CHAPTERI
INTRODUCTION

1.1 Background of the Study

Financial institutions are the companies that engage in the budesdsyy with financial
and monetary transactions such as deposits, loans, investments, and exchang
currencies. Financial institutions encompass a broad range of lBusp@stions within
the financial services sector including the depository and non-depositsiutions.
They include commercial banks, saving institution, credit unions, fenaompanies,
mutual funds, securities firms, insurance companies and pension fumastkat where
the financial institutions operate and play the role of intermiediand transact financial
securities is called a financial market. Financial insotgiare considered as the players
of the financial market. Financial institutions are one of the mgsbrtant participants of
any country's financial system that play a vital role in deftgng the effectiveness and

efficiency of the financial system.

Financial institutions hence represent the vital infrastruchimaugh which money flows
from saving units to investors in various economic sectors. Thethatdeey role players
of effective and specific companies, commercial banks, micro fingnastitutions,
provident fund, insurance companies, security markets, citizen investnasht and
credit security operations. Financial sector is fundamental teffeetive functioning of
the market economy primarily because this sector is respofsikiiee supply of money
to the market through the transfer of funds from investors to th@amies as saving
mobilization in the form of loans, deposits, investments, credit alboggppayments, and
fund transfer services. Hakkio & Keeton (2009) stated that the temsithre financial
sector could slow down real economic activities through various clsasmeh as delay
in investment, decline of consumption and tightening access to creddarditg to Allen
& Charletti (2008) the efficiency of the process through whichngsvare channeled into
productive activities is crucial for growth and general welfarank® and financial
institutions are one crucial part of this process. According theRic(2011), financial
institutions play a crucial role in the growth and prosperity ofeb@omy since they
provide easy credit flow and boost economic activity by raising imes#t in productive

and profitable sectors.



Rajaraman & Vashistha (2002) argued that a sound financial sectmré important for
the economic growth of any country. Better performance of theseciatanstitutions
plays a significant role for the economic prosperity of any cowarid/poor performance
of these institutions results in the slowdown of economic growth arspgmity around

the financial world.

Banks
Banks are generally referred to as financial institutions éin@atengaged in accepting

deposits from customers, and investment them in loans simultaneausiypgle terms,
they are termed as the establishments for the custody of moh&n Mwvpays out on a
customer's order. Simply as the intermediaries, banks are dhe imfportant players of
the financial market. Banks play a key role in financial stgtbélnd the economy of a
country. In the words of Mithani (1985), a bank is an institution whose kranken in
order to settle down other people’s loans to each other. The work ofkarpbaence,
consists of taking debts of others, and offering them in a way to generate monetery val

The evolution of banking business goes back to fourteen century.tlstirsed from
Renaissance Italy. The initial banks performed the work continuing of concept araf ide
credit providing that were well rooted in the ancient world. Medithe Fuggers, the
Welsers, the Berenbergs, and the Rothschilds were notably the iéynafsbanking.
They continued to play the key role for many centuries. Banca Miemteaschi di Siena
(founded in 1472) is recorded to be the oldest bank, which still etisteui. Berenberg
Bank (founded in 1590) is considered to be the oldest merchant bank that still exists.

Commercial Banks
A specific type of bank that performs the role of depository uigiit and hence plays

the role of an intermediary between saving unit and borrowing args called

commercial banks. They are categorized as A-class institutby the central bank of
Nepal. Commercial banks basically channel funds from saving tonite investors who
need it. They collect finances from the individuals, corporate bodiega@inments and

use them to lend to the units who need it.

The function of commercial banks consists of creating short teams|to businesses.
They create money in this process. The Economic Discussiontevebsarly defines

them as those financial institutions established to carry oufutietions of receiving



money as deposit from the customers and making an investment in suah that
generates profit to the bank. The commercial banks are theitiosts that earn profit by
doing what they are formed to do-the banking businesses of depositaaadHRinancing
of trade and commerce with loans of shorter term is somethinggéregrally do. They
charge high rates of interest from the borrowers but pay mushdesof interest to their
depositors with the result that the difference between the te® generates interest. This
ultimately is the earning for the bank as a primary source dit mothe commercial
banks. In Nepal, commercial banks are governed by Nepal RastkauBder the Banks

and Financial Institution Act, 2073 (2017).

Table1l.1List of Commercial Banks of Nepal licensed by NRB until Jan 2021

S.N. Name of the Bank Date of
Establishment
1 Nepal Bank Ltd. 1937/11/15
2 Agriculture Development Bank Ltd. 1968/01/21
3 Nabil Bank Ltd. 1984/07/12
4 Nepal Investment Bank Ltd. 1986/03/09
5 Standard Chartered Bank Nepal Ltd. 1987/02/28
6 Himalayan Bank Ltd. 1993/01/18
7 Nepal SBI Bank Ltd. 1993/07/07
8 Nepal Bangaladesh Bank Ltd. 1994/06/06
9 Everest Bank Ltd. 1994/10/18
10  Kumari Bank Ltd. 2001/04/03
11  Laxmi Bank Ltd. 2002/04/03
12  Citizens Bank International Ltd. 2007/04/20
13  Prime Commercial Bank Ltd. 2007/09/24
14  Sunrise Bank Ltd. 2007/10/12
15  Century Commercial Bank Ltd. 2011/03/10
16  Sanima Bank Ltd. 2012/02/15
17  Machhapuchhre Bank Ltd. 2012/07/09
18  NIC Asia Bank Ltd. 2013/06/30
19  Global IME Bank Ltd. 2019/09/04
20 NMB Bank Ltd. 2019/09/28
21  Prabhu Bank Ltd. 2016/02/12
22  Siddhartha Bank Ltd. 2016/07/21
23  Bank of Kathmandu Ltd. 2016/07/14
24 Civil Bank Ltd. 2016/10/17
25  Nepal Credit and Commerce Bank Ltd. 2017/01/01
26  Rastriya Banijya Bank Ltd. 2018/05/02
27  Mega Bank Nepal Ltd. 2018/05/13

Source: Nepal Rastra Bank's website, Mid Apr.

2022



Non-performing Assets
Non-performing assets (NPAs) are referred to as the loame ragailable by the

commercial banks but are not returned by the clients even thowgalieady due. When
those loans are not repaid by customers on time and that failglbthe banks refer to it
as a non-performing asset. The 2022 directive of Nepal Rastra Bank logmertbiahing
loans are grouped into pass categories and non-performing loaree doans that fall
under sub-standard and loss category. This implies that the loaaselmaerdue for over
90 days are categorized as non-performing loans by the Nepah Rzenk. Non-
performing assets are grouped under the classified loans tyebgves of Nepal Rastra
Bank. It categorizes the non-performing asset into two groups atasdard loan and
loss loan. The bank directive further states that a loan is non-peripiinthe interest of

principal amount has not been paid for ninety days or more.

Table 1.2 Latest loan classification and provision as per NRB directives 2022

L oan Classification Duration of hon-payment Loan LossProvision
Pass/standard Less than 3 months 1%
Sub standard 3 months to a year 25%
Loss More than a year 100%

Source: Directives for Commercial Banks as published by Nepal Rastra Bank 2022.

It is often cited that the performance of the bank is asdessry well by the amount of
non-performing assets (NPAS). It is an essential means égsabksw fit the bank is in
terms of its performances. The fraction of amount that a bankidaibsceive against the
loan that they provided to their clients is termed as NPA. Tdek kand financial

institutions need to be very careful when issuing new loans. This ihamkaffects the

profitability and the economic growth in the other. (Prabhavathy, 2022)

It is possible to receive profit when a bank is able to receigk their loans with interest
from their clients. Otherwise, banks can not generate profits. The @tonomy is
affected by the bariks profitability. Policies of the banks are also responsible for
increasing the amount of NPAs in the context of Nepal. They ulate the policies
thinking that more income is possible when investment is exterisigealso notable to
mention here that the borrowers pay back loans not when they adeutiwehen the

repayment policies are tight. (Pokharel & Pokharel, 2020)



Gnawali (2018) refers to a non-performing asset (NPA) as the poavided by an
individual commercial bank but that their customer fails to pay batk it falls behind
in terms of due date. When the provided loan is not paid back by custbrgees past
due, the bank classifies it into non-performing assets. He srésseimportance of
financial institutions in the growth of the economy, as it canhieebiackbone for the
smooth movement of credit from saving units to investing units. #tesechances for
investment for creating job opportunities in the profitable indust@essequently, good
financial institutions are considered crucial for the stabilitir@ncial systems. Financial
stability of any country is backed up by the banking industry's teng- efficient and
effective performance. The amount of credit a bank provides to pemplardfitable
endeavors increases the rate of the country's economic growth anelsatssuccess in
the long run.

The increase in non-performing loans can lead to an adverse impda profitability
and growth. This is because it accelerates the possibilitgdoicing its earnings. As the
client fails to repay the loan, it turns out to be non-performegit the principle amount
or the interest. When the loan turns bad, the bank has a high chdose i3 principal
loan amount. When the interest is not received, profit of the bank Sdtelines. The
capital of the bank also gets decreased when they fail toveet®e principal loan
amount. This will raise a question mark on the bank’s stability arsleexe. (Das &
Uppal, 2021)

Singh (2012) states that significant exercises are being nyaithe ltommercial banks in
order to limit the level of non-performing assets and reduce the profitabsinaints. His
findings claim that it is tried by every commercial bank td sat this issue. A constant
source of worry is the extent to which performing assets haveedlipgo the category of
non-performing assets. Even if the commercial banks' recovefiemrmperforming
assets accounts during the past few years were large, thentaaf new accretion at that
time was also notably substantial. Due to an increase in the nuohbeew non-
performing assets and periodic tightening of NRB regulations|etw of NPA has
increased, undoing whatever reduction that had been made. Due to thal#e®rit is
impossible to completely eliminate non-performing assets fronbah&ing industry, but
their occurrence can be reduced. To minimize non-performing asseats,always

advisable to adhere to adequate policies for credit appraisal, sigeraisd follow-up of



advances. Armed with the recently passed Securitization Act, the banking saatangs
to lower its non-performing assets with full might. Although thehast provided banks a
lot of leverage to recover their non-performing assets, itstef@ess depends on how
properly and firmly it is enforced. As a significant portion of norfgrening assets are in
the hands of powerful industrialists, only a strong political comnmitroa the part of the
government to take action against these individuals will have asipkeautcomes. The
issue of NPAs has been drawing the attention of the regulatorserbapolicy makers
and academicians alike. A loan when turned non-performing affieetsecycling of

credit and creation of new credits.

Non-performing assets are the key factors to decide the fihdreath of most of the
Nepalese commercial banks. Efficiency of performances istaffdy the liquidity of the
banks. Hence, the efficiency and overall performance indicated biapilify of the

banks is affected. Similarly, according to Ahmed (2010) non-perforragsgts have
become vital for evaluating the bank’s financial soundness, detelogngpssible issues,
and sound supervision is essential in order to enhance the perfosnudrizanking and

financial institutions.

Profitability of the banks is also affected. It is becausghdr amount of NPA requires a
higher amount of provision to be kept in reserve. A reserve needssephmted against
the non-performing loans that take a substantial amount of profit. This not onl dlffect
lenders but also the agents involved in accelerating economic grakiding the policy
makers. Fast tracking this paper, we examine the trends inNbR@Ak in Nepal from
various dimensions and explain how mere recognition of the problem |&ncosgtoring
has been able to reduce it to a great extent in the last ddtaalso shows that
commercial banks in Nepal, which function to some record in redidiP@s as their

counterparts in the public sector.

Michael (2006) asserted that the efficiency of operation is yighlated to the non-
performing assets that hindered upon the profit generating capacitliquidity of the
banking institutions. In addition to having an impact on profitability, lidqujdand
competitive functioning, non-performing assets also had an impact on bankers'
psychology with regard to how they allocated money for crediivety and credit

expansion, according to Batra, S. (2003). Non-performing assets cse@tedn effect



that threatened banking existence and expansion and, if not adequatatyethaesulted

in financial collapses/bankruptcies.

The above discussion shows that the studies dealing with non-perfornsiety asd
banks profitability in Nepalese commercial banks is so important.grhthere are such
findings in the context of different countries, no such findings usingntetata exist in
the context of Nepal. Thus, to deal with the different views of NRi&, study has been
conducted to test the impact of NPA on bank profitability in the comialdbanks of

Nepal.

1.2 Statement of Problem

The topic non-performing assets (NPAs) and profitability is onehose empirical

guestions that continuously draw the attention of many reseaiohi@nance. Extensive
amounts of research have been conducted in order to examine tlwshklp between

NPAs and profitability in several countries. According to Singhalef2021) the reason
behind the consideration of non-performing loans as bad debt is bebatesés a less
chance to receive it when the customer fails to pay back on thelata. Not only the
cash flows but also the stock price of the bank is negativelytedféxy the larger amount
of NPA. Banks need to take many strict measures to recbeer lbans. The sound
accounts of profit and stock price attracts the investors. Buthdhgyerforming loans
compared against total assets of the bank are seen to attsagmificant amount of

uncertainty.

Ongore & Kusa (2013) suggest that the economic growth of the cauistisgnificantly
connected with the profitability and performances of the banksing@stor receives a
satisfactory return on their money put into the share of the finenvit performs well in
terms of profitability. Investors will be further attractexinvest their money in shares
which further contributes to the growth of the economy. The economy tpside down
when the banks do not perform well in terms of profitability and returns. A sound banking
system not only benefits the shareholders but also boosts the cowtmyiomy when it
performs well. The study suggests that a monitoring body neededely observe the
banking and financial institutions. Profit means the income of the difter deducting
taxation to be paid to the government. Profitability is measurethiiys of return on

assets and return on equity. Gross domestic product, inflation, ismpdrexport of the



country, interest rate are a few factors that affect #igo rof profitability. The

profitability is determined by both internal and external factdhe internal factors of
bank profitability influence the decision of bank management andypobjectives. The
profitability of a bank reflects how the objectives, policies andtmpes are set by the

bank management.

Demirguc-Kunt & Huizinga (1999) and Barr, Killgo, Siems, & Zimn{2002) study
finds that large amounts of non-performing assets have been obsemalethe banking
and financial institutions before they turn bankrupt. Chijoriga (2000uding many
other researchers suggest less profitability has a sigmtifisagative connection with
having excessive NPAs that resulted in bank failures. It isedvdinat all over the world,
financial institutions face enormous risks of non-performing ass&PA)
Nonperforming assets are not only argued to adversely affefithémeial performance of
financial institutions, but they also have other far reaching irpdios. This is due to the
fact that, other potential borrowers may fail to access cfadilties since part of the
funds that could be extended as loans by financial institutionstitirieed to NPAs. The
NPAs also affect the economy of a country, which is why itde®me necessary to set
guidelines for enabling financial institutions to mitigate NPA8atgai, Bosire, &
Gathogo, 2006).

The majority of the assets that occupy the space for colpotvenue are discovered to
be bank loans. The primary asset from which commercial banksedéewr revenue is
the loan. The profitability of banks is based on how qualitative their paatfolio is.
Bank profitability is directly related to the quality of the Igaortfolio. Losses resulting
from past-due loans significantly pose the risk to the banking institutions. Takingttha
account, the best indicators of asset quality are hence tbheofaton-performing loans.
Different financial ratios are used by different reseasheranalyze the performance of
banks. The goal of all commercial banks is to maintain a low lk&vabn-performing
loans. This is true since a bank's performance in terms ofgiitfy is impacted by high
nonperforming loans. Therefore, a low ratio of non-performing to totals indicates
that a bank's portfolio is in good shape. The performance of tileibamproved by a
lower ratio. (Sangmi & Nazir, 2010).



In the same way, the study conducted by Javaid, Zaman, & Gaffor (@0thk) Pakistani
banking sector provided similar results. This study was carrietb @ralyze what would
determine the profitability of banks in Pakistan. They took a sampleno€ommercial
banks from 2004 to 2008. Their focus was only on the internal factors. @hagdcout
the study by using the pooled ordinary least square method. Bsttkaloans, equity,
and deposits were considered to be the primary determinants ofalpitit§i. This
research found out a valid connection between these internakfaetoonclude that they
are the major determinants. Managing the credit risk of the \waslpossible by focusing
on non-performing assets (Batra, 2003). The banks hence would corcémiamain
effort in recovering their loans rather than issuing new loanscéjeProfitability of the
bank is primarily affected by NPAs. The increase in NPA® amplies other things.
Banker's mindset on expanding new loans in the productive sectorffedt ghe whole
system. They might shift their focus on investing in governmenirises such as t-bills

or bonds in order to minimize the uncertainties, which will not be conducive for banks.

Michael (2006) emphasized that NPA in loan portfolios affect operationaleeitizi This

in turn affects profitability, liquidity and solvency of banks. The &amdcommercial banks
show the same results. For example, the study conducted by 2Dt®) fevealed the
negative relationship between the NPA and profitability. The study eeaducted to
analyze the impact of NPA on banking performance of nationataeks of India. It was
observed that the banks had not been able to get high profit during #erse Vhis

indicates that there are other factors also responsible to inénthe profitability of the

banks. This gives light to the need of research on looking at other reasons.

1.3 Resear ch Questions
Though there is above mentioned empirical evidence in the context ofoplede
economies, most of that evidence is almost non-existence in the tcoft®&epal.

Following questions will be addressed by this research work.

1) What is the relationship between non-performing assets and prdiitalbiNepalese
commercial banks;

2) Is the deposit related to the profitability of these commercial banks?

3) Does the total asset affect the profitability of commercial banks?

4) Does the total loan affect the profitability of commercial banks?



1)

2)

3)
4)
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1.4 Objectives of the Study

This study is aimed at examining the impact of Non-performisgtason the profitability
of commercial banks. The primary objectives for the research are:

To examine the relationship between non-performing assets and hplivfitaf Nepalese
commercial banks.

To analyze the relationship between total deposit and profitabilithefcommercial
banks of Nepal.

To evaluate the effect of total assets on profitability of commerciddsbaf Nepal.

To investigate the effect of total loan on profitability of these commidraizks.

1.5 Rationale of the Study

This study will help to understand the functional relationship betweeatouga

explanatory variables and Non- performing assets in the cont®&Hl. This research
will spotlight the problems stated and offer suggestions, which inviourid be very

useful in formulating NPA policies and procedures for NepalesesfiThus, this study
will be significant in examining NPA guidelines followed and capusances on the firm’s
performance. Many researchers are now carrying out theirestuwi non-performing
Assets practices in terms of Nepal. Many important aspdmist NPA have not been

revealed yet but are in process to be spotlighted.

Banks focus on the loan and advances for increasing profitability.bkkdause they are
the primary source of income and the reason why they exist abdsieess. It means
interest earned from such loans and advances occupy major space in theestatement
of the bank. As a business institute, a bank aims at making hafjespnce loans and
advances are more profitable. However, the bankers need to undeisah the major
risks are associated with the loans and advances. Most of the ahkissfin the world
are connected to the decrease in loans and advances. Loan is kijgthmisk zone and
is kept a close eye on them. While the good loans are the priogesof earning, bad
loans can ruin the banking business. Not only the amount of investmeattihak can
make in productive loans, but also the amount that it can get backtabgasesloans will
determine the success of any bank. The loan is only performingnlban it is able to

generate money when it is due.
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Researchers often claim that the problem of NPAs has beeg imsNepalese banking
and financial institutions. High level of NPA has been troubling the baoksdays,
which has been the subject of headache to the banking sector pattddebanking
industry. The research will study the relationship of profitabiith its inherent factors
such as loans, deposits, total assets together with the non-perfasagtg. In addition to
pinpointing the weaknesses prevalent in them, suggestions will be pronideder to

improve the risks and enhance the profitability.

1.6 Limitations of the Study
This study used financial statements published by annual repfodample Nepalese
commercial banks. Some of the limitations of the study are listed below.

1) This study is based on secondary data that are basicathcted from the audited
financial reports of the commercial banks chosen from quota samnmpditigpd, so finding
of the study may not be suitable to be generalized.

2) Lack of relevant literature on non-performing asset and bankagidify of Nepal by
previous researchers applying the quota sampling method hinders the study.

3) Though the objective of the study is to test the relationship betwee exploratory
variables and bank profitability and performances (i.e. by using,RRI¥E, and NIM),
this study has not used variables like Earning per share, nonmegoloans to total
assets etc. that could have high explanatory power.

4) This study does not consider all the factors that affect thie fpperformance. There can
be other factors such as GDP, capital adequacy ratio, inflatiomnipht also affect the
overall performance of the bank.

5) This study is based on the data collected from the sample commercial bahksag not

represent the actual figure of all commercial banks of Nepal.
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1.7 Organization of the Study
The study has been organized into five chapters. The title bfdabese chapters is as

follows:

CHAPTER I Introduction
Introduction chapter comprises background, focus of the study, stdtederoblem,

objectives, significance, limitation, and organization of the study.

CHAPTER Il Review of Literature
This chapter comprises conceptual review related to the topic éncane literature

reviews.

CHAPTER lll Research Methodology
This chapter deals with the method of investigation and includes chs#esign, nature

of the data, data collection procedure and tools used.

CHAPTER IV Results and Discussions
Results are presented in the meaningful format based upon the sumdlgsita and the

result is compared against the literature studies.

CHAPTER V Summary and Conclusions
Last chapter includes the summary of the whole research, conclusions drawthdr
study and implication and scope for future studies.

References and appendices are included at the end of this research.



CHAPTERII
LITERATURE REVIEW

This chapter consists of the review of relevant literaturelabai in different books,
journals, articles, research reports, newspapers, magaziney, goioments that are
consistent with the variables that have been taken for the ddatly.the published or
unpublished literature works have been reviewed. Every study is ety based on past
knowledge, study and experiences. The past knowledge or the previous pradiee

foundation to the study. Various thesis works that have been done inrdifhspects of
non-performing assets of different organizations are also redidar the purpose of

justifying the study.

2.1 Review of Literature

This section presents a thorough review of literature on bank spéagfiors and its
influence on the performance of the banks. It is an integral and mangatmess in
research works that consist of reviewing previous works and othelusmms drawn in
the relevant subject matter. The research aims at drawinglid conclusion by

comparing all kinds of information previously discovered.

A literature review is a concise overview of what has been estudargued, and
established about a topic. It is a summative presentation of tkarcesmade by the
previous scholars. What has been found in the related subject matteharnithey have

contributed in the field of study will be summarized in this secin a chronological

order. The previous findings and differences will also be crijicadimpared to find

similarity and differences. It also entails about the majuatifigs as well as reviewing the
tools and techniques used by the previous studies. Literature revgsvtdeinderstand

where we stand in terms of research in order not to reinvent thel. ltee review of

major literature on non-performing loan effect on profitability lhe&®n organized as
follows:

Review of books, and

Review of previous research works
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2.1.1 Review of Books
There are various studies conducted on the effect of non-performingeféects on

profitability. Sinkey & Greenawaalt (1991) for instance, investidathe loan loss-
experience of large commercial banks in the US. They arguedadtatinternal and
external factors explain the NPA of these banks. These authors $igaificant positive
relationship between the NPA and internal factors such as higlkesntates, excessive
lending, and volatile funds. Boyd & Runkle (1993) found that a negativaoresaip
exists between size and bank performance. This suggests theat anks obtain

proportionately lower levels of profits than the smaller ones.

2.1.2 Review of Previous Research Works
2.1.2.1 Review of Articles

Kavitha (2012) published a report on assessment of non-performing assets on
profitability, its magnitude and impact in Indian public sector bahkder study, the
outstanding previous loan and advances had a serious negative impacitabilityobf

all Public Sector Banks. Similarly, Jhamb & Jhamb (2013) revetied negative
relationship between the NPA and profitability. The study was coeduot analyze the
impact of NPA on banking performance of nationalized banks of Indiasftlty also

found that banks had not been able to generate a higher amount of protiheest
years. It was assimilated that there exists other fatttatshinders the profitability of the

banks.

Singh (2012) performed the study on performance of Non-performsgjsasn Indian
commercial banks. The study summarized the serious issue of nompegassets that
the Indian banking sector is going through. His study demonstitzédhe government
owned banks were seen to have a larger amount of non-performing assets compared to the
banks having private ownership. The study also suggested that, to entpeogfficiency
and profitability of banks the NPA need to be reduced and contrdlleds were seen to
be among the serious issues to take care of in Indian banks. Soundhedsawiking and
financial institution was indicated by non-performing assets.oRednce of the banks
was reflected by it. The major indicators of credit riskrevclaimed to be the non-
performing assets. The successful performance of the bankdetvasental to how well
the non-performing assets were managed as they were seen e lbmavoidable

overloads.
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Empirical evidence shows that there is a negative relationshige&etthe NPAs and
profitability. Eljelly (2014) published her research in order to eranthe determinants
of profitability. She took Sudanese bank as the sample of her stuitesrding to her
results, the internal factors were discovered to be responsibileefqrofitability of the
banks. The profitability was measured in terms of return on afR€t8), return on
equity (ROE), and net interest margin (NIM). Profitabilitgsrvalso affected significantly
by the size of the bank, cost, and liquidity position. Non-performingsl@&i?As) have
been very critically taken into account seriously and are discadiseder the world for
many years. The bank failure is found to be the immediate conseqoérnbe high
amount of NPAs. The quality of assets was found to be a criteterminant to predict
the success or failure. Narayanan & Surya (2014) studies theenfmmmping assets of
Indian commercial banks. Their study stressed that a majot thrétee banking sector is

the level of non-performing assets (NPAS).

The negative association is explained by the size itselfjeldbanks may have
management issues. Also, large banks may have obtained thabyeael aggressive
growth strategy, which is obtained at the expense of margins afitlipitity. Naryula &

Singla (2014) carried out an empirical study on NPAs of Banks i ¢odind out the

impact of NPA, assess the performance and study the reldpdmstween net profit and
NPA of Punjab National Bank. Her findings indicate a positive mabetween total
advances, net profits and NPA of a bank. It also indicates a postateon between

NPA & profits are due to wrong choice of clients by Banks.

Singh (2016) researched on a study of non-performing assets of caatrbanks and its
recovery in India in order to study the impact of NPA on consiaebanks. His study
included the data of NPA for Public sector Banks, PrivateoBdganks and Foreign
Banks. It found out that NPAs would reduce the earning capacity of lzentk®adly
affect the ROI.

Bhattarai (2017) studied the effect of non-performing loans on thetaiiify of

commercial banks in Nepal. It examined the effect of non-parfg loans on the
profitability of Nepalese commercial banks using pooled data atden commercial
banks with 77 observations during the period of 2010 to 2015. The estimatedioggres
results revealed that the profitability indicated by ROAtlké bank was negatively
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affected by the NPAs. Non-performing loan ratio had a posififeEteon shareholders’
return (ROE). Moreover, the results showed that bank size haghiicsint positive
effect on bank profitability measured by ROA and ROE. Thimlystconcluded that
profitability of Nepalese commercial banks was influenceady-performing loan ratio

and other covariates like bank sizes.

Kadioglu, et al. (2017) studied the effect of asset quality on the bafitapility in order

to investigate the effect of NPAs in the profitability in Turk@hey applied a panel
regression method by using the data of 2005 to 2016 taking into account theksS b
using 1809 observations. The research concluded a significant negssiveiatdon
between the profitability (ROA and ROE) against NPL. NPL wasitively associated
with the quality of assets resulting in the lower profitabilityterms of ROE and ROA.
Higher the quality of assets, lower was the NPL and higher R&E ROA were

observed.

Gnawali (2018) found a serious level of NPA in the banking institutioridepial. The

issue of rising non-performing assets has been affecting 'Slepgls. The author
examined the relation of NPA on the commercial banks of Nepabd#eROA and ROE
as dependent variables whereas loan, loan loss provision, CAR, rati® &b ttotal loan,

ratio of TL to TD and size of the banks as independent variablese phidic banks, 10
private and joint venture banks with 24 and 80 observations were takeeseisch had
taken the data of 2010 to 2017. For the statistical measuremengsiegrenodels were
estimated to test how the NPL affects the profitability loé tbanks at different
significance levels. His findings indicated a negative relatipnsf NPA on profitability

of the banks.

According to Bhattarai (2020) NPL has been observed to be the prissary in the
banking industry. The level of NPL determined the stability ofltheks. His research
collected the panel data of 12 commercial banks in order to exémeiregfect of NPL on
profitability. The data was collected from 2014-2018 in sixty obsemsatiHe used the
multiple regression models to analyze the data. The resulireé tdifferent models
revealed that the NPL had significant and negative associatiorthgitteturn on equity.
Similarly, the size had a significant and positive associatidth WOE. The study

concluded that among the study variables, NPL and size had a nol@jdo determine
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profitability. However, the effect of non-performing loans on profitability veamd to be

very strong.

Pokharel & Pokharel (2020) applied the data of 2013 to 2018 in order totlseuhypact
of non-performing assets on profitability in Nepalese commebeiaks. It concluded that

NPA has a significant positive relationship with ROA and firms profitgbilit

Das & Uppal (2021) carried out an empirical study on NPAs andtabdity in Indian
banks. The data of 39 commercial banks from 2005 to 2019 were covered in their
research. The outcome suggested that the increase in non-perfossetgyvaere found to
minimize the profit and performances of the banks. Furtherma@auttome suggested

a negative association between profitability (ROA) and NPA.tdta¢ deposit (TD) and

profitability (ROA) were found to have a positive association.

Prabhavathy (2022) studied the impact of non-performing assets oli’a peofitability.
This study revealed that a high amount of non-performing assgtegaed higher chances
of failures in loan payment that harmed the liquidity of the banks. In order to chelol on t

performance and increase the effectiveness, he strongly recommendedgchNEuks.

2.1.2.2 Review of Theses

Various studies have been conducted offering many theories about hgven@ming
assets (NPAs) and other variables i.e. total loan, total depositsize of the firm affect
profitability measured by ROA, ROE and NI.

Chaudhari (2012) conducted a research on “Non-performing Assets of Ccalmer
Banks" with the objectives of evaluating the impact of NPA on todtability of the
commercial banks, study the internal and the external factorsaffedt the non-
performing assets to increase from the loan and advances, chectethal factors that
influence the effective management of the NPA and its increarahtto examine the
relationship between the non- banking assets and the non-performirsg Assketund out
the internal factors to be responsible for turning good loans into bad Beathsntention,
weak monitoring and mismanagement were pointed as the most respdasiolrs.
Similarly, weak legal provision and credit concentration were fdsod as the least

preferred factors in turning good loans into bad loans. Some faecionsas lack of
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portfolio analysis, not having effective credit policy and shortfall security were
identified as having average effect on NPA growth. In connection textieenal factors,
it had been found that recession, political and legal issues \Igereedevant factors in
turning good loans into bad one. In his study, the legal provision for nrgcase reason
for increment in NPA in Nepalese Banks had found the factors hagsy iinpact.
Supervision and monitoring systems had been identified as averages.fakle
generalized that economic and industrial recession and not having Egah provision
for loan recovery were the major external factors that would heajer contribution for
the increment of NPA. He recommended the Nepalese commieaaies to prioritize the
trade sector for lending its resources. He pointed out that seeiters were not being
given that much emphasis. Nepal SBI Bank Ltd and Nepal Investmehkt [Bd. as on
different headings, subject matter such as financial stremgtisonal integrity and
security, monitoring and control system, avoidance of credit condentratrong legal

system, assets management company, avoidance of undue pressure, etc.

Poudel (2013) conducted a research topic on “Comparative FinanciarrRamte
Appraisal of Joint Venture Banks with References to Everest Bahkahd Nabil Bank

Ltd.” with the objectives of analyzing relations between differatibs and examining

the proportion of comparative financial performance appraisal ofyeimiure banks. His
study especially concentrated on the deposit collection of the bankisimasgment of

the fund as loan and advances. He further focused on utilization and mobilization of funds
and resources of Nepal Bank Ltd. He recommended the banks to try tozendidir
resources efficiently by creating new business. Service ideas wareted to help for the
better utilization of ideal resources and for the economic development of the country

Lama (2014) conducted a study on "Non-performing Loan Managemélaromercial
Banks (with Reference to NIBL)". The study was aimed alyaimay the level of NPLs
and establishing relation between volume of loan and non-performing loaly, thie
impact of the non-performing assets in the profit of commereiak$, and analyze the
trend line of the non-performing loan, loan and advances, @ plovision of
NIBL. His study found that the loan and advances to total depositwasion fluctuating
trends. The bank had a higher ratio in each year and mean too. Itaddica better
mobilization of deposits. The deposits were quickly converted into Eahsdvances to

earn income. The greater ratio meant that the bank lent highamésnin the form of
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loans and advances to earn better returns. The loans and advancéassettaatio was
in a fluctuating trend during the study period. It had utilized dtsltassets more
efficiently in the form of loans & advances. The ratio of provisiehd to total non-
performing loans was found to be sufficiently high. The higher #i® rof NPL
provisioned against loans, the better the cushion against the ristuaf Bban loss. The
ratio of net profit to total loans and advances showed how effigi¢ghd bank had
through its lending activities. The correlation coefficientwieen, loan loss provision
and loans and advances showed that there is positive correlatieebdhese two
variables. The relationship between loan loss provision and loans and advasces

insignificant.

2.2 Research Gap

Many research works related to non-performing assets and prdtijtadsilcommercial
banks have been carried out by different students, experts amachess. Numerous
research works were found in the commercial banking sector. Sadiesswere related
to the case study of two leading banks. But the case study epenfmnming assets of
guota sampling method covering three different types of banks based lhgon t
ownership is comparatively few. From the review related to the studies, ychstsitheen
found as a case study on non-performing asset and profitability snafysommercial
banks. Thus, in order to fill the gap of the existing research wdrissstudy has been
conducted to give a light on the status of non-performing assetfeyedt banks and to
suggest the possible measures for the improvement of profitakilityasoidance of

chances of banking failure in commercial banks.

Based on a study, banks with higher government ownership recorded hmme
performing loans. The study also showed that bank size is negatilatgd to NPAs
while diversification may not be a determinant. (Hu, Li, & Chiu, 2004)is study
analyzed the relationship between NPAs and ownership structuoenafi@rcial banks in
Taiwan with a panel dataset covering the period 2010-2013. This reseaichot only
goes almost a decade back, the author also missed to cover tlie priyaint venture
banks and also the significant factors such as deposits, loan, andtiseem to have

been overlooked.
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Credit growth rate is negatively related to non performing loanso,AROA has a
negative and statistically significant effect on NPLs. Thisultesupports as greater
performance measured in terms of ROA reduces non-performing $mace reduced risk
taking in banks exhibiting high levels of performance. (Boudriga, Taktaldeluli,
2009). This study draws back the evidence of Middle East and NortfaAftmuntries by
comparing Institutional Environment Determinants of Banks Nonperforiroags. They
employed a random-effects panel regression model for 46 counites.Variables
included were credit growth rate, Capital adequacy ratio, rB& @rowth rate, ROA, the
loan loss reserve to total loan ratio, diversification, private mmong and independence
of supervision authority on non-performing loans. The empirical results found in tme othe
country cannot be generalized in the context of Nepal. The neateVorresearch in

Nepalese context is realized.

This present research work is based on the latest data. riging to examine the
relationship between non-performing assets and profitability of INepacommercial
banks, assess the relationship between total deposit and profitability, etiaduetiect of
total assets on profitability, and investigate the effecbtal toan on profitability of the
commercial banks owned by three different types of entitiesotitonly assesses the
descriptive and inferential statistical tools but also appliesesnancial measures to
suggest the outcomes derived from calculations.



CHAPTERI 11
RESEARCH METHODOLOGY

3.1 Resear ch Design

Descriptive and causal comparative research designs have beeiorugedpurpose of
research. It has applied descriptive research design to démltheitfact-finding and
searching adequate information associated with explanatorybbesriaand firm’s

performance of Nepalese commercial banks. In addition, causal @mparesearch
design has been used to analyze the cause and effect relationsieiprbitte explanatory
variables and firm performances. Under causal comparativerchsgesign, regression
analysis has been conducted. Multiple regression models have beéeto uselerstand
the directions, magnitudes and forms of observed relationship. Thedfieriables like

firm size indicated by total asset, total deposit, total lemad NPA on a firm’'s

performance has been analyzed.

3.2 Population and Sample and Sampling Design

From the population of 27 commercial banks only 10 commercial banks alae t
namely one government bank, seven joint venture banks and two other pankte
Non-probability quota sampling technique was used to group government owned
commercial banks, joint venture banks and hybrid ownership commercial (aaiie

3.1). In selecting the most reliable and representative samptghé population of the
banks are grouped on the basis of their ownership structure. The dattscohd00

observations. The data is collected for each bank from the fiscal year 2012-2021.

Table 3.1 Selection of Banks, Period of Study, and Number of Observations

SN. Ownership Banks Study Period Observations
1 Government  Nepal Bank Ltd. 2012-2021 10
2 Joint Venture Nabil Bank 2012-2021 10
3 Nepal Investment Bank Ltd. 2012-2021 10
4 Standard Chartered Bank 2012-2021 10
5 Himalayan Bank Ltd. 2012-2021 10
6 Nepal Bangladesh Bank 2012-2021 10
7 Nepal SBI Bank 2012-2021 10
8 Everest Bank Ltd. 2012-2021 10
9 Other Private Kumari Bank Itd. 2012-2021 10
10 Banks Laxmi Bank Ltd. 2012-2021 10

Total Number of Observations 100
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3.3 Nature and Sour ces of Data

The data were collected from the secondary source. Data whretedlfrom the audited
annual reports of selected banks and related websites, booklets,gpthiaals, website
of NRB and many other websites. The data regarding the bank rparfoe and its
specific factors collected and coded with the unique code. Thitseaaanalyzed using
the Statistical Package for the Social Sciences (SPS&)asefand Microsoft Excel.
Correlation and Regression is done through SPSS in order to deriveetmangful
relationship between bank performance indicators (ROA, ROE, and) Niiwi

explanatory variables.

This section also elaborates on how data were analyzed fatidyg The main purpose
of data analysis in this study is to analyze the magnitude aactidn of the analysis of
the performance of Nepalese commercial banks. For any istdtistvestigation, the
collection of data is more important. The study is based on secaatarin nature. They
have been collected through the annual reports of selected banks aad vetbsites,
booklets, journals, periodicals and organizational visits.

3.4 Methods of Data Analysis

The purpose of data analysis of this study is to explore profitahidlysis through Non-
performing assets of selected commercial banks in Nepal. Besides, thalstudttempts
to identify and analyze relationships between banks performancatoidi and its other
variables such as Total loan, Deposit, Total assets. Collectadmilbatbe categorized,
tabulated and processed, after which the process of analyisiseveionducted. Tests of
normality and descriptive statistics will be assessed to kntwther the data are
representatively useful or not. Finally, examine the performahtiee bank in Nepal by
using various tools such as financial ratio analysis, correlatmatyss, regression

analysis, mean and standard deviation.

3.4.1 Correlation analysis
This study is also based on correlation research design. Thig dess basically applied

to measure which direction they are related and the magnitudsafiation between the
variables. It showed how two variables are associated and mdiregtion with specific
degree of relationship inherent in them. The relationship has beerinexplay using

bivariate Pearson’s correlation coefficient. As this studyadiss used qualitative data, it
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has also used Kendall's Tau-b correlation coefficient to medlsarassociation between

variables.

3.4.2 Test of Overall Significance of the M odel
Besides the statistical test of significance of individual esgjon coefficients, it is

necessary to test the joint hypothesis that all regressioficieets are simultaneously
significant. This is called the test of overall significancahaf model. This can be done
by using adjusted coefficient of determinatigkDJ.R) and F- statistics. The adjusted
coefficient of determination has been used to identify the perceotagtal variation in
dependent variable that has been explained jointly by all explanatoigbles. The
statistical significance test of this joint explanatory polas been conducted by usifg
statistic. Thep- value ofFF-test has been examined to confirm whether the regression

models are significant at 1, 5 percent significance level.

3.4.3Tools
In this study, descriptive statistical tools such as the meamdatd deviation have been

used. Similarly, inferential statistical tools such as F-t&tOVA, t-test, regression
analysis, and bivariate Pearson’s correlation have been used. Anafysieviation
between the mean and the actual values standard deviation is doned Tautfithe
relationship between the bank profitability indicators and bank spéadiors Pearson’s

correlation is done.

3.4.4 Regression Models
The empirical model employed in this study intends to analyzeetaBonship between

bank profitability and NPA. In this study, the dependent variables @#& &d ROE.

The independent variables are NPA, deposit, total assets (firm size)paotal |

Model 1

ROA:=agt+ a1InNPAit+aInT A+ a3lnDis+ o4 TLit + it
ag= constant

ROA;=Return on asset of bank i at time t
NPA= Non-performing asset of Bank i at time t
TAit = Total asset of bank i at time t

TLit= Total loan of bank i at time t

Dit = Deposit of bank i at time t

o1- o4= Coefficient of Parameters of return on assets



gi= Error term where i is cross-sectional artidne identifier

Model 2

ROE;:= agt+a1lnNPAit+aoInT A+ ozlnDit+ o4 T Lit+ €t

ag= constant

ROE:=Return on equity of bank i at time t

NPA= Non-performing asset of bank i at time t
TAit = Total asset of bank i at time t

TLit= Total loan of bank i at time t

Dit = Deposit of bank i at time t

az- ag= Coefficient of parameters of return on equity

gir= Error term where i is cross-sectional artidne identifier

Mode 3

NIMii= agt a1lNNPA:+ ooIn T A+ azlnDi+ aa TLic+ &t

ag= constant

NIMi=Net interest margin of bank i at time t

NPA:= Non-performing asset of bank i at time t

TAIt = Total asset of bank i at time t

TLit= Total loan of bank i at time t

Dit = Deposit of bank i at time t

az- au= Coefficient of parameters of return on assets

gir= Error term where i is cross-sectional artidne identifier

Table 3.2 Variables and their measur ements

24

Variable M easur ement
ROA Total income to its total asset
ROE Net income after taxes divided by total equity capital

NIM Net interest income to total assets
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3.5 Conceptual Framework and Definition of Variables

This study is a tactical yet operational conceptual framewmdel that seeks to validate
the solutions to known issues and evaluate as well as optimize then dwstions. The
focus scope is on optimization where existing solutions and intemactire considered.
The conceptual framework is developed and presented in the followurg 5. It was
created by assimilating the result of the literature rewiewered in the previous chapter.
It displays the link between the explanatory variables and the deperat@bles (ROA,
ROE, and NIM). The indicators of the sample commercial banksidialperformance
are the dependent variables. The financial performance is radabyr using three
indicators named as, (i) return on equity (%), (ii) return on ag¥gtand (iii) net interest
margin (%). Similarly, independent variables used in this studyipfePA, (ii) total

assets, (iii) total deposit, and (iv) total loan.

/Independent Variables Dependent Variables \

Banking Factors Profitability
* Non-performing « ROA
Assets . > . ROE
» Total Deposits
« Total Assets (size) * NIM
» Total Loans

(S ——

Note: Figure based on the studies of Gnawali (2018), Murthy & Shree (2003) and Jhamb
& Jhamb (2013)

Figure 3.5: Conceptual Framework Showing Factor s Influencing Profitability

This figure shows the conceptual framework of the study. Differeiables are taken as
independent variables for example Non-performing Assets, Total Depad#s ABsets
and Total Loans. All these variables are expected to determine th&alpitiy of the

banks.
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3.5.1 Dependent Variables: Profitability

The final objective of the commercial banks is to generate pidié.research objective,
calculations and tasks performed are directed towards the acieevef this ultimate
goal. However, there are other goals also. Despite the facrihastitution might have
many social, financial or other objectives, this study does oxtider those objectives.
Out of many different methods to measure profitability, the nmygbrtant measures are
the return on asset (ROA), return on equity (ROE), and net sntemargin (NIM).
(Murthy & Sree, 2003).

Return on Assets (ROA)

ROA is seen to be the major indicator of the profitabilityhef bank. (Louzis, Vouldis, &
Metaxas, 2010). Companies try to use their assets efficientlyder to generate higher
incomes. So, ROA shows how efficiently the assets are utilizextder to meet this
objective. The efficiency of the management is also reflebiedhe amount of net
income that the firm has been able to generate. Wen, (2010) a cothpaimas a good
amount of net incomes have utilized their assets well in ordeetthigher ROA. It is

calculated as Net Income divided by Total Asset.

Return on Equity (ROE)

A ratio of net profit after tax derived by dividing the total iglder’s equity gives us
the return on equity. It is the amount of money generated by thpatymagainst the
shareholder’s equity capital. This is reflected in the balaheet of a firm. Shareholders
of any firm expect the higher return on equity against the amounve@dtment that they
make to the company. Firms with relatively higher ROE amn d4e generate higher
amounts of cash internally. Larger ROE indicates better perfmenan terms of
profitability. Khrawish (2011) states that, the ratio obtained by digidhe net income
after tax by its equity capital is reflected by ROE. It shows theofateturn on the money
that bank stockholders invested in the firm. ROE measures a baakagement's
efficiency in allocating shareholders' capital. We can conditaie the aforementioned
statement that management is more effective at using shamshadpital when their
ROE is higher.
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Net Interest Margin (NIM)

Net interest income is the difference between total isterecome and total interest
expenses of the bank. The net interest income when divided by the easseaigpf the

company gives us net interest margin. This can be presemedcentage or in a decimal
fraction. Net interest margin is also one of the primary atdis of profitability in the

sense that higher net interest margin indicates the higherapibiit, earning and growth

of the firm.

3.5.2 Independent Variables
There are several factors affecting the profitability @ ¢bommercial banks. This section

presents the introduction of the selected variables for the study.

Non-performing Assets

Non-performing assets (NPAs) means the amount of loan that thedimalidommercial

bank had provided and the consumer has not paid it until the time ashalngatured.

Once the distributed loan is not returned timely by clients and lecorerdue then, it is
known as Non-performing Assets for the bank. Reduction of NPA has sallegn a
significant problem for every commercial bank. Michael (2006) enipécshat NPA in

loan portfolios affected operational efficiency that in turreet profitability, liquidity

and solvency of banks.

ii. Total Assets

Total Assets as measured by size of the bank is used to ciq@udest that larger banks
are better placed than smaller banks in harnessing economiedeoinstansactions to
the plain effect that they will tend to enjoy a higher levepuaifits. Consequently, a
positive relationship is expected between size and profits. Moly&etkorton (1992)

and Bikker & H (2002) find that firm size is positively related to profitahility

Total Deposits

Total Deposits is another liquidity indicator but is considered lebaity. Deposits are
the main source of bank funding and hence it has an impact on the prfi@bihe
banks. Deposits are included as an independent variable in this Bemysit Ratios are
the ratio of total deposits to total assets, which is another liguiddicator but is

considered as a liability. Deposits are the main source of bank fuaddéhhence it has an
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impact on the profitability of the banks. Deposits to total agseis is included as an

independent variable in this study.

. Total Loan

Total loan is the main source of income and is expected to havéigepmspact on bank
performance. Other things constant, the more deposits are traadfanto loans, the
higher the interest margin and profits. However, if a bank needsreaserisk to have a
higher loan-to-asset ratio, then profits may decrease. Bank doartbe principal source
of income; we expect that noninterest bearing assets impact negativebfits WWe also
expect that the higher the equity-to asset ratio, the lower the needdoraéXtinding and
therefore higher profitability. It is also a sign that wegpitalized banks face lower costs
of going bankrupt and then cost of funding is reduced.



CHAPTER IV
RESULTSAND DISCUSSION

This chapter basically includes the results derived from thestgtal calculation of
variables. The appropriate tools are applied taking into accounthinatesult derived
from the calculation gives us an answer. This is the basis &pretation that is checked
against the research questions. The chapter provides systemsgictation and analysis
of data to deal with various issues associated with NPA and bank profitabiligpaid$e

commercial banks.

This chapter deals with the results of study, which include deserigtatistics of
variables, correlation results for dependent variables and exphanatiables, diagnosis
test for the regression models and regression analysis for tfibapility measures:
return on assets, return on equity. Secondary data analysis wadylarstng SPSS
software. This chapter presents analysis and findings of the sidset out in the
research methodology. The study findings are presented on NPA and bftabitity of

Nepalese commercial banks. The results for all these equatierdivaded into three
types: Descriptive results, correlation results and those obtdined the regression

analysis.

The statistical package for the social sciences (SPSSg&for examining relationships
among the variables of bank specific factors and the profitailiticators of Nepalese
commercial banks. All variables are defined in the tabled#ta used for this research
was pooled from the bank’s annual report that was obtained fromegpeative websites.
After compiling the data and presenting a descriptive stajstiorrelation and linear
regression analysis was carried out on return on equity (R@&)yn on assets (ROA)

and net interest margin (NIM).

4.1 Descriptive statistics

Descriptive statistics help to explain the characteristica dirm’s performance and
related variables during the study period. The descriptive gtatissed in this study
consists of mean, median, standard deviation, and minimum and maximuns value
associated with variables under consideration. Table summarizdsstrptive statistics

of variables used in this study.
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Table 4.1 Descriptive statistics

Variables N Minimum Maximum Mean Standard
Deviation
ROA (percent) 100 -18.90 18.03 1.3251 3.2513
ROE (percent) 100 -175.60 194.06 18.0693 33.100
NIM (percent) 100 -2.90 77.21 49.8139 12.783
Size Rs. Rs. (in Billion) 100 .86000 101.52 26.6772 20.622
Deposit Rs. (in Billion) 100 .00000 .09100 .0238239 .01865
Total loan Rs. (in Billion) 100 .00064 .04905 .0157658 .011263
NPA Rs. (in Billion) 100 .00000 .01602 .0010772 .002444

Source: Outcome derived from SPSS with reference to Annexes

The above table presents the values of mean, minimum, maximurnheindtandard
deviation of the corresponding variables associated with 10 conaineaciks from 2012
to 2021. ROA, ROE and NIM are the indicators used to measure tikepbafitability,
growth, and shareholder’s return. The deposit, total loan, NPA, and Téaiadiby firm
size are the variables of bank performances.

Return on assets ranges from -18.90 percent to 18.03 percent, leadingatcertge
return on assets to 1.33 percent while the return on equity raongeslr5.60 percent to
194.06 percent, leading to an average of 18.07 percent. SimilarlyyIkheloats in-
between -2.90 percent to 77.21 percent, resulting in an average of 49.81 Jéreesite

of the bank varies from the minimum of 0.86 billion rupees up to thénmoax of 101.52
billion rupees having the average of 26.6772 billion rupees. On the other rahdyve
an average deposit of a commercial bank of 0.0238239 billion rupees, whh fram
0.00 billion rupees minimum to 0.091 billion rupees maximum. Total loan by the
commercial banks is the average of 0.0157658 billion rupees with thienamh of
0.00064 to 0.04905 billion rupees maximum. NPA by the commercial bank is feattua
from zero that means not distributed and it has a maximum of 0.016i@2 lbupees

having average 0.0010772 billion rupees.

4.2 Correlation analysis
Correlation analysis is the tool used to compare the relationstwgdre the dependent
and independent variables. This also indicates the direction of tha&blear The

coefficient of correlation also indicates the direction of movdnise it positive or
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negative. It can range from -1 to +1. The correlation calculation geevus with a
coefficient that helps to predict the effect of one variabbareg the other. A strong, or
high, correlation means two or more variables have a strong relapomgh each other
while a weak, or low, correlation means that the variablebady related. The Pearson

correlation has been computed and the results are present in table 4.2.

Table4.2 Correlation matrix for the dependent and independent variables

ROA ROE NIM TA NPA D TL

ROA 1
ROE 0.003 1
NIM 0.338° 0.072 1

TA 0.144 0222 0 1

NPA -0.325 -0.033 -0.144 -0.715 1

TD 0.059 0.016 0.330 0.011 -0.039 1

TL 0.103 0.106 -0.203 0.306 -0.389 -0.421 1

Source: Outcome derived from SPSS with reference to Annexes
**Correlation is significant at 1% level of significance in a two-tailed test

* Correlation is significant at 5% level of significance in a two-tailed test.

This table presents the Pearson correlation coefficients betwa@bles used in this
study of 10 sample banks during the period 2012 to 2021 study periods. Irbthi% ta
sign indicates that correlation is significant at 5 percent andgigh indicates that

correlation is significant at 1 percent level.

As revealed in the table, NPA has 0.325 of negative relationshipretitin on assets at

1% level of significance, 0.033 of negative relationship with return on equity and 0.144 of
negative relationship with net interest margin. Total asset hd44 of positive
relationship with ROA, 0.222 of positive relationship with ROE at 1% l|lexfe
significance. Total deposit has 0.059 of relationship with ROA, 0.016 otiyeosi
relationship with ROE, and 0.330 of positive relationship at 1% levelguifgiance.

Total loan has 0.103 of positive relationship with ROA, 0.106 of positivéiesdip

with ROE and 0.203 of negative relationship with NIM.

4.3 Regression analysis
In order to test the statistical significance and robustoes$ise results, this study also

relies on secondary data analysis based on the multiple regresedel specified in
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chapter three. It basically deals with regression refwliis various specifications of the
model to examine the estimated relationship of banks specifitables and

macroeconomic variables with banks performance. The regressions resue been
presented in table 4.3, 4.4 and 4.5.

4.3.1. Regression results of return on assets and its deter minants
The result derived from the regression analysis of variablesetuin on assets is

presented in the table 4.3.

Table 4.3 Estimated regression results of return on assets (ROA) and its deter minants

Models Intercept Size NPA Deposit TL R*>  SEE \Z\Iue

1 1.107 0.031 0.021 3.2267 3.676
(4.123)* (1.917)

2 1.965 -0.095 0.106 3.0837 20.538
(7.225)* (-4.532)**

3 1.032 0.014 0.003 3.255 0.601
(2.291)* (0.775)

4 0.448 0.014 0.011 3.2432 1.869
(1.367) (1.367)

5 0.823 0.030 0.014 0.024 323 2122
(1.788)  (1.906) (0.76)

6 1.732 -0.094 0.011 0.108 3.089 10.44
(0.455)** (-4.496)** (0.640)

7 -1.518 -0.088 0.017 0.002 0.139 3.0526 6.88
(-0.877) (-3.752)** (0.884) (0.15)

Source: Outcome derived from SPSS with reference to Annexes
Notes: 1. T-values are indicated by the figures in parentheses
2. * represents that the results are significant at 5% level of fesgnice and **

indicates that the results are significant at 1% level of significance respgctivel

The results are based on pooled cross-sectional data of 10 sampierc@hbanks with
100 observations for the period of 2012 to 2021 by using a linear regressieh mhe
model is, 1) ROAIita0+ulInNPAit+o2InTAit+a3InDit+ad TLit+¢cit where the outcomes
of different subsets of independent variables are shown for ROA, N&&A deposit, and
total loan, respectively. The outcome of the regression shows thévedugta coefficient
of NPA. It indicates that an increase in ROA is possible whei\ NP reduced.
Additionally, the NPA's beta coefficient is significant a¢ ttP6 level of significance. As
seen in the table, the beta coefficient for size, deposit, and ltaat is positive.
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Therefore, the return on assets would be higher the larger this, adsposits, and total

loans. Beta coefficient, however, is not significant.

Analyzing through regression model 1 to 7 of table 4.3, it is foundnthraiperforming
assets is negatively related to return on assets whichilarsimSangmi & Nazir (2010)

and Athanasoglou, Brissimis, & Delis (2005).

4.3.2. Regression results of return on equity and its deter minants
The table 4.4 below shows the results of multiple regression sissaly explanatory

variables on return on equity.

Table 4.4 Estimated Regression Results of Return on Equity (ROE) and its deter minants

Models Intercept Size NPA Deposit TL R’ SEE F-value

1 14.639 0.481 0.049 32.3654 9.044
(5.435)**  (3.007)**

2 18.726 -0.097 0.001 33.1780 0.187
(6.399)** (-0.432)

3 17.256 0.039 0.000 33.1916 0.045
(3.756)** (0.211)

4 8.889 0.152 0.011 33.0089 1.977
(1.272) (1.406)

5 13.955 0.481 0.033 0.050 32.4557 4513
(3.017)**  (2.997)** (0.182)

6 7.724 0.440 0.094 0.086 0.052 32.5000 3.159
(0.763) (2.575)** (0.471) (0.692)

7 17.965 -0.095 0.036 0.001 33.2700 0.112
(3.666)** (-0.423) (0.194)

Source: Outcome derived from SPSS with reference to Annexes
Notes: 1. T-values are indicated by the figures in parentheses
2. * represents that the results are significant at 5% level of feegnice and **

indicates that the results are significant at 1% level of significance respgctivel

The results are based on pooled cross-sectional data of 10 sampierc@hbanks with
100 observations for the period of 2012 to 2021 by using a linear regressieh imhe
model is, 1) ROEite0+allnNPAit+a2InTAit+a3InDit+a4TLit+¢it. This also reflects the
outcomes of several subsets of independent variables, such assii®Adeposit, and
total loan. The regression result clearly shows that the non-penfprassets' beta
coefficient is negative, which means that a decline in NPAs will incredigen on equity.

The table shows that the beta coefficient for size, deposit, aaldldans is positive.



34

Because of this, the return on equity would be higher when the assetstsdepaistotal
loans are higher. Beta coefficient, however, is significantsine at a 1% level of

significance.

Analyzing through regression model 1 to 7 of table 4.4, it is foundnthrafperforming
assets are negatively related to return on equity, which igasitn Sangmi & Nazir
(2010) On the other hand, size is significant and positively relgtedirm performance
(ROE). Deposit and total loans are positively related with fiarfiormance (ROE) which

coincides with findings of Athanasoglou, Brissimis, & Delis (2005).
4.3.3. Regression results of net interest margin and its deter minants
The table presents the multiple regression analysis of explavaiioaples on net interest

margin.

Table 4.5 Estimated regression results of net interest margin (NIM) and its deter minants

Models Intercept Size  NPA Deposit TL R®>  SEE \Z\Iue

1 49.814 0.000 0.000 12.820 0.000
(46.696)** (0.001)

2 50.927 -0.165 0.021 12.687 3.670
(45.508)** (-1.916)

3 43.329 0.307 0.109 12.100 21.316
(25.872)** (4.617)**

4 56.595 -0.112 0.041 12554 7.457
(21.297)** (-2.731)**

5 44.445 -0.150  0.303 0.126 12.018 12.501
(25.107)** (-1.842) (4.573)**

6 52.458 -0.233  0.231 -0.098 0.147 11.910 9.879
(12.214)* (-2.576) (3.096)**  (-2.044)**

7 56.886 0.057 -0.124 0.045 12.562 4.106
(21.226)** (0.875) (-2.866)**

Source: Outcome derived from SPSS with reference to Annexes

Notes: 1. T-values are indicated by the figures in parentheses

2. * represents that the results are significant at 5% level of feegnice and **

indicates that the results are significant at 1% level of significance respgctivel

Using linear regression model 1) NIMi8+ollnNPAit+a2InTAit+a3InDit+a4 TLit+eit

where the outcomes of several subsets of independent variables, ssiiiPAa size,

deposit, and total loan, are shown. According to the regression réselbgta coefficient
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of NPA is negative. This means that increasing NIM is condewféh the decline in
NPAs. However, the beta coefficient of NPA is not significant. ke shows that the
deposit's beta coefficient is positive. Therefore, a higher deposid result in a higher
NIM. Beta coefficient, however, is significant at a 1% lesesignificance. Total loan is
negatively related to NIM. It implies that an increase in loamount would lower the
NIM. The beta coefficient is significant at 1 percent lesesignificance. Similarly, the

beta coefficient for size is positive however, the beta coefficient is noticamt.

Analyzing through regression model 1 to 7 of table 4.5, it is found\iBAtis negatively
related to NIM, which is similar to Sangmi & Nazir (2010). #amy, deposit is
positively related to NIM. Size of the firm is positively reld to net interest margin.
However, the loan is negatively related to firm performance {Ndlgtording to the

result.

4.4 Concluding remarks

The result documented in this study is based on the 10 selected @ahrbanks
financial highlights with respect to return on assets, return ortyegod net interest
margin. The result from multiple regression analysis of ROAadisred among variables
determining NPA has negative and significant correlations wigpea to ROA. This
means when there is a lower non-performing asset of banks, the ogtuassets
increases. Similarly, the regression analysis of size, depoditotal loans shows the
positive and correlations with respect to ROA. It means ifdted assets increase, higher
would be the return on assets. However, those variables have positivesigotficant
relationships with the ROA.

The result from multiple regression analysis of ROE discovemeabng variables
determining total asset has positive and significant relatiprgitih respect to ROE. This
means when there is a higher assets size of banks, the return bon iequases.
Similarly, the regression analysis of deposit and total loan shbesspositive and
insignificant relationship with respect to ROE. It means thtte deposit and total loan
increases, higher would be the return on assets. NPA has negatives@gmiicant

relation with respect to ROE.
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The result from multiple regression analysis of NIM discoveasdong variables
determining deposit has positive and significant relationship witbeoedo NIM. This
means that when there is a higher deposit amount, higher would beMhé&idilarly,

the regression analysis of total loan shows the negative andcgghifelationship with
respect to ROE. It means that higher the total loans, lower wouttiebeet interest

margin. NPA has negative and insignificant relations with respect to NIM.

4.5 Major Findings

The major findings of the study are summarized as follows:

. From the correlation analysis, the total asset has a positattoonship with all three
indicators of profitability. The correlation coefficient of Tia 0.144 with ROA. Its
relationship with ROE is significantly positive with a coe#ict of 0.222. This indicates
that an increase in total assets will lead to the increase in profitabith dfanks.

. Non-performing assets have a negative relationship with all tindieators of bank
profitability. The correlation coefficient of NPA is -0.033 with RO&nhd -0.144 with
NIM. NPA has a significant negative relationship with respedOA with a coefficient
of -0.325. It means that decrease in NPA will lead to the increase in prdittabil

. Total deposit has a positive relationship with all three indicatiblosink profitability with
correlation coefficients of 0.059 with ROA, 0.016 with ROE. TD has fsogmt positive
relation with NIM with a coefficient of 0.330. It means that thaease in total deposit
leads to increase in the profitability of the banks.

. Total loan has positive relationship with ROA and ROE whereaatinegrelationship
with NIM. Coefficient of correlation of TL is 0.103 with ROA, 0.106 wwROE. TL has a
significant negative relationship with respect to NIM with caaéint of -0.203. Increase
in total loan will increase the return on asset and return on dmutityill decrease the net
interest margin.

. Net interest margin is observed to have 0.338 positive correlatitimgespect to return
on assets in 1% level of significance.

. From the regression analysis, ROA is found to have a positiveonsaip with firm size,
total deposit and total loan. However, it has a significant negagisgonship with NPA
at 1% level of significance. This means that increase in hifilrarsize, increase in
deposits and higher amount of loan will have positive impact on return on assets.

. Similarly, TD and TL have positive associations with ROE. dtationship with NPA is

negative. Size of the firm is significantly positive with ROE.
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8. There is a positive association of net interest margin with size of the firnomhdeposit
whereas negative relationship with NPA. NIM has significantlyatige association with
TL whereas significantly positive association with respec¢otal deposit at 1% level of
significance.

9. It can be averred that the indicators for bank performance are i@t assets, return on
equity and net interest margin. Out of these three indicatarsireh assets and return on
equity shows the similar result rather than net interestima®g, we can conclude that
the ROA and ROE are the better bank performance indicators.

To sum up, most of the findings in this study are not consistent vatty of the studies
conducted in the context of developed countries. Therefore, it is woréhtehriote that
the nature of data and the specification of the models may the®mde responsible for
the differences in results. Hence, conclusions drawn should be atestprithin these

limitations.

4.6 Discussions

Analyzing through the regression models in the three tables,foured out that non-
performing assets of the commercial banks is negatively delaiéh return on asset,
which is in line with the conclusion drawn by Gnawali (2018). RestilBas & Uppal

(2021) also suggested the negative association between profitabii) (Bhd NPA.

However, this finding is against the conclusion drawn by Singh eR@21j, Pokharel
and Pokharel (2020) who concluded that NPA has a significant posit@at®mnship with

ROA.

Similarly, NPA has a negative relationship with return on equitych is similar to the
finding of Kadioglu, et al. (2017) and Bhattarai (2020). However, thiaganst the
findings of Bhattarai (2017) and Narula & Singla (2014) whose sthdwead a positive
relationship of NPA with profit. His study conflicted due to wrompice of clients by
the banks.

NPA has a negative relationship with net interest margin.|&iwi size of the firm as
indicated by the total asset is significant and positivelytedlavith all the three leading
indicators of banks performance. This is similar to the findingshaittBrai (2020). He

had concluded that size has a significant and positive associatiorR@E. However,
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this is against the finding of Gnawali (2018) who argued that s&e ah negative
relationship with ROA. This might be because of the difference ta essting in the
study period and the variability in the profitability of the samipéaks taken for the
study. Deposit and total loans are positively related with firfopmaance (ROE) which
coincides with findings of Athanasoglou, Brissimis, & Delis (200%¢sults of Das &
Uppal (2021) also show that the volume of deposit (TD) is positasdpciated with the
profitability (ROA). In contrast, total loan is negatively relhtto net interest margin
according to the result.

This evidence supports and is in line with the efficiency structure theoryh wtaites that
enhanced managerial efficiency leads to higher performance. Ticeergfstructure
theory also implies that higher profits come first in anignsense followed by increasing
concentration. That is, better management and practicedddaigher profits and that

better performance then leads to rising market share and concentration over time



CHAPTER YV
SUMMARY AND CONCLUSION

This is the final chapter of the report. This chapter preséetsummary of the whole
report and also explains the outcomes of the study. This chaptdusthler conclude

how this research discovers and compares with the previous resdadibs.s
Furthermore, it indicates the implication of the relationship betweariables and offers
suggestions for improvement if any. Finally, researchers willsbggested on what

aspects they can cover to examine in their future studies.

5.1 Summary

Increasing the level of non-performing assets has been becammgf the major
problems in the banking sector worldwide. In this context, Nepal ismaxception to
run off from this situation. Reporters share an alarming levdR# in Nepalese banking
business. It is expressed that the BFIs in Nepal have been facing the probleatatings
non-performing assets and the issue is becoming out of control owerwinch is a
problem to the profitability of the banking businesses. The sound reskié obmmercial
banks depends upon how well their performance has become and the perfoilsnance
measured in several aspects. Profitability is one of the raapmcts to reflect the firm’s
performance. Profitability of the banks depends upon various bankthganbanking
variables. This study takes the banking variables that affecttgiidity. One of the

banking variables is non-performing assets (NPAS).

This study is aimed at assessing the relationship of non-penfprassets and other
banking variables like total deposits, total loan and size of tine én the overall
profitability of the banks as measured by ROA, ROE and NIMridds international
literatures suggest that NPA and profitability are negativelgted. Study of Jhamb &
Jhamb, (2013) for instance, revealed the negative relationship betwed&Pfheand
profitability. In light of these studies, profitability of the bankasacompared against the
banking variables in the Nepalese context. In order to examineethdgonship of
profitability against NPA, total deposit, total assets, and totah,| the secondary data
regarding NPA, total assets, total deposits, size of the R@®A, ROE and NIM are

taken from 10 commercial banks from the period between 2012-2021 i.e. 10 years and the

total observation are 100.
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The study follows the non-probability quota sampling in selectingingples. They are
grouped on the basis of their ownership structures. Descriptive anal cansparative
research design has been applied for searching adequate irdarrassociated with
explanatory variables and firm’s performances. The correlatidimregression analysis is
performed to find the relationship between the dependent and explanat@akles.
Furthermore, the study applies different statistical tools sscBPSS, ANOVA, and f-

test to derive meaningful results.

The study offers some key findings from the study. The redubtoth correlation and
regression of the data of sample banks presented in the study sleaw that there
exists a significant negative relationship of non-performing ass#trofitability of the
banks. In contrast, total assets and total deposit are positteetelated with the
profitability indicators. Finally, the banks are considered welktioning if they hire
young and dynamic personnel who will try to adopt appropriate eeggwolicies and

investment policies.
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5.2 Conclusion

It was learnt from the results that there was higher deviatitile non-performing assets
from bank to bank. The general trend shows that the non performingwasséigher
during 2012/13. This went on decreasing during 2014-18 and finally startedd¢asac

from 2019-22 slightly in most of the private joint venture banks.

The profitability status as indicated by ROA showed higher tatafity in 2012/13 and
then started to decline. This started to grow from 2015 and hover from 2017-21. ROE was
fluctuating as it grew until 2014 and declined for two consecutive yaatghen tried to

increase during 2017. This again observed a sharp fall in 2021.

The correlation result indicates that there exists a significegative relationship of non-
performing assets (NPA) with profitability of the banks (ROADER and NIM). In
contrast, total assets and total deposits are positively cedeleith the profitability
indicators. It was found that size of the firm had a positive ledive with ROA, ROE
and NIM. However, the variable non-performing assets have negalat®nships with
ROA, ROE and NIM. Likewise, total loans have positive relationshipls ROA and
ROE but negative relationships with NIM.

During the research, it is learnt tiN#PA is the major determinant of profitability in terms
of return on asset. The bank is profitable in relation to the tosat ashen the non-
performing asset has been small. Similarly, size of theifidicated by total assets is the
key factor for generating profit. It shows that larger firrmessupports on effectively
generating profit from the money that the investors have put h@obusiness. The
outcome also reveals that TL and TD are the key factorsfinencing profitability
explained by NIM. This indicates that poor deposits are relatpddr bank performance

in terms of profitability and growth.

Hence, it is concluded that NPA, size of the firm, and total depasigeneral, are the
primary and key factors determining the financial performanceoofmercial banks in
Nepal. The Efficiency Structure Theory, which claims that m®ed managerial
efficiency results in improved performance, is supported byéisarch and is consistent
with it.
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5.3 Implications

The high level of non- performing assets not only hinders the proitiyabilthe banks,
but also affects the financial as well as operational heélthe country. If the NPAs are
not well taken care of immediately, it will be proved as a ctoséhe banks especially at
this time when the Nepalese economy has become highly turbulenvadargely
affected as an aftermath of COVID 19. Consequently, there hasahesaute shortage of
cash resulting in the unprecedented hike in interest rates pofangea default risk. A
high level of NPAs suggests high chances of credit defaultsaffeadt the profitability

and net-worth of banks.

On the other hand, the deposits, total loan and firm size have a posigitren with the
profitability. Based on this fact, following are some recommendationsnprove the

profitability of the banks.

. There is a negative relationship between bank performance aféhiPhence the firm
willing to increase performance, profitability and growth should decreas¢RAe

. Banks should reconsider their portion of the loans and advances and osetseaad the
soundness of the management. Banks should try to develop an appropoatryrec
policy trying to get back the fund from borrowers. It should also chadks investment
policy to avoid possible defaults in the future.

. Positive relationship between bank performance and total asseissintipt the firm
willing to increase performance should increase the assets size.

. The positive relationship between bank performance and total deposiésntipdt the
firm willing to increase performance should increase the total deposit.

The positive relationship between bank performance and total loarestpét the firm
willing to increase performance should increase the total loahgealuce overstaffing
and try to reduce personnel cost which is the major cost in banks.

. The bankers and policy makers need to consider the non-performing &ssétassets
and deposits seriously while formulating annual and other goals. The megdk$o adopt
new aspects, qualitative as well as creative young personnegdte detter health and

wealth for the banks.
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5.4 Scopefor Future Research

This study can be regarded as the preliminary steps in inatstjghe determinants of
bank performance in the context of Nepal. The study remains enough doouature
researchers, which are listed below:

. Other financial institutions such as development banks and financpan@a can be
included in order to investigate the determinants of a bank’s performance.

. Researchers can use discriminant function analysis in order éanile¢ comparative
financial performance of selected commercial banks of Nepal.

. This study has been conducted by using bank specific variablesasuROA, ROE and
NIM as the dependent variables and NPA, TA, TL and TD as the indepewariables.
The future studies can add other macroeconomic variables such agy@GRH rate &
inflation, etc.) in order to conduct the study.

. The future studies can select larger samples and more obsesvidr the study that
could lead to results that are more valid.

. On the other hand, future studies can use advanced statistisalRooexample, the non-
linear statistical tools and bidirectional causality toolsase found suitable to take into
consideration for studies.

. Some of the liquidated firms can be included in the study if the data are available
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AAPENDICES
Appendix-1

Structure and pattern of return on assets of Nepalese commercial banks (In Per cent)

Ef;”kg 2012 |2013 |2014 |2015 |2016 |2017 |2018 | 2019 | 2020 | 2021 | Mean | St. Dev
NBL |1.61 | 368 | 336 | 058 | 057 1.88 1 074 03 107 148 1.18
E'ZEL' 272 | 306 | 623 | 272 | 233 255 237 243 28 325 305 1.16
NIBL [1.15 |142 | 161 | 179 | 177 168 2180 202 16 25 178 041
SCBL | 227 | 246 | 256 | 242 | 246 253 27 255 2.8 67 254 0.5
HBL [1.06 | 111 | 1.55 | 147 | 176 191 110 191 176 154 153 0.32
NBBL |0.02 | -5.65 | -15.35| -14.63 6.35 18.04 815 -0/99 401 357 035 10.23
NSBI | 072 | 055 | 0.9 183 | 144 1.02] 103 101 083 1/19 1p5 037
EBL [1.49 | 141 | 149 | 14 002 173 200 21 211 289 162 087
KBL |0.89 |1.18 | 1.15 | 143 | 1.6 1.41| 150 123 11 103 122 021
Ez);r;i 04 |08 | 079 | 095 | 113 122/ 166 17 15 15 117 043
Mean | 1.23 | 1.01 | 043 | (0.004) 1.90 3.40 240 147 1|88 2.08

gtév. 082 | 255 | 578 | 518 | 173 517| 210 1.05 1.09 093




Appendix-2

Structure and pattern of return on equity of Nepalese commercial banks (In Percent)

Esnkg 2012 | 2013 2014 | 2015 |2016 |2017 |2018 |2019 | 2020 | 2021 | Mean | St.Dev
NBL -7.89 | -23.31 | -19.15 -3.64, -3.99 -1842 -8.88 -921 _6'D§75.6 -24.87 | 50.57
:;I:gli(l 30.74 | 31.73 74.2 36.04 3535 3574 3219 30.82.46 | 35.59 36.96| 12.52
NIBL 20.91 | 19.58 24.26| 26.3 25.61 2279 27.37 22.83.39 | 27.09] 22.95| 3.53
SCBL 35.88 | 34.47 37.62] 32.7 32.9 33.64 322 303831 | 26.39 32.86| 3.48
HBL 19.91 | 19.84 25.85| 2296 25.34 2407 148 222466 | 17.77, 21.23| 3.31
NBBL | 0.43 -19.89 | 115.0840.44 | -27.21| 194.0647.87 | -6.14| 27.38| 21.78 36.9] 65.1
NSBI 9.7 8.26 11.94| 2187 17.5 18.41 1599 16.1%.07 | 20.3 | 14.88| 4.7
EBL 21.04 | 21.6 24.7 2497 0.28 28.98 31.35 31.28.19 | 32.54] 23.66| 9.34
KBL 9.17 13.6 11.99| 16.62 12.77 16.0p 18.27 11.39.63 | 10.94 12.36| 4.02
Laxmi 1.86 491 6.06 9.43 12.41 16.7 18.19 17.36.97 | 16.39] 10.96| 6.73
Mean 14,18 | 11.08 31.28 227 13.10 37.21 22/94 1618320 | 3.32

St. Dev.| 13.92| 19.51 3792 129 19.13 57.14 1511 143®0 | 63.31




Appendix-3

Structure and pattern of net interest margin of Nepalese commer cial banks (In Percent)

Banks/ 2012 | 2013 2014 2015 2016 2017 | 2018 2019 | 2020 | 2021 Mea | .

FY n Dev

NBL 43.81 | 62.31 62.21 58.2 63.12 70.57 73.32 60/99 45.77 53147 59.38 P.!
BIZELI 71.75 | 77.21 72.74 65 61.67 58.79 51.58 43/96 4856 61/66 61.29 10
NIBL 554 60.02 58.14 56.75 54.78 48.38 45.1p 3762 3624 528 50.53 8./
SCBL | 7354 | 76 74.51 70.75 70.35 7119 7181 63}1 64.92 75/89 71.21 4.
HBL 60.55 | 61.15 60.11 56.78 58.05 60.09 50.66 4418 40.39 5421 54.62 7.
NBBL |42.92 | 37.49 31.66 55.99 51.95 69.35 59.17 48{13 32.13 4227 47.11 |12
NSBI | 48.15 | 55.32 52.76 | 50.4 53.13 43.33 36.39 32{48 26.49 395 43.82 (9.6
EBL 51.87 | 58.35 55.57 54.81 59.15 53.68 49.3 41145 42.07 55.86 52.21 6.
KBL 47.16 | 51.97 44.34 49.82 47.9 40.63 36.4p 3043 3355 39|69 12.20 7.2
Laxmi | 49.07 | 44.69 40.3 40.43 40.67 35.18 36.48 32|66 28.11 39.31 38.69 |5.¢
Mean 5442 | 58.451] 55.234 55.893 56.0/7 55{14 51.029 48.5 39.82 51.466 | 52.10
g;v. 10.94 | 12.32 13.59 8.29 8.36 13.03 13.68 11/36 11142 11{77




Appendix-4

Structure and pattern of deposit of Nepalese commer cial banks

(Nrs.in billions)

Banks/ 2012 | 2013 2014 2015 2016 2017 2018 2019 2020 2021 Mea | 5.
FY n Dev
NBL 35.74| 35.934| 35.83] 39.014 41.829 45.1p4 42.13 46.804 56.052 62.989 |44.15
’;ZELI 14.12| 14.587| 19.34Y 23.342 31.915 37.348 46.341 49/696 55.024 6B.61 35.53
NIBL 11.53| 14.255| 18.927 24.48P 34.4532 46.6P8 50.095 50/138 57.011 62.429 | 37.00
SCBL | 21.16| 19.335| 23.061 24.647 29.744 35.872 35.183 37/999 35.966 39.466 | 30.24
HBL 22.01| 24.814| 26.491 30.048 31.843 34.681 37.611 40/921 47.731 5B.072 | 34.92
NBBL |12.81| 12.126| 13.015 9.462 10.884 9.998 10.052 11,512 16.953 17.845 |12.47
NSBI 7.198| 8.655 11.002 11.445 13.715 27.957 34.896 42|415 53.337 58.92 26.95
EBL 8.064| 10.098| 13.802 18.186 23.976 33.323 36.932 41|128 50.006 5[7.72 29.32
KBL 4,808 | 6.269 7.769| 1055y 12.774 15.711 17.432 16.p86 21985 25.319 |[13.96
Laxmi | 1.684| 3.052 4444 7.612 10.917 16.061 18.083 18,3 221832 25.944 |(12.89
Mean 13.91] 14.91 17.37 19.88 24.20 30.28 32.88 35/59 41,69 46.73

St.Dev | 10.07] 9.69 9.39 10.25 11.34 12.6p 13.29 14.42 15(81 17.90




Appendix-5

Structure and pattern of loan of Nepalese commercial banks (in Nrs. Billions)

?g:‘(ks 2012 | 2013 |2014 |2015 |2016 |2017 |2018 |2019 |2020 |2021 |Mean ?'De

NBL 0.018 | 0.017| 0.012] 0.014 0.01 0.019 0.0p5 0.027 0.03 0/038 (Q.022 0.0

(o))

Nabil | 0.009 | 0.011| 0.013 0.016 0.022 0.028 0.083 0.039 0.043 0.048 0.026 0.0

NIBL |0.007 | 0.01 0.013| 0.01§ 0.028 0.037 0.041 0.042 0.043 0,048 0.029 0.0:

SCBL | 0.007| 0.008, 0.009 0.011 0.014 0.014 0.016 0.019 0.02 0.023 0.014 0.0

HBL 0.013 | 0.013| 0.016] 0.018 0.02 0.026 0.029 0.033 0.036 0/041 Q.025 0.0:

NBBL | 0.01 | 0.01 0.01 0.009] 0.009 0.00/ 0.009 o0.0n 0.011 0.013 0,010 0.0C

NSBL | 0.006 | 0.007| 0.008 0.01 0.013 0.015 0.008 0.022 0.026 0029 0.015 D.0

EBL. 0.006 | 0.008| 0.01 0.014 0.019p 0.024 0.0p8 0.032 0.037 0044 0.022 pD.O

KBL 0.004 | 0.006 | 0.007| 0.009 0.012 0.015 0.015 0.015 0.018 0J02 0.012  0.0C

Laxmi | 0.002 | 0.003| 0.004, 0.007 0.01 0.013 0.005 0.015 0.017 0(02 0.011 0.0

Mean | 0.008| 0.009] 0.01Q 0.018 0.016 0.020 0.023 0.025 0.028 0.032 0.019

St.dev.| 0.005| 0.004, 0.003 0.004 0.006 0.009 0.010 0,11 0.p11 0.013




Appendix-6

Structure and pattern of NPA of Nepalese commercial banks (In NRs. Billions)

Banks/

£y 2012 2013 2014 | 2015 | 2016 2017 | 2018 | 2019 |2020 |2021 | Mean | St.Dev
NBL 0.0096 | 0.0084 | 0.0023| 0.0019| 0.0014 | 0.0012| 0.0006| 0.0014| 0.0017| 0.0017| 0.0030| 0.0032
Nabil 0.0003 | 0.0001 | 0.0002| 0.0002| 0.0002 | 0.0002| O 0.0007| 0.001 | 0.001 | 0.0004| 0.0004
NIBL 0.0002 | 0.0003 | 0.0003| 0.0004| 0.0003 | 0.0003| 0.0002| 0.0002| 0.0009| 0.0009| 0.0004| 0.0003
SCBL | 0.0003 | 0.0002 | 0.0002| 0.0002| 0.0001 | 0.0001| 0.0001| 0.0001| 0.0001| 0.0002| 0.0002| 0.0001
HBL 0.0011 | 0.001 | 0.001 | 0.0006| 0.0005 | 0.0006| 0.0009| 0.0013| 0.0007| 0.0009| 0.0009| 0.0003
NBBL | 0.001 | 0.0018 | 0.0029| 0.0036| 0.0029 | 0.0014| 0.0002| 0.002 | 0.0005| 0.0004| 0.0017| 0.0012
NSBI | 0.0003 | 0.0004 | 0.0005| O 0.0005 | 0.0003| 0.0003| 0.0002| 0.0001| 0.0001| 0.0003| 0.0002
EBL. 0.0001 | 0.0001 | 0.0001| 0.0001| 0.0001 | 0.0001| 0O 0.0001| 0.0003| 0.0003| 0.0001| 0.0001
KBL 0 0.0001 | 0.0001| 0.0001| 0.0002 | 0.0001| 0.0001| 0.0002| 0.0004| 0.0008| 0.0002| 0.0002
Laxmi | O 0 0 0 0 0 0 0.0001| 0.0001| 0.0003| 0.0001| 0.0001
Mean | 0.0013 | 0.0012 | 0.0008| 0.0007| 0.0006 | 0.0004| 0.0002| 0.0006| 0.0006| 0.0007

St.dev. | 0.0029 | 0.0026 | 0.0010( 0.0012| 0.0009 | 0.0005| 0.0003| 0.0007| 0.0005| 0.0005




Appendix-7

Structure and pattern of firm size of Nepalese commercial banks (In Nrs. Billions)

Banks

/EY 2012 | 2013 | 2014 | 2015 |2016 |2017 |2018 |2019 | 2020 | 2021 | Mean | St.Dev

NBL 16.75 | 17.19| 22.33] 27.25 37.13 43.87 52.08 58.14 63.2 13.24 4112 20.18
NIBL |13.26 | 16.27 | 21.33] 27.59 38.8Y 53.01 57.831 5836 6576 73.15 42.49 21.83
SCBL | 23.64 | 22.17| 25.78 28.6 33.34 40.%9 4021 48.81 41.68 45.63 3455 891
HBL 2476 | 27.86| 29.46| 33.57 36.18 39.32 42.V2 46.74 5436 61.15 39.61 11.80
NBBL |14.26 | 13.28 | 11.71] 7.25 9.39 11.96 1253 14 20{17 21.8 1B.64 443
NSBI | 8.44 10.35| 13.04] 13.9 1719 30.92 38.05 46.09 58.06 64.8 30.08 20.78
EBL. | 9.61 11.79| 15.96] 21.43 27.1p 36.92 4188 46.24 53.81 65.74 33.20 19.17
MBL |3.45 6.46 9.07 10.81] 125 17.49 20.68 2023 24{36 30.3 1554 8.0
KBL 5.49 7.44 9.01 11.92) 15.03 1854 20.52 2049 2513 28.22 16.18 767
Laxmi | 2.59 3.81 5.21 8.58 12.7 18.39 20.95 2156 26,03 29.81 14.96 9|73
Mean | 12.23| 13.66] 16.29 19.0 23.95 31.10 34|64 37.57 48.46 149.38

St.dev.| 7.81 7.42 8.06 9.66 11.73 13.Y7 1506 16.77 18.02 20.41




