IMPACT OF BUDGETING ON PROFITABILITY OF
NEPAL WATER SUPPLY CORPORATION
(NWSC)

A THESIS

SUBMITTED BY

Kamal koirala
Campus Roll No. : 1618/062
T.U. Registration No. : 7-1-49-953-98

SUBMITTED TO
Office of the Dean
Faculty of Management
Tribhuvan University

IN PARTIAL FULFILLMENT OF THE REQUIREMENTSFOR THE
MASTER'S DEGREE IN BUSINESS STUDIES (MBS)

January-2009



RECOMMENDATION

Thisisto certify that the thesis

Submitted by
Kamal koirala

Entitled

“Impact of Budgeting on Profitability of Nepal Water Supply”
Corporation (NWSC)

has been prepared asin the form as per the fulfillment of the partid requirement for
the Master's Degree in Business Studies of the Faculty of Management,
Tribhuvan University. Thisthessisforwarded for examination.

Dr. Kamal Deep Dhakal
ThesisSupervisor
Dr. Kamal Deep Dhakal
Campus Chief

Mr.Joginder Goet
Thesis Supervisor



VIVA VOCE SHEET

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

Kamal koirala

Entitled
" The Impact of Budgeting on Profitability of Nepal Water Supply
Corporation (NWSC)

and found that the thesis to be the origina work of the student and written according to
the prescribed format. We recommend the thesisto be accepted as partial fulfillment of
the requirement for degree of Master's of Business Studies (MBYS)

Viva-Voce Committee

Member (Research Department Head) .........cccceveevivieeciiieeee,
Member (ThesiS SUPEIVISON) .....cceeeeiiieee e,
Member (ThesiS SUPEIVISON) .....cccueeeeiiieee e
Member (External EXPert) .....ccccevvceeeeccieee e

Date:



Declaration

I, Hereby declare that the work reported in the thesis entitled " Impact of
Budgeting on Profitability of Nepal Water Supply Corporation (NWSC)"
Submitted to office of Dean faculty of Management Tribhuvan University, is
my original work done in the form of partial fulfillment of the requirements for
the Master's of Business Studies (MBS) under the Supervision of Dr. Kamal
Deep Dhakal and Mr.Joginder Goet, Shanker Dev Campus, Tribhuvan
University.

kamal koirala
Researcher
T.U. Reg.7-1-49-953-98



ACKNOWLEDGEMENT

The thesis work "“Impact of Budgeting on Profitability of Nepal Water Supply”” Corporation
(NWSC) has prepared for fulfilling partial requirement of the Master's Degree in Business Studies
(M.B.S.) under the supervision of Dr. Kamal Deep Dhakal and Mr Joginder Goet, Shanker Dev

Campus.

| an grateful to Shanker Dev Campus, Putalisadak, Kathmandu affiliated to Tribhuvan University
for providing me an opportunity to conduct research work on the perspective of"““Impact of
Budgeting on Profitability of Nepal Water Supply”” Corporation (NWSC)

Thisthesis owes its existence to Mr. Joginder Goet who not only supervisor my thesis but a'so gave
me constant encouragement. Specia thanks go to Dr. Kama Deep Dhaka who gave me the
guidelines for this research.

Works fail to convey the gravitate to my father Shiva Prasad Koirala and Mother Kamala Koirala
whose warm affection enable me to accomplish this work. | express my gratitude to Mr. Keshav
Nepal for imperative suggestions and guidelines. | also express my gratitude to my bother Bimal
Koirala and sister Parbani Koirala, Manju Koirala and Bhawana Koirala for their encouragement
and help.

| would like to express my sincere gratitude for providing timely co-operation provided by library
and all the other staffs of SDC and central library of T.U.

| would aso like to thank all the staff of Nepal Water Supply Corporation (NWSC), especialy the
staff of Budgeting Department for their valuable help for providing Data of Various Y ears without
hesitation.

Finally, | would like to express deep gratitude to al other family members and Mr. Ganga Koirala
for Continuous helps and Support while preparing this thesis.



TABLE OF CONTENTS

CHAPTER- ONE

INTRODUCTION

11
1.2
13
14
15
1.6
1.7
1.8

Genera Background
Introduction of NWSC
Focus of the Study
Statement of Problem
Objectives of the Study
Need of the Study
Limitations of the Study
Design of the Study

CHAPTER- TWO

REVIEW OF LITERATURE

2.1

211
212
2.1.3
214
2.15

Conceptual Review

Concept of Profit

Concept of Planning

Concept of Profit Planning

Planning Vs Forecasting

Process of Profit Planning

2.1.5.1 ldentification and Evaluation of External Variable
2.1.5.2 Development of Broad Objective of the Enterprise
2.1.5.3 Development of Specific Goal for the Enterprise
2.1.5.4 Development and Evaluation of Company Strategies
2.1.5.5 Executive Management Planning Instructions
2.1.5.6 Preparation and Evaluation of Project Plan

2.1.5.7 Deveopment and Approva of Strategic and Tactical Profit Plan
2.1.5.8 Implementation of Managerial Budgeting

2.1.5.9 Use of Periodic Performance Report

kamal koirala
Researcher

Page No.

© 0O N N NO W B

10
10
11
12
14
15
15
15
16
16
16
17
17
17
18



2.1.5.10 Use of Flexible Expenses Budgets
2.1.5.11 Implementation of Follow-Up

2.1.6
2.16.1
2.1.6.2
2.1.6.3
217
2171

21.7.2

2.1.7.3

21.7.4

2175

2.1.7.6
21.7.7
2.1.7.8
2.1.7.9

Budgeting asa Tool of Profit Planning

Objectives of Good Budgeting

Classification of Budgets

Problems and Limitations of Budgeting

Development of Profit Planning

Sales Budget or Plan

2.1.7.1.1 Sales Planning and Forecasting

2.1.7.1.2 Strategic and Tactical Sales Planning
2.1.7.1.3 Purpose of a Sales Plans Budget

2.1.7.1.4 Component of Comprehensive Sales Planning

2.1.7.1.5 Developing a Comprehensive Sales Plan or Budget

2.1.7.1.6 Method of Projecting Sales
Production Plan or Budget
2.1.7.2.1 Meaning
2.1.7.2.2 Responsibility for Production Planning

2.1.7.2.3 Genera Considerations in Planning Production and

Inventory Levels
2.1.7.2.4 Developing the Production Plan
2.1.7.2.5 Developing Inventory Policy
2.1.7.2.6 Setting Inventory Policies for Finished Goods
Material Plan or Budget
2.1.7.3.1 Materia and Parts Inventory Policies
2.1.7.3.2 Purchasing policy
2.1.7.3.3 Justin Time Purchase
Planning and Controlling Direct Labor Cost
2.1.7.4.1 Approaches used in Planning Direct Labor Costs
2.1.7.4.2 Planning Direct Labor Hour and Wage Rate
Planning and Controlling Expenses
2.1.7.5.1 Cost Behavior
Manufacturing Overhead Budget
Selling and Distribution Expenses Budget
Administrative Expenses Budget
Capital Expenditure Budget
2.1.7.9.1 Processfor Planning and Controlling .......
2.1.7.9.2 Capital Expenses Decision

18
18
19
20
20
21
22
22
23
24
25

26
27
28
28
29

29
30
31
32

&RRS

35
37
37
38
38
39
40
40
41
42
43



2.1.7.9.3 Evaluation of Investment Decision

2.1.7.10 Completion and Application of the Profit Planning

2.1.7.10.1 Completion of Profit Planning

2.1.7.100.2 Implementing the Profit Planning
2.1.7.11 Ratio Analysisin Profit Planning

2.1.7.11.1 Meaning

2.1.7.11.2 Types of Ratio.

2.1.7.11.3 Ratio Analysis, Relation With Profit Planning
2.1.7.12 Cost Volume Profit Analysis

2.1.7.12.1 Break-Even Point Analysis

2.1.7.12.2 Application of Break-Even Analysisin ...
2.1.8  Performance Evaluation
2.1.9 Anaysisof Budget Variances
2.2 Review of Previous Research Work

2.2.1 Mr. Puran Prasad Shreshta

2.2.2 Mr. Surya Prasad Gurung

2.2.3 Mr. Khagendra Prasad Ojha

2.2.4 Mr. Jogindra Goet

2.2.5 Mr. Ghana Shyam Thapa

CHAPTER- THREE

RESEARCH METHODOLOGY

3.1
3.2
3.3
34
35
3.6
3.7

Generd

Research Design

Data Collection Procedure

Methods of Presentation and Analysis
Research Questions

Period Covered

Research Variables

CHAPTER- FOUR

DATA PRESENTATION AND ANALYSIS

4.1
4.2
4.3
4.4
4.5

Introduction

Sales Budget of Nepal Water Supply Corporation (NWSC)
Production Budget of NWSC

Situation of Water Production in Kathmandu Valley
Sources of Water Production

43
46
46
47
48
48
48
48
49
50
Y
52
53
55
55
56
57
58
959

61
61
61
61
61
62
62

63
63
71
71
72



4.6

4.7

4.8

4.9

4.10
411
4.12
4.13
4.14
4.15
4.16
4.17
4.18
4.19
4.20
4.21
4.22
4.23
4.24
4.25
4.26
4.27
4.28

5.1
5.2
5.3

Water Demand and Supply
Distribution System

Water Production Projects
Income Statement of NWSC
Analysis of Different Heads of Revenue
Consideration of Inventories
Analysis of Expenses of NWSC
Profit and Loss Account
Balance Sheet

Analysis of Financial Position of NWSC
Liquidity Ratio

Leverage Ratio

Activity Ratio

Profitability Ratio

Overhead Budget of NWSC
Capital Expenditure of NWSC
|dentification of Cost Variability
Cost Volume Profit Analysis
Variance Analysis

Sales Variance of NWSC
Production Variance of NWSC
Flexible Budget of NWSC
Major Findings

CHAPTER- FIVE
SUMMARY, CONCLUSION AND RECOMMENDATIONS

Summary
Conclusion
Recommendations

BIBLIOGRAPHY
APPENDIX

72
73
74
83
85
87
88
89
91
93
94
96
97
100
102
103
103
105
107
107
108
109
110

112
114
116



Table No.
41
4.2
4.3
4.4
45
4.6
4.7
4.8
4.9
4.10
411
412
413
414
4.15
4.16
4.17
418
4.19
4.20
421
4.22
4.23
4.24

List of Tables

Sales Budget and Achievements

Budgeted and Actua Sales Relationship

Budgeted Production and Actual Production
Budgeted and Actua Production Relationship

Actual Sales and Actual Production

Actual Sales and Actual Production Relationship
Summary of Income Statement of NWSC

Change in Income Statement

Position of Opening and Closing Inventory of NWSC
Operating Expenses Statement

Detail Profit and L oss Account of NWSC

Profit and Loss Pattern of NWSC

Balance Sheet of NWSC

Calculation of Current Assets Ratio of NWSC
Calculation of Quick Assets Ratio of NWSC
Calculation of Total Debt Ratio of NWSC
Calculation of Fixed Assets Turnover Ratio of NWSC
Computation of Total Assets Turnover Ratio of NWSC
Computation of Net Profit Ratio of NWSC
Computation of Return on Total Assets

| dentification of Cost

Sales Variance of NWSC

Production Variance of NWSC

Flexible Budget of NWSC

Page No.

66
74
77
80
82

85
87
88
90
91
92
95
96
97
98

100
101
104
108
108
109



Fig. No.
4.1
4.2
4.3
4.4
4.5
4.6

List of Figure

Budgeted and Actual Sales

Budgeted and Actual Sales Revenue of NWSC
Budgeted Production and Actual Production
Budgeted Production and Actual Production
Actual Production and Actua Sales

Actual Production and Actual Sales

Page No.
65
66
75
76
81
82



BOD
BPM
BS

Co. Ltd
CcVv
DD

FY

GN
IDA
KM
MLD
NWSC
PEr
PES
WSSC

ABBRIVIATIONS

Board of Director

Bhrikuti Paper Mills

Balance Sheet

Company Limited.

Co-efficient of Variance

Doubtful Debit

Fiscal Year

Government of Nepal.

International Development Association
Kilometer

Million Litter per day.

Nepal Water Supply Corporation

Karl persons Co-efficient of Correlation
Public Enterprises

Water Supply and Sewerage Corporation



