CHAPTER -l
INTRODUCTION

1.1 Background of the study

Industry and commerce play vital role in the ecommouhevelopment of the country.
Many developed countries have proved that for divelavelopment of the country,
industry and commerce play a main role. As devekmmproceeds, the share of industry
and service sector dominates. Nepal is predomiaath agricultural country.
Agricultural is still the mainstay of Nepalese ecoty. This sector alone has provided
employment to nearly 80 % of the labor force. Inttibutes 41 % to gross domestic
product. Despite the emphasis being given to thveldpment of agriculture sector since
the fifth plan, a radical change is yet to be deehis sector(Khan and Jain; 1999: 269)

In simple language, bank can be defined as a plaéege the transactions of money take
place. In other words, bank is such an institutizat collets scattered deposits and paid
advances, loans. Banks collect deposits from diffemdividuals and institutions. These
collected deposits are mobilized by giving loansditferent industries, commercial
enterprises, individuals, households etc. A bank oy performs the activity of
receiving deposits and advancing loans but at #mestime it performs payment or
remittance and other credit activities as well. fBfiere, bank plays a significant role in
the economic development of the country; bank file gap between the searcher and
provider of fund. It also provides sufficient baskpport for the growth and expansion of
trade and industry of the country, which eventuallys to its economic condition. There
is a need of good efforts to transfer the incredabdr force to the non- agriculture
sector. There is a need of good efforts to tranger increased labor to the non-
agriculture sectors like industry, trade, touristommunication etc. The average per
capita income of Nepalese is lower than in devadopguntries. This has resulted into
lower savings or negative savings in most of theesaSo capital formation is either very
slow or negative. Therefore, several efforts hasenbmade from concerned sectors to

diversify the economic contributors from solely



agro-based towards industry based. To increasep#te of industrialization huge
amount of capital is needed and at this threshatdual need of bank or financial
institution occurs. The banking and financial istracture is inadequate and insufficient
and needs to be expanded to finance to growthdfsimialization and service sector in
the country. Finance is the lifeblood and the mileanks to the development of Nepal is

paramount.

Earlier banks were different from modern commerdiahks in many respects. The
banks, which operated in the past, combined ceh#&mking functions, such as issue of
currency with commercial banking functions like @gting deposits and financing
business. In course of time this practice was atvaed and specialized institutions for
the central banking functions were created. Now emtral bank can be easily

distinguished from a commercial bank due to thbjectives and unique functions.

Commercials banks are the supplier of financermte and industry and play a vital role
in the economic and financial life of the count®y investing the saving in the
productive areas, they help in the formation ofitzdpThe qualitative credit policy
ensures certain portion of the credit of bank itegsn the productive and priority areas
so that there may not be shortage of resourcascim @reas. Moreover, flexible monetary
and credit policy improve the prevailing slow doimrthe economic activities to alleviate
sluggish credit expansion to the private sectamftbe banking sectors. People living in
rural areas of the underdeveloped countries likpaNeeed various banking facilities. In
most of the countries, the banks are generally eotnated in the urban and semi-urban
areas and the rural areas are neglected due tamgshow return. But in fact, the rural
development is the key to the economic developmaiiout which the economy of the
country cannot be flourished. In the developingntoas like Nepal the propensity to
save is quite low. This hinders the capital formatand which is major cause of poor
economic condition of the developing countries. tEhavhy the basic problem of the
developing countries is raising the level of saviNgwadays in Nepal, several banks
such as development banks, joint venture banksymaoial banks, agricultural banks,

co-operative etc are coming into existence in qaitew numbers with the purpose to



collect the scattered saving and put them into gctide channels so that the saving will

be safely and properly utilized for the all rouredlopment of the country.

Every business needs capital for two purposes.fif$terequire for long term purposes
which is called fixed capital. Investment in plamsachinery, land, building etc. comes
under production activity. Investment in these &ssepresents that part of firm’s capital
which is huge amount of money blocked in the fiXeasis. These assets are not
purchased for resale. We need another type ofatapitshort term capital or working
capital. The funds required for purchase of rawemal payment of wages and other day
to day expenses etc. is called as working capnédrking capital is invested into the
work-in-progress, raw material, finished goods,dyrdebtors, bills receivable etc. also
comes under working capital. The capital requiredréinning day-to-day operation of a
business is called working capital. It is concerneith current assets and current
liabilities. Assets of an essential short term retare known as current assets. It is a
short term investment. Current assets are expdotdxd converted into cash within a
short period. These assets which are either reasldylable cash or are convertible into
cash within a short time relatively during the natnsourse of business is known as
current assets. Liability is another part concerwdt working capital. Those liabilities

which are expected to have been paid within a gferod are known as current liability.

1.2 Focus of the study

This study focuses on how the Nepalese commeraiat yenture banks utilized the
available working capital funds very well. This dyualso focuses on the relationship
between current assets and current liabilities r@hationship of other variables, which
affect the working capital management. This stuthp docuses the working capital
management and its significance. Working capitathis life-blood of every business
activities. It is a controlling nerve center of mess the success and failure of any
business organization is heavily dependent upenstt of efficiency in its working
capital management . it is the process of planaimg) controlling the level and mix of

current assets of the firm as well as financings¢hassets. Specially, working capital



management requires financial managers to decidd giantity of cash, other liquid

assets, account receivables, and inventories. .

Working capital management is concerned with theblem that arises in attempting to
manage the current assets, current liabilities ameéyrelationship between them. The
basic total of working capital management is to aganthe currency assets and current
liabilities of firm. In such a way that the satisfary working capital is maintained i.e.
these are neither inadequate not excessive. Nauategf working capital may lead the
firm to insolvency and excessive working capitapli@s idle fund, which earns no profit
for the business.

Any business firm, working capital management esa&n mainly four reason. First,
business firm determine the adequate of investimectirrent assets, otherwise it would
seriously erode their liquidity base. Secondlyythmust be selected type of current assets
suitable for investment so as to raise their opmrat efficiency. Thirdly, that are
required to ascertain the turnover, the currentetasgshat greatly determine the
profitability of the private enterprises and lastlyat must find out the appropriate source

of funds to finance current assets.

The risk can be measured by working capital. Wakirapital increases in two
conditions, by increasing on current assets oreadesing current liabilities. So it is
assumed that the greater the amount of net workapgtal. Less risky the firm is, by
increasing the working capital, the firm will be radiquidity position. The chances of
insolvent will be low in that case. In some waythé working capital decreases. The risk

increase and side-by-side these will be more chahiresolvent.

That is why; taking into consideration the all abdacts the researcher has taken this
subject for detailed study. The study is directadard the working capital management
of selected different Nepalese commercial jointtusn banks, to analysis the working

capital, to find out major suggestive recommendatio solve the working capital



management that selected company’s objective catltieved. Thus it is an exploratory
fact finding research study.

Nepal Credit and Commerce (NCC) Bank Limited

Nepal Credit and Commerce (NCC) Bank limited wasnfally registered as Nepal -Bank
of Cylon limited(NBOC) on 1% October 1996 as a joint venture bank of Cylon, Sri
Lanka. It's name was changed on "18eptember 2002 due to transfer of shares and
management of the bank from Bank of Cylon an uadtery of Government of Sri Lanka

to Nepalese promoters. The head office of NCC bankited is Situated at
Siddarthanagar, Rupendehi. Its corporate officatiBagbazar, Kathmandu. It has total
18 branches throughout the country. The NCC Bamnkited has Board of Directors of 7
members. The chairman of NCC Bank Limited is MrtiRf Raj Ligal. The General
Manager Is Ramesh Raj Aryal and Executive Direstédmrit Charan Shrestha.

At present, NCC Bank provides banking facilitiesl @ervices to rural and urban areas of
the Kingdom through its 17 branches. The Bank hasldped corresponding agency

relationship with more than 150 International Bah&sing worldwide network.

Capital Structure of Nepal Credit and Cenmercial Bank Limited

Authorized Capital Rs. 2 Billion
Issued Capital Rs. 2 Billion
Paid Up Capital Rs. 1.47 Billion

The main banking products of NCC Bank Limited carlibted as:
* NCC Karmachari Bachat Khata
* NCC Mahila Surkshya Khata
* NCC Bal Bachat Khata
* NCC Jyastha Nagarik Bachat Khata
* NCC Money Transfer
* NCC Saving Plus etc



The Bank is providing modern banking servicesgaitstomers like:
* Any Branches Banking System (ABBS)
» E-Banking
» Automated Teller Machine (ATM)
» 365 Days Banking
* Telephone Bill Payments etc.

Source: http://www.nccbank.com.np

Everest Bank Limited (EBL) started its operations in 1994 with a view anceotiye of

extending professionalized and efficient bankingvises to various segments of the
society. The bank is providing customer-friendlyveges through its Branch Network.
All the branches of the bank are connected throluigywhere Branch Banking System

(ABBS), which enables customers for operationahdsztions from any branches.

With an aim to help Nepalese citizens working abrothe bank has entered into
arrangements with banks and finance companies ffareit countries, which enable
quick remittance of funds by the Nepalese citizensountries like UAE, Kuwait,
Bahrain, Qatar, Saudi Arabia, Malaysia, and SingajBank has set up its representative
offices at New Delhi (India) to support Nepalesgzen remitting money and advising
banking related services.

Joint Venture Partner

Punjab National Bank (PNB), our joint venture parttholding 20% equity in the bank)
is the largest nationalized bank in India. Withptesence virtually in all the important
centers at India, Punjab National Bank offers aewdriety of banking services which
include corporate and personal banking, indusfinance, agricultural finance, financing
of trade and international banking. Among the dBermf the Bank are Indian
conglomerates, medium and small industrial unikpoeers, non-resident Indians and
multinational companies. The large presence and nem®urce base have helped the
Bank to build strong links with trade and industry.



Awards
« The bank has been conferred with “Bank of the Y2886, Nepal” by the banker,
a publication of financial times, London.
+ The bank was bestowed with the “NCCCI Excellencearaiv by Nepal India

chamber of commerce for its spectacular performander finance sector

Pioneering achievements

Recognizing the value of offerings a complete raofyservices, we have pioneered in
extending various customer friendly products susiame Loan, Education Loan, EBL
Flexi Loan, EBL Property Plus (Future Lease Rentd)me Equity Loan, Vehicle Loan,

Loan Against Share, Loan Against Life Insuranceidyobnd Loan for Professionals.
EBL was one of the first banks to introduce Any meria Banking System (ABBS) in

Nepal.

EBL has introduced Mobile Vehicle Banking systems&ve the segment deprived of
proper banking facilities through its Birtamod Bcanwhich is the first of its kind. EBL

has introduced branchless banking system first imidepal to cover unbanked sector of
Nepalese society.EBL is first bank that has laudolicketing system in Nepal. EBL

customer can buy yeti airlines ticket through in&gr

Capital Structure of Everest Bank Limited

Authorized Capital 2,000,000,000
Issued Capital 1,391,635,700
Paid Up Capital 1,391,635,700

www.everestbankltd.com

1.3 Statement of the Problem

There are many commercial banks in our countrys&hmanks play important role in the
economic development of the country. Wrong decsion working capital management
of commercial banks not only affect the liquiditydaprofitability of the bank but also

economic condition of the country. Working capitsinagement of bank is difficult then



other manufacturing and non-manufacturing busireganization. Commercial banks
are great monetary institutions, which are plaympgortant role to general welfare of the
economy. The responsibility of commercial banksmere than any other financial

institutions. They must be ready to pay on demaitidont warning

or notice, a good share of their liabilities. Bardddlect funds from different types of
deposits for providing loan and advances to diffesector. To get higher return, banks
must try to increase funds from deposits as wethag needy people. But commercial
banks always face the problem for utilizing moreamts and disbursement of loans.
Cash balance also decrease profitability of baiksease the cash balance on bank,
which require paying its large amount of liabilgien its demand without depositors’
notice. But large amount remain idle.
There are many problems but some of the major pnablthat have been identified for
the purpose of this study are as follows:
« What is the condition of liquidity, assets utilizat and composition of working
capital and profitability position of the samplenka?
- How to analyze the current assets ,current ligdgliand their impact on liquidity
and profitability
« What kind of recommendation and suggestion giventlier the betterment of

sample banks?

1.4 Objective of the Study
Working capital plays a vital role behind the swscer failure of the business. Working
capital has to be adequate. The excess or thefahoftthe working capital is harmful
for a business. The main objectives of the studyaarfollows:
* To analyze the liquidity, assets utilization, comition of working capital and
profitability positions of the banks.
* To study the current assets and current liabilgied their impact on liquidity and

profitability.



» To provide appropriate recommendation and sugges$tio the improvement of
the working capital management and enhancing tlofitability scenario of
commercial banks.

1.5 Limitations of the Study
Limitation exists everywhere and this study is aleb an exception of it. Following are
some limitations.

* The study is based on the secondary data.

* The study is limited time for working capital maeagent.

» The study is confined to two banks.

* Due to time constraint, all the related areas atgaossible to cover in depth.

1.6 Organization of the study

This study consisted of five chapters:
Chapter-1 Introduction
Chapter-1l Review of literature
Chapter-1ll Research methodology
Chapter-1V Data presentation and analysis

Chapter-V Summary, Conclusion and Recommendation

The first chapter begins with the background aritbd@uction; it includes focus of the
study, statement of problem, objective of the sfumignificance of the study, limitation
of the study and its organization. The second @rdptuses on review of literatufehe

third chapter deals with the research methodology whashideen followed to achieve the
purposes of the study .Similarly, the fourth chapgieres a clear picture of how the
collected data has been presented on the study@mdt has been analyzed. The fifth

chapter includes summary, conclusion and recomntiemda.



CHAPTER- I
REVIEW OF LITERATURE

The second chapter of this thesis throws light be tonceptual framework of
commercial bank and working capital managementldb provides insight into the
findings of earlier studies through the review obks, publications and previous studies

related to the working capital management.

2.1 conceptual frameworks
The concept evolved from the concept of commerakkamk. Commercial bank is the
financial institution that deals in accepting defgosf individuals and institutions, and
giving loans against securities. Commercial banko alprovides technical and
administrative assistance to industries, tradesbaisthesses. There are different types of
banks such as agriculture bank industrial bankit jeeénture bank etc. this classification
is done on the basis of their functions, which thayder to their customer. With regard
to the functions of banks, commercial bank perfotimsr own functions, which are
different from the functions performed by the othanks. Commercial bank serves the
following functions:

» To accept deposit

* To provide loan

* To purchase bills

* To transfer money

» To foreign currency exchange

* To deals letter of credit

* To help in issuing share

2.2 Concept of working Capital Management
Finance is the life blood for any organization,hetit which the operation of a business
concern is not possible. But only the availabilifyfunds is not enough, It requires the

proper management of those funds to drive a firmtloe road to success. The
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management of the funds of a business can be dedcas financial management.
Financial management is mainly concerned with twpeats. They are fixed assets &
liabilities and current assets & liabilities. Fixadsets and fixed liabilities are long term
investment and sources of funds. Current assetsamdnt liabilities means current or
the short term uses and sources of funds. Botludi $unds play an important role in

financial aspects of a business concern.

The term working capital management is associaiéid twe short term financing and it
is concerned with the collection and allocation refources in the proper manner.
Working capital management is the tool by which ee® find solutions related to the
problems that arise in attempting to manage thesntiassets, the current liabilities and

the appropriate combination of these for the effitioperation of the business activities.

Working capital refers to the resources of the fihat are used to conduct operation of
day to day activities that make the business sgb@dedVithout cash, bills cannot be
paid. Without receivables and payables the firmnocarallow the timing difference
between delivery of goods and services and catigcthe money to pay for them.
Without inventories the firm cannot engage the pobidn and nor can it stock goods to
provide immediate deliveries. As a result of thédical nature of current assets the
management of working capital is one of the mospdrtant areas in determining
whether a firm will be successful. Working capitak those resources which can be
converted into cash within a year and net workiagital is defined as the difference

between current assets and current liabilities.

The goal of working capital management is to supploe long term operation and
financial goals of the business. In effect, thisoiwes recognizing the relationship
between risk and return. Three elements must beided in analyzing the tradeoff

between risk and return when managing working eapit
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The first one is insolvency, which is the conditiiat occurs when a firm can no longer
pay its bills and must default on obligations amggbly declares bankruptcy. A firm

without the adequate level of working capital mayéto face this risk.

The second one is profitability of the assets. ééht level of current assets will have
varied bearings on profits. A high level of invemtavill require high carrying cost. At

the same time, the firm will have a wide range obds to sell and may be able to
generate higher sales and profit. Each decisiorthenlevel of cash, receivables and

inventory should consider the effects to differientls.

The third one is the cost of financing. When int¢rates are high, it costs more to carry
inventory than when the rates are low. Large casanges may not earn the return that is
possible if the cash is converted into operatingetss The cost of debt and the
opportunity cost of alternative investments are itkens to consider when evaluating

working capital level.

There are two concepts of working capital, Grosscept and net concept. The gross
working capital, simply called as working capitagéfers to the firm’s investment in
current assets. Current assets are the assetd) edncbe converted into cash within the
accounting year and include cash,, short term g&srdebtors, Bills receivables and
stocks. The term net working capital refers to difeerence between current assets and
current liabilities. Current liabilities are thoskims of outsiders, which are expected to
mature for payment within an accounting year araugte creditors, bills payables, and
outstanding expenses. Net working capital can lmtipe or negative. A positive net
working capital will arise when current assets extceurrent liabilities and a negative net
working capital arise when current liabilities areexcess of current assets.(Pandey;
1992:796).

After going through the above concepts of workirapital, we can conclude that
adequate working capital is the essential condifmnany organization, whether it is

private or public, manufacturing or non-manufactgriWhen a firm holds excessive
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working capital, it affects a firm’s profitabilityust because an idle investment yields
nothing. Likewise, inadequate investment on worldagital affects the liquidity position
of the company and leads to financial crisis andrdall of the company, so it is very
clear that any mismanagement in working capitallcamper the overall efficiency of an

organization.

2.3 Types of working capital

There are two types of working capital, permanertt wariable working capital. These
working capitals are necessary for any organizaforcontinuous production and sales
without any interruption.

2.3.1 Permanent working capital

Permanent working capital refers to that level ofrent assets, which is required on
continuous basis over the entire year. A manufagjuconcern cannot operate regular
production and sales functions in the absenceisfgbrtion of working capital. That is
why a firm holds certain amount of working capital order to ensure uninterrupted
production and sales functions. It is directly tethto the firm’s expansion of operation
capacity. Business firm could not be able to swvitself in the competitive market
without permanent working capital.( Kucchal :198:16

2.3.2 Variable working capital

Variable working capital is also known as temporagasonal and fluctuate working
capital. It represents the extra working capitadjureed at certain times during the
operation year to meet some special emergency.ait raquired in certain abnormal
conditions like strikes, lock out, dull market cimh and cut throat competition.
Therefore the firm to meet liquidity requiremenhat will last only temporary creates
temporary working capital.(Kucchal:1998:161)

2.4 Working Capital Policy

Working capital policy refers to the firm’'s basioligies regarding target levels for each
category of current assets and how current assktseAfinanced. So, in working capital
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management, a firm has to determine how much fehdsild be invested in working
capital in gross concept. Every firm can adoptedéht financing policies according to
the financial manager’s attitude towards the risiturn trade off. One of the most

important decisions is the financing of currentetss

2.4.1 Current Assets Investment Policy
Current assets investment policy refers to thecpokgarding the total amount of current
assets to be carried to support the given levehtds. There are three alternative current

assets investment policies. Fat cat, Lean & MeahMaoderate.

2.4.1.1 Fat Cat Policy

This is also known as relaxed current assets imegst policy, under which relatively
large amount of cash, marketable securities andnitovies are carried while sales are
stimulated by a liberal credit policy which resuitsa high level of receivables which
also creates the longer receivables collectiorodefhus this policy provides the lowest

expected return on investment with lower risk. (Wes Brigham; 1996:344).

2.4.1.2 Lean and Mean Policy

This is also known as restricted current assetssitmeent policy, under which holdings of
cash, marketable securities, inventories and rab&g are minimized. This policy tends
to reduce the receivable conversion cycle. Undem follows a tight credit policy and
bears the risk of losing sales.( Weston & Brigha896:344).

2.4.1.3 Moderate Policy
It is the policy that lies in between the relaxed aestrictive policies. Under it, a firm
holds the amount of current assets in betweendlaxed and restrictive policies. Both

the risk and return are moderate in this policy.

2.4.2 Current Assets Financing Policy
Under this policy, permanent & temporary currergeds are financed with funds raised

from different sources. As cost & risk affect theahcing of any assets, it should clearly
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outline the sources of financing. Aggressive, coraé/e and matching are the three

policies under current assets financing.

2.4.2.1 Aggressive Policy
Under aggressive policy, all the fixed assets @f fihm are financed with long term
capital, yet some of the firm’s permanent curresstess are financed with short term, non

spontaneous sources of fund. (Weston & Brighamg13B)

In other words, the firm not only finances tempgraurrent assets but also a part of
permanent current assets with short term finandmgeneral, Interest rate increases with
time, i.e. shorter the time, lower the intereséréit is because lenders are risk averse and
risk generally increases with the length of lendipgriod. Thus under normal
circumstances, the firm borrows on a short ternarfeing rather than long term
financing. On the other hand, it the firm finandsgpermanent short term financing, then
it runs the risk of renewing the borrowing agaim @yain. This future interest expenses
will fluctuate widely, and it may also be difficulbr the firm to raise the funds during the
stringent credit policy. In conclusion, there iglner risk, higher return and low liquidity

position under this policy.

2.4.2.2 Conservative policy

Under this policy, the firm uses long term finargcimot only to finance fixed assets and
permanent current assets but also a part of tempouarent assets.(Weston & Brigham;
1996: 348) it means that the firm depends uponathg term sources for financing needs.
This policy leads to the high level of current asséong conversion cycle, low level of
current liabilities and higher interest cost. Thek rand return are lower than that of

aggressive one. The risk average management fotlus/policy.

2.4.2.3 Matching Policy
It is self-liquidity approach, in which the firmninces the per assets with long term
financing and temporary current assets with sharhtfinancing. It means that the firm

matches the maturity of financing source with ase&s useful life. It lies in between the
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aggressive and conservative policies. It leadseither high nor low, Level of current

assets and current liabilities. It lies in betwadow profitability.

2.4.3 Determinants of Working Capital

All the firms; whether public or private, manufagtiy or non-manufacturing, must have
adequate working capital to survive in competitmarket. It should have neither too
excess nor too inadequate working capital. Butetta@e no sets of rules or formulae to
determine the working capital requirement of a firtnis because a large number of
factors that influence the working capital requiegmnof a firm. A number of factors
affect different firm. In different way, internabficies and changes in environment also
affect the working capital requirement. Generdilg following factors affect the working
capital requirement of the firm. (pandey; 1999:816

2.4.3.1 Nature and Size of Business

Working capital requirement depends on the natodesize of the business. Bigger firm
requires more working capital while a small firmeds less working capital. Trading and
financial firm require larger amount of working dap to public utilities, while

manufacturing concern lies between these two exsem

2.4.3.2 Growth and Expansion
A growing firm needs more working capital than thas static ones. However it is
difficult to precisely determine the relationshiptiveen the growth and expansion of the

firm and working capital requirements.

2.4.3.3 Credit Policy

Working capital requirement depends on terms afssdDifferent terms may be followed
to different customers according to their creditrtvimess. If a firm follows the liberal
credit policy them it requires more working capi@bnversely, if it follows the stringent

credit policy, it requires less working capital.
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2.4.3.4 Production Policy

If a firm produces seasonal goods, then it sedlpribducts in a certain month of the year.
In such circumstances, it can either confine itsdpction to only that period when goods
are sold or follow a steady production policy thgbaut the year and produce goods at
that level to meet the peak demand. The formercpalioes not need more working

capital than the latter does.

2.4.3.5 Availability of Credit

It is another factor that affect the working cabitequirement. If the creditors avail a
liberal credit terms them the firm will need leserking capital and vice versa. In other
words, if the firm can get credit facility easily davorable conditions, it requires less
working capital to run the firm smoothly otherwis®re working capital will be required

to operate the firm smoothly.

2.4.3.6 Manufacturing Cycle

Working capital requirement of a firm is also irdhced by the manufacturing or
production cycle. Production cycle refer to thedimvolved to make the finished goods
from raw materials. During the process of productimycle, the larger will be the

working capital requirement and vice versa.

2.4.3.7 Profit Margin

The level of profit differs from firm to firm. It @bends upon the nature and quality of a
product, marketing management and monopoly powéraémmarket. It a firm deals with
the high quality product, has a sound marketingagament and has enjoyed monopoly
power in the market then it earns quite high prafil vice versa. Profit is a source of

working capital pool by generating more internaids.

2.4.3.8 Price Level Changes
Generally a firm is required to maintain the higharount of working capital if the price
level rises as the same level of current assetdsnewre funds to the increasing price.

Hence, the implication of changing price level ocorking capital position will vary from
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firm to firm depending on the nature and othervate consideration of the operation of

the concerned firms.

2.4.3.9 Operating Efficiency

Operating efficiency also has a big influence om wWorking capital requirement of the
firm. Operating efficiency refers to the efficienatilization of the available resources at
minimum cost. Thus, financing manager can contehiot strong operating efficiency
then it needs less amount of working capital otiheewt requires large amount of
working capital. (Pandey; 1999:817 — 819).

2.4.3.10 Level of Taxes

The level of taxes also influences the working tapiequirements of the firm. The
amount of taxes to be paid in advance is deterniiyettie prevailing tax regulations. But
the firm’s profit is not constant or can’t be pregtenined. Tax liability in a sense of short
term liquidity is payable in cash thus, the pramsfor tax amount is one of the important
aspects of working capital planning. If tax liatyilincreases, it needs to increase the

working capital and vice versa.

2.4.3.11 Need for Working Capital

Working capital is the lifeblood and controlling nae centre of every business

organization as without the proper control uponkiay capital no business organization
can operate smoothly, therefore, it plays a crumé in the success & failure of the

organization. The need for working capital to rime day to day business activities
cannot be overemphasized. We can hardly find anbasifirm which does not require

any amount of working capital. Indeed, firms differtheir requirements of the working

capital. As we know that business firms aim at mmzing the wealth of shareholders. In
its endeavor to do so, a firm should earn sufficreturn from its operation. The extent to
which profit can be earned naturally depends upenmagnitude of sales among other
thing. For the constant operation of business,yefrien needs to hold the working capital

components such as cash, receivables, inventory hetace, and every firm needs

working capital to meet the following motives. (Hag; 1999:809)

18



2.4.3.12 Transaction Motive
Transaction motive require a firm to hold cash &aentories to facilitate smooth
production and sales operations regularly. Thus,fiitm needs working capital to meet

the transaction motive.

2.4.3.13 Precautionary Motive

Precautionary motive is the need to hold cash &meries to guard against the risk of
unforeseen & unpredictable change in demand & sujgptes and other factors such as
strike, failure of important customers, unexpecsalvdown in collection of account
receivables, cancellation of some other order foodg and some other unexpected
emergencies. Therefore, the firm needs the workapgtal to meet contingencies in the

future.

2.4.3.14 Speculative Motive

It refers to the desire of a firm to exploit oppmities as an opportunity of purchasing
raw materials at reduced price on immediate paymaaking investment on lucrative

fields, to speculate on interest rates, to makelmge at favorable price and the like.
Hence, the firm needs the working capital to meetdpeculative motive. ( Van Horne &

Wachowicz; 1999:220).

2.4.3.15 Financing of Working Capital

Every manufacturing concern or industry requiredittahal assets whether they are in
stable or growing state. When the growing firm vgatd generate sustained profit, it
normally requires fixed as well as working capitatditional portion of the working
capital is approximately dominated by the same o&tsales. However, this portion of
capital requirement depends upon the nature ofitime So, the most important function
of a finance manager is to determine the level ofking capital and to device how it is
to be financed. Financing of any assets is condewith two major factors- cost and
risk. Therefore, the financial manager must deteeran appropriate financing mix or
decide how current liabilities should be used toafice current assets. However, a
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number of financing mixes are available to therictamanager. He can present generally

three kinds of financing:

2.4.4 Long Term Financing
Long term financing has high liquidity and low ptability. Ordinary share, debenture,
preference share, retained earnings and long tetnts care the major sources of long

term financing.

2.4.5 Short Term Financing
Business firm must arrange short term credit inaade. The sources of short term

financing of working capital are trade credit arahk credit.

2.4.5.1 Trade Credit

It refers to the credit that a customer gets fraippsies of goods in the normal course of
business. The buying firms does not have to pal camediately for the purchase, is
trade credit. It is mostly an informal arrangemantl granted on an open account basis.

Another form of trade credit is bills payable. &p#nds upon the term of trade credit.

2.4.5.2 Bank Credit

Bank credit is a primary institutional source foorking capital financing. For the
purpose of bank credit, amount of working capiéguirement has to be estimated by the
borrowers and banks are approached with the negesgaporting data. Bank determines
the maximum credit based on the margin requiremehtfe security. The following

types of loan are provided by commercial banks.

Loan Arrangement
Under this arrangement the entire amount of loagiven credit by the bank to the
borrowers account, and the loan is repaid in ilmetaits and the interest is payable on

actual outstanding balance.
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Overdraft Arrangement
Under this arrangement the borrower is allowedvier @raw on his current account with
the bank up to the stipulated limit. Within thimlt, a numbers of drawing are permitted

and repayment should be made in short period.

Commercial Papers

It is used only by well-established high qualitysimess houses. The evidence of debts is
an unsecured short term promissory note sold imtbieey market. It sold either through
dealers or directly to investors. Besides the abfoven of credit, bank provides loan
against the warehouse receipt, inventory receigalieour context, most popular sources
of short term financing are short term loan fronblpudeposit, which is also a major

source of working capital financing.

Spontaneous Financing

Spontaneous financing arises from the normal ojeeratf the firm. The two major
sources of such financing are trade credit anduatsr Whether trade credit is free of
cost or not actually depends on the term of tragelic Finance manager of the firm
would like to finance its working capital with sganeous sources as much as possible.
In practical aspect, the real choice of currene@sBnancing is either short term or long
term sources. Thus, the finance manager concestneggower in short term versus long
term financing. Hence, the financing of working talpdepends on the working capital
policy, which is perfectly dominated by the managatis attitude towards the risk &
return. (Pandey; 1999: 827)

Significance of Working Capital Management

The management of working capital is importantdeveral reasons. For one thing, the
current assets of a typical manufacturing firm aextdor over half of its total assets. For
a trading firm, the account for even more exceskvels of current assets can easily
result in a firm realizing a substandard returnrosestment. However, firms with too few

current assets may incur shortages and difficuitiesaintaining smooth operations.
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For small companies, current liabilities are thengpal sources of external financing.
These firms do not have access to the longer tapitat markets, other than to acquire a
mortgage on a building. The fast growing but largempany also makes the use of
current liability financing. For these reasons, finence manager and the staffs devote a
considerable portion of their time to the matteedated to working capital. The
management of cash, marketable securities, accoec#ivables, account payable,
accruals and other means of short term financinigeslirect responsibility of the finance
manager; only the management of inventories is Mireover, these management
responsibilities require continuous, day to dayesuvigion. Unlike Working capital and
capital structure decisions, we cannot study theesreach a decision, and set the matter
aside for many months to come. Thus, working capi@nagement is important, if for
no other reason than the proportion of the finanaeager’s time that must be devoted to
it. More fundamental, however, is the effect thatrking capital decisions have on the

company’s risk, return, and share price. (Van H&n&achowicz; 1999: 204).

2.5 Reviews of Journals/ Articles

This section is also important for literature ravief working capital. For the study of
this section many latest information can be derialedut related field. This part is mainly
focused on the review of journals and research ietugublished by different
management experts about working capital managedoseiph (1962) has presented the
article on “working capital concept”. This articleoks a fresh at the problem of
determining working capital, and purposes a sinmyade comprehensive restatement of
principle with respect to current assets and ctirtebilities. The working capital
measures the liquidity, the fluidity of capital asetves as an indicator of balance sheet in
the assets and liability structure of the comp@gnk and the other short-term creditor
are vitally interested in the amount of working italpfrom the stand point of evaluating
the prospect of repayment of their claim againstdbmpany. Why firms have different
level of working capital. The paper dealt with 8tmtegic determinant of working capital
(cash, short-term securities, account receivabte iamentory) on a product line basis.
The factors analysis is to test 1666 variablesragjahe working capital policies of over

1700 business, or product lines, from 1971 to 1848 final multiple regression models
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contained 19 variables pertaining to productioaess accounting, competitive position

and industry factors.

Pradhan R. S. (2009)in his article,“The Demand for Working Capital by Nepalese
Corporations”, selected nine manufacturing public corporationstiie analysis with 12
years data 1973 to 1984. Regression equation rexddmopted for the analysis. From his
study, he concluded that:
» Public enterprises should take care of negativiégcaang policies directives from
HMG Nepal itself.
» Earlier studies concerning the demand for cashimrehtories by business firms
did not report unanimous findings.
* A lot of controversies exist with respect to thegance of economies of scale,
role of capital cost, capacity utilization ratesdathe speed with which actual

cash and inventories are adjusted to describearasimventories respectively.

L.D. Mahat (2010), has published article relating t&gontaneous Resources Working
Capital Management”The article has defined the three major sourcegooking capital
i.e. equity financing, debt financing and spontarseesources of financing, regarding the
working capital management. Debt financing incluslesrt term, bank financing such as
bank overdraft, cash credit, bills purchase andalisting, letter of credit etc. whereas
spontaneous sources of working capital includeetracedit, provisions and accursed
expenses. The articles has defined that workingtalamanagement is one of the
important pillars of corporate finance. However pilkese industries are facing difficulty
in their survival by the cause of recession, whiah bring best and worst in corporate
finance such as environment should be enough te wih the possible worst happening
in future for working capital management.

* Public enterprises should avoid fictitious holdofgassets immediately.

* Finance staff must be adequate with the modernntsfate tools used for the

presentation and analysis of data.
» Lastly, this study has suggested optimizing itelexf investment because both of

these situations will erode the efficiency of camce
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Bhatta (2011),in his article, carried on the topi&n Appraisal of Financial Position of
Nepal Bank Lttlhas given more emphasis on Nepalese finanusaket sector. He has
mentioned the financial crisis occurred in ChinaxMo, South Asia, Russian Federation
Ecuador, Brazil and Argentina. This crisis affecedidthe economy by posing negative
effects in the real output. He has also focusedNepalese financial market, which is
directly affected by the national and internatioeatnts. The event that effected the most
was September 11 incident in U.S.A, which had addetk to the fragility in the global
financial market. In present context in many paft world, the move towards
liberalization is getting its momentum on one hamad the process of economic
development is being threatened due to varioustigiyaated incidents on the other hand.
He has defined the financial crisis as a descmptmfinancial markets in which adverse
section and moral hazard problems become much mworge, so that financial markets
are unable to efficiently channel funds to thos®Wwhve the most productive investment

opportunities.

Pradhan (2012) has presentedihe Working Capital Measures the Liquidity, a Gkms
on Investment in Different Sectbiss problems and prospects through his artitiiehis
article, he has expressed that the deposit igféhélbod of any financial institution, and
be it commercial bank, finance company, co-opegativ non-government organization.
He also added, in consideration of 10 commerciakbaand nearly three dozens of
finance companies, that latest figure does pro@ustong feeling that a serious review
must be made of problems and prospects of depesibrs Except few joint venture
banks, other organization rely heavily on the beséndeposit receiving and credit
disbursement. Moreover this study validates somhefindings of previous authors by
way of examining the relationship between workiagital management and profitability
of the sample Indian FMCG firms ,thus ,adding saibs¢ to the existing developed by

previous authors.

2.6 Review of Thesis
Besides the review of available books and researgtiies, a number of studies have
been made by student of MBA and MBS relating to kivagg capital management in
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different PEs and private companies of Nepal. Hastion will review some of those

dissertations.

Sharma, D.R (2006)has done a research % Study on Working Capital Management
of Nepal Battery Co. Limited"Considering five year financial statement (i.alaince
sheet, profit and loss a/c and income statemeny, &om 1994 to 1998. This study has
used ration analysis as tools for the purpose afyae working capital management in
NBC Ltd. The major objectives of this study areatwlysis the liquidity composition of
working capital, assets utilizations and profitapiposition of NBC Ltd. This study also
focuses on relationship between sales and differamables of working capital of NBC
Ltd.

The Findings of this Study are as Follows

* The major component of working capital of NBC L&de cash and bank balance,
account receivable, inventory, miscellaneous ctiressets and inventory holds
large portion of current assets. The proportiowfent assets on total assets and
fixed assets is increasing, it indicates that imeBnin current assets is high with
respect to its total assets and fixed assets.

* Inventory to total assets ration shows fluctuatieymnd and receivable to total asset
position show increasing trend. The turnover positis in fluctuating trend and
receivable conversion period and inventory contemsgperiod is long which is
unfavorable for the company.

» Values of current and quick ratios are found neagyal to standard inefficiency in
operation can be seen through wide different batwgress profit margin and net
profit margin and high level of operating ratio. iFhstudy has suggested the
company to reduce the inventory level. This stuegommends about receivable
conversion period, which is necessary to reducd wancerning sales volume
because reduction of this period may affect onssatdume. Lastly, this study
mentions about operating cost, which must be retluceoroper way so that can

maximize its profitability and shareholders return.
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Narendra Bahadur Amatya (2007)carried out a research on the topic “An Appragdal
Financial Position of Nepal Bank Ltd”. The objeevof the study were to examine,
analyze and to interpret the financial positiortref bank. The main findings of the study
are as follows:

* Regarding the liquidity management, the bank wasairbetter position.
However, the bank had been following a uniform @plito finance current
assets and current liabilities.

e The bank was successful in deposit collection huhad always adopted
conservative and traditional credit policy.

 The trade and commerce advances were playing armal@ in the credit
composition of the bank. Although the reserve & ttank was increasing
gradually, the reserve played a nominal role imlitrexpansion control.

* The major portion of investment of the bank wagyavernment’'s securities.
The volume of transaction was high in all respdxtsthe bank did not show

higher ratio of profit, rather it showed a decragdrend of profit.

Prabin Kumar (2009), has carried out a research ‘orking capital management of
Pharmaceutical Industry of Nepal with ReferenceRtuyal Drugs Limited’ The study
has used statistical as well as financial toolsamalyze the statement of 2049/50 to
2054/2055. The main objective of this study is t@algze empirical testing affecting
working capital of Royal Drugs Limited as well asknow whether adequacy of working
capital depends upon the nature of financing cuassets or not.

The major findings of this study are:

e It has used more long term sources of financing tehort term sources and
followed conservative working capital policy.

» The major components of current assets in Royag®tumited are cash and bank
balance, receivable, inventory. Among these curassets inventory holds largest
portion of current assets.

« Company cannot efficiency utilize current assetsl @imere is also inefficient

management of receivable policy.
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» Liquidity position is satisfactory whereas returosjion is not satisfactory due to
negative return. This study has suggested thatctmpany should determine
appropriate financing sources. Company should mdogentory and receivable
level for adjusting with sales and .production leveo balance them company

should improve marketing and credit policy.

Pathak, S (2010) has done a research dWwn Evaluation of Working Capital
Management of Nepal Lube Oil Limited'he objectives of this study are to appraise the
working capital management of NLO Ltd. and to sttity relationship between sales and
different variables of working capital. To achietfeese objectives, this study has taken
five year period and applied the secondary data.

The Major Findings of the Study are

» The growing tendency of investment over currene@ssould have adverse effects
in NLO Ltd’'s wealth maximization goals in long rufhe study has suggested that
NLO Ltd should determine certain rate of return iomestment and sales target
should be set.

* The company should always concern about the cuassgts and current liabilities
and regular check should make. It will control theeess and shortage of working
capital of the company.

* The company should give attention to manpower pregnand should avoid both

under staffing and over staffing.

Shrestha, S.K (201), Working capital and liquidity and management lnk of
Kathmandu Itd,has the main objective to evaluaee wlorking capital position and to
throw tight on the importance of the proper manag@nof working capital the bank. The
specific objectives of the study are as follows:

a. To indicate liquidity position in current assets.

b. To point out the condition of current liabilitieachassets.

c. To analyze the need to control investment in waglkiapital.
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d. To make suggestion about removing any obstacledakimg decision regarding
management of working capital and to point out rafiing solution for
maximizing profit.

The major findings of the study are:

a. On the basis of the research, the researcher cantieetconclusion that the
interest was the major source of income. From thalyais of the financial
position of the BOKL from the year 2061/62 to 2(@®the collection of deposits
and loan investment are increasing satisfactonlky there are also increasing in
operating profit.

b. Large amount of loans and advances are given otdtalf deposits .The BOKL
net fixed assets covers very low portion of longntelebt .In other words large
portion of long term debt is used in current asséthe bank. Long term debt to
net worth ratio of the bank is in satisfactory citiod, This ratio also implies that
the proportion of outsiders claim in total capitation is higher in BOKL.

c. The research found that the operation efficiencythef bank is in satisfactory
condition. Interest earned in comparison of totsdeds is not fair enough.Net
profit earned in comparison to total assets istik&ly low. The bank has been
earning 1.83 percent on its total assets duringstbdy period .The researcher

found that the EPS of the bank is quite good aaviesage stands at 46.38 percent.

Poudel S. (2012)has carried out his thesis entitléd study on working capital
management of Diary Development Corporatiohtie main objective of the study is to
appraise the working capital management of DDCtarstudy the relationship between
sales and different variables of working capital.achieve these objectives, he has taken
five years study period and applied the secondatg.drhe major findings of his study
are as follows,

* Many research studies have been conducted by fileeetht students, experts and
researchers about working capital management. Sbuaakes are related to case
study of a single company and some are comparatinature.

* The financial and statistical tools of used by tnafsthe researcher were ratio

analysis and primary tools have not been used lmymesearches.
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» This research will include different tools likeicaanalysis, correlation analysis,
regression analysis and interview as a primary toblanalysis, correlation
analysis, regression analysis and interview as imagpy tool of analysis,

regression and interview are the specific toolglusehis research.

2.7 Research Gap

This study has suggested that the company shouktnd@e appropriate financing
sources. Company should reduce inventory and rackvevel for adjusting with sales
and .production level. To balance them company lshoprove marketing and credit
policy. The low liquidity ratios of both the banksiggest that they should enhance their
liquidity position by keeping optimum current assdaBoth the banks had low average

turnover on total deposits which is less than one.

Thus, the previous studies cannot be unobservealbedhey provide the foundation to
the present study. In other words, there has twohénuity in research. This continuity in
research is ensured by linking the present studly the past research studies. Here, it is
clear that the new research cannot be found oretteatt topic, i.e.; a comparative study
on working capital of commercial banks in Nepal.efiéfore, to fulfill this gap, this
research is selected. As to research gap is coedethere are many changes taken
place in the working capital management of comnardianks in Nepal as
compared to the last five years. The most of theliss has been considered many
more objectives which made their study more congbéid but in this research report
only three objectives are taken into study. Secondiata is considered in this
research. Both financial as well as statistical tools like lafjuidity ratios, Quick
Ratio, Profitability ratio, mean, standard deviati@oefficient of variance, correlation
and probable error are used in this research. Alralbshe ratios have been applied
to cover the analytical part and fulfill the objeet of this study. It involves more

recent data of commercial banks for five years {208 to 2011/12).
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CHAPTER- IlI
RESEARCH METHODOLOGY

3.1 Introduction

This is the third chapter of the thesis, named aseRrch Methodology. Research
methodology is the way to fulfill the research aliees systematically. The research
methodology considers the logic behind the metlusesl in the context of research study
and explains why particular method or techniquesisd. It also highlights about how the
research problem has been defined, what data heea bollected, what particular

method has been adopted, why the hypothesis has foemulated etc. (Joshi, P.R.;

2002: 19).

This chapter describes the methodology employethenstudy. It consists of research
design, population and sample study, sources d, didta processing procedure and
technique of analysis of data. This study is mamalyical and empirical. It covers

guantitative methodology using financial and stet#s tools. The study is mainly based
on secondary data gathered from respective anapatts of concerned banks, especially

from profit and loss account, balance sheet andrgitiblications published by the bank.

3.2 Research Design

Research design is a plan structure and stratemyvestigation conceived so as to obtain
answer to research questions and to fulfill theectdjes. It is the arrangement of
conditions for collection and analysis of data thahs to combine relevance to the
research purpose with economy in procedure. It si@anoverall framework or plan for

the collection and analysis of data. The study aingortraying accurately upon the

working capital and its impact on overall finangrformance of these two banks. The
research design followed for this study is basycalhistorical, empirical and descriptive

cum analytical research method is followed.
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3.3 Population and Sample

In Nepal, there are 31 commercial banks in exigdilcthe date. Among them few are
government owned banks, few are joint venture bamkisthe others are private banks.
To carry out the study, NCC Bank and Everest Batok have been taken as a sample for
the study. Financial statements of five years f21017/08 to 2011/2012 have been taken
as sample data.

The total number of commercial banks =31

The sample size of commercial banks =2

Percentage of Sample siz%glzx 100= 6.451

3.4 Nature and Sources of Data

This study is conducted on the basis of secondaty celating to working capital .Data
collected by someone else, used already and are maadlable to others in the form of
published statistics are known as secondary datdhét, the directives issued by NRB
have also been taken as the secondary source af Sanilarly, various data and
information are collected from the periodicals, mmmic journals, managerial magazine
and other published and unpublished reports andirdents from various sources.

Besides these, the annual report of Nepal Rastné Bas also been equally reviewed.

3.5 Data Processing Procedure

Data are analyzed by using simple methods so thvabuld be easy to understand. The
obtained data are presented in various tablesradieyand charts that will definitely help

to reach towards meaningful interpretations of phesented data. For convenience, the
calculations that cannot be shown in the body pérthe report are presented in the
appendices section.

3.6 Data collection Technique

The study is mainly based upon secondary data Hsaw/@rimary data the data relative
to financial performance and directly obtained froomcerned banks. The supplementary

data performance records of concerned banks, bisoiteirnals and other organization.
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Data are collected through annual report, minuted memorandum of association
relative websites and several organizations. Cdngaper made by few organizations,
newsletters, bulletin and advertising material di®tped in collection of data for the
study. Similarly methods like surfing in websitedapersonal visit to bookshops is also

used for the collection of data and information.

3.7 Method of Data Analysis and Interpretation

The collected data through various instruments soufces have been edited, coded,
processed, analyzed and tabulated using simplaedialaand statistical methods. Major

findings were based on the analysis and interpoetaif data. The major data analysis

tools used for the analysis and presentation @t di as follows:

3.7.1 Financial Analysis Tools

Financial ratios are useful indicators of a firngerformance and financial situation.
Financial ratios are calculated to ascertain tharfcial condition of the firm. It is the

relationship between financial variables contaiimethe financial statement. Most ratios
can be calculated from information provided by fihancial statements. Most ratios can
be calculated from information provided by the fin&l statements. Financial ratios can
be used to analyze trends and to compare the fiindscials to those of other firms. In

some cases, ratio analysis can predict future bahty. It helps the related parties to
spot out the financial strength and weakness offitine The related parties may be
creditors, long term debt suppliers, investors #rel company’s management. it is the
process of summarizing large quantity of finandala and making qualitative judgment
about the firm’s financial data and making quaNajudgment about the firm’s financial

performance. In the research study various findnoa@s are employed for the analysis.

There are various ratios but in this study somecsedl ratios among them are used.

A. Liquidity Ratios
One of the main objectives of working capital maragnt is keeping sound liquidity
position. Cash is a main liquid asset and othestasghich can be easily converted into

cash are also called near cash or liquid assetqiaBaging or maintaining liquid assets is
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termed as liquidity. In banking sector liquidityvery essential for smooth operation of
day to day activities. Thus liquidity is concerneih maintaining adequate liquid assets.
The followings are the liquidity ratios:-

a. Current Ratio

Current assets Working capital by current liakabtifrom the most recent quarter. The
current ratio is a measure of the firm’s immedifatancial health and it's ability to meet
current obligations. Generally, the current ratimdd be 2:1 or higher; the higher the
current ratio, the more conservative the firm, @liggh a high current ratio can mean less
profitability than a competing firm with a leanarrment ratio. Also, like so many ratios,
this one can vary by industry. Restaurant compari@sexample, often have current
ratios of less than 1:1, but since there is usuallyelay between payment for services
(which is immediate) and payments to vendors, wipcally grant credit, this low ratio

raises few eyebrows.

Current Assets

rrent Ratio=
Curre atio= Current liabilities

b. Quick Ratio

The sum of cash and receivables are from the ressht quarter Working capital by the

total current liabilities from the most recent gear This assessment of a company’s
ability to meet short-term obligations is also kmoas the acid test. In general, the quick
ratio should be 1 or better. A high quick ratiausually a sign of a solid, conservatively
run company in no danger if imminent demise eveffoif some awful reason sales

immediately ceased. A firm's quick ratio might bé special interest to investors

anticipating some kind of downturn in the firm, mess or the economy at large.

) . current assets—inventory—Prepaid expenses
Quick Ratio=

Current Liabilities

C Cash and Bank balance to Deposits (Excludingded Deposits)
This ratio shows the ability of banks immediatedsirio cover their ( Current, margin,
call and saving) deposits. It can be calculateddivyding cash and bank balance by

deposits (excluding fixed deposits). The ratio barexpressed as:
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. Cash and Bank Balance
Cash & bank balance to Deposit=

Total Deposit

D Saving Deposit to total Deposit

Saving deposit is a bearing short term deposit.rékie is developed in order to find out
the proportion of saving deposit, which is interdesaring and short term in nature. It is
calculated by dividing the total amount of the savdeposit by the amount of total

deposit that can be expressed as follows:

] ) ) Saving Deposit
Saving Deposit to Total Deposit Rato=———""
Total Deposit

E. Absolute Liquidity Ratio

Although current assets like receivable, marketagleurities etc. can be changed into
cash as required. It takes time to be changed.eln® it is not absolute liquid. The
absolute liquidity ratio measures the liquidityeofirm in absolute term. It is calculate by

dividing cash by current liabilities.

. . Cash
Absolute liquid ratio = —
Current Liabilities

i. Activity Ratio/ Turnover Ratio

Activity Ratios are intended to measure the effestess regarding the employment of
the resources in a business concern. These ratiealrwhether the funds employed have
been used effectively in the business activitiesnot. The following are the ratios

employed to analyze the activeness of the concgangidventures.

This ratio assesses, to what extent the bank estahltilize the depositors’ funds to earn
profit by providing loans and advances. It is coteduby dividing the total amount of
loans and advances by total deposit funds. The imttomputed as:

~ Loans and Advances
Loans and advances to total deposit ratio

Total deposits

High ratio is the symptom of higher or proper aalion of funds whereas low ratio is the

signal of underutilized or idle funds.
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il Loan and advances to Fixed Deposit Ratio

The ratio indicates what proportion of fixed dep®dnas been used for loans and
advances. Loans and advances are the major safrce®stment to generate income by
the commercial banks. Fixed deposits are long-iaterest-bearing obligation. It carries
high rate of interest. Funds collected are neededvest in such sectors, which yield at
least sufficient return to meet the obligationse Thtio measures the extent to which the
fixed deposits are utilized for the income genagpurpose. High ratio means utilization
of fixed deposit in form of loans. The ratio is@ahted by dividing loans and advances

by fixed deposits.

. . L & Ad
Loans and Advances to Fixed Deposits R&6—— e

Fixed Deposit

iii Loan and Advance to Saving Deposit Ratio

The ratio indicates how many times the short-tanterest bearing deposits are utilized
for generating the income. Saving deposits arestiwgt-term interest bearing liabilities.
Loans and advances are the major sources of ingastito generate income in
commercial banks. Loans and advances to savingsdepatio is measured to find out
how many time of fund is used in loan and advaragEsnst saving deposit. High ratio
indicates greater utilization of the saving depmosit advancing loans. The ration is
calculated dividing the amount of loan and advarmesotal deposit in saving account.

The following formula is used to calculate thisoas:

. . Loans & Advances
Loans and advances to saving deposit ratto—; :
saving deposits

iv Investment to Total Deposit Ratio

The ratio shows how efficiency the major resourckshe bank have been mobilized.
High ratio indicates managerial efficiency regagdihe utilization of deposits. Low ratio
is the result of less efficiency in use of fundsheTratio is obtained by dividing

investment by total deposits collected in the bank.

Total investment

Investment to Total deposit ratf® :
Total deposit

Investment comprises investment its HMG treasulig,bdevelopment bonds, company
shares and other type of investment.
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D Profitability Ratio

Profitability ratios offer several different meassrof the success of the firm at
generating profits. It indicates of success in ewnig desired profit. Various profitability
ratios are calculated to measure the operatingiefity of business enterprises. Through
profitability ratios the lender and investors wanot decide whether to invest in a

particular business or not. Some of the importaatfitability ratios used is as follows:

i Interest Earned to Total Assets Ratio
Interest Earned to Total Assets Ratio formed tal fut the percentage of the interest
earned investing total assets. This ratio can beuleded by dividing the amount of

interest earned by the total assets of the firtran be expressed as:

Interest Earned

Interest Earned to Total Assets Ratie—=
Total Assets

il Net Profit to Total Assets Ratio
This ratio is very much crucial for measuring thefiability of funds invested in the
bank’s assets. It measures the return on assetanlbe calculated by dividing the net

profit after tax by total assets. It can be exprdsss:

Net Profit

Net Profit to Total Assets Ratio=————
Total Assets

iii Net Profit to Total Deposit ratio
This ratio is used for measuring the internal @teeturn from deposits. It is computed

by dividing the net profit by total deposits. Thk&n be expressed as:

. . . NetProfit
Net Profit to Total Deposit Ratio =————— e -
Total Deposit

Higher ratio indicates the return from investmemi@ans and advances are desirable and

lower ratio indicates the funds are not properhbitiming.
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E Total interest expenses to Total Interest incomBRatio

The ratio shows the percentage of interest expeinsesred in relation to the interest
income realized. Lower ratio is favorable from puaddility point of view. The ratio is
obtained by dividing total interest expenses bgltwiterest income.

Total interest expenses

Net Profit to Total Assets Ratio=
Total Intrest Income

Total interest expenses consist of interest exgemseirred for deposits, borrowing and
loans taken by the bank. Total interest incomeunie$ interest income received from
loans, advances, cash credit, overdrafts and gowarnsecurities, inter- bank and other

investments.

Statistical Tool Used

Statistical methods are the mathematical techniqisesl to facilitate the analysis and
interpretation of numerical data secured form gsowd individuals or groups of
observations from a single individual. In this s study some statistical tools are also

used for analysis. Those tools are as follows:

Correlation

Correlation is the statistical tool that refers theseness of the relationship between two
or more variables. We can use correlation to dieedtie degree to which one variable is
linearly related to other variables. The coeffitien correlation deals to determine the

degree of relationship between two or more sefgjofes. Among the various method of

finding out coefficient practice for calculatingroelation .

2 X1Xo

r:,/2x12 ¥ x,2

Where,
r = Correlation coefficient
XXy = Xy - Xy
X, = Xo- X
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Under this topic, Karl Pearson's correlation cagfit is used to measure the degree of
relationship between the following variables.

» Co-efficient of correlation between total depositidotal credit.

» Co-Efficient of correlation between interest incoams interest expenses.

» Co-efficient of correlation between total depositidotal investment.
The interpretation of calculated valve of corralatcoefficient by following way.

* Ifr=0, then there is no correlation between afales.

* Ifr> 0, then there is positive correlation betwesriables.

* If r<Q0, then there is negative relation betweanables.

* Ifr=+1, then there is perfect positive corredati

» Ifr=-1, then there is perfect negative correlati

38



CHAPTER-IV
DATA PRESENTATION AND ANALYSIS

4.1 Introduction

The data collection from the various sources haenlpresented and analyzed in this
chapter. Since the conclusion to be drawn anddbenmnmendation to be made from this
study are based on the presentation and interpnetat data analyzed here. This chapter
constitutes the main part of this study. The pregem and analysis of data measures the
various dimensions of the problems of the studye Tajor objective of the study is a
comparative study of working capital managemenEwérest Bank Ltd & Nepal Credit
and Commerce Bank Limited. The major variables e study are cash and bank
balance, loans and advances, investment in govensaeurities, borrowing, deposit,
bills payable etc. In this chapter, relevant dawd imformation of working capital as well
as financial performance of Everest Bank Ltd & Ne@aedit and Commerce Bank
Limited are presented, compared and analyzed aogbydIt covers to analyze the ratio
as well as composition of current assets and curiabilities. Liquidity turnover,

leverage and profitability of these banks. It alses correlation analysis.

The entire figure presented here are in rupee.det& presented herein are pertained to
2007/08 to 2011/012 of each year and the data pex$derein are based on the amount
mentioned in the annual report of respective y@hrsoncerned banks and journals of

Nepal Rastra Bank.

4.2 Composition of Current Assets

To operate the business, different kinds of asaetsrequired. The composition of the
current assets differs from organization to orgatnin. According to nature of the
business and the attitude of the management towstdsThe firm, which has risk advert
management, maintains the high liquidity assetstotal working capital. The
organization aims to maximize return on sharehoiaeestment, should earn sufficient
return from its operation. So every firm has to men the appropriate level of current
assets according to their nature of business atidid#t of management to run the

business smoothly.
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This study is based on the working capital managgén@urrent Assets are the

determinates of working capital. The compositiofisvarious Current Assets for the

study period of selected banks are analyzed hemsh @Gnd bank balance, loan and

advance (Performing loan, Bill receivable and moratycall), Government sector

investment (Treasury bills only), and miscellaneousent assets are included in current

assets.
Table: 4.1
Composition of Current Assets of Everest Bank Ltd.
Year Cash & % Loans & % Govt. sector | % Misc. CA. | % TCA
Bank Advance Investment
Balance

2007/08 | 1,552,967,494 10.35 9,945,178,7166 66.31223%43,166 22.1% 178,007,850 1.19 14,998,597,276
2008/09 | 2,391,420,594 11.94 13,804,640,404 68.95614%41,127] 18.04 222,660,004 1,11 20,033,262({129
2009/010| 2,667,971,830 10.62 18,850,337,163 7’5 7XP23,740] 12.88 376,215,468 1|5 25,132,502,201
2010/011| 6,164,371,1683 18.06 24,096,211,824 70.6B713428,601 9.88 492,166,151 145 34,124,177|839
2011/012| 7,818,815,008 20.09 27,822,153,656 71.4845277,980 7.05 536,187,696 1.38 38,922,494|335

Mean 14.21 70.46 14 1.33

Source: Annual Report of Everest Bank Limited

Figure: 4.1

Percentage Composition of CA of Everest Bank Ltd.

Percentage

30,000,000,000
25,000,000,000
20,000,000,000
15,000,000,000
10,000,000,000

5,000,000,000

—&—Cash & Bank Balance
Loans & Advance

== Gov. Sector Investment

Misc. C.A.

o) V) Q N v
,\\0 %\0 \Q'\, \Q'\, \Q'\,
S &
v L2 ) ~
Fiscal Year

40



Table: 4.2

Composition of Current Assets of Nepal Credit and @mmercial Bank Limited

Year

Cash & Bank

% Loan & % Govt. Sectorl % Misc. C.A. % TCA
Advance Investment
2007/08 783,956,470 13.08 4,514,517,490 75.0 526,39 8.59 203283948 3.38 6,018,649,943
2008/09 758,163,455 13.69 3,517,118,517 63.50 1269300 | 20.86| 107,795,523 1.95 5,538,346,495
2009/010| 1,477,833340, 18.90 4,496,033,901 57.49 30]893,743| 22.13 116,452,621 1.48 7,821,213,605
2010/011| 1,187,004,938 12.18 6,967,667,611 71.48 269]1254,840| 13.02 3.32 9,747,639,549
323,712,160
2011/012| 2,196,347,910 18.17 8,051,387,086 66.60 6031616,773| 13.26 238,277,215 1.9y 12,089,628,984
Mean 15.19 66.81 15.5Y 2.42

Source: Annual Report of Nepal Credit and Comméigsk Limited

Percentage of Current Assets of Nepal Commerce ar@redit Bank Limited
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From the above tables it can be concluded thatdtad current assets of Everest Bank

Limited has increased continuously during the stpdyiod. The total current asset of
NCC Bank Limited has decreased in 2008/09 than /BB0After that the total current
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assets of NCC Bank Limited has also increased mootisly. The highest portion in

current assets is loan and advances for both banks.

Cash and Bank Balance Percentage

Cash and bank balance percentage of Everest Bahis Igradually increased over first
two study periods. The lowest percentage is in jiesir of the study period with 10.35%
and dramatically increased in 2010/11 in compariebr2009/10 with 18.06 %.After
onwards, It is highest in the fifth year. i.e.,@@% . The average cash and bank balance

percentage of Everest bank Itd is 14.21%.

The cash and bank balance percentage of NCC Banitledi in 2007/08 is 13.03% and is
increased up to 18.90% in 2007/08. Again it de@éds 12.81% in 2010/11. In 2011/12
it became 18.17%. The average cash and bank batencentage is 15.19% during the
study period.

Loan and Advance Percentage

In the case of Everest Bank Itd, loan and advapeesentage had increased gradually till
third year and after third year decreased in foyghr and again increased fifth year of
the study period with 71.48%. It is highest in flear 2009/010 i.e., 75 % and lowest in
the year 2007/08 i.e., 66.31 %. The average loadsdvances percentage is 70.46%. the
loans and advances percentage of Everest Bank ibtdhe year 2007/08, 2008/09 and
2010/011 are less than the average i.e., 70.46%inBhe year 2009/010 and 2011/012

the loans and advances percentage are highertteavérage, 75%, and 71.48%.

In case of NCC Bank Limited, the average percentagmg the study period is 66.81%
the highest percentage in 2007/08 i.e. 75% anddbimeyear 2009/10 i.e. 57.49%. It is
decreasing in second and third year then first.\learcreased in fourth year and again it
decreased in fifth year.
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Government Securities Percentage

The percentage of Government Securities of Ev&ask Itd is in decreasing trend. It is
decreasing till fifth year, i.e., 2011/012. The mage percentage of government securities
of the bank is 14%. it is higher than its averageegnment securities percentage of
initial two years i.e. 22.15% and 18.04% and ilawer than its average government
securities percentage of last three years of thdysperiod. i.e., 12.88%, 9.88% and
7.05%.

Gouvt. securities percentage of NCC Bank Limiteflustuating over the study period. It

is highest in 2009/10 i.e. 22.13% and lowest in 7208 i.e. 8.59 %. The average
percentage of govt. securities is 15.57% duringsthdy period. It is less than average in
2007/008, 2010/11 and 2011/12 i.e. 8.59%, 13.0261a126% and more than average
in 2008/09and 2009/10 i.e. 20.86% and 22.13%.

Miscellaneous Current Assets Percentage

From the table 4.1, we know that Everest Bank #dinvesting lesser amount in
miscellaneous current assets in comparison to athreponents of current assets over the
study period. It is in range between 1.11% & 1.5%he average miscellaneous current
asset is 1.33%. The yearly percentage of miscallseurrent assets is higher than its
average percentage in the year 2009/010,2010/010%1/@12 i.e. 1.50%, 1.45% &
1.38% and it is lower than its average percentagthé year 2007/08 & 2008/09 i.e,
1.19% & 1.11% . The investment in miscellaneousenirassets is stable in comparison

to other components of current assets.

Miscellaneous current assets percentage of NCC Banked is fluctuating during the
study period. The highest percentage is in 200V.483.38% and lowest is in 2009/10
i.e. 1.48%. The average miscellaneous current saggrtentage is 2.42%. The yearly
miscellaneous current assets percentage is higherdverage in 2007/08 and 2010/11
i.e. 3.38% and 3.32% and lower than average in/BOAB009/10 and 2011/12 i.e. 1.95%,
1.48% and 1.97%.
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Composition of Current Liabilities

Current liabilities are those liabilities that them should pay within short time period.
Current liabilities include loan and advances, suyntteditors, provision for taxation,
miscellaneous current liabilities, etc. A firm skbumaintain an optimum level of
liquidity in order to enable the organization toehthe current obligation of the firm. A
firm has to raise funds from short term obligati@hort term sources of funds are raised
through different components of current liabilitiascording to requirement. But the
proportion of different components of current ligkds depends upon the financial policy
of the firm. Thus, the composition of current liges must be analyzed for proper
management of working capital.

For this study borrowings, deposit (excluding fixetkposit) Bills, payable and
miscellaneous current liabilities (Proposed dividietax liability and other liabilities) are
included in current liabilities.

Table: 4.3

Composition of Current Liabilities of Everest BankLtd.

~

Deposit(Excl. Bills

Year Borrowings | % FD) % Payable % Misc. C.L. % TCL

2007/08 - 0 9,560,093,219| 91.45 15,805,995 0j15 8784, | 8.40 | 10,454,124,61
2008/09 - 0 12,559,591,824 87.40 26,776,480 019 1,2:8003| 12.01 14,304,397,31
2009/010 - 0 17,530,117,246 94.85 49,429,700 027 9020887 | 4.88 | 18,481,924,01
2010/011 312,000,000 1.14| 26,272,968,016 96.02 148,655,992 (.5£29,621,761 2.30| 34,413,223,594
2011/012 404,600,000 1.45| 26,492,031,414 95.01 145,514,679 (.52 8411698, | 3.02 | 27,883,344,26
Mean 0.52 93.03 0.33 6.12

N

Source: Annual Report of Everest Bank Limited
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Figure: 4.3

Percentage of CL of Everest Bank Ltd.
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In the above table, we can see total amount okauirabilities components of Everest

bank Itd. Total amount of current liabilities coom@nts of Everest bank has increased

from beginning till fourth year of the study peribdt it is decreased in fifth year.

Table: 4.4

Composition of Current Liabilities of Nepal Credit and Commerce Bank Limited

Year Borrowing | % Deposit % Bills % Misc. C.L. | % TCL

(Excl.FD) Payable
2007/08 | 1,360,000| 0.28 4,696,671,991 97.57 63,604691.32| 39,951,014, 0.83 4,813,827,702
2008/09 - -| 4,763,762,693 99.03 14,508,617 (.30 1&R460 | 0.67 4,810431775
2009/010 - -l 6,811,751,501 96.65 110,170,952 1.585,843,879] 1.79 7,047,766,382
2010/011 - -| 7,982,201,580 95.64 15,374,778 (0.183,892,817| 4.1§ 8,346,379,175
2011/012| 206900000 2.22 8,922,429,249 93.57 3682, 0.33| 176,121,908 1.8 9,336,103,563
Mean 0.50 96.89 0.74 1.87

Source: Annual Report of Nepal Credit and Commég#nk Limited
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Figure: 4.4
Percentage of Current Liabilities of Nepal Credit aand Commerce Bank Limited

120

100 [ .;_.; — ]
o 80
<
€ —&—Borrowings
S 60
g == Deposit(Excl. FD)
& a0

Bills Payable
20 Misc. C.L.
0 T T A‘h:l & T “ 1

2007/08  2008/09 2009/010 2010/011 2011/012

Fiscal Year

The total current liabilities of NCC Bank are qudinilar in first two year of the study
period with 0.83 and 0.67. It is highest in 2010#ith 4.18% and lowest in 2007/08 .

Borrowing Percentage

In the year 2007/08, 2008/09 and 2009/010, thedstdBank did not borrow any money
and then after it increased till the last yearhs# study period. It is highest in the last
year, i.e.1.45% and lowest in the year 2010/014.1i14%. the average borrowing

percentage of Everest Bank Itd, is 0.52%.

The NCC Bank Limited has 0.28% borrowing in 2007/08e bank does not have
borrowing in 2008/09,2009/10 and 2010/11. Againthe year 2011/12the bank has
2.22% borrowings. The average borrowing percentageds0.

Deposit (Excluding Fixed Deposit) Percentage

The deposit (excl.FD) percentage of Everest Band ist fluctuating. The highest
percentage is 96.02% in the year 2010/11 and lowe&t.80% in 2008/09. The average
percentage is 93.03% for the study period.
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In NCC Bank Limited the percentage of deposit (848) is increased in 2008/09 than
20007/08 then after it is decreased till last y&dre highest percentage is 99.03% in
2008/09 and lowest is 95.57 in 2011/12. The avepmgeentage of deposit (excl. FD) is
96.89% for the study period.

Bills Payable Percentage

The bills payable percentage of Everest Bank Lithiie increased till 2010/11 and
reached to 0.54 but in the last study period iobee 0.52 % The average bills payable
percentage is 0.33% for the study period. It idbg) in the year 2010/11 i.e. 0.54% and
lowest is in 2007/08 i.e. 0.15%.

In NCC Bank Limited the bills payable percentageflistuating. The highest bills
payable percentage is 1.56% in 2007/08. The lowsesh 2010/1li.e. 0.18 %. The
average bills payable percentage is 0.74 duringtildy period.

Miscellaneous Current Liabilities Percentage

The above table shows that the miscellaneous duradlities percentage of the Everest
Bank Ltd is fluctuating all over the study periddis increased up to second year and
decreased in fourth year, then slightly increasedifin year of the study period. It is
highest in the year 2008/09 i.e.12.01% and loweshé year 2010/011, i.e. 2.30% the

average miscellaneous current liabilities percemtE#g=verest Bank Ltd is 6.12%.

In NCC Bank Limited the percentage of miscellanecwsent liabilities is increasing till
fourth year and decreased in fifth year. The higpescentage of miscellaneous current
liabilities is 4.18% in 2010/11 and lowest is 0.67# 2008/09. The average
miscellaneous current liabilities percentage of NB&hk Limited is 1.87% during the

study period.
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4.3 Ratio Analysis
Ratio analysis is the powerful financial tool to asare the financial performance of
banks and finance companies comparatively. As meati in research methodology,

liquidity, activity, profitability and leverage riat are calculated.

4.3.1 Liquidity Ratio

Liquid assets are one that can be easily convantectcash without significant loss of its
original value. Converting assets, especially aurrassets such as inventory and
receivables, to cash is the primary means by waitthm obtains the funds needed to pay
its current bills. Therefore a firm’s liquid positi deals with the question of how well the
firm is able to meet its current obligations. Shernm assets or current assets are more
easily converted to cash than long term assets.irfBgeneral, one firm would be
considered more liquid than another firm if it lzagreater proportion of its total assets in
the form of current assets. Liquidity ratio measuttee short term solvency position of
the firm. Liquidity ratio that shows the relatiomslof a firm’s cash and other current

assets to its current liabilities. Under this thare two types of ratios.

Liquidity of any business organizations is direg#jated with working capital or current
assets and current liabilities of that organizatitm other words, one of the main
objectives of working capital management is keegiognd liquidity position. Banks and
finance companies are different organizations whach engaged in mobilizations of
funds. So, without sound liquidity position, thesstitutions are not able to operate their
functions. To measure the solvency position oritghib meet its short term obligations,

various liquidity ratios are calculated.

4.3.1.1 Current Ratio

The current ratio is a measure of the firm’s imnagglifinancial health and its ability to
meet current obligations in other words, curretibreepresents a margin of safety, i.e. a
“cushion” of protection for creditors and the higltee current ratio. Greater the margin
of safety, larger the amount of current assetselation to current liabilities. Generally,

the current ratio should be 2:1 or higher, the &igthe current ratio, the more
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conservative the firm, although a high currentaratan mean less profitability than a
competing firm with a leaner current ratio. Alskeliso many ratios. This one varies by

industry. It is calculated as follows:

Current Ratio= current Assets/ current liabilities
The following table and chart show the currentadt compare the working capital

management of these financial institutions.

Table: 4.5

Calculation of Current Ratio

Everest Bank Ltd. NCC Bank Ltd.
Year C.A. C.L. C.R. | CA. C.L. C.R
2007/08 14998597276 10454124617 1.4%01864994 481382770 | 1.2t
2008/09 20033262129 14304397317 1.4G:53834649 481043177 | 1.1t
2009/010 | 25132502201 18481924015 1.8682121360 704776633 | 1.11
2010/011 | 34124177839 27363245369 1.2974763954 834637917 | 1.17
2011/012 | 38922434335 27883344262 1.40208962898 | 933610356 | 1.2€
Average 1.37 1.1¢
Source: Annual Report of Everest Bank and NCC Bank
Figure: 4.5
Current Ratio
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The above table depicts that the current assdiserfest Bank is in increasing trend from
2007/08 to the last year of the study period. Amel ¢urrent liabilities of Everest bank
Ltd, is also increasing till last year of the studgriod. The current ratios of Everest
Banks are fluctuating. It is decreased in up tartfoyear and then, it is increased in fifth
year. The current ratio highest in the year 2007/@81.43%. Lowest in the year
2010/011 i.e.1.25%. The average current ratio ®HBberest bank is 1.37.

The current ratio of NCC Bank is fluctuating. ThHghest current ratio is 1.29 in 2011/12
and lowest is 1.11 in 2009/10. The average cumatm is 1.19 throughout the study
period.

The Everest Bank Limited has highest average curegio and NCC Bank limited has

lowest average current ratio.

4.3.1.2 Quick ratio of the total quick assets

The assessment of a company’s ability to meet dbam obligations is also known as
the acid test. Quick ratio establishes a relatignsletween quick or liquid assets and
current liabilities. An asset is liquid if it carelconverted into cash immediately or
reasonably without a loss of value of cash. Cagihesmost liquid asset. Other assets,
which are considered to be relatively liquid, aceked debts and marketable securities.
In general, quick ratio should be 1 or higher. grhquick ratio is usually a sign of solid,
conservatively run company which is no danger afhinent demise even if for some
awful reasons, sales immediately ceased. A firmislgratio might be of special interest
to investors anticipating some kind of downturrthie firm’s business or the economy at
large. The quick ratio can be found out by dividiogal quick assets by total current

liabilities.

Quick Ratio = Quick Assets/ Current Liabilities

For this study, cash and bank balance, governnemirisies (treasury bills) and money
at call are included in quick assets. The followialgle and chart show the quick ratio of
Everest Bank and NCC Bank Ltd.

50



Table: 4.6

Calculation of Quick Ratio

Everest Bank Ltd. NCC Bank Ltd.

Year Q.A. C.L. QR | QA C.L. Q.R

2007/08 | 4,942,370,660| 10,454,124,617 0.47 1,3212948 4,813,827,702 0.27
2008/09 | 6,005,961,721| 14,304,397,317 0.42 1,9891@37| 4,810,431,775 0.41
2009/010| 6,251,949,570 | 18,481,924,013 0.34 3,363,133,155477766,332 0.48
2010/011| 9,535,799,764 | 27,363,245,369 0.35 2,582,661,59946839,175 0.31
2011/012| 10,564,092,983| 27,883,344,262 0.38 3,899,815,82B36903,563 0.42
Average 0.39 0.38

Source: Annual Report of Everest Bank and NCC Bank

Figure: 4.6
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The above table and figure depict that the quidiosaof Everest bank are always

fluctuating over the study period. The quick ratibEverest Bank is decreased up to
fourth year, then increased in year 2011/12. lighest in the year 2007/08 i.e., 0.47 and
lowest at the year 2009/010 i.e.0.34. The averagkgatio in Everest is 0.39.
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The quick ratio of NCC Bank is also fluctuating. €Thighest quick ratio is 0.48 in
2009/10 and lowest is 0.27 in 2007/08. The averagek ratio is 0.38 for the study
period. The highest average quick ratio is of Eseiank Limited i.e. 0.39 and NCC
Bank Limited is 0.38.

4.3.1.3 Cash and bank balance to Total deposit rati(without fixed deposit)

This ratio shows the ability of banks’ immediatendis to cover their (current, margin,
call and saving) deposits. It is employed to measurether the bank and cash balance is
sufficient to cover its current calls margin indlugl deposit. It can be calculated dividing
cash and bank balance by deposits (excluding filegbsit). It can be expressed as:

Table: 4.7

Calculation of Cash & Bank Balance to Total DeposiRatio (Excl. Fixed Deposit)

Year Everest Bank Ltd.
NCC Bank Limited
Cash & Deposit (exc. | Ratio | Cash & Bank Deposit (exc. Ratio
Bank Fixed deposit) Balance Fixed deposit)

Balance
2007/0¢ | 155296749 | 9,560,093,21 | 0.1¢€ 783956470 4696671991 0.17
2008/0¢ | 2,391,420,59 | 12,559,591,8Z | 0.1¢ 758163455 4763762693 0.16
2009/011( | 3,013,971,83 | 17,530,117,24 | 0.1f 1477833340 | 6811751501 0.22
2010/01: | 6,164,371,16 | 26,272,968,01 | 0.2 1187004938 | 7982201580 0.15
2011/01: | 7,818,815,00 | 26,492,031,41 | 0.3C 2196347910 | 8922429241 0.25
Average 0.21 0.19

Source: Annual Report of Everest Bank and NCC Bank

52




Figur: 4.7
Ratio of Cash & Bank Balance to Total Deposit RatigExcl. Fixed Deposit)
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The above table and figure depicts that the cash amk Hmalance to deposit

(excluding fixed deposit) ratios of Everest ban& mrcreasing till the first two years,

decreasing in third year and again increasing énlaist two years of the study period.
The ratio is highest in the year 2011/012, i.e0G8d lowest in the year 2009/010,
i.e.0.15 the average cash and bank balance to ilé@oduding fixed deposit) ratio of

Everest Bank is 0.21.

The cash and bank balance to total deposit (exuufiked deposit) ratio of NCC
Bank limited is fluctuating for the study periodhd highest ratio is 0.25 in 2011/12
and lowest is 0.15 in 2010/11. The average cashban# balance to total deposit
(excluding fixed deposit) ratio is 0.19.

4.3.2 Activity Ratio (Turnover Ratio)
Activity ratio is needed to measure the effectivs=nef employed of the resources in a
business concern. Activity ratio measures the @ffegess of the firm. Through these

ratios, it is known whether the funds employed hbeen utilized effectively in the
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business activities or not. The following are tlaias, employed to analyze the
activities of the concerned banks.

4.3.2.1 Loan and Advances to Total Deposit Ratio

This ratio assesses to what extent, the banksiaadce companies are able to utilize
the depositor's funds to earn profit by providirgahs and advance. It is computed
dividing the total amounts of loans and advancestdigl deposited funds. The
formula used to compute this ratio is as follows:

Loan and Advances to Total Deposit Ratio= Loan anddvances / Total Deposits

High ratio is the symptom of higher and properizdtion of funds and low ratio is the
signal of balance remained utilized or idle.

Table: 4.8
Calculation of Loan and Advances to Deposit Ratio
Year Everest Bank Ltd. NCC Bank Limited
Loan and Deposit Ratio Loan and Deposit Ratio
advances advances

2007/08 9801307676 13,802,444,988 0.7
2008/09 | 13664081664  18,186,253,541 0.7

466378128919581479 0.70
378330716500343387 0.58

2009/010| 18339085562  23,976,298,535 0.7 457226306620236470 0.62

2010/011| 23884673616  33,322,946,246 0.7 704459558027748924 0.77

gl N o o &

2011/012| 27556356032 36,932,310,008 0.7 8094669080824692558  0.75

Average 0.74 0.68

Source: Annual Report of Everest Bank and NCC Bank
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Figure: 4.8
Ratio Loan and Advances to Deposit Ratio
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The above table and chart depicts that loan andraxs to total deposit ratios of EBL
are fluctuating during the study period. It is &sing in second and third year,
decreasing in forth year and again increasingshylaar of the study period. The bank
has the highest loan and advances to total deyatsitin third year, i.e. 0.76 and the
least in first year, i.e.0.71 But, the yearly amooiloan and advances to total deposit
ratios are not much difference during the periodstfdy. The average loan and
advances to total deposit ratio of EBL, is 0.74.

The loan and advances to total deposit ratio of NEADk Limited is fluctuating
throughout the study period. It is highest is ir02M9 i.e. 0.77 and lowest is in
2006/07 i.e. 0.58. The average is 0.68 for theyspatiod.

4.3.2.2 Loan and advances to fixed deposit ratio

This ratio examines that how many times the fursdsised in loans and advances

against fixed deposits. For commercial banks, fidegosit are long term interests

bearing obligations, whereas investment in loamsatvances are the main sources of

earning. This ratio is compared dividing loans addances by fixed deposit as under:
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Loan and Advances to Fixed Deposit Ratio = Loan anddvances/ Fixed Deposits

A low ratio indicates idle cash balance. It meantaltfunds not properly utilized. This

ratio examines to what extend the fixed deposits wtilized for income earning

Q)

purpose.
Table: 4.9
Calculation of Loan and Advances to Fixed Deposit &io

Everest Bank Ltd. NCC Bank Ltd

Loan and Loan and | Fixed
Year advances Fixed Deposit| Ratig advances | Deposit Ratio
2007/08 | 9801307676 4,242,351,769 2.31  46637872822909488 2.43
2008/09 | 13664081664 5,626,661,717 2.43  378330716B6580689 2.18
2009/010| 1833908556p 6,446,181,289 2.84 4572263@®B485969 | 9.99
2010/011| 2388467361p 7,049,978,230 3.39 7044595371@5547344 6.14
2011/012| 2755635603 10,440,278,59264 | 8094669057 1902263309 4.2
Average 2.72 4.80

Source: Annual Report of Everest Bank and NCC Bank

Figure: 4.9
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Fixed deposit of EBL, has increased in up to foystlar of the study period, it has
gradually increased and again decreased in last ¥@an and advances to fixed
deposit ratios are increasing gradually and becad@in 2010/11. The average ratio
of EBL is 2.72, which is greater than 2011/12 rafibe loan and advance to fixed
deposit ratio of NCC Bank Limited is fluctuatinghd lowest ratio is 2.43 in 2007/08
and highest is 9.99 in 2009/10. The average rattb80. Among both banks the NCC
Bank has highest average loan and advances to tiepdsit ratio i.e. 4.80. The

Everest Bank Limited has average loan and advaondesed deposit ratio is 2.72.

4.3.2.3 Loan and Advances to Saving Deposit Ratio

This ratio assesses how many times the fund is teséoans and advances against
saving deposit. Saving deposits are interests tgaiort term obligation and the
major sources of investment in loan and advancesmémme generating purpose by
bank. This ratio indicates how many times the stesrh interest bearing deposits are
utilized for generating income. It is calculated dhyiding the amount of loan and
advances by total deposit in saving account. THeviong formula is used to calculate

the ratio:

Loan and Advances to Saving Deposit Ratio= Loan andi\dvances/ Saving

Deposits
Table: 4.10
Calculation of Loan and Advances to Saving DeposiRatio
Everest Bank Ltd. NCC Bank Limited
Loan  and| Saving Loan and | Saving
Year advances Deposit Ratio | advances | Deposit Ratio

2007/08 | 9801307676 6,929,216,891 1.41 46637873370329099 1.38

2008/09 | 13664081664 9,029,255,366| 1.51 | 3783307161 3317316354 1.14

2009/010| 18339085562 11,883,857,171 1.54 | 4572263067 4557294663 1.01

2010/011| 23884673614 14,782,330,769 1.62 | 704459557() 5448553728 1.29

2011/012| 27556356032 13,360,037,013 2.06 | 8094669057 4933279544 1.64

Average 1.63 1.29

Source: Annual Report of Everest Bank and NCC Bank
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Figure: 4.10
Ratio of Loan and Advances to Saving Deposit Ratio
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The above table depicts that the loan and advaocesving deposit ratios of EBL are
increasing gradually of the study period. The radidighest in the last year, i.e.2.06,
and lowest in the first year, i.e.1.41. The avenagi® of EBL is 1.63. It is higher than
the yearly ratio of first to fourth year and loweran the yearly ratio of the year
2011/012.

The loan and advances to saving deposit ratio@E MBank Limited was fluctuating
over the period. The lowest loan and advances wingadeposit ratio is 1.01 in
2009/10 and the highest is 1.64 in 2011/12. Amdreghioth banks the lowest average
of loan and advances to saving deposit ratio iSNGC Bank Limited of 1.29. The

EBL has an average of 1.63

4.3.3 Leverage Ratio or Capital Structure

Financial leverage ratios provide an indicatiortha long term solvency of the firm.
Unlike liquidity ratios which are concerned withhost term assets and liabilities,
financial leverage ratios measure the extent takvthie firm is using long term debt.

Debt and equity are long term obligation and rerngiparts in the liability side of the
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balance sheet are termed as short term obligatiBoth types of obligation are
required in forming the capital structure of therfi The long term financial position
of the firm is determined by the leverage or cdsteucture. The different leverage
ratios are maintained to measure the financialaorgroportion of outsider’s fund and

owner’s capital used by the firm. Following ratsocalculated under leverage ratio.

4.3.3.1 Long term debt to Shareholders Equity Ratio

It is used to test the long term solvency of a fifithe ratio indicates the relationship
between debt and equity. It is related to shareftddund indicating the degree of
protection against long term creditors. Here, loexgn debt refers to the amount of
fixed deposit. It is calculated by dividing thedtk obligation of the banks by owner’s
claim.

Long term debt to Shareholder's Security = Long tem Debt/ Shareholders
Equity

The following table and chart shows the long tembtdo net worth ratio of the both

banks.
Table: 4.11
Calculation of Long Term Debt to Share Holders Equiy
Everest Bank Ltd. NCC Bank Limited
Long | Shareholder| Ratio
Shareholders’ Term | equity

Year Long Term Debt | Equity Ratio | Debt
2007/08 300,000,000 1,077,475,059 0.28 - (30903685
2008/09 300,000,000 1,269,661,589.24 | - (510336052
2009/010 | 300,000,000 1,936,027,950.15 | - 685083102
2010/011 | 300,000,000 2,421,705,400.12 | - 1098920875
2011/012 | 300,000,000 3,035,390,680.10 | - 1522708041
Average 0.18

Source: Annual Report of Everest Bank and NCC Bank

59




Figure: 4.11
Ratio of Long Term Debt to Share Holders Equity
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The above table depicts that the long term del@Rif are constant and shareholders
equity are gradually increasing till the fifth yeafr the study period. So, the yearly
ratios of EBL are decreasing of the study periduke Tong term debt is constant from
starting to end of the study period. Highest |doegn debt to Shareholders Equity
ratio is 0.28 and lowest is 0.10 in the year 208746d 2011/012 respectively. The
average ratio of EBL is 0.18. For NCC Bank longrtetebt to share holders’ equity

ratio is zero for the study period because thermikng term debt.

4.3.4 Profitability Ratio

Profitability ratio offers several different meassrof the success of the firm at
generating profits. It indicates succession achigvthe desired profit. Various
profitability ratios are calculated to measure thmerating efficiency of business
enterprises. Through profitability ratios the lendend investors want to decide
whether to invest in a particular business or Satme of the important profitability

ratios used is as follow.
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4.3.4.1 Interest Earned to Total Assets Ratio

Interest earned to total assets ratio formed td @ot the percentage of the interest

earned investing total assets. This ratio can lbauleded by dividing the amount of

interest earned by the total assets of the firtran be expressed as follows:

Interest Earned to total Assets Ratio = Interest Emed / Total Assets

Table: 4.12

Calculation of Interest Earned to Total Assets Rab

Everest Bank Ltd. NCC Bank Limited

Interest Interest
Year Earned Total Assets Ratio| Earned Total Assets | Ratio
2007/08 | 903,411,137 15,959,284,680.06 | 562779986 | 6427700331 0.0
2008/09 | 1,144,408,30821,432,574,300 0.05 | 474407885 | 6036676412  0.0¢
2009/010| 1,548,657,13227,149,342,884 0.06 | 576608701 | 8241334403 0.0]
2010/011| 2,186,14,992| 36,916,848,654.06 | 758362584 | 10590847394 0.0
2011/012| 3,102,451,48441,382,760,711 0.07 1042243146 12761074921 0.0
Average 0.06 0.08

Source: Annual Report of Everest Bank and NCC Bank

Figure: 4.12
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The above Table and figure depicts that interestegaby EBL is 0.06 in the year
first minimal decrease in 2008/09 then it has begaincrease till the last year of the
study period. The average interest earned to éstts ratio of EBL is 0.06. Which is
lower than the yearly ratio of 2011/012 i.e 0.0d dmgher than the yearly ratio of
2008/09 i.e. 0.05. And constant to the other yeathe study period. For NCC Bank
Interest earned is decreased in second year thgtny&ar. It is increased in other
years. Average interest earned to total assets 0&0).08. The highest ratio is 0.09 in
2007/08 and lowest is 0.07 in 2009/10 and 2010/11.

4.3.4.2 Net Profit to Total Assets Ratio

This ratio is very much crucial for measuring grefitability of funds invested in the
banks assets. It measures the return on asseés lie calculated by dividing the net
profit tax by total assets. It can be expressed as:

Net Profit to Total Assets Ratio= Net Profit aftertax / Total Assets

Table: 4.13
Calculation of Net Profit to Total Assets Ratio

Year Everest Bank Ltd. NCC Bank Limited

Net Profit Total Assets Ratio | Net Profit Total Assets Ratio
2007/08 168,214,611 15,959,284,687 0.0 (56973171 6427700331 -0.09
2008/09 296,409,281 21,432,574,300 0.0 (11592854 6036676412 -0.02
2009/010 | 451,218,613 27,149,342,884  0.0R 49875533 8241334403 0.06
2010/011 | 638,732,757 36,916,848,654  0.0R 41545141 10590847394 | 0.04
2011/012 | 831,765,632 41,382,760,711  0.0p 423%/338 12761074921 | 0.03
Average 0.02 0.004

Source: Annual Report of Everest Bank and NCC Bank
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Figure: 4.13
Net Profit to Total Assets Ratio
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The above figure clearly depicts that the overedfipability ratio that is net profit to
total assets ratio of EBL are increasing and initeemtly constant in the last three
year of the study period. The average ratio of E8Q.02 which is equal to the yearly
ratio of third year to fifth year of the study pmtiand higher than the yearly ratio of
first and second year of the study period. The NB#Dk Limited has highest Net
Profit to total assets ratio of 0.06 in 2009/10 émdest is (- 0.09) in 2007/08. It's
average is 0.004 for the study period.

4.4 Correlation

Correlation in statistical tool that refers to ttleseness of the relationship between
two or more variables. We can use correlation tecdee the degree to which one
variable is linearly related to other variabl€ke coefficient of correlation deals with
determining the degree of relationship between &wonore sets of figures. Among
the various methods of finding out coefficient piee for calculating correlation
coefficient, the most widely used in practice fwlculating correlation is karl

Pearson’s correlation coefficient. So, karl Péssiorrelation coefficient method is
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applied in the study. Correlation coefficient alyadies between +1 to _1. When r=
+1, there is perfect positive correlation betweea variables and when r= -1, there is

perfect negative correlation. And , when r=0, thieneo correlation.

4.4.1 Coefficient of correlation between Cash and dk Balance and Current
Liabilities

Cash and bank balance is most liquid componentsioént assets. This is required to
meet the unexpected short term obligation, i.ererurliabilities. The coefficient of
correlation between cash and bank balance andnturadbilities is to measure the
degree of relationship between cash and bank baland current liabilities. To find
out the correlation, various calculations are dohlee following table shows the
coefficient of correlating between cash and barlkriz® and current liabilities, i.e. r,
PEr and 6PEr.

Table: 4.14
Coefficient of Correlation Between Cash & Bank Balace and Current Liabilities
Bank r PEr 6 PEr
EBL 0.955557 0.026216 0.157296
NCC 0.876061 0.07016 0.42096

Source: Appendix- I, &I

From the above table , we can find that coefficiehtorrelation between cash and
bank balance and current liabilities (r) in cas&BL, is 0.955557 it shows significant
positive relationship between these two variabBysconsidering the probable error
the PEr is 0.026216 and 6PEr is 0.157296 so, lsere>6.P.Er. So, value of r is

Significant.

In case of NCC Bank Limited r= 0.876031. So, it dam concluded that there
significant Positive correlation between cash aadkbbalance and current liabilities
but by considering PEr and 6PEr there is PEr i@6 and 6PEr is0.42096. Here r

>6 PE so, value of r is significant.
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The above analysis, it can be concluded that tisesggnificant positive relationship
between cash and bank balance and current liaiiii bothbanks.

4.4.2 Coefficient of Correlation between net profiand Loan and Advance

The basic function of commercial banks is to calposit and invest these funds on
loan and advance to generate higher profit. Lang@umt of loan and advances
generate higher profit. The coefficient of correlatbetween loan and advances and
net profit is to measure the degree of relation&gfween loan and advances and net
profit is to measure the degree of relationshipvben loan and advances and net
profit. In correlation analysis, loan and advansendependent variable (Y) and net
profit is dependent variable (X). The purpose ompating the correlation of the
coefficient is to justify whether the loan and ade® are significant to generate profit
or not and whether there is any relationship betw#eese two variables. The

following table

Table 4.15
Coefficient of Correlation Between Loan and Advanceé& net Profit
Bank r PEr 6 PEr
EBL 0.996170 0.00231 0.01386
NCC 0.150523 0.29482 1.76892

Source: Appendix- lll & IV

From the above table, we can find that the coimabetween net profit and loan &
advances to net profit for Everest Bank Limite®.i896170, which means significant
positive relationship by considering P.Er and 6rPtBere P. Er =0.00231 and P.Er=
0.01386 since r > 6.P.Er so, the value of r isiizant.

For NCC Bank, r = 0.150523, which means insigniftaalationship. By considering
P.Er and 6 PEr, the P.Er = 0.29482 and 6 PEr =89Z6Here r< PEr, it is

insignificant, i.e. there is no evidence of cortiela.
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From the above analysis it can be concluded thateths significant positive
correlation between net profit and loan and advamed=BL but there is no evidence

of correlation in NCC Bank.

4.4.3 Coefficient of Correlation between Net Workig Capital and Net Profit

The main objective of any firm is to achieve itofir goal. Banks and finance
companies are also not exemption from that curasset minus current liabilities is
equal to net working capital. Working capital maggnt is very crucial function of
management team of any type of organization. Itesagament fails to keep adequate
current assets, it can effect liquidation positdrthe firm but if it keeps more than its
need, it can affect the profitability position dketfirm. The coefficient of correlation
between net working capital and net profit is toaswe the degree of relationship
between net working capital and net profit in thesenpanies. In the correlation
analysis, net working capital is independent vaeigly) and net profit is dependent
variable  (X). The purpose of computing the catieh coefficient is to justify
whether the net working capital generates profitnot and whether there is any
relationship between these two variable the follayiable shows the r, PEr and 6 Per

of concern companies during the study period.

Table: 4.16
Coefficient of Correlation between Net Profit and Nt working Capital
Bank r PEr 6PETr
EBL 0.918841 0.04698 0.28188
NCC 0.307317 0.27317 1.63902

Source: Appendix- VI, & VII

For EBL, r= 0.918841, it means there is significpositive correlation between net
profit and net working capital. By considering Rifxd 6 PEr, there is P.Er = 0.04698
and 6 P.Er = 0.28188. Here, r > 6 P.E r so theevafu is significant.
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For NCC, r = 0.307317, it means there is low pwsitorrelation between net profit
and net working capital. By considering P.Er arfd.Br there is P.Er = 0.27317 and 6
P.Er. 1.63902. Here, P.Er < r< 6 P.Er, so notharglee concluded.

From the above analysis it can be concluded thaERL the correlation between net
profit and net working capital is significantly ptage but in NCC Bank nothing can
be concluded.

4.5 Major Finding of the Study

The highest percentage in composition of curresetasis loan and advances for all
banks and lowest is miscellaneous current asskesNCC Bank limited has lowest of
total current assets in all the years than the EBhe highest percentage in
composition of current liabilities is deposit (exdelD) for both banks and lowest is
borrowings.

» The Everest Bank Limited has highest average ofeatirratio among the
banks. The NCC has lowest average of current ritleelps to conclude that
Everest Bank Limited has more ability to meet itsrent obligation than Ncc
bank. Similarly, the quick ratio of Everest Banknriiied is also higher than
Ncc bank. It also supports the above conclusion.

* The EBL has highest average cash and bank balartotat deposit (excl.F.D)
ratio. It helps to conclude that EBL holds morehcgan Ncc Bank. It means
the EBL has better Liquidity position than Ncc lartge amount of idle cash
adversely affect the profitability of the bank.

» The NCC Bank Limited has highest average of loath advances to fixed
deposit ratio among banks. It helps to conclude M@C Bank Limited is
effectively using its fixed deposit for profit geaéing activities.

» The NCC Bank limited does not have long term dalithe study period. The
NCC Bank doesn’t have any outsiders claim in shalkelers' equity. The
NCC Bank Limited has highest average of Interesteghto total Assets ratio.
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It helps to conclude that NCC Bank Limited is meftectively using its total
assets for profit generating activities .EBL is saim utilizing total assets for
generating profit. The EBL has average Net Profitotal assets ratio i.e.0.02.
The NCC Bank Limited has lower than other i.e. @.00

From correlation analysis between cash and bardnbaland current liabilities
of the selected banks, it can be concluded thae tige significant positive
relationship between cash and bank balance anertuliabilities in both
banks.

From the analysis of coefficient correlation betweeet profit and loan &
advances it can be concluded that there is sigmfigositive correlation
between net profit and loan & advance in EBL. Bhdrée is no evidence of
correlation in NCC Bank.

From the analysis of coefficient of correlationtveeen net profit and net
working capital it can be concluded that thereigsificant positive correlation
between net profit and net working capital in EBlt in case of NCC Bank

Limited nothing can be concluded.
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CHAPTER-V
SUMMARY, CONCLUSION AND RECOMMENDATIONS

The final and most important task of the researchér enlist finding issues and gaps
of the study and give suggestions for the furthgsrovement. This chapter contains
summary, conclusions and recommendations. Summeaeg ¢ghe brief introductions

of all chapters, Conclusion are based on the careseg of the study of the analysis
of relevant data and recommendation are presentéerins of suggestions that are

prepared on the basis of the findings.

5.1 Summary

Financial institutions are currently viewed as beiain the process of economic
growth of a country. A key factor in the developmef an economy is the
mobilization of the domestic resources. The finahaistitution helps the process of
resources mobilization. However, Nepal has beee fatognizing this true fact.
Nepal, being the developing country cannot igndwe important of finance for its
economic development. After restoration of demograa 2046 B.S. and
announcement of government liberalization policyivaie sector investors are
attracted to invest in different organized comnadreentures. As a result, numbers of
public and private limited companies were establisin a short span of time to reap

the benefit of economic liberalization policy okthation.

In general a bank refers to a commercial bank. adtivities of commercial bank are
synonyms to banking. Bank is such a place whereemas transacted. It is hard to
define banking exactly because the concept of bbgnkas been arrived from century
to century at least in the legal sense. Bank magilbtes to the collection of deposits
and granting loans and advances and performing @ittevities. A bank generally

collects deposits from different individuals andtitutions and the collected deposits
are utilized for giving loans to different individis, industries and commercial

enterprises. Bank performs payment or remittandeodimer activities also.
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For many developing countries, banking sector le@eime the medium of developing
economic situation, as banks help in capital foromain the country. Bank fills the
gap between the searcher and the provider of the. fdank provides sufficient back
support for the growth and expansion of trade amtiistry of the country, which
eventually helps to develop the economic conditibthe country. Nepal has adopted
different liberal and free economic policy to en@ge foreign investments also in

banking sector.

The main purpose of this study is to make the coatp@ analysis of the working
capital as well as financial performance of EBL &N@C Bank. To make this thesis
more understandable to the readers, available atatainformation are presented in

different suitable tables and diagrams with appadgranalysis and interpretations.

This thesis work has been divided into five chaptd@hey are — introduction, review
of literature, research methodology, presentatideta analysis and findings and

finally summary and recommendations.

To carry out the thesis work secondary data haea bélized. The necessary data are
derived from the annual reports of EBL and NCC Bémkthe period of five years
from the fiscal year 2007/08 to 2011/012.

To fulfill the objectives mentioned in the chaptere, a suitable research methodology
has been developed, which includes the ratio aisafgsa financial tool & correlation
coefficient as statistical tools. The major ratimlysis consists of the composition of
working capital position, liquidity position, turaer position, capital structure
position and profitability position. In order tostethe relationship between various
components of working capital, Karl Pearson’s datren coefficient ‘r' has been
calculated and analyzed in the fourth chapter. Anlést in this very chapter findings
of the whole study with some suggestions and recemaations which might be

useful for the concerned banks to improve the perémce, have been presented.
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5.2 Conclusions

On the basis of the above study, following condnsihave been made:

NCC Bank has lowest average of loan and advancegmage and highest
average percentage of miscellaneous current assetst can be concluded
that NCC bank is least effective in management avhmosition of current
assets of two banks.

The highest portion of current liabilities is depdexcluding fixed deposit) for
all selected bank and lowest is bills payable fBL.End borrowings for NCC
Bank Limited which helps to conclude that the highportion of current
liabilities is cost (Interest) bearing for the tanks. So, the banks should
properly utilize the deposit for profit generatiacfivities.

The EBL has better liquidity position than oth@nks because it has highest
average of current ratio, quick ratio and cash lzamik balance to deposit (excl
FD) ratio.

The NCC bank limited has highest average of loath atvances to fixed
deposit ratio which helps of conclude that NCC Baskmost effective in
utilization of fixed deposits for profit generatiagtivities.

Both banks have significant positive correlatiortwe®n net profit and net
working capital. So, it can be concluded that thengositive relation between

profitability and working capital.

5.3 Recommendations

On the basis of the above study, following recomuaginns have been made which

might be useful for concerned banks

.Even the bank has better liquidity position aménrg banks but it is below
the standard level (i.e. 2:1 for current ratio aritlfor quick ratio) so, it should
maintain optimum level of liquidity.

The bank can use more fixed deposits for profitegating activities (i.e. loan

and advances).
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* The net profit to total assets ratio is increasetast three years than first two
year. And it is constant for last three years. bhek should try to increase it.
The bank should maintain optimum liquidity positierhich is very much
essential to meet short-term obligation. The baark use more fixed deposits
for profit generating activities (i.e. loan and adges).

* The net profit to total assets ratio is constardgugghout the study period. Bank
should try to increase it.

* The deposit of the bank can be increased by langchew saving products

and opening branches in semi-urban and rural areas.

The bank should maintain optimum liquidity positido meet the short term
obligations. It should reduce investment in miso®lous current assets and increase

the loan and advances for increasing profitability.

It should reduce non-performing loan. The profiipiis lowest in NCC Bank
Limited among the selected bank. So, it should taarhigher profitability. It can use
long term debt in capital structure. It should lelumew products and open branches to

increase deposits.
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APPENDI X-I

Calculation of Correlation Coefficient
Correation Between Cash and Bank Balance and Current Liabilities of EBL

In Million Rs

Fiscal Cash & Bank Balance | Current Liabilities

Year (X) Y) X? Y? XY
2007/2008 1553| 10454 2411809 10928611 16235062
2008/2009 2,391 14304 5716881 204604416 34200864
2009/2010 3,013| 18482 7118224 341584324 49309976
2010/2011 6,164 | 27363 37994896 748733769 168665532
2011/2012 7,819| 27883 61136761 777461689 218017177
N=15 20,595| 98486 11437857 2181670314 486428611

NXXYy—2X2Y

r:
JnZx? = (Zx)2 ynZx? - (Ty)?

5x486428611—-20595x.98486

r=
/5x114378571—(20595)2,/5x2181670314—(98486)>2

403823885

 1215¢786%x 3476£.6550¢

= 0.955557

For the calculation of Probable error (PEr);

1-r?

7n

1- (0.95555%

PEr=0.674%

=0.6745%¢

NG

0.08691
2.23¢

=0.674%

= 0.026216



APPENDI X-I1

Calculation of Correlation Coefficient between cash and bank balance and current

liabilities of NCC
Year Cash and | Current X? v Xy
Bank Liabilities(y)
Balance (x)
2007/2008 784 4814 614656 23174596 3774176
2008/2009 758 4810 574564 23136100 3645980
2009/2010 1478 7048 2184484 496745304 10416944
2010/2011 1187 8346 1408969 69655716 9906702
2011/2012 2196 9336 4822416 8716.896) 20501856
N=5 6403 34,354 9605089 252801612 48245658
= NYXy—2X.2y
INZX2 = (Zx)? x[NXy? - (2 y)*
_ 5x48245658- 6403x 34354
5% 9605089~ (64037 /5% 252801612 (34354°
241228290- 219968662
_ \/48025445- 40998409/1264008066-1180197316
_ 21259628
72650855711 9154.82080
=0.876061
For the calculation of Probable error (PEr)
)
PEr=0.6745 1"
Jn
2
_ 0.6745087603]

NG

=0.07016



APPENDI X-I11

Correlation Between L oan and advances and net profit of EBL

In Millions Rs
Fiscal Loan and advances
Year Net Profit (X) | (Y) X? Y? XY
2007/2008 168 9801 28224 96059601 1646568
2008/2009 296 13664 87616 186704896 4044544
2009/2010 451 18339 203401| 336318921 8270889
2010/2011 639 23885 408321| 570493225 15262515
2011/2012 832 27557 692224| 759388249 22927424
N=5 2386 93,246 1419786| 1948964897 5215940

nYxy—Yx.yy

r =
JINZxZ-(x)2,/NTy2-(Ty)?

5x52151940-2386%93246

 [5X1419786—-(2386)%,/5x1948964892—(93246) 2

260759700—222484956

B v7098930—5692996 V9744824460—8694816516

38274744

~ 118E.72087¢x 3240:.8260;

=0.996170

For the calculation of Probable error (PEr);

1-r?

n

1- (0.996170°

PEr=0.674%

=0.674%5

= 0.674%

75

1-0.9923546

2.23¢€

=0.00231



APPENDI X-1V

Calculation of Coefficient of Correlation between Net Profit and L oan and

Advance of NCC Bank Limited

Rsin Million

Year Net Loanand |x° N Xy

Profit(x) Advance (y)
2007/2008 | ®70) 4664 324900 21752896 (2658480
2008/2009 | (116) 3783 13456 181063936 | (438828)
2009/2010 | 499 4572 249001 20903184 2281428
2010/2011 | 415 7045 172225 49632025 2923675
20112012 | 424 8095 179776 65529025 3432280
N=5 652 28159 939358 338881066| 5540075

NYXy—2X.2y
r=
INEXE-(Ex7 xINZY? - (2 )?
5x5540075-652x 28159

J5%x939358¢ (652)2 x /5% 338881066 (28159

27700375-18359668

_ J4685410- 425104/1694405336 792929281

9340707

~ 2066:805748<3002459074

=0.150523

For the calculation of Probable error (PEr)

PEr = 0.6745x

=0.6745

1-r?

n

A1-(0.150523°

=0.29482

75




APPENDI X-V

Calculation of Net Working Capital

In Millions Rs.

Everest Bank Ltd.

NCC Bank Limited

CA CL Net
Net . Working
working _

Y ear C.A. CL. capital Capital
2007/2008 14999 10484 | 4545 6019 | 4812 1207
2008/2009 | 20033 14304| 5729 |°938 | 4810 | 728
2009/2010 | 25133 18482| 6651 | /821 | 7048 | 773
2010/2011 | 34124 27363 6761 | 9748 | 8346 | 1402
2011/2012 | 38922 27883 | 11039 | 12090 | 9336 | 2754
N=5 133211 | 98486 | 34725 41216] 34352 6864




APPENDI X-VI

Calculation of Correlation Coefficient between Net Profit and Net Working
Capital of EBL

RsIn Million
Year Net Profit | Net X° N Xy
(x) Working
Capital (y)
2007/2008 168 4545 28224 20,657,025 763,560
2008/2009 296 5729 87616 32,821,441 1,695,784
2009/2010 451 6651 203401 44 235,801 2,999,601
2010/2011 | 839 6761 408,321 | 45711,121 | 4,320,279
2011/2012 832 11039 692,224 121,859,521 0,184,448
N=5 2386 34725 1,419,786 265,284,909 18,963,6[72
nNXXy-Xx.2y

T INZXE - (2%)2 x4 [Ny - (2 )’

5x18963672- 2386x 34725

J5%1419786- (2386) /5% 265284909- (34725?

=0.918841

For the calculation of Probable error (PEr)

PEr = 0.6745x

=0.6745

1-r2

Jn

1-(0.91884)°

=0.04698

75



APPENDI X-VII

Correlation Between Net Profit and Net Working Capital of NCC Bank Limited

RsIn Million
Year Net Profit | Net y Xy
(x) Working
Capital (y)
2007/2008 (570) 1207 324900 1456849  (687.990)
2008/2009 (116) 728 13456 529984 184448
2010/2011 415 1402 172225 1965604 581830
2011/2012 424 2754 179776 7584516 1167696
N=5 652 6864 939358 12134482 1362815
NYXy—2X.2y
r=
INIX =237 xNZy* ~(Zy)’
5x1362815- 652x 6864

J5%x939358- (652) |/5x12134482- (6864>

2338747
_4696790- 425104 \/60672410- 47114496

_ 2338747
206€.80574¢x 3682.10727"

=0.307317

For The Calculaton of Probable Error (PEr)

1-r?

n

_ 2
_o.6745,4™ (0307317
J5

PEr = 0.6745x

=0.27317



