CHAPTER - |
INTRODUCTION

1.1 Background of the Study

The trend of rising anticipation and ambition of people at present context of
society, realized the need for cyclone soico-economic development in the
nation building process the government felt of impart a dynamic role and
charge the public sector with greater responsibility in fulfilling national goals
and objectives. With this redlization the government mushroomed into a
number of establishments like agriculture, industry, commerce, public works,

transport, and other sectors.

In this circumstance, banking was seen as major components to uplift the
economic conditions of public, and country and the world as well. Therefore
the government was forced to adopt a liberal economic policy regarding
operation of banks. About the financial liberalization process it can be said that
“the interest rate deregulation curtailment or elimination of directed credits,
lifting entry and exit barriers for financial intermediaries, restructuring of
banking system and institution for regulatory and supervisory mechanism is
some of the key components of such liberalization”. This led to the influx of

commercial banksin Nepal.

The word “Bank” was brought from French word “Banque” and Italian word
“Banca”; which means a bench to advance loan and to exchange money. By
given definition of banks, it is clear that the organizations that accepts the
deposits and provide the loan, is bank. Bank provide loan not only from

deposited amount but also creates the money for loan.



Banks are those financial intermediaries who accept deposit and grants loan. In
other word bank may be defined as financial intermediaries accepting deposits
and granting loans; offers the widest menu of services of any financial

institution.

Certainly banks can be identified by the functions they perform in the
economy. “Indeed, many financial institutions-including security dealers,
brokerage firms, mutual funds, and insurance companies are trying to be as

similar as possible to banks in the services they offer”. (Rose; 2002: 2)

Bank plays a vital role in developing economy of any country. It is a resource
mobilizing institution which accepts deposit from various source and invest
such accumulated resources in the field of agriculture, trade, commerce,
industry, tourism etc. “The banking sector is largely responsible for collecting
household saving in terms of different types of deposit and regulating it in the
society by lending in different sector of economy. But lending their resources
in small scale industries under intensive banking program has enabled the bank

is to share in the economic growth of the economy.” (Shrestha; 1993: 32)

Banks are among the most important financial institutions in the economy.
They are the principal source of credit (loanable funds) for million of
individual and families and for many units of government (school districts,
cities, countries, etc). Moreover, for small local business ranging from grocery
stores to automobile dealers, banks are after the major source of credit to stork
the shelve with merchandise or to fill a dealer’s showroom with new cars.
When business and consumers must make payment for purchase of goods and
services, more often than not they use bank-provided cheques, credit card, or
electronic device connected to a computer network. And when they need
financial information and financial planning, it is the banker to whom they turn

most frequently for advice and counsel.



Above al else, banks are financial intermediaries, similar to credit unions,
insurance companies, and other institutions selling financial services. The term
financial intermediary simply means a business that interacts with two types of
individuals and institutions in the economy; i) deficit-spending individuals and
institutions, whose current receipts of income exceed their current receipts of
income and who, therefore, need to raise funds extremely through borrowing;
and ii) surplus-spending individuals and institutions, whose currently receipts
of income exceed their current expenditures on good and services so they have
surplus funds to save and invest. Banks perform the indispensable task on
intermediation between these two groups, offering convenient financia
services to surplus spending individuals and instructions in order to attract

funds and then loaning those funds of deficit-spending individual’s institutions.

There is an ongoing debate in the theory of finance and economics about why
banks exist. What essential services do banks provide that other business and

individual cannot provide from themselves?

This question has proven to extremely difficult to answer. Research evidence
has accumulated over many years showing that our financial system and
financial markets are extremely efficient. Funds and information flow readily
to both lender and borrowers, and the prices of loans and securities seem to be
determined in highly competitive markets. In a perfectly competitive and
efficient financial system, in which all participants have open and equal access
to the financial markets and can borrow and lend at the same interest rate, in
which no one participant can exercise control over interest rates or prices, in
which all pertinent information affecting the value of loans, securities and other
assets is readily available to all market participants at negligible cost, in which
transactions costs are not significant impediments to trading assets, and all
loans and securities are available demolitions to anyone can afford, why would
banks be needed at all?



Another contribution banks make is their willingness to accept risky loans from
borrowers, while issuing low-risk securities to their depositors. In effect, banks

engage in risky arbitrage across the financial markets.

Nowadays, two types of banking practices are seen in the financia market,
Commercial banking and Development banking. The commercia banks
usually make business in urban areas whereas development banks provide
services in rura areas. In the commercia lending, usualy the same client is
repeated of loan repaid. But in development finance if such repetition occurs,
the outreach could not be extended. Generally commercial banks play a vital
role to meet the cash need of different organs of the society. (Kunwar; 2003:
249)

1.2 Nepal Industrial and Commercial (NIC) Bank

NIC Bank, which commenced operation on 21 July 1998, is the first
commercial bank in the country to be capitalized at NPR 500 million. The
Bank was promoted by some of the prominent business houses of the country.
Promoters hold 65% of the shares while the remaining 35% is held by the
general public. NIC Bank is one of the most widely held companies in Nepal
with nearly 32,000 shareholders. The shares of the Bank are actively traded in
Nepal Stock Exchange with market capitalization of about NPR 12,119 million
as at the year ended 15 July, 2008.

Figurel.l
Equity Participation in NIC Bank
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Within 10 years of commencing business the Bank has grown rapidly with 16
branches throughout the country while at least 4 more planned this year. All
branches are inter-connected through V-Sat and are capable of providing real

time on-line transactions.

The Bank is the first commercia bank in Nepal to be 1SO 9001:2000 certified
for Quality Management System. Furthermore, NIC Bank became the 1% bank
in Nepal to be provided a line of credit by International Finance Corporation
(IFC), an arm of World Bank Group under its Global Trade Finance Program
enabling our Letters of Credit to be accepted/confirmed by more than 200
banks worldwide. The Bank has also been awarded the “Bank of the Year
2007- Nepal” by the world — renowned financial publication of the Financial
Times, U.K.- The Banker.

The Bank believes that these recognitions are a testimony to its success, robust
growth and the transparency and professionalism it has consistently displayed
in its business. The Bank is run by professional and believes in the highest

standards of corporate governance.



Tablel1l.1
Branches of NI C Bank

S.N. | Branch L ocation

1. Kamaladi Branch (Corporate | Kamaladi Sadak, Kathmandu
Office)

2. Biratnagar Branch Main Road, Biratnagar
(Registered Office)

3. New Road Branch Bishal Bazaar Complex, New Road

4, Dharan Branch Mahendra Path, Dharan

5. Birtamod Branch Bhadrapur Road, Birtamod

6. Birgunj Branch Adarsh Nagar, Birgunj

7. Janakpur Branch Ram Mandir Chowk, Janakpur

8. Pokhara Branch Mahendra Pool, Pokhara

0. Nepalgunj Branch Surkhet Road, Nepalgunj

10. | Lalitpur Branch Pulchowk, Lalitpur

11. | Damak Branch Ramarg Chowk, Damak

12. | Butwal Branch Shrawanpath, Butwal

13. | Bhaktapur Branch Suryavinayak Bhaktapur

14. | Surkhet Branch Birendra Chowk, Surkhet

15. | Lahan Branch Ganesh Chowk, Lahan

16. | Battisputali Branch Battisputali, Kathmandu
Proposed Branch

1. Dhangadi Branch

2. Samakhushi Branch

3. Satdobato Branch

4, Kirtipur Branch

Services of NIC Bank

The Bank believesin continuously offering new and value added servicesto its
customers, with commitment to quality and value to its clients at the same time.
Accordingly, the Bank has been in the forefront in launching innovative and
superior products having unique customer friendly features with immense

SUCCESS.



NIC Life Savings Account
This is the first and only deposit product in the banking industry in the

country/bundled with life insurance cover, which was launched in 2003. The
product has been a runaway success with total deposits crossing the NPR 2

billion mark.

NIC USD Super Savings Account
This deposit product was launched in 2006 bundled with a lot of facilities and

has gained popularity amongst individuals who earn in foreign currencies.

Shareholder Savings Account
The Bank has also come up with another unique deposit product called NIC

Shareholder Savings Account for the benefit of its shareholders. The main
objective of this account is to accumulate the widely scattered deposits of
shareholders and provide them modern and innovative banking services plus a
good return on their savings. Now shareholders will no longer be required to
gueue up to receive dividend payments as the same will be directly credited to

their account.

NIC Business Account

The introduced another unique product branded NIC Business Account in
October 2007, an interest bearing account aimed at businesses. It is being
targeted at Proprietorship firms, Partnership firms, Companies, etc. That still
many firms and companies do not have access to banking and these businesses
also do not manage their cash effectively. NIC Business Account encourages
such businesses to maintain accounts by offering interest on daily balance with

lots of free and discount banking facilities.

NIC Super Deposit

‘NIC Super Deposit’ a term deposit with a never-heard interest rate of up to 9%

p.a. bundled with the flexibility of a savings account, is an innovative product
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developed by NIC Bank with ssimplified operational procedures. This unique
product, which was launched in June 2008, offers a unique investment
opportunity, with high returns of afixed deposit with the flexibility of a saving

account.

Karmashil Bachat Khata
The Bank launched another unique savings deposit product in July 2007
branded Karmashil Bachat Khata specifically designed to provide an

opportunity to save small amounts with high returns and various other facilities
and cultivative banking habit. This account was developed to provide banking
services to middle level working professionals and low/middle class
individuals working in various private/government/social organizations,
students, retired professionals and farmers etc. This product has been very
popular among the target group with 8,000 accounts already opened as of July
2008.

NIC Sikshya Kosh
This deposit product was launched in 2005 with an aim to incul cate the habit of

putting aside small amounts of money every now and then to ensure one’s
children’s future university education which can be very expensive and
difficult to meet if one does not plan ahead. The high interest savings account
has been well appreciated by the market. The product has also been a runaway
success with about 8,000 depositors as of July 15, 2008.

NIC Pure Gold
NIC Bank has also launched NIC Pure Gold, a first-of-its-kind innovative

product never before introduced by any bank in Nepal. Although there is a
sizable demand for gold in Nepal, Nepali consumers are always uncertain of
the quality available in the market. With NIC Bank importing certified 99.9%

pure gold from reputed international mints/suppliers, quality isnow assured.



NIC Pure Silver

The Bank was also the first among financial institutions in Nepal to import

99.9% pure silver granules from international mints. With the introduction of
NIC silver, NIC Bank is contributing to the silver crafts and jewellery industry
by providing easy access to pure silver granules, that, too, in easy to carry

packs of 10 Kgs.

365 Days Banking
The Bank has been providing 365 Days Banking Services from its Kamaladi

Branch for its Kathmandu Valey Customers providing Cash
Withdrawal/Deposit, Foreign Currency Exchange and Traveler’s Cheque
facilities and acceptance of the applications to be processed immediately after
holiday.

NIC Cash Card
The Bank launched NIC Cash Card in association with Smart Choice
Technologies (SCT) to access accounts through networked ATMs and PoS

terminals. NIC Cash Card allows its holder to withdraw cash, inquire balances
make payments through a wide network of ATMs and PoS terminals of SCT
Network in Nepal and more than 1,000 ATMs of Punjab National Bank under
FSS Network in India. NIC Cash Cards can be availed of without maintaining

an account.

NIC SMS Banking
The Bank launched SMS Banking Service in 2005, which alows NIC

customers to access their accounts through mobile phones for inquiring

balance, viewing transaction history and request for cheque-books and

statements.



NIC Ghar Subidha
The Bank launched a unique retail product called “NIC Ghar Subidha” in 2005,

which is a persona property finance suite of products with unique features

never before introduced in the Nepali market. It aims to make possible the
dream of every middle class Nepali family of living in one’s own house come
true. With the low pricing and other features bundled in the product, a middie
class family will not have to wait until retirement to fulfill his dream. The
product has been another runaway success with total lending under the product
crossing the NPR 2 billion mark as at July 15, 2008.

NIC SME Trade & Industry L oan
SME T&IL is yet another innovative product under SME loans. The loans is

suitable for expansion of existing businesses. A combination of fund based and
non fund based facilities facilitates in financing working capital, capita
expenditure and trade related requirement of SMESs. Per borrower exposure
under this product is restricted to NPS 40 million with a cap of NPR 20 million
on funds based.

NIC Small Business L oan

The Bank introduced another unique product called “NIC Small Business
Loan” in 2006. The product is a unique, simple and cost effective loan to cater
to the financial needs of a wide range of small and medium enterprises. It has
been felt that businesses of this category generally do not have easy access to
bank finance and even when it is available, cumbersome procedures, lengthy
paperwork and high cost of finance become major deterring factors. The
product has been designed specifically addressing these factors and offers a
loan product to best suit the needs of small and medium sized businesses.
People owning small businesses or self-employed professionals now no longer
need to feel intimidated about going to a bank for aloan.
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NIC Sqjilo Karja (NSKza)
NIC Sgjilo Karja (NSKza) is a ssmple overdraft facility developed to cater to

the persona financing needs of salaried individuals, self-employed,
professionals and owners of small family businesses. It is structured as asimple
easy-to-use and easy-to-understand overdraft facility, which provides full
flexibility for withdrawal of funds and repayment at the borrower’s
convenience without the need for any further bureaucratic process once the
limit is set up. The major attractions of the product are very simplified loan

approval process, borrower-determined usage and savings on interest cost.

1.3 Personal Loan
NIC Bank has categorized personal loan as;

a. NIC Ghar Subidha
Housing loan is purely asset based lending. These are essentially instalment
loans for financing purchase of land, building, and renovation existing house,
construction of new house and extension of residential properties. The loans are
secured against mortgage of the financed property in the Bank’s name. The
loans that are offered under the brand name of NIC Ghar Subidha are;

1) Purchase of House, Apartment, Land

ii) Construction of House (self)

1ii) Construction of House (devel oper)

iv) Renovation/extension of existing house

v) Equity finance (mortgage finance) of the existing property

vi) Refinance of Home loan already financed by other Banks

Features:
%+ Construction of house (up to 110% financing)
¢ Renovation/ extension of existing house (up to 110% financing)
¢+ Purchase of house/land/apartment

% Finance against owned house/land
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% Refinance of existing loans taken from other financial institutions

% Tenure: 2 yearsto 20 years

s Payment Method: Equated Monthly Installments (EMI)

s Automatic €igibility of auto, travel, education loans etc for those with
good repayment period.

% Free ATM/Debit Card (one time fee)

% 25% discount on safe deposit locker (subject to availability)

%+ Processing fee 1%

b. NIC Sajilo Karza (NSK za)
NSKzais asimple overdraft facility targeted to the personal financing needs of
individuals, self employed, professionals and owners of small family business.
Thisloan will be secured against mortgage of real estate collateral.
Features:

¢ Financing: Rs. 0.5 Million to Rs. 15 Million

% Tenure: Revolving maximum 13 months

« Payment Method: Withdrawal by cheque and deposit at your

convenience
% Interest only on amount utilized

¢ Processing fee 1%

1.4 Statement of the Problem

Due to globalization and liberalization of economy, the number of commercia
banks is increasing in Nepal. But the banking service per person is very low.
Poorer or deprived sector of the economy is granted loan only due to the strict
directives set by Nepal Rastra Bank (NRB). Banks are not easily accessible to
the people of remote and village areas because private banks are established

mostly in the cities and capital of the country.

The main function of commercia bank is loan management. It is very

challenging task on the part of bank because the bank has to disburse loan in
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the appropriate sector and recover it in time as well. In this competitive
environment, it is very difficult to choose right and productive sectors for
granting loan. Hence, there is the chance of flowing bank’s deposit in

unproductive sector.

Bank has specia facilities for personal loan but most of the people are not
utilizing it. This study finds out the problems why they are not getting benefits
of the customer loan and its facilities provided by bank. Many people are
unaware of its procedures and techniques to apply too and have no idea how to
apply for consumer loan and don’t know how effective it will be during at the
scarcity. Banks are keeping concern to the needs of consumer, so they are
introducing the personal loan in the market.

Taking aforementioned problems under consideration, some research questions
areraised asfollows:
% Are personal loans fulfilling their demand as per customers?
% What loans are provided by NIC Bank and how much do they aid in
increasing surplus of the bank?
% Aretheloansof NIC really demanding?
% Istheinterest rate charged by NIC Banks is reasonable?

1.5 Objectives of the Study

The basic objectives of the study are to have true insight in the loan
management aspects (practice of personal loans) of NIC bank. This aims to
examine its efficiency, effectiveness, systematization and sincerity in personal
loan.

The mgjor objectives of this study are:
1) To present the overall loan management of NIC Bank.
ii) To analyze the personal loans provided by NIC Bank.

lii) To analyze the interest rate structure on personal loans to be issued.
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Iv) To examine the demand of personal [oan.
v) To analyze the profit of the NIC Bank through the help of Personal

Loan.

1.6 Significance of the Study

The study is very significant to professionals, students, teachers and general
public, who want to know about the personal loan management of NIC Bank.
The research findings may also be valuable to the bank taken for study. The
findings may be useful for the bank to overcome its weaknesses to alter and
make new policies and strategies regarding loan management. The study will
be helpful to the borrowers who want to approach bank for loan. Further, the
study will also be reference to the future researcher to do research on personal

loan.

1.7 Limitations of the Study
The scope of the study has been made limited by the following factors:
a) Although there are 25 commercia banks existing in Nepal, the research
concentrate only on NIC Bank. So, the overall loan management in
Nepal cannot be known with this research.
b) The study is focused only on personal loan as a result the other financial
aspects of NIC Bank are excluded.
¢) The study analyses secondary data only for five year period.
d) The accuracy of the primary data depends on the responses provided by
the sampled respondents.
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1.8 Chapter Scheme
The whole study has been designed into five chapters:

Chapter |: Introduction

This chapter includes background of the study, introduction of NIC banks, its
services, features and personal loan provided statement of the problem,

objectives of the study, significance of the study and limitations of the study.

Chapter |1: Review of Literature

The second chapter consist of conceptual framework and review of literature
under which the term loan management and personal loan have been described

aswell as previous related research works have also been reviewed.

Chapter 111: Research M ethodology

In the third chapter the research methodology followed to achieve the purpose
of this study has been designed which includes research design, period covered,
nature and source of data, tools used to analyze the data and research variables

are described.

Chapter 1V: Data Presentation and Analysis

The fourth chapter includes the presentation and analysis of data made availed
from NIC Bank according to the need of the study.

Chapter V: Summary, Conclusion and Recommendations

This is the last chapter of this dissertation which consists of summary of the
study, conclusions drawn and the recommendation for improving the loan

practices of in NIC Bank.

Besides these chapters, Bibliography and Appendix are included in this

research paper.
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CHAPTER -1l
REVIEW OF LITERATURE

2.1 Conceptual Framework

2.1.1 L oan Management

“Lending is the principal business activity for most commercial banks. The
loan is typically the largest asset and the predominate source of revenue. As
such, it is one of the greatest sources of risk to a bank’s safety and soundness.
Whether due to lax credit standards, poor risk management, or weakness in the
economy, loan problems have historically been the major cause of bank losses
and failures.” (Khan; 1982: 110)

“Effective management of the loan and the credit function is fundamental to a
bank’s safety and soundness. Loan management (LM) is the process by which
risks that are inherent in the credit process are managed and controlled.
Because review of the LM process is so important, it is a primary supervisory
activity. Assessing LM involves evaluating the steps bank management takes
to identify and control risk throughout the credit process. The assessment
focuses on what management does to identify issues before they become
problems.” (Rose; 2002: 47)

For decades, good loan portfolio managers have concentrated most of their
effort on prudently approving loans and carefully monitoring loan
performance. Although these activities continue to be mainstays of loan
portfolio management, analysis of past credit problems, such as those
associated with oil and gas lending, agricultural lending, and commercial real

estate lending in the 1980s, has made it clear that portfolio managers should do
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more. Traditional practices rely too much on trailing indicators of credit
guality such as delinquency, nonaccrual, and risk rating trends. Banks have
found that these indicators do not provide sufficient lead time for corrective

action when there is a systemic increase in risk.

2.1.2 Risks Associated with Lending

“Lending can expose a bank’s earnings and capital to all of the risks.
Therefore, it is important that the examiner assigned LM understands all the
risks embedded in the loan and their potential impact on the ingtitution. Risk is
the potential that events, expected or unexpected, may have an adverse impact
on the bank’s earnings or capital. A key challenge in managing risk is to
understand the interrelationships of the nine risk factors.” (Gitman & Jochnk;
1990: 23)

a) Credit Risk

Credit risk arises due to possibility of payment default from the counter parties.
For most banks, loans are the largest and most obvious source of credit risk.
However, there are other pockets of credit risk both on and off balance sheet,
such as the investment portfolio, overdrafts, and letters of credit. Many
products, activities, and services, such as derivatives, foreign exchange, and

cash management services, also expose a bank to credit risk.

“The risk of repayment, i.e., the possibility that an obligor will fail to perform
as agreed, is either lessened or increased by a bank’s credit risk management
practices. A bank’s first defense against excessive credit risk is the initial
credit-granting process, sound underwriting standards, an efficient, balanced
approval process, and a competent lending staff. Because a bank cannot easily
overcome borrowers with questionable capacity or character, these factors
exert a strong influence on credit quality. Borrowers whose financial
performance is poor or marginal, or whose repayment ability is dependent

upon unproven projections can quickly become impaired by persona or

17



external economic stress. Management of credit risk, however, must continue
after a loan has been made, for sound initial credit decisons can be
undermined by improper loan structuring or inadequate monitoring.” (Gitman
& Jochnk; 1990: 27)

b) Interest Rate Risk

The level of interest rate risk attributed to the bank’s lending activities depends
on the composition of its loan portfolio and the degree to which the terms of its
loans (e.g., maturity, rate structure, embedded options) expose the bank’s

revenue stream to changesin rates.

“Pricing and portfolio maturity decisions should be made with an eye to
funding costs and maturities. When significant individual credits or portfolio
segments are especially sensitive to interest rate risk, they should be
periodicaly stresstested. If the asset/liability management committee
(ALCO), which typically is responsible for managing the bank’s interest rate
risk, is to manage all of the bank’s positions, it must have sufficient reports on
loan portfolio and pipeline composition and trends. These reports might
include a maturing loans report, pipeline report, and rate and repricing report.”
(Francis; 1991: 52)

Banks frequently shift interest rate risk to their borrowers by structuring loans
with variable interest rates. Borrowers with marginal repayment capacity may
experience financial difficulty if the interest rates on these loans increase. As
part of the risk management process, banks should identify borrowers whose
loans have heightened sensitivity to interest rate changes and develop strategies
to mitigate the risk. One method is to require vulnerable borrowers to purchase

interest rate protection or otherwise hedge the risk.

c) Liquidity Risk
“Because of the size of the loan, effective management of liquidity risk
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requires that there be close ties to, and good information flow from, the lending
function. Obviously, loans are a primary use of funds. And while controlling
loan growth has always been a large part of liquidity management, historically
the loan has not been viewed as a significant source of funds for liquidity
management. Practices are changing, however. Banks can use the loan
portfolio as a source of funds by reducing the total dollar volume of loans

through sales, securitization, and portfolio run-off.” (Francis; 1991. 55)

In fact, banks are taking a more active role in managing their loan portfolios.
While these activities are often initiated to manage credit risk, they have also
improved liquidity. Banks increasingly are originating loans “for sale” or
securitization. Consumer loans (mortgages, installment loans, and credit cards)
are routinely originated for immediate securitization. Many larger banks have

been expanding their underwriting for the syndicated |oan market.

d) Price Risk

Most of the developments that improve the loan portfolio’s liquidity have
implications for price risk. Traditionally, the lending activities of most banks
were not affected by price risk. Because loans were customarily held to
maturity, accounting doctrine required book value accounting treatment.
However, as banks develop more active portfolio management practices and
the market for loans expands and deepens, loan portfolios will become

increasingly sensitive to price risk.

“Loans originated for sale as part of a securitization or for direct placement in
the secondary market carry price risk while they are in the pipeline awaiting
packaging and sale. During that period, the assets should be placed in a “held-
for-sale” account, where they must be repriced at the lower of cost or market.
The same accounting treatment can apply to syndicated credits and distressed
loans. When a bank underwrites a larger portion of a syndicated loan than its

“hold” position, the excess portion must be placed in a held-for- sale account.
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Once a sadle strategy is adopted for distressed or otherwise undesirable credits,
those credits should also be placed in a held-for-sale account.” (Gitman &
Jochnk; 1990: 31)

€) Foreign Exchange Risk

“Foreign exchange risk is present when a loan or portfolio of loans is
denominated in a foreign currency or is funded by borrowings in another
currency. In some cases, banks will enter into multi-currency credit
commitments that permit borrowers to select the currency they prefer to use in
each rollover period. Foreign exchange risk can be intensified by political,
social, or economic developments. The consequences can be unfavorable if
one of the currencies involved becomes subject to stringent exchange controls

or is subject to wide exchange-rate fluctuations.” (Gupta; 1984: 213)

f) Transaction Risk

In the lending area, transaction risk is present primarily in the loan
disbursement and credit administration processes. “The level of transaction
risk depends on the adequacy of information systems and controls, the quality
of operating procedures, and the capability and integrity of employees.
Significant losses in loan and lease portfolios have resulted from inadequate
information systems, procedures, and controls.” (Gupta; 1984: 215) For
example, banks have incurred increased credit risk when information systems
failed to provide adequate information to identify concentrations, expired
facilities, or stale financial statements. At times, banks have incurred losses
because they failed to perfect or renew collateral liens; to obtain proper
signatures on loan documents; or to disburse loan proceeds as required by the

loan documents.

g) Compliance Risk
“Lending activities encompass a broad range of compliance responsibilities

and risks. By law, a bank must observe limits on its |oans to a single borrower,
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to insiders, and to affiliates; limits on interest rates; and the array of consumer
protection and Community Reinvestment Act regulations. A bank’s lending
activities may expose it to liability for the cleanup of environmental hazards.
A bank may also become the subject of borrower-initiated “lender liability”
lawsuits for damages attributed to its lending or collection practices.
Supervisory activities should include the review of the bank’s internal
compliance process to ensure that examiners identify and investigate

compliance issues.” (Desai; 1967: 37)

h) Strategic Risk

“A primary objective of loan portfolio management is to control the strategic
risk associated with a bank’s lending activities. Inappropriate strategic or
tactical decisions about underwriting standards, loan portfolio growth, new
loan products, or geographic and demographic markets can compromise a
bank’s future. Examiners should be particularly attentive to new business and
product ventures. These ventures require significant planning and careful
oversight to ensure the risks are appropriately identified and managed. Both
bankers and examiners need to decide whether the opportunities outweigh the
strategic risks. If abank is considering growing aloan product or businessin a
market saturated with that product or business, it should make sure that it is not
overlooking other lending opportunities with more promise. During their
evaluation of the loan management process, examiners should ensure that

bankers are redlistically assessing strategic risk.” (Desai; 1967: 40)

1) Reputation Risk

When a bank experiences credit problems, its reputation with investors, the
community, and even individual customers usually suffers. Inefficient loan
delivery systems, failure to adequately meet the credit needs of the community,
and lender-liability lawsuits are also examples of how a bank’s reputation can

be tarnished because of problems within its lending division.

“Reputation risk can damage a bank’s business in many ways. The value of
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the bank’s stock falls, customers and community support is lost, and business
opportunities evaporate. To protect their reputations, banks often feel that they
must do more than is legally required. For example, some banks have
repurchased loan participations when credit problems develop, even though
these problems were not apparent at the time of the underwriting.” (Francis;
1991: 60)

2.1.3 Loan Management Objectives
“Loan objectives establish specific, measurable goals for the bank. The board
of directors must ensure that loans are made with the following three basic
objectivesin mind:” (Crosse; 1963; 73)
To grant loans on a sound and collectible basis.
To invest the bank’s funds profitably for the benefit of
shareholders and the protection of depositors.

To serve the legitimate credit needs of their communities.

2.1.3.1 Strategic Planning for the L oan
“For most banks, meeting the af orementioned three objectives will require that
senior management and the board of directors develop medium- and long-term
strategic plans and objectives for the loan portfolio. These strategies should be
consistent with the strategic direction and risk tolerance of the institution. They
should be developed with a clear understanding of their risk/reward
consequences. They also should be reviewed periodically and modified as
appropriate. In drawing up strategic objectives, management and the board
should consider establishing:” (Crosse; 1963: 85)
What proportion of the balance sheet, the loan should
comprise?
Goalsfor loan quality.
Goalsfor portfolio diversification.
How much the loan should contribute to the bank’s
financial objectives?
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L oan product mix.

Loan growth targets by product, market, and portfolio segment.
Product specialization.

What the bank’s geographic markets should be.

Targeted industries.

Targeted market share.

Community needs and service.

General financial objectives (e.g., increase fee income).

The bank’s loan policies, underwriting guidelines, and procedures should
communicate and support the strategic objectives for the portfolio. MIS should
be able to inform management about whether performance measures up to
plans. Management should evaluate business, marketing, and compensation
plans to ensure that short-term goals and incentives are consistent with strategic
portfolio objectives and risk tolerances. In community banks without formal
strategic plans, senior management should be able to articulate the bank’s
strategic objectives. It should be evident, as well, that the board of directors

has endorsed those objectives.

2.1.4 The Loan Policy

The loan policy is the primary means by which senior management and the
board guide lending activities. Although the policy primarily imposes
standards, it also is a statement of the bank’s basic credit philosophy. It
provides a framework for achieving asset quality and earnings objectives, sets
risk tolerance levels, and guides the bank’s lending activities in a manner
consistent with the bank’s strategic direction. Loan policy sets standards for
portfolio composition, individual credit decisions, fair lending, and compliance

management.

“Loan policies vary in length, organization, degree of detall, and breadth of
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topics, there is no ideal format. Frequently, the bank’s general lending policy
will be supplemented by more detailed underwriting standards, guidelines, and
procedures. Within the same banking company, certain aspects of the policy
may vary because of factors such as geographic location, economic conditions,
personnel, or portfolio objectives. The format should be tailored to fit the needs
of a particular bank, and the scope and detail should be commensurate with the

complexity of the bank’s lending activities.” (William; 1960: 104)

In al but very small community banks, the loan policy will be written. “The
policy should provide a redlistic description of where the bank wants to
position itself on the risk/reward spectrum. It needs to provide sufficient
latitude for a bank to respond to good business opportunities while concurrently
controlling credit risk. In normal circumstances, a bank should be able to
achieve portfolio objectives and respond to changing market conditions without
triggering a limit. Limits should not be so conservative that insignificant
changes breach them, nor should they be so libera that they have no practical
effect.” (Grywinski: 1991: 75)

“For the policy to be an effective risk management tool, it must clearly
establish the responsibilities of those involved in the lending process. For
example, who is authorized to approve a covenant violation, who arbitrates risk
rating differences, can a credit-scored decision be overridden? Lenders must
know what is expected of them. When policy is vague or too broad, credit
standards may be unclear and virtually nothing may be regarded as an
exception. If the policy states that a bank will extend credit to established
businesses, amost any company would qualify. But a policy further requiring
the business to be profitable, in operation for at least two years, and located
within the bank’s community is providing meaningful guidance.” (Grywinski:
1991: 77)

When policy is too prescriptive and particular, exceptions to policy will
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become the rule and meaningless exception data will mask meaningful trends,
thereby diminishing the effectiveness of the policy. Because exceptions are so
important, the policy should address them specifically; it should state when
they are acceptable and how they should be identified, mitigated, and
documented. Some lending standards, such as those that implement legal
requirements or those whose violation quickly trandates into losses, have
greater significance than others. More substantive exceptions should have
heightened reporting requirements to senior management and the board.
Failure to comply with the provisions of loan policy concerning exceptions is

generally regarded as a material weakness.

“Policies should be periodically reviewed and revised to accommodate changes
in the bank’s strategic direction, risk tolerance, or market conditions. Policy
review should consider the organizational structure, breadth and complexity of
lending activities, capabilities and skills of lending personnel, and strategic
portfolio quality and earnings objectives. Changes in regulations and business
conditions also need to be considered. In addition to providing an opportunity
for change, the review should evaluate how well the policy has guided lending
decisions. For example, a high volume of exceptions indicates that many loan
decisions are being made outside the policy. This could mean that the bank is
assuming more risk than is desirable or that the policy istoo restrictive. If the
bank’s policy is too restrictive, easing it could increase business opportunities
without unduly increasing risk. Conversely, the absence of exceptions may
indicate that the policy is too vague, and a tightening of the policy could
strengthen the controls on loan quality. All policy reviews should include the
organizational unit responsible for assessing compliance with policy.” (Reed,
Edward, Cotter & Smith; 1980: 82)

2.1.4.1 Loan Policy Topics
“While the form and contents of loan policies and procedures will vary from

bank to bank, there are some topics that should be covered in all cases. These
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are.” (Chopra; 1989: 17)

X Loan authorities.

< Limits on aggregate loans and commitments.

X Portfolio distribution by loan category and product.
X Geographic limits.

< Desirable types of loans.

X Underwriting criteria.

X Financial information and analysis requirements.
X Collateral and structure requirements.

< Margin requirements.

X Pricing guidelines.

X Documentation standards.

X Collections and charge-offs.

X Reporting requirements.

X Guidelines for loan participations.

X Off-balance-sheet exposure.

The policy may aso address insider transactions, affiliate transactions, conflicts
of interest, the code of ethics, community support, appraisal requirements,
environmental assessment requirements, relevant accounting issues (such as
charge-off loans, nonperforming loans, and debt restructuring), and the
allowance for loan and lease losses. Any administrative requirements for
granting loans should be covered in the policy. Policies and procedures should

also ensure compliance with laws and regulations.

2.1.5 Loan Approval Process

The loan approval processis the first step towards good portfolio quality. When
individual credits are underwritten with sound credit principles, the credit
quality of the portfolio is much more likely to be sound. Although good loans
sometimes go bad, a loan that starts out bad is likely to stay that way. The

foremost meansto control loan quality is a solid loan approval process.
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“Every loan approva process should introduce sufficient controls to ensure
acceptable credit quality at origination. The process should be compatible with
the bank’s credit culture, its risk profile, and the capabilities of its lenders.

Further, the system for loan approvals needs to establish accountability.

Each method of loan approval has inherent strengths and weaknesses. The
committee method is advantageous because knowledge can be shared, but it
may diminish accountability and often slows a bank’s responsiveness. The
individual signature authority system is more timely and establishes clear
accountability, but it can create undue credit risk if a lender’s knowledge and

experience are inadeguate to his or her authority.” (Diamond; 1960: 173)

Laddered or joint authorities, variations that some banks employ, combine
elements of both systems. The involvement of an independent loan approval
authority whose primary goal is quality (such authority might be invested in a
senior credit officer or credit administrator) is also a method to introduce more
objectivity to the loan approval process. Whatever approach or combination of
approaches a bank uses, internal control mechanisms are necessary to ensure

that the approval system produces sound credit decisions.

“An effective loan approval process establishes minimum requirements for the
information and analysis upon which a credit decision is based. It provides
guidance on the documents needed to approve new credit, renew credit,
increase credit to existing borrowers, and change terms in previously approved
credits. It will also designate who has the authority to approve credit or
changes in credit terms. Loan authorities should be commensurate with the
experience of the lender/credit officer and take into consideration the type of
credit, the amount of credit, and the level of risk involved. Generally,
underwriting document standards should include:” (Dahal & Dahal; 2007: 39)

Financial information including:
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a current and historical balance sheet and income data,
b. balance sheet, income, and cash flow projections, when
appropriate, and
C. comparative industry data when appropriate.
Financial analysis, including repayment capacity.
Collateral identification and valuation.
Guarantor support and related financial information.
Summary of borrower and affiliated credit relationships.
Loan terms, including tenor and repayment structure.
Pricing information, including relationship profitability data.
Covenants and requirements for future submission of financial data.
Exceptions to policy and underwriting guidelines.
Information fields to capture data for concentration reporting,
identifying SNCs (shared national credits), etc.
Risk rating or recommended risk rating.

The approval process for consumer loans may be more streamlined, but should
still include sufficient information to support the credit granting decision,

including, when applicable, scorecard data.

2.1.6 Loan Portfolio Management
To manage the loan portfolio effectively, the bank should consider the
following factors.

2.1.6.1 Risk ldentification

“Effective risk identification starts with the evaluation of individua credits.
Rating the risk of each loan in timely credit evaluations is fundamental to loan
portfolio management. Some banks apply risk ratings to relationships, others
prefer to rate each facility, and still others rate both relationships and facilities.
Risk ratings should also be applied to off-balance-sheet exposures like |etters of
credit and unfunded commitments that the bank is obligated to fund unless
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there is a default. These evaluations alow the prompt detection of changes in
portfolio quality, enabling management to modify portfolio strategies and
intensify the supervision of weaker credits in atimely manner.” (Joseph; 1998:
10)

2.1.6.2 Exceptionsto Policy, Procedures, and Underwriting Guidelines
Lending exceptions generally either relate to documentation or underwriting.
Banks should have systems to analyze and control both types of exceptions.
While it is advisable to identify, mitigate, and monitor all exceptions, the level
of attention and reporting should correspond with the materiality of the
exception. (Joseph; 1998: 10)

a) Documentation Exceptions

“Loan documentation” refers broadly to the documents needed to legally
enforce the loan agreement and properly analyze the borrower’s financial
capacity. When a document is missing, stale, or improperly executed, it
becomes an exception. Common loan documents are promissory notes, note
guarantees, financial statements, collateral agreements, and appraisals. The
promissory note, guarantee, and financial statement must be properly prepared
and signed; the financial statement must be received and analyzed in a timely
manner by the bank; and the collateral agreement must be recorded in the

appropriate jurisdiction. (Joseph; 1998: 11)

b) Policy and Underwriting Exceptions

“Policy and underwriting exceptions are conditions in approved loans that
violate the loan policy or underwriting guidelines. Because underwriting
guidelines are the primary means by which the bank steers lending decisions
toward planned strategic objectives and maintains desired levels of risk within
the portfolio, deviations from these guidelines should be well documented and
justified.” (Joseph; 1998: 11)
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2.1.6.3 Aggregate Exception Tracking and Reporting

“Tracking the aggregate level of exceptions helps detect shifts in the risk
characteristics of loan portfolios. In consumer lending, where such tracking is
common, it has facilitated risk evaluation, strengthened portfolio liquidity, and
helped management to identify new business opportunities. Similar benefits
can accrue from tracking underwriting exceptions in commercia and real estate

loan portfolios.” (Joseph; 1998: 13)

2.1.6.4 Portfolio Segmentation and Risk Diversification

“Risk diversification is a basic tenet of portfolio management. Concentrations
of credit risk occur within a portfolio when otherwise unrelated loans are linked
by a common characteristic. If this common characteristic becomes a common
source of weakness for the loans in concentration, the loans could pose

considerable risk to earnings and capital.” (Joseph; 1998: 13)

a) ldentifying Concentrations of Risk

“Managing the loan portfolio includes managing any concentrations of risk. By
segmenting the portfolio into pools of loans with similar characteristics,
management can evaluate them in light of the bank’s portfolio objectives and
risk tolerances and, when necessary, develop strategies for reducing,

diversifying, or otherwise mitigating the associated risks.” (Joseph; 1998: 14)

2.1.6.5 Evaluating and M anaging Concentrations of Risk

“Each pool should be evaluated individually — that is, as a discrete pool of risk
— and as part of the whole — that is, by how it fits into the portfolio and
supports loan portfolio goals. A large exposure to one type of borrower or
industry may well be less risky than a small exposure to another. The goal isto
achieve the desired balance of risk and return for the portfolio as a whole.”
(Joseph; 1998: 15)
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a) Concentration Management Techniques

“Over the past decade, banks, especially large ones, have been adopting more
active portfolio management practices. They are expanding their MIS
capabilities and strengthening their credit risk management practices. There are
a variety of techniques banks can use to manage portfolios and control

concentration risk.

The most common tool is setting exposure limits, or ceilings, on
concentrations.  Diversifying away from a limit can be accomplished by
reducing certain exposures or increasing the borrower base. The reduction of
exposures begins with a reassessment of individual borrowers’ needs and
requires considerable discipline. Nonetheless, it can be a useful tool to

diversify risk over alarger customer base.

A bank can change the distribution of its assets by increasing the geographic
diversification of borrowers; altering the bank’s product mix (for example, by
reducing commercia lending and increasing consumer lending); or changing
the risk profile of the bank’s target market (for example, by turning from
middle-market, non-investment-grade customers to  well-capitalized,
investment-grade customers). Asset sales can aso be used to manage
concentrations. Banks sell whole loans, sell a portion of a loan into
syndication, sell participations in a loan, and securitize certain types of loans.
Each of these approaches entails risk/reward trade-offs that must be evaluated
in light of the bank’s strategic objectives.” (Joseph; 1998: 15)

Recently, banks have begun using credit derivatives to reduce the risk posed by
concentrations. Although their usage is modest in al but the largest banks,

credit derivatives are gaining acceptance.

2.1.6.6 Stress Testing

31



“In stress testing, a bank alters assumptions about one or more financial,
structural, or economic variables to determine the potential effect on the
performance of a loan, concentration, or portfolio segment. This can be
accomplished with “back of the envelope” analysis or by using sophisticated
financial models. The method employed is not the issue, rather the issue is
asking that critical “what if” question and incorporating the resulting answers
into the risk management process. Stress testing is arisk management concept,
and all banks will derive benefits, regardless of the sophistication of their
methods, from applying this risk management concept to their loans and
portfolios.” (Joseph; 1998: 16)

2.1.7 NRB Directives

The world has witnessed many financial crises and devastating consequences
due to huge financial and economic losses that resulted from each episode.
Every crisis was sudden in onset and their, magnitude of losses was much
larger than expected. If we go back to the history, then on 3" march 1997; the
Asian crisis began in the form of liquidity problem of two finance companies.
Later this spread over to other financial intuition within the Thai financial
system. Simultaneoudly, crisis began to cover Malaysian, Indonesian and
South Korean financial statement and loomed in the form of Asian crisis. So
this Asian crisis appealed the whole world for regular and timely supervision
and assessment of financial system, its soundness and vulnerabilities. This
event forced the regulatory authorities for the enforcement of prudential
measures in order to avoid further crisis review and revision in prudentia
regulations such as capital adequacy ratio, asset classification. Provisioning for
impaired assets, exposures limit and enforcement of international accounting
standard etc have now become common issue all over the world since the late
1990s.

Similarly, in our country too, commercial banks could not recognize the

importance of the quality credit and banking sector failed to witness the
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expected developments. Subsequently, the banking sector faced the problem of
bad debts, overdue loans, accrued interest, accumulation of non-banking assets
and excess liquidity in the banking system. In addition to these expected
happenings new challenger were added to the Nepalese banking sector due to
the adverse development in the domestic economy resulting from deteriorating
peace and security Situation and continuous persistence of natural calamities
inside the country on one hand and the global recession primarily caused by
international terrorism on the other. Viewing the need of structural reform
amidst these adverse implications, NRB issued directives to run commercial
banks in a healthy competitive manner to ensure the sustainable development

of the overall banking system.

The financial sector reform of Nepal was initiated in mid 1980s. Since then
NRB has been playing pioneer role in regulation, supervision and monitoring
of commercial banks by issuing directives. At present the number of guidelines
issued by NRB to commercial bank reaches sixteen, which are as follows.

1) The provision of minimum capital fund to be maintained by the
commercial bank.

2)  Theprovision of loan classifications and loan loss provisioning on the
credit.

3) The provision relating to limit on credit exposure and facilities to a
single borrower, group of related borrowers and single sector of the
economy.

4)  The provision relating to accounting policy and the structure of
financial statements to be followed by the commercial banks.

5)  Regulation relating to minimization of risk inherent in the activities of
commercial banks.

6) The provision of institutional good governance to be followed by

commercia banks.
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7)

8)

9)

10)

11)

12)
13)

14)
15)
16)

Time frame for implementation of regulatory directives issued in
connection with inspection and supervison and supervision of
commercial banks.

Regulation relating to investment in shares and securities by
commercial banks.

The provision of submission of statistical data to the NRB. Banking
management division and inspection and supervision division.
Regulation relating to sale and ownership transfer of promoters
shares.

Regulation relating to, stringent blacklisting procedure for loan
defaulters.

The provision relating to compul sory deposited amount of NRB.
Regulation relating to developing the branch office of commercia
banks.

Provision relating to interest rates.

Provision relating to collection of financial sources.

Provision relating to consortium financing.

2.1.7.1 NRB Directives Relating to Loan Classification and Loan Loss

Provision (www.nrb.org.np)

1. Classifications of Loan and Advances. Effective from FY 2058/59

(2001/02) banks shall classify outstanding principal amount of loan and

advances on the basis of aging. As per the directives issued by NRB, all loans

and advances shall be classified into the following four categories:

a. Pass Loan: - Loans and advances whose principal amount are not past due

and past due for a period up to 3 months shall be included in this category.

These are classified and defined as performing loans.

b. Sub-Standard Loan: - All loans and advances that are past due for a

period of 3 monthsto 6 months shall be included in this category.
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c. Doubtful Loan: - All loans and advances which are past due for a period of
6 monthsto 1 year shall be included in this category.

d. Loss: - All loans and advances which are past due for a period of more than
1 year as well as advances which have least possibility of recovery or
considered unrecoverable and those having thin possibility of even partial

recovery in future shall be included in this category.

Loans and advances falling in this category of sub-standard, Doubtful and loss
are classified and defined as Non-performing loan. It is appropriate in the view
of the banks management; there is not restriction in classifying the loan and
advances from low risk category to high risk category. For instance, loans
falling under substandard may be classified into doubtful or loss and loans
falling under doubtful may be classified into loss category. The term loan and

advances also includes bulls purchased and discounted.

Historical Provisions Relating to Loan Classification is depicted in the
following table:

For fiscal year 2001/2002 A.D. (2058/2059 B.S.)

Loans and advances not past due and past due up to 3

Pass loan months.

Sub-standard L oans and advances past due for a period of over 3 months

loan to 1 year.

Loans and advances past due for a period over 1 year to 3

Doubtful loan | year.

Loss L oans and advances past due for a period of over 3 Year.
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For fiscal year 2002/2003 A.D. (2059/2060 B.S.)

Loans and advances not past due and past due up to 3

Pass loan months.
Sub-standard L oans and advances past due for a period of over 3 months
loan to 1 year.

Loans and advances past due for a period over 1 year to 3
Doubtful loan | year.
Loss L oans and advances past due for a period of over 3 Year.

For fiscal year 2003/ 2004A.D. (2060/2061 B.S.)

Loans and advances not past due and past due up to 3

Pass loan months.
Sub-standard L oans and advances past due for a period of over 3 months
loan to 9 months.

L oans and advances past due for a period over 9 months to
Doubtful loan 2 years.
Loss L oans and advances past due for aperiod of over 2 Years.

For fiscal year 2004/2005A.D. (2061/2062 B.S.)

Loans and advances not past due and past due up to 3

Pass loan months.
Sub-standard L oans and advances past due for a period of over 3 months
loan to 6 months.

L oans and advances past due for a period over 6 months to
Doubtful loan 1 year.
Loss L oans and advances past due for aperiod of over 1 Year.

36




2. Additional Arrangement in Respect of Pass Loan: Loan and advances
fully secured by gold, silver, fixed deposit receipts, credit cards and
government securities shall be include under “pass” category. Loans against
fixed deposit receipts of other banks shall also qualify for inclusion under pass
loan. However, where collateral of fixed deposit receipt or government
securities or NRB bonds is placed as extra security, such loan has to be
classified on the basis of clause 1 to clause 7. While renewing working capital
loan having maturity period up to one year can be classified as pass loan. If the
interest of working capital nature loans and advance is not regular, such loan

and advances should be classified on the basis of interest outstanding period.

3. Additional Arrangement in Respect of loss Loan: Even if the loan is not
past due, loans having any or al of the following discrepancies shall be
classified as “loss”.

a. Security is not sufficient,

b. The borrower has been declared bankrupt,

c. Theborrower is absconding or cannot be found,

d. Purchased or discounted hills are not realized within 90 days from the
due date and non fund based letter of credit and guarantees etc are not
realized with in 90 days from the date of conversion into fund based are
not realized within 90 days,

e. Thecredit has not been used for the purpose originally intended,

f. Owing to non-recovery, initiation as to auctioning of the collateral has
passed six months and if the recovery process is under litigation,

g. Loan provided to the borrowers included in the blacklist of credit
information center (CIC),

h. Project or business is not in operative conditions, project or business is
not in operation,

I. Credit Card Loan is not written off within 90 days from past due date.
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4. Additional Arrangements in Respects of Term Loan: In respect of term
loans, the classification shall be made against the entire outstanding loan on the

basis of the past due period of overdue installment.

5. Prohibition to Recover Principal and Interest by Overdrawing the
Current Account and Exceeding the Overdraft Limit: Principal and interest
on loans and advance shall not be recovered by overdrawing the borrower’s
current account or where overdraft facility has been extended, by overdrawing
such limit. However, this arrangement shall not be constructed as prohibitive
for recovering the principal and interest by debiting the customers’ account.
Where a system in the bank exists as to recovery of principal and interest by
debiting the customers’ account, and recovery is made as such resulting in
overdraft, which is not settled within one month, such overdrawn principal
amount shall also be liable to be include under the outstanding loan and such
loan shall be downgraded by one step from its current classification. In respects
if recognition of interest, the same shall be as per the clause relating to income

recognition mentioned in directives no 4.

6. Letter of Credit and Guarantees. If letter of credit and guarantees and
other contingent liabilities converted into fund based liabilities and have to be
paid, in such condition such loan shall be classified as pass loan within 90 days
from the date of conversion into fund based. After 90 days such loan shall be

classified as loss |oan.

7. Rescheduling and Restructuring of the Loan: If the bank is confident on
the following bases of written plan of action submitted by borrower, it may
reschedule or restructure the loans and advances. Clear bases of rescheduling or
restructuring should be attached with loan files.

a. If thereis proof of adequate documents and collateral security relating to

loan.
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b. If the bank is confident in recovery of restructured or rescheduled loans

and advances.

In addition to written plan of action for rescheduling or restructuring of loan,
payment of at least 25 percent of total accrued interest up to the date of

rescheduling of restructuring should have been collected.

8. Loan Loss Provisioning: The loan loss provisioning, on the basis of the
outstanding loans and advances and bills purchases classified as per this

directives, shall be provided asfollows:

Classification of Loan Loan Loss Provision
Passloan 1%
Sub-standard loan 25%
Doubtful loan 50%
Loss 100%

2.1.8 CAMEL Components

Each of the components rating description in the FFIEC press release (1996) is
divided into three sections. an introductory paragraph a list of the principal
evaluation factors that relate to that component and a brief description of each
numerical rating for that component. Some of the evaluation factors are
reiterated under one or more of the other components to reinforce the
interrelation between components. The listing of evaluation factors for each
component rating is in no particular order of importance. The description of the
CAMEL components are made as under based on the FFIEC press release
(1996).

2.1.8.1 Capital Adequacy

Capita is necessary for the bank to operate. While many areas of a bank are
important and subject to scrutiny, capital adequacy is the area that triggers the
most regulatory of capital adequacy, which are:
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The Tier 1 Risk-Based capital ratio.
The total risk-based capital ratio.
Thetier 1 leverageratio.

Capital Adequacy Norms by NRB

NRB has form time to time stipulated minimum capital fund to be maintained
by the banks on the basis of risk weighted assets. The total capital fund is sum
of core capital and supplementary capital. According to the NRB unified
directives for Banks and non-banks Fls issue number E. pra.Ni.no 01/061/062

(Ashar 2062 BS), the capital funds of a bank comprise the following:

Core Capital: Core capital of a bank includes paid up equity, share premium,
non-redeemable preference shares, general reserve and accumulated profit and
loss. However, where the amount of goodwill exists, the same shall be

deducted for the purpose of calculation of the core capital.

Supplementary Capital: Supplementary capital includes genera loan loss
provision, exchange fluctuation reserve, assets revaluation reserve, hybrid
capital instruments, unsecured subordinated term debt and other free reserves

not allocated for specific purpose.

Banking and Financia institution Ordinance (BAFIO) (2061) also assimilates
the same things, which were included and explained in NRB Act 2058, in
regard of bank capital. NRB Act is effective from 1% Shrawan 2058(July 16
2001). According to the NRB directive, minimum paid-up capital requirement
for establishment of finance company is as under:

Rs 200 corer to operate all over Nepal

2.1.8.2 Assets Quality
Asset quality is one of the most critical areas in determining the overall

condition of the commercial bank. The primary factor effecting overall asset
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quality is the quality of the loan portfolio and the credit administration
program. Loans are usually the largest of the asset items and can aso carry the
greatest amount of potential risk to the company’s capital account. Security can
often be a large portion of the assets and also have identifiable risks. Other
items which impact a comprehensive review of asset quality are other rea
estate, other assets, off-balance sheet items and, to a lesser extent, cash and due
from accounts and premises and fixed assets. (Koch and Macdonald; 2004: 47)

Rating the Asset Quality Factor

The asset quality rating definitions are applied following a through evaluation
of existing and potential risks and the mitigation of those risks. The definitions
of each rating are as follows:

1. Rating of 1 indicates strong asset quality and credit administration
practices. |dentified weaknesses are minor in nature and risk exposure is
modest in relation to capital protection and management’s abilities.
Asset quality in such institutions is of minimal supervisory concern.

2. A rating of 2 indicates satisfactory asset quality and credit
administration practices. The level and severity of classifications and
other weaknesses warrant a limited level of supervisory attention. Risk
exposure is commensurate with capital protection and management’s
abilities.

3. A rating of 3 is assigned when asset quality or credit administration
practices are less than satisfactory. Trends may be stable or indicate
deterioration in asset quality. The level and severity of classified assets,
other weaknesses, and risks require an elevated level of supervisory
concern.

4. A rating 4 is assigned to FIs with deficient asset quality or credit
administration practices. The levels of risk and problem assets are
significant, inadequately controlled, and subject the Fl to potential losses
that, if left unchecked, may threaten its viability.

41



5. A rating of 5 represents critically deficient asset quality or credit
administration practices that present an imminent threat to the

institution’s viability.

2.1.8.3 Management Quality

Depending on the nature scope of an institution’s activities, management
practices may need to address some or all of the following risks: credit, market,
operating or transaction, reputation, strategic, compliance, legal, liquidity and
other risks. Sound management practices are demonstrated by: active oversight
by the board of directors and management; competent personnel; adequate
policies processes, and controls taking into consideration the size and
sophistication of the institution; maintenance of an appropriate audit program
and internal control environment: and effective risk monitoring and
management information systems. This rating should reflect the board’s and
management’s ability as it applies to al aspects of banking operations as well
as other financial service activities in which the ingtitution is involved.
(Mishkin; 1998: 13)

Rating the Management Factors

1. A rating of 1 indicates strong performance by management and board of
directors and strong risk management practices relative to the
institution’s size, complexity and risk profile. All significant risks are
consistently and effectively identified, measured, monitored and
controlled. Management and the board have demonstrated the ability to
promptly and successfully address existing and potential problems and
risks.

2. A rating of 2 indicates satisfactory management and board performance
and risk management practices relative to the institution’s size,
complexity and risk profile. Minor weakness may exist, but are not

material to the safety and soundness of the institution and are being
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addressed. In general, significant risks and problems are effectively
identified, measured and controlled.

3. A rating of 3 indicates management and board performance that need
improvement or risk management practices that are less than satisfactory
given the nature of the institution’s activities. The capabilities of
management or the board of directors may be insufficient for the type,
size or condition of the institution. Problems and significant risks may
be inadequately identified, measured, monitored or controlled.

4. A rating of 4 indicates deficient management and board performance or
risk management practices that are inadequate considering the nature of
an institution’s activities. The level of problems and risk exposure is
excessive. Problems and significant risks are inadequately identified,
measured, monitored or controlled and require immediate action by the
board and management to preserve the soundness of the institution.
Replacing or strengthening management or the board may be necessary.

5. A rating of 5 indicates critically deficient management and board
performance or risk management practices. Management and the board
of directors have not demonstrated the ability to correct problems and
implement appropriate risk management practices. Problems and
significant risks are inadequately identified, measured, monitored or
controlled and now threaten the continued viability of the institution.
Replacing or strengthening management or the board of directors is

necessary.

2.1.8.4 Earning Quality

Earnings are the initial safeguard against the risks of engaging in the banking
business and represent the first line of defense against capital depletion
resulting from shrinkage in asset value. (Saunders and Cornett; 2004: 25)
Earnings performance should also allow the bank to remain competitive by
providing the resources required to implement management’s strategic
initiatives.
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Rating the Ear nings Factor

1. Earning rated 1 is strong. Earnings are more than sufficient to support
operations and maintain adequate capital and allowance levels after are
given to asset quality, growth and other factors affecting the quality,
guantity and trend of earnings.

2. Earnings rated 2 would be satisfactory and sufficient support operations
and maintain adequate capital and allowances levels after consideration
IS given to asset quality, growth and other factors affecting the quality,
guantity and trend of earnings. Earnings that are relatively static or even
experiencing a dlight decline, may recelve a 2 rating provide the
institution’s level of e3arnings is adequate in view of the assessment
factorslisted above.

3. Earnings rated 3 may need to improve. Earnings may not fully support
operations and provide for the accretion of capital and allowance levels
in relation to the institution’s overall condition, growth and other factors
affecting the quality, quantity and trend of earnings.

4. A rating of 4 indicates earnings that are deficient. Earnings are
insufficient to support operations and maintain appropriate capital and
allowances levels. Erratic fluctuations in net income or net interest
margin, the development of significant negative trends, nominal or
unsustainable earnings, intermittent losses, or a substantive drop in
earnings from the previous years may characterize institutions so rated.

5. A rating of 5 indicates earnings that are critically deficient. A Fl with
earnings rated 5 is experiencing losses that represent a distinct threat to

its viability through the erosion of capital.

2.1.8.5 Liquidity

In evaluating the adequacy of a FI’s liquidity position, consideration should be
given the level and prospective sources of liquidity compared to funding needs,
as well as to the adequacy of funds management practices relative to the

institution’s size, complexity and risk profile. In general, funds management
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practices should ensure that an institution is able to maintain alevel of liquidity
sufficient to meet its financia obligation in a timely manner and to fulfill the

legitimate banking needs of its community.

Rating the Liquidity Factors

1. A rating of 1 indicates strong liquidity levels and well-developed funds
management practices. The institution has reliable access to sufficient
sources of funds on favorable terms to meet present and anticipated
liquidity needs.

2. A rating of 2 indicates satisfactory liquidity levels and finds
management practices. The institution has access to sufficient sources of
funds on acceptable terms to meet present and anticipated liquidity
needs. Modest weaknesses may be evident in funds management
practice.

3. A rating of 3 indicates liquidity levels or funds management practices in
need of improvement. Institutions rated 3 may lack ready access to
funds on reasonable terms or may evidence significant weaknesses in
funds management practices

4. A rating of 4 indicates deficient liquidity levels or inadequate funds
management practices. Institutions rated 4 may not have or be able to
obtain a sufficient volume of funds on reasonable terms to meet needs.

5. A rating of 5 indicates liquidity levels or funds management practices so
critically deficient that the continued viability of the institution is
threatened. Ingtitutions rated 5 require immediate external financial

assistance to meet maturing obligations or other liquidity needs.

2.1.9 BASEL Capital Accord

The BASEL committee on banking supervision (BCBS) is a committee of
banking supervisory authorities that was established by central bank governors
of the group of ten countries in 1975. it consists of senior representatives of

bank supervisory authorities and central banks from Belgium, Canada, France,
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Germany, Italy, Japan, Luxembourg, the Netherlands, Spain, Sweden,
Switzerland, the United Kingdom and the united States. It usually meets at the
bank for international Settlements (BIS) in BASEL, where it’s permanent is
located. (BIS; 2005: 7).

Starting with its publication of “International Convergence of Capital
Measurement and Capital Standards” in July 1988, popularly known as BASEL
| Capital Accord, BCBS set out a minimum capital requirement of 8 percent for
banks. Prior to that, the committee introduced 25 core principles on effective
banking supervision. In 1996, the committee incorporated market risk in the
1988 capital accord. With a major revision of the 1988 accord, there followed
by the revised publication of the committee’s first round of proposals for
revising the capital adequacy framework in June 1999 popularly known as
BASEL Il capital Accord. Since then, it is revised in January 2001, April 2003
and released its final revised framework updated in November 2005. In this
accord, the concept and rationale of the three pillars (minimum capital
requirements, supervisory review and market discipline) approach was
introduced, on which the revised framework is based. In the revised
framework, BCBS retains key elements of the 1988 capita adequacy
framework, including the general requirement for banks to hold total capital
equivalent to at least 8 percent of their risk-weighted assets; the basic structure
of the 1996 market risk amendment regarding the treatment of market risk; and
definition of eligible capital. (BIS, 2005:8)

The new BASEL capital accord (BASEL I1), shall be applicable to internally
active banks all over the world with effect from end of 2006. Implementing the
new accord in Nepal has been a challenging task for the supervisors as well as
Fls. Hence, certain preparatory homework is needed to Nepalese financia
system to implement BASEL Il. NRB and FIs need to have coordinated effort
efficiency in Nepalese banks and Fls to establish certain baseline for the

effective implementation of BASEL II. In this regard, second interaction
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program was held in Nepal with the banks executive to make them aware of the
new development. The commercial banks so far has shown positive attitude
towards the implementation of BASEL Il. “New capital accord implementation
preparatory core committee” was drafted “NRB’s concept paper on new capital
accord”. According to the program of new capital accord implementation,
concept paper was forwarded to al the commercial banks for comments and
recommendations. A form was aso developed so that commercia banks
classify their exposures as per the new approach, which was reviewed by the
“BASEL- Il implementation working group”. NRB has adopted Basel core
principles for effective supervision as guideline for supervision of commercial
banks. Core principle methodology adopted by BCBS provides a uniform
template for both self-assessment and independent assessment. It involves
four part qualitative assessment system: compliant, largely compliant,
materially non-compliant and non-compliant. For each principle essential and
additional criteria are defined. To achieve a “compliant” assessment with a
principle, all essential and additional criteria must be met without any
significant deficiencies. A “largely compliant” assessment is given if only
minor shortcomings are observed, and these are not seen as sufficient to raise
serious doubts about the authority’s ability to achieve the objective of that
principle. A “materially non-compliant assessment is given when the
shortcoming is sufficient to raise doubts about the authority’s ability to achieve

compliance, but substantial progress towards compliance has been achieved.

There is no doubt that the new accord though complex carries a lot of virtues
and will be a milestone in improving banks interna mechanism and

supervisory process and beneficial to the commercials banks.

2.1.10 Personal Loans
Many times on financia crisis one has to borrow money from neighbor or
acquaintance. These kinds of loans which are available in banks and other

financial ingtitution are known as persona loans. A personal loan can be a
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secured or unsecured one depending upon the company's practices, loanee
credit history etc.

“A persona loan is a sum of money that an adult person borrows to meet his
financial needs and requirements. An individual can take an easy personal loan
or a guaranteed personal loan for a variety of reasons. Loans for personal debt
help provide funds to purchase that dream boat or car, pay for mortgage arrears
or home improvement requirements- in fact personal loans help meet most of

the financial emergencies that an individual can think of.

Personal loans are often the most preferred type of loan on account of their

flexibility. The two most common types of personal |oans are:

Secured Loans and

Unsecured Loans

Both these options are linked to the choice that one can use any fixed asset to

serve as collateral to secure an easy personal loan.” (www.iseekloans.com,
March, 2009)

2.1.10.1 Secured Personal Loan
“A secured personal loan is so called due to the security or the collateral that is
involved in the whole process of lending. It is;
A loan that requires the consumer to provide the lender with some form
of collateral or security- that is his property or his home, either
mortgaged or owned- other than just his verbal assurance of repaying the
loan.
In other words, it is a loan that has been secured on the borrower's

assets.” (www.iseekloans.com, March, 2009)
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Characteristics of Secured Personal L oan
The loan that is secured against some sort of fixed or
immovable/movable asset is known as secured |oan.
This sort of guaranteed personal loans is easily available on account of
the collateral that is provided alongside; thereby making the lending
institutions more comfortable in forwarding the loan.
Secured personal loans involve rates of interest that are much lower and
easy options for repayment.
Due to the collatera that is provided, banks and financial institutions
usually are unperturbed by defaults in payments or by debts that are
pending.
Secured personal loans are made available to the individual within a

period of thirty days after submitting an application.

Benefits of Secured Personal L oan

1. Secured Personal Loans can be repaid over alonger period of time, with
alower monthly payment.

2. They are cost effective on account of the low rates of interest charged on
the loan.

3. Since the loan has been secured by pledging the assets of the borrower,
the risk to the lender's investment is greatly reduced.

4. Thelr easy availability is another factor. Very few loan applications for
secured |oans are turned down; since the loan would be secured on the

strength of the borrower's assets.

Pointsto Remember Before Opting For A Secured Personal L oan
If the borrower agrees to a secured persona loan using his home as
collateral, he should be prepared for the eventuality of forfeiting it to the
lender, should he not make his loan payments and interest on time and
according to the agreed terms.
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The lender would sell the property to recover his money and cover any
additional expenses incurred while doing so.

Before he signs up for even a small secured personal loans, the borrower
has to make sure that he can afford the monthly payments. It would bein
his best interest therefore to read the credit agreement terms carefully,
paying special attention to the interest rate and term of the loan, the total
amount that is payable, and the repayments required.

2.1.10.2 Unsecur ed Personal L oans
“Here the loan is not secured against the loan amount borrowed. But
conseguently the lender would be charging a higher rate of interest, taking into
account the high risk involved in lending the sum. Here, failure to make regular
payments would see the lender fall back on the credit agreement, and resort to
legal claimsto make good the lossincurred. Thisis aloan where;
The borrower is not required to pledge any collateral, to secure the loan.
It is also caled a Signature Loan, as the only collateral required is the
borrower’s signature. This loan is based solely on the borrower’s credit,
can be utilized for any purpose, and does not insist upon home
ownership and great credit.
Since this instant unsecured personal loans are not been secured on the
assets of the borrower, the creditor has no right to these assets, should
the borrower default on repayments.
Since this instant unsecured personal loans are not been secured on the
assets of the borrower, the creditor has no right to these assets, should
the borrower default on repayments.
However, the lender has the right to legal claims to recover his money,
which may entail the borrower having to sell his assets to repay the loan.
As this loan is not secured, and as the lender’s risk is consequently high,
the rate of interest would be higher than that charged on a persond
secured loan.
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The lender just may limit the unsecured personal loan to exclude certain

purpose.” (www.iseekl oans.com, March, 2009)

Benefits of Unsecured Personal L oan
There is no requirement of collateral, and the borrower need not pledge
his assets to procure the loan.
There are no financial statements or no documents of tax returns
required. The borrower is not encumbered with too much paper work if
he chooses to opt for instant unsecured persona loans. This is most
lenders of guaranteed unsecured personal loans, offer what is called a
stated loan, where the borrowers’ information on his financial
circumstances need not be ratified by supporting financial statement or
tax returns documents. Thisis especially advantageous for those firms or
individuals whose reported financial statement are not necessarily a
reflection of their true earnings.
There is no requirement of a business plan for an unsecured personal
loan. Traditionally lenders require an elaborate business plan complete
with pro forma’s and budget. This procedure can be both costly and time
consuming, with no guarantee of securing loan approval. But with
unsecured personal loans there is no need for a business plan.
Quick approvals, and an easy application process, are other attractive

benefits of thisloan.

Is An Unsecured Personal Loan A Viable Alternative To The Secured
L oan? (www.iseekloans.com, March, 2009)

In such aloan, the sum of money given by the bank or by the financial
institution is not secured by any collateral.
The financial ingtitution gives the loan solely based on the credit

worthiness of the individual concerned.
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Asthisloan is unsecured, the lender's risk in the investment is high, and
therefore the borrower is charged a higher rate of interest than those
applying for a secured loan.

Apart from this, the lender also conducts a thorough check on the
financial worth of the individual applying for the loan.

These sorts of loans are usually reserved for tenants, for those persons
who do not own homes, and for those who are not in any position to
offer any collateral.

Because there is no collateral to secure these loans, lenders are usually
wary of giving large sums of money.

In case of default on the part of the borrower, then the lender would
have no option but to resort to the clauses of the credit agreement, and

approach legal aid to help recover the money.

2.1.10.3 Short Term Personal L oans

“Short term personal 1oans are loans intended to meet an immediate, short term
cash need, such as an unexpected bhill, vacation, or other unique circumstance.
Short term loans are taken out from a lending institution, and then repaid
during the specified amount of time, usually one week to three weeks. Short
term personal loans are not intended to finance large projects or fix a financial

problem that is considered long-term, but rather to meet a cash crunch need.

Typesof Short Term Personal Loans
Since a short term personal loan is any loan with a short pay-back time, there

are several different types out there for your use.

Bad Credit Short Term Personal Loan

A bad credit loan persona short term might be available for someone with a
poor credit rating or history. If you have poor credit, you can expect two things
when apply for short term personal loans. First, your interest rate will be high.

You are considered a bad risk when you have a poor credit rating, and as such,
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you will pay more for the privilege of borrowing money. Second, you can
expect to need some sort of collateral to secure your loan. This ensures that he

lender will get their money back if you do not pay back your [oan.

Short Term Unsecured L oans

If one is concerned with putting valuable items up as collateral for persona
loan, then looking for a short term unsecured persona loan is best. With
unsecured personal loans, one will not have to put up any collateral. A
character loan will be given, meaning that one’s good credit history will back
the loan, as well as personal guarantee that he will pay back the loan. Again,
expect this to be a higher interest rate than a secured loan.”
(Www.iseekloans.com, March, 2009)

Secured Short Term Personal Loans

“Secured short term personal loans are loans where one put some sort of
collateral behind the loan. A car title loan is an example of a secured short term
personal loan. If one does not pay back the loan, his possession will be taken
by the lender. But since there is security backing the loan, one can usually get a
lower interest rate.” (www.iseekloans.com, March, 2009)

Difference Between Short Term Loans and Payday L oans

“Short term personal loans are very similar to payday loans. The main
difference is that short term personal loans are not necessarily due on payday,
whereas payday loans are due when the next paycheck arrives. A short term
personal loan is going to have a short term, but not necessarily a due date on
your next paycheck. Also, short term personal loans that are secured will have
some form of collateral. Many times this is the title to your car or some other
valuable that you might have. If you do not pay back the loan, the lender can

repossess thisitem.” (www.iseekloans.com, March, 2009)
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2.1.10.4 Factor sto be consider ed befor e taking Personal L oans

There are many banks and financial institutions that would help provide you
with easy personal loans or guaranteed personal loans. (www.iseekloans.com,
March, 2009)

As al of them would have their own sets of terms and conditions by

which they abide, it would be smart to consult with as many lending
institutions before arriving at a decision of your personal loan. Talk to
them about your financia requirements, check the quotes that they give
you and decide whether you would be able to repay any loans for
personal debt that you may take.

Once you complete the formalities of taking a loan, the banks would
give you a lump sum of money. This could be repaid over a period of
time. The longer the period of repayment, the lesser the interest rate.
The lenders have a duty to inform you of the rate of interest that they
would be charging you.

Be sure to investigate whether the rate of interest charged is fixed or
floating.

Check with the banks also about any other prepayment penalties, and

other costs incurred for securing a loan.

2.2 Review of Previous Thesis
Lila Prasad Ojha (2002) conducted a study degree on "Lending practices. A
study on NABIL Bank Ltd., SCB Nepal Ltd. and Himaayan Bank Ltd." with
the objective of:
To determine the liquidity position, the impact of deposit in liquidity
and its effect on lending practices.
To measure the bank's lending strength.
To analyze the portfolio behavior of lending and measuring the ratio and
volume of loans and advances made in agriculture, priority and

productive sector.
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To measure the lending performances in quality, efficiency and its
contribution in total income.

The study was conducted on the basis of secondary data. The research findings

of the study are:
The measurement of liquidity has revealed that the mean current ratio of
al the three banks is not widely varied. All of them are capable in
discharging their current liability by current asset.
The measurement of lending strength in relative terms has revealed that
the total liability to total assets of SCBNL has the highest ratio. The high
ratio is the result of high volume of shareholder equity in the liability
mix. Himalayan Bank Ltd. has high volume of saving and fixed deposits
as compared to current deposit resulting into low ratio of non-interest
bearing deposits to total deposits ratio compared to the combined mean.
The ratio of investment to loan and advances has measured the total
portion of investment in total of investment and loans and advances. The
mean ratio among the banks does not have deviated significantly.
The loans and advances and investment to deposits ratio has shown that
NABIL Bank Ltd. has deployed the highest proportion of its total
deposits in earning activities. This is the indicative of that in fund
mobilizing activities NABIL Bank Ltd. issignificantly better.
The portfolio analysis has revealed that the flow of loans and advances
in agriculture sector is the lowest priority sector among these
commercial banks. The contribution of all the banks in industrial sector
is appreciable. The contribution made by Himalayan Bank Ltd. in
industrial sector isthe greatest and that of SCBNL isthe least.
The lending in commercia purpose is highest in case of NABIL Bank
Ltd. and least in case of SCBNL. SCBNL has highest contribution in
service sector lending. It has contributed 25.47 % of its total credit in

general use and social purpose.
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The total income to total assets ratio measures the earning power of each
rupee employed by the bank. NABIL's ratio in this case is the best. The
ratio of total income to total expenses reflects the earning capacity of a
rupee of expenses. The productivity of expensesin SCBNL isthe best.
The performance of SCBNL is significantly better than other two banks
in case of profitability. EPSis highest in case of SCBNL.

Bhumi Prasad Pathak (2003) made a study on "L oan Investment and Collection
Analysis of Development Banking of Agricultural Development Bank Nepal".

The main objective of study is to examine the achievement of purpose wise,
term wise and development region wise loan investment, collection and
outstanding from 1998/99 to 200/03. He also study the impact of last ten years
political insurgency and instability to farmer and ADBL with special reference

to loan investment collection and outstanding.

His research shows that actual loan investment and collection is in an
increasing ratio and weighted growth rate is in a fluctuating trend. He suggests
that agricultural sector requires more investment, similarly ADBL has to invest
continue in current profitable purpose, revise unprofitable purpose, have to
identify other possible line of agricultural opportunities as well as should create

portfolios on different purpose to be operationally and economically viable.

Nani Ratha Bgjracharya (2003), has made a study on topic "A Study on the
Deposits and Loans and Advances of NBL during the year 1973-1978".

The main objectives of the study are to describe and analyze the deposits and
loans and advances of Nepal Bank Limited. His other specific objectives were
a. To show the change in deposits and according to change in the rate of
interest.
b. To examine the relationship between deposits and loans and advances of
the bank.
c. To show the resources (deposits) mobilization of the bank.
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During the course of anayzing the problem, he found that there is the
increasing trend in deposits but there is up and down position in the case of
loans and advances. The deposits increased in increasing trend up to 1973 and
after that it isincreased in the 1974, but decreased in 1975 and 1976 and again
increased in 1977 and 1978. But it is due to the cause of changes in rate
interest. Hits finding shows that the interest rate structure affects both deposits
and loans and advances. If there is a provision of suitable interest rate, then the
bank can enjoy maximum profit. Hence, according to his research the bank
should decrease the rate of interest. He also found the situation of inequality in
branch expansion process. He comments on centralization of loan granting
procedure. He found that most of the powers are concentrated on board of
directors and head office. To invest a small amount of loan, it requires the
approval of head office. He heavily criticizes the system.

Deepak Man Shrestha (2003) has made a study on "Role of Agricultural
Development Bank of Nepal”. The main objective of the study were to analyze
the loan disbursement of purpose wise and term wise by Agricultural
Development Bank, to analyze the loan recovery and to find the loan
outstanding. For this he studies the related topic for 7 years commencing from
FYs 1996/97 to 2002/03. His study revealed that bank liberal policy helps to
covers all types of customers. All of them are unbiased while granting loan.
Bank activity increases which shows increasing demand for agricultural credit.
He comments that the actual performance of the bank is not satisfactory
because it is not able to provide loan especialy in rural sector where bank
financing is amost necessary. The reason for slow collection may be attributed
to liberal policy, weak supervision and controlling system negligence towards
collection procedure, poor economic condition of the people, overvauation of
security on loan sanctioning period and difficult geographic condition of the
country. The present unstable situation negatively affects the activities and
bank has experienced five general managers for a period of lost ten years. Bank

has provided discount on interest, extended the repayment period of loan to
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recover loan on time. Likewise, bank introduced reform program which
focused priority to make farmers more labourious, take loan with refundable
capability, maintain financial discipline and restructure past due loans. Besides,
this it organizes training programs to staff as well as farmers, which may bring

changes in performance of bank.

Tikaram Banstala (2005), has made of study on "Loan disbursement and
repayment pattern of Agricultural Development Bank of Nepal". He studies
whether there is a significant relationship between loan disbursement and
repayment. His second research question is whether there is a significant
relationship between loan disbursement and outstanding loan. His first question
is solved through the test of Karl Pearson's coefficient of correlation and
regression analysis. Repayment loan of Bank seems to be directly proportional
to the loan disbursement because both have shown movement in same direction
I.e. there was increasing order. His second question is also solved through same
analysis. Outstanding loan of the banks seems to be directly proportional to the
loan disbursement. Because both have shown movement in same direction i.e.
there was increasing order. Based on the conclusion of the study and analysis
of findings, his five most important recommendations are,

I The amount of the bank's loan disbursement is largely dependent
upon the amount of loan repayment in each year. So, the bank
should encourage to farmers by various policy such as subsidy on
loan, interest etc. for the repayment of loans.

I. The bank should provide the facilities of supervision for the
effective utilization of itsloans.

lii.  The decision making power should be given to managers of
branch and sub-branch offices to disburse large amount of loan to
farmers.

Iv.  Thebank should focus to disburse short-term loan.

V. The bank should case to collect long-term loan.
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Saroj Prasad Pyakurel (2006), has made a study on "Loan Disbursement and
Recovery of Nepal Bank Limited" with the objectives to see loan disbursement
process, to analyze the condition of loan recovery and to see the efficiency of
new management on recovery of loan. For thistrend analysis, ratio analysis and
correlation and regression analysis have been used. Trend for five years is
studied and interpreted. Loan disbursement trend shows that it is decreasing
every year. He says that what ever the disbursement process is, profit is not

decreasing.

Similarly, he analyzes the priority sector loan into agriculture sector, cottage
industry, service sector, hire purchase and deprived sector loan. Although he
presents the data of disbursement, collection and outstanding figures are
excluded. He found the present disbursement and recovery of NBL isnormal. It
is able to recover due loan unexpected. By the conflict bank reduces many
branches and it can not disburse additional loan in priority sector. He opinion is
that the new management of NBL is not only effective for collecting over due
loan, it is effective in managing every essential factors of bank. He concludes
that bank face a lot of fraud by bad-employee in case of loan disbursement,
recovery and expenses. His recommendation is related with supervision and
inspection. His view is that the system must be strict, effective and efficient.
Loan should be provided with technical facility. Policy should be formulated
taking into consideration of geographical features and infrastructure

development of the country.

2.3 Research Gap

All of the above researches made are primarily concerned with the loan
management in different financial institutions. However, no scholar has made
research on specific criteria like personal loan. Hence, this study tries to fulfill
such gap and makes research on specific area, personal loan management of
NIC Bank.

59



CHAPTER - 111
RESEARCH METHODOLOGY

This chapter deals about the research methodology by which the collected data
are analyzed to get result, in this regard, this chapter is carried out to diagnose

the loan management of NIC Bank.

3.1 Research Design

“A research design is a specification of methods and procedures for acquiring
the information needed. It is the overall operational pattern of frame work for
the project that stipulates what information is to be collected, from which

sources and by what procedures.” (Paul & Donald; 1999: 134)

This study is carried out to get the empirical result of personal loan
management of NIC Bank. To conduct the study, both analytica and
descriptive research approach are adopted fro the reality available historical
data. All the data used in this study are primary and secondary in nature.

3.2 Period Covered

The study covered the period of 3 years from the fiscal year 2005/06 to
2007/08. Data were taken from NIC Bank and the analysis was made on the
basis of these three years’ data. Also, the questionnaires are disbursed and the

primary data analysisis done.

3.3 Population and Sample

According to the annual report of NRB 2007/08, there are altogether 25
commercial banks operating Nepal. The concern of the study is on the loan
management of NIC Bank. So, NIC Bank is taken as sample to achieve the
research objectives.

3.4 Nature and Sour ces of Data
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To fulfill the predetermined objectives that are set up for the study, both
primary and secondary sources are included. The secondary data was obtained
from the head office of NIC Bank, Kamaladi. Annual report and the data
obtained from the account department of NIC Bank are considered the main
source of secondary data. Besides these, various bulleting available, websites,
journals are also taken into consideration. The primary data are collected from

field survey.

3.5 Data Collection Procedures

a.Primary data: The primary data were collected from the field directly

during survey period. The researcher conducted mainly questionnaire and
other; interview, discussion, and made direct observation to obtain required

information.

b.Secondary data: The secondary data were collected from the secondary

sources. These secondary sources consist of two sources.

i. Internal sources:

- Annual report of NIC Bank from the fiscal year 2005/06 to 2007/08.

- Prospectus of NIC Bank
- Website of NIC Bank
- Booklets etc.

Ii. External sources:

- Books and publications
- Journal and articles.
- Local newspaper.

- Previousreports etc.

3.6 Data Processing and Analysis
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Data collected from questionnaire are in row form. They are classified and
tabulated in the required format. Simple arithmetic percentage tools and
ranking are used for analyzing in primary data. Data collected from secondary
sources are analyzed and presented in bar diagram, trend analysis, regression
line, correlation coefficient, mean and percentage.

3.7 Tools used
Different tools were used to enlighten the problems and prospects of stock

growth in Nepal.

a) Financial tools:

i. Percentage changein Loans and Advances
ii.  Non-Performing Loan to Total Loan
lii. Loan LossProvisonto Total Loan
iv. Composition of Personal Loan
v. Persona Loan to Total Loan
vi. Interest on Personal Loan
vii. Personal Loanto Total Deposit
viii.  Borrowingsto Personal Loan
iIX. Personal Loan to Total Assets

b) Statistical tools.
i. Percentage

ii. Piechart

iii.  Graph

iv. Ranking

v. Trend Analysis

vi. Regression Analysis
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CHAPTER -1V
DATA PRESENTATION AND ANALYSIS

4.1 Secondary Data Analysis

This section provides interpretation and analysis of secondary data. Thus this
section is exclusively devoted for the analysis of loan management, especially
personal loan management of NIC Bank, trend analysis of personal loan, and
regression equation of persona loan with other variables. For doing such
presentation statistical tools such as regression analysis, bar diagram, t-

statistics, coefficient of variation, mean and standard deviation are used.

4.1.1 Loansand Advances of NIC Bank

Loans and advances is the major income generating component of bank. The
bank provides loan to the public with the objective of earning high interest.
Major portion of the banks expenditure and the net profit are covered from the
interest income. Higher the bank provides |oan in recoverable sector, higher the
chances of interest. The Loans and advances provided by NIC Bank for the
three year period, starting from the fiscal year 2005/06 is presented in the Table
4.1.

Table4.1

L oans and Advances of NIC Bank
Fiscal Year L oans and Advances Per centage Change
2005/06 6655.96 41.26
2006/07 8941.40 34.34
2007/08 11264.68 25.98
Mean 8954.01
S.D. 1881.52
CV.% 21.01

Source: Annual Reports, NIC Bank
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The above table shows that the loans and advances of NIC Banks followed
increasing trend during the three years period taken for research. The loans and
advances of NIC was Rs. 6655.96 in the fiscal year 2005/06, Rs. 8941.40
millions in the fiscal year 2006/07 and Rs. 11264.68 millions in the fiscal year
2007/08. NIC remained able to disburse almost two-fold of the amount as loan
and advances in the fiscal year 2007/08 compared to the amount disbursed in
the fiscal year 2005/06. This indicates the growing demand of loan in NIC
Bank in each fiscal year. In average, Rs. 8954.01 millions is disbursed during
the three fiscal year taken for research. Similarly, the coefficient of variation
(C.V.) is 21.01%, which means that the loans and advances disbursement
fluctuated by 21.01% during the three year period.

Figure4.1
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4.1.2 Non Performing Loan to Total Loan

Non performing loan is the irregularity of loanee in the installment amount
payment. The non performing loan endangers the loan amount. Lower the non
performing loan, the higher is the bank chances of collecting the amount of
loan disbursed along with the interest. The non performing loan and its ratio to
total loan of NIC Bank are depicted in the Table 4.2.
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Table4.2

Non Performing Loan to Total L oan

Fiscal Year | Non Performing L oan Total Loan Ratio %
2005/06 179.55 6655.96 2.70
2006/07 101.14 8941.40 1.13
2007/08 98.17 11264.68 0.87
Mean 1.57
S.D. 0.81
CV.% 51.60

Source: Annual Reports, NIC Bank

The above table showed that the ratio of non-performing loan to total net loan
has followed decreasing trend during the entire period. The ratio started from
2.70% in the fiscal year 2005/06, decreased to 1.13% in the fiscal year 2006/07
and ended with 0.87% in the fiscal year 2007/08. In average the non-
performing loan to total net loan of NIC Bank was 1.57% during the three
periods. However, the coefficient of variation of 51.60% indicated that there is
no uniformity in the ratio of non-performing loan to total net loan disbursed.
The decreasing trend of such ratio indicated lower risk on loan and improved
lending policy.

Figure4.2
Non Performing Loan to Total L oan
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4.1.3 Loan LossProvisionto Total Loan
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Each bank has to keep loan loss provision for the loan disbursed. Nepal Rastra
Bank has set 1% loan loss provision for pass loan, 25% loan loss provision for
sub standard loan, 50% loan loss provision for doubtful loan and 100% loan
loss provision for Bad loan. The overall loan loss provision of NIC Bank kept
for the loan disbursed is presented in the Table 4.3.

Table4.3
Loan Loss Provision to Total Loan

Fiscal Year | Loan LossProvision Total Loan Ratio %
2005/06 246.16 6655.96 3.70
2006/07 187.25 8941.40 2.09
2007/08 200.66 11264.68 1.78
Mean 2.52
S.D. 0.84
CV.% 33.35

Source: Annual Reports, NIC Bank

The above table showed the loan loss provision of NIC Bank during the period.
The table showed that in aggregate, NIC Bank kept 3.70% provision for loan
loss in the fiscal year 2005/06, 2.09% in the fiscal year 2006/07 and 1.78% in
the fiscal year 2007/08. The decreasing provision on loan indicated decreasing
risk on loan collection. The annual reported in Appendix also showed that NIC
has truly followed the NRB directives on loan loss provision, viz, 1% for pass
loan, 25% for Sub Standard, 50% for Doubtful and 100% for Bad loan. In
average, NIC Bank kept 2.52% provision for loan loss and the coefficient of
variation on such loan is 33.35%, which indicated higher inconsistency in

average in the loan loss provision of NIC Bank.

Figure4.3
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4.1.4 Composition of Personal Loan

Personal loan is provided to the individuals after fulfilling the bank’s paper
requirement to meet their personal interest. Likewise, NIC Bank also provides
personal loan in the heading of Ghar Subidha to build new house or restructure
the existing one and NIC Sgjilo Karza for the other requirements of individuals.
The total persona loan and the amount disbursed in the heading of Ghar
Subidha and Sgjilo Karza within the three year periods starting from 2005/06
are presented in the Table 4.4.

Table4.4
Composition of Personal Loan

Fiscal Total Personal Loan Ghar Subidha NIC Sajilo Karza
Y ear Amount % Amount %
2005/06 1125.68 1125.68 100 | e | e
2006/07 2479.85 1561.72 62.98 918.13 | 37.02
2007/08 3297.89 2073.44 | 62.87 | 122445 | 37.13
M ean 2301.14 1586.95 75.28 | 1071.29 | 37.08
S.D. 895.76 387.33 17.48 153.16 0.05
CV.% 38.93 24.41 23.22 14.30 0.13

Source: Account Department, NIC Bank
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The above table showed the composition of personal loan in NIC Bank. The
table showed that the persona loan of NIC Bank is dominated by Ghar
Subidha, which covered 100% in the fiscal year 2005/06, 62.98% in the fiscal
year 2006/07 and 62.87% in the fiscal year 2007/08. Similarly, NIC Sgjilo
Karza covered 37.02% in the introduction year 2006/07 and 37.13% in the
fiscal year 2007/08 of personal loan. The table showed that the percentage of
Ghar Subidha to Personal Loan followed decreasing trend while the percentage
of NIC Sgjilo Karza followed increasing trend, indicating good prospect of NIC
Sgjilo Karza in the upcoming years. However in average, Ghar subidha
occupied 75.28% of the personal loan and Sgjilo Karza occupied 37.08% of the
personal loan. The C.V. of Sgjilo Karza (0.13%) to personal loan and Ghar
Subidha (23.22%) to personal loan indicated that there is greater uniformity in
Sgjilo Karza to personal loan compared to that of Ghar Subidha to personal

loan.

Figure4.4
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415 Personal Loan to Total Loan

The Personal Loan to Total Loan of the bank measures the portion of loan
provided as personal loan. This ratio depicts the bank efficiency in mobilizing
the loan amount in the personal sector. The personal loan to total loan of NIC
Bank from the fiscal year 2005/06 to 2007/08 is presented in the Table 4.5.

Table4.5

Personal Loan to Total Loan

Fiscal Total Total Personal Loan
Y ear Loan Ghar Subidha | Sajilo Karza Total
Amount | % |Amount| % |Amount| %

2005/06 6655.96 | 112568 [ 1691 | ...... | ...... 1125.68 | 16.91
2006/07 8941.4 | 1561.72 | 17.47 | 918.13 | 10.27 | 2479.85 | 27.73
2007/08 | 11264.68 | 2073.44 | 18.41 | 1224.45 | 10.87 | 3297.89 | 29.28
M ean 1586.95 | 17.60 | 1071.29 | 10.57 | 2301.14 | 24.64
S.D. 387.33 | 062 | 153.16 | 0.30 | 895.76 | 5.50
CV.% 2441 | 352 | 1430 | 284 | 38.93 |22.33

Source: Account Department, NIC Bank

The above table showed that the portion of personal loan on total loan
disbursement followed increasing trend during the period. The total personal
loan increased from Rs. 1125.68 millions in the fiscal year 2005/06 to Rs.
3297.89 millionsin the fiscal year 2007/08. Similarly, the personal loan to total
loan increased from 16.91% in the fiscal year 2005/06 to 29.28% in the fiscal
year 20074/08. Likewise, viewing each category, the personal loan on Ghar
Subidha covered 16.91% of the total loan disbursed in the fiscal year 2005/06
and 18.41% in the fiscal year 2007/08. Also, the NIC Sgjilo Karza covered
10.27% and 10.87% of the total loan in the fiscal year 2006/07 and 2007/08
respectively.

Figure4.5
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4.1.6 Interest on Personal Loan

The main motto of the bank in providing loan is to earn interest. Similarly, the
primary objective of NIC bank in providing the personal loan is to generate
interest. The total interest earned by NIC Bank from the Personal Loan and its
component for the period covering 2005/06 to 2007/08 is presented in the
Table 4.6.

Table 4.6
I nterest on Personal L oan
Fiscal Total Total Personal Interest
Y ear Interest | Ghar Subidha Sqgjilo Karza Total
Amount % Amount % Amount | %
2005/06 | 485.25 | 99.28 | 2046 | ........ | ....... 99.28 | 20.46

2006/07 | 611.24 | 140.71 | 23.02 | 9337 | 1528 | 234.08 | 38.30
2007/08 | 84255 | 199.67 | 23.70 | 126.36 | 15.00 | 326.03 | 38.70

Mean 146.55 | 22.39 | 109.87 | 1514 | 219.80 | 32.49
SD. 41.19 1.39 16.50 0.14 9312 | 851
CV.% 28.11 6.23 15.01 0.92 42.37 | 26.18

Source: Account Department, NIC Bank
The above table showed that the NIC Bank earned higher interest in each year

form personal loan compared to that of previous year. The bank earned Rs.
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99.28 millions, representing 20.46% of total bank’s interest earning in the fiscal
year 2005/06, Rs. 234.08 millions, representing 38.30% of total interest earning
in the fiscal year 2006/07 and Rs. 326.03 millions, representing 38.70% of total
interest earning in the fiscal year 2007/08 from the personal loan. Similarly,
viewing each category, the interest earning from Ghar Subidha ranged from Rs.
99.28 millions in the fiscal year 2005/06 to Rs. 199.67 millions in the fiscal
year 2007/08 and represented 20.46% of total interest earning in the fiscal year
2005/06 to 23.70% in the fiscal year 2007/08. Similarly, the interest earning on
NIC Sgjilo Karza ranged from Rs. 93.37 millions in the fiscal year 2005/06,
representing 15.28% of total interest earning, to Rs. 126.36 millions in the
fiscal year 2007/08, representing 15.00% of the total interest earning.

Similarly, in average the bank earned Rs. 219.80 millions from personal loan as
an interest, which represented 32.49% of the total interest earning and the
coefficient of variation on such interest earning ratio is 26.18%, indicating
higher inconsistency. Likewise, the bank collected Rs. 146.55 millions and Rs.
109.87 millions as interest from Ghar Subidha and NIC Sgilo Karza
respectively.

Figure4.6
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4.1.7 Personal Loan to Total Deposit
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The personal loan to total deposit measures how efficiently the bank has
mobilized the deposit collection in providing personal loan. The personal loan
to total deposit of NIC Bank from the fiscal year 2005/06 is presented in the
Table4.7.

Table4.7
Personal Loan to Total Deposit
Fiscal Year Personal Loan Deposit Ratio %
2005/06 1125.68 8765.95 12.84
2006/07 2479.85 10068.23 24.63
2007/08 3297.89 13084.69 25.20
Mean 20.89
S.D. 5.70
CV.% 271.27

Source: Annual Reports, NIC Bank

The above table showed that the personal loan to total deposit of NIC Bank
followed increasing trend during the period taken for study. The persona loan
to total deposit ranged from 12.84% in the fiscal year 2005/06 to 25.20% in the
fiscal year 2007/08. Thisindicates that NIC Bank is using more of its deposit in
disbursing to personal loan in each fiscal year. In average, NIC Bank mobilized
20.89% of its deposits in providing persona loan. However, the C.V. of
personal loan to total deposit indicated that the ratio varied by 27.27% and

there isinconsistency in the flow of personal loan to total deposit.

Figure4.7

Personal Loan to Total Deposit
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4.1.8 Borrowing to Personal Loan

The borrowing to personal loan explicates the relationship between them. This
ratio measures the bank policy of financing the personal loan through
borrowings, internal financing. The ratio of borrowing to personal loan in the
three period of NIC Bank is presented in the Table 4.8.

Table4.8
Borrowing to Personal Loan
Fiscal Year Borrowings Personal Loan Ratio %
2005/06 457.71 1125.68 40.66
2006/07 352.13 2479.85 14.20
2007/08 335.00 3297.89 10.16
Mean 21.67
S.D. 13.53
CV.% 62.41

Source: Annual Reports, NIC Bank

The above table showed that the borrowings to total personal loan of NIC
Bank. The table showed that borrowings of NIC bank covered 40.66% of total
personal loan in the fiscal year 2005/06. Similarly, 14.20 % of the personal
loan and 10.16% of the personal loan of NIC Bank in the fiscal year 2006/07
and 2007/08 are financed through external borrowings respectively. In average,
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NIC Bank financed 21.67% of its personal loan through borrowings. However,
the C.V. of 62.41% indicated that there is no uniformity in borrowings to total
personal loan. The C.V. shows that NIC Bank has no benchmark of financing

personal loan through borrowings.

Figure4.8
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4.1.9 Personal Loan to Total Assets

This ratio measures how much of the total assets are covered by the personal
loan. The personal loan to total loan depicts the bank policy of providing
personal out of the total assets. The ratio of personal loan to total assets of NIC
Bank is presented in the Table 4.9.

Table4.9
Personal Loan to Total Assets
Fiscal Y ear Personal L oan Total Assets Ratio %
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2005/06 1125.68 10383.60 10.84
2006/07 2479.85 11679.34 21.23
2007/08 3297.89 15238.74 21.64
Mean 17.90
SD. 5.00
CV.% 27.91

Source: Annual Reports, NIC Bank

The above table showed that the personal |oan to total assets of NIC Bank isin
increasing trend within the three year period. The ratio started with 10.84% in
the fiscal year 2005/06, reached to 21.23% in the fiscal year 2006/07 and ended
with 21.64% in the fiscal year 2007/08. The increasing trend of ratio indicated
that more portion of assets have been mobilized in personal loan disbursement
compared to the previous year. In average, 17.90% of the total assets have been
mobilized in providing personal loan. However, the C.V. of 27.91% implied

that there is inconsistency in the personal |oan to total assets.

Figure4.9
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4.1.10 Simple Correlation and Regression Analysis
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To find the relationship of persona loan and person interest with other
variables, the Karl Pearson’s correlation coefficient and simple regression lines

have been analyzed.

4.1.10.1 Personal Loan (PL) and Total Deposit (TD)

4.1.10.1.1 Correlation between Personal L oan and Deposit
The correlation coefficient between Persona Loan (PL) and Deposit (TD) and
the probable error is presented in the following Table 4.10.

Table4.10
Correlation between Personal Loan and Deposit
Bank r Relationship re PE. | 6PE. Remarks

NIC 0.9335 | +ve(Direct) | 0.8714 | 0.0501 | 0.3005 Significant
(Source: Appendix 111)

The Table 4.10 depicts the relationship between Personal Loan and Total
Deposit of NIC Bank. Coefficient of correlation between Personal Loan and
Total Deposit is 0.9335, which is highly positive, indicating Personal Loan
increases with the increase in Total Deposit. The coefficient of determination,
0.8714 indicates that 87.14% variation in Personal Loan is explained by Total
Deposit. Also, the probable error is 0.0501, and 6 P.E. is 0.3005. The higher ‘r’
value (0.9335) than 6 P.E. (0.3005) implies that the relationship between total
deposit and personal loan is statistically significant and personal loan increases

with the increase in total deposit.

4.1.10.1.2 Regression Analysis. Personal Loan (PL) on Total Deposit (TD)
Let Personal Loan be denoted by Y and Total Deposit be denoted by X, then
the regression line of Persona Loan (Y) on Total Deposit (X) is given by:
(Appendix I11)

Y = a+bX
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PL = -2617.27 + 0.4623 X TD

Table4.11
Regression Analysisof Personal Loan and Total Deposit
Banks No. of Constant Regression T-value
observation (n) (@ coefficient (b)
NIC 3 -2617.27 0.4623 2.60

(Source: Appendix 111)

With respect to the above regression result of Personal Loan (PL) on Total
Deposit (TD), beta coefficient (0.4623) is positive. The beta coefficient of
indicates that 1 rupee increase in Total Deposit leads to Re. 0.4623 increase in
Personal Loan. Hence the relationship between Personal Loan and Tota
Deposit is direct. However, the calculated t-value (2.60) shows that the
relationship between Personal Loan and Total Deposit is insignificant as the
calculated value of ‘t’ is lower than the tabulated ‘t” (4.3027) at 5 percent level

of significance and 2 degree of freedom.

4.1.10.2 Personal Loan (PL) and Borrowings (BO)

4.1.10.2.1 Correlation between Personal Loan (PL) and Borrowings (BO)
The correlation between PL and BO and the probable error determined in
Appendix 11 is summarized in the below Table 4.12.

Table4.12
Corréation between PL and BO
Bank r Relationship |  r? P.E. 6 P.E. Remarks

NIC -0.9682 | -ve(Indirect) | 0.9374 | 0.0244 0.1462 | Insignificant
(Source: Appendix 1)

The Table 4.15 depicts the relationship between personal loan (PL) and total
borrowings (BO). According to this table, the correlation coefficient between
personal loan and borrowings is -0.9682, which is highly negative and indicates
that personal loan decreases with the increase in borrowings. Likewise, the

coefficient of determination ‘r® indicates that 93.74% variation in personal
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loan is explained by borrowings. Also, the value of ‘r’ (-0.9682) is lower than
the 6 P.E. (0.1462), which indicates that the relationship between personal oan
and borrowings is statistically insignificant and implies that personal loan does

not always decrease with the increase in borrowings.

4.1.10.2.2 Regression Analysis: Personal Loan (PL) and Borrowings (BO)
Let the persona loan (PL) be denoted by Y and borrowings (BO) be denoted

by X, then the regression line of personal loan on borrowingsis given by;

Y = atbX
PL = 8400.69 — 15.98 x BO
Table4.13
Regression Analysisof PL on BO
Bank no. of constant (a) Regression T-value
observation (n) coefficient (b)
NIC 3 8400.69 -15.98 -3.87

(Source: Appendix 1)

With respect to the above regression result of Personal Loan (PL) on
borrowings (BO), the beta coefficient is -15.98, which means that a one rupee
increase in borrowings leads to an average of about Rs. 15.98 decrease in the
personal loan holding other variables constant. Similarly, the t-statistics
indicates that the result is statistically insignificant at 5% level of significance

because the computed value of ‘t” (-3.87) is lower than the tabulated value of
‘t” (4.3027).

4.1.10.3 Personal Loan and Net Profit
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4,1.10.3.1 Correlation between Personal Loan and Net Profit
Let ‘r’ be the correlation coefficient between Personal Loan and Net Profit and
P.E. be the probable error.

Table4.14
Correlation between Personal L oan and Net Profit
Bank r Relationship | r? PE. | 6P.E. Remarks
NIC 0.9805 | +ve(Direct) | 0.9614 | 0.0150 | 0.0903 Significant

(Source: Appendix I11)

As shown in Table 4.17, the correlation coefficient between Personal Loan and
Net profit of NIC Bank is 0.9805, which indicates highly positive relationship
between the two variables. Coefficient of determination (r?) is 0.9614, which
shows Personal Loan of NIC explains 96.14% of variations in the Net Profit.
Since, ‘r’ value (0.9805) is greater than 6 P.E. (0.0903), the relationship
between personal loan and net profit is significant and net profit increases with

the increase in personal loan.

4.1.10.3.2 Regression Analysis: Net Profit (NP) on Personal Loan (PL)
Let Net Profit (NP) be denoted by Y and Personal Loan (PL) be denoted by X,
then the regression line of Y on X is given by:

Y = a+tbX
NP = 27.10 + 0.6321 x PL
Table4.15
Regression Analysisof NP on PL
Bank no. of constant (a) Regression T-value
observation (n) coefficient (b)
NIC 3 27.10 0.6321 4.99

(Source: Appendix 1)
The Table 4.15 depicts the linear relationship between net profit (NP) and
Personal Loan (PL). The beta coefficient on regression line is 0.6321, which
indicates that one rupee increase in personal loan (PL) leads to an average Rs.
0.6321 increase in net profit (NP), al other things being same. Likewise, the
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calculated ‘t” value (4.99) is higher than the tabulated ‘t’ value (4.3027) at 5%
level of significance and 2 d.f., which means that there is significant

relationship between net profit and personal loan.

4.1.11 Trend Analysis

The trend analysis aids to predict the future value on the basis of the past years.
To know position of personal loan of NIC Bank in future the trend analysis has
been used.

4.1.11.1 Trend Analysisof Ghar Subidha
Let Year (X) 1, 2 and 3 denotes fiscal year 2005/06, 2006/07 and 2007/08
respectively. Then regression line of Ghar Subidha (Y) on year is given by;

Y
GS

a+bX
639.19 + 473.88 X

The trend value of Ghar Subidha Loan (GS) calculated from this regression
equation is presented in the following table.

Table4.16
Trend Analysisof Ghar Subidha
Fiscal Year Ghar Subidha
Actual GS Trend GS
2005/06 1125.68 1113.07
2006/07 1561.72 1586.95
2007/08 2073.44 2060.83
2008/09 2534.71
2009/10 3008.59

Source: Appendix 1V

The table shows that the trend Ghar Subidha of NIC Bank follows increasing
trend. The table depicts that the Ghar Subidha Loan in the fiscal year 2008/09
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and 2009/10 will be Rs. 2534.71 millions and Rs. 3008.59 millions
respectively. Likewise, the regression equation shows the positive relation of
Ghar Subidha with the year and in each fiscal year the loan amount will
increase by Rs. 473.88 millions. This might be because of the increasing

interest of general people on holding possession on land and building.

Figure4.10
Trend Analysisof Ghar Subidha

1500 —= ActLal G5

Rs. in Million

—4+—Trend GS

20085/06 2006/07 2007%/08 2008/09 2009/10

Fiscal Year

4.1.11.2 Trend Analysisof NIC Sgjilo Karza

Let Sgjilo Karza (SK) be the dependent variable on time period, independent
variable and Sgjilo Karza and time period be denoted by Y and X respectively.
Then, the regression line of Sgjilo Karza (Y) on time period (X) is given by;

SK = 611.81 + 306.32 X

The calculated trend value of Sgjilo Karza (SK) with the aid of regression line
Is presented in the Table 4.17.

Table4.17
Trend Analysisof Sajilo Karza (SK)
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Fiscal Year Sqgjilo Karza
Actual Value Trend Value
2006/07 918.13 918.13
2007/08 1224.45 1224.45
2008/09 1530.77
2009/10 1837.09

Source: Appendix IV

The table shows that on the basis of past trend, NIC Bank will disburse Rs.
1530.77 millions and Rs. 18737.09 millions as Sgjilo Karza in the fiscal year
2008/09 and 2009/10 respectively. The regression line of Sgjilo Karza on time
period also indicates that the Sgjilo Karza will increase by Rs. 306.32 millions
annually if the other variable (611.81) remains constant.
Figure4.11
Trend Analysisof Sajilo Karza (SK)
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4.1.11.3 Trend Analysisof Total Personal Loan

Theregression line of Personal Loan (PL) on year isgiven by: (Appendix-1V)
PL = 128.93 + 1086.11 X

The trend value of Total Personal Loan calculated on the basis of the above

regression equation is presented in the Table 4.18.
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Table4.18

Trend Analysisof Total Personal Loan (PL)

Fiscal Year Personal Loan
Actual PL Trend PL
2005/06 1125.68 1215.04
2006/07 2479.85 2301.14
2007/08 3297.89 3387.25
2008/09 4473.35
2009/10 5559.46

Source: Appendix IV

The regression line shows that in each fiscal year, the Personal Loan increases
by Rs. 1086.11 millions. Also, the table shows that the predicted Personal Loan
of NIC Bank in the fiscal year 2008/09 and 2009/10 will be Rs. 4473.35
millions and Rs. 5559.46 millions respectively.

Figure4.12
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4.1.11.4 Trend Analysisof Ghar Subidha Interest (GSl)
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Let Year (X) 1, 2 and 3 denotes fiscal year 2005/06, 2006/07 and 2007/08
respectively. Then regression line of Ghar Subidha Interest (Y) on year is given
by;
Y
GSl

a+bX
46.16 + 50.20 X

The trend value of Ghar Subidha Interest (GSI) calculated from this regression
eguation is presented in the Table 4.19.

Table4.19
Trend Analysisof Ghar Subidha Interest (GSI)
Fiscal Year Ghar Subidha Interest
Actual Value Trend Value
2005/06 99.28 96.36
2006/07 140.71 146.55
2007/08 199.67 196.75
2008/09 246.94
2009/10 297.14

Source: Appendix IV

The table shows that the trend Ghar Subidha Interest of NIC Bank follows
increasing trend. The table depicts that the Ghar Subidha Interest amounts in
the fiscal year 2008/09 and 2009/10 will be Rs. 246.94 millions and Rs. 297.14
millions respectively. Likewise, the regression equation shows the positive
relation of Ghar Subidha Interest with the year and in each fiscal year the

interest amount will increase by Rs. 50.20 millions.

Figure4.13
Trend Analysisof Ghar Subidha Interest (GSI)
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4.1.11.5 Trend Analysis of NIC Sajilo Karza I nterest

Let the dependent variable, NIC Sgjilo Karza Interest be denoted by Y and the
independent variable, Year be denoted by X. Then, the regression equation of
NIC Sgjilo Karza Interest (SKI) on Year is given by;

SKI = 60.38 + 32.99 X
Table4.20
Trend Analysisof NIC Sajilo Karza Interest (SK1)
Fiscal Year Sajilo Karza Interest
Actual Value Trend Value
2006/07 93.37 93.37
2007/08 126.36 126.36
2008/09 159.35
2009/10 192.34

Source: Appendix IV

The table shows that the estimated value of interest on NIC Sgjilo Karzawill be
Rs. 159.35 millions and Rs. 192.34 millions in the fiscal year 2008/09 and
2009/10 respectively. Similarly, the regression line of NIC Sgjilo Karza Interest
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on time period indicates that in each year, the interest increases by Rs. 32.99
millions, if the other variable (60.38) remains constant.
Figure4.14

Trend Analysisof NIC Sajilo Karza Interest (SK1)
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4.1.11.6 Trend Analysisof Total Personal Loan Interest
Let the interest on personal loan (PLI) be the dependent variable on time
period. Then, the regression line of Personal Loan Interest (Y) on time period

(X) isgiven by;

PLI = -6.95 + 113.38 X

The calculated trend value of total interest on Personal Loan using regression

lineis presented in the Table 4.21.

Table4.21
Trend Analysisof Total Personal Loan Interest (PLI)
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Fiscal Year Total Personal Loan Interest
Actual PLI Trend PLI
2005/06 99.28 106.42
2006/07 234.08 219.80
2007/08 326.03 333.17
2008/09 446.55
2009/10 559.92

Source: Appendix IV

The table shows that the estimated value of total interest on personal loan will
be Rs. 446.55 millions and Rs. 559.92 millions in the fiscal year 2008/09 and
2009/10 respectively. Similarly, the regression line of total personal loan

interest on time period indicates that the interest on personal loan has positive

relationship with the time period and thus in each year, the persona loan

interest increases by Rs. 113.38 millions, if the other variable (-6.95) remains

constant.

Figure4.15

Trend Analysisof Total Personal Loan Interest (PLI)
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4.2 Primary Data Analysis
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A total of 35 respondents were targeted to survey randomly from Customers,
Shareholders and Employee of NIC Bank. Among these, 10 respondents were
chosen from Shareholders, 10 from Employee, and 15 from Customers.
However, 2 respondents from Shareholders and 3 respondents from Employee
didn’t show interest to respond, as a result only 30 respondents have to be
taken for the questionnaire purpose. The number of respondents taken
represented 85.71% of the total population targeted. Likewise, the respondents
are classified in terms of their age and sex as given in Table below.
Table 4.22

Classification of Respondents

SN. | Basisof Classification | Male | Female| Number | Percentage
Occupation
Shareholders 5 3 8 27
1 | Employee 4 3 7 23
Customers 9 6 15 50
Total 18 12 30 100
Age
Below 25 6 3 9 30
2 |25t040 9 7 16 53
40 above 3 2 5 17
Total 18 12 30 100

Source: Field Survey, 2009
As given in table, 60% of the respondents were male where as 40% were

female. Similarly, 30% of the respondents were from the age group below 25
years, 53% were between 25 to 40 years and 17% were 40 above. Likewise,
27% of the respondents were Shareholders, 23% of the respondents were

Employee, 50% of the respondents were Customers.

4.2.1 Efficiency in Loan M anagement
To examine the efficiency of NIC Bank in managing loan, the respondents
were asked to express their view on this matter. The responses obtained from

them are presented in the following Table.

Table4.23
Efficiency in Loan M anagement
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Responses Number of Respondents Total

Shareholder | Employee | Customer | Responses| %
Yes 6 6 9 21 70
No 2 1 4 7 23
Don’t Know 0 0 2 2 7
Total 8 7 15 30 100

Source: Opinion Survey, 2009

The above table showed that the mgjority of the respondents (70%), 21 out of
30, affirmed that NIC Bank is efficient in loan management, while 23% of the
respondents, 7 out of 30, said that the bank is inefficient and 7% of the
respondents, 2 out of 30, remained neutral. Looking each category, the majority
of shareholder, 6 out of 8, employee, 6 out of 7 and customer, 9 out of 15,
strongly affirmed that NIC Bank is efficient in loan management. Hence,
considering the majority, it can be concluded that NIC Bank efficiently
manages the loan.

Figure4.16

Efficiency in Loan M anagement

B hNo
B Don't Know

4.2.2 Appropriateness of Interest Rate on Ghar Subidha
NIC Bank charges 7.99% to 11.49% interest rate on Ghar Subidha, personal

loan, depending upon the nature and amount of loan taken. To investigate
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whether such interest rate pattern is appropriate, the respondents were asked to

express their view.

Table4.24
Appropriateness of I nterest Rate on Ghar Subidha

Responses Number of Respondents Total

Shareholder | Employee | Customer | Responses| %
Yes 4 5 4 13 43
No 2 0 9 11 37
Don’t Know 2 2 2 6 20
Total 8 7 15 30 100

Source: Opinion Survey, 2009

The above table showed that the majority of the respondents (43%), 13 out of
11, said that the existing interest rate on Ghar Subidha, persona loan, is

appropriate for loan disbursement. Similarly, 37% of the respondent, 11 out of

30, said that such interest rate is not appropriate and 20% of the respondents, 6

out of 30, remained neutral. However, the mgjority of shareholders, 4 out of 8

and employee, 5 out of 7 only supported that the existing interest rate on Ghar

Subidha is appropriate. In contrast, the majority of Customer, 9 out of 15, said

that the interest rate on Ghar Subidha is not appropriate. Eventually, gazing the
overal majority (43%), it can be concluded that the interest rate on Ghar

Subidha is appropriate. However, the bank should consider the opinion of

Customer as well and should charge appropriate interest rate.

Figure4.17

Appropriateness of I nterest Rate on Ghar Subidha
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4.2.3 Suggested Interest rate on Ghar Subidha

To know the opinion of the respondents on the interest rate in Ghar Subidha,
personal loan, the respondents were asked to choose the interest rate that will
suit the demand of customers. The responses achieved are presented in the

following table.

Table 4.25
Suggested Interest rate on Ghar Subidha
Responses Number of Respondents Total

Shareholder | Employee | Customer | Responses | %
Below 7.99% 3 1 11 15 50
7.99% - 11.49% 4 5 13 43
Above 11.49% 1 1 0 2 7
Total 8 7 15 30 100

Source: Opinion Survey, 2009

The above table showed that the half of the respondents, 15 out of 30,
suggested that the interest rate below 7.99% will best suit the need of customer
and thus increase the loan disbursement. Similarly, 43% of the respondents
suggested that the existing interest rate is appropriate, while 7% of the
respondents suggested that the interest rate above 11.49% is suitable. Looking
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each category, the majority of the customer, 11 out of 15, affirmed that the
interest below 7.99% is the best interest rate pattern for Ghar Subidha, while
the majority of the shareholders, 4 out of 8 and employee, 5 out of 7 suggested
to continue the existing interest rate of 7.99% to 11.49%. Hence, it can be
concluded that each category of the respondents gave suggestion that serves
their benefits, while looking the majority of the responses (50%), it will be
worthwhile if NIC bank dightly lowers its interest rate on Ghar Subidha and

meet the demand of the customer.
Figure4.18
Suggested Interest rate on Ghar Subidha

DBelow 7.99%
W7.99%- 11.49%
EAbove 11.49%

4.2.4 Appropriateness of Interest Rateon NIC Sgjilo Karza

NIC Bank charges an interest rate ranging from 0.85% to 1.00% per month on
NIC Sgjilo Karza depending upon the amount and period of loan. To
investigate whether such interest rate pattern is appropriate, the respondents
were asked to express their opinion. The opinions collected from the

respondents are presented in the following table.

Table4.26
Appropriateness of Interest Rate on NIC Sajilo Karza

Responses Number of Respondents Total
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Shareholder | Employee | Customer | Responses| %
Yes 6 5 8 19 63
No 2 1 6 9 30
Don’t Know 0 1 1 2 7
Total 8 7 15 30 100

Source: Opinion Survey, 2009

The above table showed that the mgjority of the respondents (63%), 19 out of
30, said that the existing interest rate on NIC Sgjilo Karza is appropriate. Only
30% of the respondents, 9 out of 30 and 7% of the respondents, 2 out of 30 said
that the existing interest rate is not appropriate and don’t know respectively.
Also in each category, the majority of the respondents, 6 out of 8 shareholders,
5 out of 7 employees and 8 out of 15 customers, strongly affirmed that the

existing interest rate suits the need of customers. Hence, it can be concluded
that the interest rate of 0.85% to 1.00% per month in NIC Sgjilo Karza,
personal loan is appropriate in the present context.
Figure4.19
Appropriateness of Interest Rate on NIC Sajilo Karza

4.2.5 Suggested Interest Rateon NIC Sgjilo Karza
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The respondents were asked to suggest the interest rate on NIC Sgjilo Karza,
personal loan that will best serve the need of loanee. The suggested responses
obtained from the respondents are presented in the following table.
Table4.27
Suggested Interest Rateon NIC Sajilo Karza

Responses Number of Respondents Total
Shareholder | Employee| Customer | Responses| %
Below 0.85% 1 2 5 8 27
0.85% - 1.00% 6 5 8 19 63
Above 1.00% 1 0 2 3 10
Total 8 7 15 30 100

Source: Opinion Survey, 2009

The above table showed that 63% of the respondents, 19 out of 30, suggested
the bank to continue the existing interest rate structure of 0.85% to 1.00% per
month on the NIC Sgjilo Karza, while 27% of the respondents, 8 out of 30,
suggested to lower the interest rate below 0.85% per month. Also, 10% of the
respondents, 3 out of 30, suggested the bank to increase the interest rate above
1.00% per annum. However, considering the majority (63%), it can be
suggested that the bank continues the existing interest rate of 0.85% to 1.00%
per month in NIC Sgjilo Karza, personal |oan.

Figure 4.20
Suggested Interest Rateon NIC Sajilo Karza
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4.2.6 Harassment on Paper Document
Before providing loan, the loanee should fulfill al the documents that the bank
requires for loan disbursement. To examine whether the loanee is harassed by
the paper document, the respondents were asked on this issue. The answers
obtained from the respondents are presented in the below table.

Table 4.28

Har assment on Paper Document

Responses Number of Respondents Total
Shareholder | Employee | Customer | Responses| %
Yes 1 0 8 9 30
No 5 6 4 15 50
Don’t Know 2 1 3 6 20
Total 8 7 15 30 100

Source: Opinion Survey, 2009

The above table showed that the mgjority of the respondent (50%), 15 out of
30, said that the loanee of NIC Bank does not feel harass by the paper
document required by NIC Bank for loan disbursement. Similarly, 30% of the
respondents, 9 out of 30, affirmed that the loanee feels harassed by the paper
document and 20% of the respondents, 6 out of 30, said don’t know on this
topic. Looking each category, the majority of the shareholders, 5 out of 8, and
the majority of employee, 6 out of 7, strongly opposed on the paper
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harassment, while the majority of the customers, 8 out of 15, said that they feel
harass on the document required. It will be worthwhile if the bank traces out

the causes of harassment on the paper document required, and reduces such

harassment on the smooth circulation of personal loan.
Figure4.21

Har assment on Paper Document

B Don't Know

4.2.7 Satisfaction on Collateral Valuation
To examine whether the loanee of the bank are truly satisfied with the
valuation of collateral done by NIC Bank while disbursing loan, the
respondents were requested to express their view. The responses achieved from
them are delineated in the following table.
Table4.29
Satisfaction on Collateral Valuation

Responses Number of Respondents Total
Shareholder | Employee | Customer | Responses| %
Yes 4 7 5 16 53
No 1 0 7 8 27
Don’t Know 3 0 3 6 20
Total 8 7 15 30 100

Source: Opinion Survey, 2009
The above table depicted that the mgjority of the respondent (53%), 16 out of
30, egged on that the loanee of the bank are satisfied with the collateral
valuation done by the NIC Bank. However, 27% of the respondents, 8 out of
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30, said that the loanee is not satisfied and 20% of the respondent, 6 out of 30,
remained neutral. Gazing each category, half of the shareholders, 4 out of 8,
and cent percent of the bank’s employee, 7 out of 7, strongly affirmed that the
loanee is satisfied with the bank’s valuation. While the majority of the
customers, 7 out of 15, said the loanees are not satisfied with the valuation.
Hence, considering the overall responses, it can be concluded that the loanees
are satisfied with the bank valuation, but the bank needs to consider the

responses of the customer as well and should detect the reasons for

dissatisfaction on loanee on bank’s valuation.
Figure 4.22
Satisfaction on Collateral Valuation

B Don't Know

4.2.8 TimePeriod for Loan Disbursement

Normally NIC Bank takes ten to twenty days, depending upon the nature of
loan, from the initial application day to disburse loan. To examine whether
such time period is appropriate or not, the respondents were asked to express
their view. The responses achieved from the respondents are presented in the

following table.

Table 4.30

Time Period for L oan Disbur sement

Responses Number of Respondents Total
Shareholder | Employee | Customer | Responses | %
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5-10 days 4 3 5 12 40
10-20 days 4 4 9 17 57
Above 20 days 0 0 1 1 3

Total 8 7 15 30 100

Source: Opinion Survey, 2009

The above table showed that 57% of the respondents, 17 out of 30, stated that
10-20 days is the appropriate time period for the loan disbursement from the
date of application received. Likewise, 40% of the respondents, 12 out of 30,
and only 3% of the respondents, 1 out of 30, opined that 5-10 days and above
20 days respectively is the appropriate time period for loan disbursement.
Viewing each category, haf of the shareholders, 4 out of 7 employees and 9
out of 15 customers opined that 10-20 days is the best time period for flowing
loan. Eventually, on the basis of the magjority, it can be concluded that NIC

Bank is practicing best time period for loan disbursement.
Figure 4.23
TimePeriod for Loan Disbur sement

O 5-10days
B 10-20days
B Above 20 days

4.29 Major Determinantsfor Loan Disbur sement
Various factors have to be considered to alure the loanee toward the bank. To

know which factor affects most for the loanee to take loan from NIC Bank, the
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respondents were asked to rank on the options provided. The ranked answers
obtained from them are provided in the following table.
Table4.31

Major Determinantsfor L oan Disbur sement

Indicators Basis Rank Total Weight | Mean | Overall
1123 |4/|5 Wt. Rank
Total 716 7]9]1] 30 81 2.70 3
Paper Shareholder | 2 | 1 | 2| 3| 0 8 22 2.75 3
Requirement | Employee 2 1|12 |1] 7 20 2.86 3
Customer 34440 15 39 2.60 3
Total 31 2|5 1(13| 7 30 109 3.63 4
Sharehol der
Time Period 1/0/0/|5]|2 8 31 3.88 4
Employee 211|211 7 19 271 2
Customer 0|13 |7]|4]| 15 59 3.93 4
Total 0/ 0|43 |23| 30 139 4.63 5
Employee | Shareholder | 0 |0 | 2 | 0| 6| 8 36 4.50 5
Behavior | Employee 0O/ 0|0|1]|6 7 34 4.86 4
Customer 0O/ 0|2]|2]11]| 15 69 4.60 5
Total 10|13 5| 2 | O 30 59 1.97 1
Shareholder
Interest Rete 3/4/1]|0]0 8 14 1.75 1
Employee 21411010 7 13 1.86 1
Customer 5|5 3|2|0]| 15 32 213 2
Total 10/9/9|2 0| 3 63 2.10 2
Collateral | Shareholder | 2 | 3 | 3| 0| 0 8 17 2.13 2
Valuation | Employee 111/3[2]0 7 20 2.86 3
Customer 715|300 15 26 1.73 1

Source: Opinion Survey, 2009

The table showed that the respondents ranked 1 for the interest rate, 2 for the
collateral valuation, 3 for a the paper requirement, 4 for the time period and 5
for the employee behavior that affects most for the loanee in taking loan from
NIC Bank. However, looking each category, the mgjority of the shareholders, 3
out of 8, ranked 1 for interest rate, 2 out of 7 employees each ranked 1 for
interest rate, paper requirement and time period, while the mgority of the
customers, 7 out of 15, ranked 1 for the collateral valuation as the major factor
to be considered by loanee in taking loan. So, on the basis of overall mgority,
it can be concluded that the interest rate is the major determinant in loan

disbursement. However, the bank should adopt competitive interest rate,
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appropriate collateral valuation, only necessary documents, suitable time period

and good employee behavior for the efficient loan management.

4.2.10 Suggestion for Effective Personal L oan M anagement
Finally, the respondents were asked to give their valuable suggestions for the
effective personal loan management. The suggestions obtained from them are

presented in the following table.

Table 4.32
Suggestion for Effective Personal L oan M anagement
Sugaestion Basis Rank Total | Weight | Mean | Overall
9 1234 Wt. | Rank

Total 14112 3 | 1 30 51 1.70 1

Careful Shareholder | 4 | 3| 1| 0| 8 13 1.63 1

Evaluation Employee 5/ 21010 7 9 1.29 1

Customer 5/ 7]2]1] 15 29 1.93 1

Total 5/9|5|11| 30 82 2.73 3

Appropriate | Shareholder | 2 | 3 | 0| 3| 8 20 2.50 2

Interest Rate | Employee ol 4|12 7 19 271 3

Customer 3|2|4|6] 15 43 2.87 4

Total 4121014 30 94 3.13 4

Awarenesson | Shareholder | 0 | 1 | 3| 4| 8 27 3.38 3

Customer Employee | 0| 0|3 |4]| 7 25 357 4

Customer 41146 15 42 2.80 3

Total 717121 4| 30 73 2.43 2

Timely Shareholder | 2 | 1 |4 | 1| 8 20 2.50 2

Collection Employee 2111311 7 17 2.43 2

Customer 3/ 5|52 15 36 2.40 2

Source: Opinion Survey, 2009

The above table indicated that the respondents ranked 1 for careful evaluation,
2 for timely collection, 3 for appropriate interest rate and 4 for awareness of
consumer for effective personal loan management. The table showed the
majority of each category, 4 out of 8 shareholders, 5 out of 7 employee and 5
out of 15 customers ranked 1 for careful evaluation of the proposal and nature
of loanee for taking loan, the intention of loanee for payment, the reputation of
guarantor, the value of collateral kept for loan purpose is essential. Similarly,

according the respondents, NIC Bank should follow strict policy to timely
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collect the installment amount, adopt competitive interest rate to fascinate
public for taking loan and conduct programs to aware customer about the

unique scheme and facility that the bank has for |oan takers.

4.3 Major Findings
The major findings derived from the analysis of primary and secondary data of

NIC Bank related to loan management especially personal loan are as follows:

Findings from Secondary Data

a The loan and advances of NIC Bank increased almost by two-fold
within the three years period. The loan and advances was Rs. 6655.96
millions in the fiscal year 2005/06 and reached to Rs. 11264.68 millions
in the fiscal year 2007/08.

b. In average, the non performing loan covered 1.57% of the total loan and
the ratio of non-performing loan to total loan followed decreasing trend
within the three years period. Similarly, NIC Kept 2.52% loan loss
provision of total loan in overall and theratio isin decreasing trend.

c. NIC disbursed Rs. 1586.95 millions persona loan in Ghar Subidha and
Rs. 1071.29 millions as NIC Sgjilo Karza in average. In average, NIC
disbursed Rs. 2301.14 millions personal loan within the three year
periods. Likewise, Ghar Subidha and Sgjilo Karza covered 75.28% and
37.08% respectively of the total personal loan disbursed.

d. Similarly, the personal loan of NIC Bank covered 24.64% of the Total
Loan. Likewise, Ghar Subidha and Sgjilo Karza represented 17.60% and
10.57% of the Total Loan in average respectively. Also, the coverage of
each personal loan and total personal loan isin increasing trend.

e. Interest on Ghar Subidha contributed 22.39% of the total interest in
average. Similarly, interest on Sgjilo Karza and total personal loan
covered 15.14% and 32.49% of the total interest earning respectively. In
average NIC earned Rs. 146.57 millions and Rs. 109.87 millions interest
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on Ghar Subidha and Sgjilo Karza respectively. In overall NIC earned
Rs. 219.80 millions interest on Personal Loan.

f. Likewise, 20.89% of the total deposit and 17.90% of the total assets
have been mobilized in Personal Loan in average. However, the
borrowings contributed 21.67% of the financing for Personal Loan.

g. The correlation coefficient shows that there is high positive correlation
(+0.9335) between personal loan and total deposit. Also, the regression
line indicated that one rupee increase in total deposit leads to Rs. 0.4623
rupee increase in personal loan. However, there is negative correlation (-
0.9682) between personal loan and borrowings and positive correlation
(+0.9805) between personal loan and net profit.

h. The trend analysis shows that Ghar Subidha will be Rs. 2534.71
millions and Rs. 3008.59 millions in the fiscal year 2008/09 and
2009/10 respectively. Similarly, Sgilo Karza will be Rs. 1530.77
millions and Rs. 1837.09 millions, total personal loan will be Rs.
4473.35 millions and 5559.46 millions, total interest from personal loan
will be Rs. 446.55 and 559.92 millions in the fiscal year 2008/09 and
2009/10 respectively.

Findingsfrom Primary Data

a 70% of the respondents said that NIC Bank is efficient in loan
management. Similarly, 43% of the respondents stated that the existing
interest rate in Ghar Subidha is appropriate and 50% of the respondents
suggested that the interest rate below 7.99% will best suit the interest of
customer.

b. Similarly, 63% of the respondents affirmed that the existing interest rate
on NIC Sgjilo Karzais appropriate and same percent suggest the bank to
continue such interest rate. Also, half of the respondents explicated that
the loanee does not fell harassment on the paper document required by

bank for loan disbursement.
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c. Likewise, 53% of the respondents opined that the loanees of NIC Bank
are satisfied with the collateral valuation done by the bank. And 57% of
the respondents suggested that the time period of 10-20 days is the best
time for loan disbursement from the initial application day.

d. Also, the respondents ranked 1 for interest rate as the major determinant
that the loanee considers before applying for loan and ranked 1 for
careful evaluation of the loan proposal made by the loanee before

disbursing loan for the effective management of Personal loan.

103



CHAPTER -V
SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Summary

Banking system is backbone of the national economy, which supports it to
erect and rise up and the prosperity of banking system depends on the two
major functions, viz, deposit collection and lending. At present situation,
deposit collection is not much difficult, as liquidity of overall banking system
Is rising up. But the lending function is not like that, as banks are facing two
major challenges in lending. First of all, due to unfavorable political
environment and violence, businessmen are reluctant to invest in business, so
the volume of loan and advancesis not in regular trend and if loan is given, the
problem of turning loan to non-performing is another challenge that banks are
facing. In addition, various risk like credit risk, interest rate risk, liquidity risk,
price risk, foreign exchange risk, transaction risk and so on are associated with
lending. So, to disburse loan in the most productive and secure sector has
become the target of each bank.

Each bank has categorized loan in various headings. One of them is personal
loan, which is given to individual to meet his financia crisis by keeping
collateral as security. NIC bank is also on the same runway and provides
personal loan with the hope of increasing its net profit by collecting maximum
amount of interest through personal loan. The bank emerged in Nepal’s market
since July, 1998 and currently providing services through sixteen branches.
NIC bank disburses personal loan under two headings, viz, NIC Ghar Subidha
and NIC Sajilo Karza. The Bank launched a unique retail product called “NIC
Ghar Subidha” in 2005, which is a personal property finance suite of products
with unique features never before introduced in the Nepali market. It aims to

make possible the dream of every middle class Nepali family of living in one’s
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own house come true. Similarly, NIC Sgilo Karja (NSKza) is a smple
overdraft facility developed to cater to the personal financing needs of salaried
individuals, self-employed, professionals and owners of small family
businesses.

The study has been conducted with the objective of giving true insight of
personal loan management in NIC Bank. To achieve the objectives of the study
different financial and statistical tools have been adopted. All of the analysis
made revolves within the secondary data that have been collected mainly
through the account department of concerned bank and primary data collected

from the staff, shareholders and customers of the bank.

For the convenience, the study has been divided mainly into five main chapter,
viz, @) Introduction, b) Review of Literature, ¢) Research Methodology, d) Data

Presentation and Analysis and €) Summary, Conclusion and Recommendations.

5.2 Conclusion

On the basis of the analysis of the data and the major findings drawn up, it can
concluded that the bank made major improvements in loan disbursement,
which has increased almost by two-fold within the three year periods. In
addition, the ratio of non-performing loan to total loan has also decreased in
each year and the amount of non-performing loan also decreased, which helps
to conclude that NIC not only speeds up in loan disbursement but also equally
have good recovery policy. Similarly, the bank has increased its personal |oan
in each fiscal year and the personal loan has been dominated by Ghar Subidha
rather than Sgjilo Karza.

Also, it can be concluded that NIC bank has increased the portion of personal
loan on total loan in each year. Along with this ratio, the coverage of personal
loan interest on total loan has also increased, which clearly indicated the bank’s

good future in personal loan. Likewise, the mobilization of deposit amount on
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personal loan has also increased. While in contrast, the mobilization of
borrowings on the so called personal oan has decreased in each year. So, it can
be concluded that the major portion of the personal loan of NIC bank comes

from the deposit amount.

Similarly, on the basis of simple correlation and regression analysis, it can be
considered that the increase in total deposit increases the amount of personal
loan, the increase in the borrowings decreases the personal loan, and increasein
personal loan increases the net profit of the bank. Also, the trend anaysis

implied that the personal loan along with the interest will grow up in the future.

Finally, on the basis of primary data, the researcher came to conclude that NIC
bank is efficient in loan management and charges appropriate interest rates
both on NIC Ghar Subidha and NIC Sgilo Karza. Similarly, the paper
document maintained by the bank while disbursing loan is convenient and the
valuation of collateral is also satisfactory. Eventually, it can be concluded that
interest rate is the major determinant in personal loan disbursement and careful

evaluation of the loan proposal is essential before disbursing loan.

5.3 Recommendations
On the basis of the major findings and the conclusion drawn, the following
suggestions have been recommended to the bank for the enhancement of loan
management.
Although the loan and advances of NIC bank has increased in each year,
the bank should quest the most productive and secure sector to overflow
its loan and thus maximize its profit.
The bank should scrutinize the loan proposal and the valuation of
collateral shrewdly to ensure the chance of 1oan recovery.
While disbursing personal loan, the background of both the loanee and

the guarantor should be considered strictly to ensure |oan recovery.
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The bank should try to reduce the practice of disbursing loan from the
amount of borrowings to reduce interest liable on borrowings and
increase the loan disbursement from deposits to increase interest income
and thusto increase the net profit of the company.

Along with the Ghar Subidha, NIC Sgjilo Karza should aso be
increased and thus finally increase the personal loan amount. The bank
should aso introduce new scheme to disburse loan on the personal loan
headings.

NIC bank should try to collect the feedback from the customers and
loanee on the requirements that the bank has set out for loan
disbursement in order to decrease the harassment and increase the
customer satisfaction.

As interest rate is the most influencing factor that allures the loanee,
NIC bank should charge the reasonable interest rate to sustain for long
run and thus fascinate more customers toward it.

It would be better if the bank dtrictly follows the participatory
management and involves the lower level management as well while
setting out new requirements and detecting the most determinant factors

in personal loan disbursement.
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APPENDIX -1

Questionnaire

Dear Sir/Madam,

I am conducting a research on “Loan Management of NIC Bank; with special Reference to
Personal Loan”, in partial fulfillment for the requirement of Degree of Master of Business
Studies (MBYS). | am preparing some questions about the study, which will help to know the
loan management of NIC Bank. | request you to fill up this questionnaire from your side,
which can be great help for me to conduct the research in thistopic. | would be grateful to you

for the contribution of your valuable time and effort.

Please note that all the questions are related to the Loan Management of NIC Bank.

Name: Sex: M[ ] F[ ]Age:

Occupation (Tick One):

0 Shareholders
0 Employee
0 Customer

Questions:

(Please tick the best option for Question No. 1 to 8)

1. Doyou think that NIC Bank is efficient in Loan Management?
i) Yes ii) No iii) Don’t Know

2. Do you think that the interest rate charged in Ghar Subidhais appropriate?
i) Yes ii) No iii) Don’t Know

3. Inyour opinion what should be the interest rate on Ghar Subidha?
i) Below 7.99% ii) 7.99% to 11.49% iii) Above 11.49%
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4. Do you think that the interest rate charged in NIC Sgjilo Karzais appropriate?
i) Yes ii) No iii) Don’t Know
5. Inyour opinion what should be the interest rate on NIC Sgjilo Karza per month?
i) Below 0.85% ii) 0.85% to 1.00% iii) Above 1.00%
6. Isthe paper document maintained to disburse loan is harassing?
i) Yes ii) No iii) Don’t Know
7. Inyour opinion, isthe valuation done by NIC for mortgage value is satisfactory?
i) Yes ii) No iii) Don’t Know
8. Inyour opinion, how many days should the bank take to disburse loan from the date
of application received?
i) 5-10 days ii) 10-20 days iii) Above 20 days
(Pleaserank 1, 2, 3......... , for Question No. 9 to 10)

9.

10.

In your opinion which of the following is the main influencing factor in loan
disbursement (Rank 1 for the most)?
i) Paper Document

i) Time Period

iii) Employee Behavior

iv) Interest Rate

V) Collateral Vauation

oo

What do you suggest NIC Bank for the effective management of Personal Loan?
) Careful Evaluation ]
i) Appropriate Interest Rate ]
iii) Awareness on Consumer ]
iv) Timely Collection L
Thank Y ou,
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Pratibha Dahal (Dhakal)
MBS

Shanker Dev Campus

Tribhuvan University

113



APPENDIX- 11
Classification of Respondents of Survey (Q.N. 1-11)

SN. Stem Shareholder Employee | Customer Total
Yes 6 6 9 21
(75) (86) (60) (70)
NoO 2 1 4 7
1 (25) (14) (27) (23)
Don't Know 0 0 2 2
0 0 (13) (7)
Total 8 7 15 30
(100) (100) (100) (100)
Yes 4 5 4 13
(50) (71) (27) (43)
NoO 2 0 9 11
2 (25) 0 (60) (37)
Don't Know 2 2 2 6
(25) (29) 13) (20)
Total 8 7 15 30
(100) (100) (100) (100)
0 3 1 11 15
Below 7.99% 39) (14 73 (50)
0 0 4 5 4 13
. 7.99%-11.49% (50) 7D @ @3)
0 1 1 0 2
Above 11.49% 13 (14 0 %)
Total 8 7 15 30
(100) (100) (100) (100)
Yes 6 5 8 19
(75) (71) (53) (63)
NoO 2 1 6 9
4 (25) (14) (40) (30)
Don't Know 0 1 L 2
0 (14) ) )
Total 8 7 15 30
(100) (100) (100) (100)
0 1 2 5 8
Below 0.85% 13 29) 33) 7
% - % 6 5 8 19
i 0.85% - 1.00% 75) (70 i (523) ( 633)
0 1
Above 1.00% 13 0 13 (10)
Total 8 7 15 30
(100) (100) (100) (100)
Yes 1 0 8 9
(13) 0 (53) (30)
No 5 6 4 15
6 (63) (86) (27) (50)
Don't Know 2 1 3 6
(25) (14) (20) (20)
Total 8 7 15 30
(100) (100) (100) (100)




No 1 - ; :
Don't Know 3 . > 3
39) 0 (20) (20)
3 7 15 30
Total (100) (100) (100) (100)
4 3 5 12
5-10 days (50) (43) (33) (40)
4 4 9 17
. 10-20 days (50) (57) (60) (57)
0 0 1 1
Above 20 days 0 0 @ ©)
Total (100) (100) (100) (100)
Note:

a.  S.N. refersto Question Number.
b. Stem refersto the options of the answer.
c. Thefigurein bracket refersto the percentage of respective no.

of respondents.










Rank wise No. of Responses of Survey (Q.No. 9)

SNN. . . Rank Weight|Mean Overall
Indicators Basis 1 > 3 7 5 Total Wi, Rank
1 Total 7 6 7 9 1 30 81 2.70 3
: Shareholder 2 1 2 3 0 8 22 2.75 3
Paper Requirment iz loyee 2 | 1| 1| 2] 1] 7 | 20 | 286 3
Customer 3 4 4 4 0 15 39 2.60 3
2 Total 3 2 5 13 7 30 109 3.63 4
. Shareholder 1 0 0 5 2 8 31 3.88 4
Lengthy Period e ovee 2 | 1| 2] 1] 1| 7 | 19 271 2
Customer 0 1 3 7 4 15 59 3.93 4
3 Total 0 0 4 3 23 30 139 4.63 5
Employee  |Shareholder 0 0 2 0 6 8 36 4.50 5
Behavior Employee 0 0 0 1 6 7 34 4.86 4
Customer 0 0 2 2 11 15 69 4.60 5
4 Total 10 13 5 2 0 30 59 1.97 1
Shareholder 3 4 1 0 0 8 14 1.75 1
Interest Rae 12 Dloyee 2 | 4| 1] 0] 0] 7 | 13| 186 1
Customer 5 5 3 2 0 15 32 2.13 2
5 Total 10 9 9 2 0 30 63 2.10 2
Collateral Shareholder 2 3 3 0 0 8 17 2.13 2
Valuation Employee 1 1 3 2 0 7 20 2.86 3
Customer 7 5 3 0 0 15 26 1.73 1

Rank wise No. of Responses of Survey (Q.No. 10)




. . Rank Total |Weight(Mean |Overall
S.N. Indicators Basis 1 5 3 7 Wi, Rank
Total 14 12 3 1 30 51 1.70 1
. __|Shareholder 4 3 1 0 8 13 1.63 1
1 | Careful Bvaluation/ 10 ee 5 | 2] 0] 0] 7| 9 |12 1
Customer 5 7 2 1 15 29 1.93 1
Total 5 9 5 11 30 82 2.73 3
5 Appropriate | Shareholder 2 3 0 3 8 20 2.50 2
Interest Rate  |Employee 0 4 1 2 7 19 2.71 3
Customer 3 2 4 6 15 43 2.87 4
Total 4 2 10 14 30 94 3.13 4
3 Awarenesson  |Shareholder 0 1 3 4 8 27 3.38 3
Customer Employee 0 0 3 4 7 25 357 4
Customer 4 1 4 6 15 42 2.80 3
Total 7 7 12 4 30 73 2.43 2
. . |Shareholder 2 1 4 1 8 20 2.50 2
4 | Timely Collection ey oy e 2 | 1 | 3 1| 7 | 17 | 243 2
Customer 3 5 5 2 15 36 2.40 2




A) Calculation of Correlation Coefficient between Personal Loan (PL) and Total Deposit (TD)

APPENDIX-II

Deposit PL _ _

Year X Y X = X-X y=Y-Y x? e Xy
2004/05 8765.95 1125.68 -1873.67 -1175.46( 3510651.76 1381706.21| 2202428.06
2005/06 10068.23 2479.85 -571.39333 178.71| 326490.341 31937.26 -102113.70
2006/07 13084.69 3297.89 | 2445.06667 996.75 5978351| 993510.56| 2437120.20

Total 31918.87 6903.42 9815493.11| 2407154.04| 4537434.55

i) Calculation of Mean
For Total Deposit (TD) For Iﬁrsonal Loan (PL)
Mean X= 3X/3 = 10639.62 Y= 3YYI3 = 2301.14

i) Calculation of Correlation Coefficient between Personal Loan (PL) and Total Deposit (TD)
r _ > xy — 453743455 - 0.9335
VIXVyy” 4860802.80

i) Calculation of Standard Deviation (6)
For PL

For TD —
6, = f S (X-X)? -
N

= 1808.82 = 895.76
iv) Calculation of Coefficient of Variance (C.V.)
For TD For PL
CV.p = 6xx100 = 1808.82 CV.p = oy x 100
X 10639.62 Y
= 17.00 = 38.93

V) Simple Regression Equation of Personal Loan on Total Deposit of NIC Bank

Y-Y - r x oy ( X-Y)
6X
or, Y-2301.14 = 0.9335x 895.76 (X-10639.62)
1808.82
or, Y-2301.14 = 0.4623 X - 4918.41
or, Y = —2617.27 +0.4623 X

vi) Calculation of t-value

r - 09335 x /32 = 09335 = 260
t=——x,/(n-2) /- 08714 0.3586

\/l—r2

_ /815493.11 6, = /3 () =_ / 2407154.0
\/Es VeV

3

895.76
2301.14



0.4623

-4918.41

-2617.27

P.E. 1-r2 0.6745 i-r2
0.8714 0.1286 0.0868

n
1.7321

P.E.
0.0501

6 P.E.
0.3005



B) Calculation of Correlation Coefficient between Borrowings (BO) and Personal Loan (PL)

BO PL _ _

Year X Y X = X-X y=Y-Y x? e Xy
2004/05 457.71 1125.68 76.10 -1175.46 5790.70| 1381706.21 -89448.59
2005/06 352.13 2479.85 -29.48 178.71 869.27 31937.26 -5268.97
2006/07 335.00 3297.89 -46.61 996.75 2172.80| 993510.56 -46461.84

Total 1144.84 6903.42 8832.77| 2407154.04 -141179.39

i) Calculation of Mean
For Borrowings FclPersonaI Loan
Mean X= 3YXI3 = 381.61 Y= >YI3 = 2301.14

i) Calculation of Correlation Coefficient between Borrowings (BO) and Personal Loan (PL)
r - 2 Xy - -141179.39 = -0.9682
VXS y? 145814.42

i) Calculation of Standard Deviation (6)

For BO — For PL —
6, = _ /3 0x)’ - é832.77247 6, = _ /30 =_ / 2407154.0
N 3 _\/ N _\/

= 54.26 = 895.76
iv) Calculation of Coefficient of Variance (C.V.)
For BO For PL
CVg = 6xx100 = 54.26 CVp = oy x 100

X 381.61 Y
= 1422 = 38.93

V) Simple Regression Equation of Personal Loan on Borrowings of NIC Bank

Y-Y - r x oy ( X-Y)
6X
or, Y-2301.14 = -0.9682 x 895.76 (X-381.61)
54.26
or, Y-2301.14 = -15.9836 X + 6099.55
or, Y = 8400.69 - 15.98 X

vi) Calculation of t-value

r - -09682x 432 - -09682 = -3.87
t=——x,(n-2) _/T- 09374 0.2501

\/l—r2

3

895.76
2301.14




-15.9836

6099.55

8400.69

P.E. 1-r2 0.6745 i-r2
0.9374 0.0626 0.0422

n
1.7321

P.E.
0.0244

6 P.E.
0.1462



C) Calculation of 'r" between Personal Loan Interest (PLI) and Total Interest (TI)

PL Int. Total Int. _ _

Year X Y X = X-X y=Y-Y x? e Xy
2004/05 99.28 485.25 -120.52 -161.10| 14524.2669 25952.14 19414.83
2005/06 234.08 611.24 14.2833333 -35.11| 204.013611 1232.48 -501.44
2006/07 326.03 842.55 106.233333 196.20| 11285.5211 38495.75 20843.33

Total 659.39 1939.04 26013.8017 65680.36 39756.73

i) Calculation of Mean
For Personal Loan Interest Fﬂ Total Interest
Mean X= X3 = 219.80 Y= >YI3 = 646.35

i) Calculation of Correlation Coefficient between Personal Loan Interest and Total Interest
r _ Yxy - 39756.7272 - 0.9618
VXS y? 41335.17

i) Calculation of Standard Deviation (6)

3

147.96
646.35

For PLI — For Tl —
6, = _ /3 0x)’ - é6013.8017 6, = _ /30 =_ / 65680.4
N 3 _\/ N _\/

= 93.12 = 147.96
iv) Calculation of Coefficient of Variance (C.V.)
For PLI For Tl
CVp, = 6xx100 = 93.12 CV.q = Oy x 100

X 219.80 Y
= 4237 = 22.89

v) Simple Regression Equation of Total Interest on Personal Loan Interest of NIC Bank

Y-Y - r x oy ( X-Y)
6X
or, Y-646.35 = 0.9618 x 147.96 (X-219.80)
93.12
or, Y-646.35 = 1.5283 X - 335.91
or, Y = 310.43 + 1.53 X

vi) Calculation of t-value

r - 0.9618 x +/3-2 — 09618 = 351
t N n- 2 = —
> X\/( ) _‘/I 0.9251 0.2737

1-r




1.5283

-335.914

310.43

P.E. 1-r2 0.6745 i-r2
0.9251 0.0749 0.0505

n
1.7321

P.E.
0.0292

6 P.E.
0.1750



D) Calculation of 'r' between Personal Loan (PL) and Net Profit (NP)

PL Net Profit _ _

Year X Y X = X-X y=Y-Y x? e Xy
2004/05 99.28 96.59 -120.52 -69.45( 14524.2669 4823.77 8370.28
2005/06 234.08 158.48 14.2833333 -7.56| 204.013611 57.20 -108.03
2006/07 326.03 243.06 106.233333 77.02( 11285.5211 5931.57 8181.74

Total 659.39 498.13 26013.8017 10812.54 16443.99

i) Calculation of Mean
For Personal Loan ior Net Profit
Mean X= X3 = 219.80 Y= >YI3 = 166.04

i) Calculation of Correlation Coefficient between Personal Loan and Net Profit
r _ Yxy - 16443.9918 - 0.9805
VIXVyy? 16771.26

i) Calculation of Standard Deviation (6)

For PL —
6, = f S (X-X)? -
N

= 03.12 = 60.03

iv) Calculation of Coefficient of Variance (C.V.)

For PL For NP
CVp = 6xx100 = 93.12 C.V.NP = 6y1100
X 219.80 Y
= 4237 = 36.16

v) Simple Regression Equation of Net Profit on Personal Loan of NPC Bank

Y-Y - r x oy ( X-Y)
6X
or, Y-646.35 = 0.9805 x 60.03 (X-219.80)
93.12
or, Y-646.35 = 0.6321 X - 138.94
or, Y = 27.10 + 0.6321 X

vi) Calculation of t-value

r - 0.9805 x 432 = 0.9805 = 4.99
= — n-2 . —0 1966
> X \/( ) -/1- 0.9614 0.1966

1-r

__ /26013.8017 6, = /3y =_ / 108125
\/Es VeV

3

60.03
166.04




0.6321

-138.939

27.10

P.E. 1-r2 0.6745 i-r2
0.9614 0.0386  0.0261

n
1.7321

P.E.
0.0150

6 P.E.
0.0903



B) Calculation of Trend Value of NIC Sajilor Karza (SK) on Year

Let Year 1 denotes fiscal year 2005/06, 2 denotes 2006/07 and 3 denotes 2007/08.

Fiscal Year SK
Year X Y X = X-X y=Y-Y X y2 Xy
2006/07 1 918.13 -0.5 -153 0.25 23458 77
2007/08 2 1224.45 0.5 153 0.25 23458 77
Total 3 2142.58 0.5 46916 153.16
i) Calculation of Mean
For Year __ ForSK
Mean X= X2 = 1.50 Y= Y2 = 1071.29
i) Calculation of Correlation Coefficient between Year and SK
r _ o Xy _ 153.16 _ 1.00
VXYY 153
iii) Calculation of Standard Deviation (6)
For Year For SK
6, = _ /30 =_ /o5 6, - SO =/ 46916
V= V= N
= 0.50 = 153.16
iv) Now the regression line of SK'Y on Time X is given by;
YY = rx 6y(XX)
6X
or, Y- 1071.29 = 1.00 153.16 (X-1.50)

or, Y- 1071.29 306.32 X - 459.48

or, Y = 611.81 4 306.32 X

v) Calculation of Trend Value of Total SK

Fiscal Year
2006/07
2007/08
2008/09
2009/10

Year (X)

1

2
3
4

a
611.81
611.81
611.81
611.81

b
306.32
306.32
306.32
306.32

Trend Value
918.13
1224.45
1530.77
1837.09



306.32

-459.48

611.81



C) Calculation of Trend Value of Total Personal Loan (PL) on Year
Let Year 1 denotes fiscal year 2005/06, 2 denotes 2006/07 and 3 denotes 2007/08.

Fiscal Year PL
Year X Y X = X-X y=Y-Y X y2 Xy
2005/06 1 1125.68 -1 -1175 1 1381706 1175
2006/07 2 2479.85 0 179 0 31937 0
2007/08 3 3297.89 1 997 1 993511 997
Total 6 6903.42 2 2407154 2172.21
i) Calculation of Mean
For Year __ForPL
Mean X= 3IXI3 = 2.00 Y= 3VY5 = 2301.14
i) Calculation of Correlation Coefficient between Year and PL
r > xy 2172.21 0.99
T VYKV 2194 -
iii) Calculation of Standard Deviation (6)
For Year For PL
6, = _ /30X =_ /2 6, = SOV = . / 2407154
_\/ N _\/ 3 N 3
= 0.82 = 895.76
iv) Now the regression line of PL Y on Time X is given by;
YY = rx  6y(XX)
6X
or, Y- 2301.14 = 0.9900 895.76 (X-1.20)
x 0.82 X
or, Y- 2301.14 = 1086.11 X - 2172.21
or,Y = 128.93 4 1086.11 X

v) Calculation of Trend Value of Total PL

Fiscal Year
2005/06
2006/07
2007/08
2008/09
2009/10

Year (X)

1

abhwN

a
128.93
128.93
128.93
128.93
128.93

b
1086.11
1086.11
1086.11
1086.11
1086.11

Trend Value
1215.04
2301.14
3387.25
4473.35
5559.46




1086.11

-2172.21

128.93



E) Calculation of Trend Value of NIC Sajilor Karza Interest (SKII) on Year
Let Year 1 denotes fiscal year 2005/06, 2 denotes 2006/07 and 3 denotes 2007/08.

Fiscal Year SKIl
Year X Y X = X-X y=Y-Y X y2 Xy
2006/07 1 93.37 -0.5 -16 0.25 272 8
2007/08 2 126.36 0.5 16 0.25 272 8
Total 3 219.73 0.5 544 16.495
i) Calculation of Mean
For Year __For SKi
Mean X= X2 = 1.50 Y= Y2 = 109.87
i) Calculation of Correlation Coefficient between Year and SKI
r _ o Xy 16.495 1.00
VXYY 16
iii) Calculation of Standard Deviation (6)
For Year For SKI
6, = 6 = /S0 - _ 544
N

N

0.50

_\//Z xx)° = _\//0.5

2

16.50

iv) Now the regression line of Sajilo Karza Interest Y on Time X is given by;

YY = rx 6y(XX)
6X

or, Y- 109.87 = 1.00 16.50 (X-1.50)

or, Y- 109.87 = 32.99 X -49.49

or, Y - 60.38 o« 3299 X
v) Calculation of Trend Value of Total SKI
Fiscal Year Year (X) a b Trend Value
2006/07 1 60.38 32.99 93.37
2007/08 2 60.38 32.99 126.36
2008/09 3 60.38 32.99 159.35
2009/10 4 60.38 32.99 192.34




32.99

-49.49

60.38



F) Calculation of Trend Value of Total Personal Loan Interest (PLI) on Year
Let Year 1 denotes fiscal year 2005/06, 2 denotes 2006/07 and 3 denotes 2007/08.

Fiscal Year PLI
Year X Y X=X-X y = Y-Y X y2 Xy
2005/06 1 99.28 -1 -121 1 14524 121
2006/07 2 234.08 0 14 0 204 0
2007/08 3 326.03 1 106 1 11286 106
Total 6 659.39 2 26014 226.75
i) Calculation of Mean
For Year For PLI
Mean X= IXB = 2.00 Y= Y5 =  219.80
i) Calculation of Correlation Coefficient between Year and PLI
r _ Y xy 226.75 0.99
T VYKV 228 -
iii) Calculation of Standard Deviation (6)
For Year For PLI

6, =

N

0.82

_\//Z xx)° = _\// 2

3

iv) Now the regression line of PLI'Y on Time X is given by;

Y-Y

or, Y-

or, Y-

or,Y

v) Calculation of Trend Value of Total PLI

Fiscal Year
2005/06
2006/07
2007/08
2008/09
2009/10

219.80

219.80

Year (X)

1

abhwN

a
-6.95
-6.95
-6.95
-6.95
-6.95

r X

6y ( X-X)

0.9941

(4
93.12

o)}
|

93.12

(X-2.00)

x 0.82

113.38 X - 226.75

X

-6.95 4 11338 X

b
113.38
113.38
113.38
113.38
113.38

Trend Value
106.42
219.80
333.17
446.55
559.92

y = — /IO
N

_ { 26014
3




113.38

-226.75

-6.95



