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CHAPTER-I

Introduction

1.1 Background of the study:

Nepal is a developing country in South Asia. It is landlocked bordering between the two most populated
countries in the world; India in the East, South, and West, and China in the North. The development in
industry and trade sector is quite slow and economy is still based on agriculture. Nepal is still backward
in comparison to its neighboring countries due to several factors such as political instability, lack of
financial resources, lack of required infrastructure, higher rate of illiterate etc. Hence, more than 31% of

Nepalese are still suffering from poverty and the average life standard of people is very poor.

Economic development is considered as the basic requirement of every country to fulfill the aspiration
of the people. Hence, there should be smooth development of the industries and the financial
institutions, so that the country can acquire its required fund and capital from its own resources.
Financial institutions like banks, finance companies, co-operative companies, Insurance companies etc.
play significant role in the country’s economy. Insurance companies play vital role in the economy
among financial institutions. Since there is perfect competition in all the businesses in the world, the
existence of organized financial market and capital market within the boundary of the nation is regarded
as an essence for the economic development of a country. Each financial institution plays a key role in
the financial and capital market through investing the collect resources within the recognized productive
sectors and industries. Integrated and speedy economic development of the country is possible if
competitive insurance services are available in every corner of the country. Since the insurance
companies cover the risk factor and provide capital to the industries, businesses and trade; it plays
definite and important role in the framework of the country’s economy. According to nature,
characteristics and objectives of the insurance companies, they are treated as the category of financial
intermediaries. Hence, they are capable to provide industrial finance, Government finance and so on. In
the context of Nepalese insurance companies, they are providing various insurance services and charges
premium under the insured risk.

To achieve the ultimate goal of every business organization, their accounting system should be
maintained in proper manner. Systematic and proper accounting system shows the accurate financial
condition of organization in each and every aspect and provides necessary information to all the
stakeholders. Accounting system provides required financial information for the better utilization of the

available resources so that the competitive advantages can be achieved by using various tools and



techniques of accounting practice. It provides the cost information to the production manager and sales
information to the sales manager so that the managers can make the proper decision and alternative for
the future betterment of the business. Similarly the money lenders, investor, shareholders and
customer can have the required information with the help of management accounting. Therefore, it can
be said that the Management Accounting (MA) is useful, essential and beneficial to all the aspects of the

management activities such as planning, decision making etc.

Due to the high rate of competition and risks involving in all the businesses at present, insurance
business is also becoming more complex. The only reliable option is good management for the smooth
running of insurance sectors that helps the organization to be protected from the unexpected
happenings which may occur in the future. Systematic and well management is the secret for the
success of every business organization in term of earning profit by providing goods and services to the
customers. Management Accounting is the term used to describe the accounting methods, systems &
techniques, which coupled with special knowledge and ability. It helps the manager to make better
planning and take the right decision and controlling. As a result it maximizes the profit earning capability

by minimizing the probability of risks and losses.

1.1.1 Introduction of Insurance

Insurance is a contract made by a company, society or by the state, to provide a guarantee of
compensation for loss, damage, sickness, death etc. against the regular payments as premium. In other
words it can be considered as any measure taken as a safeguard against loss, failure etc. It is the fact
that the outcomes of most activities are uncertain. Likewise uncertainty remains in every nature/ types
of business and even the human life. Therefore it is the fact that the risk is associated with it and there is
no other option without transferring the risk through the initiating insurance services. It can be said that

the insurance services are the primary step of success of the businesses to sustain and continuity.

Insurance is the precautionary measure that has been taken by any parties to compensate for the loss
incurred due to undesirable events. It is an intangible service which helps to get rid from the painful
sufferings caused by the uncertainties. Thus, the insurance provides a relief in the form of compensation

packages in a period of desperate need.

Insurance businesses are broadly classified into two groups
1. General Insurance

2. Life Insurance



There are various types of services offered by general insurance. The most important general services
are as follows:

1. Vehicle Insurance

2. Marine Insurance

3. Fire Insurance
Life insurance companies focused on the life of individual. It is related to the health of individual or

policy covering the unnatural death of an individual.

As there are several insurance companies in Nepal, competition is also severe. As a result, this industry
is going through innovation in its services offerings, for example services are ranged from theft
insurance to mobile insurance. The market for all types of insurance services is tremendous. Similarly
there is very good potential market of life insurance service where as very few number of player are in
this segment. There are hardly five major players in this segment. Concept of life insurance is still
unknown to majority of Nepalese. Many people are on the lack of awareness and the benefits of having
the insurance services and still many people think that insurance is established for the rich people since

they can afford to pay the premium, but it is more essential for those who are not financially secure.

1.1.2 Growth of Insurance Business in Nepal

Nepalese history of modern insurance business is not very long. Yet, before the insurance there existed
the 'joint family' system and the 'Guthi' system that aimed at providing security like that of insurance
business. These systems provided economic security in societies to some extent. But the securities
provided by these systems were not sufficient response the needs of ever increasing demands of
securities and protection made by the societies. After the establishment of Nepal Bank Ltd. in 1994 B.S.,
the banking service started to enter into the trade, business and other financial sectors. As a result,
people started to become aware and the persons, who frequently visited India, got their life insurances
done through Indian insurance companies. After sometime, by studying the feasibility of life insurance in
Nepal, some of the Indian insurance' company's agents started to collect the premiums for life insurance
from Nepalese people. Later, the Indian agents felt difficulties in collecting the premiums from Nepalese
people (agent) and as a result, they started to hire the Nepalese agents to get the job done through
them. This helped a lot to develop awareness about insurance business in Nepal.

Thus, the increasing awareness regarding the insurance in Nepalese people created the need for
insurance business in Nepal. And for the first time on 8th Aswin, 2004 B.S. the Nepal Bank Limited

established the first-insurance company of the country entitled "Nepal Transport and Insurance



Company Limited" (Nepal mal Chalani Tatha Bima Company Ltd.). The total principal amount of this
company was NRs. 500,000. Established under the company law of Nepal', its primary aim (objectives)
was to provide protection against the possible risks of fire and theft in transportation and other
businesses. But this insurance company could not provide the facilities for life insurance and many other
types of insurances and, the services of this company were available only in some specific areas. As a
result, still there was some ground left for the Indian insurance companies. Rubi General Insurance
Company was one of the renowned Indian Insurance Companies of that time. Thus, a mentionable
amount started to go out every year and there was even shortage of money for national development.
That's why; the need for a national level Nepalese insurance was felt.

After the political change in 2007 (B.S.), many development programs started to operate and the
modern equipments started to be used in trades and businesses since 2013 (B.S.) and as a result, many
risks against the lives and properties arose. That's why, the need for a well managed and modem
insurance company providing protection against such risks emerged.

It was necessary to regulate the Nepalese insurance business, so the Insurance Act 2025 was enacted on
9™ Kartik 2025 B.S. for the first time. Under this Act, an insurance board of 6 members was formed
which included one chairman and five members and the tenure of each of these members were of three
years from the date of selection. Later as the insurance transactions increased, the insurance Act, 2025
was amended for the first time and the insurance Act, 2049 was issued. Then, again in 2052 the
Insurance Act 2049 with amended was applied for the first time and was issued on 30'" Poush 2052 B.S.
It was again amended in 2058 (10th Magh) B.S. for the second time but its title remained the same, i.e.
insurance Act, 2049. It has never been amended after that.

In the, section 3 of the Insurance Act, 2049, there is the provision of forming an insurance board to
systematize, regulate, develop and control the insurance business in Nepal. The board comprises of five
members including the chairman. According to the Act, the Government of Nepal can designate or
appoint anyone as the chairman who has especial knowledge in insurance business and who will be the
chief administrative officer having the authority to execute the decisions made by the Board and to
supervise and control it (the board). The tenure of the chairman will be of 4 years and there is the
provision for reappointment.

The board constitute under section 2, sub-section (1) of the insurance Act, 2049 will have following
members:

a. Person designated or nominated or appointed by GOhairman

b. Representative from ministry of law, justice & l@ment an (one) Member

c. Representative from ministry of finance (one) — Nbem

d. Person nominated by GON from among those havingatsp specific knowledge in

insurance business (one) — Member



e. Person nominated by GON from among those having mese(one) - Member
(Thapa & Neupane, 2065: 426 to 429)

1.1.3 Role of Management Accounting (MA):

Management Accounting is the process of identifying, measuring, analyzing, interpreting and
communicating information for searching the goals of the company. Managerial accounting is an
integral part of the management process and managerial accountants are important strategic partners

in the company’s management team. (Hilton, 2002:5-6)

Management accounting is concerned with providing both financial and non-financial information that
will help decision-makers to make good decisions. An understanding of accounting therefore requires an
understanding of the decision-making process and an awareness of the users of accounting. (Drury,

2000:1)

Management Accounting is the term used to describe the accounting methods, systems and techniques,
which coupled with special knowledge and ability, assist management in minimizing losses. It is
essentially the application of management principles and technical know-how to the planer,

development, execution and control of corporate plans. (Batty, 1982:1-2)

A business enterprise today operates in dynamic environment, which involves many new form of
management problem. Due to the complex environment management has to carry out its basic
functions of cost minimization and maximization of profit in an atmosphere of uncertainty. The old
technique of management by inspection is no longer considered dependable in a situation in which the
modern management has realized that even slight error on policy decision may mean either losing a lot
of business opportunities or going out of competition. A second chance may not come or even if it does,
it may be costly or risky. It therefore, constantly strives to reduce the risk of mistakes in decision-making
by keeping abreast of such quantitative information, which would help analyze its administration action
in order to reach judicious decisions. It is here that accounting is of importance. Management,
therefore, constantly strives to reduce the risk of making mistakes by looking for and analyzing relevant
information by means which it hopes to take judicious decision and direct the administration in a better

manner. (Shrestha, 1997:1)

The whole idea of managerial accounting is to assist strategic managers to perform management
functions more effectively by providing relevant economic information. Management is the process of

planning, decision making and controlling. An organization is the common place, where different



physical resources people and activities get managed by the system force. It is an integrative function
directed towards achieving organizational goals it is the management, which plans, decides,
implements, and has a control over different activities of the organization. (Bajracharya, Ojha, Goit &

Sharma, 2004:4).

1.2 Statement of the Problem:

The insurance companies have been operating well from their very beginning of the establishment. The
expansion of insurance business is increasing which indicates the increasing number of insurance
companies in Nepal. As a result Nepalese insurance companies are competing to transact insurance
business with international insurance companies as well. This development has created major
challenges for insurance companies in terms of providing services to their clients and maximizing market
value of the company.

Well management and planning are the key tools to achieve the determined goal of any business
organization for that Management Accounting provides the techniques to aid the management
functions. It gives the proper and necessary information and guidelines to the manager for planning and
decision making. Hence, the business complexity can be changed into opportunity by using various tools

and techniques of management accounting.

The research questions will help to study the scenarios of management accounting tools being used in
Insurance companies:
1. How far the Insurance Companies are using the Management Accounting Tools?
2. Which Management Accounting tools are mostly practiced in insurance companies?
3. What are the major difficulties in the application and implementation of Management
Accounting tools?
4. In which areas of the Insurance Companies can Management Accounting tools be applied to

improve the competitiveness?

1.3 Objective of the Study

The main objective of this research is to examine and study the practice of Management Accounting
tools used in the Insurance Companies in Nepal. The specific objectives are:
1. To study and analyze the present practice of Management Accounting tools used in the

Insurance Companies of Nepal.



To identify the areas where Management Accounting tools can be applied to strengthen the
insurance activities.
To make recommendations to overcome the difficulties in applying Management Accounting

tools used in insurance Companies.

1.4 Significance of the study

The research work was carried to study of the practice of Management Accounting tools used in

Insurance Companies of Nepal. This study will be significant in the following points.

1.
2.

It will help to analyze the use of Management Accounting tools in Insurance Companies

It will explore problems and potentialities of the insurance business. It will be useful to all the
stakeholders such as, investors, lenders, managers, policymakers, customers etc.

It will provide information on the application of the tools under different situations and
encourages the use of Management Accounting tools in planning and decision making.

It will provide literature to the researcher who wants to carry on further research on this field.

1.5 Limitations of the Study

The study was not free from some of the limitations and constraints. The main limitations are as

follows:-

1.

This study focused on Management Accounting practice and didn’t consider the economic
aspects of the Insurance Companies.

The study focused on the insurance business. Thus, findings might not be applicable to other
sectors.

The study concentrated on the practice of Management Accounting tools only.

The research was based on the primary as well as secondary data. The study will be done only in

respect to the Insurance Companies located in Kathmandu valley

1.6 Organization of the Study:

The study report has been divided into the following chapters which would make the study report

systematic and easier to understand:

1.
2.

Introduction

Review of Literature



3. Research Methodology
4. Data Presentation and Analysis

5. Summary, conclusion and recommendation

The introduction chapter covered the background of the study, role of management accounting,

statement of the problem, research objectives, research hypothesis, and significance of the study.

The second chapter focused on review of literature. It contained the conceptual framework and past
research literature reviews which would show the previous research works that were done in the

related field of Management Accounting.

The third chapter described the research methodology adopted for the study consisting of research
methodology covering research design, sources of data collection procedure, population and sample

research variables and data with presentation procedure.
The fourth chapter dealt with presentation, analysis and interpretation of data. It consisted of testing of
hypothesis, analysis of questionnaires, and analysis of open-end option and major findings of the

research.

The last chapter covered summery, conclusion and recommendations.



CHAPTER-II

Review of Literature

2.1 Role of Management Accounting

Management Accounting is the presentation of accounting information to formulate policies to be
adopted by the management and assist its day-to-day activities. It helps the management to perform all
its functions including planning, organizing, staffing, directing and control. It presents to management
the accounting information in the form of processed data which it collects form financial accounting.

(Paul, 1994:1)

Managerial Accounting is concerned with providing information to managers, which is to those who are
inside of an organization and who are charged with directing and controlling its operations. Managerial
Accounting can be contrasted with Financial Accounting, which is concerned with providing information

to stakeholders, creditors, and others who are outside of an organization. (Garrison, 1976:1)

The role of managerial accounting now is very different from that of decade of ago. In the past it
operates in a strictly staff capacity but now it serves as internal source of business consultants. In many
organizations, managerial accountants take on leadership roles in their teams and are sought out for the
valuable information they provide. Therefore, the goal of learning managerial accounting is not to be an
accountant, rather it aims to produce confident entrepreneurs and capable. (Bajracharya, Ojha, Goit &

Sharma, 2004:4).

Management accounting performs broad functions from collecting data to interpret the data for
management. The various information (Capacity available, current capacity utilization, cost structure,
past results etc) and external information (competitors' position, socio-political movements, market
characteristics, globalization etc) are needed to procure and store. Management accounting is a system
which collects, stores, retrieves, modifies, analyzes, interprets and provides concise information/data
covering entire field of business for the management. Thus management accounting helps management

in planning, controlling and decision making.

2.2 Functions of Management Accounting

There are so many functions of management accounting which satisfy the various need and the curiosity
of management for taking correct business decisions. The major functions of Management Accounting

are as follows:



1. Collection of data:

Management accounting information system (MAIS) provides and stores data relating to the internal
operation of a company and the external environment. Internal data includes the capacity available,
current utilization of capacity, cost structure, past results of operation etc. Data relating to external

market are competitor’s position, socio-political movement market characteristics and globalization.

2. ldentification and modification of the relevant data:
Accounting data required for the decision-making and planning process is supplied by managerial
accounting through a process of identification, classification and modification of the relevant data,

which enables us to retain only the necessary information.

3. Analysis and interpretation of data:
Managerial accounting is concerned more with records past achievement, maintenance of values,
fixation of responsibilities and basis for assessing future developments; it is more concerned with the

analysis and interpretation of data, which will opened up new directions for its use by management.

4. Providing information for planning and decision-making:
Planning, which is a creative aspect of management job, is carried out by managerial accounting
through the process of budgeting. Business decisions are based on relevant economic information

provided by managerial accounting.

5. Facilitating management control:
Management accounting enables all accounting efforts to be directed and control towards the
destiny of an enterprise. This is made possible through budgetary and standard costing, which are

integral parts of managerial accounting.

6. Use of qualitative information:
Management accounting does not restrict itself merely to financial data for helping management in
the decision making process and frequently draws upon sources, other than accounting, for such

information as is not capable of being readily convertible into monetary terms.

7. Satisfaction of informational needs:



Managerial accounting has a system of processing data in a way that yields concise information

converting the entire activities of business for the top management.

2.3 Objectives of Managerial Accounting:

The main objectives of Management accounting are to provide relevant information to top-level

management to make strategic plans and decisions.

1. Providing information for planning and decision making:
Virtually all major plans and important decisions made by internal users (i.e., managers) are largely
based on managerial accounting information. This information includes financial and non-financial

data to help managers with strategic planning and decision-making.

2. Budgeting:
One means of achieving goals is through budgeting. The budget indicates the top management’s

desire to allocate resources and emphasize certain activities.

3. Assisting in daily operation:

Directing and controlling day-to-day operation require a variety of data about the process of
providing a good or service. Therefore, management accounting helps in directing and controlling
day-to-day operation by using management accounting tools and providing the necessary

information.

4. Controlling

The management team needs data about the cost of proving goods or services in order to set fees
and prices. Management compares actual cost incurred with those specified in the budget (by
analyzing and comparing actual performance with budget). When actual operations do not conform
to the budget, managers will be asked to explain the reasons for the deviation. This creates both an

incentive to conform to the budget and possible negative consequences.

5. Motivating managers and employees:

A key purpose of management accounting is to motivate managers and other employees to direct
their efforts toward achieving the organization’s goals. It motivates managers to achieve the
organization’s goals by communicating the plans, providing a measurement of how well the plan
was achieved, and prompting an explanation of deviation from the plan. Another way to motivate

employees to assist in achieving the organization’s goals is through empowerment. Employee



empowerment is the concept o f encouraging and authorizing workers to take the initiative to

improve operations, product quality and customers service and to reduce costs.

6. Measuring the performance of managers and sub-unitwithin the organization:

One way of motivating employees toward the organization’s goals is to measure their performance
in achieving the goals. In addition to measuring the performance of the people, managerial
accountants measure the performance of an organization’s sub-units, such as divisions, product
lines, geographical territories, and departments. Such measurements help top management to
decide whether a particular sub-unit is a viable economic investment. Many large corporations
compensate their executive, in part, on the basis of the profit achieved by the sub-units they

manage.

7. Assessing the organization’s competitive position:
A crucial role of management accounting is to continually assess how an organization business out

of competition, with an eye toward continuously improving.

8. Monitoring

This allows the firm to evaluate its financial and internal performance, customer satisfaction.

2.4 Insurance Companies in Nepal

Since 2004 B.S. many insurance companies have been established in Nepal. A brief introduction of these
insurance companies has been presented here. According to registered companies up to year end of
2007 about 21 companies are in operation.
1. Nepal Insurance Company Limited.
% Became organized institution on 8th Aswin 2004.
% Date of registration: 2004/06/08.
¢ Insurance Businesses: (Non life insurance) - Frachinery break down, electronic
equipment, marine cargo, personal accident; bugad house breakdown, group
personal accident, fidelity guarantee, workmenmmensation, contractor's all risks,
erection all risks, trader's comprehensive, househs comprehensive, medical and
health engineering insurance cash in transit, gandsansit insurance and other
insurance.
2. The Oriental Insurance Company Limited.
% Became organized institution on: 1956 A.D.



% Date of registration: 2024/05/30.

% Insurance businesses: (non-life insurance): Firachimery breakdown, electronic
equipment, marine cargo, personal accident, biygad house breakdown, group
personal accident, fidelity guarantee, workmenmensation, contractor's all risk,
erection all risks, trader's comprehensive, housens comprehensive, medical and
health aviation insurance, public liability insucan cash in tram insurance, and other

insurance.

3. Rastriya Beema Sansthan

% Became organized institution on: 2024/09/01.

++ Date of registration: 2024/09/01.

% Head office: Ramshapath, Kathmandu.

% Insurance Businesses: (Life and non life): Différéypes of life insurance, fire
insurance, marine cargo insurance, aviation insg,amachinery breakdown,
electronic equipment, personal accident, burglarg house breakdown, personal
accident, group personal accident, fidelity guarantworkmen's compensation,
contractor's all risks, erection all risks, traslecomprehensive, householder's,
comprehensive, medical and health, motor insuramgle & engineering insurance,
cash in transit, goods in transit, and other inscea

National Insurance Company Limited.

% Became organized institution: 2030/09/17.
++ Date of registration: 2030/09/17.
% Insurance business: Non-life

National Life and General Insurance Company Limitel.
% Became organized institution on: 2043/02/19.
% Date of registration: 2044/09/24.

% Insurance Business: Life
Himalayan General Insurance Company Limited.
< Became organized irfsttion: 2045/08/08.
s Date of registration: 2050/04/06.
% Insurance Businesses: Non life

United Insurance Company (Nepal) Limited.

% Became organized institution on: 2049/03/15.
s Date of registration as: 2050/07/06.

«+ Insurance businesses: Non-life



8. Premier Insurance Company (Nepal) Limited.
% Became organized institution: 2048/11/01.
% Date of registration: 2051/01/08.
% Insurance business: Non-life
9. Everest Insurance Company Limited:
% Became organized institution on: 2048/08/18.
% Date of registration: 2051/02/17.
% Insurance businesses: Non-life
10. Neco Insurance Company Limited:
% Became organized institution on: 2051/09/01.
% Date of registration: 2053/02/17.
% Insurance businesses: Non-life
11. Sagarmatha Insurance Company Limited:
% Became organized institution on: 2051/10/17Date=gistration: 2053/03/12
% Insurance businesses: Non-life
12. Alliance Insurance Company Limited.
% Became organized institution on: 2052/03/18.
% Date of registration: 2053/04/01.
% Insurance businesses: Non-life
13.Nepal Life Insurance Company Limited.
% Started insurance business in Nepal, since 2058/01/
% Insurance businesses: Life insurance
14. Life insurance corporation (Nepal) Limited.
% Became organized institution on: 2057/09/11.
“ Insurance businesses: (life) different types @f ilifsurance.
15. American Life Insurance Company Limited CALICO).
% Started insurance business in Nepal, since 2058 B.S
“ Insurance businesses: (life) different types @f ilifsurance.
16. N.B. Insurance Company Limited.
% Started insurance business in Nepal, since 205410/
+* Insurance businesses: (life) different types of life insurance.
17. Prudential Insurance Company Limited.
% Became organized institution on: 2057/08/15.

% Started insurance business in Nepal, since 205803/



% Insurance businesses: Non-life such as - fire, machinery breakdown, electronic
equipment, marine cargo, personal accident, burglary and house breakdown, group
personal accident, fidelity guarantee, workmen's compensation, contractor's all
risks, erection all risks, trader's comprehensive, householder's comprehensive,
medical and health.

18. Shikhar Insurance Company Limited.

% Started insurance business in Nepal, since 2062807/

% Head office: New Baneshwor, Kathmandu.

% Insurance businesses: (non-life): Fire, machinemeakdown, electronic
equipment, marine cargo, personal accident, byrgéard house breakdown,
group personal accident, fidelity guarantee, wonkisieompensation, contractor's
all risks, erection all risks, trader's comprehesmshouseholder's comprehensive,
medical and health and other.

19. Lumbini General Insurance Company.

% Started insurance business in Nepal, since 2062Z®@/S.

% Insurance business: (non-life). Fire, machineryakdewn, electronic equipment,
marine cargo, personal accident, burglary and hbusakdown, group personal
accident insurance, fidelity guarantee, workmeo'symensation, contractor's all
risks, erection all risks, trader's comprehensiveyseholders' comprehensive,
medical and health and other insurance.

20. NLG Insurance Company.

% Started insurance business in Nepal, 2062 Baishakh

% Insurance business: (non-life). Fire, machineryakdewn, electronic equipment,
marine cargo, personal accident, burglary and hbusakdown, group personal
accident insurance, fidelity guarantee, workmeo'symensation, contractor's all
risks, erection all risks, trader's comprehensiveyseholders' comprehensive,
medical and health and other insurance.

21. Siddhartha Insurance Co. Ltd.

+»+ Started insurance business in Nepal, since 2063/01 /01.

%+ Head office: Kathmandu

** Insurance business: (non-life). Fire, machinery breakdown, electronic equipment,
marine cargo, personal accident, burglary and house breakdown, group personal

accident insurance, fidelity guarantee, workmen's compensation, contractor's all risks,



erection all risks, trader's comprehensive, householders' comprehensive, medical and
health and other insurance.
Therefore here we see out of 21 insurance companies 15 are running non-life insurance business, 5 are
running life insurance business and only one Rastriya Beema Sasthatn is providing both life and non-life

insurance services.

2.5 List of accounting tools

1. Methods of Segregating Mixed Costs in Fixed cost drivariable cost:
a. High-low Point Methods (two-point method)
b. Least Square Method:
c. Analytical Method:
2. Cost Allocation and Apportionment Methods
1. Direct Allocation Method.
2. Step-down Allocation Method
3. Reciprocal Allocation Method
3. Product/Service Costing Method:
1. Variable or Direct Costing
2. Absorption Costing
4. Cost-volume-profit analysis (CVP analysis)
5. Budgeting for Planning and Controlling
a. The Master Budget (A network of inter-relationship)
b. Operating Budget
I. Sales Budget
[I.  Production Budget
lll.  Direct Material Budget
IV. Raw Material Purchase Budget
V. Direct labor cost budget
VI.  Manufacturing Overhead Budget
VIl.  Selling and distribution Expenses Budget
VIIl.  Administrative Expenses budget
IX.  Cost of Goods Sold Budget
X.  Cash Budget
c. Budgeted Financial Statement

d. Budget Income Statement



e.

f.

g.
6. Management Control Systems and Responsibility Accatting
a.
b.

Standard Costing: Direct material and direct labor cost

™~

a.

© ®

a.
b.

Budgeted Balance sheet
Zero Base Budgeting
Activity based budgeting (ABB)

Management Control Systems
Responsibility Accounting

Standard Costing Process

Flexible Budgeting and Overhead Cost control:
. Decision Regarding Alternatives in Business Operain:

Process of Decision Making
Decision regarding alternative choice
i.  Drop or Continue the Product line:
ii.  Decision to accept a special order/offer:

iii.  Decision to make or buy:

iv.  Replacement of assets decision

v. Decision to further process joint products

vi.  Decision of leasing and buying

10. Pricing Decision of Product/Services

a.
b
c
d.
e
f

g.
h

Cost-plus Pricing:

. Variable cost pricing

Full Cost Pricing
Time and Material Pricing

. Pricing for Competitive Bidding and Special Orders

Strategic Pricing for New Product
10.10.7 Target Cost Pricing
Pricing under Activity Based Costing

Transfer Pricing

11.Long-term Investment Decisions

a.
b.

C.

Estimating the Project's Cash Flows
Relevant Information for Investment Decision
Long-term Investment Evaluation Technique
i. Pay Back period Method:
il.  Accounting Rate of Return



iii. Net Present Value (NPV)
iv.  Discounted Payback Period
v. Internal Rate of Return (IRR)
vi.  Profitability Index (P1)
d. Capital Budgeting Under Risk and Uncertainty
12.
13.Managerial use of Financial Statement Analysis
a. The statement of Cash Flows
b. Ratio Analysis
I.  Liquidity Analysis
ii.  Length of Cash Cycle
- Long-term Solvency Analysis
- Debt Ratios
iii.  Assets Management Ratios
a. Operating assets management:
- Inventory turnover ratio
b. Long Term Assets Management
c. Profitability Analysis

2.6 Review of the Previous Studies

Only few researches were made in the area of management accounting practice in Nepalese context.
However, many other researchers were made in the area of profit planning and control in Nepalese
context. As profit planning and control covers some of the aspects of management accounting,
therefore researches made on these areas were also taken into consideration to review the situation
profit planning and control practiced in Nepalese companies. Of them, some relevant researches, which
have submitted on profit planning and control in the context of Nepal, were selected for review.

2.6.1 Mr Khagendra Prasad Ojhaa (1995): has conducted a research on the topic "Profit planning in
manufacturing public enterprises; a case study of Royal Drugs Limited and Herbal Production and
Processing Company Limited". This research of Mr. Ojha was mainly centered on the contemporary
practice of profit planning and its effectiveness in RDC and HPPCL.

The time period covered by this research was six years from the FY 046/47 to FY 051/52. The data and
other necessary information were collected by using primary as well as secondary sources of data. In
this research, Mr. Ojha has pointed out various findings and recommendations. Some remarkable

findings are as follows:



R/
L X4

Inadequate planning of profit due to lack of skilldanner

R/
L X4

Inadequate authority and responsibility to planrdegartment

*0

* Failure in achievement due to inadequate evaluatiomternal and external variables

R/
X4

Failure due to inadequate forecasting system

L)

R/
°

Lack of entrepreneurship and commercial concept®verall operations of the
enterprises

Mr. Ojhaa has summarized his finding by stating plans have been formulated on traditional ad-hoc basis
due to lack of budgeting experts and semi-skilled planners. Some traditional budgets are prepared but

not in systematic way. They have not followed a system of periodical performance report.

2.6.2 Mr. Govinda Raj Joshi (1996): has conducted a research entitled "Budgeting profit planning in
Nepal Rosin and Turpentine Ltd (NEROT)”. Mr. Joshi had mainly focused on the practice and
effectiveness of budgeting in NEROT.
The time period covered by his research is five years from FY 049/050 to FY 053/054. The data and other
necessary information have been collected by using secondary sources of data. In his research Mr. Joshi
has pointed out various findings and recommendations. Some remarkable findings are as follows.
% There is not adequate planning of profit due tdk la€ skilled planners, executive
management planning instruction and effective comoation system in company.
% There is not adequate authority and responsiliditglanning department and fair as well
as effective personnel management.
s Existence of nation and favoritism, lack of enwingent analysis and discouraging of
participatory management approach are the rooedausmproper practice of budgeting

system.

2.6.3 Mr. Surya Prasad Poudel (1997): has conducted a research entitled, "Profit planning in
manufacturing company: A case study of Himal Cement Company Limited." Mr. Poudel has mainly
centered this study on the application of profit planning concept in HCC. The time period covered by his
research is six years from FY 043/044 to FY048/049. The data and other necessary information are
collected by using secondary sources of data. In his research Mr. Poudel has pointed out various findings
and recommendation. Some remarkable findings are as follow;

% Company has fluctuation trend in targeted produactio

“ In variable cost structure, sales commission haslédminant role

% Actual sales of the company seem to be more thé& &Qlanned sales in most of years

during the six-year period.



2.6.4 Mr. Gunkar Bhatta (1998): has conducted research on the topic "Profit planning in Nepal
Electricity Authority". Mr. Bhatta has focused his study mainly on the application of comprehensive
profit planning system is Nepal Electricity Authority. The time Period Covered by the research is five
years from FY 049/50 w FY 052/053. The data and, other necessary information are collected from both
the primary and secondary source of data. In his research, Mr. Bhatta has pointed out various findings.
Some remarkable findings are as follows;

¢ The authority fails to maintain its linked to the high ranking officials

** There is lack of coordination and communication between the various responsible departments

¢ Overheads are not systematically classified and it creates problems to analyze expenses

properly.

¢ There is no proper classification of cost

2.6.5 Mr. Madhu Sudan Bhattarai (1999): has conducted a research on topic, "Profit planning of non-
manufacturing public enterprises in Nepal; a case studies of Nepal Oil Corporation Limited." Mr.
Bhattarai has mainly focused on appraise of the performance of Nepal Oil Corporation. The period
covered by the study is five years from FY 049/50 to FY 053/54. Necessary data and other information
have been accumulated from both primary and secondary source of data. In his research, Mr. Bhattarai
has pointed out various finding. Some remarkable findings mete researches are:

% Goals and objective are not clear

% No clear policy in purchasing and selling of invamt

% Unable to define duties and responsibilities ofé¢hgloyees

% No classification of cost

% Red-tapism in implementation phase of profit plan

% Decision-making power has been controlled

2.6.6 Mr. Laxmi Prasad Prasai (2000): has conducted a research on a topic 'Profit Planning in Illlam Tea
Estate". Mr. Prasai's main focus of the study is the current practices and effectiveness of profit planning.
The time period covered by the research is five years from FY 050/51 to FY 054/55. Necessary
information is collected from the both primary and secondary sources of data. In his research Mr. Prasai
has pointed out various findings. Some remarkable findings are as follows:
% Specific goals and financial targets are not deficlearly to achieve the basic objectives.
% There is lack of defined authority and respongipitif departments ‘4nadequate profit
planning due to the lack of planning expert

X/

% Unnecessary centralization of power so that detisiaking is mainly from top level

X/

% Inadequate forecasting system



% Failure to maintain periodic performance and sieays of reward and punishment

2.6.7 Mr. Makshinda Thapa (2001): has conducted as research entitled "Profit planning in media
printing business: a case study of Gorkhapatra Sansthan". Mr. Thapa's major concern in this research is
the examination of adaptation of profit planning and control programs in the corporation. The time
period covered by his march is five years from FY 052/53 to FY 056/057. The data and other neccessary
information are collected through secondary sources of data. In his research, Mr. Thapa has pointed out
various findings. Some remarkable findings

% GPS is not properly following every steps of budigget

% No proper planning technique is followed

% Capital budgeting practices is not proper sindadks project evaluation technique

such as PBP, IR, NPV and PI

¢ Failure due to inadequate forecasting system

2.6.8 Mr. Sagar Sharma (2002): Mr. Sharma has conducted a research work on "Management
Accounting Practices in listed companies of Nepal." He has focused his study to examine and study the
practice of management accounting tools in the listed companies of Nepal. Mr. Sharma's research is
based m primary data. Stratified random sampling with proportionate allocation of parentage is
followed to draw the sample. In his study, he has pointed out various findings and recommendations,
which are as follows:
% Different types of management accounting tools, ciwhare thought in the
colleges are not found applied by listed compaaoidsepal
s Management accounting is to managers in overall agamal activities by
providing information and helping in planning, caling and decision-making
% Nepalese listed companies are in infant stage actjging of management
accounting tools such as capital budgeting, annuadgeting, cash flow
statement, ratio analysis, zero based budgetintvitgcbased costing, target
costing and value engineering.
% As Nepal is proceeding towards globalization and pat the membership of
WTO, companies are commended to apply managemeoumiing tool to fit

with the global environment.



2.6.9 Mr. Dilip Kumar Dhakal (2003): has conducted a research entitled 'Profit planning in
manufacturing enterprises: A case study of Herbs production and procession company limited". He has
focused his study to high light the temporary practice of profit planning in HPPCL. His research is based
on secondary data. In his research he has pointed out many findings and recommendations. Of them,
some remarkable findings are as follows:
% Plans have been found made haphazard basis, wipnopérly studying and
analyzing the actual situation of the company.
% There is a serious lack of management expertisehwias led to formulation
of unrealistic, haphazard plans.
s Under utilization of machines and overstaffing matie production cost
higher than real.
As the government enterprise there was a lack of autonomy as every major decision need to be
sanctioned by the Ministry of Finance. The excessive red-tape made timely decision making impossible,

leading to the loss of market opportunities.

2.6.10 Mr. Krishna Bahadur Karki (2006): has conducted a research entitled "Management accounting
practice in joint venture banks of Nepal". He has focused his study to examine and study the practice of
management accounting tools in joint venture banks of Nepal. Mr. Karki's research is based on primary
data. In his study he has pointed out various findings and recommendation. Of them some remarkable
findings are:
¢ Capital budgeting, cash flow statement, ratio analysis and annual budget are widely
practiced in Nepalese joint venture banks.
¢ Profitability Index and Net Present Value are mostly practiced while purchasing fixed
assets, and making long-term investment decision.
¢ The main difficulties of not practicing MA in Nepalese joint venture banks are lack of
information, lack of cognizance about the tools and lack of expertise.
%* To overcome those difficulties, he has recommended that, the managers of different
banks and knowledgeous academicians should jointly bring the tools and techniques

into light through different media.

2.6.11 Mr. Narayan Prasad Acharya (2006): has conducted a research entitled "Management
Accounting Practice in Nepalese Public Enterprise". He has focused his study to study and examine the
contemporary practice of management accounting in Nepalese Public Enterprises. Mr. Acharya's
research is based on primary data collected on the basis of stratified sampling technique. In his study 38

Nepalese public enterprise, Industries, and financial Institutions including RBB and NBL, are included.



He has pointed out various findings and recommendation in his study. Of them, some remarkable

findings are:
+ Traditional approaches of concerned, authoritiesb@coming a prime barrier for proper
application of management accounting tools in Neggpublic enterprises.

% Role of government on pricing decision is significa

% Practicing process of management accounting toolsmanufacturing and service
enterprises are slightly different and major MAatetl decision are not depending upon
the MA tools and techniques.

2.6.12 Mr. Lila Raj Baral (2007): has conducted a research entitled "Management Accounting Practice in
Nepalese Insurance Companies". He has focused his study to study and examine the contemporary
practice of management accounting in Nepalese Commercial Banks. Mr. Baral’s research is based on
primary data. In his study, 17 Nepalese Commercial Banks are included.
He has pointed out various findings and recommendation in his study. Of them, some remarkable
findings are:
% New management accounting techniques like Zeroebbgdgeting and Activity
Based Costing are recommended to use insteadditidreal techniques
% Itis recommended that banks should create an aimeos of interaction between
the academician and the banks. The banks can lediteenfrom academicians'
knowledge about new tools and techniques of manageatcounting.
% Management Accounting Information System (MAIS) @dobe maintained

properly for the better application of managemegbanting tools.

2.7 Research Gap:

Most of the selected previous researches were conducted on accounting on profit planning and control
covered only budgeting practices in different companies. Only four previous researches made by Mr.
Sagar Sharma, Mr. Krishna Bahadur Karki, Mr. Narayan Prasad Acharya and Mr. Lila Raj Baral were
related to Management accounting practice. Of them, Mr. Sharma's research was concerned with the
practice of management accounting tools and techniques in listed companies only. Likewise, Mr.
Acharya's research also deals with the practice of management accounting tools and techniques in
Nepalese Public enterprises. In this research only two public commercial banks; Nepal Bank Limited and
Rastriya Banijya Bank were included. Similarly, Mr. Baral’s research dealt with the practice of
management accounting tools and technique in Nepalese Commercial Banks. No research work done on
the current topic. Therefore, apart from these researches, this current research was specifically related

to the application of management accounting tools and techniques in Nepalese Insurance Companies.



Since this research include 21 insurance companies operating in Nepal moreover it was based on
primary data, therefore the output disclosed by this research would be valid for whole Insurance
Companies of Nepal. Also, it has disclosed the reason for not practiced some of the management

accounting tools and techniques by the Nepalese Insurance Companies.



CHAPTERK-III
Research Methodology

3.1 Research Design:

A research design is specification of methods aratqulures for acquiring the information
needed. It is the overall operational pattern afrework of the project that stipulates what
information is to be collected, from which sourcds; what procedure. It ensures that
information obtained is relevant to the researobstjans and that it is collected by objective and
economical procedures.

As per the nature of study, survey research debkah been followed with descriptive and
analytical approach.

3.2 Source of Data:

Data were mainly collected from primary sourcesimBry data are collected through
guestionnaire, interview and discussion. Second#ata have also been used as per the
requirement.

3.3 Population and Sampling:

All the insurance companies of Nepal have beenidered as the total population. Till this date
there are 21 insurance companies in Nepal in exdastéTo make the research more reliable, total
population have been considered for sample populat®ut of the total twenty one insurance
companies five insurance companies are running Eetp different types of life insurance
business, one of them is running both non-life Aiedinsurance business and rest fifteen are
running different kind of non-life insurance busss. Therefore, all insurance companies have
been considered as targeted population for the/stud

3.4 Data Collection Procedure:

As the study is mainly based on primary sourcedatd, information collected by developing a
structured question and distributing it to the nggraand financial controller of insurance
companies. Altogether sixteen questions were imdufibr study. Fourteen questions of them
were ‘tick mark’ and two were open-end questiores gét

reliable information, needed discussion had aldd Ww&h managers and financial controllers.

3.5 Data Processing Procedure:

Data collected information from questionnaires wasaw form. The data are tabulated into
various tables according to the subject’s requir@mirocessing of data has. Simple arithmetic



percentage tool is used for analysis. Statistioal tike chi-square x( %) is used to test the
hypothesis. Major findings are based on the arabysd the interpretation of data.

3.6 Management Accounting Tools:
Management accounting is such accounting technigbg&h help to discharge functions like
planning, organizing, staffing, directing and cofiing properly and efficiently. (Paul, 1994:5)

3.6.1 Methods of Segregating Mixed Costs in Fixeast and Variable cost:

14.High-low Point Methods (two-point method)
As the name suggested, this method considers tvalsl®f activities to segregate the cost. It
considers the output at different level, i.e. hagid low point is compared with the amount of
expenses incurred at these different periods. @&liarang 1992:2.226)

High Cost — Low Cost
High unit — Low unit

Variable cost per unit =

15. Least Square Method:
Least square method follows regression equatiosegregate mixed costs into fixed and
variable. (Khan and Jain 1999:157).
Form of linear regression equation:
Y =a+ bX
Where,
Y = Predicted value of selected X value
a = Y-intercept
b = Slope of the line
X = independent variable

n XY)- EX)XY)
n (ZX?)- (XX)?

Slope of the regression link,=

L Y X
Y-axis intercepta = % — b%

16. Analytical Method:
This method also known as “degree of variabilitgthnique because the genesis of this method
lies in measuring the extent of variability of cosin careful analysis of each item to determine

how far the cost varies with volume.

Variable overhead = Budgeted mixed overhead XDegree of variability




Brown & Howord, 1969:249)

3.6.2 Cost Allocation and Apportionment Methods:
There are three popular methods of allocating thst of service department. They are as
follows:

4. Direct Allocation Method
The direct allocation method (Direct Method) is tmest widely used method of allocating
support department costs. The benefit of the dimestihod is its simplicity. There is no need to
predict the usage of support department servicegh®r departments.

5. Step-down Allocation Method
Some organizations use the step-down allocatiotmadetwhich allows for partial recognition of
the services rendered by support departments & stipport departments. This method requires
the support departments to be ranked in the otuEm the step-down allocation is preceded.
Different sequences result in different allocatafrsupport department that renders the highest
percentage of its total services to other suppepadments.

6. Reciprocal Allocation Method
The reciprocal allocation method allocates costsekplicitly including the mutual services
provided among all support departments.

3.6.3 Product/Service Costing Method:
Two popular methods for product costing are vaeabtbsting (direct/marginal costing) and
absorption costing, they are not the system ofireg$ke process, operation, batch or job costing
rather they are the tools or techniques of prodasting (Khan & Jain . 1993:345)

3. Variable or Direct Costing
Variable costing more accurately perceived as tioasting as it applies only the variable
production cost to the product. Under this costingthod fixed manufacturing overhead is
regarded as an unexpired cost to be held as inneatml charged against sales later as a part of
cost of goods sold. (Horngren, 1991:539)

4. Absorption Costing
Absorption costing is that method of inventory augtin which all variable manufacturing costs
and all fixed costs are included as inventorialt&o&bsorption costing is also known as

conventional costing or full costing.



Contrast to variable costing, absorption costinguases fixed along with variable cost
constitutes to the product cost. It absorbs alt cesessary to production. It considers fixed
manufacturing overhead as part of production ¢b&irngren, 1991:539).

3.6.4 Cost-volume-profit analysis (CVP analysis)

CVP analysis is a management accounting tool tevgietationship between the ingredients of
profit planning. Profit planning is the functionstbe selling price of unit sold. The entire gamut
of profit planning is associated with CVP intertedaship. A widely used technique to study

CVP relationship is breakeven analysis. Break eampalysis is concerned with the study of
revenues and cost in relation to sales at whicHithns revenues and total costs will be exactly
equal (or net income is zero). Thus, breakeventposy be defined as a point at which the
firm’s total revenues are exactly equal to totadtsoyielding zero incomes. The (No profit no

loss” point is a breakeven point or point at whiokses cease and profit margin begin. (Khan
and Jain, 1996:994)

3.6.5 Budgeting for Planning and Controlling

A budget is a detailed plan expressed in quantégaerms that specifies how resources will be
acquired and used during a specific period f tifhee producers used to develop budget
constitute a budgeting system (Hilton, 2003:404).

Budgeting is concerned with the implementation loé fong-term plan for the year ahead.

Budgets are a clear indication of what is expedtedhe achieved during the budget period

whereas long-term plans represents the broad minscthat top management intend to follow

(Drury, 2000:549)

Therefore, a budget is a numerical plan of actwinich generally covers the area of revenues
and expenditures. A budget may be formulated fasrganization as a whole or for its sub-units.

Budgets, basically, are forecasted financial statemformal expressions of managerial plan.
They are targets that encompass all phases oftaperancluding sales, production, purchasing

and manpower and financing..

1. Process of Budgeting
The main objective of a business firm is to makeegoess of revenue over expenses so as to

maximize profits. But it is not the matter of chanewhere as it depends on properly overall



management of the organization. One business a@#n can achieve its objectives of
minimizing costs and maximizing profits only whemdigeting is followed properly and planned
accordingly. A systematic budgeting should folldwe following procedures:
1. Evaluation of the business environment
2. Settings objectives
3. Setting specific goals
4. Identify potential strategies:
a. Market penetration
b. Market development
c. Product development
Communicating the planning guidelines
Developing the long-term and short-term plans
Implementation of the budget

© N o g

Periodic performance reporting and controlling

2. The Master Budget (A network of inter-relationship)
A complete set of financial plan for a businessifis often called the master budget. The master
budget consists of many functional budgets inclgdansales budget, a production budget, a
purchase budget, an expenses budget, an experggs bequipment budget, and a cash budget.
Once all these budgeted are completed the mastérdaentire firm is budget for the entire firm
is prepared. When all the budgets are preparedbubdgeted profit and loss account (Income
Statement) and budget balance sheet provides #ralbpicture of the planned performance for
the budget period. The type of budget or profitnglaepends upon the nature of the business
entity. The master budget is net-working consistmiy many separate budgets that are
independent. A master budget normally covers tlaesms; operational sector budget, cash
budget and financial statements.

3. Operating Budget
Operating budget relates to the physical activitiesoperations of a firm such as sales,
production, purchase, debtors collection and ooeslipayment schedule.
In specific term, an operating budget has the falg components:

a. Sales Budget
A sales budget is a detailed schedule of expechézs dor the coming period. It is usually
expressed in both amount and units. Once the batiget has been set, a decision can be drawn



on the level of production that will be needed uport sales and production budget can be set.
The sales budget is constructed by multiplyingetkgected sales on units by the sales price.
The sales budget is the starting point of prepathmg master budget. The sales budget is
constructed by multiplying the expected sales isuny the sales price (Garrison, 1976:253)

b. Production Budget
After the sales budget has been prepared, the gtiodurequirements for the forthcoming
budget period can be determined and organizedictudf manufactured goods will have to be
available to meet sales needs and for the desmm@hg inventory. A portion of these goods will
exist in the form of beginning inventory. The renaer will have to be produced. Thus,
production needs can be determined by adding thigdiad sales units by the desired ending
inventory and deducting the beginning inventoryrirthe total.
The production is an estimation of the quantity gofods to be manufactured during the
forthcoming budget period. In developing a produttbudget, the first step is to formulate
policies relating to inventory level. The next sisgo determine total quantity of each product
required to be manufactured during the budget defiibird step is to schedule this production to

during the periods. Production budget is the ihdiap in budgeting manufacturing operations.

Planned production units = Planned sales units + desired ending inventory — beginning
inventory of finished goods

c. Direct Material Budget
After production needs have been computed, a dinatérial budget should be prepared to show
the materials that will be required in the prodoetprocess. Sufficient raw material should be
available to meet production needs and to prowdéhe desired ending raw materials inventory.
However, some quantity of material requirement @aiteady exist in the form of beginning raw
materials inventory. The remainder will have to gngchased from a supplier. This budget
specifies the planned quantities of each mateyiainbe, by product, and by responsibility.

Planned material consumption = Planned production units X standard raw material
usage per unit of output

d. Raw Material Purchase Budget
Direct materials are essential for production angte purchased for each period on sufficient
guantities to meet production needs and to contforthe company’s ending inventory policies.
The material budget specifies the quantities aming each raw material needed. Therefore,



plan for raw material purchase and the estimatedd foy each raw material should be made

along with the required delivery dates.

Planned purchase units = Planned material consumption + desired ending
inventory of raw materials — beginning inventory of raw material

e. Direct labor cost budget
The direct labor budget is needed to developed fthen production budget. Direct labor
requirement must be fixed so that the company knbw whether sufficient labor time is
available to meet production needs. By knowing dmaace, the company can then develop a
plan to adjust the labor force as the situation neayire.
Direct labor requirement can be known by multipdyproducts to be produced in each period by
the number of direct labor hours required to predasingle unit output. Different types of labor
may be involved. If so, then the computation shdaddmade of the type of labor needed. If so,
then the computation can be made by multiplyingdinect labor cost by direct labor hours to

obtain the budgeted total labor cost.

Budgeted direct labor cost = Direct labor hours required (DLH) X Direct labor cost per
DLH

Where,

DHL = Planned production X Standard time required per unit of output

f. Manufacturing Overhead Budget

Manufacturing overhead is the portion of the tgbabduction cost, which is not directly
identifiable with specific product or job. Manufadnhg overheads include many dissimilar
expenses. Therefore, they cause problem is altotati these costs to products. There are two
distinct types of responsibility centers in mosttled manufacturing companies, production and
service. Responsibilities for the operation of edepartment should be classified separately in
the chart of accounts used by the cost accountamartdment. Finally, the expenses of each
department should be planned and controlled seggrat

The manufacturing overhead budget provides a sthexfuall costs of production other than
direct material and direct labor. These costs shbel broken by cost behavior as variable and
fixed for budgeting purpose and a predeterminedieax rate should be developed. This rate

will be used to apply manufacturing overheads ¢opgtoduct throughout the period.



g. Selling and distribution Expenses Budget
The selling and distribution budget contains argtof anticipated expenses for budget period
that will be incurred in areas other than manufactu Selling and distribution expenses include
all cost related to selling distribution and defiwef products to customers. In many companies,
these costs are in significant percentage of tted éxpenses. Careful planning of such expenses
affects the profit potential of the firm.

h. Administrative Expenses budget
Administrative expenses budget includes those esgewther than manufacturing and selling
and distribution. They are incurred in the respoitisf centers that provide supervision and
service to all function of the enterprises, ratttean in the performance of any one function.
Because large portion of administrative expensesfixed rather than variable, the notion
persists that they cannot be controlled. Aside froemtain top managers’ salaries, most

administrative expenses are determined by manageteeision.

i. Cost of Goods Sold Budget
The cost of goods sold budget clearly distinguighegotal cost of goods manufactured and cost
of goods sold from the value of inventory. Indeiedeveals how much cost should be carried to
the next budget that facilitates to prepare incstatement and the balance sheet.

1. Cash Budget
Every company whether big or small moves with c#dlithe end, the business firm should have
enough money to pay for various obligations othsewt will have to go out of business. A cash
budget is developed after the operational budgets capital expenditure outlays have been
accomplished. A cash budget shows the plannedinélstvs, outflows and ending position by
interim periods for a specific time span. Most lo¢ tompanies should develop both long-term
and short-term plans about their cash flows. Tiertderm cash budget is included in the
annual profit plan. A cash budget basically inckitl®o parts:

)] The planned cash receipts, and

i) The planned cash disbursement
Planning for cash inflows and outflows gives therpled beginning and ending cash position for
the budget period. Planning for cash inflows andl@us will include



a) The need for financing-probable cash deficits
b) The need for investment planning to put excess rdastprofitable use.
The primary purposes of cash budget are as follows:
% Providing managers with advance notice of the nessuat their deposable and the
result they are expected to achieve.
% Providing targets useful in evaluating departmepé&xformance
% Providing warning of potential cash shortages metperiod
% Establishing the need for financing and the avditsiof idle cash for investment
4. Budgeted Financial Statement
The final step in master budgeting is the develapne budgeted or pro-forma financial
statements for the period. These statements reéfleaesult that will be achieved if the estimates
and assumptions used for all previous budgets lyswaicur. Such statements allow the
management to determine if the predicted resuéisaaceptable for the period. If the predicted
results are not acceptable, the management hapfuetunity to change and adjust items before
beginning period.
a. Budget Income Statement
Budgeted income statement is one of the key schesdnlthe master budget. It is the document
that tells how profitable operations are anticigatie be in the forthcoming period. After it has
been prepared, it stands as a bench work againshwshbsequent company performance can be
measured.
b. Budgeted Balance sheet
Beginning with the current balance sheet and aidmist or the data contained in the other
budgets, budgeted balance sheet can be developealance sheet is the financial positional
final document in the master budget and even mnftral account titles. So, it can be said that a
loss of the remainder balances of all assets,litiebi and equities, has been portrayed in the
balance sheet.

5. Zero Base Budgeting
Under zero-base budgetary (ZBB) every budget isttaated on the premise that every activity
in the budget must be justified. It starts with Hasic premise that the budget for the next year is
zero and the every expenditure, old and new, mesjustified on the basis of its costs and
benefits. The discipline of zero base budgetingesak different approach in fact a reverse
approach to this problem of justifying everything.



Zero base budgeting though is not really new conaapy the review of the departmental costs.
Managers’ are in ad-vocation since long time intdepview of departmental cost. This review

should be done annually, zero base budgeting lays advhere as critics of zero based budgeting
says it should done every five years or so. The difference is the frequency of review of

departmental cost. (Garrision, 1985: 317)

6. Activity based budgeting (ABB)
Activity-based budgeting focuses on the activitiegproduce and sell products and services. It
separates indirect costs into separate homogeresiivity cost pools. Management uses the
causes and effects criterion to identify the casteds for each of these indirect cost pools. To
manage cost more effectively, organization thaehawlemented activity based costing (ABC)
has also adopted ABB. The aim of ABB is to auth®tize supply of only those resources that
were needed to perform activities required to nileetoudgeted production and sales volume.
The four key steps in Activity-Based Budgeting are:
o Determination of the budgeted costs of performiagheunit of activity at each
activity area
o Determination of the demand for each individualivatgt based on the budgeted
production
o Computation of the costs of performing each agtivit

o0 Describing that budget as the cost of the perfogmerious activities.

il. Management Control Systems and Responsibility Accating
1. Management Control Systems

Management consists of the basic functions of pfendecision-making and control. Control is
the function of the management that ensures thpeprionplementation of plans and policies to
achieve the organizational objectives. Managememttral systems focuses on motivating
managers for the sake of enhancing total profitgtof the organization.
Control involves the process of establishing reswdhd performance targets, measuring
performance and providing rewards or punishmenedas employees’ ability to achieve the
performance target. A management control systelmgisal integration of techniques to gather
and use information to make planning and controlgiens, to motivate employee behavior and
to evaluate performance. The main purposes of neanagt control systems are as follows:

= To clearly communicate the organizational goals



= To ensure that manager and employees understansb#ugfic actions required of
them to achieve organizational goals
= To communicate result of actions to the organizatand

= To ensure that the management control system adushanges in the environment

2. Responsibility Accounting

Responsibilities accounting is a system dividingpaganization into smaller units each which is
to be assigned particular responsibilities. Thesigsumay be set up in the term of division,
segments, departments, branches, product line€ath department comprises individual who
are responsible for particular tasks or managduiattions. The managers of the departments
should ensure that the people in their departmanés doing well to achieve the well.
Responsibility accounting refers to the performapicpeople and departments in order to ensure
the achievement of the goals set by the top managem
In today’s dynamic, multifaceted and complex enwinent, it is almost impossible to control a
big organization centrally. Responsibility accongtis a process of decentralization under which
the authority and the responsibility are delegatedhe respective responsibility centre. It is
concept of dividing an organization into submitsteat a manager of the unit could be made
accountable for the given job.
Responsibility accounting collects and reports pdghand actual information about the inputs
and outputs of responsibility centers.
Process of Responsibility Accounting

= |dentifying the responsibilities centers

= Delegation of authority and responsibility or decalization

= Controllability of the objects

= Establishing performance evaluation criteria

iii. Standard Costing: Direct material and direct labor cost
A standard cost is predetermined cost, which isutaled from management’s standards of
efficient operation and the necessary expendittireay be used as a basis for price fixing and
for cost control through variable analysis. A stad cost is a measure of acceptable
performance, established by management as a guzkrthin economic decisions. Standard cost
for a given job is the predetermined cost to comeptbe job as per specifications. Standard
costing is a system before starting the productiach then comparing this with the actual cost of



the job after completing the production the diffese between the predetermined or standard
costs and the actual costs is termed “the variance”

1. Standard Costing Process
Standard costing is a management control. ComigplB the process of comparing actual results
with the planned objectives and determining whadgiment should be made. The management
control process encompasses the given steps;
Setting standards
Actual Performance Measurement
Variance Analysis
Computing Variance for Each Reason:

Point out the Reason of Variances
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Corrective Action

iv. Flexible Budgeting and Overhead Cost control:
A flexible overhead budget is defined as a detagth for controlling overhead costs that is
valid in the firm’s relevant range of activity. (kbin, 1997:526)
Since, some of the factory overhead cost elementgin constant pet activity and others remain
constant per period, we can simply prepare thebflexost statement by summarizing all factory
overhead costs in a general equation:
Y=FC+UVCxLA
Where,
Y = Total factory overhead cost
FC = Fixed cost per period
UVC = Unit variable cost

LA = Level of activity

V. Decision Regarding Alternatives in Business Operain:
A common aim of human being is to make their litanfortable and happy. As a means of
achieving this aim people adopt different professioA politician is motivated to work hard in
the hope of getting power, which makes his/her diteiting and pleasant. An investor lies up
his/her cash in hand in risky assets in the hoggetiing higher returns in future. As the profit of
a business firm is maximized, the lives of the 8tees (stakeholders) become more comfortable
and happier.



Decision- making is more of an art and less of rgme Not only is the world growing more
complex and uncertain at a faster pace, but theaotelerate as well. Accounting information
can improve, but cannot be perfect, a managemeatdrstanding of the consequences of various
resources allocation decisions. To the extent #@matounting information can reduce the
management uncertainty about the economic factspmes,

And relationship involved in various courses ofi@tt such information is valuable for decision
making purpose and is necessary for conductinghbesi(Bajracharya, Ojha, Goit and Sharma,
2005, 618-619)

1. Process of Decision Making
Decision making is the art of selecting the bewtrahtive from among the various alternatives
available to solve the problems. In case of busing® best alternative is one, which is likely to
provide maximum profits and involve a minimum cogfthout violating the social
responsibilities. This process involves the follogvstages:

1. Define the problem

Identify the available alternatives
Collect relevant information
Make differential revenue/cost analysis
Consider the opportunity costs

Quantitative factors
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2. Decision regarding alternative choice

1. Drop or Continue the Product line:
When a firm is divided into multiple sales outlptpduct lines, divisions, departments, it may
have to evaluate their individual performancesedoide whether or not to continue operations of
segments or whether or not to continue operatidesch of these segments or whether to add a
new segment. The decision criterion would be tlggrsnt margin. The segment margin equals
the segments contribution margin less fixed casthbrectly traceable to that segment.

2. Decision to accept a special order/offer:
A special order is one that has been offered foulk volume at a reduced price. Opportunity to
consider order for a quantity of its regular pradat especial price, usually less than that
charged to regular costumers, frequently arisesafaranagement. When there is idle capacity



such an offer may be attractive. The basis of d@eimaking should be the difference that it will
make in the overall profit of the company. Essdiytiaf there is idle capacity, the special order
is advantageous. (Bajracharya, Ojha, Goit and Sdua20605, 633)

2. Decision to make or buy:
Buying or out sourcing is the process of obtaingogpds from the outside suppliers instead of
producing the same goods or providing the samdcesrwithin the organization. Decisions on
whether to produce components or provide serviagdsnthe organization or to acquire them
from outside suppliers are called make or buy dmtidMany organizations buy some of their
activities such as purchase of special componénissourcing is considered only when it will
give financial advantages over making things witii@ company with no inferior quality.

3. Replacement of assets decision
One of the most important decisions relating taress is whether or not to replace the existing
equipment by new and more sophisticated equipm@enerally, the economic advantages
offered by such an investment is the realizatiompérating cost savings, which are translated
into increased profits. These cost saving involveuaber of future years, and this temporal
dimension adds an additional completion to thetedpkpenditure decision.
A decision regarding the replacement of assetsng-term capital investment decision required
the use of discounted cash flow techniques. Thig woblem that has been known to cause
difficulty, but the correct approach is to applyerant cost principles. As the past or sunk costs
are irrelevant for decision-making the book valueo@l assets does not matter in assets
replacement decision.

4. Decision to further process joint products
A decision is to be made by the management whéoheell joint output at the split off point or
to process them further. The decision criterionusdhdoe to choose the alternatives, which will
maximize total contribution of the various joiniogiucts to the common processing costs. As the
common processing cost before the split-off poretsunk costs that have already been incurred
to create the joint products, they are irrelevartt will not be considered in the decision making
process. The only relevant cost will be the addd#loprocessing costs. A related short-term
decision involves selecting an alternative proeegpian for joint products when the proposition
of the output from the processing cost can be darie

5. Decision of leasing and buying
Leasing is a contract between an owner (lessor)aahder (lessee) for the hiring of specific
assets. In exchange of the lease rentals, theeleddains possession and use of the assets, while



Vi.

the lessor retains legal ownership. The lesse¢chaght to acquire exercise right over the period
of the contract.

Pricing Decision of Product/Services
The pricing decisions arise in virtually all typesorganizations. Manufactures set prices for the
products they manufactures; merchandising compaaegprices for their goods, service firms
set price for such services as insurance poli¢ras) ticket, theme park admission and bank
loans. Also non-profit organization often set psictor example government’s unit price vehicle
registrations, park user fees, and utility serviddse optimal approach to pricing often depends
upon situations. Pricing a mature product or servighich a firm has been selling for a long
time, may be quite different from pricing a new guet or service. Public utilities and TV cable
companies face political considerations in pricihgir products or services, since a government
commission often must approve their prices.
Pricing decisions are the decisions that managekeabout what to charge for the products and
services they deliver. The pricing of the prodwgchot just a marketing decision or a financial
decision rather it is a decision touching on glleads of firm’s activities and as such it affedts t
entire enterprise. As the prices charged on pradiafgely determines the quantities that
customers are willing to purchase, the settingaththigh and low prices dictates the inflows of
revenues consistently failing to cover all the sastthe firm, and then in the long run, the firm

cannot survive.

1. Cost-plus Pricing:
The approach in cost-plus pricing is to computd emnsl then to add predetermined mark-up to
arrive at a target price. The cost-plus pricingrfala established a starting point in setting prices
Then, the price setter must weight market condstiorhus, effective price setting requires a
constant interplay of market considerations and aasreness.
The cost-plus pricing sets the price of a productservice at an amount to its standard
manufacturing cost plus a ‘normal’ markup. This kogr is intended to cover marketing and
administrative costs and net profit before taxes.
Selling price per unit = cost per unit of the coase + markup
or selling price per unit= cost per unit of the tdogse + (cost per unit of the cost base x markup
%)
Where,



Cost Uncovered by the Cost Base + Desired Profit
Markup = - x 100
Cost per unit of the cost base X normal volume

Desired profit = Total invested capital x requireturn on investment
The methods of cost plus pricing of special proslace;
» Variable cost pricing
» Full cost pricing
» Target cost pricing
Cost has different meanings for different purpogasst per unit can be seen in many facts. Cost
may stand for:-
- Variable manufacturing cost
- Total manufacturing cost
- Total variable cost

- Total cost

2. Variable cost pricing

The variable data exactly provides information tha@ manager need when taking certain
decisions, such as whether to accept a special ardebidding for quotations.
Under variable cost pricing method, the price ef pinoduct is determined by adding mark up to
the variable costs. The condition under which aers based on variable cost is appropriate are
as follows:

= When idle capacity exists

= When operating distress conditions, and

= When faced with sharp competition on particulareordnder a competitive bidding

system

3. Full Cost Pricing
In the long run, the price must cover all costs antbrmal profit margin. Basing the cost plus
formula on only the variable costs could encourtdigemanagers to set too low price in order to
boost the sales. If the prices are set, too closatiable manufacturing cost, the firm will fad t

cover its fixes costs. Ultimately, such practiceldaresult in the failure of the business.

4. Time and Material Pricing



Another cost based approach to pricing is calleg tand material pricing. Under this approach,
the company determines one charge for the labod osea job and another charge for the
material. The labor typically includes the directst of the employees’ time and a charge to
cover various overhead costs. The material chaegerglly includes the direct cost of the direct
cost of the material handling and storage. Time amaterial pricing is used widely by
construction companies, printers and repair-shep@atting firms.

5. Pricing for Competitive Bidding and Special Orders
In a competitive bidding situation, two or more qmanies submit scaled bids (prices) for
product, service or project to a potential buydre Buyer selects one of the companies for the
job on the basis of the bid price for the desigacd#jrations for the job. Competitive bidding
complicates a manager's pricing problems, becaomsetlie manger is in direct competition with
one or more competitors. If all of the companiebrsii bid offers for doughtily equivalent
product or service, the bid price becomes the saterion for selecting the contractor. The
higher the price of the bid, the greater willthe profit on the job, if the firm, gets contract.
However, a higher price also lowers the profitapitif obtaining the contract to perform the job.
Thus there is a trade-off between bidding highmetke a good profit, and bidding low to land
the contract. (Bajracharya, Ojha, Goit and Sha&085:723).

6. Strategic Pricing for New Product
Pricing a new product is a challenging decisiorbfrm. The newer the concept of product, the
more difficult the pricing decision is. Pricing tlmew product is harder than pricing a mature
product because of the magnitude of the uncerésintivolved. New products entail many
uncertainties. In addition to the production anchdad uncertainties, new product poses another
sortof challenge. There are two widely differing stgags that a manufacturer of a new product
can adopt. The general, pricing technique for a pexduct can be:
e Skimming Pricing

e Penetration Pricing

7. Target Cost Pricing
A target is the estimated price for product or menthat potential customer will be willing to
pay. This estimate is based on an underwritingustamers perceived value for a product and



competitors’ response. A target operating income y&t is the operating income that a
company wants to earn on each unit of a produckt Jdie target pricing leads to target cost. A
target cost per unit is the estimated long-run pestunit a product that when sold at the target
price enables the company to achieve the targettpe income per unit. Subtracting the target
operating income per unit from the target pricaveer the target cost per unit.
Developing target prices and target cost requiveddllowing:-
a) Develop a product that satisfy the needs of pakatistomer
b) Choose a target price based in customers’ perceiakek for the product and price
competition charge and a target operating.
c) Set the target income per unit based on returmegstment (ROI)
d) Desire a target cost per unit by subtracting thgetaoperating income from the target
price
e) Perform value engineering to achieve target cost

8. Pricing under Activity Based Costing
A traditional product costing system, in which @llerheads is assigned on the basis of a single
unit level activity like direct labor hours, fail® capture the cost implications of product
diversity. Since the pricing decisions often aresdshon accounting product costs, decision-
maker should be aware that distortion could resulbverpricing high-volume and relatively
simple products, while low-volume and complex pradduare understand. The competitive
implications of such strategic pricing errors canumsuccessful.
An activity based costing (ABC) system does measheeextent to which each product line
drives cost in the key production-support actigitidn activity based costing system can be
particularly helpful as product design engineeydarachieve products’ target cost. ABC enables
designers to break down the production cost imprearé in particular activities to bring a new
product’s projected cost in line with its targesto

9. Transfer Pricing
A transfer price is the price charged on subunitapforganization for products or services
supplied to mother subunit of the same organizatidme transfer price creates revenue for
selling sub unit's and a purchase cost for therngugubunit affecting operation income numbers
for both subunits. The operating income can be te&valuate the performance of each subunit

and to motivate managers.
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Decentralization: The first essence in transfer pging

Decentralization refers to the downward delegatbthe decision-making authority to subunit
managers. A decentralized organization is compasexperational unit led by manage,, who
have some autonomy in decision-making the degreshimh a company is decentralized

depends on top management philosophy and the amagers' abilityo perform independently.

Long-term Investment Decisions
A capital investment decision, also known as atehpgiudgeting decision, is related the
concerned organizations' long term bulk expendstuiteinvolves the process of planning future
net cash flows over the life of the project andselecting the best course of action that yields
positive net present values. A capital investmentépital budgeting) should have the following
characteristics:

» Long term investment

» Bulk amount of investment

» Effect of time value of money

» Risk and uncertainty
Capital budgeting process involves the followinge#h major stages:
% Estimating the projects net cash flows
% Measurement of benefit of the investment

«» Evaluation of risks associated with the investment

1. Estimating the Project's Cash Flows
Cash flow generally indicates a cash flow analysigp focus exclusively on the difference in
expected future cash flows that result from impletimg a project. All cash flows are treated as
the same whether arise from purchase or sale apmgmt or investment in or recovery of
working capital. The opportunity cost and time eabf money are tied to the cash flowing in or
out of the organization and no to the source ottsh.
Estimation of the net cash flows in an investmenjget should cover:
» The initial investment (Start-up) costs
» The cash flows over the running life of the projec
» Terminal cash flows at the end of the project

2. Relevant Information for Investment Decision



Investment analysis decisions require informatielatmg to initial investment costs, terminal
cash flows, annual revenues, annual operating ¢egtenses) and tax rate. All these cash flows
should be the incremental due to the project irsictamation. The cash flows, which do not affect
the present cash flows in terms of out lays or fienare irrelevant.

% Sunk costs are irrelevant

% Don't forget cannibalization effects

% Don't forget the incidental effects

% Take care of the overhead costs

s Don't count interest expenses twice

% Take cash flows not net income

% Only the differential cash flows are relevant

% Depreciation expenses is relevant

% Working capital is relevant

% Cash flows is replacement cases

3. Long-term Investment Evaluation Technique
More projects may be at the threshold of the bgsinfgm. A screening process has to be
followed to find out the profitability of such progals.
For this purpose, numerous methods of measuringt¢baomic value of an investment can be
found. The methods of appraising capital expendifumoposal can be classified into two broad
categories:
1. Traditional methods
2. Time adjusted methods
Later are, more popularly known as discounted @ashtechniques as they take time factor into
account. The first category includes:
1. Payable period method (PBP)
2. Average rate of return (ARR)
The second category includes:
1. Net present value (NPV)
2. Internal rate of return
3. Profitability index (PI)
1. Pay Back period Method:



The payback period method is the traditional metbbdapital budgeting. It's the simplest and
perhaps the most widely employed quantitative nebtlfmr appraising capital expenditure
decisions. This method answers the questions: hamyryearsvill it take for the cash benefit to
pay the original cost of an investment, normallisregarding salvage value? Cash benefits
represent CFAT, ignoring interest payment. ThusP PEeasures the numbers of years required
CFAT to pay back the original outlay required iniavestment proposal.

Investment

Payback period (PBP) =
ayback period (PBP) Constant annual cash flow

One of the most commonly used methods of capitdbbting is the payback technique. This
method posed the question, "how long will it tal@dcover the investment?"

The payback period method requires a bench markeatwhich an investment proposal can be
rejected and below which it is accepted. Managerplg state the acceptable limit to the

payback period: however this bench mark paybaciogés objective.

The project having the shortest PBP may be assigamddone, and the project with the longest
pay back would be ranked the last. The terms "miytexclusive" refers to proposals out of

which one can be accepted with exclusion of others.

Obviously, projects with a shorter payback perialll e selected.

Rationale of Payback:
The payback period is important to a company egpenng liquidity problems. A long payback
period usually means a low rate of return. Paykdack measure of risk because the longer it
takes to get the invested money back; the grebeerisk that the invested money may not be
recouped.
Limitation of payback period:
- PBP has two very serious errors. The first is ithizlls nothing about the profitability
of the investment. It ignores the size of cash fidter the payback period.
- The second serious error of the payback methobaisit ignores the timing of the
expected future cash flows and so ignores the tiahge of money. This can lead to

poor decisions.

1. Accounting Rate of Return
The accounting rate of return (ARR) method of eaihg a proposed capital expenditure is also

known as the average rate of return method. lagetd upon accounting information rather than



a cash flow. There is no unanimous regarding theniten of the rate of return. There are
number of alternative method for calculating theRAR

) Average Annual Expected Income
Accounting Rate of Return(ARR) =

Average investment

With the help of ARR, the financial decision makan decide whether to accept or reject an
investment proposal. According to the ARR, as arepcreject criterion, the actual ARR will be
compared with a predetermined or a minimum requiegd of return or cut-off rate. A project
will qualify to be accepted if the actual ARR isgher than the minimum desired ARR.

Otherwise; it is liable to be rejected.

3. Net Present Value (NPV)
Net present valued method is discounted cash flopvaach to capital budgeting that discounts
all expected future cash flows to the present uaingnimal desired rate of return. To apply the
net present value (NPV) method to an investmenpgsal a manager first determines some
minimum desired rate of return. The minimum ratea#ied the required rate of return, hurdle
rate discount rate or cost of capital. Then allemtpd cash flows from the project are discounted
to the present using this minimum desired ratéhéfsum of present values of the cash flow is
zero or positive, the project is desirable andeigative, it is undesirable. When choosing from
among several investments, the one with the lamgtgpresent value is the most desirable.
This method require the determination of three #déon a project

1. Initial cash flow

2. Future net cash flow

3. Minimum required rate of return
Net present value method requires that all cashsflassociated with new investment proposal
be discounted at a predetermined weighted averagieo€ capital. The decision rule of a project
under NPV is to accept the project if the NPV isipee and reject if it is negative.

4. Discounted Payback Period
A major limitation of payback is that it does natké the time value money into account.
However, this limitation can be overcome through tise of a discounted payback. The NPV
criterion leads to an acceptance of a project ag ks its NPV is at least zero. If a project
complies with this requirement then it does paykbaghin the discounted payback criterion



period. Thus the discounted pay back is not moaa $hortened version of NPV. Instead of
calculating the project's NPV over the whole oflits, the NPV is effectively calculated up to

some specified cut-off point.

5. Internal Rate of Return (IRR)
IRR technique is also known as yield on investmmatginal efficiencyof capital, marginal
productivity of capital, marginal efficiency of déal rate of return, time adjusted rate return and
so on. Like the present value method, this metHsd eonsiders the time value of money by
discounting the cash streams. The basis of theddactor, however, is different in both. In
the case of the present value method, the discmtat usually the cost of capital and it
determinates are, external to the proposal undeiderations. The IRR on the hand is based on
facts, which are internal to the proposals. In otherds, while arriving at the required rate of
return for finding out the present values, the daflbws as well as outflows are not considered
but IRR depends entirely on the initial outlay &hd cash proceeds of the projects, which are
being evaluated for acceptance or rejection. Ttexrnal rate of return (IRR) is the discount rate
that equals the aggregate present value of CFAT thé aggregate present value of cash
outflows required for a new investment. The propdt be accepted only if IRR exceeds the
cost capital (k). The IRR of a project is the rateliscount, which produces zero NPV.

The IRR decision rule is that only if project wiin IRR greater than or equal to some
predetermined cut-off rate should be acceptechdfgrojects are independent, NPV is positive
and IRR of the projects greater than the cut-a#,rall projects maybe accepted depending on
the availability, all projects with a negative NRWd smaller than cut-off rate, IRR are rejected.
But in case of mutually exclusive projects, whemg@ect must be accepted and only onegan
accepted, only the project with the highest NPV B is desirable.

6. Profitability Index (P1)
The profitability index (PI) benefit cost ratio astime adjusted capital budgeting technique. It is
similar to the NPV approach. The Pl approach messthre present value of return per rupee
invested. While the NPV is based on the differebeaveen the present value of future cash
inflows and present value of cash outflow (outlayB) may be defined as a ratio, which is
obtained by dividing the present value of casloinfl by the present value of cash outflows.



Total Present of the Cash Flows (TPV)
Present Value of Cash Outflow (NCO)

Profitability Index =

If PI value exceeds one, the proposal is worth gtaog. When PI is equals to ones, the firm is in
differentto the projects. When the profitability index isuadjto or less than one, the net present
value is greater than, equal to or less than zespectively. In other word®PV will positive
when the Pl is greater than one; and will be nggatihen the Pl is less than one. Thus,NR&/

and profitability index approaches give the sansellts regarding in investment proposals.

3.6.11.4Capital Budgeting Under Risk and Uncertainty
A capital budgeting decision is based on the bendBrived from the project. The benefits are
measured, are in terms of cash flows. The estimaifofuture returns is done on the basis of
various assumptions. The actual return in termsash inflows depends on a variety of factors
such as price, sale volume and effectiveness oatlvertising campaign, competition, cost of
raw materials, manufacturing costs and so on. B&c¢hese in turn depends on other variables
like the state of the economy, the rate of retunihgtion etc. The accuracy of the estimates of the
future returns and the reliability of the investmelecision would largely depend upon the
precision with which these factors are forecastéthatsoever technique is followed for
forecasting, precisely actual returns can nevdy talthe estimation. As a result, actual results
vary from the estimation. This variation is teclaig referred to as a risk. The terms risk with an
investment can therefore be defined as the vaitiabil the actual return emanating from a
project in future over its working life in relatido the estimated return as forecast at the time of
initial capital budgeting decision.
Risk exits when the decision-maker is in a positimrassign probabilities to various outcomes.
Uncertainty exists when the decision maker has istotical data from which to develop a
probability distribution and must make intelligegtiesses in order to develop a subjective
probability distribution.
The capital budgeting decision for starting a neadpct will take more uncertain returns than
the one involving the expansion of an existing dagrther, the estimates of returns from cost
reduction type of capital budgeting will be subjéxta lower degree of risk, than the revenue
expanding capital budgeting project.
Measurement of risk:

e Sensitivity Analysis



¢ Risk adjusted discount rate

e Certainty equivalent co-efficient
e Probability distribution approach
e Standard deviation

e Co-efficient of variation

e Normal probability distribution

e Decision tree approach.

3.6.12 Managerial use of Financial Statement Analysis
Before discussing about financial analysis it isassary to discuss about financial statement and
report. A report is issued annually by a corporatm its stakeholders. It discloses basic financial
statement as well as managements' option of pastsyeperation's and the firm's prospectus.
The income statement, the balance sheet, the €taterfiretained earnings and the statement of
cash flows are four basic financial statements.
a) The income statement
b) The balance sheet
c) The statement of retained earnings
d) The statement of cash flows:
The above statement and report are required feerdiit purpose but according to statement, it is
necessary for analysis the statement and to répdmow the positive and negative or strength
and weakness of business. So, the financial asallygicates the analysis of financial statement
and report to know the financial reality and wodtfprmance of business. In short the financial
analysis tries to analyze the following question:

% Is the firm in paying condition for current lialbiés?

% Which sources invest for long term financial invesht in firms? Or what is the capital

structure of the firm?

% Does the firm utilize its assets fully effectively?

% Is the earning of its funds enough?

% Do the investors realize the profit the firm?

% Do they want to purchase the share of the firm?

3.6.12.1 The statement of Cash Flows



Preparing a statement of cash flows is simples linhiended to show all the cash inflows and
outflows of a firm during a period. However, as ttesh flow statement must combine cash
flows that are recognized in the balance sheetgfample, change in account, receivable) and
the income statement (for example, the sales rejemiuis sometimes complicated to prepare.
Preparation of this statement is further compliddtg difference between the time cash flows
occur and when they are recognized as revenuexpmnges. The accrual process (income
statement recognition) is subject to managemergmaht, assumptions and various estimates
that affect both time series and cross-sectionalyars.

Use of Cash Flow Statement

1. The main objective of a statement of cash flowts isonvey information about the cash
receipts and cash payments of a firm during the@watting period. Though the same
information comes from through the cash book alygadpared the course of posting in
ledger some information in a different manner opena and capital expenditures.

2. Cash flow statement can also be used for stockhadae They can see whether cash
provided by operations, comfortably covers the dbwid payment. Cash flows from
normal should continue to increase. The companyldhoe able to invest its future by
making capital expenditures to modernize it progactacilities.

3. Cash flow statement can also be used for crediidisy might be interested to know
whether the firms would be able to pay its duegdtlons from the cash obtained from

the operating activities. Creditors see the cash fiquidity position in this regard.

Preparation of a Cash Flow Statement

The cash flow statement should report cash flowsnduthe period classified by operating,
investing and financing activities. Cash flows, lever, exclude movement between items that
constitute cash or cash equivalents because tbeggonents are part of the cash management of
an enterprises rather than part of its operatimyesting and financing activities. Cash
management includes the investment excess casisimegjuivalents.

1. Operating Activities: Cash flows from operating activities are primadirived from
the principal revenue producing activities of threegprise. Therefore they generally
result from the transactions and other events éhtgr into the determination of net
profit or loss.

Examples of cash flows from operating activiiaes;
% Cash receipts from the sake of goods and the rigdef services

% Cash receipts from royalties, foes, commissioro#ner revenue



% Cash payments to suppliers for goods and services

% Cash payment to employees

% Cash receipts and cash payment of an insurancepasée for the premiums and
claims, annuities and other policy benefits

% Cash payment,oefunds of income taxes unless they baspecifically identified with
financing and investing activities

% Cash receipts and payments from contracts heldefaling or trading purposes, etc.

2. Investing Activities: The separate disclosure of cash flows arising fiowesting
activities is important because the cash flows espmts the extent to which
expenditure has been made for resources intendgdrterate future income and cash
flows.

Examples of cash flows arising from investing\atiés are;

% Cash payments to acquire property, plant and eqnpmand other long-term
assets. These payments include those relatingpitalized development costs and
self-constructed properly plant and equipment.

% Cash receipts from sale of property, plant and ggant, intangibles and other

long-term assets.

3. Financing Activities: The separate disclosure of cash flows arising ffmancing
activities is important because it is used in predg claims on future cash flows by
providers of capital to the enterprise. Examplegasgh flows arising from financing
activities are;

% Cash proceeds from issuing shares or other equstguiments

% Cash payments to owner to acquire or redeem tlegpige's shares

% Cash proceeds from issuing debentures, loans,,nodesls, mortgages and other
short or long-term borrowings.

% Cash repayments of amounts borrowed and

% Cash payments by a lessee for the reduction obtitstanding liability relating to

finance lease.

3.6.12.2 Ratio Analysis

Ratio analysis is the numerical relationship betwany two variables of financial statements,
which should serve some meaningful purpose. Ratr@sexpressions of logical relationship
between items in the financial statements of alsipgriod. Analysis can compute many ratios



from the same set of financial statements. Ratadyars shows a relationship between two items
on the same financial statement or between twositemdifferent financial statement. The only
limiting factor in choosing ratios is the requiraméhat the items used to construct a ratio have a
logical relationship to one another.

1. Liquidity Analysis: Short-term lender such as suppliers and creditees liguidity
analysis to assess the risk level and ability difra to meet its current obligations
satisfying these obligations requires the use efdash resources available as of the
balance sheet date and the cash to generate thitmeigiperating cycle of firm.

The concept of liquidity relies on the classificatiof assets and liabilities into "current’ ancho
current' categories. The traditional definition @frrent assets and liabilities is based on a
maturity period of less than one year or (if lonngée operating cycle of the company.

% Cash and cash equivalents

% Merchandise securities

% Account receivables

% Inventories

% Prepaid expenses
And the three categories of current liabilities: are

% Short term debt

% Accounts payable

% Accrued liability

Current Assets (CA)
Current Liabilities (CL)

Current Ratio =

A more conservative measure of liquidity, the quiato is defined as;

Cash + Marketable Securities + A/cReceivable
Current Liabilities

Quick Ratio =

Similarly,

Cash + Marketable Securities

Cash Ratio =
asi katto Current Liabilities

The use of the current (or quick) ratio implicidgsumes that the current assets will eventually
be converted into cash. Realistically, howeversitnot anticipated that firms will actually
liquidated that firms will actually liquidate therurrent assets to pay down their current

liabilities. Certain level of inventories and regbles, as well as payables and loans are always



needed to maintain operations. If all the curressets and liabilities are liquidated then in effect
the firm has ceased operation. Later, it is assuthatithe process of generating inventories,
collecting receivables and so on is ongoing. Thed®s therefore measure the "margin of

safety" provided by the cash resources relatingptmations.

2. Length of Cash Cycle:The firms purchases or manufactures inventory, ireguan
outlay of cash and/or the creation of trade payalelet. Sale of inventory generates
receivables that when collected, are used to gatief payables and the cycle is began
again. The ability to repeat this cycle on a camims basis depends on the firm's short-

term cash generating ability and liquidity.

Cost Of Goods Sold
Average Inventory

Inventory Turnover =

365
Inventory Turnover

Average Number of Days in Inventory Turnover =

Sales

Receivable turnover = -
average receivables

3. Long-term Solvency Analysis: The analysis of a firm's structure is essential to
evaluate its long-term risk and return prospeotsrieged from accrue excess return to
their shareholders so long as the rate of returnneastments financed by debt is
greater than the cost of debt. However, the benefit financial leverage bring
additional risk in the firm of fixed costs that @&isely affect profitability if demand
declines

Moreover, the priority of interest and debt claio@ have a severe negative impact on a firm
when adversity strikes. The inability to meet thebégations can lead to default and possible to
bankruptcy.

a. Debt Ratios: A firm's financing is obtained from debt and equibe greater the
proportion of debt in relations to the equity, threater is the risk to the firm as a
whole. Two important factors should be noted: 1 trelative debt levels
themselves and 2) the trend overtime in the prapodf debt to equity.

Debt ratios are expressed either as,



Total debt (current and long — term)
Total capital (debt + capital)

Debt to total capital =

Alternatively,

total debt

Debt to equity = W

Earnig before interest and taxes (EBIT)

Interest coverage = -
Total interest expensess

EBIT

Fi al l = —=
inancial leverage = — o

4. Assets Management RatiosTo carry out one's operations, one needs to inmdssth
short-term (investing and account receivable) amag|term (property, plant and
equipment) assets. Activity ratios describe thati@hship between the firm's level of
operations (usually defined as sales) and thesamseted to sustain the activity.

a. Operating assets management:

1. Inventory turnover ratio: This provides an indicator of the efficiency of
firm's inventory management. A higher ratio is amicator that the
inventory does not decay in a warehouse or in¢hees but rather ‘turnover
rapidly as it moves quickly from the time of acqtish to that sales.

Cost of goods sold

Inventoryturnover = -
Average inventory

b. Long Term Assets ManagementAn effective utilization is reflected by how
many sales are generated by the assets employsd.eflacts the level of sales
maintained or generated by investments in a progucapacity analysis of
these ratios must consider changes in its level we that can be a function of
a number of subtle factors.

Sales

Fixed assets turnover = -
Average fixed assets

Sales

Total assets turnover =
Average assets

Sales

Capital loyed t =
apiiat empioyed turnover Permanent capital



5. Profitability Analysis: Profitability is an important measure of compamyferating
success. There are areas for judging profitabilty: Relationship in the income
statement that indicate a company's ability to vecocosts and expenses 2)
Relationship of income to various balance sheetsoreathat indicate company's
relative ability to earn incomes from assets emgdoyThe first measure is the profit
margin and the second one is the return on invedtnighe stock holders' primary
concern is the profitability measure of the firmenders also desire a minimum return

on the borrowers' investment to be on the safe side

a. Profitability in Relation to Sale

Net Profit Marei Net Profit 100
= — X
et Profit Margin Net Sales
Gross Profit
Gross Profit Margin = —————— x 100
Net Sales

Cash from Operating Activities

Operating Cash flow Margin = Not Sales x 100

b. Profitability in Relation to Investments:

Net Income + Interest

Return on Investment or ROI = X 100
Average Total assets

Net income — Preferred Stock Dividend

Return on Common Stock Holder = - x 100
Average Common Equity

c. Profitability in relation to common stockholder
Earnings per share: Earnings per share are derived by dividing thditpod a company by the

total number of shares outstanding.

Earnings after tax — preference dividends

Earni hare =
arning per share Number of ordinary share

The net earning is the amount, which is completedg from any obligation and the company,
can plough it back into the company, and pay todfdéinary shareholders as dividend or a
combination of both. This amount is known as thaiegs available for ordinary shareholders.



Dividend per share: The dividend per share is the dividend declared single ordinary share

for the year.

Ordinary dividends paid to ordinary shareholders

Dividend h =
lviaend per share Number of ordinary shares

Price earning (P/E) ratio: It is the market price of shares expressed as &pteubf earnings

per share.

price per ordinary share

Price earning ratio = -
Earning per share

Dividend vyield: The dividend yield is the dividend per share dididey the market price per
common stock expressed in percentage.
Gross dividend per share

Dividend vield — x 100
tvidend y1e Per ordinary share price

Dividend payout ratio: Dividend payout

ratio measures the proportion of earnings per sivareh are paid out as dividends.

o _ Net dividend per share
Dividend Pay Out Ratio = : x 100
Net earning per share

Dividend worth per share: Net worth per share is the value of net tangibtetss
attributable to one ordinary share, which is tharsholders’ equity divided by the number of

ordinary shares.

Ordinary share Capita + Reserve — intangible assets

Net worth per share =
P No. of ordinary shares outstanding at balance sheet

Cash flow from operations after costs

Cash fl hare =
ash HOW per share = o of ordinary shares outstanding at balance sheet



Cash flow per share:Cash flow per share is
a useful indicator of a company’s general abiltyldverage itself, to pay dividends, to concert
accounting earnings into cash and to enjoy finddieibility.

Cash flow from operations after costs

Cash fl hare =
ash HOW per share = o of ordinary shares outstanding at balance sheet

In financial Statement Analysis, it should be rerbered that standards for comparison vary by
Industry, and jhancial Analyst must be carried out with full kned¢e of specific industry
characteristics. Analyst must be sure that themmarisons are valid especially when the
comparisons arc of items for different periods iffiecent companies.

A single important event; such as the unexpectettipd a production the market by a
competitor, may affect the interpretation of theaficial statement. Also the general business
conditions and the possible seasonal nature ohessimust be taken into considerations, since
these factors could have an impact on financiaéstants.

3.7 Hypothesis:

Hypothesis has been posed related to use of valMamgement Accounting tools in Nepalese
insurance companies to make research specific bjedtve. Hypothesis means presumption or
gualitative statement of the population parameddrieh may or may not be true. Therefore, to
make the right decision about the qualitative stet® of population, testing of hypothesis

technique is used. Only six of management accogitiols: Net Present Value, Internal Rate of
Return, Payback Period, Discounted Payback Pe@odt Volume Profit analysis and Flexible

Budgeting has been taken for hypothesis testing.

Hypothesis 1:
Null hypothesis (Ho):- There is no significant teaship between the use of Net Present Value

(NPV) and Internal Rate of Return (IRR) techniqass Management Accounting tools. (i.e.
practicing of Net Present Value technique and hakrRate of Return techniques are
independent).

Alternative hypothesis (H:- There is significant relationship between tlse wf Net Present

Value (NPV) and Internal Rate of Return (IRR) tagbes as Management Accounting tools.



(i.e. practicing of Net present value technique &nikrnal Rate of Return techniques are

dependent).

Hypothesis 2:
Null hypothesis (Ho):- There is no significant tedaship between the use of Break Even

Analysis (BEP) and Flexible Budgeting techniquesMa@nagement Accounting tools. (i.e.
practicing of Cost Volume Profit analysis technigaed Flexible Budgeting technique are
independent).

Alternative hypothesis (H:- There is significant relationship between trse wf Break Even
Analysis (BEP) and Flexible Budgeting techniquesM@nagement Accounting tools. (i.e.
practicing of Cost Volume Profit analysis technigaed Flexible Budgeting technique are

dependent).



CHAPTER-IV

Data Presentation and Analysis

4.1 Introduction:

The main objective of this study is to examine phesent prace of management accounting

tools and technigues in Nepalese insurance congahie other objectives are to identify the
future perspectives of management accounting tapfgication and to scrutinize the major

difficulties in the application of management aaaing tools in Nepalese insurance companies.
To achieve the specific objectives of the reseastidy this chapter included the data
presentation, analysis.

The study is based on the primary source of infoiona The data were collected from the
insurance companies by developing the structuredtepnnaire. The sampling represents 100%
of the population since all the twenty one werduded. Fourteen tick marks and two open-end
guestions were included in the questionnaire. md fiut the correct and reliable data, necessary

information was collected from authentic persomeulgh discussion and opinion survey.

The raw data were properly processed, tabulatedamadlyzed. Necessary tables have been
developed based on subject matter of questions. delt@ were tabulated in different tables

according to the subject in order. Simple percentagls were applied to analyze and interpret
the findings.

The statistical tool chi-squaré(?) was used to test the hypothesis related to theagement

accounting. Two different hypotheses were tested.
The major findings of the research were based erattalysis and interpretation of data, which
were expressed at the end of the chapter, accdydifige information collected through open-

end question was arranged in this chapter in aripéise way.

4.2 Percentage Analysis of Management Accounting ots
Table-1
Management Accounting Tools Practiced in Nepalasarance Companies.



S.N. | Management No. of | No. of Insurance| No. of practicing | Percentage

Accounting Tools | population Companies Insurance (%)
sampled Companies

1 Cost-volume-profit | 21 21 5 23.80%
Analysis

2 Responsibility 21 21 6 28.57%
Accounting

3 Capital Budgeting 21 21 10 47.61%

4 Ratio Analysis 21 21 15 71.42%

5 Cash Flow Analysig 21 21 14 66.67%

6 Standard Costing 21 21 1 4.62%

7 Zero Base 21 21 1 4.62%
Budgeting

8 Flexible Budgeting | 21 21 4 19.05%

(Source: Appendix —1)

The table can be presented in chart as follows:

80%
70%
60%
50%
40% -
30% -
20% -
10% -
0% -

B Break Even Analysis

B Responsibility
Accounting
m Capital Budgeting

B Ratio Analysis

B Cash Flow Analysis

Percentage of management accounting tools
practiced in Nepalese Insurance Companies

Fig. 1
The above Table 1 and figure 1 demonstrate manageaneounting tools practiced in insurance
companies of Nepal. It is revealed that, 71.42%qydr of Nepalese insurance companies used
ratio analysis. Cash flow analysis was practiced6B% of them and Capital Budgeting
technigue was practiced by 47.61. Similarly, 28&rcent of them used responsibility

accounting and 23.80 percent used Cost-volumetpinialysis. The insurance company



practicing flexible budgeting represented 19.05ceet and only 4.62 percent of them used

standard costing and zero base budgeting. .

Table — 2
Number of Nepalese Insurance Companies practiaiegoo more MA tools.

Number of Management| Practitioner Insurance Companies | Fx
Accounting tools (x) Number (f) %

1 5 23.80 5

2 3 14.28 6

3 7 33.33 21

4 4 19.04 16

5 2 10 10

6 0 0

7 0 0

Total N=21 yfx = 58

(Sources: Appendix-1)
The table can be presented in pie chart as follows:

Number of Management Accounting Tools 0% 0%

Nl m2 m3 m4 m5 m6 7

Fig. 2

Therefore,

the average number of MA tools used in each inggr@ompany X ) :% = % =276ie.3

The above table-2 and fig. 2 representrtamber of Nepalese insurance companies practicing
one or more management accounting tools. It regidalgt in average 3 management accounting
tools were used in an insurance company. It isr@gealed that 38.09 % of insurance companies
use less than average number of management acugtotils. Altogether 3 tools were used by



33.33% insurance companies and 28.57% other inseirgmmpanies use more than the average
no. of management accounting tools. The main reagoren for not practicing of these tools
contained that, majority of the respondents opitted management accounting is related to
manufacturing and trading business rather thanicgemndustry like insurance. Some other
respondents opined that these tools are not pedctit Nepalese insurance companies due to
lack of knowledge or no information about the toplack of experienced human resources and

high cost/quite expensive.

Table — 3
The department for budget preparation in Nepaleserance Companies
Budget Preparing | No. of | No. of Insurance| No. of practicing | Percentage
Department population | Companies Insurance (%)
Sampled Companies
Finance Department 21 21 20 95.23
Planning 21 21 - -
Department
Budget Committee 21 21 3 14.29
Outside Experts 21 21 - -
Others 21 21 2 9.50

(Sources: Appendix-2)
The table can be presented in chart as follows:
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Department for budget preparation in
Nepalese Insurance Companies




Fig. 3
Other includes: Chief Executive officer and heafitef
The table-3 and fig. 3 represent the budget pregasystem practiced in Nepalese Insurance
Companies. It is seen that 95.23 percent insuranoapanies ofNepal prepare their budget
through finance department, 14.29 percent prepame budget through budget committee, and
only 9.5 percent of them prepared their budgetlpioy the head office and chief officer of the
company. It is also seen in the table that no erste companies made the budget through their

planning department and no insurance company butsde experts to prepare their budget.

Table — 4
Types of budget practiced in Nepalese Insurancepaoms

Types of Budge No. of| No. of Insurance| No. of practicing | Percentage

population | Companies Sampled Insurance (%)

Companies

Over all Mastel| 21 21 12 57.1¢
Budget
Cash Budget On 21 21 2 9.t
Operational Budg 21 21 6 28.5i
Other: 21 21 0 0

(Source: Appendix — 3)

The percentage can be presented in chart as follows
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Fig. 4



The table-4 and Fig. 4 show the type of budgettmeat by the insurance companies of Nepal. It
is seen that, nearly 57.14 percent of Nepaleseanse companies practiced over all master
budgets, 28.57 percent of them practice operatidmalget and only 9.5 percent of them
practiced cash budget.

Table - 5

No. of Insurance companies practiced one or mgre ¢f budget.

Number of Budget Preparing| Insurance companies

Method (x) No. (f) % Fx

0 1 4.76 0

1 12 57.14 12

2 2 9.52 4

3 6 28.57 18

4 0 0 0

5 0 0

Total N=21 Sx = 34

(Sources: Appendix-3)
This table can be presented in pie chart as follows

Number of Budgets types

HEl1 E2 w3 N4 E5 Wm6
4.76%

0% 0%

Fig.5

Average number of budget preparations techniquesngarance companfX ) =

Yx _ 34 _
N 21

1.619i.e.2
The table and pie chart reveal that in averagecBnigues were applied in each insurance
company. It is also revealed that 9.52 % of insceanompanies used exactly the average



number technique to prepare the budge. 57.14%emh fracticed less than the average number

of technique, and rest 28.58% of insurance comgamiacticed more techniques then average

number.
Table — 6
Time Period Covered by Budget in Nepalese Insur@&urapanies

S.N | Period of | No. of| No. of Insurance| No. of practicing | Percentags
Budget population | Companies Sampled | Insurance Companies | (%)
1 Year or les 21 21 18 85.71
Less than £ 21 21 4 19.0¢
years
More than E|21 21 1 4.7¢
years
Other: 21 21 0 0

(Source: & Appendix -4)

The above table can be presented in chart as fellow
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Fig 6
The above table and fig. show that, 85.71 percémdtal insurance companies prepared short-
term budget covering time period of one year 0s,ld9.05 percent of them prepared midterm
budget covering the time period of less than fiwarg and the only 4.76 percent of them

prepared the long-term budget of more than fives/pariod.

Table -7

Bases taken by Nepalese Insurance Companies whpangng budget



S.N. | Bases of Preparing| No. of | No. of | No. of practicing | Percentage
Budget population | Insurance | Insurance (%)
Companies| Companies
Sampled
1 Based on previous budg| 21 21 7 33.3¢
estimate
2 Based on the past acti| 21 21 13 61.9(
budget
3 Zero bas 21 21 3 14.2¢
4 Activity base 21 21 4 16.0¢
5 Othel 21 21 - -

(Sources: Appendix — 5)

Above data can be presented in chart as follows:
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The table-7 and fig. 7 reflect the budget estinratechnique practiced by Nepalese insurance
companies. It is seen in the table and Fig. thatin&2 percent of Nepalese insurance
companies prepared their budget on the basis vfaoasal budget. Similarly, 33.33 percent,
16.05 percent and 14.29 percent of them prepargdbunh the basis of the previous budget
estimate, zero base budgeting and activity basdddiing respectively.

Table -8

Number of Nepalese Insurance Companies Taking oneee Bases while Preparing Budget.

Number of bases for budget | Practitioner Insurance Companies | Fx
() Number (f) %




1 13 61.90 13

2 38.10 8

3 0 0

4 0 0

5 0 0

Total N =21 Stx = 27

(Sources: Appendix — 5)

Above data can be presented pie in chart as follows
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Therefore, average number of base for budget paparper insurance companies)
= ufx
N
=2 -128ie.1

21
The above table-8 and Fig.-8 show that normally &lege insurance companies only one base

for preparing its budget. Out of 21 insurance comgxm 13 representing 61.90% used one base
for preparing their budget and remaining 8 insueanompanies representing 38.09 used two

bases while preparing their budgets.

Table — 9
Capital budgeting tools practiced in Nepalese imsce companies
S.N | Capital Budgeting | No. of | No. of Insurance| No. of practicing | Percentage
Techniques population | Companies Sampled| Insurance (%)
Companies
Payback period (PB 21 21 4 19.(5
Discounted paybac| 21 21 - -

period (DPB)

Average rate of retu 21 21 8 38.0¢




Net present value (NP | 21 21 7 33.3¢
Profitability Index (Pl 21 21 2 9.52
Internal rate of retur| 21 21 1 4.7¢
(IRR)

Othel 21 21 - -

(Source: & Appendix -6)
The above table can be presented in chart as fellow
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The table-9 and fig. 9 represents the capital itmrent technique practiced by Nepalese
insurance companies. It is revealed in the tabte fan that nearly 38.09 percent of Nepalese
insurance companies are practiced average ratetofnr method for the purpose of capital
budgeting analysis, 33.33 percent of them practietcresent value technique .Similarly, 19.05
percent and 9.52 percent of them practiced paylpaciod and profitability index techniques.

Only 4.76 percent of the Nepalese insurance corapapiacticed internal rate of returns as

capital budgeting analysis technique.



Table — 10
Number of capital budgeting techniques practicedeapalese Insurance Companies

Number of Capital Budgeting| Insurance Companies

Techniques (x) Number (f) % Fx
0 5 23.81 0
1 10 47.62 10
2 6 28.57 12
3 0 0 0
4 0 0 0
5 0 0 0
6 0 0 0
7 0 0 0
Total N=21 Yfx = 22

(Sources: Appredix — 6)

The above table can be presented in pie chadilasé:
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Therefore, average number of capital budgetingriigcies practice by per insurance compény

0=

=22-1.0476ie.1

21



The table and fig show that, only one capital baiigetechnique is practiced by the Nepalese
insurance company. The percentage of insurance aieg not practicing the capital budgeting
technique is 23.80%. Where, 41.62% of the insuraooepanies used average number of capital

budgeting techniques and only 28.57% of them pradtmore than average number of capital

budgeting techniques.

Table — 11

Techniques adopted for estimating cost and revegiddepalese Insurance Companies.

S. | Cost and Revenue| No. of | No. of Insurance| No. of practicing | Percentage
N. | Estimation Techniques | population | Companies Insurance (%)
Sampled Companies
1 Zero base budgetil 21 21 1 4.7¢
2 Past trend analys 21 21 17 81
3 Market surve 21 21 2 9.52
4 Judgmen 21 21 6 28.57
5 Othel 21 21 - -
(Source: & Appendix -7)
The above data can be presented in chart as follows
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Fig. 11
The table-11 and fig-11 reflect the cost and reeegstimation technique practiced byNepalese
insurance companies. It is seen in the table watiyn81% of Nepalese insurance companies
practiced past trend analysis for their cost andmae estimation. Similarly, 28.57% and 9.52%

of them practiced judgment technique and marketegutechnique respectively to estimate the



cost and revenue. Only 4.76% of them practiced-base technique to estimate their cost and

revenue.
Table — 12

Number of cost and revenue estimation techniquastiped in Nepalese insurance companies.

Number of cost and Revenue Insurance Companies

Technique Tools (x) Number (f) % Fx

0 1 4.76 0

1 15 71.43 15

2 4 19.05 8

3 1 4.76 3

4 0 0

5 0 0

Total N=21 Sfx = 26

(Sources: Appendix-7)
The above table can be presented in pie chartlas/fo
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E

. Q- _ f:
Average number of cost and revenue technique umsedah insurance compaty ) = % =5

=123ie.1

The table-12 and fig-12 show that, in average ariepes of cost estimation and revenue

estimation were applied by Nepalese insurance coiepaOf total 21 insurance companies,



71.42% companies practiced one technique of castrewenue estimation techniques. 23.80%
of insurance companies practiced more than theageenumber of techniques to estimate their
cost and revenue and rest 4.76% of them did nottipeaany types of cost and revenue

estimation techniques.

Table — 13

Risk Adjustment criteria adopted by Nepalese Insceacompanies while evaluating capital
investment.

Risk Adjustment Criteria | No. of | No. of Insurance| No. of | Percentac
population | Companies practicing e
Sampled Insurance (%)
Companies

Sensitivity Anal'sis 21 21 5 19.0¢

Increase the rate of rett 21 21 8 33.3¢

Higher IRF 21 21 6 28.57

Profitability distribution for| 21 21 5 23.8(

future cash flow

Othel 21 21 1 4.7¢

(Source: & Appendix -8)
Others includes: Guideline provided by Beema Samite

The above data can be presented in chart as follows
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Fig. 13
Above Table and Fig. represent the risk adjustrtestiniques practiced by insurance companies
of Nepal while evaluating capital investment. lrevealed by the table and Fig. that 33.33% of
Nepalese insurance companies used Increase thefregeurn technique and 28.57% of them
used higher IRR technique. Similarly, 23.80% and3% of them use Profitability distribution
for future cash flow technique, sensitivity anasytechnique respectively. While the rest 9.52%
of the insurance company adjust risk on the basguwmleline provided by the Beema Samitee
(Insurance Regulatory Authority of Nepal).

Table — 14
Number risk adjustment techniques practiced byritbgrance companies of Nepal
Number of Risk Adjustment | of Insurance Companies Fx
Criteria (x) Number (f) %
0 1 4.76 0
1 16 76.19 16
2 14.29 6
3 0 0 @]
4 4.76 4
5 0 0 0
Total N =21 Yfx = 26

(Sources: Appendix — 8)

The above table can be presented in pie chartlas/f
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The average number of risk adjustment techniquetipesl by each insurance company

o\ _Zfx _ 25
(x)=2=

ol 1.190i.e.1

The table and fig. show that Nepalese insurancepaoias practiced one risk adjustment
technique. The percentage of insurance companieg @verage number of risk adjustment
technique is 76.19 and that using 2 risk adjustntecdhtiniques is 14.29%. Similarly, 4.6% of
them used four techniques to evaluate capital invexst alternative, whereas 4.6% them used no
risk adjustment technique while evaluating capraéstment.

Table — 15

Technique of measuring and controlling overall perfance of the companies at the end of the
accounting year in Nepalese Insurance Companies



S.N | Controlling Techniques | No. of | No. of Insurance | No. of practicing | Percentage
populatio | Companies Insurance (%)
n Sampled Companies
1 Profit and loss made « 21 21 19 90.4¢
the company
2 Budgetary measures a| 21 21 6 28.57
control
3 Standard costir 21 21 - -
4 Ratio analysi 21 21 5 23.8(
5 Cash flow analys 21 21 4 19.0¢
6 Othel 21 21 - -

(Source: & Appendix -9)

The table can be presented in chart as follows:
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Fig. 15
The above table and fig. show the measuring anttabng techniques practiced by insurance
companies of Nepal. It is seen in the table th@t48% Nepalese insurance companies used to
adopt measure and control overall performance @f tompany at the end of the year on the
basis of profit or loss made by the company. Siryi|&28.57%, 23.80% and 19.04% of them
practice budgetary control, Ratio analysis, andhciew analysis technique respectively to
measure and control the overall performance of tt@mnpany at the end of the year. It is also
seen in the table that none of the Nepalese insarammpanies use standard costing to measure
and control the overall performance of the company.
Table — 16

Number of technique of measuring and controllingrall performance of the companies at the
end of the accounting year adopted by Nepalesednsa Companies



Number of | of Insurance Companies Fx
Controlling

Techniques (x) Number () ”

1 12 57.14 12

2 6 28.57 12

3 2 9.53 6

4 1 4.76 4

5 0 0 0

6 0 0 0

Total N=21 Yfx = 34

(Source: & Appendix -9)
The table can be presented in pie chart as follows:
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Therefore,
The average number of year ending overall perfoomaneasuring and controlling technique

3

practiced by each insurance compéRry) :% :f =1.619=2

It is found that in average 2 techniques were pedtto measure and control overall
performance of Nepalese insurance companies artheof the year. The table 16 and Fig. 16
revealed that 24% Nepalese insurance company weed laverage no. of year ending overall
performance measuring and controlling techniquelsiléV57.14% of them use exactly average
number of year ending overall performance measuand controlling techniques. And rest
42.86% of them used more than average number oye¢he ending overall performance and

controlling techniques.



Table — 17

Factors effecting decision making procedure In Neggmlnsurance Companies

S.N | Effecting factors No. of | No. of Insurance| No. of practicing | Percentage
population | Companies Insurance (%)
Sampled Companies

1 Managemen 21 21 19 90.4¢
Accounting Tools

2 Decision of top leve| 21 21 6 28.57
management

3 Objective  of  the| 21 21 - -
organization

4 Othel 21 21 5 23.8(

(Source: & Appendix -10)

The table can be presented in chart as follows:
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Other includes: Company policy, Different unionstarference




The above table and Fig. show the factors affgcthre decision making procedure of the

insurance companies of Nepal. It is revealed diabut 90.48 percent of the Nepalese insurance

companies take their decision on the basis of tiiermation provided by the management

accounting tools. Likewise, 28.57 percent of thenpanies take their business decision on the

basis of guideline provided by top level managemant the rest 23.80 percent of the insurance

companies’ decision making process is affected therofactors like company’s policy and

different union’s interference.

Table — 18

Mixed cost segregation techniques practiced by Mspadnsurance Companies

S. | Cost Segregatior| No. of | No. of Insurance| No. of practicing | Percentage
N. | Technigues population | Companies Insurance (%)
Sampled Companies

1 High-low point metho | 21 21 1 4.7¢

2 Regression analys | 21 21 1 4.7¢
method

3 Graphical presentatic| 21 21 1 4.7¢
Method

4 Average methc 21 21 1C 47.6:

5 Othel 21 21 1 4.7¢

(Source: & Appendix -11)
Other includes: Guideline provided by Beema Samitee

The table can be presented in chart as follows:
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The above table and Fig. show the method pracfmedegregating mixed cost into fixed and
variable cost by Nepalese insurance companies.séeén in the table and fig that 47.62 percent
of Nepalese insurance companies used average methseregating mixed cost into fixed and
variable. And 4.76% of them use High-low point neeth regression analysis method and
graphical presentation method. And 4.76% of therfoveed the mixed cost segregation
guideline provided by Beema Samitee.

4.3 Why management accounting tools are to be essafly applied in every Insurance
companies of Nepal?

In response of aforesaid question, the majoritytlod respondent’s managers, financial
controllers, and/or Account managers agreed upetiaitt that management accounting tools are
to be essentially applied in every insurance congsaof Nepal for accurate and timely decision
making, effective management information system eost control of the company. They also
see the following possible benefits which can béiea@d through the application of
management accounting tools in Nepalese insurasmopanies.

Rational decision

Higher profitability

Uniformity in financial statement

Better and consistent financial information flow

For the better marketing strategy materialization

Helps to risk analysis

Helps to make rational annual budget and guiddétineapital investment
Perfect financial status to the stakeholders aadesiolder

Easy to prepare financial statement

Provides relevant information provides to internseérs.

Fast and easy claim settlement

Objectivity in all working level activities

Proper analysis of the position of the company

Upgrade the overall economic benefit to the company

Help to compare the current status of the compaitty ¢ past achievement or with other

companies.



Help to find deviation, consistency and uniformity.
Better risk management

Provide premises for the future planning.
Accurate accounting

Better service of general public/customers.
Useful for trend analysis

Segmental performance practice, etc.

4.4 What are the problems appearing the applicatiorof management accounting tools in
Nepalese insurance companies?
Even though, the respondents belief the aforemeedliobenefits with the application of
management accounting tools in Nepalese insurasropanies. They also see the various causes
which are creating the problem regarding the appba of Management accounting tools in
Nepalese insurance companies. Of them the mainesaase lack of expertise, lack of
management commitment etc. This can be explaiadallaws-

Not fully computerized system initiated in managkrunction to gather data and

consolidate them for producing information.

Lack proper Human Resource Management

Unhealthy competition in insurance market

Unreliable control by Beema Samitee

No clear guideline provided by Beema Samitee

Lack of skilled manpower in regulatory authorityaod (Beema Samitee)

Effected by international changes in accountingesysn insurance business

Lack of knowledge in working level people

Lack of adaptation capacity of changing technology

Traditional management concept

Lack of training to the people

Unique nature of the business

Not availability of suitable accounting softwareth@ insurance business

Management accounting tools are suitable only fanufacturing companies rather than

in service industries like insurance business.

Lack competent staff.

Ignorance of Management

Lack of information technology



4.5 Analysis of Hypothesis Test:

Hypothesis 1.

Null hypothesis (Ho):- There is no significant relationship between tbe af Net Present Value
(NPV) and Internal Rate of Return (IRR) techniqass Management Accounting tools. (i.e.
practicing of Net Present Value technique and hakrRate of Return techniques are

independent).

Alternative hypothesis (H):- There is significant relationship between the ofk&let Present
Value (NPV) and Internal Rate of Return (IRR) tagoes as Management Accounting tools.
(I.e. practicing of Net present value technique &ntkrnal Rate of Return techniques are

dependent).

Test statistics: under null hypothesis)XH

For 2x2 contingency table,

N(ad — bc)?

L e T Yo BICET)

Where, N = Total number of observation

2x2 contingency table

Management Practitioner insurance companies Row total
Accounting tools Yes No
NPV a=7 c=14 21
IRR b=1 d=20 21
Column total 8 34 42

Since frequencies of cell 'b” is less than 5, Yaiesection formula for calculating®should be
applied. For this purpose, 0.5 has to be addedhacocell frequency b (i.e. 1) and accordingly
remaining frequencies should be adjusted fixing tot&al and column total. Thus, the adjusted 2-

2 contingency table will be as follows:



2x2 contingency table

Management Practitioner insurance companies Row total
Accounting tools Yes No
NPV a=7-05=65 c=14+05=145 21
IRR b=1+05=15 d=20-0.5=19.5 21
Column total 8 34 42
Now,

B 42(6.5 % 19.5 — 1.5 X 14.5)?
~ (6.5 +1.5)(14.5 + 19.5)(6.5 + 14.5)(1.5 + 19.5)

XZ

42 (12675 — 21.75)?
 8x34x21x21

42 x 11025
119952

463050
119952

= 3.8603

Degree of freedom (df) =(t-1) (c-1))=(2-1)-(2) =1
Tabulated Value of ¥at 5% level of significance for 12 d. f. is 3.841

Decision: Since the calculated value of’Xi.e. 3.8603) is greater than that of tabulated
calculated (3.841), null hypothesis (Ho) is rejdctEhis concludes that practicing of Net present
value (NPV) technique and Internal Rate of RetliRR] techniques are dependent.

Hypothesis 2:
Null hypothesis (Ho):- There is no significant relationship between tke of Cost-volume

profit analysis (CVP) and Flexible Budgeting tecugs as Management Accounting tools. (i.e.
practicing of BEP analysis technique and Flexiblel@eting technique are independent).



Alternative hypothesis (H):- There is significant relationship between the aisBreak Even

Analysis (BEP) and Flexible Budgeting technique$/asagement Accounting tools. (i.e.

practicing of BEP analysis technique and Flexiblel@eting technique are dependent).

Test statistics: under null hypothesis)YH

For 22 contingency table,

N(ad — bc)?

X = T+ Dt BICET)

Where, N = Total number of observation

2x2 contingency table

Management Practitioner insurance companies Row total
Accounting tools Yes No
BEP a=5 c=16 21
Flexible budgeting b=4 d=17 21
Column total 9 33 42

Since frequencies of cell 'b” is less than 5, Yaiesection formula for calculating®should be
applied. For this purpose, 0.5 has to be addedhaccell frequency b (i.e. 4) and accordingly
remaining frequencies should be adjusted fixing total and column total. Thus, the adjusted 2-
2 contingency table will be as follows:

2x2 contingency table

Management Practitioner insurance companies Row total
Accounting tools Yes No
NPV a=5-05=45 c=16+05=16.5 21
IRR b=4+05=45 d=17-0.5=16.5 21
Column total 9 33 42




Now,

B 42(4.5 % 16.5 — 4.5 X 16.5)?
(4.5 +4.5)(16.5 + 16.5)(4.5 + 16.5) (4.5 + 16.5)

XZ

42 (7425 — 74.25)?
= T 9x33%x9x33
42 %0
~ 119952

=0

Degree of freedom (df) = (t- 1) (c-1) =(2-1)(2) =1
Tabulated Value of ¥at 5% level of significance for 12 d. f. is 3.841

Decision: Since the value of X (i.e. 0) is less than that of tabulated calculat@yl null
hypothesis (Ho) is accepted. This concludes thattming of BEP analysis technique and
Flexible Budgeting technique are independent asagmment accounting tools.

4.5 Major Findings:
On the basis of the above comprehensive analyslatafand information, the following findings
have been identified:-

1. While analyzing the application of management antiag tools practiced in Nepalese
insurance companies for planning, controlling aedision making, it was found that
Ratio Analysis, Cash flow statement and capital dgaichg are widely practiced
representing 71.42%, 66.67% and 47.61% respectioefy of total 21 insurance
companies. Similarly, Responsibility Accounting, SE@olume Profit Analysis and
flexible budgeting tools also were practiced repntieig 28.57%, 23.80%, and 19.05%,
respectively. But other management accounting towdtuding standard costing, and
Zero-Base Budgeting were least in practice, reptesgonly 4.62% each.

2. In average four management accounting tools weaetiped in Nepalese insurance

companies. Out of total sample number of insuraieeepanies, 38.09% did not meet the



average number of tools used, while 33.33% met dkactly average number of
management accounting tools and remaining 28.58ftpanies were practiced more

than average number of management accounting tools.

. While analyzing the budget preparing system of Nesggainsurance companies, it is
found that Finance Department prepared the budge®5.23% of the insurance
companies. In 14.29% insurance companies, Budgemitbee prepared the budget. In
9.52 % of the insurance companies, head office dmeff executive officer made the
budget for the company. The involvement of outggpgerts and planning department in

budget preparation system was almost nil in Nepalesurance companies.

. In average one system was applied to prepare budgeach insurance company of
Nepal, out of total insurance companies 80.95%das®e system for the preparation of
budget. And 19.05% of insurance companies apphed $ystems for preparing its
budget.

. With regard to functional budget, 57.14% Nepaleseiiance companies prepare over all
master budget, 28.5% insurance companies preparat@gmal budget. And only 9.52%
of the companies prepare cash budget. Hence,skas that, majority of the insurance
companies practices the overall master budget.

. With regard period of budget, 85.71 percent ofltmtsurance companies prepare short-
term budget covering time period of one year 085,ld9.05 percent of them prepare
midterm budget covering the time period of lessitfnge years and the only 4.76 percent
of them prepare the long-term budget of more thanyfears period.

. Actual expenses of the previous year and past budge widely taken as the basis in
Nepalese insurance companies to prepare budgetsesping 61.90%. The previous
budget, Activity Based Budgeting and zero base btidg were also taken as a basis for
preparing budget representing 33.33%, 16.15% arZD%d respectively.



8.

10.

11.

In average normally an insurance company of Nepadlwonly one base for preparing its
budget in average. Out of 21 insurance companigs€.361.90%) insurance companies
are considered exactly equal to the average nuofdsse for preparing their budget and
remaining 8 (i.e.38.09%) insurance companies use lbases while preparing their

budget.

With regards to Capital Budgeting techniques pcacti by Nepalese insurance
companies, it is revealed that nearly 38.09 peroéiepalese insurance companies are
used average rate of return method for the purpbsapital budgeting analysis, 33.33
percent of them practiced net present value teceni§imilarly, 19.05 percent and 9.52
percent of them practiced payback period and piofity index techniques respectively
for analyzing capital budget. Only 4.76 percenttltd Nepalese insurance companies
practiced internal rate of returns as capital btidgeanalysis technique. It shows that the
capital budgeting techniques were not widely pcactiin Nepalese insurance companies.

In average only one technique was practiced in Mgpainsurance companies to make
capital budgeting decision. Out of total sample hamof insurance companies, 23.80%
insurance companies did not apply capital budgetechniques. Whereas, 41.62%
companies applied exactly the average number oitatapudgeting techniques, and

28.57% companies applied more than average nunfbeapital budgeting techniques

while purchasing fixed assets or making long-tesestment decision.

While analyzing cost and revenue estimation teakesq practiced by insurance
companies, it was found that past trend analysechrtigues was widely practiced
representing nearly 81% of Nepalese insurance compa for estimating cost and
revenue. Similarly, 28.57% and 9.52% of them pcacjudgment analysis and market
survey techniques respectively to estimate the cesenue. Only 4.76% of them

practiced zero-base based budgeting to estimattectist and the cost of the company.

12.In average one technique was practiced for costramdnue estimation in Insurance

companies of Nepal. Out of 21 insurance compafiegl2% companies exactly adopted

the average number of tools, 4.76% of them didpnattice any type of cost and revenue



13.

14.

15.

16.

techniques and 23.80% companies practiced more akamge number of cost and

revenue estimation techniques.

To adjust risk while evaluating capital investme3$.33% of Nepalese insurance
companies used Increase the rate of return techr@igd 28.57% of them use higher IRR
technique. Similarly, 23.80% and 19.05% of themdus&sstimation of profitability
distribution of future cash flow technique, sendyi analysis technique respectively.
While rest 9.52% of the insurance company adjs&tfar capital investment on the basis
of guideline provided by the Beema Samitee (InstedRegulatory Authority of Nepal).

In average, only one risk adjustment technique prasticed by Nepalese insurance
companies. The percentage of insurance companieg @verage number of risk
adjustment technique was 76.19 and that usingk2adgistment techniques was 14.29%.
Similarly, 4.6% of them used four techniques toleate capital investment alternative,
whereas 4.6% them did not use risk adjustment tgolnwhile evaluating capital

investment.

To measure and control the overall performancéhefdompany at the end of the year,
90.48% Nepalese insurance companies used profioss made by the company.

Similarly, 28.57%, 23.80% and 19.04% of them prarti budgetary control, Ratio

analysis, and cash flow analysis technique respygtio measure and control the overall
performance of their companies at the end of tla.\lié is also seen in the table that no
Nepalese insurance companies use standard coetimgasure and control the overall
performance of the company.

In average, two techniques were practiced to meaanl control overall performance of
Nepalese insurance companies at the end of the {teaeems that 24% Nepalese
insurance company used below average no. of yedmngnoverall performance
measuring and controlling techniques. While, 57.14%them use exactly average
number of year ending overall performance measuaimg controlling techniques. And
rests 42.86% of them used more than average nuwibé¢he year ending overall

performance and controlling techniques.



17.Regarding the factors affecting the decision makpcedure of the insurance
companies of Nepal, It is found that, about 90.48cent of the Nepalese insurance
companies made decision on the basis of the inflomgrovided by the management
accounting tools. Likewise, 28.57 percent of thenpanies make their business decision
on the basis of guideline provided by top level agament. And rest 23.80 percent of
the insurance companies decision making processaffasted by other factors like
company’s policy and different union’s interference

18.With regard to cost segregation, most of the redpots did not use the applicability of
segregation of cost into fixed and variable. EMesugh some insurance companies had
the practice of segregating cost into variable &irdd. 47.62 percent of Nepalese
insurance companies used average method for séoggegaixed cost into fixed and
variable. And 4.76% of them used High-low point hoet, regression analysis method
and graphical presentation method. And 4.76% omtHellowed the mixed cost

segregation guideline provided by Beema Samitee.

19.Regarding the service pricing techniques practinetie Nepalese insurance companies,
it is found that the companies are not alloweddtednine the service price themselves;
hence they have to follow the direction providedtbg Insurance Regulatory board of
Nepal “Beema Samitee”.

20.While analyzing open-end question, it was found thajority of financial manager and
account managers agreed on the fact that managesweatinting tools were to be
essentially applied in every Nepalese insurance pamms for accurate and timely
decision making, effective management informatioystesm, cost control, higher

profitability, better and consistent financial infieation and so on.

21.Although there are so many benefits, there are ntamgtraints in the application of
management accounting tools in Nepalese insuranoganies. Some of them were
identified as lack of expertise, lack of informatiabout tools, high cost, lack of top

management commitment, strict regulation of insceaauthority board etc.

22.Hypothesis findings:
Hypothesis T While testing hypothesis relating to practice gt present value (NPV) and
Internal rate of return (IRR) tools in Nepaleseunasice companies, it is found that there is



significant relationship between the practice oM\#hd IRR as management accounting tools in
Nepalese insurance companies, i.e. the practioetgfresent value technique and internal rate of

return technique are dependant.

Hypothesis 2: While testing hypothesis relating to practice ofs€eolume Profit analysis

(CVP) and Internal Flexible budgeting tools in Nlega insurance companies, it is found that
there is no significant relationship between thacpice of BEP and Flexible budgeting as
management accounting tools in Nepalese insuraoiopanies, i.e. the practice of CVP analysis

and flexible budgeting technique are independent.



CHAPTER-V

Summary, Conclusion and Recommendations

5.1 Summary:

Management is an art of getting things done throatter people by using the means of
planning, organizing, staffing, directing and coiling to achieve organizational goal
effectively and efficiently in a dynamic environmerManagement has to concentrate its
activities on the mobilization of organization'saded scarce resources in effective and efficient
manner. Managerial skills and competencies are farysrganization. It is equally important for

the organization no matter how it is commerciahon-commercial and public or private.

Insurance companies are one sector of economyegssttfeguard against the risk that exists in
business as well as in human daily life. Every iasae company has limited resources which
should be mobilized in such a way that it can ¢getbest. For better utilization of resources,
different tools and techniques have been develofpeubng them, management accounting tools
have proved beneficial in different aspects of nganal activities.

Management accounting is one of the important plis@&s of accounting. It is the branch of
accounting whose main objective is to help managersverall managerial activities by
providing various information and helping in plamgi controlling and decision making.
Management accounting acts as a strategic buspeasser in support of managerial role in

rational decision making.

Cost segregation, Cost-volume-profit analysis, Rasjbility Accounting, Cash flow statement,
standard costing, Zero-based Budgeting are therrtagds of management accounting. Whether
the Nepalese insurance companies are getting befreim those management accounting tools
or not? To identify these facts, this research ecaslucted.

The study was done with an objective to examineptlksent practice of management accounting
tools in the Nepalese Insurance companies, anddeatify the area where management
accounting tools can be applied to strengthenitt@n€ial position of insurance companies. With
respect to this objective, the present researchekpkre the real position of applicability of
management accounting tools in Nepalese Insurasmopanies.

As per the nature and demand of the study, surypg tesearch design was adopted with
descriptive and analytical approach. The reseaschmostly based on primary source of



information. Secondary source of data was also.uHeel data was collected from the respective
insurance companies by distributing structured tmesaire. The raw data was applied to
analyze and interpret the findings. The statistizall chi-square (¥ was used to test the

assumptions.

5.2 Conclusion:

Management accounting is a new discipline and stildeveloping stage in the context of
modern business organization. Different types ohag@ment accounting tools and techniques
are evolving as a new dimension to facilitate ttenagement to perform the better managerial
jobs covering from planning to control. These vasitypes of management accounting tools and
techniques are taught in the university collegeweler, they are found not fully practiced in
Nepalese insurance companies. It is the realifigap between the theory and practice.

On the basis of data analysis, it can be conclubdadmanagement accounting tools like Capital
Budgeting, Ratio Analysis, and Cash Flow Statemerte widely practiced in Nepalese
insurance companies. Similarly, Cost-volume-profinalysis, Responsibility Accounting,
Activity Based budgeting were moderately practicEde other management accounting tools
like standard costing and Zero-based budgeting wemgacticed by few Nepalese insurance
companies. It can also be concluded that the nesisan for not practicing standard costing in
Nepalese Insurance is determination of premium Hegy ihsurance regulatory board (Beema
Sameeti). In the context, insurance companies ateindependent to determine the price
(premium) themselves. Accordingly, the main reawmot practicing zero-base budgeting was
lack of proper knowledge about the tool.

Finally, it can be concluded that the Insurance mames of Nepal are in infant stage with
respect to the application of modern managememuating tools. Yet, they are trying to adopt
such tools and techniques to cope with the futupeeted opportunities and challenges to be
faced due to the accession of globalization.

5.3 Recommendations:

The management accounting tools and techniqueweny éype of organization are not the
optional but also the compulsion in the better genbnce of the entity. Management accounting
plays a significant role for every type of businesganization. It provides the key ideas,
guidelines and strategies to the management fderbperformance of managerial functions.

Economic liberalization, globalization, changingtura of human behavior and technological



advancements are making complexity to every orgdioiz. To meet the expected challenges to

grab the opportunities, the organization must practhe management accounting tools and

techniques. Advance management accounting toolsemmithiques have been proved themselves

as great helping tools for better utilization ofsm®e resources and achieving the organization

goals by dynamic environment.

The analysis and interpretation of application @nagement accounting tools helped to draw

some findings. Concerning these findings, it mayappropriate to make some suggestions and

recommendations. It will be helpful to the concerrstakeholders of an organization to bring

some improvements in Nepalese insurance compahi@sigh application of management

accounting tools. Thus, the following recommendatiavere made on the basis of findings:

s To strengthen the competitiveness of Insurance aomp and carry out managerial

activities effectively and efficiently, the use ohanagement accounting tools and
techniques are recommended to practice. For plgn@ictivities; tools like cost
estimation, classification and allocation, profiteasurement and recognition, cost-
volume-profit analysis, can be applied. It shouldrmted that while implementing any
tool of management accounting it is suggested &tyaa cost and benefits of the specific
tools.

Nepalese insurance companies are recommended nagetanly traditional tools of
accounting like past budget, past trend analysisRather, they should move towards the
application of new, advance and modern managenaauating tools such as target
cost, activity based costing zero-base budgetitgy,fer smooth operation of Insurance
companies.

While preparing budget, only past actual expensdspast budget estimate should not be
taken as bases. Along with these, zero base budgatid environmental analysis should
also be taken into consideration. It is because Wwhd happened in the past cannot occur
in the future.

In budget preparation and planning process, tHerald be proper co-ordination between
planning department, finance department and theergowg boards of the insurance
companies. If possible the companies should hieeptiofessional experts for planning
purpose.

It was found that, in most of the Nepalese insugacempanies they have considered
profit and loss made by the company as base to ureasnd to control overall
performance of the company. So, it is recommentiatl insurance companies should
considered other control mechanism like budgetantrol & measure, ratio analysis and



cash flow, so that the company can examine thecmadition of the company from all
the aspects, consequently they will be able to pa&per decision for the future.
Nepalese Insurance companies should prepare nosboit-term annual budget, but also
prepare medium term and long-term budget with $jgeanission, vision, goals and
objectives.

Cost segregating approach is found almost nil ipdiese insurance companies.

It is recommended that, Nepalese Insurance Compémi Discounted Payback Period,
Net Present Value, Internal Rate of Return RateRefurn, Profitability Index and
Modified Internal Rate of Return should be appl@égbending upon the requirement
making long-term investment.

Cost estimation, segregation and allocation mustidezl by every Nepalese Insurance
companies. It helps management for productive memelgfunctions covering from
planning to control. So it is recommended to seapegf every Insurance company.

It was found that most of the Insurance companiastiged only past trend analysis to
forecast the cost and revenue of the future pektmvever what happened in the past
might not happen in the future. So for the estiovdforecast of cost of insurance
company, other techniques like Zero-base budgehtagket survey, Judgment analysis
should also be used.

Academics who have better knowledge about the neamagt accounting tools and
techniques, should put an effort to develop envirental friendly, tools and techniques
into practice, so that the existing gap betweermrheand practice can be somehow
shortened. And the Nepalese insurance companie&ivbeubenefited from the use of
management accounting.

Out of total profit made by the insurance compansesall portion should be allocated
for research and development program so that nels &md techniques can be developed
and adapted in insurance companies.

For effective implementation of management accogntools and techniques, a separate
department should be set up. Management accoustifigshould be given opportunities
for short-term on the job training program. Ifstnot feasible for them, then they need to
take service from consultants.

Internal and external information are needed fawppr application of management
accounting tools and techniques. Therefore, itesommended to setup management
accounting information system. It helps to get etk information regularly.
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Interaction between academician and business aafsom is a must. Therefore it is
recommended that insurance companies should cegatatmosphere of interaction
between the academician and the Insurance compadriesinsurance can be benefited
from academicians’ knowledge about new tools anchnigues of management
accounting.

Academicians should make their best effort to hrimdvance management accounting
tools, for conducting various programs like sensnavorkshop etc. at national, regional
or local level. Short-term on-the-job training pagks on management accounting should
be offered for Managers of insurance companiesctuaint them with the appropriate

techniques of management accounting and to uplaiekinowledge and skills.
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APPENDIX
REASEARCH QUESTIONNAIRE

Name of the COMPaNY ... e e serere s es e ess snesnsees
Address of the COMPANY .......ceeccerecrrccercre e re e s s e see senanesnee
Name of the respondent (optional)........ccceeevereneecceerecreeccer e cceeene

Designation of the respondent............coeeeieirecrcnrer e e

Dear Sir/Madame,

Please kindly tick (V) on the given alternative of each question concerning management
accounting practices used in your esteemed Insurance Company. Thanking you in advance for
your kind co-operation.

Q. No. 1 Please mention the Management Accounting tools practiced in your insurance
company for planning, controlling and decision making?

a) Break-even Analysis (BEP)

b) Responsibility Accounting

c) Capital Budgeting

d) Ratio Analysis

e) Cash Flow Analysis

f) Standard Costing

g) Zero Based Budgeting

[
[
[
[
[
[
[
h) Flexible Budgeting [

]
]
]
]
]
]
]
]

Q. No. 2 If your insurance company has not practiced any of the above mentioned tools, what
might be the reason?

a) No information [ ]
b) High cost / quite expensive [ ]
c) Lack of expertise [ ]

d) Other, if any....ccccoevvvvve v

Q. No. 3 Who is responsible to prepare the budget in your company?
a) Finance department [
b) Planning department [
c) Budget committee [
d) Outside experts [
e) Other, if aNY...ccoeee e

—_— i —

Q. No. 4 What type of the budget does your company practice (based on nature)?

a) Over all master budget [ ]
b) Cash budget only [ ]
c) Operational budget only [ ]

d) Other, If any....cccceeveeeieirecceee e



Q. No. 5 What type of the budget does your company practice (based on time period)?

a) Short-term budget (1year or less) [ ]
b) Medium-term (Less than 5 years) [ ]
c) Long-term budget (more than 5 years) [ 1]

d) Others, if aNY....occeeveeiece e e

Q. No. 6 On what basis, does your company prepare the budget?
a) Based on the previous budget estimate [
b) Based on the past actual budget [
c) Zero base [
d) Activity based [
E) Other, if any ..o e e

[ R S [ W R —

Q. No. 7 Which of the following capital budgeting tools are practiced in your company while
making decision of long-term investment or purchase of fixed assets?

a) Payback period (PBP)

b) Discounted payback period (DPB)

c) Average rate of return (ARR)

d) Net present value (NPV)

e) Profitability index (PI)

f) Internal rate if return (IRR)

8) Other, if ANy it

——————
[ S S S W [ —

Q. No. 8 Which pricing technique does the company practice in your company?

a) Full cost-based pricing [ ]
b) Variable cost-based pricing [ 1]
c) Target return on investment pricing [ ]
d) Activity based cost pricing [ ]

€) Other, if ANY ..ottt

Q. No. 9 What technique does your company follow to allocate joint costs into different
departments?

a) Transaction basis [ ]
b) Negotiation [ ]
C) Other, if ANY .. e st e

Q. No.10 Which of the tool does your company practice to segregate mixed cost into fixed and
variable?
a) High-low point method [
b) Regression analysis method [
c) Graphical presentation method [
d) Average method [
€) Other, if ANY.cuiiiie et e st st e

[ R S [ S R —



Q.No.11 Which technique does your insurance company practice for cost and revenue
estimation?

a) Zero base budgeting [ ]
b) Past-trend analysis [ ]
c) Market survey [ ]
d) Judgment analysis [ ]
€) ONEr, if @NY ettt et et et et st st e eans

Q. No. 12 How does your company evaluate the risk while making capital investment decision?

a) Sensitivity analysis [ ]
b) Increase the rate of return [ ]
c) Higher IRR [ ]
d) Estimation of profitability distribution of future cash flow [ ]
€) Other, if @NY ettt ettt et en s

Q. No. 13 How does your company measure and control the overall performance of the

company at the end of the accounting year?
a) Profit/loss made by the company [
b) Budgetary measures and control [
c) Standard costing [
d) Ratio analysis [
e) Cash flow analysis [
f) Other, if AN .o e

[ R S N N ) —

Q.No.14 What are the major factors, which affect decision making procedure in your
organization?

a) Management accounting tools

b) Decision of top level management

c) Objective of the organization

d) Other, if @NY ..o e e e s

Q. No. 15 If you feel any problem regarding the application of the management accounting in
Nepalese insurance companies, what would be the possible reasons in your opinion?

Q. No. 16 If you think that the management accounting tools are to be practiced essentially in
Nepalese insurance companies, in your opinion what would be the potential benefits?

Signature Seal of the company
Date:



Appendix-1

Management Accounting Tools Practiced in Nepalese Insurance Companies

Tools Cost- Responsibility | Capital Ratio Cash Standard | Zero Base | Flexible | Total
volume Accounting | Budgeting | Analysis Flow Costing | Budgeting | Budgeting | Tools
S.N. | Insurance | pyoft Analysis

Companies Analysis
1 NLGICL - - v v v - - - 3
2 | sICL v - - - ] - - _ 1
3 NIL - v v v v - - v 5
4 | ALICO - - v v v - - - 3
5 RBS - - - - - - - - -
6 LGICL - v - - - v v 3
7 NLICL - - - - v - - - 1
8 PICL - - - v v - - v 3
9 LICNL v - - - - - - - 1
10 | EICL v - - v v - - - 3
11 | NBICL - - v v v - - - 3
12 | AICL - - - v v - - - 2
13 | NLICL v v v v v - - - 5
14 | NICL - v v v v - - - 4
15 | SIL - - v v v v - - 4
16 | HGICL - v v v v - - - 4
17 | UICL - v v v v - - - 4
18 | PICNL - - - v - - - - 1
19 | NAICL v - - v v - - - 3
20 | TOICL - - - - - - - v 1
21 | SICL - - v v - - - - 2

Total 5 6 10 15 14 1 1 4 56

(V) = Practiced

(-) = Not practiced




Appendix-2

The responsible department for budget preparation in Nepalese Insurance Companies

Tools Finance Planning Budget Outside Others Total Tools
Department Department Committee Experts
S.N. | Insurance

Companies
1 NLGICL v - - - - 1
2 SICL v - - - - 1
3 | NIL v - - - . 1
4 | ALICO v - - - - 1
5 RBS v - - - - 1
6 LGICL - v - - 2
7 NLICL - - - - 1
8 | PICL v - - - - 1
9 LICNL v - - - - 1
10 | EICL v - - - - 1
11 | NBICL v - v - - 2
12 | AICL v - - - - 1
13 | NLICL v - - - € 2
14 | NICL v - v - - 2
15 | SIL v - - - - 1
16 | HGICL v - - - - 1
17 | UICL v - - - - 1
18 | PICNL v - - - - 1
19 | NAICL v - - - - 1
20 | TOICL - - - - 00 1
21 | SICL v - - - - 1

Total 20 - 3 - 2 25

(V) = Practiced

(-) = Not practiced

€ = CEO of the company

oo = Head Office




Appendix -3
Types of Budget prepared by Insurance Companies of Nepal

Tools Over all Cash Budget Operational Other Total Tools
Master Budget Only Budget
S.N. Insurance

Companies
1 NLGICL v - - - 1
2 SICL v - - - 1
3 | NIL v - - - 1
4 | ALICO v - - - 1
5 | RBS - - v - 1
6 | LGICL v - - - 1
7 | NLICL - - v - 1
8 PICL v - - - 1
9 LICNL - v - - 1
10 | EICL \ - - - 1
11 | NBICL v - - - 1
12 | AICL - v - - 1
13 | NLICL v - - - 1
14 | NICL - - v - 1
15 | SIL v - - - 1
16 | HGICL - - v - 1
17 | UICL - - v - 1
18 | PICNL v - - - 1
19 | NAICL v - - - 1
20 | TOICL - - - - -
21 | SICL - - v - 1

Total 12 2 6 - 20

(V) = Practiced

(-) = Not practiced




Period Covered Budget prepared by Insurance Companies of Nepal

Appendix -4

Tools 1Yearorless Less than 5 More than 5 Other Total Tools
years years
S.N. Insurance

Companies
1 NLGICL v - - - 1
2 SICL v - - - 1
3 | NIL v - - - 1
4 | ALICO - v - - 1
5 RBS v - - - 1
6 LGICL - v - 1
7 NLICL v - - - 1
8 PICL v - - - 1
9 LICNL v - - - 1
10 | EICL \ - - - 1
11 | NBICL v - - - 1
12 | AICL v - - - 1
13 | NLICL v - - - 1
14 | NICL v - - - 1
15 | SIL v v - - 2
16 | HGICL v - - - 1
17 | UICL v v - - 2
18 | PICNL v - - - 1
19 | NAICL v - - - 1
20 | TOICL v - - - 1
21 | SICL - - v - 1

Total 18 4 1 - 23

(V) = Practiced

(-) = Not practiced




Appendix -5

Basis of preparing budget in Nepalese Insurance Companies

Tools Based on the Based on the past | Zero base Activity Other Total Tools
previous budget actual budget based
S.N. | Insurance estimate

Companies
1 NLGICL - v - - - 1
2 | SIcL - - v - - 1
3 | NIL v v - - - 2
4 | ALICO - v - v - 2
5 |RBS v - - - - 1
6 LGICL v - v - - 2
7 NLICL - v - - - 1
8 PICL - v - - - 1
9 LICNL - v - - - 1
10 | EICL - v - - - 1
11 | NBICL - v - v - 2
12 | AICL - v - - - 1
13 | NLICL v - - v - 2
14 | NICL v - - - - 1
15 | SIL v v - - - 2
16 | HGICL - v - - - 1
17 | UICL v - - v - 2
18 | PICNL - v - - - 1
19 | NAICL - v - - - 1
20 | TOICL - - v - - 1
21 | SICL - - - - - -

Total 7 13 3 4 - 27

(V) = Practiced

(-) = Not practiced




Appendix - 6
Tools used to make decision regarding the long term investment or purchase of fixed assests in Nepalese
Insurance Companies

Tools Payback | Discounted | Average | Netpresent | Profitability | Internalrate | Other | Total Tools
period payback rate of value (NPV) Index (Pl) | of return (IRR)
S.N. | Insurance (PBP) period return
Companies (DPB)

1 NLGICL - - v - - - - 1
2 | sIcL - - - v - ] _ 1
3 NIL v - v - - - - 2
4 ALICO - - v - v - - 2
5 | RBS - - - - - - - -
6 LGICL - - v v - - - 2
7 NLICL - - - - v - - 1
8 PICL - - - - - - - -
9 LICNL - - v - - - - 1
10 | EICL - - - v - ; _ 1
11 NBICL v - - - - - - 1
12 AICL - - - - - - - -
‘13 | NLICL - - - v - 3 3 1
14 | NICL - - - - - - - -
15 SIL - - - v - v - 2
16 HGICL - - v - - - - 1
17 | UICL - - - v - ; _ 1
18 PICNL v - v - - - - 2
19 NAICL - - - v - - - 1
20 | TOICL - - - - - - - -
21 SICL v - v - - - - 2
Total 4 - 8 7 2 1 - 22

(V) = Practiced

(-) = Not practiced




Appendix -7

Techniques of estimating cost and revenue in Nepalese Insurance Companies

Tools Zero base Past trend Market Judgment Other Total tools
budgeting analysis survey analysis
S.N. Insurance
Companies

1 NLGICL - v - - - 1
2 SICL - v - v - 2
3 NIL - - - v - 1
4 ALICO - v - v - 2
5 RBS - v - - - 1
6 |LGICL v - ] - )
7 | NLICL - ] 3 3 1
8 PICL - - - v - 1
9 LICNL - v - - - 1
10 | EICL - v - - - 1
11 NBICL - v v v - 3
12 AICL - - v - - 1
13 NLICL - v - - - 1
14 | NICL - v - - - 1
15 SIL - v - v - 2
16 HGICL - v - - - 1
17 UICL - v - - - 1
18 PICNL - v - - - 1
19 NAICL - v - - - 1
20 TOICL - - - - - -
21 SICL - v - - - 1
Total 1 17 2 6 - 26

(V) = Practiced

(-) = Not practiced




Appendix -8
Tools of evaluating risk while making capital investment decision in Nepalese Insurance Companies

Tools Sensitivity | Increase Higher Estimation of profitability Other Total tools
Analysis | the rate of IRR distribution of future cash
S.N. Insurance return flow
Companies

1 NLGICL - - - v - 1
2 SICL - v - - - 1
3 NIL - - - v - 1
4 ALICO - v - - - 1
5 RBS - v - - - 1
6 LGICL v - - - - 1
7 NLICL - v v - - 2
8 | PICL - - - - - -
9 LICNL - - v - - 1
10 EICL - v - - - 1
11 NBICL v v v - - 4
12 AICL v - - - - 1
13 NLICL v - - - - 1
14 NICL - - v - - 1
15 SIL - - v v - 2
16 HGICL - v - - - 1
17 UICL - - - v - 1
18 PICNL - - v - o 2
19 NAICL - v - - - 1
20 TOICL v - - - - 1
21 SICL - - - v - 1
Total 5 8 6 5 1 25

(V) = Practiced

(-) = Not practiced

(a) = Guideline provided by Beema Samitee




Appendix -9

Technique of measuring and controlling overall performance of the companies at the end of the
accounting year in Nepalese Insurance Companies

Tools Profit and loss Budgetary | Standard Ratio Cash flow Other Total
made by the measures costing analysis analysis
S.N. Insurance company and control
Companies

1 NLGICL v - - - - - 1
2 SICL v - - - - - 1
3 NIL v v - v v - 4
4 ALICO v v - - Vv - 3
5 RBS v - - - - - 1
6 LGICL v - - - - 2
7 NLICL - - - - - 1
8 PICL v - - - - 3 1
9 LICNL v - - - - - 1
10 EICL v - - - - - 1
11 NBICL v v - - v - 3
12 | AICL v - - - - 3 1
13 NLICL - v - v - - 2
14 NICL v - - - - - 1
15 SIL - - - v v - 2
16 | HGICL v - - - - 3 1
17 UICL v - - v - - 2
18 PICNL v - - v - - 2
19 NAICL v - - - - - 1
20 | TOICL - - - - - 1
21 SICL v - - - - 2

Total 19 6 - 5 4 - 34

(V) = Practiced

(-) = Not practiced




Appendix - 10

Factors effecting decision making procedure In Nepalese Insurance Companies

Tools Management Decision of top level Objective of the Other Total tools
Accounting Tools management organization
S.N. Insurance
Companies

1 NLGICL v v v - 3
2 SICL - v - - 1
3 NIL - v - B 2
4 ALICO v v v - 3
5 RBS - - - H 1
6 LGICL - - v - 1
7 NLICL - v - - 1
8 PICL - - v - 1
9 LICNL - v - - 1
10 EICL - v - - 1
11 NBICL - v - - 1
12 AICL - v - - 1
13 NLICL - v - - 1
14 NICL - - - - -
15 SIL v - v - 2
16 HGICL v - - - 1
17 UICL - v - - 1
18 PICNL - v - - 1
19 NAICL - v - - 1
20 TOICL - - - 1
21 | SICL - - ] 1

Total 4 15 5 2 26

(V) = Practiced

(-) = Not practiced
(B) = Company policy

(n) = Different unions’ interference




Mixed cost segregation techniques practiced by Nepalese Insurance Companies

Appendix — 11

Tools High-low point Regression analysis Graphical Average other Total
method method presentation method tools
S.N. Insurance method
Companies

1 NLGICL - - - - -
2 SICL - - - - - -
3 | NIL - - - v - 1
4 | ALICO - - - v - 1
5 RBS - _ ) J - 1
6 |LGICL - - . v - 1
7 | NucL v - - - - 1
8 PICL - - - - - -
9 LICNL - - N ; _ 1
10 | EICL - - - v - 1
11 NBICL - - - - a 1
12 | AICL - i _ J - 1
13 NLICL - - - - - -
14 NICL - - - - - -
15 | SIL - v ) J : >
16 | HGICL - - - v - 1
17 | uicL - - - v - 1
18 | PICNL - - - - - -
19 | NAICL - - - v - 1
20 TOICL - - - - - -
21 SICL - - - - - -

Total 1 1 1 10 1 14

(V) = Practiced

(-) = Not practiced

(a) = Guideline provided by Beema Samitee




