CHAPTER-I
INTRODUCTION

1.1 Background of the Study:

Nepal has been facing the problem of acceleratiegpace of economic development.
Economic development of a country depends uponufiiftment of the rural people

through increasing their productivity thereby nagstheir incomes, which ultimately help
them to cross the poverty line. The commercial banlsystem in Nepal is still in its

infant stage as compared to other developed cesntrlowever, their important role in
the economic development of the country has beby rfealized and these banks are
being oriented in their activities best suited tfloe overall economic development of a

country.

For the upliftment of the rural people and econod&gelopment of a country as a whole,
the government has initiated different priority teeclending programs focusing for
poverty alleviation. The priority sector lendingopgrams were area based or target/ group
oriented, need based and complementary, timelycandistent with the national goals
and suited to the specific needs of Nepal’'s rutahemy. Banks play a significant role in
the development of a country. Bank is a finanamstitution, which maintains the self-
confidence of various segments of society and estenedit to the people. The financial
institution is an indispensable part for the upléint of a country. The financial
institution is a vast field comprising of banksydncial companies, insurance companies,
co-operatives, stock exchange and foreign exchamgeets, mutual fund, etc. These
institutions collect idle and scattered money fribra general public and finally invest in
different enterprises that consequently help irucaty poverty, increase in life style of
people, increase employment opportunities, andelherdeveloping society and the
country as a whole. Thus, today the financial tnstns have become the base for

measuring the level of economic development oftantry.



1.1.1 Origin of Bank in Nepal:

The concept of the banking has been developed tihenancient history with the effort of
ancient goldsmiths who developed the practice ofirgj people’s gold and valuable
treasures under such arrangement the depositorisl Weave their gold for safekeeping
and given a receipt by the goldsmith. Wheneverréoeipt was presented the depositors
would get back their gold and valuable treasurés gfaying a small amount as fee for

safekeeping and saving.

The Banking system in Nepal was developed graddiadiy the past. The history states
that King Gunakamadev had received loans from thi@in the & century to renovate
"Kathmandu City". The foundation of banking systemNepal was established by a
businessperson named Shankhadhar Shakha"rcditury. He had paid back all the
loans taken from the public and since then Nepaitid had stated in our country. This
tells us that the system of lending money and papeck started long time back in our
country. Later on in the 4century, King Jayasthiti Malla divided the peopio 64
castes according to their occupation, amongst tH&NKADHARI' one is that dealt
with the lending of money to the public. Main olijee of the TANKADHARI' was to
earn profit by providing money as a loan to pe@uid taking certain interest rate. Prime
Minister Ranadeep Singh established 'TEJARATH ADD¥the 1933 B.S In order to
protect people from higher interest rate, The TREAAH ADDA' was responsible for
providing loans to the people working in the goveemt offices based on the security
and the public based on the collateral they depdsit the TEJARATH ADDA' was not

to earn profit, it charged its creditors with a lawterest rate of 5% per annum. It was
only subjected to lend but did not accept deposisice it cloud not be counted as a
bank. However, it can be said th&EJARATH ADDA' was the main financial

institution that led to the development of modeanking system into the country.

The words BANK was initiate form Latin words Bangcusench words Banque and
Italian words Banca, which means refer that a Bemblere sitting over there invest,
exchange and keep record of money and cash. Histlisyus that initiation of bank in

eastern side of world was mentioned in economidsanftilya and Manusmirti. Likely in



west banking system was started from ‘Bank of Venitl157 Bank of Barcelona.

Actually banking system was inaugurated after distadd of Bank of England.

The actual banking system of Nepal starts frometitablishment of Nepal Bank Limited
(NBL) as the first modern bank in our country NejpaB.S. 1994 Kartik 38 according
to the Nepal Bank Act 1993. NBL was the first baolbe established in Nepal and prior
to this, there was no such organized banking systetime country. Therefore year B.S.
1994 is said to be the Golden year for modern lmangystem in Nepal.

After two decade Nepal Rastra Bank establisheti4ih Baisakh, 2013 BS as a being
central bank of Nepal under “Nepal Rastra Bank Zxt2” to perform the function of the
central banking in Nepal. It established to promatentrol, direct, supervision and
manages banking activities and to in the countrdeunthe provision of Brussels
International monetary conference (IMC). Main olijge of Nepal Rastra Bank was to
make economic assistance, issue and exchange @fddepnote and currency, good

govern of banking system etc. and use of own Nepaiete in whole country Nepal.

Nepal Industrial Development Corporation (NIDC) westablished In 2016 BS under
NIDC act 2016.it established for promote indusizegion in Nepal. Main objective of
NIDC was to provide technical and financial assistéor industry and commerce.
Subsequently another fully state owned commera@aki'Rastriya Banijya Bank” was
established on fbMagh, 2022 BS under Rastriya Banijya Bank act 20Bich was the
second commercial bank of Nepal. With the estabiestt of RBB, a noticeable progress
could be seen in banking industry of Nepal. It lgtwua revolution in the banking
industry. People could easily make business traiosascwith other countries. Both the
banks have majority of shares owned by the govenhwieNepal. Rastriya Banijya Bank
is fully owned by the government. In 2024 madhBS Agriculture Development Bank
(ADB) was established under Agricultural Developm@&ank act 2024. ADB was

established combined merge of cooperative banlhuodisudhar Bachat Corporation.



Nepal adopted the free economic policy privatizatibberalization and globalization.

Liberal free economic policy allowed establishirmgnd venture bank under collaboration
with foreign bank as well as on private sector.2Dd1 Ashad 29 Nepal Arab Bank
limited was first joint venture bank establishedNiepal which is known as NABIL Bank

in today. After that investment bank (Nepal Indasvmank), standard charter bank
(Greenland bank), Himalayan bank, SBI bank etcigat® accordingly. As the time

passed, a need for the more commercial banks afis¢he present time various

commercial bank established and some are in prdoesgperation. Today there are
altogether 25 commercial banks, 36 Development BaiiR Finance Companies, 11
Micro Credit Development Banks and various coopegdirm are functioning in the our

country in Nepal. Still many other commercial baaks in the process of opening in the
market. Today Nepal can take legitimate pride magkable growth and progress in the
banking industry. In this way we know origin andvel®pment of commercial bank in

Nepal.

1.1.2. Introduction of Sample Bank:

A Nepal Investment Bank Limited (NIB)

Nepal Investment Bank Ltd. (NIB), previously knoas Nepal Indosuez Bank Ltd.) Was
established in 1986 as a joint venture between lspand French partners. The French
partner (holding 50% of the capital of NIB) wasditéAgricole Indosuez, a subsidiary of

one largest banking group in the world.

With the decision of credit Agricole Indosuez toabt, a group of companies comprising
of bankers, professionals, industrialists and lessmen has acquired on April 2002 the
50% shareholding of credit Agricole Indosuez in Aledpdosuez Bank Ltd. The name of
the bank has been changed to Nepal Investment B&hkupon approval of bank’s
Annual General Meeting, Nepal Rastra Bank and Comgegistrar's office with the
following shareholding structure. Rastriya Banijgank holds 15%, Rastriya Beema
Sansthan holds 15%, General Public holds 20%, lentlépalese promoters hold 50%.



We believe that NIB, ‘which is managed by a team eaperienced bankers and
professionals having proven track record, can ofter what you're looking for. Besides
commercial banking services, the bank also offedustrial and merchant banking
services. The bank has six branches in Kathmandleywat the following locations:
Putalisadak, New Road, Pulchowk (Lalitpur), Tham&alimati, and Seepadol
(Bhaktapur). In addition, the bank also has elegtrer branches outside Kathmandu
Valley in Banepa, Narayangarh, Birgunj, Janakpweetgdur, Bhairawa, Biratnagar,
Pokhara, Nepaljung, Butwal and Birtamod. Bank Vo aggressively opening new
branches at different parts of the Kingdom to setveustomers better. Recently bank
has opened its new branch outside the valley irBiitamod. Investment Bank Limited
has always been committed to providing a qualityise to its valued customers, being
truly a Nepali Bank. All customers are treated witimost courtesy as valued clients. The
bank, wherever possible, offers tailor made faesitto its clients, based on the unique
needs and requirements of different clients. Tohm extend the reliable and efficient
services to its valued customers, Investment Banltéd has adopted the latest banking
technology. This has not only helped the bank twstantly improve its service level but
has also prepared the bank for future adaptatiomet® technology. The Bank already
offers unique services such as the pre-paid mebdharging system through its ATM,
SMS Banking and Internet Banking to customers ailidoe introducing more services
like these in the near future. Recently it has ghhwa new scheme that every one can

open its own saving Account in Re. 1.00.

B. Introduction of Nabil Bank Limited:

Nepal Arab Bank Limited Nabil Bank, the 1st foreigmnt venture Bank set up in the
nation with an objective to introduce modern bagkservices, commenced its operations
on 12th of July 1984 or 2041 Ashad 29 B.S. with B&.million capital. Dubai Bank
Limited, Dubaiwas the foreign joint venture partner who extendiedil a technical
service agreement in the initial period. The Bathkpugh its quality customer service
and innovative products, has today attained andjgished recognition in the banking
industry of Nepal. The first Joint Venture BankNiepal with a 24 Year old journey of

History.



NABIL, as a pioneer in introducing many innovatpeducts and marketing concepts in
the domestic banking sector, represents a milestotiee banking history of Nepal as it
started an era of modern banking with customesfsation measured as a focal objective

while doing business.

Highly qualified and experienced team of NABIL bamlanages day-to-day operations
and risk management. Bank is fully equipped withdera technology, which includes

ATMs, credit cards, state-of-art, world-renownedtware from Infosys Technologies

System, Banglore, India, Internet banking systenh Bele-banking system. Nepal Arab
Bank Limited is providing full-fledged commerciahtking services to its clients.

From its inception period in 1984 as the first jorenture bank, to commence operations
in the Kingdom of Nepal, the bank have been a leadegerms of bringing the very best
international standard banking practices, prodacts services to the kingdom. Today,
mission of the bank is to be the Bank of 1st Chdwmeall of its stakeholders and
customers. Customers to think of Nabil Bank fistmieet any financial need of theirs.
Nabil Bank would like investors to choose the Bankhare as a blue-chip stock
whenever they are in search of an investment oppityt For the customers, it want to
be the first choice in meeting all of the finanadjuirements, for shareholders, it want to
be the investment of choice, for regulators, it itanbe an example of a model bank, It
wants to be an example for the regulators in tesfrerofessionalism and transparency.
Nabil wants to be an actively participating ‘goodrmorate citizen’ in all the
Communities that the Bank works. It want to be fingt choice as an employer with
whom to build a career and finally the entire Nalelam embraces a set of Values that
acronym is referred to as ‘C.R.I.S.P.’ representhmgfact that we consistently strive to
be Customer Focused, Result Oriented, Innovatiymeigistic and Professional. By
living these values, individually as professionatsl collectively as a Team, Nabil Bank
is committed to Surge Ahead to be the Bank of Isii€2 in Nepal.

NABIL bank is a full services bank providing an iemtrange of products and services,

starting with deposit accounts in local and foregmrency, Visa and Master-Card



denominated in rupees and dollars, Visa ElectromitD€ards, Personal Lending
Products for Auto, Home and Personal loans, Tradan€e Products, Treasury Services
and Corporate Financing. Main aim is to be ablantet customer's entire gamut of

financial requirements that is why it prides us®@ing "Your Bank at Your Service'.

Nabil Bank Limited was the first joint venture baektablished in 1984 with 50% invest
by Dubai Bank Limited of UAE and of remaining 50% Hepalese financial institutions
comprise 30% and 20% by general public. The shaneeed by DBL were transferred to
Emirates Bank International Itd (EBIL), Dubai. LateBIL sold its entire holding go
National Bank Itd, Bangladesh (NBLB). Hence 50%eqtiity shares of Nabil Bank Itd
are held by NBLB and out of remaining, financiastitutions have taken 20% and 30%
were issued to general public of Nepal. NABIL wasarporated with the objective of
extending international standard modern bankinyises to various sectors of the
society. Pursuing its objective, NABIL provides all frange of commercial banking
services through its 28 points of representatiaiosacthe nation and over 170 reputed

correspondent banks across the globe.

1.2 Focus of the Study:

Although joint venture banks have managed credintbther local commercial banks
within short span of time, they have been facimgeek —to-neck competition against one
another. Among this joint venture banks, this redea based on mainly joint venture
banks, namely Everest Bank Limited Joint venturamercial banks play a tremendous
role in a developed or developing nation also hepmprove the economic sector of the
country. Typically, commercial banks main motiveasmnake profit by providing quality
services to the customers. In Nepal, there exisc@dmercial banks realizing their
services. The study focus on evaluating the depasgilization of the bank in terms of
loans and advances and investments and its Cormahbeaiks are the heart of financial
system. They hold the deposit of money personssmorent establishment and business.
The study focuses on evaluating the deposits atitim of the bank in terms of loans and
advances and investments and its contribution éngiofitability of the bank. It also

focuses on the contribution in the profitability thle bank. Commercial banks are the
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heart of financial system. They hold the deposit mény persons, government
establishment and business units. They make fuadasle through their lending and
investing activities to borrowing individual's busss firms and government
establishment. In doing so, they assist both tbe fof goods and services from the
producers to consumers and the financial activiblethe government. They provide a
large portion of medium of exchange and they aeerttedia through which monetary
policy is affected. These facts show that commeérbanking system of nation is
important to the functioning of the economy.

Financial institution is currently viewed as castlin the process of economic growth of
country. A key factor in the development of an ewoy is the mobilization of the

domestic resources and intermediaries, the finhno#&itution helps the process of
resources mobilization. The importance of finanamstitutions in the economy has of
late grown to an enormous extent. The governmenmdrim is required to regulate their
activities. So, the financial policies are implertgeh as per the requirement of the

country.

Therefore, this researcher has focused this resaueinly to highlight and examine the
credit management of the selected bank ignoringrodéispects of bank transaction. To
highlight the credit management of the bank, theeaech is based on the certain
statistical tools i.e. mean with a view to find a@lé true picture of the bank. The main
objective of this research is to analyze the cred#&nagement through the use of
appropriate financial tool.

1.3 Statement of the Problem:

Commercial banks in Nepal have been facing varahadlenges and problems. Some of
them arising due to the economic condition of thentry, some of them arising due to
confused policy of government and many of themiragislue of default borrowers. After
liberalization of economy, banking sector has vasiopportunities. Lending in industries
and production sectors are very risky projects.kBaare investing in house loan, hire

purchase loan, for safety purpose. Lack of lendapgportunities, banks are facing
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problem of over liquidity. Nowadays banks have &asing number of deposits in fixed
and saving accounts but have decreasing trenchdinlg behaviors. So, this has caused
major problems in commercial banks. Nowadays dueotopetition among banks, the
interest rate change for loan is in decreasingdtrBlon-performing assets have become a
large problem in the commercial banks. Liquidity nsaximum with the financial
institutions. Hence, the banks and financial in§tihs are competing among themselves
to advance credit to limited opportunity sectorack of good lending opportunities,
banks is facing problems of over liquidity. Due uahealthy competition among the
banks, the recovery of the banks credit is goingatds negative trends. Non-performing
Credits of the banks are increasing year by year.cdntrol such type of state, the
regulatory body of the banks and financial instiig, NRB has renewed its directives of
the credit loss provision. In order to analyze @redit Management of commercial bank
following research problems are formulated.

» Is the bank mobilizations and credit Managemerdatife and efficient?

» Is credit efficiency of NIB and NABIL influencesetprofitability?

* What is the impact of deposit and loan advanceyindity?

* What is the proportion of Non-performing Asset otat loans and advances of

the bank?
» Is NIB maintaining lending efficiency?
* What is the situation of total loans and advancéh total deposit and its net

profit?

1.4 Obijective of the Study:

Undoubtedly, the role of commercial bank in molilgzand utilizing scattered resources
of nation is praiseworthy one-.The basis objectiokthe study are to have true insight
into the credit management aspects of NIBL and NABThis aims to examine its
efficient in effectiveness, systematization anaeiity in disbursing and recovery loan as
well within the directives of NRB, Financial institon act and its own policy.

The main objective of this study is to evaluate thedit management of Commercial
Bank Limited. Besides, there may be other objestagwell.

* To examine the impact of deposit in liquidity.
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To examine and evaluate the various stages occumddan management
procedure.

To analyze the lending efficiency of the NIBL anABIL.

To examine the assets management efficiency artfblom ratios of NIBL and
NABIL.

1.5 Significance of the Study:

The needs of the study are:

The study will give a clear picture of financialgiion of the company under
study.

This study will provide information to those whoegplanning to invest in NIB
and NABIL Bank Limited.

With the help of the report of this study, the mggraent may apply corrective
measures for the improvement of the banks perfocsan

The policy formulates of the bank may gain someghiith the help of the result
of this study.

The study will help general public to know about thverall financial position of
the NIB and NABIL Bank Limited.

After the completion, this report will be kept imetlibrary, which plays the role of

reference to the students making the similar stndyture.

1.6. Limitation of the Study:

The time was the major limitation of the study. &partial fulfillment for the degree of

Masters of Business Studies.

The scope of the study is limited within the franoekvof ratio analysis only. The
study doesn’t cover other financial performancdyasmstechniques.
Reference of Journals and Articles could not begmted due to unavailability of

suitable materials.
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* Since the study is fully based on the secondara datlected from various
sources, their relevancy will depend upon the aitigy of the publishers.
* The study is about only six fiscal year 2006/02®34.1/012.

1.7 Organization of the Study:

The present study is organized in such way thatstged objectives can easily be
fulfilled. The structure of the study will try tanalyze the study in a systematic way. The
study report has presented the systematic presentatd finding of the study. The study
report is designed in five chapters which are devis:

Chapter-I: Introduction:

This chapter describes the basic concept and bawakdrof the study. It has served
orientation for readers to know about the basiorimftion of the research area, various
problems of the study, objectives of the study aeed or significance of the study. It is
oriented for readers for reporting giving them pleespective they need to understand the

detailed information about coming chapter.

Chapter-1l: Review of Literature:

The second chapter of the study assures readershthaare familiar with important
research that has been carried out in similar ateatso establishes that the study as a
link in a chain of research that is developing anterging knowledge about concerned
field.

Chapter-lll: Research Methodology:

Research methodology refers to the various seqlestéips to be adopted by a researcher
in studying a problem with certain objectives irewi It describes about the various
source of data related with study and various tamisl techniques employed for
presenting the data.
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Chapter-1V: Presentation and Analysis of Data:
This chapter analysis the data related with study@esents the finding of the study and

also comments briefly on them.
Chapter-V: Summary, Conclusion and Recommendation:

On the basis of the results from data analysis, résearcher concluded about the

performance of the concerned organization for betiprovement.
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CHAPTER- I
REVIEW OF LITERATURE

Review of literature means reviewing research stdr other relevant proposition in the
related area of the study so that all the pastmadious studies, their conclusion and
perspective of deficiency may be known and furtiesearcher can be conducted or done.
In other words it's just like fact are finding bdsen sound theoretical framework
oriented towards discovery of relationship guideg é&xperience, resonating and
empirical investigation. The primary purpose oferdture is to learn and it helps
researcher to find out what research studies haga bonducted in one’s chosen field of
study, and what remains to be done. For reviewystiné researcher uses different books
and journal, reviews and abstracts, indexes, repartd dissertation or research studies
published by various institutions, encyclopedia etc

We study the review of literature in dividing tweddings:

Conceptual Review

Review of related Studies

2.1 Theoretical /Conceptual Review:

2.1.1 Concept of Commercial Bank

commercial bank is a corporate business venturehwimave certain paid up capital and
provide loan, accept deposit, exchange money amegl @bnsultancy, agency, guarantee
etc services are perform. Commerce is the finartcaaisactions related to selling and
buying activities of goods and services. Therefomenmercial banks are those banks,
which work from commercial viewpoint. They perfoatt kinds of banking functions as
accepting deposits, advancing credits, credit mmeand agency functions. They provide
short-term credit, medium term credits and longhgecredit as well as issuing guarantee,

bonds, letter of credit, etc to trade and industry.

“A commercial bank is the bank which exchanges mgpaecepts deposit transfers loans
and performs banking functions ” (Commercial B&dk, 2031 B.S.).
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“Principally commercial bank accepts deposits araviges loans, primarily to business
firms there by facilitating the transfer of fundeoonomy” (Rose, 1989: 9).

“The commercial bank has its own role and contrdyutn the economic development. It
is a resource for the economic development, it taainreconomic confluence of various

segments and extends credit to people” (Ronald):18B)

2.1.2 Concept of Credit:

Credit is the sum amount of money lent by the toed{Bank) to the borrower
(Customers) either on the basis of security or autrsecurity. Sum of the money lent by
a bank, is known as credit (Oxford Advanced Learictionary, 1992 Credit and
advances is an important item on the asset sidbeobalance sheet of a commercial
bank. Bank earns interest on credits and advamdgsh is one of the major sources of
income for banks. Bank prepares credit portfolibeowise it will not only add bad debts
but also affect profitability adversely (Varshneyda&Swaroop, 1994: 42).

Credit is financial assets resulting from the datywof cash or other assets by a lender to
a borrower in return for an obligation of repayspecified on demand. Banks generally
grants credit on four ways (Chhabra and Tanejal)1l99

Overdraft

Cash Credit

Direct Credit

Discounting of Bills

2.1.3 Types of Credit

Overdrafts:

It denotes the excess amount withdrawn over thegosdits. In other words bank provide
sum limit of money to their value customer accogdia their believe ness and level of
transaction.
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Cash Credit:

The credit is not given directly in cash but depasicount is being opened on the name
of credit taker and the amount credited to thabant In this way, every credit creates
deposit.

Term Credit:
It refers to money lent in lump sum to the borrosvétr is principle form of medium term

debt financing having maturities of 1 to 8 years.

Barely and Myers urge that bank credits with méesiexceeding 1 years are called term
credits. The firm agrees to pay interest basedhenbank’s prime rate and to repay
principle in the regular installments. Special @ats of principle payments over time can
be negotiated to meet the firm’s special needsh@at, 1996:89).

Working Capital Credit:

Working capital denotes the difference betweenerrtiabilities. It is granted to the

customers to meet their working capital gap forpgupng production process. A natural
process develops in funds moving through the cgcéegenerated to repay a working

capital credit.

Priority or Deprived Sector Credit:

Commercial banks are required to extend advancésetgriority and deprived sector
12% of the total Credit must be toward priority teedncluding deprived sector. Rs.2
million for agriculture cum service sector and RS.hillion for single borrowers are
limit sanctioned to priority sector. Institutionalpport to ‘Agriculture Development
bank’ and ‘Rural Development Bank’ are also congdeunder this category. Deprived

sector lending includes:

Advances to poor/downtrodden/weak/deprived peopletauRs 30,000 for generating
income or employment.
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Institutional Credit to Rural Development Bank.
Credits to NGOs those are permitted to carryoukinantransactions for lending up to
Rs.30,000.

Hire Purchase Financing (Installment Credit):
Hire-Purchase credits are characterized by pericgpayment of principle and interest
over the maturity of the credit. Hirer agrees tketdhe goods on hire at a stated rental

including their repayment of principle as well aterest with an option to purchase.

A recent survey of commercial banks indicates thbaeks are planning to offer
installment credits on a variable rate basis. it ba secured and unsecured as well as
direct and indirect installment credits on a vdealate basis. It can be secured and

unsecured as well as direct and indirect instaltnoesdit.

Housing Credit (Real Estate Credit):
Financial institutions also extend credit to thaiistomers. It is different types, such as
residential building, commercial complex, constimetof warehouse etc. It is given to

those who have regular income or can earn revanueliousing project itself.

Project Credit:

Project credit is granted to the customers as pgegt viability. The borrowers have to
invest certain proportion to the project from thegquity and the rest will be financed as
project credit. Construction credit is short-termedits made to developers for the
purpose of completing proposed projects. Maturittes developers for completing
proposed projects. Maturities on construction d¢sedinge from 12 months to as long as
4 to 5 years, depending on the construction creditge from 12 months to as long as 4
to 5 years, depending on the size of the specifipept . The basic guideline principle
involved in disbursement policy is to advance fumdsresponding to the completion
policy is to advance funds corresponding to the etion stage of the project. Term of
credit needed for project fall under it (Johnsa@@4@:83).
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Consortium Credit:

No single financial institution grant credit to tpeoject due to single borrower limit or
other reason and two or more such institutions omnsent to grant credit facility to the
project of which is baptized as consortium cretiteduces the risk of project among

them. Financials bank equal (or likely) charge lua project’s assets.

Credit Cards and Revolving Lines of Credit:

Banks are increasingly utilizing cards and revajvimes of credit to make unsecured
consumer credit. Revolving credit line lowers tlostcof making credit since operating
and processing cost are reduced. Due to standtaogizeentralized department processes
revolving credits resulting reduction on adminigstna cost. Continued borrowing
arrangement enhances cost advantages. Once thelioeds established, the customer
can borrow and repay according to his needs andbah& can provide the fund to the

customer at lower cost.

Off-Balance Sheet Transaction:

In fact, bank guarantee and letter of credit rateroff balance sheet transactions of
financial institution. It is also known as contimgdiability. Contingent liability pinpoints
the liability, which may or may not arise duringthappening of certain event. Footnotes
are kept as references to them instead of recorditige books of accounts.

It is non-funded based remunerative facilities budre risky than the funded until

adequate collateral are not taken. Lets its tweetias be described separately.

Bank Guarantee:
It used for the sake of the customers in favorhef dther party (beneficiary) up to the
approved limit. Generally, a certain percent amasimaken as margin from the customer

and the customer’s margin account is credited.

Letter of Credit (L/C):
It is issued on behalf of the customer (buyer/ingxrin favor of the exporter (seller) for

the import of goods and services stating to patasesum of money on the submission
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of certain documents complying the stipulated teamd conditions as per the agreement
of L/C. It is also known as importers letter of ditesince the bank of importer do not

open separate L/C for the trade of same commodittemson, 1940:85).

2.1.4 Objectives of the Sound Credit Policy

The purposes of a written credit policy are:

To assure compliance by lending personnel with hhek’'s polices and objectives
regarding the portfolio of credits

To provide personnel with a framework of standavdhkin which they can operate.

2.1.5 Lending Criteria:

While screening a credit application, 5-cs to bst ftonsidered supported by documents.
i). Character

Character is the analysis of the applicant assabhility to meet the obligations put forth
by the lending institution. For this analysis, getly the following documents are
needed.

Memorandum and Article of Association

Registration certification

Tax registration certificate (Renewed)

Resolution to borrow

Authorization-person authorizing to deal with thenk.

Reference of other lenders with whom the applideag dealt in the past of bank A/C

statement of the customer.

i). Capacity

It's describes the customer’s ability to pay. Itmeasured by applicants past performance
records and followed by physical observation. Hos,tan interview with applicant’s
customers/suppliers/ will further clarify the sitia@. Documents relating to this area

were:
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Certified balance sheet and profit and loss acctmurdt least past 3 years.

References or other lenders with whom the applibaatdealt in the past or bank A/C.

iii). Capital

This indicates applicant’s capacity to inject hignomoney. By capacity analysis, it can
be concluded that whether borrower is truing toy pléth lender’'s money only or is also
injecting his own fund to the project. For capitalalysis, financial statements, like

certified balance sheet, profit and loss accouttiesonly tools.

iv). Collateral

Collateral is the security proposed by the borrov@wollateral may be of either nature
moveable or immovable. Moveable collateral comgrigght from stock, inventories to
playing vehicles. In case of immovable it may bedlavith or without building or fixture,

plant machineries attached to it.

v). Conditions
Once the funding company is satisfied with the abtar, capacity, capital and collateral
then a credit agreement (sanction letter) is issmedavor of the borrower stating

conditions of the credit to which borrower’s ac@smte is accepted.

2.1.6 Features of Sound lending Policy:

The income and profit of the commercial banks ddpgpon its lending procedure. The
greater the credit created by bank, the higherswvitie profitability. A sound lending

policy is not only pre-requisite for commercial Banprofitability, but also crucially

significant for the promotion of commercial savin§ backward country like Nepal.

Some features of Sound lending policy are consttaseunder:

A) Safety:
Safety is the most important principle of good lieigd When a banker lends, he must feel
certain that the advance is safe; that is, the momdl definitely come back. For

example, if borrower invests the money in an unpotide or speculative venture, or if
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the borrower himself is dishonest, the advance wdd in jeopardy. Similarly, if the

borrower suffers losses in his business due toirfdgempetence, the recovery of the
money may become difficult. The banker ensure tth@aimoney advanced by him goes to
the right type of borrower and is utilized in suchvay that it will not only be safe at the
time of lending but will remain so throughout, aafter serving a useful purpose in the

trade or industries where it is employed, is repaiti interest.

B) Liquidity:

It is not enough that the money will come backisitlso necessary that it must come
back on demand or in accordance with agreed tefmepayment. The borrower must be
in a position to repay within a reasonable timeraét demand for repayment is made.
This can be possible only if the money is employsd borrower for short-term
requirements and not locked up in acquiring fixese#s or in schemes, which take a long
time to pay their way. The source of repayment nalsb be definite. The reason why
bankers attach as much importance to “liquidity"tas'safety” of their funds is that a

bulk of their deposits is repayable on demand shatt notice.

C) Purpose:

The purpose should be productive so that the mamyonly remains safe but also

provide a definite source of repayment. The bamkest closely scrutinize the purpose
for which the money is required, and ensure, ag$ane can, that the borrower applies

the money borrowed for a particular purpose acogiyli

D) Profitability:

Equally important is the principle of ‘profitab¥it in bank advances. Like other
commercial institutions, banks must make profite{thave to pay interest on deposits
received by them. They have to incur expenses t@bleshment, rent, stationery, salary
and other operating expenses so on. They haveke pravision for depreciation of their
fixed assets, and also for possible bad or doub#bls. After meeting all these items of
expenditure which enter the running cost of bamksgasonable profit must be made;
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otherwise, it will not be possible to carry anythito the reserve of pay dividend to

shareholders. It is after considering all factbest 8 bank decides upon its lending rate.

E) Collateral/Security:

It has been the practice of banks not to lend asdapossible except against security.
Security can be considered as insurance. Secuatyla generally classified as personal
and tangible, as well as primary and collaterale Danker carefully scrutinizes all the
different aspects of an advance before grantingtithe same time, he provides for an

unexpected change in circumstance, which may atfiecsafety or liquidity of advance.

F) Legality:
lllegal securities will bring out many problems fiie investor. Commercial banks must
follow the rules and regulation as well as différéirections issued by Nepal Rastra

Bank, Ministry of Finance and other while mobiligiits funds.

G) Spread:

Another important principle of good lending is tkleversification of advances. An
element of risk is always present in every advahoeiever secure it might appear to be.
In fact, the entire banking business is one ofngkialculated risks and successful banker
is an expert in assessing such risks. He is keeapading the risks involved in lending,
over a large number of borrowers, over a large rarolb industries and areas, and over

different type of securities.

H) National Interest:

Even when an advance satisfies al the aforesaidiples, it may still no be suitable. The
advance may run counter to national interest. Ith@ changing concept of banking
factors such as purpose of the advance, viabifith® proposal and national interest are
assuming greater importance than security, smalrob@rs and export-oriented

industries
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2.1.7 Principle of Credit Policy:
Good credit policy is essential to carry out thesibass of lending more effectively.

Some policies are as follows:

i) Principle of Safety Fund
Banks should look the fact that is there any unpctide or speculative venture or

dishonest behavior of the borrower.

i) Principle of Liquidity

Liquidity refers to pay on hands on cash when é@dwsel without having to sell long-term
assets at loss in unfavorable market. A banketdhv@nsure that money will come in as
on demand or as per agreed terms of repayment.

iii) Principle of Security
It acts as cushion to grant advances and creditsqéate values of collaterals ensure the
recovery of credit correctly at the right time. &pted security should be readily

marketable, handy and free from encumbrances.

iv) Principle of Purpose of Credit
Generally, credit request would be accepted fodpetive sector only. Bank should be
rejected credit request for speculation, sociatfiems, pleasures trips, ceremonies and

repayment of prior credit as they are unproductive.

V) Principle of Profitability

Profitability denotes the value created by the afseesource is more than the total of the
input resources. Bank should provide to such ptafet can provide optimum amount of
return. For such purpose, bank should take a Idilerisk by providing to venturous
project.
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vi) Principle of Spread
Portfolio of credit advances is to be spread ndy @mong many borrowers of same
industry. It across the industries in order to miize the risk of lending by keeping “Do

not put your all eggs in the same basket” in mind.

vii) Principle of National Interest

In lending and granting advances, interest of matghould not be distorted (if
undermined). Priority and deprived sector of ecom@nd other alarming sector should
be given proper emphasis while extending advances.

Every Bank should always follow the rule “Do nott your all eggs in the same basket”.
So every bank makes appropriate portfolio in thewestment the credit management
would be excellent.

2.1.8 Lending / Credit Process
Commercial bank follows several steps to disbuosa Ilto the borrowers. The lending
policies might be different form one bank to anotHe general, these steps can be

pointed out of follows.

Application: the needy are required to submit apliaption to the bank along with
required documents. The documents required foitgoeoposal appraisal and processing
by banks are as follows:

Loan application

Citizenship certificate of applicant

Firm/ company registration certificate (if self eloyed)

Income tax registration certificate (if self empdaoly

Authenticated partnership deed in case of partnefgin, and memorandum and article
of association in case of company

Attested copy of board resolution in case of comgp@solved to avail loan and banking
facilities form bank against the pledge, hypothecatand mortgage of fixed property

owned by company or property of third party named.
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Letter of authority authorizing to sign loan deeud aother relevant document paper
which are deemed necessary while dealing with loanbehalf of firm/company.

Feasibility report/scheme (for new project)

Lending appraisal and Possessing:

Basically, appraisal of loan proposal is proces$mmghe analysis of the variability of the
scheme proposed. It also helps to assets the dirtaatial assistance needed to operate
the scheme.

Commercial bank carries out loan appraisal on thsisbof past performance, future
forecast and information available form the docutssabmitted by aspirant borrowers.
The bank tries to ascertain the following duringrigprocessing:

* The cost of estimate us examined so that the apptepestimate can be
accepted. Under and over estimates are rejectedaly, the specification of
machinery should be proper.

 Working capital projection has to be reasonable casmpared to past
performance and on the basis of target for futdpaesion.

* The return rates should be adequate like returmegstment (ROI), internal
rate of return (IRR) and debt service coverage ®SCR).

« The  capacity, competency, integrity and  commitmenbf
promoters/partners/proprietors/directors/persosheuld be intact.

* SWOT (strength, weakness, opportunity and thread)yais of the proposed

project must give reasonable assurance.

2.1.9 Right of Commercial Banks against Breach ofénding Agreement:

A commercial bank reaches a decision as to whdtlséould provide loan and advances
or not. After many discussions between the persdhebusinessmen who comes with a
proposal of loan to the commercial bank and bankewbarrying out any banking
transaction, the bank and customer should follogvl#tw, policy and instructions. The
concerning law means, the Nepal Rastra Bank Ac82@502) Commercial Bank Act
2031(1974) so on. Under section 47.A of the CommakBank Act 2031 (1974) the bank

has been following rights and power to recoverdaa: -
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The bank may write to the appropriate office fogis&ration or transfer, in
accordance with prevailing law, of the assets anetl by it pursuant to this
section in the name of the person whose bid has &ggroved.

The concerned office shall do the registratiorrangfer if it receives such written
request from any commercial bank for registratiotransfer of assets pursuant to
sub-section (5) of section 47 A. of the CommerBiahk Act 2031(1974).

In case no one offers a bid in an auction held bgrek pursuant to this action, the
bank may take over the ownership of such assetd, iansuch situation,
government offices must register or transfer thassets in their records as
notified by the bank.

If any person, institution or industry fails to cpiy with the terms of agreement
or any terms regarding loans and advances, witlbdnd, or fails to repay loans
to the commercial bank within the time limit stiptdd in the documents, or
incase the bank finds through investigation thay g@erson, institution or
industries concerned has not invested the amouttteolioan and advance for the
concerned purpose, or has misappropriated in tikandents or notwithstanding
anything mentioned in prevailing law the bank magten or otherwise dispose
of any property pledged to it, or the security defsal with it, and thus recover
the principal and interest.

If the borrowing person, institution, or industrgncern relinquishes in any
manner title to the property pledge to the comna¢ifzank as collateral, or in case
the value of such collateral declines due to ahgoteason, the commercial bank
may, not with outstanding anything mentioned invaiéng law, ask the concern
to furnish additional collateral within a period esified by it. In case the
concerned person, institution or industry conceaiisfto furnish additional
collateral within the specified time limit, the camercial bank may recover its
principal and interest by auctioning or otherwisspdsing of the collateral
pledged to it.

If principal and interest can’'t be recovered thiouthe auction sale of the
collateral pledge to the bank pursuant to subse¢fipand (2) section 47.A of the
Commercial Bank Act 2031(1974), the bank may recotree balance by
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auctioning the other assets of the concerned perfisstitution or industries
concern.

» The amount of principal and interest, and expeisasred in auction, or in other
kind of disposal shall be deducted from the amaaised through the auction or
disposal otherwise of assets pursuant to this seand the balance shall be
refunded to the concerned person, institutionndustry concern.

* In case a complaint is field to the effect that ferson who is required to
relinquish the assets after their transfer undérsmction (6) and (7) of section
47.A of the Commercial Bank Act 2031 (1974) of tiees created any obstacle or
used force while the concerned person or the cocialdBank Act 2031 (1974)
bank itself seeks to utilized such assets, actioall 9oe taken according to

prevailing law to have possession in the assets.

2.1.10 Project Appraisal:

Before providing credit to the customer, bank maémealysis of project from various
aspects and angles. It will help the bank to seethér project is really suitable to invest.
The purpose of project appraisal is to achievegtrerantee of reasonable return from the
project. Project appraisal answers the followingsiions:

* Is the project technically sound?

* Will the project provide a reasonable return?

» Is the project in line with the overall economigesitives of the country?
Generally, the project appraisal involves the itigasion from the following aspects
(Gautam, 2004).

* Financial aspect
» Economic aspect
» Management /organizational aspect

* Legal aspect

Directives issued by NRB for the commercial Bamklgted to credit aspect only):
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1. Credit classification and provisioning

Classification Provision
1. Pass Credit 1%
2. Sub Standard Credit 25%
3. Doubtful Credit 50%
4. Bad Credit %00

Those credits that have not crossed the time stheduepayment and are within three
months delay of maturity date fall under the clasaiion topic ‘pass credit’. It is also
known as performing credit.

Sub standard credit are those credit which areadyrecrossed the repayment time
schedule and are within 3-6 months delay of matuidte. Likewise, within 6-12 months
from the time to be recovered are classified adtfoucredit. Those credits, which are
not recovered yet after 1 year from maturity date, known as bad credit. All the above
3 types of credits are classified as non-perfornareglit also. The credit loss provision
for performing credit is termed as general cred#sl provision whereas the credit loss

provision for non- performing credit is termed pedfic credit loss provision.

Auditor has to correctly rate the credit and engheg accurate credit loss provision has
been made. The auditor should examine whether #rk thas obtained complete

documentation so that banks interest is secureddthtion, audit is made to inspect

compliance of terms and conditions laid down. Qreddit is required to check whether
credit given is within authority, drawing powerceCredit audit helps the bank to know
quality of its credit, its weakness and strengifisis, in turn, helps the bank to adopt
corrective measures where weaknesses have beetegant and to focus further on

strengths. General guidelines whether to rejectimew the credit can be established with
the help of credit audit.

27



2. Limit of Credit and Advances in a Particular ®ec

Fund based credit and advances can be issued 26840 upper limit) of core
capital to a single customer, firm, company andoag of related customer.
Non-fund based (off-balance items) can be issuet &% of core capital to a

single customer, firm, company and group of relatestomer.

Note: The core capital includes {paid up capitakkare premium + non-redeemable

preference share + general fund + accumulatedtgladis) —goodwill (if any included)}.

Group of related customer:

If a company takes 25% or more share of anothepaom

Member of board of directors of company sharehasldef private limited
company and such members and shareholders withsoithea single house,
even if husband, wife, son, daughter, daughteraim, lunmarried daughter,
adopted son, adopted unmarried daughter, fathethancstepmother, brothers
and sisters whom be should look after. And the abmembers personally or
combined take 25% or more share of another company.

Firm, company and members as a related group.

Members of board of directors, shareholders aneérotélatives as stated in
serial number ‘b’ takes less than 25% of board ioéaiors of the company
solely or combined but have control on the othemgany by the following
ways:

Being president of board of directors of the conypan

Being executive directors of the company.

Nominating more than 25% of members of board fadars of the company.

If cross guarantee is given by one company to amathmpany.

2.2 Review of Related Studies

2.2.1 Review of Credit Risk Related Unified NRB Diectives 2010
2.2.1.1 Credit Risk
Credit risk is the major risk that banks are expaseduring the normal course of lending

and credit underwriting. Within Basel Il, there awwo approaches for credit risk

measurement: the standardized approach and tlreahtatings based (IRB) approach.
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Due to various inherent constraints of the Nepalemaking system, the standardized
approach in its simplified form, Simplified Standeed Approach (SSA), has been

prescribed in the initial phase.

2.2.1.2 Simplified Standardized Approach (SSA):

In comparison to Basel I, SSA aligns regulatoryitedpequirements more closely with
the key elements of banking risk by introducing idew differentiation of risk weights
and a wider recognition of credit risk mitigatioechniques. The advantage of
implementing this approach is twofold. This approatlows transitional advantage for
countries like us by avoiding excessive complegitessociated with the advanced
approaches of Basel Il while at the same time it prpduce capital ratios more in line
with the actual economic risks that banks are fgaempared to the present Accord.
Under this approach commercial banks are requicedssign a risk weight to their
balance sheet and off-balance sheet exposurese Tis&sweights are based on a fixed
weight that is broadly aligned with the likelihoofla counterparty default. As a general
rule, the claims that have already been deductaud the core capital shall be exempt

from risk weights for the measurement of credk.ris

Claims on foreign government, their central bard&svall as foreign corporates shall be
generally risk-weighed on the basis of the consersuntry risk scores of export credit
agencies (ECA). Wherever there are claims relatomginrated countries, they shall
generally be risk weighed at 100 percent. Howetleese claims shall be subject to
supervisory review and higher risk weight shalldssigned where the review process

deems appropriate.

All kinds of claims including loans & advances asglwas investments shall be risk
weighed net of specific provisions. Generally psov related to any receivable or
investment is not defined as general or specificsuch situation, the total provision
against any claim/exposure (other than the loamsamvances) shall be considered as
specific provision. However, provisions eligibler filhve supplementary capital shall not

be allowed for netting while calculating risk weigt exposures. In case of loans,
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advances and bills purchased the provisions creitelieu of Pass loans only are

classified as General loan loss provision. All othevisions are components of specific
loan loss provision. Hence, general loan loss gromi doesn’t comprise provisions

created in respect of rescheduled/restructurednandperforming loans. It also doesn’t

include additional provisions created for persanarantee loans or lending in excess of
Single Obligor Limits. However, provisions created excess of the regulatory

requirements and not attributable to identifialdeskes in any specific loans shall be
allowed to be included in the General Loan Loss/iion.

In order to be consistent with the Basel-Il framéwdhe credit risk for the regulatory
capital purpose shall be computed by segregatiegettposure in the following 11
categories.

a) Claims on government & central bank

b) Claims on other official entities

c¢) Claims on banks

d) Claims on corporate & securities firms

e) Claims on regulatory retail portfolio

f) Claims secured by residential properties

g) Claims secured by commercial real state

h) Past due claims

i) High risk claims

j) Other assets

k) Off balance sheet items

2.2.1.3 Risk Measurement and Risk Weights:

a. Claims on government & central bank

1. All claims on Government of Nepal and NRB slhallrisk weighed at 0 %.

2. Claims on foreign government and their centeaiks shall be risk-weighted on the

basis of the consensus country risk scores asafsilo

ECA risk scores 0-1 2 3 4t06 7

Risk weights 0% 20% 50% 100% 150%
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b. Claims on other official entities
3. Claims on the Bank for International Settlemegtits International Monetary Fund, the
European Central Bank and the European Communityegeive a 0% risk weight.
4. Following Multilateral Development Banks (MDBwl)ill be eligible for a 0% risk
weight

» World Bank Group, comprised of the InternationahB#or Reconstruction and

* Development (IBRD) and the International Financepg@aation (IFC),

» Asian Development Bank (ADB),

» African Development Bank (AFDB),

» European Bank for Reconstruction and DevelopmeBR(E),

* Inter-American Development Bank (IADB),

» European Investment Bank (EIB),

» European Investment Fund (EIF),

* Nordic Investment Bank (NIB),

» Caribbean Development Bank (CDB),

* Islamic Development Bank (IDB), and

» Council of Europe Development Bank (CEDB).

5. The standard risk weight for claims on other Matgral Development Banks will

be 100%.

6. Claims on public sector entities (PSEs) willrisk-weighed as per the ECA country

risk scores.
ECA risk scores 01| 2 3to6 7
Risk weights 20% 50% 100% 150%

c. Claims on banks

7. All claims, irrespective of currency, excludimyestment in equity shares and other
instruments eligible for capital funds, on domesiamks/financial institutions that fulfill
Capital Adequacy Requirements will be risk weighe@0% while for the rest, it will be
100%.
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Banks should make use of the publicly availableorimiation of the immediately
preceding quarter of the respective banks to gthajestatus on capital adequacy.

8. Claims on a foreign bank excluding investmengquity shares and other instruments
eligible for capital funds shall be risk weighedpes the ECA Country risk score subject
to the floor of 20%. The primary basis for applyiing ECA Country Risk score shall be
the country of incorporation of the bank. Where Hamk is a branch office, the ECA
score of the country where the corporate officmcated shall be used while in the case

of a subsidiary the basis shall be the country witiee subsidiary is incorporated.

ECA risk scores 0-1 2 3to6 7
Risk weights 20% 50% 100% 150%

However, the claims on foreign banks incorporatedhie SAARC region and which
operate with a buffer of 1% above their respectregulatory minimum capital
requirements may be risk weighed at 20%. The bahk# be responsible to submit the
latest capital adequacy position of such banks @machonstrate that they fulfill the
eligibility requirements. Such capital adequacyif@s submitted by the banks should
not be prior to more than one financial year. MesFpsuch claims shall be subject to a
supervisory review and supervisors may requirebiek to risk weigh the claims on

ECA country risk scores where the review processrmenecessary.

d. Claims on corporate & securities firms:

9. The risk weight for claims on domestic corposatmcluding claims on insurance
companies and securities firm will be 100%. The dstie corporates includes all firms
and companies incorporated in Nepal as per pragaficts and regulations.

10. The claims on foreign corporate shall be rigighed as per the ECA Country risk

score subject to the floor of 20% as follows:

ECA risk scores 0-1 2 3 4t06 7

Risk weights 0% 20% 50% 100% 150%

32



e. Claims on regulatory retail portfolio:

11. Claims5 that qualify all criteria listed belonay be considered as regulatory retail
portfolio and risk weighed at 75%, except for pdist loans. Such claims however, have
to be in strict compliance with the Product paperedoped by the bank and approved by
their respective board of directors

Criteria:

» Orientation criteria: - exposure is to an individual person or person®s @ small
business. Bank should obtain written declarati@mfithe borrower to the effect
that their indebtedness is within the thresholds&all banks and FIs..

* Product criteria: - The exposure takes the form of any of the follawvin
Revolving credits and lines of credit, (includiogerdraft, hypothecation etc.)

Term loans and leases (e.g. hire purchase, auts lad leases, student and educational
loans)

Small business facilities and commitments,

Deprived sector loans up to a threshold of Rs.10Dami(Ten Million only)

* Granularity criteria: - NRB must be satisfied that the regulatory retaitfolio is
sufficiently diversified to a degree that reducé® trisks in the portfolio,
warranting the 75% risk weight. No aggregate expostio one counterpart can
exceed 0.5 % of the overall regulatory retail puitf.

* Lowvalueindividual criteria: - The total aggregated exposure to one counterpart8
cannot exceed an absolute threshold of Rs.10 mil{idepalese Rupees Ten
Million only)

12. Banks which have claims that fulfill all criken except for granularity may risk
weigh those claims at 100%

f. Claims secured by Residential Properties:

13. Lending to individuals meant for acquiring @veloping residential property which
are fully secured by mortgages on residential ptypéhat is or will be occupied by the
borrower or that is rented, will be risk-weighed6@f6. However, banks should ensure
the existence of adequate margin of security okieramount of loan based on strict

valuation rules. Banks have to develop product papd get it approved from the board
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of directors to regulate this kind of lending. T¢laims in order to be eligible for this
category have to be in strict compliance with gmsduct paper

14. Where the loan is not fully secured, such ctanave to risk weighed at 150%

15. When claims secured by residential propertiesoa have been past due at any point
of time during the last two years, they shall eksiveighed at 100%, net of specific

provisions.

g. Claims Secured by Commercial Real Estate:

16. Claims secured by mortgages on commercialestate, except past due, shall be risk
weighed at 100%. Commercial real estate herebys¢demortgage of Office buildings,
retail space, multi-purpose commercial premisesltiffamily residential buildings,
multitenanted commercial premises, industrial orrelause space, hotels, land

acquisition, development and construction etc.

H. Past Due Claims:
17. Any loan, except for claim secured by residdrroperty, which is or has been past
due at any point of time during the last two yeavdl, be risk-weighed at 150% net of

specific provision.

I. High Risk Claims:

18. 150% risk weight shall be applied for ventuapital and private equity investments.

19. Exposures on Personal loan in excess of theshbid of regulatory retail portfolio

and lending against securities (bonds and shabes) attract a risk weight of 150%.
Similarly, exposures on credit card shall also aatria risk weight of 150%.

20. Investments in the equity and other capitarimsents of institutions, which are not
listed in the stock exchange and have not beenatiedldrom Tier 1 capital, shall be risk
weighed at 150% net of provisions.

21. Investments in the equity and other capitatrimsents of institutions, which are
listed in the stock exchange and have not beenatiedldrom Tier 1 capital, shall be risk

weighed at 100% net of provisions.

34



22. The claims which are not fully secured or amngy dacked up by personal guarantee
shall attract 150% risk weight.

23. Where loan cannot be segregated/or identifiedregulatory retail portfolio or
gualifying residential mortgage loan or under otb@tegories, it shall be risk weighed at
150%.

J. Other Assets:

» 23. With regard to other assets, following provwisichave been madeterest
receivable/claim on government securities will is&-weighed at 0%.

* Investments in equity or regulatory capital insteums issued by securities firms
will be risk-weighed at 100%.

* Cash in transit and other cash items in the prooéssollection will be risk-
weighed at 20%. For this purpose, cash items shellide Cheque, Draft, and
Travelers Cheques.

» Fictitious assets that have not been deducted ff@n 1 capital shall be risk
weighed at 100%.

All other assets will be risk-weighed at 100% oiespecific provision.

K. Off Balance Sheet Items:
24. Off-balance sheet items under the simplifiesh@ardized approach will be converted

into equivalent risk weight exposure using risk gietias follows:

2.2.1.4 Credit Risk Mitigation:

Banks may use a number of techniques to mitigaeaitiks to which they are exposed.
The prime objective of this provision is to encaedhe banks to manage credit risk in a
prudent and effective manner. As such, credit resisosures may be collateralized11 in
whole or in part with cash or securities, or a leaposure may be guaranteed by a third
party. Where these various techniques meet thenmimi conditions mentioned below,
banks which take eligible financial collateral atowed to reduce their credit exposure
to counterparty when calculating their capital iegments to take account of the risk

mitigating effect of the collateral. However, credsk mitigation is allowed only on an
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account by account basis, even within regulatotsilr@ortfolio. As a general rule, no
secured claim should receive a higher capital requent than an otherwise identical
claim on which there is no collateral. Similarlyet effects of the CRM shall not be
double counted and capital requirement will be iggpto banks on either side of the
collateralized transaction: for example, both repod reverse repos will be subject to
capital requirements. Those portions of claimsatetilized by the market value of
recognized collateral receive the risk weight aggllie to the collateral instrument. The
remainder of the claim should be assigned the wislght appropriate to the counter
party. Where the same security has been pledgetdibr the funded and non funded
facilities, banks should clearly demarcate the eadti security held for funded and non
funded facility. In cases where the bank has obthgame security for various forms of
facilities; banks are eligible to claim the CRM ké&hacross all such exposures upto the
eligible value of CRM.

a. Minimum Conditions for Eligibility:

In order to obtain capital relief towards credgkrimitigation, there are certain basic
condition that needs to be fulfilled. Supervisorid monitor the extent to which banks
satisfy these conditions, both at the outset obliateralized transaction and on an on-

going basis.

1. Legal certainty: - Collateral is effective only if the legal mechanidoy which
collateral is given is robust and ensures thatéhder has clear rights over the collateral
to liquidate or retain it in the event of defadlbus, banks must take all necessary steps
to fulfill local contractual requirements in respeaf the enforceability of security
interest. The collateral arrangements must be pipmcumented, with a clear and
robust procedure for the timely liquidation of eddral. A bank's procedures should
ensure that any legal conditions required for dedjathe default of the customer and
liquidating the collateral are observed. Where dbiateral is held by a custodian, the
bank must seek to ensure that the custodian ensdeegiate segregation of the collateral
instruments and the custodian's own assets. Beshddgs banks must obtain legal
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opinions confirming the enforceability of the cédeal arrangements in all relevant
jurisdictions.

2. Low correlation with exposure: - In order for collateral to provide protection, itredit
guality of the obligor and the value of the coltatemust not have a material positive
correlation. For example, securities issued bycibl&ateral provider - or by any related

group entity - would provide little protection asd would be ineligible.

3. Maturity Mismatch: - The maturity of the underlying exposure and theumigt of the
hedge should both be defined conservatively. Thectfe maturity of the underlying
should be gauged as the longest possible remaimmegbefore the obligor is scheduled
to fulfill its obligation. The collateral must béeplged for at least the life of the exposure.
In case of mismatches in the maturity of the unyilegl exposure and the collateral, it
shall not be eligible for CRM benefits.

4. Currency Mismatch: - Ideally the currency of the underlying exposure dhd
collateral should be the same. Where the credibsxe is denominated in a currency
that differs from that in which the underlying espoe is denominated, there is a
currency mismatch. Where mismatches occur, it $feubject to supervisory haircut of
10%.

5. Risk Management: - While CRM reduces credit risk, it simultaneouslyymacrease
other risks to which a bank is exposed, such aalleperational, liquidity and market
risks. Therefore, it is imperative that banks emgpiobust procedures and processes to
control these risks, including strategy; considerapf the underlying credit; valuation;
policies and procedures; systems; control of rfill-osks; and management of
concentration risk arising from the bank's use BMCtechniques and its effect with the
bank's overall credit profile. In case where thespiirements are not fulfiled, NRB may

not recognize the benefit of CRM techniques.
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b. Eligible Collaterals:

1. Cash deposit (as well as certificates of depwdiixed deposits or other deposits) with
the bank. The banks may only claim these as CRM dnt has specific authority to
recover the amount from this source in case ofuliefa

2. Fixed Deposit Receipts/Certificates of depositedr deposits of other Banks and Fls,
who fulfill the capital adequacy requirements, sabfo a 20% supervisory haircut.

3. Gold.

4. Securities issued by the Government of NepalNghl Rastra Bank.

5. Guarantee of the Government of Nepal

6. Financial guarantee/counter guarantee of domdminks and FIs who meet the
minimum capital adequacy requirements subjecthaircut of 20%.

7. Securities/Financial guarantee/Counter guarasseed by sovereigns.

8. Securities/Financial guarantee/Counter guarasgeeed by MDBs in the list specified
in3.3b(3&4)

9. Securities/Financial guarantee/Counter guardaseed by banks with ECA rating 2 or
better. The supervisory haircut shall be 20% artd & the banks with ECA rating of O-

and 2 respectively.

c. Methodology for Using CRM:

Step 1: Identify the accounts eligible for caprlef under credit risk mitigation.

Step 2: Assess the value of the exposure and tpiblel collateral. The value of the
eligible collateral is the lower of the face valakthe instrument or the outstanding
amount of exposure

Step 3: Adjust the value of the eligible collaterarespect of the supervisory haircut in
terms of currency mismatch and other eligibilityugements.

Step 4: Compare the adjusted value of the collatétia the outstanding exposure.

Step 5: The value of the eligible CRM is the lowéthe adjusted value of the collateral
and the outstanding exposure.

Step 6: Plot the eligible CRM in the appropriateegary of credit risk.
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The sum total of net amount of eligible CRM as fi@rm No.4 Exhibit of claims with
eligible credit risk mitigants” shall be consistaesith the “Form No.3 Eligible Credit

Risk Mitigants” prescribed in this framework.

2.2.2 Classification of Loan and Advances

From the effective Fiscal year 2058/59, banks shalhssify outstanding amount of
Loans and Advances on the basis of aging. Loaradmdntages should be classified into
the following four categories:

1. Pass Loans
Loans and advance whose principle amount not ddepast due for a period up to 3
month shall be included in this category. Theseckssified as Performing Loans.

2. Sub-Standard Loans
All loans and advances that are past due for agef 3 month to 6 month shall be

included in this category.

3. Doubtful Loans
All loans and advances, which are past due forrmg®f 6 month to one year, shall be
included in this category.

4. Loss Loans

All loans and advances which are past due for egp&@f more than one year as well as
advances which have least possibility of recovergamsidered unrecoverable and those
having thin possibility of even partial recoveryfuture shall be include in this category.
Provision for good loan

Loan and advances fully secured by gold, silvexredi deposits receipts and Nepal
Government securities should be included unders‘paategory. Where collateral of
fixed deposit receipt or Nepal Government secwitt®r NRB bonds is placed as
securities against loan for other purposes, suah i® classified on the basis of aging.
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Additional Arrangement for “Loss” Loan Provision
Even if the loan is not due, loans having any bofalhe following discrepancies shall be
classified as “Loss”
* The borrower has been declared bankrupt
* The credit has not been used for the purpose atlgimtend.
* The borrower is absconding or cannot be found
» Owing to non-recovery, initiation as to auctionioigthe collateral has passed six
months and if the recovery process is under ligat
* Loans provided to the borrowers included in theckliat and where the credit
information bureau blacklists the borrower
* Non-security at all or security that is not in actance with the borrower’s
agreement with the bank

» Purchased or discounted bills are not realizediwB0 days from the due date

Additional Arrangement In Respect of Term Loan
In respect of term loans, the classification shallmade against the entire outstanding

loan on the basis of the past due period of oventallment.

Loan Loss Provision Policy
NRB has issued the directives which commercial basttould make provision against
the loan disbursed them. The loan loss provisiotherbasis of the outstanding loans and

advances classified as per NRB Directives shoulgrbeides as follows:

Additional Provisioning for Personal Guarantee Loars

Where the loan is extended only against personatagee, a statement of the assets,
equivalent to the personal guarantee amount niohalde by any other shall be obtained.
Such loans shall be classified as per above andevihe loans fall under the category of
Pass, Substandard and Doubtful in addition to tivenal loan loss provision applicable
for the category, an additional provision by 20 &énp shall be provided. Classification

of such loans and advances shall be prepared selyatdence the loan loss provision
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required against the personal guarantee loan will2h%, 45% and 70% for Pass,

Standard and Doubtful category respectively.

Rescheduling and Restructuring of Loan

In respect of loans and advances falling undercétegory of Substandard, Doubtful or
Loss, banks may reschedule or restructure suctls loaly receipt of a written plan of
action from the borrower citing the following reaso

» Evidence of existing of adequate loan documentation

* The internal and external cause contribution tew@tation of the quality of
loan.

» The reduced or risk inherent to borrower/enterpdsteermined by analyzing
its balance sheet and profit and loss accountderoto estimate recent cash
flows and to project future ones, in addition teessing market conditions.

 An evaluation of the borrower/enterprise’s managameith particular

emphasis on efficiency, commitment and high stasglaf business ethics

Loan Loss Provision in Respect of Rescheduled, Rasttured or Swapped Loan

» Expect for priority sector, in respect of all typg#fsescheduling or restructured or
swapped loan, if such credit falls under Pass cayegccording to Nepal Rastra
Bank directives, loan loss provision shall be pded at minimum 12.50%

* In case of rescheduling or restructuring or swappan insured of insured or
guaranteed priority sector credit, the loan loss/igioning shall be provided at
one fourth of the percentage.

* In respect of swapped loans, the bank acceptingodwes in swapping has to
provide loan loss provision classifying the loan s&apping shall obtain
certification from the concerned bank of finandiadtitution as to the existing

classification.

2.3 Review of Articles and Journals
Ghimire, (2004), in his article titledCredit Sector Reform and NRB" has tried to

highlight the effects of change or amendment in NRiBectives regarding loan
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classification and loan loss provisioning. "Althdughe circumstances leading to
financial problem or crisis in many Nepali bankdfeti in many respects, what is
common among most of the banks is the increasedo§imonperforming assets (NPAS),
to resolve the problem of the losses or likely ésssf this nature facing the industry.
NRB, as the central bank, has amended several icdties and issued many new

circulars in the recent years.

According to him opinion since majority of the l@aof most of the commercial banks of
the country at present fall under substandard, tfioludnd even loss categories, loan loss
provisioning now compared to previous arrangemenildvbe dramatically higher. The
new classification and provisioning norms are mleett able as they help to strengthen
banks financially. He added that we also must rebeerthat the old system remained in
force from 1991 to 2001, which was probably the imasatile decade of the business
operation of the country. He has indicated than lmss provisioning as a percentage of
total credit of April 12, 2001 is 5.2% but as AptiB, 2003, it has jumped to 18.39. If
only private banks are considered, it is 2.12% pfilA2001 where as it is 6.30% as of
April 13, 2003. The total increment in LLP is Rs,328.11, million and the total
increment in credit is only Rs 7976.70. He has alsded that tightening provisioning
requirements on NPL is to ensure that banks rerigind even during economic

downturns.

In the conclusion he has mentioned that in the megears NRB has worked for

management and reform of the credit of the findnositution more seriously and NRB

has adopted reforms aimed not just at dealing witiblems but also at strengthening
banking supervision to reduce the likelihood otifetcrisis, "All prudential directives of

NRB in connection of credit sector reform have beede revised after April 2001. To
adapt to such changes there can be some diffisudtinel for a better and harmonized
reform NRB should continue to be supportive, privacand also participative to take
opinions of bankers for a change in regulationfyolaking place in the future."

The article published in Annual Bank supervisionp&¢ NRB (2007/08), Bank

supervision Departmentconclude that the loan and advances extended bkirfman
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industry. The loans and advances of the public ¥4ekcluding ADB) have remained
more or less the same for the last three yearde\ttre private banks have enhanced their
portfolio by more them Rs 20.50 billion resultingthe dilution of the concentration of
public banks. However, the three public banks &letise three largest individual banks

in Nepal, in respect of the size of their loangfodp.

The Nepalese banking system is riddled with a figamt amount of non-performing
assets (NPA). It is clearly evident from the follog picture that the volume of non-
performing assets is on the decline while totahtoare continuously increasing thus
resulting in a favorable proportion of Non-perfongiassets. The NPA ratio, however is
still a long way from being at satisfactory levetiwregard to quality of the loan portfolio
of the individual banks, RBB was the worst clodeljowed by Nepal Bangladesh Bank,
Lumbini Bank and NCC Bank Ltd. Along the privatenks, it was Nepal Bangladesh
bank, Lumbini Bank and NCC who had the largest priopn of NPA in their portfolio,
while the lowest and the best NPA ratio belongeM&chha Puchhre Bank Ltd. RBB has
60% of Bad debts and according to FY 2063/064 NPREB has 26%. In FY 2063/064
Bad debt principle is Rs 40 million. The large wokl NPA has traditionally been a
problem in public banks and three private bankserAd reform program was initiated in
the public banks, the volume of NPA, both grosswadl as net has come down,
significantly. The fact is also reflected in théldaving chart, where a wide gap between

NPA and provision can be observed.

N. Crosby, N. French and M. Oughton (2007), in rthaiticle “Banking lending
valuations on commercial property” elaborates thatbanking community are trying to
identify the value on which they can apply a loatue ratio and thus protect their loan in
the future should the borrower default. A simptistinderstanding the value therefore
suggest that figure provided should be the figuhectv has a life for the length of the
loan. However the very concept is economically isgiale in any market with volatility.

Values can only be snapshots in time. They do awvt la shelf life.
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For this reason EMLV is conceptually and practicaidundant in real estate markets. It
appears on the surface to be a solution to theshaakuirement for the reduced risk
property lending. In reality, it may indeed tranmsfeat risk by demanding a level of
protection to the bank that the valuation cannge gBut if values agree to it, it could
open the way to successful negligence claims iraftegmath of poor lending decisions.
This is because the concepts appears the detersiinhmhe virtually certain level of
value below which the value will not fall for andeterminate time into the future. Values
are vulnerable to claims that their valuation was high, should values fall below that
level at any time during the loan. Sustainablei@as predicated on having a shelf life
but the application believes this fundamental resruent. Values must have a time point.
The concept is redundant, the target unidentifiarid the definition ambiguous. It is
little wonder that the application appears mechiemidarket value is an obtainable and
useful piece of information to the lender. Worthtlve market sets this in context and
gives the lender a view of whether market prices atr current sustainable levels. In
obtaining worth, the value is obliged to carry dadth quantitative and qualitative
investigation into the future and this generatdseotanalyses at different time points

during the course of the loan.

EMLV appears to be another blind alley which wiNett the appraisal profession from
its more important task of improving pricing esttes and thereby influencing market
prices, and providing all clients, whatever theuadion purpose, with the information in

reports which puts the limitations of valuationurg into perspective.

Sujit Mundul, (2008), Understanding of credit dative Business Age September”
emphases Credit derivative enable financial instituand companies to transfer credit
risk to a third parity and thymus reduce their esgpe to the risk of an obligor’s default.
Credit enhancement technique, which helps redueertdit risk of an obligation, play a
key role in encouraging loans and investment irtsldh legal term credit derivative are
privately negotiated bilateral contract to transfeedit risk from one party to another.
Some credit enhancement methodologies have exfstethe in debts. Some credit

enhancement methodologies have existed for a loegtith the support of guarantee,
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letter of credit or insurance product. However sumnbchanism works best during
economic upturns. As an alternative to commerdst mechanism, various financial
mechanisms have been developed over the past feade® Such credit risks
instruments are normally refer to as credit denwest Credit derivative helps to transfer
credit risk away from the lender to some otherypaMow credit derivative grew popular
both as tools for hedging credit risk exposure afl as method of investing in certain

types of credit risk.

Credit derivative not only helps corporation anaaficial institution to manage to their
credit risk but also enabled a new set of individe#ail client to invest in bonds and
stocks previously unaffordable. Through credit da&ive individual investor ca invest
indirectly in foreign bonds at a lower price. Ctederivative helps investor isolated
credit, and transfer it to other investor who aetdy suited to managing it or who finds
the investment opportunity more interesting. Thare many credit instruments in the
market they are

- Total return swap (TRS)

- Credit default swaps (CDS)

- Credit linked notes (CLN)

- Credit spread option (CSO)
According to the behavior of the asset or deal abzredit instrument can be used and
minimizing the risk. In this way credit derivatiygovide protection against credit peril

and risk.

2.4 Review of Thesis

This dissertation has been written after studyiagous books journals article website
and previous thesis. | here comprise the some quevihesis review, which are mainly
concerned about financial performance and fund hazakion policy, lending practices

and investment policy, credit management and loanagement of commercial bank.
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Paudel, P. (2005)in his Thesis “A study on lending practices of njoiventure
commercial banks with reference to Nepal Bangladsstk Ltd (NBBL) and Himalayan
Bank Ltd. (HBL)” has made comparative study of théso banks in different lending
aspects and strategies.In his findings, the liquigbsition of NBBL is comparatively
better than HBL. The liquidity ratio of HBL is mostable and consistent than NBBL that
indicates the stable policy of HBL. NBBL is fountightly better to be maintaining
between assets and liabilities. NBBL has high laad advances to total assets ratio, loan
and advances to total deposit ratio, but HBL hagh hhvestment to total loans and
advances and investment and total investment &b deposit ratio. He has concluded that
NBBL is able to manage its assets to completeigidbmpetitive banking business than
HBL. As per his findings the liquidity position MNBBL is better and hence HBL is
recommended to increase its liquidity position. ées suggested both banks to strictly
follow the NRB directives, which will help them teduce credit risk arising from
borrower’s defaulter, lake of proper credit apphisiefaulter by blacklisted borrowers
and professional defaulter. Loan loss provisiorath banks is in fluctuating trend. So
both banks are suggested to adopt sound credéctioth policy which wills helps to

decrease loan loss provision.

The main objective of his Thesis lending practioégoint venture commercial banks
with reference to NBBL and HBL is investment crideand sector, loan distribution and
advance practice of joint venture bank. The linotaf the thesis was base on secondary

data given by responded, five year’s data and ndimg years data.

Ojha, L. P. (2006)in his dissertation about “Lending Practices” hastten that the

commercial banks have to expand their credit in dhea if rural economy so as to
compromise between the liquidity and credit needhseconomy. This helps in
minimizing the idle find in business and at the satime contribute to the national
economy. The banks should also increase the vobfraeedit in the sector of agriculture

as the ratio of contribution made by the bankis priority sector is decreasing.
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Researcher has found out that following the norguédlance of Nepal Rastra Bank and
acting upon reduces many on the credit risk arisiogn borrower’s defaulter, lack of
proper credit appraisal, defaulter by blacklistemrdwers, and professional defaulter.
The over confidence of commercial banks regardiredit appraisal efficiency and
negligence taking information from Credit Infornmati Bureau has caused many of the
bad debts in these banks. He thinks that thesestamle to follow the directives of NRB

strictly and be more cautious and realistic whilenging loans and advances.

The high volume of liquidity reveals that a degoééending strength has been prevailing
in all of the commercial banks. The lack of relalbénding opportunities and fear of
losing the principal in rural sector has been kegphese banks less oriented towards the
lending function. Hence, the government should taeropriate action to initiate these
banks to attract to flow credit in rural economysig the compulsions by directives
does not create long-term healthy lending practicdess the commercial banks are not

self-motivated to flow credit in this sector.

Joshi, S. (2007)In “A Comparative Study on Financial Performande Standard
Chartered Bank Nepal Limited and Everest Bank Ididites that the mean current ratio
of EBL is slightly higher than that of the SCBNLdathe variability of ratio of EBL is
more consistence than SCBNL in comparison. The maim of cash and bank balance
to total deposit of SCBNL is lower in comparisonBEBL. SCBNL has better liquidity
position than EBL because of the high volume otiliity indicated the inability of the
bank to mobilize its current assets. Moreover SCBNftios are homogeneous than
EBL. The mean ratio of cash and bank balance teeotiassets of SCBNL is lower in
comparison to EBL. Similarly, SCBNL'’s ratios of tstudy period are more consistent
than EBL. The mean ratio of loan and advances tal tteposit of EBL is higher than
SCBNL. It can be said that EBL used to provide ggréban and advance in comparison
to its total deposit than SCBNL. Likewise, SCBNlratio seems to be variable them
EBL. The mean ratio of investment on governmentustes to total working fund of
SCBNL is higher than EBL. Consequently, it has ¢gieacy in maintaining the ratio

than EBL. The mean ratio of return on loan and adega of SCBNL has found to be
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significantly grater than EBL with more consistertbgn that of EBL. The mean ratio of
credit risk of SCBNL is lower than that of EBL'sti@s are more consistent than that of
SCBNL. Growth ratios of deposit are more consistean that of SCBNL is lower i.e.
19.28% in comparison to EBL i.e. 76.46%.

The main statement of the problem of his reseathd investment decision is the major
tool of financial institution. There are many fim@companies and commercial banks
operating in Nepal. The fast growth of such orgamins has made pro-rata increment of
in collecting deposits and their investment. Thejlected adequate amount from the
mass, however they could not find or locate nevestment sectors required to mobilizes
their fund on the changing context of Nepal. Mamyks or companies succumbed to
liquidation although they had sustainable investnmapacity. The increasing rate of
liquidity has caused a downward trend in investnsadtors. It has ensured bad impact
on interest rate to the depositors, lower markétevaf shares etc. for the assessment of
such adverse impact, this study has shown to irdrad analyses the investment policy
of joint venture banks. Joint venture banks viandard chartered bank Nepal Ltd and
Everest bank limited. The main objectives are campavestment policy of concern
banks, find out the empirical relationship amonggltanvestment, deposit, deposit
utilization loan and advance, net profit and owgsasset and compare of SCBNL and
EBL.

Regmi, P. (2008)n the study Entitled “Credit Management of ComanarBanks with
Reference to Nepal Bangladesh Bank and Bank ofrKaiclu” states that commercial
banks are those banks, which works from commevaal point. They perform all kinds
of banking functions such as, accepting depostgamcing credits, credit creation and
management of credit and advances. Portfolio managehelps to minimize or manage
the credit risks and spreading over the risks t@oua portfolios. Banks earn interest on
credit and advances which is one of the major soaféncome for banks. On average 5
years of research period, cash and bank balanttéalodeposits of ratio of NB bank and
BOK is 12.75% and 14.12% respectively. Likewise bdhk and cash and bank balance

1.584 times of current deposits and BOK has cadhank balance 1.14 times of current
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assets. NB bank: most of the credit and advanaeestl 70% is provided an assets
guarantee. The assets guarantee credit is incgegmnod by period. After assets
guarantee bank has provided credit based on hillsagtee credit is 3421.3millions
(76.1% of total credit) and in the last periodsiBi347.99millions (58.2%of total credit).
The main statement of the problem of his reseadhe Nepal is a small country with
small market. Economic condition of the countrdégrading. Nepal being an agriculture
country needs more investment in this sector. NbBetrss, commercial banks are rather
concerned in industrial and foreign projects. Assult, the credit extended to this sector
is unsatisfactory. Besides, they are not evenliialfi the NRB'’s, regulation of 12%
investment of their total loans to priority sectdilse agriculture, cottage and small
industries and services. Similarly, the banks aot following the diversification
principle i.e. they are not considering the investiportfolio position. A good portfolio
theory indicates diversification of invest able dgrnto reduce risks. Hence, the principle
“do not put all the eggs in basket” really does @apiply in context of Nepalese
commercial banks. As a result, many banks todaydcoot recover their loan because,
in the past, a major portion of their investmentevenade in garment, carpets and hotel
sectors that now come to the brick of extinctioheTbjectives of this research are To
analyze the functions, objectives, activities, @s2dnd advances procedure and recovery
status of the NB bank and BOK.

Shrestha, S. (2009)n his dissertation “Credit management with specékrence to

Nepal SBI Bank Itd” illustrates that lending is oofethe most important parts of function
of a commercial bank and composition of loan andaades directly affects the
performance and profitability of the bank. Thereingense competition in banking
business with limited market and less investmenuoojpinities available. Every bank is
facing the problem of default loan and there isaglsvpossibility of a certain portion of
the loan and advances, profitability deposits pasitof Nepal SBI Bank Limited is

analyzed and its contribution in total profitalyilltas been measured.

The main statement of the problem of his studiésdredit management is the essence of

commercial banking. Consequently, the formulatiod anplementation of sound Credit
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policies are among the most important respong#sliof bank directors and management.
Well-conceived credit policies and credit carefiddit practice are essential if a bank is
to perform its credit creating function effectivedpd minimize the risk inherent in any
extension of credit-credit management effects oa Hdompany’s profitability and
liquidity so it is one of the crucial decisions fttre commercial banks. Measuring the
credit performance in quality, efficiency and cdmition of profitability, liquidity
position and its effect on credit performance arehsure the growth rate and propensity
of growth based on trend analysis are the mainctifpgeof his dissertation.

Gurung, A. K. (2010) explored in his research “Lending policy and resgv
management of Standard Chartered Bank Nepal ItdN&RIL Bank Limited” has found
out that the deposit collection by the banks shathat increasing but in a fluctuating
trend. The trend analysis of deposit collection ithease in deposit collection in the
forthcoming years will continue. Out of differentpes of deposit collection account,
higher account has been collected in saving de@asibunt. Out of the total deposit
collection, SCBNL has disbursed 36% of average lasmand Nabil has disbursed 52%
of its deposit collection as a loan disbursemerddposit collection ratio of commercial
banks, it is around 60%. Thus, this ratio is qlote incasing of sample bank especially
of SCBNL. It is further proved by the calculatiohaorrelation coefficient, which is 0.75
and 0.23 of SCBNL and Nabil respectively.

In order to analyze the recovery management oktbasks, their loan loss provision and
NPL were analyzed. While looking at the loan lossvfsion of SCBNL it is in

decreasing trend from 2002. The correlation coefficof loan loss provision and loan
disbursement of SCBNL is 0.36. While looking atfbeure trend of loan loss provision
its shows the increasing trend in case of SCBNLthedrend of Loan loss provision is
decreasing every year in case of Nabil, which isved by the trend analysis. The

correlation of loan loss provision and loan diskurent of Nabil is negative.

The main statement of his problem is there mank®ane mushrooming although banks

are not interested to expand their branch in rematal area. There are difficulty and
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length formality of procedure for long term and rnoeal term as well as short-term loan,
Low deposit habit of Nepalese people and lack mingf recovery act of lending and bad
debt. The main objectives of the dissertation eam land advance providing procedure of
bank, lending and investment sector of bank, regoeendition of both SCBNL and
NABIL bank.

Misra, S. (2011)entitled her Thesis “Credit management of Eveistk Limited”
illustrate that liquidity position; cash reservdisashows the more liquidity position.
Cash and bank balance to interest sensitive rabws the bank is able to maintain good
financial condition. Cash and bank balance to eurassets ratio shows that the bank’s
sound ability to meet the daily cash requirementhefr customers deposit. That is why
liquidity position of the bank is the better.

In the aspect of profitability position, inter@stome to interest expenses ratio shows the
more profitable salivation. In addition, total imse to total expenses ratio shows the
overall predominance of the bank is satisfactorgrafing income. Return on loan
advances are showing position that is more prdétam of the EBL. Analysis of the
assets management ratio, loan advances to to&tkassio shows the better performance
but loan and advances to total deposit positiomimimum than the averages. Whereas
investment in loan and advances is safely and alohg more risk. That's why assets

management position of the bank shows better pagoce in the latest year.

After analyzing the lending efficiency of the bartke loan loss provision to loan
advances indicator shows the better performantieeitatest year. The interest expenses
to total deposit ratios shows the improving effndg of the bank. EBL bank has
sufficient liquidity. It shows that bank has not govestment sectors to utilize their liquid

money.

This is to recommend that Cash and bank balané&Bafbank is high. Banks efficiency
should be increased to satisfy the demand of depoai low level of cash and bank

balance does not provide return to the bank. Thexefome percentage of the cash and
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bank balance should be invested in profitable sec&ank should open their branches in
the remote area with the objective to provide theking services and minimum deposit
amounts should be reduced. The main objective ief dtudy is to evaluate the credit
management of Everest Bank Limited. Besides, thexg be other objectives as well like
to examine the impact of deposit in liquidity, loananagement procedure, asset

management and lending efficiency of the EveresikBamited.

Shrestha, Sumnima. (2010jCredit risk management of Nabil Bank Limited akdpal
Investment Bank Limited in Nepal” The main objeetiof the study is to evaluate the
credit risk management. In order to achieve thig $pecific objectives have been
formulated.
* The main objective of the research study are tduat@a the status of the loan
portfolio of the banks,
* To evaluate problems and weakness in credit riskagement.
» To review the prevailing laws rules and regulamforced by Nepal Rastra Bank
and assess its impact on profitability and liquidit bank.

» To offer suitable suggestions based on findinghisfstudy.

The liquidity position of NIB is comparatively bettthan NABIL. Commercial banks

have to maintain more liquid assets but the curratibs of some banks are below the
standard of 1:1. The mean current ratio of NABILLi89 and NIB is 1.99 the current
ratio of NIB is little higher than NABIL. Cash arimhnk balance to total deposit ratio of
NIB has higher than NABIL.

The loan & advances to total deposit ratio of NABH. lower than NIB. The total
investment to total deposit of NABIL is higher thiB i.e. 34.40% > 27.45%. It shows
the NABIL is mobilizing its funds on investment warious securities efficiently. The
loan & advances to total assets ratio of NIB isatge than NABIL. Investment on
government securities to total assets ratio of NABI higher than NIB. This indicates
that NABIL has invested more portions of total assen government securities. So an

asset management aspect of NABIL is better than NIB
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The profitability position of NABIL and NIB are R&tn on loan & advances ratio of
NABIL is higher than that of NIB i.e. 4.64%> 2.46%eturn on total assets ratio of
NABIL is slightly higher than NIB i.e. 2.61% > 1.99 However, NABIL seems

successful in managing and utilizing the availassets in order to generate revenue

The credit risk ratio shows the proportion of nofpeming loan in total Loan &
Advances. Average credit risk ratio of NIB is higlilean NABIL. These Ratios indicate
the more efficient operating of credit managemehnbath banks according to NRB
directives because according to NRB directives N&io must be less than 5%. The
liquidity risk of the bank defines its liquidity ad for deposit. The average mean ratio of
NIB is greater than that of NABIL. The analysis sisothat both banks have the Asset
Risk Ratio in fluctuating trend.

Khana, Bandana (2011)In her dissertation “An analysis of Credit risk Maement of
Himalayan Bank and Nabil Bank Limited” The main edijve of the study is to evaluate
the credit risk and lending management of HBL aWBMN. bank., the following specific
objectives have been formulated.
» To evaluate the status of the loan portfolio manage of the stated banks viz
HBL and NABIL.
* To evaluate problems and weakness in credit riskag@ment of HBL and
NABIL bank.
* To examine relationship between total investmeadposits, loans and advances
net profit and asset and compare them

The overall aspect of liquidity position of NABIIs icomparatively better than HBL. But
the cash and bank balance to total deposit in theeging years and investment to govt.
securities to current assets in the succeedingydafBL is better. Assets management
aspect of NABIL is better than HBL which is juséii by higher Mean loan & advances
to total deposit ratio, loan & advances to totaess, lower interest earned to operating
ratio, higher interest earned to total assets ratiestment in share and debentures to

total assets for NABIL whereas investment to tdigbosit ratio and investment on govt.
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securities to total assets of HBL is higher. Akgbk ratios show that NABIL has emphasis
on loan and advances out of its total assets r#tharinvestment (i.e. investment in other
sector and investment in risk free assets). It shinat NABIL has taken more risk than
that of HBL. HBL has comparatively more investmaémtgovt. securities and other

investment which is less productive however ibis Fisky.

Overall profitability ratios show that NABIL hasre&d higher profit in relation to every
aspects of the bank than HBL which is justified ligher mean return on loan and
advances, return on total assets, return on equwitgl interest earned to total working
fund, lower interest earned to total operatingoraibwer interest paid to total assets of
NABIL. NABIL has better management of loan & advaesdecause of having lower
average non performing loan & advances to totat i@io. Both banks have decreasing
trend of ratio which is the good indication of dtedanagement. Liquidity risk of HBL is
lower from the mean point of view. In the latesageNABIL has lower liquidity risk.
While observing mean ratio and individual ratio NlABhas lower credit risk However

HBL has also decreasing trend of ratios.

HBL and NABIL banks have positive correlation beénedeposit and loan & advances,
total assets and net profit, but there negativeetation between deposit and total
investment & total investment and net profit of HBLomparatively NABIL has strong

relationship between these variables. It is alamdothat there is positive correlation
between total deposit, loan & advances, net prdtsl investment of two banks. Total
deposit, loan & advances, net profit of HBL and NARBre in increasing trend. From the
entire research study, overall all financial parfance of NABIL is better than HBL. But

HBL is also operating smoothly in many aspectsesftment policy ensures maximum

amount of credit to all sectors with proper utitina.

2.5 Research Gap

The past researches in measuring credit manageshé&aink have been focused on the
limited ratios, which are incapable of solving fr@blems. In this research various ratio

are systematically analyzed and generalized. Ttiesrare not categorized according to
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nature. Here in this research all ratios are caiegm according to their area and nature.
The review of above relevant literature has cootedd to enhance the fundamental
understanding and knowledge, which is required #@kemthis study meaningful and
purposeful. There are various researchers condudemding practice, credit policy,
financial performance and credit management ofousricommercial banks. Some of the
researchers have done the credit management obamle or between two or three
different commercial bank. In order to perform thosnalysis researchers have used

various ratio analysis.

Clearly these are the issue in Nepalese commdraigk the previous scholar could not
the present facts. This study tries show creditagament by applying and analyzing
various financial tools like liquidity ratio, assetanagement ratio, profitability ratio and,
risk and lending efficiency ratio as well as diffiet statistical tools like average mean,
standard deviation coefficient of correlation aneént analysis. In this research
comparative study of credit management of NIBL &#BIL is measuring by various
ratios, trend analysis and various statisticald@d well and financial tools are used for
analyzing survey data. Since the researcher haa deta only five fiscal year but all the
data are current and fact. Probably this will be &ppropriate research in the area of

credit management of Bank and financial institusion
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CHAPTER- IlI
RESEARCH METHODOLOGY

3.1 Introduction

The topic of the study has been selected As “A Canaipve study on Credit
Management of Nepal Investment Bank and NABIL Bamkited.” in order to reach
and accomplish the objectives of the study, difieeetivities will be carried out. For this
purpose, the chapter aims to present and reflectntethods and techniques that are
carried out and followed during the study periodheTresearch methodology that is
adopted for the present study is mentioned in thigpter which deals with research
design, sources of data, data collection, procgssind tabulating procedure and
methodology.

3.2 Research Design
Research is a theory building activity. Researdigteis the plan, structure and strategy
of investigations conceived so as to obtain answeesearch questions and to control

variances.

"A research design is the arrangement of condftorcollection and analysis of data in a
manner that aims to combined relevance to the raseaurpose with economic in
procedure" (Kothari, 1989:59).

Since the main objectives of this study is to asialyinancial performance of the banks,
all the indicators that shows the financial perfante of the banks were calculated using
data obtained from the five year end internallyegated accounting records maintained
by sampled Banks. The study depends on the segoraka. Various financial
parameters and effective research techniques apoyed to evaluate the financial
performance of the banks. Furthermore, various rggse as well as analytical
techniques are used. The study is designed asveo a@jiclear picture of the Bank's
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financial circumstances with the help of availablata with useful suggestions and

recommendation.

3.3 Nature and Sources of Data:

The study is mainly conducted on secondary datatingl to the study of financial
performance of samples Banks, as they are availableoncerned Banks. For the
purpose of the study, various related books, bdsekieagazine, journals, newspaper and
thesis made in this field have been referred. Bssigbcessary suggestions are taken from
various experts both inside and outside the bankneter required. Secondary data are
mostly used for this research purpose.

3.4 Population and Sample

Population refers to the entire group of peopleengs, or things of interest that the
researcher wishes to investigate. A small portiomsen form the population for studying
its properties is called sample. The researchenatanormally survey everyone in the
population so a small part of the total populai®taken to represent the total population.
Hence, a sample is a collection of items or elem&oim a population or universe. The
method of selecting for study a small portion & gopulation to draw conclusion about
characteristics of the population is known as sargplSampling may be defined as the
selection on part of the population on the basiwoich a judgment or inference about

the universe is made.

Here, the total 29 commercial banks shall consgtitbe population of the data and tow
bank under the study constitute the sample understody. So among the various
commercial banks in the banking industry, Here Ndpaestment Bank Limited and
NABIL Bank has been selected as sample for theeptestudy. Likewise, financial
statements of five years (beginning from 2006/02@40/011) are selected as samples

for the purpose of it.
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3.5 Data Collection Procedure:

Especially the annual report of NIB and NABIL ame twebsite of concern Bank limited
are taken as main source of data collection fop@se of study. NRB publication such as
economic report and bulletin, banking and finanstalistics, annual report of NRB etc.
other main source is website of NRB and web sit&l@bal share market. Most of the

data and substance are obtain from above source.

3.6 Method of Data Analysis Technique:
For the purpose of the study all collected secondata are arranged, tabulated under
various heads and them after disunities and statisinalysis have been carried out to
enlighten the study. Mainly financial methods appleed for the purpose of this study.
Appropriate statistical tools are also used. To enidde study more specific and reliable,
the researcher uses two types of tool for analysis,

1 Financial Analysis.

2 Statistical Analysis.

3.6.1 Financial Tools:
Stakeholders of a business firm perform severagypf analyses on a bank is financial
statements. All of these analyses rely on compasiso relationship of data that enhance

the utility or practical value of accounting infoation.

3.6.1.1 Ratio Analysis:

A ratio is simply one number expressed in term mdther and as such it express the
guantitative relationship between any two numb&atio refers to the numerical or
guantitative relationship between two items/vaesblA ratio is calculated by dividing
one item of relationship with the other. A rationdae expressed in term of percentage,
proportion, and as a coefficient. A ratio is a figwr a percentage representing the

comparison of two variables or any substance.

The relationship between two accounting figure,regped mathematically is known as
financial ratio. The technique of ratio analysigp#&st of the whole process of analysis of
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financial statement of any business and industoatpany especially to tame output and
credit decision. It is defined as the systematie o§ ratio to interpret the financial
statements so that the strength and weakness ofrmaas well as its historical
performance and current financial condition cande&rmined. Thus ratio analysis is

useful to evaluate, judgment and taking appropcision.

A. Liquidity Ratio:

Liquidity means the ability of a firm to meet ithast- term or current obligations.

Liquidity ratios are used to measure the abilitpdirm to meet its short-term obligations
and the present cash solvency as well as abilitgrt@ain in debt. It's not good for having
excess liquidity and low liquidity in any organimat. Inadequate liquidity can lead to
unexpected cash short falls and reduce profitgbdg well as inadequate liquidity can
lead to the liquidity insolvency of the institutio®n the other hand, excessive liquidity
can lead to low asset yields and contribute to paonings performance. To find -out the
ability of bank or financial institution, followingatios are analyzed and find liquidity

ratios to identify the liquidity position.

i. Cash Reserve Ratio:

It's also known as Cash and Bank Balance to Toggd3it Ratio. This ratio shows the

ability of banks immediate funds to cover their agp Higher the ratio shows higher

liquidity position and ability to cover the depas#nd vice versa. Total deposit includes
current deposit saving, fixed deposit, call shapakit, and other types of deposit. This
ratio can be calculated using the following formula

Cash Reserve Ratio Lash and bank palan
Total deposit

ii. Cash and Bank Balance to current Assets Ratio:

Cash and bank balance are the liquid current asHeitsratio measures the percentage of
liquid fund with the current assets. Higher ratidicates the banks sound ability to meet
the daily cash requirement of their customers’ dgp&o bank has to maintain cash and

bank balance to current assets ratio properly.
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Cash and bank balance to current assets re?ag h and bank balanc

current assets

iii. Cash and Bank Balance to Interest Sensitive [p®sit Ratio:

Saving deposit is deposited by public in a bankwibjectives of increasing their wealth.
Interest rate plays important role in the follow inferest sensitive deposit. Fixed and
current deposits are not interest sensitive. Foegosits have a fixed term to maturity
and Current deposits are not sensitive toward esterate. The ratio of cash and bank
balance to interest sensitive deposits measurddh& ability to meets its sudden out
flow of interest sensitive deposits to the chamgerest rate.

Cash and bank balan
sensitive deposit

Cash and bank balance to interest sensitive deadisit=

B. Activity Ratio:

It is also known as efficiency turnover ratio osets management ratio. Its measures how
efficiently the firm utilize the assets. Turnoveeams; how much number of times the
assets flow through a firm's operations and intlessaGreater rate of turnover or
conversion indicates more efficiency of a firm iamaging and utilizing its assets, being

other things equal. Various ratios are as follows.

i. Credits Advances to Fixed Deposit Ratio:

Fixed deposits are the long-term interest bearisiggations and credits and advances is
the major sources of investment to generate themecby the commercial banks. This
ratio measures how many times the amount is useckdits and advances in comparison
to fixed deposit for the income generating purpddee ratio is slightly differ with the
former one, because it only includes the fixed d@ppwhere as the former on includes

all the deposits. The following formula is usedftsain this ratio.

_Credits and Advances
a9 =Fixed Deposits

Credits and Advances to Fixed Deposit R
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ii. Credits Advances to Total Deposits Ratio:

It is also known as loan advance to total depadior Commercial banks utilize the
outsider's fund for profit generation purpose. @sednd advances to deposit ratio shows
whether the banks are successful to utilize thsidets funds (i.e. total deposits) for the
profit generating purpose on the credit and advararenot. Generally, a high ratio
reflects higher efficiency to utilize outsider'snfl and vice-versa. The ratio can be

calculated by using following formula.

: . .Credit and Advances
Credits and Advances to Total Deposits Ratio: ~Total Deposits

iii. Credit and Advances to Total Assets Ratios:

It measures the ability in mobilizing total assett credits and advances for profit
generating income. A higher ratio is consideredaasadequate symbol for effective
utilization of total assets of bank into credit asdlvances which creates opportunity to
earn more and more. It is calculated as:

. .Credits and Advances
Credit and Advances to Total Assets Ratio= Total Assets

iv. Non-Performing Assets to Total Assets Ratio:

This ratio shows the relationship of Non-Performegsets and total assets. This ratio
represents the proportion between the non-perfgyrassets and total assets of bank. It
shows the how much assets is non — performinglerindthe total assets of bank. Higher

NPA to total assets ratio indicates the worst perémce, which reduces the profitability

of bank. Higher ratio shows the low efficient ofdgrg of the credit management and

lower ratio shows the more efficient operating i&fdit management.

lon-performing asse

Non-performing assets to total assets ratt
Total assets
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C. Leverage Ratio:

It is also known as capital structure ratio. Legeraatio helps to test long term solvency
position of the firm. It informs us the relationglof long-term debt with total capital or
shareholder fund. The use of finance is refergfmntcial leverage.. These ratios are also
called solvency ratio or capital structure ratiche$e ratios indicate mix of funds
provided by owners and lenders.. To judge the kengr financial position of the firm,
leverage ratios are calculated. This ratio highBgthe long-term financial health, debt
servicing capacity and strength and weaknessd®edirm. Following ratios are included

under leverage ratios.

i. Total Debt to Equity Ratio:

It shows the relationship between debt and equityal debt to equity ratio measures the
relative proportion of outsiders and owner's fuedgployed in the total capitalization.

Here, total debt includes total deposits, billsgddg and other liabilities of the bank and
equity includes paid up capital, retained earningl aeserves. The formula used to
determine the ratio is:

Total Debt = long term Debt + current liability

Total Debt

Total Debt to Equity Ratio = Equity x100%

ii. Total Debt to Total Assets Ratio:

It examines the relationship between borrowed fuinds total debt) and total assets. It
shows the relative extent to which the firm is gsborrowed money. A lower ratio is
preferable since it reduces the distress of theitors by using more amount of equity on
total assets. Total debt includes both currentiliieds and long term debt. Creditors
prefer low debt ratios because the lower the rétie greater the cushion against creditors
losses in the event of liquidation. Stockholders tba other hand may want more
leverage because it magnifies expected earnihigscomputed as:

. Total Debt
O s
Total Debt to Total Assets Rati Total Ass etsx 100%
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iii. Total Assets to Net worth Ratio:

The ratio is calculated to find out the proportminowner's fund to finance for the total
assets. Total Assets comprises of the total valileeoassets side of balance sheet where
as net worth is the sum of the share capital pusrses and retained of the bank. It is

calculated to see the amount of assets financedtworth.

Total Assets

Total Assets to Net Worth Ratiom x 100%

E. Profitability Ratio:

This ratio shows the profitability conditions ofetlbank. Profit is essential for the

survival of bank so it is regarded as the engirag tirives the banking business and
indicates economic progress. Profitability ratiosee acalculating to measure the

management ability regarding how well they havézeil their funds. Lending is one of

the major functions of commercial bank so followarg the various types of ratio, which
should the contribution of loan and advances ifippamd help to be investor whether to

invest in particular firm or not.

i. Net Profit to Gross Income Ratio:

The ratio measures the position of profitability tbe company to total income. This
shows the sound and weakness of the company izeuts resources. Higher ratio shows
the higher efficiency of management and lower ratiows the lower efficiency of the

management. The formula of net Profit to Grossnmeoatio is-

Net Profit to Gross income rati _Net p.roflt
Gross income

ii. Interest Income to Total Income Ratio:

The ratio measures the volume of interest incomdotal income. The high ratio
indicated the banks performance on other fee-bastdties. The high ratio indicates the
high contribution made by lending and investing\ati¢s.

) . . Interest income
Interest income to total income ratie= :
Total income
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iii. Operating Profit to Loan and Advances Ratio:

Operating profit to loan and advances ratio meath&esarning capacity of commercial
bank. Operating profit to loan and advances raticalculated by dividing operating
profit by loan and advances.

[ ' . rating profit
Operating profit to loan and advances rat:cOp crating pro
Loan and advance

iv. Return on Loan and Advances Ratio:

This ratio measures the earning capacity of the ncernial bank through it fund
mobilization as loan and advances. Higher ratidceted greater success to mobilize
fund as loan and advances and vice versa. Mosdy Bnd advances includes cash,

credit, bank overdraft, bills purchased and distedn

Return on loan and advances=—c. Profit
Loan and advance

v. Net Profit to Total Assets:

This ratio shows the relationship of Net profit aothl assets and is to determine how
efficiently the total assets and is to determinev ladficiently the total assets have been
used by the management. This ratio indicates Ibiléyaof generating profit per rupees
of total assets. It also evaluates the presentrret the total assets as a guide for return
expected on future purchase of assets. Highelatieeshows the more efficient operating
of management and lower the ratio shows the lovciefft operating of management.
This ratio is computed by —

_Net profit
Total asset

Net profit to total assets ratio
vi. Earnings per Share (EPS):
Earning per share measures the profit availabléh& cash equity holders. It only
measures the overall operational efficiency bahks the profit tax figure EPS tells us

what profit the common share holder get for evéars.

64



. Profit after tax
Earning per share =
No. of common share

vii. Price Earnings Ratio:

This ratio shows the relationship between earniegghare and market value per share.
This ratio measures the profitability of the firkigher ratio shows the higher efficiency
of the management and lower ratio shows the loWeriency of the management. The

ratio is computed by-

D. Lending Efficiency Ratio:
This ratio is concerned with measuring the efficienf bank. This ratio also shows the

utility of available fund. One following is the vaus types of lending efficiency ratio.

i. Loan Loss Provision to Total Loan and Advancesatio:

Loan loss provision to total loan and advances ritesx the quality assets that a bank
holding. The provision for loan loss reflects thereasing probability of non-performing

loan. The provision of loan mean the net profittleé banks will come down by such

amount. Increase in loan loss provision decreaspsofit result to decreases in dividends
but its positive impact is that strengthens finahconditions of the bank by controlling

the credit risk and reduced the risks related déepdso, it can said that loan suffer it only
for short term while the good financial conditioasd safety of loans will make banks
prosperity regulating increasing profits for loregrh. The low ratio indicates the good
quality of assets in total volume of loan and adesn High ratio indicates more risky

assets in total volume of loan advances.

- Loan loss provision
Loan loss provision to total loan and advances—
Total loan and advanci

ii. Non-Performing Loan to Total Loan and Advances:
This ratio shows the relationship of Non-Performiiogn and total loan and advances and

is to determine how efficiently management has ukedotal loan and advances. Higher
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ratio shows the low efficient operating of the mge@ent and lower ratio shows the

more efficient operating of credit management.

. Non-performing loan
Non-performing loan to total loan and advances— P g
Total Loan and advanc

iii. Interest Expenses to Total Deposit Ratio:

This ratio measures the percentage of total intg@s against total deposit. A high ratio
indicates higher interest expenses on total deposinmercial banks are dependent upon
its ability to generate cheaper fund. The cheapedfhas more the probability of
generating loans, advances, and vice versa.

InterestExpenses
Total DepositRatio

InterestExpenseso Total DepositRatio =

3.6.2 Statistical Tools:
For supporting the study, statistical tool suciMasn, Standard Deviation, Coefficient of

Variation, Correlation and diagrammatic cum pictbtools have been used under it.

Arithmetic Means (Average):

Arithmetic mean also called ‘the mean’ or ‘average’ most popular and widely used

measure of central tendency. Arithmetic Mean iistteal constants which enables us to
comprehend in a single effort of the whole. Arithimenean represents the entire data by
a single value. It provides the gist and givesliltds’ eye view of the huge mass of a

widely numerical data. It is calculated as:

_ 1
X==>"X
ni=
Where:
X = mean value or arithmetic mean

n
Y X; =sum of the observation
i=1

N = number of observation
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Correlation Coefficient (r):

Correlation may be defined as the degree of limel@tionship existing between two or
more variables. These variables are said to belabed when the change in the value of
one results change in another variable. Correlasorategorized three types. They are
Simple, Partial and Multiple correlations. Corradatmay be positive, negative or zero.
Correlation can be classified as linear or nonedm Here, we study simple correlation
only." In simple correlation the effect of othessriot included rather these are taken as
constant considering them to have no serious effethe dependent.

Formula

_ NEX1X2 - (E X)(E X2)
VINZX - (EX1) 7 INZ X2” - (£ X2) ]

Whereas,

x1x2

Iaxe= Correlation between pand %
NX X;X2 = No. of Product observation and Sum of produ@nd %
¥ X1Z X5 = Sum of Product and sum of Product X

Coefficient of variation (c.v.):
The coefficient of variation is measures the reatmeasures of dispersion , hence

capable to compare two variables independentlierim of variability.

cv. =2+100
X

o = Standard deviation

X = sum of the observation

Probable Error:

The probable error of the coefficient of correlatioelps in interpreting its value. With
the help of probable error, it is possible to deiae the reliability of the value of the
coefficient in so far as it depends on the condgiof random sampling. The probable

error of the coefficient of correlation is obtainasi follows:

1-7
P.E.=0.674 N

Here, r = Correlation coefficient
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N = Number of pairs of observations

If the value of ‘r' is less than the probable esritvere is no evidence of correlation, i.e.,
the value of ‘r’ is not at all significant. Theri,the value of ‘r' is more than six times of
the probable error, the coefficient of correlatisipractically certain, i.e., the value of 'r

is significant.

Times Series Analysis :

Time series is used to measure the change of fimaeconomical as well as commercial
data. The least square method to trend analysidé&@s used in measuring the trend
analysis. This method is widely used in practidee §traight line trend of a series of data
is represented by the following formula.

Y=a + bx

Here,

Y is the dependent variable, a is y intercept tduevaf y when x = 0, b is the slope of the

trend line or amount of change that comes in yafanit change in.
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CHAPTER-IV
DATA PRESENTATION AND ANALYSIS

4.1 Introduction

This chapter deals with the presentation, analgsid interpretation of relevant data
NIBL and NABIL in order to fulfill the objectivesfdhis study. To obtain best result, the
data have been analyzed according to the reseagtfodology as mentioned in third
chapter. The purpose of this chapter is to intredile data analysis and interpretation.
With the help of this analysis, efforts have beeade to highlight the credit risk
management of finance company as well as othes aageroblems of NIBL and NABIL
can be visualized. For analysis, different typesumdlytical methods and tools such as

financial analysis and statistical analysis areluse

4.2 Financial Statement Analysis

Financial analysis is done by applying varioustiitial tools in order to clear picture on
the viability of the project. The financial analysis done to ascertain the liquidity,
profitability, leverage, debt servicing and intdéreervicing ability of the firm. The
concept of financial statement analysis has beerady discussed in previous chapter.
Here, we study and analyze the data by using atioguiools.

4.2.1 Ratio Analysis

Ratio is the relationship between two figures. Theyide two important facts about the
management: the return on investment and the sessdof the company’s financial
position. A single ratio will not depict a true fice of the unit. Hence a combination of
ratios must be analyzed to drive a true picturdioRanalysis has been already discussed
in previous chapter. Here, different ratios of NIBihd NABIL will be calculated,

analyzed and interpreted.
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4.2.1.1 Liquidity Ratio:

Liquidity refers to the ability of a firm to medsishort- term or current obligations. So
liquidity ratios are used to measure the abilitpdirm to meet its short-term obligations.
Inadequate liquidity can lead to unexpected cagirtdialls that must be covered at
excessive costs reducing profitability. In the warase, inadequate liquidity can lead to
the liquidity insolvency of the institution. To finout the ability of the bank to meet their
short-term obligations, which are likely to matimehe short period, the following ratios

are developed under the liquidity ratios to identife liquidity position.

(&) Current Ratio:
This ratio measures the liquidity position of tleeronercial banks. It indicates the ability
of Banks to meet the current liquidity.

Table: 4.1

Current Assets to Current Liabilities

Vear Ratio (in times)

NIBL NABIL
2006/07 2.215 2.08
2007/08 2.174 1.83
2008/09 1.014 1.35
2009/010 1.039 1.2
2010/011 1.099 1.16
2011/012 1.59 3.16
Mean 1.521 1.796
S.D. 0.562 0.761
C.V. 36.941 42.394

Source: Annual Report of Concern Bank

Above table shows the current ratio of selected memsial banks during the study
period. The current ratio of NIBL bank is fluctuagiand NABIL is in decreasing trend.
In general, it can be said that all the banks rsuend ability to meet their short- term

obligations. In the case of NABIL current ratio lagh ratio in each year. In an average,
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liquidity position of NABIL is greater than NIBLe. 1.521<1.1796 due to high mean
ratio. So, NIBL is sound in meeting short-term ghtion than NABIL. Likewise, S. D.
and C.V. of NABIL is more than NIBL i.e. 0.76>0.56d 0.42.39>36.941. It can be said

that current ratio of NABIL is more consistent tHdiBL.

Lastly from the above analysis it is known that NABas better liquidity position
because it has higher ratio. However both bank® m@¢ met the standard ratio as the
standard ratio is 2:1. The following figure showe turrent ratio of NIBL and NABIL
bank.

Figure: 4.1
Current assets to Current Liabilities Ratio
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(b) Cash and Bank Balance to Total Deposits Ratio

This ratio measures the bank’s ability of withdrawed fund immediately by their
depositors. A higher ratio represents a greatdityaltd cover their deposits and vice-
versa. The large ratio shows the idle cash and baldnce in banks while small ratio

shows the utilization of deposit from banking pedjve.

Cash and Bank Balance to Total Deposits Rafcl:nashandBankBalance
Total Deposit
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Table: 4.2

Cash and Bank Balance to Total Deposits Ratio

Vear Ratio in Percent (%)

NIBL NABIL
2006/07 12.34 3.26
2007/08 9.97 5.99
2008/09 10.9 8.37
2009/010 16.95 9.03
2010/011 13.61 3.02
2011/012 20.70 7.78
Mean 14.071 6.241
S.D. 4.057 2.607
C.V. 28.820 41.780

Source: Annual Report of Concern Bank

From the Table No 4.2 analysis, cash and bank balantotal deposits ratio of the NIBL
and NABIL are fluctuating but decreasing trend. Tigher ratio of NIBL and NABIL
are 20.70% and 9.03% respectively. The average cdtNIBL is greater than that of
NABIL (i.e. 14.067>6.241). It signifies that NIBLas sound liquid fund to make
immediate payment to the depositors from the meant @f view. Likewise, S. D. and
C.V. of NABIL is more than NIBIL i.e. 4.057>2.60ha@ 41.78>28.82. It can be said that
cash and bank balance to total deposits ratio dBINAs more inconsistent than NIBL.

Following figure show the cash and bank balandetl deposit ratio.
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Figure: 4.2

Cash and Bank Balance to Total Deposits Ratio
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(c) Cash and Bank Balance to Current Assets Ratio
This ratio reflects the proportion of cash and bbakance out of total current assets. It

can be calculated as follows:

Cash and Bank Balance to Current Assetsratio = Cashand Bank Balance

Current Assets
Table: 4.3
Cash and Bank Balance to Current Assets Ratio

Vear Ratio in Percent (%)

NIBL NABIL
2006/07 12.16 4.55
2007/08 10.65 8.25
2008/09 11.78 13.27
2009/010 17.95 19.46
2010/011 14.75 4.73
2011/012 98.28 83.80
Mean 27.595 22.343
S.D. 34.727 30.636
C.v. 125.845 137.117

Source: Annual Report of Concern Bank
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Above table shows that the cash and bank balancartent assets ratio of NIBL is in
increasing trend except in 2010/011 and NABIL ier@asing trend and decrease in the
year 2010/011. The highest ratio of NIBL is 98.28year 2011/012 and lowest ratio
10.65% in year 2007/08. The mean ratio is 27.59%tlaily, the highest ratio of NABIL
is 83.80% in 2011/012 and lowest ratio is 4.5598005/2006. The mean ratio of NABIL
is 22.343%. While observing the data, we notice NBIL has higher mean ratio. It
means NIBIL has slightly sound liquid assets thaat bf NABIL out of its current assets
from the mean point of view. Lower S.D and C.VNIBL shows that it has consistency
in the ratios i.e. 34.72>30.636 and 125.84<137hkh tNABIL. Following figure show
the cash and bank balance to current asset ratio.

Figure: 4.3

Cash and Bank Balance to Current Assets Ratio
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(d) Investment on Government Securities to CurrenAssets Ratio

Government Securities can be easily sold in theketaor they can be converted into
cash. The main purpose of this ratio is to exantivag portion of commercial banks
current assets that has been invested into diffeyjevernment securities. This ratio is

calculated by dividing investment on governmenusiées by current assets.
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Table: 4.4

Investment on Government Securities to Current Asds Ratio

Vear Ratio in Percent (%)

NIBL NABIL
2006/07 13.14 16.6
2007/08 13.76 28.36
2008/09 9.89 23.09
2009/010 5.74 21.38
2010/011 9.09 26.85
2011/012 6.07 68.70
Mean 9.615 30.83
S.D. 3.392 19.014
C.V. 35.281 61.675

Source: Annual Report of Concern Bank

Table no 4.4 shows that the investment on goverhmneasury bills to current assets of
NIBL and NABIL are in fluctuating trend. The highesatio of NIBL is 13.76% in
2007/08 and NABIL is 68.70% in 2011/012 and thedstwatio of NIBL and NABIL are
5.74% in 2009/010 and 16.60% in 2006/07 respegtivel

From the table we notice that mean ratio of NIBId &NABIL are 9.615% and 30.83%
respectively. NABIL has higher ratio and mean tibaneans NABIL has invested more
money in risk free assets than that of NIBL. Intheo word NIBL has emphases on
more loans and advances and other short term meestthan investment in govt.
securities. Higher C.V. and S.D. of NABIL showstthidas inconstancy in the ratios (i.e.
19.014>3.392 and 61.675>35.281). Following figureve the investment on government
treasury bills to current assets of NIBL and NABIL.
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Figure: 4.4
Investment on Government Securities to Current Asds Ratio
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4.2.1.2 Assets Management Ratio
Assets management ratio measures the efficiendiieobank and finance company to
manage its assets in profitable and satisfactomynea A commercial bank must manage

its assets properly to earn high profit. Under ttapter following ratio are studied:

(a) Loan and Advances to Total Deposits Ratio
The ratio measures the extent to which the ban&ssaccessful to mobilize their total
deposits on loan and advances. We have

Loanand Advances
Total Deposit

Loan and Advances to Total Deposits Ratio =
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Table: 4.5

Loan and Advances to Total Deposits Ratio

Vear Ratio in Percent (%)

NIBL NABIL
2006/07 69.62 68.64
2007/08 72.56 68.13
2008/09 79.91 68.18
2009/010 78.86 73.85
2010/011 80.48 69.53
2011/012 73.03 75.61
Mean 75.743 70.656
S.D. 4571 3.243
C.V. 6.035 4.589

Source: Annual Report of Concern Bank

Above table show the loan and advance to total slepatio of NIBL and NABIL. A high
ratio of loan and advances indicates better maibn of collected deposits and vice versa.
But it should be noted that too high ratio might be better from liquidity and default point of
view. The Table shows that these two banks havelixexdb their collected deposits in variable
trend. In average NIBL has mobilized 75.74% and NABas mobilized 70.65% of their
collected deposit in loan and advances. NIBIL highdr ratio in each year and average too.
The highest ratio of NIBL is 80.48 in 2010/011 dnghest of NABIL is 75.61 in 2011/12. So
all of the year NIBL has not met the NRB requiretmkawever NABIL has met the NRB
requirement. Higher S.D. and C.V. (i.e. 4.571> 3.24d 6.035 > 4.589) of NIBL shows that
NIBL has inconstancies in the ratios. The loan atheance to total deposit ratio is presented in
following figure.

77



Figure: 4.5
Loan and Advances to Total Deposits Ratio

82
80 -
¥ 78
i) 76 - -
@ 74 -
: -
o /U -
S 68 - —
o — M Ratio (in times) NIBL
= 66 - B
o 64 A | Ratio (in times) NABIL
62
60 +— —_—
A () %) Q "
(O\Q /\\Q %\0 \Q\' \Q)\' \Q'\'
& & & o S o
O S S L
Fiscal Years

(b) Total Investment to Total Deposits Ratio
This ratio measures the extent to which the banksable to mobilize their deposit on
investment in various securities. A high ratio gates the success in mobilizing deposit
in securities and vice versa. We have,

Table: 4.6

Total Investment to Total Deposits Ratio

Vear Ratio in Percent (%)

NIBL NABIL
2006/07 39.3 31.94
2007/08 34.37 38.32
2008/09 28.07 31.14
2009/010 15.85 28.99
2010/011 17.24 29.45
2011/012 18.31 25.55
Mean 25.523 30.89833
S.D. 9.887 4.256
C.V. 38.737 13.774

Source: Annual Report of Concern Bank
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From the Table No 4.6, it is observed that the stwent to total deposit ratio of NIBL
and NABIL are in fluctuating trend. The mean of tfaio of NIBL and NABIL are
25.52% and 30.89% respectively. NABIL has highéinrbeside 2006/07 year and mean
too. It signifies NABIL has successfully allocatisl deposit in investment portfolio in
comparison with NIBL. Lower S. D and C.V. of NABl&hows that NABIL has more
constancies in the ratios, i.e. 0.383 > 0.117.aans NIBL has more volatility in ratio
than NABIL. The following figure shows the investnteo total deposit ratio of NIBL
and NABIL.

Figure: 4.6
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(c) Loan and Advances to Total Working Fund Ratio
This ratio reflects the extent to which the comni@rbanks are success in mobilizing
their assets on loan and advances for the purpogseame generation. A high ratio

indicates better mobilization of fund on loan angdances and vice versa. We have,

Total Loan and Advances
Total Working Fund

Loan and Advancesto TWF Ratio =
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Table: 4.7
Loan and Advances to Total Working Fund Ratio

Vear Ratio in Percent (%)

NIBL NABIL
2006/07 61.78 57.87
2007/08 64.4 57.04
2008/09 70.82 57.54
2009/010 69.47 62.89
2010/011 70.35 61.88
2011/012 63.32 65.83
Mean 66.69 60.508
S.D. 3.972 3.568
C.V. 5.956 5.897

Source: Annual Report of Concern Bank

Above table and shows that loan and advances @bassets ratio of NIBL and NABIL
are fluctuating trend. While observing their ratib8BL is better mobilizing of fund as
loan and advances and it seems quite successfidnierating higher ratio in each year.
The mean of NIBL and NABIL are 66.69% and 60.50%pes=tively. So NIBL has
higher ratio than that of NABIL. It reveals thattotal assets, NIBL has high proportion
of loan and advances. Lower S.D. and C.V. of NABHow that NABIL has constancies

in the ratios as well.
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Figure: 4.7

Loan and Advances to Total Working Fund Ratio
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(d) Investment on Government Securities to Total Wiking Fund Ratio

The main purpose of this ratio is to examine thattipn of banks and finance total
working fund that has been invested into differgavernment securities. This ratio is
calculated by dividing investment on governmenusiées by total working fund.
Investment on Govt. Securities to Total Working &un

_ Total Investment onGowt. Securities
Total Working Fund

Table: 4.8

Investment on Govt. Securities to Total Working Funl Ratio

Year Ratio in Percent (%)

NIBL NABIL
2006/07 11.82 10.31
2007/08 11.43 17.64
2008/09 8.12 12.51
2009/010 4.77 8.45
2010/011 7.33 15.23
2011/012 1.12 5.54
Mean 7.431 11.613
S.D. 4.065 4.445
C.V. 54.701 38.276

Source: Annual Report of Concern Bank
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Above table shows that the investment on governimeasury bills to total working fund
of NIBL and NABIL are in fluctuating trend. The Higst ratio of NIBL is 11.82% in
2006/07 and NABIL is 17.64% in 2007/08 and the Istn@tio of NIBL and NABIL are
4.77% and 8.45% in 2009/010 respectively. Fromtdide we notice that mean ratio of
NIBL and NABIL are 8.694% and 12.828% respectivél\ABIL has higher ratio in
every year. It means NABIL has invested higher nyoinerisk free assets than that of
NIBL. NIBL has invested more money in risky assets of its total assets. In another
word NIBL has emphases on more loans and advamzkesther short term investment
than investment in govt. securities out of its ftatssets. Higher C.V. of NIBL shows that
inconstancies in the ratio.
Figure: 4.8

Investment on Govt. Securities to Total Working Fum Ratio
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4.2.1.3 Profitability Ratios

(a) Return on Loan and Advances Ratio

Return on loan and advances ratio measures thengarapacity of a commercial bank
on its deposit mobilized on loan and advances higtesratio greater will be the return

and vice versa. It is calculated as follow:
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Table: 4.9

Return on Loan and Advances Ratio

Vear Ratio in Percent (%)

NIBL NABIL
2006/07 2.66 4.92
2007/08 2.82 4.34
2008/09 2.53 3.49
2009/010 2.44 3.74
2010/011 3.14 3.53
2011/012 2.4 4.14
Mean 2.665 4.026
S.D. 0.278 0.552
C.V. 10.462 13.711

Source: Annual Report of Concern Bank

Above table shows that return on loan and advarets of NIBL and NABIL are in
fluctuating trend. The highest ratio of NIBL is 8% in the year 2010/011 and lowest
ratio 2.44% in year 2009/010. The mean ratio i$%6This shows the normal earning
capacity of NIBL in loan and advances. Whereasédsghatio of NABIL is 4.92% in year
2006/07 and lowest ratio is 3.34% in 2007/08. Tamratio is 4.002% of NABIL.

From the table we notice that NABIL has higherastin each year and mean too. So it
seems successful by generating higher ratio. Itbeanoncluded that NABIL has better
utilized the loan and advance for the profit getiemain comparison with NIBL.
However if we see the latest data NIBL has improwdittle bit more. It is bad aspect of
NABIL as it has decreasing trend. But NIBL increggsirend at last consecutive year.

The return on loan and advance is presented iovoll figure.
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Figure: 4.9
Return on Loan and Advances Ratio
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(b) Return on Total Working Fund Ratio
Return on total working fund ratio measures theniegrcapacity of a commercial bank
on its deposit mobilized on total working fund, inég the ratio greater will be the return
and vice versa. It is calculated as follow
Table: 4.10
Return on Total Working Fund Ratio

Year Ratio in Percent (%)

NIBL NABIL
2006/07 1.64 2.84
2007/08 1.82 2.47
2008/09 1.79 2.01
2009/010 1.69 2.35
2010/011 2.21 2.18
2011/012 1.58 2.68
Mean 1.788 2421
S.D. 0.225 0.308
C.V. 12.600 12.755

Source: Annual Report of Concern Bank

84



Above table shows that ROA of NIBL is fluctuatingtbncreasing trend and NABIL has
decreasing trend. NABIL seems successful in magagim utilizing the available assets
in order to generate revenue since its ROA ratitigher than that of NIBL. NABIL has
also higher ratio in beside last 2010/011 yeaindtcates NABIL has utilized their total
asset in income generating purpose but decreasimugncy. However it noted that NIBL
is doing well in the latest year whereas NABIL st Wloing well in the latest year as it
has decreasing trend of ratios. Lower C.V. of NI&iows that it has constancies in the
ratios (i.e. 12.60<12.75).

Figure: 4.10
Return on Total Working Fund Ratio
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(c) Return on Equity:

Equity capital of any bank is its owned capital.eTrime objective of any bank is wealth
maximization or in other words to earn high prafitd there by, maximizing return on its
equity capital. Return on equity plays the meagurmie of profitability of bank. It reflects,
the extend to which the bank has been successfulotulize or utilize its equity capital. A
high ratio indicates higher successful to mobiliseowned capital and vice-versa. Following

table shows the return on equity of NIBL and NARIuring the study period.

85



Table: 4.11

Return on equity Ratio

Vear Ratio (%)

NIBL NABIL
2006/07 18.66 33.91
2007/08 18.65 32.79
2008/09 25.94 30.6
2009/010 23.05 32.94
2010/011 27.61 29.7
2011/012 17.18 31.12
Mean 21.848 31.844
S.D. 4.325 1.614
C.V. 19.800 5.070

Source: Annual Report of Concern Bank
From the above table, we notice that ROE of NIBId &ABIL are fluctuating trend.
NABIL seems successful in managing and utilizing #hareholder capital in order to
generate revenue since its ROE ratio is higher thainof NIBL i.e. 31.844% > 21.848%
of total equity in an average. NABIL has also higtatio in each year. However it noted
that NIBL is doing well in the latest year as itshacreased its ROE in the latest year
drastically. Lower C.V. and S.D. of NABIL shows thiahas consistencies in the ratios
(i.e. 19.800>5.070). In conclusion NABIL has u#iits shareholder capital in order to
generate revenue than NIBL.
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Figure: 4.11
Return on Equity Ratio
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(d) Total Interest Earned to Total Working Fund Ratio
This ratio actually reveals the earning capacitcainmercial banks by mobilizing its
working fund. Higher the ratio higher will be thecome as interest. It is calculated as

follow:
Table: 4.12
Total Interest Earned to Total Working Fund Ratio
Ratio (%)

vear NIBL NABIL
2006/07 55 5,87
2007/08 5.74 5.83
2008/09 5.64 5.33
2009/010 6.16 6.38
2010/011 8.12 7.76
2011/012 9.09 9.70
Mean 6.708 7

S.D. 1.516 1.761
C.V. 22.612 25.162

Source: Annual Report of Concern Bank
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Table No 4.13 shows interest earned to total workimd ratio of NIBL and NABIL.
NIBL has increasing trend of ratio except in 20@84hd NABIL has also increasing
trend of ratio except in 2008/09. However, NIBL msemore conscious about managing
its assets in order to earn more interest ratialbse it has higher average ratio. NIBL has
6.708% average ratio whereas NABIL shows 7.00% ameerratio. The mean ratio of
NIBL is more than that of NABIL. In comparison, NIBseems effective in earning
interest to some extent but it must break the @deong trend in coming year. NABIL is
also following the same wayLower C.V. and S.D. of NABIL shows that it has
consistencies in the ratios. The following figur®ws the interest eared to total working
fund ratio of NIBL and NABIL.

Figure: 4.12
Total Interest Earned to Total Working Fund Ratio
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(e) Total interest Earned to Total Operating IncomeRatio

Total interest earned to total operating incom naveals that portion of interest income on
total operating income of the firms. The major sesrof income for the bank are interest
income so the banks should mobilize their fundsmore interest generating sectors

considering the risk and return.
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Table: 4.13

Total interest Earned to Total Operating Income Raio

Vear Ratio ( in times)

NIBL NABIL
2006/07 1.222 0.964
2007/08 1.272 1.073
2008/09 1.33 1.185
2009/010 1.544 1.260
2010/011 1.701 1.464
2011/012 2.05 1.54
Mean 1.519 1.247
S.D. 0.316 0.222
C.V. 20.820 17.825

Source: Annual Report of Concern Bank

Above table shows Interest Earned to Operatingrirec®atio of NIBL and NABIL. Both
banks have increasing ratio during study periodLNhas greater share of total interest
earn in its total operating income in all yearseThean ratio of NIBL and NABIL are
1.519 % and 1.247 times respectively. NIBL has éigtatio, it indicates the high
contribution in operating income made by lending &vesting activities (core banking
activity). NABIL has lower ratio, it indicates thatgh contribution in operating income
do not made by lending and investing activitiesédomanking activity).High contribution
in operating income made by lending and investictivies (core banking activity) is
not good for long run but in short run it is notksad. Thus, from short-term view, NIBL
is in good condition but from long-term view, NABI& in good condition as well doing
gradually increasing. The S.D. and C.V of NIBL i816, 20.82 similarly NABIL has
0.222, 17.82 respectively. It indicates that NIBashrelatively consistent in interest
earned to total operating income due to lower hahtthat of NABIL. The following

figure represents the interest earned to totalatipey income.

89



Figure: 4.13

Total interest Earned to Total Operating Income Raio
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(F) Total Interest paid to Total Working Fund Ratio

This ratio actually reveals the paying capacitycommercial banks by mobilizing its
working fund. Higher the ratio higher will be theing capacity of interest. It is
calculated as follow:

Table: 4.14
Total Interest Paid to Total Working Fund Ratio
Ratio (%)

vear NIBL NABIL
2006/07 2.3 1.6
2007/08 2.48 2.04
2008/09 2.55 2.04
2009/010 3.18 2.63
2010/011 4.45 3.76
2011/012 5.8 4.99
Mean 3.46 2.843
S.D. 1.390 1.290
C.v. 40.189 45.396

Source: Annual Report of Concern Bank
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Table No 4.14 shows Total Interest Paid to Totarkig Fund of NIBL and NABIL has
increasing trend. The highest ratio of NIBL is 718011/012 and lowest ratio is 2.3 in
2006/07. Similarly highest ratio of NABIL is 4.9 R011/012 and lowest ratio is 1.6 in
2006/07. the average ratio of NIBL is 3.46 and NAB 2.84 respectively. Due to the
higher ratio in each year and average too of NlBlseems high interest paid and less
conscious about borrowing cheaper fund. Lower CVN®BL shows that it has
homogeneity in the ratios (i.e. 40.18<45.396). Toiowing show the interest paid to
total working fund ratio.
Figure: 4.14
Total interest Paid to Total Working Fund Ratio
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4.2.1.4 Risk Ratio

Risk and uncertainty is a part of business loskthd business activities are influenced
by risk, so business organization can not achiegeaal return as per their desires. The
profitability of risk makes banks investment a ¢afjing task. Bank has to take risk to
get return on its investment. The risk taken is gensated by the increase in profit. A
bank has to have idea of the level of risk of tiskt one has to bear while investing its
funds. Through following ratios, effort has beendmao measure the level of risk

inherent in the NIBL and NABIL.
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A) Credit Risk Ratio/Non-Performing Loan to Total L oan Ratio

Credit risk ratio measures the possibility thamladll not be repaid or that investment
will deteriorate in quality or go into default witbonsequent loss to the bank. By
definition, credit risk ratio is expressed as tleecentage of non- performing loan to total
Loan & Advances. Bank utilizes its collected funols providing credit to different
sections. There is risk of default or non-repaymenloan. While making investment,
bank examines the credit risk involved in the prbj@he credit risk ratio shows the
proportion of no-performing assets in total LoanA&lvances. Higher ratio indicates

more risky assets in the volume of Loan & Advanafethe bank and vice-versa.

Table: 4.15
Credit Risk Ratio

Vear Ratio (%)

NIBL NABIL
2006/07 2.07 1.38
2007/08 2.37 1.12
2008/09 1.12 0.74
2009/010 0.58 0.81
2010/011 0.63 1.5
2011/012 3.4 2.3
Mean 1.695 1.308
S.D. 1.114 0.571
C.V. 65.756 43.668

Source: Annual Report of Concern Bank

Above table and figure shows that NPL to total laamd advances of NIBL is in
fluctuating but decreasing trend and NABIL has tihating but increasing trend.
Decreasing trend is the good sign of the efficiergdit management. NABIL seems
effective in fist year but increase gradually itBA But NIBL has high in fist year but
decreasing gradually in its NPA. From mean pointiefv, non-performing loan to total
loan and advances ratio of NIBL and NABIL are 1%9&nd 1.308% respectively during

the study period. These Ratios indicate the mdreieiit operating of credit management
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of both banks according to NRB directives becausmraing to NRB directives NPL
ratio must be less than 5%. However, in comparidohBIL has efficient operating of
credit management than that of NIBL from the meamtpof view. The following figure

presents credit risk ratio of NIBL and NABIL.

Figure: 4.15
Credit Risk Ratio
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B) Liquidity Risk Ratio:

The liquidity risk of the bank defines its liquigiheed for deposit. The cash and bank
balance are the most liquid assets and they amd=yed as banks liquidity sources and
deposit as the liquidity needs. The ratio of casti bank balance to total deposit is an
indicator of bank’s liquidity of need. This ratis low if funds are kept idle as cash
balance but this reduces profitability, when thenksa makes loan, its profitability
increase and also the risk. Thus, higher liquidityo indicates less profitable return and
vice-versa. This ratio is calculated as below:

Cash and Bank Balance
Total Deposit

Liquidity Risk Ratio=
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Table: 4.16
Liquidity Risk Ratio

Vear Ratio (%)

NIBL NABIL
2006/07 12.34 3.26
2007/08 9.97 5.99
2008/09 10.89 8.37
2009/010 16.95 9.03
2010/011 13.61 3.02
2011/012 20.70 7.78
Mean 14.076 6.241
S.D. 4.059 2.607
C.V. 28.835 41.780

Source: Annual Report of Concern Bank

From the Table No 4.16 shows liquidity risk ratibMIBL and NABIL. Liquidity i.e
cash and bank balance to total deposits ratioeoN#BL is in fluctuating trend whereas
ratio of NABIL is in increasing trend except lagtay 2010/011. The higher ratio of NIBL
and NABIL are 20.70% and 9.03% respectively in ylar 2011/012 and 2009/010
respectively. The average ratio of NIBL is gredtean that of NABIL (i.e.14.076% >
6.241%). It signifies that NIBL has sound liquichtuito make immediate payment to the
depositors at demand from the mean point of viewndans NIBL kept its more deposit
as cash and bank balance but NABIL kept less th&t NHowever if we see the latest
data both banks have decreasing its deposit as aablbank balance. The following
chart shows the liquidity risk of NIBL and NABIL.
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Figure: 4.16
Liquidity Risk Ratio
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C) Asset Risk Ratio

Bank utilizes its collected funds in providing citet different sectors. There is risk of
default or non-repayment of loan. While making stweent, bank examines the asset risk
involved in the project. Generally asset risk ragfiows proportion of non-performing

assets in the total investment plus loan and assofa bank it is computed as:

Table: 4.17
Asset Risk Ratio
Ratio (%)

vear NIBL NABIL
2006/07 1.48 0.93
2007/08 1.77 0.71
2008/09 0.91 0.51
2009/010 0.49 0.58
2010/011 0.52 1.06
2011/012 2.73 1.7
Mean 1.3166 0.915
S.D. 0.861 0.437
C.V. 65.449 47.782

Source: Annual Report of Concern Bank
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The above table shows the asset risk ratio of NdB NABIL. The analysis shows that
NIBL has decreasing trend of asset risk ratio l®es807/08. NIBL has highest and
lowest ratio is 2.73% and 0.52% in the year 2012/&1d 2010/11. Similarly NABIL has

the highest and lowest ratio of 1.7% and 0.51%he year 2011/12 and 2008/09
respectively. The mean ratio of NIBL is higher thhat of NABIL (i.e.1.316% >0.91%).

Above data shows that NIBL has the higher assktraiso analyzing mean point of view,
But NIBL decreasing its asset risk ratio currerarybut NABIL increasing asset risk in

present year. The following figure shows the agsktratio.

Figure: 4.17
Asset Risk Ratio
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4.3 Statistical Analysis

Statistical tool is one of the important tools ttalyze the data. There are various tools
for the analysis of tabulated data such as, mdandard deviation, regression analysis,
co-relation analysis, trend analysis, various typkesests etc. There is used following

convenient statistical tools are used in this thesidy.
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4.3.1. Relationship between Total Deposits and Tdtlvestment
The following table describes the relationship e=wtotal deposits and total investment
of NIBL and NABIL of five years study period. In ith case, total deposits are
independent variables say (X) and total investngedependent variable say (Y).

Table: 4.18

Relationship between Total Deposits and Total Invésent

Name of Bank Base of Evaluation

R r2 P.E. 6 x P.E.
NIBL 0.938 0.8798 0.0362 0.2175
NABIL 0.978 0.9565 0.0131 0.0787

Source: Through SPSS Data Editor

The Table No 4.18 shows that coefficient of cotretabetween deposits and investment
of NIBL is 0.938. i.e. positive correlation betwetnese two variables. And the value of
coefficient of determination (R?) is 0.8798 whicleans 87.98% of investment decision
depends upon deposit and least are depend uponvatfiebles. Similarly probable error

is 0.0362 and 6 x P. E. is 0.2175 which shows fhat higher than 6 x P. E. Therefore it

reveals that relationship between deposits andstment is significant.

Likewise, in case of NABIL, coefficient of correlah between investment and deposit
() is 0.978 that means there is a high degree asitige correlation between two

variables. The value of coefficient of determinatiR?) is also 0.9565 which means
95.65% of investment decision depend upon deposit 4.35% investment is depend
upon other variables. Similarly probable error i8131 and 6 x P. E. is 0.0787 which
shows that R is greater than 6 x P. E. Therefomreveals that relationship between
deposit and investment is significant i.e. coriefais certain. This correlation coefficient

indicates that the NABIL has performed better #helibit in order to provide investment

through deposit than that of NIBL.
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4.3.2 Relationship between Total Deposits and Loaréd Advances
The following table describes the relationship lestw total deposits and loan and
advances of NIBL and NABIL with comparatively undere-year period. In this case,
total deposits are independent variable say (X) lash and advances is dependent
variable say (Y).

Table: 4.19

Relationship between Total Deposits and Loans andd¥ances

Base of Evaluation
Name of Bank

R R2 P.E. 6 x P.E.
NIBL 0.999 0.998 0.0006 0.0036
NABIL 0.993 0.986 0.0042 0.0253

Source: Through SPSS Data Editor

From the Table 4.19 we can find that the coeffiti@ncorrelation between deposits and
loan and advances of NIBL and NABIL are 0.999 ar898 respectively. This shows the
highly positive relationship between these two afales i.e. loan and advances and
deposits of both banks. By considering coefficieintietermination (R?), the value of R2
is 0.998 incase of NIBL and 0.986 incase of NABThe value of R2 of NIBL is 0.998,
which means only 98.8% of loan and advances decisidetermined by deposit and rest
0.2% loan and advances depend upon other variables.value of R2 of NABIL is
0.986, which means that 98.6% of loan and advaiscdstermined by deposit and only

1.4% loan and advances depend upon other variables.

In view of the probable error of NIBL and NABIL,ehvalue of R of NIBL and NABIL
are more than the 6 times of P.E, which indicagzehs significant relationship between

deposits and loan and advances of both banks.

4.3.3 Co-efficient of Correlation between Loan anddvance and Net Profit

Co-efficient of correlation between total assetdl awet profit is used to measure the
degree of relationship between two variable i.earand advance and net profit of NIBL
and NABIL during the study period. Where Loan amyamce is independent variable
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(X) and net profit is dependent variable (Y). Thaimobjective of calculating this ratio
is to determine the degree of relationship whethere the net profit is significantly
correlated or not and the variation of net probt lban and advance through the
coefficient of determination. The following tablecss the ‘r, R, P.Er. and 6 P. Er.
Between those variables of NIBL and NABIL for thitady period.

Table: 4.20

Correlation between Loan and Advance and Net profit

Name of Banks |Evaluation Criterions

R R P.Er. 6 P.Er.
NIBL 0.961 0.9235 0.0231 0.1384
NABIL 0.977 0.9545 0.0137 0.0823

Source: Through SPSS Data Editor

Above table shows correlation coefficient betweeah. and advance and net profit of
NIBL and NABIL. The correlation coefficient betwediwan and advance and net profit
of NIBL and NABIL are 0.961 and 0.977. It referatlhere is highly positive correlation
between these two variables. The coefficient eémhaination of NIBL is 0.9235. Which
indicate 92.35 percent of net profit is contributag Loan and advance and least are
depend on other variable. Moreover, this relatignsis significant because the
coefficient of correlation is more than 6 P.Er. éwkise. The coefficient of determination
R? of NABIL is 0.9545, which indicates that 95.45 gamt variability in net profit is
explained by Loan and advance and least 4.55%piendkon other variable.. r is greater
than 6 P.Er so the relationship between Loan drdrece and net profit is significant for
NABIL. In conclusion, NABILL has more significanelationship between Loan and

advance and net profit than that of NIBL.

4.3.4 Coefficient of Correlation between Total Invetment and Net Profit

Coefficient of correlation between total investmant net profit measures the degree of
their relationship. In the, correlation analysisyastment is independent variable and net
profit is dependent variable. The following Tableows the coefficient of correlation
coefficient of determination, probable error anxl tsines of P.Er. During the fiscal year
2006/07 to 2011/012.
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Table: 4.21

Correlation between Total Investment and Net Profit

Name of Banks |Evaluation Criterions

R R P.Er. 6 P.Er.
NIBL 0.989 0.9781 0.0066 0.0396
NABIL 0.900 0.8100 0.0573 0.3439

Source: Through SPSS Data Editor

Above table shows correlation coefficient betweetaltinvestment and net profit of
NIBL and NABIL. The correlation coefficient betweéntal investment and net profit of
NIBL is 0.989 which implies there is highly pos#icorrelation between total investment
and net profit. In addition, coefficient of deterration of NIBL is 0.9781. It means 97.81
percent of Profit is contributed by total investrnemd rest is contribution by other
factor. The correlation is significant due to comént of correlation is higher than
6P.Error. On the other hand NABIL has positive etation between total investment and
net profit i.e. 0.900. The coefficient of deterntina of NABIL is 0.8100 it means 81
percent of Profit is contributed by total investhemd rest are determined by other
factor. This relationship is significant as its r@ation coefficient is more than 6 P.Er.
Thus it can be concluded that the degree of relahip between total investment and net
profit of NIBL and NABIL nearly same. This correlat coefficient indicates that the
NIBL has performed a little bit better in orderdenerate net profit through investment
than that of NABIL.

4.3.5 Coefficient of correlation of Total Deposit btween NIBL and NABIL

Coefficient of correlation of total deposit betwesiBL and NABIL and shows their
linear relationship. The following Table shows taefficient of correlation coefficient of
determination, probable error and six times of PEiring the fiscal year 2006/07 to
2010/011.
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Table: 4.22
Correlation between Total Deposit of NIBL and NABIL

Evaluation Criterions

R R P.Er. 6 P.Er.
0.953 0.9082 0.0277 0.1661
Source: Through SPSS Data Editor

This table shows how the total deposit of NIBL &ABIL is positively related. 0.953 of
correlation coefficient shows that there is highbsitive correlation between these two
banks in this regard. This correlation coefficisnalso significant because the correlation
coefficient is high than 6 P.Er. As the 0.9082 oéfticient of determination, this shows
the 90.82 percent of the degree of relationshig dégree of relationship between these

two banks is also high.

4.3.6 Coefficient of correlation of Total Investmehbetween NIBL and NABIL
The coefficient of correlation of total investmedygtween selected commercial banks is
shown as follow:

Table: 4.23

Correlation between Total Investment of NIBL and NABIL

Evaluation Criterions

R R P.Er. 6 P.Er.

0.994 0.988 0.0036 0.0216

Source: Through SPSS Data Editor

The above table reveals that there is highly pasitorrelation between NIBL and
NABIL in case of total investment. It implies thtte total investment of NIBL and
NABIL move in the same direction. Here R6>P.Er. Therefore, correlation coefficient
between two banks is significant. This can be shad NIBL and NABIL increase its
total investment as in same direction. The coedfitiof determination is 0.988, which

shows there is 98.8 percent of the degree of oglsltiip.
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4.3.7 Coefficient of Correlation of Loan & Advancesetween NIBL and NABIL
The coefficient of correlation of loan & advancestveen NIBL and NABIL has been
given below.

Table: 4.24

Correlation between Loan & Advances of NIBL and NABL

Evaluation Criterions

R R P.Er. 6 P.Er.

0.993 0.986 0.0042 0.0252

Source: Through SPSS Data Editor

Above table shows that there is high degree pesitiorrelation between the loan &
advances of NIBL and NABIL. The correlation coeiint between two banks is 0.993.
It means loan & advances of these two banks mowetha same direction in high
proportion. This correlation coefficient is sigedint in order to show the relationship
between loan & advances of these two banks beazurselation coefficient is greater
than 6 P.Er. The coefficient of determination i88®&, which shows the 98.6 percent of

the degree of relationship.

4.3.8 Coefficient of Correlation of Net Profit betveen NIBL and NABIL
The coefficient of net profit between the selectedmmercial banks shows the
relationship between the banks.
Table: 4.25
Correlation between Net Profit of NIBL and NABIL

Evaluation Criterions

R R P.Er. 6 P.Er.

0.962 0.925 0.0225 0.135

Source: Through SPSS Data Editor

Above statistics shows that there is high degrestige correlation between profits of
NIBL and NABIL, which is indicated by correlationoefficient of 0.962, This

relationship is significant because its correlataefficient is more than 6 P.Er. The
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coefficient of determination is 0.925 which showe t92.5 percent of the degree of

relationship.

4.4 Trend Analysis

Trend analysis plays an important role in the asialyand interpretation of financial
statement. Trend in general terms, signifies a drogl It helps in forecasting and
planning future operation. Trend analysis is aigtaal tool, which shows the previous

trend of the financial performance and forecastdftiture financial results of the firms.

A) Trend Analysis of Total Deposit:

Deposits are the important part in banking secéorck its trend for next seven years will
be forecasted for future analysis. This is cal@daty the least square method. Here the
effort has been made to calculate the trend vadfid®tal deposit of Nepal Investment
Bank Limited and Nabil bank for further six year

Y=a + bx

Where,

Y= dependent variable, a=Y-intercept, b=slope efdline or annual growth rate,

X = deviation from some convenient time periods.

Let trend line be

Where x = X - Middle year
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Table: 4.26

Trend Analysis of Total Deposit of NIBL and NABIL

Year(x) NIBL NABIL
2006/07 2207.421754 1963.972456
2007/08 15658.80754 14203.31456
2008/09 29110.19333 26442.65667
2009/010 42561.57912 38681.99877
2010/011 56012.96491 50921.34088
2011/12 69464.3507 63160.68298
2012/13 82915.73649 75400.02509
2013/14 96367.12228 87639.36719
2014/15 109818.5081 99878.7093
2015/16 123269.8939 112118.0514
2016/17 136721.2796 124357.3935

Source: Appendix -1

Figure: 4.18

Trend Line of Total Deposit of NIBL and NABIL
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Above table and figure shows that total deposiNtBL and NABIL. Both Banks is in

increasing trend. The rate of increment of totgdadit for NIBL seems to be higher than

that of NABIL. The increasing trend of total degasfiNIBL is more aggressive and high

rather than NABIL. It indicates NIBL has little meprospect of collecting Total deposit.

The trend analysis has projected deposit amourfisoal year FY 2011/012 to FY
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2016/17. From the above trend analysis it is cléat NIBL has higher position in

collecting deposit than NABIL.

B) Trend Analysis of Loan & advances

Here, the trend values of loan & advances BetwedBLNand NABIL have been

calculated for further Six year. The following Taldhows the actual and trend values of

NIBL and NABIL.
Y=a + bx
Where,

Y= dependent variable, a=Y-intercept, b=slope efdrline or annual growth rate,

X = deviation from some convenient time periods.

Let trend line be

Y=za+bXeiiiiiii )]
Where x = X - Middle year
Table: 4.27
Trend of Total Loan and Advance of NIBL and NABIL

Year(x) NIBL NABIL
2006/07 1735.267368 -197.3242982
2007/08 12169.44368 9042.352018
2008/09 22603.62 18282.02833
2009/010 33037.79632 27521.70465
2010/011 43471.97263 36761.38096
2011/12 53906.14895 46001.05728
2012/13 64340.32526 55240.7336
2013/14 74774.50158 64480.40991
2014/15 85208.67789 73720.08623
2015/16 95642.85421 82959.76254
2016/17 106077.0305 92199.43886

Source: Appendix — 2
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Figure: 4.19
Trend line of Total Loan and Advance of NIBL and NABIL
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Above table depicts that loan & advances of NIBld a4ABIL. Both Banks has in
increasing trend. The increasing trend of NIBLgg@ssive than NIBL. The actual value
of loan & advances for NABIL is little higher than relation to NABIL. The trend
projected for further seven year FY 2011/012 toZ046/17 From the above analysis, it
is clear that both NIBL and NABIL is mobilizing itollected deposits and other funds in
the form of loan & advances. Above table and figgt®ws the NIBL has highly

mobilizing loan & advances than the NABIL.

C) Trend Analysis of Total Asset

Under this topic, an attempt has been made to amabgnd analysis total asset of NIBL
and NABIL for further six years

Y= dependent variable, a=Y-intercept, b=slope efd line or annual growth rate,

X = deviation from some convenient time periods.

Let trend line be

Where x = X - Middle year
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Table: 4.28

Trend of Total Asset Between NIBL and NABIL

Year(x) NIBL NABIL

2006/07 19472.44544 17990.14246
2007/08 26245.30439 24222.88456
2008/09 33018.16333 30455.62667
2009/010 39791.02228 36688.36877
2010/011 46563.88123 42921.11088
2011/12 53336.74018 49153.85298
2012/13 60109.59912 55386.59509
2013/14 66882.45807 61619.33719
2014/15 73655.31702 67852.0793
2015/16 80428.17596 74084.8214
2016/17 87201.03491 80317.56351

Source: Annul Report of Concern Bank Appendix - 3

Figure: 4.20

Trend Line of Total Asset between NIBL and NABIL
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Above table shows the Trend of Total asset betwdh and NABIL. Both Bank NIBL
and NABIL have increasing trend in total asset. NH&s little high and upward trend of
increasing, but NABIL has moderately increasingndref asset. The trend of total asset
projected to FY 2016/17. The forecasted trend pteg that the NIBL has greater
increment rate in total asset than the incremeéataBNABIL. The figure indicates NIBL
has little highly mobilized the total asset rattiean NABIL.

D) Trend Analysis of Net Profit

Here, the trend values of net profit of NIBL and BIA have been calculated for five
years FY 2006/07 to FY 2011/012 and forecastingtfernext six year till FY 20015/16.
Y=a+ bx

Where,

Y= dependent variable, a=Y-intercept, b=slope efdrline or annual growth rate,

X = deviation from some convenient time periods.

Let trend line be

Where x = X - Middle year

Table: 4.29
Trend Analysis of Net Profit Between NIBL and NABIL

Year(x) NIBL NABIL

2006/07 56.31631579 24.97929825
2007/08 337.7831579 364.6429825
2008/09 619.25 704.3066667
2009/010 900.7168421 1043.970351
2010/011 1182.183684 1383.634035
2011/12 1463.650526 1723.297719
2012/13 1745.117368 2062.961404
2013/14 2026.584211 2402.625088
2014/15 2308.051053 2742.288772
2015/16 2589.517895 3081.952456
2016/17 2870.984737 3421.61614

Source: Annul Report of Concern Bank Appendix - 4
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Figure: 4.21
Trend line of Net Profit between NIBL and NABIL
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The above table reveals the trend of Net proffiitBL and NABIL. Net profit both bank
NIBL and NABIL forecasted in increasing trend. Ttiend of increasing value of net
profit of NIBL is aggressive than NABIL. The netgfit of NIBL and NABIL has been
increasing every year by Rs.223.006 million and F36.445 million respectively. The
trend of Net profit projected to FY 2016/17 i.erther six year. Above statistics shows
that both the banks have inconsistent net profioughout the study period. In
conclusion, NIBL is doing better in order to gerieraet profit during the projected study
period in conclusion the prospect of profit getiagacapacity of NIBL is high than the
NABIL because in the beginning NABIL higher incremeate but later NIBL exceed.
Above figure represent trend line of Net profitniBL and NABIL.

4.5 Major Findings of the Study
From the analysis of the data collected from vaisources following findings have
been made.
1) Both banks have sound liquidity position. In anrage, liquidity position of
NABIL is greater than NIBL i.e. 1.521>1.179 duehigh mean ratio. So, NABIL
is sound in meeting short-term obligation than NIBlkewise, S. D. and C.V. of
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2)

3)

4)

5)

6)

7)

NABIL is less than NIBL. It can be said that cutreatio of NABIL is more
consistent than NIBL. However they have not metstiamdard ratio.

The mean ratio of cash and bank balance to tofadsies of NIBL is higher than
NABIL. It means the liquidity position of NIBL isigher than NABIL. It shows
the higher position regarding the meeting of demahdts customer on their
deposit at any time than NABIL. However if we sbe tatest data NABIL has
sound liquid fund make immediate payment to theodepr.

The average study of cash and bank balance tontuassets ratio of NIBLL is
higher than NABIL. It shows that NABIL has taken maaisk to meet the daily
requirement of its customer's deposit than NIBLt BABIL is more consistency
due to lower C.V than NIBL.

Average mean ratio of investment on governmenstmgabills to current assets
of NIBL and NABIL are 9.619% and 30.83% respectiwdlABIL has higher
ratio MIBL. It means NABIL has invested more moniayrisk free assets than
that of NIBL. In another word NIBL has emphasesnoore loans and advances
and other investment than investment in govt. seesir

In average NIBL has mobilized 75.74% of its colettdeposit in loan and
advances that is higher than that of NABIL i.e.BO%6 According to NRB
directives above 70% to 90% of loan and advancéstéb deposit ratio is able to
better mobilization of collected deposit. So botanks have met the NRB
requirement. NIBL has good condition and NABIL isoderate condition
according to NRB requirement.

The mean ratio of the total investment to total as#pNIBL and NABIL are
25.52% and 30.89% respectively so NABIL has higla¢io. It signifies NABIL
has successfully allocated its deposit in investnpentfolio in comparison with
NIBL. NABIL has more utilized its total deposit ae/estment.

Loan and advances to total assets ratio of NIBInisicreasing trend whereas
ratio of NABIL is in fluctuating trend. While obseng their ratios; NIBL is
better mobilizing of fund as loan and advances iasg@ems quite successful in

generating higher ratio in each year and mean too.
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8) Mean ratio of investment in govt. securities outitsf total assets NIBL and
NABIL are 7.43% and 11.61% respectively. NABIL Hagher ratio than NIBL.
NABIL has invested more money in risk free assets af its total assets. In
another word NABIL has emphases on more loans dmdrees and other short
term investment than investment in govt. securiigtsof its total assets

9) NABIL has higher return on loan and advances irheaar and mean too. So it
seems successful by generating higher ratio. Itbeaooncluded that NABIL has
better utilized the loan and advance for the prgdiberation in comparison with
NIBL. But NABIL seems riskier than NIBL due to highD and C. V. It is bad
aspect of NABIL.

10)NABIL seems successful in managing and utilizing &évailable assets in order to
generate revenue since its ROA ratio is higher thiaat of NIBL i.e.
12.60%<12.75% of total assets in an average. NAB# also higher ratio in each
year. However it noted that NIBL is doing well imetlast year whereas NABIL is
not doing well in the latest year as it has dedngasend of ratios. Lower C.V. of
NIBL shows that it has constancies in the ratios.

11)NABIL seems successful in managing and utilizing 8hareholder capital in
order to generate revenue since its ROE ratio ghdri than that of NIBL i.e.
19.80% > 5.07% of total equity in an average. NABI&s also higher ratio in
each year. However it noted that NIBL is doing walithe latest year as it has
increased its ROE in the latest year drasticallgnehs NABIL is not doing well
in the latest year as it has decreasing trendtiofsta

12)The average interest earned to total working fuatoh rof NIBL and NABIL are
6.70 and 7.00 respectively. NIBL seems more comscabout managing its assets
in order to earn more interest ratio because it Hgker ratio. Both bank has
increasing trend of interest earned to total asset.

13)The mean ratio of Interest Earned to Operating ireof NIBL and NABIL are
1.414 and 1.189 times respectively. NIBL has higtaio, it indicates the high
contribution in operating income made by lendingl amvesting activities (core
banking activity). NABIL has lower ratio, it inditas that high contribution in

operating income do not made by lending and inmgstictivities (core banking
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activity).High contribution in operating income neadby lending and investing
activities (core banking activity) is not good fong run but in short run it is not
so bad. Thus, from short-term view, NIBL is in gooahdition but from long-
term view, NABIL is in good condition. In overalNABIL has managed sound
interest earned to operating income ratio.

14)The average ratio of total Interest Paid to Totadrkihg Fund of NIBL and
NABIL are 3.46 and 2.84. Both bank NIBL and NABIB&Ve increasing trend of
interest paid to working fund ratio. Due to the Heg ratio in each year and
average too of NIBL, it seems less conscious aboubwing cheaper fund.

15) From mean point of view, credit risk of non-penfiang loan to total loan and
advances ratio of NIBL and NABIL are 1.69% and ¥3@espectively during the
study period. These Ratios indicate the more efficioperating of credit
management of both banks according to NRB direstivecause according to
NRB directives NPL ratio must be less than 5%. Hwmve in comparison,
NABIL has efficient operating of credit managemérdn that of NIBL from the
mean point of view and individual ratios of eaclaye

16)The average liquidity risk ratio of NIBL and NABllare 14.07 and 6.24
respectively. The mean ratio of liquidity risk olB\L is higher than NABIL. It
means NIBL has sound liquid fund to make immeduatgment to the depositors.
But its cause to reduces in profit.

17)In case of asset risk ratio, NIBL has the highsk than NABIL. However both
banks have decreasing trend of credit risk. Theameeratio of NIBL is greater
than that of NABIL i.e.1.31>0.9%. But present year NIBL has decreasing its
asset risk ratio.

18) The correlation coefficient between total dep@sitd investment of NIBL has
0.938 and NABIL has 0.978. Both banks have positimeelation. It reveals that
relationship between deposit and investment of N&éBld NABIL are significant
i.e. correlation is certain. Due to higher corrielathan 6 PEr.

19)Correlation coefficient between deposit and loan advances of NIBL and
NABIL highly positive i.e 0.999 and 0.993 respeetiv There is significant
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relationship between correlation coefficient of deigs and loan and advances
NIBL and NABIL.

20)The correlation coefficient between Loan and adeaad net profit of NIBL and
NABIL are 0.961 and 0.977. both banks have higldgifive correlated between
Loan and advance and net profit. The relationshipoth banks has significant of
these variables because the coefficient of coroslas more than 6 P.Er.

21). The degree of relationship between total investraed net profit of NIBLL is
0.989 and NABIL has 0.900. This correlation betwterse two variable of NIBL
is higher than NABL. The correlation of both bankave significant due to
coefficient of correlation is higher than 6P.Error.

22) Total deposit of NIBL and NABIL is positively rekd. 0.953 of correlation
coefficient shows that there is highly positiveretation between these two banks
in this regard. This correlation coefficient is alsignificant because the
correlation coefficient is high than 6 P.Er. As tBe9082 of coefficient of
determination, this shows the 90.82 percent ofdégree of relationship. The
degrees of relationship between these two banksigméicant.

23)There is highly positive correlation between NIBhdaNABIL in case of total
investment. It implies that the total investmentNIBL and NABIL move in
same direction. Here R 6 P.Er. Therefore, correlation coefficient isrsfigant.
This can be said that both NIBL and NABIL incre@seotal investment as same
direction very closely. The coefficient of deteratiion is 0.988, which shows the
98.80 percent of the degree of relationship.

24)There is high degree positive correlation betwdenlban & advances of NIBL
and NABIL. The correlation coefficient between twanks is 0.993. It means
loan & advances of these two banks moves in theesdirection in high
proportion. This correlation coefficient is sige#int in order to show the
relationship between loan & advances of these tawok® because correlation
coefficient is greater than 6 P.Er. The coefficiehtletermination is 0.986 which
shows the 98.60 percent of the degree of relatipnsh

25)There is high degree positive correlation betwerddfits of NIBL and NABIL,

which is indicated by correlation coefficient 0f962, This relationship is
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significant because its correlation coefficientrisre than 6 P.Er. The coefficient
of determination is 0.925 which shows the 92.50c@etr of the degree of
relationship.

26) The trends of total deposit of NIBL and NABIL hawecreasing trend. In
collecting deposit the rate of increment of totapdsit for NIBL seems to be
higher than that of NABIL. Which indicate NIBL hagtter position in collecting
deposit than NABIL.

27)The trend line of loan & advances for both bankspward slopping. It refers that
both the banks are increasing in disbursementasf & advances. The trend line
of loan and advances for NIBL seems high growirgnttNABIL. It refers that
NIBL is more aggressive in mobilizing its loan aadvance. Its forecasted for
further six year.

28) The trend line of total asset for NIBL and NABIteaupward slopping where as
NIBL has aggressive upward slopping of total assatd line. The forecasted
trend projected that the NIBL has greater increntate in total asset than the
increment rate of NABIL.

29)The trend line of Net profit for NIBL and NABIL angpward slopping But NIBL
has aggressively and NABIL has smoothly. The nefijpof NIBL and NABIL
has been increasing every year by Rs.223.006 miliod Rs. 136.445 million
respectively In conclusion, NIBL is doing betterander to generate net profit
during the projected study period in conclusion phespect of profit generating
capacity of NIBL is high than the NABIL becausete beginning NABIL higher
increment rate but later NIBL exceed
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CHAPTER -V
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

5.1 Summary

The researcher has identified that research prolbleinset objectives to solve research
problems about credit management of selected coomhelbanks as described in
introduction chapter. The main objective of thedgtis to analyze the comparative study
on credit management of Nepal Investment Bank lech&nd Nabil Bank Limited. The
specific objectives of the study are: to examine impact of deposit in liquidity, to
examine and evaluate the various stages occurrddaim management procedure, to
analyze the lending efficiency of the NIBL and NABIto examine the assets
management efficiency and portfolio ratios of NIBhd NABIL. The research is based
on secondary source of data. To make this study reffective, related literatures have
been reviewed. The review of literature provides ftlundation of knowledge in order to
under take this research more precisely. This aedticludes conceptual review and
review of related studies. In conceptual reviewludes concept of banking, concept of
credit and its types, principle and appraisal afddr as well as credit policy and
management. In the review of related studies iredudredit related unified NRB

directives, review of books articles and journadd seview of previous thesis.

Research methodology has been described in thagteh which is a way to solve the
research problems with the help of various tool$ techniques. This chapter includes the
various financial as well as statistical tools t@mlgze the data in order to come to the
decisions. This chapter includes the research deggpulation and sample data
collection procedure, data period covered and nastiod analysis. This study is mainly
conducted on the basis of secondary data colldoted annual reports, official report,
economic journal, financial statement etc. and @engb web site of concern bank and
Nepal stock exchange. The five years financialestant has been examined for the
purpose of the study.
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The presentation and analysis of data has been o@muparative analytical and their
interpretation has done in chapter four by applylmgwide varieties of methodology as
stated in chapter three. It includes the varionarfcial and statistical tools. In case of
financial tools ratio analysis is done which cotssigquidity ratio, assets management
ratio, profitability ratio, risk ratio. Various dtstical tools such as arithmetic mean,
standard deviation, coefficient of correlation ntleanalysis have been applied to fulfill
the objective of this study. The major findingstioé study are also included in the final

section of the presentation and analysis chapter.

In this chapter, summary conclusion and recomméate included. All the summary
and conclusion are made according to obtainedfdata analysis. Recommendation has
made which would be beneficial for all concernedspr, management of the bank and

other stakeholder

5.2 Conclusions

Both banks NIBL and NABIL have sound liquidity ptish. In an average, liquidity
position of NABIL is greater than NIBL. So, NABILsisound in meeting short-term
obligation than NIBL but the mean ratio of cash drahk balance to total deposits of
NIBL is higher than NABIL. It means the liquidityopition of NIBL is higher than
NABIL. The average study of cash and bank balanceutrent assets ratio of NIBL is
higher than NABIL. It shows that NABIL has taken maorisk to meet the daily
requirement of its customer's deposit than NIBLemage mean ratio of investment on
government treasury bills to current assets of Ni@id NABIL are 10.324% and
23.256% respectively. NABIL has higher ratio NIBLmeans NABIL has invested more
money in risk free assets than that of NIBL. Intheo word NIBL has emphases on

more loans and advances and other investment ivastment in govt. securities.

In the regards of assets management aspect, NIBmbailized 76.286% of its collected
deposit in loan and advances that is higher thandhNABIL i.e.69.666. So both bank
meet the NRB requirement. The mean ratio of thal tavestment to total deposit of two
banks, NABIL has higher ratio. It signifies NABILak more utilized its total deposit as
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investment. While observing Loan and advances tal @ssets ratio of these two banks
NIBL is better mobilizing of fund as loan and adees and it seems quite successful in
generating higher ratio in each year and mean Mean ratio of investment in govt.

securities out of its total assets NIBL and NABHe 8.694% and 12.828% respectively.
NABIL has higher ratio than NIBL. NABIL has investenore money in risk free assets

out of its total assets.

In the aspect of profitability ratios, NABIL hasghier return on loan and advances in
each year and mean too. So it seems successfudriraging higher ratio in the same
way NABIL seems successful in managing and utitjzine available assets in order to
generate revenue since its ROA ratio is higher than of NIBL i.e. 2.37%>1.83% of
total assets in an average. NABIL seems successfuhanaging and utilizing the
shareholder capital in order to generate revemumests ROE ratio is higher than that of
NIBL. However it noted that NIBL is doing well ité latest year as it has increased its
ROE.

The average interest earned to total working fuatob rof NIBL is higher than NABIL.
NIBL seems more conscious about managing its assetsler to earn more interest ratio
because it has higher ratio. Both banks have isorgarend of interest earned to total
asset. The mean ratio of Interest Earned to Opgratcome of NIBL has higher ratio, it
indicates the high contribution in operating incom@ade by lending and investing
activities (core banking activity). The averageiaapf total Interest Paid to Total
Working Fund of NIBL is higher than NABIL Due todhigher ratio in each year and

average too of NIBL, it seems less conscious aboubwing cheaper fund.

From mean point of view, credit risk of non-perfaing loan to total loan and advances
ratio of NIBL and NABIL are 1.354% and 1.11% redpexy during the study period.
These Ratios indicate the more efficient operathgredit management of both banks
because both banks have less than 5 % NRB direntiating to NPL. The average
liquidity risk ratio of NIBL and NABIL are 12.752na 5.934 respectively. The mean
ratio of liquidity risk of NIBL is higher than NARI. It means NIBL has sound liquid
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fund to make immediate payment to the depositots. 8 cause to reduces in profit.
NIBL has the higher asset risk than NABIL i.e. 403 0.758%. However both banks
have decreasing trend of credit risk. But NIBL hdecreasing its asset risk ratio
significantly.

The correlation coefficient between total deposid émvestment of NIBL has 0.938 and
NABIL has 0.978. Both banks have positive correlatilt reveals that relationship
between deposit and investment of NIBL and NABILe asignificant. Similarly
Correlation between deposit and loan and advantéd$lBL and NABIL has highly
positive. There is significant relationship betweenmrelation coefficient of deposits and
loan and advances NIBL and NABIL as well. The clatten coefficient between Loan
and advance to net profit and total investment rmetdprofit of NIBL and NABIL banks
have highly positive correlated. The relationshipboth banks has significant of these

variables because the coefficient of correlatiomase than 6 P.Er.

Total deposit of NIBL and NABIL is positively coleged. This correlation coefficient is
also significant because the correlation coefficisrhigh than 6 P.Er. Similarly there is
highly positive correlation between NIBL and NABIh case of total investment. It
implies that the total investment of NIBL and NABhove in same direction. There is
high degree positive correlation between the loaad&ances of both banks NIBL and
NABIL. The correlation coefficient between two banis 0.993. It means loan &
advances of these two banks moves in the samdidiren high proportion. In the same
way correlation between net profits of NIBL and NWBis highly positive. This

relationship is significant because its correlattoefficient is more than 6 P.Er. There is

92.50 percent of the degree of relationship.

The trends of total deposit of NIBL and NABIL haiumcreasing trend. In collecting

deposit the rate of increment of total depositNdBL seems to be higher than that of
NABIL. Similarly, the trend line of loan & advancésr both banks is upward slopping.
It refers that both the banks are increasing ibutisement of loan & advances too. The

trend line of loan and advances for NIBL seems lggbhwing than NABIL. The trend
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line of total asset for NIBL and NABIL are upwardbgping where as NIBL has

aggressive upward slopping of total asset trere limthe same way the trend line of Net

profit for NIBL and NABIL are also upward sloppirBut NIBL has aggressively and

NABIL has smoothly. NIBL is doing better in ordey generate net profit during the

projected study period.

5.3 Recommendations

On the basis of entire research study, observasinalysis and finding of the study, the

following recommendations can be made as suggestiomake the credit management

of NIBL and NABIL effective and efficient way. Thisould help to draw some outline

and make reforms in the respective banks

Generally, banks have to maintain appropriate dicassets. The current ratio of
the two banks, NIBL and NABIL is considerable. Than be regarded as good
liquidity position. Considering the growth positioof financial market, the
lending policy management capabilities, strateglanping and fund flow
situation, bank should maintain enough liquid astepay short-term obligations.
So, it is recommended to maintain sound liquidibgipon.

Government securities such as Treasury bills, @@reent bonds, saving
certificates etc. are risk less investment altéveat because they are free of
default risk as well as liquidity risk and can lasiéy sold in the market. In this
research study, NABIL has found more invest in thdiBL. So NIBL
recommend investing in government securities mArg/way both bank NIBL
and NABIL recommended investing more funds in Gowant securities instead
of keeping them idle and investing in risky sector.

NIBL and NABIL should minimize their existing levelf excess liquidity by
investing in more profitable sectors. Idle assétheirs in form of excess cash or
equivalents should be diverted in various investno@portunities available in the
market.

To get success in competitive banking environmeeposit must be utilized as
loan and advances as well as investment. The laitges of bank assets side is
loan and advances. It has been found that loaradwances to total deposit ratio
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of NABIL is lower than that of NIBL. It means NABIhas not properly used
their existing fund as loan and advances. So NABlIkecommended to follow
liberal lending policy and to invest more depositloan and advances. But
NABIL has higher total investment to total depo#itan NIBL so it is
recommended to NIBL focus on its investment.

NABIL seems successful in managing and utilizing tiigher return on loan and
advances, available assets and shareholder captalthat of NIBL. However it
noted that NIBL is doing well in the latest yeao. iBis recommended to emphasis
in these things and tries to maximize in its return

The interest earned to total working fund ratio &migrest Earned to Operating
Income of NIBL is higher than NABIL. So it is recomended to NABIL ti
increase in this regards. But the total Interestd Ra Total Working Fund of
NIBL is high. It seems less conscious about bomgwsheaper fund. Both banks
recommended focusing on increase income and détgaasts cost.

All the banks should have to make effort to minienitheir risk. Credit risk,
liquidity risk and ratio asset risk ratio of NIBE little higher than NABIL. So its
strongly recommended to reduce in this type of.rBkth banks NIBL and
NABIL must be more conscious on this part. Makingedit policy more
transparent, standard and less risky should ineréeesquality of the credit.

NIBL and NABIL need to bring in newer schemes tobiline their higher
amount of deposits in extending credit.

Both the banks are recommended to formulate andemgnt the sound and
effective credit management to increase volumeropgr investment and loan
and advances and decrease in bad debts that lelp®dt required level of
profitability as well as social responsibility.

Last political instability directly affected the @wmic sector such as hotel and
tourism, manufacturing and trading sector. Banklaad advances is decreasing
in this sector. So banks should give priority tesh sectors as well as banks
should create new investing sector to mobilize depo

Keeping all this in consideration, the both bankems equal performance.

Further more NIBL recommended investing in governimsecurities and
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focusing on reducing in its risk. Similarly NABIlecommended to increase in its
income in managing its deposit. In the future ah#as Both banks recommended
to improve its weaknesses by adopting the innogatipproach to marketing. In
the light of growing competition in the banking s®¢ both bank NIBL and
NABIL should be customer oriented. It should sttkeg and activate its
marketing function as it is an effective tool ttratt and retain the customers.

In the global competitive environment, the bankwdtiadevelop an innovative
approach to bank marketing and formulate new gi@geof serving customers in
a more convenient and satisfactory way by optimaltifizing the modern
technology and offering new facilities to the cusrs at competitive prices. The
bank is also required to explore new market aréas. this purpose, it is
recommended to form a strong market departmens iceintral level, which deals

with the banking products, places, price and praonats well.
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Appendix - 1

A) Trend Analysisof Total Deposit of Nepal Investment Bank Limited:

Year (x) Total X=x-3 x2 XY Yc = trend value
deposit(Y)
2006/07 18927.31 -2 4 -37855 2207.421754
2007/08 24488.85 -1 1 -24489 15658.80754
2008/09 34452 0 0 0 29110.19333
2009/010 46698 1 1 46698 42561.57912
2010/011 50095 2 4 100190 56012.96491
2011/012 57010.6 3 9 171032 69464.3507
Total 174661.16 3 19 255576.3

2012/13 4 82915.73649

2013/14 5 96367.12228

2014/15 6 109818.5081

2015/16 7 123269.8939

2016/17 8 136721.2796

The number of yearsis eveni.e. N=6, therefore, the origin is taken at x=3

The equation of trend lineis

Yc =a+bx
As, Yx=0

xY

17466116 _ 29110.19

2555763 13451.38




B) Trend Analysisof Total Deposit Nabil Bank Limited

Year (x) Total X=x-3 x2 XY Yc = trend value
deposit(Y)
2006/07 19101.07 -2 4 -38202 1963.972456
2007/08 24491.09 -1 1 -24491 14203.31456
2008/09 31304.82 0 0 0 26442.65667
2009/010 37348.26 1 1 373483 38681.99877
2010/011 46410.7 2 4 92821.4 50921.34088
2011/012 55023.69 3 9 165071 63160.68298
Total 158655.94 3 19 232547.5
2012/13 4 75400.02509
2013/14 5 87639.36719
2014/15 6 99878.7093
2015/16 7 112118.0514
2016/17 8 124357.3935

The number of yearsis eveni.e. N=6, therefore, the origin is taken at x=3

The equation of trend lineis

Yc =a+bx
As, >x=0
Y
azll = 158655.94 _ 26442 65
N 6
_¥my 2325475 _
b= v%2 © 19 12239.34




Appendix - 2

A) Trend Analysisof Loan and Advance of Nepal Investment Bank Limited

Year (x) Loan and X=x-3 x2 XY Yc = trend value
advances(Y)
2006/07 13178.15 -2 4 -26356 1735.267368
2007/08 17769.1 -1 1 -17769 12169.44368
2008/09 27529 0 0 0 22603.62
2009/010 36827.16 1 1 36827.2 33037.79632
2010/011 40318.31 2 4 80636.6 43471.97263
2011/012 41636.99 3 9 124911 53906.14895
Total 135621.72 19 | 198249.4

2012/13 4 64340.32526

2013/14 5 74774.50158

2014/15 6 85208.67789

2015/16 7 95642.85421

2016/17 8 106077.0305

The number of yearsiseveni.e. N=6, therefore, the origin is taken at x=3

The equation of trend lineis

Yc =a+bx
As, Yx=0

XY
a==-

¥
b= LEY

TX2

1982434 _ 10433.86

135621.72

22603.62




B.) Trend Analysisof Loan and Advance of Nabil Bank Limited

Year (X) Loan and X=x-3 x2 XY Yc = trend value
advances(Y)
2006/07 12922 54 -2 4 -25845 -197.3242982
2007/08 15545.78 -1 1 -15546 9042.352018
2008/09 21365.05 0 0 0 18282.02833
2009/010 27589.93 1 1 27589.9 27521.70465
2010/011 32268.87 2 4 64537.7 36761.38096
2011/012 41605.68 3 9 124817 46001.05728
Total 109692.17 19| 175553.9

2012/13 4 55240.7336

2013/14 5 64480.40991

2014/15 6 73720.08623

2015/16 7 82959.76254

2016/17 8 92199.43886

The number of yearsis eveni.e. N=6, therefore, the origin is taken at x=3

The equation of trend lineis

Yc =a+bx
As, Yx=0

zY
a=—

b:EXZ

YRV

175553.9

109692.17

19

= 18282.02

=9239.6




Appendix - 3

A.) Trend Analysisof Total Investment of Nepal Investment Bank Limited:

Year (x) Total X=x-3 x2 XY Yc = trend value
Investment
(Y)
2006/07 21330.14 -2 4 -42660 19472.44544
2007/08 27590.84 -1 1 -27591 26245.30439
2008/09 38873 0 0 0 33018.16333
2009/010 53010 1 1 53010 39791.02228
2010/011 57305 2 4 114610 46563.88123
2011/012 10438.48 3 9 31315.4 53336.74018
Total 198108.98 3 19| 128684.3

2012/13 4 60109.59912

2013/14 5 66882.45807

2014/15 6 73655.31702

2015/16 7 80428.17596

2016/17 8 87201.03491

The number of yearsiseveni.e. N=6, therefore, the origin is taken at x=3

The equation of trend lineis

Yc =a+bx

As, Yx=0

_ XY

a= =

b_

YRV

- 2
X

128684.3
19

198108.98 _

33018.16

=6772.85




B.) Trend Analysisof total Investment of Nabil Bank Limited

Year (X) Total X=x-3 x2 XY Yc = trend value
Investment
(Y)
2006/07 22329.97 -2 4 -44660 17990.14246
2007/08 27253.39 -1 1 -27253 24222.88456
2008/09 37132.76 0 0 0 30455.62667
2009/010 43867.4 1 1 43867.4 36688.36877
2010/011 52150.24 2 4 104300 42921.11088
2011/012 14055.85 3 9 42167.6 49153.85298
Total 182733.76 19| 118422.1

2012/13 4 55386.59509

2013/14 5 61619.33719

2014/15 6 67852.0793

2015/16 7 74084.8214

2016/17 8 80317.56351

The number of yearsis eveni.e. N=6, therefore, the origin is taken at x=3

The equation of trend lineis

Yc =a+bx

118422.1 _ 623274

182733.76 _

550.302




Appendix - 4

A) Trend Analysis of Total Profit of Nepal Investment Bank limited

Year (X) Net profit X=x-3 . XY Yc = trend value
(Y)
2006/07 350.53 -2 4 -701.06 56.31631579
2007/08 501.4 -1 1 -501.4 337.7831579
2008/09 697 0 0 0 619.25
2009/010 900.62 1 1 900.62 900.7168421
2010/011 1265.95 2 4 2531.9 1182.183684
2011/012 1039.27 3 9 3117.81 1463.650526
Total 3715.5 3 19 5347.87

2012/13 4 1745.117368

2013/14 5 2026.584211

2014/15 6 2308.051053

2015/16 7 2589.517895

2016/17 8 2870.984737

The number of yearsiseveni.e. N=6, therefore, the origin is taken at x=3

The equation of trend lineis

Yc =a+bx
As, Yx=0
Ty
a==— = 37155 =619.25
N 6
_ ¥y 534787 _
b= TRZ 9 281.46




B). Trend Analysisof Total Profit of Nabil Bank Limited

Year (x) Net profit X=x-3 x2 XY Yc = trend value
(Y)
2006/07 635.26 -2 4 -1270.5 24.97929825
2007/08 673.96 -1 1 -673.96 364.6429825
2008/09 746.47 0 0 0 704.3066667
2009/010 1031.05 1 1 1031.05 1043.970351
2010/011 1139.1 2 4 2278.2 1383.634035
2011/012 1696.28 3 9 5088.84 1723.297719
Total 4225.84 3 19 6453.61
2012/13 4 2062.961404
2013/14 5 2402.625088
2014/15 6 2742.288772
2015/16 7 3081.952456
2016/17 8 3421.61614

The number of yearsis eveni.e. N=6, therefore, the origin is taken at x=3

The equation of trend lineis

Yc =a+bx
As, >x=0
vY
=2t _ 4225.84 — 704.30
N 6
)
b= LEY 6453.61: 330.66

T 19




