CHAPTER -l
1. INTRODUCTION

1.1 Background of the study

The economy of Nepal is survived by agriculturaltse Over 75% of the population
is dependent on the agriculture. The agriculturetasecontributes over one third
portionto the GDP of the country. Therefore, major conaitn of government of
Nepal has been laid on development and advanceshegricultural sector. But, still
there has always been scarcity of adequate capithls sector. To some extent, the
establishment of Agriculture Development Bank hasviged the support for the
farmers to raise the required capital. Also, vasiquograms like microfinance
programs; cooperative programs have been introducedrious villages of Nepal,

which have been providing financing support to Iqguople.

While talking about the capital formation, commatdbanks play major role on it.
Capital is one of the most important componentsdiororganization. Actually, no
organization can exist without capital. Without ialpit is not possible to set up any
type of business whether it is a general store driga business house. Every
organization is started with a zero position anty @omes into existence when the
promoters, owners or shareholders finance onveagure capital. Every organization

should have enough capital to run business.

Although the banks are the major source of capit@ly also have to raise capital to
run business. Especially, the bank capital hagfgignt role to play as the banks have
obligations towards mass people called as depssiidius, the banks should hold
adequate capital to secure the interest of depesi@apital adequacy has become one
of the most significant factors for assessing thensness of banking sector. Raise
and utilization of funds are the primary functioos commercial banks. As such,
commercial banks collect a large amount of deposisn general public. The
depositors think that depositing their money inaalbis safe and relaxing. But, what
does happen if the bank does not have enough cdpitds to provide a buffer

against future, unexpected losses? Therefore, thast be sufficient fund to protect a



bank’s depositors and counterparties from the rigkes credit and market risks.
Otherwise the banks will use all the money of dépos in their own interest and
depositors will have to suffer loss. In current slafMRB, the regulator of banks and
financial institutions of Nepal, has compelledisure the individual depositors up to

two lakhs through DCGC for all classes of finanamstitutions.

After the restoration of multiparty democracy, seveommercial banks made ways
to conduct business in Nepal. At present, commieb@aaks hold a large share of
economic activities of the country. Stock market baen dominated by commercial
banks since more than a decade. Every day, weesamest of stock transactions are
related with commercial banks. Not only in the ktocarket, but commercial banks
have also been major contributors to the revenugh@fcountry. They have been
paying a large amount of tax every year. Bankingiasehas become a mainstay of the

economy of the country.

Establishment and operation of commercial banksresently governed by Banking
and Financial Institution Act (BAFIA), 2063 BS. Hewer, Nepal Rastra Bank
(NRB), as a regulatory body for banks and finanmiatitutions, has right to specify
the capital requirements, and other requiremengsngthe central bank of Nepal,
NRB has the responsibility to give special attemtio the interest of depositors. The
commercial banks of Nepal have collected more fRan1,076,629 million, money

from depositors in Mid - July, 2012. Commercial Barhold around 81% of total

deposit of financial system of Nepal. Such a bigpant of money should have to be
secured and NRB has the major responsibility tdqetoit. (Source: banking and

financial statistics of NRB Mid July 2012)

In March 2001, NRB issued various directives anenhtimodified directives to be
complied by all commercial banks of the country.eTdlirectives consist of nine
volumes. The NRB directive no. 1 includes the @pidequacy norms for
commercial banks indicating the requirement of r@aiing capital fund to the
prescribed ratios. These directives are based emtarnationally accepted norms of
Basel Committee. The Basel Committee on BankingeBugion is a committee of

banking supervisory authorities, which was establisby the central bank Governors



of the Group of Ten countries in 1975. It consistsenior representatives of bank
supervisory authorities and central banks from Behy Canada, France, Germany,
Italy, Japan, Luxembourg, the Netherlands, Swedswjtzerland, the United
Kingdom and the United States. It usually meetsthat Bank for International
Settlements in Basel, Switzerland, where its pesnarsecretariat is located. The
Basel Committee issued Basel Capital Accord in 198® Basel Capital Accord was
implemented worldwide by 1992, which is presentty gractice. All commercial
banks of Nepal within the Basel Il - capital adegu&ramework should adopt the
prescribed approaches by Mid July 2008 (Fiscal Y2€45/066).(Source: www. and

www.nrb.org.np

Capital Adequacy Ratio (CAR)

Capital adequacy ratio is the ratio, which detessithe capacity of the bank in terms
of meeting the time liabilities, and other risksclsuas Credit risk, Market risk,

operational risk, etc. In the simple formulationbank's capital is the "cushion" for
potential losses, which protects the bank's demssior other lenders. Banking
regulators in most countries define and monitord@rddequacy Ratio to protect

depositors, thereby maintaining confidence in thanking system.(Source:

http://en.wikipedia.org/wiki/Capital adequacy ratio

1.2 Focus of the Study

The study is based on the capital fund of the baviksh is supposed to be adequate
as per the NRB directive no. 1, which is relatethvihe capital adequacy norms for
commercial banks. The norms basically emphasiz¢éherbasic requirement of the
capital fund that a commercial bank should possHss.fundamental objective of the
norms is to safeguard the interest of the depastsrper these norms; bank capital

has been divided into two categories, which areegaly known as Tier-1 and Tier-2.

At present, there are total 32 commercial banksapal. The capital fund and deposit
collection up to the end of fiscal year 2011/12 stiewn in Appendix A. Keeping in
the view of the striving commercial banks, the thasport, as case study, analyzes

the matters, issues and problems related to cdpitals of Bank of Kathmandu Ltd



(BOK) which is struggling to incline and Himalay@ank Ltd (HBL) which is
believed to be one of the strong joint-venture Isamikthe country. The thesis report is
mainly focused in accordance with the capital adeguramework of Nepal Rastra

Bank (NRB) by these commercial bankSource:.www.nrb.org.np

Concept of Commercial Banks

Financial intermediaries play significant role be tdevelopment of national economy.
They influence savings and surpluses considerablyich results investments.
Financial intermediaries collect financial resogremd supply them to the productive
sectors that boosts the trade and industry andsatdevelopment of the country's

economy.

Commercial banks are also financial intermediatiesy mediate people who save
money and who want to secure the use of money tpsiag the deposits, borrowing
funds and advancing loans. In addition to thesmamy functions, commercial banks,
collect checks and bills, open later of credit, rgnéee on behalf of customers,

undertake capital and other many activities, exghdoreign currencies etc.

"A commercial bank is one which exchanges monegosies money, accept deposits,
grants loan and performs commercial banking funstiand which is not a bank
meant for co-operative agriculture industries ar sach specific purposg’source:
Nepal Commercial Bank, Act, 2031:1)

Rosenberg (1982) has stated commercial bank asgamipation chartered either by
the Comptroller of the Currency and known as aomai bank or chartered by the
state in which it will conduct the business of bagk A commercial bank generally

specializes in demand deposits and commercial loans

Clark (1999) has defined commercial bank as baak ¢bncentrates on cash deposit
and transfer services to the general public, oftebe found on the High Street. It
may be joint-venture bank or a private bank. ConuméBanks are heart of financial
system. They hold the deposits from individualstitations, government bodies etc.
They make fund available through their lending aneksting activities to borrowers,

individuals, business firms, projects etc. Thewpde the large portion of the medium



of exchange and they are media through which moneialicy is formulated. These
facts show that the commercial banking systemradtaon is important for the smooth
functioning of the economySource: Reed/Cotler/Will/Smith, 1976:39)

In content of Nepal, commercial banks are operateter BAFIA, 2063. In addition

to Commercial Bank Act, Nepal Rastra Bank also ysn other many directives.

Background of Bank of Kathmandu Limited

Bank of Kathmandu limited is one of the finest fical institutions in Nepal which
was established in 12 March, 1996 A.D in joint weatwith Siam International Bank,
Thailand. After the termination of joint venture magement on 14th September 1998,
it is operating as domestic commercial bank fronpdese entrepreneurs. Now Bank
of Kathmandu Ltd. (BOK) is the Nepal's largest paldwned bank with 60% public
share. BOK is committed to provide products andises of the highest standards to
its customers by understanding their requirements buiting the market needs. In
pursuit to deliver the products and services oftighest standards, BOK has state-
of-the-art technology for appropriate and efficiddnagement Information System
(MIS) and rendering quality services, VSAT and Rad#ilodem for networking,
SWIFT for international trade and transfer of furaaleund the world, correspondent
banking relationships with hundreds of banks wontlbrfor effective and proficient
execution of international trade and remittancavaiets, gamut of corporate and
retail banking products and services and centrlbanking operations for better risk

management, consistent service deliveries and logeperating cost.

The corporate slogan of the bank is “We Make Yoifie Easier’. The head office of

the BOK is located in Kamaladi behind of the Nepedgya Pratishthan. Currently it
has altogether 45 branches. BOK is the pioneer ceneiad bank to establish branchs
in very rural areas like Mountain Region Jumla, Bamva-Sava, Khotang etc. BOK
was awarded withThe Banke title by The Bankers Magazine, England in 201LDA

(Source: www@bok.com.np)



Background of Himalayan Bank Limited

After the economic liberalization policy of Nepab@rnment and the financial sector
reforms in late eighties, the joint ventures conuiarbanks came into existence. In
the course of establishing foreign joint venturenatercial banks, Himalayan bank
Ltd. came into existence. It is the fourth ventaoenmercial bank in Nepal. It was
established in 1992 A.D., according to the Nepahmercial bank Act 2031. It
started its banking transaction from January, 1848 Habib Bank, Pakistan, which
is considered as one of the largest commercial bafakistan, employees provident
fund are the major promoters of Himalayan bank IBdsides Nepalese promoters
have the maximum shareholding in the Himalayan Bhtik, while proportional
rating, Nepalese private entities hold 51%, HabinlB Pakistan holds 20%,
Employees Provident Fund holds 14% and generaliqiiold 15% shares of the
bank.

The policy of HBL is to extend quality and personadl service to its customers as
promptly as possible. To extend more efficient ®®w to its customers, HBL has
been adopting innovative and latest banking teduies like, state-of-the-art
technology and modern banking tools. HBL has acctessthe worldwide

correspondent network of Habib Bank Limited for dsrtransfer, letters of credit and
any banking business anywhere in the world. BesiH&4. also has correspondent
arrangements with hundreds of internationally remedv banks like American

Express Bank, ABN Amro et¢source: www@himalayanbank.com.np)

1.3 Statement of the Problem

Each and every organization needs cash in ordbanadle daily business activities.
They have to maintain liquidity position to run soiidy. As discussed earlier,

commercial banks in Nepal are running smoothly friier establishment and they
are achieving tremendous success, voluminous paofit reputation in national and
international markets. Due to the economic insiigbiland crisis, Nepalese

commercial banks are facing lots of problems lilquibity crunch, interest rate

volatility, foreign exchange rate instability laok sector of investment etc. So, to face

this kind of instability and risks banks have to stime precaution before they lay



down. If any financial institution lay down, peogieep negative sense towards the
financial transaction with Nepalese financial ington. To solve this condition NRB
the regulatory organization of Nepalese commefmaalks implements lots of practice
and regulation with Nepalese commercial banks #ikeante money laundry system,
Basel Il guidelines and capital adequacy framewaidk Due to the high competition
at present scenario commercial banks are invegtimgore and more risky areas or
non productive area (Real Estate, Housing, Cortsbnjc for higher profit and
economic survival, so they are facing many risksctwhis defined as Basel Il
framework - market risk, operational risk and ctedsk. To avoid this risks
commercial banks are need to hold certain perceagoity capital against the risky

investments.

The main area of the study is to find out the bagkcompliance of these two

commercial banks comparatively as well as whethey fare financially healthy and

strong against risky investments. That means, tba af the study goes on to answer

the following questions.

. Whose financial health is better in terms of minmaoapital requirement and
investments?

*  Whose capital adequacy framework is efficient amet®1 NRB criteria ?

* Are they implements Basel Il guidelines as per NBgulation?

Therefore, an attempt to evaluate their financealltin and capital adequacy is studied

with a view to find out whether the banks are ecoimally and financially strong or

not and the study tries to find out the comparasitrength and weakness against the

different risks.

1.4 Objectives of the Study

The general objective of this dissertation is t@leate and compare the capital
adequacy analysis and risks measurements of Nepalesmmercial banks. The
suitable and decisive advice will be recommendethenbasis of findings from the
study to the concerned authorities for their furtliehancement. The specific goals of

this study are mentioned below.



. To analyze the capital adequacy ratio i.e. minime@pital  requirement

against its risk of selected commercial banks.

. To examine the relation of capital fund to the ottakes of bank
(Deposit/Credit)
. To find out whether the selected commercial bankkiexing the NRB

guidelines of minimum percent of capital adequaatioror not.

. To make necessary suggestions and recommendations

1.5 Significance of the Study

Analysis of capital adequacy ratio of any companyery important. Actually, on the
basis of the capital adequacy ratio we can say th@tconcerned company is
financially strong or not against risk of bankrypt®he financial report published by
the banks gives the meaningful picture to the gdnaublic regarding the financial
position of the banks. Thus, the analysis of thetagements is necessary in order to
give the full and clear-cut position and minimunuigy capital requirements of the
banks in risk and investment area. This study imipaompared the minimum equity
capital of sampled banks which indicates the pmsitf selected bank under the
study, which also encourage to improve the diffepasition and performance of the
selected banks. From data presentation and anadgearcher finds different strength
and weakness of the selective banks, which is reeamded to the banks for their
further improvement.

Banking Institutions definitely contribute and play important role for domestic

resource mobilization, economic development anchtaais economic confidence of

various segments and extends credit to people.

a) This study has multidimensional significanceparticular area of concerned
banks, which have been undertaken, that justiftesfihding out important
points and facts to researcher, shareholders, @okigaders, financial
institution, and public knowledge.

b) This study helps and justify for finding out tbapital adequacy of concerned
selected commercial banks and Government of Nepanake plans and

policies.



C) This study certainly input the policymakers aincerned selected banks for
making plans and policies of the effective banisggtem.
d) It will provide information to the general publegarding to capital adequacy

and riskiness of the selected commercial banks.

1.6 Limitation of the study

This study attempts to evaluate the comparativetalapdequacy analysis of this

selected commercial bank. The present study isr@etfrom limitation.

The limitations of study are as follows.

. The study is confined only to capital adequacy ysisl of selected
commercial banks among 32 Nepalese commercial banks
. The study only covers the last eight years datah8aonclusion drawn

upon as per six years data. The study mostly iscbas the primary and
secondary data published by these banks.

. The conclusion drawn depends upon the reliabilitgada provided.

. The research was done as per the objectives. Therdf may not be
sufficient to draw conclusions beyond the objedive

1.7  Structure of the Study

The present study is organized in such a way tiestated objectives can easily be
fulfilled. The structure of the research will trg ainalyze the study in a systematic
way. The study report has presented the systemeggentation and finding of the

research. The study report is derived in five chieptwhich are as follows:

Chapter — One: - Introduction
This chapter is the introductory framework thatlunies background of study, brief
profiles of banks under study statement of the lgrab objective of the study,

significant of the study, limitation of the study.

Chapter — Two: - Review of literature
This chapter reviews the existing literature in thkevant areas, mainly includes the
fundamental concept, NRB guidelines for Nepalesmrercial banks on capital

adequacy statement and brief review of previousares work.



Chapter — Three: -Research Methodology
This chapter deals with research methodology theludes research design, data

collection and the method of analysis and reseaadiable.

Chapter — Four: - Presentation and Analysis of Data
This chapter deals with the presentation and aisabygelevant data and information.
For this purpose various financial and statisttoals have been used to analyze and

interpret the result. Major findings of this resgaare also presented in this chapter.

Chapter-Five: - Summary, Conclusion and Recommendain
This chapter is the final chapter of the study timetudes summary of the study,
conclusion and recommendations.

Finally bibliography and appendices are represeatéde end of the study.
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CHAPTER —lI
REVIEW OF LITERATURE

2.1 Conceptual Review

This chapter is mainly based on previous booksinmig, bulletins, reports, news,
statements, thesis etc. that are indirectly reldtediterature review, many writers

have tried to focus on this subject since manysyear

2.1.1 Origin and Development of Banks

The economic activities existed in every civilioati of mankind in all over the

world. But the modern banking practice was origaégafrom Europe. The first bank
called ‘Bank of Venice’ was established in Venige 1157. Then ‘Bank of

Barcelona’ was established in 1401 and in 1407 kKBainGenoa’ was established. In
1694, the ‘Bank of England’ was established adra gtock bank.

Nepal has a long history of using of money. Historweils that the first coins
introduced in Nepal wereManank’ during the reign of the King Mandev and
Gunank during the reign of the King Gunakamdev. Afterwattie coins were
reintroduced during the reign of Amshuverma. Attee unification of Nepal, King
Prithivi Narayan Shah started the ctdiohar. The Taksarwas established in 1789
to issue coins scientifically. In 1876, during RaRa&gime, an office named
Tejarath Addawas established in Kathmandu to provide loans agalaposit of

gold and silver. But the office did not have rightaccept deposits.

To begin to the modern banking system, Nepal Bamkited was established in
1937 A.D. as the first bank of the country. NepanB Limited dominated the
financial sector of the country for almost 30 yeaishout any competitor. This
bank played a major role to boost up the Nepalessmanmy during that period.
Nepal Rastra Bank was established in 1955 A.D.esral bank of Nepal, which
was very essential for Nepalese economy. The seconumercial bank, Rastriya
Banijya Bank was established in 1965 A.D. under Rastriya Banijya Bank Act,

2022 with full ownership of the Government of Nepal
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2.1.2 Meaning of Central Bank

Central bank is the national institution that morst all financial and monetary
procedures and policies. Vaidya (1997) has stdtat the central bank is the apex

bank in a country that controls all monetary sys#m banking structure.

Rosenberg (1982) has defined the central bankbaslker’'s bank and a bank holding
the main body of bank reserves of a nation andptiree reservoir of credit. (e.g.,

Bank of England, Bank of France)

Clark (1999) has expressed the central bank as thanloften carries out government
economic policy, influences interest and exchamgesrand monitors the activities of
commercial and merchant banks. In this way it fiomst as the government’s banker

and is the lender of the last resort to the bankysgem.

Encyclopedia Britannica (2002) defines Central Baskan institution that is charged
with regulating the size of a nation's money supftig availability and cost of credit,
and the foreign-exchange value of its currency.uRegpn of the availability and cost
of credit may be nonselective or may be designethflaence the distribution of

credit among competing uses. The principal objestiof a modern central bank in
carrying out these functions are to maintain mawyedad credit conditions conducive
to a high level of employment and production, asosably stable level of domestic

prices, and an adequate level of internationalkrvese

Central Bank is an institution, which is chargedmthe responsibility of managing
the expansion and contraction of the volume of rgdnethe interest of the general
public welfare. It is also a banker's bank and hajdreserves of the country and
ultimate reservoir of credit. Hence, central baskthe regulating authority for

commercial banks, and other banks and financiétuni®ns.

As a regulatory body of all other banks and finahaistitutions, a Central Bank is
the origin of all banking policies under which #ie banks are supposed to operate.
Therefore, a Central Bank guides and assists imatipg banking system as a whole.

A central bank has full authority to interfere metbanking market i.e. to all banks in

12



terms of implementing its policies. It can penalize banks in case they go out of the
central bank’s policy or the termination of theelise and also can restrict their

working dimensions to a large extent.

A Central Bank is also important in the context do-ordinate with different
international institutions such as International ndtary Fund (IMF) etc. It works
under the supervision and guidance of such insiriub develop the monetary system

of a country.

2.1.3 History of the Basel Committee

The Basel Committee, established by the CentrakBaavernors of the Group of
Ten countries in 1975 A.D., meets regularly founds a year. It has four main

working groups, which also meet on regular basis.

The Committee's members consist of senior reprasees of bank supervisory
authorities and central banks from Argentina, Aalgir Belgium, Brazil, Canada,
China, France, Germany, Hong Kong SAR, India, Iredom Italy, Japan, Korea,
Luxembourg, Mexico, The Netherlands, Russia, SaAidibia, Singapore, South
Africa, Spain, Sweden, Switzerland, Turkey, the tehiKingdom and the United
States. Countries are represented by their celpdrsh and also by the authority with
formal responsibility for the prudential supervisiof banking business where this is

not the central bank.

The Committee does not possess any formal supoaatsupervisory authority, and
its conclusions do not, and were never intendedhave legal force. Rather, it
formulates broad supervisory standards and guieelamd recommends statements of
best practice in the expectation that individuahatities will take steps to implement
them through detailed arrangements - statutontlmraise - which are best suited to
their own national systems. In this way, the Cortemitencourages convergence
towards common approaches and common standardeuvitittempting detailed

harmonization of member countries' supervisory negpies.
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The Committee reports to the Central Bank Goveraoig Heads of Supervision of
its member countries. It seeks their endorsementit®o major initiatives. These
decisions cover a very wide range of financial @ésstOne important objective of the
Committee's work has been to close gaps in intemat supervisory coverage in
pursuit of two basic principles: that no foreigmkig establishment should escape
supervision; and that supervision should be adeqUat achieve this, the Committee

has issued a long series of documents since 1975.

In 1988, the Committee decided to introduce a ahpiheasurement system
commonly referred to as the Basel Capital AccordisTsystem provided for the
implementation of a credit risk measurement framé&woeith a minimum capital
standard of 8% by end-1992. Since 1988, this frapnkvihhas been progressively
introduced not only in member countries but alseirtually all other countries with
internationally active banks. In June 1999, the G@uitee issued a proposal for
a revised Capital Adequacy Framework. The propasgutal framework consists of
three pillars: minimum capital requirements, whiedek to refine the standardized
rules set forth in the 1988 Accord; supervisoryieen of an institution's internal
assessment process and capital adequacy; andwffese of disclosure to strengthen
market discipline as a complement to supervisorfpres. Following extensive
interaction with banks, industry groups and sumamy authorities that are not
members of the Committee, the revised framework igsgsed on 26 June 2004. This
text serves as a basis for national rule making famdbanks to complete their
preparations  for  the new  framework's implementation(Source:

http://en.wikipedia.org/wiki/Basel_Accords)

Introduction of BASEL |

Prior to 1988, there was no uniform internatioregjulatory standard for setting bank
capital requirements. In 1988, the Basel Committed3anking Supervision (BCBS)
developed the Capital Accord, which is known aseBds to align the capital

adequacy requirements applicable especially to $ankG-10 countries. Basel |
introduced two key concepts. First, it defined whanhks could hold as capital, as
well as designating capital as Tier 1 or Tier 2oadmng to its loss absorbing or

creditor-protecting characteristics. The second ¢@ycept introduced in Basel | was
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that banks should hold capital in relation to tls&g that they face. The major risks
faced by banks relate to the assets held on balsimeet. Thus, Basel | calculated
banks’ minimum capital requirements as a percentdgessets, which are adjusted in
accordance to their riskiness and assigning risghte to assets. Higher weights are
assigned to riskier assets such as corporate laadslower weights are assigned to
less risky assets, such as exposures to governmef8ource:

http://en.wikipedia.org/wiki/Basel) |

Introduction of BASEL I

The BCBS released the "International Convergenc€apital Measurements and
Capital Standards: Revised Framework", popularlgvkm as Basel I, on June 26,
2004. This framework was updated in November 20@b & comprehensive version
of the framework was issued in June 2006. Baselilds significantly on Basel | by
increasing the sensitivity of capital to key bargks. In addition, Basel Il recognizes
that banks can face a multitude of risks, rangnegnfthe traditional risks associated
with financial intermediation to the day-to-daykssof operating a business as well as
the risks associated with the ups and downs ofated and international economies.
As a result, the new framework more explicitly asates capital requirements with
the particular categories of major risks that bafiake. Almost all banking regulators
require that banks hold a certain minimum of equigpital against their risk-
weighted assets. The Basel Committee on Bank Sigp@ny a coordinating body
within the Bank for International Settlements, swes the administration of capital

reserves for central bankers around the world.

Basel Il addresses three categories of risk. Thggnait risk category (and the central
concern of the 1988 Basel Accord) is credit riskedt risk dominates traditional
banking — it is the risk that borrowers will not &ble to repay lending banks and so
will place lending banks into a liquidity or soh@n crisis. Credit risk has two
important dimensions: the probability of defaultdatihe magnitude of loss given
default. Credit risk is most relevant to those &sbeld on a bank’s ‘banking book’
(as opposed to its ‘trading book’ — where markeicgw anticipate losses

accompanying eventual defaults). The second Basaltégory addresses market risk.
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Increasingly international accounting standardsd (aonsistent national regulation)
require banks to mark assets to market prices jpssed to the historic practice of
holding assets at book values). Market risks cadildded into various subcategories,
reflecting the various sources of loss-generatimgnes. Examples include interest-
rate risk, exchange-rate risk, basis risk and rimgmaisk. The third Basel Il category
covers risks that do not conveniently fall undex finior categories. These are labeled
operation risk. Examples include risk of fraud {bgide rogue traders or outsiders),
risk of cataclysmic events (hurricanes, Septemb®y dnd, to a large extent,
counterparty and systemic risk (including old fasl®d bank runs and new fashioned
liquidity crises). It is within the category of apdion risk that many rare and most
unforeseen events are likely to develop. Withirheafcthese three categories, Basel Il
prescribes regulatory disciplines. Yet Basel Il haldiays limits to its effective
protection in mind. This is most clear in its pmiens concerning the use of bank-
designed and implemented risk systems, where amment was defined as
maintaining sufficient capital to have a definedeleof survival within a defined
period, based on the range of historical outcontesseiwed during a recent period.

(Source: http://en.wikipedia.org/wiki/Basel_|II)

2.1.4 Implementation of BASEL Il in Nepal

Before the concept of Basel Il was introduced, éhers Basel | implemented as
Capital Adequacy Guidelines. In Nepal, Basel Il wasroduced as banking
supervision and guidelines from Mid July 2007 (Bis¥ear 2064/065) and this
framework is applicable to all "A" Class financialstitutions licensed to conduct
banking business in Nepal under the Bank and Fiakmgstitution Act, 2063.All
commercial banks within the scope of this framewadiopted the prescribed
approaches within Mid July 2008 (Fiscal Year 2065)0

New Capital Adequacy Framework requires the baoksaintain minimum capital
requirements. As per the framework, Nepalese comialdranks need to maintain at
least6% Tier | capital and 10% Total (Tier | & Tier IQapital. These minimum
capital adequacy requirements are based on the bhthe risk-weighted exposures
(RWE) of the banks. The NRB format (Basel | & Il msk calculation and capital
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formation is shown irAppendix B, C, D, E, F, G and H. The capital adeguatios

of banks are monitored on a monthly basis.

2.1.5 Overview: Capital and Capital Adequacy Ratio

“Capital is a stock of resources that may be engdap the production of goods and
services and the price paid for the use of credinoney, respectively.” (Microsoft

Encarta Reference Library, 2003)

Capital adequacy ratio is the ratio, which deteasithe capacity of the bank in terms
of meeting the time liabilities, and other risksclsuas credit risk, market risk,
operational risk, etc. In the simplest formulatianhank's capital is the "cushion" for
potential losses, which protects the bank's demmssior other lenders. Banking
regulators in most countries define and monitor Cl&Rprotect depositors, thereby

maintaining confidence in the banking system.

Rosenberg (1982has defined capital in relation with banking asoagtterm debt
plus owners’ equity. The efficient functioning ofirkets requires participants to have
confidence in each other's stability and abilitytremsact business. Capital-rules help
foster this confidence because they require eaaghb@e of the financial community
to have, among other things, adequate capital. Thmtal must be sufficient to
protect a financial organization’s depositors andnterparties from the risks of the
institution's on-balance sheet and off-balancetsiiges. Top of the list are credit and
market risks; not surprisingly, banks are requit@cet aside capital to cover these
two main risks. Capital standards should be desigoeallow a firm to absorb its
losses, and in the worst case, to allow a firm itwdvdown its business without loss to
customers, counterparties and without disruptirggdtderly functioning of financial

markets.

Minimum capital fund standards are thus a vital tooreduce systematic risk. They
also play a central role in how regulators superfisancial institutions. But capital
requirements have so far tended to be simple méedianles rather than applications
of sophisticated risk-adjusted models. Such camtahdard is widely known as

capital adequacy.
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Patheja (1994) has defined banks capital as constoak plus surplus plus undivided
profits plus reserves for contingencies and otlagital reserves. In addition since a
bank’s loan-loss reserves also serves as a bubfealbsorbing losses, a broader

definition of bank capital include this account.

Clark (1999) has defined capital adequacy as leggquirement that a financial
institution (such as a bank) should have enougltatap meet all its obligations and

fund the services it offers.

Besis (1998)has claimed that capital adequacy aims at settimgmmam level of
capital as a function of risks. Thus capital shdagdisk based.

CAR is similar to leverage; in the most basic folation, it is comparable to the
inverse of debt-to-equity leverage formulationsh@ligh CAR uses equity over assets
instead of debt-to-equity; since assets are byntiein equal to debt plus equity, a
transformation is required). Unlike traditional é&xage, however, CAR recognizes

that assets can have different levels of risk.

Capital adequacy ratio (CAR), also called CapitaRisk (Weighted) Assets Ratio
(CRAR), is a ratio of a bank's capital to its ridkational regulators track a bank's
CAR to ensure that it can absorb a reasonable anoddoss and are complying with

their statutory Capital requirements.

Capital adequacy ratios ("CAR") are a measure @faimount of a bank's core capital
expressed as a percentage of its assets weiglgdid ekposures. The Basel Il rules

recognize that different types of equity are monportant than others.

Computation of capital adequacy ratio (CAR) of banls:
For computation of CAR, we need to calculate:

Tier | capital
Tier Il capital

Risk Weighted Exposures (RWE)
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Step 1: Compute Tier | capital:

Tier | capital, also known as core capital, is th@sic/permanent capital which
comprises of equity capital and disclosed resefvesnsists of-

1. Paid up equity capital

2. Statutory reserves

3. Capital reserves

4. Other disclosed free reserves

Less:
1. Equity investments in subsidiaries
2. Intangible assets

3. Current and Accumulated Losses, if any
Step 2: Compute Risk Weighted Exposures
Step 3: Compute Tier Il capital
These are not permanent in nature or, are notlyeadiilable.
Tier Il capital consists of-
1. Undisclosed reserves and cumulative perpetual gference sharesCumulative
preference shares should be fully paid and shootdcantain clauses which permit
redemption from shareholders.
2. Revaluation Reserves (RR)50% of RR only is taken in calculation of Tier I
capital.
3. General Provisions and Loss Reserves (GPLRActual GPLR or 1.25% of Risk
Weighted Assets, whichever is lower, is taken.
4. Hybrid Debt Capital Instruments- These combine characteristics of both equity
and debt. As they are more or less similar to gqtiiey are included in the Tier I
capital
5. Subordinated Debts-These must be fully paid up; unsecured, suboredthtd the
claims of other creditors, also there should be soch clause which permits
redemption. The amount of subordinate debts toakent as Tier Il capital depends
upon the maturity of debt. Subordinate Debt Instnota will be limited to 50% of

Tier | capital.
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o _ Discount Amount to be
Remaining term to maturity

Rate(%) taken in %

1.Where the date of maturity is above 5 years 0 100
2.Where the date of maturity is above 4 years 20 80
doesn't exceed 5 years

3.Where the date of maturity is above 3 years 20 60
doesn't exceed 4 years

4.Where the date of maturity is above 2 years 60 40
doesn't exceed 3 years

5.Where the date of maturity is above 1 year 80 20
doesn't exceed 2 years

6.Where the date of maturity does not exceed 1 year 100 0

Capital adequacy ratiois defined as

CAR — Tier 1 capital 4 Tier 2 capital

Risk weighted assets

TIER 1 CAPITAL= A) Equity Capital, B) Disclosed Raves

TIER 2 CAPITAL= A) Undisclosed Reserves, B) Genetalss reserves, C)
Subordinate Term Debts.

Where, Risk can either be weighted assgjsof the respective national regulator's

minimum total capital requirement. If using riskigleted exposures,

T + T
(1 > 10%.

CAR =

The percent threshold varies from bank to bankeis s/ the national banking
regulator of different countries. Before Basel Hafework introduced Nepalese
commercial banks need to maintain at least 11% rvlinn Capital Fund but as per

Basel Il framework, Nepalese commercial banks neeuaintain at least 6% Tier |
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capital and 10% Total (Tier | & Tier Il) Capitaldm FY 2065/66 These minimum
capital (Fund) adequacy requirements are basederbasis of the risk weighted
exposures (RWE) of the banks. The capital adeqrems of banks are monitored on

a monthly basig(Source: http://en.wikipedia.org/wiki/Capital _adepy ratio)

2.2 Empirical Review
2.2.1 Review of Articles and Reports

Khatiwada Y.R., (2003, April)Banking Sectors Reform in Nepal | &dmphasized
various reform measures. One of the measures wasaging capital base and
revising capital adequacy. Khatiwada stressed thgierience has shown that
undercapitalized financial institutions are the ®rithat are first attacked by the
speculators and hedgers at the time of crisis agate contagious effect on the other
institutions as well. Besides, undercapitalizedaficial institutions cannot gain
credibility and corporate growth even in normal ésn This requires that financial
institutions are adequately capitalized and possssience against attacks by dealers
and customers. In this context, the capital adeguacms are being revised upward
as per the Basel Capital Accord. But increasing dhpital base for loss making
government owned financial institutions is not easghout involving private sector

in the equity capital.

Keijser & Haas (2001)Banking theory and practickas summarized as the Basel
Capital Accord of 1988 was an important first mideee in the regulatory treatment of
collateralized transactions. However, the role @thipy risk mitigating factors in this
Accord, such as the use of financial collateraktis rather limited. The same holds
for the European directives and national regulatidarived from the Basel Accord.
The regulatory treatment of collateral has receatiiered a new phase, in the form of
the proposed revision of the Basel Accord. Theaise wider range of collateral will
be allowed in the new Accord and banks will be abbe choose either the
comprehensive or the simple approach for the treatrof collateral. Whereas the
simple approach resembles the current Basel sutistitmethodology in its treatment
of collateral, the comprehensive approach is manevative. It assigns a central role

to collateral haircuts, which may be based on baoke internal estimates of
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collateral volatility. By making a wider range oblateral available for credit risk
mitigation and making the calculation of risk-welgth assets more risk-sensitive, the
revision of the Basel Accord is intended furtheral@mn regulatory capital which

banks must hold and their actual economic riskctine.

(Lamsal.M. (2007, July)NRB Directives: Bankers Plea for Lighter Stricturdhe

Business Agetated that the commercial banks with seven duestissued in two

installments asking banks to start complying wité hew strictures by mid-July 2007
or face grave consequences. NRB claims that thesbased on the internationally
accepted banking norms of Basel committee. Lamsal dpined that banks are
expected to be disparate to meet the targets afatamlequacy norms since the
consequences the banks have to face in case ofaroplance are very strict. And
for this purpose they will have to issue additioehares, which is not possible for
them in the short-run. Or they do not prefer tofgoadditional share issue simply
because they will also have to pay the same dididenthe past to the holders of
shares so issued. This becomes the more difficultha business is not going to
expand commensurately. The difficulty is undersédobel now when every banker is

complaining of the lack of new investment projects.

Pandey L.P. (2003Capital Adequacy ratio of Commercial Banks andintpact to
depositors,stressed that one of the main objectives of a cemia bank is to
safeguard the money of depositors. With the lowitahpdequacy rate, the banks
were previously lending from the money of the dépes because the capital
comprised a very small portion of the total riskigited assets. However, the returns
the shareholders or promoters were reaping wete figh. The risk of the depositors
was too high. Pandey further put forward that adgbanking system is, therefore, a
sine qua non for maintaining financial equilibriwmthe country. And, NRB’s efforts

in this direction are really praiseworthy.

Stokes (2003)Relationship of Capital and Liquidity of Bankingc&e has mentioned
that banks hold capital in excess of reserve requents to provide a buffer against
future, unexpected losses. Such losses are braloghit by the credit, market, and

operational risks inherent in the business of legdnoney. Problems created by an

22



insolvent bank are important enough that bank egts enforce minimum capital
standards on banks in an effort to safeguard depssand ensure the ongoing
viability of the financial system. However, frombank’s perspective holding idle
capital is an expensive safeguard against riskusecthe bank’s shareholders demand
a return on their investment and idle capital pidegi no such return. For this reason
bankers and regulators can have divergent opinddomait the amount of capital a
banks should hold making the problem of determiranigank’s risk-based capital a

complex and important question.

Shah, P.B. (2005)-und Management Tool of Banking Seatoncluded that being
the central bank of the nation, Nepal Rastra Baak to be active by playing
important role for monetary and financial stabilitgentral bank should always be
eager to achieve the public faith towards bankfarahcial institutions enabling them
being disciplined, well organized, healthy and cetept by providing effective
regulation and supervision to appropriate utili@atiand mobilization of financial
resources by increasing financial saving rate hbgirmg financial stability. Also,
central bank should always be willing to safegutrd interest of depositors and
investors to accomplish the financial stability.nStant financial stability leads to the
accomplishment of monetary stability. As the tol@s monetary policy are applied
through financial sector, the efficiency of mongtaolicy depends on effectiveness
of financial sector. Balanced growth of financiat®r helps monetizing of economy.
Various drawbacks; like, managerial ineffectivenessganizational difficulty,
contrary financial situation; make the long-termabdlity of financial sector
suspicious. Failure of any one financial institatiteads the destructive impact to
whole financial sector and such impact will be spréo other countries from the
countries where capital accounts are fully conlbéti So, the concept of financial
system of the country should be boosting and hgdtthachieving higher economic
growth by steadying macro economic stability hasnbglobally supported. The
financial sector reform program in Nepal can alsatdken in the same background.
Since, it is not possible to achieve financial siigbwithout the commanding role of
regulation and supervision, new program of finansector reform program should

play role regarding structural reformation / tramefation and organizational
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structure in existing banks and financial instins by clarifying the role of

government and central bank.

Khatiwada, N.K. (2005)Banking Sectors Reform in Nepahlightened that recent
financial crisis have revealed a number of datacfcies, notably in pledged assets,
deposits held in financially weak domestic bankd @eir foreign affiliates, valuation
practices leading to bank valuation of assets bsigigificantly different from market
values and complicating assessments of the reddizablue of reserve assets.
Similarly, public information is lacking in many gotries on the off-balance-sheet
activities of the authorities that can affect fgreicurrency resources. There was a
lack of information on the authorities' financiaérivatives activities. Also was
observed that inadequate information of actual poténtial foreign liabilities of the
monetary authorities and central government. Fiahrsector reform envisages for

measures for mitigating this information and datp groblem as well.

Jeffery Atik (2009).Basel Il Frameworkhas concluded that the Basel Il Framework
was never understood to be unbreakable. Rathevast meant to address certain
probabilities of certain magnitudes. To observe fhiture of Basel Il during the
current crisis does not imply that Basel Il wasdeguate to address the risks it
anticipated. Another reconstruction of an intem@ harmonized system for bank
regulation featuring capital adequacy controls agraral tool will similarly have to
define set limits. That said there is some valuddoderived from observing rare
events. We may end up over-engineering, fightiisg)\\aars, as inappropriate amounts

of capital are drawn to cover losses that now saktoo-likely.

2.2.2 Review of Thesis Works

Pandey S., (2002Nepal Rastra Bank Directives, their Implementatioimpact on
the Commercial Banks — A Case Study of Himalayark B&d. has given conclusion
regarding the capital adequacy of HBL during higdgtperiod, i.e., as of Poush end
2058 as the capital fund of HBL stands at Rs. 1,@ilon comprising of Rs. 756
million core capital and Rs. 314 million of supplemiary capital. The total risk
weighted assets of HBL is equal to Rs. 12,690.dianil Therefore, the capital

adequacy of the bank stands at 8.43% of total wisighted assets. Core capital is
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5.96% and the supplementary capital is 2.47% afl task weighted assets. Hence,
Pandey has concluded that HBL has surplus of R&928nillion of core capital and
a shortfall of Rs. 257.08 million of supplementaapital. The standard required to be
maintained by HBL as per NRB by July 16, 2002 B%4.in each case totaling at 9%
in all. However, according to the directives, arsiadl in the supplementary capital
can be fulfilled by the surplus in core capitaleféfore, in case of HBL, the bank can
use the excess of Rs. 184.92 million core capstaampensate for the shortfall. But
still the bank requires another Rs. 72.6 million neeet the requirement of
supplementary capital. Pandey has suggested that $hBuld increase the capital
base from Rs. 1,070 million by at least Rs. 113iomilto meet the capital adequacy
ratio. For this, the bank should try to increasesiipplementary capital as it falls short
by Rs. 73 million. The bank should increase iteamapital in order to expose itself to
more credit risk.

Sapkota, U.P. (2004Fund Mobilization and Deposit Trend — Comparativedy of
SCBNL and HBLin his study on fund mobilizing policy of StandaChartered Bank
Nepal Ltd. (SCBNL), has found that liquidity positi of SCBNL was not
satisfactory. Loans and advances, cash and baakd®latio seemed too weak than
that of NBBL and HBL. Investment on share and délrenand interest earning
power on total working fund also seemed weak indd@n than that of NBBL and
HBL. The relation of investment and loans and adeanwith deposits seemed
positive and the relation of net profit with outsidssets (investment and loans and
advances) seemed positive. At last, Sapkota coedlutiat in overall condition
SCBNL seemed in satisfactory position in comparisorNBBL and HBL. Since
SCBNL used to provide less loans and advancesnmpadson to its total deposits,
Sapkota has strongly recommended for followindarkl lending policy so that more
percentage of deposits can be invested in diffepgnfitable sectors as well as
towards loans and advances as a significant fdbtsraffects the net profit of the
bank. Subsequently, a skilful administration is thest for these assets because

negligence may become a reason for liquidity casid bankruptcy.
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Shrestha, Sabitri (2004)lmpact and Implementation of NRB's Guidelines on
Commercial Banks A Case Study of NABIL Bank Ltd.Nepal SBI Bank Ltdin his
study has stated that in a situation when the iagiginancial institutions, especially
government owned commercial banks were unable pgplgwcredit timely and carry
capital market activities, private joint venturenwoercial banks have contributed a
lot. The overall performances of joint venture coencmal banks are satisfactory and
NRB has to play more active role to enhance theatipe. The analysis of liquidity
position of sample joint venture commercial bank&kil Bank Ltd., Standard
Chartered Bank Ltd. and Nepal SBI Bank Ltd.) hassfectory outcomes. Initially,
the major part of these banks was consisting oihless and industrial loan: this is the
indication of investment on productive sector. Ndews, these banks are slowly

turning towards hire purchase and housing financing

Strengthening and institutionalization of the comerad banks is very important to
have a meaningful relationship between commer@akb and national development
through shift of credit to productive industriacsas. At the same time, the series of
reforms such as consolidation of commercial bawk®cting attention to venture
capital financing, appropriate risk return tradd of linking credit to timely
repayment schedules, avoiding imperfections, ahgwilexibility in lending, one
window service from NRB, need of a strong supeovisand monitoring from NRB,
diversity scope of activities for commercial bankwofessional culture within
commercial banks, etc. All these are necessarygsare better future performance of

commercial banks that have already been establsh@drowing in Nepal.

Agrawal, S.K. (2004)Fund Mobilization of Financial Sector in Nepal -Case study
of Yeti Finance Company L{dn his study on deposit and investment positib¥ eti
Finance Company Ltd., has concluded that the mafgective of the financial
institution is to transfer capital between savet Hrose who need it. Such institutions
are established with the aim of further intensifyithe participation of assisting
industries and private sector in regular suppljuofls. Financial institutions serve as
a financial intermediaries, transfer money and sees between firm and saver that
create a new financial product. Agrawal further coented that the major classes of

financial intermediaries are commercial banks, ugaving bonds, credit unions
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and pension funds, life insurance companies armhfi@ companies. Within a short
span of time, they are showing encouraging trendhe financial sector, both in
collecting and investing funds. They are able @ ¢aen smaller amount of saving

from public and investing in different productioscsors.

Karmacharya, R.P. (2005Lapital Requirement of Financial Institutions in
and has expressed that the financial soundnesglaasts strength of the company
depends upon the large extent on the compositidheotapital structure and assets.
Capital structure of the company presents its mesowapacity and ability of its
present worthiness. In the study, he has foundatlh#te banks in his study follow the
requirements of NRB Directives regarding capitatéquhcy. The capital structure of
studied banks is highly leveraged. Thus, Karmachdrgs recommended that the
proportion of debt and equity capital should beidiet keeping in mind that effort of
tax advantages and financial distress. The barksequired to maintain improved
capital structure by increasing equity base issiling more equity capital, expanding
general reserve and retaining more earnings. Whils tmprovement, it will
compromise among the conflicting factors of cost ask. As mandated by NRB, for
the operation in overall Nepal, a commercial bamdusgd have capital base of Rs. 500
million. Hence, the banks should raise its paiczapital to Rs. 500 million as soon as

possible.

Ranjit R. (2006)Impact of Capital in Deposits and Loans — Compamatstudy of NB
Bank Ltd. and NIC Bank Ltchas indicated that capital funds have positive and
significant relation with both deposits and loafbat means increase or decrease in
capital fund increases or decreases deposits asasvilans. However the degrees of
relationship were different. But relation of capitaith profit was positive and
insignificant. That indicated less of increase ecréase in profit is due to capital fund
or capital fund is least responsible in changingfiprBank should increase capital

fund to increase the capital fund ratio accordmgtrease in deposits.
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2.3 Research Gap

Banks and financial institutions are the mediatir&conomic activities of overall
economy. Banking sector of Nepal has just relidvenh intensive liquidity crisis. To
control the liquidity crisis in BFIs, NRB has regtéd all the BFIs through directive
and compel to maintain Capital Adequacy Ratio. Midghe researchers in this sector
in Nepal are analyzing about Basel guidelines oBlyt there is no comparative
analysis of Capital Adequacy Ratio of two finandiadtitutions that they reveal the
clear picture of Nepalese economy whether theynaataining Capital Adequacy
Ratio properly or not. The main concern of thisdstis to assess Capital Adequacy
Ratio of BFIs in different financial years. Manyndincial institutions are not
maintaining CAR as per NRB directives due to whighny of them are still facing
liquidity crisis. Maintenance of capital adequaeyio properly secures the fund of
depositors. Most of the Nepalese commercial bardsse hnvested their funds by
breaching the NRB guidelines and not maintainedrditie in current scenario which
has created liquidity problem into them. So thisdgthas also included the deposit
credit C/D ratio of HBL and BOK.
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CHAPTER Il

RESEARCH METHODOLOGY

Research Methodology can be understood as a sorstadying how research has
been done i.e. what kinds of tools to be used wigparing it. This chapter looks
into the Research Design, Nature and Sources @, Daita Collection Procedure and
Tools and Technique of Analysis. For the purposadatfieving the objectives of the
study, the applied methodologies are used. Thearelsemethodology used in the

present study is briefly mentioned below.

3.1 Research Design

This study research attempts to analyze the cdpmas of commercial banks taking
the data and information of BOK and HBL. The resbatesign is basically focused
on analytical study. Capital Adequacy Ratio analysorrelation analysis has been
done for analyzing the research. The research eemmihe relationship of bank

capital to various other stakes, like depositsjitseetc.
3.2 Population and Sample

There are total 32 commercial banks presently dipgran Nepal. Collecting the data
of these entire commercial banks is not possiblendd, Bank of Kathmandu Ltd
(BOK) and Himalayan Bank Ltd (HBL) have been saddcfor the case study. Thus,
the population of the study comprises of all thesemercial banks and the samples
are BOK and HBL.

3.3 Data collection procedure

The data and information are collected mostly freetondary sources. For the
collection of secondary data and information, dives of Nepal Rastra Bank, annual
reports of BOK, annual reports of HBL, various padions of Nepal Rastra Bank,
magazines, the other publications and the Intenase been used. Also, for other
related information, various books and perioditege been referred from library and

some that the researcher self has.
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3.4 Data Analysis Tools

Before analyzing the data, the data and informatiteve been presented
systematically in the formats of Tables, Graphs @hdrts, which will explain a lot
about the data and information collected.

For the analysis of the research study, the folgwiinancials tools and statistical

tools are used.

3.4.1 Financial Tools

Ratio Analysis

Ratio Analysis is the best tool for financial arsaty which is the expression of
relationships between two items or group of itemad tiherefore may be calculated in
any number and ways so far meaningful co-relatignishobtainable.

In general, the Ratio Analysis is used as a bendhrima evaluating the financial
position and performance of a firm.

The following ratios related to the banks are useahalyze the data:
(a) Capital Adequacy Ratio:

Capital adequacy ratio is the foremost tool to gralthe capital fund of a bank.
Actually, the fundamental objective of this reséastudy is to examine capital
adequacy of HBL and BOK.

The Capital Adequacy Ratio is based on Total Riskghted Exposure (TRWE) of
the bank. Capital adequacy ratios are a measuteeodmount of a bank's capital
expressed as a percentage of its risk weightedtarposures. This ratio is used to
examine adequacy of total capital fund and coratalpvhich is yielded by the

following formulas:

To measure the adequacy of total capital fund:

Total Capital Fund

TRWE x 100%
To measure the adequacy of core capital:

Core Capital x 100%

TRWE
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(b) Capital to Deposit Ratio:

The capital to deposit ratio is an important tabmeasuring capital adequacy ratios
of banks. But, this ratio cannot reflect the cdp@dequacy of a bank. Patheja (1994)
has stressed that the capital to deposit raticehgs/ed the longest use of any ratio

devised to measure and determine capital adequacy.

The capital to deposit ratio is derived by thddwing formula:
Total capital fund x 100%

Total deposit collected

(c) Credit/ Deposit Ratio:

The credit / deposit ratio (CD ratio) is a majooltdo examine the liquidity of a
bank. CD ratio measures the ratio of fund thatrkldaas utilized in credit out of the
deposit total collected. More the CD ratio more #féectiveness of the bank to

utilize the fund it collected.

The CD ratio is derived by the following formula:

Total Credit
Total deposit collected

x100%

3.4.2 Statistical Tools
The following statistical tools are used to analifze data:
(a) Karl Pearson Correlation Analysis:

The relation between two variables is correlatedKlyl Pearson’s correlation co-
efficient. The following is the formula proposed Kgrl Pearson for calculation of
correlation coefficient.
NZXY-(ZX) (ZY)
= VINZIX%:(ZX) 4 V[NZYA-(ZY) ]

Where,

N = Numbers of pairs in observation
X = Product of the first variable

Y = Product of the second variable
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CHAPTER IV
DATA PRESENTATION AND ANALYSIS

This chapter deals with the presentation, analysts interpretation of relevant data and
information of BOK and HBL. To obtain best resuite data and information have been
analyzed according to the research methodologyesdiomed in Chapter Ill.

The main purpose of analyzing the data is to chainfyfem an unprocessed form to an
understandable presentation. The analysis of dataists of organizing, tabulating and
performing statistical analysis.

This chapter is partitioned into the sections of:

(1) Presentation of Data

(2) Ratio Analysis

(3) Statistical Analysis

(4) Comparative Analysis of Significance of the Ratxd BOK and HBL

4.1 Presentation of Data

The collected data and information are presentemws tables, charts and graphs are
used to best present the data. The data and infiormhas been presented in most
understandable format.

4.1.1 Capital Fund of HBL and BOK

Capital Fund consists of two types of componernts @ore Capital and Supplementary
Capital. Hence, the Total Capital Fund of bank eriveed by adding these two
components of capital, and subtracting some compenieom Core Capital as above
mention. The Capital Fund of BOK and HBL have bilestrated here in after.

The capital funds of BOK and HBL Banks have bedmlkaed in Table 4.1 which show
the capital fund of the bank over the period offgkal years, i.e., from FY 2061/62 to
FY 2068/69.
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Table4.1

Capital Fund of HBL

(Amount in Millions)

Core Capital Supplementary Total Capital
Fiscal Year (CC) Capital (SC) (TC)
2061/62 1,525.77 491.29 2,017.06
2062/63 1,721.94 520.9 2,242.84
2063/64 2,104.60 546.77 2,651.37
2064/65 2,469.79 783.73 3,253.52
2065/66 3,074.44 770.77 3,845.21
2066/67 3,414.64 803.72 4,218.36
2067/68 3,916.97 794.27 4,711.24
2068/69 4,600.15 683.75 5,283.90

The above table 4.1 depicts that, in the last eyghts period, the Capital Fund of HBL
has seen steady growth. The Core Capital of theé Ies seen consistent growth,
whereas dramatic increment in Core Capital and lBapgntary Capital Decrement in the
FY 2065/66. The Capital Fund of HBL consisted of€@Gapital of Rs. 1,525.77 million
and Supplementary Capital of Rs.491.29 millionliogaRs 2,017.06 million at the end
of the FY 2061/62. The Capital Fund has increasellst 5,283.90 million consisting of
Core Capital of Rs. 4,600.15 million and SuppleragnCapital of Rs. 683.75 million by
the end of the FY 2068/69.

(Source: Annual Reports of HBL)

The same information is depicted in the chart below
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Figure4.l
Trend of Capital Fund of HBL

(Amount in Millions)
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The Figure 4.1 shows the growing trend of Capitahd-of the bank during the eight
fiscal years. The trend shows that Core Capital iscreasing trend but Supplementary
Capital is fluctuating. The Supplementary Capitad s continuously decreasing after FY
2066/67.

The increment in the Capital Fund shows that HB& been trying to increase its capital
base to comply with the requirements of NRB asgrilesed in Capital Adequacy Norms
for commercial banks. Increment of capital basg@$iéd increase in capital adequacy

ratio and easy to manage the ratio.
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Table4.2

Capital Fund of BOK
(Amount in Millions)

Supplementary Total Capital
Fiscal Year | Core Capital Capital Fund
2061/62 708.46 68.99 777.43
2062/63 811.92 288.88 1,100.80
2063/64 953.26 312.56 1,265.82
2064/65 1310.85 312.18 1,623.03
2065/66 1,683.59 322.10 2,005.69
2066/67 2,021.09 308.98 2,330.07
2067/68 2,377.73 284.34 2,662.07
2068/69 2,639.37 250.26 2,889.63

continuously growing. The Capital Fund of BOK cated of Core Capital of R208.46
million and Supplementary Capital of R&8.99million totaling Rs.777.45million at the
end of the FY 2061/62. The Capital Fund has ine@@as Rs2,889.63million consisting
of Core Capital of Rs. 2,639.37 million and Suppemary Capital of Rs. 250.26 million
by the end of the FY 2068/69.

(Source: Annual Reports of BOK)
Table no. 4.2 shows that in the last eight year®ggethe Capital Fund of BOK has seen

The same information can be depicted in the clelavia

Figure4.2

Trend of Capital Fund of BOK
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The Figure 4.2 shows the growing trend of Capitaid-of the bank during the six fiscal

years. The trend shows that Core Capital is ineiasing trend but Supplementary Capital
is fluctuating. The Supplementary Capital is fajlidown dramatically since FY 2065/66

from 322.10 million to 250.26 million in FY 2068/69.

The increment in the Capital Fund shows that BOK lbeen trying to increase its capital
base to comply with the requirements of NRB asgrilesd in Capital Adequacy Norms

for commercial banks.

4.1.2 Risk-Weighted Exposure of HBL and BOK

The Risk-Weighted Exposure is derived by calcutatine amount from the respective
balance sheet, off-balance sheet items and othsks factors with the prescribed

weighted.

Risk-Weighted Exposure of HBL

The Risk-Weighted Exposure of HBL has been illustian Table 4.3. The table shows
Risk-Weighted Exposure of the bank over the peoibidst eight years from FY 2061/62
to FY 2068/69.

Table4.3
Total Risk-Weighted Exposure of HBL
(Amount in Millions)

Total Risk Weighted Exposure
Fiscal Year (TRWE)
2061/62 18,321.72
2062/63 19,918.33
2063/64 21,889.71
2064/65 28,152.90
2065/66 34,905.89
2066/67 39,357.06
2067/68 44,124.52
2068/69 47,934.90

(Source: Annual Reports of HBL)
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The above table shows that TRWE of the bank has leeeasing gradually in the last
eight years period. The TRWE of the bank was R821872 million during FY 2061/62.
By FY 2068/69, the TRWE increased to Rs. 47,934n8lon.

The same information can be depicted in the clelavia

Figure4.3
Trend of TRWE of HBL
(Amount in Millions)
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The Figure 4.3 shows the increasing trend of TRWIEhe eight years period from FY
2061/62 to FY 2068/69.The growing rate of TRWE washigh during FY 2064/65 to
FY 2067/68.

Risk-Weighted Exposure of BOK

The Risk-Weighted Exposure of BOK has been showiiahle 4.4. The table shows
Risk-Weighted Exposure of the bank over the peoibldst eight years from FY 2061/62
to FY 2068/69.
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Table4.4
Total Risk-Weighted Exposure of BOK
(Amount in Millions)

Total Risk Weighted Exposure
Fiscal Y ear (TRWE)
2061/62 6,926.85
2062/63 7,583.65
2063/64 10,226.19
2064/65 15,290.66
2065/66 17,167.52
2066/67 21,471.66
2067/68 22,918.30
2068/69 26,095.91

(Source: Annual Reports of BOK)

From the Table no. 4.4, it is clear that the TRWEthe bank has been increasing
gradually in the last eight years period. The TR@{Ehe bank was Rs. 6,926.85 million
during FY 2061/62. Gradually it increased everyryaad reached to Rs. 26,095.91
million in the FY 2068/69.

The same information can be depicted in the cledavia

Figure4.4
Trend of TRWE of BOK
(Amount in Millions)
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The Figure 4.4 shows the continuous increasingltegnTRWE of BOK in the last eight
years period from FY 2061/62 to FY 2068/69. Thesswighest growth rate of about 50
% in FY 2064/65 and TRWE is increasing in decreagirowth rate thereafter.

4.1.3 Deposit Trend of HBL and BOK
Deposit from general public by lunching differembdis of product is the main function
of any Commercial Banks. Verma & Malhotra has negd that a commercial bank has

usually access to three sources of fund: capitad,fdeposits and borrowings. Deposit is

the raw materials for banking sectors.

Deposit Trend of HBL

It is clear that as other banks, HBL also could ranain in the business without
collecting deposits. The bank has its own politeekire deposits from general public. In
this matter, the deposit collection trends of HBI fast eight fiscal years can be viewed

in the Table 4.5, which also includes the natido&dl deposit of commercial banks and

the share of HBL on it.

Table4.5

Deposit Collection Trend of HBL and National Total
(AmountMillions)

Fiscal Year Deposit of HBL | National Total Share of HBL
2061/62 24,814.01 252,409.80 9.83 %
2062/63 26,490.85 291,245.50 9.10 %
2063/64 30,048.42 337,497.20 8.90 %
2064/65 31,842.79 426,080.30 7.47 %
2065/66 34,682.31 563,604.40 6.15 %
2066/67 37,611.20 630,880.84 5.96%
2067/68 40,920.63 687,587.89 5.95%
2068/69 47,730.99 867,978.25 5.50%

(Source: Annual Reports of HBL andhBiag & Financial Statistics 2012)

The above table shows that HBL has been graduadlseasing the deposit collection
from FY 2061/62 to FY 2068/69. It can also beemsiat HBL has a average share in
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the total national deposit collections but the shairHBL is slightly decreasing year by

year due to increase in competitors.

In the FY 2061/62, the bank was able to collectZs814.01 million of deposit against
the national total deposit of commercial banks of. R52,409.80 million thus

contributing 9.83%. The collection of HBL has shostaady increment. The growth rate
of deposit of HBL is increasing at slightly decrnegsrate. The bank is able to collect Rs.
47,730.99 million of deposit by the end of FY 2@@B/against national total of Rs.
563,604.40 million making contribution of 5.50%.eTtHeposit figure of HBL has almost

doubled during last eight years period.

The deposit collection made by HBL and the natiot@hl deposit collection of

commercial banks has been illustrated in the fidpaiew.

Figure4.5
Trend of Deposit Collection of HBL against Total National Collection

(Amount in Millions)
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The above figure 4.5 shows average contributioHBI regarding national total deposit

collection but the signs are not good as the doution rate is decreasing year by year.
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Deposit Trend of BOK
The deposit collection trends of BOK for last eifjstal years can seen in the Table 4.6

which also includes the national total deposit@hmercial banks and the share of BOK
on it.
Table4.6
Deposit Collection Trend of BOK and National Total

(Amount in Millions)

Fiscal Year Deposit of BOK | National Total | Shareof BOK
2061/62 8,942.75 252,409.80 3.54%
2062/63 10,485.36 291,245.50 3.60%
2063/64 12,388.93 337,497.20 3.67%
2064/65 15,833.74 426,080.30 3.72%
2065/66 18,083.98 563,604.40 3.21%
2066/67 20,315.83 630,880.84 3.22%
2067/68 21,018.42 687,587.89 3.06%
2068/69 24,991.45 867,978.25 2.88%

(Source: Annual Reports of BOK and Bagk& Financial Statistics 2012)

The above table 4.6 shows that BOK contributedivelly small share in national total
deposit of commercial banks. The growth rate ofodépcollection of BOK has been
progressively increasing till FY 2064/65. Howeutie growth rate is at decreasing trend

then after.

In the FY 2061/62, the bank was able to collectd842.75million of deposit against the
national total of Rs. 252,409.80 million contrimgi 3.54%. The collections increased
continuously and reached to Rs. 15,833.74 millionirdy FY 2064/65. The bank has
collected Rs. 24,991.45 million of deposit by thed eof FY 2068/69 which is almost
three times of the figure eight year back, agamaional total of Rs. 867,978.25 thus

making contribution of 2.88%.

The deposit collection made by BOK and the natidotl deposit of commercial banks

has been illustrated in the figure below.
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Figure 4.6
Trend of Deposit Collection of BOK against Total National Collection

(Amount in Millions)
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The figure shows very small contribution of BOK ceming national total deposit
collection of commercial banks. But the signs amod) as the involvement rate is
growing every year despite entrance of new comraketmanks during last eight years
period. Though the percentage contribution of blaag decreased in recent years due to

intense competition, it is able to maintain satisfay volume of deposit in the industry.

4.1.4 Credit Trend of HBL and BOK
The main source of income of a bank is interesbnme from extending credit facility to

its clients. Most of the funds available in the baither in the form of capital or deposit
is utilized for providing credit facility. The conercial banks are inspired with the
motive of gaining profit and to fulfill this objeet, they should widely manage and
improve credit sector. Much attention should belpaithe extension of the quality of the
credit facility along with the quantity of the féty for progressive operation of any
bank.
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Credit Trend of HBL

Being a commercial bank, one of the prime functiohgshe HBL is to provide credit
facility. Credit is the main source of revenue &y commercial bank. The lending trend
of HBL for the last eight fiscal years has beensiltated in the Table 4.7 including

national total lending of commercial banks andlftare on it.

Table4.7

Credit Trend of HBL and National Total
(Amount in Millions)

Credit of HBL National Total
Fiscal Year Bank Credit Share of HBL
2061/62 12,424.52 163,718.80 7.59 %
2062/63 14,642.56 176,820.30 8.28 %
2063/64 16,998.00 231,829.50 7.33%
2064/65 19,497.52 302,913.40 6.44 %
2065/66 24,793.16 398,143.00 6.23 %
2066/67 27,980.63 469,279.84 5.96%
2067/68 31,566.98 528,023.14 5.98%
2068/69 34,965.43 622,575.49 5.62%

(Source: Annual Reports of HBL and Banking & Finah&tatistics 2012)

The Table 4.7 shows gradual increment in the fléweredit by HBL during past eight

years but the percentage of contribution to thenat total credit is decreasing rate from
FY 2062/63 regularly. The bank was able to flow R3,424.52 million of loans during

the year 2061/62 against the national total of I1®88,718.8 million with contribution of

7.59%. This contribution was slightly increase®t@a8 % in FY 2062/63. However, the
growth rate began to go down thereafter althouglividual total credit flow had seen
increment. With gradual increment over the peribdeventh year, the total lending of
the bank has reached Rs.31,566.98 million aganesinational total of Rs. 528,023.14
million thus, making contribution of 5.98% and &jleh year of above table lending of
HBL is 34,965.43 million and national total is 6225.49 which is 5.62% of national
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total. Credit trend of HBL was in decreasing ordeycause most of the financial
institutions are facing liquidity crunch. In othéand there is high competition in
financial sector and many of the banks and findnngtitutions was established at this
period. Liquidity crunch is caused by anti moneynidry rule, lack of spending of

government budget in time and low economic growtNepalese etc.

The credit flow of HBL along with national totaledit flow has been illustrated in the

figure below.
Figure4.7
Credit Trend of HBL against Total National Credit
(Amount in Millions)
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Figure 4.7 shows average contribution of HBL fotatonational flow of credit of
commercial banks. The bank has been displayed dgtdady growth in lending shown
by the bank over the period of eight years.

Credit Trend of BOK

The lending trend of BOK for the last eight fisyalrs has been illustrated in the Table

4.8 including national total lending of commerdinks and its share on it.
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Table4.8
Credit Trend of BOK and National Total

(Amount Millions)

National Total
Fiscal Year Credit of BOK Credit Share of BOK
2061/62 5,912.58 163,718.80 3.61%
2062/63 7,259.08 176,820.30 4.11%
2063/64 9,399.33 231,829.50 4.05%
2064/65 12,462.64 302,913.40 4.11%
2065/66 14,647.29 398,143.00 3.68%
2066/67 16,664.93 469,279.84 3.55%
2067/68 17,468.19 528,023.14 3.31%
2068/69 18,813.94 622,575.49 3.02%

(Source: Annual Reports of BOK and Banking & Ficial Statistics 2012)

The Table 4.8 shows regular increment in the fldveredit by BOK during past eight
years but percentage of contribution to the natitstal credit was fluctuating. The bank
was able to flow Rs. 5,912.58million of loans dgrithe year 2061/62 against the
national total of Rs. 163,718.80 million with cabtrtion of 3.61% to the national total.
Though the share of the bank on national total fhaguation till 2064/65, it began to
decrease continuously then after. During FY 2065f6total lending of the bank has
reached 14,647.29 million against the nationalltofaRs. 398,143.00 million thus,
making contribution of 3.68%. At the FY 2068/69alokending of BOK was 18,813.94
million out of 622,575.49 million national total dnvhich is 3.02% of the same. Overall
performance of BOK is satisfactory in connectiothwaredit trend. The basic reasons of
decrease in market share are: increasing competdimong financial institutions,
liquidity crunch as well as anti money laundry rudéc. In other hand, Nepalese
investment market is limited and establishmentek nndustries and businesses are not
operating smoothly due to political instability aother unfavorable issues. Hence, credit

trend of most of the banks and financial institnti@re decreasing.
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The credit flow of BOK along with national totalectit flow of commercial banks has

been illustrated in the figure below.

Figure4.8
Credit Trend of BOK against Total National Credit

(Amount in Millions)
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Figure 4.8 shows very small contribution of BOK fmtal national flow of credit.
However, individual lending figure of the bank i®ging continuously.
4.2 Ratio Analysis

The following ratios are used to evaluate the faianstatements of HBL and BOK in

regard of the capital adequacy and capital fund.

4.2.1 Capital Adequacy Ratio

Capital Adequacy Ratio shows the strength of a lpankits debts/liabilities comfortably.
The calculation of Capital Adequacy Ratios has esented in Appendix I.

The Capital Adequacy Ratios show that the bank been able to comply with the
requirements of NRB consistently. NRB had laid ddeliowing minimum requirements

regarding capital adequacy ratio on different times
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FY 2061/62 to 2064/65 : Core Capital-5.5% andTotal Capital-11% of
TRWE

From FY 2065/66 totill date  : Core Capital-6.0% andTotal Capital-10% of
TRWE

Capital Adequacy Ratio of HBL

The calculated Capital Adequacy Ratio of HBL iswhan the Table 4.9 for the FY
2061/62 to FY 2068/69.

Table4.9
Capital Adequacy Ratio of HBL

Per centage of Per centage of Per centage of
Fiscal Core Capital Supplementary Total Capital

Y ear (% of CC) Capital (% of SC) (% of TC)
2061/62 8.33 % 2.68 % 11.01 %
2062/63 8.65 % 2.62 % 11.26 %
2063/64 961 % 2.50 % 12.11 %
2064/65 8.77 % 2.78 % 11.56 %
2065/66 8.81 % 2.21 % 11.02 %
2066/67 8.68 % 2.04 % 10.72 %
2067/68 8.88% 1.80% 10.68%
2068/69 9.60% 1.43% 11.02%

Detail calculations are shown in Appendix I.

The above table shows percentage of capital maegdaby HBL during last eight years
period. From the table it is clear that, HBL is ntaining minimum requirement of Total
Capital fund every year. However, the share of Goapital is always dominating over
Supplementary Capital. In the FY 2061/62, the baaxk Total Capital Fund at 11.01% of
Total Risk Weighted Exposure with the NRB requirem®f 11% and this has
significantly increased to 12.11% by FY 2063/64e TRB requirement was 5.5% Core
Capital and Total Capital Fund 11% of Total Riskiy¥ed Exposure till FY 2065/66
and they have been adequately complied with. Byetiek of FY 2068/69 Total Capital
Fund has reached to 11.02% of Total Risk WeightgabBure with 8.68% Core Capital

where NRB requirement was 10% for total capital @#dfor core capital.
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The Capital Adequacy Ratio of the bank is in alwhigher than minimum requirement
of NRB which means they are able to maintain théBNl&guirements and strong enough
on capital base. As such, it is evident that HBIs bhaen performing well enough to

comply with the NRB requirement without failureaaty point of time.

The same information has been depicted in the tedotv.

Figure4.9
Trend of Capital Adequacy Ratio of HBL
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The Figure 4.9 displays that the trend of the Ghphdequacy Ratios of the HBL is
fluctuating between 10.5% to 12.5%. The percentddgetal Capital is increasing in first
three years and then decreasing continuously spventh year. Again it has increased in

the eight year, which shows the bank is more comscabout capital adequacy.

Capital Adequacy Ratio of BOK
The calculated Capital Adequacy Ratio of BOK iswghan the Table 4.10 for the FY
2061/62 to FY 2068/69.
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Table4.10

Capital Adequacy Ratio of BOK

Per centage of

Fiscal | Percentageof Core| Supplementary Per centage of

Y ear Capital Capital Total Capital
2061/62 10.23% 1.00% 11.22%
2062/63 10.71% 3.81% 14.52%
2063/64 9.32% 3.06% 12.38%
2064/65 8.57% 2.04% 10.61%
2065/66 9.81% 1.88% 11.68%
2066/67 9.41 % 1.44 % 10.85 %
2067/68 10.37% 1.24% 11.62%
2068/69 10.11% 0.96% 11.07%

Detail calculations are shown in Appendix I.

The above table depicts the percentage of Coret&@lapupplementary Capital and Total
Capital of BOK during last eight years period. Frts table, it can be concluded that
the bank is able to maintain minimum requiremenN&B in all years expect in FY
2064/65. In the FY 2061/62, the bank has Total @afrund at 11.22% of Risk
Weighted Exposure with the NRB requirement of 11% this has fluctuated every year
and reached to 10.61% by FY 2064/65.The NRB remerdg was 5.5% Core Capital and
Total Capital Fund 11% of Risk Weighted Exposurd &m FY 2064/65 they haven't
been adequately complied with. In the FY 2065/6@, bank has Total Capital Fund at
11.68% of Total Risk Weighted Exposure with NRB Riegment of 6.0% Core Capital
and Total Capital Fund 10 % of TRWE. At the lasaiyef data it has been reached to
11.07% of TRWE with NRB requirement of 10% for fotapital and 6% for core

capital.

The Capital Adequacy Ratio of the bank is in flationg trend. It is obvious, as

transactions of the bank increases; the Risk Wedyliixposure also increases in the
same manner. But this creates bank difficulty tonma@n capital fund as required by the
NRB as capital do not increase often and the pedoce of the bank (i.e. earning of

profit) has major role to play to comply with th&kB requirements. As such, it is evident
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that BOK has been performing well but In FY 2064f6bad failed | to comply with the

NRB requirement.

The same information can be depicted in the clelavia

Figure4.10
Trend of Capital Adequacy Ratio of BOK
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The Figure 4.10 displays ups and downs trend ofGhpital Adequacy Ratios of the
BOK. The Percentage of Total Capital increasedmhaluring the FY 2062/63 and after

that there is steady decrease for two years actu#iting every year then after.

4.2.2 Capital to Deposit Ratio of HBL and BOK

The Capital to Deposit Ratio has a significant rialeneasuring strength of capital base
of a bank. Higher the ratio, safer will be the dafmrs but is always certain that this ratio
always remains less because collection of capaahet go parallel to the collection of

deposit. Calculations of Capital to Deposit Raaos shown in Appendix J.
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Table4.11
Capital to Deposit Ratio of HBL

Fiscal Year Capital to Deposit Ratio
2061/62 813 %
2062/63 8.47 %
2063/64 8.82 %
2064/65 10.22 %
2065/66 11.09 %
2066/67 12.81 %
2067/68 11.51%
2068/69 11.07%

Detail calculations shown in Appendix J.

As per Table 4.11, the Capital to Deposit Ratithef bank was in increasing trend till FY
2066/67. The ratio was 8.13% during FY 2061/62 ematinuously increased and reach
to 12.81% during FY 2066/67. However, it began ¢ocrdase from FY 2067/68 till last

fiscal year end.

Table4.12
Capital to Deposit Ratio of BOK
Fiscal Year Capital to Deposit Ratio
2061/62 8.69 %
2062/63 10.50 %
2063/64 10.22 %
2064/65 10.25 %
2065/66 11.09 %
2066/67 11.47 %
2067/68 12.67%
2068/69 11.56%

Detail calculations shown in Appendix J.

As per Table 4.12, the Capital to Deposit Ratiohaf bank is in up and down trend. The
ratio was 8.69% during FY 2061/62 and increased®0% during FY 2062/63 then
decreased to 10.22% during FY 2063/64. After thenratio increased and reached to
12.67% till FY 2067/68. At the last year, it deged to 11.56%
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4.2.3 Credit/ Deposit (CD) Ratio of HBL and BOK

The Credit/Deposit (CD) Ratio is a major tool t@exne the liquidity of the bank. It also
measures the performance of the bank in termssolurees utilization irrespective of the
guality of utilization. Higher the CD Ratio better the performance regarding deposit
utilization whereas such high ratio may not be fadoby the depositors as in case of
improper investment, the depositor’s fund may beiskn Calculations of CD Ratios are
shown in Appendix K. Table 4.13 and 4.14 shows @i Ratios of the banks for the
period of eight years from FY 2061/62 to FY 2068/69
Table4.13
Credit/Deposit Ratio of HBL

Fiscal Year Credit/Deposit Ratio
2061/62 50.07 %
2062/63 5527 %
2063/64 56.57 %
2064/65 61.23 %
2065/66 71.49 %
2066/67 85 00 %
2067/68 77 14%
2068/69 73.26%

Detail calculations shown in Appendix K.

The Table 4.13 shows a quite increasing CD Ratfothe bank in the first six year's
period beginning from FY 2061/62 to FY 2066/67. Tia#o has been ranging from
50.07% in FY 2061/62 to 85.00% in FY 2066/67. Sitireeratio in FY 2066/67 was very
high, it managed its ratio to 77.14% in FY 2067458l finally to 73.26% in FY 2068/69.
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Table4.14
Credit/Deposit Ratio of BOK

Fiscal Year Credit/Deposit Ratio
2061/62 66.12 %
2062/63 69.23 %
2063/64 75.87 %
2064/65 78.71 %
2065/66 81.00 %
2066/67 82.03 %
2067/68 83.11%
2068/69 75.28%

Detail calculations shown in Appendix K.

The Table 4.14 shows increasing trend of CD Ratidke bank till seventh year’s period
beginning from FY 2061/62 to FY 2067/68. The rdies been ranging from 66.12% to
about 83.11% with continuously growth. In an avetape bank has been able to utilize
nearly 3/4 portion of the depositors fund in thenfaf Credit. In the final year the bank

is able to maintain the CD ratio at 75.28% which ba considered as an ideal ratio.

4.3 Statistical Analysis

Statistical Analysis is carried out for better ursiending of the collected data and

information. The result of the statistical analyisienumerated in the following section.

4.3.1 Corrdation Co-efficient

To test the relationship between deposit and dapitd between credit and capital, the
correlation coefficients have been calculated bywgudKarl Pearson’s correlation co-
efficient. A detail calculation has been illustihi@ Appendix L and M. The calculated

values of correlation co-efficient are presenteldwen the Table 4.15.
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Table4.15
Correlation Co-efficient of HBL

Correlation between Values
Capital & Deposit 0.9482
Capital & Credit 0.9967

Detail Callation shown in Annex L and M

The calculated correlation co-efficient of HBL betwn Deposit & Capital and Credit &

Capital are positive. Therefore, it can be said Breposit and Credit components of HBL
are positively correlated with its Capital Fund.rélewe can see that all co-efficient are
near to 1, which indicates that, the correlatiozesns to be nearly perfectly positive. We
can say that the increase in capital causes thease in deposit and similar will be the

case with credit with increment in capital.

Table4.16
Correlation Co-efficient of BOK
Correlation between Values
Capital & Deposit 0.9902
Capital & Credit 0.9887

Detail Callation shown in Annex L and M

The calculated correlation co-efficient of BOK beem Deposit & Capital and Credit &
Capital are positive. Therefore, it can be said theposit and Credit components of
BOK are positively correlated with the bank’s CapFund. Here, we can see that all co-
efficient are near to 1, which indicates that, tloerelations seem to be nearly perfectly
positive. We can say that the increase in cap#ates the increase in deposit and similar

will be the case with credit with increment in dapi

Refer to objective number third, this study is sharg that commercial banks of Nepal
has maintained the capital adequacy ratio propmrhyot and found that both commercial
banks has successfully maintained the capital adsgeatio in the eight study period but
HBL has maintained the ratio effectively as compaie BOK. Capital Adequacy ratio
requirement from FY 2061/62 to 2065/66 is 5.5% d¢ore capital and 11% for total
capital, which have been maintained by both banksyeyear except on FY 2064/65 by
BOK. At that time BOK had CAR of 10.61%, which sh®ws failure to maintain
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minimum requirement of 11% at that period. As p&B\Directives of 2066/67, CAR
should be maintained to 6% of core capital and 18f%otal capital. Both financial
institutions have maintained the ratio on FY 2086/Both financial institutions have
operated as per NRB directives and guidelines hatktis improvement in position of

capital adequacy of both banks.

Same as CAR, NRB has prescribed limitation in driesiding with respect to deposit of
a Commercial Bank. As per NRB guidelines, credidéposit (C/D) ratio must be within
80%. In case of HBL, it has maintained CD ratitone80% most of the time except in
FY 2066/67. However, BOK has failed to maintain €fo below 80% in various years
viz. FY2065/66, FY2066/67 & FY 2067/68. As the ntamance of this ratio within

prescribed limit is mandatory, both of the banksehaxtended their credits within 80%

of their respective deposits in FY 2068/69.

4.4 Major Findingsof the Study

The thesis has been concentrated on the capital capdal related items of two

commercial banks- HBL and BOK. The findings of #tedy are as follows:

Capital Fund: Capital Fund of HBL and BOK both have grown cotesifly over
research period comprising of FY 2061/62 to FY 2688HBL had capital fund of Rs.
Rs. 1,525.77 million in FY 2061/62 which increaseith normal growth rate of 11% in
FY 2062/63 with capital fund amounting 2,242.84lionl, then 18%, 23%, 18%, 10%,
12% and 12% in FY 2063/64 to FY 2067/68 respectivérowth rate of capital fund of
HBL is fluctuating.

On the other hand, BOK had capital fund of Rs. Zg7million in FY 2061/62 which
increased highly by 42% during FY 2062/63 with talpiund amounting to Rs. 1,100.80
million because of highly increment of supplementaapital. The bank then saw
remarkable and fluctuating rate of increment of 12%%, 24%, 16%, 14% and 9% in
FY 2063/64 to FY 2068/69 respectively. At the |atE¥Y of research Capital fund of
BOK reached to 2,889.63 million.
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Although the capital fund of both banks had flutiug in growth rate but increased in
amount. With compare to BOK, HBL had very huge antoaf capital fund, which is
almost double, and the growth rate of BOK is hidhhgtuating.

Capital Adequacy: As per NRB guidelines the requirement of Capitakédulacy Ratio
should be 11 % during the fiscal year of 2060/62065/66 and then 10 % with 6% core
capital. It is found that the bank BOK isn’t totally succkdsn maintaining capital
adequacy as prescribed by NRB during research gpeBOK had failure to maintain
CAR during FY 2064/65 with capital adequacy ratib 1®.61% against the NRB
requirement of 11%. On the other hand HBL is tgtalliccessful to maintain capital

adequacy ratio as prescribed by NRB in all resepeciod.

Risk-Weighted Exposure: The risk weighted Exposure is the most significant
component to be considered while studying the abpiiequacy norms. HBL had Risk
Weighted Exposure of 18,321.72 million during FY62(62. In FY 2062/63 TRWE was
19,918.33 million with growth rate of 9% and in R963/64, 2064/65, 2065/66 2066/67,
2067/68 and 2068/69 the growth rate was 10%, 29286,213%, 12% and 9%
respectively. It is really commendable performarafethe HBL to cope with the
increasing risk weighted assets and maintain tlesgoibed capital fund as directed by
NRB.

On the other hand, BOK had Risk Weighted ExposiiiRso 6,926.85 million during FY
2061/62, which in the following years increasedsaguently. FY 2062/63 showed the
increment rate of 9% in the TRWE with the amouaicteng to Rs. 7,583.65 million. The
following two years had dramatic increment of 3586 &0% reaching to Rs. 10,226.19
and Rs. 15,290.66 respectively. The growth ratewesi down then to 12%, 25%, 7%
and 14% respectively from FY 2065/66 to 2068/69.

Capital to Deposit Ratio: The Capital to Deposit ratio of Both Bank is foutud be

satisfactory during the study period. The CapitaDeposit ratio of HBL was 8.13 %
during FY 2061/62 and increasing thereafter wi#h78%, 8.82 %, 10.22 %, 11.09 %,
12.81%, 11.51% and 11.07% in FY 2062/63, 2063/8364%5, 2065/66, 2066/67,
2067/68 and 2068/69 respectively. It is accepteddwmade that an 8% to 10% capital to

deposit ratio is safe.
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In case of BOK, Capital to Deposit ratio was 8.69ating FY 2061/62 and it fluctuated
slightly to 10.50%, 10.22%, 10.25%, 11.09%, 11.47%.,67 and 11.56% during FY
2062/63, 2063/64, 2064/65, 2065/66, 2066/67, 2@ ABA 2068/69 respectively. In
total, the both bank had satisfactory capital tpasé ratio over the study period.

Credit/Deposit (CD) Ratio: CD ratio is one of the most important ratios fomenercial
banks. This ratio shows how effectively the bank baen able to utilize its available
fund collected from depositors. In this regard, both banks have satisfactory results.
The CD ratio of HBL ranged from 50.07 % during F¥62/62 to 73.26 % in FY
2068/69, which means HBL, has utilized the colldciend optimally. In another side,
CD ratio of BOK ranged from 66.12% in FY 2061/62r&28% in FY 2068/69. The C/D
ratio of BOK was in increasing trend during FY 20&6and 2067/68. It is very difficult
for a bank to maintain C/D ratio because if the CaDo is high there will be liquidity
problem occurred. On the other hand, if the C/oratlow then the bank will be unable
to increase profit through lending. Hence, propdd Gatio needs to maintain by the
bank. It is assumed that 60-80 % of C/D ratio igeggood for commercial banks. In this
context both banks are quite successful to mair@ain ratio within satisfactory level at

present stage.

Statistical Analysis: The correlation co-efficient between capital aegabit and capital
and credit of the both banks showed that they areelated. All co-efficient are more
than 0.94, which is near to 1. The co-efficientrasaito 1 show the relationship to be
more perfect. In comparison to HBL, BOK has hig@errelation Co-efficient of capital

to deposit but in case of capital to credit, HBIs lf@e higher Correlation Co-efficient.

Comparative Analysis. The comparative analysis of ratios between HBL BAK for
checking significance showed that the performariddRL very satisfactory than BOK.
The Capital to Deposit ratios as well as C/D ratsomaintained properly by both of the
banks. Capital fund, Deposit collection and Crelistoursement of HBL is very higher
than BOK and also Capital Adequacy Ratio of HBL teethe criteria of NRB
requirement during the research period but BOKnahle to maintain CAR during FY
2064/65. Hence, HBL is found to be comparativeljtdsethan BOK in terms of NRB

requirement fulfillment, total capital fund, deposollection and credit lending.
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CHAPTER YV

SUMMARY, CONCLUSION & RECOMMENDATIONS
51 Summary

This research is aimed at studying capital adegd@cgommercial banks set by NRB
with comparative study of BOK and HBL. Raising aatllization of funds are the

primary functions of commercial banks. As such, omrcial banks collect a large
amount of deposits from general public. Capital trhes sufficient to protect a bank’s
depositors and counter parties from the risks ditelit and market risks. Otherwise, the
banks will use all the money of depositors in tlwim interest and depositors will have

to suffer loss.

Being the central bank of Nepal, NRB has the resiiity to give special attention to
the interest of depositors. NRB has issued varidivsctives to regulate commercial
banks. The directive no. 1 has been issued for s@mcapital adequacy to be followed

by all banks.

The thesis has been prepared with the study ofatdpnds of BOK and HBL. The study
showed that the capital fund of HBL adequately methie requirement of capital
adequacy norms but BOK is unsuccessful to mainathin all the research period.
Capital Adequacy Ratios have been calculated tekcliee adequacy as per the norms.
Capital-to-Deposit Ratio and CD Ratio, which arg katios of commercial banks, have
also been checked. Analyses have been done to ¢hedelationship of capital fund

with deposit and credit.

5.2 Conclusion

Commercial banks of Nepal are bound by the Unifdectives by NRB issued for all

financial institutions. The directive no. 1 has seirms on capital adequacy for
commercial banks and all other financial institnEoEvery commercial bank has to meet
the requirement of capital adequacy as stated éyditective. Capital adequacy is the

portion of capital fund with regards to risk-weigtitassets that a commercial bank holds.
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Capital adequacy is required to safeguard the mohelye depositors as the banks are

playing with the money they collected from the dafms.

The bank under study, HBL is found to be successfutomply with requirement of
capital adequacy norms in all research period KDKBs not able to meet the capital

adequacy ratio requirement in all year as presdrilyeNRB.

Deposit collection of HBL is very higher then BOWhich means HBL is stronger in
terms of deposit collection. The higher depositunaé ultimately enables to lend more
and earn more. If a financial institution is abl@lect more deposit then it can invest
more and earn more profit through interest spre@le capital-to-deposit ratios of the
both banks are adequate and satisfactory. It sHootls of the banks are trying to
maintain more capital in terms of deposit collectincrement. Similarly, the CD ratio of
the both banks is increasing trend and both aisfaetiory. However, in term of profit
earning through higher utilization of fund, BOKnsore satisfactory because of higher
CD ratio than HBL. On the other hand HBL is betteterms of liquidity availability due
to less CD ratio than BOK, which means there wdl lbss chance of having liquidity
crunch in the bank. As per NRB requirement HBL igcessful to maintain Capital
adequacy ratio but BOK was unable to maintain CARY 2064/65 among eight year of
research period with 10.61%, where minimum requaetmvas 11%. The correlation co-
efficient of both banks between capital and depasd between capital and credit are

found to be positive and near to perfect corretatio

Deposit collection, credit lending, capital funddamsk weighted exposure of both banks
are in increasing trend; therefore both banks rneeuaintain certain capital fund with
growth to adjust market failure and other risks. p&s above analysis both banks have
their own strength and weakness but as per cagddjuacy ratio requirement, BOK is
failure to maintain the Minimum ratio in FY 2064/&fong eight fiscal years but HBL is
successful to maintain CAR in all eight years ofe@ch period. In case of CD ratio,
HBL failed to maintain 80% cap in FY 2066/67 and BQailed in FY 2065/66 to
2067/68. In terms of capital adequacy ratio requeet of NRB, HBL is more successful
than BOK.
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5.3 Recommendations

After thorough study of the research, the followregommendations have been proposed

for consideration by the concerned persons:

% The Capital fund and risk weighted exposure of bmthks are increasing but the
ratio of capital fund increment is not sufficientithv risk weighted exposure
increment, so they have to try to make suitableeiment in capital fund with

respect to risk exposure.

% Capital-to-deposit ratios of both banks are quaéstactory. There is no such
standard of capital to deposit ratio. As per mastatly 8-10% is appropriate for

the commercial banks. NRB should make some critergtandard for this ratio.

*,

% CD ratios of the both banks are average and daglisince last year. This showed

D)

that both banks are trying to utilize fund optirgallowards lending. It is
recommended that both banks should try to mair@dnratio at present level or

slightly higher for best use of funds and to avadidity problem in future.

% NRB is the regulating body of financial instituti@nd which set the minimum

D)

capital fund requirement for the banks also. As BB requirement of capital
adequacy ratio HBL is succeed to maintain minimwguirement but BOK is
unable to maintain CAR in FY 2064/65 and also tked of CAR of BOK is very
fluctuating in the research period, so BOK needhtike strategy for maintaining

capital adequacy ratio with respect to risk weidrggposure change.
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APPENDIX A

Capital Fund and Deposit Collection of Nepalese Comercial Banks (2011/12)

APPENDIX B

Risk Weighted on On-Balance Sheet Assets

On-Balance Sheet Assets

Weightage (%)

Cash Balance 0
Gold 0
Balance at NRB 0
Investment on Government Bonds 0
Investment on NRB Bonds 0

FD Loan provided against the collateral securitpwh FD 0
Loan provided against the collateral security o&oment Bonds 0
Accrued Interest Amount on Saving Bonds 0
Balance with national banks and financial instang 20

FD Loan provided against the collateral securit{¥Dfof other banks 20

and financial institutions

Balance with Foreign Banks 20
Money at Call 20
Loan provided against the guarantee of *Rated $iedrforeign 20
institutions

Investment made in *Rated licensed foreign ingong 20
Investment in Shares, Debentures and Bonds 100
Other investments 100
Loans, Advances and Bills Purchase/Discount** 100
Fixed Assets 100
Net Interest Amount Receivable (Total Interest Rextde-Interest 100
from Saving Bonds-Interest Suspense)

Other Assets (Other than Advance Tax Deposit) 100

Risk Weighted on Off-Balance Sheet Assets

Off-Balance Sheet Assets

Weightage (%)

Bills Collection 0
Forward Foreign Exchange Contract 10
Guarantee having maturity period less than 6 mofithd Amount)# 20
Guarantee issued against Counter Guarantee of‘Rateshsed 20
Institutions

Guarantee having maturity period of more than 6 thth 50
Bid Bond, Performance Bond and Underwriting reldiakilities 50
Advance Payment Guarantee 100
Financial and Other Guarantee 100
Irrevocable Loan Commitment 100
Contingent Liability related to Income Tax 100
All Other Contingent Liabilities including Acceptes 100




APPENDIX C

Table of Capital Fund (Directives Form No. 1.1)

Particulars

Previous
Quarter

This Quarter

(A) Core Capital

1) Paid Up Capital

2) Share Premium

3) Irredeemable Preference Shares
4) General Reserve Fund

5) Accumulated Profit/Loss (Up to PY)
6) Profit/Loss (Current Period)

7) Capital Redemption Reserve Fund
8) Capital Adjustment Reserve

9) Other Free Reserves

Less:

- Goodwill

- Investment over the prescribed limit

- Fictitious Assets

- Investment made in shares of company having
financial interest

(B) Supplementary Capital

1) General Loan Loss Provision

2) Assets Revaluation Reserve

3) Hybrid Capital Instruments

4) Unsecured Subordinated Term Debt
5) Exchange Revaluation Reserve

6) Additional Loan Loss Provision

7) Investment Adjustment Reserve

(C) Total Capital Fund (A+B)

(D) Minimum Capital Fund to be maintained on the
basis of Risk Weighted Assets

Capital Fund (................ percentage)
Core Capital (.....cvvvvevnnen. percentage)
Capital Fund (Excess/Deficit) (by............. percentag

Core Capital (Excess/Deficit) (by............. percege)




APPENDIX D

Table of Risk Weighted Assets (Directives Form Nd..2)

(Rs. in thousand)

On-Balance-Sheet Assets Weight Previous Quarter This Quarter
Amount Risk Amount Risk
Weighted Weighted
Asset Asset
Cash Balance 0
Gold 0
Balance at NRB 0
Investment on Government Bonds 0
Investment on NRB Bonds 0
FD Loan provided against the collateral securitpwh FD 0
Loan provided against the collateral security o&oment 0
Bonds
Accrued Interest Amount on Saving Bonds 0
Balance with national banks and financial institngo 20
FD Loan provided against the collateral securitfFDfof other 20
banks and financial institutions
Balance with Foreign Banks 20
Money at Call 20
Loan provided against the guarantee of Rated lickftseign 20
institutions
Investment made in Rated licensed foreign instifgio 20
Investment in Shares, Debentures and Bonds 10Q
Other investments 100
Loans, Advances and Bills Purchase/Discount 10
Fixed Assets 100
Net Interest Amount Receivable (Total Interest Rextair- 100
Interest from Saving Bonds-Interest Suspense)
Other Assets (Other than Advance Tax Deposit) 10
Total (A)
Off-Balance-Sheet Iltems
Bills Collection 0
Forward Foreign Exchange Contract 10
Guarantee having maturity period less than 6 mofftal 20
Amount)
Guarantee issued against Counter Guarantee of Reteked 20
Institutions
Guarantee having maturity period of more than 6 then 50
Bid Bond, Performance Bond and Underwriting relatedilities 50
Advance Payment Guarantee 100
Financial and Other Guarantee 100
Irrevocable Loan Commitment 100
Contingent Liability related to Income Tax 100
All Other Contingent Liabilities including Acceptasnc 100

Total (B)

Total Risk Weighted Assets (A+B)




APPENDIX E

CAPITAL ADEQUACY TABLE (FORM NO.1-Capital Adequacy Framework 2007)

1. 1 RISK WEIGHTED EXPOSURES Current Period | Previous Period
a | Risk Weighted Exposure for Credit Risk
b | Risk Weighted Exposure for Operational Risk
c | Risk Weighted Exposure for Market Risk

Total Risk Weighted Exposures (a+b+c)

1.2 CAPITAL

Current Period

Previous Period

Core Capital (Tier 1)

Paid up Equity Share Capital

Proposed Bonus Equity Shares

Irredeemable Non-cumulative preference shares

Share Premium

Statutory General Reserves

Retained Earnings

Un-audited current year cumulative profit

Capital Redemption Reserve

Capital Adjustment Reserve

Dividend Equalization Reserves

Other Free Reserve

Less: Goodwill

Less: Fictitious Assets

Less: Shortfall in provisions

Less: Loan to parties prohibited by Acts andalives

Less: Investment in equity in licensed Finanmatitutions

Less: Investment in equity of institutions withsted interests

Less: Investment in equity of institutions in egs of limits

Less: Investments arising out of underwriting oatments

Less: Reciprocal crosshold ings

C""U)“Q'OO:‘SB_X‘_'_.:T(Q_"(DQ.O [@pgeb

Less: Other Deductions

Supplementary Capital (Tier 2)

Cumulative and/or Redeemable Preference Share

Subordinated Term Debt

Hybrid Capital Instruments

General loan loss provision

Investment Adjustment Reserve

Assets Revaluation Reserve

Exchange Equalization Reserve

SJKQ | o Qo0 |T|o

Other Reserves

Total Capital Fund (Tier | and Tier I1)




APPENDIX F

RISK WEIGHTED EXPOSURE FOR CREDIT RISK (FORM NO.2-

Capital Adequacy Framework 2007)

A. Balance Sheet Exposures Book Value PSr(F))Slcsllfcl)(;] Eggeifxlle Net Value RisicWeight Riékxgﬁiﬁﬁfd
a b c d=a-b-c E f=d*e
Cash Balance 0 0% 0
Balance With Nepal Rastra Bank Q 0% 0
Investment in Nepalese Government Securities 0 % O 0
All other Claims on Government of Nepal Q 0% 0
Investment in Nepal Rastra Bank securities 0 0% 0
All other claims on Nepal Rastra Bank a 0% 0
Investment in Foreign Government Securities (ECAiriga 0 0% 0
rn:/\estment in Foreign Government Securities (ECA -2 0 0 20% 0
Investment in Foreign Government Securities (ECA -3 0 0 50% 0
Investment in Foreign Government Securities (EC8)4- 0 0 100% 0
Investment in Foreign Government Securities (ECA -7 0 0 150% 0
Claims On BIS, IMF, ECB, EC 0 0% 0
Claims on Multilateral Development Banks (MDB's) 0 0% 0
Claims on Other Multilateral Development Banks 0 O 100% 0
Claims on Public Sector Entity (ECA 0-1) a Q 20% 0
Claims on Public Sector Entity (ECA 2) Q 0 50% 0
Claims on Public Sector Entity (ECA 3-6) a Q 100% 0
Claims on Public Sector Entity (ECA 7) Q 0 150% 0
Claims on domestic banks that meet capital adequacy 20%
Eféi}ﬁé““"aﬁ' domestic banks that do not meet capital 0 0 100%
Cllaims on foreign bank (ECA Rating 0-1) @ a 20% 0
Claims on foreign bank (ECA Rating 2) a Q 50% 0
Claims on foreign bank (ECA Rating 3-6) 0 a 100% 0
Claims on foreign bank (ECA Rating 7) a Q 150% 0
Claims on Domestic Corporates 0 100%
Claims on Foreign Corporates (ECA 0-1) D D 20% 0
Claims on Foreign Corporates (ECA 2) D 0 50% 0
Claims on Foreign Corporates (ECA 3-6) D D 100% 0
Claims on Foreign Corporates (ECA 7) D 0 150% 0
Regulatory Retail Portfolio (Not Overdue) a Q 75% 0
Regulatory Retail Portfolio (Overdue) Q 0 150% 0
Claims secured by residential properties (with ciiona) 0 0 50% 0
Claims secured by residential properties (withautdition) 0 0 75% 0
Unsecured portion of claims secured by residential 0 0 150% 0
Erlainr;ggecured by residential properties (Overdue) 0 0 100% 0
Claims secured by Commercial real estate 0 0 100% O
Past due claims (except for claim secured by resiale 0 0 150% 0
properties)




High Risk claims (Venture capital, private equity 0 0 150% 0
investments, personal loans and credit card releish
Investments in equity of institutions not listectire stock 0 0 150% 0
Exchange
Investments in equity of institutions  listed in thstock 0 0 150% 0
Exchange
Other Loans and Advances 0 0 150% 0
Cash and cash items in transit 0 0 20% 0
Fictitious Assets 0 0 150% 0
Other Assets (as per attachment) D q 100% 0
TOTAL 0 0 0 0 0
B. Off Balance Sheet Exposures Gross Book| Specific | Eligible |Net ValueRisk Weight Risk Weighted
Value Provision | CRM Exposures
a b c d=a-b-c E f=d*e
Revocable Commitments 0% 0
Bills Under Collection 0% 0
LC Commitments With Original Maturity Up to 6 mosth 0 0 20% 0
(domestic)
ECA Rating 0-1 0 0 20% 0
ECA Rating 2 0 0 50% 0
ECA Rating 3-6 0 0 100% 0
ECA Rating 7 0 0 150% 0
LC Commitments With Original Maturity Over 6 months 0 0 50% 0
(domestic)
ECA Rating 0-1 0 0 20% 0
ECA Rating 2 0 0 50% 0
ECA Rating 3-6 0 0 100% 0
ECA Rating 7 0 0 150% 0
Bid Bond and Performance Bond (domestic) D 0 50% O
ECA Rating 0-1 0 0 20% 0
ECA Rating 2 0 0 50% 0
ECA Rating 3-6 0 0 100% 0
ECA Rating 7 0 0 150% 0
Underwriting commitments 0 0 50% 0
Lending of Bank's Securities or Posting of Secesitis 0 0 100% 0
Collateral
Repurchase Agreements, Assets sale with recourse 0 0 100% 0
(including repo/ reverse repo)
Advance Payment Guarantee Q C 100% 0
Financial Guarantee 0 0 100% 0
Acceptances and Endorsements D 0 100% 0
Unpaid portion of Partly paid shares and Securities 0 0 100% 0
Irrevocable Credit commitments 0 0 50% 0
Other Contingent Liabilities 0 0 100% 0
TOTAL 0 0 0 0 0
Total RWE for credit Risk (A) +(B) 0 0 0 0 0




APPENDIX G

RISK WEIGHTED EXPOSURE FOR OPERATIONAL RISK (FORM

NO.5 Capital Adequacy Framework 2007)

Particulars

Year 1

Year 2

Year 3

Net Interest Income

Commission and Discount Income

Other Operating Income

Exchange Fluctuation Income

Additional Interest Suspense during the period

Gross income (a)

Alfa (b)

15%

15%

15%

Fixed Percentage of Gross Income [c=(axb)]

Capital Requirement for operational risk (d) (average of c)

Risk Weight (reciprocal of capital requirement of 10%) in times (e)

10

Equivalent Risk Weight Exposure [f=(dxe)]




APPENDIX H

RISK WEIGHTED EXPOSURE FOR MARKET RISK (FORM NO.6

Capital Adequacy Framework 2007)

S.No.| Currency | Open Position (FCY)| Open Position (RR) | Relevant Open
Position
1 INR
2 uUsD
3 GBP
4 EURO
5 GBP
6 CHF
7 | ...
8 ...
9 ...

Total Open Position (a)

Fixed Percentage (b)

5%

Capital Charge for Market Risk [c=(axb)]

Risk Weight (reciprocal of capital requirement of 10%) in times (d)

Equivalent Risk Weight Exposure [e=(cxd)]




APPENDIX |

Calculation of Capital Adequacy Ratio of HBL

(Amount in Millions)

Risk

Fiscal Total Capital Supplementary| Weighted

Year Fund Core Capital Capital Exposure
2061/62 2,017.06 1,525.77 491.29 18,321.72
2062/63 2,242.84 1,721.94 520.9 19,918.33
2063/64 2,651.37 2,104.60 546.77 21,889.71
2064/65 3,253.52 2,469.79 783.73 28,152.90
2065/66 3,845.21 3,074.44 770.77 34,905.89
2066/67 4,218.36 3,414.64 803.72 39,357.06
2067/68 4,711.24 3,916.97 794.27 44,124.52
2068/69 5,283.90 4,600.15 683.75 47,934.90

We have;

Ratio of Total Capital Fund as:

Total Capital Funck 100%
TRWE

Ratio of Core Capital Fund as:

Core Capitak 100%
TRWE

Ratio of Supplementary Capital Fund as:

Supplementary Capital 100%
TRWE

By using above formulas, we get the ratios as:

Percentage of

Fiscal Percentage of Corg  Supplementary Percentage of Tota

Year Capital Capital Capital Fund
2061/62 8.33% 2.68% 11.01%
2062/63 8.65% 2.62% 11.26%
2063/64 9.61% 2.50% 12.11%
2064/65 8.77% 2.78% 11.56%
2065/66 8.81% 2.21% 11.02%
2066/67 8.68% 2.04% 10.72%
2067/68 8.88% 1.80% 10.68%
2068/69 9.60% 1.43% 11.02%




Calculation of Capital Adequacy Ratio of BOK

(Amount in Millions)

Fiscal Total Capital Supplementary | Risk Weighted

Year Fund Core Capital Capital Exposure
2061/62 777.4% 708.46 68.99 6,926.85
2062/63 1,100.80 811.92 288.88 7,583.65
2063/64 1,265.8p 953.26 312.56 10,226.19
2064/65 1,623.08 1310.85 312.18 15,290.66
2065/66 2,005.69 1,683.59 322.1 17,167.52
2066/67 2,330.0y 2,021.09 308.98 21,471.66
2067/68 2,662.0y 2,377.73 284.34 22,918.30
2068/69 2,889.68 2,639.37 250.26 26,095.91

Again, we have;

Ratio of Total Capital Fund as:

Total Capital Funck 100%

TRWE

Ratio of Core Capital Fund as:

Core Capitak 100%

TRWE

Ratio of Supplementary Capital Fund as:

Supplementary Capital 100%

TRWE

By using above formulas, we get the ratios as:

Percentage of

Fiscal Percentage of Cord  Supplementary Percentage of Tota

Year Capital Capital Capital Fund
2061/62 10.23% 1.00% 11.22%
2062/63 10.71% 3.81% 14.52%
2063/64 9.32% 3.06% 12.38%
2064/65 8.57% 2.04% 10.61%
2065/66 9.81% 1.88% 11.68%
2066/67 9.41% 1.44% 10.85%
2067/68 10.37% 1.24% 11.62%
2068/69 10.11% 0.96% 11.07%




APPENDIX J
Calculation of Capital to Deposit Ratio of HBL

(Amount in Millions)

Fiscal Year| Total Capital Fund | Deposit of HBL
2061/62 2,017.06 24,814.01
2062/63 2,242.84 26,490.85
2063/64 2,651.37 30,048.42
2064/65 3,253.52 31,842.79
2065/66 3,845.21 34,682.31
2066/67 4,218.36 32,918.71
2067/68 4,711.24 40,920.63
2068/69 5,283.90 47,730.99

We have;

Ratio of Capital Fund to Deposit as:

Total Capital Funck 100%

Total Deposit

By using above formula, we get the ratios as:

Capital to Deposit
Fiscal Year Ratio (HBL)

2061/62 8.13%

2062/63 8.47%

2063/64 8.82%

2064/65 10.22%
2065/66 11.09%
2066/67 12.81%
2067/68 11.51%
2068/69 11.07%

Calculation of Capital to Deposit Ratio of BOK

(Amount in Millions)

Fiscal Year| Total Capital Fund | Deposit of BOK
2061/62 777.45 8,942.75
2062/63 1,100.80 10,485.36
2063/64 1,265.82 12,388.93
2064/65 1,623.03 15,833.74
2065/66 2,005.69 18,083.98
2066/67 2,330.07 20,315.83
2067/68 2,662.07 21,018.42
2068/69 2,889.63 24,991.45

Again, we have;



Ratio of Capital Fund to Deposit as:

Total Capital Funck 100%
Total Deposit

By using above formula, we get the ratios as:

Capital to Deposit
Fiscal Year Ratio (BOK)
2061/62 8.69%
2062/63 10.50%
2063/64 10.22%
2064/65 10.25%
2065/66 11.09%
2066/67 11.47%
2067/68 12.67%
2068/69 11.56%
APPENDIX K

Calculation of Credit/Deposit Ratio of HBL

(Amount in Millions)

Fiscal Year Credit Deposit
2061/62 12,424.52 24,814.01
2062/63 14,642.56 26,490.85
2063/64 16,998.00 30,048.42
2064/65 19,497.52 31,842.79
2065/66 24,793.16 34,682.31
2066/67 27,980.63 32,918.71
2067/68 31,566.98 40,920.63
2068/69 34,965.43 47,730.99
We have;

Ratio of Credit to Deposit as:

Total Credit x 100%
Total Deposit




By using above formula, we get the ratios as:

Fiscal Year Credit/Deposit Ratio
2061/62 50.07%
2062/63 55.27%
2063/64 56.57%
2064/65 61.23%
2065/66 71.49%
2066/67 85.00%
2067/68 77.14%
2068/69 73.26%

Calculation of Credit/Deposit Ratio of BOK

(Amount in Millions)

Fiscal Year Credit Deposit
2061/62 5,912.58 8,942.75
2062/63 7,259.08 10,485.36
2063/64 9,399.38 12,388.93
2064/65 12,462.64 15,833.74
2065/66 14,647.29 18,083.98
2066/67 16,664.98 20,315.83
2067/68 17,468.19 21,018.42
2068/69 18,813.94 24,991.45

Again, we have;
Ratio of Credit to Deposit as:

Total Credit x 100%
Total Deposit

By using above formula, we get the ratios as:

Fiscal Year Credit/Deposit Ratio
2061/62 66.12%
2062/63 69.23%
2063/64 75.87%
2064/65 78.71%
2065/66 81.00%
2066/67 82.03%
2067/68 83.11%
2068/69 75.28%




Calculation of Correlation Coefficient of Deposit m Capital of HBL

APPENDIX L

(Amount in Millions)

Total Capital
Fiscal Year Fund Deposit of HBL
2061/62 2,017.06 24,814.01
2062/63 2,242.84 26,490.85
2063/64 2,651.37 30,048.42
2064/65 3,253.52 31,842.79
2065/66 3,845.21 34,682.31
2066/67 4,218.36 32,918.71
2067/68 4,711.24 40,920.63
2068/69 5,283.90 47,730.99
Let the variable Capital b¢ and Deposit b¥
FY X Y x=(X-X) | y=(Y-Y) Xy X Y
2061/62| 2,017.06 24,814.01 -1,510/88 -8,867.08 ABMW3.83| 2,282,758.37  78,625,107|73
2062/63| 2,242.84  26,490.85 -1,285/10 -7,190.24  (WIZF.42| 1,651,482.01  51,699,551)26
2063/64| 2,651.37  30,048.42 -876.57 -3,632.67 37B9454|  768,374.96  13,196,291.33
2064/65| 3,253.52  31,842.79 -274.42 -1,838.30 5@4206  75,306.34 3,379,346.89
2065/66| 3,845.21  34,682.31 317.p7 1,001.22 317657. 100,660.25 1,002,441.49
2066/67| 4,218.36  32,918.71 690.42 -762,38 -526486P. 476,679.78 581,223.26
2067/68| 4,711.24  40,920.63  1,183,30 7,239.54 e8E68| 1,400,198.89  52,410,939.41
2068/69| 5,283.90  47,730.99  1,755/96 14,049.90 4189268| 3,083,395.52 7,761,907.44
y= 28,223.500 269,448.71 39,576,009/11  9,838166. 208,656,808.81
X= IX =28,223.50=3,527.94
N 8
Y= 3Y =269,448.71= 33,681.09
N 8
Now,
r= 22Xy
VI VZy?
= 39,576,009.11 = 0.9482

v9,838,856.13 ~208,656,808.81

[ Correlation co-efficient of Deposit on Capital oBH, r1 = 0.9482



Calculation of Correlation Coefficient of Deposit m Capital of BOK

(Amount in Millions)

Fiscal Year| Total Capital Fund | Deposit of BOK
2061/62 777.45 8,942.75
2062/63 1,100.80 10,485.36
2063/64 1,265.82 12,388.93
2064/65 1,623.03 15,833.74
2065/66 2,005.69 18,083.98
2066/67 2,330.07 20,315.83
2067/68 2,662.07 21,018.42
2068/69 2,889.63 24,991.45

Let the variable Capital b¢ and Deposit b&

_ _ 2
FY X Y x= (X-X) y=(Y-V) Xy X Yy
2061/62|  777.45 8,942.75 -1,054.37  -7,564.81 798672 | 1,111,696.10 57,226,350.34
2062/63| 1,100.80 10,485.36 -731.02 -6,022.20 43464 | 534,390.24|  36,266,892.84
2063/64| 1,265.82 12,388.93 -566.0( -4,118.63 2138158 | 320,356.00| 16,963,113.08
2064/65| 1,623.03 15,833.74 -208.7¢ -673.8p 1403886.| 43,593.26 454,033.39
2065/66| 2,005.69 18,083.99 173.87 1,576.42 2741892.| 30,230.78 2,485,100.02
2066/67| 2,330.07 20,315.83 498.25 3,808.27 1,89787 | 248,253.06| 14,502,920.39
2067/68| 2,662.07 21,018.42 830.25 4,510.86 3,74%P4 | 689,315.06| 20,347,857.94
2068/69| 2,889.63 24,991.45 1,057.81 8,483.89 8393468 | 1,118,962.00 71,976,389.53
Y= 14,654.56 | 132,060.46 29,741,336.69| 4,096,796.50 220,222,657|53
X= 2X =14,654.56=1,831.82
N 8
Y=Y =132,060.46= 16,507.56
N 8
Now,
r= 2XY
VIR VIV

29,741,336.69

v4,096,796.50 V220,222,657.53

=0.9902

[] Correlation co-efficient of Deposit on Capital oDE, r2 = 0.9902



APPENDIX M

Calculation of Correlation Coefficient of Credit on Capital of HBL

(Amount in Millions)

Total Capital
Fiscal Year Fund Credit of HBL
2061/62 2,017.06 12,424.52]
2062/63 2,242.8 14,642.56
2063/64 2,651.3 16,998.00
2064/65 3,253.5 19,497.52
2065/66 3,845.2 24,793.16
2066/67 4,218.3 27,980.63
2067/68 4,711.2 31,566.98
2068/69 5,283.9 34,965.43
Let the variable Capital b¢ and Credit b&y
FY X Y x=(X-X)_ | y=(v- vy Xy X2 y2
2061/62| 2,017.06 12,424.52 -1,510/88 -10,434.08 76M6642.79  2,282,758.37 108,870,025|45
2062/63| 2,242.84 1464256 -1,285[10 -8,216.04 5BM®3.00|  1,651,482.0 67,503,313[28
2063/64| 2,651.37  16,998.40 -876.67  -5,860.60 5208714 768,374.96 34,346,632.86
2064/65| 3,253.52  19,497.52 27442  -3,361.08 CYpist i 75,306.34 11,296,858.77
2065/66| 3,845.21  24,793.16 317.p7 1,934.56 613B77. 100,660.25 3,742,522.39
2066/67| 4,218.36  27,980.63 690.42 5,122.03 3,536085 476,679.7¢ 26,235,191.32
2067/68| 4,711.24  31,566.98  1,183.30 8,708.38 10626405  1,400,198.89 75,835,882.22
2068/69| 5,283.90 34,96543 1,755/96 12,106.83  2]1P9.21|  3,083,395.5P 146,575,332/65
Y= 28,223.50| 182,868.8D 68,096,514|57 9,838,856.13 474,405,758.44
X= X =28,223.50=3,527.94
N 8
Y= XY =182,686.80- 22,858.60
N 8
Now,
r= 2XY
VEXR JEy

= 68,096,517.57

= 0.9967

V9,838,856.13v474,405,758.44
[] Correlation co-efficient of Credit on Capital of HBr1 = 0.9967



Calculation of Correlation Coefficient of Credit on Capital of BOK

(Amount in Millions)

Fiscal Year| Total Capital Fund | Credit of BOK
2061/62 777.45 5,912.58
2062/63 1,100.80 7,259.08
2063/64 1,265.82 9,399.33
2064/65 1,623.03 12,462.64
2065/66 2,005.69 14,647.29
2066/67 2,330.07 16,664.93
2067/68 2,662.07 17,468.19
2068/69 2,889.63 18,813.94
Let the variable Capital b¢ and Credit bé&f
FY X Y x=(%-X) | y=(v-vy Xy X2 y2
2061/62 777.45 5912.58| -1,054.37 -6,915/92 7,Z®% | 1,111,696.10 47,829,949.45
2062/63 | 1,100.80| 7,259.08  -731.02  -5569/42 4,GMA 534,390.24 31,018,439.14
2063/64 | 1,265.82| 9,399.33  -566.00  -3,429/17 1,940% 320,356.00 11,759,206.89
2064/65 | 1,623.03| 12,462.64  -208.79  -365.86 76,387.9  43,593.26 133,853.54
2065/66 | 2,005.69| 14,647.29  173.87  1,818[79  316)233| 30,230.78 3,307,997.06
2066/67 | 2,330.07| 16,664.93  498.2" 3,836.43  1,911250| 248,253.06 14,718,195.14
2067/68 | 2,662.07| 17,468.19  830.2" 463969  3,88%20| 689,315.06 21,526,723.30
2068/69 | 2,889.63| 18,813.94  1,057.81 5985144 6438129 | 1,118,962.00 35,825,491.99
Y= 14,654.56 | 102,627.98 25,791,889.28  4,096506, 166,119,856.51
X= X =14,654.56 1,831.82
N 8
Y=3XY =102,627.98 12,828.50
N 8
Now,
r= 2XY
ViR Ny
= 25,791,889.28 = 0.9887
V4,096,796.50 V/166,119,856.51
[ Correlation co-efficient of Credit on Capital of BOr2 = 0.9887




