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CHAPTER-I

INTRODUCTION

1.1 Background of the study

The land lock with rugged mountainous topography is a fait accompli for Nepal. It is one of
the least developed country in the world of economy. It totally dominated by agricultural
sector. About 90 percent of people out of total population of the country live in rura areas.
More than 25.4 percent of the people of Nepal are below the absolute poverty line.

As a developing country, Nepal is trying to develop and modernize rapidly on rational and
socia desired footings. But the structure of economy is still in preliminary agricultural with a
very small industry base. So, to divest and to modify agro based economy, Nepal
Government (NG) has adopted mixed economic policy model with an objective to help the
state and private sector economy that complement each other in the development process
from very inception of economic planning process back in 1956. Since then substantia
initiative has been taken in promoting, protecting, and developing. The role of private sector
cannot be denied in the process of economic development in an under-developed country like
Nepal. The main responsibility for planned economic development ultimately rests on public
sector and government sector. It is the best instrument for ensuring an equitable socio-
economic system, erecting basic infrastructure for economic development, and guiding the
nation towards a new economic direction. It is believed that in order to achieve security,
stability and high standard of living, the countries must be industrialized. The most important
reason for embarking on a performance of industrialization is to increase the national income
(Muny, 1969: 3).

Compared to developed countries, the role of public sector in underdeveloped countries is

rather limited. Even then the study of the working capital behavior of public sector



enterprises in a country like Nepal is important for several reasons: Firstly, the public
corporate sector is an expanding one and thus knowledge about the representative member of
a relatively small sector today can provide a useful insight into the behavior of the
representative member of an important sector a few years hence; secondly, in so far as there
are reasons to believe, on a priori grounds, that the behavior of the former on which financid
data are available will give an idea about the working capital behavior of the latter also; and
thirdly, it is likely that the public corporate sector is most sensitive and most amenable to

monetary control measures (Pradhan, 1986:10).

Manufacturing public sector is acritical to the pursuit of sustained growth due to its potential
to promote technological capacities, advance the diversification of production and exports,
add value to exports and to foster inter-sectored inter- industries linkages but many of the
analytical methods and approaches used an undoubtedly be of great use to public enterprises
in the non-manufacturing sector also to private enterprises. The public enterprise can bring
about economy in the use of resources. The problems of public enterprises are similar to
those of private enterprises; the approaches used to tackle the problems in private enterprises

may aso be employed in similar way public enterprises (Gautam, 2008:2).

The accelerating pace of the development of industries in the public sector of Nepa has
created many managerial problems, an important one of which is the management of working
capital. Nepal has abundant human and natural resources to exploit but at the sametimeit has
inadequate financial resources. Asthe capital is shy in acountry like Nepal, it is essential that

working capital utilization be improved.

Working capital plays vita role in the success or failure of business. The working capita is
the life-blood and controlling nerve of the business. The excess working capital as well as
short working capital is harmful for business. The aspect of working capital is concerned with

short term financing decision has never received much attention in the literature of finance.



Because of the earlier emphasis of financia management was more on long term financial
decision, which led to the growth and development of the many useful theories concerning

these decisions as compared to short term financing decision (Pradhan, 1986:2).

However in the recent years, it has been realized that the area of working capital intricately
interwoven with the successes and the failure of the enterprises. Today one may come across
with the situation where shortage of fund for working capital many businessto fail and in less

served cause, has situated their growth (Martin, 1972: xi).

This aspect of financial management is equally applicable to the small as well as large scale
enterprises. The only difference isthat in small firm, working capital management may be the
factor that decides success or failure where as in bigger firms, efficient working capital
management can significantly affect the firm’s risk return and share price (Gitman,

1985:320).
1.2 Focus of the study

Every manufacturing firm needs various types of assets to run the production process without
any interruption. Some assets are required to meet the needs of regular production and some
to meet the expenses and short term obligation of a firm. So, management has to manage
properly different types of assets especially required to run the operation of the firm
smoothly. To run daily production activities of the company, besides the manpower,
equipments etc, one of the mgor components is working capital. So, this study focuses on

how working capital management is managing in Nepal ese manufacturing company.

Working capital management practices in Nepalese manufacturing enterprises provide totally
a different picture. The past trend of many manufacturing companies had given emphasis in
fixed asset, so they are facing financial problem all the time, in result shows lower efficiency.

The government policy to concentrate more on fixed assets has overlooked the financing of



working capital. So in order to create the culture of risk bearing ability through commercial
prudence and professionalism, the aspect of working capital should be treated in the same
way as fixed capital, while deciding the structure of the manufacturing companies. Recently
short term financia decision has never received much attention in the literature of finance
because of earlier emphasis of financial management was more long-term financial decision,
which led to growth and development of many useful theories concerning these decisions as

compared to short-term financial decision.

However in recent years in has been realized that the area of working capital intricately inter
woven with causes of failure of such situation where shortage of funds for working capital

has led many businessto fail and in less server caused has stunted their growth.
1.3 Brief description of Bottlers Nepal Limited

Bottler Nepal Limited (BNL) was established in 1973 in Balgu, Kathmandu, Nepal as a
private limited company under the Company Act 1964. It was converted in to public limited
company in 1984. Coca-Cola was introduced in Nepa in 1973. That time it was imported
from India. The local production of Coca-Cola begins in 1979 by the Bottlers Nepal Limited.
Coca-Cola has been licensing bottlers around the world. Bottlers Nepa Ltd. situated at the
Balgu Industrial District is aso one of the host companies of Coca-Cola for Nepa
established in 1979 under the Company Act, 1964. The registration no. of Bottlers Nepal Ltd.
is 140/041. The Company was started as a private enterprise & converted into a public
enterprise in 1984 issuing shares to general public. The company is managed by Singapore
based F & N Coca Cola Pte. Co. Ltd. The company covers 10,648 sq. m. of land & building
covers 5823 sg. m. It is one the world’s most famous multi-national company. The fully
automatic Effluent Treatment Plants (ETP) are established and both its plants and has been

operational since 2001, to protect the local environment as well as meet the standards of the



Coca-Cola Quality System (CCQS). Different types of inputs are used for the production of
different products. All the inputs are not available in the Nepali market, thus it is imported
from Singapore, Iran, Pakistan, Indonesia, Germany and India. Quality products are main
focus of BNL. They have well equipped laboratory for the identification of good quality
finished goods. The raw materias for the soft drink production are imported from France &
USA. The crown crocks are imported from Philippines, Sri Lanka, & Singapore. The sugar is

bought from the Nepal ese market.

The main objective of this company is to produce soft drinks and to bottle under the brand
name of coke, fanta, sprite etc. In 1986 under the company act, 1964 a subsidiary company
called Bottlers Nepa (Tera) Limited, was established in Chitwan district, Bharatpur
Narayangadh area with the objectives of producing and bottling soft drinks under the brand
name of coke, sprite, fanta (orange , lemon and soda). These products are transferred into the
markets in 1000ml, 500ml non-returnable plastic bottles and 200ml, 250ml and 175ml

returnable glass bottles.

The installed capacity of the plant is 350 bottling per minute. It is the leading multinational

company among the manufacturing and processing company in Nepal.
1.4 Statement of the problem

Working capital management is one of the important topics in literature of finance. It may
become difficult in many organizations. In most of the enterprises, the management of
working capital has been misunderstood, as the management of money and the managers are
found over conscious about the burdening of money rather than its efficient utilization.
Regarding the management of working capital sources, most of public enterprises have never
been thought seriously. They usually found to depend upon Nepal Government even for

overcoming the shortages of Working Capital, in spite of trying to manage Working Capital



needs form their own source. Some of Public Enterprises have used depreciation fund and
surplus to overcome the problem of working capital. Working capital management has been
the most challenging area of modern corporate finance as the management aways faces a
trade off between liquidity and profitability of firm.

The one of the main cause in deficiency in working capital is due to administrative
negligence in day to day operation. Serious liquidity problem arises due to lower turnover of
assets, negative rate of return, inappropriate financing policy. These are mgor problem of
Public Enterprises of Nepal. Moreover many other various factors are responsible for low
financial performance (Acharya, 1985: 5).

In practice it may be due to lack of inappropriate assets mix policy. So under such
circumstances, improvement in the financial performance of Nepalese manufacturing Public
Enterprises is hard to manage. So, the working capital of the company becomes
unsatisfactory and not encouraging. Also they used to maintain very high levels of fixed
assets, which may show the good position but badly affect the profitability position of the

company in the long run. It is due to poor working capital management.

We have to be aware that in the current asset, inventory holds higher percentage, current
assets, and bank balance will be in increasing and decreasing trend. Similarly volume of
receivables also fluctuates widely. The huge volume of idle current assets balance of the
company contributes towards lower profitability. The turnover of receivable will aso
fluctuate. So, effective working capital management is needed. (Acharya, 1988: 4).

The above stated problems can be looked at by analyzing the various aspects of working
capital management. So, selection of this topic could help us to the effective management of
working capital in Nepalese manufacturing companies. For this BNL can be chosen as an
good aternative. BNL is one of the leading multinational company in Nepal. It is operating in

profit since it has started. There are aso several others multinational companies which are



operating in Nepal but BNL is one of the oldest and its concern companies are operating in
amost all the countries. So, BNL can be best alternative for analysis of working capital

management.
The following research question may arise while studying:

1) What are the major policies affecting the management of working capital in BNL.

2) What are the structure and utilization of working capital causing problem in BNL?

3) What are the components of working capital which affects the operating income of
BNL?

4) Is there need for restructuring capital by emphasizing the internal financing?

1.5 Objectives of the study

The main objective of this study is to examine the behavior and overall management of

working capital in BNL. The specific objectives of the study are as follows:

1. Toexaminethe working capital policy of BNL.

2. Toexamine the structure and utilization of working capital.

3. Toassessfinancial liquidity position and profitability position of BNL.

4. To suggest and recommend for the improvement of working capital to BNL on the basis
of findings.

1.6 Significance of the study

Working capital is lifeblood of any organization. The management of working capital is not
simple. The minor mistakes on decision making about the adequacy of the working capita
may put company into liquidation. So, the  basic question arises here is about the
management of working capital effectively. So, manufacturing companies can be taken as

key instruments for this.



Working capital management practices in Nepalese manufacturing companies provide
different picture. The past trend of many manufacturing companies had given emphasis in
fixed asset. So they are facing financial problem al the time, in result it also shows lower
efficiency. The government policy to concentrate more on fixed assets and has overlooked
the financing of working capital. So in order to create the culture of risk bearing ability
through commercia prudence and professionalism, the aspect of working capital should be

treated in the same way as fixed capital .

While deciding the structure of the manufacturing companies, the short term financia
decision has never received much attention in the literature of finance also. The earlier
emphasis of financial management was more on long-term financia decision, which led to
growth and development of many useful theories concerning these decisions as compared to
short-term financial decision (Pradhan, 1986: 119). However in recent years, it has been
realized that the area of working capital is the causes of failure of the situation like shortage

of funds.

Working capital is lifeblood of enterprises. The inefficient management of working capital
will lead to loss in the short run and it will lead to down fall of the enterprises in the long run.
A deeper understanding of the importance of working capital and its satisfactory provision
will lead not only to material saving as well as economic use of capital. It can also assert in

furthering the ultimate aim of business

So maintaining the optimal level of working capital in the crux problem is strongly related to
the trade off between risk and return. In such circumstances an utmost care should be taken in
the management of investment of assets because inadequate investment, not only threaten the
solvency of enterprise but also affects the growth. Setting optimal level of working capital

requires exercises on determining that level of current assets, where cost of liquidity and



illiquidity is minimum. The aspect of determining appropriate proportion of working capital

in the structure of total assets comes under the preview of working capital policy.

The unnecessary blocking of working capital, administrative negligence in day to day
operation and serious liquidity problem are the main causes of failure the manufacturing

companies of Nepal (Leslie, 1971: 1-2).

Hence, this study wills diagnosis the relationship of working capital management to the
efficiency of the enterprise as a whole. It will also be helpful for profitability with proper

management of working capital and its components.
1.7 Limitations of the study

Data collection of related field is very difficult in Nepal. In order to make a study on such
topic more fruitful, it is essential that the study on this topic be on frequent time intervals.
Here, again such type of monthly, quarterly, half yearly, data could not be obtained. Due to
this, study has been forced to use annua data, which are available in financial statementsi.e.

profit and loss account, balance sheet.
The study is limited to:

i There is various aspect of financial management but this study is concerned only
with working capital management of Bottlers Nepal Limited.

ii. The data are used in round figures from FY 2057/58 to 2066/67.

iii. Basically that of financial statement provided by manufacturing company are used
for analysis, hence they are secondary in nature.

V. Most of the financial tools are embodied for analyzing the working capital

management.



1.8 Organization of the study

The study will be organized in five chapters. Thetitles of each chapter are as follows.
Chapter 1:- Introduction
Chapter 2:- Review of Literature
Chapter 3:- Research Methodol ogy
Chapter 4:- Data presentation and analysis.
Chapter 5:- Summary, Conclusion and Recommendations

Chapter one contains introductory matters, which describes the introduction, statement of the
problem, significance of the study, objectives of the study, need of study, limitations of study

and organization of overall study.

Chapter two deals with review of literature relating to working capital management. It has
organized into two different sections. One contains conceptual framework related to working

capital, and another section contains the review of related studies.

Chapter three contains methodology employed in the study. In includes the introduction,

research design, nature, source of data, and tools of analysis and definition of key terms.

Chapter four contains the presentation and analysis of data through the way of designed

methodology. From analysis interpretation, maor findings that has been deduced.

Summary, conclusions and recommendations of the study have been presented in Chapter

five.
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CHAPTER-II

REVIEW OF LITERATURE

2.1 Introduction

The term working capital is concerned only with the management of current assets and
current liabilities. It is controlling nerve of business. So success or failure of any enterprises
depends upon it. So far as the management of working capital in Nepalese manufacturing
enterprises is concerned, different management experts and student of M.B.S, deriving the
working capital management of various enterprises, have undertaken a number of studies.
Now, in this chapter the main focus will be on review of literature. Moreover in order to
make this study more comprehensive it isimportant to go through relevant literature. For this,

the chapter is divided into two partsi.e. conceptual framework and review of related studies.
2.2 Working capital practices

Working capital management practices in Nepalese manufacturing enterprises provide totally
a different picture. The past trend of many manufacturing companies had given emphasis in
fixed asset, so they are facing financial problem all the time, in result shows lower efficiency.
The government policy to concentrate more on fixed assets has overlooked the financing of
working capital. So in order to create the culture of risk bearing ability through commercial
prudence and professionalism, the aspect of working capital should be treated in the same
way as fixed capital, while deciding the structure of the manufacturing companies. Recently
short term financial decision has never received much attention in the literature of finance
because of earlier emphasis of financial management was more long-term financial decision,
which led to growth and development of many useful theories concerning these decisions as

compared to short-term financial decision (Pradhan, 1986: 119).

11



However in recent years in has been realized that the area of working capital intricately inter
woven with causes of failure of such situation where shortage of funds for working capital
has led many business to faill and in less server caused has stunted their growth (Martin,

1972: XI11).

Working capital is lifeblood of enterprises. The inefficient management of working capital
will lead to loss of profits in the short run, and also it will lead to down fall of the enterprises
in the long run. In this sense, the cost of inadequate planning in the use of working capita is
immeasurable. A deeper understanding of the importance of working capital and its
satisfactory provision can lead not only to material saving, as well as economic use of capital

but can also assert in furthering the ultimate aim of business (Ledlie, 1971: 17).

So, maintaining the optimal level of working capital is the crux problem as it's strongly
related to the trade off between risk and return. In such circumstances an utmost care should
be taken in the management of such assets because in adequate investment, not only threaten
the solvency of enterprise but also affects the growth. Setting optimal level of working capital
requires and exercises of determining that level of current assets, where cost, cost of liquidity
and illiquidity total is minimum. The aspect of determining appropriate proportion of
working capital in the structure of total assets comes under the preview of working capital
policy. The unnecessary blocking of working capital, administrative negligence in day to day
operation and serious liquidity problem are the main causes, to failure the manufacturing
companies of Nepal. Most of Nepalese manufacturing companies are operating in loss,

though they are following aggressive approach of working capital management.

12



2.3 Conceptual review

Working capital management refers to the proper management of firm's current assets and
current liabilities. It is concerned with al decisions and acts that influence the determination
of the appropriate level of current assets and their efficient use as well as the choice of the
methods of financing them, keeping in a view of liquidity. It is needed to run the
organizations, day to day in an efficient manner. Thus working capital and total current assets
are synonymous. It is aso called circulating capital, since it keeps on circulation, the course
of business operation. Business starts with current assets, which is purchase of inventory at
sometime. Inventory may be of raw materials, semi-finished goods, and finished goods. The
inventory is converted into receivables and receivables into current assets again. Thus the
cycle becomes complete. This kind of cycle keeps on operating the organizations. The length
of cycle would different, defending upon the nature of business. Generally cycle would be

short for non-manufacturing company.

Working capital management is the functional area of finance that covers al the current
accounts of the firm. It is covered with the adequacy of the current assets as well as the level
of the risk possessed by the current liabilities. It is the discipline that seeks proper policies for
managing current assets and liabilities and practica techniques for maximizing the benefits

from managing working capital (Hampton, 1986: 219).

In considering the control of the funds of a business we led inevitably to question, the
management of the group of balance sheet items to which the unfortunate term working
capital is often applied. Working capital is defined customarily as current assets (stocks,
debtors, cash and short term investments) less current liabilities (creditors and short term
funding). The unfortunate aspect of the working capita is that there is a literal implications

that other items of capital usually referred to a “fixed’ don’t work and thus by deduction don’t

13



pay their way. In a successful enterprise such as interpretation would be patently erroneous
and it is perhaps for this reasons that some suggest that a more suitable term for current assets
less current liabilities is “circulating capital’ or more rarely “fluctuating capital’; accountants
usually refersto net current assets (Peacock and Taylor, 1981: 185).

Working capita is controlling nerve of business organizations. The terms working capital of
trend is used to refer the firm's current assets (current assets, marketable securities, account
receivable, and inventories). Working capital refers to the fact that most of its components
very closely related with the label of production and sales, working capital referred to as short
term finance. Gross Working Capital refers to firm's total current assets. Net working capital
to current assets minus current liabilities. Working capital, may be defined assets held for
current use within a business less the amount due to those await settlement in short term in
whatever form. This idea embraces the recurring transaction from current assets to
inventories to receivables to current assets that form, the conventional chain of business
operations. Funds employed for short-term are mainly for working capital or operationa
business. For day-to-day operation, a firm will have to provide money towards, the purchase
of raw materias, payments of wages and salaries, to extend credit to buyers of goods as well
as to meet other day to operations. Working capital management is concerned with the
problems that arise in attempting manage the current assets, current liabilities and
interrelationships that exist between them. The current assets refers to those asset which in
the ordinary course of value and without disrupting the operation of the firm. The major
current liabilities are those liabilities, which are intended at their inception to be paid in the
ordinary course of business within a year, out of current assets or earnings of the concern.
The basic current liabilities are bills payable capital overdraft outstanding expenses. The god
of working capital management is to manage the firm's current assets and current liabilitiesin

such away that the satisfactory level of working capital is maintained.
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The two concepts of working capital, gross and net are not exclusive; rather they have equal
significance from management view point. The gross working capital concept focuses
attention on two aspects of current assets of management (&) optimum investment in current

assets (b) Financing of current assets.

If We... Then
1. Collect receivablesfaster 1. Werelease cash from the cycle
2. Collect receivables slower 2. Our receivable soak up cash

3. Get better credit (in terms of duration | 3. Weincrease our cash resources

or amount) from suppliers

4. Shift inventory faster 4. Wefreeup cash

5. Moveinventory slower 5. We consume mor e cash

2.3.1 Concepts of working capital

There are two concepts of working capital: gross and net.

The term "gross working capital” also referred to as working capital, means the total current
assets. Similarly, "net working capital” can be defined in two ways: (I) the most common
definition of net working capital is the difference between current assets and current
liabilities; (I1) and alternative definition of working capital is that portion of a firm's current
assets which is financed with long term funds (Gitman, 1988: 473).

Working capital has to be regarded as one of the conditioning factors in the long-run
operations of firm which is often inclined to treat it as and issue of short-run analysis and
decision-making. Working capital management involves deciding upon the amount and

composition of current assets and how to finance these assets (Kuchhalam, 1981: 128).

The gross working capital, simply called as working capital, refers to the firm's investment in
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current assets. Current assets are the assets which can be converted into cash within an
accounting year (or operating cycle) and include cash, short-term securities, debtors, bills
receivable and stock (inventory). Net working capital refers to the difference between current
assets and current liabilities. Current liabilities are those claims of outsiders, which are
expected for payments within an accounting year and include creditors, bills payable and
outstanding expenses. Net working capita can be positive or negative. A positive net
working capital will arise when current assets exceed current liabilities. A negative net
working capital will occur when current liabilities are in excess of current assets.

The two concepts of working capital-gross and net are not exclusive; rather they have equal
significance from management viewpoint. The gross working capital concept focuses
attention on two aspects of current assets management. (&) optimum investment in current
assets and (b) financing of current assets. The consideration of the level of investment in
current assets should avoid two-danger points-excessive and inadequate investment in current
assets. Investment in current assets should be just adequate, nor more not less, to the needs of
the business firm. Excessive investment in current assets should be avoided because it
impairs firm's profitability, as idle investment earns nothing. On the other hand, inadequate
amount of current assets can threaten solvency of the firm, if it fiats to meet its current
obligations. It should be realized that the working capital needs of the firm might be
fluctuating with changing business activity. This may cause etches or shortage of working
capital frequently. The management should be prompt to initiate an action and correct
imbal ances (Pandey, 1994 665).

The definitions described above convey in some way or other, the same meaning. They
virtually represent the characteristics of the working capital. It seems that there is consensus

on the following special characteristics of the working capital (Mathur, 1979: 97).
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1)

2)

3)

Short Life: - Working capital is characterized by assets with alife span of less than 1
year such as current assets marketable securities, accounts receivable, and inventories
etc. This short life span leads to high volatility in the level of investments required to
finance working capital.

Nearness to Current Assets or Liquidity: - This basic characteristic constitutes the first
line of defense against technical insolvency. Current assets are the most liquid assets
haring zero conversion time and 100 percent conversation rate. But for inventory and
marketable securities two factors i.e. (1) nearness to current assets or amount of time
required converting assets into current assets, and (I1) Price realized on conversion
must be considered.

Lack of Synchronization: Since the enterprise cannot produce on order only and
cannot insist on current assets payments there is aways the problem of
synchronization in current assets receipts and disbursements. It is also due to the level
of investments in working capita that is affected by the sales volume, production

policies, and collection policies.

Sour ce of change Reason

Working Capital
Affected

Sales Volume Permanent receivable and inventory need at

Different level of current assets

new sales level.

Seasonal and cyclic Receivable and inventory must

factors

Variable . .
be available on temporary basis.

Technology Permanent Level of inventory must support
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the new production capability.

_ ) Some policies tie up working
Policies of firm Permanent and variable ) _
capita othersfreeit.

Sour ce of changesin working capital needs

2.3.2 Sour ces of working capital

Depending upon the timely needs of working capital two different sources can be used to

finance the working capital needs of any enterprise.

a) For regular or permanent working capital: - The issue of shares and debentures.

b) For variable or seasonal working capital:- Depending upon the volatile nature of the
enterprise activities the following sources can be used a finance such working capital
indigenous bankers, commercia banks, public deposits, retained earning or plough back of
profits and specia finance corporations.

The basic characteristics of working capital as mentioned above indicate that it is a term of
capital intended to be kept moving or circulating and its potential for earning comes from
movements. Though the expenditure can be controlled and planned its income is usualy

subject to random variation and is not controllable (Gollaghar, 1987: 35).

Working capital management is a significant facet of financial management. Its importance

stem from two reasons.

1) Investment in current assets represents a substantial portion of total investment.

2) Investment in current assets and the level of current liabilities have to be geared quickly
to changes in sales. To be sure, fixed assets investment and long term financing are aso
responsive to variation in sales. However, this relationship is not as close and direct asit isin

the current assets of working capital components.
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The importance of working capital management is reflected in the fact that financid
managers spend a great deal of time in managing current assets and current liabilities.
Arranging short-term financing, negotiating favorable credit terms, controlling the movement
of current assets, administering accounts receivable and monitoring the investment in

inventories consume a great deal of time of financial managers.
The certain aspects and considerations relating to overall working capital management are:

Characteristics of current assets.
Factor influencing working capital requirements
Level of current assets

Current assets financing policy

2.3.3 Characteristics of current assets

In the management of working capital, two characteristics of current assets must be bornein

the mind: (i) short life span and (ii) swift transformation into other assets forms.

Current assets have a short life span. The life span of current assets depend upon the time
required in the activities of procurement, production, sales and collection and the degree of
synchronization among them. Each current assets is swiftly transformed into other assets
form: current assets is used for acquiring raw materials; raw materials are transformed into
finished goods; finished goods generally sold on credit are converted into account receivable

and finally account receivable on realization generate current assets.

The short life span of working capital components and their swift transformation from one

form into another has certain implications.

Decision relating to working capital management is repetitive and frequent.
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The difference between profit and present value is insignificant.
The close interaction among working capital components implies that efficient
management of one component cannot be undertaken without simultaneous

consideration of other components.

2.3.4 Factorsinfluencing working capital requirements

The working capital need of the firm is influenced by numerous factors. The important ones

are:

Nature of business: The working capital requirement of the firm is closely related to
the nature of its business. A service firm which has a short operating cycle which sells
predominantly on current assets basis has modest working capital requirements.
While a manufacturing concern which has a long operating cycle and which sells
largely in credit has avery substantial working capital requirements.

Seasonality of operations: Firms which have marked seasonality in their operations
usually have highly fluctuating working capital requirements. As a firm
manufacturing ceiling fans sales reaches a peak during the summer months and drops
sharply during the winter months. On the other hand, a firm manufacturing product
like lamps, which have fairly even sales round the year, tends to have stable working
capital needs

Production policy: A firm marked by pronounced seasonal fluctuating in its sales
may pursue a production policy which may reduce the sharp variations in working
capita requirements. As a manufacture of celling fans may maintain a steady
production throughout the year rather than intensify the production activity during the
peak business seasons. Such a production policy may dampen the fluctuations in

working capital requirements.
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Markets conditions: The degree of competition prevailing in the market place has an
important bearing on working capital needs. When competition is keen, a larger
inventory of finished goods is required to promptly serve customers who may not be
inclined to wait because other manufactures are ready to meet their needs. Further,
generous credit terms may have to be offered to attract customers in a highly
competitive market. Thus, working capital needs tend to be high because of greater
investment in finished goods, inventory, and account receivable. If the market is
strong and competition is weak, a firm can manage with smaller inventory of finished
goods because customers can be served with some delay. Further in such situation the
firm can insist on current assets payment and avoid lock-up of funds in account
receivables. It can even ask for advance payment, partial or total.

Conditions of supply: The inventory of raw materials spares and stores depend upon
the conditions of supply. If the supply is prompt and adequate, the firm can manage
with small inventory. However, if the supply is unpredictable and scant, then the firm,
to ensure continuity of production, would have to acquire stocks as and when they are
available and carry larger inventory on an average. A similar policy may have to be
followed when the raw material is available only seasonally and production

operations are carried out round the year (Chandra, 1997: 423-427).

2.3.5 Levd of current assets

An important working capital policy decision is concerned with the level of investment in

current assets. Under a flexible policy, the investment in the current assets is high. Under

restrictive policy the level of investment in current assetsis low.

A flexible policy results in fewer production stoppage, ensures quick deliveries to customers

and stimulates sales. A restrictive current assets policy may lead to frequent production
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stoppages, delayed deliveries to customers and loss of sales. These are the costs that the firm

may have to bear to keep itsinvestment in current assets low.

Determining the optimum level of current assets involves a trade off between the costs that
rise with current assets and cost that fall with current assets. The former are referred to as
carrying cost and the later as the shortage cost. Carrying cost is mainly in the nature of the
cost of financing a higher level of current assets. Shortage cost is mainly in the form of

disruption in production schedule, loss of sales and the loss of customer goodwill.

2.3.6 Current assetsfinancing policy

The components of working capital constitute the current assets and they're way financing i.e.
current liabilities. The term current assets refers to those assets which is the ordinary course
of business can be or will be turned into current assets within one year without undergoing a
diminution in value and without disrupting the operations of the firm ( Khan and Jain, 1993:
604).

After establishing the level of current assets, the firm must determine how these should be
financed. The investment in current assets may be broken into two parts. permanent current
assets and temporary current assets. The former represents what the firm requires even at the
bottom of its sales cycle, the later reflects a variable component that moves in the line with

seasonal fluctuations (Chandra, 1997: 428).

In an enterprise the level and quality of current assets and current liabilities is guided by the
working capital policy and management adopted by it. Working capital management involves

all aspects of the administration of current assets and current liabilities.

In other words, working capital management is concerned with the problems that arise in

attempting to manage the current assets, the current liabilities, and the interrel ationships that
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exist between them. But working capital polices concerned with two sets of relation among

bal ance sheet item (Weston and Brigham, 1984: 284).

The first policy question concerned the relationships among type of assets and the way these
assets are financed. The second policy questions deals with the determination of the level of

total current assets to be hold.

The crux of the problem whole formulating working capital policy is to maintain optimality
on (@) the level of investment is current assets and (b) the financing of current assets. There
should be optimum investment in the level of current assets because excessive or idle
investment in current assets earns nothing to the enterprise and consequently affects the
profitability. On the other hand, inadequate level of investment in current assets threatens the
solvency of the enterprise if it fails to meet obligation when they become due. So, working

capital policy should be designed to overcome such imbalance when they arise.

In the same way the financing aspects of currents should not be over looked in its
management. Because whether to use long term or short-term funds to finance currents have
significant impact on an enterprise risk or return, liquidity and profitability. As it is known
funds long term as well as short term- involve cost. And cost of financing is a deciding factor

in the use of type of fundsin any enterprise.

Generadly short-term funds have lower cost of financing and are preferred to be used in
currents but it may hold good always. Because depending upon the nature of management
towards risk, liquidity, and profitability, the enterprise can adopt one of the varieties of
approaches to fit its particular working capital financing requirements. The following are the

main approaches of financing the working capital need of the enterprise (Mathur, 1979: 279).
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a) Aggressive approach

In the approach variable as well as a portion of permanent current assets is financed through
short-term borrowing. Some aggressive firms may even finance a part of their fixed assets
with short financing. Hence, this sort of mix financing increases the profitability and exposes
towards risk by financing relatively larger portion of its assets through lower cost short term

borrowing.

Short Term
Financing

Long Term
Financing

Assets

Fixed Assets

Time
Fig.2.1. Aggressive financing

b) Conservative approach

The financing policy of the firm is said to be conservation when it depends more on long-
term funds for financing needs. Under a conservative plan, the firm finances its permanent

assets and a part of temporary current assets with long term financing. Thus, in periods when
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the firm has no temporary current assets, it stores liquidity by investing surplus funds into
marketable securities. The conservative plan relies heavily on ling term financing and
therefore, isless risky. The conservative financing policy is shown in Fig. Note that when the
firm has no temporary current asset e.g. at (a) and (b) the long-term funds released can be
invested in marketable securities to build up the liquidity position of the firm. It is less risk

approach resulting lower returns. _ _
Short Term Financing

\

Long Term
Financing

Assets

Fixed Assets

Time

Fig.2.2. Conservative financing

¢) Hedging or matching approach

The firm can adopt a financial plan, which involves the matching of the expected life of
assets with the expected life of the source of funds raised to finance assets. Thus, a ten-year
loan may be raised to finance a plan with an expected life of ten years; stock of goods to be
sold in thirty days may be financed with a thirty- day bank loan and so on. The justification

for the exact matching is that, since the purpose of financing isto pay for assets, the financing
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should be relinquished when the assets is expected to be relinquished using long term
financing for short-term assets is expensive as funds will but be utilized for the full period.
Similarly financing long-term assets with short-term financing is costly as well as
inconvenient as arrangement for the new short-term financing will have to be made on a

continuing basis. This approach of working capital management entails moderate risk with

moderate returns.

i Short Term
g S Financing
E:
Long Term
8 Financing
<
%
Ay
g
Time
Fig.2.3. Hedging or matching approach
Conclusion

Conservative or loose working capital policy refers to that policy under which a firm keeps
high level of investment in working capital variables like high level of receivable through

liberal policy, high inventory, and current assets/bank balance. While aggressive or tight
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working capital policy follows the minimum way between aforementioned two extreme

working capital policies (Pandey, 1994:383-384).

Putting it all together

a) Aggressive

Assets Liabilities

and Equity
Current Current
Long
Long Term
Term

b) Conservative

Assets Liabilities

d) Thecost trade-off

¢) Matched

Assets Liabilities

and Equity
Current Current
Long
Term Long
Term

and Equity
Current Current
Long Long
Term Term

Fig.2.4. Aggressive, conservative, and matched financing together

Working capital management involves decision upon the amount and composition of current

assets and how the finance these assets. The relative proportion of liquid assets the lesser the

risk of running out of current assets of all other things are equal. Profitability, unfortunately,

also will be less. The longer the composite maturity schedule of securities used to finance the

firm the less the risk of current assets insolvency, all other things being equal. Again the

profits of the firm are likely to be less. Resolution of the trade off between risk and

profitability with respect to these decisions depend upon the risk preference of management

(Pandey, 1994 380).
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Minimum Total Cost

Cost
\ Cost of
Liquidity

1
i
i
i

Cost i
1
i Cost of
! / [liquidity
1
i
i
i
!
: Level of Current Assets

N J
Y
_ Fig.2.5. Cost trade-off
Optimum Level of
237 Perma Current Assets

The need or current assets arise because of the operating cycle. The operating cycle is a
continuous process and, therefore, the need for current assets if felt constantly. But the
magnitude of current assets needed is not aways same, it increase and decrease over time.
However, there is always a minimum level of current assets, which is continuously required
by the firm to carry on its business operations. This minimum level of current assets is
referred to as permanent, or fixed, working capital. It is permanent in the same way as the
firm's fixed assets are. Depending upon changes in production and sales, the need for working
capital, over and above permanent working production and sales, the need for working
capital, over and above permanent working capital, will fluctuate. For example, extra
inventory of finished goods will have to be maintained to support the peak periods of the sale

and investment in receivables may also increase during such periods. On the other hand,
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investment in raw material, work in process and finished goods will fall if the market is slack.
The extra working capital, needed to support the changing production and sales activities, is
called fluctuating, or variables or temporary, working capital. Both kinds or working capital -
permanent and temporary- are necessary to facilitate production and sale through the
operating cycle, but temporary-working capital is created by the firm to meet liquidity
requirements that will last only, temporarily. Figure 2.6. lllustrates difference between
permanent and temporary working capital. It is shown in figure that permanent working
capital is stable over time, while temporary working capital is fluctuating- sometimes
increasing and sometimes decreasing. However, the permanent working capital line need not
be horizonta if the firm's requirement for permanent capital isincreasing (or decreasing) over
period. For a growing firm, the difference between permanent and temporary working capital

can be depicted through Figure 2.7.

A
Temporary
o2
Sex
£k
< Permanent
R Time

Fiqa.2.6. Per manent and temporary working capital
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Fig.2.7. Permanent and temporary working capital



2.3.8 Need for working capital

The need for working capital to run the day-to-day business activities cannot be
overemphasized. It is known that aim at maximizing the wealth of shareholders. In its
endeavor to maximize shareholders' wealth, a firm should earn sufficient return from its
operations. Earning a steady amount of profit requires successful sales activity. The firm has
to invest enough funds in current assets for the success of sales activity. Current assets are
needed because sales do not convert into current assets instantaneously. There is aways an
operating cycle involved in the conversion pf sales into current assets (Weston. and Brigham.,

1984: 123-124).
2.3.9 Operating cycle

There is difference between current and fixed assets in terms of their liquidity. A firm
requires many years to recover the initial investment in fixed assets such as plant and
machinery or land and buildings. On the contrary, investment in current assets such as
inventories and book debts (accounts receivables) is realized during the firm's operating
cycle, which isusually less than ayear.

Operating cycle is the time duration required to convert sales, after the conversion of
resources into inventories, into current assets. The operating cycle of a manufacturing

company involves three phases:

- Acquisition of resources such as raw material, labor, power, and fuel etc.

- Manufacture of the product which includes conversion of raw material into work-in-
progress into finished goods.

- Salesof the product either fir current assets or on credit. Credit sales create book debts for

collection.
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These phases affect current assets flows, which most of the time, are neither synchronized nor
certain. They are not synchronized because current assets outflows usually occur before
current assets inflows. They are not certain because sales and collections, which give rise to
current assets inflows, are difficult to forecast current assets accurately. Current assets
outflows, on the other hand, are relatively certain. The firm is therefore required to invest in
current assets for a smooth, uninterrupted functioning. It needs to maintain liquidity to
purchase raw materials and pay expenses such as wages and salaries, other manufacturing,
administrative and selling expenses and taxes as there is hardly a matching between current
assets inflows and outflows. Current assets are also held to meet any future exigencies.
Stocks of raw material and work-in-process are kept to ensure smooth production and to
guard against non-availability of raw material and other components. The firm holds stock of
finished goods to meet the demands of customers on continuous basis and sudden demand
from some customers. Book debts are created because goods are sold on credit for marketing
and competitive reasons. Thus a firm makes adequate investment in inventories and book

debts for a smooth and uninterrupted production and sale.

The length of the operating cycle of a manufacturing firm is the sum of: (i) inventory
conversion period (ICP) and (ii) account receivable period (ARP) or days sales outstanding
(DSO). The inventory conversion period isthe total time needed for producing and selling the
product. Typicaly, it includes. (a) raw materia conversion period (RMCP), (b) work-in-
process conversion period (WIPCP). And (c) furnished goods conversion period (FGCP). The
account receivable period is the time required to collect outstanding amount from customers.
The total of inventory conversion period and book debts conversion period is sometimes

referred to as gross operating cycle (GOC) (Moyer, 1991: 562).
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In pri Fig.2.8. Operating cycle of a manufacturing firm nent of
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expenses. Payables that the firm can defer are spontaneous sources of capital to finance;
investment the length of time the firm is able to defer payment on various resource purchases.
The difference between (gross) operating cycle and payables deferral period is net operating
cycle (NOC). It depreciation is excluded from expenses in the computation operating cycle;
the net operating cycle also represents current assets conversion cycle. It is net time interval
between current assets collections from sale of the product and current assets payments for
resources acquired by the firm. It also represents time interval over which additional funds,
called working capital, should be obtained in order to carry out the firm's operations. The
firm has to negotiate working capital from sources such as commercia bank. The negotiated
sources of working capital financing are called non-spontaneous sources. If net operating

cycle of afirmincreases, it means further need for negotiated working capital.
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2.3.10 Cash cycle

The cash cycle is the length of time from the payment for the purchase of raw materias to
manufacture a product until the collection of account receivable associated with the sale of

the product. Mathematically it is the difference between operating cycle account payable

period. Sell Finished |
: Gooolls :
| | |
: Inventory : Account :
| Conversion U Receivable |
h Period > Period =
| | |
| : | |
[ | | |
| | | |
: Account : Cash :
l Payable | Cycle '
" Period e g
| |
| : |
| | |
| | |
| | |
| | |
| | |
| | |
' Days

Purchase Raw Pay for Collect
Materias Purchased Account

Materias Receivable
(CASH OUT) (CASH IN)

Fig.2.9. Cash cycle

The cash cycle results in the value that equals the length of time between the firm’s actual
cash expendituresto pay for (invest in) productive resources and (materials and labor) its own
cash receipt from the sale of products (i.e. the length of time between paying for labor and

materials and collecting on receivables). The cash cycle thus equals the average length of
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time an amount istied up in current assets (Weston and Brigham, 1984:342).
2.4. Review from journals, research

Altman, E.I. and Haldmanad, R.G.(1981) in their study “Zeta Analysis. A New Model to
I dentify Bankruptcy Risk Corporations” stated that, the firm must decide about levels of
current assets to be carried, asit is not possible to estimate working capital needs accurately.
The current assets holdings of the firm will depend upon working capital policy. It may
follow a conservative or on aggressive policy. These policies have different risk return
implications. The financial manager should determine the optimum level of current assets so
that the wealth of shareholders will be maximized. In fact the optimum level of each type of
current assets should be fixed. To find out corporate bankruptcy, Zeta mode was developed
by Altman and other. The authors extended the z core model to include, among other things,
the capitalization of leases, and they updated its application. A sample of 53 among bankrupt
firms and 58 non-bankrupt firms were employed. Manufacturing and for the first time any
study retailing companies were included. On the basis of discriminatory ability, 27 original
variables were reduced to 7: the rectun on assets ratio, the stability of earning, the current
ratio, the common equity to total capita ratio, and the size of total assets using the linear
discriminate model, the authors were successful in predicating bankruptcy up to 5 years prior
to faillure. Successful classification ranged from 96 percent 1 year before failure to 70 percent
5 years before to falure, a better performance than the z score model. Both quadratic and
linear models were tested, with the linear function winning out (Altman, and Haldmanad,

1981: 54).

Pradhan, R and Koirala, K.D. (1982) in their study *“Aspects of Working Capital
Management in Nepalese Corporations” aims at examining the various aspects of
management of working capital is selected manufacturing public enterprises of Nepal. The

nine public enterprises selected for the study was: (1) Agriculture Tool Factory, (2) Balgu
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Textiles Ltd., (3) Bansbari Leather and Shoe Factory, (4) Birgunj Sugar Factory, (5) Brick

and Tile Factory, (6) Dairy Development Cooperation, (7) Janakpur Cigarette Factory, (8)

Nepal tea Development Cooperation, (9) Royal Drugs Limited. The specific objectives

undertaken in his study are:-

>

>

>

>

To conduct risk return analyzes of liquidity of working capital position.
To assess the short-term financial liquidity position of the enterprises.
To asses the structure and utilization of WC and

To estimate the transactions demand function of working capital and it's various.

His study has mentioned the following findings.

1.

It has found that most of the selected enterprises have been activating a trade off
between risks and return there by following neither an aggressive nor a conservative
approach.

It has showed a poor liquidity of most of the enterprises. This poor liquidity position
has been noticed as the enterprises have either negative cash flows or negative
earnings before tax or they have excessive net current debts which cannot be paid
within ayear.

The Nepalese manufacturing public enterprises have on a average haf of their tota
assets in the form of current assets, of al the different components of current assets
the share of inventories in total assets, on an average, is largest followed by receivable
and cash in most of the selected enterprises.

The economics of scale have been highest for inventories followed by cash and gross
working capital, receivable and net working capital.

The regression results also shows that the level of working capital and its components

and enterprises desire to hold not depend a sales but on holding costs al so.

35



His study is the concerned with interrelationships that exist between managing current assets
and current liabilities. The study manages to focus on net working capital concept. The study
has employed ratio analysis discriminate analysis and econometric models for its analysis.
This study does not cover all the public enterprises in manufacturing sector. Each selected
enterprises does not represent the entire industry in which it falls. The manufacturing public
enterprises selected for the study differs in its working and nature. The study period covers
ten years period form 1973 to 1982. He has mentioned only findings and conclusion in his

study but not recommended any suggestions to solve the finding problems.

These studies show that working capital management is the weakest or neglected part of
financial management in most of the public enterprisesin Nepal. It seems that Nepalese firms

are following conservative approach in financing as well as investing working capital.

A study was conducted by the management consultant and company on the performance on
public enterprises of Nepal. In the study it was concluded that the assets management in
general and current assets management in particular, was the weakest point in Nepalese
public enterprises. It has not received due and serious attention as yet. It was pointed out that
financial performance of the public enterprises was poor and indicative mismanagement of
the resources. The report aso pointed out that because of the lack of operational objectives,
application of long range planning, use of modern management tools. Capital budgeting and
efforts towards cost control had not been made so far. The study describe there is poor
current assets management and mismanagement of resources in public enterprises of Nepal

there by causing poor financial performance.

Sharma, R. P. (1984) in his study “Financial Performance of Public and Private Sectors
Manufacturing Enterprises in Nepal.” In 1984 altogether six textile industries, three from

each public and private sector, were selected for the study. In the study it was concluded that
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the each public and private sector, athough fluctuating has positive working capital. There
was very high liquidity position of public sector industries. Where as majority of private
sector industries has adverse situation. Among cash there was encouraging use of cash and
bank. Though inventory covered the largest share (more than 60%) of the total assetsin the
both sectors, the inventory turnover in public sectors was more while debtor's turnover was
more or less similar in both sectors. He also found that trade credit and other internal
provision through fluctuating in nature were the mach sources of financing working capital in
both sectors. And majority of private sector industries had relatively better use of fixed assets
than other industries. Moreover, the earning power of public sector textile industries was very
low and even negative for many years while that of private sector was quite encouraging. He
also pointed out that net profit of private sector was quite encouraging. He also pointed out
that both sectors seemed to have neither any sort of dividend policy nor did they pay any sort
of dividend. Thus, there was negligible direct contribution of textile industries in the revenue

generation of government during the period under study.

Acharya, Dr. K. (1985) in his study " Problem and I mplementation in the Management of
Working Capital in Nepalese Enterprises” has been conducted by states that of Nepalese
enterprises the management of money and managers are found over conscious abut receiving
of money rather than its efficient utilization. Thus the existing problems in the finance are
mostly directed towards the management of working capital rather than in any area. In his
number of studies it has been repeatedly found that the gross inefficiency exists in the
operation of public enterprises. He has stressed on high cost of production, which have left
these public enterprises in less secured position. Thus he further added the cost reduction is
the only possible measure for smooth operation and long-term existence of the public

enterprisesin Nepal. The cost reduction program is highly associated with the optimization of
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working capital. He has focused some operational and organizational problems of Nepalese
public enterprises not following traditional norm 2:1 between their current assets and current
liabilities, low rate of inventory turnover, change in working capital in relation to fixed
capital has very low impacts over the profitability not following conventional of debt equity
as 1:1; then transmutation of capital employed into sales management information,
ineffective use of performance evaluation tools and techniques and working capita

management has never been considered a managerial job.

Similarly, he has suggested that public enterprises finance staff must be acquainted with the
modern scientific tools used for the presentation and analysis of data. He further suggests
avoiding the system of crisis decision, which prevailed frequently in their operation. They
have to follow system and method for decision-making. Lastly he has given emphasis to
optimize its level of investment at a point of time. Neither over nor under investment in
working capital desired by the management of enterprises. Both of these situations will erode

the efficiency of the concern.

This study is descriptive in nature. He has hot used any data and research tools. The study has
covered Nepal ese public enterprises (but not mentioned the name of public enterprises.) Each

sel ected enterprise does not represent the entire industry in which it fails.

Shrestha, M.K. (1987) in his study " Receivable Management in Selected Public Enterprises
Prsahasan” states that manager often lacks basic knowledge of working capital and its
overall impact on the operative efficiency and financial viability of public enterprises. The
study has been based on sample of ten public enterprisesi.e. Birgunj Sugar Factory, Janakpur
Cigarette Factory, Raghupati Jute Mills, Dairy Development Corporation, National Trading

Ltd., Royal Drugs Ltd., National Construction Company of Nepal, Harisiddhi Brick and Tile
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Factory Nepal, Cheery Ghee Industry Ltd. & Chandeshowari Textile Factory Ltd. The study
has pointed at certain policy; such as deficient in financial planning, neglect of working
capital management, deviation between liquidity and turnover etc. He has suggested some
measure for ther effective funds, determination of management information system, and
determination of sound combination of short term and long-term source to finance working
capital requirements. Prof. Shrestha found that receivable turnover calculated varied, from
lowest record of 0.09 times 1 to the highest level of 25.7 times and was less than favorable in
selected public enterprises of Nepal. And those revealing favorable turnover have still faced
problem of managing account receivables. He pointed that public enterprises did not record a
cautions policy to improve collection that would have helped a lot in raising the receivable
turnover. The average collection period recorded a variation from a minimum 14 days to the
maximum of 4027 days. In the same way the aging schedule of public enterprises has
uniform patterns and the outstanding receivable in many instances were very old even
exceeding ten years or so forth. It was groped under above three years old receivable. In the
selected enterprises the ratio of receivable to current assets varied from a minimum of 0.15
times 1 to maximum 0.9 timed 1. He aso found that most of the public enterprises has larger
share of receivable to current assets. In most of them extension of additional relaxed credit
was a usua phenomenon and they did not have larger amount of receivable outstanding.
They had not taken serioudly the task to speed up the collection of long outstanding
receivable by devising suitable credit monitoring policy. The study thus, concluded that
determining the desired investment in account receivable was least considered in most of the

public enterprises (Prof. Dr. Shrestha, 1987: 73-88).
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Weinrub, and Visscher (1998) in their study on “Industry Practice Relating to Aggressive/
Conservative Polocies.” This study looked at ten diverse industries groups over an extend
time period to examine the relative relationship between the aggressive and conservative
working capital practices. Results strongly show that the industries had significantly different
current assets management policies. Additionally the relative industry ranking of the
aggressive/conservative assets policies exhibited remarkable stability over time. Industry
policies concerning relative aggressive/conservative liability management were also
significantly different. Interestingly, it is evident that there is a high significant negative
correlation between industry assets and liabilities policies. Relative aggressive working
capital assets management seems balanced by relatively conservative working capitd

financial management.

2.5. Review from thesis

Joshi, A.L. (1986) in his study “Working Capital Management of Biratnagar Jute Mill”
seeks to have true insight into the working capital management in Biratnagar Jute Mill. The
study has concerned with management of current assets and covers five years period
(2036/37 to 2040/41). The main objective of his study was to examine the management of
working capital of Biratnagar Jute Mill. The study has embodied various financial ratios as
research methodology for measuring Biratnagar Jute Mills financial viability. The study is
based on secondary data with opinion survey method and limited to gross concept of working
capital.

The study has indicated mismanagement of inventory, no proper policy of cash holding and
heavy dependence on short term bank credit. He has recommended for effective working
capital management program, following productive investment approach preparing effective

sales plan and exhaustive research program using short term bank credit up to certain
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reasonable limit, maintaining optimum cash balance and making proper utilization of
accumulated collection debts. The scope of study is to identify the loopholes and managerial
deficiencies of Biratnagar Jute Mill on the part of working capital management. Mr. Joshi has
used ratio analysis to study but not hypothesis and correlation coefficient to verify the

significance and relation between working capital components.

Shrestha, S.C. (1997) in his study “A Comparative Study of WC Management in Public
Sector Brick Factories” tried to make a comparative assessment of working capital
management of public sector brick factory in Nepal. The objective of his study was to

comparative analyzing the working capital management.

He comprises various ratios in research methodology. He has analyzed various components
of working capital like cash, inventory, receivable, and current liabilities. The study based on

two government brick factories: Harisiddhi and Bhaktapur brick factory.

He has found that there is no proper relation between liquidity turnover and profitability of
two brick factories. There is no combination between fixed capital and working capital. The
analysis indicates that the working capital portion is totally neglected. He has suggested the
factory to use financia tools to forecast the working capital. The factories have to keep the
record up to data according to standard format. The management must have to be serious
regarding working capital management. His study was basically cooperative type. He
anayzed various WC components through the significance of working capital components

between two factories.
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Shrestha, R.K. (1997) in his study “Working Capital Management of Bottlers Nepal Ltd.”
is conducted by has focused his study on the appropriateness of investment in current assets
to itstotal assets, liquidity position management of WC needs and utilization of current assets

in Bottlers Nepal Ltd.. For this he used different ratios for analysis as research methodol ogy.

From the study he found that the proportion of current assets to total assets was increasing
year after year and the proportion of inventories did receivable and cash follow the highest
respectively. He also found the liquidity position of Bottlers Nepal Ltd. was very high
resoling low profitability and concluded that efficiency of working capital management in
Bottlers Nepal Ltd. was poor. For Those problems he suggested paying proper attention to
increase investment in current assets with better utilization rather than increasing further
investment. He suggested adopting suitable credit policy and providing discount to accelerate
its debt collection period. He also recommended setting minimum target rate of return to

minimize the gap of achievement.

Sharma, Y.P.(1999) in his study “Working Capital Management of Manufacturing
Companies of Nepal” (Listed on Nepa stock exchange Ltd.) has tried to anayze the
management of working capital of manufacturing industries and the objectives of this study

areas as follows:

(i) study of Working Capital Management and polices adopted by these manufacturing

industries.

(i1) empirical testing of variables affecting working capital management, such as, current
assets, sales, current liabilities, net profit, total assets, cost of good sold, operation ratio, on

the basis of this study he has analyzed, turnover position liquidity, profitability.
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It also aim to evaluate the relationship between variables, for this, researcher has set proper
research methodology, use of quantitative method, statistical method and qualitative method,
from this he has found that, overall profitability of listed Public Enterprises is negative. He
has analyzed that Nepalese Public Enterprises is suffering from sickness and they must
determine the appropriate Financing mix. These manufacturing companies undertake
measures like, identification of needed funds, regular checks, development of marketing
information system, the attitude towards risk and profit determination right combination of
short term and long term sources of funds to finance working capital needs. He has further
recommended that appropriate combination of investment in current assets, minimizing
operating cost, preparing effective sales plan, specific working capital policy improving
liquidity position speedy cash conversion period by improving financial performance are the
measure ways to make healthy efficient management of working capital of manufacturing

Public Enterprises of Nepal.

Aryal, B.P. (2002) in his study “Working Capital Management of Nepal

Telecommunication (NTC)” in the year 2002 has kept the objectives of the study as:

(1) to appraise working capital of NTC with respect to cash, receivables and
inventory management.

(i) to know how far NTC is being able to utilize its current assets properly.

(ili)  toevaluate credit policy of NTC and its effectiveness.

(iv)  to study the relationship between sales and different variables of working capital.

(v) to shed light on creation and mobilization of fund in NTC.
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For this he used tools as. financial ratio anayss, trend anaysis, fund flow analysis,
arithmetic mean, coefficient of variation, standard deviation, correlation, probable error,
coefficient of determination, simple regression analysis, ‘t’-statistics. Further he gave the
conclusion as the overall financial management of NTC was quite satisfactory during his
study of five years period. He further writes that NTC has good liquidity position and there
was no problem of technical insolvency. Beside this, the research has aso indicated some
critical aspects of working capital management and has supplemented precise suggestions
and recommendation too. He again writes that NTC being public utility keeps a larger
volume of working capital, which indicates excess liquidity position but the salesis quite low
as compared to it. The corporation has been facing serious problem of outstanding collection.
Overal capita structure of the corporation seems to be ideal for both the creditors and the
corporation. But a large portion of long term fund was invested in current assets, where
amost half of total current assets were funded by long term sources. Lastly, the researcher
conclude the study by emphasizing the control over investment in current assets, application
of cash management techniques, concentration of outstanding debt collection and retirement

of long term loans.

Pokherel, H.P. (2005) in his study “Working Capital Management in Nepal (A case study

of Bottlers Nepal Ltd.)” in the year 2005 on the topic has kept his objective of the study as:

(1) to appraise various aspects of working capital of Bottlers Nepal in terms of
liquidity, profitability, efficiency and size

(i)  to examine how far Bottlers Nepal is being able to utilize its current assets
properly

(i)  to show the relationship between sales and different variables of working capital

such as receivable cash and inventory.
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For this he used financial tools to see composition of working capital, turnover position,
liquidity position, profitability position, cash conversion cycle. He also used the following
statistical tools like: mean standard deviation, correlation coefficient, and simple regression

anaysis and hypothesis test for data analysis.

After analysis he found that overall financial management of Bottlers Nepal Ltd. was quite
satisfactory during five year study period. The corporation has sound liquidity position and
there was no problem in technical insolvency. All the variables of working capital as well as
volume of sales were in increasing trend and the corporation was operating with attractive
profit. Beside this, the researcher has also indicated some critical aspect of working capital
management and has supplemented precise suggestions and recommendations too. The
corporation investment in working capital is less. The company has been facing the problem
of collecting receivables. The position of cash is not sufficient to meet daily administrative
expenses. Overal capital structure of the company seems to be idle. Lastly, researcher
concludes the study by emphasizing to reduce the average collection period as well as to

increase the position of cash.
2.6. Research gap

The above mentioned were the study on working capital management. Some have taken
single manufacturing company and some taking a no. of companies. There are many
similarities between them but also there are multiple gaps among the researchers view
regarding working capital management. Some have used just ratios to calculate the various
aspect of working capital management where as some have used various statistical analysis.
The main difference between the other studies and this study is that, this study try to analyze
the relationship of WCM with profitability. This study uses the statistical tools like

correlation analysis and simple regression analysis to find out the relation of working capital
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with profitability of the company. It means how working capital affects the profitability of

the firm.

Further, pervious study on Bottlers Nepal Limited was up to fiscal year 2062/63 where WCM

position seems poor. So, focus of study is aso to find out WCM position current situation.
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CHAPTER -II1

RESEARCH METHODOLOGY

3.1 Introduction

The above-mentioned objectives will be fulfilled by well-settled research methodology. The
study is about selected food and beverage industry, Bottlers Nepal Limited has been already
streamline to some extent in earlier chapter regarding their growth, objectives statement of
problem and working capital practice in general. At the same time relevant literature of

working capital management has been reviewed in chapter 11 to have useful.

Feed back information is as an input in this study on working capital management of BNL
but the proper analysis of this study can be meaningful only on the right choice of research
tools that help to come meaningful conclusion. The main objective of this study is to analyze
the working capital management of BNL. Therefore in this chapter focus has been made on
research design, nature, and source of data, tools used for analysis and definition of key

terms.
3.2 Resear ch design

Research design is highlighted for obtaining the basic objective of the study. It includes
definite procedures and evaluation of the study. This study attempts to make composition and
establish the relationship between two or more variables. This study can be termed as
analytical informative, descriptive challenging and feed back study. For the study of working
capital management of BNL, financial tools, as well as statistica tools with the help of

secondary data a qualitative analysis of BNL are employed to achieve prescribed result.
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3.3 Natur e and sour ces of data

The study basicaly depends upon secondary data. The secondary data have been collected
from financia statements of various years as well as unpublished official records of company

provided by financial, account and other departments of BNL.
3.4 Population and sample

To get the information about working capital management, more representative and
comprehensive sample are selected from wide coverage of population. There are more than
40 manufacturing companies listed in NEPSE. Among them Bottlers Nepal is taken as a

sample for the study.
3.5 Toolsand analysis of data

All the collected data and information have been properly arranged tabulated and cal culated
to arrive at the redlistic analytical steps. Quantitative methods are applied for analyzing the

working capital management of BNL.
351 Financial tools

352 Statistical tools

3.5.1 Financial tools

Various financial ratios are used to analyze the effectiveness of composition of working
capital. Financial ratio analysisis widely used tools for financial analysis, which establish the
number or quantitative relationship between two items i.e. variables of the financia
statement. It is useful to make financial expression more meaningful and to draw appropriate
conclusion from them. So to examine the working capital policy for BNL, ratios concerned

with working capital has been extensively used in this study.
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In order to make rational decisions in keeping with the objectives of the company and its
financia viability, an analysis is undertake by every interested parties such as creditors,
investors and also by the company itself. Such analysis varies according to the specific

interests of party involved; thisanalysisis called financial analysis.
Under the analysis, following ratios are analyzed.

A) Working capital policy applied

The working capital policy can be applied in the Nepal ese Public Enterprises as follows:
Aggressive policy:

L<TFA

Or, TCL>TCA

Conservative policy:

L=0

\ TCA=0

Moderate Policy:

L>TFA

Or, TCA>0

Where.

L= Total equity including general reserves + Total long term loan
TFA=Total fixed assets

TCL=Total current liabilities

TCA= Total current assets
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B) Operating cycle and cash conversion cycle

1. Operatingcycle (OC)
The operating cycle is the sum of Inventory Conversion Period and Account
Receivable Period. The time that elapses between the purchases of raw materials to

the salesisreferred to as operating cycle.
It iscalculated as.

OC (Days) = Inventory Conversion Period (ICP) + Account Receivable Period
(ARP) or Days Sales Outstanding (DSO)
Where,

ICP = Inventories %365 (Days)
~ Cost of goodssold 4

ICP refers to the time lag between the purchase of raw materials and the sale

of finished goods.

ARP= WX%S (Days)
~ Sdes 4

ARP indicates the number of days that takes on an average to collect amount

receivables.

2. Cash conversion cycle (CCC)
The cash cycle is equal to the operating cycle less Account Payable Period. It is

caculated as:
CC (Days) = Operating Cycle (OC) - Account Payable Period (APP)
Where,

Payables
Cost of Goods Sold

APP = x 365 (Days)
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APP is the average length of time between the purchases of raw materials and

labor and the payment of cash for them.
C) Ratio used in accessing the structur e of working capital
It is studied by analyzing following formulas and ratios:
1 Current assetsto total assets (CATA)

The ratio of current assets to total assets indicates what percentages of the company’s

total assets are invested in the form of current assets. It is calculated as:

CATA = Current As@etsxloo )
~ Total Assets °

As the ratio increases, the risk of the company would decrease. The low ratio

indicates the small amount of working capital.
2. Current assetsto net fixed assets (CAFA)

This ratio shows the relationship between the current assets and fixed assets and can

be calculated as:

CAFA = Current Assets %100 (%)
" Net Fixed Assets °

If theratio islarge, it indicates the sound working capital.

3. Cash and bank balanceto current assets (CBCA)

It iscalculated as:

Cash & Bank Balance
CBCA = x100 (%)
Current Assets

The large ratio indicates the sound working capital management and vice-versa. The

working capital isdirectly affected by it.
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4. Cash and bank balanceto total assets (CBTA)
This ratio is calculated as under and indicates what percentage of total assets is

invested in cash and bank balance.

CBTA = Cash & Bank Balancex100 %)
~ Totad Assets °

As the ratio increases the risk would decrease and if the ratio is greater the working

capital would be greater.

5. Inventoriesto current assets (ICA)

Thisratio implies the percentage of current assets in form of inventory and derived as:

_Inventories
~ Current Assets

ICA x100 (%)

The increase in the ratio is an indication of libera inventory policy followed by
company. If the ratio increases or percentage increases means greater part is occupied
by inventory. On the other hand, a current asset is termed as working capital; if the

ratio is high the firm will had greater volume of working capital.

6. Inventoriesto total assets(ITA)

This ratio can be calculated as:

Inventories
ITA = O—leoo (%)

This ratio indicates the percentage of total assets invested in the form of inventories.
Inventories are a part of working capital. So, if the percentage increased the working
capital automaticaly increased. The increase in the ratio also indicates libera

inventory policy or blocking of materiasin stock.
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. Receivablesto current assets (RCA)

Thisratio indicates the share of receivables on current assets and is derived as:

_ Receivables
~ Current Assets

RCA x100 (%)

The low percentage indicates the low working capital and vice-versa. If the

percentageis greater the factory is unable to collect receivables promptly.

. Recelvablesto total assets (RTA)

Thisratio can be calculated as:

RTA = Receivables %100 (%)
~ Total Assets °

This ratio indicates the percentage of total assets invested in the form of receivables.
The increase in the ratio indicates the liberal credit policy followed by the company.
The working capital is affected by the ratio because receivables are also a part of

working capital, if the ratio increases the working capital aso increases.

D) Ratio used in accessing working capital utilization

By analyzing the various turnover ratios the factory's turnover position can be know. The

following ratios have been cal cul ated:

1. Current assetsturnover (CAT)

This ratio indicates the number of times the current assets are turned over during the

year. It is computed by dividing sales by current assets, i.e. Gross working capital

cAT= — A5 ines
~ Current Assets
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As the ratio increases, it is utilization of current assets. If the ratio is low, a greater
volume of working capital is there. Low ratio indicates greater working capital and

high ratio indicates lower working capital.

. Net working capital turnover (NWCT)
It is computed by dividing sales by net working capita, i.e., difference of current

assets and current liabilities,

NWCT = Sdes (times)
~ Net Working Capital

Higher ratio shows the utilization of net working capital and vice-versa.
. Cash turnover (CT)

This ratio is computed by dividing sales by cash balance and it measure the speed

with cash move through an enterprise's operation.

B Sales
~ Cash and Bank Balance

CT (times)

This ratio shows the number of the average cash balance is turned over during the

year.
. Recelvablesturnover (RT)

It iscalculated as:

RT (times)

" Receivables

It indicates the number of times the receivables are turned over during the year. It
gives the general measure of the productivity of the receivable investment. The higher

ratio indication the lower amount of working capital and lower ratio vice-versa.
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5.

Inventoriesturnover (1 T)
It is computed by dividing sales by inventory.

_ Cost of goodssold

IT -
Inventories

(times)

This ratio shows the number of time inventory is replaced during the year. Higher
inventory turnover indicates the good inventory management and lower turnover

suggests the management should manage its inventory properly.

E) Liquidity position

It is the most important part for the company. It shows the ability of the company to pay

its current obligations. The liquidity positions of BNL are computed by analyzing current

ratio and quick ratio.

1.

Current ratio (CR)

Thisratio is computed by dividing current assets by current liabilities.

Current Assets

R= Current Liabilities " M&

The higher ratio indicates the position of the company isin liquid and able o pay its
bills. Generally the current ratio of 2:1 is considered to be satisfactory. High ratios

indicated the greater amount working capital and low ratio vice-versa.

Quick ratio or acid-test ratio (QR or ATR)

It is computed by dividing the quick assets by current liabilities.

Quick Assets
Current Liabilities

QRorATR = (times)

Where,
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Quick Assets = Current Assets - Inventories

As the quick asset doesn't include the amount invested in the inventories. It isreliable
to measure the company's liquidity. Generally the quick ratio of 1:1 of company is

considered to be sound.
F) Profitability position
The main objective of the company is to earn maximum profit. The positions of the

profitability of the company are analyzed with the help following ratio.

1. Grossprofit margin (GPM)

It is computed by dividing gross profit by sales.

M = oS POt 100 06)
~ Sdes >

Where,
Gross Profit = Sales— Cost of goods sold

The gross profit margin ratio reflects the efficiency with which company produces
each unit of product. The higher percentage indicates the better efficiency of the

company.

2. Net profit margin (NPM)
Net profit is obtained after deducting operating expenses and income tax form gross

profit. It is computed by dividing net profit by sales.

NPM = Net profit after tax %100 (%)
- Sales °

Thisratio isthe overall measurement of the company's ability to earn net profit.
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3. Return on total assets (ROA)

Thisis computed by dividing net profit after tax by total assets.

_ Net profit after tax
Total Assets

ROA x 100 (%)

The ROA is useful measure of profitability of all financial resource invested in the

company's assets.

4. Return on net worth (RNW)

It is computed by dividing net profit after tax by net worth

RNW = Net profit after tax %100 (%)
~ NetWorth °

It indicates the return to the shareholders, how well the firm has used the resources of
the owners. It judges whether the firm has earned of satisfactory return for its
shareholders or not. Higher the ratio, higher the return to the shareholders and vice-
versa

G) Working capital management and profitability liquidity

Trade-off

This study is known as "The Smith first study.” The first study of Smith (1974) came as an

overview of management of working capital. He illustrated he idea by using the rate of return

on net worth on equity investment as a measure of profitability and net working capital and

current ratio as ameasure of liquidity.

3.5.2 Statistical tools

Various financial tools are mentioned above to analyze the working capital management of

BNL. Here brief introduction of statistical tools have been used this study is given below.
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A) Trend line

The series formed by the values of variable at different periods of time is called trend line.
This graph is constructed to show the changes in the values of a variable with the changesin
time. Time is taken on x-axis and values of variable on y-axis, then the points are plotted and

they are joined by straight line to get required trend line.
B) Bar diagrams

The bar diagrams represent the data by means of bars or rectangles or equal width. The
lengths of the bars represent the given figures and width may be of any size. Multiple bar
diagrams are used to present tow or more sets of related data. The different bars of each set
are placed together and different colours or shades are used to distinguish bars of one type
from the other. Time is taken on x-axis and values of variable on y-axis, then the bars are

plotted.
C) Coefficient of correlation by Karl Person's method

In order to test the relation ship and significance of the variables, during the period of study,

itisapplied. So, Karl Pearson's correlation coefficient (r) is calculated as:

naX.Y-aXayvy
JInax? - @x)1may? - av)?

(rx,y) =

Where,

(rxy) = correlation coefficient

X =thefirst (independent) variable
Y = the next (dependent) variable

n = number of observations
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Q X.Y =total sum of the product of two variables
A X =total sum of independent variable

é_ Y =total sum of dependent variable

(o]

X? = total sum of square of independent variable
a

é_ Y? = total sum of square of dependent variable

This coefficient can never be more than +1 and —1. Thus + 1 and — 1 are the limit of this
coefficient. If the value of coefficient is +1, it shows the perfect correlation and if it is -1,
negative correlation. More over if the coefficient of correlation is zero then it means there is

no existence of correlation between the variables under study.

D) Probableerror (P. E) of coefficient of correlation
P.E, of r is very useful in interpreting the value of r and is worked out as under for Karl
person's coefficient of correlation.

_ 0.6745x (1-1°)

Jn

P.E.

If r <P.E. Itisnot al significant, no evidence of correlation between variables

If r >P.E, there is the correlation, but not significant

If r>6" P.E, and greater than + 0.5, then it is considered significant at all.

E) Smpleregression analysis

In case of simple regression analysis, a single variable is used to predict another variable on
the assumption of linear regression i.e. relation of the type defined by (Y = a+ b.X) between
given variables. The variable to be predicted is called dependent variable and the variable on

which prediction is called in dependent variable. The simple regression equation indicates the
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amount of change in the value of the independent variable for a unit change in dependent
variable. Here, Y is dependent variable, X isindependent variable, aisintercept of lineand b

isslope of line.

In this study dependent variables are current assets, net fixed assets, net working capital, net
profit, inventory conversion period, account receivable period, account payable period and
cash conversion cycle. Same way independent variables are sales, net working capital and

gross profit.

F) F-test

F-test iswidely applicable in the statistics and especidly it is applicable to test:
a) the equality of population variance

b) the equality of several population means

¢) the significance of an observed sample multiple correlation

d) the linearity of regression

e) the significance of an observed sample correlation ratio.

F-ratio is calculated as:

Sources of Sum of squares Degree Mean sum of F-ratio
variation of squares
freedom
Regression SSR k-1 Mens SSR — MSR
k-1 ~ MSE
Residual SSE n-k
MSE= %
n -
Total SST n-1
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Where,

SSR = explained variation

SSE = unexplained variation

SST =totd variation

MSR = sum of sguares between samples/ k-1
M SE = sum of squares with in samples/ n-k
k = number of samples

n = total number of observations.

3.6 Definition of key term

In order to clarify the term used in this section the following key term are defined.

1 Current assets
It includes the cash and bank balance and those other assets which can be converted into cash
within a year such as. inventory, debtors or receivables, advances to employees, deposits,

prepaid rent & insurance, interest receivable on bonds and other misc. current assets.

2. Current liabilities
All the payment that has to be made by the company within an accounting period is included
in current liabilities. It includes sundry creditors, provision for taxation, unclaimed dividend,

and provision for bonus, housing, and income tax.

3. Fixed assets
It consists of the assets of the company like site development, building, plant and machinery,

furniture and fixtures office appliances, computer.

4. Total assets
It includes the total of current assets, net fixed assets, and misc. assets (which includes the

capital expenditure in progress).
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5. Long tem loan
It includes the loan taken from other institutions which have maturity life more than one year

(which includes bond, debentures, bank |oan etc).

6. Cash and bank balance

It includes the cash in hand & cash at bank.

7. Receivables

It includes the trade debtors & other debtors.

8. Inventories
In includes the raw materias at cost, scrap raw material at direct standard cost, work in
progress at direct standard cost, stores, and spares at cost and finished goods at direct

standard cost.

9. Net worth
In includes the paid up capital, genera reserve, housing reserve, and other reserve of the

company.
10. Payables

It includes bills payables and other payables.
3.7 Limitations of research methodology

Each methodology suffers from some kind of limitations. Therefore, the methodology used in
this research cannot be different from the common limitations of same type of researches.
However in analyzing working capital management of the selected sample, the tools applied
cannot best describe the relationship between the variables under study since working capital
management tools are based on various assumptions. Hence, the reliability, accuracy and

validity of the research findings based on this sample.
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CHAPTER-IV

DATA PRESENTATION AND ANALYSIS

4.1 Introduction

The introductory setting already describes the meaning of working capital management, brief
introduction of BNL and its growth and importance. At the same time relevant literature that
matter important to study is also streamlined in second chapter. Moreover research
methodology consisting the method of research chosen in this study has been given in detail
in third chapter. Now the most important sensitive part of this study consists of analysis and
presentation of empirical data focus on how far the BNL is in a position to manage their

working capital.

In order to manager examine the working capital management of BNL; the necessary
financial facts and figures as well as descriptive information are also fathered through the
financial statement (annual). Questionnaire is used to obtain farther qualitative information.
Only the important, pertinent information are taken into account. The major variable are fixed
assets, current assets, current liabilities, net profit, sales and statistical tools are to be

employed to measure the working capital management of BNL.
4.2 Working capital policy of BNL

In the literature review (chapter 11), it is said that working capital policy can be seen in three
ways. Aggressive, Moderate and Conservative. The formula to see weather the company has
Aggressive, Moderate and Conservative policy applied have been described in research

methodology (chapter I11) and the data are presented in the table below.
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Table4.1.
Working capital policy of BNL (from FY 2057/58 to FY 2066/67)

(Rs.“000)
Fiscal Y ear Tot.al Total Fixed Result Policy Applied
Equity Assets
2057/58 666810 349114 L>TFA Moderate
2058/59 695931 416993 L>TFA Moderate
2059/60 705559 377394 L>TFA Moderate
2060/61 727143 326069 L>TFA Moderate
2061/62 761889 409427 L>TFA Moderate
2062/63 776570 323573 L>TFA Moderate
2063/64 448762 593868 L>TFA Moderate
2064/65 729030 558538 L<TFA Aggressive
2065/66 673148 614402 L>TFA Moderate
2066/67 708766 643249 L>TFA Moderate

Source: Annual Report of BNL

The time that elapses between the purchase of raw materials and the collection of cash for

sales is referred to as operating cycle whereas the time length between the payment of raw

Table 4.1 shows that the working capital policy applied by BNL. The data of 10 years shows

that BNL is applying moderate policy. Only in fiscal year 2064/65 its policy is aggressive. It

means that its investment in total equities including general reserves + long term loan is

higher than investment in total fixed assets.

4.3 Operating cycle and cash conversion cycle of BNL

The time that elapses between the purchase of raw materials and the collection of the cash for

sales is referred to as operating cycle where as the time length between the payment of raw

materials purchase and the collection of cash for salesisreferred to the cash cycle.
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Table4.2.

Operating cycle and cash conversion cycle of BNL (from FY 2057/58 to FY

2066/67) (Rs.‘000)
Account
_ Inventory _ Account _ Cash
Fisca ) Receivable Operating )
Conversion _ Payable Conversion
Year . Period _ Cycle
Period (ICP) Period (APP) Cycle
(ARP)
2057/58 250 71 73 321 248
2058/59 221 79 73 300 227
2059/60 221 53 28 274 246
2060/61 189 72 43 261 218
2061/62 229 48 86 277 191
2062/63 184 38 78 222 144
2063/64 178 31 70 209 139
2064/65 116 18 74 134 60
2065/66 123 11 65 134 69
2066/67 126 9 60 135 75
Tota 1837 430 650 2267 1617
Average 184 43 65 227 162

Source: Annual Report of BNL

Table 4.2 shows the operating cycle and cash conversion cycle of BNL. The average time
taken to purchase of raw materials and collection of cash for sales for BNL is 227 days which
is the operating cycle of BNL. The maximum time taken in operating cycle 300 days which is
in the year 2058/59 and the minimum time taken in operating cycle is 134 days which isin
the year 2064/65 and 2065/66. On an average BNL is taking quite a long time in operating
cycle.

Similarly, the average time taken in cash cycle is 162 days i.e. it takes 162 days on average
for payment of raw materials purchase and the collection of cash for sales. The maximum
time taken in the cash cycle is 246 days which is in the year 2059/2060. The minimum time

taken in cash cycleis 60 days which isin the year 2064/65.
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Figure4.1

Opearitng cycle and cash conversion cycle of BNL
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Figure 4.1 shows the trend line of operating cycle and cash conversion cycle BNL. It is

declining from the fiscal year 2057/58 and from the fiscal year 2064/65 is position is steady.
4.4 Ratio used in accessing structure of working capital

Various current assets like cash, receivables, and inventories are compared with total current
assets and total assets. Likewise ratio of current assets with total assets and ratio of current

assets with total assetsis aso compared here.
4.4.1 Position of current assets

As current assets are the main parts which are required to run day to day business activities
and total of which is know as working capital as the gross concept. Its position has become
needful to study. Most of business organizations require some amount of working capital and

its requirement differ according to the size of the organization.

A firm needs cash to purchase raw materials, pay expenses, and could have shortage of cash
for this. This is because of not perfect matching between cash inflow and outflow. Cash

means are also held to meet the future expenses. The stocks of raw materials are kept in order
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to ensure smooth productions and to protect the risk of non-availability of raw materials. To
meet this obligation also cash in needed. As the necessity of current assets depends upon the
nature of business. It is required to meet the working capital, which is required to run the

organization day-to-day activities. The table 4.3 given below represents the position of

current assets.
Table4.3.

Position of current assets (from FY 2057/58 to FY 2066/67) (Rs.“000)
Fiscal Year/ | 2057 2058 2059 2060 2061 2062 2063 2064 2065 2066
Particulars /58 /59 /60 /61 /162 /63 164 /65 /66 167
Inventories 142734 | 185341 | 227223 | 184980 | 224070 | 176936 | 189256 | 144004 | 208754 | 304121
Trade and
other
receivables 80480 (115210 | 88039 | 124178 | 80845 | 63657 | 52823 | 36803 | 30205 | 35387
Cash and
bank
balances 3940 | 29456 | 5335 | 13755 | 1917 | 35926 | 3464 2428 3658 | 28780
Other current
Prepaid,
advance,
loans and
deposits 166694 | 176418 | 223586 | 124918 | 146379 | 159526 | 224159 | 204169 | 262453 | 313151

Totd 393848 | 506425 | 544183 | 447831 | 453211 | 436045 | 469702 | 387404 | 505070 | 681439

Source: Annual Report of BNL

Table 4.3 shows the position of current assets in the period of study. This aso shows the

investment pattern of BNL .Thereis quite fluctuation in current assets.
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4.4.2 Ratio of current assetsto total assets

As the necessity of current assets depend upon the nature of business. It is required to meet
the working capital, which is required to run the organization day-to-day activities. The table

4.4 given below represents the percentage of current assets to total assets.

Table4.4.
Ratio of current assets to total assets (from FY 2057/58 to FY
2066/67) (Rs.“000)
Fiscal % Changein
Ve Current Assets Total Assets Ratio (%) etio
2057/58 393848 951868 41.38
2058/59 506425 1036046 48.88 7.50
2059/60 544183 1038408 5241 3.52
2060/61 447831 886528 50.52 -1.89
2061/62 453211 975266 46.47 -4.04
2062/63 436045 1048353 41.59 -4.88
2063/64 511066 1104934 46.26 4.67
2064/65 389716 948254 41.09 -5.17
2065/66 505069 1119471 45.12 4.03
2066/67 681439 1324688 51.44 6.32
Total 4868833 10433816 465.16
Average 486883 1043382 46.52

Source: Annual Report of BNL

Table 4.4 shows the ratio of current assets to total assets. On an average the ratio of current
assets to total assetsis 46.52%. It means that BNL have high amount of working capital on an
average. High ratio also means that the risk of the company is lower and profitability of the
company is higher. The higher ratio is in the year 2059/60 which is 52.41% and the lower

ratio isin the year 2064/65 which is 41.09%.
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Figure4.2

Current assets and total assets of BNL
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Figure 4.2 shows the bar diagram of current assets and total assets of BNL. In fisca year
2061/62 and 2062/63 current assets and total assets is in decreasing trend than previous year
and in fiscal year 2065/66 and 2066/67 isin increasing trend than in previous year.

4.4.2 Ratio of current assetsto net fixed assets

In table 4.5 we look at the ratio of current to net fixed assets of the study period. The current
assets and net fixed assets are two main components of total assets. If investments in these
two are not done simultaneously in the required proportion then it affects the liquidity of the

firm. So, this ratio shows the clear picture of the investment in current assets and fixed assets.
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Table4.5.
Ratio of current assetsto net fixed assets (from FY 2057/58 to FY

2066/67) (Rs.“000)
Fiscal Year | Current Assets | Net Fixed Assets Ratio (%) % Changeinratio
2057/58 393848 349114 112.81
2058/59 506425 416993 121.45 8.63
2059/60 544183 381597 142.61 21.16
2060/61 447831 326096 137.33 -5.28
2061/62 453211 409427 110.69 -26.64
2062/63 436045 323573 134.76 24.07
2063/64 511066 593868 86.06 -4.87
2064/65 389716 558538 69.78 16.28
2065/66 505069 614402 82.21 12.43
2066/67 681439 643249 105.94 23.73
Total 4868833 4616857 1103.64
Average 486883 464686 110.37

Source: Annual Report of BNL

Table 4.5 shows the ratio of current assets to net fixed assets. Higher the ratio means sound
working capital. On an average this ratio is 110.37%. It means sound working capital. The
higher ratio isin the year 2059/60 which is 142.61% and lower is in the year 2064/65 which

is 69.78%.

Figure4.3

Current assets and net fixed assets of BNL
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Figure 4.3 shows the bar diagram of current assets and net fixed assets of BNL. It isin
decreasing trend in fiscal year 206/61, 2061/62, 2062/63 than previous year and in increasing
trend in fiscal year 2065/66 and 2066/67 than previous year.

4.4.3 Ratio of cash and bank balanceto current assets and total assets

Cash and bank balance occupies a significant portion in current assets. By looking at its
proportion in current assets and total assets, we can find what the position is of cash liquidity

in working capital needs of the firm.

Table 4.6.
Ratio of cash and bank balanceto current assets and total assets
(from FY 2057/58 to FY 2066/67) (Rs.“000)

Fisca Cash and Bank ) )

Vear Belerce Current Assets | Ratio (%) | Total Assets | Ratio (%)
2057/58 3940 393848 1.00 951868 0.42
2058/59 29456 506425 5.82 1036046 2.85
2059/60 5335 544183 0.98 1038408 0.52
2060/61 13755 447831 3.07 886528 1.56
2061/62 1917 453211 0.42 975266 0.20
2062/63 35926 436045 8.24 1048353 3.43
2063/64 3464 511066 0.68 1104934 0.32
2064/65 2428 389716 0.63 948254 0.26
2065/66 3658 505069 0.73 1119471 0.33
2066/67 28780 681439 4.23 1324688 2.18

Total 128659 4868833 25.8 10433816 12.07
Average 12866 486883 2.59 1043382 1.21

Source: Annual Report of BNL

Table 4.6 shows the ratio of cash and bank balance to current assets and to total assets. The

average ratio of cash and bank balance to current assetsis 2.59%. Thisratio is higher in the

year 2058/59 which is 5.82% and lower in the year 2061/62 which is 0.42%. Similarly, the
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average ratio of cash and bank balance to total assetsis 1.21%. Thisratio is higher in the year

2062/63 which is 3.43% and lower in the year 2061/62 which is 0.20%.

Figure4.4

Ratio of cash and bank balance to current assets and
total assets of BNL
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Figure 4.4 shows the trend line of ratio of cash and bank balance to current assets and total

assets of BNL. In the figure trend lineisin fluctuating position. It is highest in the fiscal year
2062/63 and lowest in the fiscal year 2061/62. It is in steady position in fiscal year 2064/65,

2065/66 and dlightly increasing in fiscal year 2066/67.
4.4 4 Ratio of inventoriesto current assets and total assets

The inventory in the current assets and total assets occupies significant portion. Inventory is
not considered as quick liquid gaining current assets because it takes time to convert the
inventory in cash. Inventory may tie up the working capital if it is not properly managed. So,

thisratio gives a clear picture of amount of investment in the inventory of BNL.
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Table4.7.
Ratio of inventoriesto current assets and total assets (from FY 2057/58 to

FY 2066/67) (Rs.“000)

Fiscal

Ve Inventories | Current Assets Ratio (%) Total Assets Ratio (%)
2057/58 142734 393848 36.24 951868 15.00
2058/59 185341 506425 36.60 1036046 17.89
2059/60 227223 544183 41.75 1038408 21.88
2060/61 184980 447831 41.31 886528 20.87
2061/62 224070 453211 49.44 975266 22.98
2062/63 176936 436045 40.58 1048353 16.88
2063/64 189256 511066 48.57 1104934 17.13
2064/65 144004 389716 36.95 948254 15.19
2065/66 208754 505069 41.33 1119471 18.65
2066/67 304121 681439 44.63 1324688 22.96

Total 1485519 4868833 417.4 10433816 189.43
Average 165058 486883 41.74 1043382 18.94

Source: Annual Report of BNL

Table 4.7 shows the ratio of inventories to current assets and to total assets. The average ratio

of inventories to current assets is 41.74%. This ratio is higher in the year 2061/62 which is

49.44% and lower in the year 2057/58 which is 36.24%. Similarly, the average ratio of

inventories to total assetsis 18.94%. Thisratio is higher in the year 2061/62 which is 22.98%

and lower in the year 2057/58 which is 15.00%.
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Figure4.5

Ratio of inventories to current assets and total assets of
BNL
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Figure 4.5 shows the trend lines between the ratios of inventories to current assets to total
assets BNL. Trend line is in fluctuating position. It is highest in fiscal year 2061/62 and
lowest in 2064/65 and isin increasing position in fiscal year 2065/66 and 2066/67.

4.4.5 Ratio of receivablesto current assets and total assets

Receivables are another important portion of current assets. Receivables are the inventory
sold in the credit. It soaks up the cash. This badly affects the working capital management of
the firm. If there is no proper policy to collect the receivable then firm certainly feels

shortage of funds. So, this ratio helps to proper management of receivable which is helpful in

management of working capital.
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Table4.8.
Ratio of receivablesto current assets and total assets (from FY 2057/58 to

FY 2066/67) (Rs.“000)

Fiscal

Ve Receivables | Current Assets | Ratio (%) | Total Assets Ratio (%)
2057/58 80480 393848 20.43 951868 8.45
2058/59 115210 506425 22.75 1036046 11.12
2059/60 88039 544183 16.18 1038408 8.48
2060/61 124178 447831 27.73 886528 14.01
2061/62 80845 453211 17.84 975266 8.29
2062/63 63657 436045 14.60 1048353 6.07
2063/64 52823 511066 10.34 1104934 4.78
2064/65 36803 389716 9.45 948254 3.88
2065/66 30205 505069 5.98 1119471 2.70
2066/67 35387 681439 5.19 1324688 2.67

Total 554650 4868833 150.49 10433816 70.45
Average 61628 486883 15.05 1043382 7.05

Source: Annual Report of BNL

Table 4.8 shows the ratio of receivablesto current assets and to total assets. The average ratio

of receivables to current assets is 15.05%. This ratio is higher in the year 2060/61 which is

27.73% and lowers in the year 2066/67 which is 5.19%. Similarly, the average ratio of

receivables to total assetsis 7.05%. This ratio is higher in the year 2060/61 which is 14.01%

and lowers in the year 2066/67 which is 2.67%.
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Figure 4.6.

Ratio of receivables to current assets and total assets of
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Figure 4.6 shows the trend lines between the ratios of receivables to current assets and total
assets of BNL. It is highest in fiscal year 2060/61 and lowest in fiscal year 2066/67. It isin

decreasing trend from fiscal year 2061/62.
4.5 Ratio used in accessing wor king capital utilization

Here, the turnover ratio is used. The turnover ratio is also caled as the assets management
ratio. Firms invest in assets to generate revenue both in the current period and in the future
periods. So, this ratio measures how effectively firm is managing its assets in the view of
current and projected sales levels. For the manufacturing company like BNL, sales are the
most important activity, the survival and growth of the company depends on the sales of the
product. The company should make their sales policy as per the resource availability and
market demand. The sales policy directly affects the production policy and in the same way
the production policy affects the financial policy. Increase in sales certainly causes increase
in production, so the amount of working capital is also affected by sales policy. More credit
sales more working capital will be required to meet the daily requirement. In the other hand,
if tight credit sales policy is applied, the climate effect will be decrease in working capital

need.
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4.5.1 Current assetsturnover (grossworking capital turnover)

The table 4.9 represents the current assets or gross working capital turnover during the study

period of in BNL.

Table4.9.
Current assetsturnover (from FY 2057/58 to FY 2066/67) (Rs.*000)
Fiscal
Ve Sales Current Assets | Turnover Position (Times)
2057/58 414577 393848 1.05
2058/59 535494 506425 1.06
2059/60 609654 544183 1.12
2060/61 632114 447831 141
2061/62 614739 453211 1.36
2062/63 621827 436045 1.43
2063/64 634190 511066 1.25
2064/65 746582 389716 1.92
2065/66 1002720 505069 1.99
2066/67 1588150 681439 2.34
Total 7400047 4868833 14.93
Average 740005 486883 1.49

Source: Annual Report of BNL

The turnover position of current assetsis 1.05 timesin the year 2057/58. 1t is 1.06, 1.12, 1.41,
1.36 and 1.43 times in the year 2058/59, 2059/60, 2060/61, 2061/62 and 2062/63
respectively. Similarly, in the years 2063/64, 2064/65, 2065/66 and 2066/67 the turnover
positions of current assets are 1.25, 1.92,1.99 and 2.34 times respectively. On an average

current assets turnover is 1.49 times.
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Figure4.7.

Sales and current assets of BNL
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Figure 4.7 shows the bar graph between sales and current assets of BNL. Sales are in
increasing trend from the fiscal year 2057/58. Current assets also are in increasing trend from
fiscal year 2057/58 and it is decreased in 2060/61. Again it isincreased in fiscal year 2065/66
and 2066/67.

4.5.2 Net working capital turnover

The table 4.10 represents the net working capital turnover during the study period of in BNL.

Table 4.10.

Net working capital turnover (from FY 2057/58 to FY 2066/67) (Rs.“000)
Fiscal . _ Turnover Position
Ve Sales Net Working Capital (Times)

2057/58 414577 244588 1.70
2058/59 535494 316430 1.69
2059/60 609654 360083 1.69
2060/61 632114 330632 191
2061/62 614739 288812 213
2062/63 621827 225343 2.76
2063/64 634190 -232272 -2.73
2064/65 746582 48775 15.31
2065/66 1002720 3899 257.17
2066/67 1588150 168313 9.44
Total 7400047 1754603 291.07
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740005 175460 211

Source: Annual Report of BNL

Average

The turnover position of net working capital is 1.70 timesin the year 2057/58. It is 1.69, 1.69,
1.91, 2.13 and 2.76 times in the year 2058/59, 2059/60, 2060/61, 2061/62 and 2062/63
respectively. Similarly, in the years 2063/64, 2064/65, 2065/66 and 2066/67 the turnover
positions of net working capital are -2.73, 15.31, 257.17 and 9.44 times respectively. On an

average net working capital turnover is 2.11 times.

Figure 4.8.
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Figure 4.8 shows the trend line of net working capital turnover position of BNL. It is in

steady position and increased in the fiscal year 2065/66 again decreased in fisca year
2066/67.
4.5.3 Cash turnover

Thetable 4.11 represents the cash turnover during the study period of in BNL.

Table4.11.
Cash turnover (from FY 2057/58 to FY 2066/67) (Rs.*000)
Fiscal Cash and Bank
Sales Turnover Position (Times)
Year Balance
2057/58 414577 3940 105.22
2058/59 535494 29456 18.18
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2059/60 609654 5335 114.27
2060/61 632114 13755 45.96
2061/62 614739 1917 320.68
2062/63 621827 35926 17.31
2063/64 634190 3464 183.08
2064/65 746582 2428 307.49
2065/66 1002720 3658 27412
2066/67 1588150 28780 55.18
Total 7400047 128659 1441.49
Average 740005 12866 144.15

Source: Annual Report of BNL
The turnover position of cash is 105.22 times in the year 2057/58. It is 18.18, 114.27, 45.96,

320.68 and 17.31 times in the year 2058/59, 2059/60, 2060/61, 2061/62 and 2062/63
respectively. Similarly, in the years 2063/64, 2064/65, 2065/66 and 2066/67 the turnover
positions of cash are 183.08, 307.49, 274.12 and 55.18 times respectively. On average cash
turnover is 144.15 times.

Figure4.9.

Cash turnover position of BNL
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Figure 4.9 shows the trend line of sales and cash and bank balance turnover position of BNL.

Itstrend isincreasing and decreasing. It is highest in fiscal year 2061/62 and lowest in fiscal

year 2062/63.
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4.5.4 Recelvables turnover

The table 4.12 represents the receivabl es turnover during the study period of in BNL.

Table4.12.
Recelvablesturnover (from FY 2057/58 to FY 2066/67) (Rs.*000)
Fiscal
Ve Sales Receivables Turnover Position (Times)
2057/58 414577 80480 5.15
2058/59 535494 115210 4.65
2059/60 609654 88039 6.92
2060/61 632114 124178 5.09
2061/62 614739 80845 7.60
2062/63 621827 63657 9.77
2063/64 634190 52823 12.00
2064/65 746582 36803 20.29
2065/66 1002720 30205 33.20
2066/67 1588150 35387 44.88
Total 7400047 554650 149.55
Average 740005 61628 14.96

Source: Annual Report of BNL
The turnover position of receivables is 5.15 times in the year 2057/58. It is 4.65, 6.92, 5.09,

7.60 and 9.77 times in the year 2055/59, 2059/60, 2060/61, 2061/62 and 2062/63
respectively. Similarly, in the years 2063/64, 2064/65, 2065/66 and 2066/67 the turnover
positions of receivables are 12.00, 20.29, 33.20 and 44.88 times respectively. On an average

receivables turnover is 14.96 times.
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Figure 4.10.

Receivables turnover position of BNL
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Figure 4.10 shows the trend line of sales and receivable turnover position of BNL. It isin

increasing trend from fiscal year 2060/61. It is highest in fiscal 2066/67.
4.5.5 Inventories turnover

The table 4.13 represents the inventories turnover during the study period of in BNL.

Table4.13.
Inventoriesturnover (from FY 2057/58 to FY 2066/67) (Rs.*000)
Fiscal
Ve Cost of goods sold Inventories Turnover Position (Times)
2057/58 208535 142734 1.46
2058/59 306480 185341 1.65
2059/60 376263 227223 1.66
2060/61 358377 184980 1.94
2061/62 357350 224070 1.59
2062/63 351080 176936 1.98
2063/64 389258 189256 2.06
2064/65 455134 144004 3.16
2065/66 621894 208754 2.98
2066/67 887112 304121 2.92
Total 4311483 1987419 214
Average 431148 198742 214

Source: Annual Report of BNL
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The turnover position of inventories is 1.46 times in the year 2057/58. It is 1.65, 1.66, 1.94,
159 and 1.98 times in the year 2058/59, 2059/60, 2060/61, 2061/62 and 2062/63
respectively. Similarly, in the years 2063/64, 2064/65, 2065/66 and 2066/67 the turnover
positions of inventories are 2.06, 3.16, 2.98, 2.92 times respectively. On an average

inventories turnover is 2.14 times.

Figure4.11.
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Figure 4.11 shows the bar diagram of cost of goods sold and inventories of BNL. Cost of
goods sold and inventories both are in increasing and decreasing trend. Both are highest in
fiscal year 2066/67 and lowest in fiscal year 2057/58.

4.6 Liquidity position

Liquidity position shows the ability of the firm to pay its liabilities. Liquidity fulfills the
current need of money. Since the study is focused on working capital management of the
company. So liquidity position plays vital role to manage the working capital. Here the

current ratio and acid test ratio of BNL during research period of study are observed.
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4.6.1Current ratio

It is the simple relationship of current assets to current liabilities. Current assets includes,
cash and bank balance, inventory, receivables and other miscellaneous current assets where
as current liabilities include creditors, cash credit taken, unclaimed dividend and other
miscellaneous current liabilities. The current ratio of the BNL for the period of study is

calculated in the table 4.14 presented below.

Table 4.14.
Current ratio (from FY 2057/58 to FY 2066/67) (Rs.*000)

Fiscal

Ve Current Assets Current Liabilities Current Ratio (Times)
2057/58 393848 149260 2.64
2058/59 506425 189995 2.67
2059/60 544183 184100 2.96
2060/61 447831 117199 3.82
2061/62 453211 164399 2.76
2062/63 436045 210702 2.07
2063/64 511066 743338 0.69
2064/65 389716 340941 1.14
2065/66 505069 501179 1.01
2066/67 681439 513126 1.33

Total 4868833 3114239 21.09
Average 486883 311424 211

Source: Annual Report of BNL
The current ratio of BNL 2.64 times in the year 2057/58. It is 2.67, 2.96, 3.82, 2.76 and 2.07

times in the year 2058/59, 2059/60, 2060/61, 2061/62 and 2062/63 respectively. Similarly, in
the years 2063/64, 2064/65, 2065/66 and 2066/67 the current ratios are 0.69, 1.14, 1.01 and

1.33 respectively. On an average current ratio is 2.11 times.
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Figure4.12.

Current assets and current liabilities of BNL
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Figure 4.12 shows the bar diagram of current assets and current liabilities of BNL. Bar
diagram shows fluctuating trend. Current assets are highest in fiscal 2066/67 and sales are
highest in fiscal year 2063/64.

4.6.2 Quick ratio (acid test ratio)

Quick ratio or acid test ratio is the relationship in between quick assets and current liabilities.
It is the measurement of company's ability to convert its current assets quickly into cash in
order to meet its current liabilities. It is believed inventory can’t be converted quickly into
cash. So, here inventory is not taken as it is not considered as quick assets. It can be
computed by dividing quick assets by current liabilities. The quick ratio of BNL, during the

period of study is presented below.
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Table4.15.

Quick ratio (from FY 2057/58 to FY 2066/67) (Rs.000)
Fiscal
Ve Current Assets | Inventories | Current Liabilities | Quick Ratio (Times)
2057/58 393848 142734 149260 1.68
2058/59 506425 185341 189995 1.69
2059/60 544183 227223 184100 1.72
2060/61 447831 184980 117199 2.24
2061/62 453211 224070 164399 1.39
2062/63 436045 176936 210702 1.23
2063/64 511066 189256 743338 0.44
2064/65 389716 144004 340941 0.72
2065/66 505069 208754 501179 0.59
2066/67 681439 304121 513126 0.74
Total 4868833 1987419 3114239 12.44
Average 486883 198742 311424 125

Source: Annual Report of BNL
The quick ratio of BNL 1.68 times in the year 2057/58. It is 1.69, 1.72, 2.24, 1.39, and 1.23

times in the year 2058/59, 2059/60, 2060/61, 2061/62 and 2062/63 respectively. Similarly, in
the years 2063/64, 2064/65, 2065/66 and 2066/67 the quick ratios are 0.44, 0.72, 0.59 and

0.74 respectively. On an average quick ratio is 1.25 times.
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Figure 4.13 shows the trend line of quick ratio of BNL. It is highest in fiscal year 2060/61
and lowest in 2064/65. It is in decreasing trend from fiscal year 2060/61 and in increasing

trend from fiscal year 2063/64.
4.7 Profitability position

The objective behind the establishment of a manufacturing company or any firm is of earning
profit or getting maximum return on investment. Profitability of company of is concern of all
parties of the firm. Effective utilization of resources to earn maximum amount profit is the
basic thought of company. Profitability is the measure of efficiency. To measure the
profitability position of the BNL, we tried to analyze the profitability ratio, such as gross

profit margin, net profit margin, return on assets and net worth.
4.7.1 Gross profit margin

It isthe profit of excluding the deduction of operating expenses and income tax. It is obtained
by deducting cost of goods sold from net sales. The ratio is the relationship between gross
profits to net sales which explains that percentage return of gross profit out of total sales. The
ratio measures the efficiency of company and soundness of effective management. Higher
percentage indicates the better efficiency. The table below of 4.16 show the gross profit

earned by the company during period of study and sales made there off.
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Table 4.16.

Gross profit margin (from FY 2057/58 to FY 2066/67) (Rs.“000)
Fiscal
Ve Gross Profit (Loss) Sales Gross Profit Margin (%)
2057/58 206042 414577 49.70
2058/59 229014 535494 42,77
2059/60 233391 609654 38.28
2060/61 273737 632114 43.31
2061/62 257389 614739 41.87
2062/63 270747 621827 43.54
2063/64 244932 634190 38.62
2065/65 391448 746582 52.43
2065/66 380827 1002720 37.98
2066/67 701038 1588150 44.14
Tota 3188565 7400047 432.64
Average 3188566 740005 43.26

Source: Annual Report of BNL
The gross profit margin of BNL 49.70% the year 2057/58. It is 42.77%, 38.28%, 43.31%,

41.87%, and 43.54%, in the year 2058/59, 2059/560, 2060/61, 2061/62 and 2062/63
respectively. Similarly, in the years 2063/64, 2064/65, 2065/66 and 2066/67 the gross profit
margins are 38.62%, 52.43%, 37.98% and 44.14% respectively. On an average gross profit

margin is 43.26%.
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Figure 4.14 shows the trend line of gross profit margin of BNL. It is aso in fluctuating trend.
It ishighest in fiscal year 2064/65 and lowest in fiscal year 2059/60.

4.7.2 Net profit margin

Net profit is the profit, which comes after deducting operating expenses and income tax from
gross profit. This ratio is the relationship on net profit after tax to sales. This ratio shows the
ability of management to operate business with sufficient success. The ratio of net profit to
sales essentially expresses the cost price effectiveness of the operation. The operating
expenses mainly affect the net profit of company. The table 4.17 presented below shows the

net profit margin of BNL, during the period of study.

Table4.17.
Net profit margin (from FY 2057/58 to FY 2066/67) (Rs.000)
Fiscal Net Profit after tax
Sales Net Profit Margin (%)

Y ear (loss)
2057/58 35883 414577 8.66
2058/59 48610 535494 9.08
2059/60 25672 609654 421
2060/61 37800 632114 5.98
2061/62 34735 614739 5.65
2062/63 24962 621827 4.01
2063/64 -30308 634190 -4.78
2064/65 -11429 746582 -1.53
2065/66 20531 1002720 2.05
2066/67 177502 1588150 11.18

Tota 363958 7400047 44,51
Average 36396 740005 4.45

Source: Annual Report of BNL
The net profit margin of BNL 8.66% the year 2057/58. It is 9.08%, 4.21%, 5.98%, 5.65%,

and 4.01%, in the year 2058/59, 2059/60, 2060/61, 2061/62 and 2062/63 respectively.
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Similarly, in the years 2063/64, 2064/65, 2065/66 and 2066/67 the net profit margins are

4.78%, -1.53%, 2.05% and 11.18% respectively. On an average net profit margin is 4.45%.

Figure 4.15.
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Figure 4.15 shows the trend line of net profit margin of BNL. It also in fluctuating trend. It is
lowest in fiscal year 2063/64 and highest in 2066/67. Trend lines shows BNL isin loss in

fiscal year 2063/64 and in fiscal year 2064/65.

4.7.3 Return on total assets

It measures the percentage of return on the overall total assets employed for every activities
of the company. It gives the profit giving efficiency of the company in relation to total assets.

The return on total assets employed of BNL is presented below in table 4.18.
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Table 4.18.

Return on total assets (from FY 2057/58 to FY 2066/67) (Rs.*000)

Fiscal Net Profit after tax

Vea (1059 Total Assets ROA (%)
2057/58 35883 951868 3.77
2058/59 48610 1036046 4.69
2059/60 25672 1038408 2.47
2060/61 37800 886528 4.26
2061/62 34735 975266 3.56
2062/63 24962 1048353 2.38
2063/64 -30308 1104934 -2.74
2064/65 -11429 948254 -1.21
2065/66 20531 1119471 1.83
2066/67 177502 1324688 13.40

Tota 363958 10433816 3241
Average 36396 1043382 3.24

Source: Annual Report of BNL
The ROA of BNL 3.77% the year 2057/58. It is 4.69%, 2.47%, 4.26%, 3.56%, 2.38% in the

year 2058/59, 2059/60, 2060/61, 2061/62 and 2062/63 respectively. Similarly, in the years
2063/64, 2064/65, 2065/66 and 2066/67 the net profit margins are -2.74%, -1.21%, 1.83%

and 13.40% respectively. On an average ROA is 3.24%.

Figure 4.16.
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Figure 4.16 shows the trend line of return on total assets of BNL. It is also in fluctuating
trend. It is negative in fiscal year 2063/64 and 2064/65. It is highest in fiscal year 2066.67.
4.7.4 Return on net worth

It gives the percentage return on the owner's capital invested. The conclusions drawn on the
basis of preceding ratios may not give true result because they give profit in sales and total
assets. The table 4.19 presented below shows the ratio of return on owner’s capital employed

during the period of study in BNL.

Table 4.19.
Return on net worth (from FY 2057/58 to FY 2066/67) (Rs. “000)
Fiscal
Ve Net Profit after tax (10ss) Net Worth Return on Net Worth (%)
2057/58 35883 194889 18.41
2058/59 48610 194889 24.94
2059/60 25672 194889 13.17
2060/61 37800 194889 19.40
2061/62 34735 194889 17.82
2062/63 24962 194889 12.81
2063/64 -30308 194889 -15.55
2064/65 -11429 194889 -5.86
2065/66 20531 194889 10.53
2066/67 177502 194889 91.08
Total 363958 1948890 186.75
Average 36396 194889 18.68

Source: Annual Report of BNL
The return on net worth of BNL 18.41% the year 2057/58. It is 24.94%, 13.17%, 19.40%,

17.82% and 12.81% in the year 2058/59, 2059/60, 2060/61, 2061/62 and 2062/63
respectively. Similarly, in the years 2063/64, 2064/65, 2065/66 and 2066/67 the net profit
margins are -15.55%, -5.86%, 10.53% and 91.08% respectively. On an average Return on net

worth is 18.68%.
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Figure4.17.

Return on net worth of BNL
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Figure 4.17 shows the trend line of return on assets of BNL. It is aso negative in fiscal year

2063/64 and 2064/65. It is highest in fiscal year 2066/67.
4.8 Working capital management and profitability liquidity trade-off
To find out the measure of profitability, RNW is compared with NWC and current ratio here.

Table 4.20.

Working capital management and profitability liquidity trade-off (from FY
2057/58 to FY 2066/67)

Fiscal Return on Net Worth
Current Ratio (Times) Net Working Capital

Y ear (%)
2057/58 18.41 2.64 244588
2058/59 24.94 2.67 316430
2059/60 13.17 2.96 360083
2060/61 19.40 3.82 330632
2061/62 17.82 2.76 288812
2062/63 12.81 2.07 225343
2063/64 -15.55 0.69 -232272
2064/65 -5.86 114 48775
2065/66 10.53 1.01 3899
2066/67 91.08 133 168313

Tota 186.75 21.09 1754603
Average 18.68 211 175460
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Source: Annual Report of BNL
Table 4.20 shows that there is fluctuation of RNW when it is compared to liquidity. It shows

that whenever the liquidity have increased in comparison to the previous year, the return have
also increase and vice-versa. In the year 2066/67, the return increases when liquidity
increases in comparison to the earlier years 2065/66. Similarly, whenever liquidity decreases,
the return also decreases in the year 2062/63 in comparison to the previous year 2061/62.
This case differs only in the year 2063/64 and 2064/65 but in total the return decreases

whenever liquidity decreases and vice-versa.
4.9 Statistical analysis

In order to study the significance of the various variables, Karl Pearson's correlation

coefficient and regression anaysisis applied.

94



List of statistical findings of correlation

Table4.21.

S.N. Variables R (P.E) Remarks
Sales and Current It isnot all significant, no evidence
1. 0.78 0.80 _ .
Assets of correlation between variables
2. Sales and Fixed Assets 0.72 0.10 Itissignificant at all
_ Itis not significant at al, there no
Sales and Net Working _ _
3. _ -0.22 0.20 evidence of correlation between
Capital _
variables
Net Profit and Net There is the correlation, but not
4. _ _ 0.37 0.18 o
Working Capital significant
It isnot all significant, no evidence
5. Gross Profit and ICP -0.73 0.09 ) )
of correlation between variables
. It is not al significant, no evidence
6. Gross Profit and ARP -0.71 0.10 _ .
of correlation between variables
It isnot all significant, no evidence
7. Gross Profit and APP -0.04 0.21 ) )
of correlation between variables
. It isnot al significant, no evidence
8. Gross Profit and CCC -0.71 0.10

of correlation between variables

1. Examining he relationship between Sales and Current Assets, during the period of study,

the correlation coefficient (r), the results are under r = 0.78, P.E. = 0.80 Thevaue of r <P.E.

The correlation between these two variables is not al significant, no evidence of correlation

between variables. For the details seein Appendix No.l

2. The correlation coefficient (r) between Sales and Fixed Assetsis 0.72, P.E. = 0.10. Since, r

>6 X P.E, soitisconsidered significant at all. For the details seein Appendix No.ll
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3. Similarly, the correlation coefficient (r) between Sales and Net Working Capita is -0.22,
P.E. =0.20. Since, r < P.E, It isnot significant at al, there no evidence of correlation between

variables. For the details see in Appendix No.lll

4. The correlation coefficient (r) between net working capital and net profit is 0.37, P.E. =
0.18. Since, r > P.E, It isnot al significant, no evidence of correlation between variables. For

the details see in Appendix No.lV

5. Again, the correlation coefficient (r) between gross profit and inventory conversion period
is -0.73, P.E. = 0.09. Since, r < P.E, It is not al significant, no evidence of correlation

between variables. For the details see in Appendix No.V

6. The correlation coefficient (r) between gross profit and account receivable period is -0.71,
P.E. = 0.10. Since, r < P.E, It is not all significant, no evidence of correlation between

variables. For the details see in Appendix No.VI

7. Similarly, the correlation coefficient (r) between gross profit and account payable period is
-0.04, P.E. =0.21. Since, r <P.E, It is not al significant, no evidence of correlation between

variables. For the details see in Appendix No.V1I

8. Again, the correlation coefficient (r) between gross profit and cash conversion cycle is -
0.71, P.E. =0.10. Since, r < P.E, so it isnot al significant. There is no evidence of correlation

between the variables. For the details see in Appendix No.V I
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Table 4.22.
List of statistical findings of regression

_ Constant | Coefficient _
S.N. Variables F-ratio Remarks
(@ (b)
Sdesand L ,
TheregressionlineY on X is
1. Current 339827 0.19 12.19* o
significant
Assets
Salesand TheregressionlineY on X is
2. . 259710 0.27 8.62* o
Fixed Assets significant
Sales and Net
_ TheregressionlineY on X is
3. Working 264537 -0.12 0.39* o
_ not significant
Capital
Net Profit and L .
_ TheregressionlineY on X is
4. Net Working | 17017 0.11 1.28* o
_ not significant
Capital
Gross Profit TheregressionlineY on X is
5. 260 -0.00024 9.61* o
and ICP significant
Gross Profit TheregressionlineY on X is
6. 83 -0.00012 8.25* o
and ARP significant
Gross Profit TheregressionlineY on X is
7. 67 -0.0000051 | 0.02* o
and APP not significant
Gross Profit TheregressionlineY on X is
8. 277 -0.00036 8.30* o
and CCC significant

Note: * = test at 5% significance level

1. The regression equation between sales and current assets is Y=339827+0.19X. It shows

that whenever there is 1% increase in sales then the value of current assets a so increases and

vice-versa. For the details see in Appendix No.l
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2. The regression equation between sales and fixed assets is Y =259710+0.27X. It shows that
whenever thereis increase 1% in sales then the value of fixed assets also increases and vice-

versa. For the details see in Appendix No.ll

3. The regression equation between sales and net working capital is Y=264537-0.12X. It
shows that whenever there is 1% increase sales then the value of net working capital
decreases. In other words increase in sales decrease in liquidity. For the details see in

Appendix No.lIlI

4. The regression equation between net profit and net working capital is Y=17017+0.11X. It
shows that whenever there is increase 1% in net profit then the value of net working aso

increases and vice-versa. For the details see in Appendix No.lV

5. The regression equation between gross profit and inventory conversion period is Y=206-
0.00024X. It shows that whenever there is 1% increase in ICP then the value of gross profit
decreases and vice-versa. In other words, it can be said that profitability can be increase by

reducing the no. of days of ICP. For the details seein Appendix No.V

6. The regression equation between gross profit and account receivable period is Y=83-
0.00012X. It shows that whenever there is 1% increase in ARP then the value of gross profit
decreases. In the long run profitability will increase by decreasing the no. of days of ARP.
This above case occurred due to haphazard way of management of receivables. For the

details seein Appendix No.VI

7. The regression equation between gross profit and account payable period is Y=67-
0.0000051X. It shows that whenever there is 1% increase in APP then the value of gross
profit decreases and vice-versa. In other words, it can be said that profitability can be increase

by reducing the no. of days of APP. The negative relation between APP and profitability
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ii)

defines that profitable firms wait longer to pay the bills. For the details see in Appendix

No.VII

8. The regression equation between gross profit and cash conversion cycle is Y=277-
0.00036X. It shows that whenever there is increase 1% in CCC then the value of gross profit
decreases and vice-versa. In other words, it can be said that profitability can be increase by

reducing the no. of days of CCC. For the details seein Appendix No.VIlI
4.10 Major findings

Study shows that amount is generally not financed by long-term source of fund or any short
term source of fund i.e. the use of fund through the debt is generally not done. The
company has used debt only in he year 2062/2063 i.e. is also bank loan. Although the
financing is done through the debt but also L (total equities including general reserves and
long term loan is quiet higher than TFA (total fixed assets). Its shows that company is using
moderate policy.

The operating cycle of BNL ranges from 134 days to 300 days on an average of 227 days
i.e. itistaking amost 8 months to convert purchased raw materialsto the finished goods for
sales. It isaquite long time. But we can aso see that , ICP have taken longer timei.e. 250
days means almost 8 and half months not the ARP which is in average of 184 days means
almost one and half months. Similarly, an average timein cash cycleis 162 daysi.e. aimost
7 months. It means that company is taking quite along time in cash collection also.

On an average out of total assets the proportion of current assets is 46.52% and on an
average the proportion of current assets in net fixed assets is 110.37%. It shows hat current
assets components of BNL.

The major components of current assets in BNL, are cash and bank balance, receivables,

inventories. During the period of study the proportion of cash and bank balance,
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Vi)

vii)

viii)

receivables, and inventories to current assets on an average are 2.59%, 15.05%, and 41.74%
respectively. It isfound that inventories hold the largest portion in the current assets.

Of the current assets, cash and bank balance holds the smallest portion in BNL. It is fallen
down in FY 2059/60 as compare to FY 2058/59 which again increases in the following year
2060/61. In FY in 2061/62, it is again found to be decreased. This position is found to be
increasing and decreasing in the subsequent coming years. The average cash and bank
balance in the company with respect to current assets is 2.59% and with respect to total
assetsis 1.21%.

Of the current assets inventories holds the largest portion of BNL, ranging from 36.24% to
48.57% and in fluctuating trend with an average of 41.74%. The inventories to total assets
ratio isin fluctuating with 15.00% to 22.96% with an average of 18.94%. These fluctuating
of the investment in inventories are due to fluctuating sales volume.

The receivables position with respect to current assets and total assetsin BNL in alternative
decreasing increasing and trend up to FY 2061/62. In FY 2062/63, it is again found to
decrease. Then in the following year, it again increases and in the next year it agan
increases. Till the end of study period the position of receivables with current assets and
total assets are 15.05% and 7.05%. These fluctuations in the position of receivables are
affected due to fluctuating sales volume of the company.

The turnover positions of BNL are in fluctuating trend in some cases. The gross working
capital turnover isranging from 1.05 times to 2.34 times with an average of 1.49 times. The
net working capital turnover is ranging from -2.73 times to 257.17 timesin an average trend
of 2.11 times. The cash turnover is ranging from 17.31 times to 320.68 highly fluctuating
times with an average of 144.15 times. This shows the company is not been able to

efficiently utilize the current assets.
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Xi)

xii)

The receivables turnover position in a company is ranging from 4.65 times to 44.88 times,
with or average of 14.96 times. This ratio shows how rapidly debts are collected. The
average ratio 14.96 times indicates longer time lag between credit sales and cash collection.
This indicates not a good management of receivables collection policy adopted by
company. The inventories turnover position of BNL isranging from 1.46 to 3.16 times with
an average of 2.14 times. The inventories management system of BNL is not so
satisfactory. But it aso signifies that inventories do not sell fast and stays on shelf or in
warehouse for along time.

The liquidity position of company is analyzed with current ratio and quick ratio. The
current ratio is ranging in between 0.69:1 to 3.82:1 times. The company has able to
maintain it's current ratio of 2.11:1 in an average of the study period. The overall current
ratio of the company is found to be satisfactory. There seems to be enough current assets to
meet obligations of current liabilities. The high investment in current asset is not so good. It
IS better to decrease in investment in inventories and maintain the ratio 2:1 of current assets
and current liabilities. The company is not making full use of its current borrowing
capacity. It signals excessive inventories, poor credit management in terms of over
extended account receivables.

The quick ratio of the company is ranging in between 0.44:1 to 2.24:1 times with a
fluctuating trend. The company has been able to maintain its quick ratio of 1.25:1 timesin
an average of the study period. The quick ratio is not favorable to the company. It isnot in
the ratio of 1:1. The company has not been able to convert quick assets quickly in cash in
order to meet the obligation of current liabilities. This is due to haphazard way of
management of receivables.

Profitability is the measure of efficiency. It is analyzed from various angles. The gross

profit margin and net profit margin of the BNL shows that, BNL is continuously in profit
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xiii)

Xiv)

XV)

during the period of study. The gross profit margin is in fluctuating trend ranging from
37.98% to 52.43% with an average of 43.26% during the study period. Although the
company is able to earn profit in the study period but the gross profit margin decreases in
the recent years in comparison to earlier years during the period of study. This shows that
company cost of goods sold have increases subsequently in he recent years.

Net profit margin of company indicates 4.45% return on average during the period of study.
The net profit margin ratio fluctuates from -4.78% to 44.51%. The earlier years shows high
amount of net profit but it have decreases in the recent years. It means that the expenses of
company have increases quite heavily in the recent years. Company isin lossin fiscal year
2063/64 and 2064/65 due to heavily increase in expenses.

The return on total assets, employed in BNL is not satisfactory. The return on total assets
ratio is positive with fluctuating trend. The ratio ranges from -2.74% to 13.40% with 3.24%
in average. This shows that the company has not efficiently utilized its assets. The company
has been able to increase its return in the year 2065/66 and 2066/67 athough it is in
negative position in the year 2063/64 and 2064/65, but in total company return on assets
doesn't look satisfactory.

Similarly return on net worth is aso in fluctuating trend. This ratio ranges from -15.55% to
91.08% with 18.68% in average. The company has increased this ratio in the year 2058/59,
2060/61, 2066/66 and 2066/67 as compared to previous years. But besides these years the
company, this ratio have usually decreases and it is negative in the year 2063/64 and
2064/65. This shows that the company has not efficiently utilized currents assets, total

assets, and shareholders wedlth.

102



CHAPTER-V

SUMMARY, CONCLUSION AND

RECOMMENDATIONS

5.1 Summary

The brief introduction of the study, its importance in Nepal is presented in the introductory
setting. The second chapters i.e. review of literature gives the concept of working capital,
different views of different resource scholars, writers are reviewed. Then the journas of
articles published by different management experts which are available are also reviewed.
Further more, the available dissertations in context of working capital management from
various researchers are been reviewed. The appropriate research methodology is presented in
chapter 111, with the help of methodology described; the data are presented and analyzed in
chapter IV. Now, in this chapter an effort has been made to present summary of findings, and

give some suggestions for future course of action.

The basic objective of this study is to examine the management of working capital in BNL.
To accomplish the objectives set earlier in first chapter the necessary data as from secondary
and primary source are collected from financial statements of the BNL. For primary data
guestionnaire are distributed to chief of various departments of BNL. The secondary data has
been analyzed though ratio analysis as a financial tools and correlation coefficient and
regression equation as a statistical tools. The major ratios analysis consists of ratios for
accessing the structure of working capital, ratios for accessing working capital utilization,
liquidity ratios, and profitability position. In order to test, relationship between the various
variables of working capital, Karl Pearson’s correlation coefficient (r) and regression equation

between the two variables called as dependent and independent are calculated and analyzed.
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Similarly, with he help of formula described in chapter 111 i.e. research methodology, which

working capital policy company is applying is also calcul ated.

5.2 Conclusion

In conclusion, it can be said safely, that the management of working capital cannot be
neglected by BNL. Otherwise it can seriously erode its financia viability. Thus managers
must understand the factors determining working capital needs because of the manufacturing
industries of Nepal is aso suffering from huge losses due to poor working capital

management and lack of specia working capital policy.

The profitability position of BNL, during the study period of is not satisfactory. The return on
net worth, on total assets, net profit margin, and gross profit margin are in fluctuating trend.
It concludes the financial performance of BNL and are not satisfactory. It is due to high
production cost operating expenses. As there is negative correlation between the net profit

and net working capital, the increment in net working capital has reduced profit.

There is no proper utilization of resources available to the firm. It is still following moderate
working capital policy which reduces risk but hamper in profitability in long run. So,

company can improve its policy which could maximize its profitability.
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5.3 Recommendations

Based on findings of the analysis mentioned above, some practicable recommendation in the

following section is given.
|) Effective working capital policy management

The above research shows that the BNL is using just moderate policy. It means that BNL
investment in total fixed assets is lower than L (Total equities including general reserves +
Long term) . Fixed assets are also one of the measure components of investments. If
investment in fixed assets increases then working capital policy also changes to aggressive.

Although aggressive policy looks risky but as there isrisk the profit also increases.
I1) Reduce the period of operating cycle and cash conversion cycle

The reduction in operating cycle and cash conversion cycle means that reduction in no. of
days of ICP and ARP and CCC. In the long run it concludes that decrease in the time lag

increases profitability which can be seen by regression equation also.

Speeding up the payments to suppliersi.e. decreasing in APP might increase profitability of
the company as company often receives a substantial discount for prompt payment. However
in financial statements, discount received in prompt payment should be booked as financial

income and should not affect operating income.
[11) Effective management of cash

The function of investment in money assets is to meet operational requirements in day to day
business, to provide a reserve of liquidity for mgor schedule out flows of cash, to exploit
opportunities, to avoid unexpected drains of cash and so on. There are many ways to effective

management of cash in BNL, minimization of float, better synchronization of cash flows,
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slowing disbursements. If cash appears more than requirement, the company showed invests

such ideal fund in marketable securities. So management of cash should be proper.
V) Effective management of receivables

In BNL, thereis larger investment receivable. So there should be neither over investment no
lower investment account receivables. Those policies involving receivable management
involves trade off between risk and return. The main determinants of the size of investment
are terms of sale, the selection of customers to give credit, efficiency in collecting receivables
and so on. One way to control investment in receivable is to find out receivable as percent of
sales. The other way are preparing schedule of receivable analysis credit worthiness of
customers, minimizing float and so on. It helps to adopt a definite credit and collection
policies. The credit purchase helps for lowering the requirements of working capital but in
could also increase credit sales. The credit sales increase the total sales volume and profit but
it also increase collection cost, bad debt losses, administration cost, management should

consider the trade off between cost and profit adopt.
V) Effective inventory management

The investment in inventory with respect to current assets made by BNL ranges from 29.92%
to 49.44%. The average investment in inventory with respect to current assets is 38.59% and
17.61% with to total assets. Such highly fluctuated investment in inventory shows that there
is no specific policy related with inventory management. Such highly varied amount in
inventory shows that, they are investing randomly. The effective management of working
capital fully depends upon proper management of inventory because it absorbs higher
percentage of current assets. For this company should make effective sales plan, which help
for immediate marketability and certainly decreases the problem of overstocking. The

management must minimize the wastage, scraps, there should be good store keeping system
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better material handling system and timely inspection system. Moreover, the analysisis also
useful. The none moving and obsolete items shows be discarded to avoid unnecessary

blockage up of inventory.
V1) BNL, must improveturnover position

It is found that current assets turnover, net working capital turnover is very low, which
indicates that un utilization of current assets, net working capital. Higher level of current
assets with unmanaged production and sales has contributed for lower turnover. If the
company utilizes the current assets in proper way the working capital will be lower. In such

situation, the company will be able to meet current obligation till maturity date.

To increase turnover, utilization of inventories those lying in the store, should be marketed as
soon as possible. It should adopt modern inventory system. The preparation of cash budget

and monitoring the schedule and their quick collection will resulted higher turnover of assets.
VII) Minimize the operating cost

BNL profit is in decreasing condition except in the year 2059/560, 2062/63 and company is
in loss in the year 2063/64 and 2064/65 as comparison to the pervious year during the period
of study. One of the causes is high operating cost of production. The management should
give attention towards the purchasing of raw materials, unnecessary expenses, and misuse of

funds. Heavy expenses on overheads are the major causes for high operating cost.

To overcome such short comings management should be strict for misuse of funds. The
management also manages right number of workers in right place providing necessary
training from time to time also contribute for lower administrative and operating cost.
Further, to control and reduced production cost and high operating expenses, BNL as far as
possible shows utilize it’s full capacity. Also the adaptation of standard and marginal cost

techniques, thiswill also be a good measure in controlling and classifying the costs as well as
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for identifying the responsibility centers for minimization of losses. The cut off cost increase

the profit margin.

VI1II) Positive attitude towardsrisk

Since, the risk is the opportunity for company to make profit. The management should not
consider it is dangerous. It is the ability to manage the current assets properly and efficiently.
BNL isjust managing the moderate working capital policy. This have decreases the profit of
the company. When the management properly utilizes the current assets, predicting the
further return and timing of cash generation, there will be self generation of funds by which
company should not depend upon permanent financing for the current assets or temporary
assets. To develop and to manage ability to take risk, there should be training, participation of

management in conferences, foreign enterprise tours etc for the managerial level employees.

5.4 View of Researcher

It is found that working capital management of BNL is in haphazard way after the over all
analysis of study. It has gone to loss in the fiscal year 2063/64 and 2064/65, which is due to
inefficient way of managing working capital. So, BNL has to manage its working capital in

very efficient and effective way so that it will not face situation of lossin coming years.
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APPENDIX |
(CORRELATION AND REGRESSION ANALYSISBETWEEN SALES

AND CA)
Vear Sales Current 2 v Yy (Y-V)z
(X) | Assets(Y)
2057/58 | 414577 | 393848 | 171874088929 | 155116247104 | 163280322296 | 8655511225
2058/59 | 535494 | 506425 | 286753824036 | 256466280625 | 271187548950 | 381889764
2059/60 | 609654 | 544183 | 371677999716 | 296135137489 | 331763342682 | 3283290000
2060/61 | 632114 | 447831 | 399568108996 | 200552604561 | 283080244734 | 1525058704
2061/62 | 614739 | 453211 | 377904038121 | 205400210521 | 278606476929 | 1133803584
2062/63 | 621827 | 436045 | 386668817929 | 190135242025 | 271144554215 | 2584502244
2063/64 | 634190 | 511066 | 402196956100 | 2g1188456356 | 324112946540 | 584817489
2064/65 | 746582 | 389716 | 557384682724 | 151878560656 | 290954950712 | 9441425889
2065/66 | 1002720 | 505069 | 1005447398400 | 755004694761 | 506442787680 | 330730596
2066/67 | 1588150 | 681439 | 2522220422500 | 464359110721 | 1082227347850 | 37852037136
J ax=| § v= a X2= a Y= a xy= | & (v-Y)=
e 7400047 | 4868833 | 6481696337451 | 2436326544819 | 3802800522588 | 65773066631

No. of observation (n) = 10
o

Mean Sales (X ) =
Mean Current Assets(v )=

Correlation coefficient (rxy) =

_ 7400047 — 740004

ax
n

10

o]

Y
A" _ 4868833 _ 486883

n 10

naXx.Y-axXay

JInax? - @x)21nay?2 - @av)3
10x 3802800522588 - 7400047 x 4868833

\/ [10% 6481696337451 - (7400047) 2] [ 10x 2436326544819 - (4868833) 2]

=0.78

Probable Error =

0.6745x (1-r2)

0.6745x (1-0.782)

in

V10
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Regression Equation,
Y =a+hX
o o
aY=na+b. X
axXyY=adyY+bqy?
4868833 = 10a + 74000470 ..o veeie i e e ()
3802800522588 = 7400047a + 6481696337451b............... (i)

Applying (i)x7400047-(ii)x10, we get

36029593035151 = 74000470a + 54760695602209b
38028005225880 = 74000470a + 64816963374510b

-1998412190729 = -10056267772301b

_-1998412190729  _
-10056267772301 '

Now, calculating the value of a

a= 4868833 - 7400047 x 0.20
10
Therefore, regression equation of between Sales as independent variable and Current Assets as a

dependent variableis:
Y =339827 + 0.19X

= 339827

Test of ANOVA
Total variation SST=Q (Y- Y )?=65773066631

Unexplained variation SSE=
a Y*ad Y-bQ XY=26060010311

Explained variation SSR = SST-SSE =39713056320
Ho :b=0, theregression line of Y on X is not significant
Hy :b1 0, theregression lineof Y on X is significant

115



Here, k=2

Sources of Sum of squares Degree Mean sum of F-ratio
variation of squares
freedom
Regression | SSR=39713056320 |  k-1= | y1qr=SoR _ 39713056320 = MR
2-1=1 k-1 1 MSE
=39713056320
Residua | SSE=26060010311 MSE= SSE _ 26060010311 | _ 39713056320
k= n-k 8 3257501289
10-2=8
= =12.19
3257501289
Totd SST n-1=
10-1=9

Critical value of F at 5% level, F(1,9) = 5.12. The calculated value of f is greater than critical
value. So, Hp isrgected i.e. regression line Y on X is significant.
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APPENDIX [1
(CORRELATION AND REGRESSION ANALYSISBETWEEN SALES

AND FA)
vear | 3% | NetFixed NG v XY Y-V Y
X) Assets (Y)

2057/58 | 414577 | 349114 | 171074088000 | 121880584996 | 144734634778 | 12672230041
2058/59 | 535494 | 416993 | oeq753374036 | 173883162049 | 223207249542 | 1997374864
2059/60 | 609654 | 381597 | 571677099716 | 145616270400 | 232642137438 | 6414087744
2060/61 | 632114 | 326096 | 299560108096 | 106338601216 | 206129846944 | 18384376921
2061/62 | 614739 | 409427 | 279904038121 | 167630468329 | 251690744553 | 2730898564
2062/63 | 621827 | 323573 | 104660817009 | 104609486329 | 201206427871 | 19074924544
2063/64 | 634190 | 593868 | 415196056100 | 352679201424 | 376625146920 | 17472345489
2064/65 | 746582 | 558538 | ppoaoaggo7os | 311964697444 | 416994417116 | 9380503609
2065/66 | 1002720 | 614402 | 1405447398400 | 377489817604 | 616073173440 | 23322482089
2066/67 | 1588150 | 643249 | 5552900400500 | 413769276001 | 1021575899350 | 32965486096
Totd ax=| avys a X°= a Y= a xvy= | & (v-Y)=

7400047 | 4616857 | 6481696337451 | 2275951565801 | 3690969677952 | 144414709961

No. of observation (n) = 10
o

Mean Sdles (X ) =

QX _ 7400047 — 740004
n 10

[o]
Y

ar . 4010657 - 461685

n

ndX.Y-aXay

JInax? - @x)21nay?2 - @av)3
~ 10% 3690969677952 - 7400047 x 4616857

| [10% 6481606337451~ (7400047)2] [ 10x 2275951565801 (4616857) 2]

Mean Fixed Assets(v ) =

Correlation coefficient (rxy) =

=0.72
0.6745% (1-r2) 0.6745x% (1- 0.722)
Probable Error = Jn = J10 = 0.10

Regression Equation,
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Y=a+hbX
éY =n.a+h. éx
AXY=aVY+bQY?

4616857 = 10a + 7400047D.....covvvie i e e (i)
3690969677952 = 7400047a + 6481696337451b............... (i)

Applying (i)x7400047-(ii)x10, we get

34164958792279 = 74000470a + 54760695602209b
36909696779520 =74000470a + 64816963374510b

-2744737987241 = -10056267772301b

_ -2744737987541
-10056267772301

Now, calculating the value of a

a= 4616857 - 7400047 x 0.07
10
Therefore, regression equation of between Sales as independent variable and Fixed Assetsas a

dependent variableis:
Y =259710 + 0.27X

or,b

= 259710

Test of ANOVA
Total variation SST=g (Y- Y )’= 144414709961

Unexplained variation SSE=
a Y*ad Y-bQ XY=69500370072

Explained variation SSR = SST-SSE =74914339889
Ho :b=0, theregression line of Y on X is not significant
Hy :b1 0, theregression lineof Y on X is significant

Here, k=2
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Sources of Sum of squares Degree Mean sum of F-ratio
variation of squares
freedom
Regression SSR= k-1= MSR= SSR _ 74914339889 F:@
74914339889 2.1=1 k-1 1 MSE
=74955311837
Residual SSE= M SE= SSE _ 69500370072 | _ 74914339889
69500370072 ke n-k 8 8687546259
10-2=8 = 8687546259 =8.62
Total SST n-1=
10-1=9

Critical value of F at 5% level, F(1,9) = 5.12. The calculated value of f is greater than critical
value. So, Hpisrgected i.e. regression lineY on X is significant.
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APPENDIX I11
(CORRELATION AND REGRESSION ANALYSISBETWEEN SALES

AND NCW)
Ve | o | NOW X? Y? X.Y (Y-Y)?
(X) (Y)

2057/58 | 414577 | 244588 | 171874088000 | 59823289744 | 101400559276 | 4778680384
2058/59 | 535494 | 316430 | »9a753374036 | 100127944900 | 169446366420 | 19872540900
2059/60 | 609654 | 360083 | 571677099716 | 129650766889 | 219526041282 | 34085652129
2060/61 | 632114 | 330632 | 290568108006 | 109317519424 | 208997116048 | 24078349584
2061/62 | 614739 | 288812 | 37790403101 | 83412371344 | 177544000068 | 12848675904
2062/63 | 621827 | 225343 | 95660817000 | 50779467649 | 140124361661 | 2488313689
2063/64 | 634190 | -232272 | 415196956100 | 53950281984 | -147304579680 | 166245383824
2064/65 | 746582 | 48175 | gogagagg7on | 2379000625 | 36414537050 | 16049089225
2065/66 | 1002720 | 3899 | 1405447398400 | 15202201 3000605280 | 29433176721
2066/67 | 1588150 | 168313 | 5550000400500 | 28329265969 | 267306290950 | 51079609
T | A X=| A Y=| & X= a v’= a xy= | & (y-v)=

7400047 | 1754603 | 6481696337451 | 617794110729 | 1177364298355 | 309930941969

No. of observation (n) = 10

Mean Sales (X ) =

o
AX _ 7400047 - 740004
n 10

[

_ Y
Mean NCW (Y )= &1 = 1754603 _ 175460
n

10

Correlation coefficient (rx y) = naxy-aXay

10x1177364298355 - 7400047 x 1754603

JInax? - @x)21nay?2 - (avy)?

\/ [10% 6481696337451- (7400047) 2] [10x 617794110729 - (1754603) 2]

=.0.22
0.6745x (1-r2) 0.6745x (1- (-0.22)2)
Probable Error = /n = J10
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Regression Equation,
Y =a+hX
o o
aY=na+b X
axXyY=adyY+bqy?
1754603 = 10 + 7400047D...c.ovie it e ()
1177364298355 = 7400047a + 6481696337451b............... (i)

Applying (i)x7400047-(ii)x10, we get

12984144666341 = 74000470a + 54760695602209b
11773642983550 = 74000470a + 64816963374510b

1210501682791 = -10056267772301b

1210501682791
-10056267772301

Now, calculating he value of a

a= 1754603 - 7400047 % -0.12
10

= 264537

Therefore, regression equation of between Sales as independent variable and NCW as a
dependent variableis:
Y =264537 + (-0.12)X

Test of ANOVA
Total variation SST= (Y- Y )’=309930941969

Unexplained variation SSE=
QA Y*ad Y-bQ XY=295359787369

Explained variation SSR = SST-SSE =14571154600
Ho :b=0, the regression line of Y on X is not significant
H; :b1 0, theregression line of Y on X is significant
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Here, k=2

Sources of Sum of squares Degree Mean sum of F-ratio
variation of squares
freedom
Regression SSR= k-1= MSR= SSR - 14571154600 F= MSR
14571154600 .1=1 k-1 1 MSE
=14571154600
SSE 295359787369 | 14571154600
' MSE=——= == =
Residual e n K 8 36019973421
_ } = =0.39
SSE=295359787369 | 10.0=g 36919973421
Total SST n-1=
10-1=9

Critical value of F at 5% level, F(1,8) = 5.12. The calculated value of f isless than critical value.
So, Hiisregectedi.e. regression line Y on X is not significant.
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APPENDIX IV
(CORRELATION AND REGRESSION ANALYSISBETWEEN NET
PROFIT AND NCW)

Net
Year Niw profit X? Y? X.Y (Y-Y)?
(X) )
2057/58 | 244588 | 35883 | g5agr0009744 | 1287580680 | 8776551204 262144
2058/59 | 316430 | 48610 | 150197944000 | 2362932100 | 15381662300 | 149206225
2059/60 | 360083 | 25672 | 159650766880 | 650051584 | 9244050776 | 114982729
2060/61 | 330632 | 37800 | 109317519404 | 1428840000 | 12497889600 1974025
2061/62 | 288812 | 34735 | gap15371344 | 1206520225 | 10031884820 2755600
2062/63 | 225343 | 24962 | 54770467649 | 623101444 | 5625011966 | 130713489
2063/64 | -232272 | -30308 | 5305001084 | 018574864 | 7039699776 | 4449290209
2064/65 | 48775 | 11429 | 5379000825 | 130622041 | -557449475 | 2287134976
2065/66 | 3899 | 20531 | 1500001 | 421521961 80050369 251666496
2066/67 | 168313 | 177502 | 58350065060 | 31506060004 | 29875894126 | 19911185449
Totd ax=| § v= aQ X3= Q Y3= a XY= a (Y-Y)=
1754603 | 363958 | 617794110720 | 40545713912 | 97995245462 | 27299171342

No. of observation (n) = 10
(o]

_ X
Mean Sales (X ) = ar _ 1759603 = 175460
n

o
_ Ay
Mean NCW (Y ) = = — = 363358 = 36395

naXx.Y-axay

JInax? - @x)21nay?2 - (avy)?
10x 97995245462 - 1754603 x 363958

Correlation coefficient (ry y) =

\/ [10 x 617794110729 - (1754603) 2 ].[10 x 40545713912 - (363958) %]

= 0.37
Probable Error = 0.6745x(1-12) = 0.6745x[1-0.372)] = 018
Vn J10
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Regression Equation,
Y =a+hX
o o
aY=na+b. X
axXyY=adyY+bqy?
363658 = 10a + 1754603D......veienie i e (i)
97995245462 = 1754603a+ 617794110729b.................e. (i)

Applying (i)x1754603-(ii)x10, we get

638601798674 = 17546030a + 3078631687609b
979952454620 = 17546030 + 6177941107290b

-341350655946 = -3099309419681b

_ -341350655946
-3099309419681

Now, calculating he value of a

a= 363958 -1754603x%0.11
10

=17071

Therefore, regression equation of between Net Profit as independent variable and NCW as a

dependent variable is:
Y =17071+ 0.11X

Test of ANOVA
Total variation SST=Q (Y- Y )?=27299171342

Unexplained variation SSE=
A Y*ad Y-bQ XY=23539615430

Explained variation SSR = SST-SSE =3759555912
Ho :b=0, theregression line of Y on X is not significant
Hy :b1 0, theregression lineof Y on X is significant

Here, k=2
Sources of Sum of squares Degree Mean sum of F-ratio
variation of squares
freedom

124




- SSR=3759555912 1= SSR MSR
Regression k-1= MSR= _ 3759555912 =

2.1=1 k-1 1 " MSE
Residud 3759555912 _ 3759555912
Sdud | SsE=23539615430 ~ 5942451929
K= SSE 23539615430 =1.28
10-2=8 | MSEF——=————— -
n -k 8
= 2942451929
Total SST n-1=
10-1=9

Critical value of F at 5% level, F(1,8) = 5.12. The calculated value of f isless than critical value.
So, Hiisregectedi.e. regression line Y on X is not significant.
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APPENDIX V
(CORRELATION AND REGRESSION ANALYSISBETWEEN GROSS

PROFIT AND ICP)

Gross v
Year _ ICP X2 Y2 X.Y (Y-Y)
Profit (X) | (Y)
2057/58 | 206042 | 250 | 4o453305764 | 62500 | 51510500 4489
2058/59 | 229014 | 221 | opimionoe | ageal | 50612004 1444
2059/60 | 233391 | 221 | 5471358881 | 48841 | 51579411 1444
2060061 | 273737 | 189 | 74931945160 | 35721 | 51736293 36
2061/62 | 257389 | 229 | geopqng73p1 | 52441 | 58942081 2116
2062/63 | 270747 | 184 | 73303033000 | 33856 | 49817448 1
2063/64 | 244932 | 178 | goog1e84604 | 31684 | 43597896 25
2064/65 | 391448 | 116 | 153531536704 | 13456 | 45407968 4489
2065/66 | 380827 | 123 | 145000003920 | 15129 | 46841721 3600
2060/67 | 701038 | 126 | 4914477444 | 15876 | 88330788 3249
oy | A X lAY=| A X= [ &Y=]| & xY= & (V)
3188565 | 1837 | 1213563760041 | 358345 | 538376200 | = 20893
No. of observation (n) = 10
(o]
_ X
Mean Gross Profit (X ) = ar . SL550° = 318856
& _,
Mean ICP (Y )= <— = 1837 - 153
n
Correlation coefficient (rx.y) = nazxy-axay
JInax2 - (@ax)21nay2-(av)?
) 10 x 538376200 - 3188565 x 1837
\/ [10 x 1213563760041 - (3188565) 2 |.[10 x 358345 - (18372
=-0.73
) 2
Probable Erfor = 0.6745x(1-r*) _  0.6745x[1-(-0.73)“] _ g9

vn
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Regression Equation,
Y =a+hX
o o
aY=na+b. X
axXyY=adyY+bqy?
1837 = 10a + 3188565D......cevee i e, (i)
538376200 = 3188565a + 1213563760041b................... (i)

Applying (i) x3188565-(ii) x10, we get

5857393905 = 31885650a + 10166946759225b
5383762000 = 31885650a + 12135637600410b

473631905 =-1968690841185b

473631905

= =-0.00024
-1968690841185

Now, calculating he value of a

o 1837-3188565(:0.00024) _,,
10

60

Therefore, regression equation of between ICP as independent variable and Gross Profit asa
dependent variableis:
Y =260 + (-0.00024)X

Test of ANOVA
Total variation SST=8Q (Y- Y )*=20893

Unexplained variation SSE=

(o]

A Y*ad Y-bQ XY=9493

Explained variation SSR = SST-SSE =11400
Ho :b=0, the regression line of Y on X is not significant
H; :b1 0, theregression lineof Y on X is significant
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Here, k=2

Sources of Sum of squares Degree Mean sum of F-ratio
variation of squares
freedom
Regresson |  SSR=11400 k-1= VSR SSR 11400 = MSR
2-1=1 k-1 1 MSE
=11400
Residual SSE=9493 - 11400
ke _ SSE _ 9493 1187
MSE= e =961
10-2=8 n -k 8
=1187
Totd SST n-1=
10-1=9

Critical value of F at 5% level, F(1,8) = 5.12. The calculated value of f is greater than critical
value. So, Hoisrgected i.e. regression line Y on X is significant.
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APPENDIX VI
(CORRELATION AND REGRESSION ANALYSISBETWEEN GROSS
PROFIT AND ARP)

ver | 0% | ARP X2 y2 X.Y (Y-Y)?
Profit (X) | (Y)
2057/58 | 206042 | 71| 40453305764 | 5041 | 14628982 784
2058/59 | 229014 | 79 | opsmiiotos | 624l | 18092106 1296
2059/60 | 233391 | 53 | 5471358881 | 2809 | 12369723 100
2060061 | 273737 | 72 | 00104160 | 5184 | 19709084 841
2061/62 | 257389 | 48 | geon0097321 | 2304 | 12354672 25
2062/63 | 270747 | 38 | aaiacosnoo | 1444 | 10288386 25
2063/64 | 244932 | 31 | pooorcancon | op1 7502892 144
2064/65 | 391448 | 18 | 153p31536704 | 324 7046064 625
2065/66 | 380827 | 11 | 1,cio0003000 | 121 4189007 1024
2066/67 | 701038 | 9 | sorsciorrans | g 6309342 1156
T | A X &Y @& X= 3y A XY= 4y
3188565 | =430 | 1213563760041 | =24510 | 112580328 6020

No. of observation (n) = 10
[}

_ X
Mean Gross Profit (X ) = ar _ 3188565 - 318856
AY
Mean ARP (Y )= <— = 430=43
n

naX.y-axay

Correlation coefficient (ry y) =

10x112580328 - 3188565 x 430

\/ [10 x 1213563760041 - (3188565)2].[10 x 24510 - (430)]

=-0.71

0.6745x (1-r?)
Probable Error =

0.6745 x[1- (-0.71)2]

JInax? - @x)21nay?2 - (avy)?

= 0.10

Jn - 0
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Regression Equation,

Y =a+hX

o o

aY=na+b. X

axXyY=adyY+bqy?

430 =10a + 3188565D......cccvvvviiiiiiiiiiiiiieeiies e (i)
112580328= 3188565a + 1213563760041b.................. (i)

Applying (i)x3188565-(ii)x10, we get

1371082950 = 31885650a + 10166946759225b
1125803280 = 31885650a + 12135637600410b

245279670 = -1968690841185b

or, b=_ 249279670 _ 445012

. 1968690841185
Now, calculating he value of a

o= 430-3188565x(:0.00012) _ o
10

Therefore, regression equation of between ARP as independent variable and Gross Profit as a
dependent variableis: Y =83 + (-0.00012)X

3

Test of ANOVA
Total variation SST=8Q (Y- Y )*=6020

Unexplained variation SSE=
A Y*ad Y-bQ XY=2964

Explained variation SSR = SST-SSE =3056
Ho :b=0, theregression line of Y on X is not significant
Hy :b1 0, theregression lineof Y on X is significant
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Here, k=2

Sources of Sum of squares Degree Mean sum of F-ratio
variation of squares
freedom
Regression SSR=3056 k-1= MSR= R _ 3056 _MSR
2-1=1 k-1 1 MSE
=3056
Residual SSE=2964 MSE= SoF _ 2964 _ 3056
n-k 8 371
k= =371 =8.25
10-2=8 } T
Total SST n-1=
10-1=9

Critical value of F at 5% level, F(1,8) = 5.12. The calculated value of f is greater than critical
value. So, Hpisrgected i.e. regression line Y on X is significant.
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APPENDIX VII
(CORRELATION AND REGRESSION ANALYSISBETWEEN GROSS
PROFIT AND APP)

ver | OO | App X2 G X.Y (Y-Y)?
Profit (X) | (Y)
2057/58 | 206042 | 73 | soss3305764 | 5329 15041066 64
208850 | 229014 | 73 | comainios | 5320 16718022 64
208960 | 233391 | 28 | cppiincooen | 7ea 6534948 1369
2060061 | 273737 | 43 | u0ai0ic0 | 1840 11770691 484
206162 | 257389 | 86 | oononormon | 7305 | 22135454 441
2062/63 | 270747 78 73303938009 6084 21118266 169
2063/64 | 244932 | 10 | go991684604 | 4900 17145240 25
2064/65 | 391448 | 74 | 153231536704 | 5476 | 28967152 81
2065/66 | 380827 | 65 | 145000003929 | 4225 24753755 0
2066/67 | 701038 | 60 | soisciorrans | 3800 | 42062280 o5
| B X= Y] & X= &Y= & Xv= | § (V)=
3188565 | =650 | 1213563760041 | 44972 | 206246874 2722

No. of observation (n) = 10

Mean Gross Profit ( X

Mean APP (Y )=

Correlation coefficient (rxy) =

a
n

(o]

aXx

= 3188565 - 318856

):
n
Y _ 650

1

10

=65

naXx.Y-axXay

10 x 206246874 - 3188565 % 650

\/ [10 x 121356376041 - (3188565)2].[10 x 44972 - (650)]

=-0.04

Probable Error =

Regression Equation,

Y =a+hbX

éY =n.a+h. é_x

0.6745x (1-1?)

in

0.6745 x[1-(-0.04)2] _

JInax? - @x)21nay?2 - @av)3
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axXyY=adyY+bqy?

650 = 10a + 3188565b
206246874 = 3188565a + 1213563760041b

Applying (i) x31858565-(ii) x10, we get

2072567250 = 31885650a + 10166946759225b
2062468740= 31885650a + 12135637600410b

10098510 = -1968690841185b

10098510

© .1968690841185

Now, calculating he value of a

a= 650 - 3188565 x (-0.0000051)

10

=-0.0000051

=67

Therefore, regression equation of between APP as independent variable and Gross Profit as a

dependent variableis:Y =67 + (-0.0000051)X

Test of ANOVA

Total variation SST=Q (Y- Y )*=2722

Unexplained variation SSE=

a Y*ad Y-bQ Xxy=2717

Explained variation SSR = SST-SSE =5
Ho :b=0, the regression line of Y on X is not significant
Hy :b1 0, theregression lineof Y on X is significant

Sources of Sum of squares Degree Mean sum of F-ratio
variation of squares
freedom
Regression SSR=5 k-1= _SSR 5 _MSR
MSR=——=— —
2-1=1 k-1 1 MSE
=5
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Residual MSE:E:@ :i
SSE=2717 n-k= n-k 8 340
10-2=8 =340 =0.02
Total SST n-1=
10-1=9

Here, k=2
Critical value of F at 5% level, F(1,8) = 5.12. The calculated value of f islessthan critical value.
So, Hiisregjectedi.e. regression line Y on X is not significant.
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APPENDIX VIII
(CORRELATION AND REGRESSION ANALYSISBETWEEN GROSS
PROFIT AND CCCQC)

ver | 0% | cce X? v? X.Y (Y-Y)?
Profit (X) | (Y)
2057/58 | 206042 | 248 | 4o453305764 | 61504 | 51098416 7569
2058/59 | 229014 | 227 | 5opa7m1196 | 51529 | 51986178 4356
2059/60 | 233391 | 246 | 5u471358881 | 60516 | 57414186 7205
2060061 | 273737 | 218 | 74931045160 | 47524 | 59674666 3249
2061/62 | 257389 | 191 | egp0007321 | 3648L | 49161299 900
2062163 | 270747 | 144 | 73333933000 | 20736 | 38987568 289
2063/64 | 244932 | 139 | 5og91684604 | 19321 | 34045548 484
2064/65 | 391448 | 80 | 153231536704 | 3600 | 23486880 | 10201
206566 | 380827 | 69 | 145009003000 | 4761 | 26277063 8464
2060/67 | 701038 | 7S | 491454277444 | 5625 | 52577850 7569
Tod | QX5 A& Y| A X= & v & xXv=a -y
3188565 | =1617 | 1213563760041 | =311597 | 444700654 | =50133

No. of observation (n) = 10
[}

X
ax _ 3188565 = 318856

Mean Gross Profit (f ) =

i |

o
_ Y
MeanCCC(Y):a— = 1617 =161
n

naXx.y-axay
JInax? - @x)21nay?2 - (avy)?
10x 444709654 - 3188565 x1617

Correlation coefficient (ry y) =

= \/ [10 x 1213563760041 - (3188565)2].[10 x 311597 - (1617)2]

=-071
0.6745 x (1-r2) 0.6745 x[1- (-0.71)2]

Jn i /1o

Probable Error = = 0.10
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Regression Equation,
Y =a+hX

o o
aY=na+b. X

axXyY=adyY+bqy?

1617= 108 + 3188565D...... veveeeveeeeeeeeeeiereee eeeeennn (i)
444709654 = 3188565a + 1213563760041b.................. (ii)

Applying (i)x3188565-(ii)x10, we get

5155909605 = 31885650a + 10166946759225b
4447096540 = 31885650a +12135637600410b

708813065  =-1968690841185b
- 708813065 _ o o
-1968690841185

Now, calculating he value of a

o= 1617-3188565 x(:0.00036) _,,
10

77

Therefore, regression equation of between CCC as independent variable and Gross Profit as a
dependent variableis:
Y =277 + (- 0.00036)X

Test of ANOVA
Total variation SST=Q (Y Y )*=50133

Unexplained variation SSE=
A Y*ad Y-bQ XY=24608

Explained variation SSR = SST-SSE =25525
Ho :b=0, the regression line of Y on X is not significant
Hy :b1 0, theregression lineof Y on X is significant
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Here, k=2

Sources of Sum of squares Degree Mean sum of F-ratio
variation of squares
freedom
Regresson |  SSR=25525 k-1= MSR= R _ 25525 _MSR
2-1=1 k-1 1 MSE
=25525
Residual n-k= MSEzﬁzw =@
SSE=24608 | 10-2=8 n -k 8 3076
= 3076 =8.30
Total SST n-1=
9-1=8

Critical value of F at 5% level, F(1,8) = 5.32. The calculated value of f is greater than critical
value. So, Hpisrgected i.e. regression lineY on X is significant.
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