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CHAPTER ONE
INTRODUCTION

1.1 Background of the Study

Risk as the volatility of corporation's market valuro be a bit more
specific risk is future event (or series of eventsth a probability of

occurrence and the potential for loss or impacbbjectives that can be
either positive or negative. In all types of undkitg, there is the
potential for events and consequences that cotestdpportunities for
benefit (upside) or threats to success (downsitles view allows the

possibility that risks can be turned into opportasi if managed
effectively (Bhandari, 2011).

Profit planning is very important part of any biese plan structure for a
small or medium business. The goals of small bgsir@vners include
ensuring that the business makes profits year-g&ar; and that it is
sustained over a period of time for growth. Theimess plan includes a
forecast that tries to anticipate the business tiraand determine the

revenue that could be generated in that partiqgi@ar (Pandey, 2011).

Profit planning and forecasting enables a comparisetween projected
costs and spends, and the actual costs that ysurdss is incurring. This
can help your team decide on improving cost efficieand closing up
the gaps. It also enables better decision-makikg Which resources to
invest in or cut costs from. Proper profit plannwgl ensure that the
business does not spend more than is necessandanpenot investing

enough in resources that are required (Kulkarrni020

Profit planning also estimates the number of perebrequired the work
they generate which has a bearing on the compaey&nue and profits.

Planning costs for hiring requirements is also mpartant part of this.

1



Profit planning is a crucial business activity tipaépares the company
for the coming year, helps spread out company ressuefficiently and
motivates the major stakeholders of the comparstrive towards year-
on-year growth. Profit planning needs to be anvagtthat is carried out
every year. After the end of the year, there aklseds to be an audit that

compares the projection to the actual profits.

Profit planning and control is defined as estimatamd predetermination
of revenues and expenses that estimate how mudamecwill be
generated and how it should be spent in order tet nmzestment and
profits requirement. In the case of institutiong@lemations it presents a
plan for spending income in a manner that doesrestlt in a loss
(Welch, 2010).

1.2 Statement of the Problem

Development banks play vital role in economic gtowt a country. As a
commercial institution, a development bank must enpkofit out of its
operations for its survival and fulfillment of thesponsibilities assigned.
A development bank's major activities include miabiion of resources,
which involves cost, and profitable deploymenthadge resources, which
generates incomes. The differential interest inconer the interest cost,
which is popularly called interest margin, can hensidered as the
‘contribution margin' in the profit of the bank. &lother operational
expenses form a burden to contribution margin whitie banks are
attempting to compensate by other income generat¢df non fund
based business activities of the bank. This stadyldeen tried to analyze
and examine the PPC of development bank taking acatipe study of
Muktinath Bikas Bank Limited and OM Development Rahimited.
Furthermore the study was tried to answer the voilg research

guestions.



1)  What is the status of risk position of MBBLAO®DBL?
i) What is the break even analysis of MBBL and®).?

lii) What are the relationship between liquiditdeposit, loan and profit

of sample development banks?

Iv) What is the trend of deposit, loan, assets aetdprofit of MBBL &
ODBL?

1.3 Objectives of the Study

The main objective of this study is to assess tttaah and budgeting
system of MBBL & ODBL. The others specific objedss of the study

are as follows:

1) To analyze the status of risk position of MBBLODBL in the study
period.

i) To analyze the break even analysis of MBBL &BL.

li) To examine the relationship between liquidityeposit, loan and

profit of sample development banks.

Iv) To examine the trend of deposit, loan, asaatsnet profit of MBBL
& ODBL.

1.4 Significance of the Study

The more healthy banking practice in an econonegy pitter becomes the
economic development. The research study is coedegith the profit
planning in development banks with comparative wtofl MBBL &
ODBL, with the major objectives of examining the@per applicability of
profit planning system in the bank. Profit plannimgpcess significantly
contributes to improve the profitability as well &g overall financial

performance of an organization by the best utilmabf resources. Profit



planning is the heart of management. It tells usfippis the most

important indicator for judging managerial efficcghand do not fast
happened for this every organization has to maniggperofits. Various

functional budgets are the basic tools for propanmng of profit control

over them. This study may be useful for managengstors and other
stakeholders and those who want to know PPC iivilBBL & ODBL.

It may also helpful for future researchers as aregfce material. Profit
planning is the most useful technique for the agialthe profitability and
its performance. Hence, this study provides thedajine for the
technique of profit planning for investors, managein students,

researchers and other stakeholders.
1.5 Limitation of the Study

This study has been focused on profit planning 884 & ODBL. So, it
believes the past trends of bank report is recginmnthe future and can
therefore be used for prediction purpose. Nothiegout from the
limitation this study also is not an exception. éleesearcher has tried to
eliminate as far as possible yet here are somedalions these are as

follows:

1) The study has been focused on profit planning its1application in
MBBL & ODBL.

i) This study has been covered five years datenfiy 2013/14 to FY
2017/18 of MBBL & ODBL.

i) In this study, the samples of MBBL & ODBL aselected among all
these development banks. But these may not refrédsercharacter

of financial institutions.



1.6 Organization of the Study

This study has been divided into five chaptersciimcludes:

Chapter | — Introduction

The first chapter deals with introduction. Thisluges background of the
study, statement of problems, objectives of theystsignificance of the
study, limitations of the study and organizatiornhef study.

Chapter Il — Review of Literature

Second chapter deals with the review of availaitégature. It includes
review of books, reports, journals, previous ungad thesis related
websites etc.

Chapter Il — Research Methodology

Third chapter explains the research methodology uséhe study, which
includes research design, resource of data, popoulaind samples,
methods of data analysis.

Chapter IV — Data Presentation & Analysis

The fourth chapter, which is the important chamitthe study where
including presentation and analysis of data an@nfajdings.

Chapter V — Summary, Conclusion & Recommendations

The fifth chapter summarizes the main conclusicat flows from the

study and offers suggestions for further improveinaard conclusion of
the study.

Bibliography and appendices were attached at tHeéthe study.



CHAPTER TWO

REVIEW OF LITERATURE

Review of literature is basically a stock takingasfailable literature in
the field of research. It supports the researahexplore the relevant and
true facts for the reporting purpose in the fiefdstudy. The researcher
has presented the conceptual framework about thelamment banks,
banking practices, the legal and regulatory framerkwand profit
planning concepts and its applicability in a depetent banking
activities. In this connection, the researcher magiewed various
literatures in the form of books written by varioaathors, published
newspapers, journals, browsing materials from thiecerned websites,

MBBL and ODBL annual reports in the related subjeetters etc.
2.1 Conceptual Review
2.1.1 Concept of Profit Planning

Before explanation profit planning it is necess&ryunderstand about
profit and planning. So, these two components aptaged separately

below.
A) Profit

Profit means a peculiar gain, excess of return theoutlays. Profit does
not just occur usually because it is not only tbatcgbution of a single
factor of production. Profit plays a great role nreasuring utility and
allocating it along with maximizing social-economielfare. Generally

profit requires a good deal of managerial capahdlitd managerial talent.

A view of profit state that the entrepreneur iscspletype of labour and

profit is a special form of wages. The entreprenearns profit for



organizing and co-ordinating the other factor addurction land, labour

and capital.

Profit is the reward for bearing risks of venturingousiness. It is the risk
of owing something in hope of selling in later. Blit economists do not
agree the profit a rise due to risk. For the dymammanufacturing
industries for the most telling concept of profiepicts them as the gains
in national income that are generated by the maregdesire for

destination through creative innovation (Joel, 2012

These are after all several different interpretegiof the term "Profit".
An economist will say that the profit is the rewdod entrepreneur-ship
for risk taking. A labour leader might say thatista measure of how
efficiently labour has produced and it is providesase for negotiating a
wage increase. An investor will view it as a gaofj¢he return on his or
her money. An internal review agent might regardast the base of
determining incomes taxes. The accountant willrgeft simply as the
excess of a firm's revenue over the expense ofuphog revenue in a
given fiscal period. Profit is a single for theaalhtion of resource and a
yardstick for judging managerial efficiency (Kulkar2010).

B) Planning

Planning is continuous process because conditionsotl remain static,
conditions change rapidly and therefore plans shdé revised and
reformulated to adapt to the changed conditionanrthg is a tool of
developing and achieving the organizational obyesti "Planning is
process of developing enterprise objective andcgelga future courses
of action to accomplish them. It includes (a) elthblg enterprise
objectives (b) developing premises about the enwment in which they
are to be accomplished. (c) Selecting a coursetairafor accomplishing

the objectives. (d) Initiating activities necess&oytranslate plans into

7



action. (e) Current re-planning to correct currdeficiencies (Hilton,
2009).

Planning is the method of thinking out acts ancgpse before hand. It is
the determination of action of achieves a desie=mdilt. Planning is the
basic function of management; it may be definedhasselection from
among alternatives of courses for future actiohss Ithe function by
which the manager decides what goals are to bengai=ihed and how
they are to be reached (Welch, 2010).

In conclusion, planning is very necessary thingfgbs for every family,
marketing and businessmen no one can achieve ieffegbal without
planning. There are two categories of plan thesaaatical or short-term

plan and strategy or long-term plan.
C) Profit Planning

A profit plan is an advance decision of expectedi@a@ement based on
the most efficient operating standards in effeangprospect at the time.
It is established, against which actual accomplesfimis regularly
compared. A plan, which is planned for achievingfiprin a certain
future period, is called profit plan. Every orgaatinns wants profit to

survive long in the market, but profit is not af@omulating component.

Explaining the use of budget and profit plans; thagher mention that
once developed mangers know that when actual egpanseed budget
limitations, there may be problems. The profit ptals managers how
much money remains to be spent in each expensgocgatdProfit plan
are also used to develop a new budgets. Informdtmm the current
profit plan, along with actual accounting infornaetj becomes the basic
for developing the next fiscal accounting year'ddris (Welch, 2010).



Profit planning is the heart of management. Thenary aim of profit
planning is to assist in assuring the procuremémhe profit planed and
to provide a guide for assisting in establishing fmancial control
policies including fixed assets additions, invemsr and the cash
position. The adoption of a correctly constructedfip plans provision
provides opportunity for a regular and systematialysis of incurred of
anticipated expense, organized future planningi@xof responsibilities
and stimulation of effort. In short, it providest@ol for more effective
supervision of individuals operations and practicdiministration

business as a whole.

2.1.2 Principles of Profit Planning
The main principles and purposes of profit planrang as follows:

a. To provide of realistic estimated of Income and enges for a
period and of the financial position at the clodetlee period,
detailed by areas of management reflected in tkgditu

b. To provide a coordinate plan of action, which igsidned to
achieve the estimates reflected in budget.

c. To provide a comparison of actual results with éhbadgeted and
an analysis and interpretation of deviation by areeesponsibility
to indicate course of corrective action and to leadnprovement
in procedures in building future plans.

d. To provide a guide for management decision in ajg9plan and
objectives as uncontrollable conditions change.

e. To provide a ready basic for making forecasts dutime budget

period to guide management in making day to dajstets.

(Welch, 2010)



2.1.3 Fundamental Distinction of Profit Planning

The concept of budgeting was originally establisiwth the function of
an accountant. At its origin the function of budggtwas assigned to the
accountant. But in modern days budgeting is givenchm more
importance and is regarded as a way of managemmhtira more
iImportant sense regarded as basic techniques dcialeenaking and is

given the name "Profit Planning and Control Progfam

A well established and a well understood profitnpiag and control
concept lends an organization to ultimate sucdégsa failure to grasp
this concept leads to chaos for a business. Sotgusinderstand this

concept better, consideration should be givenltoviing points.
A. The mechanism of profit Planning and Control

Mechanism of Profit Planning includes the mattéatesl with design
of budget schedules, clerical computation of suchedules and

routine computation and check of such schedules.
B. The techniques of profit planning and control

Techniques are special approaches and method oélogavg
information for managerial use in decision-makinggess. Those
approaches like forecasting sales volume, a freqagplication
operation research, (approaches in resolving thes saproduction —
inventory problems) break-even analysis, resourdeterminants
(such as discounted cash flow approach) cash floalyais and
variable budget procedures which can be developet used for

managerial decision making process are known asigaes.
C. The Fundamentals of profit Planning and control

The fundamentals are concerned with effective appbn of the

theory at management process. It is applied foiretkgnanagement

10



orientation; these fundamentals need to be edballias a foundation

of managerial commitment.

Following are some of the important fundamentalgrofit planning and

control.

a. Managerial involvement and commitment.

b. Organizational adaptation.

c. Responsibility accounting.

d. Full Communication.

e. Realistic expectation.

f. Timeliness.

g. Flexible application.

h. Behavioural viewpoint.

I.  Activity costing.

j. Zero base budgeting.

k. Follow-up.

(Hakansson, 2012)

2.2 An Outline of the Fundamental Concepts of PPC

The fundamental concept of PPC includes underlaaiyities or task
that must be generally carried out to attain maxmusefulness from
PPC (Welch, 2010).

These fundamentals have never been fuller codiftedoutline of the

fundamental concept usually identified with PP@iien below.

a. A management process that includes that includesinpig,

organization, staffing, leading and controlling.

11



b. A managerial commitment to effective managementigpation

by all levels in the entity.

c. An organization structure that clearly specifiesigisment of
management authority and responsibility at all nizmtion levels.

d. A management planning process.
e. A management control process.

f. A continuous and consistent coordination of all thanagement

functions.

g. Continuous feed forward, feedback, follow-up, areplanning
through defined communication channels (both dowardwand

upward).
h. A strategic (long-range) profit plan.
I. A tactical (short-range) profit plan.
j. A responsibility accounting system.
k. A continuous use of the exception principles.
l. A behavioural management program.
(Welch, 2010)
2.2.1 Managerial Involvement and Commitment

Managerial support, confidence, participation ancerfgrmance
orientation includes managerial involvement. ANde of management
specially top level management should engage itsetfomprehensive
profit planning and control. Involvement in proptanning and control
means to understand, to select, to devote oursdlvesipport by all its
department and to evaluate the performance of tbét planning and
control of profit planning and control the directishould flow it in total.

12



Managerial involvement on comprehensive profit plag and control,
program is directly related to the confidence ofnagement and its
known ability to influence the future program camement with the idea
of setting goal in advance. Managerial involvemaisb deals with idea
of direct participation of the lower staff on theogram. But one should
not forget the fact that the idea of "Project owge#f" should be totally

controlled.
2.2.2 Organizational Adaptation

A success of profit planning and control prograrst ngpon the sound
organizational structure and also on clear-cutgiegion of the authority
and responsibilities of all departments of an gumitse. The responsibility
of each departmental management should be weifiethr Some time
indirect relationship of responsibility also plays great role In
organization. So it is advisable to clarify well ocdinate all round
responsibility and authority of an between the diepant.

For easy and effective control some time the omgiunal structure are
divided in to different functional sub units andclkeaub unit chiefs are
assigned with specific responsibilities. These snibs are known as
decision centre or responsibility centre. Some tthnese responsibility
centers are use to be in form of a division or diepent or a sales district.

But in most of the cases these centers are useddunctional are like.

a. Cost centre: Which is only responsible for con#blé costs
incurred in the sub units but not responsible faofip or

investment.

b. Profit centre: Which is the responsibility centrer fcost and

revenue and hence profit and

13



c. investment centre : which is responsible for cestenue, profit

and amount of investment invested on assets
2.2.3 Responsibility Accounting

Planning is done with the help of the historicaltadaupplied by
accounting section and control is done by compasdotyal data with
projected data. So for this reason accounting systEany enterprises
should be build around the responsibility structofeorganization or
around functional sub-units. This is called resjaliy accounting. For
responsibility accounting system one should have define
responsibilities of the various divisions then tieéevant parameters of
the cost, revenue and other financial data shoaildtitized for preparing

plan.

If the parameter of cost and revenue used for jpignpurpose are not
used in accounting system are not used for cogtimgose. Valuation of
the result by comparing it with planned goal wititrbe effective. So for
evaluation purpose and for accounting purpose ehtie responsibility
centre have to prepare chart accounting paraneetsx tised for planning
purpose and have to supply it with full instructitmnrespective unit then

only the main objective of responsibility accougtran be fulfilled.
2.2.4 Full Communication

Communication can be defined as "an interchangethought or
information to bring about a mutual understandiegateen two or more
parties. Communication is needs for both feed foiwand feed back
process, which are most important for operatioargf organization. Role
of communication can be justified in all aspectnshnagement. It is
communication either for decision-making or for ewysion or for

evaluation flow of information must be adequatalirsides.

14



For comprehensive PPC effective communication meanglopment of
well defined objective, specification of goals, dBpment of profit plans
and reporting and follows up activities relatecperformance evaluation
for each responsibility centre. To have effectieenmunication for PPC
both the parties related with planning activitiesusin have some
understanding, responsibilities and goals. Fultipgation in all matter,
well defined down ward flow of information and weléfined reporting

system is needed.
2.2.5 Realistic Expectation

PPC must be based upon realist approach or estmatnagement must
use realistic assumption and must not take eitinational optimism or
unnecessary conservatism. Perfection on settingayazbjectives of the
future sales, production levels, cost, capital exijgere, and cash flow
and so on determines the success of profit planamugcontrol program.
So for profit planning and control purpose, a adi approach reared
with the time diminution and external, internal goament that will
prevail during the time span should be consideféds is called realistic

expectation.

For budgeting purpose also realistic expectationasded, because of
both over or under estimation of the budget in oné use to have
negative effect on the other units, which ultimatelestroy whole

planning of the enterprise.
2.3 PlanningVs Forecasting

Forecasts are indispensable in planning. Forecaiss statement of
expected future conditions; definite statementsvbét will happen are
patently impossible. Expectations depend uporaisgmptions made. If

the assumptions are plan sable the forecast haster shance of being

15



useful. Fore casting assumptions and techniques with the king for

planning needed.

Forecasting is the prerequisite for planning. fstem must establish
mutual relationship among forecasts made by diffenmanagement
areas. There is a high degree of inter-dependemoa@the forecasts of
various divisions or departments, which cannotdmmied if forecasting
Is to be successful. For example error in salegeg@iions can trigger a
series of reactions affecting budget forecastsyatipg expenses, cash
flows, inventory levels, pricing etc. Similarly; @geting errors in
projecting the amount of money available to eachsdin will affect
project, development, and modernization of equigmdnring of
personnel and advertising expenditures. This, nm, twill influence if not
determine the level of sales, operating costs astl lows. Clearly there
Is a strong inter-dependence among the differergéctsting areas in
organization (Pandey, 2011).

The distinction between forecasting and planninghe$ an easy one.
Forecasting is our best thinking about what wilbp@n to us in future. In
forecasting we define situations and recognize Iprob and
opportunities. In planning we develop our objedive practical detall
and we correspondingly develop schemes of actiormdueve these
objectives (William, 2009).

A forecasting is a prediction of future events,dition or situation where
as plan includes a programme of intended futureorstand desired
results, forecasting predict the future events ukchsa way that the
planning process can be performed more accuratglydrecast is not a
plan; rather it is a statement or a qualified emsest of future conditions
about a particular subject (e.g. Sales revenuedp@sesed on one or more

explicit assumptions. A forecast should alwaysestdite assumptions
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upon which it is based. A forecast should be viewsdnly one input
into the development of a sales plan. The manageofiencompany may
accept, modify or reject the forecast. On cont@asiales plan incorporate
management decision that are based on forecasgr ofiputs and
management judgments about such related itemsles \sgume, price,
sales efforts production and financing. Anothersoeafor identifying
sales forecasting as only one step in sales plgnsithat sales forecasts

are conditional.
Forecasting, may be three types, they are as fellow
2.3.1 Short-term Planning

Short-term planning is that plan which covers oear\s time period. The
management as a substantial part of long rangelaod-range plan uses
it.

The short-term plan is synonymous with the classiogdgetary period of
one year. The short range planning is made aftexeze is taken on the
consideration of possible alternative course ofoactSuch courses are
outline for the medium range plan, which doesn'tnceon
implementation; its aim is weeding out a plethofgassibilities, which

are for the most part long on promised and shofeasible results.

The short-term forecasting is a prediction extegdanmaximum of two
years into the future while it is difficult to desiexamples that fit every
situation some generalization can be made to itelitee application of
short term forecasting. A business firm can adjuete smoothly to an
indicated higher or lower volume of sales if placan be set out
reasonably well in advance. The short term foreofgfeneral business
conditions often important in deriving a short-tesale forecast is useful

in making internal estimated of company operatibm®rnal estimates of
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forecasting made by the accounting department enldihge enterprises
can be integrated with up to date predictions adristerm course of
general business. Projections covering inventositipms manufacturing
expanses, selling and administrative expensess gnasgin, net earnings
and the cash position of the enterprise then refléee most

comprehensive internal and external data. Salessting adds in more
effective scheduling of goods in process and inugnrequirements.
Here, short term forecasting provides might morgomally ordered

information and sounder base for decision-making.
2.3.2 Medium Term Planning

The intermediate rage forecasting covers from thefese years. This is
one of the least development areas of predicti@taBse forecast does
not have a advantage of surveys of consumer arnddsgsintention nor
can be extra plate long-term trends, nor he isracp&rly good position
to rank the importance of qualitative factors. Boeveys of business and
consumer spending intentions are of vital assistandhe development
of short run predictions. Similarly, the extrapaat of long-term
historical trends, if subjected to adequate guat#aanalysis, can serve as
a basis for estimating economic factors ten to twemars in future.
While the quantitative materials that can be emgibyn intermediate
range forecasting are limited, an appraisal ofttiree to give year out
look may be especially valuable in formulating talpiexpenditure
program and related financial plan for research@oduct development.
The forecaster is forced to rely very heavily upas judgment. He must
isolate from the mass of material facing him thetements in the
situation that have most significance in shaping ¢burse of economic

events in the half decade lying ahead and this Imeaglifficult indeed. In

18



particular, intermediate forecast must consider gheblems of cyclical

fluctuation if they are to be meaningful.

Two to three years generally not exceed this perMddium range
planning usually includes a time span of aboveeyears. One valuable
purpose for using, it is to establish interim objexs between long-term
goals and for use in the development of annualraragand budgets. In
these case target with specific results and defettine schedules must
be developed more details is involved than longegolans but less than
for short range plan. While resource allocatiommportant final approval
will only be required for the short range and a sideration of

alternatives is still possible.
2.3.3 Long Term Planning

Long term planning five to ten years varying withetenterprise,
sometimes extended to ten years. Long range plgnsione of the most
difficult time span involved in planning as manybplems in shot range
planning can be traced to the absence of cleaesgigirection and the

practices which comprehensive long range plan pesvi

The purpose of long-range projection is to giveagh picture of future
prospects; a picture that has some empirical faumasought is
reasonable statement of the most probable outcomanoexplicit

combination of assumptions. Some time these assumspare varied to

yield a range of possible results.

2.4 Importance and Limitation of Profit Planning
2.4.1 Importance

Importance of Profit Planning is as follows:

I. It forces early consideration of basic policies.

19



Vi.

Vil.

viii.

Xi.

Xil.

It requires adequate and sound organization stei¢hat is, there
must be definite assignment of responsibility facle function of

the enterprise.

It compels all the members of management, frontdbeto down,

to participate in the establishment of goals a@hgl

It compels departmental managers to make plansaondny with

the plans of other departments and the entire @mer

It requires that management put down in the figwédsat is

necessary for satisfactory performance.
It requires adequate and appropriate historicad@uiing data.

It compels management to plan for the most ecoramige of the
labour, material, and capital.

It instills at all level of management the habitiofely, careful and
adequate consideration of the relevant factors rbefeaching

important decisions.

It reduces cost by increasing the span of contemlabse fewer

supervisors are needed.

It frees executives from many days to day's inteprablems
through predetermined policies and clear-cut autthcglationship.
Thus, it provides more executive time for plannenyd creative

thinking.

It tends to remove the cloud of uncertainty thaittsexn many
organizations, especially among lower levels of agmment,

relative to basic policies and enterprise objective

It pin points efficiency and inefficiency.
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xiii. It promotes understanding among members of manageshéheir

co-workers problems.

xiv. It forces management to give adequate attentiothe@oeffect of

general business conditions.
xv. If forces a periodic self-analysis of company.

xvi. It aids in obtaining bank credit, banks commonlyguiee a
projection of future operations and cash flows tpport large

loans.

xvii. It checks progress or lack of progress towardsfijectives of the

enterprise.

xviii. It forces recognition and corrective active actigincluding

rewards).

Xix. It rewards high performance and seeks to correfavonrable

performance.

xX. It forces management to consider expected futueads and

conditions.
(Pandey, 2011)
2.4.2 Limitation
Following are the main limitation of profit planmgn

I. It is not realistic to write out and distribute agwals, polices and

guidelines to all the supervisors.

. It is difficult, if not possible, to estimate reuass and expenses in

our company realistically.

li.  Our management has not interested in all the einzand
schedules. Our strictly informal system is betted works well.
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Iv. Budgeting places too great a demand on managen@at t
especially to revise budget constantly. Too mucpepavork is

required.
v. It takes away management flexibility.
vi. It creates all kinds of behavioural problems.
vii. It places the management in a straitjacket.
viii. It adds level of complexity that is not needed.
IX. Itistoo, costly abide from management time.
X. The managers, supervisors and other employee'budtget.
(Pandey, 2011)

2.5 Review of Articles

Profit planning efficiency is defined as outcomes poofit planning
leading to make clear operation, understand evatyatf job
accomplishment systematically and correct directfon investment.
Hence, profit planning is used to create orgaromatigoal congruence,
support creativity and change circumstances, iaterprocesses,
iInnovation and determine the success or failureanf organization
(Hynes, 2008).

Planning effectiveness is defined as the ability using way the
communication appropriate to the situation and tiHekansson and Lind
suggest that organizational employees exchangemafoon through a
variety of planning. Planning effectiveness is imiaot to the efficient
implementation of profit planning in goals achiewerhand firm success
(Lind, 2012)

Operational controlling competency can be definedtlee systematic
process of regulating organizational activitiesrtake them consistent or

successful with the expectations established imgsplaargets, and

22



standards of performance. Also, performance as&gdsi®1 an essential
control mechanism that assists in improving thecese of different
management practices (Evans, 2009). Moreover, &dtheories from
psychology argue that performance information camprove

psychological empowerment by providing informatiabout task
behavior and performance. Accounting-based preditiung controls are
an integral part of the management control syst@msrganizations

(Armstrong and Overton, 2012).

Then, profit planning efficiency positively relatés goal achievement
and firm success, the findings indicate that resmallocation efficiency
IS not related to goal achievement and firm sucdéssause, the resource
allocation efficiency of profit planning efficiencyare related to
implementation internal and external monitoring, nele differences
between countries and the sample-wide performaritecte were
restricted to controls concerning manager's padteon. The effect will
link to the other associations' contingent of indu&ffect (Hinderson,
2013).

2.6 Review of Unpublished Thesis

The review of literature is a curial aspect of flanning of the study.
The much purpose of the literature review is ta fout what works have
been done in the area of research, problem undestiidy and what
works have been done in the field of the reseatadysbeing under

taken.

Paudel (2013)has conducted a study on sales budget of prafrinhg
and control in manufacturing public enterprisesca#se study of Dairy

Development Corporation. In this study main objextiwere as follows:

a. To analyze the sales budget prepared by DDC.
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To evaluate the variance between budgeted andl adi@vement
of DDC

c. To compare the sales with profit of the DDC.

. To provide the suitable suggestion and recommemakatior the

improvement of planning system of DDC.

Some Major Findings were:

DDC has fulfilled the national demand but saleseaament is
below than targeted sales.

DDC is following traditional budgeting approach.

DDC has burden of staff, loan and other expenseghwh
directly influenced the profitability.

Different statistical tools show the positive reaship with
actual and budgeted sales.

DDC is adopted traditional pricing method to det@enthe

selling price.

Dahal ( 2014)is conducted a research entitled" Planning proaassits

impact on profitability " A Case Study of Gorkhati@gaCorporation" his

objectives and some of major findings were listetbw.

Objectives:

To examine the present practice and effectivendsprafit

planning in Gorkhapatra corporation.

To evaluate the variance between target and agarédrmance
of this corporation

To analyze the preparation of various functionatldet of
Gorkhapatra corporation.

To point out the suggestion and recommendatiomiproving

the profit plan.
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Some Major Findings were:

Vi.

GC does not prepare the long term strategic ppddib but it
prepares tactical short term profit plan.

GC has not adequately considered controllable aod- n
controllable variables affecting the corporatiohey has no in
depth analysis of the corporation's strength anakness.

The objectives of the corporation are not cleathwegard to
profit making and market penetration.

The plans are prepared from top level only. Therea letter
communication between the top level and lower level
management regarding the corporation's goals ajedtoles.

GC has not a system of periodical performance tspor
Corporation is not seriously conscious to it poarf@rmance.
Actual production is made in accordance with theacsales.
Therefore production activities are not done adogrdo the
budgeted production but this done according tordoent data

of actual sales.

Thapa (2015)has study on "Profit Planning in Merchandising camp

A case study of National Trading Limited" his olijees and major

findings were as follows:

Objectives:

To examine the practical and effectiveness of pménning in
National Trading limited.

To analyze the various functional budgets adoptetl&tional
Trading Limited.

To evaluate the performance of budgeted and aictUNiT L.

To provide summary finding and recommendation.
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Some of Major Findings were:

I NTL does not take in account its weakness and gtineto
support planned activities.

. NTL fails to maintain its periodic performance reptor the
evaluation of performance to find the underlyingses of poor
achievements.

li. It seems that budgeted sales are higher than eztiesl.

Ilv.  Financial position of NTL is not satisfactory.

V. There is low degree of positive correlation betwsafes and
profit and negative correlation between profit asdets.

vi.  There is not complete and comprehensive budgeysigs.

vii. NTL is operating above BEP and enjoining profit dt

appropriate.

Kharel (2016) has conducted a research on "Profit Planning of
Commercial Banks in Nepal: A comparative study ofefest Bank
limited, Nabil Bank limited and Bank of Kathmandumited" his

objectives and major findings were as follows:
Objectives:

I.  To find out the relationship between total invegttmdéoan and
advances, deposit, net profit and outside assets.

li. To identify the investment priority sectors of Cosnaial Banks.

lii. To assess the impact of investment on profitability

lv. To analyze and forecast the trend and structuredegosit

utilization and its projection for five years oframercial banks.
Some of major Findings were:

I.  The liquidity position of EBL is comparatively bettthan that of
Nabil and BOK.
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Vi.

Vil.

viii.

Xi.

Xil.

Xiii.

In spite of the current ratio is average amongadther two banks
EBL has

Maintained the cash and bank balance to meet tlséoroers
demand.

EBL has invested highest sectors like governmeaotirgees than
BOK and lesser portion than that of Nabil.

From the analysis of assets management ratio ibeaiound that
EBL is in better position as compared to that obiNand BOK.
EBL has invested the highest portion of total wogkifund on
government securities as compared to Nabil and BOK.

Due to more efficient loan policy, Nabil suffers$efrom loan loss
provision.

BOK has higher investment on shares and debentordstal
working fund ratio.

The interest earned to total outside assets andnrein total
working fund ration of EBL is lowest of all.

The return on loan and advances ratio and returaseats of EBL
is lowest of all.

The ratio suggests that the earning capacity ob#rk's loan and
advances is satisfactory.

The total interest paid to working fund ratio isdehan the interest
earned to total working fund ratio. So it is prafite position as it
Is getting higher return that is interest cost.

The degree of risk is average on EBL. The cresli ratio is higher
than the compared banks. However the lowest C.®radit ratio
and average C.V of liquidity risk ratio and capitatio over the
study period provided for the assurance of consisteof the

degree of risk.
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XiV.

XV.

EBL has showing its good performance by increashng total
deposit loan and advances and investment in pidditaectors
interested earnings by providing loan to clients.

The trend of the total investment, total deposinl@and advances
and net profit of EBL shows better position thaattbf Nabil and
BOK.

Tharu (2017) has conducted a research on the topic "Profitnatenand

control, a case study of Nepal Telecom". This sthdy tired to present

the effectiveness of profit planning system of Nepglecom. Data were

taken from primary or secondary sources. Study \@sised on

secondary data. The main objective the study wasxamine the

effectiveness profit planning system in the NTC anider objectives

were as follows.

To highlight the NTC in different aspects.
To analyze, examine & interpret the financial positof NTC.
To analyze various functional budgets adopted iIi€NT

To suggest the suitable suggestion or recommemdato

improving performance.

He has pointed out various finds and recommendatiéew of than are

as follows.

NTC sales achievement meets approximately the dalget in

every year. This shows that NTC is planning praades budget.

The management of NTC is not success to utilizatbrtheir
current assets properly since it has more thamméstithan its

current liabilities.
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iii. Capital expenditure budget is not prepare or realisasic. All
capital expenditure is below than budgeted excegatihg and
lighting capital expenditure.

Saud (2018)has been conducted in the research on "Profitnpignof
Machhapuchhre Bank Limited". The basic objectivetttd study is to
highlight the current practices of profit plan atsleffectiveness in MBL

and other specific objectives were as follows.

I. To examine the present profit planning premisestatbby MBL
on the basis of budgeting.

ii. To analyse the variance of budgeted and actuadaeiment.
lii.  To sketch the trend of profit and loss.

Iv. To analyse the various functional budgets and @ranplans

formulate and implemented in Machhapuchhre Bankiteith
Major Finding were as follows:

I.  Machhapuchhre Bank Ltd lacks active and organizkshnong
department of undertake innovative products resedunch and

development work.

ii. Advance training to the personnel is lacking tovpted best

service and to survive for a long term in highlynaetitive market.
lii.  There is lack of systematic profit planning andtocoliing system.

Wagle (2018)the topic of "A case study of Profit Planning anzh@ol in
Nepal Food Corporation”. The specific objectivesenas follows.

I.  To analyze the financial condition of NFC in thedst period.

ii.  To explorer the trend of profit and loss of Nepab#& Corporation.
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To analyse the various budgets and financial ptdridepal Food

Corporation.

This study has pointed out the following major firgk were as follows:

Vi.

Vil.

Nepal Food Corporation is financially very weak atsdfinancial

condition is becoming more and more unmanageable.

Nepal Food Corporation doesn't have any long ramgemedium
range forecasts, forecasting mechanism of pastrieqoes and

personal judgment of the managers.

Regular financial appraisal is absent. No financdiiciency

indicator has been identified.

Though the enterprise has planning division butai$ no skilled
and expert planner as well as budgeting expertgsig&s are

prepared on traditional basis.

Poor planning and forecasting of expenses budgetsléigher

allocation of administrative expenses.

Staff promotion process has been closed and offs stae not
ready to go to hilly area because of the age atuarisg problem.

The operating position of Nepal Food Corporationasgood. The
major cause of lower or negative profit is becaokdigh fixed

cost i.e. administration costs and cost of sales.

2.7 Research Gap

The main purpose of the research is to analyzenieeaand interpret the

budgeting techniques. Not only that objective & thsearch but also to

suggest and give good path for the research #aldry researcher thinks

about only new thing but without the study of prgfian we cannot do

anything to organization. So researcher want tdysiu the field of profit
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plan and researcher have to use another same nait@&nool in this
way for solve the problems. In the study researals submit the study
and data of branches of the organization. Thisystisgd latest data from
FY 2013/14 to FY 2017/18 and take some statisaca financial tools.
And this study helps to every profitable field ratly profit planning
field of the MBBL and ODBL.
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CHAPTER THREE

RESEARCH METHODOLOGY

Research methodology covers the wide range of figa®n. This study
has intense relation with the application of prpfanning in development
banks with reference to MBBL and ODBL. The researmgthodology is
followed to achieve the basic objectives and goélhis research work.
This section deals with the research design, seunfe data, data

processing procedure, period covered and researdbles.
3.1 Research Design

This study has been used descriptive and analygsalrch design. It is a
process of collecting, evaluating and verifying tp@gdence. A present

status of a phenomenon is the cumulative effepast.

3.2 Population and Sample

There are 33 development banks operating in Nepaluly 2019
(www.nrb.org.np). This study two development banksely Muktinath
Bikas Bank Limited and OM Development Bank Limitedve been
taken for sample on the topic profit planning anghtml of this
development bank. Convenience sampling methodbé®s used for this
study.

3.3 Sources of Data

The data presented in the study are secondary Typeannual report of
the concerned development bank is the major sowfcdee data for the
study. However, besides the annual reports of thgested banks the
following source of data shall also be used inrdspective corner of the

study.

a. NRB reports
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b. Various publications dealing in the subject matifethe study
c. Various articles published in the News papers

Besides the above, any kind of other sources sugchassertions,
interviews, remarked by the specialist of those axeable improvising

valuable data and conclusion, shall be considerdie study.
3.4 Data Collection Procedure

Beside the above stated sources of data, a detawezlv of literature has
been conducted for the purpose of collecting otfedevant data and
information. Such data and information are mairdilected from Centre
Library and internet. Such data, information, $a@hd figures have been
edited, tabulated and calculated before analysienTonly, results are
concludes and interpretation are made.

3.5 Data Processing and Analysis

The collected data obtained from secondary sourcesiot in desirable
structure to analysis rather than the collectethftbe primary sources.
The data were described by presenting in the lirieemretical basis with
using different tools and technique of financiablgsis. Similarly, the
collected data are presented and arranged in tafarlas, percentage,
ratio, statistical tools and accounting tools.

3.6 Tools Used

Data collected from various sources are managedysis and presented
in proper as well as systematic tables and fornsaitsh table and formats
are explained and interpreted as necessary. THgsanaf data is done
with the help of financial and statistical tools.

3.6.1 Financial Tools

Keeping in mind to fulfill the objectives of the ggent study, some

selected financial tools are applied to analysesrilevant data. Ratio is
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the one of the most common and main indicator taluste financial
performance. Thus the following ratio is used taaleate financial

performance.

1) Loan & Advance to Total Deposit Ratio

Now it is also necessary to analyze whether depaos#ets to
disbursement and it is significant to analyze thkationship between
credit investment and deposit collection. Followiftgmula has been

used in this ratio:

Loan and Advances to Total Deposit Ratiol‘oan and Advgnce
Total Deposit

A) Cost Volume Profit Analysis

CVP analysis helps to determine the minimum saldsme to avoid
losses and sales volume at which the profit goathef firm will be
achieved. They are various CVP tools which helpdigp out the real
financial position of the development bank.

1) Contribution Margin

High contribution margin means high profit and viesa. In banking
sector sales are known as interest income andblamast are known as

interest expenses. Following formula has been usts ratio:

Contribution Margin = Sales — Variable Cost

i) Profit Volume Ratio

PV ratio is relationship between the contributiorargin and sales
revenue which is an important tool in studying pinefitability of a bank.

It is written in the form of times. Following forfauused in profit volume

ratio.

ContributionMargin
Sale:

P/V Ratio=
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iii) BEP in Terms of Interest Margin

BEP (%) = NetBurdenOverhead
InterestMargin

BEP (Amount) = BEP(%¥ Interest Income

Iv) Margin of Safety

Margin of safety measures the risk of the bankgéarthe margin of
safety included the bank is safer from loss maggisafety. Following
formula has been used in MOS:

Profit

Margin of Safetp ———
g ¥ P/V Ratio

B) Risk and Profitability Ratio
Higher CRR ratio means higher amount of bank funtied up in NRB,

which means lower investment etc. because it isim@&nest earning bank
balance. Profitability ratios indicate the degrdesoccess in achieving
desired profit.

1) Cash Reserve Ratio (CRR)

Cash reserve ratio at the existing 6 percent fonmercial banks, 5

percent for development banks and 4 percent fanfte companies.

Cash Reserve Ratio = Actual Cash Reserve in Perc8&tatutory Ratio

i) Interest Rate Risk

This ratio indicates the proportion of interestame on total operating
income of a bank. The higher the ratio does a Ipaaktain, the more the
dependency of bank on interest income unveil, whichcates higher
level of risk to the bank. Following formula is calated by interest rate
risk:

Interestincome
TotalOperatingincome

Interest Rate Risk
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lii) Interest Coverage Ratio (ICR)

ICR measures the capacity to pay interest expenBes. ratio is
calculated by dividing Net Profit before Interesfl&x (EBIT) by Interest
cost amount.

EBIT
InterestExpenses

Iv) Return on Loan and Advance

Interest Coverage Rato

This ratio enables to evaluate what extent the gemant has been
successful to mobilize the loan & advance in geameggprofit. Higher

ratio represents better utilization of loan. Ic&culated by the formula;

NetProfit
Loan& Advance

Return on Loan & Advance

V) Return on Equity

This ratio shows the capacity of the bank to wiliis owner’s fund. It
helps to judge whether the company has earnedagatisy return for its
shareholder or not. Higher ratio represents thex@auanagement and

efficient mobilization of owner equity. It is caleted by the formula:

Return on Equityr:&IrOfIt
SHE

3.6.2 Statistical Tools

The relationship between different variables reldte study topic would
be drawn out using statistical tools. The toolbdaised are as follows,
i) Arithmetic Mean ( X):

Average is statistical constants, which enable augdmprehend in a
single effort of the wholdt represents the entire data by a single value. It

is calculated as:
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X=X
N
Where,
X = Arithmetic Mean
N = Numbers of observation
YX o= Sum of observation

i) Standard Deviation (S.D.)

The standard deviation is the square root of meprared deviations
from the arithmetic mean and is denoted by S.0Os lised as absolute

measure of dispersion or variability. It is caltathas:

= [S(x - X)?
N -1
Where,
o = Standard Deviation

i) Coefficient of Variation (C.V.)

The co-efficient of variation (C.V.) is the relatimeasure based on the
standard deviation and is defined as the ratilvefstandard deviation to
the mean expressed in percentage it is independemits. Hence, it is a
suitable measure for comparing variability of tweriss with same or
different units. A series with smaller C.V. is saalbe less variable or
more consistent or more homogeneous or more unitormore stable

than the other and vice versa. It is calculated as:

cVv =2 x100
X
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Where,

o] = Standard deviation

X =Mean
iv) Correlation Coefficient (r)

Correlation Coefficient is the important tool toadyze the degree of
relationship between two or more variables. It s2dito describe the
degree to which one variable in the linearly relaie other variables. It
refers the closeness of the relationship betweenarmmore variable. In
other words, it is an analysis of covariance betw&®o or more

variables.

It is the statistical measure of the relationshi@any, between series of
numbers representing data of any kind, from rettwrtest scores. If two
series move in opposite direction, they are padyivcorrelated; if the

series move in opposite direction, they are negbtivorrelated.

The degree of correlation is measured by the airoel coefficient,
which ranges from +1 for perfectly correlated setie -1 for perfectly
negatively correlated series. Symbolically, cotieta coefficient can be

expressed as follows:

Correlation Coefficient (Simply, r) ?/ 2 ”(ZXV);HZXZZ ]
NZx* - (Zx) nZy* -y

Correlation analysis describes the relationshipwbeh variables i.e.

positive or negative. It helps to determine théofwing.
I. A positive or negative relationship exists.

li.  The relationship is significant or insignificant.
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lii. Establish cause and effect relation if any.

The statistical tool-correlation analysis is usethie study to measure the
relationship between variables in determining watthe relationship is
significant or not. For the purpose decision makingerpretation are

based on the following terms.

1. When, r = 1, then is perfect positive correlation.
2. When, r = -1, then is perfect negative correlation.
3. When, r = 0, then is no correlation.

4. When, ‘r' lies between 0.7 to 0.999 (-0.7 to -0.99hen is high

degree of positive (or negative) correlation.

5. When, ‘r' lies between 0.5 to 0.6999 there is matkerdegree of

correlation.
6. When, ‘r’ is less than 0.5, there is low degreemtelation.
v) Probable Error (P.E.)

The probable error of the Coefficient of correlatioelps in interpreting
its value. With the help of probable error, it @spible to determine the
reliability of the value of the coefficient in sarfas it depends on the
conditions of random sampling. The probable errfothe coefficient of

correlation is obtained as follows:

PE. 067455
T JN
Where,
r = Correlation coefficient N = Number of pairsafservations

If the value of ‘r' is less than the probable eyrbrere is no evidence of

correlation, i.e., the value of ‘r’ is not at algsificant. Then, if the value

39



of ‘r' is more than six times of the probable errtine coefficient of

correlation is practically certain, i.e. the valfér’ is significant.
vi) Trend Analysis

Trend analysis or Time series analysis enable® dsrécast the future
behavior of the variables under study, changesfenvalues of different
variables and past behavior of a variable. In thia delated to time span,
there are three components of time series likelsettend or long term
fluctuation, short term or periodic variations arahdom or irregular
fluctuation, in this study, time series of loankdissement and collection
are shown in the figures. The experts to deal widliants, which
changes, in value with time are, used time seMesiations of such

guantities are analyzed by presenting on the graphs
Y =a + bx

The above trend equation can be calculated usihgniog two normal

equations:

YY=na+ B X (1)
YXY=aYX+bYX% e, (ii)
Where,

Y = Variable

X =Time span
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CHAPTER FOUR

PRESENTATION AND ANALYSIS OF DATA

This chapter is the heart of the study. It includee analysis and
Interpretation of data as stated in research methgy. To find out the
strength and weakness of the development banksermst of profit

planning with financial ratio, variable and statiat value have been
calculated in this chapter. It is related to tharguy analysis of various
financial and statistical tools to study & analyke profit planning of the

development banks on the basis of financial statéme
4.1 Deposit Collection Actual, Budgeted and Achieveent
a) Deposit Collection Actual, Budgeted and Achieveent of MBBL

MBBL prepares the plan for the deposit collectidime budgeted and
actual deposit collection of MBBL has presentethivie:

Table 4.1
Status of Budgeted and Actual Deposit Collection d¥iBBL
(Rs. in Millions)
Fiscal Year Actual Deposit Budgeted Deposit | Achievement
Rs. Change %| Rs. Change % %
2013/14 5197.89 5093.93 102.04
2014/15 7781.56 49.71| 8015.01 57.34 97.09
2015/16 11276.65 44.92| 11163.88 39.29 101.01
2016/17 16775.22 48.76| 16942.97 51.77 99.01
2017/18 30354.84 80.95| 28533.55 68.41 106.38
Mean 14277.23 13949.87 101.11
SD 9979.49 9260.86 3.51
Cv 69.90 66.39 3.47

Source: Annual Report of MBBL from the FY 2013612G017/18
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The table 4.1 shows the status of budgeted andlad&posit collection
of MBBL. The bank has achieved its objectives gbaket collection in
FY 2013/14, FY 2015/16 and FY 2017/18. Percentdgge of actual
deposit and budgeted deposit is also shown in teveatable. The
percentage change of highly in the fiscal year 208 0f actual deposit
l.e. 80.95 percent and highly change in the fisgahr 2017/18 of
budgeted deposit i.e. 68.41 percent.

Figure 4.1
Budgeted and Actual Deposit Collection of MBBL
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Figure 4.1 shows the achievement range is slighibtuating. It ranged
between 97.09 percent to 106.38 percent througHitbeyear of study
period. MBBL deposit average achievement 101.1tequer SD is 3.51
and CV is 3.47 percent.

b) Deposit Collection Actual, Budgeted and Achieveent of ODBL

ODBL prepares the plan for the deposit collectidhe budgeted and

actual deposit collection of ODBL has presentetibie below:
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Table 4.2
Status of Budgeted and Actual Deposit Collection ddDBL

(Rs. in Millions)
Fiscal Year I;&:ltual Dceﬁ:r?ge - iujgetei lsz:;):l(t% Achleox)ement
2013/14 4060.70 4304.34 94.34
2014/15 5067.30 24.79| 5168.65 20.08 98.04
2015/16 | 11853.84 133.93| 12802.15 147.69 92.59
2016/17 | 16061.43 35.50( 17185.73 34.24 93.46
2017/18 | 21455.19 33.58| 23386.16 36.08 91.74
Mean 11699.69 12569.40 94.03
SD 7358.01 8084.70 2.44
CVv 62.89 64.32 2.59

Source: Annual Report of ODBL from the FY 2013612G17/18
The table 4.2 shows the status of budgeted andlad&posit collection

of ODBL. The bank has not achieved its objectivedaposit collection
In every year. The base of preparing the budgethdsactual deposit

collection the last year.

Figure 4.2
Budgeted and Actual Deposit Collection of ODBL
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Above figure shows the achievement range is fluotga It ranged
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between 91.74 percent to 98.04 percent throughiveeyear of study

period. ODBL deposit average achievement 94.03gmr&SD is 2.44 and
CV is 2.59 percent. Percentage change of the agapasit and budgeted
deposit of ODBL is also in the fluctuating trenderéentage change
highly in the fiscal year 2015/16 i.e. 133.93 pata&f actual deposit and
highly change in fiscal year 2015/16 i.e. 147.69cpet of budgeted
deposit.

4.2 Lending Actual, Budgeted and Achievement

a) Lending Actual, Budgeted and Achievement of MBBL

In the present study loan a advances represenicé &dnd foreign bills
discounted and purchased and loans, cash credibadraft in local
currency as well as in convertible foreign currendBBL prepares the
plan for the lending. The budgeted and actual bvashadvance of MBBL

has presented in table below:

Table 4.3

Status of Budgeted and Actual Loan & Advance of MBR

(Rs. in Millions)
. Actual Loan & Budgeted Loan & .
Fiscal Achievement
Year Advance Advance %
Rs. Change % Rs. Change %

2013/14 | 4377.60 3720.96 117.65
2014/15 6625.26 51.34| 6294.00 69.15 105.26
2015/16 9798.61 4790 8328.82 32.33 117.65
2016/17 | 15159.39 54.71| 14704.61 76.55 103.09
2017/18 | 25003.03 64.93| 24002.91 63.23 104.17
Mean 12192.78 11410.26 109.56
SD 8226.63 8127.49 7.42
CVv 67.47 71.23 6.77

Source: Annual Report of MBBL from the FY 2013612017/18
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Table 4.3 shows the high percent of percentagegehahactual loan and
advances is 64.93 percent in the year 2017/18 aghl percent of

percentage change of the budgeted loan and advenéé<5 percent in
the year 2016/17. The base of preparing the budgéte actual lending.
The achievement range is fluctuating. It rangedvbeh 103.09 percent
to 117.65 percent through the five year of studygoeand its SD is 7.42
and CV is 6.77 percent.

Figure 4.3
Budgeted and Actual Loan & Advance of MBBL
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The above figure shows the status of budgeted amghlaloan and
advance of MBBL. The bank has around 109.56 pereehteved its
objectives of lending target. Percentage changeaaifial loan and
advances and budgeted loan and advances of all greamppeared

positive.
b) Lending Actual, Budgeted and Achievement of ODBL

In the present study loan a advances represenicé dnd foreign bills
discounted and purchased and loans, cash credibadiraft in local

currency as well as in convertible foreign curren®PBL prepares the
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plan for the lending. The budgeted and actual krahadvance of ODBL

has presented in table below:

Table 4.4

Status of Budgeted and Actual Loan & Advance of ODB

(Rs. in Millions)
. Actual Loan & Budgeted Loan & .
Fiscal Achievement
Year Advance Advance %
Rs. Change % Rs. Change %

2013/14 3136.14 2979.33 105.26
2014/15 4107.54 30.97, 3327.11 11.67 123.46
2015/16 9767.24 137.79] 8595.17 158.34 113.64
2016/17 | 13840.56 41.70f 12733.32 48.14 108.70
2017/18 | 18095.03 30.74| 15923.63 25.05 113.64
Mean 9789.30 8711.71 112.94
SD 6362.89 5702.03 6.87
Cv 65.00 65.45 6.08

Source: Annual Report of ODBL from the FY 2013612017/18
The table 4.4 shows the status of budgeted andldoaan and advance of

ODBL. The bank has around 112.94 percent achietgeedhbjectives of

lending target. Percentage change of the actual &l advances and
budgeted loan and advances both are in fluctuatemgl. Change percent
of actual loan and advances high in the fiscal &d/5/16 and low in the
year 2017/18. Likewise change percent of budgeted bnd advances
high in the year 2015/16 and low in the year in 40%. It ranged

between 105.26 percent to 123.46 percent througlith years of study
period and its SD is 6.87 and CV is 6.08 percent.
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Figure 4.4

Budgeted and Actual Loan & Advance of ODBL
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4.3 Loan Disbursement and Deposit Collection

Now it is also necessary to analyze whether depaos#ets to

disbursement and it is significant to analyze thkationship between

credit investment and deposit collection.

Table 4.5

Actual Loan Disbursement and Actual Deposit Colleadn
Rs. in Millions & Ratio in %

= MBBL ODBL
L&A TD  |Ratio | L&A TD  |Ratio

2013/14| 4377.60| 5197.89 84.22 3136.14 4060.70 77.23
2014/15| 6625.26| 7781.56 85.14 4107.54 5067.80 81.06
2015/16| 9798.61| 11276.65 86.890 9767.44 11853.84 82.40
2016/17| 15159.39| 16775.22 90.37 1384056 16061.43 86.17
2017/18| 25003.03| 30354.84 82.37 1809503 21455.19 84.34
Mean | 12192.78] 1427723 85.80 9789.30 11699.69 82.24
SD 8226.63| 9979.49 3.03 6362.89 7358.01 340
Y 67.47 69.90 | 353  65.00 6289 4.14

Source: Annual Report of Concerned Bank from FY321to 2017/18
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Table 4.5 shows that the level of actual loan astdad deposit collection.
In average MBBL and ODBL 85.80 percent and 82.24cer& loan
disbursement over the study period. So, MBBL ihaigthan ODBL for
loan disbursement. However, disbursement of ctedit/also satisfactory
in comparison with deposit in order to find outurat of variability and
standard deviation 3.03 and coefficient of variatie 3.53 percent in
MBBL and standard deviation 3.40 and coefficientvafiation is 4.14
percent in ODBL.

4.4 Cost Volume Profit Analysis

CVP analysis is a systematic method of examines réiationship
between change in activities and change in totédsseaevenue and
expenditure and net profit. CVP is powerful toas dlecision making in
certain situation. The entire field of profit plang and control has
become associated with the CVP interrelationsi@yd? analysis helps to
determine the minimum sales volume to avoid lossessales volume at
which the profit goal of the firm will be achievethey are various CVP
tools which help to dig out the real financial gimsi of the development
bank.

4.4.1 Contribution Margin

Contribution margin is the difference between thkes and variable cost
(marginal cost) of sales, contribution margin i®wmn as the sum of fixed
cost and profit. High contribution margin meanshhigrofit and vice-
versa. In banking sector sales are known as irtteresme and variable

cost are known as interest expenses.
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Table 4.6

Contribution Margin

Rs. in Millions, Ratio in %

£y MBBL ODBL
Sales VC CM Sales VC CM

2013/14 | 613.76 | 286.96| 326.80 427.41 247.44  179.97
2014/15| 836.24 | 350.80| 485.44 524.66 277.86 246.80
2015/16| 1174.80] 483.91| 690.89 842.10 197.37 644.73
2016/17 | 1881.95 850.14| 1031.81588.82 | 827.87 | 760.95
2017/18 | 3100.55| 1842.41 1258,12411.00 | 1563.40 847.60
Average| 1521.46 | 762.84 | 758.62 1158.80 622.79 536.01

SD 1004.63| 641.70| 384.00 835.21 584.73 304.10

Cv 66.03 84.12 50.62 72.08 93.89 56.73

Source: Annual Report of Concerned Bank from FY32i1to 2017/18
Table 4.6 illustrate the contribution margin of MBBind ODBL. The

contribution margin of MBBL and ODBL are increasitrgnd over the

study periods. Comparatively contribution margindBBL seems to be
on the higher than ODBL. The highest contributioargn of MBBL is
1258.14 millions in FY 2017/18 and lowest contribaotmargin is 326.80
millions in FY 2013/14. The highest contribution ngia of ODBL is
847.60 millions in FY 2017/18 and lowest contrilbatimargin is 179.97
millions in FY 2013/14.
4.4.2 Profit Volume Ratio

PV ratio is relationship between the contributiorargin and sales

revenue which is an important tool in studying pinefitability of a bank.

It is written in the form of times. Following tab&own in profit volume

ratio.
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Table 4.7

Profit Volume Raito
Rs. in Millions, Ratio in Times

FyY MBBL ODBL
CM Sales | P/V Ratio] CM Sales | P/V Ratio

2013/14| 326.80 613.76 0.53 179/9427.41 0.42

2014/15| 485.44 836.24 0.58 246/8624.66 0.47

2015/16| 690.89 1174.80 0.59 644.73 842.10 0.77

2016/17 | 1031.811881.95 0.55 760.95 1588.82] 0.48

2017/18 | 1258.143100.55| 0.41 847.60 2411.00 0.35

Average| 758.62| 1521.46 0.53 536.01 1158.80, 0.50

JJ

SD 384.00| 1004.63 0.07 304.10 835.21 0.16

CVv 50.62 | 66.03 13.87 56.73 72.08 31.80

Source: Annual Report of Concerned Bank from FY32i1to 2017/18

Table 4.7 illustrate the PV ratio of MBBL and ODBILhe PV ratio of
MBBL and ODBL are fluctuating trend over the styolsriods. The PV
ratio of MBBL seems to be on the higher than ODBhe highest PV
ratio of MBBL is 0.59 times in FY 2015/16 and lowé%V/ ratio is 0.41
times in FY 2017/18. The highest PV ratio of ODBLO.77 times in FY
2015/16 and lowest PV ratio is 0.35 times in FY 2Q8. The average
PV ratio of MBBL and ODBL are 0.53 times and 0.50ds respectively.

4.4.3 Break Even Point Analysis

Break even is a situation where you are neitherimgakoney nor losing
money but all your costs have been covered. Brgak-eanalysis is
useful in studying the relation between the vagatist, fixed cost and
revenue. Generally, a company with low fixed costd have a low

break-even point of sales. For an example, a coynpas a fixed cost of
zero will automatically have broken even upon tivst fsale of its

product.

50



A) BEP in Terms of Interest Margin of MBBL and ODBL
Following table shows the BEP of MBBL and ODBL.
Table 4.8
BEP in Term of Interest Margin of MBBL

Rs. in Millions

Source: Annual Report of MBBL from FY 2013/14 th7208
From the table 4.8 shows the BEP percentage anda@itfint of MBBL

FY Net Burden/ Interest Interest BEP BEP in Rs.
Overhead Margin (B) Income (C) (%) (CxD)
(A) D= A/B
2013/14 174.95 326.80 613.76 53.53 32857.19
2014/15 267.80 485.44 836.24 55.17 46132.39
2015/16| 329.52 690.89 1174.80 47.70 56032.09
2016/17 544 .88 1031.81 1881.95 52.81 99382.34
2017/18 682.61 1258.14 3100.55 5426 168221.85

in terms of interest margin. The percentage of BER fluctuating trend

over the study periods. It means the burden aretast margin growth

trend are also fluctuating. So, MBBL is in over BEP level in terms of

interest margin. The range of BEP percentage we&ré04percent to

55.17 percent over the study periods.

Table 4.9
BEP in Term of Interest Margin of ODBL

Rs. in Millions

FY Net Burden/ Interest Interest BEP BEP in Rs.
Overhead Margin (B) Income (C) (%) (CxD)
(A) D= A/B
2013/14 87.05 179.97 427.41 48.37 20673.47
2014/15 92.44 246.80 524.66 37.46 19651.37
2015/16 348.20 644.73 842.10 54,01 45479.38
2016/17| 366.56 760.95 1588.82 48.17 76535.63
2017/18 473.85 847.60 2411.00 5590 134786.73

Source: Annual Report of ODBL from FY 2013/14 th7208
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From the table 4.9 shows the BEP percentage andaBttfint of ODBL
in terms of interest margin. The percentage of BER fluctuating trend
over the study periods. It means the burden aretast margin growth
trend are not increasing in same ratio. So, ODBih isver the BEP level
in terms of interest margin. The range of BEP peatiage were 37.46
percent to 55.90 percent over the study periods.
4.4.4 Margin of Safety
The difference between actual sales and the BE®s dal known as
margin of safety. Margin of safety measures thle oisthe bank. Larger
the margin of safety included the bank is safemftoss margin of safety.
Table 4.10

Margin of Safety
Rs. in Millions, Ratio in Times

FY __MBBL __ODBL
Profit |PV Ratio | MOS | Profit |PV Ratio| MOS

2013/14| 151.85 0.53 285.19| 92.92 0.42 220.6
2014/15| 217.64 0.58 374.92| 154.36 0.47 328.15
2015/16 | 361.37 0.59 614.48| 296.58 0.77 387.31
2016/17 | 486.93 0.55 888.13| 394.39 0.48 823.46
2017/18| 575.53 0.41 1418.33 373.75| 0.35 1063.13
Average| 358.66| 0.53 716.21| 262.39 0.50 564.54

SD 177.59] 0.07 456.93| 133.59 0.16 360.96

CVv 49.51 13.87 63.80/ 50.91 31.80 63.9

Source: Annual Report of Concerned Bank from FY32i1to 2017/18

Table 4.10 illustrate the margin of safety of MBBInd ODBL. The
margin of safety of MBBL and ODBL are increasingnd over the study
periods. The MOS of MBBL seems to be on the highan ODBL. The
highest margin of safety of MBBL is Rs. 1418.33RN 2017/18 and
lowest margin of safety is Rs. 285.19 in FY 2013/THe highest margin
of safety of ODBL is Rs. 1063.13 in FY 2017/18 dadest margin of
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safety is Rs. 220.68 in FY 2013/14. The average M®®BBL and
ODBL are Rs. 716.21 and Rs. 564.54 respectively.

4.5 Risk and Profitability Ratio

Cash reserve ratio refers to the portion of totaial currency deposit

except margin deposit that the commercial bankaildhaaintain in
NRB. The local currency deposit of two week agoassidered for CRR
calculation. It is a statutory reserve that thekbsimould have to maintain
in NRB current account. Higher CRR ratio means é@ighmount of bank
fund is tied up in NRB, which means lower investinett. because it is
non interest earning bank balance. Profitabilityosaindicate the degree
of success in achieving desired profit.

4.5.1 Cash Reserve Ratio (CRR)

A provision has been made for all the banking amaiifcial institutions to
maintain cash reserve ratio (CRR) at the existingpdécent for
commercial banks, 5 percent for development bamkk 4a percent for

finance companies.

Table 4.11
Cash Reserve Ratio of MBBL and ODBL
FY Statutory IVIBIE—:;)Izc:ess/ ODIEI;(cess/
Ratio | Ratio (Short) Ratio (Short)
2013/14 5.00 6.64 1.64 4.84 -0.16
2014/15 5.00 7.95 2.95 5.33 0.33
2015/16 5.00 8.49 3.49 5.20 0.20
2016/17 5.50 9.74 4.74 5.06 0.06
2017/18 5.50 5.34 0.34 5.06 0.06
Mean 7.63 5.10
S.D 1.70 0.18
CV 22.23 3.59

Source: Annual Report of Concerned Bank from FY321to 2017/18
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Table 4.11 shows the cash reserve ratio of MBBL @BdBL from fiscal
year 2013/14 to 2017/18. The Cash Reserve RatidRjGRdicates the
total amount of deposit of development banks in NRIBRB prescribe
CRR for the development banks each year. It israleat MBBL has
maintained the statutory requirement in all thedisyears of the study
period. But, ODBL has not maintained in the FY 2043 The average
CRR of MBBL is 7.63 percent and standard deviatsoh.70 whereas the
average of ODBL is 5.10 percent only and its stashdiviation is 0.18.
This shows that MBBL has meet the CRR required e@stpe NRB
guidelines and ODBL was unable to meet the requiZ&R in FY
2013/14. Further, this means MBBL has more liqudds than ODBL.
The more liquid position does the bank maintaie, rtiore likely that the
bank can easily met its liabilities that come.

4.5.2 Interest Rate Risk

Interest rate risk refers to the risk of a bankiclrarises due to changes
In interest rate in the market. It is one of theyamant indicators of
market risk. The changes in interest rate on berldihg and deposit are
equally risky and profitable for a bank. Increasénterest rate on deposit
leads to increase cost of deposit and less pmfii bank and the increase
in interest on loan leads to increase in profitabbf a bank. This ratio
indicates the proportion of interest income onltofserating income of a
bank. The higher the ratio does a bank maintaentbre the dependency
of bank on interest income unveil, which indicatégher level of risk to
the bank. The interest income to total operatirapme of both banks is
presented below:
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Table 4.12
Interest Rate Risk

Rs. in Millions, Ratio in %

MBBL ODBL
Total Total
Y Interest Operating | Ratio Interest Operating | Ratio
Income Income
Income Income
2013/14 | 613.76 | 416.29 147.44427.41 | 220.81 193.5
2014/15 | 836.24 | 588.88 142.01524.66 | 292.86 179.1
2015/16 | 1174.80| 853.53 137.64842.10 | 511.97 164.4
2016/17 | 1881.95| 1253.25 150.171588.82| 864.01 183.89
2017/18 | 3100.55| 1664.56 186.272411.00| 1021.73 235.97
Average| 1521.46| 955.30 152.7(01158.80| 582.28 191.41
SD 1004.63 506.70 19.38| 835.21] 350.66 27.0
CvVv 66.03 53.04 12.69| 72.08 60.22 14.1

Source: Annual Report of Concerned Bank from FY321to 2017/18
Table 4.12 illustrate the interest income to taspkerating income of
MBBL and ODBL. The interest income to total opaemgtincome ratio of
both banks is fluctuating. Comparatively the ratfcdODBL seems to be
on the higher than MBBL. The average ratio of MBBL152.70 percent
whereas ODBL has the average ratio of 191.41 perdére standard
deviation of MBBL and ODBL is 19.38 and 27.03 witbefficient of
variation of 12.69 percent and 14.12 percent raspdg. This shows that
ODBL has higher deviation of ratios than MBBL.

4.5.3 Interest Coverage Ratio (ICR)

ICR measures the capacity to pay interest expenBes. ratio is
calculated by dividing Net Profit before InteresfT&x (EBIT) by Interest

cost amount.

55



Table 4.13
Interest Coverage Ratio of MBBL & ODBL
(Rs. in Millions, Ratio in Times)

MBBL ODBL
FY EBIT Interest ICR EBIT Interest ICR
EXp. EXp.
2013/14| 227.29 | 286.96 0.79 134.44  247.44 0.54
2014/15| 330.46 | 350.80 0.94 200.25  277.86 0.72
2015/16| 528.61 | 483.91 1.09 356.26  197.37 1.81
2016/17| 728.00 | 850.14 0.86 595.19  827.87 0.72
2017/18| 887.98 | 1842.41 0.48 577.70  1563.40  0.37
Mean | 540.47 | 762.84 0.83 372.77  622.79 0.83
SD 273.06 | 641.70 0.23 211.183 584.73 0.56
CcVv 50.52 84.12 27.15 56.64 93.89 67.74

Source: Annual Report of Concerned Bank from FY321to 2017/18
The table 4.13 shows the position of interest cagerratio (ICR) of
MBBL & ODBL. The ICR of MBBL is 0.79 times in FY 2AB/14 this
means EBIT is 0.79 times more than interest ex@ernskewise the ICR
increase to 0.94 times in FY 2014/15. This resefiiresents the MBBL
has increased its EBIT. Then the rate was incretsdd9 times in FY
2015/16 and it decreased in 2016/17 with 0.86 tiamebit is decreased in
FY 2017/18 with 0.48 times. The interest coverag®mrof MBBL ranges
between 0.48 to 1.09 times. Another, the ICR of QD80.54 times in
FY 2013/14 this means EBIT is 0.54 times more tim@rest expenses.
Likewise the ICR increase to 0.72 times in FY 2QB%4and in FY
2015/16 it was increased 1.81 times. Then the detzeased to 0.72
times in FY 2016/17 and again it was decreased.3@ @imes in FY
2017/18. The interest coverage ratio of ODBL rarggtsveen 0.37 times
to 1.81 times.
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4.5.4 Return on Loan & Advances

Every financial institution tries to mobilize thetteposits on loan &

advances properly. So this ratio helps to measweesarning capacity of

selected banks. Returns on loan & advances ratgelefcted banks are
presented as follows.

Table 4.14
Return on Loan and Advance

(Rs. in Millions & Ratio in %)

MBBL ODBL

FY NP L&A Ratio NP L&A Ratio
2013/14, 151.85 4377.6 3.47 92.92 3136.14  2.96
2014/15) 217.64 | 6625.26| 3.29 154.36 4107.%54  3.[/6
2015/16) 361.37 | 9798.61| 3.69 296.58 9767.24  3.04
2016/17) 486.93 | 15159.39 3.21 394.39 1384056 2.85
2017/18) 575.53 | 25003.03 2.3C 373.76 1809503 2,07
Mean | 358.66 | 12192.78 3.19 262.39 9789.30 2,93
SD 177.59 | 8226.63] 0.53 133.59 6362.89  0/60
CVv 49.51 67.47 16.61 50.91 65.00 20.53

Source: Annual Report of Concerned Bank from FY321to 2017/18

The table 4.14 shows that return on loan and acdsratio of MBBL is

in

fluctuating trend and ODBL is also fluctuatitigend. The highest

ratio of MBBL is 3.69 percent in the year 2015/16 dowest ratio 2.30
percent in year 2017/18. The mean ratio is 3.18qmér Whereas highest
ratio of ODBL is 3.76 percent in year 2014/15 aaddst ratio is 2.07
percent in 2017/18. The mean ratio is 2.93 perdei8BL shows the
good earning capacity in loan and advances whe&&#3L shows poor

earning capacity in form of loan and advances. Th¥é. of MBBL is
lower than ODBL.
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4.5.5 Return on Equity

Equity capital of any bank is its owned capital.eTprime objective of
any bank is wealth maximization or in other woralgéarn high profit and
thereby, maximizing return on its equity capitakti®n on equity plays
the measuring role of profitability of bank. It lefts the extent to which
the bank has been successful to mobilize or utitzeequity capital. A
high ratio indicates higher successful to mobilizeowned capital and
vice-versa. Following table shows the return onitgqaf MBBL and
ODBL during the study period.

Table 4.15
Return on Equity Ratio
(Rs. in Millions & Ratio in %)

MBBL ODBL
FY NP SHE Ratio NP SHE Ratio
2013/14, 151.85 595.79 | 2549  92.92 495.04 18|77
2014/15, 217.64 972.04 | 2239 154.36 701.1f 22|01
2015/16, 361.37 1344.31] 26.88 296.58 1627.62  18.22
2016/17) 486.93 | 2289.81| 21.2¥ 394.39 2640.51 1494
2017/18) 575.53 | 3514.83| 16.3¢Y 373.7p 3301.7/8 11,32
Mean | 358.66 | 1743.36] 22.48 262.39 1753.22 17.05
SD 177.59 | 1173.44 410 133.99 1213.56  4/07
CVv 49.51 67.31 18.23  50.91 69.22 23.87

Source: Annual Report of Concerned Bank from FY32i1to 2017/18

The table 4.15 shows return on equity ratio of MBBhd ODBL are
fluctuating trend. MBBL has higher ratios over #tady periods as well
as mean ratio (i.e. 22.48>17.05). Despite stiff petition and an adverse
macroeconomic environment, MBBL is currently getiagahigher ROE
in comparison with ODBL. In brief, it signifies théhe shareholders of

MBBL are getting higher return but in case of ODBhey are getting

58



lesser. It can be concluded that MBBL has bettdized the equity for
the profit generation. It proves to be a good sgtienof MBBL in

attracting future investment also while ODBL shows weakness
regarding efficient utilization of its owner’s eguiin comparison with

MBBL.

4.6 Statistical Analysis

To make the analysis more fruitful and meaning Bl & ODBL
certain statistical tools have been used. Here| gaison’s correlation
coefficient and probable error is used to desdhleerelationship between
CA and CL, deposit and loan & advance, total assatisnet profit.

Karl Pearson’s coefficient of correlation is mostely used in practice
to measure the degree of relationship between temables of the

company.
4.6.1 Correlation between Current Assets and CurrenLiabilities

The coefficient of correlation between current &ssand current
liabilities of MBBL & ODBL for the different year &s been calculated in
the following table. In this analysis, CA is indeplent variable (X) and
CL is dependent variable (Y). The main objectivédscomputing “r”

between these two variables is to justify whetrepasit are significantly

used as CL in proper way or not.

Table 4.16
Correlation between Current Assets and Current Liablities
Name of Evaluation Criterions
Banks r re PE 6 PE
MBBL 0.97 0.9356 0.0194 0.1166
ODBL 0.98 0.9671 0.0099 0.0596
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From the table 4.16, it is found that coefficiehtorrelation between CA
and CL of MBBL and ODBL is 0.97 and 0.98. It is sl®that both banks
have the highly positive relationship between thése variables.
Moreover, the coefficient of determination of MBB& 0.9356, PE is
0.0194 and 6PE value is 0.1166. So, the correlato@fficient of MBBL
Is significant because the correlation coefficientgreater than the
relative value of 6PE. Similarly, the coefficient determination of
ODBL is 0.9671, PE is 0.0099 and 6PE value is 0590, the
correlation coefficient of ODBL is also significaoécause the correlation

coefficient is greater than the relative value BE6
4.6.2 Correlation between Deposit and Loan & Advare

The coefficient of correlation between total depasid loan & advance
of MBBL & ODBL for the different year has been aalated in the
below table. In this analysis, deposit is independariable (X) and loan
& advance is dependent variable (Y). The main dbjes of computing
“r' between these two variables is to justify whathdeposit are

significantly used as loan & advance in proper wagot.

Table 4.17
Correlation between Deposit and Loan & Advance
Name of Evaluation Criterions
Banks : % PE 6 PE
MBBL 0.997 0.9965 0.0010 0.0063
ODBL 0.998 0.9973 0.0008 0.0049

From the table 4.17, it is found that coefficiertcorrelation between
deposit and loan & advance of MBBL and ODBL is 0.2%d 0.988. It is
shows that both banks have the highly positiveticeiahip between these
two variables. Moreover, the coefficient of deteration of MBBL is
0.9965, PE is 0.0010 and 6PE value is 0.0063. B®, correlation
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coefficient of MBBL is significant because the aation coefficient is
greater than the relative value of 6PE. Similatlye coefficient of
determination of ODBL is 0.9973, PE is 0.0008 aR¢ &alue is 0.0049.
So, the correlation coefficient of ODBL is also refgcant because the

correlation coefficient is greater than the relatwalue of 6PE.
4.6.3 Correlation between Total Assets and Net Priof

The coefficient of correlation between total assatsl net profit of
MBBL & ODBL for the different year has been caldgld in the below
table. In this analysis, total assets is indepenganable (X) and net

profit is dependent variable (Y).

Table 4.18
Correlation between Total Assets and Net Profit
Name of Evaluation Criterions
Banks : % PE 6 PE
MBBL 0.93 0.8722 0.0385 0.2313
ODBL 0.94 0.8783 0.0367 0.2202

From the table 4.18, it is found that coefficiertcorrelation between
total assets and net profit of MBBL and ODBL is3®.8nd 0.94. It is
shows that both banks have the highly positiveticeiahip between these
two variables. Moreover, the coefficient of deteration of MBBL is
0.8722, PE is 0.0385 and 6PE value is 0.2313. B®e, correlation
coefficient of MBBL is significant because the aation coefficient is
greater than the relative value of 6PE. Similatlye coefficient of
determination of ODBL is 0.8783, PE is 0.0367 aRtE&alue is 0.2202.
So, the correlation coefficient of ODBL is also refgcant because the

correlation coefficient is greater than the relatalue of 6PE.
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4.7 Trend Analysis

Trend analysis plays an important role in the asialgnd interpretation
of financial statement. Trend in general termsnifigs a tendency. It
helps in forecasting and planning future operation.

A) Trend Analysis of Total Deposit

Deposits are the important part in banking secésrck its trend for next
five years will be forecasted for future analydikis is calculated by the
least square method. Here the effort has been toackdculate the trend
values of total deposit of MBBL and ODBL for furthfeve year.

Y=a + bx

Where as

Yc =14277.23 + 5930.76 X of MBBL
Yc = 11699.69 + 4578.31 X of ODBL

Table 4.19
Trend Analysis of Total Deposit
(Rs. in Millions)

Year(x) MBBL ODBL

Actual Value | Trend Value | Actual Value | Trend Value
2013/14 5197.89 2415.72 4060.70 2543.07
2014/15 7781.56 8346.48 5067.30 7121.38
2015/16] 11276.65 14277.23 11853.84 11699.69
2016/17] 16775.22 20207.99 16061.43 16278.00
2017/18| 30354.84 26138.74 21455.19 20856.31
2018/19 32069.50 25434.63
2019/20 38000.26 30012.94
2020/21 43931.01 34591.25
2021/22 49861.77 39169.56
2022/23 55792.52 43747.87

Source: Appendix |
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Figure 4.5
Trend Line of Total Deposit between MBBL and ODBL
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Source: Table No. 4.19

The table 4.19 and figure 4.5 shows that total digpaf MBBL and
ODBL. Both banks are in increasing trend. The ddtencrement of total
deposit for MBBL seems to be higher than that oBDDThe increasing
trend of total deposit of MBBL is more aggressive digh rather than
ODBL. It indicates MBBL has more prospect of colleg total deposit.
B) Trend Analysis of Loan & Advances

Here, the trend values of loan & advances betwe&BIMand ODBL
have been calculated for further five year. Théofeing table shows the
actual and trend values of MBBL and ODBL.

Y=a + bx

Where as

Yc =12192.78 + 4978.50 X of MBBL
Yc =9789.30 + 2965.08 X of ODBL
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Table 4.20

Trend Analysis of Total Loan and Advance

(Rs. in Millions)

Year(x) MBBL ODBL
Actual Value | Trend Value | Actual Value | Trend Value
2013/14 4377.60 2235.78 3136.14 1859.14
2014/15] 6625.26 7214.28 4107.54 5824.22
2015/16) 9798.61 12192.78 9767.24 9789.30
2016/17) 15159.39 17171.28 13840.56 13754.38
2017/18 25003.03 22149.78 18095.03 17719.4p
2018/19 27128.28 21684.54
2019/20 32106.77 25649.62
2020/21 37085.27 29614.70
2021/22 42063.77 33579.78
2022/23 47042.27 37544.86
Source: Appendix Il
Figure 4.6

Trend Line of Total Loan and Advance of MBBL and ODBL
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The table 4.20 and figure 4.6 depicts that loand&aaces of MBBL and
ODBL. Both banks has in increasing trend. The iasmg trend of

MBBL is higher than ODBL. The actual value of lo&nadvances for

MBBL is quite fluctuating in relation to ODBL. Isiclear that MBBL

mobilizing highly its collected deposits and othends in the form of

loan & advances than ODBL.

C) Trend Analysis of Total Assets

Under this topic, an attempt has been made to amatgnd analysis total
assets of MBBL and ODBL for further five years.

Y=a + bx

Where as

Yc =16441.65 + 6783.15 X of MBBL
Yc = 13565.24 + 5403.71 X of ODBL

Table 4.21
Trend Analysis of Total Assets
(Rs. in Millions)
Year(x) MBBL ODBL
Actual Value | Trend Value | Actual Value | Trend Value
2013/14 6029.44 2875.35 4661.52 2850.83
2014/15] 9000.47 9658.50 5867.58 8254.53
2015/16| 12936.75 16441.65 13646.14 13658.24
2016/17] 19592.34 23224.80 19004.24 19061.95
2017/18 34649.26 30007.95 25111.73 24465.66
2018/19 36791.11 29869.37
2019/20 43574.26 35273.07
2020/21 50357.41 40676.78
2021/22 57140.56 46080.49
2022/23 63923.71 51484.20

Source: Appendix IlI
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Figure 4.7
Trend Line of Total Assets between MBBL and ODBL
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The table 4.21 and figure 4.7 shows the trend tdl tassets between
MBBL and ODBL. Both bank have increasing trend imkmng total
assets. MBBL has high and upward trend of increggsiime forecasted
trend projected that the MBBL has greater increnmate in total assets
than the increment rate of ODBL.

D) Trend Analysis of Net Profit

Here, the trend values of net profit of MBBL and BID have been
calculated for five years FY 2013/14 to FY 2017&®&l forecasting for
the next five year till FY 2022/23.

Y=a + bx

Where as

Yc =358.66 + 111.67 X of MBBL
Yc =262.39 + 80.17 X of ODBL
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Table 4.22
Trend Analysis of Net Profit

(Rs. in Millions)

Year(x) MBBL ODBL

Actual Value | Trend Value | Actual Value | Trend Value
2013/14)  151.85 135.33 92.92 102.05
2014/15 217.64 247.00 154.36 182.22
2015/16 361.37 358.66 296.53 262.39
2016/17]  486.93 470.33 394.39 342.56
2017/18 575.53 581.99 373.75 422.73
2018/19 693.66 502.90
2019/20 805.32 583.07
2020/21 916.99 663.24
2021/22 1028.65 743.40
2022/23 1140.32 823.57

Source: Appendix IV
Figure 4.8

Trend Line of Net Profit between MBBL and ODBL
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The table 4.22 and figure 4.8 reveals the trengetdiprofit of MBBL and
ODBL. Net profit both banks forecasted in incregsirend. The trend of

67



increasing value of net profit of MBBL is higherath ODBL. The net

profit of MBBL and ODBL has been increasing eveeayby Rs. 111.67

million and Rs. 80.17 million respectively.

4.8 Major Findings of the Study

The major findings of this study on profit planniagd control of MBBL

and ODBL are as follows.

The status of budgeted and actual deposit collecfdViBBL has
achieved its objectives of deposit collection in B¥13/14, FY
2015/16 and FY 2017/18. The percentage changegbiyhin the
fiscal year 2017/18 of actual deposit i.e. 80.9Ekceert and highly
change in the fiscal year 2017/18 of budgeted depes 68.41
percent.

The status of budgeted and actual deposit colleafcODBL has
not achieved its objectives of deposit collectiorevery year. The
base of preparing the budgets is the actual depo8édction the

last year.

The status of MBBL high percent of percentage ckaoigactual
loan and advances is 64.93 percent in the year/281ahd high
percent of percentage change of the budgeted lodmdvances is
76.55 percent in the year 2016/17. The achievemange is
fluctuating. It ranged between 103.09 percent t@.683 percent
through the five year of study period.

The status of budgeted and actual loan and adw@n®©®BL has
around 112.94 percent achieved its objectives odlilg target.
Percentage change of the actual loan and advancebualgeted
loan and advances both are in fluctuating trenc&anQk percent of

actual loan and advances high in the fiscal yedb62® and low in
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Vi.

Vil.

viii.

the year 2017/18. It ranged between 105.26 perterit23.46

percent through the five years of study period.

The level of actual loan and actual deposit calbectin average
MBBL and ODBL 85.80 percent and 82.24 percent loan
disbursement over the study period. So, MBBL ishhaigthan
ODBL for loan disbursement.

The contribution margin of MBBL and ODBL are incse#y trend
over the study periods. Comparatively contributiorargin of
MBBL seems to be on the higher than ODBL.

The PV ratio of MBBL and ODBL are fluctuating treoder the
study periods. The PV ratio of MBBL seems to betloa higher
than ODBL. The highest PV ratio of MBBL is 0.59 &min FY
2015/16 and lowest PV ratio is 0.41 times in FY 2Q8. The
highest PV ratio of ODBL is 0.77 times in FY 2016/4nd lowest
PV ratio is 0.35 times in FY 2017/18. The averadg rgtio of
MBBL and ODBL are 0.53 times and 0.50 times respelst

BEP percentage and BEP amount of MBBL and ODBlemims of
interest margin. The percentage of BEP is in flathg trend over
the study periods of both banks. It means the buedal interest
margin growth trend are also fluctuating.

The margin of safety of MBBL and ODBL are incre@sitnend
over the study periods. The MOS of MBBL seems toohethe
higher than ODBL. The highest margin of safety dBBL is Rs.
1418.33 in FY 2017/18 and lowest margin of safetyRs. 285.19
in FY 2013/14. The highest margin of safety of ODBL Rs.
1063.13 in FY 2017/18 and lowest margin of safetyrRs. 220.68
in FY 2013/14.
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Xi.

Xil.

Xiii.

XiV.

Cash reserve ratio of MBBL and ODBL from fiscal y@®©13/14
to 2017/18. It is clear that MBBL has maintaine@ tstatutory
requirement in all the fiscal years of the studyique But, ODBL
has not maintained in the FY 2013/14. The averdgR Gf MBBL
is 7.63 percent and ODBL is 5.10 percent. This shthat MBBL
has meet the CRR required as per the NRB guideindsODBL
was unable to meet the required CRR in FY 2013/14.

The interest income to total operating income rati?ilBBL and
ODBL are fluctuating trend. Comparatively the ratb ODBL
seems to be on the higher than MBBL. The averae saMBBL
Is 152.70 percent whereas ODBL has the average 0&ti91.41
percent.

The ICR of MBBL is 0.79 times in FY 2013/14 this ams EBIT is
0.79 times more than interest expenses. The inteogsrage ratio
of MBBL ranges between 0.48 to 1.09 times. The EERDBL is
0.54 times in FY 2013/14 this means EBIT is 0.54e8 more than
interest expenses. The interest coverage ratio PBLOranges
between 0.37 times to 1.81 times.

Return on loan and advances ratio of MBBL is irctiiating trend
and ODBL is also fluctuating trend. The highestoraf MBBL is
3.69 percent in the year 2015/16 and lowest rad® percent in
year 2017/18. The mean ratio is 3.19 percent. \\dsereghest
ratio of ODBL is 3.76 percent in year 2014/15 aoddst ratio is
2.07 percent in 2017/18. The mean ratio is 2.9%qer MBBL
shows the good earning capacity in loan and adsamdeereas
ODBL shows poor earning capacity in form of loan aalvances.
The return on equity ratio of MBBL and ODBL are dtuating
trend. MBBL has higher ratios over the study pesied well as
mean ratio (i.e. 22.48>17.05). It can be concluithed MBBL has
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XV.

XVI.

XVil.

XViil.

XiX.

better utilized the equity for the profit generatidt proves to be a
good strength of MBBL in attracting future investmealso while
ODBL shows its weakness regarding efficient uttima of its

owner’s equity in comparison with MBBL.

It is found that coefficient of correlation betwe@A and CL of
MBBL and ODBL is 0.97 and 0.98. It is shows thathbbanks
have the highly positive relationship between theae variables.
So, the correlation coefficient of both banks agamiicant because

the correlation coefficient is greater than thatieeé value of 6PE.

It is found that coefficient of correlation betweeeposit and loan
& advance of MBBL and ODBL is 0.997 and 0.988.dtshows
that both banks have the highly positive relatigmgietween these
two variables. So, the correlation coefficient oBBL and ODBL
are significant because the correlation coefficiemgreater than the

relative value of 6PE.

It is found that coefficient of correlation betwetntal assets and
net profit of MBBL and ODBL is 0.93 and 0.94. It shows that
both banks have the highly positive relationshipween these two
variables. So, the correlation coefficient of MBBhd ODBL are
significant because the correlation coefficientgreater than the
relative value of 6PE.

The trend of total deposit of MBBL and ODBL areintreasing
trend. The rate of increment of total deposit fdBL seems to be
higher than that of ODBL.

The trend of loan & advances of MBBL and ODBL has i
increasing trend. The increasing trend of MBBL ighler than
ODBL.
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XX.

XXI.

The trend of total assets between MBBL and ODBL ehav
increasing trend in making total assets. MBBL haghhand
upward trend of increasing.

The trend of net profit of MBBL and ODBL has forstad in
increasing trend. The trend of increasing valuenef profit of
MBBL is higher than ODBL. The net profit of MBBL dnODBL
has been increasing every year by Rs. 111.67 midlied Rs. 80.17
million respectively.
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Summary

This study is concerned with profit planning andtcol of Nepalese
development banks. Development bank pools betwaeers and users
thereby raising employment opportunity. The majocome source of
bank is interest margin which depends upon theoyepnt of available
resources. The bank generally deployed their ressuor the purpose of
liquidity, lending and investing in securities. 8@ overall profitability

of bank depends on lending procedure, lending pdadicd investment
policy. The main objective of the study is to exaé@ithe profit planning
and control of MBBL & ODBL.

The loan and deposit collection of MBBL and ODBIliisactory level
over the study period but MBBL is higher than ODBar loan
disbursement. The contribution margin of MBBL andEL are
increasing trend over the study periods. Compaghtivcontribution
margin of MBBL seems to be on the higher than ODBEP percentage
and BEP amount of MBBL and ODBL in terms of intéresrgin. The
margin of safety of MBBL and ODBL are increasingnd over the study
periods. The MOS of MBBL seems to be on the highan ODBL. Cash
reserve ratio of MBBL has maintained the statutequirement in all the
fiscal years of the study period. The average CRRIBBL has met the
required as per the NRB guidelines. It is foundt theefficient of
correlation between CA and CL of MBBL and ODBL argnificant. The
trend of total deposit, loan & advance, total assmtd net profit of

MBBL and ODBL are in increasing trend.
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5.2 Conclusions

On the basis of study some conclusion has drawntabe MBBL &
ODBL. Profit planning and controlling system of MBB& ODBL is
very effective because it has generated more preét after year. There
Is variance in budgeted and actual performancaet lnats always crossed
budgeted figure. Actual deposit is also more thatgeted one. Analysis
concludes that growth of bank is significant. MBE. ODBL are
increasing its internal fund by increasing capytdr by year this means
strengthen their capability internally. MBBL & ODBdre able to meet its
targeted deposit collection and loan & advance. rEtetionship between

budgeted and actual figures is positively correlate

The major income source is interest the trend tdr@st is increasing
trend every year. The liquidity position of botmka were better position
bank has maintained to met the current obligatidhs. financial strength
of MBBL & ODBL are strong since debt equity ratibasvs that the
MBBL & ODBL use more internal fund to repay its bmwings. The
return on assets and return on capital is satmfiacif MBBL & ODBL it
shows the good earning capacity of the bank. Thkeltref the study
shows the overall performance of MBBL & ODBL weiaisfactory and

progressive.
5.3 Recommendations

This study researcher would like to provide somggsstion for the
better improvement of bank in future. This recomdsion based on the

study on profit planning of MBBL & ODBL these ars follows:

I.  People in rural area of Nepal still out of bankssgvices so MBBL
& ODBL were suggested to take bold steps to ex@attlupgrade
its network to reach such area with their prodacis services.
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The size of Nepali banking market is increasing dgyday. The
increase in number of financial institutions indesathe increasing
competition in financial market. To monitor withgper regulation
this even more, the government had to bring neategjres.

Bank should develop its specific goal for the cagnibudget year.
Such goals the operation of the bank may not leceye. So it is
recommended banks should be increase deposit for rgare

profit.

The major source of resources collection is deasde this is the
cost bearing sources the bank is suggest increasnst) free
resources too, and reducing the burden of the &y business
concerns have one another obligation i.e. corporsteial
responsibility so MBBL & ODBL needs more involveniem

social activities in the coming days.
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Appendix |
Trend analysis of Total Deposit of MBBL and ODBL

(Rs. in Millions)
Year(x) MBBL ODBL
2013/14 5197.89 4060.70
2014/15 7781.56 5067.30
2015/16 11276.65 11853.84
2016/17 16775.22 16061.43
2017/18 30354.84 21455.19

Let trend line be

Y=a+bXeuoooooooaiiieii 0]
Where x = X - Middle year
Here,
iy
N
bZZXY
2 X
MBBL ODBL
a=14277.23 a=11699.69
b =5930.76 b =4578.31
Where as

Yc = 14277.23 + 5930.76 X of MBBL
Yc =11699.69 + 4578.31 X of ODBL
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Appendix Il
Trend analysis of Loan & Advance of MBBL and ODBL

(Rs. in Millions)
Year(x) MBBL ODBL
2013/14 4377.60 3136.14
2014/15 6625.26 4107.54
2015/16 9798.61 9767.24
2016/17 15159.39 13840.56
2017/18 25003.03 18095.03

Let trend line be

Y=a+b X, 0]
Where x = X - Middle year
Here,
iy
N
b2
DX
MBBL ODBL
a=12192.78 a=9789.30
b =4978.50 b = 2965.08
Where as

Yc =12192.78 + 4978.50 X of MBBL
Yc =9789.30 + 2965.08 X of ODBL
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Appendix Il
Trend analysis of Total Assets of MBBL and ODBL

(Rs. in Millions)
Year(x) MBBL ODBL
2013/14 6029.44 4661.52
2014/15 9000.47 5867.58
2015/16 12936.75 13646.14
2016/17 19592.34 19004.24
2017/18 34649.26 25111.73

Let trend line be

Y=a+bXeuoooooooaiiieii 0]
Where x = X - Middle year
Here,
iy
N
bZZXY
2 X
MBBL ODBL
a=16441.65 a=13565.24
b=6783.15 b =5403.71
Where as

Yc = 16441.65 + 6783.15 X of MBBL
Yc = 13565.24 + 5403.71 X of ODBL
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Appendix 1V
Trend analysis of Net Profit of MBBL and ODBL

(Rs. in Millions)
Year(x) MBBL ODBL
2013/14 151.85 92.92
2014/15 217.64 154.36
2015/16 361.37 296.53
2016/17 486.93 394.39
2017/18 575.53 373.75

Let trend line be

Y=a+bXeuoooooooaiiieii 0]
Where x = X - Middle year
Here,

iy

N
bZZXY
2 X

MBBL ODBL

a = 358.66 a=262.39

b=111.67 b=80.17
Where as

Yc = 358.66 + 111.67 X of MBBL
Yc = 262.39 + 80.17 X of ODBL
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