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PREFACE

The study is about fertilizer industry in Bangladesh, It has
been made possible with the financial support of the University
Grants Commission of the Government of the People's i”epublic of
Bangladesh. The study was undertaken because of the vital impor-
tance of fertilizer supply for increasing agricultural production,
Tlie government is interested in withdrawing subsidy from fertilizer.
Supply of fertilizer to the farmers at a fair price can be possible
without subsidy only if cost of production of fertilizer is brought
dovjn from the present level of cost through the useofwell-designed

techniques of cost control and cost reduction.

The author expresses his gratitude to the Government of the

People's Republic of Bangladesh for granting study leave with pay

for a period of three years. oo; ~nr

The researcher expresses his gratitude to Dr. Mohammad Habibullah,
Professor, Department of Accounting and Dean, Faculty of Commerce,
University of Dhaka who was very closely associated with this research
as a Supervisor and made many invaluable contributions. His supervi-
sion, couples a great degree of intellectualfreedom and enables the

researcher to complete the study.

The author is also grateful to Mr. Jagadish Chandra Shukla Das>
Associate Professor, Department of Accounting, University of Dhaka,
who assisted him in statistical matters. The researcher admits the
constructive criticism and directives of the expert of his Evaluation
Committee, nominated by the University Grants Commission of Bangladesh,

Professor Amal Bhushan Nag, Department of Accounting, University of
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Chittagong. He owes a debt of gratitude to Professor Dr. Herbert J.
Davi s> Department of Business Administration, School of Government
and Business Administration, the George Washington University,
Washington, D.C., USA, for his valuable suggestions for the improve-

ment of thl s study.

The researcher thanks Mr.Md. Mulnuddin Khan and Dr. Md. Yusuf
Talukder, Chairman and Ex-chairman respectively and also Associate
Professors, Department of Accounting, University of Dhaka for admi-
nistrative help. He is also grateful to a few scholars for their
open-hearted inspiration, encouragement and sincere co-operation
namely, Professor A.B.M. Khalid; Mr. Santi Narayan Ghosh, Mr.Mahbub
Ahmed, Dr. Saroj Kumar Shaha, Dr. Abul Hashem, Mr. A.S.M, Abdullah,
Dr.Md. Harun-Ur-Ra shid, Dr. Syed Masud Hossaln and Mr.A.Z.M. Ani sur
Rahman, Associate Professors, Department of Accounting; Professor
A.H.M. Habibur Rahman, Professor A.A.M. Baquer, Professor Shahid
Uddin Ahmed and Professor Khondaker Bazlul Haque of the Commerce

Faculty, University of Dhaka. 3848 0Oi)

The researcher acknowledges his gratitude to the authority of
the University of Dhaka which sympathetically considered his direct
admission into the Ph.D. Course and provided library facilities. He
is also grateful to the manageuient of IBa Library, ICAB Library*
ICMaB Library, BMDC Library, BIDS Library and BIBM Library for the

opportunity given to him for study.

The writer of the dissertation expresses his gratefulness to the
Chairman, Bangladesh Chemical Industries Corporation, the Managing
Directors of Natural Gas Fertilizer Factory Limited, Urea Fertilizer
Factory Limited, Triple Superphosphate Complex Limited, and Zia

Fertilizer Company Limited, Messers A.K.M. Mosharraf Hossain,
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Hasanui Murshed, H, HH Khondaker, Dr. Shafiqur Rahman, and S.a.S.S,
Alam respectively for the co-operation extended to hi.m Executives
of the BCIC Head Quarter and the tour fertilizer factories also

deserve thanks for their co-operation.

Mr.Md. Mohiuddin, Bureau of Economic Research, University of

Dhaka Who has done the typing work deserves thanks.

Besides, the researcher is morally obligated to acknowledge
the encouragement and services rendered by many of his close friends
and relatives. Special and affectionate thanks to his wife Mrs.

Salima Mannan and his song and daughter Sohel, Saki 1 and Mousumi

for their constant encouragement, moral support and sacrifice.

In fine, the research has the pleasure to claim that the entire
piece of work is his original contribution and has not been> submitted

any where for a degree or diploma.

Dated, Dhakai Submi tted by»
The 27th December, 19BH

Coun MD. aBDUL MaNNaN
Ph.D. Regd. No. 138/84-85
Department of Accounting

University of Dhaka.
DR. MD. HABIBULLAH
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abstract

The study addressed the fertilizer industry of Bangladesh; Speci-
fically, an examination of cost control and cost reduction measure.
The fertilizer industry in Bangladesh is a most critical industry
because of its linkage both with industrialization and agricuiturald
development. Since cost of production form the basis m fixation of
selling price, the study of the various cost elements is very much
significant in the context of subsidy policy of the government. An
attempt has been made, in the study, to critically assess the present
cost Control and cost reduction techniques currently used. An effort
has also been made to examine the efficiency and efficacy of diffe-
rent aspects of fertilizer industry, such as fertilizer production,
reasons for its high production cost, its problems) and shortcomings

faced in controlling and reducing cost.

The choice of the fertilizer industry as a topic for study was

guided by a number of reasons like inireasing efficiency, producti-
vity and equal distribution of resources etc. etc. The researcher
thought that production of fertilizer at a lower cost would enable

the country to attain multiple objectives which are as followsi

i) Distril'Utlon of fertilizer at a fair price.

li) Reduction of fertilizer cost which in tern enable the farmer

to use tHe same for attaining self-sufficiency in food grain.

1) Reduction of import of food resulting from state of self-
sufficiency in food grain enable the government to save

foreign currency.

iv) Increasing production of different crops like Jute, Cotton,

Sugarcane etc. by the use of fertilizer at a lower cost.
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Out of the six fertilizer factories m the country, four were
selected for investigation. The theme 'reasonable period of produc-
tion experience* was the basis for selecting the four factories as
cited below, out of the sixi

1. Natural Gas Fertilizer Factory Limited,

Fenchugonj, Sylhet.

2. Urea Fertilizer Factory Limited,
Ghorasal, Narsmgdi.

3. Triple Superphosphage Complex Limited,
North Potenga, Chittagong, and

4. Zla Fertilizer Company Limited,
Ashugonj, Brahman bari a.
These fertilizer factories produce Urea, Triple Superphosphate
and Ammonium Sulphate fertilizer as their main products and Sulfuric

rtcid, Oleum and Gypsum as by-products.

This is a fact finding study baset on the selected hypotheses*
The focus of attention of thi s study was on the cost control and
cost reduction measures adopted by tne fertilizer factories. Both

historical and current data upto 1985-86 have been collected from

the primary and secondary sources. A check list was also prepared
to facilitate collection of papers, documents, annual reports, cost
sheets, official memoranda etc. Further, a structured questionnaire

was developed and used for the collection of data relating to cost

control and cost reduction techniques employed by concerned super-

visors, managers and executives. The interview work was done by the
researcher himself. Official documents and papers were also collec-
ted by him. For the above purposes, the researcher made several

visits to the selected fertilizer factories.
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study has been divided into nine chjptersd

It portfciys an account of the siynificance of cost
Control and cost reduction covering its background
and statement of the problem, reasons for selecting
the fertilizer industry, objectives, hypotheses,

methodology, and gcope of the study.

It deals wvvith a brief review of literature on cost
control and cost reduction covering the theory of
efficacy, cost control, cost reduction, cost cons-
ciousness, human and psychological problems of cost
Control and cost reduction efforts; needs and si mjni-
ficance; tools and techniques: basic requirements;

fields and areas of cost control and Cost r»?doction

etc.

The economics of fertili r?r and need for cost minimi-
zation with a revievv of fertilizer - its origin, con-
tribution of fertilizer to increase agricultural
production and food self-sufficiency, fertilizer u”es
and consumption, fertilizer procurement and distribu-
tion, fertilizer price and subsidy, role of the
Bangladesh Chemical Industries Corporation in the
nationalised sector with reference to the fertilizer
industry in Bangladesh all these aspects has been dealt

viith in this chapter.



Chapter 1V.

Chapter V.

Chapter Vi

Chapter VII.

ChapterVill.

Cliapter 1 X.

The findi

1. Production

from fact

Dhaka University Institutional Repository

XVI 1
It is concerned th the analysis of the cost structure
of the fertilizer factories under study, accounting

patterns of the BCIC and its enterprises, budgetary
control and standard costing system of the fertilizer
factories covering production, production cost, cost

per metric ton, and comparison of budget wi th the actual

It presents X-rayed views of the Urea Fertilizer Factory

Limited — a case study.

It describes the determinants of production cost ivith
reference to overall performance, capacity utilization,
down-time, manpower position and labour productivity of

the selected fertilizer factories.

Cost consciousness of the executives of the fertilizer

factories has been observed.

Findings of Internal rt'dit as a measure of cost control

has been analysed.

It presents the findings and also conclusions.

ngs of the study are given below*

cost of same Variety of fertilizer such as urea varies

ory to factory in a particular.

2. The cost of production of same variety of fertilizer has been

showing a

n increasing trend from year to year in the same factory.
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Fertilizer cost per metric ton has been on the increase 'Zear

after year despite increase in the volume of production.

rtll the factories In general use Budget and Standard Costing for
control and cost reduction. But it shows as per present study
(investi gcition) by the resea'“cher that these instruments of
control are not used systematically and effectively; the reason
being lack of cost consciousness among v.orkers, supervisors»

managers and enterprise executives.

Though all these fertilizer factories have installed internal
audit system for controlling the use of production ingredients
but m actual practice it has been observed that the effectiveness
of the said audit system is very very weak. The recommendation
of the auditors for the adoption of drastic measures to check
leakages* thefts, pilferages and astages of resources are not

taken seriously by the concerned authority.

It appears from the audit repo-ts that right from the workers to
the top executives of the factories there 1s no strong commitment
to curtail pilferage, theft and wasteful utilization of resources

mspite of strong direction from the auditor in this regard.

In thp m3tti'r of procurement of matprials and inputs, the five
P's of efficient procurement namely, purchase of right input at
the right price from the right source, at the right time and in

riglit quantity ig not given due consideration.
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8. Inventory Management is rather weak, inflows and out flows of
the inputs not being checked accurately and not being recorded

promptly, and lead time not being followed carefully for which

production stoppages occurs occasionally.

9. The system of Cost nudi t that is widely used in developing coun-
tries like India has not yet been used In i”angladesh. The non-

application of the said audit causes improper utilization of

materials, human resources etc. On the other hgnd the applica-
tion of the said audit, it is accepted by the government of
Bangladesh can boost up production and productivity. It can also

detect the area of loopholes very easily.

10. It has been realised by the top managemer'.t of the Bangladesh
Chemical Industries Corporation t ,at the future would appear

bleak without effort to minimize cost of production.

Management of the fertilizer fictories is progressive and willing
to keep cost down but they have not been able to do it tothe desired
extent. The economic, social, political and legal environment are

not conducive for the elimination of cost increase caused by theft,
pilferage, improper use of inputs as detected in internal and external
audit reports and also as observed by the researcher. The need for
minimising wastages and ineffectual usage of production inputs have
not been cultivated in the managers. The training facilities received
by them were not designed to teach them the techniques of cost control
and cost reduction. Modern tools like Appraisal audit system, Manage-

ment audit system are still in the discussion stage. Even Cost audit
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system ha? not been introduced. Probably the social norms and values
do not encour.ije thpm to take drastic action even on wrong detected
through the budget. They are not ready to take risk by jumping on
measures to the extent as private entrepreneur are. However, there
is evidence that awareness about cost control and cost reduction is
being developed particularly because of the fear of conversion of

the enterprise into holding companies about which the present govern-

ment has a po<;itive attitude.

In conclusion, xt can be stated that the co<;t control and cost

reduction as a precautionary mea=;ure would definitely give some

impetus in increasing productivity and profitability not only to the

fertilizer sector but other public and private sector also.
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CHrtPTE.™ - |

SIGNIFICANCE OF COST CONTROL aND
COST REDUCTION

1.01 BnNnCKG.“QUND OF THE STUDY
rtNp ITS P”™OBLBi.

Over the past several decades cost control and cost reduction
have been a very popular topic in manageridl research. The Institute
of Coat and Viorks rtccountants of England focused its analysis and
published '“n Introduction to Budgetary Control Standard Costing
Material Control and Production Control' m the year 1950 and also
published a booklet of ’'Cost -ieduction' in the year 19b62 describing
the significance of cost cor trol and cost reduction. Cost control
has been defined by Eric L. Kohler as the employment of management
devices in the perfo rman d.- of any necessary operation so that pre-
established objectives oi quality, quantity and time may be attained
at the lowest possible outlay for goods and services. He also argued
that such devices include a carefully prepared and reviewed bill of
materials, instructions, standards of performance, competent super-
vision, cost limits on items and operations, and studies, interim

3
reports and decisions based o n the reports. Thus it appears
that cost reduction is a corrective function by continuous pro-

cess of analysis of costs for further economy in the application of

the factors of production. And, the concepts standard seems to be

1. Institute of Cost and Uork s Accountants, nn Introduction to
Budgetary Control Standard Costing Material Control and_Produc-
tl on Control, (London; 1950).

2. Institute of Cost and Works ccoun tants, Co gt .-teducti on, (London;
19M6) .
3. Kohler, -ric. L., rt Dictionary for Account.int, Fifth Edition,

p. 143.
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challenged for further improvement. Professor B.K, Basu rightly
observed that under the cost reduction method, standards became a
subject matter of research for further standard,” For this purpose

knowledge of cost control and cost reduction is a must which in turn

will evolve cost consciousness.

The economy of Bangladesh needless to mention, is predominantly
agricultural. The rate of growth in agriculture particularly In
crops production is, therefore, of crucial importance for the economic
development of Bangladesh, Chemical fertilizer is the central element

in the modern agricultural technology for increasing production of
agricultural crops. Since iridep endence, fertilizer consumption has
increased quite fast. The jff-take of fertilizer was 3,80 lakh tons

in 1973-74 and it increase! to 12.60 lakh tons in 1984-35 showing an

annual increase of 11,53 during the period, yet the intensity of
fertilizer use is low as compared with countries which have achieved
high yield of rice. In Bangladesh use of chemical fertilizer amounted

to 21,6 kg, per acre of land in 1984-85 against 114 kg, in South Korea

in 1982. World Bank staff working paper disclosed that in India, the
consumption and production of chemical fertilizers have increased at
an annual compound rate of 17,95 and 11 respectively during the

last 25 years (1952-53 to 1977-78)."

4, Basu, B.K,, "Cost Control", gurvev, A Journal of the Indian
Institute of Social Welfare and Business Management, Calcutta,
May, 1974, p,46,

5, Government of the People’s Republic of Bangladesh, The Third Flve
Year Plan > 1985-90. (Dhakai The Planning Commission, 1985), p,l65,

6, World Bank Survey of t Fertilizer Sector in India. {Washington,
D. C., 1979
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Notwithstanding significant increase in recent years* the

Usage of fertilizer in Bangladesh is low compared with that of
many other Asian countries.” Food and Agriculture Organization

of the United Nations presented a table of member countries show-

ing fertilizer use in per hectare of agricultural area* per area-
: Q :
bl e land and permanent crops and per habitants abstract of which
are presented in a tabular form (Table-1.01), The table indicates
that fertilizer consumption per hectare of agricultural area in

1983 for Bangladesh, Korea Republic, Korea DPR, and Japan were 55.9,

320.9, 337,9 and 388, 1 kg. respectively which indicates the lowest

fertilizer use in Bangladesh.
All the successive Five Year Pjans of Bangladesh have been
9
emphasising increased crop production. The government is deter-

mined to increase agricultural production by popularising the use
of chemical fertilizer along with irrigation water. As a result,

the use of fertilizer has Increased substantially.

The use of fertilizer was introduced in Bangladesh in the year
1950 and its annual consumption was only 2,698 tons. In 1960 ferti-

lizer consumption was increased to 49,019 tons and in 1970 the total

consumption was raised to 277, 232 tons. In 1982-83 fertilizer
consumption recorded its highest figure at 968,418 tons.™"" It is
7, International Fertilizer Development Center, Bangladesh Policy.

Options for the Development of the Fertl 11 zer Sector. (Alabama,
1983), p.16.

8, Food and Agriculture Organisation of the United Nations.
1984 FAQ Fertilizer Year Book. (Rome, 1985), pp. 46-48.

9, Governme of the People's Republic of Bangladesh, The Thlrd Flve
Year PI 198 5-90 . (Pnak a» The Planning Commission, 1985), p. 143.

10. Noor, f »ajjad, (Krishibid), "Fertilizer Use Extension and Its
Manage c", The Bangladesh Observer. (Dhaka* 5th February, 1986),
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evident from The Third Five Year Plan report that one of the reasons
for low yield of rice in Bangladesh is the low level of chemicaliza-
tion of the soil. In 1982 paddy yield in Bangladesh was 815 kg/acre,
against 2490 kg, in South Korea, Sri Lanka had also higher level of
chemical use (28,7 kg./acre) and a higher yield (1170/kg. acre) than
Bangladesh. With the expansion of irrigation facilities of high

yielding variety rice, wheat and other crops, the demand for ferti-
lizer will increase to 18,85 lakh tons by 1989-90M as detailed out

in table-1.02.

TflbU - 1,09

Fertilizer Distribution Target

: 1
1 Fertilizer j Unit i 1984-85 | 1989-90 \
Target
i { 1 Actua 1 g
f Urea '000" tons 832 1, 206
[ T5P *000' tons 346 554
MP '000" tons 69 105 {
( Others *000' tons 13 20
i Total 1 1, 260 1,885

Sourcei The Third Five Year Plan (1985-90) of the
Government of the People’s Republic of Bangladesh.

11. Government of the People's Republic of Bangladesh, The Thi rd
Fi Ve Year Plan. (Dhakat The Planning Commission, 1985),

pp . 165- 166,
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The fertilizer industry in Bangladesh has been progressing
substantially since its inception. The first fertilizer factory in
the country was established in the year 1961 and started its commer-
. . 12 . -
cial production from July, 1962. There are now six fertilizer
factories Bangladesh. These factories produce Urea, TSP and
rtmrnonium Sulphate; production of urea is much more than that of TSP
and Ammonium Sulphate. An important feature of the use of fertilizer

is that the increase in fertilizer price has been faster than that

of the price of crops, which hgve dampened the desire of the farmers

A . . 13
to use fertilizer in their crop land. So, the government have
popularised the use of fertilizer among the cultivators by supplying
fertilizer to them at a subsidized price.
All the industrial units in the fertilizer sector are owned
and managed by the Bangladesh Chemical Industries Corporation. In
in

the recent past, there has been a shift government policy relating
to ownership of industrial units. The government have taken up a
denationalization policy in 1975 disinvesting a number of nationa-
lized concern which eventually diminished the wave of socialism
started in 1972. Recently, under the New Industrial Policy of the
Government, a process of privatisation has started. So, the govern-
ment has decided to mobilise and increase resources of the country.

As a result, the policy of subsidized sale of fertilizer is being

12, Natural Gas Fertilizer Factory Limited, Annual Report 1985-86,
(Fenchugonj), p,7,

13. Government of the People's Republic of Bangladesh, The Third
Five Year Plan i 1985-90. fDh”kpii The Planning Commission, 1985),

p, 147,
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amended accordingly. This has obliged the authorities concerned
to emphasise control and reduction of the cost of production of
fertilizer so that the farmers can get their required fertilizer

at a fai r pri ce.

One Bangladeshi academician argued that in Bangladesh the rate
of increase of costs of manufactured goods has been much higher than
in other countries. 1 A researcher in the pre-li berati on days
reported that one important cause of high cost of production in
Bangladesh is the managerial inefficiency and lack of cost conscious-
ness.”™ Another researcher holds the view that the most baffling
problems of our nationalised industries to-day are» to increase the
operational efficiency, to arrest the leakage of profits or to reduce
operating losses and thereby to control the cost of production. 16 The
United Nations Industrial Development Organisation disclosed that
high cost of production of fertilizer Is the main problem in many
developing countries.As the fertilizer factories are under the
ownership and control of the government, they are under tremendous
pressure for minimizing the cost of production by plugging all the
holes of leakages and wastages of their resources. So, the cost con-

trol and cost reduction constitute an important area for research,

14. Khan, Azizur Rahman, "A Study into the Gauges of High Cost of
Production of Manufactured Goods m Bangladesh”, The Dhaka
University Studies. Part-A, (Dhaka* 1974), p,2I1I.

15. Habibullah, M,, "A Case for Responsibility Accounting”,
The Industrial Accountant. (Karachi i The Pakistan Institute
of Industrial Accountants* 1971), p.22.

16, Khan, Md. Muinuddin, "An Evaluation of Accounting Practices
in Bangladesh”, The Accountant. (Dhaka* Bangladesh Chartered

Accountancy Chatra Pari shad, 1984), p,31,

17, United Nations Industrial Devalopment Organisation, Recent Deve-
lopments in the Fertilizer Industry. (New Vorki 1972) p,93.
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The researcher of the present dissertation has been encouraged
by the observation made by some eminent social scientists and acade-
mician of the country. For example, one economist observed that at
the public sector industrial enterprises adequate management infor-
mation was not maintained, proper costing was not done, appropriate
budgetary control was not applied and there existed very Ilittle cost

. . 18 .
consciousness amongst the executives. A professional Cost Accoun-
tant observed that higher prices of goods posed a serious economic

. 19 .
and social problem. An experienced Cost Accountant focused the
methods of cost control and cost reduction in the nationalised

20
industrial sector. Lack of cost-mi ndedness among the managers of

21
public sector unit has been observed by Professor Dr. M. Habibullah.

18. Ahmed, Q. Kholi quzzaman, "The Management of Nationalised Indus-
tries Sector in Bangladesh t Some Comments on the First Five
Year Plan Proposals". Political Economy. Vol. 1, No. 1 (Dhakai

Bangladesh Economic Association, 1974), p. 257,

19. Miah, Md. Uttam Ali, *Why Cost Control and How to Control",
paper presented in *Cost Control and Cost Reduction* Seminar
sponsored by the Institute of Cost and Management Accountants
of Bangladesh, Dhaka, on October 30, 1981.

20. Shahidullah, Md. , "Methods of Cost Control and Cost Reduction
in the Nationalised Industrial Sector*', The Accountant. (Dhakali

Bangladesh Chartered Accountancy Chatra Pari shad, 197bK

21. Habibullah, M, , "Making Employees Cost-Minded'*, paper presented
in 'Cost Control and Cost Reduction' seminar sponsored by the
Institute of Cost and Management Accountants ofBangladesh,
Dhaka, on October 30, 1981.
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1.02 REASO"NiIS FOR SELECTING THE FERTILIZER INDUSTRY

The United Nations Industrial Development Organisation (UNXDC)
presented a Monograph entitled, "Fertilizer Industry” which was based
on the proceedings of the International Symposium on Industrial Deve-
lopment, November-December, 1967 in Athens, in which great emphasis
was put on the fertilizer industry. 22 In this monograph it was said
that it (this industry) held a unique position in developing countries
because it is linked both with agricultural development and industria-
lization. In this Monograph, UNIDO stated that although agriculture
is its principal customer , still the fertilizer industry has links
with many other industries. 23 As for example, the oil and natural
gas industries supply hydrocarbons as raw-materi al s to the fertilizer
industry, the mining industry supplies phosphate rock, potash and
minerals and sulphur, the ammonia produced by the fertilizer industry
has many industrial applications, Ammonium nitrate is used as an
Industrial explosive, particularly in coal mining, Urea is used in
making urea-formaldelyde plastics. Phosphoric acid has many indus-
trial uses. Ammonium phosphate is used as a fire-proofing agent,

Ammonium Chloride, which is important in the manufacture of dry

batteries, and Soda ash is made as joint product in a process used

in several Asian countries. Thus in many developing countries ferti-
lizers provide the nucleus for a broadly-based chemical industry?*
22. United Nations Industrial Development Organization, Fertl li zer

| ndustrv . (New Yorki United Nations, Monograph No, 6, 1969),
p. 1.

23. lhid.. p. 2.



Dhaka University Institutional Repository

10

The choice of fertilizer industry as an area of investigation
in Bangladesh has been made for a number of reasons,® The researcher
thinks that production of fertilizer at a lower cost will enable the

country to attain multiple objectives noted belowi

1, The farmer will get fertilizer at a fair price, enabling him

to bring about green revolution in the country.

2. It will enable the farmer to Increase food production, which
can help to attain self-sufficiency in food and reduce depen-

dence on food import.

3, it will Increase the production of raw materials required for
different manufacturing industries e.g, jute for jute industry,

cotton for textile industry, and sugarcane for sugar industry,

etc.

4, It will also increase the production of cash crops for earning

more foreign <currency through export.

5. Further, it will encourage more and more production of crops,
investment in agricultural crop production, adoption of better
and improved production technology, and increase efficiency of

agricultural production.

6. Finally, it will increase farm production and farmer's income,
which will gradually lead to farmers ability to live on their
own, and ultimately they will work hard to produce more and more

bringing for the cause of green revolution in the country.

a. See Abstract.
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1.03 OBJECTIVES OF THE STUDY

The main objective of the study is to make a critical assess-

ment of the existing practices of cost control and cost reduction
measures in the fertilizer industry. The specific objectives of

this study are as followsi

1. To ascertain the productwise cost of production of different
fertilizer factories.
2. To identify the causes of high <cost of production for which

subsidy has got to be given.

3. To examine the functions now performed by the cost accounting

department,

4, To examine the extent to whichmodern cost control and cost
reduction techniques such as Budgetary Control, Standard

Costing, Breakeven Analysis etc, are applied.

5. To examine which elements of cost are controllable in the

individual fertilizer factory.

6. To examine the extent to which work methods, equipments,
factory design and layout are conducive to production at

minimum cost,

7. To indicate the cost of production per metric ton over the

years in relation to fertilizer price.



10.

11.

12.

13.

14.
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To assess the existing organisational climate favourable for

Cost control and cost reduction and to evaluate the attitude

of workers, employees and management toward cost control and

cost reduction measures.

To identify the causes for which the cost of production of

the same variety of fertilizer varies from one factory to
another,

To find out the amount of loss incurred by the fertilizer
factories as a result of sale of fertilizer at a subsidized
prl ce.

To examine the extent to which fertilizer factories have

requisite trained manpower to help management in cost

control and cost reduction matters.

To examine how far, workers» supervisors and managers of

different levels are cost conscious.

To examine how far the control over the different elements
of costs z. material, labour and overhead expenses exer-

cised by the authorities concerned, has been found effective.

To present an action plan to the management for effective

Cost control and cost reduction.
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1,04 HYPOTHESES OF THE STUDY

In order to realise the objective of the study, the following

specific hypotheses have been developed for verification through

empirical invest! Qationi

1, The cost of production of fertilizer per metric ton has been
Increasing year after year despite the commitment of the
government to ensure distribution of fertilizer among the

farmer at a reasonably fair price.

2. Acceptance and use of cost control and cost reduction techniques

like Budgetary Control and Standard Costing by enterprise perso-

nnel is half hearted and ineffective rather than systematic and
well designed viz.
(a) Cost control measures like Value Analysis and Suggestion

Scheme widely used In the mature economies have not
received any mentionable recognition in Bangladesh ferti-

11 zer factori es.

(b) Break-Even Analysis is not used as a cost control device

meani ngfully,

(c) Cost planning through efficient and effective procurement
of production inputs is lacking i.e. five P*s of procure-
ment are not followed strictly though there is a full-
fledged department of Material Planning and Inventory

Control (MPIC).
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(d) Principles of efficient Material Planning viz., Minimum
Limit, Maximum Limit and Re-ordering level Is not main-
tained properly.

(e) VJhile placing order for purchase of imported inputs, lead
time is not considered carefully,

(f) V*hile purchasing inputs from domestic market, there is a
tendency for emergency purchase at cash which raises
purchase pri ce,

(9) While purchasing inputs Economic Order Quantity (EOq) is
not consi dered.

(h) Perpetual Inventory System and Always Better Control (ABC)
system for materials, work in progress and finished stock
are not used properly,

(i) Management of inventory items such as stores, spares and
accessories and finished goods is weak, which raises the
cost and adversely affects profitability.

There 1s no system of cost audit in Bangladesh. It may be

noted that this very system has reportedly helped the neigh-

bouring country like India to reduce their costs.

Costs are not segregated into fixed and variable categories

though it was done several years ago.
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Overhead expenditures are not subjected to scrutiny and analysis

for exploring the scope for cost reduction.

Responsibility Accounting is not enforced and the various expen-

ses of the factory are not properly grouped into suitable cost

cen tres.

Emphasis on production alone neglecting marketing, promotes

inventory build up of finished goods which Increases interest

cost.

Cost consciousness among the people employed and connected with

the fertilizer industry in Bangladesh, has not been developed.
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1,05 METHODOLOGY OF THE STUDY

This is a fact finding study based on the selected hypotheses.

The following methods of data collection have been followedi

Reading of books, journals and magazines containing information

about fertilizer industry.

Collection of published Financial Statements and Annual Reports

of the fertilizer factories under survey.

Collection of papers and documents containing information about
budgets, targets, and cost data relating to Cost of production

of fertilizer.

Interview of enterprise officers and executives connected with

production cost.

Personal observation in the Divisions, Departments and Sections

in which expenses are incurred.

a. STUDY IN STRUMgJTS

Data collection work was done with the help of the following

study instruments!

1,

A questionnaire has been developed for the interview of the
officers and executives employed in the fertilizer factories

(Appendi x-7,0 1) .

A check list has also been prepared to facilitate collection
of papers, documents, annual reports, cost sheets, official

memoranda etc*
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b. TYPES OF DATA COLLECTED

Types of inforraation and data collected with the help of ques-
tionnaire, interview and discussion, personal observation and review

of official documents and reports are as follows?*

1. Fertilizer demand.

2. Fertilizer production target.
3. Fertilizer production.

4. Fertilizer deficit.

5. Fertilizer imports.

6. Fertilizer exports.

7. Fertilizer prices.
8. Fertilizer subsidies.
9. Capacity utilization of the fertilizer factories.

10. Down time.

11. Manpower position.

12. Budgeted cost.

13. Actual cost.

14. Production cost.

15. Conversion cost.

16. Total manufacturing cost.
17. Cost of goods manufactured.
18. Cost of goods sold.

19. Variable cost.

20. Fi xed cost.
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21. Material cost*
(a) Raw materials.
(b) Chemicals.
(c) Packing materials.
22. Labour cost (salaries and wages) i

(a) Worker,
(b) Staff,

(c) Officer.
23. Power and fuel cost.
24. Stores, spares and accessories cost,
2b, Insurance cost,
26, Depreciation cost.
27, Interest and financial cost,
28, Head office overhead.
29, Factory overhead.
30, Administrative overhead.

31, Selling and distribution overhead.

The interview work has been done by the researcher himself.
Official documents and papers have been collected by him, personal
observation has also been made by him. For the above purposes the
researcher has paid several visits to the enterprises with letters
issues by the head office to the enterprise heads requesting
co-operation being extended to the academic exercise of the resear-
cher. The guide of the researcher addressed the chairman of BCIC
requesting him to extend all possible co-operation in the supply of

materials necessary for the preparation of the thesis.
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1.06 SCOPE OF THE STUDV
There are two types of fertilizers, viz., (1) natural ferti-
lizer, and (ii) chemical fertilizer. The study is Ilimited only to
the chemical fertilizer in Bangladesh, The focus of attention of

this study is the cost control and cost reduction measures adopted

by the fertilizer factories in Bangladesh.

There are six fertilizer factories in Bangladesh. These are
under the administrative jurisdiction of the Bangladesh Chemical

Industries Corporation (BCIC). These factories arei

1, Natural Gas Fertilizer Factory Limited (NGFF),
2, Urea Fertilizer Factory Limited (UFFL).

3. Triple Superphosphate Complex Limited (TSPC).
4, Zia Fertilizer Company Limited (ZFCL).

5. Polash Urea Fertilizer Factory Limited (PUFF) .

6. Chittagong Urea Fertilizer Factory Limited (CUFF).

Out of these six factories, the follovking four factories have

been selected for preparing the thesis of the researcher!

1. Natural Gas Fertilizer Factory Limited,
Fenchugonj, Sylhet.

2. Urea Fertilizer Factory Limited,
Ghorashal, Narsingdi.

3. Triple Superphosphate Complex Limited,
North Potenga, Chittagong.

4. Zia Fertilizer Company Limited,
Ashuganj, Brahman bari a.
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The reasons for selecting these four factories are as

fo 11 OMs |

(a) The Natural Gas Fertilizer Factory Limited is the oldest
fertilizer manufacturing enterprise of the country establi-

shed in 1961 and has been producing Urea and Ammonium

Sulphate fertilizer since 1962.

(b) The Urea Fertilizer Factory Limited established in 1970

produces only one kind of fertilizer namely Urea.

(c) The Triple Superphosphate Complex Limited located in
Chittagong was established in 1974 to produce TSP

ferti li zer.

(d) The 2ia Fertilizer Company Limited was established in 1983

at Ashugonj for the production of Urea,

It is clear that Urea fertilizer is produced in three of the
selected factories, Ammonium Sulphate is produced in one of the
four factories while TSP is produced again only in one factory out

of the four factories.

The researcher thought that a factory to be included in the
survey must have a reasonable period of production experience. The
Natural Gas Fertilizer Factory Limited has production experience
of 25 years, the Silver Jubilee of which was observed in 1986; the

Urea Fertilizer Factory Limited at Ghorashal functioning since 1970
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has production experience of 16 yearsjthe TSP Complex Limited
started production In 1974 having production experience of 12
years and the Zia Fertilizer Company Limited at Ashugonj has pro-
duction experience of three years, production having been started

from 1983,

The other two fertilizer factories in the country have
production experience for less than three years, they are yet to
start production on full scale. For these reasons these two

fertilizer factories have been excluded from the study.
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1.07 CONTENTS OF RESEARCH

The study on the subject has been divided into nine chapters.
Chapter 1 1s an introductory chapter, already discussed, covering
Its background and problem, reasons for selecting the fertilizer
industry, objectives, hypotheses, methodology and scope of the

study.The outline of various chapters are given belowi

Chapter2 i It deals with a brief review of literature oncost

control and cost reduction covering the theory of
efficacy, cogt control, cost reduction, cost control
vs. cost reduction, cost consciousness, human problem
of Cost Control and cost reduction; needs andsignifi-
cance! tools and techniques; basic requirements; fields

and areas of cost control and cost reduction.

Chapter 3 i It discusses the economics of fertilizer and need for
cost minimization with a review of fertilizer - Its
origin, fertilizer vis. agricultural output and food
self-sufficiency, fertilizer uses and consumption,
fertilizer procurement and distribution, fertilizer
price and subsidy, role of BCIC in the nationalised
sector, and the position of the fertilizer industry

in Bangladesh.
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Chapter 4 i It is devoted to the analysis of the cost structure
of the fertilizer factories wunder study is concerned
with the introduction of accounting patterns of the
BCIC and its enterprises, budgetary control and stan-
dard costing system of the fertilizer factories cove-
ring production, production cost, cost per MT, compa-

rison of budget and actual.

Chapter 5 t It presents X-rayed views of the Urea Fertilizer Factory
Limited - a case study.

Chapter 6 (It is concerned with determinants of production cost
with reference to overall performance, capacity utiliza-

tion, down-time, manpower position and labour produc-

tivity of the selected fertilizer factories.
Chapter 7 ilt analyses the cost consciousness of the executives
of the fertilizer factories wunder study.
Chapter 8 ilt presents the findings of Internal Audit as a measure

of cost control.

Chapter 9 i It includes findings and conclusion of the
study which focus the areas of cost improvement of
the selected fertilizer factories and particularly

the nationalized industrial sector as a whole.
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CHAPTEft - 11

REVIEt\ OF literature ON COST CCNT-iOL

and cost reduction

2.01 A BRIEF REVIEN OF LITERATURE ON

COST CONTROL AND COST REDUCTION

The present emphasis upon cost control and cost reduction is
not a new function of accounting and management. The need for cost
effectiveness had its origin from the start of Industrial Revolu-
tion and in the subsequent development of Large Scale Enterprise.
It has already been mentioned that this study is about cost control
and cost reduction. Cost consciousness is age-old; it is inherent
in the nature of business enterprise. First efforts for cost
control and cost reduction were made in the sphere of labour by

Taylor, the father of Scientific Management. The efforts of
Taylor and other pioneers of his times were directed to increase
labour productivity to reduce the per unit cost of labour. In the
fore front of the technological development, new inventions and
innovations reduced the per unit cost of output. The expanding
market that matched with the speed of manufacture led to business
expansion, which incidentally resulted in lowering the cost. Though
financial accounting is concerned with recording of all types of
costs in terms of money value yet, it lacks its propriety so far as
the areas of cost leakages are searched for. Cost Accounting thus,
came to be recognised as a means to achieve the purpose. It became

necessary for the manu facturer s«
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i) To identify costs to a product, job, process, etc.;
li) To improve quality for variedreasons;
iii) To Control costs;
iv) To reduce costs? etc,

A few studies in the U.S.A. show significant relationship

between cost control and cost reduction and the productivity. In
1931, The National Industrial Conference Board, New York, empha-
sised on the need of Budgetary Control in Manufacturing Industries.

. . . . 2 .

Eminent writers on the subject as as Voitsberger, Henrici,
4 ] 5 6 ] ]

Goetz, Smiddy, and Petersen put emphasis on the necessity of
cost control and cost reduction in manufacturing and in managerial
planning and control, Pugsley,~ an American Cost Accountant in his
paper, presented to the 32nd Annual International Cost Conference
of the National Association of Cost Accountants of USA, in 1951,

stated that it was necessary to build up cost consciousness among

the employees for the purpose of cost control and cost reduction.

1. National Industrial Conference Board, Budgetary Control in
Mrinu facturl nqg Industry. New York, 1931,

2. Voitsberger, D.M., "Standard Costs and Cost Standards",
Modern Management. 1945,

3. Henrici, Stanley B., Standard Costs for Manufacturing.
McGraw-Hill Book Company Inc., New York, 1947,

4. Goetz, Billy, E., Role of Costs in Man”igqerlal Planning and
Control. S”M Publication, Chicago Chapter, 1947,

5. Smiddy, Harold F., Managers and Cost Control. Proceedings,
SAM, 1949,

6. Petersen, Elliott, "Setting Cost Reduction Goals", Advanc ed

Managemen t. 1950,

7. Pugsley, John,, Ths 32nd Annual International Cost Conference
of the NACA, The Management Review. 1951,
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Tha concept of cost coni .1 and cost redurt :cn became a very
popular topic in U.S.A. and U.K. Later on its popularity gradually

Spread in tho developing countries of Asia.

Like other developing countries Bangladesh started thinking
about cost control and cost reduction while planning their indus-
trialisation program. So, Bangladesh participated in many Interna-
tional Cost Conference”™ and collected ideas about this topic from

the industrially developed countries.

Many experts, researchers, teachers have expressed their views

Q

in their different articles for the introduction of cost control

and cost reduction in Bangladesh.

a. Cost Conference in Madras, India in 1979 sponsored by the
Institute of Cost and V<orks Accountants of India. (Representa-
tive of the Institute of Cost and Managanent Accounts of
Bangladesh participated,)

8. (a) Ahmed, Muzdirar, "The Prospects and Problems of Nationalised
Industries"”, Management. Business and Econoniics. Journal of
the Institute of Business Administration, Dhaka University,

Dhaka, Vol. 1, No. 1, 1975, pp.29-33.

(b) Hahman, Mawdudur, "Budget Behaviour Man erial Approach to
Budgetary Control”, Management. Business < Economi cs. The
Institute of Business Administration, Dh”ka University, Dhaka,
Vol. 111, No, 3, pp.331-38.

(c) Habibullah, M., "Making Employees Cost Minded", Manaa ent.
Business and Economics. Tl a Institute of Business Administra-
tion, Dhaka University, D'raka, Vol. |, No. 3, 1975, pp.124-131.

(d) rtdhman, Mawdudur, "A Notes on Controls and Accounting in
Nationalised Corporation in Bangladesh", Managemon t. Business
and Economics. The Institute of Business Admini stra ti on, Dhaka,
1978, Vol. 1V, No. 1, pp.77-82.

(e) Ahmed, Quazi Khoii quzzaman and Chowdhury, Anwaru zzaman, "What
has been happening to productivity in manufacturing sector of
Bangladesh ? A Case study of Selected Industries"”, A Research

Report of The Bangladesh Institute oi Development Studiesi
197 ?, Seri es No, 4.

(Contd...)
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Footnote 8 continued

(f) Bakht, Zahid and Rahman, Siddiqur, 7"Comparative Cost Structure
- A Study of Selected Manufacturing Industries of Bangladesh**,
The Bangladesh Institute of Development Studies, Dhaka, 1974,
Vol. 2, No.4, pp. 425-44.

(g) Chowdhury, Nuimuddin, "A Social Cost-Benefit Analysis of the Tea
Industry of Bangladesh"”, The Bangladesh Institute of Development
Studies, Dhaka, 1975, Vol.3, No.4, pp. 379-402.

(h) Hashem, M. Abdul, "Cost Control and Cost Reduction"”, The Cost and
Management. Journal of the Institute of Cost and Management
Accountants, Dhaka, 1979, Vol.VIl, No0.3&4, pp.35-41.

(i) Hasan, M.N., "Cost and Budgetary Control Needed in Jute Industry",
The Cost and Management. The Institute of Cost and Management
Accountants of Bangladesh, Dhaka, 1978, Vol. V, No.2, pp. 33-36.

(J) Miah, Md. Uttam Ali, "Budget and Budgetary Control in Industrial
Enterprises”, The Cost and Management. The Institute of Cost and
Management Accountants of Bangladesh, Dhaka, 1980, Vol. VIII,
No. 2&3, pp. 25-28.

(k) Aphiluddin, Md., "Controlling through Budgeting"”, The Cost and
Man aaemen t. The Institute of Cost and Management Accountants of
Bangladesh, Dhaka, 1982, Vol. X, No. 2, pp. 12-15.

(1) Ahmed, Muzaffar, "Cost Reduction by Value Analysis", The Cost
and Management. The Institute of Cost and Management Accountants
of Bangladesh, Dhaka, 1982, Vol. X, No. 4, pp. 14-20.

(m) Ahmed, Z.U., "Social Cost-Benefit Analysis”, The Bangladesh
Accoun tant. The Institute of Chartered Accountants of Bangladesh,
Dhaka, First National Conference Issue, 1984.

(n) Bhattacharjee, Durgadas, "Managerial Performance of the Public
Sector Industry t A Review of Concepts and Trends of Performance
of the Sugar Industry in Bangladesh"”, The Dhaka University Studies.

Part-C. (Dhakai University of Dhaka, 1985, Vol. VI, No, ).

(o) Logman, Md., "Management Use of Accounting Information in Financial
Decisions and Control of Nationalised Industries in Bangladesh",
Unpublished Ph.D. Thesis (Dhaka* University of Dhaka, 1984).

(p) Baquer, A.A.M., "Management for Self-Reliance"”, The Dhaka Univer-
sity Studies. Part-C. Vol. 2, No. 1, (Dhakai University of Dhaka*

1981).
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The Institute of Cost and Management Accountants of Bangladesh
arranged a conference on "Cost Control and Cost Reduction" in the

year 1981 in which Scholars, Researchers, Teachers, Professional

Accountants participated. Time to time seminars on, ”Budgetary
Control", "Cost Audit and Inventory Management”, were orgahnised
by the said Institute. The objectives of these Conferences and

Seminars were to give emphasis on cost minimization and to make

the employees cost minded,

9
M.A, Hye of Chittagong University, Faculty of Commerce, did

a pioneering study in relation to jute industry of Bangladesh, as
to how budget can be accepted as an instrument of control if the
concerned executives accept it with an open mind. M.M, Mahmud”*»
of the same University, also highlighted the causes of high cost

of production in the public sector enterprises.

M. J, Hoque™ in his thesis critically examine the existing
practice of financial planning and control in Public Sector Indus-
tries in Bangladesh. He selected 6 industries covering 242 enter-
prises, whose activities covered the period from 1975-76 to 1977-78,

In that thesis Dr. Hoque showed that there were sharp unfavourable

9, Hye, M.A,, "Acceptance and Use of Budget by Managers of Natio-
nalised Industrial Enterprises in Bangladesh", Unpublished
Ph.D. Thesis, University of Dhaka, 1982.

10, Mahmud, Monjur Morshed, **Accountabi 11ty of Public Industrial
Enterprises in Bangladesh", unpublished Ph.D. Thesis, University
of Chittagong, 1984.

11* Hoque, Md. Jahirul, "Financial Planning and Control in the
Public Sector Industries in Bangladesh”, unpublished Ph.D.
Thesis, University of Dhaka, Dhaka, 1981.
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variances between the budgeted total costs and actual total costs
which varied from 14,5 per cent to 19.9 per cent in the case of

the industries concerned owing to poor cost control.

All these researchers thought that effective implementation
and execution of cost control and cost reduction devices would

help to reduce cost, increase profit and promote efficiency.

From the above findings of Bangladesh Jute, Cotton and other
big industries, the researcher thought that while using the tradi-

tional methods of cost accounting techniques to control and reduce

manufacturing and non-manufacturing costs, it also introduces new
measures suggested in recent literature on the subject and advo-
cates their implementation in the fertilizer factories of Bangladesh,

2.02 EFFICACY OF CO3T CONTROL AND COST REDUCTION

The literal meaning of the word, "Efficacv'’® is capacity for
producing desired result. It is a measure of success in any work
in the field of human endeavour. Here (in this topic) it means
the measure of success attained in controlling and reducing the
cost of production. Different men used different v~ords for measu-

ring the production capacity such as Efficacy, Cost Effectiveness

and Producti Vi ty.
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In February, 1962 the Second All-India Seminar on Public
Enterprises was organized by the Department of Commerce, Csmania
University, Hyderabad. The papers read out in the seminar were
edited by V.V. Ramanadham, Professor and Head of the Department
of Commerce, Osmania University and published under the title,
"The Efficacy of Public Enterpri se". M The important object of
the seminar was to provide the necessary synthesis between academic
ideas and practj.cal views on a subject of growing importance in
India, namely - the public sector and the attention was confined
to three topics* Public Enterprise and Regional Development,
Social and Economic Returns of Public Enterprises, and Management

Boards of Public Enterprises.

The public sector has of late been the target of public criti-

cism and all the ills in the national economy are being attributed
. 13 . . . .

to it. That being so, it is necessary to review the state of
affairs in the industrial sector with a view to taking corrective
measures and one of the instruments of assessing the efficacy of
the existing industries i s to ask the authority concerned to publish
the annual report containing the balance sheet and the profit and

14 . . . .
loss accounts. These give u$ a very clear idea about the signi-

cance and importance of the word effi cacy.

12. Ramanadham, V.V. (edited), The Efficacy of Public Enterprise,
Allied Publishers Private Limited, Bombay, 1963,

13. Afzal, Md. Anwarul, "Diagnosis and Remedies * The Public Sector
Sickness", The Bangladesh Observer. Dhaka, 8th Feb, 1967,

14. The Bangladesh Observer. "Instrument of Control", Editorial,
Dhaka, December 22, 1985,
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2.03.1 THE CONCEPT Or COGT
While discussing cost control and cost reduction, it is nece-
ssary to know wliat is cost. The following are the vievis about the

concept of cost expressed by different internationally reputed

writers. Everybody is well aware of the fact that virtually every

activity in business involves costs. Most business are facing

new problems requiring a much greater emphasi s on identi fyiny and

isolating costs. The management accountant characteristically

is

|l sa

concerned with costs.Cost is difficult to define. Cost

term with many uses but always with the connotation of sacri-

. 19 . .
fice of resources. Cost is the sum of money or equivalent

expanded in terms of labour, materials, use of equipment, rent

etc.

. 20 .
to produce a product or service. According to Anthony and

Vvelsch, cost is a measurement, in monetary terms of the amount of

21 .
resources used for some purposes, W.M, Harper has defined cost

15.

16.

17.

18.

19.

20.

21.

Nickerson, Charence B., Managerial Cost Accounting and Analv?ds.
McGraw-Hill Book Company, New York, 1962, p.l.

Kirkland, Don, "Cost Systems i How to Develop them Effectively",
Hand Book of Business Problem Solving. Edited by Albert, K.J.,
McGraw-liill Company, New Vork, 1980, p.7-3.

Lynch, Richard M., and Killiamson, Hobert W, Accounting for
Management t Planning and Control. McGraw-Hill Book Company,

New York , 1983, p. 18.

Shillinglaw, Gordon, Cost Accounting i Analysis and Control.
Richard D. irwin, Inc., Illinois, USA, 1961, p.54.
Parker, R. H., Macmillan Diction,~rv of Accounting. MacmiJdlan

Press, London, 1984.

Johannsen, Hano, and Page, G. Terry, The Internation | Dictio-
nary of Business. Prenti ce-Ha1ll, inc., Euglewood Cliffs, New
Jerry, 1981.

Anthony and Viielsch, Fun(lamentals of Management Accounting.
Richard D. irwing, inc., 1974, p.25.
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as the value of economic resources used as a result of producing

or doing the thing costed. 22 Cost as a factor for controlling

activities in an industry is generally recognised as an indication
. - 23 . . .

of managerial efficiency. According to Ryall, practically in all

cases a 'Cost' is the sum of three groups or components — the

purpose or transfer price of material, the cost of the hire of

labour and the value of other disbursements made or expenditure
. . . . . 24 .
incurred in achieving the desired product or result. The committee
on cost concepts and standards of the American Hccounting Association
defined cost as a foregoing, measured in monetary terms, incurred

) ) ) o ) ) 25
or potentially to be incurred to achieve a specific objective.
In a tentative set of broad accounting principles for business
enterprises, cost is defined as, an exchange price, a foregoing,
a sacrifice made to secure benefit, the foregoing or sacrifice at
the date of acquisition is represented by a current or future diminu-

tion in cash or other assets.The American Institute of Certified

Public Accountants defined, cost is the amount, measured in money,

22. Harper, W.M,, Co”~t Accountintj. MacDonald and Evans, U.K.,
1977, p. 5.

23. Terry, George R,, Principles of Management. Richard D. irwin
Inc., Ontario, 1977, p,5b2,

24. Ryall, Dictionary of Costing.quoted by B.K. Bhar, "Cost Accoun-
ting 1 Methods and Problems, Academic Publisher, Calcutta, 1972,
p. 13.

25. American Accounting Association, Report of the Committee on
Cost Concepts and Standards, The Accounting Review. Vol. XXVIi ,

No.2, p. 176.

26. Robert T. Spouse and Maurice Moonitz, Accounting Research
Studv. No. 3 (a tentative set of broad accounting principles
for business enterprise), American Institute of Certified
Public Accountants, New Vork, 1962, p,25.
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of cash expended or other property transferred, capital stock
Issued, services performed, or a liability incurred, in considera-

. . . . 27 .
tion of goods or services received or to be received. According

to M.N'. Hassan, cost represents an expenditure - a decrease in
assets or an increase in liabilities - made to secure an economic
28

benefit, generally resources that promise to produce revenue.

Costs vary in accordance with purposes, objectives or aims
of economic activities. This is clear from the remarks of Professor

29
B. K, Basu that cost of yesterday is not equal to cost of today

and Cost of today will not be equal to the cost of to-morrow due
to rising prices in economy. Accounting scholars™*” in Bangladesh
also feels in the same way. The term cost implies the total reso-

urces consumed to accomplish a specific objective. 31 The specific
objective to be accomplished might be the production of something
or a group of things, the acquisition of some service, a service
rendered to a hospital patient or a bank customer, a machine-hour,
a social welfare project, a mile of road, the measurement of net

income or any other conceivable activity. According to Matz d Usry,

27. American institute of Certified Public Accountants, Committee on
Terminology, Accounting Terminology Bulletin Ng. 4. 1977, p,l«

28. Hassan, Md. Nurul, Cost Control and Cost Reduction under Infla-
tlon. paper presented in 'Cost Control and Cost Reduction'’
conference sponsored by the Institute of Cost and Management
Accountants of Bangladesh, Dhaka, October 30, 198 1.

29. Basu, B.K., "Cost Control”, Survev. A Journal of the Indian
institute of Social Welfare and Business Management, Calcutta,
May, 1974, p. 47.

30. Talukder, Md. Yusuf, "Why do we need inflation Accounting”,
The Bangladesh Account,*nt. (Dhaka» The Institute of Chartered

Accountants of Bangladesh, Vol.4, No.l, July-Sep tettber, 1960),
p. 3b.
31. Gray, Jack ii Ricketts, Don, Cost and Managerial Accounting.

McGraw-Kill Book Company, New York, 1982, p. 17,
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it IS a fundamental axiom that a cost must be understood in its

. . . . . . 32
relationship to the aims or purposes which it is to serve,

R. A. Howell and S. R Souc:y33 described that the cost accoun-
ting system should identify all costs required to design, purchase,

manufacture, market and sell a product.

Management endeavours to obtain the right proportion of the

factors that go into the funi shed product. Each factor represents
a cost incurred. Each cost incurred should have added value in
excess of its costs to the final product. Costs that does not add

to value must be abolished.

Thus it appears that cost have a direct influence on selling
prices and volume of salest which in tern determine the size of
profits. If proper measures can be taken to control costs and
minimise wastage and spoilage, the production costs can be reduced,
resulting in a more competitive pricing policy by the fertilizer
sector and a decline in the level of government subsidy. Hence,
the purpose of this study 1s to investigate the extent to which
to costs in the nationalized fertilizer factories could be reduced
and how an efficient system of cost control and cost reduction

could be implemented.

32, Matz, Adolph, S Usry, Milton, Cost Accounting i Planning and
Control. South-Western Publishing Co., USA, 1980, p,40.

33, Howell, Robert A,, and Soucy, Stephen R,, "Cost Accounting
in the New Manufacturing Environment", Management rtccounting.
(N.J.lI Mont Valei National Association of Accountants,

Vol. LXIX, No,2, August, 1987), p.,43.
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2,0 3.2 no<~"T.qg TN TH=" EYE OF ACCOUNTANTS aND ECONOMISTS

The following quotations from some eminent specialists in
accounting show how comprehensive and varied is the meaning of the
word 'Cost*. The word cost is very comprehensive and is being used
by different people at different times to mean different things.
Accountants, Economists, Engineers and others facing cost problems

have developed cost concepts and cost terminology according to their

n 36
needs. According to C, T. Horngren, Accountants usually define

costs are resources sacrified or foregone to achieve a specific

objective, Dewett and Chand37 defines economic cost as,

by economic costs is meant those payments which must be
received by resource owners in order to ensure that they will conti-
nue to supply them In the process of production. This definition s
based on the fact that resources are scarce and they have alterna-
tive Uses. To use them in one process i s to deny their use in other

processes. Economic cost Includes normal profit.

Accountants* classification of costs are usually set up for
legal, financial control and auditing purposes while economists’

classifications are designed to provide decision making guidelines

. . . 38 .
for management to achieve the firms economic goals. Economic

34. Mohiuddin, Md. , "Ifthy Cost Control and How to Control", paper
presented in the 'Cost Control and Cost Reduction' Conference
sponsored by the ICMaB, Dhaka, October 30, 198 1.

35. Matz, Adolph, ii Usry, Milton, Cost Accounting t Planning and
Control. South-Western Publishing Co., USA, 1980, p. 39.

36. Horngren, Charles, T,, Cost Accounting 1 A Managerial Emphasis.
Pren ti ce-Ha 11 international Edition, USA, 1982, p.21.

37. Dewatt, K.K., and Chand, Adarsha, Modern Economic Theory.
Shyam Lai Charitable Trust, New Delhi, f984, p. 148.

38. Mote, U. L., Paul S., and 'jupta, G. S. Managerial Economicsi
Concents and Cases. Tata Mcgraw-Hill Publishing Company Limited,
New Delhi, 1978, p. 65.
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cost may be grouped as money cost, nominal cost, real cost, oppor-
tunity cost, implicit and explicit cost, transfer cost, entrepre-

39
neur'scostetc.

In thi s study the economic costs has been excluded and the

accounting costs has been considered.

2,0 3,3 COST3. EXPENSE”~>aND LOSSES

Sometimes 'Cost*, 'Expense' and 'Loss' create confusion in the
mind of Economists and Accountants. As a matter of fact, there is
a clear-cut distinction among costs, expenses and losses- Bgcker

and Jacobsen clearly distinguished costs from expenses and losses
with clear examples; 'costs' represent that portion of the acquisi-
tion price of goods, property, or services which has been deferred
or not yet utilized in connection with the realization of revenue.
Fixed assets and inventories are examples of such deferred costs.
'Expenses' are costs which have been applied against the revenue of
a particular period. Office salaries are expenses of the period in
which they are incurred. 'Losses' are reductions in firm equity,
other than from withdrawals of capital* for which no compensating
Value has been received. Destruction of a plant by tornado or fire

. 40 . .
is an example of a loss. The focus of cost accounting is on

39. Dewett, K,K,, and Cha~d, rtdarsha, Modern Economic Theory.

Shyam Lai Charitable Trust, New Delhi, 1984*
40, Backer, Morton, and Jacobsen, Lyle E., Cost rtccounting i A
Managerial Approach, McGraw-Hill Book Company, New York, 1964,

pp.3-4,
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costs, not expenses. Frequently the term ’'Cost' is used synony-
mously with the term 'expense' and means an expired cost. Yet the
term 'Cost* is wused for both assets and expenses. The 'expense'

refers to the sacrifice, the renouncing aspect of the revenue tran-
saction. Expenses are measured outflow of goods and services that

are matched with revenue to determine income.

An expense is defined as the expired cost resulting from a
. 43 . . .
productive usage of an asset, McNesby distinguishes between
costs and expenses as, assets are capitalized costs or unexpired
costs. The criterion for determining when cost becomes an expense
. 44 .
Is the matching concept. Cost is the total amount of resource
expended from some goods or services and expense is the amount of
. . . . . 45 .
goods or service used during a given accounting period, Cashin

and Polimen”” distinguish expense from cost as, whenbenefits are

received the cost becomes an expense. An expense is defined as a
cost that has given a benefit and is now expired. Unexpired costs
that can give future benefits are classified as assets. Expenses

41. Deakin, E. B. and Maher, M.'rt., Cost Accounting. Richard D.
Irwin, Inc., Homewood, Illinois, 1984, p,22,

42. Matz, Adolph” Usry, Milton, Cost Accounting t Planning and
Con trol ~ South-Western Publishing Co., USA, 1980, p.40,

43. Hartley, Ronald V., Cost and Managerial Accounting. Allvn and
Bacon, Inc., USh, 1983, p.27,

44. McNesby, E.J., "Basic Cost Concepts and Terminology"”, Quated by
Goodman, S. R. and Reece, J.S., Controller's Hand Book. Down
Jones - Ilrwin, Illlinois, 1978, p.78.

45. Hei tger, L. E., Matulich, S., and Var, T,, Managerial Accounting.
McGraw-Hill Ryerson Limited, Canada, 1983, p.49.

46. Cdshin, James , and Polimeni, Ralph S., Cost Accoun tin g.

McGraw-Hill International Book Company, London, 1981, p,19.
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are matched to revenues to determine met Income or loss for a
period. In product Costing, it is often necessary for the accoun-
tant to make a distinction between expense and loss.™" As per G*
. 48 . .

Shilllnglaw, costs fall into two categories; expenses and losses.
An expense is a cost that is judged to have expired during the
specified time period in the creation of revenues. A loss is a
cost that has expired during the period but with no offsetting

benefit or connection with the creation of revenue.

Yorston, anyth and Brown refer to cost as, the sum of the

expenditures.49 So, it can be stated that the word cost is related
to total expenditure i.e., total cost is equai to total expenditure.
All expenditure can again be divided into (i) Capital Expenditure
and (ii) Revenue expenditure. Capital expenditure treated as asset
and revenue expenditure is termed as expense. Therefore, cost
includes both expenditures and expenses. Capital expenditures are

unexpired cost and revenue expenditure are expired cost. Again

expired cost can be grouped into expense and loss. G. R. Crowning-

shield presented a chart which classified costs, expenses and

50
losses.

In fine, the researcher tries to present and explain cost by the

following chart showing the flow of cost, expense and loss.

47. Crowningshi eld, Gerald R , Cost Accountlnqi Prilncinles and
Managerial plication s. Hough ton Mi f flin 'Co'trip'an'y’j Boston,
1979, p.9.

48. Shillinglaw, Gordon, Cost Accounting > Analysis and Control.
Richard D. Irwin, Inc., 11linol s, USA, 190l, pT54. N

49. Yorston, Smyth, and Brown, Advanced Accounting, quoted by
Bhabatosh Benerjee, "Cost Accounting"”, The World Press Private
Ltd., Calcutta, 1981, p.3.

50, Crowningshield, Gerald S., Cost Accounting t Principles and
Man.N"gement Applications. (Houghton Mifflin Company, Boston,
1979), p. 10.
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COST EXPENDI
Deffered Cost
or
Capltal
Expendi ture
Assets
Balance Sheet
I tem
Charti 2.
2.0 3.4 CLASSIFICATION OF COSTS
There is no hard and fast rul
cation. Various people look at

Cost can be classified according

the term

to the need of

ruaes

Expired Cost
or
Revenue
Expenditure

(

Income Statement
I tem

01

e for cost analysis and classifi-

‘*Cost’ from various angles*”

the objective.

Depending on the objective to be accomplished, there are different
ways of classifying costs. Costs are divided, allocated, reallo-
cated and merged until components are no longer accessible for

53

manag'~rial planning and control.

analysis and classification of

cost

The collection, presentation,

is recommended for the development

51. Mussowir, M.a,, Commentary on "Cost Audit'* seminar sponsored
by the ICMaB, Dhaka, December 14, 1985, p.76,
52. Gray, Jack and Ricketts, Don, Cost and Managerial Accounting.
McGraw-Hill Book Company, New York, 1982, p. 17,
53. Geetz, Billy E., "The Role of Costs in Managerial Planning and
Control"”, quoted by Carroll, Phil, How to Control Production
i, McGraw-Hill Book Company Inc., New Vork, 1952, p. 27,
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of Cost data for planning profit by means of budgets, controlling,
measuring annual or periodic profit, establishing selling price
and pricing policy and managerial decision-making. According to

Matz and Usry, "~ cost can be classified into the following eight

catego rl es*

1. By the nature of the item (a natural classification),

2. With respect to the accounting period to which they apply,
3. By their tendency to vary with volume or activity,

4. By their relation to the product,

b. By their relation to manufacturingdepartments,

6. rtccording to their nature as common and/or jointcosts,

7. For planning and control, and

8. For analytical process.

However, cost can be classified in greater details and in

various ways to suit our purposes. Such asi

A, On the basis of timei

1) Hi stori cal co st,
li) Pre-d etermi ned cost

Hi) Estimated cost.

iv) Standard cost,
V) Current cost.
54. Matz, Adolph, & U$ry, Milton, Cost Accountlngi Planning and

Control. South-Western Publishing Co., USh, 1980, pp.43-44,



On the basis of
i) Material CO st,
ii) Labour cost,

lii) Expenses or

On the basis of

Production

i)

Administration

li )

lii) Selling
iv)
V) Pre-production

On the basis of cost
1) Prime cost,

il) Factory cost or

lii) Production cost,
1V) Sel ling cost,

On the basis of

1) Fi xed Co st,
li) Variable cost,
ail) Semi-fixed or

On the basis of

Controllable

1)

Uncontrollable

ii)

overhead

cost,

and distribution

Dhaka University Institutional Repository
41

elements*

cost.

functions!

cost,

cost,

Research and development cost,

cost.

statementsj

works cost,

behaviouri

semi-vari abl e cost.

controllability*

cost,

cost.
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On he basis of traceabi li ty i

1 Direct QOst,

1i Indi rect co st.

On he basis of normalityi

i Normal cost,

li Abnormal cost.

Oon he bj si s of chargei

1 Product COst,

ii Period cost.

On he basis of management informationi

1 Marginal cost,
ii Di f feren ti al cost,

iii Uni form cost,

1V Oppo rtuni ty cost,
\Y Replacement cost,
Vi Imputed cost,

vii Sunk cost,

viil Out of pocket cost,
i X Commi tted cost,
X Conversion cost,

Xi Common cost,

Xil Joint cost.

Xili Avoidable cost.
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Xi V. Unavoidable cost,
XV Cap! tai cost.
XVi . Deferred cost.
XVil. Expired cost.
XVvili . rlecurring cost.
xi X Operating cost.
XX. rtelevan t co st,
XXi . Irrelevant cost.
2.04.1 COST COIJTrtOL
Before discussing the term cost control, it is necessary to
understand the basic concept of control in relation to cost. The
dictionary meaning of the word ‘'control' is regulation of the
activities. Ve can form a more clear idea if we go through the
views expressed by various writers. The term ‘'control' is some
what loosely employed in the management 1li teratu re. Management
Control is the process by which managers assure that resources are

obtained and used effectively and efficiently in the accomplishment
of an organisations obj ec tives. Control is a dynamic management
function comprising of four elements of action, feedback, evaluation

and adj ustmen t. Accounting has now assumed new responsibilities

55. Eilon, Samuel, Management Control. Pergamon Press, Oxford,
1979, p. 14.

56. Anthony, Robert N., Management Accounting Principles,
rtichard D. Irwin, Inc., Homewood, Illinois, 1970, p. 307.
57. Sherlekar, S.A., Industrial Crganisation and Management.

Himalaya Publishing House, Bombay, 1979, p. 385.
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and it is now an instrument of control — an assisting hand to

management,' Accounting is presently called as 'control' in the
59

economy like USA, Canada etc. Controlling is the final function

of the managerial process,Perhaps more significant, approach

is controlling by the following four factors;”" (a) Quantity,

(b) Quality, (c) Time-use and (d) Cost, The modern concept of
control envisages a system that not only provides a historical
record of what has happened to the business as a whole but pinpoints

the reasons why it has happened and also the system should enable

managers to identify trends — in costs* in markets, in all aspects
of the business — and so afford a guide for future action,
Accounting control is concerned both with the discovery of devia-
. . L. . 63
tions and their prompt minimization. The term ‘'control' appears
often in key functions of business. We speak ofi Production Control,
Quality control. Budgetary control, Safety control, Labour control,
Inventory control. Then there are outside the business wordi
Currencycontrol, Traffic control. Pest control, Arms control, Land
control, Heat control, Government control, fient control, Birth
58, Haque, Mohammad Nurul, "Accounting - An Instrument of Control",
Management Development. BMDC, Dhaka» Vol,6, No, , 1977, p,52,

59, Paul, Pradip Kumar, "The Changing Profile of the Accounting Func-
tions - A Bird's Eye View", The Accountant. The Bangladesh Char-
tered Accountants Chatra Pari shad, Dhaka, 6th issue, 1985, p,35.

6o. Eurke, rtonald S., ICPM i Admtni strj tlve Skills forthe Manager..

Dow Jones ®» Irwin, Homewood, Illinois, 1983, p,137,
61, Terry, Gporge 1N, A Guide to Management, Richard D. Ilrvan, Inc.,
Homewood, Illinois, 1981, p. 118,

62, Dale, Ernest, Management t Theory and Practice. McGra Vi»"ii 11 Book
Company, New York, 1973, p.445.

63, Onsi , Mohammed, "Quantitative Models for Accounting Control",
The Accounting Review. April 1967, pp, 321-30, Quoted in ‘'infor-
mation Analysis in Management Accounting' edited by Ander son,D, L, ,
and Ram, D.L,, JQhn Vd1ley ' Sons, New York, 1978, p,404.
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control and many others. The term Accounting Control should be

understood in the context of Accounting being used as an instrument

of control and not as an automatic control ler, By control is

meant getting the lowest possible unit cost figures by knowing what

the cost figures are, what they should be, and why there is di ffe-

rence between predetermined or estimated and actual costs*/~" We

talk of controlling inventories, expenses, yields, shrinkage, spoi-

lage, shortages, quality, overhead, wages and so forth. According

to R. C, Davis there are 8 control functions.These arei

1. Routine planning.
2. Scheduling.
3. Preparation.

4. Di spatching.

5. Direction,
6. Supervi sion.
7. Comparison, and
8. Corrective action.
64. Rathe, Alex V»., Management Controls in Business, the procee-

dings of a symposium held at System Development Corporation,
Santa Monica, California, July 29-31, 1959,

65, Magee, C,C,, Financial Accounting and Control. George Allen
and Unwin Ltd., London, 1968, p.l116.

66. Neuner, John J,W,, Cost rtccounting > Principles and Practice.
Richard D. Irwin, 1Inc., Illinois, USA, 1952, p.570.

67, Fitzmaurice, E.F,, "The Essence of Control - what it is and
who does it", The Controller. The Controllers Institute of

America, inc., New York, November 1950, p. 102,

60. Davis, Ralph Currier, Industrial Orgint ?ation and Management.
Harper & Brothers, New York, 1957, p, 127-28.
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Famous academician of Columbia University, G. Shillinglow

recognize five elements of control which aret

1. Scheduling.

2. Development of standards.

3. Direction and supervision,

4. Comparison of results.

5. Corrective action.

To control in the management sense, i s to ensure that the

instructions issued, or the plan of operation, has been carried
Upto effect. The process of control is the measurement of perfor-
mance by comparison with instruction or programme, or plan,™?
According to W,H. Newman,controlling involves the establishment
of standards, comparison of actual results against the standard,

and necessary corrective action when performance deviates from the

plan.

ti military tactical control has a definite beginning and whereas

the management control process relates to a recurring cycle of

72 7 3
operations. According to an Indian academician, B, K. Easu, in

a broad sense the anatomy of internal control system can be stated asi

69. Shillinglow, Gordon, Cost Accounting. (lllinoisi Richard D.
lrwin, 1inc., 1961), p.24.

70. Milward, G.E., An Approach to Management. Macdonald 8 Evans,
London, 1946, p.35.

71, Newman, Vi'illiam H., Administrative Action > The Techniques of
Organisation and Management. Prentice-Hal 1, inc., Euglev.ood
Clifs, N.J., 1963, p.5.

72. Anthony, Robert N,, Planning and Control Systems t A Frame for

An;nVsi s. Division of Research, Graduate School of Business
Administration, Harvard University, Boston, 1965, p .56,

73. Basu, B.K,, An Insiriht Into Auditing. (Calcuttai Book Syndicate
Private Limited, 198 1), p. 15.2.
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| Complete Anatomy of Internal

H Con trol Sy stem j
|
1
T . T ’ T |
S - » ¢
Internal ! ' Interne! I |Pr0m0ting I 1 Co-ordinating |
Check Audit operational Managerial
i I I efficiency i i Policies L
: .' f .'
1 |
. . |
| a. Accounting i] b. Administrative
| Controls | | Controls

Charti 2.02

Sourcei Basu, B,k, An insight into Auditing.
Perhaps the simplest illustration of a control system is the
thermostatically controlled heating system W, M, Harper”™"

defined control as compelling events to conform to the plans.
Max D. Richards™”™ defined it as the term control means some thin-
king affording a standard of comparison, a means of verification
. 77 . . .
or a check. As defined by G. R, Terry, controlling is determi-
ning what is being accomplished, that is, evaluating the perfor-

mance and if necessary, applying corrective means so that the

performance takes place according to plans. Eric L, Kohler

74. Wright, M,G,, The Director’s Guide to Accounting and Finance.
McGraw-Hill BQok Co., London, 1976, p. 118.

75. Harper, W.M,, Cost Accountancy. MacDonald and Evans, London,

1972, p. 180.

76. Richards Max D,, Readings in Management. South-Western
Publishing Co., New York, p.400.

77. Terry, George ft.. Principles of Management, Richard D. irwin
Inc., Ontario, 1977, p.481.

78. Kohler, Eric L,, A Dictionary for Accountants. Fifth Edition,
p. 122.
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defined the word 'Control' as, the process by which the activities

of an organisation are conformed to a desired plans of action.

Control obviously affect most, if not all, facts of the business.
V~ithout systematic control, therefore, a manager has no assurance
that all elements of the organization will contribute to organi za-
79
tional achievement. Control 1$ the process of trying to achieve
; . . 80
Conformity bet'ftsen goals and actions. Roscoe and Freak has

given the fine idea of control as the control of enterprise resour-

ces is achieved by controlling time and money, both of which are

Usually measured in terms of cost. Cost determination and cost
control are essential in all activities of an industrial or business
enterprise — including production, sales, management and all
related functions. To some extent, all company employees share

this responsibility.

Cost Control is an indispensable function of every business
. 92 . . . . .
enterprise. Cost accounting not only aids managers in directing
day-to-day operations but also provides feedback to evaluate and
83 . . . .
control performance. The m'ain objective of costing has been
shifted from cost determination and cost-providing by reconcilia-

. 84 . . . .
tion to cost control, Vii th the expansion of the industrial base,

79. Longenecker, Justin G., Principles of Management and Organisa-
tional Behaviour. Charles H. Merrill Publishing Co., Columbus,
Ohio, 1977, p.465,

80. Copeland, :~onald M., and Dascher, Paul E, , Management Accounting.
John Vviley & Sons, New York, 1978, p. 320,

81. Roscoe, Edwin Scott, and Freak, Dorman G, , Organi sation for
Producti on. Richard D. Irwin, inc., Homewood, 1971, p, 344,

82. Gupta, N.S., Principles ~nd Practice of Management, Light 3 Life
Publishers, New Delhi, 1979, p,496,

83, Rayburn, Letrica Gayle, Principles of Cost Accounting ; Manaae-
J~al Applications. Richard D. Irwln inc., Homewood, Illinois,
1983, p. 3,

84. Chakraborty, Hrishikesh, Management Accountancy. Nababharat
Publishers, Calcutta, 1977, p. 322,
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the emergence of competition and the entry of many of the firms
into the export market, the need for cost control and the need for
improvement of operational effectiveness were being keenly felt.8b
The beneficiaries of a good cost control system are management,
labour and the consumer, the benefit being Increased productivity””
Simultaneously efforts need to be taken to enhance the operating
margin through better cost control devices, and product diversifica-
tion, market research etc:,87 J . H. Fuchs88 defined computerized
cost control systems, which is a complete guide to harnessing the
full potential of the computer toward increasing corporate profits
and it is reasonable to expect that with an adequate allocation of
resources, a well-defined program, and a concerted effort, a company
can achieve its cost control objectives. Cost control has been
defined by The Institute of Cost and Works Accountants of England
and Wales as, "The regulation by executive action of the costs of
operating an undertaking, particularly where such action is guided

89
by cost accounting™. As defined by Max D. Richards. To control

costs, the technique involves comparing the results of actual

85. Habibullah, M,, "Selling and Distribution Costs » a Study of
Bangladesh Jute Industry"”, The Dhaka University Studies. Part-A.
Vol. XXl , June 1973, p.

86. Beaman, D. Stewart, and Laryej, Henry Okai, "Financial Aspects
of Departmental Management-1 1", The Industrial Accounting. The
Pakistan Institute of Industrial Accountants, Karachi, January-

March 1971, p. 19.

87. Shaha, Abhinaya Chandra, "An Analytical View of Liquidity and
Profitability of t" shahi Silk Factory", The Bangladesh Accoun-
t.int. The ICAB, Dhaka, Vol. 8, No, 2, Oct.-Dec. 1983, p. 34,

88. Fuchs, Jerome H., Computerized Cost Control System. Prentice-
Hall, Inc., Englewood Cliffs, New Jersey, 1976, pp. 5-6,
89. Richards, Max D., Readings in Management. South-Western

Publishing Co., New York, p, 404.
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operations wi tli standcjrd costs based on optimum conditions in the
plant. This, In turn, presupposes some kind of cost accounting to

reveal what the actual costs are and to provide some basis for

determining what they should be. Cost control literally means

. . . . . 90
principle and practice of controlling costs of products or services.
By cost control we meant to keep the cost within limits. Limits

91
may be set by last performance or by budget or by standard. Cost
Control is thus preventive function and acts within the frafnework
92

of some target or standard. In broad terms the concept of cost

control refers to the most economical use of labour, materials,
. . 93 . . .
services and fixed assets. The underlying principle of cost

control is that definite responsibility must be established for

accompli shinents.

. 95 . .
The Encyclopedia of management gives us the clear idea about

cost control as the term is used in a larger and more general sense

Is applicable to all actions of management designed to accomplish
objectives relative to the cost phase of profit maximization. In
this context, then cost control would embrace all activities desig-

ned to influence costs in planning and policy determination and

90. Bhattacharyya, D.P., '*Cost Control and Cost Reduction under
Inflation", paper presented in 'Cost Control and Cost Reduction’
seminar sponsored by the ICNUB, Dhaka, October 30, 198 1.

91. Mohiuddin, Md., "Ahy Cost Control and How to Control”, paper
presented in *Cost Control and Cost Reduction' seminar sponsored
by the ICMaB, Dhaka, October 30, 1981.

92. Ahmed, Muzaffar, "Cost Reduction and Value Analysis", paper
presented in 'Cost Control and Cost Reduction' seminar sponsored
by the ICMAB, Dhaka, October 30, 198 1.

93. Battey, J. (Edited), Cost and ManaO' ment Accounting for Students.
Allied Publishers Private Limited, New Delhi, 1980, p .26,

94. Voitsberger, D.M., "Standard Costs and Cost Standards”,
Modern Management. August, 1945.

95. Heyel, Carl (edited), The Encyclopedia of Mana<iement.
Van Mostrand rteinhold (Company, Mew Vork , 1982, p. 17 1.
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costs applicable to all phases of operations managementi research,
production, marketing and finance. As per Anderson and Raiborn,
cost control implies a comparative analysis of costs in relation

to desired results and the formulation of necessary corrective

. . 97 . .
actions. Irving Dlaugatch defined cost control in the preface
below
of his book as, cost control is concerned with keeping unitcosts/",

established standards under existing conditions.

. 98 .
According to Backer and Jacobsen an effective cost control

IS characterized by the followingi

1. Delineation of centers of respon sibili ty.
2. Delegation of authority.

3. Cost standards.

4. Relevance of controllable costs.

5. Cost reporting.

6. Cost reduction.

One area of supervisory responsibility that is often minimized
and yet is vitally critical to success or failure of business is

99 . .
that of Cost control. As a result, cost control planning is

96. Anderson, Henry , and I|™ai born, Mitch el H. , Basic Cost Accoun-
ting Concepts. Houghton ~.ifflin Company, Boston, L'SA, 1977, p.416,

97. Dlugatch, Irving, Dvnamic Cost Reduction. A Ronald Press Publi-
cation, John Wiley i Sons, New York, 1979.

98. Backer, Morton, & Jacobsen, L. E,, Cost Accountingt A Managerial
/Jipproach. McGraw-Hill Book Company, New York, 1964, p. 18.

99. Steinmetz, Lawrence L., and Todd, H. Ralph, First-Line Manage-
ment > Approaching Supervision Effectively. Business Publica-
tions, Inc., Dallas, Texas, 1979, p.229.
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becoming a more and more important part of sophisticated budgeting

SYstems™™*™" To be effective, cost control must revolve around a

system of responsibility accounting, N~ Critical Path Analysis
. 102 .

may also be used for project cost control. In the field of

cost control, the technique of control charts appears to offer

promising results,

An accounting system can serve control objectives by serving
as a warning device which reports which costs departing from plan,
by directing revi eyj management to the most effective point for
initiating an investigation to deal with the problem, and by pro-
viding the general purpose data that can be analysed and inter-
preted by all levels of management for the solution of problems

. 104 . .
in cost control. The aspects of control to be discussed in

Flexible Budgets, Standard Costs, Internal Auditing and responsi-
. . 105 . . .

bllity accounting. The detailed control is obtained through a

100. Nelson, 3. E, , and Goldman, H.J,, "Cost Control i How to
It work (Using the best of Zero-Base Budgeting and other
Approaches)”, The Hand Book of Business Problem Solving,
edited by K.J. Albert, McGraw Hill Book Company, New York,
1980, p.7-13.

101. Talukder, Md. Yusuf, "Inflation Accounting for Management,
Planning and Control", The Bangladesh Accountant. ICAB, Dhaka,

Vol. 6, No, 1~A, July 1982to June 1983, p,12.

102. Srinivasan, A.V., Critical Path Aninvsi s » A System ”“pproach.
Affiliated East-Vvest Press (Pvt.) Ltd., New Delhi, 1976, p .33,

103. Gaynor, Edwin W., "Use of Control Charts in Cost Control",
NaCa Bulletin. National Association of Cost Accountants, USA,
June, 1954, p.777.

104. Gordon, Myron J., "Cost Allocations and the Design of Accoun-
ting Systems for Control", The Accounting Review. American
Accounting Association, April 1951, p. 544.

105. McCullers, Levis D., & Daniker, R.P. Van, Introduction to Finan.

cial Accounting, h'lelville Publishing Company, California, 1975,
p. 40 4,
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co-ordinated system of standard costing and budgetary control,

Cost control is applied through the techniques of Budgetary Control
and Standard Costing which will lead to improved efficiency, revea-
ling variances from predetermined standards and thus providing use-

ful tools for cost control,

M, Rahman observed in his Ph.D. Thesis that the high-use style
managers expressed a great concern for cost control and budget
performance and there exists a general feeling of urgency for cost

. . 108
control and budget attainment among the hiyh-use managers,
Jackson rightly stated, "Cost control has as its purpose the lea-
ding of management in“to a searching examination of its working
plans, methods, organisation, physical facilities and manpower, in
. . 109
order that defects and weakness may be discovered and corrected".

Cost control, used in a broad sense, aims at reducing cost and

increasing productivity, "

In Bangladesh, cost control methods are not effectively used.
According to a survey made in 197b, "cost control is the most

neglected aspect in the existing circumstances under which frequent

106, Khalid, "Effective Management through Accounting Aids"»
The Dhaka University Studies. Part-A. Vol.XXIlV, June 1976, p.Z218,

107, Ahmed, Z.U., "Cost Production with special reference to Jute
Mills", The Business Review. Vol. 1V, July-Dee ember, 1978,
Faculty of Commerce University of Dhaka, Dhaka, p.76,

108, Rahman, Mawdudur, "An Empirical Investigation into Management
Use of Accounting Information and the Influence of Selected Job
related traits and Organizational Correlates”, unpublished Ph, D,

Thesis, Manchester Business School, “~pri 1 1976, p,112,

109, Jackson, J. Nagle, "Cost Accounting in the Education of Manage-
ment"”, NACa Bulletin, August 15, 1946, p,1187,

110, Basu, B.K., "Cost Control", Survey. A Journal of the Indian

Institute of Social Welfare and Business Management, Calcutta,
p. 46.
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power failure, shortage of spareparts and imported materials and
lack of wv>crking capital act as disrupting factors. This remark
is, of course, not equally applicable to all cases, yet It in an
indication to the situation prevailing in Bangladesh. In those
cases where competition exists in the international market like

jute, paper, fertilizer etc. have to face competition and have

been running at losses. Cost control methods in such cases can

not help much in Improving the situation. Drastic cost reduction

can only save these industries.

2.04.2 COST REDUCTION

Cost reduction has been defined by The Institute of Cost and

Vtorks Accountants, 112 London, as Cost Seduction Is to be understood

as the achievement of real and permanent reduction in the unit
Costs of goods manufactured or services rendered without impairing
their suitability for the use intended. Cost reduction is neither

technical nor commercial but it is a discipline which starts with

113
a premise that there is always a better way of doing a thing.

Dynamic cost reduction is concerned with reducing costs but allow-

. . 114 . . .
ing flexible standards* Cost reduction drive is a feature of

111. Mondol and others, "A Survey of Cost Control Methods Used by
Industrial Units in the Khulna Sevion", Department of Accoun-
ting, flajshahi University, 1975, p. 7.

112. Institute of Cost and V”~orks Accountants, Cost Reduction.
London, 1968.

113. Chandra, Durgesh, Dynamics of Productivity, a Volume in Profit
Maximization Series, South Asian Publishers Pvt. Ltd., New
Delhi, 1980, p.77.

114. Dlugatch, Irving, Dynnmic Cost Reduction. A Ronald Press
Publication, John Viley & Sons, New York, 1979, p .31,
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the American competitive system which to explore cost savings
. 115 . . A i
possibilities. The other way to higher profitability, which
1S quite common in a competitive economy, 1s to reduce the cost
of manu facturind and a greater degree of mechanisation is possible
with reduction of unit cost?”” Although few writers mentioned
separate chapter in his writing as 'Hov: costs can be reduced’'.
International comparisons of the experience with heavy industry
suggests various cost-reducing factors operating in essentially
. 118 .
different spheres. Often and frequently the government offi-

cial asked the concerned authorities to reduce production costs

and Wastages.l19 K.B, Hoque suggested some ways in reducing the
Cost of production of sugar. 120.
115. Peirce, James L, , "The Budget Comes of Age", The Harvard

Busin ess /tevi ew. May, 1954, p. 157. (This article was based on
a talk given at the Finance Conference of the American Manage-
ment Association, New York, November 20, 1953).

116. Azim, Dr. Engr, M. Anwarul, Hasem, Engr. S/ed Masud, and Khan,
Engr. Shamsul Hoque, "industrial Operation Towards <iigh Effi-
ciency", Management Development. BMDC, Dhaka, Vol. 10, No. 1,
1981, p,15~ (Thi s paper was presented at the international
Seminar organised by the institute of Engineers, Bangladesh,
on the occasion of its Silver Jubinee Convention, Dhaka,

18-20 December, 1980.

117. Parkinson, C.N,, and Rustomji, M.K., Realities in Management.
IBM Publishing Company, Bombay, 1983, p. 188.

118. Vries, Barend A, da, "High Cost of Industry in Developing
Countries - Causes and aemedles**. Modern Mananement. (the then)
East Pakistan Management Association, Chittagong, January-Apri 1,
1970, p.22.

119. The DCMLA and Minister Industries, Commerce, Jute and Textile,
Ai r-7i ce-Mar shal Sultan Mahmud said while he visited the local
Jessore Jute Mills an Enterprise of Bangladesh Jute Mills

Corporation.

120. Hoque, Khandoker Bazlul, "Some thoughts on the Development of
Sugar Industry in Bangladesh t Problems and Possibilities'*,
The Dhaka University Studies. Part-C. Vol. V, No, 1, June 1984,
p.147.
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In short, cost reduction would mean maximisation of profits
by reducing cost through economies and savings in costs of manu-
facture, administration, selling and distribution. Products, pro-
cesses, organisation and method, materials, labour a~d personnel,
overheads etc, are continually scrutinlshed in order to improve
efficiency and reduce costs by continuous analysis, criticism and
necessary correction. Cost reduction based on the philosophy that

every human action can bo improved by continuous effort,

M. Rahman observed that high-use managers consider a larger
number of goals as formal goals than the low use managers Include

101
detailed criteria such as 'Cost Reduction?¥*, Mr, Zahir Uddin

Ahmed, ies Finance Director, Bangladesh Jute Mills Corporation, has
suggested that cost reduction is of great Importance to jute indus-
try, He suggested productivity increase of the industry as a
measure of cost reduction. He made particular reference to the
controllable items of individual expenditure. He assessed the

attainable scope of cost reduction of all itefn at IQJiS. He made

the specific reference to cost control through the technique of

budgetary control and standard costing. He, however, felt that
any scheme of cost control must get the full support of the highest
level of management. He felt that the whole procedure of cost

reduction is essentially one of finding out of facts scrutinizing

and analysing them to discover sources of high cost and waste.

121, Rahman, Mawdudur, "An Empirical Investigation into Management
Use of Accounting Information and the Influence of Selected
Job related Traits and Organizational Correlates”, wunpublished
Ph.D. Thesis, Manchester Business School, April, 1976, p. 233,

122, Ahmed, Zahir Uddin, **Cost Reduction with reference to Jute
Mills'*, Bus! ness Rf>vl ew. July-Octo ber, 1978,
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2.04.3 COST CONSCIOUSNESS

According to K.G, Mohiuddin, 123 Bangladesh has been passing
under an Inefficient and unsatisfactory managerial costing system
and in his paper approaches to understanding it would be to have a

close look at "'Making Management Cost Conscious' with reference to

Bangladesh. Standards and budgets have directed management to
become cost con sci ous, A more effective approach i s to show
S . 125
positive reasons to the employees to be cost-conscious. Manage-
ment decision-making being a forward looking affairs, future costs

stand as principal costs in projecting future course of action.

There are two broad roads in the journey of cost consciousness.

They arei "Cost Control" and "Cost Reductio n T h e motto of

the management i s to achieve optimum benefit with the minimum cost.
In the context of the ahove back ground, a const-conscious manage-
ment must look forward and deeply think about the probable nature,
direction and magnitude of the management in the near and off future,
According to M. Ahmed, 127 the country is now facing high inflationary
trend and soaring prices. Under the present circumstances, it has

become vital to implement the cost control and cost reduction

123. Mohiuddin, Kazi Golam, “Making Management Cost-Con sciou s*“i
The Accountant. Bangladesh Chartered Accountancy, Chatra
Pari shad, C)haka, Vol. 1, 1975, p. 22.

124. Abdullah, A. S.M., "Analysis and Evaluation of Standards and
Budgets as Cost Control Devices", The Dhaka University Studies.
Part-C. Vol. 1, No,2, June 1960, p.9.

125. Habibullah, M., "Making Employees Cost-Minded", paper presented
in the "Cost Control and Cost Reduction” seminar sponsored by
ICMa B, Dhaka, October 30, 1981.

126. Mohiuddin, Kazi Golam, "Making Management Cost Conscious"”,
The Accountant. Bangladesh Chartered Accountancy Chatra

Pari shad, Dhaka, Vol. 1, 1975, p.23.

127. Ahmed, Muzaffar, "Cost Reduction and Value Analysis", paper
presented in 'Cost Control and Cost Reduction® seminar sponsored

by the ICMAB, Dhaka, October 30, 198 1.
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technique which can help to reduce the costs and thus permit the
maximum scope for the optimal use of the scarce resources. More
and more country becofites advanced and developed, more and more it
becomes value conscious and cost conscious. The more the personnel
are cost minded, the more successful a cost system will be. Being
cost minded develops a keen sense of responsibility and alertness
as to the most effective and profitable use of all resources which
presents wastage, losses and uneconomic and inefficient use of the

available resources and unltimately this is the secret of success

. 128 129
of all personnel as national development. N.N, MaHya des-
] ] ] W3S ]
cribed that above all the prime need in management®as for it to be
cost conscious. He further described that it should be realised

that every management decision had its reflection somewhere in
assets and liabilities of balance sheet, the surplus account, and
the profit and loss statement. He argued that cost consciousness
was not just an awareness of total cost but knowing the cost of each
division, of each process or job and this must be known every month,

every week, sometimes every day.

128, Aphiluddin, Md., "Being Cost Minded", The Banqgl.-~desh Observer.
Dhaka, December 9, 1986.

129. Mallya, N.N,, Public Enterprises in India. (National Publishing
Houge, New Delhi, 1971), p,71.
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2,04.,4 COST CONTftOL VS. COST REDUCTION

Managerial Accounting has traditionally been viewed as the
. . . 130 .
primary means of controlling and reducing costa. Cost reduction
. . . 131 . 132
like cost control is everyone's job. According to Dobson,
cost control and cost reduction may both be considered to be the
two aspects of the same problem, viz. Cost improvement. Cost

control is a budgetary function circling round the standard costs,

whereas cost reduction challenges even the standards and basically

133
is innovative In nature. Cost reduction involves a more dynamic
approach since it searches all losses and diseconomies, visible or
invisible, direct or consequential. While the effort for cost
control is that of watchdog; the endeavour for cost reduction is
. 134 L

that of a blood hound, as it were. These control limits serve
to flag good as well as poor periods of operation and the discovery

of the causes for the improved operations often lead the way to

135
permanent cost reduction. The differences are summarised by the

researcher which are given belowi

130, Bierman, Harold, and Dyckman, Thomas R., Managerial Cost Accoun-
ting. Macmillan Publishing Co., Inc., New Vork, 1976, p, 138,

131. Killer, 1.W, and Ferrara, W.L,, ManaQement Accounting for Profit
Control. McGraw-Hill Inc,, New York, 1966, p,270.

132, Dobson, R.W,, An Introduction to Cost Accounting. Gee & Co.,
London, 197 1, p,

133. Chandra, Durgesh, Dynamics of Productivity. A Volume in Profit
Maximization Series, South Asian Publishers Pvt, Ltd., New
Delhi, 1980, p,7B.

134. Chatterjee, B.K., Accountancy and Finance for Managers.
Jaico Publi Sling House, Bombay, 1977, pp. 558-59.

135, Noble, Carl E., **Calculating Control Limits for Cost Control
Data”, NaCA Bulletin. National Association of Cost Accountants,
USA, June 1954, p,788.
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Cost Control Cost Reduction
1. Controlled programme Well knit programme
2. Preventive approach Corrective approach
3. Budgetary function Innovative function
4. Static approach Dynamic approach
5. Vnatchdog function Blood hound function

2,04.5 human problem IN COST CONTROL
and cost reduction
It is accepted by all that well-planned and well-directed cost
control and cost reduction projramme is not only a structure of
duties, responsibilities and authority relationships but It is also

as a human organisation consisting of formal and informal social

groups. The approach depends upon the behaviourial sciences, parti-
cularly psychology, sociology and anthropology. Attitudes and
emotions, hopes and fears, likes and dislikes of employees play a

vital role in transforming the organization into an instrument of
creativity and in maintaining it as an upholder of stability of

cost control and cost reduction.

These problems are universal found in every country. Professor
B.K. Basu emphasised that the main problem which top management
faces is the problem of man-man agement in the cost control. He also
argued tliat 'in actual practice it becomes very difficult to control

. 137 i
those people who affect cost'. Professor Habibullah described

136, Basu, B.K., **Cost Control'*, Survev, A Journal of the Indian
Institute of Social Wei fare ana Business Management, Calcutta,
May 1974, p.49.

137. Habibullah, M., "Human Aspects of Accounting”, The Dhaka
University Jtudi es. Vol. XXIlI (Part-A), 1974, pp. 17-28.
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the psychological problems likely to emerged if one tries to intro-
duce sound accounting practices - financial accounting, cost

accounting, and management accounting.

mThere 1 s no denying the fact that managerial supervision rela-
ting to Cost control and cost reduction is behavi ouri stic in nature
and aspect of social psychology. Therefore, the term control, as
pointed out earlier, is a dynamic concept and can not be regulated
by a single measure; as such it give rise to many bghaviourial
. . . 138
issues which was studied by many experts. Therefore, authors
are found to confuse to identify its nature, behaviour and senti-

. , 13 .
ment, and use the term *a state of mind'. Needless to mention.
It is concerned with the concept of materiality which varies from
place to place, person to person and accountant to accountant. How-
ever, as human beings are sentimental and poses a great concern for
their control, it is difficult to operate for desired good but a
wel 1- con cei Ved, wel 1-desi gned and better administrative control can
be applied through testing the soil of the business environment for

. . . . . 140
increasing organisational productivity,

138, (a) Argyris, Chvi s, The impact of Budgets on People. The Contro-
iiership Foundation incT, New York, 1952.

(b) Stedry, A.C., Budget Control and Cost Behaviour. Prentice
Hall Inc., N.J., 19 60.
~c) Decoster and Fertakisi "Budget Induced Pressure and its rela*
tionship to Supervisory Behaviour"”, Journal of Accounting
ftesearch. Vol. 6, No. 2, Autumn, 1968, pp.237-4"
(d) Schiff and Lewin, "The Impact of People and Budgets", The
Accounting Review. Vol, 45, April 1970, pp.259-68.
(e) Becker S. and Green, D., "Budgeting and Employee Behavior",
Rending in Cost Accounting. Budgeting and Control. Eomb”v ,
D. B. Taraorevale Sons 8 Co., Private Ltd., 1970, pp.378-98,
139, Moore, Franklin G., Manufacturing Management. Richard D. Irvd.n
Inc., Ontario, 1969, p. 632,
140, Manik. M. Waheedu zzaman, "Managing Human Resources for Organiza-
tional Productivity! A Diagnostic Approach"”, Management Develop-

ment. The Bangladesh Management Development Cen tre, Chaka,
Vol. 13, No. 2, 1984, p,28.
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Eckles, Carmichael, and Sarchet have emphasized the benefit
that people are more important than systems or physical resources.
The attitudes* actions, and reactions of people from hourly emplo-
yees upto the chief executives — contribute more to enterprise

success or failure than do the mechanistic elements of the opera-

tion. Machi ne-to-machi ne operating systems normally have a logic
. L 14 1

that makes them easier to control than humanistic systems. In

short, development of voluntary co-operation, participation, sense

of responsibility and allowing self-control are the best means for
. . 1
effective managerial controls. Too much pressure breeds frus-
tration and irrational behavior usually is a consequence of frus-
tration. A number of significant studies of human problems in
Control highlight a considerable degree of negative reaction to
143 .
control. D, Chandra argued that managers are human beings and

are found to fit into the various styles of working, such as*

1. The pragma ti c.
2, The cau ti ou s,
3. The bureaucrati c,
4. The adventurer,
b. The technocrati c,
6. The eli ti st,
7. The sty li stic,
8. The speci ali st.
9. The professional.
141, Eckles, Carmichael, R L., and Sarchet, fi, R Supervi scrv

Management. John Miley & Sons, New York, 1981, p.97,

142, Sherlekar, S.A., Industrial Organisation and Man.
Himalaya Publish! ng House. Bombay, 1979, p. 1672.

143, Chandra, Durgesh, Dynamics of Productivity. A Volume in Profit
Maximization Series, South Asian Publishers Pvt. Ltd., New

Delhi, 1980, p.248.
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As per AmdHullah, three major human problems can be signifl-
cant,

1. Problem of chanoe in the social structure,

2. Problem of control and communication,

3. Problems in the adjustment of the individual

to the structure.

As a matter of fact, human beings live in a rigidly controlled
world with physical, psychological, social and moral laws holding
them in firm grasp. Arora and Soni argued that cost reduction
programme has its dangers, which should be kept in mind while
planning it. The dangers are summarised as foUowsi

1, Cost-shi fting,

2, Re-growth of costs»

3, Decline in morale,

4, Discrediting a system,

5, A panic measures.

A,V.. Chowdhury 146 in his writing offered a policy making tool

to the management and the policy maker

with a highly dependable,

policy framing and bargaining tool, it shows the right approach,

in direction at least, for maintaining a smooth labour-management

144, Amanullah, Mohammad, “Human Problems of Management, Wanaaement
Dev el oument. BMDC, Dhaka, Vol. 1, No, 4, 1972, p,35,

145, Arora, S.P., and Soni, T.S , Cost Accounting, Pi tambar
Publishing Company, New Delhi, 19B3, pp. 4. 166-67,

146, Chowdhury, A, Momin, A Method for Designing an Incentive
System for the Jute Industry of Bangladesh in Particular
and for the Nationalized Industries In General CPh. D. Thesi s,
unpublished), University of Dhaka, Dhaka, 1981, p.92.
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relations and for minimizing wild labour problems — so suicidal
for the economy and the nation. It is the recommendation of a
seminar that in every industry at least one industrial psychologist

should be eniployed to help and solve human problems in xndustry}””

In conclusion it may be said that the human relations movement
started as a reaction against the impersonal and mechanical beha-
viour of bureaucracy and the scientific management era. Money,
machinery, methods and equipment without competent human resources
are useless. The master key to productivity ultimately lies in the
recognition of human values in industry. To a manager, human rela-
tions is the integration of people into a work situation that moti-
vates them to work together productively, co-operatively, and with

economic, psychological and social satisfaction.

147. Seminar on "Motivation and Industrial Productivity In
Bangladesh" held in September, 1974, University of Dhaka,

Dhak a.
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2,0b NEKDS AND SIGNIFICANCE OF COST
CONTr<GL AND COST HEDUCTIGN

Minimisation of cost is as old as the human history. We have

to be conscious and prudent enough before incurrence of costs in

order to retain our survival and freedom. The following quotations
from some noted scholars will throw light on the needs and signifi-
cance of cost control and cost reduction. Every family, manufactu-

ring and commercial organisation, government and any other organisa-
tion Including social organisation must think at least once if not
more before commitment of any expend! tures. Cost minimisation
is needed everywhere even in the judiciary. In any society, the
basic objectives of the judiciary are to safeguard people's right,
to settle disputes among the members of society and to ensure a
social framework based on justice, a major pre-condition to all
these i s an efficient legal system which In turn, depends on cost-

S S . . 149 S . . .
minimizing expeditious justice. Cost minimization is essential

for competitive purposes. Millions of consumers, making their
choices, creates demand for the goods most wanted. Factories
making these goods expand and prosper. Goods not wanted because

of high price» poor quality, bad design, etc. go unsold and compa-
nies making them improve their price and product or go out of
business. It is the consumer, not the government, who determines

what shall be made, in what quantity, at what price in relation to

L 150
cost and competition forces producers to reduce cost. Customers

148, Mlah, Md. Uttam All, "Why Cost Control and How to Control",

paper presented in ‘Cost Control and Cost Reduction' Seminar
sponsored by ICMaB, Dhaka, October 30, 198 1.

149, The Bangladesh Observer, "Time. Coat and Justice”. Editorial,
Dhaka, February 28, 1986,

150, American Economic Foundation, "Lovjer Costs through Human
Engi neering”, pp. 10- 11.
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are insisting upon significantly higher quality, greater reliability,
factor delivery and more product variety. These days management are
facing problems of survival due to keen competition and only those
concexns survive which are in a position to keep their costs minifflum.
It is rememberable that no war, no strike, no depression can so

Completely and irrevocably destroy an established business as new

and better methods in the hands of an enlighted competitor, 151 A

‘foraidable problem in the economic development of Bangladesh is the
high cost of production of its industries. 152 Cost reduction and

Cost control are the two important tools in the hands of the natio-

. . . . 153
nalised industries as these are in the hands of the government*

Countries like Taiwan, South Korea and Singapore as well as the
industrialized countries like the USA have been striving to improve

the management of industries with a view to reducing cost of produc-

tion and making them competitive. 154 In the Textile Mills in

Bangladesh, proper classification and analysis of costs were not
made for the purpose of controlling cost and reducing wastages.
A good cost reporting system thus provides invaluable tool of con-

trol for all levels of management in increasing effectiveness of

151. Copell, Don F,, Work Simplification Training. American Manage-
ment Association Production Series 157, 1945,

152. Hablbullah, M., "Making Employees Cost-Minded", paper presented
in the 'Cost Control and Cost Reduction' seminar sponsored by
the ICMAB, Dhaka, October 30, 1981,

153. Hassan, Md. Nurul, "Cost Control and Cost Reduction under Infla-
tion", paper presented in 'Cost Control and Cost Reduction’
seminar sponsored by the ICMAB, Dhaka, October 30, 198 1,

154. The Bangladesh Observer. "Cost of Production” Editorial, Dhaka,
November 11, 1985,

155. Abdullah, A. S.M., "A Critical Evaluation of Integrated Accoun-
ting System Practised In Textile Mills in Bangladesh", The
Bangladesh Accountant. ICAB, Dhaka, Vol. 3, No, 4, June 1979,
p.,7.
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operations and for reducing
output, a firm should

cost outlay for that output as
sectors have

only on modern lines but also
i s Important to remember that

Low Cost Automation which has

muscular and mental effort

by

tric, hydraulic and

. 159
assembly operations.

costs.Whatever

select a factor

to meet the growing demand,

raechanical

be the level of

combination that keeps its

) 157 .
low as possible. Our productive

they have to be put not

on a cost-efficiency plinth.158 It
valuable savings can be made through
been defined as a replacement of

the use of simple pneumatic, elec-

components in manufacturing and

An effective cost control and cost reduc-
tion programme is the only way out of the present losing state of
the industry}nr>n

The ultimate result of the cost control and cost reduction is
the higher productivity. Higher productivity has the effect of
generating prosperity for the business, the industry, the worker,
the consumer and the nation, as a whole. Nationalised industrial
sector in our country badly needs such drastic measures for control
and reduction of cost in order to improve their financial health.
156, Abdullah, A.S.M., "Cost Report as an Aid to Cost Control™*,

The Bangladesh Accountant. ICAB, Dhaka, Vtl*1&2, July-DgC,

1981, p. 16,

157, Ali, Md, Omar, "Least Cost Production with reference to

Bangladesh", Maneggi are. Department of Management, University

of Chittagong, 1979-80, p .87,

158, The Bangladesh Observer, Cost and Competition. Editorial,

Dhaka, January 27, 1987,

159, Gedye, Rupert, Works Management and Productivity. Allied

Publishers, New Delhi, 1980, p,23B.

160, Husain, Syed Masud, Cost Audit i A Study in the Jute Industry
of Bangladesh. Research Report, Bureau of Business Research,

University of Dhaka, 1985, p.6o.
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2.06 TOOLS AND TECHNIQUES FOR COST
CONTROL AND COST REDUCTION

Many management techniques are in regular use to facilitate
the work of cost control and cost reduction. The various techni-

gues and tools used for achieving cost reduction are practically

the same which have been suggested for cost control. B, E, Lipman\”®

in his book tested 1200 ready-to-use cost reduction techniques that
could be applied to any company, no matter how large or small. All
of these techniques are organised into a logical, systematic attack
on costs and equipped to detect excess costs early, and to deal
with them swiftly and effectively. According to Bhattacharrya
these techniques are fundamental and applicable to both cost reduc-
tion and cost control. The mechanism and techniques of cost reduc-
tion are also varied. Different techniques are applied in the

different functional areas.

A planned attack on costs must be made using all or some of
the techniques. The technique or techniques to be selected for
each organisation will depend on the circumstances relevant to its
operation. The techniques requires special attention and details
discussions}™™ Professor B.K. BasUt"" argued that the techniques of

control varies widely from firm to firm or concern to concern,

161. Lipman, Burton E,, Successful CostReduction and Controli The
Probe Systematic Approach. (Englewood Cli ffs« Prentice-Hall,
Inc., 1970).

162. Bhattacharrya, D.P., "Cost Control and Cost Reduction under
Inflation”, paper presented in the 'Cost Control and Cost Reduc-

tion', seminar sponsored by the ICMAB, Dhaka, October 30, 1981,

163. Chakraborty, Hrishikesh, Management Accountancy. Nababharat
Publisher, Calcutta, 1979, p. 329.

164. Basu, B.K,, "Cost Control", Survev. A Journal of the Indian
Institute of Social Welfare and Business Management, Calcutta,
May 1974, p. 47,
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because a particuliir technique whl >h may ba found suitable in a
particular case may not be considered indispensable in other cases,

that's why It sometimes becomes a vexed problem in management.

The following are some of the techniques of tht a nature

applied in different organisations™

1, Budgetary control,
2, Standard costing,
3, Value analysis or value engineering,
4, Break even analysis,
5 Cost-volune-profll analysis,
6, Work stud/ and organisation and method procedure.
7, Standardisation,
- 8, Simplification and variety reduction,
9* Coding and classification,
10, Automation,
11, Operational research,
12, Market research,
13, Business forecast,
14, Control of Capital expenditure,
15, Productivity ratio,
16, Responsibility accounting,
17, Management by exception,
18, Material control,
19, Labour control,

20, Overhead control,
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21. Economic batch quantity or economic order quantity,
22. ABC analysis,
23. Improvement in design,

24* Substitute material utilization,
25. Quality control,

26. Production planning and control,
27. Inventory control,

20, Perpetual inventory,

29. Job evaluation and merit rating,
30. Training scheme,

31* Zero defect technique,

32. Quening theory.

2.07 BASIC REQUIREMENTS OF COST CONTROL

AND COST REDUCTION

Success”iJl launching of the programmes of cost control methods
and cost reduction techniques In the nationalised industrial sector
is the collective responsibility of government, sector corporations
and the Manager/Administrator at enterprise leveli®™”™ Cost control
and cost reduction works best when the following measures are adop-
ted and these may be called, "Essentials for Success" or "Basic

Requirements" of cost control and cost reduction.

165. Shahidullah, Md., "Method of Cost Control and Cost Reduction
In the Nationalised Industrial Sector”, The Accountant.
Bangladesh Chartered Accountancy Chatra Pari shad, Dhaka,
Vol. 1, 1975, p. 20.
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(1) Organisational Plani For an effective system of cost
control and cost reduction, the firm should hav3 a definite plan
of organisation. Authority and responsibility of each executive
should be clearly defined. Every one should have his defined
rights, powersi duties, responsibilities and obligations. So, he
shall be charged or rectified accordingly. While introducing the
system of cost control and cost reduction, the first step 1s to
decide as to how it is to be developed within the organisational
sat up. Top managers also design anorganization structure, which
can be defined as an arrangement of lines of responsibility within
an entity, Kohler's, "A Dictionary of Accounts™> defines responsi-
bility as, "the obligation prudently to exercise assigned or impu-
ted authority attaching to the assigned or imputed role of an indi-
vidual or group participating in organizational activities or

declslon s"«

The N,a, (C) a. Research series no, 22, says, ™A responsibility
may be defined as an organizational unit having a single head

.. . 167
accountable for activities of the unlt".6

Responsibility accounting is defined by Charles T. Horngren
with various dimension as, "Sespon sibi 11ty accounting, profitabi-
lity accounting, or activity accounting systems recognize various
decision centres through out an organization and trace costs (and

revenues, assets» and liabilities, where pertinent) to the

166, Kohler's, A Dictionary of Accountants.

167, The N.A. (C) A,, Research Series ao, 22, quoted by Matz and
Usry, ™"Cost Accounting”. South-Mestern Publishing Co., Ohio,
1982, p.289.
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inlividual managers who are primarily responsible for making deci-

1GQ

sions about the costs in question".

Responsibility accounting is b”sed on a classification of

managerial responsibilities at every level in the organisation and
. 169 A . .

defined by Matz and Usry as, "Responsibility accounting is a

program engulfing all operating management for which the accounting,

cost, or budget divisions provide technical assistance in the fortn

of daily, weekly, or monthly control reports".

As the organisation chart is the backbone of any responsibility
accounting system and the ultimate siiccess of the programme, manage-
ment must provide a complete classification of the objective and
responsibilities of all levels of the organisation chart. An orga-

nisation chart shows the primary divisions anJ sub-di vi sions of a

manufacturing concern. It may be used as a basis for classification
of costs. The manager is accountable for the results via responsibi-
lity accounting. So, organisation plan as well as responsibility

accounting is a pre-re qui si te for a successful cost control and cost

reduction programme.

(ii) Organi aatlonal Gpalsi Management is directly involved
with organisational goals. It is the function of the management

to translate broad goals into operational objectives and provides

means of control to measure the extent of accomplishment. Objec-

tives are those ends which the organisation seeks to achieve by

168. HornQren, Charles T., "Cost Accounting 1 A Mnnaoerlal Emphasis'*
Prenti ce-Ha 11 of India Private Ltd., New Delhi, 1983, p. 143*
169, Matz, Adolph, and Usry, Milton F., "Cnst Accounting i Planning

and Control". South-Iftestern Pubi ! Co., Ohio, 1982, p.299.
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i s existeiictj an.J operariofis. Cffectlve objectives *rp ftieasuiubie,
attainable and con & stent with the flvni's rusourcjs. A ntan« 9liri «1
objective is the intended goal which prescribes doli;.ite scope and

suyljeOaj di rwctiofi to elforti of a ir~rnajer.

The cone opt of a oo:il has fjcciuired a vari oty of 'neanjr.d dcpen-
air.ij on tho perspective cf the- writer. Kast and .<Oson m.lelfiij doiines
yOal s as, “Slriipiy stated, goals voprosfcnt tlie do&lred future condi-
tions that the organization strives to achieve. In this sense,

Qoals include missions, purposes, objectives, taro«t5» quotas and
déudUrie6"i'™M Goals focus tiio attention of participants on acticus

that are oryanl zatlonal ly relevant to cost ccntroi al.d co>it redjc-

ti on, It is sometimes used to leoitimize ant} justify Lh»i roie of
the oryanl iidtion in society.

(1ii) CoSt Cdaditre?i The los,titutfe of Ccst and 1
Accountants, London, has dytined cost contie .ast iocation,

person or i teuyj 01 equipment (or ijroup of these) for wvl.irh costs
iilay bo ascertained ar\d used for the purposes of cost control”fAn
Cost iihtpuld Lii collected by each area of reujjon”iil lity repor-

Liny of efficiency or inefficiency displayed by ca..h scction should

be prompt. Thus it is facilitate respodi si biii ty il.roujh cciit
centres'** Cost centres are also termed as, "rtespon ai bili ry
Centres"* Cost centre may be called cost planniruj which is essen-
tial for an otfective cost cuntxol and cobt reduction, ihert is no
IVO. Kast, Fremont H, , and sen vwei vj, James E, , "Or':j-.pj s:>>tl on and
iMtna ement" < Mcwraw-iilli Eqol- C'omparty, York, 1979, p. 11J3.

i'M. The Institute of Cost and Manaoement Accountants, Li..ndoi'i,
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denying the fact that for effective cost control what is more
important i s to study or scrutinise different dimension of cost

. 17 2
plannin g,

The type, size and number of cost centres in an undertaking
will depend upon the nature and size of the business, attitude of

the management towards cost control and cost reduction,

(iv) Performance Reports! It is a well-designed information
system providing measurements of activities and costs. These

information may be presented and communicated to the management

through reports, charts and groups. Sometimes these information
Called management infoimation system (MIS). These reports genera-
Ily show the comparisons of budgets with actual results. The devia-

tions of actual results from budget are called variances. The
unfavourable variances require management attention for necessary
correction. The predetermined or budgeted items form the foundation
for comparison with actual results leading to the VARIANCE ANALYSIS
Oft management by EXCEPTION principle. Thus variance analysis, 1in
fact, plays a dynamic role in standard costing for the reduction
and control of cost. Management do not spend time and effort sear-

ching through unnecessary information, but can concentrate their

attention on important matters. It is only on the points of excep-
tions that they have to concentrate. That is why, the technique is
known as “Management by exceptions"”. Through the issuance of
performance reports, advises all levels of management where and

%
172. Matz, Adolph and Usry, Milton F., "Cost Accounting i Planning

and Control". South-Eastern Publishing Coi , Ohio, 1976, p .11,
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what jobs or tasks require corrective action emphasizing the excep-
tions to or deviations from a *predetermi ned plan expedites manage-

rial Control and ignoring areas that are running smoothly.

(v) Judgemen 11l The performance reports should be used with
great care for making a judgement about the efficiency or ineffi-
ciency of organisational goals and cost centres. The factors
leading to exceptionally good or bad performance should be enquired
into and appropriate remedial action should be taken. Any failure
or inefficiency brought to light should not be taken in a fault
finding, condemning, or vindictive attitude by the upper level of
management, A right atmosphere should be created for the lower
level to come forward boldly with concreate suggestions, which may

involve admission of mistakes and even self-criticism.

(iv) Mo ti va ti oni Good performance should be rewarded and bad
performance should attract the necessary disincentive. So, workers
should be motivated towards better performance to reduce and con-
trol cost. Motivation refers to the process or factors or motives
that influence people to act i.e. the willingness to work whole-
heartedly and sincerely for the prosperity of the organisation,
Glueck defines motivation as, "Motivation is the inner state that

17 3
energizes, channels and sustains human behaviour". The employees
work in the organisation to satisfy their needs in exchange of their

efforts. It is the duty of the organisation to clearly diagnose

what the employees want out of their works and is essential for

173, Glueck, William F., "Management". The Dryden Press Hinsdale,
Illinoi s, 1980, p. 161.
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stimulating their interest for high level performance effective-
ness. To motivate the staff, it is necessary to properly train
and educate them. Incentives should be offered for better perfor-
mance and suitable rewards in the form of increment in salary,
promotion, or raise in status should be given for such new ideas
put forth by the employees, which ultimate results m increased

productivity and cost minimization,

A study made in 1969-70 showed that managers in Bangladesh
wanti promotion 16jg, participation 20;% fairness 24%" supportive-
ness 26”7, job security 303i, power and authority 397", increased pay
and
y\,fringe benefits 47%, sound management practices 483" recognition

and appreciation for good work done 55% and operational autonomy

So, management must consider the following formula*

PERFOftMANCE

( ABILITY X MOTIVATION )

2,08 FIELDS AND AREAS OF COST CONTROL
AND COST REDUCTION

Cost control and cost reduction are two different plans. Cost

control aims at attaining the standard whereas cost reduction alms

at improving the standards. That is why it Is said that the cost
reduction starts where cost control ends. Cost control is concerned
174, Habibullah, M, , **Moti vatl on Ml x" Bureau of Economic Research,

Dhaka University, 1974 and also quoted in the Management Motiva-
tion through resull-ba sed-reward system by Hablbullah, Ghosh and
Quddus, Bangladesh Management Development Centre, Dhaka, 1981,

p. 4,

175, Vroom, Victor H,, "Motivation in Management**. America Founda
datlon for Management Research,
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with the operational aspects whereas cost reduction is primarily
concerned with the finding better ways and means to produce things

at cheaper rates.

The field and areas of cost control and cost reduction is so
Vast that every part of an organisation is involved in this problem.
The areas of cost control and cost reduction can be classified as

follows*

(1) On the Basis of Departmenti An organisation is divided
into divisions, branches, departments. Each divisions* branch or
department may be an area for cost control and cost reduction, e*g«

The procurement, production, store, administration, accounts etc,

(ii) On the Basis of TImei There are periodical costs which
are of short-run costs and long-run costs. There can be controlled

and reduced in short-run costs and long-run costs.

(fii) On the Basis of Behaviori Costs are fixed and variable.
Both these types or one of these can be the subject-matter depen-

ding upon the managerial assessment,

(iv) On the Basis of Products* Some products are highly profi-
table while others may bring about losses. The products incurring

Josses or less profitable would be the subject-matter,

(v) On the Basis of Price?* There are price controls over some
products while other products are allowed to be sold at almost
unrestricted market prices. In such cases, the area will be for

controlled products.
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(vi) On the Basis of Elements/Factorsi Sometimes certain
eiemen ts/factors, e.g., material costs or labour costs, prime costs

or factory costs etc, may be too high compared with other units in
the industry, thus the area would focus its efforts for minimizing

one or the other high cost.

Dr. B,K. Basu,™”™ an eminent Indian Professor had rightly poin-
ted out six potential areas of leakage and cost-saving m a chart

which Is presented belowi

J AREAS OF COST SAVINGS |

N | S
Labour Time 1] jorgani- [ | Methods :F';ir?):uc— )
_ ) J {zatlon { { study [
i i\ iP.gsi gn

Charti 2,03

Sourcei Basu, B.K., Cost Control

The Institute of Cost and Works Accountants, London, published

a book named, "Cost Reduction"* in which they described the critical

. 177
area for cost reduction.

The book also mentioned that in outlining the principal direc-
tions in which cost reduction may be achieved it has been deemed

advisable to deal with the problem under four broad headings. Such

ast

176, Basu, B.K., “Cost Control", Survev. A Journal of the Indian
institute of Social Welfare and Business Management, Calcutta,
May, 1974, p.49.

177. The institute of Cost and Works Accountants, London,
"Cost Reduction”™ (copy right), 1956, p.9.
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1) Design,
li) Factory organization and methods»
lii) Marketing,

1v) Finance.

The Institute of Cost and V(orks Accountants, London, starts
the area from the design and ends with finance activities* i.e.,
It covers the v\hole and every part of an organisation. In this

study, the researcher with the institute but considered the area

both as cost Control and cost reduction. Let us discuss each area
bri efly .
(1) Desi gn» Product design is the first step in the manu-

facture of a product and the impact of cost control and cost reduc-
tion effected at this stage is felt throughout 7~he manufacturing
life of the product. It has the greatest scope with impairing
quality of the product. In order tobring improvement, the follo-

wing areas should be looked into*

(a) Design of production method,

(b) Design of tools, equipments andmachinery,

(c) Method standardisation, and

(d) Layout of building, machinery, transport equipment etc.

(ii) Factory Organisation and Methods* Factory organisation
and production method also provide wide scope for cost control and
cost reduction as there is every possibility of improving, standar-

dising and simplifying production methods and process, adoption of
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new manufacturing techniques”™ new processes, new production methods,
new organisation methods, etc. In order to cost control and cost

reduction the programme should be foUowedi

(a) Material Control i Purchasing, receiving, inspection,
storage, handling, stock, issue etc,
(b) Labour Control! Recruitment, training, placement,

promotion, work study, remunerations, productivity,

turnover, overtime etc,

(c) Overhead Control! Classification, distribution, alloca-

tion, appointment, absorption etc,

(d) Production planning and control.

(e) Services to production departments,

(f) System analysis and development,

(iii) Mark eti nq! Marketing embraces both selling and distri-

bution functions which also provide an important area of cost con-

trol and cost reduction includes*

(a) Market research.

(b) Adverti semen t.

(c) Sales office,

(d) Warehou sin g.

(e) Packing,

() Di stri buti on,

(9) After-sales service,

(h) Transport etc.
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(iv) Financel Finance is one of the critical and sensitive
areas. The main object of cost control and cost reduction in this
regard i s to achieve maximum return on the capital employed which

can be achieved by making optimum wutilisation of financial resour-

ces. It may be mentioned that from the owner'spoint ofview waste
of capital is a greater danger than any otherform of waste in
industry. The objectives of financial management should coven

(a) Better utilization of fixed assets;

(b) Better inventory control;

(c) Optimum use of working capital;
(d) Better utilization of productive capacity,;

(e) Better return on capital employed, etc.
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ECONOMICS OF FErtTILIZHH aND N£ED
FOR COST minimization

3.01 FERTILIZSa- ITS OtUGIN

The literal meaning of the term 'fertilizer' is manure which is
the food for plants. Fertilizer has been defined by different
writers”™ in different ways but the central theme refnains the same.

definations that the fertilizer Is the
It may be observed from the survey of avai lable/substance that pro-

vides the essential chemical elements, being compounded with the

soil, to the plant for its required nutrition and normal growth.

The three essential elements needed by the plants, and plants
can not live without these primary nutritional elements, viz.,
nitrogen, phosphorus and potassium. Of secondary importance are

calcium, magnesium and sulpher, and in smaller quantities of baron,

chlorine, cobalt, copper, iron, manganese, molybdenum and zinc

- Called micronu trl ents or trace elements. Plants obtain all these
elements from the soil. They mugt be added to soils deficient in
them because of natural conditions, leaching or intensive crop culti-
vation.

1. (a) Lexicon Universal Encyclopedia. Volume 8/F, Lexicon Publica-
tions, Inc., New York, 1983, p.61.

(b) Funk & Waqnalls New Encyclopedia. Volume 9, p.429.

(c) The Encyclopedia Americana. Volume 11, International edition,
Grolier Incorporated International Headquarters, Danbury, USA,

1983, p. 132.

(d) Collier's Sncvclooedi a. Volume 8, New York, 1956, p.I16,

(e) United Nations, Ferti li zer Manual. New York, 1980, p,32.
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Different kinds of substance such as, animal excrement, straw,
and other plant materials etc, that were mostly as fertilizers used
in ancient times contained one or more of the three essential ele-

ments mention in the above.

Since Roman times, Marl and other liming materials have been
Used to supply calcium and simultaneously to reduce the soil's
acidity. "The value of animal manure for improving the productivity

of land, was recognized perhaps as early as the beginning of agricul.
2

ture'*, Plimy the Elder* writing in the 1st Century AD, explored

the use of green manures and the value of ashes, which contained

potash, a source of potassium. Greco-Roman agricultural writers

enumerated the merits of using the dung of birds and poultry and

the excreta of horses, cows, goats, sheep and humans for different

soils and crops, as well as describing the benefits of compost pre-
pared from dung, vines, straw, stalks, leaves, weeds and other trash,
Most of the early fertilizer products, hovvever, were made from agri-
cultural and industrial residues* animal manures, blood and bones

from butchered cattle, cotton seed meal, fish scraps, and caster

pomace. The Elizabethan philosopher, Sir Francis Bacon, was the
first to describe scientific research on Fertilizers made from com-
posts and manures. The 17th century alchemist Johann Glanber dis-
covered a method of preparing saltpeter and commented on its use as
a fertilizer, which might be called the first complete mineral ferti-
lizer. The Second John Vuinthsop (1606-76), a founder of the Connecti

cut colonies, established a joint stock company for manufacturing

2. Lexicon Universal Encyclopedia. Lexion Publications, Inc.
New York, 1983, p.61.

3 1lbid., p.61,
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saltpeter from the excreta of farm animals, thus becoming the first
fertilizer manufacturer in the United States. The foundation for
the modern fertilizer industry was laid by Liebig, starting in 184of
In 1842, the English agriculturist Sir John Lawes received a patent
for producing a more soluble, and hence more effective, form of
phosphate by treating bones with sulfuric acid. His method, with

which the first Superphosphate was produced, marked the beginning

of the chemical fertilizer industry. Other followed, and by 1853
there were 14 manufacturers in the United Kingdom and several in
other countries. By 1870, 80 factories were reported to be opera-

ting in the United Kingdom.

Fertilizers may be broadly classified under two categories
e.g. natural fertilizers and chemical or synthetic fertilizers.
However, In view of the scope of this present research work as
already mentioned in chapter |, page-19, the subsequent study will
be entirely based on the aspects relating to Chemical Fertilizer

as a 'Concentrated plant food'."

4. United Nations, “Fertilizer Manual**. New York, 1980, p.3.

5. Lexicon Universal £ncvclopedl a. Volume 8/F, Lexicon Publica-
tions, Inc., New York, 1983, p.6l.

6. Satter, M.A., "Fertilizers » Not too Much, Not too Less",
The New Nation (English Daily Newspaper), Dhaka, August 29,
1986 «
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3.02 FEiIiUILIZER - ITS EFFECT ON AGRICULTURAL

OUTPUT AND FOOD SEL F-5UFFICI ENCY i

Like the First Five-Year Plan, the Two-Year Plani the Second
Five-Year Plan and the Third Five-Year Plan of Bangladesh also
emphasized on rural development with food and agriculture as its
centre-piece. Although in 1984-85 country produced 16.12 million
tons of cereal food but the self-sufficiency in food gains was in
fact lacking. In attaining self-sufficiency in food by 1989-90,

the Planning Commission in the Third Five Year Plan has set over

all production target of 20,7 million tons of cereal food,» As a
result, the chemical fertilizer has become the pivot of all modern
agricultural inputs that are essentially required in attaining the

higher production target vis-a-vis self-sufficiency in food produc-

ti on.

Bangladesh must concentrate on yield improvement for increasing
- - - - g -
food grains production in future. In recent studies it has been
observed that the productivity scale in Bangladesh ranks very low
compared with other developing countries in Asia and Africa. The

Asian Development Bank has conducted case studies on three countries

7, Government of the People’s Republic of Bangladesh, The Thi rd
Five Ye~r Plani 1985-90. (Dhakai Planning Commission, 19857,

p . 165.

8. (a) Alamgir, Mohiuddin, "Some Aspects of Bangladesh Agriculturei
Review of Performance and Evaluation of Policies", The Bangla-
desh Development Studies. (Dhakai The Bangladesh Institute of
Development Studies, Vol. 3, No. 3, 1975), p.261,

(b) Hossain, Mahabub, “Food Grain Production in Bangladeshi
Perfoimance, Potential and Constraints"”, The Bangladesh
Development Studies. (Dhakai The Bangladesh Institute of
Development Studies, Vol. viil, no. 1d2, 1980), p,45.
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Bangladesh, Malaysia and Korea, that show the relative position

of the three countries in respect of rural development experi en—ces

and the following table (Table-3,91) makes the picture clean

Table - 3.01

Key Indicators in Bangladesh, Malaysia and
Republic of Korea.

j Indicator Year Bangla- H Malay - Republic j
desh si a of Korea

1 Agriculture as % of GDP 198 4 54 22 14 l

Percentage of workforce

* in agriculture 1984 74 36 27 j
1 Yield of paddy (kg/ha) 1983 2,047 2,867 6, 203 [
J Index of per capita food

* production 1983 100 112 116 ]
1 (Base 1974-76 = 100)

|

The above table discloses that agriculture as percentage of

Gross Domestic Products (GDP) in 1984 of Bangladesh, Malaysia and
Republic of Korea were as 54, 22 and 14 respectively. And the posi-
tion in respect of paddy production is 2,047, 2,867 and 6,203 (ka/ha)
of Bangladesh, Malaysia and Republic of Korea respectively. It is
also clear that though Bangladesh depends mostly on agricultural
sector, its position in paddy production (which is its staple food)
is the lowest. A daily news paper of Bangladesh in an editorial

stated that agriculture continued to be the major sector in the

9. Asian Development Bank, Rural Davelooment in Asia nnd Pacific.

Ilai Papers and Proceedings of the Asian Development Bank,

Regional Seminar on Rural Development, Vol. 1, 15-23 October,
1984), p.78.
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economy of Bangladesh It also held the view that some sixty percent
of the Gross National Product came from this sector, The Third
Five Year Plan of the Government of the People's Republic of Bangla-
desh statistically shows that though there will be some favourable
general change in our GDP structure in 1989-90 from that of 1984-85;
but still GDP will be dominated by the agriculture sector i.e.

agriculture alone covers 46,9% of the total GDP,M

It transfires from the above that 'the food problem is one of
the most critical aspects of Bangladesh's struggle to achieve
economic development'. 12 The World Bank, in its annual report
stated that countries like India, Pakistan a~d Sri Lanka achieved
virtual self-sufficiency in food grains, while Bangladesh had only
made a program for achieving self-sufficiency in food by the end of
the decade.To accelerate the pace of industrialisation, the
government of Bangladesh announced the Industrial Policy-1986 with
the objective, among others promote agro-based and agro-supp ortive
industries to increase contribution of industrial sector to GDP and

resource augmentation.

10. The Bangladesh Observer. "Stake in Agriculture"”, (Dhakai
7th January, 1987),

11. Government of the People's Republic of Bangladesh, The Third
Five Year Plan (Dhaka* Planning Commission, 198 5), p. 44,

12. Mahmud, Wahlduddin, “Development Strategy and the Problem of
Food Supply in Bangladesh"”, The Bangl“denh Development Studies.
(Dhaka* The Bangladesh Institute of Development Studies,
Vol.viii, No.l<i2, 1980, p.71.

13. World Bank, The World Bank annual Report 1986. (Washington,h D.C, ,
1986), p .99.

14. Government of the People's Republic of Bangladesh, Industrl al
Poll cv- 1986. (Dhakai Ministry of Industries, 1986), p.l.
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In recent years the introduction of the High Yielding Variety
(HYV) seeds and fertilizers, has been accepted as a major policy
measure in the agriculture of the developing countries for the
primary objective of attaining self-sufficiency in foodgrai ns,
According to Mahabub Hossain, in Bangladesh the long-term (1949-84)
trend rate growth in agricultural output is 2.0 per cent per annum
agair”"st a rate of population growth of about 2,6 per cent. 16 That
Is why, Mohiuddin Alamgir and L.J. Berlage, clearly states that if
Bangladesh is to attain food self-sufficiency at a reasonable price

in the near future, rice production must grow at faster rate than

that obtained from the present trend. A famous english daily in
Dhaka in its editorial, categorically described that food was a
18

priority item and had to be kept above politics.

In the United States, Christensen and Stevensl9 estimated that
about of U.S. grain yield increased over the 1940-55 period was
due to fertilizer, while the Council for Agricultural Science and

Technology (Ca ST) 20 estimated that about one-third of U.S. grain

production was due to fertilizer.
15. Muqtada, M,, "The Seed-Fertili zer Technology and Surplus Labour
in Bangladesh Agriculture”, The Bangladesh Development Studies.

(Dhakai The Bangladesh Institute of Development Studi es, Vol. 3,
No.4, 1975), p. 403.

16. Hossain, Mahabub, "Agricultural Development in Bangladesh* A
Historical Perspective”. The Bangladesh Development Studies.
(Dhakai The Bangladesh In sti tute of Dev'el opment Studl es,
Vol.xii, No. 4, 1984), p.52.

17. Alamgir, Mohiuddin and Berlage, L.J., "Foodgrain (Rice and V.heat)
demand, import and price policy for Bangladesh", (The Banql adesh
Economi ¢ Reyi ew. (Dhakai Bangladesh Institute of Development
tconomics, Vol. 1, No.l, 1973), p.44.

18. The Bangladesh Observer. "Need and Supply of Food", (Dhaka*
November 6, 1980"

19. Christensen, RV/. and Stevens, fi., "How United States Improved
Its Aqri culture”, USDA, ERS Foreign Aqri cultural Er.onomic Reoort
No.76. (Washington, D, fc,’, '1964), - mmmmmmmmmeeeeee e
20. Council for Agricultural Science and Technology, The US Ferti li zer

Situation and Outlook. (lowad Ilowa State University Press, 1974, ."
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From time to time the United Nations called meetings for dis-
cussions and deliberation on the common problems of its member coun-
tries in the fertilizer sector. The First Consultation Meeting on
the Fertilizer Industry was held on 17-21 January, 1977 in Vienna,
the Second Consultation Meeting on the Fertilizer Industry was held
on 6-10 November, 1978, in Austria, the Third Consultation Meeting
on the Fertilizer Industry was held on 29 September- 2 October 1980
in Brazil and so on. These meetings were attended by International
Organizations and meiriber countries representing governments, industry,

labour and consumer groups.

The Fertilizer Corporation of India (FCIl) was set up in 1961
to serve as a technology base for the country with the objective of
achieving self-reliance in all aspects of fertilizer science and

technology. 21

In Bangladesh, fertilizer has become popular in increasing farm
output. The use of optimal doses of fertilizer in the high yielding
varieties is becoming increasingly crucial in the modern seed-based

22
and irrigation-oriented technology.

It may be concluded that a steady growth in fertilizer consump-
tion is essential to increase agricultural output and to achieve the

country's food self-sufficiency.

21, Ghosh, Sai lendranath, "Fertilizer Technology t Fractured Profile
of Sel f-rleli ance"”, Economic and Political Viieeklv. (Bombayi
Vol. xxi, no, 16, April 19, 1986).

22, The New Nati on. "Fertilizer and Incentive Prices", (Dhakai

Editorial, 28th April, 198 6).
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3.03 USES OF FERTILIZER rntMD ITS CON SUMP TICN

Vnell known academician G.M. Desdi is of the opinion that 'the
. . L . 23
emphasis on increased use of fertilizer is easy to understand,’ In
the foregoing discussion, the reason for emphasizing the increased
Use of fertilizer has been made clear and easy to understand. In
this connection, P,C, Bansil further states that chemical fertilizer
plays an important role in any scheme for boosting up agricultural
24 . . .
output. A.K.M, Mosharraf Hossain, Chairman, Bangladesh Chemical
Industries Corporation, holds the view that Bangladesh produced
7 million tons of food grains in 1950 without using chemical ferti-
lizer and in 1985 the consumption of fertilizer stood at 1.4 million
tons in our country and the agricultural production increased to
16 million tons. Mr, Hossain argued that generally, with the
application of one ton of fertilizer, agricultural productivity
. 25 .
increased to 5 tons, Bangladesh Agricultural Development Corpora-

tion on the basis of its twenty five years of experiences stated

that fertilizer being the source of plant food contributed around
. . . . 26
50% of the increased production obtained on account of inputs use.
Experience in many developed countries as well as field trials
23. Desai, Gunvant M, , Growth of Fertilizer Uge in Indian Agricul-
ture | Past Trends and Future Demand. (New Yorki Cornel

University, 1968), p.5.
I

24, Bansil, P.C., Agricultural Problems of India, (New Delhi i
Oxford & IBH Publishing Co., 1981), p.117.

2b, Hossain, rt.K.M, Mosharraf, "Fertilizer Industry i Blueprint for
Tomorrow", The Bangladesh Observer. (Dhakai 26th February, 1987),

26, Bangladesh Agricultural Development Corporation, Twenty Five
Years of BADC : 1961 to 1986. (Dhaka 1986), p. 11.
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conducted by the Food and Agriculture Organisation (FAO) in the
developing countries have shown that the application of one ton of
fertilizer can increase the yield of food grain's by five to ten

27 - . . . . .
tons. Fertilizer, when used in combination with the other inputs
such as high-yielding varieties and irrigation water, results in
positive interaction thereby increasing further its contribution

. . . 28 . .
to yield, which as a result increases. Bangladeshi economist
states that the use of fertilizer is mainly dependent on the crops

grown and their productivity.?

An expert viewed that agricultural production depended on the
cultivable area and the productivity per unit of land,”® Mi shra and
Morathia argued that fertilizers could be substituted for land such
that a given level of paddy output can be produced with less land

S 31
and more fertilizers. Khan and Heady stated that one ton of

fertilizer nutrient replaced 101.55 acres and 33.58 acres of land

in production of wheat and paddy respectively. 32

27. United Nations, Fertilizer Industry. UNIDO, Monographs on Indus-
trial Development, industrialization of Developing Countriesi
Problems and Prospects, Monograph no. 6. Based on the procee-
dings of the International Symposium on Industrial Development,
Athens, November-Dec ember, 1967 (New Yorki 1969), p. 1.

28. Food and Agriculture Organization of the United Naticns, Crop
Production Levels and Fertilizer Use (Romei 198 1), p. 3.

29. Quasem, M.A., “Factors Affecting the Use of Fertilizer in
Bangladesh”, The Bangladesh Development Studies. (Dhakai The
Bangladesh institute of Development Studies, Vol. vl , No. 3,

1978), p .338.

30. Kobayashi, Eiji, "Some Measures to Increase Foodgrain Production
in India", Mathur (edited”~ Agricultural Policy and Food Sel f-
Suffi ci encv. (New Delhii Associate Publishing House, 1970), p.6l,

31. Mishra, B.L., and Marothia, D.K., "Possibilities of Fertilizer
Substitution for Land in Paddy Production"”, The Bangladesh
Development Studies. (Dhakad The Bangladesh Institute of Develpp-
ment Studies, Vol.Illl, No. 2, .1975), p. 244.

32. Khan, R.a. & Heady, E.O., "Marginal Rates of Fertilizer Substitu-

tion for Land Derived from Experimental Production Function",
(Islamabad! USAID, 1972).
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It reveals from the studies of the Bangladesh Institute of
Development Studies that increase in use of fertilizer in Bangla-
desh during 1977-78 to 1983-34 Is 'primarily a result of four

33
factors* as under*

i) Changes In the Crop composition,
il) Increase in fertilized area,
lii) Increase in number of users, and
iv) Introduction of new crop (v~heat).

Findings of the Centre for Development Science is that ferti-

lizer levels have a direct bearing on rice output in the study

34
areas. Farmers took their fertilizer rate decisions on the

basis of expected response.

In conclusion the researcher views with the languages of FhO
findings is that if agricultural production is to increase in most
Countries of the world, for most crops under most conditions, the
Increased use of fertilizer must accompany the application of other

. . . . 3
methods of technological and scientific development to farming.

33. Hossain, Mahabub, and Quasem, M.n,, "Growth of Fertilizer
Consumption in Two Villages of Bangladesh 1977-84", The Bangla-
desh Development Studies. (Dhaka* The Bangladesh Institute of
Development Studies, Vol, XIV, N~ . |, 1986), p.74,

34. Centre for Development Science, "Fertilizer Price Decontrol
Study", (Dhakai 1984), p.68.

35. Jha, Dayanatha, and Sarim, Rakesh, "An Analysis of Levels,
Patterns and Determinants of Fertilizer Use on Farms in
Selected Regions of Semi-arid tropical India", (Andhra Pradeshi
International Crops Research Institute for the Semi-arid
Tropics, 1981), p,48.

36. Food and Agriculture Organization of the United Nations, Crop
Production Levels and Fertilizer Use, (Rome, 1962), p,35.
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The estimated v™orld fertilizer demand in 2,000 is 264 million
tons as compared with 63.6 million tons in 1974 and that of ferti-

lizer use in developing countries is expected to Increase from

19.3 million tons in 1974 to 92 million tons in 2,000,

In China, chemical fertilizer consumption in 1952, amounted to
295,000 tons, averaging 0.75 kilogrammes per hectare and the output
went upto 12,694,000 tons in 1980, averaging 127.8 kilogrammes per

hectate, a 170-fold increase over 1952.38

In Bangladesh, the Bureau of Statistics published in its
Statistical Yearbook that the chemical fertilizer consumption in

1973-74 amounted to 380 thousand tons which increased to 1257

thousand tons in 1984-85 (Table-3.02).

37, United Nations Industrial Development Crgaf®i zati on,
Fertilizer Manual. (Vienna, 1980), pp. 11-12.

30, China Harid Book Series t Economy. (Beijingi Foreign
Languages Press, 1984), p.218.

39. Government of the People's Republic of Bangladesh,
1986 | Statistical Year Book of Bangladesh. (Dhakat
Bureau of Statistics, Ministry of Planning), p. 292.
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Mr, M,a, Samad, has prepared a comprehensive statement (Table-
3.03) showing fertilizer production, demand and import requirements
for Bangladesh for the period from 1982 to 1990#40Which can give us

a concrete indication of increasing fertilizer production, other-

wise we are to spend huge amount of our foreign currency for imports*

Table - 3.03

Fertilizer Production, Demand and Import Sequirements
198 2- 1990

(thousand tonnes)

{ Year J Produc- Domes ti c 1 Import
tion Demand De fi ci t

k

[ 1982-83 770.0 954 184 |
{ 1983-84 810,0 1,036 226 i
{ 1984-85 794.0 1, 156 326 i
[ 1985-86 817.0 1, 300 46 3 i
} 1986-87 965.0* 1,462 497 |
} 1987-88 986.0%* 1,644 658 i
j 1988-89 1, 324.0* 1,842 518 I
j 1989-90 1,435.0* 2,063 628 |

* Estimates based on plant operation at 80% of installed capacity

Source! Samad, M.A, (Chief Chemist, FPIRP, Bgnglades-h Chemical

Industries Corporation), "Focus on Fertilizer Production
and Consumption in Bangladesh"”, Ferti li 7er Focus. June,
1986, FMB Publications Ltd., England, p.28,
40, Samad, M.A., "Focus on j Fertilizer Production and Consumption
in Bangladesh”, Fertili -Zer Focus. (Englandi FMB Publications

Ltd., June 1986), p.Z28.



Dhaka University Institutional Repository

96

3.04 PRQCURBIENT CF FERTILIZER AND ITS PI STHi BUT1 ON i

According to an eminent Bangladeshi economist, availability of
fertilizer "at the right time, in the right quantity and at the
right locations"” is considered a crucial factor in expanding agricul-
41
tural production through increasing use of fertilizer. A daily news

paper of Dhaka stated in its editorial that the production of ferti-

lizer had sho\in an upv”ard trend and the demand for it had also increa-

sed over the years. Accordingly farmers in this country have demons-

trated their ability to use chemical fertilizer and reap the benefit
42

thereo f.

International Fertilizer Development Center CIFDC) emphasised the

need of improving the operational efficiency of the overall Bangladesh
fertilizer supply system with timely availability to maximize self-
sufficiency in the supply of fertilizer by increasing output.

United Nations in its development and transfer of technology series
argued that the establishment of an effective fertilizer production
and marketing system in most developing countries was not likely to
succeed unless the government assigned a high priority to it and
- . . 44 . .
adopted policies to expedite its development. The United Nations

Industrial Development Organization (UNIDO) study suggests that

41. Quasem, M.A., "'Supply and Distribution of Fertilizers in Bangla-
desh"”, Fertilizer Pricing Policy and Foodgrain Production Stra-
tegy In B.ringl adesh”~ (Washi ngton, D.C,, 1985), p,303,

42. The Bangladesh Observer. "Fertilizer for Winter Farming", (Dhakai
22nd October, 1985).

43. International Fertilizer Development Center, Bangladesh Poll cy
Cptions for the Development of the Fertili7er Secto” (alabama,
1983) .

44. United Nations Industrial Development Organisation, Fertj 11 zer

Manual. (Vienna, 1980), p. 331.
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daveloplng countries should con3truct sufficient number of ferti-
lizer plants to become atleast self-sufficient as a group in nl tro-
A 45 . .
gen and phosphate fertilizers. Experts views on the U.S. Ferti-
lizer Industry as« "a continuous supply of chemical fertilizers is
vital to U.S. farmers and consumers”™ because crop output and food

availability depend directly on the use of fertilizer. 46

The Bangladesh Agricultural Development Corporation (BADC) is
responsible for the procurement and distribution of all fertilizers
in Bangladesh, both domestic and Imported. The East Pakistan Agri-
cultural Development Corporation which started functioning from the
16th October, 1961 was changed into Bangladesh Agricultural Develop-
ment Corporation in 1971,47 Prior to 1961, importation and distri-
bution of fertilizer was handled by the Department of Agriculture
in the then Government of East Pakistan, Following the recommenda-
tion by Food and Agricultural Organisation (FAO), the East Pakistan
Agricultural Development Corporation now known as Bangladesh Agricul-
tural Development Corporation (BADC) was created by the government
in 1961 to take over, Inter alia, the commercial function of Impora-
tlon and distribution of fertilizer from the Department, At present
BADC is responsible for Importation and distribution of fertilizers
procured under variou* aid, loan and barter arrangements and distri-

bution of locally produced fertilizer from the existing fertilizer

45. 1bid., p. 13.

46. Paul, Duane A,, Kilmer, Richard, Altobello, Marldyn, and
Harrington, David N,, The Changing U.S. Fertilizer Industry.
(Washington, D.C., 1977), p. 1,

47. Bangladesh Agricultural Development Corporation, Twenty Five
Years of BADC 1 1961 to 1986. (Dhaka* 1986), p.7.
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fertilizer in Bangladesh which disclosed that imported and domestic
production in 1974-75 was and 42% and in 1984-85 was 47~ and 2%

respecti Vely. 52

The government Is very much concerned over the inefficient
operation of the fertilizer factories in the country. The govdrnment

is interested to see that the function of production and distribution

of fertilizer are performed roost effectively, so that the farmers
get their fertilizer economically and on a timely basis.
The programme for distribution of chemical fertilizers for the

terrainal year of the third five year plan period (1989-90) Is 18,85

lakh tons. This target is consistent with the food production
programme. Upto 1987-88 BADC will be able tn diwtribufo Abmit i%s
lakh tons. Thisis based on the average annual growth rate of A,Q%,
It would be necessary to raise this growth rate to for the

next 2 years to achieve the target of 18,85 lakh tons by 1990.

52. Government of the People's Republic of Bangladesh, 19861
mi~tatl stl cal Yearbook of Bangladesh. (Dhakai Bangladesh
Bureau of Statistics), p* 294.

53, A high-level meeting was held on 16,4, 1988 presided over by
President Hussain Muhammad Ershad and attended by Prime
Mini ster-in-Charge of the Ministry of Industries, Finance
Minister, Agriculture Minister and concerned secretaries,
The New Nation. Dhaka, 21st May, 1988,
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3.05 PRICES OF FERTILIZER AND ITS SUBSIDY

An internationally reputed expert opined that the price-making
Is one of management's most important tasks and the success or fai-
lure of an enterprise may depend on the ability of its management to
select the right prices for its goods,™" He also argued that the
successful price-maker needed a knowledge of economics™ an understan-
ding of markets* a familiarity with distribution techniques, and a
grasp of the relevant cost facts. Another expert presented befor*e
the New York meetings of the American Marketing Association and told
that effective use of costs for setting prices required a clear under
standing of the principle of different costs for different purposes.5
In the above way, Bangladeshi expert viewed that manufacturer or
sellers might use pricing as a powerful weapon in their overall

marketing strategy to boost the sale,™"

Price fixation has been considered to be a vexing problem for

. . 57 . . .
public enterprises. Various review of researches on public enter-
prises show that one cannot recommend a simple and universal rule
for public sector pricing that will ensure efficiency of the enter-
prise and lead to an optimum allocation of national resources simul-
tan eou sly *

54. Greer, Howard Clark, "Cost Factors in Pri ce-making The Harvard
Business Review. July-August, 1952, p. 362.

55. Dean, Joel, “Cost Forecasting Price Policy", The Journal of
Mark etl nq. January 1949.

56. Islam, Misbahul, “Pricing Strategy", Management Development.
(Dhakat The Bangladesh Management Deveiopmen-t Cen tre, Vol. 10,
No.2, 1981), p.98.

57. Kappor, M.G., “Review of Researches on Marketing Management in
Public Enterprises", paper presented in the National Seminar of
the Institute of Public Enterprise, Hyderabad in March, 1982.

58. Bhalla, G.S,, “Theory and Practice in Public Enterprise Pricing
- The Indian Experience", paper presented in the National Seminar

of the Institute of Public Enterprise, Hyderabad in March, 1982.
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S.S. Ramu describing the pricing alternatives for public enter-
prises said, "There are many pricing alternatives - marginal cost
pricing, average cost pricing, electricity pricing, transfer pricing,
cost + reasonable margin, discriminatory pricing, landed cost

pri cing".

Pricing policy of the public sector units have been viewed with
concern by the Government of the People's Republic of Bangladesh
since its independence which was disclosed in the First Five-Year

Plan (1973-78)/°

Mahbub Hossain, stated that despite the adverse change in price
environment a respectable rate of growth of fertilizer consumption
is taken by many to argue that the price of fertilizer is still at
a level where raising prices would not have an adverse impact on the
growth of fertilizer consumption in the country.The V«orld Dank
in its "Bangladeshi Food Policy Review", argued that since fertilizer
application has a significant impact on yield per acre and the value
of the marginal product of fertilizer is much higher than its price,
there seems to exist scope for a substantial upward revision in the
prices of fertilizers without causing an adverse impact on its

attractiveness to farmers.

59. Ramu, S, Shiva, "Desighing a Research Policy for Public Enter-
prises"» paper presented in the National Seminar of the Insti-
tute of Public Enterprise, Hyderabad, in March, 1982.

60. Government of the People's Republic of Bangladesh, The First
Five Year Plan. (Dhakai Planning Commission, 1973), p.26]1l.

61. Hossain, Mahabub, "Price Response of Fertilizer Demand in
Bangladesh”, The Bangladesh Development Studies. (Dhakai The
Bangladesh Institute of Development Studi es» vol. XIIl , No.3<i4,

62. World Bank, Bangladesh i Food Policy Review. 1977.
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In Bangladesh, prices of fertilizers have been controlled by
the state and deaders are paid a fixed commission. Fertilizer

prices are negotiated between the Ministry of Agriculture and the
Bangladesh Chemical Industries Corporation, although the final
prices have, on occasion, been decided at the cabinet level. 63

A reference annual of India viewed that in India, the govern-
ment is controlling, statutorily, the selling prices of all ferti-
lizers in order to make them available to the farmers at a uniform
and reasonable rate throughout the country. However, in the process
of supporting the selling prices of fertilizers, government has been
increasing massive amount of subsidy over the years. The amount of
subsidy on indigenous fertilizers alone, has been increased from

Rs. 275 crore in 198 1-82 to Rs. 1,600 crore in 1985-86, With a view

to containing the subsidy on fertilizers* government increased the
statutory selling prices on 31 January, 1986, Even with this
increase, however, the selling prices of fertilizers today, are at

64
the same level as they were five years ago.

Price statistics indicate that the Urea price from local facto-
ries has all along been lower than import price but in the case of
TSP there is no discernible trend,State Minister for Agriculture

Professor Abdus Salam stated In the Jatiya Sangsad of Bangladesh on

63, Quasem, M,A,, "Supply and Distribution of Fertilizers in
Bangladesh”, Fertilizer Pricing and Foodoraln Production
Strategy In Bangladesh. (Washington. D, C,. 1985).

64, Government of India, India 1986 t A Reference Annual.

(New Delhi I Publication Division, Ministry of Information
and Broadcasting), p. 446,

65, Quasem, M,a,, Barkat, A,, and Khan, S,A,, Impact of the New

System of Distribution of Fertilizer and Irrigation Machines

In Banal adesh. (Phakai The Bangladesh Institute of Development
Studi es, 1984), p. 1,
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25,2,87~" that the increase in fertilizer price did not have any
adverse impact on agricultural production. He also disclosed that
the fertilizer price had been raised by 334 per cent on lo separate
occasions since 1975 till date while the use of fertilizer marked

an increase by 350 per cent since 1975 to 1984-85, he said during

the question hour in the house.

Fertilizer selling prices has been raised on separate occasions

since 1st July, 1982 till 1st October, 1985 which was presented in

67
the government's publication (Table-3,05),*

Food and Agriculture Organization of the United Nations has
presented a table showing fertilizer prices, particularly Urea price
paid by farmers of its member countries*”~”™ an abstract of which is

given herewith (Table-3.06),

To promote fertilizer usage at farmers' |level for increasing
agricultural production, government was providing subsidy by fixing
selling prices of fertilizers at a lower rate than the procurement

69 . . . ;
cost. Fertilizer prices is pegged at the present level and if

there be any increase in cost of production/import, the excess

66, The Bangladesh Observer. Dhaka* 26th February, 1987,

67. Government of the People's Republic of Bangladesh, 19861 Statl s-
tlcal Year Book of Bangladesh. (Dhakai Bureau of Statistics*
Ministry of Planning), p. 294,

68, Food and Agriculture Organization of the United Nations*
1984 FAQ Fertilizer Year Book. (Rome, 1985), pp, 129-131,

69. Kossain, Kobbad, 7/ General Manager (Supply), BADC, Dhaka_7»
Fertilizer Strategies for Rice Production", Proceedings of the
Workshop on 'Experiences with Modern Rice Cultivation in Bangla-
desh* jointly Sponsored by the Bangladesh Rice Research Institute
and the Department of Agriculture Extension, Government of the
People's Republic of Bangladesh, held at the Bangladesh Rice
Research Institute (BRRI) on March, 1983,
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mTable - 3tQ"
Price of Fertilizers by Type
| 1st July, i 30th June, I 7th July,
Types i 1982 \ 198J i 1984
. Per N Per 1 Per - Jl Per 1 Per
! ton nutrient1 ton ;|nu?r«l ent, | nutrient
N ton ton : ton
i
\
1 Urea 4028.56 8757.74 4028.56 8757.73 4431,42 9633.52
i TSP 3810.80 8284.35 3810.80 8284.34 4191.88 9112.78
(Granular)
i TSP 299 4,20 6509. 13 2994. 20 6509.13 3293.62 7160.04
1 (Powder)
J MP 2994.20 4990, 33 2994,20 4990. 13 3293.62 5489, 37
j DAP 4028, 56 6294,63 4028.56 6294,63 4431, 42 6924.09
I
Contd...
Table 3,05 continued
Tvpes T 1st January, 1st October*
yp 1985 L2s5
Per | nulz(:irent Per nul'?(rair ent
ton ton
t  ton ____tiiD
Urea 4741.72 10308,09 5000.00 10869, 50
TSP (Granular) 4485. 31 97 50.67 5000.00 10869.50
TSP (Powder) 3524.17 7661.24 5000.00 10869.50
MP 3524.17 587 3.62 4000.00 8694,80
DAP 4741.72 7408.9 4 5000.00 10869.50
Source! 1986 Statistical Year Book of Bangladesh.
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should be met through budgetary subsidy. Huge sums are spent every

year on fertilizer subsidy. The actual subsidy on fertilizers has

been increased from Tk, 85 million in 1968-69 to nearly Tk, 745
million in 1975-76,"" Before 1973, the fertilizer used to be
heavily subsidized - the extent of subsidy was around 65 per cent*

In a recent study by S.A, Khan presented a table (Table-3*07) showing

fertilizer subsidy and subsidy as percentage of procurement cost. Ho
Tabl”™ -
Input Subsidy on Fertilizer from

1973-74 to 1983-84

1 Year - I;(;rt.ilizer Subsidy iJ Subsidy as Percentage
(Taka In lacs) ( of Procurement Cost
i in % )
{ 1973-74 895,50 22
[ 197 4-7 5 2545.40 26
{ 1975-76 6486.40 54
j 1976-77 5931,90 44
{ 1977-78 9438,50 47
{ 1978-79 12858,97 50
1 1979-80 13416,45 43
} 1980-81 11715.79 35
j 1981-82 10841,36 30
} 1982-83 8040,85 17
{ 1983-84 8246.47 14

Source* Salahuddin Ahmed Khan, “The Implication of the With-
drawal of Agricultural Input Price Subsidy on Foodgraln
Productivity in Bangladesn”, The Dhaka University Studies.
Part-C. Vol. 8(2), 1987, p.lIT»

70* lIslam, Rlzwanul, "Food Grain Procurement, Input Subsidy and the
Public Food Distribution System in Bangladesh t An Analysis of
the Policy Package", The Bangladesh DevelQpm_ent Studies. (Dhakai

The Bangladesh Institute of Development Studies, Vol. VIII,
No. 1&2, 1980) p. 114.
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also argued that the money volume gradually came down (except
1980-8 1) alongside the rate of subsidy,The process of gradually
reducing the subsidy on fertilizer started at the time of formula-

72
tion of the 1972-73 development budget, *

Food and Agriculture Organization of the United Nations has
shown the total amount of fertilizer subsidy for Asia» Africa,
. . 73 .
Europe and Occeania country-wi se, an abstract of which Is shown

in the Table-3.08.

In fact, during the stage of formulation of the 1976-77 deve-
lopment budget, the questions of whether to reduce subsidy on
fertilizer and provide a higher effective support price for food
grains, or to increase subsidy on fertilizer and relax price support
for foodgraing, turned out to be issues of intense debate among
policy makers. Fertilizer subsidy programme — a number of criteria
are considered appropriate, sUch as Social Benefits, Budgetary Burden,

Foreign Exchange savings and Distributional Implications.

There are arguments for and against fertilizer subsidy.

71. Khan, Salahuddln Ahmed, "The Implication of the Withdrawal of
Agricultural Input Price Subsidy on Foodgrain Productivity in
Bangladesh”, The Dhaka Unlver”~tv Studies. Part-G. Vol. 8(2),
1987, p. UT7.

72. Ahmed, Raisuddin, "Price Support versus Fertilizer Subsidy for
Increasing Rice Production in Bangladesh**, The Bangladesh Deve-
lopmen t Studi es. (Dhaka* The Bangladesh Institute of Development
Studies, Vol. VI, No, 2, 1978), p,119,

73. Food and Agriculture Organization of the United Nations,
1984 FAQ Fertilizer Year Book. (Rome, 1985), p. 150.
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Famous economist A,A, Abdullah viewed that various donors,
in particular the World Bank, are laying pressure on the Bangla-
desh Government to raise fertilizer prices further to eliminate
the subsidy to farmers and it is argued that the fertilizer
subsidy is causing a heavy drainage on the treasury, and is a
comparatively inefficient use of public fund:s.74 He also viewed
that Food for Works Program, Employment Guarantee Schemes and
Efficiently Targetted Food Distribution Systems to provide cheap
for the poor, are some of the policies usually recommended and
this is very true, if such program can be suitably expanded and
run with reasonable efficiency, the fertilizer subsidy would

. . . . 75
become comparatively irrelevant as far as equity is concerned.

Again, Mr. Abdullah argues in favour of fertilizer subsidy
and against the raise of the fertilizer prices and mentioned that
there was probably a deeper reason why donors wanted fertilizer

prices to be rai sed,™ He argued, once farmers were paying world
prices, the BaDC lost much of its rationale, the fertilizer trade,
perhaps even the industry, could be handed over to the private

sector and primitive capitalist accumulation could proceed unham-

pered in this sector as well,

74. Abdullah, A,A*, "“The Fertilizer Subsidy - Cost and Returns'**
The Bangladesh Development Studies. (Dhakai The Bangladesh
Institute of Development Studies* Vol.Xill, No, 3&4, 1985),
p. 141.

75, Abdullah, A.A, , "Distribution Aspects of the Fertilizer

Pricing Policy**, The Bangladesh Development Studies. (Dhaka*
The Bangladesh Institute of Development Studies, Vol.XIV,
No.1, 1986), pp.98-99,

76, Abdullah, A.A,, "The Fertilizer Subsidy - Cost and Returns",
The Bangladesh Development Studies. (Dhakai The Bangladesh
Institute of Development Studies, Vol.XIIl, No, 3&4, 1985,

p.,146,
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77 . .
A group of experts of the Planning Commission of the Govern-
ment of the People's Republic of Bangladesh expressed that If cost
of production of fertilizer factories became high as a result of

over-expenditure caused by over-staffing, top heavy administration

and inadequate expense control, selling of fertilizer to the farraers
at a price below thecost could not be termed subsidy to farmers
in the true sense of the terra.

An expert of the Fertilizer Economic Group of the FAO, presented
a paper at the FAO/FIAC Regional seminar “Fertilizer Pricing Poli-
cies for Africa* held at Kenya and argued that with the more wide-
spread use of fertilizers and higher yields (i.e. pushing the
response curve up and to the right), resulting in reducing unit

Costs, it should be possible for governments to reduce fertilizer

subsidies*"®

During the Third Five-Vear Plan (1985-90) the amount of subsidy
on fertilizer will be reduced to less than one-third of the level
of the Second Five Year Plan because of the policy to eliminate it
. . . 79 .
by the middle of the Third Plan Period. A professional Accountant
presented his paper on the Second National Conference of the Insti-
tute of Chartered Accountants of Bangladesh and argued that the

subsidies on account of fertilizer had been reduced to a great

77, Habibullah, M., Ghosh, S.N., Helaluzzaman, A.K.M,, Quddus M.A,,
and Chowdhury, M,H,, A Study of Government Subsidy to Fertilizer.
(Dhaka* Planning Comraission, 1980), p. 12,

78, Conston, J.W., "Focus i Implications of Crop and Fertilizer
Price Relationships in Developing Countries'** (Nairobi i 1986),

79, Government of the People’s Republic of Bangladesh, The Third
Five Year Plan i 1985-90. (Dhakai Planning Commi ssion, 1985),
p. 174,
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extent but subsidies on food account and nationalised sector should
also be withdrawn and proper steps should be taken to minimise loss,
. - . . . 80 .
wastage and inefficiency in the nationalised sector. Accordingly,
the government has decided not to give any more subsidy to the Public
Sector industrial units and asked them to Improve their efficiency

and reduce loss through open competition with the private sector.

In fine, it may be concluded with the arguments of a group of
experts of the Planning Commissionof the Government of the People's
Republic of Bangladesh in which they suggested some steps for redu-
cing subsidy to fertilizer and if economies were affected in the
mentioned lines”™ the government might ensure the supply of fertilizer
to farmers at the present rates and the amount of cost saved would

amount to net savings in respect of subsidy and this resource may be

82
diverted to some other productive fields.

The researcher can conclude the topic of fertilizer pricing and
fertilizer subsidies with the languages of famous economists that
fertilizer pricing was an issue for recurring debate between the
producing corporation and the Planning Commission of Bangladesh with

the final decision being taken by the cabinet.83 At cabinet level

80. Hoque, M, Muzammel, "Taxation Policy - as a means of Domestic
Resource Mobilisation'*, (Dhakat The Instl tute of Chartered
Accountants of Bangladesh, 1985).

81. The Bangladesh Observer. Dhaka, 14th January 1987. (This was
disclosed by the Deputy Prime Mini ster-1 n-charge of the Ministry
of Industries, Mr. Moudud Ahmed In Chittagong on 13th January,

1985).

82. Habibullah, M., Ghosh, S.N. Helaluzzaman, A.K.M., Quddus, M,a,,
and Chowdhury, M.H., A Study of Government Subsidy to Fertilizer.
(Dhakai Planning Commission, 1980), pp.84-85.

83. Sobhan, Rehraan, and Ahmed, Muzaffar, Public Enterprise in an
Intermediate Regime i A Study in the Political EcQnomy of
Bangl adesh. (Dhaka* The Bangladesh Institute of Development

Studies, 1980), p. 479.
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and at the time of budget every year beginning 1972-73> the Coraml-
ssion moved the cabinet to abolish fertilizer subsidies arguing
that subsidy to be beneficial to the rich farmers, encouraging
smuggling of Urea across the border, effect contributed to deficit
finance in the government treasury. Resistance to any price

increase was led by the Ministry of Agriculture and BaDC who feared

that higher prices would reduce fertilizer consumption. Attempts
to raise fertilizer prices iwere also resisted by the ruling party
in the name of the farmers. The Ministry of Finance supported the

reduction of subsidies but at the sametime opposed Increases in the
fertilizer price. They tended to confuse the issue by seeing higher
prices for the public sector as an attempt to conceal the Ineffi-

ciency of public enterprise.

3.06 ROLE OF THE BANGLADESH CHEMICAL INDUSTRIES

corporation in the NATIONalLl SEP SECTOR

One Bangladeshi expert, (Financial Adviser, Bangladesh Steel S
Engineering Corporation) described that at the creation of Pakistan
in 1947 the geographic area now known as Bangladesh was totally

underdeveloped in trade, commerce and industry,®" The need for the

creation of the public sector was felt, when huge profits, earned by
84. Haque, vtnwarul, “System of Internal and External Control of public
sector industrial enterprises In Bangladesh”, Control Systems for
Public Enterprises In DevelooinQ Countries. (Ljubljana* Interna-

tional Center for Public Enterprises In Developing Coun tri. es, 198 2),
p. 169. (Paper presented at an International Workshop held at

Ljubljana, Yugoslavia, 9 to 13 July, 1979 convented by the Interna-
tional Center for Public Enterprises In Developing Countries (ICPE)
In collaboration with the UN Division of Public Administration and

Finance).
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the foreigners, were repatriated out of the country. For greater
production, and proper distribution of wealth. In addition to the

inheritance of the statutory corporations of the Pakistan days, with
the nationalization of certain industrial sectors and financial
institutions in Bangladesh, the number of public enterprises have

tremendously increased after liberation of the country.

Davies and Hughes define that public enterprise is simply sub-
ject to a more direct form of government regulation of industry, in
that the production process itself is publicly owned. According
to B.C. Tandon, the public must have the final word in the control

. . 86 .
of public enterprises. Former Cabinet Secretary, Government of
India, S. S. Khera described that the public sector as a whole consti-
tutes a powerful instrument in the hands of the government, in fos-

. . . . . 67
tering the social and economic transformation of the nation, N.N,

Mallya described that public enterprises pass under different names

in different countries and they may be called the public sector,

state enterprises, nationalised industries, socialised industries*
or wear the garb of some - ism like Statism, Socialism or Collecti-
vism, but basically they mean the same thing. He viewed that by and

large they refer to industries owned and controlled by the state,
with other ideological considerations attached to them and it is a

88 . . .
matter of degree. R.R. lyer described that in case of public

85. Davies, and Hughes, S., ManagerialEconomics. (Estoveri
Macdonald and Evans, 1977), p, lob5,

86. Tandon, B.C,, Management of PublicEnterprises.(Allahabadi
Chai tanya Publishing House, 1978), p, 106,

87. Khera, S. S., "Public Sector Management", Management in Government.
(New Delhi! Government of India, Ministry of Information and
Broadcasting, 1979), p.89.

88. Mallya, N.N., Public Enterprises in In(Ji™i. (New Delhi i National
Publishing House, 1971), p. 3.
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enterprises in India, the government plays the role of an entrepre-
neur-cum-i nvestor, as well as that of development banker to the

public sector and in terms of the Indian Companies Act, the public
sector companies fall into the category of "government companies”.
One member of the Indian Planning Commission stated that the public
sector Would cease to be a hospital for the sick and the terminally

ill only ii preventive action was taken at an early stage.

Famous Indian academician Professor Dr. B.K. Basu viewed in his
book in the chapter, 'Audit of Public Enterprises* as the object of
the public sector undertakings was to bring out an improvement in
the overall economy of the nation and to distribute the advantages
derived from the undertakings among the people of the country irres-

. L 91 .
pective of any class* caste, creed and religion. That is why D.
Hmarchand opined that public enterprises could be justified only for

two reasons, one was on the basis of ideology and the other on the

basis of efficiency. 92

Since the government has directly or indirectly assumed respon-
sibility for the public enterprises through direct or indirect owner-

ship and/or control, it needs to exercise the prerogatives of owner-

ship. This implies that it will try to protect the public interest

89. lyer, Ramaswamy R, , <Control Systems for Public Enterprises in
Indi a”, Control Svstefns for Public Enterprises in peyeloping
Countries. iLjubljana* International Center for Public Enter-

prises in Developing Countries, 1982), p.235.

90. Hussain, Abld, "Public Sector - Need for Reform”, The Dai Iv Nev¥%s.
(Dhaka* 24th January, 1988).

91. Basu, B.K., An Insight into Auditing. (Calcutta! Book Syndicate
Private Limited, 198 1), p. 28. 1,

92. Amarchand, D., "Management Development and Training t Its Role
in Public Enterprises Development”, Mishra, R.K,, and Havishankar,
S. (edited). Management Development and Training in Public Enter-
prl ses. (New Delhi i Ajanta Publications, 1983), p.32,
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through its role as guardian of the public interest and trustee
of public funds. In defining public enterprise in case of
Bangladesh they also argued that three aspects needed to be consi-
dered i.e. a distinct public entity, ownership and control, and
productive entity which meant a productive entity producing mar-
keted goods and services within an explicit or extractable budget
covering at least fifty per cent of current cost from current
sales and under the decision-making control of the government or
Q4
its appointed bodies.

M. Ahmed, again viewed that the public sector in Bangladesh

was Ssi oni cant, in the industries sector it was encompassed over
four hundred units which accounted for nearly 8b% of production in

. 9b
large scale manufacturing sector.

As a public sector institution, Bangladesh Chemical Industries
Corporation (BCIC) has already established its image as a leading
sector-corpora tion engaged in the task of Industrialising the coun-
try in chemical and allied sector was established in July, 1*976
under the provision of Presidential Order 27 of 1972 (Bangladesh
Industrial Enterprises Nationalised Order) through a merger of

three former sector corporations, viz.

i) Bangladesh Fertilizer, Chemical andPharmaceutical
Corpo ra ti on,
il) Bangladesh Paper and Board Corporation, and
lii) Bangladesh Tanneries Corporation.

93. Sobhan, Rehman, and Ahmed, Muzaffer, Public Enterprise in an
Intermediate Regime » A Study in the t~"oHtical Economy 6T
Bangladesh. tPhaka* The Bangl adesh In sti tute of Devel oproen t
Studies, 1980), p. 290.

94. 1bid., p. 267,
95. rthmed, Muzaffer, "Development Planning and Public Sector Enter-
prises in Bangladesh"”, Management. Business and Economics.

(Dhaka* The Institute of Business Admini stration, Universi ty of
Dhaka, Vol.l, No.2, 1975), p.4.
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The corporation Isa fully government owned industrial sector

Corporation responsible for control, co-ordination and supervision

of the enterprises placed under its managennent and for the establish-

ment and development of new projects.

BCIC starts with 88 (eighty eight) enterprises in July, 1976
and now in 1985-86 manages 22 (twenty two) large and medium size
enterprises after systematic di s-investment of small enterprises,
return of enterprises to Bangladeshi owners and di s-i nvestment of

the erstwhile abandoned units*

BClI C produces a very wide range of products in the Fertilizer,
Paper, Chemical, Cement and other allied Industries and the value
of production expected in 1986-87 is Tk.914.14 crores, an increase
of 28% over 1985-86. 6 The enterprises under the corporatlcn pro-
duced goods worth Tk,]68.86 crores in 1976-77 which went up to
Tk,813,0b crores in 1985-86 at prevailing prices (Tahic-3.09), It

may be seen from the table that every successive year, the overall

- . . - 97
productivity of the corporation registered positive growth.

In 1976-77, BCIC started with a negative equity of Tk.]1,4123
crores (of the existing units) against total assets of 1k, 321.6296
crores and net assets of Tk.]59.3815 crores. With the financial
improvement made by BCI C during the last decade, the negative net
Worth turned to a positive networth of Tk. 497. 4635 crores. Total
assets and net assets have increased to Tk.2622.7871 crores and

QQ
Tk. 1842.5614 crores respectively,

96. Government of the People’s Republic of Bangladesh, Autonomous
Bodies Budgets 1986-87 .( Dhaka» Ministry of Finance, 1986), p, 24,

97. Bangladesh Chemical Industries Corporation, Ten Years of BCIC.
(Dhakai 1986), p,37.

98. 1bld,. p.25.
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Statement showing Production Value of BCIC from
1976-77 to 1985-86

Year Production Value Index r Ilncrea se over
in Crore Taka at | previous year
. . A
Prevailing Prices
ml
1976-77 168,86 100
1977-78 210.0 3 119 19
1978-79 249.4 1 148 24
1979-80 311. 30 184 25
1980-8 1 368.09 212 15
198 1-82 419.04 248 17
1982-83 b35. 18 316 28
1983-84 629.04 373 1B
1984-8b 694. 38 411 10
1985-86 813.05 48 2 17
Sourcei Bangladesh Chemical Industries Corporation.
During the last 10 years the corporation has earned profit
continuously except for 1977-78, During this period, however, some

of the enterprises had incurred loss. During this period profitable
enterprises earned profit of Tk. 345.64 crores and losing enterprises

incurred loss of Tk, 188. 33 crores.

The profit figure would have been much higher if government
would approve of the proposed price accomodating actual <cost increa-
sed on account of gas» electricity, salaries and wages and other

input materials. In BCIC prices of 80% product is fixed by the

99. Ibid., p. 41.
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government. On many occasions government approval on price adjust-
ment proposal was either delayed or even not given. For that reason
price adjustment could not be made continuously for many years wthiich

has seriously affected profit.

The corporation believes that as a public sector organization
BCIC has an over-riding obligation to the nation to help develop
linkage industries in the country. The various goods manufactured
by the BCIC enterprises directly affect the welfare of the people
in general and the wider economic interest of the country. During
the last 10 years mul ti-dim ensi onal innovative measures were carried
in a concerted manner for improved productivity in terms of increased
output, better quality, lesser down time and finally reduction of

cost of production,

BCIC in its annual report of 1985-86 described that as a public
sector corporation, Bangladesh Chemical industries Corporation owned
solemn obligation to ensure that the essential products produced by
its enterprises reached the consumers at a reasonable price. At the
same time, the corporation recognises the fact that the long-run
survival and growth of any enterprise significantly depends on the
earning of surplus and maintenance of financial solvency. As such,
BCIC has been continuously endeavouring to increase its profitability
through augmenting the volume of production and sales and reducing

the cost of production through various cost saving and improvement

101
measu res.
100. Ibjci., p. 47.
101, Bangladesh Chemical Industries Corporation, Annual Report

1985-86, (Dhaka), p .14.
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The Head Office is primarily, concerned with the setting of
obj ecti ve/targets, approval of budget, monltoriny of actual per-
formance with reference to target/objective, rendering expertise
assistance. Each enterprise haying separate legal &ntity and has
been delegated with required administrative, technical, commercial

and financial authority to operate efficiently and dynamically.

The general direction and administration of the affairs and
business of the corporation is vested in the Board of Directors
who are appointed by the government while the Chai rjnan is the

Chief Executive Officer, the marbcrs of the Board act as func-

tional directors. In BCiC, Chairman is the supreme hoad whe is
assisted by Directors - Director Finance; Director Technical
and Engineering; Director Commercial; Director Production and
Research; Director Planning and Implementation and one Secretary.

Each enterprise has an Enterprise Management Board/Company Board
responsible for overall management of the enterprise. Chairman/
Director of the Corporation is the Chairman of the Enterprise
Management Board/Company Board who also acts as Director-i n-Cliarga

for the same enterprise.
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3.07 THE POSITION OF FERTILIZER INDUSTRY
IN BANGLADESH

Based on the deliberations of a seminar held in New Delhi,
15-19 September, 1980, organised by FaO in collaboration with the
Ministry of Agriculture and Rural Reconstruction, Government of
India, with the assistance of the Fertilizer Association of India,
in conclusion said dearly that the Fertilizer Industry was making,
through the Fertilizer Association of India, a significant and

. . . . . 02
objective contribution to agricultural development.

Realising the importance of fertilizer, the United Nations
arranged, First United Nations Interregional seminar on the Produc-
tion of Fertilizer in Kiev, Ukrainian, USSR, from 24 August to
11 September 1965 and the Second Interregional Fertilizer Symposium
in co-operation with the Government of USSR and India, held partly
in Kiev, USSR from 21 September to 1 October 1971 and partly in

New Delhi, India from 2 to 13 October, 1971,

The Second Inter-Regionai Fertilizer Symposium emphasized on
identifying the problems faced by the fertilizer Industry in develo-
ping countries and proposing solutions to problems, where 103
technical papers were presented and discussed. UNIDO circulated a
questionnaire covering the problems of the fertilizer industry in
developing countries, the highest importance among the problems

103
cited was accorded to '*High Cost of Production of Fertilizers?”.

102, Food and Agriculture Organization of the United Nations,
MaxImiylno Fertilizer Use Efficiency. (Rome* 1983), p. 46,

103, United Nations Industrial Development Organisation, Recent
Dev si orjments in the Fertili7er Industry. (New Yorki

Uni ted Nations, 1972), p.93,
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The Suprane Head of the Fertilizer Industry in Bangladesh i.e.
Chairman, Bangladesh Chemical Industries Corporation (Fertilizer
Industry 1is included in the Bangladesh Chemical Industries Corpora-
tion) viewed in the case of Bangladesh that the Fertilizer Industry

was making substantial contribution to the national economy in

i 104 i A .
various ways. He however, described that the fertilizer indus-
tries' real contribution lied in increasing agricultural produc-
tivity which, in term, improved the socio-economic condition of

the vast majority of our population, besides improvement the infra-
structure, acquisition of new technology and use of natural reso-

urces.

Fertilizer represents the single biggest sector of the Bangla-
desh Chemical Industries Corporation representing about 44/~ of the
total production value and constituting 75, of the total investment

in fixed assets (at cost),N*/"N

The World Bank presented a working paper on Fertilizer Sector
in Egypt, which focused a dynamic sectoral planning model to deter-
mine the minimum cost pattern of investment, production, transpor-
tation and international trade of meeting the demands for fertilizer

over the period 1979-87,~AN

104. Hossain, A.K.M, Mosharraf, "Fertilizer Industry j Blueprint
for Tomorrow”, The Bangladesh Observer. (Dhaka* 26th February,
1987).

105. Bangladesh Chemical Industries Cor(>oration, Ten Years of BCIC,

(Dhaka* 1986), p.38.

106. World Bank, A PI™"™nnlng Study of the Fertilizer Sector in Egypt.
(Washlngton, D.C., 1977), p.82.
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Fertilizer production commenced in Bangladesh in December 1961.
There is f ficlent reserve of natural gas which isused as raw
material and on the other handdemand of fertilizer is increasing
tremendously. To assist in raising food production, to meet popula-
tion growth and to expand GDP, efforts were made by the government
to expand Indigenous fertilizer production by revamping existing
fertilizer facilities and installing new facilities in the Second
Five Year Plan, a trend that had continued into the current plan

(1985-90) of the Government of the People's Republic of Bangladesh.

A staff working paper of the Asian Development Bank prepared a
list of fertilizer production of Asian countries from 1966 to 1982
which showed fertilizer production of South Asia in 1966 was 272

thousand MI and increased in 1902 to 5,976 thousand MT (Tabl e-3. 10

Table - 3, \Q

Statement showing Fertilizer - All Types*
Production of 1966- 1982 of South Asia

Country | 1966 1967 1968 1969] 1970 197 1 1972} 1973} 1974 j
|
SOUTH ASIA 1
Bangladesh 43 50 40 43 80 21 92 130 46 1
Nepal - - - - - - - -
\
Bu rma - - - o 15 32 37 37 43j
Afghani stan - - - - - - - - 19i\
Indi a 177 610 776 954 1061 1240 138 5 1374 1518 j
Sri Lanka - - - - - - - -
1
Paklstan 52 53 53 134 133 221 281 303 326
Totall 27 2 7 13 8 69 1131 1289 1514 1795 1844 1952
Contd,.
107, Asian Development Bank, Agriculture in Asia » Statistical

Appendi c$8. (Manila* 1985), p.27,
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Table 3.10

Coun try

Bangladesh
Nepal

Bu rnia
Afghani stan
India

Lanka

Sri

Paki stan

Totall

Source!

At present

continued

Asian

19757

153

47

15

18 28

327

2370

tfiere are

producing Urea,

total

in

Bangladesh

production

is

1976

148

55

26

2347

324

2900

6 (six)

Development Bank

TSP and Ammonium Sulphata.

of

increasing year

fertlizer
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1977 1978 1 1979 ~ 1980} 198 1~ 198 2
125 164 201 19 3 222 269
58 62 60 60
38 48 46 50 49 50
2680 2965 3005 3022 41 10 4432]
- - 2 4 43 101
325 364 449 639 782 107 3
3221 3599 37 67 39 68 5266 597 6
fertilizer factories in Bangladesh,
During the year 1985-86

were 9,53,039 MT. Fertilizer production

to year

(Table-3. 11).
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lakLe-z-a”™n

statement showing Fertilizer Production in Bangladesh
for the latt ten years (1976-77 to 1985-86)

(Quantity in thousand MT)

Vear Ur ea TSP Amraoni un Total
Sulp ha te
1976-77 286 38 9 333
1977-78 212 41 9 262
1978-79 29 1 62 5 358
1979-80 361 71 10 442
1980-8 1 345 72 10 427
1981-82 408 58 12 473
1982-83 509 69 12 590
1983-84 724 81 11 8 16
1984-85 742 55 10 807
1985-86 842 10 1 10 953
Total | 47 20 648 98 5466

Referencei App endl x-3.0 1

Fertilizer production in Bangladesh may also be presented by

Historigram (Chart 3,01).

The Chittagong Urea Fertilizer Limited (CUFL) with 5,61,000 MI
annual capacity will be constructed at a cost of Tk. 1,142 crores,
the biggest in Asia, will greatly help the country attain self-

sufficiency in fertilizer and boost agricultural production.
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chart .3.01
b KIOJL>Ar\. KJLp(K.e™ e-YVfi hexH PA°k>J:.'HG7V.
A K 1t>jLU(XJI»}-+'e;n ~eoK?) (Ali~r77~_77 4-0 .

"Ke(yedt_ey\.cjL>. TovbU.--2>-111
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Mr. A. Momin, Managing Uirector, Chittagong Urea Fertilizer Factory
Limited, described that with the CUFL urea plant coming on stream
in 1988-89 and assuming an average production would have a demand
supply balance in 1989-90, again going into deficit from 1990-9 1.108
Bangladesh has bright prospect for exporting urea, particularly
in SAARC countries including India, Sri Lanka, Pakistan, Nepal and
Bhutan. One important aspect of export during 1980-8 1 was the
export of 40,000 tons Urea (Sri Lanka 20,000 tons and Pakistan 20,000

tons) and ammonium sulphate of 7, 293 tons exported to Malaysia and

109

Hongkong. BCIC attained a break-through in the export of Urea
during 1982-83. For the first time, BCIC entered in entirely a new
market of Urea fertilizer to Indonesia, China, Nepal and Burma.

During 1983-84, the corporation was able to export 51,570 tons Urea
worth Tk. 19.30 crores to Indonesia, China, Nepal and Burma. TSP
Complex entered into the list of foreign exchange earning enterprises

for the first time by exporting 5,000 MT TSP fertilizer to Nepal in

1983-84.

108. Momin, Abdul, "CUFP - Another bold Step", The Ban aladesh
Observer. (Dhakai Decernber 1, 1985).

109. Bangladesh Chemical Industries Corporation, Annual Report

1980-81. (Dhaka), p. 12.

110. Bangladesh Chemical Industries Corporation, Annual Report
1932-83. (Dhaka) , p. 13.

111. Triple Superphosphate Complex Limited, Annual Report 198 3-84.
(Chi ttagong) , p. 5,
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With the implementation of the Jamuna Fertilizer Factory,
Karnaphuli Fertilizer Company and other fertilizer plants now
at the planning stage, Bangladesh will not only be self-sufficient
in Urea Fertilizer, but will also be able to export a significant
quantity of Urea. Since Bangladesh has also become a modest
exporter of Urea, it is expected that from 1988 Bangladesh will
112

be a major exporter of fertilizer.

h comparative statement showing fertilizer export in quantity
and in Taka can give us clear idea of export earning of Bangladesh

(lable-3, 12) .

In the Third Five Year Plan (1985--90), three Urea units could
be commissioned adding over 1.5 million tonnes to capacity and
perhaps transforming Bangladesh into a net exporter of Urea. M.A.
Samad, presented a comprehensive statement showing operational
and planned fertilizer production capacity in Bangladesh (Table-

3.13).

112. Hossain, a.K.M. Mosharraf, (Chairman, Bangladesh Chemical
Industries Corporation), "Fertilizer Industry « Blueprint
for Tomorrow", The B.inaladesh Observer. (Dhaka* 26th
February, 19B7).

113. Samad, M.A., “Focus on Fertilizer Production and Consumption
in Bangladesh", Ferti li zer Fpcus. (England, June 1986), p,28
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Particulars

Ureai

Gas Ferti-
Factory Ltd,

Natural
li zer

Urea Fertili zer
Factory Limited

T3PJ

Triple Superphos-
phate Complex Ltd.

Ammonium Sulphate*

Gas Ferti-
Factory Ltd,

Natural
11 zer

Totale(A+B+C)

Tab1l9 - 2, U
Fertilizer Export Earnings
j 198G -31 111 -R2
uan- -
1 Q_ Tak a 1 Q_uan (Taka
t ty in lac It ty in
\  MT MT
4, 560 198. 13 -
35»202 1, 504.09 -
39,762 1,702.22 -
7,293 124.07 -
47,055 1,826. 29 -
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from

1980-8 1 to 1985-86.

J 1982-33
i uan- 1

Q_ Taka
I tity . |

MT in ac
71,890 126 13.56
71,890 26 13. 56
71,890 26 13.56

}

1983-34 }
Quan- 1 Taka 1
tity I in 1lac i
MT L |

t

i

\

\

- \

®

}

51, 570 1930.00;
51,570 1930.0

\rz)

5,000 222.051

1

\

\

1

56,570 2152.05

Con td,
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Operational and Planned Fertilizer

Production Capacity
Titrted I
NjmG of the H Hd ear _OfT Remark 5
E cili Fact ICapaci ty ICommi- !
ertiirzer actory (thou san d (ssi oni rigl
X
Natural Gag Ft-rti 1i zer Factory,
Fenchuganj , ii/1 ft»
i) Urea 106 1961
ii ) Aiiimonium Sulphate 12 1968
Urea Fertilizer Factory Limited,
Ghorasal, Narsinqdi. 340 1970
Triple Super Phosphate Cori]:.lex.
North Poted'iQa, Chi ttagony. Ib2 197 4d
1979
Zla Ferti li 7er Codipany Limited,
AshiKj.'ini , [IPrrihiii.inbarl a. 52B 1903
Pol ash Urea Fertilizer Factory,
Toltish, Nar bl ngdi . 95 1987?;
Total Cperational Capacity t 1233
Chittagontj Urea Fertiiizer Co. Ltd.,
Chi ttagon .i. 561 1988 und er
txecution
kamaphuli Fertilizer Co, Ltd., j61 1990 und or
Chi ttagon<j, Plannln g
Jamuna Urea Fertilizer Limited, 66 | 1990 und er
Jayanna thganj , Janialpur. Flannirg
Total_ Operational and Planned 29 16
Capaci ty
Samad, M.A, (Chief Cl,emi 01, FPLRP, Bangladesh Chemical Indus-
tries Corporation), "Focus on Fertilizer Production and

Con suKip ti t-n in
Ltd., England,

bangladesh”, Fertilizer
June 1986, p,28.

Focus.

FMB Publications
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In India, three decades of planning and development of fertilizer
industry has brought to the front line of fertilizer producing coun-
tries. India is, today, the fourth largest producer of Nitrogenous
fertilizers in the world. Fertilizer, being a key input for agricul-

tural development occupies a prestigious place in country's develop-
ment strategy. As on 1 October 1986 there were 40 large fertilizer
units producing a wide range of straight Nitrogenous, Complex and
Phosphatic fertilizers. Besides, there are about 55 small units

producing single super phosphate and six units producing Ammonium

Sulphate as by-product from steel plants. 114
In Bangladesh, during the study period, all the fertilizer facto-
ries are controlled by the public sector i.e. Bangladesh Chemical

Industries Corporation, of which 4 Units producing Urea (including

1 Unit Ammonium Sulphate) and only 1 Unit producing TSP fertilizer.

The daily news paper of Dhaka mentioned on the 11th September
198b that four proposals for setting up gas-bed fertilizer and amonia
plants had been mooted by the private investors. The investment pro-
posals for the related plants have come under suppliers credit or pay

as you earn schemes.

Different kinds of fertilizers produced by different fertilizer
factories for the last 10 years from 1976-77 to 1985-86 can be pre-
sented in Appendi X-3,0 1