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CHAPTER ONE 

Introduction 

 

1.1 General Background 

   

NNNeeepppaaalll   iiisss   sssiiitttuuuaaattteeeddd   iiinnn   ttthhheee   lllaaappp   ooofff   HHHiiimmmaaalllaaayyyaaa...   IIIttt   iiisss   lllooocccaaattteeeddd   iiinnn   bbbeeetttwwweeeeeennn   

ttthhheee   lllaaatttiiitttuuudddeee   222666ººº   222222'''   NNNooorrrttthhh   tttooo   333000ººº   222777'''   SSSooouuuttthhh   aaannnddd   LLLooonnngggiiitttuuudddeee   888000ººº   444'''   

EEEaaasssttt   tttooo   888888ººº   111222'''   WWWeeesssttt   aaannnddd   EEEllleeevvvaaatttiiiooonnn   rrraaannngggeee   fffrrrooommm   999000   tttooo   888888444888   

mmmeeettteeerrrsss...   TTThhheee   aaavvveeerrraaagggeee   llleeennngggttthhh   bbbeeeiiinnnggg   888888555   kkkmmm   eeeaaasssttt   tttooo   wwweeesssttt   aaannnddd   

aaavvveeerrraaagggeee   bbbrrreeeaaattthhh   iiisss   aaabbbooouuuttt   111999333kkkmmm   nnnooorrrttthhh   tttooo   sssooouuuttthhh...   TTThhheee   cccooouuunnntttrrryyy   iiisss   

bbbooorrrdddeeerrriiinnnggg   bbbeeetttwwweeeeeennn   ttthhheee   mmmooosssttt   pppooopppuuulllooouuusss   cccooouuunnntttrrriiieeesss   ooofff   ttthhheee   wwwooorrrlllddd...   

IIInnndddiiiaaa   iiinnn   ttthhheee   sssooouuuttthhh,,,   wwweeesssttt   aaannnddd   eeeaaasssttt   aaannnddd   CCChhhiiinnnaaa   iiinnn   ttthhheee   nnnooorrrttthhh...   NNNeeepppaaalll   iiisss   

lllaaannnddd   llloooccckkkeeeddd   cccooouuunnntttrrryyy   aaannnddd   hhhooommmeee   ppplllaaaccceee   ooofff   nnnaaatttuuurrraaalll   bbbeeeaaauuutttyyy   wwwiiittthhh   tttrrraaaccceee   

ooofff   aaarrrttteeefffaaacccsss...   

   

DDDeeevvveeelllooopppmmmeeennnttt   iiisss   gggrrrooowwwttthhh   ooorrr   cccooonnntttiiinnnuuuooouuusss   ppprrroooccceeessssss,,,   wwwhhhiiiccchhh   dddooonnn’’’ttt   hhhaaavvveee   

lllaaasssttt   dddeeessstttiiinnnyyy...      HHHuuummmaaannn   wwwaaannntttsss   aaarrreee   uuunnnllliiimmmiiittteeeddd,,,   ttthhheeeyyy   nnneeevvveeerrr   sssaaatttiiisssfffiiieeeddd   

wwwiiittthhh   wwwhhhaaattt   ttthhheeeyyy   hhhaaavvveee,,,   ttthhheeeyyy   aaalllwwwaaayyysss   tttrrriiieeesss   fffooorrr   nnneeewww   aaannnddd   ccchhhaaannngggeee...      

UUUnnnsssaaatttiiisssfffiiieeeddd   nnnaaatttuuurrreee   ooofff   hhhuuummmaaannn   bbbeeeiiinnnggg   gggiiivvveeesss   cccooonnntttiiinnnuuuiiitttyyy   fffooorrr   ttthhheee   

dddeeevvveeelllooopppmmmeeennnttt...      TTThhheeerrreee   aaarrreee   mmmaaaiiinnnlllyyy   tttwwwooo   aaassspppeeeccctttsss   ooofff   dddeeevvveeelllooopppmmmeeennnttt,,,   

bbbooottthhh   ttthhheee   aaassspppeeeccctttsss   aaarrreee   tttwwwooo   wwwhhheeeeeelll   ooofff   ttthhheee   cccaaarrrttt,,,   ooonnneee   cccaaannnnnnooottt   mmmooovvveee   iiinnn   

ttthhheee   aaabbbssseeennnccceee   ooofff   ooottthhheeerrr...      AAA   cccooouuunnntttrrryyy   wwwiiillllll   bbbeee   iiinnn   ppprrrooogggrrreeessssss   aaannnddd   

ppprrrooossspppeeerrriiitttyyy   ooonnnlllyyy   iiifff   iiittt   iiisss   sssooouuunnnddd   iiinnn   eeecccooonnnooommmyyy...         

  

BBBuuusssiiinnneeessssss   iiisss   bbbaaasssiiicccaaallllllyyy   aaannn   eeecccooonnnooommmiiiccc   aaaccctttiiivvviiitttyyy...      IIItttsss   aaaiiimmm   iiisss   tttooo   sssaaatttiiisssfffyyy   

ttthhheee   uuunnnllliiimmmiiittteeeddd   wwwaaannntttsss   ooofff   mmmeeennn   llliiivvviiinnnggg   iiinnn   sssoooccciiieeetttyyy,,,   wwwhhhiiiccchhh   iiinnnvvvooolllvvveeesss   aaallllll   

ttthhheee   aaaccctttiiivvviiitttiiieeesss   ooofff   ppprrroooddduuuccctttiiiooonnn,,,   dddiiissstttrrriiibbbuuutttiiiooonnn   aaannnddd   eeexxxccchhhaaannngggeee   
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pppeeerrrfffooorrrmmmeeeddd   tttooo   ppprrroooddduuuccceee   gggoooooodddsss   aaannnddd   ssseeerrrvvviiiccceeesss   wwwiiittthhh   aaannn   eeeqqquuuiiitttaaabbbllleee   

aaadddjjjuuussstttmmmeeennnttt   ooofff   ppprrrooofffiiittt   aaannnddd   pppuuubbbllliiiccc   wwweeelllfffaaarrreee...   BBBuuusssiiinnneeessssss   iiisss   aaa   

cccooommmbbbiiinnnaaatttiiiooonnn   ooofff   IIInnnddduuussstttrrryyy   aaannnddd   cccooommmmmmeeerrrccceee...   CCCooommmmmmeeerrrccceee   iiisss   cccooonnnccceeerrrnnneeeddd   

wwwiiittthhh   bbbuuuyyyiiinnnggg,,,   ssseeelllllliiinnnggg   aaannnddd   dddiiissstttrrriiibbbuuutttiiiooonnn   ooofff   gggoooooodddsss   aaannnddd   ssseeerrrvvviiiccceeesss,,,   

wwwhhhiiiccchhh   aaarrreee   ppprrroooddduuuccceeeddd   bbbyyy   iiinnnddduuussstttrrryyy...      IIIttt   sssiiigggnnniiifffiiieeesss   aaa   ppprrroooccceeessssss   ooofff   

eeexxxccchhhaaannngggeee,,,   wwwhhhiiiccchhh   iiisss   ttthhheee   fffooouuunnndddaaatttiiiooonnn   ooofff   mmmooodddeeerrrnnn   eeecccooonnnooommmiiiccc   llliiifffeee...      

IIInnnddduuussstttrrryyy   rrreeefffeeerrrsss   ttthhheee   cccooonnnvvveeerrrsssiiiooonnn   ooofff   rrraaawww   mmmaaattteeerrriiiaaalll   iiinnntttooo   fffiiinnniiissshhheeeddd   

gggoooooodddsss   aaannnddd   cccrrreeeaaattteeeddd   fffooorrrmmm   uuutttiiillliiitttyyy...   

   

   

1.2 Public Enterprise in Nepal 

 

Public Enterprise plays significant role in almost every country of the world, 

yet there have so far been no standard definition of its own.  Different 

agencies of government suit their own respective situation has defined the 

term “Public Enterprise (PE)” in their own way. 

 

UN had defined PE as “those organization namely governmental enterprises 

and public corporations, which are entirely or mainly owned and/or controlled 

by the public authorities consisting of establishment which by virtue of their 

kind of activities, technology and mode of operation are classified as 

industries”  

 

According to Laxmi Narayan “PEs is autonomous bodies which are owned 

and managed by the government and which provide goods and services for a 

price. The ownership with the government should be 51% or more to make an 

entity PE”. 

 

Public enterprise plays a vital role in most developing countries.  The role of 

PEs differs from country to country basically due to political philosophy of 
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existing governments.  Public enterprise plays a major role in achieving the 

twin objectives of social and economical development imagined in the national 

policy.  PEs in Nepal constitutes a vital instrument of the socio-economic 

development of the Country.  It enjoys a strategic and crucial position in our 

mixed economy.  They are supposed to help in reducing regional imbalance, 

generating more revenue and fulfilling the people requirement.  It can be 

concluded that PEs are established in many sectors for the overall 

development of the country with different goals and objectives. 

 

Public Enterprises are the state owned entities and are finally autonomous 

and legally distinct entities. They are owned and controlled by government. 

The ownership with the government should be 51% and or more to make 

entity public enterprises. Public Enterprises are usually autonomously  

organised by the government providing the initial capital. They are 

government creations with certain missions and objectives.  

 

 

Nepal started to plan economic development in 1956 with the lunching of 1st 

five-year plan.  Since then the numbers of PEs has increased substantially in 

the various field of national economy.  PEs of Nepal can be categorised as  

1) Statutory Corporation 

2) Government Companies 

3) Department Undertakings 

 

There were 63 PEs before the privatization program of Nepal Government 

and now there are 43 PEs. Among 43 existing PEs, some PEs regarding 

service sector are Cultural Corporation, Gorkhaptra Sansthan, Janak 

Education Material Centre Ltd., and Nepal Television, Rural Housing Co. Ltd. 

etc 

 

1.3 Janak Education Material Centre Ltd. (JEMC): A Profile 
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Education is the backbone of national development. Although the plantation of 

public education was done in 1990 B.S, The history of textbook publication in 

Nepal is not very long. In 1960 B.S, Gorkha Bhasa Prakashan samiti was 

established for educational & literature development which was changed into 

Nepali Bhasa Prakashan Samiti (NBPS) in 1996 B.S. Nepali Bhasa 

Prakashan Samiti (NBPS) kept in assisting the school in meeting their 

textbooks needs.  It was the initial phase of institutional development in the 

field of textbook preparation.  After the successful democratic revolution in 

2007 B.S, Government realise the need of education for the sustainability of 

democracy and give priority for the establishment of schools. The skeletal 

format of what JEMC is today was established with the motive of publication 

of effective teacher‟s training materials.  The press was operated as Bureau of 

Publication under college of education since 2013 B.S. with integration of 

Bureau of Publication with Educational Materials Centre (Est. 2018 B.S) 

paying tribute to the historic national personality, King Janak of Mithila, the 

centre was given the name Janak Education Material Centre and was 

inaugurated by the Late King Mahendra later on 2028 B.S. With inclusion of 

New Education Policy, the centre was given the responsibility of publication 

and distribution of all school level books and educational materials.  In 2035 

B.S., the centre was registered as limited under Company Act 2021 B.S. and 

till date it is distributing the school level books throughout the country. 

 

JEMC is serving the students, teachers, and guardians and in turn the whole 

nation.  It was established as a small printing press, now owns number of 

modern printing machines and is capable of publishing more than 225, 00,000 

books per year.  Since the number of students depending on JEMC for 

textbooks is increasing every year. The centre will have to increase its 

publication rate every year.  The centre is desperate to fulfill the objectives of 

“Education for all” by means of efficient distribution of textbooks and 

educational materials throughout the country. 

 

1.4.1 Organizational Structure and Management System of 

JEMC 
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TTThhheee   ooorrrgggaaannniiizzzaaatttiiiooonnnaaalll   ssstttrrruuuccctttuuurrreee   aaannnddd   

mmmaaannnaaagggeeemmmeeennnttt   sssyyysssttteeemmm   ooofff   JJJEEEMMMCCC   iiisss   uuunnndddeeerrr   

ttthhheee   ppprrrooovvviiisssiiiooonnn   ooofff   cccooommmpppaaannnyyy   AAAcccttt   

222000222111...JJJMMMEEECCC   iiisss   ooorrrgggaaannniiizzzeeeddd   ooonnn   fffuuunnnccctttiiiooonnnaaalll   

llliiinnneeesss...      TTThhheee   mmmaaannnaaagggiiinnnggg   cccooommmmmmiiitttttteeeeee   wwwaaasss   

fffooorrrmmmeeeddd   ooofff   rrreeeppprrreeessseeennntttaaatttiiivvveeesss   ooofff   vvvaaarrriiiooouuusss   

mmmiiinnniiissstttrrriiieeesss   aaannnddd   ooorrrgggaaannniiizzzaaatttiiiooonnnsss...      TTThhheee   

cccooommmmmmiiitttttteeeeee   iiisss   rrreeessspppooonnnsssiiibbbllleee   fffooorrr   pppooollliiicccyyy   

fffooorrrmmmuuulllaaatttiiiooonnn   ooofff   ttthhheee   CCCeeennntttrrreee...      MMMaaannnaaagggiiinnnggg   

dddiiirrreeeccctttooorrr   hhheeeaaadddsss   ttthhheee   ooorrrgggaaannniiizzzaaatttiiiooonnn,,,   hhheee   iiisss   

aaassssssiiisssttteeeddd   bbbyyy   tttwwwooo   dddeeepppuuutttyyy   mmmaaannnaaagggiiinnnggg   

dddiiirrreeeccctttooorrrsss,,,   ooonnneee   iiisss   rrreeelllaaattteeeddd   wwwiiittthhh   

aaadddmmmiiinnniiissstttrrraaatttiiiooonnn   aaannnddd   aaannnooottthhheeerrr   fffrrrooommm   

ttteeeccchhhnnniiicccaaalll   fffiiieeelllddd...   DDDeeepppuuutttyyy   mmmaaannnaaagggiiinnnggg   

dddiiirrreeeccctttooorrr   ooofff   aaadddmmmiiinnniiissstttrrraaatttiiiooonnn   iiisss   dddiiirrreeeccctttlllyyy   

rrreeelllaaattteeeddd   tttooo   ttthhheee   DDDeeepppaaarrrtttmmmeeennnttt   ooofff   iiinnnttteeerrrnnnaaalll   

AAAuuudddiiitttooorrr...   CCCuuurrrrrreeennntttlllyyy   JJJEEEMMMCCC   hhhaaavvveee   ttthhhrrreeeeee   
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dddiiirrreeeccctttooorrraaattteeesss   nnnaaammmeeelllyyy   AAAdddmmmiiinnniiissstttrrraaatttiiiooonnn,,,   

TTTrrraaadddeee   aaannnddd   DDDiiissstttrrriiibbbuuutttiiiooonnn   aaannnddd   PPPrrriiinnntttiiinnnggg   aaannnddd   

PPPuuubbbllliiicccaaatttiiiooonnn...   SSSuuuccchhh   ttthhhrrreeeeee   dddiiirrreeeccctttooorrraaattteeesss   

aaarrreee   aaagggaaaiiinnn   sssuuubbb   dddiiivvviiidddeeeddd   iiinnntttooo   nnniiinnneee   

dddiiivvviiisssiiiooonnnsss   aaattt   ccceeennntttrrraaalll   llleeevvveeelll   aaannnddd   sssiiixxx   

rrreeegggiiiooonnnaaalll   oooffffffiiiccceeesss   iiinnn   oooffffffiiiccceeesss   iiinnn   fffiiivvveee   

dddeeevvveeelllooopppmmmeeennnttt   rrreeegggiiiooonnnsss   (((eee...ggg...   JJJaaannnaaakkkpppuuurrr,,,   

BBBiiirrraaatttnnnaaagggaaarrr,,,   BBBhhhaaarrraaatttpppuuurrr,,,   PPPoookkkhhhaaarrraaa,,,   

NNNeeepppaaalllJJJuuunnnggg,,,   DDDhhhaaannngggaaadddiii)))...   TTThhheee   

ooorrrgggaaannniiizzzaaatttiiiooonnnaaalll   ssstttrrruuuccctttuuurrreee   ooofff   JJJEEEMMMCCC   iiisss   

dddeeepppiiicccttteeeddd   iiinnn   ttthhheee   CCChhhaaarrrttt:::   

Chart: 1.1 

Organizational Structure of JEMC 

Deputy 

Managing Director 
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The functions and authorities of the departments of each of the directorates 

are presented below. 

 

A) Administrative Directorate: 

 

1) Administration Department: 

TTThhhiiisss   dddeeepppaaarrrtttmmmeeennnttt   iiisss   rrreeessspppooonnnsssiiibbbllleee   fffooorrr   ttthhheee   

hhhuuummmaaannn   rrreeesssooouuurrrccceee   mmmaaannnaaagggeeemmmeeennnttt...      SSSooo,,,   ttthhheee   

mmmaaaiiinnn   fffuuunnnccctttiiiooonnnsss   ooofff   ttthhhiiisss   dddeeepppaaarrrtttmmmeeennnttt   aaarrreee   

rrreeecccrrruuuiiitttmmmeeennnttt,,,   ppplllaaaccceeemmmeeennnttt///ppprrrooommmoootttiiiooonnn,,,   

PPPeeerrrsssooonnnaaalll   rrreeecccooorrrdddsss,,,   tttrrraaaiiinnniiinnnggg   &&&   

dddeeevvveeelllooopppmmmeeennnttt   aaannnddd   QQQuuuaaallliiitttyyy   iiimmmppprrrooovvveeemmmeeennnttt   

eeetttccc...   

  

2) Department of General Administration: 

TTThhheee   mmmaaaiiinnn   tttaaassskkk   ooofff   ttthhhiiisss   dddeeepppaaarrrtttmmmeeennnttt   iiisss   tttooo   

ppprrrooovvviiidddeee   lllooogggiiissstttiiiccc   sssuuuppppppooorrrttt   tttooo   ooottthhheeerrr   

dddeeepppaaarrrtttmmmeeennnttt   ooofff   ttthhheeeiiirrr   nnnooorrrmmmaaalll   fffuuunnnccctttiiiooonnniiinnnggg...      

TTThhheee   mmmaaaiiinnn   fffuuunnnccctttiiiooonnnsss   ooofff   ttthhhiiisss   dddeeepppaaarrrtttmmmeeennnttt   

aaarrreee   ppprrrooocccuuurrreeemmmeeennnttt,,,   ssseeecccuuurrriiitttyyy   aaannnddd   fffiiirrreee   

eeexxxtttiiinnnggguuuiiissshhhiiinnnggg,,,   ppprrrooopppeeerrrtttyyy   mmmaaannnaaagggeeemmmeeennnttt,,,   
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gggeeennneeerrraaalll   fffaaaccciiillliiitttaaatttiiiooonnn,,,   eeennneeerrrgggyyy   aaannnddd   

tttrrraaannnssspppooorrrttt...   

 

3) Planning Department: 

TTThhhiiisss   dddeeepppaaarrrtttmmmeeennnttt   iiisss   rrreeessspppooonnnsssiiibbbllleee   fffooorrr   

cccooorrrpppooorrraaattteee   ppplllaaannnnnniiinnnggg...      BBBeeesssiiidddeeesss   ttthhhiiisss,,,   iiittt   

aaalllsssooo   lllooooookkksss   iiinnntttooo   ttthhheee   ssstttaaannndddaaarrrddd   ooofff   qqquuuaaallliiitttyyy   

ppprrroooddduuuccctttsss   eeessspppeeeccciiiaaallllllyyy   ppprrriiinnnttteeeddd   ttteeexxxtttbbbooooookkksss   

aaannnddd   aaarrrtttiiifffiiiccceee   ttthhheeemmm   fffooorrr   dddiiissstttrrriiibbbuuutttiiiooonnn...      TTThhheee   

mmmaaaiiinnn   fffuuunnnccctttiiiooonnnsss   ooofff   ttthhheee   dddeeepppaaarrrtttmmmeeennnttt   iiisss   tttooo   

ppprrreeepppaaarrreee   ttthhheee   ssshhhooorrrttt   aaannnddd   lllooonnnggg   ttteeerrrmmm   ppplllaaannn,,,   

tttooo   dddooo   ttthhheee   qqquuuaaallliiitttyyy   cccooonnntttrrrooolll   aaaccctttiiivvviiitttiiieeesss,,,   tttooo   

mmmaaannnaaagggeee   llliiibbbrrraaarrryyy   aaannnddd   dddooocccuuummmeeennntttsss,,,   tttooo   tttaaakkkeee   

cccaaarrreee   ooofff   ssseeewwweeerrraaagggeee,,,   tttooo   mmmaaannnaaagggeee   gggaaarrrdddeeennn,,,   tttooo   

rrreeepppaaaiiirrr   aaannnddd   mmmaaaiiinnntttaaaiiinnn   bbbuuuiiillldddiiinnngggsss...   

 

B) Trade & distribution directorate: 

 

4) Finance Control Department: 

This department consist namely budgeting, revenue, stores and cost 
accounting sections.  This department is entrusted with the task to maintain 
adequate financial records, to establish and maintain appropriate policies and 
procedures for costing, cost control, budgets and budgetary control activities.  
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This department is also responsible for maintaining up and maintaining 
effective control on capital expenditure. 

 

5) Marketing Department: 

This division performs four types of functions namely: warehousing, sales, 
distribution and demand forecasting, market research. Under this division, it 
has fives regional offices in five development regions.  They are responsible 
for storing the books and handover to the Sajha Prakashan, a sole distributor. 

 

6) Education material preparation department: 

TTThhhiiisss   dddeeepppaaarrrtttmmmeeennnttt   iiisss   rrreeessspppooonnnsssiiibbbllleee   tttooo   

ppprrroooddduuuccceee   ttthhheee   ooottthhheeerrr   eeeddduuucccaaatttiiiooonnn   mmmaaattteeerrriiiaaalllsss   

llliiikkkeee   cccooopppyyy,,,   iiinnnkkk,,,   rrreeegggiiisssttteeerrr,,,   nnnooottteeesss   bbbooooookkk   eeetttccc...   

IIIttt   ppprrreeepppaaarrreeesss   ttthhheee   eeeddduuucccaaatttiiiooonnn   mmmaaattteeerrriiiaaalllsss   aaasss   

pppeeerrr   ttthhheee   mmmaaarrrkkkeeettt   dddeeemmmaaannnddd,,,   aaannnddd   

oooppppppooorrrtttuuunnniiitttiiieeesss...      

   

C) Printing and Publication Directorate: 

 

7) Technical Service and maintenance Department: 

The main function of this department is to undertake repair and maintenance 

of machinery and equipment as well as to regulate the electricity supply in the 

centre. 

 

8) Textbook publication: 

This is one of the core departments of JEMC.  The main function of this 

department is to prepare photographs for the books, to print the manuscript in 
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its real size, to fold, stitch and gather printing copy for the binding.  Besides 

these functions it also performs planning and scheduling of publication. 

  

9) External materials printing department: 

This department is responsible to print the external material except textbooks 

and other educational material. The department prints other materials and 

publications as per the need of the government, other institutions and the 

JEMC itself. 
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1.4.2 Printing Process of JEMC 

 

The production system can be expressed as the mechanism of converting of 

raw material into desired finished products through the mutual interaction of 

different components in any productive organization. The component of the 

production system can be made break down input, process and output. 

Inputs are the basic needs of resources of system. They are converted into 

desired output. 

 

The task of getting the textbook written is the responsibility of Curriculum 

Development Centre, a wing of Ministry of Education and Sports. This centre 

receives the book either in the form of camera-ready copy (CRC) or 

manuscript. If received typed form, Computer Section of this centre processes 

the text. Illustrations, layout, design and paste-up are done by the staff of 

Product design and Preparation Department. Once the CRC is ready, it is 

then sent to Publication Department for printing. First the CRC is shot by 

process camera. The film is then stripped and arranged according to the page 

order. The arranged pages which is also called "Flat" is placed above the 

printing plate and then exposed to strong light which transfers the image of 

the film to the plate. The plate after being treated chemically is mounted in the 

printing machine and then printing starts. These printed sheets are folded, 

collated, stitched, glued to the cover and finally trimmed on three sides. With 

all these processes completed the book appears in its final shape. Paper is 

the principal raw material for a printing industry followed by ink, chemicals as 

auxiliary ones. Paper constitutes sixty-seventy percent of the total cost of 

production of a book. Paper had to be imported from outside in the past. After 

the establishment of two paper factories in the country, locally manufactured 

paper is also in use. Remaining raw materials are imported. The annual 

consumption of paper and inks is 3000 and 10 metric tons respectively for the 

production of 15.5 million books. Every year the inputs are increasing 

significantly as the demand of book rises. 

.  
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1.5 Statement of the Problem 

 

Organization exists for specific purpose, mission and goals. It can progress 

and fulfil its objective, only if the overall aspect of management is properly 

planned and executed.  For the execution of the planned management, there 

should be well-trained executives and personnel‟s (manpower).  Similarly, 

production and distribution of the organization can also be treated as good 

asset rather than liability.  This is a most neglected aspect of the Nepalese 

PEs.  Like personnel management, financial management has also a vital role 

in the growth of an organization.  A success or failure of an organization is 

measured in financial terms.  Managers of all levels must be conscious of 

financial implications of their actions and all decisions must be evaluated in 

terms of the cost involved. JEMC is also one of the largest and well-known 

manufacturing public enterprises in Nepal.  It is distributing its textbooks all 

over the country at fair price, in proper time and in proper place.  Its 

publication is very nominal which just meets the production cost and the price 

of the textbooks is same as the sale price in the sales counter at JEMC, 

SanoThimi. JEMC gets the highest potential to further growth and expansion 

as it is enjoying monopoly power in publishing school level text books.  

Though, it has monopoly power its product price is controlled by ministry of 

education and it is unable to be price-leader. 

 

Nepalese public enterprises are unable to implement the efficient tools of 

financial management.  Most PE's is running at losses.  The management of 

the JEMC don‟t have proper costing and pricing procedures.  Once it fixed its 

price it will be same for three years.  It is not applying the proper method of 

cost volume profit analysis.  With the increasing emphasis on the market 

economy, the existing pricing system is gradually become out of date. 

 



- 25 - 

 

Since there is no cost centres, it cannot be said as having proper cost system.  

Without proper costing system with financial accounts, actual cost is not 

compared with the standard cost.  In the absence of proper costing and 

pricing system productions and sales budget cannot be calculated properly, 

without proper cost sales records (i.e. amount to be invested in raw materials, 

stocks, inventories and receivables) will be very difficult to estimate. 

 

Working capital is very much essential to run the organization smoothly.  

Working capital requirement varies from enterprise to enterprise depending 

upon the nature of business.  For JEMC, amount of working capital for stocks 

is very much high because of seasonal business nature.  The textbook 

produced in JEMC is sold only in three month in a year and has to hold 

finished goods stock and raw material for nine months.  So the major portion 

of company‟s current assets is invested in stocks. Due to the above fact 

working capital has to be properly arranged and if not it will be at stake (at 

risk). Therefore working capital management needs a serious consideration in 

the part of general management.   

 

Nepalese manufacturing PEs is seriously suffering from production 

management.  JEMC is also not free from this problem.  It is not fulfilling its 

production target.  Most of its existing machines are outdated and are not 

maintenance in time due to the lack of spare parts.  It is also facing a problem 

of trained technician for qualitative product.  During the process of production 

raw material may be the major content of the finished product.  It differ form 

the nature of the manufacturing company.  Regarding JEMC, paper is the 

main raw material followed by ink and chemicals.  Paper constitutes sixty-

seven percent of total cost of production of the book.  Thus, qualitative paper 

should be purchased to minimise the waste.   

In this context the study of JEMC primarily focuses on financial aspect and 

confines the problems of financial operation and management.  The present 

study will make a modest attempt to have an insight over the problem of 

financial management of JEMC as well as to recommend some concrete 
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suggestions for the improvement in over all financial performance through 

financial analysis.  

 

The following particular research questions are tried to answer in this study. 

 

1. Is the cost of production of JEMC is appropriate for its existence? 

2. How reasonable the sales price of text book of JEMC is, in comparison 

 to other publishers? 

3. How does the JEMC manage the working capital?  

4. Is JEMC collecting the credit in time? 

5. Does its production fulfil the market demand of textbook? 

6. How does the management control the quality of product? 

7. How much JEMC is contributing to the nation? 

8. Does the performance of JEMC satisfactory? 

   

 

1.6  Objectives of the Study 

 

The main objective of this thesis is to make an in-depth study of financial 

evaluation of JEMC. The specific objectives of this study are as follows: 

 

111)))   TTTooo   SSStttuuudddyyy   ttthhheee   gggrrrooowwwttthhh   ooofff   ttthhheee   

cccooommmpppaaannnyyy   (((iii...eee...   ppprrroooddduuuccctttiiiooonnn,,,   sssaaallleeesss   aaannnddd   

fffiiinnnaaannnccciiiaaalll   pppooosssiiitttiiiooonnn)))   fffooorrr   ttthhheee   fffiiissscccaaalll   yyyeeeaaarrr   

222000555666///222000555777   –––   222000666555///222000666666...   

2) To evaluate the financial analysis (working capital management). 

3) To examine costing procedure and pricing policy.  

4) To examine production procedure and capacity utilisation of the 

existing machines. 



- 27 - 

 

5) To give suggestions, ideas and recommendations based on the 

analysis of the data. 

 

1.7 Significance of the Study 

   

AAAnnnaaalllyyysssiiisss   ooofff   fffiiinnnaaannnccciiiaaalll   pppooosssiiitttiiiooonnn   aaannnddd   

ssstttaaattteeemmmeeennnttt   iiisss   aaa   cccrrruuuccciiiaaalll   pppaaarrrttt   ooofff   fffiiinnnaaannnccciiiaaalll   

dddeeeccciiisssiiiooonnn   mmmaaakkkiiinnnggg...      TTThhheee   ppprrrooofffiiitttaaabbbiiillliiitttyyy   aaannnddd   

ssstttaaabbbiiillliiitttyyy   ooofff   ttthhheee   bbbuuusssiiinnneeessssss   dddeeepppeeennndddsss   uuupppooonnn   

iiitttsss   fffiiinnnaaannnccciiiaaalll   mmmaaannnaaagggeeemmmeeennnttt...      SSSooo   iiittt   iiisss   

eeesssssseeennntttiiiaaalll   tttooo   mmmaaajjjooorrr   ttthhheee   fffiiinnnaaannnccciiiaaalll   pppooosssiiitttiiiooonnn   

ooofff   ttthhheee   eeennnttteeerrrppprrriiissseee   pppeeerrriiiooodddiiicccaaallllllyyy   iiinnn   ooorrrdddeeerrr   

tttooo   eeennnsssuuurrreee   sssmmmoooooottthhh   fffuuunnnccctttiiiooonnniiinnnggg   ooofff   aaannn   

eeennnttteeerrrppprrriiissseee...      JJJEEEMMMCCC   iiisss   sssooollleee   ppprrriiinnntttiiinnnggg   aaannnddd   

pppuuubbbllliiissshhhiiinnnggg   ooofff   sssccchhhoooooolll   llleeevvveeelll   ttteeexxxtttbbbooooookkk...      

TTThhhuuusss,,,   ttthhhiiisss   ssstttuuudddyyy   fffooocccuuussseeesss   ooonnn   ttthhheee   

eeevvvaaallluuuaaatttiiiooonnn   ooofff   ttthhheee   fffiiinnnaaannnccciiiaaalll   pppooosssiiitttiiiooonnn   ooofff   

JJJEEEMMMCCC         

 

In Nepal, the printing monopoly power of school level text books is entrusted 

to JEMC was registered under Co. Act 2021 as an non profit making 



- 28 - 

 

organization as a Ltd. Co. for printing and distribution of school level text 

books in Nepal. It has a great burden and responsibility of educational 

materials.  With a view to enhance the efficiency of distribution, five regional 

offices were opened at five development regions of the country.  For these 

regional offices, books are handed over to Sajha Publication, a sole distributor 

of this centre.   

 

Since it is supplying school level textbooks, it should be financially sound and 

its operation too, if not, it will interrupt in the education system all over the 

nation. Thus, its financial position has a significant impact on its production 

and distribution.  Thus being a service sector concerned, it should be service 

oriented but it should earn certain profit for the sake of repairing and 

maintenance and to meet the production cost as well.   

 

Since JEMC is a non-profit oriented organization the books published and the 

educational materials produced are so reasonable that maximum number of 

students is benefit.  Thus, it is clear that the devotion and commitment of 

JEMC is adding brick in the educational development of the country. 

 

This study will be significant to provide information and to draw the attention 

of JEMC management regarding what can be done for further strengthening 

the financial position of JEMC.  This study is important to identify an actual 

trend of financial position of JEMC and it tries to provide some appropriate 

measure to solve financial problems of JEMC. 

 

 

 

 

1.8 Limitations of the Study  

 

FFFooorrr   ttthhheee   lllaaaccckkk   ooofff   sssuuuffffffiiiccciiieeennnttt   tttiiimmmeee,,,   eeennnooouuuggghhh   

eeecccooonnnooommmiiiccc   rrreeessseeeaaarrrccchhh   aaannnddd   ttthhheee   rrriiigggooorrrooouuusss   
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tttiiimmmeee   sssccchhheeeddduuullleee,,,   ttthhheee   rrreeessseeeaaarrrccchhheeerrr   iiisss   

cccooommmpppeeelllllleeeddd   tttooo   llliiimmmiiittt   ttthhheee   ssstttuuudddyyy   iiinnn   ttthhheee   

fffooollllllooowwwiiinnnggg   wwwaaayyysss...   

1) The study is based on the secondary data. 

2) The study is based on the financial statements (Balance sheet , Profit  

& loss) of JEMC. 

3) The study is based on the annual publications of JEMC and Curriculum  

Development Centre. 

4) The study covers a period of ten fiscal years terms from 2056 to 2066 

5) The study is focused mainly on financial analysis (working capital  

Management, costing procedure, pricing policy, production procedure, capacity 

utilization and collection of credit etc) of textbook produce in JEMC.  

 

 

 

1.9 Organization of the Study  

   

TTThhheee   aaaiiimmm   ooofff   ttthhheee   dddiiisssssseeerrrtttaaatttiiiooonnn   iiisss   tttooo   eeexxxppplllaaaiiinnn   

ttthhheee   fffiiinnnaaannnccciiiaaalll   pppooosssiiitttiiiooonnn   ooofff   JJJEEEMMMCCC...      TTThhheee   

ssstttuuudddyyy   hhhaaasss   bbbeeeeeennn   dddiiivvviiidddeeeddd   iiinnntttooo   fffiiivvveee   

ccchhhaaapppttteeerrrsss...      EEEaaaccchhh   ccchhhaaapppttteeerrr   wwwiiillllll   dddeeevvvooottteee   tttooo   

sssooommmeee   aaassspppeeeccctttsss   ooofff   ttthhheee   ssstttuuudddyyy...      TTThhheee   mmmaaajjjooorrr   

ccchhhaaapppttteeerrr   ooofff   ttthhheee   ssstttuuudddyyy   aaarrreee   aaasss   fffooollllllooowwwsss:::   
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Chapter- 1 

The first chapter entitled „Introduction‟ introduces the subject, presents the 

research problems with the objectives of the study, along with the significance 

of the study and limitations. Organizational structure and production system of 

JEMC is also present in this chapter. 

  

Chapter- 2 

TTThhheee   ssseeecccooonnnddd   ccchhhaaapppttteeerrr   dddeeeaaalllsss   wwwiiittthhh   rrreeevvviiieeewww   

ooofff   ttthhheee   llliiittteeerrraaatttuuurrreee...      IIIttt   rrreeevvviiieeewwwsss   aaavvvaaaiiilllaaabbbllleee   

llliiittteeerrraaatttuuurrreee   rrreeegggaaarrrdddiiinnnggg   fffiiinnndddiiinnnggg   aaannnddd   

rrreeecccooommmmmmeeennndddaaatttiiiooonnn   ooofff   ppprrreeevvviiiooouuusss   rrreeessseeeaaarrrccchhh   

wwwooorrrkkk   mmmaaadddeee   iiinnn   rrreeessspppeeecccttt   ooofff   JJJEEEMMMCCC   

  

Chapter- 3 

The chapter third explains research methodology used in this study. It will 

include the research design, population and sampling procedures, sources of 

data and their collection procedure, tools for analysis and methods of 

analysis. 

 

Chapter- 4 

The fourth chapter focuses on presentation and analysis of data.  This chapter 

will concern with the application of defined research method on the collected 

data and information. The generated results after the application of research 

method on data will be analyzed and interpreted in this chapter.    
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                  Chapter- 5 

This fifth chapter presents summary conclusion and recommendations of the 

study. This fifth chapter presents summary, conclusion and recommendations 

of the study based on the facts found from observations and analysis of data‟s 

presented in the fourth chapter. 

  

Finally, the bibliography, with reference to materials used in the study is 

added to the end of this research study. 
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Chapter TWO 

REVIEW OF LITERATURE 

 

2.1 Introduction 

 

Review of literature is to find out what works have been done in the area of 

the research problem and what have to be done in the field of the research 

study being undertaken.  In order to get a better understanding of the subject, 

it is essential and helpful to survey the literature and studies, relevant and 

related to it.  The related studies provide the researcher in making the 

problem more realistic, precise, researchable and meaningful.  Mostly, review 

of literature begins with a search for a suitable topic & continues through the 

duration of the research work. 

This chapter attempts to build strong theoretical background through the help 

of which further search of solutions of the research problems would be easier. 

 

2.2 Conceptual Frame Work 

 

In this section conceptual and theoretical review of working capital, funds flow 

statement; costing, pricing and production and operation system etc. are 

presented. 

 

2.2.1 Working Capital 

 

Working capital actually refers to that part of total capital, which is available 

and used for carrying out the routine or regular business operations.  Thus, 

the capital required for purchasing raw materials, payment of direct and 

indirect expenses, carrying out production, investment in stocks and stores, 

receivables and to be maintained in the form of cash is generally known as 
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Working Capital. In short, it is the capital, with which the business is worked 

over. 

 

Working capital is just like the heart of business.  Just as circulation of blood 

is very necessary in the human body to maintain life, smooth flow of funds is 

very necessary to operate an enterprise.  If it becomes weak, the business 

can hardly prosper and survive.  Sooner or later it will topple down. Its proper 

calculation provides the business the right amount of cash to maintain regular 

flow of its operations.  If proper cash balance is maintained, the business can 

gain cash discount facilities offered to it by suppliers.  Moreover, it also 

enhances the credit of the concern.  It also provides funds for unforeseen 

emergencies so that business can successfully go through the periods of 

crisis too. ( Pandey IM, 1979 A.D.)  

 

 

2.2.1.1 Concepts of Working Capital 

 

a) Gross Working Capital 

 

It refers the firm‟s investment in current assets.  Investment in the current 

assets should be just adequate, not more-not less, to the need of the 

business firm.  Excessive investment in the current assents should be avoided 

because it hampers the firm‟s profitability, as idle investment earns nothing.  

On the other hand, inadequate amount of working capital can threaten 

solvency of the firm, if it fails to meet its current obligations.  Firm‟s decision 

about the level of investment in current assets involves a trade off between 

risk and return.  Since the financing of any assets is concerned with two major 

factors, cost and risk.  When firm invests more in current assets, it reduces 

the risk of liquidity loses in terms of profitability since the opportunity cost of 

earning from the excess investment in current assets is lost.  The firm 

therefore, is required to strike a right balance.(Pandey IM,1979 A.D. ) 

 

b) Net Working Capital 
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It refers to the difference between current assets and current liabilities.  

Current liabilities are those claims of outsiders, which are expected to mature 

for payment with an accounting year and include creditors, bills payable, bank 

overdraft and outstanding expenses.  Net working capital can be positive or 

negative.  A positive working will arise when current assets exceeds current 

liabilities.  A negative net working capital occurs when current liabilities are in 

excess of current assets.  Current assets should be sufficiently in excess of 

current liabilities to constitute a margin or buffer for maturing obligations within 

the ordinary operating cycle of a business. In order to protect their interest, 

the short-term creditors always like a company to maintain current assets at a 

higher level than current liabilities.  It is a conventional rule to maintain the 

level of current assets should be considered in determining the level of current 

assets vis-à-vis current liabilities.  A weak liquidity position poses a threat to 

the solvency of the company and makes it unsafe and unsound.  A negative 

working capital means a negative liquidity and is disastrous for the company. 

Excessive liquidity is also bad.  It may ensue to mismanagement of current 

assets.  Therefore, prompt and timely action should be taken by management 

to improve and correct the imbalance in the liquidity position of firm.  

Therefore, there should be minimum amount of net working capitals on the 

permanent basis.  A portion of the working capital should be financed with the 

permanent sources of funds such as owners‟ capital, debentures, long-term 

debt, preference capital or retained earnings ( Pandey IM, 1979 A.D.) 

 

 

 

 

2.2.1.2 Determinants of Working Capital 

 

Manufacturing enterprises need higher volume of working capital as 

compared to public utility enterprises.  But quantitative amounts of working 

capital needed to such enterprises can broadly be set due to the following 

environment that effect working capital needs of particulars enterprises. 
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a) Nature & Size of business: 

Working capital requirement of a firm are basically influenced by the nature of 

its business. Trading & financial firm's have a very less investment in fixed 

assets but require a large sum of money to be invested in working capital. In 

contrast, Public utilities have very much limited need for working capital & 

have invested abundantly in fixed assets. Moreover, the size of business also 

has an important impact in working capital need. 

 

 

b) Manufacturing Cycle 

IIIttt   ssstttaaarrrtttsss   wwwiiittthhh   ttthhheee   pppuuurrrccchhhaaassseee   aaannnddd   uuussseee   ooofff   rrraaawww   

mmmaaattteeerrriiiaaalllsss   aaannnddd   cccooommmpppllleeettteeesss   wwwiiittthhh   ttthhheee   

ppprrroooddduuuccctttiiiooonnn   ooofff   fffiiinnniiissshhheeeddd   gggoooooodddsss...   LLLooonnngggeeerrr   ttthhheee   

mmmaaannnuuufffaaaccctttuuurrriiinnnggg   cccyyycccllleee,,,   lllaaarrrgggeeerrr   wwwiiillllll   bbbeee   ttthhheee   

fffiiirrrmmm’’’sss   wwwooorrrkkkiiinnnggg   cccaaapppiiitttaaalll   mmmaaannnaaagggeeemmmeeennnttt...   AAAnnn   

eeexxxttteeennndddeeeddd   mmmaaannnuuufffaaaccctttuuurrriiinnnggg   tttiiimmmeee   ssspppaaannn   mmmeeeaaannnsss   aaa   

lllaaarrrgggeeerrr   tttiiieee---uuuppp   ooofff   fffuuunnndddsss   iiinnn   iiinnnvvveeennntttooorrriiieeesss...   TTThhhuuusss,,,   

iiifff   ttthhheeerrreee   aaarrreee   aaalllttteeerrrnnnaaatttiiivvveee   wwwaaayyysss   ooofff   

mmmaaannnuuufffaaaccctttuuurrriiinnnggg   aaa   ppprrroooddduuucccttt,,,   ttthhheee   ppprrroooccceeessssss   wwwiiittthhh   

ttthhheee   ssshhhooorrrttteeesssttt   mmmaaannnuuufffaaaccctttuuurrriiinnnggg   cccyyycccllleee   ssshhhooouuulllddd   bbbeee   

ccchhhooossseeennn...   OOOnnnccceee   aaa   mmmaaannnuuufffaaaccctttuuurrriiinnnggg   ppprrroooccceeessssss   hhhaaasss   

bbbeeeeeennn   ssseeellleeecccttteeeddd,,,   iiittt   ssshhhooouuulllddd   eeennnsssuuurrreeeddd   ttthhhaaattt   

mmmaaannnuuufffaaaccctttuuurrriiinnnggg   cccyyycccllleee   iiisss   cccooommmpppllleeettteeeddd   wwwiiittthhhiiinnn   ttthhheee   

ssspppeeeccciiifffiiiccc   pppeeerrriiioooddd...   TTThhhiiisss   nnneeeeeeddd   ppprrrooopppeeerrr   ppplllaaannnnnniiinnnggg   

aaannnddd   cccooo---ooorrrdddiiinnnaaatttiiiooonnn   aaattt   aaallllll   llleeevvveeelll   ooofff   aaaccctttiiivvviiitttiiieeesss...   
 

c) Business Fluctuation 
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TTThhheee   sssiiitttuuuaaatttiiiooonnn   wwwhhheeettthhheeerrr   aaannn   eeennnttteeerrrppprrriiissseee   iiisss   

ooopppeeerrraaatttiiinnnggg   iiinnn   ttthhheee   bbboooooommm   ooorrr   rrreeeccceeessssssiiiooonnn   aaannnddd   

dddeeeppprrreeeccciiiaaatttiiiooonnn   pppeeerrriiioooddd   aaalllsssooo   dddeeettteeerrrmmmiiinnneeesss   ttthhheee   

wwwooorrrkkkiiinnnggg   cccaaapppiiitttaaalll   nnneeeeeedddsss   ooofff   ttthhheee   eeennnttteeerrrppprrriiissseee...   
 

d) Production Policy 

TTThhheee   pppooollliiicccyyy   wwwhhheeettthhheeerrr   tttooo   fffooollllllooowww   uuunnniiifffooorrrmmm   aaannnddd   

llleeevvveeelll   ppprrroooddduuuccctttiiiooonnn   ppplllaaannn   ooorrr   vvvaaarrryyyiiinnnggg   ppprrroooddduuuccctttiiiooonnn   

ppplllaaannn   dddeeettteeerrrmmmiiinnneeesss   ttthhheee   wwwooorrrkkkiiinnnggg   cccaaapppiiitttaaalll   nnneeeeeedddsss   

ooofff   ttthhheee   iiinnndddiiivvviiiddduuuaaalll   eeennnttteeerrrppprrriiissseeesss...      NNNaaatttuuurrraaallllllyyy,,,   aaa   

fffiiirrrmmm   fffooollllllooowwwiiinnnggg   uuunnniiifffooorrrmmm   ppprrroooddduuuccctttiiiooonnn   pppooollliiicccyyy   

rrreeeqqquuuiiirrreeesss   hhhiiiggghhheeerrr   aaammmooouuunnnttt   ooofff   wwwooorrrkkkiiinnnggg   cccaaapppiiitttaaalll   

aaannnddd   vvviiiccceee   vvveeerrrsssaaa...   
 

e) Credit Policy and Availability of Credit 

IIIfff   fffuuunnndddsss   aaarrreee   rrreeeaaadddiiilllyyy   aaavvvaaaiiilllaaabbbllleee   fffrrrooommm   bbbaaannnkkksss   ooorrr   

cccrrreeedddiiittt   fffaaaccciiillliiitttiiieeesss   ooorrr   iiittt   fffooollllllooowwwsss   cccooonnnssseeerrrvvvaaatttiiiooonnn   

sssaaallleeesss   pppooollliiicccyyy   ttthhhaaannn   sssuuuccchhh   fffiiirrrmmm   nnneeeeeedddsss   llleeesssssseeerrr   

aaammmooouuunnnttt   ooofff   wwwooorrrkkkiiinnnggg   cccaaapppiiitttaaalll   aaannnddd   vvviiiccceee   vvveeerrrsssaaa...   
 

f) Growth and Expansion Activities 

TTThhheee   vvvooollluuummmeee   ooofff   aaasssssseeetttsss   ooorrr   sssaaallleeesss   aaasss   wwweeellllll   aaasss   

eeexxxpppaaannnsssiiiooonnn   aaaccctttiiivvviiitttiiieeesss   ooofff   ttthhheee   eeennnttteeerrrppprrriiissseeesss   hhhaaasss   

dddiiirrreeecccttt   bbbeeeaaarrriiinnnggg   uuupppooonnn   ttthhheee   nnneeeeeedddsss   ooofff   wwwooorrrkkkiiinnnggg   

cccaaapppiiitttaaalll...      TTThhheee   hhhiiiggghhheeerrr   ttthhheee   vvvooollluuummmeee   aaannnddd   

eeexxxpppaaannnsssiiiooonnn   aaaccctttiiivvviiitttiiieeesss,,,   ttthhheee   hhhiiiggghhheeerrr   wwwiiillllll   bbbeee   ttthhheee   

nnneeeeeedddsss   ooofff   wwwooorrrkkkiiinnnggg   cccaaapppiiitttaaalll   aaannnddd   vvviiiccceee   vvveeerrrsssaaa...      
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g) Turnover of Circulating Capital 

HHHooowww   fffrrreeeqqquuueeennntttlllyyy   aaannnddd   rrraaapppiiidddlllyyy   ttthhheee   wwwooorrrkkkiiinnnggg   

aaasssssseeetttsss   aaarrreee   cccooonnnvvveeerrrttteeeddd   iiinnntttooo   cccaaassshhh   aaalllsssooo   

dddeeettteeerrrmmmiiinnneeesss   ttthhheee   nnneeeeeeddd   ooofff   wwwooorrrkkkiiinnnggg   cccaaapppiiitttaaalll...   

AAAnnnddd   sssuuuccchhh   tttuuurrrnnnooovvveeerrr   iiisss   dddeeettteeerrrmmmiiinnneeeddd   bbbyyy   

dddeeemmmaaannnddd   aaannnddd   sssaaallleeesss   pppooollliiicccyyy   ooofff   ttthhheee   pppaaarrrtttiiicccuuulllaaarrr   

eeennnttteeerrrppprrriiissseeesss...   
 

h) Competitive Conditions  

AAAnnn   eeennnttteeerrrppprrriiissseeesss   dddooommmiiinnnaaatttiiinnnggg   iiinnn   ttthhheee   mmmaaarrrkkkeeettt   

wwwiiittthhhooouuuttt   hhhaaavvviiinnnggg   kkkeeeeeennn   cccooommmpppeeetttiiitttiiiooonnn   mmmaaayyy   bbbeee   iiinnn   

aaa   fffaaavvvooouuurrraaabbbllleee   sssiiitttuuuaaatttiiiooonnn   fffooorrr   kkkeeeeeepppiiinnnggg   llleeessssss   

aaammmooouuunnnttt   ooofff   wwwooorrrkkkiiinnnggg   cccaaapppiiitttaaalll...   

   
 i) Price Level Change 

GGGeeennneeerrraaallllllyyy   rrriiisssiiinnnggg   ppprrriiiccceee   llleeevvveeelllsss   wwwiiillllll   rrreeeqqquuuiiirrreeeddd   aaa   

fffiiirrrmmm   tttooo   mmmaaaiiinnntttaaaiiinnn   hhhiiiggghhheeerrr   aaammmooouuunnnttt   ooofff   wwwooorrrkkkiiinnnggg   

cccaaapppiiitttaaalll...      SSSooommmeee   llleeevvveeelll   ooofff   cccuuurrrrrreeennnttt   aaasssssseeetttsss   wwwiiillllll   

nnneeeeeeddd   iiinnncccrrreeeaaassseeeddd   iiinnnvvveeessstttmmmeeennnttt   wwwhhheeennn   ppprrriiiccceee   

iiinnncccrrreeeaaassseee...   

   
j)  Operating Efficiency 

Higher the operating efficiency lower will be working capital and vice versa. 

 

k) Others 

FFFaaaccctttooorrrsss   sssuuuccchhh   aaasss   cccoooooorrrdddiiinnnaaatttiiiooonnn   bbbeeetttwwweeeeeennn   

ppprrroooddduuuccctttiiiooonnn   aaannnddd   dddiiissstttrrriiibbbuuutttiiiooonnn   aaaccctttiiivvviiitttiiieeesss,,,   

cccooonnnssseeerrrvvvaaatttiiiooonnn   dddiiivvviiidddeeeddd   pppooollliiicccyyy   aaasss   wwweeellllll   aaasss   
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llliiibbbeeerrraaalll   dddeeeppprrreeeccciiiaaatttiiiooonnn   pppooollliiicccyyy   ssstttrrreeennngggttthhheeennn   

wwwooorrrkkkiiinnnggg   cccaaapppiiitttaaalll   pppooosssiiitttiiiooonnn   ooofff   ttthhheee   eeennnttteeerrrppprrriiissseeesss...      
   

2.2.1.3 Working Capital Policies 

 

Working capital policy refers to the firm‟s basic policies regarding target levels 

for each category of current assets and how current assets will be financed.  

There are three working capital policies regarding the total amount of current 

assets carried.  Each policy differs in that different amounts of current assets 

are carried to support a given level of sales. ( Adhikari, Bhattarai, Thapa. 2005 

A.D.) They are as follows: 

 

 

a) Conservative Policy 

CCCooonnnssseeerrrvvvaaatttiiivvveee   pppooollliiicccyyy   cccaaarrrrrriiieeesss   aaa   hhhiiiggghhh   llleeevvveeelll   ooofff   

cccuuurrrrrreeennnttt   aaasssssseeetttsss   (((cccaaassshhh,,,   mmmaaarrrkkkeeetttaaabbbllleee   ssseeecccuuurrriiitttiiieeesss,,,   

rrreeeccceeeiiivvvaaabbbllleeesss   aaannnddd   iiinnnvvveeennntttooorrriiieeesss)))   tttooo   sssaaallleeesss...      IIIttt   uuussseeesss   

mmmooorrreee   lllooonnnggg---ttteeerrrmmm   dddeeebbbttt   aaannnddd   llleeessssss   ssshhhooorrrttt---ttteeerrrmmm   

dddeeebbbttt   fffooorrr   fffiiinnnaaannnccciiinnnggg   cccuuurrrrrreeennnttt   aaasssssseeetttsss...      TTThhheeerrreeefffooorrreee   

cccooonnnssseeerrrvvvaaatttiiivvveee   pppooollliiicccyyy   lllooowwweeerrrsss   ttthhheee   rrriiissskkk   aaannnddd   

rrreeetttuuurrrnnn...      TTThhhiiisss   pppooollliiicccyyy   iiisss   aaalllsssooo   kkknnnooowwwnnn   aaasss   rrreeelllaaaxxxeeeddd   

pppooollliiicccyyy...   

   
b) Aggressive Policy 

AAAggggggrrreeessssssiiivvveee   pppooollliiicccyyy   cccaaarrrrrriiieeesss   aaa   lllooowww   llleeevvveeelll   ooofff   

cccuuurrrrrreeennnttt   aaasssssseeetttsss   (((mmmaaarrrkkkeeetttaaabbbllleee   ssseeecccuuurrriiitttiiieeesss,,,   

iiinnnvvveeennntttooorrriiieeesss,,,   rrreeeccceeeiiivvvaaabbbllleeesss   aaannnddd   cccaaassshhh)))   tttooo   sssaaallleeesss...      

IIIttt   uuussseeesss   ssshhhooorrrttteeerrr---ttteeerrrmmm   dddeeebbbttt   aaannnddd   llleeessssss   lllooonnnggg---ttteeerrrmmm   
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dddeeebbbttt   fffooorrr   fffiiinnnaaannnccciiinnnggg   cccuuurrrrrreeennnttt   AAAsssssseeetttsss...      TTThhhiiisss   

pppooollliiicccyyy   iiisss   aaalllsssooo   kkknnnooowwwnnn   aaasss   tttiiiggghhhttt   pppooollliiicccyyy...   
 

c) Moderate policy 

MMMooodddeeerrraaattteee   pppooollliiicccyyy   cccaaarrrrrriiieeesss   aaa   mmmooodddeeerrraaattteee   llleeevvveeelll   

(((aaavvveeerrraaagggeee   llleeevvveeelll)))   ooofff   cccuuurrrrrreeennnttt   aaasssssseeetttsss   

(((mmmaaarrrkkkeeetttaaabbbllleee   ssseeecccuuurrriiitttiiieeesss,,,   iiinnnvvveeennntttooorrriiieeesss,,,   

rrreeeccceeeiiivvvaaabbbllleeesss   aaannnddd   cccaaassshhh)))   tttooo   sssaaallleeesss...      IIIttt   uuussseeesss   mmmiiiddd   

rrraaannngggeee   ooofff   ssshhhooorrrttt   ttteeerrrmmm   aaannnddd   lllooonnnggg   ttteeerrrmmm   dddeeebbbttt   ooofff   

ttthhheee   tttwwwooo   pppooollliiiccciiieeesss...      TTThhheeerrreeefffooorrreee,,,   ttthhheee   mmmooodddeeerrraaattteee   

cccuuurrrrrreeennnttt   aaasssssseeettt   pppooollliiicccyyy   rrreeesssuuullltttsss   iiinnn   mmmiiiddd   rrraaannngggeee   

rrriiissskkk   aaannnddd   ppprrrooofffiiitttaaabbbiiillliiitttyyy...   
 

Generally, the decision of current assets levels involves a risk/return trade off.  

The conservative policy minimizes risk, but it also has the lowest expected 

return.  On the other hand the aggressive policy offers the highest expected 

return coupled with the highest risk. 

 

2.2.1.4 Working Capital Cycle 

 

Working capital is taken either as the total current asset or as the excess of 

current assets over current liabilities.  Working capital, in the first sense, is 

known as gross working capital and in the second sense, is known as net 

working capital.  Both the net and gross concepts of working capital are 

important.  Gross working capital focuses attention on the efficient 

management of individual current assets in the day-to-day operations of the 

business.  But for having a long-term view of working capital, it is essential to 

concentrate on the net concept of working capital because long term, funds 

are to be arranged for financing net working capital.  Thus working capital can 

be defined as the excess of current assets over current liabilities. (Jain, 1993 

A.D.) 
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Figure: 2.1 

Working Capital Cycle 

 

 

 

 

 

 

 

 

 

 

 

 

So, nature and interrelationship of working capital can be best understood by 

the operating cycle of the firm.  A firm begins with cash, which is use for 

purchase of raw materials and bough in components.  Materials and other 

operating supplies can also be purchase on credit which in turn generates 

accounts payable further cash is expected to pay the labour and other 

manufacturing cost and further trade which are eventually sold an credit giving 

rise to accounts receivable.  The collection of receivables brings cash into the 

firm and creditors are paid. The average time, which elapses between the 

acquisition of materials or services entering into the manufacturing process, 

and the final cash realisation, constitutes an operation cycle.  The operation 

cycle can be depicted as above figure.  In order to reduce the requirement of 

working capital, the management should try to reduce the period of the 

operation cycle.  This underlines the importance of managing key variables 

affecting working capital so as to get the optimal result.  

 

2.2.2 Funds Flow Statement 

 

Cash 

Purchase of 

materials and 

components 

Products 

Inventory (finished 

goods) 

Sales 

Debtors 
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The Study of Funds Flow statement shows how the firm‟s liquid cash and 

credit fund (resources) have been employed.  On the commencement of 

business the funds obtained or invested by the promoter will be used in 

acquiring fixed or current assets according to the nature of business.  In the 

course of the business activities funds will circulate at a necessary rate from 

one point of another and complete the cycle and repeat it again like cash to 

raw material, raw material t stock, stock to finished goods inventory, inventory 

to receivables and receivables to cash etc. Such circulation of funds is known 

as funds inflows and funds outflow.  The process of bringing funds by stream 

forms a regular circular path around fund pool, which is shown in a figure: 2.2 

below. (Kulshrestha, 1970 A.D.) 

Figure: 2.2 

Funds Flow Analysis 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

   

   

   

   

TTTwwwooo   cccuuurrrrrreeennnttt   ssstttrrreeeaaammmsss   tttooouuuccchhh   ttthhheee   FFFuuunnnddd   PPPoooooolll...      

OOOnnneee   bbbrrriiinnngggsss   fffuuunnndddsss   aaannnddd   iiisss   kkknnnooowwwnnn   aaasss   fffuuunnndddsss   

IIInnnffflllooowww   aaannnddd   ttthhheee   ooottthhheeerrr   uuussseeesss   fffuuunnndddsss   aaannnddd   iiisss   

kkknnnooowwwnnn   aaasss   FFFuuunnndddsss   OOOuuutttffflllooowww...      TTThhheee   ppprrroooccceeessssss   iiifff   

Dividend 
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bbbrrriiinnngggiiinnnggg   fffuuunnndddsss   bbbyyy   sssttteeeaaammmsss   aaannnddd   uuusssiiinnnggg   ooofff   fffuuunnndddsss   

bbbyyy   aaannnooottthhheeerrr   ssstttrrreeeaaammm   fffooorrrmmmsss   aaa   rrreeeggguuulllaaarrr   ccciiirrrcccuuulllaaarrr   

pppaaattthhh   aaarrrooouuunnnddd   FFFuuunnnddd   PPPoooooolll,,,   wwwhhhiiiccchhh   iiisss   ttthhheee   ffflllooowww   ooofff   

fffuuunnndddsss...   
 

Since the funds are called circulating or working capital of the business. It 

circulates as above as per the nature of business.  If the funds of the 

organization does not circulate and interrupted or retained in one sector for a 

long-term organization will not generate further wealth.  Consequently the 

business organization may be collapsed.  

 

2.2.2.1 Importance of Funds Flow 

 

AAA   FFFuuunnnddd   ssstttaaattteeemmmeeennnttt   iiisss   ooofff   ppprrriiimmmaaarrryyy   iiimmmpppooorrrtttaaannnccceee   

tttooo   ttthhheee   fffiiinnnaaannnccciiiaaalll   mmmaaannnaaagggeeemmmeeennnttt...      AAA   ppprrruuudddeeennnttt   

fffiiinnnaaannnccceee   oooffffffiiiccceeerrr   iiisss   iiinnnttteeerrreeesssttteeeddd   tttooo   ssseeeeee   ttthhhaaattt   ttthhheee   

llliiiqqquuuiiidddiiitttyyy   nnneeeeeedddsss   aaa   eeevvviiidddeeennnccceeeddd   bbbyyy   ttthhheee   

rrreeeqqquuuiiirrreeemmmeeennntttsss   ooofff   ttthhheee   ccciiirrrcccuuulllaaatttiiinnnggg   aaasssssseeetttsss   aaarrreee   

aaammmppplllyyy   sssaaatttiiisssfffiiieeeddd   sssooo   ttthhhaaattt   ttthhheee   rrriiissskkk   ooofff   iiinnnsssooolllvvveeennncccyyy   

iiisss   rrreeeddduuuccceeeddd   tttooo   ttthhheee   lllooowwweeesssttt   llleeevvveeelll...      TTThhhiiisss   cccaaallllllsss   fffooorrr   

aaannn   uuunnniiinnnttteeerrrrrruuupppttteeeddd   ccciiirrrcccuuulllaaarrr   mmmooovvveeemmmeeennnttt   ooofff   

fffuuunnndddsss   iiinnntttooo   ttthhheee   bbbuuusssiiinnneeessssss   ooopppeeerrraaatttiiiooonnnsss...   JJJuuusssttt   aaasss   

ttthhheee   ccciiirrrcccuuulllaaatttiiiooonnn   ooofff   bbblllooooooddd   iiisss   vvveeerrryyy   nnneeeccceeessssssaaarrryyy   fffooorrr   

ttthhheee   hhhuuummmaaannn   bbbooodddyyy   ccciiirrrcccuuulllaaatttiiiooonnn   ooofff   fffuuunnndddsss   iiisss   

eeeqqquuuaaallllllyyy   nnneeeccceeessssssaaarrryyy   fffooorrr   ttthhheee   eeexxxiiisssttteeennnccceee   ooofff   ttthhheee   

cccooorrrpppooorrraaatttiiiooonnn...      AAA   sssllliiiggghhhttt   iiinnnttteeerrrrrruuuppptttiiiooonnn   mmmaaayyy   cccaaallllll   

fffooorrr   iiinnnsssooolllvvveeennncccyyy   iiinnn   wwwhhhiiiccchhh   cccaaassseee   ttthhheee   

cccooonnnssseeeqqquuueeennnccceee   wwwiiillllll   bbbeee   eeeiiittthhheeerrr   llliiiqqquuuiiidddaaatttiiiooonnn   ooofff   ttthhheee   
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cccooommmpppaaannnyyy   ooorrr   fffiiinnndddiiinnnggg   ooouuuttt   fffrrreeessshhh   sssooouuurrrccceeesss   ooofff   

fffiiinnnaaannnccceee...      TTThhheeerrreeefffooorrreee   wwwiiittthhh   ttthhheee   hhheeelllppp   ooofff   fffuuunnnddd   

ssstttaaattteeemmmeeennnttt   ooofff   fffiiinnnaaannnccceee   oooffffffiiiccceee   cccaaannn   eeennnsssuuurrreee   ttthhhaaattt   

ttthhheee   cccooommmpppaaannnyyy   wwwiiillllll   hhhaaavvveee   fffuuunnndddsss   wwwhhheeennn   ttthhheeeyyy   aaarrreee   

wwwaaannnttteeeddd   aaannnddd   wwwiiillllll   uuutttiiillliiizzzeee   eeeffffffeeeccctttiiivvveeelllyyy   wwwhhheeennn   

aaavvvaaaiiilllaaabbbllleee...      IIIttt   iiisss   aaannn   eeesssssseeennntttiiiaaalll   tttoooooolll   ooofff   fffiiinnnaaannnccciiiaaalll   

aaannnaaalllyyysssiiisss...      IIInnn   fffaaacccttt   iiittt   iiisss   ttthhheee   mmmaaajjjooorrr   iiinnnssstttrrruuummmeeennnttt   

uuussseeeddd   fffooorrr   aaannnaaalllyyysssiiinnnggg   ttthhheee   fffiiinnnaaannnccciiiaaalll   ppprrrooobbbllleeemmmsss   

aaannnddd   dddeeettteeerrrmmmiiinnniiinnnggg   ttthhheee   lllooonnnggg---rrraaannngggeee   fffiiinnnaaannnccciiiaaalll   

pppooollliiiccciiieeesss   ooofff   ttthhheee   bbbuuusssiiinnneeessssss   eeennnttteeerrrppprrriiissseeesss...   
   

222...222...222...222   AAAnnnaaalllyyysssiiisss   ooofff   fffuuunnndddsss   ffflllooowww   
 

FFFuuunnndddsss   mmmooovvveeemmmeeennntttsss   iiinnn   ttthhheee   bbbuuusssiiinnneeessssss   eeennnttteeerrrppprrriiissseee   

aaarrreee   aaannnaaalllyyyzzzeeeddd   aaannnddd   ssstttuuudddiiieeeddd   wwwiiittthhh   ttthhheee   hhheeelllppp   ooofff   

fffuuunnnddd   ssstttaaattteeemmmeeennntttsss...      TTThhheeessseee   ssstttaaattteeemmmeeennntttsss   aaarrreee   

sssooouuurrrccceee   aaannnddd   uuussseee   ooofff   fffuuunnndddsss   ssstttaaattteeemmmeeennnttt   aaasss   ttthhheeeyyy   

dddeeepppiiicccttt   ttthhheee   sssooouuurrrccceeesss   fffrrrooommm   wwwhhhiiiccchhh   fffuuunnndddsss   aaarrreee   

ooobbbtttaaaiiinnneeeddd   aaannnddd   ttthhheee   uuussseeesss   tttooo   wwwhhhiiiccchhh   ttthhheeeyyy   aaarrreee   

bbbeeeiiinnnggg   pppuuuttt...      TTThhheeeyyy   bbbrrriiinnnggg   iiinnntttooo   llliiiggghhhttt   ttthhheee   

uuunnndddeeerrrlllyyyiiinnnggg   fffiiinnnaaannnccciiiaaalll   mmmooovvveeemmmeeennntttsss   aaannnddd   rrreeefffllleeecccttt   

ttthhheee   ccchhhaaannngggeeesss   iiinnn   ttthhheee   fffiiinnnaaannnccciiiaaalll   pppooosssiiitttiiiooonnn   ooorrr   

wwwooorrrkkkiiinnnggg   cccaaapppiiitttaaalll   pppooosssiiitttiiiooonnn   iiinnn   tttwwwooo   dddiiiffffffeeerrreeennnttt   

dddaaattteeesss...      TTThhheeessseee   ssstttaaattteeemmmeeennntttsss   aaarrreee   vvvaaarrriiiooouuussslllyyy   cccaaalllllleeeddd   

aaasss   ssstttaaattteeemmmeeennnttt   ooofff   fffuuunnndddsss,,,   ssstttaaattteeemmmeeennnttt   ooofff   fffiiinnnaaannnccciiiaaalll   

ooopppeeerrraaatttiiiooonnnsss   ssstttaaattteeemmmeeennnttt   ooofff   ccchhhaaannngggeeesss   iiinnn   wwwooorrrkkkiiinnnggg   

cccaaapppiiitttaaalll,,,   ssstttaaattteeemmmeeennnttt   ooofff   sssooouuurrrccceeesss   aaannnddd   

aaappppppllliiicccaaatttiiiooonnn   ooofff   fffuuunnndddsss   aaannnddd   “““wwwhhheeerrreee   gggooottt   aaannnddd   
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wwwhhheeerrreee   gggooonnneee   ssstttaaattteeemmmeeennnttt”””   (((AAAnnnttthhhooonnnyyy,,,   111999666000   

AAA...DDD...)))   
 

For the preparation such statements we have trace the various sources and 

uses of funds.  The principal source of funds is the net income form 

operations.  To it we will add funds available by increasing short-term and 

long term liabilities, reduction of assets by sale, and issue of additional stocks.  

 

Occasionally funds may flow in the windfalls, gifts and donations.  Funds thus 

obtained may be used for the payment of liabilities, purchases of assets for 

expansion and growth, drawing, reduction of capital, outright donations and 

sheer losses from operations.  The fund statement shows the sources of 

funds and their application in such a way as both as equal, the statement of 

balance sheet changes is shown below. (Helfert, 1997 A.D.) 

 

 

 

 

The process of fixing costs of activity is defined as costing.  The activity refers 

to manufacture products/article, service rendered, or function performed.  The 

procedure applied to ascertain unit cost of product or service is costing.  So, 

costing comprises of collection, classification and analysis of cost for 

ascertaining unit cost of product and service as well as to analyze profitable 

and non profitable operations, to plan and control of cost and to assess the 

performance of a worker, section, department, unit and a plant from time to 

time. 

 

2.2.3.1 Importance and Advantages of Costing 

 

a) Product Price Fixation  
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CCCooosssttt   aaaccccccooouuunnntttiiinnnggg   sssuuummmmmmaaarrriiizzzeeeddd   cccooosssttt   tttooo   fffiiixxx   ttthhheee   

ppprrriiiccceee   ooofff   ppprrroooddduuucccttt   aaannnddd   aaalllsssooo   hhheeelllpppsss   tttooo   eeessstttiiimmmaaattteee   

ttteeennndddeeerrr   ooorrr   qqquuuoootttaaatttiiiooonnn   ppprrriiiccceee...   
 

b) Improving Unprofitable Operations 

CCCooosssttt   aaaccccccooouuunnntttiiinnnggg   ppprrrooovvviiidddeeesss   mmmaaannnaaagggeeemmmeeennnttt   wwwiiittthhh   

cccooosssttt   iiinnnfffooorrrmmmaaatttiiiooonnn   tttooo   jjjuuudddgggeee   ppprrrooofffiiitttaaabbbllleee   aaannnddd   

uuunnnppprrrooofffiiitttaaabbbllleee   ooopppeeerrraaatttiiiooonnnsss...      TTThhhuuusss,,,   hhheeelllpppsss   ttthhheee   

mmmaaannnaaagggeeemmmeeennnttt   tttooo   iiimmmppprrrooovvveee   uuunnnppprrrooofffiiitttaaabbbllleee   

ooopppeeerrraaatttiiiooonnnsss...   
 

c) Select Profitable Alternative 

CCCooosssttt   aaaccccccooouuunnntttiiinnnggg   ppprrrooovvviiidddeeesss   sssuuuccchhh   cccooosssttt   dddaaatttaaa   

aaannnddd   iiinnnfffooorrrmmmaaatttiiiooonnn   ttthhhaaattt   hhheeelllpppsss   mmmaaannnaaagggeeemmmeeennnttt   tttooo   

ccchhhoooooossseee   fffrrrooommm   aaammmooonnnggg   ppprrrooofffiiitttaaabbbllleee   aaalllttteeerrrnnnaaatttiiivvveeesss...   
 

d) Formulation of Production Policy 

CCCooosssttt   aaaccccccooouuunnntttiiinnnggg   ppprrrooovvviiidddeeesss   iiinnnfffooorrrmmmaaatttiiiooonnn   tttooo   

ppprrreeepppaaarrreee   sssccchhheeeddduuullleee   fffooorrr   ppprrroooddduuuccctttiiiooonnn...      IIIttt   aaalllsssooo   

ppprrrooovvviiidddeeesss   nnneeeccceeessssssaaarrryyy   iiinnnfffooorrrmmmaaatttiiiooonnn   llliiimmmeee   

ppprrroooddduuuccctttiiiooonnn   cccaaapppaaaccciiitttyyy   nnneeeeeedddeeeddd   fffooorrr   fffooorrrmmmuuulllaaatttiiinnnggg   

ppprrroooddduuuccctttiiiooonnn   aaannnddd   iiinnnvvveeennntttooorrryyy   pppooollliiiccciiieeesss...   

   
 

e) Optimum Utilization of Resources  

CCCooosssttt   aaaccccccooouuunnntttiiinnnggg   ppprrrooovvviiidddeeesss   cccooosssttt   dddaaatttaaa   aaannnddd   

iiinnnfffooorrrmmmaaatttiiiooonnn   sssooo   aaasss   tttooo   aaapppppplllyyy   cccooosssttt   sssaaavvviiinnnggg   
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sssccchhheeemmmeeesss   tttooo   aaaccchhhiiieeevvveee   oooppptttiiimmmuuummm   uuutttiiillliiizzzaaatttiiiooonnn   ooofff   

rrreeesssooouuurrrccceeesss...   
 

f) Identify  Wastage and Leakage in Production Processes: 

CCCooosssttt   aaaccccccooouuunnntttiiinnnggg   aaalllsssooo   ppprrrooovvviiidddeeesss   cccooosssttt   dddaaatttaaa   tttooo   

iiidddeeennntttiiifffyyy   aaannnyyy   wwwaaassstttaaagggeee   aaannnddd   llleeeaaakkkaaagggeee   oooccccccuuurrrrrriiinnnggg   

iiinnn   aaannnyyy   ppprrroooddduuuccctttiiiooonnn   ppprrroooccceeessssss   sssooo   ttthhhaaattt   ttthhheee   cccooosssttt   ooofff   

ooouuutttpppuuuttt   cccaaannn   bbbeee   rrreeeddduuuccceeeddd...   
 

 

2.2.3.2 Methods of Costing 

 

Methods of costing are the techniques of ascertaining costs of output, process 

or operation.  Since the nature of industry differs from one another, the 

methods of costing also differ.  Some important methods of costing are as 

follows. 

 

a) Job Order Costing 

TTThhhiiisss   mmmeeettthhhoooddd   gggaaattthhheeerrrsss   aaannnddd   aaaccccccuuummmuuulllaaattteeesss   cccooossstttsss   

fffooorrr   eeeaaaccchhh   jjjooobbb   ooorrrdddeeerrr   ooorrr   wwwooorrrkkk   ooorrrdddeeerrr   fffrrrooommm   

cccuuussstttooommmeeerrr   ssseeepppaaarrraaattteeelllyyy...   SSSiiinnnccceee   eeeaaaccchhh   jjjooobbb   ooorrr   

ooorrrdddeeerrr   iiisss   ssspppeeeccciiifffiiiccc   aaannnddd   ttteeerrrmmmiiinnnaaattteeeddd   aaafffttteeerrr   iiittt   iiisss   

cccooommmpppllleeettteeeddd   aaallllll   cccooossstttsss   ttthhhaaattt   iiinnncccuuurrrsss   iiinnn   ttthhheee   jjjooobbb   ooorrr   

ooorrrdddeeerrr   aaarrreee   aaaccccccuuummmuuulllaaattteeeddd   aaafffttteeerrr   iiitttsss   ttteeerrrmmmiiinnnaaatttiiiooonnn...      

AAA   jjjooobbb   cccaaarrrddd   iiisss   ppprrreeepppaaarrreeeddd   fffooorrr   eeeaaaccchhh   jjjooobbb   fffooorrr   cccooosssttt   

aaaccccccuuummmuuulllaaatttiiiooonnn...      IIIttt   iiisss   aaa   pppooopppuuulllaaarrr   mmmeeettthhhoooddd   iiinnn   

iiinnnddduuussstttrrriiieeesss   sssuuuccchhh   aaasss   ppprrriiinnntttiiinnnggg,,,   mmmaaaccchhhiiinnneee   tttoooooolll   

mmmaaannnuuufffaaaccctttuuurrriiinnnggg,,,   lllaaauuunnndddrrryyy   aaannnddd   fffuuurrrnnniiitttuuurrreee...   
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b) Unit / output / single costing 

TTThhhiiisss   mmmeeettthhhoooddd   iiisss   aaappppppllliiieeeddd   iiinnn   iiinnnddduuussstttrrriiieeesss   llliiikkkeee   

mmmiiinnneeesss,,,   qqquuuaaarrrrrriiieeesss,,,   oooiiilll   dddrrriiilllllliiinnnggg   eeetttccc...      OOOnnneee   

cccooommmmmmooonnn   fffeeeaaatttuuurrreee   ooofff   sssuuuccchhh   iiinnnddduuussstttrrriiieeesss   iiisss   ttthhhaaattt   

ttthhheeerrreee   iiisss   ooonnnlllyyy   ooonnneee   sssiiinnngggllleee   ppprrroooddduuucccttt,,,   wwwhhhiiiccchhh   iiisss   

ppprrroooccceeesssssseeeddd   rrriiiggghhhttt   ttthhhrrrooouuuggghhh...      TTThhheee   fffiiinnniiissshhheeeddd   

ppprrroooddduuucccttt,,,   wwwhhhiiiccchhh   iiisss   iiinnn   aaa   rrraaawww   ooorrr   cccrrruuudddeee   ssstttaaattteee,,,   iiisss   

eeexxxtttrrraaacccttteeeddd   aaannnddd   ppprrroooccceeesssssseeeddd   ttthhhrrrooouuuggghhh   dddiiiffffffeeerrreeennnttt   

ssstttaaagggeeesss   tttooo   ooobbbtttaaaiiinnn   ttthhheee   fffiiinnniiissshhheeeddd   ppprrroooddduuucccttt   iiinnn   iiitttsss   

fffiiinnnaaalll   sssaaallleeeaaabbbllleee   cccooonnndddiiitttiiiooonnn...      TTThhhiiisss   mmmeeettthhhoooddd   iiisss   aaalllsssooo   

aaa   tttyyypppeee   ooofff   ppprrroooccceeessssss   cccooossstttiiinnnggg...   
 

c) Process Costing 

TTThhheee   cccooossstttiiinnnggg   mmmeeettthhhoooddd   ttthhhaaattt   aaasssccceeerrrtttaaaiiinnnsss   ttthhheee   cccooosssttt   

ooofff   eeeaaaccchhh   ppprrroooccceeessssss   ooorrr   ssstttaaagggeee   ooofff   ppprrroooddduuuccciiinnnggg   ooouuutttpppuuuttt   

iiisss   cccaaalllllleeeddd   ppprrroooccceeessssss   cccooossstttiiinnnggg...      UUUnnndddeeerrr   ttthhhiiisss   

mmmeeettthhhoooddd,,,   aaa   ssseeepppaaarrraaattteee   aaaccccccooouuunnntttiiinnnggg   iiisss   ooopppeeennneeeddd   fffooorrr   

eeeaaaccchhh   ppprrroooccceeessssss   tttooo   wwwhhhiiiccchhh   aaallllll   cccooossstttsss   iiinnncccuuurrrrrreeeddd   

ttthhheeerrreeeooonnn   aaarrreee   ccchhhaaarrrgggeeeddd...      TTThhheee   cccooosssttt   pppeeerrr   uuunnniiittt   ooofff   

ooouuutttpppuuuttt   iiisss   ooobbbtttaaaiiinnneeeddd   bbbyyy   aaavvveeerrraaagggiiinnnggg   ttthhheee   cccooossstttsss   

iiinnncccuuurrrrrreeeddd   ooonnn   ttthhheee   ppprrroooccceeessssss   ddduuurrriiinnnggg   aaa   ccceeerrrtttaaaiiinnn   

pppeeerrriiioooddd...   TTThhhiiisss   mmmeeettthhhoooddd   iiisss   sssuuuiiitttaaabbbllleee   fffooorrr   

iiinnnddduuussstttrrriiieeesss   wwwhhheeerrreee   mmmaaannnuuufffaaaccctttuuurrriiinnnggg   iiinnn   cccaaarrrrrriiieeeddd   

ooonnn   cccooonnntttiiinnnuuuooouuussslllyyy   sssuuuccchhh   aaasss   ttteeexxxtttiiillleee,,,   ccchhheeemmmiiicccaaalll   

aaannnddd   pppaaapppeeerrr   iiinnnddduuussstttrrriiieeesss...   
 

d) Operating Costing 
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TTThhheee   mmmeeettthhhoooddd   ooofff   cccooossstttiiinnnggg   wwwhhhiiiccchhh   iiisss   uuussseeeddd   fffooorrr   

aaasssccceeerrrtttaaaiiinnniiinnnggg   ttthhheee   cccooossstttsss   ooofff   ssseeerrrvvviiiccceee   rrreeennndddeeerrreeeddd   iiisss   

kkknnnooowwwnnn   aaasss   ooopppeeerrraaatttiiinnnggg   cccooossstttiiinnnggg...      UUUnnndddeeerrr   ttthhhiiisss   

mmmeeettthhhoooddd,,,   ttthhheee   cccooosssttt   ooofff   pppeeerrr   uuunnniiittt   ooofff   ssseeerrrvvviiiccceee   

rrreeennndddeeerrreeeddd   sssuuuccchhh   aaasss   qqquuuiiinnntttaaalll   pppeeerrr   kkkiiilllooommmeeetttrrreee,,,   

kkkiiilllooowwwaaatttttt   pppeeerrr   hhhooouuurrr,,,   ooorrr   pppaaatttiiieeennnttt   pppeeerrr   dddaaayyy   iiisss   

dddeeettteeerrrmmmiiinnneeeddd...      TTThhheeerrreeefffooorrreee,,,   ttthhhiiisss   mmmeeettthhhoooddd   iiisss   

pppooopppuuulllaaarrr   iiinnn   iiinnnddduuussstttrrriiieeesss   aaannnddd   iiinnnssstttiiitttuuutttiiiooonnnsss   ttthhhaaattt   

ppprrrooovvviiidddeee   ssseeerrrvvviiiccceeesss   iiinnnsssttteeeaaaddd   ooofff   mmmaaannnuuufffaaaccctttuuurrriiinnnggg   

ppprrroooddduuuccctttsss...      EEExxxaaammmpppllleeesss   ooofff   sssuuuccchhh   iiinnnddduuussstttrrriiieeesss   aaarrreee   

tttrrraaannnssspppooorrrttt      cccooommmpppaaannnyyy,,,   eeellleeeccctttrrriiiccciiitttyyy   aaauuuttthhhooorrriiitttyyy,,,   

aaannnddd   hhhooossspppiiitttaaalllsss...   
 

e) Standard Costing 

HHHiiissstttooorrriiicccaaalll   cccooossstttiiinnnggg   iiisss   nnnooottt   eeeffffffeeeccctttiiivvveee   fffooorrr   cccooosssttt   

cccooonnntttrrrooolll   pppuuurrrpppooossseee,,,   aaasss   iiittt   dddoooeeesss   nnnooottt   ppprrrooovvviiidddeee   aaa   

mmmeeeaaasssuuurrreee   tttooo   cccooommmpppaaarrreee   aaaccctttuuuaaalll   cccooossstttsss...      TTThhheeerrreeefffooorrreee   

ttthhheee   cccooossstttiiinnnggg   mmmeeettthhhoooddd,,,   wwwhhhiiiccchhh   iiisss   uuussseeeddd   fffooorrr   ttthhheee   

pppuuurrrpppooossseee   ooofff   cccooonnntttrrrooolllllliiinnnggg   cccooossstttsss,,,   iiisss   cccaaalllllleeeddd   

ssstttaaannndddaaarrrddd   cccooossstttiiinnnggg...      UUUnnndddeeerrr   ttthhhiiisss   mmmeeettthhhoooddd,,,   

ssstttaaannndddaaarrrddd   cccooossstttsss   aaarrreee   ppprrreeedddeeettteeerrrmmmiiinnneeeddd   aaannnddd   aaarrreee   

cccooommmpppaaarrreeeddd   wwwiiittthhh   ttthhheee   aaaccctttuuuaaalll   cccooosssttt...      IIIfff   ttthhheeerrreee   aaarrreee   

aaannnyyy   dddiiiffffffeeerrreeennnccceeesss   bbbeeetttwwweeeeeennn   ttthhheee   tttwwwooo   tttyyypppeeesss   ooofff   

cccooossstttsss,,,   ttthhheee   rrreeeaaasssooonnnsss   fffooorrr   ttthhheee   dddiiiffffffeeerrreeennnccceeesss   aaarrreee   

aaannnaaalllyyyzzzeeeddd   fffooorrr   ttthhheee   pppuuurrrpppooossseee   ooofff   cccooonnntttrrrooolllllliiinnnggg   ttthhheee   

cccooossstttsss   ooofff   ooouuutttpppuuuttt,,,   jjjooobbb   aaannnddd   ppprrroooccceeessssss...      SSStttaaannndddaaarrrddd   

cccooossstttiiinnnggg   iiisss   uuussseeefffuuulll   iiinnn   aaallllll   iiinnnddduuussstttrrriiieeesss,,,   bbbuuuttt   iiittt   iiisss   
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mmmooorrreee   uuussseeefffuuulll   iiinnn   iiinnnddduuussstttrrriiieeesss,,,   wwwhhhiiiccchhh   ppprrroooddduuuccceee   

ssstttaaannndddaaarrrddd   ppprrroooddduuuccctttsss...   
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f) Marginal Costing 

TTThhheee   mmmeeettthhhoooddd   ooofff   cccooossstttiiinnnggg   wwwhhhiiiccchhh   uuussseeesss   ttthhheee   

cccooonnnccceeepppttt   ooofff   mmmaaarrrgggiiinnnaaalll   cccooosssttt   iiisss   cccaaalllllleeeddd   mmmaaarrrgggiiinnnaaalll   

cccooossstttiiinnnggg...      MMMaaarrrgggiiinnnaaalll   cccooosssttt   iiisss   ttthhheee   aaaggggggrrreeegggaaattteee   ooofff   

aaallllll   vvvaaarrriiiaaabbbllleee   cccooossstttsss   sssuuuccchhh   aaasss   ppprrriiimmmeee   cccooossstttsss   aaannnddd   

vvvaaarrriiiaaabbbllleee   ooovvveeerrrhhheeeaaadddsss...      TTThhhiiisss   mmmeeettthhhoooddd   aaasssccceeerrrtttaaaiiinnnsss   

cccooosssttt   bbbyyy   dddiiiffffffeeerrreeennntttiiiaaatttiiinnnggg   fffiiixxxeeeddd   aaannnddd   vvvaaarrriiiaaabbbllleee   

cccooommmpppooonnneeennntttsss   ooofff   ttthhheee   cccooosssttt...      IIIttt   eeexxxcccllluuudddeeesss   fffiiixxxeeeddd   

cccooossstttsss   aaannnddd   tttaaakkkeeesss   iiinnntttooo   aaaccccccooouuunnnttt   ooonnnlllyyy   vvvaaarrriiiaaabbbllleee   

cccooossstttsss   fffooorrr   dddeeettteeerrrmmmiiinnniiinnnggg   ttthhheee   cccooosssttt   ooofff   ooouuutttpppuuuttt...   
 

g) Absorption Costing 

TTThhhiiisss   mmmeeettthhhoooddd   iiisss   dddiiiffffffeeerrreeennnttt   fffrrrooommm   mmmaaarrrgggiiinnnaaalll   

cccooossstttiiinnnggg,,,   bbbeeecccaaauuussseee   iiittt   tttaaakkkeeesss   iiinnntttooo   aaaccccccooouuunnnttt   aaallllll   

cccooossstttsss,,,   bbbooottthhh   fffiiixxxeeeddd   aaannnddd   vvvaaarrriiiaaabbbllleee,,,   fffooorrr   

dddeeettteeerrrmmmiiinnniiinnnggg   ttthhheee   cccooosssttt   ooofff   ooouuutttpppuuuttt...      UUUnnndddeeerrr   ttthhhiiisss   

mmmeeettthhhoooddd,,,   aaallllll   cccooosssttt   iiinnncccllluuudddiiinnnggg   fffiiixxxeeeddd   aaannnddd   

vvvaaarrriiiaaabbbllleee   cccooossstttsss,,,   aaarrreee   ccchhhaaarrrgggeeeddd   tttooo   ooopppeeerrraaatttiiiooonnnsss,,,   

ppprrroooccceeesssssseeesss,,,   ooorrr   ppprrroooddduuuccctttsss   tttooo   aaasssccceeerrrtttaaaiiinnn   ttthhheee   cccooosssttt...   
 

h) Uniform Costing 

TTThhheee   mmmeeettthhhoooddd   ooofff   cccooossstttiiinnnggg,,,   wwwhhhiiiccchhh   uuussseeesss   ttthhheee   

cccooommmmmmooonnn   ppprrriiinnnccciiipppllleeesss   aaannnddd   ppprrroooccceeeddduuurrreeesss   bbbyyy   

ssseeevvveeerrraaalll   cccooonnnccceeerrrnnnsss   fffooorrr   sssooommmeee   cccooommmmmmooonnn   pppuuurrrpppooossseee,,,   

iiisss   cccaaalllllleeeddd   uuunnniiifffooorrrmmm   cccooossstttiiinnnggg...      TTThhheee   uuunnniiifffooorrrmmm   

cccooossstttiiinnnggg   mmmeeettthhhoooddd   cccaaannn   bbbeee   eeexxxttteeennndddeeeddd   sssooo   aaasss   tttooo   bbbeee   

uuussseeefffuuulll   iiinnn   iiinnnttteeerrr---fffiiirrrmmm   cccooommmpppaaarrriiisssooonnn...   
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i) Historical Costing 

TTThhheee   cccooossstttiiinnnggg   mmmeeettthhhoooddd,,,   wwwhhhiiiccchhh   iiisss   bbbaaassseeeddd   ooonnn   pppaaasssttt   

cccooosssttt   dddaaatttaaa,,,   iiisss   cccaaalllllleeeddd   hhhiiissstttooorrriiicccaaalll   cccooossstttiiinnnggg...      IIIttt   uuussseeesss   

hhhiiissstttooorrriiicccaaalll   ooorrr   pppaaasssttt   cccooossstttsss,,,   nnnooottt   fffuuutttuuurrreee   ooorrr   

eeessstttiiimmmaaattteeeddd   cccooossstttsss   fffooorrr   iiitttsss   pppuuurrrpppooossseee...      UUUnnndddeeerrr   ttthhhiiisss   

mmmeeettthhhoooddd,,,   ttthhheeerrreeefffooorrreee   ooonnnlllyyy   pppaaasssttt   cccooossstttsss   ooofff   ooouuutttpppuuuttt,,,   

ppprrroooccceeessssssooorrr   ooopppeeerrraaatttiiiooonnn   aaarrreee   aaasssccceeerrrtttaaaiiinnneeeddd,,,   wwwhhhiiiccchhh   

aaarrreee   aaalllrrreeeaaadddyyy   iiinnncccuuurrrrrreeeddd...   
 

J)    Direct Costing 

TTThhhiiisss   mmmeeettthhhoooddd   ooofff   cccooossstttiiinnnggg   iiisss   bbbaaassseeeddd   ooonnn   ttthhheee   

cccooonnnccceeepppttt   ooofff   dddiiirrreeecccttt   cccooosssttt...      DDDiiirrreeecccttt   cccooosssttt   iiisss   ttthhhaaattt   

cccooommmpppooonnneeennnttt   ooofff   cccooosssttt   wwwhhhiiiccchhh   cccaaannn   dddiiirrreeeccctttlllyyy   bbbeee   

ccchhhaaarrrgggeeeddd   tttooo   ttthhheee   ooouuutttpppuuuttt,,,   ppprrroooccceeessssss   ooorrr   ooopppeeerrraaatttiiiooonnn...      

FFFooorrr   eeexxxaaammmpppllleee,,,   rrraaawww   mmmaaattteeerrriiiaaalllsss   cccaaannn   dddiiirrreeeccctttlllyyy   bbbeee   

ccchhhaaarrrgggeeeddd   tttooo   ttthhheee   gggoooooodddsss   ppprrroooddduuuccceeeddd...      TTThhheeerrreeefffooorrreee   

ttthhhiiisss   mmmeeettthhhoooddd   ccchhhaaarrrgggeeesss   aaallllll   dddiiirrreeecccttt   cccooossstttsss   tttooo   

ppprrroooddduuucccttt,,,   ppprrroooccceeessssss   ooorrr   ooopppeeerrraaatttiiiooonnn   iiinnn   ooorrrdddeeerrr   tttooo   

aaasssccceeerrrtttaaaiiinnn   ttthhheee   cccooosssttt...   

   
 

2.2.3 Classification / Elements of Costing 

 

Costing is one of the major tools of management. Management decision 

required proper classification and analysis of the total costs.  For the purpose 

of decision making the management must have clear picture of different 

elements of costs.  Broadly speaking the element of cost is three in number, 

materials (stores), Labour (Wages), and Other    Expenses (Overheads). In 
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practice, these three broad classifications are further analysed into different 

elements  

 

Figure: 2.3 

Element of Cost 
 

 

 

  

   

   

   

   

   

   

   

   

   

   

   

   

111)))   MMMaaattteeerrriiiaaalllsss:::   CCCooosssttt   iiinnnvvvooolllvvveeeddd   iiinnn   aaallllll   sssooorrrtttsss   ooofff   

mmmaaattteeerrriiiaaalllsss,,,   sssuuuppppppllliiieeesss...   
 

2) Labour: Cost relation to personnel involvement. 

 

3) Expenses; All other cost except materials and labour e.g. power, rent, 

insurance etc. 

 

4) Direct Cost: Traceable to or identified with a given cost object   easily e.g. 

direct material, direct labour. 

Labours 

Element of cost 

Materials 

Direct Material Indirect Material 

Direct Labour Indirect Labour 

Direct Expenses Indirect Expenses 

Manufacturing Administrative 

Selling & 

distribution 
Research & 

Development 

 

Expenses 
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555)))   IIInnndddiiirrreeecccttt   CCCooossstttsss:::   NNNooottt   iiidddeeennntttiiifffiiiaaabbbllleee   wwwiiittthhh   aaa   

gggiiivvveeennn   cccooosssttt   ooobbbjjjeeecccttt   eee...ggg...   iiinnndddiiirrreeecccttt   mmmaaattteeerrriiiaaalll,,,   

iiinnndddiiirrreeecccttt   lllaaabbbooouuurrr   aaannnddd   iiinnndddiiirrreeecccttt   eeexxxpppeeennnssseeesss...   
 

6) Manufacturing: Cost involved in manufacturing or Production activities  

 

777)))   AAAdddmmmiiinnniiissstttrrraaatttiiivvveee:::   CCCooossstttsss   iiinnnvvvooolllvvveeeddd   iiinnn   gggeeennneeerrraaalll   

aaadddmmmiiinnniiissstttrrraaatttiiiooonnn   aaannnddd   cccooonnntttrrrooolll   dddiiivvviiisssiiiooonnn...   
 

888)))   SSSeeelllllliiinnnggg   aaannnddd   dddiiissstttrrriiibbbuuutttiiiooonnn:::   CCCooosssttt   iiinnnvvvooolllvvveeeddd   iiinnn   

ssseeelllllliiinnnggg   aaannnddd   dddiiissstttrrriiibbbuuutttiiiooonnn   aaaccctttiiivvviiitttiiieeesss...   
 

999)))   RRReeessseeeaaarrrccchhh   aaannnddd   dddeeevvveeelllooopppmmmeeennnttt:::   CCCooosssttt   

iiinnnvvvooolllvvveeeddd   iiinnn   iiinnnnnnooovvvaaatttiiiooonnn   aaaccctttiiivvviiitttiiieeesss...   
 

AAApppaaarrrttt   fffooorrrmmm   ttthhheee   aaannnaaalllyyysssiiisss   ooofff   ttthhheee   tttoootttaaalll   cccooosssttt   bbbyyy   

iiitttsss   eeellleeemmmeeennntttsss   aaannnddd   ooottthhheeerrr   mmmeeettthhhoooddd   ooofff   aaannnaaalllyyysssiiisss,,,   

wwwhhhiiiccchhh   iiisss   ooofffttteeennn   uuussseeeddd   iiinnn   cccooossstttiiinnnggg,,,   iiisss   ttthhheee   dddiiivvviiisssiiiooonnn   

ooofff   ttthhheee   tttoootttaaalll   cccooosssttt   bbbeeetttwwweeeeeennn   fffiiixxxeeeddd   aaaddd   vvvaaarrriiiaaabbbllleee   

cccooosssttt...   VVVaaarrriiiaaabbbllleee   cccooossstttsss   aaarrreee   ttthhheee   iiittteeemmmsss   ooofff   

eeexxxpppeeennndddiiitttuuurrreee,,,   wwwhhhiiiccchhh   vvvaaarrryyy   wwwiiittthhh   ttthhheee   uuunnniiitttsss   ooofff   

ppprrroooddduuucccttt   ppprrroooddduuuccceeeddd...   FFFiiixxxeeeddd   cccooossstttsss   aaarrreee   ttthhhooossseee,,,   

wwwhhhiiiccchhh   rrreeemmmaaaiiinnn   mmmooorrreee   ooorrr   llleeessssss   cccooonnnssstttaaannnttt   

iiirrrrrreeessspppeeeccctttiiivvveee   ooofff   aaannn   iiinnncccrrreeeaaassseee   ooorrr   dddeeecccrrreeeaaassseee   iiinnn   

ttthhheee   nnnuuummmbbbeeerrr   ooofff   uuunnniiitttsss   ppprrroooddduuuccceeeddd
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PPPrrriiiccciiinnnggg   
 

IIInnn   gggeeennneeerrraaalll   ppprrriiiccceee   iiisss   vvvaaallluuueee   ooorrr   aaammmooouuunnnttt   ooofff   

mmmooonnneeeyyy   sssaaacccrrriiifffiiiccceeeddd   tttooo   ooobbbtttaaaiiinnn   aaa   pppaaarrrtttiiicccuuulllaaarrr   

ppprrroooddduuucccttt   ooorrr   ssseeerrrvvviiiccceee...      PPPrrriiiccceee   mmmaaayyy   aaalllsssooo   bbbeee   

dddeeefffiiinnneeeddd   aaasss   ttthhheee   eeexxxccchhhaaannngggeee   ooofff   sssooommmeeettthhhiiinnnggg   ooofff   

vvvaaallluuueee   bbbeeetttwwweeeeeennn   pppaaarrrtttiiieeesss   iiinnnvvvooolllvvveeeddd   iiinnn   aaa   

tttrrraaannnsssaaaccctttiiiooonnn...   PPPrrriiiccciiinnnggg   ooonnn   ttthhheee   ooottthhheeerrr   hhhaaannnddd   

mmmeeeaaannnsss   ttthhheee   dddeeettteeerrrmmmiiinnnaaatttiiiooonnn   ooofff   ppprrrooopppeeerrr   vvvaaallluuueee   tttooo   

aaa   pppaaarrrtttiiicccuuulllaaarrr   ppprrroooddduuucccttt   ooorrr   ssseeerrrvvviiiccceee...      IIInnn   bbbrrroooaaadddeeerrr   

ssseeennnssseee,,,   ppprrriiiccceee   ssseeettttttiiinnnggg   iiinnnvvvooolllvvveeesss   ttthhheee   

dddeeettteeerrrmmmiiinnnaaatttiiiooonnn   ooofff   sssooommmeee   ooobbbjjjeeecccttt   ttthhhaaattt   cccaaannn   bbbeee   

uuussseeeddd   tttooo   eeessstttaaabbbllliiissshhh   ttthhheee   vvvaaallluuueee   ooofff   ttthhheee   eeexxxccchhhaaannngggeee   

tttooo   aaallllll   pppaaarrrtttiiieeesss   iiinnnvvvooolllvvveeeddd   iiinnn   ttthhheee   tttrrraaannnsssaaaccctttiiiooonnn...   
 

2.2.4.1 Objective of Pricing Policy 

 

Formulation of price policy begins with the classification of the basic 

objectives of the firm.  Pricing objectives have to be in conformity with overall 

organizational objectives.  In most of the situation, profit maximization is the 

main objective of price policy, but is only one objective.  Importance of pricing 

varies form firm to firm; pricing is one of the tools that a firm has to attempt to 

reach the stated objective. (Munakarmi, 2003 A.D.) Following may be other 

objectives of price-policy in an organization: 

 

a) Pricing the goods based on reasonable costs, 

b) Increase in the market share or its growth rate at the expenses of 

immediate profits, 

c) Avoid adverse public reaction consequent upon charging high price, 

d) Ethical consideration not to reap high profit. 

e) Immediate survival of the firm, 
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f) Charge reasonable price so as to have good relations with government 

and public at large, 

g) Maximization of prestige of the firm rather than of profit, 

h) To safeguard against the emergence of new producers in the same 

line. 

2.2.4.2 Pricing Method 

 

i) Cost Oriented Pricing Method 

 

Cost oriented pricing methods are primarily based on the notion that the price 

should cover all   types of cost and be able to give the organization a fair 

amount of profit. Cost oriented pricing method includes cost-plus of mark-up 

pricing, target return on investment pricing and target profit pricing. 

 

a) Cost Plus or Mark up Method 

TTThhhiiisss   iiisss   ttthhheee   sssiiimmmpppllleeesssttt   mmmeeettthhhoooddd   ooofff   ppprrriiiccciiinnnggg   wwwhhhiiiccchhh   

iiinnnvvvooolllvvveeesss   aaa   cccaaalllcccuuulllaaatttiiiooonnn   ooofff   ttthhheee   fffiiixxxeeeddd   aaannnddd   

vvvaaarrriiiaaabbbllleee   cccooossstttsss   pppeeerrr   uuunnniiittt   aaannnddd   aaaddddddiiinnnggg   ttthhheee   

dddeeesssiiirrreeeddd   ppprrrooofffiiittt   mmmaaarrrgggiiinnn   ooonnn   ttthhheee   tttoootttaaalll   cccooosssttt...      FFFooorrr   

eee...ggg...      
 

 Units to be Produced and Sold 5000 units: 

 Direct Cost (labour and materials) = Rs. 50,000 

 Fixed Overheads  = Rs.    20,000 

 Total Cost  = Rs.  70,000 

 Average Cost Per Unit  =Rs. 70,000/5000  

   = Rs. 14 

 Mark up or profit per unit  = Rs. 3 

 Price per unit  = Rs. 17 

 

b) Target Return on Investment Pricing 
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TTThhhiiisss   ppprrriiiccciiinnnggg   mmmeeettthhhoooddd   iiisss   pppooopppuuulllaaarrr   aaammmooonnnggg   

mmmaaannnuuufffaaaccctttuuurrriiinnnggg   ooorrrgggaaannniiizzzaaatttiiiooonnnsss   ttthhhaaattt   nnneeeeeedddsss   tttooo   

rrreeecccooovvveeerrr   aaa   fffiiixxxeeeddd   tttaaarrrgggeeettt   rrreeetttuuurrrnnn   (((PPPrrrooofffiiittt)))   ooonnn   

ttthhheeeiiirrr   iiinnnvvveeessstttmmmeeennnttt   fffrrrooommm   ttthhheee   ppprrriiiccceee...   UUUnnndddeeerrr   ttthhhiiisss   

mmmeeettthhhoooddd   ttthhheee   dddeeesssiiirrreeeddd   rrreeetttuuurrrnnn   ooonnn   iiinnnvvveeessstttmmmeeennnttt   iiisss   

aaaddddddeeeddd   tttooo   ttthhheee   tttoootttaaalll   cccooosssttt   tttooo   aaarrrrrriiivvveee   aaattt   ttthhheee   ppprrriiiccceee...   
 

c) Target Profit or Break Even Pricing 

This method uses the breakeven analysis (BEA) to evaluate the revenue and 

profit.  This Analysis uses break-even points to determine revenue and profit 

from a product at a given Price under certain cost structure. The Break Even 

Point is no profit and no loss point.  If sales (revenue) increase beyond the 

point, the organization is able to make a profit.  The break-even point can be 

computed in terms of units as well as monetary volume.  

 

ii) Demand / Value Oriented Pricing Method 

 

Value oriented pricing methods are based on customer‟s value perception 

rather than costs of the product.  There are mainly two types of value oriented 

pricing method: 

a) Perceived value pricing: It is mainly used for a new product. 

b) Customer Value Pricing: It is generally used for existing product. 

 

iii) Competition / Marketing Oriented Pricing Method 

 

TTThhheee   mmmaaarrrkkkeeettt   ooorrriiieeennnttteeeddd   ppprrriiiccciiinnnggg   mmmeeettthhhooodddsss   aaarrreee   

bbbaaassseeeddd   ooonnn   ttthhheee   cccooommmpppeeetttiiitttooorrrsss'''   ppprrriiissseeesss...      UUUnnndddeeerrr   

ttthhhiiisss   aaapppppprrroooaaaccchhh   ttthhheee   ppprrriiiccceee   ssseeetttttteeerrr   dddoooeeesss   nnnooottt   

cccooonnnsssiiidddeeerrr   cccooossstttsss   aaannnddd   dddeeemmmaaannnddd   aaasss   mmmaaajjjooorrr   ppprrriiiccciiinnnggg   

fffaaaccctttooorrr...      TTThhheee   ppprrriiiccceee   iiisss   ccchhhaaannngggeeeddd   ooonnnlllyyy   wwwhhheeennn   ttthhheee   
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iiinnnddduuussstttrrryyy   ppprrriiiccceee   llleeevvveeelll   ccchhhaaannngggeeesss...      IIIttt   cccaaannn   bbbeee   

aaadddooopppttteeeddd   uuunnndddeeerrr   ttthhhrrreeeeee   wwwaaayyysss...   
 

a) Going Rate Pricing 

This method of pricing is adopted by organizations operation in an 

oligopolistic market. 
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b) Price Above Competition 

In this method organization can afford to set the price above competitive level.  If the 

organization has a product that can be differentiated to some extent, it may price the 

product slightly above the prevailing market price. 

 

c) Price Below Competition 

Price below competition is a popular method adopted by organizations that operate in 

a highly completive market.  Organizations, whose prices below competition, believe 

that more buyers can be attracted by the lower prices. 

 

2.2.4 Production/Operations System 

 

Production/Operation is a system composed of many components for 

production of desired goods and services.  Production/operations system is 

the heart of production and operations management.  It uses operations 

resources like materials, labour, capital, technology, information etc.  in 

transformation process to produce desired goods and services.  The main 

objective of the operations system is to provide conversion process capable to 

meet organizational needs and strategies. 

 

Production / operations as a system is interrelated and interdependent with 

other functions such as marketing, finance, accounting, personnel, research 

and development (R&D), purchasing and engineering.  Similarly, production 

and operations management decisions are based on corporate mission and 

strategy which are affected by changes in political, Economical, social, 

demographic, technological, competition etc.  Therefore, these external 

environments also affect production and operations system.   
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2.2.4.1 Types of Production System 

 

There are two types of production systems. They are as follows: 

i. Intermittent Production System 

ii. Continuous Production System 

 

i. Intermittent Production System 

   

IIInnn   ttthhhiiisss   sssyyysssttteeemmm,,,   gggoooooodddsss   aaannnddd   ssseeerrrvvviiiccceeesss   aaarrreee   

ppprrroooddduuuccceeeddd   tttooo   fffuuulllfffiiilll   ttthhheee   ooorrrdddeeerrrsss   ooofff   cccuuussstttooommmeeerrrsss   

rrraaattthhheeerrr   ttthhhaaannn   fffooorrr   ssstttoooccckkk...   TTThhheee   ppprrroooddduuuccctttiiiooonnn   

fffaaaccciiillliiitttiiieeesss   uuussseeeddd   iiinnn   ttthhhiiisss   sssyyysssttteeemmm   aaarrreee   fffllleeexxxiiibbbllleee   

eeennnooouuuggghhh   tttooo   ppprrroooddduuuccceee   wwwiiidddeee   vvvaaarrriiieeetttiiieeesss   ooofff   

ppprrroooddduuuccctttsss   iiinnn   aaaccccccooorrrdddaaannnccceee   wwwiiittthhh   ttthhheee   ooorrrdddeeerrr   aaannnddd   

nnneeeeeeddd   ooofff   cccuuussstttooommmeeerrrsss...   TTThhheeerrreeefffooorrreee,,,   ttthhheeerrreee   iiisss   nnnooo   

cccooonnntttiiinnnuuuiiitttyyy   iiinnn   ffflllooowww   ooofff   mmmaaattteeerrriiiaaalll   aaannnddd   rrreeesssooouuurrrccceeesss...   

TTThhheee   ffflllooowww   iiisss   iiinnnttteeerrrmmmiiitttttteeennnttt   iii...eee...   nnnooottt   cccooonnntttiiinnnuuuooouuusss...   

IIInnn   ttthhhiiisss   sssyyysssttteeemmm,,,   rrrooowww   mmmaaattteeerrriiiaaalllsss,,,   ppprrroooccceeessssss,,,   aaannnddd   

dddeeesssiiigggnnn   ssshhhooouuulllddd   bbbeee   cccooonnntttiiinnnuuuooouuussslllyyy   aaadddjjjuuusssttteeeddd   aaannnddd   

ccchhhaaannngggeeeddd   wwwiiittthhh   ttthhheee   ccchhhaaannngggeeesss   iiinnn   dddeeesssiiigggnnn,,,   ssshhhaaapppeee,,,   

sssiiizzzeee,,,   qqquuuaaallliiitttyyy,,,   aaannnddd   ooorrrdddeeerrrsss   ooofff   cccuuussstttooommmeeerrrsss...   AAAsss   aaa   

rrreeesssuuulllttt,,,   ppprrroooddduuuccctttiiiooonnn   ppplllaaannnnnniiinnnggg   aaannnddd   cccooonnntttrrrooolllllliiinnnggg   

bbbeeecccooommmeeesss   cccooommmpppllleeexxx...   IIIttt   iiisss   wwwiiidddeeelllyyy   uuussseeeddd   iiinnn   

hhhooossspppiiitttaaalllsss,,,   mmmaaaccchhhiiinnneee,,,   ssshhhooopppsss,,,   rrreeessstttaaauuurrraaannntttsss,,,   

fffuuurrrnnniiitttuuurrreee,,,   aaannnddd   oooffffffssseeettt   ppprrriiinnntttiiinnnggg   ppprrreeessssss   eeetttccc...   
 

ii. Continuous Production System 
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Continuous production system is used for producing highly demanded 

products. In this system, similar types of products are produced in large 

volume to meet sales forecast and market demand. Therefore, it produces 

goods for stock not for order. In this system, all raw materials, process and 

technologies are standardized. Due to standardization, fixed route and 

process should be followed for producing products, which makes easier for 

planning, scheduling and controlling activities. But, it is rigid because of 

standardization. This system is followed in production of biscuits, noodles, 

beers, televisions etc. 

 

2.3 Review of Related Books 

 

Underlying principles and international practices are found in different books. 

Entire book is the collection of principles and practices in different 

circumstances and contexts.  The balance sheet and income statement of a 

business shows the financial position at a given point of time and summary of 

revenue and expenses during the accounting period. So, financial evaluation 

is done with the financial tool i.e. ratio analysis and funds flow.  Only 

evaluation made through ratio analysis and funds flow is not sufficient so, 

various analysis relating to working capital, costing, pricing and break even 

are also review from the related books. The performance of an organization is 

evaluated from the figures of different accounts consisting in balance sheet 

and income statements.   

 

2.3.1 Working Capital Management 

 

According to Surya Rana, “Working Capital in its simplest from is defined in 

two way: Gross working Capital and net working capital.  Gross working 

capital simply refers to the gross amount invested into current assets.  How 

ever net working capital generally refers to the excess of current asset over 

current liabilities. Current assets refers to the current assets refer to all those 

assets such as cash, marketable securities, debtors, accounts receivable, 

inventory, short term investment etc.  Which can be convertible into cash 
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within an accounting period.  On the other hand, current liabilities represent 

the obligations such as creditors, bank overdraft, outstanding expenses, 

accruals, accounts payable etc.  Which are to be paid during an accounting 

period.” (Rana, 1946 A.D.) 

 

According to Jain, Working capital is taken either as the total current asset or 

as the excess of current assets over current liabilities.  Working capital, in the 

first sense, is known as gross working capital and in the second sense, is 

known as net working capital.  Both the net and gross concepts of working 

capital are important.  Gross working capital focuses attention on the efficient 

management of individual current assets in the day-to-day operations of the 

business.  But for having a long-term view of working capital, it is essential to 

concentrate on the net concept of working capital because long term, funds 

are to be arranged for financing net working capital.  Thus working capital can 

be defined as the excess of current assets over current liabilities. (Jain, 1993 

A.D.) 

 

2.3.2 Funds Flow Statement 

 

According to N.K. Kulshrestha, “The Term Funds flow refers to the circulation 

of the working assets of a business enterprises in the course of its conduct.  

As the name implies the fund statement, which shows sources and application 

of funds, popularly known as funds flow statement. (Kulshrestha, 1970 A.D.) 

 

The Study of Funds Flow statement depicts how the firm‟s liquid cash and 

credit fund (resources) have been employed.  On the commencement of 

business the funds obtained or invested by the promoter will be used in 

acquiring fixed or current assets according to the nature of business.  In the 

course of the business activities funds will circulate at a necessary rate from 

one point of another and complete the cycle and repeat it again like cash to 

raw material, raw material to stock, stock to finished goods inventory, 

inventory to receivables and receivables to cash etc. Such circulation of funds 

is known as funds inflows and funds outflow.  (Ibid) 
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Funds movements in the business enterprise are analyzed and studied with 

the help of fund statements.  These statements are source and use of funds 

statement as they depict the sources from which funds are obtained and the 

uses to which they are being put.  They bring into light the underlying financial 

movements and reflect the changes in the financial position or working capital 

position in two different dates.  These statements are variously called as 

statement of funds, statement of financial operations statement of changes in 

working capital, statement of sources and application of funds and “where got 

and where gone statement” (Anthony, 1960 A.D.) 

 

 

 

2.3.3 Ratio Analysis 

 

According to Weston and Brigham, financial statements report both on a firm‟s 

position at a point in time and on its operation over some past period.  

However, the real value of financial statements lies in the fact that they can be 

used to help predict the firm‟s future earnings and dividends.  From an 

investor‟s standpoint, predicting the future is what financial statement analysis 

is all about, while from management‟s standpoint, financial statement analysis 

is useful both as a way to anticipate future conditions and more important, as 

a starting point for planning actions that will influence the future course of 

events. (Weston & Bringham, 1989 A.D.)   

 

According to James C. Van Horne “To evaluate the financial condition and 

performance of the firm, the financial analysis needs certain yardsticks.  The 

yardsticks frequency used in a ratio or index relating to pieces of financial 

data to each other”.  Thus, ratio analysis is considered to be the yardstick 

tools to evaluate the financial performance and condition of the firm. (Van 

Horne, 1987) 
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2.3.4 Costing 

 

Costing is one of the major tools of management. Management decision 

required proper classification and analysis of the total costs.  For the purpose 

of decision making the management must have clear picture of different 

elements of costs.  Broadly speaking the element of cost are three in number 

i.e. materials (stores), Labour (Wages), and Other    Expenses (Overheads). 

 

According to Robert L. Danby & Michael D. Lawrence “Cost is a use of a 

firm‟s resources, such as the payment of cash the promise to pay cash, or the 

expiration of the value of an asset. Costs are necessary for a business to 

survive because only by incurring costs can a business purchase inventory, 

acquire assets, pay operation expenses, and increase sales.  Excessive 

costs, however, can cause a business to fail.  Thus, costing deals with the 

planning, measurement, and control of costs." (Danby and Lawrence, 1996 

A.D.) 

   

CCCooossstttiiinnnggg   iiisss   ttthhheee   dddiiivvviiisssiiiooonnn   ooofff   ttthhheee   tttoootttaaalll   cccooosssttt   

bbbeeetttwwweeeeeennn   fffiiixxxeeeddd   aaaddd   vvvaaarrriiiaaabbbllleee   cccooosssttt...   VVVaaarrriiiaaabbbllleee   

cccooossstttsss   aaarrreee   ttthhheee   iiittteeemmmsss   ooofff   eeexxxpppeeennndddiiitttuuurrreee,,,   wwwhhhiiiccchhh   

vvvaaarrryyy   wwwiiittthhh   ttthhheee   uuunnniiitttsss   ooofff   ppprrroooddduuucccttt   ppprrroooddduuuccceeeddd...   

FFFiiixxxeeeddd   cccooossstttsss   aaarrreee   ttthhhooossseee,,,   wwwhhhiiiccchhh   rrreeemmmaaaiiinnn   mmmooorrreee   ooorrr   

llleeessssss   cccooonnnssstttaaannnttt   iiirrrrrreeessspppeeeccctttiiivvveee   ooofff   aaannn   iiinnncccrrreeeaaassseee   ooorrr   

dddeeecccrrreeeaaassseee   iiinnn   ttthhheee   nnnuuummmbbbeeerrr   ooofff   uuunnniiitttsss   ppprrroooddduuuccceeeddd...   

(((SSSwwwaaammmiiinnnaaattthhhaaannn,,,   111999888000   AAA...DDD...)))   
 

2.3.5 Pricing 
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In general price is value or amount of money sacrificed to obtain a particular 

product or service.  Price may also be defined as the exchange of something 

of value between parties involved in a transaction. 

 

 

 

According to Philip Kotler and Gary Armstrong “ Pricing is the amount of 

money charged for a product or service, or the sum of the values that 

costumers exchange for the benefits of having or using the product or 

services.”  (Kotler & Armstrong, 2001 A.D.) In general pricing can be defined 

as the value of product, express in monetary terms which a consumer pays or 

is expected to pay in exchange of the expected or offered utility. 

 

Formulation of price policy begins with the classification of the basic 

objectives of the firm.  Pricing objectives have to be in conformity with overall 

organizational objectives.  In most of the situation, profit maximization is the 

main objective of price policy, but is only one objective.  Importance of pricing 

varies form firm to firm; pricing is one of the tools that a firm has to attempt to 

reach the stated objective. (Munakarmi, 2003 A.D.) 

 

2.4 Review of Related Articles 

 

An analytical study of an enterprise is essential to know their profit, potentiality 

operative efficiency and decision-making technique.  In our country many 

financial exports and other analysis have make some research towards 

financial position of different corporations by using various analytical tools. 

This part mainly focused on the review of Journal/articles published by 

different management experts relating to the financial aspects of public 

enterprises in Nepal as well as the materials found from JEMC Ltd. 
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The research on “Performance of PEs” in Nepal jointly conducted by ISS and 

CCC as a part of the research project entitled “Performance of PE in Asia” 

jointly sponsored by International Development Research Centre, Ottawa, 

Canada and Nepal Government made in mid 1975, is the first comprehensive 

research work in public enterprises in Nepal. (HMG/N, CCC & ISS, 1980 A.D.) 

In the study it was found that the main criteria for providing financial 

assistance by Nepal Government was not based on normal corporate portfolio 

structure and needs, but on crisis policy of adequate working capital has been 

instrumental in bringing about a circular consolation of property in many PEs.  

Absence of sufficient equity cushions has led to the poor performance of 

many PEs.  

  

Prof. Dr Manohar Krishna Shrestha (1983) made a study on working capital 

management in PE'S. A case study of 'financial results and constraints'. In his 

study 10 PE's have been taken into account for analysis. In this study, he 

stated that PE's working capital management is important for 4 reasons: 

1. P.E must determine the adequacy of investment in current assets 

otherwise it would seriously erode their liquidity position. 

2. They must select the type of current asset suitable for investment so as 

to raise their operation effectively. 

3. They are required to ascertain the turnover of current asset that 

generally determine the profitability of P.E. 

4. They must find out the appropriate sources of funds to finance current 

assets. 

Due to this quite obvious reason, he argued that ' mistakes made in 

management of working capital can lead to adverse effects that seriously 

reduce the liquidity, turnover, and profitability of PE. 

Although working capital management is so important yet mistakes are being 

committed frequently by PE managers in the management. 

 

This chapter reviews the available literature relating to JEMC and views the 

financial performance of PE's.  So, far as analysis of financial performance in 

the context of Nepalese and foreign enterprise is concerned some studies 
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have been undertaken by the management experts and students describing 

the financial performance of PE's. 

JEMC provides the services in textbook publication and distribution 

throughout the country and also helps in the education system of the country.  

The previous studies cannot be ignored as they provide the foundation to the 

present study.  So, some notable literatures relevant to the study are reviewed 

in this study to identify the relevancy of the present study. 

 

The management consultant company conducted a study on the performance 

of PEs of Nepal. In this context, it was concluded that the assets management 

in general and current assets management in particular were the weakest 

points in Nepalese PEs. (Management Consultant Company)   The report also 

pointed out that because of the lack or operational objectives, application of 

the long run planning, use of modern management tools, capital budgeting 

and efforts towards cost control had not been made so far.  

The Auditors report presented by Nepal Government, Auditor General Office 

pointed out that there is no effective control financial system of budget 

expenditure, cost accounting and fund management. Rate of return is not 

satisfactory because of high stock level valuation of finished goods. The 

valuations of stocks are not on cost basis but on average costing system.  

The report pointed out that the high capital expenditure budget is estimated 

without considering the sources of funds.  Similarly, there are excess of 

expenditures on the regular expenditures such as maintenance expenditures 

and other goods expenditure, professional fees and miscellaneous 

expenditure than budget allocation.  Moreover the report pointed out that 

since the debt collection system is not effective, sundry debtors outstanding 

are increasing in compare to previous years. (Auditor General Office, 2005 

A.D.) 

 

According to the assessment of JEMC by International Book Development 

Ltd. London in 1999 draw some conclusions that it‟s essential weakness 

stand from a lack of management expertise, poor motivation, and heavy over 

manning and poor quality product due to the purchase of the cheapest 
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materials available.  The pilot project for durable textbooks is an attempt to 

address the latter problem, but in due course the others must be dealt with, if 

the company is to develop and maintain an efficient level of production.  This 

report also dealt a detailed analysis of the current management system and 

concluded that it has to carry on as part of a separated mission. (Kenith 

Lowan, 1999 A.D.) 

 

 

According to Mr. Krishna Prasad Acharya in “The Nepalese Journal of Public 

Administration, 99th issue, Feb, 2005 has questioned." Where about the public 

Enterprises?  Public Enterprises established with the objective of undertaking 

developmental, promotional and social welfare activities committed by 

government.  They were established to perform agriculture productions, 

manufacturing and trading business, financing along with other service and 

social benefit activities.  But performances of such activities are not 

satisfactory and are facing many problems.  There is inefficient utilization of 

resources, over facilitation to the employees and management, over staffing, 

government intervention in day-to-day activities like employment appointment, 

investment and procurement.  Similarly the government officials take undue 

special facilities form the public enterprises. (Acharya, 2005 A.D.) 

 

 

According to the activity report of JEMC by Yasushi Oku, JICA, senior 

volunteer pointed out some problems that there is not proper communication 

between press staff and maintenance staff.  A proper department is not 

allocated to maintenance personnel; they are performing their job remaining 

far away from print shop, which takes time for quick maintenance.  Present 

store preservation system found poor and unscientific.  Mechanical workshop 

is also in poor condition. (Yasushi Oku, 2005 A.D.) 

 

2.5 Review of Related Thesis 
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NNNuuummmbbbeeerrrsss   ooofff   PPPEEEsss   hhhaaavvveee   bbbeeeeeennn   eeessstttaaabbbllliiissshhheeeddd   iiinnn   

NNNeeepppaaalll,,,   mmmooosssttt   ooofff   ttthhheee   ssstttuuudddiiieeesss   hhhaaavvveee   bbbeeeeeennn   mmmaaadddeee   

ooonnn   wwwooorrrkkkiiinnnggg   cccaaapppiiitttaaalll   aaannnddd   iiinnnvvveeennntttooorrryyy   

mmmaaannnaaagggeeemmmeeennnttt   bbbuuuttt   aaa   vvveeerrryyy   fffeeewww   rrreeessseeeaaarrrccchhh   wwwaaasss   

mmmaaadddeee   ooonnn   ttthhheee   rrreeessseeeaaarrrccchhh   fffiiieeelllddd   ooofff   ppprrriiiccciiinnnggg   pppooollliiicccyyy   

aaannnddd   cccooossstttiiinnnggg   ppprrroooccceeeddduuurrreeesss   ooofff   mmmaaannnuuufffaaaccctttuuurrriiinnnggg   

ooorrrgggaaannniiizzzaaatttiiiooonnn...      SSSooommmeee   ooofff   ttthhheee   iiimmmpppooorrrtttaaannnttt   

ssstttuuudddiiieeesss   dddooonnneee   sssooo   fffaaarrr   iiinnn   vvvaaarrriiiooouuusss   ooofff   

mmmaaannnuuufffaaaccctttuuurrriiinnnggg   ooorrrgggaaannniiizzzaaatttiiiooonnn   iiinnn   NNNeeepppaaalll   hhhaaavvveee   

bbbeeeeeennn   cccaaarrreeefffuuullllllyyy   rrreeevvviiieeewwweeeddd   aaannnddd   ttthhheeeiiirrr   fffiiinnndddiiinnngggsss   

hhhaaavvveee   bbbeeeeeennn   llliiisssttteeeddd   aaasss   uuunnndddeeerrr...   
 

Thesis report submitted by Mr. Dhan Bahadur Thapa on “ Financial 

Performance of Bhrikuti Paper Mills Limited.”  Observed that liquidity position 

of Bhrikuti Paper Mills was poor during the earlier part of the study period but 

it was very high in the later part.  Although the activity ratio was very low, they 

showed an increasing trend indication that the company had improved in the 

utilization of its various assets.  The profitability position was not fully 

satisfactory so far, however registered an improving gesture. (Thapa, 1992 

A.D.) 

TTThhheee   TTThhheeesssiiisss   cccooonnnddduuucccttteeeddd   bbbyyy   MMMrrr...   DDDeeeeeepppaaakkk   

KKKhhhaaannnaaalll   ooonnn   “““   AAA   ssstttuuudddyyy   ooonnn   CCCaaapppiiitttaaalll   SSStttrrruuuccctttuuurrreee   

ooofff   IIInnnddduuussstttrrriiiaaalll   PPPuuubbbllliiiccc   eeennnttteeerrrppprrriiissseeesss”””   hhhaaavvveee   

ssseeellleeecccttteeeddd   sssaaammmpppllleeesss   fffrrrooommm   iiinnnddduuussstttrrriiiaaalll   pppuuubbbllliiiccc   

eeennnttteeerrrppprrriiissseeesss   ooofff   NNNeeepppaaalll   aaannnddd   uuussseeeddd   fffiiinnnaaannnccciiiaaalll   

rrraaatttiiiooo   aaannnddd   cccooorrrrrreeelllaaatttiiiooonnn   aaannnaaalllyyysssiiisss   aaasss   ttthhheee   tttoooooolll   ooofff   

aaannnaaalllyyysssiiisss...      HHHeee   cccooonnncccllluuudddeeeddd   ttthhhaaattt   ttthhheee   cccaaapppiiitttaaalll   

iiinnnvvveeessstttmmmeeennnttt   aaannnddd   eeeaaarrrnnniiinnngggsss   wwweeerrreee   nnnooottt   
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cccooorrrrrreeelllaaattteeeddd...      MMMooosssttt   ooofff   ttthhheee   pppuuubbbllliiiccc   eeennnttteeerrrppprrriiissseeesss   

wwweeerrreee   iiinnn   lllooossssss   pppooosssiiitttiiiooonnn...      HHHeee   sssuuuggggggeeesssttteeeddd   ttthhhaaattt   ttthhheee   

mmmaaannnaaagggeeemmmeeennnttt   ssshhhooouuulllddd   iiimmmppprrrooovvveee   ttthhheeeiiirrr   

pppeeerrrfffooorrrmmmaaannnccceee   eeeffffffiiiccciiieeennncccyyy...      

(((KKKhhhaaannnaaalll,,,      111999999999   AAA...DDD...)))
   

 

Thesis report submitted by Mr. J K Pathak on “Pricing Policy of Manufacturing 

Public Enterprises in Nepal” sought out the relationship between the pricing 

practices of manufacturing public enterprises and their impact of their 

profitability.  His major findings were that the manufacturing public enterprises 

adopted and adhoc pricing policies and resulted in unsatisfactory profitability.  

HMG should not receive even one percent annual return of its network during 

the eight-year study.  Mr. J.K. Pathak in his study “Surplus Generation 

Nepalese Public Enterprises” observed that the financial performance of these 

enterprises is unsatisfactory and also deterioration over time in terms of low 

profitability, increasing cost of production, low internal financial and utilization 

of production capacity.  

(Pathak, 1983 A.D.) 

 

Another study on “Financial Aspect of JEMC Ltd.” By Durga B. Karanjit 

analyse some suggestion for better improvement.  The study covers a period 

of eight fiscal years from 2035/2036-2042/2046.  The research has been 

made to draw the following findings; (Karanjit, 1991 A.D.) 

 

   

                                 111)))   TTThhheee   iiinnnttteeerrrnnnaaalll   rrreeesssooouuurrrccceeesss   hhhaaaddd   

rrreeemmmaaaiiinnneeeddd   iiinnneeeffffffiiiccciiieeennnttt   aaannnddd   rrreeeqqquuuiiirrreeeddd   

rrreeettthhhiiinnnkkkiiinnnggg                     

                                 OOOnnn   eeexxxiiissstttiiinnnggg   cccrrreeedddiiittt   pppooollliiicccyyy...   
2) Regarding cost structure, the selling price of textbook is same all 

over the kingdom. 
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3) The production planning of JEMC is not exactly as demand of textbooks.  The 

level of textbook inventory is increasing each year.  JEMC is carrying its printing 

operation below its attainable capacity. 

4) The inventory management of JEMC is not reasonable. Its level is increasing 

every year.  
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Chapter Three 
RESEARCH METHODOLOGY 

   

333...111   IIInnntttrrroooddduuuccctttiiiooonnn   

   

HHHuuummmaaannn   nnnaaatttuuurrreee   iiisss   aaalllwwwaaayyysss   cccuuurrriiiooouuusss   tttooo   llleeeaaarrrnnn,,,   

uuunnndddeeerrrssstttaaannnddd   &&&   iiinnnvvveeessstttiiigggaaattteee   ttthhheee   ppphhheeennnooommmeeennnooonnn   

rrraaaiiisssiiinnnggg   ttthhheee   qqquuueeessstttiiiooonnnsss   llliiikkkeee   hhhooowww,,,   wwwhhhaaattt,,,   wwwhhhyyy,,,   

wwwhhheeennn   eeetttccc...   TTThhheee   mmmeeettthhhoooddd   wwwhhhiiiccchhh   mmmaaannn   eeemmmpppllloooyyysss   

fffooorrr   ooobbbtttaaaiiinnniiinnnggg   ttthhheee   kkknnnooowwwllleeedddgggeee   ooofff   wwwhhhaaattteeevvveeerrr   ttthhheee   

uuunnnkkknnnooowwwnnn   cccaaannn   bbbeee   ttteeerrrmmmeeeddd   aaasss   RRReeessseeeaaarrrccchhh...   

RRReeessseeeaaarrrccchhh   iiisss   tttooo   fffiiinnnddd   ooouuuttt   sssooommmeeettthhhiiinnnggg   tttooo   gggaaaiiinnn   

kkknnnooowwwllleeedddgggeee   aaabbbooouuuttt   aaa   ppphhheeennnooommmeeennnooonnn...   HHHeeerrreee,,,   rrreee   

mmmeeeaaannnsss   rrreeepppeeeaaattteeedddlllyyy   ooorrr   aaagggaaaiiinnn   aaannnddd   aaagggaaaiiinnn,,,   

ssseeeaaarrrccchhh   sssaaayyysss   tttooo   iiinnnvvveeessstttiiigggaaattteee   ooorrr   tttooo   fffiiinnnddd...   TTThhhuuusss,,,   

ssseeeaaarrrccchhhiiinnnggg   rrreeepppeeeaaattteeedddlllyyy   iiisss   cccaaalllllleeeddd   rrreeessseeeaaarrrccchhh,,,   

wwwhhhiiiccchhh   iiinnncccllluuudddeeesss   ssseeeaaarrrccchhhiiinnnggg   nnneeewww   fffaaaccctttsss,,,   

kkknnnooowwwllleeedddgggeee,,,   ppprrriiinnnccciiipppllleeesss   aaannnddd   ttthhheeeooorrriiieeesss   iiinnn   

sssccciiieeennntttiiifffiiiccc   wwwaaayyy   LLLiiikkkeeewwwiiissseee;;;   rrreeessseeeaaarrrccchhh   nnneeeeeedddsss   

vvvaaarrriiiooouuusss   mmmeeettthhhooodddooolllooogggiiieeesss,,,   tttoooooolllsss,,,   ttteeeccchhhnnniiiqqquuueeesss   eeetttccc...   

   
Methodology is the research method used to test the hypothesis. Research 

methodology is a systematic way to solve the research problems. It describes 

the methods and process applied in the entire aspects of the study. It refers to 

the various sequential steps (along with a rational of each step) to be adopted 

by a researcher in studying a problem with certain objectives in view. (Kothari, 

1994) 
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TTThhhuuusss   ttthhheee   ooovvveeerrraaallllll   aaapppppprrroooaaaccchhh   tttooo   ttthhheee   rrreeessseeeaaarrrccchhh   iiisss   

ppprrreeessseeennnttteeeddd   iiinnn   ttthhhiiisss   ccchhhaaapppttteeerrr...   TTThhhiiisss   ccchhhaaapppttteeerrr   

cccooonnntttaaaiiinnnsss   ttthhheee   rrreeessseeeaaarrrccchhh   dddeeesssiiigggnnn,,,   pppooopppuuulllaaatttiiiooonnn   

aaannnddd   sssaaammmpppllleee   sssiiizzzeee,,,   sssaaammmpppllleee   ssseeellleeeccctttiiiooonnn   

ppprrroooccceeeddduuurrreee,,,   dddaaatttaaa   cccooolllllleeeccctttiiiooonnn   ppprrroooccceeeddduuurrreee,,,   dddaaatttaaa   

ppprrroooccceeessssssiiinnnggg,,,   uuussseee   ooofff   tttoooooolllsss   aaannnddd   ttteeeccchhhnnniiiqqquuueeesss   eeetttccc...   
  

3.2  Research Design 

 

Research design is the plan, structure and strategy of investigation in order to 

obtain answer of research questions.  The research is based on recent 

historical data.  The study will explore the financial position of JEMC.  The 

financial position refers to the amount of resources i.e. assets and liabilities of 

the company on the specific period and the result of their utilization.  To 

conduct the study both descriptive and analytical research approach had been 

adopted.  Descriptive approach is utilized for conceptualization, problem 

identification, conclusion and suggestion of the study, whereas, analytical 

approach will be followed for the presentation and analysis of data.  Thus, the 

study is analytical as well as exploratory is nature.  The data have been 

analysed on the basis of standard financial formulas used in the book of 

financial management. 

 

3.3 Population and Sample 

 

Existing 38 PE's constitute the population of the study, due to the resource 

constrain only one public enterprise i.e. JEMC has been selected as a sample 

for the present research work.  The study spans over a period of ten years 

and covers the period form 2055/2056 to 2064/2065. This study is based on 

the audited financial statements for the sample size. 
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333...444   SSSooouuurrrccceeesss   aaannnddd   NNNaaatttuuurrreee   ooofff   DDDaaatttaaa   

   

TTThhheee   ssstttuuudddyyy   iiisss   mmmaaaiiinnnlllyyy   bbbaaassseeeddd   ooonnn   ssseeecccooonnndddaaarrryyy   

dddaaatttaaa...   TTThhheee   ssseeecccooonnndddaaarrryyy   dddaaatttaaa   aaarrreee   uuussseeeddd   tttooo   

aaannnaaalllyyyzzzeee   ttthhheee   hhhiiissstttooorrriiicccaaalll   tttrrreeennnddd...   TTThhheee   mmmaaajjjooorrr   

sssooouuurrrccceee   ooofff   ssseeecccooonnndddaaarrryyy   dddaaatttaaa   aaarrreee   aaannnnnnuuuaaalll   rrreeepppooorrrttt   

iii...eee...   PPP///LLL   aaaccccccooouuunnnttt,,,   bbbaaalllaaannnccceee   ssshhheeeeeettt,,,   vvvaaarrriiiooouuusss   

pppuuubbbllliiicccaaatttiiiooonnnsss   ooofff   JJJEEEMMMCCC,,,   aaauuudddiiitttooorrrsss   rrreeepppooorrrttt,,,   

vvvaaarrriiiooouuusss   mmmiiinnniii   rrreeessseeeaaarrrccchhh   ppprrrooojjjeeeccctttsss   mmmaaagggaaazzziiinnneeesss,,,   

oooffffffiiiccciiiaaalll   pppuuubbbllliiicccaaatttiiiooonnnsss,,,   uuunnnpppuuubbbllliiissshhheeeddd   ssstttuuudddiiieeesss   

aaannnddd   rrreeepppooorrrtttsss,,,   rrreeessseeeaaarrrccchhheeerrrsss’’’   jjjooouuurrrnnnaaalllsss,,,   bbbuuulllllleeetttiiinnnsss   

ooofff   dddiiiffffffeeerrreeennnttt   aaauuuttthhhooorrriiitttiiieeesss,,,   ooottthhheeerrr   rrreeelllaaattteeeddd   

nnneeewwwssspppaaapppeeerrrsss,,,   pppuuubbbllliiicccaaatttiiiooonnnsss   aaannnddd   wwweeebbb---sssiiittteeesss...   

HHHooowwweeevvveeerrr   iiinnn   sssooommmeee   cccaaassseeesss   ppprrriiimmmaaarrryyy   dddaaatttaaa   wwweeerrreee   

aaalllsssooo   ooobbbtttaaaiiinnneeeddd   fffrrrooommm   dddiiissscccuuussssssiiiooonnn   wwwiiittthhh   ttthhheee   

oooffffffiiiccciiiaaalllsss   ooofff   JJJEEEMMMCCC...      
   

333...555   DDDaaatttaaa   CCCooolllllleeeccctttiiiooonnn   TTTeeeccchhhnnniiiqqquuueeesss   

   

TTThhheee   ssstttuuudddyyy   iiisss   mmmaaaiiinnnlllyyy   bbbaaassseeeddd   ooonnn   ssseeecccooonnndddaaarrryyy   

dddaaatttaaa...   TTTooo   cccooolllllleeecccttt   nnneeeccceeessssssaaarrryyy   dddaaatttaaa,,,   pppuuubbbllliiissshhheeeddd   

mmmaaattteeerrriiiaaalllsss   aaarrreee   vvviiieeewwweeeddd   iiinnn   vvvaaarrriiiooouuusss   ssspppoootttsss...   BBBooooookkksss   

ooofff   bbbyyy   dddiiiffffffeeerrreeennnttt   aaauuuttthhhooorrrsss,,,   uuunnnpppuuubbbllliiissshhheeeddd   ttthhheeesssiiisss   

rrreeepppooorrrtttsss,,,   jjjooouuurrrnnnaaalllsss,,,   mmmaaagggaaazzziiinnneeesss,,,   IIInnnttteeerrrnnneeettt   wwweeebbb   

sssiiittteeesss,,,   bbbuuulllllleeetttiiinnnsss   pppuuubbbllliiissshhheeeddd   bbbyyy   JJJEEEMMMCCC   aaarrreee   

mmmaaajjjooorrr   sssooouuurrrccceeesss   ooofff   ttthhheee   dddaaatttaaa...   TTTooo   cccooolllllleeecccttt   ttthhheeessseee   

ssseeecccooonnndddaaarrryyy   dddaaatttaaa,,,   ttthhheee   rrreeessseeeaaarrrccchhheeerrrsss   vvviiisssiiittteeeddd   

cccaaammmpppuuusss   llliiibbbrrraaarrryyy   ooofff   SSShhhaaannnkkkeeerrr   DDDeeevvv   CCCaaammmpppuuusss   ,,,   
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TTTUUU   ccceeennntttrrraaalll   llliiibbbrrraaarrryyy...   DDDiiiffffffeeerrreeennnttt   wwweeebbb   sssiiittteeesss   wwweeerrreee   

ssseeeaaarrrccchhheeeddd   tttooo   cccooolllllleeecccttt   nnneeeccceeessssssaaarrryyy   iiinnnfffooorrrmmmaaatttiiiooonnn   

fffooorrr   ttthhheee   ssstttuuudddyyy...      
 

3.6 Method of Presentation and Analysis  

 

SSSiiimmmpppllleee   mmmeeettthhhoooddd   ooofff   dddaaatttaaa   ppprrreeessseeennntttaaatttiiiooonnn   hhhaaasss   

bbbeeeeeennn   uuussseeeddd...      DDDaaatttaaa   ppprrreeessseeennntttaaatttiiiooonnn   aaannnddd   aaannnaaalllyyysssiiisss   

aaarrreee   dddiiivvviiidddeeeddd   iiinnntttooo   sssmmmaaallllll   sssuuubbb---tttooopppiiicccsss,,,   eeevvveeerrryyy   

rrreeesssuuulllttt   hhhaaasss   bbbeeeeeennn   tttaaabbbuuulllaaattteeeddd   aaannnddd   cccllleeeaaarrr   

iiinnnttteeerrrppprrreeetttaaatttiiiooonnnsss   hhhaaavvveee   bbbeeeeeennn   gggiiivvveeennn   

sssiiimmmuuullltttaaannneeeooouuussslllyyy...      DDDeeetttaaaiiilllsss   ooofff   cccaaalllcccuuulllaaatttiiiooonnn   aaarrreee   

ppprrreeessseeennnttteeeddd   aaattt   ttthhheee   eeennnddd   ooofff   ttthhheee   rrreeepppooorrrttt...      TTTaaabbbllleeesss,,,   

dddiiiaaagggrrraaammmsss   aaannnddd   gggrrraaappphhhsss   hhhaaavvveee   bbbeeeeeennn   uuussseeeddd   tttooo   

mmmaaakkkeee   rrreeepppooorrrttt   cccllleeeaaarrr   aaannnddd   eeeaaasssiiilllyyy   

uuunnndddeeerrrssstttaaannndddaaabbbllleee   sssuuummmmmmaaarrryyy   cccooonnncccllluuusssiiiooonnn   aaannnddd   

rrreeecccooommmmmmeeennndddaaatttiiiooonnn   hhhaaavvveee   bbbeeeeeennn   ppprrreeessseeennnttteeeddd   aaattt   ttthhheee   

lllaaasssttt   ccchhhaaapppttteeerrr   ooofff   ttthhheee   rrreeepppooorrrttt...   
 

3.7 Tool of analysis 

 

For the analysis of various financial and statistical tools are used.  The major 

tool employed for the analysis of the study is the ratio analysis that 

established the quantitative or numerical relationship of two variables of the 

financial statements.  Ratio analysis is the basic tools used for the study and 

is considered to be the powerful tool of financial analysis.  Beside ratio 

analysis various other financial tools and techniques i.e. Working Capital, 

funds flow, costing, pricing, break even point and statistical tools have been 

used for the study.  The financial as well as statistical tools have been studied 

in brief in the following pages. 
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333...777...111   FFFiiinnnaaannnccciiiaaalll   TTToooooolllsss      

   

FFFiiinnnaaannnccciiiaaalll   tttoooooolllsss   aaarrreee   aaalllsssooo   ttthhheee   mmmeeeaaasssuuurrreeesss   ooorrr   ttthhheee   

iiinnnssstttrrruuummmeeennntttsss   tttooo   aaannnaaalllyyyzzzeee   ttthhheee   cccooolllllleeecccttteeeddd   dddaaatttaaa   

fffrrrooommm   dddiiiffffffeeerrreeennnttt   sssooouuurrrccceeesss...   IIInnn   ttthhhiiisss   ssstttuuudddyyy,,,   ttthhheee   

rrreeessseeeaaarrrccchhheeerrr   hhhaaasss   uuussseeeddd   ttthhheee   fffooollllllooowwwiiinnnggg   fffiiinnnaaannnccciiiaaalll   

tttoooooolllsss   tttooo   aaannnaaalllyyyzzzeee   ttthhheee   dddaaatttaaa...   
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3.7.1.1 Ratio Analysis 

 

Ratio Analysis is a widely used tool for financial analysis.  It is a Powerful tool 

and technique of financial analysis, which helps in identifying the sound 

financial structure of the organization.  It also helps the analyzer to make 

quantitative judgement of the firm‟s financial position as well as its 

performance.   

 

A ratio is defined as the indicated quotient of two mathematical expressions.  

Ratio refers to the numerical or quantitative relationship between two items or 

variables.  A ratio is calculated by dividing the relationship with other. 

 

The primary purpose of ratio is to point out areas for further investigation; ratio 

analysis stands for the process of determining and presenting the relationship 

of items and groups of items in the financial statement. 

 

According to James C. Van Horne “To evaluate the financial condition and 

performance of the firm, the financial analysis needs certain yardsticks.  The 

yardsticks frequency used in a ratio or index relating to pieces of financial 

data to each other”.  Thus, ratio analysis is considered to be the yardstick 

tools to evaluate the financial performance and condition of the firm. 

 

1) Liquidity Ratio 

 

Liquidity ratio provides the quick measure of the liquidity position or the ability 

of the firm to meet its current obligation.  In other words, liquidity ratios are the 

indicator of short term solvency or financial strength of the firm.  The most 

common ratio under this group comprises  

i) Current ratio  

ii) Quick Acid test ratio 

iii) Inventory to working Capital 
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i) Current Ratio 

 

Current ratio established the relationship between current assets and current 

liabilities.  It includes all those assets, which are in the form of cash or can be 

converted into cash not exceeding a period of one year.  Cash, bank balance, 

receivables, inventory etc. includes in current assets.  Like wise current 

liabilities includes all obligations maturing within a year.  Creditors, bank 

overdraft, bills payables include current liabilities. It is computed by dividing 

current assets by current liabilities. 

 

Current ratio =  

   

ii) Quick or Acid Test Ratio  

 

This ratio established a relationship between quick or liquid assets and 

current liabilities.  An asset is liquid if it can be concerted into cash 

immediately or reasonably soon without a loss of value.  Quick assets include 

cash and book debts (debtors and bills receivables) only in inventories and 

prepaid expenses are excluded.  It includes cash, cash at bank, receivables, 

marketable securities, short-term loan and advance, accrued income etc.  It is 

calculated by dividing quick or liquid assets by the current liabilities. 

 

         Quick Ratio =  

   

iii) Inventory to Working Capital 

 

The ratio is an index of the position of overstocking.  It shows what part of the 

working capital the closing stocks represent?  Whether the circulating capital 

is un-necessarily blocked as a result of overstocking?  The mounting stocks 

value of inventories fluctuates according to market price. The ratio is 

calculated by dividing total inventory by working capital. 

 

Inventory to working ratio =  

Current assets 
Current liabilities 

Quick assets                             

Current liabilities 

 

Total Inventory 
Total working Capital 
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2) Leverage or Capital Structure Ratio 

  

This ratio shows the degree or extent of debt availed by the organization and 

its capacity to serve such debt.  In other words credit worthiness and the 

financial risk of the organization can be judged with the help of their ratios.  

The usual ratios computed in this group are:   

i) Debt equity ratio 

ii) Debt to total capital ratio 

iii) Interest coverage ratio 

iv) Fixed charges coverage ratio 

 

i) Debt Equity Ratio 

 

It is a ratio between the creditor ship fund and ownership fund.  It is also 

known as External-Internal Equity Ratio as it represents the relationship 

between outsiders fund and owner fund. Based on the different approaches 

with references to the computation of the quantum of debt, debt-equity ration 

can be projected in any one of the following forms. 

 

a) If current liabilities are excluded from the debt: 

  

 Debt equity ratio =   

 

b) If Current liabilities are included in the debt: 

 

Debt equity ratio =  

 

ii) Debt to Total Capital Ratio 

 

Leverage ratio slightly variant to debt-equity ratio is debt to capital ratio.  This 

ratio related outside liabilities not merely to the shareholders fund but to the 

total capitalization of the organization.  This ratio can be calculated in various 

Long term debt or creditor ship fund 

Shareholders equity or Net Worth 

 

Total debt or outsiders fund      

Shareholders equity of Net worth 
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ways based on the different approaches used in the computation of the 

quantum of debt. 

 

aaa)))   WWWhhheeennn   cccuuurrrrrreeennnttt   llliiiaaabbbiiillliiitttiiieeesss   aaarrreee   eeexxxcccllluuudddeeeddd   

fffrrrooommm   ttthhheee   dddeeebbbttt   aaannnddd   tttoootttaaalll   cccaaapppiiitttaaalll:::   
   

Debt to total capital ratio =  

     

   

bbb)))   WWWhhheeennn   cccuuurrrrrreeennnttt   llliiiaaabbbiiillliiitttiiieeesss   aaarrreee   iiinnncccllluuudddeeeddd   iiinnn   

ttthhheee   dddeeebbbttt   aaannnddd   tttoootttaaalll   cccaaapppiiitttaaalll:::   
          

            Debt to total capital ratio =  

 

      

iii) Interest Coverage Ratio 

   

IIIttt   jjjuuudddgggeeesss   ttthhheee   sssuuuffffffiiiccciiieeennncccyyy   ooofff   aaannn   

ooorrrgggaaannniiizzzaaatttiiiooonnn’’’sss   iiinnncccooommmeee   tttooo   pppaaayyy   ttthhheee   iiinnnttteeerrreeesssttt   bbbyyy   

eeessstttaaabbbllliiissshhhiiinnnggg   ttthhheee   rrreeelllaaatttiiiooonnnssshhhiiippp   bbbeeetttwwweeeeeennn   

iiinnncccooommmeee   bbbeeefffooorrreee   iiinnnttteeerrreeesssttt   aaannnddd   tttaaaxxxeeesss   (((EEEBBBIIITTT)))   

aaannnddd   iiinnnttteeerrreeesssttt   eeexxxpppeeennnssseeesss...   
 

Interest Coverage ratio =        

  

   EBIT = Profit after tax + Income tax + Interest Expenses 

 

iv) Fixed Charges Coverage Ratio  

 

Long-term debt 

Permanent capital or capital 

employed 

 

Total debt 

Total capital or total assets 

 

Earning before income and taxes (EBIT) 

Interest Expenses or Charges 
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Fixed charges include all fixed outlays, including debt interest, sinking fund 

contribution for repayment of loan, lease payment and preference dividend 

payments if any.  Fixed charges other than sinking fund contribution and 

preference dividend is tax deductible and therefore the firm need only earn 

pre-tax amounts equal to those fixed charges.  However to cover the non-tax 

deductible sinking fund contribution and preference dividend payments, the 

firm must earn more per-tax or before tax income which can be computed by 

dividing them by 1- tax rate.  The ratio will be computed as: 

    

FFFiiixxxeeeddd   ccchhhaaarrrgggeeesss   cccooovvveeerrraaagggeee   rrraaatttiiiooo:::   ===         
 

 

3) Activity or Velocity or Turnover Ratios 

 

Activity ratios, thus, involve a relationship between sales and the various 

assets, and presume that there exists and appropriate balance between sales 

and various assets.  A proper balance between sales and assets generally 

reflects that assets are managed well.  Several activity ratios can be 

calculated to judge the effectiveness of asset utilisation. 

 

i) Inventory Turnover ratio 

ii) Debtors Turnover ratio 

iii) Average collection period or Age of receivables 

iv) Fixed assets turnover ratio 

v) Capital employed turnover ratio 

   

i) Inventory Turnover ratio 

 

Inventory or stock, turnover indicates the efficiency of the firm‟s inventory 

management.  An enterprise is required to maintain inventory or stock for 

efficient and smooth procurement, Production and sales operations.  As such 

inventories constitute a lion‟s share of their current assets requiring huge 

investment.  So it is necessary to manage inventories efficiently and 

EBIT + Lease Payments 

Pref. Div. + Repayment of Loan 

Lease payments + Interest+ (1- tax rate) 
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effectively to avoid unnecessary investment.  Inventory tornowvr5 ration 

indicates the efficiency with which the inventories of the firm are managed and 

is computed in various ways as: 

 

               Inventory turnover ratio =  

OR 

                                                            

                  Or,                                            

ii) Debtor's Turnover Ratio 

 

TTThhheee   dddeeebbbtttooorrr'''sss   tttuuurrrnnnooovvveeerrr   iiinnndddiiicccaaattteeesss   ttthhheee   nnnuuummmbbbeeerrr   

ooofff   tttiiimmmeeesss   ooonnn   ttthhheee   aaavvveeerrraaagggeee   ttthhhaaattt   dddeeebbbtttooorrrsss   

(((rrreeeccceeeiiivvvaaabbbllleeesss)))   tttuuurrrnnnooovvveeerrr   eeeaaaccchhh   yyyeeeaaarrr...   WWWhhheeennn   

cccrrreeedddiiittt   sss   uuussseeeddd   aaasss   aaa   tttoooooolll   fffooorrr   ttthhheee   ppprrrooommmoootttiiinnnggg   ooofff   

sssaaallleeesss,,,   dddeeebbbtttooorrrsss   ooorrr   aaaccccccooouuunnnttt   rrreeeccceeeiiivvvaaabbbllleeesss   aaannnddd   

bbbiiillllllsss   rrreeeccceeeiiivvvaaabbbllleeesss   eeemmmeeerrrgggeee   iiinnn   ttthhheee   eeennnttteeerrrppprrriiissseee’’’sss   

bbbooooookkksss   ooofff   aaaccccccooouuunnntttsss...      AAAsss   ttthhheee   fffiiirrrmmm   hhhaaasss   tttooo   wwwaaaiiittt   

fffooorrr   aaa   ssshhhooorrrttt   pppeeerrriiioooddd   iiinnn   fffuuutttuuurrreee   tttooo   gggeeettt   pppaaayyymmmeeennnttt   

aaagggaaaiiinnnsssttt   gggoooooodddsss   ooorrr   ssseeerrrvvviiiccceeesss   dddeeellliiivvveeerrreeeddd   tttooo   ttthhheee   

cccuuussstttooommmeeerrrsss   ooonnn   cccrrreeedddiiittt,,,   dddeeebbbtttooorrrsss   fffrrrooommm   ttthhheee   pppaaarrrttt   

ooofff   cccuuurrrrrreeennnttt   aaasssssseeetttsss   aaannnddd   cccooonnnsssuuummmeeesss   ttthhheee   rrreeelllaaatttiiivvveee   

ssshhhaaarrreee   ooofff   fffiiirrrmmm’’’sss   rrreeesssooouuurrrccceeesss...      AAAsss   aaa   mmmaaatttttteeerrr   ooofff   

fffaaacccttt,,,   iiinnnvvveeessstttmmmeeennnttt   iiinnn   dddeeebbbtttooorrr   ssshhhooouuulllddd   jjjuuussstttiiifffyyy   iiitttsss   

wwwooorrrttthhh   bbbyyy   pppuuussshhhiiinnnggg   uuuppp   ttthhheee   sssaaallleeesss   ooofff   aaannn   

eeennnttteeerrrppprrriiissseee...         
   

  Debtor turnover ratio =    

                                                

iii) Average Collection Period or Age of Receivables  

 

Cost of goods sold or Cost of sales 

Average inventory 

Sales 

Average inventory at selling price 

Credit sales 

Average debtors 
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The quality of the debtors rests on their liquidity, which in turn, is affected by 

the credit policy pursued by an enterprise.  Average collection period is a 

measure of time taken to collect cash from customers from the dated of sale 

and is computed as: 

   

  Average collection period =  

 

iv) Fixed Assets Turnover Ratio 

 

The fixed assets turnover ratio measures the efficiency with which the firm is 

utilising its investment in fixed assets, such as land, building, plant and 

machinery, furniture etc.  It is computed as: 

  

 Fixed assets turnover ratio =  

Days/Weeks/Months in a year 

Debtor‟s turnover 

 

Sales  

Net Fixed Assets 
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v) Total Assets Turnover Ratio  

 

The ratio seeks to measure the efficiency in the management of total assets 

of the firm.  Total assets represent both fixed (tangible and intangible) and 

currents assets and ignore fictitious assets like discount on issue of shares 

and debentures, preliminary expenses, accumulated losses and deferred 

revenue expenditures etc. It is computed as: 

  

 Total assets turnover ratio =                                                

 

 

vi) Capital Employed Turnover Ratio 

 

Capital employed may be defined as non-current liabilities plus owner‟s 

equity.  Thus, it represents the permanent capital or long run funds entrusted 

to the firm by creditors and owners.  In an equivalent way, the term capital 

employed can be defined as working capital (net current assets) plus non-

current assets.  The presumption is that the working capital and non current 

assets should be financed from the long-term sources.  To examine the 

effectiveness in utilising the capital employed, the capital employed turnover 

ratio can be calculated as follows: 

 

 Capital employed turnover ratio =                                                               

  

4) Profitability Ratio 

 

An organization should earn profits to survive and grow over the long period 

of time but not at the cost of employees, customers and society.  Obviously, 

organizations will have no future if it is unable to make reasonable profit from 

its operation.   Profitability ratios are used as a measure to judge the 

operating efficiency (success of Failure) of an organization.  They are usually 

computed by relating it either with sales or investment as listed below: 

Sales 

Total Assets 

 

Sales 

Capital employed 
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i) Profitability ratios related with sales 

       a) Gross profit margin 

       b) Net profit margin 

         c) Operating expense ratio  

  

 ii) Profitability rations related with investment: 

d) Return on total assets 

e) Return on net assets or capital employed 

f) Return on shareholders fund 

g) Return on equity / ordinary / common shareholders fund / 

investment / equity 

h) Earnings per share 

i) Dividend per share 

j) Dividend payment ratio 

k) Earnings yield or earnings price ratio 

l) Dividend yield ratio 

m) Price earnings ratio 

n) Market value to book value ratio 

 

3.7.1.2 Working Capital Management 

 

According to I. M. Pandey, Working capital management refers to the 

administration of all aspects of current assets, namely cash, marketable 

securities, stock and current liabilities.  Working capital is the lifeblood of the 

organization.  To sustain the belief of the people and customer, the 

organization should always get ready to meet the obligations. Need of working 

capital is directly related to firms growth. The concept of working capital is 

used in two ways, Gross working capital and Net working capital.  Gross 

working capital refers the firm‟s investment in current assets.  “Investment in 

the current assets should be just adequate, not more not less, to the need of 

the business firm.  Excessive investment in the current assents should be 

avoided because it impairs the firm‟s profitability, as idle investment earns 
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nothing.  On the other hand, inadequate amount of working capital can 

threaten solvency of the firm because of its inability to meet its current 

liabilities”. (Pandey, 1998) Firm‟s decision about the level of investment in 

current assets involves a trade off between risk and return.  Since the 

financing of any assets or projects is concerned with two major factors, cost 

and risk.  When firm invests more in current assets, it reduces the risk of 

liquidity loses in the terms of profitability since the opportunity cost of earning 

from the excess investment in current assets is lost.  The firm therefore, is 

required to strike a right balance. 

 

The term net working capital refers to the difference between current assets 

and current liabilities.  Current liabilities are those claims of outsiders, which 

are expected to mature for payment with an accounting year and include 

creditors, bills payable, bank overdraft and outstanding expenses.  Net 

working capital can be positive or negative.  A positive working will arise when 

current assets exceeds current liabilities.  A negative net working capital 

occurs when current liabilities are in excess of current assets.  Current assets 

should be sufficiently in excess of current liabilities to constitute a margin or 

buffer for maturing obligations within the ordinary operating cycle of a 

business. In order to protect their interest, the short-term creditors always like 

a company to maintain current assets at a higher level than current liabilities.  

It is a conventional rule to maintain the level of current assets should be 

considered in determining the level of current assets vis-à-vis current 

liabilities.  A weak liquidity position poses a threat to the solvency of the 

company and makes it unsafe and unsound.  A negative working capital 

means a negative liquidity and is disastrous for the company. Excessive 

liquidity is also bad.  It may e sue to mismanagement of current assets.  

Therefore, prompt and timely action should be taken by management to 

improve and correct the imbalance in the liquidity position of firm.  Therefore, 

there should be minimum amount of net working capitals on the permanent 

basis.  A portion of the working capital should be financed with the permanent 

sources of funds such as owners‟ capital, debentures, long-term debt, 

preference capital or retained earnings.  



- 86 - 

 

 

3.7.1.3 Funds Flow Analysis 

 

The Study of Funds Flow statement depicts how the firm‟s liquid cash and 

credit fund (resources) have been employed. 

 

On the commencement of business the funds obtained or invested by the 

promoter will be used in acquiring fixed or current assets according to the 

nature of business.  In the course of the business activities funds will circulate 

at a necessary rate from one point of another and complete the cycle and 

repeat it again like cash to raw material, raw material t stock, stock to finished 

goods inventory, inventory to receivables and receivables to cash etc. Such 

circulation of funds is known as funds inflows and funds outflow.  The process 

of bringing funds by stream forms a regular circular path around fund pool, 

which has already shown in figure: 2.2, in chapter 2. 

 

Since the funds are called circulating or working capital o the business, it 

circulates as above as per the nature of business.  If the funds of the 

organization does not circulate and interrupted or retained in one sector for a 

long-term organization will not generate further wealth.  Consequently the 

business organization may be collapsed. (Kulshrestha, 1970) 

 

3.7.1.4 Costing 

  

Costing is one of the major tools of management. Management decision 

required proper classification and analysis of the total costs.  For the purpose 

of decision making the management must have clear picture of different 

elements of costs.  Broadly speaking the element of cost are three in number 

i.e. materials (stores), Labour (Wages), and Other    Expenses (Overheads).  

 

Apart form the analysis of the total cost by its elements and other method of 

analysis, which is often used in costing, is the division of the total cost 

between fixed ad variable cost. 
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Variable Cost: Variable costs are the items of expenditure, which vary with 

the units of product produced. 

 

Fixed Cost: Fixed costs are those, which remain more or less constant 

irrespective of an increase or decrease in the number of units, produced. 

 

3.7.1.5 Pricing 

 

In general price is value or amount of money sacrificed to obtain a particular 

product or service.  Price may also be defined as the exchange of something 

of value between parties involved in a transaction. 

 

Pricing on the other hand means the determination of proper value to a 

particular product or service.  In broader sense, price setting involves the 

determination of some object that can be used to establish the value of the 

exchange to all parties involved in the transaction. 

 

There are various types of pricing models. They are 

Cost Oriented Pricing Method 

Cost Plus or Mark Up Method 

Target Return On Investment Pricing 

Target Profit Or Break Even Pricing 

Demand / Value Oriented Pricing Method 

 

3.7.1.6 Break Even Analysis 

 

Break Even Analysis is an analytical technique used to study cost volume 

profit relationship and to determine the point at which revenues and costs 

agree exactly.  It indicates the level of operations that produces neither profit 

nor loss.  A profit seeing venture must reach the BEP before going further to 

earn a profit.  If the firm has not reached the point, it means it has suffered a 

loss.  By determining this point the firm can assess precisely how it is actually 
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away from the point.  If the firm operating at a level above the BEP it indicates 

that the firm is making profit.  Thus, cost and revenue relationship at the BEP 

can be expressed as under: 

 

Total Sales Revenues = Total Fixed Costs + Total Variable Cost 

 

Fixed costs are those costs, which do not change with variation in the level of 

productive activity i.e., rent, taxes, insurance, depreciation etc.  Variable costs 

include expenses which fluctuate in correspondence with variations in level of 

output and sales i.e. raw materials, direct wages, variable overheads etc. 

 

Calculation of BEP  =  

 

 

BEP in Units =    

 

Figure: 3.1 

Graphical Representation of Break Even Analysis 
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The above BE Chart shows quick visual picture to the management above the 

impact of changes in sales, fixed cast, and variable cost on profit. 

333...777...222   SSStttaaatttiiissstttiiicccaaalll   TTToooooolll   

   

SSStttaaatttiiissstttiiicccaaalll   tttoooooolllsss   aaarrreee   ttthhheee   mmmeeeaaasssuuurrreeesss   ooorrr   ttthhheee   

iiinnnssstttrrruuummmeeennntttsss   tttooo   aaannnaaalllyyyzzzeee   ttthhheee   cccooolllllleeecccttteeeddd   dddaaatttaaa   

fffooorrrmmm   dddiiiffffffeeerrreeennnttt   sssooouuurrrccceeesss...   IIInnn   ssstttaaatttiiissstttiiicccsss,,,   ttthhheeerrreee   

aaarrreee   nnnuuummmeeerrrooouuusss   ssstttaaatttiiissstttiiicccaaalll   tttoooooolllsss   tttooo   aaannnaaalllyyyzzzeee   

dddaaatttaaa   ooofff   vvvaaarrriiiooouuusss   nnnaaatttuuurrreeesss...   IIInnn   ttthhhiiisss   ssstttuuudddyyy,,,   ttthhheee   

rrreeessseeeaaarrrccchhheeerrr   hhhaaasss   uuussseeeddd   ttthhheee   fffooollllllooowwwiiinnnggg   ssstttaaatttiiissstttiiicccaaalll   

tttoooooolllsss   tttooo   aaannnaaalllyyyzzzeee   ttthhheee   dddaaatttaaa...   
 

333...777...222...111   AAAvvveeerrraaagggeee   (((MMMeeeaaannn)))   

   

AAAnnn   aaavvveeerrraaagggeee   iiisss   aaa   sssiiinnngggllleee   vvvaaallluuueee   rrreeelllaaattteeeddd   fffrrrooommm   aaa   

gggrrrooouuuppp   ooofff   vvvaaallluuueeesss   tttooo   rrreeeppprrreeessseeennnttt   ttthhheeemmm   iiinnn   

sssooommmeeewwwaaayyy,,,   aaa   vvvaaallluuueee,,,   wwwhhhiiiccchhh   iiisss   sssuuuppppppooossseeeddd   tttooo   

ssstttaaannnddd   fffooorrr   wwwhhhooollleee   gggrrrooouuuppp   ooofff   wwwhhhiiiccchhh   iiittt   iiisss   pppaaarrrttt,,,   aaasss   

tttyyypppiiicccaaalll   ooofff   aaallllll   ttthhheee   vvvaaallluuueeesss   iiinnn   ttthhheee   gggrrrooouuuppp...   

(((GGGuuuppptttaaa,,,   111999999000)))   TTThhheeerrreee   aaarrreee   vvvaaarrriiiooouuusss   tttyyypppeeesss   ooofff   

aaavvveeerrraaagggeeesss...   AAArrriiittthhhmmmeeetttiiiccc   mmmeeeaaannn   (((AAA...MMM...   sssiiimmmpppllleee   

aaannnddd   wwweeeiiiggghhhttteeeddd))),,,   mmmeeedddiiiaaannn,,,   mmmooodddeee,,,   gggeeeooommmeeetttrrriiiccc   

mmmeeeaaannn,,,   hhhaaarrrmmmooonnniiiccc   mmmeeeaaannn,,,   aaarrreee   ttthhheee   mmmaaajjjooorrr   tttyyypppeeesss   

ooofff   aaavvveeerrraaagggeeesss...   TTThhheee   mmmooosssttt   pppooopppuuulllaaarrr   aaannnddd   wwwiiidddeeelllyyy   

uuussseeeddd   mmmeeeaaasssuuurrreee   rrreeeppprrreeessseeennntttiiinnnggg   ttthhheee   eeennntttiiirrreee   dddaaatttaaa   

bbbyyy   ooonnneee   vvvaaallluuueee   iiisss   ttthhheee   AAA...MMM...   TTThhheee   vvvaaallluuueee   ooofff   ttthhheee   

AAA...MMM...   iiisss   ooobbbtttaaaiiinnneeeddd   bbbyyy   aaaddddddiiinnnggg   tttooogggeeettthhheeerrr   aaallllll   ttthhheee   
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iiittteeemmmsss   aaannnddd   bbbyyy   dddiiivvviiidddiiinnnggg   ttthhhiiisss   tttoootttaaalll   bbbyyy   ttthhheee   

nnnuuummmbbbeeerrr   ooofff   iiittteeemmmsss   ooorrr   ooobbbssseeerrrvvvaaatttiiiooonnnsss...   
 

MMMaaattthhheeemmmaaatttiiicccaaallllllyyy,,,   

AAArrriiittthhhmmmeeetttiiiccc   MMMeeeaaannn   (((AAA...MMM...)))   iiisss   gggiiivvveeennn   bbbyyy,,,   X    ===   
n

X    
Where,  

 X  = Arithmetic Mean 

 ∑X = Sum of all the values of the variable X. 

 n = Number of observations 

 

3.7.2.2 Correlation Analysis 

 

Correlation is a statistical tool, which studies the relationship between two 

variables. Correlation coefficient summarized in one figure, the degree and 

they extend to which the two variables are correlated but is does not tell about 

cause and effect. (Bajracharya, 2053 B.S.) 

 

For analysing the relationship between two variables, Karl Person‟s 

correlation coefficient (r) has been used. Correlation analysis describes the 

positive and negative relationship between variables.  It helps to determine 

whether there is: 

 A positive or negative relationship exists 

 The relationship is significant or insignificant and 

 Establish cause and effect relation if any 

 

The statistical tool, correlation analysis is preferred in this study to identify the 

relationship between variables, whether the relationship is significant or not.  

For the purpose of decision- making, interpretation is based on following term: 

 

1. When r = 1,there is perfect positive correlation. 

2. When r = -1, there is perfect negative correlation  

3. When r = 0, there is no correlation 
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4. When „r‟ lies between 0.7 to 0.999 (-0.7 to 0.999) there is a high degree 

of positive (or negative ) correlation. 

5. When „r‟ lies between 0.5 to 0.699, there is moderate degree of 

correlation. 

6. When „r‟ is less than 0.5, there is low degree of correlation. 

 

3.7.2.3 Graph  

 

Graph helps to show the general trend of the ratios in respect to the time 

period.  Graph is a very common and simple way of presenting data for two 

variables, which have a relationship in a figure or chart or a graph.  Graph 

works best when the data is continuous.  
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             CHAPTER-FOURCHAPTER FOUR 

Analysis and Presentation of data 

 

 

4.1 Introduction 

 

This chapter highlights and evaluates the financial position of JEMC.  Some 

financial and statistical tools and techniques have been used to evaluate the 

financial position of JEMC.  The major financial tools used for this study is 

Ratio analysis between various variables to analysed working capital 

management is also considered in the study.  To evaluate the overall 

performance of JEMC, study though ratio analysis and funds flow is not 

sufficient as JEMC is the text book publishing house its costing on production, 

pricing of text book, production procedures, it's capacity utilization as well as 

break even point is also analysed to examine how they effect in the financial 

position and what steps have to be taken to correct the deficiencies in the 

financial activities of the JEMC.  Where as statistical tools includes graphical 

presentation as well as correlation analysis between some of the variables 

like assets, liabilities, inventory, working capital, sales etc. are taken from the 

financial analysis  

  

The financial management always strives to maintain an adequate working 

capital at every time so as to carry on the operations successfully and 

maximize the return on investment.  This requires a careful inquiry into the 

current assets and current liabilities so as to control the working capital and to 

conserve it properly.  From the analysis of working capital one can trace the 

symptoms of disease and can be taken suitable steps to mitigate it.  There are 

several tools to measure the working capital of JEMC, but are considered only 

one financial tools i.e. ratio analysis.  
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4.2 Ratio Analysis 

 

The use of ratio analysis as a financial tool has been considerably increased 

these days.   

1. Ratios simplify the comprehension of financial statements.   

2. They tell the whole story as a heap of financial data is condensed in 

them. 

3. Ratio serves as an instrument of management control. 

 

Thus, ratio analysis is the technique to assess the profitability, solvency and 

the efficiency of the enterprise. 

 

4.2 Liquidity Ratios 

 

Liquidity ratios are used to measure the liquidity position of an organization 

and to judge an organization‟s ability to meet its short-term obligations.  They 

throw a light on the strength of working capital and the solvency of the 

organization. They measure the liquidity position whether it would be possible 

to honour its financial obligations and when they mature.  The most important 

and usual liquidity ratios are Current Ratio and Quick Ratio. 

 

4.2.1 Current Ratio (CR) 

 

Current ratio measures the liquidity position of the organization.  The standard 

current ratio should be 2:1 and it is also defined by the nature of the 

organization.  The current Ratio is a measure of liquidity calculated by dividing 

the firm‟s current assets by current liabilities.  

 

Current ratio =  

 

The position of current ratio and the values of current assets and current 

liabilities according to Janak Education Material Centre balance sheet are 

tabulated as below. 

Current assets 
Current liabilities 
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Table: 4.1 

Current Ratio of JEMC 
                                                                                         (Rs. In thousand) 
 

 

 

 

 

   

   

   

      

   

   

   

   

   

OOOnnn   gggoooiiinnnggg   ttthhhrrrooouuuggghhh   ttthhheee   aaabbbooovvveee   tttaaabbbllleee   444...111   iiittt'''sss   

ooobbbssseeerrrvvveeeddd   ttthhhaaattt   ttthhheee   tttrrreeennnddd   ooofff   cccuuurrrrrreeennnttt   rrraaatttiiiooonnn   ooofff   

JJJEEEMMMCCC   ooovvveeerrr   111000   yyyeeeaaarrrsss   iiisss   aaalllwwwaaayyysss   mmmooorrreee   ttthhhaaannn   

ttthhheee   aaavvveeerrraaagggeee   ssstttaaannndddaaarrrddd   nnnooorrrmmm   ooofff   222:::111   eeexxxccceeepppttt   iiinnn   

ttthhheee   yyyeeeaaarrr   222000555666///222000555777   aaannnddd   222000666555///222000666666   (((iiieee...111...999000:::   111   

aaannnddd   111...111111:::111)))   wwwhhheeerrreeeaaasss   ttthhheee   pppooosssiiitttiiiooonnn   ooofff   cccuuurrrrrreeennnttt   

rrraaatttiiiooo   iiinnn   ttthhheee   yyyeeeaaarrr   222000666000///222000666111aaannnddd   222000666222///222000666333   iiisss   

111111222   %%%   aaannnddd   111222333%%%   mmmooorrreee   ttthhheeennn   ttthhheee   aaavvveeerrraaagggeee   

ssstttaaannndddaaarrrddd   nnnooorrrmmm...      AAAccccccooorrrdddiiinnnggglllyyy,,,   ttthhheee   cccuuurrrrrreeennnttt   

rrraaatttiiiooo   ooofff   JJJEEEMMMCCC   ddduuurrriiinnnggg   ttthhheee   ssstttuuudddyyy   pppeeerrriiioooddd   iiisss   

fffllluuuccctttuuuaaatttiiinnnggg...      TTThhheee   AAAvvveeerrraaagggeee   cccuuurrrrrreeennnttt   rrraaatttiiiooo   ooofff   

JJJEEEMMMCCC   iiisss   aaabbbooovvveee   ttthhheee   nnnooorrrmmm,,,   wwwhhhiiiccchhh   iiisss   222...888111:::111...      

Fiscal 
Year 

Current 
Assets 

Current 
Liabilities 

Current 
Ratio 

2056/2057 410619 215992 1.90:1 

2057/2058 364542 146843 2.48:1 

2058/2059 370943 109076 3.40:1 

2059/2060 446463 161511 2.76:1 

2060/2061 419644 98899 4.24:1 

2061/2062 569024 220318 2.58:1 

2062/2063 501133                  103135            4.86:1 

2063/2064 403192 103617 3.89:1 

2064/2065 405376 187283 2.16:1 

2065/2066 795969 720103 1.11:1 

Average 
468690 

206677 2.27:1 
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AAAsss   sssuuuccchhh   iiittt   cccaaannn   bbbeee   sssaaaiiiddd   ttthhhaaattt   ttthhheee   fffiiinnnaaannnccciiiaaalll   

pppooosssiiitttiiiooonnn   ooofff   JJJEEEMMMCCC   iiisss   vvveeerrryyy   ssstttrrrooonnnggg   ddduuurrriiinnnggg   

ttthhhooossseee   pppeeerrriiiooodddsss   aaannnddd   iiittt   wwwaaasss   iiinnn   ttthhheee   pppooosssiiitttiiiooonnn   tttooo   

mmmeeeeeettt   iiitttsss   cccuuurrrrrreeennnttt   ooobbbllliiigggaaatttiiiooonnn   aaannnddd   iiinnn   tttiiimmmeee   aaannnddd   

ttthhheee   cccuuurrrrrreeennnttt   llliiiaaabbbiiillliiitttiiieeesss   aaarrreee   fffuuullllllyyy   cccooovvveeerrreeeddd   bbbyyy   

ttthhheee   cccuuurrrrrreeennnttt   aaasssssseeetttsss...      
                                          

 

 

 

 

 

 

 

Figure: 4.1 

Current Assets and Current Liabilities 
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AAAccccccooorrrdddiiinnnggg   tttooo   ttthhheee   aaabbbooovvveee   fffiiiggguuurrreee   444...111   gggrrraaappphhhiiicccaaalll   

ppprrreeessseeennntttaaatttiiiooonnn   ooofff   cccuuurrrrrreeennnttt   aaasssssseeetttsss   aaannnddd   cccuuurrrrrreeennnttt   

llliiiaaabbbiiillliiitttiiieeesss,,,   bbbooottthhh   ttthhheee   cccuuurrrrrreeennnttt   aaasssssseeetttsss   aaannnddd   
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cccuuurrrrrreeennnttt   llliiiaaabbbiiillliiitttiiieeesss   aaarrreee   iiinnn   ttthhheee   iiinnncccrrreeeaaasssiiinnnggg   

tttrrreeennnddd   ooofff   pppaaarrraaalllllleeelll   llliiinnneee   aaannnddd   iiinnn   fffllluuuccctttuuuaaatttiiinnnggg   iiinnn   

ttthhheee   sssaaammmeee   dddiiirrreeeccctttiiiooonnn   eeexxxccceeepppttt   iiinnn   ttthhheee   yyyeeeaaarrr   

222000555888///555999,,,   wwwhhhiiiccchhh   iiisss   iiinnn   ttthhheee   oooppppppooosssiiittteee   dddiiirrreeeccctttiiiooonnn   

tttooo   sssooommmeee   eeexxxttteeennnddd...      FFFrrrooommm   ttthhheee   yyyeeeaaarrr   222000555777///222000555888   

cccuuurrrrrreeennnttt   aaasssssseeettt   iiisss   iiinnn   iiinnncccrrreeeaaasssiiinnnggg   tttrrreeennnddd   uuuppp   tttooo   

222000666222///666333   aaannnddd   cccuuurrrrrreeennnttt   llliiiaaabbbiiillliiitttiiieeesss   aaarrreee   iiinnn   

dddeeecccrrreeeaaasssiiinnnggg   tttrrreeennnddd   uuuppp   tttooo   222000666000///666111...   BBBooottthhh   

cccuuurrrrrreeennnttt   aaasssssseeettt   aaannnddd   cccuuurrrrrreeennnttt   llliiiaaabbbiiillliiitttiiieeesss   hhhaaasss   

hhhiiiggghhhlllyyy   iiinnncccrrreeeaaassseee   iiinnn   ttthhheee   yyyeeeaaarrr   222000666555///222000666666...      

TTThhhuuusss,,,   ttthhheeerrreee   iiisss   aaa   sssuuuffffffiiiccciiieeennnttt   cccuuussshhhiiiooonnn   fffooorrr   ttthhheee   

cccuuurrrrrreeennnttt   ooobbbllliiigggaaatttiiiooonnn...   
 

444...222...222   QQQuuuiiiccckkk   RRRaaatttiiiooo   

   

TTThhheee   qqquuuiiiccckkk   rrraaatttiiiooo   iiinnndddiiicccaaattteeesss   ttthhheee   rrreeelllaaatttiiiooonnnssshhhiiippp   

bbbeeetttwwweeeeeennn   qqquuuiiiccckkk   ooorrr   llliiiqqquuuiiiddd   aaasssssseeetttsss   aaannnddd   cccuuurrrrrreeennnttt   

llliiiaaabbbiiillliiitttiiieeesss   iiittt   mmmeeeaaasssuuurrreeesss   ttthhheee   llliiiqqquuuiiidddiiitttyyy   pppooosssiiitttiiiooonnn   

ooofff   ooorrrgggaaannniiizzzaaatttiiiooonnn...      TTThhheee   ssstttaaannndddaaarrrddd   qqquuuiiiccckkk   rrraaatttiiiooo   

ssshhhooouuulllddd   bbbeee   111:::111...      IIIttt   mmmaaayyy   aaalllsssooo   bbbeee   dddeeefffiiinnneeeddd   bbbyyy   ttthhheee   

nnnaaatttuuurrreee   ooofff   ttthhheee   ooorrrgggaaannniiizzzaaatttiiiooonnn...      TTThhheee   qqquuuiiiccckkk   rrraaatttiiiooo   

ssshhhooowwwsss   ttthhheee   aaabbbiiillliiitttyyy   fffooorrr   pppaaayyymmmeeennnttt   ooofff   iiimmmmmmeeedddiiiaaattteee   

cccuuurrrrrreeennnttt   dddeeebbbttt   fffrrrooommm   cccuuurrrrrreeennnttt   aaasssssseeetttsss...      LLLiiiqqquuuiiidddiiitttyyy   

ooofff   aaannn   aaasssssseeettt   cccaaannn   bbbeee   mmmeeeaaasssuuurrreeeddd   bbbyyy   iiitttsss   vvviiirrrtttuuueee   ooofff   

iiimmmmmmeeedddiiiaaattteee   cccooonnnvvveeerrrsssiiiooonnn   iiinnntttooo   cccaaassshhh   wwwiiittthhhooouuuttt   ttthhheee   

lllooossssss   ooofff   vvvaaallluuueee...      CCCaaassshhh   wwwiiittthhhiiinnn   cccuuurrrrrreeennnttt   aaasssssseeetttsss   iiisss   

cccooonnnsssiiidddeeerrreeeddd   tttooo   bbbeee   mmmooosssttt   llliiiqqquuuiiiddd...      MMMaaarrrkkkeeetttaaabbbllleee   
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Quick assets                             

Current liabilities 

 

ssseeecccuuurrriiitttiiieeesss   aaannnddd   bbbaaannnkkk   dddeeebbbttt   aaarrreee   rrreeelllaaatttiiivvveeelllyyy   

llliiiqqquuuiiiddd...      IIIttteeemmmsss   llliiikkkeee   ppprrreeepppaaaiiiddd   eeexxxpppeeennnssseeesss   aaarrreee   

cccooonnnsssiiidddeeerrreeeddd   llleeessssss   llliiiqqquuuiiiddd   iiinnn   cccooommmpppaaarrriiisssooonnn   tttooo   ttthhheee   

cccuuurrrrrreeennnttt   aaasssssseeetttsss   ssstttaaattteeeddd   aaabbbooovvveee...      SSSooo,,,   ttthhheee   

cccaaalllcccuuulllaaatttiiiooonnn   ooofff   qqquuuiiiccckkk   rrraaatttiiiooonnn   iiinnncccllluuudddeeesss   ooonnnlllyyy   

ttthhheeessseee   aaasssssseeetttsss   ttthhhaaattt   aaarrreee   mmmooosssttt   llliiiqqquuuiiiddd   iiinnn   nnnaaatttuuurrreee...      

TTThhhuuusss,,,   ttthhheee   qqquuuiiiccckkk   aaasssssseeettt   iiisss   cccaaalllcccuuulllaaattteeeddd   bbbyyy   

dddeeeddduuuccctttiiinnnggg   iiinnnvvveeennntttooorrryyy   aaannnddd   ppprrreeepppaaaiiiddd   eeexxxpppeeennnssseeesss   

fffrrrooommm   ttthhheee   cccuuurrrrrreeennnttt   aaasssssseeetttsss...      HHHeeennnccceee   qqquuuiiiccckkk   rrraaatttiiiooonnn   

cccaaannn   bbbeee   fffooouuunnnddd   bbbyyy   dddiiivvviiidddiiinnnggg   ttthhheee   tttoootttaaalll   ooofff   qqquuuiiiccckkk   

aaasssssseeetttsss   bbbyyy   ttthhheee   tttoootttaaalll   ooofff   cccuuurrrrrreeennnttt   llliiiaaabbbiiillliiitttiiieeesss...      

MMMaaattthhheeemmmaaatttiiicccaaallllllyyy,,,   
 

Quick Ratio = 

 

 

Table: 4.2 

Quick Ratio of JEMC 
    (Rs. in thousand) 

        

   

TTThhheee   qqquuuiiiccckkk   rrraaatttiiiooo   ooofff   JJJEEEMMMCCC   iiisss   ppprrreeessseeennnttteeeddd   ttthhheee   

fffooollllllooowwwiiinnnggg   tttaaabbbllleee:::   444...222...   



- 98 - 

 

 

 

QQQuuuiiiccckkk   rrraaatttiiiooo   mmmeeeaaasssuuurrreeesss   ttthhheee   llliiiqqquuuiiidddiiitttyyy   pppooosssiiitttiiiooonnn   

ooofff   ttthhheee   ooorrrgggaaannniiizzzaaatttiiiooonnn   aaannnddd   ttthhheee   ssstttaaannndddaaarrrddd   qqquuuiiiccckkk   

rrraaatttiiiooo   ssshhhooouuulllddd   bbbeee   111:::111,,,   wwwhhhiiiccchhh   iiisss   aaalllsssooo   dddeeefffiiinnneeeddd   bbbyyy   

ttthhheee   nnnaaatttuuurrreee   ooofff   ooorrrgggaaannniiizzzaaatttiiiooonnn...      TTThhheee   qqquuuiiiccckkk   rrraaatttiiiooo   

ssshhhooowwwsss   ttthhheee   aaabbbiiillliiitttyyy   fffooorrr   pppaaayyymmmeeennnttt   ooofff   iiimmmmmmeeedddiiiaaattteee   

cccuuurrrrrreeennnttt   dddeeebbbttt   fffooorrrmmm   cccuuurrrrrreeennnttt   aaasssssseeetttsss...      OOOnnn   gggoooiiinnnggg   

ttthhhrrrooouuuggghhh   ttthhheee   aaabbbooovvveee   tttaaabbbllleee,,,   ttthhheee   qqquuuiiiccckkk   rrraaatttiiiooo   iiinnn   

222000555888///222000555999,,,   222000666000///666111,,,   222000666111///666222,,,222000666222///666333   aaannnddd   

222000666333///666444   aaarrreee   111...111222,,,   222...111777,,,   111...555111,,,222...333000   aaannnddd111...777777   

rrreeessspppeeeccctttiiivvveeelllyyy,,,   wwwhhhiiiccchhh   ssshhhooowwwsss   ttthhheee   sssaaatttiiisssfffaaaccctttiiiooonnn   

pppooosssiiitttiiiooonnn   ooofff   llliiiqqquuuiiidddiiitttyyy   wwwiiittthhh   iiinnn   ttthhheee   ooorrrgggaaannniiizzzaaatttiiiooonnn   

aaannnddd   qqquuuiiiccckkk   rrraaatttiiiooo   ooofff   ooottthhheeerrr   rrreeemmmaaaiiinnniiinnnggg   yyyeeeaaarrrsss   

aaarrreee   bbbeeelllooowww   ttthhheee   ssstttaaannndddaaarrrddd   rrraaatttiiiooo...      DDDuuueee   tttooo   

fffllluuuccctttuuuaaatttiiiooonnn   pppooosssiiitttiiiooonnn   ooofff   iiinnnvvveeennntttooorrryyy,,,   ttthhheeerrreee   iiisss   aaa   

Fiscal  

Year Quick Assets Current Liabilities Quick Ratio 

2056/57 173131 215992 0.80:1 

2057/58 132538 146843 0.90:1 

2058/59 122392 109076 1.12:1 

2059/60 152935 161511 0.95:1 

2060/61 215244 98899 2.17:1 

2061/62 333002 220318 1.51:1 

2062/63 237081 103135 2.30:1 

2063/64 183160 103617 1.77:1 

2064/65 179837 187283 0.96:1 

2065/66 307187 720103 0.43:1 

Average 
203651 206677 

0.99:1 
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ppprrrooopppooorrrtttiiiooonnnaaattteee   dddeeecccrrreeeaaassseee   iiinnn   ttthhheee   CCCuuurrrrrreeennnttt   aaasssssseeettt   

ttthhhaaattt   uuullltttiiimmmaaattteeelllyyy   rrreeesssuuulllttteeeddd   iiinnn   ttthhheee   dddeeecccllliiinnniiinnnggg   

pppooosssiiitttiiiooonnn   ooofff   qqquuuiiiccckkk   rrraaatttiiiooo...   AAAvvveeerrraaagggeee   qqquuuiiiccckkk   rrraaatttiiiooo   

fffooorrr   ttthhheee   ssstttuuudddyyy   pppeeerrriiioooddd   iiisss   000...999999,,,   wwwhhhiiiccchhh   iiisss   

rrreeeaaaccchhheeeddd   tttooo   ssstttaaannndddaaarrrddd   rrraaatttiiiooo...   JJJEEEMMMCCC   iiisss   nnnooottt   

ssseeeeeemmmsss   tttooo   ttthhheee   sssaaatttiiisssfffaaaccctttooorrryyy   pppooosssiiitttiiiooonnn   iiinnn   mmmeeeeeetttiiinnnggg   

iiitttsss   cccuuurrrrrreeennnttt   llliiiaaabbbiiillliiitttiiieeesss   iiinnn   eeeaaaccchhh   ooofff   ttthhheee   yyyeeeaaarrrsss...   

TTThhheee   tttrrreeennnddd   llliiinnneee   ooofff   qqquuuiiiccckkk   aaasssssseeettt   aaannnddd   cccuuurrrrrreeennnttt   

llliiiaaabbbiiillliiitttiiieeesss   aaarrreee   ssshhhooowwwnnn   iiinnn   fffiiiggguuurrreee:::   444...222...   
 

Figure: 4.2 

Quick Assets and Current Liabilities 
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The figure: 4.2 shows that the trend of quick assets increased rapidly for the 

2056/57 and goes down to 132538 for the year 2057/58.  In the following 

years quick assets increased steadily and followed by Current Liabilities. 
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4.2.3 Inventory to Working Capital Ratio 

 

This ratio represents the stock position whether the circulating capital is 

unnecessarily blocked up of circulating assets?  A company is in favourable 

condition if its working capital can cover its inventories.  The higher is the 

cover given by working capital the lower is the risk of loss by the likely fall in 

the risk of loss by the likely fall in the value of inventories in future.  The ratio 

is calculated by dividing inventories by the working capital.   

 

Inventory to working ratio =  

 

Following table: 4.3 shows the inventory to working capital of JEMC. 

Table 4.3 

Inventory to Working Capital Ratio 

                                       (((RRRsss...   IIInnn   ttthhhooouuusssaaannnddd)))   
Fiscal  
Year 

Total 
Inventories 

Working 
Capital Ratio 

2056/57 221360 194627 1.14 

2057/58 231274 217999 1.06 

2058/59 226201 261867 0.86 

2059/60 270673 284952 0.95 

2060/61 177101 320745 0.55 

2061/62 212015 347805 0.61 

2062/63 226219 397998 0.57 

2063/64 230040 299575 0.77 

2064/65 225538 218093 1.03 

2065/66 488783 75866 6.44 

Average 250930 261953 0.93 

 

From the table: 4.3 it is observed that the ratio of inventory to working capital 

is 1.14:1 in 2056/2057 B.S., which has, goes down to 0.55:1 in 2060/2061.  

The ratio is decreasing up to 0.55:1, which seems that JEMC is maintaining 

high level of inventory or with respect to inventory level. The working capital is 

Total Inventory 
Total working Capital 
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very low for which the fund is financed by bank loan.  Due to these reason 

JEMC has to bear high amount of interest in one day in other hand there is a 

risk of damage books and out dated books if the Curriculum Text Book Centre 

(CTC) change the curriculum without concerning to JEMC. 

 

Figure: 4.3 

Total Inventory and Working Capital 
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The above trend line shows that the inventories are in various years are 

fluctuating position.  During three years 2056/2057 to 2058/2059 its fluctuation 

is very slow but in the year 2060/2061and 2065/2066 it is highly increased.  

Similarly, Current liability is increasing in trend. 

 

4.3 Turnover Ratio 

 

Inventory ratio refers to the transference of stocks in to sales or the words 

how an organisation is able to manage and uses its assets in generating 

sales.  In indicate the degree of conversion of assets into sales.  How 

effectively the assets are utilized can be judged by using different types of 

turnover ratio.  In case of JEMC Inventory turnover ratio, Fixed Assets 

Turnover Ratio, Total Assets Turnover Ratio and Average Collection Period 

was made to judge the utilization of assets. 
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Sales 

Average Inventory 

 

 

4.3.1 Inventory Turnover Ratio 

 

Every firm has to maintain certain level of inventory to meet the requirement 

of the business.  The stock turnover ratio indicates whether the investment in 

inventory s efficiently used or not.  It tests the efficiency in inventory 

management.  It also explains whether investment in inventories is within 

proper limits or not.  It indicates marketability of inventory and reasonableness 

of quantity on hand. 

 

It measures the velocity of conversion of stock into sales.  A high stock 

turnover indicates efficient management of inventory, because more 

frequently the stocks are sold, the lesser amount of capital is required to 

finance the inventory.  On the contrary, a low stock turnover indicates over 

investment in stock, dull business, poor quality of goods, stock accumulation, 

accumulation of obsolete and slow moving goods, low profits as compared to 

total investment and inefficient inventory management.  Since, there is no 

standard for stock turnover ratio.  The ratio is calculated by dividing Inventory 

to sales. Following formula is used to calculate the inventory turnover ratio. 

               Inventory turnover ratio = 

 

Inventory turnover ratio of JEMC is calculated in table: 4.4 below. 
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Table: 4.4 

Inventories Turnover Ratio 
         (In thousand) 

Fiscal  
Year 

Average 
Inventories Sales 

Inventories 
Turnover (times) 

2056/57 365167 425091 0.86 

2057/58 336997 432764 0.78 

2058/59 344374 547289 0.63 

2059/60 361537 412049 0.88 

2060/61 223937 463821 0.48 

2061/62 194608 652455 0.30 

2062/63 219118 621197 0.35 

2063/64 228129 493828 0.46 

2064/65 227789 561662 0.41 

2065/66 357161 724963 0.49 

Average 285882 533512 0.54 

 

Inventory turnover ratio for ten years as shown in table: 4.4 indicate that the 

ratio has fluctuated steadily.  The ratio increased from 2056/057 is  0.86 

times, then gradually decrease in two years 2057/058 and 2058/059 and 

again increase in the year 2059/060 by 0.88 times. Than after the ratio is 

decreased rapidly by 0.48 and 0.30 times respectively in 2060/61 and 

2061/62.  The above table seems that inventory turnover ratio of JEMC is not 

in satisfactory level.  JEMC has to take some steps to push up the sales.  If 

stocks (text books of various classes) don‟t turnover frequently during a year 

or within an academic year, stocks lies for a longer period of time and may be 

out of course and have to bear a great loss. 
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Figure: 4.4 

Average Inventory and Sales 
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The Figure: 4.4 of inventory turnover ratio of JEMC show that the inventory 

and sales are fluctuated. Inventory of JEMC is in increasing trend in first five 

years and in decreasing trend in the year 2060/61 and 2061/62. The sales 

also increased form 2056/2057 to 2058/2059 but steadily, in the year 

2059/2060 there is a decrease in sales and thereafter increased. The sales 

have increased rapidly in 2065/2066. It seems that JEMC has to push up its 

sales to meet its satisfactory level.  

4.3.2 Fixed Assets Turnover Ratio (FATOR) 

 

The fixed assets turnover ratio indicates the extent to which the investment in 

fixes assets contributes towards sales.  This ratio measures the efficiency with 

which the firm is utilizing its investment in fixed assets.  It also indicates the 

adequacy of sales in relation to the investment in fixed assets.  This ratio is 

determined by dividing sales by net fixed assets and has no standard for this 

ratio. Higher fixed assets turnover ratio indicates better business performance 

and lower ratio, inefficient utilization of available fixed assets.  The FATOR of 

JEMC has been calculated by taking revenue from sales and total fixed 
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assets in the following table by using the following formula to know how 

effectively the fixed assets are being utilized.  

 

Fixed assets turnover ratio =  

 

 

Table: 4.5 

Fixed Assts Turnover Ratio 
       (Rs. In thousand) 

Fiscal 

Year 

Sales Fixed Assets FATOR 

2056/57 425091 276277 1.54 

2057/58 432764 338264 1.28 

2058/59 547289 297101 1.84 

2059/60 412049 277538 1.48 

2060/61 463821 267472 1.73 

2061/62 652455 259808 2.51 

2062/63 621197              248256 2.50 

2063/64 493828              249179 1.98 

2064/65 561662 251777 2.23 

2065/66 724963 261271 2.77 

Average 533512 272694 1.96 

 

From table: 4.5, it can be observed that the FATOR of JEMC is in increasing 

trend.  The ratio of 2056/2057 is 1.54 and it has increased to 2.77 in 

2065/2066. The ratio has highly increased during the study period of seven 

years.  It is a sign of very much favourable condition and its fixed assets were 

utilizing into full extent.  But the sharp increase of ratio during  2056/057 was 

due to the rise of price of textbook in 2056/057 though the production of text 

books were on the same level. 

 

 

 

Sales  

Net Fixed Assets 
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Figure: 4.5 

Fixed Assts and Sales 
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The figure: 4.5 of sales and fixed assets shows that total sales of JEMC is 

increasing gradually in compare to fixed assets.  Fixed Assets of JEMC shows 

increasing only in the year 2057/2058 and 2065/2066 then after have 

fluctuated in decreasing trend. 

In conclusion, ratio of FATOR increases only due to raise in price in the year 

2056/057 and 2065/2066.  Though the study shows the improvement in 

FATOR, to meet its objective and goals JEMC should increase its sales 

volume. 

 

 

4.3.3 Total Assets Turnover Ratio (TATOR) 

 

TOTOR expresses the relationship between the amount invested in the 

assets and the results accruing in terms of sales The TATOR of JEMC is 

computed by dividing the value of net sales from by the value of total assets.  

It indicates the efficiency with which assets of the organizations have been 

properly utilised.  A higher ratio would mean better utilisation of total assets 

and lower ratio reflects under utilisation. The ideal ratio in this normally be two 
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times the value of total assets. Formula of total assets turnover ratio is given 

bellow. 

 

Total assets turnover ratio = 

 

 

Table: 4.6 

Total Assets Turnover Ratio 
              (Rs. In thousand) 

Fiscal  

Year Sales Total Assets TATOR 

2056/57 425091 694600 0.61 

2057/58 432764 708700 0.61 

2058/59 547289 671900 0.81 

2059/60 412049 727400 0.57 

2060/61 463821 591838 0.78 

2061/62 652455 609392 1.07 

2062/63 621197 749388 0.83 

2063/64 493828 652371 0.76 

2064/65 561662 657153 0.85 

2065/66 724963 1057240 0.69 

Average 533512 711998 0.75 

 

 

According to the above table the gross operation revenue of JEMC has 

increased each year during the study period except in the year 2059/2060.  

The total asset is the sum of fixed assets and current assets of the 

organization; both of them contribute equal importance in generating income 

of the organization.  Fixed Assets have direct effect over the production of 

goods while current assets contribute to both the production and sales 

activities of the organisation.  Therefore, the organisation must manage its 

total assets properly in generating maximum sales through their proper 

utilisation so that assets don‟t remain idle. 

Sales 

Total Assets 
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Figure: 4.6 

Total Assets and Sales 
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On going through Figure: 4.6, the total assets has steadily growth.  The sales 

have a sharp rise in the year 2056/057 to 2058/059 and 2065/066.  Similarly a 

total asset invested is also increased in the year 2059/060 by 8.25% in 

comparison to the year 2058/059 though the Average sales turnover has 

decreased by 29.63 %. As a result it is observed that the investment in total 

assts seems to be unplanned without making proper analysis of cost and 

benefits.  So, JEMC has to give attention in the revenue generation aspects of 

assets and their effective utilization as well as the costs of investments. 

 

4.3.4 Average Collection Period (ACP) and Debtor Turnover Ratio (DTR) 

 

The Average Collection Period Ratio measures the quality of receivables or 

debtors since it indicates the average length of time that the firm must wait for 

receiving cash.  The shorter the collection period, the better the quality of 

debtors.  The average collection period should be compared against the firms 

credit term and policy to judge its credit and collection efficiency.  The ACP 

and DTR can be calculated form the following ways: 
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  Average Collection Period:  =                                

                                    

 

 Debtor turnover ratio          =    

                                              

 

Table: 4.7 

Average Collection Period and Debtor’s Turnover Ratio 

     (Rs. In thousand) 

Fiscal  

Years Receivables Sales 

Collection 

Period in 

days 

Changes 

in days 

Debtor's 

Turnover 

Ratio 

(times) 

2056/57 147163 425091 126  3 

2057/58 98978 432764 83 -43 4 

2058/59 100364 547289 67 -17 5 

2059/60 137282 412049 122 55 3 

2060/61 187190 463821 147 26 2 

2061/62 53410 652455 30 -117 12 

2062/63 36295           621197 21 -9 17 

2063/64 39572 493828 30 9 12 

2064/65 41423         561662 26 -4 14 

2065/66 54588 724963 28 2 13 

Average 89627 533512 68 - 9 

 

 

In above table it can be seen that receivable is in increasing trend only it 

decrease in the year 2062/063 i.e. Rs. 36295.  The revenue from the sales of 

text book is increasing trend up to the year 2061/062 to 652455 and in the 

year 2063/064 it decrease from 493828. 

 

Debtors x Days in year (365 
Sales 

Sales 

Debtors 
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Regarding Collection Period it can be observed that the collection period in 

the year 2056/057 was 126 days.  The collection period is extremely higher in 

the year 2060/61 and reached to 147 days. The collection period was reduced 

by 43 days in the year 2057/058 and reached to 83 days.  The collection 

period reduced by 17 in the year 2058/059 and reached to 67, within these 

two years 2057/58, 2058/059 the scenario of collection period seems 

improved.  But the collection period again increased by 55 and 26 in the years 

2059/060 and 2060/061 respectively and reached to 147 and again 

decreased by 117 in 2061/062. 

 

The average Collection Period for the industries is 73 days.  Regarding the 

collection period of JEMC study is made to the credit policy to Sajha 

Prakashan and Curriculum Text Centre, they are the sole distributors of JEMC 

for text book .  According to the agreement made between JEMC and Sajha 

Prakashan, only Rs. 20 million credit is given to Sajha Prakashan for 4 

months for the month of Chaitra to Ashad but there is and Average 

outstanding of Rs. 101 million 2 hundred sixty six thousand which is 5 times 

more than the agreement. So the collection of debtors is not favourable  

 

According to Debtors Turnover Ratio, it is uniform.  The Debtors Turnover 

Ratio  of the year 2056/057 is only 2 times.  Similarly the collection period for 

the year 2057/058, 2058/059, 2059/060, 2060/61, 2061/62, 2062/63, 2063/64 

2064/65and 2065/066 is 4, 5, 3, 2, 12, 17 , 12, 14 and 13 times respectively.  

So the DTR of JEMC is not favourable. 
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Figure: 4.7 
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The above trend line shows average collection period of JEMC.  According to 

the trend line, the average collection period of JEMC is fluctuating.  The 

collection period only in the year 2061/62,2062/63,2063/64 and2064/65  is 

good. But in other years, collection period is not in the satisfactory level. 

 

So, conclusion can be drawn that receivable management of the JEMC is not 

is satisfactory level. According to the discussion with JEMC staff its 98% of 

sales were made on credit basis and remaining 2 % only made of cash basis. 

The fund needed for its operation was financed through borrowings at high 

interest rate while on the other hand its own funds were lying idle in the form 

of receivables and advances without any interest. Thus JEMC have to make 

clear policy of debt management. 

 

4.4 Profitability Ratio 

 

Profitability Ratios measures a firms earning capacity and operation 

efficiency.  A company must earn a sufficient amount of profit to survive and 

sustain in the future from its operation.  No, firm can exist without a sufficient 

profit. Therefore, profit is the ultimate outcome of any company. 
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Profitability ratios of the firm can be calculated in relation to sales and in 

relation to investment.  Profit of JEMC can be found by applying the 

profitability ratios.  Profitability ratio indicate the corporations overall efficiency 

of operation.  It is true that higher the profitability ratio betters the financial 

position and vice versa.  Thus, financial manager should consciously evaluate 

the efficiency of the company in terms of profit.  The profitability ratios are 

calculated to measure the operating efficiency of the company.  Two major 

types of profitability ratios are calculated. 

1. Net Profit to Net Worth (Return on Investment) 

2. Net Profit to Net Sales 

 

 

4.4.1 Net Profit to Net worth (Return on Investment) 

 

IIInnn   ooorrrdddeeerrr   tttooo   eeevvvaaallluuuaaattteee   wwwhhheeettthhheeerrr   ttthhheee   cccooommmpppaaannnyyy   iiisss   

mmmaaakkkiiinnnggg   aaannn   aaadddeeeqqquuuaaattteee   ppprrrooofffiiittt   ooorrr   rrreeeaaasssooonnnaaabbbllleee   

rrreeetttuuurrrnnn   ooonnn   iiinnnvvveeessstttmmmeeennnttt   ooorrr   nnnooottt,,,   ttthhheee   nnneeettt   ppprrrooofffiiittt   

tttooo   nnneeettt   wwwooorrrttthhh   rrraaatttiiiooo   iiisss   uuussseeeddd...      TTThhhiiisss   rrraaatttiiiooo   jjjuuudddgggeeesss   

ttthhheee   eeeffffffeeeccctttiiivvveeennneeessssss   iiinnn   uuusssiiinnnggg   ttthhheee   tttoootttaaalll   fffuuunnnddd   

sssuuuppppppllliiieeeddd   bbbyyy   ttthhheee   ooowwwnnneeerrrsss   aaannnddd   cccrrreeedddiiitttooorrrsss...      

HHHiiiggghhheeerrr   rrraaatttiiiooo   ssshhhooowwwsss   ttthhheee   hhhiiiggghhheeerrr   rrreeetttuuurrrnnn   ooonnn   ttthhheee   

aaasssssseeetttsss   uuussseeeddd   iiinnn   ttthhheee   bbbuuusssiiinnneeessssss   ttthhheeerrreeebbbyyy   

iiinnndddiiicccaaatttiiiooonnn   eeeffffffeeeccctttiiivvveee   uuussseee   ooofff   ttthhheee   rrreeesssooouuurrrccceeesss   

aaavvvaaaiiilllaaabbbllleee   aaannnddd   vvviiiccceee   vvveeerrrsssaaa...   IIIttt   cccaaannn   bbbeee   

cccaaalllcccuuulllaaattteeeddd   bbbyyy   dddiiivvviiidddiiinnnggg   NNNeeettt   PPPrrrooofffiiittt   bbbeeefffooorrreee   tttaaaxxx   

aaannnddd   bbbooonnnuuusss   tttooo   nnneeettt   wwwooorrrttthhh...   
 

Net Profit to Net worth Ratio =  
Net Profit before tax and bonus 

Net Worth 
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Table: 4.8 

Net Profit to Net Worth Ratio 
(Rs. In 

thousand) 

Fiscal Years 

Net Profit before 

tax and bonus Net Worth 

Net Profit to Net 

worth ratio (%) 

2056/57 237120 478621 0.5 

2057/58 481793 532198 0.9 

2058/59 727420 562872 1.3 

2059/60 744136 565885 1.3 

2060/61 8369 591838 0.01 

2061/62 34475 609392 0.06 

2062/63 32345 648489 0.05 

2063/64 (30180) 553663 (0.05) 

2064/65 (88006) 469969 (0.18) 

2065/66 (132731) 337237 (0.39) 

Average 201905 535016 0.38 

 

In the table: 4.8, it is observed that the highest rate of return on investment is 

1.3 in the two years 2058/059 and 2059/060.  The investor of JEMC i.e. the 

government‟s expectation of return on investment is 7 % to 9 % where as the 

actual average return on investment for the study period is 0.9%.  The net 

profit before tax to net worth ratio or return on investment is very low.  If we go 

through the Profit and loss account there is an operating loss instead of 

negligible profit from 2063/064 to 2065/066.   
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Figure: 4.8 

Net Profit and Net Worth 
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According to the Figure: 4.8, Net Profit is increasing in trend and Net Worth or 

Return on Investment are also is in increasing trend.  Though both of them 

are in increasing trend JEMC is not making reasonable return on investment  

 

In order to have a reasonable rate of return the management must curtail the 

unnecessary overheads and working capital. 

 

4.4.2 Net Profit to Sales Ratio 

 

This ratio measures the overall profitability of the firm by establishing 

relationship between net profit and sales. A high net profit margin would 

enable the firm to withstand adverse economic conditions and a low margin 

will have opposite implications.  The relationship between net profit and sales 

indicates management's ability to operate the business with sufficient success 

not only to recover the cost of production, operation expenses of business 

and cost of borrowed fund but also to leave a margin of reasonable 

compensation to the owners for providing their capital at risk.  It can be 

calculated by dividing Net Profit by Sales and expressed as percentage of net 

sales  
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Sales constitute the fundamental dynamic force in a business enterprise.  

Without sufficient sales of goods and services business may not be 

successful.  The ratio of net profit to sales shows the profitability of 

corporations indicating that the only increase in sales does not mean anything 

unless it commands profit.  Form this ratio it can also be acquired the 

information of the total expenses incurred during a certain period of time. 

Formula and calculation of net profit to sales ratio is presented below. 

 

Net Profit to Sales Ratio =  

 

 

Table: 4.9 

Net Profit to Sales Ratio 
                                                                       (Rs. In thousand) 

 Fiscal 

Years Sales Net Profit 

Net Profit 

to sales  

2056/57 425091 237120 0.55 

2057/58 432764 481793 1.1 

2058/59 547289 727420 1.31 

2059/60 412049 744136 1.78 

2060/61 463821 8369 0.02 

2061/62 652455 34475 0.05 

2062/63 621197 32345 0.05 

2063/64 493828 (30180) (0.06) 

2064/65 561662 (83694) (015) 

2065/66 724963 (132731) (0.18) 

Average 533512 201905 0.38 

 

 

From the table: 4.9, it can be observed that the ratio of Net Profit to Sales is 

increasing year by year by the year2059/60 than decreased than after and 

increase highly in 2065/066.  The maximum ratio is 1.78% in the year 

Net Profit 
Sales 
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2059/2060 and minimum ratio is 0.02% in the year 2060/61 then after 

negative in the year 2063/064, 2064/065 and 2065/066.  Consequently the 

ratio is not in favourable or expected condition though the ratios are in 

increasing trend. 

 

Figure: 4.9 
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The Figure: 4.9 of profit and sales of JEMC shows that the profit of JEMC is in 

increasing trend and sales are in fluctuating position.  Though it is earning 

profit, it does not mean that its net profit is very good. As mentioned earlier, 

the expenses in JEMC still does not seem to be in due control therefore the 

management of JEMC should take initiative actions to reduce unnecessary 

and wasteful expenses. 

 

4.5 Leverage Ratio 

 

4.5.1 Debt-equity Ratio (Fixed assets to Net Worth) 

 

It is the test of long-term solvency of the firm.  Debt-equity ratio measures the 

relative claims of creditors and owners against the assets of the firm.  This 
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ratio indicates the relationship between debt and equity i.e. outsiders funds 

and shareholders funds which are sometime called as external and internal 

equities. The ratio is also termed as debt to net worth ratio.  It can be 

calculated either by dividing the Fixed Assets by Net Worth or Total Debt by 

Shareholder‟s Equity/funds.  For a industry company the standard derived 

ratio is 65%, However, if the nature of the company is distributive or 

advertising then a lower ratio is considered satisfactory. 

 

The ratio of Fixed Assets to Net Worth is most important ratio to find out the 

percentage of fixed assets financed by owners of the organisation.   The fixed 

asset for an organization is required by the nature of the organization.  The 

proprietors of the organization have to invest in fixed assets as a permanent 

investment.  It can be financed by outward sources like banks and financial 

institutions but excessive reliance on creditors and loans form banks is a sign 

of weakness of the organization. Formula and calculations of the ratio is 

shown below. 

Fixed Assets to Net Worth Ratio =  

 

Table: 4.10 

Fixed Assets to Net Worth Ratio 
(Rs. In thousand) 

Fiscal  

Years Fixed Assets Net Worth Ratio in % 

2056/57 276277 478621 58% 

2057/58 338264 532198 64% 

2058/59 297101 562872 53% 

2059/60 277538 565885 49% 

2060/61 267472 591838 45% 

2061/62 259808 609392 43% 

2062/63 248256 648489 38% 

2063/64 249179 553663 45% 

2064/65 251777 469969 54% 

2065/66 261271 337237 77% 

Fixed Assets 
Net Worth 
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Average 272694 535016 51% 

The table: 4.10 show that the ratio (in percentage) is 58% for the year 

2056/057 and then it increased in 64% in the year 2057/058.  Again the ratio 

increases highly in the year 2065/2066 as 77%. Thus the tendency of fixed 

assets to net worth has again decreased to 53 %, 49%, 45%, 43% and 38% in 

the remaining five years 2058/059 and 2062/063 respectively and again starts 

to increase in 2063/064 ,2064/065 and 2065/066. 

 

So, conclusion can be drawn that Fixed Assets to Net Worth does not reach 

to the general industries standard (i.e. 65%) for five following years except in 

the year 2065/066. 

 

Figure: 4.10 
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The graph shows the relation between total fixed assets and Net Worth of 

JEMC.  The increasing trend of fixed asset increased up to the year 2057/058 

and begins to decline.  In other hand Net Worth is in increasing trend. Though 

its Net worth (equity) is in increasing JEMC is not in a position to cover its 

long-term debts or in a satisfactory level. 
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4.5.2 Total Debt Ratio (Current Liabilities to Net Worth) 

 

TTThhheee   rrraaatttiiiooo   ooofff   cccuuurrrrrreeennnttt   llliiiaaabbbiiillliiitttiiieeesss   tttooo   NNNeeettt   WWWooorrrttthhh   

mmmeeeaaasssuuurrreeesss   ttthhheee   rrreeelllaaatttiiivvveee   cccooonnntttrrriiibbbuuutttiiiooonnn   ooofff   ssshhhooorrrttt---

ttteeerrrmmm   cccrrreeedddiiitttooorrrsss   aaannnddd   ooowwwnnneeerrrsss   iiinnn   ttthhheee   cccaaapppiiitttaaalll   ooofff   

ttthhheee   ooorrrgggaaannniiizzzaaatttiiiooonnn...      IIIfff   ttthhheee   fffuuunnnddd   ppprrrooovvviiidddeeeddd   bbbyyy   

ttthhheeemmm   iiisss   iiinnnsssuuuffffffiiiccciiieeennnttt,,,   ttthhheee   ooorrrgggaaannniiizzzaaatttiiiooonnn   hhhaaasss   tttooo   

rrriiissseee   fffrrrooommm   bbbaaannnkkksss   aaannnddd   fffiiinnnaaannnccciiiaaalll   iiinnnssstttiiitttuuutttiiiooonnn   ooonnn   

aaa   hhhiiiggghhh   rrraaattteee   ooofff   iiinnnttteeerrreeesssttt,,,   wwwhhhiiiccchhh   wwwiiillllll   bbbeee   aaa   

bbbuuurrrdddeeennn   tttooo   ttthhheee   ooorrrgggaaannniiizzzaaatttiiiooonnn...      TTThhheee   rrraaatttiiiooo   iiisss   

cccaaalllcccuuulllaaattteeeddd   bbbyyy   dddiiivvviiidddiiinnnggg   ttthhheee   cccuuurrrrrreeennnttt   llliiiaaabbbiiillliiitttiiieeesss   

bbbyyy   NNNeeettt   WWWooorrrttthhh...      TTThhheee   gggeeennneeerrraaalll   iiinnnddduuussstttrrriiiaaalll   

ssstttaaannndddaaarrrddd   fffooorrr   cccuuurrrrrreeennnttt   llliiiaaabbbiiillliiitttiiieeesss   tttooo   nnneeettt   wwwooorrrttthhh   

iiisss   333000   %%%   tttooo   333555%%%...   TTThhheee   ssstttaaannndddaaarrrddd   aaalllsssooo   dddeeepppeeennndddsss   

ttthhheee   nnnaaatttuuurrreee   ooofff   ttthhheee   bbbuuusssiiinnneeessssss...   

   

CCCuuurrrrrreeennnttt   LLLiiiaaabbbiiillliiitttiiieeesss   tttooo   NNNeeettt   WWWooorrrttthhh   RRRaaatttiiiooo   ===   
 

 

Table: 4.11 

Current Liabilities to Net Worth Ratio 
                                                                                 (Rs. In thousand) 

Fiscal 

Years Current Liabilities Net Worth Ratio in (%) 

2056/57 215992 478621 45% 

2057/58 146843 562198 26% 

Current Liabilities 
Net Worth 
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2058/59 109077 562872 19% 

2059/60 161511 565885 29% 

2060/61 98899 591838 17% 

2061/62 220318 609392 36% 

2062/63 103135 648489 16% 

2063/64 103617 553663 19% 

2064/65 187283 469969 40% 

2065/66 720103 337237 214% 

Average 206677 535016 39% 

 

 

The table: 4.11 shows that the total Current Liabilities fluctuate throughout the 

year but Net worth of JEMC is in increasing trend.  The ratio of current 

liabilities to net worth for the year 2055/056 to 2056/057 is 32% and 45%, 

which covers the general industrial standard and it good for JEMC.  Whereas 

for the year 2057/058 to 2063/64, the ratios were 26%, 19%, 29%, 17%, 

36%,16% and 19%  respectively, which do not reached to the general 

industrial standard.  Finally it reaches to 214% in 2065/066. So, in these year 

Current Liabilities to Net Worth is not satisfactory for JEMC.  

 

Figure: 4.11 

Current Liabilities and Net Worth  
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In the Figure: 4.11 Current Liabilities increased up to the year 2056/057 and 

have a fluctuate position then after.  Net worth of JEMC is increasing trend. 

Though the trend of Current Liabilities is in fluctuating trend the Net worth of 

JEMC is increased by 17% in the year 2057/058 and increased gradually in 

the following years. Thus, it can be observed that the current liability to net 

worth ratio of JEMC is not so satisfactory. 

 

4.6 Funds Flow Statement 

 

On the evaluation of financial position of a concern, only the increase or 

decrease ratio is not sufficient one must have knowledge about the movement 

of funds into the organisation.  A huge amount of capital investment does not 

mean the well condition f the concern.  The capital invested in the concern 

must circulate in the various sector, which accumulates funds or multiply the 

funds or generate funds as the blood circulate in our body.  If the funds kept 

stand still for a long time and does not generate further fund, the organization 

position cannot be said as efficient or good. 

 

While evaluating the financial position of a concern, fund flow analysis can be 

used as another significant technique of financial analysis.  This technique is 
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designed to highlight changes in the financial condition of a concern between 

two financial dates.  On the commencement of business the funds obtained or 

invested by the promoter will be used in acquiring fixed of current assets 

according to the nature of the business concern.  In the course of its business 

activity they circulate at a necessary rate from one point to another and 

complete the cycle and repeat it again like cash to raw material, raw material 

stock to finished goods inventory, inventory to receivables and receivables to 

cash etc.   

 

Since the funds are called circulation or working capital it circulates as above 

as the nature of the business if it does not circulate and interrupted or retained 

in one sector for a long time it does not generate further wealth.  

Consequently the business concern may be collapsed. 

 

AAAsss   ttthhheee   nnnaaammmeee   iiimmmpppllliiieeesss   ttthhheee   fffuuunnnddd   ffflllooowww   

ssstttaaattteeemmmeeennnttt   ssshhhooowwwiiinnnggg   sssooouuurrrccceeesss   aaannnddd   aaappppppllliiicccaaatttiiiooonnn   

ooofff   fffuuunnndddsss   pppooopppuuulllaaarrrlllyyy   kkknnnooowwwnnn   aaasss   “““FFFuuunnnddd   FFFlllooowww   

SSStttaaattteeemmmeeennnttt...      TTThhheee   ssstttuuudddyyy   ooofff   fffuuunnnddd   ffflllooowww   

ssstttaaattteeemmmeeennnttt   dddeeepppiiiccctttsss   hhhooowww   ttthhheee   fffiiirrrmmm'''sss   llliiiqqquuuiiiddd   cccaaassshhh   

aaannnddd   cccrrreeedddiiittt   fffuuunnnddd   (((rrreeesssooouuurrrccceeesss)))   hhhaaavvveee   bbbeeeeeennn   

eeemmmpppllloooyyyeeeddd...      IIIttt   wwwiiillllll   eeemmmppphhhaaasssiiissseee   ooonnn   

uuunnndddeeerrrssstttaaannndddiiinnnggg   ooofff   ttthhheee   mmmeeeaaannnsss   bbbyyy   wwwhhhiiiccchhh   

iiinnncccrrreeeaaassseee   iiinnn   ttthhheee   fffiiirrrmmmsss   wwweeeaaalllttthhh   hhhaaavvveee   bbbeeeeeennn   

fffiiinnnaaannnccceeeddd,,,   fffrrrooommm   wwwhhhiiiccchhh   fffuuunnndddsss   wwweeerrreee   dddeeerrriiivvveeeddd   

aaannnddd   uuussseeeddd   ooorrr   iiittt   iiidddeeennntttiiifffyyy   ttthhheee   ccchhhaaannngggeeesss   ttthhhaaattt   hhhaaavvveee   

aaaccccccrrruuueeeddd   iiinnn   aaasssssseeetttsss   aaannnddd   llliiiaaabbbiiillliiitttiiieeesss   iiittteeemmmsss   

bbbeeetttwwweeeeeennn   tttwwwooo   dddiiiffffffeeerrreeennnttt   bbbaaalllaaannnccceee   ssshhheeeeeetttsss...      SSSooo,,,   iiittt   

iiisss   aaa   ppprrrooogggrrreeessssss   rrreeepppooorrrttt   ooonnn   ttthhheee   ccchhhaaannngggeeesss   iiinnn   ttthhheee   
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cccooommmpppooosssiiitttiiiooonnn   ooofff   aaa   fffiiirrrmmm’’’sss   nnneeettt   wwweeeaaalllttthhh   ddduuurrriiinnnggg   

ttthhheee   ssstttuuurrrdddyyy   pppeeerrriiioooddd   
 

Comparatively, use of fund is more than the sources of fund in total. It mean 

there is decrease in the fund in this seven years period. This creates 

difficulties in working capital management. So the management should think 

over the management of working capital properly.  

 

4.7 Cost Analysis 

 

DDDuuurrriiinnnggg   aaa   ccceeerrrtttaaaiiinnn   pppeeerrriiioooddd   fffiiinnnaaannnccciiiaaalll   aaaccccccooouuunnntttsss   

wwwaaasss   dddeeeeeemmmeeeddd   aaasss   aaa   tttoooooolll   ooofff   ppprrrooovvviiidddiiinnnggg   ttthhheee   

fffiiinnnaaannnccciiiaaalll   iiinnnfffooorrrmmmaaatttiiiooonnn   ooofff   aaannnyyy   bbbuuusssiiinnneeessssss   

rrreeecccooorrrdddiiinnnggg   tttrrraaannnsssaaaccctttiiiooonnn...      IIIttt   fffuuurrrnnniiissshhheeesss   ppprrrooofffiiittt   

aaannnddd   lllooossssss   aaaccccccooouuunnnttt   aaannnddd   BBBaaalllaaannnccceee   ssshhheeeeeettt   

rrreeevvveeeaaallliiinnnggg   fffiiinnnaaannnccciiiaaalll   pppooosssiiitttiiiooonnn   aaasss   aaattt   ttthhheee   eeennnddd   ooofff   

ttthhheee   pppeeerrriiioooddd   bbbyyy   wwwhhhiiiccchhh   ttthhheee   sssuuucccccceeessssss   ooorrr   fffaaaiiillluuurrreee   ooofff   

ttthhheee   ooorrrgggaaannniiisssaaatttiiiooonnn   iiisss   dddeeepppiiicccttteeeddd...      TTTooodddaaayyy,,,   

fffooollllllooowwwiiinnnggg   ttthhheee   iiinnnddduuussstttrrriiiaaalll   RRReeevvvooollluuutttiiiooonnn   ttthhheee   

bbbuuusssiiinnneeessssss   ooorrrgggaaannniiisssaaatttiiiooonnn   hhhaaavvveee   tttooo   fffaaaccceee   kkkeeeeeennn   

cccooommmpppeeetttiiitttiiiooonnn   iiinnn   ttthhheee   nnnaaatttiiiooonnnaaalll   aaannnddd   

iiinnnttteeerrrnnnaaatttiiiooonnnaaalll   mmmaaarrrkkkeeettt...      AAA   bbbuuusssiiinnneeessssss   cccooonnnccceeerrrnnnsss   

mmmuuusssttt   kkknnnooowww   aaaccctttuuuaaalll   fffiiinnnaaannnccciiiaaalll   pppooosssiiitttiiiooonnn   tttiiimmmeee   tttooo   

tttiiimmmeee...      BBBeeesssiiidddeee   ttthhheeessseee   ooonnneee   ssshhhooouuulllddd   bbbeee   cccooosssttt   

cccooonnnsssccciiiooouuusss,,,   aaasss   iiittt   iiisss   hhheeelllpppfffuuulll   iiinnn   fffiiixxxiiinnnggg   ppprrriiiccceee   ooofff   

iiitttsss   ppprrroooddduuucccttt   iiinnn   aaa   cccooommmpppeeetttiiitttiiivvveee   bbbaaasssiiisss...      SSSooo,,,   aaa   

bbbuuusssiiinnneeessssss   cccooonnnccceeerrrnnn   wwwhhheeettthhheeerrr   iiittt   iiisss   aaa   tttrrraaadddiiinnnggg   ooorrr   

mmmaaannnuuufffaaaccctttuuurrriiinnnggg   ssshhhooouuulllddd   kkknnnooowww   ttthhheee   cccooosssttt   iiinnn   
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aaacccqqquuuiiirrriiinnnggg   ttthhheee   gggoooooodddsss   ooorrr   ttthhheee   ooopppeeerrraaatttiiiooonnn   cccooosssttt   

(((ttthhheee   cccooosssttt   iiinnncccuuurrrrrreeeddd   iiinnn   ttthhheee   ppprrroooccceeessssss   ooofff   iiitttsss   

ppprrroooddduuucccttt   ooorrr   iiinnn   ttthhheee   ssseeerrrvvviiiccceeesss   rrreeennndddeeerrreeeddd)))         
 

In this cost conscious market, mere knowledge of total cost of sales cannot 

satisfy the management and may not be in a position to control the various 

cost of product. For the proper decision making the management must have 

clear picture of different elements of cost.  Generally elements of costs are 

bifurcated as Direct and Indirect Cost.  The direct costs are also further 

divided into direct material, direct labour and direct expenses.  Similarly the 

Indirect expenses are also bifurcated as works overhead, selling and 

distribution overhead and Administration overhead. (Taken form the book, 

Lectures on Costing). 

 

Apart form the analysis of the total coast by its elements, another method of 

analysis, which is often used in costing, is the decision of the total cost 

between fixed and variable cost.  In simple terms the variable costs are the 

items of expenditure, which vary with the units of product produce, whilst the 

fixed costs are those, which remain more or less constant irrespective of an 

increase or decrease in the number of units produced. Items comprising the 

prime cost viz. the Direct Material, Direct Labour and the Direct Expenses are 

normally variable costs.  Whist most items of overhead expenditure are fixed 

cost.  The classification is very important in guiding management decisions 

regarding changes in production capacities and in fixation of selling prices etc 

and controlling cost element overheads.   Following this method JEMC also 

bifurcated the total cost into two parts i.e. press expenditure as variable cost 

and selling, distribution and administrative expenses as fixed cost.  

 

According to the balance sheet of JEMC, the total cost of cost of sales is 

classified into (a) Direct or variable cost (b) Indirect or Fixed Cost.  Again the 

fixed cost is subdivided into two division (a) Indirect expenses (b) Provision for 

expenses.  In other words the total cost constitutes direct cost, indirect cost 

and provision for expenses.  Among provisions the provisions for depreciation 
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is the major portion, which affects the cost of sales and consequently the 

profitability of a concern though working capital of the company is not 

affected.  It is observed that paper is the biggest component among variable 

cost (i.e. 71.48%) followed by salaries and allowances (i.e. 17.24%).  These 

two components combined together play a vita role in pricing textbook of 

JEMC.  Since these two components constitute a major part of cost of 

production, the management must always be alert in procuring the paper for 

printing text books and proper capacity utilization of labour. 

 

Regarding Fixed Cost (a) Salaries and allowances of administrative staffs (b) 

Bank interest (c) Depreciation are the major components.  In every year 

salaries and allowances increased steadily and depreciation is also increased 

steadily as these two components are uncontrollable fixed cost.  From the 

table it can also be observed that the there is huge amount of interest paid.  

As a result the cost of bank interest influenced in the profitability of JEMC also 

seems that the working capital is not managed properly. 

 

So, conclusion can be drawn that salaries, wages as a whole, paper cost, and 

bank interest are three major components of total cost of sales.  So, 

management needs to have close observation on these factors for upgrading 

the financial position of organization. 

4.8 Pricing of Text Book in JEMC 
 

According to the policy of JEMC, it is known that the JEMC had adopted the 

pricing of Rs. 0.20 per page of the textbook. Without analysing its cost it has 

been pricing the book as 20 paisa per page of the textbook. In this section an 

attempt it done to analyse the cost of sale per page after adjusting 10% profit 

on cost and 20% commission on sales. 

 

4.9 Break Even Analysis 

BBBrrreeeaaakkk   EEEvvveeennn   AAAnnnaaalllyyysssiiisss   iiisss   uuussseeeddd   aaasss   aaannnooottthhheeerrr   tttoooooolll   

ooofff   eeevvvaaallluuuaaatttiiinnnggg   aaa   bbbuuusssiiinnneeessssss   cccooonnnccceeerrrnnn   aaasss   aaa   mmmooovvveee   

aaadddvvvaaannnccceee   aaannnddd   iiimmmppprrrooovvveeeddd   ttteeeccchhhnnniiiqqquuueee   ooofff   
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fffiiinnnaaannnccciiiaaalll   aaannnaaalllyyysssiiisss...      IIIttt   iiisss   cccooonnnccceeerrrnnneeeddd   wwwiiittthhh   ttthhheee   

CCCooosssttt   VVVooollluuummmeee   PPPrrrooofffiiittt   AAAnnnaaalllyyysssiiisss...      IIIttt   mmmaaagggnnniiifffiiieeesss   aaa   

ssseeettt   ooofff   iiinnnttteeerrr   rrreeelllaaatttiiiooonnnssshhhiiippp   ooofff   fffiiixxxeeeddd   cccooosssttt,,,   

vvvaaarrriiiaaabbbllleee   cccooosssttt,,,   ttthhheee   llleeevvveeelll   ooofff   aaaccctttiiivvviiitttyyy,,,   sssaaallleeesss   mmmiiixxx   

aaannnddd   ttthhheee   ppprrrooofffiiitttaaabbbiiillliiitttyyy   ooofff   ttthhheee   cccooonnnccceeerrrnnn...      TTThhhiiisss   

aaannnaaalllyyysssiiisss   iiisss   mmmaaadddeee   mmmaaattthhheeemmmaaatttiiicccaaallllllyyy   tttooo   fffiiinnnddd   ooouuuttt   

ttthhheee   BBBEEEPPP,,,   CCCooonnntttrrriiibbbuuutttiiiooonnn   aaannnddd   mmmaaarrrgggiiinnn   ooofff   sssaaafffeeetttyyy   

eeetttccc...         

TTTaaabbbllleee:::   444...111222   

BBBrrreeeaaakkk   EEEvvveeennn   AAAnnnaaalllyyysssiiisss   

                              (((RRRsss...   IIInnn   

TTThhhooouuusssaaannnddd)))   
Year 2056/57 2057/58 2058/59 2059/60 2060/61 2061/62 2062/63 2063/64 2064/65 2065/66 

Total Sales 

Revenue 
428,814 438,045 553,220 418,100 494,053 669,568 630222 507413 567237 732924 

Less, Com. on 

Sales 
74,734 75,064 100,179 75,859 95,737 118,152 109580 _ _ - 

Net Sales Income 354,080 362,981 453,041 342,241 398,316 551,416 520642 507413 567237 732924 

Less, Variable Cost 263,479 250,960 313,977 234,717 241,710 369,593 378008 448003 534404 708198 

Contribution Margin 90,601 112,021 139,064 107,524 156,606 181,823 142634 59410 32833 24726 

Fixed Cost 88,230 107,203 131,790 100,083 104,168 168,649 110289 89590 116527 157457 

Profit 2,371 4,818 7,274 7,441 52,438 13,174 32345 (30180) (83694) (132731) 

BEP (in Rs.) 344,814 347,369 429,344 318,557 377,451 527,386 402514 765726 1942116 5248567 

BEP in % 97.38 95.70 94.77 93.08 94.76 95.64 77.31 150.91 342.38 716.11 

   
From the table: 4.12, it is found that the margin of safety of the JEMC is very 

low in each of the year. The highest margin of safety is 6.92% in the year 

2059/60 and the lowest safety of margin is 1.35% in the year 2055/56. It 

means either the actual sales are nearly to the BEP sales or the fix cost of the 

centre is very high. So the bank should increase the margin of safety to 

manage its working capital properly and easily.  
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4.10 Correlation Analysis 

 

Correlation is a statistical tool, which studies the relationship between two 

variables. Correlation coefficient summarized in one figure, the degree and 

they extend to which the two variables are correlated but is does not tell about 

cause and effect.  

 

For analyzing the relationship between two variables, Karl Person‟s 

correlation coefficient (r) has been used. Correlation analysis describes the 

positive or negative relationship between variables.  It helps to determine 

whether there is: 

 A positive or negative relationship exists 

 The relationship is significant or insignificant and 

 Establish cause and effect relation if any 

 

The statistical tool, correlation analysis is preferred in this study to identify the 

relationship between variables, whether the relationship is significant or not.  

For the purpose of decision- making, interpretation is based on following term: 

 

1. When r = 1,there is perfect positive correlation. 

2. When r = -1, there is perfect negative correlation  

3. When r = 0, there is no correlation 

4. When „r‟ lies between 0.7 to 0.999 (-0.7 to 0.999) there is a high degree 

of positive ( or negative ) correlation. 

5. When „r‟ lies between 0.5 to 0.699, there is moderate degree of 

correlation. 

6. When „r‟ is less than 0.5,there is low degree of correlation. 

 

4.10.1 Correlation between Total Inventories to Working 

Capital 
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0.6745(1-r
2
) 

√n 

0.6745(1-(-0.76)2) 

√10 

TTThhheee   cccoooeeeffffffiiiccciiieeennnttt   ooofff   cccooorrrrrreeelllaaatttiiiooonnn   bbbeeetttwwweeeeeennn   tttoootttaaalll   

iiinnnvvveeennntttooorrriiieeesss   tttooo   wwwooorrrkkkiiinnnggg   cccaaapppiiitttaaalll   iiisss   tttooo   mmmeeeaaasssuuurrreee   

ttthhheee   dddeeegggrrreeeeee   ooofff   rrreeelllaaatttiiiooonnnssshhhiiippp   bbbeeetttwwweeeeeennn   ttthhheeessseee   tttwwwooo   

vvvaaarrriiiaaabbbllleeesss...   IIInnn   ttthhheee   aaannnaaalllyyysssiiisss   tttoootttaaalll   iiinnnvvveeennntttooorrriiieeesss   iiisss   

dddeeepppeeennndddeeennnttt   vvvaaarrriiiaaabbbllleee   aaannnddd   tttoootttaaalll   wwwooorrrkkkiiinnnggg   

cccaaapppiiitttaaalll   iiisss   iiinnndddeeepppeeennndddeeennnttt   vvvaaarrriiiaaabbbllleee...   TTThhheee   

pppuuurrrpppooossseee   ooofff   ttthhheee   cccooommmpppuuutttiiinnnggg   cccooorrrrrreeelllaaatttiiiooonnn   

cccoooeeeffffffiiiccciiieeennnttt   iiisss   tttooo   jjjuuussstttiiifffyyy   wwwhhheeettthhheeerrr   ttthhheeerrreee   iiisss   aaannnyyy   

rrreeelllaaatttiiiooonnnssshhhiiippp   bbbeeetttwwweeeeeennn   tttwwwooo   vvvaaarrriiiaaabbbllleeesss   ooorrr   nnnooottt...   
 

From the computation (see appendix - I), it is found that the coefficient of 

correlation between total inventories and working capital is -0.73. It shows that 

there is moderate degree of negative correlation between these two variables. 

 

Calculation of Probable Error (P.E.) 

 

    P.E.  = 

 

 

      

=                                    = 0.09 

 

 

 

Now,10 x P.E. = 10 x 0.09 = 0.9 

   

SSSiiinnnccceee,,,   rrr   iiisss   nnneeeaaarrr   tttooo   666   xxx   PPP...EEE,,,   TTThhheee   vvvaaallluuueee   ooofff   rrr   iiisss   

sssiiigggnnniiifffiiicccaaannnttt   iii...eee...   ttthhheeerrreee   iiisss   sssiiigggnnniiifffiiicccaaannnttt   

rrreeelllaaatttiiiooonnnssshhhiiippp   bbbeeetttwwweeeeeennn   tttoootttaaalll   iiinnnvvveeennntttooorrriiieeesss   tttooo   

wwwooorrrkkkiiinnnggg   cccaaapppiiitttaaalll...   
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0.6745(1-r
2
) 

√n 

0.6745(1-(-0.68)
2
) 

√10 

4.10.2 Correlation between Total Receivables to Total Sales 

 

TTThhheee   cccoooeeeffffffiiiccciiieeennnttt   ooofff   cccooorrrrrreeelllaaatttiiiooonnn   bbbeeetttwwweeeeeennn   tttoootttaaalll   

rrreeeccceeeiiivvvaaabbbllleeesss   tttooo   tttoootttaaalll   sssaaallleeesss   iiisss   tttooo   mmmeeeaaasssuuurrreee   ttthhheee   

dddeeegggrrreeeeee   ooofff   rrreeelllaaatttiiiooonnnssshhhiiippp   bbbeeetttwwweeeeeennn   ttthhheeessseee   tttwwwooo   

vvvaaarrriiiaaabbbllleeesss...   IIInnn   ttthhheee   aaannnaaalllyyysssiiisss   tttoootttaaalll   rrreeeccceeeiiivvvaaabbbllleee   iiisss   

dddeeepppeeennndddeeennnttt   vvvaaarrriiiaaabbbllleee   aaannnddd   tttoootttaaalll   sssaaallleeesss   aaarrreee   

iiinnndddeeepppeeennndddeeennnttt   vvvaaarrriiiaaabbbllleee...   TTThhheee   pppuuurrrpppooossseee   ooofff   ttthhheee   

cccooommmpppuuutttiiinnnggg   cccooorrrrrreeelllaaatttiiiooonnn   cccoooeeeffffffiiiccciiieeennnttt   iiisss   tttooo   

jjjuuussstttiiifffyyy   wwwhhheeettthhheeerrr   ttthhheeerrreee   iiisss   aaannnyyy   rrreeelllaaatttiiiooonnnssshhhiiippp   

bbbeeetttwwweeeeeennn   tttwwwooo   vvvaaarrriiiaaabbbllleeesss   ooorrr   nnnooottt...   
 

From the computation (see appendix - II), it is found that the coefficient of 

correlation between total receivables to total sales is -0.68. It shows that there 

is low degree of negative correlation between these two variables. 

 

Calculation of Probable Error (P.E.) 

 

P.E. = 

 

      

=                                    = 0.11 

 

 

SSSiiinnnccceee,,,   rrr   <<<   PPP...EEE,,,   TTThhheee   vvvaaallluuueee   ooofff   rrr   iiisss   nnnooottt   

sssiiigggnnniiifffiiicccaaannnttt   aaattt   aaallllll   iii...eee...   ttthhheeerrreee   iiisss   nnnooo   sssiiigggnnniiifffiiicccaaannnttt   

rrreeelllaaatttiiiooonnnssshhhiiippp   bbbeeetttwwweeeeeennn   tttoootttaaalll   rrreeeccceeeiiivvvaaabbbllleeesss   tttooo   

tttoootttaaalll   sssaaallleeesss...   
 

4.10.3 Correlation between Net Profits to Total Sales 
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0.6745(1-r
2
) 

√n 

0.6745(1-(-0.64)
2
) 

√10 

TTThhheee   cccoooeeeffffffiiiccciiieeennnttt   ooofff   cccooorrrrrreeelllaaatttiiiooonnn   bbbeeetttwwweeeeeennn   nnneeettt   

ppprrrooofffiiitttsss   tttooo   tttoootttaaalll   sssaaallleeesss   iiisss   tttooo   mmmeeeaaasssuuurrreee   ttthhheee   

dddeeegggrrreeeeee   ooofff   rrreeelllaaatttiiiooonnnssshhhiiippp   bbbeeetttwwweeeeeennn   ttthhheeessseee   tttwwwooo   

vvvaaarrriiiaaabbbllleeesss...   IIInnn   ttthhheee   aaannnaaalllyyysssiiisss   nnneeettt   ppprrrooofffiiittt   iiisss   

dddeeepppeeennndddeeennnttt   vvvaaarrriiiaaabbbllleee   aaannnddd   tttoootttaaalll   sssaaallleeesss   iiisss   

iiinnndddeeepppeeennndddeeennnttt   vvvaaarrriiiaaabbbllleee...   TTThhheee   pppuuurrrpppooossseee   ooofff   ttthhheee   

cccooommmpppuuutttiiinnnggg   cccooorrrrrreeelllaaatttiiiooonnn   cccoooeeeffffffiiiccciiieeennnttt   iiisss   tttooo   

jjjuuussstttiiifffyyy   wwwhhheeettthhheeerrr   ttthhheeerrreee   iiisss   aaannnyyy   rrreeelllaaatttiiiooonnnssshhhiiippp   

bbbeeetttwwweeeeeennn   tttwwwooo   vvvaaarrriiiaaabbbllleeesss   ooorrr   nnnooottt...   
 

From the computation (see appendix - III), it is found that the coefficient of 

correlation between net profits to total sales is -0.64. It shows that there is 

perfect negative correlation between these two variables. 

 

Calculation of Probable Error (P.E.) 

 

    P.E. = 

 

 

     

=                                    = 0.13 

 

 

HHHeeerrreee,,,   ppprrrooobbbaaabbbllleee   eeerrrrrrooorrr   iiisss   000...111333...   IIIttt   mmmeeeaaannnsss   ttthhheeerrreee   

iiisss   eeerrrrrrooorrr   iiinnn   cccaaalllcccuuulllaaatttiiiooonnn   ooofff   cccooorrrrrreeelllaaatttiiiooonnn   

cccoooeeeffffffiiiccciiieeennnttt...   IIIttt   jjjuuussstttiiifffiiieeesss   ttthhheeerrreee   iiisss   sssiiigggnnniiifffiiicccaaannnttt   

rrreeelllaaatttiiiooonnn   bbbeeetttwwweeeeeennn   nnneeettt   ppprrrooofffiiitttsss   tttooo   tttoootttaaalll   sssaaallleeesss...   

   
4.10.4 Correlation between Current Liabilities to Net Worth 
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0.6745(1-r
2
) 

√n 

0.6745(1-(-0.83)
2
) 

√10 

TTThhheee   cccoooeeeffffffiiiccciiieeennnttt   ooofff   cccooorrrrrreeelllaaatttiiiooonnn   bbbeeetttwwweeeeeennn   

cccuuurrrrrreeennnttt   llliiiaaabbbiiillliiitttiiieeesss   tttooo   nnneeettt   wwwooorrrttthhh   iiisss   tttooo   mmmeeeaaasssuuurrreee   

ttthhheee   dddeeegggrrreeeeee   ooofff   rrreeelllaaatttiiiooonnnssshhhiiippp   bbbeeetttwwweeeeeennn   ttthhheeessseee   tttwwwooo   

vvvaaarrriiiaaabbbllleeesss...   IIInnn   ttthhheee   aaannnaaalllyyysssiiisss   cccuuurrrrrreeennnttt   llliiiaaabbbiiillliiitttiiieeesss   

iiisss   dddeeepppeeennndddeeennnttt   vvvaaarrriiiaaabbbllleee   aaannnddd   nnneeettt   wwwooorrrttthhh   iiisss   

iiinnndddeeepppeeennndddeeennnttt   vvvaaarrriiiaaabbbllleee...   TTThhheee   pppuuurrrpppooossseee   ooofff   ttthhheee   

cccooommmpppuuutttiiinnnggg   cccooorrrrrreeelllaaatttiiiooonnn   cccoooeeeffffffiiiccciiieeennnttt   iiisss   tttooo   

jjjuuussstttiiifffyyy   wwwhhheeettthhheeerrr   ttthhheeerrreee   iiisss   aaannnyyy   rrreeelllaaatttiiiooonnnssshhhiiippp   

bbbeeetttwwweeeeeennn   tttwwwooo   vvvaaarrriiiaaabbbllleeesss   ooorrr   nnnooottt...   
 

From the computation (see appendix - IV), it is found that the coefficient of 

correlation between current liabilities to net worth is -0.83. It shows that there 

is high degree of negative correlation between these two variables. 

 

Calculation of Probable Error (P.E.) 

 

    P.E. = 

 

 

      

=                                    = 0.21 

 

 

Since, r < P.E, The value of r is not significant at all i.e. there is no significant 

relationship between current liabilities to net worth 

 

4.10.5 Correlation between Net Profits to Net Worth 

 

TTThhheee   cccoooeeeffffffiiiccciiieeennnttt   ooofff   cccooorrrrrreeelllaaatttiiiooonnn   bbbeeetttwwweeeeeennn   

cccuuurrrrrreeennnttt   llliiiaaabbbiiillliiitttiiieeesss   tttooo   nnneeettt   wwwooorrrttthhh   iiisss   tttooo   mmmeeeaaasssuuurrreee   

ttthhheee   dddeeegggrrreeeeee   ooofff   rrreeelllaaatttiiiooonnnssshhhiiippp   bbbeeetttwwweeeeeennn   ttthhheeessseee   tttwwwooo   



- 132 - 

 

0.6745(1-r
2
) 

√n 

0.6745(1-(0.38)
2
) 

√10 

vvvaaarrriiiaaabbbllleeesss...   IIInnn   ttthhheee   aaannnaaalllyyysssiiisss   cccuuurrrrrreeennnttt   llliiiaaabbbiiillliiitttiiieeesss   

iiisss   dddeeepppeeennndddeeennnttt   vvvaaarrriiiaaabbbllleee   aaannnddd   nnneeettt   wwwooorrrttthhh   iiisss   

iiinnndddeeepppeeennndddeeennnttt   vvvaaarrriiiaaabbbllleee...   TTThhheee   pppuuurrrpppooossseee   ooofff   ttthhheee   

cccooommmpppuuutttiiinnnggg   cccooorrrrrreeelllaaatttiiiooonnn   cccoooeeeffffffiiiccciiieeennnttt   iiisss   tttooo   

jjjuuussstttiiifffyyy   wwwhhheeettthhheeerrr   ttthhheeerrreee   iiisss   aaannnyyy   rrreeelllaaatttiiiooonnnssshhhiiippp   

bbbeeetttwwweeeeeennn   tttwwwooo   vvvaaarrriiiaaabbbllleeesss   ooorrr   nnnooottt...   
From the computation (see appendix -V), it is found that the coefficient of 

correlation between net profits to net worth is 0.38. It shows that there is high 

degree of positive correlation between these two variables. 

 

Calculation of Probable Error (P.E.) 

 

    P.E. = 

 

 

      

=                                    = 0.18 

 

 

Now, 10 x P.E. = 10 x 0.18 = 1.8 

   

SSSiiinnnccceee,,,   666   xxx   PPP...EEE   >>>   rrr,,,   TTThhheee   vvvaaallluuueee   ooofff   rrr   iiisss   nnnooottt   

sssiiigggnnniiifffiiicccaaannnttt   iii...eee...   ttthhheeerrreee   iiisss   nnnooo   sssiiigggnnniiifffiiicccaaannnttt   

rrreeelllaaatttiiiooonnnssshhhiiippp   bbbeeetttwwweeeeeennn   nnneeettt   ppprrrooofffiiittt   tttooo   nnneeettt   wwwooorrrttthhh...   
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Chapter Five 
 

SSSuuummmmmmaaarrryyy,,,   CCCooonnncccllluuusssiiiooonnnsss   aaannnddd   

RRReeecccooommmmmmeeennndddaaatttiiiooonnnsss   
 

5.1 Introduction 

 

In this chapter, summary and conclusions of the research as well as recommendations 

are presented separately. After summarizing and concluding the research, 

recommendations are suggested to JEMC regarding the financial performance of 

Center. The researcher has tried to give suggestions and recommendations to the 

concerned center and further researcher based on this research. 

 

5.2 Summary  

 

Basically, the entire research work has focused on the study on financial aspect of 

JEMC based on working capital management. For this study, seven years period 

secondary data, i.e. 2056/57 to 2065/66, are taken. Balance sheet, profit and loss 

accounts and their appendixes are studied. For necessary information regarding the 

practice of JEMC, personal contact with the staffs of the JEMC is made. The general 

objective of the study is to analyze the financial aspect of JEMC. To meet the general 

objective, other specific objectives are formulated as follows. 
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111)))   TTTOOO   SSSTTTUUUDDDYYY   TTTHHHEEE   GGGRRROOOWWWTTTHHH   OOOFFF   TTTHHHEEE   

CCCOOOMMMPPPAAANNNYYY   (((III...EEE...   PPPRRROOODDDUUUCCCTTTIIIOOONNN,,,   

SSSAAALLLEEESSS   AAANNNDDD   FFFIIINNNAAANNNCCCIIIAAALLL   PPPOOOSSSIIITTTIIIOOONNN)))   

FFFOOORRR   TTTHHHEEE   FFFIIISSSCCCAAALLL   YYYEEEAAARRR   222000555666///222000555777   –––   

222000666555///222000666666...   

   
2) To evaluate the financial analysis (working capital management). 

 

3) To examine costing procedure and pricing policy.  

 

4) To examine production procedure and capacity utilization of the 

existing machines. 

 

5) To give suggestions, ideas and recommendations based on the 

analysis of the data. 

 

To meet the research objectives this study is divided into five chapters. First is 

introduction chapter, which includes general background, profile of the 

organization under study, statement of problem, objectives of the study, 

significance of the study, limitations of the study, and organization of the 

study. 

 

TTTHHHEEE   SSSEEECCCOOONNNDDD   CCCHHHAAAPPPTTTEEERRR   DDDEEEAAALLLSSS   WWWIIITTTHHH   

RRREEEVVVIIIEEEWWW   OOOFFF   TTTHHHEEE   LLLIIITTTEEERRRAAATTTUUURRREEE...      IIITTT   

RRREEEVVVIIIEEEWWWSSS   AAAVVVAAAIIILLLAAABBBLLLEEE   LLLIIITTTEEERRRAAATTTUUURRREEE   

RRREEEGGGAAARRRDDDIIINNNGGG   FFFIIINNNDDDIIINNNGGG   AAANNNDDD   

RRREEECCCOOOMMMMMMEEENNNDDDAAATTTIIIOOONNN   OOOFFF   PPPRRREEEVVVIIIOOOUUUSSS   
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RRREEESSSEEEAAARRRCCCHHH   WWWOOORRRKKK   MMMAAADDDEEE   IIINNN   RRREEESSSPPPEEECCCTTT   

OOOFFF   JJJEEEMMMCCC   
  

The chapter third explains research methodology used in this study. It will 

include the research design, population and sampling procedures, sources of 

data and their collection procedure, tools for analysis and methods of 

analysis. 

 

The fourth chapter focuses on presentation and analysis of data.  This chapter 

will concern with the application of defined research method on the collected 

data and information. The generated results after the application of research 

method on data will be analyzed and interpreted in this chapter.    

   

This fifth chapter presents summary conclusion and recommendations of the 

study. This fifth chapter presents summary, conclusion and recommendations 

of the study based on the facts found from observations and analysis of data‟s 

presented in the fourth chapter. 

 

TTTHHHIIISSS   SSSTTTUUUDDDYYY   IIISSS   SSSUUUFFFFFFEEERRRSSS   FFFRRROOOMMM   

DDDIIIFFFFFFEEERRREEENNNTTT   LLLIIIMMMIIITTTAAATTTIIIOOONNNSSS;;;   FFFOOORRR   TTTHHHEEE   

LLLAAACCCKKK   OOOFFF   SSSUUUFFFFFFIIICCCIIIEEENNNTTT   TTTIIIMMMEEE,,,   EEENNNOOOUUUGGGHHH   

EEECCCOOONNNOOOMMMIIICCC   RRREEESSSEEEAAARRRCCCHHH   AAANNNDDD   TTTHHHEEE   

RRRIIIGGGOOORRROOOUUUSSS   TTTIIIMMMEEE   SSSCCCHHHEEEDDDUUULLLEEE,,,   TTTHHHEEE   

RRREEESSSEEEAAARRRCCCHHHEEERRR   IIISSS   CCCOOOMMMPPPEEELLLLLLEEEDDD   TTTOOO   LLLIIIMMMIIITTT   

TTTHHHEEE   SSSTTTUUUDDDYYY   IIINNN   TTTHHHEEE   FFFOOOLLLLLLOOOWWWIIINNNGGG   WWWAAAYYYSSS...   
6) The study is based on the secondary data. 

 

7) The study is based on the financial statements (Balance sheet / Profit 

and loss) of JEMC. 
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8) The study is based on the annual publications of JEMC and Curriculum 

Development center. 

 

9) The study covers a period of ten fiscal years terms from 2056/57 to    

2065/66. 

 

10) The study is focused mainly on financial analysis (working capital 

management, costing procedure, pricing policy, production procedure, 

capacity utilization and collection of credit etc) of textbook produce in JEMC.  

 

5.3 Conclusions             

 

From the analysis of the data, following conclusions have been drawn out. 

 

It observed that the trend of current ration of JEMC over ten years is always more than the average standard norm of 2:1 except 
in the year 2056/2057and 2065/2066  which is 1.90:1and 1.11:1 respectively. 

 

The quick ratio in 2058/2059, 2060/61, 2061/62, 2062/63 and 2063/64 are 1.12, 2.17, 1.51, 2.30 and 1.77 respectively, which 
shows the satisfaction position of liquidity with in the organization and quick ratio of other remaining years are below the 

standard ratio. 

 

The ratio of inventory to working capital is 1.14:1 in 2056/2057 B.S., which 

has, goes down to 0.55:1 in 2060/2061.  The ratio is decreasing up to 0.55:1, 

which seems that JEMC is maintaining high level of inventory or with respect 

to inventory level. The working capital is very low for which the fund is 

financed by bank loan. 

 

The coefficient of correlation between total inventories and working capital is -

-0.73. It shows that there is moderate degree of negative correlation between 

these two variables. 

 

The coefficient of correlation between total receivables to total sales is -0.68. 

It shows that there is negative correlation between these two variables. 
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The coefficient of correlation between net profits to total sales is -0.64. It 

shows that there is negative correlation between these two variables. 

 

The coefficient of correlation between net profits to net worth is 0.38. It shows 

that there is low degree of positive correlation between these two variables. 

 

Inventory turnover ratio for ten years indicates that the ratio has fluctuated 

steadily and it is not in satisfactory level. 

 

The Fixed Asset Turnover Ratio (FATOR) of JEMC is in increasing trend.  The 

ratio of 2056/2057 is 1.54 and it has increased to 2.77 in 2065/2066. The ratio 

has highly increased during the study period of seven years.  It is a sign of 

very much favorable condition and its fixed assets were utilizing into full 

extent. 

 

The Debtors Turnover Ratio for the year 2056/057 is only 2 times.  Similarly 

the DTR for the year 2057/058, 2058/059, 2059/060, 2060/61, 2061/62, 

2062/63,2063/64, 2064/65 and 2065/66 is 4, 5, 3, 2,12, 17,12,14 and 13 times 

respectively.  So the DTR of JEMC is not favorable. Likewise The Collection 

Period is 126, 83, 67, 122, 147, 30, 21, 30,26 and 28 respectively in the year 

2056/57 to 2065/66. 

 

The investor of JEMC i.e. the government‟s expectation of return on 

investment is 7 % to 9 % where as the actual average return on investment 

for the study period is 0.9%.  The net profit before tax to net worth ratio or 

return on investment is very low till 2062/63. But in the year 2063/64 to 

2065/66 the centre is in loss. The  trend of occurring loss is  in increasing 

ratio. 

 

Fixed Assets to Net Worth does not reach to the general industries standard 

(i.e. 65%) for ten following years except in the beginning year 2065/066 and 

2057/58. Though its Net worth (equity) is in increasing trend JEMC is not in a 

position to cover its long-term debts or in a satisfactory level. 
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The ratio of current liabilities to net worth for the year 2056/057 is  45%, which 

covers the general industrial standard and it good for JEMC.  Whereas for the 

year 2057/058 to 2060/61, the ratios were 26%, 19%, 29% and 17% 

respectively, which do not reached to the general industrial standard. Likewise 

in the year 2062/63 to2064/65 the ratios were 36%, 38%, 45% and 54%. 

Finally in the year 2065/66 , the ratio were 214%. 

 

The coefficient of correlation between current liabilities to net worth is -0.83. It 

shows that there is high degree of negative correlation between these two 

variables. 

 

It is found that the margin of safety of the JEMC is very low in each of the 

year. The highest margin of safety is 6.92% in the year 2059/60 and the 

lowest safety of margin is 1.35% in the year 2055/56. It means either the 

actual sales are nearly to the BEP sales or the fixed cost of the center is very 

high. 

 

It is found that the source of fund and application of the fund are changed by 

fluctuating trend. Comparatively, use of fund is more than the sources of fund 

in total. It means there is decrease in the fund in this seven years period. This 

creates difficulties in working capital management. 

 

 

 

 

5.4 Recommendations  

 

Suggestion is the output of the study. It helps to take corrective action in their 

activities in future. On the basis of analysis and the findings of the findings of 

the study, following suggestions and recommendations are made to overcome 

weaknesses and inefficiency of the concerned body. 
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Current ratio and quick ratio of the JEMC are reached the standard of the 

organization. It is suggested to continue maintaining the standard so that the 

organization could cover short-term obligations properly.  

 

JEMC is maintaining high level of inventory or with respect to inventory level. 

The working capital is very low for which the fund is financed by bank loan.  

Due to these reason JEMC has to bear high amount of interest in one day in 

other hand there is a risk of damage books and out dated books if the 

Curriculum Text Book Center (CTC) change the curriculum without 

concerning to JEMC. 

 

The fixed assets turnover ratio has highly increased during the study period of 

seven years.  It is a sign of very much favourable condition and its fixed 

assets were utilizing into full extent. It is suggested to maintain the ratios as 

same as the study period. 

 

Fixed Assets have direct effect over the production of goods while current 

assets contribute to both the production and sales activities of the 

organisation. The organisation should manage its total assets properly in 

generating maximum sales through their proper utilisation so that assets don‟t 

remain idle. 

  

According to the agreement made between JEMC and Sajha Prakashan, only 

Rs. 20 million credit is given to Sajha Prakashan for 4 months for the month of 

Chaitra to Ashad but there is average outstanding of Rs.101 million 2 hundred 

sixty six thousand which is 5 times more than the agreement. So the 

collection of debtors is not favourable. So the organization is suggested to 

review and take corrective action to reduce the credit and credit period. 

 

The receivable management of the JEMC is not satisfactory level. According 

to the discussion with JEMC staff its 98% of sales were made on credit basis 

and remaining 2 % only made of cash basis. The fund needed for its 

operation was financed through borrowings at high interest rate while on the 
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other hand its own funds were lying idle in the form of receivables and 

advances without any interest. Thus JEMC have to make clear policy of debt 

management. 

 

JEMC is not making reasonable return on investment. In order to have a 

reasonable rate of return the management must curtail the unnecessary 

overheads and working capital. The centre is in loss since 2063/64 up to now. 

The trend of loss of JEMC is increasing every year . 

 

Though, the ratio of Net Profit to Sales lies within 1.78% to 0.02%. 

Consequently the ratio is not in favourable or expected condition even the 

ratios are in increasing trend. 

 

The expenses in JEMC does not seem to be in due control therefore the 

management of JEMC should take initiative actions to reduce unnecessary 

and wasteful expenses.  

 

The current liability to net worth ratio of JEMC is not so satisfactory. So the 

management of JEMC should take corrective action to overcome the current 

obligations.  

 

JEMC has been pricing the books at the rate of Rs.0.20 paisa per page; 

however, the selling price is lower than the expected sales price. Here is 

contradiction on the actual selling price and expected selling price. So JEMC 

is making less than 10% profits each year. So the management of JEMC is 

suggested to change the pricing policy. In other word, it should price the 

textbooks after adjusting reliable profit in total cost.  

 

The margin of safety of the JEMC is very low in each of the year. It means 

either the actual sales are nearly to the BEP sales or the fix cost of the centre 

is very high. So the bank should increase the margin of safety to manage its 

working capital properly and easily.  
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The use of fund and the sources of fund of JEMC are fluctuated highly and 

irregularly. The uses of fund are more than the sources of fund in total. It 

means there is decrease in the fund in this ten years period. This creates 

difficulties in working capital management. So the management should think 

over the management of working capital properly.  

 

On going through the productivity, the resources acquired by JEMC have not 

been utilized properly. So it will be better to utilize the tangible and intangible 

assets as well as resources i.e. man, money, material and machine in full 

volume.  
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Appendix - I 
 
Calculation of Correlation between total Inventories to Working Capital 

 
 
Calculation of means, 

 

X  =  = 25089/10 = 2509   
 
  
  
 
        

  =  = 33020/10 = 3302 

  

 

Calculation of Correlation Coefficient  

 
 
r = 
 

 
 
= 
 
 
 

=    -0.73

Total 
inventory (X) 

Working 
Capital (Y) 

x=X- X  y=Y-  x2 y2  xy 

2213 1946 -296 -673 87616 459292  199208 

2312 2179 -197 -440 38809 193600  86680 

2262 2618 -247 -1 61009 1  247 

2706 2849 197 230 38809 52900  45310 

1771 3207 -738 588 544644 345744  -433944 

2120 3478 -389 859 151321 737881  -334151 

2262 3980 -247 1361 61009 1852321  -336167 

2300 2996 -209 377 43681 142129  -78793 

2255 2181 -254 -438 64516 191844  111252 

4888 758 2379 -1861 5659641 3463321  -4427319 

∑x = 25089 ∑y =33020   ∑x2=6751055 ∑y2=7432670  ∑xy=-5167677 

∑x 

N 

∑y 

N 

∑xy 

√∑x
2
√∑y

2
 

 
-5167677 

√6751055√7432670 
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Appendix - II 
 

Calculation of Correlation between Receivable to Sales 

 
 

Calculation of means, 
 

X  =  
 
  
 = 
 
 

= 896 
        

  = 

  

= 

=  5334 

Calculation of Correlation Coefficient  

 
 
r = 
 

 
 
= 
 
 
 
=  -0.68 

 
Appendix - V 

Receivable (X) Sales (Y) x=X- X  y=Y-  x2 y2 xy 

1471 4250 575 -1084 330625 1175056 -623300 

989 4327 93 -1007 8649 1014049 -93651 

1003 5472 107 138 11449 19044 14766 

1372 4120 476 -1214 226576 1473796 -577864 

1871 4638 975 -696 950625 484416 -678600 

534 6524 -362 1190 131044 1416100 -430780 

362 6211 -534 877 285156 769129 -468318 

395 4938 -501 -396 251001 156816 198396 

414 5616 -482 282 232324 79524 -135924 

545 7249 -351 1915 123201 3667225 -672165 

∑x =8956 ∑y =53345   ∑x2=2550650 ∑y2=10255155 ∑xy=-3467440 

∑x 

N 

∑y 

N 

8956 

10 

53345 

10 

-3467440 

√2550650 √10255155 

 

∑xy 

√∑x
2
√∑y

2
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Calculation of Correlation between Net Profits to Net Worth 

 
 

Calculation of means, 
 X

 =  = 28475/10 = 2847 
 
        

       = 

  

=  5455 =5349 

Calculation of Correlation Coefficient  

 
 
r = 
 

 
 
= 
 

 
=   0.38 

Net profit (X) Net worth (Y) x=X- X  y=Y-  x2 y2 Xy 

2371 4786 -476 -563 226576 316969 -623300 

4817 5321 1970 -28 3880900 784 -55160 

7274 5628 4427 279 19598329 77841 1235133 

7441 5658 4594 309 21104836 95841 1419546 

8369 5918 5522 569 30492484 323761 3142018 

344 6093 -2503 744 6265009 553536 -1862232 

323 6484 -2524 1135 6370576 1288225 -2864740 

-301 5536 -3148 187 9909904 34969 -588676 

-836 4699 -3683 -650 13564489 422500 2393950 

-1327 3372 -4174 -1977 17422276 3908529 8251998 

∑x=28475 ∑y =53495     ∑x2=128835379 ∑y2=7022595 ∑xy=11339825 

∑x 

N 

∑y 

N 

53495 

10 

11339825 

√128835379 √7022595 

 

∑xy 

√∑x
2
√∑y

2
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Appendix-III 
 

Calculation of Correlation between Net Profits to Sales 

 
Calculation of means, 

 X

 =  
 
  
 = 
 

= 2847 
 
        

  = 

  

= 

=  5334 

Calculation of Correlation Coefficient  

 
 
r = 
 

 
 
=     =-.-0.64 
 
 

Appendix - IV 
Calculation of Correlation between Current Liabilities to Net Worth 

Net Profit (X) Sales (Y) x=X- X  y=Y-  x2 y2 xy 

2371 4250 -476 -1084 226576 1175056 515984 

4817 4327 -1970 -1007 3880900 1014049 -1983790 

7274 5472 4427 138 19598329 19044 610926 

7441 4120 4594 -1214 21104836 1473796 -5577116 

8369 4638 5522 -696 30492484 484416 -3843312 

344 6524 -2503 1190 6265009 1416100 -2978570 

323 6211 -2524 877 6370576 769129 -2213548 

-301 4983 -3148 -396 9909904 156816 1246608 

-836 5616 -3683 282 13564489 79524 -1038606 

-1327 7249 -4174 1915 17422276 3667225 -7993210 

∑x=28475 ∑y =53345     ∑x2=128835379 ∑y2=10255155 ∑xy=-23254634 

∑x 

N 

∑y 

N 

28475 

10 

53345 

10 

-23254634 

√128835379 √10255155 

∑xy 

√∑x
2
√∑y

2
 

 



- 149 - 

 

 
 

 

Calculation of means, 
 

X  =  
 
  
 = 
 

= 2066 
 
        

 = 

  

= 

= 3818 

Calculation of Correlation Coefficient  

 
 
r = 
 

 
 
= 
 
 
 
=   -0.83 

 

Cur. Liability (X) Net Worth (Y) x=X- X  y=Y-  x2 y2 xy 

2159 4786 93 -563 8649 316969 -52359 

1468 5321 -598 -28 357604 784 16744 

1090 5628 -976 279 952576 77841 -272304 

1615 5658 -451 309 203401 95481 -139359 

988 5918 -1078 569 1162084 323761 -613382 

2203 6093 137 744 18769 553536 101928 

1031 6484 -1035 1135 1071225 1288225 -1174725 

1036 5536 -1030 187 1060900 34969 -192610 

1872 4699 -194 -650 37636 422500 126100 

-7201 3372 5135 -1977 26368225 3908529 -10151895 

∑x=20663 ∑y =38182   ∑x2=31241069 ∑y2=7022595 ∑xy=-12351862 

∑x 

N 

∑y 

N 

20663 

10 

38182 

10 

-12351862 
√31241069 

*√7022595 

 

∑xy 

√∑x
2
√∑y

2
 

 


