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CHAPTER- ONE

INTRODUCTION

1.1 General backgroundIn Nepal, the history of development of industry begins after the democracy of 2007B.S. During the Rana regime, they were not interested in the development of thecountry. Though, Biratnagar jute mill, Nepal Bank Ltd, Juddha match factory Morangcotton mill, Mahendra Sugar Mill and Butawal Plywood and Bobiu Factory had beenestablished during this regime. They are the parents industry in Nepal. After theintroduction of Democracy, the Government felt the need of the industrialization andstarted some public enterprises; likewise the government established a separate unitas "Udhyog parisad" and "Industry Department". After the restoration of democracy,the department has been recognized with its new name "Cottage and Small IndustryDepartment ".It was felt that the private sector could not set up all basic and feasible industriescapable of making special contribution to the Industrial development of the country.Within the period of this plan the new industrial policy 1974 was also announced byHMG/Nepal. In 1981 a new industrial policy was declared and the main features of thispolicy were that all industries were kept open to private sector except the defianceindustry.The changing political situation has changed its industrial policy. In 1992 industrialpolicy was declared and this policy is very liberal in respects of registration and otherofficial procedures. Private investment is encouraged and foreign investment iswelcomed. In this reference, the government has conducted the procedures ofprivatizing some public enterprises, such as Bansbari lather and shoes factory, Bhrikutipaper mill and Harisiddhi brick factory are the major in first phase. The process willcontinue. Likewise the ministry of industry, UNDP has jointly conducted a foreigninvestment forum on the first week of the December 1992, the investors more thanhundred countries attended the conference and should their keen interest in the
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industrialization process of Nepal. They also signed on the proposal of so manyindustries to be established in Nepal.  It is believed that the conference leads theindustrial situation of Nepal towards the golden future.
1.2 Public Enterprises in NepalNepal started its planned economic development in 1956 with the launching of firstfive year plan. From that time the number of PEs in the various fields has increased.Nepal Bank Limited, a commercial Bank was the first public enterprise to have aseparate legal entity in Nepal.The privet sector investors do not take a leading role in the rapid socio-economicdevelopment of the country due to lake of resources both financial as well as nonefinancial including sufficient human resources. It was believed that the governmentshould play the dominant role in the national economic development of the country.For this purpose, the PEs is established to fulfill the needs of the people and developthe country.But in Nepal the corporation has not only failed to achieve their objectives but alsohave become a heavy burden on the national economy. The main cause of failure of PEsin Nepal are lack of management autonomy, inefficient use of means and resources,short sightedness and weakness on the part of political leadership, lack of competitiveability, production of low quality goods and services, uncontrolled administrativeexpenses low motivation in incumbent human resources, adoption of traditionaltechnology and minimum use of professionalism.The history of PEs beings with the partial nationalization of the Nepal Bank Limited(established in 1936 in the private sector) in 1953. In 1950s, utilities such as:-Telecommunications, drinking water and sewerage, electricity and transport werebeing initially managed by the government departments. PEs expansion acceleratedduring the 1960s to the late 1970s. During that period Nepal relied heavily in publicsector enterprises to promote economic growth. By the mid 1970s, 60 PEs had beenestablished. However, unlike in most developing countries the growth of Nepalese PEs
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was not based on nationalization of private company except Nepal Bank Limited. Inmany cases, new PEs was created with the support of external donors including China,former USSR, The Netherlands, Japan, India and the Multi-national Agencies. In othercases, units already existing as government departments were converted into statutorycorporations and other kinds of autonomous bodies.
1.2.1 The First Five Year Plan (2013 to 2018 B.S.)This is the very initiative taken by the Government with the purpose of basic industriesin public sector within the country. It was thought that to provide greater publicwelfare but failed to attract private capital investment.During this period, Seven Public enterprises were established. They are given below.1. Royal Nepal Airlines Corporation.2. Nepal Industrial Development Corporation3. Timber Corporation.4. Raghupati Jute Mills.5. Asahaya Kalyan Kendra6. Balaju Industrial District7. Balaju Yantra Shala Pvt. Ltd.
1.2.2 The Interim Period (2018 to 2019 B.S.)In this Interim period, three PEs were established those are listed below.National Trading Ltd.National Construction Company of NepalRatna Recording Corporation
1.2.3 The Second Three Year Plan (2019 to 2022 B.S.)During this plan period, it seems that the Government of Nepal had a policy ofestablishing undertaker in the areas of public utilities building, infrastructure andfinancial sector. During this plan eleven PEs were incorporated which are given below.1. Fuel Corporation.2. Transportation Corporation.
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3. Nepal Electricity Corporation.4. Gorkhapatra Corporation.5. Birjunj Sugar Factory6. Janakpur Cigarette Factory7. Patan Industrial District8. Hetauda Industrial District9. National Commercial Bank10. Nepalese Carpet P. Ltd.
1.2.4 The Third Five Year Plan (2022 to 2027 B.S.)In this plan, the priority was given for import substitute goods or manufacturing goodsof basic necessity and export oriented industries having great prospects of earningforeign exchange. These are based on local materials and producing needs to involveboth private as well as public sectors in the industrialization process of the country.During this period twelve PEs were incorporated:-

- Himal Cement Company.
- Agricultural Tools Factory Limited
- Agricultural Input Corporation
- Agricultural Development Bank
- Diary Development Corporation
- National Insurance Corporation
- Nepal Tea Development Corporation
- Nepal Tele-Communication Board
- Chandeswari Textile Industry
- Cottage Industry and Handicraft Emporium
- Brick and Tile Factory
- Bansbari Leather and Shoe Factory

1.2.5 The Fourth Five Year Plan (2027 to 2032 B.S.)In the beginning of fourth plan it was felt that the private sector could not setup allbasic and feasible and feasible industries capable of making special contribution to the
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industrial development of the country. Within the period of this pan the new Industrialpolicy 1974 was also announced by HMG/N. During this period 27 PEs wereestablished, the major PES are given below:-1. Agro Lime Industry2. Vegetable Ghee Industry3. Royal Drugs Limited4. Nepal Oil Corporation.5. Nepal Food Corporation.6. Credit Guarantee Corporation.7. Royal Nepal Film’s Corporation.8. Eastern Electricity Corporation.9. Jute Development and Trading Corporation.10. Culture Corporation.11. Nepal Transit and Were Housing P. Ltd.12. Drinking Water and Sewerage Board13. Hetaunda Textile Industry14. Nepal Chauri Ghee Industry.15. Rastriya Chamal Factory16. Tobacco Development Company17. Nepal Livestock Company18. Nepal Data Processing Center19. Eight Paddy Rice Export Companies.
1.2.6 The Fifth Five Year Plan (2032 to 2037 B.S.)In this plan adopted the Industrial Policy of 2031 B.S. and provisioned for theestablishment of four industrial districts and four industrial ventures in the Publicsector. During this plan period Nepal Carpet P. Ltd. and Vegetable Ghee Industry wasprivatization. In this plan Period, 8 PEs were established. Some are given below:-1. Bhaktapur Brick and Tile Factory2. Hetauda Cement Factory3. Janak Education Material Centre
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4. Security marketing Centre Ltd.5. Agriculture project Service Center Ltd.6. Hetauda Leather Company7. Nepal Metal Company
1.2.7 The Sixth Five Year Plan (2037 to 2042 B.S)This plan emphasis on increasing industrial and agricultural output, employmentopportunity and fulfilling the minimum basic needs. In this plan in 2037 a newIndustrial policy declared and the main feature of this policy was that all industrieswere kept open to privet sector except for the defense industry. During this plan SixPEs established.1. Herb Production and Processing Company2. Bhrikuti Paper Industry3. Lumbini Sugar Factory4. Nepalgunj paper Factory5. Butwal Spinning Factory6. Nepal Orient Magnetite
1.2.8 The Seven Five Year Plan (3042 to 2047 B.S.)In this plan period those industries are not interested only such kinds of industries andthe defense industry mobilization by Government and remaining sector hand over toprivate sector. During this plan period, three PEs were established.1. Udayapur Cement Company2. Nepal Television3. Nepal Coal Limited
1.2.9 The Eight Five Year Plan (2049 to 2054 B.S.)The first five year plan after restoration of democracy was published in 2049 B.S.applicable unto 2054, which is called eight five year plan. The main objectives of thisplan are sustainable economic growth, alleviation of poverty and reducing of regionalimbalances. Further the priorities are set out according objectives and one of those isemployment generation and resources development which is vital for the country to
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generate employment and other skilled manpower through public and private sector.The proposed economic growth rate for the period of 1992-1997 is 5.1 percent.In this plan period no PES was established. This plan has laid down the more emphasison privatization of PEs. Highlighting the necessity of privatization especially toaccelerate the pace of national development it has become necessary to increaseefficiency in all areas through proper and efficient management. Together with this ithas become necessary to bring about changes in the structural framework of theCorporation in order to enhance the stander of services rendered by them. Thefollowing regions make the privatization of PEs necessity.1. Most of the enterprises are running losses2. PEs are over staffed3. Unnecessary Government interference’s4. PEs lack commercial ethnics5. Lack of skilled professional and responsible management in Corporation.The above reasons were taken as basic points by H.M.G. for privatizing PEs. The mainobjectives of privatization are concerned with the development of industry andbusiness sectors. Increment in productivity and efficiency in the mobilization of savingand increase in public participation in Commercial field are more guideline taken bythe government for privatization (The Eight Plan, National Planning Commission, July1992:691)
1.2.10. The Ninth Five Year Plan (2054 to 2059 B.S.)Ninth plan has encouraged next to private sector and foreign investment. In spit of thepast efforts of more than four decades for industrialization, the contribution ofindustrial sector to gross domestic product is below 10 percent. This sector providesemployment to mere 2% of labor force. It clearly indicates the miserable condition ofindustrialization and entrepreneurship in Nepal.
1.2.11 The Tenth Five Year Plan (2059 to 2064 B.S.)The objectives of the current tenth plan in the field of government Corporations is tomake the national economy, dynamic and competitive through the creation of
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competitive environment by privatizing the PEs that do not need to keeping underGovernment ownership and management.In course of privatizing the Governmental academy operating on the basic ofaspects like the nature of function, form, financial transaction situation andadditional requirement of capital investment: the privatizing process will bemade competitive and transparent by encouraging mass participation.Those enterprises which must be kept on Governmental sector will be operatedon the basis of commercial principles by their restructuring.
1.3 An Introduction of Gorkhapatra Corporation (GC)Gorkhapatra, firstly published in 24th Baishakh, 1958 BS, is the pioneer of journalism inNepal. It has the highest contribution to the development and promotion of the Nepallanguage, literature and culture as well. Under the circumstances of virtual ban oninformation and education, Dev Shumsher, the Rana prime minister of relatively liberaloutlook, started Gorkhapatra weekly. The effort of late Bajhagi Raja Jaya PrithviBahadur Singh is also unforgettable in history of the Gorkhapatra.Facing the different unfavorable circumstances it took 42 years to become twice- weeknewspaper (29th Ashwin, 2000BS). On 8th Poush, 2003 it became thrice-weeklypublication. Lastly it became a daily publication on 7th Falgun, 2017.
The publication of evening issue of Gorkhapatra was started form 2nd Kartik 2019 BS. Itwas continued till 22nd Ashoj 2022 BS. But due to different reasons the publication ofevening issue was closed down.
Gorkhapatra Corporation is under control of ministry of communication information.The corporation is continuously facing interference from Government, Cabinet,parliament and political parties. HMG has provided operational autonomy to all publicenterprises but in real practice all the decision regarding Corporation is made byGovernment.
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The Gorkhapatra Corporation even is not free to publish current news if it is not favorsof Government. The Corporation is badly over staff due to different pressures. Themain cause of poor performance of Corporation is excessive Government and politicalinference and dominance.
Publications of Gorkhapatra CorporationThe publication of Gorkhapatra Corporation is listed below:

Table-1

Publications of Gorkhapatra Corporation

S.N Name of Publication Kinds of

Paper/news

Started Date Discontinued

1 Gorkhapatra Nepali Daily 1958Baishakh 24 -
2 The Nepaleseperspective English Weekly 2021 Ashoj Discontinued
3 The Rising Nepal English Weekly 2022 Poush 1 -4 Madhupark Nepali Monthly 2025 Jestha -5 Yova Manch Nepali Monthly 2045 Ashad -6 Sunday Dispatch English Weekly 2047Baishakh 9 Discontinued
7 Muna Nepali Monthly 2047 Poush -8 Manoram Apsara Nepali Monthly 2055Baishakh Discontinued

1.3.1 Total Performance and Control of PE’s In Nepal

Performance“An appraisal of PE’s financial performance thus indicated a general pattern of lowprofitability compared with a big size of investment. Number of reasons are putforward and argued as responsible for their poor performance and resulting hugelosses viz.”
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- Absence of clarity of objectives.
- Absence of required performance evaluation, monitoring and remedial actions.
- Managerial inefficiency
- Unnecessary intake of employees
- Absence of required incentives
- Intervention from outside including the Government into functioning etc.(Shrestha, 1982:83)
- “Manufacturing sector cannot always service without financial considerations.Being enterprise of commercial nature they cannot always depend onGovernment subsidies”, refers the low efficiency and profitability of NepalesePE’s.
- To mission, goals and objectives of PE’s should be clearly and adequacy stated.There is virtually no spelling out of these objectives in manufacturing PE’s,therefore must have a properly spelled but objectives in specific and clearterms.
- Government policy regarding manufacturing PE’s should be clear clearly andspecific.
- Consequence in the failure of performances should be clearly out.
- Planning process should be much as possible organization based.
- Long Term planning should be developed and short term plans and policiesshould base upon it (Bhattacharya, 1981:172).Dr. Govinda Ram Agrawal in his study on management control system for PE indeveloping countries has deduced the following conclusion regarding the performanceof PE’s. It implies outright his management of scarce natural resources. About all it is aclean indication that these enterprises have utterly failed in effective mobilization ofinternal resources for accelerating the country’s pace of development.

ControlManagement control in PE’s can be looked upon as a process whereby managementassure that resource are obtained and used efficiently as well as effectively inaccomplishing the objectives. Control takes place within the context of objectives. It is
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consented with the attainment of stated objectives rather than formation of newobjectives. Any control system, therefore must fit and be consistent with the initialobjective of the enterprise. Planning generally provide the framework for controlprocess. Effective control in essence is concerned with making the performanceconform to the quality, costs and other specification. Conscious planning is thereforethe prerequisite for control management information system within the enterpriseserves as a norm, or target of a frame of reference for compared actual resultsstandards are set in advance. They indicate desired outcome. The actual outcome iscompared with the desired outcome and appropriate adjustments are made to correctthe deviation so that the gap between the two can be reduced.
1.4 Statement of the ProblemGorkhapatra Corporation is one of the public utility enterprises; it was established in1958 BS. It is an important enterprise in the publication media. In past it was earningcorporate profit for several years but currently it has faced different types of problems.Like other public enterprises, Gorkhapatra Corporation is also facing financial crisis.So, the financial analysis of past years could guide the Corporation to improve itsfinancial position in future.In spite of the adoption of mixed economy in Nepal, the role of the pubic enterprise hadbeen assuming considerably more and more significance in the Socio-economicdevelopment process of the country (Shrestha, 1982:62). Public enterprises shouldcontribute to the Government revenue besides saving their own interest. Althoughthere are many problems existing into the public enterprise in Nepal, the problem ofbudgeting is common.Every public enterprise the main problems of enterprises is defective objective settingprocedures. The other main problems of public enterprise are that they are failed touse least technology and infrastructure. The present study will try to analyze andexamine the profit planning side of Gorkhapatra Corporation. Budgeting the profitplanning is an artistic work, without proper planning for profit, it will not justhappened it should be managed, for this effective supervision of individual operation
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and practical administration is necessary. The present situation had indicated that theprofit planning either has not been properly formulated or it has not beenimplemented of Gorkhapatra Corporation. So it is felt that there should be a seriousstudy on present situation of this corporation. On the other hand, the present studywill try to analyze and examine the profit planning side of Gorkhapatra Corporation.Budgeting the profit planning is an artistic work, without proper planning for profit, itwill not just happened it should be managed, for this effective supervision ofindividuals operation and practical administration is necessary.Although, Gorkhapatra Corporation is running is Profit for a long year however, it isnot well prospered as it ought to be. This study is mainly designed to solve the abovementioned problems by talking into account the budget role in planning the profit. Themajor problems of application of budgeting programmer in Gorkhapatra Corporationare the conflict in its broad objectives. The present study will try to examine andanalysis the practice of profit planning in Gorkhapatra Corporation. Therefore GC hasfaced following problems and given study will try to find out solution for theseproblems1. GC has failed to make effective budgeting program.2. GC has not followed major problem for developing and implementation.3. GC has not showed good performance, it has faced communication gap betweentop and lower level employees.4. GC has failed to make effective strategy, on competitive with other media.
1.5. Objectives of the StudyThe main objective of the study is to find out analysis the impact of comprehensivebudgeting or profit planning on Gorkhapatra Corporation’s profitability. The specificobjectives as follows:-1. To examine the present practice and effectiveness of profit planning inGorkhapatra corporation.2. To analyze the various functional budget of Gorkhapatra Corporation
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3. To analyze the variance between target and actual sales of the GorkhapatraCorporation.4. To point out the suggestion and recommendation for improving the profit plan.
1.6 Limitation of the StudyThis study confines on the profit planning of Gorkhapatra Corporation. In the contextof Nepal, very few studies and researches have been made in respect of budgeting ofprofit planning of Nepalese public enterprises. This study holds some importance inthe since that a periodic change required to collect the information about the approachand practice so as to highlight about the application of detailed and systemic approachof profit planning in Nepalese public utility and social enterprises. The present studyanalyzes the problem and prospects in budget application and implementation. Thisstudy also analyzes the effectiveness of PPC in representative enterprise. The presentstudy will also examine and review the present and historical literature. Besides these,the present study will serve the general interest of various people as well as to theresearchers of this area. Lastly the present study attempts to provide valuablesuggestion and recommendations which will serve the manager making profit plans inthe Gorkhapatra Corporation, and as well as this study will help to overcome thecertain PEs problems regarding budgeting activities.But the present study is not free from the following limitation.a) Limited time is available therefore every detail are not possible to beinvestigated.b) This study is only a case study hence the conclusion drawn from the study doesnot ensure wide applicability in all types of enterprises running in differentsituation.c) The data are based on at least five years trend and covering from the fiscal year2061 to 2066d) The study is more concerned with the major problems faced by the enterprises.e) The whole study is mainly based on secondary data and the necessary detailinformation are collected from the management of Gorkhapatra Corporation.
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f) Availability of relevant data and other information of Gorkhapatra Corporationwill determine its scope.
1.7 Scheme of the StudyThe study has been segregated into five chapters which are as follows:-Chapter 1: Introduction.Chapter2: Conceptual frameworks.Chapter3: Research methodology.Chapter4: Presentation and data analysis.Chapter5: Summary, conclusion and recommendation.
Chapter one:- Introduction chapter contains; general background, public enterprisesin Nepal, an introduction of Gorkhapatra Corporation, statement of the problem,objectives of the study, limitation of the study.
Chapter two: - Conceptual framework of profit planning and control mainly includespicture of profit planning and control. Review of literature and review of previousresearch work.
Chapter three: - The research methodology contains, research design, the populationand sample period covered, research question, tools used nature and sources of dataand research variables.
Chapter four: - analysis and presentation of data contains presentation of targetfunction budget and analysis of data using various statistical and financial tools.
Chapter five: - In this chapter includes as summary, conclusion and recommendation.It includes reference books, magazines news papers, previous dissertations, are shownunder bibliography. Questionnaire, documents received etc. are separately shownunder appendices.
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CHAPTER- TWO

CONCEPTUAL FRAMEWORK

2.1 ProfitProfit is primary objective of a business. The word profit implies a comparison of theoperation of business between two specific dates, which are usually separated by aninterval of one year. In order to optimize those corporate source of wealth on whichnational prosperity depends, the basic financial objective of companies is to maximize,with in socially acceptable limits, profit from the use of the funds employed by them.No company can survive long without profit for: profit is the ultimate measure of itseffectiveness, and in a capitalist society, there is no feature for a private enterprisewhich always incurs losses. Profit is a signal for the allocation of resources and ayardstick for judging managerial efficiency. In fact, it is the growth of profit whichenables a firm to pay higher dividend to its ordinary share holder. Profit result fromtransaction. Profit is the dominant goal in business, and profit making should be themain objectives in term of which the general effectiveness of an organization ismeasured. Profit is also defined as a surplus of revenues and the after the deduction ofall the expenses incurred on earning it. Usually, profit does not happen; they aremanaged (Kulkarni; 1985:310-311).Profit is the income received by the organizer. It is the reward for the services of anentrepreneur. A firm makes profit when it receives a surplus after it has paid intereston capital; wage to labor which is equal to the difference between the total revenueand total cost of production. Profit earned by the entrepreneur may be broadly dividedinto two categories viz. the gross profit and net profit. Gross profit of the entrepreneurrefers to whole of the income earned by him. It consists of the reward for the factors ofproduction supplied by the organizer himself, regard for management and reward forthe organization of production.Profits are the excess of income over cost of production. The expenses made on rawmaterial, labor, interest, fuel, power are included in cost. There is controversy as to the
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definition of the term profit itself. Ordinarily, the term profit is defined in terms ofaccounting concept. According to accounting definition “profit is the residual of salesrevenue minus the explicit cost of doing business.” This profit is the amount availablefor ownership or equity after payment is made to all other factors used the form. J.M.Keynes held the view that profits resulted from favorable movement of the generableprice level. Mrs. John Robinson Chamberlain opined that greater the degree monopolypower, the greater the profits made by the entrepreneur (Joshi; 2002:276-277).Thus economic theories of profit have been categorized into three broad groups. Thefirst look on profit is the reward for bearing risk and uncertainty, the second viewprofit and the consequence of fraction and imperfection in the competitive adjustmentof the economy to dynamic changes, the third sees profit as the reward for successfulinnovation. The word profit has different meaning to business, accounts, tax collection,worker and economist, and it is often used in loose sense that buries its realsignificance and destroys the basic for discussion. In appraising a company, we mustfirst understand how profit arise before we can decide improve the company’s profitposition. Usually, profit do not just happen, profit are managed (Lynch and Williamson,1989:99).Hence, profit is the amount left after deduction of cost from revenue. It determinesfrom cost and revenue. It is the reward of bearing risk, innovation. Every businessenterprises invest huge amount to take a higher degree of risk and they are expectedhigher rate of return. Each business firm is primarily established with a view to earnprofit. So, profit is necessary for any type of business.
2.3 PlanningIn general sense, planning is the determination of any thing in advance of action. It isessentially a decision making process that provides a basic for economical and effectiveaction in the future. Effective planning sets the stage for integrated action to takeplaces, reduces the number of unforeseeable crises, reduces the number ofunforeseeable crises, promotes the use of more efficient methods and provides the
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basis for the managerial function of control thereby assuring focus on the organizationobjectives.The Planning processes both short and long is the must crucial component of the wholesystem. It is both the foundation and the bond for the other elements because it isthrough the planning process that we determine what we are going to do, how we aregoing to do it and who is going to do it. It operates as the brain center of anorganization and like the brain, it both reasons and communicates.Planning entails regular measurement of progress towards objectives and goals andthe execution of strategies and action program. Planning should be continuous processand not a once-a year exercise. It should involve all these, whose jobs have a significanteffect on the fortunes of the company.
2.3.1 Planning and ForecastingForecasting and planning are not the same. Forecasting expected future conditions.These expectations depend up on some assumption, which are very useful. Forecastingis our thinking about what will happens to us in future. Planning can be done only withforecasting.Forecasting is not a plan; rather it is a statement and or a quantified assessment offuture condition about a particular subject based on one or more explicit assumptions.A forecasting should always state the assumption upon which it is based. A forecastingshould be viewed as only one input into the development of a plan. The management ofa company may accept, modify or reject the forecast. Planning incorporatesmanagement decisions that are based on the forecasting, other inputs, andmanagement judgment about such related item as sales volume, prices, sales efforts,production, and financing. It is important to make a distinction between the forecastand plan. Plan primarily because the internal technical staff should not be expected orpermitted to make the fundamental management decision and judgments implicit inevery plan. Forecasting as only step in planning is that forecasting conditional (Welsch;2001:172).
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Forecasting is the best tool to be used for proper planning when company policy andforecast have been formulates, planning can start. This means planning, the tactical tobe used in achieving the objectives, should be based on forecasts and policy(Horngreen; 1977:4).
2.3.2 Management PlanningManagement Planning is a continuous process as opposed to periodic endeavor. Since aprojection can never be considered as the final product. It must be revised as conditionas the final product. It must be revised as condition change and new informationbecomes available. The function should vary in scope and industry with the level ofmanagement responsibility then lower management should have definite planningresponsibilities. Planning is the first function of management phases of time demandsboth re-planning and new plans to correct performance deficiencies and to cope withunanticipated events that are unfavorable and to take advantage of new developments.
Management planning is a process that includes the following five phases:-I. Establishing enterprises objectives and goalsII. Developing premises about the environment of entityIII. Marketing decision about courts of actionIV. Initiating action to activate the plan and,V. Evaluation performance feedback for re-planning
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Planning is the first function of management such as:-

Planning start

Controlling Organization

Feedback

Leading and Staffing and HumanInterpersonal ResourcesInfluence
2.3 Profit PlanningProfit planning is defined as a “comprehensive and coordinated plan, expressed infinancial terms, for the operations and resources of enterprises for some specificperiod in the future.” When the management plans for profit for a certain period oftime, it is called profit plan. “As an estimation and predetermination of revenue andexpressed that estimates how much income still be generated and how it would bespent in order to meet investment and profit requirement. In the case of institutional



33

operations it presents a plan for spending income in a manner that doesn’t result inloss.” [Ninemeier and.Schmidgall, 200:133] It represents an overall plan of operations,covers of definite period of time and formulates the planning decisions of management.“Profit planning is a detailed plan of action during a period of one year or less. Profitplanning helps a firm’s financial manager to regulate flow of funds, which is a primaryconcern.” (Panday; 1997: 233).“Profit plan is a short term financial plan. It is an action plan to guide managers inachieving the objectives of a firm. A profit plan is a comprehensive and coordinated.Plan resources of enterprises for some specific period in future.” (Flesher; 1980:144).Profit plan is financial a narrative expression of the expected result from the planningdecisions. It is called the profit plan (or the budget) because it explicitly states the goalin terms of time expectations and expected financial result for each major segment ofthe entity.(Welsch; 1986:34).The broad concept of profit planning in a few word as, “the profit planning and controlmeans the development and acceptance of objective and goals and moving anorganization efficiently to achieve the objectives and goals.” (Glenn A. Welsch, RonaldW. Hilton, Paul N. Gordon, Fifth edition) The term comprehensive profit planning andcontrol is defined as a systematic and formalized approach for performing significantphases of the management planning and control function. Specially, it involves;1. The development and application of broad and long range objectives for theenterprises2. The specification of enterprises goals3. A long range profit plan developed in broad terms4. A system of periodic performance report detailed by assigned responsibilities5. A short rang profit plan detail by assigned responsibilities Follow-upproceduresProfit planning means the development and acceptance of objectives and goals andmoving an organization efficiently the achieve objectives and goals. Profit planning is
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the heart of management. Without proper planning of profit it will not just happen. So,any types of enterprise should systematically plan for profit in proper way. The successof each enterprise in realizing its optimums profit in each year will be determined bythe extend to which it establishes its objectives, develops coordinated plans to meetthose objectives and exercise control results reach or exceed those planned. This entireprocess constitutes the budgetary planning and control program. It includes revenues,cost, profit, cash, and working capitals. Fixed assets, financing and dividendsdistributions. It extends throughout the entire organization from the chief executive tothe frontline supervisory levels. Profit planning and control has the ultimate objectivesof attaining the optimum profit. Profit planning in fact is a managerial technique. It issuch a written plan in which all aspects of business operations with respect to adefinite future period are included. It is a formal statement of policy, plan, objectivesand goal established by the top management in respect of some future period. It is apre-determine detailed plan of action develop and distributed as an audit to currentoperations and as a partial basis for the subsequent evolution of performance. So, wecan say that, “profit planning is a tool, which may be used by the management inplanning the future course of action and in    controlling the actual performance.(Gupta;1997:521)Profit is an out come of effective and efficient management, which is effected byvarious factors. Profit planning is that tools which managers all the factors efficientlyand effectively. “A profit planning is an advance decision of expected achievementbased on most efficient operation standards of in prospect of time. It is establishedagainst which actual accomplishment is regularly compared.” (Manandhar; 1987:337)Modern profit planning encourages action and recognizes the divisional anddepartment autonomy and responsibility of mangers, motivating them to strive forattainment of the corporate goal. Profit planning is directed to the final objectives if thebusiness and generally includes all of its important elements. Profit planning isespecially effective in enabling middle management too help plan profit and controlcost. “Profit planning is management’s primary tools to accomplish its objectives.”[Pradhan;1984:36)
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Since profit plan is flexible and depends upon the size of the firm, so that the formatsand rules regarding profit plan also varies according to the nature of the businessorganization. Profit plan is prepared with in the environment of relevant variables andstrength and weakness. Organizational broad objectives are defined and they arespecified in particular goals. Basic strategies are communicated to the line and staffmanagers. Generally two types of profit plans are generated for short-term objectivestactical plans are developed. The type of profit plan depends upon the nature ofbusiness entity. Generally for manufacturing enterprises following plans are prepared:1. Sales Plan2. Profit plan3. Raw material plan4. Purchase budget5. Inventory budget6. Labor hours and cost budget7. Manufacturing overhead Budget8. Administrative expenses budget9. Selling expenses Budget10. Capital expenses budget11. Flexible Budget12. Cash budget13. Projected income statement14. Project balance sheet15. Variance analysis of performance report.“Profit planning is a comprehensive plan expressed in financial term by which anoperating program is effective for a given period of time. It includes the estimate of (a)the service activities and project comprising the program (b) the resources usable fortheir support. (Gray;1997:18) “Profit planning thus, becomes a well through outoperational plan with its financial implication impressed as both long and short rangeprofit in the form of financial statements, including balance sheet, income statementand cash and working capital projections.”
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2.3.1 Advantage of Profit PlanningThe following main arguments are usually given for profit planning and control.1. It forces early consideration of basic policies.2. It tends to remove the cloud of uncertainly that exists in much organization,especially among lower levels of management relative to basic policy andenterprises objectives.3. It requires adequate and sound organization structure that is; there must be adefinite assignment of responsibilities.4. It frees exclusive from many day to day internal problems through predatormind polices and clear cut authority relationship. It thereby provides moreexcessive time for planning and creating thinking.5. It compels all members of management from top down to participate in theestablishment of goals and plans.6. It reduces cost by increasing the span of control because fewer supervisors areneeded.7. It requires that management putdown in figures what in necessary satisfactoryperformance.8. It installs at all level of management the habit of timely, careful and adequateconsideration of the relevant factors before reaching important decision.9. It compels departmental managers to make plans of other departments and ofthe entire enterprises.10. It compels management to plan for the most economical use of labor, materialand capital.11. It requires adequate and appropriate historical counting data.12. It forces a management to give adequate attrition to the effect of generalbusiness condition.13. It pinpoints efficiency and inefficiency.14. It promotes understanding among members of management of their co-workersproblems.15. It forces a periodic self analysis of the company.16. It checks progress for lack of progress to ward the objectives of the enterprises.
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17. It rewards high performance and seeks to current unfavorable performance.18. It forces recognition and corrective action.19. It aids in obtaining bank credit. Bank commonly require of projection of futureoperation and cash flow to support large loan.20. It force management to consider expected future trends and conditions(Welsch, Hilton, Paul and Gordon; 2001:60-61)
2.3.2 Basic Assumptions, Problems and Limitations of Profit PlanningProfit Planning and control is a systemic approach to the solution of problems. It helpsto serve the management. Still the usefulness of Profit Planning to very small businesscould have been circumvented by an early attempt to quality the drams of head strongbut sloppy thinking entrepreneurs who never directly faced the uncertainties of theirventure.But there are so many assumption of using profit planning program. Firstly, the basicplans of a business must be measured in terms of money will be available for the needof the business. Secondly, it is possible in comprehensive why coordination every otheraspect to establish optimum profit goals. Thirdly, Profit planning is preplanning notmerely who to do it things workout as forecasted, but also what to do things workoutdifferently from the forecast.Profit Planning and control encompasses a systematic and integrated approach toproject planning, to tactical planning and to strategic planning. (Welsch, Hilton, Pauland Gordon, 2001: 39) But is not fully proof; it suffers from certain problems andlimitations. The major problems in development of PPC system are: (Welsch, Hilton,Paul and Gordon; 2001:60)1. It is difficult, if not impossible, to estimate revenues and expenses in ourcompany realistically.2. It takes away management flexibility.3. It creates all kinds of behavioral problems.4. It is not realistic to write out and distribute our goals, policies, andguidelines to all the supervisors.
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5. Our management has no interested in all the estimates and theschedules. Our strictly informal system is better and works well.6. Profit planning and control, places too great a demand on managementtime, especially to revise budgets constantly. Too much paper work isrequired.7. It adds a level of complexity that is not needed.8. It is too costly, aside from management time.9. It places the management in a straitjacket.10. The managers, supervisors, and other employees, hate budgets.Management must consider the following limitations in using the PPC system as adviceto solve the managerial problems:1. The profit plan is based on estimates.2. It is not realistic to write out and distribute our goals, policies and guidelinesto all it he supervisors.3. Budgeting places to great a demand on management time, especially torevise budget constantly. Too much paper work is required.4. A PPC program must be continually adopted fit in changing circumstance.5. Not a substitute for management; it is totally wrong to think thatintroduction of PPC is alone sufficient to ensure success and to guaranteefuture profit.6. It is too costly, aside from management time7. Execution of profit plan not occurs automatically. Profit plan will be effectiveonly if all responsible executive exert continuous and aggressive efforts towards their accomplishment.8. Danger of rigidity, for usefulness, the PPC must be flexible and dynamic inevery sense of the word.9. Proper evaluation, for finding out inefficiencies. Proper evaluation should bemade and on the absence of proper evaluation, budgeting will hideinefficiency. So there should be continuous evaluation of the actualperformances and standard also reexamined regularly.
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2.4 Fundamental of Profit PlanningBasically, comprehensive Profit planning and control offers a systemic, practical andproved approach to the management process properly viewed, Profit planning andcontrol is comprehensive system to coordinate all aspects of the management process,carefully knitting together the cost ends of management and operations. This allinclusive concept of the Profit planning and control process is frequently minimized orcompletely overlooked in main of the literature and discussion on the subject.
2.4.1 Managerial Involvement and CommitmentPPC program requires in management support, confidence, participation andperformance orientation. All levels of management, especially top management has toconsider following points in order to make PPC program successful. (Welsch, Hilton,Paul and Gordon; 2001:60)

- Understand the nature and characteristics of Profit planning and control.
- Be convinced that this particular approach to managing is preferable for theirsituation.
- Support the program in all its ramifications.
- Be willing to devote the effort required to make it operative and, View the resultof planning process as performance commitments.

2.4.2 Organizational AdaptationA Profit planning and control program must rest upon a sound organizationalstructural for the enterprise and clear-cut lines of authority and responsibility. Thepurpose of organizational structure and the assignment of authority are established offramework within which enterprises objectives may be attained in a coordinated andeffective way on a continuing basis. The scope and interrelationship of theresponsibility of each individual manager are specified. To increase managerial andoperational efficiency, particularly all enterprises, expect perhaps the very smallestones, should be structurally disaggregated into subunits. The manger of each subunitshould be assigned specific authorities and responsibility for the operational activitiesof that subunit. These subunits are often referred to as decision centers orresponsibilities centers. Although the letter term is widely used, the former is more
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descriptive of the primary focus that is most fundamental. A responsibility center canbe defined as an organizational unit headed by a manager with specified authority andresponsibility.
2.4.3 Realistic ExpectationsManagement must be realistic and avoid either undue conservation or irrationaloptimism. The care with which budget goals and objectives are set of such items assales, productions levels, costs, capital expenditures, cash flow and productivitydetermines in large measures the future success of the profit planning and controlprogram. To be realistic, expectations most be made in relation (a) to their specifictime dimension and (2) to an assumed (projects) internal and external environmentthat will prevail during the time span. Within these two constraints, realisticexpectations should be made to attain predetermined goals.
2.4.4 Responsibility AccountingThere must be set up the sound basic responsibility accounting system in the profitplanning program accounting system must be design to provided financial informationseparately for each organization unit, that is by assigned authority and responsibilitywhich are enough generated by accounting system, includes the measurement of actualagainst objectives, goals and plan. Profit planning and control require a responsibilityof accounting system that is one tailored to organizational responsibilities. Within thisprimary accounting structure, secondary classification of cost, revenues and otherrelevant of financial data may be used to meet the needs of the enterprise.
2.4.5 Time DimensionEffective implementation of the profit planning and control concept requires that themanagement of the enterprise established a define time dimension for certain types ofdecisions. In viewing time dimensions prospects in managerial planning, a clear-cutdistraction should be made between historical considerations. Timing of planningactivities suggests that there should be a definite management time scheduleestablished for initiating and completing certain phases of planning process.
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2.4.6 Full CommunicationCommunication in the management and operation of an enterprise seems as a, majormanagerial problems. Communication can be broadly defined as an interchange ofthought or information to bring about a mutual understanding between two or moreparties; it may be accomplished by a combination of words, symbols, massage andsubtleties of understanding that conform working together, day in and day out by twoor more individuals. Communication may be thought of as the link that brings togetherthe human elements in an enterprise.The goals and objectives set by management should be well communicated in all levelsof management; PPC program can be successful when the communication is done infull. Full communication means making every body of the organization familiar withgoals and objectives and to motive all members for their effective accomplishment.
2.4.7 Zero-Base BudgetingZero-base budgeting has received great attention recently as a new approach to thebudgeting process. It is method of budgeting in which managers are required to start atzero budget levels and to justify all coasts as if the programs involved were beinginitiated for the first time. Under zero-base budgeting, every budget is constructed onthe premise that every activity in the budget must be justified. Zero base budgeting hasbeen used by private Governmental units both. In zero bases budgeting, there are no“givens”. It starts with the basic premise that the budgets for next year is zero and thatexpenditure old and new must be justified on the basic of its cost and benefit. In thisbudgeting the process of alternatives is more rigidly define.
2.4.8 Management Control Using PPCThe primary purpose of control is to ensure attainment of the objectives, goals andstandards of the enterprise. Control has many expression, narrative memoranda,policies and procedures, reports of actual results and performance reports.Comprehensive profit planning and control focuses a performance reporting andevaluation of performance to determine the cause of both high and low performances.
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2.7.9 Behavioral View PointProfit planning and control program can only be successful when the people workingin the enterprise are motivated. Goal orientation is characteristic of ambitious andcompetent is characteristic of ambitious and competent individuals who are normallyinvolved in the management process. Such individuals have strong personal goalneeds; their performance is enhanced though hierarchy of realistic goals with whichthey can identify. For implementing the profit planning and control programeffectively, there should be a proper coordination between the individuals goals needsand an organization goal needs. From this perspective, behavioral consideration inregard of the rewards, performance, and result should be taken intensively.
2.4.10 Activity CostingResponsibility of accounting system generally accumulates cost by department andproduce costing systems of associate cost with units of product or serviceorganizations also frequent- with activities. By discomposing an organization’sproduction process into a discrete set of activities, and then associating costs with eachof those activities, management is a better position to determine the costs and benefitsof continuing the activities. Moreover, by systematically identifying the activities,throughout the organization, managers can identify redundant activities eliminatingactivities that are not cost benefit effective, and achieving greater coordination amongthe activities that remain.
2.4.11   Follow UpThis fundamental holds that both goal and substandard performance should becarefully investigated, the purpose being threefold:1. In the case of substandard performance, to lead in a constructive manner toimmediate corrective actions.2. In the case of outstanding performance, to recognize it and perhaps provide fora   transfer of knowledge to similar operations; and3. To provide a basis for better planning and control in the future.
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2.8 Establishing the Foundation for PPCFor successful of implementation of the profit plan program, there must be necessaryestablishing a sound foundation. An enterprise should take to establish soundfoundation for initiating a profit planning and control program. Welsch Hilton andGordon have summarized the steps into six points for PPC program. The steps are asfollows:a. An evaluation of the organizational structure and assignment of managerialresponsibilities and implementation of changes deemed necessary for effectiveplanning and control.b. Commitments by the top management to the broad concept of PPC program.c. Identification and evaluation of controllable and non-controllable variables ofthe characteristics and environment of the enterprise.d. An evaluation of the organization of the accounting system to ensure that it istailored to the organizational responsibilities.e. A policy determination about the time dimensions for PPC purpose.f. Development of a program of budget education for the inform management
2.9 Principles and Purposes of Profit Planning and ControlThe main objective of PPC is to assists in systematic planning and controls theoperations of the enterprises. In fact it is best source of communication and animportant tool in the hands of management. The main principles and purposes of PPCare as follows.

 To provide a realistic estimate of income & expenses for a period and of thefinancial position at the close of the period details by areas of managementresponsibility
 To provide a coordinated plan of action, this is designed to achieve theestimates, reflected in the budget.
 To provide a comparison of actual result with those budgeted and ananalysis and interpretation of deviations by areas of responsibility toindicate courses of corrective action and to lead to improvement inprocedures in building future plans.
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 To provide a guide for management decision in adjusting plans andobjectives as uncontrollable conditions change.
 To provide a ready basic for making forecast’s during the budget period toguide management in marking day to day decisions.

2.10 Process of PPCThe following steps are the sequential phases of the PPC process:
- External relevant variables identification and evaluation
- Development of board objectives for the business organization/ enterprise.
- Development and evaluation of company strategies
- Executive management planning instructions
- Development of specific goals for the enterprise
- Preparation and evaluation of project plans
- Implementation of profit plans
- Development and approval of strategic and tactical profit plans
- Use of flexible expense budgets
- Use of periodic performance reports
- Implementation of follow-up

2.10 Limitations of PPCPPC is an important tool for management. But each tool suffers from some limitationand its use is fruitful within these limits. PPC is also not a limitless tool. So it is essentialthat the management must consider the following limitations in using the PPC systemas a device to solve managerial problems.Based on Estimates: - Profit planning & control is not an exact science. It is based onestimates. The success of a profit planning depends to a large degree on the accuracywith which the basic estimates are made. The accurate estimates can be made. Theaccurate estimates can be made by using correct and modified statistical techniquesand management.
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Danger of Rigidity: - Profit planning and control is an estimation and quantitativeexpression of all revenants date. So there can be the tendency to attach some sort ofrigidity or finally of them. PPC must be flexible and dynamic.Application for long period: - the installation of a complete PPC is not possible in ashort period. It should be continuously used in the business and should be revised andmodified with the changed situation of the business.Execution is not automatic: - A skillfully prepared PPC will not itself improved themanagement of an enterprise unless it is properly implemented for the success of PPCit is essential that it is understand by the entire related person inside the enterprise. Itis very much required that each executive must fell the responsibility and should makeefforts to attain the budget goals.Not a Substitute for management: - PPC is not a substitute for the management. It istotally wrong to think that the introduction of PPC is alone sufficient to ensure successand to guarantee future profits. It is only achieving the end.Proper Evaluation:- for finding out the inefficiencies, proper evaluation should bemade. On the absence of proper evaluation budgeting will hide inefficiencies. So thereshould be continuous evaluation of the actual performances, standards also should bereexamined regularly.Costly Affairs:- the installation of a PPC is an elaborate process involving to much timeand costs.Lower Moral and Productivity:- Unrealistic targets should not be set and used as apressure tactic. By doing it PPC will lower moral and productivity. To some extent PPCmay be used as pressure device but its extent must be carefully determined.
2.11 Components of PPC ProgramTo fulfill the objectives of PPC, a PPC program should have all its components. Withoutthe components of PPC, a PPC program can’t success itself.Welsch Hilton and Gordon have presented the following components of a PPC program.
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A. The Substantive PlanBoard objective of the enterpriseSpecific enterprise strategiesEnterprise strategiesExecutive management planning instructions (planning premises)
B. The Financial Plan1. Strategic Long-range profit plans.Sales cost and profit projectionsMajor projects and capital additionCash flow and financialPersonnel requirements2 Tactical Short-range (annual) profit plan
A) Operating Plan

Planned income StatementSales planProduction (or merchandise purchase) planAdministrative expenses budgetDistribution expenses budgetAppropriation type budgets
B) Financial Position Plan

Planned Balance sheeta. Assetsb. Liabilitiesc. Owners equity
C) Cash follow plan

C.  Variables Expenses Budgets.Output Expenses Formulas
D.  Supplementary Data.Cost volume profit analysis, Ratio analyses,
E.  Performance Reports (Including any Special Reports)
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F. Follow-up, Corrective Action and Planning Reports.

2.10 Development of Profit Plan
2.10.1 Sales PlanSales plan is the starting point in the preparation of the comprehensive profit planningand control. All the other plans and budgets dependent upon the sales budget. Thebudget is usually presented both in units and dollars of the sales revenue or salesvolume. The preparation of sales plan is based upon the sales forecast. A variety ofmethods are used to forecast the sales for the planning period.Unless there is a realistic sales plan, particularly all other elements of profit plan willbe out of kilter with reality. The sales plan is the foundation for periodic planning inthe firm because particularly al other enterprise planning is built it. The primarysource of cash is sales, the capital additions needed, the amount of expenses to beplanned, the manpower requirements, the production level, and other importantoperational aspects depend on the volume of sales. In harmony with thecomprehensive profit plan, both strategic long-term and tactical short-term sales plansmust be developed. Thus, one commonly observes a five-year strategic sales plan.Many management decisions commit a large amount of resources involving a life spanof many years. Basic strategic and major moves often involve irreversiblecommitments of resources and long time span. (Welsch, Hilton, Paul and Gordon;2001:139-140)A sales plan incorporates management decisions that are based on the forecast, otherinputs and managements judgment about such related items as sales volume, prices,sales efforts, production and financing.The primary purpose of a sales plan is (I) to reduce uncertainty about future revenues.(ii) to incorporate management judgments and decision into the planning process (iii)to provide necessary information for developing other elements of a comprehensiveprofit plan (iv) to facilitate management’s control of sales activities. (Glenn, Hilton, Pauland Gordon, 2001:172)
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2.10.2 Sales Planning and ForecastingIt is important to make distinction between sales planning and forecasting becausethey are often confused. A forecast is not a plan; it is a statement and/or a quantifiedassessment of future conditions about a particular subject (e.g., sales revenue) basedon one or more explicit assumptions. A forecast should always state the assumptionsupon which it is based. A forecast should be viewed as only one input into thedevelopment of a sales plan. The management of a company may accept, modify, orreject the forecast. In sales volume, prices, sales efforts, production and financing.A sales forecast is converted to sales plan when management has brought to bearmanagerial judgment, planned strategies, commitments of resources, and themanagerial commitment to aggressive actions to attain the sale goals. In contrast, salesforecasting is a technical staff function. (Welsch, Ronald, Hilton, Paul and Gordon;2001:172)It is important to make a distinction between the sales forecast and the sales planprimarily because the internal technical staff should not be expected- or permitted – tomake the fundamental management decisions and judgments implicit in every salesplan. Moreover, the influence of management actions on sales potentials is difficult toquantify for sales forecasting. Therefore, the elements of management experience andjudgment must mold the sales plan. Another reason for identifying sales forecasting asonly one step in sales planning is that sales forecasts are conditional. They normallymust be prepared prior to management decisions or plans in such areas as plantexpansion, price changes, promotional programs, production scheduling, expansion orcontraction of marketing activities, and other resource commitments. The initialforecasts- and there should usually be more than one to indicate probable sales undervarious alternative assumptions –are an important source of information in thedevelopment of managerial strategies and resources commitments (Welsch, Ronald,Hilton, Paul and. Gorden; 2001:173).
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2.10.3. Strategic and Tactical Sales PlanA comprehensive profit plan, strategic long term and tactical short sales plan must bedeveloped, the usual case is a five or ten years strategic sale4s plan and one yeartactical sales plan.Strategic or long term sales plans usually involve in depth analyzes of future marketpotentials, which was built up from a basic foundation such as population changes,state of economy, industry projection and finally company objectives. Long  termmanagerial strategies would affect such areas as long term pricing policy, developmentof new products and innovations of presents products, new directions in marketingefforts, expansion or change in distribution changes and patterns.Tactical or short-term sales plan is prepared to plan sales for 12 months for firstquarter. At the end of each month or quarter throughout the year, the sales plan isrestudied and revised by adding a period in the future and by dropping the period justended. Thus, tactical sales plan are usually subject to review and revision on aquarterly basis. The short term sales plan includes a detailed plan for each majorproduct and for grouping of minor products. Short term sales plant must also bestructured by marketing responsibility for planning and control purpose. Short termsales plans may involve the application of technical analysis; however, managerialjudgment plays a major role in there determination. A short- range sales plan shouldinclude considerable detail, whereas a long –range plan should be in broad terms(Welsch, Ronald ,Hilton, Paul and Gorden;2001 :173-175).
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2.10.4 Components of Comprehensive SalesThe components of sales plan are as follows: (Welsch, Hilton, Paul and Gorden;2001:176)
S.N. Component Strategic Plan Tactical Plan1. Management policies andassumptions Broad and general Detailed andspecific for theyear2. Marketing Plan (sales and servicesrevenues ) Annual amount,major groups Detailed; byproduct andresponsibility3. Advertising and promotion plan General; by year Detailed andspecific for theyear4. Distribution (selling) expense plan Total fixed andtotal variableexpenses; by year

Fixed and variableexpenses; bymonth and byresponsibility
2.10.5 Developing a Comprehensive Sales PlanTo develop a comprehensive sales plan the following process should be followed.(Welsch, Hilton, Paul and Gorden;2001:176)Step 1 Develop management guidelines for sales planning.Step 2 Prepare sales forecastStep 3 Assemble relevant data- Manufacturing capacity- Sources of raw material and supplies forces- Availability of key people of labor forces- Capital availability of alternatives distributions channelsStep 4 Develop strategic and tactical sales plansStep 5 Considerations of Alternatives
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Step 6 Developing pricing policiesStep 7 Developing product line considerationStep 8 Price cost volume consideration
2.10.6 Methods of Projecting SalesThe following methods are applied for the projecting sales. (Welsch, Hilton, Paul andGorden; 2001:240)
1.   None mathematical (personal judgments) methodSales forces compositeSales department (supervisor) compositeChief executive Decision method
2. Statistical methodsEconomic rhythm methodCorrelation methodHistorical analogical method
3. Specific purpose methodsIndustrial analysis methodsProduct line analysis methodend use analysis method
4. Combination of method

2.11 Production PlanProduction plan is the second step of budgeting. Production budgeting concern withdetermining the quantity of the product to be produced each units of time. Productionbudget is prepared to coordinate the sales budget and inventory policy of organization.When preparing production plan, the manager must have an optimum coordinationbetween sales, inventory and production levels. An efficient and coordinatedproduction plan is necessary for economical manufacturing.
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“The production budget specifies the planned quantity of goals to be manufacturedduring the budget period. In developing production budget, the first step is a stabilitypolicy relative to inventory levels. The next step is the determination of the totalquantity of each production that is to be manufactured during the budget period. Thethird step is to schedule this production budget is the initial step in budgetingmanufacturing operation. To plan production effective, the manufacturing executivemost have or overlap information relative to the manufacturing operations necessaryfor each product. They must have at hand information relative to the use and capacitiesof each manufacturing departments. The company costs amount should providecertain historical data essential in planning production, quantities and costs. The directof profit planning and control should provide staff assistance when needed. When therecommended production is completed by the production department it should besubmitted to the executive. Committee for appraisal and then to the president fortentative approval prior to its use as a basic for developing the materials, labor andfactory overhead budgets.” (Welsch, Hilton and Gorden ; 2001: 212-213)Production budget includes the production, finished goods inventory work in processinventory and factory overhead. We can understand the production planningmathematically as where.Production =planned sales+ ending inventory- initial inventoryWhen the production plan has been completed by the production manager. It should begiven to the executive committee for evaluation and then to the president for tentativeapproval prior to its use as a basic for developing the direct materials, direct labor andfactory overhead budgets.
2.11.1 Responsibility for Production PlanningThe completed marketing plan should be given to the manufacturing executive who isresponsible for translating it into a balanced production program consistent whichmanagerial policies and subject to certain constraints. Planning scheduling anddispatching of the actual production through the year are the functions of theproduction departments therefore; it is essential of these functions be performed by
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the production managers. The managers have first hand knowledge of the plant ofpersonnel capabilities availability of material and production process. Althoughresponsibility resets directly upon the production managers, top management policiesmust be considered in such matters as inventory level stability of production andcapital additions (plan capacity).
2.11.2 General Consideration in Planning Production and Inventory LevelsTo develop the production, manufacturing executives must resolve the problem ofcoordinating sales, inventories and production so that the lowest possible overall costsresults. The importance of coordinating of production planning cannot beoveremphasized because it affects so many decisions required to develop theproduction plan include the following. (Welsch and Hilton; 2001:213-214)

- Total production requirements (by product) for the budget period.
- Adequacy of manufacturing facilities (expansion or contraction of plancapacity).
- Economic lots or runs.
- Inventory policies about levels of finished goods.
- Availability of direct materials, purchased components, and labor.
- Length of the processing time.
- Plan capacity policies, such as the limits of permissible departures from a stableproduction level throughout the year.
- Timing of production throughout the budget period, and by product andresponsibility centers.

2.11.3 Long Range Vs Short Range Production PlanningPlanned levels of production are important long-range and short-range issues. Todevelop a long-range plan (say, five years in future), broad estimates of productionlevels are necessary to plan plant capacity requirements (involving capital additions),factory cost structures, personnel requirements, only major increases or decreases ininventories need to be taken into account.
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Developing a tactical short-range profit plans requires a different approach because ofthe need for greater precision and detail. The short-range production plan should be inharmony with the time dimensions used in the short-range profit plan. Thus, thecommon pattern should be an annual production plan detailed by products and bymonths or quarters. Also, the production activities should be planned by responsibilitycenters with in the manufacturing division. (Welsch and Hilton; 2001:214)
2.12.4 Developing the Production PlanProduction managers must translate the qualities in the sales budget in to unitproduction requirements for the budget period for each product while consideringmanagement inventory policies. The production plan is developed prior to the end ofthe current year; in the beginning inventory for the budget period must be estimatedafter trimmings the budget production. It should be produced by interim time period.Interim production must be planned to (i) provide sufficient goods to meet interimsales requirements (ii) keeping interim inventory level within policies constraints and(iii) manufacture the goods as economically as possible. An efficient requirements,essential inventories levels and stable production level.The following formula is generally used to calculate the planned production.Planned productionRequirements for sales (units) xxxxxAdd: desired final inventory of finished goods xxxxx

Total required production xxxxxLess: initial inventory of finished goods xxxxx
Planned production for the year xxxxx

2.11.5 Setting Inventory PoliciesIn most business inventories represent a relatively high investment and may have asignificant impact on the major functions of the enterprises and its profit. Each of the
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related functions causes different, and frequently inconsistent, inventory demands.Inventory policies should include (i) establishment of inventory standards such asmaximum and minimum levels of turnovers and (ii) the applications of techniques andmethods that will assure conformity to select inventory standards. Budgeting requiresthat inventory levels from month to month. In determining inventory policies forfinished goods, management should take care of these important factors. [Welsch andHilton; 2001:220-221)1. Quantities (in units) needed to meet sales requirements.2. Cost of holding inventory.3. Storage facilities4. Adequacy of capital to finance inventory production some time inadvance of sales.5. Length of production period.6. Distribution time requirements.7. Protection against raw material storage.8. Perish ability of items.9. Protection against price increases.10. Risk involved in inventory.
 Price declined
 Lack of demand
 Casualty loss and theft.
 Obsolescence of stock
 Customer returns policies

There are mainly three types of production policies as under:
i. Stable production Vs unstable inventory policyIn every specified period, fixed production units are to be produced equally whileending inventory of finished goods is to be unstable in this policy; therefore, budgetedsales of the period are unequal.
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ii. Unstable Production Vs Stable inventory Policy’The production units are to be fluctuated or unstable in each period and units of finalinventory are to be stable at the end of each period. The number of units produced andbudgeted sales are directly related.
iii. Flexible in both Production and inventory policyThe flexible units are produced as well as flexible units of final inventory aremaintained in this approach for specific budget period. Something this policy may bebeneficial and something it may be harmful for the production budget but it reduces.Some disadvantage of both first and second policies to some extent.These policies of production depend upon the nature of sales and inventory policies.For example, assuming the seasonal sales, it is possible to maintain a stable productionlevel possible to maintain a stable production level only if inventories are allowed tofluctuate inventory with sales. On the other hand, a stable inventory level is possibleonly if production is allowed to fluctuate directly with sales from the point of view ofeconomic operations; it is generally desirable to keep both inventories productionsstable, a situation that is impossible given seasonal sales.In many companies where sales of the primary product are seasonal, production levelsare stabilized by developing new products that can be started or that have inverseseasonal patterns. Stabilization of production is desirable for a number of compellingreasons and generally results in significant reduction of cost and improvements inoperations.One potential hazard of significant ups and down in productions is the effect onpersonal. Periodic layoff and subsequent effort to hire employees tens to lower moraland may discourage competent employees. Such a policy is counter to an importantobjective to management, which is to provide reasonable job security.
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2.13 Materials and Purchase Plan
2.12.1 Materials PlanThis material budget deals with the requirement and procurement of direct materials,indirect materials are dealt with under the works overhead budget. The budget shouldbe related to the production budget and the period of the budget should be of shortduration because this budget has an important bearing on the cash.While preparing the material plan there must be serious consideration to coordinatebetween (1) production requirements for raw materials (2) raw materials inventorylevels, and (3) purchase of raw materials.
To assure that right amounts of raw materials will be on hand at the time required andto plan for the costs of such materials, it is essential that the tactical short-term profitplan include (1) a detailed budget specifying quantity and cost of materials requiredand (2) a related budget of raw materials purchase. Thus, planning raw materialsusually requires the following four sub-budgets.1. Materials Budget:- This specifies the planned quantities of each raw material, bytime, by product, and by using responsibility center.2. Purchase budget:- Purchase budget specifies the quantities of each raw materialneeded, therefore, a plan for materials purchases must be developed. Thepurchases budget specifies the estimated quantities to be purchased, and therequired delivery dates.3. Materials Inventory Budget:- This budget reports the planned levels of rawmaterials inventory in terms of quantities and costs. The difference I unitsbetween materials requirements as specified in materials budget and thepurchase budget is reflected as increases or decrease in the inventory budget.4. Cost of Materials Used Budget:- This budget is an estimate of cost of outputplanned for a budget period and may be classified into material cost budget laborbudget and overhead budget, cost of production includes materials, labor andoverhead.
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Materials budge are should be designed in such a way that the related activities andcost will be budgeted in terms of responsibility center interim time periods and by typeof finished goods.
2.12.4 Materials and Parts Inventory PoliciesWelsch Hilton and Gordon have mentioned the primary consideration for materialsand parts inventory policies, are as follows:1. Timing and quantities of manufacturing needs2. Economic in purchasing trough quantity discounts3. Lead-time4. Availability of materials and parts5. Capital requirements to finance inventory6. Perish ability of materials and parts7. Cost of storage8. Storage facilities needed9. Expected Changes in the cost of materials and parts10. Risk involved in inventories11. Protection against shortages12. Opportunity costs
2.12.5 Purchasing PolicyManagement policy with respect to purchase and inventory is specified. The basictiming factors are (I) how much to purchase at a lime (II) when to purchase. A well-known approach to computing the economic order quantity (EOQ) uses the followingformula. Formula of EOQ EOQ =Where,EOQ = Economic order QuantityA = Total requirement (Annual quantity used n units)O = Average annual cost of placing an order
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C = Annual carrying cost of carrying one units in inventory for one yearNext question or the time when a purchase is determined by re-orders point (ROP)ROP = Average usage Х Average lead time + Safety Stock
2.13 Planning and Controlling Direct Labor CostsDirect labor is defined as those labor costs directly identifiable with the production ofspecific units of finished goods. The direct labor budget includes the planned directlabor, requirements necessary to produce the types and quantities necessary toproduce the types and quantities of outputs planned in the production budget. Theprimary reason for using a separate direct labor budget are to provide planning dataabout; the amount of direct labor required number of direct labor employees needed,labor cost of each product unit, cash flow requirements and a basis for control of directlabor budget should be developed b responsibility centers interim periods, andproducts.Planning labor cost involves major and complex problem areas: (i) Personal needs (ii)recruitment (iii) training (iv) job description and evaluation (v) performancemeasurement (v) union negotiations and (vii) wage and salary administration. Acomprehensive profit-planning program should incorporate appropriate approachesapplicable to each problem, area. A profit planning program cannot solve specialpersonal problem, but it direct careful special personal problem, but it direct carefulconsideration to them and aids in planning them in perspective. Effective planning inlong term and short term labor cost will benefit both the company and it’s complies.(Welsch, Hilton, Paul and Gorden; 2001:280)Labour generally is classified as direct or indirect. Direct labor costs include the wagespaid to employees who work directly on specific productive output. As with directmaterials costs, labor costs that can be directly traced to specific production aredefined as direct. In direct labor involves all other labor costs, such as supervisorysalaries and wages paid to toolmakers, repair personnel, storekeepers, and custodians.
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Direct material and direct labor costs are frequently referred to collectively as theprime costs of product.  (Welsch, Hilton, Paul and Gorden; 2001:280)
2.13.1 Approaches in Planning Direct Labor CostsThe approach used to develop the direct labor budget depend primary on the (i)method of wage payment (ii) type production process involved (iii) availability ofstandard labor times and (iv) adequacy of the cost accounting records relating to directlabor cost.Basically, there are three approaches of the direct labor budget. (Welsch, Hilton, Pauland Gorden; 2001:281)1. Estimate the standard direct labor hours required for each units of eachproduct; then estimate the average wage rates by department, cost center, oroperation. Multiply the standard time per unit of product by the average hourlywage rate, giving the direct labor cost per unit of out-put for the departmentcost center or operation by the units direct labor cost rate obtain the total directlabor cost by product.2. Estimate ratios of direct labor cost to some measures of out-put that can beplanned realistically.3. Develop personnel tables by enumerating personnel requirements (includingcosts) for direct labor in each responsibility center.
2.13.2 Objectives of Direct Labor Plan

- To assess labor requirement.
- To prepare manpower planning.
- To estimate cash requirement.
- To give information for cash budget.
- To estimate per unit labor cost.
- To control the labor budget.

2.13.3 Planning Direct Labor Hours and WageInternal factors may indicate the most practical approach to use for planning directlabor hours. An important function of industrial engineering is to develop standard
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labor time for various operations and products. In some producing departments,reliable labor time standard can be developed. In some cases, it is impractical toestimate direct labor time except in term of average based on experiences. Fourapproaches commonly used in planning labor times are the following:1. Time and motion studies.2. Standard costs.3. Direct estimate by supervisor.4. Statistical estimate by staff group.Therefore;The planned direct labor hours= planned production × standard rateIf it is possible to relate planed production to direct labor hours and to plan wage ratesrealistically for each productive department, computation of planed direct labor costinvolves multiplying planed labor hours by planed wage rates. (Welsch, Hilton, Pauland Gordon; 2001:282-285)It is also important for service and retail companies to budget labor costs. Laboraccounts for a large portion of expenditures in banks, Restaurants, Hotels, Hospitals,and transportation companies. The classification direct labor is not generally used bysuch companies, labor cost are usually referred to as operating expenses. (Welsch,Hilton, Paul and Gordon; 2001: 289)
2.14 Expenses (Overhead) Budget or PlanIn developing a profit plan, expenses must be planned carefully. Planning expensesshould flow on (1) Projecting cash out flow, and (2) effectives cost control:Managers should view expenses planning and control as necessary to maintainreasonable expenses levels to support the objectives and planed program of theenterprises, but rather on utilization of limited resources. Viewed in this light,expenses planning and control should focus on the relationship between expendituresand benefits derived from those expenditures. The desired benefits should be viewed
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as goals, and sufficient resources must be planned to support the operating activitiesessential for their accomplishment.
2.14.1 Cost Behavior1. Fixed expenses: Those expenses that is constant in total from month to monthregardless of fluctuation in output or volume of work done. Because of any expense canchange, this concept most applied (a) to a realistic or relevant range of output and (b)i9n relation to given set of condition (management polices, time constraints, andcharacteristics of the operation). Examples of fixed expenses are series, property taxes,insurance and depreciation (strength-line)1. Variable expenses: those expenses that change in total, directly with changes inoutput or volume of work done. The output must be measured in terms of someactivity base, such as units completed, direct labor hours, sales dollars, ornumber of service calls, denuding on the activity in the responsibility center.Examples of variable expense (cost) in a factory are direct materials, directlabor, and power usage.2. Semi variable expenses: Those expenses that are nether fixed nor variablebecause they possess some characteristics of both. An output changes, semivariable expenses change in the some direction but not in proportion to thechange in output.
2.14.2 Manufacturing Overhead BudgetThis budget gives an estimate of the works overhead expense to be incurred in abudget period to achieve the production target. The budget includes the cost of indirectmaterials, indirect labor and indirect work expenses. The budget may be classified intofixed cost and variable cost and semi variable cost. It can be broken into departmentaloverhead budget to facilitate control. In preparing the budget, fixed workers can beestimated on the basis of past information after taking into consideration the expectedchanges which may occur during the budget period. Variable expenses are estimatedon the basis of the budgeted output because these expenses are bound to change withthe change in output.
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2.14.3 Selling and Distribution Expenses Budget“Mainly there are two types of selling expenses (1) sales office expenses which coverthe cost of salesman and their administrative support (2) Sales direction andpromotion expenses. Which cover the cost of direction the sales effort and promotionchange such as adverting?”Distribution expenses include all costs relate to selling, distribution and delivery ofproduct to customers. In many companies, this cost is a signification percentage of totalexpenses. Careful planning of expenses affects the profit potential of the firm.
Primary aspects of planning distribution expenses are as follows:

- Planning and coordinate
- Control of distribution expenses.

2.14.4 Planning Administrative ExpensesThis budget cover the expenses incurred in farming policies, directing the organizationand controlling the business operations in other words the budget provide an estimateof the expenses of the central office and of management salaries. The budget can beprepare with the help if past experience and anticipated changes. Budget may beprepared for each administration department. So that responsibility for increasingsuch expenses may be fixed and related to the different executives.Administrative expenses include those expenses other than manufacturing anddistribution. They are incurred in the responsibility centers that provide supervision ofand service to all function of the enterprise rather than in the performance of nay onefunction. Because a large portion of administrative expenses is fixed rather thanvariable, the notion persists that they cannot be controlled. Aside from certain topmanagement salaries, most administrative are determined by management decision. Itis common to find administrative expenses “top heavy” when measured by the volumeof business done. General administrative expenses are close to top management;therefore, there is strong tendency to overlook their magnitude and effect on profits.Each administrative expense should be directly identified with a responsibility center,
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and the center manager should be responsible for planning and controlling theexpense. This fundamental of expense control is especially important foradministrative cost because there is often a failure to pinpoint responsibility forexpense of a general nature.
2.15 Planning and Capital ExpenditureCapital expenditures are invested, because they require the commitment of resourcestoday to receive higher economic benefits in the future. Capital expenditures becomeexpenses in the future as their related goods and services are being used to earn higherfuture profits from future revenues or to achieve future cost saving. (Ronald, Hilton,Paul and Gordon; 2001:394-396)
2.15.1 Capital BudgetingInvestment decision regarding long term assets for increasing the revenue of theorganization is known as capital budgeting. It is the process of determining whichcapital investments will be undertaken. There are three stages of capital budgeting;proposed long term investments, it is the decision making process that determines thetype of plant and equipment a firm will own, how much will be invested in such assets,and when the expenditure will be made. Capital investment decisions are among themost, if not the most, important decisions that financial managers must take.Capital budgeting is the making of long term planning decision for investment andtheir financial capital budgeting them consists in planning the developing of availablecapital for the purpose of maximizing the long – term profitability of the firm.(Horngreen; 1977:452)Capital expenditure becomes expenses in the future as their related goods and serviceare being used to earn higher future profits from future revenues or to achieve futurecost savings. Therefore, capital expenditures involve two planning and controllingphases: (a) Investment and (b) expenses. (Welsch and Hilton; 2001:394-395)
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Capital expenditure budget is the firm’s formal plan for the expenditure if money topurchase fixed assets. It is as internal corporate document that lists the allocateinvestment projects for a given fiscal period. (Gray; 1997 : 119)Capital budgeting involves the generation of investment proposals, the evaluation ofcash flows, the selection of projects based upon acceptance criterion and finallycontinual revaluation of investment projects after their acceptance.(Vanhorne;1990:66)The vary nature of capital investments make them important. Capital investmentsinvolve relatively large dollar amounts. They represent commitments that extend overlong periods of time, and once a capital investment has been made, it is hard to undowithout making a major sacrifice. (Henderson, Trenneponl and Wert, 1984:118-119)
2.15.2 The Capital Expenditure Budget ProcessCapital expenditures involve the long-term commitment of large amounts of resources,decisions; concerning them have a significant, long-term effect on the economic healthof a company phase.A Process for Planning and Controlling Capital Expenditures, (Welsch, Hilton, Paul andGordon; 2001:394-395]a) Identify and generate capital additions projects and other needs.b) Develop and refine capital additions proposal-collection of relevant data abouteach proposal, including any related alternativesc) Analyze and evaluate all capital additions, proposals, and alternatives. Emphasisshould be given to the validity of the underlying financial and operational data.d) Make capital expenditure decisions to accept the best alternatives and theassignment of project designation to selected alternatives.e) Develop the capital expenditures budget:f) Strategic plan- Re plan and extend the long- term plan by dropping the past yearand adding one year into the future.
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g) Tactical plan- Develop a detail annual Capital expenditures budget, byresponsibility center and by time that is consistent with a comprehensive profitplan.h) Establish control of capital expenditures during the budget year by usingperiodic and special performance reports by responsibilities centers.i) Conduct post completion audits and follow-up evaluations of the actual resultfrom capital expenditures in periods after completion.
2.15.3 Evaluation of Investment DecisionCapital expenditure decision means the selection of one alternative from thecompleting capital expenditures alternatives or projects by the management. Whiledoing such decision focus should be given mainly on tow over riding problems; firstinvestment decision selecting the best alternatives based on their economic worth tothe company, and second financing decisions- determining the amount and source offund needed to play for the selected alternative. These cash constraints maynecessarily limit the projects and proposals that can be initiated. There are numbersmethods available for making such decisions usually following methods are used forevaluating investment proposals.A. Non- Discounted Cash Flow MethodPay back period (PBP)The pay back period is the number of required to recover the initial investment.

Pay Back Period =
Average Rate of Return (ARR)This accounting measure represents the ratio of the average annual profit after taxes tothe investment in project;

Average Rate of Return =



67

B. Discounted Cash Flow Method1. Net present value (NPV)Net present value is the present value of future returns discounted at the firm’s cost ofcapital, minus the cost investment.NPV = At(1 + K)t – CWhere,K = Cost of CapitalT = No. of yearsC = Initial Cash outlaysA = Expected Cash inflows
2. Profitability Index (PI)PI is the benefit cost ratio of a project, which is determined by dividing the presentvalue of future net cash inflows by the initial cash outflows by the initial cash outlays.PI =Where,K = Cost of CapitalT = No. of yearsA = Expected Cash inflowA0 = Initial Investment at time Zero3. Internal Rate of Return (IRR)Recall that the internal rate of return for an investment proposals the discount ratethat equals the present value of the expected cash outflows with the present value ofthe expected inflows:-
PI = + + …………………+
Where,R = Internal rate of return
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A0 = Initial Investment at time ZeroA1, A2, A n = Cash inflow at future
Decision CriteriaMethods Criteria ResultsARR Higher the ARR AcceptedPBP Lower the PBP AcceptedIRR Higher the IRR or (IRR>K) AcceptedPI PI> 1 Accepted

2.17.Analysis of Budget VariancesVariance in general is the difference between two contemplated assumptions. It showsthe gap or deviation between budgeted or planned goals and actual results.Performance report just indicates these variances and the meaningful analysis of themis possible through the techniques of variance analysis. As such, variance as to whetherit is favorable or unfavorable.The variance indicated through performance reports has some managerial meaning. Ifthe variance is significant, a painstaking managerial attention is required to locate theunderlying causes. Management can apply a number of approaches or techniques toanalyze variance and to find out underlying causes. Some of the primary approachesare as follows:-1. Conference with managers of responsibility centers, supervisors and otheremployees involved in the particular responsibility centers.2. Analysis of the work situation including the flow of work, coordination ofactivities, effectiveness of supervision and other prevailing circumstances.3. Direct observation.4. Direct investigation by line managers.5. Internal audits.6. Special studies.7. Investigation by staff groups.
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8. Variance analysis.Variance analysis is involved a mathematical analysis of two sets of data in order togain insight into the underlying causes of a variance. One amount is treated as the base,standard or reference point. Variance analysis has wide application in financialreporting. It is frequently applied in the following situations:-1. Investigation of variance between actual results of the current periodand the actual results of a prior period.2. Investigation of variance between actual results and standard costs.3. Investigation of variance between actual results and planned or budgetgoals reflected in the profit plans.We can analyze the variance in the following areas:a. sales varianceb. material variancec. direct labor varianced. manufacturing overhead varianceGenerally, the following steps involved in analyzing variance which are as:-a. Setting standardb. Measurement of performancec. Analyzing variancesd. Taking correcting actionThere two kinds of variance i.e. favorable and unfavorable variance. We should analyzethe variances on each of the functional budget variance and so on. Management of anyenterprise should set a control limit of variances and those variances beyond the limitsshould be investigated property. Variance analysis is an important tool which increasesthe usefulness of periodic performance reports. It helps management to take correctiveaction.
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2.20 Role of Ratio Analysis in Profit PlanningA ratio analysis is the process of determining interpreting numerical relationshipbased on financial statement. Ratio analysis is the powerful tool of company’s strengthand weakness analysis. Ratio analysis of business enterprise centers on effects to drivequantitative measures or guides concerning the expected capacity of the firm to meetits future financial obligations or expectations. Present and past data are used for thepurpose in whatever extrapolations necessaries they are made to provide an indicationof future performance.“A comparison of ratios of the some firm overtime is important in evaluating changesin trends in the firm’s financial condition profitability.”(Van Horne; 1990:670)The relationship between two accounting figures is known as simply ratio. It isexpressed in mathematical terms. The relationship can be expressed as percent or as aquotient. A ratio is not more difficult to calculate and understand.
2.20.1 Types of RatioSeveral ratios can be calculated from the accounting data contained in the financialstatement. In general following ratios are on practices:-1. Liquidity ratios2. Leverage ratios3. Profitability ratios4. Activity ratios
2.20.2 Relation with Profit PlanningThe ratio analysis can be of invaluable aid to management in the discharge of its basicfunction of forecasting, planning, coordination, communications and control. By ananalytical study of the past performance of the business, it helps in predicating andprojecting the future. In assists in communication by conveying information, .which ispertinent and purposeful to those for whom it is meant. In promotes coordination by astudy of the effective control of business operation by undertaking and appraised forboth the physical and monetary targets. Hence, ratio analysis becomes an integral part
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of target. Hence, ratio analysis becomes an integral part of profit planning system.(Grace; 1964:496)
2.21 CVP Analysis
2.21.1 Concept of CVP AnalysisCost- Volume-Profit analysis is the process of examining the relationships amongrevenues, costs and profit for a relevant range of activity and for a particular timeframe. It is one of the most important powerful tools that managers have at theircommand in short-term planning. It is an analytical tool for studying the relationshipbetween volume, cost, price and profit. CVP analysis can be used for the analysis ofbreak- even volume- break even analysis contribution margin analysis- for profitplanning. This assumption of constant underlying conditions and the short-runrelationship have been criticized by the many authors of financial management andaccounting. Cost- volume and profit analysis is a power full tool in the hands ofmanager for profit planning. The contribution margin analysis provides the bestpossible answer to the management’s many questions. Most management requires acareful analysis of cost behavior in relationship to output volume and which is possibleonly through CVP analysis. Besides, CVP analysis deals with how profit and cost changewith change in volume.CVP summarize the effect of changes in an organization’s volume of activity on itscosts, revenue and profit. The managers of profit seeking organization usually studythe relationship of revenue (sales), expenses (costs) and net income (net profit). Thisstudy is commonly called cost-volume-profit analysis.
2.21.2 Role and Need of CVP Analysis in Profit PlanningMostly, planning depends on past and present happening. So, Profit Planning alsodepends on the past performance and existing present situation usually, profit do nothappen, profit are managed and planned. Profit planning for future is possible if theselling price, unit variable cost, fixed cost and sales volume of the required period canbe estimated. For such estimation, CVP analysis is greatly helpful in managementdecision- making especially in costs control and Profit Planning. So, CVP analysis
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provides a lot of information and alternatives to have the strategies and utilization ofresources. Because CVP analysis answer the following and it is very important in ProfitPlanning.1. What is the required sales volume to cover the additional fixed charges from theproposed new project?2. What profit will result if X % increase ‘n’ the sales volume?3. What will be the effect in income be the firm achieves a reduction in variablecost (say material and labor)?4. What are the additional sales volumes required to make good on X % reductionin selling prices so as to maintain the current profit level?5. What will be the operating profit or loss at X sales volume?6. What will be the effect on operating of the firm if sales mixed are changed?7. What sales volume is necessary to produce an X amount of operating profit?8. What will the effect on profit be if the company’s fixed cost and increased ordecreased?9. What sales volume will be needed to achieve the budgeted profit?10. What will be the effect on income if there is an increase in FC by an X amountdue to new plant but will decrease the labor costs by ‘Y’ volume per unit?
2.22 Planning and Controlling Cash Flows
2.22.1 The focus of Cash PlanningA cash budget shows the planned cash in flows, outflows, and ending position byinterim periods for a specific time span. Most companies should develop both long-term plan about their cash how the short-term cash budget is included in the annualprofit plan. A cash budget basically includes two parts: (1) the planned cash receipts(inflows) (2) the planned cash disbursements (outflows). Planning cash inflows andoutflows gives the planned beginning and ending cash position for the budget period.Planning the cash inflows and outflows will indicate (1) the need for financingprobable cash deficits or (2) the need for investment planning to put excess cash toprofitable use.
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2.22.2 Primary Purpose of Cash BudgetWelsch, Hilton and Gordon have mentioned for the primary purposes of the cashbudget as follows:Establish the need of financing and/or the availability of idle cash for investment.Establish a sound basic for continuous monitoring of the cash position.Given the probable cash position at the end of each period as a result of plannedoperations.Coordinate cash with (a) total working capital, (b) sales revenue, (c) expense (d)investments and (e) liabilities.Identify cash expenses or shortages by time periods.
Chart – IIAnticipated Cash position FormatFor the Year…..Ending

Cash Receipt and Disbursements.

Items Jan Feb MarCash ReceiptsAccounting receivablesLoansInvestments interestNew capital issuesNotes receivablesRoyalties and commissionsDisposal of assetsCashOther sourcesTotal Receipts
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2.20 Performance EvaluationPerformance reporting for internal management use in an important part of acomprehensive profit planning and control system. The performance reporting phaseof a comprehensive PPC program significantly influences the extent to which theorganization’s planned goals and objectives are attained.To indicate the extensive reporting requirements a business needs and to focus onperformance reporting, the following overview of financial reports is presented andbriefly explained. (Welsch, Hilton, Paul and Gordon; 2001:542)

Cash disbursementsAccount payableWastageCash purchaseSalaries and commissionAdvertisingRoyaltiesRent. Rates and TaxesDividends and interestLoan RedemptionNew AssetsOther expensesTotal DisbursementsSurplus/DeficitAdd: Cash balance at beginningTotal DisbursementDesired closing balanceAdditional Finance Required to maintain cash balanceSurplus Funds available for investment
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1. Report to owners- this is the traditional annual report to the owners and otherspecial reports prepared to the owners. These reports, by and large, are basedon “generally accepted accounting principles” and generally report data thathave been subject to an audit by an independent CPA.2. Special external reports- these are reports to government agencies, regulatorycommissions, creditors, investigative agencies and other group external to theactive management. Frequently, these reports are extensive and constitute asignificant management attention.3. Internal reports- these confidential reports are prepared with in the companyfor internal use only. They do not have to meet the needs of external groups, northe taste of “generally accepted accounting principles” but rather the taste ofinternal management needs. Internal report is sub divided into the different subclassifications.Statistical reportsSpecial reportsPerformance reportsAll companies, regardless of their size, have reporting requirements for all thecategories listed above. As the size of complexity of the company increases, is thegreater need for regimentation of the reporting as suggested above?
Essential features of performance report/ (performance report should be):-1. Repetitive and related to short time periods.2. Accurate and designed to pinpoint significant distinctions.3. Tailored to organizational structure and locus of controllability.4. Constructive in tone.5. Designed to implement the management – by exception principle.6. Simple, understandable, and report only essential information7. Prepared and presented promptly.8. Adapted to the requirements of the primary users.
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The extent to which the various managers utilize the performance reports dependsupon main factors some behaviors and come technical one important is the extent towhich the performance reports serve the evaluation and decision-making needs of theuser. Communication is a stable problem, and it is enhanced by performance reports, ifthe different needs and experience of the users are taken into account. A foremanresponse is different from a vie president.
Top- management personal need reports that give a complete and readilycomprehensible summary of the overall aspects of operations and an identification ofmajor events. The summaries must be supported in sufficient detail to facilitate tracingsignificant deviations to their source.
Middle-management is usually defined as those members of management in changeof the major subdivisions of the business, such as sales, production, and finance. Middlemanagement is responsible for carrying out the responsibilities assigned to thesubdivisions within the broad policies and objectives established by top management.Middle management is close to and more concerned with operations then topmanagement, although is also has important planning functions. Performance reportsfor middle management, although including summary data, are also characterized bydetailed data on day-to-day operations.
Lower-level management is principally concerned with coordination and control ofday-to-day operation. Therefore, control reports should principally be concerned withproduction and cost control. Reports to supervisions should be detailed, simple,understandable, and limited to items that are directly related to the supervisor’soperational responsibilities. (Welsch, Hilton, Paul and Gordon; 2001:548)
2.21 Completion and Application of the Profit PlanThe planning process coordinates a long-rang profit and a short-rang profit plan. Thedevelopment of an annual profit plan ends with the planned income statement of cashflows. These three statements summarize and integrate the detailed plans developedby management for the planning period. They also report the primary impacts of thedetailed plans on the financial characteristics of the company.
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2.21.1   Essential sub-budgets1. Planned statement of cost of goods sold.2. planned balance sheet3. planned income statements4. Planned statement of cost of goods manufactured5. Planned income statement of cash flows.In profit planning, the budget director has an important responsibility. Aside formdesigning and improving the overall system, the budget director has been described asan advisor to the various managers to help develop plans for each responsibilitycenter, which are sub budgets, which are given above.
2.22. Literature of review
2.22.1 Review of Previous Research Work.The research work on comprehensive budgeting process and its impact on profitabilitymainly focused on the impact of budgeting on profitability. As profit planning andcontrol covers major area of planning process in every business organizations. Theprevious researchers made in the area of profit planning and control have made intoconsiderations for the sake of reviewing how profit planning and control werepracticed in Nepalese corporation. There are many research works made on profitplanning and control in Nepalese context. But those previous research had notemphasis the effect of budgeting in overall profitability. Those previous research havebeen made on manufacturing and non- manufacturing concern and except of few ofthem are not in depth. An attempt is made here to review some of the researchers,which have been made on profit planning and control in the context of Nepal.
Rawali (1995) had made a research on profit plan and control in public utilityenterprises in Nepal. A case study of Gorkhapatra Corporation submitted to faculty ofmanagement, control department of TU for the partical fulfillment of MBA. In thisstudy, he has point out same features and problems of profit planning in GorkhapatraCorporation. The major objectives of the present study are as follows:-a. To analysis the various functional budget adopted in this enterprise.
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b. To examine the practice and effectiveness of profit planning in GorkhapatraCorporation.c. To analyze the variance between target and actual performance of theGorkhapatra Corporationd. To analyze the present planning process adopted is this enterprises
Findingsa. Gorkhapatra Corporation prepares tactical short-term strategic profit plans butit does not prepare the long-term strategic profit plansb. The plans prepared form top level only Gorkhapatra Corporation does not fixedgrowth objectives capacity utilization, return on net capital employed are nottargeted to achieve some specified levelc. Fixed and variable cost are roughly classified and this classification is notscientific and appropriate the objective of the corporation is not clear, withregard to profit making
Recommendationa. Gorkhapatra Corporation should try to overcome its weakness by using thestrengths.b. Gorkhapatra Corporation should develop the long terms strategic plans forevery aspects of it’s operationc. Gorkhapatra Corporation should have in depth analysis of the corporation’sstrengths and weaknessd. Corporation should have developed planning experts to develop planningactivities of corporatione. Corporation should analyze its controllable and non-controllable variables.External variables exert major influence on the corporation, it should modifyown self according to external variables, similarly internal variables are alsoclearly identified and analyzedf. Gorkhapatra Corporation should revise the pricing policy. The cost ofproduction should be considered while pricing of the publication. It shouldattempt to control its production cost.
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Bhata (1998) has submitted a dissertation on the topic "Profit Planning in Royal DrugsLimited" this research of Bhatta was mainly concerned with the current practice ofprofit planning and examines that to what extent the RDL is apply profit planningsystem Primary as well as secondary data have been used in the research reporters.The main objectives of Bhatta's research work were :a. To analyze the various functional budgets that are prepared in public enterpriseof Royal Drugs Limited.b. To sketch the trend of profit or loss.c. To evaluate the variance between budgeted and actual of the enterprise.d. To examine practice and effectiveness of profit planning.Major finding of Bhatta's research are:
- Objective of RDL are not clear, whatever it aims to minimize profits or tomaximize social service is not clearly distinguished.
- There is a lack of entrepreneur ship and business in the operation of theenterprise.
- Authority and responsibilities are not clear among the department managementand working managers.
- There is a more conflict and lack of co-ordination between departments.
- Responsibility counters to control of cost are not clearly defined.
- Internal and external variables providing opportunities threats and strengthsand weaknesses are not identified.

Basnet (2001), has made a research on “profit planning and control system ofNepalese corporation.” A case study of salt trading corporation. The major objectives ofhis study are as follows:a. To measure the performance standard of corporations based on financialstandard.b. To review the different sales plant and its achievements.



80

c. To analyze the cost and profit trends of the corporation and providerecommendation based on analysis.
Findingsa) There is no proper planning of raw materials or there is no clear cut andeffective policy regarding inventory and purchase of raw material.b) STCL is not classified of their cost structure. There variability and cashflow planning is not made.c) It has no any effectiveness program to achieve desired goals andobjectives to overcome the existing problems and challenges.d) Sales trend of STCL shows the positive direction for future which canincrease the profitability for future.
Recommendationa. STCL should formulate clear cut goal, objectives, policies, long-term plan,strategic program etc.b. While fixed price and quantity of sales are given at time, cost volume profitanalysis should be considered.c. Periodic performance report in system should be followed to take correctiveaction and to improve the performance variance regarding sales, production,material, labor, profit and cost should be diagnosed and identified ascontrollable and non controllable.d. To improve profit planning system in STCL, for this staff should be properlytrained. Marketing specialist should be appointed to increase present salesvolume and find new profitable potential uses.e. Profit planning manuals should also be communicated to lower level ofmanagement.f. Participate management should be introduced in formulating of plans andpolicies of the organization.g. Effective budget education should be provided to improve profit planningsystem in STCL.
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Dahal (2003), has a made research on “planning process and its impact onprofitability” a case study of Gorkhapatra Corporation submitted to faculty ofmanagement for the partial fulfillment of MBS. Dahal has pointed out followingobjectives:a. To examine the present practice and effectiveness of profit planning inGorkhapatra corporation.b. To analyze the marketing plan.c. To analyze the preparation of various functional budget of Gorkhapatracorporation.
Findingsa. There is perfect correlated between the planed sales and actual sales, betweensales and production and plant production and actual production should by thedifferent statistical tools.b. The corporation is unable to sale the magazines service to its customersaccording to the production or total energy available.c. Strength and weakness are not analyzed in depth by Gorkhapatra Corporationbecause of its low condition.d. While setting the target sales for next year, corporation has not consideredother factor such as growth of consumer and other related factors.
Recommendationa. Gorkhapatra Corporation should have a efficient management system to havecontrol over the cost.b. Gorkhapatra Corporation should prepare plans and programs for educationsector which is capable of massive buyers of magazine.c. G.C. has should try to increase the sales volume and should reduce the poorpurchase.d. G.C should encourage lower level of management participation whileformulating plans, policies of organization and there should be propercommunication to all level of management on tactical and strategic plan ofcorporation.
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Regmi (2004), has made research on “planning process and its impact on profitabilitya case study of Harisiddi Brick and Tiles factory”, submitted to faculty of managementShanker Dev. campus for the partial fulfillment of MBS on 2004, August. In this studyRegmi has pointed out following major finding and recommendation which are asfollows:
Findingsa. HBTF doesn’t have a systematic special plan for the formulation and animplementation of comprehensive profit planning.b. HBTF has not practiced of participatory management system, the decisionmaking power in HBTF is concerned only with the top level management.c. HBTF is unable to define clearly the duty and responsibilities of the employeesalthough it is managed by private section.d. The factory cannot meet the breakeven sales; it is running in heavy loss.
Recommendationa. HBTF should clearly define its broad objective because objectives are the basicguidelines and these create and maintain optimum enterprises environmentthat maximize the interest and motivation of all employees.b. It must lasting and renting of idle land, plants and machinery for extra earningand alternatively uses them in idle time.c. Considering the condition of the company, it is advised that HBTF should havein depth analysis of the factory’s strength and weakness. It should try toovercoming its weakness by using the strengths.d. Finally systematic approach should be mad towards comprehensive profitplanning this can be considerable contribution to increase the profitability andefficiency of the factory. To adopt this approach planning experts should be hireor existing planners should be well trained.
2.23 Research GapAll the studies mentioned above about profit planning and controls are basicallyrelated with the profit planning system of Nepalese business enterprises. These studies



83

have pointed out the similarities findings. The conclusion of those researchers is thatthere is no proper planning and control system in Nepalese proposes enterprises.Therefore this study is designed to highlight the comprehensive budget process and itsimpact on profitability. Previous study has not been yet made emphasizing the effect ofbudgeting on the profitability. This research work covers time period of five years forthe propose of trend analysis.
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CHAPTER- THREE

RESEARCH METHODOLOGY

3.1 IntroductionResearch methodology is a systematic, scientific and planned way of collection analysisand interpretation of data and facts to solve the research problems and accomplish thebasis objectives of the study.“Research is an undertaken not only to solve a problem exiting in the work setting, butalso to add or contribute to the general body of knowledge in a particular area ofinterest to the researcher. Research is the huge knowledge, which can be for differentpurposes. It is used to build a theory, develop policies, support decision making andsolve problems with the opening of new frontiers of knowledge through research, newconcepts and theories are developed to explain, verify and analyze the socialphenomena.”It is defined as the objective and systematic method of finding solution to a problemcovering systematic collection, recording, analysis, interpretation and reporting ofinformation about carious facets of a phenomenon under study. In other words,research refers to the systematic method consisting of enunciating the problem,collecting facts or data, analyzing the facts critically and reaching conclusions based onthem.The main objectives of this research are to analyze, interpret effectiveness ofGorkhapatra Corporation with help of various financial statements, statistical tools andnon-financial subject matters. Other subs objective is also formulated and the restrainmethodology is followed to achieve the objectives goals of this research work.Research methodology refers to the various sequential steps to be adopted by aresearcher in studying a problem with certain object/objects in view. It would beappropriate to mention that research projects are not susceptible to any one complete
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and inflexible sequence of steps and the type of problems to be studied will determinethe particular steps to be taken and their order too.
However, the following steps provide a useful procedural guide line so far as researchmethodology is concerned.
3.2 Procedure of Research Methodology1. Tentative selection of the problem2. Initial survey of literature3. Defining or selecting the research problem4. Extensive literature survey5. Sample design6. Preparation of report7. Specification of the information required formulating the hypothesis8. Execution of project9. Design of the research project10. Analysis of data11. Collation of data/construction of questionnaires12. Arriving at generalization13. Testing the hypothesis14. Previous thesis and15. Related books and reports
3.3 Research DesignResearch design is a plan, structure and strategy of investigation conceived so as toobtain answers to research question and to control variance. Those information anddata are presented in an analytical method besides these quantitative datapresentation the research. This study is closely related with the various functionalbudgets and other accounting statements as well as the actual result of budgets.
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3.4 Period CoveredThe time period of five year is covered from 2060 to 2065. Analysis is basically madeon the basis of this five years data, which is provided by GC.
3.5 Nature and Source of DataThis study primary and secondary data have been used. Primary data has been takenfrom interview and questionnaires taking with various officers of GC, staff, andemployees. Secondary data has been taken from published and unpublisheddocuments such as: - magazine, publication of corporation, council of ministry offinance, national planning, many books booklets, libraries and website.
3.6 Research QuestionThe different functions budgets were being applied as tools for profit planning andcontrol in what they impact on profitably. The following research questions weredesigned:-1. What process is followed for profit planning by GC?2. What are the overall managerial problems and what suggestion can berecommended for their proper solution?3. What steps should be taken to improve the profit planning and controlsystem in GC?4. What are the major problems faced by the corporation in developing andimplementing in profit plan?
3.7 Research VariablesThe main research variables of this study are as sales, production, profit and loss, cashflows, manpower expenses, capacity utilization, total assets inventory expenses, capitalexpenses, cash budget, balance sheet are the research variable of the profit study.
3.8 Tools UsedTo analyze the selected date, some financial and statistical tools are used. Collecteddates are managed, analyzed and presented in proper tables and formats. These tablesand formats are interpreted and explained wherever necessary.
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The financial and statistical tools used cover CVP analysis, BEP analysis, Ratio analysis,Percentage ratio analysis, S.D. Mean, Coefficient of variation; Graphs, Diagrams andflexible budgets have been used as per need.



88

CHAPTER – FOUR

DATA PRESENTATION AND ANALYSIS

IntroductionA profit planning and control program administered in an enlightened way permitsgreater freedom at all management levels, which is the formal expression of theenterprise’s plans, goals and objectives stated in financial term for specific futureperiod of time and a systematic approach for attaining effective managementperformance. It is a systematic approach for attaining effective managementperformance. Planning is the systematic method for the effective and efficientmanagement of change. It includes determining where the company is to goals well ashow to reach in the destination.Profit planning is called the pre – plan of revenue and expenditure. It estimates howmuch income will be generated and how it should be spent in order to meet investmentand profit requirement. Profit is the major element of each and every businessendeavor for survival, further development and fulfilling social expectation. However,the concept of profit is changing from time to time.
Most of the public enterprises have been established under Corporation Act in Nepal.Public enterprises were established as a strong means of development in order toprepare infrastructure services, to produce to required goods in the country, to help incontrolling the price situation to contribute significantly in the country’s economicadvancement. Still public enterprises in Nepal do not follow profit planning andprogram in the management activities.The main purpose of this chapter is to examine the budgeting procedure in the contextof profit planning in GC. To accomplish these objectives, this chapter analyzes thevarious functional budgets, their actual accomplishment and related variances of theCorporation. Data are analyzed by using statistical tools such as mean, S. D., C.V.,
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Correlation of Co efficient, Regression method and budgeting tools inclusive of asdifferent types of budget, ratio analysis and CVP analysis etc.
GC does not prepare long – range profit plan. So, this study is focused mainly on short –term profit plan. However, the sales, production and other related figure of theprevious year are also presented and analysis to know the overall economic andfinancial trend and to estimate the possible future trend of GC. For this purpose, thisstudy covers the period five years from FY 2060/061 to 2064/65.
4.5 Sales PlanThe sales plan is the foundation of business. The primary source of cash is sales for thecapital additions, the manpower requirement, the amount of expenses to be planned,the production level and other important operational aspects depend on the volume ofsales. Therefore, the sales budget or plan must be realistic.The preparation of sales budget is the starting point for the development of profit planthe sales budget is prepared on the basis of sales forecast. The sales plan includes thepromotion and advertising plan, the selling expenses plan, and the marketing plan. Themarketing plan frequently referred to as the sales budget, quantities sales in unit andrupees for each major subdivision of sales.
4.5.1 Sales Trends and Plan of GCFollowing table shows the picture of sales trends (targets and achievement) from FY2060/061 to 2064/65
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Table No.4.1
Gorkhapatra Corporation

Sales Targets and Achievement In Rs.
FY Sales Targets Actual Sales Capacity Utilization

%2060/061 16,59,87,000 13,83,22,376.40 83.332061/062 16,88,04,000 14,86,43,817.87 88.062062/063 16,84,96,000 14,40,13,527.20 85.472063/064 15,24,50,000 13,97,59,816.12 91.672064/065 16,44,54,000 14,30,03,267.47 86.96
Total 82,019,1000 71,37,42,804.90 87.02Mean in ‘000’ 1,64,038.20 1,42,748.56 72.58

The above table shows that the sales targets and achievements. The above tableshowed that achievements were always below targets. The actual sales achievementswere 72.58% in an average. Of 91.67 % was made in the FY 2063/2064, theachievement was 88.06 % and 86.96 % in the FY 2061/062 and 2064/065respectively. It was 85.47 % and 83.33 % in the FY 2062/063 and 2060/061.Thisunbalance in sales is because of effectiveness of Corporation’s sales planning.The analysis shows that each year's sales are below of previous years because, it facedpolitical effect changing environment, perfect competitive with reputed othermagazine like Kantipur, other international media. The analysis of the budgeted andactual sales figure of each year, it makes clear that targets were not based on theprevious year’s sales performance. While preparing sales budget for coming year,previous year’s sales performance should also be considered. But in G C sales werebudgeted without considering the previous year’s sales performance and therefore thegap between the budgeted and actual is found very vague.In order to find out the nature of variability of budgeted and actual sales of differentyears, it is necessary to calculate the arithmetic mean, standard deviation and co –
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efficient of variation of budgeted and actual sales figure of G C for the five F Y2060/061 to 2064/65 The detail calculation is presented in table no. 5.1.
Table No. 4.2

Use of Statistical Tools

Particulars Budgeted

Sales (X)

% change Sales Achievement (Y)

Mean Rs. ‘000’ 1,64,038.20 87.02 1,42,748.56Standard deviation (σ) Rs 6014015.643 36,03,963.776Coefficient Variation(CV) 3.67 % 2.52 %
This analysis shows that actual sales deviated from year to year than budgeted sales.But budgeted sales are set at not high expectation, because actual sales are 87.02 % inaverage of target sales figure. But 87.02 % is also poor performance; it is little goodperformance than other enterprises. The sales achievement and sales targets of G Cfrom the FY 2060/061 to 2064/65can be presented in graph and bar diagrams, whichis as below.

Chart No. – I

Gorkhapatra Corporation Sales Targets and Achievement
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Graph No. –I

Gorkhapatra Corporation Sales Targets and Achievement

The above graphical presented shows the gap between budgeted and actual sales. Thegap of budgeted sales and actual sales is not so big. If this trend continues for thefuture, the actual sales will  further increase in the coming year. But only the gap in theFY 2060/061 was big.
To find out the correlation between budgeted figures and actual figures, Karl Pearson’sco-efficient is used the symbol of ‘r’, denotes budgeted figure (X) are assumed to beindependent variable and achievement figure (Y) are assumed to be dependentvariable. It is assumed that achievement will increase as targets increase or vice –versa. The value of ‘r’ showed that there is high positive correlation between budgetedand achievement sales. The significant of the value ‘r’ is 0.506.The probable error of ‘r’ is 0.2244. Since, ‘r’ is more than P.E. (i.e. > P.E.). So, it issignificant and be taken as an evidence of correlation. Hence, analysis of ‘Karl Person’sCorrelation shows that budgeted sales and actual sales have closer relationship and itis significant because the value of r is more than the value of P.E.A regression line also can be fitted to show the degree of relationship betweenbudgeted sales and actual sales and to forecast the achievement with given targets. For
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this purpose, actual sales achievements have been assumed to be dependent uponbudgeted sales.So, the regression line of achievement ‘Y’ on budgeted ‘X’ (or Y on X) is as follows:
)( XX

x

y
rYY 




According to the figure from Appendix No. 1Or; Y – 142748400 = 0.506 × 3602400/601400 × (X -164038200)Y – 142748400 = 0.303095177 × (X – 164038200)Y – 142748400 = 0.303095177 × X – 49719187.26Y = 0.303095177 X – 49719187.26 + 142748400Y = 0.303095177 X +93029212.74
By this regression equation, it is clear that there is positive relationship betweenplanned sales and actual sales.Another statistical tool least square method can also be used to analyze the trend ofactual sales and to estimate the future sales for a given time. Straight squares will showthe relationship between years or time and actual sales. To fit the straight line trend,the sales figure is considered dependent factor and time is considered as independentfactors.
Where ‘X’ is the time when fit the straight – line trend and  the possible actual sales canbe estimated for a given year by calculating the values required to fit the straight – linetrend.
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Table No: 4.3
Fitting Straight – Line Trend by Least Square(Rs in ‘00000”)

Fiscal Year Actual Sales (Y) X X 2 XY2060/061 1383.22 - 2 4 - 2766.442061 /062 1486.44 - 1 1 - 1486.442062 /063 1440.13 0 0 02063 /064 1397.60 1 1 1397.602064 /065 1430.03 2 4 2860.06
Total ∑Y=7137.42 ∑X=0 ∑ X2 =10 ∑XY=4.78

Since, the FY 2062 /063 is assumed as base year, therefore zero value is assigned tothat the F/Y and negative for the year before the F/Y  2062 /063 and positive for theyear after 2062 /063. Fitting the straight line trend,YC = a + bxWhere,
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Substituting the value in straight- line equations.YC = 1427.484 +0.478 XThis trend line showed the favorable sales figure for the future. Rs. 47,800 will increasethe sales revenue every year if the trend of past years continued in the future.By using this trend equation, we can estimate the actual sales for fiscal year 2064 / 065is Y2064 /065 = 1427.484 + 0.478 × 3= 1427.484 + 1.434= Rs.1428.918 (‘00000’)
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The following conclusion can be drawn out of the above analysis:a) Sales forecasting is not accurate. So, target sales are higher than actualachievement.b) The mean of target sales is very high than actual achievement of sales.c) The S.D. of target sales is very high than actual sales.d) There is high positive correlation between target and actual sales.e) The regression equation shows that there is high positive relationshipbetween budgeted and actual sales.f) Straight – line showed the positive trend for future.
4.6 Production Budget of GCPreparing of production budget is the second step in developing profit plan. Aproduction plan is prepared in relation to sales budget. A production plan incorporatesthe estimates of total volume of production with the scheduling of operation by days,weeks, months and years. It specifies the number of units of each product that must beproduced as per the sales forecast.Gorkhapatra Corporation does not prepare a long – term production plan for thefuture. So, the following equation is applicable in the context of G.C.
Production Plan   = Sales PlanG C has a number of publications, which are grouped under daily and monthly. G C’spublication is sold at different prices. The past trends of production of G C are asfollows:
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Table No:-4.4
Production Target and Achievement of G CIn Rupees

FY

Daily Monthly

Target Actual % Target Actual %2060/061 2,40,95,000 2,30,55,400 95.68 1,50,000 1,42,500 95.002061/062 2,50,56,550 2,40,56,550 96 1,65,000 1,44,503 87.572062/2063 2,50,60,000 2,35,85,400 94.11 1,70,000 1,40,243 82.492063/2064 2,65,50,000 2,60,98,365 98.29 1,55,000 1,33,565 86.172064/065 2,70,40,000 2,62,85,500 97.20 1,48,000 1,28,715 86.96
Source: Gorkhapatra CorporationDuring the analysis period, it can be observed that the highest achievement of Dailypaper (i.e.Gorkhapatra and The Rising Nepal) was 98.29 % in the F Y 2063 /064 whereas the lowest achievement was 94.11 % in the F Y 2062 /063. This shows an immediateimprovement in Actual Sales of GC.
The production plan can also be analyzed with the help of Graph and bar diagrams asfollows:

Chart:-II
Target and Actual Production of G C from the F Y 2060 /061 to 2064 /065

Production Target & Achievement of G C. (Daily)
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Graph No. II (Daily)

Graph No. VIII (Monthly)

Graph No. – III (Monthly)
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To find out the nature of variability of target and actual production of different fiscalyears, arithmetic mean, standard deviation and co – efficient of variation are to becalculated. The detail calculation is presented as under.
Table No:-4.5

Use of Statistical Tools

Statistical Budgeted Production

( X)

Actual Production

( Y)Mean 25560200 24615600S.D. 1078953.20 1326521.77C.V. 4.22 % 5.39 %
The above table showed that the position off budgeted production and actualproduction. The S.D. and C.V. of actual production are not very higher than budgetedproduction. The value of correlation coefficient (i.e. r = 0.981) indicates that there ishigh positive relationship between target and actual production. Since the value ofCorrelation Co-efficient ‘r’ is greater than the probable error of ‘r’ (i.e. PE = 0.0119), itcan be said that there is perfect correlation between budgeted and actual production.(See appendix No. 2)
4.7 Planning Manufacturing Overhead of G CAfter the production plan has been completed, expenses budgets should be developedfor each responsibility center of the organization. Manufacturing overhead is that partof total production cost is not directly identifiable with specific products or jobs.Manufacturing overhead consists of indirect materials, indirect labour and all othermiscellaneous factory expenses; such as taxes, insurance, depreciation, supplies,utilities and repairs.G C did not prepared manufacturing expenses budget and did not follow of the practiceof allocating these cost to products. The corporation has record of the expensesincurred under the head of manufacturing expenses separately for every year. Thefollowing table shows the total actual manufacturing expenses incurred for five year.
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Table No: - 4.6
Manufacturing Expenses of G C

From FY 2060 /061 to 2064 /065
Fiscal Year Production Cost % change Amount ( in Rs)2060 /061 13,31,54,706.80 67 8,99,93,859.132061 /062 14,82,90,629.70 68 10,12,94,536.982062 /063 16,85,13,079.20 61 10,28,91,573.022063 /064 15,07,61,143.20 67 10,14,71,422.102064 /065 15,21,44,023.20 66 10,09,54,276.63

The above table showed the increasing trend of manufacturing expenses. Themanufacturing expenses of the fiscal year 2060 /061, 2061 /062, 2062 /063, 2063/064 and 2064 /065 were 67 %, 68 %, 61%, 67% and 66 % of production. Themanufacturing expenses of G C are very high because of poor expenses planning,excessive of break down inefficient machines, political situation, frustrated employees,lack of proper supervision and regulation, high repairs cost etc. The above table showsthat G C has high manufacturing expenses, which represents more than 70 % ofproductions. There is not a system of allocating indirect manufacturing cost accordingto product. The Corporation needs to after categories manufacturing overheads intocontrollable and uncontrollable on the basis of responsibility center.The details of expenses incurred under the head of manufacturing expenses arepresented in the following table for the two fiscal years.
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Table No:-4.7
Detail Manufacturing Expenses of G C

For F/Y 2060/2061 and 2061/062

Particulars
Amount (in Rs)

2060 /061 2061 /062Salary 2,68,38,266.54 2,69,22,762.67Dashian 20,53,130 20,14,176Bidako Satta Bhatta 41,90,413.94 40,70,954.53Additional Fund 24,38,278.47 24,30,536.66Upadan 24,88,746.02 43,38,814.64Donation - 60,000Medical treatment exp. 20,28,857.59 25,70,186Life insurance 36,60,210.70 31,78,909.52Overtime 10,85,978 5,72,250Other Allowance 5,38,728 5,37,811.50Clothes expenses 14,88,100 14,75,700Night allowance 3,68,285 3,19,681.50Transportation allowance 5,30,663 2,60,250Health expenses 5,25,341 6,74,831Clothes expenses 3,200 3,200Pad Purti Baithak Bhatta - -B.O.D. meeting Bhatta - -Sub committee meating 2,400 2,400D. & travel allowance allowance 1,57,778.44 2,19,348.72Telephone, Telex & Fax 5,59,760.02 7,00,507.09Postage tickets - -Electricity charge 10,79,931.06 9,80,124.33Water - -Insurance 63,975.45 -Bank commission - 125
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News charge 18,04,921.49 15,49,117.95Wages 6,175 25,650Telephone installation charge 2,000 2,000Other service charge 3,45,104.53 3,17,750Transportation expenses 2,740 43,019Hospitality 1,87,900 1,95,040Program expenses 13,000 2,39,396Bishesh Awashar expenses 1,29,416.32 51,427.64Bhaipari Aaune 13,640 20,384Storage rent - -News transportation - -Complex repairing 27,676.35 -Machine repairs 61,945 1,43,780Vehicle repairs - 26,400Others repairs 22,370 1,04,926Booklets 2,01,062 2,01,430Books 690 2,238Stationery 5,10,012.53 3,43,279.19Electricity goods 75,785 53,126T.P. Roll 99,459.33 67,300Other goods 10,29,752.60 6,92,017.09Petrol 1,55,647.58 2,05,466.32Kerosene 35,435 40,320Other Fuel 3,36,121.58 4,02,013.63Aa. ye. Cha. Sa. 9,600 51,300Article remuneration 44,85,545 48,06,705Audit fee - -Newsprint paper 2,83,16,922.85 3,01,46,769.78Booklets paper 23,49,519.46 11,06,077.45Job Box Paper 7,800 20,267
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Table No 4.8

Fitting Straight-Line Trend by Least SquareFiscal Year Actual MFG Expenses X X2 XY2060/061 899.94 -2 4 -1799.882061 /062 1012.95 -1 1 -1012.952062 /063 1028.92 0 0 02063 /064 1014.71 1 1 1014.712064 /065 1009.54 2 4 2019.08Total Y=4966.06 X=0 X2 = 10 XY=220.96

Staff training expenses - -Advertisement Promotion - -Marketing promotion 2,875 -Advertisement commission 15,367.50 42,436.04News paper sales commission - -Ink 20,77,398.04 16,23,007.82Graphic Art film 6,64,838.98 6,83,703.29Aluminum Plate 24,83,593.45 24,80,396.26Photo graphic machine 6,55,710.70 2,13,724.30Blanketed 1,05,715.02 59,608.50Chemical 5,24,341.37 5,58,805.49Print expenses 45,62,422.76 2,32,716.83Other print commodity 20,874.43 1,07,000.05Aapalikhan - -Image setter film 26,000 16,55,720.92Interest expenses - -Depreciation - -Loss on sales on assets - -Total 10,14,71,422.10 10,09,54,276.63
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Since, F/Y 2062/63 is assumed as base year, therefore the value of X is zero in this year& negative for the year before 2062/063 and positive for the year after 2062/063,fitting the straight line trend,YC = a + bxWhere,a= Y 4966.06
993.212

N 5
 

b =
2

XY 220.96
22.096

X 10
 



Substituting the value in Straight line equation.YC= 993.212+ 22.096XThis trend line is showed the unfavorable of manufacturing expenses figure for thefuture. Rs 22, 09, 600 will increase the manufacturing expenses of every year if thetrend of past years continued in the future.
4.8 Planning Administration, Selling and Distribution Expenses of

GCAdministration expenses include those expenses other than manufacturing anddistribution. They are incurred in the responsibility centers that provide supervision ofand service to all functions of the enterprises, rather than in the performance of anyone function. Because, large portions of administrative expenses are fixed rather thanvariable, the notion persists, that cannot be controlled.Selling and distribution expenses include all costs related to selling, distribution anddelivery of products to customers. In many enterprises of companies, this cost is asignificant percentage of total expenses, carefully planning of such expenses effects theprofit potential of the firm or enterprises.



104

Distribution expenses are not product costs and should not be allocated to specificproducts. A separate distribution on expenses plan should be developed for eachresponsible center in the distribution function.G C has not prepared the estimated administration selling and distribution expensesbudget. So, it is impossible to compare the actual expenses with budgeted amount. Butthe company clearly recorded the actual expenses incurred under the head ofadministrative, selling and distribution expenses. There is no adequate transparentpolicy regarding administration, selling and distribution expenses in G C. The followingtable shows the total actual administration, selling and distribution expenses of G C fordifferent five years.
Table No: - 4.9

Administrative, Selling and Distribution, Expenses of G C
For F Y 2060 /061 to 2064 /065

Fiscal Year % Change Amount (In Rs)2060 / 061 - 4,32,53,522.882061 /062 6.8 4,64,22,453.562062 /063 -10 4,20,83,986.952063 /064 9.2 4,63,93,226.042064 /065 -3.1 4,49,69,181.73
The above table clearly indicated that the corporation’s administrative, selling anddistribution expenses are fluctuated. The administrative selling & distribute expensesincreased highly in the F/Y 2063/064 by 9.2% from the previous year that wasdecreased by 10%.The detail of expenses incurred under the head of administrative, selling & distributionexpenses are in the following table for two years.
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Table No: - 4.10

Detail Administrative Selling & Distribution Expenses of G C

For F y 2063 /064 and 2064 /065

Particulars

Amount (in Rs)

2063 /064 2064 /065Salary 1,83,41,235.06 1,83,38,614.31Dashian 14,39,498 14,66,047Bidako Satta Bhatta 28,01,273.39 30,07,303.60Additional Fund 17,08,369.09 16,91,920.24Upadan 16,25,322.38 20,64,565.64Donation - 30,000Medical treatment exp. 14,97,734.48 19,40,955.10Life insurance 17,22,452.08 19,91,730.57Overtime 14,30,459.70 14,14,125.71Other Allowance 10,43,738.34 9,89,398.43Clothes expenses 12,32,700 1,21,53,000Night allowance 52,725 64,038.50Transportation allowance - -Health expenses 3,89,787.36 4,54,017.16Clothes expenses 10,367.20 21,025.10Pad Purti Baithak Bhatta 2,100 58,300B.O.D. meeting Bhatta 80,500 94,500Sub committee meeting 40,800 35,065D. & travel allowance allowance 4,90,146.14 2,66,890.32Telephone, Telex & Fax 5,60,789.38 6,43,632.23Postage tickets 34,796.40 38,461Electricity charge 6,49,025.49 6,26,482.65Water 6,63,426.09 7,04,683.44Insurance 2,79,817.23 24,732.86Bank commission 51,128.11 84,187.22
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News charge - -Wages 96,911 73,921Telephone installation charge 9,000 -Other service charge 8,04,425.52 8,10,780.41Transportation expenses 8,443 23,933Hospitality 3,16,784.92 4,02,948.01Program expenses 8,92,405.81 5,40,326.65Bishesh Awashar expenses 78,681 3,51,040BhaipariAaune 55,841 1,00,513.72Storage rent 10,58,546.39 5,02,258.50News transportation 39,58,044.97 22,29,387.12Complex repairing 64,091.70 59,571.39Machine repairs 4,330 6,955Vehicle repairs 3,70,158.93 3,65,067.42Others repairs 57,101 80,932.81Booklets 1,30,752.68 1,02,119.75Books 13,242 42,076Stationery 2,68,190.44 2,61,298.16Electricity goods 23,968 28,020.40T.P. Roll - -Other goods 3,71,544.50 3,75,274.99Petrol 9,05,827.04 7,45,910.51Kerosene 1,920 -Other Fuel 1,41,408.54 1,33,903.08Aa. ye. Cha. Sa. 50,900 58,200Article remuneration - -Audit fee remuneration 60,000 60,000Newsprint paper - -Booklets paper - -Job Box Paper - -
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Staff training expenses 1,500 28,500Advertisement Promotion 42,500.90 -Marketing promotion 3,600 -Advertisement commission 1,16,465 1,72,562.23News paper sales commission - 71,705.50Ink - -Graphic Art film - -Aluminum Plate - -Photo graphic machine - -Blanketed - -Chemical - -Print expenses 6,750 -Other print commodity - -Applicant 1,28,265.78 -publicity 2,03,435 76,000
Total 4,63,93,226.04 4,49,69,181.73

The above table shows that administrative, selling & distribution expenses cover the30.43 percent and 31.45 percent of sales amount of F Y 2060 /061 and 2061 /62respectively. It shows that expenses are increasing. If expenses can not be managedeffectively expenses will increase and profit will decrease in the future period.The G C’s planning manager should follow following aspects of planningadministrative, selling and distribution expenses.(I) Planning and Co – ordination(II) Control of administrative, selling and distribution expenses.
4.5 Planning Human ResourcesLabour is one major elements of production. Manpower is such power, without it noorganization can operate. Effective planning and systematic control of labour cost isessential to achieve the organizational goals. Human resources planning refer to staff
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enrichment, recruitment, performance appraisal, union negations and remunerationadministration.In the broad sense, labour cost includes all expenditures connected with employees,including top executives, middle level management, staff officers, editorial officers,supervisors and skilled as well as unskilled employees. The direct labour budgetincludes the estimation of direct labour requirements for the production of the typesand quantities of output planned in the production budget.G C has temporary and permanent staffs working in the Corporation. They are paidsalary on monthly basis. G C has large number of employees working under variousunits. Present statuses of employees are presented below.
Table No: - 4.11

Manpower Plan of G CDepartment / unit No. of StaffManagement & Board 8Administration Department 71Finance Department 55Editorial Sector 87Production Department 197Art and Photography Department 11Marketing Promotional and Distribution Department 131Business Department 32Press and engineer unit 42District Reporter 42
Total 636

The total number of employees working in the Corporation is 636. All these employeesare fixed salaried staff. The number of officer level employee and administrationemployee are high. So, most of the expenses are paid to them.  G C has not any effectiveprogram to increase the productivity of manpower. The Corporation has not been ableto introduce motivational measurement, and the system of punishment and reward. So,most of the employees are frustrated.
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4.6   Planning Human ResourcesLabour is one major elements of production. Manpower is such power, without it noorganization can operate. Effective planning and systematic control of labour cost isessential to achieve the organizational goals. Human resources planning refer to staffenrichment, recruitment, performance appraisal, union negations and remunerationadministration.In the broad sense, labour cost includes all expenditures connected with employees,including top executives, middle level management, staff officers, editorial officers,supervisors and skilled as well as unskilled employees. The direct labour budgetincludes the estimation of direct labour requirements for the production of the typesand quantities of output planned in the production budget.G C has temporary and permanent staffs working in the Corporation. They are paidsalary on monthly basis. G C has large number of employees working under variousunits. Present status of employees is presented below.
Table No: - 4.12

Manpower Plan of G C
Department / unit No. of StaffManagement & Board 8Administration Department 71Finance Department 55Editorial Sector 87Production Department 197Art and Photography Department 11Marketing Promotional and Distribution Department 131Business Department 32Press and engineer unit 42District Reporter 42
Total 636
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The total number of employees working in the Corporation is 636. All these employeesare fixed salaried staff. The number of officer level employee and administrationemployee are high. So, most of the expenses are paid to them.  G C has not any effectiveprogram to increase the productivity of manpower. The Corporation has not been ableto introduce motivational measurement, and the system of punishment and reward. So,most of the employees are frustrated.
4.7 Cash Flow in G CCash budget demonstrates cash flows. It shows the planned cash inflows and outflows,including beginning and ending cash balance of the corporation.Cash budget is extremely useful tool for cash planning, which embraces arranging newloans and borrowing, replacing the existing debts, cash outlays, capital expendituresand loan payment etc. Preparation of cash budget is the responsibility of thecorporation treasurer. Planning cash inflow and outflows helps to verify the beginningand ending cash position for the budget period. Cash shortage will disturb theoperations and excess cash remains idle, without contributing anything towards theenterprise profitability. The corporation should consider other functional budget in theprocess of preparing cash budget.The major sources and application of Cash flow for the F Y 2063/2064 and 2061 /062of  G C are as follows:-
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Table No: - 4.13
Detailed Cash Flow of G C

For F Y 2063 /064 and 2064 /065(Indirect method)
Particulars

Amount (in Rs)

2063 /064 2064 /065

A

B.

C

Cash flow from operating activitiesNet profit (loss) during the yearAdjustment:-DepreciationLoss on AssetsOperating loss before working CapitalChange( Increasing)/ Decrease in inventories( Increasing)/ Decrease in Sundry Debtors( Increasing)/ Decrease in loans & advance( Increasing)/ Decrease in liabilities
Net Cash from operating activities

Cash Flow from Investing activitiesSale of Fixed assetsPurchase of Fixed assets
Net Cash from investing activities

Cash flow from Financing activitiesBorrowing of Bank loanRe – payment of Bank loan
Net Cash from Financing activitiesIncrease /Decrease in Cash & CashequivalentOpening balance of Cash & Cash equivalent
Closing Balance of Cash & Cash

equivalent

(1,10,01,327.08)
52,85,921.615,04,154.64(52,11,250.83)(1,56,37,583.89)(36,96,542.44)(19,47,513.76)11,02,682.67
(2,53,90,208.25)

4,04,265.38(1,26,38,275.62)
(1,22,34,010.24)

3,63,73,599.92
-

3,63,73,599.92(12,50,618.57)3,62,70,682.98
3,50,20,064.41

(91,40,755.79)
6,21,892.93-(29,21,772.86)1,88,84,975.69(47,32,625.11)8,48,104.62(2,02,184.41)
1,18,76,497.93

49,376.31(9,24,827.57)
(8,75,448.26)

-(1,65,67,900)
(1,65,67,900.08)(55,66,850.41)3,50,20,064.41
2,94,53,214.00
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From the above table it is clear that net cash from operating activities is negative in F Y2060 /061 and positive in F Y 2061 /062 because of decreasing in inventories and loan& advance. Similarly, net cash from investing activities is negative in F Y 2060 /061 and2061 /062 from financing activities is positive in F Y 2062 /063 by Rs 36373599.92because of borrowing of Bank loan and negative in F Y 2061 /062 by Rs 16567900.08.The closing balance of cash is decrease in F Y 2061/062 with compared to F Y 2060/061.
4.8 Profit and Loss Account of G CBudgeted profit and loss A/C is prepared after preparing all functional budgets;budgeted P/L A/C indicates the possible future profit & loss for the accounting year. GC prepares the profit and loss A/C at the end of fiscal year to know the profit or losssituation of the corporation. G C is suffering from huge amount of loss every year.Actual profit and loss A/C of theof the corporation for the F Y 2061/062 and2063/2064 is presented in the following table:

Table No: - 4.14
Detailed Profit & Loss A/C of G C

For the Year ended 2063/064 and 2064/065(in Rs)
Particulars 2063/064 2064/065A. Income from sale of News PaperB. Cost of manufacturing expenses

C. Gross profit (loss)              A-BD. Administrative, Selling &DistributionE. Interest expensesF. DepreciationG. Operating Profit (loss) C-D-E-F-GH. Other incomeI. Profit on sale of assetsK. loss on sale of assets
L. P/L before Staff BonusM. Staff Bonus
N. Net Loss

13,97,59,816.12(10,14,71,422.10)
3,82,88,394.02(4,63,93,226.04)(63,35,217.79)(52,85,921.61)(1,97,25,971.42)92,28,798.94-(5,04,154.64)

(1,10,01,327.08)

-
(1,10,01,327.08)

14,30,03,267.47(10,09,54,276.63)
4,20,48,990.84(4,49,69,181.73)(53,64,092.97)(62,18,982.93)(1,45,03,266.79)52,94,872.8767,638.13-
(91,40,755.79)

-
(91,40,755.79)
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O. Balance of Profit / (Loss) B.F.
P. Profit / (Loss) Transferred to B S

6,04,31,679.50
4,94,30,352.42

4,94,30,352.42
4,02,89,596.63

The comparative profit and loss A/C of G C, which has been shown above, clearlyshowed that the Corporation is suffering from huge amount of loss and the trend ofloss is increasing.At the end of Ashad 2061, the net loss amount of this Corporation was Rs. 11001327.08but it was increased by Rs 1860571.29 and become total loss of Rs. 9140755.79 for theyear 2061 /062. The amount of profit transferred to balance sheet at the end of Ashad,2062 was Rs. 40289596.63The following table shows the five years profit and loss trend of G C since F Y 2060/061 to 2064 / 065.
Table No: - 4.15

Profit & loss of G C

Fiscal Year Amount (Rs)2060 /061 5167669.562061 /062 353188.172062/063 (2449955.97)2063 /064 (1100132.08)2064 /065 (9140755.79)
During the year analysis period i.e. F Y 2060 / 061 to 2061/ 062, the Corporationincurred the profit in 2060 /061 and 2061/ 062 then the Corporation suffering hugeamount of loss every year from 2062 / 063.
The huge loss of G C is the effects of poor planning and control of management. There isno proper care with competition of communication. There is great problem of excessburden of fixed expenses, huge administrative, political pressured, careless of
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management, no responsible for their duty, low productivity of manpower due to lackof proper training, unnecessary expenses to overall profitability of the Corporation.
4.9 Balance Sheet of G CBalance sheet is the statement of assets and liabilities of a firm. It shows the overallfinancial condition of the firm. G C prepares its balance sheet at the end of eachfinancial year but it does not prepare the projected balance sheet for coming fiscalyear. The balance sheet of G C is presented in the following table:

Table No: - 4.16
Balance Sheet of G C

As at 32 Asadh, 2064 and 2065
Particulates 2063 / 064 (in Rs) 2064 / 065(in

Rs)

Authorized Capital:300000 ordinary share @ Rs 100
Issued Capital:250000 ordinary share @ Rs 100

3,00,00,000
2,50,00,000

3,00,00,000
2,50,00,000

Paid – up Capital:115166 ordinary share @ Rs 100
Reserve and Surplus:Provision FundProfit and Loss A/C
Secured loans:Citizen Investment fundNepal Bangladesh BankNepal Bangladesh Bank Fixed depositBill CollateralNepal Investment BankTotal
Current liabilities and Provision

Total

1,15,16,600
26,98,825.624,94,30,352.42
2,25,00,0003,48,00,000
25,30,0005,99,833.24

1,15,16,600
26,98,825.624,02,89,596.63
2,44,18,500-
1,90,00,0004,43,433.1612,40,75,611.2810,03,23,441.02 9,83,66,955.4110,01,21,256.61

22,43,99,052.20 19,84,88,212
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Fixed Assets:

Current Assents, Loan & Advance:StockSundry DebtorsCash at hand and BankAdvance and Loan

4,65,04,004.39

2,11,27,797.048,43,38,212.7635020064.4137408973.70

4,11,60,469.72

22,42,821.358,90,70,837.8729453214.0036560869.08
Total 224399052.30 198488212

4.10    Performance Evaluation and Management ControlPerformance reporting for internal management is used in an important part of acompressive profit planning and control system. The performance – reporting phase ofa comprehensive PPC program significantly influences the extent to which theorganization’s planned goals and objectives are attained. For all firms regardless of thesizes have reporting requirements to show their overall performance.In Nepal, Nepalese public enterprises have no certain systematic and deep approach toperformance evaluation because related managers have no deep knowledge about thePPC. Being the Government owned enterprise; G C does not care of their performance.For performance evaluation, various techniques and criteria can be used in enterprises.Out of various techniques and criteria, the following method and criteria is employedto evaluate the performance of G C.(a) Financial Ratios.(b) Variance analysis.(c) Identification of Cost variability.(d) Flexible Budgeting.(e) Cost volume profit Analysis.
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4.10.1 Identification of Cost VariabilityIdentification of variances of cost is necessary in planning and control of the cost. Thus,the knowledge of cost behavior is very important. Generally, cost behaviors in twoways relation to the volume output. First it does not change with the change in out putand second it changes proportionately with the change in output. Cost can be classifiedas following.
I) Fixed cost: - Costs which are constant in total, for certain period of time say year toyear of month regardless of fluctuating in output or volume of production.(II) Variable cost: - Those cost or expenses, that are change in total directlyproportionately which changes in output.(III) Semi – variable cost: - Those cost which are neither fixed nor variable becausethey are some feature of both.In the context of G C, it hasn’t mentioned any clear – cut basis about cost classificationas fixed and variable cost by applying the function and variability nature of cost. So,there is rough practice of classification the expenses in variability and fixedcomponents are as under.

Table No:-4.17
Gorkhapatra Corporation Cost Behavior

Based on F Y 2061 /062
Cost items Behavior Amount1. Depreciation Fixed 62,18,982.932. Administrative cost Fixed 2,69,81,509.043. Production cost 40% Fixed 2,00,29,328.48

Total Fixed cost Fixed 5,32,29,820.45Raw material purchase Variable 5,08,80,955.41Selling & distribution Variable 1,79,87,672.69Production cost Variable 3,00,43,992.71
Total Variable cost Variable 9,89,12,620.81
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From the above table, we can say all cost is roughly classified. There is not expressedsemi – variable cost and not certain rules and regulation of cost classifications. G C doesnot use scientific method to classify the cost.
4.10.2 Flexible Budgeting in G CA flexible budget estimates cost at several level of activities. It is the presentation ofestimated cost at several level of activity. Flexible expenses budget is complementaryto tactical profit plan, it helps to provide expense plan for tactical profit plan andexpenses plan adjusted to actual output for comparison with actual expenses inperiodic performance report. This means that all costs must be identified as how theybehave with a change it volume whether they vary or remain fixed.G C does not prepare its flexible budget. On the basis of the cost and other data of F Y2061 /062, a flexible budget of G C has been presented below. To prepare this budgetsales revenue has been assumed to remain unchanged i.e. variable cost ratio 0.6917 isremaining constant and total fixed cost will remain constant. To prepare the flexiblebudget, all costs must be identified generally by its nature.
The following table presents the flexible budget of G C at 50% to 110% of capacityutilization for the F y 2061 /062.
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Table No: - 4.18
Flexible Budget of G C

(In Rs)

Particulars
Activity level in Percentage

50 70 90 100 110SalesRevenue(in Rs)
7,65,00,000 10,71,00,000 13,77,00,000 15,30,00,000 16,83,00,000

Less:-Variablecost @69.17%
5,29,15,050 7,40,81,070 9,52,47,090 10,58,30,100 11,64,13,110

Contribution Margin 2,35,84,950 3,30,18,930 4,24,52,910 4,71,69,900 5,18,86,890Less:- FixedCost 5,32,29,820.45 5,32,29,820.45 5,32,29,820.45 5,32,29,820.45 5,32,29,820.45
Net Profit /
Loss

(29,64,487.
045)

(20,21,089.
045)

(1,07,76,91
0.45)

(60,59,920.4
5)

(13,42,9
30.45)

The above table shows that flexible budgeted of G.C at 50 to 110 percent capacityutilization. G.C can meet sales revenue of capacity utilizations. This table also indicatethe GC has been operating lower capacity utilization however, it has enabled to earnnegatively.
4.10.3 Cost – Volume – Profit AnalysisThe analysis of relationship between cost, volume and profit is known as Cost –Volume and profit is known as Cost – Volume – Profit analysis. CVP is an analytical toolfor studying the relationship between volume, cost price and profit. It is also animportant tool use for the profit planning in a business. Cost volume – profit analysis isa management accounting tool to show the relationship between these ingredients ofprofit planning.
The CVP analysis of G C is based on the following assumptions:i) C V P structure is based on the accounting data of F Y 2061 /062 of G C.
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ii) The selling prices, Variable expenses volume ratio and fixed expenses per annumare assumed to be remaining constant.iii) Activity base is selected in terms of sales rupees and incomes but income fromadvertise is also include.iv) Fixed cost included operational and non- operational fixed cost.v) Non – operating income and non – operating expenses are assumed be remainingconstant.vi) Computations are made on total basis, not in product wise.vii) Inventories are non include (because Products of G C are perishable)Computation and presentation of BEP and CVP analysis of GC based on FY 2061 /062are as under:-
Table No:-4.19

Income Statement of GC
For the year 2064 /065

Particulars Amount (Rs)Sales RevenueLess:- Variable Cost 14,30,03,267.479,89,12,620.81Contribution MarginLess:- Fixed Cost 4,40,90,646.595,32,29,820.45Net Profit (Net loss) (91,39,173.86)
a. Variable Cost Volume Ratio (V/V Ratio):-

V/V Ratio = = = 69.16 %
The V/V ratio 0.6916 shows that the proportion of variable cost is Rs. 0.6916 to eachRs. of sales volume.
b. Profit Volume Ratio (P/V Ratio):-P/V Ratio = 1 – V/V Ratio= 1 – 0.6916= 0.3084
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By the help of P/V Ratio can V/V ratio, we can calculate the break even (BEP) point ofthe G C.
b. Break – Even Point (BEP in Rs)BEP (In Rs.) = = = Rs. 172599936.60

This result shows G C will be in break even point when the sales revenue will be Rs172599936.60.
d. Margin of Safety of Budgeted year 2062 /063Margin of Safety = Budgeted Sales – BEP Sales= 164454000 – 172599936.60= Rs (8145936.60)The above negative margin of safety indicates that the budgeted sales will not that thebudgeted sales will not recover the company for BE Sales.
Therefore if the present cost structure remains constraint and the sales revenue will beaccording to budget then the loss F Y 2062 /063 will be Rs 2512206.85.
From the above analysis; it is clear that G C didn’t achieve its BEP any year during theanalysis period. The fixed cost is very high, which caused huge loss every year.
4.11 Marketing Plan of G CG C supplies publication directly to various stationary, consumer and various channelsalso follow. The publication of Gorkhapatra Corporation is continuously going downpopularity as shown by the decreeing in sales volume because G C has not adopted thelatest technology and strategy. The distribution channels usually followed by G C formarketing are as follows:

Producer Consumer

Producer Wholesalers

Retailer Consumer

Consumer
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For sales promotion, G C is doing through the Medias like; own news paper, RadioNepal, Nepal Television etc. It has direct contract with stationery stores also for sales.Generally, G C face competition with national market and other publication like;Kantipur Publication, Apka publication etc. G C follows cost plus pricing method forYuva Manch, Madhupark, Muna but Gorkhapatra and The Rising Nepal sold at belowcost.
4.12    Major FindingsG C has been suffering from various internal and external problems in the process offormulating and implementing profit plans. The Corporation is at loss. The planner orbudget maker sums more ambitious. The techniques of budget preparation seem to beunsystematic, unscientific and imperfect. The flexible budget showed that theCorporation would be at loss even if 110 percent capacity utilization is attained.Similarly, the analysis of ratios showed that the financial performances of theCorporation were very poor. The future picture of the Corporation from the viewpointof profit will not be bright unless and until heavy fixed cost, administrative expensesand the other cost of production are reduced.The major findings, after the detailed analysis of planning process of G C are as follows:i. G C did not have systematic comprehensive profit planning. The budgetingsystem is not based on scientific and realistic approach.ii. Sales and production forecasts are unrealistic.iii. G C is seriously affected by the problem of excessive fixed cost.iv. There is under utilization of available capacity in G C.v. G C has not proper practice of segregated cost into fixed and variable.vi. Periodic performance report has not been in use to fixed the underlyingcauses of poor achievement.vii. The G C can not meet the Break – even sales; it is running in heavy loss.viii. GC has been suffering from loss for the F/Y 2062/63, 2063/64 and 2064/65.ix. There are perfect correlations between budgeted and actual sales and actualproduction.
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x. Actual Production cost is higher in F/Y 062/063, 063/64 and 064/65 thenactual sales which is a main problem of G.C. effect in profit.xi. Overheads are not classified systematically which create different toanalysis expenses effectively.xii. The information system of GC was not effective, the lower level staffnormally did not get information about overall operationxiii. The flexible budget shows that not to utilized capacity. GC earns operatingloss.xiv. G.C liquidity ratio and profitability ratios were not satisfactory.xv. It is found that the formulation and implementation of planning procedure isvery poor, which has adversely affected the overall profitability and there isno system of taking corrective action for improvement.
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CHAPTER – FIVE

SUMMARY, CONCLUSION AND RECOMMENDATION

5.1    SummaryPlanning is the primary essence of management and all other functions are performedwith in the frame work of planning. Management must plan for future financial andphysical requirements just to maintain profitability and productivity of the businessconcern. The main objective of planning in business is to increase the chances ofmaking profit.Profit planning is a main part of an overall planning process and is an area in whichfinancial function plays major role. Profit planning is one of the most importantmanagement tools used to plan and control business operations. Profit planning is anartistic work. The format of profit planning or budgeting is neither predetermined norrigid. This varies with the nature of data, size of transactions, and the person whodevelops the formats. Undoubtedly, it should be neat, clear and comprehensive.The effective operation of a business concern resulting into the excess of income overexpenditure fully depends upon the extent that management follows in properplanning, effective Co- ordination and dynamic control. Comprehensive profit planningand control or budgeting continuous in virtually organizations. Profits plans can bebroadly divided into two groups as functional plan, direct labor plan an expenses plan.Functional plan includes Cash flow plan, Capital expenditure plan, projected incomestatement and projected balance sheet. Profit planning and control process does notfinish in this point. It is a continues process when the actual events or transactionoccurred that the process of variance analysis is started.Time dimension is another important consideration in profit planning. Profit plans areprepared for two time dimensions, strategic long – range plan for five or ten years andtactical short range plan for one fiscal year.
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An effective implementation and continuous follow cap system is very important forbudgeting or profit planning and control system. Use of functional budgets as a tool ofprofit plans and widely applied techniques profit planning and control system but dueto the back ward condition of industrialization in Nepal, this concept is not widelyused.
Nepalese public utility enterprises, G C has been taken as reprehensive public utilityenterprise. This study has been tried to analysis and examines the practice, procedureand techniques of preparing various functional budgets. This study also has tried toanswer of certain question started in the statement of the problem.The present study has examined the planning process and its impact on profitability. GC has been taken for this purpose as representative public enterprise.As the basic objective of this study is to examine the effect of planning or profitabilityof G C, this study has tried to analyze and examine the practice, procedure andtechniques of various functional budgets. It also has tried to answer the questionsstarted in the statement of the problem. For this, various budgets accounting andfinancial statements have been analyzed using suitable statistical and financial tools.Both primary and secondary data has been used in this study. Statistical tools likemean, standard deviation, co efficient of variation, regression, and time series havebeen applied in analyzing data. For financial analysis; financial ratios, CVP analysis,Variance analysis and flexible budgets have equally been used.
Detailed presentation of data relating to G C consist of presentation of targets andactual for long – term period, targets and actual for short – term period, making systemand qualitative aspects.
Related Literature has been reviewed consist various books and reports, periodicals,articles, Government official Publications and unpublished dissertations. A generalconcept of profit planning has been given in conceptual framework.
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The study has been organized in Six Chapters consisting of introduction, ConceptualFramework, Literature review, Research methodology, Data presentation and analysisand Summary, Conclusion and Recommendation.
5.2 ConclusionsAfter analyzing in detail the present practice of budgeting and profit planning of G C,this study has drawn the following conclusions:G C does not prepare the long – term strategic profit plan but it prepares tactical short– term profit plan that is usually referred as budget. Time period covered by the budgetis one fiscal year. G C does not fix the target for the budgeted period. For example;growth objective, capacity utilization, return on net capital employed etc. are notfocused. G C has not adequately considered controllable and non – controllablevariables affecting the corporation. They has no in depth analysis of the Corporation’sstrength and weakness. This research work shows the following strength andweakness of this Corporation.
(a) Strengths:i. Goodwillii. Experienced Staffs
(b) Weaknesses:i. Competition with Kantipur Publication and International Medial NetworkNepal (PVT) Ltd.ii. High procedure cost.iii. Lack of space for work.iv. Poor management.v. Lack of Corporation plan.The objective of the Corporation is not clear, with regard to profit making and marketpenetration. The sales price of the products has been fixed at lower rate than in theproduction costs, such as Gorkhapatra and The Rising Nepal. G C does not fix the targetfor specific goal for the planned period. Such as growth objective, capacity utilization,
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return on net capital employed etc. are not targeted to achieve some specified level.The plans are prepared from top level only. There is no better communication betweenthe top level and lower level management regarding the Corporation’s goals andobjectives.Different statistical tools show the positive relationship between planned sales andactual sales. Distribution channels of the Corporation are adequate. It has four channelsof distribution or marketing system. Actual production is made in accordance with theactual sales. Therefore, production activities are not done according to the budgetedproduction but this done according to the recent data of actual sales. It can improve itsprofitability by utilizing its idle capacity and effective cost control program.  Theexpenses are not diagnosed as controllable and non controllable expenses. Thus thereare not effective cost control programs.The Corporation is suffering from excessive fixed cost and non – manufacturingexpenses. But the Corporation is not sensitive towards costs reducing program. It hasnot a system of periodical performance reports. Corporation is not seriously consciousto it poor performance, no satisfactory achievement of specific goals that weretargeted. Achievement of goals is low according to following reasons:-a.Corporation market.b. Poor management.c.Too much income sources from others sources, such as advertisement and otherpointing services.d. Lack o f Co – ordination between the lower and higher level Staff anddepartments.Gorkhapatra Corporation is facing competition from other publication. But there is lackof special program to face the competition. G C has adopted the policy of lowering theprice of its publication in relation with, the price of the competitor’s publication to winthe competitor. Actual production is below than planned production. The productionbudget is prepared on the basis of sales budget but actual productions are made inaccordance to actual sales. Cash budget, capital expenditure, direct labor budget were
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not prepared systematically. EOQ was not followed while purchasing the new materialsbudgets were prepared just to fulfill the formalities but these were not used effectivelyfor profit planning process. It has been suffering from the under utilization of availablecapacity.G C does not prepare direct labor budget. All personnel are paid monthly wages andsalary. All expenses on salary and wages are planned in administrative expensesbudget. Flexible budget showed that G C will be in loss even at 110% capacity levelwhich indicates that the Corporation will not be able to eliminate loss and make profituntil implements the cost reduction program. Planning department of G C has noadequate authority to decide and create new ideas to formulate various plans.Since the Corporation is operating below the break – even point, it is almost impossibleto bring the Corporation into the track without massive reduction on expenses andproper implementation of planning procedure. The management of G C changes,according to changes of political changes of Government. So, G C is suffering byGovernment change (political change).
5.3 RecommendationsAfter the detailed analysis, researcher conclude the major findings from which  it isfound that the Corporation has not followed the profit planning system systematicallyand properly that impact negatively in overall profitability. The study has finally comeup with the following recommendations to develop, implement and improve theprocess of profit planning in G C.
 G C should develop the long – term strategic plans for every aspects of itsoperation.
 G C should try to overcome its weaknesses by using the strengths. G C shouldhave in – depth analysis of the Corporation’s strengths and weaknesses.
 G C should revise the pricing policy. The cost of production should beconsidered while pricing of the publication. It should attempt to control itsproduction cost.
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 There should be controlled the operating as well as non – operating expenses toincrease the net profit of G C. The unproductive expenses should be reduced bymanagement and administrative staffs of G C.
 G C should be prepared sales budgets on the realistic ground. Sales forecastingshould be made after analyzing all variables that affect the market of theCorporation; effective program should be introduced to study the market.
 G C should develop production plan by interim time periods.
 Cost reduction is only the way to increase the Corporation’s profitability.Therefore cost reduction program should be introduced for each responsibilitycenters. There is excess burden of administrative and office expenses. Suchexpenses should be evaluated on the basis of the achievements.
 G C should manage effective sales promotion activities.
 G C should develop periodical performance reports about activities ofCorporation.
 The study has found that there is a serious lack of professional management inG C. So, moves should be made to establish a skilled management to make surethat realistic plan are set and effectively implemented with continuous followsups.
 For the proper Co – ordination with in organization line and staff authoritiesand responsibilities should be clearly defined. This will considerably help tosolve the problem of conflict between departmental managers.
 Programs to improve the employee productivity should be made effective.Incentive plan to raise employee morale and motivation should be developed.Employees should be rewarded and punished on the basis of their workperformance.
 G C needs to classify costs in scientific manner i.e. variables, semi – variable andfixed, so that cost can be better analyzed, effectively planned and controlled.
 G C should be developed planning experts to develop planning activities.
 For effective control of cost and expenses, the principle of flexible budget isimportant. G C has not use flexible budget at present. So, it should prepare
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flexible budget at present. So, it should prepare flexible budget for variousvolume of activity.
 G C should have to consider break – even analysis while preparing sales planand adopt contribution margin approach to improve profitability.
 Capital expenditure should be planned in advance and discounted cash flowtechniques should be applied to evaluate the proposals.
 Profit planning manuals should be communicated from top to lower levels. Allpersonnel should be made to participate on decision – making and planningprocess.
 G C should decide and make policy about research and development,productivity, capacity utilization and costs control.
 G C is in loss mainly due to excessive non – manufacturing costs and excessiveidle capacity. Management should initiate rigorous measures to avoid thissituation. Cost reduction program should be formulated and applied andpresent cost – capacity structure should be changed, efforts to reduce fixedcosts should be made.
 When developing the tactical profit plan, the expenses for each responsibilitycenter should be carefully assessed. After the production plan has beencompleted, expenses budgets should be developed for each responsibilitycenter in the organization. Classification of an expenses item as controllable andnon – controllable must be made with in a specific framework of responsibilityand time.
 Finally, in the G C a systematic approach should be made towardscomprehensive profit planning. Systematic approach can considerablycontribute to increase the strength and the profitability of the Corporation.


