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EXECUTIVE SUMMARY

Credit risk management is one of the most important aspect of Risk management in
coopefative and financial institution in Nepal. Credit risk management includes credit
risk maflagement procedures including techniques and tools that help to efficiently and
effet
portfolio\managem

marage the credit in cooperatives. The process of credit risk includes loan
ent, credit risk identification, Credit risk analysis, credit risk
it risk monitoring. With efficient and proper awareness on the

variable it is\e ted that the cooperatives can properly manage the credit situation.

Cooperative is aR autonomous body of people brought together voluntarily to meet the
common economic\socigandieultural need and aspiration by jointly working together
for the betterment and\d & ent of each member. The organization works with the
main idea of “one for all'an@allor @ne”. In the tradition of their founders, co-operative
members believe in the ethical valuesgof honesty, openness, social responsibility and
caring for others. v,

This graduate research project eRtitl it Risk Management in Co-Operative

Organizations in Nepal: A study of r ageMment procedure awareness” is aimed to
understand the credit risk managemeqgt procedure and awareness on credit risk
management. The major objective of this, research is to explore the awareness and

techniques in credit risk management of cooperati

Based on the literature review, various independeft=¥ariables were identified. These
variables includes loan portfolio management, cregit ntification, Credit risk
analysis, credit risk assessment and credit risk monitorigg.#he\study was done to
determine whether or not the independent variables hawe si ant impact on the
dependent variable .The study collected the primary data ‘W @ help of self-
administered questionnaire. The study was conducted based on\tfessamplgsize of 147
respondents. The researcher distributed the questionnaire throygl sebf-distribution
question, telephone calls and personal links. The researcher used convenie ampling
method for the research. The research is quantitative in nature. The\dat@®from 147
respondents were analyzed using SPSS software where the researcher analyzed

respondent profile. Other than that, descriptive analysis, correlation and regression



were also conducted with the help of the software in order to determine the survey

results

management

Xi
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CHAPTER |

INTRODUCTION

and development of each member. The organization works with the

&for all and all for one”. In the tradition of their founders, co-operative

A cooperative then is defi ganization with joint ownership of people engaged
in the production or distriuti ods or the supply of services operated by its

members for their mutual beh rganization are normally organized by the

cooperative to present stage. In case of Nepal cooperative started from\dhe , parma
, karma vakari and guthi for small community development and now it is integrated in
the social and economic developmental for both rural and urban areas . With the

intention of further development and advancement , cooperative department was



established under the agricultural ministry in 2010.later his majesty king Mahendra
propounded and presented the provisions for management and operation of the
cooperative institutions in 2013.under that very provision 5 individual cooperative were
establighed in chitwan in chaitra 20, 2013.

1.1 PHistorieal Development of Cooperatives

A cooperaliy ﬁ jonprofit motive community organization that is owned, managed
and direc -‘ eople who use their service, get involved in the voting and
management\aGtivity, live there or bet some benefit from there. In that sense, a
cooperative can\be defined as a joint ownership of people engaging in the production
or distribution of gods qigtiessupplying of services, operated by its members for their
mutual benefit. This\type @f ofganization is typically organized by consumers and
farmers and are more ecQng @ ient than many other enterprise. Co-operatives are
based on the values of self:help, selfskesponsibility, democracy, equality, equity and

solidarity.

The cooperative movement started i e in the 19th century. The industrial

revolution and the increasing mechanis e economy transformed society and

threatened the livelihoods of many workers. International Co-operative Alliance (2015)
defines cooperative as an autonomous assogiation of persons unified voluntarily to meet
their common economic, social and cult v through a jointly-owned and

democratically-controlled enterprise.

Dharmabhakari etc has
& Mamoru, 2014).

Characteristics of these historical social institutions have alm embled with the

primary form of co-operatives. Institutionally and formally §ovs @ established the

Department of Co-operative under the Ministry of PlanniQOug 26V

Agriculture in 1953 A.D.

The co-operative concept in the form of Guthi, Parma,

been used from a very beginning in Nepalese societigs

epment, and

Beginning in the 1980s a new generation of community based savings's @ groups
began to emerge in Nepal. The Cooperative Act was amended for the third time to give
the Government more control. By this time the Savings and Credit movement had

spread throughout the country and the need for an apex coordinating body was evident.



In August 16, 1988, the Nepal Federation of Savings and Credit Cooperative Unions
(NEFSCUN) was formed. (NEFSCUN, 2015)

First madern cooperative movement started from Chitwan District as a part of flood
gliet amd resettlement program. Thirteen credit co-operatives were established in
2018B*S#and the legal support soon followed in 2016B.S. as Cooperative Societies Act
2016B *@»

under revi @ dawas replaced by the Sajha Societies Act in 2041B. In 1963, the capital
of savings and It cooperative societies was converted into a Cooperative Bank in

epacted. This first Co-operative Societies Act was frequently brought

1963, and in 2988 it was also converted into the Agricultural Development Bank of

Nepal (ADBN). After 5 years the ADBN returned management back to the government

After people’s movement & 3.S. the Sajha Societies Act was replaced again by
the Cooperative Act 1992.\ hg@Depagtment of Co-operative is now the body providing
authority for registration ant reo of cooperatives in Nepal. After people’s
movement the new democratic §0 nacted the Co-operative Act and the Co-
operative Regulations in 1992 and permitted the establishment of a three
tiered co-operative system, and provitles®a legal base both for the establishment of co-

operative societies/unions/federations ant application of co-operative values, norms and

principles into practice.
1.1.2 Present Situation of Cooperatives S

At present there are regulations and guidelines fra ‘- cooperative regulatory
authority that assist the organization in smooth and effigienfio ion and management
of risks. Nepal has also been a member of the ICA (inter &J rative Alliance).
ICA currently has five members from Nepal.

e National Cooperative Federation of Nepal (NCF) @

e Nepal Agricultural Cooperative Central Federation Ltd. (NACEF

e National Cooperative Bank Ltd. (NCBL) 6

e National Cooperative Development Board (NCDB)
e Nepal Multipurpose Central Cooperative Union (NEMCCU)


https://ncfnepal.com.np/
http://www.naccfl.org.np/
https://ncbl.coop/html/
https://www.ncdb.org.np/index.php
http://nemccu.com.np/

These member or regulators of cooperative help to assist and support the cooperative
organization in smooth and efficient operation and management or organization. One of

such guideline is the waiting time of 3 months for the member to apply for loan or credit.

Number of go@peratives 34,837

Number of memberships 6.5 million

Number of employ§\

This data presents an ove

68,400

cale of involvement cooperative society has in the
economy. Considering the abayve i ation individuals can assume the level of impact
cooperative organization has in y and on individual level. This can be made

clearer with 2017 data presented % | Democratic Republic of Nepal-Key

—7
%
Q
©

Figures Highlights as below.



Table 1.2 Cooperative statistics in Nepal (NCF, 2017)

Number of Number of Number of

Sector

cooperatives memberships employees

e livestock, 13,407 1,266,704 8787

143 17,053 556
Consumer service 1423 70725 671
Electricity 463 81370 418
Financial (savings an 3578 3445554 35447

credit)

Health 14453 880
Multipurpose 1273777 12085
Others 143945 1673

identified for failure of the cooperative movement in the country include: lack of
national vision for the cooperative movement, lack of adequate monitoring, lack of
inclusion of every sector of society in the cooperative movement, lack of managerial



skills and professionalism, lack of working capital, lack of technological support and
development, and lack of credibility (Mishra, 2013).Apart that there are also many
organizational risks that influences the failure of the organization.

credit in an organization. Credit risk is the risk of loss when a
borrowe t his contractual obligation to repay the debt in accordance with the
agreed term fective management of credit risk is crucial for the long term success

of any financia anization and it is a critical component of a comprehensive approach

dit. The understanding of
ess. The second fold is
to identify the source of the credit risk, which is to id®
the credit risk. The third fold is an assessment and anal

In today’s fast-moving financial institution related to lending and borro
to a large number of credit portfolios. In the same manner, they face various types of
credit related risk during the credit management process. Due to the negative effects of
the risks, efficient and effective risk identification tools are required for the sound

management system. Risk management is one of the basic tasks to be done, once it has

6



been identified the risk and its factors of the borrowers. The heart of good risk

management is the identification and handling of risks. Its aim is to enhance maximum

sustainable value to all the activities of the banks. Risk management in the financial

resources to minimize, monitor, and control

ate events or to maximize the realization of

procedure in the organization there are ma where the cooperative

organization have been unable to manage the credit N i resulted in the erupting

regulation and lack of basic awareness about credit ris

organization.

Nepal. It focuses the tools and methods used in cooperative and awarengss and need of

the cooperative for credit risk management in Nepalese cooperatives.



1.2 Statement of the Problem and Research Questions

Financial institutions have been in existence for a long period of time. These are the

institutigm that deals with the public through the mechanism of deposit and lending.

in the country.

There are many question and statement this research attempts \@ orward
understanding which will help make cooperative safer and further safeguard their trust,
financial status, and integration in individual and national level. Some of the major

questions put forward by the research are as follows.



e Is there significant impact of loan portfolio management in Nepalese
cooperative organizations for credit risk management?
e |Is there significant impact of credit risk identification in Nepalese cooperatives

with credit risk management?

To examine the impact of 16an li@management on credit risk management

in Nepalese cooperative organiz S.
e To access the impact of credit risk identification on credit risk management in
Nepalese cooperatives.
e To determine the impact of credit ris credit risk management in in
Nepalese cooperatives.
e To examine the impact of credit risk asses i risk management in in
Nepalese cooperatives.
e To determine the impact of credit risk monitorin k management in

Nepalese cooperatives.
1.4 Research Hypothesis.

e Hi : There is significant relationship between loan portfoli
credit risk management.
e Hy: There is significant relationship between risk identification and credit Risk

management.



e Has: There is significant relationship between risk assessment and credit risk
management .

e Hys: There is significant relationship between risk monitoring and credit risk

onomous organization with large number of people’s involvement

in monetary transaction and management. The total number of
cooperatives aceording to Department of Cooperatives in 2073/74 is 34,512 where a
that have contributed to apid expansion in both the number and the enterprise
coverage of cooperative lew policy and legal regime allowing grassroots-based
spontaneous initiatives ities to organize themselves into cooperatives for
doing business and serwvi ammunities. (Cooperatives data, 2016).These
cooperative organizations in etary transaction management activity of
lending, investing and recoveri that sense, cooperative organization faces many
risks, especially the credit risk. Th of Nepal has embraced cooperative as
one of the three pillars of the econom nizant of their power and evolving prospects

to contribute to poverty reduction, servicedelivery, gender quality and good governance.

So, it is very essential to evaluate and undesta vel of credit risk awareness

about procedure and techniques in the organization't their smooth survival and

efficient operation. Thus, this study seeks to investigat search on the level and

implementation of CRM in their cooperatives so that managers can

those areas.

Finally this study will also help the cooperative and financial governing bodies to
understand the situation of credit risk and take measures through policy and guidelines

to control and mitigate the risks.

10



1.6 Limitations of the Study

This study has number of limitations, and some of them are enlisted below:

apters excluding preliminary sections which
wledgement, table of contents, list of tables
and figures, acronyms, abstract a

Chapter I: Introduction

It is the introduction chapter which inclutles background of the study, statement of the

problem, Objectives of the study, significan dy and limitations of the study.
Chapter I1: Review of Literature and Theoretic

It deals with review of literatures which includes ¢ theoretical reviews and

review of related studies or this chapter explains the revi ted literature done

in national and international levels.
Chapter I11: Research Design and Methodology

It is the research methodology which includes research design, po i0 ample,

sources of data, data collection techniques and data analysis tools.

Chapter 1V: Results and Discussion

11



Data collected would be carefully examined and conclusion would be drawn. So that is
could be presented. It deals with the presentation of data collection in table and analysis

using rank correlation and necessary tools and interpretation of the result. And include

It includes Si |||| , conclusion of the study and the suggested recommendations

12



CHAPTER Il

LITERATURE REVIEW AND THEORETICAL FRAMEWORK

gorks, have been done in the area of credit risk management in cooperative

2.1 Theoretical
Portfolio Theory

Since the 1980s, companies cessfully applied modern portfolio theory to
market risk. Many compani sing value at risk models to manage their
interest rate and market risk exp fortunately, however, even though credit risk
remains the largest risk facing jes, the practice of applying modern

portfolio theory to credit risk has lag argrabe, 2007).

Companies recognize about how credit copcentrations can adversely impact financial

aggregating the results of this analysis to identify a portfolio’s expected losses. The

foundation of the asset-by-asset approach is a sound credit review and internal credit

risk rating system. This system enables management to identify changes in individual

13



credits, or portfolio trends in a timely manner. Based on the changes identified, credit
identification, credit review, and credit risk rating system management can make

necessary modifications to portfolio strategies or increase the supervision of credits in

redit risk, companies increasingly look to complement the asset-
by-asset appra ith a quantitative portfolio review using a credit model (Mason and
mpanies increasingly attempt to address the inability of the asset-by-
asset approach measure unexpected losses sufficiently by pursuing a portfolio

approach. One weakness the asset-byasset approach is that it has difficulty

identifying and measufing centration. Concentration risk refers to additional

er according to Derban,
Binner and Mullineux (2005) borrowers attributes a ugh qualitative models

can be assigned numbers with the sum of the values, co dyto a threshold. This

degree of importance of the factors, improving the pricing of default risk, screening out
bad loan applicants and calculating any reserve needed to meet expected future loan

losses.

14



2.2 Conceptual Review

Wambugu (2010) Attempted to investigate the level and status of credit risk in the

area. The main objective of the study was to examine Credit risk

nt process. Saving and credit Cooperatives
nt as way to reducing credit defaults

e population consisted of
es in Meru County.

s were used in data

in saving and credit cooperatives for effective debt recovery.

Credit risk management mainly focuses on establishing system well laid down

procedure for approving new credit and as extension of existing credit facility to its

15



customers. These procedures also include risk monitoring with utmost care and other
necessary steps to control the risk and mitigate the risk of connected lending as well

(Basel, 1999). This along with much other research suggests the idea that, credit risk

\@ Undertook research to understand the effect of credit risk
manage ancial performance of deposit taking saving and credit cooperatives

rch objective was to determine the effect of credit risk management
on financial perfermance of deposit taking Savings and Credit Co-operative Societies
in Kenya. The reSearcher adopted a cross sectional survey research design in this study.
The population for\thig as therefore, all heads of credit risk management
function in the 215 tots ﬂ of deposit taking saving and credit Cooperatives that
are under supervision byASASRA. J he researcher utilized probability sampling using
simple random sampling wherese V’ ember of the population has an equal chance of
being selected. The study's sampleg
Mugenda (2003) n=30 is sufficient forfSu

used for the study. Data analysis me

was thirty, which according to Mugenda &

study. Primary and secondary data was
d on Pearson correlation analysis and
a multiple regression model whereby the dependent variable was the financial
performance of the saving and credit Co0peratives which was measured using Return
on Equity (ROE) whereas the independent Mj ?re the CAMEL components of
Capital adequacy, Asset quality, Manageme iciency, Earnings and Liquidity.
Research findings indicated that the model had ac¢d@fitedsfor 62.3% of the variance in
Return on Equity (ROE) of Kenyan Saving and credi®C a@‘o’ atives over the study's
period, that is, 2010 - 2012. This finding indicates that 3 enyan Saving and
credit Cooperatives financial performance was accounted other factors

(variables) not tested in the study's model.

Such factors could be related to the external business environment®hat the Saving and
credit Cooperatives operate in, especially the socio-economic facto impact
on the Saving and credit Cooperatives customers (members) ability to Sg Orrow.
Findings also indicated that there was sufficient evidence that the model is useful in
explaining the financial performance (ROE) of Kenyan Saving and credit Cooperatives
as it was significant at 95% confidence level (p=0.002). Moreover, there was positive

16



relationship between financial performance (ROE) and all the tested independent
variables at 0.179, 0.063, 0.240, 0.003 and 0.160 for Capital Adequacy, Asset Quality,
Management Efficiency and Earnings Liquidity respectively. In line with the findings

ency, Earnings and Liquidity as they all positively correlate with the
Saving and credit Cooperatives.

and credit Cooperatives, managemen rcome inadequate knowledge among

the implementing staff/managers by\providing the necessary knowledge through
training and promotion of further studies\n Risk Management-among their staff (Van

Greuning & Bratanovic, 2020).

Kariuki (2017) Advocated to understand the eff

on the financial performance of deposit taking saving

isk management practices
cooperatives in Kenya.

ctices on financial

concluded that credit analysis, credit mitigation measures and credit rig ication
have a significant positive effect on financial performance. The study recommended
that saving and credit Cooperatives should have stringent credit analysis techniques and

that it should also adopt credit monitoring practices. The study also recommended that

17



saving and credit Cooperatives and any other credit lending organization should have a
stringent credit mitigation measures and policies. Therefore, the credit committees at

all levels must work in co-ordination in order to ensure that credit is collected in a

mentioned few literary works done in the field of credit risk

@operative we can clearly understand that there is significant impact

improved credit to private sector and*increaSed employment levels both directly and
indirectly. From the empirical studies keviewed, credit risk management was found to
influence financial performance but theréis no concrete evidence on the relation that
credit risk management has with efficie ing and credit Cooperatives.
However, the researcher clearly identified the risk management process as
identification of the risk followed by analysis 0

mitigation of the risk (Ogilo, 2012).

and ending at control and

the top, middle and low-level management ranks. The sample size was 39 respondents.
The data collection instruments were questionnaires. Quantitative data collected was

analyzed by descriptive statistics using SPSS and presented through percentages,

18



means, standard deviations and frequencies. From the study, it was observed that risk

identification affects the performance of the unsecured loans to a moderate extent as

indicated by a mean of 2.5; Inspection by branch managers affected the performance of

mean of 1.6\RIsk rating and collateral and Credit worthiness analysis affected the

performance of\unsecured bank loans to a great extent as indicated by a mean of 1.5.

The study revealed\tha
inside and outside the hahk a ated by a mean of 2.5, the that the departments and

the employees are assigned withyresponsibilities to identify specific risks as indicated

by a mean of 1.7, and that jcation is positively significant to influence risk

management practices as indicatedds an of 1.6.

Relation of Loan portfolio manage with credit risk management

This idea is based on the theory of poctfolio diversification for maximization return
with least standard deviation or risk. The theory was conceived and advanced by
Markowitz (1952). The theory asserts that th

e ur steps in the construction of

portfolio as: security valuation, asset allocati ortfolio optimization and the

performance management (Seibel, 2012). According tagthe theory, many companies
use models for value at risk to manage market risk\anad est rate risk exposures.
According to Margrabe (2007), in spite of credit risk remaini exsignificant risk that
faces most saving and credit Cooperatives, the habit of Otilizing"thi§theory to credit
risk management is yet to be fully embraced. The theory, he '@ to bring forth
the significance of credit risk management for the saving and\credi"€ooperatives to

remain efficient. That being said, few works have been done in the aréa o

management for credit risk management in financial institutions
SACCO ‘s mechanisms vary, the common practice approach involves-the periodical
assessment of credit quality, credit exposures, application of a suitable credit risk rating,
and also aggregating the outcome of the assessment to establish a portfolio ‘s

anticipated losses (Waithaka, 2012). Gakure et al. (2012) stated that the basis of the

19



asset-by asset approach is a sound loan appraisal and effective internal credit risk rating
systems. Using this approach, a loan appraisal and credit risk rating system allows the

management to establish key changes in an individual’s credits, or portfolio on time.

Wokayad ang Jagongo (2014) Attempted to understand the relation between the

and to establish the [ etvveen the size of borrowing company and credit risk
O )

management and an association bgtween size diversification and credit risk
management at the banks. The researcher soncludes that it was concluded that corporate
loan portfolio diversification had a strong\a with credit risk management
among commercial banks in Kenya. That thergfexiSted a significant relationship
between industry diversification and credit risk mg t among commercial banks
in Kenya and that there existed a significant relations n size of the borrowing
company and credit risk management among comme

Hajimohammadi, 2013)

Kenya. (Siami &

portfolio quality as the dependent variable. The quality of the loan portfolio was
measured by use of none performing Assets (NPA’s).The study employed descriptive

research design. Five tier one commercial banks in Kenya were analyzed. Financial

20



reports for the five banks were analyzed between the years 2009-2013. A sample of 35
was obtained through purposive sampling technique. Data was collected through both

primary and secondary methods. Data was analyzed by use of descriptive statistics and

Otuya (2013) published research on the Effect of Credit Risk
Manageme ces on Lending Portfolio among Savings and Credit Cooperatives

in Kenya. int earch the researcher purpose of this study was to examine the effects

ata analysis is done by

etheds. The data for this

% omen constituted

f different
ages were classified in a single class. The results from the regressig reveal
that the quality of loan portfolio was positively influenced by the lo ile the
influence of gender and location of the borrowers were not significant. Moreover, ABC
rural saving and credit cooperatives used portfolio diversification, collateral,

guarantors, letter from the village/ward government offices and the affidavit from the

21



lawyer as credits risk mitigation techniques. The findings also revealed that fluctuation

of the price of agricultural produce threatened the quality of loan portfolio. This article

recommends that ABC rural saving and credit cooperatives should seek the effective

investigating profitabilj arminants within commercial banks in Kenya. The

determinants studied 2 10¢ folio, interest expense, and administration costs and

assistants were used to follow up on duly completed questionnaires. Statistical package

for social sciences (SPSS) was used to analyses primary data while the SAS v.6 of 2009
was used to analyses the secondary data gathe e banks. Findings of the study
showed that public sector banks and private sgct s were not much affected by
increasing or decreasing of interest margin. This ought to analyses whether

profitability measures were associated with incre line on loan portfolio,

Rwanda. This paper with aim of answering problem statement of “how does loan

portfolio management contribute to MFI’s financial profitability and sustainability”

employed the methods of data collection and analysis. Both primary and secondary data
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were collected then analyzed through MFI Factsheet 3 4, SPSS 16 tools (Pearson

correlation, and multi regression analysis), so that the correlation and strength between

variables can be determined. The analysis found the p value significance between

step to problem solved. Based on this very

it Risk Identification Techniques Followed by

credit risk identification techniques used by mercial banks. Here, a
questionnaire was developed and surveyed to 9 commgfCi ks operating in Nepal.

This paper attempted to ascertain the perceptions Qf se bankers about the

identify the risk level. Furthermore, the Nepalese commercial ban
techniques like interview, root cause effect, check list analysis,
Opportunity and Threat (SWOT) analysis, scenario analysis, e

simulation, stress testing etc (Nawai & Shariff, 2010).

Bagchi (2003) examined the credit risk management in banks in India. He examined

risk identification, risk measurement, risk monitoring, and risk control and risk audit as
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basic considerations for credit risk management in banks. The author concluded that
the proper credit risk structural design, policies, procedures and framework of credit

risk management, credit rating system, monitoring and control contributes to success

ped whether there is a relationship between credit risk identification,

credit risk appraisal, credit risk monitoring, credit risk mitigation and financial

closed ended questions. €C @vf data was collected from the microfinance
institutions (MDI’s) annual 1 - 2015). Frequencies and descriptive
statistics were used to analyses the pgpu n. Pearson linear correlation coefficient
was adopted to examine relationship, bet edit risk management techniques and
financial performance. The findings Mdicate that credit risk identification and credit
risk appraisal has a strong positive relationship on financial performance of MDls,
while credit risk monitoring and credit r on have moderate significant

positive relationship on financial performance he study recommends, among

including subsidiaries have to identify and analyze all risks. There are many approaches

for risk identification for instance, scenario analysis or risk mapping. An organization

can identify the frequency and severity of the risks through risk mapping which could
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assist the organization to stay away from high frequency and low severity risks and
instead focus more on the low frequency and high severity risk. Risk identification

process includes risk-ranking components where these ranking are usually based on

erity or dollar effects (Christen & Pearce., 2005) . Accordingly, the analysis
isk according to their importance and assists management to develop risk

management strategies to allocate resources efficiently.

In relati
found that

ercial banks' practice of risk management, Al-Tamimi H (2002)
ed Arab Emirates (UAE) commercial banks were mainly facing
credit risk wh hey identified through inspection by branch managers and financial

statement 20 analysis methods. The main techniques used in risk management are

and risk mitigation includes the work aron and Hock (2007) on market, credit risk
and specifically on operational risk. They explain the inherent risk in banks; credit and
market risk exposures and they illustrate t isplaced commercial risk that

is important in Banks.

Relationship of Credit risk analysis with credi nagement

tried to use a triple-phase neural network ensemble technique to design a credit risk
evaluation system to discriminate good creditors from bad ones. In this model, many

diverse neural network models are first created. Then a correlation maximization
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algorithm is used to select the appropriate ensemble members. Finally, a reliability-
based method is used for neural network ensemble. For further illustration, a publicly

credit dataset is used to test the effectiveness of the proposed neural ensemble model.

Gutmo A1 (2005) presented a case study report on the issue of credit risk analysis. The
aimM\ot itk per was to increase readers understanding of the role of intangibles in
credit | Sis and of the main factors which enable or disable the impact of
intellectus @r C) reports. This literature review is complemented with two case
studies. The\firsigpresents the results of an experimental workshop with 12 credit risk
analysts from\Banco Santander Central Hispano, a major Spanish bank (Saunders,

1996).

impact of IC reports and their réaldfMpaCt in, practice, and proposes a classification of
the barriers in the market for corpo
paradox. The case studies presented i ate some of the factors that enable or disable

the impact of IC reporting in practice (Karaa & Krichene, 2012).

Njanike (2009) presented an article on the Yopi ed to effective management of

credit risk.The study seeks to evaluate the extent tg®which failure to effectively manage
credit risk led to Zimbabwe’s banks’ demise in 2003/2004 bank crisis. It also seeks to
‘U’ e the components of an

iIure to effectively

is. The research

@ nt systems, ill

planned expansion drives, chronic liquidity challenges, foreign ‘gurtemey shertages and

establish other factors that led to the banking crisis ahd™0

effective credit risk management system. The study fouR
manage credit risk contributed to a greater extent to the

also identified poor corporate governance, inadequate risk

diversion from core business to speculative non-banking activities\aSyothe

caused the crisis. There is also need for banks to develop and impleme
and assessment methodologies, review and update the insider lending policies and

adopt prudential corporate governance practices (Lee & Chen, 2005).
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Abdelmoula (2015) presented idea about credit risk management and credit risk

analysis .Credit risk is defined as the risk that borrowers will fail to pay its loan

obligations. In recent years, a large number of banks have developed sophisticated

algorithm was cenducted and the results indicate that the best information set is relating

to accrual and cash-flow améhthe good classification rate is in order of 88.63 % (for

iterion is in order of 87.4% (for the first model),

95% (third model) and 95.6% forthe best model with cash flow information.

Strutt (1993) outlines an engineerigg approach which defines risk analysis in the same
terms as the Royal Society Study\Group defifes risk estimation and indeed claims that
risk analysis is also called risk estimationgTis is a narrower definition which now
suggests that the preliminary conclusiog above is mistaken. However, in another paper
(Strutt, 1993), the same author expands, his definition of risk analysis to include

evaluation of acceptance or tolerance to the %

Strutt (1993) gives the fullest definition of risk analySissimZa third paper where he sets

out the concept in seven stages as systematic assessmeili )y item - question every
part of the system), identification of risks (local and global$ assessment of risks
(frequencies and consequences). This may involve a numpb erent analyses like
establishing acceptable or tolerable levels of risk, evaluat ks, determine
whether the risks are as low as reasonably practicable, and determig€gisk reduction
measures where appropriate. Risk analysis now goes beyond evaltation t@ inélude some
of the decision making processes of risk management. Brainstoxmi main
intuitive technique, involving a group generating ideas off the top of the with a
philosophy of nobody is wrong - let’s get the ideas on the board. Although quick and

simple, it lacks the comprehensive approaches of the more sophisticated techniques
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In some cases, the failure to perform adequate due diligence and financial analysis and
to monitor the borrower can result in a breakdown of controls to detect credit-related

challenges. For example, banks experiencing fraud-related losses have neglected to

departme pendent collateral appraisals are important protective measures,
especiall hat credit officers and other insiders are not colluding with
borrowers (Nj@ku, 1997) In addition to shortcomings in due diligence and credit
analysis, bank ‘credit problems reflect other recurring problems in credit-granting

decisions. Some bapks analyze credits and decide on appropriate non-price credit terms,

It was also noted from Basel’s resgarc e credit problems arise from subjective

decision making by senior manageme nk. This includes extending credits to
companies they own or with which they are affiliated, to personal friends, to persons
with a reputation for financial acumen or tQ meet a personal agenda, such as cultivating
v’ al, 2004). Many banks that

experienced asset quality problems in the 1990s

special relationships with celebrities (N
agked an effective credit review
process (and indeed, many banks had no credit reigWfunetion). Credit review at larger
banks usually is a department made up of analysts, indEBE @' of the lending officers,
who make an independent assessment of the quality of\a gfedi % credit relationship
based on documentation such as financial statements, credit analy€ig,provided by the
account officer and collateral appraisals. At smaller banks, thi oh may be more
limited and performed by internal or external auditors (WOCGU*204d). {he purpose
of credit review is to provide appropriate checks and balances to ey

made in accordance with bank policy and to provide an independenty

quality, uninfluenced by relationships with the borrower. Effective cre eview not
only helps to detect poorly underwritten credits, it also helps prevent weak credits from
being granted, since credit officers are likely to be more diligent if they know their work

will be subject to review. A common and very important problem among troubled banks
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in the early 1990s was their failure to monitor borrowers or collateral values. Many
banks neglected to obtain periodic financial information from borrowers or real estate

appraisals in order to evaluate the quality of loans on their books and the adequacy of

nagement to determine the dimension and severity of the problem

rge losses.

was to determine the pateitic oland’s cooperative banks utilizing discriminant
analysis to assess individual cgedit capability. In the construction of the scoring model,

data from retail co-op bank cl . vas used. The chosen banks operated in rural areas

individual credit risk exposure. From d@mong 28 explanatory variables describing a
bank’s clients who were applying for lodus, five variables were found to be effective in
the model: applicant’s age, applicant’s highe ion, current loan obligations,
applicant’s default on loan payment, and maximu er of days an applicant was
late in due payment. These variables, connected\wi ing regressive coefficients
returned a highly effective credit risk indicator ide

(Ahmed & Malik, 2015) .

tially insolvent clients

algorithm of the multi-layer perceptron neural networks in MATLAB ‘software and a
model for predicting credit risk in the future. The main purpose of this research was to
use this algorithm to classify cooperatives by calculating credit risk numbers and use it
to predict the future credit risk of the future cooperatives.
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Anam et. al (2012) examined liquidity risk management practices of Islamic banks of
Brunei Darussalam using from two perspectives. The first part covered the issue related

to understanding risk and risk management, risk assessment and analysis, risk

applicants in proportion to other similar methods.

Relationship of credit risk monitoring with credit risk managem

The main function of the risk manager is to monitor; measure and control credit risk.
The Risk Manager’s duty includes identification of possible events or future changes

that could have a negative impact on the institution’s credit portfolio and the bank’s
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ability to withstand the changes. The areas to examine critically are: Economical or

industry changes, Market — risk events and Liquidity conditions.

ating and monitoring risk that is 69% score as compared to risk

management ies and procedures that is 82.4%, and internal control of banks that

0derate extent of involvement of Savings and

Credit Cooperative Societies (Saccos) was found in consideration of exchange rate risk.

risk, and have developed elaborate trading risk management systems to measure and

monitor exposure (Varalakshmi & Deepika, 2016) .
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Alshatti (2015) evaluated the impact of credit risk management technique on the
financial efficacy of the commercial banks. The data was collected from the annual

reports of commercial banks in Jordan from 2005 to 2013. The study found that

g @ the banks. The various indicators of non-performing assets should
& oupt*by the banks through appropriate monitoring and controls over
uchi, 2017).

)
require that employees be held accountable is the third. ea goal is to rid the
firm of risks that are not essential to the financial service prowio @ absorb only an

optimal quantity of a particular kind of risk

Magali J. (2013) in his study on the impacts of credits risk manage
of rural Savings and Credits Cooperative Societies a case stud
recommended that rural Savings and Credits Cooperative Societies should be keen in
credits’ processing, monitoring and follow-up. Moreover, they should screen borrowers

before issuing loans by using the credit policy and carrying out a feasibility study on
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the client and they should also issue loans only to qualified borrowers. Considering
risks variables and diversity of income of borrowers also is vital for dealing with default
risks Mustafa, M . Al-Sayed, and Miller (2011) Found that credit risk control assists in

The above
associated

process of risk managem edure which when efficiently applied is useful in credit

risk management.
2.3 Research Gap

While initiatives on credit rigsk ent have been increasingly conducted by

firms, this is hardly practiced in Saving

regulated datas in cooperative .Any research done in the sector is R
secondary data and not primary. This is the major gap of the research attempted to be

fulfilled by this research.
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2.4 Research Framework and Definition of VVariables

On the basis of these information and studies we can know that their number of

Loan portfolio ‘
Risk \‘

Identification — =

Credit risk

Risk Analysis 7/ ad management

Credit Risk
Assessment

Credit Risk
Monitoring

The following relationship of independent variables withdg
CRM =1 (LP, RI, RA, CRA, CM) O
Where, @
CRM = Credit Risk Management, O

Credit risk management forms a key part of a company's overall risk management

strategy. Weak credit risk management is a primary course of many business failures.
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Many small businesses, for example, have neither the resources nor the expertise to

operate a sound credit management system

ss that reveals and determines the possible
organizational risks as well as\condjif rising risks. By Credit risk identification the
organization is able to study acti laces where its resources are exposed to
risk. Credit Risk identification is of risk management. It develops the
basis for the next steps: analysis and control of risk management. Correct  Credit risk
identification ensures risk management effectiveness. If risk managers do not succeed

e the organization, then these

different parties involved in the rating process
C R A= Credit risk Assessment

These constitute the process that a financial institution uses to determine the credit

worthiness of a borrower. An institution should conduct comprehensive assessments of
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the creditworthiness of its obligors. These should include, where pertinent, analysis of
the obligor's financial position as reflected in various financial and cash how

statements, past repayment record, management quality and integrity, as well as

edit condition should be specified and monitored to identity and
m credits. These would include indicators from the following
areas: Finangjal Position and Business Conditions; Conduct of Accounts. Loan

anization in order to implement its credit
priate procedures and processes, ‘these
detail to provide operational guidance
to staff. Procedures should be establi for the implementation of various controls

and check within the credit process, such\as completion of credit and legal documents,

verification of loan disbursement, implemeqt cility limits and follow up on
credit exceptions. The operational proceduresg sh periodically reviewed and
updated to take into account new activities a , as well as new lending

approaches and changes in systems
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CHAPTER Il

ESEARCH DESIGN AND METHODOLOGY

Research is designed to explain the research methods used to meet the
stated objectiv the study. It explores the research process regarding the level of

credit risk m ement in the Nepalese cooperative. This chapter hence provides

result following the set obje ‘vf research and testing the hypothesis. The design

and methods has been applied\acgordifig' to the research type that is descriptive and

casual research design.
3.2 Research Plan and Design

This study has employed descriptive and ‘gasual research design to deal with the fact-
finding and searching adequate information\asso d with understanding the credit
risk management in cooperative organization e, the study tries to relate
the if and to what extent cooperative use loan portfolio maflagement , risk identification,
risk analysis credit risk assessment and credit risk

the credit risk in the cooperative in Nepal .
3.3 Sample Description

3.3.1 Population

convenience sampling method is used
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3.3.2 Sample Size

Current data revel that the estimated cooperative in Nepal is about 30000. If we take in

considegation of cooperative in Kathmandu alone, there are about 1856 cooperative in

ahaggan, 2020). If we take in consideration of the population the sample size we

z is the value obtained from normal distribution table at 5% level of significance or

95% confidence lev

p is the proportion des ious research ( since no such research has been

found in context of Nepal , tandard value of 0.5 or 50%)
q is the value remaining after p

e is the error limit, here we take stal

1.96%x 0.5 x 0.5

Sample (n) = e

=384

Again sample size from population =

=379

f the papulation.

1856

However during this period of covid pandemic and smart lockdown it is not possible to

As per other rule, the standard sample size is expected to be 10
Here since most research will be in around Kathmandu where the

cooperative it is suitable to take sample size of 10% of 1856 = 186 sa

visit all 186 sample cooperatives. So the study is conducted taking consideration of
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only about 150 cooperative organization management teams in Kathmandu valley. A
formal questioner would be presented to the organization regarding their views on

statement of the variables mentioned in the study.

4*"Nattire and Source of Data Collection

This wesgarch isthased on the primary survey. The data was collected by formulating a

set of ~v—‘.®

cooperative

es, which was then distributed and collected from existing

andu valley. However, in some of the cooperatives due to
inadequate ideas,about the inability to understand all the question properly, assistance
was provided t8, explain and input the response. Lastly, due to the pandemic and
lockdown, questioher wegesatsg administered through telephone calls and the response

were inputted according edfindings were completely based on the data and facts
provided by the sampled\respo @ S.

The primary source of data wa ted from well-structured questionnaire, which

was the key instrument to colle his research.

For primary data collection, self-ad tergaiguestionnaire was used after analyzing
series of literature pertaining to credi Fisk management. A 6-Point Likert scale was
used. Value of 1 means Strongly Disagree, 2 for Disagree, 3 for Neutral 4 for Agree
and 5 for strongly agree. The responde provided instruction on the

questionnaire itself. Close end and specific quest e were used in this study to

empirically test the hypothesis. The questionnaire\cofpriSed of three major parts. Copy

of questionnaire is provided on Appendix A.

First section consists of Age of organization and of Respondent, g€ regpondent,
year of work experience, academic qualification etc. Second sectiol set of
constructs for independent variables and final section consists the set 0 ructs for

dependent variables in six- point Likert scale to meet the necessities and objectives of
the study. MS-Excel was used to arrange the data and SPSS software was used for the

analysis part.
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The secondary data collection was used from various books, articles, research papers
and websites were used. The constructs for independent variable is used from the book

of different scholars and some were taken from google in order to make all those

of the literature, a comprehensive set of questionnaire was

developed whicl included different constructs related to personality traits and career
success. So, ir\this research, two methodologies were used for data collection
procedure.

responses were receive

e Secondary Data

3.6 Pilot Test

Pilot testing was conducted on 20 data obtained from ¢
order to identify the reliability and validity of the constru
research purpose. Reliability was further checked on the sa

collection was considered adequate
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3.6.1 Reliability

Cronbach’s
Cronbach’s Alpha
SN ING Variables N Alpha
(pilot Sample)
('sample)
oan Portfolio 6 0.738 0.715
2 Identification 7 0.789 0.778
3 RA isk Analysis 6 0.758 0.774
4 RS 5 0.770 0.748
5 RM 6 0.719 0.687
6 CRM hent, 6 0.812 0.761
Overall reliabilit 6 0.929 0.928

Table 3.1 Reliability Test

The table 3.1 shows the reliability statistics on independent variable of Loan portfolio,
Credit Risk identification, Credit Risk a
monitoring and on dependent variable of
organization in Nepal. Cronbach’s alfa 0f 0.929 a
value for pilot and sample study which indicates

respectively. According to the scale test, the study scale above 0.70 is considered as
reliable and proper. In that sense reliability scale test of the sample indicate that the
sample variables are reliable and it is even stronger in case of overall reliability of the

sample.
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Later this very study’s descriptive forms reliability was checked again on full sample.
As per the samples study the cronbatch alpha level was 0.715 on Loan portfolio, 0.778
on Credit risk Identification ,0.774 on Credit Risk Analysis, 0.748 on Credit risk

gspondent representative in filling the questioner. Unlike the pilot
and collection personally, the sample studies 10-15 questioners

were never ¢ ted back. More over the situation due to lockdown and changing

3.7 Method of Analysi

The study is based on vario 3 @f al test and analysis. For this purpose, Statistical

Package for Social Science (S oftare and Microsoft Excel was used to analyze
and interpret the Quantitative datayDes€riptiVe statistics was used for the calculation of
mean, median and standard deviatign hased om the respondent profile. Correlation
analysis, regression analysis and hypotbesis testing was carried out in the process of

this research. The findings, interpretation,and analysis have been presented through

othesis. From the

conceptual framework the function of dependent j.e. Credit risk

management) takes the following form:
CRM =f (LP, RI, RA, RS, RM)

More specifically, the given model has been segmented into the fol
Model 1:

The study applied the following regression model:
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Y=Bo+ 1 X1 + B2 Xot Bz Xs+ Pa Xat Bs Xst+ [t

Y= CRM = Credit Risk Management,

Loan Portfolio
Riskfldentification,
lysis

risk Assessment

Bs= R M = CredIt Risk Monitoring
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CHAPTER IV

RESULTS AND DISCUSSION

] Valid Cumulative
Particular Frequency
Percent Percent
less than 1 year 7 4.8
5- 10 years 37 29.9
Valid more than 10
103 100.0
years
Total 147
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Age of the organization
120

100
80
60
40

20
0 |
less than 1 year 5- 10 years more than 10 years

m Years

Figure 4.1. 1 Figure to show Age

Of the 147 sampled, highe
organization to be more than 10

f organization revealed the age of their
oses of about 70.1% of total respondents.

This is followed by 37 organizatio e group of 5-10 years constituting of

about 25.2% of the total respondents.\Lastly, the age class of less than 1 year has the
representation of 7 organization compositing of only 4.8%. This very idea is presented

in the chart.
4.1.2 Gender of Respondents

The respondents were before answering the actua tion were asked about
dents. Among the
total 147 respondents 107 were male, which represent 72% offtetal.sample size. This
implies higher number of male candidates in the credit ant @pe section of the
cooperative. There were about 40 female representatives in the result

obtained are as follows.
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Table 4.1. 2 Demographic analysis of gender of the Respondents

Valid Cumulative
Gender Frequency  Percent
Percent Percent
87 59.18 59.18 59.18
60 40.81 40.81 100.0
147 100.0 100.0

Gender

100
90
80
70
60
50
40
30
20
10

Male Female

Of the 147 responses received there were 87 male espo ts, and 60 female
respondents. This constitutes of 59.18% male and 40.81% fe @ dents. We can

O PDPOFH

Figure 4.1. 2 Figure to show Demographic analysis of Gender of the R&spon

easily relate to the idea that cooperative provides almost equa

irrespective of gender.
4.1.3 Age of the Respondents

The respondents before answering the actual study question were asked about their age.
The statement of the question was Please state your age and of the 147 responses

received, there were least people from the age group of 20-25 and majority from the
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age group of more than 40 years. This was followed by age group of 30-35 and 35-40.

The results obtained are as follows.

Table 4.1. 3g@emographic analysis of the age of the Respondents

Valid Cumulative
S Frequency Percent
Percent Percent

11 75 75 7.5
21 14.3 14.3 21.8
33 22.4 22.4 44.2
23 15.6 15.6 59.9

40.1 40.1 100.0
47 100.0 100.0

Number of years
70
60
50
40
30

20
., I

20-25 years 25-30years 30-35years 35-40years 40 yearsand
above

o

®m Number of years

Figure 4.1. 3 Figure to show Demographic analysis of the age of the Respondents
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Of 147 respondents for the survey, it was found that maximum of the respondents were

from the age group of 40 years and above. It comprises of about 59 individuals

representing 40.1% of the total respondents. The data shows that the highest bar was

follows.

Table 4.1. 4 Demographic analysig of Qu on of the Respondents

o Valid Cumulative
Qualification Freqten rcent
Percent Percent
+2 15 10.2 10.2
Bachelors 65 442 54.4
Valid
Masters 67 5.6 100.0
Total 147 .0

e
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Number of Respondents
80

70
60
50
40
30
20

10

+2 Bachelors Masters

B Number of respondent

Figure 4.1. 4 Figure to show Dem ysis of Qualification of the Respondents

um of the respondents replied that they had
educational qualification of Mas The total number of people said to have

he total sample. Similarly, the number

of people having Bachelor’s degree is 85 which is 44.2% of the total respondent. Lastly,
total number of people having +2 level of\educational qualification is 15 comprising of

10.2% of total respondents.
4.1.5 Designation of the Respondents

The respondents before answering the actual study\ @ ere asked about their
Designation. The statement of the question was
designation. Of the responses received; the results obtain asafGLoWs.
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Table 4.1. 5 Demographic analysis of Designation of the Respondents

o Valid Cumulative
Position Frequency Percent
Percent Percent

redit
61 41.5 42.4 42.4
19 12.9 13.2 55.6
31 21.1 215 77.1
33 22.4 22.9 100.0

98.0 100.0
Missing  System 2.0
Total 00.0

50

—7
%
Q
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Number of Respondents
70

60
50

40

30
20
1 n
0

Credit Manager Branch Manager Managing Director other

® Number of Respondents

Figure 4.1. 5 Figure to show Dem ysis of Designation of the Respondents

Of the total respondents of 14Aindi was found that there were maximum people

anagers. It comprises of about 41.5% of

The respondents before answering the actual study Werg asked about their
experience in the organization. The statement of the question w@ ease state detail
of years of experience you have in the organization. Of t g8 received; the

results obtained are as follows.
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Table 4.1. 6 Demographic analysis of Experience of the Respondents

Valid Cumulative
Years Frequency Percent
Percent Percent
than 1
14 9.5 9.5 9.5
21 14.3 14.3 23.8
34 23.1 23.1 46.9
78 53.1 53.1 100.0
7 100.0 100.0

90
80
70
60
50
40
30
20
10

o

less than 1 years

S

Experience in Years

1-2 years

m Experience in Years

2 - 5years

more than 5 years

A )

Figure 4.1. 6 Figure to show Demographic analysis of Experience of the Respondents

Of 147 Respondents maximum people have more than 5 years of *experience. It

comprises of about 53.1% of the total respondent. This is followed by age category of

respondents of 2-5 years, 1-2 years and finally less than 1 year with composition of

23.1%, 14.3% and 9.5%. This very information is presented in the data chart.
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4.1.7 Type of Cooperatives

ndents before answering the actual study question were asked about the type
it is. The statement of the question was to please state which category of

ganization is. Of the responses received; the results obtained are as

Table 4.1. 7 Demo c analysis of Type of the respondents

Valid Cumulative

Ty Frequency Percent
Percent Percent
saving an 109 74.1 74.1 74.1
) multi-purpos
Valid ] 8 25.9 25.9 100.0
cooperative
Total 100.0 100.0
\
Series 1
120
100
80
60
40
20
0
saving and credit multi-purpose cooperative
m Series 1

\v

Figure 4.1. 7 Figure to show Demographic analysis of Type of the respondents
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Of 147 respondents the study successfully included about 109 saving and credit
cooperative and about 38 multi-purpose cooperative. It comprises of 74.1% and 25.9%

saving and credit and multi-purpose cooperative .this very idea is presented in chart.

Recklessness

el

ere slowly escorted to the essence of the study. However before
guestion they were asked about the type of cooperative it is. The
gStion was to please state your view about level of reckless lending

in present in 8p@perative of the responses received; the results obtained are as follows.

Table 4.1. 8 DemograpRic analysis of Level of reckless lending in cooperative as per the respondents

Valid Cumulative
Percentage cy Percent
Percent Percent
0-5% 18.4 18.8 18.8
5-10% 36.8
10-15% 54.2
Valid 95 500 95.8
above
100.0
50%
Total

Missing System

Total
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Percentage of reckless lending
70

60
50
40

30

20
10
0 ]

0-5% 5-10% 10-15% 15-50% above 50%

m Percentage of reckless lending

Figure 4.1. 8 Figure to show Dé&mog analysis of Level of reckless lending in cooperative as per the

respondents

Of 147 respondents maximum ndénts _feel that the level of reckless lending in

assume that the level of reckless lending is 5-10% 15% with 26 and 25
respondents. This contributes about 17% in each category. Bimallysleast people assume

p s about 4% of the

that the level of reckless lending to be above 50%. It 0

individual.

4.1.9 Causes of Reckless Lending

The respondents before entering the actual question they were asses of
t

reckless lending in cooperative. The statement of the question was to p e your
view about what might be the cause of reckless lending in Nepalese cooperative; the

results obtained are as follows.
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Table 4.1. 9 Demographic analysis of Causes of reckless lending in cooperative

SN Response Yes NO

ence from outside forces ( outsiders influences and

38 106

62 82

82 62

22 122

15 129

22 122

Non Implementation of len ected by governing 57 a7
bodies

8 Highly untrained staff 47 97

9  Absence of strict Governing Body 19 125
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Causes of Reckless lending

140
120
100
80
60
2 I I I I
20 I
0 il =8 1§ [
%00 &\‘\\9 & \Q)% &600 ) \:o%e’ &@& \(&0’0 é“b% &\Q
& ¥ N & & & & >
2 > @ & & S & S &
> ¥ B Q N SN & &
SR U X oo SN
& TS o 3 v
AS Qo &
AR
mYes mNo

Figure 4.1. 9 Demographic analysj reckless lending in cooperative

Of the 144 respondents in thé\stu re were least number responses that determined

the cause of reckless lending t untrained staffs. The major reason pointed
out as cause of reckless lending is tation of lending policy by cooperative
and forgery and fraud intention of\t orrower. the study suggest that there is
maximum respondents who said no as\cause for High pressure on organization to

maintain reputation , resulting no rejectiom\to creditors/ borrowers
4.1.10 Waiting Time

The respondents were again inquired about waiting\ti i organization for loan.

to take credit from your cooperative of the responses re - % esults obtained are

as follows.
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Table 4.1. 10 Demographic analysis of waiting time for lending in cooperative

_ Valid Cumulative
Duration Frequency Percent
Percent Percent
than 3

24 16.3 16.3 16.3

88 59.9 59.9 76.2

32 21.8 21.8 98.0

3 2.0 2.0 100.0

7 100.0 100.0
Duration in Months

100
90
80
70
60
50
40
30
20
10

0 |

less than 3 month 3 month 6 month

® Duration in Months

Figure 4.1. 10 Figure to show Demographic analysis of waiting time for lending in coope

more than 6 month

A )

Of 147 respondents maximum rendents have marked the waiting time' to be about 3

months. It comprises of 88 cooperative of the study contributing 59.9 % in the study.

This result also have been influenced by the regulatory guideline of 3 month wait time

to impart credit. Some organization took it even further and have marked the wait time
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to about 6 months and very few more than 6 months. About 32 and 3 organization of
the study have marked the wait time to be so with contribution of 21.8% and 2% in the
study. There were however, 24 cooperative in the study that had less than 3 month wait
time art loan. These were closed member cooperative and had very limited people

4111 \@;

The respondeg

e entering the actual study were inquired about requirements to
be met by bo ers for lending in cooperative. The statement of the question was to

Table 4.1. 11 Demographic ane n for lending in cooperative

SN  Condition \ Yes No

1 Be literate 35 109
2 Not holding any political pos 9 135
3 At least twenty years old 87 57
4 Regular earning capacity 143 1
5 Must be member of the cooperative group 144 0
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Chart Title
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o O O O

political post years old capacity member of the
cooperative
group
mYes mNo

Figure 4.1. 11Figure to show Demograp sis of condition for lending in cooperative

Of the total respondent every oop? e ensures that the respondent must be a member
of the cooperative for borrow he cooperative. Similarly regularity of the
income of the borrower is also chec owever, borrowing is not affected by the

political party association of the respo t. Fmally, literacy is not marked as most

essential factor when evaluating a borroyer for lending

4.1.12 Loan Processing Time

The respondents before entering the actual stud ed about Loan processing

time in their organization. The statement of the questi please state how long

: results obtained are

<>
©

does it take in your organization for credit processing {in d

as follows.
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Table 4.1. 12 Demographic analysis of credit processing time for lending in cooperative

Valid Cumulative
Days Frequency  Percent
Percent Percent
49 33.3 33.3 33.3
6-8 58 39.5 39.5 72.8
6 4.1 4.1 76.9
12- 16 10.9 10.9 87.8

Valid 15-17\ 12 8.2 8.2 95.9
18-20 \ 2.0 2.0 98.0

21 days and

2.0 2.0 100.0
more

Total \Q 00.0 100.0

NUMBER OF DAYS

®m Number of days

I /0
I 5o
s

N 16

2

™ (a2}
| |
3-5 6-8 9-11 12-14 15-17 18-20 21 DAYS
AND
MORE

Figure 4.1. 12 Figure to show Demographic analysis of credit processing time for lending in cooperative
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Of the 147 respondents maximum organization respond that they process loan in 6-8

and 3-5 days. This composites of 35.9% and 33.3% of the total responses. This idea is

supported by the theme of organization where there is easy and simple access to loan

5) Strongly agree 4) agree neutral 2) disagree 1) strongly
disagree
Later this is averaged and the independent vakiab uated as per the score

e mean score from 0.01 to 1.00 is (strongly disa :

e 1.00to0 2.00 is (disagree);
e from 2.01 until 3.00 is (neutral); ;3
o 3.01 until 4:00 is (agree); O

e mean score from 4.01 until 5.00 is (strongly agree) %

4.2.1 Descriptive Analysis of Loan Portfolio Management

Six statements were presented regarding Loan portfolio management for respondents.
Table shows the rating scale of respondents in following six statements as well as its

descriptive characteristics.
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Table 4.2. 1 Descriptive analysis of Loan Portfolio Management

Code Particular N Min Max Mean SD Remarks

organization allocates sufficient fund in
LP erent loan portfolio in the beginning of 144 1.0 5.0 3.8681 1.49707 Agree

144 1.0 5.0 3.4028 1.54793 Agree

Strongly
144 1.0 5.0 4.6736 0.82640
agree
Strongly
144 1.0 5.0 4.2014 1.10041
agree

44 1.0 5.0 3.3889 1.49643 Agree
in the loan portfolio.

Loan portfolio management is a major Strongly

LP6 14 1.0 5.0 4.4375 1.12018

credit risk management. agree

Valid N (listwise) 144

The descriptive detail indicated above of analysi an Portfolio we have obtained

slightly fluctuating results. Here we asked the their idea for level of opinion
about Loan Portfolio where the reserves were m en the liquid scale of 5 to
1. Here 5.00 was the Marker for expressing stron hile 1 was for strong
disagreement. The obtained answer with then averaged\an mary was drawn as

follows

response from the respondents on the statement it was 3.8681. This indicates that on an
average companies agree to the idea that companies allocates sufficient fund in different
portfolio in the beginning of the year. The standard deviation of the study was 1.49707
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The next statement attempted to understand the respondent’s perception about if the
cooperative ensures diversification of loan and takes in consideration credit position on

various loan portfolio Of 147 company surveyed this statement was responded by 144

The respondentsgiere then asked whether their cooperative’s loan approval on various
portfolio is infludpced by state of economy. To this statement it of of 147 company 144

organization respondent such that the average of peoples response on the statement

It was then attempted to under g'respondent’s perception on if Loan portfolio

management system results in a egodic aad timely study of quality of credit in
different categories. Of 147 compani this statement was responded by 144
creating an average of 4.2014. This indidates that people strongly agree to the idea that
loan portfolio management system result Iy a periedig and timely study of quality of

credit in different categories. The standards

which means that the result may vary only up to the limit.

Lastly, respondents were inquired about their perception on if ortfolio
management is a major part of credit risk management. The respondents were supposed
to answer in likert scale with 1 for strongly disagreement and 5 for strong agreement.

It was so found that maximum person here strongly agreed to the idea such that the
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average mean was 4.4375. That meant that the statement was strongly agreed by the
respondents. Here the standard deviation was 1.12018. Which meant the variation was

up or down to the limit.

Dgscriptive Analysis of Credit Risk Identification

Seve were presented regarding Credit Risk Identification from

Table 4.2. 2 Descri

Code Mini Max Mean SD Remarks
Risk identification i Strongly
RI1 . 144 1.0 5.0 4.5208 0.91582
risk management. agree
Credit risk identification hel
. Strongly
RI2 to develop risk management st 144 1.0 5.0 4.2292 1.12641
agree
diverse and allocate resources. ’
Credit managers majorly contributes t Strongly
RI3 o . o 4 1.0 5.0 4.5208 0.86880
identify the risk in the credit activity agree
Our cooperative relies on references and
RI4 guidance from senior management and 1.0 5.0 3.6736 1.58149 Agree
BFIS expert’s in risk identification process.
Our cooperative segregates risk in different
] ) . Strongly
RI5 categories and avoids unwanted risk 1.19016
o agree
through proper risk identification process.
Our cooperative use interviewing technique
RI6 to identify Risk in from borrowers when 144 1.41653 Agree
identifying Credit risk.
To facilitate credit risk identification a
. o Strongly
RI7 substantial degree of standardization of 144 1.0 B84
L . agree
process and documentation is required.
Valid N (listwise) 144
In the descriptive detail indicated above, of the analysis of Risk iden%Q PWwe have

got more of a non-consistent result. Here, we asked the respondents their idea or level
of opinion in regards to Risk Identification. The result we obtained was from maximum

and minimum value of 5 and 1. Where, 5 was marker for expressing strong agreement
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to the statement and 1 for strong disagreement. This was later averaged and the above

summary was drawn.

The fir: estion related to Risk Identification was if Risk identification is a major part

anagement. Here the respondents had an average response of 4.5208. It
at maximum person here strongly agreed to the idea or question such

that the & an was 4.0733. It means that on average people strongly agreed to

Similar to the 18t question, respondents were inquired if credit risk identification helps
management to develop riskmmanagement strategy to diverse and allocate resources.
The respondents wegefisupposed to answer in likert scale with 1 for strongly
disagreement and 5 for Strgng @ ent. It was found that maximum person here on
an average were strongly\aggeeingte, the idea that Credit risk identification helps
management to develop risk ManageMentstrategy to diverse and allocate resources .the
average mean was from the respefSe gfvas 4.2292.Here the standard deviation was
1.12641 which meant the variation\waSsp or @own to the limit.

The next question related to Risk l8entification was if credit managers majorly

contributes to identify the risk in the credit activity. In this statement the respondents

have an average response of 4.5208. It S d, that maximum person here
strongly agreed to the idea that Credit manage j ontributes to identify the

risk in the credit activity. Here the standard deviati

Ogperative relies on

references and guidance from senior management % % expert’s in risk
ﬁ y to the slight
ligyas™3,6736. That

means to say that on an average the respondents agree to the idea tha

identification process. In this statement the respondents answe
upper limit than neutral limit such that the average mean of the
their cogperative

relies on references and guidance from senior management and B @ in risk
identification process. The idea had a standard deviation of 1.58149

The respondents were asked if their cooperative segregates risk in different categories
and avoids unwanted risk through proper risk identification process. In this question

the respondents answered majorly to the slightly above upper limit such that the
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average mean of the study was 4.1944. That means to say that on an average the

respondents strongly agrees to the idea that their cooperative segregates risk in

different categories and avoids unwanted risk through proper risk identification

substantial degree of standardizationef process and documentation is required.. The

respondents were supposed t ans’ indikert scale with 1 for strongly disagreement

was strongly agreed by the respondeqts*that To facilitate credit risk identification a

substantial degree of standardization of‘process and documentation is required.. Here
the standard deviation was. 1.15798 Whichme ariation was up or down to the

limit.
4.2.3 Descriptive Analysis of Credit Risk Anal

Six statements were presented regarding Credit Risk Agal respondents. Table

sta s as well as its

©

shows the rating scale of respondents in following s
descriptive characteristics.
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Table 4.2. 3 Descriptive analysis of Credit Risk Analysis

Code Particular N Mini Max Mean SD Remarks

lysis of risk helps credit department to

. Strongly
R velop risk management strategy and 144 1.00 5.00 4.4097 0.93430
agree
e etter allocation of resources g
nalysis is the process of
. Strongly
RA2 recasting the outcome of 144 1.00 5.00 4.4028 0.87161
agree
volves estimating the Strongly
RA3 144 1.00 5.00 4.4375 0.94402
magnitutle @f the consequences agree
RA4 of project from partQf Ri 144 1.00 5.00 2.9653 1.52560 Neutral
Analysis.
Our cooperative takes
RA5 guidance from experts as 144 1.00 5.00 3.9306 1.33093 Agree
risk analysis
Our organization prepares contin
. . . Strongly
RAG6 dispersed loan as credit risk analysis 144 1.00 5.00 4.1458 1.12796
agree

method.

Valid N (listwise) 44

In the descriptive detail indicated above, of the analysis of Risk Analysis, we have got

more of a non-consistent result. Here, we a pondents their ideas about risk
Analysis ideologies and techniques. The resu
minimum value of 5 and 1. Where, 5 was marke
the statement and 1 for strong disagreement. This

summary was drawn.

Here the standard deviation was 0.93430 which meant the variation was up or down

to the limit.
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The statement related to Risk Analysis was to know respondents view on if Credit Risk
analysis is the process of predicting and forecasting the outcome of credit in

cooperative. In this question the respondents have an average response of 4.4028.1t was

es estimating the magnitude of the consequences. The respondents

were suppose answer in likert scale with 1 for strongly disagreement and 5 for

3.9306. That means to say that on an average th
their cooperative takes consultation and guidance

risk analysis .It has a standard deviation of 1.33093

here is only 1.12796 which means that the result may vary only up to the limit of
1.12796
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4.2.4 Descriptive Analysis of Risk Assessment

Five statements were presented regarding Credit Risk Assessment from respondents.
Table sh@ws the rating scale of respondents in following five statements as well as its

aracteristics.

ripgive

Descriptive analysis of Credit Risk Assessment

Code N Min Max Mean S.D Remarks
Strongly
RS1 144 1.00 5.00 45972 1.03990
agree
Strongly
RS2 144 1.00 5.00 46319 0.83412
agree
Strongly
RS3 144 1.00 5.00 4.4931 0.92363
agree
financial integrity (collateral secu Strongly
RS4 44 1.00 5.00 4.4028 1.05988
personal guarantee) of borrower bef agree
granting loan.
Our organization inquires about moral
RS5 144 1.00 5.00 3.7500 1.39680 Agree

integrity of borrower before granting loan.

Valid N (listwise)

In the descriptive detail indicated above, of thé\a § of Risk Assessment, we have

providing credit. In this question the respondents answered majo per limit
such that the average mean of the study was 4.5972. That mean$ on an
average the respondents strongly agree with the statement that their coog eviews

borrower’s income before providing credit .it had a standard deviation of 1.03990

The next question related to Risk Assessment was if Credit risk Assessment ensures

efficient credit worthiness of borrowers. In this question the respondents have an
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average response of 4.6319. It was so found that maximum person here strongly agree

to the statement such that credit worthiness is looked as part of Risk assessment before

imparting loan. Here the standard deviation was 0.83412

average response of 4.4028. It waSes nd that on an average maximum person here
strongly agreed to the statement.

The respondents were asked if their @rganization inquires about moral integrity of
borrower before granting loan. In this question the respondents answered majorly to the
upper limit such that the average mean of th .7500 .That means to say that
on an average the respondents agrees to the i eir organization makes some
kind of inquiry before moral integrity of the bo

standard deviation of 1.39680

ergdefore granting loan.it has a

4.2.5 Descriptive Analysis of Risk Monitoring

Five statements were presented regarding Credit Risk MonRg
Table shows the rating scale of respondents in following five stateg¥ents asywell as its

descriptive characteristics.
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Table 4.2. 5 Descriptive analysis of Credit Risk Monitoring

Code N Mini Max Mean S.D Remarks

r cooperative regularly reviews

. . Strongly
R orrowers project status after credit 144 1.00 5.00 4.5278 0.98197
agree
di ! g

isk monitering ensures that appropriate Strong|
9 PProp 144 1.00 5.00 4.4861 0.96067 il

agree
Strongly

RM3 144 1.00 5.00 4.3681 1.16922

agree

RM4 144 1.00 5.00 2.9931 1.44114 Neutral

Strongly
RM5 5.00 4.3125 1.37647

agree

When the respondents were asked if their co egularly reviews borrowers

project status after credit dispersion the mean\resp@nsgegas 4.5278. Using the

justification for about mean evaluation we can say that on ' average respondent here

strongly agree to the idea that status of the project is e | after disbursement of

@s that the result

credit. The standard deviation on the statement was 0.9819
may vary only up to that limit.
if Risk

mean

Similar to the first question when the respondents were enquired

monitoring ensures that appropriate controls and responses are in
response here was found to be 4.4861 which means that maximum people strongly
agree to the idea. Here standard deviation of the response was 0.96067, Indicating that
the result could fluctuate within the limit of 0.96067
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The next question attempted to understand the respondents' perception on if their
organization have proper training to detect abnormalities at an early stage .Here the

respondents’ answers seems to incline more towards an agreement. Such that the

averag the answer replied by the respondent was 4.3681. it means that average

Then the researgi*attempted to understand the respondent’s idea on if Transactions of

the borrowers ar@evaluated as part of Risk monitoring on regular basis. In this question

in intended purpose ).Here it was an average people strongly agreed to

the idea that cooperative checks if theXum@ is used in the intended purpose. The average
response of the respondents to the stategnent was 4.3125 indicating an inclination of
people towards the statement. The standard deviatiem, of the statement was 1.37647

indicating that the response may fluctuate to tRat i
4.2.6 Descriptive Analysis of Credit Risk Manal

Six statements were presented regarding Credit Risk from respondents.

XS nts as well as its

©

Table shows the rating scale of respondents in followin
descriptive characteristics.
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Table 4.2. 6 Descriptive analysis of Credit Risk Management

Code N Mini Max Mean S.D Remarks

mployees in our organization are well

Strongly
C aware about the need of credit risk 144 1.00 5.00 4.6042 0.86274
agree
gement in our business 9
ufficient tools and guidelines
) . Strongly
tion to manage credit 144 1.00 5.00 4.5000 0.91606
agree
tion have been able to
o Strongly
CRM3 manage credit risk for long 141 1.00 5.00 4.4397 0.92094
agree

Our organization follows’everyppolicy
- Strongly
CRM4 and guidelines marked by our regulators 141 1.00 5.00 4.1064 1.17535
e\eredi

. . agree
in management of '

Our cooperative regulal

. Strongly
CRM5 on credit follow up as part\gf 141 1.00 5.00 4.4113 1.08937
agree
management 9
Our employees need regular and t
CRM6 training and assistant to manage cre .00 5.00 2.7092 1.70100 Neutral

risk in the organization

Valid N (listwise)

f credit Risk Management, we
have got more of a consistent result. Here, we pondents their idea on Credit
m and minimum value of
to the statement and 1

for strong disagreement. This was later averaged and the mary was drawn.

business .it has a standard deviation of 0.86274

The next question related to Credit risk management was if there are sufficient tools

and guidelines in our organization to manage credit risk .in this statement the
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respondents have an average response of 4.5000. It was so found that maximum person
here strongly agreed to the idea that there are sufficient tools and guidelines in the

organization to manage credit risk. Here the standard deviation was 0.91606

idea that the their employees need regular and timely training and as

credit risk in the organization.it has a standard deviation of 1.70100
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4.3 Inferential Analysis

This section consists of correlation analysis of dependent variable and independent

variabl ell as regression analysis for hypothesis testing

ction of the study presents the results and discussions of the
is. The correlation analysis has been carried out to investigate the
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Table 4.3. 1 Correlation matrix

L.P R.1 R.A R.S R.M C.R.M
Pearson - n n . .
. 1 .760 718 .685 .623 .647
rrelation
.000 .000 .000 .000 .000
144 144 144 144 144 141
1 750" 785" .610™ 651"
Sig. (2-tailed) .000 .000 .000 .000
N [/ 144 144 144 144 141
Pearson
) . 1 .709™" .562™" 701
Correlation
R.A ] )
Sig. (2-tailed) .000 .000
N 144 141
Pearson - -
) .630 721
Correlation
R.S ) )
Sig. (2-tailed) .000 .000
N 144 141
Pearson
) 1 691"
Correlation
R.M ] )
Sig. (2-tailed) .000
N 44 141
Pearson 1
CRM Correlation
Sig. (2-tailed)

**_Correlation is significant at the 0.01 level (2-tailed).
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CRM stands for Credit Risk management. It is the major focus variable in the study
(dependent variable). Here the study concerns with impact of all the independent

variables in supporting credit risk management of cooperatives in Nepal. There were 6

so there is significance

significant at both 1% and

and Risk Identification and Credit Risk Management. In other words, with 1 percentage

Positive impact on Risk Identification there is 0.651Positive impact on Credit Risk

The relationship between the Risk analysis and Cred

in the Last column Third row file. Here the relation

significant at both 1% and 5% level of significance.

The relationship between the Risk Assessment and Credit Risk Management is shown
here in the Last column Fourth row file. Here the relation presented is 0.721 between

and Risk Assessment and Credit Risk Management. In other words, with 1 percentage
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Positive effect for Risk Assessment there is 0.721 worth positive relation with Credit

risk management. There is significance level of 0.000 .it means to say that the p value

is less than 1% so there is significance of correlation here. In other words this

Apart that, the correlat

independent variables. ys that the relation between Loan portfolio

ther mentioned variables.

ssessment, and Risk

Assessment and Risk Monitoring. The relation of risk Analysis wit sment,

and Risk Monitoring is 0.709 and 0.562 respectively. There is signif evel of
0.000 .it means to say that the p value is less than 0 so there is significance of correlation
here. In other words this correlation is justified and significant at both 1% and 5% level

of significance. Lastly the relation of Risk Assessment and Risk Monitoring also shows
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similar relation. As risk Analysis increases the impact on risk monitoring also increases

by 0.630. The significance of the relation is 0.00 here too indicating proper significance

as a whole.

ion Analysis

Identification, Risk Analysis, Risk Assessment and risk
Monitoring . results are presented in the table below. More specifically, Table

shows the regreSsion results of impact of E-marketing on consumer buying behaviors.

Estimated regressi

risk management

Model 1
Y=B0+ Bl X1 + B2 Xo+ B3 Xa+ p4
where,

Y= CRM = Credit Risk Management,
X1=L P = Loan Portfolio Management
X2=R | = Risk Identification,

X3=R A = Risk Analysis

X4 =R S= Credit risk Assessment

Xs= R M = Credit Risk Monitoring

U= error, 0= constant term, B1 B2 B3 B4 and B5 are the coefficient of variables.
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4.3.2 .1 Model Summary

Table 4.3. 2 Table to show model summary of the study

R R Adjusted R Std. Error of the
Square Square Estimate
8112 .658 .645 46170

a. Predic ant), Risk Monitoring, Risk Analysis , Risk Assessment, Loan

Portfolio, Identification

of estimate. In another

is deviated by 0.46170 in an average.
4.3.3 ANOVA

Analysis of variance (ANOVA) in a multiple regression analysis is used to show

whether the model is significant or not. ANOVA helps to show whether the model that
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includes different independent variable is significant or not at given level of confidence

interval to measure the dependent variable.

Table 4.3. 3dhable to show ANOVA of the study

Sum of Mean ]
df F Sig.
Squares Square
55.307 5 11.061 51.891 .000?
1 28.777 135 213
Total 84.084 140
a. Predictors: (Const Monitoring, Risk Analysis , Risk Assessment,

in understanding the significance o

useful to understand the significance e study as a whole.

The mean sum of square is obtained by

freedom. The mean of sum of square of regressi led Mean sum of regression
(MSR) and the mean of residual is called mean (MSE). The mean sum of
regression is 11.061 and mean sum of error is 0.213, M3SR isg@htained by dividing SSR

idin um of square by the degree of

with d.f. or 55.307 divided by 5.the MSE is obtained by dividing SSE with d.f. or 28.777
divided by 135.

regression model has a confidence level of above 95% which confirms that our

regression model was appropriate and the results reliable.
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This very information is presented in the model summary too. The significance of F

here is 0.000. F level explains the overall significance of the study. Since p value here

is 0.000 the alternative hypothesis is accepted and we can justify that the model is

Table 4.3. 4 Table to show Co

Model t Sig. Collinearity
Statistics
B Tolerance  VIF
1  (Constant) .302

Loan .062 .343 2.916
Portfolio
Risk -.064 . . .264 3.785
Identificatio
n
Risk .294 .364 2.750
Analysis
Risk 313 3.112
Assessment
Risk 313 @1.897
Monitoring

a. Dependent Variable: Credit Risk Management
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Coefficient table provides detail description about the variables impact on the
dependent variable. It provides idea about the significance of individual variables. Here,

The coefficient table also helps to formulate an equation to determine the value of

an independent variable. As per the

coefficient table the impact of Loan Pgrtfolio management on the equation of Credit

Risk Management is 0.062. In other wordg, with all other things constant and defined

and no impact of other undefined factor in H? -ﬂ@ﬂ the Credit Risk Management
value increases by 0.062 with every unit incredse iff thé¢’Loan Portfolio Management.

The standard error of the variable is .079. It me§ at the value of Loan

&iard error of Xy is
T test is obtained be dividing the particular coefficient by th @ eviation of the
coefficient. Here, value of T is obtained by dividing value O ieft 0.302 by
standard error of the variable 0.079.this makes the value of T as 0.X A

The significance level of the variable here is 0.439. This means %0 hat the

Portfolio may fluctuate up or down to the extent of 0,07

expressed as Shy

probability value is more than 5, making error associated with the variable too high. So
there is no proper significance of this variable in the study or model at 1% and 5% level

of significance.
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The multi Collinearity in the study in the related variable is shown in the last column.
Here the VIF of loan portfolio management is 2.961 which is less than 10 so we can

say that there is no multi Collinearity in the variable among other.

resents Risk Identification. It is an independent variable. As per the
coefficig impact of Risk Identification on the equation of Credit Risk
Manageme . In other words, with all other things constant and defined and
no impact of gtRer undefined factor in the equation the Credit Risk Management value

Identification may flu
X2 is expressed as Sh»

T test is obtained be dividing the pa coefficient by the standard deviation of the

coefficient. Here, value of T is\oBtai dividing value of coefficient -0.064 by

probability of error is 0.501 making error associated with the variable 50.1%. So there

is no proper significance of this variable in the del. In other words the there
is no significance of importance of the variable as sociated with is more than

5%.

The multi Collinearity in the study in the related variakle j in the last column.
Here the VIF of Risk Identification is 3.785 which is le

there is no multi Collinearity in the variable among other .

5 tha we can say that

Xs= Risk Analysis

The Xz variable represents Risk Analysis. It is an independent vang per the

coefficient table the impact of Risk Analysis on the equation to find\the Tmpact on
Credit Risk Management is 0.294. In other words, with all other things constant and
defined and no impact of other undefined factor the credit risk management value

increases by 0.294 with every unit increase in the Risk Analysis
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The standard error of the variable is .082. It means to say that the value of Risk Analysis
may fluctuate up or down to the extent of .082.the standard error of X3 is expressed as
Shs

t&St igfobtained be dividing the particular coefficient by the standard deviation of the
coeffi $ value of T is obtained by dividing value of coefficient 0.294 by

standaxdie o‘ variable .082.this makes the value of T as 3.606.

The signi ' | of the variable here is 0.000. This means to say that the
probability value is less than 1% and 5%, making error associated with the variable 0%.

So there is proper significance of this variable in the study or model at 5% and 1% level

of significance

The multi Collinearity\ ||l I |'n the related variable is shown in the last column.
Here the VIF of Risk Analysis j$

no multi Collinearity in the WaFiab V;“' ong other .

0 which is less than 10 so we can say that there is

X4 = Risk Assessment

The X4 variable represents Risk Assgss . It%s an independent variable. As per the
coefficient table the impact of Risk, Assessment on the equation Credit Risk
Management is 0.313. In other words, witf\all other things constant and defined and no

impact of other undefined factor in the equation

edit risk management, its value

increases by 0.313 with every unit increase in the Ri sment.

The standard error of the variable is .090. It mea hat the value of Risk
Assessment may fluctuate up or down to the extent of\099: dard error of Xs is

expressed as Sha

T test is obtained be dividing the particular coefficient by the'std gyiation of the
coefficient. Here, value of T is obtained by dividing value O

standard error of the variable .090 .this makes the value of T as 3.4%8

The significance level of the variable here is .001. This means to say thatthe probability
value is more than 1 and less than 5, making error associated with the variable 1%. So
there is proper significance of this variable in the study or model if we consider the
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error level as 5% and the variable has no proper significance if we consider the error

level of 1%.

Them ollinearity in the study in the related variable is shown in the last column.

f Risk Assessment is 3.112 which is less than 10 so we can say that there

inearity in the variable among other .
Xs=Ri

The Xs vari presents Risk Monitoring. It is an independent variable. As per the
coefficient table the impact of Risk monitoring on the equation to find the impact on

Credit risk management is 0.313. In other words, with all other things constant and

The standard error of the \vagablesis#0.066. It means to say that the value of Risk
monitoring may fluctuate up e extent of 0.066 .the standard error of Xs is

expressed as Shs

T test is obtained be dividing the parbc oefficient by the standard deviation of the

coefficient. Here, value of T is obtained by dividing value of coefficient 0.313 by

standard error of the variable 0.066 .this makes the value of T as 4.703

The significance level of the variable here is .0 s feans to say that the probability

value is less than 1, making error associated with e 0.000. So there is proper

r the error level as 5%

29

The multi Collinearity in the study in the related variable is sh e Yast column.

significance of this variable in the study or model i

or 1% error level of significance

el= Error of variable

Here the VIF of loan is risk monitoring 1.897 which is less than say that

there is no multi Collinearity in the variable among other.
4.4 Hypothesis Testing

Hypothesis testing is an act in statistics whereby an analyst tests an assumption
regarding a population parameter. The methodology employed by the analyst depends
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on the nature of the data used and the reason for the analysis. Hypothesis testing is used

to infer the result of a hypothesis performed on sample data from a larger population.

Table 4.4 1 Table to show Hypothesis result of the'st

Hypothesis Justification
Unstandardized Coefficignts
Model Sig. (level of significance)

B Std. Error 5%

(Constant) .302 .244

Loan Portfolio .062 .079 Rejected
Risk Identification -.064 .096 Rejected

1

Risk Analysis 294 .082 Accepted
Risk Assessment 313 .090 epted
Risk Monitoring 313 .066 epted

Hypothesis |
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Hi: There is no significant relationship between Loan Portfolio management and Credit

Risk Management

Hypothesis Il

H>: There is no si tionship between Risk Identification and Credit Risk

Management
Result and Interpretatio

From the Regression analysis
0.01(0.501>0.01) or 0.05(0.501

of significance. It means that

e p value of Risk Identification, is more than
ypothesis is accepted at 1% or 5% level

nificant relationship between Risk

95 i8k analysis and Credit Risk

Identification and Credit risk manage
Hypothesis 111

Hz: There is significant relationship bet

Management

Result and Interpretation

Hypothesis IV

Hs:  There is significant relationship between Risk Assessment and Credit Risk

Management
Result and Interpretation
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From the Regression analysis Table 4.16 the p value of Risk Assessment, is less than
0.01(0.001<0.01), Null hypothesis is rejected at 1% and 5% level of significance. Thus,
there is significant relationship between Risk Assessment and Credit Risk

4.5 Discussion

Credit Risk management is one 0

management. There is however a

manage their credit resulting in default of payment capaci h !il owers deposit.

organization to understand various techniques and methods and further help to manage

the credit risk efficiently and effectively. It even supports the wellbeing and growth of

90



individuals and communities associated with the cooperative by securing the credit and

deposit of the people.

Initiall e research planned to investigate the credit risk situation of the cooperative
otdanizationghrough detail investigation of the annual report. And then understand the
leve Wareness in cooperative about the credit risk management procedure and
technib ﬁ Was later to be averaged and summarized in the detail data analyses
chapter. ‘@ he'research initially planned to bring in light the credit situation status
of the cooparatlyeé; as many cooperative were reluctant to share the financial report to

an outsider this,agpect was dropped and the next part of the research was carried out.

As second phase of\the resgarel we then attempted to understand the level of awareness

about the various vaka
implementation of the aig@ble ware in place. This study examined the credit risk

management procedure sugh @ loan portfolio management, Risk identification, Risk

Aoy

36 statements in each variable and level of

Analysis, Risk Assessment ang Ri oring that helps to manage credit efficiently.
For this, the research devised ‘abet

awareness or inclination was checked

The loan portfolio management question related to checking the organizations
awareness about maintaining separate poxtfolio for loan. Here the research attempter

understand the process and techniques follgwe he organization while making

portfolio, if there is sufficient fund allocated eginning of the year , if credit

position are regularly evaluated , if various aécountiglg and financing ratios and

formulas are used to do it, and the organizations megmbe w areness on the topic, if
credit department is influenced by the state of ths
management ensures quality of credit ,if it is a major pafr of grééighisk management
procedure. it was found that cooperative organizations thoug per awareness
on the topic of loan portfolio management for credit risk managemen 't exactly
follow the technique of segregating the credit limit for the loan partfolio, g@hsidering
quality and level of credit portfolio uses before imparting further crég @ sector,

and using various accounting and financial ratios to evaluate and analyses the portfolio

The risk identification statement related to checking awareness on risk identification

process and observing the techniques followed for proper risk identification. As part of
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checking awareness respondents were inquired if Risk identification is a major part of

Credit risk management, if it helps to develop risk management strategy and allocate

resources accordingly, if credit managers majorly contribute to risk identifying of credit

the guaranteed loan being cleared the same guaranteed cannot

loan.

The fourth variable of the study was Risk Assessment. Here the re ted to
estimate the understanding and level of assessment of the borrower credit worthiness.
So the inquiries like, credit assessment takes in consideration of the credit worthiness

of the borrower, if the income regularity is taken in consideration, if previous repayment
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schedule affects the loan approval chances this time, if collateral is taken in
consideration, and if moral integrity of the borrower is investigated before disbursement

of loan. Here, it was found that organization takes in consideration income of borrower,

Risk Monit the final independent variable, where the research attempted to
understand th areness and techniques of cooperative in efficient and effective
as part of awareness test, the respondents were asked if Risk

monitoring ensurgs effective control and response are in place. Other statement s related

training for detecting ab

knowledge of the credit N ring and use of techniques however, most

of much data these were evaluated through pe he company respondents.
Here, of all the statements related to credit risk manag ployees responded that
employees are well aware about credit risk managem here cooperatives get

sufficient guidelines and have been able to manage th ﬁm priately for a long

management is sufficient to manage the cooperative credit risk.

Correlation analysis has been done in order to find out the relationship between credit
risk management procedure and Credit risk management. The study shows that all five
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variable namely loan portfolio management, Risk identification, Risk Analysis, Risk

Assessment and Risk monitoring has positive correlation with Credit risk management.

Regressigh analysis has been done for hypothesis testing. Through hypothesis testing,
INIS found that, three variables from credit risk management procedure namely Risk
Ana RISKYAssessment and Risk monitoring have significant positive impact on
Credit & gement. In contrast, Loan portfolio management despite of having
positive 60 @ ai’and Risk Identification despite though having negative no impact

No measuring risk management were marked insignificant.

From the study,\Loan portfolio management is marked as not significant in supporting
for credit risk martagemen®®Ris is contradictory to previous research and findings in
cooperative around the l. effective management of the loan portfolio and the credit
function is fundamentaNtase @v, and credit Cooperatives's safety and soundness
further loan portfolio manage r_;ﬁ] PIM) is the process by which risks that are inherent
in the credit process are managed angd coptrolled (Richardson D. C., 2002). Contrary to
this our study indicate that loar\peftioWo management is slightly less emphasized in
our cooperative. The research discoyegedthat 8ooperative instead of devising a definite
and fixed amount in different sector o dit focus on fund allocation to any sector that

come for credit.

Similarly, financial institution, big or sm focus on proper credit risk

identification. In many research and books thi? n highly emphasized upon. In

1984 Greene and Trieshmann stated that risk idgntificaffon is the first stage of risk
management. However, the findings don’t exactly that our research. Here,

Wii\outsider before

@ plely based on

to improper risk identification. This is contradictory to many research dene with larger

sample and bigger perimeter like that of (William, Smith, & P.C.Young, 2000).
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The study also revealed that majority agreed that risk analysis and assessment was a
comprehensive risk measurement and mitigation method used for credit risk
management. Strutt (2003) Stated that risk analysis included different analyses like
establighing acceptable or tolerable levels of risk, evaluation of risks through SWOT
analysis, g8€termine whether the risks are as low as reasonably practicable, and
determife risk feduction measures where appropriate. The study also revealed that
majority, bekies at the major approaches used in risk analysis were preparation of
contingeng $ ISkgfailure, estimating magnitude of risk etc.

Eloff, Labuschadpe, and Badenhorst, (1993) stated that active risk monitoring ensures
that effective cotinter- measures to control risks are appropriately implemented. The
results of implementing 2ducing measures are evaluated to determine if the
expectation that risk ﬂ f\reduces loss is met. Then, appropriate adjustments
must be made so that the\orga g DN remains prepared against the exposure to risks.
Thus, risk monitoring not o : vf the performance of risk reducing measures but

also serves as a continuing audit functiefa’ The research indicated that our cooperative

in the sample study have prope

evaluate the project status of the bo

The study revealed that most of the hespondents agreed that effective credit risk

management requires a reporting and revie ure to ensure that risks are

place. This is similar to the work of Hendricks arg Si 05 who stated that regular
audits of policy and standards compliance shotld jed out and standards
performance reviewed to identify opportunities for impro
organizations are dynamic and operate in dynamic e
organization and the environment in which it operate
appropriate modifications made to systems. They added that\t
should provide assurance that there are appropriate contro

organization's activities and that the procedures are understood and
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CHAPTER 5

SUMMARY AND CONCLUSION

ere male, 72% of total sample size.
There were about 40.81% femalg representative in the sample

Of the 147 responses received, thete were least people from the age group of
20-25 with 7.5% and majority from the a oup of more than 40 years with
composition of 40.1. This was follow: ageggroup of 30-35 and 35-40

with22.4% and 15.6%

respondent. Branch in charge and Extreme executives of
comprising of 19 and 31% of the respondents.
Of 147 Respondents maximum people have more than 5 years of experience. It

comprises of about 53.1% of the total respondent. This is followed by age
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category of respondents of 2-5 years, 1-2 years and finally less than 1 year with
composition of 23.1%, 14.3% and 9.5%.

e Of 147 respondents the study successfully included about 109 saving and credit

perative and about 38 multi-purpose cooperative. It comprises of 74.1% and

aving and credit and multi-purpose cooperative

f the total respondents those that believed that level of reckless lending to be

o comprises of 27 with 18.4% contribution. Similarly, almost equal
ondents assume that the level of reckless lending is 5-10% or 10-

tituting about 17% in each category. Finally least people assume that

the level of reckless lending to be above 50%. It only represents about 4%

however, 24 cooperative i
impart loan
e Of the total respondents maximum organization respond that they process loan
in 6-8 and 3-5 days. This composites,of d 33.3% of the total responses.
12-14 and 15-17 days for

% of the total respondents

There are very few organization that regir
processing of the loan. It composites of 1
finally, only 3 organizations said that the nd more than 21 days

for processing of the document
5.1.2 Descriptive Statistics

e Here it was found that most respondents presented quite\satisfi€@#rasult in terms

of variables Loan Portfolio management. Here in all the g elatéd to Loan
portfolio management the respondent have replied to the a upper
limit such that the average of the esponse

3.99((3.86+3.40+4.67+4.20+3.388+4.435)/6). This suggests that most

organizations agree to the idea that there is need of loan portfolio management.
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5.1.3 Correlations

The relationship between the credit risk management an

management show positive relation between them. In other wo

Similar to Loan Portfolio management. The Risk Identification also show
similar result. As per this result there are most organization who strongly agree

to the idea of risk identification being important for credit risk management.

2re majority of the responses are strongly agreed. The average of all the

to the most statemeqt i ‘ﬁg apalysis. Here the average of the study related to
the variable is ((4. +44. +4.40+3.75)/5 =4.375. This means that
respondents are strong to idea of risk assessment for credit risk
management.
Lastly in case of study o pendent variables Risk monitoring most
statements were highly agreed upon. That means to say that the average of the
study resulted to ((4.528+4.48+4.36+2 25)/4=)=4.137. It means that

most respondents strongly agree to id pef monitoring for proper credit

+

risk management.
In case of dependent variable, Credit ri fhent respondents have
consistent result. This gives out an average 0 means to say that
there are people mostly strongly agreeing to ce of credit risk

management in the organization.

@ yrtfolio

e Loan

Portfolio management increases the level of credit risk management also increases.
In other words, with 1 percentage increase in effort towards loan portfolio

management there is 0.647 increases in credit risk management.
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e The relationship between the credit risk management and Risk Identification shown
positive relation between them. In other words as the Risk identification increases

the level of credit risk management also increases. In other words, with 1 percentage

inefease in efforts towards risk identification there is .0.651 increases in credit risk

n other words, with 1 percentage increase in risk

monitoring there is .69, ingreasesgn credit risk management.
5.1.5 Coefficient

The study presented the impact relgtiofn of credit risk management procedure on
+ 0.062X1- 0.064X2+ 0.294X3+ 0.313X4+

k Management, , X1 = L P = Loan Portfolio,

i-ynalysis, X+ =R S= Credit risk

Credit risk management as Y= 0.
0.313Xs+ el where Y= CRM = Credit
, X2 = R | = Risk ldentification, X3 = R
Assessment, Xs= R M = Credit Risk Monitori

5.1.4 Hypothesis

Hi: There is no significant relationship between Loan portfol

risk management

H>: There is no significant relationship between Risk identificati it risk

management

Ha: There is significant relationship between Risk analysis and credit risk management
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Hs:  There is significant relationship between Risk assessment and credit risk

management

Hs: e is significant relationship between Risk monitoring and credit risk

for all questionnaires for each of the filed indicates an excellent
reliability of the @ntire questionnaire. The overall reliability of the study was more than

major objectives, hypothesis were d and research questions was made for this

study.

This study has employed descriptive and cays ct research design to deal with

respondents.

For the data analysis purpose, both descriptive as well as inferential statistics were used
to analyses the data. Frequencies, percentage, mean and standard deviation are used

under descriptive statistics to describe the nature and characteristics of the data and
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correlation as well as regression analysis are used under inferential statistics to draw

the inference and hypothesis testing.

The s shows that five variable namely loan portfolio management, risk
identifigatiop, risk analysis, risk assessment, and risk monitoring have positive
correlatig credit risk management. Through hypothesis testing, it is found that,
three Yg $ sk analysis, risk assessment and risk monitoring have significant
positive @ credit risk management. In contrast, loan portfolio management
despite of having#positive impact is marked insignificant and risk identification having

negative impast ¥ also marked insignificant.

The goal of this stidy wasgt@igapact the light on credit risk management procedure for
credit risk management.\I hig research helps to understand the level and impact of credit

risk management procedyurgse 't risk management

5.3 Recommendations \ /

This research aimed to understangd of credit risk management procedure on

credit risk management of the coop# al. Not much research have been done
to understand and relate the identifiéd variable on the credit risk management.
However, this research is also suitably‘and efficiently performed in secondary data

base. The secondary data based analysis is Mo and effective. That being said,

the primary and secondary approach of the regear bined could have been even

more fruitful

The study helps to understand the level of awarenesSs an es, basic idea about the

simple techniques followed in the cooperative during

organization for credit risk management was shared with anothe
cooperatives were made aware that some expert cooperatives p
document the inventory and sales level of the borrower to ensure his
pay. Similarly, some cooperative also secretly inquire about the moral background of
the borrower in and around neighborhood to ensure moral stand of the borrower. This

sharing of information by a data collector was the most important part of the research
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Apart that the study is helpful to cooperative, regulator and customers to understand the
level of credit risk management. At present many cooperative organizations are aware

and so take credit risk management as sensitive part of the operation of organization.

direction\fo ire research. This study infer the impact of credit risk management
procedure risk management. As like other study, this study also have some
limitations an wbacks. Based on all the limitations, drawbacks and findings, this
study recommengs following points for further study and make this field more
comprehensive.
e This study ta ideration only cooperative sector, however, a
comparative study, of c ative sector and other financial institution could

have given a detail a dication about what is missing. Therefore, it is
recommended to consi ea of sector business in further study.
e Moreover many self-visitad c e did not prefer to talk much about the
credit situation in cooperativg and Idynot entertain the survey. Personally, it
felt like cover-up for something wrong. Further the reluctance of the
organization to provide the annual, report, easily distributed in annual general

meeting, indicated something fishy. commended to investigate the

e This study takes in consideration the prim nly. Though the study
initially aimed to take in reference both prima @ dary data, because
the reports were not easily made available the reSear n consideration

consider respondents if possible evenly from all around Nepal and equally from
every type of cooperative all over Nepal
e This study considers employees from cooperative sector. Though it was initially

planned to interact with only credit managers and above the pandemic lockdown
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forced to use collect data from anyone available in the organization. Similarly,
phone calls were made and relationship based efforts were used to collect data

from anyone associated in cooperative as organizer. It is recommended for

ther researcher to include professional people who have greater tenure and

go€rtise largely.

with other cooperative. This ensures that no s wer will apply for credit

from many cooperative based on trust. This explored by the

regulatory authority and proper database must be Yai ccessible by all

the cooperatives.
5.4 Future of Credit Risk Management

The future of credit risk management in cooperative seems bright. shows
that cooperatives arte aware about the techniques and procedure despite not all
following them by the book. Some cooperative have devised plan and strategies to

investigate and tackle the credit risk. Association and member gathering ensures proper
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sharing of information and training about different procedures and techniques of credit

risk management in cooperative.

| persopally hope, the information about procedure and way out different cooperative

e credit risk in cooperative that | have shared over my data collection

de slight impact on the awareness of credit risk management in

nd resource constraint as the study has to be completed within

eframe.

relationship as expect
5.5 Suggestions for further studfes

Scope of research is widened by constant inquiry and search on the matter. So Future
studies also need to be carried out on different places. However, Research on the matter

of credit risk awareness and management is y in Nepal and so needs further

attention.

This study focused on the credit risk managemen 'dugesn cooperative in Nepal
and the data and findings are depicted above. The firdin ggests that cooperative
are well aware about the credit risk management procediye %

understand the situation of credit risk management procedure and awareness and if it’s

same in reference to type and size of cooperative.
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ANNEX |

QUESTIONNAIRE

edit Risk Management in Co-Operative

ns in Nepal: A study of risk management
procedure awareness
Dear Respond (

I have been condycting ey on “Credit Risk Management in Co-Operative
Organizations in Nepal: @» risk management procedure awareness” particularly

%

among the cooperative 0 n Nepal who are involved in credit lending activity

in the economy. This stu agbeing conducted under the supervision of my

respected teacher.

This survey is not a test, but attempts er the opinion of professionals. It takes

about 10 to 12 minutes to complete\ R einstructions carefully. 1 would like to

ensure that your responses would bé\used only at the aggregate level and kept

—7
%
Q
©

confidential at the individual level.

Thank you for participation.

Pratik N Panta
Student of MBA
Apex College

Kathmandu
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1. Gender: Male () Female ()
2. Age

rs () 35-44 years () 45 - 54 years () 55 - 64 years () 65 years and above ()

yourthighest qualification achieved?
Diplom Degree () Masters () others (please specify.............. )
4. What is

urrent designation within the cooperative?

Credit Manager
others (please spéCity. N ......... )

() Branch Manager () Managing Director ()

5. How many years ha

1 -5 years @) 11-15years () 16-20 years ()

21 years and above ()
6. Types of Credit Advanced

........ multi-purpose cooperative

.............. Agriculturalcooperative

7. What is your view about level of reck ss; ifng in present in cooperative
organization (reckless lending is related to lendi ors without much scenario
evaluation, document processing, and because , favoritism or other

circumstances)

......... 0-5% .......5-10% ...........10-15%

e Influence from outside forces ( outsiders influences and coerc
e Inside dealing with management and high authorities

e Related parties forgery and fabrication of credit need and prospect
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e High pressure on organization to maintain reputation , resulting no rejection to
creditors/ borrowers
e Lack of credit risk management knowledge to employee and staffs

gh pressure in financial market to lend for survival

3-5
e 6-8
e O-11

o 12-14
o 15-17
e 18-20
o 21 &over

10. What is the Minimum Condition$, for being a credit Member in the organization

(For borrowing from the organization?)

Be literate

e Not holding any political post
e At least twenty years old
e Regular earning capacity

e Must be member of the cooperative group

Strongly Agree-5  Agree -4 Neutral-3 Disagree — 2
-1
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Loan Portfolio Management

S.N

Particular

rganization allocates sufficient fund in different loan

LP2

LP3

LP4

LP5

LP6

Loan portfolio management is\a major part of credit risk

management.

N7

Credit Risk Identi%o

S.N

Particular

\

RI1

Risk identification is a major part of credit risk ma&

RI2

Credit risk identification helps management to develop i

management strategy to diverse and allocate resources.

RI3

Credit managers majorly contributes to identify the risk in the

credit activity
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R4

Our cooperative relies on references and guidance from

senior management and BFIS expert’s in risk identification

RI7

To facilitatecredi identification a substantial degree of

standardizatio nd documentation is required.

k Analysis

S.N

Particular \

RA1l

Analysis of risk helps credit \gepartment to develop risk
management strategy and henge better allocation of

resources

RA2

Credit Risk analysis is the process

forecasting the outcome of credit

RA3

Risk analysis involves estimating the magni

consequences

RA4

Our cooperative requires SWOT analysis of project fro

borrower as part of Risk Analysis.

RA5

\
Our cooperative takes consultation and guidance from

experts as part of our credit risk analysis
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RAG

Our organization prepares contingency of dispersed loan as

credit risk analysis method.

Credit Risk Assessment

S.N

RS1 | Our erative reviews borrowers income before providing
credit

RS2 | Credit risk Assess ensures efficient credit worthiness of
borrowers

RS3 | Our organization sideration past repayment
records of borrower bgfor ing credit.

RS4 | Our organization takes i on financial integrity
(collateral security, persona of borrower before
granting loan.

RS5 | Our organization inquires about mokals of borrower
before granting loan.

Risk Monitoring \

S.N | Particular \

RM1 | Our cooperative regularly reviews borrowers project stat

after credit dispersion

RM2 | Risk monitoring ensures that appropriate controls and

responses are in place.
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RM3

our organization have proper training to detect

abnormalities at an early stage

Credit risk management

Particular\

S.N

CRM1 | Employees in 0 ion are well aware about the
need of credit risk Mana in our business

CRM2 | There are sufficient \tog guidelines in our
organization to manage crédit g

CRM2 | Our organization have been able to successfully manage
credit risk for long time

CRM3 | Our organization follows every poNl delines
marked by our regulators in managementof

CRM4 | Our cooperative regularly emphasizes on credit
as part of credit risk management

CRMS5 | Our employees need regular and timely trainin

assistant to manage credit risk in the organization
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