Capital Adequacy of Commercial Banks in Nepal
(A comparative study of Nabil Bank limited and Siddhartha Bank
Limited)

By
Santosh Kaini
Shanker Dev Campus
T.U. Registration No: 7-2-32-842-2004
Roll No.: 1644/2064

A Thesis Submitted to:

Office of the Dean
Faculty of Management
Tribhuvan University

In the Partial Fulfillment of the Requirements for the Degree of
Masters of Business Studies (MBYS)

Kathmandu, Nepal
Jan 2012



RECOMMENDATION

Thisisto certify that the Thesis

Submitted by:
Santosh Kaini
Entitled:

Capital Adequacy of Commercial Banksin Nepal

(A compar ative study of Nabil Bank limited and Siddhartha Bank Limited)

has been prepared as approved by this Department in the prescribed format of the Faculty

of Management. Thisthesisis forwarded for examination.

Joginder Goet  Prof.Bishweshor Man Shrestha Asso. Prof Ruchila Pandey
Supervisor Head of Research Department Acting Campus Chief

Date ...ooveeee



VIVA-VOCE SHEET

We have conducted the viva-voce examination of the thesis presented
By
Santosh Kaini

Entitled

Capital Adequacy of Commercial Banksin Nepal
(A comparative study of Nabil Bank limited and Siddhartha Bank Limited)

And found the thesis to be the original work of the student and written according to the
prescribed format. We recommend the thesis to be accepted
as partial fulfillment of the requirement for the Degree of
Master of Business Sudies (M.B.S)

Viva-Voce Committee:

Head Research Department: s
Member (ThesisSuUpervisor): e

Member External Expert:

Date ...oovveiiii i,



DECLARATION

| hereby declare that the work reported in this thesis entitted Capital Adequacy of
Commercial Banksin Nepal (A comparative study of Nabil Bank limited and Siddhartha

Bank Limited) submitted to Shanker Dev Campus, Tribhuvan University is my original work. It
is done in the form of partial fulfillment of the requirements for the Master degree in Business
studies under the supervision and guidance of Mr. Joginder Goet of Shanker Dev Campus of

Tribhuvan University.

Santosh Kaini
Researcher
Shanker Dev Campus



ACKNOWLEDGEMENT

This study has been undertaken to assess the Capital Adequacy Assessment of Commercial
Banks in Nepal (With reference to Nabil Bank Limited and Siddhartha Bank Limited)
under partia fulfillment of the requirement of Master's Degree.

| would like to express my Sincere gratitude to my respected supervisor Mr. Joginder Goet for his
continuous guidance and supervision. The report in this form is the result of his inspiring and
invaluable guidance and supervision.

In this regard, | also would like express my sincere gratitude to all staff member of Shanker Dev
Campus and Central Library who helped me directly and indirectly in course of review of
literature. Likewise, the staff of NABIL Bank and Siddhartha Bank Limited, who helped me for

collection of Primary aswell as secondary data..

Santosh Kaini



TABLE OF CONTENTS

RECOMMENDATION
VIVA-VOCE SHEET
DECLARATION
ACKNOWLEDGEMENT
TABLE OF CONTENTS
LIST OF TABLES

LIST OF FIGURES
ABBREVIATIONS

CHAPTER |: INTRODUCTION
1.1 Background

1.2 Introduction

1.3 Statement of the Problem

1.4 Objective of the Study

1.5 Research Methodology

1.6 Significance of the Study

1.7 Limitation of the Study

1.8 Chapter Plan

CHAPTER-II REVIEW OF LITRATURE
2.1 Conceptual Frameworks
2.1.1 Eligible Capital and Their Components
2.1.1.1 Core Capital (Tier-1)

2.1.1.2 Elementsof Tier-1 Capital

2.1.1.3 Eligible deductions from Core Capital (Tier-1)
2.1.1.4 Supplementary Capital (Tier-2)

2.1.1.5 Elementsof Tier-2 Capital
2.2 Capital Funds

Page No

1-14

11
11
12
13
13

15-66
15
19
20
20
21
22
22
24



2.3 Minimum Capital Requirements

2.4 Credit Risk
2.4.1 Simplified Standardized Approach (SSA)
2.4.2 Credit Risk Mitigation
2.4.2.1 Minimum Condition for Eligibility
2.4.2.2 Eligible Collaterals

2.4.2.3 Methodology for using CRM
2.5 Operational Risk

2.5.1 Basic Indicator Approach
2.5.1.1 Components of Gross Income
2.5.1.2 Computation of Operational Risk Weight
2.6 Market Risk
2.6.1 Segregation of Market Portfolio
2.6.2 Net Open Position Approach
2.6.3 Computation of Risk weight
2.7 Review Process
2.7.1 Internal Capital Adequacy Assessment Process
2.7.2 Supervisory Review
2.7.3 Supervisory Response
2.8 Review of Related Articles and Journals
2.9 Review of Previous Research Works
2.10 Research Gap
CHAPTER IIIRESEARCH METHODOLOGY
3.1 Research Design
3.2 Population and Sample
3.3 Nature and Sources of Data
3.4 Means of Presentation and Demonstration the Data

3.5 Toolsfor Analysis

24
25
26
36
37
39

40
41

43

46
46
47
48
50
50
52
56
60
62
62
66

67-69
67
67
68
68
68



CHAPTER IV PRESENTATION AND ANALYSIS OF DATA70-104

4.1 Capital Standard of Nabil Bank Limited 70
4.1.1 On Balance Sheet and Off Balance Sheet Exposure of NABIL 71
4.1.2 Risk Weighted Exposure for Credit Risk, Operationa Risk and Market Risk 73
4.1.3 Core Capital of Nabil Bank Ltd. 76
4.1.4 Supplementary Capital of Nabil Bank Ltd 79
4.1.5 Capital Adequacy of NABIL 82
4.2 Capital Standard of Siddhartha Bank Limited 85
4.2.1 On Balance Sheet & Off Balance Sheet Exposure of SBL 86
4.2.2 RWE for Credit Risk, Operational Risk and Market Risk. 87
4.2.3 Core capital of Siddhartha Bank Ltd. 88
4.2.4 Supplementary capital of Siddhartha Bank Ltd 90
4.2.5 Capital Adequacy of Siddhartha Bank Ltd 91
4.3 Comparative Analysis of Sampled Banks 92
4.4 Analysis of the Commercial Banking as a Whole 93
4.5 Mgor Findings of the study 100

CHAPTER V: SUMMARY, CONCLUSSIONS AND

RECOMMENDATIONS 105-111
5.1 Summary 105
5.2 Conclusions 107
5.3 Recommendations 109

BIBLIOGRAPHY
APPENDI X



LIST OF TABLES
Table No

Table: 4.1Standard Capital Rations to be maintained

Table: 4.20n Balance Sheet and Off Balance Sheet Exposure of NABIL

Table: 4.3Credit Risk Weighted Exposure of NABIL on 2010
Table: 4.4Tota Risk Weighted Exposure of NABIL in 2010

Table: 4.5Core Capital of NABIL On July 2010

Table : 4.6Supplementary capital of NABIL Bank in 2010

Table: 4.7Capital Adequacy of NABIL for last five years

Table: 4.8 On Balance Sheet & Off Balance Sheet Exposure of SBL
Table: 4.9 Risk Weighted Exposure of SBL for Credit Risk in 2010
Table: 4.10 Core Capital of SBL from 2006 to 2010

Table: 4.11 Supplementary capital of SBL from 2006 to 2010
Table: 4. 12Capital Adequacy of Siddhartha Bank Ltd.

Table: 4.13 Comparative Analysis of Capital Adequacy

Table: 4.14 Soundness Indicators of Commercial Banking System

Page No

70
71
74
75
77
80
82
86
87
89
90
91
92
95



LIST OF FIGURES

FigureNo Page No
Figure: 4.1Risk Weighted Exposure of Nabil Bank Ltd. 72
Figure: 4.2Tota RWE of NABIL in 2010 76
Figure: 4.3Core Capital of NABIL 78
Figure: 4.4Supplementary Capital of Nabil Bank Ltd 81
Figure : 4.5Percentage Increase in Capital Fund During Study Period 83.
Figure : 4.6Capital Composition of Nabil Bank from 2006 to 2010 84

Figure : 4.7Composition of Liability of Commercial Banks 94



C.V.
CB
COD
FY
i.e
JVBs
LDO
LLP
NABIL
NO.
NRB
OBS
P.Er

RBB
ROA
Rs
RWA
S.D
SBL
T.U.

ABBREVIATIONS

- And
: Coefficient of Variation
: Commercial Bank
: Cost of Deposit
: Fiscal Year
:Thatis
: Joint Venture Banks
: Loan, Discount and Overdraft
: Loan Loss Provision
: Nabil Bank Limited
: Number
: Nepal Rastra Bank
. Off- Balance Sheet
: Probable Error
: Coefficient of Correlation
: Coefficient of Determination
: Rastriya Banijya Bank
: Return on Assets
: Rupees
: Risk Weighted Assets
: Standard Deviation
: Siddhartha Bank Limited

: Tribhuvan University



