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CHAPTER ONE
INTRODUCTION

1.1 General Background

Banks today are the principal channel for governmaenetary policy and partner for the
business success. Literally, a bank is a finanastitution that accepts deposits from
savers and granting loans to the borrowers. Momedkiese days scope of banking has
widen and widen to the various areas of economyevtiey are attending their existence
and it becomes a way of life of the people. For tmag, intense financial services
competition, improper risk management and rapidnenuoc, social and technological
change have led to more failures among banks drat éihancial institutions, with even
the largest and venerable of financial institutivakerable to collapse.

Bank Credit is need/transactions or assets gui@leid. is based on repayment capacity
and business/transaction potential, followed byatetal. Thus a need for expert who
knows business makes analysis of the future prospethe company’s/individual’s
business, effect on repayment of loan. Knowledgbusiness practices, ethics, inside the
country and outside the country (a broader overvidvine business) is needed. It is
complex in nature, study, in performance. The sskaer failure of a bank largely
depends upon the quality of its loans and advarioeisding, therefore, requires both
sound judgment and skill. It is therefore of gramportance to a banker to select only
those advances which would confirm to the basingypies of sound lending policy of
the bank.

Credit or loan giving is as easy as to roll dowst@ne from the top of hill, and recovery
is equally difficult to take back the same stonéhi® top of hill. Credit Administration is
a protection mechanism whereby bank teaches tiie &iad borrower teaches practices
and both agree upon to keep the relationship gdingnanager who assess and manage
the credit risk should have expertise in the field business, industry trend, and
behavioral factor regarding the credit with conitto the credit policy of the banks.

As a matter of fact, there are two ends of the bowgiving and taking of loan process.
Giver (the bank) always tries to strengthen theisgcaspects, always tries to keep high

interest rate, high commission, transparency in klginess for which bank wants
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periodic reports like monthly progress report ofesainventory, receivable position,
market outlook, veracity in the internal externahariket conditions, whereas the taker
(borrower or party) always wants relaxation ofabve, such as lowest interest rate, no
security, no reporting on progress or waiver oflaiit is permissible (by the bank).
However the party or the borrower agrees for tmmér but later wishes for the latter.

In recent years many banks have for sake of econgamgd down the credit analyst
function and rely increasingly on using outsiderses of information such as broker’s
report and credit rating agency reports to ratiaeatheir credit decision. It nevertheless
remains important for bankers to learn about andetsiand the framework of credit
analysis within the framework of credit risk managat. Aside from the arguments of
due diligence which means that every banks ultimaseresponsible for the safekeeping
of depositors funds and accordingly effecting itsnocredit analysis, is the issue of
comprehension. Credit risk management is not obbutithe information gathering and
analytical process; it is using that informationset in place effective policy guidelines
that are the bank’s constant tools to ensure gartfality.

Increasing establishment of numerous financialitutsts and lending portfolios of the
banks and financial institutions in many occasiefadlters has been increasing day by
day. Whatsoever the driving factor, we have readphyback notice everyday in many
daily newspapers. Even the spirit of the creditlitgooffer letter tries to invest the loan
amount in the proposed project, many financialitusons have been facing problem of
non performing loan.

The main objective of this study is to presentribk exposure of the sample banks and
its management of risk by the commercial banks withhelp of collected data and also

provide recommendation.

1.2 Nepalese Financial System

The banks and financial institutions licensed byBN&e classified as A, B, C and D
class institutions. Commercial banks are ‘A’ classtitutions, whereas development
banks are categorized as ‘B’, finance companie€aand micro finance development
banks as ‘D’. There are some Cooperatives and Nmredment Organizations licensed

for limited financial activities as non classififidancial institutions. Besides, there are
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significant numbers of co-operatives and postaingpwffices that undertake limited
banking and near banking financial services. Siyilasubstantial amount of financial
assets is created by non-bank financial sectorchvbomprises saving funds and trusts
like Employee Provident Fund, Citizen Investmenisis and insurance companies in the
Nepalese financial system. With the shift in trentt in banking industry, Nepal has also
experienced so many ups and downs in the finarsyiatem. Many new issues are
emerging creating shorter and longer-term impactthe system. Banks need to
proactively assume their responsibilities and work strengthening their capacity,
bearing in mind the 21st century global struggléhmfinancial sector.

The face of commercial banking is changing rapi@lgmpetition is getting tougher with
financial liberalization. For a strong and resitiéanking and financial system, therefore,
banks need to go beyond peripheral issues andetatgjor issues like improvements in
profitability, efficiency and technology, while aeking economies of scale through
consolidation and exploring available cost-effeetisolutions. These are some of the
issues that need to be addressed if banks arecteexl in the days to come. Below
depicts the number of financial institutions licedsby NRB as on mid-Jan 2010 with
comparison to mid July 2008 in the Nepalese Firar®&ystem.

Table No 1.1: Number of Financial Institutions licexsed by NRB (Mid-Jan 2010)

S.N. Type of financial Institutions Class In Number
1 Commercial Banks A 26

2 Development Banks B 73

3 Finance Companies C 78

4 Micro Finance Development Banks D 17

5 Saving and Credit Co-operatives Non-classified 16
6 Non-Government Organizations Non-classified 45

Total 172

Source: NRB, Banking and Financial Statistics Maaidary 2010, No 54

1.3 Credit Market in Nepal

Commercial banks are facing difficulties in recovesf loan due resilient credit

availability and loss loans due to the borroweesadlts of loan obligations. Sometimes
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it is not possible for the bank to have 100 pereauniccess in selecting the good clients.

The table given below shows the Total Loans, LoassLProvision, Non-banking Assets,

and Write Back of Provision for Possible Loss ofmeoercial banks in Nepal since fiscal
year 2004/05 to 2008/09 i.e. 2061/62 to 2065/66.

Table No 1.2: Total Loan, Loan Loss Provision, Nofranking Assets, and Write

Back of Provision of Banking Industry Rs. In Million
Details/FY 2004-05 | 2005-06 2006-07 2007-08 2008-09
Loans 142,576 | 164,949 206,429 281,372 380,217
Provisions for possible 4,185 5,689 3,586 5.280 4748
losses
Non- Banking Assets 679 514 395 330 303
Return From Loan Loss |, 4583 4325 8,472 6,582
Provision

Figure No: 1.1 Credit Market in Nepal

400,000
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350,006
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250,006
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200,006 164,999 B Loans
gLLP
142,576 %
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Source: NRB, Bank Supervision Report 2009
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1.4 Lending Criteria for the Commercial Banks

Commercial banks have been involved for diversifigmancial solution since its
inception. Likely, lending is one of the major gmigiotal functions of commercial banks.
They made available the credit facilities in maognis of funded and non-funded credit
lines. To ensure the quality of loan; commerciailksafollow the following criteria on its
own expertise. Most common things to be analyzddrbdo availing credit to person or
entity are Character, Capital, Capacity (Cash Fld@vgllateral, Coverage and Condition.
Besides this banks have to analyze the profitgbdoit the paying the loan, banking
function, maximization of the total yield, evaludhe credit worthiness, gestation period

of the loan proposed etc.

1.5 Historical Review of Banks

In Worldwide Context

The concept of banking developed from the very mr@gg of the economic activities.
First of all, the effort was made by the ancienidgand valuables. Under such
arrangements, the depositors would have their fmidsafekeeping and in turn were
given a receipt. Whenever receipt was presenteddépositors would return back their
gold and valuable after receiving a small paymerfea.

The word “Bank” is orient in medieval age in 117D Arom an Italian word “Banko.”
That means the place where people come togetheifferent transaction. The “Bank of
Vanice” was the first bank, which established aiyitin 1157 AD as a first modern bank.
Then after in 1401 AD “Bank of Barcelona” is estabéd in Spain, Bank of Geneva
established in 1407 AD, Bank of Amsterdam estabtisin 1609 AD. But the credit of
the development of modern banks goes to “The Barkngland” which was established
in 1694 AD in London. The growth of banking accated only after the introduction of
the banking Act 1883 in United Kingdom as it allalvepening joint stock company

banks.
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In Nepalese Context

The growth of banking in Nepal is not so old. Th&tdry states that King Gunakamadev
had received loans from the public in the 8th cgnta renovate "Kathmandu City". The
foundation of banking system in Nepal was estabtishy a businessperson named
Shankhadhar Shakhwa in 10th century. He had pai#l bk the loans taken from the
public and since then Nepal Sambat had starteduincountry. This tells us that the
system of lending money and paying back started tome back in our country. Later on
in the 14th century, King Jayasthiti Malla dividéae people into 64 castes according to
their occupation, amongst them TANKADHARI' onetisat dealt with the lending of
money to the public. Main objective of the 'TANKAIDRI' was to earn profit by
providing money as a loan to people and takingagerinterest rate. Prime Minister
Ranadeep Singh established TEJARATH ADDA' in t883kd B.S In order to protect
people from higher interest rate, The 'TEJARATH ABvas responsible for providing
loans to the people working in the government effibased on the security and the
public based on the collateral they deposited Wit JARATH ADDA' was not to earn
profit, it charged its creditors with a low interaste of 5% per annum. It was only
subjected to lend but did not accept deposits, énéncloud not be counted as a bank.
However, it can be said that TEJARATH ADDA' wag tmain financial institution that
led to the development of modern banking systemtim¢ country

The actual banking system of Nepal starts fromeitablishment of Nepal Bank Limited
(NBL) as the first modern bank of Nepal in B.S. 49€artik 30th according to the Nepal
Bank Act 1993. NBL was the first bank establishedNepal and prior to this, there was
no such organized banking system in the countrerdfore year B.S. 1994 is said to be
the Golden year for modern banking system in Nef#kr two decade Nepal Rastra
Bank established in 14th Baisakh, 2013 BS as aralebank of Nepal under “Nepal
Rastra Bank Act 2012” to perform the function ok thentral banking in Nepal. It
established to promote, control, direct, supermsiod manages banking activities and to
operate the country under the provision of Brussstiernational monetary conference
(IMC). Main objective of Nepal Rastra Bank is to kmaeconomic assistance, issue and
exchange of Nepalese note and currency, good g@idranking system etc. and use of

own Nepalese note in whole country Nepal.

16



Nepal Industrial Development Corporation (NIDC) westablished in 2016 BS under
NIDC act 2016. It established to promote the indalktation in Nepal. Main objective
of NIDC was to provide technical and financial atsnt for industry and commerce.
Subsequently another fully state owned commeraakl’‘Rastriya Banijya Bank” was
established on 10th Magh, 2022 BS under RastriyajygaBank Act 2021 which was
the second commercial bank of Nepal. With the distalbbent of RBB, a noticeable
progress could be seen in banking industry of Nepabrought a revolution in the
banking industry. People could easily make businesssactions with other countries.
Both the banks have majority of shares owned byginernment of Nepal. Rastriya
Banijya Bank is fully owned by the government. 1622 Magh 7 BS Agriculture
Development Bank (ADB) was established under Admucal Development Bank Act
2024. ADB was established combined merge of codiperdbank and Bhumisudhar

Bachat Corporation.

Commercial Banks in Nepal:

"A commercial bank refers to such type of bank otian specified banks related to
cooperative, agricultural, industrial and other ethdeals in money exchange, accepting
deposits and advancing loans etc." (Commercial BAok 2031 B.S. Nepal). The
commercial banks are those banks, which pool tegd¢kie savings of the community and
arrange them for the productive use. Commerciak ieansfers monetary sources from
the savers to users. They provide loans and adsdrma the fund, which they received
through deposits.

The history of modern banking system is not so lom@lepal. Nepal's banking history
had begun with the establishment of Nepal Bank &BL) in1937 AD with Rs.10
million of authorized capital and Rs.842 thousaridpaid up capital. It is the first
commercial bank in Nepal with semi government gquie. 51% of government
ownership. After establishment of NBL, it replac&djarath Adda by taking over its
operation and over its limitation. It has done genng function in spreading the banking
habits among people. To manage and control bankystem development, monetary
policy development, to regulate issue of currenegt B0 mobilize capital for economic

development "Nepal Rastra Bank" came into existesceentral bank of Nepal in 2013
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under Nepal Rastra Bank Act, 2012 BS. After thi®B\diverted its attention towards
development of banking system by formulating refdvaolicies & procedure. Prior to
this, there was no such formal organization to @rénd regulate the monetary system
in the country. It is an autonomous body and follyned by the government of Nepal,
who works for the development of banking systenthie country. NRB started issuing
currency in 1959. To fulfill the growing credit négement of the country, the
commercial bank "Rastriya Banijya Bank" was essdi@dd in 1966 under RBB Act, 1964
with fully government equity that of authorized ttap of Rs.10 million and paid up
capital of Rs.2.5 million. In 1980, the governmentroduced "Financial Sector
Reforms". Government allowed the entry of foreigmks in Nepal as joint venture bank
entered to accelerate the economic developmenatidm & to service high banking
system. The first joint venture is Nabil Bank L{&ormer Name — Nepal Arab Bank
Ltd.) is established in 1984.

The financial scenario has changed with the intetida of joint venture banks in 1984.
The number of commercial banks has been increasimge then. Since 1984, various
financial institutions like Joint Venture Banks, mestic Commercial Banks,
Development Banks, Finance Companies, Co-operatiegety have come into existence
to cater the financial needs of the country therassisting financial development of the

country. The total number of commercial banks ip&ldas shown in Annex-1.

1.6 Profile of Sample Banks

Standard Chartered Bank Nepal Limited

Standard Chartered Bank Nepal Limited has beempénation in Nepal since 1987 when
it was initially registered as a joint-venture cgtesn. Today the Bank is an integral part
of Standard Chartered Group having an ownershig56b in the company with 25%

shares owned by the Nepalese public. The Bank enjbg status of the largest
international bank currently operating in Nepal.

Standard Chartered has a history of over 150 yieadosnking and operates in many of
the world's fastest-growing markets with an extemsglobal network of over 1750

branches (including subsidiaries, associates antlyentures) in over 70 countries in the
Asia Pacific Region, South Asia, the Middle Eastiiga, the United Kingdom and the
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Americas. As one of the world's most internatiobpanhks, Standard Chartered employs
almost 75,000 people, representing over 115 ndtimsa worldwide. This diversity lies
at the heart of the Bank's values and supportBamé's growth as the world increasingly
becomes one market.

With 18 points of representation, 23 ATMs across ¢buntry and with more than 350
local staff, Standard Chartered Bank Nepal Ltdinis position to serve its customers
through an extensive domestic network. In additithg global network of Standard
Chartered Group gives the Bank a unique opportutatyprovide truly international
banking services in Nepal.

Standard Chartered Bank Nepal Limited offers a falige of banking products and
services in Consumer banking, Wholesale and SMEiBgrcatering to a wide range of
customers encompassing individuals, mid-marketlloogporates, multinationals, large
public sector companies, government corporatioiniées, hotels as well as the segment
comprising of embassies, aid agencies, NGOs an@®¥NG

The Bank has been the pioneer in introducing 'eastdocused’ products and services in
the country and aspires to continue to be a leasantroducing new products in
delivering superior services. It is the first BankNepal that has implemented the Anti-
Money Laundering policy and applied the 'Know Yd@ustomer' procedure on all the
customer accounts.

Corporate Social Responsibility is an integral paEriStandard Chartered's ambition to
become the world's best international bank antléasnainstay of the Bank's values. The
Bank believes in delivering shareholder value soaially, ethically an environmentally
responsible manner. Standard Chartered througkeldnrg history has played an active
role in supporting those communities in which istomers and staff live. It concentrates
on projects that assist children, particularly hme tareas of health and education.
Environmental projects are also occasionally careid. It supports non-governmental
organizations involving charitable community adias. The Group launched two major
initiatives in 2003 under its 'Believing in Lifeampaign- 'Living with HIV/AIDS' and
'Seeing is Believing'. Till date the bank have i&nches and 4 extension counter located

at the different part of the country.
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Rastriya Banijya Bank

Rastriya Banijya Bank (RBB) is fully government azd) and the largest commercial
bank in Nepal. RBB was established on January 286 12022 Magh 10 BS) under the
RBB Act. RBB provides various banking services wide range of customers including
banks, insurance companies, industrial trading éguairlines, hotels, and many other
sectors. As on fiscal year end 2066/67 the ban&id-pp capital is 1 billion 72 million.
RBB has Nepal's most extensive banking network witer 125 branches, covering 51
branches in the mountainous region, 48 in Terdaore@nd 19 in the Kathmandu Valley.
Moreover, The bank has five regional offices inraljions of the country. There are 34
branches in  Kathmandu region, 29 branches inti&égar region, 15 branches in
Birgunj region, 23 branches in Pokhara region aBdbBanches in Nepalgunj region.
Through its branch network, RBB has been contnigutiio Nepal's economic
development by providing banking services througtioe country.

RBB has many correspondent arrangements with nigj@mational banks all over the
world that facilitate trade finance, bank-origirdhfgersonal funds transfers and inter-bank
funds transfer via SWIFT. In a bid to promote rd¢amte business, RBB works with
Western Union and International Money Express, teading person-to-person funds
transfer networks.

In addition RBB runs various programs i.e. Bankmith the Poor, Micro Credit project
for Women etc. to enhance the living standard opfeas per the government directives.
As well, RBB actively delivers various governmemnbgrams to people living in remote
parts of the country; these programs are intendedise living standards of the local
people.

RBB is committed towards the satisfaction of itstomers by providing modern banking
facilities. At the same time, the Bank is equalymmitted to the economic growth and
development of the country. The Bank aims to reawbry rural and urban corner of
Nepal to accommodate the requirement of the pedfie. government nominates all
board members including the Chairman. The execytiweer is vested in the Chief
Executive Officer (CEO). A 5-member Executive Cortie@ oversees the different
departments at head office on a day-to-day basis. Qhartered Accountants have also

been contracted as part of the Management Tearnetoagthen the financial controls of
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the Bank. The Bank has 15 departments in its héfaseand 5 regional offices across
the five development regions of the country.

The bank's main objectives are to provide bankiagvises throughout Nepal and
contribute in the socio economic development ofdtentry. The bank’s major activities
include accepting deposits, investment in goverrinsegurities, lending to productive
sectors, dealing with foreign currency, processitognestic and foreign remittances,
merchant banking & correspondent banking servites e

The bank has deposit base of with more than 1.Romitlepositors. The depositors are
individuals, institutions, private organizationsisiness houses, non-profit organizations,
social organizations, industries, finance companéesoperatives, etc. The bank has
more than 300,000 clients who have used the bamissurces for their business and
development activities. They vary from big businbssises to public sector enterprise,
medium and small-scale industries to farmers adibiuals.

Banking with Poor is an important development-adeenprogram to eliminate the
absolute poverty of the country. The program is wmler the priority sector credit
program. Major Activities of the program includepBuction Credit for Rural Women,
Banking with the poor for the deprived people, Miaredit, Loan to unemployed
graduates, Intensive banking program, Mini & miarsielean Tampo credit program for

environment protection, Biogas credit program etc.

1.7 Focus of the Study

The study deals with the Credit Risk Managementarhmercial banks of Nepal with

reference to Rastriya Banijya Bank and Standardt€tel Bank Nepal Limited. What

kinds of precautions on loans turning bad are tdl§ebank for its survival is crucial as it

is the core banking which impact liquidity and pralbility of the banks. But the most

worry factor in banking industry is total managemehloan and control measures. Due
to the excessive amount of non-performing asset®immercial bank, there is the wide
spread suspicion on the performance on the comatdrank. What types of risk exist in

the credit selling, how can manage or avoid susl khat are the punitive actions to the
defaulters; will be studied with focus of the riskposure of selected banks.

Hence the thesis focused on the following:
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a. What is the status of non performing loan?

b. How loan portfolio has managed by investing théedént sectors of the economy
to diversify and minimize the credit risk?

c. What is the status of high risk weight assets amd tisk weight assets in
comparison with total assets?

d. What is the portion of investment in governmentusigies to minimize the credit

risk and status of margin lending?

1.8 Statement of the Problem
Due to cut throw competition in the financial markanks seem to be ready to grand
much more loan, advances and other credit faaliigainst the sprit of credit policy
guidelines. Unsecured loan and Investment may cdtse liquidation of those
commercial banks on the funds. One wrongly investgtout thinking any financial
risk, systematic risk and there related facts,lthek can not obtain profitable return as
well as it should sometimes lose its principle. eethe thesis focused on the following:

= What is the status of non-performing loan?

= How portfolio is managed to diversify and minimibe credit risk?

» What is the status of high risk weight assets amd tisk weighted assets in

comparison with total assets?
= What is the portion of investment in governmentusgies to minimize the credit

risk and status of margin lending?

1.9 Objectives of the Study
The main objective of this study is to present ¢hedit risk management situation and
their strategy of those commercial banks with tekp lof collected data.
To achieve the above objective the specific objectire generated as follows.
a. To find the status and growth of nonperforming lototal loan and loan loss
provision of the respective bank
b. To analyze the lending portfolio i.e. concentration sector-wise lending
c. To find out the position of investment in governmsecurities

d. To find out the risky and low risk weighted ass#tthe banks
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e. To find out relationship between total deposits totdl lending

1.10 Significant of the Study

Credit risk management is vital to financial ingtibns to sustain the corporation. The
proposed study would be of enormous assistanceet@xtecutives of commercial bank
on how they should manage the loan portfolios. Msthe financial institutions have
been successfully manage the credit risk and abéatn profit. On the other hand many
have been facing problem of non-performing loane Study would be important as it
provide theoretical as well as conceptual framewalfrldifferent aspect of credit risk
management that can be useful to the credit rigkagpars of the financial institutions for
corrective actions.

The study would provide information to the govermtnagencies to formulate policies.
Also be useful to the general public to keep thands as a saving. Beside this the study
will be useful to more people and organization they, Trade Creditors, Investors, Stock
brokers, Academicians, Policy formulators, Gené&mablic to know the credit risk and
guality assets of the sample banks. Going throhghstudy might be helpful to analyze

the credit risk and financial performance of thaksa

1.11 Limitations of the Study
Like two sides of a single coin there are both fiesand limitations of the study. Some
of the specific limitations that arose in the stadg listed below.

1. Only secondary data have analyzed to interprettremerging from decision. So

the results depend on the reliability of secondtatg.

N

The study concern only a period of last five ygam the fiscal year 2061/62 to

2065/66 and conclusion drawn confines only thaioper

3. There are too many factors that affect credit ns&nagement. However only
those factors related with credit risk will be calesed in the study.

4. The accuracy of the study depends on the accufabg a@ata available.

5. The figure after the decimal are kept as per reguent.

6. There is always a restraint of time and resourdberstudy.
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1.12 Organization of the Study

Within the specified limitations the study focudesanalyze and figure out the clear
picture of credit risk position of the sample banksesearch study should be always in a
format of its own rules and guidelines. The ernsingdy carried out to different stages and
procedures as it needed. The overall study has beganized into five chapters i.e.
Introduction, review of literature, research metblody, data presentation & analysis and
finding, summary, conclusion & recommendation oa fibllowing way:

Chapter One: Introduction

It includes general background of the study, Negmlenancial System, Credit Market in
Nepal, Lending Criteria for the Commercial Banksstbrical Review of Banks, Profile
of Sample Banks, focus of the study, statemenhefproblem, objectives of the study,
significance of the study, limitations of the stuatyd organization of the study itself.
Chapter Two: Review of Literature

This chapter concerns about the concept of creskitmanagement and review of related
thesis or articles to highlight the related terms & present the available information
about previous related studies. Especially it idekiconceptual review, review of related
studies and review of articles & journals.

Chapter Three: Research Methodology

This chapter includes research design, populatiahsample, nature and sources of data,
data collection techniques, data processing praoeedu

Chapter Four: Data Presentation and Analysis

Various data are gathered from the applicationifi€rént methods and presented and
tabulated as required by the research objectivaga Bre interpreted and analyzed with
the help of various analytical tools and technigde.per the availability and nature of
data presentation has accomplished. The major @spdécthe data presentation are
analysis of non-performing loans, portfolio managetrin terms of sector-wise, security-
wise & product-wise loans, position of risky assetgpital adequacy of the bank and
investment in government securities.

Chapter Five: Summary, Conclusion and Recommendatits

This chapter includes summary, conclusions andmewendation of the study.
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CHAPTER TWO
LITERATURE REVIEW

2.1 Conceptual Review
Credit is the main product of any banks. Credik iis the major risk that banks are
exposed to during the normal course of lending aretlit undertaking. Credit risk

management must identify such risk during the aoofdending.

Meaning of Credit

A descriptive definition of credit given by the HEwbmist Dictionary of Economics,
which states thatcredit is use of possession of goods of servicgabowt immediate
payment”, that “credit enables a production to bgiel the gap between the production
and sale of goods” and that “virtually all exchange manufacturing, industry and

services is conducted in credit

Classification of Loans and Advances in a Summary
Loans and advances can be classified in the vatypes based on different criteria.
Following are the classification of loans and asemnbases on nature of loans, sector-

wise lending, based on security and based on tigk fu

Based on the Nature of Loans Classification Based&ector-Wise

» Overdraft Facility > Agriculture

» Casual Overdraft » Mining

» Demand Loans » Productions

» Term Loan » Constructions

> Bridge Gap Loans » Metal Productions, Machinery & Electrical

Tools & fittings

A\

Consortium/Participation Loang> Transportation Equipment Production & Fitting

» Hire Purchase Loans » Transportation, Communications & Public
Services
» Time Loan » Wholesaler & Retailers
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» Trust Receipt Loan » Finance, Insurance & Fixed Assets

» Pre-Shipment Loan » Service Industries

» Post Shipment Loan » Consumable Loans

Classification Based on Security > Local Governments

» Secured Risk Loan » Commercial or Industrial Loans

» Sovereign Risk Loan » Individual or Consumer Loans

» Bank Risk Loan » Others

» Unsecured or Normal Busines€lassification Bases on the Fund
Risk Loan

» Casual Risk Loan » Funded Loan

» Clean Risk Loan » Non-funded Loan

» Credit Card Risk Loan - Letter of credit

- Bank guarantee

Non Performing Loan

Non Performing Loan refers to those loans and ack&mwhich are not able to serve the
interest and the installment within the given pérad time. The term of non-performing
loan is popularly known as NPL as well as NPA. Ehare little differences in the basis
of measuring NPL in different countries, though tmcept is same. Everywhere it is
considered as one of the key economic indicatorfif@ncial stability and sustainable
economic development.

International Monetary Fund defines NPL as followA:loan is non-performing when
payments of interest and principal are past du@(glays or more, or at least 90 days of
interest payments have been capitalized, refinanmeddelayed by agreement, or
payments are less than 90 days overdue, but theretlaer good reasons to doubt that
payments will be made in full". In Indian contekis defined like that "Non Performing
Asset means an asset or account of borrower, whashbeen classified by a bank or
financial institution as substandard, doubtful osd asset, in accordance with the
directions or guidelines relating to asset clasatfon issued by the RBI. " In our context,
credits need to be classified in to four categonesnely pass, substandard, doubtful &

loss. Out of these classifications, the loan of ldmt three categories is called non-
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performing loan. In other words all loans classifes sub-standard, doubtful and loss
categories are called NPL. Based on this, whenoidme is classified as sub-standard due
to non-payment of interest or installments for 3nthg, it will convert in to NPL. In a
business of banking, they normally exposed to tmghk. NPA is not fully avoidable in
the banking industry. However it must be kept atinimum level as far as possible. At

the same time the possible loss must be providetedmtely.

Meaning of Risk

Risk refers to uncertainty on the investment fabgdhe investors. It is the possibility
that actual outcomes may be different from thogeeeted. Risk can be defined as the
possibility of deviation of the actual return frahre expected return. In other words risk
can be defined as the volatility of corporation’arket value. Risk management, on the
other hand, is the process of measuring or asgesskand then developing strategies to
manage the risk. In general, the strategies emglogelude transferring the risk to
another party, avoiding the risk, reducing the tiggaaffect of the risk, and accepting
some or all of the consequences of a particulfr ris

Credit Risk is the primary financial risk in the banking systand exits in virtually all
income producing activities. How a bank selects lmathages its credit risks is critically
important to its performance over time. Capital ldgpn through loan losses has been
main cause of most institutional failures. Thugnitfying and rating credit risk is the

essential first step in managing it effectively.

Types of Risk Faced by Commercial banks

Risks or uncertainties are the integral part ofkioamn business. In banking sector, risk
refers to the possibility that the bank will tumia liquidation. There are several inherent
risks in banking which can be classified into thtwead categories i.e. Credit Risk,
Market Risk and Operational Risk. Moreover, the Wsaface the systematic risk too.
Primarily, risk in the banking context is credgkithrough lending, which occupies about
60% of total risk portfolio. Therefore, this study mainly focused on the credit risk.

However, the brief introductions of Market Risk, éational Risk and Systematic Risk
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have also been included. The major sources of iriskanking business are briefly

discussed as below:

Credit Risk

Credit risk is most simply defined as the uncetiag that a banks’ borrower or
counterparty will fail to meet its obligations ima@rdance with agreed terniRisk, in
other words, can be called &be risk that the promised cash flows from loansa
securities held by Financial Institutions may net fpaid in full”. As per NRB Unified
Directives: ‘credit risk is the major risk that banks are expdsto during the normal
course of lending and credit undertakin@redit risk involves inability or unwillingness
of a customer or counterparty to meet commitmentseiation to lending, trading,
hedging, settlement and other financial transastion

Credit risk is generally made up of transactiok os default risk and portfolio risk. The
portfolio risk in turn comprises intrinsic and cemdration risk. The portfolio risk
depends on both external and internal factors. &tternal factors are the state of the
economy, wide swings in commodity/equity pricegeign exchange rates and interest
rates, trade restrictions, economic sanctions, @wwent policies, etc. The internal
factors are deficiencies in loan policies/admimigtm, absence of prudential credit
concentration limits, inadequately defined lendiligits for Loan Officers/Credit
Committees, deficiencies in appraisal of borrowdirsancial position, excessive
dependence on collaterals and inadequate riskngriebsence of loan review mechanism
and post sanction surveillance, etc.

Another variant of credit risk is counterparty ris€ounterparty risk comes from
nonperformance of a trading partner. The non-perémce may arise from
counterparty’s refusal to perform due to an advprge movement caused by systematic
factors, or from some other political or legal doait that was not anticipated by the
principals. Diversification is the major tool fopbmtrolling nonsystematic counterparty
risk. Counterparty risk is like credit risk, butig generally viewed as a more transient
financial risk associated with trading than staddaeditor default risk.

In addition, counterparty’s failure to settle adigacan arise from other factors beyond a

credit problem. So, the goal of credit risk manageimns to maximize a banks risk-
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adjusted rate of return by maintaining credit Bsfposure within acceptable parameters.
Banks need to manage the credit risk inherenteretitire portfolio as well as the risk in
individual credits or transactions. Bank shouldoat®nsider the relationships between
credit risk and other risks. The effective managamef credit risk is a critical
component of a comprehensive approach to risk ne@nagt and essential to the long-

term success of any banking organization.

Operational risk

Operational risk isassociated with the problems of accurately prongssettling, and
taking or making delivery on trades in exchangectsh. It also arises in record keeping,
processing system failures and compliance with ousri regulations. The Basel
Committee on Banking Supervision, Basel (Septen2@00), defines operational risk as
“the risk of loss resulting from inadequate or ddilinternal processes, people and
systems or from external events.” Operational riskses from inadequate control
systems, operational problems and breaches innadte@ontrols, fraud and unforeseen
catastrophes leading to unexpected losses forla béany of the operational-risk-related
functions such as regulatory compliance, financenagament, frauds, Information
Technology, legal, and insurance are carried outhbystaff and thus human resources

itself becomes a cause for operational risk

Market Risk

Market risk is the risk incurred in the trading adsets and liabilities due to changes in
interest rates, exchange rates, and other assespf®o, Market risk is exposure to the
uncertain market value of the firms asset. Majotdes affecting Market risk are:

Liquidity Risk

Interest Rate Risk

Foreign Exchange Risk
Liquidity Risk

Liquidity risk arises whenever financial institut liability holders, such as depositors or

insurance policyholders, demand immediate cashtheir financial claims. When
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liability holders demand cash immediately — thapigt their financial claims back to the
FI — the FI must either borrow additional fundssetl off assets to meet the demand for
the withdrawal of funds. An institution is said lhave liquidity if it can easily meet its
liability holders demand for cash either becausm# cash on hand or can otherwise raise
or borrow cash.

In banking sector, Liquidity risk is created whesmks hold different sizes of assets and
liabilities and mismatch occurs in maturity of tagsets and liabilities. Less amount of
liquid asset in bank may result in bankruptcy whaseexcess liquid asset may carry
interest rate risk over the period of time. Assifatal risk, prudent liquidity management
is the primary function of banking sector. Liquidihanagement is also to make sure that
expected shortfall amounts are funded at a reas®raist, ensure excess fund are
invested properly with reasonable returns and withearrying any interest rate risk to
the bank

Interest Rate Risk

Interest rate risk is the risk incurred by a finahanstitution when the maturities of its
assets and liabilities are mismatched. Intereseé Rask is the probability of decline in
earnings, due to the adverse movements of theesiteates in various markets. The
applicable interest earned on assets and lialilaied hence net interest margin is the
function of market variables and it may get changeernight or over a period of time
according to the market situation. Changes in therést rate can significantly alter net
interest income depending on the mismatch of assadsliabilities held by the bank.

Changes in interest rates also affect the markaevaf banks equity.

Foreign Exchange Risk

Foreign exchange risk is the risk that exchange ¢chinges can affect the value of banks
assets and liabilities denominated in foreign cwies. The bank is also exposed to
foreign exchange risk, which arises from the matumismatching of foreign currency
positions. In the foreign exchange business, baftds face the risk of default of the
counterparties or settlement risk. While such tgpeisk crystallization will not cause

principal loss, banks may have to undertake fresistctions in the cash/spot market to
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replace the failed transactions. Thus, the bank mayr replacement cost, which

depends upon the currency rate movements.

Systematic Risk

Some commentators define systemic risk as “thegimtiby that cumulative losses will
occur from an event that ignites a series of sugizedosses along a chain of financial
institutions or markets comprising a system.” Oshéowever, define it as “the potential
for a modest economic shock to induce substantktiity in asset prices, significant
reductions in corporate liquidity, potential bantities and efficiency losses.”

A common factor in the various definitions of syste risk is that a trigger event, such
as an economic shock or institutional failure, esus chain of bad economic
consequences—sometimes referred to as a dominct.efiekese consequences could
include (a chain of) financial institution and/oarket failures. Less dramatically, these
consequences might include (a chain of) signifidasses to financial institutions or
substantial financial-market price volatility. Intheer case, the consequences impact

financial institutions, markets, or both.

Credit Risk Management

As the name implies, credit risk management is ipted on the existence of risk and
uncertainty to leverage the earnings from lendiagat borrower. Credit risk arises
wherever a lender is exposed to loss from a bomoeainterparty, or an obligor who
fails to honor their debt obligation as they agreed contracted. Borrower demand
credits that will be used to reinvest in their In@sis for which they expect to earn return.
At the same time, lenders or financial intermeésusupply credit to earn a return when
these companies borrow. This process for extencliedit has a multiplier effect on the
money supply, so this is why credit is a powerfiver of our economy.

Extending credit would therefore be impracticalapdif not impossible, without the
events that have been brought on by deregulateminblogy, and disintermediation in
the financial services industry, all of which haaetually changed the psychology of

extending business and corporate credit. The pateaystematic impact on other
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financial entities when one financial institutiooldtls a significant aggregate exposure
for a borrower, obligor, or counterparty is to barhed.

Like wise, when exposures reach imprudent lendingtd because of high credit
concentrations, the losses may become too largéuwelto the institutions’ capital and
overall risk levels and the risk of credit defatdtean also occur from exposures based
on the concentrations of correlated risk factoes #re related to specific risk events.
Hence the credit risk management involves; rislkesssent of a single obligor and then
moving on the risk measurement of an entire poadfobperational practices and
structural process for implementing and creatingoand credit environment, credit
selection process that is used to evaluate newésssiand describe how transaction risk
exposure becomes incorporated into portfolio selectrisk, techniques used in
fundamental credit analysis, qualifying and intéigigh a transaction into the credit
portfolio with the applications of credit risk mageanent, credit rating system that have

come to play a pivotal role in managing credit risk

Credit Risk Mitigation

To mitigate the credit risk bank may use a numbeteohniques to which they are
exposed. As such credit risks exposures may bateddllized or a loan exposure may be
guaranteed by a third party. As a general rulesemured claim should receive a higher
capital requirement that an otherwise identicaincl@n which there is no collateral.
Similarly, the effect of the Credit Risk Mitigatiahall not be double counted and capital
requirement will be applied to banks on either sidehe collateralized transactions.
There are certain conditions such as legal ceyaiotv correlation with exposure,
maturity mismatch, currency mismatch, risk managenmand qualifying criteria for

guarantees need to be fulfilled.
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Figure 2.1: Modern Credit Approach
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Table 2.1: Flow Chart of the Loan Procedure

Step 1: Loan application from the prospective clients

Step 2:Verifying the loan application and collection efjuired documents/ information

Step 3:Conducting personal interview with the client.

Step 4:Obtaining credit information about prospectiveti

Step 5:Conducting site visit.

Step 6:Preparing credit appraisal report and getting didgyed by line of lending authorities

Step 7:Issuance of offer letter with terms and conditions

Step 8:Obtaining duly signed offer letter from the prosipes borrower

Step 9:Forwarding Credit Facility Report with signed ofégter to CACD for implementation

2.2 Principal of Risk Management

2.2.1 Principles for the Assessment of Banks’ Managent of Credit
Risk

Establishing an Appropriate Credit Risk Environment

Principle 1:

The board of directors should have responsibility fpproving and periodically
reviewing the credit risk strategy and significanédit risk policies of the bank. The
strategy should reflect the bank’s tolerance fek and the level of profitability the bank
expects to achieve for incurring various credksis

Principle 2:

Senior management should have responsibility fgleémenting the credit risk strategy
approved by the board of directors and for develgppolicies and procedures for
identifying, measuring, and monitoring and contngl credit risk. Such policies and
procedures should address credit risk in all of bla@k’s activities and at both the
individual credit and portfolio levels.

Principle 3:

Banks should identify and manage credit risk inhene all products and activities.
Banks should ensure that the risks of productsaatidities new to them are subject to
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adequate procedures and controls before beingduntesl or undertaken, and approved in
advance by the board of directors or its approprcaimmittee.

Operating under a sound credit granting process

Principle 4: Banks must operate under sound, well-definediteggdnting criteria. These
criteria should include a thorough understandinthefborrower or counter party, as well
as the purpose and structure of the credit, argbiisce of repayment.

Principle 5: Banks should establish overall credit limits &g tlevel of individual
borrowers and counter parties, and group of coedecbunter parties that aggregate
different types of exposures, both in the bankingd iading book and on and off balance
sheet.

Principle 6: Banks should have a clearly established procegtace for approving new
credits as well as the extension of existing ceadit

Principle 7: All extensions of credit must be made on an aflergith basis. In
particular, credits to related companies and imlligls must be monitored with particular
care and other appropriate steps taken to contrahitigate the risks of connected
lending.

Maintaining an Appropriate Credit Administration, M easurement and Monitoring
Process

Principle 8: Banks should have in place a system for the ongadministration of their
various credit risk-bearing portfolios.

Principle 9: Banks must have in place a system for monitoring tlondition of
individual credits, including determining the adaqy of provisions and reserves.
Principle 10: Banks should develop and utilize internal riskrrgtsystems in managing
credit risk. The rating system should be consistetit the nature, size and complexity of
a bank’s activities.

Principle 11: Banks must have information systems and analytézdiniques that enable
management to measure the credit risk inherent onaand off-balance sheet activities.
The management information system should provideqgaate information on the
composition of the credit portfolio, including idéitation of any concentrations of risk.
Principle 12: Banks must have in place a system for monitorirgaberall composition

and quality of the credit portfolio.
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Principle 13: Banks should take into consideration potentialrieitthanges in economic
conditions when assessing individual credits amdt ttredit portfolios, and should assess
their credit risk exposures under stressful coodsi

Ensuring Adequate Controls over Credit Risk

Principle 14: Banks should establish a system of independenginggredit review and
the results of such reviews should be communicditedtly to the board of directors and
senior management.

Principle 15: Banks must ensure that the credit-granting funcierbeing properly
managed and that credit exposures are within lesaisistent with prudential standards
and internal limits. Banks should establish andoes® internal controls and other
practices to ensure that exceptions to policiescqmures and limits are reported in a
timely manner to the appropriate level of managdmen

Principle 16: Banks must have a system in place for managinglgmolzredits and

various other workout situations.

2.2.2 Fundamental Principles for the Management andupervision of
Liquidity Risk

Principle 1: A bank is responsible for the sound managemetigoidity risk. A bank
should establish a robust liquidity risk managenfearhework that ensures it maintains
sufficient liquidity, including a cushion of unemabered, high quality liquid assets, to
withstand a range of stress events, including thiegelving the loss or impairment of
both unsecured and secured funding sources. Sspeswhould assess the adequacy of
both a bank's liquidity risk management framewank &s liquidity position and should
take prompt action if a bank is deficient in eithega in order to protect depositors and to
limit potential damage to the financial system.

Governance of liquidity risk management

Principle 2: A bank should clearly articulate a liquidity risldlerance that is appropriate
for its business strategy and its role in the foainsystem.

Principle 3: Senior management should develop a strategyciesliand practices to
manage liquidity risk in accordance with the risketance and to ensure that the bank

maintains sufficient liquidity. Senior managemenhowd continuously review
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information on the bank’s liquidity developmentglaeport to the board of directors on a
regular basis. A bank’s board of directors showdgiew and approve the strategy;
policies and practices related to the managemeliqutlity at least annually and ensure
that senior management manages liquidity risk &ffely.

Principle 4. A bank should incorporate liquidity costs, beteefind risks in the internal
pricing, performance measurement and new prodymioapl process for all significant
business activities (both on and off-balance sheabgreby aligning the risk-taking
incentives of individual business lines with thquidity risk exposures their activities
create for the bank as a whole.

Fundamental Principles for the Management and Supetfision of Liquidity Risk
Measurement and Management of Liquidity Risk

Principle 5: A bank should have a sound process for identfymeasuring, monitoring
and controlling liquidity risk. This process shouidclude a robust framework for
comprehensively projecting cash flows arising frassets, liabilities and off-balance
sheet items over an appropriate set of time hosizon

Principle 6: A bank should actively monitor and control ligiydrisk exposures and
funding needs within and across legal entitiesjri®ss lines and currencies, taking into
account legal, regulatory and operational limitasido the transferability of liquidity.
Principle 7: A bank should establish a funding strategy thatviples effective
diversification in the sources and tenor of fundirig should maintain an ongoing
presence in its chosen funding markets and strelatjonships with funds providers
Principle 8: A bank should actively manage its intraday liquidipsitions and risks to
meet payment and settlement obligations on a tinbalgis under both normal and
stressed conditions and thus contribute to the #mdanctioning of payment and
settlement systems.

Principle 9: A bank should actively manage its collateral possi differentiating
between encumbered and unencumbered assets. Ashaald monitor the legal entity
and physical location where collateral is held &ogv it may be mobilized in a timely
manner.

Principle 10: A bank should conduct stress tests on a regulas b@&sa variety of short-

term and protracted institution-specific and mankete stress scenarios (individually
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and in combination) to identify sources of potdnliquidity strain and to ensure that
current exposures remain in accordance with a lsagdgtablished liquidity risk tolerance.
A bank should use stress test outcomes to adgubtjutidity risk management strategies,
policies, and positions and to develop effectivetit@ency plans.

Principle 11: A bank should have a formal contingency fundinghl@FP) that clearly
sets out the strategies for addressing liquidityrtsalls in emergency situations. A CFP
should outline policies to manage a range of steesgronments, establish clear lines of
responsibility, include clear invocation and estiafaprocedures and be regularly tested
and updated to ensure that it is operationally stbu

Principle 12: A bank should maintain a cushion of unencumberegh Quality liquid
assets to be held as insurance against a rangguality stress scenarios, including those
that involve the loss or impairment of unsecured aypically available secured funding
sources. There should be no legal, regulatory eraiwnal impediment to using these
assets to obtain funding.

Public Disclosure

Principle 13: A bank should publicly disclose information on gukar basis that enables
market participants to make informed judgments &l soundness of its liquidity risk
management framework and liquidity position. Présgrbelow are some commonly

used liquidity measurement and monitoring techrscagiopted by the banks.

2.2.3 Principles for the Management of OperationaRisk

There are some fundamental principles that all banmkgardless of their size or
complexity, should address in their approach taatpenal risk management.

» Ultimate accountability for operational risk mgement rests on the board, and the
level of risk that the organization accepts, togetwith the basis for managing those
risks, is driven from the top down by those chargdth overall responsibility for
running the business.

* The board and executive management should ettsatrthere is an effective, integrated
operational risk management framework. This shaualkcbrporate a clearly defined

organizational structure, with defined roles andpomsibilities for all aspects of
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operational risk management/monitoring and appaberitools that support the
identification, assessment, control and reportihkey risks.

* Board and senior management should recognizeerstaohd and have defined all
categories of operational risk applicable to thekb&urthermore, they should ensure that
their operational risk management framework adedyabvers all of these categories of
operational risk, including those that do not raldind themselves to measurement.

» Operational risk policies and procedures thaantyedefine the way in which all aspects
of operational risk are managed should be docurdeated communicated. These
operational risk management policies and procedshesild be aligned to the overall
business strategy and should support the continngu®vement of risk management.

* All business and support functions should beraegral part of the overall operational
risk management framework in order to enable th&klhia manage effectively the key
operational risks facing the bank.

* Line management should establish processes fer identification, assessment,
mitigation, monitoring and reporting of operatiomaks that are appropriate to the needs
of the bank, easy to implement, operate consisteatler time and support an

organizational view of operational risks and matefailures.

2.3 Review of NRB Directives

NRB has been issuing the circulars based on varamis, rules, regulations and
directives time to time to control and monitor tt@mmercial banks. At present context,
the directives are issued by NRB quite regulany.2005, NRB, by using the rights
given by the Nepal Rastra Bank Act 2058, has issuefied directives to regulate all

three categories of financial sectors in Nepal tsuee that the banking industry
functions as per the international standard and &ishave more effective control
mechanism for overall financial sector. Latest NRBified Directives 2067 has in

implementation. In this new unified directive, loatassification and provisioning of

loans of financial institutions are mentioned wiitie objective to minimize the possible
risks associated with credits extended by finanastitutions in the form of overdratft,

loans and advances, bills purchased and discoumtesefore, as per this new unified
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directive banks should classify the loans and adesion the basis of aging of principal

amount into the following four categories.

Classification of Loans and Advances:

Pass Loan

Loan and advances which principal amount paymenhat due yet or if the due has not
exceeded the due date for a period of three maatsncluded under this category.
Such loans and advances are defined as Perfornoiug. L

Substandard Loan

All the loans and advances, which due principal am® have exceeded the due date for
a period of three months to six months are includedis category.

Doubtful Loan

All the loans and advances, which principal amasrtue for a period of six months to
one year, are included under this category.

Bad Loan

All the loans and advances which principal amows ¢rossed the due date for a period
of more than one year as well as the advances wiaich least possibility of recovery or
considered unrecoverable and those having thinilpbigsof even partial recovery in
future shall be included in this category.

Pass Loans and advances are defined as PerformmamgsLLoans and Advances falling
under the category of Sub-standard, Doubtful, aad Boan are classifieds and defined
as Non- Performing Loan.

There is no restriction to grade the loans and acks from low-risk category to high-
risk category. For e.g. Substandard loans and aggacan be graded to the Doubtful or
Bad Loans Category; and the Doubtful loans and rach& can be graded under the
Category of Bad Loans on the basis of the intedisretion of the banks management.

The term “Loans and advances” also includes this Biirchase and Discounts.
Additional Arrangements in Respect of Pass Loan

The loans and advances that are fully secured loy gitver, fixed deposit receipts and

Nepal Government securities shall be included ufi@eod loan/Pass Loan” category.
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However, where the fixed deposit receipt or govesnitrsecurities or NRB Bonds is
placed as secondary collateral for security ag&iast for other purposes, such loan has
to be classified on the basis of ageing. Loansnatjdixed Deposit Receipts of other
banks shall also qualify for inclusion under PassrL If the working capital loans of
one year maturity period is renewed that can belegtanto pass loan category. In
working capital loans, if the interest payments aoé timely made, such loans can be

graded as per the due days.

Additional Arrangements in Respect of “Bad Loan”

Even if the loan is not past due, loans having @ngll of the following discrepancies
shall be classified as “Bad Loan”

1) Insufficient collateral.

ii) If the borrower has been declared bankrupt.

iii) The borrower is absconding or cannot be found

Iv) Purchased or discounted bills are not realwgtin 90 days from the due date; and
if the non-funded facilities like Letter or credguarantee, and other liabilities turn into
funded facilities and is not repaid within 90 days.

v) Misuse of Loan: lere misuse of Loans means if the loan has not beed for the
original purpose for which it was taken, the busmé&or which is the loan is taken is not
in operation, the incomes from the concerned bgsirere used for other purposes
instead of repaying of loan, and if the misusehef funds are proved on inspection by
the inspector or by the auditor.)

vi) Owing to non-recovery, initiation as to auctiog of the collateral has passed six
months and if the recovery process is under ligat

vii) Loans provided to the borrowers who are blatkd by the Credit Information
Center Limited.

viii) If the project or business for which the loanprovided is not in the condition of
operating or if it is closed.

ix) Credit card loan not written off which is du@se 90 days.

X) Trust Receipt Loans that not recovered withia taturity.
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Rescheduling and Restructuring of Loan

1. In respect of loans and advances falling unkercategory of Substandard, doubtful
or loss, banks may reschedule or restructure saafslupon receipt of a written plan of
action from the borrower citing the following reaso

a) Evidence of adequate collateral and documenta¢igarding Loans.

b) An evaluation of the borrower/ enterprises mamnagnt with particular emphasis on
efficiency, commitment and high standards of bussrethics.

In the written plan of action, the borrower shouf@ntion the internal and external
causes contributing to deterioration of the quatifyjoan. The reduced degree of risk
inherent to the borrower/ enterprise determinecslyzing its balance sheet and profit
and loss account in order to estimate recent clastsfand to project future one, in
addition to estimate recent cash flows and to ptdjgure ones, in addition to assessing
market conditions.

Note: Rescheduling means to extend the loan paymentcptrai have been borrowing
by the customer. Restructuring means to changééretype and terms and conditions
and including the changes in loan payment schedule.

2. To reschedule or restructure the loans, it indatory that at least 25% of past dues
up to rescheduled or restructured date should loelyyathe borrower. If the loan will be

regular for two years it can be categorized intssHaban.

Loan Loss Provisioning

1. The loan loss provisioning on the basis of thest@anding loans, advances and
Discounts are classified as per the new unifie@atives 2067, shall be provided as
follows:

Table No 2.2: Loan Loss Provisioning

Classification of Loan Loan Loss Provision
Pass Loans 1%

Substandard Loans 25 %

Doubtful Loans 50%

Bad Loans 100%

Loan loss provision set aside for performing loandefined as “General Loan Loss
Provision” and Loan Loss provision set aside fomNRerforming Loan is defined as
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“Specific Loan Loss Provision”. Where the banksvie for loan loss provisioning in
excess of the proportion as required under direstof NRB, the whole amount of such
additional provisioning may be included in Genekalan loss Provision under the
supplementary Capital.

2. Loan Loss Provisioning in respect of reschedwstructured or swapped loan a) for
rescheduled/restructured loan, loan loss provishauld be at least 12.5%. b) In Case of
rescheduling or restructuring or swapping of indure guaranteed priority sector credit,
the loan loss provisioning shall be provided at tmgth of the percentage mentioned in
clause (a) (c) If interest and principle of resalled / restructured loans have been
served regularly for two years, such loans candmeerted into “Pass Loan” Category.

3. Priority sector or deprived sector loans whigh ot insured should be provisioned as
per above clause no. 1.

4. Additional Provisioning in the case of PersoGalarantee Loans Where the loan is
extended only against personal guarantee, a stateofighe assets, equivalent to the
personal guarantee amount not claimable by anyr cthall be obtained. Such loans
shall be classified as per above and where thesldalh under category of Pass,
Substandard and Doubtful, in addition to normahléass provision applicable for the
category, an additional provision by 20 percentpehall be provided. Classification of
such loans and advances shall be prepared separdtice the loan loss provision
required against the personal guarantee loan willd% for all categories of loans.

Capital Adequacy Ratio (Directive No. 1)

Capital Adequacy Ratio (CAR) is the proportion @&pital Fund or Shareholders equity
on the total risk weighted asset of a bank. In othards, it is the capital portion, which
is used to finance the asset. The total risk wemjta#tsset, on the other hand, includes
both on & off balance sheet items, which has basedrwith certain percentage of risk.
The risk weight of asset ranges from zero for casiiance at NRB and investment in
government bonds to 100 % for loans and advandes higher the risk weighted asset
means lower will be the capital adequacy ratio apital Adequacy Rato is the ratio
between Capital fund and Risk Weighted Asset. Adiogy to unified directive 2067, the

capital fund includes two types of capital; primand supplementary capital.
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Core Capital (Tier 1)

Primary capital refers to core capital of a bankjiokw includes the share capital
employed by the shareholders and all the reservetam@ed by a bank. Primary capital
includes:

Table No 2.3: Core Capital (Tier 1)

Paid up Equity Share Capital

Irredeemable Non-cumulative preference shares

Share Premium

Proposed Bonus Equity Shares

Statutory General Reserves

Retained Earnings

Un-audited current year cumulative profit

I o T m O O W

Capital Redemption Reserve

Capital Adjustment Reserve

Dividend Equalization Reserves

Other Free Reserve

Less: Goodwill

Less: Miscellaneous Expenditure not written off

Less: Investment in equity in licensed Finantatitutions

Less: Investment in equity of institutions withancial interests

Less: Investment in equity of institutions in e of limits

Less: Investments arising out of underwriting ootments

Less: Reciprocal crossholdings

W ” O T Ol Z Z | x| «

Less: Other Deductions

Supplementary Capital (Tier II)
Supplementary Capital refers to all the reservask bems made for specific purpose,

such as loan loss, foreign exchange loss etc. Up@eamentary capital includes:
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Table No 2.4: Supplementary Capital (Tier II)

Cumulative and/or Redeemable Preference Share

Subordinated Term Debt

Hybrid Capital Instruments

General loan loss provision

Exchange Equalization Reserve

Investment Adjustment Reserve

Assets Revaluation Reserve

I @ T m O O W

Other Reserves

Capital Fund (Tier | and Tier II)
Capital Fund includes both the core and supplemertgapital. It can be stated in
equation as below:

Capital Fund = Core Capital + Supplementary Capital

Risk Weighted Asset

Risk Weighted Asset, on the other hand, referdéoall the on and off balance sheet
assets, which has provided certain percent ofwisight that ranges from zero for cash,
balance with NRB, investment in government seasito 100 percentage for loans and
advances, fixed asset etc. Risk Weighted Assetidiesl both the on and off balance
sheet assets.

On balance sheet asset includes three types ofvagihted asset (i.e. 0 %, 20 % and
100%). Zero percentage risk weighted assets inchalh and bank balance, gold
(tradable), investment in NRB and Government Bomolsn against own banks fixed
deposit receipts and government bonds, Interesivaale on National Saving Bonds.
20 % risk weighted asset includes balance withllaca foreign banks, loan against
other banks fixed deposit receipts, money at t@dh against internationally rated banks
guarantee and other investment on internationatlyorbanks. 100 % risk weighted asset
includes investment on shares and debentures, lahsaadvances, fixed assets, other

investment, all other assets (excluding tax padiaostrued interest receivable.)
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Off balance sheet assets includes four types kiweighted asset (i.e. 0 %, 10%, 20%,
50 % and 100%). Bills collection has 0 % risk. eetf credit with maturity period less
than 6 months and guarantee against counter geararitinternational rated foreign
banks have 20 % risk. 50 % risk weighted asseudwsd letter of credit with maturity
period more than 6 months, bid bond, underwriting performance bond. 100 % risk
weighted items include advance payment guarantegndial guarantee, other
guarantee, irrevocable loan commitment, contingkebility on income tax and
acceptance and other contingent liability.

The Capital Adequacy ratio of a bank is calculasdbelow:

Capital Adequacy Ratio for Core Capital

Capital Adequacy Ratio = .Core (?apltal
Total Risk Weigh ted Assets

Capital Adequacy Ratio for Total Capital Fund

Capital Adequacy Ratio = .Cap|tal. Fund
Total Risk Weigh ted Assets

According to NRB directive 2067, the statutory GapAdequacy Ratio for core capital
is 6 %; where as CAR for total capital fund is 1Gcd¥’'A Class’ financial institutions.

2.4 Review of Some Relevant Studies
During this study different review of related bopksview of related thesis, review of

related articles, and review of related papers limve for the concrete findings.

Review of Thesis

1. Shrestha, Sumnima (2007) on “A study of Creditisk management of Nepalese
commercial banks comparative study between Kumari &nk Itd. and
Machhapuchchhre bank Itd.” has made study about a part of credit risk astastiaith
those banks. The study aims to examine and anhlyzethe selected commercial Banks
have managed mainly credit risk in this competitiepalese banking industry.

The study of credit risk management, following nndjodings have been obtained:

i. The major problems in credit risk are relatedh® broad areas of concentrations, credit

processing, and market- and liquidity-sensitiveditrexposures. From the analysis of
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primary data, it is found that the majority of tlespondents of both banks have favored
with the banks single sector, which is up to 10 4otal loan. However, the sector wise
lending analysis portrays that KBL and MBL haveegxted up to 19.88 % and 30.12%
of loan in a single sector respectively in FY 2@&5/Similarly, the exposure on the
single sector of KBL and MBL exceeds 10 % of tédan in 3 and 5 sectors respectively.
The single sector loan to core capital shows thatratio crossed 100% in 2 sectors of
both KBL and MBL. In regard to concentration rig8L has more risk in manufacturing
and others sector where as MBL has more risk onufaaturing and Whole seller and
sectors as the single sector credit to core cafaital in these sectors is more than 100 %.
MBL has very high loan concentration on manufacrsector of 199.35% of the core
capital. From the personal interview of the keypmglents it was found that both banks
have been extending credit in those highly conededir sectors after getting approval
from the board of director. This clarifies that centration risk is the main source of
credit risk for KBL and MBL.

il. Similarly, lack of systematic and thorough dtgarocessing is also the major source of
credit risk in these banks. The problems in crediicessing include lack of thorough
credit assessment, absence of testing and validatioew lending techniques, subjective
decision-making by senior management, lack of &ffecredit review process, failure to
monitor borrowers or collateral values, and failofébanks to take sufficient account of
business cycle effects etc. Likewise the markesitgr and Liquidity-sensitive
exposures also increase the credit risk of thesd&shaSimilarly, it is found that both
banks have their own rating system of the credéntland the sectors. Both banks have
ranked 1st to the manufacturing sector where af\greulture sector has been ranked
the last on the basis of priority. KBL has chos#mecs sector and real estate business in
2nd and 3rd position respectively, where as the MBS just opposite preference in these
sectors.

ii. Likewise, KBL has ranked Character, Collatemd Capacity of borrower first,
second and third criterion for granting credit whas MBL ranked Character, Capacity
and Capital first, second and third priority redpedy. The hypothesis test on the
preference of the banks staff also proves thaetieno significant difference between

observed and expected frequency of ranking.
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iv. From the analysis of lending against varioukaterals, it has been found that both the
banks have lent highest amount of loan againstrtbeable/ immovable property. The
average lending over 5 years period of KBL and M&jainst movable/ immovable
property is Rs. 2,987 million and 2,673 million pestively. Similarly, the lending
against others securities (i.e. other than presdritly NRB) is second position for both
banks, whereas the lending against guarantee af bamks and finance companies is in
third position. However, MBL has also granted lagithout any collateral. The average
amount of loan without collateral is Rs. 3 milliannually, which is in the”BpIace on
ranking. On the contrary, KBL has not granted aanlwithout backing any collateral.

2. Shrestha, Sumnima (2009pn Credit Risk Management of Nabil Bank Limited
And Nepal Investment Bank Limited has made study about a part of credit risk
associated with those banks. The study aims to eveathe status of the loan portfolio of
the banks, problems and weakness in credit riskagement. The study of credit risk
management, following major findings have been iokthk

- The overall aspect of liquidity position, Liquidiposition of NIBL is comparatively
better than NABIL. The mean current ratio of NABi& 1.89 and NIBL is 1.99 the
current ratio of NIBL is little higher than NABILCash and bank balance to total deposit
ratio of NIBL has higher than NABIL i.e. 10.65% >63% which indicates that the bank
has higher liquidity of NIBL as compare to NABIL.agh and bank balance to current
assets ratio of NIBL is higher than NABIL i.e. 199%. > 8.20%.

- Investment on government securities to curresetasof NABIL has higher than NIBL
i.e. 30.95% > 13.76%. It shows NABIL has investearenfund in government securities.
So, Liquidity position of NIBL is comparatively et than NABIL.

- An asset management aspect of NABIL is betten thNdBL, which is justified
following ratio. The loan & advances to total depostio of NABIL is lower than NIBL
68.11% <71.8. The total investment to total depoSiNABIL is higher than NIBL i.e.
34.40% >27.45%. It shows the NABIL is mobilizing ifunds on investment in various
securities efficiently. The loan & advances to l@ssets ratio of NIBL is greater than
NABIL.
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- Investment on government securities to totaltasstio of NABIL is higher than NIBL
i.e. 18.68% > 11.70%. This indicates that NABIL hagested more portions of total
assets on government securities. so An asset nraeag@spect of NABIL is better than
NIBL by little higher loan & advances to total degoratio, loan & advances to total
assets ratio for NABIL.

- The profitability position of NABIL and NIBL ar&eturn on loan & advances ratio of
NABIL is higher than that of NIBL i.e. 4.64%> 2.46%eturn on total assets ratio of
NABIL is slightly higher than NIBL i.e. 2.61%> 1.9& However, NABIL seems
successful in managing and utilizing the availaddsets in order to generate revenue.
Return on equity of NABIL is higher than NIBL, wihcshows that NABIL is more
successful to earn high profit through the effitiatilization of its equity capital. Total
interest earned to total assets ratio of NABILaktively little higher than that of NIBL
i.e. 5.85% >5.52% .Total interest earned to tof@rating income ratio of NABIL is
lower than NIBL. It means the greater portion abtmperating income is occupied by
total interest for NIBL. Total interest paid to abtassets ratio of NIBL is higher than
NABIL i.e. 2.38 % > 1.76%. It shows NIBL has highterest expenditure to total assets.
It supports NIBL to increase to interest paid teeming incomeOverall findings of
profitability ratios show that NABIL has utilizetsifund in risk free asset and NIBL has
earned profit by interest mobilization.

- Average credit risk ratio of NIBL is higher th&ABIL i.e. 2.15 > 1.58. These Ratios
indicate the more efficient operating of credit mgement of both banks according to
NRB directives because according to NRB directiMéd. ratio must be less than 5%.
The liquidity risk of the bank defines its liquigineed for deposit. The average mean
ratio of NIBL is greater than that of NABIL. AssBisk Ratio analyzed the Asset Risk
Ratio of NABIL and NIBL. The analysis shows thattibdanks have the Asset Risk
Ratio in fluctuating trend. The mean ratio of NIB& higher than that of NABIL
(.e.87.10 %< 85.98). So its reveals that bothliheks have high interest rate risk which
is not desirable for any commercial bank.

- Coefficient of correlation between total depaaitd loan & advances of NABIL and
NIBL have highly positive correlated. The corredatibetween total deposit and loan &

advances are 0.989 and 0.997. The relationshigmthf bank are significant. There is
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positive correlation between total deposit and|totaestment of NABIL and NIBL.
NABIL has little low degree of positive co-relatioe.0.926 than NIBL i.e. 0.928. Both
banks correlation coefficient is significant beaauke correlation coefficient is more
than 6 P.Er. Correlation between Loan and advandenat profit of NABIL is 0.955 and
NIBL is 0.989. The relationship between Loan andaade and net profit of NABIL has
significant and NIBL has insignificant due to mamed less than 6 P.Er. The degree of
relationship between total investment and net pafiNIBL is high than NABIL. The
relationship between Loan and advance and nettpodfiNABIL and NIBL are
significant. Correlation coefficient of total deptdsetween NABIL and NIBL shows high
positive correlation i.e. 0.996. Correlation coa#nt is also significant. Similarly, the
correlation of total investment between NABIL andBN is positive correlation. It
implies that the total investment of both banks eaw the same direction but less
proportionately. The degree of relationship of Idaadvances between the NABIL and
NIBL is high because correlation coefficient betwdean & advances of these two
banks is 0.997. The correlation of net profit beawdNABIL and NIBL is positive i.e.
0.996. It implies that the

Net profit of both banks move in the same directibime relationship between two banks
is significant. From the above analysis both baa jpositively correlated.

- Time Series Analysis revealed following analy$N®\BIL and NIBL have increasing
trend in collecting deposit the rate of incremehtatal deposit for NIBL seems to be
higher than that of NABIL Here NIBL has better gasi in collecting deposit than
NABIL. The trend line of loan & advances for bothriixs is upward slopping. It refers
that both the banks are increasing in disbursenoéniban & advances. The total
investment trend line of NABIL and NIBL is upwartbgping where as NABIL has little
high upward slopping of total investment trend lthan NIBL. The trend line of Net
profit for NABIL and NIBL is upward slopping, But IBL has little high than NABIL.
Trend of Both bank has increasing trend.

Review of Articles and Journals

In 2008, Maha Prasad Adhikari (Director, Bank Sumon Department, NRB) wrote an
article onNon-Performing Loan & its Management which was published in NRB News
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letter Volume 4 Publication of Central Bank of Nepaln the article he describe the
reasons of NPL and its resolution as under.

Reason behind High Level of NPAThe process of credit risk management starts from
the formation of appropriate credit policy/guidelgfrules and also comprises of credit
appraisal, mitigation of the credit, credit docunagion, processing, credit control,
monitoring, follow-ups, counseling, board oversiginid timely recovery actions. When
any of these steps is compromised, the loan mayecbmto NPL. Lack of guiding rules
at the beginning, Inadequate project appraisatjdgaate equity contribution, Inadequate
credit risk mitigates especially for peculiar nemjpcts, "Consortium financing" without
the spirit, Business failure due to conflict andnsoother reasons, Lack of internal
control on credit operation, Poor credit monitorih@ck of special purpose vehicles to
reduce NPA, Lack of timely recovery action, Traahial supervision in the past and
Insider lending and other poor governance issu¢h&énportant factors that contributed
for creating NPA and retention of high level of N long period of time.

NPL Resolution: Once the loan is converted in to the NPL, it mustésolved on time
with appropriate NPL management strategy and melbgg. The following are some of
the NPL management mechanism,;

- Creation of special unit for NPA management tonage the NPA by specialized people
concentrating on nonperforming loans.

- Formulation of special recovery policies for ghgperiod of time to resolve the
accumulated NPA.

- Formation of National Credit Restructuring Cetl testructure the loan of those
borrowers with national interest, which are feasibl future but not able to serve the loan
and run the business due to debt trap.

- Formation of Special purpose Vehicles (SPVs)darertain period of time and reduce
the level of NPL substantially. It can be done bgywof formation of specific Assets
Management Company (AMC) for a bank or nationaéleAMMC.

- Timely recovery actions & timely write-offs of dé accounts. Un-due time for the
recovery actions to the borrower further complisatee accounts. Once the account get
defaulted starts recovery action immediately. Itstnoe rule based. Similarly write-off

should be done regularly. Once the account of eola@r gets dead, it's a business loss. It
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has to provide for and removed from the assetsowtttbailing out the defaulted
borrower.

On 2008 Takang, Felix Achou (University of Skév8ehool of Technology and Society)
Ntui, Claudine Tenguh (University of Skévde, SchobllTechnology and Society) wrote
an article orBank performance and Credit Risk Management. The axle of his article is
to have a clearer picture of how banks manage tnedit risk. In this light, the study in
its first section gives a background to the study the second part is a detailed literature
review on banking and credit risk management taold assessment models. The third
part of this study is on hypothesis testing andisseade of a simple regression model.
This leads us to conclude in the last section thaks with good credit risk management

policies have a lower loan default rate and reddgihigher.

2.5 Research Gap

From the review of various literatures, it has bémmd many research works have been
done on the study of NRB Directives and its compu@& and analysis of credit
management through loan loss provision, non-peifggnioans and capital adequacy.
Very few theses have been found on the creditmakagement and the analysis based
on the financial ratios of liquidity risk, NPL arather trends. Sector-wise lending i.e.
portfolio management, security-wise lending anddpat-wise lending was not analyzed
which is the most important aspect of the credit management. So, the researcher can
make further research on credit risk managemerddoan the portfolio management in
many ways. Liquidity, asset management, positionisi weighted assets, profitability
and other risk and the actual practices followed tbg management of Nepalese
commercial banks from its own side besides the NiRBctives to manage and control
the credit risks has also high-lightened.

Hence, the researcher had attempted to fill thig lgg measuring the credit risk of
SCBNL and RBB by studying their credit risk managetsystem. This study also aims
to find out the organizational structure of SCBNInda RBB for the proper
implementation and compliance of NRB Directives amenanage the credit risk as per

the risk management guidelines of NRB.
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CHAPTER THREE
RESEARCH METHODOLOGY

The analysis of data will be done according to grattof data available. Because of
certain limitations simple analytical statisticalols such as graph, percentage, Karl
Pearson's co-efficient of correlation and the methbleast square are adopted in this
study, similarly, some strong accounting tools saslratio analysis and trend analysis
has been used for financial analysis.

The various calculated result obtained throughniomal accounting and statistical tools

tabulated under different heading. Then these ball compared with each other to

interpret the results.

For the analysis, both the primary and secondaty dathese banks are used collected
from their quarterly reports, periodic annual repassued. The NRB guidelines and

reports are also studied in details; the viewsust@mers are reviewed and interpreted for
the study. For collecting the information differeméb sites are surfed frequently from

where we can find out the latest information oftefwieancial sector and so on.

3.1 Research Design

The research design was aimed to ensure the rbseancclearly answer the research
problem and involved systematizing the researclvigctThe research is carried out as
the basis of secondary sources data in which degady exists is the most appropriate
for this research. Descriptive and analytical redealesign is used in this study and
effective research techniques are employed to edjyeientify the weakness of these

banks.

3.2 Universe and Sample

The universe of the study is all commercial barfki@pal (private and public) operating
and facilitating credit products to its customdrsere are 28 commercial banks in Nepal.
All the banks have been involving the banking atiés since long and offering credit to

its customers. Out of them, two commercial banksheeen chosen on random sampling
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method. The aim to selection of a sample is one fpablic banks and another from any

private sector banks. SCBNL and RBB are sampléiistudy.

3.3 Data Collection Procedures

The annual reports of the concerned banks werengotdrom their head office and their
websites. The main sources of data are annualtrepaoncern financial institute. NRB

publication such as Banking and Financial StassEconomic Reports, Annual Reports
of NRB etc has been collected from the persona eixoncerned department of NRB at
Baluwatar. Besides, a details review materialscatkected from the library of Shanker
Dev Campus, Central Banks’ Library and Central &rigrof T.U.

3.4 Sources of Data

The study is mainly based on the secondary datactetl from the different published

sources i.e. internal secondary data and exteswnslary data. The annual reports of
RBB and SCBNL, various reports from NRB and othegarts are used to collect the
secondary data. Besides these, other essentiahddtanformation were collected from

some published and unpublished documents. Theroksbas also consulted the library

to gather necessary data and information duringoliese of research work.

3.5 Data Collection Techniques

Both the technique of collecting secondary datarivdl and external have been used to
obtained the necessary data/information from imtleaccounting, booklets, journals,
thesis of previous researchers, periodic and amepalrt published by NRB and articles
of different bankers. Different websites have beesed http://www.nrb.org.np,

www.google.com

3.6 Tools and Techniques Used
"The analysis of data consists of organizing, tathd, and performing statistical
analysis" (Wolf and Pant: 127). In this study, was financial and statistical tools have

been used to achieve the objective of the studycodling to the pattern of data
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available, the analysis of data has carried outardial and statistical tools have been

used and applied to find the objectives of thewtud

Financial Tools/Ratios

The financial tool is one of the most importantlfeehich includes ratio analysis and the
other one financial statement analysis have beed usthis study. Financial tools are
used to examine the financial strength and weakoebsink. Although there are many
financial ratios, only selected ratios are usethis study.

Ratio analysis is a technique of comparative amalgsd interpretation of financial
statement. To evaluate the performances of an @ma&ton by creating the ratios from
the figure of different accounts consisting in Ibaka sheet and income statement is
known as ratio analysis. Five types of ratios hlagen analyzed in this study, which are

related to the credit risk management of the bahkey are presented below:

i) Credit to Deposits Ratia - This ratio is calculated to find out how sucfafly the
selected banks are utilizing their collections epakits on loan and advances for the
purpose of earning profit.

We have,

Credit to Deposits Ratio _Total Credlt.s
Total Deposits

Where, Total Credits includes the loans, advardiespunts and advances

i) Total Investment to Total Deposits Ratio - Investment is one of the major sources
of earning profit. It shows how properly firm's aejt has been invested on government
securities and shares and debentures of other coespa

Total Investment to Total Deposits RatigQtal Investment

Total Deposits

i) Loan and Advances to Total Capital Fund Ratio - This ratio shows the ability of
selected banks in terms of earning high profit freman and advances. Loan and
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advances to working fund ratio can be calculatediyding loan and advances amount
by total working fund.

Loan and Advances to Capital Fund Ratio=221S a_nd Advances
Capital Fund

iv) Portfolio at Risk: - This shows the portion of non-performing loans ofutotal loan
portfolio. The ratio can be computed by:

Total Non - performing Loan
Total Loar

Portfolio at Risk =

v) Loan Loss Provision to Total Loan: -The ratio indicates that is the position of
provision for bad loans in the worst case scenarios

Loan Loss Provision to Total Loans Total Loan Loss Provision
Total Loans

Total Risk Weigh ted Assets
Total Asset:

vi) Risk Weight Assets to Total Assets

vii) Investment on Government Securities to Total @posits Ratio - This ratio is used
to find out the percentage of total assets investegovernment securities, treasury bills,
development bonds and other government secutiescan find out the ratio as:
Investment on Government Securities to Total Déposi

_ Investment on Governmet Securities
Total Deposit

viii) Capital Adequacy Ratios
Capital adequacy ratios are those where capitall fand risk weighted assets are
compared. Those ratios are computed by:

- Core Capital to Risk Weighted Assets—= Corg Capital
Risk Weigh ted Assets

- Supplementary Capital to Risk Weighted AsseLsqulemem ary Capital

Risk Weigh ted Assets

56



- Total Capital to Risk Weighted Assets—= TOtEf‘I Capital
Risk Weigh ted Assets

Statistical Tools

Some statistical tools such as coefficient of datien analysis between different
variables, trend analysis of deposit, loan and ades, net profit and EPS are used to
achieve the objective of the study.

i) Average/Mean

An average is a single value related from a gro@psadues to represent them in
someway, a value, which is supposed to stand falevbroup of which it is a part, as
typical of all the values in the group. There aegiaus types of averages. Arithmetic
mean (AM, Simple & Weighted), median, mode, geomnetrean, harmonic mean are the
major types of averages. The most popular and widsed measure representing the
entire data by one value is the Arithmetic Meane Malue of the Arithmetic Mean is
obtained by adding together all the items and lwddig this total by the number of
items.

Mathematically, Arithmetic Mean (AM) is given by,

> X

n

X =

Where, X = Arithmetic mean
>x = Sum of all the values of the variable X

n = Number of observations

il) Standard Deviation (SD)

Risk is defined as the variability of the returisagperiod. The one-period rate of return
is the basic random variable used in measuringnaesitment's risk. One such measure of
risk is the standard deviation. Standard deviasotefined as the positive square root of
the mean of the square of the deviation taken faothhmetic mean. Risk on individual
assets or standard deviation for assets can belat@d using historical returns with this

equation:
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Y R-R

Standard Deviationd) = -

Where,
R = Rate of return on individual assets
R = Average rate of return on individual assets

n = Number of years or observations

iii) Coefficient of Variation (CV)

The coefficient of variation reflects the relatibetween standard deviation and mean.
The relative measure of dispersion based on tmelatd deviations known as coefficient
of variation. The coefficient of dispersion basedstandard deviation multiplied by 100

is known as the CV. It is used for comparing valhggbof two distributions; the CV is

defined as,

cv=—2 x100 =Z x 100
Mear X

X

Greater the CV, the more variable or converselg legnsistent, less uniform, less
stainable and homogenous than the consistent marform, more stable and

homogenous. This nature of CV uses that actualdimerking capital.

iv) Karl Person's Coefficient of Correlation (r)

Correlation analysis is the statistical tools tvatcan use to describe the degree to which
one variable is liner related to another. Coeffitief correlation is the measurement of
the degree of relationship between two casualbtedl sets of figure whether positive or
negative. Its values lie somewhere ranging betweerio +1. If the both variables are
constantly changing in the similar direction, thalue of coefficient will be —1; two
variables take place in opposite defection. Theetation is said to be perfect negative.
In this study, simple correlation is use to exantine relationship of different factors
with working capital and other variable. Karl Pear's method, popularly known as

Pearsonian coefficient of correlation, is most Widesed in practice The correlation
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coefficient between two variables X and Y, usudénoted by r(X,Y), rxy is a numerical

measure of linear relationship between them anéfine by
DRSEORIN

Fo= 2 2

A - Wy - ()

v) Probable Error

Probable error of correlation is an old measuréngshe reliably of an observed value of
correlation coefficient. It is calculated to finket extend to which correlation coefficient
is dependable as it depends upon the conditioramdlam sampling probable error of
correlation coefficient denoted by P.E. (r) is af¢a as,

1-r?

Jn

P.E. (r) =0.6745x

Where,

r = Calculated correlation coefficient

n = Number of observations

> Ifr P.E. (), then the value of r is not at atjrsificant.

> Ifr P.E. (), then r is definitely significant.

vi) Multiple Correlation Coefficients

vii) Trend Analysis

The easiest way to evaluate the performance ofraiéi to compare its current ratios with
past ratios. When financial ratios over a periodime are compared it is known as the
trend analysis. It gives an indication of the dii@t of change and reflects whether the
firms financial performance has improved, deteteulaor remain constant over time. The
projections are based on the following assumptidie least square method to trend
analysis has been used in measuring the trend sasalkhis method is widely used in

practice. The straight-line trend of a series ofads represented by the following

formula.

Y=a + bx
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Here,
Y is the dependent variablejs y intercept or value of y when x=0, b is theps of the
trend line or amount of change that comes in yafanit change in x.

3.7 Method of Analysis & Presentation

All data will not be in readymade format or datdaotied from various sources can not be
directly used in their original form. Data shoulel imanipulated according to needs. Data,
information, figures and facts so obtained needdochecked, rechecked, edited and
tabulated for computation. All data may not necesselect essential data, classify them
and tabulate them such a way that the will repteseme qualitative as quantitative
results. Then only tabulated data will be usedhm research. For the purpose of study,
collected and obtained data are scanned and tebutaider various heads. Selected
suitable tools and proper analysis make data @ffecfhe various calculated results
obtained through financial and statistical tools #abulated under different heading.

Then they are compared, analyzed with each othietdpret results.
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CHAPTER FOUR
PRESENTATION AND ANALYSIS OF DATA

Introduction, review of literature and research moeblogy is presented in the previous
chapters that provide the basic inputs to analyekiaterpret the data. Presentation and
analysis of data is the main body of the studythla chapter collected data are analyzed
and interpreted as per the stated methodologyerptivious chapter. The main purpose
of analyzing the data is to change it from unpreedsform to understandable
presentation even for layperson. In this chapte,dollected secondary data have been
analyzed and diagnosed by using financial andssitzl tools.

The analysis of data consists of organizing tamdaand performing its financial and
statistical analysis. Different tables and diagramre shown to make the analysis simple

and comprehensible.

4.1 Analysis of NPL

4.1.1 Status and Change in NPL
Table No. 4.1: Change in NPL

Fiscal RBB SCBNL
Vear Amount in Percentage Amount in Percentage
Million Change Million Change

2060/61 14470.52 - 252.19 -
2061/62 13,689.34 -5.40% 226.3 -10.27%
2062/63 8,622.24 -37.01% 195.93 -13.42%
2062/63 7,092.83 -17.74% 197.01 0.55%
2063/64 5,908.76 -16.69% 128.71 -34.67%
2064/65 4,942.58 -16.35% 91.04 -29.27%

The above table represents the status and chargelirof RBB and SCBNL. It shows
the figure of NPL is in decreasing trend during sedy period that result in negative
growth rate. The highest NPL of RBB is 14470.52iomlin the FY 2060/61 followed by
the SCBNL by 252.19 million. NPL of both the bartiies/e decreases for remaining years
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of the study period. RBB significantly reduced theL by 37.01 % in the FY 2062/63.
Likewise SCBNL also reduced the NPL by 34.67% in H063/64. In the FY 2062/63
NPL of SCBNL has increased by 0.55%.

Multiple Correlation Coefficients of NPL between RBB, SCBNL & Commercial

Banks
Let, the variable X X5, and X% denotes the Commercial Banks, RBB and SCBNL
respectively. As Commercial Banks is dependentabéei and RBB and SCBNL is

independent variable, we calculate the multipleetation coefficient of Xon X; and X

i.e. denoted by B3

Table No. 4.2: Multiple Correlation Coefficients of NPL between RBB, SCBNL &
Commercial Banks

X1 X3 X3 X1 X2 X3 X1 X2 X1 X3 X2 X3 X12 Xz2 )(32
13689.3 5638. 3325551 | 346263.| 330995.| 3478947 3178918
27877.7 226.31 | 5898.26 58.706 3446.39
4 19 1 3 6 1 6
571.0 102003. 1296763| 326143.
25580.5| 8622.24 19593 3601.06 o 28.326 | 2056529 . 16176.7 s o 802.36
24215.8 65786.2 918377.
7092.83| 197.02| 2236.41958.3 | 29.416 5001530 865.30
5 ) 2143196 4 28189.9 2
132851. | 85447.0| 1109516
18648.5| 5908.76 127.72 2142. | -39.884 | 7136173 4589835| 1590.73
3330.94 2 8 1
39
13574.6 2612690 | 643505.| 238004.| 7064066
494258 | 91.04| -8404.8 3108. | -76.564 9663207| 5862.05
4 9 1 6 3
57
> XX, _ 2 X,2 _
le ZXZ Z><3 veE lexaz ZX2X3: le Z 2= ZX32
=10989 | =40255. = 6643192 =13449 | 4728675 1
1290409| 642434 2566.84
7.2 75 838.02 5 4458 0 :
Where, % - X1- X1, x, = X2- X2 x5 _X3- X
Now, calculation of 1, r,3 and gzwe get
z X1 Xy
66431925 66431925

2
= VX 2% J134494458/47286750 - 7
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X, X
2% 642434 642434

2 2
. W _ \/47286750/1256684 _ 77087.8¢ = o 833

X; X
L% 1290409 1290409

VZX ZZX ’ \J1256684+/134494458 I
3= 3 1 = = 130006'.51 = 0.9926

Now the multiple correlation coefficient of X1 or2Xand X3 i.e. R,3 can be calculated

as
\/r122 + r132 B 2r12r23r13
_ 2
Ri23= 1=
\/0.833‘ +0.9926 —2x0.833x0.833x0.9926 0.3016
Res 1-0833 _V'0.3061

= 0.9926 (which is highly correlated)

Therefore, the multiple correlation coefficient ¥f on X, and X is 0.9926 which
indicates that it is highly positive correlated.nieans that the association between the
dependent variable commercial banks and independamables RBB and SCBNL is
perfect.

Again, we have
Coefficient of multiple determination {R<) = 0.9926
=0.9853
Interpretation:
Therefore, R2# = 0.9853 means that 98.53% of the total variatibthe variable X is

due to the independent variable ahd X and the remaining is due to other factor.

4.1.2 Yearly Write off

Banks write-off the loans unrecoverable/not-recedeyearly and adjust it in the profit
and loss account. Hence it reduces the net prbfiteobank. Such activity shows that the
recovery policy and practice as well as loan mamtppart of the banks is week.
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Table No. 4.3: Loan Write-Off of RBB and DCBNL

Bank Fiscal Year

2061/62 | 2062/63 2063/64 2064/65 2065/66
SCBNL - - - 33.9 39.1
RBB - 0.1 15.1 4.2 0.7

Above table shows the write-off unrecoverable loansl advances during the study
period. In FY 2061/62 both banks did not write-ibi¢ loans. SCBNL write-off loan 33.9
and 39.1 million on the year 2064/65 and 2065/&peetively. Like, RBB write-off 0.1,
15.1, 4.2, 0.7 million loans in the FY 2062/63, 2@, 2064/65 and 2065/66
respectively.

4.1.3 Portfolio at Risk/NPL Ratio

Credit risk ratio also known a@ortfolio at Risk or Non-Performing Loan to Totabdn
Ratio measures the possibility that loan will not be rdpar that investment will
deteriorate in quality or go into default with cegsient loss to the bank. Credit risk ratio
expressed the percentage of Non-performing loaotab Loan & Advances.

Bank utilizes its collected funds by providing éifént line of credit to different sectors.
There is risk of default or non-repayment of lo&khile making investment, bank
examines the credit risk involved in the projedieTcredit risk ratio shows the proportion
of no-performing assets in total Loan & Advancedefuate analysis of credit clients or
feasibility study of the project by the banks ctedanagers might cause the loans turning
bad. Higher ratio indicates more risky assets enwblume of Loan & Advances of the

bank and vice-versa.

Table No. 4.4: Portfolio at Risk

Fiscal Year
2061/62| 2062/63 2063/64 2064/65 2065/ddean S.D. C.V.

Bank

SCBNL | 2.78% | 2.19% | 1.88% | 0.94% 0.67% 1.69% 0.88% 2 0|5

RBB 50.70% | 37.09%| 28.63% 21.43% 17.93% 31.16°8.16%| 0.42
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Above table shows, that NPL to total loan and adearof both banks are in decreasing
trend which is the good sign of the credit managemia 2061/62 RBB ha 50.70% of

loan and advances were in risk which is the exthgrhad for the bank. As per NRB

regulation there should not be more than 5% of perierming loan out of its total loans.

But RBB seems sound good since then because ddwsasing NPL and at the end of

the study period is becomes 17.93%. From mean pdiatew, non-performing loan to
total loan and advances ratio of SCBNL and RBB.B9% and 31.16% respectively

during the study period. These Ratios indicate riare efficient operating of credit

management of SCBNL in every aspect i.e. NRB diestor internal risk management

or credit risk management or banks profitabilityoviever, RBB could not be there in

case of credit risk management.
S.D. of SCBNL and RBB is 0.88% and 13.16%. LikewiGeV. of SCBNL and RBB is
0.52 and 0.42. The ratio show the more consistem@&BB but in reality SCBNL is in

better position.

4.1.4 LLP to NPL Ratio

NRB regulation directed to banks and financialitnbns to provide at least 1%, 25%,

50% and 100% provision for clean loans, substanians, doubtful loans and bad loans

respectively. The ratio shows whether the NPL ceddry the provision.
Table No. 4.5: LLP to NPL Ratio

Fiscal Year
Bank 2061/62 | 2062/63 2063/64 2064/65 2065/66 Mean S.Dl .V.
SCBNL | 122.69% | 138.24% 145.93%| 190.64%| 220.72% | 163.64%40.69% | 0.25
RBB 99.13% 99.89% | 104.99%d08.90%| 109.63% | 104.51%4.90% | 0.05

Above table depicts that both banks have adequatesmpn for loss of NPL. The mean
ratio of RBB and SCBNL are 104.51% and 163.64% eetyely. Likewise, standard
deviation and CV of RBB and SCBNL are 40.69%, 4.988d 0.25, 0.05 respectively.
The ratio of SCBNL is higher for each year thant thlaRBB. In that sense SCBNL is
safe and sound than RBB.
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4.1.5 LLP to Total Loan

Every bank and financial institutions must keep sgmortion of money in the provision
for the possible losses of assets. As there isemb gercent surety to payback of loans
granted to customers banks required to make pmvigir such possible losses out of its
profit. NRB categorizes four types of loans i.esfaSubstandard, Doubtful and Bad.
Accordingly, banks required to make 1%, 25%. 509%0% provision for Pass,
Substandard, Doubtful and Bad loans respectivelywéver, banks may keep more
provision than regulatory requirement. Banks pas$égh Nonperforming loans need to
make more provision and their profitability mighe¢ laffected. Below table depict the
LLP to total Loans of the sample banks.

Table No. 4.6: LLP to Total Loan

Fiscal Year
2061/62 | 2062/63 2063/64 2064/65 2065/ddean S.D. C.V.

Bank

SCBNL | 3.41% 3.03% | 2.74% | 1.79% 1.47% 2.49% 0.83% 303

RBB 100.00%| 58.86% | 42.97%| 30.44% 20.69% 50.80%1.51%| 0.62

From the analysis of above table RBB make provisionts assets than that of SCBNL.
The highest ratio of SCBNL is 3.41% in FY 2061/6&la&he lowest ratio is 1.47% in
FY2065/66. Similarly, the highest ration of RBB180% in 2061/62 and lowest ratio is
20.69% in FY 2065/66. Both banks have decreasitig.relowever, RBB keep 100%
provision in 2061/62. There might have some probtamits loans. Henceforth, their
provision has been in decreasing trend. We cantlsaly loan granted by RBB was
extremely worse condition because it's non-perfagnioans and provision amount is
very high.

Mean ratio of SCBNL and RBB are 2.49% and 50.80%eWwise, S.D and CV of

SCBNL and RBB are 0.83%, 0.33 and 31.51%, 0.62cctsely.

4.2 Analysis of Portfolio Management

Total loans and advances dispersed by the banka arereasing trend and the Nepalese

Banking system is riddled with a significant amoahiNPL with regard to quality of the
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loan portfolio of some of the banks hold doubleitddPL. To diversify the risk, banks

have been providing the loans in different sectdithe economy.

4.2.1 Sector-Wise Lending of RBB and SCBNL

NRB prescribed thirteen (13) sectors of the econontgrms of reporting and publishing
loans and advances extended by the banks and imhaimstitutions. They are
Agriculture, Mining, Productions, Constructions, tslle Productions, Machinery &
Electrical Tools & fittings, Transportation Equipnte Production & Fitting,
Transportation, Communications & Public Servicedhdlésaler & Retailers, Finance,
Insurance & Fixed Assets, Service Industries, Coradle Loans, Local Governments,
Others. These sectors also have its various seotdrs which were not mentioned in the table.
Table No. 4.7: Sector Wise Loans and Advances of BB&% SCBNL  ‘Rs in Million’

2061/62 2062/63 2063/64 2064/65 2065/66

Sector
SCB SCB SCB SCB SCB

RBB NL RBB NL RBB NL RBB NL RBB NL
Agriculture 1672.6 345.2 1368/7 420.4 968.4 465.8843.3 416 378.1 311.6
Mining 38.3 22.1 51.7 30.7 1665 97.3 251.4 141.9280.5 220.3
Productions 6776.5 22591 6883 218B.6 5070.6 .31755269.8] 2981.9 56148 2516.3
Constructions 546.6 10612 6771.4 1454.3 1369.20521 2461| 3036.9 28622 3479.2
Metal
Productions,
Machinery &
Electrical Tools
& fittings 149.1 0 133 0 390.7 26 666|5 0 12195 34
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Transportation
Equipment
Production &

6 | Fitting 459.4 2.6 186.1 8.4 2653 5|8 477.6 V.9 919.2 2.8
Transportation,
Communications
& Public

7 | Services 895.4 1% 7566 1014.2 818.2 10015 11B7.311.4 866.3 10.1
Wholesaler &

8 | Retailers 9074.4 1265 86124 7761 6453 1080.3 6620.8 9YV3.5477.8| 1485.8
Finance,
Insurance &

9 | Fixed Assets 83.2| 397.4] 23749 4429 23424 567.7 2130.8 13p92073.9 405
Service

10 | Industries 1908.3| 641.8 1783.Y 536/6 20789 405.8 2019.9 3p33107.5 242.2
Consumable

11| Loans 734 525 983.1 56.Y 2053|1 87.6 2290 76  3214.9 78.3
Local

12 | Governments 0 0 0 0 0 0 0 (0 2.2 D

13| Others 4663.1 204471 340719 228R.4 3451 27(71.822.8| 4315.8 4290.Fy 5095|3

27000.9] 8106.1 27168|5 9206.3 25422.3 10790 92?24 13964.3 31607.6 13880.8

Source: NRBBanking and Financial Statistics, No 45, 47, 49, 53 Mid-July

2005/2006/2007/2008/2009

Best management of portfolio will be possible iahg are diversified in all the sectors

and the concentration of the loans should not lgesector of the economy. One option to

portfolio diversification might be the upto 100% cédpital fund shall disburse in one

sector of the economy. Details analysis of thé-sea loan outstanding is given below.
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Agriculture Sector

Under this sector farming/farming sector, tea, adémfarming, shlauter and other
agriculture and agricultural services are categakiz

Table No. 4.8: Investments in Agriculture Sector

Fiscal Year
2061/62 | 2062/63] 2063/64 2064/65 2065/66
Amountin million 1672.6 1368.7 963.4 843.3 378.1

Bank Particulars

RBB

% of Total Loan 6.19% | 5.04% | 3.79%| 3.07%  1.20%
Amountin million 345.2 420.4 465.8 416 311.5

SCBNL

% of Total Loan

4.26%| 4.57%| 4.32%| 2.98%| 2.24%

Figure No. 4.1: Investments in Agriculture Sector

Investment in Agriculture Sector of RBB & SCBNL

2000
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Fiscal Year

Value

The above figure shows that RBB has decreasingl toéhending on agriculture sector.
The highest value of loan is 1672.6 million in F¥62/62 and lowest amount is 378.1
million in 2065/66. SCBNL has consistent trend efding in agriculture sectors than
RBB. The highest amount of loan outstanding is 868illion in the FY 2063/64 and

lowest amount is 311.5 million in the FY 2065/66epdl is agriculture based country.

Thus this sector is the main and quit big sector.
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Mining Sector

Metals (iron, lead etc), charcoal, graphite, mageeshalks, oil & gas extraction and

about other mines are classified under this sector.

Table No. 4.9: Investments in Mining Sector

_ Fiscal Year
Bank Particulars
2061/62 | 2062/63] 2063/64 2064/65 2065/66
BB Amountin million 38.3 51.7 166.5 251.4 280.5
% of Total Loan 0.14% | 0.19% | 0.65%| 0.91%  0.89%
Amountin million 22.1 30.7 97.3 141.9 220.3
SCBNL
% of Total Loan 0.27% 0.33% 0.90% 1.02% 1.59%
Figure No. 4.2: Investments in Mining Sector
Investment in Mining Sector of RBB & SCBNL
300
250 /.n//:
3 igg / —A— RBB
S 100 " —=— SCBNL
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2062/63

2063/64

Fiscal year

2064/65

2065/66

Above table shows the investment in mining secfobath the banks is in increasing
trend. RBB has 38.3, 51.7, 166.5, 251.4, 280.5ianilloan outstanding in FY 2061/62,
2062/63, 2063/64, 2064/65, 2065/66 respectivelyaimeunt in percentage of total loan
are 0.14%, 0.19%, 0.65%, 0.91%, 0.89% on the aboder. In the same way SCBNL
has 22.1, 30.7, 97.3, 141.9, 220.3 million loanstartding in FY 2061/62, 2062/63,
2063/64, 2064/65, 2065/66 respectively the amaupercentage of total loan are 0.27%,
0.33%, 0.90%, 1.02%, 1.59% in the corresponding.yea
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Productions Sector

Food production (packaging, processing), sugankdrg materials (bear, alcohol, soda
etc), alcohol, non-alcohol, tobacco, handicraftsmpat, textile production & ready made
clothing, logging & timber production/furniture, par, printing & publishing, industrial
& agricultural, medicine, processed oil & charcgabduction, rasin & tarpin, rubber
tyre, leather, plastic, cement, stone, soil & Ipeatuction, metal — basic iron, steel plants
& other metals plants, miscellaneous productioesiae details of this sector.

Table No. 4.10: Investments in Productions Sector

_ Fiscal Year
Bank Particulars
2061/62 | 2062/63] 2063/64 2064/5 2065/66
. Amountin million | 6776.5| 6833 | 5070.6 5269.8 5614|8
% of Total Loan 25.10% | 25.15%| 19.95% 19.17% 17.76%
Amountin million | 2259.1 | 2183.6] 21753 2981.0 25163
SCBNL

% of Total Loan 27.87% | 23.72%| 20.16% 21.35% 18.13%

Figure No. 4.3: Investments in Productions Sector

Investment in Productions Sector of RBB & SCBNL
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Table 4.11 and figure 4.3 depicts the clear pictoirdoan outstanding of RBB and
SCBNL during FY 2061/62 to 2065/66. RBB has 677@&fd 6833 million loan
outstanding in the year 2061/62 and 2062/63 res@bgt The figure has decreased to
5070.6 million and it has increased to 5269.8 a®t¥=8 million in the year 2064/65 and
2065/66. The percentage of total loan outstandimgnd FY 2061/62 to 2065/66 are
25.10%, 25.15%, 19.95%, 19.17%, 17.76%.
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SCBNL provided 2259.1, 2183.6, 2175.3, 2981.9, 25héillion loans in the production
sector during FY 2061/62 to 2065/66. The percentaigéotal loan in this sector is

27.87%, 23.72%, 20.16%, 21.35% and 18.13% duriaditical year 2061/62 to 2065/66
respectively.

Constructions Sector

Under this sector residential, non-residential yeaanstructions (highway, brides etc)

are classified and loans provided to construct ssettors are considered total loans
outstanding to construction sector by the respedianks.

Table No. 4.11: Investments in Constructions Sector

_ Fiscal Year
Bank Particulars
2061/62| 2062/63| 2063/64 2064/65 2065/66
RBR Amountin million 546.6 677.4 1369.2 2461 28622
% of Total Loan 2.02% 2.49% 5.39%| 8.95%  9.06%
Amountin million 1061.2 1454.3 2105.1 3036.9 34792
SCBNL
% of Total Loan 13.09% | 15.80% | 19.51% 21.75% 25.06%
Figure No. 4.4: Investments in Constructions Sector
Investment in Construction Sector of RBB &
SCBNL
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Table 4.12 and figure 4.4 shows the amount andep&rge of loans to construction
sector provided by RBB and SBNL. Both banks loatstamnding in this sector are in
increasing trend. RBB provided 546.6, 677.4, 1362461 and 2862.2 million loans in
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this sector during FY 2061/62 to 2065/66. The paiage of total loan is 2.02%, 2.49%,
5.39%, 8.95% and 9.06% in the respective fiscat.yea

Likely, SCBNL has 1061.2, 1454.3, 2105.1, 3036.8 3479.2 million loan outstanding
in the fiscal year 2061/62, 2062/63, 2063/64, 26544nd 2065/66 respectively. The
percentage of total loan outstanding is 13.09%80%, 19.51%, 21.75% and 25.06% in
the respective fiscal year. SCBNL provided morentoan this sector than RBB during

the study period.

Metal Productions, Machinery & Electrical Tools & Fittings Sector

Loans provided to promote the fabricated metal mgents, machine tools, machinery-
agriculture, machinery-construction, oil, mines, cimaery-office & computing,
machinery others, electrical equipments, home egeits, communications equipments,
electronic parts, medical equipments, generatousbifies sectors are classified under
this sector.

Table No. 4.12: Investment in Metal Productions, Mahinery & Electrical Tools &
Fittings Sector

_ Fiscal Year
Bank Particulars
2061/62| 2062/63| 2063/64 2064/65 2065/66
BB Amountin million 149.1 133 390.7 666.5 1219.p

% of Total Loan 0.55% 0.49% 1.54%| 2.429%  3.86%
Amountin million - - 26 - 34

SCBNL

% of Total Loan 0.00% 0.00% 0.24%| 0.00%  0.24%

Table 4.13 depicts the loan outstanding and peagentof total loan outstanding of RBB
and SCBNL in Metal Productions, Machinery & Elecali Tools & Fittings Sector. RBB
has increasing trend of loan outstanding exceptlffigear 2062/63. In the FY 2062/63
the loan amount has decreased to 133 million frdéIL million in FY 2061/62. On the
other side the percentage of total loan in thisoseby the RBB are 0.55%, 0.49%,
1.54%, 2.42% and 3.86% during fiscal year 206162@65/66. SCBNL has no loan
outstanding in this sector in the FY 2061/62, 26824nd 2064/65. In the FY 2063/64
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and 2065/66 it has 26 million and 34 million loantsianding in this sector which is
0.24% and 0.24% of total loans respectively.

Figure No. 4.5: Investment in Metal Productions, Mahinery & Electrical Tools &
Fittings Sector

Investment in Metal Productions, Machinery & Electrical
Tools & Fittings Sector of RBB & SCBNL
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Figure No. 4.5 shows the investment in Metal Prtidns, Machinery & Electrical Tools
& Fittings Sector of RBB and SCBNL during the FY&A062 to 2065/66 where we can
see the increasing trend of RBB. However, SCBNLrw@wsn such trend.

Transportation Equipment Production & Fitting Sector

Details of this sector are vehicles, vehicle pges,boat, aircraft & aircraft parts and
other parts about transportation. Loan outstandinr@BB and SCBNL in this sector are
shown in the table below.

Table No. 4.13: Investments in Transportation Equipnent Production & Fitting
Sector

Fiscal Year
2061/62 2062/63 2063/64 2064/65 2065/66
Amountin million 459.4 186.1 265.3 477.6 919.2

Bank Particulars

RBB

% of Total Loan 1.70% 0.68% 1.04%| 1.74%  2.91%
Amountin million 2.6 8.4 5.8 7.9 2.8

SCBNL

% of Total Loan 0.03% 0.09% 0.05%| 0.06%  0.02%
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Figure No: 4.6 Investments Transportation EquipmentProduction & Fitting Sector

Investment in Transportation Equipment
Production & Fitting Sector of RBB & SCBNL
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Investments in Transportation Equipment Produc#oRitting sector RBB and SCBNL
in he FY 2061/62 is 459.4 million and 2.6 milliohhe amount of loan invested in this
sector by RBB has decreased to 186.1 million inRe2062/63. However, same figure
of SCBNL has increased to 8.4 million in 2062/68tHe year ahead RBB has increasing
trend i.e. 265.3, 477.6 and 919.2 million. But SABMs volatility i.e. 5.8, 7.9 and 2.8
million. The percentage of total loan in this sectd RBB and SCBNL are 1.70%,
0.68%, 1.04%, 1.74% & 2.91% and 0.03%, 0.09%, 0,06%6%, 0.02% in the FY
2061/62, 2062/63, 2063/64, 2064/65 & 2065/66 retbpey.

Transportation Communications & Public Services Setor

Railways & passengers vehicles, truck services &restarrangement, water
transportation, pipe lines except natural gas, camaoations, electricity, gas & gas pipe
line services and other services are the detailsi®fsector loan where RBB and SCBNL
has following outstanding during the study period.

Table No. 4.14: Investments in Transportation Commuications & Public Services
Sector

Fiscal Year
2061/62 2062/63 2063/64 2064/65 2065/66
Amountin million 895.4 756.6 818.2 1137.3 866.3

Bank Particulars

RBB
% of Total Loan 3.32% 2.78% 3.22%| 4.14% = 2.74%

SCBNL | Amountin million 15 1014.2 1001.5 311.4 10.1
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% of Total Loan 0.19% | 11.02% | 9.28%  2.239 0.07%

Figure No: 4.7 Investments Transportation Communicdons & Public Services

Sector

Investment in Transportation Communications &
Public Services Sector of RBB & SCBNL
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Table No. 4.14 and Figure 4.7 shows the loan oudstg in Transportation
Communications & Public Services Sector of RBB &@BNL. RBB has 895.4, 756.6,
818.2, 1137.3 and 866.3 million loan outstandinghm year 2061/62, 2062/63, 2063/64,
2064/65 & 2065/66 respectively. The percentageotdl loan is 3.32%, 2.78%, 3.22%,
4.14% and 2.74% in the respective year. On thero8¥BNL has 15, 1014.2, 1001.5,
311.4 and 10.1 million loan outstanding for the FY61/62, 2062/63, 2063/64, 2064/65
& 2065/66 respectively. The percentage of totainlad SCBNL is 0.19%, 11.02%,
9.28%, 2.23% and 0.07% in the corresponding yeaalas/e. RBB provide more
percentage of its total loan in this sector o ttenemy than that of SCBNL.

Wholesaler & Retailers Sector

Loan outstanding to wholesale business of durablenédurable commodities,
automotive dealer/franchise, other retail busin@sport business, export business are
classified under this sector where RBB and SCBN& imxested on the as per below
presented table. The amount of loan has utilizedréaling of goods. This type of loan is
significant to promote and develop the marketing axpansion of new market and
customer. Many of the trading houses are in opmratince loan to conduct the business

of durable and nondurable commodities.
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Table No. 4.15: Investments in Wholesaler & Retails Sector

_ Fiscal Year
Bank Particulars
2061/62| 2062/63] 2063/64 2064/65 2065/66

B Amountin million | 9074.4 | 8612.4 6453| 6620.8 7477!8

% of Total Loan 33.61% | 31.70% | 25.38% 24.08% 23.66%

Amountin million 1265 776.1 1080.3 973.5 1485)8
SCBNL

% of Total Loan 15.61% | 8.43% | 10.019 6.97%  10.700%

Figure No: 4.8 Investments Wholesaler & Retailers &tor
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Above table and figure shows the loan outstandinBB®B and SCBNL to wholesalers

and retailer. The loan figure of RBB in this seatochanging every year during the study
period. In figure RBB has 9074.4, 8612.4, 6453,0682and 7477.8 million loans in this
sector during FY 2061/62 to 2065/66 respectivelre Tpercentage of total loan is
33.61%, 31.70%, 25.38%, 24.08% and 23.66% in tmeesponding year as above. Like
that, SCBNL has 1265, 776.1, 1080.3, 973.5 and .B48#llion loans in this sector. The
percentage of total loan is 15.61%, 8.43%, 10.08.9%% and 10.70% respectively.
Both the bank has remarkably high percentage afi lmatstanding in this sector as

compare to other sector.
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Finance, Insurance & Fixed Assets Sector

Loans to commercial banks, finance companies, dpwebnt banks, rural development

banks, saving & debt cooperatives, pension funssuiance companies, other financial

institutions, non-financial government institutiomsivate non-financial institutions, real

estates, other investment industries are classifieder this sector. Following table
depicts the loan outstanding of RBB and SCBNL is fector.

Table No. 4.16: Investments in Finance, Insurance &ixed Assets Sector

) Fiscal Year
Bank Particulars
2061/62| 2062/63] 2063/64 2064/65 2065
BB Amountin million 83.2 2374.9 2342 .4 2130.8 2073
% of Total Loan 0.31% 8.74% 9.21%| 7.75%  6.569
Amountin million 397.4 442.9 567.7| 1399.7 405
SCBNL
% of Total Loan 4.90% 4.81% 5.26%| 10.02%  2.929

Figure No: 4.9 Investments Finance, Insurance & Fied Assets Sector
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Above table and figure show the position and trefidoan outstanding of RBB and

SCBNL in Finance, Insurance & Fixed Assets SedRBB has 83.2, 2374.9, 2342.4,
2130.8 and 2073.9 million loan outstanding in theary2061/62, 2062/63, 2063/64,
2064/65 and 2065/66 respectively. The percentagetalf loan is 0.31%, 8.74%, 9.21%,

7.75% and 6.56% in the respective year as aboke. that, SCBNL has 397.4, 442.9,
567.7, 1399.7 and 405 million loan outstandinghia FY 2061/62, 2062/63, 2063/64,
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2064/65 and 2065/66 respectively. The percentagetalf loan is 4.90%, 4.81%, 5.26%,
10.02% and 2.92% in the respective year as abosh. tBe banks have changing figure

in every year. There is no constant growth andgreage maintained.

Service Industries Sector

Bank loan to tourism (trekking, maintaining, resorafting etc), hotel, advertising

agency, automotive services, health services, tadspiclinic, educational services,

entertainment, recreations films and other finaoempanied are classified under this

sector. The loan outstanding of RBB and SCBNL is #ector during the study period

has presented as under

Table No. 4.17: Investments in Service Industriesestor

) Fiscal Year
Bank Particulars
2061/62| 2062/63| 2063/64 2064/65 2065
BB Amountin million 1908.3 1783.7 2078.9 2019.9 2407,
% of Total Loan 7.07% 6.57% 8.18%| 7.35%4  7.629
Amountin million 641.8 536.6 405.8 303.3 242.2
SCBNL
% of Total Loan 7.92% 5.83% 3.76%| 2.17%  1.749
Figure No: 4.10 Investments in Service Industriesegtor
Investment in Sercive Industries of RBB & SCBNL
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Table 4.17 and figure 4.10 clearly show the loamsService Industries. RBB has

increasing trend of proving such loans. However BSCBas decreasing trend during the

study period. The amounts outstanding of RBB anBISICduring the period are 1908.3,
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1783.7, 2078.9, 2019.9 & 2407.5 million and 645385.6, 405.8, 303.3 & 242.2 million
in the fiscal year 2061/62, 2062/63, 2063/64, 26644and 2065/66 respectively. The
percentage of total loans of RBB is 7.07%, 6.57%8%, 7.35% and 7.62% in the
corresponding year as above. Like that, SCBNL h82%, 5.83%, 3.76%, 2.17% and
1.74% loan invested in the service industries ia year 2061/62, 2062/63, 2063/64,
2064/65 and 2065/66 respectively.

Consumable Loans

Under this sector gold, silver, fixed account rptejuarantee bond, credit card and other
consumable loans have considered. Both the barmksded the substantial loan in this
sector. RBB has increasing trend of this loan BLBSL has changing every year. Below
table shows the clear picture of the loan outstamn@ind its percentage in consumable
sectors.

Table No. 4.18: Investments in Consumable Loans

Fiscal Year
Bank Particulars
2061/62| 2062/63| 2063/64 2064/65 2065/66
RBR Amountin million 734 983.1 2053.1 2290 3214.9

% of Total Loan 2.72% 3.62% 8.08%| 8.33%  10.17%
Amountin million 525 56.7 87.6 76 78.3

SCBNL

% of Total Loan 0.65% 0.62% 0.81%| 054%  0.56%
Figure No: 4.11 Investments in Consumable Loans
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RBB has 734, 983.1, 2053.1, 2290 and 3214.9 milibam outstanding in the fiscal year
2061/62, 2062/63, 2063/64, 2064/65 and 2065/66erts@ly. The percentage of total
loan of RBB in this sector is 2.72%, 3.62%, 8.088@33% and 10.17%. Like that,
SCBNL has 52.5, 56.7, 87.6, 76 and 78.3 millionnl@atstanding in the fiscal year
2061/62, 2062/63, 2063/64, 2064/65 and 2065/66erts@ly. The percentage of total
loan is 0.65%, 0.62%, 0.81%, 0.54% and 0.56% resede during 2061/62 to 2065/66.

Local Governments

Loans provided to the local government (i.e. Destbevelopment Committee, Village
Development Committee and Municipality) are categgat in this sector. Below table
shows the amount of loan provided to local goveminhy RBB and SCBNL.

Table No. 4.19: Loans to Local Governments

_ Fiscal Year
Bank Particulars
2061/62| 2062/63 2063/64 2064/65 2065166
Amountin million - - - - 2.2
RBB
% of Total Loan - - - - 0.01%

Amountin million - - - - i
SCBNL

% of Total Loan - , - - -
During the study period SCBNL has no loans and ades granted to local government
at all. However, RBB has 2.2 million loans providedlocal government in the fiscal

year 2065/66 only which is 0.01% of total loan ¢ansling of 2065/66.

Others Sector
Remaining sectors and areas which are not inclablede are considered as other sector.

Banks and financial institution provided the lo@ash and every industry where he feels
less risky and profitable. Some of the area mighisehold, personal loans and others.

Below table shows the loan outstanding of RBB aG&SL in other sectors.
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Table No. 4.20: Investments in Others Sector

Fiscal Year
2061/62| 2062/63 2063/64 2064/65 2065/66
Amountin million 4663.1 3407.9 3451 3322.8 42901\7

Bank Particulars

RBB

% of Total Loan 17.27% | 12.54%| 13.57% 12.099
Amountin million 2044.1 2282.4 2771.8 4315.

13.57%
50953

(=)

[00)

SCBNL

% of Total Loan 25220 | 24.79%| 25.69% 30.91% 36.71%

Figure No: 4.12 Investments in Others Sector

Investment in Other Sector of RBB & SCBNL
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SCBNL has increasing trend of providing loans tbeotsector. However, RBB has
changing nature. The amount has decreased in thie 2@62/63, and 2064/65. Total
amount of loan provided to the other sector by R8B663.1, 3407.9, 3451, 3322.8 and
4290.7 million in the year 2061/62, 2062/63, 2083/8064/65 and 2065/66 respectively.
The percentage of total loan is 17.27%, 12.54%( 7%, 12.09% and 13.57% million in

the year 2061/62, 2062/63, 2063/64, 2064/65 an&/BBaespectively.

SCBNL provided 2044.1 million in this sector in thecal year 2061/62 which is 25.22%
of total loan of that year. The amount of loan tanding of SCBNL is in increasing

trend i.e. 2282.4, 2771.8, 4315.8 and 5095.3 milirothe fiscal year 2062/63, 2063/64,
2064/65 and 2065/66 respectively which is 24.79%6%2%, 30.91% and 36.71% of total
loan of the respective year.

The figure shows that SCBNL provided the more paia@ge loans to other sector than
that of RBB during study period which might be masky.
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4.2.2 Security- Wise Loans and Advances OF RBB & S8INL
Table No. 4.21: Security- Wise Loans and AdvancesFCRBB & SCBNL in Million’

S 2061/62 2062/63 2063/64 2064/65 2065/66

N | Security RBB SCBNL | RBB SCBNL | RBB SCBNL | RBB SCBNL | RBB SCBNL
Gold/Silver 599.8 0 826 0 1474 0 21809 O 3045.6
Government

2 Securities 30.5 1133.2 35.5 610.1 47 480.7 48.6 .7762| 1139.5 | 301.3
Non
Government

3 | Securities 1.5 158.9 30.9 194.9 497.8 206.4 1 446.6 14.3 150
Fixed Alc

4 Receipt 101.2 318.8 90.7 441.6 59.2 805 52.9 1111.68.9 594.3
Asset

5 Guarantee 23336.2| 4872 21752.)f 5040.2 19984 6361.5 22247  .794124427.5 9159.7
5.1 Fixed
Assets 22239 4251.4| 20823.3 4580)8 19610.1 5652 93237 7697.2 23981.6 8956.3
5.2 Current
Assets 1097.2| 620.5 929.4 459.4 373.9 709.5 453.744.52 | 445.9 203.4
On Bills

6 | Guarantee 27595 | 14.2 2699.3| 15.6 1094.3 1.8 1032.6 98.2 1924. 3.3
Guarantee(Gov
Institutional,
Personal,

7 Group, Other) 87.4 429.3 1579.8 883.5 1125 1084.902.8 354.2 360.1 426.4

8 Credit Card 0 50.7 0 55.2 0 62.7 0 74.6 0 78.3
Earthquake

9 | Victim Loan 46.7 0 4.1 0 0 0 34.1 0 184 0

10 | Others 38.1 1129.1 149.5 1965.p 1141 1787 10923.74.5 1609.2| 3167.3

Total 27000.9| 8106.1 27168.6 9206.3 25422.3 10790 7492.1| 13964.1 316076 13880.

Source: Banking and Financial Statistics, No 41, 43, 45, 48, 51, 53 Mid-July
2003/4/5/6/718/9

* Total Loans vary with the same figures shown timeo calculation table of respective

banks because of availability of data for Loan Lpssvision adjustment.
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Both banks have been providing loans and advanzeisstcustomers with diverse
security back up. Both the bank providing loansirmgjaGold, Silver, Government
Securities, Non Government Securities, Fixed A/cdyd, Asset Guarantee, Fixed
Assets, Current Assets, On Bills Guarantee, GueeafGov, Institutional, Personal,
Group, Other), Credit Card, Earthquake Victim Lo@thers securities. SCBNL has not
extended loans against gold and silver. Howeve RBs been providing loans against
gold and silver. During the study period RBB hasGredit Card loans but SCBNL has
Credit Card loans in increasing trends. Major stakan outstanding of both banks is
against assets guarantee. Instead some portioams has provided against the guarantee
and other securities. There were very small amowasted against the risk free assets
i.e. gold, silver, government securities and fixeghosits receipt.

Upon the devising the security-wise loan on thashaknature of security/assets and/or
securities and guarantee and/or other then 89.83%8%, 86.78%, 89.23% and 90.79%
of loans of RBB have secured by Gold/Silver, Gowsnt Securities, Non Government
Securities, Fixed A/c Receipt, Asset GuaranteegdFifssets and Current Assets) in the
FY 2061/62, 2062/63, 2063/64, 2064/65 and 2065&3pectively. The rest amount has
against Bills Guarantee, Guarantees, Credit Caatth§uake Victim Loan and Others.
Similarly, 79.97%, 68.29%, 72.79%, 73.49% and 7%5@f loans of SCBNL have
secured by Gold/Silver, Government Securities, mvernment Securities, Fixed Alc
Receipt, Asset Guarantee (Fixed Assets and CulAssets) in the FY 2061/62, 2062/63,
2063/64, 2064/65 and 2065/66 respectively. Theamstunt has against Bills Guarantee,
Guarantee, Credit Card, Earthquake Victim Loan @ilers. Below table depicts the

percentage of total loan extended against therdiftesecurities of the respective banks.
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Percentage of Security Wise Loan Outstanding

Table No. 4.22: Percentage of Security Wise Loan @&tanding

o

s " 2061/62 2062/63 2063/64 2064/65 2065/66
ecurity
RBB SCBNL | RBB SCBNL | RBB SCBNL | RBB SCBNL | RBB SCBNL

Gold/Silver 2.22% | 0.00% 3.04%  0.00% 5.80% 0.00% 3%9| 0.00% 9.64% | 0.00%
Government

N 0.11% 13.98%| 0.13%| 6.63% 0.18%  4.46% 0.18%  5.46% 6198. | 2.17%
Securities
Non Government

N 0.01% 1.96% 0.11%| 2.12% 1.96% 1.91% 0.00%6 3.20% 59.0] 1.08%
Securities
Fixed Alc

) 0.37% | 3.93% 0.33%| 4.80% 0.23% 7.46% 0.19% 7.96% 29.2| 4.28%
Receipt
Asset Guarantee| 86.43% 60.10p6 80.0/% 54.75% 78)688096% | 80.92% 56.879 77.28% 65.99
On Bills

10.22%| 0.18% 9.94%| 0.17% 4.30% 0.02% 3.76%  0.70% 9292. | 0.02%

Guarantee
Guarantee 0.32%| 5.30% 5.81% 9.60% 443% 10.05% 9%2.922.54% 1.14% | 3.07%
Credit Card 0.00%| 0.63% 0.00%  0.60% 0.00p6  0.58P6 00%. | 0.53% 0.00%| 0.56%
Earthquake
o 0.17% | 0.00% 0.02%| 0.00% 0.00% 0.00% 0.12% 0.00% 69.0] 0.00%
Victim Loan
Others 0.14% | 13.939 0.559 21.350 4.49% 16.5p% 3.9/22.73% | 5.09% | 22.829

Table 4.22 shows the clear picture of status ofirsigewise loan outstanding of Rastriya
Banijya Bank and Standard Chartered Bank Nepal teaniRBB has provided the loan

against assets guarantee in more than other setaltitwed by SCBNL. Both the banks

provided loans against guarantee only. Percenthgaeah loan of SCBNL and RBB are
5.30%, 9.60%, 10.05%, 2.54% & 3.07% and 0.32%,%.,84.43%, 2.92% and 1.14% in
the fiscal year 2061/62, 2062/63, 2063/64, 2064168 2065/66 respectively. RBB has
10.86%, 16.32%, 13.22%, 10.77% and 9.21% loan and#tg against Bills Guarantee,
Guarantee, Credit Card, Earthquake Victim Loan @xiders in FY 2061/62, 2062/63,
2063/64, 2064/65 and 2065/66 respectively. SinyaBCBNL has 20.03%, 31.71%,
27.21%, 26.51% and 26.48% loan outstanding agBilistGuarantee, Guarantee, Credit
Card, Earthquake Victim Loan and Others in FY 2681/2062/63, 2063/64, 2064/65
and 2065/66 respectively.
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4.2.3 Product Wise Loan outstanding of RBB & SCBNL
Table No. 4.23: Product Wise Loan outstanding of RB & SCBNL

s | Particulars FY 2065/66 FY 2066/67

RBB SCBNL RBB SCBNL
1 | Term Loan 4172.5 488.8 4165.2 692.2
2 Overdraft 4939.8 1129.6 5522.p 1505.6
3 | Trust Receipt Loan / Import Loan 16833 947.4 271 1001.1
4 | Demand & Working Capital Loan  7534.2 2204 7702.8 2503.5
5 Real Estate Loan 2172 596.3 1348.8 662.3
6 Margin Nature Loan 867.1 150 665.1 150
7 | Housing Loan 2718.7 3118.4 27954 34385
8 | Hire Purchase Loan 1136.38 2999.4 o777 3478.2
9 | Deprived Sector Loan 451.9 443.4 5042 463.6
10 | Bills Purchased 143.5 762.1 301.6 204.9
11 | Other Product* 5788.3 1041.1 87249 1407(1

* Credit Card, Education Loan, Small & Medium Inthied Loan, Gold & Silver, Fixed
Deposit Receipt, Auto Loans and others.

In connection to the research objectives only tlaegn lending has described here. The
amount of margin nature loan of RBB is 867.1, 66®illion in the FY 2065/66 and
2066/67 respectively. The percentage of total lmr2.74% & 1.93% respectively.
Similarly, SCBNL has 150 million loans in the yea065/66 and 2066/67. The
percentage of total loan is 1.08% and 0.97%.

4.3 Analysis of Risk Weighted Assets

4.3.1 Analysis of Risk Weighted Assets

In a simple manner this ratio shows the risky a&ssétthe banks out of its total assets.
Assets there exist risk are considered as riskgtaskigures have been taking from the
annual reports of the bank.
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Table No. 4.24: Analysis of Risk Weighted Assets

Fiscal Year
2061/62 | 2062/63 2063/64 2064/65 2065/@ddean S.D. C.V.

Bank

SCBNL | 47.95% | 47.99% 49.55% 56.91% 46.22% 49.72049% | 0.08

RBB 100.00%| 83.88% | 84.53%| 77.22% 52.70% 79.67%/.23%| 0.22

Above table depict the risky assets of sample hafke highest ratio of SCBNL is
56.91% in FY 2064/65 and the lowest ratio is 46.2204Y 2065/66. Similarly, the
highest ratio of RBB is 100% and the lowest rasicb2.70% in FY 2065/66. The above
figure shows high risk on the assets of RBB that ¢fh SCBNL.

The mean ratio of SCBNL and RBB is 49.72% and 7.8&spectively. S.D. and CV of
SCBNL and RBB are 4.19%, 0.08 and 17.23%, 0.22.fidnere of SCBNL is more

consistence than RBB.

4.3.2 Investment in Government Securities

Table No. 4.25: Investment in Government Securiteto Total Assets Ratio

Fiscal Year
2061/62| 2062/63 2063/64 2064/65 2065/ddean S.D. C.V.

Bank

SCBNL | 32.90% | 33.54%| 24.86% 24.41% 24.64% 28.0441%| 0.17

RBB 18.28% | 22.25%, 21.729 19.49% 14.22% 19.1B22%| 0.17

The above table shows investment on governmentriiesuto total assets ratio of
SCBNL and RBB. Both Banks has somehow fluctuatind somewhat decreasing type
ratios. The table shows the highest ratio of SCBNB3.54% in FY 2062/63 and lowest
is 24.41% in FY 2064/65.In the same way, the highaso of RBB is 22.25% in FY
2062/63 and lowest is 14.22% in FY 2065/66. The medio of SCBNL is 28.07%t,
which is higher than the mean ratio of RBB 19.1%fmeans SCBNL has invested more
money in risk free assets than that of RBB. In heowords RBB has emphases on more
loan and advances and other short-term investni@amt investment in govt. securities.
For minimization of investment risk, RBB should elit’its investment in govt. securities.
Similarly, S.D. is 4.71% & 3.22 and C.V is 0.17 afdl7 of SCBNL and RBB
respectively. The C.V. of both banks is same thativs the equal inconsistency in the

ratios in comparison.
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4.3.3 Capital Adequacy Ratio
Table No. 4.26: Capital Adequacy Ratio

Bank Fiscal Year
2061/62 | 2062/63 2063/64 2064/65 2065/®dean S.D. C.V.
SCBNL | 16.06% | 14.93%| 15.71% 13.15% 14.70% 14.91%43%/ 0.08
RBB -33.71%| -55.54% -43.79% -37.31% - - 9.15%] -0.22
33.98% | 40.87%

As per NRB directives every bank has to maintainimum 10% capital adequacy ratio.
The highest ratio of SCBNL is 16.06% and the lowasio is 13.15%. Mean ratio of
SCBNL is 14.91%. Likewise, S.D. and CV are 1.13% ar®8 respectively.

RBB has negative capital adequacy ratio. Due t@laagumulated loss of the bank it has
negative capital adequacy ratio. Mean S.D. and €RBB are -40.87%, 9.15% and 0.22
respectively. However, RBB was able to reduce ¢uawlated loss since 2062/63 so that
the capital fund ratio is in increasing trend. Roasly the bank was failure to make profit
and all the figures were in negative but in recgrdrs the bank grows to some extend

due to effort of foreign management in the bankfifcg year.

4.4 Total Loan to Total Deposit Ratio

This ratio measures the extent to which the bam&ssaccessful to mobilize the total
deposit on loan & advances for the purpose of pgaheration. A higher ratio of loan &
advances indicates better mobilization of collettieposit and vice-versa. But it should
be noted that too high ratio might not be bettenfiits liquidity point of view. Following
Table shows the loan & advances to total deposd o SCBNL and RBB.

Table No. 4.27: Total Loan to Total Deposit Ratio

Bank Fiscal Year

2061/62 | 2062/63 2063/64 2064/65 2065(6Gdean S.D. C.V.
SCBNL | 42.12% | 38.75%| 42.61% 46.12% 38.14% 41.53824%) 0.08
RBB 31.22% | 31.68%| 34.349 36.23% 38.42% 34.38304%)| 0.09

The above table shows the loan & advances to degabsit ratio of SCBNL and RBB is
fluctuating trends. The mean of SCBNL and RBB is58% and 34.38% respectively.
SCBNL has higher ratio than that of RBB. It indesthe better mobilization of deposit
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by SCBNL. It reveals that the deposit of SCBNL isiafly converted in to loan and
advances to earn income. The bank will be ableettebmobilization of collected deposit
if there is above 70% to 90% of loan and advanoe®tal deposit according to NRB.
The S.D. and C.V of SCBNL are 3.24% and 0.08 siyil@BB has 3.04% and 0.09.

4.4 Total Investment to Total Deposit

Commercial banks and financial companies investr thellected funds in various
government securities and other financial or noa+icial companies in order to maintain
risk weighted assets and liquidity position. Thagio measures how successfully and
efficiently the banks are mobilizing their funds imvestment in various securities. This
ratio of SCBNL and RBB are calculated and presentdielow.

Table No. 4.28: Total Investment to Total Deposit Rtio

Fiscal Year
2061/62| 2062/63 2063/64 2064/65 2065({Bdean S.D. C.V.

Bank

SCBNL | 50.18% | 55.71%| 54.99% 46.74% 56.41% 52.848%| 0.08

RBB 19.56% | 25.01%| 25.07% 24.77% 22.62% 23.41288%/| 0.10

The above table shows that total investment td tteposit ratio of SCBNL and RBB.
Both banks have fluctuating trend of total investint® total deposit. Higher ratio of
SCBNL is 56.41% in FY 2065/66 and lowest ratio &s741% in FY 2064/65 in the same
way the highest ratio of RBB is 25.01% in FY 2068B&hd lowest ratio is 19.56% in FY
2061/62. Investment volume of RBB is lower tharnt tfaSCBNL. The mean of the ratio
of SCBNL and RBB are 52.81% and 23.41% respectigel{sCBNL has higher ratio. It
signifies SCBNL has successfully allocated its d#po investment portfolio to get
higher investment return. It also implies that RB& lower investment opportunities.

The S.D and C.V. of SCBNL is 4.18% and 0.08 and RB& 2.38% and 0.1

respectively.
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CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATION

5.1 Summary

The economic development of the country largelyetiels on development of financial
sector and uses of available resources in efficiat. Banks and financial institutions
play important role in capital formation and effeet flow of money in the form of
various credit product. Hence, banks and finanicisiitutions are the backbone of the
economy. They collect money from public by provigliattractive interest and can earn
profit by lending it to business organization, isttial, agricultural sectors etc. Moreover,
many financial institutions like commercial bankdevelopment banks, insurance
companies, co-operative societies and others haga bet up with in the short period.
However, in Nepal the investment are concentratesietected sectors only.

Credit is the main product of a financial institutiwhich has crucial role in the economic
development. Credit has always involved risk. @resk management, therefore, refers
to all activities involving the management of Igaortfolio, security backup to top up the
loan, credit appraisal, through analysis of creapplication etc. Credit Risk is the
primary financial risk in the banking system andt®in virtually all income producing
activities. How a bank selects and manages itsitcrisfts is critically important to its
performance over time. Capital depletion througanldosses has been main cause of
most institutional failures. Thus, identifying arating credit risk is the essential first step
in managing it effectively. Hence, credit risk mgament is a crucial activity in banks
and financial institutions as they with primarilgal the credit availed to different sector

of the economy.

Non-Performing Loan: During the study period both banks has decreasing
nonperforming loan. The highest NPL of RBB is 144520million in the FY 2060/61
followed by the SCBNL by 252.19 million. NPL of bothe banks have decreases for
remaining years of the study period. RBB signifitameduced the NPL by 37.01 % in
the FY 2062/63. Likewise SCBNL also reduced the NiyL34.67% in FY 2063/64. In
the FY 2062/63 NPL of SCBNL has increased by 0.59%e multiple correlation
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coefficient of NPL of X (Commercial Banks), X(RBB) on X (SCBNL) is 0.9926
which indicates that it is highly positive corr@dt It means that the association between
the dependent variable commercial banks and inadlgetrvariables RBB and SCBNL is
perfect.

SCBNL write-off loan 33.9 and 39.1 million on theeay 2064/65 and 2065/66
respectively. Like, RBB write-off 0.1, 15.1, 4.2,70million loans in the FY 2062/63,
2063/64, 2064/65 and 2065/66 respectively.

The more percentage of loan portfolios of RBB igigk than SCBNL. From mean point
of view, non-performing loan to total loan and agw@s ratio of SCBNL and RBB is
1.69% and 31.16% respectively during the studyogerThese Ratios indicate the more
efficient operating of credit management of SCBMLevery aspect i.e. NRB directives
or internal risk management or credit risk managenoe banks profitability. However,
RBB could not be there in case of credit risk mamagnt.

As there is no cent percent surety to payback ahdogranted to customers banks
required to make provision for such possible lossgof its profit. NRB categorizes four
types of loans i.e. Pass, Substandard, DoubtfulBadl Accordingly, banks required to
make 1%, 25%. 50%, 100% provision for Pass, Subatdn Doubtful and Bad loans
respectively. The mean ratio of LLP to NPL of RBBdaSCBNL are 104.51% and
163.64% respectively. Likewise, standard deviatamd CV of the ratio of RBB and
SCBNL are 40.69%, 4.90% and 0.25, 0.05 respectividig ratio of SCBNL is higher for
each year than that of RBB. In that sense SCBNafe and sound than RBB. From the
analysis of LLP to NPL ratio, the provision on @ssets of RBB is better position than
that of SCBNL. The highest LLP to NPL ratio of SCBMé 3.41% in FY 2061/62 and
the lowest ratio is 1.47% in FY2065/66. Similarlye highest LLP to NPL ratio of RBB
is 100% in 2061/62 and lowest ratio is 20.69% in BY§65/66. Both banks have
decreasing ratio. However, RBB keep 100% provigmnR061/62. That affects the profit
of the organization. Henceforth, their provisiors lieeen in decreasing trend. We can say
that loan granted by RBB was extremely worse camtibecause it's non-performing
loans and provision amount is very high. Mean LbMNPL ratio of SCBNL and RBB
are 2.49% and 50.80%. Likewise, S.D and CV of SCEH RBB are 0.83%, 0.33 and
31.51%, 0.62 respectively.
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Portfolio Management: To diversify the risk, banks have been providihg toans in
different sectors of the economy. We can say ttie#, more concentration of loan
outstanding in single sector of economy the momssidity of risk of failure. Hence, the
important scope of credit risk management is th#f@m management. NRB prescribed
thirteen (13) sectors of the economy in terms @oreng and publishing loans and
advances extended by the banks and financialutistiis. They are Agriculture, Mining,
Productions, Constructions, Metal Productions, Ntaaty & Electrical Tools & fittings,
Transportation Equipment Production & Fitting, Tspartation, Communications &
Public Services, Wholesaler & Retailers, Finaneesutance & Fixed Assets, Service
Industries, Consumable Loans, Local GovernmentCahdrs.

The highest value loan outstanding of RBB and SCBiNkgriculture sector is 1672.6
million in FY 2061/62 and 465.8 million in the FY0@3/64. The lowest amount is 378.1
million in 2065/66 and 311.5 million in the FY 2066. RBB has decreasing trend of
lending on agriculture sector. SCBNL has consisteeimd of lending in agriculture
sectors than RBB.

The investment in mining sector of both the barskmiincreasing trend. RBB has 38.3,
51.7, 166.5, 251.4, 280.5 million loan outstandingFY 2061/62, 2062/63, 2063/64,
2064/65, 2065/66 respectively the amount in pesggnDf total loan are 0.14%, 0.19%,
0.65%, 0.91%, 0.89% on the above order. In the saayeSCBNL has 22.1, 30.7, 97.3,
141.9, 220.3 million loan outstanding in FY 2061/62062/63, 2063/64, 2064/65,
2065/66 respectively the amount in percentage tall oan are 0.27%, 0.33%, 0.90%,
1.02%, 1.59% in the corresponding year.

In production sector RBB has 6776.5 and 6833 mmllioan outstanding in the year
2061/62 and 2062/63 respectively. The figure hasedsed to 5070.6 million and it has
increased to 5269.8 and 5614.8 million in the y&#64/65 and 2065/66. The percentage
of total loan outstanding during FY 2061/62 to 2@&bare 25.10%, 25.15%, 19.95%,
19.17%, 17.76%. Similarly, SCBNL provided 2259.183.6, 2175.3, 2981.9, 2516.3
million loans in the production sector during FY62062 to 2065/66. The percentage of
total loan in this sector is 27.87%, 23.72%, 20.18%35% and 18.13% during the fiscal
year 2061/62 to 2065/66 respectively.
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Loans to construction sector provided by RBB andNEBre in increasing trend. RBB
provided 546.6, 677.4, 1369.2, 2461 and 2862.8amiloans in this sector during FY
2061/62 to 2065/66. The percentage of total loal.02%, 2.49%, 5.39%, 8.95% and
9.06% in the respective fiscal year. Similarly, Bhas 1061.2, 1454.3, 2105.1,
3036.9 and 3479.2 million loan outstanding infikeal year 2061/62, 2062/63, 2063/64,
2064/65 and 2065/66 respectively. The percentagetaf loan outstanding is 13.09%,
15.80%, 19.51%, 21.75% and 25.06% in the respedivoal year. SCBNL provided
more loans in this sector than RBB during the sfpelyod.

RBB has increasing trend of loan outstanding in allé®roductions, Machinery &
Electrical Tools & Fittings Sector except fiscaby@062/63. In the FY 2062/63 the loan
amount has decreased to 133 million from 149.lionilin FY 2061/62. On the other side
the percentage of total loan in this sector byRBB are 0.55%, 0.49%, 1.54%, 2.42%
and 3.86% during fiscal year 2061/62 to 2065/6@SLC has no loan outstanding in this
sector in the FY 2061/62, 2062/63 and 2064/65hénRY 2063/64 and 2065/66 it has 26
million and 34 million loan outstanding in this s@cwhich is 0.24% and 0.24% of total
loans respectively.

Investments in Transportation Equipment ProductBrFitting sector of RBB and
SCBNL in the FY 2061/62 is 459.4 million and 2.6llmn respectively. The amount of
loan invested in this sector by RBB has decreasetB6.1 million in the FY 2062/63.
However, same figure of SCBNL has increased tongillon in 2062/63. In the year
ahead RBB has increasing trend i.e. 265.3, 477d6%19.2 million. But SCBNL has
volatility i.e. 5.8, 7.9 and 2.8 million.

Loan outstanding in Transportation Communication®@&blic Services Sector of RBB
has 895.4, 756.6, 818.2, 1137.3 and 866.3 milla@m loutstanding in the year 2061/62,
2062/63, 2063/64, 2064/65 & 2065/66 respectivelpnildrly, SCBNL has 15, 1014.2,
1001.5, 311.4 and 10.1 million loan outstandingtfer FY 2061/62, 2062/63, 2063/64,
2064/65 & 2065/66 respectively. RBB provide morecpatage of its total loan in this
sector o the economy than that of SCBNL.

The loan figure of RBB in wholesalers and retadector is changing every year during
the study period. In figure RBB has 9074.4, 8618453, 6620.8 and 7477.8 million
loans in this sector during FY 2061/62 to 2065/é8pectively. The percentage of total
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loan is 33.61%, 31.70%, 25.38%, 24.08% and 23.66%hé corresponding year as
above. Like that, SCBNL has 1265, 776.1, 1080.3,9and 1485.8 million loans in this

sector. Both the bank has remarkably high percenva¢pan outstanding in this sector as
compare to other sector.

RBB has 83.2, 2374.9, 2342.4, 2130.8 and 2073.Bomiloan outstanding in Finance,

Insurance & Fixed Assets in the year 2061/62, 28822063/64, 2064/65 and 2065/66
respectively. Like that, SCBNL has 397.4, 442.97.36 1399.7 and 405 million loan

outstanding in the FY 2061/62, 2062/63, 2063/6464265 and 2065/66 respectively.

Both the banks have changing figure in every y&haere is no constant growth and
percentage maintained.

RBB has increasing trend of proving loans to Servitdustries. However SCBNL has
decreasing trend during the study period. The asooutstanding of RBB and SCBNL

during the period are 1908.3, 1783.7, 2078.9, Z)&92407.5 million and 641.8, 536.6,

405.8, 303.3 & 242.2 million in the fiscal year 2062, 2062/63, 2063/64, 2064/65 and
2065/66 respectively.

RBB has 734, 983.1, 2053.1, 2290 and 3214.9 mimmsumable loans in the fiscal year
2061/62, 2062/63, 2063/64, 2064/65 and 2065/66easmly. Similarly, SCBNL has
52.5, 56.7, 87.6, 76 and 78.3 million loan outstagadh the fiscal year 2061/62, 2062/63,
2063/64, 2064/65 and 2065/66 respectively.

During the study period SCBNL has no loans and ades granted to local government
at all. However, RBB has 2.2 million loans providedlocal government in the fiscal
year 2065/66 only which is 0.01% of total loan ¢ansling of 2065/66.

SCBNL has increasing trend of providing loans tbeotsector. However, RBB has
changing nature. Total amount of loan providedh® other sector by RBB is 4663.1,
3407.9, 3451, 3322.8 and 4290.7 million in the y2@61/62, 2062/63, 2063/64, 2064/65
and 2065/66 respectively. SCBNL provided 2044.liomlin this sector in the fiscal year
2061/62 which is 25.22% of total loan of that yeEne amount of loan outstanding of
SCBNL is in increasing trend i.e. 2282.4, 2771 &1 %8 and 5095.3 million in the fiscal
year 2062/63, 2063/64, 2064/65 and 2065/66 resmdgtwhich is 24.79%, 25.69%,
30.91% and 36.71% of total loan of the respectiwaryThe figure shows that SCBNL
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provided the more percentage loans to other s#udorthat of RBB during study period
which might be more risky.

Out of total loan of RBB 89.14%, 83.68%, 86.78%.,239%0 and 90.79% of loans of RBB
have secured by Gold/Silver, Government Securitiesy Government Securities, Fixed
Alc Receipt, Asset Guarantee (Fixed Assets ande@urAssets) in the FY 2061/62,
2062/63, 2063/64, 2064/65 and 2065/66 respectividlg. rest amount has against Bills
Guarantee, Guarantees, Credit Card, EarthquakenVicban and Others. Similarly,

79.97%, 68.29%, 72.79%, 73.49% and 73.52% of lanSCBNL have secured by

Gold/Silver, Government Securities, Non Governmgeturities, Fixed A/c Receipt,

Asset Guarantee (Fixed Assets and Current AssetheiFY 2061/62, 2062/63, 2063/64,
2064/65 and 2065/66 respectively. The rest amowag &gainst Bills Guarantee,
Guarantee, Credit Card, Earthquake Victim Loan @titers.

The amount of margin nature loan of RBB is 86765.6 million in the FY 2065/66 and

2066/67 respectively. The percentage of total lmr2.74% & 1.93% respectively.

Similarly, SCBNL has 150 million loans in the yea065/66 and 2066/67. The
percentage of total loan is 1.08% and 0.97%.

Financial Analysis: The highest ratio of risky assets of SCBNL is 36®0in FY
2064/65 and the lowest ratio is 46.22% in FY 2065/®imilarly, the highest ratio of
RBB is 100% and the lowest ratio is 52.70% in FY62@86. The above figure shows
high risk on the assets of RBB than that of SCBINhe mean ratio of SCBNL and RBB
is 49.72% and 79.67% respectively. S.D. and CV©BBL and RBB are 4.19%, 0.08
and 17.23%, 0.22. The figure of SCBNL is more cstesice than RBB.

The highest investment on government securitiesotal assets ratio of SCBNL is
33.54% in FY 2062/63 and lowest is 24.41% in FY466. In the same way, the highest
ratio of RBB is 22.25% in FY 2062/63 and lowestl&22% in FY 2065/66. The mean
ratio of SCBNL is 28.07%, which is higher than thean ratio of RBB 19.19%. It means
SCBNL has invested more money in risk free as$ets that of RBB. In another words
RBB has emphases on more loan and advances and sbibi-term investment than

investment in government securities.
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As per NRB directives every bank has to maintainimum 10% capital adequacy ratio.
The highest ratio of SCBNL is 16.06% and the loweasio is 13.15%. Mean ratio of
SCBNL is 14.91%. Likewise, S.D. and CV are 1.13% ar®8 respectively.

RBB has negative capital adequacy ratio. Due t@laagumulated loss of the bank it has
negative capital adequacy ratio. Mean S.D. and €RBB are -40.87%, 9.15% and 0.22
respectively. However, RBB was able to reduce ¢uawulated loss since 2062/63 so that
the capital fund ratio is in increasing trend. Roasly the bank was failure to make profit
and all the figures were in negative but in recgrdrs the bank grows to some extend
due to effort of foreign management in the bankfificg year.

Loan & advances to total deposit ratio of SCBNL &8B is fluctuating trends. The
mean ration of SCBNL and RBB is 41.55% and 34.38%pectively. SCBNL has higher
ratio than that of RBB. It indicates the better itination of deposit by SCBNL. It
reveals that the deposit of SCBNL is quickly comeérin to loan and advances to earn
income. The bank will be able to better mobilizataf collected deposit if there is above
70% to 90% of loan and advances to total deposit.

Both banks have fluctuating trend of total investint® total deposit. Higher ratio of
SCBNL is 56.41% in FY 2065/66 and lowest ratio 6s741% in FY 2064/65. In the same
way the highest ratio of RBB is 25.01% in FY 2068B&hd lowest ratio is 19.56% in FY
2061/62. Investment volume of RBB is lower tharnt tfaSCBNL. The mean of the ratio
of SCBNL and RBB are 52.81% and 23.41% respectigel{sCBNL has higher ratio. It
signifies SCBNL has successfully allocated its d#po investment portfolio to get
higher investment return.

The mean ratio of loan & advances to total asseSGBNL and RBB is 36.69% and
38.11% respectively that indicates that RBB hasebethobilizing of fund as loan and
advances and it seems quite successful in gengraigher ratio in each year in

comparison of SCBNL.
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5.2Conclusions

a. From the analysis of NLP of SCBNL and RBB we areamclusion that both banks
has decreasing trend of NPL which is the resulproper Credit Risk Management.
In terms of yearly write off of un-recovered loai®CBNL write-off 73 million and
RBB write-off 20.1 million loans during the studenod. Ratio of NPL to total loans
indicates the more efficient operating of creditn@gement of SCBNL in every
aspect. On the other hand SCBNL is more securddrins of providing LLP for
NPL. Loan granted by RBB was extremely worse camdlitbecause it's non-
performing loans and provision amount is very higlmost more than 75% of total
loans are secured by assets guarantee. SCBNL pobmare loans against guarantee
which shows that RBB is more secured than SCBNLterms of security-wise
exposure.

b. The more concentration of loan outstanding in €rggctor of economy the more
possibility of risk of failure. Hence, credit patio has to be management through
diversifying the loans to different sectors of teonomy. Both banks have in
satisfactory region in terms of management of pbaf However, both banks have
high percentage of loan outstanding to other settwans to other of economy might
not used to constructive purposes or that migHteftdct to economic development.

c. SCBNL maintain the above regulatory capital adegyuatio of 10% as per NRB
directives throughout the year. But RBB has negatiapital adequacy ratio during
the study period 2062/63 to 2065/66. It shows tinenger and better position of
SCBNL than RBB.

d. The more percentage of investment in governmenirges the more secured of
assets and public fund. SCBNL has invested moreesnonrisk free assets than that
of RBB. In another words RBB has emphases on naae &nd advances and other
short-term investment rather investment in govtusées. For minimization of

investment risk, RBB should divert its investmengovt. securities.
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5.3Recommendation

The research has conducted with objective andt gjfignalyzing credit risk management

of SCBNL and RBB with respect to analysis of NPartfolio management (sector wise

lending), position of risk weighted assets, investirin government securities and status
of margin lending. Based on the research and asalglowing recommendation has
sketch out.

a. Although both bank has decreasing trend of NPL REBB high percentage than
SCBNL. It is better to analyzing the cash flowsartter, capacity, capital and
adequate assets guarantee prior to disburse ady nes. By decreasing the NPL
amount RBB can increase its profit. Security-wisanl, on the other hand, SCBNL
should focus on top up the loans by assets guaante

b. Taken as a whole both banks have satisfactory sihtportfolio management.
However, both banks more concentrate to the otbetos of the economy. So that
both banks have high percentage of loan outstandirngher sector which might not
be used to constructive purposes or that might hawié effect to economic
development, it is better to invest the fund to #Hwgiculture sector, information
technology and other production sector.

c. In respect to maintain regulatory capital adequatip SCBNL maintain the ratio but
RBB has negative ratios. It is better to retaie fhrofit instead of distributing
dividend to the investor which helps to draw doWwe hegative ratio to positive.

d. The more percentage of investment in governmenirges the more assets secured.
SCBNL has invested more money in risk free as$ets that of RBB. To minimize
the risk, RBB should invest the collected fund avgrnment securities. This helps to
maintain the liquidity risk of the bank.

e. Both banks have margin lending. However it is regmnded to reduce the figure of
such loan instead of reducing loans to other vargmctors.

After all these analysis and conclusion, we reatlme RBB’s performance is week in

most of the issues. So this researcher recommangsfallow the guidelines of credit

risk management. Accordingly the result of SCBNbwh that it is good in most of the
analysis. So it is recommended to maintain curséngtion, be more analytical and less

aggressive to provide loans.

98



Bibliography

Books

Blake Il Melville E., “Rethinking the Corporate Credit Process'The Bankers
Magazine, 175, 1, Jan-Feb 1992 P.28

Gupta, S.C., (1982F;undamentals of StatisticMlumbay, Himalayan Publishing House

International Convergence of capital measurement @apital Standards; a revised
framework (2004), Swizerland, Press & Communicagion

Joetta Colquitt (2010AD)Credit Risk Management; How to Avoid Lending Disest&
Maximize EarningMercy College

Risk Management Guideliné2010); Nepal Rastra Bank

Rose, Peter SMoney & Capital Markets: Financial Institutions arddstruments in a
Global Marketplace(1997), Singapore, McGraw-Hill

Scott, Jemes, (1981)The Profitability of Bankruptcy: A comparison ofnipirical
Predictions & Theoretical ModelsJournals of Banking & Finance

Thapa, Kiran & Koirala, Narayan (2062) Corporatadficial Management, Kathmandu,
Khanal Books and Stationary

Unified Directiveg(2067), Nepal Rastra Bank

Wolff, H.K. & Pant, P.R. (2005%0cial Science Research & Thesis Writikgthmandu,
Buddha Academic Enterprises Pvt. Ltd.

Thesis and Articles
Allen, Sheila, (2005)Chief Risk Officer No Solution”American Banker, 170, 24, Feb-
4-2005 P.11 Ante up for Chief Risk Officer; Caroppert Gray

Shrestha, N. (2007)A study on Credit Risk Management between KBL & MiBAL
Unpublished Master's Thesis, submitted to Shanlksr ©ampus, Kathmandu

Shrestha, S. (2009A study on Credit Risk Management of Nabil BankiternAnd
Nepal Investment Bank Limitexh Unpublished Master's Thesis, submitted to Sérank
Dev Campus, Kathmandu.

Report of the Presidential Task Force on Market Maismg1988), Wasington DC US,
Government Printing Office

Adhikari, Maha Prasad. (2008YPL & Its ManagemeniNews Letter V.4. NRB

Web Surfing

www.google.com

www.nrb.org.np

www.rbb.org.np
www.Standardcharteredbankcom.np

99



Annex-1
Universe and sample of the study

)

D.5

Class A: Commercial Banks
SN | Names Operation Date Head Office
1 | Nepal Bank Limited 1937/11/15 Kathmandu
2 | Rastriya Banijya Bank 1966/01/23 Kathmandu
3 | Agriculture Development Bank Ltd.1968/01/02 Kathmandu
4 | Nabil Bank Limited 1984/07/16 Kathmandu
5 | Nepal Investment Bank Limited | 1986/02/27 Kathmandu
6 | Standard Chartered Bank Nepadl9g87/01/30 Kathmandu
7 | Himalayan Bank Limited 1993/01/18 Kathmandu
8 | Nepal SBI Bank Limited 1993/07/07 Kathmandu
9 | Nepal Bangladesh Bank Limited | 5/6/1994 Kathmandu
10 | Everest Bank Limited 1994/10/18 Kathmandu
11 | Bank of Kathmandu Limited 1995/03/12 Kathmandu
12 | Nepal Credit and Commerce Bank996/10/14 Siddharthanagar,Rupendehi
13 | Lumbini Bank Limited 1998/07/17 Narayangadh,Chitawan
14 | Nepal Industrial & Commercial1998/07/21 Biaratnagar,Morang
15 | Machhapuchhre Bank Limited 2000/10/03 Pokhara, Kaski
16 | Kumari Bank Limited 2001/04/03 Kathmandu
17 | Laxmi Bank Limited 2002/04/03 Birgunj, Parsa
18 | Siddhartha Bank Limited 2002/12/24 Kathmandu
19 | Global Bank Ltd. 2007/01/02 Birgunj, Parsa
20 | Citizens Bank International Ltd. | 2007/6/21 Kathmandu
21 | Prime Commercial Bank Ltd 2007/9/24 Kathmandu
22 | Sunrise Bank Ltd. 2007/10/12 Kathmandu
23 | Bank of Asia Nepal Ltd. 2007/10/12 Kathmandu
24 | DCBL Bank Limited ,2008/5/25 Kamaladi, Kathmandu
25 | NMB Bank Ltd. ,2008/6/5 Babarmahal, Kathmandu
26 | Kist Bank Ltd. 2003/02/21 Anamnagar, Kathmandu
27 | Janta Bank Limited 2010 Kathmandu
Annex-2
Portfolio at Risk (NPL/Total Loans)
Banks Fiscal Year
2061/62 2062/63 2063/64 2064/65 2065/66 Mean  S)D..V.
NPL | 226308403 | 195932315 197017153 128719782 91®416
SCBNL | TL | 8143207783| 8935417810 10502637135 1371859713B7A/56990
Ratio 2.78% 2.19% 1.88% 0.94% 0.67% 1.69% 0.88% 2
NPL | 13689341357 8622240083 70928311p3 5908767378 42581433
RBB | TL |27000927853 23246504937 24775727774 2757072927570729327
Ratio 50.70% 37.09% 28.63% 21.43% 17.93% 31.16% 1628.| 0.42
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Annex-3

LLP to NPL Ratio

)

Fiscal Year
Banks 2061/62 2062/63 2063/64 2064/65 2065/66 Mear S.D V.C
NPL 226308403 195932315 197017153 128719782 91®4[165
LLP 277,661,010 270,862,401 287,511,222 245,386)6200,946,085
SCBNL | Ratio 122.69% 138.24% 145.93% 190.64% 220.72% 183.640.69%| 0.25
NPL 13689341357 8622240083 7092831103 5908767137825824433
LLP 13569996291 8612959542 7446996499 6434443939851 336
RBB | Ratio 99.13% 99.89% 104.99% 108.90% 109.63% 104.51%90% | 0.05
Annex-4
Loan Loss Provision (LLP) to Total Loan (TL)
Banks Fiscal Year
2061/62 2062/63 2063/64 2064/65 2065/66 Megan Sp..V.
LLP 277661010 270862401 28751122p 2453866R0 20@B160
SCBNL TL 8143207783 | 8935417810 10502637135 13718597113B7AWH6990
Ratio 3.41% 3.03% 2.74% 1.79% 1.47% 249% 0.83% 3
LLP 13569996291 861295954P 7446996409  6434443P93A18504336
RBB TL 13430931562 14633545395 17328731276 21136285280187930998
Ratio 101.04% 58.86% 42.97% 30.44% 20.69% 50.80%5134| 0.62
Annex-5
Risk Weighted Assets (RWA) to Total Assets (TA)
Banks Fiscal Year
2061/62 2062/63 2063/64 2064/65 2065/66 Mejan Sp.VvV.C
RWA | 10497531776 12369488438 14168420035 189698537R58432000
SCBNL | TA | 21893578211 25776332320 28596689451 333357883WkH87468009
Ratio 47.95% 47.99% 49.55% 56.91% 46.22% 49.72% 99%.1 0.08
RWA | 59551941371 33449507631 39000561758 411086&b4@5H214937120
RBB TA | 35188947239 39879618789 46139646300 5323246188714347155
Ratio 100.00% 83.88% 84.53% 77.22% 52.70% 79.67%.230%6| 0.22
Annex-6
Investment on Government Securities (IGS) to TotalAssets (TA) ratio
Banks Fiscal Year
2061/62 2062/63 2063/64 2064/65 2065/66 Mejan S|D.V. C
IGS 7203066250 864485569 7107937303 8137615{178 8783358
SCBNL | TA | 21893578211| 25776332320 28596689451 333357833WkH87468009
Ratio 32.90% 33.54% 24.86% 24.41% 24.64% 28.07% 19%.f 0.17
IGS 6434034730 8874388988 10023288670 1037575465P696869831
RBB TA | 35188947239| 39879618789 46139646299 53232461&8¥14347154
Ratio 18.28% 22.25% 21.72% 19.49% 14.22% 19.19% 298.2 0.17

101



Banks

Fiscal Year

2061/62

2062/63

2063/64

2064/65

2065/66

Me

an

CF

1685903603

1846764624

2225858787

2494535768

438504

SCBNL

RWA

10497531776

12369488438

14168420085

18969857

3758758432000

Ratio

16.06%

14.93%

15.71%

13

.15%

14.70%

.91% 3%.

1 0.08

CF

20074492000

-18577127000

-17080254990

15339583940

-12305859430

RBB

RWA

59551941371

3344950763

39000561758

41108654

1086214937120

Ratio

-33.71%

-55.54%

-43.79%

-37.31%

-33.98%

40.87%

0
9.15% 0.22

Annex-7
Capital Adequacy Ratios (Capital Fund (CF)/RWA)

Annex-8
Credit (C) to Deposit (D) Ratio

Banks

Fiscal Year

2061/62

2062/63

2063/64 2

064/65

2065/66

Mean

.D.V

SCBNL

8143207783

893541781

(=)

105026371

35

1371859]

113279156990

19335094726

23061032081

24647020755

2974399

879871321127

42.12%

38.75%

42.61%

46.12%

38.14%

41.55% 498.p 0.08

13430931562

14633545395

17328731276

2113628

528387930998

RBB

43016063057

46195481570

50464128%

78

5833311¢

518460826603

Ratio

31.22%

31.68%

34.34%

36.23%

38.42%

34.38% 49.D0 0.09

Annex-9
Total Investment (TI) to Total Deposit (TD) Ratio

Banks

Fiscal Year

2061/62

2062/63

2063/64 2

064/65

2065/66

Mean

Tl

9702553250

12847535692

13553233464

13902814

Y236121082

SCBNL

TD

19335094726

23061032081

24647020755

2974399

BBH871721127

Ratio

50.18%

55.71%

54.99%

46.74%

56.41%

52.9

1%8%.1 0.08

Tl

8415882087

11555357804

12650196362

14446371

(A1 16019655

RBB

TD

43016063057

46195481570

50464128%

78

5833311¢

558160926603

Ratio

19.56%

25.01%

25.07%

24.77%

22.62%

23.4

1%89%.3 0.101

Annex-10
Loan (L) to Total Assets (TA) Ratio

Banks

Fiscal Year

2061/62

2062/63

2063/64

2064/65

2065/66

Mean

V. ¢

SCBNL

LDO

8143207783

8935417810

105026371

35 13718597

(13679756990

TA

21893578211

25776332320

28596689

151 333357883UH87468009

Ratio

37.19%

34.67%

36.73%

41.15%

33.70%

36.4

9% 892.8 0.08

RBB

LDO

13430931562

14633545395

173287311

76 2113628

b2 87930998

TA

35188947239

39879618789

461396463

00 53232461

| 8687714347155

Ratio

38.17%

36.69%

37.56%

39.71%

38.11%

38.05% 0%.[1 0.028

1

02



