CHAPTER ONE
INTRODUCTION
1.1 Background of  the study

Nepal is a landlocked country surrounded by the two giant nations, India is in the  east, south and west and china in the  north. It lies between 26(2" and 30(27" northern latitude and 80(4" and 88(12" eastern longitude. The average length being 885 km east to west and average breath is about 193 km north to south. The country lies on the lap of Himalayas where the geographical variation is from 70 meters to 8,848 meters altitude.

Economic growth of the country has not improved substantially over time. Agriculture has still remained the significant in Nepalese economy since more than 78% of people are dependent on agriculture. This sector contributes 38.80% of GDP and supplies 80% of the nation's industrial raw materials in the fiscal year 2062/63. It can be said that the growth of Nepalese economy is based on agriculture which is also the main resource of livelihood of people. If the population is engaged in the agriculture it can help to achieve self sufficiency in food. There is no doubt that this sector can contribute substantially in production activities, export sector and supply of raw materials for an agro-industries as well as industry, business trade and commerce. Nepalese economic condition would not improve without the development and improvement of agriculture sector.
The industrialization process has started very late in our country. It started only after the Second World War Due to lack of investment; private sector could not get substantial success in industrialization. Therefore the government was force to undertake these responsibilities by establishing various manufacturing companies in the country. Among them, some companies were established mainly to produce new products where as other were established to facilitate the industrial activities within the country. There is a great challenge for the nation to eliminate massive poverty exiting in the country through gradual development of industries. 
1.2 Evolution of Industries in Nepal

Nepal's economy is largely at the pre-industrial estate in 1936; Gharelu Ilam Prachar Adda was established. In 1935 a development agency named “Udyog Parishad” was constituted for accelerating the industrial and commercial activities in the country. In the following year, In 1936 Nepal Company Act was enacted. This act was formulated with the aim of establishment of industries by the domestic and foreign private investors. In the same year, Biratnagar Jute Mill was launched as joint venture of India and Nepal and was the first modern industry at that time of Nepal. After that Nepal has 4000 establishment till now. The flow of foreign capital and technology are an effective means to mobilize capital, human and natural resources in order to make economy monetarily responsive, efficient and competitive in the process of industrialization in Nepal. The first five year plan introduced Industrial Policy in 1957. A series of revision was made in subsequent year. It was announced with the purpose of upgrade and promotion of private industries. It was revised in the year 1960 with a motive to attract foreign investment and to facilitate financing. In this period, Industrial Development Center (1957) was established, which was converted into Nepal Development Corporation in 1959 with a view to provide financial and technical assistance to private sector industries. During the second plan, the industrial estates were established for the promotion of industries in the country. With a view to industrialize enterprises at one spot, overall eleven industrial estates were established until now. Within the fourth plan in the year 1973, a new Industrial Policy was formulated in the year 1973. In 1981 a new Industrial Policy was also declared and the main feature of the policy was that all industries were wept open to private sector except for the defense industries. The industrial policy helped the establishment of Industrial Promotion Board. The Industrial Enterprise Act 1982 and Foreign Investment Act 1982 were also enacted. During the eighth plan Foreign Investment and One Window Policy 1992 were introduced to attract foreign investment for speeding up industrial development. In the same year in 1992, Trade Policy was enacted with establishing trade relation with more than 70 countries. Effective implementation of the national economic policies facilitate to the enhancement of manufacturing industries, promotion of export and import of goods and services. To speed up the phase of economic development various act and regulations were enacted with the motive of privatization and liberalization of industries. Government has adopted one window policy to facilitate the industrial investment. But for the proper growth of the industries sufficient infrastructure is a must. Various public enterprises established during the planning era are not in good condition. Frequent changes in Government policies are one of the basic reasons for the negative performance of industries. Thus, clear and simple policies providing definite facilities for a long period of time are the primary requisites for industrial development.
1.3 Overview of Dabur Nepal Pvt. Ltd.

In the early nineties, the liberalization policy was adopted by both Nepal & India. Nepal has become a place for immediate investment to Indian & other foreign investor. Dabur Nepal Pvt. Ltd. is an example of joint venture business with Dabur India Ltd. a company with 100 years of expertise in Ayurvedic based personal care, health care and food products. It has been a catalyst for the countries infrastructural growth economic independency and global recognition. Dabur Nepal was established in 1972 A.D. with an initial investment of Rs80 million. The joint venture company agreement was established in 1992 A.D. The company was established with a majority share of 80% by Dabur India LTD. The commercial production started on November 5, 1992 A.D. The factory is situated at Parwanipur, Birgunj & its corporate office is located at TNT building, Koteshwor Tenkune Nepal. DNPL has succeeded in fulfilling the needs in health care, personal care and food products. The company is the first of its kind in the country to harness ecological resources & manufacture commercially variable and value added top of the line products locally to be sold at prevalent rates for domestic use & export to India, Bangladesh & other Neighboring countries.
Dabur Nepal Pvt. Ltd. has been combining modern technology with the wisdom of ancient texts to develop innovative products. Dabur manufactures varieties of innovative products. It is into the business of manufacturing and selling of ayurvedic medicine, ayurvedic natural, herbal, helath producton processed food either directly or indirectly through the subsidiaries.
Subsequently to the review of India and Nepal treaty in 1992 A.D. the government of India eased out the procedural delay for allowing import of products manufactured in Nepal having more than 50% component of India and Nepali origin along with labour cost. This gave further impetus to Dabur Nepal Pvt. Ltd. to increase its production target within a span of more than 15 years of its operation. The company has achieved a turnover Rs. 27333.35 lakhs in the fiscal year 2008/09.

The Dabur Nepal Pvt. Ltd. started manufacturing of Dabur products in Nepal like Lal Danta Manjan, Amala Hair Oil & Hajmola in 1992 A.D. The company has been increasing and modernizing the product line. The company has also set up herbal nursery project plan for life a 90 million green house project at Banepa in 1996 A.D. with a vision to rejuvenate the fast receding herbal flora of Nepal. Spread over five acers of land, the lush green environment comprising twenty green house DNPL has been engaging to produce the needed herbal ingredient for its product and has helped to generate employment in the locality Dabur Nepal Pvt. Ltd. has employed more than 600 local Nepalese for employment in the factory Besides, more than 2500 families at various remote places such as Baccata Levales, Pipli, Tammar Seeds, Sunthi etc. are benefited from collection of tax. 

The company's community initiatives, generation of employment and additional income for the local people has resulted in improve socio-economic condition. since its inception in 1992, Dabur Nepal has been an active member of the socio-economic development of Nepal. The company has not only established some benchmark facilities in production and scientific research, but also engaged in social programmers that help local communities like.
· Set up social welfare schemes to develop infrastructure facilities in health and education sectors.

· Promote cultural events to give a boost Nepalese art.

· Sponsor and support sporting events to help build up Nepal's presence in the world of sports

The Major Products of DNPL are as follows:

	a. Lal Danta Manjan
	b. Amala Hair Oil

	c. Vatica Hair oil
	d. Baby Hair Oil

	e. Hajmola Candy
	f. Gulcose D Powder

	f. Churan/Pachan Churan
	h. Plastic Containers/Bottlers

	g. Honey
	j. Anmol Shampoo

	h. Binacaa Toothpaste
	l. Vatika Hair Shampoo

	i. Special Hair Oil
	n. Hajmola Tablet

	j. Real Brand Juice
	p. Dantamukta

	k. Taxin Resin
	r. Bee Frames/Hives/Thermocaol

	l. Dabur Lal Toothpaste.
	t. Home Made Tomato Puree


Source: Annual Report 2008, D.N.
The company redesign, extend and launch the product according to the necessity and consumer demand. The company has successfully launched the new pack of Lal Danta Manjan and Real Fruit juice in the market. To meet the increasing demand, the company has installed higher capacity plant. The company expanded its Taxin Resin extraction facility due to the increase demand for Tacol.
The company success of Dabur Nepal Pvt. Ltd. are as follows:
· 2003: Manufacturing facilities and systems of Dabur Nepal Pvt. Ltd. get certified in January 2003 for having met the requirements of Codex Alimentarius Commission Guidelines, Recommended International Code of Practices, and General Principles of Food Hygiene. 

· 2002 : Dabur Nepal Pvt. Ltd. gets certificate of Hazard Analysis & Critical Control Point (HACCP) plan verification for manufacturing of fruit juices & Tomato puree.

· 2002 : Increase in turnover by over 19%

· 2000 : Won Best Exporter Award of Export Promotion Board, Ministry of Commerce and HMG of Nepal in 2000.

· 2000: Won over all Excellence Award of Nepal-India Chamber of Commerce and Industries in 2000.
1.4 Statement of the problem

Economic prosperity of every country depends upon a sustainable economic development. The industrialization is the process of value added that contributes to the creation of new employment opportunities and economic integration.

Hence, the study is more concerned with the cost-volume-profit analysis considering benefits and cost components, management skill of Dabur Nepal Pvt. Ltd. Cost volume-profit analysis is the vital technique that provided supplementary information for profit planning. Every business starts with the target of break-even and then it aims to earn profit over its life. But the business firm passes through ups and downs. CVP analysis helps to plan for every set of goals in the short-run.

The followings are the major problems of Dabur Nepal Pvt. Ltd:

· Issue of proper and update accounting training
· Issue of fluctuation of CVP in Dabur Nepal Pvt. Ltd.

· Issue of awareness concerning the accounting tools and techniques.

· Issue of perfect management.

· Issue of power decentralization

· Issue of infrastructure and financial limitations

However the success of organization largely depends upon the planning for future operation. CVP is one of the most important managerial tools for the effective profit planning and control. In this context the study tries to answer the following research questions. 
· What is the main problem in implementing CVP practice in Dabur Nepal Pvt. Ltd.?
· How much sales revenue is needed to achieve break even and to earn desired profit?

· How effective is the CVP analysis of Dabur Nepal Pvt. Ltd?

· What steps should be taken to increase and manage profit in Dabur Nepal Pvt. Ltd?
1.5 Objectives of the Study
The primary objective of this research was to analyze cost, sales and profit of Dabur Nepal Pvt. Ltd. The other objectives were as follows:

· To study and calculate the sales volume to break-even of the Dabur Nepal Pvt. Ltd.

· To analyze different components of cost as per their behaviors.

· To assess the impact of CVP analysis in profitability.

· To evaluate the impacts of change in the variable of CVP on profit of Dabur Nepal Pvt. Ltd.
· To provide recommendations based on various findings of the study.

1.6 Significance of the study

For the economic development of a country manufacturing organizations play a vital role. So, the study of manufacturing enterprises can be useful because there have been a few studies conducted regarding CVP in manufacturing industries.
The analysis of relationship among cost, volume and profit is known as CVP analysis. It helps to determine the minimum sales volume to avoid losses and the sales volume at which the profit goal of the organization will be achieved. It also helps management in seeking the most profitable combination of cost and volume to reach short run decision about fixed costs, variable costs, sales volume and selling price for its profit plan on continuous basis.

Therefore, the study is significant from the following point of view:
· It will help to examine the applicant of CVP analysis in the company

· This study provide necessary recommendation for the improvement of the company

· It can be used as reference point by general public, creditors, investors, employees, shareholders of the company, local community, researcher of this area and others.

· It will provide information on the application of the tools under profit planning in different circumstance.

1.7 Limitations of the Study

The study experiences the following limitations:

· The analysis of data covers the period of last five fiscal years from 2004/05 to 2008/09.

· This study is related mainly to the area of cost, volume and profit analysis of Dabur Nepal Pvt. Ltd.

· The study is based mostly on secondary data
1.8 Organization of the Study
The whole study was prepared with prescribed format and structured into five sections as follows:
I. Chapter One: Introduction
The reading materials in these chapter are general background of the study, evolution of industries in Nepal, overview of Dabur Nepal Pvt. Ltd., statements of the problems, objectives of the study, significance of the study, limitations of the study and organization of the study.

II. Chapter Two: Review of Literature

This Chapter is concerned with "Review of Literature." The various books, publications and previous unpublished research works were reviewed.

III. Chapter Three: Research Methodology
This chapter "Research Methodology" consisted of the research design, sources of data collection and procedure. Tools used for analysis.
IV. Chapter Four: Data Presentation and Analysis
This chapter "Data Presentation and Analysis" contained data collected from various sources and analysis of those data using various financial statistical tools. This chapter also included major findings of analysis.

V. Chapter Five: Summary, Conclusions and Recommendations
 "Summary, Conclusions and Recommendations" included important suggestions to the concerned organization for the better improvement.
CHAPTER TWO

REVIEW OF LITERATURE
2.1. Profit planning as a Concept

The term comprehensive PPC has recently come into intensive in the business literature. It has its synonyms like comprehensive budgeting, managerial budgeting and budgeting. This term is broadly defined as a systematic and formalized approach for performing significant phase of the management planning and control functions. Profit planning and control includes the following matters.

1. The development and an application of broad range objective for the enterprise.

2. The specification of enterprise goals.

3. The development of strategic long range profit plan in broad terms.

4. The specification of tactical short range profit plan detailed by assigned responsibilities (division, products and project)

5. The establishment of a system of periodic performance reports detailed by assigned responsibilities and follow up procedures.


(Welsh, 1993: 145)

In many of the better management companies, comprehensive PPC has been identified as a way of managing. It focuses directly on rational and systematic approach to performing the management process.

“Profit plan is an estimated and predetermination of revenues and expenses that estimates how much income will be generated and how it should be spent in order to meet investment and profit requirements. In the case of institutional operations it presents a plan for spending income in a manner that does not result in loss.”

           (Ninemeire & Schmidgall)

“The international management institutions conference on budgetary control hell in Geneva in 1980 has defined profit plan as an enact and rigorous analysis of the past and the probable and desired future experience with a view to substituting considered intention opportunism in management.”

              (Int‟l Mgnt. Institutions, Geneva Conference)

“Profit planning represents an overall plan of operations, covers a definite period of time and formulates the planning definitions of management.”

   (Myers John)

“Profit planning in fact is a managerial techniques and a profit plan is such a written plan. In which all aspects of business operation with respect to definite future period are included. It is a formal statement of policy, plan, objective and goal established by the top management in respect of some future period. Profit planning is a predetermined detailed plan of action developed distributed as a guide to current operations and as a basis for a subsequent evaluation of performance”.

(Gupta: 1995: 138)

“Profit planning is a well thought out operational plan with its financial implementation impressed at both long and short range profit plans and budgets in the forms of financial statements, including balance sheet, income statement and cash and working capital projections”.

         (Mitz and Milton, F. Usury)

“A profit planning or budget is the formal expression of the enterprises plan and objectives, stated in financial terms for specified future period of time”.

        (I.M. Pandey)

Profit plan represents an overall plan of operation, covers a definite period of time and formulates the panning design of the management. It can be viewed as one of the major important approaches that have been developed to facilitate effective performance of the management process. Now a day's profit planning system is especially familiar to business organization but the practicability of it depends upon the size of the business. And an objective established after the consideration of the probable courses of events in the future. In conclusion PPC is directed towards the final objectives of the enterprises and generally includes all of it important element. It has main objectives of attaining the optimum profit in the enterprises.

2.2. Fundamental Concept of PPC

The fundamentals are covered with the effective application of the theory of management process. The mechanics of PPC involved activities as the design of budget schedules, routine are respective computations and clerical activities related to a PPC as the following.

1. A management process that includes planning organizing, staffing, leading and controlling.

2. A management commitment to effective management participation by all levels in the entity.

3. An organization structure that clearly specifies assignment of management authority and responsibility at all organization levels. A management control process.

4. A management planning process.

5. A continuous and consistent co-ordination of all the management functions.

6. Continues fed forward feedback follow up and re-planning through defined communication channels.

7. A strategic profit plan.

8. A tactical profit plan.

9. A responsibility accounting system.

10. A continuous use of the exception principle.

11. A behavior management program.

2.3. Concept of CVP analysis

Huge amount of money is invested by people in the business to earn profit. So they do hard works to overcome from the loss. They need to think about future course of action in such a way so that they can accomplish their business objective and act according to today's complex business environment. In order to get a profit, it is necessary to examine whether the capacity is fully utilized or not and if there is any possibility to reduce cost. Because minor change in cost may result high difference in profit where the efficient use of resources may reduce the cost and it may provide opportunity to make more profits. Thus the profit planning and control tool CVP analysis uses in all type of organization.

“CVP analysis is a systematic method of examining the relationship between changes in activity and changes in total sales, expenses and net profit. As a model of these relationships CVP analysis simplifies the real world conditions that a firm will face. Like most models, which are abstractions from reality, CVP analysis is subject to a number of underlying assumption and limitations, it is a powerful tool for decision making in certain situation”.

            (Colin Drury)

Cost-volume profit analysis examine the behavior of total revenues, total costs and operating incomes as change occur in the output level, the selling price, the variable cost and fixed costs of a product.

                                                                                           (Horngren, Datar and Foster)

It is a management accounting tool to show the relationship between the elements of profit planning. Profit planning is the function of the selling price, demand, variable costs, and fixed costs, taxes of a products or services. Profit planning is associated with costs volume profit interrelationship. It is a supplementary tool of planning for developing alternatives strategies in sales planning and the cost estimation. This technique is applicable in all economic sectors. Management will plan future operation with in CVP analysis unit estimation what the SPPU, VCPU, FC and Sales volume will be in the next period. If management believes that profit are far low or too high the CVP analysis can be used to determine the likely effects of change, and wish to make in any of the variables. To study cost volume profit relationship, break even analysis techniques to be used. It is concerned with the study of revenues and costs in relation to sales at which the firm's revenues and total costs will be exactly equal or the net income will be zero. It is no profit no loss situation. The aim of CVP analysis is to have fair estimate of fixed cost, total revenue and profit and various CVP analysis provide the management with a compressive overview of the effects on revenue and cost of all kind of short run financial change.

CVP analysis helps managers to know the interrelationship between cost, sales and profit in an organization by focusing these elements. 

· Volume or Sales or Level of activity. 

· Per units of variable cost.
· Per units of selling price of a products or services.

· Total fixed cost of a products or services.
Generally CVP analysis provides answer to the question such as:

· What should be the sales level to earn a target profit?

· How will profit be affected when sales mixed is changed?

· What will be the effect of change in price, costs and volume on profit?

· What minimum level of sales need to be achieved to avoid losses?

· Should sales of product or operation of a plant be discontinued?

· Should the firm be shut down temporarily?

· What will be the new break-even point after changes all factor?

2.4. Assumption of CVP analysis

CVP analysis is a vital technique that provides supplementary information for profit planning. Every business starts with the target of break even and then it aims to earn profit over its life. But the business firm passes through many ups and downs. Cost volume profit analysis helps to plan for every set of goals in the short-term. But the cost volume profit analysis encompasses the following assumptions.

1. Classification of costs into variable and fixed
Developing and applying cost volume profit analysis including the break even analysis needs classification of all costs into fixed and variable components. In fact, it is extremely difficult to identify each and every cost element as fixed and variable. Traditional type of recording costs in developing countries like Nepal has made it very difficult to segregate costs into fixed and variable. Moreover the flexible policy of the company also makes it more difficult to exactly identify the costs into fixed and variable cost. 
2. Linear behavior of costs within the relevant range

Costs volume profit analysis assumes that the total fixed costs don't change in the short-run within the relevant range. Total variable costs are exactly proportionate to sales volume. But in reality cost behavior may not remain constant. With the change in the volume of output we change in the production setup is essential. With more or less purchase, material costs per unit change due to quantity discounts. Costs change over time owing to inflation. Discretionary fixed costs are not certain in terms of what amount will be spent. Therefore BEP units or any other variable of profit functions do not remain constant over time. And it is necessary to compute the BEP and other variable at every moment for the change situation.

3. No effect of the size of inventory on net income

The application of the cost volume profit analysis is possible only under the situation of either following variable costing for inventorial product. All production volume should be sold within the same period.
 4. Single product or constant sales mix

Cost volume profit analysis assumes that either a single product is sold or, if more products are sold, the ratio of each product on total sales will be in accordance with a predetermined sales mix.

5. Treatment of step fixed costs

The relevant range for many costs is very short in that case it becomes very difficult to compute the required volume. Because it is difficult to say which is the relevant range for the needed volume.

6. Constant selling price for any volume in the short-run

Indeed, most often we offer a quantity discount for different lots of production. This makes it difficult to determine the CMPU and CM ratio.

7. Short-term time horizon

CVP analysis is a short-term planning tool, because nothing remains stable in the long run. In the condition of changing variables, CVP analysis becomes impossible.
2.5. Purpose of Cost-volume –profit Analysis

Cost volume profit analysis helps management in a number ways. The following purposes are served by it: 

· To calculate profit resulting from a budgeted sales volume.

· Calculation of sales volume to break-even.

· Calculation of sales volume to produce desired profit.

· Effect of change on price costs and profit.

· Measurement of effect of changes in profit factors.

· Choosing the most profitable alternatives.

· Determining the optimum sales mix.

· Long term decision on continuance or discontinuance of products.

· Determination of new break-even point for changes in cost and selling price.

· To contemplate the increase or decrease in profit due to the change in method of production.

· Make or buy decisions on sub-assemble or part.

· Determination of capacity and equipment management.
2.6. Use or Application of CVP analysis

CVP analysis can be applied in the following respects: (Bhattarai)

1. To determine profit and loss at different level of a activity.

2. To determine the optimum selling price.

3. To determine margin of safety, Break-even Point and sales volume in rupees and units.

4. To determine new BEP in rupees and units after changing variable cost or fixed cost or selling price.

5. To determine the most profitable and rest profitable product or project.

6. To help management to find the most profitable contribution of cost and volume.

7. To determine effect on profit after increasing or decreasing sales price, variable cost and fixed cost.

8. It also assists management in performance evaluation for the purpose of management control.

2.7. Assess the impacts of the changes in CVP variables

Sensitivity analysis is the measurement of elasticity of the change in CVP factors on break-even point or given profit. The strategist focuses more on the factor which is more sensitive responsive for profit. To measure the senility of cost volume profit factors one can see the impact of certain percentage or amount change in volume, price or cost factor on net profit. Small change in anyone factors leads the change in profit. Therefore it is needed to know the factor which is more sensitive for profit. As a summary the sensitivity of CVP analysis the impact of certain percentage or amount change in volume, price or cost factors or taxes on net profit.

Margin of safety

The margin of safety represents the margin of surplus sales over break even sales. The reduction in the sales equivalent to safety margin will not make any loss. The increase in margin of safety implies better situation. Greater margin gives more profit. A firm should try to maintain the breakeven point at lower level and increase the actual sales level. It is possible through reducing total fixed cost or reduces variable cost per unit. The safety margin is determined as:

1. Margin of safety = Actual sales – BEP sales

2. Margin of safety = Profit/profit volume ratio

3. Margin of safety = Profit /CM

4. Margin of safety ratio = (actual sales – BEP sales)/ Actual sales

5. Percentage of margin of safety on sales = Margin of safety/actual sales* 100

Contribution Margin:

It is used to determine and evaluate the effects on profits of changes in sales volume, sales price, fixed costs and variable costs. It focuses on contribution margin, which is sales revenue minus total variable cost. CM enables to meet the fixed cost and add to the profit. Total FC is covered by it and the balance amount is an addition to the net profit. It can be used by management as an analytical tool for managerial decision and profit planning. It assists in increasing the operational profit of a firm. It can be represented as:

Contribution Margin (CM) = Sales Revenue – Variable cost

OR

Contribution Margin (CM) = Fixed cost + Profit

Marketing Cost:

Expenses needed for sales promotion, actual sales activities and past sales services are included in marketing or selling cost.

2.8. Special issues in cost volume profit analysis

"Cost volume profit analysis is applied to a individuals products or parts of business and all the product or activities combined. There are three problems in CVP analysis as follows:"
"Glenn A Welsh, Ronald W Hilton, Poul N Gordon 'Budgeting profit Planning & Controlling', New Delhi, Prentice Hall of India Pvt. Ltd. Press, 1993"
1. Activity Based

Where two or more products or activities are combined for break even analysis the activity base is usually net sales dollars. Product units are preferable if the analysis is applied to one product. For multiple products, the activity base must be in addition units using a common denominator of volume or output. Therefore, for the company as a whole, net sales dollars are usually the only satisfactory common denominator because manufacturing, selling and administration activities are expressed in combination.

If flexible expenses budgets are used, they can be summed for cost volume profit purpose. This process may cause some complications because the different departmental flexible budgets are related to different activity base. To add the flexible expenses budget amounts, it must be assumed that the departmental activities factors correlate reasonably well with the overall activity base selected for break even purpose. The usual procedure in developing BEP analysis based on flexible budget amounts and to treat the remaining costs as variable.

2. Inventory Change

The budgeted changes in inventories are immaterial in amount and they may be disregarded in cost volume profit analysis one the other hand, when the change in budgeted inventory is significant, it should be included in the analysis. Including the effect of inventory changes in cost volume profit analysis requires subjective judgment about what management might do at different volume level and the conceptual precision that is desired. The two practical approaches are as follows.
· Disregard the inventory change

· Include the inventory change

3. Non-operating incomes and expenses

Non-operating incomes and expenses, and extraordinary gains and losses, if material in amount, cause another problem in CVP analysis. The basic issue is whether they should be included or excluded, extraordinary gains and losses are nonrecurring and unusual, and therefore they should be excluded. Non-operating incomes and expenses are recurring but they are not related to ongoing operations. Usually they are excluded from CVP analysis. However, if they are included, it is preferable to include the net of other income and other expenses. If the excess is expenses, it should be added to fixed expenses. When graphed, the effect of these amounts should be indicated with additional lines to show the company's economic characteristics before and after the non-operating items.

2.9. Breakeven Analysis

Cost volume profit analysis includes both contribution analysis and break even analysis. Break even analysis uses the same concepts as contribution analysis, however, it emphasize the level of output or productive activity at which sales revenue exactly equals totals costs., making neither profit nor loss.

Break even analysis rests upon the foundation of cost variability based on separate identification and measurement of the fixed and variable components of the cost. Break even analysis is usually applied on a total company basis.

(Welsh, Hilton, Gordon, 1993: 215)
1. Break-even Point

The point where neither there is profit nor loss is called break even point. The level of output or sales where sales revenue is equal to total cost. At the point is called break-even pint. It is a firm neither areas nor sustains losses. Therefore BEP is a point at which the firm is total revenue is exactly equal to total cost, yielding zero income or the point at which losses ceases and profit begins. 
2. Application of BEP analysis

BEP can even be used in a changed situation in different elements, which affects the analysis. It is used in changing the CVP. The BEP is computed considering areas of changes. The frequent changes in the areas are identified. These are as follows:

· Sales volume required to produce desired operating profit or target net profit.

· Operating profit at a given level of sales volume.

· Effect on operating profit at a given percent increase in sales volume (in Rs.).

· Sales volume required to produce the desired profit after tax.

· Required sales volume for increase selling price.

· Additional sales volume required to offset a reduction in selling price or sales volume needed to maintain present profit or sales volume to offset reducing selling price.

· Effect of change in fixed.

· The common dividend or unhealthy point that is sales amount below which earnings are insufficient to pay the preferred dividends and the expected dividend on the common stock.

· The sales amount at which earns only the going rate on the investment.

· The margin of safety is the relationship of budget sales to break even sales.

3. Cash break-even point

Cash break even consider the fixed cost related to cash expenses only and excludes the non cash expenses, such as depreciation, bad debts etc. It calculates the cash expenses which is equivalent to sales revenues. Company can include depreciation and other non cash expenses in the short run. If only the cash costs are included in the fixed costs we get cash BEP. The formula used for calculation of cash BEP is:

Cash BEP = Cash fixed cost / Contribution per unit

2.10. Approaches of cost volume profit and break even analysis

The CVP relationship and the BEP can be analysis through different approaches. Mainly, the break-even point and other required cost volume profit relationships could be explained through contribution margin statement approaches or graphic approach or equation /formula approach. A contribution margin statement is a variable costing income statement whose philosophy is all fixed costs are period costs which should be deducted from the contribution margin of the same period. Most often, we use the equation approaches to the solution of CVP analysis and BE analysis instead of the graph or the income statement.

Income Statement Method 

Sales revenue
****

Less: Variable cost
****

Contribution margin
****

Less: Fixed cost
****

Profit
Nil

2.10.1. Contribution margin income statement approach

The CM income statement approach of CVP analysis allows the preparation of projected statements from the available information. BEP and other required CVP relationships can be explained through a contribution margin statement. A contribution margin statement is the variable costing income statement whose philosophy in all fixed costs is period costs that should be deducted from the contribution margin of the same period. Only the variable costs vary proportionality to the level of output or sales.

Formula Approach


	Particulars
	Symbol or Equation

	Sales Volume (units)
	Q

	Selling Price Per Unit
	P

	Sales Revenue (Rs.)
	Q×P

	Less: Variable Costs
	Q×VCPU

	Contribution Margin
	Q×P-Q×VCUP

	Less: Fixed Costs
	FC

	Profit
	Q×P-Q×VCPU-FC


(Rainbow Barfield and Kinney, 1993/32)
2.10.2. The graphic approach

ABC chart issued to graphically depict the relationships among revenues, variable costs, fixed costs, profit or loses. The no profit or loss point is located at the point where the total cost and total revenues lies cross. Below this profit of the firm in case losses and above this point, the firm each profit.
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Since fixed costs remain constant within the relevant range, the fixed cost curve is parallel to ox axis. Variable costs slope upward from the origin to right but the slope depends on variable cost ratio. The costs curve parallel the variable cost curve. So the angle „O‟ equals the angle „V‟. It is because

Total cost = Total fixed cost + Total variable cost = TFC + TVC

At volume „Q‟
Total costs = TFC + Q * VCPU

At volume „Q + n‟
Total costs = TFC + (Q + n) * VCPU

ΔTotal cost = Q + n * VCPU

Or

Δ Total costs = ^Variable costs

That's why the slope of the total cost curve equals the slope of variable cost curve. The above graph clearly states that if the company can reach the point of

BEP it can generate sufficient revenues to cover all of its operating expenses. At this point the total revenue equal the total cost.

2.10.3. Formula approach

The most popular practiced approach to the BEP and CVP analysis is the formula. It is particularly because the equation provides the most general and easiest to remember approach to any algebraic equation to CVP situation. The formula approach uses algebraic equation to calculate the BEP. The rounding of BEP units is always done upward because this will provide a small profit rather than the small loss that would be shown from rounding down ward.

To develop the CVP equation:

Sales Volume (in units) =Q

Selling price per units = SPPU

Sales revenue (Rs.) = Q*SPPU

Variable cost per units = VCPU

Contribution margin = CMPU

Fixed Cost = FC

Net Profit = NP

Net Profit = Sales – Variable expenses – Fixed cost

Or

Sales = Fixed costs + Variable cost + Net profit

The equation can be simplified by using symbols are:

= Q * VCPU + Fixed cost + Profit (NP)

Solving the equation, we get,

Q = Fixed Cost Profit/ (SPPU – VCPU)

Or

Q = (FC + Profit)/ CMPU

Where, (SPPU – VCPU) = CMPU

Sales Revenue = Q * SPPU

For this, first compute sales in units and then multiply it with the selling price per unit to get the sales revenue. But a more simple explanation of sales revenue is offered by the direct approach as:

Sales revenue (Rs.) = (FC + Profit)/ Contribution Margin ratio

Where, C/M ratio = (sales – variable cost)/ Sales

So, sales revenue (Rs.) = (FC + Profit)/ (S-V)/S

Or

= (FC + Profit) * S/ (S – V)

Therefore revenue (Rs.) = Sales units * selling Price

So, we can recommend that,

1. If you are required to compute the sales volume in units 

Sales in units = (FC + profit)/ CMPU

2. If you are required to compute the sales volume in Rs.

Sales revenue (Rs.) = (FC + Profit)/ (CM ratio)

3. Sales volume for BEP

BEP units = FC / CMPU

BEP Rs. = FC/CM ratio

4. Sales Volume for desired profit

Required sales (units) = (FC + DP)/CMPU

Where, DP = Desired profit

Required Sales revenue (Rs.) = (FC + DP)/ CM ratio
2.11. Profit volume ratio

Profit volume ratio empresses the relationship of contribution to sales. It is also termed as contribution sales ratio or variable profit ratio. If the contribution margin is divided by sales revenue, the resold is profit volume ratio. It is presented by

P/V ratio = CM/Sales

Or

P/V ratio = 1 – VCPU/SPPU

Or

P/V ratio = 1 – Variable cost ratio

Where, CM = contribution margin

A business enterprise can improve its profit by improving a profit volume ratio. The management can eliminate the unprofitable volume ratio or low volume. A lower ratio means less profitability and vice versa. The profit volume ratio can be increased by:

1. Increasing sales price per unit.

2. Increasing variable costs.

3. Increasing the production of product which are having a high P/V ratio and vice versa.
2.11.1. Use of the P/V ratio

It can be taken as a significant tool on earning capacity of a business enterprise. The earning capacity of an enterprise can be measured by the profit volume ratio. The higher profit reflects the firm's ability for increasing profitability.

P/V ratio can be used to meet the following purposes;
1. To analyze of break-even point.

2. To calculate of sales amount required to earn a target profit.

3. To ascertain profit on margin of safety.

4. To determine of selling price.

5. To ascertain profit at a budgeted sales volume.

6. To calculate sales amount needed to keep up with previous profit while decreasing selling price.

2.12. Cost volume profit analysis for multi-product or sales mix

Most of the business firm produces different types of product for sales. The proportion of each product is the sales mix. Any change in portion of production, total product or sales volume effects the profit, BEP sales and margin of safety. The BEP analysis assists management to fix the proportion of each product or sales mix which makes the firm comfortable in determining the break even point jointly. Managers try to achieve that combination or mix that will yield the greatest amount of profit. So the company's profit will depend upon the ratio of each products sale to total sales revenues. Profit will be greater if higher margin items make up a relatively large proportion of total sales than if sales consist mostly of low margin items. Change in sales mix can cause great variation in a company's profit.

2.12.1. Determination of BEP for sales mix/multi product

The BEP sales are computed as follows, if the fixed cost of each product is given.

1. BEP sales of even product are computed and total of each product will be the BEP sales of product mix.

2. The weighted contribution margin or p/v ratio is to be computed in the case of joint fixed cost is given for the product mix. The weighted contribution margin or p/v ratio is the multiple of proportion of each product sales with the contribution or P/V ratio of each product.

Following steps should be followed to calculate BEP sales.

1. First calculation of CM per unit or P/V ratio of each product.
2. Calculation of proportion of sales mix units and value as follows: 

= Individuals sales unit or value/ Total sales unit or value of all product.

3. Calculation of weighted average of all product sales mix „X‟ units contribution margin

Or,

= Sales mix * P/V ratio

4. Calculation of BEP

BEP sales mix ( in units) = Total Fixed cost/ Unit weighted average CM

Or,

BEP sales mix (in Rs.) = total fixed cost / Weighted CM ratio

2.13. Cost volume profit analysis under condition of uncertainties.

The fundamental variables used in the cost volume profit analysis are:

1. Selling price per unit

2. Variable cost per unit

3. Total fixed costs

4. Expected sales volume of each product

In above these factors can be uncertain. First we can start with the uncertainties in sales volume assuming other factors equivalent to certainty. Moreover, relative to the expected sales quantity, the costs and selling prices are quite certain, that is, for analytical purpose. The decision maker may be justified in treating several factors as certainty equivalents. Normally in cost volume profit analysis, sales volume is treated as a random variable. A random variable can be thought of as an unknown quality. Therefore, the outcome and the decision under cost volume profit are based on the random sales volume of each product. The simplest and widely adopted approaches to business decision making under uncertainty is to estimate the likelihood that the random variable will take on various possible values. Such an estimate is called a subjective probability distribution. The decision is then made by choosing that alternative which has the highest expected monetary value.

 (Bajracharya, Ojha, Goet, Sharma. 2004: 150)
2.14. Use of normal distribution in cost volume profit analysis

The normal distribution probability can be used in managerial planning and decision making. The manager in choosing between this product and other products or projects can probably improve his decision by considering the risk involved.

Though all the variables of the CVP analysis may be uncertain and random, still the sales volume is the most uncertain variable. In most of the cases in business the demand is uncertain.

Managers use to find out

1. The probability of at least reaching the break even sales.

2. The probability of making at least the required amount of profit.

3. The probability of incurring losses.

2.15. Need of segregation of mixed or semi variable cost for CVP Analysis

For CVP analysis, we segregate all costs into fixed and variable cost. Cost segregation helps for management to take profit planning, decision making and control. So the semi variable costs should also be segregation into fixed and variable in different level of sales or activity. Accordingly, the segregation of the semi variable cost is done through one of the following method.

1. High low point method

This method considers two levels of activity to split the cost. It considers the

output at different levels. In this method, the semi variable cost is segregated

into fixed and variable components using two data point. The formula we

use in this method is:-

VCPU = (High cost - Low cost)

(High unit – Low unit)

Where, VCPU = Variable cost per unit

Fixed cost = Total cost – (variable cost per unit * Activity level)

Least square regression method

1. Regression analysis

It is an equation that express the relationship between two variables and to estimate the value of dependent variable Y based on a selected variable of the independent variable X. The technique is used to develop the equation for a straight line and to make these predictions.
2. Least square straight line trend

For estimating fixed and variable cost we should predict the least square regression method. It enables to a linear relationship between two dependent and independent variable. To perform cost prediction and to draw inferences, the ordinary least square regression line is commonly used. It is based on the mathematical technique of fitting and equation with the help of a number of observations. The linear equation can be assumed as:

Y = a + bx and the variable sub equation shall be

Σy =na +b Σx

Σxy= a Σx + b Σx2

Similarly, the equation can be fitted for any number of order or degree depending upon the number of observations available and the accuracy desired.

Unit variable cost and fixed cost can be computed by using the following formula.

NΣxy – Σx *Σy

b = -----------------------

NΣx2 – (Σx) 2

Σy – bΣy

a = --------------

N

Where,

a = fixed cost

b = variable cost

N = number of observation

x = production units

Σ = Sum of observation

3. Degree of variability method (DOV)

In this method, the degree of variability is noted for each item of semi variable expenses. Some may have 70% variability while others may have 30% variability. The method is easy to apply but difficulty is faced in determining the degree of variability.

4. Level of output compared to levels of expenditures method

According to this method, the output at two different levels in compared with corresponding level of expenses since the fixed cost remain same or constant, and the variable overheads are derived by the ratio of change in  expenses to changes in output.

5. Scattered graph method

This method utilizes the scatter diagram drawn from plotting recent observations of the cost at various activity levels. It is easier and simpler to use. But it is more difficult in estimating the costs. In diagram, semi variable expenses are plotted on the vertical axis and activity is plotted on the horizontal axis. Two estimates may find two different results of fixed and variable cost figure.
2.16. Cost structure and operating leverage for CVP analysis Cost Structure:

It refers to the relative proportion of fixed and variable cost in an organization. The relationship of a company's variable and fixed cost is reflected in its operating leverage. The highly labor intensive organization have high variable costs and low fixed costs and thus have low operating leverage and a relatively low break even point. Such a structure is reflected high operating leverage and relatively high break even points.

Operating leverage:

It is a measurement of the extent to which fixed costs are being used in organization. The relationship of a company's variable and fixed costs is reflected in its operating leverage. Higher the amount of fixed costs higher the operating leverage and break even point and vice versa. The operating leverage factory is determined as under:

Contribution Margin

Degree of operating leverage =------------------------------

Net income
2.17. Multi – product CVP analysis with Leaner Programming

It is a mathematical technique which shows to arrive at the optimum results, allocate available resources In a manufacturing manner. It is basically concerned with the problem of allocating limit resources among competitive activities in an optimal manner. It is a technique to optimize the allocation scare resources in product mix problems. The tool is used for solving constrained optimization problems. It scare resources may be in terms of labor hours, machine hours, raw materials, finance etc. As such technique is used in selecting optimal plans. It provides a valuable extension to CVP analysis.

2.18. Managerial application of CVP analysis

CVP analysis helps the managers to plan for profit to control cost and make long term and short term decision. It is necessary to decision in greater details its usefulness to management. These are as follows:

1. Management use CVP analysis to analyze past performance Management should determine the reason for difference between budget and actual result. CVP analysis can make an important contribution to each activities planning, organizing and controlling. It provides a framework for planning future operation and mean for determining the likely effects of various ways of organizing those operations. CVP can be used to control current operation by company actual results with planned result.

2. To know how much business safe 

The higher safety margin indicates that the business is more safety and lower safety margin shows that the business is more risky. So margin of safety is used by manager to know business safety and risk.

3. To determine selling price

Selling price is sensitive elements of demand, profit and break even, selling price of a product covers all costs and profit margin. Sometime, a small percentage change in sales may cause greater change in operating and managing result. Therefore management uses CVP to determine selling price for covering costs and requires profit margin which helps business to sustain in the competitive market.
4. Profit pick up incremental sales

In a break even level, the firm is in no gain and no loss position. After this firm earn profit. Each unit sold beyond the BEP contribution towards profit. Beyond BEP fixed costs don't increase. Therefore, each unit sold beyond BEP gives profit equal to CMPU.
5. Estimation of sales for target profit

Management uses CVP analysis to estimate of sales for target profit. If management should make decision to earn target profit then management estimated sufficient sales volume to meet the targeted. Therefore firm get easily to earn desired gain.

6. Management uses the budgeted amounts to control operations through the certain period

During the period of operations, sales and cost figures should incur with those budgeted amounts. Therefore, management uses CVP analysis to separate those budgeted amount into their behavior and to determine the probable effects of various alternatives which may be considered.

2.19. REVIEW OF THE RELATED STUDIES

In the context of Nepal, the history of Industrial sector is very short. Very few researches on business were conducted. Business firm has not applied the profit planning and control systematically Some applied it but they are not using all tools of PPC. Many studies were conducted in the profit planning in the business firm. But in profit planning, CVP analysis has been given less priority than others. Mostly CVP analysis has done only under the heading of profit planning and control of Manufacturing Firm. The study made on CVP analysis in some enterprises are as follows.

Mr. Madhav Rijal (2005)

· Mr. Rijal has conducted a research entitled “Cost volume profit analysis as a tool to measure effectiveness of profit planning and control (A case study of NEBICO Pvt. Ltd.) an unpublished master level thesis submitted to Shanker Dev Campus, Faculty of Management, TU.  He collected data based on primary as well as secondary data. He analyzed CVP of NEBICO only five year's data F/Y 2056/057 to 2061/062. Main objective of this study is to examine CVP analysis as a tool to measure effectiveness of PPC of NEBICO Pvt. Ltd. To achieve main objectives he set following sub-objectives.

· To study relationship of volume and profit as a applicable tools of budgeting.

· To evaluate the profitability, financial position and sensitivity of NEBICO‟s activity. To analyze the CVP of the company and its impact in profit planning.

The major findings observed in his study are as follows:

· The company has no detailed and systematic expenses plan. The fixed variable and mixed expenses plan is the necessary elements for PPC.

· The goal and objectives of the company are not clearly communicated to operation level of management.

· The company does not apply any appropriate and effective sales forecasting techniques.

· There is no any special system of taking connective action for the preplanning.

· There is not proper co-ordination among production, administration, distribution, inventory and sales department.

· There is no separate costing for each product.

· Margin of safety is in fluctuating trend.

· BEP of the company has been in increasing trend, there is a little gap between actual sales and BEP sales.

Mr. Tenzin Namdak (2005)

Mr. Namdak has submitted the thesis on the topic “CVP analysis of Dairy Development Corporation”, an unpublished master level thesis submitted to Shanker Dev Campus, Faculty of Management, TU. Theses are to determine the relationship between cost volume and profit and profitability of the DDC. His sub objective to achieve the main objective is as follows:

· To study the relationship between cost volume and profit as a tool of budgeting.

· To evaluate the profitability and sensitivity of DDC in relation to sales.

· To analyze the productivity of the labor by using different productivity ratios.

· To analyze the CVP of the corporation and its impact on its profit planning.

· To provide necessary suggestions and recommendations. Whatever necessary, base on findings.

His research covers the time period of five year from 2055/56 to 2059/60.Research methodology was through primary as secondary sources. His major findings are as follows:

DDC has been planning only on short –term basic.

The practice of CVP analysis has not been used yet.

There is no practice of segregating cost into fixed and variables.

Over utilization of capacity resulting in increasing operation and maintenance cost every year.

· DDC has low contribution margin with high variable cost.

· DDC has also high fixed cost with low contribution margin, resulting in high BEP sales.

· The profitability of the DDC is also very poor.

· All the levels of management are not involved in profit planning and decision making of the corporation.

Mr. Yam Prasad Gautam (2006) 
He has studied on the topes of "An Analytical and Comparative study of Cost Volume Profit Analysis of Unilever Nepal Ltd. and Dabur Nepal Private Limited" His research was in partial fulfillment of MBS, submitted to Nepal Commerce Campus, Faculty of Management TU. His objective of the study was;

· To calculate of profit from a budgeted sales volume.

· To calculate break even point, CM analysis, margin of safety analysis and profit volume analysis.

· To calculate sales volume to produce desire profit.

· To contemplate the increase or decrease in profit due to the change in volume of production.

· To suggest and recommended with the help of major findings.

· To encourage grater use of CVP approach to manufacturing enterprise in profit planning and control.

Mr. Gautam has pointed out various findings and recommendations based on the analysis data and information.

· Some of the major recommendations are as follows:

· Classification of expenses items as various and fixed or controllable and non controllable must be made with in specific framework of responsibility and time.

· Separate cost control department should be established for the effective management of cost.

· UNL and DNPL should be consider. BEP analysis while preparing sales plan, production plan and selling price of its products.

· Both companies should be consider about the product line to improve its profit. Market studies on demand, supply and pricing of product should be carried out and less oriented cost should be identified and controlled.

· As UNL and DNPL is multi-product company, more emphasis should be provided the product having high contribution so as more have more profit.

· Some portion of profit should be allocated to research and development program so that new technology could be found which provide more competitiveness in the market.

· UNL and DNPL should have proper manpower planning.

· System of periodical performance reports should be strictly followed to be consists about poor performance and take corrective action immediately and timely.

· New market areas should be identifying for the coverage of increased activities of companies.

 Mr. Uday Kumar Dahal (2006) 

He has studies on the topics of “Cost volume Profit Analysis as a tool to measure the Effectiveness of Profit Planning with special reference to Dabur Nepal Ltd.” This was submitted to Nepal Commerce Campus, Faculty of Management, TU in Partial fulfillment of Degree of Master of MBS in the year 2006.

The main objective of the research was;

· Examine the variance between target and actual sales and production.

· To show the capacity utilization of Dabur Nepal Ltd.

· To forecast future production and sales.

· To analyze financial performance.

· To analyze the CPV of company and its impact of profit planning.

· To analyze the trend of profit over the time covered by the study.

· To provide recommendations and suggestions for improving the profit planning systems of Dabur Nepal Pvt. Ltd.

To conclusion of the research regarding the present practice of profit planning of Dabur Nepal Pvt. Ltd. has given below.

· Dabur Nepal Pvt. Ltd constitutes lack of adequate inventory policy.

· No control over external factor i.e. it has poor SWOT analysis.

· Dabur Nepal Pvt. Ltd does not prepare strategic and policies for long term.

· Dabur Nepal Pvt. Ltd is able to coordinate among various departments.

· Dabur Nepal Pvt. Ltd not prepares raw material requirement budget and raw material purchase budget systematical.

· The researcher also provides the following recommendations;

· CVP analysis should be considered while formulating profit plan.

· Profit planning manuals should be communicated from top level to lower level.

· The company management should look carefully into the basis of setting target for sales and achieving those targets meaningfully.

· Dabur Nepal Pvt. Ltd should focus on the relationship between expenditure and benefit, expenses planning and controlling is necessary to obtains companies goals.

· To get the idea of future cash requirement and application of the form, it should make cash budget systematically.

· The company should prepare raw material budget and production budget scientifically.
Mr. Bijaya Raj Adhikari (2007)

He has presented a Dissertation on the topic of “Cost volume Profit analysis of Nepal Lube Oil Limited”. This was submitted to Nepal Commerce Campus, Faculty of Management, TU. The main objective of his study is to examine the use of CVP analysis to plan the profit in Nepal Lube Oil Limited. The other specific objectives of this study are:

· To produce and refine oil and chemical in the country itself, substitute import of refined goods and purchase necessary new materials from other countries.

· To make necessary contract and agreement with different national and international governments determents, office and bodies to increase production, Capabilities and improve quality.

· To study the relationship between cost volume and profit as a tools of budgeting.

· To manage the non-technical and technical manpower from outside or inside the company and given necessary training inside on outside the company.

· To sell the product in direct part of the company.

· To provide necessary suggestion and recommendation wherever necessary base on finding.

· Based on different analysis, observation and informal discussion, the followings are major findings at the study.

· Company has usually very low margin of safety and also negative in some fiscal year.

· Sales amount of the company are fluctuating and in increasing trend.

· The budgeted sales are more than actual sales inequality.

· BEP is in increasing trend due to decrease in PV ratio.

· Correlation coefficient between budgeted sales quantity and actual sales quantity is negative; this shows that is moderate degree at negative correlation coefficient.

· In flexible budget the company suffers from loses below 100% capacity utilization. Here % capacity indicates current utilized capacity is average.

Mr. Deleshwar Paudel (2008)

He has presented a Dissertation on the topic of “Cost volume Profit analysis tool used to projected profit by Salt Trading corporation Limited” an unpublished thesis. This was submitted to Nepal Commerce Campus, Faculty of Management, TU. The main objective of his study is to examine the use of CVP analysis on the Salt Trading Corporation Limited. The other specific objectives of this study are:

· To analyze the cost and profit and loss of STCL.

· To study the relationship of cost volume profit.

· To analyze the impact of CVP of the corporation on Productivity.

· To provide suggestion and recommendation for improving the condition of STCL for further improvement.

· Based on different analysis, observation and informal discussion, the followings major findings are:

· Total sales of the corporation were unstable.

· The company sold different products among them agricultural material and Machine equipment on total sales were found nominal.

· But other products made highest contribution on total sales.

· Expenses of Salt Trading Corporation Limited were fluctuated.

· Variable cost as well as fixed cost increased or decreased during the period.

· The corporation has no details of systematic expenses plan. The fixed, variable and mixed expenses planning are essential for profit planning and control.

· Variable cost volume ration of the Salt Trading Corporation is nearly

· 85% on average. It means that the contribution margin of the company is about 15% of total sales.

· Contribution margin of the corporation were not satisfactory. Low contribution margin may be problem to the corporation.

· From the correlation analysis, it was found that there was high degree of positive correlation between sales and net profit. Change in sales, made change in profit but change was not in the same ratio.

· This corporation has higher BEP ratio. Higher BEP indicates weak position of the company.

· Contribution margin of the company were not stable and satisfactory.

Mrs. Samjhana Bhandari(2009)
She has studied on the topic of “CVP Analysis of Manufacturing Organization (with reference to Unilever Nepal Ltd. and Dabur Nepal Pvt. Ltd)”. This was submitted to Nepal Commerce Campus, T.U in partial fulfillment of master degree of MBS in the year 2009

The main objective of the research was;

· To show the relationship of cost ,volume and profit between multi product

· To study and analyze different components of cost as per cost behavior

· To evaluate the impact of profit of UNL and DNPL 
· To evaluate t he break  even point of overall firm as well as individual product 

· To suggest and recommend on the basis of major findings of the study .

Major finding of the study were as follows 

· The total fixed cost of the companies are increasing annually.advertisement salary and allowance communication expenses insurance premium depreciation and interest on long term are higher portion of total fixed costs and the amount of these items are highly incremental condition.

· Sales plan of both companies are not properly maintained.there is a fluctuation between budgeted sales and actual sales in each year

· Sales trend o f both companies are increasingly yearly.it shows that the net loss can be decreased in the future for UNL and profit should increase in DNPL.
· Expenses trend of both is increasing year by year

· For profit achievement ,the company should be adjusted fixed cost ,variable cost sales and profit by PV Ratio analysis.

· Management of the companies are not in the favour of segregation of cost  in variable and fixed mostly they used as a  variable and fixed cost whatever the nature of cost.

· Companies should show the budged sales in higher expectation where as condition occurs vice versa in cost too.
2.22. Research Gap

There exists a significant gap between present research work and the previous research works. There are many researches which were conducted mainly on profit planning and control and management accounting of public enterprises. In most of the researchers, profit planning tools were analyzed in one way or the other but their impacts were rarely explained. Cost volume profit analysis and the sensitivity of their variables in profit of modern business is a current issue but these facts are rarely studied by previous researchers. To fill this gap, the present study intended whole heartedly to conduct this type of research. For this purpose the researcher has examined the current practice of CVP analysis in Dabur Nepal Pvt. Ltd. 
Many manufacturing private enterprises were not practicing various accounting tools and techniques to measure its performance in the context of Nepalese manufacturing firm. Especially CVP analyses in manufacturing or private enterprises have been done very few by other researcher. For this purpose practice of CVP in Dabur Nepal Pvt. Ltd. were made. 
This study would be of different value as it focused on specific area of overall PPC. It examined the current practice of CVP analysis in the company as managerial tool of PPC to improve the performance of the company. It would contribute to enhance the fundamental understanding and knowledge, which would make study meaningful and purposive.
CHAPTER THREE
RESEARCH METHODOLOGY
3.1 Research Design

This study is an examination and evaluation of CVP of Dabur Nepal Pvt. Ltd. This study has attempted to show the relationship among cost, volume and profit, margin of safety, BEP and effective application within the conceptual framework. Comparative cost, volume and profit analysis of the organization were presented and analyzed by using descriptive and analytical approaches.
3.2 Sources of Data 
This study was mostly based on secondary data. However, some primary data or information were obtained through informal discussions with executives and other staff of the company. Secondary data were collected from annual published accounting and financial statements of Dabur Nepal, thesis related to this field, other publication of the organization, Central Bureau of Statistics etc.
3.3 Tools and Techniques of Data Analysis

Collected data needs to be explained and analyzed. Basically, the following to techniques has been used to analyze the collected data:
3.3.1 Descriptive Techniques 
These techniques were used to simplify the research report for better understanding as well as analysis and interpretation of collected data.
3.3.2 Quantitative Techniques

Descriptive techniques are not enough to prepare excellent research report. To fulfill the gap, or make the research report attractive and for better understanding the following profit planning tools were used:

3.3.2.1 CVP Analysis Tools 

CVP analysis included the following extensive computations:

· Contribution Margin (CM) = Sales – Variable cost or Fixed Cost + profit 

· PV Ratio = 1-V/V ratio or [image: image2.png]Contribution Margin
Sales




· V/V Ratio = [image: image4.png]Total Variable Cost
Sales




· BEP in Rs. = [image: image6.png]Fixed Cost
PV ratio




· % of BEP = [image: image8.png]BEP
Actual Sales




· Margin of Safety = Planned or Actual – BEP Sales
· Margin of Safety Ratio = [image: image10.png]Planned/ Actual Sales-BEP Sales
Planned/Actual Sales




· Change effect on CVP of 10% change in fixed cost
· Change effect on CVP of 10% change in variable cost
· Change effect of CVP of 10% change in sales value.
3.3.2.2 Statistical Tools

3.3.2.2.1 Times Series Analysis (Trend Analysis)

Trend analysis is also one of the most useful statistical tools. It is used for studying forecasting.  A widely and most commonly used method to describe the trend is the method of least square.

The straight-line trend can be studied by using the following formula:
Y= a+bX
Where,

Y= Values of dependent variables

a= Y intercept

b= Slope of the trend line

X= Values of independent variable (Time)

a=[image: image12.png]24
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Where,

(y = Sum of the observation in series Y

(xy = Sum of the observation in series X & Y

(X2= Sum of Square of the observations in series X

CHAPTER FOUR

DATA PRESENTATION AND ANALYSIS

4.1 Sales Value Analysis

Sales value is total exchangeable market value that can be obtained from the sale of final products. The sale of the manufactured products of Dabur are shown on annual sales basis. The following table shows the yearly sales trend of Dabur Nepal in sales value:

  Table 4.1

Actual Sales trend


(in Rs.lacks)
	Classes of goods
	2004/05
	2005/06
	2006/07
	2007/08
	2008/09

	Lal Danta Manjan
	3,873.10
	3,272.78
	3,538.82
	4,3410.12
	1,626.53

	Real Fruits Juice
	11,673.10
	9,668.79
	1,168.99
	2,,279.69
	15,993.05

	Other
	14,088.21
	6,458.70
	7,380.39
	12,411.31
	9,579.52

	Total
	29,634.41
	19,400.29
	21,988.19
	24474.94
	27,199.52

	Increase/(Decrease)%
	-
	(27.97)
	13.34
	11.31
	11.13


Source: Annual Reports of Dabur Nepal

The above table shows the sales trend of Dabur Nepal for five years from 2004/05 to 2008/09. There is a variation in sales because of difference in demand, cost of production, nature of competition, government policy, social and political factors and product prices. The sales revenues  are in fluctuating trend for different products like: Lal Danta Manjan, Real Fruits Juice and others.

The highest sales revenues  amounted to Rs. 29,634.41 in fiscal year 2004/05 and lowest  of Rs. 19,400.29 in fiscal 2005/06 respectively. the main sources of sales revenues is Real fruits Juice, it covered the large portion of sales. The total sales value is in increasing trend except in fiscal years 2004/05 to 2005/06. In the fiscal year 2005/06 total sales was Rs. 19400.29, this is the decreased in sales value by 27.97% in comparison to the4 F.Y. 2005/05. But in the F.Y. 2006/07 Dabur Nepal has increasing sales in comparison to 2005/06 by 13.45% and as a same trend in F.Y. 2007/08 and 2008/09 the sales value increasing by 11.31% and 11.31% respectively. It is a good symptom for the company. 

Graph 4.1

Graphical Presentation of Sales Value (in lacks)
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Diagram No. 1 Scatter diagrams of Sales revenue
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Table 4.2

Time Series Analysis
	Year
	Actual Sales (Y)
	Time (X)
	X2
	XY

	2004/05
	29634.41
	1
	1
	29634.41

	2005/06
	19400.29
	2
	4
	438800.58

	2006/07
	21988.19
	3
	9
	65964.57

	2007/08
	24474.94
	4
	16
	97899.76

	2008/09
	27199.52
	5
	25
	135997.60

	n=5
	(y=122697.40
	(x=15
	(=x2
	(xy=368296.90


Straight line trend of actual sales (Y) depends upon time (X), which is expressed as follows:

Y=a+bx

(Y=na+b(X …………………….. (1)

(XY=a(X+b(X2 ……………….. (2)

Substituting the value in equation (1) & (2)

122697.40=5a+15b …………………(3)

368296.90 = 15a+55b ………………(4)

by solving equation (3) & (4)

a=18705.15

b=9979.53

Thus, Y=a+bX

Therefore, Y= 18705.15+9979.15 X is the trend line of sales which shows the positive sales revenue in future. By using this trend we can estimate the actual sales for 2009/10 can be estimated by using the following formula:
Y= 18705.15+9979.53*6

  = 18705.15+59877.18

  =78582.33

Therefore, if the trend remains t he same , the sales of Dabur Nepal Pvt. Ltd. will be Rs. 78582.33 for the fiscal year 2009/10.
4.2 Cost Analysis

Cost Analysis should not focus only on decreasing the future costs or expenses but also need to focus on efficient and better utilization of limited resources. It should focus the relationship between expenditures and benefits derived from those expenditures. Reduction of cost without considering its effect on benefits can cause higher cost due to break down, inefficient machines, frustrated employees, low quality of production. The costs are categorized into three categories:

· Fixed Cost

· Variable Cost

· Semi-variable Cost

The Company has no specific method or basis to categorize the costs into fixed, variable and semi-variable costs.
4.2.1 Fixed Cost Analysis
The fixed cost remains unchanged in total despite the changes in output level within a year. The fixed cost on per unit basis decreases as the level of activity increases and vice versa. Fixed cost of Dabur Nepal has also remains constant in total amount even it has change in level of activity in each fiscal year. Total fixed cost varies for different fiscal year because of internal and external environment factor of the company. The fixed costs are presented below on the basis of types of costs:

Table 4.3
Fixed Costs Analysis

Rs. In Lacks

	Details
	2004/05
	2005/06
	2006/07
	2007/08
	2008/09

	Salaries, Wages & bonus
	646.24
	709.48
	720.53
	1,173.39
	1,293.42

	Contribution to provident & other funds
	36.69
	42.05
	55.23
	63.86
	129.50

	Workmen & Staff welfare
	177.40
	93.55
	374.58
	110.14
	149.77

	Director’s remuneration
	4.46
	34.88
	43.09
	44.71
	62.78

	Rent
	91.04
	91.96
	52.74
	41.04
	36.62

	Rates & taxes
	-
	13.23
	11.69
	-
	1.16

	Insurance
	69.28
	71.74
	63.8
	85.55
	128.95

	Advertisement & Publicity
	258.72
	125.97
	368.39
	421.08
	847.48

	Depreciation
	615.89
	748.56
	832.93
	851.53
	973.54

	Excise duty
	31.61
	34.60
	17.75
	83.01
	116.53

	Auditor’s remuneration
	1.81
	10.49
	2.13
	2.13
	3.97

	Donation
	16.78
	11.34
	16.11
	11.34
	15.22

	Interest
	341.10
	302.26
	307.23
	368.03
	315.43

	Bank Charge
	68.47
	103.29
	73.76
	85.72
	88.69

	Sales tax
	-
	-
	-
	-
	0.86

	Freight & forwarding charges
	-
	-
	668.58
	968.38
	85.39

	From semi-variable cost
	139.24
	141.88
	45.80
	66.01
	138.84

	Total
	2498.72
	2535.28
	3654.41
	4375.92
	4388.15

	Increased/ (Decreased ) %
	-
	1.46
	44.14
	19.74
	0.25


Sources: Annual Report of Dabur Nepal

The above table shows that the total fixed cost is in increasing trend during the F. Y. 2004/05 to 2008/09. Taking the last year as base year for every year, total fix cost increased by 1,46,44.14, 19.74 and 0.28 percentage on the F.Y. 2005/06, 2006/07 and 2007/-8 and 2008/09 respectively. 
Graph 4.2
Graphical Presentation of Fixed Costs (in lacks)
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Diagram No.2 Scatter diagrams of Total Fixed Cost
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4.2.2 Variable Cost Analysis

Variable costs are those costs which vary in direct portion to change in level of activity or output. But per unit cost remains constant. Dabur Nepal’s variable costs per unit are different in different fiscal year due to internal and external environment of the company. As per company’s cost details sheet the variable cost are presented by nature as follows:

Table 4.4

Variable Costs Analysis

Rs. In Lacks

	Details
	2004/05
	2005/06
	2006/07
	2007/08
	2008/09

	Cost of materials
	13,655.97
	13,862.82
	16,107.26
	17,797.26
	20,171.89

	Power & Fuel
	456.00
	586.11
	620.92
	697.45
	854.78

	Stores & spares consumed
	224.36
	267.77
	286.01
	206.55
	277.14

	Cartage & coolie
	-
	33.93
	32.94
	38.16
	-

	Provision for doubtful debt
	21.68
	4.39
	160.14
	184.38
	-

	Travel & conveyance
	138.76
	31.48
	150.78
	189.51
	229.50

	Legal & professional
	51.72
	-
	16.67
	30.93
	40.09

	Telephone & Fax
	65.43
	31.27
	69.40
	87.41
	57.81

	Security expenses
	-
	1,215.73
	43.66
	48.48
	55.27

	Processing charge
	-
	-
	-
	-
	83.29

	From semi-variable cost
	324.89
	331.06
	106.86
	154.03
	323.95

	Total
	14938.81
	16364.56
	17594.64
	19434.50
	22095.72

	Increased/ (Decreased)%
	-
	9.54
	7.25
	10.46
	13.69


The table shows that the variable cost is in increasing trend. Most types of costs are in increasing trend in each fiscal year because of external and internal factors. The percentage of increase on variable cost  in fiscal year 2008/09 is 13.69% and lowest percentage by 7.52% in fiscal year 2006/07 as a compared to the base  fiscal year 2004/05 and security charges and the processing charge has no variable cost for some years due to some internal factors.
Variable cost of Dabur Nepal’s graphical presentation is as follows:

Graph 4.3
Graphical Presentation of Variable Costs (in lacks of rupees)
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4.2.3 Semi-Variable Cost Analysis
Cost that comprises both fixed and variable are considered as semi-variable or mixed cost. In semi-variable cost some portion is of fixed nature and the rest is of variable nature. Using different methods the semi-variable cost can be classified in two categories fixed and variables. The classification of cost into fixed and variable is very important to plan and control of cost. It helps to determine the volume of operation required maintaining the desired profitability. There are various methods to segregate the mixed cost but degree of variability methods contains 30% and 70% portion is suitable for the organization like Dabur Nepal. It has not maintained any clear-cut boundaries about cost classification into fixed and variable cost. According to their nature and uses the semi-variable cost of Dabur Nepal’s is as follows:

Table 4.5

Semi-variable Costs Analysis

Rs. In Lacks

	Details
	2004/05
	2005/06
	2006/07
	2007/08
	2008/09

	Repairs & maintenance:
	
	
	
	
	

	- Building
	23.44
	80.71
	93.18
	106.01
	73.44

	- Plant & machinery
	39.23
	38.50
	38.93
	89.14
	124.69

	- Others
	23.98
	23.74
	19.27
	24.90
	41.36

	Commission & rebates
	328.09
	320.79
	-
	-
	209.20

	Loss on sale of investment
	-
	9.14
	1.28
	-
	2.81

	Loss on sale of fixed assets
	49.39
	0.16
	-
	-
	11.29

	Total
	464.13
	472.94
	152.66
	220.05
	462.79

	Increased/ (Decreased)
	-
	1.90
	(67.72)
	44.14
	110.31


Sources: Annual Reports of Dabur Nepal
The table 4.4, each type of mixed costs are categorized into fixed and variable cost by 70% and 30% respectively and all the segregated semi-variable cost are included in above fixed and variable cost sheet tables. The mixed cost is in fluctuating trend. In fiscal year 2005/06, 2007/08 and 2008/09 the costs percentage increase are 1,90,44.14 and 110.31 respectively but in fiscal year 2007/08 it is decreased by 67.72% as compared to previous year. Semi-variable cost of Dabur Nepal’s graphical presentation is as follows:

Graph 4.4

Graphical Presentation of Semi-variable cost (in lacks)
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Diagram No. 4 Scatter diagrams of Semi-variable Cost
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4.3 Cost-Volume-Profit Analysis

Cost volume profit is an analytical tool for studying the relationship between volume, cost, price, and profit. There are three factors is CVP analysis, which are interconnected and dependent on each other. CVP analysis shows the volume or level of activity that is necessary to stay at break-even or to gain a certain amount of profit. CVP analysis includes both contribution analysis and break-even point, unit-selling price, unit variable cost, unit contribution margin and total fixed cost are to be found. Contribution analysis includes a series of analytical techniques to determine and to evaluate the effects on profit of change in sales volume, sales prices, fixed expenses and variable expenses.

Income statement shows the picture of the company, how it is earning profit. Here, the income statement of Dabur Nepal is shown based on its revenues, fixed cost and variable cost as follows:

Table 4.6

Income Statement

Rs. In lacks

	Particulars
	2004/05
	2005/06
	2006/07
	2007/08
	2008/09

	1. Sales Revenue
	29,634.41
	19,400.29
	21,988.19
	24,474.94
	27,199.52

	2. Variable Cost
	14,938.81
	16,364.56
	17,594.64
	19,434.50
	2,2095.72

	3. Contribution Margin
	14,695.60
	3,035.73
	4,393.55
	5,040.44
	5,103.80

	4. Fixed Cost
	2,498.72
	2,535.28
	3,654.41
	4,375.92
	4,388.15

	5. Profit/(loss)
	12,196.88
	2,535.28
	3,654.41
	4,375.92
	4,388.15

	6. PV Ratio = CM/Sales
	0.50
	0.16
	0.20
	0.21
	0.19

	7. BEP in Rs. = Fixed Cost/ PV ratio
	4,997.44
	15,845.50
	18,272.05
	20,837.71
	2,3095.53

	8. % BEP = BEP/Actual Sales
	16.86
	81.67
	83.10
	85.14
	34.91

	9. Margin of Safety (Actual Sales = BEP Sales)
	24636.97
	3554.79
	3716.14
	3637.23
	4103.99

	10. Margin of Safety Ration = (Actual Sales – BEP sales)/Actual Sales
	0.83
	0.18
	0.17
	0.15
	0.15


Source: Annual Reports of Dabur Nepal
Table 4.7

	%of costs 
	2004/05
	2005/06
	2006/07
	2007/08
	2008/09

	Fixed cost % on Total Cost
	14.31 
	15.64 
	17.19 
	20.59 
	16.56 

	Variable cost % on Total Cost
	85.69
	84.35
	82.81
	79.41
	83.43

	% of Variable Cost On sales 
	50.51
	84.36
	80.01
	79.41
	81.23

	% of Fixed Cost On Sales
	8.43
	13.07
	16.60
	17.88
	16.13


Source: Annual Reports of Dabur Nepal
 Above table shows that Dabur Nepal Pvt. Ltd’s earning is in fluctuating trend throughout the study period. The profits are Rs. 12196.88, 500.45, 739.14, 664.52 and 715.65 lakhs in F.Y. 2004/05, 2005/06, 2006/07, 2007/08 and 2008/09 respectively. From F.Y. 2004/05 to 2005/06 profit is decreased by large amount, it is caused by company’s internal and external cause. Political cause is the main causes. And from F.Y. 2005/06 to 2006/07 again profit is increase then again from 2006/07 to 2007/08 profit is decreased at last from 2007/08 to 2008/09 profit is increased. On previous years profit showed is fluctuating trend but in last year of study period profit revealed an increasing trend. It is the good symptom for the company. 

The graphical presentation of profit is as follows:
Graph 4.5

Graphical Presentation of Profit/Loss (in lacks)
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Diagram No.5 Scatter daigrams of Profit/(Loss) 
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4.3.1 Contribution Margin

Contribution Margin is the excesss of sales amount over its variable cost. It is the difference between the portions of rupees that are left after variables expenses are deducted. In other words, fixed cost plus the amount of profit is equivalent to contribution margin. It is particularly useful in determining the break even point and target profit. It can be expressed as :

Contribution Margin = Sales Revenue – Variable cost

E.g. Contribution Margin for base fiscal year 2004/05 = Rs. (29634.41-14938.81)=Rs. 14695.60.

The table 4.5 shows the contribution margin of Dabur Nepal for the five years study period is in fluctuating trend, it is Rs. 14695.60, Rs. 3037.73, Rs. 4393.55, Rs. 5040.44 and rs. 5103.80 in fiscal year 2004/05, 2005/06, 2006/07, 2007/08 and 2008/09 respectively. The higest contribution margin is Rs. 14695.60 in F.Y. 2004/05 and lowest is Rs. 5040.44 in F.Y. 2007/08. High contribution margin shows positive signal for high profit and low contribution margin leads to no profit or loss situation.

4.3.2 Profit-Volume-Ratio

Profit volume ratio establishes a relationship between the contribution margin and the sales volume. The two factors profit and volume are independent as well as dependent with each other with each other. Profit depends upon sales, sales price to a great extend depends upon the volume of production. It can be computed as follows:
Profit-Volume-ratio (P/V ratio) =
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From the table 4.5, the P/V ratio is in fluctuating trend. The P/V ratio is 0.50, 0.16 0.20, 0.21 and  0.19 from F.Y. 2004/05 to F.Y. 2008/09 respectively. The highest P/V ratio is 0.50 in F.Y. 2004/05 and lowest 0016 is in F.Y. 2005/06.

The company always tries to reduce variable cost and increase the value of ratio to achieve more profit. Any increase in contribution margin would mean increawe in profit only because fixed cost are assumed to be constant at all levels of production in the year. The ration would also remain constant at different leves of production since variable cost as proportion to sales remains constant at various levels too.

4.3.3 Break even Point

BEP is a point at which the firm’s total revenuer is exactly equal to total cost or it is a point of no gain or no loss. Before the point, there is loss and after the point profit begins. Through the contribution margin approach, Dabur Nepal break-even point can be computed as follows:

BEP in Rs = 
[image: image25.wmf]Vratio

P

FixedCost

/


BEP for base year 2004/05 = 
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The table 4.5 shows the BEP is in increasing trend. The BEP in Rs. 4997.44, RS 15845.50, Rs. 18272.05, Rs. 20837.71 and Rs. 23095.33 lakhs from F.Y. 2004/05 to F.Y. 2008/09 respectively. The BEP amount is highest in F.Y. 2008/09 and is Rs. 23095.33 lakhs and lowest in F.Y. 2004/05 and is Rs. 4997.44 lakhs. To achieve profit there is needed to exceed the break even point of the company. Due to small difference between sales revenue and break-even point of Dabur Nepal, it is able to achieve small amount of profit in each year of study period but it is high in fiscal year 2004/05.

% of BEP = 
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Percentage of BEP in base year 3004/05= 
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The table 4.5, the percentage of BEP is in increasing trend except in F.Y. 2008/09. There is high increasing ratio from F.Y. 2004/05 to 2005/06. The percentage is 16.86, 81.67, 83.10, 85.14 and 84.91 from F.Y. 2004/05 to 2008/09 respectively.

4.3.4 Margin of Safety

The difference between the actual sales revenue and the break even sales revenue is knows as margin of safety and the margin of safety divided by actual sales revenue is called margin of safety ratio. Margin of safety and margin of safety ratio is computed as follows:

Margin of safety=Actual Sales-BEP sales

Margin of safety for base year 2004/05=26634340-499.44=Rs. 24636.97 From the above table 4.5 the margin fo safety is Rs. 24636.97, 3554.79, 3716.14, 3637.23 and 4103.9 lakhs from F.Y. 2004/05 to 2008/09 respectively. For better profitability situation larger margin of safety is required. The margin of safety is in increasing trend, it is a good symptom for Dabur Nepal.

Margin of Safety Ratio = 
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Margin of safety ratio for base year 2004/05 = 
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From the table 4.5, the margin of safety ratio reflects fluctuating trend, it is 0.83, 0.18, 0.17, 0.15 and 0.15 from F.Y. 2004/05 to 2008/09 respectively.

4.4 Change Effect on CVP

Profit is the main function among the variety of factors. Factors of CVP analysis can be affected by change in price, volume, variable cost, fixed cost and combinations of factors, which shows proportionate relationship, positive relationship, inverse relationship and no relationship.

4.4.1 Change Effect on CVP of 10% Change in Fixed Cost

Only change in fixed cost and other factors remaining constant or unchanged shows effect in BEP and profit. If fixed cost rises in any special conditions like change in management policy, inflation and due to some external factors, the BEP will rise and profit falls. But if fixed cost falls, however, it will lower the BEP and raises profit. Any change in fixed cost does not influence the profit volume ratio. usually fixed cost does not change, much or not in fluctuating position.
Let's try by increasing or decreasing fixed cost by 10% for the base year 2004/05 and other things remaining constant or same as follows:

Table 4.7

Income Statement with Change in Fixed Cost by 10% for the Fiscal Year 2004/05

Rs in Lacks

	Details
	Fixed Cost Change Effect

	
	Original
	10% Increase
	10% Decrease

	Sales Revenue
	29634.41
	29634.41
	29634.41

	Less: Variable Cost
	14938.81
	14938.81
	14938.81

	Contribution Margin
	14695.60
	14695.60
	14695.60

	Less: Fixed Cost
	2498.72
	2478.59
	2248.85

	Profit/ (Loss)
	12196.88
	11947
	12446.75

	P/V Ratio
	0.50
	0.50
	0.5

	BEP in Rs.
	4997.44
	5497.18
	4497.70

	Change in BEP
	-
	10%
	10%


Above table shows that, with 10% increase and 10% decrease in fixed cost leads to again 10% increase and 10% decrease in BEP respectively. So we can say that there is proportionate relationship between break even point and fixed cost, where one leads to change another proportionately.

4.4.2. Change Effect on CVP of 10% Change in Variable Cost

When the variable cost is changed without changing the sales revenue and fixed cost we can find the change result in PV ratio, profit, BEP and its percentage also. When variable cost increases CM ratio will decrease. As a result, BEP will be high and vice-versa. Change in the variable cost changes all the variables related with CVP analysis the contribution margin, PV ratio and BEP.
Increase and decrease in variable cost by 10% for the base year 2004/05 keeping other things some or constant, gives the following result:

Table 4.8

Income statement with Change in Variable Cost by 10% for Fiscal Year 2004/05

Rs. In Lacks

	Details
	Fixed Cost Change Effect

	
	Original
	10% Increase
	10% Decrease

	Sales Revenue
	29634.41
	29634.41
	29634.41

	Less: Variable Cost
	14938.81
	16432.69
	13444.93

	Contribution Margin
	14695.60
	13201.72
	16189.48

	Less: Fixed Cost
	2498.72
	2498.72
	2498.72

	Profit/ (Loss)
	12196.88
	10703
	13690.76

	P/V Ratio
	0.50
	0.45
	0.5

	BEP in Rs.
	4997.44
	5552.71
	4543.13

	Change in BEP
	-
	11.11%
	(9.09)%


Source: Annual Reports of Dabur Nepal
Above table shows that when variable cost of DAbur Nepal is increased by 10% net income of the company is decreased by Rs. 1493.98 lakhs PV ratio decreases to 0.45 from 0.50 and BEP increases from Rs. 4997.44 to Rs. 5552.71 lakhs by 11.11%. When the variable cost is decreased by 10% net income of the company increased to Rs. 13690.76 from Rs. 12196.88 lakhs where PV ratio is 0.55 and BEP sales is Rs. 4543.13 lakhs and BEP is decreased by 9.09% as compared to actual level.

4.4.3 Change effect on CVP of 10% Change in Sales Value

Any positive change in sales will lead to increase in profit volume ratio, lowering the BEP and finally increasing profit. On the other hand if any negative change appears in sales value, it results decrease in PV ratio, increases BEP and decreases profit. Increase in sales is mostly desirable where as decrease in sales value is not desirable. Increase and decrease in sales of base year 2004/05 by 10%, keeping other things constant gives the following result:
Table 4.9

Income Statement with Change in Sales Value by 10% for Fiscal Year 2004/05

Rs. In lacks

	Details
	Fixed Cost Change Effect

	
	Original
	10% Increase
	10% Decrease

	Sales Revenue
	29634.41
	32597.85
	26670.97

	Less: Variable Cost
	14938.81
	14938.81
	14938.81

	Contribution Margin
	14695.60
	17659.04
	11732.16

	Less: Fixed Cost
	2498.72
	2498.72
	2498.72

	Profit/ (Loss)
	12196.88
	15160.32
	9233.44

	P/V Ratio
	0.50
	0.54
	0.44

	BEP in Rs.
	4997.44
	4627.26
	5678.91

	Change in BEP
	-
	(7.41)%
	13.64%


Source: Annual Reports of Dabur Nepal

Above table shows that, with the 10% increase in sales value 7.41% decrease in BEP sales is received where as 10% decrease in sales value leads to 13.64% increases in BEP sales. So we can say that there is inverse relationship between sales price and break even point.

4.5 Major Findings
The major findings of the study are as follows:

· Sales revenue is in increasing trend during the study period. The sales revenue decreased by 34.53% and increased by 13.34%, 11.30%, 11.13% in the Fiscal year 2005/06, 2006/07, 2007/08 and 2008/09 respectively.
· Dabur Nepal's variable cost is higher than fixed costs by 71.38%, 68.71%, 65.62%, 58.82% and 66.87% in the Fiscal Year 2004/05, 2005/06, 2006/07, 2007/08 and 2008/09 respectively.
· The company has not used proper segregation of mixed cost into fixed cost and variable cost.
· CVP analysis is not used effectively in the company. 
· It has not set strategic and policies for the future.
· Dabur Nepal is not able to coordinate among various departments

· Fixed cost and variable cost of the company are increasing annually in the study period
CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS

 5.1 Summary

Every profit motive organization need to use scarce resources effectively in a changing environment. Future is uncertain which creates risk and to reduce risk the only reliable technique is good management. CVP analysis is an analytical technique for studying the relationship between volume, costs and profit which helps to manage future costs and profit. Profit planning is a management technique and it is a written plan which reflects all aspect of business operation for future. CVP analysis is a device used to determine the usefulness of profit planning process of the firm, in fact, the entire field of profit planning has become associated with CVP inter relationship.

Cost volume profit analysis is a most important tool of profit planning means of predicting the effect of changes in costs and sales level on the income of business. It also determines sales level at which a company neither earns a profit nor incurs a loss, or in other word the point at which it break even. Often break even analysis is a special case of CVP analysis. However, CVP analysis techniques is included to find out sales volume to earn a zero profit or desire profit and analysis effect on, affect income because of in selling price, to check income if new machine will be installed, to examine operating profit if fixed cost as well as unit variable costs will be changes etc. Solving such alternatives CVP analysis is more appropriate than break-even analysis. Efficient management is the prime necessity in today’s world as resources are limited and scarce, proper uses in an effective and efficient way need to be done. As future is uncertain so risk is present in the business world. To avoid or reduce risk proper management is very necessary. Management effectively achieves organizational objectives through efficient use of the scarce resources in a changing environment. Cost-volume and profit analysis is an analytical technique which helps to study the relationship between cost, volume and profit. Cost volume and profit analysis helps to manage profit without bearing loss in future business operations for definite period, through inter relationship between cost, volume and profit. Profit planning is performed in an organization. Without cost, volume and profit planning tools determination of profit planning processes are almost impossible or useless.

The main objectives of the present research are to examine cost-volume-profit analysis as a tool to measure effectiveness of profit planning of Dabur Nepal. So, this study was undertaken to evaluate CVP analysis of the companies. As per the nature of the study, the secondary data with description and analytical approach for sales analysis, PV ratio analysis and BEP analysis are used. And to support the study primary data are collected formally and informally form the concerned person of the companies.

Profit is a necessity for every organization. It is a dominant goal of business enterprises and profit making should be the main objective in terms of the general effectiveness of organization, which measures the performance of the institutions. Profit is excess amount over the cost. CVP analysis is one of the most popular tools of management accounts. It is a part of profit planning and control. It shows the relationship among the variables like selling prices, sales, volume, cost, and profit, break even level, safely margin etc. when the organization finds its BEP sales it can determine the price, sales, volume and cost for profit volume ratio, BEP sales, safely margin etc. as per the objectives of the study, various primary and secondary date are collected for the F.Y.2004/05 to 2008/09. The collected data are analyzed with descriptive and analytical approach. Sales revenue analysis, P/V ratio analysis, BEP analysis, sensitivity analysis, profitability analysis were done with the help of carious financial tools. The data are drawn from various documents like annual report, journal published by these enterprises and concerned authority. Form analysis of various data collected through different sources, the company showed the different results. The company has to make the reliable profit, high contribution margin and its operating income is increasing marginally during the study period. Variable cost of Dabur Nepal is higher as compared to its fixed cost. 

5.2 Conclusion 

The CVP analysis Dabur Nepal, one of the herbal product manufacturing company playing largest roles in the manufacturing sector is not practicing CVP analysis tool to forecast desired profit. The cause of not-practicing CVP analysis was because that the costs are not segregated into fixed cost and variable cost. To solve the problems regarding CVP analysis and not application, some objectives is formulated. Cost segregation as fixed and variable, unit variable by adopting suitable mechanism and computation of CVP analysis by its extension tools. To fulfill the objectives of the study, historical as well as managerial research design was adopted.

Dabur Nepal's goals and objectives are clearly communicated to its employees. CVP analysis are not practiced in Dabur Nepal and it still lags behind for the realistic budget and not been able to practice.The CVP analysis as a tool of profit planning and control. It creates problem to analyze its expenses properly. Classification of cost is not maintained on scientific and systematic basis rather they are based on hunches and prediction of employees.

Dabur Nepal through CVP analysis show, company has increasing contribution margin affecting profit. Even though company has succeeded to some portion to increase contribution margin by increasing sales revenue but the increasing fixed cost has increased BEP to high level. The sensitivity of CVP analysis in response to change in sales revenue and variable cost. Through increase in sales revenue, the company can increase profit and safety margin.

Dabur Nepal's profit, BEP sales and margin of safety are in increasing trend. It has earned reliable profit and has made it able to stand as one of the most successful herbal manufacturing company of the company and P/V ratio is in decreasing trend.

Dabur Nepal's fixed cost is lower than variable cost. Variable cost is high due to high production cost.

5.3 Recommendations 

It is very necessary for the organization to develop and implement CVP analysis as a tool of profit planning and control. Nepal is moving towards globalization with membership of WTO. Nepalese company now has to prepare themselves to compete with international market through better management and scientific technologies. Application of advance profit and planning tools could be a better help to manage available withlimited resources. Profit planning and control also helps organization to achieve goals in a cut-throat competition without much difficulty. 

After the detail analysis of CVP of Dabur Nepal, some suggestions have been recommended on the basis of major findings to improve the performance of the company. It should adopt the comprehensive profit planning from the very beginning to the end. The following actions should be taken to apply the CVP concept in Dabur Nepal: 

· Level wise specific job description and responsibility assignment should be mentioned clearly

· Dabur Nepal hasn't classified or segregated various types of costs into fixed and variable properly. It is essential to classify the costs which help in controlling costs.
· CVP analysis should be considered while formulating profit plan

· Dabur Nepal should focus on the relationship between expenditure and benefit, expenses planning and controlling is necessary to obtain companies goals

· Costs are not systematically recorded. So cost of every sector should be planned properly. It is necessary to establish cost control program in the company. It will maintain the discipline on cost control.

· It should introduce SWOT analysis to improve the company's capability. Besides this political, social, economic and technical factors should be also taken into account

· Dabur Nepal should consider BEP analysis while preparing sales plan, production plan and setting price of its products

· Market research is required for the company's products for better market opportunities

· Improvement and maintenance of quality products are recommended as Dabur is selling its product all over Nepal and exporting too.

· Systematic performance report should be followed by the company. It should be more conscious about poor performances and take corrective actions immediately and timely as demanded by the situation.
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Appendix I

Dabur Research

Dabur Research Foundation is not only limited to conducting tests and trails, but carries out research in over 10 diverse areas:

· Ayurvedic Research – relating traditional knowledge with Modern Science

· Pharmaceutical Research – developing and testing drugs

· Phutopharmaceuticals – getting better resources from nature

· Biorechnology – scientific techniques for preservation

· Agromony- scientific regeneration and propagation

· Persona Care Products – developing natural solutions

· Analytical – Studying and testing active chemicals

· Synthetic Chemistry- developing new molecules and intermediates

· Oncology Research and Molecular Biology- researching new anti-cancer remedies

· New Drug & Peptide Research – developing new drugs and delivery systems

· Food Research – developing healthy and natural foods

· Clinical Research – studies and tests total safety of drugs 

Appendix 2

Products of Dabur Group

· Health Care

· Personal Care

· Foods

· Home Care

· Consumer Health-OTC

· Consumer Health-Ethical
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