
i

A Study on Working Capital Management of Nepalese
Pharmaceutical Industry with Special Reference to Nepal

Drugs Limited

A THESIS

Submitted By:

Mukti Nath Sharma

Saraswati Multiple Campus

Submitted to:
Office of the Dean

Faculty of Management
Tribhuvan University

(In Partial Fulfillment of the Requirements of the Degree of
Master of Business Studies (M.B.S)

Kathmandu, Nepal
November, 2009



ii

RECOMMENDATION

This is to certify that the thesis:

Submitted by

Mukti Nath Sharma

Entitled
A Study on Working Capital Management of Nepalese Pharmaceutical Industry

with Special Reference to Nepal Drugs Limited.

has been prepared as approved by this Department in the prescribed format of Faculty of
Management. This thesis is forwarded for examination.

Suresh Wagle

Supervisor

Date:



iii

VIVA – VOCE SHEET

We have conducted the viva-voce examination of the thesis presented

By

Mukti Nath Sharma

Entitled

"A Study on Working Capital Management of Nepalese Pharmaceutical
Industry

With Special Reference to Nepal Drugs Limited”

and found the thesis to be the original work of the student and written according to the
prescribed format. We recommend the thesis to be accepted as partial fulfillment of the

requirement for the
Master's Degree in Business Studies (MBS)

Viva-Voce Committee

Head of Research Department: __________________

Member (External Expert): _______________________

1. Member: ___________________

2. Member: ___________________

3. Member: ___________________

4. Member: ___________________

Date :



iv

DECLARATION

I hereby declare that the work reported in this thesis entitled A Study on Working
Capital Management of Nepalese Pharmaceuticals Industry with special
reference to Nepal Drugs Limited submitted to office of the Dean, Faculty of
Management, Tribhuvan University is my original work for the partial fulfillment
of the requirement for the Master’s Degree of Business Studies (MBS) under the
supervision of Mr. Suresh Wagle, Saraswati Multiple Campus, Kathmandu, Nepal.

-----------------------------

Mukti Nath Sharma
(Researcher)

Saraswati Multiple Campus



v

ACKNOWLEDGEMENT

My study entitled, "A study on Working Capital Management of Nepalese

Pharmaceutical industry with special reference to Nepal Drugs Ltd." has been completed

under the supervision/guidance of honorable advisor, Mr. Suresh Wagle

(Saraswati Multiple Campus). His valuable suggestions comments, continuous

inspiration, worthy time paying to me, even in a busy schedule are key instruments of this

study to be in this form in time, so at first I would like to express my sincere gratitude

and obligation to my honorable advisor.

I would like to thank my respected teachers of Saraswati Multiple Campus,
Mr.Keshab Pantha and Mr.Bijay Prakash Shrestha on their precious suggestions and
guidance.

I also would like to thank Campus chief, all the professors, lectures as well as

administrator and librarian of Saraswati Multiple Campus, T.U., on their creative

suggestions and help in course of my study.

I am indebted the those writers and researchers whose materials and methods have

been taken during the study period of reference

Finally I can not forget the help and suggestion of personals of Nepal Drugs

Limited for bringing this study in this excellent form. Efforts have been made to avoid all

types of errors and mistakes but human error is obvious, I am no exception of this.

November, 2009

Mukti Nath Sharma
Kathmandu, Nepal



vi

TABLE OF CONTENTS

Recommendation i

Viva-voce sheet ii

Declaration iii

Acknowledgement iv

Table of contents v

List of Tables viii

List of Figures ix

Abbreviation x

CHAPTER ONE 1-14

1. Introduction 1

1.1 Background of the Study 1

1.1.1 Working Capital Practices 3

1.1.2 Development of Pharmaceutical Industries in

Nepal and Nepal Drugs Limited 5

1.1.3 Brief Introduction of NDL 8

1.2 Statement of the Problem 10

1.3 Objective of the Study 12

1.4 Need of Study 12

1.5 Limitation of Study 13

1.6 Organization of the study 14

CHAPTER TWO 16-44

2. Review of literature 16

2.1 Conceptual framework l 16

2.2 Concept of Working Capital 17

2.2.1 Determinants of Working Capital 19

2.2.2 Sources of Working Capital 21

2.2.3 Working Capital policy 22



vii

2.2.4   The cost trade-off 26

2.3 Permanent and variable Working capital 27

2.4 Adequacy of Working Capital 28

2.5 Dimensions of working Capital 30

2.6   Estimating Working Capital needs                                                                            31

2.7   Need for Working capital 32

2.8   Review of Books, Journals and related Thesis                                                          35

2.8.1 Review of books and Journals 35

2.8.2 Review of Dissertations                                                                                            41

CHAPTER THREE 45-57

3. Research Methodology 45

3.1 Introduction 45

3.2 Research Design 45

3.3 Nature and Source of Data 46

3.4       Methods of Data Analysis                                                                                      46

3.4.1   Financial Tools 46

3.4.2   Statistical Tools 54

3.4.3   Qualitative Method 56

3.5     Definition of Key Terms 56

CHAPTER FOUR 58-88

4. Presentation and Analysis of Data 58

4.1 Introduction 58

4.2 Composition of Current Assets 58

4.3 Composition of Working Capital Analysis 60

4.3.1 Proportion of Current Assets to Total Assets 60

4.3.2 Proportion of Current Assets to Fixed Assets 61

4.3.3 Proportion of Cash and Bank Balance to Current Assets 61

4.3.4   Proportion of Cash Balance to Total Assets 63

4.3.5 Proportion of Inventory to Current Assets to Total Assets 63

4.3.6 Proportion of Receivables of Current Assets and Total Assets 65



viii

4.4 Turnover Position 66

4.4.1 Current Assets Turnover 66

4.4.2 Net Working Capital Turnover 67

4.4.3 Cash Turnover (Cash Conversion Cycle) 68

4.4.4 Receivable Turnover Position 69

4.4.5 Inventory Turnover Position 71

4.5 Liquidity Position 72

4.5.1 Current Ratio 72

4.5.2 Quick Ratio (Acid Test Ratio) 73

4.6 Profitability Position 74

4.6.1 Gross Profit Margin 74

4.6.2 Net Profit Margin 75

4.6.3 Operating Ratio 76

4.6.4 Return on Total Assets 77

4.6.5 Return on Net Worth 78

4.6.6 Return on Current Assets (Working Capital) 79

4.7 Presentation and Analysis of Primary Information 80

4.8 Statistical Analysis 81

4.9 Major finding of the Study 82

CHAPTER FIVE 89-96

5. Summary, conclusion and Recommendation 89

5.1 Summary 89

5.2 Conclusion 89

5.3 Recommendation 91

Bibliography

Appendix I – XI

Performa of Questionnaire



ix

LIST OF TABLE

Table No. Statements Page No.

1. Source of changes in WC needs                                                              21

2. Position of Current Assets 59

3. Current Assets to Total Assets 60

4. Current Assets to Net Fixed Assets 61

5. Cash & Bank Balance to Current Assets 62

6. Cash & Bank Balance to Total Assets 63

7. Inventory to Current Assets and Total Assets 64

8. Receivable to Current Assets and Total Assets 65

9. Current Assets Turnover 67

10. Net Working Capital Turnover 68

11. Cash Turnover 69

12. Receivable Turnover 70

13. Inventory Turnover 71

14. Current Ratio 72

15. Quick Ratio 73

16. Gross Profit Margin 75

17. Net Profit Margin 76

18. Operating Ratio 77

19. Return on Total Assets 78

20. Return on Net Worth 79

21. Return on Net Working Capital 80

22. Results of Questionnaire 81

23. Gist of Statistical Findings 86



x

LIST OF FIGURES

Figure No. Statements Page No.

1. Aggressive Financing 24

2.             Conservative Financing 25

3.             The cost Trade-off 27

4.             Operating cycle a Manufacturing firm 33



xi

ABBREVIATIONS

NDL – Royal Drugs Limited

DDA  Department of Drug Administration

RDRL  Royal Drug Research Laboratory

WC  Working Capital

CA  Current Assets

CL  Current Liabilities

PES  Public Enterprises

NIDC  National Industrial Development Corporation

NHPPC  National Herbs Production and Processing Company

FY  Fiscal Year

TA  Total Assets

NRB  Nepal Rastra Bank


