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CHAPTER 1
INTRODUCTION

1.1 Background of the Study

After the introduction of democracy in year the @BLS., the promulgations of various
economic liberalization policies by the governmiendifferent time provided flexibility
to the growth of the financial institutions sindethe economic liberalization policy of
the Government has encouraged the establishmergrandh of financial institutions. In
Nepal, different types of financial institutionschuas commercial banks, development

banks, financial institution and co-operativesiareperation.

Financial institutions can be considered as onghef major tools for the economic
growth of a country. The development process ajumtry involves the mobilization and
development of resources. Development of trade,neere and industry are the prime
requisite for the attainment of the economic, jpmdit and social goals. To fulfill the
purpose of planning, financial functions more oftemnminate the other functions. “There
is always lack of finance in underdeveloped econdragause natural resources are
underutilized in productive sectors. Similarly, emdloped countries are not deficient in
land, water, mineral, forest or power resourcesyugi they may be unused.” So in these
countries for the rapid development of the econattmgte should be proper mobilization

of resources.

Due to various difficulties or even ignorance o feople, such resources have not been
properly utilized. Hoarding could be one of thesmas for this. So, banks and other
financial institutions play a vital role to encogeathrift and discourage hoardings by
mobilizing resources and removing the habit of Hoay. They pursue rapid economic
growth, developing the banking habit among the feomllecting the small-scattered
resources in one bulk and utilizing them in furtipeoductive purposes and rendering

other valuable services to the country.

Nepal Rastra Bank Ltd. was established with anablvge of supervising, protecting and

directing the functions of commercial banking atis. Consequently, another
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commercial bank fully owned by the government, RgstBanijya Bank was established
in 2022 B.S. under the Banijya Bank Act 2021 Bi$.the fiscal year 2039/40, new
banking policy was introduced for the establishnmedmtew banks with joint venture with
foreign banks. Its objective was to create heaftbynpetitive banking market and to
provide reasonable banking facilities to the peoplee establishment of joint venture
banks started a new horizon to the financial seotothe country. Nepal Arab Bank
Limited (NABIL) is the first joint venture commeasdi bank incorporated in 2041 B.S. In
2043 B.S. the second joint venture bank, Nepal dnda Bank Ltd (currently Nepal
Investment Bank Limited) was established. In thmeayear, Nepal Grindlays Bank
Limited (currently Standard Chartered Bank Nepahitéd) in the form of JVB was also
established. But most JVBs came into existence dffte initiation of government's
policy of economic liberalization and privatizatiom 2049 B.S. Himalayan Bank Ltd
(2049), Nepal NABIL Bank Ltd (2050), Nepal BangladeBank Ltd (2051), Everest
Bank Ltd (2051) and Bank of Kathmandu (2052) cante existence in chronological

order. Under favorable environment, various otlarks were established thereafter.

Banking is a crucial part of national economy andhannel to mobilize economy’s
financial resources and extension of credit to bthesiness or service enterprises.
Commercial banks are the life blood of the finahsigstem. They hold the deposits of
individuals, government establishment and busingsts. They make funds available
through their lending and investing activities tordowers, individuals, business firms
and government establishments. In doing so, thsistaboth the flow of goods and
services from the producers to consumers and tiaadial activities of the government.
Proper financial decision making is extremely intpot in banking transaction for its
efficiency and profitability. Most of the financidkecisions of a bank are concerned with
current assets and current liabilities. Workingizpnanagement decision is one among
various other financial decisions. The working talpmanagement of a bank is different
from other types of business enterprises. It alseds to fulfill the requirement of
working capital of other type of business entermarlsalso needs to efficiently manage its
own working capital. Investment in working capitdlother business enterprises is a part
of current assets of bank’s working capital andod#p and short-term borrowings can be

considered as a part of current liabilities.
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Working capital management is concerned with atlisiens and acts that influence the
determination of appropriate level of current assmtd their efficient use as well as
choice of method of financing them, keeping in viefliquidity. If a company’s current

assets do not exceed its current liabilities, titemay run into trouble paying back
creditors in the short term. The worst-case scenarit will lose the image as well as

trust of the public.

It also suggests the investors an idea of the coypainderlying operational efficiency.
Money that is tied up in the inventory or moneytttiastomers still owe to the company
cannot be used to pay off any of the company’sgatibns. So, if a company is not
operating in the most efficient manner, it will shap as an increase in the working
capital. This can be seen by comparing the workimgjtal from one period to another:
slow connection may signal an underlying problerthim company’s operations. No area
of business is intimately related to its other ares the area of working capital
management. Working capital policies affect manrggtipersonnel, production and other
functions. Almost every activity of business or giling that happens in the business is
related to working capital decision.

Working capital is a financial metric which repreteoperating liquidity available to a
business, organization, or other entity, includgayernmental entity. Along with fixed

assets such as plant and equipment, working capitebnsidered a part of operating
capital. Net working capital is calculated as caotrassets minus current liabilities. It is
derivation of working capital that is commonly usedvaluation techniques such as
discounted cash flows. If current assets are leas turrent liabilities, an entity has a

working capital deficiency, also called a workirapial deficit.

Net Working Capital = Current Assets - Current Liabilities

Net Operating Working Capital = Current Assets - Non Interest bearing Current
Liabilities

Equity Working Capital = Current Assets - Current Liabilitiesong Term Debt

A company can be capable with assets and profitabilit short of liquidity if its assets

cannot readily be converted into cash. Positivekimgrcapital is required to ensure that a



firm is able to continue its operations and thahas sufficient funds to satisfy both
maturing short term debt and upcoming operationgderses. The management of

working capital involves managing inventories, agus receivables, payable and cash.

Decisions relating to working capital and shortrtdmancing are referred to as working
capital management. These involve managing theioethip between a firm’s short
term assets and its short term liabilities. Thel gdavorking capital management is to
ensure that the firm is able to continue its openstand that it has sufficient cash flow to

satisfy both maturing short term debt and upconoipgrational expenses.

By definition, working capital management entailsord term decisions- generally,
relating to the next one year period-which is reil#e. These decisions are therefore not
taken on the same basis as capital investmentidesisather they are based on cash
flows or profitability.

* One measure of cash flow is provided by the caskamsion cycle, the net number of
days from the outlay of cash for raw material t@ereing payment from the
customer. As a management tool, this metric makpscg the inter relatedness of
decisions relating to investors, accounts recee/anld payable, cash. Because this
number effectively corresponds to the time thaffittme’s cash is tied up in operations
and unavailable for other activities, managemenegaly aims at a low net count.

* In this context, the most useful measure of prbiiiig is return on capital. The result
is shown as a percentage, determined by dividilgyaat income for the 12 months
by capital employed. Firm value is enhances whehifathe return on capital which
results from working capital management, exceedsctist of capital, which results
from capital investment decisions as above. Returcapital measures are therefore
useful as a management tool, in that they link tskemm policy with long term
decision making.

* Another factor affecting working capital managemisntredit policy of the firm. It
includes buying of raw material and selling of $iled goods either in cash or on
credit.

Guided by the above criteria, management will useombination of policies and

technique for the management of working capitalesehpolicies aim at managing the
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current assets and short term financing, suchctisdt flows and returns are acceptable.

» Cash management, identifies the cash balance vafimivs for the business to meet
day to day expenses, but reduces cash holding costs

* Inventory management, identifies the level of ireey which allows for
uninterrupted production but reduces the investnremaw materials and minimizes
reordering costs and hence increases cash flowidé&egshis the lead times in
production should be lowered to reduce work in peeg and similarly the finished
goods should be kept on as low level as possitéeaa over production.

» Debtor's management identifies the appropriateityaalicy i.e. credit terms which
will attract customers, such that any impact orhclew and the cash conversion
cycle will be offset by increased revenue and heatiegn on capital.

» Short term financing, identifies the appropriateirse of financing, given the cash
conversion cycle, the inventory is deadly finanbgdcredit granted by the supplier
however it may be necessary to utilize a bank loano convert debtors to cash
through.

The insufficient management of working capital ehd to loss of profit in short run but
it will ultimately lead to the downfall of the empise in long run. A deeper

understanding of the importance of working capitat lead not only to material savings
in the economical use of capital but can also agséurther the ultimate aim of business.
An excessive investment in working capital will lemthe rate of return while inadequate
investment will hamper the solvency position andwgh, thereby affecting the smooth

operation of the business.

Positive working capital means that the companyalide to pay off its short-term
liabilities. Negative working capital means thatampany currently is unable to meet its
short-term liabilities with its current assets (tasccount receivable and inventory).
Generally speaking, companies with higher amouritsvorking capital are better
positioned for success. They have the liquid assetded to expand their business

operations as desired.

Working capital is among the many important thitiggt contribute to the success of a

business. Without it, a business may cease toibkmgptroperly or at all. Not only does a
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lack of working capital render a company unableudd and grow, but it may also leave
a company with too little cash to pay its shortresbligations. Simply put, a company
with a very low amount of working capital may berigk of running out of money and

may even be forced toward bankruptcy.

1.2 Statement of the Problems

In most of the enterprises the management of wgrkapital has been misunderstood as
the management of money rather that it's efficiatiization. The management of
working capital is synonymous to the managemerghtort term liquidity. It has been
regarded as one of the conditioning factor in theiglon making issues, it is no doubt,
very difficult to point as to how much working cegliis needed by a particular business
organization. An organization, which is not willing take more financial risks, can go
for more short term liquidity. The more of shortnteliquidity means more of current
assets and less of current liabilities. The lesseat liabilities implies less short term
financing heading to the lower returns resultiranirthe use of more high cost long term
financing. So it is very essential to analyze and but problems and its solution to make

efficient use of funds for minimizing the risk afdls to attain profit objective.

Joint venture banks like Nabil Bank Ltd and Nepaldstment Bank Ltd are playing an
important role in the economic development of thartry. Wrong decision on working
capital management of these two commercial banksonly affects the liquidity and

profitability of the bank but also economy and hagksystem of the country. So, it is
very essential to analyze and find out problem idolution to make efficient use of

funds for minimizing the risk of loss to attain fit@bjective.

As mentioned above, following are the major prolddirat have been identified for the

purpose of this study:

* Is the working capital properly managed in NABILdaNIBL?

* How are the Assets and Liabilities managed?

* What lending pattern of loan and advances and akestment will be profitable?

* What components of working capital affect the opegaincome of NABIL and
NIBL?



1.3 Objectives of the study
The main objective of this study is to highlightdaaxamine the management of working
capital of Nabil Bank Ltd and Nepal Investment Ban#. The specific objective of this

study is as follows:

* To analyze the profitability condition of the bank.
* To evaluate the utilization of Working Capital.

» To identify the major aspects for balancing thekirgg capital.

1.4 Significance of the study

This study can be helpful for the management of INHBd NABIL to adopt appropriate
working capital position and to make sound strategiyhe future. This study can further
be helpful to carry out further research studyha same field. This study will diagnose
the relationship of working capital managementhe éfficiency of the enterprises as a
while. It can also prove to be helpful for the mgexent to improve its efficiency as

well as the probability with proper management ofking capital and its components.

The study might be helpful to make the shareholdesare regarding the working capital
management i.e. liquidity and profitability of théianks. The comparison will help them

identify the productivity of their funds in eachtbiese two banks.

The study might be helpful to go deep into the erattas to why the working capital

management of their banks is better (or worse) thain competitors.

The customers, financing agencies, stock exchaaggstock traders are interested in the
performance of banks and the customers (both depesand debtors) can identify to
which bank they should go. The financial agencess enderstand where there is more
security and stock exchange, stock brokers andk dtaders can find out the relative

worth of their stock of each bank.

The study will be helpful for the Policy makers KGand NRB), while formulating the

policy regarding the commercial banks.

1.5 Limitations of the study
The study has been made for the partial fulfilmehthe requirement for the Masters



Degree in Business Studies (MBS) but not a commsiie study. This study has been
conducted with certain limitations. The time is omiethe factors of limitations. The
scope of the present study has been limited ingeriperiod of study as well as sources

and nature of data. The limitations of this study as follows:

The limitations of this study are as follows:

* This study has been confined to only two of thekimagninstitutions.

* The study is mainly based on secondary data. dioree mostly on the basis of the
published financial documents like balance shestfitpand loss account and other
related journals, magazines and books etc. Retylof the findings depends upon
these data available in these organization web aite other financial magazine.

» The study follows with specific tools such as radigalysis, mean, CV, correlation
and hypothesis.

* The report has taken only 5 year of data for thdyst

* Findings and suggestion may not be applicableherainrelated sectors.

1.6 Organization of the study
This study has been divided in to five chaptersylare as follows:

1. Chapter One: It consists of the introductoryt parich deals with the background of
the study, profile, statement of problems, objextand limitation of the study and

organization of the study.

2. Chapter Two: It deals with the review of litenas relating to concept of working
capital management, types of working capital, wagkcapital policy, determinant of
working capital, need of working capital, financio§working capital, review of books

and review of journals/articles and dissertatidatesl to the study.

3. Chapter Three: Its is related to the researcthadelogy, which deals with research

design, nature and sources of data, populationsantple, period covered, data gather
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procedure and tools of data analysis. For the aiglyarious financial and statistical

tools have been used which are discussed in detass third chapter.

4. Chapter Four: It deals with the presentation amdlysis of relevant data and
information through a definite course of researekigh. The chapter also presents the

results relating to working capital management.

5. Chapter Five: It is concerned with the summadrthe study. Various conclusions are
drawn from the study and recommendations are peaolvitbr improving the future
performance.

Besides these chapters Bibliography and Appendixatso presented at the end of the
research.



CHAPTER 2.
REVIEW OF LITERATURE

2.1 Conceptual Frameworks

The goal of working capital is to manage curresieés and current liabilities of the firm
to keep at satisfactory level. It helps the firmojgerate day to day transaction without
any interruption. If the firm cannot maintain tregisfactory level of working capital, it is
likely to become insolvent and may even be foroedbankruptcy. Working capital
management involves deciding upon the account angbosition of current assets and to

finance the assets, the decisions involves tradmtifeen risk and profitability.

Working capital management practices in Nepalesgaroration provide totally a
different picture. The past trend of many orgamizred had given emphasis in fixed
assets, so they are facing financial problem &l tiilme and result shows the lower
efficiency. The government policy concentrate mamefixed assets have overlooked the
financing of working capital. So in order to credke culture of risk bearing ability
through commercial prudence and professionaliseapect of working capital should
be treated in the same way as fixed capital, wideleiding the structure of the
companies. Short-term financial decision has neeeeived much attention in the

literature of finance. More emphasis had been gtedang tern financial decision.

By analyzing above concept of working capital, vem conclude that all the corporate,
whether public or private, manufacturing or non-ofacturing needs to have adequate
working capital. The consideration level of investrhin current assets should avoid two
danger points: excessive and inadequate investrnirenturrent assets. Excessive
investment in current assets should be avoided iagpairs firm’s profitability, an idle
investment yields nothing. On the other hand, igadé&e investment in working capital
can threaten solvency of the firm, if it fails teeet its current obligations. It should be
realized that working capital needs of the firm hide fluctuating with changing
business activity. So the effective managementarking capital is must for the success

of any organization. To have the adequate healldyeffective working capital, it should
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properly determine, control and review regularlyoMing capital management is the
process of planning and controlling the level and af the current assets of the firm as

well as financing their assets.

It is therefore recognized fact that any mistakelensn management of working capital
can level to adverse effects in business and rettheckquidity, turnover and profitability
and increase the total cost of financing the entp. The skill of working capital
management should be unique as to make efficienbtisunds for minimizing the risk

of loss to attain profit objective.

An efficient working capital management has a digant effect toward the creation of a
firm’s value. It is a fact that financial managerghe firms used to give concentration on
managing long term financial decisions, especiatigpital structure, investment
decisions, company valuation and dividends decssi@mly little attention was given to
managing the short term assets and liabilities,agars began to realize the importance
of investigating those short term assets and itadsl since the working capital
management has an important role for the firmsitatafity and risk and the overall

value of the firm.

There is no doubt about the criticality of thisuisgo firms as holding too much working
capital in inefficient and holding too little is igerous to the organization’s survival.
This study looks at two major financial institut®om Nepal: Nabil Bank Ltd and Nepal
Investment Bank Ltd, to investigate their methofimmanaging their working capital and

identifies how organizations create balance inrtiverking capital,

Working capital, also known as net working capite, a financial metric which
represents operating liquidity available to a besg Along with fixed assets such as
plant and equipment, working capital is considegegart of operating capital. It is
calculated as current assets minus current ligdslitf current assets are less than current
liabilities, an entity has a working capital dedioty, also called a working capital
deficient. Working capital management is simple andtraight forward concept for
ensuring the ability of the organization to func ttifference between the short term
assets and short term liabilities (Harris 2005).rré€ut working capital management

became an important issue to all firms: overallcah minimize companies risk and
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maximize the organization’s good will.

2.1.1 Importance or advantage of adequate working capital

a.

Solvency of the business. Adequate working capital helps in maintaining the
solvency of the business by providing uninterrupiegdroduction.

Goodwill: Sufficient amount of working capital enables amfito make prompt
payments and also helps to build and maintain toelill.

Easy loans: Adequate working capital leads to high solvency eredit standing can
arrange loans from banks and other on easy anddialeoterms.

Cash discounts: Adequate working capital also enables a concermvail cash
discounts on the purchase and hence reduces cost.

Regular supply of raw materials: Sufficient working capital ensures regular supply
of raw material and continuous production.

Regular payment of salaries and other day to day commitments: It leads to the
satisfaction of the employees and raises the marfaies employees, increases their
efficiency, reduces wastage and costs and enhanadsction and profits.

Exploitation of favorable market conditions: If a firm is having adequate working
capital then it can exploit the favorable markehdions such as purchasing its
requirement in bulk when the prices are lower aoldihgs its inventories for higher
prices.

Ability to face crisis: A concern can face the situation during the despoes

Quick and regular return on investments. Sufficient working capital enables a
concern to pay quick and regular of dividends $anwestors and gains confidence of
the investors and can raise more funds in thedutur

High morale: Adequate working capital brings an environment safcurities,
confidence, high morale which results in overdiicgncy in a business.

2.2 Disadvantages of excessive working capital:

a.

b.

Excessive working capital means ideal funds whiammeno profit for the firm and
business cannot earn the required rate of retuits amvestments.
Redundant working capital leads to unnecessaryhpgieg and accumulation of

inventories.
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It may reduce the overall efficiency of the busses

d. If a firm is having excessive working capital thine relations with banks and other
financial institution may not be maintained.

e. Due to lower rate of return in investments, tharealof shares may also fall.

f. The redundant working capital gives rise to spdotddransactions.

2.2.1 Disadvantages of inadequate working capital

Every business needs some amount of working cafite¢ need for working capital
arises due to the time gap between production ealization of cash from sales. There is
an operating cycle involved in sales and realizatdd cash. There are time gaps in
purchase or raw material and production; producéind sales; and realization of cash.

Thus working capital is needed for following purpss

* For the purpose of raw material, components ancespa

* To pay wages and salaries.

* Toincur day to day expenses and overload costs asioffice expenses.

* To meet the selling costs as packing, advertisiog e

» To provide credit facilities to the customer.

* To maintain the inventories of the raw materialrkvio progress, stores and spares of

finished stock.

For studying the need of working capital in busgeme has to study the business under
varying circumstances such as a new concern regaifet of funds to meet its initial
requirements such as promotion and formation basd expenses are called preliminary
expenses and are capitalized. The amount needesofiing capital depends upon the
size of the company and ambitious of its promot@reater the size of the business unit,

generally larger will be the requirements of thekirng capital.

The requirement of the working capital goes oneéasing with the growth and expensing
the business till it gains maturity. At maturityethmount of working capital required is

called normal working capital.

There are other factors also influencing the ndedooking capital in a business.
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2.2.2 Definition of Terms
Before understanding the concept of working capitak very important to understand

the various terms that involved in working capitéére, we are going to some of them:

A. Current Assets:

Current assets are generally defined as cash &med assets that can be converted into
cash within one year or one operating cycle, whiehés longer. As a rule, current assets
can be turned into cash, and used to pay a culigdgility within one year. The five
major items that usually appear under current asselude: cash, marketable securities,
account receivables, inventories and prepaid itétese, in our study we have included:
Cash & Bank Balance, Loan & Advances, Investmedt@ther Assets.

B. Current Liabilities:

Current Liabilities are generally defined as anptdehat must be paid within one year or
one operating cycle whichever is longer. Currerdbllities has also been defined as
obligations whose liquidation is reasonably expeédterequire use of existing resources
properly classified as current assets, or the ioreaf other current liabilities. Typically,
current liabilities appear on the balance sheetiaodide items such as bills payable,
income tax payable and the current portion of deete, in our study we have included:
Borrowings, Deposits, Bills Payable Proposed Dinite Income Tax Liabilities and
Other Liabilities.

C. Quick or Liquid Assets:

An asset that can be converted into cash quicktyaith minimal impact to the price
received. For an asset to be liquid it needs abéshed market with enough participants
to absorb the selling without materially impactihg price of the asset. There also needs
to be a relative ease in the transfer of ownerahigh the movement of the asset. Liquid
assets are generally regarded in the same ligbasts because their prices are relatively
stable when they are sold on the open market. ,Hemr study we have included Cash

and Bank Balance as quick/liquid assets.

2.2.3 Concept of Working Capital
There are two concepts of working capital whichraentioned below:

A. Gross Working Capital
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Kulkarni in his book describes Gross working cdpsienply refers to firm’s investment

on current assets. Current assets are those agselscan be converted into cash with in
an accounting year or operating cycle. It includash, short-term securities, debtors,
bills receivable and stocks. From the managemeint pb view, the gross concept deals
with the problem of managing individual currenteissin day to day operation. The
excessive investment in current assets affectpitbiability, as idle investment yields

noting. Similarly, inadequate investment in currassets makes it difficult to carry out
day-to-day operation of the organization. It alsaldes a firm to plan and control funds

to maximize the return on investment

R.S. Pradhan and K.D. Koirala express their vieaualtoncept of Gross Capital as, “If
all the expenses needed to run the day-to-day tgeraf business such as amount to be
invested in form of cash, finished goods, receigablc are put together it is called
working capital.” Thus, working capital and totalreent assets are synonymous. This

concept is knows as quantitative concept.
Gross Working Capital = Total Current Assets
B. Net Working Capital

Net working capital refers to the difference betweearrent assets and current liabilities.
Current liabilities are those claims of an outsjdenich are expected for payment with in
accounting year; include cash, bills payable antstanding expenses. Net working
capital can be negative or positive. A positivewetking capital will arise when current
assets exceeds current liabilities. A negativewggking capital will occur when current
liabilities are in excess of current assets. Netkig capital can be more useful for

analysis of the tradeoff between profitability arsk.

Now a day, the net concept has overcome to grassepb because the gross concept is
narrow in terms of working capital, as it does maticate the firms’ liquidity correctly
and do not compared with current liabilities. Stifint procurement of funds in business

cannot be made without having current liabilities.

From management point of view, gross working capiteals with the problem of

managing individual current assets in the day-tp-algeration. But for having ling rum
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view of working capital, we have to concentratetib@ net value of current assets. The
gross concept is important to newly establishedpaomes where liabilities have not been
acquired immediately, but the net concept is imgurtfor both newly established and
operating concerns where some amount of currebilitias are maintained for the
payment of different creditors, income taxes, hii#s/able, secured and unsecured loans

etc.

Besides, the gross working capital and net workiagital there is another concept called
“Zero Net Working Capital” in which the firm maintes the balance between sums of
inventories receivable with the amount of accoumygbles. It means account payables
are maintained through inventories and receivablas reduces the need of external

financing

The definition described virtually represents thearacteristics of working capital.

Following are the characteristics of working capita
A. Short Life:

The working capital is characterized by assets wifife of less than one year such as
cash, marketable securities, account receivabtegres life span leads to high volatility

in the level of investment.

B. Nearness to cash or liquidity:

The basis characteristics constitute the first fiedefense against technical solvency.
Cash is the liquid assets having zero conversior 100% conversation rates but for the
inventory and marketable securities two factorsarness to cash or amount of time
required converting assets into cash and priceoamersion must be considered.

C. Lack of synchronization:

Since the enterprises cannot produce on orderaamigiot insist on cash payment, there is
always the problem of synchronization in cash gseand distributions. It is also due to

the level of investments in working capital that affected by the sales volume,

production policies and collection policies.

The basic characteristics of working capital as timeed above indicate that it is term of

capital intended to be kept moving or circulatimgl &s potential for earning comes from

movements. Though the expenditure can be contraledplanned, its income is usually
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subject to random variation and is not controllable

2.2.4 Need for Working Capital

The need for working capital to run day-to-day bess activities cannot be

underestimating. It helps to achieve entire goakth® business to run smoothly and
uninterrupted.

A. The transaction motive

The transaction motive refers to the holding ofhcs meet day-to-day requirement of
the business to run smoothly and in an unintercuptesis.

B. Precautionary motive

The precautionary motive refers to the holding ekt to meet the random and
unforeseen fluctuations in cash flow i.e. unprexht# change in demand and supply,
strikes, unexpected slow down in collection of asdaeceivable.

C. Speculation motive

The speculation motive refers to the desire ofrra fio take advantage of opportunities,
which present themselves at unexpected moment. Gdreynake purchases at favorable

price or reduce price on payment of immediate cggéculative interest rate etc.

2.2.5 Types of Working Capital

There are two types of working capital which arentimaed below:

A. Permanent Working Capital

Permanent working capital refers to that level ofrent assets which is required on
continuous basis over the entire year. Organizatemmot operate its regular operation
and sales functions in the absence of this portibmvorking capital. It includes the
amount of cash, receivable and inventory menticasedurrent assets to carry operations
at any time. Therefore, manager holds certain minimamount of working capital to
ensure uninterrupted production and sales functilois, portion of working capital is
directly related to the firm’s expansion of opevatcapacity.

B. Variable Working Capital

Variable working capital is also known as temporagasonal and fluctuate working
capital. It represents that portion of working ¢abiwhich is required over permanent
working capital. If the nature of production andesaof a firm directly related to

seasonable variation, it should stock extra rawensds; work in process and inventory
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of finished goods. Therefore this portion of woikioapital depends upon the nature of
firm’s production, relation between labor and maeragnt. The following figure clearly
shows about the portion of working capital. It filras sound management of this portion

of working capital; it can easily win the other gostitor in the cutthroat of the market.

A

Variable working
capital

Growing annual sales

Fixed working capital

Time
Figure 0:1 Types of working capital
2.2.6 Determinations of Working Capital Policy
There are no set rules to determine the workingtalagequirement of a firm. The firm
itself should manage working capital in proper way considering the need of the
business. The total working capital requiremermtgtermined by a wide variety of factors
and these factors could affect different enterpdigterently and they do vary from time
to time. Generally, following factors affects theonking capital requirement of the
organization.
A. Nature of business
Working capital requirement of a firm are basicaljated to the nature of the business.
Trading and financial firm needs large sum of moteepe invested in a working capital.
Public organization need limited working capitalyofor the use of cash sales and supply
services. Working capital for the manufacturing @emn falls between the two extreme
requirement of trading firm and public enterprises.
B. Manufacturing cycle
Shorter the manufacturing period (cycle), the legsk be the need of working capital to
finance and vice versa.
C. Production Policies
18



Production polices are also another factor, whiffects in determining the working
capital requirement. For instance, if a firm progsiseasonal goods, then it will be sold
in a certain month of the year and inventories Wil kept at minimum level, this
increases working capital. If the work of businesslone manually, the requirement of
working capital will be more.

D. Business fluctuation

Business fluctuation and business cycle also affdet need of a working capital. Time
and cycle fluctuation effects demand of the prodhat in turn affects the temporary and
variable working capital need. In boom period wisaes increases, the firm need its
investment in purchasing inventories, additionaldsl may be required to invest in plant
and machinery to meet the increased demand. Atrtleeof boom, more investment has
to be made in stock and the need of working cajieleases but during the time of
recession and depression low amount of workingtabisi enough.

E. Growth and Expansion of Business

The volume of assets, sales as well as expanstontias of the enterprises has direct
bearing upon the need of working capital. The bessnfirms having the program of
expansion, development and modernization have toage more working capital. It
might also need working capital to utilize its fyltoduction and operation capacity of
fixed assets. Higher the volume and expansion o¥ies of the enterprises, the higher
will be needed of working capital and vice-versa.

F. Credit Policy

The firm may adopt liberal credit policy or thehigcredit policy. A firm with liberal
policy gives longer credit period to the customeértesults in the higher receivables
thereby increasing the need for the working capital the other hand, a firm having
tight credit policy gives shorter credit policy thdecreases the investment in account
receivables thereby reducing the need for workaeqgtal.

G. Price Level Change

The fluctuations in price level have greater infloe in determining the need of working
capital. The firm requires maintaining high amoohworking capital if the price level
rises due to increase in cost of inputs.

H. Sales Volume
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The fluctuation in demand and supply of the prodiifgcts the level of working capital.

The higher the volume of sales, the higher willneed of working capital. It is because;
the firm needs additional inventories to suppog payment of additional labor that is
needed to support the increased sales.

I. Cash Conversion Cycle

Working capital is also called a circulating cabifehe larger the cash conversion cycle,
the larger will be the need of working capital ascke versa.

J. Others

Factors such as coordination between productiondatdbution activities, conservative

dividend policy as well as liberal depreciation ipplstrengthen the working capital

position of the organization.

2.2.7 Working Capital Policy

Working capital refers to the firms basic policiedating to the target level of each
category of current assets and how current assebe tfinanced. Deciding how much
current assets to be maintained and how to findimem are crucial issues of working
capital management because the level of curremtsassid financing them have direct
impact on the firms’ profitability, liquidity andsk.

Basically there are two policies of working capitalexamine the above two issues:

2.2.8 Current Assets Investment Policy

Current assets investment policy refers to thecpokgarding the total amount of current
assets to be carried out to support the given lefvebles. How much a firm to invest in
current assets will depend on its operating cydib@re are three alternative current
assets investment policy relaxed, moderate andatest Under each policy, a different

amount of working capital is carried to supportrebavel of sales.
A. Relaxed Current Assets Investment Policy

Relaxed current assets investment policy is al#edcaonservative, flexible and flat cat
policy. In this, the organization holds relativélyge amount of current assets i.e. cash,
marketable securities, inventory and receivablesupport the given level of sales. In
addition the company is motivated to sale by apgjyiiberal credit policy. Therefore,
this policy creates the longer receivable colleci@riod. It is also used to create longer
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inventory and cash conversion cycle. Thus, thecggirovides the lowest expected return

on investment with lower risk.
B. Restricted Working Capital Investment Policy

It is also called as tight, lean and mean, aggregsolicy. Under this, the organization
has high control in current assets. The compangshatinimum level of inventories,

marketable securities, receivable and cash to sugp®level of sales. This policy tends
to reduce the inventories, receivables, cash ceiveperiod. The company follows tight

credit policy and bears the risk of losing sales.
C. Moderate Working Capital Investment Policy

In this policy, a company holds the amount of cotri@ssets in between the relaxed and
restricted policy. The ratio of current assetsdles is neither too high nor too low under

this policy. Both the risk and return are modematthis policy.

2.2.9 Current Assets Financing Policy

Current assets financing is one of the concernipictof working capital management,
working capital management involves deciding upbe &mount and composition of
current assets and how to finance these assets.d€bision involves tradeoff between
risk and profitability. The financing of currentsats through short-term and long-term
sources is different regarding the cost and fldixybiTherefore, business enterprises have

to identify the way to apply financing mix on cuntessets financing.
A. Aggressive Financing Policy

The aggressive financing policy is quite risky lemdto high profitability and low
liquidity. Under this policy, firm finance its endi temporary current assets and a part of
permanent current assets from short term finanaimd) permanent requirement by long
term source, some extremely aggressive firm mag émance a part of their fixed assets
with short term financing. The relatively more udeshort term financing makes the firm
more risky. There is higher risk, higher return dod liquidity position under this

aggressive policy.
B. Conservative Financing Policy

The financing policy of the firm is said to be censtive when it depend more in long-
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term funds for financing need. Under this polidy firm finances its permanent current
assets and part of temporary current assets thrimngjiterm funds, while short-term
funds are used in the event of an emergency. Wherfitm does not need temporary
current assets, the idle long term fund can best®eeon marketable securities. This
policy is less risky lending to profitability andgh liquidity. Thus risk and return are
lower than aggressive policy and liquidity positignhigher than aggressive policy. So,

the policy is also known as very safe financinggol
C. Moderate Financing Policy

This approach lies between aggressive and conservadlicy. It is neither too risky not
less risky. It lies between a low liquidity, highofitability case and high liquidity low
profitability case. Under this policy, the firm &inces its permanent current assets with
long term financing and temporary current assetd wiort term financing. It aims at
achieving a tradeoff between profitability and ljty. In other words, a firm adopts that
financing plan, which matches assets and liabslitimaturates, so it is also called

maturity matching policy. This approach is alsdezhkelf-liquidating approach.

2.2.10 Goals of Working Capital Management

The firms’ policies for managing its working capitdould be designed to achieve three
goals. (Hampton, 1998)

A. Adequate Liquidity

If a firm lacks sufficient cash to pay its bill whedue, it will experience continual
problem. The most important goal is to achieveliquidity for conducting day to day
operation.

B. Minimization of Risk

In selecting its source of financing payables atigbioshort term liabilities may involve
relatively low cost. The firm must ensure that thegar term obligation do not become
expensive compared to the current assets on hapdytthem. The matching of assets
and liabilities among the current account is a t@skinimizing the risk of being unable
to pay bills and other.

C. Contribution on Maximizing Firms Value

The firm holds working capital for the same purpaseany other assets, which are to
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maximize the present value of common stock andevafufirm. It should not hold idle
cash any more than it should have idle fixed asskie investment of excess cash,
minimizing of inventories, and seedy collection wceivables and elimination of
unnecessary and costly short term financing altrdautes for maximization of the firms’
value.

D. Adequacy of Working Capital

Pandey,1999 in his book it has been mentioned phagper functioning of business
operation will be ensured only when the managementld maintain tight amount of
working capital on continuous basic. Both excessind as well as inadequate working

capital position are dangerous from the firms’ pahview, which is reflected below
The disadvantages of excessive working capital are:

e It results in unnecessary accumulation of inver®oriThus, chances of inventory
mishandling, waste, theft and losses increase.

It is an indication of defective credit policy anstock collection period.
Consequently, higher incidence of bad debts resuhigh adversely affects profit.

» Excessive working capital makes management co mplect which degenerates, into
managerial inefficiency.

» Tendencies of accumulation inventories tend to mepexulative profit grow. This
may tend to make dividend policy liberal and difficto cope with in future when the

firm is unable to make speculative profit.
The disadvantages of inadequate working capital are

» Its stagnate growth. It becomes difficult for thenfto undertake profitable projects
for non-availability of working capital funds.

* It becomes difficult to implement operating plamsi @chieve the firms profit target.

» Operating inefficiency creep in when it becomedidift even to meet day to day
commitment.

* Fixed assets are not efficiently utilized for tlagk of working capital funds. Thus,
the firms’ profitability would deteriorate.

» Paucity of working capital fund render the firm bleato avail attraction credit
opportunities etc.
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2.3 Review of Journals

Different analysts have approached working capitahagement in different ways. A
review of these approaches is important in ordeddwelop an approach that can be
employed in the context of selected organizationickes, journals, bulletins are of great
significance for thesis writing. It adds extra ihjpustudy. So, various published articles,
journals relating to working capital management lighled by different management

expert are reviewed.

Prof. Dr. Shrestha (1983) in his study has condliete empirical observation of ten-
selected PEs. He has focused on the liquidity,oiten and profitability position of
sampled enterprises. He states that the managderslatk basic knowledge of working
capital and its overall impacts on the operativiecieht and financial viability of public
enterprises. In his analysis, he focus that fous R&Bd maintained sufficient liquidity
position, two PEs is excessive and the remaining fad failed to maintain desirable
liquidity position. On the turnover side, two PEadmegative working capital turnover,
four had adequate turnover, one had high turnower tae remaining three had not
satisfactory turnover on net working capital. Hes ladso found that out of ten PEs, six
were operating in loses while only four were geftsame percentage of profit. Based on
Prof. Dr. Manohar K. Shrestha has brought certaiicy issues such as lack of suitable
financing, planning negligence toward working capimanagement, deviation between
liquidity and turnover of assets and in ability $bow positive relationship between
positive between turnover and return on net worldagital. He has also suggested the
measures to overcome above policy issues like ifdetion of needed funds, regular
checks and development of management informatistesy positive attitude toward risk
and profit and determination of right combinatidnsbort term and long term sources of

funds to finance working capital.

Pradhan and Koirala (1983) had jointly published aticle on “Working Capital

Management in Nepalese Corporation”. This artidlmasato find out the difficulties,

problem and importance to current assets manageanenalso aims to find the motive

for holding cash and inventory. They have focusedwaluation of the working capital

position of selected manufacturing and Non-manufaag Corporation of Nepal. They

sampled five manufacturing and six non- manufastyREs. This study is concerned on
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the size of investment and need to control thestmaent in current assets, significance of

current assets management. Major finding of thidysare as follows:

Investment in current assets had declined overiagef time in both manufacturing and
Non-manufacturing Corporation. However, the manuwidcg companies had
consistently more investment in cash and receivablapared to non Manufacturing

Corporation.

* Management of working capital was more difficulaththat of fixed assets capital.
They found the high level of inventories in manddaing ones.

* Inventory management was a great significance imu¥cturing Corporation and
the management of cash and receivable was a gigatficeance in non-
manufacturing corporations.

* The major motive for holding cash in Nepalese caapon was to provide a reserve

for routine not outflow of cash to keep on the prcitbn process and sales.

Another article relating to working capital manageris by Prof. R.S. Pradhan (1988).
He studied on “The demand for working capital byphlese Corporation”. For the
analysis he has selected nine manufacturing pebligoration within the 12 years data
from 1973 to 1984. In earlier studies concernirgdiemand for cash and inventories by
business firms didn’t report unanimous finding.cA &f controversies exist with respect o
the present economics of scales, role of capitstl, @apital utilization rate and the speed
with actual cash and inventories are adjusted tecrid®e cash and inventories
respectively. The pooled registration results shibat the demand for working capital

and its component is a function of both sales aed tapital cost.

Dr. K. Acharya (1985) had published his articlegargling “Problem and implement in
the management of working capital in Nepalese pnt®s”. He has described
operational and organizational problem as a twoompajoblem faced by Nepalese PEs
regarding working capital management. In his nundfestudies, it has been repeatedly
found that the gross efficiency exists in the operaof public enterprise. He stats most
of the Nepalese enterprises has misunderstood @nagement of working capital as the
management of money and managers are found cossalmut receiving the money

rather than its efficient utilization. Thus, exmli problem in the finance are mostly
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directed towards the management of working capdtiier than in any area. Lack of
regular evaluation of financial result as well egular internal and external audit system,
most of PEs being unable to present their cap&lirement with proper justification,

functioning of finance department was not satigfgGtsome PEs are facing the problem

of under utilization of capital.

He has stressed on high cost of production, whale Heft PEs in less secured position.
He further added the cost of reduction is only gaegeassure for smooth operation and
long term existence of the public enterprises irpdleThe cost reduction program is
highly associated with the optimization of workiogpital. Increase of current liabilities
than current assets,, not following the currenbra®:1, slow inventories in PEs, change
in working capital in relation to fixed capital hadry low impact over the profitability,
PEs have not followed the conventional proportiavfatiebt to equity as 1:1, very thin
transmutation of capital employed into sales, absen inefficient information
management system, ineffective use of performamakiation tools and techniques, and

working capital management has never been considera managerial job.

He has suggested avoiding the system crises decistuich prevailed frequency in the
operation and also to strictly follow the set sygsteand method of decision making to

achieve set objectives.

Joseph A. Mauriello (1962) has presented an anicl&Vorking Capital Concept”. This
article looks afresh at the problem of determinivagking capital, and proposes a simple
yet comprehensive restatement of principles wipeet to current assets and current
liabilities. The working capital measures liquiditf a concern. It is important to
management as it measures the liquidity of capital acts an indicator of balance in the
assets and liabilities structure of the companyklaard the other short term creditors are
vitally interested in the amount of working capitadm the standpoint of evaluating the
prospect of repayment of their claims against tbengany. Achieve more efficient

financial management and eliminate unnecessarydittsee company’s bottom line.

With today’s unsetting economic conditions, ther@mo more challenging area in finance
than working capital management. This seminar addrall the key issues from

organization and improving control over you r comyga cash flows to identifying key
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friction point among the various financial functioftash, marketable securities,
inventories, account receivable and payable andsnpayable) to establishing efficient
investment and borrowing approaches and develo@ngylobal working capital

management system. You will discover and effect#ay to broaden your horizons and

lean how specific of working capital managementksaeparately and together.
How you will benefit:

» Create an effective, company-wide working capitahagement system

* Handle cash flows more efficiently

» Develop successful strategies for short term lidyid

» Enhance the conversion of account receivable to cas

* Measure and control the cost of your company’s vmgrkapital management

* Measure and control the cost of your company’s vmgrkapital management
 Apply a global approach to working capital managetmeéncorporating major

foreign subsidiaries into your system.

2.4 Review of Previous Thesis

Various research works has been done by MBS and BtBdents in different aspects of
commercial banking, such as financing performamsaking capital management etc.
Studies and reviews on working capital manageméntioer organization and their

conclusion are relevant to my study. Some reviepreglious dissertations are as follows:

Shrestha (2003) has carried out a study on “A studyVorking Capital Management
with respect to National Trading Limited and Satading Corporation Limited”. Her
main objective is to present the overall picturemoirking capital of the stated concern.

The major findings of the study are as follows:

» The Current Assts to Total Assets of NTL and ST®thkare in fluctuating trend.

 The investment in current assets is high in boththef trading companies with
respect to its total assets and net fixed assets.

* Cash and bank balance holds the highest portidowet by inventory in NTL
whereas cash and bank holds the least portion @LSAnd inventory holds the

highest portion.
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* The turnover position of the NTL and STCL is satesbry in comparison of the
liquidity position of NTL.

Lamsal (2004) has conducted research on “A comparatudy of Working Capital
Management of NABIL and Standard Chartered Bank aNdpmited”. The main

objectives are:

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

* To analyze the liquidity, assets utilization, lotegm solvency and profitability of
both banks.

* To analyze the comparative study of working capitahagement between NABIL
and SCBNL.

Based on his findings, the Standard Chartered dheatiously adjust its policy of

investment on loan and advances with collectedSwardl increased their portion of loan

and advances in total current assets. Fixed depast saving deposits turnover position

are also not satisfactory on both banks. Therefil®BIL and SCBNL should give

proper attention on collection of over dated loa advances and utilization of idle

funds as well. Interest earned to total assets iathigher cost on Nabil but net profit

ratios are less than SCBNL. It is due to highet cosNABIL. By adopting the matching

working capital management policy, instead of ashgptonservative working capital

policy NABIL as well as SCBNL could improve its fitability in the short run as well

as long run.
The major findings of his study were:

» The major components of current assets in NABIL &2ZBNL are cash and bank
balance, loan and advances and government sesuritie

* The liquidity position of SCBNL is better than NABI

* The turnover position of NABIL is better than SCBNLhe NABIL has better
utilization of deposits in income generating adyithan SCBNL.

* A long term debt to net worth ratio of NABIL is igr than SCBNL during the study
period.

* Net profit to total assets and net position toltdeposit ratio are always higher on
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SCBNL than NABIL. Cost of services to total assetso of NABIL is higher than
SCBNL during the study period.

» The average value of interest earned to total @satb of NABIL is higher than c.

Bhattarai (2008) a student of management finishisdresearch study about working
capital management “Working Capital Management igia€ette Industry in Nepal with
special reference to Janakpur Cigarette Factorf)(JE&e has used data from 2003/4-
2007/8. The main objective of his study were towaste the performance of management
of working capital of JCF, measure the efficiendy management in utilization of
account receivable, measuring the efficiency of agament in the use of cash and

evaluating the financial pattern of working capiéthe factory.

The major findings of his study were as follows:

. The factory’s liquid financial position is weak frothe creditor’s point of view.

. Inventory of the factory has not been managemédiciexitly.

. Receivable cash has not been management efficiently

. Working capital turnover ratio of the factory madke fluctuating trend during the

period of analysis.

. The current assets of the factory marked an iregggindency while the current
liabilities and net working capital recorded mixeend.

. On the whole, the performance of working capitahagement is not

satisfactory.

Thapa (2009) has conducted research on “Comparativdy of Working Capital
Management Nepal Bank Limited and Nabil Bank Limtite

The major objectives of the research are:

. To review the related literature of recent develepmin working capital
management.

. To analyze the comparative study of working capit@nagement of NBL and
NABIL.

. To study the current asset and current liabiliied their impact and relationship

with each other of NBL and NABIL.

29



Based on his findings, he has recommended that BHgluld reduce or replace fixed

deposits by collecting higher amount of short teteposits; NBL as well as NABIL

should give proper attention on collection of odated loan and advances and utilization

of idle fund as well as loan and advances. NBL kheoeduce its cost through reducing

high cost deposits and operate in a proper wayhabit can have least operating cost

which further maximize its profitability and maxin& shareholders return. Both banks

should adopt the matching working capital managénpeticy instead of adopting

conservative working capital policy.

The major findings of his study were:

The major components of current assets in NBL addBIN are cash, bank
balance, loan advances and government securities.

Out of the major three current assets componeast, and bank balance holds the
smallest portion in NBL. On the other hand, govezntrsecurities hold the small
portion in NABIL. The interest income of NBL wastte than NABIL.

The trend of quick ratio, cash and bank balancdejposit ratio, cash and bank
balance to deposit ration, cash and bank balanaart@nt assets, margin and
other deposit ratios of NBL and NABIL are decregsifihe liquidity position of
NBL was always better than NABIL.

Fixed deposit to total deposit, ratio of NBL wasvays higher than same of
NABIL for the study period.

The turnover positions of NBL are in fluctuatingnd but turnover positions of
NABIL are decreasing in first three increasing astltwo years of study period.
NABIL has the better utilization of deposits in ame generating activity than
NBL. Also the NABIL has better involvement efficieyon loan and advances.
Large portion of long term debt is used in currassets of both banks but
relatively it is higher on NBL than NABIL. Both bks follow conservative
working capital policy but NBL has more conservatiworking capital than
NABIL. Due to more conservative working capital iog| risk of insolvency is
lesser but cost of fund is higher on NBL and NABIL.

The profitability position of NABIL is far betterltaough NBL earned higher
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interest NABIL.

Bansal (2009)had carried out a research entitled ‘A study on kimg capital
management of commercial bank. During the studg, I®d used secondary data and
used many financial tools analyzing the workingitsdpnanagement .The major finding

of the study are as follows.

* The net working capital of both banks is positive.

* In case of profitability position, both banks hawenstant level of growth in
profitability during the study period.

* The liquidity position of both bank are increasingnd, it shows the satisfactory
level of working capital.

* The major components of current assets of both lbaalcash and bank balance

loan and advance and government securities.

Gadtaula (2010) on working capital management ofpdNeTread development
corporation (NTDC) His study based on ten yeararfoial statements from the year
2005/06 to 2008/09.He has used various statistioal like standard deviations
coefficient of variation , regression analysisstt@f hypothesis ratio analysis etc to adopt

this study.

From the analysis of the above tools he has fohatthe working capital situation of the
corporation was neither poor nor sound .The cur@sséts percentage was greater in total
assets the level of current assets to sales wdareamstant in an every year indicated

unfavorable .

There was a lack position of the sales with accatran of inventory .After finding these
situation in NTDC has suggested for the proper ntwgy policy , the sales should be
promoted the tea plantation land has to be inctkagaplied the sound labor personnel

management policy etc.

Sapkota (2011) on the study on working capital agement in Himal cement company
limited, they took five years data from 2004/052008/09 for study .He used ratio
analysis only for the analysis of working capitadareceivables should be managed in

optimum level He suggested that the company shdekgrmine certain rate on its
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investment and sales target should be set to remodipvercome the problem of loss The
HCCL has to maintained proper liquidity positiore.Has also found that the absence of
proper guideline for funds inventory control , sbntrol selling process ,investment
policy in current assets and management respoitisiand lack of proper rules and
regulation of the government policy. Mr Sapkota hasd only ratio analysis to study the
working capital management in HCLL. He has missexiuse of correlation coefficient

in order to test the relationship and significaimcbetween the components of working.

Khanal (2012) In profitability position the inteteearned to total assets ratio of the
insurance was fluctuating trend over the studygaerirhe net profit to total assets ratio
was also fluctuating trend during the study peribde net profit to total premium ratio
was decreasing trend during the study period #msenot to satisfactory level .In
liquidity position the net working capital of thesurance company was increasing trend
during the study period and the current ration rdfurance company was decreasing
trend during the study period .It seems to be featisry position of liquidity .The cash
and bank balance to total premium ratio of NLIC wilastuating during the study period.

But it seems to be satisfactory level.

In activity or turn over position the loan and ade@s to total premium ratio of the
company was decreasing trend during the study gpelicshows the low capital of the
insurance to mobilize its premium. In correlatiaralysis, the coefficient of correlation
between loan and advances and total premium igymfisation over the study period.
The coefficient of correlation between loan andaacbes and net profit and net working
capital, cash and bank balance and current liegsilare significant over the study period.
The company has been able to declare increase lrateido the policyholders. The

company has provided 20% bonus share declaregdasfrom its profit.

2.4.1 Research Gap

Many research studies have been conducted by ftieredit students, experts and
researchers about working capital management. Thake been found numerous
research studies on financial companies and pehlerprises regarding working capital.

Some studies are related to case study of singlgany and some other is comparative
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in nature. But the comparative study of working itdpmanagement between two
financial companies can be hardly found. From #ngemw of related studies no study
have been found (working capital management) amngarative study in the contest of
NIBL and NABIL. The financial and statistical toolssed by most of the researchers
were ratio analysis, test of hypothesis and regresanalysis. This research includes

different tools like ratio analysis, correlationadysis and trend analysis as specific tools.

This research study made on “A comparative studwarfking capital management of
Nepal Investment Bank Limited and NABIL Bank Ltdilmbe an effort to analyze on

detail about working capital management of the tvamks as a comparative study in
present situation with the help of various reldiedncial as well as statistical tools and
techniques. The study can be beneficial to allcthrecerned parties like investors, policy

maker and student to carry on further studies.
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CHAPTER 3.
RESEARCH METHODOLOGY

3.1 Introduction
Research methodology describes the systematic equestial methods and procedures

applied for conducting the study. Research metloggolis a set of sequential steps
adopted by a researcher in studying a researchegomnolith certain objectives. In other
words, research methodology describes the methddgetedures applied in the entire
aspect of the study. Through research methodol@ggarcher can get appropriate
guidelines and knowledge about the various secmlesteps to adopt a systematic
analysis to derive a valid and meaningful conclusiBesearch methodology is the
investigation tools of any certain area and it nseaearly observation of certain object.
Proper methodology should be designed and adoptethé systematic and in depth
analysis of research problem or subject area oéstigation backed by collection

presentation and interpretation of relevant detaildata.

This chapter contains the tools and techniquesetlas applied on the study. The
financial and statistical tools which are usedtf@ analysis and presentation of data are
described in this chapter. It includes researchigdespopulation and sample, data
collection procedure and processing, tools and oastlof analysis. The followings are

the details of research methodology used in thésisa

3.2 Research Design:
Research design is the plan, structure or a framewsed by the researcher for the

conduction of the study conceived so as to obtaBwars to research questions and to
control variances. To achieve the objectives ofstiuely, descriptive as well as analytical

research design were used in this study basedeosettondary data.
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3.3 Population and Sample

A small portion chosen from the population for stad its properties is called a sample
and the number of units in the sample is knownhas dample size. The method of
selecting for study a small portion of the popwatito draw conclusion about
characteristics of the population is known as sargplSampling may be defined as the
selection of part of the population on the basigvbich judgment or inference about the

universe is made.

At present, there are 28 commercial banks operatifdepal. Due to time and resource
factors, it is not possible to study all of thengamling the study topic. Therefore,
sampling will be done selecting from population.eTsamples to be selected are as

follows:

+ Nabil Bank Ltd.

* Nepal Investment Bank Ltd.

The reason of choosing the above two bank for ssutlye both the bank are operating in
the country for more than two decades and theirtalaptructure are similar to one

another as well as their financial status is gaod consistent growth for many years.

Likewise, financial statement of five years (forr@0Z/08 to 2011/12) is selected as

samples for the purpose of it.

3.4 Nature and Sources of Data

The data used in this study are secondary in naRwklished annual reports of the
concerned banks are taken as basic sources of Tag¢a.data relating to financial

performance are directly obtained from the conadrbanks website. Previous related

studies to the subject are also counter as sodiiogoomation.

3.5 Data Gather Procedure

Since the data have been obtained from secondarges) after collection of financial
statement, master sheet of financial data have bg#acted and tabulated as per the
need of this study. In order to process the datantial statement and other available

information were reviewed. These data were groupedifferent tables and charts
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according to their nature. Most of the data haventmompiled in one form and processed
and interpreted as required. To some extent opisioney or informal interview and
guestionnaire are conducted to obtain more infaonaprove the reliability of the
different published data.

3.6 Data Processing and Presentation:

The information and data obtained from the difféisources are in row form. From that

information, direct presentation is not possible. iSis necessary to process data and
converts it into required form. After then onlyetdata are presented for this study. This
process is called data processing. For the studly, required data are taken from the

secondary source and presented. Likewise, in s@se graphical presentation is also
made. For presentation, different tables are ufkdse calculations that are related to
this study are done with the help of scientificcoddtor as well as computer software

program.

3.7 Tools of Data Analysis

Financial as well as the statistical tools are usedake the analysis more convenient,
reliable and authentic. For data analysis, differeams from the balance sheet and other
statements are tabulated. For data analysis, eliffatems from the balance sheet and
other statement are tabulated. Their ratios, péages, mean, median, standard deviation
and coefficients of variations are then calculaed presented in the tables. To study the
relation between two or more variables, correlgtiooefficients are also calculated. In
order to know about the sources and applicationtheffund, funds flow statement is
prepared. Likewise, trend analysis is also usedniow the trend of various ratios.
Following are the brief introductions of the fingcand statistical tools used in this

study:

3.7.1 Financial Tools

Financial ratios are calculated to ascertain tharfcial condition of the firm. It is the

relationship between financial variables contaimetthe financial statements (i.e. balance

sheet, profit and loss account, income statemeajslehelps the related partied to spot

out the financial strength and weakness of the.fifimere are several financial tools,

which can be applied in order to analyze the peréorce of commercial banks. The
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financial tools used in this study are as follows:

» Profitability Ratio.
» Activity or Turnover Ratio.

* Liquidity Ratio.

Similarly, net working capital and composition obsking capital in terms of cash and
bank balance percentage, loan and advances pegeeguaernment securities percentage

and miscellaneous current assets percentage areahtsilated.
A. Profitability Ratio:

The profitability ratio, as the name suggests, messsthe operating profitability in terms
of profit margin return on equity and return onatoinvestment and reflects the over
efficiency and effectiveness of management. Shédehsy banks, government, tax
collectors and employees are concerned with thdita@odity of the company. The

shareholders are interested with their rate ofrnetemployees in the future prospect of
the company, government in company’s tax paymempadsy and bankers in the
perspective of the company. A required level offipris necessary for survival and

growth of a firm in a competitive environment.

Profitability can be measured in terms of relattopetween net profit and assets. This

ratio is also known as profit to asset ratio. lasw@es the profitability of the investment.

Various ratios can be developed based upon thet pnofler different circumstances.
These different ratios are called profitabilityioat which are required to support the
purpose of the study. The profitability ratios cdéded in this study are:

a. Interest Earned to Total Assets Ratio:

This ratio is used to determine total interest edrftom investments over the total assets

of a firm. It can be computed as follows:

Interest Earned
Total Assets

Interest Earned to Total Assets =

b. Net Profit to Total Assets Ratio:

Profit to total asset ratio is useful in measuting profitability of all financial resources
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invested compared to total assets of a firm. Thioris calculated by dividing the
amount of net profit by the amount of total assetployed:

Net Profit

Met Profit to total Assets = ———
Total Assets

c. Net Profit to Total Deposit Ratio:

This ratio measures the percentage of profit eafn@ah the utilization of the total
deposits. Deposits are mobilized for investmenanl@and advances to the public for
generating revenue. Higher ratio indicates therneftom investment on loans and lower
ratio indicates that the funds are not properly g,

Net Profit

Met Profit to Total Deposit= ———
Total Deposit

d. Cost of Service to Total Assets Ratio:

A sound management always tries to utilize itsdargmount of assets with minimum
cost. Cost of services to total assets ratio isulse measuring the utilization of assets
with cost of services. The ratio can be expressed a

Cost of Service

Cost of Service to Total Assets =
Total Assets

B. Activity or Turnover Ratio;

The funds of creditors and owners are investedainous assets to generate sales and
profit. Activity ratios are used to evaluate théaéncy with which the firm manages and
utilizes its assets. This ratio indicates how glyidertain assets are converted into cash.
From this ratio it can be known whether or notblisiness activities are efficient. These
ratios are also called turnover ratio because thdicate speed with which assets are
converted or turnover into profit generating assdisese ratios moreover help in
measuring the bank’s ability to utilize their aaile resources. Following ratios are used

under the activity ratio:
a. Loan and Advances to Total Deposit Ratio:

The ratio assesses to what extent the bankerdkrécautilize the depositors fund to earn
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profit by providing loans and advances. In otherrdsp how quickly total collected
deposits are converted into loans and advances\ae to the client to earn income. It is
computed by dividing the total amount of loan addamces to total deposit fund. Higher
ratio indicates higher/proper utilization of funaisd low ratio is the signal of inefficiency
or remaining idle.

loan & Advances
Total Deposits

Loan and Advances to Total Deposit =

b. Loan and Advances to Fixed Deposit Ratio:

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

Loan & Advances
Fizxed Deposits

Loan and Advances to Fixed Deposit Ratio =

c. Loan and Advances to Savings Deposit Ratio:

This ratio is also employed for the purpose of ragag utilization of savings deposit in
generating revenue by giving loan and advancesdcclient i.e. to determine to what
extent collected saving deposit amount is beindoyepl in providing loan and advances
to generate income. Savings deposits are intereatirty obligation for short term
purpose whereas loan and advances are the shortrigestment for revenue income.
This ratio indicated how much short term interesdring deposits are utilized for income

generating purpose. It is calculated as follows:

Loan & Advances

Loan and Advances to Savings Deposit Ratio = . .
Saving Deposit

C. Liquidity Ratio

This ratio measures the liquidity position and sherm solvency of the firm indicating
the company’s ability to meet short-term obligatidine current ratio and quick ratio

measure the liquidity position of the company. Ehestios are calculated to judge the
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long term as well as short term financial positmnconcerned firm. Liquidity of any

business organization is directly related to thekmy capital or current assets and
current liabilities of that organization. One ofetimain objectives of working capital
management is keeping good liquidity position. Careial banks need liquidity to meet
loan demand and deposit withdrawals. Without gaoquidity, bank is not able to operate
its function. To measure the banks solvency pasitio ability to meet its short term
obligation, various liquidity ratios are calculat€bhe liquidity ratios calculated in this

study are as follows;
a. Current Ratio

Current ratio reflects the strength of current ess@ailable with the company over its
current liabilities into cash in one accounting ryéhis ratio indicated the current short
term solvency position of the bank. The currenbsare the ratios of total current assets
to current liabilities. Higher current ratio indtea better liquidity position. In other
words, current ratio represents a margin of sadety larger the amount of current assets
in relation to the current liabilities, the moreetlbank’s ability to meet its current
obligations. By definition,

Current Assets
Current Liabilities

Current Ratio =

b. Quick Ratio

Quick ratio is used to measure the ability of coned firms to pay current obligations
(short term) without depending on other liquid &ssef current ratio. It provides

relationship between quick assets with currentilliads. An asset is liquid if it can be

converted into cash immediately or reasonably seitimout a loss of value. Cash is the
most liquid asset. Other assets that are considerbd relatively liquid and included in

quick assets are book debts and marketable sesurithis quick ratio can be found out
by dividing the total quick assets by total liatids.

Quick or Liquid Assets

uick Ratio =
Q Current Liabilities

c. Cash and Bank Balance to Deposit Ratio (ExcludgFixed Deposit)

This ratio shows the ability of banks immediatedsimo cover their (Current margin, Call
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and Saving) deposits. It can be calculated by gigidash and bank balance by deposits

(excluding fixed deposits). This ratio can be espesl as:

Cash and Bank Balance
Total Deposit (Excluding Fixed Deposit)

Balance to Deposit Ratio =

E. Composition of Working Capital

To operate a business, different kinds of assetsneeded. For the day to day business
operation, different types of current assets aillezed. In case of Nabil Bank Ltd. and
Nepal Investment Bank Ltd. the main componentsuwfent assets are cash and bank
balance, loan and advances and government sesuiMiscellaneous current assets are
also a component of current assets. Prepaid expeaststanding income like interest
receivable and other current assets are includediscellaneous current assets. In this

study, composition percentage of following compdsen

» Cash and bank balance percentage.

* Loan and advances percentage.

» Government securities percentage.

» Miscellaneous current assets percentage.
F. Net Working Capital:

Net working capital is the difference between cotrassets and current liabilities. Net
working capital can be positive or negative. A ggsi net working capital will arise
when current assets exceed current liabilities. eyative net working capital occurs

when current liabilities are in excess of curresgads.

3.7.2 Statistical Tools
Various financial tools mentioned above are usedamalyze the working capital
management. Likewise, the relationship betweerewfit variables related to the study

topics can also be drawn using statistical tools.
A. Mean or Average

The mean or average values are a single valuenatitiei range of the data that is used to
represent all the values in the series. Since amage is somewhere within the range of

the data, it is also called a measure of centialevaAverage value is obtained by adding
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together all the terms and dividing this by theakastumber of items. Mean or average is
represented as:

Where,
X = Arithmetic Mean
Xx = Sum of values of all items
N = Number of terms

B. Standard Deviation:

The standard deviation is the measure that is wibsh used to describe variability in
data distributions. It can be thought of as a rougkasure of the average amount by
which observation deviate on either side of the mné&enoted by the Greek letter
standard deviation is extremely useful for judgithg representatives of the mean.

Standard deviation is represented as:

c[ =
n—1
Where,
o = Standard Deviation
W = Sum of squares of the deviations measured foenatithmetic average
n = Number of items
C. Coefficient of Variation

The coefficient of variation is the ratio of stardlaleviation to the mean for a given
sample used to measure spread. It can also behthotigs the measure of relative risk.
Larger the coefficient of variation greater thekrielative to the average of variables.
Mathematically,
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CV = o’

Where,

CV = Coefficient of variation

c = Standard deviation

X = Arithmetic mean.

D. Coefficient of Correlation:

Correlation is statistical tool, which is used tsdribe the degree to which one variable
is linearly related to another. The coefficient adrrelation measures the degree of
relationship between two sets of figures. Among Wagious method of finding out
coefficient of correlation, Karl Pearson’s methadapplied in the study. The result of
coefficient of correlation is always between +1 aidd Where r, the coefficient of
correlation is +1, there is perfect relationshipween two variables and vice versa.
When r is O, there is no relationship between the variables. The formula for the

calculation of coefficient of correlations betwe¢mnd Y is given below
E. Trend Analysis:

Trend analysis is an analysis of financial ratieemotime and is used to determine the
improvement of determination of its financial sitioa. The trend line is represented by

following equation:

¥ _a + bx

Where,

Y= 1 Estimated value of Y for given value X in cooate axes
a =Y intercept of mean of Y value

b = slope of the line or rate of change

X = variable in time axis

To find the values of a & b, we have to solve thiéofving equations:

Z Y=N,+ bzxf ST
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ZXY=aZX+bZX2 e e e e (2)
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CHAPTER 4.
PRESENTATION AND DATA ANALYSIS

The major objective of this study is a comparasuedy of the management of working
capital of Nepal Investment Bank Ltd and NABIL Balokl. The major variables of the

study are cash and bank. The main purpose of Hapter is to analyze and explain the
collected data to achieve the objective of the ystud this chapter relevant data and
information of working capital as well as financiaérformance of Nepal Investment
Bank Ltd and NABIL Bank Itd are presented, compaaed analyzed accordingly. To

reach towards precise interpretation, this studglyses composition of current assets,

different ratios such as liquidity, profitabilitsrend analysis etc.

4.1 Profitability analysis

4.1.1 Profitability Ratio
Profitability ratio is the measurement of efficigndt provides the degree of success in

achieving designed profit; here profitability is asared in terms of various ratios as

follows:
A. Interest Earned to Total Assets Ratio

This ratio is used to determine total interest edrftom investments over the total assets

of a firm. This ratio can be calculated as below:

Interest Earned to Total Assets Ratio = (Interest Earned) /(Total Assets)
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The following table presents the interest earnedtal assets ratio of NABIL and NIBL:
Table 4-1 Interest Earned to Total Assets Ratio

Fiscal Year NIBL NABIL
2063/64 0.06 0.06
2064/65 0.06 0.05
2065/66 0.06 0.06
2066/67 0.08 0.08
2067/68 0.10 0.09
Average 0.07 0.07
Std. Dev 0.019 0.015

C.V. 0.264 0.221

(SourcesAppendices 7& 8)

The table 4.1 shows that the Interest Earned amal Assets ratio of NIBL and NABIL
Bank Ltd is in increasing trend. In case of NIBbhetinterest Earned to Total Assets
Ratio is lowest (0.06) in the year 2063/64, 206468 2065/66 and highest (0.10) in the
year 2067/68. The average ratio of NIBL is 0.07cése of NABIL, the Interest Earned
to Total Assets Ratio is lowest (0.05) in the y2@64/65 and highest (0.09) in the year
2067/68. The average ratio of NABIL is 0.07. Theerage ratio of both Financial
Institutions is same. The Standard Deviation of INE1d NABIL are 0.019 and 0.015
respectively. The Coefficient of Variation of NIBk 0.264 and NABIL is 0.221. The
C.V. of NABIL is lower than that of NIBL. This shanthat there is less variation in

interest earned to total assets ratio maintaineldABIL compared to NIBL.
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Figure 4:1 Interest Earned to Total Assets Ratio
According to Fig 4.1, the trend and actual lineNtBL are always higher than NABIL
during the study period, except in the year 2065¥6€én the ratio of NIBL and NABIL
are equal. So, the above analysis helps to condhalethe Interest Earned to Total
Assets ratio of NIBL is better than NABIL. This itrgs that NIBL is efficiently using

funds to earn interest income.
a. Net Profit to Total Assets Ratio

It measure the profitability of all financial reseoas invested compared to total assets of a
firm. This ratio can be calculated as follows:

Net Profit

Met Profit to Total Assets Ratio = ———
Total Assets

The following table shows the Net Profit to Totads®ts ratio of NABIL and NIBL:
Table 4-2 Net Profit to Total Assets Ratio

Fiscal Year NIBL NABIL
2063/64 0.02 0.03
2064/65 0.02 0.02
2065/66 0.02 0.02
2066/67 0.02 0.02
2067/68 0.02 0.02
Average 0.02 0.02
Std. Dev 0.002 0.002

C.v. 0.109 0.078
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(Sources: Appendices 7, & 8)

The table 4.2 shows that the Net Profit and Totsdeds Ratio of NIBL is constant and
NABIL is fluctuating: highest (0.03) in the Fiscdkar 2063/64 and lowest 0.02 in the
remaining four years during the study period. Tkarly ratio of NABIL is higher than
NIBL in the first year and for the remaining ye#is iequal. Therefore, the average Net
Profit to Total Assets Ratio of NIBL and NABIL amqual i.e. 0.02. The Standard
Deviation of NIBL and NABIL are 0.002. The Coefieit of Variation of NIBL is 0.109
and NABIL is 0.078. The C.V. of NABIL is lower thahat of NIBL. This shows that
there is less variation in Net Profit to Total Asseatio maintained by NABIL compared
to NIBL.
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Figure 4:2 Net Profit to Total Assets Ratio

According to Graph 2 Shows that the trend and aditues of NABIL is higher in the
first year and for the remaining four year theaatf NIBL and NABIL are equal. So, the
above analysis helps to conclude that the Net tiofirotal Assets ratio of NABIL is
better than NIBL. This implies that NABIL is effemtly using its total assets to earn
profit.

b. Net Profit to Total Deposit Ratio

This ratio measures the percentage of profit eafnaoh the utilization of the total
deposits. Higher ratio indicated higher return frommestment on loans and lower ratio
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indicates that the funds are not properly mobiliz&tle ratio can be calculated as

follows:
Net Profit

Met Profit to Total Deposit Ration= —
Total Deposit

The following table shows the net profit to totapasit ratio of NABIL and NIBL:
Table 4-3 Net Profit to Total Deposit Ratio

Fiscal year NIBL NABIL
2063/64 0.02 0.03
2064/65 0.02 0.02
2065/66 0.02 0.03
2066/67 0.03 0.02
2067/68 0.02 0.03
Average 0.02 0.03
Std. Dev 0.003 0.002

C.V. 0.116 0.085

(Sources: Appendices 7 &)8
According to Table 4.3 the Net Profit and Total Dgipratio shows that :

In case of NIBL, the Net Profit to Total Deposit tRais lowest (0.02) in the year
2063/64, 2064/65, 2065/66 and 2067/68 and high®6B) in the year 2066/67. The
average ratio of NIBL is 0.02. In case of NABILgethet Profit to Total Deposit Ratio is
lowest (0.02) in the year 2066/67 and highest (0i@3the year 2063/64, 2064/65,
2065/66 and2067/68. The average ratio of NABIL.330 The average ratio of NABIL
(0.03) is higher than that of NIBL (0.02). The Stard Deviation of NIBL and NABIL is

0.003. The Coefficient of Variation of NIBL is 0.6%and NABIL is 0.097. The C.V. of
NABIL is lower than that of NIBL.
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Figure 4:3 Net Profit to Total Deposit Ratio

According to Fig 4.3 the trend and actual linedN&BIL are always higher that NIBL
during the study period. So, the above analysipsh&® conclude that the Net Profit to
Total Deposit Ratio of NABIL is better than NIBL.hiE implies that NABIL is

efficiently using its total deposit to earn profit.
c. Cost of Services to Total Asset Ratio:

This measures the utilization of assets with césteovices of an organization. A sound
management always tries to utilize its larger amadiassets with minimum cost. Hence,
higher ratio indicates, efficient utilization ofsds with minimum cost of services to earn
profit and vice versa. This ratio can be calculas follows:

Cost of Services

Cost of Services to Total Assets Ratio =
Total Assets
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The following table shows the cost of servicestaltassets ratio of NIBL and NABIL:

Table 4-4 Cost of Service to Total Asset Ratio

Fiscal year NIBL NABIL
2063/64 0.03 0.03
2064/65 0.03 0.03
2065/66 0.04 0.03
2066/67 0.05 0.05
2067/68 0.07 0.06
Average 0.04 0.04
Std. Dev 0.016 0.013

C.V. 0.376 0.333

(Sources: Appendices 5,6 7 & 8)

According to Table 4.4 the Cost of Services andlTAssets is in increasing trend during

the study period. Hence, the Cost of Services talTassets Ratio is also increasing.

In case of NIBL, the Cost of Services to Total étssRatio is lowest (0.03) in the year
2063/64 and 2064/65 and highest (0.07) in the 266i7/68. The average ratio of NIBL
is 0.04. In case of NABIL, the Cost of ServicesTttal Assets Ratio is lowest (0.03) in
the year 2063/64, 2064/65 and 2065/66 and high®66) in the year 2067/68. The
average ratio of NABIL is 0.04. The average ratioNdBL and NIBL is equal. The
Standard Deviation of NIBL and NABIL is 0.016 an®03 respectively. The Coefficient
of Variation of NIBL is 0.376 and NABIL is 0.333.nh€& C.V. of NABIL is lower than
that of NIBL.
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Figure 4:4 Cost of Service to Total Assets Ratio

According to Fig 4.4 the trend and actual linetN&BL and NABIL are same during the
first two year of the study period. However, theaaf NIBL has increased and is higher
than that of NABIL during the last three year of ttudy period. So, the above analysis
helps to conclude that the Cost of Services to ITAsaets Ratio of NIBL is better than
NABIL. This implies that NIBL is efficiently usingts assets with minimum cost than
NABIL.

4.1.2 Activity or Turnover Ratio

The funds of creditors and owners are investedainous assets to generate sales and
profit. Activity ratio is used to evaluate the eféncy with which the firm manages and
utilizes its assets. This ratio indicated how glyiatertain assets are converted into cash.
From this ratio it can be known whether or notblisiness activities are efficient. These
ratios are also known as Turnover Ratio becausg itftkcate speed with which assets
are converted or turnover into profit generatingeds. These ratios help in measuring

bank’s ability to utilize their available resources
a. Loan and Advances to Total Deposit Ratio:
This measures the utilization of depositor's fundetirn profit by providing loans and

advances. Higher ratio indicated higher/properizatiion of funds and low ratio is the
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indication of inefficient utilization of the fund$his ratio is calculated as below:

Loan & Advances
Total D eposits

Loan and Advances to Total Deposit Ratio =

The following table shows the Loan and Advance3dtal Deposit Ratio of NIBL and

NABIL:
Table 4-5 Loan and Advances to Total Deposit Ratio

Fiscal year NIBL NABIL
2063/64 0.71 0.67
2064/65 0.78 0.67
2065/66 0.78 0.74
2066/67 0.80 0.70
2067/68 0.82 0.77
Average 0.78 0.71
Std. Dev 0.044 0.044

C.V. 0.056 0.062

(Sources: Appendices 3,4,7 &8)

According to Table 4.5 the Loan & Advances and TDigposit of NIBL and NABIL are

in increasing trend during the study period.

In case of NIBL, the Loan and Advances to Total @spRatio is lowest (0.71) in the
year 2063/64 and highest (0.82) in the year 2067768 average ratio of NIBL is 0.78.
In case of NABIL, the Loan and Advances to TotapBst Ratio is lowest (0.67) in the
year 2063/64 and 2064/65 and highest (0.77) inydes 2067/68. The average ratio of
NABIL is 0.71. The average ratio of NIBL is high@.78) than that of NABIL (0.71).
The Standard Deviation of NIBL and NABIL is 0.44hd& Coefficient of Variation of
NIBL is 0.056 and NABIL is 0.062. The C.V. of NIBE lower than that of NABIL.
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Figure 4:5 Loan and Advances to Total Deposit Ratio

Fig 4.5 shows the trend and actual lines of NIB& laigher than NABIL during the study
period. So, the above analysis helps to concludettie Loan and Advances to Total
Assets Ratio of NIBL is better than NABIL. This itrgs that NIBL is efficiently

converting its Deposits into Loan and Advancesameéncome/profit.
b. Loan and Advances to Fixed Deposit Ratio

This ratio measures how much amount is used irslaad advances in comparison to the
fixed deposits. Higher this ratio indicates effidiautilization of fixed deposit funds by
providing loans and advances to generate highemecand vice versa. This ratio is
calculated as below:

Loan & Advances

Fixed Deposits

Loan and Advances to Fixed Deposit Ratio =
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The following table shows the Loan and Advancegii®d Deposit Ratio of NIBL and
NABIL:

Table 4-6 Loan and Advances to Fixed Deposit Ratio

Fiscal year NIBL NABIL
2063/64 2.30 2.86
2064/65 3.40 2.52
2065/66 3.12 3.32
2066/67 2.40 2.19
2067/68 2.24 2.26
Average 2.69 2.63
Std. Dev 0.531 0.466

C.V. 0.197 0.177

(SourcesAppendices 3,4, 7 & 8)

According to Table 4.6 the Loan & Advances and &ikeposit of NIBL and NABIL are
in increasing trend during the study period. InecaENIBL, the Loan and Advances to
Fixed Deposit Ratio is lowest (2.24) in the yea6268 and highest (3.40) in the year
2064/65. The average ratio of NIBL is 2.69. In caSBIABIL, the Loan and Advances to
Total Deposit Ratio is lowest (2.19) in the yea6@®7 and highest (3.32) in the year
2065/66. The average ratio of NABIL is 2.63. Therage ratio of NIBL is higher (2.69)
than that of NABIL (2.63). The Standard DeviationNiBL and NABIL is 0.531 and
0.466 respectively. The Coefficient of VariationdBL is 0.197 and NABIL is 0.177.
The C.V. of NABIL is lower than that of NIBL.
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Figure 4:6 Loan and Advances to Fixed Deposit Ratio

According to Fig 4.6 the trend and actual linedN&BL and NABIL are changing during
the study period. So, the above analysis helpstalade that the Loan and Advances to
Fixed Assets Ratio of NABIL was higher than NIBL time first year and after that the
ratio of NIBL greater than that of NABIL. This impk that during the first year of the
study NABIL had efficiently converted its Fixed Dagit into Loan and Advances to earn

income/profit and after than NIBL has effectivelgem doing so.
c. Loan and Advances to Savings Deposit Ratio

It measures the utilization of savings depositgenerating revenue by giving loan and
advances to the client. It helps to determine wddent of collected saving deposit
amount is being deployed in providing loans andaades. This ratio is calculated as
below:

Loan & Advances

Loan and Advances to Savings Deposit Ratio = - -
Saving Deposit

56



The following table shows the Loan and AdvanceSdwuings Deposit Ratio of NIBL and

NABIL:
Table 4-7 Loan and Advances to Saving Deposit Ratio

Fiscal year NIBL NABIL
2063/64 1.61 1.53
2064/65 1.97 1.76
2065/66 2.12 1.89
2066/67 2.81 2.34
2067/68 3.05 2.66
Average 2.31 2.03
Std. Dev 0.599 0.460

C.V. 0.259 0.226

(SourcesAppendices 3, 4, 7 & 8)

According to Table 4.7 the Loan & Advances and 8gwiDeposit of NIBL and NABIL
are changing during the study period. In case dBL\Ithe Loan and Advances to
Savings Deposit Ratio is lowest (1.61) in the y2@63/64 and highest (3.05) in the year
2067/68. The average ratio of NIBL is 2.31. In caSBIABIL, the Loan and Advances to
Total Deposit Ratio is lowest (1.53) in the yea62®4 and highest (2.66) in the year
2067/68. The average ratio of NABIL is 2.03. Therage ratio of NIBL is higher (2.31)
than that of NABIL (2.03). The Standard DeviationNiBL and NABIL is 0.599 and
0.460 respectively. The Coefficient of VariationdIBL is 0.259 and NABIL is 0.226.
The C.V. of NABIL is lower than that of NIBL.
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Figure 4.7 Loan and Advances to Saving Deposit Rati

The Fig 4.7 shows the trend and actual lines ofIN#Bd NABIL are increasing during
the study period. So, the above analysis helpstalade that the Loan and Advances to
Savings Deposit Ratio of both Financial Institusocare increasing. However, the ratio
Loan and Advances to Savings Deposit of NIBL ishkigthan that of NABIL. This
implies that NIBL is efficiently using its savingeposit for loan and advances to earn
income/profit.

4.1.3 Liquidity Ratio

Liquidity ratio of any business organization iseditly related with the working capital or
current with the current capital of that organiaati In other words, one of the main
objectives is to check the sound liquid positioanB is different organization which is
engaged in mobilization of funds. Therefore witheatind liquidity position, bank is not

able to operate its function.

To measure the bank’s solvency position or abildymeet its short-term obligation,
various liquidity ratios are calculated and to knitnve trend of liquidity, trend analysis of

major liquidity ratios have been calculated.
a. Current Ratio

This ratio indicates the current short term solyepasition of the bank. Higher current
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ratio indicates better liquidity position. In otheords, current ratio represents a margin
of safety i.e. a cushion of protection for credidgmd higher the Current Ratio higher the
margin of safety. This ratio is calculated as below

Current Azsets

Current Liabilities

Current Ratio =

The following table shows the Current Ratio to cangpthe working capital management
of NIBL and NABIL:
Table 4-8 Current Ratio

Fiscal year NIBL NABIL
2063/64 1.08 1.07
2064/65 1.08 1.06
2065/66 1.08 1.07
2066/67 1.09 1.07
2067/68 1.10 1.07
Average 1.08 1.07
Std. Dev 0.008 0.005

C.V. 0.008 0.004

(Sources :Appendices 3, 4, 7 & 8)

According to Table 4.8 the Current Assets and CQuirkgéabilities of NIBL and NABIL
are both increasing during the study period. IrecasNIBL, the Current Ratio is lowest
(1.08) in the year 2063/64, 2064/65 and 2065/66Hagldest (1.10) in the year 2067/68.
The average ratio of NIBL is 1.08. In case of NABthe Current Ratio is lowest (1.06)
in the year 2064/65 and highest (1.07) in the ramgiyear of the study period. The
average ratio of NABIL is 1.07. The average ratiocNéBL is higher (1.08) than that of
NABIL (1.07). The Standard Deviation of NIBL and BA. is 0.008 and 0.005
respectively. The Coefficient of Variation of NIBk 0.008 and NABIL is 0.004. The
C.V. of NABIL is lower than that of NIBL.
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Figure 4:8 Current Ratio

The Fig 4.8 shows the trend and actual lines ofIN#d NABIL are changing during

the study period. So, the above analysis helpsmolade that the Current Ratio of both
Financial Institutions is fluctuating. However, tBairrent Ratio of NIBL is higher than

that of NABIL. This implies that NIBL has more abyito meet its current obligation that
NABIL.

b. Quick Ratio

Quick ratio establishes a relationship betweenlgoicliquid assets: assets that can be
converted into cash immediately and current liéib8i It measures the ability of
concerned firms to pay current obligation withoefpdnding on other liquid assets of
current ratio. This ratio is calculated as below:

Quick or Liquid Assets

Current Liabilities

Quick Ratio =
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The following table shows the Quick Ratio of NIBhchNABIL:
Table 4-9 Quick Ratio

Fiscal year NIBL NABIL
2063/64 0.11 0.08
2064/65 0.11 0.13
2065/66 0.16 0.10
2066/67 0.13 0.09
2067/68 0.16 0.09
Average 0.14 0.10
Std. Dev 0.026 0.021

C.V. 0.195 0.212

(Sources: Appendices 7 & 8)

According to Table 4.9 the Quick/Liquid Assets addrrent Liabilities of NIBL and
NABIL are changing during the study period. In caé®&IBL, the Quick Ratio is lowest
(0.11) in the year 2063/64 and highest (0.16) i year 2065/66 and 2067/68. The
average ratio of NIBL is 0.14. In case of NABILgetQuick Ratio is lowest (0.08) in the
year 2063/64 and highest (0.13) in the year 2064/66 average ratio of NABIL is 0.10.
The average ratio of NIBL is higher (0.14) thanttb& NABIL (0.10). The Standard
Deviation of NIBL and NABIL is 0.026 and 0.021 respively. The Coefficient of
Variation of NIBL is 0.195 and NABIL is 0.212. Ti&V. of NIBL is lower than that of
NABIL. This shows that NIBL has lower risk. This juffes that there is less variation in

quick ration than that of NABIL.
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Figure 4:9 Quick Ratio

According to the Fig 4.9 the trend and actual lioéNIBL and NABIL are changing
during the study period. It shows that the quidkoraf NIBL is always higher than that
of NABIL. The above analysis helps to conclude tihat quick ratio of NIBL is always
better than NABIL: the liquidity position of NIBLsibetter than NABIL.

c. Cash and Bank Balance to Deposit Ratio (Excludingiked Deposit)

This ratio measures the bank’s ability to immedyatand their deposits. This ratio is

calculated as below:

Cash and Bank Balance
Total Deposit (Excluding FD)

Cash and Bank Balance to Deposit Ratio =
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The following table shows the Cash and Bank BalancBeposit Ratio of NIBL and

NABIL:
Table 4-10 Cash and Bank Balance to Deposit Ratio

Fiscal year NIBL NABIL
2063/64 0.17 0.11
2064/65 0.14 0.20
2065/66 0.23 0.14
2066/67 0.20 0.14
2067/68 0.26 0.15
Average 0.20 0.15
Std. Dev 0.048 0.032
C.V. 0.238 0.218

(Sources: Appendices 7 & 8)

According to Table 4-10 the Cash and Bank BalameckTatal Deposit excluding Fixed
Deposit of NIBL and NABIL are changing during theidy period. In case of NIBL, the
Ratio is lowest (0.14) in the year 2064/65 and &&gh(0.26) in the year 2065/66 and
2067/68. The average ratio of NIBL is 0.20. In caGBIABIL, the Ratio is lowest (0.11)
in the year 2063/64 and highest (0.20) in the @€64/65. The average ratio of NABIL
is 0.15. The average ratio of NIBL is higher (0.20an that of NABIL (0.15). The
Standard Deviation of NIBL and NABIL is 0.048 an@®382 respectively. The Coefficient
of Variation of NIBL is 0.238 and NABIL is 0.218.h€ C.V. of NABIL is lower than
that of NIBL. This shows that there is less vaoatin Cash and Bank Balance to Deposit
(excluding Fixed Deposit) maintained by NABIL comgeto NIBL.
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Figure 4:10 Cash and Bank Balance to Deposit Ratio
Fig 4.10 shows the trend and actual lines of NIBd &ABIL are changing during the
study period. It shows that the Cash and Bank Balao Deposit Ratio (excluding Fixed
Deposit) of NIBL is always higher than that of NABéxcept in the Fiscal Year 2064/65.
The above analysis helps to conclude that the wtiNIBL is better than NABIL: the
NIBL has the ability to immediately fund their degjttthan that of NABIL.

4.2 Evaluation of Working Capital Utilization
Business needs different types of assets to op#sadetivities. Few needed assets are for
long term fulfillment of the business activitiesdafew assets are needed to carry out the
day to day operation of the business. The assatsatie used to carry out day to day
operation of the business are known as currentsasBee composition of current assets
of Nepal Investment Bank Ltd and NABIL Bank Ltd are

Table 4-11 Current Assets Component of NIBL

(Rs. In '000
Particulars Nepal Investment Bank Ltd

Current Assets: 2063/64 2064/65 2065/6¢ 2066/67 2067/68
Cash & Bank Balance 2,804,484.000 3,754,942.0 7,918,003.0 6,815,890.000 8,290,371.00
Loan & Advance 17,286,427.0 | 26,996,652.0 | 36,241,207.0 [ 40,318,308.0 [ 41,095,515.0
Investmer 6,505,679.99 6,874,023.6 7,399,811.7 8,635,530.13  7,423,106.53
Other Assets 233,672.0 276,847.00 390,653.00 399,438.00 439,388.00
Total Current Assets 26,830,262.99 37,902,464.63 51,949,674.700 56,169,166.13 57,248,380.53
Details on Appendices 1, 3 & 7
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Table 4-11 shows that current assets compositioNepfal Investment Bank Ltd. Cash
and Bank Balance of the Bank is in increasing trétmvever, Cash and Bank Balance
has decreased in the year 2066/67 and has incrafteedhat year. Loan and Advances,
Investment and Other Assets are also in incredsémgl. Hence, the Total Current Assets
of the Bank is also in an increasing trend durimg $tudy period. From this table it can
be also concluded that NIBL has not depended uploer dbank or financial institution to
fulfill the short term requirement of the Bank.
Table 4-12 Current Assets Component of NABIL Bank

(Rs. In'000
Particulars NABIL Bank Ltd

Current Assets: 2063/64 2064/65 2065/6t 2066/67 2067/68
Cash & Bank Balanc 1,963,358.0 4,623,503.0 3,925,400.0 4,518,243.0 4,889,061.0
Loan & Advance 15,545,779.0 | 21,365,053.0 [ 27,589,933.0 | 32,268,873.0 | 38,034,098.0
Investmer 8,945,310.57 9,939,771.4 | 10,826,379.00 13,600,916.6) 13,003,205.53
Other Assel 512,050.0 606,394.0 864,696.0 882,005.0 1,201,984.0
Total Current Assets 26,966,497.571 36,534,721.43 43,206,408.00 51,270,037.6)] 57,128,348.53
Details on Appendices 2,4 & 8

Table 4.12 shows the components of Current AsSét\8IL Bank Ltd. Cash and Bank

Balance of the bank is changing during the studiodeln the first two year of the study
period Cash and Bank Balance has increased, dedreéasthe third year and again
increased in the final two years. Loan and Advantegestment and Other Assets are
also in increasing trend. Hence, the total Curfssets is in an increasing trend during
the study period. This table reveals that this bailkalso managed the cash without

depended with other financial institution.

From the above table the total amount of Currensefs of NIBL and NABIL is
increasing ever year during the study period. Casitipm of current assets to total assets

has also been plotted in graph in Bar Diagram tkenttata comprehensible.
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Figure 4:11 Composition of Current Assets of NIBL

70%

60%

50% -+

40% B Cash & Bank Balance

B Loan & Advances
30%

M Investment

20%

B Other Assets

10%

0%

2063/64 2064/65 2055/66 2066/67 2067/68

Figure 4:12 Composition of Current Assets of NABIL

4.2.1 Cash and Bank Balance Percentage

Cash and Bank Balance percentage of NIBL was chgrtroughout the study period. It
was highest in the year 2065/66 i.e. 15% and loweshe year 10% i.e.2063/64 and
2064/65. The average Cash and Bank Balance pegeeofaNIBL is 12%. Likewise,
Cash and Bank Balance percentage of NABIL was efemging throughout the study
period. It was highest in the year 2064/65 i.e. 8% lowest in the year 2063/64 i.e. 7%

the average Cash and Bank Balance percentage ofINiBB®%. The study shows that

66



the average Cash and Bank Balance percentage df {IB%) is higher than NABIL
(%). It shows that NIBL s maintaining good percgetaf Cash and Bank Balance than
NABIL.

4.3 Major Aspects for Balancing the Working Capital
Net working capital is the difference between cotrassets and current liabilities. Net
working capital can be positive and negative. Aifpas net working will rise when
current assets exceed current liabilities. A negatvorking capital occurs when current
liabilities are in excess of current assets. Adl trganization should have just adequate
working capital to serve in competitive market. Essive or inadequate working capital
is dangerous from the firm’s points of view.

Table 4-13 Net Working Capital of NIBL and NABIL

Fiscal year NIBL NABIL
2063/64 1,917,541.99 1,770,153.5}
2064/65 2,765,943.63 2,079,161.48
2065/66 3,896,710.70 2,769,252.00
2066/67 4,499,145.13 3,252,060.611
2067/68 5,101,313.53 3,853,427.58
Average 3,636,131.00 2,744,811.03
Std. Dev 2,582,678.70 1,697,049.38

C.V. 0.71 0.62

(Sources: Appendix 1, 2,3,4,7 &8)

Excessive investment working capital affects a ‘Srprofitability just as idle investment
yields nothing. In the same way inadequate or magatorking capital may be harmful
to the organization. So, net working can be morefuisfor the analysis of trend-off
between profitability and risk. It enables a firondetermine how much amount is left for

operational requirement.

According to Table 4.13 the Net Working Capital (IRYVof NIBL and NABIL during
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the study period are calculated. The Net Workingitahof both NIBL and NABIL are

in increasing trend during the study.

It has been observed that in both financial instthws NIBL & NABIL is lowest in the
year 2063/64 and highest in the year 2067/68. HewahWC of NIBL is higher than
that of NABIL. The Standard Deviation and Co-effigi of Variation of NIBL is higher
than that of NABIL. This shows that there is lessiation in Net Working Capital
maintained by NABIL compared to NIBL.

The above details have been plotted in the follgvBar Diagram:

6,000,000.00

5,000,000.00

4,000,000.00

3,000,000.00 B NWCof NIBL

B NWCof NABIL
2,000,000.00 -

1,000,000.00 -

2063/64 2064/65 2065/66 2066/67 2067/68

Figure 4:13 Net Working Capital of NIBL and NABIL
Fig 4.13 shows that the trend and actual lines I&LNand NABIL are changing during
the study period. It shows that the Net Working i@dmf NIBL is always higher than
that of NABIL. The above analysis helps to concltli the ratio of NIBL is better than
that of NABIL.

4.3.1 Correlation between Cash & Bank Balance and Currentiabilities:

Cash and Bank Balance are most liquid componentsiroént assets. This is required to
meet the unexpected short term obligation i.e. ezurdiabilities. The coefficient of
correlation between cash and bank balance andntuiabilities is to measure the degree
of relationship between these two variables. Haresurrent liability is independent
variable Y and cash and bank balance is dependeiafle X.
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Table 20 shows the coefficient of correlation betweash and bank balance and current
liabilities i.e. r, P.E. r, 6P.E. of NIBL and NABIduring the study period.

Table 4-14 Correlation Analysis between Cash & BBakance and Current

Liabilities
Bank R P.E.(r) 6P.E.(r) Implication
NIBL 0.9483 0.0292 0.1752| Significant
NABIL 0.8138 0.0978 0.5868| Significant
Sources: Appendix 7 & ¢

From the table 4-14 we can find that the coefficiehcorrelation between Cash and
Bank Balance and Current Liabilities in NIBL “r" 8.9483. This shows that there is
positive relationship between two variables. Integhto probable error the value of “r”
is more than six times of P.E.r i.e. 0.1752. Thhis tresults significant relationship

between Cash & Bank Balance and Current Liabilities

In case of NABIL Bank Ltd, coefficient of correlati “r" between Cash & Bank Balance
and Current Liabilities is 0.8138. This also, shothat here is positive relationship
between two variables. By considering probablerdtre value of “r” is six times more
than P.E.r which is 0.5868. This concludes thatethe significant relationship between

Cash & Bank Balance and Current Liabilities.

4.4 Trend Analysis
The tools that are applied to show increase andedse of variables over a period of

time are known as Trend Analysis. It helps to deiee the improvement of its financial

situation. With the help of trend analysis the &bke over can be seen clearly.
The trend line is represented by following equation

Y =a + bXew oo e oo e (0)

Where,
Y = 1 Estimated value of Y for given value X in coioate axes
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a =Y intercept of mean of Y value
b = slope of the line or rate of change
X = variable in time axis

To find the values of a & b, we have to solve tbiofving equations:

Zy= er+bzxz.........................(iij
ZXY = QZZX H}sz v eee e e v e+ (D)

4.4.1 Trend Analysis of Current Ratio Assets
From the calculation of current ratio trend as pppendix 18 and 19, the value of

constant ‘a’ and ‘b’ are as follows:

Nepal Investment Bank Ltd (NIBL) a=1.07 b =0.005

NABIL Bank Ltd (NABIL) a=1.07 b =0.001
(Sources: Appendix 7, 8, 18 and 19)

Here the rate of change on Current Ratio percentdgeé’ in NIBL and NABIL is
positive. This indicates that the percentage isincreasing trend in both financial
institutions. Though the trend rate of NIBL and NIABs positive it is increasing slowly.
However, the rate of change is higher in NIBL tiNgRBIL.

1.11
1.10 /
1.09

1.08 / ———Trend Lire of NIBL

= Actual Line of NIBL

1.07
\/ Trend Line of NABIL
1.06

= Actual Line of NABIL

1.05

],04 T T T T 1
2063/64 2064/65 20€65/66 2066/67 2067/68

Figure 4:14 Actual and Trend Line of Current Ratio
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The above graph represents that the actual and lirenof NIBL is higher than NABIL
during the study period. Also, it states the tréind of NIBL is increasing higher than
NABIL.

4.4.2 Trend Analysis of Quick Ratio Assets
From the calculation of Quick Ratio trend as pempémpdix 20 and 21, the value of

constant ‘a’ and ‘b’ are as follows:

Nepal Investment Bank Ltd (NIBL) a=0.098 b =120

NABIL Bank Ltd (NABIL) a=0.092 b =0.002

The trend rate on Quick Ratio ‘b’ of NABIL is pas# so its quick ratio is in increasing
trend and the trend rate on Quick Ratio ‘b’ of NIBLnegative so its quick ratio is in
decreasing trend. This indicates that NIBL is slov@ducing its liquidity.

0.18
0.16 /\ /
0.14 ~_
/\/

0.12 :

+ =Trend Line of NIBL
0.10 el \--.._ E— _
0.08 \ — Actual Line of NIBL
0.06 \ Trend Line of NABIL
0.04 ~ —— Actual Line of NABIL
0.02

2063/64 2064/65 2065/66 2066/67 2067/58

Figure 4:15 Actual and Trend Line of Quick Ratio

The figure Shows that the actual line of NIBL andBNL are fluctuating. Trend line of
NIBL is in decreasing trend where as trend lin&N&BIL slightly increasing. During the
study period, the trend line of NABIL is higher ththat of NIBL.

4.5 Major Findings
The major findings of the study during the periddiwe years in Nepal Investment Bank
Ltd and NABIL Bank Ltd are:

* The major components of current assets in Nepasimrent Bank Ltd (NIBL) and
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NABIL Bank Ltd are Cash & Bank Balance, Loan & Adwas, Investment and
Other Current Assets. During the study period, pineportion of Cash & Bank
Balance, Loan & Advances, Investment and Other €tirAssets to total Current
Assets on an average of NIBL are 13%, 70%, 16%1&adcand NIBL are 9%, 63%,
26% and 2% respectively. It shows that average @aBlank Balance and Loan &
Advances are higher in NIBL and Investment and O@w@rent Assets are higher in
NABIL. The trend value of Cash & Bank Balance, Lo&nAdvances and Other
Current Assets is negative and Investment on Govenh Securities is positive in
NIBL. It shows that NIBL is increasing its fund amcome generating investments.
Whereas, Loan & Advances, Investment and Governn@sdurities and Other
Current Assets is positive and Cash & Bank Balascesgative in NABIL. It shows
that NIBL is increasing its fund on income genergiturrent assets.

The ratio such as Current Ratio, Quick Ratio andhGand Bank Balance to Deposit
Ratio (excluding Fixed Deposit) helps to analyze lilquidity position of banks and
financial institutions. The average current raticNédBL and NABIL is 1.08 and 1.07
respectively. The current ratio trend of NIBL andABIL is 0.005 and 0.001
respectively which is positive. The average quiahorof NIBL and NABIL is 0.14
and 0.10 respectively. The quick ratio trend of NiB -0.012 which is negative and
NABIL is 0.002 which is positive. The Cash and BaB&lance to Deposit Ratio
(excluding Fixed Deposit) of NIBL and NABIL is 0.20hd 0.15 respectively. As the
above ratio of NIBL is higher than NABIL, NIBL hdsetter liquidity position than
that of NABIL.

The average value of Loan and Advances to TotabBieRatio, Loan and Advances
to Fixed Deposit Raito and Loan and Advances tarfgavDeposit Ratio of NIBL are
0.78, 2.69 and 2.31 and NABIL are 0.71, 2.63 ai0@ Pespectively. While analyzing
the turnover of these two banks it shows that NHals slightly better turnover than
NABIL. Therefore, NIBL has better utilization of pesits in income generating
activity and has better investment efficiency thekBIL.

Savings Deposit to Total Deposit Ratio of NIBL adABIL are changing during the
study period. The ratio of NIBL range from 0.270td4 with an average ratio of 0.35
and ratio of NABIL range from 0.29 to 0.44 with amerage ratio of 0.36. It shows
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that the average ratio of NABIL than that of NIBLhieh shows that out of total
deposit NABIL has more savings deposit than thallkidL. Therefore, it concludes
that NABIL has more short term and less costly sesiof fund than NIBL.

The average of Fixed Deposit to Total Deposit RatioNIBL and NABIL are
respectively 0.30 and 0.28. This ratio of NIBL iglter compared to that of NABIL
during the study period. Therefore, it concludest tihne NIBL has more long term
and costly sources than NABIL.

The efficiency of any bank can be measured by fatofity, which can be analyzed
from different ways. Though the average value tériest earned total assets ratio of
both NIBL and NABIL is 0.07, the ratio of NIBL raegrom 0.06 to 0.10 and ratio of
NABIL range from 0.06 to 0.09. Though both finandiastitutions are effectively
using its total assets to earn the interest incamesidering the data during the study
period it shows that NIBL is more efficiently usiitgtotal assets to earn the interest
income compared to NABIL.

Also, the average value of Cost of Services to [TAsaets of both NIBL and NABIL

is 0.04. This implies that both financial instituis are equally using its total in cost
effective way. Considering the data during the gtperiod, the ratio of NIBL range
from 0.03 to 070 and NABIL range from 0.03 to 0.@8mplies that NIBL has better
profitability position than NABIL.

The net working capital of both NIBL and NABIL i®gitive during the study period.
The average net working capital of NIBL and NABH.NPR 3,636.13 mio and NPR
2,744.81 mio respectively. During the study petioel net working capital of NIBL is
always higher than that of NABIL. The CV of NIBL @NABIL is 0.71 and 0.62
respectively which shows that there is very highalality of net working capital
maintained by NIBL compare to NABIL. The above as& helps to conclude that
the ratio of NIBL is better than that of NABIL.

Coefficient of correlation between Cash and BankaBee and Current Liabilities
shows that there is significant relationship betwte two variables. The value of ‘r’
of NIBL and NABIL is 0.8123 and 0.9660 respectivelyy shows that the holding
cash and bank balance of NIBL and NABIL is relatath current liabilities. Also,

coefficient of correlation between loan and advanaed net profit of NIBL ‘r’ is
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0.9575 and NABIL is 0.9886. This shows that thesesignificant relationship
between loan and advances and total deposit.

Coefficient of correlation between Loan and Advancand Investment on
Government Securities is significant in both bank&e correlation coefficient
between Loan and Advances and Total Deposit of NdBtl NABIL ‘r’ is 0.9975 and
0.9908 respectively. Considering the probable etter value of ‘r' is greater than
6PE hence, we can conclude that there is significglationship between loan and
advances and total deposit. Similarly, the coedfiti of correlation between
Investment on Government Securities and Total Depodsis 0.8123 and 0.996
respectively, which is greater than six times dE.FHence, it shows that there is
significant relationship between investment on goweent securities and total

deposits.
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CHAPTER 5.
SUMMARY, CONCLUSION AND RECOMMENDATION

The term working capital is very sensitive aredimdncial management normally used in
the banking sector to improve their efficiency dodthe betterment of the organization.
Hence, this chapter is the dedicated chapter ferrdsearch because this chapter is
entirely focuses on comparative analysis conclusidwo commercial banks.

This chapter consists of mainly three parts: Sumpfaonclusion and Recommendation.
In summary part, revision or summary of all fouapters is made. In conclusion part, the
result from the research is summarized and in recendation part, suggestion and
recommendation is made based on the result andierpe of thesis. Recommendation
is made for improving the present situation to¢bacerned parties as well as for further
research.

5.1 Summary

Working capital management decision is one amon@uws other financial decisions.
Working capital management entails short term dmuass generally, relating to the next
one year period-which is reversible. These decssame therefore not taken on the same
basis as capital investment decisions rather theyased on cash flows or profitability.
In most of the enterprises the management of wgrkapital has been misunderstood as
the management of money rather that it's efficietiiization. The more of short term
liquidity means more of current assets and lessuofent liabilities. The less current
liabilities implies less short term financing heaglto the lower returns resulting from the
use of more high cost long term financing. So iesy essential to analyze and find out
problems and its solution to make efficient uséuofds for minimizing the risk of loss to
attain profit objective.

The study has been organized into five major cliaach denotes some aspect of the
study of working capital management.
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The first chapter focus on the brief introductiohieih covers the background of the
study, industrialization and its role in Nepal dbrhistory of Nepal Investment Bank Ltd
and NABIL Bank Ltd., introduction of working capitmanagement and purpose of the

study. It includes the statement problem, signifesaof the study and its limitations.

The second chapter deals with theoretical conceptdifferent literature review for

journals, books, dissertation, which will help taoyide knowledge about the
development and progress made by earlier reseammethe concerned topic. The
summarization of the period has been done to peokitbwledge about the background

of the work done earlier researchers.

In the third chapter, an appropriate research naetlogy has been applied to fulfill the
stated objective of the study. This chapter inctudsearch design, nature and sources of
data, data processing, tools and techniques udwesl.r@search design of the study is
descriptive and analytical in nature. The datacaléected from the secondary sources.
Financial ratio such as current ration, quick ratiwnover ratio, profitability ratio etc has
been used. Similarly, statistical tools like KadaPson’s coefficient, probable error and

trend analysis have been used.

One of the most important chapters of this researcmapter four which is presentation
and analysis of data which have been used to pgremsalyze and interpret the necessary
data. The necessary data are derived from the dmkreet and profit and loss statement
of Nepal Investment Bank Ltd and NABIL Bank Ltd ftre period of five year from
fiscal year 2063/64-2067/68 as provided in the mamlebsite. The data collected have
been presented in tables, figures and comparatteepretation has been made by using

various financial and statistical tools.
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5.2 Conclusion

As we are well aware that deposit is the raw maltemd life blood of all the banks to

survive in the industry. Bank should have optinféative policy to collect the deposit

in various accounts. Higher the deposit higher wél the day to day operations and

thereby increasing the profit. Banks should noestvtheir fund unsystematically, they

should invest their fund after doing various pditf@nalysis and comparative study. If a

bank does not have sound working capital managermenty be problematic in the

future to operate day to day transaction and tiven@ld be the possibility of bankruptcy.

Hence, if the bank only concentrates on their wagkecapital there is high change of

default risk. There is positive and negative impdatorking capital management.

The conclusions of analysis are as follows:

The liquidity position of Nepal Investment Bank L&hd NABIL Bank Ltd is not
meeting the standard ratio i.e. 2:1. But also it ba considered good, as its current
assets is excess than current liabilities in bdthhe financial institutions. While
examining trend analysis, it shows that the currativ trend of NIBL and NABIL is

in increasing trend, however, the rate of chandegber in NIBL compared to that of
NABIL. This implies that NABIL bank is trying to ilize its idle money in income
generating sector to increase its profitability pamed to that of NIBL.

The profitability position of NIBL and NABIL are siilar. However, in terms of net
profit to total deposit ratio NABIL is slightly betr than compared to NIBL. The
banks should use its working fund to earn highés of profit. Both of the banks
have positive profitability ratio.

The turnover position of NIBL is better than NABINIBL has efficiently utilized its
deposits in loan and advances so that it couldoeds idle balance than compared to
NABIL.

The major components of current assets of NIBL BI&ABIL are Cash & Bank
Balance, Loan & Advances, Investment on Governreaurities and Other Current

Assets. The major proportion of working capital @oises of Loan & Advances and
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Investments. During the study period, the propartsé Cash & Bank Balance, Loan
& Advances, Investment and Other Current Assetsotal Current Assets on an
average of NIBL are 13%, 70%, 16% and 1% and NIBL 36, 63%, 26% and 2%
respectively. It shows that average Cash & BanlalBzd and Loan & Advances are
higher in NIBL and Investment and Other Currentéissare higher in NABIL.

» The net working capital of both NIBL and NABIL i®gitive during the study period.
The average net working capital of NIBL and NABH.NPR 3,636.13 mio and NPR
2,744.81 mio respectively. During the study petioel net working capital of NIBL is
always higher than that of NABIL. The CV of NIBL @NABIL is 0.71 and 0.62
respectively which shows that there is very highalality of net working capital
maintained by NIBL compare to NABIL. The above asé& helps to conclude that
the ratio of NIBL is better than that of NABIL.

» Correlation Analysis between Loan & Advances antalf®eposits, Investment on
Government Securities and Total Deposits, Cash &kBBalance and Current
Liabilities and Loan & Advances and Net Profit slsothat there is a significant
relationship between these variables in both fir@mgstitutions.

* The trend value of Cash & Bank Balance, Loan & Awbes and Other Current
Assets is negative and Investment on Governmenirifies is positive in NIBL. It
shows that NIBL is increasing its fund on incomaeating investments. Whereas,
Loan & Advances, Investment and Government Seesréind Other Current Assets
is positive and Cash & Bank Balance is negativ®&lABIL. It shows that NIBL is

increasing its fund on income generating curresétss

5.3 Recommendation:
At the end of the research here are recommendatia@® on the basis of the above

study:

* The proportion of Loan & Advances is more than 5@%rage out of the total current
assets in both of the banks, which can be congidasegood but this proportion is
changing over the study period. Bank should givet foriority to invest its fund on
loan and advances to get higher return. So, the Ismould not decrease its

investment in loan and advances below 50% of tataknt assets.
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The turnover of the commercial banks is the primagtor for generating income.
Loan and advances to total deposit ratio is leas tne. Fixed deposit and saving
deposit turnover position are also not satisfactorypoth banks. Due to poor turnover
position, the chances of bad debts and non-eaidiegfunds are high. Therefore,
both NIBL and NABIL should give proper attention oaollection of over dated loan
and advances and utilization of idle funds as kmach advances.

In both NIBL and NABIL, saving deposit to total degit ratio is less than 50%.
Hence, both should try to increase its savings sie@zcounts balance than other
accounts.

The liquidity position of both NIBL and NABIL is bew the normal standard. Hence,
both banks should try to increase its current asset

From turnover ratios, investment policy of NIBL seeto be better than that of
NABIL during the study period. It is therefore nesary for NABIL to utilize its
deposits in income generating activities by betigestment efficiency on loan and
advances.

Positive working capital represents the sound firnmanagement of the banks.
Similarly, negative working capital represents goor financial management of the
banks. The net working capital of NIBL and NABIL l®th positive and is in the
increasing trend. Both banks should try to keefnoyrh size of investment in current
assets and current liabilities.

The average proportion of loan and advances NIBd BABIL out of the total
current assets is 70% and 62% respectively. Theoption of loan and advances of
NABIL is lower than that of NIBL. Hence, NABIL sh&l adjust its policy of
investment on loan and advances with collectedgwamtl increase the proportion of

loan and advances in total current assets.
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APPENDIX

Components of Cash & Bank Balance NRs. ('000)-Appeiix 1

Particulars Nepal Investment Bank Ltd

2063/64 2064/65 | 2065/66 2066/67 2067/68

Cash Balance 763,984.00 1,464,483.00 1,833,462.00 1,525,442.0Q 1,718,666.0(

Bank Balance 1,677,530.q0 2,290,459.00 6,084,541.00 5,290,448.0Q0 6,421,705.0(
Money to Call & Short Notice 362,970.00 - - - 150,000.00

Total Cash & Bank Balance 2,804,484003,754,942.00 7,918,003.00 6,815,890.0Q 8,290,371.0(

Components of Cash & Bank Balance NRs. (‘000)-Appelix 2
Particulars NABIL Bank Ltd

2063/64 2064/65 2065/66 2066/67 2067/68

Cash Balance 270,407.00 511,427.0d 674,395.0( 635,987.0( 744,592.00

Bank Balance 1,129,418.q0 2,159,715.00 2,698,117.0( 764,112.00 1,691,957.0

Money to Call & Short Notice 563,533.00 1,952,361.00 552,888.00 3,118,144.00 2,452,512.00

Total Cash & Bank Balance 1,963,358/004,623,503.00 3,925,400.00 4,518,243.0Q 4,889,061.0(

Components of Loan & Advances NRs. ('000)-Appendig
Nepal Investment Bank Ltd

Particulars 2006/07 2007/08 2008/09 2009/2010 2010/11

2063/64 2064/65 2065/66 2066/67 2067/68

Loan, Advances & Bills Purchased 17,286,427.0026,996,652.00 36,241,207.00 40,318,308.00 41,095,515.0

Total Cash & Bank Balance 17,286,427]0026,996,652.00 36,241,207.00 40,318,308.00 41,095,515.0

Total Cash & Bank Balance 34,572,854)0053,993,304.00 72,482,414.00 80,636,616.00 82,191,030.0

Components of Loan & Advances NRs. ('000)-Appendi%
NABIL Bank Ltd

Particulars 2006/07 2007/08 2008/09 2009/2010 2010/11

2063/64 2064/65 2065/66 2066/67 2067/68
Loan, Advances & Bills Purchased 15,545,779.021,365,053.00 27,589,933.00 32,268,873.0 38,034,098
Total Cash & Bank Balance 15,545,779/0021,365,053.0) 27,589,933.00 32,268,873.00 38,034,098.00

Cost of Services NRs. ('000)- Appendix 5
Nepal Investment Bank Ltd

Particulars 2006/07 2007/08 2008/09 2009/2010 2010/11

2063/64 2064/65 2065/66 2066/67 2067/68
Interest Expenses 685,530.p0 992,158.00 1,686,973.00 2,553,847.00 3,620,337.00
Personnel Expenges 145,371)J00 187,150.0¢ 225,721.0 279,851.90 326,543.00
Cost of Services 830,901.0  1,179,308.0D 1,912,694.0 2,833,698.00  3,946,880.00
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Cost of Services NRs. ('000)- Appendix 6

NABIL Bank Ltd

Particulars 2006/07 2007/08 2008/09 2009/2010 2010/11

2063/64 2064/65 2065/66 2066/67 2067/68
Interest Expenses 555,710.p0  758,436.00 1,153,280.00 1,960,108.00  2,955,431.00
Personnel Expenses 240,161)J00 262,908.0(]) 339,898.0 366,940.90 454,042.00
Cost of Services 795,871.00  1,021,344.0p 1,493,178.0 2,327,048.00  3,409,473.00

Details of NIBL NRs. ('000)- Appendix 7
Nepal Investment Bank Ltd NRs. ('000)
Particulars 2006/07 2007/08 2008/09 2009/2010 2010/11

2063/64 2064/65 2065/66 2066/67 2067/68
Current Assets:
Cash & Bank Bala 2,804,484.00 3,754,942.00 7,918,003.00 6,815,890.00  8,290,371.00
Loan & Advances 17,286,427.00 26,996,652.00 36,241,207.0¢ 40,318,308.40 41,095,515.00
Investment 6,505,679.99  6,874,023.6 7,399,811.7¢ 8,635,530.13  7,423,106.53
Other Assets 233,672.40 276,847.0 390,653.00 399,438.40 439,388.00
Total Current Ass§ _ 26,830,262.99 _ 37,902,464.63 51,949,674.7( 56,169,166.13 57,248,380.53
Fixed Assets 759,456.00 970,092.0 1,060,752.00 1,136,247.00  1,108,448.00
Less: Depreciation 14,787.40 182,795.00 332,251.0 437,216.00 437,216.00
Net Fixed Assets 744,669.00 787,297.00) 728,501.00 699,031.00 671,232.00
Total Assets 27,574,931.99 38,689,761.63 52,678,175.7( 56,868,197.13 57,919,612.53
Liabilities:
Borrowings - - 38,800.00 37,315.40 280,764.00
Current Deposits 2,546,692.00  3,745,732.00 4,484,561.00 4,805,295.0  4,701,496.00
Savings Deposits 10,742,332.00 13,688,767.00 17,066,252.00 14,324,256.00 13,490,307.00
Call Deposits 3,683,145.00 9,072,995.0¢ 13,513,907.00 14,140,027.0 13,568,019.00
Fixed Deposit 7,516,687.00 7,944,233.0¢ 11,633,380.00 16,825,148.00 18,378,300.00
Bills Payable 32,401.00 78,839.00 82,338.0 38,144.40 8,250.0p
Proposed Dividen 43,650.00 93,468.00 481,414.00 602,274.40 602,274.00
Income Tax Liabili 295.00 24,083.0p 38,297.00 37,195.40 -
Other Liabilities 347,519.0 488,404.0 714,015.00 860,367.q0 1,117,657.00
Total Current Liab| _ 24,912,721.00 _ 35,136,521.0( 48,052,964.0( 51,670,021.00 52,147,067.0(
Net Worth 1,878,124.00  2,686,786.0 3,907,840.0 4,585,393.40
Total Liabilities 26,790,845.00 _ 37,823,307.0( 51,960,804.0 56,255,414.00 52,147,067.0(
Net Profit after Ta; 501,399.00 696,732.00 900,619.00 1,265,950.00 _ 1,176,641.00
Interest Earned 1,584,987.00  2,194,276.00 3,267,941.0 4,653,521.0  5,803,440.00
Interest Expenses 685,530.p0 992,158.00 1,686,973.00 2,553,847.00  3,620,337.00
w 899,457.00 1,202,118.00 1,580,968.00 2,099,674.00 _ 2,183,103.04




Details of NABIL NRs. ('000)- Appendix 8

NABIL Bank Ltd NRs. (1000)

S O O S Do oo

Particulars 2006/07 2007/08 2008/09 2009/2010 2010/11
2063/64 2064/65 2065/66 2066/67 2067/68
Current Assets:
Cash & Bank Baldl  1,963,358.00  4,623,503.00 3,925,400.00 45182430  4,389,061.0)
Loan & Advances|  15,545,779.00 21,365,053.00 27,589,933.00 32,268,873.00 38,034,098.0)
Investment 894531057 9,939,771.4 10,826,379.00 13,600,916.61 13,003,205.5
Other Assets 512,050.0  606,394.0 864,696.0 882,005.0  1,201,984.4
Total Current Assd  26,966.497.51  36,534,721.43 43,206,408.0( 51.270,037.61 57,128,348.53
Fixed Assets 286,895.00  598,039.00 660,989.00 779540.0  935,089.0
Less: Depreciatior] 317,322.00  357,940.00 336,910.00 386,747.0  455,724.0
Net Fixed Assets (30,427.00) 240,099.00 324,079.00 392,793.00  479,365.00
Total Assets 26,936,070.57  36,774,820.43 43,530,487.0( 51,662,830.61 57,607,713.53
Liahilities:
Borrowings 882,573.00  1,360,000.0 1,681,305.00 74.900.00  1,650,599.4
Current Deposits 3,758,108.00  5,727,554.00 5,978,869.00 8,620,899.00  6,456,719.0
Savings Deposits 10,187,354.00 12,159,966.00 14,620,407.00 13,786,586.00 14,288,520.0
Call Deposits 3,961,633.00 556344100 8,438,271.00 9,295,058.J0 12,110,043.4
Fixed Deposit 5435190.00  8,464,086.00 8,310,708.00 14,711,158.00 16,840,831.0
Bills Payable 83,515.00 238,422.00 463,139.00 4254440  415,768.0
Proposed Dividen 509,418.00 437,373.0 361,325.00 434737.0  608,931.0
Income Tax Liabili - 38,777.00 80,232.0¢) 24,904.40 44,104.0
Other Liabilities 378,553.0 465,941.0 502,900.00 6442910  859,406.0
Total Current Liab| _ 25,196,344.00 _ 34,455,560.0( 40,437,156.0( 48,017,977.00 53,274,921.0(
Net Worth 2,055,115.00  2,439,825.0 3,129,020.0 3,840,179.00  4,566,981.0)
Total Liabilities 27,251,459.00 _ 36,895,385.0( 43,566,176.0( 51,858,156.00 57,841,902.0(
Net Profit after Ta 673,960.00 746,468.00 1,031,053.00 1,141,051.00 _ 1,337,745.00
Interest Earned 1,587,759.00  1,978,697.00 2,798,486.0 4,049,712.Q0  5,254,030.00
Interest Expenses 555,710.p0  758,436.00 1,153,280.00 1,960,108.00 2,955,431.0p
w 1,032,049.00  1.220,261.00 1.645.206.0( 2,089,604.00  2.298,599.0(
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Appendix 10
Calculation of Trend Value of Cash and Bank Balaat&lepal Investment Bank Ltd

(NIBL)

Year X x? Cash & Bank Balance (Y) XY a b Trend (Y=a+bX)
2063/64 1 1 10.45 10.45 15.58 -1.03 14.50
2064/65 2 4 9.91 19.4215.58 -1.03 13.47
2065/66| 3 9 15.24 45,12 15.58 -1.03 12.44
2066/67| 4 16 12.13 48.92 15.5B -1.03 11.41
2067/68, 5 25 14.48 72.40 15.58 -1.03 10.38
n=5 >X =15.00|>X2 =55.00 |>Y = 62.21 >XY = 196.91

Here, actual equation of the liner trend is Y= laXr----(i)

The values of the constants a and b can be detednby solving following normal
equations:

Y =na+ by X ----------- (i)
XY =aYX + bYX2------- (iii)

Substituting the values of BiX, Y'Y, > XY, and} X2 in equation (ii) and (iii) we get

62.21 = 5a + 15b------- (iv)
196.91 = 15a + 550------(V)

Now, multiplying (iv) by 3 and then subtracting (v get

186.63 = 15a + 45b
196.91 = 15a + 55b

10.28 =-10b
or,b=-1.03
Putting the value of b in (iv) we get

62.21 = 5a - 15.45b
or,a=15.53

Substituting the values of a and b in (i), we ¢&, regression equation of Y and X
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Appendix 11
Calculation of Trend Value of Cash and Bank BalasfddABIL Bank Ltd (NABIL)

Year (X X? Cash & Bank Balance (Y] XY al|b Trend (Y=a+bX)
2063/64 1 1 7.2 7.28 9.6/ -0.13 9.54
2064/65 Y 4 12.66 25.3p 9.6f -0.13 9.41
2065/66) 3 9 9.04 27.27 9.6 -0.13 9.28
2066/67| 4 16 8.81 35.24 9.6f -0.13 9.1
2067/68 5 25 8.56 42.84 9.6f -0.13 9.0p
n=5 YX =15|¥X2=55|YY = 46.40 Y XY =137.91

Here, actual equation of the liner trend is Y= a+bX(i)

The values of the constants a and b can be detedniy solving following normal
equations:

>Y =na+ by X ----------- (i)
XY =aYX+bYX2------- (iii)

46.40 = 5a + 15b-------- (iv)
137.91 = 15a + 55b------ (V)

Now, multiplying (iv) by 3 and then subtracting (v get

139.20 = 15a + 45b
137.91 = 15a + 55b

1.29=-10b
or,b=-0.13

Putting the value of b in (iv) we get

46.40=5a-1.95
or,a=9.67

Substituting the values of a and b in (i), we g®, regression equation of Y and X.
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Appendix 12
Calculation of Trend Value of Loan and Advance®tBL

Year |X X2 Loan and Advances (Y] XY a b | Trend (Y=a+bX)
2063/64 1 1 64.43 64.43 74.39 -1.%3 72.86
2064/65 y 4 71.23 142.46 74.39 -1.53 71.33
2065/66 3 9 69.76 209.28 74.39 -1.53 69.90
2066/67 4 16 71.78 287.12 74.39 -1.53 68.27
2067/68 5 25 71.78 358.90 74.39 -1.53 66.714
n=5  |>X = 15 |>X2=55 |>Y = 348.98 TXY = 1,062.19

Here, actual equation of the liner trend is Y= a+bX(i)

The values of the constants a and b can be detednby solving following normal
equations:

>Y =na+ by X ----------- (i)
XY =aYX+bYX2------- (iii)

348.98 = 5a + 15p------- (iv)
1,062.19 = 15a + 55b------(V)

Now, multiplying (iv) by 3 and then subtracting (v get

1,046.94 = 15a + 45b
1,062.19 = 15a + 55b

15.25 =-10b
or,b=-153

Putting the value of b in (iv) we get

348.98 = 5a - 22.95
or,a=74.39

Substituting the values of a and b in (i), we g&, regression equation of Y and X.
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Appendix 13
Calculation of Trend Value of Loan and Advance®aBIL

Year X X? Loan and Advances (Y] XY a b Trend (Y=a+bX)
2063/64 1 1 57.65 57.65( 55.2f1 2.43 57.44
2064/65 . 4 58.48 116.96 55.2L 2.23 59.67
2065/66 3 9 63.86 191.58| 55.2L 2.23 61.90
2066/67 4 16 62.94 251.76] 55.2[L 2.23 64.113
2067/68 5 25 66.58 332.90| 55.2L 2.23 66.36
n=5 >X =15|YX2=55|>Y = 309.51 >'XY = 950.85

Here, actual equation of the liner trend is Y= a+bX(i)

The values of the constants a and b can be detednby solving following normal
equations:

>Y =na+ by X ----------- (i)
XY =aYX+bYX2------- (iii)

309.51 = 5a + 15p-------- (iv)
950.85 = 15a + 55b------(V)

Now, multiplying (iv) by 3 and then subtracting (v get

928.53 = 15a + 45b
950.85 = 15a + 55b

(22.32) =-10b
or,b=2.23

Putting the value of b in (iv) we get

309.51 = 5a + 33.45
or,a=55.21

Substituting the values of a and b in (i), we g®, regression equation of Y and X.
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Appendix 14
Calculation of Trend Value of Government SecuritéslIBL

Year X X? Government Securities (M) XY a b Trend (Y=a+bX)
2063/64 1 1 24.25 24.25| 9.4p 2.593 11.93
2064/65 2 4 18.14 36.28| 9.4D 2.93 14.46
2065/66 3 9 14.24 42,72 9.4D 2.53 16.99
2066/67] 4 16 15.37 61.48| 9.4p 2.53 19.52
2067/69 5 25 12.97 64.85| 9.4p 2.3 22.05
n=5 >X =15|>X2=55|>Y = 84.97 >XY =229.58

Here, actual equation of the liner trend is Y= a+bX(i)

The values of the constants a and b can be detednby solving following normal
equations:

Y =na+ by X -------m--- (i)
XY =aYX+bYX2------- (iii)
Substituting the values of Bi,X, Y'Y, > XY, and} X2 in equation (ii) and (iii) weget

84.97 = 5a + 15p-------- (iv)
229.58 = 15a + 55b-------(V)

Now, multiplying (iv) by 3 and then subtracting (v get

254.91 = 15a + 45b
229.58 = 15a + 55b

25.33=-10b
or,b=253

Putting the value of b in (iv) we get

84.97 =5a+ 37.95
or,a=940

Substituting the values of a and b in (i), we ¢g®, regression equation of Y and X.
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Appendix 15

Calculation of Trend Value of Government Securité€slABIL

Year X X2 Government Securities (Y) XY a b | Trend (Y=a+bX)
2063/64 1 1 33.17 33.17| 20.4p 2.15 22.60
2064/65 y 4 27.21 54.4p 20.4p 2.15 24.75
2065/66 3 9 25.06 75.18| 20.4p 2.15 26.90
2066/67 4 16| 26.53 106.12| 20.4p 2.15 29.05
2067/68 5 25 22.76 113.80| 20.4p 2.15 31.20
n=5 YX =15[YX2=55[>Y =134.73 Y XY =382.69

Here, actual equation of the liner trend is Y= a+bX(i)

The values of the constants a and b can be detednby solving following normal
equations:

>Y =na+ by X ----------- (i)
XY =aYX + bYX2------- (iii)

Substituting the values of BX, >Y, > XY, and} X2 in equation (ii) and (iii) we get

134.73 = 5a + 15h-------- (iv)
382.69 = 15a + 55b-------(V)

Now, multiplying (iv) by 3 and then subtracting (v get

404.19 = 15a + 45b
382.69 = 15a + 55b

21.50 =-10b
or,b=2.15

Putting the value of b in (iv) we get
134.73 =5a + 32.25
or,a=20.45

Substituting the values of a and b in (i), we g®t, regression equation of Y and X.
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Appendix 16
Calculation of Trend Value of Other Current AssstslIBL

Year X X2 Other Current Assets (Y] XY a b Trend (Y=a+bX)
2063/64 1 1 0.87 0.87| 0.83p -0.022 0.91
2064/65 y 4 0.73 1.4¢ 0.83R -0.022 0.79
2065/66 3 9 0.75 2.25( 0.83p -0.022 0.77
2066/67 4 16 0.71 2.84( 0.83p -0.022 0.74
2067/68 5 25 0.77 3.85( 0.83p -0.022 0.72
n=5 >X =15|¥X2=55[>Y = 3.83 YXY =11.27

Here, actual equation of the liner trend is Y= a+bX(i)

The values of the constants a and b can be detednby solving following normal
equations:

Y =na+ by X -------m--- (i)
XY =aYX + bYX2------- (iii)

Substituting the values of BX, >Y, > XY, and} X2 in equation (ii) and (iii) we get

3.83 = 5a + 15h-------- (iv)
11.27 = 15a + 55b------(V)

Now, multiplying (iv) by 3 and then subtracting (v get

11.49 = 15a + 45bc
11.27 = 15a + 55b

0.22 =-10b
or, b =-0.022

Putting the value of b in (iv) we get

3.83 = 5a + 15*-0.022
or,a=0.83

Substituting the values of a and b in (i), we g®t, regression equation of Y and X.
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Appendix 17
Calculation of Trend Value of Other Current AssstSIABIL

Year X X2 Other Current Assets (Y] XY a b Trend (Y=a+bX)
2063/64 1 1 1.9 1.90 2.01## 0.046 2.06
2064/65 2 4 1.6p 3.32 2.01#4 0.046 2.11
2065/66) 3 9 2.0( 6.00 2.014# 0.046 2.1
2066/67 4 16 1.73 6.89 2.01ff 0.046 2.20
2067/68 5 25 2.1( 10.5Q 2.014 0.046 2.24
n=5 YX =15 [¥X2=55[YY = 9.38 YXY = 28.6 |

Here, actual equation of the liner trend is Y= a+bX(i)

The values of the constants a and b can be detednby solving following normal
equations:

>Y =na+ by X ----------- (i)
XY =aYX+bYX2------- (iii)

9.38 = 5a + 15h-------- (iv)
28.6 = 15a + 55Db------()

Now, multiplying (iv) by 3 and then subtracting (v get

28.14 = 15a + 45b
28.6 = 15a + 55b

(0.46) = -10b
or, b =-0.046
Putting the value of b in (iv) we get

9.38 = 5a - 15*0.046
or,a=2.014

Substituting the values of a and b in (i), we g®#, regression equation of Y and X.
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Appendix 18
Calculation of Trend Value of Current Ratio of NIBL

Year [X X2 Current Ratio(Y)| XY a |b Trend (Y=a+bX
2063/64 1 1 1.08 1.08 1.0 0.0Q05 1.08
2064/65 2 4 1.08 2.19 1.0f7 0.005 1.08
2065/66 3 9 1.08 3.24 1.0f 0.005 1.09
2066/67 4 16 1.04 4.39 1.0f 0.005 1.09
2067/68 5 25 1.1 5.50 1.0f 0.005 1.10
n=5 |YX=15[¥YX2=55[YY =5.43 YXY = 16.34

Here, actual equation of the liner trend is Y= a+bX(i)

The values of the constants a and b can be detednby solving following normal
equations:

Y =na+byX ----------- (i)
XY =aYX + bYyX2------- (iii)

5.43 = 53 + 15h------- (iv)
16.34 = 15a + 55b-------(V)

Now, multiplying (iv) by 3 and then subtracting (v get

16.29 = 15a + 45b
16.34 = 15a + 55b

(0.05) = -10b
or, b = 0.005
Putting the value of b in (iv) we get

5.43 = 5a +15*0.005
or, a=1.07

Substituting the values of a and b in (i), we g®, regression equation of Y and X.
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Appendix 19

Calculation of Trend Value of Current Ratio of NABI

Year (X X2 Current Ratio(Y)| XY a b Trend (Y=a+bX
2063/64 1 1 1.07 1.071 1.0y 0.041 1.7
2064/65 2 4 1.04 2.120 1.0y 0.091 1.7
2065/66 3 9 1.071 3.21] 1.0y 0.0Q1 1.7
2066/67| 4 16 1.07 4.28 1.0y 0.041 1.7
2067/68 5 25 1.07 5.3 1.0 0.0Q1 1.08
n=5 |YX=15[yYX2=55|>Y =5.34 YXY = 16.03

Here, actual equation of the liner trend is Y= a+bX(i)

The values of the constants a and b can be detednby solving following normal

equations:

Y =na+byX ----------- (i)
XY =aYX + bYyX2------- (iii)

5.34 = 5a + 15h-------- (iv)
16.03 = 15a + 55b-----—-(V)

Now, multiplying (iv) by 3 and then subtracting (v get

16.02 = 15a + 45b
16.03 = 15a + 55b

(0.01) =-10b
or, b=0.001

Putting the value of b in (iv) we get

5.34 = 5a + 15*0.001
or, a =1.065

Substituting the values of a and b in (i), we g®, regression equation of Y and X.
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Appendix 20
Calculation of Trend Value of Quick Ratio of NIBL

Year [X X? Quick Ratio(Y)| XY a b Trend (Y=a+bX

2063/64 1 1 0.11 0.11] 0.09B -0.012 0.09
2064/65 2 4 0.11 0.22 0.09B -0.012 0.07
2065/66 3 9 0.16 0.48 0.09B -0.012 0.06
2066/67 4 16 0.18 0.5P 0.098 -0.012 0.05
2067/68 5 25 0.16 0.8d 0.09B -0.012 0.01
n=5 |>X=15|YX2=55|YY =067 |YXY =2.13

Here, actual equation of the liner trend is Y= a+bX(i)

The values of the constants a and b can be detednby solving following normal
equations:

>Y =na+ by X ----------- (i)
XY =aYX + bYX2------- (iii)

Substituting the values of ji,X, Y'Y, > XY, and> X2 in equation (ii) and (iiiwe get

0.67 = 5a + 15b-------- (iv)
2.13 = 15a + 55b------- (V)

Now, multiplying (iv) by 3 and then subtracting (v get

2.01 =15a + 45b
2.13 =15a + 55b

0.12=-10b
or,b=.-0.012

Putting the value of b in (iv) we get

0.67 = 5a + 15*-0.012
or,a=0.098

Substituting the values of a and b in (i), we g®t, regression equation of Y and X.
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Appendix 21
Calculation of Trend Value of Quick Ratio of NABIL

Year |X X? Quick Ratio(Y)| XY a b Trend (Y=a+bX
2063/64 1 1 0.08 0.08( 0.09p 0.0Q02 0.09
2064/65 2 4 0.13 0.26( 0.09p 0.0Q2 0.10
2065/66 3 9 0.14 0.3 0.09p 0.002 0.10
2066/67 4 16 0.09 0.36( 0.09p 0.0Q92 0.10
2067/68 5 25 0.09 0.45( 0.09p 0.0Q92 0.10
n=5  |>X = 15|yX2=55|Y =049  |yXY = 1.45

Here, actual equation of the liner trend is Y= a+bX(i)

The values of the constants a and b can be detednby solving following normal
equations:

Y =na+ by X -------m--- (i)
XY =adY X+ bYX2------- (iii)

0.49 = 5a + 15h------- (iv)
1.45 = 15a + 55b------(v)

Now, multiplying (iv) by 3 and then subtracting (v get

1.47 = 15a + 45b
1.45 = 15a + 55b

0.12 =-10b
or, b =.0.002

Putting the value of b in (iv) we get

0.49 = 5a + 15*0.002
or,a=0.092

Substituting the values of a and b in (i), we g®#, regression equation of Y and X.
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