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1 Introduction

1.1 General Background

Nepal, an underdeveloped and landlocked Himalayan country, forms a crescent on the
north of India and lies between the northern latitude 26° 22" and 30° 27" and in the eastern
hemisphere between 80° 4" and 88° 12". Its shape is like distorted rectangle, about 885 km
long east to west and 193 km broad north to south, covering an area of 1,47,181 sg. km.
and is situated at a distance of about 500 km from the nearest sea. The country is bordered
by China in the north and India in the south, west and east. The land mass is divided into
three geographical zones. The snow capped high Himalayas, the mountainous region with
long terraced slopes leading to fertile valleys and the flat sub-tropical Terai Region.

Nepal is an economical paradox in the sense that it is a rich country where poor people
live. It's full of natural & a cultural beauty with very poor infrastructure which is reflected
by it’s far behind economic condition. Her economy is predominantly based on agriculture.
Large portions of population who live under the line of poverty are in village area
Population of Nepal was recorded 24.2 million in 2001, having annual growth rate of
2.2%. [The World Bank, Country Assistance Strategy, 2004-2007.]

The United Nations (UN) classifies Nepa as one of the least developed countries in the
world. The countries gross domestic product (GDP) was $6.7 billion in 2004, with an
estimated per capita GDP of $250. Agriculture remains Nepal's principal economic
activity, employing 80% of the population and providing 37% of GDP. Only about 20% of
the total area is cultivable; another 33% is forested; most of the rest is mountainous. Rice
and wheat are the main food crops. The lowland Terai region produces an agricultural
surplus, part of which supplies the food-deficient hill areas.The contribution of agriculture
sector is 39.59% and non-agriculture sector is 60.41% during the year. [Microsoft Encarta

Reference Library, Nepal in Encarta, 2006]

Marked variation exists in the distribution of income throughout the country. The hills &
Teral have 1.6 times higher per capita income than the mountains, the urban area has 2.5
times higher per capita income than the rura area; and Kathmandu has nearly 4 times

higher per capitaincome than the western hills.



The Nepaese economic scenario reveas a predominance of the primary sector slow
growth and mass deprivation with virtually no modern physical infrastructure in a highly
congested and difficult terrain, limited exploitable natural resources, a small skilled labor
force, and a landlocked situation, options for rapid development have been very limited
and the choices are uncertain too. Wide spread poverty, rapid population growth, low
income level, extreme disparity in the distribution of wealth and income, heavy
dependence on agriculture, lack of adequate industries, lack of needed saving and capital,
dependence on foreign aid, unemployment, unexploited resources, lack of infrastructure,
adverse balance are the main characteristics of Nepalese economy. [District Demographic
Profile of Nepal Informal Sector Research and Study Centre, Kathmandu, 2006]

Severa factors have contributed to Nepalese underdevelopment, including its landlocked
geography, rugged terrain, lack of natural resources, and poor infrastructure. China, India,
Japan, the United States, and severa European nations have made large investments in
Nepalese economy through foreign aid since 1952. Still, the Nepalese economic growth
has been slow. Nepalese economy is characterized by heavy dependence on foreign aid, a
narrow range of exports, increasing economic disparity between the mountain areas and
the more developed Terai region, excessive governmental control and regulation, and
inefficient public enterprises and administration. In addition, the economy has not kept
pace with the countries high population growth. In particular, the slow growth of

agriculture has resulted in food shortages and malnutrition for some of Nepal ese people.

For the economy to progress the government, the private sector and the society at large
should be working together. For this to happen there should be national consensus on the
country's economic policies. We see supremacy of economics over politics al over the
developed world, but in Nepad it is the politics, which runs the show. Politicians are busy
in politicizing rather than giving serious thought to national economic well-being.
Politicians are not aware that political freedom would be worthless if there is no economic
freedom in the country.

Peace is prerequisite to accelerated economic development, and judicious and equitable
economic structure is necessary to flourish the peace. The social unrest in the past few
years has taken heavy toll of human lives and caused considerable damage to public
properties and developed infrastructure together with the loss for no reason and lots of
lives and properties worth billions of rupees has already been hammered with a painful fact

known to all. Increased regular expenditure and lower revenue growth rate have further



caused a situation worsen where the government is in an isolation with no choice but to
reduce development expenditure. As a result, economic development has slowed down,
causing the rugged poverty and widening of socia disparity. In this context, this is peak
time to seek reliable and sustainable solutions for the problems faced by the people by
utilizing the opportunities. The efforts of government should wholeheartedly commit
toward restoring peace through dial ogue and consensus.

The responsibility for the development of the country primarily lies in the government. In
this endeavor, the government has to play alead role while creating necessary environment
for the other sectors to obtain their cooperation. As people are the focal point of
development, their voluntary participation is dispensable. In the development endeavor of
the country, it is not possible to fulfill al the aspirations and needs only from the resources
of the government. For this purpose, the government and nongovernmental, private sector,
political parties, professional association/organization, educational organizations and local
bodies have their own roles. [ bit]

1.2 General Background of Public Enterprises

There is hardly any country in the world today in which the government is not involved
actively and directly setting up and management of economic and industrial enterprise. Itis
widely accepted now that the economic development of a country is directly related with
its industrial growth. Expansion of industries leads to greater utilization of natural
resources, production of goods and services, creation of employment opportunities and
improvement of in general standard of living. The doctrine of public sector emphasis upon
the principle of welfare state, where each and every activity of the government is expected
to safeguard and promote manages the national resources in public interest. This objective
can be achieved either through intervention and/or an entrepreneurship. Intervention affects
the existing system of private sector while public sector is the outcome of state
entrepreneurship. There can be severa motives that influence the growth of state
enterprises, politica ideology, state of economy development and defense prominent

among the factor concerned.

Public sector and private sector are generaly taken as to mutually exclusive sectors of
economy. But both are in redlity, indispensable basis for growth and development. In fact,
these are two wheels of the economy where in the public sector provides the base for

development of private sector. Public sector and private sector both form integral parts of



the national economy. The economy of Nepal is basically a mixed economy, where the
public and the private sector both operate freely in business except in case of defense. Public
sector denotes a part of the government setup. Its budget gets incorporated with the
government budget there by allowing it to get funds the government and hence it is required
to deposit all itsincome in government treasury. The objectives of PEsin Nepa have greatly
facilitated economic growth, inside of the problems of capita investment, log gestation
period, low profitability and high risk. The government use PEs for implementing their
policies, tools for short term political benefits, creation of employment opportunities,
economic and socia developments, to fill the gap in private capita, take over gain projects,
price control, public welfare and national self-preservation etc. In this way public enterprises

have contributed through various means in the development process of the country.

1.3 Current Economic Analysis of Public Enterprise in Nepal

Analysis of the overall economic situation of the entire 36 Public Enterprises owned
entirely or partially by the Government of Nepal shows that 19 PEs have earned profit
whereas 17 PEs are in loss in FY 2004/05. Among the profit earning PEs also, the
economic situation, capacity utilization and employees productivity of most of them is
not found to have been satisfactory. By the end of FY 2004/05, equity investment of the
Government of Nepal in all 36 PEs amounted to Rs. 59.68 billion and loan
investment has amounted to Rs. 64.55 billion and during the same period Rs. 3.35
billion has been received as dividend. The dividend accounts for 5.62 percent of the
share investment.

1.3.1 Industrial Sector

Of the total 9 PEs existing under Industrial Sector by the end of FY 2003/04, 1 PE was
privatized and 1 PE was liquidated subsequently thus leaving atotal of 7 PEs at the end
of FY 2005/06. By the end of FY 2004/05, the equity investment and loan
investment of the Government of Nepal on these 7 PES accounted for Rs. 5.63 billion and
Rs. 3.78 billion respectively. Looking at the current financial situation of the 7 PEs, itis
found that their aggregate net worth has limited to Rs. 87.0 million only. The net worth of
Nepa Orind Magnesite alone is found to be negative totaling to Rs. 2.83billion whereas
the net worth of Udayapur Cement Factory is found to be positive totaling to Rs. 2.57
billion. Looking at the status of operating profit and loss account of the PEs under this
sector in FY 2004/05, Herbs Production and Processing Company, Hetauda Cement



Industry Ltd. and Janakpur Cigarette Factory have earned operating profit  whereas
Dairy Development Corporation, Nepal Drugs Ltd., Udayapur Cement Industry Ltd.
and Nepal Orind Magnesite Pvt. Ltd. are found to have been in operating loss. The total
Net Capital Investment of 7 PEs remains at Rs. Rs. 3.95 billion in FY 2004/05. No
dividend has been accrued to the Government of Nepal in FY 2004/05 from this sector.

The Government of Nepal has recognized privatization of PEs as an integral
component of her economic liberalization and open market economic policy. This
program in Nepal has mainly concentrated on fulfilling the goals of creasing
productivity of industries and academies through the enhancement of business
efficiency, minimizing the financial and administrative liabilities of the government, and
increasing extensive participation of private sector in economic development of the
country. In this process, the program of privatization is being executed with priority for
last one and half decades, appealing the participation of private sector in the management
and ownership of public enterprises. Commercialy, economically, and financialy
feasible PEs have been handed over to the private sector. Similarly, the PES, whose social
and economic justifications are found to have been no more viable in present time to

correspond to the initial goals of their establishment, has been liquidated.

Thereis aneed to adjust the role of public enterprise in the economic development of the
country in a manner to suit a liberal, open and competitive economic system and,
therefore, in such a context, the aggregate achievement of the PEs goals/targets is not
found to be satisfactory one. The main reasons for unsatisfactory performance
standard of PEs are inability to operate commercially, excessive employees, obsolete
plants and machineries, inability to operate in a competitive environment and gradual
minimization of the objectives and justifications for which the PEs are established.
Therefore, failure to arrange additional capital and technological sourcesin order to solve

such problems has been one of the major challenges.

1.3.2 Regarding Financial Performance of Public Enterprises

The present condition of Nepalese public enterprisesis piteous. Most of the PES have been
consolidated, Liquidated or privatized because of their poor financial performance. To get
acquainted with the general idea on the performance manufacturing public enterprises of
the country the following figures have been extracted from economic survey 2063/2064,

Ministry of Finance.



TableNo. 1
Perfor mance of Public Enterprises of Nepal

Comparative Net Profit/L oss

(In Rs. Million)

SN. Name of gover nment sector 2061/62 2062/63 2063/64

1 Industrial sector (2824.00) (3294.00) (2824.00)

2 Traditional sector (288905.00) (3467.00) (288905.00)

3 Servicesector (112.00) 2783.00 (112.00)

4  Socid sector 102.00 (27.00) 102.00

5  Public utility sector 5995.00 16867.00 5995.00

6  Financia sector (8073.00) (63981.00) (8073.00)

7  Tota Profit 28971.00 34052.00 28971.00

8  Total loss (57788.00) (90737.00) (57788.00)

9  Net profit/loss (28817.00) (56685.00) (28817.00)

Source: Economic Survey 2063/64, Ministry of Finance Nepal

Needless to say, the figure indicates disappointing situation of manufacturing PEs. It shows
lossin al thefiscal year with no profit.

With an objective to accelerate the momentum of economic and socia development of the
country, HMG operated various public enterprises (PES) by investing huge amount of
resources. Those PEs were established when private sector was not forthcoming to cater to
the basis need and dedivering the services to the people in the past severd PES were
established under the foreign assistance also. However, weak financial position and
unsatisfactory financiad performance have made the huge government investment
unproductive and the return investment is in diminishing trend.” (HMG Economic Survey,
FY 2063/064). The latest HMG economic survey, FY 2064/65 states that these enterprises
have failed to perform a sound in a business manner. As a result, their financial position

continues to become weaker and returns to government investment also diminish.”



These bitter facts urged this researcher to find out the reality behind down falling trend of
financial performance of these public manufacturing enterprises, what could be the
underlying deficiency, which is hindering the financial success of public enterprises? Can
not a public enterprises privatized, shortcoming gradually with draws. Obviously there a
number of problem for this poor situation of the public enterprise’s. Corrupt attitudes of
the authorities in the PEs, interference of politically infected bureaucracy are no doubt the
major causes; and poor financial performance is no doubt the effect. The current upsetting
situation is obviously because of weak financial performance, or rather a haphazard
financia decision of the public enterprises. However, such poor performances are to be
verified on the grounds of globally accepted financial and statistical tools.

1.4 Cash Management (A Challenging Task)

The task of cash management is one of the contradictory functions in financia literature.
As stated by MY Khan and PK Jain (1986) the basic objectives of a business firm being:
(@) to meet the cash payment schedule, and (b) to minimize funds committed to cash
bal ances; these two aspects are mutually contradictory and the task of cash management is
to reconcile them. So, a balance between the two has to be sought where a firm has
optimum level of cash balance. And thus the very nature of cash management is

challenging and problematic.

1.5 Inefficient Cash Management Practicein PEs

Cash management has been the most intricate and challenging area of modern corporate
finance as much as the management always face a trade off between the liquidity and
profitability of the firm. Though most of the enterprises in Nepal have been well recognized
the importance of proper cash management, they are still facing the problem of cash
management in the public enterprises of Nepd is primarily based on the traditional practices,
lacking in a scientific approach. By and large most enterprises had periodic accumulation of
surplus cash and corresponding cash shortage from time to time. Hewer more of the
enterprises consdered the implications of holding idle cash balance and few took in the
account the potential benefit of investing surplus in marketable securities. A Nepalese public
enterprise never thought of the sources of current assets i.e. cash and usually depends on
HMG for it. In Nepalese firm’s context, the theory of cash management has not been much
effectively applied in practice. Term such as cash flow anaysis, cash budget, forecasting of
cash requirements, credit discount policy, cash discount policy, etc. have never serioudy



considered. Traditiona approaches are still dominant in Nepal ese public enterprises and are
reluctant to adopt modern techniques. One of the major causes involved in the down faling
trend of public and private companies in Nepal is obviousy the mismanagement of cash
balances. So the cash management or the determination of optimum level of cash for day to
day use or for the use in the short run has been one of the sophisticated forecasting
techniques is not the basic requirement of cash budgeting. The inherent quality of a cash
budget depends on its treatment as a forma document. The cash budget prepared at the
beginning of afisca year, if untouched thereafter can be of no use, even if it was prepared
with very sophisticated forecasting tools (Bagjracharya, 1990:112-114).

In order to remedy the current problem of cash management in public enterprises, studies
and researches are to be conducted to find out the reality. So this study would be one of
those efforts and thus it will examine the cash management practices being employed in

Dairy Development Corporation, one of the leading public enterprisesin Nepal.

1.6 Introduction of Dairy Development Cor poration

A first year plan, stressed upon the need of developing modern dairy industry in public
sector. The dary development commission was formed in 1955 A.D. The dary
development section was established in the year 2010/011. As the demand of milk and
milk products were gradually increasing. It was left necessary improvement of dairy
development center. As aresult of dairy development center was at Bhotahity on the same
year 2010/011. This center started to distribute the collected milk with processed to the
urban people in Kathmandu. The demand of milk and milk product have been increasing
day by day, the dairy plant become necessary. Due to the inadequacy of space this center
was shifted to Lainchour in the space this center dairy development commission was
constituted to guide the dairy development commission was constituted to guide the dairy
development section. At that time dairy expert were provided by Seiss association for
technical assistance. The dairy development commission had been converted into dairy
development board in 2009. Ultimately in Act 2021.

The main objectives of the corporation are to provide guaranteed market and fair price to
the rural milk producers and to supply hygienic pasteurized milk and there standard dairy
products to the urban consumers. Prior to the establishment of the corporation a separate
dairy development board was constituted to carry out the task of dairy development in

wider scale. The dairy development activities in Nepal started in Tusal village of Kavre



District in B.S. 2009 (1952) on experimenta basis with a small scale milk processing plant
under the department of agriculture. In the year B.S. 2010/2011 at the initiative of dairy
development board, the central dairy plant was established and starts milk collection
processing and marketing activities from the year B.S. 2014 (1957).

DDC is totally owned by government. It is aso financing supported by the foreign grants
and loans at arate of interest. World food program (WFP) has been supporting DDC since
2030/31 (1973/074). Newzealand and Danish Government had contributed towards the
establishment or milk processing plants. At present USAID and Danish government are the

major donors.

Dairy Development Corporation provides qualitative milk and milk product to the
consumer at National level. The demand of milk is increasing day by day because of high
quality and hygiene. DDC buys milk at a reasonable price. Regular basis and supplies milk
with safe market for their milk. Before established dairy development corporation, thereis
no potential market to the farmer. To provide reasonable price to the milk producers of
rural side an also availability of pasteurized milk the consumers to fulfill these objectives
the DDC has been working from it’s set up. The condition of farmers will improve if the
gate adequate price of milk at one side of the DDC will continues is efforts to supply
increasing demand of milk to the consumers of urban area. The demand of milk to the
consumers of urban area. The demand of milk is increasing order because of rapid increase
in population, the DDC is trying to collect milk occupation attractive the DDC has
expended its branch offices indifferent parts of the country such as Kathmandu, Hetauda,
Pokhara, Lumbini and so on.

The objectives of extended branch offices and projects are to provide suitable price of
milk producers of the people of rural area and also make then easier to sell milk. There
should be co-ordination between milk production and the demand of milk due to
backward economy. Because of the continue efforts of DDC has easier to bring increase

in milk production in rural.

Milk Collection Program

DDC has been collecting cow, buffalo and chauri milk from 29 districts. Milk is collected
through the farmers owned, Milk producers Cooperative Societies (MPCS). Its present
milk collection network has spread from Panchthar in the East to Surkhet in the West.
Hetauda Milk Supply Scheme also supports KMSS & BMSS by supplying excess milk



above their loca requirement. Biratnagar Milk Supply Scheme manufactures skimmed
milk powder from its excess milk and milk excess from other supply schemes.
DDC has been playing a special role in contributing to uplift the economic status of rural
farmers. Thus dairy has been recognized as an effective tool for poverty alleviation. In the
Fiscal Year 2062/2063 (2005/2006) DDC purchased about (approx.) 1,50,000 liters of milk
per day from the farmers.

Products of DDC

Dairy Development Corporation, a leading manufacturer of standardized pasteurized
milk, full cream milk, sterilized flavoured milk (DDC Fresh), cream, yoghurt, ice-
cream, yak cheese, cheese spread, kanchan cheese, mozzarella (pizza) cheese,

processed cheese, paneer, ghee, yak ghee, butter, lalmohan, rasbari, peda, gudpak and

Jeera butter milk.

Production

DDC produce Milk and Milk Related products.
The total production of milk and milk products in the Fiscal Year 2062/2063 and

2063/2064 is as under:

Milk Collection 54120 53684
Milk Production 67614 62663
Butter Production 1232 1125
Dairy Ghee/Y ak Ghee 665 803.35
Y oghurt 1286 1712
Cheese 169 166
|ce-cream 38 54.58
Paneer 61 78
Skimmed Milk Powder 548 505
Raswari (Sweets) in Can - 89
Lamohan(Sweets) in Can - 82
DDC Fresh - 90

Source: http: //www.kmss.com.np/production.htmi
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1.7 Existing Cash Management Practicesin DDC

DDC does not prepare actual typical name of cash budget separately but the fundamental
concept of cash budget has been undertaken only inside the annual budget informally. This
is used to prepare in annua basis under annual budget as per the views of those
respondents. In this way because of the absence of actual cash budget, it is quite complex
to know about the actual amount of cash inflow and outflow during the certain period.
Perhaps DDC does not follow the appropriate method to forecast the cash requirement in
DDC. This is not effective. Similarly cash planning also plays the vital role in the
organization for proper cash management. Thus, for making such planning, outside
experienced agencies are not appointed since its establishment. In addition to this
accountants are employed in DDC have been helping for cash planning that entirely

depends upon their speculation for the future.

The sales trend of DDC is only in cash, in other words, besides cash sales there is a very
few amount of credit sales, which is the lowest amount in comparison to the huge amount
of cash sales. However, DDC has no definite policy about credit sales. So, very few
amounts of credit sales have been found that indicates better signal of DDC. It has an
uniform terms of credit for al customers and the period of credit alowed to all those
customer is net 30 days. That isalso in favor of DDC. Next thing is that it has no system of
advance payment from customer for credit sales but in place of this system, perhaps
securities are being deposited in the DDC for 1/1 month taken from customers for credit. In
addition to this, it has no policy of charging interest on delayed payments from customers.
The time taken in collecting over due accounts beyond the period of credit allowed within
7 days. Similarly, it does not offer cash discount to the customer for early payments.
Mostly, DDC has not strict policy to undertake an analysis of outstanding debtors in terms
of age of outstanding. The actions i.e. only remembering method in place of other strong
action is only taken by this corporation to minimize delayed payments of account

receivables.

Mostly DDC rarely takes any advantage of cash discount offered by the supplier and
supplier provides 15 days with respect to delay in payments to the DDC. One thing is
better which is in favor o DDC that, this corporation is realy capable to discharge all
short-term liabilities and loans on due dates and next this is than perhaps DDC does not

face any shortage of cash unto now. In spite of there is rare chances of incurring costs and
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losses which DDC associates with cash shortage but the proper cash management practices
in DDC is not so effective due to incurring losses since many years.

DDC has some extent of further practices of holding excess cash and bank balance in
current accounts in excess of requirement and having a little practice of checking the
adequacy of cash balance as per the requirement of DDC, but there is not found of
investing excess cash on profitable opportunity for short term period. Similarly
determining the minimum level of cash balance is the important part of efficient cash
management. There are different techniques to determine certain minimum level of
cash balance. From which DDC take a little bit helps by means of cash budget as a
nominal approach for determining minimum level of cash balance. The next thing
regarding cash management is that DDC has never got any advice from banker/outside
agencies with regards to the opportunity so investing its excess cash. Similarly DDC
uses specially mail transfer for moving funds and it has no exercised “Zero-balance”
account system with it’s bank account. The strongest point of DDC concerning efficient
cash management system id that DDC prepares financial performance report timely.
And at last, DDC utilizes its excess cash by depositing only in bank accounts with
obtaining few interests and does not pay attention towards investing excess cash on
profitable sector.

In this way, this is the actual existing figure of cash management practices being found
inside DDC, according to the information provided by the authorized officer of DDC

concerning to financial activities

1.8 Present Situation of DDC

DDC was established in 1969 under the corporate act 2021 B.S. and has been providing its
services al over the country. However the service provided by DDC could not fulfill the
actual supply of the demand of dairy product in the market. A few investors need that there
is need of similar type of organization in the private sector, which helps to fulfill the need
of dairy product.

The main objective of DDC is to provide guaranteed market and fair price to the rural milk
producer and supply hygienic pasteurized milk and other dairy product to the urban
consumers. Due to public enterprise, its main object is to fulfill the social responsibility &

benefits rather than earning profit.
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Through, DDC was established about 35 years ago, is still in adolescence, with respect
to it’s financial standing, milk collection perverting and in all work performance,
because of it’s continuous unsuccessfulness to generate profit for many years. From
fiscal year 2057/58 DDC is reducing its losses. In fiscal year 20559/60 DDC has
generated profit. It shows a positive trend and we can expect the betterment of DDC in
future too.

Main Objectives of DDC
1. To provide a guarantees market for milk to the rural farmerswith fair price.

2. Supply pasteurized milk and milk products to urban consumers.

3. Development and organized milk collection system to meet increasing demand for
pasteurized milk and milk products.

4. Development an organized marketing system for milk products in urban area.

5. Bring improvement in production; collection, processing, preserving saes and
distribution of milk and milk production in modern and scientific way, while
keeping in view the goals of promoting national welfare maintaining production

incentive to farmers and preserving consumers health.

For the fulfillment of this objective of DDC has implemented various programs to develop
numerous milk collection centers, milk producer organization and billing in the various

rura aress.

2. Statement of the Problem

DDC, one of the oldest public enterprises is not the exception. Despite of government
support, sufficient foreign loan and almost monopoly in market could not do better. They

are having the problem of liquidity and lack of capital fund for expansion.

Keeping in view of the above and other related problem, proposed study will concentrate
as following points.

1. Liquidity problem faced by DDC.
2. Practicality of cash management of DDC.

3. Other problem related with profitability of DDC.
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3. Focusof the Study

As stated in the tenth plan the financia situation of the government corporation as a matter
of fact are in a very poor shape. Apart from other measures required to improve their
performance, public enterprises may be expected to have better prospects with effective

cash management.

The ultimate goa of developing countries like Nepal is the rapid economic development
for the various problems created by our population. Being a developing country, sources of
public revenue are very limited in Nepal. Revenue structure of Nepal mostly depends on
the foreign assistance and loan but it is unfavorable to the country. Domestic recourses
must be made reliable sources to keep the economic balance. It is considered as the most
effective and reliable instrument for balanced economic development and maintain
economic stability. The public enterprises so are expected to play the crucia role in the

Nepal ese economy with effective cash management.

The focus of the study has been made on a critica examination of cash management
technique of Dairy Development Corporation. The period covered by the study is ten year
from 2054/55 to 2063/64. The study of cash management in Dairy Development
Corporation Ltd. isthefirst of itskind.

4. Objective of the Study

The present study has been conducted to examine cash management of DDC.
Besides cash management of DDC will try to highlight other liquidity or current assets

rather than cost following are the secondary objectives of the study.

To study the overall scenario of DDC.
To examine the liquidity position of DDC.
To examine the existing cash management practicesin DDC.

A 0 DdPRF

To recommend viable suggestion on the basis of above analysis to improve the

existing cash management for coming future.

5. Significance of the Study

Inventory management is one of the important any manufacturing companies without
effective and efficient inventory management system no manufacturing company can
achieve their goal. Proper inventory management helps to maximize the profitability and
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do not the inventories. A company should maintain adequate raw materials, finished goods.
If dightly changes in the cost of materials it affects the profitability. So the company
should keep adequate stock of the company by keeping adequate inventory the company
able to supply whatever the demand.

Nepal, an under industrialized country is still using traditional technique in purchasing of
inventory. To have sound achievement the company should apply modern tools and

techniques.

The study is needed for effective inventory management in DDC and to see the impact in
the profitability and find out how much money should be invested in inventory. What is the
present situation of inventory management and so on? | hope it will play the beneficial role

to both company and the general public.

6. Limitation of the Study
The scope of the study is subject to various limitations, which areas  follows:

1 DDC has been chosen as sample from among various manufacturing public
enterprises. Hence, the finding couldn’t be extensively generalized to all the
existing public enterprises of the country.

2 Time constraints together with unavailability of secondary data on time could limit
the details and depth of the study.

3 The study is mainly dependent on secondary data covering data of past ten years
only, however and wherever applicable, data have been gathered prior to last ten
years.

4 This study is limited to cash management of DDC.

Unavailability of secondary datais the other limitation, which could limit the scope
of the study. Noteworthy fact is that DDC audited financial statements for FY
2059/60 only at the end of 2061/62. The company does not maintain trial balances,
neither it prepare cash flow statements.

6 The study assumes that the impact of political factors of the country such as change
in government, any sort of political involvement (direct or indirect) in the firm if
prevalent, has insignificant or no effect upon the financial decisions.

7 Financial ration anaysis and statistical tools have been used to analyze
quantitatively.
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7. Organization of the Study

This study has been broadly divided into 5 chapters which are as follows:
Chapter 1: The introduction chapter covers background of the study, statement of
problem, focus and need of the study, objectives of the study and limitations of the study.

Chapter 2 : The second chapter deds with the review of literature relating to cash
management, which includes the reviews of relating previous writing and studies to find the
existing gap, S0 past studies in the cash management function as well as the public enterprises

has been reviewed to find out what new can be publication and newspaper have been included.

Chapter 3: It deals with the “research Methodology”. This chapter gives the information
about the statistical tools that are used to analyze the research. And it also reveas about

primary and secondary data.

Chapter 4. Data presentation and analysis’ where secondary and primary data are
analyzed and magjor findings of the study are aso included. It consists of testing of
hypothesis, analysis of questionnaire and presents the datain graph and table.

Chapter 5: It covers the summary, conclusion and suitable recommendation.
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CHAPTER - 11

REVIEW OF LITERATURE

2.1 Conceptual Framework

2.1.1 General Concept of Profit Planning

Profit planning is the key point of management. Without proper planning profit will not
just happen. So every enterprise should systematically plan for profits in a proper way.
Various functional budgets are the basic tools for proper planning of profit and control

over them.

R.M. Srivastava,and Mohan, Radhey, “Budgeting PPC.”, Page No. 170, Profit planning is
a systemic and formalized approach of determining the effect of management’s plans upon
the company’s profitability. In order to undertake planning for profit the financial manager
makes projections of outflows and inflows of an enterprise are people, capital and
materials and they are generally cost incurring factors. On the other hand, the planned
outflows are products, services and social contributions that the enterprise generates.
Having projected inflows and outflows, the management manipulates the combinations of

inflows and planned outflows so that the ultimate goal of the enterpriseis reached.

Dr S.P. Gupta “Management Accounting” ( Agra Sahitya Bhawan 1992) P. 521 “Profit
planning in fact is a managerial technique and a profit plan is such awritten plan, in which
all aspects of business operations with respect to a definite future period are included. It is
aformal statement of policy, plan, objective and goa established by the top management
in respect of gone future period. It is a predetermined detailed plan of action developed
and distributed as a guide to current operations and as a partial basis for the subsequent
evaluations of performance. Thus, we can say that profit planning is a tool which may be
used the management in planning the future course of actions and in controlling the actual
performance.” Profit planning is a decisional tool involves establishment of specific goals
for the enterprise, development of long range profit plans and short range annual profit
plans which are prepared after integrating sales plan, production plan administrative

expenses budget, etc. Profit planning concepts are:-
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a) Profit planning enquires maor planning decisions by management.
b) Profit planning entails pervasive management controls activities, and
c) Profit planning recognizes many of the critical behavioral implication throughout the

organization.

Welch, Glenn A, Hilton, Ranald W. Gordon Paul N, “Budgeting PPC” (5™ edition) page
30-31. Profit planning is one of the more important approaches that have been developed
to facilitative effective performance of the management process. The concepts and
techniques of profit planning have wide application in individual business enterprises,
government units, charitable organizations, and virtually al group endeavors. Profit
planning is a comprehensive statement of intentions expressed in financial terms, for the
operation of a firm of both short and long term period. It is a plan of a firm’s expectation
and is used basis for measuring the actual performance of managers and their units.

Some complementary plans for the purpose of profit planning and control are  described
detail in below.

|. Operating Budget

Operating budget relates to the physical activities/ operation of a firm such as sdes,
production, purchasing, debtors’ collection and creditors payment schedules. In specific

term an operating budget has the following term.

I. Sales Budget

A sadles budget is a detailed schedule of expected sales for coming period. It is usualy
expressed in both amounts and units. Once the sales budget has been set, a decision can be
made on the level of production that will be needed to support sales and the production
budget can be set well. The sales budget is the starting point in preparing the master
budget. The sales budget is starting point in preparing the master budget. The sales budget
is constructed by multiplying the expected sales in units by the sales price.

Generally sales budget is accompanied by computation of expected cash receipt for
forthcoming budget period. This computation is needed to assist in preparing the cash
budget for the year. Expected cash receipts are composed of collections on sales made in
the current budget period. (Garrison, 1985:306)
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Sales budget from sales forecast. A sales forecast encompasses potential sales for the
entire industry as well as potential sales for the firm preparing the forecast. Factors that are

considered in making a sales forecast include:

Past experience in terms of sales volume.
Prospective pricing policy.

Unfilled order backlogs.

Market research studies.

General economic condition.
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Industry economic condition.

Movement of economic indicators such as gross national product, employment
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prices, and personnel income.
h. Advertising and product promotion industry 