CHAPTER -1
INTRODUCTION

1.1 Background of the Study

Integrated and speedy development of the countrposssible only when
competitive banking service reaches nook and csrokthe country because it
is not possible to develop all the sectors by theestment of funds by the
Government alone. Commercial bank occupies quitangortant place in the
framework of every economy because it providestahfor the development
of industry, trade and business by investing thengacollected as deposits
from public. A bank is an institution thateals with money and credit.
It accepts deposits from individuals and businasstutions and mobilizes the
fund to productive sectors. It also provides resmite facility to transfer money
from one place to another. Banks are the most itapbfinancial institutions
in the economy. They are also the lending buyetsoofl and cater to the need
for financial services to the public and their eptises. They are also the most
important source of short-term working capifalr business and long-term
business loans for new plants and equipments. TdrereBanks are the
principle source of credit for individual businemsd government. Bank is a
dealer of money. At present context, bank is ndy @onfined to accepting
deposits and disbursing loan but also engaged ffereint function as
remittance, exchange currency, joint ventur@nderwriting, bank
guarantee, discounting bills facilitating foreigades through letter of credit
(LC) etc.

Nepal is adopting mixed economy where public andape sectors co-exist.
Nepal is a developing country. In any economy, ithportance of financial

sector in general and banking sector in @aldr can not be undermined.
Banking sector definitely plays a vital role in tbeerall development of an

economy. The Nepalese banking sector is at an iegxcipoint in its



development. The opportunities to enter new busie@sl new markets and to
deliver higher levels of customer services are imsee As the Nepalese banks
position themselves as financial service providbagking business is getting
refined. Technology is unsetting the earlier bussnerocess and costumers
behavior is undergoing considerable changes. Thage enhanced the forces

of competition.

It is said that the banking sector mirrors the éaegonomy. Its linkage to all
sectors makes it a proxy for what is happeninghs ¢conomy as a whole.
Indeed, the Nepalese banking sector today hasaime sense of excitement
and opportunity that is evident in the Nepaleseneowny. Nepal's economic
progress is being declined, political stapilis not cleared and agriculture
production is not sufficient, the number of finaalcinstitution is being

increased day by day.

Profit planning plays vital role in the developmeitservice-oriented industry
like as banking. Therefore, understanding of proifiinning is very essential to
conduct a business. Profit planning involves twpeass; profit & planning.
Profit is the primary objective of a business. dtniecessary for survival &
growth of every business entity. Profit does nat juappen, they are managed
in an economy, if firm is not able to earn profien it fails to hold the capital
for long period. When business firm cannot hola¢apital, it cannot secure &
retain other sources, such as work force, machegejpment etc. In other
words, the more profitable firm/enterprises are eraitractive to the holders of

the available capital.

There is several different interpretation of thertéProfit'. According to an
economist, profit is reward for the entrepreneyrsbr risk taking. An investor
will view it as a gauge of the return on his/hernap. An internal revenue

agent might regard it as a base for determiningrre taxes. An accountant



will explain it simply as the excess of firm revenwver expenditure of

producing revenue in a give fiscal year.

Similarly, planning is the first essence of managen& all other functions are
performed within the framework of planning, plargimeans deciding in
advance. What is to be done in future? Planningssfaom forecasting &
predetermination of future event. Planning is thele concept of any business
organization. Hence, it is lifeblood of any orgamian, which makes
efficiently run towards the competitive environmetit is the method of
thinking out acts beforehand. Planning is foundabd profit realization & a
plan is a projected course of action. Managemettasprocess of planning,
organizing, directing, decision making & controfinin modern days profit
planning is taken as an important managerial teglenof decision-making. It
is also regarded as a way of management & is gihenname of profit
planning program; Profit planning is a part of aleplanning process of an
organization. Cost volume profit analysis save @sgyful tools in the hand of

management for profit planning.

Cost volume profit analysis serves as a powerfudl tm the hands of
management for profit planning. The systematic ti@hghip between cost
volume and profit is shown by cost volume and prafialysis. It is analytical
tool for analyzing the relationship among cost,fiprand sales or production
volume. Mainly there are three elements: cost,ssabdume and profit in CVP

analysis.

Cost volume profit (CVP) analysis examines behawiototal revenues, total
costs, and operating income as charges occur ioukgut level, the selling
price, the variable cost per unit, and the fixedts®f a product. Cost volume
profit analysis is a systematic method of examirting relationship between

changes in activity and changes in total salesmaweexpenses and net profit.



As a model of these relationships CVP analysis Ki@p the real-world

conditions that a firm will face.

Cost Volume profit analysis is a management accdogntiool to show the

function of the selling price of product, demandyiable costs, fixed costs,
taxes, etc. The whole picture of profit planningassociated with cost volume
profit is and costs in relation to sales at whibk firm’s revenues and total

costs will be exactly equal or the net income dlzero.

Cost-volume-profit analysis is a systematic methofl examining the
relationship between changes in activity (i.e. agtpnd changes in total sales
revenue, expenses and net profit. As a model ofethelationships CVP
analysis simplifies the real-world conditions thatfirm will face. CVP
analysis is a management accounting tool to sth@welationship between
the elements of profit planning. Profit planningti® function of the selling
price of product, demands variable costs, fixedt, ctaxes etc. The whole
picture of profit planning is associated with cestume-profit
interrelationships. A popular techniqgue to studgste volume-profit
relationship is break even analysis. Break-evenyaisais concerned with the
study of revenues and costs in relation to saleghath the firm’s revenues and
total costs will be exactly equal or the net incomik be zero. It is a “no profit

no loss” situation. This point is a corner-stongdfit planning.

1.2 Profile of Everest Bank Limited (EBL)

Everest Bank Limited was registered on November 1992, come into
operation on October 18, 1994 with an objectivexiending professionalized,
and efficient banking services to various segmeitthe society. Today the

bank has grown to become one of the leading bankiepal.

Panjab National Bank (PNB) joined hands with EBlaakint Venture in 1997
and turned it around to a highly profitable bankefié has been no looking
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back since then. PNB provides top management stppaer the Technical
Service Agreement. PNB joint venture partner of EBhe of the largest

nationalized bank in India having 114 years of lagkhistory, holds 20%
equity.

Everest Bank has recognized the value of offeringsomplete range of
services and has pioneered in extending varioutomes friendly products
such as home loan, education loan, EBL flexi IdaBl. property plus (future
lease rental), Home equity loan, vehicles loan,nLagainst share, loan against
life insurance policy and loan for professionaleTdank is providing customer

friendly services through a network of 22 branches.

Everest Bank Limited was the first bank to introelusny Branch Banking
System (ABBS) in Nepal. All the branches of the lbame connected with
ABBS which enables the customers to do all themndactions from any
branches other than where they have their accodmérest Bank has
introduced the Mobile Vehicle Banking System to 8eesegment deprives of
proper banking facilities through Birtamod branathjch is the first of its kind.
The bank has committed to provide excellent pradesd services & improve
its position as a leader in the field of financralated services, use latest
technology aimed at customer satisfaction & actmaseffective catalyst for
socio-economic developments. The bank was bestowigd the “NICCI
Excellence award” twice in 1999 and 2003 by Nepadlid chamber of
commerce for its spectacular performance undenéeasector and the bank
has been conferred with “Bank of the Year 2006, dllelpy the banker, a

1.3 Statement of the Problems

How the business is being operated largely depemdsiow the business
operation is planned. The key motive of every bessnenterprise is to make
and maximize profit. Profit just doesn’t happendbance, it is to be managed.
Cost-volume-profit analysis is a supplementary tobprofit planning. CVP
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analysis is hugely helpful for developing altermatstrategies in sales planning

and cost estimation.

Making profit is one of the prime factors that bardte seeking for but it will
always not to be possible to do so. The study oP@alysis is the technique
of profit planning framework. Present level prafdnnot be justified. In order
to know profitability & factors influencing the pper planning, organizing &

decision making.

Nepalese forms are still being run with primitiveamagement. They lack
modern management culture there is a lot of iiffee between the theory
and practice in the business form. In Nepal, tfaetre of using CVP analysis

tools for different management decision is rare.

CVP analysis provides the technique of profit plagnframework. Based on
annual published annual report, performancetled@ Nepalese commercial
banks is not satisfactory. Poor performance esatitcomes of poor planning
controlling, decision making. The question has rrisehether Nepalese
managers are enough competent? Do they use CVBssendbols and
technique to carryout planning, decision making eowkrolling function? The
research question posed mainly in this researdtbesifollowing.

» Is Everest Bank practicing CVP analysis tools &htaques to carry out

planning decision making & controlling?

* What are the sources of income and expenditurerofiercial banks?

* What will be the relationship between cost, voluend profit?

* What is the profitability position of the bank?

* What are the major difficulties in applying CVP &sis?

*  Which part of CVP (BEP, MOS, CM) is mostly practi®e



1.4 Objectivesof the Study
The main objective of the research is to study fthancial performance of
EBL through CVP analysis. The other objectivesam éollows.

* To find out the relationship between cost-volume @anofit of sample

bank.

* To analyze the BEP, MOS and CM of sample bank.

» To access the sources of income and expenditwsanople bank.

* To evaluate the profitability position of samplenka

* To provide appropriate suggestion.

1.5 Significance of the Study
Cost-volume-profit analysis is regarded as the difalysis is regarded as the
lifeblood for any enterprise because it is neededlistaining the enterprise in
day operation. If the business cannot maintain-coktme profit analysis, it is
likely to become insolvent and may even push irdokouptcy. Goal of cost-
volume-profit analysis manage the cost and prdfiiusiness. Survey indicates
that the largest portion of most accounting managez is devoted to the day
to internal operations of the day to which fall endhe heading of cost-
volume-profit analysis. Very few studies have beparformed on the
accounting performance of HBL. Different researshéave written their
dissertations on cost-volume-profit analysis, hosvealmost all of them are
related to accounting sectors and does not adtiresal situation of service
sector public enterprises like HBL. It is thus clghat no. full-fledged
academic research study on cost-volume-profit @malpf HBL has been
carried out. The present study, therefore, bridgeslong felt gap in the field
or research. This is only a beginning and it cobkl further developed
continued research in this field.

* This study will be useful for potential managersca@untant, policy

maker and planners

* It examines the application of CVP analysis in¢cbenpany.
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It provides information on the application of theols under profit
planning in difference circumstances.

This study provides necessary recommendation to tekated
department of the company.

It will also provide the literature to the reseachwho wants to carry on

further research in this field.

Limitations of the Study

Although there are several commercial banks in Nbpaithe study has been

confined to Himalayan Bank Limited. Only the maimitation of the study is

as follows.
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The study concerns the analysis of only 5 yeara ttam 2065/066 to
2069/070.

The study is only concentrated in cost volume prafialysis and its
accounting performance of the EBL.

The study is based on secondary data. Therefoeeatburacy of the
result depends on the accuracy of the data pro\ngid¢de EBL.

The Study follows limited tools such as correlatadrcoefficient, break-

even point and profit planning.

Organization of the study

The whole study is dividing into five main chapters

Chapter |: Introduction

It includes general background of the study, inticitbn of the organization,

statement of the problem, objective of the studgnicance of the study,

limitations of the study and organization of thedst



Chapter I1: Conceptual Framework and Review of Literature
This chapter presents conceptual framework, revoéwelated material like
previous thesis, browser, booklets, journals, l@ti@and report, magazines etc.

will be done.

Chapter I11: Research M ethodology

This chapter deals with research methodology tadmpted for the study to
satisfy the objectives of the study. It consistsndfoduction, research design,
sample and population, sources of data, data tiolileprocedure, methods and

tools of data analysis.

Chapter IV: Presentation and Analysis of Data

This chapter is most important and plays vital roléhis study. This chapter

deals with presentation, analysis and interpretatibdata as required by the
objectives stated in this study. These collecteid thmve been analyzed and
interpreted by the help of various statistical aadcounting tools and

techniques. It also includes major findings of shedy.

Chapter V: Summary, Conclusions and Recommendations
This chapter presents of the brief summary of whasearch report and
conclusions. It is also provides some useful sugyesand recommendations

to concerned patrties.

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

the end of the study.



CHAPTER-II
CONCEPTUAL FRAMEWORK AND REVIEW OF
LITERATURE

In order to make a research on the subject sonmer bterature should also be
reviewed. Review of the literature is supportedeiaise the eminent literature
related to the study. Main purpose of literatundaw is to find out the works
done in the subject on the areas of research. Spossible study and
conceptual prospective available in this respegkeHhaeen reviewed. Various
books, articles, journals, bulletins, reports, nestatement, research study
published by various institutions and some thedis are the bases for
preparing it. Some philosophers, writers or redesns have given the

contribution for preparing it.

2.1 Conceptual Framework

2.1.1 Concept of Profit

An organization is established to achieve somesgdahas its own objectives.
To achieve the goals of organization objectivesukhalearly mention. In this
competitive globalize business age, an organizatwether it is public or
private profit is essential. Profit isn't change; is result of successful
management. Profit is the primary measure of ssfgklsusiness of a firm or a
company. It is the main test of the business erngap performance. Simply,

profit is the excess of income over cost of productervices.

The basic objective of running any business orgditia is to earn profit.
Profit is taken to measure the competency andieffoy of the management.
Profit is not just happened but it is managed. firm cannot make profit it
cannot generate capital of future. Profit is thempry measurement of
successful business in any economy. Profit is muakincome left after the

payment to other factor of production. The differerdetween the outflows of

10



expenses (i.e. cost of production, selling andibigion of that products etc.)
and inflow of income (i.e. sales price) is call@afit. It is a reward for
business activities. Profit is obtained by sutitrey the cost from revenue.
Profit determines the financial position, liquydand solvency of the business.
Generally profit is controversial terms and manthats define its in different
ways. The basic objectives of running any busir@gsnization are to earn
profit. Profit serves as a yardstick for judging tompetence and efficiency of

the management (Maheshwari, 2000: 152).

The word “profit” implies a comparison of the opgova of the business

between to specific date which is usually seearaby an interval of one

year. In order to optimize those corporate sewfcwealth in which national

prosperity depends on those corporate financia@adives of the company is to
maximize within socially acceptable limits profitofn the use of funds

employed by them. The maximization of profit wittsacially acceptable limit

implies that a proper regard to public interest basn paid. No company can
survive long without profit; profit is the ultimatmeasure of its effectiveness
and in a capitalized society. There is no futuredqrivate enterprise which
always increased loses. The survival measure oéffieetive performance of a
business is a profit which really is a measure et hwvell a business performs
economically. Profit is a signal for the allocatiohresources and a yardstick
for judging managerial efficiency. Profit is a pany objective of a business in
view of the heavy investment which is necessary tfr success of most
enterprise. Profit in the accounting sense tend®=tmme a long term objective
which measures not only the success of productlsat the development of
market of it (Kulkarni, 1985: 175).

According to the economist perception, some ecosbsays that profit is a
rent of ability. Some says profit as reward fok tiearing of business. It is also
said that profit is return to uncertainty bearingdait is also reward for

innovation. Innovations are those new products mcgss which increases
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national income more than they increases nationat (Reeki & Jonathon,
1988: 198).

2.1.2 Concept of Cost

Cost may be defined as the sacrifice or giving tipesources fir a particular
purpose. Monetary units that must be paid for gomas services frequently
measures cost. Costs are initially recorded in elgary form. Then these costs
are grouped in different ways to help managers ma&eisions such as
evaluating subordinates and sub units for the orgéions, expanding or

deleting equipment. To aid decisions managers wanknow the cost of

something they want to do or acquire. This sometisrcalled a cost objective
or cost object, which may be define as any activdy which a separate

measurement of cost is desired (Horngren, 1991). 238

The term cost is frequently used that reflects rtamye measures of the
resources sacrificed or forgone to achieve a dpeabjective, such as
acquiring a good or services. However, the term tmhes defined more
precisely before the cost can be determined. Ydiufimd that the word cost is
really used without a preceding adjective to spetiife type of cost being
considered (Drury, 2000: 139).

Payment of money or money worth to get somethingeisy common and
pervasive. This payment is called expenses or ekpga of cost. The term
cost may be defined as money or money value gigeaaguiring goods of
services. The sacrifice may be in terms of caskeeded, property transfer, and
service perform or obliged to pay in future. Gefigran the basis of behavior

cost are classified into the following types.

a. Variable Cost
Variable cost is that cost which is directly affsttoy changes in the activity

level. The per unit variable cost always remainstant. If the activity level is
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decreased, the variable cost also decreases. Hctinaty level or production
level increase, then the variable cost also inere@hange in variable cost
affects CM ratio, BEP and net income. When variabdst increase, net
income, cm ratio and margin of safety will be desed and it helps to increase
BEP.

b. Fixed Cost

Fixed cost remains constant in total amount despaechanges in the level of
activities. That is the fixed cost remains unchahigetotal as the activity levels
vary. When other factors remain unchanged, thegdhamfixed cost effects to
BEP and net income. Increase in the fixed costesse the volume of BEP
and decrease the net income or vice versa. Fixstisalso called capacity

cost.

c. Mixed Cost

Expenditures that cannot be categorized as puirady or variables are termed
as mixed cost or semi variable cost. Mixed costtaios both variable and
fixed cost elements. Repair and maintenance, sigi@my telephone cost,
electricity charge are some examples of mixed ctistbould be separated into
the variable and fixed cost elements for profitnpiag, cost control and

decision making.

d. Jumping Cost
Some cost remains fixed over a wide range of dgfilaut some jump to a
different amount for activity level within that rge. Such costs are called

jumping costs or step fixed cost or moving fixedtoor ladder fixed costs.

2.1.3 Profit Planning
Profit planning is the primary function of managerna any organization. A
company always wants to earn maximum profit throudje optimum

utilization of available resources. Profit plannimgasures the success of any

13



organization. Various budgets are major elementwdiit planning. It is a key
which helps to predict the future, minimizes riskstimates output from the
scarce resources and helps for various managecaidn making processes.
A profit plan is estimation and determination of’eéaues and expenses that
evaluates how much income will be generated in rotdemeet the financial
requirements. It presents a plan for spending irecéon profit generation. It
represents an overall plan of operations for defirperiod of time and

formulates the planning decision of the management.

Profit planning is, therefore a fundamental parttloé overall management
functions and is a vital part of the total budgegtprocess. The management
determines the profits goals and prepares budpetswiill lead them to the
realization of these goals. Profit planning can d@ne only when the
management has the information about the costeoptbducts both fixed and
variables and the selling price at which it will be a position to sell the

products of the company (Maheshwari, 2000: 139).

Profit planning is planning for future operationsach a way as to maximize
the profit or to maintain a specified level of ptofA comprehensive profit
planning is also known as broad budgeting schedelesloped in financial
statements. Profit planning deals with the develepmof objectives,
specification of short term goals, development totegic and tactical profit
plan. In other word, profit plan is a detail exmies of the expected result
from the planning decisions. Profit planning is &nportant approach
developed to facilitate for effective performandentanagement process like
as planning, organizing, staffing, controlling.etTherefore, profit planning
carry out the responsibility of forward thinkingali the future operation of
the organization. It is the precise measuremenpefation in terms of quantity

(i.e. the matters of profit planning are expressealmerical value).
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Profit planning is one of the comprehensive apgdmeacthat have been
developed to facilities effective performance af thanagement process. It is a
systematic and formalized approach for performingnicant phases of
management planning and control functions. In idetifollowing activities.
» Development and application of broad and long tebjectives of
organization.
» Specification of organization goals.
» Development of long run profit plan in broad terms.
» Development of short run profit plan detailed bgigsed
responsibilities.
» System of periodical performance report detaile@$signed
responsibilities.

* Follow up the procedure.

2.1.4 Cost Volume Profit Analysis

The dictionary meaning of cost is the price paid aoquire, produce,
accomplish or maintain any things. Volume is a n@sguantity of something
or amount. Profit is the ratio of such pecuniarynga the amount of capital
invested and analysis is resolution, separatiorbreaking into parts. But
actually cost volume profit analysis is the procafsexamining the relationship
among revenues, cost and profits for a relevamgeeof activity and for a
particular time frame. Basically, CVP analysis iwes finding the most
favorable combination of variable costs, fixed ¢gslling price, sales volume
and mix of products sold. CVP analysis providesrttaagers with a powerful
tool for identifying those curses of action thatllwand will not improve

profitability.

Cost volume profit analysis is important toolbfit planning because it
provides the information about the behaviors oft gosrelation to volume,

volume of production or sales where the busineidovaak even, sensitivity of
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profit due to variation of output, amount of prdir a projected sales volume
and quantity of production and sales for a targefifplevel etc. CVP analysis
may therefore be defined as a managerial tool sigpwhe relationship
between various ingredients of profit planning,stc@elling price and volume

of activity).

CVP analysis is an important media through whiah thanagement can have
an insight into effects in profit on account of iaions in cost and sales and
take appropriate decisions. Cost volume profit ysial is great helpful in
managerial decision making. Specially, cost conand profit planning is
possible with the help of CVP analysis. Profit pieny is the fundamental part
of the overall management functions. Profit plagngan be done only when
the management has the information about the dostoauction and selling

price of the product.

CVP analysis is an analytical tool for analyzing tielationships among cost,
price, profit, sales and production volume. Mairihgre are three elements in
CVP analysis. They are cost, sales or productidame and profit. All these
terms are interconnected and dependent on oneean®tbr instant, profit per
unit of a product depends on its selling price eost of sales. The selling price
to a greater extent will depend in the cost and depends on the volume of
production. It is highly essential for the managetm® have the complete
knowledge about the interrelationship among thd, cadume and profit. A
study concerning this inter connection is undematkeough cost volume profit
analysis. CVP analysis is extremely helpful infpprplanning and control,

management decision and cost control etc.

CVP analysis can be regarded as a sophisticatdibchetr analytical tool used
in management. The use of this method helps inrma@teng the different
levels of product of sales to avoid losses to eadesired net profit and so on.

Cost volume profit analysis is one of the major angular tools to analyze the
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financial statement of the firms. It is one of thmportant part of profit

planning and control or budgeting.

CVP analysis is one of the most important and paweools that manager

have at their command in short term planning. Ipsienanagers understand

inter relationship between cost volume of profiam organization by focusing

on interaction between the following five elements.

Price of product

Volume or level of activity
Per unit variables costs
Total fixed costs

Mix product sold

Generally cost volume profit analysis provides rmiation regarding
(Munakarmi, 2003:124).

Minimum level of sales to avoid losses.

Sales levels to earn target profit.

Effects of changes in process, costs and volunafits

Effect of changes in sales mix on profit.

New break even point for changes.

Impact of expansion plan on CVP relationship.

Products those are most profitable and least jpiét

Whether to continue or discontinue the sales ofipcoor operation of
plant.

Whether to close or not the firm for a short term.

Effect on operating profit with the increase inefikkcost etc.

Cost volume profit analysis provides information flee management decisions

about effective budgeting of a company. It is agaoized approach for

planning, appraisal or coordination and control.

17



Cost volume profit analysis examines the behavidotal revenues, total cost
and operating income as changes occur in the olépeit, the selling price, the
variables cost per unit and or fixed cost of a poddDatar & Foster, 2003:
136).

Cost volume profit analysis is a systematic methafd examining the
relationship between changes in activity (i.e. agtpnd changes in total sales
revenue, expenses and net profit. CVP analysisuigest to number of
underlying assumptions and limitations. Neverthelgsis powerful tool for

decision making in certain situations (Drury, 2000:

Most of the business fails after a few years samedi months of starting
because they tend to do anything for volume withibintking how its going to
affect the bottom line. CVP analysis is a manageéraeoounting tool to show
the relationship between the elements of profinpiag. Profit planning is a
function of the selling price of product demandriaile costs, fixed costs,

taxes etc (Bajracharya, et al., 2004: 225).

Cost volume profit analysis is the analysis of ¢hvariables i.e. cost, volume
and profit. Such an analysis explores the relalignexisting among cost,
revenue, activity levels and the resulting prdfi@ims at measuring variations
of cost with volume. In the profit planning of admess, cost volume profit
relationships is the most significant factor. THéRCanalysis is an extension of
marginal costing. It makes use of principles of gnaal costing. It is an

important tool of planning. It is quite useful imking short run decisions

The key motive of business enterprises is to makkeraaximize profit. Profit
does not happen by chance. It is to be managed.vBhane profit analysis is
supplementary tool of planning for profit. CVP isxmensely helpful for
developing alternative strategies in sales planmng cost estimation. Cost

volume profit analysis is an accounting technighevang the relationship
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between variables. It is equally applicable for poofit making organization to
allocate scare economic resources most effectiashong the competing
alternative. Allocation of scare resource amongviigous demanding sectors

is the most important part of national planning.

2.1.5 Useof CVP Analysisin Profit Planning
Planning, controlling and decision making are th&seatial managerial
function. Cost volume profit analysis helps the agers to plan for profit to
control cost and make decision. As such it helps.
To determine the break even point in rupees ans.uni
» To determine profit and loss at different levebotivity.
» To determine the margin of safety in units and egpe
* To determine new break even points in rupees aitd after change on
variable cost or fixed cost or selling price.
» To determine the sales volume in rupees and umthiah the profit
goal of organization will be achieved.
* To determine the most profitable and least prolégtgdooduct or project.
* To determine the maximum sales volume in unitsrapees to avoid
losses.
* To determine the optimum selling price.
* To help management to find the most profitable dodion of cost and
volume.
* To find out effect on profit after increase in @cdease in selling price,
variable cost and fixed cost (Bhattarai, 2060:102)

2.1.6 Applicationsof CVP Analysis

Cost volume profit analysis is applied specially bbeak even analysis and
profit planning. Business organization is run toneprofit. Profit planning is
the fundamental part of the overall managementtioncProfit planning can

be done only when the management has the informatiout the cost of the
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product, both fixed and variable cost and the rsglprice of the product. CVP
analysis can be applied in the following respects.
It helps in fixation of selling price.
* Itis helpful in cost control.
* |t also assists the management in understandinigethaviors of cost
and helps in budgeting control.
* It helps in determining the level of output whellglge costs can be met.
* |t assists the management in profit planning.
* It also assists the management on performanceaiaiuor the
purpose of management control.
* It helps very much in making managerial decisianshsas make or buy
a part, drop or continue a department or produet laccept or reject a

special order, selection of profitable product mig (Dangol, 2004:36).

2.1.7 Approachesto CVP Analysis

There are three approaches to CVP analysis.
» Contribution margin (CM) approach
» Cost and revenue equation approach

» Graphic approach

2.1.7.1 Contribution Margin Approach

In general sense, contribution is to leave somgtfonsome purpose. One very
important concept in cost volume profit and brea&reanalysis is contribution

margin. Cm reflects the revenue remaining afteeecog all variable costs.The
profit potential of a business enterprise is inthdaby contribution margin

approach. It highlights the relationship among csasles and profit.

Contribution margin is the excess of sales reveower variable costs, so
contribution margin means how much is left fromesalevenue after covering

variable expenses that are contributed toward to@fithe period. Contribution
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margin is used to first to cover the fixed expermed then whatever remains,
after the fixed expenses are covered goes towanfit.pit the contribution

margin is not sufficient to cover the fixed expensieen a loss occurs for the
period. Basically contribution margin indicates wbgerating income changes

as the volume of sales changes.

The difference between selling price and variablg ¢i.e. the marginal cost) is
known as ‘contribution margin’ or ‘gross marginh bther words, fixed cost
plus the amount of profit is equivalent to conttibo margin. It can be

expressed by the following formula.

Contribution Margin = Sales Revenue — Variable Cost

Contribution Margin per Unit = Selling Price pertriVariable Cost perUnit
We can derive from it that profit can not resulless contribution exceeds
fixed cost. In other words, the point of no prafv loss shall be arrived at
where contribution is equal to fixed costs (Maheshy2000:176).

CVP analysis is the amount of contribution marguailable from the sales
volume of absorbs fixed cost and also contribubegatds companys profit
goal after deducting all variable cost of sales.ewkhe contribution margin is
high, then also profit is high. Companies that sajgdy identify and measure
the fixed and variable components of cost often aiseontribution margin
approach on their periodic income statement prep@meinternal management
uses. These income statements provide financial that are uniquely useful
for management planning purpose because of the agigplon fixed and
variable costs. Most of the managerial decisioas ihlate to operations (either
directly or indirectly) are based in some way t@wiedge of the fixed and

variable components of cost (Welsch, 1995:498).
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2.1.7.2 Cost and Revenue Equation Approach
The cost and revenue equation approach is basetieoimcome statement
concept. It represents the most convenient andratecwapproach to cost-
volume-profit analysis. The various formulationsGWP are derived from the
revenue and cost function. The relationship betwamst, volume and profit
can be expressed algebraically as.
Profit = Total Revenue — Total Cost
Total revenue and total cost are affected by satdsme. The addition of
guality in above equation will provide useful infaastion for knowing the
effect of revenue, costs and volume as operatingtpr When the quantity is
included in the above equation, its algebraic farthbe as follows.
Profit = Total Revenue — Total Variable Cost — [ixgost
Or, Profit = (Unit Selling Price x Sales Unit) —rflt Variable Cost X Sales
Units) -FixedCost
Or,P=(5xQ)—-(VxQ)-FC
Or, P=Q(S-V) -FC
Where,

P = Profits

Q = Sales Units

S = Unit Selling Price

V = Unit Variable Cost

FC = Fixed Cost

2.1.7.3 Break Even Analysis

Break even analysis is the term used to study eft¢hationship between cost,
volume and profit at various level of activity.istthe most widely known from
of the CVP analysis. Break even analysis is a spegise of CVP analysis.
Break even analysis is used to determine the l&vehles of products required

to just recover all cost incurred during the perfdldmmer, 1994: 592).

22



Break even analysis is widely used technique talystcost volume profit
relationship. The narrow interpretation of the tdortaak even analysis refers to
a system of determination of that level of actiwtiiere total cost equals total
selling price. The broader interpretation referthimt system of analysis, which
determines probable profit at any level of actiyMaheshwari, 2000: 175).

Cost volume profit analysis is sometimes referr@ditnply as a break even
analysis. This may be misleading because break amalysis is just one part
of the entire CVP concept. It is always taken asmaportant part of profit

planning as it gives the planner many insights thi data with which he or
she is working. Profit planning of each firm begiram break even analysis. A
popular technique to study cost volume profit ielahips is break even
analysis. It concerns with the study of revenue ewsts in relation to sales at
which the firm’s revenue and total cost will be etkaequals or the net income

will be zero. It is a ‘no profit no loss’ situation

a. Break Even Point

The point, which breaks the total cost and thergglbrice evenly to show the
level of output or sales at which there shall bé&hee profit nor loss, is
regarded as break even point. At this point, tleemme of the business exactly

equals its expenditure.

Break even analysis, more precisely the break poart tells what quantity of

output sold at which total revenues equal totatscdBreak even point is that
guantity of output sold at which the operating imeois zero. Break even point
is the bridge between the loss area and the paodd. Profit begins from the
break even point. It is survival point where afinfs must at least remain to

sustain or continue the business (Bajracharyd,,ét@4:23).

A break even chart is used to graphically depi@ tklationships among

revenues, variable costs, fixed costs and proflosses. The no profit no loss
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point (BEP) is located at the point where the totadt and total revenue line
cross. Below this point the firm bears losses amova this point, the firm
earns profit.
Figure: 2.1
Graphic Approach of BEP Analysis

Profit

BEP

TC Line

Cost & Revenue
hv)

Loss FC Line

Q
Sales & Production Unit

In the above chart, sales and production unitastgdi on horizontal or x-axis
and vertical or y- axis represents cost and revehugraph the fixed costs
remain constant with relevant range; the fixed cosve is parallel to ox axis.
Variable cost slope upward from the origin to righit depends on variable
cost ratio. The total costs curve parallels thealde cost curve. BEP is located

where the total cost line crosses the sales reviamie
The above graph clearly states that if the commgamyreach the point BEP, it

can generate sufficient revenues to cover all gsrating expenses. At this

point total revenues equal the total cost. Here, rivenue curve break up
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(intersects) the total cost curve, that's why thant is called ‘break even

point’. At BEP, total sales revenues = total c@&dj(acharya, et al., 2004:230).

If the actual sales are more than the break evies,dae organization will earn
profit and if the actual sales are less than tiealbeven sales, the organization

will suffer from loss.

b. Applications of Break Even Analysis
Break even concept can be used to formulate diffgoelicies in a business
enterprise, some of these application are;

» Determination of profit at different level of salasd margin of safety.

* To find the level of output to get the desired frof

» Effect of price reduction on sales volume and clearig sale mix.

» Effect of fixed cost or variable cost changes dasaolume.

» Selection of most profitable alternative, make oy kbecisions and drop

and/or add decisions (Maheshwari, 2000:182).

c. Assumption and Limitation of Break Even Analysis
The assumptions and limitation underlying the camsion of break even
points are as follows. All costs can be classiiigid fixed and variable cost.
There is no other cost than fixed cost and variabse.
» Selling price per unit remains constant. It is rdtected by sales
volume.
» Fixed cost will remain constant and variable castaes proportionately
with activity.
» Either the firm produces only one product or thedoict mix is constant
at all level of output.
* General Price level will remain essentially stahléhe short run.

» Changes in the opening and closing inventoriesatsignificant.
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* That the level of production and sales remain ungbd during the
period (Maheshwari, 2000:168).

2.1.7.4 Margin of Safety

Margin of safety is the excess of budgeted or dcales over the break even

sales volume. In other words, it is the differermdween the budgeted or

actual sales revenue and the break even salesueMiéis a position above the

break even point. It serves as a cushion or spfatg that enables a business
firm to absorb the shocks of adverse business tiondi It indicates the extent

to which sales may fall before suffering anyssloi.e. greater the margin,

safer the firm.

The soundness of business is indicated by margisatéty. The difference
between total sales and break even sales is ig&hbly margin of safety. The
high margin of safety is good for business. It cades that there can be
substantial falling of sale and yet profit canl4i¢ made. On the other hand, if
the margin of safety is small, it indicates the kv@asition of business. The
small margin of safety shows that even a smallctodn in sale or production

will adversely affect the profit position of busgse

The margin of safety indicates the extent to wiseles may fall before the
firm suffers a loss. Larger the margin of safesfesis the firm. A high margin
of safety is particularly significant in times oégression when the demand for
the firm’s product is falling. A low margin of sajemay result for a firm
which has a low contribution margin ratio. When bwoth the margin of safety
and the cm ratio low, management should think of ftossibilities of
increasing the selling price, provided it does adversely affect the sales
volume, or reducing variable costs by bringing ioyament in the

manufacturing process (Maheshwari, 2000: 240).

26



It gives management a feel for how close projeatpdrations are to be
organizations break even point. Managers oftemsider the size of the
company’s margin of safety when making decisiabsut various business
opportunities. The larger is the safety margin,dheater is the chances for the
company to earn profit (i.e. larger the margin afety, safer the company)
(Munakarmi, 2003: 127).

Margin of Safety (in Units) = Actual Sales (in w8)it- Break Even Sales (in
units)

Margin of Safety (in Rs.) = Actual Sales (in RsBreak Even Sales (in Rs.)
Profit
“cMPU
Profit

Margin of Safety (in Rs.) =

PV Ratio

The relationship between margin of safety and adaias is known as margin

Margin of Safety (in Units)

of safety ratio, which is determined as follows {Miarmi, 2003:127)

Actual Sales—BE Sales

Margin of Safety Ratio =

Actual Sales

If margin of safety is unsatisfactory, it can benoved through the following
steps.

* By increasing the sales and production volume.

* By increasing the selling price.

* By decreasing the fixed costs.

* By reducing the variable costs.

* By changing the sales or production mix ratio.

2.1.8 Sensitivity Analysis

Sensitivity analysis is the measurement of eldgtiof the change in CVP
factors on break even point or given profit. Thatstgist should focus more on
the factor, which is more sensitive or responsiwe grofit. To measure the
sensitivity of CVP factors one can see the impdcteartain percentage or

amount change in volume price or cost factors danpnefit. In other words,
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sensitivity analysis is the measurement of respengss in outcome with the
changes in determinant variables. We know thatgbal of a business
enterprise is to maximize profit. Profit is thecegs of revenue over the total
costs.
Profit = Total Sales — Total Cost
Or, Profit = Sales Units x SPPU — Sales Units x UGPFixed Cost — Taxes
So that, Profit = fx{sales volume, variable co$iteed costs, taxes etc.}

But none of the factors remain unchanged; sometithesmanager can be
intentionally change the price and cost factors gemrt of strategic decision.
But the strategy should focus more on the factbicwin the more sensitive or
responsive for profit. So to measure the sengjtioit CVP factors, we can see
the impact of certain percentage or amount changeoiume, price, or cost

factors on net profit (Bajrachaaya, et, al., 2024B).

219 Cost Structure
There are three types of costs from their natuneadgfbility.

2.1.9.1 Variable Costs

Variable cost varies in direct proportion to chamgectivity level. If the level
of activity increases by 50% the amount of thealale cost also increases by
50% as well. Variable cost in total increaseseaxrdases if the activity level
increase or decrease but remain constant if exguless a per unit basis.
Change of variable cost effects to p/v ratio, BERI aet income. When
variable cost increase, net income, p/v ratio aratgin of safety will be
decreased but it helps to increase BEP. It willertme more understood clearly

with the help of the diagram presented below.
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Figure: 2.2

Variable Costs
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2.1.9.2 Fixed Cost

Fixed costs remain constant in total amount despéechanges in the level of
activity. That is, the fixed cost remains unchangetbtal as the activity varies.
But the fixed cost per unit does changes as agtiaties. Fixed cost per unit
basis decrease as the level of activity increasesvice versa. When other
factors remain unchanged, the change in fixed effietts to BEP and net
income. When the fixed cost is increased, theime of BEP increases but
the net income decreases or vice versa. Fixedi€@d$so called capacity cost.
The concept of fixed cost may be more understooth whe help of the

following diagram.

29



Figure: 2.3
Fixed Costs
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2.1.9.3 Semi Variable Cost

Expenditure that cannot be categorized as puregdfor variables are termed
as mixed cost or semi variable cost. Mixed costtaios both variables and
fixed cost elements. Repair and maintenance, sigoa@mny telephone, electricity
charge are some examples of mixed cost. It shoeldsdparated into the
variable and fixed elements for profit planning,sic@ontrol and decision
making. In mixed cost, variable cost element isealdib the fixed cost element
as such mixed cost line slopes upward in the graphs

Figure: 2.4
Semi Variable Cost
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2.2 Review of Journal & Articles
Welsch (2000) in his article‘Cost volume and Profit analysishcludes the
related concepts of;

» Contribution Analysis and

* Break Even Analysis
These concepts entered the mainstream of managameminting starting in
the 1930’s that rest upon the concept of cost kditia (i.e. flexible or variable
expenses budgets), Contribution analysis involvesedes of analytical
techniques to determine and evaluate the effectsrafits of changes in sales
volume, sales prices, fixed expenses and variakpereses. It applies the
concept of a contribution margin income statem&avenues minus variable
expenses equals contribution margin, and contobutnargin minus fixed
expenses equals profit. Break-even analysis focasethe breakeven point:
Fixed expenses divided by the contribution margjuads break even sales
volume (the point at which profit is zero becauseenue equals total cost).
The result of breakeven analysis is usually grapeshow the relationships
between revenue (i.e. sales), fixed expenses, andble expenses, within a

relevant range of sales volume.

CVP analysis is concerned with examining the refeghip between changes in
volume and changes in total revenue and costsarsiiort term. Drury has
compared the economist’s and accountant's model€\d® behavior. The
major differences are that the total cost and te&alenue functions are
curvilinear in the economist’'s model, whereas tbeoantant's model assumes
linear relationships. However, we have noted thataccountant’s model was
intended to predict CVP behavior only within théevant range, where a firm
is likely to be operating on constant returns tle.sA comparison of the two
models suggested that, within the relevant produoctiThe study of the
interrelationship of sales costs and net incomasigally called cost volume
profit analysis. CVP analysis examines the respafsprofit to change in
volume. It relies on linear cost analysis and oedrr revenue assumptions. To
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gain understanding of CVP analysis, the common @kesnof a firm which

produces only single product will be used. The ysialwill be expanded to
cover firms with several products by multiple digiss. CVP analysis consists
essentially in examining the relationship betwedrmnges in volume and
changes in profit. The scope of CVP analysis raffiges the determination of
the optimal output level of a single product dement to the determination of
the optimal mix of large multi product firm. C-V-#&halysis is concerned with
examining the relationship between changes in veland changes in total

revenue and costs in the short term.

Hilton, (2004) In his article “Developing a Profit Plan for Your Business”
Profit planning is simply the development of youpecating plan for the
coming period. Your plan is summarized in the fayfran income statement
that serves as your sales and profit objective yyd budget for cost. The
profit plan is used in the following ways.

- Evaluating operations. Each time you prepare an income statement,
actual sales and costs are compared with thosepsmeacted in your
original profit plan. This permits detection of aseof unsatisfactory
performance so that corrective action can be taken.

- Determining the need for additional resources such as facilities or
personnel. For example, the profit plan may show that a slacpease
in expected sales will overload the company's fgllipersonnel. A
decision can then be made to add additional inmgigiersonnel, to
retain an EDP service, or to pursue some othemaliiee.

- Planning purchasing requirements. The volume of expected sales
may be more than the business' usual supplierhaadle or expected
sales may be sufficient to permit taking advantaigguantity discounts.
In either case, advance knowledge of purchasingiirements will
permit taking advantage of cost savings and ernbatgurchased goods

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

favorable terms.

Horngren, (2010), in his article‘CVP Analysis as a Managerial TooCVP

Analysis examines the behavior of the total reventetal cost and operating
income as changes occur in output level, the gepmce, the variable cost per
unit and/or fixed cost of product. They mean to #agt CVP is related to

totality of revenues, cost and operating incomeé@output level.

Cost-Volume-Profit (CVP) analysis is the process ekamining the
relationship among revenues, costs and profitafoglevant range of activity
and for a particular period. It is one of the mimgportant and powerful tools
that managers have at their command in short-telannpyg. It helps
managers to understand the interrelationshgtwéen cost, volume and
profit in an organization by focusing interactioptWween the following five
elements.

» Price of Product

* Volume of Activity

» Variable Cost

» Fixed Cost

» Sales Mix.

CVP analysis seeks to estimate the profit or logifeerent activity level. The
aim of cost- volume-profit analysis is to have @& é&stimate of

» Total cost

» Total Revenue and

* Profit at various sales volumes.
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Pksal J. (2011) In his article“Marginal Costing: A Management Technique for
Profit Planning, Cost Control And Decision Makingylarginal costing is one

of the techniques of costing which guides Manageénmerpricing, decision

making and assessment of profitability; it diffeiates the total cost of
production into variable expenses and fixed expen3d&riable expenses
increase or decrease with the proportional increaskecrease in output. Thus
as the increase in variable expenses is propottioriae increase in production
the per unit cost does not change. In case of fieegenses they remain
constant at certain level of production and theyogochanging per unit with

every increase in output. Thus, Marginal costinglifferentiating between the
variable cost and fixed cost explains manageriablegms on the basis of the

difference between Variable Overheads, Fixed Owthand Sales.

2.3 Review of Previous Research Works
Yadav (2008) had conducted a research entitlé@ost Volume and Profit
Analysis in Nepal Aushadhi LimitedMr. Yadav had concerned her study to
examine the practice of profit planning and contiolthe manufacturing
companies in Nepal.
The specific main objectives of the study were:

* The study of application of CVP analysis is NAL

» To evaluate the sensitivity of profitability

* To analyze the CVP and its impact in profitabibfyNAL.

* To study the profitability and financial positioh NAL.

The major findings of the study were:
* NAL have not applied suitable scientific methodcoét classification.
* NAL couldn’'t put stress on effective utilization dixed cost so it
bearing higher amount of unfavorable capacity vexga
 NAL have not considered the Cost Volume Profit tieteship while

fixing the price of its product.
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Shakya, (2009) had studied on the topi@& study on Cost Volume and Profit
Analysis of Soaltee Hotel LimitedMissShakya had concerned her study to
examine the practice of profit planning and confrolthe hotel industry in
Nepal.
The specific objectives of the study were:

* To study the nature of direct and indirect cost emehponent of cost of

Hotel.
* To evaluate the profitability, financial positiondsensitivity of Soaltee

Hotel's activities.

The major findings of the study were:
* The main focus of hotel is to maximizing revenué¢ leiel hasn’t focus
of cost planning and controlling.
» Soaltee Hotel Limited is service providing compdmug it hasn’t given
emphasis to reduce variable cost ratio.

» Market study on demand and pricing has not beexhout.

Sherpa (2010) had studied on the topitA study on Application of Cost-
Volume-Profit Analysis as a Managerial Tool in Bteglur Craft Paper
Limited”. Mr. Sherpa had concerned his study to examing@thetice of profit
planning and control in the craft paper industriNepal.
The specific objectives of the study were:

» To study the relationship of cost, volume and prafiBCP Ltd.

* To analyze the impact of CVP of the company on pctigity.

* To calculate the BEP, MOS and CM etc. and its impawe the

profitability.

The major findings of the study were:
» Cost classification is not systematic. There igraxctice of segregating

semi variable cost.
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* Aggregate total incomes were in decreasing trenchume company
have not improved the total income by improving arsihg advance
marketing skills for more products sales in exgi@md new market.

* Company has not focused to possibility of productd more varieties
of papers.

Adhikari, (2011) conducted a research entitlgdost-Volume-Profit Analysis
of Nepal Lube Oil Limited'Mr. Adhikari had concerned his study to examine
the practice of CVP practice in the Monopoly indyst
The specific objectives of the study were:

*  Whether or not NLO Ltd. is practicing CVP analysis.

* To find out the areas of the business opearatiGVP analysis can

be applied to improvihe competitiveness of the company.
* Which parts i.e. CM, BEP, MOS etc. of CVP analyar® mostly

practiced and whichre not practiced till now.

The major findings of the study were:

» Different types of profit planning tools, which amsed in the academic
field, are not found applied by NLO.

* CVP analysis is not applied by NLO as no segregaticcost in to fixed
and variable, which is the hardcore of CVP analysis

« Company has no clear-cut boundaries to sepaosteirto fixed and
variable. The classification of cost is not scigotand systematic. So,
NLO has not been able to use CVP analysis and rniekeealistic and

smart budget.

Bhushal, (2012), had conducted a research entitldde of Cost Volume Profit
Analysis to plan the profit in Nepalese ManufaatgrCompanies (A case study
of Bottlers Nepal Ltd.)The main objective of his study is to examine tasec
of CVP analysis to plan the profit in bottlers Nepanited.
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Theother specific objectives of this study were:

To study the present application of CVP analysisBottlers Nepal
Limited.
To study the profitability and financial positionf @ottlers Nepal
Limited.
To analyze the CVP and its impact in profitabilaf Bottlers Nepal
Limited.

The major findings of the study were:

24

The company has not maintained the broad and langer objectives
and periodic report and objectives are limitedhi lhigh ranking official

only.

Sales and promotion target are not achieving becthere is not an
effective forecasting system.

There is no any effective plan for effective plam €ast reduction and
control. And lack of effective cost control prognaued.

The profit trend of the company is not satisfactory

The company has no details and systematic expgiaas The fixed

variable and mixed expenses plan is the necessamyents for profit

planning and control.

BNI has not proper practice of segregating the scasto fixed and

variable or controllable and non-controllable.

Research Gap

Most of the past research studies about profit rpfegn or CVP Analysis

basically related with any manufacturing companynalustries. It is hardly

done in the field of banking sector. The reseamhictfind very few numbers

of studies related to commercial bank i.e. EvelBestk Ltd. Such study pointed

out still CVP is not practiced and recommend im@eating effectively for

profit planning. Some dissertation focused on PP€ammercial banks would

be found but in different faculty.
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This study shall be a new one in its field as nagthas been done so far
particularly in Everest Bank Ltd. This study ha®drto indicate the role of
CVP analysis & its effectiveness for making proffthis study shows the
financial position of Everest Bank Ltd. Now a dagrious banks are practicing
CVP to measure profit and to measure competitienaesl performance in the
time of globalization. So, this study have playetportant role to fulfill the
gap between previous studies. It shows how CVPyaisais important tool of

PPC to improve the performance of bank.
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CHAPTER — 111
RESEARCH METHODOL OGY

Research methodology is the way to solve systeaibtiabout the research
problem. Research methodology is the procedurelaringd outline which

deals with research design, data collection proeecwature of data, indentify
the population, making confidence of the samplingthrad and sampling
variables, data selecting styles, presentatiore sif/Icollected information and
data and interpreting it. Now, no doubtingly it abvious that the research

methodology is helpful to attain the objectivesha research.

3.1 Resear ch Design

Research design is that outline which configures dbllection and analysis
style of the data and information. Research desga plan of structure and
strategy of investigation conceived so as to olaaswer to research questions
and to control variances (Kothari, 1997: 275). Diggiwve research is process
of accumulating facts. It does not necessarily geeixplain relationship and
test hypothesis make predictions or get at mearangamplications of a study
(Wolff and Pant, 2002: 81). Analytical method iedd0 present information
and data. A part from this, there is also qualiafspect and these aspects are

described in word detail wherever it is necessary.

3.2 Naturesand Source of Data
For any research work, information is the life odherefore, it is the major
task to gather the information and data collectidiostly secondary data has
been used in the study. It has been collected thenfiollowing sources.
» Published annual accounting and financial repoEBi .
* Publication of Nepal Rastra Bank, publication oftibiaal Planning,
Central Bureau of Statistics and related publicatio

* Books, booklets, articles, magazines and offi@abrds of EBL.
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e Previous dissertations, electronic media such dosnes.

* Published and Unpublished document related to EBL

3.3 Population and Sample

The population refers to the industries of the saaueire and its services and
product in general. Thus, 31 commercial banks dpgran Nepal constitute
the population of the data and the bank under stotgtitutes the sample for
the study. Among them only one banks, i.e. EBLakced as the sample

banks to carry out the study.

34 Method of Data Collection

It indicates the sources of data and how they ct@te In this study data are
collected through published sources. They were ecdd from the

correspondent offices and their respective wehsltes annual reports of EBL,
NRB publications, the data regarding the profileEBL and other related
documents were collected from internet websitegubished master's thesis,
books, research papers, articles, journals have lbelected mainly form

Centre Library of Tribhuvan university, library &hanker Dev Campus and

NRB Magazines and newspapers were from concerrtbdrities.

3.5 DataAnalysisTools

Various accounting, financial and statistical towi#f be used to complete the
research study such as breakeven point, profitweluatio, margin of safety,
ratio analysis, coefficient of correlation and hipasis for presentation
purpose, different types of tables, charts, figuaad graphs are used as per

necessary.

3.5.1 Financial Ratios Analysis
Financial analysis is the process of identifying t#nancial strengths and

weaknesses of the organization by properly estabtysrelationships between
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the items of the balance sheet and the profit assl &ccount. Ratio analysis is
a powerful tool of financial analysis. A ration designed as “the indicated
guotient of two mathematical expressions” and & ‘telationship between
two or more things”. In financial analysis, rat® used as a benchmark for
evaluating the financial position and performandeacdfirm. Several ratios,

calculated from the accounting data, can be groupé&a various classes

according to the financial activity and functiontte evaluated.

3.5.1.1 Net Profit Margin

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

its operational costs and maintain efficiency.

Net Profit Margin = Net Profit After Tax

Total Operating Income

3.5.1.2 Return on Total Assets (ROTA)

The ratio is a primary indicator of managerial @éncy. It indicates how
efficiently the assets were utilized by the banke Tatio measures how far the
management has utilized all the assets of the HBankprofit generating
activities. Higher ROTA indicates higher efficienay the utilization of the

total assets and vice versa.

Return on Total Assets (ROTA) LT/t After Tax

Total Assets

3.5.1.3 Return on Equity (ROE)

Equity refers to the owner’s claim of a bank. Tikeess amount of total asset
over outsiders liabilities is known as shareholsl@quity. It is also known as
net worth. This ratio measure how prudently the ag@ment has employed
shareholder’s fund keeping the interest of shadsheland maximize their net

worth. It is the measurement of the rate of retawailable to the bank’s
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shareholders. The ratio provides the company tovetela good return on

equity. This ratio is calculated by dividing nebfir by total equity capital.

H Net P it After T
Return on Equity (ROE) Net Profit After rax
Shareholder Equity

3.5.1.4 Operating Efficiency Ratio

To maximize profitability and the value of the siaolder’'s investments in the
bank, bank management must maintain efficiencyhmrtoperations. This

usually means reducing their operating expenses #amdeasing the

productivity of their employees. Since banks arg&y huge amount of the
interest costs for their funds, they like to redmom-interest costs especially,
staff costs, wages and overhead costs. Lower ttie maeans greater the

success of management.

. .. . Total O ti E
Operating Efficiency Ratio =———- -9 ZZPeR323

Total Operating Income

3.5.2 Accounting Analysis

3.5.2.1 Contribution Margin

The difference between production amount and vkriabst is known as the
contribution margin. In other words, fixed cost plthe amount of profit is
equivalent to contribution margin. Contribution mgarcan be expressed by

Contribution margin (CM) = production volume (Salewvariable cost

3.5.2.2 Profit Volume Ratio

It establishes a relationship between the coniobuand production volume.
The factors profit and volume are interconnected dependent with each
other. Profit depends upon contribution margin gmdduction. It can be

expressed by;

Contribution Margin

Profit volume ratio =

Production or Sales
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3.5.2.3 Break Even Point

The point which breaks the total costs and selprige evenly to show the
level of output or production, at which there stdl neither profit nor loss, is
regarded as break-even point. Through contributi@rgin approach, break-

even point can be expressed by;

Fixed Cost

Break even point in Rs. :
PV Ratio

3.5.2.4 Break Even Ratio
Total sales revenue consists two parts: Break satgs and Margin of Safety.
The proportion of Break even sales is BE Ratio.

Actual Sales = Break Even Sales + Margin of Safety

BE Sales

Actual Sales

BE Ratio =

3.5.25 Margin of Safety (MOS)
It is the difference between the actual sales neeweand the break even sales
revenue. It can be expressed by;

Margin of Safety = Actual ProductienBreak Even Production

3.5.2.6 Margin of Safety Ratio
The proportion of Margin of Safety sales is MOS iRafThe contribution
margin obtained from Margin of safety is operatprgfit for company. MOS

Ratio shows the part of profit earning sales voluhthe company.

MOS Ratio =25 5ales

Actual Sales

3.5.3 Statistical Analysis
Statistical tools are used to analyze the relatipndetween two or more
variables and to find how these variables are edlaln this study, following

statistical tools are used.
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3.5.3.1 Arithmetic Mean or Average

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

calculated by;

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

3.5.3.2 Standard Deviation

The standard deviation is the measure that is mfish used to describe
variability in data distributions. It can be thougti as a rough measure of the
average amount by which observations deviate dmeriside of the mean.

Denoted by Greek letter's (read as sigma), standardation is extremely

useful for judging the representatives of the me@tandard deviation is

calculated as;

Standard deviatio) = Z(XI\IX)
Where,
c = Standard deviation
YX—-%)?2 = Sum of squares of the deviations
measured from arithmetic average.
N = Number of items

3.5.3.3 Coefficient of Correlation

Correlation is a statistical tool design to measilve degree of association
between two or more variables. In other word if gdanges in one variable
affects the changes in other variable, then theblr are said to be co-related

when it is used to measure the relationship betweenvariables, then it is
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called simple correlation. The coefficient of céaten measures the degree of
relationship between two sets of figures. Amonguaeous methods of finding
out coefficient of correlation, Karl Pearson's noeths applied in the study.
The result of coefficient of correlation is alwaysg between +1 and -1.The

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

given below.

Y X1Xz

r=——XiXe
1/2x12 Y x,2
Where,
r = Correlation coefficient
Y x4 X - X3
XX, = Xz- X

3.5.3.4 Least Square Linear Trend Analysis
Trend analysis has been a very useful and comnapplied statistical tool to
forecast the future events in quantitative terms.tke basis of tendencies in
the dependent variables in the past periods, theefurend is predicted. This
analysis takes the historical data as the basi®retasting. This method of
forecasting the future trend is based on the assongpthat the past tendencies
of the variable are repeated in the future or thst gvents affect the future
events significantly The future trend is forecastad using the following
formula.
Y =a+ bx
Where,

Y = the dependent variable

a = the origin i. e. arithmetic mean

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

X=the independent variable
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3.5.3.5 Assessment of the Sample Correlation Coefficient

For this study, t-test for significance of an obeer and sample correlation
coefficient is used.

Set up Hypothesis

Null hypothesis (H); p = 0 i.e. There is no correlation between the amrsd
variables.

Alternative Hypothesis (B; p # 0 i.e. There is significant correlation between

the considered variables.

Test statistic under H

Where,
r = Sample correlation between two variables
r2 = Sample correlation Coefficient
n = No of Pair of observations

Level of significance: Level of significancex = 5%

Critical Value: Tabulated or critical value of t at % level of significance for
(n - 2) degree of freedom obtain from't’ tables.

Decision: If calculated ‘t’ is less than or equal to tabathvvalue of ‘t’ it falls in
the accepted region and the null hypothesis ispedeand if calculated ‘t’ is

greater than tabulated ‘t’ null hypothesis is regec

3.6 Data Analysis Technique

3.6.1 Tabular Presentation

Tabular presentation is used to summarize the edavid a compact form so as
to facilitate behavior overall situation of the ttap market. The tabular
presentation has provided a basis for further aimalgnd interpretation of the

collected data from primary and secondary sources.
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3.6.2 Diagrammatic Representation

The diagrammatic presentation is used in certartiggoof the study where the
other forms of statistical analysis are unable fiesent better interpretation.
The simple pie chart is used for the purpose ajrdi@matic representation in

the study in order to project the relationship keswthe variables under study.

3.6.3 Graphical Presentation

As it is said that the wandering of a line is mpomverful in its effect on the
mind than a tabulated statement; graphical presenttool is also utilized for
representing statistical facts and informations klso utilized where the nature
of data is such that it represents the trend ofiwmeace over the period of time.
It is also applied to the situation where large snasdata is to be dealt with

proper degree of accuracy.
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CHAPTER - IV
PRESENTATION AND ANALYSIS OF DATA

This chapter deals with the presentation, lygma and interpretation of

relevant data and information of planning sgstand budgeting procedure in
a commercial bank with the specific context E&ferest Bank Ltd. To

accomplish these objectives, the various functidnadgets analyze and related
data are presented in a systematic way in tabatard and graph charts. The main
purpose of analyzing the data is to change it flaamunprocessed form to an
understandable presentation. The analysis of deisists of organizing, tabulating

and performing statistical analysis (Wolff & Pa2®00: 64).

4.1 Analysis of Income of EBL

4.1.1 Income from Interest

As income from interest is the main source of ineooh bank. It has to be very
aware while doing investment. Such income iassified under various heads

or source such as loan, overdraft, agency balanvestment etc.

Table: 4.1
Item-wise Income from Interest (Rs. In millions)
2065/66 2066/67 2067/68 2068/69 2069/70
Particular
Rs. % Rs. % Rs. % Rs. % Rs. %
Loan and
12429 | 70 | 1444.2% 7355 1861.04 79|46 2836.25 90.8843.31| 89.00
advanced

investment 191.56/ 10.79 201.31 10.25 35495 15.136.02 | 6.86 381.1 8.83

At agencies 6.63 0.37 10.9 0.5p 6.8 0.P9 0.48 0{031.52 0.04

Money at call
] 26.18 1.47 26.29 1.34 7.73 0.33 9.26 0.29 33,98
and short notice

90.

other 308.36| 17.37 280.9

v}

1431 111.69 477 86|58 .75 2 58.22 1.

35

Total 1775.63| 100| 1775.683 100 234221 100 3148.6100 1 4318.13 100

Source: Annual Reports of EBL
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Figure: 4.1

Trend of Total Interest Income
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The above table and figure shithat the total income from interest are Rs.177
in FY 2065/66, Rs.1963.68 in the FY 2066/67, Rs23% in FY 2067/68, R:
3148.61 in FY 2068/69 and Rs. 4318.13 in 2069/70 It means the income fro
interest earn is in increasing trend. It can beneef also in percentage as intel
income from loan & overdraft covered out of totaterest income is 70.00 ¢
73.55 %, 79.46 %, 90.08 % & 89% in FY 2065/66, F06@/67, and Y 2067/68
& FY 2068/69 &2069/7( respectively.

4.1.2 Income from Commission and Discour

It is another source of income generation. All cassion’s income is booked
the time of transaction. Whatever charge or combornsbas to take for servic
rendeed, customer has to debit at the time of transac@mmmission is receive

on LC, remittance, annual fees on cards
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Table: 4.2

Item-wise Income from Discount and Commission (Rs. In rions)

) 2065/66 2066/67 2067/68 2068/6¢ 2069/70
Particular

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

Bills Purchase
1342 | 6.9¢ 13.29 | 6.55| 21.98 7.73 16.3 6.11 15.5 4.42

& discount

commission | 134.62 69.67 | 149.69| 73.7§ 209.34 73.63 180/266.6¢ | 272.57| 77.80
other 45.19| 23.3¢ | 39.91 | 19.67] 52.99 1864 73.5627.2: | 62.28 | 17.78
Total 193.23| 10C | 202.89| 100| 284.31 10Q 270.26 100 | 350.35 100

Source: Annual Reports of E

Figure: 4.2
Trend of Total Interest Income
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The above table 4.2nd figure 4.2 sho the income from commission al
discount. According the table the total income frdiscount and commission &
192.23, 202.89, 284.31, 270.26 and 350.35 millemtiie FY2065/6¢, 2066/67,
2067/68, 2068/6%and 2069/70 respectively. It shows the increas trend of

discount & commission in each fiscal year exceptfibcal yea2068/6¢.
4.1.3 Sundry Income
Bank charge various service charges for providiagrises. It is also anoth

source of income such service can be renewableggebavault and safeharge,

50




stop payments, Remittance etc. These amountstideebliit help in bank’s incom

The following table shows the sundry income of EgeBank Ltc

Table: 4.3
Sundry Income/ Other Operating Income (Rs. In millons]
) 2065/66 2066/67 2067/68 2068/6¢ 2069/70
Particular
Rs. % Rs. % Rs. % Rs. % Rs. %
Safe charge 7.4 | 18.3¢ 8 12.88 8.6 18.56 8.21| 7.31 7.51 6.23
Credit card issue
10.61| 26.Z 14.68 | 23.64] 19.52) 42.1p 43.6 38.81 51 42.32
& renewal charge
Debit card issue &
1.03 | 2.5t 1.07 1.72 1.7 3.67 2.42| 2.15 3.406 2.83
renewal charge
Telex/ T.T 10.59| 26.2¢ | 10.58 | 17.03] 9.77| 21.08 11.9p10.67 | 13.19 10.95
Other 10.71| 26.5% | 27.78 | 44.73 6.75 1457 46.1241.0¢ 454 37.68
Total 40.34| 99.9¢ | 62.11| 100 | 46.34) 100] 112.3499.9¢| 120.51 100
Source: Annual Reports of El
Figure: 4.3

Trend of Sundry Income
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The table &figure 4.3 show that the sundry income in FY 26655 Rs. 40.3.
million the next year 2066/67 it increase Rs 62hd again it decrease in 2067.
iIs Rs 46.34 then 2068/69 it is increase Rs. 112184 in the FY2069/70 it is
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increase Rs. 120.51. It is both increasing andedeser trend during the five years

study period.

It shows that charges earn these five years afieigtuating trend. As insecurity
increase in the country, many people depend on sbdmékers for safety of
valuable property. Users of credit and debit cdvas been increased and students
going abroad for further studies increasing hemnwh sncome increases each year

that effect on profit of the bank.

4.1.4 FOREX Income/Loss

It is regarded as Revaluation Gain. Income realizeoh the difference between
buying and selling rates of foreign currency iscasted under trading gain. This
Is one of the source of income generation. As feBMpproximately 25% of such
revaluation gain is transferred to exchange fluxna fund through P/L

appropriation account.

Table: 4.4
FOREX Income/Exchange Fluctuation Gain/Loss (Rs. Imillions)
2065/66 2066/67 2067/68 2068/69 2069/70
Particular
Rs. % Rs. % Rs. % Rs. % Rs. %
Change in

-4.86 -3.2 5.21 2.71 8.95 358 -10.05 -5.57 2673 3.61
exchange rate

Foreign exchange
156.5 | 103.2| 187.39 97.29 241.03 9642 190.32 1051%8.79 86.33

Transactions

Total 151.64 | 100 192.6 100 249.98 10p 18027 100 5.9® 100

Source: Annual Reports of EBL
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Figure: 4.4

Trend of FOREX Income/ExchangeFluctuation Gain/Loss
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From above tablet shows the forex gain is in fluctuatingrend. In the FY
2065/66, it is R451.64and in the FY 2066/67 it is decreaseRi¥192.6.64. In the
FY 2067/68 it isincreas Rs. 249.98nd in the FY 2068/69 is decrease to Rs
249.98 and in the F2069/70 itis increase to Rs. 195.52.

4.2 Analysis of Expenses of EB

4.2.1 Interest Expense

Bank not only makes income on various heads botlese to expense on it. St

expenses can be personnel expenses, expenses, interest etc. As bank t

interest on loan and overdrafts in same way ittbgsmy interest on deposits. St

interest can be different according to nature giodés

Table: 4.5
Interest Expenses (Rs. In millions

, 2065/66 2066/67 2067/68 2068/6¢ 2069/70
Particular

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

Fixed deposit | 314.4 41 [ 288.43| 35| 26093 28/ 709.66 46 | 1285.32 53

Saving deposit| 313.38 40 | 347.8| 42 | 43381 46| 560.24 36 | 706.97 29

current deposit| 104.84 14 | 137.04| 17 | 14481 15| 205.6f 14 | 355.28 15
At loan

, 3479 | 5 | 5047 | 6 95.23| 11 77.96 4 67.23 3
(borrowing)

Total 767.41] 10C | 823.74] 100 934.7&13 100  1553.5310C | 2414.8 100

Source: Annual Reports of El
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Figure: 4.5

Trend of Interest Expenses
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According to table 4.5, the total interest experaesn increasing trend. In the |
2065/66, it is Rs767.41 in FY 2066/67 Rs 823.74¥2067/68, it is Rs. 934.7
in 2068/69, it is increase Rs1553.53 and in the 2069/7Q it is Rs. 2424.

million. Interest expenses play vital role in profit henceed proper planning

manage profit each ye

4.2.2 Personnel/Employee Expens
Personnel expenses are that for employees of flue.oWithout employees wot

cannot be done. These expenses are ded as fixed cost such as sal:

allowance, uniform, medical and insurance

Table: 4.6
Personnel Expenses (Rs. In million
, 2065/6¢ 2066/67 2067/68 2068/6¢ 2069/70
Particular

Rs. % Rs. % Rs. % Rs. % Rs. %
Salary 123.58 45.19| 153.7| 49.98 167.34 46.36 170/441.08| 213.04 41.16
Allowance 88.05| 32.2 | 89.19| 29 | 111.14 30.7p 151.086.41| 166.26 32.12
Contributionto PE| 10.19 3.73 | 11.11| 3.61| 136 3.77 15163.65 | 18.11| 3.50
Training 6.34 | 232 | 458 | 149 554/ 153 318 077 | 3.18 0.61
Uniform 272 | 099 | 242 | 079 3.63 1.01 5.4/ 1.3 | 4.93 0.95
Insurance 5.63| 2.06 | 6.78| 22| 845 234 1199289 | 2496| 4.82
Gratitude 32.14| 11.75| 34.21| 11.12 46.34 12.84 30.937.45 | 58.94| 11.39
Other 482 | 1.76 | 555 | 1.8| 4.94| 137 26.77 6.45 | 28.14| 5.44
Total 273.47| 100 | 307.54 100| 360.98 100  414.99100 | 517.56 100

Source: Annual Reports of El
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Figure: 4.6

Trend of Personnel Expenses
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According to the table 4.6 personnel expenses isareasing trend every year.
shows that the expenses are Rs. 273.47, 307.5486014.99 and 517.56 millic
in the fiscal yeaR065/6¢, 2066/67, 2067/68, 2068/69 aB@69/7( respectively. It
shows low much amount spending on employee salary, alloeaRF, training
etc.

4.2.3 Operating Expense

Bank purchase various goods & materials for daiberation and providin
services to the customers. It is also another goof@xpenses such expensen
be rent, repair and maintenance, office equipm&atjonary, advertisement e

The following table shows the sundry expenses @fé&st Bank Ltc
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Table: 4.7

Operating Expenses (Rs. In millions

Fiscal Yeat Operating Expense
2065/66 341.56
2066/67 344.42
2067/68 398.32
2068/69 471.10
2069/70 582.21

Source: Annual Reports of El

The above table 4.7 shows that the operating egsease in increasing trel
every year. The expenses are Rs. 341.56. 344.&3239%471.10 and 582.21 f
the fiscal year 2065/6&@066/67, 2067/68, 2068/69 and 2069/é6pectively. It is

shows in the following figur

Figure: 4.7

Trend of Operating Expenses
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Table: 4.8

Income Statement of EBL (Rs. In millions)

S.N | particular 067/068 2068/69 2067/68 2066/67 0B

1 | Interest income 4326.14 3148.61 2342.20 1963.65 5.587

2 | Commission and 350.36 270.26 284.30 202.89 193.27
discount

A | Total operating 4676.5 3418.87 2626.50 2166.54 1968.80
income

3 | Less: variable cost
Interest expenses 2414.81 1553.53 934.18 823.74 AT67
Variable Adm. 209.74 171.10 160.20 105.10 95.15
expenses

B | Total variable cost 2624.55 1724.63 1094.98 928.8 862.56

C | Cm (A-B) 2051.95 1694.24 1531.52 1237.70 1106.24

4 | Less: fixed cost
Staff expenses 517.59 414.98 360.98 307.53 290.p2
Fixed Adm. exp 372.46 266.90 238.11 223.91 227.72

D | Total fixed cost 890.05 681.88 599.09 531.44 HU8.

E | Operating profit 1161.9 1013.36 932.43 706.26 587.6(
(C-D)

5 | Add: sundry 129.52 112.35 46.34 62.10 40.33
income
Non operating 15.85 12.38 3.81 9.70 3.49
income
FOREX 195.53 180.28 249.98 192.60 151.64
Exp written off loan| 228.14 265.54 149.89 184.11 412.65

F | Total sundry 569.04 570.55 450.02 448.51 608.11
income

G | NIBP(E+F) 1730.94 1583.91 1382.45 1154.77 1195.71

6 | Less: provision
Provision for loss 471.73 692.64 199.21 58.43 90.69
Provision for staff 123.77 111.57 106.66 94.88 71.74
bonus
Provision for 335.36 246.07 313.77 312.97 225.58
income tax

H | Total provision 930.86 1049.28 620.64 466.28 .

I | (G-H) 794.08 534.63 762.81 688.49 807.73
Profit/Loss from 102.29 (25.86) (9.97) (52.61) (315.89
extra activity
Net profit 895.11 508.77 752.84 635.88 491.84

Source: Annual Reports of EBL

The five fiscal year income statement of the EBbweé that the all variables of

income statement like operating income, variabl,doxed cost, operating profit,
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net profit are in increasing trend. The net profithe bank is Rs. 491.84, 635.88,
752.84, 508.77 and 895.11 million for the fiscaay@065/66, 2066/67, 2067/68,
2068/69 and 2069/70 respectively. Similarly, theraging profit of the bank are
also increasing trend it is Rs. 587.60, 706.26,4821013.36 and 1161.9 million
for the year 2065/66, 2066/67, 2067/68, 2068/69 2069/70 respectively. It is

shows in the following figure.

4.3 Contribution Margin Analysis

The contribution margin approach to CVP analysisvad the preparation of
Performa statement from the available informatiBEP & other required CVP
relationships can be explained through a CM staténiieexplained that all fixed
costs are period costs that should be deducted finenCM of the same period.
Only the VC varies proportionately with the levdl @utput or income. CM is
regarded as the excess of income price of a uroutdut over its VC. It also can

be defined as the excess of income amount over IWVC€an be obtained by

following.
Table: 4.9
Contribution Margin (Rs. In millions)
Year Income (A) VC (B) CM (A-B)
2065/66 1968.8 862.56 1106.24
2066/67 2166.54 928.84 1237.7
2067/68 2626.5 1094.98 1531.52
2068/69 3418.87 1724.63 1694.24
2069/70 4676.5 2624.55 2051.95

Source: Annual Reports of EBL
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Figure: 4.8
Position of Income, VC & CM
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The above tabland figureshow that the Income, VC a@M of five years study
period ofEverest bank Li. All the variables are in increasing trer It shows that
the CM of the FY 2065/66, 2066/67, 2067/68, 2068/6Q 22069/7( is Rs.
1106.24, 1237.71531.52, 1694.24 and 2051.95 million respecti

4.4  Profit Volume Ratio (PV Ratio)
P/V Ratio is also known as CM Ratio. The full forsnProfit Volume Ratio. is

important tool in studying profitability index. ¢&an be obtained as follov

Table: 4.10
CM Ratio/PV Ratio (Rs. In millions)

Year CM Income P/V Ratio (%)
2065/66 1106.2- 1968.8 56.19
2066/67 1237.7 2166.54 57.13
2067/68 1531.5: 2626.5 58.31
2068/69 1694.2- 3418.87 49.56
2069/70 2051.9¢ 4676.5 43.88

Source: Annual Reports of El
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Figure: 4.9
Trend of P/V Ratio
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The above table shows that the P/V ratio ofEverest Bank Ltc over the study
period which are inincreasing tren from 2065/66 t02067/6¢ after that it is
decreasing in the FZ068/6¢ and 2069/70. fie highest P/V rat is 58.31% in FY
2067/68and lowest is 43.88% i2069/70.

4.5 Break Even Point (BEP
BEP is the powerful tool to analyze the profit nmakiprocess. It is the spec
way of presenting & studying the interrelationshgiween the costs. It is 1 most
popular technigue that indicates the level of ineamwhich cost ¢ revenue are in
equilibrium position. i.¢

BEP = No Profit No Loss. BEP can be compute

BEP (U) = TFC/ SPP- VCPU

BEP (Rs) = TFC/PV Ratio or TFC- VC/SR

60



Table: 4.11

BEP Income (Rs. In millions)

Fiscal Year TFC PV Ratio Income BEP Income| BE Ratio %
2065/66 518.64 0.5619 1968.8 923.011p 46.88
2066/67 531.44 0.5713 2166.54 930.2293 42.94
2067/68 599.09 0.5813 2626.5 1030.604 39.24
2068/69 681.88 0.4956 3418.87 1375.868 40.24
2069/70 890.05 0.4388 4676.5 2028.378 43.37

Source: Annual Reports of EBL

Figure: 4.11

Ratio of BEP & Total Income
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The above table & figure shows that the EBL’s ineamvenue is higher than BEP
income in each year over the study period. Smdicates that CVP position of

EBL is very good. It means EBL is earning profitsiach fiscal year over the study

period.

4.6 Margin of Safety (MOS)

Margin of safety is the excess of budgeted (oragincome over the break even
income volume. It is the difference between thedgateld or actual income revenue

and the break- even income revenue. MOS of EBLtHerfive fiscal year is as

follows.

MOS = Actual Income - B.E. Income
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Table: 4.12

Margin of Safety (Rs. In millions)

Year Actual Income BEP Income MOS MOS Ratio (%)
2065/66 1968.8 923.0112 1045.789 53.12
2066/67 2166.54 930.2293 1236.311 57.06
2067/68 2626.5 1030.604 1595.896 60.76
2068/69 3418.87 1375.868 2043.002 59.76
2069/70 4676.5 2028.373 2648.127 56.63

Source: Annual Reports of EBL
Figure: 4.10
Ratio of Margin of Safety
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The above table and figure shows that the mardissfety are in increasing trend
over the study period. It is Rs. 1045.78, 1236.8395.89, 2043 and 2648.12
million for the year 2065/66, 2066/67, 2065/ 066)6&69 and 2069/70
respectively.
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Figure: 4.11
Position of BE Ratio and MOS Ratio
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The BE ratios are in decreasing up to the fiscar\y2067/6¢ after that are
increasing. The highest ratio is 43.37% in the2069/70 However, the margir
of safety ratios are in increasing up to the fisgear 2067/6¢ after that are
decreasing. The highest ratio is 60.76% in the2067/68.

4.7 Profitability Analysis of EBL

The “bottom line” in a company’s income statemenits net income or report:
profits. This figure is the basis for dividends ahis used to determine bonus
Financial statements report both on a firm’s positat a point in time and on |
operations over some past period. However, thevaak of financial statemen
lies in the fact that they can be used to helpipteéde irm’s future earnings an
dividends. Predicting the future is what finang&tement analysis is all abo
An analysis of the firm’s ratios is generally thistf step in a financial analysis.
shows relationship between financial statement @asoGenerally, ratio analys
is helpful in financial forecasting and plannindgeetive control of the busines
communicates the strength and financial standingp@ffirm to the related parti
for comparison of a particular firm progress andgrenance or decision making
There are various ratios helps to measure thetahbility effectiveness of bank

They are as follows.
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4.7.1 Net Profit Margin Ratio (NPMR)
NPMR shows the ratio between net profit and incarnbank. Higher the NPMR
indicate the highest overall efficiency of business

Table: 4.13
Net Profit Margin Ratio (Rs. In millions)

Year Income NP NPMR
2065/66 1968.8 491.84 24.98
2066/67 2166.54 635.88 29.35
2067/68 2626.5 752.84 28.66
2068/69 3418.87 508.77 14.88
2069/70 4676.5 893.11 19.09

Average 23.39
SD 6.26
Source: Annual Reports of EBL
Figure: 4.12
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From above table 4.13 and figure 4.14 show thantteprofit margin of Everest
banks limited from the fiscal years 2065/066 to 206. Which net profit is

Rs.893.11 million i.e. 19.09% of the total incomethe fiscal 2069/70. However,
the higher NPMR ratio is 29.35% in the FY 2066/6lie average ratio is 23.39 %
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and the standard deviation is 6.26%. This ratianigluctuating trend over the

study period.

4.7.2 Return on Total Assets Ratio
Return on total assets ratio shows the ratio batvidfeé and TA of the bank. TA

includes fixed assets,c ash balance, loan andphiithase,

etc. TA can be

obtaining from balance sheet of the company. HigWerto TA ratio shows the

better performance of the bank.

Table: 4.14
Return on Total Assets Ratio (Rs. In millions)

Year Income NP ROTA (%)
2065/66 33519.1 491.84 1.47
2066/67 36175.5 635.88 1.76
2067/68 39330.1 752.84 1.91
2068/69 42717.1 508.77 1.19
2069/70 46736.2 893.11 191

Average 1.65
SD 0.31
Source: Annual Reports of EBL

Figure:

4.13

Trend Analysis of Return on Total Assets Ratio
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From above table 4.14 and figure 4.14 show thahtpbest ROTA ratio is 1.91%
in the FY 2067/68 & 22069/70 66/067. The averagmores 1.65% and the
standard deviation is 0.31%. The ratio is increadnend except the fiscal year
2068/69.

4.7.3 Return on Equity (ROE)
This ratio measure how prudently the managementenggoyed shareholder’'s
fund keeping the interest of shareholders and marirtheir net worth. It is the

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

Table: 4.15
Return on Equity Ratio (Rs. In millions)

Year Equity NP ROTE (%)
2065/66 2146.5 491.84 22.91
2066/67 2512.99 635.88 25.30
2067/68 3119.87 752.84 24.13
2068/69 3439.2 508.77 14.79
2069/70 3995.47 893.11 22.35

Average 21.90
SD 4.13
Source: Annual Reports of EBL
Figure: 4.14

Trend Analysis of Return on Equity Ratio
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The above table 4.15 and figure 4.15 show thatéhen on total equity ratio is in

decreasing trend except the fiscal year 2066/6@. alerage ratio is 21.90% and

the standard deviation is 4.13% respectively.

4.7.4 Operating Efficiency Ratio

This ratio shows the relation between operatingnme and operating expenses.

Lower ratio is shows the better performance of cbmpany. Operating income

includes interest income and other operating incand operating expenses

includes interest expenses, personal expensedamdistrative expenses.

Table: 4.16
Operating Efficiency Ratio (Rs. In millions)

Year Operating Income | Operating Expenses Ratio (%)
2065/66 1968.8 1381.2 70.15
2066/67 2166.54 1460.28 67.40
2067/68 2626.5 1694.07 64.50
2068/69 3418.87 2406.51 70.39
2069/70 4676.5 3514.6 75.15

Average 69.52
SD 3.96

Source: Annual Reports of EBL

Figure: 4.15

Trend Analysis Operating Efficiency Ratio (Rs. In mllions)
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The above table 4.16 and figure 4.15 show thabgerating ratio of the company
is decreasing up to the fiscal year 2075/066 dlftar it is increasing. The highest
ratio of the bank is 75.15% in the fiscal year 206%nd that of lowest is 64.50%
in the fiscal year 2067/68. The average ratio @& Hank is 69.52% and the
standard deviation is 3.967%.

4.8 Correlation Analysis

To find out the correlation between two continueasiables, Karl Pearson’s co-
efficient of correlation (r) is used. One of theweonvenient and useful way of
interpreting the value of coefficient of correlati¢r) between the two variables is
coefficient of determination, which is denoted Bylt explains the total variation

in dependent variable is explained by independanable.

The significant of coefficient of correlation (19 tested with the help of ‘t’ test. If
calculated ‘t’ is less than or equal to tabulatatug of ‘t’ it falls in the accepted
region and null hypothesis is accepted or ‘r’ i$ significant, if calculated ‘t’ is
greater than tabulated ‘" null hypothesis is reggdcor ‘r' is significant of

correlation in the population.

4.8.1 Correlation between Total Cost & Profit

Coefficient of correlation measures the degree aationship between two
variables, Total Cost (TC) & Profit (P). TC is inmadent variableX() and P is

dependent variable&{). The purpose of computing is to find out theatieinship

between TC and P is going to same direction or sigpdirection.
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Table: 4.17
Relationship between Total Cost & Net Profit

Factor Value
Correlation (r) 0.634
Coefficient of Determination (r?) 40.2 %
Calculated ‘t’ Value 1.42
Tabulated ‘t’ Value 2.201
Remarks Insignificant

Source: Appendix |

The above table describes the relationship betwaahcost and net profit during
the period of study. The coefficient of correlatifip between total cost and net
profit is 0.634. This figure shows the positive asation between total cost and
net profit. It means total cost and net profit botave towards same direction. The
coefficient of determination {r is 0.402. It shows that 40.20% of the variation i
the dependent variable (i.e. net profit) is expdiy the independent variable (i.e.
total cost). The calculated value of ‘t’ is lesanhthe tabulated value of ‘t’ (i.e.
1.42 < 2.201) thereforaru value of ‘r' is insignificant. It reveals that there is

insignificant relationship between the total casd aet profit

4.8.2 Correlation between Income & Profit

Coefficient of correlation measures the degree aftionship between two
variables, Income & Profit. Income is independeatiable ¥;) and Profit is

dependent variabl&{). The purpose of computing is to find out thetieinship

between Income and Profit is going to same diraabioopposite direction.
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Table: 4.18

Relationship between Income & Net Profit

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

Source: Appendix Il

From the Table-4.18, the values of coefficient ofrelation (r) of EBL is 0.6435

which shows that there is positive correlation et income and net profit. The
value of coefficient of determination (r?) is 0.414 shows tha 41.41% of the total
variation in dependent variable (Net Profit) is kexped by independent variable
(Income). The calculated ‘t’ value of EBL is lessh the tabulated value i.e. 1.45
< 2.201 therefore, it reveals that the relationdlgépveen income and net profit is

insignificant.

4.9 Trend Analysis
Under this topic, trend analysis of Income and Rietfit of EBL is studied during
the period. The objective of this topic is to fastthe Income and Net Profit for
the next five years.
The projections are based on the following asswonpiti

» The bank will run in the present style.

* Nepal Rastra Bank and the Government of Nepal nat make any

amendments in the guidelines for the operatioroairoercial banks.

» Other all the things also remain constant.
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4.9.1 Trend Analysis ofIncome
Under this topic, an effort has been made to cateuhe trend value income of
EBL under five years study period and project trend for nexffive years. The

following table describes the trend valuesincome of EBL foffive years.

Table: 4.19
Actual Value and Trend Value of Income
Year X Actual Value Trend Value

2065/66 -2 33519.1 33100.44
2066/67 -1 36175.5 36398.02
2067/68 0 39330.1 39695.6
2068/69 1 42717.1 42993.18
2069/70 2 46736.2 46290.76
2070/71 3 - 49588.34
2071/72 4 - 52885.92
2072/73 5 - 56183.5
2073/74 6 - 59481.08
2074/75 7 - 62778.66
Mean (a 39695.6
Rate of Change ( 3297.58

Trend Equation (Y 39695.6 + 3297.58

Source: Appendix Il
Figure: 4.16
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The above table 4.19 and figure 4.16 shows thatrédrel line of income of EBL
Is increasing trend. Since, the calculated valu#d’os positive, it means that the
bank’s sale is increasing with time. If other trengmaining the same, it shows
that the income increasing by Rs. 3297.58 milliorefy year and it will be Rs.
62778.66 million in the fiscal year 2072/73.

4.9.2 Trend Analysis of Net Profit
Under this topic, an effort has been made to cateuhe trend value of net profit
of EBL under five years study period and projeet ttend for next five years. The

following table describes the trend values of nmefipof EBL for five years.

Table: 4.20
Actual Value and Trend Value of Net Profit
Year X Actual Value Trend Value
2065/66 -2 491.84 521.01
2066/67 -1 635.88 588.95
2067/68 0 752.84 656.89
2068/69 1 508.77 724.83
2069/70 2 893.11 792.77
2070/71 3 - 860.71
2071/72 4 - 928.65
2072/73 5 - 996.59
2073/74 6 - 1064.53
2074/75 7 - 1132.47
Mean (a) 656.89
Rate of Change (b) 67.94
Trend Equation (Y) 656.89 + 67.94X

Source: Appendix IV
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Figure: 4.17

Trend Line of Income
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The above tabld.20 and figure 47 shows that the trend line net profit of EBL
Is increasing trendSince, the calculated value of ‘b’ is positivemeans that th
bank’s net profit is increasing with timlf other thingsremaining the sameit
shows that the net proiwill be increasedy Rs. 67.94 million Every year and
will be Rs. 1132.47 miibn in the fiscal year 2072/

4.10 Major Findings

* The income from interest earn is in increasingd in the study peric. It
can be defined also in percentage as interest iadoom loan & overdralt
covered out of total interest inco.

 The total hcome from discount and commission are 192.23, 80
284.31, 270.26 and 350.35 million for the FY 2065/8066/67, 2067/6¢
2068/69 and 2069/70 respectivi

* Sundry income shows that charges earn these fiaesyae in fluctuatin
trend.

» Forex gain is irfluctuatin¢ trend. In the FY 2065/66, i Rs.151.64 and in
the FY 2066/67 itis decrease to Rs192.6.6Wh the FY 2067/68 is
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increase Rs. 249.98 and in the FY 2068/69 it isesme to Rs 249.98 and in
the FY 2069/70 it is increase to Rs. 195.52.

The total interest expenses are in increasing iramdrest expenses play
vital role in profit hence it need proper planntognanage profit each year.
Personnel expense is in increasing trend every. yléashows that the
expenses are Rs. 273.47, 307.54, 360.98, 414.9%98Bn86 million in the
fiscal year 2065/66 to 2069/70 respectively.

Operating expenses are in increasing trend eveayy y&e expenses are Rs.
341.56. 344.82, 398.32, 471.10 and 582.21 for ibwalf year 2065/66 to
2069/70 respectively.

All the variables of income statement like opemtincome, variable cost,
fixed cost, operating profit and net profit ara@noreasing trend.

The contribution margin of the FY 2065/66 to 20@B/ig Rs. 1106.24,
1237.7, 1531.52, 1694.24 and 2051.95 million respey.

Margin of safety are increasing trend in all oves study period from the
fiscal years 2065/66 to 2069/70.

The net profit margin ratios are in fluctuatingnileover the study period.
The average ratio is 23.39 % and the standard ti@vis 6.26%.

The average return on total assets ratio is 1.6584dl@e standard deviation
is 0.31%. The ratio is increasing trend excepfigtl year 2068/69.

Return on equity ratios are in decreasing trendegixdhe fiscal year
2066/67. The average ratio is 21.90% and the stdmdiviation is 4.13%
respectively.

Operating ratios of the company is decreasing upeadiscal year 2067/68
after that it is increasing. The average ratioh& bank is 69.52% and the
standard deviation is 3.967%.

Correlation analysis shows that the positive refethip between total cost
and net profit. The coefficient of determinatiorogis that 40.20% of the
variation in the dependent variable (i.e. net pyois explained by the
independent variable (i.e. total cost). There isignificant relationship
between the total cost and net profit
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» There is positive correlation between income andpnefit. The value of
coefficient of determination shows that 41.41% loé total variation in
dependent variable (Net Profit) is explained by ejpehdent variable
(Income). The relationship between income and raitps insignificant.

* The trend line of income of EBL is increasing wiitme it shows that the
income increasing by Rs. 3297.58 million every year

» The trend line of net profit of EBL is increasingthwtime it shows that the

net profit increasing by Rs. 67.94 million everyaye
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CHAPTER -V
SUMMARY, CONCLUSIONS & RECOMMENDATIONS

This is the final chapter of this thesis, which Heeen divided into summary,
conclusion and recommendations. In this chapterexamine the processed data
to come into new concluding upon the CVP analy$iEwerest Bank Ltd. It also
aims to give forth some suggestion that must beflielor further enhancement of
the operation of Everest Bank Limited.

5.1 Summary

Every business organization set up with certairecbje of providing services to
people and earns profit as income whether thatadyztive or non- productive.
But it is not a joke to fulfill that objective e&giin this competitive world of
business. As globalization take place it becamgheuto sustain in market. So,
they not only just try and see the result also dodhwork and provide many
facilities to secure from loss. Hence they needhiok about future course of
action in such a way so hat they can accomplisin thuesiness objectives. In order
to make profit it is necessary to check businegaaédy, activities, utilization of
resources and if there is any part to reduce axstuse little reduction in expenses
can make profit in income. Hence, profit planniogls helps to assist in analyzing
the situation. Therefore, proper planning & coningl is important to survive &
lead the company successfully. Organization caraudtieve its goal without
proper planning and implementation. People invesiehamount of money in the
business to earn profit. But future is uncertaiat toreates risk. Therefore, it is
necessary to make good management to reduce sskh Hor this various
management tools can be utilized. CVP analysises af the tool to analyze the
technique for examining the relationship betweeange in activity, change in
total income revenue, expenses & net profit whietps to manage future cost &
profit. CVP analysis is the powerful & helpful toddr managerial decision

making, cost control & profit planning. Profit isrimary a measuring rod of
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success of business enterprises. It is a basioftéds¢ performance of any business
concern. CVP analysis is one of the tool uses gamization for analyzing profit.
CVP analyzing is a way of quick answer a numbeimgjortant questions about
profitability of a bank’s service. Profitability ia deviation of the term profit,
which explains the ability to make a profit. Theimabjective of this study is to
examine the practice of CVP analysis and its effeness in commercial bank.
Everest Bank Ltd represent as one of the commdoeiak leading in the country.
In this study mostly secondary data have been &sedormal conversation for

other information. The data are tabulated wheneeeessary.

Profit planning of the companies and firms has bezovery important and
necessary tools for both deficit and surplus uaitthe growing financial markets
of our country Nepal. So, profit plan is the lifebtl of every organization, which
not only keeps it alive but also assures the fuane creates the soundness on it.
PPC means the development of objectives, whichvais the organization to
achieve the objectives effectively and efficigntt is one of the most important
mechanisms for planning and controlling busineseragons. The effective
operation of a business concern resulting into dkeess of income over the
expenditure fully depends upon as to what extemtntlanagement follows proper

planning, effective coordination and dynamic cohtro

The main objective of the present research is torgéxe the use of cost-volume-
profit analysis to plan the profit. So, this studyundertaken to evaluate CVP
analysis of the company. As per the nature of thdys the secondary data have
been used. This study covers 5 fiscal years data Y 2063/63 to 22069/70.
This study is divided into five chapters, which st (1). Introduction (2)
Conceptual framework & literature Review (3) Resba& Methodology (4)
Presentation & Analysis of Data and (5) Summary, ndasion &

Recommendation.
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5.2 Conclusions
Management can effectively achieve organizationbjeaives through the
efficient use of scarce available resources inangimg environment of business.
Future is uncertain which creates risk and onlygbhed management can reduce
it. CVP analysis is an analytical technique fordging the relationship between
volume, costs and profit which helps manage futcosts and profit. Profit
planning is management technique and it is a wriplan in all aspect of business
operation for definite future period. CVP analyisi® technique used to determine
the usefulness and effectiveness of profit planpragess of the organization. In
fact, the entire field of profit of profit planningas become associated with the
CVP inter relationship.
On the basis of different analysis the followingiclusion has been derived.
» CVP analysis has not practiced yet.
» Costs are not segregated into fixed & variable.
« EBL has been successful in mobilizing their totabets on loans and
advances for the purpose of income generation.
» EBL is successful to mobilize its total assets amcpase of shares &
debentures of other companies to generate incomes
» All the level of management is not involved in prgflanning & decision
making.
* MOS is very higher than BEP income. It means welfgrmance of Bank.
* Income from interest is in increasing trend.
* Sundry income is also increasing each year.
* Interest expenses are also increasing each year.

* Net profit increases every year i.e. It is profaking bank.

5.3 Recommendations
Nepal has become the member of WTO. Hence, glaiaiz in market takes
place. Competitions become tough for each othepwarinternational banks set

up their branches that create competitions & neeprdvide high quality service
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to people to sustain in the market. ApplicationG@fP analysis with advanced

profit planning and control tools can help to agkiebank goal in strong

competition. Based on the major findings of thelgttollowing recommendations

suggest to improve the management of the bank.

The first and most important recommendation regaydhis study is to
practice CVP analysis as profit planning tool bgmvcommercial banks to
accelerate profit.

The bank should prepare direct costing which i28as those cost that are
closely and directly connected to the operationunra. This method is
more than a cost calculation; it is short term egyrcalculation method,
which makes these cost a useful bank managemdst too

Nepal is second richest country in the world in evatecourses but
nowadays it is suffering from shortage of electyidbecause of the poor
planning and narrow concept so government shouliitfato the running
every company.

Cost should be segregated into fixed and variable.

All level of management team should be involvedorofit plannind and
decision making.

Everest bank should be practiced in CVP analysis.

BEP analysis should be done while planning.

Everest Bank Ltd should recruit skilled manpowed gmrovide equal
opportunity to every people, not based on relahgmef staff.

Everest Bank Ltd should invest in research andldpweent to carried new
technology and invented new product.

Everest Bank Ltd should reduce its service charge.

Everest Bank Ltd should increases interest rateigrgy in deposits to lure
people.

This study carries a lot of limitation. So, a memmprehensive study need
to be carried from the concerned authorities amdftinther researches to

reach a more authentic conclusion depicting theapaof the banks.
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Appendix — |

Calculation for Mean Value, & Correlation between Total Cost & Net Profit

- v/3185360.15 x 115577.63
r? =0.6342 = 0.402 Or, 40.2%

T-value,

t= XAn—2

r
V1-1?

0.634
=Z—=X%xVY5-2
1-0.6342

=1.42
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of EBL
Year TC (Xl) NP (Xz) X1:X1')_(1 XZ:XZ_)_(Z X1 . X2 X12 Xz2
2065/66 1381.2 491.84 -710.13 -165.05 117205|87 28D46 27240.84
2066/67 1460.28 635.88 -631.05 -21.01 13257.14 2083 441.34
2067/68 1694.07 752.84 -397.26 95.95 -38118.08 1518 9206.79
2068/69 2406.51 508.77 315.18 -148.12 -46683.,54 3Ba3 21938.94
2069/70 3514.6 895.11 1423.27 238.2P 339053|75 64180 56749.72
N;=5 X Xs XXz Y X1 Xz = X X4%= X X2%=
N,=5 | =10456.66] =3284.44 384715.14 | 3185360.15| 115577.63
For Total Cost,
— X 10456.66
Mean &) = 2% =———— =12091.33
N, 5
For Net Profit,
— X 3284.44
Mean &) PR = = 656.89
N,
Correlation between Total Cost & Net Profit,
3 X1X
(r1z) —__&a7172z
| ’Z X12 X Xz2
384715.14
=0.634




Appendix — I

Calculation for Mean Value, & Correlation between Income and Total
Revenue & Net Profit of EBL

Income
Year NP (Xz) X1:X1')_(1 XZ:XZ_)_(Z X1 . X2 X12 X22
(X4)
2065/66 33519.1 491.84 -6176.50 -165.05 1019418/988149152.25 27240.84
2066/67 36175.5 635.88 -3520.10 -21.01 73950.26  91P®4.01 441.34
2067/68 39330.1 752.84 -365.5D 95.95 -35070.46 325 9206.79
2068/69 427171 508.77 3021.50 -148.1p -447538/54 129862.25 21938.94
2069/70 46736.2 895.11 7040.60 238.22 167722581 57018.36 56749.72
N;=5 Y X5= 2 Xo= Y X1 Xz = Y Xq%= X X%=
N,=5 198478 3284.44 2287986.05 | 109373357.12| 115577.63
For Income,
¢ 198478
Mean &) :N—1 = = 39695.6
1
For Net Profit,
— ¥X 3284.44
Mean §&) = =— =——— =656.89
N,
Correlation between Total Cost & Net Profit,
Y X1X;
(f2) =777
| ’Z X12 X Xz2
2287986.05
=0.6435

T-value,

- v/109373357.12 X 115577.63

r? =0.64352 = 0.4141 Or, 41.41%

t=

V1-1?

0.6435

=X
\J1-0.64352

L Xn—2

5-2

84

=1.45




Appendix - 11l

Trend Analysis of Income or Total Revenue of EBL

The trend line Y =a + bX ---------m-mmmmm- (A)
Let's assume that middle year be 3, then X =t -3
Year t Income (Y) X=1-3 XY X2
2065/66 1 33519.1 -2 -67038.2 4
2066/67 2 36175.5 1 -36175.5 1
2067/68 3 39330.1 0 0 0
2068/69 4 42717.1 1 42717.1 1
2069/70 5 46736.2 2 93472.4 4
Total Y y=198478 ¥X=0 | Yxy=32975.8 Yx2=10
SinceYX =0
The two normal equations obtained from the abowmaegns will be
D A 1 - B (i)
XY =bYX? e (ii)

Since, n = number of years under study = 5, theevaf ‘a’ and ‘b’ can be
calculated by solving equation (i) and (ii).
From equation (i)
>Y =na
Or, 198478 =5 x a
Or, a = 39695.6
Again, from equation (ii)
YXY = by X?
Or, 32975.8 =b x 10
Or, b = 3297.58
Now, putting the value of ‘a’ and ‘b’ in the equatiof trend line (A),
Y =a+ bX
Or, Y = 39695.6 + 3297.58X
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Calculation of Trend Values

Year X Actual Income | Income (Y) = 39695.6 + 3297.58
22065/66 -2 33519.1 39695.6 + 3297:682) = 33100.44
22066/67 -1 36175.5 39695.6 + 3297:681) = 36398.02
22067/68 0 39330.1 39695.6 + 329768 = 39695.6
22068/69 1 42717.1 39695.6 + 329768 = 42993.18
22069/70 2 46736.2 39695.6 + 329768 = 46290.76
2068/69 3 - 39695.6 + 3297.583 = 49588.34
2069/70 4 - 39695.6 + 3297.584 = 52885.92
2070/71 5 - 39695.6 + 3297.%& = 56183.5
2071/72 6 - 39695.6 + 3297.58 = 59481.08
2072/73 7 - 39695.6 + 3297.%87 = 62778.66

Appendix - IV
Trend Analysis of Profit of EBL
Thetrend lineY =a + bX --------mmmmmmme- (A)
Let's assume that middle year be 3, then X =t -3
Year t NP(Y) X=1t-3 XY X2
2065/66 1 491.84 -2 -983.68 4
2066/67 2 635.88 -1 -635.88 1
2067/68 3 752.84 0 0 0
2068/69 4 508.77 1 508.77 1
2069/70 5 895.11 2 1790.22 4
Total Yy =3284.44 YX=0 | Yxy=679.43 yx2=10
SinceYX =0
The two normal equations obtained from the abovmegns will be
YY =na 0 s (1)
YXY =bYX? s (ii)

Since, n = number of years under study = 5, theevaf ‘a’ and ‘b’ can be
calculated by solving equation (i) and (ii).
From equation (i)
>Y =na
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Or, 3284.44 =5 x a

Or, a = 656.89
Again, from equation (ii)

YXY = by X?

Or, 679.43 =b x 10

Or,b=67.94

Now, putting the value of ‘a’ and ‘b’ in the equatiof trend line (A),

Y =a+ bX
Or, Y = 656.89 + 67.94X

Calculation of Trend Values

Year X Actual Profit Profit (Y) = 656.89 + 67.94 X
22065/66 -2 491.84 656.89 + 67.94-2) = 521.01
22066/67 -1 635.88 656.89 + 67.94-1) = 588.95
22067/68 0 752.84 656.89 + 67.949 = 656.89
22068/69 1 508.77 656.89 + 67.94 = 724.83
22069/70 2 893.11 656.89 + 67.92 = 792.77
2068/69 3 - 656.89 + 67.943 = 860.71
2069/70 4 - 656.89 + 67.944 = 928.65

2070/71 5 - 656.89 + 67.945 = 996.59
2071/72 6 - 656.89 + 67.946 = 1064.53
2072/73 7 - 656.89 + 67.947 = 1132.47
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