credit department of NBBL,
defaulters are more in case of overdraft loans as all types of people are the
borrowers of this loan and personal defaults are more that the business firms in

age of overdraft loan.
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2.3 Research Gap
All the research studies mentioned herein are concerned with the study of
lending strength and contribution. Most of them have indicated the lending

contribution.

In this research some statistical and financial tools are used for calculation of
lending policy of joint venture banks. Besides it, below mentioned factors have
been studied analytically and intensively by this research.
e Measuring the lending strength and efficiency,
e Analyzing the lending contribution in total profitability and study of the
loan and advances, profitability,

e Deposits position of the joint venture banks.
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CHAPTER - II1
RESEARCH METHODOLOGY
3.0 Introduction
In this chapter, an attach has been made to describe the methods and process

applied in the entire subject of the related study.

More specifically, this chapter discuss the process of systematic and in depth
study or the selected topic backed by the collection, compilation, presentation
and interpretation of relevant matter, which is an endeavor to discover or find
out valuable facts, which will be useful for further application or utilization

(Joshi, 2001;107).

The topic of the problem has selected as “Effectiveness on lending policy of
selected joint venture Bank”. A comparative study of NABIL Bank Ltd., Everest
Bank Ltd. and SBI Bank Ltd.

The survey of literature has been conducted from various library and references
and these have been maintained in chapter three. The problem of the study has
been specified in the topic “Statement of the problem” in chapter one. The three
joint venture banks had been chosen for study. The review of literature has been
specified in the chapter two. The data has been collected from various sources as
been processed and presented in chapter four. The major findings of the analysis
have been mentioned in chapter five. The conclusions and recommendations

have been put in the same chapter.

3.1 Research Design
In order to achieve thesis research objectives appropriate research design has
been selected. The keeping in mind the nature of the research analytical &

descriptive research design has been selected.
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“Research Design is the arrangement of conditions for collection and analysis of
data in a manner that aims to combine relevance to the research purpose with
economy in procedure” (Kothari, 1990). It is a framework or plan for a study that
guides the collection and analysis of the data. And to fulfill the objective of the
study secondary data is used and study design will descriptive as well as
analytical

3.2 Population and Sample

All the joint venture banks in Nepal are the population of the study from the
population three banks i.e. NABIL Bank Limited. Everest Bank Limited and SBI
Bank Limited have been selected as sample of the present study. The selection of
sample is based on judgement sampling method. In other words, they have been
selected on the base of equality is then performance and prestige. The population
refers to the industries of same nature, services and product in general. So
among the various joint venture banks under the banking industry NABIL Bank

Limited, Everest Bank Limited and SBI Bank Limited are selected for the study.

3.3 Sources Of Data

3.3.1 Sources of secondary data

Secondary data refer to those for already gathered by other. The sources of
secondary data can be divided into two groups. Internal and external. The
internal secondary data are found within the collected from published document
of the company. Mainly data sources depend upon annual reports, publications
as well as website of concerned organization. External secondary data are
collected from sources outside the company. Such sources may include books,

periodicals, published reports, data services and computer data banks etc.

This study is based on the secondary data. The secondary data includes annual
reports, quarterly bulletins, economic reports, various article and publication

dealing in the subject matter of the study, websites etc.
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Annual reports are the main sources of the data for this study. However in some
areas annual reports, bulletins and publications from NRB are used for the

analysis.

3.4 Analytical Tools

Various financial tools are used to analyze the data presented in the study which
are as follows:

3.4.1 Financial Tools

The financial tools are used to find the financial strength and weakness of a firm.

In this study following financial tools are calculated.

* Ratio Analysis

Ratio refers to the numerical or quantitative relationship between two
items/variables. A ratio is calculated by dividing one item of relationship with
the other. Ratio is a tools of financial management which can be expressed in
percentage, fraction or in a stated comparison between numbers. “The technique
of ratio analysis is a part of the whole process of analysis of financial statements
of any business of industrial concern especially to take output and credit
decisions. Through this technique, a comparative study can be made between
different statistics concerning varied facts of a business unit. Just as the blood
pressure, pulse and temperatures are the measures of health of an individual, so
does ratio analysis measure the economic of financial health of a business
concern. Thus the technique of ratio analysis is a considerable significance in
studying the financial stability, liquidity, profitability and the quality of the

management of the business and industrial concern” (Kothari, 1994: 487).

The relationship between two accounting figures, expressed mathematically, is
known as financial ratio. In financial analysis, a ratio is used an index for

evaluating the financial position and performance of a firm. The absolute
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accounting figures reported in the financial statements do not provide a
meaningful understanding of the performance and financial position of firm. An
accounting figure conveys meaning when it is related to make qualitative

judgment about the firm’s financial performance (Pandey, 1993: 98).

There are various ratios in this study only the ratios relevant to the study are
calculated and analyzed.
* Asset/Liability Management Ratio
Assets management ratio measure the proportion of various assets and liabilities
in balance sheet. Commercial bank should manage its assets and liabilities
properly to earn profit. Assets management ratio measures its efficiency in
multiplying various liabilities in performing assets. Following are the various
assets management ratio which measure the lending strength and effective use of
assets.

e Total assets to total liability ratio.

e Loans and advances to total asset ratio.

e Loans and advances and investment to total deposit ratio.

e Loans and advances to shareholders equity ratio.

e Total investment to total deposit ratio.

e Activity Ratio
This ratio measures have efficiently the bank has been able to manage its
resources particularly in terms of short-term funds. This ratio determines how
the loans and advances contribute in terms of efficiency, quality and contribution
to total profitability. The following ratios are calculated under activity ratio.

* Loans loss provision to total loans and advances ratio.

* Non-performing loans to total loans and advances ratio.

* Interest income to total income ratio.

= Interest expenses to total deposits ratio.
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* Interest suspense to total interest from loans and advances ratio.

* Interest income to interest expenses ratio.

3.4.2 Analysis of Growth Ratio
Growth ratios are directly related to fund mobilization, investment and loan and
advances management of commercial banks. It represents how well the bank is
maintaining its economic position.
To examine and analyze following growth ratios are calculated under this study.
* Growth ratio of total deposits.
* Growth ratio of total investment.
* Growth ratio of loan and advances.

* Growth ratio of net profit.

To evaluate the growth ratio of total deposit as well as total credit growth ratio is
examined. For this calculation, following formula is used.
Dn=d, (1+g) "
Where,
D= Total amount in nth year
d o = Total amount in initial year

g = growth rate

3.4.3 Statistical Tools
Some important statistical tools like standard deviation, correlation co-efficient

analysis, co-efficient of variance, time series have been used in this study.
i) Standard Deviation

It is defined as the positive square root of the mean of the square of the deviation

taken from the arithmetic mean. It is denoted by o .
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If (Y ) be the values and X , their arithmetic mean, then the said (o) is given by

=

Where

n = No. of observations

In short cut method, S.D. is computed by the formula
xd? xd
n n

Where,

d = x-a and where a = assumed mean

ii) Co - efficient of Variation
Standard deviation is the absolute measure of dispersion. The relative measure of
dispersion based on standard deviation is known as the co-efficient standard

deviation.

Co -efficient of S.D. = %100

The co-efficient of standard deviation multiplied by 100 is knows as the co-
efficient of variation (C.V). Where x be the arithmetic mean and o be the

standard deviation of the distribution, then the C.V is defined by.

cv. = 2100
X

It is independent of unit, so two distributing can be compared with help of C.V.
For their variability, less the C.V. More will be the uniformly consistency and

more the C.V. loss will be the uniformly, consistency etc.
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iii)  Correlation Co-efficient

Correlation is an analysis of the covariance between two or more variables and it
deals to determine the degree of relationship between the variables. Correlation
just says the degree of relationship between two or more variables. If between
two variable increase or decrease in one cause increase or decrease in another
then such variables are correlated variables. Thus, it measures the mathematical

relationship between two variables.

Among the various method of studying correlation Karl Pearson’s correlation co-
efficient is widely used mathematical method in calculating correlation known as
Pearson’s correlation co-efficient, which is denoted by y xy or simply (y) and
defined by.

cov (Xx,Y)

& \/var (X) y/var (y)

Where, COV (x,y) = %Z (x=x)(y-Y)

X, y being the arithmetic averages of x series and y series respectively. Average

formula (i) can be put in the following firms.
2%y
7/ =
'Z X2 IZ yZ
Where, x=x-X and y =y - y

DR

T S xxay

Sx and Sy are S.D. of x and y series respectively, the value of (r) lies between (-1)

to (+1), where y =1 there is perfectly positive correlation and where y =-1, there
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is perfectly negative correlation. This kind of correlation is some what impossible
to find.
For our convenience, we can say be nearer the value of r to =1, closer will be the
relationship between the two variables and nearer the value of y to -1, lesser will
be the relationship.
The following co-efficient of correlation is calculated of following variables:
i. Co-efficient of correlation between deposit and loan and advance
ii. Co-efficient of correlation between investment and loan and advances.
iii. Co-efficient of correlation between shareholders equity and loan and
advances.
iv. Co-efficient of correlation between total income and loan and advances.
v. Co-efficient of correlation between interest suspense and total income.
vi. Co-efficient of correlation between provision for loan loss and loan and
advances.

vii. Co-efficient of correlation between interest income and net profit.

iv) Probable Error

Probable error of the correlation co-efficient developed by P.E. is the measure of
testing of reliability of the calculated value of r. If is the calculated value of (r)
from a sample of (n) pair of observations then P.E. is defined by.

1-r?

Jn

It is used in interpretation whether calculated value of (r) is significant or not.

P.E. =0.6745

a) If y <P.E, itis significant. So perhaps there is no evidence of correlation.

b) If y >P.E,, itis not significant.

In other causes, nothing can be concluded. The probable error of correlation co-
efficient may be used to determine the limits which the population correlation

co-efficient lies limit for population correlation coefficient are r+ P.E.

35



CHAPTER - IV
PRESENTATION AND ANALYSIS OF DATA

This chapter deals with the presentation and analysis of the data collected from
various sources. The main objective of this chapter is to evaluate and analyze the

main financial performance, which are mainly related to lending performance of

the bank.

4.1 Measuring the Lending Strength

Lending is one of the important functions of a commercial bank. Lending
position of the bank should be continuously monitored to avoid any critical
situation. Whether the bank is lending in accordance with the deposits collected
and investments made by the shareholders should be analyzed periodically. An
idle deposit is loss to the company so proper utilization of the funds in
investment and lending aspects are extremely necessary for a bank to survive

and grow.

The bank never invests its funds in those securities, which too much depreciated
and fluctuated because a little difference may cause a great loss. It must not
invest funds into speculative business that may be result in bankruptcy at once
or may earn millions in a minute also. The bank should accept that type of
securities, which are marketable and with high market price. Under this topic, an
attempt has been made to analyze the lending strength of commercial bank

under study in relative terms as well as absolute terms.

4.1.1 Measuring the Lending Strength in Relative Term
The lending strength of commercial banks under the study is measured and

analyzed. In relative term, the relationship between various assets and liabilities
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of the balance sheet has been established to measure the lending strength in
relative term.
4.1.1.1 Total Assets to Total Liabilities Ratio
Banks creates credit through loans and advances and multiples their assets much
more times than their liability permits. This ratio measures the ability of a bank
to multiply its liability into assets. The higher ratio of total assets to total liability
ratio is favorable as it increases overall credit capacity of the organization.
Table 4.1
Total Assets to Total Liabilities Ratio

Banks Fiscal year

2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Mean
NABIL 1.1067 | 1.0169 | 1.0140 | 1.0127 | 1.0116 1.0324
Everest 1.0698 | 1.0502 | 1.0825 | 1.0141 | 1.0104 1.0454
SBI 1.0713 | 1.0122 | 1.0099 | 1.0083 | 1.0075 1.0219
Combined Mean 1.0332

Source: Appendix-I

The table 4.1 shows the ratio of total asset to total liability of three banks and also
explains how properly and efficiently the bank has been able to utilize its fund to
the extent as much its liability permits it to. Surprisingly the total assets and
liability ratio of all the three banks are more or less same i.e. equal to 1. Similarly
the ratios of all the three banks have remained almost constant in study period.
In all the banks, total assets have always been higher that this total liability over
the study period. This is a good performance but the ratio being almost equal to
1 indicates the inability of the funds to utilize its available liabilities to generate

more assets.

4.1.1.2 Non Interest Bearing Deposits to Total Deposits Ratio
This ratio measures the volume of non-interest bearing deposits to total deposits.

The volume of interest expenses in total expenses represents a large portion of
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the total expenses. However, efficiently the deposits are managed affects the total
volume of expenses.

The cost of deposits is the major expenses of the bank and it has to costly deposit
costs. The banks need to manage the portfolio of the deposits i.e. it has to
maintain certain proportion between interest bearing deposits and non-interest
bearing deposits by administrating the interest rate structure. The higher ratio is
favorable but in practices interest-bearing deposits always plays a significant role

in the mix of deposit liability.

Table 4.2
Non Interest Bearing Deposit to Total Deposit Ratio

Banks Fiscal year

2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 | Mean
NABIL 0.1919 | 0.1504 | 0.1454 | 0.1655 | 0.1467 0.1591
Everest 0.1015 | 0.0830 | 0.0920 | 0.1039 | 0.1458 0.1052
SBI 0.2049 | 0.1280 | 0.1687 | 0.1687 | 0.1025 0.1601
Combined mean 0.1415

Source: Appendix-I

While observing the table 4.2 ratio of all the three banks, the lowest ratio of non-
interest bearing deposit to total deposit ratio of Everest bank while this ratio of
both NABIL and SBI are 0.1591 and 0.1601. All over the ratio of combined mean
is 0.1415. Taking the combined mean as standard ratio, the deposit mixture of
EBL carries more costly deposits than other two banks. The deposit mixture of
Everest carries the highest label of interest bearing deposits in its deposit
mixture. This indicates that SBI is most successful in collecting cheapest fund.
The major portion of non-interest bearing deposit consists of current deposit and

this deposit is particularly maintained by business enterprises.
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4.1.1.3 Loans and Advances to Total Assets Ratio

Loans and advances consists a major part of total assets of a bank. This indicates
the volume of loans and advances out of the total assets. A high degree of the
ratio indicates that the bank has been able mobilize its funds through lending
functions. However lending always carries a certain risk of default therefore a
high ratio is represents low liquidity also a low ratio represents low productivity
with high degree for safety in terms of liquidity.

Table 4.3

Loans and Advances to Total Assets Ratio

Banks Fiscal year

2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 | Mean
NABIL 0.6160 0.5787 0.5704 0.5753 | 0.6289 0.5939
Everest 0.6461 0.6144 0.6375 0.6754 | 0.6469 0.6441
SBI 0.6006 0.5861 0.6807 0.7047 | 0.4894 0.6123
Combined mean 0.6168

Source: Appendix-I

Table 4.3 explains the loans and advances to total assets ratio. Everest has
highest among all the banks. Everest's mean ratio i.e. 0.6441 higher than the
combined mean also. It shows that Everest has higher lending performance. The
second higher ratio is of SBI is 0.6123, which is lower than the combined mean.
NABIL has lowest mean ratio of 0.5939 and lower than of combined mean of
0.6168.The lower ratio of SBI and NABIL indicate that they have need diverting
its lending function for more fee-based activities. All the three banks have

maintained only satisfactory level of ratio.

4.1.14 Loans & Advances and Investment to Total Deposits Ratio
The main sources of banks lending and investment is the deposits. The collected
funds are mobilized in the form of loans and advances and investment. Loans

and advances have more risk and higher return whereas investment has low risk
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as well as lower return. Loans and advances and investments measure the firm’s
gross fund mobilizing capacity. This ratio measures how well the deposits are
being mobilized and a banks ability to generate income from banks deposits
liability. As an idle deposit means loss to the bank the higher ratio indicated that
what portion of deposit are mobilized to generate income for the bank to pay

interest to the deposits and also to gain profit from it.
Table 4.4
Loans and Advances and Investment to Total Deposit Ratio/CD Ratio

Banks Fiscal year

2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 | Mean
NABIL 0.7257 0.6679 0.6660 | 0.6694 | 0.7387 | 0.6935
Everest 0.7545 0.7101 0.7513 | 0.7648 | 0.7395 | 0.7395
SBI 0.7180 0.6932 0.8265 | 0.8832 | 0.7324 | 0.7324
Combined mean 0.7218

Sources: Appendix-I

Table 4.4 it shows that Everest has the highest mean ratio 0.7395, NABIL has the
lowest mean ratio i.e. 0.6935. The combined mean ratio i.e. 0.7218. So NABIL has
not been able to mobilize the deposit as EBL. However, EBL has best performed
in term is mobilizing the total deposits as compared to the rest bank. The ratios
of all banks are below one in the total study period, which refers that SINE of the

deposit are not ideal and there are not maximum utilization of the funds.

4.1.1.5 Loans and Advances to Shareholders Equity Ratio

Shareholders equity consists of share capital, share premium, reserves and
retained earnings. It is the investment made by shareholders in the company and
loans and advances means mobilization of investment funds in profit earning
sector. This ratio shows how well the investment made by the investors
(shareholders) is generating assets to multiply its wealth. It also measures the

success of converting liability into assets and measures size of the business.
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Table 4.5
Loan and Advances to Shareholders Equity Ratio

Banks Fiscal year

2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 | Mean
NABIL 6.3863 | 6.8986 |7.5644 8.7568 | 8.8179 7.6847
Everest 9.8993 | 11.9121 | 12.3478 |10.7564 |18.6608 |12.7153
SBI 9.0186 |7.8486 |8.2028 8.6266 | 8.8878 8.5169
Combined mean 9.6390

Sources: Appendix-I

In table 4.5 the ratio of loan and advances to shareholders equity of three banks is
not consistency entire period of study. Among three banks, Everest’s ratio
highest as compared to the rest bank. The performance of NABIL is highest in
end of the year 2010/11 which is 8.8179. Similarly, performance of Everest is
highest in year 2010/11 which is 18.6608 and SBI in year 2006/07 which is 9.0186.
NABIL has increasing trend in all the year up to 2010/11 which I studied.
Everest and SBI have slightly fluctuating in the study period. The combined
mean of three banks are 9.6390. The NABIL and SBI bank has lower ratio than
the combined mean and Everest has highest ratio than the combined mean and it
has been successful in generating high volume of loan and advances than other

two banks.

4.1.2 Measuring the Lending Strength in Absolute Term

In this section, the various variables are measured in absolute terms. Absolute
term means the different variables that are measured individually which enables
to show the gross contribution of the variables with the respective banks in those
aspect. Some of the important variables of lending are measured in absolute

terms of mean.
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4.1.21 Loans and Advances

The main function of a commercial bank is to create credit from its collected
funds. The high volume of loan and advances indicates good performance of
lending for a bank. The survival of bank depends upon its credit and the

percentage of good performing loans measures the banks profitability and

survival.
Table 4.6
Loans and Advances
(Rs. in million)
Banks 2006/07 2007/08 2008/09 2009/10 2010/11 Mean
INABIL 10586.17 | 12922.54 | 15545.77 | 21365.05 | 27589.93 | 17601.89
Everest 7618.67 9801.30 13664.08 | 18339.08 | 23884.76 | 14661.56
SBI 6213.88 7626.73 9460.45 12113.69 | 15131.75 | 10109.30

Sources: Appendix-I

The table 4.6 shows that the loans and advances of NABIL are highest of all the
three banks. Loans and advances have been increasing trend over the study
period. The highest ratio of NABIL i.e. 17601.89 and SBI has the lowest ratio i.e.
10109.30.
4.1.2.2 Interest Income from Loan and Advances
Interest income from loan and advances is one of the major sources of income for
a commercial bank. The high volume of interest income is indicator of good
performance of lending activities.
Table 4.7
Interest Income from Loan and Advances

(Rs. in million)

Banks 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 | Mean
NABIL 1068.75 | 1309.99 | 1587.75 | 1978.69 | 2798.49 | 1748.73
Everest 71930 | 90341 | 114440 | 1548.65 | 2186.81 | 1300.51
SBI 57837 | 70871 | 83111 | 97051 | 1460.45 | 909.83

Source: Appendix-I
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Table 4.7 shows that the highest interest income from loan and advances was
earned by NABIL in year 2010/11 i.e. 2798.49 and lowest interest income from
loan and advances was 2006/07 i.e. 1068.75. Everest and SBI have been
increasing over the study period. NABIL is the highest performance in interest

income as it has highest mean ratio among the three banks.

4.1.2.3 Provision for Doubtful Debts

Provision for Doubtful Debts show the figure that is summation of provision
made against pass and substandard doubtful & loss loan in the balance sheet as
per NRB Directives. The NRB directive directs to make provisioning of 1%, 25%,
50% and 100% for pass, substandard, doubtful and loss loans classification
respectively. The loan loss provision occupies a larger share in total provision
presented at profit and loss account. The higher provision indicates more the
total loan and bad loans too. According to NRB, 1% provision has to be made for
pass loans (loans not past due and past due up to 3 months) so it acquires a
larger portion of the total loan loss provision. Therefore detail of the loan loss
provision should be studied to find out about the exact amount of performing
and non-performing loans.

Table 4.8
Provision for Doubtful Debts

(Rs. in millions)

Banks 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Mean

NABIL 358.66 360.56 356.23 357.24 394.41 365.42
Everest | 211.72 28141 | 334.94 418.60 497.35 348.80
SBI 388.17 525.46 614.72 604.60 632.52 553.09

Source: Appendix-I

Table 4.8 shows the provision for doubtful debt of the three banks. The above
table shows that SBI has highest provision of the study period whereas Everest

has the lowest for the study period. SBI has highest provision of 632.52 in the end
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of the study period. The SBI has highest mean ratio of 553.09, which represents
that it has allocated highest amount in provision for loan loss. Similarly, Everest
has the lowest mean ratio of 348.80.

4.1.2.4 Net Profit

Net profit, the net earning of the firm after all deductions like taxes, bonuses and
provisions are used in this analysis. The volume of net profit measures the firm'’s

success and is the most important aspects.

Table 4.9
Net Profit
(Rs. in millions)
Banks 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 | Mean
NABIL | 518.63 635.26 673.95 746.46 1031.05 | 721.07
Everest |170.81 237.29 296.40 451.20 638.73 358.89
SBI 57.39 117.00 254.90 247.77 316.37 198.69

Sources Appendix-1

The table 4.9 shows that the net profits of NABIL and Everest have been
increasing over the study period and SBI has been fluctuating in the study
period. NABIL has net profit of Rs. 518.63 million in year 2006/07 and Rs.
1031.05 million in end of the year. Everest has net profit of Rs. 170.81 million in
year 2006/07 and 638.73 million in end of the year. Similarly, SBI has net profit of
Rs 57.39 million in 2006/07 and Rs 316.37 in end of the year.

NABIL has recorded the highest mean ratio i.e. 721.07 whereas SBI has recorded

the lowest mean ratio i.e. 198.69.

4.2 Analyzing the Lending Efficiency and Its Contribution in Total
Profitability

In this section lending efficiency is measured in terms of quality and its turnover.

A relationship between different variables related to lending efficiency is taken

from balance sheet and profit and loss account.
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4.2.1 Loan Loss Provision to Total Loans and Advances Ratio

The ratio of loan loss provision to total loans and advances describes the quality
of asset in form of loan is bank holding. NRB has directed all the commercial
banks to classify its loans and advances into category and make provision
according to these loans classified. The loans are classified as pass, substandard,
doubtful and loss and provision are to be made on 1, 25, 50 and 100 percent
respectively. NRB has classified the pass loan as performing loan and
substandard, doubtful and loss as non-performing loan is called specific loan loss
provision. The amount of loan loss provision in balance sheet refers to the
general loan loss provision. The provision for loan loss reflects the increasing
possibility of non-performing loans in the total volume of loans and advances.
The provision also provides as a cushion against future contingency made by
default of the borrowers. The low ratio indicates the good quality of assets
(loans) in the total volume of loans and advances whereas high ratio indicates

more risky assets (loans having chance of default) in the loans and advances.

Table 4.10
Loan Loss Provision to Total Loans and Advances Ratio
Banks 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Mean
NABIL 0.0341 0.0275 0.0229 0.0184 0.0148 0.235
Everest 0.0369 0.0341 0.0306 0.0271 0.0245 0.0306
SBI 0.0846 0.0806 0.0639 0.0522 0.0317 0.0626
Combined mean 0.0389

Sources: Appendix-I

In above table, the ratio of NABIL, Everest and SBI have decreasing trend in all
the years. Their non-performing loan has increased in the total assets which is
quite risky as it might cause a great failure in future performance of the banks as
the loans and advances are crucial part of earning income for a bank and it also

occupied part a large portion in the volume of total assets.
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Loan Classification and Provisioning

The assets side of the balance sheet is dominated by loans and advances. The
profit of the banks depends on the interest earned from the loan borrowers and
paid to the depositors. Banks may not be able to pay its depositors if the banks

fail to collect the loan amount.

The new directive regarding loan classification and provisioning was issued on
2003, was effective from the fiscal year 2003 /04. I am taking three years data as
per the new directives. Loan classification and provisioning of the three banks
are analyzed and presented as per the new NRB directives. The NRB directives
have classified the loan and advances as pass, substandard, doubtful and loss
and provision should be made 1%, 25%, 50% and 100% respectively. The loan
under the category of pass loan is called as performing loan and the substandard,
doubtful and loss loans are called non-performing loan. The loan loss provision
for performing loan is defined as general loan loss provision and loan loss
provision for non-performing loan is defined as specific loan loss provision.
General loan loss provision may include any other provision provide by bank in
excess of the proportion as required by the NRB directive. One of the main
purposes of NRB directives related to loan classification and provisioning is

protect the deposits of public.

On the basis of the NRB directives NABIL, Everest and SBI has been following

the directives and has provided the provisioning as follows:
Performing Loan

Loans and advances, which principle amounts are not past due and past interest

due for period up to three months should be included in this category.
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Non-performing Loan
All loan and advances that are more than three months interest past due for a
period of more than one year as well as principle which have least possibility to

recovery in future should be included in this category.
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Table 4.11

Loan Classification and Provisioning in NABIL

2008/09 2009/10 2010/11
Particular TL % of | Total | % of Total TL 0% of | Total % of TL 0% of | Total % of
TL LLP LLP TL LLP TLLP TL LLP TLLPO

PL (1) 15724.72 | 98.88 | 214.30 60.15 21598.37 | 99.25 | 255.34 | 71.47 | 27774.19 | 99.19 | 294.74 74.73

Pass 15724.72 | 98.88 | 214.30 60.15 21398.37 | 99.25 | 255.34 | 71.47 | 27774.19 | 99.19 | 294.74 74.73

NPL(2) 178.28 1.12 | 141.92 39.85 161.07 | 1.18 | 101.88 | 28.52 | 224.82 0.80 | 99.67 25.27
Substandrd | 119.70 0.75 | 42.57 11.95 66.22 0.75 | 56.63 | 15.85 | 113.31 0.40 | 3231 8.19
Doubtful 14.47 0.09 | 13.89 3.90 42.57 0.19 7.11 1.99 45.79 0.16 | 21.27 5.39

Loss 4411 0.28 | 85.46 23.99 52.28 024 | 38.14 0.10 65.76 0.23 | 46.09 11.69
Total 15903 100 | 356.22 100 21759.44 | 100 | 357.22 | 100 | 27999.01 | 100 | 394.41 100

Source: Annual Report of Nabil (Various years)
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Table 4.11 shows that NABIL has classified its loan and advances and loan
provision on the year 2008/09, 2009/10 and 2010/11. The loans are categorized
under different categories as per NRB directives requirement. In 2008/09, total
loans of NABIL’s Rs. 15903 million and out of total loan and advances. Pass
loan, substandard, doubtful, and loss loans consist of 98.88%, 0.75%, 0.09% and
0.28%.

The performing loan consists of 98.88%, and non-performing loan consists of
1.12%. The loan loss provision has been maintained for the categorized loans out
of total loan loss provision 60.15% was made for performing loans. 11.95% for
substandard loan, 3.90% for doubtful loan loss provision is 39.85%. NABIL’s total
loan less provision consists 60.15% of general loan loss provision and 39.85% of

specific loan loss provision.

Similarly, in the year 2009/10 total loan and advances is 21759.44 out of the total
loans there is 99.25% pass loan i.e. performing loan. The non-performing loan is
1.18%, which consists of 0.75% substandard loan, 0.19% of doubtful loans and
0.24% of loan loss. The loan loss provision for performing loan is 71.47% and for
non performing loss is 28.52%. The loan loss provision for non-performing loan
consists of 15.85% of substandard loan, 1.99% of doubtful loans and 0.10% of the
loan loss provision. The general loan loss provision is 71.47% out of the total
provision. Similarly, the proportion of doubtful loan has increased in 2009/10
than the previous year. The doubtful loan in 2008/09 was 0.09% and on 2009/10
is 0.19%. The high increase of doubtful loans indicates the deteriorating quality
of assets of NABIL. However there has been increase in the performing loan and

non performing loan than previous year.

Similarly, in the year 2010/11 total loan and advances is 27999.01 out of total

loans there is 99.19% pass loan i.e. performing loan. The non-performing loan is
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0.80%, which consists of 0.40% substandard loan, 0.16% doubtful loan and 0.23%
of loan loss. The loan loss provision for performing loan is 74.73% and for non-
performing loan is 25.27%. The loan loss provision for non-performing loan

consists of 8.19% of substandard loan5.39% of doubtful loan and 11.69% loan loss

provision.

However there has been increase and decrease in the non-performing loan than
previous year, which indicates that the current loans and good loans and default
cases are lowered.
Figure 4.1
Loan Classification of NABIL 2008/09

O Pass (98.88)

B Substndard (0.75)
O Doubtful (0.09)

O Loss (0.28)
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Figure 4.2
Loan Classification of NABIL 2009/10

O Pass (99.25.)

B Substndard (0.75)
0O Doubtful (0.19)

O Loss (0.24)

Figure 4.3
Loan Classification of NABIL 2010/11

O Pass (99.19.)

@ Substndard (0.40)
0O Doubtful (0.16)

O Loss (0.23)
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Table 4.12

Loan Classification and Provisioning in Everest

2008/09 2009/10 2010/11

Particular TL % of | Total % of TL % of | Total | % of TL % of | Total % of

TL LLP Total TL LLP | TLLP TL LLP TLLPO

LLP

PL (1) 13969.5 | 99.19 | 128.80 51.58 2010/113.78 | 99.37 | 164.86 | 60.23 | 24351.57 | 99.52 | 204.78 62.63
Pass 13969.5 | 99.19 | 128.80 51.58 2010/113.78 | 99.37 | 164.86 | 60.23 | 24351.57 | 99.52 | 204.78 62.63
NPL(2) 113.16 0.80 | 120.89 48.42 127.29 0.62 |108.82 | 39.76 | 117.99 048 | 112.21 37.37
Substandard 4.21 0.029 | 2.67 1.06 6.30 0.03 1.05 0.38 1.36 0.0056 | 1.58 0.4832
Doubtful 2.35 0.017 | 0.34 0.13 0.74 0.003 | 1.17 0.42 2851 | 0.1165 | 0.37 0.1132
Loss 106.60 0.78 | 117.88 0.13 120.25 0.59 | 106.60 | 38.95 88.11 0.36 | 120.26 36.78
Total 14082.66 | 100 | 249.69 100 20221.07 100 | 273.68 | 100 | 24469.56 | 100 | 326.99 100

Source: Annual Report of Everest (Various Years)
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Table 4.12 exhibits classification of loans and advances and loan loss
provision of Everest for the year 2008/09, 2009/10 and 2010/11. The total loan
amount is 14082.66 million in the year 2008/09 out of which 99.19% consists
of performing loan and 0.80% is non-performing loan. The non-performing
loan consists of substandard 0.029%, doubtful 0.017% and loss loan 0.78%.
The total loan loss provision amount is 249.69 million in the year 2008/09. The
performing loan amount is 51.58% and non-performing loan is 48.42%. The
loan loss provision for non-performing loan consists of 1.06% of substandard
loan, 0.13% of doubtful loan and 0.13% of loan loss provision. The general
loan loss provision is 51.58% out of the total provision. The specific loan loss
provisions consist of substandard, doubtful a loan loss provision comparing

1.06%, 0.13%, 0.13 %respectively.

In the year 2009/10, the total loan amount is Rs 20221.07 million out of which
99.37% is performing loan and 0.62% is non-performing loan. The non
performing loan consists 0.03% substandard, 0.003% doubtful and 0.59% loss
loan. The loan loss provision has been maintained for the categorized loans
out of total loan loss provision 60.23% was made for performing loans, 39.76 %
was made for non-performing loans which consists of 0.38% substandard,
0.42% doubtful and 38.59% loss loan. Similarly, the proportion of doubtful
loan has increased in 2009/10 than the previous year. The doubtful loan in

2008/09 was 2.35 and on 2009/10 is 0.74.

Similarly, in year 2010/11 the total loan amount is Rs. 24469.56 million out of
which 99.52% performing loan and 0.48% is non-performing loan. The non-
performing loan consists of 0.0056% substandard 0.1165% doubtful and 0.36%
loss loan. The loan loss provision has been maintained for the categorized
loans out of total loan loss provision 62.63% was made for performing loan,
37.37% was made for non-performing loan which consists of 0.4832%

substandard, 0.1132% doubtful and 62.63% loss loans.
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Similarly, the proportion of doubtful loan has increased in 2010/11 than the
previous year. The doubtful loan in 2009/10 was 0.74 and on 2010/11 is 1.36.

Figure 4.4
Loan Classification of Everest 2008/09

O Pass (99.19)

B Substndard (0.029)
O Doubtful (0.017)

O Loss (0.78)

Figure 4.5
Loan Classification of Everest 2009/10

O Pass(99.37)

B Substandard(0.03)
O Doubtful(0.003)

O Loss(0.59)
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Figure 4.6
Loan Classification of Everest 2010/11

O Pass (99.52)
B Substndard (0.0056)
O Doubtful (0.1156)

O Loss (0.36)
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Table 4.13

Loan Classification and Provisioning in SBI Bank

2008/09 2009/10 2010/11
Particular TL % of | Total | % of Total TL % of | Total | % of TL % of Total % of
TL LLP LLP TL LLP | TLLP TL LLP TLLPO

PL (1) 9606.29 | 95.44 | 1171.19 69.46 12257.80 | 96.16 | 157.94 | 26.12 | 15296.09 | 97.98 | 165.69 26.20
Pass 9606.29 | 95.44 | 1171.19 69.46 12257.80 | 96.16 | 157.94 | 26.12 | 15296.09 | 97.98 | 165.69 26.20
NPL(2) 458.75 456 | 514.88 30.53 488.41 | 3.83 | 446.64 | 73.87 315.95 2.02 466.83 7.80
Substandard 3.28 0.032 0.31 0.018 3.87 0.03 0.54 0.08 1.24 0.08 0.57 0.09
Doubtful 1.16 0.011 | 19.21 1.14 21.62 016 | 3.89 0.64 11.34 0.07 9.87 1.56
Loss 444.30 441 | 495.36 29.37 46290 | 3.63 | 44221 | 73.14 291.38 1.87 456.39 72.15
Total 10065.04 | 100 | 1686.07 100 12746.21 | 100 | 604.58 | 100 15612.04 100 632.52 100

Source: Annual Report of SBI (Various Years)
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Figure 4.7
Loan Classification of SBI -2008/09

O Pass(95.44)

B Substandard(0.032)
0O Doubtful(0.011)

O Loss(4.41.)

Figure 4.8
Loan Classification of SBI - 2009/10

O Pass(96.16)

B Substandard(0.03)
O Doubtful(0.16)

0O Loss(3.63)
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Figure 4.9
Loan Classification of SBI - 2010/11

O Pass (97.98)

B Substndard (0.08)

O Doubtful (0.07)

O Loss (1.87)

Table 4.13 shows that there has been classification of loan and advances made
and provision has been provided on each category of the loan. In year 2008/09,
the total loan is 10065.04 million out of which 95.44% is performing loan and
4.56% is non-performing loan. The non-performing loan consists of substandard
0.032%, doubtful 0.011% and loss loan 4.41%. There is loan loss provision of
612.47 million and out of which 19.12% is performing loan and 84.06 is non-
performing loan. The non-performing loan loss provision consists of substandard

0.05%, doubtful 3.13% and loss loan 80.87%.

In year 2009/10 total loan is 12746.21 million out of which 96.16% is performing
loan and 3.83% is non-performing loan. The non-performing loan consists of
substandard 0.03% doubtful 0.16% and loss loan 3.63%. There is loan loss

provision of 604.58 million out of which 26.12% general loan loss provision and
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73.87% 1is specific loan loss provision which consists of substandard 0.08%,
doubtful 0.64% and loss loan 73.14%.

In 2010/11 total loan is 15612.04 million and out of which 97.98% performing
loans and 2.02% non-performing loans. The non-performing loans consist of
substandard 0.08% substandard 0.07% doubtful and 1.87% loss loan. There is
loan loss provision of 632.52 million, out of which 26.20% is performing loan and
73.80% is non-performing loan. The performing loan is defined as general loan
loss provision and non-performing loan is defined as specific loan loss provision.
The specific loan loss provision consists of substandard 0.09%, doubtful 1.56%

and loss loan 0.07%.

This analysis shows that NABIL, Everest and SBI have been classifying loans
according to the NRB guidelines. Increase in provision for loan loss means less
profit and when there is less profit then the dividend will be paid in lower rate or
there might be no dividend. A decrease in dividend might sometimes
disseminate the wrong information and it will negatively impact the company. In
the past major portion of profit were distributed as dividends and little portion
were booked as capital. The most profitable amongst all parties were the
shareholders. The new directives secured the depositors fund and helped to
strengthen the financial health of the banks. The impact of the directives on the
profitability of bank is short term, after the banks have enough provisions for
loan loss and sufficient capital to support the risks, the performance for the
banks will again pick up. The bank will have better strength with adequate

provisioning.
As per the NRB directives given to the finance companies commercial banks has

to formula a specific loan loss provision against doubtful and bad debts. The

substandard, doubtful and bad loans are categorized under non-performing
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loans. An increase in non-performing loans increases loan loss provision and

interest suspense account which leads to profit deduction.

Table 4.14

Non-Performing loans to Total Loans and Advances Ratio (%)

Banks 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 | Mean
NABIL 4.19 1.41 1.14 0.75 0.81 1.66
Everest 2.59 1.32 0.83 0.694 0.49 1.18
SBI 7.35 6.62 4.85 4.03 2.09 4.99
Combined mean 2.61

Source: Annual Report of NABIL, SBI and Everest (Various years)

Table 4.14 shows, that the non-performing loans to total loans and advances ratio
of the three banks are decreasing trend in all the years except in year 2010/11 of
NABIL. SBI has recorded the highest mean of all i.e. 4.99 and Everest bank has
recorded lowest mean ratio i.e. 1.18. Everest bank has highest performance than

other two banks.

Non-Performing Assets (NPAs) of this sector is hovering around 8 percent which
is slightly higher than the internationally acceptable level of 5 percent. However,
as this sector has also built up loan loss provision to the extent of nearly 6 percent
this will definitely cushion any disaster emanating from the level of NPAs. NPAs
does occur in the process of capital formation in any economy and it would be
wise controlling NPAs rather than restrict capital formation. Besides, it is a fact
that any developing economy does, built up NPAs of the initial stages of
development, which gets diluted and is brought down as development picks up.
Appropriate tax policies also help in improving the balance sheet of bank with

respect to NPAs. .
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If the banking industry average for non-performing asset is 8% then we can
conclude that Everest has the small percentage of non-performing loans, SBI
ratios are lower than of industry average and greater than combined mean. So
they should also take major steps in recovering non-performing loans and review

its current policy.

4.2.2 Interest Income to Total Income Ratio
Income is one of the most important parts of any business organization. Interest
income occupies a greater portion of the total income in a banking business. This
ratio measures the banks performance on other fee-based activities also. The high
ratio indicates the high contribution made by lending and investment and high
contribution by other fee based activities in total income.

Table 4.15

Interest Income to Total Income Ratio

Banks 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 | Mean
NABIL 0.7407 0.7593 0.7737 0.8030 0.8262 0.7806
Everest 0.8374 0.8470 0.8344 0.8293 0.8506 0.8397
SBI 0.8044 0.8328 0.8116 0.8646 0.7875 0.8202
Combined mean 0.8135

Sources: Appendix I

Literally, the ratios of all the banks have remained almost constant.
Comparatively, the NABIL bank which has recorded the lowest mean ratio i.e.
0.7806. More specifically, Everest bank has the highest mean ratio i.e. 0.8397. The

combined mean ratio is 0.8135.

4.2.3 Interest Expenses to Total Deposit Ratio
This ratio measures the cost of total deposits in relative term. The joint venture
banks performance depends upon its ability to generate cheaper funds. Cheaper

fund more will be the profitability in generating loan advances and vice versa.
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The high ratio indicates of costly fund this aversely affects its lending

performance.
Table 4.16
Interest Expenses to Total Deposit Ratio
Banks 2006/07 | 2007/08 | 2008/09 | 2009/10 2010/11 Mean
NABIL 0.0167 | 0.0184 0.0238 0.0237 0.0309 0.0227
Everest 0.0297 | 0.0290 0.0284 0.237 0.0304 0.0288
SBI 0.2986 | 0.0304 0.0360 0.0331 0.0295 0.0855
Combined 0.0457
mean

Sources: Appendix I

Table 4.16 shows that the costs of deposit of NABIL and SBI have been slightly
fluctuating in the study period. And Everest has been decreasing trend in all the
study period. The highest mean ratio of SBI i.e. 0.0855 and lowest mean ratio of
NABIL i.e. 0.0227. NABIL is successful collecting cheaper fund by its modern and

personalized services to the customer.

4.2.4 Interest Suspense to Interest Income from Loans and Advances Ratio

Interest suspense means the interest due but not collected. NRB directive do not
allow the commercial banks to book due but unpaid interest into income. The
increase in the interest suspense decreases the profit of the company. Such
interest is shown in assets side of balance sheet under the heading “other assets”.
This ratio of interest suspense to total interest income from loans and advances
measures the composition of due but uncollected interest in the total interest
income from loans and advances. The high degree of this ratio indicates to low
interest turnover and low degree of this ratio indicates high interest turnover.
This ratio also helps to analyze the capacity of the bank in collecting the

repayments of the loans and advanced.
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Table 4.17

Interest Suspense to Income from Loans and Advances Ratio

Banks 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Mean
NABIL 0.0159 0.0145 0.0072 0.0059 0.0055 0.0098
Everest 0.0210 0.0112 0.0061 0.0045 0.0035 0.0093
SBI 0.0765 0.0610 0.0491 0.0420 0.0197 0.0497
Combined 0.0229
mean

Sources: Appendix 1

The table 4.17 shows that the ratio of interest suspense to income from loans and
advances. In all the banks have been slightly decreasing trend in all the study
period .The highest mean ratio of SBI i.e. 0.0497 and lowest mean ratio of Everest
i.e. 0.0093. The combined mean ratio has 0.0229. The highest performance of
Everest and NABIL than SBI bank's has to improve its interest turnover to
decrease the ratio suspense account. These banks have to concentrate on recovery
of the loans and advances, plan and act according for the proper collection of

repayments schedules.

4.2.5 Interest Income to Interest Expenses Ratio

The ratio of interest income to interest expenses ratio measures the difference
between interest rates offered and interest rate charged. The spread between the
interest income and interest expenses if the main foundation for the profit of the
bank. NRB had restrictions on the interest rate spread of the commercial banks.
The interest offered and the interest charged should not be more than 5 percent.
The commercial banks are free to fix interest rate on deposits and loans. Interest
rates on all types of deposits and loans should be published in the local
newspapers and communicated to Nepal Rastra Bank on quarterly basis and

immediately when revised. Deviation of 0.50 percent from the published rate is
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allowed on all types of loans and deposit. However in rate fixation but it does

not specify the conditions that would oblige NRB to do so.

Interest Income to Interest Expenses Ratio

Table 4.18

Banks 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 | Mean
NABIL 4.3884 3.6678 2.8572 2.6089 2.4265 | 3.1898
Everest 2.4012 3.7094 3.2041 2.4480 21591 |2.7844
SBI 2.2380 2.1170 2.0159 2.1334 1.7709 | 2.0550
Combined mean 2.6764

Sources: Appendix 1

Table 4.18 shows that NABIL has recorded slightly decreasing in the study
period. Everest and SBI have been slightly decreasing trend in the study period
except in year 2009/10. The mean ratio of NABIL is highest i.e. 3.1898 and
lowest mean ratio is SBI i.e. 2.0550. Everest and SBI are charging high rate of
interest on loans and advances and providing low interest rate on its deposited.
The highest cost of deposits and low volume of non-interest bearing deposit in
the deposit mix of SBI has resulted on the least ratio in the interest income to

interest expenses ratio.

4.3 Analysis of Growth Rate

Growth analysis of the banks involves analysis of growth in deposits, loans,
investment and net profit. Growth analysis ascertains how much growth in
deposit liability is supported by growth in assets. The analysis also concerns
which asset portfolio has significant increment corresponding to the increment

deposit liability.
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4.3.1 Growth Ratio of Total Deposit

Deposits are the main source of capital for the joint venture banks. Bank utilizes

these funds in loan and advances and as investments.

Table 4.19

Growth Ratio of Deposit

(Rs. in million)

Banks 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Growth
Ratio (%)
NABIL 14586.61 | 19347.40 | 23342.28 | 31915.04 | 37348.26 60.94
Everest 10097.69 | 13802.44 | 18186.25 | 23976.29 | 33322.95 69.69
SBI 8654.77 | 11002.04 | 11445.28 | 13715.39 | 27957.22 69.04

Sources: Appendix 1

The table 4.19 shows that all the banks have been increasing trend in all the year.
The highest growth ratio of Everest i.e. 69.69% and lowest growth ratio of NABIL
i.e. 60.94%. Everest has been able to collect deposits higher degree. It has
different kind of deposit schemes, which must have been effected on deposit
ratio. Being NABIL has lowest growth ratio than other two, it has less improved
their collection and should lunch various deposit scheme to increase its deposit
ratio. SBI has slightly lower ratio than Everest, so it has been able to collect

deposits higher degree than NABIL but slightly lower than SBL

4.3.2 Growth Ratio of Loan and Advances
Loan and Advances is the major function of the joint venture banks the growth of

these loans and advances determine the banking performance.
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Table 4.20

Growth Ratio of Loan and Advances

(Rs. in million)

Banks 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 Growth
Ratio (%)
NABIL 10586.17 | 12922.54 | 15545.77 | 21365.05 | 27589.93 61.63
Everest 7618.67 | 9801.30 | 13664.08 | 18339.08 | 23884.67 68.10
SBI 6213.88 | 7626.73 | 9460.45 | 12113.69 | 15131.75 58.93

Source: Appendix I

The table 4.20 shows the growth ratio of loan and advances in all the banks have
been increasing in all the years. Everest bank has highest growth ratio i.e. 68.10%
and lowest growth ratio of SBI bank i.e. 58.93%. Everest has adopted aggressive
policy while increasing loan and advances. During the study period it has a
significant growth and explains it aggressive as compare to other two banks. SBI

seems too weak in growth of loan and advances.

4.3.3 Growth Ratio of Total Investment
Investment is another important function of banking besides loan and advances
investment determines the utilization and utilization of funds.
Table 4.21
Growth Ratio of Total Investment

(Rs. in million)

Banks 2006/07 2007/08 2008/09 2009/10 2010/11 Growth
ratio%
NABIL 2418.42 2301.45 4808.34 4646.87 3706.10 52.14
Everest 2100.29 3548.61 4704.63 4821.59 5146.05 59.19
SBI 2588.14 3591.76 2345.57 3035.54 3306.57 34.69

Sources: Appendix 1

The table 4.21 shows that NABIL and SBI have been fluctuating in all the study

period and Everest has been increasing growth over the study period. The
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highest growth ratio of Everest bank i.e. 59.19% and lowest growth ratio of SBI

bank i.e. 34.69%. Everest has more significant than other two banks.

4.3.4 Growth Ratio of Net Profit
A joint venture banks performance measuring criteria is its net profit. The

growth of net profit reveals the overall performance of the banks.

Table 4.22
Growth Ratio of Net Profit

(Rs. in million)

Banks 2006/07 2007/08 2008/09 2009/10 2010/11 Growth
ratio%
NABIL 518.63 635.26 673.95 746.46 1031.05 49.69
Everest 170.81 237.29 296.40 83.74 82.44 72.19
SBI 57.39 117.00 254.90 247.77 316.37 81.86

Sources: Appendix I

The table 4.22 shows that the growth ratios of net profit of NABIL have been
increasing trend in all the years. SBI has increasing trend except in 2009/10.
Everest has fluctuating growth ratio in the study period. SBI has highest growth
ratio. 81.86% and NABIL has the lowest growth ratio i.e. 49.69%. SBI has a

significance growth ratio than other two banks.

44 Correlation Coefficient Analysis

Correlation coefficient is the measure of correlation between two variables that
summarizes correlation in one figure. If the change in the value of one variable is
accompanied by the change in the value of the other, the variables are said to be
correlated. Analysis of correlation coefficient explains to what extent two
variables are correlated. In this analysis Karl Pearson’s coefficient of has been
used to find out the relationship between variables i.e. positive or negative. It

helps to determine the following.
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e A positive or negative relationship exists.
e The relationship is significant or insignificant.

e Establish cause and effect relation if any.

The statistical tool correlation analysis is used in the study to measure the
relationship between variables in determining whether the relationship is
significant or not. For the purpose of decision making interpretation are based on
the following terms.
e When, r =1, there is perfect positive correlation
e When, r =-1, there is perfect negative correlation.
e When, r= 0, there is no correlation.
e When, ‘r’ lies between 0.7 and 0.999 (0.7 to -0.99) there is high degree of
positive (or negative) correlation.
e When, r' lies between 0.5 and 0.6999 there is moderate degree of
correlation.

e When, ‘r’ is less than 0.5, there is low degree of correlation.

4.4.1 Co-efficient of Correlation between Deposits and Loan and Advances

The coefficient of correlation between deposit and loan and advances is to
measure the degree of relationship between these two variables. Deposit is
independent variable and loan and advances is dependent variable. The main
objectives of computing between two variables are to find out whether deposits
are significantly used as loan and advances of NABIL, Everest and SBI for the

study period.
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Table 4.23

Correlation between Deposit and Loan and Advances

Banks Evaluation Criterion

r R2 P.Ers 6*P.Er
NABIL 0.9900 0.9801 0.0060 0.0360
Everest 0.9970 0.9940 0.0018 0.0108
SBI 0.9038 0.8169 0.0552 0.3312

Sources: Appendix 1

The table 4.23 shows the co-efficient of correlation between deposits and loan
and advances of NABIL is 0.9900. We consider the value of the co-efficient of
determination ‘r2" is 0.9801 which 98.01% of the variation in the dependent
variable (loan and advances) has been explained by the independent variable
(deposit). Further, value of P.Er is 0.0060 and 6*P.Er is 0.0360. The value of co-
efficient of correlation ‘t” is greater than the value of 6*P.Er, which shows that the
value of ‘r’ is significant. It has any rigid policy to maintain these fixed
consistence ratio between these assets and the volume of these assets in NABIL

and it is highly of seasonal character.

In case of Everest also the co-efficient of correlation between deposit and loan
and advances is 0.9970, which indicates positive correlation between these two
variables. Similarly, the value of co-efficient of determination r2 is 0.9940, which
means that 99.4% in the dependent variable (loan and advances) has been
explained by the independent variable (deposit). Further, value of P.Er is 0.0018
and 6*P.Er is 0.0108. It shows that the value of co-efficient of correlation is greater
than 6 times probable error. Therefore, value of ‘r’ is significant. There is
significant relationship between deposit and loan and advances and the bank is

mobilizing its deposit as loan and advances successfully.
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Likewise, when we observe the correlation between deposits and loan and
advances of SBI bank, it is also positive. The value of ‘r" is 0.9038 and ‘12’ is
0.8169. It has P.Er is 0.0552 and 6*P.Er is 0.3312. There will be the variation of
33.12% in the loan and advances. The value of ‘r’ is greater than value of 6*P.Er.

The relationship between the deposit and loan and advances of SBI is significant.

From the above analysis, we can be concluding that the three banks are
successful in mobilizing their deposit as loan and advances. Value of ‘r’ and
‘r2'of the three banks are positive and three banks have greater than the value of
6 times of there probable error. Everest has the highest value of ‘r" which
indicates that it is in better position on mobilizing deposits as loan and advances

in comparison to NABIL and SBI are also satisfactory position.

4.4.2 Co-efficient of Correlation between Investment and Loan and Advances
This coefficient of correlation between investment and loan and advances
measures the degree of relationship between these two variables. This measure
of correlation explains whether the banks have a rigid policy to maintain a
consistent relationship between two assets or other factor such as seasonal
opportunity, economic demand. NRB directives etc have impact on loans and
advances as every bank has first priority on loan and advances to investment.
The critically, increase or decrease in the volume of loans and advances directly
reduces or increase the level of idle fund and this idleness of fund increases the

investments.
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Table 4.24

Correlation between Investment and Loan and Advances

Banks Evaluation Criterion

r R2 P.Er 6*P.Er
NABIL 0.6408 0.4106 0.1778 1.0668
Everest 0.8642 0.7486 0.0764 0.5483
SBI 0.2981 0.0888 0.2748 1.6490

Sources: Appendix 1

The table 4.24 shows the co-efficient of correlation between investment and loan
and advances of NABIL is 0.6408. We consider the value of the co-efficient of
determination (r2) is 0.4106, which mean 41.06% of the variation in the
dependent variable (loan and advances) has been explained by the independent
variable (investment). The value of P.Er is 0.1778 and 6*P.Er is 1.0668. The value
of co-efficient of correlation ‘r’ is less than the value of 6*P.Er, which shows that
the value of ‘r’ is insignificant.

In case of Everest, the co-efficient of correlation between investment and loan
and advances is 0.8642. The value of coefficient of determination r2 is 0.7486,
which mean that 74.86% in the dependent variable (loan and advances) has been
explained by the independent variable (investment). Further, value of P.Er is
0.0764 and 6*P.Er is 0.4583. It shows that the value of co-efficient of correlation is
greater than probable error. Therefore, value of ‘r" is significant. There is

significant relationship between investment and loan and advances.

Likewise, when we observe the correlation between investment and loan and
advances of SBI bank it is also positive. The value of ‘1’ is 0.2981and r2 is 0.0888.
It has P.Er is 0.2748 and 6*P.Er is 1.6490. The value of ‘r’ is less than value of
6*P.Er. Therefore, value of ‘r’ is insignificant. So the relationship between

investment and loan and advances of SBI is insignificant.
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4.4.3 Co-efficient of Correlation between Shareholders Equity and Loans and
Advances
Co-efficient of correlation between shareholders equity and loan and advances
measures the degree of relationship between these two variables. Here loan and
advances are the independent variable and shareholders equity is dependent
variable.
Table 4.25

Correlation between Shareholders Equity and Loans and Advances

Banks Evaluation Criterions

r R2 P.Er 6*P.Er
NABIL 0.9938 0.9876 0.0037 0.0222
Everest 0.9514 0.9052 0.0286 0.1716
SBI 0.9912 0.9825 0.0053 0.0318

Sources: Appendix 1
Table 4.25 shows that there is high degree of positive correlation between
shareholders equity and loan and advances in NABIL, Everest and SBI banks. It

shows good fund mobilization..

The value of ‘r’ in all the banks which we considered are significant due to the
value of ‘1’ in the banks is higher than 6 times of P.Er. It is likely to conclude that
the volume of shareholders equity is accidental and there is no relationship

between these two variables.

4.4.4 Co-efficient of Correlation between Total Income and Loan and
Advances

The correlation between total income and loan and advances measures the

degree of relationship between these two variables. The value of ‘r’ explains

whether a percentages change in loan and advances contribute to increase the

same percentage of income or not. Loan and advances is independent variable

and total income is dependent variable.
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Table 4.26

Correlation between Total Income and Loan and Advances

Banks Evaluation Criterions

r R2 P.Er 6*P.Er
NABIL 0.9911 0.9823 0.0079 0.0475
Everest 0.9958 9916 0.0025 0.015
SBI 0.9481 0.8989 0.0305 0.183

Sources: Appendix 1

The table 4.26 shows that the coefficient of correlation between total income and
loan and advances of NABIL, Everest and SBI are 0.9911, 0.9958 and 0.9481
respectively. The value 6*P.Er of NABIL, Everest and SBI are 0.0475, 0.015 and
0.183 respectively. In all the banks coefficient of correlation ‘r” is higher than the
value of 6*P.Er .So values of coefficient of correlation ‘r’ are significant in all the
banks. Hence, there are relationship between total income and loan and advances

in all three banks.

4.4.5 Co-efficient of Correlation between Interest suspense and Interest
Income

This correlation measures the relationship between interest suspense and interest

income. Interest suspense is earned but uncollected interest is the outcome of the

interest income in this analysis interest suspense is the dependent variable and

interest income is the independent variable, interest income which is due and

uncollected for three months are transferred to interest suspense and thus

interest income is reduced.
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Table 4.27

Correlation between Interest Suspense and Interest Income

Banks Evaluation Criterion

r R2 P.Er 6*P.Er
NABIL 0.3259 0.1062 0.2664 1.5984
Everest 0.7035 0.4949 0.1524 0.9144
SBI 0.2167 0.0469 0.2841 1.7045

Sources: Appendix 1

The table 4.27 shows that NABIL, Everest and SBI have insignificant value of ‘r’
since value of ‘1’ is less than 6*P.Er. The values of coefficient of correlation ‘" of
NABIL, Everest and SBI are 0.3259, 0.7035 and 0.2167 and values of 6*P.Er of
NABIL, Everest and SBI arel.5984, 0.9944 and 1.7045 respectively. Hence, there
are no relationships between interest suspense and interest income in all the
three banks.

4.4.6 Co-efficient of Correlation between Provision for Loan Loss and

Advances

The correlation between provision for loan loss and loan and advances measures
the degree of relationship between two variables. Provision for loan loss is
dependent variable and loan and advances is independent variable. Loan loss
provision is the product of loan and advances and these two variables are
correlated. The main objective of computing ‘r’ between these two variables is to
justify whether loan loss provision increase in the same proportion of increase in

loan and advances.
Table 4.28

Correlation between Provision for Loan Loss and Loan and Advances

Banks Evaluation Criterion

r R2 P.Er 6*P.Er
NABIL 0.9456 0.8942 0.0319 0.1914
Everest 0.9963 0.9926 0.0022 0.0132
SBI 0.3050 0.0930 0.2740 1.644

Sources: Appendix |
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The table 4.28 explains that NABIL and Everest have significant value of ‘r” since
its value is greater than the value of 6*P.Er. Hence, there is positive relationship
between provision for loan loss and loan and advances. In SBI, there is small
value of ‘r’ than 6*P.Er, so value of ‘r’ is insignificant in this case and has the

negative relationship between provision for loan loss and loan and advances.

4.4.7 Co-efficient of Correlation between Interest Income and Net Profit

The correlation between interest income and net profit measures the degree of
relationship between these two variables. The interest income contributions a
major portion of total volume of joint venture banks income. In this analysis,

interest income is independent variables and net profit is dependent variable.

Table 4.29

Correlation between Interest Income and Net Profit

Banks Evaluation Criterion

r R2 P.Er 6*P.Er
NABIL 0.9887 0.9775 0.0068 0.0408
Everest 0.6626 0.4390 0.1692 1.0152
SBI 0.8669 0.7515 0.0749 0.4494

Sources: Appendix I

The table 4.29 explained that the value of ‘r" in NABIL and SBI are significant and
relationships between these two variables are certain, as the value of ‘r’ is more
than 6 times of P.Er. The value of ‘r’ in Everest is not certain and significant. It

shows negative relationship between these two variables in case of Everest.

4.5 Major Finding of the Study
In this research mainly secondary data are used in the analysis of computed with
the help of different financial and statistical tools. In financial tools ratio analysis

have been used and on statistical tools standard deviation, co-efficient of
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variation (C.V.), correlation co-efficient and trend analysis has been used. A
primary data analysis is done from the information collected from structured
interview with the concerned banks officials. This chapter focuses on the major

findings from the year 2006/07 to 2010/11.

The major findings of the financial and statistical analysis are presented here.
Lending Strength in Relative Term
The total asset to total liability ratio remained almost constant in the study period

of all the three banks. SBI has slightly less than NABIL and Everest bank.

Loan and advances to total assets ratio has been fluctuating in the study period
of NABIL, Everest and SBI banks. NABIL has tendency to invest in government
securities has resulted in lowest mean ratio of loan and advances to total assets
ratio. The increasing ratio of loan and advances of Everest except in years
2007/08 and 2010/11 has resulted in highest mean ratio of loan and advances to

total assets ratio.

Everest has the highest loan and advances and investment to total deposit ratio
which refers that it has maximum mobilization of deposits than other banks. The
ratio of loan and advances and investment to deposit ratio measures the portion
of total deposit that is used to increase the income of the banks irrespective of the
portfolio of its application. The mean ratio of NABIL has lower than combined

mean ratio. NABIL has not been able to mobilize the deposit.

The ratio of loan and advances to shareholders equity has gained the significant
importance in measuring the capital fund and contribution in loan and advances.
The combined mean is slightly deviated from the mean ratio of the bank, which
indicates that there is significant difference in the performance of the banks.

Everest has the highest mean ratio i.e. 12.7153, which is slightly deviated from
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the combined mean of the banks. The ratio of NABIL is lowest and it is lower

than the combined mean and slightly deviated from combined mean.

The ratios conclude that Everest and SBI have successful to advance high volume

of credit as much as the capital fund allows it than NABIL.

Lending Strength in Absolute Terms

The loans and advances of NABIL are highest of all the three banks. Loans and
advances have been increasing trend over the study period. The highest ratio of
NABIL i.e. 17601.89 and SBI has the lowest ratio i.e. 10109.30. CV has also lowest
of SBI i.e. 31.59. Therefore, the performance of SBI is more consistent and Everest
is least consistent.

Lending Efficiency and Its Contribution in Total Profitability

SBI has the highest loan loss provision and NABIL has lowest loan loss
provision. NABIL has been decreasing trend in all the study period. Everest and
SBI have been decreasing order in the study period except in year 2006/07.
NABIL has lowest mean ratio and it indicates that the banks are working
towards reducing the non-performing loans and following good lending policy

for the new loans.

Non-performing loans out of the total loan and advances is highest in case of SBL

NABIL and Everest have lower non-performing loan than SBI.

In year 2008/09, 2009/10 and 2010/11 Everest has highest percentage of
performing loan than NABIL and SBI banks. In year 2008/09 Everest, NABIL
and SBI have 99.19, 98.88, and 95.44 percentage of performing loan respectively.
In year 2009/10 Everest, NABIL and SBI have 99.37, 99.25, and 96.16 percentage
of performing loan respectively. In year 2010/11 Everest, NABIL and SBI have
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99.52, 99.19, and 97.98 percentage of performing loan respectively. Everest’s

quality of loan is better than two banks.

The ratio of interest income from loan and advances to total income shows that
there is a large contribution of interest income in the total income. SBI has
highest mean ratio and Everest has the lowest mean ratio. NABIL has lower

mean ratio than the combined mean ratio.

The ratio of interest expenses to total deposit shows that, the mean ratio of SBI
has highest than other two banks. NABIL and Everest mean ratio is lower than

combined mean ratio.

SBI has the highest ratio of interest suspense to interest from loan and advances.
It's ratio also higher than combined mean. Everest has lowest mean ratio and
best among the banks. Since, high ratio is unfavorable. It indicates that the
borrower’s default in paying the interest or either it could be lack of strict

measures to collect the interest in the bank.

The interest income to interest expenses ratio of the banks are not widely
deviated. The highest mean ratio of NABIL, with one rupee of interest expenses

it has been able to earn Rs.3.18 highest among the banks.

Growth Ratio

The growth ratio of total deposit and loan and advances by analysis of five years
of study period found out that Everest has highest growth ratio and it has
improved exceptionally well in collecting deposits and extending loan and
advances where as NABIL and SBI has more steady growth ratios and has not
been able to increase substantial amount of deposits and loan and advances

yearly.
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The growth ratio of investment of Everest is highest. SBI has lowest growth ratio

in comparison with Everest and NABIL. So SBI has decreased its investment.

The growth ratio of net profit of SBI is highest and that of NABIL is lowest. It

indicates that the performance of SBI is good with respect to increase in profit.

Co-efficient of Correlation and Regression Analysis

Correlation co-efficient between total deposit and loan and advances of all the
banks show positive relationship between these two variables. This shows value
of ‘1’ is significant. There are significant relationship between deposit and loan
and advances and the banks are mobilizing their deposits as loan and advances

successfully.

Generally, correlation of investment and loan and advances of Everest bank
shows positive relationship. Everest has highest correlation in investments loans
and advances and NABIL and SBI have negative relationship between

investment and loan and advances.

Correlation co-efficient of shareholder’s equity and loan and advances shows
that all the banks have significant value of ‘r’. This shows high degree of positive

correlation between shareholders equity and loan and advances.

Correlation co-efficient of total income and loan and advances of all three banks
have significant value of ‘r’ i.e. positive relation between total income and loan

and advances since value of 6*P.Er is lesser than value of ‘r’.
Correlation co-efficient of the interest suspense and interest income of NABIL

and SBI have insignificant value of 't and it shows negative relation between

interest suspense and interest income. Everest shows positive correlation and has
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positive relationship between interest suspense and interest income. Everest has

high degree of correlation. SBI has low degree of correlation.

Correlation co-efficient of provision for loan loss and loan advances shows that
NABIL and Everest have positive correlation between provision for loan loss and
loan advances and SBI has negative correlation between provision for loan loss

and loan advances.

Correlation co-efficient of invest income and profit shows that there is no
relationship in case of Everest and positive relation between invest income and

profit in case of NABIL and SBI.
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CHAPTER-V
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

This chapter highlights some selected actionable conclusions and
recommendations on the basis of the major findings of the study derive from the
analysis of NABIL, Everest and SBI bank. In order to carry out this study mainly
secondary data are used. The analysis of the data is carried out with the help of

varies financial and statistical tools.

5.1 Summary

Lending is one of the most important functions of a commercial bank and JV’s
bank and the composition of loan and advances directly affects the performance
and profitability of the bank. There is intense competition in banking business
with limited market and less investment opportunities available. Every bank is
facing the problem of default loan and there is always possibility of a certain
portion of the loan and advances turning in non-performing loan. A study of the
liquidity position loan and advances, profitability, deposits position of the
commercial banks are analyzed and the banks lending strength, lending

efficiency and its contribution in total profitability has been measured.

In this study, “the financial tools - ratio analysis via asset management ratios and
profitability ratios are calculated to find out the lending strength of the
commercial banks. Also growth ratios, statistical tools like mean, standard
deviation, C.V. and coefficient of correlation. The data used in this research is
secondary nature and extracted from the annual reports of the concerned banks
and website of Nepal stock exchange. The financial statements of five years

2006/07 to 2010/11 were selected for the study purpose.
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The analysis of lending strength in relative terms the ratio remained almost
constant in the study period of all the three banks. EBL has slightly less than
NABIL and SBI. Similarly SBI is most successful in collecting cheaper funds and
its major portion of deposits consists of non interest bearing deposits. The cost of
deposits is the major expense of a bank. Everest is properly utilizing the collected
deposits (funds) in terms of loan and advances and investments. There are no
idle deposits and hence maximum utilization of funds in loan and advances and
investments. Similarly SBI is also successful in converting liability into assets, in
terms of investment made, from shareholders equity; it has successfully

generated proportionately higher volume of loans and advances.

The analysis of lending strength in absolute terms, NABIL has advances large
volume of loan and the interest income from loan and advances is highest among
the banks. Due to high volume of loans and advances the provision for doubtful
debts is also the highest which indicates its superior performance than other two

banks. However NABIL has the highest net profit followed by Everest and SBI.

The activity ratio shows that Everest has better performance than NABIL and
SBI. The lowest loan loss provision ratio is the indicative of better performance of
Everest than the other two banks in judging the borrower needs and quality of
the borrower NABIL performed better than Everest and SBI because its interest
suspense to interest income is the lowest. It indicates that the borrower’s default
in paying the interest or either it could be lack of strict measure to collect the
interest in the bank. SBI's high loan loss provision reflects the increasing
possibility of non performing loan out of total loan and advances. However, it
has been found that the ratio of loan loss provision to total loan and advances is

non increasing trend.
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NABIL has the highest mean ratio of interest income from loan and advances
which shows a large contribution of interest income to the total income and SBI
has the lowest. NABIL’s mean ratio is higher than the combined mean. SBI is
successful in collecting low cost of deposits by its modern and personalized
customer services. The low cost of deposit as shown by interest expenses to total
deposit ratio has resulted this ratio of SBI to be the lowest. NABIL has lower
interest suspense out of total income from loan and advances. SBI has the highest

ratio of interest suspense.

Everest has maintained highest ratio of growth in total deposit, loan and
advances and net profit but in growth ratio of investment lower than SBIL
However, the growth of Everest is limited to growth ratio only and does not
maintain the highest growth in volumes. The liquidity position of these three

banks is likely to increase in the near future.

All the three banks are fluctuating in loan and advances and total deposit ratio
0.1 and increasing trend in total investment and to total deposit. The commercial
bank has been following NRB directives in terms of loan loss provision and loan
classification as the figures are revealed in the appropriate heading in their

annual reports.

5.2 Conclusion

The overall performance of all the JV’s banks is satisfactory. Due to high volume
of loan and advances NABIL has provision for doubtful debts also. However,
NABIL has the highest profit among the banks as a result of low cost of deposits,
consists good quality of assets in total volume of loan and advances as shown by
the result of loan loss provision to total loan and advances ratio and a lower
interest suspense account. The interest suspense proportion of SBI is the highest

among the banks.
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Everest has performed exceptionally well in increasing the growth ratio of
deposit, loan and advances and net profit however its performing loans portion

is highest among the three banks.

All the banks have good lending procedures, preliminary screening is done of all
the loan application, credit appraisal and financial position of the business and
cash flows of the proposal is given high importance which is essential criteria for
loan approval. There is proper control mechanism like delegation of authority,
follow up visits and books of accounts inspection of the client which result in
good performance of the banks. The banks are following NRB guidelines of loan
classification and provisioning which makes the banks financial position strong
instead of holding high volume of non- performing assets in addition to all the

guidelines followed of NRB and the banks internal policy.

5.3 Recommendations
On the basis of analysis and findings of the study, following recommendations

have been forwarded.

The ratio of non- interest bearing deposit to total deposit of Everest is the lowest
and as a result of this it has highest ratio in interest expense to total deposits.
There is high propensity to grow in loan and advances. Therefore, this bank is
suggested to reduce the interest rate. Consequently the volume of interest
bearing deposit in its deposit mix will reduce and as a result the gap between
interest income and interest expenses will increase which will provide new
lending opportunities. Then it will offset the liquidity arising from high
propensity of deposits. The bank is further suggested to launch new schemes for
low interest bearing deposits as a result of which the consumer’s focuses on the

facilities rather than the interest provided on deposits.
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The interest suspense to interest income from loan and advances is high in case
of SBI. The increase in interest suspense account will increase risk and the
profitability of the bank will decrease. Therefore, these banks have to improve its
interest turnover rate to decrease the ratio of interest suspense to interest income
from loan and advances. This bank has to concentrate on recovery of interest and
loans advances, plan and act accordingly for proper collection of interest

repayment schedules.

Everest contribution in loan and advances is the lowest and this has high degree
of variation as compare to NABIL and SBI. Lending is most important function of
commercial bank. The low tendency towards lending affects the performance of
the banks in long term. Low level of lending and investment activities will affect
the economy of a country by low level of productivity and employment
opportunities. This economic slackness will eventually affect the banking
business also. Therefore, Everest bank is recommended to at least this growth of

loan in the coming year also.

The high amount of provision on loan loss and high volume of non-performing
loans of SBI is certainly not sign of efficient credit management. SBI bank is
recommended to revise its current policy and improve its credit management
techniques and take major steps in recovering of the non-performing loans.
However, there has been an improvement in the non-performing loans in

reducing its portion during the 2006/07.

The low percentage of non-performing loan and low provision of loan loss of
Everest is not entirely due to proper lending and investment policy of the bank.
The portfolio of the bank has low deposit cost, increased foreign currency
deposits and high portion of fee based income and exchange earning due to

fluctuation is the main source of its income and has contributed comparatively
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less in the core function of the bank. Since the bank is less oriented in the lending
activities it has low ratio of provisioning and low percentage of bad debts. The
portfolio of loans seems, due to the compulsion of NRB directives and
guidelines. However, Everest bank should realize that if the exchange income is
reduced due to strength of Nepalese currency in future and the fee based
activities decline due to the economic slackness the existence of the bank may be
questioned in future. Therefore, this bank is highly recommended to focus on
lending activities. Everest’s should increase the sustainable banking practices

and emphasize more on lending functions besides its fee-based activities.

The low ratio of loan and advances and investment to total deposit indicates that
NABIL has not been properly mobilizing its fund. The lending functions have
not been fully utilized. Therefore, it is suggested to invest the funds as an idle
deposit is a cost to the bank. The bank with the marketing efforts should increase
its facilities on credit. As a result of increasing in lending activities, its

profitability will further increase.

Banks does not provide loan without collateral. It is recommended that proper
assessment and viability of the project should also be considered apart from the
traditional concept of collateral based lending. If there is good proposal and all
other factors of credit analysis are fulfilled then collateral should not be the only
deciding factors for advancing the loans besides following the proper guidelines

and policy of credit appraisal.

There has been communication gap between the banks is lacking even through
they are on the same business. Banks need to develop a mechanism for inter
bank transparence, a committee which will help the better understanding of the
various types of risk, disseminate information regarding bad debts and fraud

cases, minimize customer misleads and practices fair competition.
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	 The study is concentrated only on those factors that are related with credit policy.

