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Chapter 1 : Introduction

Definition of Financial System (3-1Tfih? EMIGIED] l1I'ﬂ'81T5|T)

A financial system is a set of institutions, markets, instruments, and regulations that facilitate the flow of
money between individuals, businesses, and governments. It helps in mobilizing savings, allocating
capital, and managing risks to support economic growth.

SAGHIIEE, T THNEE g YAl YaTg a1 Acgd 5| J8el gad IRaresd, 4o fafaaies, T
STEH SFaEATYeT TN 3T JSfUAT HgAeT JA3S |

Types of Financial Institutions (31Tf5'ﬁ7 'HTEHBW 9JhR)

Financial institutions play a crucial role in managing money, credit, and investment in an economy. They
are broadly classified into two types:
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facia Teurgwer ot dfel AT 9T, HOT, T o9Mlel HAEYTIAAT Hgea Ul 3{[HAI Wooe|
ees A&7 AT g3 TR AT fqnfad o=l

1. Depository Financial Institutions (/a7 foer Rfir TeaEw)

These institutions accept deposits from the public and provide loans. They play a key role in money
circulation and credit creation.

TEAT HEATEES SToIdT T IIHIE T8TT Hebolel Mehe] I HUT 3TAeY IRT3O0T | faeiigwer
AArh! YaTe ¥ KT fASielr It Ageaqul {fAT oo

Examples (3&TaX0T):

Commercial Banks (20) (ariﬁ?q G‘W) — Nepal Rastra Bank, Nabil Bank, NIC Asia Bank
Development Banks (17)(ﬁT=FR:|' QW) — Mahalaxmi Bikas Bank, Garima Bikas Bank

Microfinance Institutions (ﬂ'ﬂoﬁﬂ' WQJT) — Nirdhan Utthan, Chhimek Laghubitta

Cooperative Societies (Q:I?Eh'lff Q:R:QJT) — Savings and credit cooperatives

2. Non-Depository Financial Institutions (A-fAaiT foa fadar wEaEw)

These institutions do not accept deposits but provide financial services like investments, insurance, and
asset management.

IEAT TEURER AT Heholel Ieale] dX oIITat, STAT, T HFART cFATATI SIEAT o Jar
SaleT Tee |

Examples (3&TaX0T):

Insurance Companies (STHT Tﬁ:q?-hﬁ) — Nepal Life Insurance, Rastriya Beema Sansthan
Investment Companies (I3l m?h?'a) — Nepal Investment Board, Merchant Banks

Pension Funds (92Tl W) — Citizen Investment Trust (CIT), Employees Provident Fund (EPF)
Stock Exchanges (X &) — Nepal Stock Exchange (NEPSE)

A financial system is essential for economic stability and growth. It helps in mobilizing savings, allocating
resources efficiently, and providing financial security to individuals and businesses. Financial institutions,
whether depository or non-depository, play a significant role in ensuring the smooth functioning of the
economy.

3NfF gomell Fob fel SRt MR AT T JefOrehl a1 3TaRash | JHe SId Heheld,
i sgawaTe, T i et wgder s | fader sems sddere Fafaa
T ATIAAT AgeaquT A Wooe|
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Financial Intermediation (ﬁ?ﬁﬂ' HEJTY )

Financial intermediation refers to the process by which financial institutions act as
intermediaries between savers and borrowers. These institutions mobilize savings from
individuals and businesses and allocate funds to those who need them for investment or
consumption. This process helps in the efficient flow of capital within an economy, reducing
risks and transaction costs.

Example: Commercial banks collect deposits from the public and provide loans to businesses
and individuals, ensuring economic activities continue smoothly.

o FeTeydr sl fadfi dEUgeel Sachdl T ®ONGE e Yefehl TIAT A T Fishar
BN AT ATAEF STTFAI aT SIGHTISE gad Hoboled INT AT oIl aT T el
AEaewels Yol Tale Ieel| TH Fishdrel TdeaAT Yol Yalgells THTHRI T30, Si@H
T3S, T NN JREIdes 73 Se36 |

3CIEIT: AU Sohg®el STAdT dT SAGHTIEIC Sdd Hebolel ISe] T SR AT SFTordITd
HIEIHATRT A HOT 3Tl INTISST, THel IF AT ey Farelst 67 FAgd
TS|

Components of Financial System (ﬁ?ﬁ'ﬂ' MICIED] dcdg )

A financial system is a network of institutions, markets, instruments, and regulations that
facilitate the flow of funds within an economy. It plays a crucial role in mobilizing savings,
allocating resources, managing risks, and supporting economic development.

TS JuTTell $aieh! TEUTEE, IO, STRIUIEE, T ATHGED! FASTT &, STl JATd=a#T
YT YIS THTEHRT FIAT TGEATTT 5|

There are Few Types of Components of Financial Systems:

1. Financial Institutions (fa<h<r WW)

Financial institutions act as intermediaries between savers and borrowers. They mobilize savings and
provide financial services such as loans, investments, and insurance.

o FEUTEE TaaehdT T HONEE T ALTEYH TIAT H IS, ST Yol TR=TeT, FOT
SIGEATI, T oET=T VT YTl ITSe|

Types of Financial Institutions:
Depository Institutions (f=&1T forer WQIEF\) — Banks, Cooperatives, Microfinance

Non-Depository Institutions (IR-T¥81T foreT WQJTSF) — Insurance companies, Pension funds,
Investment firms

2. Financial Markets (faer 9TRE®)

Financial markets facilitate the buying and selling of financial assets, such as stocks, bonds, and
currencies. They help in the smooth allocation of capital.
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faTr SoTREE Yolt ST o1l A, §US, AT 3y TaagEent foheTa™ ITeiehl oTaT SaT
TS|

Types of Financial Markets:

Money Market (Jfl;g'\T §3TX) — Short-term securities (T-bills, Commercial papers)

Capital Market (f'l;Gﬁ §3TX) — Long-term securities (Stocks, Bonds)

Foreign Exchange Market (fagefl fafeisa §=1X) - Currency trading (Forex)

Commodity Market (ER-TST F3IX) — Trading of goods like gold, oil, and agricultural products

3. Financial Instruments (AT 3THIUER)

Financial instruments are contracts that represent financial assets such as money, bonds, stocks, and
derivatives. These instruments help in transferring money and managing risks.

faer 3TeRROTE® Yefleh! aTeelTs SAAfRUT 91T AR, SUS, HOUTI, TAT ey Tl AT gl
Types of Financial Instruments:
Debt Instruments (FUT 3YhIVUIGE) — Bonds, Treasury bills

Equity Instruments (m 3Y9hIUTE¥) — Shares, Stocks
Derivative Instruments (giiﬁq Tt 39HIUIEEF) — Futures, Options

4. Financial Services (fadT da1Ew)

Financial services support financial transactions by providing banking, insurance, investment, and risk
management solutions.

O darew dfers, ST, J9TeET, T A caaeaT JEaT 9T FRITRAT Fg—dT e Jdes
§?-[I

Types of Financial Services:

Banking Services (a‘ﬁrg @T:lT) — Deposits, Loans, Credit cards

Investment Services (eT3TT=AT @T:lT) — Mutual funds, Portfolio management

Insurance Services (EfFHT @HT) — Life insurance, Health insurance

Foreign Exchange Services (Tafaraa @ET) — Currency exchange, International remittances

5. Financial Regulations (AT AI#8®)

Financial regulations ensure stability, transparency, and security in the financial system by monitoring
and controlling financial institutions and markets.

faeiar feeeer 3T U, IRETRIAT, T GRaT I e wnfel faeher Feamesn
fAgwe TS
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Key Regulatory Bodies in Nepal:

Nepal Rastra Bank (?I'CI'IFT IS¢ 3%5) — Regulates banks and monetary policies

Securities Board of Nepal (SEBON) (a9Tel f&rdmas Eﬂé‘) — Regulates stock markets
Insurance Board (STAT '\qﬁﬁ) — Regulates insurance companies

Company Registrar Office (h&FTail Tﬁw <'=FI'<’3I‘IT‘—I'€F) — Regulates business registrations

Size of the Nepalese Financial System

1. Number of Financial Institutions (Fl) in Nepal (As per Nepal Rastra Bank,

2023)
Type of Financial Institution Number (2080 BS)
Commercial Banks @0 §a) 20
Development Banks (%m 335) 17
Finance Companies (ﬁﬁm?ﬂ} 17
Microfinance Institutions (CTEfdT T¥) 65
Insurance Companies @HTH?TCFﬂ) 40+
Cooperatives (FghRI T 34,000+
Securities Firms & Merchant Banks 50+

The financial sector contributes about 25% to Nepal’s GDP, with commercial banks dominating the
sector.

Functions of Financial Intermediaries

a) Mobilization of Savings (§d HheleT ITeT)

b) Efficient Allocation of Capital (tisﬁa?r 3T cTaEATIS ITe)

c) Risk Management (SNT@&H cIGTATI IeT)

d) Liquidity Provision (dReTdT SIGTATI eT)

e) Facilitating Payments and Transactions (SiaT-ﬂ?ﬂ' Ul Tl a?ﬂ':}ﬁ')

f)  Price Determination in Financial Markets (Fadr SoTR&AT Held freRor ﬂﬁ)
g) Reducing Transaction Costs (chN\IsIN SIEIG] UCIjo:I)
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Role of Financial Intermediaries in the Financial System of a Country
Promoting Economic Growth (3T agj'ﬂm AIETT)

Enhancing Financial Inclusion (ﬁ?ﬁ'& qg?.l' EI‘_E\@' ﬂﬁ)

Stabilizing the Economy (37qdeaelTs 82X FAT341)

Strengthening Investment Opportunities (STaMalTehl AER dal3d)

Supporting Government Policies (BRRI AIfdgwcls TEJET 'o"lﬁ)

Chapter 2

Financial Instrument and Interest Rate

Financial Instrument (A= 39soT)

A financial instrument is a legal contract that represents a financial value. It can be used for investment,
raising capital, or hedging risks in financial markets. Financial instruments are classified into different
types based on their nature and function.

T 39T (Financial Instrument) $aiehl iw_o‘-\' gfer I&ar EFI?j\Trﬁ FFSAAT ar AT 8, STdel
& 7T (Financial Value) SfafafRica 1| TS oemeh, Gt Heroled, SNT@H cgqwuTael a1
O FRIERST ey gaeT TRea |

Common Types of Financial Instruments:
e Equity Instruments

e Debt Instruments (30T 3Ych{0T)
e Derivative Instruments (cgc‘-lo-o-l 3YhIUT)
e Cash Instruments (79T¢ 39hI0T)

The main Types of Financial Instruments are:
1. Money Market Instrument
2. Capital Market Instrument

e Money Market Instrument
Money Market Instruments - are short-term debt securities that are highly liquid and have low risk.
These instruments are typically used by governments, financial institutions, and corporations to manage
short-term funding needs. They generally have maturities of one year or less and are considered safe
investments due to their short-term nature. Examples of money market instruments include Treasury
bills, certificates of deposit (CDs), commercial paper, and repurchase agreements (repos).
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AT AT FrEZATCER AT BICT AR HUT L ITRUIEE. §AJ AP el T e
SNA TR Eooel| A ITRUEE I TR, faelTa TEATEE, T Hrdeligwel Diel Iaftent
hieSs MEaRThl T el FAIT IMSe]| AT IUFRUTEER! HHIAAT FAGRE Teh avefeal H
go T fAeigEels BIE aftil TTTaehT HRUT FIETIT Sleichl FIAT Hlioles | Hisl Hhe
ST HeCERD! 3ETERVAT Tonl foed, Afcfhhe 31w f3uifeie (8, FafRkie dw T Rudsr
AT (X)) ALY Bl

Type of Money Market Instruments are :

Treasury Bills (T-Bills) | ¢t faer (&-faew)

e Issued by the government to meet short-term borrowing needs.

e These are sold at a discount and redeemed at face value upon maturity.

e Considered the safest money market instrument.
Example: A government might issue a 91-day T-bill for NPR 98,000, which will be redeemed at NPR
100,000 after 91 days.

WER BT HAFAHT HOT I3 I It Ry Arerer| A gean aReoa T sRaeqdr
HUafd Q1 @A dt aEes|

Certificate of Deposit (CD) | WHTOTYT faiq (i)
e Issued by banks and financial institutions to attract fixed-term deposits.
e Offers higher interest rates than savings accounts.
e Can be traded in the secondary market before maturity.
Example: A bank issues a CD for NPR 500,000 with a maturity of 6 months at a 7% annual interest rate.

do aur fodTr geurer I e e g, SaaT AR s ey s IRTs T
39 <OTe US|

Commercial Paper (gP) | aTforsd 97 (i)

e Issued by large corporations to raise short-term funds.

e Typically unsecured but backed by the company’s creditworthiness.

e  Maturity ranges from 7 days to 1 year.
Example: A large company issues a commercial paper worth NPR 10 million for 180 days to finance its
working capital.

3T FFuellgea B Iaftar anfer geit 3o It ot Horgw| A dF AR
FFOR Fidea i o)

Repurchase Agreements (Repo) | ‘Fﬂﬁ'ﬁi‘ gFsrtar (aY)

A short-term borrowing tool where securities are sold with an agreement to repurchase them at
a higher price.

e Used by banks and financial institutions to manage liquidity.

e The difference between the selling and repurchase price is the interest earned.
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Example: A bank sells government securities worth NPR 50 million with an agreement to buy them back
in 7 days at NPR 50.5 million.

BIe Iafid FHOr 3o yAhT AR wEElar, SRt dF ar Rl FEre gRames O 9
frat fFeat e

Banker’s Acceptance (BA) | SeTaT m (#w)

e Ashort-term credit instrument guaranteed by a bank.

e Used in international trade transactions.

e  Maturity period ranges from 30 to 180 days.
Example: A company imports goods worth NPR 2 million and issues a BA, which the bank guarantees to
pay after 90 days.

HeRITSET AURST AT dhd 7R et BYer raftsr e are|

Call Money & Notice Money | ®el Hell T Aifew #a
e Call Money: Short-term borrowing for one day.
¢ Notice Money: Short-term borrowing for more than 1 day but less than 14 days.
e Used by banks to maintain cash reserve requirements.

Example: A bank borrows NPR 100 million for one day under call money.

dFhgEer HTFAT dTeTdT STIEYTIA o7 THh feaT a1 Fa o onfr o aer s =

Interbank Lending Market | Heddd HOT TR

e Banks lend to each other to manage short-term liquidity needs.
e Interest rates fluctuate based on market conditions.
Example: Bank A lends NPR 500 million to Bank B for 7 days at an interest rate of 5%.

dFEEe THRIHATS BIET IR T A %o, I T9R AT IR gl

e Capital Market Instrument

Capital Market Instruments (fi;Gﬁ' TR 3YHIOT)

Capital market instruments are financial securities used by companies and governments to raise long-
term funds. These instruments typically have a maturity of more than one year and help in wealth
creation, investment, and economic growth.

Yol ISIR 3T Heleh! HFUeiigs I ALhRel Areehrellel faeiig G SJer3 JaleT a1 o
Wgﬂlﬁrmqﬁmmwa&ma&@|

Type of Capital Market Instruments are :

Equity Shares (Sf#adr daR)

e Represents ownership in a company.
e Shareholders receive dividends and have voting rights.
e The price of equity shares fluctuates based on market demand and company performance.
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3fFadY A HAHT FFIAAT FAACT FTA3A A g1 WA FATGIEIE AT qred
TS T FF=R Ao yfhamar aafter tea)

Preference Shares (WTIfAHAT W)

e Shareholders get a fixed dividend before equity shareholders.
e No orlimited voting rights.
e In case of liquidation, preference shareholders are paid before equity shareholders.

wafAwar AW AfRgd AR amr uSed, X SAEwT Adee dteER @ifEa
ol

9

Bonds & Debentures (§98 T f3d+=R)

e Debt instruments where investors lend money to companies or governments.
e Fixed interest payments (coupon payments) at regular intervals.
e Safer than equity shares but offer lower returns.

903 T f39eR HAd RUTTHEE §el, STHAT SAlelhdiel Hqel a1 FIHRars AREd
SITSTEIAT HOT eoetl

Government Securities (Wlﬂ ‘Jlﬁ'aiﬁ' - G-Secs)

e Issued by the government to raise long-term funds.
e Considered the safest capital market instrument.
e Examples: Treasury Bonds, Savings Bonds.

RS daarel fdr @ia Jesa Sy e geam areer| A gaseer giaa e
Afa=s|

Mutual Funds (FJI37eT HUS)

e A collective investment scheme where funds from multiple investors are pooled and invested in
stocks, bonds, or other securities.

e Managed by professional fund managers.

e  Offers diversification and risk management.

FIIHA B3 Had A dameliewdaierd I@H Faheel I AT, U3, AT 3o FRaT
HTLAEEAT el et FIT

Derivatives (3R#ifesw)

e Financial contracts whose value is derived from an underlying asset (stocks, bonds, commodities,
etc.).

o Types: Futures, Options, Swaps.

e Used for hedging and speculation.
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Exchange-Traded Funds (ETFs) | TFHdraol-¢38 HUS (3¢Tw)

e Atype of investment fund that trades like a stock on the stock exchange.
e Offers diversification and lower fees.

$ATE WP Teh TFHA-AAT FRIGR AN T FIT @), STHS FH ARTTAT
fafaeisorar glur Res)

SYGEYTI aT ATHT FHABT T TS|

Interest Rate (€gTsT €X)

An interest rate is the cost of borrowing money or the return earned on an investment, expressed as a
percentage of the principal amount. Interest rates are set by central banks, financial institutions, and
market conditions.

Types of Interest Rates:
e Fixed Interest Rate (X IS &) * (_}g\
e Variable Interest Rate (ARATAT SATST &) N.Py
e Nominal Interest Rate (SITHHATT TS &) w

e Real Interest Rate (ATEATdeh ISl &X)

, Derivative Securities (SgcUo<T qﬁaﬁr)

" Derivative securities are financial contracts whose value is derived from an underlying asset,
such as stocks, bonds, commodities, currencies, interest rates, or market indexes. They are used
for hedging risks, speculation, and arbitrage in financial markets.
egcYool 9'%34"\% (Derivative Securities) $Teeh! IEAT AT TFaAldEw gL, TR Hed ii_l,w_o‘-\' =T
FFITIT (Underlying Asset) HeIdIe gred ga-al 3ETEIUTehT o4, AT, K{UTIH, EGIES
(Commodities), HATE® (Currencies), ATl & (Interest Rates) T FI {-I‘\dehiehs#\ (Market Indexes)|

Key Features of Derivative Securities:

v Value Depends on Underlying Asset — The price of derivatives fluctuates based on the value of
the underlying asset.

v Used for Hedging & Risk Management — Investors and businesses use derivatives to protect
against market fluctuations.

Vv Can be Highly Leveraged — Small investments can control large amounts of assets, increasing
both potential gains and risks.

10
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Definition of Base Interest Rate

The Base Interest Rate is the minimum interest rate set by a central bank or financial institution, below
which commercial banks cannot lend to their customers. It serves as a benchmark for determining
lending rates for various loans. This rate is influenced by factors such as the cost of funds, inflation, and
economic policies.

9 ST ARl Foard o a1 Ty geure fuRor ot Sgeras sarsie &), Sas=ar &
SATSIEIAT AIOIeT Shgwel ATEhals RUT el FaFeAA| AT sTToleY TATHT FHUTGEP! sAToTEX
fAEROT a1l 3MURERT TIAT FHIH TS| THATS BV AEI, GBI, T 3T Afdes e
dcdg®el gHTIAT TS|

Open-End Funds vs. Closed-End Funds
1. Open-End Funds
Definition:
Open-end funds are mutual funds that continuously issue and redeem shares based on investor demand.
There is no fixed number of shares, and investors can buy or sell shares directly from the fund at the Net
Asset Value (NAV), which is calculated daily.
Key Features:

e Shares are bought and sold at NAV.

e No limit on the number of shares issued.

e Investors can enter or exit at any time.

e Managed by professional fund managers.

e Common examples: Mutual Funds, Exchange-Traded Funds (ETFs).
2. Closed-End Funds
Definition:
Closed-end funds are investment funds that issue a fixed number of shares through an Initial Public
Offering (IPO). These shares are then traded on stock exchanges like stocks, and their prices fluctuate
based on supply and demand rather than NAV.
Key Features:

e Fixed number of shares available.

e Shares trade on stock exchanges at market price, which may be above or below NAV.

e Investors must buy or sell through the stock market.

e Less liquidity compared to open-end funds.

e Common examples: Closed-End Mutual Funds, Listed Investment Companies.

Feature Open-End Funds Closed-End Funds

Share Issuance Unlimited shares Fixed number of shares
Trading Method Bought/sold at NAV Traded on stock exchanges
Pricing Based on NAV Market-driven price

Liquidity Highly liquid Less liquid

Regulation Managed by fund managers Subject to market fluctuations

11
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Loanable Funds Theory of Interest Rate

The Loanable Funds Theory explains the determination of the interest rate in an economy based on the
demand and supply of loanable funds. According to this theory, the interest rate is the price of
borrowing money, determined by the interaction of those who supply loanable funds (savers) and those
who demand them (borrowers).

Key Components:

Supply of Loanable Funds: Comes from savings by households, businesses, and the government.
More savings increase the supply of loanable funds, leading to lower interest rates.

Demand for Loanable Funds: Comes from businesses for investment, consumers for loans, and
the government for deficit financing. Higher demand raises interest rates.

Equilibrium Interest Rate: The point where the demand and supply of loanable funds meet
determines the prevailing interest rate.

Factors Affecting Loanable Funds:

Savings Rate: More savings increase loanable funds and lower interest rates.

Investment Demand: Higher demand for capital raises interest rates.

Inflation Expectations: Higher inflation expectations lead to higher interest rates.

Government Policies: Tax policies, subsidies, and central bank regulations affect the supply and
demand for funds.

In Nepali (A9TI#AT):

ORI Y FAGYTed (Loanable Funds Theory) INTEHAT 1ol fAuRor a1 u3er gyt
g1l A1 fAcYled TR SATSIEY UM SVl 3MYfc (Supply) T AT (Demand) I TER

fhaearT fauRer o)
ﬂ@m:
1. ROET FYH It ERIRAR, STqHE, T THERS! TIq€e H3S| TaOd AT
FOTAT FIYH IYfd 9¢6, THA AT U3 |
2. HURIRT FINH! AT STGAIGERT AIMeAl ITARIFATEE, STHFATGHHT FOT
HTIIHATEE, T FIHRH! €T Ifef HTaRAFATEE STt §o| AT TEAT AT T |
3. Weqfad sATSEX (Equilibrium Interest Rate): FUTAWT HIwH ITqfed T AT ST8T FATT

12

&5, el sueaT AURer E

FOTRAIT IS HAT I dcdsg

¥9d &V §9d deHAT SIS UCo|

TAIAMAIF! ATT: AMMeATh! ANT TSHAT sATSIEY G965 |

HAEHIA 38T AGREHITT 3T HTAT sqeI I TGO

TIHERAY A FT, et T Fedr 5 fagseea Fiwdr mqfet T AR 3w 9|




Gazzab Ko Tuition center By Manish Shrestha

List of Formula In finance of Unit -2

g Yields on Woney Market Insfrumeriis: ,Q.\/"? o 62
e-—y <
Formulae: a>) {,"\{ '
. Discount Raie/D:scoum YDld
DR- FV-P X 360 el $
B Bbsnotes com ¢
~ Where, :? XND/

 DR= Discouni Rale {L" ,g / c
Fv Face Value ( \ ¥

= Sellin |C€
h’\aiua‘iﬁ Penod

. Tnvesiment Rate /Jnvasimem Ymd 2ond Equivalent Yrerd
IR|BEY = Fv-Py 965‘ Shant
P Gl
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+ Singie Payment Yieid:

SPY: JRX 260
369

Whete,
SPY = Single faymen Yield
IR = Invesiment qme

- Effective Annual Yieid:
-

-
)
EAY = [ 1+ JRXE %__1 iy
365 | 3
AT Bbsnotes.com
o eay= (14 SPYXt 3{ _1
360 i

. Hoding Period Refum (W) ~
_HPR = Ending price- Beginning price
aeafnnx‘na, ?n‘ce 2

T T ?%

Yield on Repo = Price — Fv / F.v * 360/t
_—’

14
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Formulge:

1. NetAgsels Value (NRav) = To4al asseis- Liabili4ies

Number o* shares outsta nding
2. Oﬂerl‘ﬂa Pn‘CQ Per chare = NAV fer share

1 - load fee -

3. Curent Market price = NAW (1-discount 7.) E
: "N (1 premum %) -
4. discount 'percemacje = NAV-Cutrent mps P
, Sy SR e
5. Premiym 1 perceniage : Cuvren}NNFl\l:/S BAY, e -

Note: . s —
Jb NAV> Curent Mps » Discounr e
NAV £ (urent Mpc 5 premium.

6- NAV Baced HpR = NAV, - NAV, +D1+Cfuxmo
_ NAy, *

15
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* Jrieresd Rades:

K = K*+ IP4 DRP+ LP+ MRP+SP

Where,
k= Market rale of interest on a W Year sec_unl
Y

which differ Trom one security 46 anotrer depends
upon the naiure of risk choq\aﬂed fmd'g/

K* = Kea"gé_%,f_ﬁ_raie 0} inderesk 4nat exisison

~ A risk- freeasseps in 4he World With zero
; injiation. (T-wviut rate) |

__IP=AR e Indlation ium

“DPRP= bQ-fgl_.ll_l' Risk premium 4hat resuts because o

o twe bossibility thar 0 borrower win Mol
ineresf and lﬁuncupql within 4he smfed-rqrﬁi

beriod
1P liquidilgy Premium

MRP= Maturit _Risk premium: refiected bat price.
- Yisk © fonger- term ﬁcunfg

16
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; Treosuvd CeCurities:

oKyy = K* + IP+ MRP
+ (orporate Securties:

okin-c = K¥+IP+MRP+0RP+LP
OKi-T + DRp+LP LR
Ip= Average Infiation Prem‘um

/-

noon

—

“ and soon....
where.

—_I= Rate 0{ inflation in Year 4

¥ = inQ 4 ln{lahon in jearf). -
L'; _&

_Q-_'____ ) NS 6 e
:,—rﬁi‘ré e _

2
7
<~
WA

Ifa = i+ Bbsnotes.com

m«f(a-luon in T@grB and so on .
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2079 Q.N7

Solution

Given,

Total Assets = Rs.23,00,000

Total Liabilities = Rs. 100,000

No. of Share outstanding = 200,000 share
Net Asset Value (NAV) =?

Now , We know that,

Net Assets Value (NAV) = Total asset — total liabilities

No. of shares outstanding
= 23,00,000 — 100,000 / 200,000 ’
=Rs. 11

18
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Descriptive Answer Questions , . .

& A Treasury bill with 180 days to maturity,  face value of Rs 10,000 is selling for
bank discount basis. - ~

What is annualized yield of T-bill on the bank discount basis?

b. Whatis its investment rate?

What is the holding period retum on T-bill?

. What is the effective annual yield on the T-bill?

o

a o
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The ABC Growth Fund, a closed-end investment company, has a portfolio of asset 08y,
Rs 1,000 million. It has liabilities of Rs 5 million. It also has 80 million shares Outstanding, o
2. Whatis the fund's NAV? bt '
b. I the fund trades at 5 percent discount from its NAV, what is the market price of tﬁe fung
shares? $
TR ~ Ans: (a) Rs 12.44 per share (b) Rs 11.82 per gy,
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Ans: (a) Rs 12.44 per share (b) Rs 11.82 Per Shan
6. Suppose 2 mutual fund has the following assets and liabilities:
Stocks _ Rs 700,000
Bonds — Rs 500,000
Accounts payable — Rs 200,000

There are 50,000 shares outstanding.
a. Whatis the NAV?

b.  Suppose the firm sells another 1,000 shares. It has a 2 ;.;ércent load. What is the seling
price?
Ans: (a) Rs 20 (b) Rs 2041
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| | ' Ans: (a) Rs 20 (5) Rs 20.41
7. Aninvestor in Treasury securities expecls inflation to be. 3 percent in year 1, 4 percent in year
2, and 5 percent each year thereafter. Assume that real risk-free rate is 2 percent and that this

rate will remain constant. Three-year Treasury securities yield 7 percent, while S-year Treasuy

securities yield 8 percent. Whal is the difference in the maturity risk premiums on the two
securities? b e
%o\’ -
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9. Suppose the annual'yleld on a 2-year Treasury bond is 12 percent, while that on a 1-year bond
1s 11 percent. Real risk-free rate is 3 percent and the maturity risk premium is zero.

a. ;’:;“9 the expectation theory, forecast the interest rate on a 1-year bond during the second
r.

b. What is the expected inflation rate in year 1'.; Year 2?

¢. Comment on why the average interest rate duri i
; urnng the 2- 1-year
interest rate expected for year 2. 9 the 2-year period differs from the 1-¥
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i : » _ Ans: (a) 13.01% (b) 8% and 10.01%

10. The yield on 1-y9ar Treasury secuntles.ls 5 percent, 2-year securities yield 5.5 percent, and 3.
year securilies yield 6 percent. There is no malurity risk premium. Using expectation theot:
forecast the yields on the following securities: " 5 =

a. One-year securities, 1 year from now. \—a:?g-r- y

b. One-year securities, 2 years fomnow. © * = * - é t 2kz =7

c. Two-yea iti ® k3
year securities, 1 year from now.

Ans: (a) 6% (b) 7.01% () 6%
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Ans: 11.02% and 10.21%

Amh'ncal Answer Questions

1o, or9@MNo. 181t is now Januany(q, 2023 Nnlation was about 4 percent, throughout 2022, The

govemment took action to maintain inflation at this eyel However'

; d " , the econow?y-is in a
recovery, and repons lndlcate that inflation is expected to increase during the next 4 years.
Assume that 5 percent will be the expe

cted inflation rate for 2023 6 percent for 2024 6.5
percent for 2025 and thereafter inflation rate will be stable at ._percent Pe

a. Whatis the average expEcted inflation rate over the nextA. years period 2023-2026?

3
b. What average nominal interest rate, over the 4 years period 2023-2026, would be expected 2 2
to produce 2.5 percent real risk-free rate of return on 4-year Treasury securities? 2572 Lﬂ‘ﬁt
¢. Assumea real-risk free rate of 2.5 percent and & maturity risk premium which starts at 0.04 — =

percent on 1-year secumy and.ncreases by 0.04 percent each year. Estimate the interest pr
rate in January 2023 on the Treasury securities that mature i in 1,2,5, 10 and 20 years.

d. Assume that default risk premium associated with a 5-yéar comorate security is 19

percent What is the yield on 5-year corporate securilies?

e Describe the general economic condmon that could be expected to produce an upward

,\ slopmg yield curve. - [3+245+2+3)
A " Ans: (a)6125% (b) 8.625% (c)754% B.0B%; 0.00%; 8.86%; 10.425% () 109%,
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13. It is now January 1, 2023. Inflation was about 3 percent, throughout 2022. The govemment
took action to maintain inflation at this level. However, the economy is in a recovery, and
reports indicate that inflation is expected to increase during the next 4 years. Assume that 4
percent will be the expected inflation rate for 2023, 5 percent for 2024, 6 percent for 2025, and
thereafter inflation rate will stable at 6 parcent.
2. What s the average expected inflation rate over the next 4 years period 2023-20267
b. What average nominal interest rate, over the 4 years period 2023-2026, would be
expacted to prdduce 3 percent real risk-free rate of retum on 4-year Treasury securities?
¢. Assume a real-risk-free rate of 3 percent and a maturity risk premium which starts at 0.05
percent on 1-year security and increases by 0.05 percent each year. Estimate the interest
rale in January 2023 on the bonds that mature in 1, 2, 5, 10 and 20 years?

d. Describe the general economic condition that could be expected to produce an upward
sloping yield curve.
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Ans: (2) 5.25% (b) 8.25% (c) 7.05%; 7.6%; 8.65%; 9.2%; 9.85%
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(2 I Do o

Ans: (2) 5.25% (b) 8.25% (c) 7.05%; 7.8%; 8.65%; 9.2%; 9.85%
14. The one-year interest rates over the next five years are expected to be 5%, 6%, 7%, 8%, and
9%: Given this information, .
a. Wha are the interest rates on a two-year bond and  five-year bond?

b. New suppose that investors' preferences for holding short-term bonds have the Jigeieh
3 0, o, / £
premiums for one-year to five-year bonds a;<0/o. m 0.7 % 2
" respectively. What is the interest rale on a two-year bondand a five-year bond?

¢ Compare the findings in part (b) with the answer from part (a). - |
Ans: (2) 5.5%; 6.99% (b) 5.75%; 7.99%
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Chapter - 3

Depository Financial Institutions

«{, Depository Financial Institutions (DFIs) are financial entities that accept deposits from individuals and
businesses and use those funds to provide loans, mortgages, and other financial services. Examples
include commercial banks, savings and loan associations, and credit unions. These institutions play a
crucial role in the economy by facilitating savings, investments, and the flow of money.

SFAT T o gwr (Depository Financial Institutions) ool cTEaT Tada g&ar §Tr[ e

IfFAEE T HIAIGEAC STFAT (deposit) FARR ISl T Al SIFAT HTSRT IHAATS FKOT, S
(mortgage), T 3T oI AaTgse FIAT Yl ISe]| TGS dhg®, Tad dAT FHOT TEHRT
TEAT, T ST YIeTele® TJH Tehehl Taeiid HEUTH! 3aTeIvr getl Ao HEATEE 3T
fAfafAT FgcaqET HAFT Wooe She Jad I TS JaE NSO

Functions of Depository Financial Institutions (DFls):

1.

Accepting Deposits: DFIs collect deposits from individuals, businesses, and organizations,
providing a safe place to store money.

Providing Loans and Advances: They use deposited funds to offer loans, mortgages, and
advances to individuals and businesses.

Facilitating Payments: DFIs provide payment services such as issuing checks, debit cards, credit
cards, and online banking.

Wealth Management Services: They offer investment advice, retirement planning, and wealth
management solutions.

Safekeeping of Valuables: DFIs provide locker facilities for storing valuable documents, jewelry,
and other assets.

Foreign Exchange Services: Many DFls offer currency exchange, foreign remittance, and
international trade financing.

Credit Creation: By issuing loans beyond their reserves, DFIs contribute to the creation of money
in the economy.

Promoting Savings and Investments: DFls encourage people and businesses to save and invest,
fostering economic growth.

FFAT e T FTUTETHT FRE

1.

35

SFAT FFPR ; RellgEel ATFes, cTaHIes T HEYGERAC YA STEAT IS T
GI&T FIAT IES= |

®OT T AT Tt 1] STFAT HTH TohA AT I SATFAe® T STaaq—gEells HUT,
Setreh T HAA giawn fGeoe|

sFarier gRuT R 9, 3fae w15, Hise &S, T 3eTelsa dfhs ST Hardle JaEs
UeTel TeSe|

FFITY SATEATI HaT: oETTel! Heollg, DI Alolell, T FFYTT cHGEATTT HaTew
3TAY IR
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5. qgHeH TEJEeD! Y& TgHET PITSI, ITEel, T 3w T IRFIRT AT Tehah
SIELIRECET ]

6. faeelt 71 Qam: fageh wger Rfawy, WaAcaed, T 3rdifted samare anfar fada
TEIdT YGTel ITeSaT|

7. %OT ST AT HeaT 9E1 HOT et TN FIRAT AT 3Mqfd der3os|

8. ¥Od T AR JIEHT: AfAAEE I TTAIGEeN Iad I o@lled o7 URA I 3w
[EEASCINRIE DI SRS ]

In Nepal, depository financial institutions are categorized into four main classes, each serving distinct
roles within the financial sector:

1. Class 'A' - Commercial Banks: These are the largest financial institutions, offering a
comprehensive range of banking services, including accepting deposits, providing loans, and
facilitating trade finance. As of mid-January 2025, 20 commercial banks are operating in Nepal.

2. Class 'B' — Development Banks: Focused on promoting economic development, these banks
provide financial services to sectors such as agriculture, industry, and infrastructure. As of mid-
January 2025, there are 16 development banks in Nepal.

3. Class 'C' — Finance Companies: These institutions specialize in providing financial services like
hire purchase, leasing, and housing loans. As of mid-January 2025, 17 finance companies are
operating in the country.

4. Class 'D'— Microfinance Financial Institutions (MFIs): Aimed at enhancing financial inclusion,
MFIs offer micro-loans and other financial services to low-income individuals and small
businesses. As of mid-January 2025, there are 52 microfinance institutions in Nepal.

hese classifications are regulated by the Nepal Rastra Bank, the central bank of Nepal, which oversees
their operations to ensure financial stability and growth within the country.

AqTeAT:
AATTHT, STFAT 316 FaelT HEATEEATS TR ALY FAgEAT Fefiep IR &, siwe fachr arfas
faffest sffAes AAaTe s
1. HE U -0y dhgw: A Fedeal ol faeii HEATEE &, Shel ST TAhR T,
FOT UGTeT ITet, T SAMAR AT TAIE® SIEdl cdTUeh S1hs JdIg® UGl el | HEd-
STAAT Y FFH, SAGTelAT 0 A0S dhg® TsdToldAT Goll

2. 'FeT Y - R dwgw o dongwel H, 3T, T UR STET S8R S fashra
JacHel I faeid HARE UeTel IMSel| FAEI-SToIall 10398 FFH, AITeAT 26 famra Sohgw
el

3. HeT Y - A9 FFgelgs: A AR 8RR 9=, fafais, T 3marg FHor s&ar i
JATEEHAT TAATIAAT TESe| HEI-STeTad] 109 TFH, SAAT 2o O FFuaigs TdTelelal
Bl |
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4. 'HEN 3 - ATBHIBISATH [T TTAEE (VHUEHITESER): foxir garaefiawor ser3ed
AT, THURIEERS & 3T AU cAfFde® I AT TaAIgwRalls AT FOT I 3T
o AATE® YT S]] AEI-STAGYT 0 FFA, TTTeTHT YR ASHIBIEATH TEUTEH

Bol |
A FeffeoEs Adrer Ueg dercarT FAaHeT e, see qufds fadr ffuwar T gefers
AT FToienl o1 feligEen! Hseleleten! HAETOT aTes |

Types of Commercial Banks and Their Names in Nepal
In Nepal, commercial banks are classified into different types based on their ownership and operations.
Here are the major types along with examples:

1. Public Sector Commercial Banks (Government-Owned)
These banks are fully or partially owned and operated by the Government of Nepal.

e & Nepal Bank Limited (Established in 1937)
e [u Rastriya Banijya Bank (Established in 1966)

e 1w Agricultural Development Bank (Initially a development bank, now operating as a
commercial bank)

2. Private Sector Commercial Banks
These banks are owned by private individuals or institutions and play a dominant role in Nepal's banking
sector.

e Tu Nabil Bank Limited

o Tu Himalayan Bank Limited

e 7w NIC Asia Bank Limited

e T& Global IME Bank Limited

e 1ur Everest Bank Limited

o & Machhapuchchhre Bank Limited

e 1w Kumari Bank Limited

o Tar Siddhartha Bank Limited

e Ta Laxmi Sunrise Bank Limited (formed after the merger of Laxmi Bank and Sunrise Bank)

3. Joint Venture Banks
These banks are established in collaboration with foreign banks, bringing in international banking
practices and capital.

o Tur Standard Chartered Bank Nepal (Joint venture with Standard Chartered PLC, UK)

o Tar Nepal SBI Bank Limited (Joint venture with State Bank of India)

e Tar Everest Bank Limited (Partnered with Punjab National Bank, India)

4. Merged/Upgraded Commercial Banks
Due to Nepal Rastra Bank's merger policies, several banks have merged to strengthen their capital base
and expand operations.
o Tu Nepal Investment Mega Bank Limited (Merger of Nepal Investment Bank and Mega Bank
Nepal)
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e & Laxmi Sunrise Bank Limited (Merger of Laxmi Bank and Sunrise Bank)

o & Global IME Bank Limited (Result of multiple mergers with Commerz and Trust Bank, Janata
Bank, etc.)

These commercial banks in Nepal offer a wide range of services, including accepting deposits, providing
loans, international trade financing, remittances, and digital banking solutions. All Class 'A' commercial
banks are regulated by Nepal Rastra Bank (NRB) to ensure stability and security in the country's financial
system.

Types of Development Bank in Nepal
Development Banks in Nepal

From sources across the web

B8 Excel Development Ban... v * Green Development Ba... v # " Miteri Development Bank v

=| Garima Bikas Bank v s Karnali Development B... v Lumbini Bikas Bank v

Narayani Development ... v s==== Sindhu Bikash Bank v a===: Jyoti Bikas Bank L
== )

Mahalaxmi Bikas Bank v Muktinath Bikas Bank Ltd v .; Shine Resunga Develo... v

) Saptakoshi Development v w Shangri-La Developme... v ® Kanchan Development ... v

Vimaeas Salapa bikash Bank Ltd b 4 Mission DevelopmentB... v Sahayogi Bikas Bank Li... v
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Types of Finance Companies in Nepal Current For Example”

C-class finance companies ¢

39

Best Finance Company Limited

Capital Merchant Banking and Finance Limited
Central Finance Company Limited (CFCL)
Goodwill Finance Limited (GFCL)

Guheshwori Merchant Banking & Finance Ltd.
Gurkhas Finance Limited

ICFC Finance Limited (ICFC)

Janaki Finance Company Limited (JFL)
Manjushree Finance Limited (MFIL)

Nepal Finance Limited (NFS)
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Types of Micro finance company listed in Nepal

First Microfinance Bittiya Sanstha Limited FMDBL
RMDC Laghubitta Bittiya sanstha Limited RMDC
RSDC Laghubitta Bittiya Sanstha Limited RSDC
Sana Kisan Laghubitta Bittiya Sanstha Limited SKBBL
Asha laghubitta Bittiya Sanstha Limited ALBSL
Chhimek Laghubitta Bittiya sanstha Limited CBBL
Civil Laghubitta Bittiya sanstha Limited CLBSL
Deprosc Laghubitta Bittiya Sanstha Limited DDBL
Forward Community Microfinance Bittiya Sanstha Limited | FOWAD
Grameen Bikas Laghubitta Bittiya Sanstha Limited GBLBS
Kalika Laghubitta Bittiya Sanstha Limited KMCDB
Laxmi Laghubitta Bittiya Sanstha Limited LLBS
Mero Microfinance Bittiya Sanstha Limited MERO
Mahila Sahayatra Microfinance Bittiya Sanstha Limited MSMBS
MNerude Laghubitta Bittiya Sanstha Limited NLBBL
NMB Microfinance Bittiya Sanstha Limited NMBMF
National Microfinance Bittiya Sanstha NMFBS
Nirdhan Utthan Laghubitta Bittiya sanstha Limited NUBL
Swadeshi Laghubitta Bittiya Sanstha Limited SDESI
Swarojgar Laghubitta Bittiya Sanstha Limited SLBBL
Swabalamban Laghubitta Bittiya Sanstha Limited SWBBL
Vijaya Laghubitta Bittiya Sanstha Limited VLBS
MNadep Laghubitta Bittiya Sanstha Limited NADEP
Ganapati Microfinance Bittiya Sanstha Limited GMBSL
Global IME laghubitta Bittiya Sanstha Limited GILB
Womi Laghubitta Bittiya sanstha Limited WOMI
Kisan Microfinance Bittiya Sanstha Limited KMFL
Mithila Laghubitta Bittiya Sanstha Limited MLBBL
Mirmire Laghubitta Bittiya Sanstha Limited MMFDB
Mahuli Samudayak Bittiya Sanstha Limited MSLB
Chautari Laghubitta Bittiya sanstha Limited CHLBS
Samudayik Laghubitta Bittiya Sanstha Limited SLBSL
Aarambha Microfinance Bittiya Sanstha Limited AMFI
Janautthan Samudaik Laghubitta Bittiya Sanstha Limited ISLBB
Nagbeli laghubitta Bittiya Sanstha Limited NBBL
MNaya Nepal Laghubitta Bittiya Sanstha Limited NMNLB
Suryodaya Laghubitta Bittiya Sanstha Limited SLBS
Samata Laghubitta Bittiya Sanstha Limited SMATA
Support Microfinance Bittiya Sanstha Limited SMB
Summit Laghubitta Bittiya Sanstha Limited SMFDB
Sparsha Laghubitta Bittiya Sanstha Limited SPBSL
Unnati Microfinance Bittiya Sanstha Limited UMB
MNepal Seva Laghubitta Bittiya Sanstha Limited NSEWA

Wholesale microfinance companies

MNational level microfinance companies

Microfinance company operating in 45 districts
Microfinance company operating in 32 districts

Microfinance companies operating in 10 to 15 districts

Microfinance companies operating in 4 to 10 districts

Microfinance company operating in 1 to 3 districts
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Onsite Supervision

English:

Onsite supervision refers to the direct monitoring and inspection of financial institutions by regulatory
authorities (e.g., Nepal Rastra Bank) at the institution's premises. This involves checking the institution’s
operations, management, financial status, and adherence to regulatory requirements through physical
visits and audits.
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Offsite Supervision

English:

Offsite supervision involves monitoring the financial institutions' activities and performance from a
distance, without a physical visit, through the analysis of financial reports, statements, and other
documents submitted by the institutions. It helps in early identification of risks and ensures compliance
with regulatory standards.
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Major Products of Depository Institutions

Depository financial institutions, such as commercial banks, savings banks, and credit unions, offer a
range of financial products that help individuals and businesses manage their finances. Here are the
major products provided by these institutions:

1. Deposits

e Savings Accounts: These accounts allow individuals to save money while earning interest. They
are highly liquid, meaning funds can be withdrawn at any time.
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Current Accounts: Typically used by businesses and individuals for frequent transactions, these
accounts offer easy access to funds but usually do not earn interest.

Fixed Deposits (Time Deposits): These are deposits made for a fixed term, with a higher interest
rate than savings accounts. The funds are locked in until the maturity date.

Certificates of Deposit (CDs): A type of time deposit with a fixed interest rate and maturity date,
typically issued for larger amounts and longer terms.

2. Loans and Credit

Personal Loans: Loans granted for personal use, such as for purchasing a car, education, or
covering unexpected expenses.

Mortgages: Loans taken to purchase real estate, usually with the property itself serving as
collateral.

Business Loans: Loans provided to businesses for capital expenditures, expansion, or working
capital.

Credit Cards: A revolving credit product that allows cardholders to borrow up to a set limit and
pay back in installments or full at the end of each billing cycle.

Overdrafts: A facility that allows account holders to withdraw more money than their current
account balance, typically subject to fees or interest.

3. Investment Products

Mutual Funds: These are pools of funds from multiple investors, managed by a professional fund
manager, and invested in a diversified portfolio of stocks, bonds, or other securities.

Government Bonds: Depository institutions may offer bonds issued by governments as a way to
invest in low-risk debt securities.

Stocks and Equities: Some depository institutions, especially those with brokerage services,
allow customers to invest in the stock market.

4. Insurance Products

42

Life Insurance: Policies that provide financial protection to beneficiaries in case of the
policyholder's death.

Health Insurance: Coverage that helps pay for medical expenses.

Property Insurance: Coverage for loss or damage to property, such as home insurance or vehicle
insurance.
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5. Foreign Exchange Services

e Currency Exchange: Depository institutions provide services for exchanging foreign currencies
for international travel or business transactions.

e Foreign Currency Accounts: Accounts that allow customers to hold and transact in foreign
currencies.

6. Digital Banking Products

e Online Banking: Services that allow customers to perform transactions and manage their
accounts via the internet.

e Mobile Banking: Allows customers to access their bank accounts and perform transactions using
a smartphone application.

o Digital Wallets: A product that stores digital money for making payments electronically.
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GAP ratio of Bank A =25%

Gap Ratio of bank B = 30%

GAP ration measure interest rate of sensitivity the Bank. A higher GAP ratio indicates more interest
sensitivity. So, the GAP ratio of Bank B is higher than GAP bank A. Hence, bank B is more sensitive to the
rate of interest.

Given,

Profit margin PM =?

Assets utilization ration AU = 1.45 times
Return on assets ROA = 14.5%

Now,

We know that ROA =Pm * AU

14.5% = pm * 1.45%
Pm=14.5%/1.45%

Or, PM = 10%

Hence profit margin ratio is 10%.

ROA =PM * AU
=10*1.38
=18%
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Unit — 4 Non-Depository Financial Institution

1. What role does the risk management industry play in the economy?

The risk management industry helps protect individuals and businesses from financial losses. By
managing uncertainties, it enhances economic stability, promotes investment, ensures business
continuity, and supports the financial system.

2. Write the concept and types of non-depository financial institutions.

Concept: Non-depository financial institutions do not accept traditional deposits from the public but
provide financial services like investment, insurance, leasing, etc.

Types:
e Insurance companies
e Pension funds
e Mutual funds
e Finance companies

e Investment banks

3. What do you mean by risk management industry?

It refers to the industry that provides services and solutions to identify, assess, and mitigate financial and
operational risks for individuals and organizations.

4. What is a mutual fund?

A mutual fund is a pool of money collected from many investors that is managed by a professional fund
manager to invest in securities like stocks, bonds, or other assets.

5. Write any two differences between open-end and closed-end funds.
Open-End Fund Closed-End Fund
Shares can be bought/sold at NAV anytime. Shares are traded on stock exchanges like stocks.

The fund continuously issues new shares. Fixed number of shares issued initially.
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6. Differentiate between no-load and load funds.
¢ No-load funds: Do not charge any commission or fee for buying or selling.

e Load funds: Charge a commission or fee when shares are bought or sold.

7. What do you mean by pension fund?

A pension fund is a pool of savings invested to provide retirement income to employees. It collects
contributions from employers and/or employees and invests them to generate returns for future
pensions.

8. Write any two differences between a defined-benefit plan and a defined-contribution pension plan.
Defined-Benefit Plan Defined-Contribution Plan
Provides fixed retirement income. Retirement income depends on investment performance.

The employer bears the investment risk. The employee bears the investment risk.

Q9. Explain the major types of insurance services available in Nepal to manage the risk.
(2079 Q. No. 12)

Answer:

In Nepal, insurance services play a crucial role in managing financial and personal risks. These services
are regulated by the Insurance Board (Beema Samiti) and provided by various life and non-life (general)
insurance companies.

Major Types of Insurance Services Available in Nepal:

1. Life Insurance

This type of insurance provides financial security to the family of the insured in case of death or at the
time of maturity.

Types include:
¢ Whole Life Insurance
¢ Endowment Life Insurance

e Term Life Insurance

57




Gazzab Ko Tuition center By Manish Shrestha

e Money Back Policy

e  Child Insurance Plans

2. Non-Life Insurance (General Insurance)
These insurances protect against losses or damages to assets and liability.
Types include:
e Motor Insurance — Covers damages or losses to vehicles.
e Property Insurance — Covers buildings, houses, and assets from fire, theft, natural disasters, etc.

e Travel Insurance — Provides coverage for risks during travel, like accidents, delays, or medical
emergencies.

e Marine Insurance — Covers loss or damage to ships and goods during transport over water.
e Agricultural Insurance — Covers crops and livestock against natural disasters and diseases.
e Health Insurance — Covers medical expenses and hospitalization.

e Personal Accident Insurance — Provides compensation for injury, disability, or death due to
accidents.

3. Micro Insurance

Designed for low-income individuals, micro insurance provides basic coverage at affordable premiums,
such as:

e Micro life insurance
e Micro health insurance

e  Micro livestock and crop insurance

4. Reinsurance

It is the insurance purchased by insurance companies themselves to spread risk. Reinsurance companies
in Nepal also support the insurance market stability.

Conclusion:

Insurance services in Nepal help individuals, businesses, and the economy by minimizing financial losses
and managing uncertainty. With increasing awareness, both life and non-life insurance sectors are
growing to serve various segments of society.
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Q10. Define non-depository institutions and explain major types of non-depository
institutions.

Answer:
Definition of Non-Depository Institutions:

Non-depository financial institutions are financial entities that do not accept traditional deposits (like
savings or current accounts) from the public. Instead, they provide various financial services such as
insurance, investment, leasing, and pension management. They play an important role in mobilizing
savings and providing credit in the economy.

Major Types of Non-Depository Institutions:

1. Insurance Companies

e Provide protection against financial losses due to risks like death, accident, fire, and health
issues.

e Types: Life insurance companies and general (non-life) insurance companies.

2. Pension Funds
e Collect and invest funds to provide retirement income to employees.

e Examples: Government-managed retirement funds like the Employees Provident Fund (EPF) in
Nepal.

3. Mutual Funds

e Pools money from multiple investors and invests in diversified portfolios of stocks, bonds, or
other securities.

e Managed by professional fund managers.

4. Finance Companies

e Provide financial services like hire purchase, leasing, and loans.

e Do not accept traditional public deposits like banks but play a role in providing credit.
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5. Investment Banks
e Help companies raise capital by issuing stocks or bonds.

e Provide advisory services for mergers, acquisitions, and large investments.

6. Microfinance Institutions (MFls)

e Provide small-scale financial services (microloans, insurance, savings) to low-income individuals
or groups, especially in rural areas.

Conclusion:

Non-depository institutions are essential for the growth of the financial system. They complement the
services of traditional banks by providing a wide range of financial products and services, especially in
areas like investment, insurance, and retirement planning.

Definition of Mutual Fund:

A mutual fund is a type of investment vehicle that pools money from many investors to invest in a
diversified portfolio of securities such as stocks, bonds, money market instruments, or other assets. It is
managed by professional fund managers who aim to generate returns for the investors.

Types of Mutual Funds:
1. Equity Mutual Funds:
o Invest mainly in stocks.
o Suitable for long-term capital growth.
o Types include: large-cap, mid-cap, small-cap, and sector funds.
2. Debt Mutual Funds:

o Invest in fixed income instruments like government bonds, debentures, and treasury
bills.

o Suitable for investors seeking regular income with lower risk.
3. Hybrid Mutual Funds:

o Invest in both equity and debt instruments.
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o Offer a balance between risk and return.
4. Money Market Funds:
o Invest in short-term debt instruments like treasury bills and certificates of deposit.
o Low risk and used for short-term investments.
5. Index Funds:
o Track a specific stock market index (e.g., Nifty 50, S&P 500).
o Passively managed with lower fees.
6. Exchange-Traded Funds (ETFs):
o Traded on stock exchanges like shares.
o Combine the features of mutual funds and stocks.
Definition of Insurance:

Insurance is a contractual agreement between an individual (or business) and an insurance company,
where the insurer promises to compensate for specific losses in exchange for a premium. It is a risk
management tool that provides financial protection against unexpected events such as death, accidents,
iliness, fire, or theft.

Types of Insurance:
1. Life Insurance

Provides financial protection to the family of the insured in case of the insured’s death or after a certain
period.

Examples:
e Whole Life Insurance
e Endowment Policy
e Term Life Insurance
e Child Insurance Plan
2. Non-Life Insurance (General Insurance)
Covers risks other than life, such as property damage, vehicle accidents, fire, health, etc.
Examples:
e Motor Insurance

e Fire Insurance
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e Marine Insurance

e Travel Insurance

e Health Insurance
3. Health Insurance

Covers the medical expenses of the insured due to illness or accidents. It reduces the financial burden of
healthcare costs.

4. Agricultural Insurance
Provides coverage to farmers for crop damage, livestock loss, and natural calamities.
5. Micro Insurance

Affordable insurance designed for low-income individuals and small businesses to protect against
specific risks.
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ABC Fund, a closed-end fund, consists of three securiﬁes: A B and C. It has 10,000" shares g
security A, which is currently trading for Rs 12; 20,000 shares of security B currently trading fo
Rs 15 and 10,000 shares of security C currently trading for Rs 18. The fund has Rs 50,000 ir

net liabilities and 50,000 shares outstanding.
a. Whatis the value of the portfolio of the company?
b. Whatis the net value of the portfolio of the company?

c. Whatis the net asset value per share of the company?
d.  Suppose, on July 1, share of ABC Fund is selling for Rs 11.5 in the secondary market ant

 price dropped to Rs 10.5 on July 30, when net asset value per share was Rs 11. Whatis

the premium of share on July 12 What is the discount of shares on July 30?
B Ans: (a) Rs 600,000 (b) Rs 550,000 (c) Rs 11 {d) 4.55%: 4.55%

1.

2- SUD'){)QD al tha haninaio_ _»
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B Stop share
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Primary Market Operations Unit-6

1. Define primary market in Nepal with example.

Primary market is the financial market where new securities (shares, debentures, etc.) are issued and
sold for the first time to investors. In Nepal, companies issue securities in the primary market to raise
capital for business expansion or new projects.

Example: When a Nepali company like NIFRA (Nepal Infrastructure Bank Ltd.) issued its shares to the
public for the first time through an Initial Public Offering (IPO), it was a transaction in the primary

market.

2. Write about major functions of primary market.

The major functions of the primary market are:

e Capital formation: Helps companies raise long-term funds for expansion and development.

e Direct investment opportunity: Investors can directly purchase shares or debentures from
issuing companies.

e Mobilization of savings: Encourages people to invest their savings in productive ventures.

e Price discovery: Helps determine the price of newly issued securities based on market demand.

e Support for industrial development: Promotes the growth of industries by providing needed

capital.

3. How does initial public offerings differ from further public offerings?

Basis

Definition

Company
Status

Objective

Investor
Attraction

Initial Public Offering (IPO) Further Public Offering (FPO)

First-time issue of shares to the public by a
company

Additional shares issued after IPO

Issued by a company that is already

[ db ivat b i bli
ssued by a private company becoming public oublicly listed

To raise initial capital and get listed on the To raise more capital for expansion or
stock exchange debt repayment

Usually attracts more attention as it’s the first May attract existing shareholders or new
chance to invest investors

4. Write the meaning of rights offering?
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Rights offering is a method by which a company offers additional shares to its existing shareholders at a
discounted price, in proportion to their current holdings. It gives existing shareholders the "right" to
purchase more shares before the company offers them to the public.

Example: A shareholder owning 100 shares may be offered 10 more shares at a discounted price in a
1:10 rights issue.

BBS 3™ Year New Class New Update Time:
7:00 pm to 8:00 pm — Finance
8:00 pm to 9:00 pm — Tax

9:20 pm to 10:00 pm — Law

BBS 3™ Year OLD Finance Class New Update Time:
6:30am to 7:30am Morning

From tomorrow MAY-21

5. Explain the major functions performed by primary markets.

The primary market is where new securities are issued and sold to investors for the first time. It plays a
vital role in the development of a country’s economy by mobilizing savings and converting them into
productive investments.

Major functions of primary markets:

1. Capital Formation:
The primary market enables companies to raise funds by issuing shares or debentures. These
funds help in business expansion, new projects, and overall economic development.

2. Facilitating Direct Investment:
It offers individuals and institutions the opportunity to invest directly in new issues of securities,
allowing them to become part-owners of companies.
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3.

Mobilization of Savings:
By providing investment avenues, the primary market encourages people to save and invest their
money rather than keeping it idle.

Price Discovery:
Through mechanisms like book-building, the primary market helps discover the right price of a
security based on investor demand.

Industrial Growth:
Funds raised in the primary market are often used for starting new industries or expanding
existing ones, thereby promoting industrialization.

Encouraging Transparency and Regulation:
Companies issuing securities in the primary market must comply with regulatory guidelines (like
SEBON in Nepal), which promotes good governance and transparency.

6. What are the methods of issuing securities in primary markets?

There are several methods used by companies to issue securities in the primary market. Each method
has its own process and purpose depending on the company's goals and the nature of the security.

Methods of Issuing Securities:

1.

Public Issue (Initial Public Offering - IPO):
A company issues shares to the general public for the first time through an IPO. This is the most
common method for raising capital and getting listed on a stock exchange.

Rights Issue:

Existing shareholders are given the right to purchase additional shares in proportion to their
current holdings at a discounted price. This method is used to raise further capital without
diluting ownership.

Private Placement:
Securities are sold directly to a small group of institutional or wealthy investors. It is a faster and
less regulated method compared to a public issue.

Preferential Allotment:
Shares are allotted to select investors (such as promoters, banks, or financial institutions) at a
pre-decided price. This method is often used to raise funds quickly.

Offer for Sale:
In this method, promoters or existing shareholders sell their shares to the public through an
intermediary. Though the company does not get any fresh capital, it helps in broadening the
investor base.

7. Describe the process of initial public offerings (IPO).
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An Initial Public Offering (IPO) is the process through which a private company offers its shares to the
public for the first time and becomes a publicly traded company. It allows the company to raise equity
capital from investors.

Process of Initial Public Offering:

1. Decision to Go Public:
The company’s board decides to raise capital through IPO to fund expansion, reduce debt, or
achieve other business goals.

2. Appointment of Intermediaries:
The company hires merchant bankers, underwriters, legal advisors, and auditors to assist with
the IPO process.

3. Regulatory Approval:
The company files a draft prospectus with SEBON (Securities Board of Nepal), which contains
detailed information about the business, financials, risks, and usage of funds. SEBON reviews
and approves the issue.

4. Pricing the Issue:
The company sets the price of the share through fixed pricing or book building based on market
demand.

5. Marketing the IPO (Roadshows):
The company and its advisors promote the IPO to attract potential investors through
advertisements, presentations, and meetings.

6. Opening of IPO for Subscription:
The shares are opened for subscription for a specific period. Investors apply through banks and
financial institutions (ASBA process in Nepal).

7. Allotment of Shares:
Based on the number of applications received, shares are allotted. If oversubscribed, allotment is
done through lottery or pro-rata basis.

8. Listing on Stock Exchange:
After successful allotment, the shares are listed and traded on the Nepal Stock Exchange
(NEPSE).
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