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Abstract: 

Net interest income (NII)   is the difference between revenues generated by interest-bearing assets and the cost of servicing 

(interest-burdened) liabilities.  NII is the difference between interest received from asset and interest paid to liabilities. For banks, 

the assets typically include commercial and personal loans, mortgages, construction loans and investment securities. The 

liab ilit ies consist primarily of customers' deposits. NII is the difference between   interest payments the bank receives on loans 

outstanding and   interest payments the bank makes to customers on their deposits. 

NII = (interest payments on assets) − (interest payments on liab ilities)  

Depending on a bank's specific assets and liabilities (e.g., fixed or floating rate), NII may be more or less sensitive to changes in 

interest rates. 

 

I. INTRODUCTION 

 

NET INTERES T INCOME 

NII is the difference between interest received from asset and 

interest paid to liab ilities. The difference between the revenue 

that is generated from a bank asset and expenses associated 

with paying out its liabilities. A typical bank’s asset consists of 

all from of personal and commercial loans, mortgages and 

securities. The liabilit ies are of course the customer deposits 

the excess revenue that is generated from the spread between 

interest paid out a deposits and interest earned on asset it’s the 

net NII. If interest income that was received during a given 

period exceed the amount of interest income that was paid  

during the same period then the bank indeed earned net interest 

income. If the amount of interest paid out is higher than the 

amount that is taken in the institution has not made any type of 

net gain in regards to interest. The NII should go up as the 

yield curve steepens (long term rates rise faster than short term 

rates) because the bank is able to pay depositors a relatively  

low rate, but it can change its borrowers a higher rates. 

 

Definition of INCOME 

1. The fee charged by a lender to a borrower for the use of 

borrowed money, usually expressed as an annual percentage of 

the principal; the rate is dependent upon the time value of 

money, the credit risk of the borrower, and the inflation rate. 

Here, interest per year divided by principal amount, expressed 

as a percentage. It also called interest rate. 

 

2. The return earned on an investment.  3. Partial or total 

ownership in an asset. 

 

Definition of ' Income' 

Economic wealth that is generated in exchange for an 

individual's performance of agreed upon activities or through 

investing capital. Income is consumed to fuel day-to-day 

expenditures. In businesses, income can refer to a company's 

remain ing revenues after all expenses and taxes have been 

paid. In this case, it is also known as "earnings".  

 

'Income'  

For the average individual, income is earned through earning 

wages by working and/or making investments into financial 

assets. In most countries, the amount of income that an 

individual receives is taxed by the government before it is 

received. The revenue generated by income taxes is used to 

finance government actions and programs as determined by the 

federal budget. 

 

Definition of ' Interest' 

1. The charge for the priv ilege o f borrowing money, typically  

expressed as an annual percentage 

 

2. The amount of ownership a stockholder has in a company, 

usually expressed as a percentage.  Interest is commonly  

calculated using one of two methods: simple interest 

calculation, or compound interest calculation.  

 

'Interest' 

1. Lenders make money from interest, borrowers pay it.  

2.  Someone who holds more than 5-10% of the stock in 

a company is said to hold significant interest. 

 

1.1 OBJECTIVE OF S TUDY 

This study has been conducted with a variety of important 

objectives in mind. It help us to explore future prospects of that 

organization. 

1. To understand concept of NET INTEREST INCOME.  

2. To identify the bank’s assets and liabilit ies to calculate the 

net interest income. 

3. To identify and analysis the trend’s progress and problems 

of bank. 

4. To gain insights about the profit of Bank 

5. To determine whether the bank is facing any liquid risk.  

  1.2 Scope 

 This analysis help bank for increasing NII.  

 To understand the difference between the revenue that 

is generated from a bank asset and expenses 

associated with paying out its liabilit ies  

 To know the yield curve performance. 

  To learn about various aspect of Bank. 

 

1.3. LITRATURE REVIEW  
 

1. According to Ho and Saunders  

The init ial study on the determinants of bank interest margins 

by Ho and Saunders (1981) modelled the behaviour of a bank 
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that acts as intermediary between Lenders and borrowers. The 

theoretical model indicates that the optimum bank interest 

margin depends on four factors the degree of risk aversion, the 

market structure, the average size of bank t ransactions and the 

variance of the interest rate on loans and 7 deposits. In the first 

step, they estimate a regression of the individual bank’s 

interest margin against bank-specific variables (implicit  

interest rate, opportunity cost of reserves, default premium) i.e. 

against variables that are not determined in the theoretical 

model. The constant term of this regression represents an 

estimate of the “pure spread” component for the banks, i.e. the 

portion of the margin that cannot be explained by bank-

specific characteristics. In the second stage, they estimate a 

regression of the “pure spread” as a function of the volatility of 

interest rates. The constant term captures the effect of market  

structure on the determination of the “pure spread”, and the 

coefficient of the explanatory variable measures the sensitivity 

of “pure spread” to variations in the volatility of interest rates 

for a number of maturit ies. 

 

2. According  to author Allen 

The original model by Ho and Saunders (1981) has been 

extended theoretically and estimated empirically by other 

authors. Thus, Allen (1988) extends it for various types of 

loans with interdependent demands and concludes that pure 

interest spreads may be reduced when cross -elasticises of 

demand between bank products are consided           

                        

3 According to author Maudos and Fernández de 

Guevara (2004) 

They expand the theoretical model by considering the 

importance of Operating costs as a determinant of net interest 

income, and estimate it empirically for the main European 

banking sectors in the period 1992-2000. Furthermore, they 

use direct measurements of market power (Lerner index) 

instead of structural indicators of competition (market  

concentration indicators). The authors conclude that the 

increase in the Lerner index in European banks had a positive 

effect on the interest margin. This effect, however, was 

counteracted by the fall in operating costs, credit risk and 

implicit interest of payments, as well as the lower vo latility of 

market interest rates. The authors find therefore that a situation 

of lower intermediation marg ins is compatible with increases 

in market power. The same expanded model by Maudos and 

Fernández de Guevara (2004) is estimated for the Spanish 

banking system for the period 1992-99 by Fernandez de 

Guevara (2004). 

 

4. According to author Lepetit et al(2008) 

Another study that analyses’ empirically the implications for 

bank interest margins of the expansion into non-traditional fee-

based activities is Lepetit et al. (2008). These authors test for a 

possible cross-selling behaviour of interest and noninterest 

products by analyzing the determinants of the risk premium 

charged by bank son their loans for the European banking 

system (1996-2002). 

 

1.4 RES EARCH METHODOLOGY 

 RES EARCH DES IGN: -   The project work will be basically  

a descriptive research   as it is confined to analysis of NII of  

BANK. 

 

Collection of Data: -PRIMARY   DATA:- 

There is no any primary data in the project as the data derived 

for project is from bank’s  website. 

 

SECONDARY DATA: - 

 Bank annual reports 

 Journal and publications of bank. 

 Internet and bank’s website 

 

1.5 Limitations 

1. Book value of Asset and liabilities are only taken into 

account, hence ignored the market value.  

2. The allotted time period of 45 days for study was 

relatively insufficient. 

3. Values are based on last financial statement.  

4. Few managers refrained from giving required  

informat ion as they considered being their 

confidential domains. 

 

Theoretical  framework of Net Interest Income 

The Net interest Income of some banks is more sensitive to 

change in interest rate than others. This can vary according to 

several factors, such as type of assets and liabilities will 

obviously   be more vulnerable to change is interest rate than 

those with fixed rate asset .Banks with liab ilities that reprice 

more often or  quicker than its assets will also be affected by 

interest rate change. 

 

 Net interest income (NII) is the difference between revenues 

generated by interest-bearing assets and the cost of servicing 

(interest-burdened) liabilities.  For banks, the assets typically  

include commercial and personal loans, mortgages, 

construction loans and investment securities. The liabilit ies 

consist primarily of customers' deposits. NII is the difference 

between interest payments the bank receives on loans 

outstanding and interest payments the bank makes to 

customers on their deposits. 

NII = (interest payments on assets) − (interest payments on 

liab ilit ies) 

Depending on a bank's specific assets and liabilities (e.g., fixed  

or floating rate), NII may be more or less sensitive to changes 

in interest rates. If the bank's liabilit ies reprice faster than its 

assets, then it is said to be "liability-sensitive." Further, the 

bank is asset-sensitive if its liabilit ies reprice more slowly than 

its assets in a changing interest-rate environment. The 

exposure of NII to changes in interest rates can be measured by 

the dollar maturity gap (DMG), which is the difference 

between the dollar amount of assets that reprice and the dollar 

amount of liab ilities that reprice within a g iven time period 

 

Net Interest Income is the difference between interest earned 

and interest paid, and is commonly tracked by banks and other 

institutions that lend money. As banks both pay interest (to 

other banks or to individuals with deposits at the bank) and 

earn it (from loans), interest is both an expense and a revenue 

stream. Net interest income is the difference interest earned 

from borrowers and interest paid to lenders. 

 

How It Works/Example: The formula for net interest 

income is: 

 

Net Interest Income = Interest Received - Interest Paid 

 

Let's assume XYZ Bank earns 1,000,000 for the month on its 

mortgage loans, commercial loans, and personal loans. It also 

pays 975,000 in interest to its depositors for their CDs, 

checking accounts, and savings vehicles. Using the formula 

above, XYZ Bank's net interest income is: 

Net Interest Income = 1,000,000 - 975,000 = 25,000 
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Why It Matters: 

Net interest income can be positive or negative, and it is 

listed on the income statement. 

In regard to banks, net interest income should go up as the 

yield curve steepens (long-term rates rise faster than short-term 

rates) because the bank is able to pay depositors a relatively  

low rate, but it can charge its borrowers a higher rate  

 

NET INTERES T INCOME 

1. Lease financing receivable  

2. Balance due from depository institution 

3. Securit ies 

4. Trading account 

5. Federal Fund 

6. Other interest income. 

Banks, in the normal course of business, assume financial risk 

by making loans at interest rates that differ from rates paid on 

deposits. Deposits often have shorter maturities than loans and 

adjust to current market rates faster than loans. The result is a 

balance sheet mismatch between assets (loans) and liabilit ies 

(deposits). An upward sloping yield curve is favourable to a 

bank as the bulk of its deposits are short term and their loans 

are longer term. This mismatch of maturities generates the net 

interest revenue banks enjoy. When the yield curve flattens, 

this mis match causes net interest revenue to dimin ish.  

As financial intermediaries, banks assume two primary types 

of risk as they manage the flow of money through their 

business. Interest rate risk is the management of the spread 

between interest paid on deposits and received on loans over 

time. Credit risk is the likelihood that a borrower will default  

on its loan or lease, causing the bank to lose any potential 

interest earned as well as the principal that was loaned to the 

borrower.  

 

ANALYS IS AND INTERPRETATION  

Net Interest is key source of profit. Main business of 

commercial banks is taking deposits at interest and making 

loan or buying interest paying assets.    

 

 

 

 

 

BALANCE S HEET 

ASSET LIABILITIES 

1.LOAN 1.TRANSASACTION ACCOUNTING 

2. INVESTMENT SECURITIES 2. SAVING BALALCES 

3. NON INTEREST CASH +DUE FROM BANK 3.OTHER BORROWING 

 4 FIXED DEPOSITE 

 

ASSES TS EM DAS BOARD FEB 2011 

 

PROD

UCT 

 

April 

 

Ma

y 

 

Jun

e 

 

July 

 

Aug  

 

Sept 

 

Oct 

 

Nov 

 

Dec 

 

Jan 

 

Feb 

 

Volum

e 

 

ROI 

 

HOME 

LOAN  

 

0 

 

0 

 

22 

 

0 

 

24.7

5 

 

  0 

 

8 

 

22 

 

0 

 

0 

 

0 

 

76.25 

L 

 

12% 

 

AUTO 

LOAN  

 

6.64 

 

0 

 

2.29 

 

7 

 

0 

 

11.5 

 

9.50 

 

0 

 

49 

 

0 

 

3 

 

89.54L  

 

12.30

% 

 

PERS

ONAL 

LOAN  

 

0 

 

0 

 

 0 

 

0 

 

3.0 

   

0 

 

0 

 

0 

 

 0 

 

0 

 

0 

 

3 L 

 

3% 

 

LAS 

 

0 

 

6.30 

 

 0 

 

0 

 

0 

  

0 

 

0 

 

0 

 

 0 

 

0 

 

0 

 

6.30L 

 

16% 

 

BLG 

 

0 

 

0 

 

0 

 

0 

 

0 

   

0 

 

0 

 

121 

 

128 

  

0 

 

0 

 

249 

 

14% 

 

JEW E

L 

LOAN 

 

3.39 

 

3.39 

 

1.36 

 

0.31 

 

3.92 

 

18.83 

 

10.80 

 

6.30 

 

6.76 

 

14.15 

 

10.7

0 

 

80.51 

 

15% 

 

Source-EM DAS BOARD Feb 2011 of BANK 

(Note- BLG –Business loan, LAS – Loan against securities) 

 

Calculation ASS ETS 

 

 HOME LOAN 

   Volume - 76.25L, ROI=10.5 % 

   Interest earned = 76,25000 x 10.5/100     =8, 00, 625 

 

 Auto Loan 

 Volume – 89.54 L , ROI= 12.30% Interest earned =8954000 x 

12.30/100     = 11, 01, 342  

 

IPERS ONAL LOAN 

Volume - 3L, ROI=17% 

Interest earned = 300000 x17 /100   = 51000 

 

 

   NII  =    (interest payments on assets) − (interest payments  on liabilities) 
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 LAS(Loan against securities ) 

Volume - 6.30L, ROI= 16% 

Interest earned = 6,30000x 16/100 = 10080 

 

BLG (Business loan) 

  VOLUME - 249L , ROI= 14%  

 Interest earned = 24900000x 14/100   = 3486000 

 

JEWEL LOAN 

Volume – 80.51, ROI=16% 

Interest earned = 80,51000 x 16/100  = 1288160

 

Total interest earned on assets = 

 = Home loan + Auto loan +  Personal loan+ LAS+ BLG +Jewel loan 

=  8, 00, 625 +11, 01, 342 + 51000 + 100800 + 3486000+1288160 

=  68,27,927 

          

 

LIABILITES EM DAS BOARD Feb 2011 

 

Product April May June July Aug  Sept Oct Nov Dec Jan Feb Volume ROI 

Salary 

Account 

6 28 5 11 22 26 16 18 19 16 28 195 4% 

Fixed 

Deposit 

8 15.5 56.1 42.3 37 35.2 7.8 41.8 58.6 29.9 43.8 376 9.25% 

 

1. SALARY ACCOUNT  

           VALUE =1950000, ROI= 4% 

           INTEREST PAYMENT =1950000 x 4/100 

                                                 = 78000 

2 .FIXED DEPOS IT  

           VALUE = 37600000, ROI= 9.25% 

           INTEREST PAYMENT = 37600000 x 9.25/100 = 3478000            

                          

Total interest payment on liab ilit ies =Salary Account +Fixed Deposit  

                                                         = 78000+ 3478000 

                                                        =  3556000 L 

 

 

 

 NII= Interest earned on assets – interest payment on liabilities  

              = 68,27,927 -35,56,000 

              = 3271927 L 

             

 

II. INTERPRETATION:   

 

1. Total interest earned on assets is Rs 6827927                         

 2. Total interest payment on liabilities is Rs3556000 

 3. Net interest income is Rs  327192 

 4. NII is positive that means the interest rate on assets are 

relatively high than the interest on liabilities  

 5. NII is positive because the bank is able to pay depositors a 

relatively low rate, but it can charge its borrowers a higher 

rate. 

 

III. CONCLUS ION 

 

1) Net interest income should go up (long-term rates rise 

faster than short-term rates) because the bank is able to pay 

depositors a relatively low rate, but it can charge its borrowers 

a higher rate. 

2) Bank with liab ilities that reprice more often or 

quicker than its asset will be affected by interest rate change. 

3) Net Interest Income vary according to type of assets 

and liabilities.  

4)  NII is positive that means the interest rate on assets are 

relatively high than the interest on liabilities  

 

 

SUGGESS IONS 

1. Interest rates has to be closely monitored  

2. In order to predict interest rate fluctuations an 

economic cell consisting of experts can be started 

3. Investors need to have a good understanding of the 

business cycle and the yield curve - both have a major impact  

on the economic performance of banks.  
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