CHAPTER-I
INTRODUCTION

1.1 Background of the Study

Profit is the primary measure of business succ&sseast, normal profit is
necessary for the operations of any kind of orgations. Without profit
organization cannot operate its functions. A sobadking system with wide
spread of branches through out the country, awpilmrieties of banking
services to fulfill commerce, industry, trade & giture needs of the country
is of crucial important of Nepal. Making profit it easy because “Profits do
not just happen, profits are managed. Profit isoéivating factor behind many
managerial activities. Profit is financial rewakconomics theories on profit
may be put in three broad categories. The firsbrihéooks upon profit as the
reward for bearing risks. The second view, prdiitlae consequence of friction
and imperfection in the competitive adjustment lné economy to dynamic
changes. Third sees profit as the reward for ssfgemnovation. A business
firm is an organization designed to make profit gmdfit is the primary
measurement of its success. Profit can not be aathieasily. It should be
managed well with better managerial skills. So pre&f the planned and

controlled output of management.

Planning means deciding in advance what to doture. Itis a method of
thinking out acts and purpose before hand. Plannggand effective
management tool for decision making. It givéisection to the decision
makers as well as manager to take the propeasidec Planning is pre-
determined course of action for achieving goalolgective effectively at a
fluid environment within a certain period throughet selection of best
alternatives among the various alternatives. On db®er hand, it holds

accountability and responsibility about resultridividual. Planning also states



what, where and how things will be accomplished. agsiequate planning is

necessary for control of operations.

Three major function of management are planningcetion and control and
these are the key elements of the management grd8asiness management
must plan to its activities is in advance carrydé plan and institute
appropriate technique of observation and repottngsure that deviation from
plans are properly analyzed and handled. In plantire manger fixes the
objectives of the organization as a whole and enligpht of this, the goals of
the various departments of the organization. Thenproceeds to prepare a
kind of blue print mapping out the ways of attagihese objectives naturally
then all other functions of the manager depend uplanning. Planning is
effective management tool for decision maker ad a®lmanager to take the

proper decision.

Control is the process of ensuring that actualvdies confirm to plan
activities. Control helps in correction. Therefopganning and controlling are
major function of management. Controlling is theasuwement and correction
of performance in order to make sure that entezpoigjective and the plans
devised to attain them are accomplished. ContraViges timely information
that may prompt the revision of goals. The purpade control is achieved
with setting standards comparing predicted actdal results against these

standards and taking correctives actions.

Profit, planning and control are an important appeig mainly in profit

oriented enterprises. Profit planning is nearlyal bf management, which is
used to plan and control business operation ardaction. Profit planning and
control is a new term in the literature of busin@dwugh, itis a new term, it
is not a new concept in the management. islt also known as
comprehensive budgeting. It can be defined as aagwsnent planning

covering all phase of profit operation for a ddenfuture period. A project



planning is a formal expression of policy, planjeghives and goals established

by manager for the concern as a whole as for esziuisision.

Profit planning and control cannot be through agparate technique. It cannot
be operated in dependently of the total manageprecess. It is integration in
different managerial approach and technique suchsass forecasting.
Production planning and control, inventory contso focus on performance
reporting and evaluation of performance to deteeniive causes of both high

and low performance.

1.2 Profile of Standard Chartered Bank Nepal Limited (SCBNL)
Standard Chartered Bank Nepal Limited (earlier kmcag Nepal Grindlays
Bank Itd.) came into existence in 2043(1987) asimt venture between ANZ
Grindlays and Nepal Bank Ltd. After acquiring oetsrindlays operation in
the region by standard chartered in July 2001 a8 become a subsidiary of
Standard Chartered London, which holds 75% of $tuddengs in the company
with remaining 25% held by the public shareholders.

The bank has successfully completed 25 years obptration in Nepal in
2011. The global network of Standard Chartered @rgives the Bank a

unique opportunity to provide truly internationariking in Nepal.

The Bank believes- “A satisfied customer is our inaduable Award”. The
Bank has been the pioneer in introducing custoneeuded products and
services in the country and aspires to continuseta leader in introducing new
products in delivering superior services. It is flist Bank in Nepal that has
implemented the Anti- Money Laundering policy ampléed the Know Your

Customer' procedure on all customer accounts.



Table: 1.1
Present Share Capital of SCBNL

Share Capital Amount in NRS.

Authorized Capital 2,00,00,00,000
Issued Capital 1,39,84,83,600
Paid up Capital 1,39,84,83,600
Proposed Bonus Share 20,97,72,540

Source: Annual Report of SCBL 2067/068

Table: 1.2
Detail of Share Ownership of SCBNL
Subscription % Holding
Standard chartered Gridley's bank Australia 50
Standard Chartered Gridley's bank UK 25
General Public 25
Total 100

Source: Annual Report of SCBL 2067/068

1.3 Statement o the Problem

The present study has tried to analyze and exathenBPC side of commercial
bank taking a case of SCBNL. This research reptigngt to show the
relationship between various functional budgetsrthehievement and their
effective application within the conceptual framekwof profit planning for

solving the problems that have occurred. If SCBNLfound to have been

earning profits over the years. This study will\@aes whether it is under a



planning or not. If the profit has not been reaizmder the technique of profit

planning.

Profit is the primary measure of success of busindermal profit is necessary
to run a business smoothly in long run. Bank iseroeption for this. SCBNL
also needs profit so SCBNL might have been plantiegprofit. The present
study will try to analyze and examine the profémiing of this bank. Without
proper profit planning, any business organizatiannot run in right way. This
study will answer the following questions.

* To what extend has the process of profit plannatigdvs in this bank?

* What are the overall problems of SCBNL?

» How the profit, SCBNL is occurring?

1.4 Objectives of the Study
The main objective of the present study is to exa&mhe profit planning and
controlling system of SCBNL. The specific objecsvef the study are listed
below.

» To examine the profit planning adopted by SCBNL.

» To assess the financial position of SCBNL.

* To examine the resource mobilization and achievémieS8CBNL.

» To provide appropriate suggestions.

1.5 Significance of the Study
The research study will concern with the profitnuleng in commercial bank
with the case study of SCBNL, which analyzes theppr applicability of
profit planning system in the bank.
» The significance of the study is really to examimkeether SCBNL is
applying profit planning system properly or not aarthlyze if there are

any drawbacks in profit planning system in bank.



» Profit planning is the heart of management. Istel profit is the most
important indicators for judging managerial effiftdgy and do not just
happened for this every organization has to mairtagprofit.

* Various functional budgets are the basic toolsgmper planning of
profit and control over them. it may be useful tbhose who wants to
know the PPC in the MBL bank and may also be hlegpfor future

researchers as a reference material.

1.6 Limitation of the Study
The limitations of the study are as follows.
» Data prevails under this study are secondary.
* The study is only concern on profit planning of 0B
» This study is covers only five years from F/Y 2083! to 2067/068.
 The accuracy of the study is based on the dataadl@ifrom the
website of Standard Chartered Bank Nepal Limite$, various

published documents and management

1.7 Organization of the Study
The study has been organized into five chaptews;tittes of each of these

chapters are as follows.

Chapter —I: Introduction

This chapter contains the introductory part of shely. As already mentioned,
this chapter describes the major issues to be tigatsd along with the general
background, brief profiles of the sample bank, est@nt of problem,
objectives, significance of the study, limitatiohtlee study and organization of

the study.

Chapter —II: Conceptual Framework & Review of Literature
This chapter is devoted to theoretical analysis lamef review of related and
pertinent literature available. It includes a dssion on the conceptual
framework and review of the major studies in gehera
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Chapter —lll: Research Methodology

This chapter describes the research methodologyogetg in the study. This
chapter deals with the research design, sourceats, dnethods of analysis
definition of accounting and statistical tools etc.

Chapter- IV: Presentation and Analysis of Data

This chapter dealt with presentation of the datdecwd through various

sources and analysis of data as well as majomigsdof the study.

Chapter- V: Summary, Conclusions and Recommendatia
This chapter states summary, conclusion and recomiati®ns, compares them
with other empirical evidence to the extent possiland provides some

suggestions.

Similarly, at the front part of the study table odntents, recommendation
sheet, viva voice sheet, acknowledgement, list aflet and figure and
abbreviation are presented and bibliography ancmrglipes are presented at

the end of the study.



CHAPTERK-II
CONCEPTUAL FRAMEWORK & REVIEW OF
LITERATURE

This chapter highlights the literature that is &éadale in concerned subject as to
my knowledge, research work, and relevant studythos topic, review of

journals and articles and review of thesis workfqrened previously. This

chapter is concerned with review of literature val# to the topic. The purpose
of reviewing of literature is to develop some exigerin one’s area, to see
what new contribution has made and to receive simi@as for developing a
research design. Thus, previous studies cannajri@ed as they provide the

foundation of the present study.

2.1 Conceptual Framework

It is a part of review of literature. In this framerk of decision about
theoretical review from text books, reference boaksl practice in profit
planning and control are considered. Profit plagnia merely a tool of
management; it is not an end of management oritutesbf management. It is
strictly an internal affair, it should not be mapgeblic. Profit planning and
control provide guidelines to management and is &g signal light for the

managementand enables the management to corrpotitsg.

2.1.1 Fundamental Concept of Profit Planning and Catrol

In modern-day businesses except in very small compa it is virtually
impossible for the top manager to have firsthanovkadge of all the relevant
factors operating throughout a business. Nor caimgle lower-level manager
be expected to have the range of knowledge, experiand competence to
make all the decisions for the large segments admpany, either as a source
of reliable information or as a participant in dgcn-making. The quality of

the judgments of the total management effort walhtnue to distinguish the



better- managed and more successful companiest plasfning and control is
the tool that is used to increase significantly ¢ffectiveness of a management
and to place managerial judgments on a more obgcénd informed

foundation.

Managing in fact implies co-ordination and contail the total enterprise
efforts to achieve the organizational objectivebe process of managing is
facilitated when management charts its course ¢iracdn advance. The
function of management includes decision-makingilifated by various

managerial techniques, procedures and by utiliziveg individual and group

efforts in a co-coordinated and rational way.

The role of management on profit planning and adrttes been defined and
the assumption that management can plan and cdobglterm destiny of an
organization through perfect decision making precés favor of planning and
control economist and the management experts hadetlgat planning means
prosperity and unplanned means happenstance. $wpdarn management
expert has given more importance to profit plannexgd control. Profit

planning and control has been regarded as a lmagieffect decision-making.

Profit planning and control also known as comprshanprofit planning and
control is a new term in the literature of busingssugh it is a new term but it
is not a new concept in the management. Comprerepsofit planning and
control or PPC on other terms are business budgetianagerial budgeting
and budgeting. It is an integral part of managementfit plan is a financial
and narrative expression of the expected resuta the planning decisions. It
is called the profit plan (or the budget) becausplicitly states the goals in
terms of time expectations and expected finanesllts (return on investment,
profit, and cost) for each major segments of thetyenlypical profit plans

establish the content and format of the internaitrad reports with respect to



operations, inputs, outputs and financial positi@veloped by the entity for
monthly performance reporting to the various levdlsnanagement (Welsch,
et al., 2000:34).

Profit planning in fact is a managerial techniquel & such a written plan in
which all aspects of business organization witlpeesto definite future period
are included. It is a formal statement of policyam objective and goal

established by the top management in respect oé $otare period. Profit plan

is a pre-determined detailed of plan action dewsdoand distributed as guide
to current operation and as a partial basis for ghlesequent evaluation of
performance. Thus, we can say that profit plantmog which may be used by
management in planning the future course actioniammbntrolling the actual

performance (Ojha &. Gautam, 2008: 165).

The fundamental concept of PPC includes the unitgrigctivities of tasks that
must generally be carried out to attain maximunfulsess from PPC.
A management process that includes planning, czgapi staffing,
leading and controlling.
* A managerial commitment to effective managementi@pation by all
level in the entity.
 An organization structure that clearly specifiessigements of
management authority and responsibility at all oization levels.
* A management planning process.
* A management control process.
* A continuous and consistent coordination of all thanagement
functions.
» Continuous feed forward, feedback, follow-up anglaening through
defined communication channels (both downward gowdand).
» A strategic profit plan.
» Atactical plan.

» A responsibility accounting system.
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A continuous use of the exception principle.

A behavioral management program.

2.1.2 Basic Elements of Profit Planning and Control

The basic elements of profit planning are as faflow

Comprehensive and co-ordinate plan: The profit milagn considers all
activities and operations of an organization. Theldets prepared by
different departments inside an organization anamted. So, before
preparing a profit planning firstly all the budgetwepared by
departments have to be compiled to form compreliengrofit
planning.

It is expressed in financial terms: All activitiesvered by budgets are
related with funds. Therefore the budget has t@Xmessed in money
units i.e. in rupees, dollars, pounds etc.

Plan for firm’s operating and resources of bud@fes a mechanization
to plan for the firm’s all operations or activitie§he two aspects of
every operation are revenue and expenses. The tfsudgest plan for
guantity, revenue and expenses related to spepkcations. Planning
should not be done for revenue and expenses ohk.plan should be
made to carry out the operations. The planningdsources will include
planning assets and sources of funds.

Plan for specific periods: Time dimension must bdeal in a budget. A
budget is meaningful only when it is related topedfic time. The

budget estimates will be relevant only for somecgmeperiod.

2.1.3 Foundation for PPC
An enterprise has to take some major steps to lettadbsound foundation for

initiating a profit planning and control programhé&se steps are as follows
(Welsch,et al., 2001:59).
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Step-1: There must be strong commitments by the top maneageto the
broad concept of profit planning and control ansbphisticated understanding
of its implications and operations.

Step-2: The characteristics of the enterprise and therenment in which it
operates including the controllable and non-colabbé variables must be
identified and evaluated so that relevant decisiovass be made about the
characteristics of a profit planning and contragram that would be effective
and practical.

Step-3: There should be an evaluation of the organizalisb@acture and
assignment of managerial responsibilities and impletation of changes
deemed necessary for effective planning and cantrol

Step-4: There must be an evaluation and reorganizatiothef accounting
system to ensure that it is tailored to the orgational responsibilities so that it
can provide data particularly useful for plannimgl @ontrol purposes.
Step-5: A policy determination must be made about the tthmeensions to be
used for profit planning and control purposes.. (oag range, medium range
and short range)

Step-6: A program of budget education should be developednform
management at all levels about (a) the purposésegbrogram; (b) the manner
in which it will operates, including the basic mgeaent policies and
guidelines for its administration; (c) the respobilgy of each level of a
management in the program; and (d) the ways in lwii® program can

facilitate the performance of each manager’s fmsti

2.1.4 Activities Involved in PPC

Profit planning has the ultimate objectives of iattay the optimum profit as

indicated by many successful applications. The measonable approach to
attain the optimum profit is to plan as a perceataf) capital employed to

produce them and to manage the enterprise witlolfective of achieving the

planned percentage. It is the heart of managemiintproper planning. Profit

will not just happen thus every enterprise sho@dsystematically planned for
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profit and control over them. Profit planning ircfas management technique
and a profitplan is such a written plan in whichealives and goal established
by the top management in respect of some futuréoghgplan of action

development and distributed as a guide to currpetaiions and as a partial

basis for the subsequent evaluati@relsch, 1998:189).

The following are the activities involved in PPC.

» Development and applications of broad and long eastgectives of the
enterprise.

» Specification of enterprise goals.

» Development of a storage long- range profit plabrimad terms.

» Specification of a tactical short- range profitrpldetailed by assigned
responsibilities (division, department and project)

» Establishment of a system of periodic performaregorts detailed by
assigned responsibilities.

» Development of follow up procedures.

2.1.5 Application of PPC

Some people say that comprehensive profit planamd) control is applicable
only to large and complex organizations. Commeiks Icomprehensive
budgeting is a fine idea for must businesses, b & different,” or “it is
impossible to project our revenues and expenses]’sm on. Such type of
comments are common regarding non-manufacturingergmses, service
companies, financial institutions, hospitals certatail business, construction
companies, and real estate enterprises. To theacpniprofit planning and
control can be adapted to any organization (prafinon-profit, service or
manufacturing), regardless of size, special circantes, or conditions. The
fact that a company has peculiar circumstances riircat problems is
frequently a good reason for the adoption of ceneofit planning and control
procedures. In respect to size, when operationsxesnsive enough to require

more than one or two supervisory personnel, thegeneed of profit planning
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and control applications. The smallest companyagdst has different needs in
this respect than a large one. As with accoungngingle profit planning and
control system that is appropriate for all entesgicannot be designed. A profit
planning and control system must be tailored tthit particular enterprise, and

it must be continually adapted ad the enterprigkisrenvironment change.

2.1.6 Importance of PPC

A profit planning and control program helps the agement perform its
planning function by developing a strategic andit¢at profit plan. It helps
management perform its control function by provigdirealistic goals and
standards. It emphasized on developing positivefegement, improving
motivation, developing goals, coping with the eféeof budgetary pressure,
resolving budget padding problems and using buddets control. The
following points show the importance of PPC.

» |t forces early consideration of basic policies.

* It requires adequate and sound organization steictiat is, there must
be a definite assignment of responsibility for edahction of the
enterprise.

e It compels all members of management, from the tmwn, to
participate in the establishment of goals and plans

* |t compels departmental managers to make plansimdny with the
plans of other departments and of the entire ensexp

* Itrequires adequate and appropriate historicab@ating data.

* It requires that management put down in figurestwhaecessary for
satisfactory performance.

* It compels management to plan for the most ecoraimuise of labor,
material and capital.

* It instills at all level of management the habittohely, careful, and
adequate consideration of the relevant factorsrbataching important

decisions.
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It reduces cost by increasing the span of contetabse fewer
supervisors are needed.

It frees executives from many day-to-day internedbems through
predetermined policies and clear- cut authoritatrehships. It thereby
provides more executive time for planning and dveatinking.

It tends to remove the cloud of uncertainty thaistsx in many

organizations, especially among the lower levels nehnagement,
relative to basic policies and enterprise objestive

It pinpoints efficiency and inefficiency.

It promotes understanding among members of manageof¢heir co-

workers’ problems.

It forces a periodic self-analysis of the company.

It forces management to give adequate attentigdhdceffect of general
business conditions.

It aids in obtaining bank credit; banks commonlguiee projections of
future operations and cash flows to support langas.

It checks progress or lack of progress toward thgeabives of the
enterprise.

It forces recognition and corrective action (inéhgdrewards).

It rewards high performance and seeks to correctavonable

performance.

It forces management to consider expected futerels and conditions.

2.1.7 Problems of PPC
Although PPC has lot of importance and usefulnésis inot a full proof

concept. It has some problems. The following aeertfajor problems of Profit
Planning and Control (PPC).

It is difficult, if not impossible, to estimate remues and expenses
realistically.

Management has no interest in all the estimateseineldules.

15



It is not realistic to write out the distributiori the goals, policies, and
guidelines to all the supervisors.

Budgeting places too great a demand on managemetdspecially to
revise budgets constantly. Too much paper workasiired.

It takes away management flexibility.

It creates all kinds of behavioral problems.

It places the management in a straitjacket.

It adds a level of complexity that is not needed.

It is too costly, aside from management time.

The managers, supervisors and other employeedbdets.

2.1.8 Critical features or limitations of PPC

Apart from its importance and problems of PPC & bartain limitations that

should be taken into consideration by the managerée followings are the

critical features of PPC.

The profit plan is based on estimates: The adgensamd disadvantages
of a profit- planning program depend to a largeeekiton the realism
with which the basic estimates are made. Estinratest be based on all
available facts and sound managerial judgment.niasing sales and
expenses cannot be and exact science; however, rousne
mathematical, statistical and other techniques lmarapplied to these
problems to produce realistic results.

A profit planning and control program must be couélly adapted to fit
changing circumstances: A comprehensive budgetranogannot be
started and perfected in a short time. Profit plagnand control
techniques must continually be adapted, not ontyeach particular
enterprise but for changing conditions within tmeegprise. Continuous
budget education is necessary, especially duriagatmative period.
Execution of a profit plan will not occur automatliy: Profit plan will

be effective only if all responsible executives rexeontinuous and
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aggressive efforts toward their accomplishment. Adlvels of
management must understand the program, must benced of its
relevance to their function, and must participatés implementation in
an appropriate way.

* The profit plan is not a substitute for manageméhbfit planning
cannot substitute for enlightened management.dtagstem that can aid
in performing the management process. The profin pthould be
regarded not as a master, but as a servant. tieiobthe best tools yet
devised for advancing the affairs of a company #@edindividuals in

their various spheres of managerial activity.

2.1.9 Types of Planning
a. Long Range Planning
Long range planning is such type of planning wtaokers a period of five to
ten years depending upon the size and nature @frpeises. Long range
planning is most important basically for broad &t living enterprises. Peter
Drucker says that long range planning decisionsesayatically and with the
best, possible knowledge of their futurity, orgamizsystematically the efforts
needed to carry out these decisions and meastmniggsults of those decisions
against the expectation through organized, system@edback" (Drury,
1950:338).
The objectives of long range planning given by @edR. Tery are as follows:
(Tery, 1964: 112).

* To provide a clear picture of whether the entegwris handed

» To keep enterprise strong

» To focus on long range opportunities

» To evaluate management personnel

* To expenditure new financing
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b. Medium Term Planning

Medium term planning is such type of planning whimtvers two or three
years of period. This type of planning is to essibinterim objective between
long range goals and for use in the developmennatial program and budget.
In these causes, target with specific results agfthite time tables must be
developed. it is used mainly to determine the alionn of resources among
competing activities and revised long ranged pleEnyiew of more recent
developments. Medium range planning after takes fof budgeting in which
each divisions, department or units is allocatedage resources during the
coming year. Medium term planning most correctlgdicts general levels of
economic activities. Since that affects such facts revenues profit, costs and
expenditures. More detail is involved in it tharttwshort range but less than
for long-range plans. While resources allocationmportant final approval
will only be required for the short-range and asidaration of alternatives is
still possible (Tery, 1964: 121).

c. Short Range Planning

The short range planning is such a planning, wisiehithin one year of period.
The short range planning is selected to confirfidcal quarters or one year.
Because of the practice needed for conforming ptanaccounting periods,
short range planning concerned with limited periddually it covers one-year
time. The management uses it as substantial pddngf range and medium

range plan.

2.1.10 Control System

Control means by which a variable quantity or sewariable quantities is
made to conform to a prescribed norm. It eitherdbolhe values of the
controlled quantities constant or causes them ty waa prescribed way. A
control system may be operated by electricity, lchanical means, by fluid

pressure (liquid or gas), or by a combination ofan'e When a computer is
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involved in the control circuit, it is usually mom®nvenient to operate all of

the control systems electrically, although intermigs are fairly common.

There are various cases in industrial control practn which theoretical

automatic control methods are not yet sufficierdlyvanced to design an
automatic control system or completely to predisteffects. This situation is
true of the very large, highly interconnected systesuch as occur in many
industrial plants. In this caseperations research mathematical technique for

evaluating possible procedures in a given situatian be of value.

In determining the actual physical control systerbé installed in an industrial
plant, the instrumentation or control-system enginkas a wide range of
possible equipment and methods to use. He may ehtmsuse a set of
analogue-type instruments, those that use a canisly varying physical
representation of the signal involviee., a current, a voltage, or an air pressure.
Devices built to handle such signals, generallfedatonventional devices, are
capable of receiving only one input signal andwglng one output correction.
Hence they are usually considered single-loop systeand the total control
system is built up of a collection of such devic®salogue-type computee
available that can consider several variables aé dor more complex control
functions. These are very specific in their appiorzs, however, and thus are

not commonly used.

The number of control devices added to an indugptent may vary widely
from plant to plant. They may comprise only a fewtiuments that are used
mainly as indicators of plant-operating conditioiibe operator is thus made
aware of off-normal conditions and he himself malyuadjusts such plant
operational devices as valves and speed regulataraintain control. On the
other hand, there may be devices of sufficient tjyaand complexity so that
nearly all the possible occurrences may be coveyed control-system action
ensuring automatic control of any foreseeable failur upset and thus making
possible unattended control of the process.
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With the development of very reliable models in tlae 1960s,digital
computers quickly became popular elements of industrial-plzontrol
systems. Computers are applied to industrial copiroblems in three ways:
for supervisory oroptimizing control; direct digital control; and hierarchy
control.

In supervisory or optimizing control the computgreaates in an external or
secondary capacity, changing the set points irptimeary plant-control system
either directly or through manual intervention. Aemical process, for
example, may take place in a vat the temperatusehi¢h is thermostatically
regulated. For various reasons, the supervisoryr@osystem might intervene
to reset the thermostat to a different level. Tésktof supervisory control is
thus to “trim” the plant operation, thereby loweyircosts or increasing
production. Though the overall potential for garoni supervisory control is
sharply limited, a malfunction of the computer cain@adversely affect the
plant.

In direct-digital control a single digital computegplaces a group of single-
loop analogue controllers. Its greater computationhility makes the
substitution possible and also permits the appiinatof more complex

advanced-control techniques.

Hierarchy control attempts to apply computers tahed plant-control situations
simultaneously. As such, it requires the most adedncomputers and most
sophisticated automatic-control devices to integthe plant operation at every

level from top-management decision to the moveroéatvalve.

The advantage offered by the digital computer dier conventional control
system described earlier, costs being equal, i¢ i computer can be
programmed readily to carry out a wide variety @barate tasks. In addition, it
is fairly easy to change the program so as to cautya new or revised set of

tasks should the nature of the process change eomptbviously proposed
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system prove to be inadequate for the proposed ¥gk digital computers,
this can usually be done with no change to the ipalyquipment of the
control system. For the conventional control caseme of the physical
hardware apparatus of the control system must flaged in order to achieve

new functions or new implementations of them.

Control systems have become a major component ef atltomation of
production lines in moderfactories Automation began in the late 1940s with
the development of the transfer machine, a mechhd&vice for moving and
positioning large objects on a production lireg(, partly finished automobile
engine blocks). These early machines had no fe&dbawtrol as described
above. Instead, manual intervention was requiredafty final adjustment of
position or other corrective action necessary. Beeaof their large size and
cost, long production runs were necessary to judiife use of transfer

machines.

The need to reduce the high labor content of matwfed goods, the
requirement to handle much smaller production ruh® desire to gain
increased accuracy of manufacture, combined wighnied for sophisticated
tests of the product during manufacture, have tedulin the recent
development of computerized production monitorssting devices, and
feedback-controlled production robots. The progratoility of the digital

computer to handle a wide range of tasks along twhigh capability of rapid
change to a new program has made it invaluabl¢hse purposes. Similarly,
the need to compensate for the effect of tool waad other variations in
automatic machining operations has required thé&tutisn of a feedback
control of tool positioning and cutting rate in éaof the formerly used direct
mechanical motion. Again, the result is a more eately finished final product

with less chance for tool or manufacturing maclilamage.
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2.1.11 Budgeting as Tools for PPC

Budget planning is one of the methods used for i) coordinating and
control of activates of an enterprises. The budgettechnique for comparing
various alternatives in terms of results and cdst®rces consideration of all
compassing climbs as to the directions in whicheffert of an organization
should be applied. Budgeting is the heart of theafubusiness decision. It

involves objectives and compares the means of neguthem.

Budgeting has long been recognized as the accqptecedure for profit
planning and many of the most successful compdrags applied it to good
effect over a period of years.Budgeting as a tdoplanning and control is
closely related to the broader systems of plannamgl control in an
organization. It serves as a guide to conduct odjpea and a basis for

evaluating actual results.

Budget as tools of management are an intggaal of the broader system
of planning and control. One of the primary objeatsan annual budget is to
measure the profit expectations for the neutarfcial year with due
regards to all the circumstances that can infleethe trading prospects.
Profits do not emerge of their own accord. Theyeh&y be influenced by
management. The quality of management is oftengdday the size of the
profit figures at the end of the financial yearr s own protection and in the
interest of business, management must plan to ek and the accepted
basis for this is the annual budget, properly suggooby long-term strategic

planning and operation planning.

Profit planning is a heart of management and builges sole appropriate

technique for this most for the Nepalese PEC haenIsuffering the problem

of poor performance and sometimes losses alsotiBaatbudget are the tools

forplanning and controlling the profit of any emqgese. In budgeting, we plan

the desired profit and in the time of execution pleeformance is verified and

controlled by the budget. Budgeting as a tool ahping and control is closely
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related to the broader system of planning in amaoization will pursue and
the fundamental policies that will guide it. In opional term budgeting
involves four steps.

» Setting the objectives

» Specify the goals

* Laying down the strategies

» Preparation of budgets & profit plans (Khan & J&603:128).

A budget is a realistic statement of income and obgective for a yare. It is a
plan against which ensuring actual performanceoimpared to achievement
and control by detecting and correcting off staddarperformance
(Morse,1997:125).

A budget is a detailed quantitative plan to guideoperations in the planning
organizing and controlling all the financial opémgtactivities of the firms in

the forthcoming period (Lynch & Williamson, 1984).

Thus, the primary purpose of budgeting is profarwling and control and in
this connection it is concerned with every aspeud avery activity of a
business. The essence of the accurate budgetindes used to the events and
for this reason it is unusual to operate throughaanual budget as the ideal
project. There is the further aspect that the perémce of companies is judged
by the annual accounts and it follows that managersleould focus its profit
aims on the same period. There are two distingeste# budgeting: first the
formulation of the plan and the means of achieihgm and second the
translation of these plans into financial term @nelparing a profit budget and
balance sheet. Such that, the first stage is gkyeaafunction of line

management and the second is an accounting fun¢ktalheswari, 2001:156)
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2.1.12 Development of Profit Plan

2.1.12.1 Sales Forecasting and Sales Planning

At first, people think the sales planning and s&bescasting are same. But the
sales planning and forecasting are quite differ&®dles forecasting is not a
plan, rather it is a statement and or a quantéigsessment of future conditions
about a particular subject based on one or mordicgxpssumptions. A
forecast should always state the assumption upachwhis based. A forecast
should be viewed as only one input for the develepnof sales plan. The
management of the company may accept, modify actdahe forecast. In
contrast, a sales plan incorporates the manageteergions that are based on
the forecast, other inputs and management judgademit such related items
as sales volume, prices, sales, efforts, produeti@hfinancing. It is converted
to a sales plan when management has brought toobdts judgment, planned
strategies, commitment of resources and the maidhgeommitment to

aggressive action to attain sales goal” (Koth&@8a 156).

2.1.12.2 Production Budget

Production budget is the projection of productioh gmods for specified
periods. It has a very important role in planningprdinating and control on
comprehensive profit plan and control. Developmeotsproduction plan
require the conversion of sales plan into productmans. It should also
consider the estimation of future sales and invgniaolicies. Production
planning is the matter of concern for only manufaog organizations. The
production plan specifies the planned volume ohegaoduct to be produced
for each time period throughout the planning peridthis entails the
development of policies about efficient producti@vel, use of productive

facilities and inventory levels. It can be presdnteequation.

Production Requirement = Sales Volume + Inventory
The main purpose of production plan is to bringahak between the sales,

inventory and production. So that firm does notfeaufrom cost of carrying
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and cost of not carrying inventory, opportunitiestcand stock is run out cost.
The production budget is the initial step budgeting manufacturing
operations. In addition to the production budgfetee other principal budgets

are relevant to manufacturing.

» Direct material and purchase component budget:lt specifies the
planned material and component requirement.
» Labor Budget: It shows the planned quantity and cost of dirabol.
* Manufacturing expenses or factory overhead budgettt includes the
plans to all factories, costs other than directemal and labor.
To plan production effectively, the manufaoigr operations are
necessary for each product. The manger shouldaeigormation about the
use and output capacities of each manufacturingrti@pnt. The manager
must provide historical data about production yratst and the availability of
resources. Production planning responsibility restsctly upon the production
managers to management policies must be considaereslich matters as
inventory levels, stability of production and capitddition with respect to
production planning, the manger must plan an optinmoordination between

sale, inventory and production levels.

2.1.12.3 Material Purchase Budget

The purchase budget specific the estimated quesitio be purchased and the
estimated cost for each raw material and the redudelivery dates. The
material and part budget provides the purchasingager with the data
responsibility for preparing a detail plan of puspolt is direct responsibility of
purchasing manager to be knowledge about the mérketems that must be
purchased, and to plan the unit cost for use inpilvehased and amount to
purchase materials. The purchase budget is direotigerned with the timing
of actual receipt of raw material rather than wilie timing of usage or
purchase orders. The purchase manager orderly ammerthe time of purchase
materials and inventory requirement by material.
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2.1.12.4 Direct Labor Budget
It deals the planned direct labor requirements se&an® to produce the type and
guantities of outputs planned in the productiondaidThe main objectives of
direct labor budget are assessing labor requiresmemtepare manpower
planning, estimate per unit labor cost, estimatshchudget, control labor
budgets etc.
Effective planning and systematic control of labmrsts are essential for
planning and controlling labor costs involves maod complex problem are;

* Personnel needs

* Recruitment

» Training

» Job description and evaluation

* Performance measurement

* Union negotiations

* Wages and salary administration

Labor costs include all expenditure for employeentfrtop executives to
unskilled labor. To plan and control labor costieetively the different types
of labor costs must be separately considered. Didlides the wage paid to
employees who work directly on specific product. ihndirect labor costs
refers to the costs of other employees who do mokwirectly on the product.
The responsibility for preparing the direct labardiget should be assigned to

the executive responsible for the production fuorcti

Approaches: The approach used to develop the direct labor éudgpends as
follows.

* Method of wage payment

» Type of production processes involved

* Availability of standard labor hours

» Adequacy of the cost accounting records relatingli@

Basically, three approaches are used to develogitéet labor budget.
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» Estimate the standard DLH required for each uniéath product, and
then estimates the average wage rates by departowsit center or
operation.

» Estimate ratios of DLC to some measure of outipatt can be planned
realistically.

» Develop personnel tables by enumerating persorewlirements for
direct labor in each responsibility center.

Here, the primary elements of control of DLC arey@@day attention to such

costs and Performance reporting and evaluatioaflts.

2.1.12.5 Capital Budget

“Capital budgeting is the process of planning amatiolling the strategic (long
term) and tactical (short term) expenditures fopamsion and contraction of
investments in operating fixed assets” (Welsclal.e2001: 394).

Capital budgeting’s the planning of expenditure sdaeturns stretch the
beyond a one- year time interval. It is the proadsdeciding whether or not to
commit resources to a project whose benefits wdnddspread over several
time periods. (Munakarmi, 2002: 139).

The investment decisions are commonly known agatdpudgeting. Capital
budget means planning for capital expenditure muasition of capital assets
such as new building, new machinery or new progecta whole. Thus, the
capital budgeting involves following steps:

» Consideration of investment proposal includingraiives.

» Application of profits, cash flows and analysis adst benefit of the

project.
» Estimation of available funds and utilization ohéls. The objective is

to maximize the profits with the utilization of akadble funds.
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A capital budgeting is useful to earn future revenarganization and to reduce
future a cost, capital expenditures includes suxhix@d assets as property,
plant, equipment, major renovation and potentidde Thain responsibility of
capital budget lies on top executives or executvenagement and
departmental managers. The organization capitagétirty for planning and
controlling purpose can be as follows.

* To avoid excess capacity.

* To avoid ideal operating capacity.

* To avoid investment in capacity that will earn Iésan and adequate

return as the invested amount.

* To keep evaluate alternative capital expendituce et

2.1.12.6 Cash Budget

It is an effective way to plan and control the céslws, assess cash needs and
effectively lose excess cash. The planning androbhng of cash flows
focused on cash inflows, cash outflow and the edlatinancing. Cash
budgeting is an attractive way to plan and continel cash flows assets; cash
needs and effectively use excess with. Therefoesh cmanagement is
important in both large and small enterprises, mlagm and controlling of cash
includes right quality of money, right source of meg, right time for solve

money, right quality for liquidity and right cost$ capital.

A comprehensive PPC program establishes the foiomddbr a realistic
budget. Cash budget shows the planned ca$stws) outflow and ending
position by interim periods for a specific timeagp Most companies should
develop both long term and short term plans abloeir ttash flows. A cash
budget basically includes two parts.

* The planned cash receipts (inflows) and,

» The planned beginning and ending cash positiortiferbudget period

and this will indicate.
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The need for investments planning is to put exces$ to profitable use. The
primary purposes of cash budgets are as follows.
* Give the probable cash position at the end of paciod
» Identify cash excess organization shortage by pareds.
o Establish the need for financing and or taeailability of idle
cash for investment.
» Establishing a sound basis for continuous monigprof the cash
position (Welsch, et al., 2001: 434).

Preparation of the cash budget should be the reg#plity of the company
treasurer. The cash budget is a forecast of exppecieh receipts and payments
for a future period. Cash forecast precedes a baslget. The cash budget
consists of three parts.

» Estimates of cash receipts

» Estimates of cash disbursement and

» Cash balances each month of budget periods

Cash budget may be done daily, weekly or monthlsisharhe period and
frequency of cash budget generally depends uporsitee of the firms and
philosophy of management. The cash budget can lepapd by two
approaches (a) The cash receipt and cash disburs@meroach organization

(b) The financial accounting approach.

Now, the cash receipt and disbursement approadbatigsnvolves the use of
detailed data from the budgeted cash amount. Falastatement approach
states with net income, which is adjusted to a ¢xss to compute cash flow
from continuing operations. The remaining cash cesirand uses must be
determined by using data from various budgets drgaepared. The cash
receipt and disbursements approach is usually fmethe tactical short-term

plan because it provides more details. The findnstatement method is
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usually used for broad analysis of the cash posaied for strategic long range

planning.

2.1.13 The Concept Integrated with Profit Planning

2.1.13.1 Cost Volume Profit Analysis

Cost volume profit analysis is a tool to show te&tionship between these
ingredients of profit planning. It is an analytidaichnique for studying the
behaviour of profit in response to the changes olume, cost, prices and
profit. It helps to determine the minimum scaletiwee to avoid losses and the
sales volume at which the profit goal of the firmilue achieved. It is very

much an extension or even a part of marginal cgstin

“Contribution analysis involves a series of analgti techniqgue used to
determine and evaluate the effects on profits @ngles in sales volume (i.e.
units sold), sales prices, fixed costs and varg@abtest. It focuses on
contribution margin, which is sales revenue minogalt variable costs”
(Welsch, et al., 2006: 498).

The income statement is based on a contributiongimaapproach and
contribution margin is equivalent to revenue mimagable cost. It will change
if any one of the following variable changes i.elume of sale units, sales

price and variable cost ratio.

2.1.13.2 Break Even Analysis

“Cost volume profit analysis includes both conttibn analysis and break
even analysis. BE analysis uses the same concspterdaribution analysis,
however, it emphasizes the level of output or potigia activity at which sales
revenue exactly totals costs i.e. there is profit or loss. Break even
analysis rests upon the foundation of cost bdiig separate identification
and measurement of the fixed and variable compsr@tost” (Welsch, et al.,
2006: 500).
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Break-even analysis is the analysis of the relatign among the three must
concerned factors of business, the cost, volumepaafit. It provides basic
information that is necessary for product pricingst planning, sales volume

planning and profit planning.

2.1.13.3 Zero Base Budgeting

Under zero budgeting, every budget is construcgetha promise that every
activity in the budget must be justified. ZBB d&finas an operative planning
and budgeting process which require each managestify his entire budget

in detail from search and shifts the burden of cespbility of each manger to

justify when he should spend any money at all.nkigages a review of the
total expenditure with a view to justify hisntee budget. The entire
program is reviewed and justified from zero bdsevolves three phase of
management planning, budgeting and review. Traditilbudgeting generally

no review organization justifications is requir@ddBB. A manager is required
for going activities, where as to justify not orthe new proposal but also the

going activities.

2.1.13.4 Activity Costing

Responsibility accounting system generally accuteslaosts by department
and product costing systems associates cost withofipproduct or service

organizations also frequently find it useful to @sates costs well activities.
By decomposing and organizations productions psode® discrete set of

activities and then associating

cost with each of those activities management isaimetter position to
determine the costs an benefits of continuing tbevides. More over by
systematically identifying the activities throughdbe organization managers
can identify redundant activities. Some managex® liaund to their surprise
that the some activity was being done in a dozeuwlitbérent places in the

company. An activity cost analysis can assists mgarsa in eliminating
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redundant activities that are not cost benefit aachieving greater

coordination’s among the activities that remaingé¢h, et al.,2006: 42).

2.1.13.5 Budget Variance

Variance analysis is an important tool that carraase the usefulness of
periodic performance reports. Rather than takingoaconly the basis of

differences between actual and budgeted costs nea&rianalysis enables
management to decompose such differences intoensalb variances. It is the
deviation between budgeted goals and actual re&altperformance reports
shows variances the next step is to analyze sucanea and to determine the

underlying causes for managerial planning and cbptrrpose.

“Variance analysis or comparison of actual resulith budgeted goals has
been emphasis as an integral part of control psocAsbasic feature of
performance reports is the reporting of varianaesvben actual and planned
goals. If variance is significant a careful managetrstudy should be made to
determine the underlying cause. There are numeveass to investigate

variances to determine the underlying cause” (Wglstal., 2006: 569).

2.2 Review Previous Research Works

2.2.1 Review of books

Bajracharya, et al. (2012Management Accountindgiasanalysis theMeaning

of profit Planning and Control of Cash FlowRlanning of cash flow is an
estimate of cash inflows, cash outflows and endaxgh balance in each period
of budgeted period. The basic essence of prepadsh budget is to determine
cash defect or surplus of cash. A cash budget shiosvplanned cash inflows,
cash outflows and ending position by interim pesiéar a special time period.
It is directly related with other budgets such aes budget, expenses budget

and capital expenditure budget.

32



Concept of Budgeting the three important functiasfs management are
planning, operating and control. Planning relatethe future, operating to the
present and control to the past. For assistingrtheagement in the functions
of planning and control, two techniques are appiied budget and standard
costing system. Budgeting is usually operated witlystem of standard costing
therefore both the system are inter related buseth&/stems are not inter
dependence. Generally, the word budget is condewith the limitation on
spending. For example, government approves spendudgets for their
various bodies. Then expect the bodies to keep thgienditures within the
limit prescribed by the budgets. In contrast massilbess organizations use
budget to focus alternation on company operatiors fanances. Not just to
limit spending, budgets highlights potential probse and advantages early,
allowing manager to take steps to avoid these problor use the advantages

wisely.

They analysis the concept of cost volume profitysis. The main objective of
a business is to maximize profit. There are diffieraternal and external
factors which affect profit. Profit is maximized tithe decrease in cost and
increase in revenue i.e. sales. The costs of ptedae determined by the
purchase of raw materials and other manufacturimy @perational activities.
Similarly, sales are dependent on selling pricenaled and quality of product,
competition level, advertisement and publicity gi@fit planning is a function
of selling price per unit of product, variable cessociated with it and total
fixed cost. In this way, the analysis of cost, vo&iand profit is essential to

earn the target profit and maximize it.

The main objectives of preparing cash budget afellmsvs:
« To determine cash position at the end of each ges® a result of
planned operations,.

« To indentify surplus or, deficit of cash by timeripels.
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» To establish the need for financing
« To establish the need of investment of idle cash

To establish a sound basis for continuous monigooincash position

Purpose of Cost-Volume-Profit Analysis
The main objectives of CVP analysis are given below
* To forecast the profit by the analysis of cost aaldime of sales.
» To calculate breakeven point.
* To help preparing flexible budget.
* To show the effects of the changes in price, codtpofit.
* To estimate the sales volume to earn a desiregpmoged profit.
* To measure the elements or factors that affecttprof
» To select the best alternate for maximizing profit.
* To select the optimum product mix for production.

* To help to make decision on manufacturing or buying

2.2.2 Review of Journal and Articles
Hilton (2000) has studied on the topitbeveloping a Profit Plan for Your
Business Profit planning is simply the development of yopeaating plan for
the coming period. Your plan is summarized in tleemf of an income
statement that serves as your sales and profictgeand your budget for
cost. The profit plan is used in the following ways
- Evaluating operations.Each time you prepare an income statement,
actual sales and costs are compared with thosepsmeacted in your
original profit plan. This permits detection of aseof unsatisfactory
performance so that corrective action can be taken.
- Determining the need for additional resources suclas facilities or
personnel.For example, the profit plan may show that a slacpease
in expected sales will overload the company's fgllipersonnel. A
decision can then be made to add additional inmgigiersonnel, to

retain an EDP service, or to pursue some othemaliiee.
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- Planning purchasing requirements.The volume of expected sales
may be more than the business' usual supplierhaadle or expected
sales may be sufficient to permit taking advantaigguantity discounts.
In either case, advance knowledge of purchasingirements will
permit taking advantage of cost savings and ertbhateourchased goods
are readily available when needed.

- Anticipating any additional financing needs.With planning, the
search for needed funds can begin as early asbpmssn this way,
financial crises are avoided and financing can ranged on more

favorable terms.

Mundul (2007) has studied on the topi¢Corporate financial sector:
Restructuring.”he mentioned the amount of debt and company cstaisaland
on which lenders can expect reliable debt senscdetermined by the unit's
cash flow. Indeed, a company cannot sustain irtt@@anents in excess of its
cash flows (i.e. interest coverage < 1:1), let alamake any repayments on the
principal. Hence, substantially higher ratios ofenmest coverage are most
desirable. He concluded that the corporate deldods financial institution
creditors will naturally seek to minimize their $&s from corporate
restructuring. The government has a role to playpafancing a variety of

conflict interest.

Pksal (2011)has studied on the topitviarginal Costing: A Management
Technique for Profit Planning, Cost Control And Bs@n Making” Marginal

costing is one of the techniques of costing whichdgs Management in
pricing, decision making and assessment of prafitgbit differentiates the

total cost of production into variable expenses &red expenses. Variable
expenses increase or decrease with the proportionedase or decrease in
output. Thus as the increase in variable expemsseportional to the increase

in production the per unit cost does not changeake of fixed expenses they
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remain constant at certain level of production 8@y go on changing per unit
with every increase in output. Thus, Marginal augtiby differentiating

between the variable cost and fixed cost explaingsagerial problems on the
basis of the difference between Variable Overhe&issd Overheads and

Sales.

2.2.3 Review of Previous Research Works
Adhikari, (2007) has conducted a research entitlé€ost-Volume-Profit
Analysis of Nepal Lube Oil Limited¥r. Adhikari had concerned his study to
examine the practice of CVP practice in the Mongpodustry.
Main Objectives:
* Whether or not NLO Ltd. is practicing CVP analysis.
* To find out the areas of the business operatiGVP analysis can
be applied to improvihe competitiveness of the company.
* Which parts i.e. CM, BEP, MOS etc. of CVP analyar® mostly
practiced and whichre not practiced till now.
Major Findings:
» Different types of profit planning tools, which aneed in the academic
field, are not found applied by NLO.
* CVP analysis is not applied by NLO as no segregaticcost in to fixed
and variable, which is the hardcore of CVP analysis
« Company has no clear-cut boundaries to sepaosteirtto fixed and
variable. The classification of cost is not sciontand systematic. So,
NLO has not been able to use CVP analysis and rniekeealistic and

smart budget.
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Gautam, (2008) has conducted a research in the top#c Study on

Comprehensive planning practice of HimalayanniBa.td.” This research

of

Mr. Gautam was mainly concerned with exangnsystem of profit

planning in HBL. The data and other necessary métion were collected by

using secondary data.

Main Objectives:

To analyze the effectiveness of profit plan andcppeas of Himalayan
Bank Limited.

To analyze the profit trends and determine theades.

To enumerate the variance between budgeted anal pexiormance.

To provide appropriate recommendation to improesituation.

Major Findings:

HBL has adopted two types of planning formulatioetihodology. One

Is seminar at head office and other is seminaggbnal level of offices.

Major concentration of resource mobilization of bawas at deposit
mobilization.

Form the data analysis of deposit budget and accdlievements by
coefficient of variance, it was found that the attuleposits were
variable than budgeted one.

Bank’s resource deployment for non-yielding liquadsets (Cash and
bank balance) was in fluctuating trend every yead aupporting to

meet liquidity requirement of the bank.

Cash flow analysis of the bank shows the sourcesash flow are

adequately met by the bank for the cash outflow.
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Shakya (2009)has studied on the topfé& study on Cost Volume and Profit
Analysis of Soaltee Hotel LimitedMissShakya had concerned her study to
examine the practice of profit planning and conirolthe hotel industry in
Nepal.

Main Objectives:
* To study the nature of direct and indirect cost amehponent of cost of
Hotel.
* To evaluate the profitability, financial positiondsensitivity of Soaltee
Hotel's activities.
Major Findings:
* The main focus of hotel is to maximizing revenug leiel hasn’t focus
of cost planning and controlling.
» Soaltee Hotel Limited is service providing compdmu it hasn’t given
emphasis to reduce variable cost ratio.

» Market study on demand and pricing has not beedhout.

Yadav (2010) has conducted a research entitléGost Volume and Profit
Analysis in Nepal Aushadhi LimitedMr. Yadav had concerned her study to
examine the practice of profit planning and contiolthe manufacturing

companies in Nepal.

Main Objectives:
* The study of application of CVP analysis is NAL
» To evaluate the sensitivity of profitability
* To analyze the CVP and its impact in profitabibfyNAL.
* To study the profitability and financial positioh NAL.
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Major Findings:

NAL have not applied suitable scientific methoctost classification.
NAL couldn’t put stress on effective utilization dixed cost so it
bearing higher amount of unfavorable capacity vexga

NAL have not considered the Cost Volume Profit tielaship while

fixing the price of its product.

Sharma (2009),has conducted a researehtitled "Implementation of Profit

Planning Techniques in Commercial Banks: A Caseysad Investment Bank

Limited." The study was mainly concerned with budgetingesysof NIBL.

Main Objectives:

To assess the budgeting system of NIBL

To study the application of comprehensive PPC aysteNIBL.

Major Findings:

The bank is conscious about the human resourcesoduapid growth
and advent new branches. Develop skills to empby@empower them
to provide excellent customer services bank supptwt employees
further advanced courses. Currently there are G##iayees over the 22
branches of NIBL and bank has aim to rise up tb@Mches with in the
year 2010 A.D.

NIBL is well performing in the deposit collectiorector. Budgeted
figure is higher than the actual deposit.

The deployment of Banks available resources atouariportfolios
among which LDO hold the highest percentage .80 %4 average out
of total deployment amount throughout the five gearstudy period.
The researcher find that the 100% of achievementtanfets in

deployment of resources other than LDO i.e. NLDO.

39



The cash flow analysis of the NIBL shows that thergufficient fund to
repay the short term obligation and it has maimrtdirthe liquidity
position as per the NRB direction.

2.3 Research Gap

This may help this organization to achieve theialgand objectives. And, also
help to reduce thevariance between actual and bedigta.But this study is
different from the previous studies. The study aimsaccess the profit system
of SCBNL. This study tried to indicate the rolepobfit planning to increase its
profit. This study attempts to analyze the finahgasition of the bank by
using various statistical and financial tools. Iscaconcludes the various
findings of the research and recommendation for edhate and long term
improvement and corrections. All the above-mentibmesearch studies are
related to profit planning of public enterprisesdan the commercial banks.
The study have pointed out that there is no prqpefit planning system in
these organizations. Decision making, policy foiorat and strategy
formulation are made by executive directors. Pigditon of lower level
managers is not allowed. Also, found that actubiea@ments are lower than
budgeted. So, the researchers have suggeatetl recommended to

implement effective and appropriate profit planngygtem.

40



CHAPTER-III
RESEARCH METHODOLOGY

Research is the process of a systematic and idsptly or search of any
particular topic, subject or area of investigatibacked by the collection,
complication, presentation and interpretation ef tblevant details or data. It is
a careful search or inquiry into any subject mattdrich is an endeavourer to
discover or find out valuable facts, which will bge full for further application

or utilization. The research that involves the digry of new techniques, a
modification of old concepts or a knocking off axisting theories, concepts
and techniques. It may develop a hypothesis ant iteby establishing

relationship between different variables and idgntihe means for problem

solving.

Research methodology is a systematic way to sdlgerésearch problem. In
other words research methodology describes theadsthnd process applied
in the entire aspect of the study. It may be urtdatsas a science of studying
how research is dines scientifically. It help talgue, examine and interpret
various aspects of research works such as salstsand other aspects of PPC
analysis, related to effective tools of profit ptarg. The objective of this study
will be to analyze the PPC analysis of SCBNL andreby forward some

measures to improve the situation.

3.1 Research Design

Research design means defining procedures andigeelsnwhich guide to
study and propound ways for research work. It isaaalytical as well as
descriptive approach to achieve the objectivesislitthe arrangement of
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condition for collection and analysis of data releee to the study purpose
with economy in procedure. In order to make typeesiearch, this fulfills the

objectives of the study.

The research design is an organized approach and oollection of loose
unrelated parts. It is an integrated system thatleguthe researcher in
formatting, implementing and controlling the stuti\seful research design can
product the answers to the proposed research ganssiihe research design is
thus an integrated frame that guides the researmhglanning and executing

the research works.

Data and information are the lifeblood or majortwor of any study. This
study would be attempted to show the relationshmprag cost, volume, profit
and various functional budgets for solving the jpeois that has accrued in
SCBNL. Profit planning and control of SCBNL is peesed and analyzed by
descriptive research design and analytical methodstudy design is the
arrangement of the conditions for collection andlgre of data in manner that
aims to combine relevance to the study purpose théheconomy in producer.
These studies will an intensive based on analy$ighe past financial
performance. To fulfill the objective of the stuahainly secondary data will be

used and study design will be descriptive as wseHraalytical.

3.2 Population and Sample

Under the study of profit planning and control, thetal numbers of
commercial banks including domestic and joint vemtoanks operating in the
Nepal are the population. At present there areythivo licensed commercial
banks are running in Nepal. All thirty-two licensébtbpalese CBs has been
considered as the total population out of them sghusly is concerned with one
commercial bank i.e. SCBNL has been chosen randdamnlyhe case study

purpose.
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3.3 Nature and Source of Data

For the purpose of this study, data are collectathiy from the secondary
source. The secondary data are based on the sdwamdl information.
Secondary data were gathered much more quickly gramary. Secondary
source are bulletins and newspapers of selecteki, lsammual reports, official

document, reference material collected from library

3.4 Method of Data Collection

It indicates the sources of data and how they ct@te In this study data are
collected through published sources. They were ecdd from the
correspondent offices and their respective wehsité®e annual reports of
SCBNL, NRB publications, the data regarding thdifga@f SCBNL and other
related documents were collected from internet wefsUnpublished master's
thesis, books, research papers, articles, jourma® been collected mainly
form Centre Library of Tribhuvan university, libgaof Shanker Dev Campus

and NRB Magazines and newspapers were from corteawrt@orities.

After collecting data, as necessarily requiredy there separated and analyzed
presentation and analysis of the collected datf@eisnain theme of the research
work. Collected data were first presented in syst&@mmanner in tabular forms
and then analyzed by applying different accountimgancial and statistical
tools to achieve the research objectives. Besiteset some graph, charts and

tables have been presented to analyze and intéingréhding of the study.

3.5 Research Variables

Research variables play vital role in developingfipplan. Customer deposit,
loan, investment, profit, interest expenses, imteexpenses, other income,
other expenses, other assets, staff of SCBNL ageareh variables of this

study.

3.6 Data Analysis Tools
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Various accounting, financial and statistical toei be used to complete the
research study such as breakeven point, profitnweluatio, margin of safety,
ratio analysis, coefficient of correlation and hpasis for presentation
purpose, different types of tables, charts, figuaad graphs are used as per
necessary.

3.6.1 Profitability Ratios

a. Net Profit Margin

The ratio signifies the effectiveness of expensasagement and cost control
and gives the direction to the management for serpricing policies. It means
how much of total revenue has been declared apro8t after all the charges
are over up. The higher ratio means the manageh@nbeen able to control

its operational costs and maintain efficiency.

Net Profit Margin = Net Profit After Tax

Total Operating Income

a. Return on Total Assets Ratios
Net profit refers to the profit after deduction inferest and tax. Total asset’s
mean that appear in asset right side of balancet.slie measures the

sufficiency of bank in utilization of the overabsets.

Return on total assets ratio:ﬂ
Total assets

b. Return to Total Deposit Ratios
The ratio shows the relation of net profit earngdtihe bank with the total

deposit accumulated. Higher ratio is index of ggrprofitability position.

Return to total deposit &
Total deposit

c. Total Interest Expenses to Total Interest Income
Total interest expenses consist of interest exmenseurred for deposit,
borrowing and loan taken by the bank. Total intenesome includes interest

income received form loan and advance, cash credétrdrafts, government
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securities, interbank loans and other investmeoivdr ratio is favorable from
profitability point of view.

. . ) Total interestexpenses
Total interest expenses to total interest income—= : P
Interestincome

d. Interest Earned to Total Assets

The ratio shows the percentage of interest incosneoenpared to the assets of
the bank. High ratio indicates the proper utiliaatof banks assets for income
generating purpose. Low ratio represents unsat@faperformance.

Interestincome

Interest earned to total assets=
Total assets

3.6.2 Statistical Tools

Statistical tools are the mathematical techniqusesiuo facilitate the analysis
and interpretation of numerical data. Followindistacal tools have been used
in this study.

a. Arithmetic Mean or Average

The mean or average value is a single value witierrange of the data that is
used to represent all the values in the seriexeSam average is somewhere
within the range of the data, it is also called @asure of central value. It is

calculated by;

Mean(X) = ZN—X
Where,
X = Arithmetic Mean
XX = Sum of values of all items, and,
N = Number of items

b. Standard Deviation
The standard deviation is the measure that is mfisn used to describe
variability in data distributions. It can be thougt as a rough measure of the
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average amount by which observations deviate dmeriside of the mean.
Denoted by Greek letter's (read as sigma), standardation is extremely
useful for judging the representatives of the me@tandard deviation is

calculated as;

Standard deviatidiw) = Z(Xl\;x)z
Where,
c = Standard deviation
Y(X-%)? = Sum of squares of the deviations
measured from arithmetic average.
N = Number of items

c. Coefficient of Correlation
Correlation is a statistical tool design to measilve degree of association

between two or more variables. In other word if di@nges in one variable
affects the changes in other variable, then theblr are said to be co-related
when it is used to measure the relationship betweenvariables, then it is
called simple correlation. The coefficient of céaten measures the degree of
relationship between two sets of figures. Amonguaeous methods of finding
out coefficient of correlation, Karl Pearson's noeths applied in the study.
The result of coefficient of correlation is alwaysg between +1 and -1.The

formula for the calculation of coefficient of colBon between X and Y is

given below.

Y X1Xz

r :</ZX12 Y xz2

Correlation coefficient
X1 - Xl
Z X2 = Xo- X2

_‘
|

Ng|
X
I
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CHAPTER-IV
PRESENTATION AND ANALYSIS OF DATA

This chapter deals with the presentation,lyaisa and interpretation of
relevant data and information of planning sgstand budgeting procedure
in a commercial bank with the specific contekSCBNL. To accomplish

these objectives, the various functional budgetyae and related data are
presented in a systematic way in tabular formsgragh charts. To obtain best
result, the data and information have been analgoedrding to the research

methodology as mentioned in Chapter Three.

The main purpose of analyzing the data is to chanf@m an unprocessed
form to an understandable presentation. The amsalgéidata consists of
organizing, tabulating and performing statistiaalgsis (Wolf & Pant, 2004).

4.1 Analysis of Revenue of SCBNL

4.1.1 Income from Interest

As income from interest is the main source of inearhbank. It has to be very
aware while doing investment. Such income issgfied under various

heads or source such as loan, overdraft, gdedance, investment etc.
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Table: 4.1

Item-wise Income from Interest (Rs. In millions)

Particular 063/64 064/65 065/66 066/67 067/68
Rs. % Rs. % Rs. % Rs. % Rs. %
Loan and _
1242.9| 70 | 1444.2573.55| 1861.04| 79.46| 2836.25| 90.08| 3843.31| 89.00
advanced
investment 191.56 10.79201.31| 10.25 354.95| 15.15 216.04 | 6.86 381.1 8.83
At agencies 6.63 0.37 10.9 0.56 6.9 0.29 0.48 0.03.52 0.04
Money at
call and 26.18 | 1.47| 26.29| 1.34 7.73 0.33 9.26 029 3398 90
short notice
other 308.36| 17.37 280.93| 14.31 111.69| 4.77| 86.58/ 2.75 58.22 1.3
Total 1775.63| 100 | 1775.63 100 | 2342.21 100 | 3148.61 100 | 4318.13 100
Source: Annual Reports of SCBNL from 2063/064 &y 2158
Figure: 4.1
Trend of Total Interest Income
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According to the table 4.1, the total income framterest is Rs. Rs.1775.63 in
FY 063/64, Rs.1963.68 in FY 064/65, Rs.2342.21¥r0B5/66, Rs. 3148.61 in
FY 066/67 and Rs. 4318.13 in FY 2067/068. It mghArsncome from interest

earn is in increasing trend. It can be defined atsgercentage as interest

income from loan & overdraft covered out of totatlerest income is 70.00 %,
73.55 %, 79.46 %, 90.08 % & 89% in FY 063/64, F4/®%, and FY 065/66
& FY 066/67 & 2067/068 respectively.
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It is in increasing trend the practiced dated by bank is appropriate
that shows the high correlation between interesbnme and loan and bill
purchased. As it provide loan, it returned backhwhigh profit interest, so
interest increased each year i.e. if investmentoan and bill purchased
increased, the interest income also increase.

4.1.2 Income from Commission and Discount

It is another source of income generation. All cassmon’s income is booked
at the time of transaction. Whatever charge or cmsion has to take for
service rendered, customer has to debit at the ainiansaction. Commission

is received on LC, remittance, annual fees on catds

Table: 4.2
Item-wise Income from Discount and Commission (Rdn millions)
063/64 064/65 065/66 066/67 067/68
Particular
Rs. % Rs. % Rs. % Rs. % Rs. %
Bills

Purchase & 13.42 | 6.95| 13.29 6.5% 2198 7.73 16/5 611 155 24.

discount

commission| 134.6269.67| 149.69| 73.78| 209.34| 73.63| 180.2 | 66.68 272.57 77.80

other 45.19| 23.39 39.91 | 19.67 52.99 | 18.64 73.56 | 27.22] 62.2§ 17.7

Total 193.23| 100 | 202.89 100 | 284.31 100 | 270.26 100 | 350.35 100

Source: Annual Reports of SCBNL from 2063/064 &y 2158
Figure: 4.2

Trend of Total Interest Income
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The above table 4.2 shows the income from commissiad discount.
According the table the total income from discoamd commission are 192.23,
202.89, 284.31, 270.26 and 350.35 million for thé F063/064, 2064/065,
2065/066, 2066/067 and 2067/068 respectively.diwshthe increasing trend of

discount & commission in each fiscal year exceptfibcal year 2066/067.

4.1.3 Sundry Income

Bank charge various service charges for providenyises. It is also another
source of income such service can be renewablgebavault and safe charge,
stop payments, Remittance etc. These amounts tdee Hut help in bank’s

income. The following table shows the sundry incarhélimalayan Bank Ltd.

Table: 4.3
Sundry Income/ Other Operating Income (Rs. In millons)
Particular 063/64 064/65 065/66 066/67 067/68
Rs. % Rs. % Rs. % Rs. % Rs. %

Safe charge 7.4 18.34 8 12.88) 8.6 | 18.56/ 8.21 | 7.31| 7.51 6.23

Credit card
issue & 10.61| 26.3 | 14.68| 23.64| 19.52| 42.12 43.6 | 38.81 51 42.32
renewal charge

Debit card
issue & 1.03| 255| 1.07] 1.72 1.7 3.67 242 215 3.406 2
renewal charge

Telex/ T.T 10.59 26.25| 10.58| 17.03| 9.77 | 21.08 11.99 | 10.67 13.19 | 10.95

Other 10.71 26.55| 27.78| 44.73| 6.75 | 14.57) 46.12 | 41.05 454 | 37.68

Total 40.34| 99.99| 62.11| 100 | 46.34) 100| 112.3499.99| 120.51| 100

Source: Annual Reports of SCBNL from 2063/064 &¥Z1H8
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Figure: 4.3

Trend of Sundry Income
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The table & figure 4.3 shows that the sundry incomé-Y 063/64 is Rs. 40.34
million the next year 064/65 it increase Rs 62.htl again it decrease in
065/66 is Rs 46.34 then 066/67 it is increase R2.34 and in the FY
2067/068 it is increase Rs. 120.51. It is both @asing and decrease trend

during the five years study period.

It shows that charges earn these five years ar@lustuating trend. As

insecurity increase in the country, many peopleeddpon banks lockers for
safety of valuable property. Users of credit anditdeards, sct cards increased
and students going abroad for further studies ialsiease hence such income

increase each year that effect on profit percent.

4.1.4 Foreign Income/Loss

It is regarded as Revaluation Gain. Income realipein the difference

between buying and selling rates of foreign curyaea@ccounted under trading
gain. This is one of the source of income genematids per NRB

approximately 25% of such revaluation gain is tfamed to exchange

fluctuation fund through P/L appropriation account.
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Table:

4.4

Foreign Income/Exchange Fluctuation Gain/Loss (Rd$n millions)

_ 063/64 064/65 065/66 066/67 067/68
Particular
Rs. % Rs. % Rs. % Rs. % Rs| %
Change in
-486 | -3.2| 5.21| 271 893 358 -10.0%.57| 26.73| 13.67
exchange rate
Foreign
exchange | 156.5| 103.2 187.39| 97.29| 241.03| 96.42| 190.32| 105.5| 168.79| 86.33
Transactions
Total 151.64| 100 | 192.6| 100| 249.98100 | 180.27 100 | 195.52 100

Source: Annual Reports of SCBNL from 2063/064 &y 2158

Figure: 4.4

Trend of Foreign Income/Exchange Fluctuation Gain/loss
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From above table it shows that forex gain is ircthating trend. In the FY

063/64, it is Rs.151.64 and in the FY 064/65 désrease to Rs192.6.64. In the

FY 065/66 it is increase Rs. 249.98 and in the B8/67 it is decrease to Rs

249.98 and in the FY 067/68 it is increase to R8.92.
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4.2 Analysis of Expenses of SCBNL

4.2.1 Interest Expenses

Bank not only makes income on various heads bot lzds'e to expense on it.

Such expenses can be personnel expenses, offi@seq) interest etc. As

bank take interest on loan and overdrafts in sam@e ivhas to pay interest on

deposits. Such interest can be different accortintature of deposits.

Table: 4.5

Interest Expenses (Rs. In millions)

063/64 064/65 065/66 066/67 067/68

Particular

Rs. % Rs. % Rs. % Rs. % Rs.

%

Fixed deposit

3144 | 41| 288.43 35 | 260.93 28 | 709.66| 46| 1285.32 53

SaVING | 515450 40 | 347.8| 42| 43381 46 | 560.24| 36| 706.97 29
deposit

current 110484 14 | 137.04 17 | 144.81 15 | 205.67| 14| 35528 15
deposit

Atloan | o 201 5| 5047 6| 95238 11 7796 4  67.23
(borrowing)

Total 767.41 100 | 823.74 100 | 934.79 100 | 1553.53 100 | 2414.8| 100

Source: Annual Reports of SCBNL from 2063/064 &y 2158

Figure: 4.5

Trend of Interest Expenses
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According to table 4.5, the total interest experaesin increasing trend. In the
FY 063/64, it is Rs767.41 in FY 064/65 Rs 823.14FiY 065/66, it is Rs.
934.78, in 066/67, it is increase Rs1553.53 anthenFY 2067/068, it is Rs.

2424.8 million. Interest expenses play vital raleprofit hence it need proper

planning to make profit each year.

4.2.2 Personnel/Employee Expenses

Personnel expenses are that for employees of fiee.oWithout employees

work cannot be done. These expenses are regarde@@sost such as salary,

allowance, uniform, medical and insurance etc.

Table: 4.6
Personal Expenses (Rs. In millions)

Particular 063/64 064/65 065/66 066/67 067/68

Rs. % Rs. % Rs. % Rs. % Rs. %

Salary 123.58 45.19| 153.7 | 49.98 167.34| 46.36| 170.47| 41.08| 213.04| 41.16

Allowance 88.05| 32.2 89.19 29 111.130.79| 151.09| 36.41| 166.26| 32.12

Contribution to

PE 10.19 | 3.73| 1111 3.61 13.6 3.17 15.16 3|65 18.11 50 3,

Training 6.34 | 2.32| 4.58 149 554 1.%3 3.18 0{77 183} 0.61

Uniform 272 | 099 242 0.79 3.63 1.01 5.4 1.3 4.930.95

Insurance 5.63] 2.06 6.78 2.2 845 234 11199 2.8494.962] 4.82
Gratitude 32.14| 11.7534.21 | 11.12 46.34 | 12.84 30.93| 7.45| 5894 11.39

Other 4.82 1.76f 5.55 1.8 4.94 1.37 26.[/7 6|45 28.18.44

Total 273.47| 100 | 307.54 100 | 360.98 100 | 414.99 100 | 517.5 100

Source: Annual Reports of SCBNL from 2063/064 &¥Z1H8
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Figure: 4.6

Trend of Personal Expenses
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According to the table 4.6 personnel expensesiiscireasing trend every year.
It shows that the expenses is Rs. 273.47, 3076@.98, 414.99 and 517.56
million in the fiscal year 2063/064, 2064/065, 2@&EH, 2066/067 and
2067/068 respectively. It shows how much amounndipg on employee
salary, allowance, PE, training, etc. Every yeanynamployees recruiting but
spent less percent of profit on such items. Froovaliable, it can be analyzed
that under each heading the amount spent is ieasang trend each year but
on the basis of total percent it is in decreasmegd. Hence, it is fluctuating

every year.

4.2.3 Other Operating Expenses

Bank purchase various goods & materials for dapgration and providing
services to the customers. It is also another goofexpenses such expenses
can be rent, repair and maintenance, office equipmestationary,
advertisement etc. The following table shows thendsy expenses of
Himalayan Bank Ltd.
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Table: 4.7

Other Operating Expenses (Rs. In millions)

Fiscal Year Operating Expenses
2063/064 341.56
2064/065 344.42
2065/066 398.32
2066/067 471.10
2067/068 582.21

Source: Annual Reports of SCBNL from 2063/064 &y 2158

Figure: 4.7
Trend of Other Operating Expenses
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Table 4.7 and figure 4.7 shows that the operatxpeeses are in increasing
trend every year. The expenses are Rs. 341.56834398.32, 471.10 and
582.21 for the fiscal year 2063/064, 2064/065, 2066, 2066/067 and
2067/068 respectively. It is shows in the followiigure.

4.3 Deposit Collection Plan
Deposits are the main sources of resources to gueeting demands of

financial existence. The existence of commerciakisaasically depends upon
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the mobilization of deposits. It is important thmmmercial bank’s deposit
policy is the essential policy for its existencéheTgrowth of bank depends
primarily upon the growth of its deposit. The coman@ banks may function

well when they have enough deposit. Higher the melwf deposit, higher will

be the volume of lending and investment which agagates higher volume of
profit.

There is a great need of such deposit in developmgptries. Banks being the
intermediate accepts this sort of money and hetpschannelize this in
productive sector. So the importance of banks amahtial intermediaries is
higher too and so RBB also tries to mobilize as lmas possible deposit to
earn more profit.
Table: 4.8
Deposit Position of SCBNL (Rs In Millions)

_ _ . Total Deposit
Current Saving Fixed Margin Call

%

vear Deposit Deposit Deposit | Deposit | Deposit | Actual Budgete | Achiev

d ement
2063/064| 4794.53| 15244.38  3196.49 486.10 92551 47206 | 24547.77 100.40
2064/065| 6174.56| 17856.13  3301.01 47404 1938.2574299 | 28799.49 103.28
2065/066| 5752.1 19146.0 7101.70 251.24 2973.06 4&8B%22 33487.89 105.18
2066/067| 9763.15 12430.1 9175.07 377.06 3563.24 0853 | 35896.24 98.37
2067/068| 9943.25| 14058.31  9378.47 341.06 3975.9169BW0O| 37898.42 99.47

Source: Annual Reports of SCBNL from 2063/064 &¥Z1H8
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Figure: 4.8
Actual Deposit Position of SCBNL
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Above Table and Figure 8 shows the deposit position of SCBNL. The t«
deposit of SCBNL in 2063/64 is R24647.01million. During the next five
year, the total deposit of SCBNL is in increasimgnt. In the fiscal yes
2067/068, the total deposit of SCBNL is F3769700 million. The curren
deposit, saving deposit, fixed deposit and margpodit ae in fluctuating
trend over the study period but the call deposihigicreasing trend over tt

study period.

The percentage achievement of total deposit of SICBN high but the
achievement is decreasing trend each year excejisttal year 2067/0¢ over
the study period. The highest achievement in theafiyear 2065/066 and t
lowest in 2067/067 i. e. 105.18% & 95.37% respety
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Figure: 4.9
Deposit Collection of SCBNL
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4.3.1 Interest Bearing and Non-Interest Bearing Depsit

The deposit in which bank pay the interest likeirsg deposit, fixed deposit,

call deposit are interest bearing deposit and#rk do not pay the interest for
deposit like current deposit, margin deposit; tiise of deposit are non interest
bearing deposit. The position of interest bearimgl aon-interest bearing

deposit of SCBNL is shown in the following tableddigure.

Table: 4.9
Position of Interest Bearing and Non-Interest Beang Deposit of SCBNL
(Rs In Millions)
y Interest Bearing % ch Non Interest %
ear anges : :
Deposit ’ g Bearing Deposit Changes
2063/064 19366.38 - 5280.63 -
2064/065 23095.39 19.26 6648.6 25.91
2065/066 29220.76 26.52 6003.34 -9.71
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2066/067 25168.41 -13.87 10141.11 68.92

2067/068 26189.24 4.06 11507.76 13.48

Source: Annual Reports of SCBNL from 2063/064 &Y Z1H8

Figure: 4.10

Trend of Interest Bearing and Non-Interest BearingDeposit of SCBNL
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The above table and figure shows that the intdresting deposit of SCBNL is
in increasing trend over the study period exceptANM 066/067. In 066/67 the
interest bearing deposit decrease by 13.87% thewiqus year. And the non
interest bearing deposit of SCBNL is increase by?% in the FY 063/064
and decrease by 9.71% in the year 2065/066 af#rttie notable increase of
68.92% in the FY 2066/067 and 13.48% in 2067/068is Ishown in the

following figure.

4.3.2 Different Types of Deposit to Total Deposit &ios

This ratio measures the proportion of differentetyyd deposit it total deposit.
There are mainly three type of deposit in comméiudanks.A current deposit
IS a running account with amounts being paid imid drawn out of the account
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continuously. These accounts are also called dentwmbsits or demand
liabilities since the banker is under an obligatiorpay money in such deposits

on demand.

The saving deposit bears the features of bothetthrent and fixed period’s

deposits. Saving accounts are mainly meant for tremting customers who

have some potential for saving and who don’t hauenerous transactions

entering their account. While opening the accobatrhinimum compensating

balance differ according to the banks rule.

Fixed account means as account of amounts depasitadbank for certain

period of time. The customers opening such accdepbsit their money in the

account for a fixed period.

Table: 4.10
Different Types of Deposit to Total Deposit Ratio®f SCBNL
(Rs In Millions)
Year Current Saving Fixed Total CDto | SDto | FDto TD
Deposit | Deposit | Deposit| Deposit TD TD

2063/064| 4794.53| 15244.38 3196/424647.01 19.45 61.85 12.97
2064/065| 6174.56| 17856.13 3301/029743.99 20.76 60.03 11.10
2065/066 5752.1 19146.0 7101.7@35224.1| 16.33 54.35 20.16
2066/067| 9763.15 12430.1 9175/035309.52 27.65 35.20 25.98
2067/068| 9943.25| 14058.31 9378/437697.00, 26.38 37.29 24.88

Mean(X) 16.89 | 42.36 14.09

S.D(o) 10.17 | 25.74 9.75

Source: Annual Reports of SCBNL from 2063/064 &¥Z1H8
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Figure: 4.11
Trend of Different Types of Deposit to Total Depas Ratios of SCBNL
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In the above table and figure, major types of de@wsl their proportion in the
total deposit are shown. Current deposit to toggdagit ratio is in fluctuating
trend the highest CD to TD ratio is 27.65% in FY6@W67 and the lowest ratio
Is 16.33% in the FY 2065/066. The saving deposiiotal deposit ratio is in
decreasing trend, the highest SD to TD ratio i8%% in FY 2063/64 and the
lowest ratio is 35.20% in FY 2066/067. Similarlpetfixed deposit to total
deposit ratio is in fluctuating trend over the styperiod. The highest FD to TD
ratio is 25.98% in the FY 2066/067 and the lowesioris 11.10% in the FY
2064/065. In each fiscal year saving deposit tal éposit ratio is higher than
other ratios it means the proportion of saving &é&ps higher than other
deposit of the banks.

4.4 Credit Deposit Ratio

The total credit is the loan and advance and imvest. Loan is the sum of the
money that will be repay by the borrower. Investimerdefined simply to be
the sacrifice of current consumption for future smmption whose future

objective is to increase future wealth.

Credit deposit ratio (CD Ratio) = 2Lredtt

Total Deposit
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Table: 4.11
Computation of CD Ratio

(Rs In Millions)
Year Total Credit (C) Total Deposit (D) CD Ratio (OD)
2063/064 24055.87 24647.01 97.6
2064/065 27621.41 29743.99 92.86
2065/066 33915.88 35224.1 96.29
2066/067 35804.47 35309.52 98.62
2067/068 36321.52 37697.00 96.35

Source: Annual Reports of SCBNL from 2063/064 &¥Z1H8

From above table, it can be said that there iseatgr relationship between
deposits and credit. Increase in deposits leadmdease inthe loan and
advance, but immense increase in the deposits keaddittle bit increase in
loan and advance. The above analysis shows that i@n 90% of the
deposited amount has been succeeded to mobilizeetimairces. Its highest
ratio is 98.62 and lowest ratio is 92.86. The higlmmount of deposit of this
bank than credit is due to the constriction of trask in deposit collection. The
bank successes to attract people to deposit theings. Higher the CD ratio
indicates the more effective working policy of tlenk. So that, higher
utilization of the resources in the bank means goadaging ideas or policy of
the bank.

4.5 Analysis of Saving and Fixed Deposit and Intest Rate

Interest rates are most important in the every sigga amount, So that it is
very much important for the every depositor. Theirgga deposit interest rate
related to the amount of saving deposit. The sadegpsit is a precautionary

deposit.

Fixed deposit is the most important deposit forkblaacause its amount should

be invests in different sector by the bank. Thedixdeposit interest rate is
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related to the amount of fixed deposits. At thehhiged deposit rate, many
people want to deposit more money in the formxdédideposits.
Table: 4.12

Interest rate and Deposit

(Rs In Millions)
Year Saving Interest Rate | Fixed Deposit| Interest Rate
Deposit
2063/064 15244.38 2 3196.49 4.75
2064/065 17856.13 3 3301.01 5.5
2065/066 19146.0 2 7101.70 6
2066/067 12430.1 2 9175.07 7.75
2067/068 14058.31 2 9378.47 7.75
Mean(X) 2.2 6.35
S.D (o) 0.45 1.35

Source: Annual Reports of SCBNL from 2063/064 &¥Z1H8

Figure: 4.12
Trend of Interest rate
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Above table and figure shows the deposit and iste@e of SCBNL, interest
rate on saving deposit is in fluctuating trend ottee study period and the

interest rate in fixed deposit is in increasinghtteThe mean value of interest
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on saving deposit is 2.2 and standard deviatio® @4dd interest on fixed
deposit is 6.35 and standard deviation is 1.35 thefive year study period. It

means the variability on interest on fixed depissitigher than saving deposit.

4.6 Credit Disbursement Plan

The total credit is the loan and advance and imvest. Loan is the sum of the
money that will be repay by the borrower. Investimerdefined simply to be

the sacrifice of current consumption for future semption whose future

objective is to increase future wealth. The genpudilic gets attracted to take
loan and advances from the bank if the interestisakower. The bank provides

loan to the general public for different purposks Iindustry, trade, commerce

etc.
Table: 4.13
Credit Position of SCBNL
(Rs In Millions)
Year Loan & Investment Total Credit %
Advance Actual Budgeted | Achievement
2063/064 10502.64 13553.23 24055.87 22057.89 109.05
2064/065 13718.59 13902.82 27621.41 26493.57 104.25
2065/066 13679.76 20236.17 33915.88 33581.49 100.99
2066/067 15956.96 19847.51 35804.47 35987.69 99.49
2067/068 16278.72 20042.8 36321.52 37681.62 96.39
Source: Annual Reports of SCBNL from 2063/064 &y 2158
Figure: 4.13
Trend Loan & Advance, Investment & Total Credit Postion of SCBNL
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The above table and figure shows the overall crgasition of SCBNL. The
components of total credit are loan and advance iamelstment, loan and
advance is in increasing except the year 2065/066alz investment is in also
increasing trend except the year 2066/067. Andaverall position of total
credit is increasing trend over the study periodhke FY 2063/064 the amount
of total investment is Rs. 24055.87 million andrtiibe following yare total
credit increase by 14.82, 5.57 and 1.44 respegtitten previous year. It is

shown in the following year.

Figure: 4.14
Loan Disbursement of SCBNL
B Actual Loan Disbursement Budgeted Loan Disbursement
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The percentage achievement of total credit of SCBNLhigh but the
achievement is decreasing trend each year ovesttity period. The highest
achievement in the fiscal year 2063/064 and thee&twn 2067/068 i. e.
109.05% & 96.39% respectively.

4.7 Investment Pattern of SCBNL

Investment usually means the sacrifice of the cuinn@oney for future money.
The sacrifice takes place in the present and tiwarcecomes later, if at all, and
the magnitude is generally uncertain. However, §hee (2002) describes
investment as utilization of saving for somethihgttis expected to produce

profit or benefits. Investment is employment ofdarto achieve added income
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or growth in value. It involves the commitment asources put off from
current consumption with hope of capitalizing sobmenefits in future. It
includes both real asset and financial asset .Resdt investment denotes the
tangible assets like building, land, machinerytdacand the like. On the other
hand, financial asset investment indicates papmgnesenting an indirect claim
to real asset held by someone else. .Neverthelesisasset is less liquid than

financial asset.

“Investment is any vehicle into which funds canpteced with the expectation
that will preserve or increase in value and geeerabsitive returns” (Gitman
& Joehnk,1990:265).

“Investment is the current commitment of fundsdqoeriod of time to derive a
future flow of funds that will compensate the inweg unit for the time funds
are committed, for the expected rate of inflatiamd also for uncertainty
involved in the future flow of the funtisFrank & Reilly, 1972:299).

The above definitions infer that an investment e tallocation and
mobilization of funds for a certain time periodaoquire some extra benefit or

extra attachment with mobilized fund.
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Table: 4

14

Investment Pattern of SCBNL

(Rs In Millions)

Sector 2063/064 2064/065| 2065/066| 2066/067| 2067/068
Nepal Govt. T-bills 7210.5| 5995.10 7157.73 9050/99878.57
Nepal Govt. Saving Bonds 1296.54 1046.07 91715 .1%l7 648.15
Nepal Govt. Other Securities 128.883 66.76 62.73 6380, 4.79
Local licensed Institutions - - - 250.61 380.0
Foreign Banks 4190.34 4603.35 5675.04 9895.71 10844
Corporate Share 15.34 44.94 106.04 106.93 106.93
Corporate Debentures & Bonds - - 8.49 8.5 -
Total Investment 12841.55 13556.23| 13927.2| 20260.5 19871.89
Less: Provisions 3.00 3.00 24.37 24.38 24.37
Net Investments 12838.5% 13553.23| 13902.82| 20236.12| 19847.51

Source: Annual Reports of SCBNL from 2063/064 &¥A1H8
Figure: 4.15
Trend of Total Investment of SCBNL
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Above table 4.14 and figure shows the investmettepaof SCBNL, the major
sector of investment are Nepal Govt. T-bills, Ne@alvt. Saving Bonds, and
Nepal Govt. Other Securities, Local licensed Iostins, Foreign Banks,
Corporate Share, and Corporate Debentures & Borus.SCBNL invest the
high amount in the Nepal govt. treasury bills ircleayear except the year
2066/067, it is risk free assets for investment irtvestment trend in treasure
bills is in fluctuating trend over the study peridde amount of investment in
each year is Rs. 7210.5, 59995.10, 7157.73, 90508B8.57 respectively in

each year respectively.

The second highest investment sector of SCBNL iigoa banks, the
amounted invested by SCBNL in foreign banks are /R€90.34, 4603.35,
5675.04, 9895.71, 10844.95 million respectivelyesch year. The trend of

investment in foreign bank is in increasing eacérye

The third investment sector is Nepal governmeningglbonds which holds Rs.
1296.54, 1046.07, 917.15, 917.15, 648.15 millioohegear respectively. The

trend of investment is in fluctuating over the styperiod.

Investment in the corporate share is in increatiegd over the study period
and the investment in the corporate bond is ongyftecal year 2056/066 &
2066/067. Investment in Nepal government other ré#esI is decreasing over
the study period and other sector investment aiftugtuating trend over the
study period. The total investment of SCBNL is merieasing trend over the
study period except the year 2067/068.

4.8 Profitability Analysis of SCBNL

The “bottom line” in a company’s income statemesitits net income or
reported profits. This figure is the basis for demds and it is used to
determine bonuses. Financial statements report droth firm’s position at a
point in time and on its operations over some pasiod. However, the real

value of financial statements lies in the fact thay can be used to help
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predict the firm’s future earnings and dividendsedtcting the future is what
financial statement analysis is all about. An asialyof the firm’s ratios is

generally the first step in a financial analysissthows relationship between
financial statement accounts. Generally, ratio ysigalis helpful in financial

forecasting and planning effective control of thesiness, communicates the
strength and financial standing of the firm to thkated parties for comparison
of a particular firm progress and performance fecision making. There are
various ratios helps to measure the profitabilitfe@iveness of banks. They

are as follows.

4.8.1 Net Profit Margin Ratio (NPMR)
NPMR shows the ratio between NP and sales or tet@nue of bank. Higher
the NPMRindicate the highest overall efficiency of business

Table: 4.15

Net Profit Margin Ratio (Rs. In millions)

Vear Sales or Total NP NPMR
Revenue

2063/064 1968.8 491.84 24.98
2064/065 2166.54 635.88 29.35
2065/066 2626.5 752.84 28.66
2066/067 3418.87 508.77 14.88
2067/068 4676.5 893.11 19.09

Average 23.39

SD 6.26

Source: Annual Reports of SCBNL from 2063/064 &y 2158
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Figure: 4.16

Net Profit Margin Ratio (Rs. In millions)
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From above table, the highest profit earn by Hiryaabank in FY 2067/68
which is Rs.893.11 million i.e. 19.09% of the totales or total revenue.
However, the higher NPMR ratio is 29.35% in the ZE¥64/065. The average
ratio is 23.39 % and the standard deviation is%.Zbhis ratio is in fluctuating

trend over the study period.

4.8.2 Return on Total Assets Ratio

Return on total assets ratio shows the ratio betw#e and TA of the bank. TA

includes fixed assets,c ash balance, loan andobithase, etc. TA can be
obtaining from balance sheet of the company. Higdferto TA ratio shows the

better performance of the bank.

Table: 4.16
Return on Total Assets Ratio (Rs. In millions)

Year Total Assets NP ROTA (%)
2063/064 33519.1 491.84 1.47
2064/065 36175.5 635.88 1.76
2065/066 39330.1 752.84 1.91
2066/067 42717.1 508.77 1.19
2067/068 46736.2 893.11 1.91

Average 1.65
SD 0.31
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Figure: 4.17

Return on Total Assets Ratio (Rs. In millions)
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From above table 4.16 and figure 4.17 the high€tRratio is 1.91% in the
FY 2065/066 & 2067/68 66/067. The average ratith.856% and the standard

deviation is 0.31%. The ratio is increasing tremxtept the fiscal year

2066/067.

4.8.3 Return on Equity (ROTE)
This ratio measure how prudently the managemeneimgsoyed shareholder’s

fund keeping the interest of shareholders and magitheir net worth. It is the

measurement of the rate of return available tdo#rk’'s shareholders.

Table: 4.17

Return on Total Equity Ratio (Rs. In millions)

Year Equity NP ROTE (%)
2063/064 2146.5 491.84 22.91
2064/065 2512.99 635.88 25.30
2065/066 3119.87 752.84 24.13
2066/067 3439.2 508.77 14.79
2067/068 3995.47 893.11 22.35

Average 21.90
SD 4.13

Source: Annual Reports of SCBNL from 2063/064 &y 2158
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Figure: 4.18
Return on Total Equity Ratio
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The above tabld.15 shows that the return on total equity ratimidecreasing
trend except the fiscal year 2064/065. The average is 21.90% and tr

standard deviation is 4.13% respectiv

4.8.40perating Efficiency Ratio

This ratio shows the relation betwecoperating income and operati
expenses. Lower ratio is shows the better perfocemaof the compan
Operating income includes interest income and otpmrating income ar

operating expenses includes interest expenses,onatrsexpenses ar

administratie expense

Table: 4.18

Operating Efficiency Ratio (Rs. In millions)

Year Total Operating Total Operating Ratio (%)
Income Expenses

2063/064 1968.8 1381.2 70.15
2064/065 2166.54 1460.28 67.40
2065/066 2626.5 1694.07 64.50
2066/067 3418.87 2406.51 70.39
2067/068 4676.5 3514.6 75.15
Average 69.52

SD 3.96

Source: Annual Reports of SCBNL from 2063/064 &Y Ab¢
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Fiscal: 4.19
Operating Efficiency Ratio

76 A
74 A
72 A

70 A
68
©6 1 M Ratio (%)
64 -
62
60 -

58

2063/064 2064/065 2065/066 2066/067 2067/068

Fiscal Year

The above tabland figureshows that the operating ratio of the compan
decreasing up tthe fiscal year 2075/066 after that it is incregsifhe highes
ratio of the bank is 75.15% in the fiscal year 2068 and that of lowest
64.50% In the fiscal year 2065/066. The average K@dtthe bank is 69.52¢

and the standard deviation is 3.9¢.

4.9 Cash Flow Analysit
Cash flow planning or cash budget is not an expbnsiget, but it is a plan «
cash flows. It provides relevant information abthg cash receipts and ce
payments of enterprises during a period. Infornma@tout enterprisesash
flows is useful in assessing its liquidity, finaalcflexibility, profitability and
risk. Planning of cash flow indicate

* The need for financing probable cash def

* The need of investment planning to put excess ftagbrofitable use

Cash budget is prepared with the help of othemfired budget such a

sales plan, account receivable and expenditurediL
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The major sources of cash flows of SCBNL is thdewblon of deposit from

the customers and the other source are income inbenest, income from

exchange money, income by issuing shares, loanveztérom other places.

The main place of cash outflows is the capital exitere, administrative

expenses, interest payment of loan, loan reimbuwegnadvance to the staff

and inventory.

Table: 4.19
Cash Flow Statement
(Rs In Millions)
Particular 2063/66 2064/65 2065/66 2066/67 2067/68
A. Cash flow from operating (167783.13) 685629.30| 553040.41 1011471,5993846.24
activities
B. Cash flow from investing (31515.21)| (171057.41)293874.70) (159579.98) (113653.61
activities
C. Cash flow from financing 282089.0 | (42522.44 35428.38 40495110 -
activities
D. Income/loss from change in - (1893.20) 9889.35 9750.94 568144
exchange rate in cash and bank
balance
E. Current year's cash flow from al| 82790.66 | 470156.2% 304483.45 1266593.@&D6931.70
activities
F. Opening balance of cash and bank 731133.28 &1392 1284080.191500055.50 2766649.12
G. Closing balance of cash and bank  813923.94 BIB40| 1588563.63 2766649.12 2459717.42

Source: Annual reports of SCBNL FY 2063/644 to 2687

From above cash flow statement we can say thatldseng balance of cash

and bank is positive every year and it is increasavery year except Fy

2067/68. Cash flow from operating activities, whaltows the strong or weak

position of organization, is positive in Fy 2064/862066/67. However, in Fy

2063/64 and 2067/68 it is in negative figure whictlicates the weak position

of SCBNL.
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4.10 Correlation Analysis

To find out the correlation between two continumasiables, Karl Pearson’s
co-efficient of correlation (r) is used. One of thery convenient and useful
way of interpreting the value of coefficient of calation (r) between the two
variables is coefficient of determination, whichdesnoted by r2. It explains the

total variation in dependent variable is explaibgdndependent variable.

The significance of coefficient of correlation (s) tested with the help of ‘t
test. If calculated ‘t’ is less than or equal tbukated value of ‘t’ it falls in the
accepted region and null hypothesis is acceptett’ as not significant, if

calculated ‘t’ is greater than tabulated ‘' nuljgothesis is rejected or ‘r' is

significant of correlation in the population.

4.10.1 Correlation between Total Operating Expense& Profit

Coefficient of correlation measures the degree edditionship between two

variables, Total Cost (TC) & Profit (P). TC is inmendent variableX() and P

Is dependent variableX{). The purpose of computing is to find out the

relationship between TC and P is going to sametilme or opposite direction.
Table: 4.20

Relationship between Total Operating Expenses & NeRrofit

Factor Value
Correlation (r) 0.634
Coefficient of Determination (r?) 0.402
Calculated ‘t’ Value 1.42
Tabulated ‘t’ Value 2.201
Remarks Insignificant

Source: Appendix-I

The above table describes the relationship betWedal Operating Expenses
and net profit during the period of study. The ¢ioednt of correlation (r)
between Total Operating Expensasd net profit is 0.634. This figure shows

the positive association between total cost and pmefit. It means Total
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Operating Expenses and net profit both move towaatse direction. The
coefficient of determination {ris 0.402. It shows that 40.20% of the variation
in the dependent variable (i.e. net profit) is expéd by the independent
variable (i.e. Total Operating Expenses). The dated value of ‘t’ is less than
the tabulated value of ‘t’" (i.e. 1.4& 2.201) thereforaru value of ‘r' is
insignificant. It reveals that there is insigniintaelationship between the Total

Operating Expenses and net profit

4.10.2 Correlation between Total Assets & Net Prif

Coefficient of correlation measures the degree edditionship between two
variables, Total Asset& Profit. Total Assetds independent variabl&{) and
Profit is dependent variabl&{). The purpose of computing is to find out the
relationship between Total Asseasid Profit is going to same direction or

opposite direction.

Table: 4.21
Relationship between Total Assets & Net Profit

Factor Value
Correlation (r) 0.6435
Coefficient of Determination (r?) 0.4141
Calculated ‘t’ Value 1.45
Tabulated ‘t’ Value 2.201
Remarks Insignificant

Source: Appendix-I

From the Table-4.18, the values of coefficient ofrelation (r) of SCBNL is

0.6435 which shows that there is positive correfatbetween sales or total
revenue and net profit. The value of coefficiendetermination (r?) is 0.4141
it shows tha 41.41% of the total variation in degmmt variable (Net Profit) is
explained by independent variable (Sales or t@akémue). The calculated ‘t’
value of SCBNL is less than the tabulated valueli.45 < 2.201 therefore, it
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reveals that the relationship between sales ot teteenue and net profit is

insignificant.

4.11 Major Findings

The total income from interest is Rs. Rs.1775.68Yn063/64 and Rs.
4318.13 in FY 2067/068. the total income is inshe@ trend the
practiced followed by bank is appropriate tteaows the high
correlation between interest income and loan alhgdxichased.

The discount & commission is increasing trend ofeach fiscal year
except the fiscal year 2066/067.

The sundry income in FY 063/64 is Rs. 40.34 milline next year
064/65 it increase Rs 62.11 and again it decreaf65%/66 is Rs 46.34
then 066/67 it is increase Rs. 112.34 and in the 2067/068 it is

increase Rs. 120.51.Foregin gain is in fluctuatiegd.

The charges earn these five years are in fluctyatend. As insecurity
increase in the country, many people depend onsolmakers for safety
of valuable property.

The total interest expenses are in increasing theride every year. It
shows that the expenses is Rs. 273.47, 307.54986@14.99 and
517.56 million in the fiscal year 2063/064, 2064062065/066,

2066/067 and 2067/068 respectively.

Operating expenses are in increasing trend eveay. yEhe net profit

margin ratio is in fluctuating trend over the stuagriod. The average
ratio is 23.39 % and the standard deviation is%.26

The average return on total assets ratio is 1.65% the standard
deviation is 0.31%. The ratio is increasing tremdept the fiscal year
2066/067.

Return on total equity ratio is in decreasing tremdept the fiscal year
2064/065 and average ratio is 21.90% and the stdndeviation is

4.13% respectively
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Operating ratio of the company is decreasing upht® fiscal year
2065/066 after that it is increasing. The averag@ rof the bank is
69.52% and the standard deviation is 3.967%.

The percentage achievement of total credit of SCB&Nhigh but the
achievement is decreasing trend each year ovesttltyy period. The
highest achievement in the fiscal year 2063/064 #rel lowest in
2067/068 i. e. 109.05% & 96.39% respectively.

There is positive correlation between Total Assetd net profit. The
value of coefficient of determination shows that44®6 of the total
variation in dependent variable (Net Profit) is kexped by independent
variable (Total Assets). The relationship betwealesand net profit is
insignificant.

The components of total credit are loan and advamzk investment,
loan and advance is in increasing except the y@ab6/P66 and the
investment is in also increasing trend except ta Y066/067.

The interest bearing deposit of SCBNL is in inchegdrend over the
study period except the FY 066/067. In 066/67 theerest bearing
deposit decrease by 13.87% than previous year.

The non-interest bearing deposit of SCBNL is insechy 25.91% in the
FY 063/064 and decrease by 9.71% in the year 2665#0ter that the
notable increase of 68.92% in the FY 2066/067 ald8P6 in
2067/068.

Current deposit to total deposit ratio is in fluating trend the highest
CD to TD ratio is 27.65% in FY 2066/067 and the ésivratio is
16.33% in the FY 2065/066.

The saving deposit to total deposit ratio is inrdasing trend, the
highest SD to TD ratio is 61.85% in FY 2063/64 #nel lowest ratio is
35.20% in FY 2066/067.
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The fixed deposit to total deposit ratio is in twating trend over the
study period. The highest FD to TD ratio is 25.98%he FY 2066/067

and the lowest ratio is 11.10% in the FY 2064/065.

The higher amount of deposit of this bank than itreddue to the

constriction of this bank in deposit collectiondrést rate on saving
deposit is in fluctuating trend over the study pédrand the interest rate
in fixed deposit is in increasing trend.

The mean value of interest on saving deposit is @@ standard

deviation 0.45 and interest on fixed deposit is56ahd standard
deviation is 1.35 over the five year study peribde major sectors of
investment are Nepal Govt. T-bills, Nepal Govt. iBgvBonds, and

Nepal Govt. Other Securities, Local licensed Insitins, Foreign

Banks, Corporate Share, and Corporate Debentuigsniis.

The second highest investment sector of SCBNL iisign banks, the

amount invested by SCBNL in foreign banks are R90434, 4603.35,

5675.04, 9895.71, 10844.95 million respectivelgath year.

The third investment sector is Nepal governmeningatonds, which

holds Rs. 1296.54, 1046.07, 917.15, 917.15, 64&ilfon each year

respectively. The trend of investment is in flu¢tog over the study

period.
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CHAPTER-V
SUMMARY, CONCLUSIONS & RECOMMENDRATIONS

This is the final chapter of this research studpjciwv has been divided into
summary, conclusion and recommendations. In thaépter, we examine the
processed data to come into new concluding upoPE@ analysis of SCBNL.
It also aims to give forth some suggestion that tnines helpful for further

enhancement of the operation of SCBNL. Every bissirm@aganization set up
with certain objective of providing services to pkp and earns profit as
income whether that is productive or non- prodwtiBut it is not a joke to

fulfill that objective easily in this competitive oMld of business. As
globalization take place it became tougher to sustamarket. So, they not
only just try and see the result also do hard vemd provide many facilities to
secure from loss. Hence they need to think abdutdicourse of action in such

a way so hat they can accomplish their businessctbgs.

5.1 Summary

In order to make profit it is necessary to checkiless capacity, activities,
utilization of resources and if there is any partréduce cast because little
reduction in expenses can make profit in incomendde profit planning tools
helps to assist in analyzing the situation. Theesfgroper planning &
controlling is important to survive & lead the coamy successfully.
Organization cannot achieve its goal without propplanning and

implementation.

Nepal still belongs to the groups of the least tgwaent country. Due to
recession, the economic growth is not increasimgjiti€al instability, strikes,

bandas, shortage of fuel, food, raw material, inggcof public, higher rate of
transportation, power cut of electricity, labor diikhigher rate of wages etc

largely impact negatively in the developmerit industries, banks etc. In
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this time of insurgency, it is very hard to rutasiness and cope with these
types of challenges.

The prosperity of every developing country can obky ensured by its
economic growth. The role of commercial banks melsonomic growth of the
nation can be fairly estimated to be very prominddy mobilizing the

scattered idle resources, commercial banks poduime in a sizable volume in
order to feed to the fund requirement of producteetor of the economy.
Such investments in the productive sector promateéet and industrialization
in the country thereby raising the employment oppuoties and earning to the
labours and materials and service providers to sudiistries and trades which
as a chain effect, promotes saving in the banksmaoe saving for further
investment. In this way, as the chain moves rollarg the economy of the
nation also grows. To remain as the major contirigutactor to the growth of
the nation’s economy, the banks also have to has&aisable existence and
growth of themselves. For the suitable existenackgowth of a bank, it must

ensure reasonable profitability.

As the banks are formed as joint stock companiesmpted by shareholders
investment, it must give reasonable return on thadfof the shareholders.
Further by the profit mad by the bank, it may cletisincrease its capital base
to make it stronger and more sustainable for faeimg future threat that may
come up. A profit earning organization can betésrdf to their employees, there
by enhancing the morale of the employees and ntetithem for better
performances.

Therefore, profit for commercial organizations heeen defined as the life-

blood for them. A commercial bank also, being a swrctial institution has to

plan for the reasonable profit earnings. Profitnplag is the planning of

activities in such way that it helps in increasiig income at a minimum

possible cost or at optimum cost. PPC can be usedfactive remedy for the

organization running in loss and maintain same igh Hevel profit. It is
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combination of various financial and physical tegaes, which not only helps
on increasing profit but also to reduce unnecessasyand utilize the expenses
in the best manner. This study aims at examinirg gpplication of profit
planning in a commercial bank, with a specific catady of Standard
Chartered Bank Nepal Limited.

Standard Chartered Bank Nepal Limited is also dnibeleading commercial
banks of Nepal. It is Nepal's largest internatiobahk currently operating in
Nepal since 1987. The Bank has been the epionin introducing
‘customer focused' products and services in theuntcy and aspires to
continue to be a leader in introducing new productglelivering superior
services. It is the first Bank in Nepal that haplemented the Anti-Money
Laundering policy and applied the 'Know Your Cusgsnprocedure on all the

customer accounts.

This study has tried to cover the various aspecggafit planning in the bank
from the time of fiscal year 2063/64 to tkeed of fiscal year 2067/68.
In the first introductory chapter, this study eephas tried to give brief
introduction of banking and its relation to the reomy, brief profile of the
concerned bank, the statement of the problem, tbgeof the study |,

limitation of the study, significance of the stualyd organization of the study.

During the research works, an extensive reviewasfous literatures, books,
past thesis, journals have been made and interaé¢rims from relevant
websites were also consulted. The work was compired “review of

literature” chapter.

Research methodology followed for this researchkwermentioned in the
chapter three entitled as “Research MethodologiKewise, Data relating to
various activities of the bank has been collecig@sented in tabular and
various diagram form and are tired to be intergtdate the study report in

logical ways. Data are then analyzed applying werifnancial, mathematical
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and statistical tools have been listed in a systienmaanner. All these works
are compiled in the fourth chapter titled as “DRtasentation and Analysis” of

the study.

Finally, the summary and the recommendation areenfad this study is
hereby being presented in this chapter five tidledSummary, Conclusion and
Recommendation”

5.2 Conclusions

Economical development plays the significant raye the countries overall

development. In the Nepalese prospective sinceeskeblishment of financial
institution have played progressive role for theremmical development of the
country. So far commercial banks have been proweg@rime movers of the
economical development in Nepalese scenario. Bud dgveloping country

Nepal need to strengthen its economical structaredhieve rapid overall

development due to the problems of fund nmddilon and investment.
Similarly, Nepalese banks are still stuck to tiadial approaches for fund
utilization and management. Studying the availatd&, it can be concluded
that major concentration of resource mobilizatioh tlke bank is deposit

collection. Deposit collection of the bank is saitsorily good but mobilization

of resources other than deposit is not good. Likewinterest income is the
main contributor of the income sources and inteexgtenses are the major
portion of the expenses. Cost of deposit of thekbarfound to be increasing
trend. Other expenses other than operating expemses increasing trend
every year. Other source of income other than atieme is also increasing
trend. Interest spread is to be increasing tremth gaar and net profit of the
bank was increasing trend over the study periodstMbthe correlation shows
positive correlation. SCBNL is able to maintain peo coordination between

goals, objective and strategies. There is proppglicgtion of PPC system.
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The total income from interest is Rs. Rs.1775.6BYn063/64, Rs.1963.68 and
Rs. 4318.13 in FY 2067/068. The total income frastount and commission
are 192.23 and 350.35 million for the FY 2063/062@57/068 respectively.
The sundry income in FY 063/64 is Rs. 40.34 anthen FY 2067/068 it is
ncrease Rs. 120.51 million. Forex gain is in flating trend. The total interest
expenses are in increasing trend. In the FY 063/&lRs767.41 and in the FY
2067/068, it has Rs. 2424.8 million. The net profargin ratio is in fluctuating
trend over the study period. The average ratio3s82 % and the standard
deviation is 6.26%. The average return on tota¢tassatio is 1.65% and the

standard deviation is 0.31%.

The ratio is increasing trend except the fiscalry&266/067. Return on total
equity average ratio is 21.90% and the standardiaten is 4.13%

respectively. Correlation analysis shows that tbsitfve relationship between
Total Operating Expenses and net profit and tatgesand net profit. The
relationship between sales and net profit is infgant. The highest FD to TD
ratio is 25.98% in the FY 2066/067 and the lowesioris 11.10% in the FY
2064/065.

5.3 Recommendations

After studying the financial position of the bankdaanalyzing the available
data the followings suggestions are recommendedmiarove the profit
planning system of the bank.

* The bank should give continuity in providing botbnceptual and
practical training to the staff to enhance theiowkftedge, skill and
competency level.

* The Standard Chartered Bank Nepal Limited shoulldviothe process
of profit plan to increase its efficiency and tarease its profitability
position. Making profit plan means making furthdarp for income,
expenses and profit etc. This will help the bankirtorease profit,
income and reduce expenses.
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The bank should reduce its expenses (such as shtexpenses, staff
expenses, provision for doubtful debt). These egpsrare increasing
yearly which is not favorable for the bank.

The bank should make effort to collect non intelkesdring deposit. The
bank should make effort to utilize the availableo@rces effectively and
implement cost effectiveness technique to cedoperating
expenses.

It should utilize effectively its human resources reduce its staff
expenses. Decrease in expenses will increase ot @i the bank.The
bank should increase its interest income as wetiomsinterest income.
The bank should mobilize its fund properly to irase income.
Investment is the safe sector to utilize the fuhdoes not increase any
losses. The bank should increase investment aetwaind should invest
in profitable sectors. The bank should invest odusirial sector and
hydropower sector, which really helps to develapriation.

This study carries a lot of limitation. So, a m@@mprehensive study
need to be carried from the concerned authoritied the further
researches to reach a more authentic conclusiantihgpthe picture of
the banks.
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