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2016.
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domestic coordination;

e Pursue money laundering, terrorist
financing and the financing of
proliferation;

e Apply preventive measures for the
financial sector and other designated
sectors;

e  Establish powers and responsibilities
for the competent authorities (e.g.,
investigative, law enforcement and
supervisory authorities) and other
institutional measures;

e Enhance the transparency and
availability of beneficial ownership
information of legal persons and
arrangements; and

e  Facilitate international cooperation.
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ITAHIHT HRIATS S TSI T4 |

3curgoriicl waif fdxaR

T rfdars feamfier SIeT ScuTeaeiiet
qT USTTRE TTISTHTEEHT el {edi T 94 7 o
&7fuTeR TTHTeRT ATHHT ST hoT 1% |

facdhiar aeRan

JuTeTeRT i ETeRAT S Ie-THT UG THAT ehl
oI HENHFT TYETd g ST B | JH TR
Wehl foeiar @rerar sEfeae nfa fausr 29 | &
TSeam T yEatfad FRiEH T “g@®l aer’ wT fhed
Frtor FREISHT Ufehuent STTEATT © | AT HRHAAT
fer IQTEAT Seheht fa<iiar TTeRaT FEEA Far T
TR T |

ITE® IR HIfdbell deli3a
RGO ATEeh aT, HRIERAT amehl agfed
YawEreRT AT YT TR feTUs TTeshel STTavershal T
TTET HaTY T TaTeh! Taehter T foramae sSehet Ut
ST HUTRAT U1 T4 |
JiRAoIa AP IuRGIRica
39Tk AT TYUT ThTT I Siohet 3aTRUIT Seeled
T T aitE TR TeiE e T aerer o
TS | T Fa=eil ST SIS, aeiaera-elt
IO SR, AaHIdIcHS  STTRUEE JK T+

TRTRIGERT ShTIEEHT FRTdTAT T 8T e swremieTs
Ti HeT T3 Eiehes |

ATl R

et g ute faxfier et srear & | faramn
TSI ST PRl JehT ST ST T Tl
AR, AU T ek, T HLATeE, I oh
HTeTeh Giafd qUT SFIITa-eT MSEN Jefasiise
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Td FHARIEE hied Aciehl AT J&l Hod JehTUhT
S | T ISTTHT TH Sichehl EATAIhT T&TT T FIEEAHT
THT Toieh! T A g STEvash & dlieh ¥ S
Tl THETHT U0 | 79 e gTet SeRuT Went SHETIsh
qAT o IETATS SIHSTch, HTd, dTeel 99 T3k
TSR ITLETiEed qoT o |rerdr Tidiater faedr
TITIChT T ShTIHITCTAr STRIFTEQHT seh ST T
FHaRict faem: ferart feg sTees o |

HAGTEROT Saren! 3Tk fed T giaer sihmafg

*k*

TfeT @ quf @il TaTdeRehl TIOHT T ST
TR .... W=T [Tk U 032 I JEATSAT JATHT
Tafea w21t aenr HTEETia Samadres e
et Sk wR 3T JHT YA T T | @G T T &
TG Sehehl STNTHT I |

oGl ATdATH
Serert faefi faeuree
FIAR 2feh, 3ifen afen,



Ardjfad o1l Py

(Mutual Fund)

fau<r a2

fafa=r vehrept @ Jre it SushtuTEEeRT
U 4 aifed @HT ®W (Mutual Fund) & |
JHHT g5 AT °T WG F&t A, HEHT AT HEATEERT
ThA STHTERT AT SOfed 575 | TRl fed ThAETS
Tarfy= foreiar STRLuTEEAT THT TS | TTHISTE ITed
gfahel TTHIhdIe® ot aife~s | 3TTEUTEhl AT &
T LA HFHI TRt sFraieseh! IRR, 9U8
AT Tearaa®HT T 7T 32Tl &, ¢ S SIaIEh
ATfesh T Y ST TN & | KT FEOHIA &.
¢ FUSATS & 20 I JHAT AT T 2o AT JfHe
TGS | VAT HETl g7 o5 arTHIshdiesa]
AT &TAT AR e TlT TES | Faa &. ¢
ATE AT T =68 9 20 TR Jie &l TS |
ITHA E{IE ThT FiHEhT FIATTHT F hiveh! HIfcTeh
& TS | T8 ATHIshd s g St s | aadt
Fiver fafv=r safeq qur demee @ deed T
SUFLITEEHT ST TGS | TRIHISTE U HTavhel e
BIeSiE® o SeWhie Tes | THL TTfedh T shivel
F TS |

argfesh T HIATS deten! fasfere ofr o T
giehes -

feomr cEmEwtd fafr amiedieeae @A
Hehel TR T TST T | T HeATeATeh! ATHT Her
fogeesr dMar ST HIUHT USRI HHATS oty
YehTehT GLEUTISEEAT ThTHT Tae | I&dl THiare

L _EERCHEUIRICCRE

Yt U Uidhel iTHIshdieeel SATHRAT T eh]
STATHT UTed T4 |

A cTaloll DIYD! A :

Afeh T VAT Rl T fasareEeRt
FHROT Tl 1T SISTRAT IEehT HEcd &ohl -

9. gt fratorTr ARTeT -
HHT AHIRd e & THT IMee® Tl T do
ORI TS TOHT BN W ThH TRTHIhT
HIEGHSTE HIS TAT Thishd g | JET Tehihd
qUhT ThH AT STNT HTERT TITIHT qT HTerTeh!
TR F53 |

R FEAAF AfRAeEAE AT -
ATfeeh TTHT Y ST ToT q&T SATFaesh!
HUEETE HaTield g5 | T aYaet dTfash Tt
faretar TTRIG TFgUT qafeeen HRTCTaTIEsh STTa-aT
qum favemur T WU Ie SeeteEe T
TGhT ThW o TPTEHT = G5 | T T S feaTa
TTHIhdTE® HT SUehT TR TRTHIehRT aThT faf=T
Toeheue® g | SHIeeaT U fasheden! &I
T M, W9, HITA, GO TAT AT & 907 ga |
IfieEeh! ATHT TTfesh TTHT INET T @Y
qataq faeshed g1 T |

3. fafegar :
T THIhdTeee SATHRAT o1 ThHehT ATTHITS
fafr=r &, ot qem grevsEEnT fafafussor
T HWE o | GaT aur St e fad e
el fafafaertor T I TR SRR
T | anYfedh T Y G Hehiad OhH Ser gl
{ eErtas faRiehl 9, @9 @Hd ST g¥
YU THT TR eee AT{esh TR T
HTthd SATEAT erTierTs fafafesor m gees |

¥, TRATPT e

ATfeeh FHT ISRt YHees Goit SoTehT JUhIoT




=P IURTT YR arftiwicaa fawmTs

g1 | TET e S ST i @die fesnt g
Ukl THIshdleT SATheT TTeehT auomT fasht MY
ThT UTo T GeEs | 8ol JHeTs alel TrafaehT
FHT et |

Y. T foiT ST
Tl shroTeEenT ST ST TTaT T hFa1ehT
Ty o+ §9 | A 99 FW Afeh T Hiver
T HUehIcT ATH{eh T ShIehT TRTH I G& J&dT
FrReHTE T GO | I%Al STHIMT A Tehahl
Stfeerdr g3 |

AAED clorioll PIYDI UBR
Arfed THIHT FHINeTs faf= sHITeTe SfieRtor

TREhT TS5 | SHTITRTUTERT ST AT STHeRuTeTs I

YRR 3ol T Gfehes |

. BT FAATP ATERAT

@) garEr der (Open ended Scheme):
TSR ATe STTER 1Y HACATThHGRT T
T Tl farsht T Ha YT YUhT JISHTATS
gaAT et ASHT 9 | RINGRT ST NAV
T A ST el &Rig fosht T Ui
TaaTs I T ASHT A | Jdehl F
AT BTG §a |

@) sweEr g (Closed ended Scheme):
diferuspr stater st wilig it weg o, e T
wuenl T ffed At sty o anfess
TR Y AT a8 JET AT 9= | TSI i-eh
feRTEmeR! ATemaTe fasht e e gieeE
AT ISTRAT TliE Tkt e | WA T Sgfdent

STIRAT TETOT g 9T goo NAV W=aT &% a1
e g & 99 |

R FITEEHT TE aiepor

@)

@)

Q)

gfg g (Growth Fund Scheme) :
Tt ufdwer st gsfira @m stefa i gieent
Feva Hied STl TR HiveTs e drerHr Wi |
Hriied HEATRT SFETEIHT FHHRT 3T Tewar TR
TR WUehRTeT JOHTeHe IHT STNGHER =T |
e T drefeRTier FOHT STHAT gSfmT gfe =me
TTHhdTEE TEAT AISHIAT TEwT g | JaeTs
Equity Fund Scheme 9fq 9= |
g @ (Income Fund Scheme) :

ARaleeadts Fatad | Ufdee  3ucted
TR el HATAd RINATS STRMT AT
I | TEr T el Tfvad st g
SUFHUTGEAT ATEAT AT dfgd o | g,
TSTREAT STHLTEE LT FHIThT T 7T Brses
g1 | Jfe AeHmT wT R ASEET
Sif@" g | I9s Debt Oriented Scheme
Ti A= |

g @t (Balanced Fund
Scheme) :

Yt & T fafad R 3ot TR e T
I WA IISHT ferd JrSHT & | Jwdr
AISHT F=qd SR arer ardr frafaa womr
T SATRTHY UTed g SUSRUTEEHT ST TS |
T Teh! ST 8 T qai AT Ishdee
TEAT ATSHET TRUTT § |

Adfed olooll ®IY Jdicteidl  ciifol
3MARAD Aiorcfold JAXdell



SIUTCTdT A9 clalloll PIY

ek TN Siae halse Sifer &
9c%o WT  TIfed GRITH SFHACEEAT TFTHT T
YIS AT ThieH Pt American Investment
Company 3T T STMTE SATSEDS | TRGHT 9 T 23%%
AT I @™ Unit Trust of India 3T TTAT
ufis ETfeeh TTHIRIT & TUHT IES |

TEHT Hfes TRTHIhINeRT Siaerd cafd quHT
7 | uter fenfreR foshr f 2= @ NIDC
Capital Market SRT &=Tfald NCM Mutual Fund,
2050 “TeTsht gt dTfes ST i & | wfd i
%.20|— SAfehd IRdT AT AT Gt AT Rl | TR
TSI o<l HUHT &b TaTewHT 8T THT H1d TehT
R | ufs IR TOIRAT T WURT FJAT T 2214 faw
foshieRateRl =Td o THeh! TR g g1 | GarT geft
3o ASHIATS GATHTHT T 20 T Fefershl s gt
FTSTHTHT FAT-R0T TRAT | JHE Bloeieeas YT hal

[ EEEH ST u3sit aiftiwcea fasmrs

o ar 7ot Arsmr gevrt g7 ggaer fashed fagar |
NCM Mutual Fund, 2059 919 ekl 35 &< g@T
ST Ufq e &, 20— JAfehd ¢ U FHean! o |

.9, Roo¢/ o) & F=quT NCM Mutual Fund,
2059 T ST @THT &, 24 S ¢4 AR 20 &R T
yfd give oI goor &, ¥ §e Pent R |

JUTEeRT 3Tehi ATYfEsh TGN NG T
NSl GAT e AISHT ST=ia AR Tehich AT,
Ro4R (Citizen Unit Scheme, 2052) @<T=HT
I | &.200|— JATehd JoI WURT I ArSHTA HAfTd
TR T Jeg 3T IUTT T3S THT B |

arfesh  @HT RINels  FEfedd, UReEl T
ARt BT SIS T fehenT geaer T
SIS YU fordl U ASet 9.8, 0% ST 22
Td 3G Afeh ST I TRmTEe, 0% IRY T
AR T-AT | FrermTerelt AT A e fafaeT sroieset
ATfEsh T 1Y HeTer TSR & |

ATTAAT GATTAT AHEF T HW T THHT GATAREE

S.N. |Scheme Fund Manager

Fund Sponsor Types of Scheme

1. |Siddhartha Investment

Siddhartha Capital

Siddhartha Bank Closed ended /Growth

Growth Scheme — | Limited Limited
2. |Siddhartha Equity Oriented |Siddhartha Capital Siddhartha Bank Closed ended /Growth
Scheme Limited Limited

3. |Laxmi Value Fund - |
Limited

Laxmi Capital Market

Close ended/Balanced
growth

Laxmi Bank Limited

4. |Global IME Samunnat

Scheme — | Limited

Global IME Capital

Global IME Bank Closed ended

Limited

Nabil Investment
Banking Limited

5. |Nabil Balanced Fund - |

Nabil Bank Limited |Closed ended Balanced

6. |NIBL Samriddhi Fund - | NIBL Capital NIBL Bank Limited |Closed end

7. |NMB Sulav Investment NMB Capital Limited NMB Bank Limited |Closed end
Fund — |

8. |NMB Hybrid Fund LI NMB Capital Limited NMB Bank Limited |Closed end

AATTHT FATAT AHEH T W, AT A, TATHT T AR To

S.N. | Scheme Base Size NAV(Rs.) Market price (Rs.)
(Millions) (2073/08/30) | (2073/08/30)

1. Siddhartha Investment Growth Scheme — | 500 25.37 25.40

2. Siddhartha Equity Oriented Scheme 1000 14.47 12.10

3. Laxmi Value Fund — | 500 12.26 12.55

4, Global IME Samunnat Scheme — | 800 9.34 10.51

5. Nabil Balanced Fund — | 600 22.48 20.20

6. NIBL Samriddhi Fund — | 1000 13.82 12.10

7. NMB Sulav Investment Fund — | 750 15.68 12.42

8. NMB Hybrid Fund L-| 1000 10.07 -

Source : websites of related capital market company.
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NAV ( Net Assets Value) : Gg rafdehl eIelts
STHT e HEATeT W TaT & 37 Ui genrgent
NAV & |

FAA AHfES T P FE@T T ASST ?
qrfesh TRTHT I FETEe, oy AT FaeT

9T FEISH T JmIar U T a1 Tk AeaT aal

HrTled HEITeT ATH{Eeh TRTHT 1T TATIET 7T o B |

(%) vated s aHifsm faxdie FRER ™ d@ried

HEAThT FIHT TATIT UG,

(TT) ST 3T STIHNGhT TG HATAH el Ul
I T AT,

(7) ufsear diT 9 Iha TR gATEET e,

(3) T St 9waT Heaed W T,

(&) Gied HEAT, TR HeTeTeh a1 HESNT TgEe
FHT TR ST, SISt a7 Afde uad sfed

**k*

(B) HAT AT g a7 FHF THomT THerreRr S
(e TEH,

(1) Fodios A @HT qEIET Aifhiey smtSTEeh!
3T AT T THY |

31ocAaT

ATfeeh ST RIShT O TRRICH T& FUATafT
IISEETE T ¥ & | 31feren Siifem ferg st wieat aidt
UlAheT TTEEEeRT SATHT IT TTIhT S foshed g
Ui HeDS | ATH{Eeh T ShIvet T ShaG&aTTs HEAw
T Tidhd faT T8 | amied T RISHT S
Bloetesah! TRI=T Sreifa GewTiTar g | 37 qut &umT
ShINeh] STTEATI T TR0 HATield & |

SuTereRT RIS SSTCAT SFOTTS qeIT svgehT e
T T | ZFE T A it e afy S qer faxfi
HEATRT THAITHT TN SSTRehT TegdT Sl Juehier
PRI TSTRAT I3 AR TG A&k AT 1SS
AT UoTeT T U Wl B | St serar fafaer
TTETRT ITHIUTEEhT TANT G STCITHT Hfeah T
FIY ATIRUT AHIRATEERT TN TR 3T
forehed g Haes |




SIRqd1a MR a KNG

I SSEAR BEo

q. fau=r yaar

[eTaars AAETT &1 |1 T T JTahed ATsi
fopfaaa SfgHe® T T 99 §ea | STaHE!
gepue Hied & g ared wem e
W g 9w waEsHE | aHeETs

FHTEATE A Risk Rating T STERHAT TaTHA
TH g, |

SIEHET  ATIRHAT  Folldl T a%
R 9 qefae faem quEr amHr 9T qUET
B | TR R T el 9ieed SA@Ha! HaT
AfvaTd o1 7 | % Ui Ferel  Wiaw 3y ge
ST Shdl THT ATATATT FITHAdT 2T A3

fafgdieror ™ fagraer  amamEr @i
AN AR T 9 USRI WEHTd EIHT
7 UIARIGANTd ®IAT SRgAATS  AbdaT T

735, | a9d FHIST HTedle FHTANA e
AT SMaHRTed STAT SRGHET HATH! STAATTHT
Bfras o9 T gEed wH g | Sifed T dsire

AEATF Erg | FGHHAT AT FHollehl TG

Sifgw feq wwafaare grd gfawa (Return)
T Sifgd HIAET ANErs gERieeg | ST
SifgHare fafsid arerdre JHEeE T &7
qeag, | AR WIEH Ied qegtaare gred gfawa
(Return) ¥ WIf@® HITWH&! TOET T AT
JATd U9 ATTIe®H] [0 JHT el gare
T AETF T3 |

AT AR SUTSRAT  SIEHe
faf=  dca (elements) JHTaeT WU
gve | SEdT Default risk, Rating migration risk,
Credit Correction risk, Credit Concentration
risk, Collaterals and Recovery risk. @ a®
A7 qeaeeadl Itad ALTIT TF [TIITor THUR
HALITHT AU [ghed g4 FATEATHT 98 g7 |

g T, SIGEAT ARG SATeaRers
probability of default & T TR §veg | AT
"1t AT (Quantum of potential loss) & ==t
e (ARl 81 ST ke (aquerars g
TG | F 9 FT | MEF Ehed THSH TEF
fehee? &g wrd TRl &g | @R fehee g

g A ek qFeddls o [Qeuml [
T T FIRTE TR F |

2. watidl de ferikondt Rigea (Loan Pricing
Principle)

=S &R g Te HqErer Mied awas
Aeddls WA ATaR TAET 45 ITART T 7
AiqegaT fehee &9 Fa AqATATS THA ATIR
woer fod e | arqaEr s faiRer agfa
SIfEA T gfahda deay dFaegAT qaia g
SEATE FEqHT FMEER Rgreas &9 Ieord
TRUH |

4%
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(grading ) I |

fafer ¥ afrar =aifuq T YSM WUAT HATAEE
(Issues) T TIRETIT ¥ FHTEGT T I&E, | THITAT

FH SIGH AUEHT AEHdTs g7 =TS
W ¥ SIEaH A UH Aeddrs Afdd
ST X A3 |

Sifgd®l  Hed AT HTe
Moo oy §9 SiRewREr  sratRa
USR] JHE AR Bl | JMEdd!
AR a0, [Shee g4 FHTEI,
Loss Rate Given Probability e
Sifew AN fHedRer 79 qgani dca
BT | I F SIREwET qvaedg
Tfafafadrs @AW T economic
capital ¥ YSirel H9TeT UfTha ATAITH
IS8 | SOl EOTRl SAT  [ERurHT
HecdqU ETHT AT qTEE, |

FH FAT T ISR TR FF
(Re-pricing interval) = sTafi® &l
T & AROHAT g wreeg | doiret
el Af=rdaare af ana afg T
EANT 63 | g T Gl AT
HEddE! FH, aacadr Mismatched
THA o1 68 | STEE THAE A
TIAT U5 |

el SIMGEAT TR sATTaR e
T&T SIRgH Aol EH Foeed
TR Gedr3d AEedd g7, | (%A
a0 fehed g4 I9@EAT T 9T |1
SiifeH aRfEo Wied gva | 'AAA
FEAT grg 99 'C' AEOTHT e
TEH Follewd dAl¢ oTar fasr 19
HqIqg, |

SRR L s e s B L 63
9Td  (Penalty clause) ¥HT F¥FETgA
& | S ol I AR (Repayment)
T FE] HHTEN F ITARTHT JTART
g 99eg |

3. @il &IGIcrd! fAaRoiI fdwass (Loan

Pricing Issues)

foir e = @ MaRer e ST

fororga gwaftraq fafve segeEar e ==

Q== g9 TEEH | AT HERATHT Soheed IIgh

KO

SRgAeT [T I3 qaTdes MFETaR Jodd
TR ERW

ST 1o = ot b | R £ - B ) -1
SUAEIAT T quar 7 qfeer Issue 1 | A
TEATE HE! ST (MR T input F =TT
foq Tk | |9reT wrer MR T At
fepfarmaT Aigee® @7 | a1 9 ddewd wal
"aT HIIF THH] ANT qAT ATAADT IR
AR ATTAR® SMgH HOq Higd 93T
U g8 | AT B SMaHE diEedl
probability of default, loss rate given default
¥ exposure at default AT T FlEAR |

3. g9 frfamar woieedr sifgadr sraiRa sars
TR U BGHT AR T AH FFgHT TIAEe
IOT REH B | TARE! JITETLTH FHRITA
FATA FAEEH qedeqd M= sareaw
Mo = kg | A1 Ragea @mETEdEn
JUAIHT HIAT AN TR7E 7 A @] al
afsrer fordt fornT &7 a1 @ gEfaEr FeEs
g AT | GTE T Sl AT BTl ST
T TEITRT ATATTHT, VMG HIAT T (TR
HTIRET T Joee Rl | Haqde Taadrg
ISoATE BT BAAT fT THT I T | Tdeea
Medium size exposure T Speculative purpose
AUHT FHAAT qAAICHE SIHT oo sqToIaR T
AT 34T, small exposure, productive sector
Ae FH R [ IUIH §7S | TN (]
SIRGHAT AR =TS &R (R a1 ~gAqH
YT SaTHT QR T SIAH &7, |

399l HA™,  Ha9d qHIHT  ddeed
TSR ATIH BRI T Big GATE TRUHT
MedeEdls STEHAT AT X (Risk base
rate) WvaT &H TSl STAT Ui HSi1 0T
T 99 FFEIT ATIT WIS | No profit
No loss @1 HAURUTHT dbed IATH TSl
1 (i Siifgwer g 9o Hoirers 9
FST AN TH Tagd | SAREH  Sqa& I
gERIETE 97 &1 A 7gH AT AUH AT
T a1 GURALT eI e w1 aes
a7 FHEH cut off rate AT FST AT T




gad | 99 dobel T &% Wfeel Ui cut of
rate 9eaT I=9 IS HUATH g | HqT
TFETAT Gl GLAEEH! foxirg  Faedn
qad AR ¥ SEgHE] I U9 GHRICHS
T T SAl HTEATAT non funded =aa&m™ gred
g9 94T 9UHT cut off rate T 9fW T
EATETATS AT T Afhee | TAXAT FTALATHT
Non funded =Fa9raare gred Giaweel sdTsT
AT § ~AATATE FHAS T 99 &7 |
IR no profit no loss el ATGHT debel
AT AT IS @Rl T&T no loss no profit
rate el FEHI dR SMGHHAT AT TS &7
el HHAT Ui AT T TS | Sobel T&dT
HATATHT TS X1 ATHAH FHT T FATH

[ EEEH ST u3sit aiftiwcea fasmrs

gug [qq a1 =R el aar3d IUgh g |
Siifg® fae< risk score ¥ risk perception
HT marginal 3T minor &% <W@I3T Tdee, |
FHTIT T A | SEREUa! ATRT a1 scale
rating & ATIRHT TR IRUHT 1T IS A5
qA: AlTare AR 7gA SRaH, A SraH
(moderate), fair risk, T =9 SEH T AR
ANTAT AR T SfgHwr araia =
WH AT (slab) RO T Aideg | =T
AT GRATSH T FaedT TRUH &g |
THEITT ®IAT AMEHE JSeATs qAB ATAH]

HT T qIRTSHT & |

Table no. 1

I fdRu T 99 g7 | < fqET R Grouping of Risk Grades
TET STl ANTAes 98T AR AT TR | Broad Risk Category Risk Grade
< > Low risk AAA and AA
Ih MWD Fodl MEHRT TFH, T9d GIATH | Moderate risk Aand BBB
(STEHT =g sOTsl X @q@), A CEICET) Fair risk BB and unrated
> High risk BandC

T ANTAH ATEE g9, AT Aed float
funds, @& @& procured funds aATTEaT
HAH YA qF TH F{brg | Ih GSiw
R WA dEdars § Afadaw  Igaed
dSl AT qAMCHS® ®qHT g SATSl aTHT
T TH Albeg | AT ATFIT g4 BTl
ELIT THH AN I dsiiers  marginal
rate @ no profit no loss AT AT T F(hwa |
qUAT 9 I9 w99 W S
TUH HH 573, |

SJpgee GHAT AT a1 XeATS SITaH
s WHAd HATST Ueg | 9 FeawH T q9q
I3 9aRg, IT SEHH ATIRITHT 3T
ANTHHT ISH A= AAT T FUHT, &
B SAEH JSHT AN BETgs SITEHAT AT
T Rl 9 E99% & 7 AT pragmatic
approach /Ed T @afq @ rigid I &
gad | S SaHaET © a7 & AufiaT drdarar 3
frgor T qF Fed 98 9 87 | )
SIMGHET AR AT G AMGHBT HTATATS
T TP g AMard o7 21 | STAeTd
TIHT ANTHIU T FAMGHAT AT ST T

& ®OIIDI bloll FAIGH! IR SNRAAT

IR &ATS31 GRAT BID gof Uol:

HAFA, HEABINAT T QUEIAT HoITHT Fih
TR TS &% (IR I AT @ ST a7
framor a1 FFarg de@faT wer 9=
SIfaH FeH greg Wed SHHNI g1 ATa9dH
T8 | Fc 87 TEH SPFHNAT FoH I=d
THTET I R | el FATGHBT WA AR
FSATH THTAT AT ATARAT SARaH afHae
g ITH T ATH FHE OSI1 IAN W AT 99
ST & 9EEH |

b. SNRq10T MR d RATSIGI DI TGl

frgor T ugfy § ifegwr emaia sare
T Bl | ATEAGHE] ;TS 9@l M= e
M= IHI@! AR ITART W arad Tl
T 99 Hed & | SfgHel AT ATER ST
U TR | GaUIH, MEFHa! JIaH eg

«1
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T I 9T AT IES, | CAGHT ATRT bl
FESTATHET AN ARG TS TgIasw! [
T AEATF g | AR ATeg Tgfae aan
EIAT TMEFeRH A TedTsd TEs, |
SIEHAT AR =grsT & 0T fo990g
AT qgfa & | sreAr M= 9, e
gfear, e sifew =afreor sEar doad
Afrd® AT RATE IR TEg | FFET ER
TARHT FaLT dSliebl &, Hoil (a7 T,
foTaal  ANTa-ard AT, diRa qedtae
Jiawe &PRTT w9 gig e AEEdT qEEverd

SgqdT ATeiRa ST AT e fafad
qcaE® AT UHT E7a |

1. 9sirel @R (Cost of fund)

R, eI ARTT ( operation cost)

3. Opportunity Cost

¥. Risk Premium

4. Income  Spread (tax  burden,
provisioning  requirement  profit
margin)

FUE TEATFATS (X STGHAT AT
ST &2 MUAET T fafa ¥ 9btRETer areer 9o

fafirse qcae® g | FAl TR TEHT, FATH]
I, [T URARAAT, FSi A, Tl T
ESHTel SFaRgT, Holl hal AN ATHER  AMS
gfaar afv fafite deaes araTa 998 |

w1 fafvedaT a1 o=a Feewar AT,
TrAH] JUAeddl, TARICIER] JTACHdT, ST
W, gl AT SRHAfeT diedcaadl Iaaeddl
#fe SifgA =afeazore fafire qeaes g4 | Ay
Jodigd F9 qeaged dMT GeATE F9rd 9T
UEEL I

LN

Jod TIRUHT JaAe®dT I I Jaed TRUa!
B | BF daAdl Gledl BXHRHT UGSl AR,
AT AN LT ARGHHAT SATATRA SITST AT
AEeIF 9 components F T THA Iodd
TRUHT G | T 7 ¥ A AMGHH IS ATER
Expected Loss si@qur fHeifegar @ | ca2wmr
aqd F © |1 I%H Targeted Spred Rate FHTEST
T SAfgHH € ATAR fqq 99 saTSEY AT
g2 AT fag |

Table no 2: Computation of Fund Cost

Average cost of funds = [Interest expended (Interest paid on deposits + interest paid on borrowings +|Amount
interest paid on bonds and debentures + accrued interest) = Interest bearing liabilities] x 100

Interest on deposits

1,300

and other refinancing agencies)

Interest on borrowings (call and money market borrowings, refinance from central bank, export-import bank,|300

Interest on bonds and debentures 215
Total interest expended 1,815
Interest bearing liabilitiest 40,000
Average cost of funds 4.54%

any other item on which interest is payable.

“Interest bearing liabilities represent all liabilities, including deposits, borrowings, refinance and bond proceeds, and

'Simple average of month-end balance sheet figures for 12 months included in the accounting year.

Table no 3: Computation of Service Cost

Service cost = (Total operating expenses + Lendable resources as on account closing date) x 100] Amount

Operating expenses

510

Lendable resources (deposits, bond proceeds, and borrowings, excluding refinance, minus statutory|35,000
obligations like minimum cash reserve to be maintained with the central bank and minimum
investment in sovereign papers toward liguidity requirements)

Service cost

1.46%

%R
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Table no 4: Computation of Capital Cost

=R IR YT arftihicaa fagons

Opportunity cost of regulatory capital with CRAR target at 10% (CRAR = capital to risk-|As on Balance Sheet
weighted assets ratio) Date

Tier | capital 70%

Tier Il capital (subordinated debt instruments) 30%

Cost of Tier Il capital at annual coupon rate 7.00%

Tax rate 30.00%

Posttax cost of Tier Il capital [Cost of Tier 11 capital x (1-tax rate)] 4.9%

a. Risk-free return (yield on 5-year sovereign security) 6.00%

b. Cost of Tier | capital based on expected return on allocated capital invested in selected band of| 15.00%

equities in the capital market, rated bonds, mutual funds, etc. (assumed at 15.00%)

Weighted average cost of regulatory capital (70% of cost of Tier | capital + 30% of post tax cost|11.97 %

of Tier Il capital)

Opportunity cost of regulatory capital (cost of regulatory capital minus yield on 5-year sovereign|11.97% - 6.00% =
security), i.e., 11.97% minus 6.00%, assuming that allocated capital can be invested in risk-free|5.97 %

sovereign security at 6%

Opportunity cost of regulatory capital with targeted CRAR of 10% = 10% of 5.97% 0.60% (rounded off)

Table no.5

Table no. 6: Computation of Basic Cost in Lending

Average fund cost |Table no.2 4.54%
Service cost Table no. 3 1.46%
Basic cost 6.00%

Table no. 7: Computation of Risk Grade wise Loan Price

Risk Risk wt. Ba§|c Regulatory Total Targeted Total S
Grade | suggestive Ll capital =) col.(3+4+5) income % Rate
cost : Spread % Rounded Off
1 2 3 4 5 6 7 8 9
AAA 20% 6 0.12 0.17 6.29 3 9.29 9.30
AA 20% 6 0.12 0.36 6.48 3 9.48 9.50
A 50% 6 0.30 0.77 7.07 3 10.07 10.10
BBB 75% 6 0.45 1.55 8.00 3 11.00 11.00
BB 100% 6 0.60 3.50 10.10 3 13.10 13.10
B 150% 6 0.90 6.46 13.36 3 16.36 16.40
C 150% 6 0.90 13.59 20.49 3 23.49 23.50

IR - Managing Risk in commercial banks and Retail Banking , Amalendu Ghosh
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v. forepd

SIMGHAT  ATIIRT sgTieR MaRT T
UF AE TEIaE FAN T | TEd Fel
FRIARATS FIETT TATST e &S T A0
q& SEH dgd Wardd Risk adjusted Return
AT AT T FEAN ey | g% qdqr fadm
HIRATHT SIMGH Fe+ TETId JTed g+ Gfasherara
for@ & 9 &78 | Y AGH HeaTsae! A9TEHT
FfEH AT &% qUHT STHARRTHET Fofl A
¥ FSeEal Exposure w1 gig T A a1
W BT TRIEHT T A IeaEAnRTd &7 T
ST HT TaT8 g 7 SgHI<h Bl
TATATCHE &TAT FEAl Wa Tevd |

SIGHHAT AR =aTet 3¢ SifgHaH a8 gig
g STaT AR GRHAT I Fig e T I gre
ARG T | AT Y SAEH IS AT e
fretRor T | T9aTE d@dl AFR, risk appetite,
targeted return on assets, historical income ratio,

extension of credit portfolio diversification

***

d O IR TESA | AEE AfdRh Fellm
JET  q9d Jed fadrel qUER T SiEH
“HIUH] GTed HATAEE FHA UTCHE BTHT
qATE TRB T |
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NEPALESE FINANCIAL SECTOR:
CURRENT STATUS AND CHALLENGES

IS Nara Hari Dhakal, Ph. D."

1. INTRODUCTION

Nepal is a low-income country with a
per capita gross national income of $766 in
2016 (MOF, 2016). Despite, the small size of
its economy, Nepal has a relatively diversified
financial sector.

The history of financial system dates back
to 1937 when Nepal Bank Limited (NBL), the
country’s first bank, started functioning. The
Nepal Rastra Bank (NRB) was established after
19 years since the establishment of the NBL. A
decade after the establishment of NRB, Rastriya
Banijya Bank (RBB), a commercial bank under
the ownership of Government of Nepal (GON)
was established. Since then, the Nepalese
financial sector has grown rapidly?.

In the context of banking development, the
1980s saw a major structural change in financial
sector policies, regulations and institutional
development. GON emphasized the role of the
private sector for investment in the financial
sector. With the adoption of the financial sector
liberalization strategy by the governmentin 80's,
the doors werethrown open to foreign banks
and permission was given to open Joint Venture
Banks. As a result, various banking and non-
banking financial institutions have come into
existence. Nabil Bank Limited, the first foreign
joint venture bank of Nepal, started operation
in July 1984. During last two decades, Nepal
witnessed tremendous increment in number of
Banks and Financial Institutions (BFls).

Financial sector went through two major
reforms. The first reform started in 1985 when
the country faced an economic crisis, which was

trigged by unprecedented budget and current
account deficits. The second reform program
was initiated in 2002, which was trigged by
a political crisis, stemming from the Maoist
insurgencies that started in the late 1990s and
compelled the GON to embark on broader
economic reforms.

The overall objective of this paper is to
review the current status and challenges of the
Nepalese financial sector. The information used
in this paper has been obtained through a review
of the NRB Statistics on BFls, Economic Survey
published by Ministry of Finance (MOF) and
other published and unpublished information
on Nepalese financial sector.

This paper is organized in six sections.
After this introductory section, section two
provides the overview of the financial sector
and section three provides the snapshot of
the policy andlegal framework governing the
financial sector. Section four assesses the status
of financial stability and section five outlines
the challenges of the financial sector. The paper
ends with conclusions in section six.

2. OVERVIEW OF THE FINANCIAL SECTOR

The financial sector comprises seven
sectors, namely banking, insurance, capital
market, non-bank financial institutions (NBFIs),
cooperatives, non-government, and informal
sector / shadow banking sector. Among these
sectors, the roles of non-government and
informal sector, and their effect on financial
sector stability are largely unknown.

Financial systems are broadly divided into

1 Former Chairman, Board of Director, Rastriya Banijya Bank Ltd.

Executive Director, Centre for Empowerment and Development (CED), Nepal.
2 Maskey, N. M., and S. R. Subedi, 2009. “Development of the Nepalese Financial System: Need for the Formulation of a

Master Plan”, Economic Review, Nepal Rastra Bank.




two categories: financial institutions and non-
bank financial (contractual savings) institutions.
Financial institutions dominate the financial
sector covering around 88.6% of the total
financial system assets as of Mid-July 20153,
Within the banking system, commercial banks
carry the largest share with around 51% of
the total financial sector assets. Non-Banking
Financial Institutions (NBFIs), which are also

known as Contractual Saving Institutions,
constitutes 11.4% of the total banking system
assets. It includes two major NBFIs, namely
Employee Provident Fund (EPF), and Citizen
Investment Trust (CIT) that combine own 7.7%
of total financial sector assets. Insurance sector
accounts for only 3.6% of the total financial
sector assets. The postal savings sector accounts
for only 0.1% of the total financial sector assets.

Share of Different Financial Institutions on Total Financial Sector Assets

As of July in Percentage
SN. Type of Institutions 2009 2010 2011 2012 2013 2014 2015°

A Financial Institutions 89.1 88.9 88.1 88.4 88.7 88.7 88.6
1/Nepal Rastra Bank 21.6 20.3 19.4 22.1 22.2 22.7 22.9
2 Commercial Banks 53.9 52.3 51.7 51.0 51.6 50.7 51.0
3 Development Banks 5.2 7.0 7.8 7.8 8.3 8.8 8.4
4|Finance Companies 6.7 7.5 7.2 5.3 4.2 3.7 3.1
3| Mictafinance Development 12 12 13 14 15 17 2.0
6 Financial Co-operatives 0.4 0.5 0.5 0.6 0.6 0.7 0.7
7 Financial NGOS 0.2 0.2 0.3 0.2 0.3 0.3 0.6
B Contractual Saving Institutions 10.9 11.1 11.9 11.6 11.3 11.3 11.4
1 Employees Provident Fund 6.0 6.2 6.5 6.1 6.1 59 57
2 Citizen Investment Trust 1.9 1.6 1.6 1.8 1.8 1.9 2.0
3 Insurance Companies 2.8 3.2 3.7 3.6 3.4 3.5 3.6
4 Postal Savings Bank 0.1 0.1 0.1 0.1 0.1 0.1 0.1

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0

P=Provisional
Source: Nepal Rastra Bank, Research Department, “Macroeconomic Indicators of Nepal” November 2015,

3 Nepalese Financial System is predominantly bank-centric and is characterized by a large number of financial institutions
(banking and non-banking) with the total share in GDP of 149.7%.




Cooperative sector, comprising over 14,000
financial cooperatives and other equal number
of combined multi-purpose cooperatives,
agriculturalcooperatives,and dairy cooperatives.
It is estimated that the sector constitutes 5.4 %
of total financial sector assets, but this is not
accounted in total banking sector asset so far.
Capital market is still under-developed, with
BFIs dominating the stock market transactions.
Total market capitalization stands at 54.8% of
GDP, and total annual turnover at 4% of GDP
in 2014/15. Secondary market for government
bonds and corporate paper is virtually absent.
Likewise, derivative market is in nascent stage.

Banking Sector

Development of modern banking system
can be broken into three distinct phases.
The shifts in these phases are determined by
different milestones: the first milestone is the
establishment of NRB, the Central Bank of Nepal,

in 1956 - this determines the shift from the
first to the second phase; similarly the second
milestone is the promulgation of the current
NRB Act 2002 - this determines the shift from
the second phase to the ongoing third phase.

Banking sector expanded at a rapid pace
following the liberal licensing policy and the
series of regulatory and supervisory reforms
initiated by NRB in line with financial sector
liberalization. Due to large number of BFIs, NRB
experienced difficulties in proper monitoring
and supervision and problems occurred in many
BFls that posed a greater threat to financial
sector stability. Pursuant to this, NRB placed
a moratorium on licensing of class A, B, and C
institutions, while continuing the licensing of
class D institutions to promote the expansion
of the f formal sector finance in remote areas.
Further, NRB is encouraging consolidation of
BFls through mergers and acquisitions.

Number of Banks and Financial Institutions (as of mid-July, 2016)

S.N. | Type 2009 2010 2011 2012 2013 2014 2015 2016
1 [Commercial Banks 26 27 31 32 31 30 30 28
2 | Development Banks 63 79 87 88 86 84 76 67
3 | Finance Companies 77 79 79 70 59 53 48 40
4 | Microfinance Development Banks 15 18 21 24 31 33 39 42
5 | Financial Cooperatives* 16 16 16 16 16 15 15 15
6 | Financial NGOs* 45 45 38 36 31 29 27 27
7 | Insurance Companies 25 25 25 25 25 25 27 27

Source: Nepal Rastra Bank, Research Department, “Macroeconomic Indicators of Nepal” November 2015,

As of July 2016, the BFIs comprises, 28
commercial banks (class A), 67 development
banks (Class B), 40 finance companies (Class
C), 42 microfinance development banks (Class
D), 15 Savings and Credit Cooperatives (limited
license), and 27 Non-Government Organizations
authorized by NRB to undertake limited banking
transactions, and 8 other institutions including
a specialized bank to provide finance for
cooperatives. As of mid-July 2016, a total of
100 BFIs have merged to become 37 BFls, and
numbers of BFls are at a decreasing trend in the
recent year.
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Insurance Sector

Nepalese insurance sector is governed by
Insurance Act 1992, and as of mid-July 2015,
there are 27 insurance companies established
under this act. Among them, 9 companies offer
life insurance services, 17 companies perform
non-life insurance activities, and there is one re-
insurance company. According to the ownership
structure, three companies are working as
branches of foreign insurance companies, four
are joint venture with foreign companies, 18
companies have private ownership, and two
are government owned companies. The sector
is regulated and supervised by Nepal Insurance
Board (NIB).



Insurance Companies in Nepal

Ownership | Non-life Life . Re- Total
insurance
Government 1 1 0 2
Private 13 5 0 18
Foreign 1 0 3
Joint 2 1
Total 17 9 1 27

Source: Insurance Board

Nepal’s insurance market is limited to
a few products such as endowment, whole
life, term insurance and foreign-employment
in life sector; and vehicle, fire, earthquake,
construction insurance in non-life sector. Both
life and non-life insurance companies are
progressively increasing premium collection
as well as contribution to GDP. Life insurance
accounts for about 60% of the total premium
collected, however, overall pie is still small
with the players occupying small fragmented
market share. A number of small companies and
significant fragmentation affect the ability of the
industry to grow.

Insurance Act 1992 guides NIB, but it is
inadequate to cope with the emerging challenges
of the sector. Considering this new insurance
act has been drafted which is pending approval
since last three years. It is necessary to raise
the regulatory standards, adopt international
best practices to the extent relevant to local
context. Small market with many players gives
rise to unhealthy competition, and systemic risk.
NIB still follows compliance-based supervision
instead of risk based. Lack of real autonomy
in functioning of NIB is a root cause of its
ineffectiveness and numerous shortcomings
in the industry. Nepalese insurance industry
has inadequacies in accounting system. The
accounting and auditing system should be
upgraded to meet international standards. The
role of re-insurance companies needs to be
redefined, and strengthened.

Capital Market

The Securities Board of Nepal (SEBON)
regulates the capital market. Nepal Stock
Exchange Limited (NEPSE) facilitates stock
trading. The capital market is still in a nascent
stage. Venture capital and private equity

investments are negligible owing to absence
of appropriate legislation. In 2006, the older
Securities Act 1992 was replaced by a new
Securities Act 2006 The Act made provisions
for restructuring the governing board of SEBON
and empowered the regulator to take the legal
action against any mis-conduct in the securities
market. In 2008, the open cut-cry system was
replaced by an automated trading system, which
made trading more efficient and transparent.
In 2010, regulations on depository service
were issued paving the way for establishment
of Central Depository and Clearing limited
(CDCL). CDCL has commenced operation, and
since January 16, 2016, all the stock operation
has been fully dematerialized. Long awaited
regulations on mutual funds were also rolled-
out in 2010. Mutual fund investments are now
gathering steam. Credit rating regulations were
introduced in 2011 and one rating agency (joint
venture with a prominent rating agency in India)
is now operational. There are over 50 brokers
working in the sector. Nepalese capital market
is dominated byBFls, and of the 232 companies
listed as of mid-July 2015, number of BFls stood
at 182 followed by 22 insurance companies.

Non-Bank Financial Institutions

Employee Provident Fund (EPF), Citizen
Investment Trust (CIT), Postal Savings Banks,
Deposit and Credit Guarantee Corporation
(DCGC) are the key non-bank financial
institutions. They are government owned, and
regulated and supervised by the government.
While EPF was established to provide retirement
social safety net for public employee, CIT has
been set up to encourage general public to
invest their savings, and postal bank to provide
financial services for the unserved masses. DCGC
was created to protect the financial system and
is a key player that has contributed to financial
stability while broadening the financial safety
net. Both EPF and CIT mobilize long-term funds
and deploy them mainly on infrastructure and
government projects.

Cooperative Sector

History of cooperative movements in Nepal
dates back 1956 when the first cooperative
was established. The cooperative sector
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gained momentum after the enactment of
the Cooperative Act in 1992. Department
of Cooperative (DOC) under the Ministry of
Cooperatives and Poverty Reduction regulates
cooperatives.

ThereisaNational Cooperative Bank Limited
(NCBL) established in 2003, with specialized
services to provide access to finance to the
primary cooperatives established in different
parts of the country and has an asset base in
excess of NPR 6 billion.Deposits mobilized by
all cooperatives aggregate about 10% of the
deposits held by all licensed BFI’s put together.
Financial cooperatives are characterized by
segmented and fragmented operation with
some cooperative in urban and emerging
market towns bigger than many Class B and C
BFls. Few financial cooperatives in Kathmandu
valley are facing difficulties, with billions of
rupees siphoned off by key sponsors. These
entities have been able to engage in bank like
activities taking advantage of weak regulatory
and supervisory mechanisms that impose fewer
restrictions and provide a weaker oversight on
cooperatives than on BFls.

Based on regulation and supervision,
cooperatives can be grouped into NRB licensed
cooperatives, and GON licensed cooperatives.
There are 15 financial cooperatives regulated by
NRB and remaining financial cooperatives (over
32,000 in number)are regulated/supervised
by DOC.In all financial cooperatives (regulated
by NRB well as DOC) account highest number
with 13,460 (41.2%)of the total number of
cooperatives. As of mid-July 2015, total deposits
of cooperatives totaled Rs. 202.4 billion
registering a moderate growth of 17.4% over
the last fiscal year, while savings accounts saw a
growth 11.9%toreach 5,100,370 members. Paid-
up capital of cooperatives is at Rs. 63.05 billion
after recording a growth of 3.2%. Similarly, total
assets of the cooperatives increased by 3.1%
to reach 6.7 billion mid-July 2015 compared to
mid-July 2014. The cooperative sector achieved
a healthy growth of 7.8% in loan outstanding to
reach Rs. 187.7 billion while investment grew at
79.5% to reach Rs. 307 millions in mid-July 2015.

Non-Government Organization

Non-Government
financial service

Involvement of the
Organizations (NGOs) as
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providers can be grouped into two: financial
intermediation and social intermediation. As
of mid-July 2016, there are 27 NGOs engaged
in financial intermediation and are working
under Act for NGOs engaged on Financial
Intermediation 1999 and they are performing
limited banking functions. Considering the
ownership and compliance of prudential
regulations and supervision, NRB has been
gradually reducing the numbers of Financial
Intermediary NGOs by allowing themselves to
transform as class “D” microfinance finance
institutions by the end of FY 2015/16. NGOs
engaged in social intermediation are the partner
NGOs of the integrated and/or targeted rural
development programs implemented by GON,
and are engaged in extending group based
approaches to financial service delivery to un-
served poor and disadvantaged communities
since mid-1970s. These programs focus on
organizing target people into Savings and Credit
Groups (SCGs), mainly in partnership with local
NGOs in community programs implemented
under Poverty Alleviation Fund (PAF). SCGs
were engaged in savings mobilization and use-
accumulated savings for on lending to group
members as internal loans. This approach to
community-based microfinance is deep-rooted
among Nepalese community, and there are
hardly any settlements in rural areas without
SCGs. There are cases where family members of
a typical household have participated in more
than one SCG supported by different programs.
Thousands of SCGs that exist in rural Nepal are
one of the infrastructures yet to be properly
used in Nepalese financial sector. The savings
mobilized by SCGs from their members are
used for internal lending among their members
for income generation, asset creation, and
social/economic development.

Informal Sector

Informal lenders, comprise either individual
lenders (landlords, merchants, farmer-lenders,
goldsmiths, pawn brokers, friends, and relatives)
or group informal institutions (Dhukuti, Dharma
Bhakari, and Guthi)and both classes co-exist in
Nepalese financial market. The informal sector
provides credit without procedural complexities,



and has flexibility regarding repayments and
collateral, which does not exist in the formal
sector.

There are large numbers of
unregulated/unsupervised non-banking
financial institutions (cooperatives and informal
sector) operating in Nepal. These institutions
perform the core banking function. Based on
the NLSS report (2010/11) and study carried
out by the NRB “only 30-40 percent of lending
in Nepal is provided from formal financial
institutions“and “the informal credit market is
charging relatively high interest rates on loans
provided to individuals". The existence of
large number of unregulated entities poses a
big challenge for financial system stability and
for the authorities to make assessments of its
possible impact on the financial stability as well
as of contagion risk in times of uncertainties.
Given that the shadow banking system (i) can
become a source of systemic risk, both directly
and indirectly - through its interconnectedness
with the regular banking system as well as (ii)
can be used to avoid banking regulation and
lead to a build- up of leverage and risks in the
system, introducing regulation and supervision
of the shadow banking system has become an
issue of particular importance.

Meso-level Institutions

Meso-level institutions that exist in the
financial sector include: Credit Information
Centre, Nepal Stock Exchange, Debt Recovery
Tribunal, National Banking Institute, and various
financial sector associations such as Bankers’
Association of Nepal, Nepal Micro-bankers
Association, Development Bankers’ Association,
Finance Company Association of Nepal,
Microfinance Association of Nepal, National
Federation for Savings and Credit Cooperatives
Nepal, Nepal Agricultural Cooperatives
Association, Association of Insurance Companies,
and Association of Remittance Companies,
Nepal. These institutions are contributing
towards developing financial infrastructure.

Anti-money Laundering/Combating the
Financing of Terrorism

In July 2011, the GON established
Department of Money Laundering Investigation
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(DMLI), one of the pivotal investigation units to
fight against Money Laundering/ Financing of
Terrorism (AML/CFT). The Financial Information
Unit (FIU) Nepal is a central, national agency
established within NRB on 28 April 2008 and
headed by the first class officer (Director) of
NRB. The unit is responsible for receiving,
requesting, analyzing, and disseminating
information concerning suspected proceeds of
crime, potential Money Laundering and Terrorist
Finance (ML/TF) as stipulated in Section 9 and
10 of the Asset (Money) Laundering Prevention
Act, 2008.

Despite wide jurisdiction in tackling money
laundering, the DMLI has not yet made a notable
achievement so far due to limited institutional
capacity. The AML Index 2014 published by
the Basel Institute on Governance has placed
Nepal among the top 20 money-laundering
risk nations. Out of the 162 surveyed countries,
Nepal ranks 14 in the AML index. Pakistan is at
48 position, Sri Lanka at 54, Bangladesh at 57,
China at 70, and India at 88. Afghanistan ranks
second in the AML Index, making it the South
Asian country with the highest risk of money-
laundering. Nonetheless, Nepal has achieved a
lot in recent times in terms of tackling money-
laundering, especially after the Parliament
endorsed the AML Act in June 2014.

3. POLICY AND LEGAL FRAMEWORK

The financial system is governed by different
policy and legal framework, which comprises
offinancial sector development strategy, fiscal
policy, monetary policy and different acts, rules,
and directives. NRB, NIB, SEBON, DOC, and
GON/MOF have a clear mandate to regulate and
supervise the BFls, insurance companies, capital
market operation, cooperatives, and non-bank
financial institutions respectively. They issue
required acts, rules, and directives for proper
regulation and supervision of different agencies.
They continuously conduct on-site and off-
site supervision both on a regular and need-
based to assess their compliance with existing
laws, regulations and prudential norms. The
following are the key documents, which guide
the regulation and supervision functions of the
regulators of the financial sector (NRB 2015).
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e Annual budget speech of the
government (Fiscal Policy)

e  Annual Monetary Policy

e  Nepal Rastra Bank, 2002

e Bank and Financial Institutions Act
2006

e Company Act 2006

e Nepal Rastra Bank Inspection and
Supervision By-laws 2013

e Unified Directives to
Institutions

Licensed

e New Capital Adequacy Framework,
2007

e Anti-money Laundering Act, 2008

e  Banking Service Fee Guidelines 2011

e  Risk Management Guidelines 2010

e  Stress Testing Guidelines, 2012

e Internal Capital Adequacy Assessment
Process (ICAAP) Guideline 2012

e Information Technology Guidelines
2012 and other timely circulars issued
for the BFls

e Cooperatives Act 1992

e  Cooperatives Rules 1993

e  Securities Act 2006

e |nsurance Act

e Act for NGOs engaged in Financial
Intermediation 1999

Considering that the financial sector is
continuously evolving as a more contemporary
and efficient system of finance with supportive
investment-friendly environment and inclusive
economic growth, GON/MOF have established
a high level committee to enhance financial
stability through improved coordination
between regulators, comprising of NRB,
SEBON, Insurance Board, DOC, and office of the
Company Registrar to ensure coordination and
synergies across regulators.

4. FINANCIAL STABILITY

Financial stability has been a prime policy
concern in Nepal in the aftermath of Global
Financial Crisis of 2007-09. It is crucial for
enforcing investors’ and public trust in the

financial system and to prevent phenomena
such as bank runs, which can destabilize the
economy. Provisions for ensuring financial
stability involves macro and micro prudential
regulations, supervision of financial institutions,
early warning systems for monitoring relevant
indicators, stress testing framework to assess
likely outcome of adverse scenarios, financial
safety net, and coordination among regulators.
With the deepening of the financial sector,
diverse and complex sets of instruments and
institutions have merged bringing new financial
stability challenges.

Capital Adequacy

The capital fund of BFls comprises of paid-
up capital, statutory reserves, retained earnings,
and other reserves. The capital adequacy ratio
(CAR) of BFls was 12.7% (12.0% for commercial
banks, 15.6% for development banks, and 15.9%
for finance companies) in mid-July 2014, which
changed to 12.92% (11.94% for commercial
banks, 16.14% for development banks, and
21.58% for finance companies) in mid-July
2015. Overall CAR was 13.2% in mid-July 2013,
and 16.2% in mid-July 2012.This implies that
capital adequacy of banking system is being
deteriorating overtime which is attributable to
their negative retained earnings. However, the
overall CAR of the BFIs remained well above the
standard requirements set by NRB.

Asset Quality

Non-performing loans (NPL)* emanated
from the deterioration in the quality of the loan
portfolios which was expected to emerge due to
the rapid growth in credit in the recent years,
loss of properties due to recent devastating
earthquake 2015, and fuel crisis/economic
blockade. In mid-July 2015, the average NPL
ratio of commercial banks stood at 2.67 %,
and development bans at 3.76 % whereas such
ratios of commercial banks and development
banks had remained at 2.92 % and 4.16 %
respectively in mid-July 2014. Likewise, NPL of
finance companies decreased to 13.85% in mid-

4 Non-performing loans are those loans which are classified as ‘sub-standard’, ‘doubtful’, ‘loss’ and ‘restructured / rescheduled’

as per NRB unified directive, directive no. 2.
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July 2015 from 14.33% in mid-July 2014. In mid-
July 2015, the average NPL ratio of commercial
banks stood at 2.67 % and of development banks
at 3.76 % whereas such ratios of commercial
bank and development banks had remained at
2.92 % and 4.16 % respectively in mid-July 2014.
Likewise, NPL of finance companies decreased
to 13.85 % in mid-June 2015 from 14.33 % in
mid-July 2014. Among the government-owned
commercial banks, the NPL ratio of NBL stood at
4.65% in mid-July 2015 and such ratio has been
5.82% in mid-July 2014. Likewise, NPL ratio of
RBB remained at 3.95% in mid-April 2015, the
same level as in mid-July 2014. Similarly, NPL
ratio of ADBL stood at 5.62% in mid-July 2015
compared to 5.34% in mid-July 2014. As per the
data from the Credit Information Centre Ltd.,
altogether 6,416 borrowers from different BFls
remained blacklisted as of mid-July 2015. Such
number was 5,691 in mid-July 2014.

Leverage Ratio

The Basel Committee on Banking
Supervision (BCBS) has introduced leverage
ratio® which is complementary to the risk based
capital framework and aims to restrict the build-
up of excessive leverage in the banking sector. To
reduce pro-cyclicality and keep leverage ratios
more stable, the Basel Il has set a minimum
leverage ratio of 3% at all times, which will take
effect from January 2015. Calculating leverage
ratiois notcommonin Nepalese financial system.
There is no practice of regulatory monitoring of
this ratio. In mid-July 2014, out of 30 commercial
banks, 25 banks had a leverage ratio higher than
3% but less than 10%, four banks had leverage
ratios higher than 10%.

Credit and Deposit Growth

Credit flow from commercial banks declined
significantly to 16% in mid-July 2015, from 17%
in mid-July 2014 and 18% in mid-July 2013.
However deposit witnessed a merger increment
of 17% in mid-July 2015, from 19% in mid-July
2014 and 21% in mid-July 2013. There has been
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decrease in growth of credit and deposit over
the last four years. The credit and deposit (C/D)
ratio at the aggregate level remained unchanged
around 76.5% in mid-July 2015 in comparison
with mid-July 2014 and 2013, thanks to meager
changes in both deposit and credit growth
rates. The C/D ratio of finance companies
(89.7%) was highest than development banks
(80.9%) and commercial banks (74.9%). The
credit-deposit ratio (including capital fund) of
commercial banks, development banks, and
finance companies stood at 75.21%, 75.36% and
73.48% respectively in mid-July 2015, which was
71.61%, 71.02% and 76.55% respectively in mid-
July 2014 (NRB 2014).

Liquidity

Excess liquidity has been the issue in
financial sector since around two years and
more and it has been due to increasing
remittance inflow in the country, and decrease
in the credit growth against expectation. The
volatile political environment discouraged credit
growth which also contributed to increased
liquidity in the system. NRB generally measures
credit to deposit ratio (C-D ratio), liquid assets
to total deposits and liquid assets to total assets
as a gross measure to calculate the liquidity
condition prevailing in the financial system
(NRB 2014). The increased liquidity is mainly on
account of deteriorating investment climate in
the aftermath of 2015 catastrophic earthquake
and fuel crisis/economic blockade in the recent
time. The situation has been further aggravated
due to large inflow of remittance as well as
excessive surplus of government resources with
NRB since mid-July 2012, which has poseda stiff
challenge for effective liquidity management.

Merger and Acquisition

NRB has taken consolidation in the financial
sector as an important reform measure for
building strong and competitive financial
institutions, and merger and acquisition have
facilitated this. In order to strengthen the health

5 The leverage ratio is defined as eligible Tier 1 capital divided by total asset, and off balance sheet items which could originate
pro-cyclically that can originate from excessive lending that are inappropriate to measure risk weighted assets. A low ratio

indicates a high level of leverage.
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and competency of BFIs, NRB has given high
priority to merger between licensed financial
institutions. Itincludes specific process of merger
with several incentives, regulatory relaxations,
and indirect provision for forceful merger. This
is expected to createlarge institutions that have
the capacity for providing modern financial
products, robust strong corporate governance
culture, strengthened capital base and use
enhanced IT platforms for greater efficiency
of operations. Further, this will also provide
economics of scale lower the cost of funds, and
help to build resilience to domestic and external
shocks (NRB 2014). As on mid-July 2015, 12
commercial banks, 35 development banks, and
38 finance companies were merged to become
6 commercial banks, 18 development banks and
14 finance companies. In total 85BFls merged
leading to creation of 33 BFls.

5. CHALLENGES OF FINANCIAL SECTOR

Nepal’s financial sector is subject to
significant vulnerabilities and despite the large
number of BFIs and the growing volume of
their operations, large parts of the population,
particularly in the remote areas, have been still
deprived of the access to financial services.
Even though there are regulations to facilitate
lending to productive sectors, lending flows to
such sectors have not been satisfactory® owing
to following issues, gaps, and challenges.

Finance for Growth

During the next five years, real economy
financing requirements are expected to
increase significantly in Nepal. A wide range
of specialized products and services including
long-term fixed rate lending will be needed to
increase investment in agriculture, small and
medium enterprises (SMEs), infrastructure,
and energy, among others. Bank lending has
been the dominant source of financing activity
in Nepal, but close scrutiny of the credit flow
reveals that the credit to key productive sector

has been very low. Despite the NRB directives
on extending loans to deprived and productive
sector’, there has been negligible progress on
growth augmenting activities. Directed lending
may not be the only answer as (a) banks response
only to commercially viable businesses; in
absence of conducive business environment
bankable investment avenues are limited, (b)
assets liability mismatch is a big deterrent, and
(c) current regulatory regime does not provide
flexibility to acknowledge seasonal / specific
nuances of many of business listed under
productive sector from cash flow and income
recognition perspective. In addition to not being
viable and creating mismatches, there are risks
associated with directed lending, especially
productive lending, in that it forces BFls to lend
to clients they do not understand and cannot
assess associated risk with consequences for
stability and creation of NPAs.

Financial Access and Inclusion

As of mid-July 2015, the network of financial
sector institutions includes : 1672 commercial
banks, 808 development banks, 242 finance
companies, 1154 microfinance institutions,
90 NRB licensed financial cooperatives, 306
FI-NGOs, 407 money changers, and 49 money
transfer companies. There exists one BFI branch
for every 7,206 people. Microfinance has been
playing an important role in fostering broader
financial access and inclusion. A wide variety of
MFlsareactiveand41microfinancedevelopment
banks, and 27 financial intermediary NGOs. NRB
is in a process to formalize FI-NGOs into Class
“D” institution soon. In addition thousands of
cooperatives are operational in different parts of
the country. Despite prolific growth in networks
of BFls, access to financial services has been
confined in terai, accessible hills and mountains
areas, while those living in inaccessible hills
and mountains lack access to financial services.
Further, there is significant financial exclusion
in terai, and accessible hills also, and those

6 Agriculture sector, which contributes about 1/3 to GDP
and employs 71% of the workforce, receives less than 5%
of total lending. Also, SMEs, which account for around
22% of GDP and provides employment to 1.75 mill people
faces significant obstacles in getting bank loans.
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15%, and 10% of their portfolio to productive sectors
respectively. Likewise, they are respectively required
to lend 5%, 4% and 3% of the total lending to deprived
sector.



excluded are mainly the people at the bottom
of the pyramid.

Financial Legislative Reform

NRB is in process for second amendment
of the NRB Act 2002. NRB Board has approved
the proposed amendment draft of NRB Act, and
sends to GON for necessary enactment. The act
has been tabled in the Parliament, and is likely
to be enacted within 2016. Likewise, second
amendment of Bank and Financial Institution
Act, 2006, Banking Offence Act and Deposit and
Credit Guarantee Fund Act has been submitted
for necessary amendment.

Governance

For BFls, the Banks and Financial Institutions
Act 2006, NRB Directives (Directive No. 6 issued
for BFls), and the Company Act 2006 outline
necessary guidelines for maintaining corporate
governance. The focus of these guidelines has
been on transparency, disclosure, eligibility
and qualification of key personnel, conflict of
interest, and code of conduct. Major policies for
enhancing corporate governance in the financial
sector include guidelines on services, fees and
commissions charged by BFls, guidelines for
CEO compensation, provisions limiting personal
borrowing by promoters, CEOs or managers and
disclosure of loans to them or their families.
Many BFls board members are not well versed
with the business and lack professionalism.
Board members, although non-executives
inappropriately influence decisions on loan
approval, employee selection, and day to day
management of the BFI (in violation of Article
24 of the BAFIA, 2006). Moreover, there are
often conflicts between their business interests
and their responsibilities as directors. In most
BFls, assessment of credit risk is inadequate,
operational risk management approach is
incomplete in absence of contingency plans,
and audit functions are weak owning to focus
on compliance rather than on risk.

Risk Based Supervision

NRB has started phased migration to a Risk
Based Supervision (RBS) model, which seeks

to address several of the present concerns
regarding the supervisor’s and BFl’s ability
to identify and manage the key risks in BFIs’
operations. Risk based supervision has tools
in place to help supervisors to direct their
prudential interventions at those areas which
present the greatest prudential risk to an entity’s
financial soundness. In order to strengthen
the NRB capacity to implement the RBS to all
the BFls, there is a need to set-up Supervisory
Information System (SIS) and develop their
capacity to properly use the SIS.

Capacity Development

The skills and capacities of financial
players as well as financial regulators should
be enhanced to enable them regulate and
supervise BFIs properly. There is a need to
better educate those who interact with or
provide services to the financial sector including
auditors, accountants, valuators, appraisers,
and real estate participants.

Financial Market Infrastructure

Status of supporting financial infrastructure
needstobeimprovedtoensurethe effectiveness,
efficiency, inclusiveness, and stability of the
financial system. Even though the financial
market infrastructure has improved over
time greater use of financial services through
Automated Teller Machines (ATM), Point of
Sale (POS) Terminals, Internet, and Mobile
Phones. Besides, technology, other financial
infrastructure such as CIC, DRT, audit, training,
information system, payment systems, etc.
needs to be strengthened to better response
the dynamism to exist and likely to happen in
financial sector.

Banking Sector Operation

Based on the amendments of the NRB
Act and BAFIA, it is necessary to introduce
appropriate by-laws, directives and guidance
in line with the Basel Core Principles
(licensing procedure, fit and proper criteria
for banks® management, assessment of the
creditworthiness of the owners, related parties
definition, corporate governance and risk
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management) and bank resolution framework.
In addition to that, reporting system should be
improved- from the currently existing system,
which imply submission of data through hard
copy, faxes and soft copy via excel sheets to the
NRB automate supervisory data management
system. This system will strengthen bank
supervisory function and its efficiency and to
contribute to the integration of the on- and off-
site supervision, and transition from compliance-
based to risk-based level. Supervisors should
have at disposal adequate tools to take actions
pre-emptively/immediately when potential
risks are identified via early warning system
in the banking operations. On- and off-site
supervision is not integrated in a proper way-
in order to enhance supervisory efficiency and
effectiveness it is necessary to integrate them.

There is a decreasing trend in NPLs over
the last few years®. Ever greening of the risk
assets is prevalent practice in the banking
sector. Despite improvement in regulations
and supervision of banks, including enlarging
the prompt corrective action framework,
further strengthening of minimum capital
requirements, on-site supervision of commercial
banks improvement, problem banks framework
introduction, etc., huge challenges still remain.
Effective implementation of the regulations in a
uniform manner remains one of the key issues.

Insurance Sector Operation

Level of awareness about insurance as a
risk management tool needs to be enhanced
among retail consumers. Nepalese accounting,
actuarial and auditing systems that are applied
in insurance industry are inadequate. Presently,
actuaries determine solvency ratio only for
life companies, while chartered accountants
determine this ratio for non-life companies
based on NRB defined formulae. This practice
has to be changed. Local accounting standards
do not involve assessment of the investments
based on fair value, leading to an overestimation
of profit and capital. The adequate valuation of
the investments is of particular importance for
insurance business to assess the adequacy and

quality of investments of technical reserves. The
NIB lacks adequate and accurate financial and
risk information to make assessments of the
financial conditions and risks to which insurers
are exposed as well as of their capability to meet
all contractual obligations.

The recent earthquake has created new
challenges for the insurance sector. Due
to deficiencies in accounting and actuarial
standards, there are uncertainties about the
insurance sector’s financial capacity toreimburse
banks. In the event that insurance companies
are unable to reimburse, or reimbursement
is delayed, banks would be faced with losses
on damaged/destroyed real estate collateral.
Insurance sector faces a lot of vulnerabilities that
needs to be resolved- from the regulatory and
supervisory framework (including supervisory
independence  strengthening, supervisory
tools and powers) to accounting and actuarial,
governance and transparency issues. At the
same time, in order to create safe and sound
insurance industry capable of meeting all
contractual obligations to the policyholders and
contributing to the public confidence rebuilding,
itis necessary (i) to assess the financial condition
of the insurers including their capacity to meet
contractual obligations, (ii) to identify the
risks which could jeopardize the solvency of
the insurers and (iii) to take corrective actions
or resolution programs for undercapitalized
insurance companies.

6. CONCLUSIONS

Nepal’s financial sector is subject to
significant vulnerabilities including: inadequate
regulatory and supervisory frameworks of the
financial institutions, inadequate supervisory
practices, weak deposit insurance scheme, poor
corporate governance, weak financial reporting
standards, outdated reporting system, limited
and unreliable credit information system,
under-developed payments system, existence
of shadow banking sector, low level of financial
literacy and consumer protection.

8 NPL ratio decreased even after the earthquake from 2.9% in 2014 to 2.6% in 2015. Total NPLs have covered by loan loss

provisions with 127%, which seems satisfactory.
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Despite the large number of BFls and the
growing volume of their operations, large part of
the population, particularly in the remote areas,
has been still deprived of the access to financial
services. There are regulations to facilitate
lending to productive sectors, lending flows to
such sectors has not been satisfactory®. There
exist possibilities to reorganize supervisory
function in the NRB and establish a single
department for regulation and supervision of
all classes of banks on a long term run is worth
considering. Given that the significant amount of
deposits held by funds, it would be advisable to
consider possibility of establishing supervision
of NBFI within the NRB.

Regulatoryframeworkneedstobeimproved
by defining appropriate supervisory powers and
tools for taking adequate actions and to minimize
overlapping and differences between the NRB
and DOC supervision of cooperatives. It has
been also advisable to consider strengthening
the independence of the DOC as a supervisory
authority of the cooperative sector.

There are no regulations on shadow
banking system in place even though a number
of unregulated/ poorly regulated financial
institutions are operating across the country,
which poses risk for the financial system.
To minimize those risks as well as to enable
supervisors to do their job in a more efficient
way based on more accurate and relevant data,
NRB has decided to migrate to a Web-based
application- Supervisory Information System
(SIS).

A deposit insurance scheme for bank
deposits is, via public sector confidence
maintenance, of significant importance
for banking sector stability. The regulatory
framework for deposit insurance is very weak
and should be significantly improved. DCGC
lacks adequate sources for fulfilling its role, but
also adequate human capacities to perform its
role. Since the Deposit and Credit Guarantee
Fund Act is currently in the procedure of

enactment, the big challenge for DCGC will be to
produce adequate by-laws and establish deposit
insurance fully in place.

Despite the improvements of the payment
system over the years, it is still inadequate.
Since the efficient payment system is key to
the effective functioning of a financial system,
the payment system in Nepal has become one
of the priority issues. It is needed to improve
legislation as well as develop efficient payments
and settlement infrastructure.

It is possible in Nepal to access financial
services through different channels including
ATMs, PoS Terminals, Internet and Mobile
Phones, but dominant modes of payment are
still cash and checks. At the same time, however,
there is no widespread automated interbank
payment system for electronic retail payments
and use of electronic means of payment should
be expanded to ensure higher efficiency. Big
issue is the full implementation of the adopted
regulations. Lack of full and impartial regulatory
implementation poses not only reputational risk
for supervisory authority but also systemic risk
for financial system.
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APPLICATION OF BALANCED SCORECARD
IN RASTRIYA BANIJYA BANK NEPAL

Dr. Jitendra Prasad Upadhyay* N

Abstract

Background - The Balanced Scorecard is a new framework for integrating measures derived
from strategies. It translates an organization’s mission and strategy into a comprehensive
set of performance measures that provides the framework for a strategies measurement
and management system. The scorecard measures organizational performance across four
balanced perspectives: a. Financial b. Customers c. Internal Business Processes and d. Learning
and Growth

Purpose - The purpose of the study is to examine the application of BSC in Rastriya Banijya
Bank Nepal

Methodology - Due to the specific nature of the research objectives, descriptive cum analytical
research design has been used.

Findings - Rastriya Banijya Bank has adequately developed and applied the approaches of
BSC.

Practical Implications - This study has widely tested the four balanced perspective of BSC to
measure the performance of Rastriya Banijya Bank, which shall be a model for other Nepalese
organizations in adopting these four perspectives for evaluating and enhancing organizational
performance.

Keywords - Balance Scorecard,
Paper Type - Research paper.

Background The balanced scorecard suggests the

The balanced scorecard is a management
system that enables organizations to clarify
their vision & strategy and translate these
into action. It provides feedback on both
the internal business processes and external
outcomes in order to continuously improve
strategic performance and results. The BSC
transforms strategic planning from an academic
exercise into the nerve center of an enterprise.
Today, organizations are competing in complex
environments so that an accurate understanding
of their goals and the methods for attaining
those goals is vital. The BSC provides executives
with a comprehensive framework that translates
a company’s vision and strategy into a coherent
set of performance measurement. It should
be used as a communication, informing, and
learning system, not a controlling system.

* Member, Board of Director, Rastriya Banijya Bank Ltd.

organization from four perspectives, and to
develop metrics, collect data and analyze it
relative to each of these perspectives:

The financial perspectives

The customer perspectives

The internal-business-process perspectives
The learning and growth perspectives

Brief Introduction of Rastriya Banijya Bank
(RBB) Nepal

Rastriya Banijya Bank Nepal was established
on 10" Magh, 2022 B.S. with the aim of providing
banking services to every Nepali citizen and to
support in the economic development of the
country. The bank has been following a motto-
“Your Own Bank”. Out of total twenty eight
commercial banks in Nepal, RBB is the only one
fully government owned bank in Nepal.
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Brief Profile of Rastriya Banijya Bank Limited

Central Office (19 Departments) 1
Total number of Regional Offices 5
Total number of Branches (68 districts) 171
Total no. of Employees (including 121 contract) 2,473
Total number of Depositors 2,154,000
Total number of Borrowers 153,000
Total number of ATM 87
Total number of Branch Less Banking 75
ABBS services and Mobile Banking All Branches

(Sources: Report of RBB, Ashhwin, 2073)

Brief Financial Indicators for the F.Y. 2072/73

Rs. (millions)
Share Capital 8,590
Total Assets 174,630
Total Deposits 146,200
Total Loans and Advances 85,460
Other Investments 43,770
Credit Deposit Ratio (%) 58.46
Cost of Fund (%) 1.84
Base Rate (%) 6.36
Spread Rate (%) 4.27
Non Performing Assets (%) 3.95
Liquidity (%) 45.7
Capital Adequacy Ratio (%) 11.21
Book Value Per Share 108

Objectives of the Study

The main objective of the studyis to examine
the nature and magnitude of application of
Balance Scorecard in Rastriya Banijya Bank
Limited Nepal.

Methodology Used

This study has followed both descriptive
and analytical approaches of research. A
qguestionnaire survey has been conducted
for getting the answer of research questions.
The questionnaire survey includes twelve
guestions. Questionnaires were distributed to
thirty top and middle level managers of various
departments of bank. Special attention was
given to Central Office, Singha Durbar, where
around 300 employees have been working and
all major departments have been operating.

a) Gender Wise Respondents

(Sources: Report of RBBL, Ashwin, 2073)

In order to increase the reliability and number
of responses, personal visits to each and every
respondent were made to distribute and collect
the questionnaire.

Primary data have been analyzed using
different statistical tools, like means, standard
deviation; and coefficient of variance. Five scale
Likert Scale has been used for analysis in which
1 to 5 indicated from worst to best respectively.
Cronbach’s Alpha test has been done to test the
reliability of data. Each and every variable has
been tested and it was found that every variable
reliability test was above 90%.

Respondent’s Profile

In this section, characteristics of respondents
have been presented first gender wise and then
after age wise with designation.

Male (No.) % Female (No.) % Total
Top Level 14 46.66 3 10 17
Middle Level 11 36.67 2 6.67 13
Total 25 83.33 5 16.67 30
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Majority of respondents were males i.e. 83.33%
and female respondents were only 16.67 %.
Highest number of male respondents was in top
level i.e. 14 and in middle level it was 11 only.

b) Age Wise Respondents

Similarly female respondents were only 3 in top
level and 2 in middle level. The reason behind
low number of female respondents is that all
banks have high number of male employees.

bes,'g‘” % | 30-40 %  40-50 % a";‘:)"e % | Total

Top Level 0 0 0 0 6 20 10 |[3333] 16
Middle Level 0 0 6 20 5 1667 | 3 10 | 14
Total 0 0 6 20 11 | 3667 | 13 |4333| 30

Majority of respondents were found in
category above 50 i.e. 13 out of 30, which was
43.33%. Very few respondents i.e. only 6 falls in
the category between 30 to 40 and most of them
were of middle level. Respondents in category
40 to 50 years group were 11 out of which 6
were from top level. There were no respondents
of below 30 years group.

Analysis of Balanced Scorecard in Rastriya
Banijya Bank

Different perspectives of BSC have been
analyzed with main issues of each perspective
shown in parenthesis below:

a. The Financial Perspectives
Financial perspective measures the financial
performance of the bank. It clearly indicates the
company’s strategy, implication, and execution
for achieving bank goals and objectives. It
prioritizes different issues like

a. Role played by the bank to increase its
shareholder’s wealth (SHW)

b. Bank concerned about comparing its
performance with other commercial
banks (CP)

C. Regular analysis of  financial
performance of the bank using
different financial indicators (FP)

b. The Customer Perspectives

In this perspective, focus should be given to
customer satisfaction, customer retention, new
customer acquisition and customer profitability.
The customer perspective enables business
unit managers to articulate the customer and
market-based strategy that will deliver superior
future financial returns. It discusses on different
issues like

a. Role played by bank in customer
satisfaction (CS)

b. Customers response to the bank
performances (CR)

C. Continuity of banking services and
businesses by regular customers
(CBSB)

c. The Internal-Business-Process Perspectives
The internal-business-process focuses on the
internal processes that will have the greatest
impact on achieving banking objectives. In other
words executives identify the critical internal
processes in which the organization must excel.
This process enables the business unit on
different issues like
a. Efforts of management to increase
value added activities (VAA)
b. Involvement of employees in planning
and decision making (IEPD)
C. Timely monitoring and evaluation of
overall activities of the bank (ME)

d. The Learning and Growth Perspectives
This perspective identifies the infrastructure
that the organization must build to create long-
term growth and improvements. Beside, this
perspective focuses on investment in training
& development of employees, enhancing
new technology and aligning organizational
procedures. It highlights the different issues like
a. Training and development of
employees (TD)
b. Enhancing information technology (IT)
C. Role played by bank to reduce
employee turnover (ETO)
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This table explained the different perspectives of Balance Scorecard in RBBL

S.N. |Perspectives of BSC Total | Mean S.D. cv
1 |Financial Perspectives SHW CcP FP
3.38 2.88 3.63 9.89 3.29 0.38 | 11.55
2 |Customers Perspectives (o) CR CBSB
3.16 2.87 3.12 9.15 3.05 0.16 5.25
3 |Internal Business Process VAA IEPD ME
2.65 3.03 2.78 8.46 2.82 0.19 6.74
4 |Learning & Growth TD IT ETO
3.0 2.75 2.76 8.51 2.84 0.15 5.28
Average of Total (Total/4) 9 3 0.22 | 7.33

FP (Financial Perspective) analyzes the role
played by the banks to improve financial
performance.

The overall value of ‘FP’ has been above
average, i.e. 3.29. In case of FP it was the highest
i.e. 3.63 and in case of CP it was lowest i.e.
2.88. This indicated that bank has been more
concerned financial performance.

CP (Customer Perspective) is concerned with
an attempt that has been made to increase
customer satisfaction.

The value of ‘CP’ has been above average
i.e. 3.05 except in CR which was 2.87. In case
of CS and CBSB, it has been 3.16 and 3.12
respectively. This showed that bank has been
concerned about customer satisfaction.

IBP (Internal Business Process) is concerned
with the activities reducing unnecessary cost in
the bank.

This value has been lower than the average
in all cases except in IEPD which has 3.03. In
case of VAA and ME it has been 2.65 and 2.78
respectively. Thisshowed thatthe bankhaSmade
efforts to reduce unnecessary expenditure.

LG (Learning and Growth) has been made to
explore the different techniques used by the
bank to increase the skill of the employees and
minimizing employee turnover.

The value of ‘LG’ has been below average
i.e. 2.84. In case of TD it has been the highest,
i.e. 3.0. But in other cases it has been below
average. This showed that management of
the bank has used different techniques for the
employee development.

From the above table, it is observed that
mean value of BSC of the bank has been equal

to average, i.e. 3. This indicated that the bank
has applied principle of BSC satisfactorily.

In all the cases, the value of standard
deviation has been below 1 and coefficient of
variation has been 7.33%; this indicated that
the mean of different perspectives has been
representative and trust worthy.

Conclusion

BSC in Rastriya Banijya Bank is equal
to average. This indicates that the bank has
adopted the principle of BSC satisfactorily. In
other words, the bank seems to have adequately
developed and applied the perspectives of BSC
and considers all the perspectives of BSC to be
equally important.

Since the bank has benefited by the use
of BSC approach, the authorities of the bank
are suggested to pursue researches to measure
the effectiveness of BSC perspectives from
time to time. Besides, it is suggested that the
bank should develop effective monitoring
activities for achieving its objectives effectively
and efficiently. Use of advanced information
technology and providing opportunities to
the employees to participate in the current
national and international training/seminars
are highly recommended. Effective policies &
strategies should be formulated for maximizing
shareholder wealth. Priority should be given for
developing infrastructure so that bank can satisfy
its customers specially youth customers whose
age is less than 40 years.
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Current Challenges of Rastriya Banijya
Bank Limited

I C.A. Bhupendra Pand ey * |

Banks and Financial Institutions in Nepal
have been facing many ups and downs during
last few years. Sometimes having excess liquidity
and sometimes facing liquidity crunches, both
the situation created in the banking sector of
the country. There are 28 commercial banks, 64
development banks, 37 finance companies and
44 micro credits having total deposits of Rs.2186
billion and total credit of Rs.1778 billion. Out of
which, 28 commercial banks have total deposits
of Rs.1836 billion and total credit of Rs.1465
billion, seems more than 80% of banking
business is covered by commercial banks in
Nepal as on Aswin end 2073 as per information
of Nepal Rastra Bank.

Rastriya Banijya Bank Limited (RBBL)-
100% owned by Nepal Government is the
largest commercial bank connected with wide
network and spread over 68 districts of the
country along with substantial business volume
of more than Rs.230 billion of deposits &
credit. The accelerating shift in economic power
from the developed to emerging economies
is dramatically changing the banking industry
across the world. While developed countries
have a credit to GDP ratio of more than 100%,
the total credit to GDP ratio of country like
Nepal is around 80% & total deposits to GDP
ratio is around 97% as per Nepal Rastra Bank.
Lower credit to GDP ratio means there is a
huge scope for banks and financial institutions
to lend more. As such a rapid expansion in the
credit market can be expected in future and
RBB need to take advantage of the growth
opportunities. At present banking business in
Nepal become more challenging day by day,
RBB as a government bank has to compete with
other joint venture and private banks in Nepal,
which seems possible only by improving existing
service quality and delivering attractive products
with competitive price to grow the market share
of the bank.

*Acting Deputy CEO, Rastriya Banijya Bank Ltd.

As we know, the present economic scenario
of the country is not much favorable for credit
expansion due to political instability, low
business confidence and lack of new avenues for
productive investment causing low demand for
credit in the productive sectors. Ideally increase
in national income should be supplemented by
high investment and the consequent demand
for credit but this is not the case with Nepal at
the moment. The national income and deposit
growth of the Nepalese economy is primary
based on international remittance, which seems
decreasing trend nowadays, resulted impact on
liquidity of the banks and financial institutions
of the country. In recent day, due to decreasing
foreign remittance and tight credit to deposits
ratio (CD Ratio near to 80%), other commercial
banks of Nepal started to collect high cost of
deposits from market, which directly increase
cost of fund and ultimately pass on to the credit
customers by increasing interest rate on lending
in coming days. In this situation, RBB has great
opportunities to grow credit portfolio and
increase CD ratio by tapping good clients at the
existing interest rate, which seems lower in the
market as compared to other commercial banks.

The bitter experience in the past always
should be great lesson for better future of
our bank. If we see the past 10 years financial
figures, the bank is able to grow the gross loan
portfolio from Rs.23.25 billion in financial year
2062/63 to Rs.85.47 billion in financial year
2072/73. Likewise, deposits grow from Rs.46.20
billion to Rs.146.20 billion. It can be seen that
the credit growth by 3.68 times as compared to
deposits growth by 3.16 times. At the same time,
NPA Level came down to around 4% in financial
year 2072/73 as compared to 60% in financial
year 2062/63. The surprising factor of growing
business of the bank is of course decreasing
number of staffs to around 2400 in financial year
2072/73 as compared to around 5402 in financial



year 2059/60 along with increasing staffs
productivity by more than 20 times in financial
year 2072/73 in one hand. On the other hand,
changing economic environment and growing
banking business in the market in recent past
years also play vital role to grow business of the
bank. If we compared staff productivity of our
bank, it is growing noticeably but if we compared
with other commercial banks in Nepal, we have
long way to go for improvement our working
speed and staff efficiency just to par with them.
Hence there are many challenges to our bank
to achieve our targeted goal. The followings are
the major challenges for Rastriya Banijya Bank
Limited;

Major Challenges:

»  Low staff productivity:

Productivity is defined as output per unit
of input. In the case of RBBL we have taken
total business (Deposits plus Credit) as output
and number of employees as the input. Thus,
business per employee is taken as a measure
of productivity. In case of our bank, business
per employee is Rs.9.73 crore in financial
year 2015/16 whereas average business per
employee of other commercial banks like;
NABIL, NIBL, SCBN, EBL, NSBI etc is more than
Rs.17 crores. It seems staff productivity in RBBL
is around 50% lower than the average staff
productivity of other commercial banks which is
taken as a benchmark. Hence we need to focus
to retain existing young and energetic staffs and
also recruit young and caliber staff to increase
our productivity at least to be par with our
competitors in coming days.

» Manpower GAP created by Retirement:

If we compared our existing number of
staffs with other commercial bank doing same
size of business, it seems almost double in
our bank. However, more than 50% of the
employees as on July, 2015 will retire before
the end of 2020. The challenge is to cover up
for the employee shortage through adequate
(Optimal) recruitment and at the same time
maintains productivity levels as per industry
standards. Over recruitment will result in lower
productivity levels where as under recruitment
will lead to hindrance in banking operations.
Hence we have to motivate existing efficient
staff by offering additional incentive package
to increase staff productivity during this period
and recruit new efficient and skilled staff as

[ EEEH ST u3sit aiftiwcea fasmrs

soon as possible to fill up the recent gap. The
productivity of remaining staffs of the bank and
newly recruited staffs will be definitely high
as compared to existing productivity, which
ultimately helps to increase profitability of the
bank in long run.

» Maintain existing level of Deposit:

RBBL is number one bank in terms of
deposit as compared to 28 commercial banks
in the country. The bank has total deposits of
Rs.146.60 billion as on Aswin end 2073, which
is around 8% of market share of the bank. Due
to government owned bank and large number
of branch with wide net work, the effort and
research of the bank for deposits collection
seems quite negligible as on date. Total deposits
of the bank till end of December 2016 has
decreased to Rs.136 billion from Rs.146.60
billion within period of 3 months, which seems
quite noticeable. The deposit mix of the bank
is Current-20%, Saving-59%, Fixed-7% and
Call & Others-15%. We need to give special
attention to increase fixed deposits at least
15% of total deposit mix due to bank is focusing
corporate lending including Hotel, Hydropower
& Infrastructure project, which has repayment
period of more than 10 years. Hence some
sort of matching principle of deposits mix and
credit mix to be started for long term success of
the bank. Due to recent liquidity crunch, other
commercial banks offering attractive interest
rate of deposits, more than 8% on fixed deposits,
which ultimately hit our fixed deposits, resulted
decreased in FD by around 4% as compared to
immediate previous financial year. Hence, special
products of fixed deposits with competitive
pricing to be developed and offered to the client
as soon as possible to maintain even existing
level of deposits in one hand. On the other
side, bank has to put additional effort to meet
targeted deposits of Rs.156 billion as the end
of financial year 2073/074. A special research &
development team to be developed in the bank
to research the age group and category of our
depositors for long term succession of the bank.

» Maintain quality of Loan and Advances:
Loan and Advances of our bank is in
increasingtrendsincelast 10years. As mentioned
earlier, it has been increased by 3.68 times in
financial year 2072/73 as compared to financial
year 2062/63. The NPA level sharply decreased
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to 4% from 60% during last ten financial years.
The bank always focuses to grow SME (Small &
Medium Enterprises) type loan resulted around
70% of the total loan portfolio under Rs.10
million. The number of credit clientele is very
high due to large number of SME type loan and
bank operation cost and time consuming for
credit management seems quite high where
as credit monitoring and supervision is quite
low. The bitter experience in the past in terms
of lacking of credit monitoring and supervision
increased our NPA level to more than 60%. For
our case, “Credit Monitoring & Supervision”
is always challenging to maintain quality loan
portfolio. Hence, Risk management and credit
monitoring department must be proactive for
credit monitoring and supervision to reduce
existing level of NPA.

> Lower C/D Ratio:

As per the directive of Nepal Rastra Bank,
the C/D ratio of commercial bank can go up to
80% and most of the commercial banks in the
country has C/D ratio of almost 80%. Currently,
the our bank has C/D ratio of more than 60% due
to increasing trend of loan and decreasing trend
of deposits in recent days, otherwise the figure
always showed below 60%, which is one of the
most concerning part in our bank. Although, the
bank is able to increase its loan and deposits by
more than 15% in the past, still there is huge gap
of credit and deposit ratio. Hence bank needs to
give special attention to increase CD ratio from
existing level. At present, the ratio of SME Loan
to Corporate Loan is 70:30, so focus to be given
to increase corporate loan to maintain C/D ratio
at targetable level of around 75% in the case of
our bank. Bank need to change its strategy and
amend existing credit policy, so that ratio of SME
Loan to Corporate Loan will be either 50:50 or
60:40 for maintaining better CD ratio along with
long term benefit of the bank.

* k%

88

» Credit expansion restricted by low Capital:

The bank will face severe shortage of
capital to fund for business expansion. It is
established fact that expansion of business
depends upon liquidity and solvency situation
of the bank. Business expansion results in
increase in risk weighted assets (RWE) which
requires additional capital. At the same time
business/loan expansion also requires sufficient
amount of liquid assets. As per the directive
of Nepal Rastra Bank, Capital Adequacy Ratio
(CAR) of commercial bank should be 11%
and our CAR seems very tight. Since we are
targeting around 20% growth in credit every
year, which ultimately increase CAR, hence we
have to lending cautiously either to less capital
absorption sector and maintain existing level of
capital or increase CAR by increasing our capital
base in time for future betterment.

» Regulatory challenges:

RBBLisboundto face challengein complying
with Basel-3 and NFRS in the times to come. The
implementation of NFRS will require proper MIS
in the bank at the same time new Basel-3 accord
will require additional capital buffers. Hence a
strong MIS and skilled manpower team to be
planned in time for implementation of NFRS
and to face other regulator challenges in coming
days.

At last, there is saying that “We don’t grow
when things are easy; we grow when we face
challenges. Hence, we must face the challenges
by motivating our staff towards the bank’s goal
and changing our working culture in coming
days to be number one commercial bank in the
country. Besides regular activities, we should
build up strong team to accept those challenges
and give logical end to meet all the business
targets set by the bank. The golden day of
Rastriya Banijya Bank Limited is moving towards
rising but we have to work hard cause difficult
road often lead to beautiful destination”,



Concept of Total Quality Management
and Quality Circle

I Keshav Prasad Lamsal*

Total quality management is an
enhancement to the traditional way of doing
business. It is a proven technique to guarantee
survival in world class competition. Only by
changing the action of management, the culture
and action of an entire organization will be
transformed. TQM can be defined by analyzing
three words:

Total= Made up of the whole.

Quality= Degree of excellence a product or
service provides.

Management= Act, art or
handling, controlling, directing etc.

Therefore, TQM is the art of managing the
whole to achieve excellence.

TQM is defined as both the philosophy
and a set of guiding principles that represents
the foundation of continuously improving
organization. It is the application of quantitative
methods and human resources to improve
all the process within an organization and
exceed customer needs now and in the future.
TQM integrates fundamental management
techniques, existing improvement efforts and
technical tools under a disciplined approach.

manner of

Basic Criteria for Implementation of TQM:
These are the necessary conditions to be

*Acting DGM, Rastriya Banijya Bank Ltd.

fulfilled for the implementation of total quality
management in any organization.

1. A committed and involved
management to provide long term top
to bottom organizational support.

2. Continuous focus on customer, both
internally and externally.

3. Effective involvement and utilization of
the entire work force.

4. Continuous improvement of the
business and production process.

Treating suppliers as partners.

6. Establish performance measures for
the process.

The purpose of TQM is to provide a quality
products and services to customer, which will
in turn, increase productivity and lower cost.
With a higher quality product and lower price,
competitive position in the market place will be
enhanced. This series of events will allow the
organization to achieve the objective of profit
and growth with greater ease. In addition, the
work force will have job security, which will
create a satisfying place to work.

Seven Basic Tools of Quality (Source of diagram:
Wikipedia)

Check Sheet: This chart is very simple for
data collection. Data is collected in a format.
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Histogram: It is wused for data
presentation. It is one of the most popular and
commonly used devices for charting continuous
frequency distribution. It consists of erecting
a series of adjacent vertical rectangles on
horizontal axis with the bases equal to the width
of corresponding class intervals and heights are
so taken that the areas of rectangles are equal
to the frequency of corresponding classes.

Scatter Diagram: It is used for analysing
relationship  between more than one
characteristics. In below diagram , if we consider
percentage of defective items in verticle axis (
quality) and training hours (as process input),
the figure shows as the training hours increse as
an input, the defective item will be decrease.

Scatterplot for quality characteristic XXX
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Flow Chart: It is a simple chart to find out
the cause of the problem and providing the
solution of the problem. The figure below shows
the example of flow chart to solve the problem
that the lamp is not working.

Cause and Effect Diagram: This is also
called Ishikawa diagram or fish bone diagram. It
is used for finding the root cause of problem. By
repeating, asking the question why. Five Whys
are considered to be the thumb rule. We can go
through the layers of symptoms which can lead
to the root cause of the problem.
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Control Chart: Before going through the
control chart we should be familiar with some
terminologies.

@) Chance and assignable cause of
variation: No production process is good
enough to produce all items exactly alike. In
spite of sophisticated technology and precision
of modern scientific equipments, no two article
produced by the same machine are perfectly
identical in measurable characteristics. Some
amount of variation is inevitable in every
repetitive process in industry. These variations
are broadly termed as resulting from chance
causes and assignable causes.



(i) Chance causes: These causes are
natural to any production process
and the variation due to them is
known as natural variation. The
natural variations are beyond the
control of human hand and can
not be detected and prevented.

(ii) Assignable causes: These are also
known as preventive variations.
These may come at any stage
of the process, right from the
arrival of the raw materials to
the final delivery of the goods.
Some of the important factors
of assignable cause of variation
are sub standard or defective
raw materials, new techniques
of operation, negligence of the
operators, wrong handling of
the machine, faulty equipment,
and unskilled staffs and so on.
This cause can be identified and
should be eliminated and have to
traced in any production process
before the production becomes
defective.

(b) Process and product control:
The main objective in any production process
is to control and maintain a satisfactory quality
level for its products. This is termed as process
control and achieved through a technique chart
developed by W.A. Shewhart. By product control,
we mean controlling the quality of product by
critical examination at strategic points and this is
achieved by sampling inspection plan developed
by Dodge and Roming.

Pareto Chart: This chartis useful to find out
of performance of different machine used by
company for the production of a single product
of different parts of the product. A Pareto
diagram is a graph that makes data classification
in descending order from left to right. The vital
few are on the left and the useful many are on
the right. The vertical scale in left hand side is
for defect frequency and that of right hand side
is for percentage. Pareto diagram is used to
identify the most important problem, usually,
75 percentage of the total result from 25
percentage of the item. This fact is shown in the
figure below where more than 75 percentage
of problem is caused by shrink and porosity in a
titanium company.
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Quality Circle

Definition: A small group of employees
doingsimilar work whovoluntarily meettogether
on the regular basis to identify improvements in
their respective work areas, using techniques
for analyzing and solving problems encountered
in their work, for achieving and sustaining
excellence leading to mutual upliftment of
employees as well as organization. It is the way
of capturing the creative and innovative power
that lies within the work force.

Three Major Attributes of QC
1. Form of participatory Management.
2. HR development techniques.
3. Problem solving techniques.

Objectives of QC
1. Change in attitude: | don't care to | do
care.
2. Bringing out hidden potential of
people.
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4.
S.
6.
7.

Development of team spirit: | could
not do but we did it.

Eliminate inter departmental conflicts.
Improve organization culture.
Positive working environment.

Total involvement of people at at all
level.

How QC works?
QC Works as:

92

1.

People will be building philosophy,
providing self motivation and
happiness in improving environment
without any compulsion or monetary
benefits.

They define mechanism
methodology for translating
philosophy into practice.

They required a structure to make it a
way of life.

People are respected and are involved
in the decisions concerning their work
life.

Management must be willing to create
congenial environment to encourage
workers to contribute their ideas.

and
this

*k*

Process of QC Operation

1.

ok wnN

Problem identification.

Problem selection.

Problem analysis.

Generate alternative solutions.
Select the most appropriate solution.

Prepare plan of action for converting
the solution in reality.

Present solution to management for
approval.

Implementation of solutions.

Problems with QC

1.

ok own

N o

Lack of clear objectives.
Unsure of purpose.
Inadequate training.
Not truly voluntary.

Lack of management commitment and
support.

Resistance by members.
Resistance by non participants.

QCs are not really empowered to make
decisions.

Failure to get solutions implemented.



GOVERNMENT EXPENDITURE

IN NEPAL

Government Expenditure is one of the
powerful tools of fiscal policy. It plays an
important role in fulfilling the objective of fiscal
policy — allocation, distribution, stabilization
and development. Effective use of government
expenditure does not just support economic
growth, butalso helpsin redistribution ofincome
and wealth. This write-up aims at analyzing
the trend and distribution of government
expenditure in Nepal.

Size of the Government expenditure

The size of the government expenditure
is on an increasing trend for the last couple of

SATYENDRA TIMILSINA*

years. The government data shows that the
size of government expenditure has increased
by four fold in the last seven years. While
government’s actual expenditure stood at
Rs 259.7 billion eight years ago (in 2066/67),
the estimated government spending for the
current fiscal year remains at Rs 1048.9 billion
— a four-fold increase within the period. During
this period, capital and recurrent expenditure
of the GON rose by a significant 7.7 and 3.3
times. Table 1 highlights the trend and growth
of government expenditure in the last five years
and an estimation for the current fiscal year.

Table 1
Expenditure in Rs Billion Growth in percentage

Total Recurrent Capital Total Recurrent Capital
2068/69 339.17 243.46 51.39 14.83 15.84 8.58
2069/70 358.64 247.46 54.60 5.74 1.64 6.24
2070/71 435.05 303.53 66.69 21.31 22.66 22.16
2071/72 531.34 339.28 88.75 22.13 11.78 33.08
2072/73R 701.17 434.07 159.09 31.96 27.94 79.25
2073/74E 1048.92 617.16 311.95 49.60 42.18 96.08

The government expenditure has grown at
over 20 percent in the last three years. During
the last three years, the growth of capital
expenditure is much higher than the overall
growth of the government expenditure. The
expected growth of the government spending is
even higher for the current fiscal year. The size
of government budget is ever increasing.

There has been debates on the right size
of government expenditure. This discussion has
raised a concern if there should be any control
over the government plan on spending or not.
The Government of Nepal has also received
arguments for and against the increasing
government expenditure. Those who are in
favor of an increase argue that Nepalese private

* Deputy Director, Nepal Rastra Bank

sector is not strong enough to spend on the
infrastructures and if the government fails to
providetherequiredimpetustothedevelopment
activities then the economy, which is already at
the low ebb will face severe crisis. Those against
this increase are stating that Nepal cannot afford
high increase in government budget because of
its lower spending capacity. This might lead to
several negative repercussions for the country.

Though, there is no limit on the government
spending in principle, countries all over the
world ensure that the increasing government
spending does not exert pressure on fiscal deficit
and the entire economy. Countries decide the
spending size as per the need and capacity of
the economy.
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Government Expenditure by Sectors

Analysis of the sectoral government
spending show that the major chunk of
government spending goes for general public

services and economic affairs. While the former
absorbs almost 32 percent of the total spending,
the later absorbs 31 percent. The Table 2
summarizes the government expenditure and
composition by sector for the last five years.

Table 2
Government Expenditure by Sector (in Billion Rupees)
2068/69 2069/70 | 2070/71 | 2071/72 | 2072/73R

GENERAL PUBLIC SERVICE 87.53 104.53 109.53 174.12 226.76
DEFENCE 22.66 20.90 32.37 32.61 32.50
PUBLIC ORDER AND SAFETY 39.27 37.76 44.97 33.97 38.35
ECONOMIC AFFAIRS 80.39 84.12 110.55 138.65 219.56
ENVIRONMENTAL PROTECTION 1.10 1.75 2.57 7.54 9.91
HOUSING AND COMMUNITY AMENITIES 10.66 11.07 14.27 16.78 24.29
HEALTH 22.87 21.87 26.52 29.47 37.16
RECREATION,CULTURE AND RELIGION 2.07 2.41 3.91 3.35 4.34
EDUCATION 62.05 62.43 77.83 79.84 87.99
SOCIAL PROTECTION 10.58 11.79 12.53 15.01 20.31
TOTAL 339.17 358.64 435.05 531.34 701.17
ECONOMIC AFFAIRS 80.39 84.12 110.55 138.65 219.56

General economic, com. and labor affairs 7.01 7.47 8.59 9.59 13.22

Agriculture, forestry, fishing and hunting 26.61 28.85 40.46 47.10 58.53

Fuel and energy 13.24 13.32 18.21 26.90 35.91

Mining, manufacturing and construction 0.06 1.53 1.43 1.87 2.39

Transport 28.46 27.91 34.55 43.57 61.06

Communication 2.98 2.82 3.66 4.10 4.11

Other industries 1.62 1.75 2.81 3.68 11.83

R Economic affairs 0.38 0.36 0.62 1.46 32.23

Economic affairs n.e.c. 0.03 0.10 0.20 0.38 0.28

In the last five years, the share of general
public services rose from25.8 percent to 32.3
percent. Similarly, the share of economic affairs
too rose substantially from23.7 percent to
31.3 percent. In the review period, the share
of defense, public order and safety, health

has shown a decline. The biggest decline was
recorded for education expenses, which went
down from 18.3 percent to 12.5 percent.
Government spending on agriculture stands
at around 9 percent of the total government

and education on total government spending spending.

Table 3

Composition of Government Expenditure (In Percentage)

2068/69 |2069/70 2070/71 |2071/72 |2072/73R
GENERAL PUBLIC SERVICE 25.81 29.15 25.18 32.77 32.34
DEFENCE 6.68 5.83 7.44 6.14 4.64
PUBLIC ORDER AND SAFETY 11.58 10.53 10.34 6.39 5.47
ECONOMIC AFFAIRS 23.70 23.45 25.41 26.09 31.31
ENVIRONMENTAL PROTECTION 0.32 0.49 0.59 1.42 1.41
HOUSING AND COMMUNITY AMENITIES 3.14 3.09 3.28 3.16 3.46
HEALTH 6.74 6.10 6.10 5.55 5.30
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RECREATION,CULTURE AND RELIGION 0.61 0.67 0.90 0.63 0.62
EDUCATION 18.30 17.41 17.89 15.03 12.55
SOCIAL PROTECTION 3.12 3.29 2.88 2.82 2.90

100.00 100.00 100.00 | 100.00 100.00

ECONOMIC AFFAIRS 23.70 23.45 25.41 26.09 31.31
General economic, com. and labor affairs 2.07 2.08 1.98 1.80 1.89
Agriculture, forestry, fishing and hunting 7.84 8.05 9.30 8.87 8.35
Fuel and energy 3.90 3.72 4.19 5.06 5.12
Mining, manufacturing and construction 0.02 0.43 0.33 0.35 0.34
Transport 8.39 7.78 7.94 8.20 8.71
Communication 0.88 0.79 0.84 0.77 0.59
Other industries 0.48 0.49 0.65 0.69 1.69

R Economic affairs 0.11 0.10 0.14 0.27 4.60
Economic affairs n.e.c. 0.01 0.03 0.05 0.07 0.04

Major indicators of government expenditure

The recurrent expenditure of the
government used to make more than 70 percent
five years ago. During those periods, the share
of capital expenditure on total national budget
used to remain lower at around 15 percent.
This is gradually changing. In the current fiscal
year’s budget, the government allocated
around 59 percent of its spending estimate on
recurrent and around 30 percent on capital
expenditure. A two-fold increase in the share of
capital spending is an encouraging step towards
promoting economic growth in the country.
Studies reveal that one-rupee increase in capital
expenditure increases national output by more
than four rupees. Just to state, there is a negative
correlation between recurrent expenditure and
national output.

The increase in capital expenditure lately,
is mainly due to reconstruction of earthquake-
damaged properties and ongoing projects of
national interest. While, national reconstruction
authority has been active lately, there has
been number of government initiative for
development activities — from road construction
to airports and from hydroelectricity generation
to irrigation projects. The increase in these
projects is likely to help achieve desired
economic growth in the country.

The composition of social contribution
and salary expenses are on a declining trend.
Even when the expenditure on these heads are
increasing, the overall increase in government
budget has reduced there share.

Table 4 below highlights some of the major indicators of government expenditure.

Table 4
Major Indicators
2069/70 | 2070/71 2071/72 2072/73R | 2073/74E

Recurrent Exp to Total Exp 69.00 69.77 63.85 61.91 58.84
Capital Exp to Total Exp 15.22 15.33 16.70 22.69 29.74
Salary to total Exp 18.42 19.39 16.66 14.98 12.62
Social contribution to total Ex 10.47 9.38 9.55 9.35 9.16
Revenue to Total Exp 83.08 84.74 77.51 65.67 53.95
Revenue to Recur. Exp 120.40 121.46 121.39 106.07 91.69
Foreign Asst. to Total Exp 13.16 13.84 11.99 17.93 28.85
Capital exp to foreign assist 115.68 110.78 139.32 126.57 103.08
Total Expenditure to GDP 23.48 25.67 27.05 33.07 46.65
Recurrent Expenditure to GDP 16.20 17.91 17.27 20.47 27.45
Capital Expenditure to GDP 3.57 3.93 4.52 7.50 13.87
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The table shows that one of the serious
concern on the government spending is in its
sources of financing. The estimated revenue
financing of total budget is almost half of the
estimated expenditure for 2073/74. Because of
decreasing contribution from revenue, the share
of foreign assistance is increasing. The foreign
assistance has now been an integral part of the
financing. Capital expenditure remained lower
than the foreign assistance in the review period.
This gives an impression that in an absence of
foreign assistance, our entire capital spending
would come to a halt.

Analysis of revenue potentiality in Nepal
shows that the level of current revenue
mobilization is by far lower than what could have
been collected. Administrative enforcement and
employee motivation could help increase the
revenue mobilization in Nepal by a significant
level.

Looking at the government budget as
percent of gross domestic product, the total
expenditure has increased to 33 percentage in
2072/73 from around 25 percent in 2068/69.

Some issues on government expenditure

One of the major issue on the effectiveness
of government spending is less than expected
level of government expenditure and that

too concentrated during the dying days of the
fiscal year. There has been a trend that almost
90 percent of the government’s recurrent
expenditure is spent, whereas such spending on
capital expenditure is around 75 percent only.
This means government cannot spend what it
aims at. The following table gives us an idea on
the ratio of actual government spending to the
budgeted expenditure for the same fiscal year.

Table 5
Actual to Budgeted Expenditure

Total Recurrent Capital
2067/68 88.12 91.32 70.78
2068/69 88.59 88.69 82.56
2069/70 84.11 85.88 78.37
2070/71 85.96 85.04 76.02
2071/72* 85.56 89.63 76.16
* Revised Estimate Expenditure to Budgeted
Expenditure

Of the less than expected government
spending, the expenditure concentrates on
the last quarter and more specifically on the
last month of the fiscal year. There is no even
distribution of government spending during
the entire year. The Table 8 explains the
concentration of government spending on the
last quarter and the last month.

Table 6
Expenditure in the last quarter Expenditure in the last month
(% of total) (% of total)

Total Recurrent Capital Total Recurrent Capital
2068/69 42.08 37.46 58.65 21.97 20.18 38.14
2069/70 49.40 40.04 66.75 29.29 21.93 47.12
2070/71 45.39 37.25 62.62 26.55 18.95 40.74
2071/72 47.91 41.92 64.12 26.96 22.12 43.10
2072/73 49.69 40.69 70.96 31.82 22.52 50.09

The data shows, 71 percent of the total
capital budget was spent only in the last quarter
of the last fiscal year and 50 percent of the total
was spent in the last month of the fiscal year.
The trend is not that different for previous year,
but has increased in the later years. This raises
question over the effectiveness of spending
— when a country is spending its budget on a
hurry, there are always a question of monitoring
and evaluation of the activities.

Second issue if the rampant corruption in
the government spending. One of the study
on Public Expenditure Tracking Survey carried
out in Dhanusha district couple of years ago

revealed that minimum of 35 percent of the
funds allocated to local level as capital grants
goes for corruption. This is distributed amongst
the people in District Development committee,
Village Development Committee, Technical
people responsible for releasing and approving
the expenses, and the members of the users
group of the project.

The other issue can be highlighted as
hurdles on budget release process, weak project
appraisal mechanism, weak monitoring and
evaluation of the government spending, lack of
reward and punishment systems among others.

* %%




Information Security and Banking
Industry

N Debesh Prasad Lohani* N

Abstract

The purpose of this paper is to study Electronic crime in the Banking sector. One of
the most important aspect in the Banking sector is to make banking transactions free
from Electronic crime. The Banking system is itself opens to various crimes when it is
connected to a network. Security fears exist in the minds of customers, some particular
concerned are the threats of pharming, phishing, enticed leak of personal information
like Identity thefts, pharming etc. This paper also attempts at investigating the impact
of information security on the performance of banks. Information security is measured
by the degree of the application of ISO 27001 and PCI-DSS standards on Banks, while
banks' performance is measured by indicators of profitability and asset quality.ISO
27001 specifies the requirements for establishing, implementing, operating, monitoring,
reviewing, maintaining and improving a documented Information Security Management
System (ISMS). Besides Payment Card Industry Data Security Standards (PCI-DSS) is a
comprehensive standard is intended to help organizations protectively protect customer
account data.

Keywords - Electronic Crime, Internet, ATMs Frauds, Money laundering, Credit card
fraud information security, information security Management System (ISMS), 1ISO27001
certification, PCI-DSS standard

Background

In the present globalizes scenario,
informationtechnologyisthemostimportantand
controversial term. Internet data and network
security Issues are common concerns today.
Securing cyberspace and e-communications has
become both a governmental and an Industry
priority worldwide. It is the most powerful
technology which is fast, quick and accurate
in all sectors. Increased use of information
and communication technology (ICT) such
as computers, mobile phones, Internet, and
other associated technologies are the routes
which gave emergence to lot of constructive
work as well as destructive work. Information
security means protecting information and
information system from unauthorized access,
use, disclosure, disruption, modification or

*  Chief Manager, Rastriya Banijya Bank Ltd.

destruction (Feruza & Kim, 2007).

The destructive activities are considered as
“electronic crime” which includes spamming,
credit card fraud, ATM frauds, Money
laundering, Phishing, Identity theft, denial of
service and other host contributing crime in the
Banking sector. Computers and Internet are also
the new powerful information tools in present
era, these new technologies brings out new
threats opportunities such as denial of service
attacks, viruses, unauthorized entry, information
tampering, cyber stalking, spamming, dumping
or phone-napping and computer damage (Jain,
2005). The growing relevance of information and
communication technologies in the essential
functions of the economy has reinforced the
necessity of prevention and protection measures
in all sectors, naturally including the finance

M.Sc., MBA(IS), PGDIT, MCSE, C BCP/DRP, MTA, MCTS, MCT, ITIL, ISO/IEC 27001:2013 Lead Auditor
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sector. With data and personal information
being vulnerable on networks, computer users
must be aware of the security risks. The Internet
provides insecure communications, so Internet
privacy is threatened. Presently, there are still
many ongoing Internet data security concerns.
IT professionals left working in the finance
sector have had to deal with the aftermath of
merging systems, while managing to protect the
systems against a rapid rise in targeted malware.

Information Security and Banking

Securing cyberspace and e-communications
hasbecomebothagovernmentalandanIndustry
priority worldwide. The growing relevance of
information and communication technologies
in the essential functions of the economy has
reinforced the necessity of prevention and
protection measures in all sectors, naturally
including the finance sector. The internet banking
services operate their businesses depending
on the development of banking services and
modern technology. On the other side, the
threats and security breaches highly increase
in recent years. Some banks have already faced
some security threats represented in Trojan
virus, Spam, Spyware/malware, Hacking and
stealing information etc. Therefore, the banking
industry as a whole should be aware enough to
accommodate the issue of information security
in its own strategic policies.

In the last few years, banks legally able to
operate outside traditional banking regulation
have appeared; changes in law and regulation
have enabled banks and financial institutions

to broaden the mix of services they offer and
enter markets previously closed to them. At
the same time, firms whose financial service
offerings are virtually unregulated compete
directly with traditional, regulated providers.It
can increase information security in the banking
sector by providing certain goals available such
as the availability, integrity and confidentiality.
To serve the purpose of any information system,
the information must be available when it is
needed. This means that the computing systems
used to store and process the information,
the security controls used to protect it, and
the communication channels used to access it
must be functioning correctly. Integrity means
that data cannot be modified undetectably.
Confidentiality is the term used to prevent
the disclosure of information to unauthorized
individuals or systems.

Banking system is the lifeblood and
backbone of the economy. Information
Technology has become the backbone of the
banking system. It provides a tremendous
support to the ever —increasing challenges and
banking requirements. Presently, banks cannot
think of introducing financial product without
the presence of Information Technology (Reddy,
2009). Electronic crimes are illegal activities
committed by means of computer end of the
criminal activity can be either a computer,
network operations. Electronic crimes are genus
of crimes, through computers and its networks.
Electronic crime is a crime that is committed
online in several areas with e-commerce. A
computer can be the target of an offence when
unauthorized access of computer network
occurs and on other hand it affects E-commerce.
Electronic crimes can be of a variety of types
such as Telecommunications Piracy, Electronic
Money Laundering and Tax Evasion, Electronic
Funds Transfer Fraud etc. The Banking sector is
riding up with numerous revolutionary changes
to transform the “Brick-and-mortar” bank
branches to a modified network system in “core
banking solutions”. With this a number of IT
based banking products services and solutions
are available(Bhasin, 2007).

The denomination “finance sector”
describes a complex mesh of different actors



who achieve different missions and goals.
Their interaction is also complex and is better
understood when adopting a high-level view
of the sector and exploring specific areas when
required.Financial IT systems are exposed to a
number of hazards which require consistent
efforts to operate securely. In recent years,
Network and Information Security risks have
become more complex and their impact can
range from low to very high, including domino
effects. Such impacts will not be confined to the
“virtual” world; a major attack outreach would
most certainly impact the assets in safekeeping
or in transit.

To serve the purpose of any information
system, the information must be available

when it is needed. This means that the
computing systems used to store and process
the information, the security controls used to
protect it, and the communication channels
used to access it must be functioning correctly.
Integrity means that data cannot be modified
undetectably. Confidentiality is the term used
to prevent the disclosure of information to
unauthorized individuals or systems.

Price Water house Coopers “PWC” survey
revealed that banks targeted by cyber criminals
with 39% of financial sector falling victim
to cybercrime compared with 17% in other
industries (Price Waterhouse Coopers, 2014).
The following table shows many threats that
affect to information security in banks as follows:

Threat Accidental Intentional
Human |e Acts by employees e Acts by employees
e Accidental entry bad data e |ntentionally destroy data by
e Accidental destruction of data by employee
employees ¢ Intentional entry of bad data by
Internal .. i
e Administrative procedures employee
e Weak/ineffective physical Control |e Unauthorized access by employees
Non - e Mechanical and Electrical e Mechanical and Electrical
Human |e Program problems e Program problems
Human |e Competitors e Hackers
e Media e Denial of Service Attacks
e Social Engineering
External Non - e Fire e Computer Virus
Human |e Earthquake e Worms
e Wind e Trojan
e Water e Spyware
e Ransomware
ICT in Crime sector primarily focus on customer satisfaction

The concept of Electronic Crime or ICT
crime is a vital aspect. Since new information is
available in an unbiased manner it is often not
possible to detect crime on the basis of that
information. In the present globalize scenario,
Information Technology is the factor responsible
of further growth and development in the
banking sector. In this speedy world, customers
often feel insecure and reluctant about their
banking transactions especially in e-banking or
online banking(Moore, Clayton, & Anderson,
2009). Technology has emerged as the lifeblood
in today banking sector. Presently, banking

the fulfillment of their need and satisfaction in
most effective manner. With the introduction of
“Electronics" in the banking system.

Computer device used as a medium of
target to commit crime - Electronic crime is used
as a target to commit crime in includes

e Sabotage of computer systems or
computer networks

e Sabotage of operating systems and
programs

e  Theft of data/ information

o  Theft of intellectual property such as
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computer software
e  Theft of marketing information

e  Blackmail based on information gained
from computerized files, such as
personal history, financial data etc.

e Encrypting the storages using
Ransomware
Banking criminals are using various

electronic medium such as internet, e-mail, and
flash encrypted messages etc. to commit crime.
This crime through computer network takes
place in the banking sector. They are

e  Fraudulent use of Automated Teller
Machine (ATMs) cards and accounts

e  (Credit/Debit card frauds

e Frauds involving electronic funds
transfers (EFTs, like SWIFT)

e  Telecommunication frauds

e  Frauds relating to E-commerce and EDI

Preventive Measures and Conclusion

It is always necessary to take some
preventive measures to prevent banking
transactions from banking frauds and other
threats. For this, the following suggestions can
be made

e  Make sure with a protection program
that gives power over cookies that
forward information back to Web sites.

e Make sure web servers in a row
public site are physically separate and
individually confined from in-house
corporate network.

e Bring into play latest
software, operating systems,
browsers and email programs

anti-virus
Web

e  Placefirewall and develop your content
off line.

e Systematically confirm out the site to
business regularly.

e Don not forgets to verify out the site
you are doing business carefully

e Donottransmitcredit card information
to unfamiliar sites
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e Do not reveal password with other
people

e Do not reveal PIN with other people

e Do not reveal Password and PIN in you
mobile device

There is a need for a set of standards
to ensure the best security practices are
adopted and an adequate level of security is
attained .There are several standards which
lead to information security such as ISO 27001,
PCI-DSS and COBIT. Susanto, Almunawar, &
Taun(Susanto, Almunawar, & Taun, 2011)
classifies information security management
system standards as follows:

e |SO 27001: ISO, founded on February
23,1947, the international standard of
ISO 27001 specified the requirements
for establishing, implementing,

operating, monitoring, reviewing,
maintaining  and improving a
documented Information Security

Management System (ISMS) within an
organization. The standard introduced
a cyclic model known as the “Plan-Do-
Check-Act” (PDCA) model.

e PCI-DSS: The Payment Card Industry
Data Security Standard (PCI-DSS) is
a worldwide information security
standard defined by the Payment Card
Industry Security Standard Council.
The standard was created to help
industry organizations processes card
payments and to prevent credit card

fraud through increased controls
around data and its exposure to
compromise.

e COBIT: The Control Objectives for
Information and related Technology
(COBIT) is a certification created by the
IT Governance Institute (ITGI) in 1996.
They believe that it is a set of practices
(framework) for IT management.

In developing countries, electronic crime
is a serious problem because there is a lack
of training on the subjects to investigate the
electronic crime. The ATM fraud is not the
sole problem of banks alone. It is a big threat
and it requires a coordinated and cooperative



action on the part of the bank, customers and
the law enforcement machinery. At last it can
be concluded that to eliminate cybercrime from
the cyber space is not a possible task but it is
possible to have a regular check on banking
activities and transactions. The only promising
step is to create awareness among people about
their rights and duties and further making the
application of the laws more stringent to check
crime. There is a need to bring changes in the
Electronic Transaction Act 2063 to make it more
effective to combat cybercrime.
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IS REALLY LIQUIDITY CRUNCH
IN THE MARKET?

Introduction

While watching the Television or listening
the Radios or flipping the pages of various
financial newspapers, we often come across
articles highlighting problems on liquidity tight
in the country which in turn has increased
the interest rate on deposit and lending.The
monetary policy aims at notching up 6.5 per
cent economic growth and confining inflation to
8.5 per cent. This has kept unchanged the CRR
(cash reserve ratio) and SLR (statutory liquidity
ratio) in FY 2073/74.

At present, there is an excessive liquidity of
Rs. 39 billion in the banking sector.During this FY
2073/074 NRB has mapped22 times to suck the
liquidity till 3" January 2017 by issuing reverse
repo in the market and sucked Rs 64.25 billion
against Rs 155.78 billion bided by the Banking
sector.On the other hand NRB issued repo of
14 days by 4 times in this FY 2073/74 till 8" of
January 2017 and offered Rs 40 billion where
as there was bided by the banking sectors only
by Rs 5.40 billion.That shows there is excess
liquidity which refers to a state where banks
possess excess deposit liabilities and a low credit
demand or deposit credit ratio as prescribed by
NRB directive has already been crossed. The
latter situation is seen in the market at present.

CD ratio of the most of the banks was around
78-79.66% in the 1%t quarter end 2073/74. If we
go through the consolidated financial figures of
the banking sectors and compare the CD ratios
in overall scenario of 31%December, comes
around 79.75% , where RastriyaBanijya Bank
whose proportion more than 7% in overall

* Chief Manager, Rastriya Banijya Bank Ltd.
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deposit and more than 5% is overall credit has
a CD ratio is around 65% only on that date.
Similarly the overall CD ratio of Nepal bank was
also not more than 70%.They are the major
player in the market in respect of deposit and
credit in the Nepalese market. This helps us to
assume that the overall banking CD ratio is more
that 80% and the pressure to the Joint venture
and Private sector banks to increase the deposit
base by offering high interest rate toinstitutional
depositors to comply the NRB Directive no 5
only at Poush End 2073.

In other words, money supply (deposit) is
more than money demands (loans). But there
has been a rumor in the market that Banks are
stopping some of their product for lending due
to shortage of liquidity in the market. After less
subscribe in repo issued by NRB, bankers are
saying that the marketis notin crunch of liquidity
but there is a need to review NRB Directive no 5
for adequate creditable amount.

Short term interest rate in the Market

In other way, the rate of interest in lending
and deposit should not be in a increasing trend.
But some private sector banks have offered the
deposit rate of 8% + on fixed deposit for the
period of one year to individuals and 10% + to
institutional depositors for one year deposit to
increase the deposit base to comply CD ratio
comply the NRB directive no 5 for maintaining
CD ratio not more than 80%and passing the cost
to the borrower .However the interbank rates
during the period doesnot seem to be in a higher
point. The graph shows the average interest rate
in interbank lending.
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Similarly, the measurement tool of short term rate in the market is 91 days treasury bills issued
by the Nepal Rastra Bank. The following table shows the average treasury bills during the period.

91 Days Treasury Bills
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Money Market position of the Banking sector

We have to go through the overall monetary activities of the Nepalese market over the period
of five and half months of FY 2073/74 to know the liquidity position of the country. The following
table shows the trend the money market scenario of the country

( Rs in million)

Date Deposits Loan & Cash Balance at Bé};‘:(cfz:t Inv.in | Short Term | Short term

P Advances | Balance NRB CRR) Govt.sec. | Placement = borrowing
15/07/2016 |2,051,336.46 |1,635964.76 |55,064.82 |166,696.83 |4,170.86 |203,464.91 |227,917.70 |26,107.15
16/10/2016 (2,174569.99 |1,772,14451 |65,122.22 |150,287.18 |4,639.64 |220,088.22 |239,917.12 |29,274.00
31/12/2016 |2,213,093.48 |1,765,370.38 |54,869.70 |141,389.71 [4,144.12 |228,125.38 |233,126.35 |34,637.80
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The above table shows that the overall
deposit in a 1%t quarter has been increased by Rs
123.23 billion whereas the credit is increased by
Rs 136.179 billion. Similarly the deposit in 31 st
December 2016 has also increased by Rs 38.52
billion but the credit has decreased by 6.77
billion. That shows there is increasing trend of
deposit but no more investment in the market.

Over all, banking sector was flush of
liquidity from the past few years. Even at the
end of 31 December 2016 the surplus position
was Rs 39 billion. However, balances with NRB
deposit has been decreased in this period due
to the expansion of the credit as well as the
investment in a secured government securities
and a short term placement.

On Friday 6" January 2017, NRB had issued
REPO of Rs 20 Billions but only two financial
institutions had applied only for Rs 1.90 billion.
Again on 8" January 2017, NRB issued Rs 10
Billion REPO but only 4 banks and financial
institutions had applied only for Rs 3.49 billion.
This shows the current market is not as tight
in case of liquidity crunch as rumored. But the
banking sector has pressured to maintain CD
ratio 80% only to comply the directive of NRB.

Although the situation of excess liquidity in
commercial banks is slightly in downtrend, this
does not mean that the situation is worse. The
recent issue of repo by NRB itself is the proof .
The trend may or may not continue in the future
as the right liquidity position is very hard to
attain. In the case of Nepal, they fluctuate with
uncertainty.

Market is full of rumors of the liquidity
shortage that leads to the increment the rate
of interest of deposit and credit. Due to this
the real investor may be reluctant to invest
in the productive sector viz. manufacturing,
agriculture,hydropower and tourism and so
on. In other way, the money may get diverted
to the unproductive sector such as real estate
and consumer lending. The scenario is seen
in the market since the value of land all over
the country has increased substantially. This
is because the lending of the banking sector is
indirectly diverted towards it.

Recently, banks have offered high interest
rate to individual depositors ranging 7% to 9%
depending upon the time frame to comply NRB
directive that the institutional deposit should
not be over than 50 % of the total deposit up
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to Ashad end 2074. Even the rate of call deposit
is also increased to 7-8 % from 2-3% and
Institutional Fixed deposit is also increased from
5-6% to 8%-10 % to increase the deposit base to
comply the NRB directive no 5. That is because
they are compelled to enhance the credit
because of the increase the capital base. At
present there is a rumor in the market that some
of the banks has stopped lending on the product
of marginal lending, auto loan and personal
type of products on the shortage of the funds
but it should be noted that offering higher rate
of interest to the institutional depositors is not
a solution of the present crisis since offering the
higher rate of interest to institutional depositors
is moving from one BFI to another.

Trend of remittance inflow as compared
to previous year has decreased as reported.
The increasing trend of remittance was 19/20%
in previous period as compared to 7%in this
period.This is an another reason of decreasing
deposit base of the BFl’s.

At present Nepal Government surplus is
around Rs 202 billion because of the less capital
expenditure of government incurred over the 5
months periodwhich is around 10%only. This is
another reason of tight situation in the market.
The surplus will be increased by Rs 30 to 35
billion by the end of 2™ quarter i.eend Poush
2073 by way of tax collection.

The monetary policy aims to achieve
an economic growth rate of 6.5 per cent in
the FY 2073/74 and confining inflation to 8.5
per cent.Having huge surplus fund with the
government treasury and not expending in
capital expenditure in a war foot within 6 and
half months might seem only like a dream.

Money is a powerful tool. And, when this
powerful tool exceeds an economy’s demand or
opportunity,itcreateschaosand makesmonetary
policy ineffective. When a huge amount of cash
surge into the banks, the banks’ rates, both
lending and deposit, go down. However, the
plunging loan rates do not entice the public to
borrow from the banks, as Nepal lacks business-
friendly policies, a stable government, and
investment opportunities. Even the depositors
do not feel worthwhile to deposit their money
in banks, due to its poor return on investment.
Currently, one year fixed deposit hoveraround
7%-8% interest and saving deposit rate at a
pathetic 2.5% to individual deposit holders.



Ironically, inflation stands at 10%. This
means depositors are unable to truly benefit
from the deposits. Banks with excess liquidity
too, suffer from this problem as they try to
encourage the public to apply for the loans at
low-interest rates.

What may be the way out?

Banks have sufficient fund for managing
the liquidity but shortage of fund for further
lending. This problem does not seem to last
short period of time but the policy to be
reviewed to create more funds for lending.
The role of regulator must closely monitor the
Banking sector to derail and encourage the

*k*

real investor in production. On the other hand,
there should be a stable government with a
aim of implementation of the budget in time
having a congenial environment for business
to thrive in the country. The commitment of
the government to make prosperous nation
with the massive development in infrastructure
like development of hydropower projectsto
tourism sector etc must be prioritized and given
appropriate opportunity to flourish. This will
certainly give a boost to the financial sector of
Nepal.This, in turn, will help to channelize the
fund for the development of the nation and
solve the liquidity problems prevailing in Nepal.
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Impact of Corporate Governance
in Bank's Performance

I Dibakar Bashistha* |

ABSTRACT

This paper examines the impact and importance of corporate governance in firm
performance. The return on assets and return on equity are selected as bank performance
variables for this study and these are two dependent variables. The data are collected
from the banking and financial statistics published by Nepal Rastra Bank, NRB directives,
legal provisions incorporated in Companies Act, 2063 and concerned by — laws regarding
corporate governance, the provision on bank and Financial Institution Act 2063. The
multiple regression models are applied to test the significant and importance of corporate
governance in Nepalese commercial banks. The study shows the impact of board size,
bank size, institutional ownership, CEO duality, and leverage on firm performance for a
sample of twenty commercial bank of Nepal. The study finds that bank size, board size
and institutional ownership has a positive impact and leverage has negative impact on
Return on Equity whereas bank size, board size and CEO Duality has positive impact and
leverage and institutional ownership has negative impact on Return on Assets. Overall,
evidence supports that corporate governance is not in fully practice in banks and financial
institutions of Nepal. Those banks that implement or practice the corporate governance
perform better than that do not practice the Corporate Governance.

Keywords: leverage, CEO duality, institutional ownership, corporate governance, bank size,
board size.

Introduction Governance is the system of rules, practices
and processes by which a company is directed
and controlled (Pradhan, 2009). The principal
players are the shareholders management and
board of directors. Other stakeholders include
employees, suppliers, customers, banks and
other lenders, regulators, the environment
and the Corporate governance is the way
in which suppliers of finance to corporation
ensure themselves of getting a return on
their investments (Shliefer, 1997). Corporate
governance is the way and means by which

Corporate Governance has been referred
to as a collective group of people united as
one body with power and authority to direct,
control and rule an organization (J.Ruin, 2001).
It refers to a set of rules and incentives by which
the management of a company is directed and
controlled (Velnampy, 2013). Itis also sometimes
used widely, embracing a company’s relations
with a wide range of stakeholder or very
narrowly referring to a company’s compliance
with the provision of best practices codes.

(Frank, 2000) defined corporate governance as
dealing with mechanisms by which stakeholders
of corporate exercises controlled over corporate
insiders and management in such a way
that their interests are protected. Corporate

*Act. Chief Manager, Rastriya Banijya Bank Ltd.

106

the government of a company (the directors) is
responsible to its electorate (the shareholders)
(Campbell, 2007). Corporate governance can
also be stated as the set of rules and procedures
that ensure that managers do indeed imply



the principles of value based management
(Brigham, 2005). Corporate governance might
not capture the true relationship with corporate
performance unless other specific aspects of
governance and controlled (Thomas, 2002,).

Good corporate governance is an important
factor in improving the value of the firm. The
impact of corporate governance differs country
to country because of disparate corporate
governance structures resulting from dissimilar
social, economic, and regulatory conditions
(Rouf, 2011) .The literature generally distinguish
between internal and external governance
mechanisms. The primary concerns of internal
mechanisms are the boards of directors
which monitors management operations and
processes, while the external mechanisms
include ownership structure, protection of
minority shareholders, legal infrastructure, and
market for corporate control Gillan, (2006).

Corporate governance is a general set of
customs, regulations, habits, and laws that
determine how a firm should be run. Corporate
governance is a set of relationships between
a company’s management, its board, its
shareholders and other stakeholders. Corporate
governance also provides the structure through
which the objectives of the company are set,
and the means of attaining those objectives and
monitoring performance are determined (Hand,
2004). Jensen and (Jensen, 1976) argued that
a bigger size board of directors may improve
the companies’ board effectiveness and
support the management in reducing agency
cost that resulted from poor management and
consequently leads to better financial results.
The Chairman should be allowed to provide
commands to all the executive and non-
executive directors.

In brief, Corporate Governance is a set
of process an entity’s culture, policies, laws
and institutional value that affect the ways
corporation is directed, administrated or
controlled. It is a combination of corporate
policies and best practices adopted by corporate
bodies in achieving its objectives aim relation
to their stakeholders. It aims to protect
shareholders right, to enhance disclosure and
transparency, to facilitate effective functioning
of the board and to provide an efficient legal and
regulatory enforcement framework. It addresses
the principal/ agency problem through a mix of

company law, stock exchange rules and such
regulatory codes. It arises from high profile
corporate scandals, globalization and increased
investor activism.

Corporate  Governance comprises a
country’s private and public institutions, both
formal and informal, which together govern the
relationship between the people who manage
corporations (corporate insiders) and all others
who invest resources in corporations in the
country (Oman,2003). Commercial Banks should
show good corporate governance since they play
a critical role in the corporate governance of
other firms as creditors or equity holders of firms
(Franks,2000). Different authors have different
view about the different corporate governance.
It is defined as the way in which stakeholders
of the organization have an influence over the
management of an organization (Shah, 2011).

(Barako, 2007) find that institutional
shareholders have no significant influence
on performance and foreign ownership

has a significant positive impact on bank’s
performance. (Jenson, 1993) advocates that “a
value-relevant of corporate boards is its size”.
The problem however, remains that, it is difficult
to determine the optimal size of boards since
a lot of factors are taken into consideration in
choosing directors. The majority of the studies
which have been conducted later demonstrated
that increase in number of the members of the
board of directors has a negative impact on firm
performances , shows negative and static board
size is determined by firms specific variables ,
profitability and firm size and firm performances
has a negative impact on board size. (Yermack,
1996), prove that board size has a negative
relation with firm performance.

Setting a good corporate governance will
lead to a lot of benefits to different levels of
management and helps the organization to
avoid management level corruption and helps
in enhancing the firms’ values, shareholders’
value creation and reducing the investment
and financial risks. Therefore a good, sound and
healthy corporate governance policy is a very
important criterion while investing in a company
(Shen M. a., 2006)

Corporate Governance has been defined
as the relationship among shareholders,
board of directors and the top management in
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determining the direction and performance of
the corporation (Wheelen, 2006) It also includes
the relationship among the many playerinvolved
(the stakeholders) and the goals for which the
corporation is governed. The principal players
are the shareholders, management and the
board of directors. Other stakeholders include
employees, Supplier, customer, banks and other
lenders, regulators, the environment and the
community at large. (Ruin, 2001) stated that
corporate governance as the ways and means
by which the government of a company (the
director) is made responsible to its electorate
(the shareholders).

The banking sector plays a crucial financial
intermediary role in any economy. The 1997-
1998 economies crisis in the Asian countries
highlighted the importance of corporate
governance. On the same way, a global financial
challenge in late 2007 raised various question
to settle financial sector stability and which
become a central challenge to bank regulation
and supervisors (Bank, 2010). Poor corporate
governance of the banks can drive the market
to lose confidence in the ability of a bank then it
leads to economic crisis in a country and invite
systemic risk (Fernandez., 2008).

The purpose of the study is to determine
the relationship of corporate governance with
the bank performances in Nepalese banking
sectors. Specifically, it examines the impact of
board size, bank size, institutional ownership,
CEO duality and leverage on bank performance.
This paper is organized as follows. Section two
describes the sample, data and methodology.
Section three present empirical results and the
final section draw conclusions and discuss the
implications of the study findings.

Methodological aspects

In order to examine the role of the
corporate governance in the Nepalese bank
only 20 commercial banks are taken as a sample
of the study which is shown in the table 1. The
data were collected on return on assets, return
on equity, board size, leverage, institutional
ownership and CEO duality.

This study is based on the secondary data
which is collected from banks annual report,
published books, journals, magazines etc. The
data represents sample for the period of 2011-
2015 that were extracted from the company’s
annual reports for the analysis.

Table 1: Number of commercial banks selected for the study (2011/2015)

Commercial banks Year Observations
NABIL Bank Limited (NABIL) 2011-2015 5
Nepal investment bank limited(NIBL) 2011-2015 5
Standard Chartered Bank Limited 2011-2015 5
Himalayan bank limited(HBL) 2011-2015 5
Nepal SBI Bank Limited (NSBI) 2011-2015 5
Nepal Bangladesh Bank Limited (NBBL) 2011-2015 5
Everest Bank Limited (EBL) 2011-2015 5
Bank of Kathmandu Limited 2011-2015 5
Nepal Credit and Commerce Bank Ltd. 2011-2015 5
Lumbini Bank Limited (LBL) 2011-2015 5
Nepal Industrial and Commercial Bank 2011-2015 5
Machhapuchhre Bank Limited 2011-2015 5
Kumari Bank Limited (KBL) 2011-2015 5
Laxmi Bank Limited 2011-2015 5
Siddhartha Bank Limited (SBL 2011-2015 5
Global Bank Limited (GBL) 2011-2015 5
Citizens Bank International Ltd. (CBIL) 2011-2015 5
Prime Commercial Bank Limited (PCBL) 2011-2015 5
Sunrise Bank Ltd. 2011-2015 5
Bank of Asia Nepal Limited 2011-2015 5
Total 100
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The model used in this study is as under:
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Bank Performance = f (CG variables, Control variables)

ROA = a + B1BS + B2B.S+ B3LEV+ B4I0+ BSCEOD
ROE = o + B1BS + B2B.S+ B3LEV+ B4IO+ BSCEOD

The following hypotheses are tested in this study:

H1:Board size is negatively related to bank performance.

H2: Bank size is significantly related with the bank performance

H3:If leverage of a firm increases; it would improve the firm performance.
H4: institutional ownership and bank performance are negative related.
H5: CEO will negatively affect the bank performance

Data Analysis

Table 2 shows the descriptive statistics.
Clearly, return on assets ranges from -0.5 to
51 percent, leading the average return on
assets to 3.5 percent while the return on equity
ranges from -27 to 2.57 percent, leading to the
average return on equity of -0.057 percent.
The descriptive statistics for the independent
variable indicate that average number of
directors on board in the selected companies is

about 7 persons. Another independent variable
indicates that average number of banks in the
selected companies is about 24 banks. The
board size ranges from 5 to 9 persons, leading
to 7.32. Likewise, institutional ownership ranges
from 0 to 0.8 institutions, leading to average
of 0.208 institutions. Similarly, leverage ranges
from 0.856 to 1.062 percent, leading to average
of 0.943 percent. CEO Duality ranges from 0 to 1
member, leading to average of 0.050.

Table 2 : Descriptive Statistics

N Minimum Maximum Mean | Std. Deviation
Return On Assets 100 -0.005 0.510 0.035 0.079
Return On Equity 100 -27.220 2.570 -0.057 2.762
Bank Size 100 22.180 24.909 23.775 0.614
Board Size 100 5.000 9.000 7.320 1.222
Institutional Ownership 100 0.000 0.800 0.208 0.240
Leverage 100 0.856 1.062 0.943 0.036
CEO duality 100 0.000 1.000 0.050 0.219

Correlation analysis

Pearson Correlation Coefficients have been
computed and the results are presented in
Table 3. All the correlations can be considered
as low since the highest correlation has been
observed to be 0.188 between ROE and board
size. The return on assets is negatively related
to board size. ROA is also negatively related
to bank size and the CEO duality. Return on

assets is positively related to the institutional
ownership and leverage. Similarly, return on
equity is positively related to bank size, board
size, institutional ownership and CEO duality.
The results also show that return on equity is
negatively related to leverage. The results also
indicate that return on asset is negatively related
to return on equity.
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Table 3: Correlation matrix for dependent and the independent variables

ROA ROE Bank | BOARD |Institutional | Leverage CEO
Size SIZE Ownership duality
Return On Assets 1
Return On Equity ~031 |1
Bank Size -296" [.144 |1
BOARD SIZE -084 |.188  |-.097 |1
Institutional Ownership 048 014 141 1-.042 1
Leverage 171 |-.299" |-.017 |-386" |.028 1
CEO duality -.016 |.016 .002 |.053 130 .018 1

** Significance at 1% level
Regression analysis

The regression of corporate governance
and control variables on bank performance has
been analyzed by defining bank performance in
terms of return on equity and return on assets.

for bank size, board size and CEO duality.
However, the beta coefficient is significant at
1 percent level of significance. The results also
indicate that larger the bank size, lower would
be the return on assets where beta coefficient
is also significant. The result also shows that

The regression of corporate governance and
control variables on return on assets produced
the results as indicated in Table 4. The result
indicates that beta coefficients are negative

the institutional ownership and leverage are
positive with the ROA which means that larger
the 10 and LEV, larger will be the ROA but this is
not significant at 1 percentage level.

Table 4: Regression of Corporate Governance and Control variable on ROA

The results are based on pooled cross-sectional data of 20 banks with 100 observations for the
period 2008-2012 by using linear regression model. The model is, ROA = a + B1BS + 2B.S+ B3LEV+
B410+ B5CEOD

Notes:

1. Figures in parentheses are t-values.

2. The asterisk (*) sign indicates that the results are significant at 1 percentage.
3. Dependent variable is return on assets.

Intercept Regression coefficient of R square SEE F

iteele] BS B.S fo) LEV CEOD

1 .943 -.038 .088 .0759 |9.425
(3.189) (-3.0707)

2 .075 -.005 .007 .0792 |.703
(1.558) (-.838)

3 .032 .016 .002 .0794 |.227
(3.042) (.477)

4 -.319 .375 .029 2.947 |.0783
(-1.544) (1.717)

5 .036 -.006 .025 .0799 |.026
(4.360) (-.161)

6 1.031 -.040 -.007 .100 5.354 |.557
(3.369) (-3.164**) (-1.127)

7 1.061 -.041 -.007 .029 .108 3.827 |.552
(3.443) (-3.254*%*) (-1.106) (.893)

8 714 -.040 -.004 .028 314 124 3.338 |[.542
(1.775) (-3.174%*%*) (-.537) (.881) (1.333)

9 712 -.040 -.004 .029 .316 -.009 125 2.658 |[.542
(1.761) (-3.160**) (-.537) (.881) (1.333) |[(-.265)
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The above table shows that corporate
governance and control variables on return on
assets shows that beta coefficients for bank size,
board size and CEO duality are negative in all
the equations as indicated in Table 4. However,
coefficients are not significant for board size
and CEO duality but coefficients for bank size

are significant. The result shows the positive
coefficients for leverage and the institutional
ownership. The result also shows that the
coefficients are not significant for leverage and
institutional ownership. Thus, we can conclude
that higher the institutional ownership and
leverage higher would be the ROA.

Table 5: Regression of bank size, board size, leverage, and institutional ownership and CEO duality

on ROE

< Regression coefficient of

T | Intercept R square SEE F

- P BS B.S 10 LEV CEOD 9

1 |-15.469 648 021 2747  |2.076
(1.446) (1.441)

2 |-3.164 424 035 2727 |3581
(-1.901) (1.892)

3 |-.090 156 03 27759 | .018
(-.243) (.134)

4 21580 -22.94 0089 |2.6491 |9.626
(3.092) (3.10M)

5 |-.069 202|034 |27900 |.025
(-.239) (.158)

6 |-20.959 736 466
APy e e 062 127028 [3.196

7 |-20982 737 460 -011
(-1.902) (1.625)  |(2.05*%) |(-010) 062 |2.7168 12.109

8 |.848 671 233 047 -19.69
(0.61) (1.523)  |(.982) (042)  |(2.45%%) 118 126485 13.1569

9 [2.194 665 239 -.009 20987  |.168
(.155) (1.496) | (.994) (0.008) |(253**) |(136) |23 |%670 2603

The results are based on pooled cross-
sectional data of 20 banks with 100 observations
for the period 2008-2012 by using linear
regression model. The model is ROE = a + B1BS
+ B2B.S+ B3LEV+ 410+ B5SCEOD

Fig. in parenthesis represents t- value

** Sign represent the value significant at
1% level

The regression of corporate governance
and control variables on bank performance has
been analyzed by defining bank performance in
terms of ROE. The table indicates that the beta
coefficient is negative for leverage. Thus larger
the leverage lowers would be the return on
equity however the beta coefficient for leverage
is significant at 1% level of significance. The beta
coefficients are positive for board size, bank
size, institutional ownership and CEO duality.
The result shows that higher the board size,
bank size, institutional ownership higher would

be the return on equity where beta coefficient
is insignificant at 1% level. Similarly larger the
number of independent directors in the board
higher would be the return on equity where
beta coefficient is insignificant at 1% level.

Summary and Conclusion

Corporate governance is a system by which
companies are directed and controlled. It is the
way in which suppliers of finance to corporation
ensure themselves of getting a return on their
investments. The conclusion of this study is
based on the sample size of twenty commercial
banks that are currently operating in different
part of Nepal. This study concludes that there
is a significance relation between the corporate
governance and the bank performance. Those
banks that highly practice the Corporate
Governance perform far better than those banks
that do not practice the Corporate Governance.
To measure the banks performance this study
uses two linear regression equations. The
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linear relationship refers to the measurement
of corporate governance proxy based on
the composition value of ROA and ROE. For
measuring the bank performance, this study
use the ROA and ROE as a dependent variable
and independent variable are bank size, board
size, institutional ownership, and leverage and
CEO duality.

The study also found that bank size, board
size and institutional ownership has a positive
impact and leverage has negative impact on
Return on Equity whereas bank size, board
size and CEO Duality has positive impact
and leverage and institutional ownership
has negative impact on Return on Assets at
1% level of significance. Further it explained
that Nepalese banks using more leverage are
performing far better than those banks that are
using their own capital investment. The study
also found that in Nepalese commercial bank
there is no CEO duality. Thus, this study found
that those commercial banks practicing the
proper Corporate Governance perform better
than those who do not practice/implement
proper Corporate Governance system.

References

Barako, D. &. (2007). Does ownership
matter? Evidence from Kenyan Banking
sector. Corporate governance and firm
performances:2, 43-79.

Bekaert, G. C. (2001). Does finnancial
Liberalization Spur Growth. NBER Working
paper no 8245 ( Cambridge Massachusetts
Nationalo NBureau of Economic Research .

Brigham, E. (2005). Financial Management:
Theory and Practice. Unites States of
America, South Western: Thomson
Corporation,14, 54-120.

Calvo, G. a. (2000). Rational Contagion and
the Globalization of Securities Markets.
Journal of International Economics, 79-
113.

Campbell, T. (2007). International Corporate
Governance- A comparative Approach.
Routledge.

Fernandez., M. T. (2008). Risk taking behaviour
and ownership: the Spanish evidence.
Journal of Economics and Business,
60:332-354.

112

Frank, J. C. (2000). Ownership and Control of
German corporations. Social Science
Electronic Punblishing, inc.

Franks, J. &. (2000). Ownership and Control
of German Corporations. social Science
Electronic Publishing,Inc.

Gillan, S. ((2006)). Recent developments in
corporate governancez: An overview.
Journal of Corporate Finance, 12:381-402.

Griffion, R. (2013, December 12/15/2013).
types of departmentation. Retrieved from
Googel.com: -

J.Ruin.  (2001). Essential of Corporate
manangement. Kuala Lumpur:MICG.

Jensen, M. &. (1976). Theory of the firm
:Managerial behavior, agency costs and
ownership structure. Financial Economics,
3(4), 305-360.

Jenson.(1993). The modernindustrial revolution,
exit and the failure of the international

control systems. Journal of finance 48 (3),
832-880.

NRB. (1996). 40 years of Nepal Rastra Bank. 40
years of Nepal Rastra Bank.

NRB. (1996). 40 years of Nepal Rastra Bank . 40
years of Nepal Rastra Bank (1956-1996).

NRB. (1996). 40 years of the Nepal Rastra Bank .
40 years of the Nepal Rastra Bank.

Oman, C. (2003). Corporate governance in
Developing, Transition and emerging-
Market Economics. OECD Development
Center.

Pradhan, R. a.(2009). Corporate Governance and
Firms performance in Nepal. Management
Review, , 1:22-26.

Rouf, M. (2011). The relationship between
corporate governance and value of the
firmin developing countries: Evidence
from Bangladesh. The International
Journal of Applied Economics and finance,
5(3), 237-244.

Ruin, j. (2001). essential of the corporate
management. Kuala Lumpur: MIGG.

Shah, S. S. (2011). Ownership structure and
performance of firms. Empirical evidence
from an emerging market, African Journal
of Business Management, 5 (2), 515-523.

Shen, M. a. (2006). A study of womership
structures and firms values under
corporate govbernance.The case of
listed and OTC companies in Taiwan's



finance industry,. The journal of American
Academy of Business C.

Shliefer, A. (1997). A survey of corporate
governance . Journal of finance, 5(2), ,
515-523.

Shrestha, G. K. (2012). Financial Sector Reforms
in Nepal . Economic Review.

Statistics, C. B. (2014 June). Banking Sector .
New Business Age Vol. 13 No. 9, 61.

Stiglitz, J. (1993). The role of the state in Financial
Matters. The proceedings of the World
Ban k Annual Confrence on Defvelopment
Ecomnomics , 19-52.

Stiglitz, J. (1999). The role of the State in Financial
Matters. The Proceedings of the World

* k%

[ EEEH ST u3sit aiftiwcea fasmrs

Bank Annual conference on Debvelopment
Economics, 19-52.

Thomas, T. (2002,). Corporate governance
and debt in the Malyasianfinancial crisis
of 1997-98, working paper. UK: Center
Secretary.

Velnampy, T. (2013). Corporate Governance and
Firm Performance:A study of Srilankan
manufacturing companies. Journal of
Economics and Sustainable Development.
6(1),, 234-324.

Yermack, D. (1996). Higher market valuation
of companies with a small board of
directores . Journal of financial economics,
40(5), 185-212.

113




Corporate Collapse: Causes and
Symptoms
A—

I C.A. Krishna Shah* |

1. Meaning

A corporate collapse typically involves the
insolvency or bankruptcy of a major business
enterprise. For a bank like Rastriya Banijya
Bank, predicting corporate collapse is of utmost
importance. Collapse of major customers
could lead to credit default and ultimate fall
in profitability. Thus, a credit analyst should
look for symptoms of collapse while analyzing
loan files so as to ensure that the applicants
with symptoms of failure are avoided whereas
healthy customers do not face unnecessary
hardship while granting loans and are given
smooth passage.

2. Causes of Corporate Collapse: Why do
Enterprises Fail?

Enterprise do not collapse at once, like a
sick patient even sick enterprises demonstrate
certain symptoms of failure, a banker should
look for such symptoms and avoid customers
with such characteristics. A widely accepted
trajectory (path) of corporate collapse which
is also known as “The Dangerous Dozen” has
been stated below:

a) Defect: Defects in management structure
which is generally associated with one man
rule.

b) Errors of omission: The
accounting information system.

C) Errors of omission: The failure to respond

neglect of
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adequately to
environment.

d) Errors of
overtrade.

e) Errors of commission: To launch big project
beyond the resources of the enterprise.

f)  Errors of commission: Significant increase
in gearing /leverage/debt levels.

g) Decline phase: Cash flow declines faster.

h) Decline phase: Damage becomes severe
due to constraints that are placed upon the
ability to respond to change.

i) Path to insolvency: Financial ratios
deteriorate.

j) Path to insolvency: Enterprise starts
using creative accounting. E.g.
capitalizing revenue expenses etc.

k) Path to insolvency: Certain Non -
financial symptoms start to appear like
resignation of some key management
personnel etc.

I) Path to insolvency: The Company
begins to enter its dramatic last few
months.

long-term changes in

commission: Tendency to

3. Classic Symptoms Preceding Collapse:

e Overstatement of the value of assets,
and /or understatement of liabilities in
financial reports.

* Use of related party transactions to
disguise the reality, e.g. to create a
false impression about earnings.

*  Continuing financial losses and cash
flow deficiencies.

* Weak management coupled with
inadequate management succession
planning.

* Looming debt payments &
concealment of bad debts.

* Inadequate capital expenditure
programs and lack of adequate
information systems.



*  Declining sales or margins & attempts
to increase market share at expense of
profits.

*  Delays in financial reporting and over-
leveraged capital structure.

*  Negative publicity in the financial and
business communities.

* Deterioration in asset quality and
values leading to reduced liquidity.

4. Techniques to identify Corporate collapse
symptoms:

The techniques to identify symptoms of
corporate failures can be broadly divided into
two groups: quantitative models, which are
based largely on published financial information;
and qualitative models, which are based on an
internal assessment of the company concerned.

4.1. Quantitative Methods

Quantitative models normally employ
financial ratios to predict corporate sickness.
Some of the techniques uses single ratio as
a symptom of failure while there are other
techniques which uses a combination of various
ratios. Some of the widely accepted quantitative
techniques of identifying corporate collapse (in
advance) have been explained below:

a) Cash flow to debt ratio: This ratio is one
of the most useful ratios in predicting
corporate sickness. It has been
observed that low cash flow to debt
ratio is traditionally linked to corporate
failures. Bankers can track this ratio to
ensure that credit is avoided to firms
with symptoms of corporate failures.

b) TheZscore:Thistechniqueemploysand
a total of 22 ratios from five categories,
namely liquidity, profitability, leverage,
solvency, and activity. From this set of
ratios, five are chosen on the basis of
their predictive ability. The original Z
score equation was:

Z=0.012X1 +0.014X2 + 0.33X3 + 0.006X4 + X5
Where:

X1 = working capital/total assets
X2 = retained earnings/total assets
X3 = profit before interest and tax/total assets

X4 = market value of equity/book value of debt
X5 = sales/total assets

The pass mark for Z score is three, above which
companies would be considered relatively safe.
Enterprise with Z scores below 1.8 would be
classified as potential failures; scores between
1.8 and three were in a grey area.

4.2. Qualitative methods

This category of model rests on the
premise that the use of financial measures as
sole indicators of organizational performance
is limited. For this reason, qualitative models
are based on non-accounting or qualitative
variables. One of the most notable of these is
the A score model, which suggests that the
failure process follows a predictable sequence:

SEQUENCE OF FATT.TTIRE

I IDefects I

a) Defects :

Defects can be divided into management
weaknesses and accounting deficiencies as
follows:

Management weaknesses:

i. Autocratic chief executive (8)
ii. Failure to separate role of chairman
and chief executive (4)
iii. Passive board of directors (2)
iv. Lack of balance of skills in management
team - financial, legal, marketing, etc

(2)

V. Weak finance director (2)
Vi. Lack of ‘management in depth’ (1)
vii. Poor response to change (15).

115




=N IR YRt arfiieicaa fadmrs

Accounting deficiencies:
i. No budgetary control (3)
ii. No cash flow plans (3)
iii. No costing system (3).
Each weakness/deficiency is given a mark
(as shown) or given zero if the problem is not
present. The total mark for defectsis 43, and it is
suggested that a mark of 10 or less is satisfactory.

b) Mistakes:

If a company’s management is weak, then
it will inevitably make mistakes which may not
become evident in the form of symptoms for
a long period of time. The failure sequence is
assumed to take many years, possibly five or
more. The three main mistakes likely to occur
(and attached scores) are:

I High gearing — a company allows
gearing to rise to such a level that one
unfortunate event can have disastrous
consequences (15).

i. Overtrading — this occurs when a
company expands faster than its
financing is capable of supporting. The
capital base can become too small and
unbalanced (15)

iii. The big project — any external/internal
project, the failure of which would
bring the company down (15).

The suggested pass mark for mistakes is
a maximum of 15.

c) Symptoms of failure:

The final stage of the process occurs when
the symptoms of failure become visible. Such
symptoms of failure are classified into following
categories:

I. Financial signs —in the A score context,
these appear only towards the end
of the failure process, in the last two
years (4).

ii. Creative accounting — optimistic
statements are made to the public

* k%
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and figures are altered (inventory
valued higher, depreciation lower,
etc). Because of this, the outsider may
not recognize any change, and failure,
when it arrives, is therefore very rapid

(4).

iii. Non-financial signs — various signs
include frozen management salaries,
delayed capital expenditure, falling
market share, rising staff turnover (3).

iv. Terminal signs — at the end of the
failure process, the financial and non-
financial signs become so obvious that
even the casual observer recognizes
them (1).

The overall pass mark is 25. Companies
scoring above this show many of the signs
preceding failure and should therefore cause
concern. Even if the score is less than 25, the
sub-score can still be of interest. If, for example,
a score over 10 is recorded in the defects
section, this may be a cause for concern,
or a high score in the mistakes section may
suggest an incapable management. Usually,
companies not at risk have fairly low scores
(0-18 being common), whereas those at risk
usually score well above 25 (often 35-70).

The A score has therefore attempted to
guantify the causes and symptoms associated
with failure. Its predictive value has not been
adequately tested, but a misclassification rate
of 5% has been suggested.

5. Conclusion

As explained above, a banker and a credit
analyst should look for symptoms of corporate
collapse prior to sanction and disbursement of
loan to new applicant. Even existing customers
with symptoms of failure should be dealt with
abundant caution so as to ensure that the quality
of credit portfolio is maintained at acceptable
levels.



Banker’s Perspective on
Agricultural Economy of Nepal
Demand Creation is Necessity of Today for
Agricultural Lending

Importance of Agriculture in Nepal

Our country Nepal has more villages than
towns. Most of the people are farmers. They
depend on agriculture, which is the backbone
of the country, supplies people with the daily
needs. Most of the farmers apply traditional
methods of farming because most of them are
not well-trained and educated. By following
traditional methods, they cannot have good
production. Some of the farmers who are
trained apply modern methods and get more
benefits. The facilities of irrigation, modern-
fertilizers, improved seeds and safe storage are
not amply available.

Despite the fact, Agricultural Sector is
the main contributor of GDP of the nation.
It contributes around one third of its Gross
Domestic Product (GDP). It is employing around
70% of the people in the country. Unless Nepal
can develop agricultural sectors, the upliftment
of the country proves to be impossible. But the
growth rate of it is very low.

Still the country is importing more than
Rs. 125.0 billions agricultural products and is
growing every year but the government has
given higher priority to the foreign employment
than agriculture. The foreign employment
gives more benefit than agricultural in terms
of productivity but it is not sustainable source
of the income as agriculture. More over the
agriculture supplies the basic necessities and
importance of it was realized when the informal
blockade has been done by Indian government
last year. The situation even will be worse if any
calamities, war, terrorism or complete blockade
etc halt the supply completely from the India.
Hence, it shows more importance of agriculture
in Nepal.

* Manager, Rastriya Banijya Bank Ltd.
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In addition, the agriculture generate high
and sustainable source of employment. Foreign
employment is not a sustainable source of
employment. Any misfortunate in the foreign
employment may bring crisis in the Nepalese
economy at present. Moreover, agricultural
economy reduces the dependency of the
economy upon others. It also provides the raw
material supply of industries as a result it will
have both spillover and multiplier effect in the
economy. Unlike foreign employment it does
not detach the family bond and will not impact
in the society adversely. Beside, the chances of
famine will also be low in agricultural economy.

Importance of the agriculturein Nepalisalso
enhanced by her geographical diversity. Almost
all types of climate of the world are available in
Nepal and various types of agricultural products
suitable in each climate can be produced in
Nepal.

Despite the importance it is not as
prioritized by the government as it should be in
reality. However, it has taken some initial steps
to improve the sector.

Government Initiation for Agricultural
Development

Government is providing 4% subsidy in
the interest rate of the agriculture loan to the
public who borrow from bank and financial
institutions for agricultural purpose. BFls
have been told they can extend agro loans to
people engaged in farming of vegetables, fruits,
medicinal herbs, sugarcane, dairy, mushroom,
black cardamom and ginger, wheat, buckwheat
and perilla seeds, bee keeping as well as those
involved in floriculture, livestock development
and slaughterhouse operation at a commercial
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scale. Likewise, high quality seeds production,
processing and distribution of agricultural
products at commercial scale are also eligible to
borrow from BFIs under the subsidized interest
rate programme. In addition, Nepal Rastra Bank
(NRB), the regulator of banks in Nepal, has made
mandatory of lending of certain percentage
of their loan in Agriculture & Energy sector by
bank and financial institutions (BFls) regulated
by NRB.

Direct lending has also been made
mandatory to bank & financial institutions
by NRB to increase the direct monitoring and
supervision of the farmers which will lead to
proper lending. In addition, the bankers as a
professional may also guide to their borrowers
(farmers) how to make the farming business
better.

The government has also given the
exemption in the custom duty for the import
of the agricultural equipments to some
extent. Hence, the latest/modern agricultural
equipments can be imported with low or
negligible amount of custom duty.

As other sustainable source of income is
not available in Nepal at present, the agriculture
has become more crucial today. Hence, the
government may have been taken these
initial implementable steps for agricultural
development but it seems insufficient as the
growth of agricultural sector is very low at
present.

Why Agriculture is in Low Priority?

Despite the importance of the agriculture
in the Nepalese economy and government
initiation for its betterment people prefer it
least. It is done only when other options of
employment are not available. The followings
may be the reasons of low preference by the
people.

e Gestation period is high in the
agriculture products, and, therefore,
cannot be produced lot in short period
of time like industrial products. Value
addition is also low.

e  Agriculture is more risky and volatile.
For example, if a disease spread at the
season it may destroy all the crops of
that season as a result the farmer will
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have to lose their investment.

e [rrigation facilities are not available —
Nepal’s agriculture is mostly based on
the raining water and it is uncertain.
Sometimes over rain destroys the crops
and sometimes drought.

e It is considered as a profession of
low grade and, therefore, normally
illiterate and uneducated people only
involve in this sector and they do it
on traditional manner as a result they
generate subsistence level of income.
They even do not know how to take the
benefit from the government provided
facilities.

e The mediators get the chunk of the
profit rather than the producers.

e Nepali products cannot compete with
the cheap Import from India etc.

Hence, lack of financial access & awareness,
lack of commercialization of the agriculture and
lack of market are the main reasons of the low
priority.

Gap in Government Initiation

As the chunk of the GDP shares is of
agriculture and the even little growth in the
sector will increase high value in the GDP of
the country, the government has given some
priority to agriculture sector, and, therefore,
providing 4% subsidy in the interest rate of the
agriculture loan. In addition, NRB has made
mandatory of lending certain percentage of loan
in Agriculture & Energy sector by BFls. Direct
lending on priority sector, most of which goes
to agricultural sector, has also been encouraged.

As the regulator has made it mandatory, the
banks and financial institutions are lending to
agricultural projects even for low viability of the
projects to meet the regulatory requirement, as
the demand is not adequate. At this situation,
there is a possibility of the diversification of the
fund, exploitation of the subsidy given by the
government and chances of over financing too.
The elites may take advantage of the subsidy on
the interest as well.

Custom duty exemption — The government
has given the exemption in the custom duty
for the import of the agricultural equipments



to some extent but only it is not sufficient,
other supporting facilities are also required
simultaneously. Moreover, the general people
are unaware about the exemption. Even after
exemption they are not capable to buy such
equipments and technologies on their own.

There was a time that the access to
banking sector is assumed to be both necessary
and sufficient condition for the economic
development of the people. But later it has
been realized that the access is only necessary
condition and it is not sufficient for economic
development of poor people. There is need of
demand for banking and then only supply will
work for betterment of the society. Hence, the
concept of financial inclusion emerged which
will make aware and create demand for banking
products. Similar will be the case of lending in
agriculture sector and demand creation for
the loan in agriculture sector is necessary, the
loan supply by the BFls is not sufficient. The
government subsidy of 4% in the interest rate of
agricultural loan and the rebate on custom duty
for the import of the agricultural equipment
are few demand creating policies of Nepal
government for agricultural loan. But, they
are not sufficient for demand creation various
other factors (infrastructures) together with the
interest subsidy will only create demand.

In the past also, bank used to lend to the
poor people with the products called ‘banking
with poor’, ‘priority sector loan’ etc. The lending
was also directed lending at there was not
demand that much but the bank supplied much
as a result most of the loan is not properly used.
Hence, the objective of the government is not
met rather the lending become Non Performing
Assets (NPA) of banks. Later, the government
had to exempt the loan to the borrowers. Same
situation may arise again if forced lending is
continued in agricultural sector without real
demand creation.

Similarly, NRB had to lower the targets
for priority sector loans and BFIs had reduced
lending to priority sector around 2007 AD—
showing that the policy has not resulted in
sustainable lending to the sector.

Hence, demand creation of agricultural
loan shall be simultaneously made with supply
of it so it can have the positive result of the
government policy as desired and it can be done
by following measures.

Bridging the Gap

The professionalism in the agriculture
sector in Nepal is very far behind than the
need. Irrigation facilities are very limited. The
latest technologies are not usual. Market is
limited. Various internal and external barriers
are created on export. Most of the agriculture
is done in the family level at fragmented land
and the production is of subsistence level only.
As a result the very high labor cost produces
relatively low level of output, and, therefore,
it is not competitive in the market as well as
not beneficial as foreign employment. Even a
person’s income from Foreign Employment is
sufficient to run a small family smoothly but the
agriculture will not provide that much income.
As a result, people prefer foreign employment
rather than agriculture. Hence, the farming is
being less and less priority of people in Nepal.
Only few those learnt farming abroad have
returned back in Nepal and have started farming
professionally. As a result, the demand for loan
is very low in the sector.

These constraints and bottlenecks are to
be eliminated to increase the possibility of
agriculture in Nepal and that will automatically
enhances the demand for agricultural loan
which can be done by the following measures.

e lIrrigation facilities are to be increased
and that can be done by irrigation
projects on various rivers

e  Awareness creation about the benefits
of the agriculture to the country

e Agricultural training for professional
way of agriculture

e  Agricultural education and research in
the context of Nepal

e Changing food habits towards junk
food shall be discouraged and the
awareness shall be created for healthy
food habits

e Motivational training to the family of
remitter who are leaving the agriculture
field and now unemployed — they shall
be encouraged to involve in farming so
that it will add income of the family
as well as national GDP and living
standard

e Market shall be ensured for the
products — government shall ensure
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that the chunk of the benefit shall go to
the producers rather than the mediators

Transportation facilities to reduce the
cost of the transportation

Insurance — Government may provide
subsidy in the insurance premium

Anti dumping charge may be levied to
make ensure the local market

Quiality control mechanism on products
which will ensure the export market
such as for Cardamom, Ginger etc.

Promotion and prizes to the successful
agricultural entrepreneurs, so others
can be motivated.

Exemption on custom duty on import
of fertilizers etc.

Encouragement ~ for  cooperative
farming for large scale which will
create the economies of scale benefit
on production — The interest subsidy
on loan up to Rs. 10.0 million will be
insufficient to the large scale farming

*k*

and it shall be increased

e Fragmentation of land shall be
discouraged and land pulling shall be
encouraged

e Specialized area for specific product
shall be identified and special facilities
to the area shall be provided

Concluding Remark

Agriculture is the most crucial for the
Nepalese economy at present and it shall be
commercialized for getting more benefits and
that needs more investment. Bank loan may be
the one of the major source of the investment
and, therefore, the government has made
supply of agricultural loan mandatory but it is
only not sufficient for achieving the government
objective rather it shall be supplemented by the
demand for the loan. Supply without demand
may generate higher NPAs of BFlIs in the sector;
on the other hand, few people may get undue
benefits from it. Hence, the demand creation for
the agricultural loan is necessity of today.



Credit Management Culture in RBB:
Updates from Historical Perspectives

1. Introduction

Financial sector reform was the key
initiation in the development of the best credit
management culture in the banking sectors in
Nepal.Thereduction/recoveryofNonPerforming
Assets/Loans (NPA/NPL), maintaining of good
loan portfolio, creation of various policies/
manuals such as Credit Policy/Manuals, making
update with the current development through
various circulars in time to time etc. were the
important to instill the good credit management
culture in Rastriya Banijya Bank (RBB). Still the
problems in the front of credit management
practices found with many facets ranging from
pre lending to post lending cycles. Designing
the lending products, delivering to the targeted
customers, maintaining good portfolio of lending
and repayment and recovery aspects etc. are not
problem free. The key concern of its stakeholders
is to instill the best credit management culturein
RBB but the target has not achieved in optimum
level. With this backdrop, the effort has made
to analysis credit management culture from
historical perspective based on the experience
and review of concerned literature.

2. Credit Management Culture in RBB: The
Historical Perspectives

Credit management itself is very complex
subject as it depends on various branches of
social science. For instance financial expert can
understand the financial performance of the
lending proposal with its past performance and
predict it for the future. Although the financial
performance of any lending proposal depends
upon the various non financial factors such as
government policies, laws and rules regulations
ofthe country, technological innovations, various
socio economic, political factors of the national
and international level etc. Ultimately, credit
management has become the multidisciplinary

* Manager, Rastriya Banijya Bank Ltd.
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subject encompassing prominent branches
of the social science. So, the term culture has
been added only for the purpose of better
understanding of credit management aspects
in broad perspective which is explained in the
consecutive sub headings.

2.1 Credit management culture in the period
1966-1990

Formulating the separate act “Rastriya
Banijya Bank Act 2021BS”, RBB was established
in 2022BS which was very important in that
social economic development context of
Nepal. The expectation of the government
from this bank was high in terms of easy
lending facility to various deficit sectors of the
economy particularly industry, Cottage & small
and medium enterprises. Ultimately financial
access to the mass population & positive socio
economic impact was the inherent vision with
the help of bank was in core at all.

Butin practice, the bank had not functioning
as its core banking functions rather found
working as a department of government. Indeed
Banks’ involvement in multiple businesses
particularly in social banking sector indicates
that the professionalism in credit management
was lacking behind at that period. Bureaucratic
culture was instilled in the bank as it was strictly
guided by the government business. As a result,
RBB became such banking institutions that
hold the share of number of banking and non
banking institutions in the market. The cross
holding of some institutions are evidenced still
today. On the other hand, market competition
was ignited after the establishment of the first
joint venture bank in Nepal- Nepal Arab Bank
Limited (Now Nabil Bank) started to operate in
2041 BS. Anyway government became dump to
improve the credit management culture in the
RBB rather the bank became the ground to play
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with political interest of various ruling party in
government which resulted the hard times of
RBB as stated in the consecutive section.

2.2 Credit management culture in the period
1990-2003

In  the credit management culture
perspective, this span of time became the tough
time in the case of RBB due to the politicization
of credit management culture. Almost credit
decisions were made on adhoc basis. One of
the employee at that time shared the events
few years ago as- “There (at that time) was not
the system of analysis of credit proposals as
it is now. In a single page memo, client name,
loan amount were mentioned for approval of
lending proposals. Various agents (commission
agents) from within banks and outside were
seemed to be bargaining for commission on
the basis of approved amount and bargaining
power”. Therefore, it is not surprising that the
use of loan to particular business or project is far
reaching phenomenon. The result of these hard
times produced the 60.15% NPA & Rs. 22.39
billion negative net worth of the RBB.

Similarly, the political interest was very great
influentialfactortoshapethecreditmanagement
at that time. Failure of carpet industry is the
case in point about the poor understanding and
application of portfolio management theory in
banking sector and excessive concentration in
this sector. Indeed, it was not the case that was
happened as a bank’s decision rather politicians
took part to make forceful decision to banks to
lend in carpet industries. The resulting negative
net worth and NPA has become the unending
question of discussion in various programs of
the banks. The union leaders even today claims
even in the public program accusing influential
elites which were the main cause of loss and
negative net worth of the bank. In the extreme
case, new bank branches were opened to rent
out the building of influential elites particularly
politicians and higher level bureaucrats of
banks and government services. Similarly, it was
evidenced that one set of employees so called
“affiliated” to the ruling party in Government
obtained the various career benefits. Similarly,
recruitment process found like a blue moon
in that period. These scenarios showed that
the credit management culture became quite
confusing and difficult to predict in that period.

On the other hand, peer pressure
particularly with the number of private sectors
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banks has created havoc pressure to modernize
the credit management culture in the RBB. As
a result, government obliged to ignite reform
programs based on study report of CBPASS.
The impact of reform programs in the credit
management culture have been mentioned in
the consecutive section.

2.3 Modern Era of credit management culture
(2003- till now)

Under the broad vision of financial sector
reform program, Financial Sector Technical
Assistance Projects (FSTAP) was started in
January 16,2003 inRBBasMr.Bruce F. Henderson
was appointed the CEO of the bank. At that time
(mid July of 2003) NPA of the bank was 60.15%
and negative net worth was registered Rs.22.39
billion. The new management team took over
the management of the bank and initiated the
number of reforms to instill the good credit
management culture in the bank.

At the time of financial sector reform
programs, many positive changes have been
observed. CEO Bruce F. Henderson ignited the
culture of “Personalization of Credit Services” in
the bank. Among these best credit cultures in
action, one is noteworthy here. Mr. Henderson,
by chance happened to read the interview
of the owner of “Shrestha Tailoring Center”
of Kathmandu. The owner was satisfied with
the services of RBB and wanted to continue
the banking relation with RBB in the future
also. Understanding such positive news about
the bank, Mr. Henderson managed to meet at
the Shrestha Tailoring Center in Kathmandu
and asked for any additional services for the
betterment of his business. Indeed the practice
was common in first glance but the message
was important with respect to the best practices
of credit management culture at that critical
juncture. Still the question is same and can we
think our customer worthy as the same manner
as Henderson instilled this culture at hard times
as many years ago? Further the question is not
targeted to the particular individuals but the
overall RBB family; helpers, drivers to board of
directors.

Management team under the leadership
of Mr. Henderson has ignited the good credit
management culture at that time. As a result
number of best practices has been observed
within the last decades. The most important
point is that the system is working at present
rather than adhoc decisions of hundreds



millions of lending proposals before the reform
period. Human resource recruitment, selection,
placement, motivation utilizations are also
praiseworthy with the initiation of reform
programs. The mobilization and motivation
of human resource are moving very positive
direction at present with fair and competency
basis except few exceptions. This is indeed the
very important infrastructure to instill the good
credit management culture. On the other hand,
various manuals are in put in action now for
procedural clarity. Project appraisal system is
relatively scientific except few exceptions. The
best practices of credit management culture in
this period can be noted out as below.

a) New Credit Policy formulated including
the loan recovery and restructuring
manual & both are updated to some
extent to carry out the updated
developments.

b) Scientific format of Credit Appraisal
System is put in action (still
implementation aspects is weak in
practice).

c) Team based structure was
conceptualized & practiced at various
level of decision making for better
performance of credit management.

d) Division of work to specialize in lending
about the various branches of the
economy as Corporate and SME Loan
Department, Agriculture and Social
Banking Department, Infrastructure
and Consortium Loan Department etc.

e) Risk Management Guidelines and Risk
Management Department are in put
in place for risk analysis in lending and
maintaining optimum loan portfolio.

f) Separate credit monitoring unit has
been put in action in line with the
better credit management culture in
the bank.

g) Highly decentralized Credit Discretion
Authority (CAD) have been putin place
for empowerment of various level of
employees and speedy delivery of
lending services.

h) Workshops/Seminars are regularly
conducted to make update about the
current position and future strategies
of the bank.

i)  Designing and delivering the products
are in place to some extent.

j)  The major breakthrough is the system
in place although hierarchy dominance
in lending (particularly in decision
making) is common.

k) Young generation have been moving
towards the leadership and igniting
change shifting towards the new
paradigm of credit management
culture.

These efforts and cultures were ignited
after the financial sector reform programs.
Indeed the credit management culture is being
strengthened day by day and moving towards
the professionalism. Still there are some
problem areas in credit management culture
which can be mentioned as below.

a) Competency level in leadership is still
in weak in terms of changing dynamics
of the market.

b) Competency level in terms of analysis
of credit proposals is still weak to the
various level of committee.

C) Updating of credit policy and operation
procedures in terms of form contents,
legal jargons are creating problems in
the operational level and becoming
core issue of discussions in various
seminars and workshops.

d) Behavioral problems such as weak
team spirit, ego problem among the
team members, hierarchical status
problems etc. are hindering the credit
management culture negatively in
RBB.

e) Weak professionalism in credit
management and development of
core credit staff for better credit
management culture has not become
the priority of the leadership.

f)  Collateral base lending/ name lending
is still prevalent rather than cash flow
of the business.

g) Credit management is  weakly
linked with reward and punishment
principles. Bad performers in credit
management are rewarded by the
leadership even today.
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Conclusion

Credit management culture in RBB in the
three different periods found linkage effect but
the trend took the new height after number of
reforms in 2003. The first phase (1996-1990)
was highly dominated by bureaucratic culture
ignoring the norms of core banking principles.
As a result second phase of credit management
culture became worse and which became
detrimental with the excessive politicization bank
and emergence of private banks with modern
culture in the market. Finally, the way out of
such number of problems were envisioned with
the reform package under the broad concept of

* k%
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financial sector reform programs with the aid of
IDA, DFID & Government of Nepal. Whatever
credit management culture we have practiced
today were the outcomes of reform programs
ignited by the new management team under the
leadership of Bruce F. Henderson. Now the time
has come to update, upgrade and continue credit
management culture by professional manner.
Similarly we every organizational citizens have
to carry out the responsibly of reform in credit
management culture within ourselves as reform
itself a non ending job for perfection. Can we
join hands together from today? Absolutely,
Yes...
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