A Comparative Study of Capital Structure Management of Nabil Bank Ltd. and 
Siddhartha Bank Ltd.

Submitted by

Bhupendra Singh Dhami 
Central Department of Management 

Campus Roll No.: 64/065
Symbol No.: 280204
T.U. Reg. No.: 7-2-329-307-2005
Submitted to

Office of the Dean

Faculty of Management

Tribhuvan University 

Kirtipur, Kathmandu

In partial fulfillment of the requirement for the degree of

Master of Business Studies

Kathmandu, Nepal

May, 2013
Recommendation

This is to certify that the thesis

Submitted by:

Bhupendra Singh Dhami 
Entitled

A Comparative Study of Capital Structure Management of Nabil Bank Ltd. and                Siddhartha Bank Ltd.

has been prepared as approved by this Department in the prescribed format of Faculty of Management. This thesis is forwarded for examination.

  -------------------------------
   
  -----------------------------
          ------------------------

Asso.Prof. Bishnu Hari Koirala   Prof. Dr. Bal Krishna Shrestha     Prof. Dr. Bal Krishna Shrestha
             Supervisor                         Chairperson, Research Committee          Head of the Department 

Date: ……………..……



Viva-Voce Sheet

We have conducted the viva-voce examination of the thesis presented by

Bhupendra Singh Dhami 
Entitled

A Comparative Study of Capital Structure Management of Nabil Bank Ltd. and Siddhartha Bank Ltd.

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

Viva-Voce Committee

Chairperson, Research Committee 
-------------------------

Member (Thesis Supervisor) 
--------------------------

Member (External Expert)
--------------------------

Member (Central Department of Management)
--------------------------

Date:  ---------------------

Declaration
I hereby, declare that the work reported in this thesis entitled “A Comparative Study of Capital Structure Management of Nabil Bank Ltd. and Siddhartha Bank Ltd.” submitted to Central Department of Management, University Campus, T.U., Kirtipur is my original piece of work done in the form of partial fulfillment of the requirement for the Master’s Degree in Business studies under the supervision and guidance of Bishnu Hari Koirala, Associate Professor, Central Department of Management. 

..................................

Bhupendra Singh Dhami 
Roll No.: 64/065
Central Department of Management



Acknowledgements
This study is carried out entitled “A Comparative Study of Capital Structure Management of Nabil Bank Ltd. and Siddhartha Bank Ltd.” During the course of my study, I found myself fortunate enough to receive a good deal to help and inspiration from various persons and institution. So I would like to express my sincere thanks to all of them.

First of all, I would like to extend my gratitude to my thesis supervisor Bishnu Hari Koirala, Associate Professor, Central Department of Management, T.U., for his valuable guidance and supervision to my study.

Similarly, I am equally thankful to Prof. Dr. Bal Krishna Shrestha, Head of Central Department of Management, T.U. I am also thankful to Mr. Mukunda Rimal and other Staffs of Central Department of Management for their help and support during my research period. 

I am heartly thankful to all the staffs of concerned banks who have provided me with various suggestion and responses to complete the research study. 
Bhupendra Singh Dhami 
May, 2013 


Table of Contents

Page No.

Recommendation
i

Viva-Voce Sheet
ii

Declaration
iii

Acknowledgements
iv

Table of Contents
v

List of Tables
viii

List of Figures
ix

Abbreviations
x
CHAPTER-I: INTRODUCTION
1

11.1 Background of the Study


51.2 Statement of the Problem


61.3 Objective of the Study


61.4 Significance of the Study


71.5 Limitations of the Study


81.6 Organization of the Study


CHAPTER – II: REVIEW OF LITERATURE
9
92.1 Theoretical Review


92.1.1 Concept of Capital Structure


162.1.1.1 Assumptions of Theories of Capital Structure


172.1.1.2 Theories of Capital Structure


302.1.1.3 Determinants of Capital Structure Decision


352.1.1.4 Optimum Capital Structure


352.1.1.5 Capital Structure Decision


362.1.1.6 Important Tools of Capital Structure


382.2 Review of Related Studies


402.3 Review of Thesis


462.4 Research Gap


CHAPTER-III: RESEARCH METHODOLOGY
47
473.1 Research Design


473.2 Population and Sample


483.3 Nature and Type of Data


483.3.1 Sources of Data


483.3.2 Data Gathering Procedure


493.3.3 Data Processing Procedure


493.4 Techniques of Analysis


503.5 Tools of Analysis


503.5.1 Accounting Tools


503.5.2 Statistical Tools


513.5.2.1 Expected Rate of Return or Average Rate of Return


513.5.2.2 Standard Deviation


523.5.2.3. Coefficient of Variation


523.5.2.4. Karl Pearson’s Correlation Coefficient


533.5.2.5. Coefficient of Determination


CHAPTER - IV: DATA PRESENTATION AND ANALYSIS
54
544.1 Capital Structure Analysis


544.1.1 Fixed Deposit Analysis


564.1.2 Analysis of Shareholders Equity


574.1.3 Fixed Deposit & Net Worth of NABIL & SBL


584.1.4 Fixed Deposit to Total Debt Ratio


594.1.5 Analysis of Financial Mix of the Banks


594.1.5.1 Debt to Equity Ratio (DER)


644.1.5.2 Debt to Total Capital Ratio (D/CR)


674.1.6 Analysis of Capital Adequacy of the Banks


714.1.7 Analysis of Debt Capacity of the Banks


734.1.8 Capital Structure Position of the Banks


744.1.9 Overall Capitalization Rate (Ko)


754.2 Return on Capital Employed (ROCE)


774.3 Return on Equity (ROE)


784.4 Statistical Analysis


794.4.1 Correlation Coefficient Analysis


794.4.1.1 Correlation Coefficient between EBIT & Interest Payment


804.4.1.2 Correlation Coefficient between Return & Debt Capital


824.4.1.3 Coefficient of Correlation between Debt Equity Ratio (DER) & Return on Equity (ROE)


834.4.1.4 Coefficient of Correlation between Overall Capitalization Rate (Ko) & Debt Equity Ratio (DER)


844.5 Major Findings of the Study


CHAPTER - V: SUMMARY, CONCLUSIONS AND RECOMMENDATIONS
88
885.1 Summary


905.2 Conclusions


915.3 Recommendations


93BIBLIOGRAPHY



Appendices



List of Tables
                                                                                                     Page No.

54Table 4.1: 

 HYPERLINK \l "_Toc16960368" 
Fixed Deposit Position and  Index


56Table 4.2: 

 HYPERLINK \l "_Toc16960370" 
Shareholders Equity Position & Index Table of NABIL & SBL


57Table 4.3: 

 HYPERLINK \l "_Toc16960372" 
Fixed Deposit & Net Worth of NABIL & SBL


58Table 4.4: 

 HYPERLINK \l "_Toc16960374" 
Fixed Deposit & Total Debt of NABIL & SBL


58Table 4.5: 

 HYPERLINK \l "_Toc16960376" 
Fixed Deposit to Total Debt Ratio of NABIL & SBL (in %)


60Table 4.6: 

 HYPERLINK \l "_Toc16960378" 
Fixed Deposit & Net Worth of NABIL & SBL


60Table 4.7: 

 HYPERLINK \l "_Toc16960380" 
Fixed Deposit to Net Worth Ratio of NABIL & SBL (in %)


62Table 4.8: 

 HYPERLINK \l "_Toc16960382" 
Total Debt & Net Worth of NABIL & SBL


63Table 4.9: 

 HYPERLINK \l "_Toc16960384" 
Total Debt to Net Worth Ratio of NABIL & SBL (in %)


64Table 4.10: 

 HYPERLINK \l "_Toc16960386" 
Fixed Deposit & Capital Employed of NABIL & SBL


65Table 4.11: 

 HYPERLINK \l "_Toc16960388" 
Fixed Deposit to Capital Employed Ratio of NABIL & SBL (in %)


65Table 4.12: 

 HYPERLINK \l "_Toc16960390" 
Total Debt & Total Assets of NABIL & SBL


66Table 4.13: 

 HYPERLINK \l "_Toc16960392" 
Total Debt to Total Assets Ratio of NABIL & SBL (in %)


67Table 4.14: 

 HYPERLINK \l "_Toc16960394" 
Capital Adequacy Ratio (in %) Core Capital


68Table 4.15: 

 HYPERLINK \l "_Toc16960396" 
Capital Adequacy Ratio (in %) Supplementary Capital


69Table 4.16: 

 HYPERLINK \l "_Toc16960398" 
Capital Adequacy Ratio (in %) Total Capital Fund


71Table 4.17: 

 HYPERLINK \l "_Toc16960400" 
EBIT and Interest Charges of NABIL & SBL


72Table 4.18: 

 HYPERLINK \l "_Toc16960402" 
Interest Coverage Ratio of NABIL & SBL (in times)


73Table 4.19: 

 HYPERLINK \l "_Toc16960404" 
Capital Structure Mix of NABIL


73Table: 4.20: 

 HYPERLINK \l "_Toc16960406" 
Capital Structure Mix of SBL


74Table 4.21: 

 HYPERLINK \l "_Toc16960408" 
EBIT and Value of the Firm of NABIL & SBL


75Table 4.22: 

 HYPERLINK \l "_Toc16960410" 
Overall Capitalization Rate of NABIL and SBL (in %)


76Table 4.23: 

 HYPERLINK \l "_Toc16960412" 
Net Income and Value of the Firm of NABIL & SBL


76Table 4.24: 

 HYPERLINK \l "_Toc16960414" 
Return on Capital Employed (in %)


77Table 4.25: 

 HYPERLINK \l "_Toc16960416" 
Net Income and Net Worth of NABIL & SBL


78Table 4.26: 

 HYPERLINK \l "_Toc16960418" 
Return on Equity (in %)


79Table 4.27: 

 HYPERLINK \l "_Toc16960420" 
Correlation Coefficient between EBIT & Interest Payment


81Table 4.28: 

 HYPERLINK \l "_Toc16960422" 
Correlation Coefficient between Return & Debt capital


82Table 4.29: 

 HYPERLINK \l "_Toc16960424" 
Correlation Coefficient between Debt equity Ratio (DER) & Return on Equity (ROE)


84Table 4.30: 

 HYPERLINK \l "_Toc16960426" 
Correlation Coefficient between Overall Capitalization Rate (Ko) & Debt Equity Ratio




List of Figures

Page No.

19Figure 2.1: 

 HYPERLINK \l "_Toc16960458" 
The effect of Leverage on Cost of Capital & Total Market Value under NI Approach


21Figure 2.2: 

 HYPERLINK \l "_Toc16960460" 
The effect of Leverage on Cost of Capital & Total Market Value


23Figure 2.3: 

 HYPERLINK \l "_Toc16960462" 
Relationship between Cost of Capital & Leverage


29Figure 2.4: 

 HYPERLINK \l "_Toc16960464" 
Relationship between Costs of Capital & Leverage


55Figure 4.1: 

 HYPERLINK \l "_Toc16960466" 
Comparative Bar Diagram of Fixed Deposits


57Figure 4.2: 

 HYPERLINK \l "_Toc16960468" 
Comparative Bar Diagram of Net Worth


62Figure 4.3: 

 HYPERLINK \l "_Toc16960470" 
Line Diagram of Fixed Deposit to Net Worth


68Figure 4.4: 

 HYPERLINK \l "_Toc16960472" 
Line Diagram of Capital Adequacy Ratio (Core Capital)


69Figure 4.5: 

 HYPERLINK \l "_Toc16960474" 
Line Diagram of Capital Adequacy Ratio (Supplementary Capital)


70Figure 4.6: 

 HYPERLINK \l "_Toc16960476" 
Line Diagram of Capital Adequacy Ratio (Total Capital Fund)





ABBREVIATIONS
ABBS 
: 
Anywhere Branch Banking System

AGM 

: 
Annual General Meeting

ATM 

: 
Automated Teller Machines

CV 

: 
Coefficient of Variation

CAR 

: 
Capital Adequacy Ratio

CE 

: 
Capital employed

DER 

: 
Debt Equity Ratio

DFL 

: 
Degree of Financial Leverage

DOL 

: 
Degree of operating Leverage

EBL 

: 
Everest Bank Limited

EBT 

: 
Earning Before Tax

EPS 

: 
Earning per Share

FD 

: 
Fixed Deposit

FY 

: 
Fiscal Year

JVBs 

: 
Joint Venture Banks

NEPSE 
: 
Nepal Stock Exchange 

NGO 

: 
Non-Government Organization

NIBL 

: 
Nepal Investment Bank Limited

NIDC 

: 
Nepal Industrial Development Corporation

NOI 

: 
Net Operating Income

NPA 

: 
Non-Performing assets

NTC 

: 
Nepal Telecom

NW 

: 
Net Worth

PE 

: 
Probable Error 

ROA 

: 
Return on Assets

ROE 

: 
Return on Equity

SD 

: 
Standard Deviation

TD 

: 
Total Debt
i





ii





iii





iv





v





viii





vii





vi





x





ix








iii

