A Study On
Capital Adequacy of Nepalese Commercial Banks
(Based on Basel-II implementation in Nepal)

[image: image1]
Submitted By:

Mr. Ram Hari Sedhain

Regd. No.: 7-2-39-126-2002

Campus Roll No. 143/063

Submitted To:

Research Department

Nepal Commerce Campus, Minbhawan

Faculty of Management

Tribhuwan University
In partial fulfillment of requirement of the degree of 
Master in Business Studies
January, August-2009
RECOMMENDATION

This is to certify that the Thesis Submitted by

Mr Ram Hari Sedhain
Entitled

Capital Adequacy of Nepalese Commercial Banks
Has been prepared as approved by this department in the prescribed format of Faculty of Management. This thesis is forwarded for examination.

...................................         
    
     

 .
               

Date...............
VIVA-VOCE SHEET

We have conducted the Viva-Voce examination of the thesis

Presented By

Mr. Ram Hari Sedhain
Entitled
Capital Adequacy of Nepalese Commercial Banks
And found the thesis to be original work of the student and written according to the prescribed format. We recommend the thesis to be accepted as partial fulfillment of the requirements for the Degree of the Masters of Business Studies (MBS).

Expert Committee

Chairperson, Research Committee
………………………

Member (Thesis Supervisor)

………………………

Member (External Expert)


………………………

Date: ……………

ACKNOWLEDGEMENT

The research work entitled ‘Capital Adequacy of Nepalese Commercial Banks’ is a Master Degree thesis prepared to fulfill the partial requirement of the Master of Business Studies (MBS), Tribhuvan University, Nepal. The main objective of this study is to assess the capital adequacy of selected commercial banks accordance with the national standard. It also attempts to find the difficulties in maintaining capital standard as prescribed by NRB to meet international standard. For preparing this thesis, I got a lot of help, co-operation and inspiration from various persons.


Firstly, I would like to express my sincere gratitude to my respective teacher Dr. Bihari Binod Pokharel, Head of the Research Department, NCC, for his valuable inspiration, inducement and guidance throughout the work. I am thankful to my thesis supervisor Mr. Rajesh Gurung whose proper guidance and direction made it possible to complete the thesis. I am also thankful to the staffs of Selected Commercial Banks for providing the necessary data, information, suggestions and help during the study period.


Finally, I express thanks to my Brothers Bishnu, Santosh & Gopi along with my friends Nirajan,  Rupesh, Fanindra, and Dinesh for their credible help and co-operation.

Auguest, 2008
……………….......

Ram Hari Sedhain
Kathmandu, Nepal.
DECLARATION

I hereby declare that the thesis entitled "Capital Adequacy of Nepalese Commercial Banks" submitted to Nepal Commerce Campus, Faculty of Management, Tribhuvan University, is my original work in the form of partial fulfillment of the requirements for the Master of Business Studies under the guidance and supervision of Dr. Bihari Binod Pokharel and Mr. Rajesh Gurung.

………………………

                      Ram Hari Sedhain
        Researcher

    Nepal Commerce Campus


Exam Roll No: 2094
      Campus Roll. No: 143/063
Table of contents:

VIVA-VOCE SHEET

RECOMMENDATION

DECLARATION

ACKNOWLEDGEMENT

TABLE OF CONTENTS

LIST OF TABLES 

LIST OF FIGURES

ABBREEVIATIONS 

1Chapter 1:   INTRODUCTION

-12
11.1
Background


61.2
Introduction


81.3
Statement of Problem


101.4
Objective of Study


101.5
Methodology


111.6
Significance of the Study


121.7
Limitation of the Study


13Chapter 2:  LITRATURE REVIEW

-59
172.1
Eligible Capital and Their Components:


172.1.1
Core Capital (Tier-1)


192.1.2
Supplementary Capital (Tier-2)


222.2
Capital Funds


222.3
Minimum Capital Requirements


232.4
Credit Risk


242.4.1
Simplified Standardized Approach (SSA):


332.4.2
Credit Risk Mitigation:


382.5
Operational Risk:


402.5.1
Basic Indicator Approach


432.6
Market Risk:


442.6.1
Segregation of Market Portfolio


452.6.2
Net Open Position Approach:


472.6.3
Computation of Risk weight:


472.7
Review Process:


492.7.1
Internal Capital Adequacy Assessment Process


532.7.2
Supervisory Review


572.7.3
Supervisory Response


582.8
Review of Related Articles and Journals.


592.9
Review of Previous Studies


62Chapter 3: RESEARCH METHODOLOGY

-64
623.1
Research Design:


623.2
Population and Sample:


633.3
Nature and Sources of Data


633.4
Means of Presentation and Demonstration the Data


633.5
Tools for Analysis


65Chapter 4: Presentation and analysis of data

-107
654.1
Capital Standard of Nabil Bank Limited


664.1.1
On Balance Sheet and Off Balance Sheet Exposure of NABIL


674.1.2
Risk Weighted Exposure for Credit Risk, Operational Risk and Market Risk.


704.1.3
Core Capital of Nabil Bank Ltd.


724.1.4
Supplementary Capital of Nabil Bank Ltd.


744.1.5
Capital Adequacy of NABIL


774.2
Capital Standard of Bank of Kathmandu (BOK)


784.2.1
On Balance Sheet and Off Balance Sheet Exposure of BOK


804.2.2
RWA for Credit Risk, Operational Risk and Market Risk of BOK


824.2.3
Core Capital of BOK:


844.2.4
Supplementary Capital of BOK


854.2.5
Capital Adequacy of BOK


874.3
Capital Standard of Siddhartha Bank Limited


874.3.1
On Balance Sheet & Off Balance Sheet Exposure of SBL


884.3.2
RWE for Credit Risk, Operational Risk and Market Risk.


904.3.3
Core capital of Siddhartha Bank Ltd.


914.3.4
Supplementary capital of Siddhartha Bank Ltd.


934.3.5
Capital Adequacy of Siddhartha Bank Ltd.


944.4
Comparative Analysis of Sampled Banks:


964.5
Analysis of the Commercial Banking as a Whole:


1004.6
Analysis of Primary Data


1034.7
Major Findings of the study:


108Chapter 5: Summary, Conclusion and Recommendation
 
-113
1085.1
Summary


1105.2
Conclusion


1135.3
Recommendations:


Bibliography
APPENDICES




List of Tables

Table No.
Page No.






65Table 1: 
Standard Capital Rations to be maintained


66Table 2: 
On Balance Sheet and Off Balance Sheet Exposure of NABL


68Table 3: 
Credit Risk Weighted Exposure of NABIL on 2008


69Table 4:  
Total Risk Weighted Exposure of NABIL in 2008


70Table 5:  
Core Capital of NABIL On July 2008le


73Table 6: 
Supplementary capital of NABIL in 2008


75Table 7: 
Capital Adequacy of NABIL for last five years


78Table 8 : 
On Balance Sheet and Off Balance Sheet Exposure of BOK


81Table 9: 
Credit Risk Exposure of BOK


83Table 10:
Core Capital of BOK from 2004 to 2008


84Table 11: 
Supplementary Capital of BOK from 2004 to 2008


85Table 12: 
Capital Adequacy of BOK From 2004 to 2008


88Table 13: 
On Balance Sheet & Off Balance Sheet Exposure of SBL


89Table 14: 
Risk Weighted Exposure of SBL for Credit Risk in 2008


91Table 15:  Core capital of SBL from 2004 to 2008


92Table 16: 
Supplementary capital of SBL from 2004 to 2008


93Table 17: 
Capital Adequacy of Siddhartha Bank Ltd.


94Table 18: 
Comparative Analysis of Capital Adequacy


99Table 19:  Soundness Indicators of Commercial Banking System




List of Figures

Figure No.
Page No.

67Figure 1: 
Risk Weighted Exposure of  Nabil Bank Ltd.


70Figure 2: 
Total RWA of NABIL in 2008


72Figure 3: 
Core Capital of NABIL


74Figure 4: 
Supplementary Capital of Nabil Bank Ltd.


76Figure 5: 
Percentage Increase in Capital Fund During Study Period.


77Figure 6: 
Capital Composition of Nabil Bank from 2004 to 2008


80Figure 7: 
RWA of BOK From 2004 to 2008


82Figure 8: 
Risk Weighted Exposure of BOK


86Figure 9: 
Tier-I and Tier-II Capital of BOK From 2004 to  2008


89Figure 10:
Composition of RWE of SBL in 2008


93Figure 11: 
Composition of Capita fund of SBL


95Figure 12: 
Composition of Capita fund of SBL


97Figure 13: 
Percentage Increase in the balance sheet components of commercial banks (%)


98Figure 14: 
Composition of Liability of Commercial Banks


99Figure 15: 
Trend of Capital Fund and NPL of Commercial Banking System



A Thesis





……………………………


Mr. Rajesh Gurung


(Thesis Advisor)





……………………………


Dr. Bihari Binod Pokharel


(Head of Research Department)





……………………………


Campus Chief 








