CHAPTER -l
INTRODUCTION

1.1 Background of the study:

In simple language, bank can be defined as a plde the transactions of money
take place. In other words, bank is such an ingsitithat collets scattered deposits and
paid advances, loans. Banks collect deposits friff@rent individuals and institutions.
These collected deposits are mobilized by givingn to different industries,
commercial enterprises, individuals, households &tbank does not only perform the
activity of receiving deposits and advancing lodns at the same time it performs
payment or remittance and other credit activitisswaell. Therefore, bank plays a
significant role in the economic development of thentry; bank fills the gap between
the searcher and provider of fund. It also provelg$icient back support for the growth
and expansion of trade and industry of the counivilich eventually aids to its

economic condition.

Earlier banks were different from modern commertiahks in many respects. The
banks, which operated in the past, combined cebg&aking functions, such as issue of
currency with commercial banking functions like egttng deposits and financing
business. In course of time this practice was atwaed and specialized institutions for
the central banking functions were created. Now eatral bank can be easily

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

Commercials banks are the supplier of finance fade and industry and play a vital
role in the economic and financial life of the ctynBy investing the saving in the
productive areas, they help in the formation ofitehpThe qualitative credit policy

ensures certain portion of the credit of bank ite@sn the productive and priority areas
so that there may not be shortage of resourcesuch sreas. Moreover, flexible
monetary and credit policy improve the prevailitgasdown in the economic activities

to alleviate sluggish credit expansion to the geweector from the banking sectors.



People living in rural areas of the underdevelopedntries like Nepal need various
banking facilities. In most of the countries, thenks are generally concentrated in the
urban and semi-urban areas and the rural areageglected due to risk and low return.
But in fact, the rural development is the key te #conomic development without

which the economy of the country cannot be flowtsh

In the developing countries like Nepal the propgnis save is quite low. This hinders
the capital formation and which is major cause obrpeconomic condition of the
developing countries. That's why the basic problefnthe developing countries is
raising the level of saving. Nowadays in Nepal,esals banks such as development
banks, joint venture banks, commercial banks, afjural banks, co-operative etc are
coming into existence in quite a few numbers witl purpose to collect the scattered
saving and put them into productive channels so tti@ saving will be safely and

properly utilized for the all round developmenttioé country.

Every business needs capital for two purposes fif$terequire for long term purposes
which is called fixed capital. Investment in plantgchinery, land, building etc. comes
under production activity. Investment in these tssepresents that part of firm’'s
capital which is huge amount of money blocked i filked basis. These assets are not

purchased for resale.

We need another type of capital is short term edmt working capital. The funds
required for purchase of raw material, payment ag@s and other day to day expenses
etc. is called as working capital. Working capitalnvested into the work-in-progress,
raw material, finished goods, sundry debtors, hidlseivable etc. also comes under

working capital.

The capital required for running day-to-day opermatof a business is called working
capital. It is concerned with current assets andeot liabilities. Assets of an essential
short term nature are known as current assets. dt short term investment. Current

assets are expected to be converted into cashnvatkhort period. These assets which



are either readily available cash or are convertiiito cash within a short time
relatively during the normal course of businesknewn as current assets. Liability is
another part concerned with working capital. Thbabilities which are expected to

have been paid within a short period are knowruasnt liability.

1.2 Focus of the Study:

This study focuses on how the Nepalese commeraiat yenture banks utilized the
available working capital funds very well. This dyualso focuses on the relationship
between current assets and current liabilities refationship of other variables, which
affect the working capital management. This stutbo aonly focuses the working
capital management and its significance during phste years up to 2009 A.D.
Working capital is the life-blood of every businesdivities. It is a controlling nerve
center of business the success and failure of arsjnéss organization is heavily
dependent upon the sort of efficiency in its wogkicapital management . it is the
process of planning and controlling the level and af current assets of the firm as
well as financing these assets. Specially, workiagital management requires financial
managers to decide what quantity of cash, otherdigssets, account receivables, and

inventories. The firm will hold at any point of ten

Working capital management is concerned with tleblem that arises in attempting to
manage the current assets, current liabilities artdrrelationship between them. The
basic total of working capital management is to aggnthe currency assets and current
liabilities of firm. In such a way that the satisfiary working capital is maintained i.e.
these are neither inadequate not excessive. Naatkeqf working capital may lead the
firm to insolvency and excessive working capitaplies idle fund, which earns no

profit for the business.

Any business firm, working capital management esa&n mainly four reason. First,
business firm determine the adequate of investinerurrent assets, otherwise it would
seriously erode their liquidity base. Secondly,ytimeust be selected type of current

assets suitable for investment so as to raise tipeirational efficiency. Thirdly, that are



required to ascertain the turnover, the currentetasshat greatly determine the
profitability of the private enterprises and lastthat must find out the appropriate

source of funds to finance current assets.

The risk can be measured by working capital. Waykoapital increases in two
conditions, by increasing on current assets oredesing current liabilities. So it is
assumed that the greater the amount of net workapgtal. Less risky the firm is, by
increasing the working capital, the firm will be radiquidity position. The chances of
insolvent will be low in that case. In some wayshié working capital decreases. The
risk increase and side-by-side these will be mbece of insolvent.

That is why; taking into consideration the all abduacts the researcher has taken this
subject for detailed study. The study is directedard the working capital management
of selected different Nepalese commercial jointtues banks, to analysis the working
capital, to find out major suggestive recommendratio solve the working capital
management that selected company’s objective carnadbgeved. Thus it is an

exploratory fact finding research study.

Profile of Banks

Nepal Investment Banl, one of the leading camercial banks of the country, v
earlier known as the Nepal Indosuez Bank. Nepakstment Bankiimited was
established in 1986. Nepal InvestmentnBawas a joint commercial enterpi
between the Credit Agricole Indosuez (one of timgdst banking grquin the world
and the Nepalese. The Head office of the Nepalsitmvent Bank Limited is located
Durbar Marg-Kathmandu, which remains open all round the yehrs Bank has 1
branches and 78 remittance centers across NepalCHO of the Nepal Invasen

Bank Limited is Mr. Jyoti Prakash Pandey

Nepal Investment Bank Limited (NIBL) functions ohetthumb rule given by t
Nepal Government and the Nepal Rastra Bank or trer@l Bank of Nepal. Besic

all the function that Nepal Investment Bank Limit@lBL) performs, it is general



known for is remittance services. It boasts of being one @fntlost dependable &
the strongest center of money transfer to Nepahéyiacan be sent to NIBL via th
exchange houses, correspondent banks and the Midglebanks using NIBL's 4n

house remittance #ware and the Prithivi Express by the remittersoas the glob:

The various modes of money transfers are:

« Demand Draft: This facility is available worldwidérough corresponde
banks.

« Swift Transfers: This service ensures quick momaggsfer by he NIBL fronr
any part of the globe. Beneficiary details and gt address NIBLNPKT
asked for.

- Cash Management Services: If one is engaged imtorérg goods to Indi
NIBL helps the exporter to collect receivables &iil$ properly. Also one c:
get the details of the Indian buyer with the helNdBL

- Travelers Cheque: “American Express Traveler's Ge&gaccepted global
is issued here.

- Remittance from the Middle€zast: NIBL authorizes worldwide agents of le
remitting companies like Insht Cash, UAE Exchange, Wall Street Exchi
and Doha Bank.

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

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

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

With an aim to help Nepalese citizens working abrodhe bank has entered into
arrangements with banks and finance companiesfiareit countries, which enable
quick remittance of funds by the Nepalese citizengountries like UAE, Kuwait,

Bahrain, Qatar, Saudi Arabia, Malaysia, and Singapo



Bank has set up its representative offices at NesthiD(India) to support Nepalese

citizen remitting money and advising banking redagervices.

Joint Venture Partner

Punjab National Bank (PNB), our joint venture partrtholding 20% equity in the
bank) is the largest nationalized bank in Indiath\its presence virtually in all the
important centers at India, Punjab National Bantersf a wide variety of banking
services which include corporate and personal lbgnkndustrial finance, agricultural
finance, financing of trade and international bagkiAmong the clients of the Bank are
Indian conglomerates, medium and small industriaitsy exporters, non-resident
Indians and multinational companies. The large gores and vast resource base have
helped the Bank to build strong links with trade amdustry.

Awards
- The bank has been conferred with “Bank of the Y2@06, Nepal” by the
banker, a publication of financial times, London.
« The bank was bestowed with the “NCCCI Excellencaraiv by Nepal India

chamber of commerce for its spectacular performancer finance sector

Pioneering achievements

Recognizing the value of offerings a complete ramiggervices, we have pioneered in
extending various customer friendly products suchiame Loan, Education Loan,
EBL Flexi Loan, EBL Property Plus (Future Lease faRhnHome Equity Loan, Vehicle
Loan, Loan Against Share, Loan Against Life InsagmRolicy and Loan for
Professionals. EBL was one of the first banks tmguce Any Branch Banking System
(ABBS) in Nepal.

EBL has introduced Mobile Vehicle Banking systens¢ove the segment deprived of
proper banking facilities through its Birtamod Becanwhich is the first of its kind.



EBL has introduced branchless banking system tiims in Nepal to cover unbanked
sector of Nepalese society.EBL is first bank thas launched e-ticketing system in

Nepal. EBL customer can buy yeti airlines tickebtigh internet.

1.3 Statement of the Problem:

There are many commercial banks in our countrys&heanks play important role in
the economic development of the country. Wrong slens on working capital
management of commercial banks not only affectlithedity and profitability of the

bank but also economic condition of the country.

Working capital management of bank is difficult ttled other manufacturing and non-
manufacturing business organization. Commercial kbarare great monetary
institutions, which are playing important role tengral welfare of the economy. The
responsibility of commercial banks is more than ather financial institutions. They
must be ready to pay on demand without warning aiice, a good share of their
liabilities. Banks collect funds from different &p of deposits for providing loan and
advances to different sector. To get higher retiamks must try to increase funds from
deposits as well as their needy people. But comaldranks always face the problem
for utilizing more deposits and disbursement ofnkaCash balance also decrease
profitability of banks. Increase the cash balanecdank, which require paying its large
amount of liabilities on its demand without deposst notice. But large amount remain
idle.

There are many problems but some of the major problthat have been identified for
the purpose of this study are as follows:
«  Which of the current assets are more problematiommercial bank?
- Does current assets management plays significdet iro working capital
management of Nepalese commercial banks?
- Does working capital promotes the financial imagjeammercial bank?

- What is the size of investment in each types ofenirassets management?



- What are the components of working capital, whiffach the operating income

of commercial bank?

1.4 Objective of the study:
Working capital plays a vital role behind the swsscer failure of the business. Working
capital has to be adequate. The excess or thdahoftthe working capital is harmful
for a business. The main objectives of the studyaarfollows:
» To analyze the liquidity, assets utilization, comsiion of working capital and
profitability positions of the banks.
» To study the current assets and current liabilitied their impact on liquidity
and profit.
* To provide appropriate recommendation and sugges$viothe improvement of
the working capital management and enhancing tloéitability scenario of

commercial banks.

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

* The study is mainly based on the secondary data.

* The study is limited time for working capital maeagent.

* The study is confined to two or three selected bank

» Due to time constraint, all the related areas atgossible to cover in depth but

I will try my best.

1.6 Organization of the study:

This study will consist of five chapters:

Chapter-I Introduction The first chapter beginshutite background and introduction; it
includes focus of the study, statement of probleinjective of the study, significance of

the study, limitation of the study and its orgatiza



Chapter-1l Review of literature
The second chapter focuses on review of literat@onceptual Frameworks, Concept

of working capital Management , Review of Jourmrad &rticles and Review of Thesis.

Chapter-1ll Research methodology

The third chapter will be the research methodolegybe adapted for the study.
Methodology employed in the present study is dbedi This chapter includes
introduction, research design, nature and souraats, population and sampling data

collection procedures: Data processing and datlysisaechnique.

Chapter - IV Data presentation and analysis
The fourth chapter will be the data presentatioth @malysis for the study. This chapter
deals about the presentation, tabulation interpoetaand analysis if data. This chapter

also presents major findings of the study.

Chapter- V. Summary, Conclusion and Recommendation
The fifth chapter includes summary, conclusion aedommendation. This chapter

deals with major summery of study its conclusiod ahstracted recommendation.



CHAPTER- I
REVIEW OF LITERATURE

Introductions:

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

studies related to the working capital management.

2.1 conceptual frameworks:

The concept evolved from the concept of commercklamk. Commercial bank is the
financial institution that deals in accepting dafosf individuals and institutions, and
giving loans against securities. Commercial bango aprovides techNCCal and
administrative assistance to industries, tradesharsthesses. There are different types
of banks such as agriculture bank industrial bajoknt venture bank etc. this
classification is done on the basis of their fumesi, which they render to their
customer. With regard to the functions of banksnie®rcial bank performs their own
functions, which are different from the functiongrformed by the other banks.
Commercial bank serves the following functions:

To accept deposit

To provide loan

To purchase bills

To transfer money

To foreign currency exchange

To deals letter of credit

To help in issuing share

2.2 Concept of working capital Management
Finance is the life blood for any organization,heiit which the operation of a business

concern is not possible. But only the availabibfyfunds is not enough, | requires the
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proper management of those funds to drive a firmtloe road to success. The
management of the funds of a business can be Hedcas financial management.
Financial management is mainly concerned with tapeats. They are fixed assets &
liabilities and current assets & liabilities. Fixadsets and fixed liabilities are long term
investment and sources of funds. Current assetswament liabilities means current or
the short term uses and sources of funds. Botludf funds play an important role in

financial aspects of a business concern.

The term working capital management is associatiddtive short term financing and it
is concerned with the collection and allocationresources in the proper manner.
Working capital management is the tool by whicheae find solutions related to the
problems that arise in attempting to manage theentiassets, the current liabilities and
the appropriate combination of these for the edfiti operation of the business

activities.

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

between current assets and current liabilities.

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

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

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

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

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

inventory should consider the effects to differientls.

The third one is the cost of financing. When inséneates are high, it costs more to
carry inventory than when the rates are low. Largeh balances may not earn the
return that is possible if the cash is convertéd operating assets. The cost of debt and
the opportunity cost of alternative investments #ne items to consider when

evaluating working capital level.

There are two concepts of working capital, Grosscept and net concept. The gross
working capital, simply called as working capitegfers to the firm’s investment in
current assets. Current assets are the assets eande converted into cash within the
accounting year and include cash,, short term g&sjrdebtors, Bills receivables and
stocks. The term net working capital refers todifterence between current assets and
current liabilities. Current liabilities are thoskims of outsiders, which are expected to
mature for payment within an accounting year amtliohe creditors, bills payables, and
outstanding expenses. Net working capital can Is#tipe or negative. A positive net
working capital will arise when current assets exteurrent liabilities and a negative
net working capital arise when current liabilites® in excess of current assets.(Pandey;
1992:796).

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

private or public, manufacturing or non-manufacetgriwhen a firm holds excessive
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working capital, it affects a firm’s profitabilitjust because an idle investment yields
nothing. Likewise, inadequate investment on workirapital affects the liquidity
position of the company and leads to financialisr@d downfall of the company, so it
is very clear that any mismanagement in workingitahgan hamper the overall

efficiency of an organization.

2.3 Types of working capital:

There are two types of working capital, permanert @ariable working capital. These
working capitals are necessary for any organizatorcontinuous production and sales
without any interruption.

2.3.1 Permanent working capital

Permanent working capital refers to that level ofrent assets, which is required on
continuous basis over the entire year. A manufagjuroncern cannot operate regular
production and sales functions in the absenceisfabrtion of working capital. That is
why a firm holds certain amount of working capitalorder to ensure uninterrupted
production and sales functions. It is directly retato the firm’s expansion of operation

capacity.

2.3.2 Variable working capital:

Variable working capital represents that portionwafrking capital which is required
over permanent working capital. If the nature obduction and sales of a firm is
directly related to seasonal variations, it shostdck extra raw material, work in
progress and the inventory of finished goods. Hetlus portion of working capital
depends on the nature of firm’s production relatbetween labor and management. If a
firm has sound management on this portion of waylgapital, it can easily win over
other competitors. (Pandey; 1992:808)

2.4 Working capital policy:
Working capital policy refers to the firm’s basioljgies regarding target levels for each
category of current assets and how current ass#ltdevfinanced. So, in working

13



capital management, a firm has to determine howhnfunds should be invested in
working capital in gross concept. Every firm caroptddifferent financing policies
according to the financial manager’s attitude tagathe risk- return trade off. One of

the most important decisions is the financing afeut assets.

2.4.1 Current assets investment policy:
Current assets investment policy refers to thecpotegarding the total amount of
current assets to be carried to support the giesl bf sales. There are three alternative

current assets investment policies. Fat cat, Ledthe&n and Moderate.

2.4.1.1 Fat Cat Policy:

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

lowest expected return on investment with lowek. r{8Veston & Brigham; 1996:344).

2.4.1.2 Lean and Mean policy:

This is also known as restricted current assetssimrent policy, under which holdings
of cash, marketable securities, inventories andivables are minimized. This policy
tends to reduce the receivable conversion cycledeUn firm follows a tight credit
policy and bears the risk of losing sales.( Westdrigham; 1996:344).

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

the risk and return are moderate in this policy.

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

from different sources. As cost & risk affect thaahcing of any assets, it should
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clearly outline the sources of financing. Aggressisonservative and matching are the

three policies under current assets financing.

2.4.2.1 Aggressive policy:

Under aggressive policy, all the fixed assets ef fihrm are financed with long term
capital, yet some of the firm’s permanent curresgess are financed with short term,
non spontaneous sources of fund. (Weston & BrigHZ86:348

In other words, the firm not only finances tempgraurrent assets but also a part of
permanent current assets with short term finandimgeneral, Interest rate increases
with time, i.e. shorter the time, lower the intéreste. It is because lenders are risk
averse and risk generally increases with the leafjlending period. Thus under normal
circumstances, the firm borrows on a short ternarfoing rather than long term
financing. On the other hand, it the firm finandesspermanent short term financing,
then it runs the risk of renewing the borrowing iagand again. This future interest
expenses will fluctuate widely, and it may alsadifécult for the firm to raise the funds
during the stringent credit policy. In conclusidhere is higher risk, higher return and
low liquidity position under this policy.

2.4.2.2 Conservative policy:

Under this policy, the firm uses long term finargcmot only to finance fixed assets and
permanent current assets but also a part of tempararrent assets.(Weston &
Brigham; 1996: 348) it means that the firm dependsn the long term sources for
financing needs. This policy leads to the high lexfecurrent assets, long conversion
cycle, low level of current liabilities and highirterest cost. The risk and return are

lower than that of aggressive one. The risk averageagement follows this policy.

2.4.2.3 Matching policy:
It is self-liquidity approach, in which the firmnfances the per assets with long term
financing and temporary current assets with slerhtfinancing. It means that the firm

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

assets and current liabilities. It lies in betwadow profitability.

2.4.3 Determinants of working capital:

All the firms; whether public or private, manufaghg or non-manufacturing, must
have adequate working capital to survive in contipetimarket. It should have neither
too excess nor too inadequate working capital.tBeite are no sets of rules or formulae
to determine the working capital requirement ofrenf It is because a large number of
factors that influence the working capital requiegtnof a firm. A number of factors
affect different firm. In different way, internabficies and changes in environment also
affect the working capital requirement. Generahe tfollowing factors affect the
working capital requirement of the firm. (pande999: 816).

Nature and size of business:

Working capital requirement depends on the natmek size of the business. Bigger
firm requires more working capital while a smalinfi needs less working capital.
Trading and financial firm require larger amountvadrking capital to public utilities,

while manufacturing concern lies between theseexteemes.

2.4.3.1 Growth and expansion:
A growing firm needs more working capital than thax static ones. However it is
difficult to precisely determine the relationshiptveen the growth and expansion of

the firm and working capital requirements.

2.4.3.2 Credit policy:

Working capital requirement depends on terms oéssaDifferent terms may be
followed to different customers according to theiedit worthiness. If a firm follows
the liberal credit policy them it requires more kiog capital. Conversely, if it follows

the stringent credit policy, it requires less warkcapital.
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2.4.3.3 Production policy:

If a firm produces seasonal goods, then it seflgprbducts in a certain month of the
year. In such circumstances, it can either confsproduction to only that period when
goods are sold or follow a steady production pottmypoughout the year and produce
goods at that level to meet the peak demand. Thmefopolicy does not need more

working capital than the latter does.

2.4.3.4 Availability of credit:

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

required to operate the firm smoothly.

2.4.3.5 Manufacturing cycle:

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

working capital requirement and vice versa.

2.4.3.6 Profit margin:

The level of profit differs from firm to firm. Itepends upon the nature and quality of a
product, marketing management and monopoly powtrammarket. It a firm deals with
the high quality product, has a sound marketing agament and has enjoyed
monopoly power in the market then it earns quitghtprofit and vice versa. Profit is a

source of working capital pool by generating marterinal funds.

2.4.3.7 Price level changes:
Generally a firm is required to maintain the higla@nount of working capital if the
price level rises as the same level of currenttasseeds more funds to the increasing

price. Hence, the implication of changing priceeleen working capital position will
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vary from firm to firm depending on the nature asttler relevant consideration of the

operation of the concerned firms.

2.4.3.8 Operating efficiency:

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

2.4.3.9 Level of Taxes:

The level of taxes also influences the working t@piequirements of the firm. The
amount of taxes to be paid in advance is determinethe prevailing tax regulations.
But the firm’s profit is not constant or can’t beegetermined. Tax liability in a sense of
short term liquidity is payable in cash thus, thevgsion for tax amount is one of the
important aspects of working capital planning. dk tliability increases, it needs to

increase the working capital and vice versa.

2.4.3.10 Need for working capital:

Working capital is the lifeblood and controlling mae centre of every business
organization as without the proper control upon kiay capital no business
organization can operate smoothly, therefore, aypla crucial role in the success &
failure of the organization. The need for workirgpital to run the day to day business
activities cannot be overemphasized. We can hédirttlya business firm which does not
require any amount of working capital. Indeed, 8rdiffer in their requirements of the
working capital. As we know that business firms amnmaximizing the wealth of
shareholders. In its endeavor to do so, a firm khearn sufficient return from its
operation. The extent to which profit can be earmedurally depends upon the
magnitude of sales among other thing. For the emmsiperation of business, every

firm needs to hold the working capital componentshsas cash, receivables, inventory
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etc. hence, and every firm needs working capitalmeet the following motives.
(Pandey; 1999:809)

2.4.3.11 Transaction motive:
Transaction motive require a firm to hold cash &aeantories to facilitate smooth
production and sales operations regularly. Thus fitim needs working capital to meet

the transaction motive.

2.4.3.12 Precautionary motive:

Precautionary motive is the need to hold cash &meries to guard against the risk of
unforeseen & unpredictable change in demand & sufgptes and other factors such
as strike, failure of important customers, unexpe@cowdown in collection of account

receivables, cancellation of some other order foodg and some other unexpected
emergencies. Therefore, the firm needs the workapital to meet contingencies in the

future.

2.4.3.13 Speculative Motive:

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

fields, to speculate on interest rates, to makehasge at favorable price and the like.
Hence, the firm needs the working capital to mhetdpeculative motive. ( Van Horne
& Wachowicz; 1999:220).

2.4.3.14 Financing of Working Capital:

Every manufacturing concern or industry requireditawhal assets whether they are in
stable or growing state. When the growing firm \gat@t generate sustained profit, it
normally requires fixed as well as working capitatiditional portion of the working
capital is approximately dominated by the same oatgales. However, this portion of
capital requirement depends upon the nature offitne So, the most important
function of a finance manager is to determine #well of working capital and to device

how it is to be financed. Financing of any assetsancerned with two major factors-
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cost and risk. Therefore, the financial managertrdagermine an appropriate financing
mix or decide how current liabilities should be dise finance current assets. However,
a number of financing mixes are available to thearice manager. He can present

generally three kinds of financing:

2.4.4 Long term financing:
Long term financing has high liquidity and low gtability. Ordinary share, debenture,
preference share, retained earnings and long tebts caire the major sources of long

term financing.

2.4.5 Short term financing:
Business firm must arrange short term credit inaade. The sources of short term

financing of working capital are trade credit arzhk credit.

2.4.5.1 Trade credit:

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

Another form of trade credit is bills payable. &pEnds upon the term of trade credit.

2.4.5.2 Bank credit:

Bank credit is a primary institutional source foonking capital financing. For the
purpose of bank credit, amount of working capiejuirement has to be estimated by
the borrowers and banks are approached with thessacy supporting data. Bank
determines the maximum credit based on the maggjnirements of the security. The

following types of loan are provided by commerdiahks.

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

actual outstanding balance.
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Overdraft arrangement:
Under this arrangement the borrower is allowedveraraw on his current account
with the bank up to the stipulated limit. WithinigHimit, a numbers of drawing are

permitted and repayment should be made in shodger

Commercial papers:

It is used only by well-established high qualitysimess houses. The evidence of debts
is an unsecured short term promissory note solthenmoney market. It sold either
through dealers or directly to investors. Besidiesabove form of credit, bank provides
loan against the warehouse receipt, inventory vabés. In our context, most popular
sources of short term financing are short term loam public deposit, which is also a
major source of working capital financing.

Spontaneous Financing:

Spontaneous financing arises from the normal ojperaif the firm. The two major
sources of such financing are trade credit anduater Whether trade credit is free of
cost or not actually depends on the term of trageic Finance manager of the firm
would like to finance its working capital with sganeous sources as much as possible.
In practical aspect, the real choice of currengétsBnancing is either short term or long
term sources. Thus, the finance manager concestrésepower in short term versus
long term financing. Hence, the financing of workioapital depends on the working
capital policy, which is perfectly dominated by thianagement’s attitude towards the
risk & return. (Pandey; 1999: 827)

Significance of working capital management:

The management of working capital is importantdeveral reasons. For one thing, the
current assets of a typical manufacturing firm acddor over half of its total assets.
For a trading firm, the account for even more esieslevels of current assets can
easily result in a firm realizing a substandardimeon investment. However, firms with
too few current assets may incur shortages andcuifies in maintaining smooth

operations.
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For small companies, current liabilities are thim@pal sources of external financing.
These firms do not have access to the longer tapiiat markets, other than to acquire
a mortgage on a building. The fast growing butdargpmpany also makes the use of
current liability financing. For these reasons, finance manager and the staffs devote
a considerable portion of their time to the mattermted to working capital. The
management of cash, marketable securities, acceggivables, account payable,
accruals and other means of short term financinthésdirect responsibility of the
finance manager; only the management of inventorgesnot. Moreover, these
management responsibilities require continuous, tayday supervision. Unlike
Working capital and capital structure decisions, ea@mnot study the issue, reach a
decision, and set the matter aside for many motdhsome. Thus, working capital
management is important, if for no other reasom ttkee proportion of the finance
manager’s time that must be devoted to it. Morel&imental, however, is the effect that
working capital decisions have on the company’k, rieturn, and share price. (van
Horne & Wachowicz; 1999: 204).

Determinants of working capital

The importance of efficient working capital managamis an aspect of overall
financial management. Thus a firm plans its openatvith adequate working capital
requirement or it should neither too excess nor it@alequate working capital. But
there are no sets of rules or formulae to deterrtiieenorking capital requirements of
the firm. It's because of a large number of factibvat influence the working capital
requirement of the firm. A number of factors affelifferent firm in different ways.
Internal policies and environment change also atfez working capital. Generally, the

following factors affect the working capital reqemnents of the firm.

| Nature and size of business

The working capital requirement of a firm is ba#liceelated to size and nature of the
business. If the size of the firm is larger, thereguires more working capital. While
small firm needs less working capital. Trading dim&ncial require larger amount of

working capital relatively to public utilizes.
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li Manufacturing cycle

Working capital requirement of an enterprise i® atgluenced by the manufacturing or
production cycle. It refers to the time involvedn@ake the finished goods from the raw
materials. During the process of manufacturing €yahds are tied-up. The longer the

manufacturing cycle, the larger will be the workirapital requirement and vice-versa.

lii production policy

Working capital requirement is also determined tsy production policy. If a firm
produces seasonal goods, then its production dad galume fluctuates with different
seasons. This type of fluctuating production pohdfgcts the working capital policy of

the firm.

IV Credit policy

Credit policy also affects the working capital ofiam. Working capital requirement
depends on term of sales. Different term may béwvad to different customers
according to their credit worthiness. If the firglldws the liberal credit policy, then it
requires more working capital. Conversely, if arfifollows the stringent credit policy,

it requires less working capital.

V Availability of credit

Availability of credit facility is another factorhat affects the working capital
requirements. If the creditors avail a liberal @réefrms, the firm will need less working
capital and vice- versa. In other words, the firan oget credit facility easily on
favorable conditions. Thus, it requires less waogkoapital to run the firm otherwise

more working capital is required to operate thenfsmoothly.

Vi Growth and expansion

Growth and expansion also affect the working chpéquirement of a firm. However,
it is difficult to precisely determine the relatgimp between the growth and expansion
of the firm and working capital needs. But the ottiengs being the same growing firm

needs more working capital than those static ones.
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Vii  Price- level change

Price- level change also affects the working capaggquirement of a firm. Generally, a
firm requires maintaining the higher amount of wogkcapital if the price level rises.
Because the same level of current assets needsfomule due to the increasing price.
In conclusion, the implications of changing priegdl on working capital position will

vary from firm depending on the nature and othdeviant consideration of the

operation of the concerned firms.

Viii Operating efficiency

Operating efficiency is also important factor, whimfluences the working capital
requirement of the firm. It refers to the efficiemtlization of available resources of
minimum cost. Thus, financial manager can contgbtd strong working capital
position through operating efficiency. If a firmsatrong operating efficiency then it

needs fewer amounts of working capital and vicesae

Ix Profit Margin

The level of profit margin differs from firm to fin. It depends upon the nature and
quality of products, marketing management and molyopower in the market. If the
firm deals with the monopoly power in the markegrtht earns quite high profit and
vice-versa. Profit is the source of working capitacause it contributes towards the

working capital as a pool by generating more iraefands.

X Level of taxes

The level of taxes also influences working capiggjuirement. The amount of taxes to
be paid in advance is determined by the prevatixgregulations. But the firm’s profit
IS not constant, or can’t be predetermined. Taxlltg in a sense of short-term liquidity
is payable in cash. Therefore, the provision for &mnount is one of the important
aspects of working capital planning. If tax liatyilincreases; it needs to increase the

working capital and vice-versa.
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Xi Cash requirements
Cash is one of the current assets, which is essdatithe successful operation of the
production cycle. Cash should be adequate and pyopized. Adequate cash is also

required to maintain good credit relation.

Xii Business fluctuations
This situation whether an organization operatingpa®m or recession or depression

period also determine the working capital needbi@forganization.

Xiii Change in technology
Technology developments related to the productimegss have a sharp impact on the
need for working capital. Change in technology wékd additional amount of working

capital due to fresh investment in new fixed assets

2.5 Reviews of Journals/ Articles

This section is also important for literature revief working capital. For the study of
this section many latest information can be deriabdut related field. This part is
mainly focused on the review of journals and redeatudies published by different
management experts about working capital managedusgph (1962) has presented
the article on “working capital concept”. This ak8 looks a fresh at the problem of
determining working capital, and purposes a sinygiecomprehensive restatement of
principle with respect to current assets and curfiabilities. The working capital
measures the liquidity, the fluidity of capital aserves as an indicator of balance sheet
in the assets and liability structure of the conypaBank and the other short-term
creditor are vitally interested in the amount ofrkiog capital from the stand point of
evaluating the prospect of repayment of their claigainst the company. Why firms
have different level of working capital. The papealt with the strategic determinant of
working capital (cash, short-term securities, aotoeceivable and inventory) on a
product line basis. The factors analysis is to 1666 variables against the working

capital policies of over 1700 business, or produngs, from 1971 to 1978. His final
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multiple regression models contained 19 variablegaming to productions, sales,

accounting, competitive position and industry fasto

Working capital model= Sales +Production+ Accountig + Competitive Position+
Industry Factor.

This model was used to explain why working capiggkls differ between firms both
within and across industries. Working capital mamagnt in public enterprises and
study the financial results and constraints hasidened ten- selected public enterprises
and studied the working capital management of thmsgaic enterprises. The study
states the managers often lack basic knowledge arkimg capital and its overall
impact on the operative efficiency and financiahbility of public enterprises. This
study has focused on liquidity, turnover and patdfility position of sampled enterprise.
Based on those factors, the study has broughticgytdicy issues of Nepalese public
enterprises. Such as lack of suitable financiahmlag, negligence toward working
capital management, deviation liquidity and turnmowé assets and inability to show
positive relationship between turnover and returmet working capital. This study has
suggested the measures to overcome such policgsidie identifications of needed
funds, regular checks and development of managemé@&rmation system, positive
attitude towards risk and profit and determinatadnright combination of short-term

and long-term sources to finance working capitgunements.

Pradhan R.S and Koirala K.D (2008)had jointly published an article ofsome
reflections of working capital management in Nepaleorporations”. TIs article aims

to find out the difficulty, problems and importanctcurrent assets management and
also aims to find out the motive for holding casid anventory, the study use only
primary data to find out the basic constraints distributed 200 questionnaires. For the
purpose of study, they use both manufacturing pulsbrporation as a sample
companies. After analyzing the collected data tteggomfindings of this study are as

follows:
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* To provide a reserve for routine net outflows oslcas the major motive for
holding cash in Nepalese corporation. The majasaedor holding inventories is
to facilitate smooth operation of production ankksa

* The major factor affection the large investmentaneivable is found to be the
liberal credit policy followed by Nepalese corpasat The large paying practice
of customer is also responsible for larger investnia receivable. However,
corporations are reluctant to take inefficient eclion of trade credit as one of the

major factor affecting receivables.

R. S. Pradhan (2009)in his article,“the demand for working capital by Nepalese
corporations”, selected nine manufacturing public corporatiomdiie analysis with 12
years data 1973 to 1984. Regression equation hexd ddopted for the analysis. From
his study, he concluded that:
» Public enterprises should take care of negativéfigcang policies directives
from HMG Nepal itself.
» Earlier studies concerning the demand for cash iaméentories by business
firms did not report unanimous findings.
* A lot of controversies exist with respect to thegance of economies of scale,
role of capital cost, capacity utilization rateadahe speed with which actual
cash and inventories are adjusted to describearasimventories respectively.

L.D. Mahat (2010), has published article relating tegontaneous resources working
capital Management”.The article has defined the three major sourcesvarking
capital i.e. equity financing, debt financing angostaneous sources of financing,
regarding the working capital management. Debtnitivag includes short term, bank
financing such as bank overdraft, cash credits lplirchase and discounting, letter of
credit etc. whereas spontaneous sources of workeqgtal include trade credit,
provisions and accursed expenses. The articlesdeéised that working capital
management is one of the important pillars of coaf® finance. However, Nepalese

industries are facing difficulty in their survivaly the cause of recession, which can
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bring best and worst in corporate finance sucmag@ment should be enough to cope
with the possible worst happening in future for king capital management.
» Public enterprises should avoid fictitious holdofgassets immediately.
* Finance staff must be adequate with the modermtsioeetools used for the
presentation and analysis of data.
» Lastly, this study has suggested optimizing itelef investment because both of

these situations will erode the efficiency of camce

Bhatta (2011),in his article, carried on the togidn Appraisal of Financial Position of

Nepal Bank Lttlhas given more  emphasis on Nepalese finamecaaket sector. He

has mentioned the financial crisis occurred in @hiNlexico, South Asia, Russian
Federation Ecuador, Brazil and Argentina. Thisisraffected all the economy by

posing negative effects in the real output. He &las focused on Nepalese financial
market, which is directly affected by the natioaald international events. The event
that effected the most was September 11 incidett. 1A, which had added more to
the fragility in the global financial market. Inggent context in many part of world, the
move towards liberalization is getting its momentamone hand and the process of
economic development is being threatened due tousunanticipated incidents on the
other hand. He has defined the financial crisig @escription to financial markets in
which adverse section and moral hazard problemerbeanuch more worse, so that
financial markets are unable to efficiently chanfuglds to those who have the most

productive investment opportunities.

Pradhan (2012) has presentedie working capital measures the liquidity, a gienon
investment in different sectrg’s problems and prospects through his artittehis
article, he has expressed that the deposit isfthblbod of any financial institution, and
be it commercial bank, finance company, co-opeeadivnon-government organization.
He also added, in consideration of 10 commerciakbaand nearly three dozens of
finance companies, that latest figure does produsteong feeling that a serious review
must be made of problems and prospects of depesibrs Except few joint venture

banks, other organization rely heavily on the bessndeposit receiving and credit
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disbursement. In the light of this, Mr. Pradhan pasited out following problems of

deposit mobilization in Nepalese Perspective:

2.6 Review of Thesis

Besides the review of available books and resesiuties, a number of studies have
been made by student of MBA and MBS relating to kivay capital management in
different PEs and private companies of Nepal. Beistion will review some of those

dissertations.

Dependra Raj Sharma (2006)has done a research th study on working capital
Management of Nepal Battery Co. Limited€onsidering five year financial statement
(i.e. balance sheet, profit and loss a/c and incetaement, etc.), from 1994 to 1998.
This study has used ration analysis as tools fempiirpose of analyze working capital
management in NBC Ltd. The major objectives of ghigly are to analysis the liquidity
composition of working capital, assets utilizaticasd profitability position of NBC
Ltd. This study also focuses on relationship betwsales and different variables of
working capital of NBC Ltd.

The Findings of this Study are as Follows:

* The major component of working capital of NBC L#dle cash and bank balance,
account receivable, inventory, miscellaneous curessets and inventory holds
large portion of current assets. The proportiogwfent assets on total assets and
fixed assets is increasing, it indicates that im@gnin current assets is high with
respect to its total assets and fixed assets.

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

» Values of current and quick ratios are found neadyal to standard inefficiency
in operation can be seen through wide differentvbet gross profit margin and
net profit margin and high level of operating rafitis study has suggested the

company to reduce the inventory level. This stueigommends about receivable
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conversion period, which is necessary to reducé wiincerning sales volume
because reduction of this period may affect onssat@dume. Lastly, this study
mentions about operating cost, which must be retlicg@roper way so that can

maximize its profitability and shareholders return.

Narendra Bahadur Amatya (2007)carried out a research on the tofpAn Appraisal
of Financial Position of Nepal Bank LtdThe objectives of the study were to examine,
analyze and to interpret the financial positionttid bank. The main findings of the
study are as follows:

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

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

 The trade and commerce advances were playing ar m@m in the credit
composition of the bank. Although the reserve & tank was increasing
gradually, the reserve played a nominal role imitrexpansion control.

* The major portion of investment of the bank wag@vernment’'s securities.
The volume of transaction was high in all respéetsthe bank did not show

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

Prabin Kunwar (2009), has carried out a research“®orking capital management of
Pharmaceutical Industry of Nepal with Referenc&ktiyal Drugs Limited’ The study
has used statistical as well as financial toolanalyze the statement of 2049/50 to
2054/2055. The main objective of this study is talgze empirical testing affecting
working capital of Royal Drugs Limited as well as know whether adequacy of
working capital depends upon the nature of finagcirrent assets or not.
The major findings of this study are:

* It has used more long term sources of financing thlaort term sources and

followed conservative working capital policy.
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* The major components of current assets in Royafi®tumited are cash and bank
balance, receivable, inventory. Among these curasaéts inventory holds largest
portion of current assets.

« Company cannot efficiency utilize current assetd #mere is also inefficient
management of receivable policy.

» Liquidity position is satisfactory whereas returmsition is not satisfactory due to
negative return. This study has suggested thatctimpany should determine
appropriate financing sources. Company should edoentory and receivable
level for adjusting with sales and .production levie balance them company

should improve marketing and credit policy.

Shiva Pathak (2010)has done a research 6An Evaluation of Working Capital
Management of Nepal Lube Oil LimitedThe objectives of this study are to appraise
the working capital management of NLO Ltd. and tiedg the relationship between
sales and different variables of working capital. achieve these objectives, this study
has taken five year period and applied the secgriia.

The Major Findings of the Study are;

 The growing tendency of investment over currente@ssould have adverse
effects in NLO Ltd’'s wealth maximization goals iong run. The study has
suggested that NLO Ltd should determine certai® o&atreturn on investment and
sales target should be set.

« The company should always concern about the curessets and current
liabilities and regular check should make. It vaitintrol the excess and shortage
of working capital of the company.

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

under staffing and over staffing.

G.C (2011)in his thesis entitletiA study of working capital position of Arihanta Mu
fibers limited" In this study he had kept the following objectifee to show the
working capital position of Arihanta Multi- fiver€ompany Ltd. with respect to cash,

credit and inventory management to examine ther@atucompanies current assets and
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current liabilities properly, to see the affectwabrking capital on profitability and to
examine the nature of funds, their source andzatitbn. The methodologies used in his
study are ratio analysis, trend analysis and caticgl analysis. He has drawn the

following conclusion from his study:

The Arianna Multi-fibers Company Ltd's current dsssonsists of mainly stock of raw
material, finished products, packing materials,dsyrdebtors, advance and receivables,
cash and balances and so on. The inventory occup#sr share i.e. 61.04%.The
company's current liabilities mainly consists ohdry creditors, advance and payable

provisional. Sundry creditor occupies the largésire i.e.51.15%.

Poudel (2012) has carried out his thesis entitléd study on working capital
management of Diary Development Corporatioftie main objective of the study is to
appraise the working capital management of DDCtargludy the relationship between
sales and different variables of working capitab. dchieve these objectives, he has
taken five years study period and applied the s#egndata. The major findings of his
study are as follows,

* Many research studies have been conducted by ffezedit students, experts
and researchers about working capital managemente Studies are related to
case study of a single company and some are cotiyaairanature.

* The financial and statistical tools of used by tafsthe researcher were ratio
analysis and primary tools have not been used mymesearches.

» This research will include different tools likdicaanalysis, correlation analysis,
regression analysis and interview as a primary twfolnalysis, correlation
analysis, regression analysis and interview as imgpoy tool of analysis,

regression and interview are the specific toolslusehis rese.

2.7 Research Gap
Thus, the previous studies cannot be unobservealibedhey provide the foundation to
the present study. In other words, there has toobénuity in research. This continuity

in research is ensured by linking the present stitly the past research studies. Here,
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it is clear that the new research cannot be founthat exact topic, i.e.; a comparative
study on working capital of commercial banks in Bleherefore, to fulfill this gap,
this research is selected. As to research gapnseroed, there are many changes
taken place in the working capital management ohmmercial banks in Nepal as
compared to the last five years. The most of theliss has been considered many
more objectives which made their study more congpéd but in this research
report only three objectives are taken into stuigcondary data is considered in
this research.Both financial as well as statistical tools like lafjuidity ratios,
Quick Ratio, Profitability ratio, mean, standardvdgion, coefficient of variance,
correlation and probable error are used in thigaesh. AlImost all the ratios have
been applied to cover the analytical part and Hullie objective of this study. It
involves more recent data of commercial banks fue fyears (2007/08 to
2011/012).
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CHAPTER-III
RESEARCH METHODOLOGY

3.1 Introduction:

This is the third chapter of the thesis, named aseBRrch Methodology. Research
methodology is the way to solve the research problsystematically. The research
methodology considers the logic behind the methoskd in the context of research
study and explains why particular method or techaics used. It also highlights about
how the research problem has been defined, what llate been collected, what
particular method has been adopted, why the hypistivas been formulated etc. (Joshi,
P.R.; 2002: 19).

This chapter describes the methodology employetthenstudy. It consists of research
design, population and sample study, sources &, ditta processing procedure and
technique of analysis of data. This study is maralyical and empirical. It covers
guantitative methodology using financial and stet#s tools. The study is mainly based
on secondary data gathered from respective anrembrts of concerned banks,
especially from profit and loss account, balanceestand other publications published
by the bank.

3.2 Research Design:

Research design is a plan structure and strateggvestigation conceived so as to
obtain answer to research questions and to comamhnces. It is the arrangement of
conditions for collection and analysis of data thahs to combine relevance to the
research purpose with economy in procedure. It siaaroverall framework or plan for

the collection and analysis of data. The study aonportraying accurately upon the
working capital and its impact on overall finangi@rformance of these two banks. The
research design followed for this study is basycal historical, empirical and

descriptive cum analytical research method is vadid.
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3.3 Population and Sample:

In Nepal, there are 31 commercial banks in exigditicthe date. Among them few are
government owned banks, few are joint venture bankisthe others are private banks.
To carry out the study, Nepal Investment Bank ameré&st Bank Ltd. have been taken
as a sample for the study. Financial statementsr@fyears from 2007/08 to 2011/12

have been taken as sample data.

3.4 Nature and Sources of Data:
Data collection is considered as an integral pathe research activity. The sources of
information are generally classified as secondary.

a. Primary Data: Data collected by researcher or through agenthieffirst time
from related field and processing original charaet® known as primary data.
In preparing this thesis, primary data are lesssdudue to time factor and
nature of availability.

b. Secondary Data:Data collected by someone else, used already @ndade
available to others in the form of published stafssare known as secondary
data.

Different types of data from several sources arees®ary for this study. Therefore,
both quantitative and qualitative data have bedleaed. Qualitative data have been
collected through office visit and informal inteewing with some staff and quantitative
data are collected through reports etc. publislyectlevant banks.

3.5 Data Processing Procedure:

Data are analyzed by using simple methods so thatuld be easy to understand. The
obtained data are presented in various tablesyatiagyand charts that will definitely
help to reach towards meaningful interpretationghefpresented data. For convenience,

the calculations that cannot be shown in the bady @f the report are presented in the
appendices section.
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3.6 Data collection Technique:

The study is mainly based upon secondary data; ddwa relative to financial

performance and directly obtained from concernedk®aThe supplementary data
performance records of concerned banks, bookletsngls and other organization.
Data are collected through annual report, minuted @emorandum of association
relative websites and several organizations. Cdngaper made by few organizations,
newsletters, bulletin and brochures also helpedaltection of data for the study.

Similarly methods like surfing in website and perglovisit to bookshops is also used

for the collection of data and information.

3.7 Method of data analysis and interpretation:

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

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

tools used for the analysis and presentation &f ded as follows:

3.7.1 Financial Analysis Tools:

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

relationship between financial variables containedhe financial statement. Most
ratios can be calculated from information providsdthe financial statements. Most
ratios can be calculated from information provideyg the financial statements.
Financial ratios can be used to analyze trendstarmbmpare the firm’s financials to

those of other firms. In some cases, ratio anabyanspredict future bankruptcy. It helps
the related parties to spot out the financial giterand weakness of the firm. The
related parties may be creditors, long term deppkers, investors and the company’s
management. it is the process of summarizing lapgentity of financial data and

making qualitative judgment about the firm’s finalcdata and making qualitative

judgment about the firm’s financial performancethe research study various financial
tools are employed for the analysis. There areouariratios but in this study some
selected ratios among them are used.
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A. Liquidity Ratios:

One of the main objectives of working capital masragnt is keeping sound liquidity

position. Cash is a main liquid asset and otheztasshich can be easily converted into
cash are also called near cash or liquid assetsi@@aging or maintaining liquid assets
is termed as liquidity. In banking sector liquidisyvery essential for smooth operation
of day to day activities. Thus liquidity is concedhwith maintaining adequate liquid

assets. The followings are the liquidity ratios:-

a. Current Ratio

Current assets Working capital by current liala@btifrom the most recent quarter. The
current ratio is a measure of the firm’'s immedifat@ancial health and it's ability to
meet current obligations. Generally, the curretibrshould be 2:1 or higher; the higher
the current ratio, the more conservative the fatthough a high current ratio can mean
less profitability than a competing firm with a tesa current ratio. Also, like so many
ratios, this one can vary by industry. Restauramhganies, for example, often have
current ratios of less than 1:1, but since theresisally a delay between payment for
services (which is immediate) and payments to vesydeho typically grant credit, this

low ratio raises few eyebrows.

Current Assets

Current Ratio= —
Current liabilities

b. Quick Ratio

The sum of cash and receivables are from the neasiht quarter Working capital by
the total current liabilities from the most recgoarter. This assessment of a company’s
ability to meet short-term obligations is also kmoas the acid test. In general, the
quick ratio should be 1 or better. A high quickioats usually a sign of a solid,
conservatively run company in no danger if immindamise even if for some awful
reason sales immediately ceased. A firm’s quicloratight be of special interest to
investors anticipating some kind of downturn in fhien, business or the economy at

large.
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. . current assets—inventory—Prepaid expenses
Quick Ratio= Y P P

Current Liabilities

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

deposits (excluding fixed deposits). The ratio barexpressed as:

.. Cash and Bank Balance
Cash & bank balance to Deposit=

Total Deposit

D Saving Deposit to total Deposit
Saving deposit is a bearing short term deposit. raltie is developed in order to find
out the proportion of saving deposit, which is ret bearing and short term in nature.
It is calculated by dividing the total amount oétbaving deposit by the amount of total

deposit that can be expressed as follows:

: _  Saving Deposit
Saving Deposit to Total Deposit Ratigr=—r——-—
Total Deposit

e. Absolute liquidity ratio

Although current assets like receivable, marketakleurities etc. can be changed into
cash as required. It takes time to be changed.elns it is not absolute liquid. The

absolute liquidity ratio measures the liquidityaofirm in absolute term. It is calculate

by dividing cash by current liabilities.

. . Cash
Absolute liquid ratio = —
Current Liabilities

C Activity Ratio/ Turnover Ratio:

Activity Ratios are intended to measure the effertess regarding the employment of
the resources in a business concern. These rateslrwhether the funds employed
have been used effectively in the business a@s/itr not. The following are the ratios

employed to analyze the activeness of the concgangidventures.
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This ratio assesses, to what extent the bank &s tabutilize the depositors’ funds to
earn profit by providing loans and advances. tasputed by dividing the total amount

of loans and advances by total deposit funds. &tie is computed as:

. .Loans and Advances
Loans and advances to total deposit ratie

Total deposits

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

the signal of underutilized or idle funds.

li Loan and advances to Fixed Deposit Ratio

The ratio indicates what proportion of fixed depodias been used for loans and
advances. Loans and advances are the major safroegestment to generate income
by the commercial banks. Fixed deposits are long-teterest-bearing obligation. It
carries high rate of interest. Funds collectedra®eded to invest in such sectors, which
yield at least sufficient return to meet the olligas. The ratio measures the extent to
which the fixed deposits are utilized for the in@menerating purpose. High ratio
means utilization of fixed deposit in form of loaffhe ratio is calculated by dividing

loans and advances by fixed deposits.

- . Loans & Ad
Loans and Advances to Fixed Deposits RA6—e———— >

Fixed Deposit

lii Loan and advance to saving deposit ratio

The ratio indicates how many times the short-tartarest bearing deposits are utilized
for generating the income. Saving deposits aresltioet-term interest bearing liabilities.

Loans and advances are the major sources of ineastho generate income in

commercial banks. Loans and advances to savingsdspatio is measured to find out
how many time of fund is used in loan and advamggsnst saving deposit. High ratio
indicates greater utilization of the saving deposit advancing loans. The ration is
calculated dividing the amount of loan and advaretotal deposit in saving account.

The following formula is used to calculate thisoas:

. . Loans & Advances
Loans and advances to saving deposit ratto— .
saving deposits
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IV Investment to Total Deposit Ratio

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

investment by total deposits collected in the bank.

Total investment

Investment to Total deposit rat® :
Total deposit

Investment comprises investment its HMG treasulig,ldevelopment bonds, company

shares and other type of investment.

D Profitability Ratio

Profitability ratios offer several different meassrrof the success of the firm at
generating profits. It indicates of success in edhnig desired profit. Various

profitability ratios are calculated to measure thgerating efficiency of business

enterprises. Through profitability ratios the lendad investors want to decide whether
to invest in a particular business or not. Som#éefimportant profitability ratios used

is as follows:

| Interest Earned to Total Assets Ratio
Interest Earned to Total Assets Ratio formed td fauit the percentage of the interest
earned investing total assets. This ratio can beuleded by dividing the amount of

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

Interest Earned

Interest Earned to Total Assets Ratie—=
Total Assets

li Net Profit to Total Assets Ratio

This ratio is very much crucial for measuring thefpability of funds invested in the
bank’s assets. It measures the return on asseizn Ibe calculated by dividing the net
profit after tax by total assets. It can be exprdsss:

Net Profit

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

40



lii Net Profit to Total Deposit ratio
This ratio is used for measuring the internal dtesturn from deposits. It is computed

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

. . . _NetProfit
Net Profit to Total Deposit Rano&
Total Deposit
Higher ratio indicates the return from investmentloans and advances are desirable

and lower ratio indicates the funds are not propedbilizing.

E Total interest expenses to Total Interest incomBatio

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

Total interest expenses

Net Profit to Total Assets Ratio=
Total Intrest Income

Total interest expenses consist of interest exgeinsearred for deposits, borrowing and
loans taken by the bank. Total interest incomeuthet interest income received from
loans, advances, cash credit, overdrafts and gmesrhsecurities, inter- bank and other

investments.

Statistical Tool Used

Statistical methods are the mathematical techniggesl to facilitate the analysis and
interpretation of numerical data secured form gsowb individuals or groups of
observations from a single individual. In this @®f study some statistical tools are

also used for analysis. Those tools are as follows:

Correlation

Correlation is the statistical tool that refers ttleseness of the relationship between
two or more variables. We can use correlation tecdee the degree to which one

variable is linearly related to other variables.eTé¢pefficient of correlation deals to

determine the degree of relationship between twmaore sets of figures. Among the
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various method of finding out coefficient practioe calculating correlation coefficient,
the most widely used in practice for calculatingrretation coefficient is Karls
Pearson’s correlation coefficient. So, Karls Pealssgorrelation coefficient method is
applied in the study. Correlation coefficient alwdies between +1 to -1. When r= +1,
there is perfect positive correlation between tvasiables and when r= -1, there is
perfect negative correlation. And when r=0, thexend correlation. We can calculate
correlation of variables with the formula. That is:

Correlation (r) =

Where, x= (X-X)

Y= (y-y)

Least Square Linear Trend Analysis:
Trend analysis has been a very useful and comnapplied statistical tool to forecast
the future events in quantitative terms. On theisba$ tendencies in the dependent
variables in the past periods, the future trengrisdicted. This analysis takes the
historical data as the basis of forecasting. Theshad of forecasting the future trend is
based on the assumptions that the past tendencibe oariable are repeated in the
future or the past events affect the future evesngwificantly The future trend is
forecasted by using the following formula.
Y =a+ bx

where,

Y = the dependent variable

a = the origin i. e. arithmetic mean

b = the slope coefficient i. e. rate of change

X= the independent variable
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CHAPTER-IV
DATA PRESENTATION AND ANALYSIS

The data collection from the various sources haenlpresented and analyzed in this
chapter. Since the conclusion to be drawn andagbennmendation to be made from this
study are based on the presentation and interjmetaf data analyzed here. This

chapter constitutes the main part of this studye Pphresentation and analysis of data
measures the various dimensions of the problertiseaftudy.

The entire figure presented here are Rs. in millibhe data presented herein are
pertained to 2007/08 to 2011/12 of each year aedi#tta presented herein are based on
the amount mentioned in the annual report of respegears of concerned banks and

journals of NRB.

4.1 Introduction

The major objective of the study is a comparativelg of working capital management
of Nepal Investment Bank Ltd and Everest Bank Lodnmercial Banks. The major
variables of the study are cash and bank balanaasland advances and investment in
government securities. In this chapter, relevatd dad information of working capital
as well as financial performance of Nepal Investimigamk Ltd and Everest Bank Ltd.
commercial banks are presented, compared and a&dalgzcordingly. It covers to
analyze the ratio as well as trend (the least sgoethod) and composition of current
assets. Liquidity turnover, leverage and profiiépibf these banks. It also uses

correlation analysis and hypothesis test.

4.2 Composition of Current Assets

To operate the business, different kinds of assetgequired. The composition of the
current assets differs from organization to orgatnin. According to nature of the
business and the attitude of the management towaskisThe firm, which has risk

advert management, maintains the high liquiditgetsin total working capital. It the
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organization has aims to maximize return on shadgehoinvestment should earn
sufficient return from its operation. So every fitras to maintain the appropriate level
of current assets according to their nature ofriess and attitude of management to run
the business smoothly.

4.3

Current assets are generally required to meet wgrkapital, which are to fulfill the

Percentage of Current Assets on Total Assets

need of daily business requirement. The ratio @arialyzed to study the composition
of working capital of the company. Higher perceetad current assets in total assets
shows the greater liquidity position of the firrhetlower risk of technical insolvency
and vice-versa. The table below represents theeptrge of current assets on total
assets of Nepal Investment Bank Ltd and Everesk Bah

The following table shows the composition of cutrassets used by Nepal Investment
Bank Ltd and Everest Bank Ltd of the study period.

Table: 4.1
Composition of Current Assets of Everest Bank Ltd.
(In Rs Million)
Cash & Bank Loans &

Year Balance % Advance % Govt. sector % Misc. C.A. % TCA
2007/08 | 1,619,927,494 10.25 9,801,307,§76 62.03004525,220 26.59] 178,007,830 1[3 15,799,758/|240
2008/09 | 2,391,420,594 11.25 13,664,081,664 64.26844314,586 23.44] 222,660,004 105 21,262,476|848
2009/10 | 3,013,971,83p 11.25 18,339,085,562 68.4659%57,544 18.89 376,215,468 140 26,788,830[404
2010/11 | 6,164,371,168 16.89 23,884,673,616 65.4648%80,273 16.30 492,166,151 135 36,489,691|203
2011/12 | 7,818,815,008 19.11 27,556,356,032 67.30085307,589 12.24| 536,187,696 131 40,919,666|320

Mean 13.75 65.51 19.49 1.25

Source: Annual Report of Sample Banks
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Figure: 4.1

Composition of Current Assets of Everest Bank Ltc
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Table: 4.2

Composition of Current Assets of Nepal InvestmernBank Ltd

(In Rs Million)
Cash &
Bank Loans &
Year Balance % Advance % Govt. sector | % Misc. CA. | % |TCA

2007/0¢ | 2,406,521,39 | 11.47| 12,776,208,0% | 60.8¢ | 5,602,868,64 | 26.7( | 201,089,82 | 0.9¢ | 20,986,687,9C

2008/0¢ | 2,441,514,20 | 9.2z | 17,286,427,3€ | 65.31 | 6,505,679,98 | 24.5¢ | 233,671,84 | 0.8¢ | 26,467,293,42

2009/1( | 3,754,941,56 | 9.91 | 26,996,652,25 | 71.27 | 6,874,023,62 | 18.1¢ | 276,846,87 | 0.7% | 37,902,464,32

2010/1: | 7,918,003,89 | 15.2¢ | 36,241,206,5¢ | 69.7¢ | 7,399,811,70 | 14.2¢ | 390,653,49 | 0.7% | 51,949,675,64

2011/1: | 6,815,889,83 | 12.1% | 40,318,308,0¢€ | 71.7¢ | 8,635,530,12 | 15.37 | 399,438,14 | 0.71 | 56,169,166,1€

Mear 11.5¢ 67.7¢ 19.81 0.81

(r)

Source: Annual Report of Sample Ba
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Figure: 4.2

Composition of Current Assets of Nepal InvestmerBank Ltd
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In the above tablggnd figurewe can see the total amount of current assets coenmps
of Nepal Investment bank Ltd. total amount of cotrassets components of Ne
Investment bank Ltd. total amount of current assetponent of Everest bank Ltd |
increased continuously. banks increased huge from 2007/082@11/1: period. The
percentage composition of current assets to totakot assets(cash and bank bala
loans and advances, investment in government siesuand miscellaneous curre

assets) of bank are presente above table and chart.

Cash and bank balance percentage of Everest Bahis Igradually increase over t
study period. First three year, slightly increasihgn highly increased after two yee
It is higher in the fifth year. i.e., 19.11% andviestin first year of the study period, I,
10.25 %. The average cash and bank balance pegeenit&verest bank Itd is 13.75

The yearly cash and bank balance of Nepal Invegtivank Itd is also in fluctuatin
over the study period. If has decreased ilond and third year then increased in hig
forth year then decreased in last or fifth perigdrahe study period. It is highest in 1
year 2010/1where it is 15.24% and lowest in the second yedhefstudy period i.¢

9.22%. the average cash anink balance percentage higher than NIBL b
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In the case of Everest Bank Itd, loan and advapeesentage are increasing till third
year and after third year decreasing fourth year ianreasing fifth year of the study
period. It is highest in the year 2009/10 i.e.468% and lowest in the year 2007/08 i.e.,
62.03 %. The average loans and advances percasaté§é1%. the loans and advances
percentage of Everest Bank Ltd, in the year 20872008/09 and 2010/11 are less than
the average i.e., 65.51%. But in the year 20094 2011/12 the loans and advances
percentage are higher than the average, 68.46%4 % .

In the case of NIBL bank, loan and advances peagenare fluctuating till last year of

the study period. It is highest in the year 2011i#2 71.78 and lowest in the year

2007/08,.i.e, 60.88. The average loan and advgmaesntage of NIBL bank is 67.79.

In the first and second year i.e, 2007/08 & 2008/v@ yearly loan and advances
percentage is lesser than the average loan anch@/@ercentage. They are 60.88%
and 65.31% respectively. But the last three yeathef study period the loan and

advances percentage is i.e, 71.23%, 69.76% an8%1.7

The percentage of Government Securities of Ev&ask Itd is in decreasing trend. It
is decreasing till fifth year, i.e., 2011/12. Theeemge percentage of government
securities of the bank is 19.81%. it is higher thtsnaverage government securities
percentage of initial two years i.e. 26.70%, 24.5804 it is lower than its average
government securities percentage of last threesyefathe study period. i.e., 18.14%,
14.24% and 15.37%.

Government securities percentage of NIBL is fluthgaover the study period. It is
highest in the year 2007/08, ie.26.70%. and theeth\government securities percentage
is in the year 2010/11, i.e. 14.24%. The averagesgonent securities percentage is
19.81%. the yearly percentage of government gaesiof the bank is higher than its
average percentage in first two years of the spetipd, i..26.70% & 24.58%. and it is
lower in the last three years of the study pen@d,18.14%,14.24% & 15.37%.
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From the table 4.1, we know that Everest Bank #dinvesting lesser amount in
miscellaneous current assets in comparison to ath@ponents of current assets over
the study period. It is in range between 1.05% &0% . The average miscellaneous
current asset is 1.25%. The yearly percentage s€etlaneous current assets is higher
than its average percentage in the year 2009/10/20& 2011/12 i.e. 1.40%,1.35% &
1.31% and it is lower than its average percentagie year 2007/08 & 2008/09 i.e,
1.13% & 1.05% . the investment in miscellaneouseurassets is stable in comparison

to other components of current assets.

Miscellaneous current assets percentage of NIBhRIs® more stable than its other
components of current assets just like Everest Bdnk is in the range between 0.71%
& 0.96 % . the average miscellaneous current agghe bank is 0.81%. It is highest in
the year 2007/08 i.e. 0.96%. and lowest in tha y2811/12 i.e. 0.71%. the yearly
percentage of miscellaneous current assets ofb#mk is higher than its average
percentage In the year 2007/08 & 2008/09 i.e. 088¥88%. Whereas in the year
2009/10, 2010/11 & 2011/12, the yearly percentagelower than its average
percentage, i.e 0.73%,0.75% & 0.71%. miscellanenusent assets percentage of
Everest Bank Ltd. is always higher than NIBL atsdaverage miscellaneous current
assets percentage is higher than NIBL as wealbmfthe above analysis, we can
conclude that NIBL is investing lower amount in og@laneous current assets than
Everest Bank Itd. It maynot be good for liquidatiposition of the bank but may harm
for the profitability position of the bank becausas keeping higher idle amount in

comparison to NIBL.

Composition of Current Liabilities

Current liabilities are those liabilities that thien should pay within short time period.

Current liabilities include loan and advances, suraeditors, provision for taxation,

miscellaneous current liabilities, etc. A firm skibumaintain an optimum level of

liquidity in order to enable the organization toahthe current obligation of the firm. A

firm has to raise funds from short term obligati@hort term sources of funds are

raised through different components of currentiliiédds according to requirement. But
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the proportion of different components of curraabilities depends upon the financ

policy of the firm. Thus, the composition of curtdiabilities must be analyzed fi

proper management of working cap|

Table: 4.3
Composition of Current Assets of Nepal Investment Bank Lt
(InRs)
Deposit(Excl. Bills
Year Borrowings | % FD) % Payable % | Misc. C.L. % TCA
2007/08 | - 0 13,802,444,98: | 93.92 | 130,472,753| 0.89 | 763,558,64¢ | 5.20| 14,696,476,386
2008/09 | - 0 18,186,253,54 | 91.25 | 110,200,913| 0.55| 1,634,604,58 | 8.20 | 19,931,059,034
2009/10 | - 0 23,976,298,53'| 97.92 | 231,363,177 0.94 | 276,846,87: | 1.13| 24,484,508,586
2010/11 | 312,000,00q 0.91| 33,322,946,24: | 96.83 | 399,702,638| 1.16 | 378,574,71¢ | 1.10| 34,413,223,599
2011/12 | 404,600,009 1.06| 36,932,310,00: | 96.37 | 420,631,053| 1.10| 566,081,79" | 1.48| 38,323,622,856
Mean 0.39 95.26 4.64 3.42
Source: Annual Report of Sample Ba
Figure: 4.3

Composition of Current Assets of Nepal InvestmernBank Ltd
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In the above table, we can see total amount okeatitrabilities components of Evere

bank Itd. Total amount of current liabiliticomponents of Everest bank has incre:

from beginning till last year of the study peri
Table: 4.4

Composition of Current Liabilities of Nepal Investment Bank Ltd.

(InRs)
Deposit(Excl. Bills

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

2007/08| - 0 18,927,305,97 | 97.74| 149,765,639 0.77 | 287,626,21 | 1.49| 19,364,697,827
2008/09| - 0 24,488,855,6¢ | 98.30| 76,346,863 | 0.31 347,518,66 | 1.39| 24,912,721,223
2009/10| - 0 34,451,726,1¢ | 98.05| 196,389,557 0.56 | 488,404,28 | 1.39 | 35,136,520,036
2010/11| 38,800,0000.08 | 46,698,100,0€ | 97.18| 606,088,261 1.26 | 709,975,09 | 1.48| 48,052,963,418
2011/12| 37,314,8260.07 | 50,094,725,4€ | 96.95| 677,613,516 1.31| 860,366,55 | 1.67 | 51,670,020,39(
Mean 0.03 97.64 4.21 1.48

Source: Annual Report of Sample Ba
Figure: 4.4
Composition of Current Liabilities of Nepal Investment Bank Ltd.
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In the abovdable, we can see total amount of current liabgittomponents of NIBI

Total amount of current liabilities components dBN has increased from beginni

till last year of the study peric
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The borrowing percentage of Everest Bank is in@@asver the study period. In the
year 2007/08, 2008/09 and 2009/10, the Everest Bahkot borrow any money and
then after it increased till the last year of thedy period. It is highest in the last year,
i.e.1.06% and lowest in the year 2010/11, i.e.0.9tt#b average borrowing percentage
of Everest Bank Itd, is 0.98%. The yearly borrowpegcentage of NIBL is decreased
over the study period . In the year 2007/08, 209&0d 2009/10, the NIBL did not
borrow any money and then after it took money aedehsed till the last year of the
study period. It is highest in the year 2010/14.0.08% and lowest in the year 2011/12,
i.e 0.07%. the average borrowing percentage of N&81L.075%.

The deposit (excluding fixed deposit) percentag&wérest Bank Ltd is fluctuating. It
has increased in the year 2007/08, 2008/09 and/20Gthd then it has decreased till
the last year of the study period. It is higheghim year 2009/10 i.e, 97.92%. and lowest
in the year 2007/08, i.e.93.92%. The average dep@sicluding fixed deposit)
percentage of Everest Bank Ltd is 95.26%.

In NIBL, the deposit (excluding fixed deposit) pentage is increased in up to second
year. And gradually decreased in up to fifth yefathe study period. It is highest in the

year 2008/09 i.e, 98.30% and lowest in the yearlA®li.e. 96.95%. The average

deposit (excluding fixed deposit) percentage of NiB897.64%.

The deposit (excluding fixed deposit) percentagbath banks is fluctuating all over
the study period. The average deposit (excludirgdfideposit) percentage of NIBL is
higher than that of EBL.

The bills payable percentage of Everest Bank isedsed up to the second year and
then, increased till the fourth year and decreasdith year of the study period. The
highest bills payable percentage is 1.16% in thee Y910/11. And it is lowest in the
year 2007/08 i.e.0.89% the average bills payableep¢age of Everest Bank Ltd is
0.93%.
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In NIBL, the bills payable percentage is in fluding trend. It decreased till the second
year and started increasing in the fifth years lhighest in the year2011/12, i.e. 1.31%
and lowest in the year 2008/09, i.e, 0.31% theae=bills payable percentage of NIBL
is 0.84%. NIBL average bills payable percentagewser than that of Everest Bank Ltd.

The above table shows that the miscellaneous dutianilities percentage of the
Everest Bank Ltd is fluctuating all over the stymriod. It is increased in up to second
year and decreased in fourth year, then increaséfth year of the study period. It is
highest in the year 2008/09 i.e.8.20% and loweghenyear 2010/11, i.e. 1.10% the
average miscellaneous current liabilities percemte#g=verest Bank Ltd is 3.42%.

In NIBL, the miscellaneous current liabilities pentage is decreasing till third year of
the study period. Then it started to increasethid last year of the study period. It is
highest in the year 2011/12, i.e. 1.67% and loweshe year 2008/09 & 2009/10, i.e.
1.39% the average miscellaneous current liabiliescentage is 1.48%. In both the
banks, the yearly percentage of miscellaneous mutrabilities is fluctuating. The
average miscellaneous current liabilities percentaigEverest bank Itd is higher than
that of NIBL.

Ratio and its Trend Analysis

Ratio analysis is the powerful financial tool to asare the financial performance of
banks and finance companies comparatively. As moeedi in research methodology,
liquidity, activity, profitability and leverage tat are calculated. To find the overall
performance as well as general movement of impomatios, trend analysis is also

used.

A Liquidity Ratio

Liquid assets are one that can be easily convémtedcash without significant loss of
its original value. Converting assets, especialiyrent assets such as inventory and
receivables, to cash is the primary means by whifinm obtains the funds needed to
pay its current bills. Therefore a firm’s liquid $ton deals with the question of how

well the firm is able to meet its current obligaiso Short term assets or current assets
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are more easily converted to cash than long tesetasSo, in general, one firm would
be considered more liquid than another firm if &sha greater proportion of its total
assets in the form of current assets. Liquidityorateasures the short term solvency
position of the firm. Liquidity ratio that showsetlrelationship of a firm’s cash and

other current assets to its current liabilitiesdeinthis there are two types of ratios.

Liquidity of any business organizations is directblated with working capital or
current assets and current liabilities of that orgation. In other words, one of the main
objectives of working capital management is keemognd liquidity position. Banks
and finance companies are different organizatiohghvare engaged in mobilizations
of funds. So, without sound liquidity position, feeinstitutions are not able to operate
their functions. To measure the solvency positionability to meet its short term
obligations, various liquidity ratios are calculhtand to know the trend of liquidity,

trend analysis of major liquidity ratios has beensidered.

As per Nepal Rastra bank’s rule, minimum 1% ofltd&posit and borrowing should be
deposited into Nepal Rastra Bank in current acco@ut of total deposit and
borrowing, 2% should be deposited into other conemkmbanks in current or call
account. Similarly, 5% of its deposit should beested in government securities and if
pledged to borrower fund, should be deducted wbd&ulating the percentage of

investment in government securities.

i Current Ratio

Current assets are divided by current liabilitiesnf the most recent quarter. The
current ratio is a measure of the firm’s immediatancial health and its ability to meet
current obligations in other words, current ratepresents a margin of safety, i.e. a
“cushion” of protection for creditors and the higlige current ratio. Greater the margin
of safety, larger the amount of current assetsglettion to current liabilities. Generally,
the current ratio should be 2:1 or higher, the @igthe current ratio, the more

conservative the firm, although a high currentaratan mean less profitability than a
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competing firm with a leaner current ratio. Alskeliso many ratios. This one varies

industry. It is calculated as follov

Current Ratio= curr ent Assets/ current liabilities

The following table and chart show the currentordd compare the working capit

management of these financial institutic
Table: 4.5

Calculation of Current Ratio

In Rs
Everest Bank Ltd. Nepal Investment Bank Ltd.
Year C.A. C.L. C.R.|CA. C.L. C.R.
2007/08 15,799,758,241 | 14,696,476,386 1.08 | 20986687907 19,364,697,827| 1.08
2008/09 21,262,476,84: | 19,931,059,034 1.07 | 26467293423 24,912,721,223 1.06
2009/10 26,788,830,40. | 24,484,508,586| 1.09 | 37902464325 35,136,520,036| 1.08
2010/11 36,489,691,20: | 34,413,223,599 1.06 | 51949675644 48,052,963,418 1.08
2011/12 40,919,666,32( | 38,323,622,856| 1.07 | 56169166163 51,670,020,390 1.09
Source: Annual Report of Sample Ba
Figure: 4.5
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The above table depicts that the current asseBvefest Bank is in increasing tre
from 2007/08to the last year of the study period. And the auri@bilities of Everes

bank Ltd, is also increasing till last year of thidy period. The currenttios of
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Everest Banks are fluctuating. It decreased inaupetcond year and then. the current
ratio highest in the year 2009/10 i.e.1.09%. Lowedhe year 2010/11 i.e.1.6%. The
average current ratio of the Everest bank is 1.1.

In NIBL, the current assets are in increasing tréodn starting to end of the study

period. And, the current liabilities of NIBL aresal in increasing trend from starting to

end of the study period. But the current ratio dBNis in fluctuating trend. It has

decreased up to second year, and then increasédetilast year of the study period.
The current ratio is highest in the year 2011/¥1i09 And lowest in the year 2008/09,
i.e. 1.06 the average current ratio of NIBL is 1.1.

The average current ratio of NIBL is higher thaattlof Everest bank. It helps to
conclude that the liquidity position of NIBL is Ibet than that of Everest Bank. NIBL

has more ability to meet its current obligationt thaerest Bank Ltd.

ii. Working Capital Compare with Net Profit and liq uidity
Table: 4.6
Calculation of Working Capital

(In Rs)

EBL

NIBL

Years

Current
Assets

Current
Liabilities

W.C=
C.A-C.L

Current
Assets

Current
Laibilities

W.C=
C.A-C.L

2007/08

14,696,476,38¢

) 5,820,442,714

8,876,033,6]

(19,364,697,821

( 8,009,390,045

11,355,307,782

2008/09

19,931,059,034

1 7,375,735,180

12,555,323,8

b24,912,721,223

8,947,194,187

15,965,527,086

2009/10

24,484,508,58¢

» 8,073,529,374

16,410,979,2

135,136,520,036

10,628,965,193

24,507,554,843

2010/11

34,413,223,59¢

) 12,112,851,43¢

22,300,372,163

3 48,052,963,418

15,317,815,59(

32,735,147,828

2011/12

38,323,622,85¢

» 12,827,122,597

? 25,496,500,264

1 51,670,020,39(

15,451,419,95¢8

36,218,600,432

Source: Annual Report of Sample Banks

The 4.6 shows that calculations of working capihiEverest bank limited and Nepal

Investment bank limited. Both banks of working itapis in increasing trend so, its

present the good positions of working capital ithblmanks. In the fiscal years 2007/08

working capital ares,876,033,672 and 11,355,307,782 of EBL and NiBdpeetively. The
working capital of NIBL is higher than the EBL ing every Years.
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Table: 4.7
Compare with Working Capital to Net Profit

(In Rs)

EBL

NIBL

Years

W.C

Net Profit

Ratio

W.C

Net Profit

Ratio

2007/08

8,876,033,677

168,214,611.0(

5276.612786

11,355,307,782

350,536,413.0(

3239.408906

2008/09

12,555,323,854

} 296,409,281.0(

4235.806589

15,965,527,03¢

501,398,853.0(

3184.19694

2009/10

16,410,979,217

? 451,218,613.0(

3637.035073

24,507,554,844

3 696,731,516.0(

3517.503411

2010/11

22,300,372,164

3 638,732,757.0(

3491.34625]

32,735,147,82§

900,619,072.0(

3634.738464

2011/12

25,496,500,264

} 831,765,632.0(

3065.346689

36,218,600,431

D

» 1,265,949,588.0

2860.982837

Source: Annual Report of Sample Banks

The table 4.7 shows that the compare with workimgjtal to net profit of Everest bank
limited and Nepal investment bank limited. In tiecél years 2007/08 the ratio of EBL
is 5276.61 and NIBL is 3239.40. The ratio of Evetesnk is in decreasing trend and
NIBL is in fluctuation trend in the every years.

Table: 4.8

Calculations of Working Capital Ratio

(In Rs)

Years

EBL

NIBL

Current
Liabilities

C.A-C.L.=WC

W.C Ratio

Current
Liabilities

C.A-C.L.=WC

W.C
Ratio

2007/08

5,820,442,714

8,876,033,6]

(2 1.5249757

8,009,390,045

11,355,307,7

2008/09

7,375,735,180

12,555,323,8

b4 1.7022471]

8,947,194,187

15,965,527,01

2009/10

8,073,529,374

16,410,979,2

12 2.0326896

10,628,965,191

3 24,507,554,843

2010/11

12,112,851,436 22,300,372,163

1.8410506

15,317,815,59(

) 32,735,147,828

2011/12

12,827,122,592 25,496,500,264

1.9877022

15,451,419,95§

3 36,218,600,432

The table 4.8 shows that the calculations of warkoapital ratio of Everest bank
limited and Nepal investment bank limited from ftseal year 2007/08 to 2011/12. The

working capital ratio of both banks is slightly reasing trend in the every years so, we

concluded that the both banks are in good positibhe working capital ratio is 1.524
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and 1.41 in the fiscal year 2007/08 of EBL and NIBdspectively. The current
liabilities and working capital is also increasingnd in the every years.
Table: 4.9

Compare with liquidity ratio and working capital ra tio

(InRs)
Years EBL NB-
Liquidity Ratio W.C Ratic | Hauidity Ratio |\ ~ oo

2007/08 1.08 1524 1.08 1.417
2008/09 107 1702 1.06 1.784
2009/10 1.0 5 032 1.08 2.305
2010/11 106 1841 1.08 2.137
2011/12 107 1 087 1.09 2.344

The above table depicts the liquidity ratio and kirng capital ratio of Everest bank
limited and Nepal investment bank limited from ftiexal years 2007/08 to 2011/12.
The working capital ratio is 1.524 and 1.41 in tiseal year 2007/08 of EBL and NIBL
respectively. And liquidity ratio is 1.07 and 1.8the fiscal year 2011/12 of EBL and
NIBL respectively.

lii. Quick Ratio of the Total Quick Assets

The assessment of a company’s ability to meet gbort obligations is also known as
the acid test. Quick ratio establishes a relatignbletween quick or liquid assets and
current liabilities. An asset is liquid if it carelconverted into cash immediately or
reasonably without a loss of value of cash. Caghasmost liquid asset. Other assets,
which are considered to be relatively liquid, aoeked debts and marketable securities.
In general, quick ratio should be 1 or higher. Athiquick ratio is usually a sign of
solid, conservatively run company which is no dangieimminent demise even if for
some awful reasons, sales immediately ceasednisfiquick ratio might be of special
interest to investors anticipating some kind of dawn in the firm’s business or the
economy at large. The quick ratio can be foundhyutlividing total quick assets by
total current liabilities.
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Quick Ratio

Quick Ratio =

CurrentLiabilities

For this study, cash and bank balance, governmegurisies are include¢ in quick

assets. The following table and chart show thelgratio of Everest Bank and NIB

Table: 4.10
Calculation of Quick Ratio
(InRs)
Everest Bank Ltd. Nepal Investment Bank Ltd.
Year C.A. C.L. C.R. | CA. C.L. C.R.
2007/08 5,820,442,714 14,696,476,386 0.40 | 8,009,390,045| 19,364,697,82'| 0.41
2008/09 7,375,735,180 19,931,059,034 0.37 | 8,947,194,187| 24,912,721,22:| 0.36
2009/10 8,073,529,374| 24,484,508,586 0.33 | 10,628,965,19835,136,520,03/| 0.30
2010/11 12,112,851,43634,413,223,599 0.35 | 15,317,815,59048,052,963,41:| 0.32
2011/12 12,827,122,59238,323,622,856 0.33 | 15,451,419,95851,670,020,39(| 0.30
Source: Annual Report of Sample Ba
Figure: 4.6

Calculation of Quick Ratio

0.5
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S S
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B Nepal Investment Bank

Bank Limited

The above table and figure depict that the quidiosaof Everest bank are alwa

fluctuating over the study period. The quick radioEverest Bank is decreased uf

third year, then increased in ye2010/11and decreased in fifth year of the st

58




period. It is highest in the year 2007/08 i.e.,00ahd lowest at the year 2009/10 &
2011/12i.e.0.33. The average quick ratio in Evas=8.36.

The quick ratios of NIBL are also fluctuating. Theick ratio of NIBL is decreased up
to third year, then increased third year then deditill the last year of the study period.
It is highest in the year 2007/08, i.e 0.41 anddstin the year 2009/10 & 2011/12, i.e.
0.30. The average of quick ratio in NIBL is 0.3%he yearly quick ratios of EBL are
higher than that of NIBL except in the year 2007108 average quick ratio of EBL is
higher than that of NIBL. (i.e. 0.36>0.34)

Cash and bank balance to Total deposit ratio (withot fixed deposit)

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

Table: 4.11
Calculation of Cash & Bank Balance to Total DeposiRatio (Fixed Deposit)
(In Rs)
Everest Bank Ltd. Nepal Investment Bank Ltd.

Cash & Bank| Deposit (exc. Cash & Bank| Deposit (exc. Fixeg
Year Balance Fixed deposit) C.R.| Balance deposit) C.R.
2007/08 1,619,927,494 9,560,093,219 017 2,406398 13,514,336,379 0.18
2008/09 2,391,420,594 12,559,591,824 019 2,441290 16,972,168,830 0.14
2009/10 3,013,971,830 17,530,117,246 017 3,74345868 26,507,493,633 0.14
2010/11 6,164,371,163 26,272,968,016 0,23 7,983390 35,064,719,847 0.23
2011/12 7,818,815,003 26,492,031,414 0,30 6,805333 33,269,577,213 0.20

Source: Annual Report of Sample Banks
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Figure: 4.7

Cash and BankBalance to Deposit Ratio
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Theabove table and figure depicts that the cash ank balance to deposit (excludil
fixed deposit) ratios of Everest bank are incregsihthe first two years, decreasing
third year and again increasing in the last of the study period. The ratio is higher
the year 2011/12l.e. 0.30 and lower in the ye2007/08 & 2009/1(, i.e.0.17 the
average cash and bank balance to deposit (exclddied deposit) ratio of Evere
Bank is 0.21.

The table shows that the caand bank balance to deposit (excluding fixed dep
ratios of NIBL is fluctuating over the study periothe highest cash and bank bala
to deposit (excluding fixed deposit) ratio is 0iA3he yeai2010/1. and lowest is 0.14
in the year 2008/0% 2009/10 The average cash and bank balance to dep
excluding fixed deposit) ratio of NIBL is 0.18.ig higher than the yearly ratio of t
year 2008/09, 2009/10e. 0.14

The average cash and bank balance to total def@siuding fixed depot) ratio of
Everestbank, i.e. 0.21 Is lesser than cash and bank talendeposit (excluding fixe
deposit) ratio of NIBL i.e. 0.18 the above analyis&dps to conclude that NIBL holt
more cash balance than Everest Bank Itd. the high&ln and bank lance to deposit

(excluding fixed deposit) ratio of NIBL shows thettility of banks immediate funds
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cover its current, margin call and saving depositds than the same of Everest bank. In
another word, the liquidity position of NIBL is ltet than Everest bank, but the large
amount of idle cash and bank balance badly affextprofitability of the bank. From

the point of view of utilizing Everest bank hastbeposition than NIBL.

B Activity ratio (Turnover Ratio)

Activity ratio is needed to measure the effectismnef employed of the resources in a
business concern. Activity ratio measures the @ffexess of the firm. Through these
ratios, it is known whether the funds employed hbeen utilized effectively in the
business activities or not. The following are tretias, employed to analyze the

activities of the concerned joint ventures.

I Loan and advances to Total Deposit Ratio

This ratio assesses to what extent, the banksiaadce companies are able to utilize
the depositor’'s funds to earn profit by providirgahs and advance. It is computed
dividing the total amounts of loans and advancetotal deposited funds. The formula

used to compute this ratio is as follows:

Loan and Advances to Total Deposit Ratio= Loan anddvances / Total Deposits
High ratio is the symptom of higher and properizaiion of funds and low ratio is the
signal of balance remained utilized or idle.

Table: 4.12

Calculation of Loan and Advances to Deposit Ratio

(In Rs)
Everest Bank Ltd. Nepal Investment Bank Ltd.
Loan and Loan and
Year | advances Deposit C.R| advances Deposit C.R
2007/08 9801307676.0013,802,444,988.00 0.71| 12,776,208,037.0018,927,305,974.00 0.68
2008/09 | 13664081664.0018,186,253,541.00 0.75| 17,286,427,389.0024,488,855,696.00 0.71
2009/10 | 18339085562.0®3,976,298,535.00 0.76 | 26,996,652,258.0034,451,726,191.00 0.78
2010/11 | 23884673616.0(B3,322,946,246.00 0.72| 36,241,206,558.0046,698,100,065.00 0.78
2011/12 | 27556356032.0(B6,932,310,008.00 0.75| 40,318,308,062.0050,094,725,497.00 0.80
Average 0.74 0.75

Source: Annual Report of Sample Banks
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Figure: 4.8

Calculation of Loan and Advances to Deposit Rat
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The above table and chart depicts that loan andrexs to total deposit ratios of El
are fluctuating during the study period. It is increagiin second and third ye:
decreasing in forth year and again increasingshyear of the study period. The be
has the highest loan and advances to total de@istin third year, i.e. 0.76 anhe
least in first year, i.e.0.71 But, the yearly amoohloan and advances to total dep
ratios are not much difference during the periodstfdy. The average loan a

advances to total deposit ratio of EBL, is (

For NIBL, loan and advances tctal deposit ratios are fluctuating than EBL. Thega
of ratio is 0.68 to 0.80. The average loan and adwdo total deposit ratio is 0.75. T
loan and advances to total deposit ratios are asang of the study period. The yea
ratio is higher, i.€.80 In the yea2011/12and lower, i.e.0.68 in the ye2007/08. The
average loan and advances to total deposit ratitBafis lesser than the NIBL by 0.0
The above analysis helps to conclude that loanamivéinces to total deposit ratio
total turnover ratio of EBL is employing the funds moriocgently for the profit

generating purpose on loan and advances than
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Loan and Advances to Fixed Deposit Ratio

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

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

bearing obligations, whereas investment in loars advances are the main sources of

earning. This ratio is compared dividing loans addances by fixed deposit as under:

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

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

ratio examines to what extend the fixed deposits @ilized for income earning

purpose.
Table: 4.13
Calculation of Loan and Advances to Fixed Deposit &io
(In Rs)
Everest Bank Ltd. Nepal Investment Bank Ltd.
Loan and Loan and

Year advances Fixed Deposit C.R]| advances Fixed Deposit C.R
2007/08 9801307676.00 4,242,351,769.0( 2.31 1208@®37.00 | 5,412,969,595.00 2.36
2008/09 13664081664.00 5,626,661,717.0( ».43 ©6/428,389.00 | 7,516,686,866.00 2,30
2009/10 18339085562.00 6,446,181,289.0( ?.84 BEH92,258.00 7,944,232,558.00 340
2010/11 23884673616.00 7,049,978,230.0( 3.39 3(3P6,558.00 11,633,380,218.003.12
2011/12 27556356032.00 10,440,278,594.0Q2.64 | 40,318,308,062.00 16,825,148,284,0Q.40
Average 2.72 2.71L

Source: Annual Report of Sample Banks
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Figure: 4.9

Calculation of Loan and Advances ¢ Fixed Deposit Ratic
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The above table depicts that fixed deposits arésing and falling form. Fixed depos
of EBL, has increased in up to fifth year of thedst period, it has gradually increas
Loan and advaneeto fixed deposit ratios are gradually increasmgept in last yea
and 2.64, the average ratio of EBL is 2.72, whschreater than its yearly ratios of 1
year 2007/082008/0¢ and 2011/12%.e. 2.31, 2.43 and 2.64 respectively. But

average ratio of EBL is lower than its yearly ratibthe year2009/1( and 2010/11,
i.e.2.84 & 3.39.

For NIBL, the fixed deposits are in rising formx&d deposit of NIBL has increas
highly from beginmg to fifth year of the study period. The loan @atyances to fixe
deposits are fluctuating. The ratio has decreasesecond year and increasing tr
year then decreasing gradually up to fifth yearLHERs highest loan and advance
fixed deposit. ie average ratio of NIBL is 2.71 which is greatert the yearly ratio ¢
the year 2007/08008/0¢ and 2011/12.e. 2.36, 2.30 and 2.40. but it is lesser thar
yearly ratio of the yeg2009/10 and 2010/1ile. 3.40 and 3.12. EBL has higher yes
ratios than NIBL in the whole study period. EBL alscs Hagher ratio of loan ar

advances to fixed deposit ratio than NIBL i.e.2ZZ4. The above analysis helps
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conclude that loan and advances to fixed deposid f EBL is better than that of

NIBL. The ratio implies that EBL is utilizing itsxed deposit in loan and advances

more efficiently.

Il Loan and Advances to Saving Deposit Ratio

This ratio assesses how many times the fund is tsddans and advances against

saving deposit. Saving deposits are interestsgahort term obligation and the major

sources of investment in loan and advances fomiecgenerating purpose by CBs. This

ratio indicates how many times the short term edebearing deposits are utilized for

generating income. It is calculated by dividing #&mount of loan and advances by total

deposit in saving account. The following formulaiged to calculate the ratio:

Loan and Advances to Saving Deposit Ratio= Loan anfldvances/ Saving Deposits
Table: 4.14

Calculation of Loan and Advances to Deposit Ratio

In Rs
Everest Bank Ltd. Nepal Investment Bank Ltd.
Loan and

Year advances Saving Deposit Ratig Loan and advances  $ayDeposit Ratio
2007/08 9801307676.00 6,929,216,891.00 1.412,776,208,037.00 8,081,980,502.00 ]
2008/09 13664081664.00 9,029,255,366.00 1.517,286,427,389.00 10,742,331,625.00 ]
2009/10 18339085562.00 11,883,857,171.00 1.526,996,652,258.00 13,688,766,549.00 1
2010/11 23884673616.00  14,782,330,769.00 1.636,241,206,558.00 17,066,252,467.00 2
2011/12 27556356032.00  13,360,037,013.00 ».0@0,318,308,062.00 14,324,255,897.00 2
Average 1.63 2.0

Source: Annual Report of Sample Banks
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Figure: 4.10

Calculation of Loan and Advances to Deposit Rat
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The above table depicts that the loan and advawocsaving deposit ratios of EBL a
increasing gradually of the study period. The raidighest in the last year, i.e.2.(
and lowest in the first year, i.e.1.41. The avenad® of EBL is 1.63. Its higher than
the yearly ratio of first to fourth year and lowdran the yearly ratio of the ye
2011/12.

Loan and advances to saving deposit ratio of NIBIncreasing up to last year of 1
study period. For the NIBL, the ratio is highesthe yer 2011/12 i.e.2.81 and lowe:
in the year 2007/08.e. 1.58. The average ratio is 2.02, which is lowentha yearly
ratios in the yea010/1: & 2011/12 and higher than its yearly ratios in the y
2007/08, 2008/08. 2007/2010

The yearly ratios oNIBL are always exceeding than EBL in the studyiquerSo, the

average loan and advances to saving deposit of NdBligher than that of EBL fro

the above analysis,
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C Leverage Ratio or Capital Structure

Financial leverage ratios provide an indicationtla# long term solvency of the firm.
Unlike liquidity ratios which are concerned withhost term assets and liabilities,
financial leverage ratios measure the extent tachviine firm is using long term debt.
Debt and equity are long term obligation and remnaiparts in the liability side of the
balance sheet are termed as short term obligatBwoik. types of obligation are required
in forming the capital structure of the firm. Theng term financial position of the firm
is determined by the leverage or capital structditee different leverage ratios are
maintained to measure the financial risk or praparof outsider’s fund and owner’s

capital used by the firm. Following ratios fall werdeverage ratios.

I Long term debt to Shareholders Equity Ratio

It is used to test the long term solvency of a fifthe ratio indicates the relationship
between debt and equity. It is related to shareht@dund indicating the degree of
protection against long term creditors. Here, ldegn debt refers to the amount of
fixed deposit. It is calculated by dividing the dtk obligation of the banks by owner’s

claim.

Long term debt to Net Worth Ratio = Long term Debt/Shareholders Equity

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

sample banks.
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Table: 4.15
Calculation of Long Term Debt to Share Holders Equiy

(In Rs)
Everest Bank Ltd. Nepal Investment Bank Ltd.
Shareholders’ Shareholders’

Year Long term debt | Equity Ratio | Long term debt Equity Ratio
2007/08 300,000,000.00 1,077,475,059.00 0.28550,000,000.00 1,537,066,712.00 0.36
2008/09 300,000,000.070 1,269,661,589.00 0.24800,000,000.00 1,921,773,789.00 0.4R
2009/10 300,000,000.00 1,936,027,950.00 0.151,050,000,000.00 | 2,780,254,293.00 0.38
2010/11 300,000,000.00 2,421,705,400.00 0.121,050,000,000.00 | 4,393,293,215.00 0.24
2011/12 300,000,000.00 3,035,390,687.00 0.101,050,000,000.00 | 5,187,667,517.00 0.2p
Average 0.18 0.32

Source: Annual Report of Sample Ba
Figure: 4.11
Calculation of Long Term Debt to Share Holders Equiy
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The above table depicts that the long term delERIif are constant and sharehold

equity are gradually increasing till the fifth yeaf the study period. So, the yea

ratios of EBL are decreing of the study period. The long term debt is camsfrom

starting to end of the study period. Highest ltergn debt to Shareholders Equity re
is 0.28 and lowest is 0.10 in the ye2007/08 and 2011/1&spectively. The avera
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ratio of EBL is 0.18. For NIBL, long term debt i increasing trend all over the study
period. The highest ratio is 0.42 in the year20984dd lowest ratio is 0.20 in the
year2011/12. The average ratio is 0.32.

The above table shows that the average ratio oLNdBsery much higher than that of
EBL. From this analysis , it can be conducted thatlong term debt to shareholders
equity ratio of EBL are lesser than NIBL, which ileg that the proportion of

outsiders’ claim in total capitalization is higherEBL.

Il Long Term Debt to Total Capital
It is a test of long term solvency of a firm. Tlaio indicates the relationship between
long term debt and total capital. It shows the degof relationship and protection of

total capital against long term or total debtsltalculated as follows:

Debt to Total Capital Ratio = Long Term Debt / Totd Capital

Table: 4.16
Calculation of Long Term Debt to Total Capital Ratio

(In Rs)
Everest Bank Ltd. Nepal Investment Bank Ltd.

Year Long term debt Total Capital Ratio | Long term debt | Total Capital Ratio
2007/0¢ 300000000.0 1,377,475,059.( 0.22 550,000,000.C 2,087,066,712.( 0.2¢
2008/0¢ 300000000.0 1,569,661,589.( 0.1¢ 800,000,000.C 2,721,773,789.( 0.2¢
2009/1( 300000000.0 2,236,027,950.( 0.1 | 1,050,000,000.C | 3,830,254,293.( 0.2i
2010/1: 300000000.0 2,721,705,400.( 0.11 | 1,050,000,000.C | 5,443,293,215.( 0.1¢
2011/1: 300000000.0 3,335,390,687.( 0.0¢ | 1,050,000,000.C| 6,237,667,517.C 0.1
Average 0.1t 0.2¢

Source: Annual Report of Sample Banks
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Figure: 4.12

Calculation of Long Term Debt to Total Capital Ratio
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The above table clearly depicts that long term debbnstant. the yearly long term d
to total capital ratio of EBL are decreasing an@ltoapital is increasetill last year of
the study period. The ratio is highest in the 2007/08i.e.0.22 and lowest in the ye
2011/12i.e. 0.22. The average long term debt to totaltehptio of EBL is 0.1¢

For NIBL, the yearly long term debt to total capiatio are¢ in fluctuating trend. It ha
increased till 2nd year, and decreasing up to fitar of the study period. The ratio
in range of 0.17 to 0.29. The average long ternt tekotal ratio of NIBL is 0.24.Th
yearly ratios as well as the average ratio IBL bank are higher than that of EB
From the above analysis, it can be concluded thtat tapital covers low portion
long term debt in both banks. In other language cau say that both banks use h
short term liabilities to cover total capitidDue to large amount of long term debt
EBL, long term debt to total capital is higher itB\ than EBL

d. Profitability Ratio
Profitability ratio offers several different meassrof the success of the firm
generating profits. It indicates succen achieving the desired profit. Vario

profitability ratios are calculated to measure thgerating efficiency of busine
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enterprises. Through profitability ratios the lendad investors want to decide whet

to invest in a particular business or Some of the important profitability ratios us

is as follow.

[ Interest Earned to Total Assets Rati

Interest earned to total assets ratio formed td bat the percentage of the inter

earned investing total assets. This ratio can beulkeded by ividing the amount o

interest earned by the total assets of the firtrsan be expressed as follo

Interest Earned to total Assets Ratio = Interest Emed / Total Asset:
Table: 4.17

Calculation of Interest Earned to Total Assets Rat

(In Rs)
Everest Bank Ltd. Nepal Investment Bank Ltd.

Year Interest Earned Total Assets Ratio| Interest Earned Total Assets Ratio
2007/08 903,411,137.00 15,959,284,687.00 0.061,172,742,193.0 21,330,137,542.00 0.G
2008/09 1,144,408,308.00 21,432,574,300.00 0.051,584,987,354.0 27,590,844,761.00 0.G
2009/1( 1,548,657,132.0 | 27,149,342,884.0 0.0€ | 2,194,275,722.0 38,873,306,084.0 | 0.0€
2010/11 2,186,814,992.00 36,916,848,654.00 0.063,267,941,142.0 53,010,803,126.00 0.G
2011/12 3,102,451,484.00 41,382,760,711.00 0.074,653,521,338.0 57,305,413,482.00 0.G
Average 0.0¢ 0.0¢

Source: Annual Report of Sample Ba
Figure: 4.13

Calculation of Interest Earned to Total AssetsRatio
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The above Table and figure depicts that interestesbby EBL is increasing in the year
first then it has begun to increase till the lasayof the study period. The interest
earned total assets ratio of EBL is in fluctuatehef study period. The average interest
earned to total assets ratio of EBL is 0.06. WhikHower than the yearly ratio of
2011/12 i.e 0.07. And constant to the other yehtseostudy period.

For NIBL, the interest earned is increasing tik tlast year of the study period. The
interest earned to total assets ratio of NIBL ugfiiating. The ratio has increased in the
year first to last. Constant in the year from 2008009/10 & 2010/11 and then

increased in the last year of the study period. IN&as equal ratio in the year

2008/09,2009/10 & 2010/11 i.e. 0.06. And lowestthe year 2007/08 i.e.0.05. The

average ratio of NIBL is 0.06.

The average ratio of EBL is equal to that of NIBk, 0.06. From the above analysis,
we can conclude that the interest earned to tated of EBL and NIBL is equal. So, it

implies that both banks are efficiently utilizirftgir total assets to earn interest income.
I Net Profit to Total Assets Ratio

This ratio is very much crucial for measuring grefitability of funds invested in the
banks assets. It measures the return on assetm Ilbe calculated by dividing the net

profit tax by total assets. It can be expressed as:

Net Profit to Total Assets Ratio= Net Profit Aftertax / Total Assets
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Table: 4.18

Calculation of Interest Earned to Total Assets Rat

(InRs)
Year Everest Bank Ltd. Nepal Investment Bank Ltd.

Net Profit Total Assets Ratio Net profit Total Assets Ratio

2007/08 168,214,611.00| 15,959,284,687.0| 0.01 350,536,413.00| 21,330,137,542.00 0.02
2008/09 296,409,281.00| 21,432,574,300.0| 0.01 501,398,853.00| 27,590,844,761.00 0.02
2009/10 451,218,613.00| 27,149,342,884.0| 0.02 696,731,516.00| 38,873,306,084.00 0.02
2010/11 638,732,757.00| 36,916,848,654.0 | 0.02 900,619,072.00| 53,010,803,126.00 0.02
2011/12 831,765,632.00| 41,382,760,711.0| 0.02| 1,265,949,588.00 | 57,305,413,482.00 0.02
Average 0.02 0.02

Source: Annual Report of Sample Ba
Figure: 4.14

Calculation of Interest Earned to Total Assets Rab
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The above figure clearly depicts that the overatifipability ratio that is net profit t

total assets ratio of EBL ¢ increasing and intermittently constant in the laesir of the

study period. The average ratio of EBL is0.02 whgkqual to the yearly ratio of thi

year to fifth year of the study period and highwert the yearly ratio of first and secc

year of tle study perioc
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For NIBL, the net profit to total ratio is also &tant in the year first to last year of the
study period, i.e 0.02, the average net profitotaltassets ratio percentage of NIBL is

also same 0.02.

The yearly as well as the average ratio of EBLgsat to NIBL. The above analysis
helps to conclude that the overall profitability BL is better than the EBL. NIBL is

more efficiently utilizing its total assets to edwigher rate of profit.

4.4 Correlation

Correlation in statistical tool that refers to tleseness of the relationship between two
or more variables. We can use correlation to desdhe degree to which one variable
is linearly related to other variables. The co#ht of correlation deals with
determining the degree of relationship betweendawmore sets of figures. Among the
various methods of finding out coefficient practider calculating correlation
coefficient, the most widely used in practice foalculating correlation is karl
Pearson’s correlation coefficient. So, karl Péssitorrelation coefficient method is
applied in the study. Correlation coefficient alyasies between +1to _1. When r= +1,
there is perfect positive correlation between tvaviables and when r= -1, there is

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

4.4.1 Coefficient of correlation between Cash anddhk Balance and Current
Liabilities

Cash and bank balance is most liquid componentsiwént assets. This is required to
meet the unexpected short term obligation, i.ererurliabilities. The coefficient of
correlation between cash and bank balance andntuliedilities is to measure the
degree of relationship between cash and bank bakamd current liabilities. To find out
the correlation, various calculations are done. foflewing table shows the coefficient
of correlating between cash and bank balance andrtuliabilities, i.e. r, PEr and
6PEr.
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Table: 4.19

Coefficient of Correlation Between Cash & Bank Balace and Current Liabilities

Bank r PEr 6 PEr
EBL 0.982| 0.0152 0.0912
NIBL 0.0946| 0.01875 0.1125

Source: Appendi&-li

From the above table Annex 3, we can find thatfedeht of correlation between cash
and bank balance and current liabilities (r) inecas EBL, is 0.9825389 it shows
positive relationship between these two variabBs.considering the probable error,
since the value of ‘r' is 0.0912, which is gredtean its 0.0152 PEr, we can say that the
value of ‘r’ is significant in EBL. On the other id, when we observe coefficient of
correlation between cash and bank balance andntuiabilities (r) in case of NIBL, it
has found that the value is 0.0946, which showgtsitive relationship between these
two variables. On the base of value of PEr, i.21875. Which is higher than the value
of ’r*, we can further conclude that the relasbip between coefficient of correlation

between cash and bank balance and current liaBiii not significant.

From the above analysis, it can be concluded tietetis no significant relationship
between cash and bank balance and current liakilitn NIBL, but it is highly

significant in EBL.

4.4.2 Coefficient of Correlation between loan anddvances and Net Profit

The basic function of commercial banks is to cal@eposit and invest these funds on
loan and advance to generate higher profit. Langeumt of loan and advances generate
higher profit. The coefficient of correlation betveloan and advances and net profit is
to measure the degree of relationship between d&ma@hadvances and net profit is to
measure the degree of relationship between loan amvdinces and net profit. In
correlation analysis, loan and advance is indep@ndariable (Y) and net profit is
dependent variable (X). The purpose of computirgcibrrelation of the coefficient is to
justify whether the loan and advance are signitican generate profit or not and
whether there is any relationship between thesevawi@bles. The following table.
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Table: 4.20

Bank r PEr 6 PEr
EBL 0.01359 0.0136 0.0816
NIBL 0.96566 0.0041 0.0246

Source: Appendix-Il & 1l

Coefficient of Correlation Between Loan and Advancé& Net Profit

From the above table 4.20, we can find that caefiiicof correlation between loan and
advances and net profit ( r ) of EBL is 0.01359 aathe as NIBL is 0.96566, which

shows highly positive relationship between theseiabtes

in both banks. By

considering the probable error, since the valué€,afe., and 0.0816 is greater than its 6

per, i.e. 0.0136 in EBL and the value of ‘r, igmificant in both banks. From the above

analysis, it can be concluded that there is higidpificant relationship between loan

and advances and net profit in EBL and NIBL.

4.5 Trend Analysis

W W 4= Ul

Table: 4.21
Trend analysis of Working capital management of EBLand NIBL
Year (X) EBL NIBL
Working Yc = Trend Value | Working capital | Yc = Trend Value
capital Management
Management

2007/08 8,876,033,672 8530645534 11,355,307,782 575366
2008/09 12,555,323,854 12829243684 15,965,527,036 1750680697
2009/10 16,410,979,212 17127841833 24,507,554,843 2415642758
2010/11 22,300,372,163 21426439982 32,735,147,828 3080604819
2011/12 25,496,500,264 25725038132 36,218,600,432 3745566880
2012/13 30023636281 44105289412
2013/14 34322234430 50754910021
2014/15 38620832580 57404530630
2015/16 42919430729 64054151239
2016/17 47218028878 70703771849
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Figure: 4.15

Trend analysis of Working capital management of EBLand NIBL
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The above table and figure show that the trendyarsabf working capital management
of EBL and NIBL from the fiscal years 2007/08 to1B01l7. Both banks of working

capital is increasing trend so, the both bank®@gositions.

Table: 4.22
Trend analysis of Net Profit of EBL and NIBL

Year (x) EBL NIBL

Net profit Yc = Trend Value Net profit Yc = Trend Value
2007/08 168,214,611.00 143383075.2 350,536,413.00 297037774.6
2008/09 296,409,281.00 310325627 501,398,853.00 520042431.5
2009/10 451,218,613.00 477268178.8 696,731,516.0Q 743047088.4
2010/11 638,732,757.00 644210730.6 900,619,072.00 966051745.3
2011/12 831,765,632.00 811153282.4 1,265,949,588.00 1189056407
2012/13 978095834.2 1412061059
2013/14 1145038386 1635065716
2014/15 1311980938 1858070373
2015/16 1478923490 2081075030
2016/17 1645866041 2304079687
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Figure: 4.16
Trend analysis of Net Profit of EBL and NIBL
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The above table and figure show that the trendyaisabf Net Profit of EBL and NIBL
from the fiscal years 2007/08 to 2016/17. Both Isamknet profit capital is increasing
trend so, the both banks is good positions. Thevalfigure clearly depicts that the

overall profitability ratio that is net profit total assets ratio of EBL are increasing.

4.6 Major Finding of the Study

Basically in this research work, all the data hasrbobtained from secondary sources.
Data has been analyzed by using financial as sedtatistical tools. This topic focuses
on the major findings of the study, which are dedifrom the analysis of working
capital management of the selected banks with coatipaly applying five year data
from 2007/08 to 2011/12.

The major findings of the study derived from thealgmsis of financial tools of the
selected banks are as follows:
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The average current ratio of NIBL is higher thaattbf Everest bank. It helps to
conclude that the liquidity position of NIBL is bet than that of Everest Bank.
NIBL has more ability to meet its current obligatitihat Everest Bank Ltd.

The deposit (excluding fixed deposit) percentagbath banks is fluctuating all
over the study period. The average deposit (exatutiked deposit) percentage
of NIBL is higher than that of EBL.

The average current ratio of NIBL is higher thaattbf Everest bank. It helps to
conclude that the liquidity position of NIBL is bet than that of Everest Bank.
NIBL has more ability to meet its current obligatithat Everest Bank Ltd.

The yearly quick ratios of EBL are higher than tbBNIBL except in the year
2007/08 the average quick ratio of EBL is higheantithat of NIBL. (i.e.
0.36>0.34)

The average cash and bank balance to total defgosiluding fixed deposit )
ratio of Everest bank, i.e. 0.21 Is lesser thashcand bank balance to deposit
(excluding fixed deposit) ratio of NIBL i.e. 0.18¢& above analysis helps to
conclude that NIBL holds more cash balance tharrds¢eBank Itd. the higher
cash and bank balance to deposit (excluding fixegabdit) ratio of NIBL shows
that ability of banks immediate funds to coverciisrent, margin call and saving
deposit better than the same of Everest bank. dthen word, the liquidity
position of NIBL is better than Everest bank, the targe amount of idle cash
and bank balance badly affect the profitabilitytioé bank. From the point of
view of utilizing Everest bank has better positiban NIBL.

The average loan and advances to total deposit oatEBL is lesser than the
NIBL by 0.01. The above analysis helps to concltidg loan and advances to
total deposit ratio or total turnover ratio of EB& employing the funds more
efficiently for the profit generating purpose omfoand advances than NIBL.
EBL has higher yearly ratios than NIBL in the whetady period. EBL also has
higher ratio of loan and advances to fixed depasid than NIBL i.e.2.72>2.71.
The above analysis helps to conclude that loanaaivéinces to fixed deposit
ratio of EBL is better than that of NIBL. The ratimplies that EBL is utilizing

its fixed deposit in loan and advances more effiitye
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The yearly ratios of NIBL are always exceeding tlBL in the study period.
So, the average loan and advances to saving degd$iBL is higher than that
of EBL from the above analysis,

The above table 4.11 shows that the average ratilBRl is very much higher
than that of EBL. From this analysis, it can bedimted that the long term debt
to shareholders equity ratio of EBL are lesser tR#L, which implies that the
proportion of outsiders’ claim in total capitalizat is higher in EBL.

Table 4.13  The average ratio of EBL is equal td th&NIBL, i.e. 0.06. From
the above analysis, we can conclude that the sitesned to total ratio of EBL
and NIBL is equal. So, it implies that both banks efficiently utilizing their

total assets to earn interest income.

80



CHAPTER-V
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

The final and most important task of the researchéo enlist finding issues and gaps
of the study and give suggestions for the furtimeprovement. This chapter contains
summary, conclusions and recommendations. Sumniaeyg the brief introductions of

all chapters, Conclusion are based on the consequainthe study of the analysis of
relevant data and recommendation are presente@rinstof suggestions that are

prepared on the basis of the findings.

5.1 Summary and Conclusions

Financial institutions are currently viewed as byatain the process of economic growth
of a country. A key factor in the development ofeemonomy is the mobilization of the
domestic resources. The financial institution helfjge process of resources
mobilization. However, Nepal has been late recaggithis true fact. Nepal, being the
developing country cannot ignore the important dahafice for its economic

development. After restoration of democracy in 2. and announcement of
government liberalization policy, private sectovestors are attracted to invest in
different organized commercial ventures. As a tesuimbers of public and private
limited companies were established in a short spatime to reap the benefit of

economic liberalization policy of the nation.

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

deposits from different individuals and institutsorand the collected deposits are
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utilized for giving loans to different individualgdustries and commercial enterprises.

Bank performs payment or remittance and other iiet$valso.

For many developing countries, banking sector le®ime the medium of developing
economic situation, as banks help in capital foromain the country. Bank fills the gap
between the searcher and the provider of the f@ahk provides sufficient back
support for the growth and expansion of trade amtustry of the country, which
eventually helps to develop the economic conditibrthe country. In this process,
JVBs are putting their best effort. Such banks helpransfer foreign investment and
advance technology from one country to the othepdll has adopted different liberal

and free economic policy to encourage such forgigestments in banking sector.

The main purpose of this study is to make the coatp@ analysis of the working
capital as well as financial performance of EBL ai@L. To make this thesis more
understandable to the readers, available datardadriation are presented in different

suitable tables and diagrams with appropriate asabnd interpretations.

This thesis work has been divided into five chapt&hey are — introduction, review of
literature, research methodology, presentationa @aialysis and findings and finally

summary and recommendations.

To carry out the thesis work secondary data haea liilized. The necessary data are
derived from the balance sheet and profit and sms®unt of NIBL and EBL for the
period of five years from the fiscal year 2007/62011/12.

To fulfill the objectives mentioned in the chaptare, a suitable research methodology
has been developed, which includes the ratio aisaBs a financial tool and trend
analysis & correlation coefficient as statisticabls. The major ratio analysis consists of
the composition of working capital position, ligiydposition, turnover position, capital
structure position and profitability position. Umdbese main ratios, their trend values

are also studied in the chapter four. In orderetst the relationship between various
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components of working capital, Karl Pearson’s datien coefficient ‘r' has been

calculated and analyzed in the fourth chapter. Atdst in this very chapter findings of

the whole study with some suggestions and recomatemd which might be useful for

the concerned banks to improve the performancee Hmeen presented. From this

research what we can conclude is that though I@tbanks are competent players in

the Nepalese banking industry, EBL has been ifbéteer side as compared to NIBL.

5.2

Recommendations:

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

might be useful for concerned banks.

1.

The loans and advance percentage as a part ohtassets of EBL was in the
increasing trend. So, it should review, its polég to reverse the trend, as they
are the most productive assets. On the other hted,average loans and
advances percentage as a part of current assiiB8bfwas just above EBL. so,
it should increase the percentage by adopting radieigs.

The low liquidity ratios of both the banks suggestt they should enhance their
liquidity position by keeping optimum current asset

Both the banks had low average turnover on totpbsiés which is less than
one. Due to low turnover non earning idle funds hmiige high on these banks.
So, these banks should give proper attention orutitization of idle funds in
more productive sectors.

By adopting the matching working capital managempalicy instead of
adopting conservative policy these banks can ingtteir profitability in the
short as well as in the long run.

Low return on assets of EBL Suggests that it shoutddown its operating cost
in order to maximize its profitability.

Both the banks need to utilize the outsiders’ ab ageinsiders’ fund effectively
and efficiently in order to keep all the stakehaotdieappy.

As the services of these banks have been limitedriban and semi urban
regions of the nation, they should initiate somesoees to widen their reach to

the people of rural areas.
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8. These banks should also focus on research andogeweht activities in order to

retain and keep their position up, as more and rplargers are entering into the
limited market of banking industry of Nepal.

9. In my observation, both bank could not reachedtina areas because of peace
so | strongly recommend that both bank should bebéshed.
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