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CHAPTER-1

INTRODUCTION

1.1 Introduction of the Study

The bank is financial institution established by law, which deals with money and credit is called
bank. In other words, it is an institution which deals with money and receiving money on
deposits from customers, honoring customer’s drawings such deposits and demand, collecting
cheques from customer and lending or investing surplus deposit until they are required for
repayment. In common sense, bank is a financial intermediary accepting deposits and loans
offers the widest menu of services of any financial institution. There is several definition of bank
by different authors. Some of them are as follow:

According to Oxford Dictionary “A bank is an establishment for the custody of money received
from or on its customers, its essential duty is to pay their draft on it, and its profit arises from its
use of money left unemployed by them”.

According to Dr.Hard “A person or company carrying on the business of receiving money and
collecting draft, for customers subject to the obligation of honoring cheques upon them from
time to time by the customers to the extent of the amounts available on their current accounts.”
As per Kent “Bank is an organization whose principle operation is concerned with accumulation
for the temporarily idle with money of the general public for the purpose of advancing to other
expenditure.”

So, the bank is financial establishment for monetary transaction. A bank simply carries out the
work of exchanging money, providing loan, accepting deposits and transferring the money.

Generally an institution established by law and involved in monetary transaction is called bank.

History of Bank

The term “bank” was originated from the Latin word “BACUS”, and the Italian word
“BANCO”, the German word “BACK” and French word “BANKE”. Regarding the origin and
banking institution in the world, the first bank was established in 1157 A.D as the “Bank of

Venice” in Venice, Italy. Then after “Bank of Barcelona”, “Bank of Geneva” and “Bank of
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England” were established in 1401, 1402 and 1694 A.D. respectively. According to Geoffrey
Crowther in the development of banking, “the present day banker has three ancestor of
particular note. One of them is the Merchant and the other is goldsmith and the money lender.
Lending and borrowing are almost old as money itself.” Only in nineteenth century, the modern
joint stock commercial banks of banking system developed and spread.

In the context of Nepal, the financial system has no far away history in Nepal. It was started
during the period of Rana Regime of Rana Prime Minister Ranodip Singh. “Tejarath Adda” was
established in 1993 B.S. it’s also known as father of today’s modern banking institution in
Nepal. Tejarath did not collect deposit, but gave loan to employees and public against bullion. It
rendered good services to the government servant and general public by providing loan at
cheaper rate and mobilizing scattered resources from people. There were no any official units
for such types of services before the establishment of “Tejarath Adda.” People had to depend on
the local goldsmith and money lenders who used to charge high interest rate against the
collateral of gold, silver, land, houses etc.

Nepal Bank Limited was established in 1994 B.S. is considered as modern bank in Nepal who
had a major responsibility to attract people and expand banking system. Nepal Rastra Bank was
established in 2013 B.S. by government to manage financial system in proper way all over the
country. Since, then Nepal Rastra Bank being central bank under Act, 2012 B.S. has been
functioning as government’s bank and has been contribution to the growth of financial sector.
Government setup Rastra Banijya Bank in 2022 B.S. as a fully government owned commercial
bank.

The history of banking in Nepal may be described as a component of gradual and orderly
evolution in the financial and economic sphere of the Nepalese life. Bank plays a vital role in the
economic development of country especially with developing financial system. Even now the
financial system is still in the evolutionary phase.

The growth of banking in Nepal is not so long in comparison with other developed or
developing countries. Nepal had to wait for a long time to come to the present banking system.
The development of any country cannot be imagined without economic activities. The
development of banking system is one of the grounds for economic development. So we should
take a bank as strong means for the economic development. The development of a bank is

interwoven with the development of a person, a society and a nation.
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Banks are financial services firm performing many other roles in the economy. Their success or
failure hinges on their ability to identify the financial services on the public demand produce
those services efficiently and sell them at competitive price. A single bank cannot fulfill the
customer demand. So there are different types of bank such as Commercial bank, Central bank,
Development bank, Export and Import bank, Cooperative bank, Merchant bank etc. Here, this
study is basically focused on Nabil Bank Limited, which is one of the commercial bank in

Nepal.

Concept of Commercial Bank

A commercial bank is a financial intermediary which collects credit from lenders in the form of
deposits and lends in the form of loans. A commercial bank holds deposits for individual and
business in the form of checking and saving accounts.

It is a profit earning organization/institution whose major functions are accepted of deposits,
forwarding of loans, money exchange and transfer. Rastriya Banijya Bank is the largest
commercial bank which was established in 1966 A.D.

After the restoration of democracy in Nepal, the government adopted the liberalized and market
oriented economic policies, which created conductive environment for the development of
banking sector. Commercial bank investing the saving’s in the productive areas. They help in
the formation of capital and also perform an extremely important function of credit creation
which helps them in earning profits. They provide short-term loans, medium-term and long-term
loans to trade and industry. “Commercial bank refers to such type of bank which deals in money
exchange, accepting deposits, advancing loans and other commercial transaction except some
special function done by other specified banks such as cooperative bank, agriculture bank and
industrial bank. (Nepal Commercial Bank, Act 2031 B.S.)Commercial banks plays significant
role to change and develop the economy. Their operation stabilizes the economy.

In the developing countries like the propensity to save is quite low. This hinders the capital
formation and which is a major cause of poor economic condition of the developing countries.
That’s why the basic problem of the developing countries is raising the level of saving.
Nowadays in Nepal several bank such as Development Bank, Joint Venture Bank, Commercial
Bank, Agriculture Bank, Co-operative Bank and so on are coming into existence in quite a few

number with the purpose to collect the scattered saving and put them into productive channels.
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So that the saving will be safety and properly utilized for the all around development of the
country. So lastly, commercial banks are banking institution that are geared more toward the
lending of money to customer, rather than focusing on generating or raising money. A
commercial bank accepts deposits to personal and corporate account, and than uses the
combined strength of the deposit to finance loans for individuals and business. This is in

contrast to an investment bank which focuses on generated revenue through investments.

Presently there are 31 Commercial Banks in Nepal
List of Licensed Commercial Banks

y Commercial Banks Established | Head Office
Nepal Bank Limited 1937 A.D. | Kathmandu
Rastriya Banijya Bank Limited 1966 A.D. | Kathmandu
Agricultural Deveploment Bank Limited 1968 A.D. | Kathmandu
Nabil Bank Limited 1984 A.D. | Kathmandu
Nepal Investment Bank Limited 1986 A.D. | Kathmandu
Standard Chartered Bank Limited 1987 A.D. | Kathmandu
Himalayan Bank Limited 1993 A.D. | Kathmandu
Nepal SBI Bank Limited 1993 A.D. | Kathmandu
Nepal Bangladesh Bank Limited 1994 A.D. | Kathmandu
Everest Bank Limited 1994 A.D. | Kathmandu
Bank of Kathmandu Limited 1995 A.D. | Kathmandu
NCC Bank Limited 1996 A.D. | Rupandehi
Lumbini Bank Limited 1998 A.D. | Narayangadh
NIC Bank Limited 1998 A.D. | Biratnagar
Machhapuchhre Bank Limited 2000 A.D. | Pokhara
Kumari Bank Limited 2001 A.D. | Kathmandu
Laxmi Bank Limited 2002 A.D. | Birjung
Siddhartha Bank Limited 2002 A.D. | Kathmandu
Global Bank Limited 2007 A.D. | Birjung
Citizen Bank International Limited 2007 A.D. | Kathmandu
Prime Commercial Bank Limited 2007 A.D. | Kathmandu

14



Sunrise Bank Limited 2007 A.D. | Kathmandu
Bank of Asia Nepal Limited 2007 A.D. | Kathmandu
Development Credit Bank Limited 2008 A.D. | Kathmandu
NMB Bank Limited 2008 A.D. | Kathmandu
Kist Bank Limited 2009 A.D. | Kathmandu
Janata Bank Nepal imited 2010 A.D. | Kathmandu
Mega Bank Nepal Limited 2010 A.D. | Kathmandu
Commerz and Trust Bank Nepal Limited 2010 A.D. | Kathmandu
Civil Bank Limited 2010 A.D. | Kathmandu
Century Commercial Bank Limited 2011 A.D. | Kathmandu

Source: www.nrb.org.np

Profile of Nabil Bank Limited

Nabil Bank Limited is one of the commercial bank of Nepal. The bank, founded in 1984 has
branches all across the nation with its head office in Kathmandu. Nabil Bank Limited is the first
joint venture bank of Nepal started operation in 12" of July 1984. The main aim of Nabil Bank
of Nepal was to extend the service of international standard modern banking services to various
sectors of the society. Nabil Bank is provides a range of commercial banking services through
its 44 point of representation across the country and over 170 correspondent banks across the
globe. It has the largest no of staffs among private commercial banks in Nepal. Most of the
branches are at the Kathmandu. Nabil Bank is highly successful to create banking habits among
the Nepalese people.

The length of time the bank has gone through various experiences and of course through phases
of different socioeconomic and political scenarios. Not that the bank had all time smooth goings
unhindered. Today it stands firmly as a seasoned organization.

The banks business philosophy is “your bank at your service.” and “Bank of 1* choice” Nabil as
a pioneer in introduction many innovative products and marketing concepts in the domestic
banking sector, represents a milestone in the banking history of Nepal as it started an era of
modern banking with customer satisfaction measured as a focal objective while doing business.
Operation of the bank including day to day and risk management are managed by highly
qualified and experienced management team. Bank is fully equipped with modern technology

which includes ATMs, credit card, state of art, world-renowned software from Infosys
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technologies system, Banglore, India. Internet banking system and tele-banking system. Nabil
bank’s product and services: loan, trade finance, deposit, remittances, cards and ATMs E-

banking, clean bills, others.

Nabil Bank Limited

Type Public (Nepse, Nabil)

Founded Kathmandu, Nepal, 1984

Headquarter Kamaladi, Kathmandu, Nepal

Key people Satyendra Pyara Shrestha(Chairman)
Amrit Charan Shrestha (CEO)

Industry Banking

Products Banks

Website www.nabilbank.com

Present Capital Structure of Nabil Bank:
Total Qualifying Capital:

Authorized Capital

Care capital 3667854525
Supplementary capital 722374082
Total capital 4390228607

The banks paid capital has increased by 48.33million during the year after the distribution of

50% bonus share.

Paid up capital as at 15.07(2010) 965747000
Proposed bonus share 482873500
Paid up capital including bonus share 1448620500
15.07(2010)

Addition issue for fraction share 503500
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Paid up capital as at 16.07 (2011) 1449124000

Notes:

No one of the promoters has borrowed money by pledging banks shares. One of the promoters
NIDC holding 6.15% share of bank. Disposed 3.85% share in financial year 2009/10 to the
general public through auction. These shares can be freely treated in NEPSE.

When the Nabil bank established in 1984 under the company act 1964 its equity configuration,
showed that Dubai Bank Ltd. owned 50% equity partner which was transferred to Emirates
Bank International Ltd. Later on, Emirates Bank International Ltd. Dubai sold its entire 50%
holding to NB Bank Ltd, Bangladesh. So the current configuration is given as follow:

NB Bank Ltd. Bangladesh 50%

Nepal Industrial Development Corporation (NIDC)  6.15%

Rastriya Beema Sansthan 9.67%
Nepal Stock Exchange (Nepse) 4.18%
Nepalese Public 30%

Mission of Nabil Bank:
- To be the bank of 1% choice to all the stock holders.

- To be the first choice in meeting the entire financial requirement for the customers.

- To be the investment of choice for the shareholder.

- Practice total quality management and embrace good governance and the example of
model bank for the regulators.

Vision:

- A full service bank providing on entire range of products/starting with deposit, visa and
master cards.

- Customer satisfaction is the 1% priority of bank.

- Employees are treated with respect, good faith and provided equal opportunity.

- The bank is transparent in their dealing and conduct.

Value:

Customer oriented.
Result oriented
Innovative
Synergistic
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- Professional
Focus of the Study:
Working capital management is a crucial aspect of financial management of an organization. It
plays a vital role in every business organization, whether they are trading or manufacturing
concerns. It is the life blood and controlling nerve for any type of business because without the
proper control upon it no business organization can run smoothly. The management of current
liabilities of the business organization is necessary for day to day operations. Thus it plays the
key role in the success failure of an organization. So, proper working capital management or
financial decision making is more important in banking transaction for its efficiency and
profitability.
Generally, we divide financial management decisions into the management of assets
(investment) and liabilities (source of financing) in the long term and short term. Short term
financial management is known as working capital management. It deals with management of
current assets and current liabilities of a firm. As we know that a firm’s value cannot be
maximized in the long run unless it survives in the short run. Firms fail most often because they
are unable to meet their working capital needs. Consequently, sound working capital
management is a requisite for firm’s survival working capital deals with the matrix of current
assets and current liabilities. The conversion process of current assets that include cash,
inventory and account receivable and so on most be quick as possible to get readily available
cash within one year to meet current obligation. In a like manner, the current liabilities
comprising sundry creditor, account payable, short term bank loan, outstanding expenses etc.
must be paid within one year as they become due.
The working capital management of a bank is different from other type of business enterprise. A
bank plays a significant role to fulfill the requirement of working capital of any other type of
business enterprises. It requires efficient management, investment in working capital of other
business enterprises is a part of current assets of a bank’s working capital and we can consider
deposit and short term borrowing as a part of current liabilities. So, this study is a reference

regarding the working capital management or position of bank.

The management of working capital plays a vital role for existing of any banks successfully

while studies it is the centers the routine day to day administration of current assets and current
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liabilities. Therefore working capital management is very important of banks or other public
enterprises. Such as:
) Public enterprises must need to determined the adequacy of investment in current
assets and otherwise it could seriously erode their liquidity base.
i) They are required to ascertain the turnover of current assets, which determine
profitability of the concerns.
iii)  They must select the type of current assets, suitable for investment so as to raise their
operational efficiency.
iv)  They must find out the appropriate source of funds of finance (Current assets).
So, working capital management is to support the long term operation and financial goals of the
bank. It affects the organization relationship between risk and return. Working capital is one of
the important factors which needed to smoothly move to bank or other organization. It can be
evaluated by how to run the banking sector. The present study will try to analyze and examine
the liquidity, profitability, debt management with financial performance in these banks. Without
proper working capital management of any business cannot run in right way and they cannot
achieve objectives and goals.
1.2. Statement of the problems
Working capital which is compared as lifeblood of the human beings for any organization. Most
of the Nepalese organizations are still facing the problem of working capital management due to
the unprofessional human resources. It has various factors affecting the decision managers still
focus their attention on the procurement aspect of working capital but not on the efficient
utilization of funds defined in terms of working capital. The management of working capital is
synonymous to the management of short liquidity. It has been regarded as one of the
conditioning factor in the decision-making issues. It is no doubt, very difficult to point out as to
how much working capital is needed by a particular business organization. An organization,
which is not willing to take financial risk, can go for more short term liquidity. The more of
short term liquidity means more of current assets and less of current liabilities. So it is very
essential to analyze and find out problem and its solution to make efficient use of funds for
minimizing the risk of loss to attain profit objective.
The working capital management not only attacks profitability position in the short run but it

also effect the survival in the long run of the organization. So every firm must maintained the
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sound working capital component for the effective and efficient for utilization of funds in
business organization.
Nepalese bank or enterprises are not so satisfactory their financial composition of performance
is very poor. Most of organizations were operating in losses and such conditions discourage the
new investment due to established enterprises financial position. The poor performance of banks
atmosphere affects various reason in the internal, external and financial environment. Such
problems should be investigated and removed from the organization is the most important to
corrective measurement for the improvement of their performance without effective and
efficient financial management the firm is not reach of this target point.In the light of very facts
commercials banks are backbone of the country.
Nabil bank is one of the leading joint venture banks in Nepalese economy providing, wide
variety of services. But in today’s Nepalese context, banking system is in the excessive liquidity.
Banks are flooded with money and there is no place for investment. So being the leading banks
of Nepalese economy lot of question occurs that are related with working capital position of this
bank.
Nepalese Banks or Other Organization Face the various problems to manage the working capital
due to the none-incoming sectors of non productive sectors.

a. How are the sources of funds created and mobilized?

b. What is the comparative (year-wise) working capital position of Nabil bank?

c. Isthe composition of the working capital of Nabil bank limited appropriate?

d. What is the lending pattern of loan and advances another investment will be profitable?

e. How to build the image of bank through working capital management?
Then, opportunities and threats are closely related matter. So, banking sectors also face these
types of matters in present situation. Unstable political environment, lack of reliable and stable
policy and depreciation of risk bear capacity of people are the main problem of banking sectors
at the present situation. By entering the numbers of banks
for limited economic sectors is also the barrier of banking sector. Besides them the lack of
expensive technology, proper manpower and sufficient capital are current problems of banking

sectors.
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So, this study “working capital management of Nabil bank limited” is essential to analyze the
working capital position of the bank to outlet new ideas, provide source of livelihood to
professionals of all sectors from management team, customer or policy maker.
1.3 Objective of the study
The basic objectives of the present study are to highlight the working capital management and
its effectiveness in Nepalese banks especially the main objective is to examine the management
or position of working capital of Nabil bank.
a. To examine the impact of working capital on liquidity and profitability.
b. To analyze the liquidity, assets utilization, long term solvency and profitability position
of the bank.
c. Toexamine the financial position of Nabil bank.
d. To analyze the creation and mobilization of fund in Nabil bank.
1.4 Need of the study
Certainly there is an important of any research work to various fields. This story is a conclusion-
oriented study. The study of working capital management helps not only to the professional in
the industry to have better understanding on the impact of working capital in these firm but also
academicians and the researchers who study in these areas. Moreover, it will be more beneficial
to further researcher, university’s students, financial manager lenders and borrowers,
management, policy makers, general interested public and also to Nepal government for making
different plans and policies. The study will be helpful to go deep into the matters of working
capital management of this bank.
It has multidimensional significance, which can be divided into four boarder headings:
a. Its significance to the shareholders:
The study will be helpful to aware the shareholders regarding the working capital
management i.e. liquidity and profitability of these banks. The comparison will help them
to identify the productivity of their funds in each of their banks.
b. Its significance to the management:
The study will be helpful to go deep into the matters as to why the working capital

management to their bank is better (or worse) then their competitors.
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c. Its significance to the outsiders:
Among outsiders mainly the customers, financing activities, stock exchanges and stock
traders are interested in the performance of banks and the customers both (depositors and
debtors) can identify to which bank they should go. The financial agencies can
understand where their fund is more secure and stock exchange, stock brokers and stock
traders can find out the related worth of the stock of each bank.

d. Its significance to the policy makers:
Policy maker here refers to the government and Nepal Rastra Bank. The study will be

helpful to them while formulating the policy regarding the financial institution like bank.

1.5 Limitation of the Study
Limitation exist everywhere and this study is not also and expectation of it. Every study has its

own limitation, or the study simply represent the partial fulfillment of the MBS programme. The
study will be conducted within certain limitation and constraints.
. It is a study conducted within the time constraints (only 5years).
. Money and resources constraints which is weakness to the study
ii.  This study has been limited to the working capital management of bank.
Iv.  The study is based on annual report, articles and web-sites, authorized by banks which
are secondary data in nature.

1.6 Organization of the Study
This study has been divided into five chapters. They are as follows:

Chapter I: Introduction

Chapter Il: Review of Literature

Chapter Il1: Research Methodology

Chapter IV: Data Presentation and Analysis

Chapter V: Summary, Conclusion & Recommendation
Chapter one is the introduction chapter, which deals with background of the study, profile of
Nabil bank, statement of problems, objectives of the study, need of the study and limitation of
the study.
working capital management, type of working capital, working capital policy, determinants of
working capital, need of working capital, financing of working capital, review of books, review

of journals articles and review of dissertation.
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The third chapter is the research methodology which deals with research design nature and
sources of data, population and sample, period covered, data gathering, procedure and tools of
data analysis, various financial and statistical tools have been used which are discussed in details
in this third chapter.

The fourth chapter deal with the presentation and analysis of relevant data and information
though a define course of research design. This chapter is also present he result relating to
working capital management.

The last chapter is concerned with the summary of the study, various conclusions are drawn

from the study and recommendations are provide for improving the future performance.
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CHAPTER -1
REVIEW OF LITERATURE

Review of literature is the study of the past research studies and relevant materials. It is
advancement of existing knowledge and in depth study of study of subject matter. In literature
review, researcher takes hints from past dissertation framework on working capital position and
this chapter is basically concerned with review of literature relevant to the topic “working
Capital Position/Management with Special Reference to Commercial Bank™. The previous study
cannot be ignored because they provide the foundation to the present study. There must be
continuity in research. This continuity in research is ensured by linking the present study with
past research studies. This chapter highlight the literature that is available in concerned subject
as to articles review of thesis work performed previously and its provides insight into the finding
of earlier studies through the review of books, publications and previous studies related to the

working capital management.

2.1 Conceptual Review

2.1.1 Concept of Working Capital
Working capital is refers to the firm, short term current assets and current liabilities. Working

capital is defined as all short term assets used in daily operation. They consist primarily of cash,
marketable securities, account receivable and inventories. Working capital is characterized by
assets with a life span that is less than one year. Cash, marketable securities, account receivable
and inventory have a life span of less than one year. It is also characterized by its nearness to
cash or liquidity of the finished good, inventory, when sold is converted into account receivable.
Receivable on collection are transferred into cash the level of investment in working capital is
affected by sales volume, production policies and collection policies.

Working capital is a controlling nerve of center of every business organization because no
business can run smoothly without the proper control upon it. Thus, it plays the role in the
success and failure of the organization. As the management of current assets and current
liabilities of the business organization is necessary for day to day operation. It plays the key role

in the success and failure of the organization not only in the short run, in the long run also. In the
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concern of the management of working capital there have been made number of studies from

different management experts and students in various enterprises.

One of the important areas of day to day management of a firms operation is the management of

working capital. This is defined as the management of all the short term assets used in daily

operations. The proper management of a firm’s working capital is very much crucial to the

financial manager in the competitive scenario. The effective management of working capital is

the primary means of achieving the firm’s goal of adequate liquidity.

Key Chapters Concepts

Working capital management is concerned with the management of CA, CL and the
interrelationship that exists between them.

Current assets refer to those assets that can be converted into cash within one year. For
example, cash inventories, account receivable, marketable securities etc.

Current liabilities are those liabilities that are paid within a year. For example, account
payable, bills payable, bank overdraft, outstanding expenses etc.

The basic goal of working capital management is to manage the firm’s current assets and
liabilities in such a way that a satisfactory level of working capital is maintained.
Working capital policy involves decisions about the company’s current assets and current
liabilities. What they consist of how they used and how their mix affects the risk versus
return characteristics of the company.

The interaction between current assets and current liabilities is therefore, the main theme
of the theory of working capital management.

There are two concepts of working capital : Gross and Net

o The term ‘gross working capital’ also referred to as ‘working capital’.

o The term ‘net working capital’ can be defined in two ways: (a) The most
common definition of net working capital is the difference between current
assets and current liabilities. (b) Alternative definition of net working
capital is that portion of current assets which is financed with long-term

funds.

Working capital policy decisions include :
o Investment — Level of working capital.

o Financing — Proportions of short-term and long them debt.
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e Determination of the optimal level of Working capital investment involves profitability
versus risk trade — off analysis.
o Higher levels of Working capital generally reduce profitability.
o Higher levels of Working capital reduce the risk of financial difficulties.
e Determination of the optimal proportions of short and long term debt involves
profitability versus risk trade — off analysis.
o Higher proportions of short-term debt increase profitability because of
generally lower interest cost and vice versa.
o Higher proportions of short-term debt increase the risk of financial
difficulties and vice versa.
o Overall, working capital policy involves analyzing the joint impact of the
working capital investment decision and the working capital financing

decision on the firm risk and profitability.

e Alternative working capital investment policies include: aggressive, conservative and
moderate policy (Approaches).

So, every commercial bank needs various types of assets in order to carry out its function
without any interruption. They fixed and current assets. Some fixed assets have physical
existences and are required to producing good services over long period. These types of fixed
assets are called tangible fixed assets. It included land & building, plant, machinery, furniture
and so on. But some other fixed assets do not generate goods and services directly. However, it
reflects the right of the firm. It is called intangible fixed assets. It represents patents, copyrights,
trademarks and goodwill. Both fixed assets are written off over a period of time. Current assets
are those resources of the firm, which are either held in the form of case or the business. It
includes cash, marketable securities, account receivable, stock of raw material, work-in-progress
and finished goods. Among these, some assets are required to meet the need of regular
production and some for day to day expenses and short term obligations. Current liabilities are
those claims of outsiders, which are expecting to be matured within an accounting year. It

includes: creditors, bill payable and outstanding expenses.

Working capital refers to the resources of the firm that are used to conduct operations of day to

day activities that make the business smoothly and successful. Without cash bills cannot be paid,
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without receivable and payable the firm cannot allow the timing differences between delivery of
goods and services and collecting the money to pay for them, without inventories the firm
cannot engage in production and nor can it stock goods to provide immediate deliveries. As a
result of the critical nature of current assets of the management of working capital is one of the
important areas in determining whether a firm will be successful. The term working capital
refers to the current assets of the firms those items this can be converted into cash within one

year. Net working capital defined as the different between current assets and current liabilities.

Types of Working Capital

There are two types of working capital, permanent and variables working capital. These working
capitals are necessary for any organization for continuous productions and sales without any

interruption.

Permanent Working Capital:
Permanent working capital refers to that level of current assets, which is required on continuous

basics over the entire year. A manufacturing concern cannot operate regular production and
sales function in the absence of this portion of working capital. That is why a firm holds certain
amount of working capital in order to insure uninterrupted production and sales functions. It is

directly related to the firm’s expansion of operation capacity.

Variable Working Capital:

Variable working capital represents that portion of working capital which is required over
permanent working capital. If the nature of production and sales of a firm is directly related to
seasonal variation, it should stock extra raw materials, work in progress and the inventory of
finished goods. Hence, this portion of working capital depends on the nature of firm’s
production relation between labour and management. It the firm has sound management on this

portion of working capital; it can easily win over competitors.

2.1.2 Working Capital Management
The management of funds of the business can be described as financial management. Financial

management is mainly concerned with two aspects. Firstly, fixed assets and fixed liabilities. In
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other words, long term investment and sources of funds, secondly current uses and sources of
funds. Both of these types of funds play a vital role in business finance. Normally, the finance
function can be divided policy decision. But the most important decision for business
investment decision it include the long term assets management and short term assets

management. i.e. working capital

Figure —1
Working Capital Management as a Finance Function

Finance Function

A 4

A 4

Investment decision - - Y — Dividend policy decision
Financing decision

v

Short term assets
management or
working capital

\ 4
Long-term assets
management

In the word Smith, the term working management is closely related with short term financing
and it is concerned with collection and allocation of resources. Working capital management is
related problem that arise in attempting to manage the current assets, current liabilities and the
interrelationship that exist between them.

The goal of working capital management is to support the long run operation and financial goals
of the business. In effect, this involves recognizing the relationship between risk and return.
Three elements must have included in analyzing the tradeoff between risk and return when

managing working capital.
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I.  Insolvency: This condition occurs when a firm can no longer pay its bills and must
default on obligations and possibility declares bankruptcy. A firm without adequate level
of working capital may have faced this risk.

ii.  Profitability of assets: Different level of current assets will have varied effects on profits.
A high level of inventory will require high carrying cost. At the same time, the firm will
have a wide range of goods sell and may be able to generate higher sales and profit. Each
decision on the level of cash receivable and inventory should consider the effects to
different level.

iii.  Cost of financing: When interest rate are high, its costs more to carry inventory then
when rate are low, large cost is converted into operating assets.

Iv. The cost of debt and opportunity cost of alternative investments are items to consider

when evaluating working capital level.

According to I.M. Pandey, there are two concepts of working capital gross and net concept. The
gross working capital, simply called as working capital refers to the firms’ investment in current
assets. Current assets are the assets which can be converted into cash within accounting year (or
operating cycle) and include cash, short-term securities, debtors, bill receivable and stocks.

The term net working capital refers to the difference between current assets and current
liabilities. Current liabilities are those claims of outsiders, which are expected to mature for
payment within an accounting year and include creditor, bill payable and outstanding expenses.
Net working capital can be positive or negative. A positive net working capital will arise when
current assets exceed current liabilities and a negative net working capital occurs when current
liabilities are in excess of current assets. He also added that net working capital concept also
covers the question of judicious mix of long-term and short-term funds for financing current
assets. (pandey, 1991 : 796-797).

Net Working Capital = Current Assets - Current Liabilities.

By analyzing the above concept about working capital we concluded that, all the corporations,
whether public or private, manufacturing or non-manufacturing have just adequate working
capital to serve in competitive market. It is because excessive of inadequate working capital is
dangerous from the firm’s point of view. Excessive investment on working capital affects a

firm’s profitability just as idle investment, yield nothing. In the same way, in adequate
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investment on working capital affects the liquidity position of the company and leads to

financial embarrassment and failure of the company.

2.1.3 Working Capital Investment and Financing Policies

Approaches
! Y v
Aggressive policy Conservative policy Moderate policy

Aggressive Policy

Under this policy a company holds a lower level of current assets, thus it has relatively
less net working capital.

Under this policy a company may be aggressive in financing its assets using move short
term financing than average.

This policy yields a higher than expected profitability (return) and a higher risk that the

company will encounter financial difficulties.

Conservative Policy

Under this policy, the company holds a relatively large proportion of its total assets in the
form of current assets

Meaning that, the company maintains a higher level of current assets that average.

Under this policy, the company uses more long-term funds than average, to finance
current assets.

This policy results in a lower than expected profitability and a lower risk that the firm

will encounter financial difficulties.

Moderate Policy

Under this policy, the company holds a moderate level of current assets.

Under this policy, assets are financed by short term fund and long term fund equally.
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e This policy results a moderate level of expected return and risk that the firm will

encounter financial difficulties.

2.1.4 Determinants of Working Capital

The entire firm, whether public or private manufacturing of nonmanufacturing must have
adequate working capital to survive in competitive market. It should have neither too excess nor
too inadequate working capital. But there are no sets of rules or formula to determine the
working capital requirement of a firm. It is because a large number of factors that influence the
working capital requirement of a firm. A number of factors affects different firm in different
ways. Internal policies and changes in environment also affect the working capital requirement.
Generally the following factors affect the working capital requirement of the firm.

Nature and size of the organization

I

Growth and Expansion

Credit policy

o o

Production policy

o

Service policy

—h

Availability of credit

Profit margin

5 KL

Price level change

Operating efficiency

2.1.5 Superiority

No single working capital investment and financing policy is necessarily optimal for all
firms/organization. To select the working capital policy that maximizes shareholder wealth, a
financial manger should consider additional factors, including the inherent variability in sales

and cash flows and the degree of operating and financial leverage employed.

2.1.6 Importance/Needs for Working Capital

Important of working capital has increased. A firm must have working capital to operate and

survive. In many industries, working capital constitutes a relatively large percentage of total
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assets. Working capital is the lifeblood and controlling nerve center of every business
organization as without the proper control upon working capital no business organization can
operate smoothly. Therefore, it plays a crucial role in the success and failure of the organization.
The need for working capital to run the day to day business activities cannot be overemphasized.
We can hardly find a business firm which does not require any amount of working capital.
Indeed firms differ in their requirement of working capital. As we know that business firms aim
at maximizing the wealth of shareholder. In its endeavor to do, so a firm should earn sufficient
return from its operation and activities. The extent to which profit can be earned naturally
depends upon the magnitude of sales among other thing. For the constant operation of business,
every firm needs to hold the working capital component such as cash, receivable, inventory etc.
hence every firm needs working capital to meet the following motives.

Transaction Motive:

Transaction motive require a firm to hold cash and inventories to facilitate smooth production
and sales operation regularly. The cases of bank hold cash to easily provide the services to the
customers. Thus, the firm needs working capital to meet the transaction motive.

Precautionary motive:

Precautionary motive is needed to hold cash and inventory to guard against the risk of
unforeseen and unpredictable change in demand and supply forces and other factors such as
strike failure of important customers, unexpected slow down collection of account receivable,
cancellation of some other order for goods and some other unexpected emergency. Therefore,
the firm needs the working capital to meet contingencies in the future.

Speculative Motive:

It refers to the desire of a firm to exploit opportunities as opportunity of purchasing raw
materials at reduced price on immediate payment making investment on lucrative field to
speculate on interest rates, to make purchase at favorable price and the like. Hence, the firm and

the working capital to meet the speculative motive.
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2.1.7 Criticism

Working capital is generally defined in financial reports as current assets minus current
liabilities. Some refers to this measure as net working capital but if working capital is that

amount which is deducting after current liabilities, it is redundant to add the word ‘net’.

2.2Review of Journal/Articles:

This section is also important of review of working capital. From the study of this section must
latest information can be derived about related field. This part is mainly focused on the review
of journals and articles published by various management experts in working capital
management.

Mohan Krishna Shrestha(1982) in his study, “Working capital management in Public
Enterprises” stated that manager often lacked basic knowledge of working capital and its overall
impact on the operative efficiency and financial availability of public enterprises. The study was
based on sample of ten public enterprises namely Brigunj Sugar Factory, janakpur Cigarette
Factory, Raghupati Jute Mills, dairy Development Corporation, National Trading Ltd., National
Construction Company of Nepal, Royal Drugs Limited, Harishiddhi Bricks and Tile Factory,
Nepal Cheeurl Ghee Industry Limited and Chandeshowri Textile Factory Ltd. the study has
pointed at certain policy flows such as deficient financial planning neglect of working capital
management. Deviation between liquidity and turnover etc. he had suggested some measures for
their effective operation and efficient result. The problem could be sorted out through
identification of needed funds, developed of proper management information system,
determination of sound combination of short term and long term source to finance working
capital requirement.

The study was based on ratio analysis. He had selected different types and nature of PEs. That is
why with lower turnover, had higher liquidity position. The author should have selected similar
nature of PEs or analysis should have been made separately. He had taken only single year data
for the study. But to find the real situation of PEs, it should be more than five year.

K. Acharya (1988), in his article, “The Management of Working Capital in the PEs of Nepal”
had described the two measure problems, operational and organization problem regarding the
working capital management in Nepalese PEs. The operational problem he found, listed in the

first part were increase of current liabilities than current assets, not maintain current ratio 2:1
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and slow turnover of inventory. Similarly the change in working capital in relation to fixed
capital had very low impact over the profitability, transmutation of capital employed to sales,
absence of apathetic management information system, break even analysis, fund flow analysis
and ratio analysis were either undone or ineffective for performance evaluation finally,
monitoring of the proper functioning of working capital management had never been considered
a managerial job.

In the second part he had listed the organization problem in the PEs. In most of the PEs there
was lack of regular internal and external audit system as well as evaluations of financial results.
Similarly very few PEs had been able to present their capital requirement, in addition
functioning of finance department was not satisfactory and some PEs were even facing the
problem of capacity underutilization. To make an efficient use of funds for minimizing the risk
of loss to attain profit objectives, he had made some suggestions. The PEs should avoid the
system of crisis decision which prevailed frequently in their operation, avoid fictitious holding
of assets, the finance staff should be acquainted with the modern scientific tools used for the
presentation and analysis of data and lastly, he had suggested optimizing the level of investment
at point of time. Neither over nor under investment in working capital be desired by the
management of an enterprise because both of these situations will erode the efficiency of the
concern.

According to NR Agrawal (1998), proper management of working capital must ensure, adequate
amount of working capital as per need of business firms. It should be in good health and
efficiency calculated. To have adequate health and efficient circulation of working capital it is
necessary that working capital be properly determinant and allocated to its various segments,
effectively controlled and regularly reviewed and “working capital consist broadly at the portion
of the assets of the business used in or related to, current operational and represented at any one
time of the operating cycle by such items as an account receivables, inventories of raw
materials, stores, work-in progress and finished goods, bill receivable and cash. Assets of this
type are relatively temporary nature, since the invested names are normally capable of being
recovered or of being change in form within a short period of time, and the time, and the time
element of ultimate recovery depends on the manufacturing cycle as well as sales and collection

cycle”.
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Weston and Brigham (1997), have given some theoretical insights into working capital
management after various research studies on it. The bond conceptual findings of their study
provide sound knowledge and guidance for the further study on the field of management
working capital in any enterprises and naturally to this study as well. They explain in the
beginning, the important of working capital, the use of short term versus long term debt,
relationship between current assets to fixed assets. The components of working capital they have
deal with current assets, which are cash marketable, securities, receivable and inventory. For the
efficient management of cash, they have explained the different cash management model. They
have also explained the major sources and form of short term financing. Such as trade credit,
loan from commercial banks and commercial paper.

L.D. Mahat (2004), has published an article relating to spontaneous resources working capital
management. He has defined the three major source of working capital i.e. equity, financing,
debt financing and spontaneous sources of financing regarding the working capital management.
Debt financing include short term bank financing such as bank overdraft, cash credit, bills
purchase and discounting letter of credit etc. whereas spontaneous source of working capital
include trade credit, provision and occurred expenses.

Mahat has defined that working capital management is one of the important pillars of corporate
finance. However, Nepalese industries are facing difficulty in their survival by the cause of
recession, which can bring best and worst in corporate finance such as environment should be
efficient enough to cope with possible worst happenings in the future for working capital
management. He said that managing the working capital resources for a profit making industries
are routing affairs of just making payment and arranging collection of debtors. In contrast, the
company in debt trouble, it is rather difficult to meet its working capital gap by way of debt
financing, the company should have to bear interest, which may calls to increase in the
percentage of operating expenses to the turnover and depletion in the profit. Therefore,
spontaneous sources of working capital will better to working capital in other improve its
performance.

Consequently, in a changed economic scenario, every company should realize that inability to
manage working capital might land them in vicious circle that can be hard to get out from. It is
indeed essential for industries to tighten their belts and checks their financial stability to face

and stand in forthcoming competitive day.
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2.3 Review of Books

Some of the books on financial management regarding working capital management have been
reviewed here under:

John J. Hampton & Celia L. Wagner (1983): These two chapters wrote a book of working
capital management. The book is divided in divided in eight main chapters where the first topic
describes about the working capital policies, nature of working capital strategies. In the second
topic, there contain banking system and under this topic there contain sub-topic of money and its
supply, feature of U.S money supply, money creation. Similarly in the third topic managing
collections are given. They set six sub- topics of cash management problems, case of Chicago
National Bank & Olean National Corporation. Thereafter in forth chapter they have prepared
commercial bank packages for cash management. In the third part of the book, they have
established cash management where cash forecasting techniques are used. By the use of cash
flow analysis. In the fifth topic, there contain credit & collection by the analyzing credit capacity
of customers, developing credit policies, collection policies and government regulations.
Similarly the sixth part includes about the concept of consumer loans, small business loans and
credit scoring system. At the last part, the book describes about the inventory management its
other important planning implementations through working capital ways. (Hampton & Wagner
1983:177-182)

Western and Brigham (1984) have given some theoretical insight into working capital
management after their various research studies on it. The bond conceptual findings of their
study provide sound knowledge and guidance for the further study on the field of management
of working capital in any enterprises and naturally to this study as well. They explain, in the
beginning concept of working capital, working capital policy, requirement for external working
capital financing. In the next chapter, they have dealt with the various components of working
capitals and their effective management techniques. The components of working capital they
have dealt with are cash, marketable securities, receivable and inventory, for the effective
management of cash; they have explained the different cash management models. They have
also explained the major sources and forms of short terms financing, such as trade credit, loan

from commercial banks and commercial paper.(Western and Brigham, 1984:331)
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Van Horne (1994) has categorized the various components of working capital i.e. cto the way
they affect valuation. He has also described the different methods for efficient management of
cash and marketable securities and various models for balancing cash and marketable securities.
For the management of receivable, different credit and collection policies have been described
and various principal of inventory have been examined for inventories management and control.
He has written different types of books, articles and other facts relating to financial terminology.
He is dealing about working capital management in board version. He has explained all short
term assets namely cash, marketable securities, receivables, inventories and the administration
of current liabilities. (Van Horne, 1994:421)

Surendra Pradhan (2000), in his book Financial Management has shed light on financing of
working capital. There are two ways of financing working capital requirement i.e. internal and
external sources. Internal sources include use of retained earnings, depreciation fund and share
capital. External sources include trade credit, advance from customers, short term deposit, cash
credit, short term government loan etc.

Generally, a sources or a combination of various sources of financing to be used depends on the
type of current assets (permanent and variable) to be maintained. The long term sources such as
stock issues. Debts and bonds are appropriate to use for the permanent type of current assets
only if the spontaneous types of short term sources are not available to cover the required sized
of permanent current assets. Types of financing may be distinguished into three groups:

i. Long Term Financing: The source of long term financing includes long term debt (i.e.
term loans and bonds), common stock, preferred stock and retained earnings.

ii.  Short Term Financing: Short term financing includes short term bank loan, notes payable,
line of credit, overdraft, factoring, blanket lien etc. those are obtained for period less than
one year.

iii.  Spontaneous Financing: Spontaneous financing includes operating sources like trade
credits, account payable, accrual etc.

A company can follow three approaches on the mix of short term and long term sources of
financing, namely conservative, aggressive and matching approach. If more short term funds are

used in financing current and fixed asset, it can be considered as aggressive approach.
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Conservative approach refers to more use of long term financing, which is less risky than
aggressive approach. Matching approach is to finance variable current asset by short term source
and permanent current assets by long term source. In working capital management, an important
aspect is matching the type of financing with the type of assets. However, the degree of
managerial aggressiveness often guides in choosing a certain combination of short and long term

financing for working capital. (Pradhan, 2000:141)

2.4 Review of research Paper and Previous Thesis

Mr. Dhruba Nath Yogi (2000) has conducted a study an “A study on working capital
Management of Nepal Lever Limited (NLL)”. The specific objectives undertaken in his study
are:
- To analyzed the liquidity composition of working capital, assets utilization and
profitability position.
- To analyze the optimal level of working capital.
- To analyze the financing pattern of working capital liquidity position and profitability
position.
- To examine the relationship between liquidity and profitability position.

- Toanalyze current assets and current liability policy.

This thesis is conducted through basically secondary data. The data had been collected from
annual reports and audited financial statements of company submitted to Nepal Stock Exchange
Company. The data has been directly extracted from the balance sheet and income state of the
company. The primary information has been collected through interview with the officials of
NLL. Various ratios analyze is used to analyze the data and Karl Person’s coefficient of
correlation (r) is used to examine the relationship between liquidity position the major findings
are as follows:

- The proportions of current assets are affected by the sales.

- The liquidity position of the company is fluctuating year by year.

- The significant relationship between liquidity and profit margin implies that there is not

trade off between liquidity and profitability.

- The components of current assets and current liabilities are fluctuating in nature.
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Niraj K.C. (2000) in his thesis entitled. “Comparative Study of Working Capital Management of
NBL and NABIL Ltd”. He has examined the management of working capital in NBL and
NABIL. The specific objectives undertaken in his study are:
- To study the current assets and current liabilities and their impact and relationship to each
other of NBL and NABIL.
- To analyzed the comparative study of working capital management of NBL and NABIL.
- Recommendation and suggestion for the improvement of working capital management of
NBL and NABIL in the future.

Study has mentioned the following findings:

- The average cash and bank balance and loans and advances are higher on NABIL and
NBL. Management of loans and advances is more problematic in NBL than NABIL.

- Interest income of NBL is better than NABIL.

- Liquidity management policies of these two banks are significantly different.

- NABIL has the better utilization of deposit in income generating activity than NBL. It
also shows that NABIL has better investment efficiency in loan and advances.

- Due to more conservative working capital policy risk of insolvency is lesser but cost of
fund is higher on NBL and NABIL.

- Profitability position of NABIL is far better although NBL earned higher interest than
NABIL.

Mr. Basudev Shrestha (2001) has carried out his research on “A study on working capital
management of Dairy Development Corporation”. The main objectives of the study are to
analyze the current assets and current liabilities and their impact and relationship to each other.
The major findings of his study are as follows:-
The major components of current assets in DDC are inventory, cash and bank balance, sundry
debtors and miscellaneous current assets in which inventory hold the major portion respectively
in each year.
- The company’s investment in the form of working capital has been increasing. The
average investment in current assets is lower with respect to net fixed assets during the
study period and DDC has no clear vision about the investment in current assets to fixed

assets portion.
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- The average receivable turnover and ACP is in fluctuating trend during the study period.
- There is inefficient liquidity position and unsatisfactory profitability ratio in DDC.
- The overall return position of DDC is negative i.e. not in favorable condition. It is

because of inefficient utilization of current assets, total assets and shareholder’s wealth.

Om Bikram Gurung(2002), in the concern of “Working Capital Management of Nepal Lever
Limited” has carried out another study related to working capital management. He has used
financial and statistical tools to analyze the financial statement of the company for five years
from 053/058. The objectives of his study are to analyze the liquidity position, composition of
working capital, assets utilization and profitability position of NLL. The major findings of his
study are as follows:

- Inventory holds the major portion of current assets followed by misc. current assets,
sundry debtors, cash and bank balance. All the components of current assets are
fluctuation during observed period.

- The liquidity position of NLL is not satisfactory since current and quick ratios are below
satisfactory level but increasing trend implies that liquidity position can be expected to be
good in future.

- There is not trade off between liquidity and profitability; however profitability of NLL is
satisfactory.

- Company has not taken serious decision on financing policy.

- The company has preferred short-term fund rather long-term fund, which has been
indicated by increasing trend of current liabilities to long term to liability ratio. It applied
firms moderate financing policy.

- Inventory and receivable turnover are fluctuation during study period. This indicate that

the company has high risk.

Rojina Shrestha (2003) has carried out her study on working capital management with respect to
National Trading limited and Salt Trading Limited. She has used financial as well as statistical
tools to analysis the final statement of ten year from 045/55. Major finding of her study are as
follows:

- Both trading companies have followed aggressive financing policy.
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The net working capital turnover is also fluctuating year after year and even it reaches to
negative figure in the last year of the study period.

Investment in current assets in high in both with respect to its total assets and net fixed
assets.

Liquidity position of National Trading Limited is unsatisfactory and Salt Trading Limited
Is satisfactory and favorable.

Overall return position of Salt Trading Limited is not favorable.

The relationship between current assets and sales of National Trading Limited has
insignificant and Salt Trading Limited has significant relationship.

Correlation between net profit and net working capital in both cases with insignificant
relationship because the correlation coefficient of both companies is less than 6 P.E. net

profit and net working capital is not correlated.

Hari Prasad Lamsal (2004) has conducted research study on “A comparative study of working

capital management of NABIL and Standard Chartered Bank Ltd.” The main objectives are:

To study the current assets and current liabilities and their impact on liquidity and
profitability.

To analyze the comparative study of working capital management between NABIL and
SCBNL.

To analyze the liquidity, assets utilization, long term solvency and profitability position
of both banks.

Based on his finding, the SCBNL should seriously adjust its policy of investment on loan and

advances with collected fund and increase their proportion of loan and advances in total current

assets. Fixed deposits and saving deposit turnover position are also not satisfactory on both

banks. Therefore, NABIL as well as SCBNL should give proper attention on collection of over

dated loan and advances and utilization of idle fund as well as loan and advances. Interest

earned to total assets ratio is higher on NABIL but net profit ratios are less than SCBNL. It is

due to higher cost on NABIL. By adopting the matching working capital management policy

instead of adopting conservative working capital policy NABIL as well as SCBNL could

improve in its profitability in the short run as well as long run.

The major findings of this study were:
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The major components of current assets in NABIL and SCBNL are cash and bank
balance, loan and advances and government securities.

The liquidity position of SCBNL is better than NABIL.

The turnover position of NABIL has better than SCBNL. The NABIL has better
utilization of deposits in income generating activity than SCBNL.

Long term debt to net worth ratio of NABIL is always higher than SCBNL on that study

period.

Net profit to total assets ratio and net profit to total deposit ratios are always higher on SCBNL

than NABIL. Cost of services to total assets ratio of NABIL is always higher than the same of

SCBNL on the study period. The average value of interest earned to total assets ratio is higher
than SCBNL.

Suroj Babu Tiwari (2005) in his thesis entitled “A Comparative study of Working Capital

Management of Nepalese Joint Venture Banks with special reference to Nabil Bank and N.B.

Bank”. He has drawn some major findings from his study were as follows:

The average cash and bank balance and govt. securities percentage are higher on Nabil
than N.B. bank and its trend value proportion are negative and loan and advances
percentage is lower in Nabil than N.B. and its trend value proportion are positive. This
shows that Nabil increases its fund on income generating current assets. The trend value
of loan and advances and govt. securities proportion is positive and cash and bank
balance proportion is negative on N.B. it shows that income generating current assets is
increasing.

The liquidity position of banks current ratio trend values of Nabil and N.B. are negative.
Liquidity position of N.B. is always better than Nabil.

Saving deposit to total deposit ratio of Nabil are always higher than the N.B. bank. N.B.
and Nabil both have less than 50% deposit on saving account out of total deposit. So it is
found that both banks are funding long term and high costly deposit.

Net fixed assets to long term debt ratio of N.B. are always lower than Nabil.so the N.B.
has more conservative working capital policy than Nabil.

Profitability is the measure of efficiency. The profitability position of Nabil is far better
than N.B. bank.
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Correlation between investment on govt. security and total deposits of Nabil as well as
N.B. are significant and cash and bank balance to current liabilities are negative so it is
no significant.

While testing the hypothesis of liquidity management, these two banks are significantly
different.

Sthapit Sushma (2005), has conducted the study on “Financial Performance of Nepalese

Commercial Banks in Nepal”.

The research findings of the study are as follows:

The liquidity position of SCBNL has better than other five banks NABIL, BOK, Nepal
SBI bank and HBL in respect of current ratio standard should be 2:1. Although, this
standard cannot be maintained by all commercial banks. HBL has lower current ratio than
other five banks.

Nepal SBI bank has better position than other five banks in the case of cash and bank
balance with respect to total deposit. In contrast, a high ratio of cash and bank balance
may indicate the banks inability. Thus, in case of NABIL, HBL, NSBL and BOK have
invested their deposits fund in more productive sector like short-term investment,
marketable securities etc. for improving their profitability.

Cash and bank balance position with respect to deposits (excluding fixed deposit) in the
case of NSBI has better performance against the readiness to serve its customer deposits
than other five banks.

NSBI has a high ratio of cash and bank balance percentage in respect of current assets.
But other remaining five banks have low ratio than NSBI’s yearly average (19.44%) is
higher than composite average (11.11%), although yearly average of BOK and NIBL
have also covered more than composite average. In contest, it is clearly seen that cash
and bank balance percentage is lowest in case of SCBNL in comparison with other banks.
Investment in government securities percentage in respect to current assets, in the case of
SCBNL has certainly registered better than other five banks. In the case of NBIL, it has
very low ratio with respect of current assets among the six banks.

Net profit to total assets ratio in the case of SCBNL has registered better performance by
utilizing its overall resources than other five banks. NSBI has low percentage ratio than

the other five banks.
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In the case of SCBNL, it has registered more percentage in respect of net profit to total
deposits ratio than other bank i.e. NABIL, BOK, NIBL, NSBI and HBL. Comparatively,
SCBNL could earn more profit over the deposit amount than other five banks.

SCBNL has appeared better achievement by mobilizing a resources of shareholder’s
equity than other five banks. This ratio reflects the profitability of the owner’s investment
of commercial banks. NSBI is not able to mobilizing shareholder equity than other five
banks.

Return on loan and advance in the case of SCBNL have appeared better achievement by
mobilizing their loan and advances.

Market price per share of SCBNL has occupied better performance in the competitive
open market of investor expectation than other five banks i.e. NABIL, HBL, NSBI, NIBL
and BOK.

Market rate of return of BOK is better than other five banks i.e. NABIL, SCBNL, HBL,
NSBI, and NIBL.

Market price to book value ratios of commercial banks are fluctuating trend over the last
five different fiscal years. In the case of SCBNL has recorded highest position by
securing high yearly average in the comparison of other five banks.

The degree of relationship between deposits and loan and advances of the commercial
banks are positive. Moreover, the coefficient of determination of BOK has registered
higher value than other five banks.

The degree of relationship between loan and advances and net profit of all commercial
banks are positive. Moreover, by considering the coefficient of determination of SCBNL

has registered higher value than other five banks.

Mr. Ramesh Manandhar (Dec. 2006) has carried out a study on “Working Capital Management

of Manufacturing Companies listed in NEPSE”. For this study he has selected five

manufacturing companies of Nepal for five years. The selected companies are Unilever Nepal
Ltd., Bottlers Nepal Ltd., Nepal Lube Oil Ltd., Shree Bhrikuti Pulp and Paper Ltd. and Gorkhali
Rubber Udhyog Ltd. The main objective of the study is to understand the working capital policy

followed by manufacturing companies and its influence on liquidity and profitability position.

He has also focused in the issues and gaps in working capital management of listed
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manufacturing companies. Beside this the study also tried to know the impact of sales and net

profit on working capital and to assets the relationship of working capital, sales and net profit.

The major findings of the study are as follows:

The liquidity position of most of the manufacturing companies is weak and is below the
standard level. The overall position of manufacturing companies is hardly covering short
term liabilities by short term assets.

The most of the manufacturing companies are moving downwards financially due to lack
of specific investment in current assets in long run and unavailability of sources of
financing.

The overall profitability of Nepalese manufacturing companies are negative due to
excessively loss in some companies in comparison to profit of other company. And some
are facing from huge loss due to administrative negative due to unskilled manpower,
unsystematic handling of raw material.

Most of the companies are not being able to fully utilize the working capital due to the
higher variation and lower turnover ratio.

The productivity power of assets is not satisfactory and profitability on sales is also
negative.

Credit terms and standards are too much liberal in Nepalese manufacturing companies.

Reela Shrestha (2008) has carried out a research work on the topic, “study on Working Capital

Management of Dugar Brothers and Sons”.

The research findings of the study are as follows:

Current assets trend value is increasing. It shows that the firm has high profitability return
as well as risk. The average ratio is 0.84 times which shows that the company has
adopted relaxed current asset investment policy.

The position of current liabilities is increasing trend it shows that the company has to be
paid within an accounting year has also been gradually increasing.

Company has invested 2% of total assets in the form of cash and bank balance which is
the lowest one. It indicates sound management system.

The ratio of inventory to current assets is fluctuation. Fluctuation in the investment of

inventory is due to the fluctuation in the volume of sales.
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The liquidity position of current ratio and quick ratio are quite fluctuation. The average
current and quick ratios are above the standard ratio which shows that the company has
enough assets to meet its current obligation and to make immediate payment of its current
liabilities.

Profitability position of return on total assets ratio, ratio of net profit and gross profit
margin are decreasing trend which indicates the company is able to gain only small
percentage of return.

Turnover position of current assets, inventory and cash turnover ratios are fluctuating. So
that the management is not effectively utilize and maintain the overall management of
current assets, inventory and cash balance. The average working capital turnover ratio is

very low and is not favorable.

Sangeeta Maharjan (2009), has carried out a research on “Working Capital Management and its

impact of profitability of Nepalese Commercial Bank with reference to Himalayan Bank

Limited”. She has used statistical as well as financial tools to analyze the financial statement.

The major findings of this study are as follows:

The trend value of cash and bank balance is negative. But the trend value of loan and
advances and govt. securities are positive.

The net working capital of HBL is negative during the study period which shows
inadequate amount of working capital for operational requirement in those years. The
liquidity positions of bank are utilized with the current ratio, quick ratio and cash balance
to deposit ratio which ratios are increasing. Although higher liquidity means lower risk as
well as lower profit in general.

The turnover position of HBL has fluctuating trend. From the analysis the ratio of loan
&advances to total deposit and loan & advances to fixed deposit ratio shows that HBL
has the better utilization of deposit in income generating activity.

Cost of services to total assets ratio of HBL is 0.03%. The yearly ratio is constant
throughout the whole study period.

The profitability position of HBL is analyze from different ways. The trend value of
interest earned to total assets ratio is constant level. The bank has used its deposit so as to
get profit without risk. During the study period this bank has used its working capital

fund of assets to earn the profit.
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- The coefficient of correlation between cash and bank balance to current liabilities of the
bank is no significant relationship between these two variables but loan and advances to

net profit is positive relationship between these two variables.

2.5Research Gap

All the above studies are concerned with the research titled or the review of related studies, of
“Working Capital Position” of bank. There is very limited study on banking sectors with
reference to working capital management. The review of that studies it can be conducted that
financial ratio and accounting ratio analysis is very important tools, perhaps the most important
one is examining the financing ratio of any enterprises. The most of studies have been concerned
with manufacturing enterprises and most have been used financial tools and secondary data.
They have only included summary, finding and conclusion in their study but not recommend
concrete suggestions to solve the finding problems. So, the case with banks, income generating
assets possessed by a bank, the components of the current assets, the deposit collected by it and
the soundness with which it extends its credits and investments are the most important aspects of
the banks. Liquidity maintained by the banks to meet its daily operation is another important
aspect.

The quest to extend knowledge of banking operations led to the undertaking of the current
research work. The current research work will definitely extend the hitherto available
knowledge on the implications of working capital management of commercial banks in Nepal
with measuring the financial constitution of banks.

There is very limited study of working capital management of banking organizations. Thus, to
fill up the gap, research has conducted this research topic to light on working capital position
and to suggest the possible measures for the betterment and welfare of the trading sectors.
Researcher has used financial as well as statistical tools like ratio analysis, mean, standard
deviation, coefficient of correlation, regression analysis and primary tools. Almost all the ratio
has been applied to cover the analytical part and fulfill the objectives of the study. It involves

more recent data of bank five years.
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CHAPTER-III
RESEARCH METHODOLOGY

Research methodology is a way to systematically solve the research problem. It may be
understood as a science of study how research is done scientifically in it. We study the various
steps that are generally adopted by research in studying his research problem along with the
logic behind them it tries to make clear view of method and process adopted in the entire aspect
of study.

Research is the process of systematic and in depth study or research for any particular topic,
subject or area, of investigation, balked by collection, compellation presentation and
interrelation of relevant details of data. It is a careful search or inquiry into any subject or
subject matter, which is an endeavor to discover find out valuable fact, which would be useful
for future application of utilization. The main purpose of this chapter is focus on the different
research methods and conditions, which are used while conducting this study. Every study needs
systematic methodology to achieve the pre-mentioned objectives of research. In this study, a
working capital management of bank also needs an appropriate research method. For the better
result, it includes research design, population and sample, nature and sources of data collection
of data and tools used for analysis of data. It is really a method of critical thinking by defined

and collecting and organizing and evaluating data, making deduction and making conclusion.

3.1 Research Design

Research design is the plan, structure and strategy if investigation conceived to obtain answer to
research questions and to variances. The plan is the overall scheme or program of the research.

A well settled research design is necessary to fulfill the objective of the study. Generally
research design means definite procedures and techniques that guide to sufficient way for
analyzing and evaluating the study. The main objectives of this study are to evaluate the
working capital management of Nabil Bank Limited, so this study attempts to make comparison
and to establish relationship between two or more variables. Thus, it is based on descriptive and
analytical method. Financial tools as well as statistical tools are employed to provide analytical

insides and to achieve prescribed results. In other hand, in order to achieve the predetermined

48



objectives of research, secondary data have been used. Thus, it is not possible for research to
conduct a research work without a search design.

In other words, a research design is the arrangement of conditions for collection and analysis of
data that aim to combine relevance to the research purpose with economy in procedure. It is the

process which gives us an appropriate way to reach research goal.

3.2 Population and Sample

The population to the industries of the same nature and its services and product in general. Thus,
total of 31 commercial banks operating in Nepal constitute the population of the data and the
bank under study constitutes the sample for the study which are actively conducting their
services in market. All the banks are not included in this study. So, Nabil Bank Limited has been
taken as a sample from the population for this research. Data are collected for five years (2006
to 2010) to analyze the effectiveness of working capital management of banking sectors in

Nepal.

3.3 Nature and Source of Data

The data used in this study are secondary in nature. The secondary data have been extracted

from financial statement, annual reports and publication of security board and concerned bank.

3.4 Collection of Data

Financial data are required to achieve predetermined objectives of this study, which have been
directly extracted from the balance sheet and income statement and profit and loss account of
the bank.

3.6 Tools of Data Analysis
For the analysis of data, different financial ratio analysis, analysis of different working capital
and working capital required and statistical tools (mean, standard deviation, correlation

coefficient and regression equation) have been used.

3.5.1 Financial Tools

Financial tools are very essential tools to identify the financial strength and weakness of any
organization. In order to obtain the relationship between various variables, the ratio analysis is
used. It shows the quantitative or numerical relationship between two variables or more of

financial statement. Financial ratio analysis is widely used to know the financial condition of the
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firm. Bank may able to judge their financial stability by using various ratios. It is the
relationship between financial contained in the financial statement (i.e. balance sheet and profit
& loss a/c). It helps to spot out the financial strength and weakness of the firm. It is the process
of summarizing the large quantity of financial data and making quantitative judgment about the
firm’s financial performance. Those various ratios are employed and grouped for the analysis of
composition of working capital, liquidity position, turnover position, profitability position, types
of working capital and working capital required. The financial tools used in this study are as
follow: liquidity ratio, activity or turnover ratio. Similarly net working capital in term of cash
and bank balance percentage, loan and advances percentage, money at call & short notice
percentage, investment govt. security percentage and misc. current asset percentage are also

calculated.

I. Liquidity Ratio

This ratio measures the liquidity position and short term solvency of the firm indication the
company’s ability to meet short term obligation. The current ratio and quick ratio measures the
liquidity position of the company (Pradhan, 2000:53). These ratios are calculated to judge the
long term as well as short term financial position of concerned firm. Liquidity of any business
organization is directly related to working capital or current assets and current liabilities of that
organization. One of the main objectives of working capital management is keeping good
liquidity position. Every bank needs liquidity to meet loan demand and deposit withdrawals.
Without good liquidity, bank is not able to operate its function. To measures the bank solvency
position or ability to meet its short term obligation, various liquidity ratios are calculated. The

liquidity ratios calculated in this study are as follows:

a. Current Ratio

Current ratio reflects the strength of current assets available with the company over its current
liabilities into cash in one accounting year. This ratio indicated the current short term solvency
position of the bank. The current ratios are the ratios of total current assets to current liabilities.
Higher current action indicated better liquidity position. In other words, current ratio represents
a margin of safety. The higher current ratio, the greater margin of safety and larger amount of
current assets relation to current liabilities. The more banks’ ability to meet its obligation. By

definition,
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Current assets

Current ratio =

Current liabilities
b. Quick Ratio

Quick ratio is used to measure the ability of concern firms to pay current obligation. It provides
relationship between quick assets with current liabilities. An asset is liquid if it can be converted
into cash immediately or reasonably soon without a loss of values. Cash is the most liquid assets
other assets which are considered being relatively liquid and included in quick assets are book
debt and marketable securities. The quick ratio can be found out by dividing the total quick

assets by total liabilities.

_ Quick or liquid assets

Quick ratio =

Current liabilities

1) Cash and Bank Balance to Deposit Ratio (Excluding Fixed Deposit)

This ratio shows the ability of banks immediate funds to cover their current margin, call and
saving deposits. It can be calculated by dividing cash and bank balance by deposits (excluding

fixed deposit). The ratio can be expressed as:

Cash and bank balance

Balance Deposit Ratio = , —— ,
Total deposit (excluding fixed deposit )

I1) Saving Deposit to Total Deposit Ratio

Saving deposit is an interest bearing short term deposit. The ratio is developing in order to find
out the proportion of saving deposits, which is interest bearing and short term in nature. It is
calculated dividing the total amount of saving deposits by the amount of total deposit, which can
be expressed as follows:

Saving Deposit to Total Deposit Ratio = 218 deposit

Total deposit

2. Activity or Turnover Ratio

The funds of creditors and owners are invested in various assets to generate sales and profit.
Activity ratios are used to evaluate the efficiency with which the firm manages and utilizes its
asset. This ratio indicates how quickly certain assets are converted into cash. From this ratio it
can be known whether or not the business activities are efficient. These ratios are also called

turnover ratio because they indicate speed with which assets are converted or turnover into profit
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generating assets. These ratios, moreover, help in measuring the bank’s ability to utilize their
available resources. The following ratios are used under the activity ratios.

i) Loan and Advances to Total Deposit Ratio

The ratio assesses to what extend the bankers are able to utilize the depositor’s funds to earn
profit by providing loan and advances. In other words, how quickly total collected deposits are
converted into loan and advances given to the client to earn income. It is computed by dividing
the total amount of loan and advances to total deposit funds. Higher ratio indicates higher/proper

utilization of funds and low ratio is a signal of inefficiency or remaining idle.

Loan and advance

Loan and Advances to Total Deposit Ratio = ,
total deposit

i) Loan and Advances to Fixed Deposit Ratio

This ratio differs slightly from the former one because it includes the fixed deposit only. The
ratio measures how much amount is used in loan and advances in comparison to fixed deposits.
Fixed deposits are interest bearing long term obligations where as loan and advances are the
major sources of investment in generating income for commercial banks. It is calculated as

follows:

Loan and advance

Loan and Advances to Fixed Deposit Ratio = — :
Fixed deposit

Iii) Loan and Advances to Saving Deposit Ratio

This ratio is also employed for the purpose of measuring utilization of saving deposits in
generating revenue by giving loan and advances to the client i.e. to determine to what extent
collected saving deposit amount is being deployed in providing loan and advances to generate
income. Saving deposits are interest bearing obligation for short term investment for revenue
income. This ratio indicates how much short term interest bearing deposits are utilized, for

income generating purpose. The formula for this ratio is as follows:

Loan and advance

Loan and Advance to Saving Deposit Ratio = _ _
Saving deposit

3. Profitability Ratio

The profitability ratio, as the name suggests, measures the operating profitability in terms of

profit margin return on equity and return on total investment, and reflects the overall efficiency
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and effectiveness of management (Pradhan 2000:53). Share holders, bankers, government, tax
collectors, employees are concerned with the profitability of the company. The shareholders are
interested with their rate of return, employee in the future, and prospect of the company,
government in companies, tax payment capacity and bankers in the perspective of the company.
A required level of profit is necessary for survival and growth of a firm in a competitive
environment.

Profitability can be measured in tern if a relationship between net profit and assets. This ratio is
also known as profit-to-asset ratio. It measures the profitability of investment. Various ratios can
be developed based upon the profit under different circumstances. These different ratios are
called profitability ratios, which are required to support the purpose of the study. The

profitability ratios calculated in this study are:

a. Interest Earned to Total Assets Ratio

This ratio is used to determine total interest earned from investment over the total assets of a

firm. It can be computed as follows:

. Int t d
Interest Earned to Total Assets Ratio = ——— <
Total assets

b. Net Profit to Total Assets Ratio
Profit to total assets ratio is useful in measuring the profitability of all financial resources
invested compared to total assets of a firm. This ratio is calculated by dividing the amount of net

profit by the amount of total assets employed.

Net Profit to Total Assets Ratio = 2o

Total assets

c. Net profit to Total Deposit Ratio

This ratio measures the percentage of profit earned from the utilization of the total deposits.
Deposits are mobilized for investment, loan and advances to the public in generating revenue.
Higher ratio indicates the return from investment on loan and lower ratio indicates that the funds
are not properly mobilized.

Net Profit to Total Deposit Ratio = —2™

Total deposit
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4. Composition of Working Capital

To operate a business, different kinds of assets are needed. For the day to day business
operation, different types of current assets are utilized. In case of Nabil Bank Limited, the main
components of current assets are cash and bank balance, loan and advances, government
securities, money at call & short notice and miscellaneous current assets, are also a component
of current assets, (prepaid expenses outstanding income like, interest receivable and other
current assets are included in miscellaneous current assets).
In this study, composition percentages of following components:

= Cash and bank balance percentage.

= Loan and advances percentage.

= Government securities percentage.

= Money at call & short notice percentage.

= Miscellaneous current assets percentage.

5. Net Working Capital
Net working capital is the difference between current assets and current liabilities. Net working

capital can be positive or negative. A positive net working capital will arise when current assets
exceed current liabilities. A negative net working capital occurs when current liabilities are in

excess of current assets.

3.5.2 Statistical Tools

Various financial tools mentioned above were used to analyze the working capital management
of Nabil Bank Limited. Likewise, the relationship between different variables related to the
study topics were also drawn out using statistical tools.

a. Mean or Average

The mean or average value is a single value within the range of the data that is used to represent
all the values in the series. Since an average is somewhere within the range of data, it is also
called a measure of central value. Average value is obtained by adding together all the terms and
by dividing this total by the number of items. The formula is given below:

%=t
N

Where,

X= Arithmetic average
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> x= Sum of value of all terms
N= Number of terms

b. Standard Deviation

The standard deviation is the measure that is most often used to describe variability in data
distribution. It can be thought of as a rough measure of the average amount by which
observation deviate on either side of the mean. Denotes by Greek letter (read as sigma),
standard deviation is extremely useful for judging the representative of mean.

Standard deviation is represented as:

Yd?
n—1

g =
Where,

o = Standard deviation

>'d% = Sum of squares of the deviation measured from the arithmetic average

n = Number of items

c. Coefficient of Variation

The coefficient of variation is the ratio of standard deviation to the mean for a given sample
used to measure spread. It can also be thought of as the measure of relative risk. When the larger
of the coefficient variation, then the greater of the risk relative to average.

Mathematically,

CV = Coefficient of variation
o = Standard deviation

X = Arithmetic average

d. Coefficient of Correlation
Correlation is a statistical tool which is used to describe the degree to which one variable is

linearly related to another. The coefficient of correlation measures the degree of relationship
between to sets of figures. Among the various  methods of findings out coefficient of
correlation, Karl Person’s Method is applied in the study. The result of coefficient of correlation

is always between +1 and -1. When the coefficient of correlation (r) is +1 there is perfect
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relationship between two variables and vice versa. When coefficient of correlation is 0, there is
no relationship between two variables. In correlation analysis, only one variable is treated as
dependent and one or more variables are treated as independent.

The formula for the calculation of coefficient of correlation between x and y given below:

r=__Zv
Where,

r = coefficient of correlation

X = XX

y=yYy

e. Trend Analysis

Trend analysis is an analysis of financial ratio over time used to determine the improvement of
determination of its financial situation. The trend line is represented by following equation.

Yc = at+bx

Where,

Yc = Estimated value of y for given value of x in coordinate axis.

a=y intercept of mean of y value.

b= slope of the line or rate of change.

X= variables in time axis.

To find the value of a and b, we have to solve the following equations:

SY=NatbyX? ..., (i)
YXY=aYX+bYX? ............ (ii)
Where,

N = Number of years.

f. Probable Error (P.E.)

Probable error is measured for testing the reliability of an observed value correlation coefficient.
It is computed to find the extent to which is dependable. If correlation coefficient is greater than
6 times P.E. the observed value of r is said to be significant, otherwise nothing can be conducted
with certainly. But if the calculated (r) is less than the P.E. correlation is not at all significant. It

is calculated by using following formula.
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0.6745(1-r?)

PE.= NG

Where,
P.E. = Probable error of correlation coefficient.
r= Correlation coefficient.

n= Number of observations.
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CHAPTER IV
DATA PRESENTATION AND ANALYSIS

Introduction

This chapter attempts to serve the purpose by analyzing collected data and is the heart of the
entire report. After the collection of date, an analysis of the data and the interpretation of the
results are necessary. Analysis of data comes prior to the interpretation and analysis of empirical
data focused on how far the Nabil bank limited is in position to manage its working capital. The
facts and figures collected to be processed with a view of reducing then to manageable
proportions. Only be such a careful and systematic processing, the data collected will lend itself
for statistical treatment and meaningful interpretations. To reach toward accurate interpretation.
The major variables for this study are current assets, current liabilities. Inventory, receivable, net
working capital, net profit etc. simply presenting the variables is not sufficient, so various
financial and statistical tools have been employed for the analysis. This chapter begins with the
composition of working capital followed by banks, then analysis of various financial ratios and
the financial variables are also compared with the help of available statistical tool i.e. mean,
standard deviation, correlation coefficient etc.

The major variable of the study are cash and bank balance, loan and advances and investment of
government securities. Relevant data and information of working capital as well as financial
performance of Nabil bank limited are presented. Compared, tabulated and analyzed
accordingly. Analysis is performed using various financial and statistical tools. In financial
tools, it uses ratio analysis in which various related ratios have been compared and analyzed
such as liquidity ratios, turnover ratios, profitability ratios and composition of working capital.

In statistical tools, it uses trend analysis, correlation analysis.

4.1 Analysis of Composition of Working Capital
Business needs different types of assets to operate its activities. Some assets are needed for the
long-term fulfillment of the business activities while others are needed to carry out the day-to-
day operation of the business. The assets that are used to carry out day-to-day operation of the
business are known as current assets (Working capital).

The composition of current assets i.e. working capital of Nabil bank limited is analyzed below:
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Investment of Current Assets (Working Capital)

Appropriate level of current assets (gross working capital) should be maintained to run day-to-
day business activity more efficiently. There should be proper management of current assets
because in absence of it, the main objective of any business organization cannot be obtained.

A high ratio of current assets in total assets structure does not always convey a high liquidity
position because current assets consist of cash, receivables and stocks for the qualitative
consideration of the current assets its composition should be seriously examined. In common
sense, a high ratio of cash to currents indicates liquidity current’s as it has zero conversion rate
and hundred percent liquidity conversely, it is also an indication of poor cash management as
ideas of cash reserved involved an opportunity cost, so the quality of current assets can be
judged with the individual holding of cash, receivables and stocks to its current assets holding.
The main components of current assets at Nabil bank are cash and bank balance, loan and
advance, investment in government securities and miscellaneous current assets are also the
component of it. (i.e. prepaid expenses, outstanding incomes, for example, interest receivable,
and other current assets are miscellaneous C.A.). The following table shows the composition of
current assets of Nabil Bank Limited from 2007 to 2011 A.D.

Table 4.1
Current Assets Component of Nabil Bank
Rs in Million
Fiscal Cash Bank Money | Investment | Loanand | Misc. Total current
year balance | balance | at calls advanced | current asset
short asset
notice
2006/07 | 2378.18 | 3924.19 | 17349.01 | 61785.33 | 12922.54 | 5446.68 | 103805.93
2007/08 | 2704.06 | 11294.18 | 5635.32 | 89453.10 | 15545.77 | 5120.50 | 129752.93
2008/09 | 5114.26 | 21597.13 | 19523.60 | 99397.71 | 21365.05 | 6063.93 | 173061.68
2009/10 | 6743.95 | 26981.16 | 5528.88 | 10826.37 | 27589.93 | 8646.95 86317.24
2010/11 | 6359.86 | 7641.11 | 31181.44 | 13670.91 | 32268.87 | 9126.65 | 100248.84

Source: www.nabilbank.com
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The above table shows the fluctuation in the components of current assets of Nabil bank during
the study period. The bank has the highest level of total current assets of Rs.173061.68 million
in the year 2009 and the lowest level of current assets of Rs.86317.24 million in the year 2010.
The components of the bank are cash balance, bank balance, money at calls and short notice,
investment, loan and advance and misc. current assets. The amount of these items are Rs.
2378.18 million, Rs 3924.19 million, Rs. 17349.01 million, Rs. 61785.33 million, Rs. 12922.54
million, Rs. 5446.68 million respectively in the fiscal year 2006/07 where as these amount are
Rs. 6359.86 million , Rs. 7641.11 million, Rs. 31181.44 million, Rs. 13670.91 million, Rs.
32268.87 million, Rs. 9126.65 million respectively in the year 2010/11.

Table 4.2

Percentage Component of Current Assets of Nabil Bank

Fiscal Cash Bank Money | Investment | Loanand | Misc. Total current
year balance | balance | atcall & Gowt. advanced | current assets
short securities asset
notice
2006/07 | 2.29098 | 3.7803 | 16.7129 | 59.52003 12.448 | 5.2469 100
2007/08 | 2.08401 | 8.7043 | 4.34311 | 68.9411 11.9810 | 3.9463 100
2008/09 | 2.95516 | 12.4794 | 11.2812 | 57.4348 12.3453 | 3.54039 100
2009/10 | 7.81298 | 31.2581 | 6.4053 12.5425 | 31.9634 | 10.0176 100
2010/11 | 6.34407 | 7.62214 | 31.10404 | 13.63697 | 32.18877 | 9.10399 100
Average | 4.2973 | 12.7688 | 13.9693 | 42.4150 | 20.1854 | 6.3637 100
S.D. 2.6112 | 10.7905 | 10.7031 | 27.1217 10.8562 | 3.0053
C.V. 60.76 84.50 76.61 63.94 53.78 47.22

Source: www.nabilbank.com

From the above table current assets percentages of the Nabil bank is fluctuated and components
are interrelated between them and the Nabil bank’s current assets average on cash balance is
4.2973 percent and the bank has hold the highest level of cash balance in current asset is
7.81298 percent age in the fiscal year 2009/10 and lowest is 2.08401 in the year 2007/08 and
then the S.D. is 2.6112 and C.V. is 60.76%. It shows that the risk is lower and the high. The

bank balance, money at calls & short notice, investment, loan and advances and misc. current
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asset average are 12.7688, 13.9693, 42.4150, 20.1854, and 6.3637 respectively. Then the
standard deviations (S.D.) of this component are 10.7905, 10.7031, 27.1217, 10.8562, 3.0053
and coefficients of variation (C.V.) are 84.50, 76.61, 63.94, 53.78, and 47.22 respectively. That
is different types of risk and return of the Nabil bank. The total current asset percentage is 100

percent.

Diagram 4.1

Percentage Component of Current Asset of Nabil Bank
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4.2 Trend of Component of Current Assets

a) Trend of Cash Balance:

Cash balance is one of the major components of current assets of the bank. Cash balance of
Nabil bank is fluctuation over the study period. The level of its highest with 7.8129 percentage
in the current assets of the bank in the 2009/2010 fiscal year where as its weight is lowest with
2.08401 percentage in the 2007/08 fiscal year. The average level of cash balance of the bank
4.2973 is percentage.
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Similarly, standard deviation is 2.6112% in Nabil bank. Hence, it shows Nabil has lower risk
factor. Likewise, coefficient of variation is 60.76% for this bank it means the rate of return of
Nabil is not satisfactory level.

From the calculation of cash balance percentage trend, the value of the constants ‘a’ and ‘b’ are

as follows:

a=4.2973

b=1.3835

The rate of change of the bank is positively increased in every year

Trend Value

The trend values of cash balance percentage

Fiscal Year Cash Balance (YC) in %

2006/07 1.5304
2007/08 2.9139
2008/09 4.2974
2009/10 5.6809
2010/11 7.0644

Source: Appendix 3
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Graph 4.2
Trend Line of Cash Balance Percentage
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Above graph of Trend line of cash balance shows that the Trend line is increasing in the 2™ year
than 1% year. It shows that the current assets of this bank increases in compare of 1% year. Then
3" years Trend line also increasing order. In 4" year, trend line of cash balance is also increasing
order and shows that the current assets of bank are improved. So, that the bank’s capacity of
investment is strong in the 4™ year. Above analysis represents that the trend line of cash balance
is in increasing rate in the study period and highest in the 5™ year. The trend line shows that
Nabil bank effectively utilized its cash balance to invest in income generating sectors.

b) Trend of Bank Balance:

Bank balance is also one of the important components of current assets of the bank. Bank
balance of Nabil bank is fluctuated over the study period. The level of it is highest with 31.2581
percentages in the 2009/10 fiscal year.

Its weight is lowest with 3.7803 percentages in fiscal year 2006/07. The average level of bank
balance of the bank is 12.7688 percentages.
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Similarly, standard deviation is 10.7905 in the Nabil bank. Hence, it shows Nabil bank has
lower risk factor and the coefficient of variation is 84.5% for this bank. It means the rate of
return of Nabil bank is not satisfactory level.

From the calculation of Bank balance percentage trend, the value of the constants ‘a’ and ‘b’ are

as follows:

Constants value of Nabil bank in Bank balance.

a=12.7688

b=3.0381

The rate of change of the bank is positively increased in every year.

The trend values of bank balance percentage

Fiscal Year Bank Balance(YC) in %
2006/07 6.6926
2007/08 9.7307
2008/09 12.7688
2009/10 15.8069
2010/11 18.845

Source: Appendix 4

64



Graph 4.3

Trend Line of Bank Balance Percentage
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Above graph of Trend line of bank balance shows that the Trend line is increasing in the 2" year
than 1% year. It shows that the current assets of this bank increases in compare of 1% year. Then
3" years Trend line also increasing order. It means current assets Of bank are also increase. In 4™
year, trend line of bank balance is also increasing order and shows that the bank’s capacity is
strong. At last, the ending year of study period the trend line of bank balance shows the
increasing order. Above analyzing represents that the trend line shows that Nabil bank

effectively utilized its ¢ balances to incoming operation.

¢) Trend of Money at call and Short Notices:

Money at call and short notice of Nabil bank is fluctuated over the study period. The level of it
is highest point with 31.104 percentages in the current assets of the bank in the fiscal year
2010/11.Where as its weight is lowest level with 4.3431 percentages in year 2007/08. The
average level of money at call and short notice is 13.9693 percentages. And the standard
deviation is 10.7031 percentage it shows that the Nabil bank has lower risk than other current
assets and the coefficient of variation is 76.61% it means that the level of return of Nabil bank

on money at call and short notice has not satisfactory.
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From above calculation of money at calls and short notice percentage trend values of the

constants ‘a’ and ‘b’ are as follows:

Constants value of Nabil bank in money at calls and short notice.

a=13.9693
b=3.0844

The trend rate of change of money at calls and short notice percentage ‘b’ of Nabil bank is

positive. It implies that the money at calls and short notice is satisfactory.

The trend values of money at calls and short notice percentage

Fiscal Year Money at calls and short notice (YC) in %
2006/07 7.8005
2007/08 10.8849
2008/09 13.9693
2009/10 17.0537
2010/11 20.1381
Source: Appendix 5
Graph 4.4
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Above graph of trend line of money at calls and short notice shows that the trend line is

increasing order. It means this asset of bank is increasing in the whole of study period. It means
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current assets of bank are also increasing conditions so the bank’s capacity for the money at
calls and short notice is satisfactory. The trend line shows that Nabil bank is effective in

utilizing its current assets of money at calls and short notice.
d) Trend of Investment Govt. Securities:

The investment govt. securities are also another major component of current assets of the bank.
Govt. securities are fluctuated over the study period. The level of it is highest point with 68.9411
percentages in the current assets of the bank in the fiscal year 2007/08.Where as its weight is
lowest level with 12.5425 percentages in year 2009/10. The average level of govt. securities of
the bank is 42.4150 percentages. And the standard deviation is 27.1217 percentage and the
coefficient of variation is 63.94%.

From above calculation of Govt. Securities percentage trend value of the constants ‘a’ and ‘b’
are as follows:

Constants value of Nabil bank in Govt. Securities.

a=42.4150

b=15.8164

The trend rate or rate of change of investment Govt. Securities percentage ‘b’ of Nabil bank is

positive.

The trend values of investment government securities percentage

Fiscal Year Investment Government Securities (YC) in %
2006/07 74.0478
2007/08 58.2314
2008/09 42.4150
2009/10 26.5986
2010/11 10.7822

Source: Appendix 6
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Graph 4.5

Trend Line of Investment Govt. Securities
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The above analysis helps to conclude that the Trend Line of Govt. Securities in graph is totally
decrease in the whole study period. The Trend Line of investment Govt. Securities is decreasing
order and shows that the current assets of bank are not sufficient. So, that the bank’s capacity of
investment in govt. Securities sector is not strong in study period. So, this is not good
satisfactory level of Govt. Securities of Nabil bank to represents the share of Govt. Securities are
decreases. Then the current assets of Nabil bank are lowest standard. Above analysis represent
that the Trend Line of Govt. Securities is in decreasing rate in the study period. The trend line
shoes that Nabil bank is not good utilized its govt. Securities to invest in income generating

sector.

e) Trend of Loan and Advance:

Loan and advance is also one of the component of current assets of the bank loan advance
percentage of Nabil bank is found to be fluctuating in the study period. The level of its highest
point is 32.1887 percentages in the current assets of bank in fiscal year 2010/11. And the lowest
level of bank current assets percentage with 11.981 in year 2007/08. The average level of loan
and advance of the bank is 20.1854, standard deviation is 10.8562 and coefficient of variation is
53.78%. It shows the bank has of risk factor and the return of bank has so good and

satisfactory level.

68



From above calculation of loan and advances percentage trend value of the constants ‘a’ and ‘b’
are as follows:

Constants value of Nabil bank in loan and advances:

a=20.1854

b=5.9462

The trend rate or the rate of change of loan and advance percentage ‘b’ of Nabil bank is positive.

It implies that the loan and advance of bank are increasing.

The trend value of loan and advances percentage

Fiscal Year Loan and Advances (YC) in %
2006/07 8.293
2007/08 14.2392
2008/09 20.1854
2009/10 26.1316
2010/11 32.0778

Source: Appendix 7

Graph 4.6

Trend Lines of Loan and Advances Percentage
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The above graph related to line of loan and advances shows that the trend line is in increasing
order and shows that the current assets of bank is increasing, so that the bank’s capacity of
lending is strong. The trend line of loan and advances is increasing order in the whole study

period. It means the bank is able to give the loan and advances to its customers or investors.
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Above analysis represent that the trend of loan and advances is in increasing rate in this study
period. The trend line shows that Nabil bank has effectively utilized its loan and advances in

lending sectors.

f) Trend of Misc. Current Assets:

Misc. current assets are also important of current assets of the bank. It is more fluctuating in the
study period. It is in increase in 1% year and then decreasing order in two year and fourth year it
increased. Then in last year it again decreased. It is highest point is 10.0176 in the year 2009/10
and lowest point is 3.5403 in the year 2008/09. the average level of misc. current assets
percentage for Nabil bank is 6.3637. similarly the standard deviation is 3.0053 percentage and
the coefficient of variation of misc. current assets is 47.22%. It shows that the Nabil Bank has
low risk that other current assets. From above calculation of misc. current assets percentage

trend value of the constants ‘a’ and ‘b’ are as follows:

Constants value of Nabil bank in misc. current assets:
a=6.3637
b=1.3785

The trend values of Misc. current assets percentage

Fiscal Year Misc. current assets (YC) in %
2006/07 3.6067
2007/08 4.9852
2008/09 6.3637
2009/10 7.7422
2010/11 9.1207

Source: Appendix 8
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Graph 4.7

Trend Line of Misc. Current Assets Percentage
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In the above graph the trend line of misc. current assets of Nabil bank for five year been shown.
The trend line shows increasing level of current assets in the study period. The line shows the
bank is in good position. So, the bank’s capacity of investment of misc. current assets is
effective utilized. The misc. current assets of bank are not able to invest those current assets for

its customer’s and investor.

4.3 Net Working Capital

Net Working Capital is the excess of current assets over current liabilities. In other words, the
amount of current assets which is more than current liabilities is known as working capital. If
current liabilities are nil then, working capital will equal to current assets. Working capital
shows strength of business in short period of time. If a company have some amount in the firm
of working capital, it means company have liquid assets, with this money company can face
every crises position in the market. Networking capital can be positive of negative. Positive
working capital means that the company currently is unable to meet its short term liabilities with
its current assets (cash, account receivable and inventory).

The most common definitions of working capital is:

B Current assets — current liabilities

All the organization should have just adequate working capital to serve in competitive market.
Excessive or inadequate working capital is dangerous from the firm’s point of view. Exclusive

investment working capital affects a firm’s profitability just as idle investment yields nothing. In
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the same way in adequate or negative net working capital may be harmful to the organization.

So, net working capital can be more useful for the analysis of trade off between profitability and

risk. It enables a firm to determine how much amount is left for operational requirement.

Table 4.3

Net Working Capital of Nabil Bank

Fiscal year | Current Assets | Current Liabilities | Networking Capital | % Change in NWC.
2006/07 103805.93 126157.234 -22351.3 -

2007/08 129752.93 53854.606 75898.324 -4.395

2008/09 173061.68 76808.7649 96252.92 0.268

2009/10 86317.24 83501.7012 2815.54 -0.970

2010/11 100248.84 108128.58 -7879.74 -3.798

Average 28947.14

S.D. 20946.861

CV. 72.36

Source: Appendix15

Rs. in Million

From the above table shows that the working capital of Nabil bank is firstly decreasing order

than increasing and lastly again decrease. The average level of net working capital of this bank
Is 28947.14 million.

In the case of net working capital of Nabil bank table shows that net working capital is

decreasing in year 2006/07 and increasing 2" and 3" year and the working capital is again

decreasing 4™ and last year. It’s means that this Nabil bank has negative working capital and

decreasing order of study period. This implies that there is not sufficient amount required for

operational requirement.
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Graph 4.8

Net working Capital of Nabil Bank
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5.3 Ratio Analysis

Ratio is the numerical or arithmetical relation between two variables. It is expressed when one
variable is divided by another .Ratio analysis is the process of determining and interpreting
numerical between variables of financial statement. Ratio is used an index for evaluation the
financial position and performance. It helps analysis to make quantitative judgment about
financial position and performance of the bank.

Ratio analysis is developed to show the numerical relationship between the data presented in the
financial statement. It helps to measures profitability, solvency and performance of any business
firm. It facilitates the decision maker to take the appropriate decision basing on the different

ratios.

4.4.1 Liquidity Ratios

It is very important for firm to be meeting its obligations as they become due. Liquidity ratios
measure the ability of the firm to meet its current obligations. A firm should ensure that it
doesn’t suffer from the liquidity crunch, and that it is not too much highly liquid. The failure of
a company to meet its obligations due to lack of very high degree of liquidity is also bad, idle or

non-performing assets earn nothing. The firms fund will be unnecessary tied up in the current
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assets. Therefore, it is necessary to strike a proper balance between liquidity and lack of
liquidity.

A commercial bank must maintain satisfactory liquidity position to satisfy the credit needs of the
community, meet demand for deposits, withdrawal, pay maturity obligation in time and convert
to cash assets into cash to satisfy immediate needs without loss to the bank and without
consequent impact on long run profitability of the bank.

To measure the liquidity position of the bank, the following measures of liquidity ratios has

been calculated and brief analysis of the same has been done as below:

a). Current Ratio:

This ratio indicates the current short-term solvency position of the bank. Higher current ratio
indicates better liquidity position. In other words, current ratio represents a margin of safety, i.e.
a ‘cushion’ of protection for creditors and the highest the current ratio, greater the margin of
safety, the large amount of current assets in relation to current liabilities, and more the bank

ability to meet its current obligations. The current ratio can be calculated as shown below:

current assets

Current ratio= ——
curren t liabilities

The following table shows that the current ratio to compare the working capital management of
Nabil bank limited.

) Table 4.4
Current Ratio
Rs. in Million

Fiscal year Current Asset| Current Liabilities | Current Ratio
2006/07 103805.93 126157.23 82.28

2007/08 129752.93 53854.606 240.93
2008/09 173061.68 76808.764 225.31
2009/10 86317.24 83501.7012 103.37
2010/11 100248.84 108128.58 92.71

Average 118637.324 89690.176 148.92

S.D. 77.42

C.V. 51.98

Source: Appendix 16

From above table it depicts that current assets are increasing and decreasing order than the

liabilities also fluctuated in study period. The current ratio of nabil bank is fluctuated in the
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study period. It is highly increased in year 2007/08. Than the year 2008/09 Or 2009/10 ratio are
little decrease and the last year the current ratio again decrease. The highest point is 240.93 and
lowest ratio is 82.28. Standard deviation is 77.42 similarly coefficient of variation is 51.98in the
study period. Hence, more than 50% of coefficient of variation is current ratio maintained by the
Nabil bank limited.

Graph 4.9
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Graph 4.9 shows that the current ratio of Nabil bank has fluctuated in the study period. It is clear from
the graph those current ratios are lower and higher in compare of starting year of study period. The
above analysis helps to conclude that the bank is able to maintain the standard current ratio 225.31 for
the year 2008/09. Therefore the bank has good liquidity position according to norms however they have

sufficient current liabilities.

b) Quick ratio:

Quick ratio is a relationship between quick or liquid assets and current liabilities. An asset is
said to be quick if it can be converted into cash immediately or reasonably soon and without a
loss of original value. For this study, cash and bank balance, money at calls and short notice and
Govt. securities are considered as quick assets because of their tendency of conversion into cash
shortly without the loss of value. Quick ratio reflects the instant debt paying capacity of the firm.
It is also called acid test ratio.

The formula is given below:
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Quick Ratio =

Quick /Acid Test Assets

Current Liabilities

Quick Assets = Cash and Bank balance + Investment Govt. Securities + Money at

calls and Short Notice

Table 4.5
Quick Ratio
Rs. in Million

Fiscal year Quick Asset Current Liabilities Quick Ratio
2006/07 85436.71 126157.234 67.72
2007/08 109086.669 53854.606 202.55
2008/09 145632.7 76808.7649 189.60
2009/10 50080.36 83501.7012 59.97
2010/11 58853.32 108128.58 54.42
Average 89817.9518 89690.176 114.85
S.D. 74.43
C.V. 64.80

Source: Appendix 17
From the Table 4.5 the quick ratio of Nabil bank is fluctuating over the study period. The ratio

of highest point is 202.55 in the year 2007/08 and lowest point is 54.42in the year 2010/11.

There is different between highest and lowest ratio. The average ratio is 114.85. Similarly the

standard deviation of ratio is 74.43 and the coefficient of variation is 64.80.
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Graph 4.10
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Above graph 4.10 shows that the quick ratio of nabil bank limited has fluctuated or high and low

order in the study period. The ratio starting year increased and the second year its highly

increased than the last year the ratio is decreasing order. That means the Nabil bank’s liquidity is

not satisfactory.

I). Cash and bank balance to deposit ratio (excluding fixed deposit): The cash and bank

balance to deposit ratio clears its definition. This ratio is calculated as below:

Balance to Deposit Ratio =

cash and bank balance

total depo sit(excluding fixed deposit )

The following table shows the cash and bank balance to deposit ratio of Nabil bank limited.

Table 4.6
Cash and Bank Balance to Total Deposit Ratio (Excluding Fixed Deposits)
Rs. in Million
Fiscal year | Cash and Bank Balance Deposit (Current)| Ratio
2006/07 6302.37 29105.897 21.65
2007/08 13998.249 33952.3977 41.22
2008/09 26711.39 52843.68 50.54
2009/10 33725.11 54805.334 61.53
2010/11 14000.97 79046.19 17.71
Average 38.53
S.D. 18.70
C.V. 48.53

Source: Appendix 18
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Table 4.6 demonstrates that the ratio of Nabil bank are increasing and decreasing in the study
period. The ratios are slightly increasing in the 4" year and decreasing in 5" year. The ratio of
highest point is 61.53 in the fiscal year 2009/10 and the lowest is 17.71 in the year 2010/11. The
average ratio is 38.53. The standard deviation is 18.70 and the coefficient of variants is 48.53.

Graph 4.11
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From the above graph depict that the cash and bank balance to deposit ratio (excluding fixed
deposit) of Nabil bank. Graph shows that the ratio is smoothly increase in 4™ year then at last
year ratio is very decrease. In the study period balance to deposit ratio is low. So that Nabil bank
maintains the cash and bank balance to deposit ratio.

I1) Saving deposit to total deposit ratio: The ratio is calculated as below:

saving deposit

Saving Deposit to Total Deposit = )
total deposit

Total Deposit = Current Deposit + Fixed Deposit
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Table 4.7
Saving Deposit to Total Deposit Ratio

Rs. in Million

Fiscal year Saving Deposit Total Deposit Ratio

2006/07 87707.5942 63596.83 137.91

2007/08 10187.3544 88304.28 11.53

2008/09 12159.966 137484.54 8.88

2009/10 14620.407 137912.41 10.60

2010/11 13783.58 93757.34 14.70

Average 36.72

S.D. 56.60

C.V. 154.13

Source: Appendix 19

Above table shows that the saving deposit is fluctuating in the study period. The ratio of first,
second and third year is decreasing and fourth and fifth is increasing. The ratio of highest point
is 137.91 in the year 2006/07 and the lowest point is 8.88 in the year 2008/09. The average ratio
Is 36.72. The standard deviation is 56.60 and the coefficient of variation is 154.13

Graph 4.12
Saving deposit to total deposit ratio

160
140

120

100 \
80 \
60 \

\ 1153
20 —

8.88 10.6
— ——% 1,7
2008/09 2009/10 2010/11

o]

Y 2006/07 2007/08

—— Ratio

Above graph shows the ratio is decreasing or increasing order. The ratio in 2" and 3™ year is
decreased than in 1% year and again it is increased from 4™ and 5™ year. It means the saving
deposit of the bank is fluctuated in the study period. It is not constant and it is not good for the
bank.
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1ii) Loan and Advances to Total Deposit Ratio: This ratio is calculated as below

Loan and Advance to Total Deposit =

loan and advances

total deposit

Total Deposit = Current Deposit + Fixed Deposit

Loan and Advances to Total Deposit Ratio

Table 4.8

Rs. in Million

Fiscal year Loan and Advance | Total Deposit Ratio
2006/07 12922.54 63596.83 20.31
2007/08 15545.77 88304.28 17.60
2008/09 21365.05 137484.54 15.53
2009/10 27589.93 137912.41 20
2010/11 32268.87 93757.34 34.41
Average 21.57
S.D. 7.43
C.V. 34.44

Source: Appendix 20

From the above table shows that the loan and advances to the total deposit ratio of Nabil bank
are fluctuated. But in study period its ratio is high so the bank has profit . The highest ratio is
34.41 in the year 20010/11 and the lowest ratio is 15.53 in 2008/09. The average ratio is 21.57.
The standard deviation is 7.43 and the coefficient of variation is 34.44.

Graph 4.13
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Above graph 4.13 shows the ratio is decreasing order than the last year ratio is increasing.
Increment of this ratio is the main target of all banks. So the higher ratio better is the

mobilization of the funds.

iv) Loan and Advances to Fixed Deposit Ratio: This ratio is calculated as below:
loan and advances

Loan and Advances to Fixed Deposit Ratio = : :
fixed deposit

The following table shows the ratio of Nabil bank.

Table 4.9
Loan and Advances to Fixed Deposit Ratio
Rs. in Million
Fiscal year Loan and Advances | Fixed Deposit | Ratio
2006/07 12922.54 34490.94 37.46
2007/08 15545.77 54351.89 28.60
2008/09 21365.05 84640.86 25.24
2009/10 27589.93 83107.08 33.19
2010/11 32268.87 14711.15 219.34
Average 68.76
S.D. 84.30
C.V. 122.60

Source: Appendix 21

The above table shows that the ratio is fluctuating in the study period. The ratio is smoothly
decreasing up to 3™ year and increased in 4™ and 5" year. The highest ratio is 219.34 in the year
2010/11 and the lowest ratio is 25.24 in the year 2008/09. The average ratio is 68.76 and

standard deviation is 84.30. Then the coefficient of variance is 122.60.
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Graph 4.14
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The above graph shows that the ratio trend line is firstly its decreasing and the last year ratio is
increasing in 2009/10.

v) Loan advances to saving Deposit Ratio: This ratio is calculated as below:

Loan and advances

Loan and Advance to Saving Deposit = - -
Saving deposit

Table 4.10
Loan and Advances to Saving Deposit Ratio
Rs. in Million
Fiscal year Loan and Advance | Saving Deposit Ratio
2006/07 12922.54 87707.59 14.73
2007/08 15545.77 10187.35 152.59
2008/09 21365.05 12159.96 175.70
2009/10 27589.93 14620.40 188.70
2010/11 32268.87 13783.58 234.11
Average 153.16
S.D. 82.89
C.V. 54.11

Source: Appendix 22

Above table shows that the ratio’s are slightly increasing order. The highest ratio is 234.11 in
the year 2010/11 and the lowest ratio is 14.73 in the year 2006/07. The average ratio is 153.16.

The standard deviation is 82.89 and the coefficient of variation is 54.11%.
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Loan and Advances to Saving Deposit Ratio

Graph 4.15
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From the above graph 4.15 shows that the trend line is increasing order. it means that the ratio
of loan and advanceds to saving deposit is increase in the study period.
4.4.2 Profitability Ratio

Profitability is an indicator of efficiency of the business organization. Profitability ratio

measures the management overall efficiency as shown by the return generated from sales and

investment. Higher the profitability ratio shows the efficiency of the management.

a). Interest Earned to Total Assets Ratio: This ratio can be calculated as below:

Interest Earned to Total Assets Ratio =

Interest earned

Total Assets

Table 4.11
Interest Earned to Total Assets Ratio
Rs. in Million

Fiscal year Interest Earned Total Assets Ratio
2006/07 13099.98 8609.18 152.16
2007/08 15877.58 4816.23 329.66
2008/09 19786.96 8464.92 233.75
2009/10 27984.86 11887.73 235.40
2010/11 40477.25 117140.88 34.55
Average 197.10
S.D. 110.48
C.V. 56.05

Source: Appendix 23

Above table shows that the interest earned ratio of bank is fluctuating. The second year ratio is

increase and then order years ratio is slightly decrease. The highest ratio is 329.66 in the year
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2007/08 and the lowest ratio is 34.55 in the year 2010/11. The average ratio is 197.10. Standard
deviation and coefficient of variation are 110.48 and 56.05 respectively.

Graph 4.16
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This graph shows that the trend of earning ratio is up and down. The fiscal year 2006/07 ratio is
higher than other years. This year Nabil bank is in satisfactory level. The interest on to total
assets ratio implied that Nabil bank is sufficient total fund for using to on interest income and

other year this ratio is slightly changes.

b) Net Profit to Total Assets Ratio: This ratio can be calculated as below:

Net profit
Total assets

Net Profit to Total Assets Ratio =

The following table shows the ratio of net profit to total assets of Nabil bank.
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Table 4.12

Net Profit to Total Assets Ratio

Rs. in Million
Fiscal year Net Profit Total Assets Ratio
2006/07 6352.62 8609.18 73.75
2007/08 6739.59 4816.23 139.93
2008/09 7464.68 8464.92 88.18
2009/10 10310.53 11887.73 86.73
2010/11 11385.70 117140.88 9.71
Average 79.66
S.D. 46.59
C.V. 58.48

Source: Appendix 24

Table 4.12 shows that the net profit to total assets ratio of Nabil bank is fluctuating in the study
period. It is highest 139.93 in the year 2007/08and lowest is 9.71 in the year 2010/11. The
average ratio is 79.66 during the studying period. The standard deviation and coefficient of
variation are 46.59 and 58.48 respectively.
Graph 4.17
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This graph shows that the 1% year it increase. It indicates that in the year 2007/08 bank has more
profit to total assets and later this ratio decreased. So it indicates bank need to improve its profit
ratio.

¢) Net Profit to Total Deposit Ratio: This ratio can be calculated as below:

Net Profit

Net Profit to Total Deposit Ratio = —————
Total Deposit
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The following table shows the ratio of net profit to total deposit of Nabil bank.

Table 4.13
Net Profit to Total Deposit Ratio
Rs. in Million
Fiscal year Net Profit Total Deposit Ratio
2006/07 6352.62 63596.83 9.98
2007/08 6739.59 88304.28 7.63
2008/09 7464.68 137484.54 5.42
2009/10 10310.53 137912.41 7.47
2010/11 11385.70 93757.34 12.41
Average 8.58
S.D. 2.68
C.V. 31.23

Source: Appendix 25

Table 4.13 shows that the ratios of Nabil bank are fluctuating in the study period. The highest

ratio is 12.41 in the year 2010/11 and lowest ratio is 5.42 in the year 2008/09.the average ratio is

8.58. The standard deviation of the bank study period is 2.68 and the coefficient of variation is

31.23.
Graph 4.18
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This graph said to the net profit ratio is decreasing and the after 3™ year the ratio is  slightly

increasing. It means this ratio is fluctuated during the study period.
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4.4.3 Correlation Analysis
Correlation analysis is the statistical tool that we can use to describe the degree to which one
variable is linearly. Two or more variables are said to be correlated if change in the value of one
variable appears to be related or linked with the change in the other variables. The relationship
between age, height and weight are studies by correlation. Correlation is an analysis of the
covariance between two or more variables and it deals to determine the degree of relationship
between two or more variables. It does not tell us anything about cause and effect relationship
I.e. if there is a high degree of correlation between two variables we cannot say which the causes
are and which is the effect. Sometimes, correlation does not necessarily imply causation while
causation always implies correlation. In correlation analysis, only one variable is treated as
dependent and one or more variables are treated as in dependent. Among the various methods of
finding out the coefficient of correlation, Karl Person’s method is applied in the study. The
result of coefficient of correlation is always lies between +1 and -1 when the coefficient of
correlation ‘r’ is +1 there is perfect relationship between two variables and vice-versa. When (r)
is O there is no relationship between two variables.
Under this topic, this study tries to find out relationship between the following variables.

1) Coefficient of correlation between current assets and current liabilities.

i) Coefficient of correlation between total deposit and net profit.

iii) Coefficient of correlation between total deposit and loan and advances.
The above analysis tools analyze the relationship between these the relevant variables and help
the bank to make sound policies regarding deposit collection, fund utilized (loan and advances
and investment) and profit maximization.
The following formula is used to find out the relationships:

XXy

VIx2\xy?

Coefficient of correlation (r) =

Where, X =X -X
Y=y-y
Nearer the value of r to +1 closer will be the relationship between two variables and nearer and

nearer the value of r to 0 lesser will be the relationship.

0.6745(1-12)

PE.= T
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Where, P.E. = Probable error of correlation coefficient
I = Correlation coefficient

N = Number of observations.

i) Coefficient of correlation between current assets and current liabilities:
The following table describes the relationship between current assets and current liabilities of
Nabil bank with comparatively less than five year study period. In the following case, current

assets are independent variable (X) and current liabilities are dependent variables (Y).
Table 4.14

Coefficient of Correlation of Current Assets and Current Liabilities

Bank r P.E. 6 x P.E. Result
Nabil -0.141 0.296 1.776 Not significant

Sources: Appendix 26

The above table indicates that the coefficient of correlation between current assets and current
liabilities of Nabil bank limited is -0.141. It means there is low degree of negative relationship
of both components. The value of r is less than the 6 times of P.E. which indicates that there is

no significant relationship between current assets and current liabilities.

i) Coefficient of correlation between total deposit and net profit:
Table 4.15

Coefficient of Correlation of Total Deposit and Net Profit

Bank R P.E. 6 x P.E. Result
Nabil 0.379 0.259 1.554 No conclusion

Sources: Appendix 27
From the above table, it can be inferred that the coefficient of correlation between total deposits

and net profit of Nabil bank limited is positive here, P.E.=0.259< r=0.379< 6PE= 1.554 this
implies though during the study period there exit positive correlation between total deposit and
net profit, no conclusion could be derived as to statistically significant/ insignificant.

1ii) Coefficient of correlation between total deposit and loan and advances:

The basic function of the every bank is to collect deposit and invest their funds on loan and

advances. Large amount of loan and advance to generate higher profit.
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Table 4.16
Coefficient of Correlation of Total Deposit and loan and advances

Bank R P.E. 6 x P.E. Result
Nabil 0.504 0.225 1.35 No conclusion

Sources: Appendix 28

From the above table, it can be inferred that the coefficient of correlation between total deposit
to loan and advances in Nabil bank is positive. Since, P.E.=0.225< r =0.504< 6PE= 1.35, this
implies though during the study period there exit positive correlation between total deposit and

loan and advances, no conclusion could be derived as to statistically significant/ insignificant.
Major Findings:

Basically in this research work, all the data has been obtained from secondary sources. Data has
been analyzed by using financial as well as statistical tools. This topic focuses on the major
finding of the study, which are derived from the analysis of working capital position of the Nabil
bank comparatively applying five years from 2007 to 2011.

The major findings of the study drive from the analysis of financial tools of the banks are given
below:

- The major components of current assets of bank are cash and bank balance, money at call
& short notice, loan and advances, investment govt. securities. In the study period the
proportion of cash and bank balance, loan and advances, investment govt. securities and
money at call & short notice to total current assets on average percentages are 17.0661%,
20.1854%, 42.4150%, 13.9693% respectively. It shows that the average percentage of
cash and bank balance, loan and advances, investment govt. securities were higher than
the money at call & shirt notice. The current assets average trend is increasing and
decreasing.

- The average net working capital of this bank is 28947.14. All of the networking capital is
not positive in the study period. Negative working capital indicates the insufficient
amount of bank which is harmful to the bank and positive networking capital indicates
the sufficient amount of this bank. The networking capital ranges from 2815.54 to
96252.92. The standard deviation of networking capital is 20946.861 and C.V. is 0.7236.

- The liquidity position of the bank is analyzed with the current ratio, quick ratio and cash
balance to deposit ratio. The current ratios of Nabil bank over the period were 82.28,
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240.93, 225.31, 103.37, and 92.71. It is increasing and decreased trend and the average
current ratio is 148.92 and standard deviation and coefficient of variation of this ratio is
77.42 and 51.98. The quick and cash deposit ratio average is 114.85 and 38.53. Then the
S.D and C.V is quick ratio’s 74.43, 64.80 and cash deposit ratio’s 18.70, 48.53.This
shows the liquidity position or short-term solvency during the study period. Although the
higher liquidity means lower risk as well as lower profit in general, it does not necessarily
mean lower profit in case of every bank.

Saving deposit to total deposit ratio are fluctuating during the study period. It is ranges
from 8.88 to 137.91. The average ratio is 36.72. High ratio indicates more short term and
less costly sources of funds. Similarly the low ratio indicates long term and costly sources
of fund.

The profitability is the measures of efficiently of the firm. The profitability of Nabil bank
is analyzed from various angles. The average value of interest on to total assets ratio is
197.10. And net profit to total assets average ratio is 79.66. When these ratios are high,
then more efficiently using its total assets to earn interest income.

The trend value of interest earned to total assets ratio are increasing than slightly
decreased. Although the net profit to total assets ratio and net profit to total deposit ratio
are more fluctuating in the study period. It shows that the bank is not able to efficiently
use its working capital funds of assets to earn higher rate of profit during the study
period.

The correlation coefficient of current assets and current liabilities of Nabil bank is not
significant correlated. The value of ‘r’ is —0.141 which indicates negative relationship
between current assets and current liabilities. The coefficient of correlation of total
deposit to net profit and total deposit to loan & advances of the bank is not correlated.
The value of ‘r’ is 0.379 and 0.504, P.E. is 0.259 and 0.225 and 6 times of P.E. is 1.554
and 1.35 respectively. It shows there are no relationship between total deposit and net

profit or total deposit and loan & advances.
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CHAPTER-V

Summary, Conclusion and Recommendation

This Chapter highlights some actionable Summary, Conclusion and Recommendation on the
basic of the main findings, which are derived from the analysis of Nabil Bank Ltd. The analysis
is performed with the help of financial and statistical tools. The analysis is associated with
comparison and interpretation. Under financial analysis various financial ratios related to the
Working Capital management is used. They are liquidity ratio, activity or turnover ratio,
profitability ratio, composition of Working Capital and Net Working Capital. Under statistical
analysis some relevant statistical tools are used which are mean/average, standard deviation,

coefficient of variation, coefficient of correlation, trend analysis and probable error.

5.1 Summary

In financial sector, establishment of commercial banks, especially joint venture banks has
continued in response to the economic liberalization policies of the government. Bank is a
resources mobilization institution which aspect deposits from various sources and invest in the
fields of agriculture, foreign trade, commerce, industry etc. banks helps to mobilize the small
saving collectively to huge capital markets.

Commercial Banks are rapidly opened, so that at present there are 31 commercial banks are
operating in Nepal. Commercial banks with higher technology and efficient methods in banking
sector especially after the political reform of the country. In this study only one commercial
banks has been undertaken i.e. Nabil Bank Limited. This study has been completed on the basic
of secondary data.

The main objectives of the study the analysis of the Working Capital as well as ratio analysis of
Nabil Bank Ltd. To fulfill this objective as described in chapter one, an appropriate research
methodology has development, which includes the ratio analysis as a financial tools and
statistical tools. The major ratio analysis consists of the composition of working capital position,
liquidity ratio, activity ratio and profitability ratio. In chapter four, the ratio and their trend
position are study. In order to test Karl Person’s correlation coefficient (r) is calculated and
relation between the various component of working capital.

The objectives are to evaluate the working capital management and financial analysis of Nabil

bank and to identify their strength and weakness. Theoretical framework of ratio analysis,
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correlation between two variables, it’s important and limitations, research methodology and
limitation of the study are mention.

In this study, the finding of financial tools liquidity ratio, activity or turnover ratio, profitability
ratio, composition of Working Capital and Net Working Capital and statistical tools like
mean/average, standard deviation, coefficient of variation, coefficient of correlation, trend
analysis and probable error have been used for the analysis and interpretation of the data. The
secondary data are used in the analysis which gives clear picture of the performance of the bank
with regard to its operation. All the information and data are obtained from the websites and
annual reports of the Nabil bank. The financial statement of five years (2006/07 to 2010/11) was

selected for the purpose evaluation.
5.2 Conclusion

Working capital Management is one of the most important part of every financial institution.
Due to the growing competition in banking sector every bank should care about its Working
Capital as life blood of business. In this research work the researcher find out to the situation of
Working Capital position. The researcher is using various financial and statistical tools. After

that the researcher derived some important conclusion from the study.

- The average current ratio of Nabil bank is 1.489(148.9) which is less than standard
current ratio 2:1. The Nabil bank is unable to maintain the current ratio with the standard
ratio.

- The mean of quick ratio is 114.85. it is not standard ratio. The average cash and bank
balance money at call & short notice and loan and advances percentage are increasing
trend but investment govt. securities is decreasing trend. The net working capital of Nabil
bank has negative in the 1% and 5" year of the study period and other three year is
positive net working capital. Nabil bank 1% and 5" year is inadequate or negative net
working capital which is harmful to the bank. So that the bank able to maintain adequate
liquidity position to meet the short term liabilities with current assets.

- The profitability position of interest earned to total assets ratio is increasing trend shows
that the Nabil bank is efficiently using its total assets so that bank is sufficient total fund

for using to earn interest income.
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From the activity turnover ratio, the position of turnover ratio is increasing trend. It
shows that the bankers are able to utilize the depositor’s fund to earn profit by providing
loan and advances. Nabil bank is utilizing saving deposits to income generating purpose.
The average of saving deposit is 153.16.

The net profit to total assets ratio and net profit to total deposit ratio are decreasing trend
in the study period. It shows that the bank is not more able to efficiently using its working
funds of assets and total deposit earn higher rate of profit during the study period. It
shows that the bank has not satisfactory level of generating profit. The bank should take
strong steps for the strong marketing and development of strategy for earn higher profit.
The correlation coefficient of the variable selected for the statistical analysis shows that
Nabil bank has not significant relationship between current assets and current liabilities.
While analyzing the correlation coefficient of total deposit to net profit and total deposit

to loan and advance of Nabil bank is not correlated.

5.3Recommendation

On the basic of analysis, major finding and conclusion of the study, some important

recommendations have been forwarded. Nabil bank limited has more experience and more

standard bank in the Nepalese commercial banking sector with a competent managerial team

some weaknesses have come into light through the study. The Nabil bank may use it as a

remedial measure. The some recommendations have been following:

The bank is suggested to improve its deposits and credits to increase its volume of
banking sector.

Positive working capital represents the sound management of the bank. Similarly, the
negative working capitals represent the poor financial management of the bank. In case of
Nabil bank has 1% and 5™ year is negative net working capital in the study period that is
not good for the bank and we have always found positive net working capital in the bank.
The Nabil bank is always maintaining size of current assets and current liabilities.

The liquidity position of current ratio, quick ratio and cash & bank balance to deposit
ratio of this bank less than normal standard ratio. This shows that the liquidity position
and short-term solvency is not better. Therefore, the bank should increase the current

assets and cash & bank balance.
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The bank should maintain positive relationship between loan & advances to total deposit
and total deposit to net profit in coming year.

The bank should increasing the ratio of interest earned to total assets which is determined
interest earned from investment over the total assets of a firm.

Since the economy of the country has become weaker, the studied banks are advised to
concentrate more on risk free securities and risk free loans.

Last, but not least the banks should keep in a peace with the changing banking
technology, improve organization structure, provide quality services to its customer and
activity participate in social welfare program organization culture that acquire, develops

utilizes and maintains the employees in a high moral is preferred.
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APPENDIX
Appendix- 1
Nabil Bank Limited

Five Years Balance Sheet

(In Rs. Million)
Particular 2006/07 2007/08 2008/09 2009/10 2010/11
Assets
Cash balance 2378.18 2704.069 | 5114.26 6743.95 6359.86
Bank balance 3924.19 11294.18 | 21597.13 26981.16 7641.11
Money at calls 17349.01 5635.32 19523.60 5528.88 31181.44
short notice
Investment 61785.33 | 89453.10 | 99397.71 10826.37 13670.91
Loan & Advances 12922.54 15545.77 21365.05 27589.93 32268.87
Misc./Other assets 5446.68 5120.50 6063.93 8646.95 9126.65
Total Current Assets 103805.93 | 129753.93 | 173061.68 | 86317.24 100248.84
Fixed Assets 3190.86 2868.95 5980.38 6609.88 7795.39
Less: 28.360 3173.219 | 3579.39 3369.10 3867.46
Depreciation
Net Fixed Assets 3162.50 -304.26 2400.99 3240.78 108014.23
Add: Misc. Assets 5446.68 5120.20 6063.93 8646.95 9126.65
Total Assets 8609.18 4816.23 8464.9232 | 11887.73 117140.88
Liabilities
Current Liabilities
Saving deposit 87707.59 10187.35 12159.96 14620.407 | 13783.58
Current deposit 29105.89 | 33952.39 | 52843.68 54805.33 79046.19
Bills payable 1126.06 835.148 2384.21 4631.38 4254.43
Misc. current liabilities | 8217.68 8879.70 9420.90 944457 11044.38
Total current liabilities | 126157.23 | 53854.60 76808.76 83501.70 108128.58
Fixed deposit 34490.94 | 54351.89 | 84640.86 83107.08 14711.15
Long term liabilities 20481.96 | 29396.22 | 40371.98 51115.45 42096.54
Total capital & liabilitie§ 181130.134 | 137602.725 | 201821.6049 | 217724.24 | 164936.27
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APPENDIX

Appendix-2

Nabil Bank Limited

Profit and Loss Statement

(In Rs. Million)

S.N. | Particular 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11
1 Interest income 13099.98 15877.58 | 19786.96 | 27984 40477.25
2 Interest expenses 3571.61 | 5557.101 | 7584.36 | 11532.80| 19601.08
Net interest income 9528.37 | 10320.48 | 12202.60 | 16452.06 | 20876.17
Commission discount 1382.93 | 1506.08 | 1562.34 | 1796.93 | 2154.81
Other operating income 828.97 | 875.74 974.45 | 1441.64 | 1695.48
5 Exchange income 1854.83 | 2099.26 | 1694.87 | 2519.19 | 2914.40
Total operating income 13595.12 14801.57 | 16704.27 | 22209.83 | 27640.88
6 Personal expenses 2197.80 | 2401.61 | 2629.075| 3398.97 | 3671.62
7 Other operating expenses 1826.96 | 1881.833 | 2207.50 | 2651.58 | 3346.68
Operating profit before 9570.35 | 10518.13 | 11867.69 | 16159.27 | 20622.56
provision of less
8 Provision for loss 37.69 142.06 640.55 | 457.22 | 3558.29
Operating profit 9532.65 | 10376.06 | 11227.13| 15702.04 | 17064.27
9 Non-operating income 7.353 52.806 240.83 | 21.901 |64.54
10 Provision for possible loss 77.29 109.26 111.005 | 106.178 | 397.91
write back
Profit form regular activities 9617.305 10538.138| 11578.98 | 15830.12 | 17526.74
11 Income from extra ordinary act | 260.735 | 407.366 | 3999.9 | 435.218 | 343.21
Profit from all activities 9878.04 | 10945.50 | 11978.89 | 16265.344 17869.96
12 Provision for staff bonus 898.003 | 995.045 | 1088.99 |1478.66 | 1625.18
13 Provision for income tax 2627.41 | 3210.86 | 3425.21 | 4476.14 | 4859.07
This year 2625.625 3145.26 | 3426.68 | 4707.019 | 4728.23
Previous year 1.788 65.59 0.528 9.187 8.319
Net profit/loss 6352.62 | 6739.59 | 7464.68 | (240.06) | Differed
tax-122.51
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Appendix-3

Calculation of Trend Value of Cash Balance Percentage

Fiscal year| Cash balance | x=X-07/08 | x Xy Yc = atbx
(X) v)

2006/07 | 2.29098 -2 4 -4.58196 1.5304
2007/08 | 2.08401 -1 1 -2.08401 2.9139
2008/09 | 2.95516 0 0 0 4.2974
2009/10 | 7.81298 1 1 7.81298 5.6809
2010/11 | 6.34407 2 4 12.68814 7.0644

Yy =21.4872 Yx%=10| Yxy = 13.83515

Here, >y =21.4872
Yx?=10

Here, > xy = 13.83515

Where n = Total number of year

Yc = Estimate value of y for give value of x in co-ordinate axis
a =y intercept of mean of y value

b = slope of line or rate of change

X = variable in time axis

So,

9= &: 21.4872 — 4.2974
N

b= ¢ - 2% _ 13835

T yx2 10
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Appendix-4

Calculation of Trend Value of Bank Balance Percentage

Fiscal year | Bank balance | x=X-07/08 | x? Xy Yc = a+bx

(X) (¥)

2006/07 3.7803 -2 4 - 7.4166 6.6926

2007/08 8.7043 -1 1 -8.7043 9.7307

2008/09 12.4794 0 0 0 12.7688

2009/10 31.2581 1 1 31.2581 15.8069

2010/11 7.62214 2 4 15.24428 18.845
Yy = 63.84424 Yx?=10 | Yxy=30.38148

Here, >y = 63.84424

Yx?=10

Here, > xy =30.38148

Where n = Total number of year.

Yc = Estimate value of y for give value of x in co-ordinate axis

a =y intercept of mean of y value

b = slope of line or rate of change

X = variable in time axis

So,

a= Z—y:
N

b= 2 —
yx

63.84424
5

30.38148
10

= 12.7688

= 3.0381
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Appendix-5

Calculation of Trend Value of money at call & short notice percentage

Fiscal year| Money at call { x=X-07/08 | x Xy Yc = a+bx
(X) notice (y)
2006/07 | 16.7129 -2 4 - 33.4258 7.8005
2007/08 | 4.3431 -1 1 -4.3431 10.8849
2008/09 | 11.2812 0 0 0 13.9693
2009/10 | 6.4053 1 1 6.4053 17.0537
2010/11 | 31.10404 2 4 62.2080 20.1381
Sy = 69.8465 >x% = 10| Yxy = 30.8444

Here, >y = 69.8465
Yx?=10

Here, > xy =30.8444

Where n = Total number of year

Yc = Estimate value of y for give value of x in co-ordinate axis
a =y intercept of mean of y value

b = slope of line or rate of change

X = variable in time axis

So,

a= 2 = 89845 _ 139693
N 5

h= 2 _ 3084 _ 30844

T yx2 10
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Appendix-6

Calculation of Trend Value of Investment Govt. Securities Percentage

Fiscal year | Investment Goy x=X-2007/08| x° Xy Yc = a+bx
X) Securities (y)

2006/07 59.5200 -2 4 - 119.0400 74.0478
2007/08 68.9411 -1 1 -68.9411 58.2314
2008/09 57.4348 0 0 0 42.4150
2009/10 12.5425 1 1 12.5425 26.5986
2010/11 13.63697 2 4 27.27394 10.7822

Yy =212.0753 Yx?=10 | Yxy =-158.1646

Here, >y =212.0753
Yx?=10
Here, > xy =-158.1646

Where n = Total number of year

Yc = Estimate value of y for give value of x in co-ordinate axis
a =y intercept of mean of y value

b = slope of line or rate of change

X = variable in time axis

So,

a= %z 2120753 _ 42 4150

b= &Y — %% _ 158164
yx 10
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Appendix-7

Calculation of Trend Value of Loan and Advance percentage

Fiscal year| Loan and x=X-07/08| x* Xy Y = a+bx
X) Advanced (y)
2006/07 | 12.4487 -2 4 - 24.8974 8.293
2007/08 | 11.9810 -1 1 -11.9810 14.2392
2008/09 | 12.3453 0 0 0 20.1854
2009/10 | 31.9634 1 1 31.9634 26.1316
2010/11 | 32.1887 2 4 64.3774 32.0778
Yy =100.9271 Yx°=10 | Yxy = 59.4624

Here, >y =100.9271
Yx% =10

Here, Y xy =59.4624

Where n = Total number of year

Yc = Estimate value of y for give value of x in co-ordinate axis
a =y intercept of mean of y value

b = slope of line or rate of change

X = variable in time axis

a= 2= 1227 _ 20.1854
N 5

b= &Y = 22 _ 59462
>x 10
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Appendex-8

Calculation of Trend Value of Misc. current assets percentage

Fiscal year | Misc. current ag X=X-07/08 | X? Xy Y =at+bx
(X)

2006/07 5.2469 -2 4 - 10.4938 3.6067
2007/08 3.9463 -1 1 - 3.9463 4.9852
2008/09 3.5039 0 0 0 6.3637
2009/10 10.0176 1 1 10.0176 7.7422
2010/11 9.1039 2 4 18.2078 9.1207

Yy =31.8186 Yx?=10 | Yxy = 13.7853

Here, > y=31.8186
Yx?=10

Here, ) xy =13.7853

Where n = Total number of year

Yc = Estimate value of y for give value of x in co-ordinate axis
a =y intercept of mean of y value

b = slope of line or rate of change

X = variable in time axis

So,

a= &= 31.8186 — 63637
N 5

b= 2 - B7%5 _ 413785

Yx2 10
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Appendix - 9

Cash balance to Current Assets percentage

Year X1 di=(X1-x1) dy?

2006/07 2.2909 -2.0064 4.0256

2007/08 2.0840 -2.2133 4.8986

2008/09 2.9551 -1.3422 1.8015

2009/10 7.8129 3.5166 12.3594

2010/11 6.3440 2.0467 4.1889

N=5 Y'x1 = 21.4869 Y'di? = 27.2740
_>x1

Average / mean (X ) = ~

_ 214869
5

= 4.2973

Standard deviation (o) = |24

n—1

_ [27.2740
5-1

=2.6112%

Coefficient of variation (C.V.) = ;i x 100

_ 26112
4.2973

= 60.76%

x 100
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Appendex-10

Bank balance to Current Assets percentage

Year X1 di=(X1-X1) dy?

2006/07 3.7803 -8.9885 80.7931

2007/08 8.7043 -4.0645 16.5201

2008/09 12.4794 -0.2894 0.0837

2009/10 31.2581 18.4893 341.8542

2010/11 7.6221 -5.1467 26.4885

N=5 Y'x1= 63.8442 Y'd,? = 465.7396
_>x1

Average / mean (x) = ~

_ 63.8442
5

= 12.7688

Standard deviation (o) = %

_ [465.7396
5-1

=10.7905%

Coefficient of variation (C.V.) = ;i x 100

_ 10.7905
12.7688

= 84.50%

x 100
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Appendex-11

Money at Call & short Notice to Current Assets percentage

Year X1 di=(x1-x1) dy?

2006/07 16.7129 2.7436 7.5273

2007/08 4.3431 -9.6262 92.6637

2008/09 11.2812 -2.6881 7.2258

2009/10 6.4053 -7.564 57.2140

2010/11 31.1040 17.1347 293.5979

N=5 Y'x1 = 69.8465 y'di? = 458.2287
_>x1

Average / mean (x) = ~

_ 69.8465
5

= 13.9693

Standard deviation (o) = ,%i_%l

_ |458.2287
5-1

=10.7031%

Coefficient of variation (C.V.) = ;i x 100

10.7031
= X

= 100
13.9693

=76.61%
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Appendex-12

Investment Govt. Securities to Current Assets percentage

Year X1 di=(X1-x1) ~ 3d?

2006/07 59.5200 17.105 292.5810
2007/08 68.9411 26.5261 703.6339
2008/09 57.4348 15.0198 225.5943
2009/10 12.5425 -29.8725 892.3662
2010/11 13.6369 -28.7781 828.1790

N=5 Y'x1=212.0753 Yds? = 2942.354

_>x1

Average / mean (x) = =

_ 212.0753
5

= 42.4150

Standard deviation (o) = ,%i_%l

_ [2942.354
5—-1

=27.1217%

Coefficient of variation (C.V.) = ;i x 100

_ 271217
42.4150

=63.94%

100
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Appendex-13

Loan and Advance to Current Assets percentage

Year X1 di=(xi-x1) dy?

2006/07 12.4487 -7.7367 59.8565

2007/08 11.9810 -8.2044 67.3121

2008/09 12.3453 -7.8401 61.4601

2009/10 31.9634 11.778 138.7212

2010/11 32.1887 12.0033 144.0792

N=5 Y'x1=100.9271 Ydi? = 471.4291
_>x1

Average / mean (x) = ~

_100.9271
5

= 20.1854

Standard deviation (o) = %

_ |471.4291
5-1

= 10.8562%

Coefficient of variation (C.V.) = ;i x 100

_10.8562
~20.1854

= 53.78%

x 100
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Appendex-14

Misc. Current Assets to Current Assets percentage

Year X1 di=(x1-x1) dy?

2006/07 5.2469 -1.1168 1.2472

2007/08 3.9463 -2.4174 5.8438

2008/09 3.5039 -2.8598 8.1784

2009/10 10.0176 3.6539 13.3509

2010/11 9.1039 2.7402 7.5086

N=5 Y'x1= 31.8186 Y'ds® = 36.1289
yx1

Average / mean (x) = =

= 318186 _ ¢ 3637

Standard deviation (o) = ,%i_%l

_ [36.1289
5-1

=3.0053%

Coefficient of variation (C.V.) = ;i x 100

3.0053
= X
6.3637

100

=47.22%
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Appendex-15

Net Working Capital

Year X4 di=(X1-x1) d,?

2006/07 -22351.3 -51298.45 2631530972
2007/08 75898.32 46951.17 2204412364
2008/09 96252.92 67305.77 4530066675
2009/10 2815.54 -26131.61 6828610412
2010/11 -7879.74 -36826.89 1356219827

N=5 >'x1=144735.74 Zdlz = 17550840250

Average / mean (x ) = %

_ 144735.74
5

= 28947.148

Standard deviation (o) = %

_ [17550840250
5-1

=20946.861%

Coefficient of variation (C.V.) = ;i x 100

_ 20946.861
28947.148

= 72.36%

x 100
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Appendex-16

Current Ratio

Year X1 di=(x1-x1) dy?
2006/07 82.28 -66.64 4440.88
2007/08 240.93 92.01 8465.84
2008/09 225.31 76.39 5835.43
2009/10 103.37 -45.55 2074.80
2010/11 92.71 -56.21 3159.56
N=5 Yx1= 744.6 ydi?=23976.51
Average / mean (x) = ZNil

_744.6

5

=148.92

— _ [xa?

Standard deviation (o) = &=

_ [23976.51

a 5—-1

=77.42

Coefficient of variation (C.V.) = ;i x 100

_ 7742
148.92

=51.98%

x 100
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Appendex-17

Quick Ratio

Year X1 di=(X1-X1) dy?
2006/07 67.72 -47.13 2221.23
2007/08 202.55 87.70 7691.29
2008/09 189.60 74.75 5587.56
2009/10 59.97 -54.88 3011.81
2010/11 54.42 -60.43 3651.78
N=5 Y'x1=574.26 Ydi® = 22163.67
Average / mean (x) = ZNil

_574.26

5

=114.85

- _ zd

Standard deviation (o) =1

_ |22163.67

a 5—1

=74.43%

Coefficient of variation (C.V.) = ;i x 100

_ 7443
114.85

= 64.80%

x 100
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Appendex-18

Cash and Bank balance to total Deposit Ratio (Excluding fixed assets)

Year X1 di=(X1-X1) ds?
2006/07 21.65 -16.88 284.93
2007/08 41.22 2.69 7.23
2008/09 50.54 12.01 144.24
2009/10 61.53 23 529
2010/11 17.71 -20.82 433.47
N=5 >'x1=192.65 >'d,?=1398.87
Average / mean (x) = ZNil

19265

5

= 38.53

— _ [xa?

Standard deviation (o) = [~

_ 139887

T4 5-1

=18.70

Coefficient of variation (C.V.) = ;i x 100

18.70
=——x100
38.53

= 48.53%
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Appendex-19

Saving Deposit to total Deposit Ratio

Year X4 di=(X1-X1) dy?

2006/07 137.91 101.18 10238.60

2007/08 11.53 -25.19 634.53

2008/09 8.88 -27.84 775.06

2009/10 10.60 -26.12 682.25

2010/11 14.70 -22.02 484.88

N=5 Y'x1= 183.62 Yds® = 12815.32
_>x1

Average / mean (x) = ~

_183.62

yd?
N-1

_ [12815.32
5-1

= 56.60%

Standard deviation (o) =

Coefficient of variation (C.V.) = ;i x 100

56.60
=——x100
36.72

=154.13%
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Appendex-20

Loan and Advanced to total Deposit Ratio

Year X1 di=(X1-X1) dy?
2006/07 20.31 -1.26 1.58
2007/08 17.60 -3.97 15.76
2008/09 15.53 -6.04 36.48
2009/10 20 -1.57 2.46
2010/11 34.41 12.84 164.86
N=5 Y'x1=107.85 Ydi?=221.14
Average / mean (x ) = ZNil

_107.85

5

=21.57

- _ de

Standard deviation (o) = &=L

22114

T4 5-1

=7.43%

Coefficient of variation (C.V.) = ;i x 100

=7 « 100
21.57

= 34.44%
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Appendex-21

Loan and Advanced to Fixed Deposit Ratio

Year X1 di=(X1-X1) di®

2006/07 37.46 -31.3 979.69

2007/08 28.60 -40.16 1612.82

2008/09 25.24 -43.52 1893.99

2009/10 33.19 -35.57 1265.22

2010/11 219.34 150.58 22674.33

N=5 Y'x1 = 343.83 Yds® = 28426.05
_>x1

Average / mean (x ) = ~

_343.83

Standard deviation (o) = ,%i_%l

_ [28426.05
5-1

=84.30

Coefficient of variation (C.V.) = ;i x 100

84.30
=——x 100
68.76

= 122.60%
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Appendex-22

Loan and Advanced to Saving Deposit Ratio

Year X1 d1:(X1-X1) B dl2
2006/07 14.73 -138.43 19162.86
2007/08 152.59 -0.57 0.3249
2008/09 175.70 22.54 508.05
2009/10 188.70 35.54 1263.09
2010/11 234.11 80.95 6552.90
N=5 Y'x1 = 765.83 yd,? = 27487.22
yx1
Average / mean (X ) = ~
_765.83
~ s
= 153.16
. . 2
Standard deviation (o) = |4
_ |27487.22
a 5-1
=82.89

Coefficient of variation (C.V.) = ;i x 100

_ 8289

= x 100
153.16

=54.11%
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Appendex-23

Interest Earned to total Assets Ratio

Year X1 di=(X1-x1) di®

2006/07 152.16 -44.94 2019.60

2007/08 329.66 132.56 17572.15

2008/09 233.75 36.65 1343.22

2009/10 235.40 38.3 1466.89

2010/11 34.55 -162.55 26422.50

N=5 Y'x1= 985.52 Y'd,® = 48824.36
_>x1

Average / mean (x ) = ~

_ 985.52
5

=197.10

Standard deviation (o) = ,%i_%l

_ [48824.36
5-1

=110.48

Coefficient of variation (C.V.) = ;i x 100

_ 11048
197.10

= 56.05%

x 100
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Appendex-24

Net Profit to total Assets Ratio

Year X1 di=(X1-X1) dy?

2006/07 73.78 -5.88 34.57

2007/08 139.93 60.27 3632.47

2008/09 88.18 8.52 72.59

2009/10 86.73 7.07 49.98

2010/11 9.71 -69.95 4893

N=5 T'x; = 398.33 ;2 = 8682.61
3

Average / mean (x) = ~

39833

5

= 79.66

=46.59

Coefficient of variation (C.V.) = ;i x 100

46.59
=—x100
79.66

= 58.48%
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Appendex-25

Net Profit to total Deposit Ratio

Year X1 di=(X1-X1) dy?
2006/07 9.98 14 1.96
2007/08 7.63 -0.95 0.90
2008/09 5.42 -3.16 9.98
2009/10 1.47 -1.11 1.23
2010/11 12.41 3.83 14.66
N=5 Yx1=42.91 Y'd,?=28.73
Average / mean (x) = %

_ 4291

"~ 5

=8.58

- _ Zd

Standard deviation (o) = |1

= |2813

T4 5-1

=2.68

Coefficient of variation (C.V.) = ;i x 100

268
858

=31.23%

x 100
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Appendix -26
Calculation of Correlation Coefficient between Current Assets and Current
Liabilities of Nabil Bank

Let x and y denote the current assets and current liabilities respectively

Year C.A.(X) C.L.(y) X=(x-x) | X? Y=(y-y) | Y? Xy
2006/07 | 103805.93 | 126157.23 | -14831.39 | 219970129.3 | 36467.06 | 1329846465 | -540857189
2007/08 | 129752.93 | 53854.60 | 11115.61 | 123556785.7 | -35835.57 | 1284188077 | -398334220.2
2008/09 | 173061.68 | 76808.76 | 54424.36 | 2962010961 | -12881.41 | 165930723.6 | -701062495.1
2009/10 | 86317.24 | 83501.70 | -32320.08 | 1044587571 | -6188.47 | 38297160.94 | 200011845.5
2010/11 | 100248.84 | 108128.58 | -18388.48 | 338136196.7 | 18438.41 | 339974963.3 | -339054333.5
N=5 593186.6 | 448450.87 4688261644 3158237390 | -540857189
— X 593186.6
Average (x) == = 22 = 118637.32
- 448450.87
y=2 =220 =89690.17
Here,
Y'x* = 4688261644
Y'y? = 3158237390
> xy =-540857189
Now,
: — Yxy - —540857189
Correlation (r) 2 [v2 V46882616441/3158237390
Xx4 Xy
_ —540857189
" 3847940208
=-0.140
PE = 0.6745(1-r2)  _ 0.6745[1—(—0.140)2
T Vn a V5
0.661
=—— =0.296
2.23
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Appendix -27
Calculation of Correlation Coefficient between total Deposit and Net Profit

Let x and y denote the total deposit and profit.

Year T.D.(x) | NetProfit(y) | X=(xx) | X? Y=(y-y) | Y? Xy

2006/07 63596.83 6352.62 -40614.25 1649517303 -2098 4401604 85208696.5
2007/08 88304.28 6739.59 -15906.8 253026286.2 -1711.03 2927623.66 | 27217012
2008/09 137484.54 | 7464.68 33273.46 1107123140 -985.94 972077.68 -32805635.15

2009/10 | 137912.41 | 10310.53 33701.33 1135779644 1859.91 3459265.20 | 62681440.68

2010/11 | 93757.34 11385.70 -10453.74 | 109280680 2935.08 8614694.60 | -30682563.2

N=5 521055.4 42253.12 4254727053 20375265.14 | 111618950.8

Average (x) =2 =220 =104211.08
y = Sy 42812 _ g0 60
N 5
Here,
Y'x® = 4254727053
Yy? = 20375265.14
>xy=111618950.8
Now,
H — >x — 111618950.8
Correlation (r) = J@j;yz T V4254727053/20375265 14
_ 1116189508
" 2944336798
=0.379
_ 06745(1-r2) _ 0.6745(1-0.379%)
P.E.= 7 = 223
_ 0578
2.23
=0.259
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Calculation of Correlation Coefficient between total Deposit and Loan and Advances

Appendix -28

Let x and y denote the total deposit and loan and advances.

Year | T.D.(x) L &A(Y) | X=(xx%) | X? Y=(y-y) | Y? Xy
2006/07| 63596.83 | 12922.54 | -40614.25 | 1649517303 | -9015.89 | 81286272.49 | 366173610.4
2007/08| 88304.28 | 15545.77 | -15906.8 | 253026286.2 | -6392.66 | 40866101.88 | 101686764.1
2008/09| 137484.54 | 21365.05 | 33273.46 | 1107123140 | -573.38 | 328764.62 -19078336.49
2009/10| 137912.41 | 27589.93 | 33701.33 | 1135779644 | 5651.5 | 31939452.25 | 190463066.5
2010/11| 93757.34 | 32268.87 | -10453.74 | 109280680 | 10330.44 | 106717990.6 | -107991733.8
N=5 | 521055.4 | 109692.16 4254727053 261138581.8 | 531253370.7
X 521055.4
Average (X) :% == = 104211.08
- - 109692.16
y=2 =T2E2 =21938.43

Here,

Y'x® = 4254727053
Y'y? =261138581.8
Y'xy = 531253370.7

Now,

531253370.7
\/4254727053/2611385818

Yxy —

_ 531253370.7
1054074660

= 0.504

Correlation (r) =

PE = 0.6745(1-12) _ 0.6745(1—0.504%)
T vm V5

_ 0503

2.23

=0.225
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