CHAPTER - 1
INTRODUCTION

1.1 Background of the study

Ay the statistics of HDI of 2009 puplished by UNDP,
Nepal s a developing country un te worlods Which ranks
1444 Un ot of 182 countries: So, government of Nepal hag
been emphasizing on the economic Uberalization policy
to- grow Uy natlonal economy. Government of Nepal has
also- lannched wmany plansy and  progrommes for Uy
economic development but lack of proper capual and
musmse of capital mobldization have become tihe major
cose to- remain wndeveloped country so- for. Recently, Hhe
Nepalese government has adopted the pativ of economic
development thwouwghv prvetization and Uberalizatiow
policy. But wv other hand, the polifical situation of the
country B not fovorable for Lwestorsy and entfreprenevrs.
Policies hove well designed but wnfortunately, o hasy not
been umplemented.

Indwstrialization s the backbone of developing
country Uke Nepal for economic development: It playsy
vital role to- develop overall aspecty of Hhe cowntry. Withowt

Funance » an essenfial resowrce to- operafe the
business properly. [n the absence of the funancial resowice,
the bwinessy cant be  etoablished and  operated
tradiftonally funancial wmanagement  the science of
money and concernsy ondy witiv rising of fundsy but v
moderiw concept, b B not only that, rother, Ut & the
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decision, wwestment deciston anol diatdend decision

At present, Banking actwities hawve developed so-
much. Basically, Hie term 'Bank) refers to- commercial
by accepting various types of deposity, dusbursing loawn and
renderung  othver funancial services. "Any  bustifutlon
making loons of commercial or business nature s bank'*

Bonk  owv ovrgandized wstutuntlon wivwe dealsy witiv
monefory transactions. I+ collects depositsy from several
porties wiror have surplny part of earningsy and lend to-
those people who need money for different purposes. It
provides interest ot a certain rotfe for the loan provided to-
the ouwtsidery. I+ helps the people of different sectorsy Uke
wmoinvtdunal, professionaly tradery, indwstrialisty, formers
eft: by providing short term, mid-term and long term
loan: Sor, A bank plays significant role un He commercial,
country.

There are variowsy banking functions and no bank
com disehairge odl of these functions effectively. Sos they
specialize some  funetions suche asy dealing on  foreigw
exchange, funancing on wnowstry funancing commence
wiuchv reguive short term loon funancing, agricvdture
sector efee Ow the basis of theiwr functiony and specialty,
Hie bank can be classified un thve following wayy:

% Agrievlture Bank

! Federal U.S.A. Law.



It focuwses on the development of agricwlture

the farmers — to- increase productivity un He agricvdture
sector.
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1.2

Commerciol Bank

It accepts deposifs, creates credifsy and provides
Development Bank:

It specially provides funanciol and techunical
assstonce to- the parttenlar sectors.
Indwstrial bonk

It assrres funanciol and techunical assistonce for

te promotion and development of nduwstries of a
country.

Suwmmarizing the above descriptions, banks are
! . L A that offer the wid
ronge of funancial and mudfiple banking services
Uke credits, sanvings, poyment ete to- thew cuents,
pairties, undustries efe.

Evolution of banking industry

Bonking b nearly as old as civdization: The ancient

Romany developed and adianced bonking systew to- serve
thelwr vost trade wnetwork, wihich extended slowly
thuwroughouwt Eunvope, Asia and. munciv of Africa

According to- hWistorical sources, He word 'Bank)

derved from [tolian word 'Banco! wirich meany a benciv



The Hodiown goldsmitiv wsed to- conduet the monetary tosks
by sitting on the bench, wihvichh way called, Banco- v Haly
At that time, there way no-well managed money market
oy n present day. Graduwally, U developed intor o well-
managed form and people started to- wse the word 'bank
for the certoin place wherehby the monetary transactions
were conoueteol

In the early age, Hre Goldsmiting used to- store peoples/
gold charguing nominal charges and usuned receipts to-
depositorsy wirich was good for payments. At the tume, Halsy
was done for secvrity rotiver than unferest: Later on, tHhey
stofed,  adwoncing tHe wmoney charging nferest e
goldsmitiv- moneylender started performing tie functions
of modern banking system e accepting deposits and
advancing loans.

However, the modern banking way originated un ltaly
w 1157 AD. wiuthv the establshwment of the furst bank
‘Bank of Venice to finance tHre Monarcie v Hre wary
Similarly, 'Bank of Barcelonad! and 'Bank of Genonl were
also- estoplished i 1401 A.D. and 1407 A.D. respectively.
Withv Large banking furmy estaplished un Florence, Rome,
Venice and otiver taliaw Cities, banking actvities spread
Hwoughowt Eunrope and. slowly spread all over tive world.
Suwee the 1960's boanking hasy become much wmore
wternational becawse of the unerease v the nuwmber of
multinational companies and. the spread of their
operations worldwide.

1.3 Hutory of Banking Industry in Nepal

Nepol (s a small landlocked nation hidden n Hre
Himaloyan, mouwntoing nested between lndia and Clhiina.
Botr #Hre cowntries harve matured economic condiflons
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where ay Nepal gy one of tHhe under developed conntries un
te world witv almost 40% of Hhe total popwlation living
below poverty Une as f Uy ranked as one of the worldy
poorest natiow as well.

The development of banking v relatvely recent v
the context of Nepal. Ay Un other countries, Goldsmiting
ond Land Lovrdsy wsed to- carry owt boanking activities
during Hhe tenure of the prime minister Ranoddip Singl
Tejrativ  Bandobasta  Addal  furst  step towawds  the
wutututlonal development of banking n Nepal, wos
established i 1933 B.S. Teyrativ Bandobasta Adda did not
accept He deposity, the foremost tosk of sanving n tHhe pourt
of people was lacking and they cowld not perform the task
of mobizing Lle resownrces un produetve sectors.

Bank v trunely stouwted witiv the unception of Nepal
Bank Luwnifed on 30% Kartik, 1994 BS. It & the furst
commerciol bonk of Nepal estoplished by Prime Minister
Juddirar Shumwsher Rana. It hay carried out functiony of a
commercial bank Hie auwtrorized capitol was contributed
by government 51% and remaining 49% by public. Nepal
Bank Limited had a herculean resporsibility of attracting
people towawds banking sector from Sahue Mahajanty
transactions ande introdueing otiver bank services as well.
Later on, Nepal Rastriya Bank wasy estoplished on 14t
Baishak 2013 B.S. ay Central Bank of Nepal under Nepal
Rastriya Bonk Act 2012 witiv the prume objectives of
formudoting monetary policies un tihe country. Ay Nepal
adopted development programumes un tive mid-fifties, tie
extend adeguote services v the natlonal economy. Then,
Rastriya Banijya Bonk was set wp on 10 Magh, 2022
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B.S. Under Banyya Bank Act 2021" as fully government
owned commercial bank: Furtivermore, Nepal wndustrial
Development corporation (NIDC, 1% Ashad,201603.S),
Agricvdture Development Bank (ADB, 7t Maglv 2024 B.S.)
and secunrity Exchange center (SBC Jestha 2051 B.S.) were
also- establisihed. However, withv the wwerease v the
funancial activifies spread to- botiv urbon and rurel areas

Inv s way, the history of banking system B not so-
old. A organdzed banking systewm v relatwvely a recent
phenomenon. Nepal Bank Lumitfed as a commercial bank
stoarted. He process of modern banking system v 1994 BB.S.
after o long tume. In ovder to- wplift the national economy,
Government of Nepal permitted to- establisiv joint venture
bonks wnder commerciol bank Act 2031.28 commerciol
bonks harve been operoating to- focdifate more and more
banking services so- for. For the purpose of the study, the
researciv incluwdesy thwee Jont venture banks, namely
Nabil Bank Limited, Nepal lnestment Bank Lumited and
Bank of Kathumandww Limited: Napil Bank Lumited s tHre
oldest one among tHrese thuee banks B termy  of
estoplishument: A brief description of Hwee sompled banks
v Nepal s as follows:

¢ Nabil Bank Limited (NABIL):

Nobl Bank Limited, the fust foreign jount
venture of Nepal, stourted operations on 29% Aghad,
2041 B.S. Nabil wasy Uncorporated withv He objective
of extending international standard modern banking
services to- varlows sectory of the sotety. pursming Uy
objective, Nabil provides a full range of commercial



bonking services Huowglhh Uy 19 pounty  of
representfofion across the kingoom and over 170
reputed correspondent banks across the globe.

Nabil Boank Lunmited wasy formerly known ag
Nepal Aral Bank Lumited also- Nabpil, ay o ploneer un
marketing concepty un e domestic banking sector,
representsy a midestone U the banking history or
Nepal asy b stourted an era of modern banking witiv
customer sotUsfoction measurred. as o focal objective

Operationsy of the bank wncluding day-to—day
operotions and. rik management are managed by
Bank s fully equipped witihv modern techunology
wivel uncludes ATMs, Credit Covds, State-of-out,
World-renowned software from Infosys Techunolgies
system,, Banglore, [ndia, Infernet banking system anol
Telebanking system.

Share Subscription

Share supseription of NABIL has been dinided
o two- party: lnstututlonal promotery (Nabl Bank)
owns 70% of total share capifol and general public
owng 30% of total share capifal.



Share Subscription

30%

70%

B Instiutitional Promoters B General Public

Figure No- 1
% Nepal lnestment Bank Lumited (NIBL)

Nepal  lnwestment Bank  Lumifed  (NIBL),
previowsly  Nepal [ndosuwez Bank Limited, was
estabplished on 26t Falgun, 2042 B.S. as a jount
venture between Nepolese and Frenciv partners. The
Frenciv partner holding 50% of the capiutal of NIBL
way credit Agricole [ndosuwez, a subpsidiary of one the
lavgest bonking growp wv He worloh The name of the
bank hay been changed to- Nepal lnwestment Bank
Linited wpon approval of bankly Amnunal General
Meeting.

To- be the leading Nepal bank, delivering worled
classy service Huwoughh the blending of stote-of-the—-ort
tfechunology andl  yvUsLonary management v
portnersiip witiv competent and committed staff, to-
vodue addifion to- all owr stokelrolders. This bank
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highest levelsy of efivcal standards, professional
unfegrity  covporate governance anodt  regulatory
compliance.

The strafegie objectives of NIBL w to- deselop a
cwstomer  oriented  service  cdture  withv  special
empirasisy o custfomer care ands corwendience, to
wnerease our market share by following a disciplined
growtiv strategy, to- leverage owr techwology platform
and pen scalable system to- ackhieve cost-effective
operations,  efficient  MIS,  umproved  delivery
capapility and high service standards, to- develop
tforgeted customery ande market segments, to- moaintoin
o highv guality assets portfolio to- ackuenve strong and
swstoinaple  refurng  and  too contummowsly  build
shareloloers value.

Share Subseription

Share supscription of NIBL hasy been dinvided
o four poarts o growp of companies holdsy 50% of
total shave coaputal. Rashtriya Banijya Bank ond
Rastriya Beema Savstivan holds 15% of total share
copital equally & the General Public holds 20% of
e total shhare capitol.



Share Subscription

B Group of Compnay M RBB ORBS [OGeneral Public

Figure No- 2
% Bank of Kathwmandw Limited (BOKL)

Bank of KatHumandw Limited stourted Uy
operation on 28% Falgun 2051 BS. witiv Hie objective
to- stumudate Hie Nepalese economy and take to- newer
heights. BOKL alsor  aumy to- facilifote the nation/y
economy and fo- become more competitive globally
and 'Bank of Choice by dedicating to- the progress
ond growtiv of the wuttution for tie community,
cwstomers, employees, supervisors and stockivoloers.

Wit the aimv of providing banking services at
the customers fungertips, BOKL v stowrting Internet
Banking and Alert Service very soon: I+ wlll provide
corsmmer e—~panking (Core, Refail and BUL payment)
as well as corporate e-banking faclities (Trade
Financing and wel based casiv management). BOKL
has a corporate slogan trat i "We make youwr Ufe
easier' also-
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Share Subscription

Share Subpscription of BOKL has been dinided
o two- parrtsy Nepalese professionolsy oww 42% of total
shave capitol and general public owns 58% of total
share capital.

Share Subscription

@ Nepalese Proffessional B General Public

Figure No- 3
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The share structwre of NABIL, NIBL and BOKL W

fabulated below:
S Nawme of Hhe Bank
N. Pourtterdowrs
o NABIL NIBL BOKL
1 | Authorized Coputal | 1600 4000 1000
(Rs: in Milliow)
2 Issmned Copitol 965.75 | 2407.83 844.40

(Rs: n Milliow)

3 Paid up Capitol A65.75 | 2407.07 | 844.40
(Rs: v Mildliow)

4 | Per value of Share | 100 100 100

, 965747 | 2407068
5 | No= of shhare Capital o g 84439749
6 No- of Brancires 37 31 31

1.4. Stotement of the Problem

Althoughe Joint Ventwre Commercial Banks oxe
operating n Nepal after the government of Nepal adopted
the open Lberal and market oriented economic policy, the
funancial sectory howve not beew able to- meet the growing
resouirces and needs to- e economy ay expected before dune
country and lack of optimal capital structure in Hae
commercial banks.

Inv foct, a comparotive stndy on capual structure
onolysisy sy ao wiirror of strengtiv and weaknesses of a bank.
A strong Jont venture bank contributes highly to
naftonal economy and also- attracty furtihver foreign
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vwestment v thiy sector. It may be an exemplary lesson to-
existing as well as new coming JVBy Therefore, to- answer
the problems of JVBy, a comparative study on capifal
structure management of Nabil Bank Lumited, Nepal
lhwestment Bank Limited and Bank of Kathumanduw
Limited s inclunded lherve, to- examine wirethver these
sampled banks are economically and funanciolly souwnd or
not:
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1.5 Objecives of the Study

The main objectives of thiy study are to- analyse and
compare the capufal strncture management of tHhuee JVBy
and affectsy on Hhe risk and returng of Hese sampled. banks
v the context of Nepal. To support these main objectives,
the furtiver some objectives of Huy stuwdy are mentioned
below:

¢ To evalnate the posiftonn of capiutal structure
management of thuree JVBy.

* To show the relatlovsiup betweenw  retrn  own
sivarelolder's equity and EPS.

& To examine He relationsivip between total delpt and
owners capifal

% To fund owt He Earning per shhore

% to- provide the proper guidelines to- the potential
wwestors.

1.6 Significance of the study

Development of bonking sector s the fundamental
framework of economic desvelopment for a cowntry, wiriciv
generates employment opportunities ay well as makes tire
natlon  economically stronger. Mot of tHhe business
ovgonizationy have been operating withowt sound capital
strecture sor, the capifal structure shouwld be managecd
properly un the company. Only the establishunent of any
buwsiness organdzotion ¥ wnot umportant thing however,
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essential. The significance of He study oo magimize
wealtiv by ncreasing the stock price and to- minimize tre
overall cost of capital or weighted Average cost of capital
of JVBy: By analyzing the capifal structure of commercial
bonks. It helps fo- find owt thelr strengtiv and weakness
and drive these banks uintfo- right track. There are different
stokelholoery i Hie bonks having thelr own ntferest and
desives, wivere Hie main respovusibidity of the fum s to-
make them sotisfy. I+ b possible only Huwouglv He optional
copital structure decision

Sumdarly, tHusy study helps to- fund out the ruk
factory reloted to- capual structure management; to- assist
financiol managers as o guideline and minimize the
opportunity cost of capital and maximize shareolders
wealtiv. Il overal, the sgtuwdy wll be a guideline to-
umprove tHhe capitfal structure positlon Hat the company's
EPS wmay wwrease ay well o5 provude wnecessary
wnformationy and Uy drawbacks to- the shareholders. It
helps to- nerease the furmly ablity or efficiency to- raise
fundy v future. The fundingy of thuis study shall be wseful
to- the policy maker of these banks, potential wwestors,
unterested researciery and Hhe students as well.

1.7 Lumitotions of Hre Study

A reseorce study i not an easy task tHhat requires
deep and vast study abut related proplemy to- bnvestigate
the solutlonn Thas stwdy v wneeded for the portlal
fulfillment of MBS degree to- complete within a short span
of tume. Sos, this b not far from severol Umitotions, wirici
weakew the objectives of the study. some of the wmajor
lmitationy arve as follows:
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1.8

Thas study covery ondy e funancial aspects.

The doto wsed un tHily stndy are taken v Ry million
fo- anoudl Hhe ervors:.

The study based on secondary dato of website of eacin
bank wiriciv b assumed reliabple and. fact:

The study hay wsed five yeary data of eachh bank
which may not be sufficient for tHe study of Hais
topic.

In Hus stndy, fiscal year 2004/05 A.D.  assummeo
o5 bose year.

Ouwt of 28 comumercial bonks, ondy 3 leading banks
are faken to- analysis the stndy.

It containg wnaundited Amnunal Report, 2008/09 of
Nepal lnvestment Bank Lumiteo.

Orgamnizotion of the Study

The compoarative study on  capifal  structure

management of thuee Jont Venture Banks hasy been
mainly disnided into- five chaptery wihich are asy follows:

Chapter 1 Introduction

Backgrownd of the study, Evaluation of Banking
Indwstry Hutory of Banking Induwstry wun Nepal,
stotement of the problem, objectives of the study,

Chapter 2 Review of Luterature
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Conception  Framework, Theoriwes of capital
strvctnre, Approoches to- coaputal structure, leverage,
Rewview- of Related stuolies.

Chapter 3 Researchh Metrodology

Researciv odesign, Data Collation, proceduwre,
Dato Analysis tooly (Financial tooly and statustical
fools:)

Chapter 4 Doto Presentfotion and Analysis

Profutoblity Ratio Analysis, Coefficient of
Correlation Analyss, leverage Analyss, Copifal
Structure, Analysis.

Chapter 5Suwmmary, Conclusion and Recommendation

Swmwumary, Conclusiony, Recommendation.
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CHAPTER - 2

REVIEW OF LITERATURE

This chapter containsy the review of UWterotuwre. The
review of Uterature s helpful to- show the needs of the
reseovchv work and to- justiufy the work: It provides more
wnformotiony and descriptions of the related termy There
owe different woyys to- present tie review but b o presented
wv thus woy:

2.1 Conceptual Framework

"Capital Structure refers to- the min of long-term
sourees of fundy, such as debentures, long-ferm debt,
preference  shore  capifal and  equity  share  capifal
welunding reserves and suarplunses/'?

"Capitol structmre v the proportlons of debt
ustrumentsy and  preferred and  common sfock on a
company's balance sheet''?

"The optumal Capitfol structure magximizes the value
of the furm and reduces tive cost of capiutal’'4

"The term 'Capiutal Structure v wsed to- represent Hhe

2 Bhattarai, Rabindra, (2005) "Capital Structure Management", Kanchan Printing Press, Kathmandu,
Nepal, P.1

3 Van Horne, James C. (2004),12"Edition,"Financial Management Policy", Prentice Hall of India, P.253

4 Gautam, Rishi Raj & Thapa, Krisha (2008). "Capital Structure Management" Kathmandu, Nepal, Asmita
Publication, P. 296.

5> Pandey, I.M. (2005),9t" edition,"Financial Management", India, Vikash Publishing House Pvt.Ltd. P.289.

18



P Hhere iy an opfimal capital structure for o
company U wll miunimize He opportunity cost of capifal
andl moxinmize e siharelolder's wealtinh)'e

"The debt Egquity wmix has umplications for tHre
shareholdery earningy and risk, widce v turn, wlll

Flrm!'7
2.2 Theorwes of Capital Structure

Caputol Structure v a wmuw of long-tferm sowrces of
funancing. It deals witiv the relevance of He proportion of
debpt and equity to- the value and cost of capital. So, U
determining o capitol strueture, o furm tries to- develop an
optumal capital structure. The optumal capifol structure Uy
Hat structure wirich magimizes the value of a flrm and
minimizesy the overodl cost of caputal (Le. weighted average
cost of capital)

Basicolly, the threorey of coapital struetwre ore
Adstinguished intfo- s dfferent growps.

% Tradifional Theory

% Modigliane Mller Theorem

R/
0'0

Trade off theory
< Free cosiv flow-theory

% Pecking order theory

® Weston. J.Fred & Copelanet Thomas E. (1998),"Managerial Financial" The Dryden press, 9t ed. P. 565
7 Pandey, I.M. (2005), 9t edition, "Financial Management", India, Vikash Publishing House Pvt. Ltd.
P. 290.
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Stakelrolder Hreory

Tradifional Theory

"According to- this views a judicions mix of debt
by reducing the WACC wpto certoin level of debt''s
Thiy theory cdearly umplies that WACC decreases ondy
within tHie reasonable Lmit of financial leverage
oand reaching Hie mind level, It stourty nereasing
withv funancial leverage. Hence a firm will have an
optimuumn capitol structure that ocenrs wiven WACC
minimn andl Here by magimizing He value of the
furm

Altivougv debt funds ore cheaper thon equity
funds, Hus theory certaindy rejects to- finance all
withv debt becavse after a certain level of debt, the
risk of Non-payment ncreases. Thas, shareoloers
and  debt-holder (Financiers) demand a higher
compensation.

Modigliani-Miller Theorem

Althowglv It s not o realistic theory, Hhe MM
theory stotes Hhat Uf Hhe capifal structure deciston has
no- effect on the cosiv flows genevated un the furmy, te
decisions will have no effects i the absence of
travsaction costy-on the total value of He furmls debpt
ond equity. It indicates that there U no- relatiovsiigp

8

Pandey, I.M. (2005), 9t edition, "Financial Management", India, Vikash Publishing House Pvt. Ltd.
P. 316.
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between a furmls market value and the capital
structnre.

% Trade off Theory

The tradeoff betweenw tie costy and retuwrng of
debt financing determines He optumumm odebpt ratio-
The furm consdery Hus roflo- ay a torget debt rotio
becanse Hus rotio- will maximize the market valune of
the Furm. It iy assumed that the furms need to- adopt
theiwr caputal strueture to- reaci that roatios But the
capifol structure needs Hime and costs: Therefore, It iy
much possiple tihat Hhe present debt ratioy may differ
from tawrget rotios.

According to- Brealey Myer "A stotic trade off
framework, v wirvich the fum  viewed ay setting o
toarget debt to- value ratio- and moving graduwally
towardy to- b v much the same way that o fum
adjustsy dividends to- more towards a torget payout
rafio!'?

< Free Coasin Flow Theory

Thw theory preswmes thot theve are enormous
conflicty of wunterest  between  shareholdery  and
stokelholoers: This umplies tHriat manager's decision
doesnot alwayy maximize the market value of tre
furme A free cosiv flow  the balance of money, wien
ol the projectsy witv positive net present value are
funanced. Debt reduces the agency costy of free cosiv

°  Myers, Brealey. (2005), 25" "Principles of Corporate Finance" Tata Mc Graw-Hill publishing

Company Ltd. P. 509.
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flow- by reducing cosiv flow- availlabple for spending at
the duscrefion of managers:

Debt reduces the freedom of decistonsy becaunse
the fum W forced fo pay wnterest and payoffs at
certoin fimes. There, wll be risk tivat o flrm won't be
ople to- pay nterest and payoffs v futwre tumes,
Hence Hhis risk caunses managers to- lead: and organize
o furm more effteient:

Pecking order Theory

The 'pecking order' theory s based on tire assertion
Hwt Managers howve more information's about Hielnr
Furms than bwestors Managers will Gsue debt witen
they are posutwwe abouwt Hhelr fums futwre prospects
andl willl Bsume equity when they are wsure. A
principal fo- debpt holdery umplies that tive company
expecty steady cashv flowse On the othver hand an
equity usume wowld indicate that the current share
price W overvalued. Therefore, the manner un witiciv
Monagers. raise copital gwey o signal of thewr belief
v Helr furms prospects to- uwestory.

The following are the basic assuwmptionsy of tHhuis
Heory

a Furmy prefer uinfernal wayy fo- funance projects:

b. Furms adopt their farget dinvidend payowt roatfioy to-
anoidaople wwestment resorces.

¢ Internal resowrces of o firm are flnctnating becavnse
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2.3

o When firmgy need extra resources, tivey prefer tire
safest way of getting fundy, thisy meany trat furmy
prefer debt to- conwertible stocks and comumon
stocks.

Stakeholder Hheory

Cornell and Shapivo (1987) assumme thrat not
ondy wwestory howve munciv nterest uv ao firme There
are different growps of Non-uwestorsy, stoakeloloers
ande some of them have a lot of unfluencesy uv the
financiol policy of a furm or as cornel and Shapiro
wrote financial struchue may also- depend on a
furndy net organizational capifol and on the nature
of Uy stakeholders. Examples of Non-unwestor
shareoldery are customers, employees and suppliers.

Non-twestor stakeholdersy can hold mplicit
daims suehe asy the right too provude service fo-
cwstomers or jop-securty for employees.

Approacines to- Caputol Structure

Dfferent approocihes have been developed wnder the

relevancy of capiufal structure to- value of furm and cost of
caputol: They are as follows:

Traditlonal Approaciv
Net lncome Approaciv
Net Operoting lncome Approocin

Modiglani-Miler's Approaciv
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AW the above approacihes are bosed ovw Hre following

common assmmptions, whuwch are as follows:

1.

Only two types of capiual are employed: Long term
debt and, common stock.

. There b no-fax on corporote ncome.

. The fuwly fotal assets ave fixed, but Uy capifal

structune can be changed ummediately by settung debt
to- repurcihase common stock, or stoek to- refure debt:

. AW earningy are paid owt asy duntoends.

AW wwestory have tHie same subjective probabiity
Adstributions of expected future operating earnings
(EBIT) for a gwen fum: that U, Wwestorsy have
howmogeneows expectations.

. The operating earningy of the furm are not expectecd

to- grows Hat B, the furms expected EBIT » same Un
all future periods.

. The furms business rusk b constont over ttme and s

wdependent of Uy capltal structure and financial
risk.

. The firm B expected to- continumonsy ndefunitely.

Bestdes these assumptions, 1+ uses He following basic

definitions and symbpoly

Debt,
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: IO‘fDE/b«'[’(Kd/):InterSt=l

Debt B

VWO]&DW(B) - Intefjest — L

K Kd
Egquity of common stock,

D

Cost of Equity (Ke) == +g

EBIT

Value of Equity (S) = ——+g

Overall cost of caputal or weighted Average cost of
copital (Ko), or (WACC),

Ko— = WDLKDL +W& Ke/

Or

Ko = Kd (B/ V) + Ke (S/ V)

Ko =20 20
Total value of the furm (V),
\% = B+S
vl
Wiere,
B = total market value of debt
S = total market valne of equity

V = total value of the furm
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[ = Interest  paymenty or  Annumal  Inferest

Ciharges
D = Expected Dvidend or Newxt year's dinioend
Pr = Cwrrent Pruwee per shore
g = Expected growtiv rate
Wol = Proportiow of debt
We = Proportiow of equity

ERBIT = Eavrnings before Interest and Tax or Net

Operatung lncome.

2.3.1 Traditional Approaciv

This approocihv oassmwmes the capual structure oas
relevant motter for the value and cost of capital of the
furm. It takes some features of botiv net lncome and net
operating weome approocihv Huws appronciv srikes o
balance between the two different approacies net uincome
andl net operoting income. Therefore, U W also known as
the unfermediate approaciv It resembples Hie wnet income
approaciv v arguing tvat cost of capiutal and total value of
the furm are not undependent of the capitol structure. But
U doenot subseripe to- the view of NI approacie that value
of o Fum will necessardly wwerease for all degree of
leverage.

"According to- His approacihh there s an optiumal
capital structure therefore the furm can ncrease tive total
value of the fum thawouwghv the wise wse of leverage. The
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furm nitlally con lower Uy overall cost of capiutal Huwouglv
tHhe wse of the cheapest cost dept and raise Uy total valune
Huwough leverage But Hie ncrease v leverage increoases tive
risk to- the debt holdery and thhe debt holdery demand
highv interest rote as o ressdt tive overall cost of capital also
wnereases 0. It iy showw un He Figure

Cost ’Ke

-
P
P A
o _ N

s
-""

Percentage
L}

O Leverage X

Figure No- 4

At furst, the overall cost of capual declines witiv
nerease U debpt raflo because the rise v Ke doey not
entiurely offset Hhe wse of cheaper debt funds. Ay o resudt,
the weighted Average cost of capitol Ko, declines witiv
moderate wse of leverage: After a pount; However, the
nerease un Ko more Hhan offsets He wses of cheaper debt
fundy n the capital structure, and K, beging to- rise. The
rise v Ko i supported further one Kai beging to- rise. The
optimal capitol structmre B the point at wiiich Ko bottoms

10 Bhattarai Rabindra(2005)" Captial Structure Management"Kanchan Printing Press, Nepal P.346-347
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ouwt: I the figure, Halsy optumal capifal structure  poiunt x
Hu, the traditional positlon umpliey that the cost of
caputal v not wdependent of the capitfal structure of the
Furm and that Here sy an optumal capital strncturre.

The traditional Approachh on the relatlovuship
between capifal structure and the Furm has thwee stages.

» Furst Stage : Inereasing Value:

lw the flrst stoge, Hhe cost of equity (Ko), the rate
ot whichh the shareholdersy caputalize thewr nef,
uncome, eltiver remains covstont or rues stightly witn
debt: The cost of equity doesnot ncrease fast enougiv
to- offset the adwontages of low—-cost debt: During Hs
stage tie cost of debt (Ka) remaing constont since the
market views the wse of debt as a reasonaple policy.
Ay a rasuwlt; Hhe overadl cost of caputal(K,) decreases
withv inereasing leverage, and Huy, the total value of
the Funm(V) also- inereases:

» Second Stage: Optumum Value

Once the furm hay reached o certain degree of
leverage, ncreases un leverage have a negligibple effect
on WACC and hence, on the value of the furm: This
U 0~ becanse the incereases v the cost of equity due to-
the added funancial risk just offsets tive adwvoantoge of
low- cost debt: Withviww that range or ot the specific
point, WACC wlll be minimum, and Hie magimumm
value of the furm will be obtained.

» Third Stage: Decline Value
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Beyond the acceptable lumit of leverage, thhe
value of the furm decreases witiv leverage as WACC
nereases witv leverage. Thisy happens becanse
wwestory perceine o hughv degree of funancial risk and
demond a higher equity capualizotion rote wihvwel
exceeds the adiantage of Low- cost dept:

The overall effect of these thwee stogesy s for
suggest that the cost of capital (WACC), & a funetion
of leverage. It furst declines witiv leverage and after
reaching o mininumm pount or range stoarty rising the
relafione between cost of caputal and Leverage
grapiucally showw v figure.

Ke

Ko

Cost

Stage 2

Stage 3 Kd

Stage 1 Optimum
Leverage Range

Leverage

Figuwre No: S

The cost of capital (Sowrce Shaped)
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The above figure undicates that the overall cost
of capual cmrve(Ko) v sauncer-shhaped  withv a
horizontal range, this implies that there B a range of
capifol structurey v wiiche the cost of capital
mbnimized: (Ko), s assmmed to- ncrease slightly
the begunning and tivew ot o faster rote.

2.3.2 Net lncome Approaciv (NI)

Dovid Duwrand and proposed Hre Net [ncome
Approaciv v 1952 A.D. This approaciv states that tie
capitol structure decision s relevant fo- e valuation of
tHe furm and the overall cost of capital. ln otiver words, a
change i the financial leverage (proportion of debt un tHhe
capitol structure) will lead to- a corresponding change n
te overal cost of capital asy well ay Hhe total value of the
furnw therefore, Uf Hhe ratio- of debpt nereases Un the capifal
structure, the weighted average cost of capital will decline
oand the value of the fum ay well ay the market price of
ovdinary shares wll inerease and vice-verso

Furtiver move the fumw attends on optumal capital
strveture wirvenw U wses 100% debt funancing. Running o
business withe 100% debt financing however, o guite
umproctical v the real worlde The fum can achueve
optumal capital structure by making judicions use of debt
and equity and attempt fo- maximize the market price of
Uy stock: Thaws, this approachh b a relevont theory of
capifal structure. The following are the basic assumptions
of Net income approaciv

o There are no-toxes
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b The cost of debt s less than the equity capitadization
rate or the cost of equity

¢ Cost of equity and cost by debt remain constant:

. The wse of debt doesnot change e rusk perception of
wwestor.

e. Overadl cost of capital decreases ay leverage uncreases.

The effect of leverage on Hhe furmly cost of capital and
the total market value of Hre fum W grapihically shhown
below:

V=B+S
S
B Ke K
5 g
9 3
S} =
B B
3 Ko o
Kd
Degree of Leverage (D/v) Degree of Leverage (D/v)
Figwre No- 6 Figuwre No- 7
The effect of leverage on The effect of leverage on
the capital structure the total market volue of

Figure 6 Shows Hat a contummons decrease v Ky witiv
the unerease v dept-equity roflo, since any decreases un
Ko directly contributesy to- the value of the fuwm,
nereases witihv the werease v the debt- equity ratio-
(Fligure 7). According to- Hhe NI approacih, e financial
leaverage Ly o umportant voriaple wv the caputol structure
decision of a furm. Therefore, under the NI approaci, a
furm can determine an optimal capitol structure.
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the furm can lower Uy cost of capual by wsing debt: The
approociv y also- based on the assumption that the wse of
debt does not change the risk perception of the wwestors:
Covysequently, the wnterest rote of debt and tie equity
capitalization rofe remain constant to- dept: Therefore, Hive
minimumm WACC (Ko).

2.3.3 Net Operating lncome Approaci (NOI)

Donids Durand developed the Net operating lncome
approoch v 1952 A.D. Thiy approocihv assumes Hiot Hre
capitol structure (proportion of debt and equity) W
Urrelvent to the value of Hhe furm and the overall cost of
capital. Under NOI approociv, Hie Net operating uincome e
Earningy Before unterest and taxes (EBIT) o token as the
base Unstead. of net uncome. This approacihv assumes that
the equity holdery do- react to- higher leverage risk and
demaind higher rate of return for higher debt equity rotio-
It also- saysy that the cost of equity ncrease witiv tive debpt
cheaper debt fnancing resudting wo- effect at all ovw overall
cost of capital.

At last NOI wy capitalized at an overald capitolization
rofe to- optoin tHhe totol market value of the furm. Botiv NOI
and the furmly opportunity cost of capital are assumed to-
be covstant witiv regoro to- Hhe level of funancial leverage.
NOI approaciv sy opposite from the NI approoch witiv
respect to- e assumption of the berasior of equity holder
and. debt holders, the NOI approocih s based on Hre
following assumptions: -
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o The Market Capitolizes tie value of Hhe furm as a
wiiole thay, Hhe split between debt and equity s not
umportosnt:

b: The market wses an overall capifolization rote, (K,)
to- capitalize Hrie net operatung uincome. K, depends on
the buwsinessy rusk f Hhe business ruk b assuwmeo o
remaiin unchanged, K, 1y constont:

¢ The wse of Less costHy debt fundy uinereases the risk of
shareholoersy. Thus conses He equity — capufolization
rafte fo- nerease. Thauy, the advantoges of debt are
capitalization rote (Ke.).

. The dept capitalization roate (Ka) iy constant:
e The corporate uncome taxes donot exist:

The relatiovship between financial leverage and K.,

Ko and Ku hay been graphically depicted un following

flgures.
Ke

(]

=
E S
= Ko I V=B+S
S E
IS >
g T
O Kd ©

Leverage (D/v) Leverage (D/v)
Figure No- 8
The effect of Leverage ow Figure No- 9

Cost of Copital
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The effect of Leverage on Flrm.
total market valune of He

The figure shows thaet the curve Ko and Kd are
povollel to- the horizontal w-axisy and Ke o nereasing
contunmnowmsly tHus  becanse Ko & Ko remain constont un
the Leverage. Thay, there v no single point or range wiere
the capital structure  optimumm. We kinow- obviowsly from
Hie figure that under thve NOI approacie, asy low- cost of debt
B useds Ity advantage U exactly off set by unerease v cost
of equity v smev ao way trot Hhe cost of capital remainsg
covstant: The value of He furm also remoins constont: At
tHie extreme degree of financial leverage, hidden. cost
becomes very high hence tHie furmls cost of capital & Uy
market value are not influenced by the wse of additional
chaye delpt fund

2.3.4 Modigliani~-Miler Approaciv (MM approocin)

MM approaciv way developed by Nobel Prize Wunnery
Fronco- Modigliant and Merfon Mller wnw  funancial
Economicsy v 1958 A.D. MM approachhv agruey tiat, un
perfect capiutal Marketsy withowt taxes and tronsoactions
costs, a frm'y market value and the cost of capifal remain
wwartant to- the capital structure changes. The value of
the furm depends on the earningy and rusk of Uy assety
(business risk) rather than the way unv wive assets hawe
been funanced.

MM position B based on the dea that no- matter how-
yow dinvide wp the capital strcture of a furm among delpt
equity & otiver securities, there sy covwersiow of westment
vodlue,
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The MM argument s applicable wnder the following
Perfect capital markets
lnarestory are rational
Informationty are avoidable at free of cost
No- transactions cost:
A vwestor canw not affect the market price of a
secnrUty.

9. ln absence of flototion costy on secumrities Bsued by
the furm perfect certoindy by every uwestor as to
future bwestment and profits of the flrm.

The MM hypotiresis can be best explained un termy of

v ®

S ¢

N

-

Proposition |

"MM's proposition | argues that for the same rusk
class, the totol market value B wndependent of tHrat dept-
eguity mix ande b gven by capifalizing tive expected net
operating uincome by tre capiutalization rofe appropriote to-
the ruk dasg'*t Thiy can be expressed un equation ay
follows:

Total value of He fum (V) = Total Market value of

et B)+total market  value
Equity (E)

Net Operating Income NOI

R = =
o Opportunity cost of capital Ko

" 1bit.P. 266.
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_ Earning Before Interest and Taxes (EBIT)

OR =
Overall Cost of Capital (Ko)
) EBIT
For an Unlevered Furm V.. = <
e

Where Ke = Kol Hie case of an Unlevered furm, the
enture NOI s Hhe shaveholdery net income. Therefore the
Unlevered frm!y WACC or Kd s equal to- Uy opportunity
cost of capital.

Under MM's proposifiton |, the furmls  overall
caputodization rate (Ko) can be expressed. Ko iy Hhe rafio of
NOI to- He Mavket value of ol Uy securities that .

¢ = NOI _ NoOI
T B+S V
Ko can also- be expressed as.

_ Ke(S) Kq(B)
Ko = B+S T B+S

i+ means, K, g the weighted average of Hie expected
rate of refurn of equity and debt capital of the furme MM
Concludesy that the total market value of the fum W
unaffected by the financing mix. It follows Hhat tive cost of
capital s ndependent of the capifal structure and s
equal to- Hhe capitalization rofe of pure equity stream of
uts class.

The overall cost of capital function ay hypotirvesis by
MM i showm below:

Ko KO

Cost of Capital (%)

0 D/V
Financial Béverage



Figuwre : 10

The cost of capital wnder MM proposition |

Sunce tie values of Hre levered and wnlesered furms
and the expected net operating uncome(NOI) donot change
witiv funancial leverage, the WACC wowlde also- not change
witiv funancial leverage. Hence, MMy proposition | also
umplies that the WACC for two- udentfical furmy, one levered
oande anotiver wdevered, wll be equal to- Hhe opportunity
cost of caputal ay o raswdt; the financial leverage hagy no-
effect on shharelolder's wealt

Proposition ll

MM’y proposition Il states that financial leverage
affects shareholdery return (EPS and ROE). EPS and ROE
nerease withv leverage wiven the inferest rate s lessy than
the fumly return on assets: Funancial leverage also
nereases shoareholdersy financial risk by amplifying the
variabity of EPS and ROE. Thws, Funancial risk causes
two- opposing effects: It wnerveases the shaveolder'y retwrn
buwt It also nereases thewr funancial ruk. Shareholoery
will  Unerease the requived rafe of refwrn on ther
wwestment to- compersate for the flinancel risk: The
higher the financial ruk, the higher the shareholoery
requareds rafe of retwrn or the cost of equity.

from the definition of average cost of capitol.

B SO
= —_ —_
Ko Ke X B1S Ka B1S
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K& = Ko— + (Ko— “Kob) B/S

The above equation shows that financial ruk
premuinme of o levered furm  equal fo- debpt equity rotio
D/E tumes the spread between Hre covustont opportunity
cost of capital and Hie cost of debt (Ks — Ka). The reguived
refurne on equity B posutvely related to- funancioal leverage,
becowse the funanciol rk of shareholdery uncreases witiv
funanciol leverage. The cost of equity (Ke) B o linear
funetion of funanciol leverage, D/E U iy notewortvy that
the functional relattovshup guwen uv equoation Il o valid
urrespectve of any partiendar valuation Hweory. For
example MM assmmes, the leveraged furmlsy opportunity cost
of coapual (K,) fo- be comstont wihile according to- thre
traditlonal view- ko depends on funancial leverage.

The cost of equity wnder MM proposition Il Ly shown
below:

Cost of Capital (%)
’
- s
X X
(@] (]

DIV

O

Leverage (D/S)

Figure No: 11

Cost of equity wnder MM proposition I
The above flgure sy indicates that He leveraged furms
opportunity cost of capital wldl not rue even f very
excessive wse of funancial leverage (s made. The excessive
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wse of debt ncereases the ruk of defoudt: Hence, n
proctice, the cost of debt, (Ka), will bnerease withv high
level of funancial leverage. MM argues that wiren Ka
wnereoses, Ke will neresse ot a decreosing rate and may
ever turn down eventually. The reason for this behavior
of Ke w that debt holdery, wn the extreme levered
situations, oww the furmly assets and bear some of the furmy
business risk. Ay soon as He margunal rote of Unferest cuts
the cost of capital, Ko will staurt decling soon.

2.4. Leverage

The term leverage refery to- e wse of that sowrce of
funds v Hhe business wivch hay to- pay fixed drarges and
wrespective to- the earningy of furm "The Leverage foctor s
the ratio- of the book value of total dept (B) to- total assets
(TA) v book valune terminology or the market value of
debt (B) to- the total value(V) of te furm un market value
terminology' 12

There are two types of leverage: Funancial leverage
andl operating leaerage.

Operating Leverage

It refers to- the way the furnly assets are funanced! ond
W associofed. witiv financlal activities. It b a woay of
maxinmizing the business risk of a company and caunses o
change v saley volme to- hase o magnified effect on EBIT.
I+ s associated withv bwwestment actvities

12 \Westom. J Freds Copeland, Thomas E. "managerial Finance" The Dryden press international, 9t Ed.
P.575..
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Funancial Leverage

The debt s risky ay well ay more adiantageons v tire
context of earnings. The wse of debt and preferred stock
financing provide the income adwvantoges over the common
stock,  financing  of the fum wnder Hie fovowrable
condition and Hwey weresse ruk toon The wuntferest and
principol paymentsy are to- be pald go b & risky un Hie
views pont of He shareholders. i+ iy He change i the
sihvareoldery refurn comsed by the change un tive profits:

2.5. Review of Related Studies
Review of Thesis

Mrs:  Deepa Adhikare (Adiikori, Deepa, "A
Compoarative study on capital structure of Joint Venture
Banks v Nepal'. Stonmdard Clhortered Bank Limited,
Everest Bank Lumited and Humalayon Bank Lumited
Unpublished Master's Thesis, T.U. Biuratnagar, 2007)

The basic objectives of tihe study are to- evoluate tire
positlon of capital structure management of Huee JVIBS to-
exomine the relatiovsivgpe between tofal debt & owner's
‘capital and to- show the relatlovsiip between refurn on
shareolder's equity and E PS.

The study hay conclunded Hre following poiunts 'as:
a A capial structure of any ovgandizationsy Uy affected
by different types of emvironument e as

management ottitude, shoreoloers. expectation and
SOCLO—economie condiflon of the country regarding
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this bank, Top level management playy a vital role to-

SCBL and EBL have wsed short-term debt largely
where asy HBL has wsed botiv short-term and long
term oept:

The dividend payout ratio of all the sampled banks
W not comstont the EBL hasy not paid tHre diatdend
earler Hwee yeary yet: Whereas the SCBL has pald
withv portlow of earningy as dividend refaining less
eorningy.

The oaverage eorving per share of banks v not seen
sotisfactory except SCBL. The SCBL has the highest
average EPS  witiv wore comsistency and  lessy
Auctuation

The expenditunre trend of the banks B nereasing

Mrs: Swaftn Garagain (Guragoin, Swjatn, '"copital

structure of commercial Banks' Nepal SBL, Luxmi Bank
Limited and Everest Bank Umited wnpublished Master's
Thesws, TU Buatnagar, 2008.)

The main objectives of He study are to- evaluate debt

servicing capacity of Hhe sampled banks, to- examine long
capitol adeqguacy/ sufflciency ratio of these boanks.

The study hay conclunded Hre following points as
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o. NSBL and Lugmi Bank Ltd. botiv had borrowed from
the local and foreign nstitutions. The trend of total
borrowing for botiv bank W fluctuating morve. EBL
hade borrowed from outide ondly n fical year
2061/62.

b The deposit tremd of NSBL, LBL and EBL seem to- be
wereasing over the last fuve years.

¢ The total lablities of NSBL, LBL and EBL seem to- be
wnereasing over the yeoars: LBL o un uncreasing trend
wplte of being a new bonk.

o The shore capital of NSBL and Luxmi Bank Lt s
nereasing each year. However the frend of increasing
of NSBL W expectedly highh v 2062/63 Where ay
LBL'y trend i very highv un Hhe fiscol yeor 2060/ 61.
The share capifal of EBL remaing ot 45 Bllion for 3
consecintnve yeorsy:

Mrs:  Bibeka Sharma (Sharma, Bipeka "Capital
Structure of commercial Banks of Nepal'. Bank of
Kathuwmanduw and Himalayon Bonk Limited, Unpublished
Moster's Thesis, TU Bluratnagor, 2008.)

The primary objectives of the study arve fo- analyze
the capital strueture of sampled bank v Nepal, to-
evaluate the role of capual structure on the growtiv of the
commerciod bonksy and to- analyze the relationship of
capitol structure witiv varlables suchv as earning per share
dividend per share and net wortiv.

The study hay also- conclunded the following pounty as:
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a: BOKL has 0.09% of average Long term debt to- total
debt ratio, wivelh indicates that abowt 99.9% of tihe
Whereay HBL lhas tive average rotio of 1.15%.

b: HBL seems to- have the highest refuwrn of 1.16% in
comparison of 1.02% of BOKL n terms of refurn ow

¢ Ay BOKL has the average ratio- of 1% and HBL has
oaverage of 18%. It concludes that two banks dont
hawe adequote rotlo- of Long term odebt fo- capitol
employed and among the two v average HBL has
employed more of Hhe Long term debt v the capital
than BOKL.

. Dept fo- total Assety rotio express the relationsiip
between credifory fund and total assets: The odebpt
rofio- or debpt to- totol assets roatio- of BOKL and HBL
copital are negligible.
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CHAPTER - 3

RESEARCH METHODOLOGY

The term 'Researciv Methodology' s composed of two-
words, 'Researcht and Methodology'. Sumply, researcin
refers bwestigation or careful study or systematic and
objective attempt, especially v order to- discover new facts
or unformafion: ln otiher hand, a setf of methods wsed v a
portiendar area of activity v known ay metivods wsed unv a
porticndar area of actvity U kinown as metirodology.

The researciv, U generotes new knowledge, wive can
be wsed for different purposes v other words I+ i a
systematized effect to- gain new knowledge furthvermore, the
researcihe b wsed too buidld o Hweory, dewvelop policies,
support deciston-making and solve proplems. Witiv the
operuing of new- frontiery of knowledge tHuwouglv researcin,
new- concepts and Hreories are developed to- explain, verify
and. anolyze Hre social phenomena'rs

Methodology s the method of researciv used to- test the
hypotivesis: It refers to- the systematic methvodl consisting of
and analyzing the facts to- reaci the certain conclusion.

"Researche v a systematic and organdized effort fo-
uwestigate a specific proplem that needsy a solution. Thisy
process of uwestigation bwolvey a series of well tHhought
owt actwitiesy of gatherung recording analyzing and
unferpreting the data witiv the purpose of funding answers

13 Wolf H.KI. & Pant P.R. (2000), "A Hand Book for social Science Research & Thesis writing" Buddha
Academic Enterprises Pvt. Ltd. Nepal. P. 204..
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to- the problem. Thuws the entire process by wivch we
ottempt to- solve proplews  called researci/'+4

Therefore, researciv methvodology v a way solve
the reseorciv witiv systemue rules, methvools or working
systeme wiwere researchv conv be wndertoken for two-
AMfferent purposes. The fust pwrpose w too solve o
cnrrently existing problem v Hie work setting and Hre
seconde purpose un fo- generate o new knowledge i a
porticnlor avea to- develop o base of knowledge wpon
witich theory can be hbuilt:

Hence, "Researciv Methodology refery too the
variows sequential steps to- be adopted by o researce wv
studying a proplem witiv certaimn object bn view'*s

3.1 Researcih Design

The researcih design provides the framework to- tie
stwdy wivichh 5 also the outline of a plan to- test the
hypothesis: It conceptualizes the structune of researchv and
refery to- the entire process of planning and carrying a
reseorciv study.  The  researchv  design containsy  wiat
approociv shouwld be taken, what methodsy will be wsed,
what strategles wil be the wmost effective? This odesign
wncludes  hypothesis  formudation, daeta collection and
generolizotion of reseorciv

"Researciv design by the plan, structure and. strateqy of
wwestigations conceined so- as to- optodim amswery to- researciv

4 1bid, P. 203.

15 Kothari C.R. 3™ revised Ed. 1999 "Quantities Technique" Vikash Publishing House (P) Ltd. India P. 19
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guestiony and to- confrol variance!*e The researcie design
in the strategy for conducting researciv. It deseribes tie
general  framework  for colecting  analyzing and
evolunating datoe after Wentfifying (U) What Hhe researciier
wanty to- know,, and () What hay to- be dealt withv in
ovder to- optain requived information.*7

The researcih design has bosically two purposes: He
furst one  to- provide avswery to- reseorciv guestions and
the secondl one w to- contfrol vartance. There are many
types of researchv designe suehv as conwentional researciv
Hutorical researchv cose  study  researcih, odescriptive
researciv, Development researciv action researciv efe

The researciv stndy 5 considered to- analyze the
copitol structure of thwee jount venture banks: Under Hiuy,
the hstorical researciv designe w applied becawse historieal
researci design s concerned witiv past Phenomena: It s a
process  of  collecting,  evaluating,  verdfying and
synthesizing post evidence systematically and objectvely
reaciv a conclumsion The caputal strncture management of
jount venture banks s also- concerned witiv past evidence.
Therefore, the study has adopted the past financial
stotements of last five years: Such asy Balance Sheet and
Profit & Loy A/C. In conclusion, researciv design iy made

as compination of tooly too measure the posiflon of capifal
strvcture v the compony.

3.2 Doate Collectton Procedure

6 1bid P. 56
7 1bid P. 209
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There are two types of doaton collection procedunre:
primary dofo and secondary dota. Almost secondary dato
have been wtlized wnder Hus study suwchh ay annunal
reporty of sampled banks Hurouglv related websites. Most of
the doto have been processed and, ntferprefed as per the
need of thiy study.

3.2.1Natwre and Sowrcesy of Doto

The dota s mainly conducted on the basisy of
secondary dato. The financlal statementsy of balance siheet
ondl profit & Loss A/C hoave been collected from the
published onwnumal reporty of S yeary perwd thuough
related websites: Other supplementory date are collected
from a number of Wutututlons and reguloetion awntivorities
suchv as Nepal Rastriya Bank, Nepal Stock Exchange
Lumited, Secwrity Excirange boowro efe.

3.2.2The Popwlation and Sample

Popwlation s the aggregote of objects, anumote or
nanimate uwnder study v any stotistical westigation. It
W also- a growp of unditduals: Thais study v related witiv
the capifal structure management of jont venture banks.
Presently there are 28 commercial banks functioning un
variousy porty of Nepal, wihicdh U called the size of
population. Some of Hwese population are ay follows:

1. Nepal Bank Limited
2. Nabil Bank Limited

3.  Nepal lnwestment Bank Lumited
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4.  Humalayan Bank Limited

5. Nepal Bangladesi Bank Limited
6.  Nepal SBI Bank Limited

7.  Everest Bank Lunitfed

8.  Bank of Kathmandw Limited

9. Nepal Credit & Commerce Bank
10. Lumbini Bank Lunited

Sample s a part chosen from Hre popuwlation sample
refery the 'part of the wivole! wiiichh helps to- researcher to-
sample. Out of 28 commercial banksy 3 leading private
banksy: Nabil Bank Lumited, Nepal [(nwvestment Bank
Lumited and Bank of Kathwwmandw Lumited are covsioered
as somples to- carry ouwt His thesis

3.3 Tooly of Analysis

For the purpose of dato analysis, voriows financial &
stotustical tooly have been used to- achieve the objectives of
the study. The help of el financlal statements con
evoluote copital strncture management of Hhuree JVBy using
financial & statistical tools and techniques.

3.3.1 Flnaneiral Tooly

Funanciol toolsy are wsed to- asses funancial strengtivg
onod weakiness of He furm by establisihing and tlentifyung
thangesy among different flgures of the furancial
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statemendts. In otiver word, these tooly help to- establisiv Hive
nmumerical  rdlatlonshup between  the  two relevant
accouwnting flgures derived from Hre funancial stotements/
reporty uv the form of guotient; proportlovw or percentoages
onde bosed on Hrot, an assessment v made about the
copital structure management of He sampled banks.

The uwportant funancial toolsy are Ratio- Analysis,
Leverage or Capifal Structure ratfios, and Profitoblity
rotilos.

3.3.1.1 Roatio Analysis

A analysis of funancial stotements withv the help of
ratio- & termed ay rotio analysiy: The ratlo- i the
messurement of quanttfotwe relatlonsiup between
two- or more Uems of funancial statement connecteod
witiv each othver. In otiver word, ratio- analysisy  a
tool of obtainung different relatlonsiip  between
velue, Therefore "A Ratflo- analyss o expression of
the quantuative relotiovshup between two- nuwmbery'.

18

3.3.1.2 Leverage or Capitel Structwre Ratioy

The bank finances Uy assets witiv ownershup and
credifor-shuip fund. So, a proper balance should be
maintained between ownership and  creditor-shvip
fund  from botiv risk and refwrn point of views
Leverage rotio- shhows the degree or extent of debt
oanvailed by Hie organization/bank and Uy capacity to

18 Muna Karmi S.P. , (2002), "Management Accounting" Buddha Academic Publisher & Distributors (P)
Ltd. 15t Ed. P. 462
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serve such debt credit worthuness and e financial
risk of the banksy can be judged witiv Hie help of
these ratioy. The following ratloy are computed un
Hls growp:

ac Debt-Equity Rotio

I+ the ratio- of total debt to- total assets: I+ generally
ndicates Hre relatwe  proportlons  of capifal
contributed by creditory and. ownery to- finance the
assety of the furm/bank the ratio- of debt to- equity
vorey according to- the nature of He business and
volatlity of cashv flows: Basically, creditory prefer o
low—-debt equity ratio- so- ay to- lhawve greater protection
of their interest: Whereas owners prefer higher rotio
withv a desire to- inerease earnings per shave. The debt
equity rofio- com e calenlated ay:

. . Long Term debt Total Debt
Dept Equity Ratio = i

Shareholder’s Equity Shareholder’s Equity

Where,

Long term Debt = Credifor-shup fund /Fixed Deposits
Shawrelolder's equity = Net worth

Total Dept = Long term debt + Current Uabilities
Interprefation:

Higher ratfio- s not preferaiple for a company. The
Lower ratio by munch preferable.

b. Debt to- Total Capital Rotio-
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The rotlo includes the relatlonship between long-
torm debt and total capital and shows the degree of
relatlonn andl protection of total capiufal employed
against long term or total debt: This ratio relates
ouhside lUabilities not merely to the shareholders
funde but to- the total capitalization of Hre furm also-
It s o test of long term solvency of a furm. The
formuda of dept to- total capital ratio- iy written ay

Delt to- fotal, ol rotio = Longdebt  __Total Debt

Permarent Capital Total Capital

Wiere,

Permanent  Capital/ Copital Employed
Shaveholder's funo

+ Long term debt:
Interprefotion

Higher ratio- iy not favowrabple for a company. The
lower ratio- i muciv favouraiple.

. Interest Coverage Rotio

It s also- termed as tumes wterest Eavrned rotios It
judges tHre abllity of the fuw/y ncome to- pay Uy
between. lncome before nterest anod Taxesy (EBIT) and
Interest Expenses. It i computed as

. _ Earing Before Interest & Taxes
Interest Coverage ratio =

Interst Expenses

Wihere,

EBIT=Profut after tow +interest tax + Intferest Expenses
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Interprefation

Higher ratio shhows tHhat a furm con poy Uy anmununal

3.3.1.3 Profuabuity rofio

Profitobplity » an ndicator to- judge the operating
efficiency of o furm. Profulability rotlo- measires the
earningy of the furm generated from sales and
vwestments for o certain period of tume. The banks
sihouddl earw profuty to- survive and grow- over the long
periodl of tume but wot at the cost of employees,
cwstomers and soclety. Hence It helps te banks to-
meosure Uy funanciol stotws correctly. Thus ratio- also
containg the following rotios

a. Refuwrn on Total Assets

This rotio- shows the relationshdip of net profit and
total assets: It s to- determine how efficlently Hie total
ossety hare been wsed by the banks and measre tihe
rofe of retmrn earned by e banks as a wirole for the
ol Uy wwestory ofter unferest and taxes. I+ w
colewlated ay:

Net Profit after tax+Interest
Total Assets

Retwrn on totol Assets =

Interprefoation

Highher ratio- indicates the higher return on assets or
on amount contriputed by wwestory onw account of
efflclent management of assets or capital. So, Higher
rafio- i fovourable.
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b: Return on net assety or caputal employed

This rotio expresses the relatlonsiip between net
profut after toax and capital employed. It also
ndicates the efficitency of fund supplied by creditors
ool ownery. It v computed ay.

Net Profit after tax+Interest

Refurn on Capitol Employed =

Net Assets or Capiral Employed

Interprefation

Higher rotioo implies better refurn on permanent

¢ Retwrn on Shareholder's fund (ROA)

Thiy ratloo measures the relatiovship between net
profut after interest and taxes and sharelholoer's funo
The objective of computing Hus ratio- W to- determine
how- efflciently the funds supplied by sharelholdersy
hare been wsed. It iy computed ay

Net Profit after tax
Total Shareholders Fund

Refurn on Shareholders fund =
Interprefotion

Higher roatio- reflects the wore profuability
enjoyed by the shareolder, wiereas poor or
Lower rotio reflects reverse sitnatiov

. Earning per Share (EPS)
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EPS s anotiver measunre widely wsed to- judge earning
potentiality of the common shareoloer's Lwestment
v the furm or a per share basis Ity computed ay

Net Profit after tax — Perference dividend

EPS =

No.of Common Shares
Interprefation
Higher the ratio, better the performance of tire flrm.
e. Dividend Per Share (DPS)

The amount of earningy distriputed and paid as casin
as Dividend per share. It iy calewlated ay

Dividend paid on eqity Shareholders
DPS =

No.of Equity Shares

Interprefotion

Higher thhe ratio, greater tHie ottraction fowards the
Firm from the pait of Uwestors.

3.3.1.4 Leverage Analysis

The degree of financiol leerage ay a port of leverage
onolysiy also- reflectsy the leverage of the fum as
simidar ay above ratioy. DFL Wy Hhe percentage cihhange
i earningy axvailable to- common stock holder (EPS)
associated withy o partuenlar percentoge change un
EBIT. This (s a relationship between EBIT and EBT.
Under Huy study, the following relationship will be
useol:
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% Change in EPS _ EBIT _  EBIT

DFL = = =
% Change in EBIT EBT EBIT-1

Interprefotion

The higher vratlo of DFL wilicates the higher
funancial rsk as well as higher fuced charges of the
company andl viee—versa.

3.3.1.5 Capiuel Structwre Analysis

Variowsy approacires suwele ay TM, NI, NOI, MM have

been developed wnder the relevancy of capiutal
structure fo- evalunate te value of furm and cost of
capital. AW of these approoches are based on Hre
market value. There are some complexity wuv
traditional Approocihv and MM Approociv. Thuwsy net
ncome andk net operoting ncome approacihes are
wseok v this study. It Ly computed ay

Value of the furm (V)=Value of debt (B) + Value of
Equity (S)

Overall Fof ol (Ko) = EBIT (NOI)

\%

Equity Capitalization rate (Ke) = =

I
S
Wivere,

Net lncome = EBIT — Intferest

3.3.2Stetustical Tooly

The statstical toolsy play a vital role to- evaluate Hie
positlon of capital structure of Hhe flrm and to- meet the
objectives of He study. I+ helps a funancial Manager to-
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observe the posiflon of capiutal structure that what'y
happening un the fum: Thuws, the statutical toolsy can be
wsed as supporting tooly for financial analysis: Under His
wsed to- analyze the caputal strueture of thwee jont venture
banks.

a. Artthwnetie Mean

Arithumetic Mean s tHre set of all the observations
divided, by the number of observation: It iy also kinown
as Hre arthumetic average. It vy calewndated. ay.

Arithumetic Mean (%) = 25
Where,
Ex = Value of the observation
N = No: of observations.
X = Mean or Average

b: Standord Deviation

Standard Deviation v the positwe sguare root of the
meon of the square of the deviationy foken from the
ortthumetic mean. It B o sfottical measwre of tie
variabity of a set of observations. The square root of
the variance of the rofes of retwrn  called the
standarvd:  deviation of the rates of retwrn It W
computed as.

T
Z Pt[r,-R]2 Ex?
Standarod Deviation (O) = tﬂf = =- (=

Interprefotion
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The wwmaller the standard deviation, the lower the
ruskness of Hhe stock and Vice-verso.

. Correlation Coefficient:

Covrection cotfficient ¥ alsoo o measmre of the
reloaflovushuip  between two  assefs: I+ helpsy
determining tre extent fo- wirlch the two- assets are
correlated but does not tell uy about cause and effect
relaflovsivip: Ity valuey are Limited between: The
range of +1 and -1. It iy denoted by 'vr' and computed
oy

Interpretotion

“ When r W +1, There W perfect positve
correlation between e variables.

w When r -1, there W perfect negative
correlation between the variables.

Ul When r iy zero, there (8 no- corirelatlon between
the voriables.

Correlati oefficient (r) :( NZXY- ZX.Zy

JNEx2-(Zx)2) (VNIYZ-(ZY)?)
. Coeffueient of Variwation (C.V.)

The coefficient of dupersion bosed on  ytondayod
deviation wudtipled by 100 & known as the
coeffleient of variation (CV.). If w be the arithumetic
meanw and: O. The sfondard deviation of tHre
Aistribution, Hhen the CV. s defined by:

C\V. = )—i % 100
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Interprefation

Less He CV, More will be the uwniformity, Consistency
efee More the CV, less will be Hie wniformity,

covusistency efe
3.4 Trend Analysis

Trend v the general tendency of the time data to-
werease ov decrease or stognate duwring o long period of
tooly to- evalunate the movement of financiol variabples over
o perwodh of tume. Varwowy dato related to- capital structure
howve been analysed here un ferms of time series to- show-
the trend percentage of Net worthh, totol deposits, total
wwestment and net profit after tax. The followwnyg formuda
comv be wsed to- compute e Indew percentoge of trend
anadysis.

_Index Yealy amount

Trend (Indeyw) percentage = X 100%

Base Year's amount
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CHAPTER - 4

DATA PRESENTATION AND ANALYSIS

Dotfo presentfotion and analysis s an mportont
aspecty too evaluate and analyze Hre capifal structunre
management of twee Joint venture banks. This chapter
hay been prepored to- provide actual and practical
nformation of the sampled banks and v termy of thiy
chapter, conclusion and recommendation can be drawn
easily.

Furthvermore, variowsy financial voriabley hove been
presenteds v numerweal form fo- ackhueve the funancial
decisions. Sumildarly, rotio anolysis, leverage anolysis
capitol structure, analyss, arithumetic mean, standaro
devtation, co-relation coefficient efe: have been employed
fo- analyze Hre position of caputal structre management of
Hwee NBS as o main tool.

The comparative stundy on capufal strncture management of
thuree. JVBS can be persecunted, analyzed and interpreted

4.1 Profunbuity Ratio Analysis

Profuablity 5 net reswdt of a large nwmber of
policies and decisions. It gwes funal avswer about how
effectively Hhe furm s being managed. Management alone
U not nterested wv Hhe profuablity of the furm but the
credifory andh owners are equally wnterested. Credifory
wont to- get wnterest os retrn of principal  wiwereas
owner/lnwvestory want to- get a reasonaiple return on their
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westment: The profitability ratio of NABIL, NIBL and
BOKL U presented using following tools.

4.1.1 Earring per Share

Earning per share un oo widely wsed rafio- un assessing
He profulabhbility of a furm from fhe ownersy point of
view: [ other words: I+ measure Hie percentage of
profut availdaple to- tive equity holdery on a per share
bosis. It alsor ndicates wwestor'sy  judgment  or
expectation about Hie furmly performance EPS (s Hre
signal of financial strengtiv and weakness of the
saompled banks. It i calendated by dividing total
earningy ovaidaple to- common stock holders by
nmper of common shhares outfstonoing.

The following table shhows the EPS of NABIL, NIBL
andl BOKL.

Table No: 1
Eornings Per Share (Rscv
Milliow)
Baﬁear 2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | Mean | S.D. | C.V.
NABIL | 105.79 | 129.21 | 137.08 | 108.31 | 106.76 | 117.43 | 13.2 | 11.16
NIBL | 3950 | 59.35 | 6257 | 57.87 | 38.00 | 51.46 | 10.50 | 20.40
BOKL | 30.10 | 4367 | 4350 | 59.94 | 54.68 | 46.38 | 10.33 | 22.27

Sowrce; Annunal Report of NABIL, NIBL & BOKL

The above table revealy that the EPS of NABIL hay
ranged from Ry 105.79 to- Ry 137.08. The nature of
ratio- & fluctuated He EPS of the furst Hivuree yeors wos
wnereased and decreased then after +UL 2007/08
oagoin, ncreaseds unv 2008/09 due  to unerease v
total earningy. The average EPS of NABIL'y Ry 11743
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and, S.D. g 13.10. The CV. of this bank s 11.16%
which ndicates thoat there o low fluctuation un
tHie EPS over Hhe period of the study NABIL has Hie
highest average EPS among the sampled banks wnoer
the stuoy.

NIBL has an average EPS of Ry 51.46 rangng from
Ry 38 too Ry 62.57. The bank hay been able to-
maintodin Ity average EPS for Hhe furst huree yearsy but
after that it has flnctuated ity EPS. The S.D. is 10.50
ande CV. W 2040 Whidh wndicates wmaderate

Auctuation un Hre EPS.

BOKL hay an average EPS of Ry 46.38 rangng
between Ry 30.10 and Ry 59.94. The highest EPS of
BOKL s Ry 59.94 Un FY. 2007/08. Whichv s Hre
lowest EPS among tire selected banks. Thisy EPS o not
be satusfoctory. There b a high fluctwation of 22.27%
w He EPS of BOKL over tire periodh

From the above analysis, NABIL hasy the highest EPS
among the selected banks wivere as BOKL hasy Hre
lowest EPS. It can be seen that NABIL 5 able to-
generote more eorningy witiv best performance and
also wtilizes ity funds propovtionately. So, NABIL s
strong v stock market than NIBL anol BOKL.

4.1.2 Dinvidend Per Share (DPS)

Astributed to- He shareholdery as return on their
vwestment DPS i the casiv dintdend paid on equity
/ commow sharves on a per shore basis. Higher DPS
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ottracty oo lorge nwmber of potential buwestory un Hae
fum I+ & calendated by dinviding total amouwnt of

DPS of NABIL, NIBL and BOKL lhasy been tabpulated
below~

Table No- 2

Dividend Per Share (Ry.in Million)

Year
Bank 2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | Mean | S.D. C.V.
an
NABIL 70 85 140 100 85 96 23.96 | 24.96
NIBL 12.50 54.46 30 40.83 27.56 | 19.45 | 70.57
BOKL 15 18 20 40 47.37 | 28.07 | 13.06 | 46.53

Sowwrce: Annual Report of NABIL, NIBL & BOKL

The above fable shows Hhat DPS of NABIL has ranged
between Ry 70 and Ry 140. The average DPS of
NABIL s Ry 96 whicih s the highest DPS among the
selectedk bonks. The CV  24.96%. So, there iy a
moderate fluctuation. It iy paying Dvtdend between
Hian NIBL and BOKL.

DPS of NIBL s moderate not so- higher. 1ty DPS
rangung from Ry 12.50 to- Ry 54.46 over fwe years
peritod. The average DPS of NIBL »w Ry 28.07 and
S.D. W 19.45. It & comparatively lower than BOKL
also: There i a higher fluctuation i DPS of NIBL.

DPS of BOKL W wwreasing every yeor. Ity DPS »
rongung from Ry 15 fo- Ry 47.37. Ity anerage DPS
Ry: 22.07 Whichh g the lowest DPS among the
selected panks. The CV. W 46.53% that s lessy
ottractive o NABIL becaunse NABIL hay Less CV.
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From Hre above analysis, I+ s seen Hat NABIL w the
most ottractive among these sampled banks uv termys
of casiv Dwidend and shareholder's poiunt of view
becamse NABIL v paying mere dinidend every year to-
Uy sharelolders Hian NIBL and BOKL.

4.1.3 Retwrn on Total Assets (ROA)

Retwrnn  the net profut after tox and fotol assets v

Refurn on Total Assets roaflo by examined fo- measmre
bonks. I+ w very umportant for effective  assetfy
management also: The ROA of Huee joint venture
Banks s presented below:

Table No: 3
Refurn o Total Assets (Rs:nv
M )
Year

Bank 2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | Mean | S.D. | C.V.

an
NABIL 3.05 2.84 2.47 2.01 2.35 2.54 | 0.37 | 14.57
NIBL 1.44 1.64 1.82 1.79 1.70 1.68 | 0.14 | 8.33
BOKL 1.41 1.65 1.80 2.04 2.25 1.83 | 0.29 | 15.85

Sowrce: Annunal Report of NABIL, NIBL & BOKL

The above table examinesy thot wnet profit ow total
ossety rotio- of NABIL gquite better than other two
banks wv spite of fluctuating refurn over the years:
The mean ratio- of ROA of NABIL s Ry 2.54 wiic s
e uighest one.
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The mean ratio- of ROA of NIBL s Ry 1.68 which s
the lowest net profut among tHie sampled banks: The
C.V. of NIBL W lessy Hhaw otirery F shhows that there gy
more undform net profut over the yeary.

The net profit has been ncreasing over the yeors un
BOKL. sy net profif iy rangung between Ry 1.41 and
Ry 2.25. It ranks on second posifion among the
samypled banks.

From the above analysis, b U ntferprefed that He
NABIL has shown better performance than NIBL and

BOKL. So, NABIL » relatively efficient unv wtdizing
overoll resouwrces.

4.1.4 Retwrn on Shareholder's fund (ROE)

This ratio- s & measure of profitability of the furm in
respect of the wtdzation of total shareholder's fund.
The shareholder's fund w the swm of equity share
capital and reserve & surplug It also- encourages the
wwestory for buying the shaaresy of tivat furm

The ROE of NABIL, NIBL and BOKL » tabuwlated
bhelow

Table No: 4

Refurn on Sharveholder's Fund (Ryun

MU )
Year

Bank 2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | Mean | S.D. | C.V.
an

NABIL 31.38 33.88 32.76 30.63 3294 | 3232 | 1.16 | 3.59
NIBL 19.67 24.77 26.68 25.93 23.05 | 24.02 | 250 | 10.41
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BOKL 19.36 24.11 26.72 26.94 26.51 |24.73 | 2.87 | 11.61

Sowrce: Annunal Report of NABIL, NIBL & BOKL

The above fable revealy that ROE of NABIL has
ranged between Ry 30.63 and 33.88. The mean
ROE & Ry 32.32 and CV. ¥ very low U meany
NABIL has been able too wtdize Uy shareholder's
equity properly.

The ROE of NIBL s Ry ranging from Ry 19.67 to- Ry
26.68. The mean ROE Ry 24.02 and CV. iy higher
tHhan NABIL U means NIBL'S roatio- iy fluctuating over
the years. So- i hay a moderate performance.

BOKL (s not performing better Han NIBL. 1ty ROE &
rongung from Ry 19.36 to- R. 26.94. The mean ROE
of Ry 24.73 5 higher tHian NIBL but lower than
NABIL. The CV W also- greater thoan NIBL but lower
than NABIL. So, BOKL also- has ao moderate financial
performance un terms of ROE.

Thuws, the ROE wwv case of NABIL & favowrable for e
stock,  holdery becaunse. It represents the  sound
management and  efficient wmoblization of tHre
owner'y equity.

4.1.5 Intferest Coverage Rotio

The rotfio of EBIT and [ntferest Expenses measmres tire
apillity of the fum too meet Uy annual nterest
poyments to- Uy debt holdery. It i also- kinowwn ay
Tumes Inferest Earneod Ratio:

Toable No- 5
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Interest Coverage Ratio (v %)

Year
B 2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | Mean | S.D. | C.V.

an
NABIL | 411.16 | 351.43 | 279.06 | 243.58 | 228.21 | 302.69 | 68.91 | 22.77
NIBL 194.11 | 202.84 | 205.52 | 202.80 | 176.85 | 196.42 | 10.52 | 5.36
BOKL | 193.94 | 207.52 | 224.34 | 239.07 | 229.18 | 218.81 | 16.09 | 7.35
Sowrce: Appendix - |

The above table revealy that ICR of NABIL » v
decreasing trend. Ity ICR ranges between 411.16% to-
228.21%. The maximum ICR of the bank sy 411.16%
v fucal year 2004/05. Whereas the minimum ICR
s 228.21% Un FY 2008/09. The bank has been able
to- poy Uy annumal interest ow tume. The CV of NABIL
W 22.77% wiich reflecty the bank hasy comparatively
strong power of wterest payment

Similarly, Hhe ICR of NIBL is fluctuating every year.
The bank v comparotively weak to- maintain abpove
Uy average ICR n four year besides 2006/07 A.D.
The CV of NIBL s 5.36% Which reflects He lowest
bounks.

Likewise, the ICR of BOKL s inereasing HUL first founr
years but decreasing un 2008/09. The average ICR of
tHe bank G 229.18% widchh hasy beenn well
mainfoined unv last 3 yeary. The CV of the bank Uy
7.35% wiuwcihv s better than NIBL but worse than
NABIL.

From Hre above analysis, It represents the average ICR
of NABIL W the highest e 302.69% and that of NIBL
s the lowest Lee 196.42% ICR showy tihe abllity of
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unterest poyment of the bank: Therefore, the NABIL

hos certaindy tie abUlity to- offer assired poyment of
unferest fo- e creditors.

4.1.6. Debt-Equity Ratio

The Debt-Equity Ratio showsy the relatlonsivip
between total debtsy. Le. Long term Debt as fixed
deposity pluns current Uabillities and shoreoloer's
fund. It 5 also- kinown asy External-lnternal Equity
Ratio: The debt-equity Ratio- of Huee JVBy can be
presenteds in Hhe following table.

Table No- 6

Debt-Equity Ratio (in %)

Bank

Year
2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 Mean S.D. C.V.

NABIL 929.43 | 1090.94 | 1244.88 | 1423.58 | 1301.41 | 1194.05 | 170.77 | 14.30

NIBL 1261.12 | 1406.96 | 1369.07 | 1346.83 | 1120.46 | 1300.89 | 102.13 | 7.85

BOKL 1272.00 | 1362.18 | 1383.75 | 1220.49 | 1076.86 | 1263.06 | 110.41 | 8.74

Sowrce: Appendix-Il

The above table ndicates that the D/E ratio of
NABIL ranges between 929.43% to 1423.58%.The
bonk (s able to- maintain Uy average ratio- v last 3
years bt fails wv flrst 2 years: The CV of He bank s
highest among the figure which shows that the risk
B Unereosing yearly.

The average D/E rafio- of NIBL s 1300.89% wiriciv
reveals the lowest among the sampled banks. There
Auctnation over the periods. It B unable too maintain
over Uy awvtrage roatlo v 2004/05 and 2008/09

67




respectively. After all, the bank hay the lowest risk
among the flgure due to- the lowest CV e 7.85%.

The D/E rotio of BOKL range s between 1076.86% to-
1220.49%The bank U able too mauntfain over uy
onverage rotlo- n the flurst 3 yeors but folly
2007/08 and 2008/09 respectively. There
moderate fluctuation in D/E Ratio- of BOKL. And Hie
CV of the bank s 8.74% wirichh s the second lowest
and indicates Less risk.

The above analysis shhows that botiv NIBL and BOKL
ore engaged n short term debt more but Hhe NABIL
has wsed the long term dept mucihv over the periods:
Thuwy, the D/E Ratio of NIBL s much preferaple.

4.1.7 Debtto-total Capital Ratio

I+ i wsed to- measure Hhe relative shvare of Hie debpt un
fotol caputal of tHhwee JIVBsy Furtivermore, thws rofio
shows Hhe relaflovshup between fotal debpt and
permanent coapifal inclunding current Wabities: The
following table caw present Debpt to- total capiutal
Ratio- of Sampled boanks.

Table No= 7

Debt to- Total Capital Ratio (in %)

Bank

Year
2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | Mean S.D. C.V.

NABIL 412.36 | 384.20 | 336.30 | 311.41 | 346.97 | 358.25 | 35.79 | 9.99

NIBL 317.18 | 269.91 | 252.21 | 309.79 | 288.74 | 287.57 | 34.22 | 8.42

BOKL 254.69 | 305.07 | 322.06 | 312.28 | 292.30 | 297.28 | 23.40 | 7.87

Sowrce: Appendix-lll
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The above table shows that the debt fo- fotal capifal
Ratio- of NABIL for the last 3 yeary 5 below the
onveroge and U indicates that the bankls leverage oy ot
safe level but the flrst and second year's D/TC Ratio
s v higher risk.

Sumidarly, the D/TC ratio of 2005/06 and. 2006/07
of NIBL s gquite safe becavse they are less than Uy
overage wihere asy Rest 3 yearsy D/TC ratio b not safe
due to- over wse of leverage. but the CV of NIBL U
8.42% witich indicates that It b the least risky than
sampled banks.

The D/TC Ratfio of BOKL un 2004/05 and 2008/09
W better Han remaining yeary due to- less average
raflo- but wv overall b U v the highest risk among
the figure.

From the above analysisy, U indicates that Hive NABIL
B more ruky v ferms of average D/TC Rafio and
NIBL s compoarotively less risky v ferms of CV Le.
8.42.

4.1.8 Retwrn on Net Assets or Copital Employed.

This rotto basically  expresses the  relatiovsiip
betweew Net profit after tow as return plns interest on
long term debt and capital employed. The ROCE
rafio- of 3 JVBy can be shown U tire following table:

Table No- 8

Retwrn onw Capitol Employed Ratio- (b
%)

Year | 2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | Mean S.D. C.v.
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NABIL

13.92

11.93

8.99

6.70

8.78

10.06

2.55

25.35

NIBL

4.95

4.75

4.92

5.96

5.35

5.19

4.34

83.62

BOKL

3.88

5.40

6.22

6.89

7.20

5.92

1.19

20.10

4.2

Sowrce: Appendiw~IV

The above table ndicates that the ROCE rotio- of
NABIL un 2004/05, 2005/06 & 2006/07 U more
than Uy average and e last 2 yeary rotioy are below-
Uy average. The CV of the bank gy 25.35% wicl
reveals the lowest risk also-

Simidarly tihe ROCE Rafio- of NIBL & un meliorate
Flnctwation trend the Huree year's ratioy are below Uy
onveroge of 5.70%. The highest ROCE ratio- v 5.96%
year. The CV of 83.62% of the NIBL ndicates Uy
dangerows performance.

The ROCE of BOKL s in ncreasing trend ones Hhe 5
yeary perlods. It W able too maintain Uy average ratio
w te st 3 yeary but faly wn 2004/05 and
2005/06. The refurn position Wy guite better un ferms
of Uy CV.

In conclwmsion, tHe NABIL U suwecessful bank
earning Uy highest profit but more risky thaw BOKL.
The NIBL » most risky withv less refurn also- among
the selected banks.

Capitol Structure Analysis
Capitol strncture s the proportion of debt, preferred

stocks ande equity v o company's balance sheet: Wihile
determining o copifal structure, o company tries fo
develop an optimal capifol structure wiichv maximizes
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the value of a fum and minumizes tihve overall cost of

capital.

Capitol structure can be analysed wnoer net uincome
approociv and net operating uwncome appronciv These
approoches hove been presented below:

4.2.1Net Income Approaciv

Table no- 9
Compoarative Positlon of Overall Capitolization Rate
winder NI Approaciv

(Rs: i Millionw)

NABIL NIBL BOKL
Fiscal Year | Overall Overall Overall
(in A.D.) cost of Valye of the cost of Valge of the cost of Valge of the
Capital Firm (V) Capital Firm (V) Capital Firm (V)
(Ko) (Ko) (Ko)
2004/05 5.87% 17064.08 4.28% 16063.54 4.74 9888.53
2005/06 5.62% 22329.97 4.67% 21330.14 5.21 12278.33
2006/07 5.69% 27253.39 5.11% 27590.84 5.22 14570.10
2007/08 4.98% 37132.76 5.18% 38873.31 5.63 17721.93
2008/09 6.00% 43867.40 5.55% 53739.44 6.30 20496.01
Mean (x) 5.63% 29529.52 4.96% 31519.45 5.42 14990.98
S.D. 0.35 9754.85 0.44 13460.67 0.52 3777.14
C.V. 0.06 0.33 0.09 0.43 0.10 0.25

Sowrce: Appendin-VI

The overall cost of capital (K) of NABIL ranges
between 4.98% to- 6%. The bonk hay wsed more debpt
W 2007/08 whichhv W preferable for ownery buwt
wnpreferable for creditors/ debenture holders: I+
Hhe least risky among the selected banks.

Sumidarly, the overall cost of capiufal (Ko, of NIBL has
been Uncreasing over He periods. It uindicates that e
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financial leverage has decreased periodically. I+ »
Less risky.

The overall cost of capifal (Ko) of BOKL hay also
been ncreasing periodically. The financial leverage
has decreased. more Hian NIBL. But U iy more risky
dune to- more C.V. ue: O0.10.

ln conclsion, ln terms of average K, and CV, NABIL
U much betHer but in terms of trend, BOKL s the
most suitaiple bonk here.

4.2.2. Net operating Income Approacih

Comporotive position of effect of Debt on Equity

Table No=10

Capifalization Rate under NOI Approaciv:

(Ry: i Mllion)

Fiscal NABIL NIBL BOKL
Year Equity Equity Equity
(in A.D.) Capitalization LTD Capitalization LTD Capitalization LTD
o Rate (Ke) Rate (Ke) Rate (Ke)
2004/05 45.72% 2078.54 28.27% 3512.27 31.49% 2878.87
2005/06 47.89% 3449.09 35.67% 5962.97 39.46% 2909.75
2006/07 48.37% 5435.19 38.52% 8316.69 42.95% 3237.17
2007/08 44.68% 8704.09 37.96% 8994.23 43.27% 3903.18
2008/09 47.27% 8610.71 29.43% 12683.38 41.77% 4674.62
Mean (x) 46.78% 5655.54 33.97% 7893.91 39.79% 3520.72
S.D. 1.38 2673.54 4.30 3074.27 4.36 684.60
C.V. 0.03 0.47 0.13 0.39 0.11 0.19
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The equity capitalization rate (Ko) of NABIL ranges
between 44.68% to- 48.37% the average Ke of te bank
& 46.78% thhe amount of debt n capifal structure
very over S yeoars.

The amount of debt v NIBL has been fluctuating
periodically. The CV of the bank s 0.13 wivc
moderate. The average Ke of tie bank s 33.97% that
s not met by 2004/05 and 2008/04.

The amount of debt un BOKL hay also been
Auctuating over tre period e Ry 2878.87, Ry
2909.75, Ry 3237.17, 3903.18 and Ry 4674.62.
The axverage Ke of the bank v varyung here.

IN conclusion, Hre anverage Ke of NABIL s satUsfoctory
among the selected banks becawse U has the hughest
onverage Ke and tHe lowest CV. However o change v
Hie amount of long term debt n the capital structurre
does not affect the value of flrmg and the overall cost
of capital

4.3 Leverage Analysis

Funancial leverage refery to- the furm/y wse of fixed
ncome secunrifies, such as dept and preferred stock and
funancial ruk  tHwe addiflonal ruk placed on the
common stoek holders. "A ratio- between He percentage of
thange on EBT and EBIT o known asy funancial
leverage!'t9. The degree of financial leverage s presented
below:

19 Dangol R.M. & Prajapati K.P. cit., p. 324

73



Table No- 11

Degree of Funancial Leverage (v Ratilo)

Bank

Year
2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | Mean S.D. C.V.

NABIL 1.32 1.40 1.56 1.70 1.78 155 0.17 | 0.1097

NIBL 2.06 1.97 1.95 1.97 2.30 2.05 0.13 | 0.0634

BOKL 2.06 1.93 1.80 1.72 1.77 1.86 0.12 | 0.0645

4.4.

Sowrce: Appendin-V

The DFL of NABIL ranges between 1.32 fo- 1.78 times:
The DFC of the bank v v uncreasing trend every
year witiv the lowest CV among the sampled banks Le.
0.10497.

The DFL of NIBL ranges betweew 1.95 to- 2.06 tumes
Uy average DFL v 2.05 wivchh v Hie highest among
them. The CV & moderate and Hre trend o wun
Auctuation

Then the average DFL of BOKL s 1.86 tumes: Ity tremod
v v fluctuation withv the lhughest CV. Le. 0.0645.

In Conclusion, the NIBL s tie best among Hre
sompled banks becovse b hay the highest DFL and
highest CV too: It indicates that ity EPS iy the highest

Correlotion Coefficient Analysis

Correlation analysis s Hhe statically tooly tivat con be
wsed. to- describe the degree to- wirichh on variaple
unearly related to- other variable. There are thuee
types of correlation ve. simple partial and mudtiple
but sumple correlation based on Karl Pearsonts

coefficlent U foeused here. This analysis foills to
reflect wpone the cawmse and  effect relationsiip

74




between the variaple the correlation coefficient
demeted. by 'r. The following table shows tHre
correlation coefflcient between different voriables of
e sampled. hbanks.

4.4.1 Total Debt and Shareholder's Equity

The total debt ncludesy ol types of long-term
borrowed. fundy, as fixed deposits current Uabplities
ande  provisions.  Whereas  shareholder's  equity
wncludey share copitol pluy Reserve and suwrplng tn
the bank: The correlation between total Debpt and
shaveholder's equity wndicates whether there W
posutwe or negatwve relafton It b presentfed unv the
following table.
Table No: 12

Correlation Coefficient between TD and SE

Banks | Correlation-coefficient (r) Relationship

NABIL 0.9712 Posutwve
NIBL 0.9869 Posutwve
BOKL 0.9747 Posutwve

Sowwrce: - Appendix-VIii

The above table revealy Hrat the covrelation
coefficient between Total dept and shareholoer's
equity of raepectve banks U 0.9712, 0.9869 and
0.9747 rupectnely. The Ughtest positive correlotion
s found for NIBL and tre lowest for NABIL. The

sompled banksy are perfectly positvely correlated
Botiv te TD and shareholder'y equity are
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otier.

4.4.2Long term debt and Earning per share.

Long term debt tie source of long ferm funancing,
borrowingsy or funds. Intferest g paid ov U annually
where ay Earning per share ww the uincome of per
shave of a frm v one fucal year. the correlation
between Lt leads to- bwestment un tie EPS or wnot
The correlation coefficient between L.T.D and EPS
calewdated v the following table: -

Table No: 13

Correction coeffieient between Long ferm Dept and
Earning per Share

Bownks Correlation—-coeffieient (r) Relatlovusiip

NABIL -0.2751 Negative
NIBL -0.0963 Negatinve
BOKL 0.7831 Positive

Sowrce: Appendix IX

The above formatted taple reveals that Hive covrelation

coefflcient between LT.D. and EPS of respective
commerciol bonks v -0.2751, -0.0963 and 0.7831

respectvely. The Positwe correlation iy found
BOKL and negative un NIBL and NABIL. the financial
risk of BOKL can be reduced due to- opposite
relaflovsivip  between Ltk and EPS. Thws, the

variaples of BOKL are perfectly dependant eaci
othher.
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4.4.3 EBIT and Interest

Long term debt holders earn the wnterest on their
deptsy as returng ande EBIT s operating profut of tihe
compony. The correlation between EBIT and [ntferest
wndicates tHriat whether twere posutve or negotuwe
correlation. It presented un Hhe following fable.

Table No: 14
Correlation Coefficient between EBIT and Interest:

Bownks Correlation—-coeffieient (r) Relatiovsiip
NABIL 0.9977 Posute
NIBL 0.9942 Posutwe
BOKL 0.9938 Posutwe

Sowrce: Appendin: X
The above table reveals tivat tive covrection coefficient
between EBIT and Interest of respective boanks w
0.9977, 0.9942 and 0.9938 respectively. The highest
positve correlation s found n NABIL and the
Lowest un NIBL and. BOKL. The sampled bonks are
perfectly positively correlated Botiv Hie EBIT and
wnterest ove proportlonately ruky and profuable for
the banks. Moreover tie voriables of NABIL have
been closely depending eaci otiner.

4.4.4 EBIT and DPS

The dinvidend paid to- eqguity or common sharelroloers
ooy onw a per-sihare boasis s termed. as DPS andl
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EBIT w operating profit of tHhe company. Here, the
covrelation coefficient between EBIT and DPS
computed in the following table to indicate that
wiretiver there v positve or negatwe corrrelation.

Table No: 15
Correlation Coeffucient between EBIT and DPS

Baunks Covrelation—-coefficient (r) Relationsip

NABIL 0.1011 Posutwe
NIBL ~0.4499 Negative
BOKL 0.9656 Positive

4.5

Sowrce: Appendiw: Xl

The above table reveals that the covrelation
coefficient between EBIT and DPS of NABIL and
BOKL w perfectly positve wivere as NIBL has the
negatve correlafion. BOKL hay been doing better
among the sampled banks becaunse Uy correlation
the highest e 0.9656 and It shows that tive DPS of
BOKL depends upon EBIT more over the periods.

Trend Analysis

During thhe process of analysis, different kinds of
tooly can be wsed to- know tHhe actual positlon of o
business concerv Out of wive trend analysis o one,
wiiehh revealy the percenfage change v several
suecessive years: Trend analysis uindicates He pottern
of change. ln funancial analysisy the pottern of change
actnities of the organization. The following trends
are calewdated for tive sampled banks here.

4.5.1 Trend of Net Wortn
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Net wortiv comsisty of Share caputal and reserve &
suarplns of bank togetiver. The trend of Net wortiv of

NABIL, NIBL and BOKL oy been shhown below:

Table No- 16
Net Worth Trend (in %)
Fiscal Year (A.D)
Bank
2004/05 2005/06 2006/07 2007/08 2008/09
NABIL 100 113.11 124.10 147.03 188.84
NIBL 100 119.94 159.14 227.66 373.10
BOKL 100 145.97 185.80 255.82 320.45

Sowrce: Appendixw — Xl

The trend of Net Wortiv shhown uv above table 4 also-
presented un gropiical form as mentloned. belows

Figure No: 12
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The above table and graph indicate that the net
wortiv tremdl of NABIL, NIBL and BOKL &
nereasing treno. The trend percentage of NABIL Ues
between 100% to- 188.84%. The trend percentnge of
NIBL Ues between 100% to- 373.10% and the trend
percentoge of BOKL Ues between 100% to- 320.45%.
The sampled banks have been able to- inerease Hhein
total net worth successfully over Hie periods but NIBL
hay maintained o very well becawse U has tHie
highest net wortiv percentange among tHiese sampleo
bonks Le. 373.10% on 2008/09 A.D.

4.5.2 Trend of Total Deposity

The total deposity of tihe banks wnclude current
of deposits: It s He main source of funds collected
from bankly deposifory wwest un profutable sectors
The trend of total deposits of NABIL, NIBL and BOKL

has been presented below:
Table No: 17

Total Deposity trend (i %)

Bank Fiscal Year (A.D)
2004/05 2005/06 2006/07 2007/08 2008/09
NABIL 100 132.64 160.03 218.80 256.04
NIBL 100 132.78 171.80 241.69 327.60
BOKL 100 116.82 138.03 176.41 201.48

Sowrce: Appendix — Xl
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The trend of Total Deposift shhown v above fable
also- presented un graphical form as mentioned below:

Figure No- 13
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The above table and grapiv reveal Hiat tihe total
deposity trendt of NABIL, NIBL and BOKL i in
ncreasing trenod every year. The percentfage of total
deposity of NABIL hay nereased too 256.04% n
2008/09 by 156.04% the percentage of total deposits
of NIBL has nereased to- 327.60% n 2008/09 by
227.60% and the percentage of total deposits of BOKL
has nereosed to- 201.48% i 2008/09 by 101.48%
NIBL hasy comparatively collected Hre highest deposity
omong the sampled banks un termy of fimes.

4.5.3 Trend of total lnvestment
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Total wwestment uncludes wwestment unv Loowe
advance, casiv credit, Government secwrifies, buly
Adscounted and purchased, money at call and shrort
notice efe: It helps earn refurng and maximizes Hie
bankly wealth. The trend of Unwvestment of NABIL,
NIBL and BOKL has been shhown below:

Table No- 18
Totold lnwestment Trend (i %)
Bank Fiscal Year (A.D)
2004/05 2005/06 2006/07 2007/08 2008/09
NABIL 100 153.84 184.85 231.17 221.22
NIBL 100 139.28 168.59 168.72 181.71
BOKL 100 134.84 112.20 115.74 107.50

Sowrce. Appendix — XIV

The trend of Total lnvestment shown un above fable Ly
also- presented i graphvical form as mentioned below:

Figure No: 14
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The above tfable and grapiv show that the total
vwestment trend of sampled banks ay better except
BOKL. The total wwestment percentage of NABIL,
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NIBL and BOKL s 221.22%, 181.71% and 107.50%
respectvely e 2008/09 v terms of above trend Lne,
NABIL s sucecessful wtlizing Uy bwestment over the
stuoly pertod

4.5.4 Trend of NPAT

Net profit refers thot profif wirichv v actually eorned
by the bank after paying tox to- e infernal reverure
office of government: It helps He banks to- atftract tire
deposifory anal potential wwestorsy. The Net profit
after tax tremnd. of NABIL, NIBL and BOKL W presented

below:
Table No: 19
NPAT Trend (in %)

Bank Fiscal Year (A.D)

2004/05 2005/06 2006/07 2007/08 2008/09
NABIL 100 122.14 129.58 143.52 198.24
NIBL 100 151 216 298.83 393.96
BOKL 100 145.09 188.05 259.08 330.92

Sowrce: Appendiw — XV
The trend of NPAT shown n above table s also
presented un gropiical form as mentloned. belows

Figure No: 15
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NPAT Trend
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The above fable and grapiv reveal that tHhe NPAT
trend of sampled banks s successfully nereasing
over fve periods. NIBL hag beew earning more profit
every year than NABIL and BOKL. ln overadl, NIBL
has wtdized Uy resourrces and. depositsy effectively to
get munchv profut uv successive yeory becowse F hay tive
highest earningsy among the sampled banksy v terms
of percentoge.

CHAPTER - 5

SUMMARY, CONCLUSION AND RECOMMENDATION

This study W the researcie upon the capital structure
management of the jount venture banks wv Nepal. The
stndy inclundes thwee jount venture banks wivev represents
the study of the capital strneture of commercial bonks n
Nepal. The research study covers the period of five yearsy
from 2004/05 to- 2008/09 A.D. This chapter summarizes
the wivole study, drows the major fundings, conclusions
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and forwards the recommendation for the better capital
strcture management of commercial banks uv Nepal. The
fowrtn chapter sy Hhe main port of the study, wirich deals
with datee presentotion and Analysis appropriate tools.

51 Swwwmary

In Hus study, Huee jount venture Banksy howve been
chosen to- analyse abpout capital structure. These banks are
Nabil Bank Limited, Nepal lnavestment Bank Liumited and
Bank of Kathumanduw Lumited. The doto analyzed and
processed using voriows financial and statstical tools,
sumumarized form of the analysis section of the study s
mentioned below:

5.1.1 Profitability Ratic

» The average EPS of NABIL, NIBL and BOKL iy Ry
11743, Ry 51.46 and Ry 46.38 respectvely. and
theiur CV ratiloy ove 11.16%, 20.40% and 22.27%.

U The average DPS of NABIL, NIBL and BOKL s Ry 96,
Ry, 27.56 and Ry 28.07 respectvely and thewr CV
rofloy owre 24.96%, 70.57% ond 46.53%.

Ul The average ROA of NABIL, NIBL and BOKL s 2.54%,

1.68% and 1.83% respectively and thewr CV ratfloy are
14.57%, 8.33% andl 15.85%.

w:  The average ROE of NABIL, NIBL and BOKL i
32.32%, 24.02% and 24.73% respectively and their
concerned CV rofloy ove 3.59%, 10.41% ond 11.61%.

85



v The average ROCE of NABIL, NIBL and BOKL W
10.06%, 5.19% ond 5.92 repectvely and thelr
concerned CV rotioy ovre 25.35%, 83.62% and 20.10%.

5.1.2 Leverage or caputal structure Ratios

w The onverage ICR of NABIL, NIBL and BOKL
302.69%, 196.42% and 218.81% respectively and
their respectve CV ratioy are 22.77%, 5.36% and
7.35%.

W The average dept-equity ratio of NABIL, NIBL and
BOKL  1194.05%, 1300.89% oand 1263.06%
respectvely and Hreir concerned CV o oroatioy are
14.30%, 7.85% ond 8.74%.

Ul The average dept to- total capital ratio- of NABIL, NIBL
ond. BOKL (s 358.25%, 287.57% and 297.28%.
respectvely and their concerned CV ratioy are 9.99%,
8.42% omo 7.87%.

w:  The average DFL of NABIL, NIBL and BOKL iy 1.55,
2.05 and 1.86 tumes respectively ther concerned CV
rofloy ovre 0.1097, 0.0634 and 0.0645.

Ve The average overodl cost of capiftal of NABIL, NIBL
and BOKL & 5.63%, 4.96% ond 542% while the
onveroge valwe Of Fum »w Ry 29529.52. Ry, 31519.45

and Ry 14990.98 respectvely.

vie.  The average equity capiutalization rate of NABIL,
NIBL and BOKL v 46.78%, 33.97% and 39.79%.
White the arverage L.T.D. s Ry 5655.54, Ry 7893.91
and Ry 3520.72 respectively.
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5.1.3 Correlation Coefficient Analysis

t“  The correlation coefficient between Total and
shareholoer's equity of NABIL, NIBL and BOKL s
0.9712, 0.9869 and 0.9747 respectively. There
positve and perfect covrrelation between total debt
oand shareholder's equity of Hwee banks.

W The correlation coefficient between L.T.D. and EPS of
NABIL, NIBL and BOKL v -0.2751, -0.0963 and
0.7831 respectively. Botiv NABIL and NIBL hove

perfect negatively covreloted and BOKL hasy positive
covrelation.

Ul The correlation coefficient between EBIT and Interest
of NABIL, NIBL and BOKL 5 0.9977, 0.9942 and
0.9938 respectively. AW of these banks, harve positive
andl perfect covrelation

W The correlation coefficient between EBIT and DPS of
NABIL, NIBL and BOKL & 0.1011, -0.4499 ond

0.9656 respectively. BOKL hay positive and perfect
correlation wivile NABIL hoas less positive correlation

ool NIBL has perfectly negative correlotion

5.1.4 Trend Analysis
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The trend of Net wortiv of NABIL, NIBL and BOKL i
wnereosing thwoughowt the study periodt NIBL Ihas the
highest net worth among the sampled banks.

The trend of total deposity of NABIL, NIBL and BOKL
5 v nereasing tremdl NIBL has the largest deposits
and been able to- uncrease exvery year.

The trend of total uwestment of NABIL and BOKL »
fluctuating  over Hre perwods wihwre the total
vwwestment of NIBL has unereased to- 181.71%
2008/04.

The trend of NPAT of NABIL, NIBL and BOKL w
unereasing tHuroughouwt the year. Where NIBL las Hre

largest Net profit among sampled banks.

88



5.2 Conclumsion

Fromv the analysly of funancial and stotistical
wndicatory of all the sampled banks. The researcher has
been aple to- draw certain conclumsion that Hie three
Based on tHie above datn analysis, the following
conclumsion have peen made.

G Under the Net lncome Approaciv, tive unterest rate and.
Hie cost of equity are dependent hypotirvesis of coapital
structure. Ay Leverage ncreases, the overall cost of
capital decliney and the total value of Hre fum ay
well as the market price of ovdinary shares will
nerease.  Fromw the calawdation, NIBL has the
optimumm coapital structure becavse U has He least
oaverage cost of capital and Hie highest total value of
farm among thwee banks uv the study.

U Net operating wncome (NOI)  Approacih U  an
undependent hypotiesis of capiutal structure. Any
changes v funanciol leverage will not lead to- any
change un He total value of the fum and market
price of shaves. From the positlon of average equaty
capitolization rote, NABIL has the optumum capital
strvcture compareod to- NIBL and BOKL becawnse uf has
e highest equity capitolization rate.

Ul The earning per share explaing net uncome for eaciv
shhare wiriehv revealy the marvket position of the furm
The overage EPS of NABIL & the highest and best

W There W perfect correction between Total debt and
shareholder's capiutal of NABIL, NIBL and BOKL.
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Where as U s highly corvrelated un case of NIBL
(0.9869) compared too NABIL (0.9712) and
BOKL(0.9747).

There (s negative correlation between L.T.D. and EPS
of NABIL and NIBL. Where as b & positively
covrelated, un case of BOKL (0.7831) witiche s able to-
mobhidize Uy long term debt over the study period.

The funancial leverage analysis helps to- evaluate tire
funancial ruk of the furm the average odegree of
funancial leverage of NABIL f the least among the
sampled banks. So, uF has been aple to- reduce Uy
funancial ruk wtdizung ot debt successfully.

There o positive correlation between EBIT and
untferest of NABIL, NIBL and BOKL. White NABIL
highly correlated. compared to- NIBL anod BOKL.

. Dividend, per share s the earning distributed tor
common shareholders: the analysis shows that NABIL
hos poid Hie highest average dividend of Ry 96
Mlion wirich b comparatively better.

Based. on the calewlation of ICR, NABIL s able to- pay
U anvnnal nferest on dept on time compared. NIBL
onde BOKL becowse. It lhay the highest average unterest
coverage rotio- of 302.69%

The analysis of debt equity ratio shhowy that NIBL has
wseds Uy debt more effectively against the claim of
credifory among the sampled banks becaunse uF has Hre
highest debt-equity rotio-
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5.3 Recommendation

Thas section uncludes recommendation wirie wll be

capifol structure Management: There recommendation
pounted. owt below:

U

The banks have beenw using more current Wabilities
os o souwrce of short-term financing. Certaindy over
wtllzotlon of cuvrrent Wabilities may be adiersely
umpact to- the short-term solvency posiflone of tre
bonks.

The banks showdd be sertons about capual structure
matter. It B recommended, that He theoretical aspects
of capual structwre  management  showld be
maintained accordingly to- fund out the caunses and
effects betweenw or among the components of capifal
structure of the flrms.

The banks should consider Hhe betterment of earning
per shave becoawse U ¥ the wddicator from the
stokeholdery and potential bwestors as well ay makes
them more confloent ow the bwestment:

From the analysis of funanciol leverage, Hre banks
are not seen v sofusfoctory level. Therefore, He bank
will have to- ineresse their leverage position.

The commercial banks except BOKL have found no
negative umpression v bwestors. So, these banks are
suggested fo- follow stable ov consistency n dinvidend
payment:
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The banks are suggested. to- meet social responsihblities
especially, mobilizing the fundy i rural areas
wntrodnction there areas oriented sciremes.

Nepalese wwestorsy are wwesting thewr fundsy on
commercial banksy haphazordly, randomly and
withouwt covsdting capiutal market analysis, so-, they
are adaised to- analyses polifical and capifal market
solutlon before pouring Helr fundy.

L The banks are adaised to- merge one anotirer and

provide broad and reliable bonking services to- He
common people of the couwntry.
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