
A STUDY ON

PROFIT PLANNING MECHANISM

OF

NEPAL TELCOM

Submitted By:

PRAMILA GHIMIRE

Roll No.: 1293/062

T.U. Registration No: 7-1-502-09-2002

Thesis Submitted to:

Faculty of Management

Shanker Dev Campus

Putalisadak, Kathmandu

In Partial fulfillment for the requirement of the Degree of

Master of Business Studies (M.B.S.)

Kathmandu, Nepal

2010



Recommendation

This is to certify that the Thesis

Submitted by
PRAMILA GHIMIRE

Roll No.: 1293/062

T.U. Registration No: 7-1-502-09-2002

Entitled :

A Study on Profit Planning Mechanism of Nepal Telecom

has been prepared as approved by this department in the prescribed format of Faculty of

Management. This Thesis is forwarded for examination.

.……..…….……… .…………..……………. ……….….…….………

Joginder Goet Prof. Bisheshwor Man Shrestha            Prof. Dr. Kamal Deep Dhakal

(Thesis Supervisor) (Head of Research Department)                  (Campus Chief)

Date:…………………………………



VIVA VOCE SHEET

We have conducted the viva-voce examination of the thesis presented by

Name

Entitled:

A Study on Profit Planning Mechanism in Nepal Telecom

and found the thesis to be the original work of the student and written according to the prescribed

format. We recommend the thesis to be accepted as partial fulfillment of the requirement for

Master's Degree in Business Studies (M.B.S)

Viva-Voce Committee

Head of Research Department : ………………………….

Member (Thesis Supervisor) :……………………………

Member (External Expert): :……………………………



TRIBHUVAN UNIVERSITY

Faculty of Management

Shanker Dev Campus

DECLARATION

I hereby declare that the worked reported in this thesis entitled Profit Planning

Mechanism in Nepal Telecom submitted to Shanker Dev Campus, Faculty of

Management, Tribhuvan University is my original work done in the form of partial

fulfillment for the requirement of Master's Degree in Business Studies (MBS) under the

supervision of Joginder Goet of Shanker Dev Campus.

………………………

Researcher

T.U. Regd No: 7-1-502-09-2002

Date: ……………………………………..



ACKNOWLEDGEMENT

This term paper has been prepared as partial requirement for the Master’s Degree in

Business Studies. I am grateful to all those who have been a source of encouragement to

complete this term paper. I am highly indebted to my friends, colleagues and teachers at

Shanker Dev Campus for their important suggestions and necessary support.

I express my profound gratitude to my supervisor Joginder Goet for his valuable guidance,

suggestions, support and inspiration to complete this research.

I thank immensely all the staff of Nepal Telecom; specially Mr. Suraj Chhetry for

providing a conducive environment and required to do the research work. I am especially

thankful to all respondent concern with this research and valuable advice during my work. I

also would like to express my sincere gratitude to my Friends for their consistent inspiration

to complete this research.

I am thankful to my family members who inspire and support me to do such research. And I

am debited to all the friends and supporters who help me to prepare such research.

……………………

Researcher

Shanker Dev Campus

TU Regd. No7-1-502-09-2002



TABLE OF CONTENTS

Viva-Voce Sheet

Recommendation

Declaration

Acknowledgement

Table of Contents

List of Table

List of Figure

CHAPTER-I Page No.

INTRODUCTION

1.1 Back ground of the study 1

1.2 Brief profile of Nepal Telecom Limited 2

1.3 Statement of the Problem 3

1.4 Objective of the Study 4

1.5 Significance of the Study 5

1.6 Limitation of the study 5

1.7 Organization of the study 6

CHAPTER-II

REVIEW OF LITERATURE

2.1 Concept of Profit Planning 7

2.1.1 Components of Profit Planning 8

2.1.1.1 Profit 8

2.1.1.2 Short range and long range profit planning 8

2.1.1.3 Planning 9

2.1.1.4 Long range and short range planning 10



2.1.1.5 Basic Assumptions and Limitations of Profit Plan 10

2.1.1.6 Implementation of Profit Plan 11

2.2 Budgeting as a tool of profit planning 12

2.3 Forecasting 13

2.4 Forecasting and planning 14

2.4.1 The role of forecasting in planning 15

2.5 Budgeting: As a Tool of Profit Planning 16

2.5.1 Advantages of Budgets and Budgetary Control 17

2.5.2 Objectives of budgets and budgetary control 19

2.5.3 Limitations of budgeting 19

2.5.4 Essentials of an effective budgeting 20

2.6 Types of budgets 23

2.7 Components of Comprehensive profit planning and Control Program 29

2.8 Merits of Profit planning and control 33

2.9 Basic Assumption of profit planning. 34

2.10 Limitation 34

2.11 Development of profit plan 35

2.11.1 Sales Budget or Sales Plan 35

2.11.1.1 Sales planning and forecasting 36

2.11.1.2 Development of Comprehensive Sales Plan 37

2.11.2 Production plan / budget 38

2.11.3 Material and purchase plan 39

2.11.4 The purchases and materials inventory budget 40

2.11.5 Capital budgeting 41

2.11.6 Planning of cash flows 43

2.12 Analysis of Variances (Budget Variances) 45

2.13 Review of Previous Research Works: 46

2.14 Conclusion about the profit planning: 53

2.15 Research Gap 53



CHAPTER –III

RESEARCH METHODOLOGY

3.1 Research Design 54

3.2 Population and Sample 55

3.3 Sources of Data 55

3.4 Data Collection technique 55

3.5 Data Analysis Tools 55

3.5.1 Statistical Tools 56

3.5.2 Financial Tools 56

3.6 Research Variables 56

CHAPTER – IV

PRESENTATION AND ANALYSIS OF DATA

4.1 Introduction 57

4.2. Revenue Planning 57

4.2.1 Relationship between Budgeted and Actual Sales 58

4.2.2 Relationship between Budgeted Collection & Actual Collection 59

4.2.3 Product wise Revenue Collection of NTC 59

4.2.4 Relationship between Budgeted Cost and Total Cost 61

4.2.5 Relationship between Sales and Cost 63

4.3 Ratio Analysis 63

4.3.1. Liquidity Ratio 64

4.3.1.1 Current Ratio (CR) 64

4.3.1.2 Quick Ratio/ Acid Test Ratio 66

4.3.2 Turnover Ratio / Activity Ratio 67

4.3.2.1 Inventory Turnover Ratio (ITR) 68

4.3.2.2 Average Age of Inventory 69

4.3.2.3 Debtors Turnover Ratio (DTR) 70

4.3.2.4 Average Collection Period (ACP) 71

4.3.2.5 Total Assets Turnover Ratio 72



4.3.2.6 Fixed Assets Turnover Ratio (FATR) 74

4.3.2.7 Working Capital Turnover Ratio (WCT) 76

4.3.2.8 Capital Employed Turnover Ratio (CET) 77

4.3.3 Leverage Ratio 79

4.3.3.1 Total Debt Ratio (TDR) 79

4.3.3.3 Long Term Debt to Capital employed ratio (LTD TO CE) 81

4.3.3.4 Interest Coverage Ratio(IC) 83

4.3.4 Profitability Ratio 84

4.3.4.1 Net Profit Margin (NPM) 85

4.3.4.2 Operating Expenses Ratio (OE) 87

4.3.4.3 Return on Assets Ratio (ROA) 89

4.3.4.4 Return on Equity (ROE) 90

4.4 Statistical Analysis 92

4.4.1 Correlation and Regression Analysis 92

4.4.1.1 Correlation & Regression analysis of Gross Domestic Product (GDP) and

Sales Revenue 92

4.4.1.2 Correlation & Regression Analysis of Investments and Profit 93

4.4.1.3 Correlation & Regression Analysis of sales revenue and Total Cost 94

4.5 Major Findings of the Study: 95

CHAPTER V

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Summary 98

5.2 Conclusions 100

5.3 Recommendations 104



LIST OF TABLE

Table 4.1 Budgeted and Actual Sales 58

Table 4.2 Relationship between Budgeted Collection & Actual Collection 59

Table 4.3   Product wise Revenue Collection 60

Table 4.4 Budgeted Cost and Actual Cost 62

Table 4.5 Relationship between Sales and Cost 63

Table 4.6 Calculation of current ratio and its straight line trend equation 65

Table 4.7 Calculation of quick ratio and its straight line trend equation 66

Table 4.8 Calculation of inventory turnover ratio and its straight line trend equation 68

Table 4.9 Calculation of Average Age of Inventory 69

Table 4.10 Calculation of Debtors Turnover Ratio and its straight line trend equation 70

Table 4.11 Calculation of Average Collection Period 72

Table 4.12 Calculation of Total AssetsTurnoverRatio and its straight line trend equation73

Table 4.13 Calculation of fixed assets turnover ratio and its straight line trend equation 74

Table 4.14 Calculation of Working Capital Turnover ratio and its straight line trend

equation 76

Table 4.15 Calculation of Capital Employed Turnover Ratio and its straight line trend

equation 78

Table 4.16 Calculation of Total Debt Ratio and its straight line trend equation 80

Table 4.17 Calculation of Long - term debt to capital employed ratio and its straight line

trend 82

Table 4.18 Calculation of Interest Coverage Ratio and its straight line trend equation 83

Table 4.19 Calculation of net profit margin ratio 85

Table 4.20 Calculation of operating expenses ratio 87

Table 4.21 Calculation of Return on Assets ratio 89

Table 4.23 Calculation of return on equity ratio 91



LIST OF FIGURE

Figure 4.1 Budgeted and Actual Sales of NTC 58

Figure 4.2 Total Revenue Collection 61

Figure 4.3 Budgeted Cost and Actual Cost 62

Figure 4.4 Net Fixed Assets of Nepal telecom 75

Figure 4.5 Total Capital Employed 78

Figure 4.6 Total Debt of Nepal Telecom 80

Figure 4.7 Net Profit of NTC 86

Figure 4.8 Operating Expenses of NTC 88

Figure 4.9 Returns on Equity of NTC 91


