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ABSTRACT

Working capital plays an important, role in day to day operations
o-f a business enterprise. The success or -failure of an
enterprises is very much dependent on its efficient management of
working capital. After the liberation of Bangladesh, most of the
industries were taken over by the Government by a Nationalisation
order of 26th March, 1972 for better supervision, coordination
and control and were vested with specialised sector corporations
to run those as public enterprises. The performance of these
enterpises was, however, e>:temely disappointing especially in the

area of jute and cottontextile industries. Most of the
enterprises in jute and cotton textiles became sick due to
continous losses and and erotion of equity. The efficiency of
public enterprise was a debatable issue between the two group
of economists planners, financiers.One group questioned the
efficiency of running those enterprises, especicxlly they noted
the lack of proper working capital management was one of the
major problem. It appears from the annual reports of Bangladesh
Jute Mills Corporation(BJMC) and Bangladesh Textile Mills

Corporation(BTMC) that most of their enterprises have negative
net working capital position. Morever, most of the respondents in
our survey strongly agreed that working capital management is a
number one problem in publicenterprises, especiallyin Jute
and Cotton textile industries of Bangladesh-

The present research is based on the analysis of data
collected from primary sources and secondary sources data were
also used. The data were checked and cross chequed by two groups
of respondents from both the selected millsand corporations head
office and top officials of Bangladesh Bank and Commercial Banks.

The major technique of analysis used in this study is "FACT
METHOD". This is a financial analysis consultancy technique which
was first used in United Kingdom to train the non-financial
business exceutives in financial management (see annexure 1
XI11). To test the validity of the study on c?fficiency between
F'ublic vs Private enterprisesChi--Squire test were also used in
the sutdy. 384811S

The major findings of the study are summarised as follows:

i. Management  of public sector jute and cotton textile
enterprises do not calculate their working Cctpital in an
objective manner.
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ii. The investment in inventories in public enteperisee is
disproportionately high which creates working capital problem.
There was excess inventories of TKk. 2233 lakhs and Tk. 52<b lakhs
in selected public sector jute and cotton mills respectively
compared to our model.

iii. Collection policy of public enterprises is very poor,
as a result a huge fund is blocked in accounts receivables,
c?Bpecially in advances. There was excess receivables of Tk. 1866
lakhs and Tk. 242 lakhs in the selected public sector jute and
cotton mills compared to our model during the period of study.

iv- It is found that, as a result of huge investment of
funds in inventories and recei vabl £7s, cash flow generation is
very poor and there was huge shortage of cash amounting to
Tk.1195.75 lakhs in jute mills, but an excess cash of Tk.84.06
lakhs was found in the selected cotton mills compared to our
model.

V. Low demand of jute goods and serious competition in
international market, a huge stock of finished goods is piled
up which aggravates working capjital problem. It was found that

eight months cost of production of finished goods was blocked in
godown compjared to one month as suggested in our model.

Vi. It is found that there is inefficiency and corruption
in procurement, storage and us-age stages of raw jute in
public sector jute mills and both management, union and social

leaders are involved in it, which increases the raw jute cost.

vii . Private sector jute mills show higher prices of raw
jute cost in order to extract undue concessions from the
Government in terms of compensation for loss, to get cheap bank

loan and also to evade payment of taxes.

vii. It is found that in public sector cotton textile
G?nt.erprises a huge stock of finished goods accumulate due to
lower purchasing power of the poorer section and clamour for
foreign cotton textile goods by the richer section of consumers,
which affects working capital;

viii. It is revealed that undue demand of fringe benefits by
unions at the instigation of management and social leaders
enhances wages and salary costs which also creates working
capital management problem.
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>, Cost accounting and cost control system is found
inadequate in public enterprises to control over expenditures.

>l, Enterprise management under Bangladesh Textile Mills
Corporation (BTMC) was -found incompetent in understanding economic
and diseconomies of raw cotton procurement. Enterprise management
want decentralisation, which in the opinion o+ Corporation is not
possible, as raw cotton is imported on grant and barter
agreement.

>, It is found that there is lack of coordination between
production and sale in public enterprises which affects working
capital management problem.

Xii. Inventory turnover ratio is found very low in the
public enterprises compared to standard which aggravates working
capital management problem.

Xiii. It is revealed that there is no basic difference on the
level of efficiency between public and private sector
enterpri ses with respect to inventories, receivables and cash

components of working capital management and X test validated
this contention.

Xiv. It is revealed that, public enterprises are overmanned
either by ghost workers/or by surplus managerial people of the
disinvested mills and some workers, especially union leaders do
not work at all which increases undue we™ge and salary cost. in

relations to production effort compared to private enterprises-

The findings presented in this dissertation is an
empirical investigation into the working capital management
practices of the public sector jute and cotton textile industries
in Bangladesh. The fundamental objective of the study was to
design an operational model, which is being presented in Chpater
seven and the author believes that it will improve the working
capital management practice in jute and cotton textile industries
in particular, and in public c?nterprise in general. In addition,
this study also provides an insight into the comparatiuve working
capital management practices between public and private sector
enterprises disinvested after the new industrial policy of

1982.In designing the suggested model, the author has reviewed
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the e>listing western models of inventory, cash and receivables
components of working capital. The author has also examined the
norms of inventory and receivables suggested by Tandon Committee
appointed by the Reserve Bank o-f India for jute and cotton
textile industres. The inventory norms suggested by Bangladesh
Bank for 250 looms(narrow) jute mills has also been examined.

The author found that Inventory model such as Economic
Order Quant, ity <EOQ) or Miller or Model for Cash management. and
other models suggested by western scholar are not practically
applicable in the enviornmental constraints of Etangladesh-
Similarly the Inventory and receivables norms suggested by the
Tandon Committee of the Reserve Bank of India's study are also
not valid under the socio-economic conditions of Bangladesh. The
norms suggested by E<angl adesh Bank for the inventory (250 looms
jute mills only) is very rigid and is not applicable for all

type?s of jute mills (big and medium mills). Moreover, this norms
is determined for bank credit only. Bangladesh Bank has not
suggested any norms for receivables and cash components of
working capital. It has also not suggested any guidelines for

cotton textile industries.

The model designed by us in chapter seven considered
all components of working capital management, i.e. each item of
inventory model, cash model and receivables. In order to carry a
reasonable level of current assets in relation to production
requi rements, the maximum permissible? limit of bank
borrow!ngs(cash credit/overdraft) has been worked out under three
innovated methods. The mode?l has been tested by comparing actual
figures of inventories, receivables and cash with our planned

figures as per model, and it is revealed that there was excessive?
blockage of fund of Tk. 2277 lakhs, and Tk.I1866 lakhs in
inventories and receivables respectively in the public sector
jute mills during 1982-83 to 1986-87, and the jute mills could

save Tk.574 lakhs as interest, income only out of the blocked
fund. But there was huge cash shortage of TKk. 1196 lakhs in
public sector jute mills compared to our model,

and the shortage has been made by means of excessive bank
borrowings. Only in 1987, the big jute mills had Tk.lIl71 lakhs

excess bank borrowings compared to our model with a heavy
intE?rest burden. In cotton textile mills excessive amount of Tk.
526; Tk. 242 and 84 lakhs was found blocked in inventories,
receivables and cash respectively, and the three cotton mills
could save TKk. 119,29 lakhs as interest income only out of the
blokced fund. The impact of our model has been tested on the

accumulated net profit/and cashflows of the selected enterprises.
The analysis revealed that the accumulated
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loss of Tk.II56 lakhs of 3 jute mills over -five years could have
been reduced by Tk.574 lakhs only out of savings of interest
income. Similarly negative cashflows balance of Tk. 1195.75 lakhs
would have been reduced to only Tk. lakhs if our model is
adopted. By adopting our model the three cotton mills could earn
an e>;ces-s profit of Tk. 119-29 lakhs, and the accumulated balance
of negative cashflows would have been reduced to Tk.1454.3-9- lakhs
instead of actual Tk.1573.68 lakhs during the period of study.

The suggested model is a welcome departure from the

exsting credit appraisal done on the basis of poS5t--mortem
analysis of balance sheets historial data. This is a long-term
planning mode?l and a future oriented approach production likned
credit ensuring element of flexibility. Our model, if adopted
will improve the working capital position by strengthening the
current ratio in the public sector jute and cotton textile

enterprises in particular and public enterprises of Bangladesh in
general.
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P,..R.E,.,,F..ACE

The thesis presents an analysis on the problems that
account for inefficient management of working capital in the
public enterprises of Jute and Cotton textile industries under
the administrative control of Bangladesh Jute and Textile Mills
Corporations respectively. The study also provides a descriptive
operational working capital management model which will enable
the policy markers, planners and especially the management of the
public enterprises to operate their working capital managment
more efficiently and effectively under the enviornmental context

of Bangladesh.

The profitability and liguidity position of most of the
public sector jute and cotton textile mills are very precarious.
The negative or low profitability acts as a stumbling block to

the development of such public enterprises.

There may be handful of reasons for negative or ,1low

profitiability in the jute and cotton textiel industries- But the

financial experts and analysts are of the opinion that the
inefficient management of working capital is one of the principal
cause of such eventualities. But, unfortunately the jute
and cotton textile enterprises in public sector have failed

miserably to achieve the desired level of efficiency since the
day of natioalisation(since 26th March, 1972). The thesis
endeavours to present a clear and coherent national picture on an
important area like working capital management  of public

enterprises in Bangladesh.
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STRUCTURE QF THE THESIS

There- are eight chapters in this thesis. Chapter one
provides an intorduction to the stv.idy. The problem to be studied,

objectives and hypotheseB are outlined. The potential

importance of the study is also e>!plained in this chapjter-

Chapter two preser'jts a ccmprehiensive review  of the
literature on v-jorking capital management. Pifter reviewing the
existing literature?, the chapter also enumerates the salient

features and gaps of existing knowledge.

Chapter three is also a kind of review o-f literature
mfocused on financial modelling. It covers a comprehensive
concepjtual analysis about financial modelling and relevant

concepts and definitions relating to working capital management.

The methodology of the research is present€?d in detail
ift chapter four. It covers the selection of samples, sources and
col lection of data. Expianation on designed questi onnaire is also

given in this chapter.

ChaptK-r five is the first chapter which gives i'InalvEi.is

and reports of the findings of the study. It also includes the
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detailed analyses £ind findings o+ the investigations into the
three selected public secto-r jute mills and three public sector
cotton te>;tile mills seperately based on time series and cross

sectional data.

Chapter si>: give?s a comparative picture between pi.iblic
and private sector jute and cotton te>:tile indu?itries» It also
covers detailed analysis aruJd findifigs based on tiirt; series arid
cross sectional data between public and private eviterprises of

jute cind cotton te>;tiles industries respe”cti vel y«

Chapter seven presents our innovated research based
Model, which was the ultimaite objective of the study. The real
contribution of this study is our descriptive operistional model
on working capital manage-mefit of pi.iblic £?nterp™ises in Bangladeshi

i7 portrayed in this <shapter.

Finally, a si.uiimary of sti.tdy and conclusioris are?
presented in chaxpter eight. In addition, this contains
discussions on the policy implications of the study as w21l as

suggesting directions for -further research in the -field.
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CHAPTER-- ONE

INTRODUCTION, PROBLEM STATEMENT, OBJECTIVES &% HYPOTHESES

1.1 INTRODUCTION

Both the jute and cotton textile induetries of E-iangladesh
are labour intensive in nature export oriented and import
substitute respectively. Their importance, background and

problems are presented below simultaneously.

1.2 JUTE INDUSTRY

1.2.1 Importance

Jute the most significant and agrobased industry of
Eiangladesh plays an important role in the economy of E~angladesh.
About 40 percent of the total foreign exchange of the country is
earned by exporting jute and jute goods alone.1 Started in mid-
fifties jute industry grew up in the background of abundance of
locally available raw material <i.e. raw jute) and cheap labour
to dominate the industrial scence of Bangladesh, though its share
in industrial output has declined with expansion of the
industrial base. In the year 1987-88 the total actual production

of jute goods was 244.2 thousands metric ton in thirty five jute

mills under Etangladesh Jute Mills Corporation (BJMC) during the

first nine months and estimated production was 333.3 thousands
2
metric ton during the whole year. The third plan production
1. The Planning Commission, Ministry of Planning, Govt. of
Eiangl adesh .The Third Five Y.ear Plan (1985--90). Table 2,
P 77.

2. Ministry of Finance. Govt, of Bangladesh, Bangladesh
Economic Survey, p 97-98.
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target has been set at 650 thousand tons o0i jute goods, but much
depends on nature and competition of world demand and internal
supply of raw jute and there have consequences with respect to

3
health of the industry.

The total quantity of jute goods exported was 285 thousands
metric tons and value thereof was Tk. 5319 million in 1987-88.4

Despite the emphasis on the rapid development, of the jute
industry in Bangladesh most of the jute mills had incurred heavy
operating losses since March, 1972. During the last five year
ending June, 1988, total accumulated loss of 77 jute mills both
in public and private sector stood at Taka 781.68 crores.5 In
1972 the Jute Mills Corporation started with a negative net
working capital of Tk. 52.49 million and during 1986-87, total
equity stood at negative balance of Tk. 2962.92 million and the
erosion of equity was primarily due to these heavy Iosses.6

One of the most, serious problems for which the present jute
industry has be?en suffering is the working capital management
problem.7

3. 1bid, p 2.39.

4. Ministry of Finance, Govt, of Bangladesh, Bangladesh Economic
Survey, 1987-88, p 101.

5. The Daily Bangladesh Observer, 9th August, 1988.
6. EHangladesh Jute Mills Corporation -Annual Report 1936-87
7. B.U. Ahmed, "A critique of Industiral management in

Bangladesh" ! The Business Review, Vol.2, No.1l, Jan.-
Apri 1, p 69.
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1.2.2 THE PROBLEM

Presently jute industry of Bangladesh have been suf-fering

from multi furious problems like inefficient management,
corruption, disruptive union and social leaders influence,
interntional competition of jute goods, shortage of spares,

electricity failure, non-availability of coasters and burges and

working capital management.

Among all the problems of the financal managment of jute
Industry of Banglasesh, the problems of working capital
management have probably been recgnised as one of the most
cruicial one. The fact is that working catipal is regared as the
life-blood of a business or industry. Just like bl ood--stream in
the human body, working capital always helps a business/industry
concern to gain vitality and life strength. profitability and
solvency of a business depend greatly on the proper and efficient
management of working capital, while its inefficient management
may lead not only to chronic financial crisis, but to an ultimate
closure of business- A deeper understanding of the importance of
working capital management helps a concern to maximise financial
return on the minimum investment. The term Working Capital for
the purpose of our study has been defined as the amount of fund
which is utilised in financing day to day opjerations, i.e. gross
current assets, such as cash, inventory, accounts receivables,

and short-term investments and advances-
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Jute industry plays an important and vital role in the
economy of Banglasesh as it is themain largest agrobased,
labour--i ntensi ve and export oriented industry of Bangladesh. By
exporting jute goods alone,the country earns -foreign exchange

a
about 257. of the total export earnings. After the liberation of
Fiiangladesh, all the jute mills in Bangladesh were nationalised
and brought under the management of Bangladesh
Jute Mills Corporation <BJMC) on the 26th March, 1972, since
nationalisation, the jute industry is in the grip of serious

working capital problem. The problem gradually turned into grave

with the incurrence of continuous losses went on increasing and
9
stood at Tk, 360.2 million by the end of Second five year plan.

<i,e. at the end of 1985), The ptlanning commission, Govt. of

Bangladesh, in its two year plan mentioned that increased cost of

ravjjute, higher prices of stores and spares, huge increase in

interest on bank borrowings, increase in wages and salary

structure were mainly responsible for the heavy losses in the
10

jute mills under BJMC.

a. Ministry of Finance, Govt, of E”angladesh, Bangladesh
Elconomic survey, 1987-88 pi <Calculation of percentage
have been made by us.)

9. The Planning Commission, Govt, of Bangladt?sh, The Two Year
1978-80. .

10. The Planning Commission, Govt, of Bangladesh, The Two
Year Plan. 1978--80.
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Authorities on financial managemet are o-f the opinion that

one of causes of losses incurred by an enterprise can be located

11
in its problem of working capital management.

The report of the liquidity gap committee on jute mills
appointed by the Government in 1972-73 showed that there was a
negative actual net working capital of Tk. 524,7 million in the

12
jute industry of Bangladesh.
The Annual Reports of BaMC of 1972--73, and 1977-78

mentioned that the jute mills were in difficulty with their

liquidity position due to less turnover and heavy operating

13

losses. The stock-level of the jute industry increased year

after year which blocked working capital, thus necessitating the

jute mills to seek cash credit from commercial banks as the only

14

means of woking capital.

11.

12.

13.

14.

Charles W. Gerstemberq,<1962) Financial Organisation and
management of busi ness,Bombay ,Asi a& publishing House, P291

Ligiidity Gap Committee, Govt. of Eiangl adesh ,National i sed
industries Di vi si on ,F-ileport on..liquidity.. Gap.. of..national ised
Industries. 1973.

The Annual Reports of BJMC,1972-73,p47,1976-77,p29 "~ 33.

BJMC - Annual Report. 1975 - 76,pl.
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The British Mission to Adamjee Jute Mills, while analysing
the net working capital suggested that excessive accumulation of
finished goods stock should be minimised through better inventory

15
control.

Ahmed in his study of the profitability of the jute

industry in Bangladesh found that all the jute mills had been
16>

incurring substantial losses in the post nationalisation period.
Habibullah carried out a study on "Industrial efficiency and

profitability of jute mills in Bangladesh ( 1974) where he

mentioned that working capital management was one of the
17
sickening probnlems of the jute industry of Eiangladesh-

15. The British Mission to Adamjee Jute Mills,__ "Eial anci ng
Modenisation and Renovation Program.." Dhaka._ 1968.

16. Qa2i Kholigus2aman Ahmed(1973) " An__analysis o f ..the
F'rofitabilitv___ of the jute industry of Bangladesh in Post-
liberation period " BIDS. Vol 10, p4.

17. M- Habibullah,(1974)" Industrial__effici
profitability of_ jute_ mills in Eiangladesh. Bureau of

Economics Research,Dhaka University, pi.
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Moza-f-far, Zaman, Khan, Hasan, Raquib, Awal Mandal
25
and Saha, in their respective Etudies also found the problems of
working capital mangement in the public sector jute Mills in

Eiangladesh. The UN Conference on trade and development emphasised
that syntehtic substitutes had led to a world wide decline in the
consumption of jute - a plant whose fibre is used mainly in
carpeting twine and packing. The expected continuation of this
trend threatens to erode export earnings of Bangladesh where 75
percent of the foreign exchange earnings comes from jute

26
industry. The requires a specific indepth analysis.

18. tiuzaffar Ahmed, Industrial Finance in Bangladesh, Dhaka
University, 1976 p31.

19. M.M.Zaman, Ilbid, p89.

20. S.I.Khan, "Financial Problems of jute Industry” Problems of
jute sector"” BJMC," 1973, 'p5</-

21. M.M. Hasan, The Cost < Management, July 1978, Vol 5, p33.

22. Rakibuddin Ahmed, BIDS, 1978, p3.

23. A.K.Awal, Bangladesh Eiabostapana, Dhaka, Abu Publication
1980, p8S.

24, A.Mandal, Prodi.iicti vi*ty of Jute Mills in the Khulna Zone of
BJIMC

25. A.C.Saha, (1982>A study of some problemss of working capital
management in the iute mills of Dhaka Zones. Bangladesh.

unpublished, Ph.D.Thesis, Baroda, p420.

26. Editorial in Economic Times, Jan. 25, 1981.
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Another study established that an average gross return
from the export of all jute manufacturers in the year 1969-70 was
about 12 percent. Both these calculations included export bonus

scheme earnings, but without bonus earnings there would have been

27
considerable losses- The First Five Year Plan of Bangladesh
provided that all the jute mills would have to guarantee a fixed
return of 7-5 percent on the original investment inclusive of

28
loan and equity-

The planners, the Economists, the top executives of EIiJMC
and finally the Govt, of Bangladesh have underscored the need for

Working Capital management problem of the Bangladesh Jute Mills

Corporation, The postponment of the solution of Working Capital
problems in the jute mills is the postponment of the industrial
29

efficiency and improvement in productivity.

27.Qas i Khol i quzz aman Ahmed, “Was the jute industry profitable

in Pre-liberation days"? The Business Review, Vol. 3,
No. 2, Apr. - June, 1977, p 30.
28. The Planning Commission opcit, p259.
29. Raihan sharif , "some financing and related issues in
Bangladesh devliopment context” Industrial finance in

Bangladesh, Dhaka University,1976,p29.
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1.3 COTTON TEXTILE INDUSTRY:
1.3.1 IMPORTANCE
Cotton textile industry plays an important role in the

economy of Bangladesh. Its role has been felt since the very dawn
of civilization and is considered to be unique in human life.
Cotton Textle has been historically the pathblazer for
industrialisation, starting from the industrial R:evolution in
1779 down to the present time. Success story of Japan, Hongkong,
South Korea and many other countries in economic development in
the Post-World War 1l period started with the Cotton Textile
30
industry. The Cotton textile industry provides clothing, which
is a basic human need ranks next to food only in order of
importance. The industry occupies a significant position in the

economy of Bangladesh and

cotton textile industry

contributes about onefourth of total

around 700 thousands people. It

labour intensive and

In the Third Five Year

has stressed much more

indistry in view of its

3;0. Planning Commission,
"'he Third Five Year
31.

lbid, p 241.

import substitute

importance to devlop the

large contribution to employment and

Government of Bangladesh,
Plan.

in terms of value added and employment,

comes only after jute industry. It

GDP and provides employment

31
is one of the most important

industry of Bangladesh-

plan, the Government of Bangladesh

Cotton textile

to

Dhaka:

1985-90. p 240.
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cloth supply, mainly to rural consumers, and the main focus of
the Third Five Year Plan is to ensure harmonious development of

32
the modern textile sector with the handloom sector.

1.3.2 THE PRESENT POSITION OF THE COTTON TEXTILE INDUSTRY OF

BANGLADESH

Most of the textile mills in Eiangladesh were
natioalised on March 26, 1972, under the presidential order No.
2~7, of 1972. The Bangladesh Textile Mills Corporation (BTMC) came
into being on the same date with the initial share capital of
Tk. 5 lakh fully paid up by the Government- In 1976, however,a
seperate ministry for the textiles had been created and the BTMC

accordingly been placed under its direct control-

According to the second schedule of the Nationalisation
order, in all 64 Textile units were placed at the administrative

control of Corporation. Subsequently some more mills were vested

under the control of BTMC, increasing the total
33

number of enterprise to 74. subsequently Government distnvested

10 specialised mills having installed capacity during Fevruary,

1977 to November, 1979. Another 4 Textile mills having capacity

of 82,440 spindles, and 2046 looms were put under liguidation

34
from February, 1982.

32. Ibid, p 241.
33. BTMC, Annual Report 1984--85, p4

34. lbid, p4
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In pursuance of Mew Industrial policy, doclared by the
present Government in June 1982, 24 operating textile mills
having spindles of 4,63,816 and 3059 looms were transferred to
the former Bangladeshi Shareholders,during 1982-83 to 1984-85.35
BTMC had 34 textile mills and specialised mills in operation as

on 30-6-1985. The installed capacity in operation during 1984-85,

was 6,61,864 spindles and 3111 looms- Out of two textile mills

under construction during 1984-85,Magura Ttxtile mills having
installed capacity of 25056 spindles had gone into trial
production. The present strength till 1988, there are 41

textile mills under BTMC. The accumulated loss of the Corfjoration
37

during the year 1987-88 was estimated at Tk. 3000 lakhs. In 1986-

87 BTMC had a negative net working capital position amounting

38
Tk.76.90 crore.

1.3.3 PROBLEM STATEMENT

Among components of working capital inventories occupy a
strategic position in the structure of working capital of BTMC

enterprises. The profitability of a concern depends considerably

35. lbid p 4.
36- BTMC Monthly MIS Report, October, 1988, pp 2-~3.

317, Ministry of Finance, Govt, of Bangladesh, Bangladesh
Economic Survey 1987-88, p 66.

38. BTMC, Annual Report, 1986-87, p 4.
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upon the turnover of the inventories subject to the existence of
margin. of all the components of the working capital, the value
of the inventories is usually found to be the highest. The
selected cotton textile mills the average inventories constituted
about 65 percent of the current assets as shown on the Balance

Sheet drawn on 30-6-87(Table 5,5).

The "Daily Ittefaqg" in its editorial in 27th September,
1987 reported that there were 17110 bales of Yarn and 11213 bales
of cloth had been lying as unsold stock in the stores of 36
Textile mills of EtIMC, During the field survey, it has come to
our notice,that most of the BTHC enterprises do not follow the
standard norms of inventory in practice, as per the guidelines of
"Stores Manual" prescribed by BTIIC for controlling their various
items of inventories, such as, raw materials, work-in-progress,
finished goods and stores and spares. |It. appears, ther£?fore, that
management of inventory most effeciently and effectively is the
challenging task faced by the public sector textile mills under
E~NTMC. About 39 percent of working capital is blocked in
receivables. As a result of blockage of funds in inventories and
receivables, there is cash shortage in cotton textile industries.
Among all the problems of financial managment, the problems of
working capital management have probably been recognised as the

most crucial one.

However, the planning Commission, Government of Bangladesh,

Ministry of Textiles, World Eiank, BTMC Authorities, Mills



Dhaka University Institutional Repository

13
Management, all have shown concern to the problems of wokring
capital management of public sector cotton textile mills. Under
the context, the present study is an attempt to fill wup the gap

of knowledge into this end,

1.4 THE SCOPE AND OBJECTIVES OF THE STUDY

The main purpose of the present study is to examine the
problems of Working Capital Management in the 3 (three) selected
public sector jute and 3 <three) cotton textile mills under the
Banglade?sh Jute and Textile Mills Corporations respectivly and
to design/suggest model which might be helpful in improving
the working capital managment by way of better planning and

control of the same in the public sector jute and cotton textile

mills in particular and public enterprises in general.
The findings of this study will be presented in the form
of a model. Attempt has also been made to compare the three

public sector jute mills with three private sector mills and three

public sector cotton textile mills with three private sector
mills for the purpose of investigation. However, the following
specific objectives are enumerated below:-

1) To ascertain the existing system of the working capital
management in the public sector jute and cotton

textile mills in Eiangladesh, so far the management of
Working capital is concerned.
2) To analyse the efficiency of Working Capital management

in the selected jute andcotton textile mills from the
period 1982-83 to 1986-87.
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3> To indentify the problem of working capital management
in each of its, components, i.e. inventory, receivables,

and cash.

4> The desire to test some of the observations that have
been made about the problems of working capital
Management by some research scholars, planners and
economi sts.

5) To see whether there is any specific policy formulated
by the anothority for the working capital managment of
the public sector jute and cotton textile mills in
Bangladesh.

6) To see whether there are specific factors responsible
for the management of working caputal for the public
sector jute and cotton textile mills as compared to
private sector.

7) To see whether it is possible to lay down an
operational model or norms for the management of

working capital for the public sector jute and cotton
textile industries in Bangladesh.

1.5 THE HYPOTHESES s

In  order realise the objectives of the study and our

review of literature (Ch. 2). the following specific hypotheses
and sub”hypotheses were developed for verification through
empirical investigation-

1. Investment in inventories is disproportionatly high, which,

creates working capital management problem in public enterprises.

For proper discussion, the hypothesis has been divided into

the following sub-hypotheses;

i- Unplanned procurement of raw materifé»ls eats up a big
chunk of working capital of jute mills;
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ii. There is inef iciency and corruption in procurement,
storage and usage stages of raw jute in public sector
jute mills;

iii. Enterprise management ai cotton mills are weak and
incompetent in understanding the economic and dis-
economies of raw cotton procurement;

iv. Low inventory turnvoer ratio of finished goods is
responsible for working capital management crisis to
a large extent;

V. Low demand of jute goods and serious compeititon
in international markets a huge stock of finished
goods is piled up;

Vi. In cotton textile enterprises, a huge stock of
finished goods accumulates due to lower purchasing
power of poorer section and clamour for foreign
cotton goods by the richer section of consumers;

Vii. Procurement of stores and spares is more complicated
in cotton textile mills compared to jute mills.

2. For poor collection policy, a huge fund is blocked in
receivables, which creates working capital problem in public
enterprises.

For proper discussion, the hypothesis has been divided into

the following sub-hypothesfcs;

i. For poor collection policy, a huge fund is blocked in
trade debtors, which creates receivables management
problem;

ii. Management are reluctant, and in some occassion becomt?
helpless in realising advances from employees because
of undue Government order under the pressure of union
and social leaders, as a result a huge fund is blocked
in advances over a long period.
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3. Cash planning is ineffective in public enterprise.

4. Private sector jute mills show higher prices of raw
jute cost in order to extract undue concessions from
the Government in terms of compensation for loss,
to get cheap bank loan and also to evade payment of

taxes.
5. Undue demand of fringe benefits by unions at the
instigation of management and social leaders

enhanced undue wage and salary costs.

6. Cost accounting and cost control system is very
inadequate.

7. Lack of coordination between production and sales
affects working capital management prblem.

8. There is no basic difference on the level of
efficiency between public and private sector
enterprises with respect to inventoric?s, recei-
vables and cash components of working capital
management.

9- Public enteprises are overnamed either by ghost
workers/or by surplus management people of the
disinvested mills, and some workers, especially
union leaders do not work at all, which increases

undue wage and salary costs in public enterprises
compared to private sector.

1,6 Value of the Research

As has been already stated, the present study attempts to
analyse the problems of working capital management in the public
enterprises in Bangladesh, especially in jute and cotton textile
industries under administrative control of Bangladesh Jute and
Cotton Textile Mills Corporations respectively. The study also
suggest a model which will be helpful in improving the working
capital management by way of better planning and control of the

same in the selected public sector jute and cotton textile
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enterprises in particular and public enterprises in general.
Attempts has also been made to compare the efficiency of working
capital management between public and private sector jute and

cotton textile enterprises. The findings and recommendations will

not only be an original contribution to knowledge, but also
implications for the Government, planners, bankers and
financiers, various related agencies, jute and textile mills

corporations and the management of public enterprises.

The present study provides a more clear and coherent
picutre of the different components of working capital position,
i.e. Inventories, receivables and cash and analyses the problems
of each component with suggestive solution in the form of a
descriptive model. This study will also have implications for the
existing controversy over efficiency between public and private
sector industries and will help understand whether private sector
enterprise is better in managing their working capital compared
to public sector or vice versa, and whether disinvested private

enterprises are earning higher profits than public enterprises or

vice versa.
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CHAPTER- TWO
LITERATURE REVIEW
2.1 Introduction
The purpose of literature review in the area of working

capital management of a developing economy like Bangladesh public
sector enterprises is to seek academic validity for the present

study and indicate its potential contribution.

A handful of studies have been carried out to analyse the
economics of public enterprise, especially in jute industries,
but only a few research studies have been undertaken on the
working capital management of jute and cotton textile industries

in Bangladesh.

2.2 JUTE AND COTTON TEXTILE INDUSTRIES:

Rehman Muzaffar in their book "Public Enterprise in an
Intermediate Regime" stated the specific problem to raise
adequate working capital by public enterprises to finance running

costs in 1972-73 and estimated the liquidity gap of BJMC and BTMC

1
to the tune of Tk.5247 lakh and Tk. 290 lakh respectively.

1. Rehman Subhan X Muzzafar Ahmed (1978) Publ ic Enterprises in an
Intermedi ate Regi me-BIDS/496-498. Table 22.5.

N.Eti- 10 lakh = 1 nil lion.
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In his study on working capital problems of jute mills
during 1975-76 Rahman mentioned that jute mills were -facing
acquate shortage of working capital.2 He stated that a large
portion of the working capital blocked in finished goods due to
non-availability of shipping space, coaster and barges and delay

in shipment as well as low demand of jute goods in international

market due to synthetic products.

Alimullah's study on Inventory Management in 1969 confirmed
the hypothesis that the jute industry did not establish the
minimum stock level of inventory based upon probable needs.3

Ahmed's <1976) study on financial structure of jute industry
also mentioned that no precise estimate of working capital were
available.4 There was a liqudity gap in the jute mills of
Bangladesh during 1972-73. He mentioned that the total working
cap)ital requirements of Bangladesh Jute Mills Corporation were

Tk-12505 lakhs and that of net working capital requirements were

lk. 3462 lakhs in 1972--73.

2. A.H.M. Habibur Rahman<1976) Industrial Finance in Bangladesh
Bureau of Business Research, Dhaka University.

3- Alimullah Miyan (1969) Inventory Management in East
Pakistan(Bangladesh) Dhakat Bureau of Economic Research,
Dhaka University, PP 10--31.

4. Qazi Khol i quzz aman Ahmed <1976) : vTute Manufacturing Industry
of Bangladesh published Ph.D. thesis, London School of
Economics,pp 175-180.
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Habibullah (1974) studied 16 jute mills taking 5 years

5
Annual reports. His study was not carried out specifically on

the working working capital management but mentioned among other
things that working capital was the most sickening problems for
the jute industry of Bangladesh. He also pointed out that one of
the causes of low profitability in the jute mills in Etangladesh
was excessive accumulation of current assets in the form of

inventory and receivables.

Abdullah's study on six textile mills in Etangladesh during
1975-76, indicated that the slow movement of the inventory
greatly affected the liquidity position and careated excessive
dependence on bank finance for working capital requirementg. He

also mentioned irregularities and mis-management in the field of

working capital management.

Bangladesh Shi 1lpa Rin Sangstha conducted a sample survey on
16 jute mills in August-September,1973 to determine the <cost
structure and showed that loss per ton hess-ian, sacking and
carpet backing were Tk. 400, Tk- 268 and Tk.733 respectively.7 The
negative margin might have a direct, bearing on the liquidity gap
and poor management of working capital.
5. M. Habibullah (1974) Some aspects of industrial efficiency

and profitability of the jute mills in Bangladesh. (E”ureau
of Economic Research, Dhaka University, pi.

6- A.B.M. Abdul 1ah(1977) "Working Capital Management". The
Business Review. Dhaka University, Vol.1, Jan. - March,
p 114.

7. Bangladesh Shi 1pa Rin Sangstha (1974)- Annual Report____

1974-75 Vol.3. No.l, P 11-19.
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Battacharjee's study on the accumulation o~ current assets
in the jute industry of Bangladesh during 1976-77 indicated that
excessive current assets valuing Tk- 99 crores were accumulated
in the jute industry of Bangladesh-8

BIMC in its 5th Annual Report mentioned that the corporation
started vjhich an accumulated loss of Tk. 14520 lakhs on 1.7,1976
which amount increased to Tk. 19837 lakhs in 1976-77 despite
higher production due to uncontrollable factors and high cost of
raw jute, higher overhead and low selling price of jute goods in
international market.9

Alamgir in his stury of public sector enterprises of
Bangladesh including the problems and prospects of jute industry
threw light on the problems of working capital management created
as a result of bottleneck in the supply of raw jute, adverse
liqguidity, lack of internal finance, excessive dependence on the
bank borrowings shortage of foreign exchange and higher cost of

1
production.0 He also suggested cost reduction, so that, the need
for export subsidisation is minimised at least.
8. Bureau of Business Research, Current Assets in the jute

industry of Bangladesh <1976-77) unpublished Research
Study, Dhaka University, PP 20-30.

9. Bangladesh Jute Mills Corporation (1976-77) Annual Report,pl-

10. MohiuddinAlamgir<1974) Nationalised industries in
Bangladesh -problems and prospects. The Bangladesh
Development Studies (BIDS) Vol. 2, Mo. 3, pp 675-67'9."~
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Ahmed in another study indicated that the overall -financial
performance of the jute industry was disastrous, due to power
failure, absence of law and order, and inefficient institutional

11
arranagements.

Khan in a study on inter-firm comparison of the 44 jute
mills based on data of 1972--73 only relating to its

fy)rofitabi lity, solvency liquidity and overall viability indicated

that huge stock piling created the shortage of working capital
12

problems.

Ahmed in another study of the First Five Year F-'lan physical
target for the jute industry in Bangladesh men tioned that out of
792000 tons installed capacity 446170 tons were actually produced
in 1972-73 which reprocecuted 56.85 percent of the —capacity
utilisation against 74.13 percent in 1969—7(;L.3 The causes of
underutilisation of capacity were due to non-availability of
spares, frequent failure of power supply, problems of working
capital and transport problems.

11. QcAsi  oligu22aman Ahmed (1973) A note on the capaci ty

utilisation in the jute manufacturing industry of Bangladesh,
Bangladesh Development Studies, Vol. 1, No. 1, Jan. pp I0i'S-110.

12. M. Khan (1977) ..."The...use__jgf....inter-firm comparison in
performance.eval uati on”. The Cost Management Accountants, Jan.--
June, pp 7-16.

13. Qazi Kholi qu2zaman Ahmed <1977) "Was the jute manufacturing
industrv .profitable__during pre-l iberation....da.ys_ The_ Business
Revi ew,.. Dhaka University, Vol.3, No.2, April-June, p 30.
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Haque'5 study indicated that the jute industry failed to

estimate working cpital requirements and inventory policy was

poor in most of the mills. Receivables policy appeared to be
14

unsound in most mills. The lack of planning and controlling of

working capital resulted adverse on the profitability of all the

nationalised enterprises including the jute industry.

Saha carried out the most important research study onthe
"Problems of working capital management in the jutemills of
15

Dhaka Zone.

He indicated that. the accumulation of
Tk.845.53, Tk.1017,13 lakhs and Tk.1916.81 lakhs in work-in-

progress, finished goods and stores and spares respectively for
1
the period under study blocked the working capital.

Hossain<1984) carried out an important rese?arch study on

the Management of working capital in cotton textile industry of
17

Eiangladesh. His findings showed that the size of

14. Jahirul Haque(1981) F'-'inancial Planning Control of public
sector enterprises in Bangladesh unpublished Ph.D. thesis, Dhaka
Universi ty.

15. A-C. Baha(1982) "F'roblems of working capital management of
jutemills of Dhaka Zone" - Bangladesh, an unpublished Ph.D.
thesis, M.S. University of Baroda, India, pZ2.

ih. Ibid p 420--42p-421.

17. A. T.M. Tofassal Hossain<1984) "Management of working capital
in cotton textile industry of Bangladesh"” unpublished Ph.D.
thesis, University of Kalayani Bengal, India P 75--76.
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working capital for the studied period varies from year to year
in all the selected units. The turnover is very low, inefficient
handling of the individual units has resulted in losses in most

of the selected units.

B.M. Hussain in a study in 1983 on the "Depreciation cost in
Bangladesh jute industry"” mentioned among other things the
problems of working capital management for which the jute

18
industry is suffering-

Sharma carried out research study on Financial planning in

19
the Indian public sector from 1961 ”62 to 1970--71. The study
although not directly related to working capital management, taut

his findings among other things indicated that size of the
working capjital grew in public enterprises because of the huge
increase in current assets £tnd mainly because of excessive
accumulation of inventories.

18. S.M. Hussai n1983) "Depreci ation Cost in Eiangladesh »3ute

Industry-'A casce study with special reference to price-~l e?vel
changes,unpublished Ph.D. thesis, Banaras Hindua University.

19. Ei.B. Sharma(1971) Financial planning in the public sectcsr -
A management approach, Delhi, Vikas publishing House,
p 127~12B.

W.B. 10 million - 1 crore
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Sataynarayan made a notable study on the financing of public

enterprises of Tamil Nadu. The analysis of data was for 1976-77

20
only. His findings revealed that increase debt level led to
losses or reduction in net profit and shortage of working
capital. He, however, suggesited for converting long term loan to

equity and issue of additional share capital for increased volume

of working capital.

Chowdhury carried out on inventory accumulation and
productivity in public enterprises in India during 1961-75 and
mentioned that e>!C€?ssive investment in inventory in public
enterprises had resulted in blocking up of huge amount of working
capital.21 He showed that yearly value of surplus inventory was

Rs.673 crores and mentioned that the cost of carrying excess

inventory during the last 15 years amounted Rs. 1215 crores.

Shing's study of the inventory investment in public
enterprises of India during 1960-61 to 1972~73 indicated that
about. 90 percent of the working capital of most of the public

enterprises was blocked in inv€?ntories as against 30 percent in
22
industrially advanced countries.

20. Satyanarayan<1979) Finances of Public Enterprises, Delhi,
..The..Chartered..Accountant. Vol.28, No.1l, pp 49-56.

21. R.K.Chowdhury<1973) Inventory accumulation and productivity
in the public enterprises of India, in K.R. Gupta<ed)
Organisation and management of public enterprises. New
Delhi, Atlantic, publishers, Vol .1, pp 206-212.

22. A Singh(1978) Inventory investment in public enterprise.
Ibid R.K Gupta <ed), OrganisationandManagement,
New Delhi, Atlantic Publishers and Distributors, Vol 1,
pp 106-110.
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Raroamoorthy made a study on the position of working capital

in the 159 comapnies including basic industry, chemical,
23

pharmaceuticals, rubber cand vegetables industries in India. His

findings showed that working capital was excessive, in

inventories compared to the working capital norms of Tandon study

group.

Mishra —carried out. a research study on the "F'roblems of

working capital with reference to selected public undertakings in

24
India. His findings showed that e>!cesEive inventory resulted low

profitabilablity of public enterprises and the total inventory of
the selected public sector undertakings was £?qual to 10 months

cost of production during 1967-68.

Agarwal carried out an important study on the management of

25
working capital in India. On the basis of response by 34
companies. The study revealed that most of the Indian industries

did not seem to have a comfortable position ais shown by current
and quick ratios.

23. V.E.Ramamoorthy(1978) Working Capital Management, Madras,
Institute of F-inancial Managemcent, pp 223-2'29.

24. Mishra, opcit pp 200-214.1

25. Agarwal opcit pp 256-270.
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Sharma carried out study on working capital management in
26
Aditya mills, Rajastan. The study was based on the analysis of

Annual Balance Sheet and income statements of the cotton textile
mills during 1963-78. The study mentioned that the entire working
capital was blocked in inventory- This adversely af-fected the

liqguidity position as a result of- lower current and quick ratio-

Rao's study was based on the problems of inventory

27
management in India. His study estimated Tk.15000 crores
invested in inventory in Indian industries. Inventory constituted
more than 90 percent in current assets. He suggested better

inventory control system.

Desai made a research study on the -financial structure of
cotton textile mills of Ahmadabad for a period of 10 vyears and

observed that the mills depended heavily one bank credit for

28
working capital.

26. K.R. Sharma<19a0> Analytical view of working capital
management in Aditya Mills, Rajastan (Paper presented in
the 8th annual conference of accounting association held at
Warrangal , A.P. on 272nd/23rd March.

27. Rao0<1971) Inventory Management in public sector enterprises
in India in R.K. Nigam<ed) Management of public sector
undertakings, Vora and Co. Ltd., p 180.

28. Desai<1980) Financial structure of the cotton textile mills
Ahmadabad, unpublished Oh. D. thesis,Sardar paddumi,
p 75.
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Mehta carried out a study on the inventory accumulation in

29

public sectors undertakings of India during 1961-<b2 to 1968-69.
His study revealed that there was heavy inventory accumulation in
the public sector compared with that of private sector. He
suggested that effective inventory management would improve the

financial performance of the mills thereby reducing the pressure

on bank credit as a means of working capital.

2.3 SALIENT FEATURES AND GAP

A review of the existing literature on the subject has shown
that there are gaps in our knowledge in the existing enterprises
in Bangladesh. One of the objectives of this study would be to
fill up the gaps by presenting factual information based on
objective analysis for enabling policy formulators to make

correct decisions about the use of working capital.

The present study has identified gaps in our knowledge about
the working capital management in the following areas;-

1. Any study has rarely been conducted so far
on the designing an operational model or norms
of working capital management for public enter-
prises in Bangladesh, particularly for jute and
cotton textile industries.

29. Mehta<1970) "Inventory Accumulation in Public Sector LlIndertak
kings of India", in N.K. Paraj<ed) Performance of Public
Enterprises, Bombay: Fopular Prakashan,p 37.
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A comparative position of working capital mana-
gement -for public and private sector jute and
cotton textile industries have not been done

50 -far after disinvesting 36 jute and 27 cotton
mills from nationalised sector to private sector
as per the new industiral policy of 1982 of the
Government of Bangladesh.

In previous studies, effective cost control
and cost reduction system have not been incor-
por ated .

Studies have rarely been carried out with an
objective to prepare a profile on finance
managers competence.

No study have been done so far on capital
structure of public sector jute & cotton
mills in Bangladesh and its impact on working
capi tal .

Study on working capital management using
FACT Method of financial analysis is also
not done so far.
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CHAPTER-THREE

FINANCIAL. MODELLING AND RESEARCH FRAMEWORK

3.1 INTRODUCTION.

The objective of this chapter is to present a comprehensive

conceptual analysis about financial modelling and relevants
concefits and definitions relating to working capital manageme?nt.
It will help to analyse the working capital management and to
develop a descriptive operationeil working capital management

model which is a major objective of the thesis.

3.2 THE NATURE OF MODELLING

A financial model is a set of descriptive or maxthemat i cal

statements that e>:presses the system of relations and links

between the firm's environment, its decisions and actions, and
1

its objectives. Webster d£?fine a model as "a small copy or

immutation of an e>:ist.ing objectb5 or a preliminary representation

of something, serving as a pilan which the final object is to be

2
constructed. However,in a financial modelling the real object of
modelling is the set of interrel ationships and linkages between
1. James R. Morries(1987) Financial Modeling, DowJones Irwin,

p 81.

2- Ibid, p 8O0.
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the -firms objectives. A financial friodel may be a set of
descriptive or mathematical statements expressing the system of
relations and linkages between the enterprises environment, its

decisions, actions and objectives.

A financial model of an Organisation is helpful and
sometimes essential because of complexity of the relationships
between the firm's financial variables. To analyse short-term,
day to day operating de?cisions a detailed analytical model is
necessary which shows how individual operating decisions affect
the position of an organisation. A model is mainly intended for
analysis of decisions concerned with broader policy that affects
the firm's over a longer planning horizon would show only the

broadest detail about an Orgnisation.

F-inancial Models serve the needs of management. It is
helpful and sometimes essential because of the complexity of the
relationships between the firm's financial variables. For some
problems it may be possible to formulate the general direction of
the result of a decisions, but because of complex relationships,
it may be? impossible to assess the magnitude of the effect
without the help of a model. However, a properly structured mode?l
can portray the links between the management decisions, and the
firm's objectives in as such detail as is necessary to analyse a
decision alternative. For some problems it may be necessary to
develop) a very detailed descriptive model 5 but in some cases too

much detail may be confusing and unnecessary-
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;.2.1 THE IMPORTANCE OF MODEL

fhe

(1>

<2)

(3)

<4)

<5)

<6)

<7)

(8)

importance modelling is enumerted below:

It enables management to try out its decisions
on this small copy of the firm without subject-
ting the firm itsel-f to management by trial and
error.

It -forces the modeler and manager to systematise
their thought-

Financial models can show the linkages, between
the firm's operating environmient, management
decisions and potf£?ntial results of the decisions.

It allows management to analyse more care-fully and
to explore how their decisions relate to their
o-'/erall objectives.

The modeling process itsG?l-f is beneficial to

management, as it tends to force the planner to
consider systematically the interrelationshps
between a segment of a firm and th se between
environment, decisions and results.

The process of building the model forces one
to think carefully about the complex relation-
ships between decisions and financial variables
that constitute a firm.

The financial planning model provides the framework
for systenmatically tracing out the result of a
deci sion.

Finally it helps the managers to use their talents
more effectivel-y for the broader issues concerning
themselves.

3.2.2 THE APPLICATION OF MODELS IN FINANCIAL MANAGEMENT

There are two General approaches to financial modeling (1)

Simulation and

(2) Optimisation.
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Simulation models show the result decision or action,

while Optimisation models solve -for the decision that is best.

3.2.3 SIMULATION
Simulation is a process of- immutation of the -firm so that

the consequences of alternative decisions, actions and strategies

can be analysed. It enables the management to e--/Zaluate the
consequences -for implementing a decision. The simulation model
is the link between the prospective decision and the hyothetical
results. The simulation approach does not try to tell the user
which d€?cision is best. Rather i't. allows the use?r
3
to speci-Fy a decision. For example, suppose the decision being
Slconsidered is whether to -finance a new investment project with

equity by issuing new common stock, or to finance it with debt by
borrowing from the bank- The typical simulation would trace
through the consequences of each of these alternatives and
present the users with sets of financial statements so that he
can e-valuate the' results of decisions in terms of the financial
sta-tus of firm.4 The simulation Eipproaches of modelling have been
used by Brown (1973), Bryant (1982), Bramer & Miller (1973),

Davis(1973), Gershefski (1969), Gordon (1973). Hadley & Whiten

(1963), Li fson and Blackman (197Z0, Liacascio (1972), Meyer

(1977), Miller and Modigliani(1961), Miller & ORR(1966), Naylor
(1973), Norton (1972), Orgler (1969), Robenson (1973),
Schrieber (1970) , Smith Keith (1964), Johon Wiley Sons(1985),
etc -

3. Ibid p 99
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3.2.4 Optimization

An optimisation model usually consists of an equation
that expresses the objective or goal of the decision, and a set
of equations and inequalities that represent the constraints.
The decision variables would be the variables in the model that
represer~it choices available to decisions maker. F-or e>:ample, the
decision variables might include the amount to be? borrowed to
mfinance an inventory, the number of shares to be sold, and the
level of investment in inventory. The purpose of optimization
mode?l would be to find the values of these three de~cision

variables that would maximize the value of the common stock.

A LINEAR PF-<DGRAMMING(LP) MODEL FOR THE PLANNING
AND MANAGEMENT OF CURRENT ASSETS AND LIABILITIES:

One of the task of a financial manager is to develop
and execute plans for manexqging current assets and current

liabilities-

The essential features of linear programming model for
financial management planning include the decision variables that
represent the amounts or levels of the different decisionE-r> that
the planner must make, the objective function that expresses

mathematically the decisions and the objective, and the

4. 1bid p 100

5. Ibid p 102
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constraints that express the various limitations on our
6
decisions. The main limitation of optimi2ation (LP) Model that if

there are too many constraints, t here may be no solution that

could simultaneously satis-fy all the constraints.

I-f too many constraints c»re imposed on model, the problem

7
may not be feasible. That is there may be no solution that could
simultaneously satisfy ail the constraints. In fact, the modeler
should make every effort to kee?p the model as simple as

possible with a minimum number  of constraints and decision
8
variable.

As such, many individual model to deal with each element of

working capital has been developed. Such as inventory model, cash

model and receivables model. Moreover, a seperc'jte model is
developed for each component of inventory, i.e. ABC model for
stores items. Economic order quantity (EOQ) for finished goods
and raw material inventory and so on. Similarly, various models
are used for managing cash, such as operating cycle model; EOQ
model; stochastic model, cash budget model etc- For accounts

receivables different descriptive credit policies have bee?n
developed.

6). Ibid p 370

7. Ibid p ~S7Q

8. Ibidp 370
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A brief description of individual models are given below:-

3.4 INVENTORY MODEL

3.4.1 ABC Model

Many firms find it useful to divide materials, parts,

supplies, and finished goods into sub
11

classi fication for purposes of inventory control. lierbert J.

Richmond desigrted this plan of concentration of the important

items as control by importance and exception. The idea of ABC
analysis lies in the recognition of the principles that all the
items of inventories are not equally significant. ABC analysis is
an inventory control technique's, which is an adaptation of
F'areto s law and under the system, the various stores items of
inventories are classified under the broad categories of A.B, and
C.The criteria of categorising the various items ultimately
differ from industry to industry and enterprise to enterprise.
However, approx i mattely "A" category of items constitutes only 5
to 10 percent of the total number of items but it accounts for 80
percent of the total value of the inventories, "B" class items

constitutes 20 to '30 percent accounting for 15 percent of the

9. Bhabatosh Banar jee? <1987) Financial A\nd Manageme?nt
Accounting, Sree Sarda printing, Calcutta, p 149.
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total value and the rest 60 to 70 percent which cornpriseB only 5
to 10 percent value have been classed as "C". The above selective
inventory contorl method is typically branded ABC Model of
inventory management. The AHtC concept is to be implemented by

Controlling A- items "Morethighly", than "B" items, and so on.

3.4.2 EOQ Model

The determination o-f economic order quantity is one of
the main -factors of inventory policy. I-f materials are purchased
in large quantity the number of orders reduced resulting in lower
ordering costs. But maintenance cost per year increases due to
the larger volume? of average inventory. The E'conomic Order
Quantity (EOQ) balances the cost of maintaining inventory against
the cost of ordering. Betting up of this le-vel saves the task of
re~calculating the quantities to be purchased each time. The

Model is represented by following -formula:-

Fig.l EOQ - 2AP

Where A =Annual quantity tobe used in units,

P =Costof Placing perorder.

i = Cost of carrying one unit of inventory
for the whole year.

10
The Model is used b/ Baumol and others.

10. W.J, Baumol(1977) Economic Theory and Operations Analysis.
Prenticc? Hall of India,4th edition, p.9.
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3.5 CASH MANAGEMENT MODEL

Cash is the common purchasing power or medium of exchange.
Ab  such, it -forms the most important component of working
capital- Cash under the present context includes cash in hand and
in bank deposits with drawable by cheques on demand and other
securities that can readily be conserted into cash- There are
three motives -for holding cash, viz (i) Transactions motives,
<ii) Precautionary motives and <iii) Speculative motives. Holding
o-f Cash balance should be optimum,it should not be too shortage not
too excessive. The level of cash balance should be maintained in
such a way that the firm does not -face difficulty in meeting its
day to day commitments, and at the same time there should not be

excessive cash which impairs the return on investment.

Various models used for determining s£?l f-i mposed cash

balance are as follows:-

(a) Operating or Cash Cycle model;

<b) Inventory model(EOQ model);

(c) Stochastic model<miller-orr-model);
<d) Probability model;

(e) The cash budget model;

(f) Cash flow statement model;

(g) Fund flow statement mode?l .
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3.5.2 Mi 11ler-orr-Model:

I-f the -failure is not known with certainly, application of
EOQ model does not become ef-fctive. As such, attempt has been

made to use other models to determine is stochastic and unknown

in advnace. The mi ller-orr-model is one of the application o-f

control theory and speci-fies two control limits—h as an upper
11

bound and zero amount as a lowr bound. The Model is presented in

f-ig.2

Fig.2 Miller-orr-Model.

In the? figure, the -firm's working cash balance -fluctuates

randoml-y in response to rendom inflows and outflows. At time t ,

1
the balance reaches the upper control Ilimit ’h'. At that point
h-z amount of cash is transferred to marketable securities. The
balance continues to fluctuate, -falling to zero at t , at which

time? z amount o-f mark€?t.able securities are sold or loan taken to

11. M.H. Miller and Orr ,Dani el <1966) " A Mode?l of- the Damand -for
money by firms" G?uarterly Journal of Economics, Vol .80
pp 413--35.



Dhaka University Institutional Repository

40
augment the working cash balance. In the model, the minimum
amount has been set at zero. But accordingly it should be higher

than zero. In that case 'h' and 'z would move up in the figure.
The control Ilimit model thus gives an answer in terms of maximum

L . L r
and minimum balances and provides a decision rule. The greater

the wvariability, the higher the minimum balance. The optimum
value of '2', the return to point, for security transactions, is;
z =V 3b 2
4
where b = fixed costs associated with security

transactions
2 = Variance of daily net Cash flow

i = interest rate per day on marketable
securi ti es.

With the control Ilimitsi the Mi l1ller-Orr-Model will minimise the

total costs-fixed and opportunity costs of cash management.

Probability Model

I f may bt? started that the HEOQ assumes predicable cash
flows, while the stochastic model is based on random cash flows.
But in practical context, cash flows are neither comp le?te ly
predicable nor stochastic. They are rather predicable within a
range. In that cash, probability distributions may be used for a
range of possible outcomes and optimum cash balance may be
accordi ngly ascertai ned.

12- Bhabotosh Banarjee, op. cit, p. 194.
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3.5.3 Cash Budget Model

A Cash budget model is a projected cash receipts and cash

payments over a period of years. If starts with a given ' Cash
balance' which may be either big or small. Ektt the? saidbalance
is, in any case, desired to be the optimum balance’'.

Therefore efficient cash management through effective ca\sh

budgeting supported by relevant and timely forecasts of cash may

help
i) aiding in securing added working capital
for smooth and unhindered running of the
operations and planning for payments to
creditors and shareholders ;
ii) easing strains of a cash shortage ;
iii) facilitation temporary investment of cash;
iv> improving the rate of return on assets; and
V) providing funds for growth-
The cash budgc?t is usally prepared as part of the overall annual
firm budget, i.e. salt?s production, material, 2labour and overhead
budgets. Hence, a cash budg£?t may be prepared to show the? level
of bank loans which is necessary to support profit plan. 13
'3.5.4 Cash Flow Statement Model
A cash flow statement shows changes in the financial
position of a firm on cash basis. |It, however, shows the net
13. R.K. Jacdioke R.T. Sprouse, Accounting F'lows, Income, funds
and cash, Prentice Hall Inc, Englewood cliffs, N.J.1965,

p 109.
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effects of the various transactions of a firm during a period on
cash basis and explains the causes of changes in cash position of
a firm between two balance sheets dates. This statement is called
cash flow statement because it shows the various sources and
applications of cash during a period and their net impact of cash
balance- The fund flow model was pioneered in Unitc®d States in
the late 1940's and early 1950's and was taken up in the early

1960's following the Radcliffc? Report's cell for more detailed

14
monetary statistics.

Fund flow statement model is the statement of sources
and application of funds' over two balance sheets period. This is
also called ‘'statement of sources and uses
of working capjital'. In the words of Foulke, funds, in this
particular type of statement, art? what might be termed working

15
capital funds as distinguished from actual cash funds.

14. H. Shamsul Hague, Prices Policy, Accounting Methogology and
corporate Financial Viability. publishe?d by IBA, Dhaka
University, Ph.D. thesis, 1983, p 137.

15. R.A. Foulke(1957) Practical Financial Statemeent Analysis,
New York, Mcgro Hill, p473.
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The fund -flow statement model helps to see—
(i) the growth o+ the -firm;
(ii) its resulting financial needs, and
16
<iii> the best way to finance these needs.
Infund flow statement actual cash flow whilecompared with the

estimated cashflow actsas a tool for control of cash in the firm,

3.6 Control of Accounts Receivables

f-or accounts receivables. management, mathematical
models are very difficult to develop. The control of receivables
has a significant inpact on the effectiveness of credit and
collection policy and the control of wortiing capital, complete

information regarding, the performance of each control techniques

or proce?dure is absolutely essential.

According to Walker, the various ways of controlling the
11
receivables are as follows: =
(1) Receivables turn over ratio;
< ii) Average collection per’iod;
(iii) Report, of aging schedule of accounts;
(iv) Percentage of collection reports;
(v) P;eport of bad debts; and
(vi> Report of deliuqguent accounts.
16. J.C.Van Horne(19S5) Financial Management Pol icy ,Prentice

Hall of India pvt. Ltd., p700..

17. E.R.Walker W-H. Baughn<1961) Financial Planning and Policy.
New York, Harper Row Inc. p &O.
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Haque in his doctoral study also used the average collection
18
period technique to judge ef-ficiency of receivables management.
3.7 FACT METHOD MODEL AND RATIO ANALYSIS
The literal meaning of 'FACT' is the financial analysis
consultancy techniques. It comprises of two formation (i)

calculation sheet and <ii) summary sheet (See Annexture-I>.
Calculation sheet format has two portion-one for recroding the
profit and loss account information and the other for recording
balnace sheet information. The summary sheet contains the
background and general information about the Company, as well as
derivation of '24 important financial and operating ratios under
the gorups of General ratio, managerial performance ratio.
Financial Performe”~nce ratio. Rating as an investment ratio, and
cost breakdown ratio. Among the 24 selected ratios calculated

under FACT Method, the most important ratios for working capital

management are (a) turnover of working capital (sales/working
capital), (b)current ratio( current assets/curré?nt liabilities),
c) Liquid ratio (liquid assets/current liabilities), d) ratio of
current dE?bt to net worth, cost breakdown ratio, inventory

turnover ratio(cost of sales/stock) etc.

18. Jahirul Haque(19SIl) Financial Planning and Control in public
sector industries in Bangladesh. Unpublished Ph.D. thesis.
Dhaka University, pp 250-268.
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Financial ratios are widely used at the international level

under the auspices of the United Nations Organisation for the

purpose of compiling and distributing information covering

significant ratios within different industry groups.l9 Countires,

such as West Germany, France, Holland, U.K., hkirway, Canada and

U.S.A. are all doing work on inter--firm Comparisons on a fairly
20

large scale using financial and opc-?rating re-itios.

3.8. CONCEPTUAL FRAMEWORK OF WORKING CAPITAL MANAGEMENT

Wor~ing Capital Management involves the deciding upon

the eimount and composition of current assets and how to finance
21

these assets. These decisions involve trade off between risk and
profitability. Resolution of the trade-off between risk and
profitability with respect to the decisions depe?nds upon the risk
perference”s of the management. Some v-iestern scholars define
working capital management which involves all aspects of

22
admi ni 5tr£xti on of current assets and current liabi 1liti 8s. It

19. Cole, op. cit-, p 201.
20. Ibid.
21. B.C. Kuchhal <1982) Financial Mauiagement, An analytical and

conceptual approach. Eight<ed) chartanya publishing house,
Allahabad, India, p 154.

22. Weston & Brigham, Managerial Finance, 4th (ed) Holt InterncA-
tional publication, pp 520-52Z-;.
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generally depends on the determination of the requirements o+

working capital, -financing the requirements and efficient

utilisation of the components of working capital. Ramamoorthy

provides an indepth definition and de”scribes working capital
23

management as —
(1) a selection of the appropirate sources- for financing
the current assets;

(ii) prepardness to meet current obligations as and when
they matures;

(iii) defcision on the volume and composition of current
assets; and

<iv) efficient management of the different categories
of current assets and current liabilities.

The present study aims atdeveloping an optimum working

capital management model/norm for the public enterprises in jute

and cotton textile mills in Bangladesh. An optimal working
capital policy is one that sets the mi> of current assets and
current liabilities that maximizes return on investment or equity
and strengthens it aa well as ensures the solvency of the

busi riE?ss.

23. V.E. Ramamoorthy (19'78> "Working Capiital Management. (Madras
Institute of financial management and research), p 15.
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3.3.1 Determinants of working capital

The -factorb5 like the nature of business, production
policies, manufacturing process, turnover of circulating capital,
growth and expansion of bus-iness, business <cycle fluctuations,
terms of purchase and sales, dividend policy, credit policy and
production and distribution policy greatly affect the size and
amount of working capital.

371.8.2 Cost Consideration of Working Capital

The financial executive has to keep a watch on the

balance of working c£\pit.cU and cost different.ials of various

alternatives to maintain it at. a certain level, although some of
the costs are beyond his control. The costs, requiring proper
balancing on his part, may consists of : <i) the cost of close
synchronisation of exp£?nditure and receipts on income account,

<ii) the cost of having trade credit, (iii) the cost of extending

liberal credit ternis to debtors, (iv) the cost of letting or
allowing cash discount, <vV) the cost of managing cash in
of f--period'ii, and <vi) the cost of borrowing money from lender or
lending institutions and <vii) the holding cost of inventory

be?yond the normal period.

3,9 Planing and Control of Working Capital

Working capital planning depemds upon its sources, such
as <a) net profit from operations, (b) sale of fined assets, (c)
raising long-term debt, (d) additional issuer of shares and (e)

retirement of current liabilities below book value.
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However, provision fordepreciation canprovide funds
only i-f groBB profit is sufficient to cover thedepreciation
charge.
3.10. Related Eiefinitions
3.10.1 i) Working Capital

For the purpose of this study working capital means a
firms total investment in short-term assets, i.e. in total
current assets mainly, inventories, accounts receivables, short-

term investment in securities and advances and cash- Or in other
words, it refers to the concept of gross working capital, the
amount of funds which an organisation is to finance in its day to

day operations-

i) Net Working Capital

Net working capital is the? difference between the
current assets and current liabilities. Or in other words it is
also termed as excess of current assets over current liabilities.
iii) Optimal Working Capital Policy

An optimal working policy is one that sets the? mix of
current assets and current liabilities and that maximises the

rate of return on equity and at the same time ensures the
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liquidity and solvency of the business. However, the objectives

of working capital management is to manage each of the -firms

current assets i.e. inventory, short-term, investments and
advances, accounts receivables and cash as well as the current
liabilities so that an acceptable level of net working capital is

mai nt ai ned and at the sametime it maximisE£?s profitabi lity and

optimizes solvency of the business.

iv. Permanent working capital

Permanent woricing captial is that Kkind of current
assets which never leaves the business i.e. like temporary
working capital it transform from cash to inventory and invnetory

to receivables and back to cash but this type of current assets
never dropped to zero. It transpries the view that a minimum cash
balance, inventory receivables and advances and investment must

be maintained in smooth operation of an organisational activity.

V. Temporary or variable working capital

A temporary working capital is that type of current

assets which leaves the business process although it fluctuates

from one form to anothe?r like permanent working captial.
Vi. Turnover of working capital
It is the ratio betwee?n the sales to working capital.

Low rateindicates poor use of working capital, and too high rate
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indicate overtrading. A proper standard ratio should be
maintained +or better management of working capital- The higher
the turnover of working capital, higher would be its

pro-fitabi 1lity indicating a better efficiency in the uses of

working captial subject to good margin.

S.i0.1-? Fublic Enterprises

Public enterprises in Bangladesh are the agents of the
government <created for the pjurpose of discharging government
obi igatioBEBB to the public in the industrial < commercial field,
servi ce--cum-devel opment and financing and Banking fie?ld. Public
enterprises should achieve both commercial profitability and

social benefit.

For the purpose of this study, public enterprises have been
referred to as jute and cotton te>:tile industries under the
administrative control of Bangladesh Jute Mills Corporation(BJMCJ

and the Bangladesh Textile Mills Corporation (BTMC).

3.10.3 Current Assets

Current assets are those assets which can be converten:! into
cash within in accounting year- These are represented mainly by
cash balances, accounts receivables, loans and advances, and
inventories of raw materials, work--in-progress, finished goods
and stores and spares and miseel laneous goods in the jute and

cotton te>ltile industries in Bangladesh.
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3.10.4 Gross Profit/Loss

It is the dif-ference between the net sales revenue a-fter
sotck adjustment and the cost o-f production or cost of goods sold
be-fore charging any administration, selling and -financial

expenses.

3.10.5 Wet Frofit/Loss

It is the difference between total revenue and total

expenses subject to tax.

2;.10.6 Operating Profit

It is the profit generated out of the main business
operations excluding other income i.e. income from interest on

Eiank deposits-

3.10.7 Retained Earni ngs/F'ro-fit.

It is the surplus net pro-fit kept in the? business operations
a-fter meeting the commitment of dividend, provisions -ffor income

tax and reser--/es, etc-

3.10.8 Current Liabilities

Current liabilities are the? claims of the outsiders which
are expected to mature -for payment within an accounting year.
These are trade creditors, short--term loans -<rom commercial bank,

pro-'/ision -for tax and other short-term dues.
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3.10.9 Working Finance/Liquidity Gap

It means current asBete minus current liabilities and
provisions but excluding short-term bank borrowings. Ramamoorthy

24
calls as " Liquidity Gap "
3N11 SUMMARY
F-rom the different -financial models de”scribe”i in this

chapter, it appears that the subject can be approahced -from
different avngles- An insights into the literature provides us
necessary theoretical perspective which will enable us to design

a descriptive operational working capital manage?ment model/norms
applicable to the public enterprises in Bangladesh in general and

more specifically to the vlute and Cotton Textile Industries.

24, V.E. Ramamoorthy, Opcit., p 15.



Dhaka University Institutional Repository

CHAPTER - FOUR

RESEARCH METHODQL.OGY

4.1 Introduction

The objective of this chapter is to present a discussion
on the methodology of the present research. This chapter deals
with the selection of samples, sources and collection of data,
methods of data collection. It also explains the designed
questionnaire for collecting Cross se?ctional data from the

respondents.

Since the prcssent study focuse?s on both Jute and Cotton
textile industries, disucssion on methodology on Jute and Cotton

textile industrie'i are presented bellow simultaneously.

4.2 JUTE INDUSTRY

4.2.1 Selection of Samplers

There are 11 .jute mills in Dhaka Zone?s. under the Bangladesh
Jute Mills Ccjrporation. These 11 jute mills comprise our
population having total installed and operable looms of 4830 and
4637 respectively (Table 4.1). We categorised these mills into
thre/e' classes, namely, big, medium and smexl 1. Jute mills having
the capacity of 250 to 450 looms were classed as small, those
having capacity 450-650 looms were treatf?d as medium and those
having more than 650 looms were classified as big jute mill,

lable 4,1 stiows the relative position of these three classes of

the mills.
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Table 4.1 - Samples of Jute Mills.

class Mo. of Percentage No. of Percentage
mills o-f total loorris of total
Big 2 187. 1838 387.
Medium 4 367. 1998 417.
Small 5 467. 994 217.
Total 11 1007, 4830 1007

Source: Quarterly Jute Goods Statistics, 19E-i7--88 of E(JMC.

Out of these three groups, three jute mills were selected having

one from each class on random basis for our study. The sample
therefore <covers one big mill, one mediumand one small mills out.
of 2,4 and 5 big, medium and small mills respectively, under

Dhaka Zone of the Bangladesh Jute Mills Corporation, These three
mills had a total 1600 looms representing 33 percent of total
installed capacity ofthe Dhaka Zones of BJIMC. The sample
covering 1/72~rd of total installed loomsof the jute mills of
Dhaka Zone and as such the?re is reason to believethat the sample

is representative in terms of the characteristics studied.

4.2.2 Sources and Collection of Data for Jute Industry

Various sources and t£?chniques of data collection have
been used in present study- The factual data for the study were
collected from the published avinual reports of the selected jute

mills. But the study is primarily based on the analysis and;
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interpretation as well as reetructrisation of data contained in
the Annual Audited Balance Sheet and Profit and Lobe. Accounts of
the three jute mills of Dhaka Zone o0i BJMC. Data also have been
collected from the various publications of BIJMC head o-ffice, such
as monthly MIS report and quarterly Jute Goods Statistics and

other statements and reports. The data use™d in the? study are

mainly two types - Primary data and Secondary data.
Relevar'it primary data relating to production, sales,
inventory policy, pricing policy, receivable policy, liquidity

and working capital policy, etc. which were not avail abler’ in the
annual audited Balance Sheets and Pro-fit and Loss accounts were
collectcjd -from the record -files and b-/ interviewing rele'vant
executives through a desigened questionnaire (see anne>:ure-XV ).
Their conte?nts, validity and objcecti--/ity have be?en duly take?n

care o-f.The questionnaire were designed on the various problems

o-f working capital management and more specifically on the
di-<--ferent components of Working Capital, such as In'ventor-/,
recei'vables, cash managemerit» The areas constitute the problems
studied in the investigatioit» the respondents were Finance
Director, Production Director, Gteneral Managers, Chi e-f/Deput’'-/
Chief Accountants, Production Managers, Marketing Managers,
Purchase Office?rs, Store Office?rs and other financial executives

of the selected jute mills and the Bangladesh vJute Mills

Corporation.
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Data relating to the development of industry itself were
collected from the First, Second and the Third Five Year Plans
published by the Planning Commission, Government of the People's
Republic o-f Bangladesh. Related Data on the? position of Indian
Jute Mills were collected from jute goods statistics of BJMC and
other reports published by the Bureau of Public Enterprises o-f

Indi a.

4.2.3 Sources and Collection o-f data -from Private

Sector Jute tiills

For Comperative study. Data have also been collected
from the three private sector jute mills cateogoriwise as
mentioned in the para 4.1.1 -for the selection of sample of the
Dhaka Zone of Bangladesh Jute Mills Corporati on (BIJMC) - One big,
one medium and one small jute mills -from private sector have been
selected on the basis of the availability o-f data. The -factual

data -for the study were collected from the publisihed Annual

Audited Balance Sheet, and Profit Loss Accounts of the sleeted
jute mills. Relevant primary data relating to Ftoduction, sal£?s,
inventory policy, pricing policy, liquidity and working capital

policy were not available in the annual audited Balance Sheets
and F-'rofit & Loss Accounts, were colle-?cted by interviewing the
releVarit e>€xi(tives ttiroiagfi a dEeigrted qubsticnriaire
and through personal interview. Their contents, validity and
objectivity have been duly taken care of. The respondents wtere

Managing Director, Finance? Direct”™';., General Managers and Chief

AccolMmtants., etc.
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4.2 COTTON IEXTILE INDUSTRY

4.3,1 Selection of Samples

There are si textile mi 115 in Tongi Zone under the
Bangladesh Textile Mills Corporation (BTIiC). Out of the six mills
three mills are Spinning and three? are Composite mills. These bi=>
Cotton Textile Mills comprise our population having total
installed and operable spindles of 128500 and Ej3826 respecitvely
(Table 4.2). Out of the six mills three Spinning mills were
selected -for comparable study. They are Monno texti 1le?i (ol d) ,

C3uaderia Textil es and Satrang Textil es.

Table 4-2 - Samples of Cotton Mills,

S1. Name of the Wo. of No. of Spindles
No. Textile mills Installled operable capacity
capaci ty
1. a. Monno Te>;tiles 15744 10615
(old)
b- Monno Textile 12500 7191
(new)
2. Meghna lextiles; 15120 11570
3. Olympia " 32736 21920
4- Satrang " 12000 11476
5. Zeenat " 25200 14840
6, Quaderia " 15200 12531
Total W=6 Population 128500 10CX, 90163 100X
lotal N-'3 Sample Mills 42944 33. 4z 34622

Source : Monthly MIS f'leport of BTMC, October, 19ciJ8.
(Percentage have? been calculated by us).
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The sample covers 1/3rd (733.47.) of the total installed spindles
and 387. o-f the total operable? spindles- of all the t.e>;tile mills

under Tongi Zone of BTtiC. As such there is reason to believe that

the sample is rcpresentative in terms of the characteri sti cs
studi es.
4-3.2 Sources and Collection of Data for Cotton

Te>l'tile Industry.

Various sources and techniques, of data collection have
been used in present study. The factual data for the study were
collected from the Annual Store Inventory Ledger, of the selected
spinning mills of Tongi Zone? under BTMC and the published Annual
Reports of BTMC and Annual Audited Balance Shcet & Profit Loss
Accounts of the selected te>;tile mills during the period from
1982-1987. Data have also be?en collected from the monthly
Management Information Systems (MIS) Reports of BTMC. The data
us€2d in the study are mainly two types - Primary data and

Secondary data.

Relevant primary data relating to production, sale?s,
inventory, pricing policy, liguidity policy, etc. which were not
available in the Annual Reports, Audit Reports and Inventory
ledger, were collected from relevant report files of the
respective mills. and corporations and by int€?rviewing relevant
executive through a designed questionnaire.’ Their

contents, validity and objectively have been duly taken care of.
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The Respondents were Chi e-f/Deputy Chie™ Accountants, sales
managers, production (nanagers, purchase and stores officers of

the selected textile mills and the Bangladesh Te>;tile Mills

Corporation. Data relating to the development of industry itself
were collected from the First, Second and Thrid Five Year Plan
published by Planning Commission, Government of the People's
Republic of Bangladesh- Related data on the position of Indian

textile mills were collected -from the published Reports of Etureau
of Public Enterprises and Reserve Bank of India and other

published Research Reports of different Scholars in this field-

4.'3.3 Sources and Collection of data from the

private sector cotton textile mills.

For Comparative st\..idy data have also been <collected
from the three? private sector spinning mills of similar sixe
which were disinvested to private sector by BTMC after 1982.
Since? there? was only one? Cotton te~xtile <Spinning mills in the
private sector from Tongi Zone of Dhaka, (Ashraf Textile mills

Ltd.), two other spinning mills were? selectcsd from other areas.

Secondary data have been collected from the published
audited annual reports and other recorded statistics, while the
primary data have been collectesd through predesigned

questionnaire and pe”rsonal interview.
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4.3.4 tiethods of Data Collection

Data Collection methods were confined to:

1. Library work;
ii. Interview Method; and

iii. Observation Method.

A Dbrief description of the above methods s as
fol lows: -
i) Library work

In this method, diffe?rent journal, p£?riodicals, books.
Government Publication, Annual Reports, MIS reports, Audit

repcjrts published by BTMC and the Annual Balance She?et and Profit

and loss a/cof the selected vJute and Textile mills have been
very helpful in obtaining relevant data and information.
ii) Interview Method

Interview method has beeen used through p>rt-dc-;'Si gned
questionnaire for the purpose of our study. fhe reason is
obviously to enable i.is to establisti personal contact. with ttie

personnel to be interviewed. It ensures centpercent responses
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from the respondentB. This method also of-ferB an opportunity to
the researcher to explain the interview schedules wherever they
are necessary and thus ensures to obtain correct replies. It also
gives the researcher an opportuity to discuss informally with the

intervi ewees.

iii) Observation Method

This method consists of a collection of facts and figures

through a purposive venture. The techniques adopted are (a> Fr6?e

story—Intervi ew and (b) Maintenarice of a Diary. F'ersonnel
connected directly or indirectly with the management of
individual Jute and Textile mills were discussed at their

leisure time in ascertaining the real picutre and truth for the

investigation by means of free story--intervi ew.

Maintenance of a Diary is more useful by reocrcding
special information which may be omittcfd in the reports and

inter-view nethod-

All the three nme-?thodsi helped us to acquiant ourselvejs
with the wvarious aspects of worf;ing capital management in the
selected Jute and Textile mills of Etangladesh Jute Mills
Corporation, Bangladesh Textile Mills Corporation and all the

selected private sector jute and cotton textile mills undertaken

for this study.



Dhaka University Institutional Repository 62

4.4 Selection of the Industry

Any study on the? problemB a-f-fecting working capital
management should cover at least the major industry of the
country in order to be representative of the whole economy. But

such a study covering the méf&»jor industries involves an amount of

efield work and resources which were beyond our mE?ans. It WCXS
therefore decided to t.fike two major industries for our
inve?stigation- Bangladesh have several industries, namely. Jute,
Cotton, Steel & Engineering, Sugar Food, Chemical, Garments

leather, etc. Selection of two industrie”s out o-f these so many was

a problem in itself. It was, therefore, adopted the following
criteria -for the purpose of selecting specific, industry -for our
study.

1. The industry should be one whichis able to give us

a picutre of good segment of the modern section of
the Couritry's econom .

ii. The industr-y should be one in which both thee Go'vernment
and the Public are vi-tally interested.

iii. The industry should be one which is e;-Iplort oriented
and as a means for earning foreign e>;change to
meet the country's hi.tge dc/~fficit blance of payments.

i-'/. The industry should be one whichis import--substi tute.
[ VA The industry should be one? using modern technolocfy
as well as labour ~intensi've oriented.

Thci jute and cotton tt?>:tile industries of Bangladesh satisfy all
these «criteria. .Jute industry is essentially an export oriented

industry earning more than 257. foreign e>:change, and it employs
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directly more than 200000 two hundred thousands workforce of the
country. So, the- roles of Bangladesh Jute Mills Corporati cm<Ei(JliC
and the Bangladesh Te>;tile Mills Corpor at i on <BTMC) and the
recently di si nvest€?d jute and textile mills play a dominant
position in the economy of the country. But unfortunately, the
jute and cotton t€?Mtile industries as a whole are suffering from
low productive efficiency and low/negative profitability. Their
financial soundnt”™ss  is also questioned by the! Government,
financier and Banker and even by the general public- Under the
circumstances, a through investigation is a must in a financial
side especially in the area of Working Capital Management. An
att.£2mpt has, thertjfpre, been made he?re to make an indepth study
in the area of the Working Capital Management of Jute and Cotton
Textile Industries under the E>haka Zone of BJMC and Tonqgi Zone of

BTMC.

4,5Questionnaire Eiplai ned

The questionnaire in the Annexure-XV contains four
sections, Schedule 1 involves General information about the
responde”™nts, information regarding the existing system of the
different components of inventories, raw materials, work-in-

progress, finishe?d goods and stores and spares management. Modern
techniques of inventory control i.e. ABC method, EOGZ model,
perpetual inventory system, standardisation and variety

redvicti on, are prevalent or not. The methods of inventory
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financing, inventory management and blockage of Working Capital,
and optimum level of efficiency of inventory receivables and cash
management have also been incorporated in the presesigned

questionnaire appended in schedule-I, 11, 111, IV respectively.

4.6 DATA ANALYSIS

Ttte Ila5ic approach in analytical and interpretative in
nature. This study is limited to time series analysis and <cross
section analysis:- of emprirical data. In anc':\lysing the inventory,
modern control of inventory techniques, such as ABC method of
selective inventory control for stores inventory, FACT Method
(Financial Analysis Consultancy Technique) have also been used
whichfinds out important financial ratios relating to Working
Capital management- On the basis of review of literature and
objectives of the study, vb have? used statistical and other
quantitive methods of analysis. To test the validity on the
efficiency between public and private enterprise X tests have

also be?eri used in the study.

4.7 liethods of Analysis
The following analysis have been done;-
<i) The ratio tre?ndanalysis of the relevant data

on working capital during 1981 -82 to EJ6--87,
for the individual mills have been made-
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(i;n Inter-firm compariBon has been made -for the speci-
fic ratios on working capital.

(iii) The eweraqge ratios of the big, medium and small
mills havE? been studied seperatcely.

(iv> The average inventory, receivables, cash, short-
term investments and advances™ have betsn compared
with the Working Capital norms of the Tandon
study group and the v-jorking capital position of-
Indian Jut.e mill s.

<v) The average inventory has be?en compared with the
inventory norsns of 'BIMC.

<vi ) Finally a compi”~ratie analysis on Working Capital
Management position between selected public and
Private sector mills have been made by using
FACT METHOD and Chi-squire test during 1982-83
to 1986-87.
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CHAPTER - FIVE

ANALYSIB AND FIWDINGS OF THE STUDY

51 INTRODUCTION

The purpose of this chapter is to present a <cross
sectional and time series data analysis and the result of such
aneilysis- and findings. It was poES-sitale to obtain both finc-incial
and qualitative data of all the six public enterprises in the
sample dgf this research. Out of- the si>; selected public

enterprises 3 were jute mills and 3 were cotton textile mills.

This chapter comprises major five sections o-f which
section 5.2 is an analysis and findings of the three selected
jute mills on the basis of Audited Balance Sheet and F'rofit &

Loss Account during 19SI--f32 to 1986-87.

Further insights into working capital management o-f jute
mills are provided in section 5.3 where cross sectional analysis

are presente?d with reference to above attributes-

'Section 5.4 presents the ansilysis on working capital
managemeent and -findings of selected cotton mills on the basi-is ot
timE> series data as collected from Audited annufil Balance Sheet,

and Profit & Loss account from 1982-83 to 1986--87.
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Further insights into the working capital management of
the seclectecl cotton textile mills are provided in section 5.5
where cross sectional ainalysis are presented with reference to
working capital management. Since the present, study focuses on
both the industries, their analysis and findings are presented

simullaneously.

Data collected from Primary and Secondary sources fay i)
Library work, li) Interview Method and iii) Observation Method

have been processed through manually using FACT METHOD, ABC model

of inventory analysis. Statistical method,
and Chi--squire test. This study is mainly limited to the time
series analysis and cross section an£\lysis of emprirical data

compared with specific inventory and receivables and cash norms
of Bangladesh Jute Cotton te>:ile mills Corporations, and the
working capital position of Indian jute mills. Data have also

been compared with the specific working capital norms prescribed

1
by the Tandon study group of the Reserve Bank of India.

1. Shri Prakash Tandon - Report of the study group to frame
guidelines for follow-up of Bank Credit. F-"eserve E<ank of
India, Bombay, 1975.
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Table b .1 Percentage of Working Capital to
total capital eniployed in the jute
mills during 1981-82 to 1986-87.

Years JUTE MILLS Average of
three mills
LBJIM KJli NBIM
1981-82 84.90 84.69 78.02 82.54
1982-83 86.37 85.33 79.36 83.69
1983-84 81 .25 88. 79 85.06 85.03
1984-85 87. 12 90. 70 91 .08 89.63
1985-86 92. 45 88. 05 92. 53 91 .01
1986-87 90.97 84.63 98.00 89.53
Aver age 87, 12 87.03 86.50 86.90
of si>! yrs.
Source; Appendix 1,11, 11l (FACT SHEET, Balance Sheet

Information).
Total assets has been treated as Total capital
employed.
fatale 5.1 Portrays thett the average percentage of the working
capital employed is alarmingly as hicjh as 86.90 of all three

selected mills diring the period itrider bi1ldy, THe avefaqe

percentage of working capital to total capital empjloyed was
highest in the? big mill i.e. 87.12 while the same was 87.03 and
86.50 in the medium and small mills respectively during the
period under study- The percentage of working capital to total

capital employed in the individual mills had an increasing trend
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~rom the base year (1981--92) to the current year (1986--87). The
above analysis throws si.tfficient light to the -fact that compared
to the total capital employed, there has been a higher rate of
i nvE?stffient in the Working Capital in alrfiost all the selected
units of the BJMC, Dhaka Zone, during the period -from 1981-S2 to
86-87. This be?ing the situation, a thrc«ugh investigation in the
matter of investment and utilisation of Working Capital is

consi dE'red to be an urgent necssi ty.

N.B: LBJIJM = Latif Bawany Jute mills.
KJli = Karim Jute mills.
NBJIJM= Nabarun Jute mills.
Table 5.2 Turnover of Wc«rking Capital in the

selected jute mills during 1981--82
to 1986-87

Years JUTE MILLS AvE?rage of
.......... e eeeeeaeee aeeena e e aeaas three m
LBJIM KIM MBJIM
1981--82 1.30 1.42 1.21 1.31
1982-m83 1.57 1.79 1.17 1.51
1983-84 1.84 1.34 1.02 1.40
1984-85 1.41 1.23 0. 81 1. 15
1985-86 1.14 1.37 1.07 1.19
1986-87 1.23 1.32 1. 05 1.20
Average 1.42 1.41 1.05 1.29
of si;-: yrs.
Source: Appendix- 1,11,& 11l Balance Sheet Information of

FACT SHEET.
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Table 5.2 depicte that the average turnover of Working Capital
varies from 1.15 timeB to 1.51 times in the individual select.£7d
units of BJMC, Dhaka Zone. On an average, the industry turnover
is 1.29 times as against a turnover of 2.54 times in the Jute
mills of India during 1977--8a. The average turnover of Working
Capital should be 1.81 on the basis of reasonable curre?nt assets
of the jute mils as per the Working Capital norms of Tandon Study
Group of the Reserve Bank of India during the period under study
<Anne>:ure--X111) - Compared to above? norms, all the selected jute
mills of BJMC, Dhaka Zone, had much lower turnover of Working
capital. Habibullah l, in his study of the profitability in the
jute industry of Bangladesh, mentioned that higher the turnover
of Working Capital, higher would be its profitability, indicating
better efficiency in uses. So the declined turnover of working

capital revels that the jute mills failed to have™ efficiency in

the uses of working capital.

1. lid. Habibullah, Ibid p5
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Table 5.3 Perecentage of inventory to Gross
working capital it the selected mills
during 1981-82 to i9Qh-&7.
Years JtIJTE MILLS Average
of- three
LBJIM KJIM NBJIM mills
1981--82 65.94 60. 10 61.83
1982-83 67. 12 59.54 68.20 64. 95
1983--84 70. 10 57.95 59. 77 62.61
1984-85 75.51 75, 18 68. 10 72.93
1985-86 75.63 66,45 65. 78 69. 29
1986-87 69.88 55.18 60. 29

Average 70.69 62. 40 62.86
of si>; yrs.

Source; Anne>:ure- | 11 Il Balance Sheet Information of
FACT Method.

A galance at Tabic? 5.3 indicates that the inventories occupy a
fliajor proportion of the Working Ce-ipital that have been invested
in the different selected units of the EtJMC during the period cif
study. A look at the table further shows that among the selected
units, Latif Efawany Jutt? mills had the high£?st percentage of
invenotires to gross working cetpital (70.69) , while Karim Jute
mills had the lowest perc€?ntage of the same (62,40). The average?
percentage of inventories of the Nabarun Jute mills was 62.06.
However, the? percentage? of inventories to Working Capital of all
the mills was 65.32. Thus we find that in all the <cases the
percentages of inventories to Working Capital are very high and
naturally it could Dbe infurred that, because of the high
pc?rcentage of investment in inventories, a cons-.iderable fund has
been blocked up in inventories which might affected the long-

term profitability of the selected jute mills under study.
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5.4 Percentage of Accounts Receivables
(Trade debots) to Gross Working
Capital during 1981-82 to 87-87.

Years JUTE MILLS Average
of three
LBIM KJli MBJIM mill s
1981=82 12.84 19.73 22.99 1cS.
1982--83 12.48 16.83 16.25 15. 19
1983--84 12.78 11 .48 22. 09 15.45
1984-85 9.77 8.67 16.48 11.64
1985-86 13. 10 17.64 17.25 15.99
1986-87 11.48 14. 94 11.55 12.66
Average 121, 0 14.88 17. 76 14.91

o-f si> yrs-

Source: Anne>;ure-1 11 & 111 Etalance Sheet Information
of FACT METHOD.

Table 5.4 represent the percentage relationship between the
receivable and the Working Capital. The average percentage o-f
receivables to Working Capital was 14.91, while the average
percentage of receivables to Working Capital was the highest in
the Nabarun Jute Mills (17.76) while the same was the lowest in

the Lati-f Etawany Jute mills (12.08). Accoridng to some experts
and in the opinion of mills management, trade debtors should be a
maximum of 10 percent of total current assets. Compared to that,
trade debtors was excess by about 5 percent in the selected mills
during the study period. Normally the Letter of Credit(LC) period
is 30 days. But the average collection period was found 35, 41
£ind 64 days in the selected jute mills during the period of
study. However, receivables management was found imc™ficit2t in

the jute mills (see annexure- 1,11 & I111).



Dhaka University Institutional Repository 73

Table 5.5 Percent.acbe of total receivables to
GroBE- Working Capital of the
selected mills during 1931-82 to 86-87

Years JUTE MILLS Average
Qf three
LBIM KIM mills
1981-82 32.90 39.32 36.88 36,37
1982-83 31.61 36.99 29.30 32.63
1983-84 30.31 25.17 37.98 31.15
1984-85 23.51 23.37 28.50 25.13
1985-86 24.09 30.03 33.13 29.08
1986-87 29.37 39.73 40.54 36.55
Average 28.63 32,26 34.39 31.82

o-f si>! yrs.
Source: Annexure-l, Il & 111 Balance Sheet Information
of FACT Method.

Table 5.5 indicate that indsutry average percentage of total
rceivables to Working Capital was 31.S2. The average percentages
of the same of the LBJM, KIM and WBJM were 28.63, 32.26 and 34.39
respectivel-y. The average percentage of receivables 'to total
working capital was 20.24 in the Indian Jute Mills during 1977.
78. This indicates that there was excess receivables in the

selected jute mills during the? period under study.

Out of the total receivables of about 32 percent, 17

percent was blocke?d in ad'vancc-r-s- Most of the ad-'/ances were? found

in the form salary and wages, flood and c-yclone relief, house
building etc. consituted major portion. According to managemg-:-nt,
ninety percent of ad->/ances were arrears and long overdue. This
overdue advances to workers in largely due to inefficiency of

management, and partly due to leeway given to workers unions by
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the Government for pressure of union and social leaders, some of
them have become political leaders. Sometimes, management are
helpless to realise advances. The indiscipline in case of strong

action, means gheraow of the senior entt?rprise executives.

Table 5.6 Percentage of Cash to total Gross
working capital of- the selected mills
during'the period 1991-82 to 86-87.

Years JUTE MILLS Average
of ttircfe?
L.BIM KIM NBJIM mills
1931-82 1.16 0.59 3.62 1. 79
1902-83 1.25 3.45 2.49 2.40
1983-84 O. 77 1. 18 2.24 1.40
1984-85 0.66 0.36 3.00 1. 34
1935-86 0.83 3.52 1.09 1.81
1986-87 0. 76 5. 09 3.63 3. 16
Average 0.91 2.37 2.68 1.99

of si>; yrs.
Source: Anne>:ure-1 ,11 111 Balance Sheet In-formation o-f

FACT Method.
Table 5.6 depicts that the a'verage percentage o-f cash to Working
Capital was onl-y 1-99 of the selected units under stud'/. The
avc”rage percentages ov Cash of LBJM, KIJM and NBJM were® 0,91, 2.37
and 2.68 respecti'vtjl-y during 1981 -82 to 19S6-~87. The percentage

of Cash to Working Capital was 4.48 in case of Indian Jute? Mills

during 1977-78. According to some Authorities like Professor
Nicjam of India cash in a well -financ€?d Compan-'/ should not be? less
than 5 to 10 percent of Working Capital. Compeared to this the

p£?rcentage of cash to Working Capital was -yery much low in the

selected units of jute mills.
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7 Inventory in terms of months Cost of
Productiori in the? Jute mills during
1981--82 to 1986--87.

JUTE MILLS Average

Year! of three

LBJM KIM NBJIM mi 11 £
1981-82 6.61 6. 58 8. 71 7. 30
1982-83 6.25 5.51 10.89 7.56
1983--84 3.72 8. 48 8. 72 6.97
1984-85 8.48 B.41 21.83 12.91
1985-86 8. 59 7.55 10. 76 8. 97
1986-87 6.92 4,81 6.09 5.94
Average 6.76 6.89 11.17 8. 27
o+ si>! yrs.
Source: Anne>;ure~l, 1l 11 Balance Sheet Information of

FACT Method.

Table 5-7 shows that the average inventory in terms of month's
cost of production was 8.27, which seems to be very high during
the pcjriod of study. The average inventory in terms of the months
cost of production was highest in the WBIJM 11.27 while it. is the
in LEtOM 6.76. While inventory in terms of months cost of
production should be 2.74 according to the inventory ncjrms of the
Tandon Study Group <Appendix XIIl) cif the Rest?rve E<ank of India.
Inventory in terms of months cost of Production was 3.18 in the

Indian Jute mills dikxirig 1977-7 8.

However, average? inventory in terms of the? months Cost
of Production is increasing alarmingly in all the selected units

during the? pericid under sutdy i.e. from 19£.il-82 to 1986-87.
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Table 5.8 Inventory turnover ratio in the selected
Jute mills during 1981-82 to 86-87

JUTE MILLS Average

Years - e of three

LBJIM KIM NBJIM mi 11s
1981-81 1.82 1.82 1.37 1.67
1982-83 1.92 2.17 4. 58 2.89
1983--84 3. 22 1.41 1. 37 2.00
1984-85 1.41 1-43 0.54 1. 13
1985-86 1.40 1. 59 0.52 1.17
1986-87 1.73 2. 49 1.97 2.06
Average 1.91 1.82 1. 73 1.82
of si>! yrs.
Source: Annexure 1, Il 111 Balance Sheet Information

of FACT Method.

Table 5.8 indicatesi that the total average inventory turnover
ratio hada decreasing trend. The average inventory turnover
ratio was 1.82 for all the selected jute mils under the period of
study, while the average inventory turnover ratio of the

individual mills, namely LBJH, KJM, NBJM were 1.91, 1.£&2 and 1.73

respectively. The normal inventory turnover ratio should be 4.29

during the period undt?r study as determined by the inventory
norms of the Tandon Study Group of the Reserve Bank of
Indi a (Anne>:ure- XI1Il). Howc?ver, the? average inventory turnover

ratio was very low compared to the norms of the Tandon  Study

Group.
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Table 5.9 Current Ratio in the Selected jute
mills during 1981-82 to 1986-87

JUTE MILLS Average

LBJM KVTM WBJI-1 mills
1981-82 1.40 0.73 1.75 1.29
1982-83 1.62 0.98 2.01 1.54
1983” 84 2.00 1.10 1.61 1.57
1984-85 1.34 0.93 1.23 1.17
1985-86 0.95 0.76 1.00 0.90
1986-87 0.88 0.68 0.99 0.85
Average 1,37 0.86 1.43 1.22
of- Bi> yrs.
Source: Anne>;ure-l , 11 Il Summary Sheert of FACT Method

Table 5.9 depicts the industry ave?rage of current ratio which w*as
only 1:22:1 for the selected units for the period under study.
The average current ratio was 1,37, 0,86 and 1.43 in the LEtJM(big
mill), KIJM<medium mill) and NBJIM(small mill) respecitvely.

Traditionally 2:1 Currc?nt ratio is taken as satisfactory standard

for the liqguidity and solvency of the firm. The same idea was
endorsed by expert authorities like Mye?r , Pandey, Kuchal ,
Ramawoorthy, Mishra and others. However, the? average; current
ratio for all the selected jute mills was less than 2:1 for all

the periods under study <1981-82 to 1986-87).

3, Ibid.
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Table 5.10 Liquid Ratio in the Selected Jute
Mills during 1981-82 to 1986--87.

Years JUTE MILLS Average
LBIM KIM MBJIM mi 11s
1981-82 0. 47 0. 29 0. 71 0. 49
1982--83 0. 53 0. 40 0.64 0.52
1983-84 0.62 0.29 0.65 0. 52
1984-85 0. 32 0.22 0. 38 0,31
1985-86 0. 24 0.25 0. 34 0. 28
1986-87 0.27 0. 31 0. 43 0. 34
Average 0. 40 0,29 0. 53 0.41

of six yrs.

Source: Anne>:ure--.1, 11 & l:il SUMMARY SHEET OF FACT METHOD

Table 5,10 indicates;, that the average liquid ratio all the
selected jute mills was 0,41 during 1981-82 to 1986-87,which is
much below the standard ratio of 1:1. The hightest ratio -found
0.53 in NBJIJM (small mills), while it was the lowest. 0,29 in KJM
(medium mills). The average liquid ratio was 0.40 in LEtIJM (biq
mills). The average liquid ratici in the jute mill
would be O.Ei4:l1 accc<rding to the recommendation of the Tandon
Study group* of the Reserve Eiank of Indiai- Compared to this, the
aver age liquidity ratio of 1lle sel cted jide mills was tigftly

adverse during the study period.
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Years

Mat.
cost

1982-83
1983-84
1984-85
19S5--86
1986-87

39.
78.
35.
39.
39.

34
92
43
00
58
Aver age 46. 45
of 5 yrs.

1982.83
1983-84
1984-85
1985-86
1986-87

34.22
37. 74
54. 98
35-95
39. 35
Average 39.64
of 5 yris.
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5.11 Cost

Jute

LATIF

Lab.
cost

27.80
30.98
29. 15
36.00
39.66

32. 78

KARIM JUTE MILLS(KJM)

79

ratio of the selected
during 1982--8'3 to 1986-87,

Breakdown
Mills,

BAWANY JUTE MILLS (L.BIM)

Y- Y- 7
Prod. Admn. Selling
ovE'rhead Espn. E;:pn.
14.80 1.63 2.71
12.92 1. 55 2. 38
11.27 1. 15 1.76
6. 20 Q. R 1.75
15.36 1.39 1. 79
12.11 1. 87 1.87

Y.
Lab.

cost

25.38
29. 21
26. 11
32. 37
45.88

31.78

Y. ¥ Y.

Prod. Admn. Selling
overhead E>',pn.
15. 46 1. 80 4,21
11 .84 1.69 3. 25
8.91 2.52 1.97
10.57 3.28 2. 35
14. 78 3. 22 .76
12. 31 2.50 3,10
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NAEIfARUN] JUTE MI LLS (NBJM)

Years

w YA yA yA

Mat. Lab. Prod. Admn. Selling

cost cost over t"tead E>;pn. E>:pn.
1982-83 37.81 37. 16 8. 13 7.07 2.30
1983-84 38.66 36. 69 26. 00 NA 2.78
19eW-85 34.42 28. 14 23.43 NA 1.74
1985-86 36-86 32.57 11.24 2.32 1.98
1981j-87 z<a. 3;0 38. 75 14. 98 NA 2.31
Aver age 37.21 34. 66 16. 75 1.87 2.22
of 5 yrs

The table shows the percentage of cost of material,
labour, production overhead, administrative and selling expense”s

in relation to sales in the selected mills during the period o-f

study.

The -findings show that cost oi material was highest in
big mill, while the cost of labour and production overhead were
high£?st in small Wabarun jute mills. The avcerage cost of sales of
all the mills was about 93 percent of sales. These leaves a very

lillle margin of prcifit in the elected jute mills.
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5.3 Thefollowing analysisand -findings have been presented on
the pr e—dcssi gqnedgestionnaire schedule--! to IV as shown in

anne>lure X V. The answers o-f respondents of the selected public
sector jute mils of Dhaka Zone and the ESangl adesh Jute? Mills
Corporation are presented in the following tables. f'welve
executives were interviewed who were directly related to weciriiing
capital management.Out of the 12 e>:eucitves, 3 of them were Head
of enterprises, and 9 were head of accc<unts. The result of the

analysis and the findings of the study on the basis of primary

dE(ta are described below:

table 5.12 Distribution of Respondent accoridng to Age
Age Frequency
30-40 yrs 3
40-50 " a
50-60 " 1
60 yrs. over None
Total 12

It appears from the table 5.13 , that out of the 12 executives in
the sel€?cted JBute mils and BIJMC a maximum of 8 belonged to the
age group of 40-50 vyrs,., b6?longed to 30-40 years and only 1 was

in the? age group of 50-60 years. Most of the respondents were

chief exeuctive and chief accountants of the selected jute mills

and the Control le?r of Accounts and financt? of the Etangladesh Jute?

Mills Corporation.

The findings show that most of the respjondnets have

long experience in their professicjn and are middle aged.
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Table 5.13 Distribution of respondents on the
Lack of Working Capital Policy.

Opinion of Respondent; Total Ffrequency Percentage
1. Agree 9 75.00
2. Strongly agree 2 17.00
~S Disagree 1 8. 00
4. Strong ly di sacjrc”e Mone
5. Undecided Mone
Total 12 100.00
In reply to a geustion whether lack of policy is affecting

Working Capjital management problem in the selected Public sector
jute mills, 75 percent respondents agreed to the gentstion, 17

percent strongly agreed, while only 8 percent disagreed.

The findings cofifirnt that 18ck of proper poliey i
a-ffecting working capital problem in the selected jute? mill

during t e pericd of stiidy.

Table 5.14 Distribution of Respondents on the
lack o-f proper inventory management

Opi nion of Respondents Total frequency Percentage
1. Agree 9 75.00
2. Strongly agree 1 8.00
3. Disagree 2 17.00
4. Strongly disagree Nofie
5. Undecided Mofte
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In reply to a question, whether lack o+ proper inventory
(Tianagement was responsible for working capital ntanagedient , 75
percent respondnet agreed, 8 percent strongly agreed and the rest

17 percent disagree?d to the questicin.

The -findings show that about S3 percent respondent
confirfTted that lack of proper inve?ntory nianagemenit is. responsible
for the lack of proper working capital management. This findings
necessiates a pjroper policy guidelinces or model fc<r better
inventory management in the sele?cted public sector jute mills in
particular and jute industry in gEnie”~ral .

Table 5,15 Showing the distribution of respondents

on the question of lack of proper
Accounts Receivable tianagement.

Opinion of Respondent lotal frequency Percentage
1.Agree 8 N36.

2. Strorlgly agree 2 16.66
3.Disagree 2 16,,68
4-Stwmorigly disagree None None
5.Undeci ded None None
Total i i00.00

66.66 and 16.66 percerrt respC5ndents agreesd and strongly agreed
resi-pectivel y, that lack of proper accounts receivables management
aggravated the Working Capital Problem in the selected jute
mills. While about 17 percent respondents disagreed to the

question.
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However, the findings con-firm that majority of the
reepondent mentioned that lack of proper receivables management
was responsible for proper working capital management in the
selected public se~ctor jutE? mills during the period of sutdy.

Table 5.16 Sfiowing tlit? distriblllion of resgondents
on the lack of prope-r cash management.

Opinion of Respondents Total frequency Percentage
1. Agree 7 58.33

2. Strongly Agree 1 8.33

3. Disagree? 4 33. 4
4. Stronglydisagree None None

5- Undecided Worie None
Total 12 100.00

In reply to a question, whether lack O+ proper cash management
was responsible for proper working capital management, 58.33 and
8.3'3 percent respondents agreed and strongly agreed respectively
to the proposal, while 33.34 percent disagreed to the same in the

sele-cte?d jute mills.

The findings show that majority of the respondents

mentioned that lack of proper cc”sh policy also a-ffected the
working capital management problem in t?ie sele~cted mills -furing
the study period. Comparison o-f actual cash inflows and outflows

tiave s-hown that mills management prepare only yearly cexsti budgc”t
for submission to Corporations and Ministry of Finance. This is
merely an academic exercise? having no relationship with reality.
A good management is one which prepare monthly rather weekly cash

budge-t which enabl€?s them, wheri to tak€? loan and for which period
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and to ensure surplus cash if any

yields some gain. Examination o-f

cash budget is not prepared at

cash budget is not -felt at all.

Table 5.17 Showing the

85
to be kept in STD account which
records has shown that monhtly

all and the necessity of weekly

Problems owed to poor

Cashflow.

Opinion of Respondents Total f-requency Percentage

1. Agree 6 50,00
2.Stronghly agree 3 25.00
3.Disagree 1 8.00

4. Stronghly disagree f-Jone None

5. Undecided 2 17,00
Total 12 100

On the guestion of poor cashflow genf?ratiion in the™ sel£?cted
mills, 50 percent respondents agreed and 25 percent strongly
agreed that the mills had been suffering from poor cashflow
generation which aggravated the working capital management
problem, i percent respondents disagreed to it, while 17 percent

were undeciced.

The findings show that 75 percent. r€?spondents mentione?d

that. poor cashflow generation affected the v-,iorking capital

problem in the selected jute mills.
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Table 5.18 Showing the distribution of respondents on the
much dependence on cash credit of commercial bank,

Opinion of Respondents Total Arc-jguency Percentage
1. Agree 6 50.00
2. Strongly agree 5 41.66
3. Disagree 1 8, 34
4. Stronghly disagree None None
5. Undecided None None
Total 12 100.00

It apjpears from ttie table that, 50 percerrt. respondcsnts agreed atid
41.66 respondents strongly agreed that they v”ere too much
dependesnt on the cash credit of Commercial bank as a source of
Working Ce”pital. 8.34 percent respondents only disagreed with the
above view.

The findings confirm the hypothesis that most of the
selected mills depended on cash credit as major source or in some
cases only source of Working Capital at a very high cost of
interest which impaired the profitabibility and liquidity and
agrravating the working capital problem. The Controller of

Accounts, EtIMC mentioned in course of an interview that, they pa~id

Tk.24887.79 lakh as an interest on cafih credit of commercial bank.

Table 5.19 Shows the debt equity position of BvIMC during

1983.87.

Taka in 1lalih
Year Total debt Total equity- Dett equity ratio
1982-83 11759.41 7438. 23 61 : 39
1983-84 11075,43 7026.93 61: 39
1984-85 16295.99 (3895.21) Ntegati ve?
1985-86 15122.47 (12613.32) Negati ve
1986-87 16057.24 <29649.17) Negative

Source: Annual Fleport of BJtMC
W.B. The picture shows all the jute mills under BJMC.
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The -findinge show that most of the selected mills and the EtIMC as
a whole have no equity. Due to 100 percent debt capital arid the
negative debt equity ratio aggravated Working Capital problem to
public sector jute industry.
Table 5.20 Showing distribution of rtespondents

on thc® question of political pressure
and envi ornmental constrai nts.

Opinion of Respondents Total frequency Percentage

1. Agree 7 58.33
2. Stronglyagree 3 25.00
3. Disagree 1 8.33
4. Strongly disagree

5. Undecide:?d 1 8.34
Total 12 100.00

In a reply to a question 56t«3'3 percent respondt?nts agreed and 25
percent strongly agreed that too much political pressure and
envi ornmental constraints?, were responsible -for proper working
capital management in the selected public sector jute mills under

study, in reply to the nature of such political pressure most of

respondents mentioned about the? pressure of the labour unions -for

unreasonable demands and interference by social and unions
leaders, some of them have become political leaders-
The findings confirms the viteyj that poltical pressure

and envi ornmentral constraints also af-fected the working capital

probleHd in the selected jute mills during study period.
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Table 5.21 Showing the distribution of respondents
on the lack of proper cost account!ng
and cost control systems.

Opinion of respondents Total frequency Percentage
1, Agree 6 50. 00
2. Strongly agree 1 8.33
3. Disagree 4 33. 34
4. Strongly disagree i 8.33
5. Undecided -
Total 12 100.00

On the question of lack of proper cost accounting and cost
control system, 50 percerrt respondents agreed and &f,33 perceiit
stronqgly agreed that. lack of proper cost control and cost
reduction system were also responsible -for poor working capital

management in the selected jute mills.

The findings revt?al that lack of adequate cost accounting

and cost control system, material, labour and overheard cost had
an increasing trend in all the s€?lected jute mills during 1981 to
1987.

Table 5.22 Distribution of Respondents on the

lack of- demand and growing competition
in the int€5rnati onal marke™t which
af-fects working capital manage™ment.

Opini on of Respondents Frequency Pergentaqe

.Agree 10 83. 33

1

2. Strongly agreb 16. 66
3.Disagree

4 .Strongly disaqree

5.Undeci ded

Total 100.00
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It appears -from the table that 83.33 percent respondents agreed
and 16-66 percent strongly agreed to the vieew that lack o-f demand
o-f jute good and grov*4ing coinpetition in the international market
are mainly responsible -lor proper working capital management in

the selected jute mills and in the jute industry of B£<ngladesh.

None of the respondent disagreed to tht? above view. Mr. Khan,
Controller o-f Accounts of BJhIC mentioned to tbe researcher in
course of an intervitsw that fall in the? dcemand and price of jute
goods in the international market and the increasing cost of

production were? among other things responsible for repleini shme?nt

of their working capital deficiency.

The findings show that the? selected jute mills and all
the mills under the Bangladesh Jute Mills Corporation have been
suffering from actue working capital problem due to lack of

demand and growing competition of jute goods in the international

mar ket.
Table 5-23 Distribution of HFAespondents on the
following modern technigues cjf
IriVentorsy Managenent .
Opinion of re-spondents Freguency Percentage?
1. Minimum level 4 19.08
2. Maximum level 2 9-52
3. Re-orde?r level 5 2'13.80
4. Economic orderquantity 1 4.'76
5- Perpectual inve?ntorysystem 2 9.52
6. ABC analysis 3 14.28
7. Inventory Audit 14.28
8. Standardisation and variety 1 4-76
9. Others

Total 21 100.00
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On the question of following modern techniques of inventory
management in the selected jute mills, 19.08 respondents
mentioned that they follow minimum level, 9.52? percent follow
maximum level, 23,80 percent follow re--oder level, 4.76 percent

follow economic. order quantity. 9.52 percent follow perpetual

inventory system, 14.28 percent follow AEfC analysis, 14.28
percent follow inventory audit and only 4.76 follow
stanardi sation fsnd variety re?diAction techniques of invtsntory
management.

The findings show that ma.IDrity of the respondents

mentioned, minimum level, re--order level, ABC method and
Inventory audit are followed as techniques of inventory
management.

Te\ble 5.24 Showing the/ distribution of res;pondents
on suggested norms for holding different
groups of inventory for ma;:imum period
<for jute mills)

Me>! i Huoi Raw Material Wor k- in - Fi Hsi hed Stores T
pE?ri od pr octes goods ,-jpares
Loc:al | mpor =
ted
Freq. X Freq. Freq. Freq. 7 Freq. 7
0-10 days - - 6 60.00
10-15 v 20 00 4 -
15- 1 month : 6 -
I - 2 inonths 3 30-00 40.00 4 60 9 90-00
2- 3 4 40- 00 40 1 10.00
3 -4 * .
4 - 5 M
5- 6 1 10-00 7
Over 6

Total 10 100 10 100 10 100 10 100 10 100
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The table shows that majority (40 percent) respondents suggested
to hold raw material inventory (raw jute) for a maximum period of
3 months. Sixty percent respondentssuggested maximum 10 days -for
holding work-in-process inventory, while majority(60 percent) of
the respondents suggested maximum one month -for holding finishc~d
goods inventory. In case of- locally available stores items, 90
percent respcjndents interviewed in the survey suggested a maximum
period of si>: months for Yielding imported stores andspares and

maximum two months period for local stores and spaxres.

Table 5.25 Distribution of respondents on the
question of accounts receivables policy,,

Opinion of respondents Frequency Percentage
1. A-ffirmative 9 75.00
2. Negative 3 25.00
Total 12 100.00

On the? question of accounts receivables policy 75 percent
respondnets replied in the affirmative, while 25 percent of them

rteplied that they had no accounts receivables policy.

The findings show that majority of the respondents
mentioned that they had accounts receivables policy. But
pratically, we found no si.tchi policy truly exist in the selected

jute mills.
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Table 5.26 Distribution of respondents on the
question of appropriate norrns for
collection of receivables on export

sales.

Maximum period f'requency Percentage
0 1 month 60.00
1 2 months 20.00

3 months 20. 00

4 months

5 months

6 months
Total 10

It appears -from the? table that 60 pt-rcent respondnets suggested a
maximum one month should be the period -for <collection of
receivables on export sales, 20 percent respondents suggested
maximum 2 months and the rest 20 percent suggested maximum three
months for the collection of receivables on export sales. It may
be mentioned here that about hundred percent sales of the selected

jute mills are export sales.

The -findings show that a majority of the respondents
suggested ideal norm for collection of re?c.eivables in export

sales for a maximum p£?riod of 1 month.

Table 5.27 Distribution of responderits on the
questiov: of preparation of cash budget.

Ofjinion of Respondents Frequency Percentage

1. Affirmative 8 100.00
2. Negati-'/e

Total 8 100.00
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On the question of preparation of cash budgets cent percent
respondents replied in the affirmative. But they mentioned ttiat
they prepare? cash budget on yearly basis. On the guestions of
monthly casvh budc”et, only 29 percent respondnets replie?d in the

affirmative, while 71 percent replied in the negative.

The findings show that most of the selected public
sector jute mills prepare cash budget on yearly basis, but very
few of them prepare-; it on monthly basis. But monthly cash budge?t

is very important for effective controlling of cash.

38480S

5,4 AN ANALYSIS AND FINDINGING IN COTTtIJN TEXTILE INDUSTRY

Data Collected from primary and secondary sources have

been processed through mannually, using statistical method, such
as, statistical averages, ABC Method,
and through financial ratio analysis. This study is mainly

limited to the time series analysis and cross section analysis of
empirical data, c:ompared with spc'cific inver*tory norms of
Bangladesh Textile Mills Corpioration and the invnetory norms of

the Cotton textile industry prescribed by the? Tandon Study Group

4
of the Reserve Bank of India.

4. Reserve Bank oi India: Report of the study group to fran
guidelines for follow-up Bank Credit, £(ombay, 1975, p20.



Dhaka University Institutional Repository

94

Table 5.28 Percentage of Working Capital to total capital
employed in the selected public sector cotton
te>;tile mills during 1982-83 to .1986-87

Years Monnon(old) Quaderia Satrang Average of

three mills

1982-83 85. 16 90. 58 78.89 84.87
1983-84 85.94 92. 40 80. 19 86. 17
1984--85 88.55 91 .97 85.88 88.80
19S5--86 85. 51 88. 1/ 81. 11 84. 93
1986-87 81 .40 87.21 74.02 80.87
Average 88. 15 89.67 81. 36 85.39
of 5 yrs

Source: Anne>:ure-lV to VI

N.B: 1. Total curr€?nt. assets is considered as working capital
in this study.

2. Total assets has bet?n treated as total capital employeH:!-

The above table shows that average investment in working c.sipital
was as high as 85.39 percent in the? selected public sector cotton
textile mills during the study period. The study also reveals
that there is wide variation from 74,02 to 92.40 percent in the

selected mills.

The findingeH. show that average invE?stment in working
capital was very high compared to standard in all the selected
cotton mills. Thus, the findings show that the? working capital
reguirement by the enterprise is not calculated or determined in

an objective manner.
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Table 5.29 Turnover of Working Capital in the selected
public sector cotton textile mills during
1982-83 to 1986-87
Years iionno (old) Quaderia Satrang Aaverage of

thrcse mills

1982-83 1. 97 .60 1.95 1.84
1983--S4 1.48 .20 2. 14 1.57
1984-85 1.01 .tA 1. 43 1.09
19a5“86 1.11 .37 1. 75 1.41
1986--87 1.46 .29 1.93 1.56
Aver acje 1.40 1.81 1.48
of 5 yrs.

It appears from the above table that the average turnover of

working capital varies frord 1.09 times to 1.84 in the selected

cotton textile mills during the study period- The average
turnover of working capital was 1.40. 1.20 and 1.81 in
tionnon<old), Qusideria and Satrang te>;tiles respectively, while

industry average was 1,48 during the study period. Tht? turnover
of working capital was 2.05 times for both years in 1979-80 and
1980--81 in the 48 Indian Cotton textile mills. Compared to Indian

cotton te>:;ti 1e .mi 11s none of the selected textile mills fulfill

work;ing capital turnover standtird. Tluis the findings show that
there is inefficiency in the proper utilisation of working
capital in the Eielected public se-ctor cotton te>;tile mills in

Bangladesh.
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Fable 5.30 Hercentage of inventory to Gross working
capital in the selected textile mills
during 1982--83 tO 1986-87

Years Monno(old) Quaderia Satrang Average i

three mi
1982--B3 39.94 37.64 41.97 39. 85
1983-84 59.90 47.25 54. 65 53.93
1984-85 63. 62.25 50.81 58.79
1985-86 49. 20 42. 41 39. 40 40.98
1986-87 29.24 37. 11 56. 60 40.98
Average 48.32 45. 33 48. 64 47.44

of five years

Source : Anne>:ure--1V V & VI

W.B; Calculation have been made by us.

A glance at the table 5.30 indicates that the inventories occupy
a major proprotion of the working capital thcit have be?en invested
in the different selected units of BTMC during the period of

study K

Howeve?r , the average percc?ntage of inventories to working capital
of all the mills was 47.44. Thus, we find that in all the <cases
the percentage of inventcirie?>s tcj working capital was very high
and naturally it could be infurred that, because of the high
percentage of investment in inventcjries, a consi der abl € fund has
been blocked up in inventories, which affected the net working

Capital positon of all the mills during pericid under study.
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Table 5.31 Inventory Turnover ratio in the selected
textile mills during 1982-83 to 19£a6--87

Years. Monno(old) Quaderia Seitrang Average Oi-

three mi 115

1982-83 4.39 4.18 4.51 4.36
1983-84 2.21 2.34 3.25 2.60
1984-85 1.15 1.17 2.12 1.48
1985-86 2.32 3.13 4.19 3.21
1986-87 4.31 2.39 2.98 3.42
Average 3.41 2.84 3.25 3.16

of 5 yrs.

Source; AnneMure- 1V V VI

Table 5.31 shows, that the ave?rage invesntory turnover ratio of the
selected units of BTMC had a declining trend from 198:2-83 upto
1984-85, but 1986-87'", the ratio increased, that, could not exceed
the ratio of base year (1982-8:3). A look at the table indicates
that the industry averages of the inventory turnover ratio for
different years are in between 1.48 to 4.36 times and on an
average? it was 3-16 times. The? turnover  of inventor ices of
5:2 Indian Textile mills was, however, 4.4:2 times

t]
5 in the year 1978-79. As compared to this, the? turnover rates

of the selected v..inits  of BTMC for all the years under study

is low. This al 3D reveals that there is over — nve)stme?nt in

inventories in the selected textiles of BTMC during the study

period- In USA, the average turnover of inventories is about
6

seven times. This also expalins about the? abnormal position

with respect to the turnover of inventories, in the selected

texti les of HTMC-

5- A.T.M. Tofazsal Hossain(1984),"Management of working capital
in cotton te”xtile industry of Etangladesh", unpublishtsd Ph.D.
thesis, Iiversity of Kalayarti, F 9'3

h- I1gid-
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Table 5.32 Percentage of Stores S Spares inventory to
aggregate inventory in the selected te>;tile
mi 11s'during 1982-83 to 1986-87
Years Monno(old) Quaderia Satrang Average of

three mills

1982-83 49.44 60. 30 54. 03 54- 59
1983-84 21.55 62. 15 3‘_5-‘_9-70 39. 12
1984-85 63.47 55. 41 26. 16 48. 35
1985-86 54.40 67.83 49. 74 57. 32
1986-87 63,74 47. 34 59. 06 56. 71
Aver age 50.52 58. 60 44. 5i3 51.21
of 5 yrs.
Source : Annexure- 1V, V Vi

N.B: Calculation have been made by us
Table 5.32 reveals that the average percentage of stores spares
to total inv€?ntory via= highest 58.60 in Quaderia Textile and
lowest 44.'.33 in Satrang textiles. The industry average was 51.21
of all the selected textiles during the period under study. The
average percentage of stores « spares was 50.52 in the Monno(old)
texti 1£2 However , there v>as exessive stock of stores and spare”s in
all te selected collcin tet ile mills of BIM@ uncier study. In

cottofi tc-;xtil€? mills more than eightly percent of stores aru;!

spares are imported, compared to twenty percent of jute mills.
F'rDcure;'ment  of stores is mcsre complicated ifi cotton millsi.
Purchase is done through tender, but purchase procedure does not.
conform to five? f"s of sound procurement policy. An industrial
enterprise shuold purchase right guantity, at right guality, at
right time, at the right price and from the right source. On
visist to godown, it was found that items which would be used

V.iith minor repairs hewe beten dumped and new items are pi.irchased.

This represents attempts to leak out working capital.
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Table 5.3"3 Table showing position of stores spares

inventory on ABC Cateqoriwise with their

Annual Average consumption sto(:::k held on
30.6.1VS6.
laWa in la#h
Category hlonno(old) te?;;tile Gluaderia textile Batrang textile
of Items Annaul Stock A Annaul EStock "i Annual Stock 7
coiislA- he 1d consli~ Held i;jonsus held
iififtion mptiori gfjftion
A 26,. 03 65.16 1IS. 45 62.60 6S. 33 70.00
B 8.71 21.30 7.69 26.10 19.52 20.00
C 5.2113.04 3.33 11,,30 9.76 10.00
Total 13,79 39,,95 100% 28.60 29.47 100 23,53 97.61 100X
From the Table 5.33,, it appears that in Monno(old) textile held 39,95 lakh out of the total Tk.97.61
spares inventory, A Category covers an amount of Tk, 68.33 lakh which consi titutes 707, of the total Category

covers an amount of Tk.

lakh

percentages

textile

percentages were 65.16,,

constituting

of A,

mills A

19.52

107. c<f

B 77 C categories

B C categories of stock held on 30th June,

the toal

21.80 and 13,04

value of the stock held on 30th June,

lakh constituting 20%

respectively.

of the tcrbal

items of stores held were 62,60,

1986 were Tk.

stock held and C Category covers an amount
19;-36. While

26.10 and 11,30

26.03,,

lakh taka respectively,,

S. 71 and
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Table 5.34 Table showing the monthly average consumption oi
BtoreEr. spE£Ares of all categories, stock held
standard stock & excess stock held of all the

BEIENCted t€7?7>;tiles as on 30th June, 1986.

Taka in lakh

Description Monno(old) Quaderi a Satr anq Total o-f
ABC items. excess

stoc. k
Anni.ial 28. 60 13. 97

consumpti on

MonthiY 1.96 2. 38 1.16
consumpti on

Stock held 97. 61 29. 47 39. 95
Standard stock 588 ?. 14 3, 48
E>:cess stoct; 91. 73 36. 47

Total Tk.150.53

Table 5.34 protrays that annual consumption, average monthly
consumption, total stock of stores held on 30th June, 1986, the
est.iijiated standard stock as per the ETMC guidelines <3 months
averavge consumpition) arid the estimated excess stock held on 30t.h
June, 1986 by all the selected textile mills of BTMC. Form the
table below it appears that there was huge e>;cess stock on 30th
June, 1986 in all the selected te>:;tile mills. The excess” stock
held by Monno(old, Quaderia and Satrang textiles were TKk. 91.73
lakhs, Tk.22.33 lakhs and Tk.36.47 lakhs respectively. By

reducing the e>',cess stock sil1l the selected mills together,

could save Tk. 21.07 lakh as iriterest only on blocked fund , as

calculated fe low;
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1. Monno”old) Textile mills <€ 14X
interest on Tk.91.'73

2. Q=iaderia Te tile 'l 14V

interest on Tk. 22.33

3. Satrang textile @ 14X

interest on Tk.36.47

Total; Tk.

Table 5. 1%

101

faka in lakh

12.84

21.07 lakhs

Percentagc-f of total receivables to working capital

(current assets) in the selected public sectcsr

cotton textile mills during 1982-83

to 1986-87

Years Mcinno iol d) Quaderia Sat. r £<nq Average of
three mills

1982--83 48.34 48,41 23.86 40. 20

1983-84 32.43 35.22 28. 12 31 .92

1984-+m85 36.57 29.72 20. 96 29.08

1985-m86 50.57 43.29 31.04 41 .63

1986--87 70.76 48.29 36. 22 50,03

Average 47.73 40.98 28.04 38.57

DY 5 yrs.

11 iB evident from the table that aver age percentage of

receivables varies =mfrom 29.08 to 50.03 p£?cent
mi 11s. The industr-'/ average d+ all the years is

notable w=mfeature of the table is that percevitage

vary widely from year to year.

ili tlie sc’lected
38.57. Another

in certain mills

In iiDnno<:old) textile-? the average
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percentge of recei Mtaies to working capitai varie?=, foriTi 29.72 in

1984-85 to 70.76 in 1986-87.

The findingsH. show that high pcsrcentage of fund is
blocked in receivables in the selected mills during the study
p€?riod. The findings, r.uggest that an innovative norm or model is
an urgc-;nt need -for e-f-ficient management o+ receivables in public
sector cotton textile industry.

Table 5.36 Percentage o-f Accounts Receivables (Trade de”btors)

to workifig capi tal (currt-r-nt assets) in the sele?cte?d
public sector cotton textile mills during 1982-83

to 1986-87.
Years iionno (ol d) Quaderi a Satrang Average of
three mills
1982-83 23.08 4.05 4. 46 10.53
1983-84 14.28 3. 13 8-31 7.57
1984-85 25. 13 2.57 7.32 11.67
1985-86 23.87 3.95 14.57 14.13
1986.87 36.80 12.21 16.52 21 .84
Aver'age 24.63 5. 18 10.52 13. 14

of 5 yrs.

The? above table depicts the percenage of trade debtors to worting
capi tal in the selected mills dur'iftg 1982-83 to 1986-87. It
appears form the table that average percenta”™ge of trade debtors
to working captial varies from 7.57 to 21.89 percent in the
selected mills during the period of study. The industry average?
oi all tTie years is 13.14. The average pe~rcentage of trade
debtors to working capital was found very high as 36.80 in 1986-
87 in iienno Textiles, wfiile the same wfis lc:<west. in the Quaderia

textiles mills (S.18).
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Table 5.37 Percentaqe of Cash to Working Capi tcil <current.
asBets) in tlie selected futblic sector cotton
textile mills during 1982-83 to 1986-87.
Years iionno<ol d) Quader ia Satrang Average of

three mills

1982-83 11.11 14.11 34. 11 19. 97
1983-84 7-50 17.61 17.00 14. 03
1984-85 0.19 7. 96 28. 21 12.12
1985-86 0. 09 14 .14 29 -55 14 .59
1986-87 0. 02 14_ 52 6.60 7,04

Aver ag€? 3.78 13,,78 23. 09 11.35

of 5 yrs-

The above table reveals the percent.agt? of to total working
capital in the se?l€scted mi 11s during 1982..B3 tci 1986.87. It

appears from the table that average percentage of cash to working
capital varies -frcjni 7.04 to 19.97 percent in the selected ccvttcin
mills. The percentage was found very low inMonno<old) and

relatively vc?ry ”migh in Satrang te>itiles.

The finciings shC'W that, ncjne of the selected units under
BTMC maintains an v.tnifcjrm cash balance. Absence of an innovative
norm or model is responsible for inefficient management of cash

in the selected public sector ccittcjn textile mills..
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fable 5.38 Percenta<3e of riet cash flows to current
liabilities in the 5£?lec:ted ptaiilic sector
cotton textile ifiille during 1982-93 to
1986-87
Years Mont'io (ol d) Quaderi a Satr anq Average of

three milils

1982-83 20. 78 91.28) (19.57) (0.02)
1983-84 22. 77 1. 59 (61.35) (12.33)
1984-85 8.17 (3.18) (49.68) (14,22)
1985-86 1.96 (15,.57) <53.06) (22.22)
1986-87 21.51 (15.57) (82.90) (25.65)
Av€?r age 15.03 (7.12) (53.31) (14.88)

of 5 yrs.

The above table reveals the percentage o+ net. cash-flows to
currer'ft liabilities in the selected cotton te>;t.ile mills during

1982-83 to 1986-87. The average percentage of cash flow of all
the years was (14.88). The average percentage of net cash flows
to current liabilities was 15.03, <7.12) and (53.31) in

lionno<old), Quaderia and Satrang te>;tile mills respijctively.

The findings show that except Monno(old) the majority
of the selected mills have been suffering from shortage of net
cashflows and thus the solvency of cotton textiles mills is at
stake, while actual solvency of the selected mills is mainly

based on percentage of net cashflow to current 1iabi 1ite?is.
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Table 5.39 Cost Hreat::down rat.ios (i,e, cost on percentage of sales) in the
Be lected pliblic sector collori tex=tile (spinnirlg) mill s duririg
1932-83 to 1986-87
Monnon(old) Quaderia Satrang
Years e o e . .
y. X m m v y. # 1 7 X /n 4 7 Y,
Mat Lab, Over liead Admn. Selling Mat, Lab. Overhead Adfiin. Selling Mat. Lab. Over- Admn. £Beg ]ing
cost cost cost expn, ex pn cost cost cost ex pn . expn . cost cost head e;-:pn. expn.
cost

19e2--83 63. 82 i3,:57 :10. 03 3. 19 74. J4 11,16 11.16 3, 96 64,00 12.21 20. 64 4.83
1983-84 62. 67 16. 79 10. 73 3. 6 67. 58 11,07 24 .26 5, 02 75. 73 14. =9 11 ,64 17.57
1984-85 74. 42 19, 9 11.72 4. 2f3 71,10 18. 22 12, 63 19.01 62. 14 i6.a; 11,09 18,34
1985-86 55.91 28.05 10,31 7. 82 - 51,03 20,25 12.71 14. 99 52. 38 28.87 9,75 17.68
1986-87 44,37 27. 34 il.63 6. 09 - 46. 96 25. 83 15. 14 16. 78 50. 78 24. 41 13,67 14.64
Average 60. 23 21 .10 10. iiBS 4. 94 62. 16 17. 30 15.18 11 .95 61,00 17. 18 13, 35 14,61
of 5 yrB,
The above table of cost breakdown ratio analysis each element of cost in perc£-?ntage in relation to sales, taking sales
in the selected cotton teKtile mills during 19c32--S3 to 19S6--S7,, The average percentage of material,, labour production &
administrative expenses was 60.23, 21.18,, 10.38 and 4.94 in the selected Monno(old) textile (ftills during the study

period.
61.00,

percentage of material, labour, production

The percentage of

and admini strati ve expenses was 61,

material, labour, production

11..1S,13.35 and 14.63 in

18,33,

the selected Quaderia and Satrang

13,, 13 and 10.50

and administrative expenses was 62. 16,17.30,,

textiles

respecitvely,

The findirigs sl'iow that cost of sales of all the selected mills-is abi'formal 1y high whi.cl'i leaves negative fnargin
in seel ected cotton tex, mills,. The findings give answer our earlier hypothesis (chapter-1 ) the lack of cost control
over expenditure aggravate the working capital management problem in the selected cotton textile mills in particular,,
arit:l p.tfio 1i enterpr'i se in general.

respectively,,
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5.5. QUtZSTIONWAIRE ANALYSIS AND FINDINGS:

The foiiowino analyBis and findings have been presented

on the basis of questionnaire schedule IV as shown in

annexure -X,V.

The answer of respondents of thE? selected public sector
cotton textile mills of Tongi Zone and Bangladesh Textile mills
Corporation are arialysed in the following tables. In ail si>;teer)
executives were interviewed v,jiho were directly related to working

capi tal manageoient.

The findings of tht? study on the? basis of primary data

are bnalyseid e low:

Table 5.40 Distribution of respondents according

to age
Age groups Frequency Percentage
1. 30 - 40 yrs- 4 25.00
2. 40 - 50 yrs. 9 56.25
3. 50 m 60 yrs. 3 18.75
4. OvEfr 60 yrs.
Total 16 100.00

It appi€?ars from the? table- out of 16 £>€:'Cutives in the pi.tblic
sector cotton mills 9 belonged to 40--50 years age group, 4
belonged to 30.40 years and 3 were in the age group of 50 to

60 years.

The -f-indivigs show that 56.25 percent belonged to 40.50
age and only 25 piercent were in the? age group of 30-40 years. So,
majority of executives were in the? age group between 40 to 50

vears.
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Tsble 5.41 Bhowing distribvAtion of respondents on the
poormcsshflow gbneration.

Opinion of respondents Frequency F-'ercent age

1. Agree 8 50-00

2. Strongly agree % 18.75

3. Disagree 4 25-00

4- Strongly disagrche -

5. Undecided 1 6.25

total 16 100.00

On the giieBtion of poor cash -flow generatiovi in the selected

ini11ls ,50 percent respondents agreed and 18.75 strcsngly agreed
that the «u 11s had bee>n suffering froifi poor cashflow gcnieration.
But 25 percent respondents disagreed and 6,25 were undecided to

the atove view.

The findings show that majority respondents mE£?ntioned
that poc'jr working capital position was due to pcsor cash flow

generation of thie s€?lect.erd cotton niills during study ptsriod.

Table 5.42 Di s-tribution of resfjCjndents on the inadeqi.\ate®
cost accounting and cost control system.

Opinion of respondt™nts Fregiiency Percentage
1. Agree 6 37.50

2. Strongly agree 6 37. 50

3. Disagree 4 25.00

4. Strongly disaqree :

5. Undecided - -

Total 16 100.00
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On the question o-f lack o-f ade?quate cob5t accounting and cost
control systefii, 37.50 percent respondents agreed and 37,50
percent strognly agreed that, lack of adquate cost accounting and
cost control sy5t€?m were r€?sponsibie for poor working capital
inanageiTient in the selected pvAblic sector cotton textile idi 11s

during study pc?riod. But 25 percent disagred to the vit?w. The

mfindings reveal that 75 percent res,pondents confirmed our
hypothesis, that there is. inadequate cost accounting and cost
control sys,ted, ir. ti'leselec.ted nills resi..,;11iriq poor working

capital managei'ment,
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Table 5,.43 Distribution of respondents on suqqgested norms for holding
diff erent groups cjf inveritory for niaMi mum period.

Max i mum RNawv Mater i al Wor t;—i n=farocess Firnsihed goods Stores spares
pfexi od lnventor'V

(Imported)

Fr equenc-y Percentage Frequency Percentage Frequency Percentage Fr'equericy Percen'tags
O0- 15 days Eil 85.. 71
0O — 1 morrtli 2 20. 00 1 14. 29 8 89, 00 4 33. 33
1 - 2 (nonths 2 20,. 00 16. 67
2 - 3 moriths 6 60,00 1 11,00 6 50, 00
3 “ 4 months
4 - 5 months
5 - 6 months
Over 6 montlis
Total 10 100,, 00 7 100,. 08 9 100m00 12 100.00
It appears -from the table that 60 percent respondents suggested maximum three months -for holding raw material
inventory in the selected cotton mills., 20 percent suggested for one month and other 20 percent suggested maximum period

«

of 2 months for holding the same.,

85,. 71 perceirt respondnets suggested a maximum of 15 days should be the appropriate norm for holding work in-
process iiiventory and the rest 14,29 percent suggested maximum 1 month™ In case of finished goods, about SO percent

respofidents suggestecd one monthi for holding tfie same in the selected cotton (nills.. A maximum 3 months was suggested for

stores atid spares.

The findings show that the majority of respondnets suggested a maximum period of 3 monthsfor holding raw
material inventory,, a maxi(numperiod of 15 days for work-in-process, a maximuifi one month for -finishedgoods and me>; i mum
3 months for holdiiig sotres and spares inventory in the selected cotton textile enterprises under BTMC,, In reply to
question for holding imported stors and spares,na.jority of respondents suggested a maximum per:i.od of si.x months should

be the appropriate nornis for' Itolding imported stores and spares iriventory.
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Table 5.44 Distribution reispondents. on the centralised
buying raw cotton, a-ffe~cting working capital.

Opinion of respondents Frequency F'ercentage
1. Affirmative 10 83.
2. Megative 2 16.66
Total - 12 100.00

In a reply to a question, whether the centralised buying of raw
cotton by BTMC complicate the working capital probleni of
enterprises, 83. 33 percent respondents repjlied in thv3 affirmative
and only 16-66 percent respondents replied in the negative. In

support of their view they mentioned that BTMC imports the raw

cotton centrally and allot to every mill on quota basis, whe?ther
they require it or not. The whole lot of quota o-f each
ente~rprises had to be li-fted at atime, which blocks trie worthing
capital of indi--/Zidual mill. The above -view was disagreed by top
o-f'-ficials o-f BTMC. Corporation o-f-fic:ials mentioned tf'iat
enterprise managesiient is incompetent, in understariding ecoriomic
and di se?coriomics of raw co-t.t.ori procuremerrt. TTie eriterprise
management were critical about the procurement b'y the
Corporation. They want procurement power to be decentralised,
which in the opinion of Corporation's top management is not
possible, becausc? Corporation cannot purchase cotton ovi casl'i or
credit. They are to depend on aid and loans ar-id also on barter
agreement, particularly with socialistic countries. This work
which ik suitable to be handled cerrtrall and witti cons-tant co--

operation wi'th di-f fererrt. r€?le-'/ant mini citries.
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Table 5.45 Distribution of respondents on the question of
low purchasing power by poorer custo(rie>rs and d€?marid
mfor foreign goods by richer custc™ners complicate
finished goods in~ventory system.

Opini on ofmresponderits Frequenc'-/ Percent age
1. Affirmatl've 8 66.67
2. Negative 4 33,. 33
Total 12 loo.o00

On the above question, 66»-67 percent respcsndejnts replied in the

affirmative, and only Z'S.Z'S respondents replied in the negative.

The findings show that majority of respjondents
mentioned that low purchasing power of the poorer section and
clamour for foreign clothes by the richer sectir®jn of customers, a
huge stock: of finished goods accumulated in cotton textile
enterpri ses.. in suppc<rt of their view, et.hey mentioned that a huge
quantity of Indian cotton goods came? to Bangladesh through
smuggling. The richer se-?ction of customers are ver-y much fond of
indian clothes and speciaily ladies sarees. They also mentioned
that a siiceable protion Cf poorer sectiori bu-y also Indian
clothes, as the inferior gqiiality of 'those clotlies are cheaper

thari Bangladesiii clofhes.
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fatale 5.4v'b Distribut.ion of respondesrits on the question o+
preparation yearly and monthly cash budget.

Opinion of Ve?arly Monthly Percenitage Percentage
Respondents Yearly Monthly
1, Affirmative 6 2 75.00 25.00
2. Negative 2 h 25.00 75.00
Total 8 a 100.00 100.00

On th£? question of prevparation of yearly cash budget 75 percent
respondent replied in the affirmative and the 25 percent replied
in the ne?gative. On the? question of monthly cash bi.dget, only 25
percent respondents replied in the® affirmative, while 75 percent
of them replied that they did not prepare any cash budget on

month 1y bsisi s.

The findings stiCiw thiat a majorit.y on the sele?ct,€?d
cotton mills prepare cash budget cn yearly basis, for submission
tcj Corporation ar'id Ministry of Finance. A good management, is one
which prepare monti'ily rather weekly cash budget. which enables
them, when to take loan and for which period and to ensure
surplus cast") if arvy to be kept, in STD Accot.tnt. whicli yields some
gain. The examination of records has shown that monthly cash
budget is not prepared and the necessity of weekly cash budget is

not felt at all.
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5.6 SUMrIARV.

lha analysis and -findings of the study reve?aled many things about
the inefficiency o-f working capital management in the selected

public enterprises of jute and cotton textile industry and have

answered many previous questions. The findings revealed that
there is inef ficif-jncy in managing working capitai prop£?rly in
gefieral isnd more parllcularly, the ineifciency in inventory,
receivables and cash management are affecting the proper
managemef'it. of workifig capitcV.l in the selected public enterprises,,

the? firidirigs from time series and cross sectional data arialysis

reveal that there is heavy iiivestment of fund in inventory and
recE£?ivables compone?nt. of'work:ing capital, but the investment in
cash is very low in public sector jute mills, but cash was found

excess in cotton te>itile mills compared to our suggested model.

The findirigs suggest that a innovative working capital
ifianagement model/norm irfi an urget necessity for proper workring
capital management, in pi.sblic enterprises in Bangladesh and the
development of such model/norm is the prive objective of this

researcii stiidy.
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CHAPTER - SIX

A COMPARISON OF WORKING CAPITAL MANAGEMENT POSITION BETWEEN
PUBLIC AND PRIVATE SECTOR JUTE AND COTTON TEXTIL.E MILLS,.

6.1 | fttroduc: ti ori

the object of this cliapter is to present a coniprative
picture of the state of working capital manageivient between the
selected public vs private sector jute and cotton textile mills.
Since the sample of the present study was taken in such a way
that three public sector ji.\te mills of di-ffeM-ent sizes c:an be

compared with the three private sector jute mills of similar

sizes and the three public sector cotton (spirining) mills with
the three cotton mills of similar type in the private sector,. In
the national context, such a comparison betwee™n public and
private sector, especially on the vital issue of working capital
management a-fter disinvesting 27 cotton and 33 jute mills -from
public to private sector after 1982 has not been made and this
chapter provides an interesting perspective. It will enable us to

have better insights as ihgw working capital manage?ment position
of pt.Ablic sector compares witti private sector in terms  of
efficiency and particularly to liquidity, solvency and

profitability cjf tdtdiriess.
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Six main sections comprise this chapter- The source of
the coiTipar £itive data is coveered in st-r'Ction cn 6-2, whilst

comparative analysis and findings of the selectt?d jute fidlls and

cotton tE?>1til6? mills are presented in se~ction 6-3

and 6.4 respectively on the basis ot time steries data. On the
X

basis of cross sectional data X analysis and test are done on

section 6.5, inventory, receivable?s and cash management

respectively. Finally a sv.tmmary is given in section 6.6,

6.2 The data Source and Analysis.

The data for comparative purposes were collected from
the audited Annual resports of the? selecttjd companies. These-? data
are presented as. ,an aggregate balance sheet, pro-fit loss
account and sources and uses of fundkE. -for all samfjle companies.
Therefore, it should be kept in mind that the data permit an

aggregate comparison only.

lhe latest available data -from the selected mills are
ofor J.9S2--S3 to 1986--a7. There-S-ore, the comparsion is made -for the

period 1983 to 1987.

6.3 Comparative Analysis of working capital position and
findings between the selected public and private sector
jute mills.
table 6.1 depicts that the average percentage of gross

working capital to total capital employed is alarmingly as high

as 87.79 and 85.03 of the selected public and private jute mi lle

respectively during 19i32--3'3 to 19Q6-87. The average percentage of
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working capital to total capital einployed was highest in small

public jute mills >;88.20), while, the same? lowe?st Sl. 59 in small

jute mills of private sector. The above analysis throws
su-f-ficient light to the fact that compared to total capital
employed, there has been a highe?r percentage of investmefit in
working capital in both tht? selc-jcted public and private sector

jute mills during 19S2-83 to 1986-87.

Teible 6.2 sfiows t”ie comp-arative turnover of worTjing
capital in the selected public and private sector jute mills
during 1982.83 to 19B6-87. It appears from the Table 6.2 that the
aVerage iriveittory turrover ratis3s was 1.82 irn selected p klic
sector jtite mills compared to 2.25 in tlie private sector jute
during the period under st.Lidy, Normally the inventory ratio
should be 4.29 as per the Tandon Committee Report of the Reserve

1

Bank of India. Howfsver , all th jute mills both in public and

private sector co,..tld not satisfy this norm.

raffle 6.3  higlilidlits t e conpai-ative f2i'cefllage of
iriventory position to current assets in the selected public and
private jute mills, during 1982.83 to 1986-87, It is -found frcim

the table 6.3 that ti';e average percentage of invervtory to total

current assets in tlse selected pi.iblic;: arc! private sector jvtte
mills was 65.95 and 65.53 respectively. So, there is little
variatiori between fjv;blic and private? jute mills with re?gard to
average percentage of inventory to total current assets.

1. A.C. Saha(1982), A study of some problem of working capital
management irt the? jute mills of Dhaka Zone, Bangladesh, i.ur-
published Ph»D thesis, University of Baroda, p 176.
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Table 6.4 depicts the  coiTipiarative percentage of total
receivables to working capital in tht? B€?leK:ited public and private
sector jute mills during 1982--83 to 1986-87,, It appears from the

table that average perceritage of recceivabled to workirig capllal
in the selG”~cted public and private jute mills were? 30.90 and

28-92 respecti ve?ly duririg the study period,,

Although the average percevitaage of receivables to working
capitalwas 2 percent higher in public sector compared to private
sector jute millsduring the study period, but there is no
Bi gni-ficant di fference between them so -far the percentage of
receivables to working capital is concerned. However, it is clear
from the analysis that a sii;eable ainourit of efi.uids are locked up
in receivables in the selected pjublic and private sector jute

mills during 1983-87-

Table 6-5 shows the comparative percentage of Trade
debtors to workingcapital in the selected public and private
jute mills during 1982-83 to 1986.87, The average percentage of
trade debtors was found 14.63 in the selected public sector jute

mills, while the same was found only 9,,67 percent in the private

sector jute mills -for the study period. It seems private jute
mills are very prompt in collecting bills from customers compared
to public sectcir jute mills. But individually the average

erceritage of receivablew adr tiigiher 16.60 irrbig private jiite
mills compared to only 11.92 of the same in public sector during

the study period.



Dhaka University Institutional Repository 118

I'abie 6.6 highlights the comparative percentage of cash
position to total current assets in the s¥lected public and
private sector jute mills during 1982-83 to 1986.87.Cash is vital

comptonent of working capi tal .Guthirian sugg£?sted that percentage of

cash to V'jorking capital shows the 6?fficiency of cash management

as a determinant to working capital management.

Table 6.6 reveals that the average percentage of cash
to working capital were 2..02 and 2»69 in the public and ©private

sector jute mills respectively during 1982-83 to 1986-87.

Some authorities think that the cash in a well financed company

should not bt 1£7ss than 5 to 10 percent o-f

mworking capital- Experience shows that strong companies always
have cash sufficient, to cover all current indebtedness,, Coampared
to that cash was very much low in both the public and private

sector jute mills under study.

2. Ibid. 5. A.C. Saha. Ibid p 186 6. Ibid, p 187

3. A.C. Saha, Ibid p 187.
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Table 6. 1 Comparative percentage of worij;ing capital
(i.e. current assets) to total capllal employed
(operating assets) in the public and private
sector jute mills during 1982-83 to 1986-87.
PIIBL. IC SECTOR JUTE MILLS
Years
LBJIM KIM NBJIM Average of
(big mill) (mediimmi 11) (smal 1l inil1ll) three mills
1982 .83 86. 37 85.33 79. 36 83.. 69
1993-84 81 .25 88. 79 85. 06 85. 03
1984-85 87,12 90. 70 91 .08 89,63
1985-86 92!. 45 88-05 92.53 91.01
1986-87 90. 97 84. 6.i 93.00 89. 5-i
Aveage 87.63 87.50 88. 20 87.79
of yrs-
PRIVATE SECTOR JUTE HILLS
Years
CIJMC Ltd. VJP Ltd. WIM Ltd. Average of
(big mill) (medi \im mi 11) (small mill) three mills
1982-83 84. 44 82.92 67. 56 78. 11
1983-84 91 .81 86.30 79. 14 85.54
1984-85 93. 77 90. 27 83. 83 89,,29
1985.86 ‘91,50 78., 15 87. 11 85.58
1986-87 90. 36 79. 40 90. 10 86.62
Aveage 90.35 83. 29 81.54 85.03
of 5 yrs-
Sources Annexure I, I, 111, VII, VIII IX (Fact Method)

£«al avice sheet infornjation.

CIJMC - Chittagong Jute Mfg. Company Ltd.
VJP - Victory Jute Prodi.\cts Ltd.
NIM - Noapara Jute Mills Ltd.
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6.2 Cofiipar at.ive invent.Dry turnover ratio in the® selected
public: and private jute mills during 1982--83 to 1986-87

F\BL 1C SECTOR WUTE MILLS

/ear s

LBJIH KIM NBJIM Average ot

(gig ffii 11) (medlun mill) ssmall mill) three (liills
1982-83 1.92 2. 70 4. 58 2.89
1983-84 3.22 1.41 1,37 2.00
1984-85 1.41 1,43 0. 54 1.13
1985.86 1.40 1.59 0. b2 1.17
1986-87 1.70 2. 49 1.97 2.06
Aveaqge 1.91 1.82 1. 73 1.82
of 5 yrE.,,

PRIVATE SECTOR JUTE MIIL.LS

Vears

CIJMC Ltd. VJP Ltd NJM L.td. Average of

(big mill) <med i mill) <small mill) three? mills
1982-83 2,55 0.61 2.33 1.83
1983-84 2.09 0.48 1.59 1.38
1984-85 2.49 S, 7/ 2.46 2,77
1985-86 1. 23 4. 29 1.71 2.74
1986-87 2. 40 2.19 2.95 2.51
Aveage 2.35 2.18 T fis 2., 25

of 5 yrs.
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6.3 Comparative percentage '3f inventory to current assets
<i.e. gross working capital) in the- selected public
private sector jute mills during 1982-83 to 1986-87.
PUBI-1C SECTOR <JUTE HIL.L.S

Year s

LBJM KJIM NBvIM Average of

C ig milD) UTiedium mill) (small mi 11) thre™e mi lls
1982-83 67. 12 59. 54 68. 20 64 .95
1983-84 70. 10 57. 95 5,.77 62. 61
1984-85 75. 51 75. 1S 68. 10 72 .93
1985-86 75.63 66. 45 65. 78 69. 29
1986 .87 69. 88 55. 18 55. 82 60. 29
Psveage 71.64 62 .86 63. 53 65.95
of 5 yrs.

PRIVATE SECTOR JUTE MILLS

Years

CIMC Ltd. VIP Ltd. WJIM Ltd. Average of

(big mill) (med i=an mi 11) (small mill) three mills
1982-83 30.97 65.33 67. 61 54_.63
1983-84 70. 49 72. 12 63.61 68. 74
1984-85 73. 44 73.20 63.84 70. 16
1985 .86 75.58 64._ 86 61. 30 67.24
1986-87 68. 33 75.40 49 .05 64. 26
Aveage 63.76 71.16 61 ,,08 65. 00

of 5 yrs.
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6.4 Comparati ve percentage of total reeceivabl € to working
capital <current ass-f-r-ts) of the Ziedec.ted public and
private sector jute mills during 1952.83 to 1986-87.

Yeeir s

1982-83
1983-84
1984-85
1985-86
1986-87

Aveage
o+ 5 yrs.

Years

1982-83
1983-84
1984-85
1985-86
1986-87

Aveage
oi 5 yrs.

PUBLIC SECTOR JUTE MILLS

LBIM KIM Average of
(tig mill) (me;di um mi 11) (smisl 1 mill) threre? mill
31 .61 36. 99 29.30 32.63
30. 31 25. 17 37. 98 31. 15
23.51 23.57 28.50 25. 13
24.09 30. 03 33. 13 29. 08
29. 37 39. 73 40. 54 36.55
27.77 31 .09 33. 89 30. 90

PRIVATE SECTOR JUTE MILLS

CJt-IC Ltd. VJP Ltd. NJM Ltd. Average of
(big mill) (diediumn «iil1l) (small mill) three mills
45.41 40. 41 31 .66 39. 16
16-11 21 .72 34.52 24.11
18.31 19.83 33,71 23. 95
23.34 24. 04 34.80 27. 39
27.48 19. 32 43. 28 30. 02

26. 13 f, 6 28.9:
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Comparative perc.6?nt.ac,t? of accou.nt.B receivable
(trade debtore.) to workinc} capital (total current
assets) ift the selected public and private sector
_}ute mills during 1982-83 to 19¢"6-S7,

PUBL. IC SECTOR JUTE MILLS

Years

lehjm KIM NBJIM Avterage of

(big mill) (me-2diun mi 11) (small mill) threes mills
19S2-83 12, 48 16,83 16,, 25 15.19
1983-84 12. 78 11.48 22.09 15.45
1984--85 9, 77 8,67 1. 48 11.64
1985--86 13. 10 17. 64 17. 25 15.99
1986-87 11.48 14. 94 11. 55 14 .91
Aveage 11. 92 13.91 16. 72 14.63
o-f yr £.

PRIVATE SECTOR JUTE MILLS

Years

CvmC Ltd. VJIP Ltd. WIM Ltd. Average of-

(big mi11) (mecii Ll mi 11) (small ini11) three; mills
1982-83 :50» 70 1001 17. 37 19. 36
1983.84 12.81 7.48 3.74 8.Q01
1984-85 11. 54 8.48 2. 15 7, 39
1985-86 11.07 8. 00 7.91 8. 99
1986-87 16.90 6. 16 11.82 11,62
Aveage 16, 60 8.02 8. 59 9.67

o-f 5 yri
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6.6 Comparative percentage o+ cash to total current assets

(i.e. groskE working capital) in the!' selectE'd public
private seH::tor jute mills during .1982-83 to 19S6--87.
1C SECTOR JUTE MIL.LS

Veai" 5

1.BIM KJIM MBJii Average of

mig flill) <iTiedi um ffii11) (small mill) three mills
19S2-S3 1.25 3.45 2.49 2. 40
1983-84 0, 77 1.18 2.24 1. 40
1984-85 0.66 0. 36 3.00 1.34
1985.86 C)83 52! 1.09 1.81
1986--87 0. 76 5. 09 3.63 3. 16
Aveage 0.85 2. 72 2. 49 2.02
o+ 5 yrs.

PRIVATE SECTOR JUTE HILLS

>Teur

CIJMC Ltd. VJP Ltd NJM Ltd. Average of

(big ifiill) (medi um mi 11 ) (small mill) three mills
1982-83 1.00 4.26 0.72 1.99
1983-84 2.60 0.18 1-04 1.27
1984-85 0. 40 1, 72 2. 44 1.52
1985-86 1.07 7.97 3, 89 4. 31
1986.87 4» 18 1. 27 7,. 66 4. 3/
Aveage 1 3.08 3.,15 2.69

of 5 yr5.
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6«7 Comparative perc.ent.age of Met Crash fiows to cu.rrent
liabi 1itie’. IN the? Belected pubJd. ic and privc?.te
sector jute iTiiils during 1982--83 to 1.9S6--S7.

PUBL. 1C SECTOR JUTE MILLS

Years

LBJIH KJIM MBJIM Average of

<Hbig mill) (medium mill) (small mill) three mills
1982-83 (14.18) 12.02 12.01 3.28
1983-84 <6.32) (1.85) 18. 59 3.47
1984-85 w2 47) (19.71> 13. 66 (2.84)
1985--86 (664) (15,. 99) (6.63) (9.75)
i986-87 1.13 (8.18) (18.25) (8.43)
Aveage-? (5.69) (6.74) 3.87 (2.85)
of 5 yrs.

PRIVATE: SECTOR JUTE MILLS

Years

CIJMC Ltd. VJP Ltd. NJM L..td. Average of

(big mill) (medium mill) (small mill) three mills
1982-83 wl0.41) (32.74) (128.58) (57,. 24)
1983-84 <23.37) (83.59) (63.15) <56.70)
1984-85 (40.72) (44.76) (79.01) (41.34)
1985 .86 (59.02) (53.83) (69.35) <60.96)
1986-87 (5t). 6*1) (51.27) (76,,48) (61.46)
Aveage (38.03) (3..) (83.31) (55.55)
of 5 yrs-,

Table 6,7 reveals the comparative percentage o-f net cash flows to

current liabilities in the selected public and private sector
jute lii 11 s during 19S2-83 to 198iS-c!7, The average perceritaqge
negative net cash flows to current liabilities was <2- 85 > and

/xec' crer . . . . .
in the selected public and private sector jute mills

respectively during the ptsriod of study.
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The position of net cash flows to current liabilities is
very grave in the? selected private jnte mills compared to public
sector. Except Mabarun jute mills in the public sector, all the

selected jute? mills had negative perceritage of net cashflows, bi'.t

Nabarun jute mills had also ne?gativt? percentage of cashflows in
some ycears. Actual liguidity and sc;>lvency of tht? jutt-:® mills is
mainly based on pejrc:entage of fiet cashflows to current
liabilities and coverage of current Iiabilities.4

4. 1bid, p 266



Table 6.

Yrs.

1982-83
1983-84
1984-85
1985-86
1936-87

Averaqe
of 5 vr's

YrB,

1982-33
1983-34
1984-85
1935-36
1986-87

Average
of 5 yrE

Q

7.
Mat.
cast

39. 34
78.92
35. 43
39. 00
39. 58

46 ,,45

7
Mat.
cost

38, 53
51 ,,90
86, 68
33,32
40. 37

50. 26

Source s FACT

N. B,

Comparat.ivg Cost Hrea down Ratios oi
public and private sec.tor

to 1936-87

PUBLIC SECTOR JUTE MILLS

LBJIM
o 7.
Lab,, Over
cost hesid
cost
27.,30 14. 30
30. 98 12. 92
29, 15 11,.27
36. 00 6, 20
39. 66 15. 36
32.73 12,11.
CIJMC LTD.
I 1,
Lab, Over
cost. head
cost
29. 56 19. 45
35..87 25. 27
28. 37 17.18
36.23 24.23
43. 54 25. 27
34. 71 22.28

sl"ieet of tl'ie sel ec::ted

Per centage o-f each

tat;;ii"'iQ sales as

1

coniponerit of

cost

2
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t.IHe
jute millb during 1.982--83

se lgcted

lias been calculated

in relation

KJIM NBJM
7, 7 7 7, 7. K r 7 7
Admn Sel 1 Mat. Lab Over Adm. Sel 1, Mat. Lab, Over
ep. ep. cost cost head exp e-p. cost cost head
cost cost
1.63 2.71 34.22 25,38 15.46 1,80 4.21 37.31 37,16 8. 13
1.55 2, 38 37.72 29.21 11.84 1.69 "% 38.66 36.69 26, 00
1» 15 1. 76 54.93 26. 11 8.91 2.52 1.97 34.42 23. 14 23, 43
2.26 1.76 35.95 32.37 10.57 3.23 . MIT 36.86 32.57 11,24
1.39 1.79 39.35 45.38 14.73 3. 22 .76 38..30 38.75 14,93
1.59 1.37 39.64 31,73 12.31 2.50 3. 10 37.21 34.66 16. 75
PRIVATE SECTOR JUTE MILLS
VTP LTD." . NJM LTD,
7 7 7 h Y A 7 7 7
Admn Sel 1 Mat. Lab Over Adm. Sel 1. Mat. Lab. Over
e p. elp. cost cost head exp exp * cost cost head
cost cost
3.45 0.99 38.61 26.57 28.72 3.18 0,72 35.17 22.32 'j'8,36
0,66 0.al 49.33 31,23 32.44 5.99 0.53 49.51 21.50 27.35
0.31 0,55 77,63 28.78 12.68 3.66 0.62 63.35 17.54 27. 37
4.24 0,72 36.62 35.53 16,30 4.95 0,71 46.37 33.61 37. 77
«7y 1.40 36. 34 46.23 15.97 4.10 0. 96 29.95 20.21 32. 99
Ay, 7 0.8 47.70 33.67 21.22 4.37 0.71 44.87 23.03 32.86
_ Y _ J—
jute mills annexure-111 & VII to IX.

to sales.

7
Aden.
exp

7.04

2.32

1.37

u
Adm.
e p

7.
Sell.

e;:p.

2,03
2.78
1, 74
1.9S
2,31

2.22

M
Bel 1.
exp.

1,,26
1.30
1.3:3
0. 77

1.43
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fable 6-8 revivals that average material cost. was higher in
private se/ctoi' jirte mills compiare®d to pulilic Bector , but tliert?
was no significant, differences in labour cost between public and
private? sector iute mills e>;c€?pting small ffiills. Edit average
overhead cost was found much higher in pi-ivate sector- .jute mills
corrifjar€?d to public sector. Further insights into the average
lowest cost pet- ton of Hessian, Sacking and CBC between public
and private sector jute mills are shown in the table 6.9 and
6.10. Comparative elementwise lowest cost structure of Hessian,
E.ack;ing and CBC is shown in Table 6.11.

Table 6.9 ShovMing the comparative proudctwise average cost.

pcsr ton <in Taka) of hesisian, sacking and CBC

between public (BIJMC) and Private (BJMA) sect.csr
jute mill s duwmirig 1937=88.

hesmaw

Cost Export earnirg Gap (Tk-)
BJIMC 25720 21329 4391 17.1
BvifVA 29209 2178S 7421 25-4
Average 27465 21558 5906
SACKIiJ-iG
BJIMC 16802 13754 3048 18. 1
BJIMA 17097 13126 3971 23. 2

Av«?r age 16950 13440 3510 20. 7
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CcC.B.C
32208 24633 7555 23.5
29320 24630 4690 16.0
30764 7?4641 6122 19.9

Showing the comperative productwise average
of five lowest coBt per ton oi hessian,
sacking, and CBC and five highest export
earnings of- the? safiie betwh?e?n the public
and private sector jute imlls during 19a7--aS.

HESSIAN
Lowest Hi gh€?Bt Gap(Tk.>
Cost Export earning
(A'/. 5 millis) <Av. 5 mills)
BJIMC 23066 21805 D»D
BIMA 24367 23388 979 4, 0
A-veraqe 23717 1121 4.7
SACKING
BJIMC 14772 14623 149 1.0
BIMA 14861 14168 693 4.7
Aver age 14817 14395 2.8
c.B.c;
BJIMC 28199 23253 4946 17.5
B"3VA 27666 24347 2819 10.2
Average 27933 24050 3383 13.9

All figures calculatcd ori sifyile average basie.

Source:

Annual Report of BJIJMC and E(JMA, 1987 88.

1.29
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fable 6-11 Showing the coiTiparative lowest el ementwi se
cosit per ton of heBsi an, sacking and CBC
between public and private sector jute
mills during 1987--8£(-

Hessai n Sac ki ng CBC
BJIMC BIMA BJIMC BJMA BJIMC BIMA

Raw jute 7118 7911 5196 5680 8395 10653
Other

Mat - 701 525 808 562 791 766
Wages 7157 6399 4546 3660 7512 5403
Salary 1442 1601 871 787 1690 1634
Repairs 1378 1404 643 579 1673 1475
f-'ower 1446 1112 631 416 1677 1231
Interest 1063 1415 437 694 1565 1932
Others 1443 1519 698 7.1'6 2223 2346
Totals 21748 21886 13830 13114 25526 25440

Sources Annual Reports of BJMC and BJMA, 1987-88-

Table 6-9 skionE. the productwise per ton av€?raqe c:ost of ji.ste
industry both in public, and private sector jute mills- The

av€?;rage cost of production pE?r ton of hessi an was found to be

much higher in private sector j(.\te mills compared to public
sf?ctor- The average cost of pi-odi.tctioti per ton of hessi ari in
private sector jute mills was found to be Tk- 29209 compared

Tk.25720 in Public Sector jute mills during 1987-88- The average
cost of prodi.'’ction per ton of hessi an was found Tk. 34B9 more in
private sector jute mills compared to public sector,but export

earning from per ton of liessi an was found only Tk,459 more in
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private sector iutts mills cocrjpared to fjublic sector. Table 6.10

shows that the lowc?st average cost per ton of hessi an and sacking

on -five private sector jute mills was higher coinpared to j:;ublic
sector. It was revealed from Table 6.11; that privatt® sector jute
mills showed Tk. 793 more for raw jute cost per ton of hessian
comparfed to public sector jute' mills. Similarly per ton raw jute?

cost for sacking and CBC wits Tk, 434, and Tk.1658 respectively
higher in private sector jute mills comapred to public sector.
Similarly interest cost vjias much higher p6x ton of sacking and
CBC in private sector jute® mills compared to public sector. But,
v-)ages, salary, repairs and power costs per ton of hfi?ssi an,
sacking and CBC were found highen-' in public sector jute mills
compared, to private se<;:tor.

From the above analysis, it may be infurrcsd that private?
s-ector jtite mills generally show higher prices of raw jute cost,
in order to extract undue? concessins from the Governme?nt in terms
of comperisation for loss and also to evade the payment of taxes.
Th€? data also suppjort that private sector jute mills enjoy mere
cheap bank loan compared to public sector. However, it was found
that cost control system is ineffective in public sector jute?
mills and wages, salary, repairs and povier cost per ton of
he?E.si an, sack;irig and CBC were foiind high€?r in public sector jute
mills coi?ipared to private sector,, Howe”ver, it was found that cost
control system is ineffective iis pi.".blic sector jute ndlls and
wages ,salary, repairs and power cost per ton of hessian, sacking
and CBC w?re found highe?r in public sector jute mills compared

to private etor.
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6.4 Comparative analysis of- working capital position and
efindings between the selected public and private sector
cotton (spinning) te>;tile mills.

6.4.1 li'-NnRODUCTIOW
This section of chapter si>; presents an interesting

picti.irt5 between the selected public vs private seritor cotton

spinniriq mills disinvested to private sector -from public sector

(BTMC) aftei’ the new Industrial policy of 19Q2. Table 6,12 to

6-24 highlights the comparative findings of both pjublic and

private sector cotton textile mills during tlie period from 1982--

83 to 1986 37. Attempt has tjeen made tc< -fii'td out whether ttiere is

any differei'ice in efficiency for managing the wortiiiig capjital

between public arid private sector cotton te>!tile mills. It has

been widely accepted that the profitability of a business

entejrpr is€? largely dcspends on the'idanner in wtiich its working
capital is managed. Both e>;cessiveand inadequate working capital
are harmful fcir any business. So, it is desirable that ejver /
enterprise is expected to maintain an optimum level of current
assets -fror nme> i nyfam return on investment. However, the following
analysis and findings will enabjle it to answer our hypothesis is
in Chapter.1l, that there is no difference between the levels of
efficiency in workritig capital management of public and pTivate

sector cotton textile enterprises.
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6.12 CoiTiparative inventory nover ratio in the selected
public: and psrivate siector cotton (spinning) mills during
1982-33 to 1986-87.

PUBLIC SECTOR 1EXTILE IlilLL.S
Years,
Monno <o 1 d) Quaderia Satr ang Average of
thre”re mills

1982-83 4. 38 4.18 1.75 3.44
1983-84 2.21 2.34 1.32 1.96
1984-85 1.14 1.17 3.31 1.87
1985-86 2. 32 3. 13 1.95 2. 47
1986-87 4. 28 2. 96 1.95 2. 83
Aver age 3.74 2.77 1 92 2.51
of B yrs.
PRIVATE SECTOR TEXTILE MILLS

Years

Ashrat Chand Ra:; A-iver age of-

<spi rining) three mills

1982 83 NA 1. 36 3.08 2,22
1983-84 1.57 2. 03 1-31 1,64
1984-85 2.28 1. 73 1.57 1.86
1985-86 1.37 1.08 1. 15 1.66
1986-87 1.41 1. 33 3.73 2.16
Average 1.66 1,51 2-17 1.91
of 5 yrs.
Source : Appendix. | - XII

Table 6-12 depicts the comp=v,ratiwt? tunrover of working capital in
the selected public and private sector cotton textile mills
during 1902=83 to 1986-87. It appears from the table that average
inventory turnove”r ratio was 2-51 times, in public sector compared
to 1.91 in the private sector mills. The® average inventory
tunover ratio of individual selected units during five years was

mfound 3.74, 2.77 and 1.92 in the Monno(old), Quaderia and Batrang
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t.e>;ti.leB respectively in public. ?7?,ector, while the same was found
1.66, 1.57 and 1.91 in Ashr af , Charid arid Ras textiles
respecitvely in the private? sector. The average inventory

turnover ratio was 4.42 in 1978--79 in the 48 Indian cotton
5
textile? mills. However, the picture in both public arid private

sector cotton textile mills du.ring the study period was very low

compared to Indian industry staridard.

A.T.Tofaz2al Hossairs<1984) Mariagement of wch"kirig capita
in cottori textile industry of Barigladesh, Uripublished
Ph.D. 'fhBsis, Uriivei-sity of Hallayarii, Baruda, p 63.
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6.13 ComparatiVB percentage of inventory to total current
aBS-ets. in the selected public and private sector cotton
te>;tile mills durind 19S52-83 to 1986-87,,

PUBLIC SECTOR TEXTII..E MI!LLS

Yecirs
Monno(old) Quaderia Satrang Average of
three mill!
1982-83 39-94 37.64 41.97 39.85
1983-84 59.90 47.25 54.65 53.93
1984-85 63. 32 62. 55 50.81 58. 79
1985-86 49.20 42.41 39. 40 43.67
1986-87 29. 24 37. 11 56.60 40.98
Aver age 48, 32 45. 33 48.64 47 .44
of 5 yrs.
PRIVATE SECTOR TEXTILE MILLS
Years
Ashraf Chand Raz Average of
<spi nni ng) three mills
19B2--S3 80.55 48. 74 67. 58 65.62
1983-84  87.82 49, 76 74.99 71.85
1984-Q5 62. 13 51 .69 73. 72 64. 18
1985-86 70.91 59.21 84, 80 71.64
1986-87 59. 21 55.62 58. 70 57.84
Aver age 71,96 53. 00 73. 55 66-22
of 5 yrB-
SourcB i  Annexui-e VIl to XII, which are prepared from publifihed
Annual accounts and reports?- of the? selentted cotton
Aills,

Table 6,13 reveals that average percentage of inventory to total
current assets was 47..44 in the selected units of- public sector
cotton mills compared to 66,22 percent in the selected private
sector cotton mills for the period under stt.'.dy. This indicates
that accumulation of inventory was more in the private mills

compared to that in the public sector cotton mills,. Such
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percentage in the 48 Indian cotton textile iitills for the years
1979-80 and 1980--81 were 40.68 and 37,74 respectively. Compared
to these percentageE?,, alrciost all the selected units both in

public and fjrivate sector cotton textiles mills held fliucti hiigher

percceritages of iriventcii'y tcH tcntal ciArrent assets.

6.14. tr-omparative percentage of total receovables to
working capital (ct.irrent ass€?ts> in the selected
public and private sector cotton txtile inills
during 1982-83 to 1986.87.

PUBLIC SECTOR TEXTILE HII.LS

Monno(old) Quaderia Satrang Average of
three mills

1982-83 48.34 48.41 23. 86 40. 20
1983-84 32. 43 3522 28. 12 31.92
1984-85 36.57 29. 72 20.96 29.08
1985-86 50.57 43.29 31.04 41.63
1986-87 70. 76 48.29 36,22 50. 03
Aver age 47. 73 40. 98 28-04 38.57
of 5 yi-s,,

PRIVATE SECTOR TEXTILE MILLS

VAV
Ashraf Chand Ra2 AvE'rage of
(spinning) three mills

1982.83 20. 52 44.23 30.83 31.86
1983-84 16. 06 37. 93 3.21 19.06
1984-85 12. 75 29. 48 12,01 18.08
1985-86 19. 44 22.28 13. 65 18.45
1986-87 37. 35 27.41 40,. 35 35.08
Piver age 21,22 28. 26 2001 24,50

of 5 -yrs.

6. A,T,,H. Tafa2zal Hossain, Ibid, p93.
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Table 6.14 Poftrays to comparative percentage of total
receivables to working capital in the selected public and private

cotton mills during 1982-S3 to 19S6-S7. Receivables represervt an

important component in the structure ot working capital of the
selectedcotton textile mills. It is evident frcjm the table that
average percentage of receivables to worl::irig capital varicjs-from

29.08 to 50.03 percent in the selected pv.iblic sector cotton mills

compared to only 18.08 to 35.08 pes' ce?nt in the selected private

sectcsr cotton mills for ti'ie period under stuidy. I'iie  industry
average of all the years are 38.57 and 24.50 percent in the
selecte?d public and private sector cotton mills respectively.
This indicates that rect?ivables fiiartagefilent is more et-fic:.ient in

pirivate cotton textile mills compared to the selected public
sector cotton mills.
6.15 Comparative? percentcige ot Accounts receivables

(trade debtors)to working capi tal (cv.irrent assets)

in the se:?lected public and private sector cotton
textile mills during 1982.83 to 1986--87.

PUBLIC SECrOR TEXTILE MIU..S

Ye-ar s
Monno iol ci) Quaderia Satr ang Average of
three mills

1982-83 23. 08 4. 05 4. 46 10.58
1983-84 14. 28 3. 13 8.31 7.57
1984-85 25. 13 2.57 7, 32 11.67
1985-86 23. 87 3.95 14. 37 14.1
1986"87 36. 80 12.21 16.52 21 .84

Aver age 21 .63 5. 18 10. 52 13. 14

of 5 yrs.
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PRIVATE SECTOR TEXTILE MILLS

| S
Ashraf Chand Ras Average of
(spi nni ng) three mills

1982-83 5,. 51 28. 31 0 20 11,27
1983-84 4. 01 19.18 0.30 7. 23
1984--85 1,93 11.02 3. 99 5.64
1985-86 3. Kl 7.48 2.89 4.49
1986-87 3. 06 9-97 4. 70 5.75
Average 3.52 15. 09 2.41 6.99

of 5 yrs-

Table 6-15 depicts the comparj.vtive percentage of trade debtors or
accounts re?ceivables to total workifig capital in the sele?ct£?d
public, and private sector cotton textile mills during 19S2--8:3 tG
1986--87.The industry average of all the years are 1'3.14 and 6-99
percent in the selected public and private sector cotton mills
respectively. The findings reveal that accciunts. receivables
(trade debtors) management is more efficient in private sector
compared to the selected public sector cotton mills during the

stv.tdy period.



139

Dhaka University Institutional Repository

6.1,6 Compaf-at.ive perc.entage of cash to 'working capital
<curre?nt aE.£f?ts) in the selected public and pjrivate
sector cutton textile mills during 1982-f33 to 8/S~87,

PUBLIC SECTOR TEXTILE MILLS
Years
Monno(old) Quaderia Satr arig Average of
three mills

1982.83 11.11 14. 71 34. 11 19.97
1983-84 7. 50 17.61 17,,00 14, 33
1984-85 0. 19 7.96 28. 21 12.12
1985-86 0. 09 14 . 14 29,55 14.59
1986-B7 0.02 14. 52 6.60 7.04
Aver age 3.78 13. 78 23.09 11.35
o+ 5 yrs.
PRIVATE SECTOR TEXTILE MILLS
Years
Ashraf tshand Raz Average of
(spinning) three mills
1982-83 0,50 7. 02 1. 56 3.02
1983-84 0.10 12. 30 18.78 10.39
1984 .85 0,13 18.82 9.26 9. 40
1985-S6 1.78 18.49 1.53 7.26
1986-87 0,01 16.92 0.93 5. 95
Average 0.84 14.71 6.41 7, 20
of yrs.

Table 6.16 reveals the comparative percentage of cash to total
current assents on working capital in the selected public and
private sector cotton textile mills during 1982.83 to 1986-87. It
appears from the table tht average percentage of cash to working
r;apital varies from 7.24 to 19.97 percent in the selected public
sector rot tori mills compared to 3.02 to 10.39 percent in the
selected private sector cotton mills for the period under study.
The industry average of all the years are 11.35 avid 7.20 percent
in the selected public and private sector cotton mills

respectively.
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6, 17 CoiTiprative percei'ihage of cashflows to current
liabilities in the sel £2cted public and psrivate
sector cotton textile mills during 19S2--83 tcj 86-S7.
PUBLIC SECTOR TEXTILE MII..LS
Years
li'jiillD (ol d) Q\aderia Sat.rang Average of
tliree mi 1l
1982--83 20. 78 (1.28) <19.57) (0.02)
1983.84 22,77 1.59 <61.35) (12,33)
1984-85 8.17 (3.18) (49.68) (14.22)
1985.86 1»96 <15,57) (53,. 06) (22.22)
1986-97 21 ,51 <15.57) (82.90) (25.65)
Aver age 15. 08 (7.12) (53.31) (14.88)
cf 5 yrs»
PRIVATE SECTOR TEXTILE MILLS
Years
Ashr a-f Chand Ras: Aver age of
<spinning) three mills
1982-83 114 20. 44 (8.86) 4.24
1983-84 0. 70 19.07 (3.03) 5.58
1984-85 13. 34 18. 61 (5.33) 8.87
1985-86 20. 99 14, 98 (16.25) 6.57
1986-87 54.02 11.41 (30.82) 1 »53
Average 18. 03 18. 10 (12.85) 7,75
of 5 yrs.

Table 6.17 reveals the conprativs of net cash flows tc! current
labilities in the selected public and private sectcjr cottc™n
textile mills respecitvely during 1982--83 to 1986.87. The average
percentage of net cash i-lowB tcj currevit liabilities of all the
years v-jas (14.BS) and 7»'7'5 in the selected public and pi-ivate

cotton mi 11E respectively duririg the study period- The ave?rage
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percentage of fiet cashflows to current liabilities was 15»08S,
(7.12) and <3;.31) in Monno(old), Quaderia and Satrang te?;;tiles
respecitvely compared to 1S,03, 13~10 and (12.B5) in Ashraf,
Chand and Fa:!' textile mills reo'spectively in the private s£?ctor .
The findings showed that ma.jority of the selected public sector
cotton fiiills had  beer-i suffering ircMU shortaqe of net cashi flow

compiared to textile mills il the private sector.
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Yrs.

1982-83
1983-34
1934-85
1985-36
1936-37

Average

Comparative Cost breakdown
in the selected public and private sector

Dhaka University Insithonal Repository

ratio (i.e.

during 1982-33 to 1986-37.

Mat.
cost

63,82
62.67
74.72
55.91
44,37

60,23

of 5 yrs.

1982-33
1983-84
1984-85
1985--S6
1986-87

Average

Yrs.

7
Mat.
cost

62-50
59-56
47.87
30.00
26.00

45.18

of 5 yrs-

Source

N-B. (i)

(i)

PUBLIC SECTOR COTTON MILLS

cost on percentage of sales)
cotton te;;ti le (spi nning)

MONNO QUADERIA . SATRANG
7. 7 7 A 7 7 7 7 7 K3
Lab. Over Admn Sell Mat. Lab Over Adm. Sel 1- Mat- Lab.
cost head e, p. ep. cost cost head exp exp- cost cost
cost cost
13.37 10.03 3.19 74,14 11.16 11.16 3,96 64.00 12.21
16.77 10.73 3.36 67.53 11.07 24.26 5.02 75.73 14,39
19.97 11.72 4.23 71,10 18.22 12.63 19.00 62.14 16,03
28.05 10.31 7.82 51-03 20,25 12.71 14.99 52,38 18.87
27.34 11.63 6.09 46,96 25,33 15,14 16.73 50.73 24.41
21..10 10.88 4.94 - 62.16. 17.30 15,18 11.95 50-73 17.13
PRIVATE SEt TOR COTTON MILLS
ASHRAF CHAND RA2
7 -4 7 7 )3 Y3 & 7 7 7 7
Lab, OVE?r Adnifi Sel 1 Mat. Lab Over Adm, Sel 1. Mat, Lab.
cost head exp. exp. cost. cost head f£fmp exp - cost cost
cost cost.
14.22 14.05 2.15 0,09 60.75 11-59 13.26 1.12 0.05 64.64 10.71
14.99 10-32 3.,69 0.05 57.32 12-73 15.93 2.55 0-06 63,49 11.43
12.11 9.20 4.43 - 63.99 14.69 14.28 3.59 0-02 62,99 15-11
12,35 7.30 3-30 0,03 56-01 20.13 10,79 3-50 0-01 63-85 21,44
13.05 3,22 3-22 54-88 20,74 16.90 49 0,01 62.48 42
13,38 8,81 2.71 0.01 58.59 15.98 14.19 2.85 0-02 62.89 15.78
FACT Sheet of the selectec:! cotton textile mills appendix VI to XI

Cost has been calculated

in relation

Admi ni strative h Selling Elxpenses have been merged

to sales taking

in the Annaul

sales as

mills

IA

Over
h£?ad
cost

20.63
11,64
11.09
9.75

13.67

3.,35

Over
head
cost

13,02
12., 96
12,49
11.96
11-12

12-31

100 percent-

Report of

7

7

Adm. Sel 1

exp

4.83

17,, 57
13,. 34
17.68
14,64

14.61

Adm.
exp

10,,40
10-75
11.75
12-66
13-06

11.72

BTMC-

exnp.

Siel 1
exp-

0,10
0,06
0.08
0-14
0. 20
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fable 6.1S depicts the comfsartive picture of cost br ec?/edov™
ratio irs the selectend pi.italic arid private sector cotton spinning
mills during 1982-83 to 1986-87. Each element of cost has been
e>;presBE-d in relation to net sales figure. The average pevrcentaqe?
of material, laboiii", prodiijiction over head and admiristrative
e>lpenses was -found to be 61, 18.33, 13.13 and 10.50 respectively
in the public sector cotton textile mills compared to 55.55,
15-04, 11.77 and 5.76 percent of the same in the private sector

cotton te>.tile mills respectively. The total cost of sales is

equal to or some timeEi higher t”ian sales revenue in the selected

cotton textile m.lls excepting i'lonno(old) textile in the public
sector and Ashra-f and Chand textiles in the private sector. The
findings show the cost of sales of all the se?lected cotton
textile mills both iV public and private sector is very high

which leaves very low and negative margin for the cotton t.e>:t.ile
mills. But the position is little bit better in private sector

comparesd to p>,..ttalic sector.

~ m5 Comoarative efficiency..t.est..trhough...X.between
gtUsl ic and grivate sector enterprises.

The Chi--Squire (X) test of significance.

Chi -squire test has been used to test the significance
of differences between public and private sector .jute and cotton
textile mills respectively with respect to inventory, receivables

and cash policy and their suggested norms by the respondents.
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The analysiB shows that, there is no association bet'ween
public and private sector jute and cotton te£?;;tile  mills witli

regard to working capital management policy.

fhere+ore, the main conclusaon which emeragejs is that,
in terms of inventory,, receivables and cash policy,, public sector
jute and cottcjn mills do not vary sigrii ficant.ly witli pi- ivate

sector mills. B0, the hypothesis is accepted.

Detailed Chi-squire Analysis is shown belows

Here Chi e-mesquire X analysis has been done to test
interdependence i, e. association between the attributes™ As a
line af demarcation 57. and 17. le'\/eis o/ si gni ®wicance are tcxken,
GE?ner £il 1w/, ofsar X -I“-- test dc?gree oY efreedom is calculated by

counting the nuiBber of cells except the? last row and the last

column (for c<ur cases d.e-f. is thus 1).

The table value of X for 1 d.ef» at 54 level oi-
Sl gni ficaiice is 3.84 and at IX level of significance is 6.<b4 I f
X computed is more than X etable value, it indica't.e 'tha't "t.he

characteristies are dependent.
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Null hypotheBis is that the two characteristics are
independent. According to the hypothesis i-f the two
characteristics are independent the proportion of cell
reqeuncies to the class frequencies will remain constant -for all
the cl asses. Onthe basis of this criterion the expected
frequencies are calculated for each ceil of the table. Now X
will give the extent of discrepancies between observed
frequenciesand €?xpec.ted frequencies,. I f the observed

2
(calculated) value of X is less than the theoretical value of X y
(table value) we accept the hypothesis. On the contrary, if X
table vali.ie is niore than tite observed value, the hypothesis is
rejected i.e. the characterist.ics under consideration are
dependent,
\

thie following tables present, thie X calculation and the

analysis is given underneath of each table.

6.19 Lack of inventory Managenierit Policy

Table 6,,24 showing observed and e>;pected frequency

Jute Agree Disagree Total

mlls ... e m et eee eeeeaeeesaeessees seaereneeeenrensaenns
Observed Expected Observed Expected

public 10 10.11 2 1.09 12

Private 6 5.89 1 1.11 7

Total 16 16 3 3 19
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Li
lablt? showing calculatiori of

E

«Jute mills Agree Di sagrc-'t? Tot al

FHibl i c 9. S9 2.12 12.01

Pri--/ate 6.11 0. 09 7.0i

To'tal 16 3.02 19,02

X = 19.02 = 19 0.02 3.84 So "agree" or "disagree"

to the lack of ir~vervtory managerfient. policy is not associated with

sectoral (whether public or private) position.

Table 6.20 Lack of Receivables Manaqtjment Policy-

Table 6-20 showing observed and expected -frequency

Jute Agree Di sagree? Total
iii"('l)’k\l ............ e eeeerars meemeees eeee eeeeeaeas
Observed E>;pec-t.ed Obser Vet! E>pected
Fublic 10 10. 00 2 2.00 12
Pri-'/ate 5 5, 00 1 1.00 6
Total 15 15 3 3 18
(@]
In this case, v..m... table will be the same as the above
2 E
one. So X =& O, which means no irrt.errel ation e-;-;ists bf:?tweeri -t.f-ie

char-acter-istics,,
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6.21 Lack o proper Cash Manageme?nt policy.

Table 6.26 showing obser®ved and exp€cted mmwediiency .

Jute Agree Disagree Tot al
mi Ji s
Ubserved Expected Obser mved Expected
Fulie 8 S 4 4 12
F'ri mvate 4 4 2 2 6
Total 12 12 6 18
0
Table showirig Ceeeas same as. above. So X ™O
E

No association between the characteristics.

6.,22 Lack of proper inventory managenient. policy between
public and private sector ccitton rnills.

Table 6.22 showing observed and expected mfrequency.

Cotton 3 imonths 6 months Total
Mlils e, -

Observed Expected Obser- wed E>pected
Public 10 9. 43 1 1,,57 11
Private 2 2.57 1 0.43

Total 12 12 2 2 14
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Howirig calc\ilation of

Cotton mi lis 4 rricnths 6 monthe
Pub lie:
Private 1.56 2.33
Total 12.16 2.97

X 15.13 . 14 1. 12 3.84

So, cited above, are not associated with sec

cotton mill s.

148

Total
10. 600. 6411. 24
3.S9

15.13

toral position of

Lack of proper receivables management policy between
the selected public and private sector cotton mills.

Table 6.23 showing observed and expected -frequency.

Cotton 1 month 6 iiionths Total
Observed E:; pec ted Observed BE:pected
lit:: 6 6.15 4 3.85 10
Private 2 1.85 1 1,,15 3

lotal 8 H 5
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o
shiov*nng cai cul ation of
E
Cotton mi 11E 1 mont.Is 6 months Tot al
Public 5.85 4. 1& 10. 01
Private 2.ih 0.87 3.03
Total a.ol 5. 03 13. 04
X 13,04 . 13 “ 0,04 3. 84

So, cited for receivafoles are not associated with sector al

positiofi of c.oiv.ton irdlls.

6«24 Lack of proper cash management policy between
the selected public and private jute mi 115.

Table =mS,24 showing observed and expected frequency.

Cotton Uptcs 10 days Upto 20 days Total
inillE

Obsei™-ved Expected [}b siier-Ved B> pected
Pi..iblic 5 5, 3 2»87 8
Private 3 2, 67 1 1.33 4

Total S 8 4 4 12
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0]
'BNil3wil Ig c.alcu lati ari of
Cotton mills. Upto 10 days Upto 20 days Total
Put) 1i c 4. 70 3. 37 8. 074
Private 3. 37 0. 75 4. 127
Total 8.07 412 12.19
X - 12.19 - 12 0.19 3.84

So mentioned for cash in hand is not associated with sectoral

position of textile mills,

t>,6, Summar-y.

Tl'ie main points ha've Ome?r-ged -from this chap-t€?r' are

sii(finari sed taelow,,

First, vihen percentage of investment in working capital is
considered as a whole, there seems to be 1little or no dif-ference
between public and private sector jute mills. But there is a bit

difference between pi.iblic and priva'te sector coii-ton mills di..iring
the period under review. The analysis reveals that there has been
a higher percentage of investment in working caipital in both the

selected public and private sector ju'te and cottovi textile mills.

Secondly, there were only minor variations between . public
and private sector iute mills with regard to average pe?rcentage

of inventory to working capital . But there was some variatin o-f
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average percentage of inventory to work;i.nq cap?Ltal between public:
and private sector cotton mi 11s. The average percentage inventory
to working capital was nt.\ch higher in public sector cotton mills

compared to private sector.

Thirdly, when average percentage of receivables to working
capital is considered, there seems to be little difference ‘only

2 percent) between public and private sector .jute mills during

the study period. But the average percentage of receivables to
working capital was much higher in some public sector cotton
mills compared to private sector. Receivables management was

found to be more efficierrt. in two private sector cotton textile

mills compared to public sector.

Fourthly, in terms of cash management, public sector .jute
mills were not different from private sector - It was found that
percentage of cash to working capital was very much low in both

public and private sector jute mills under the study.

But there was a little bit difference between tfie averaqge
percentage of cash to working capital between public and private

sectoi cotton mills, Tlie average perce?ntage of cash to working

capital was 11.35 asid 7,20 in the selected public and private

cotton textile mills respectively during the study period. The
average percentage of cash to working capital was only 0,84 in
private sector Ashraf Textile Nills compared to 23.09 percent in

Satrang Textile mills under public sector.
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The Chi--Squire, test. also confirin that there is no
signi+icafit wvariation betweceri pubic and private? sector jute and
cotton textile iTillb with regard to the managerrient of inventory,
receivables and cash components of working capital. But the cost

analysis reveaied that private sector jute m lls show higher

prices of raw ,;jute cost compared to public sectcir in order
extract. undue concessions -from the Government in terms of
compensati on for loss, to get cheap bank loan and to evade
payment of taxes. But wages, salary, repairs and power cost were
efound higher in pubi ic sector jute mills compared to private

sector.
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CHAPTER -SEVEN

THE BUGGESTED iitJDEL

7.1 INTRODUCTION:

The preserit deplorable state of affairs in the selected

fsublic enterprises, of ju.te and cotton ciiills under the
adiTiini strati ve control of Bangladesh jute and textile fili 11s
corporations respectively are not expected to be continued -for
long. Our analysis and efindings, in chapter five and six confirm
that wof king capital managemerit is one of the major problem area

not cinly in public sector jute and cotton textile industries, but
mcjst.  of the private sector jute and ccjttcjn tc-?xtile mills have

been suffering from the problem of working capital management,

7.,2 THE DESCRIPTIVE MODELs

A  waycutis, lliei-edcre, ars imeitlate pecessity, I fi
order tci streamline the existing working capital management in
practice a descriptive operational model is suggested,
7.2.1 CiJNTROL, AND MANAGEMENT OF INVENrORY.

To bring down the overstocking of inventories to nomral
level., the individual units are expected to establish an

'Integrated iriverittjry maiiagemerit Department' so as to i Vitrodi..u::e
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ta direct control measure under the direct BuperviBion of a
responsibel officer. The existing staff of the department is to
be given proper training. The iii0Os.t important. changes re-?quired
relates to the adoption of various techniquen™'S of invcentory

fnanagement. Standardi sation and variety redv..ction should be made-
To implement this policy a 'seperate cell' may nbe established.
For the better planning and control of iviventory, the manageinent
should set up minimum, maximum, re .order levels, safety stock and
danger levels for each items of inventory,. For proper management
and control of stores items of inventory individual units are

expected to group the inventory iterns into ABC analysis,.

For better management of inventories:- e<from the clutches
of enviornemtnal coristr ai rrfcs  the -i'Dl lowing guidelines are

suggesteds -

<i) To minimise the excess accumulation o-f work-in-process.,
©feforts should be made to prevent frequent power
efailure and mechanical troubles leading to looms and

macnine hour 1lost,

<ii) For the quick shipment of f1riishec:! ,;iute goods, better
shipping <aci liti es should be managed. This requires
the attention of the Ministry of Jute, Port authority

and the Bangladesh Jute mills corporatioi‘i,
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<iii) A list of obsolete stores and s,pares rnust be made for
each of the jute and cotton textile mills and these

need to be seperated from serviceable stroes and spares.

(iv) For quick import of raw cotton for textile mills and
imported stores and s.pares, import licence and sanction

of foreign eo'xchange? shoi.\ld be obtained in time.

(v) E-fforts mtist be made to increase the manufacture ¢jf
stores and spares locally for cotton textile

i ndustries through si..ibme-contracti ng,,

7.2.2 MANAGEMENT OF RECEIVABLES.

IFgr beller receivables mangetterst, the iselecfed ijnits
are? e?>lpE'Cteti to delf£?gat.e t!"ie autTiority and responsibility to some
specific. department. for determining the appr'Opriate terms of

credit and to frame a suitable col lection policy.

However, the foilowlrig guidelines may improve the

recei vabl es mariagement s.

(i> StepsH. should be taken to reduce the volume of credit
sales and credit period which ranges between 30 to 130

dayS»

i) Immedi ate steps should be taken to reduce the volume of

advances, deposits and prepayments.
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i) Steps, should be taken for preparing ,?.ging schedul e?s
of accoi'.nts recoivables for control ling the voluffiE' of

the same,

(iv) For collecting accounts receivables some skilled
I-'ersonnel will have to foe entrusted with the task.

(v) Specific credit arid collection policy must be followed
in all the jute and cotton mills and evaluation of the

efficiency in sales and col lection must be judged from

time to time,

(vi) L.ocal ‘'consumption of ji.rt.e goods should be increased to
minimise the excessive dependence on export sales and

fom c>rijpetiticsn of syrsthietic prciduc:ts,

(vii) Steps should be taken to produce quality jute
pr c/ducts.
<viii) Innovative market research should be undertai™evi to

boost up the demand for jute goods both at home and

abr tjad .
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To improve the liquidity po5ition of the individual

jute and cDttori te>;tile mills, the fell owing quidelines are

recommended;

<i) Volume of cash maintained in the jute and cotton
te>!tile mills should be assessed ori the tiasis of its

Dper atiorial requi rements.

<ii > Cash control devices should be introduced to ensure
cash ir'iflcjws and cssii oi.itflows. Internal control of
cash through annual cash budget, quarterly budget usage
statement and monthly cash flows statement, cash budget

and budget variance analysis should be maintained-

<iii) The large volume of inventories and receivables would
have to be reached to that level as per suggested

model /norms prescribed by us.(Table 7.1)

<iv) The frequerit analysis of- current and liquid r'atios
will help in controlling the volume of cash. Efforts
must be filade to prevent cash losses through better

plannirig arid ccjn-t-.rol of casii.
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7.2,4 Finaricimsj of- wortiing capital Bhould be based on
specific research based norrfis as suggested by our
(node?!/norniB in table 7.1. For det.ern;ining the fina-

neing niethods, it is recoiijfiiended to use the gLiide--

line.

7.2.5 Steps should be taken to reduce the cost of operation
and iniprove profit margin. Cost of production shov.ild
be rec;U,\K:ed tliroiigh t~le effective cost coritrol riieasures,

such as standard costing and budgetary control systems.

7.2.6 Steps shoud be taken to improve the productive effici
enc.y of jute and cotton te>;tile mi 11s thro\..>gh better
super VIl siori, quality control and improved labour

mangement relations.

7.2.7 E-fforts should be made to have better capacity utili..
sation through control lirjg the power failures, mechani-
cal troubles, shortage of weavers and spares, strike

and v/thers.

7.2.S Selling price E.hould be competitive in the market, but
at the same time shov.ild cover the cost of prodi..sction

and sales.
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7.2-9 To iiTiprove the working finance conditions, the pernianent
portioii of woriiing finarice i.e. the core ci.irrent assets

should be arranged in the -forms of equity and long-

terifi loan.

7.2. 10 T<:; ioiprove -the preseri-t. condi'tion, both -the Government ,
Corporations, and the management o-f the selected jute
and cotton textile mills mus.t have to take a number o-f
meaiAsres as Bugges-lv.ed “forun these mills on s'tric'tly

cofiUfiercjal principle

7.2.11 Export incentive like export bonus schemes may be

introduced -for jute industry.

Our overall conclusion is that 'the introduction of a
long.term woi'king capi-tal managemerit plarining model is e>;pected
'to foe more e-f-fecti-ve in -fche sphares o-f working capital mangement

o-f the jute and cotton textile industries in Bangl adesh.

7.3 Suggest.ed Hodel -for In-ventory Receivables and Casti.
labie 7.1 pi'esenks oi.ir sugges'ted model -for inventoi-vy,
rece:i.vahi es and cash components of wenrrking capit.al mangement. -for
public enterpris-es in .;iute c:otton te>; tiles. This is a
research based model /norms designed takei ng into account. the

<ol 1owl ng 2
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(i) Process period of the jute and cotton textiie milis,
<ii) Di sc USE.ion with the experts in the industries concerned.
i) Ge era,l discNissions witil tjle indiistry iriterest,
<iv> Opinion survey report of the respondents.
<v) Need for ensuring siTiooth productiovH, depending upofi

trie availability of tfie inaterials, seasoaiity, etc.

and

<vi ) Reactions and -feed back on a National Seminar on
working capi tal management organi sed by the author

tii fiisel .

(vii) Studying the Tandon Committee Report of the Reserve

Bank of India.

Our norms in table 7.1 represents the maMimum period

mfor holding inventory, receivables and cash for each industry..

The norms suggested by us will have to be applied
mfle>:ibly arid ni;jt rigidly, resporisive to aviy majorchange i
envi ornmerital and within the industry. We are unable to accept
that uncertainties can be regarded as a reason for not laying

down norms,an argument that some happily, not many placed before
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us. In -fact, the greater the uncertainties, the more is the need
efor piaruung inodei . The ffiain objecti ve to design an innovati ve
model is to introduce a discipline in the maintenance of
reasonabie invnetory, receivables and cash balance levels

consistent with enc.ourageffient of production on the basis of
helpful rel atioriship between the provider of workirsg capital gap,

.e. banker and the customer.

The approacli for prescribing norms for di-fferevit groi.tps of
inventory and receivables for both local and export sales and
cash balance bristles with a variety of proble>. But we hope,
that there should be an understanding of the total problem and a
firm and helpful approach can be built into the suggested model

and its iiiiplementation.

Our siAogested model altr%oi.igh prescii'-be ma>:imum period for

holding in-'/entory, receivables and cash in each indvAS'try, but
this is not art er;tillemerit to holt:! tliem up'to this le-"/les. If ari
I ndividi.ial mill c.an inariage with less than the ma>iinum, it sliould

continue to do so. The sugges>ted model is as efollows:
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Suggeste<d Mogel
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Inventory Recievalkles and Cash.

INDUSTRY INVENTORIES Recei vables Cash
max i mum for maxi .
per lod period,
Raw matm Work-i n- Finished Stores Spares Local Export
holding process goods for = - sales sales
for maxi, for mf.xi . max i .period Local Impor-
per'iod period ted
Jt.ite 9 months 1/3 rd month 2 months 6 1 2 1/3rd
or 10 days mont Iis morit s month month montl'i or
10 days
Cotton 4 months 1/2 month or 1 month 3 6 1 No I/3rd month
Textiles 15 dats months months; morith e>port or 10 days
sal es
N.B. Although majority of the reE-pondents Buggested to hold raw jute? for a
period of three months, but when we talked to top management of BJMC we
were in-fomred that as per tl"ie dire?c:;t.ive£ of the Government jute- mills are boi.snd
to purchase raw jute -from the growers and to hold it tor a maximum period of 9
months , and they also viewed that purchasing raw jute at a time during
harvesting season is also very much economical.. As,, such. we have also

recommended to hold

with

raw jute

tl'ie Government fjolicy.

inventory

for

a maximum period of

9 months in line
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7.4 ESTIMATE OF WORKING CAPITAL REQUIREMENT ACCORTIWG TO
SUGGESTED MODEL. AND COMPARISON WITH ACTUAL FIGURES
II"ROUGH BACKWARD PROJECTION.
7.4,1 Tables 7.2 to 7.6 shows the calculation of esti mated
inventories, receivables and cash requi refr;ents o-f the selected
public sector jute rriills, whilc-j Tables 7.7 to 7.11 depict. the
estimated inventories, receivables- and cash requireinents c/f the

selected publie sector cotton textile mills according to our

model. After estimating the required inventories, receivables and

casti of the selected Hiills, a comparisoi! has been made  witfi
actual figures to show e>:;cess/or shoi'taqge of inventories,
receivables, and cash position of the selected mills. The
analysis revealed that there was Tk. i lakhs, Tk. 225 lakhs
and Tk- 829 lakhs e>;cess inventories held by big, medium  and
small jute mills respectively compared to our model during the
period of study <See Tables 7,2.1, 7.3.1 and 7.4.1). It appears
from the table 7.5 that there was excess receivables of Tk, 1S&6

lakhs iM the selected jute mills during the study period,
compoared to required receivables as per our model» Out of excess
receivables held by the mills Tk. 886 lakhs and Tk, 980 lakhs
were blocked irr trade debtors and advances respectively. The
excess trade debtors was found Tk. 101, Tk. 260 and Tk. 525 lakhs
in big, fiiedii.im ancd small jute mills respecitvelv- The e>;cess

investment in advances was Tk. 165, Tk. 140 and Tk, 675 lakhs in

big, medium and small iute mills respectively during 19S2--83 to
1986.87. It reveals from the study that highest investment in
inventories was found in small mills and the same was lowest in

big jute mills.
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It appears froir; table 7,6 that there was huge Bhortaqge of
cash amounting to Taka 1924 lakhs in the selected public sector
jute mills compared to required cash balance as per our model.
The « highest cash shortage of TKk. 1137 lakhs was found in big
mills and the lowest Tk. 310 lakhs was found in small jute mills.
The medium jute mills had a cash shortage of Tk. 477 lakh during

the study period.

Table 7.7.1 shows that there was e>:cesE inventories

amounting to Tk. 373.5 lakhs and Tk. 206.5 lakhs in public sector

Horino<old) ary;! Quaderia Te>;tile mills respectively. However,
Satrang textile mills had a shortage of Tk- 54 lakhs inventories
compared to our model. But, on the whole, selected cotton textile

ifiil1B held excess inventories of TKk. 526 lakhs compared to the
model. Table 7.10 reveals that there was excess receivables o-f

Tk.242 lakhs in the selected cotton mills during the study

period. The highest excess investment in receivables o-f TKk. 140
lakhs was found in Monno<old> textile mills, while the lowest ol-
Tk.26 lakhs was in Satrang textile mills. The excess trade

debtors of 1k.SO 1lakiis was found in Monrio (ol d) -textile mills, buh
there was shortage of trade debtors of Tk. 23 lakh and Tk. 17
lakhs in Quaderia and Satrang textile mills respectively, The
excess investments in advances was -fourid Tk.60 lakhs, Tk. 121
lakhs and Tk,26 lakhs in iionno(oid), Quaderia and Satrang textile

mills respecitvely during the period of s-ti-sdy.
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It appears frcsiT!  the table 7.11 that huge cash shortage
amounting to TKk. 191.94 lakhs was found in Monno<old) te>!tile
mills but excess cash of Tk. SO lakhs and Tk. 196 lakhs were
found in Quaderia and Satrang textile mills compared to our

model. On the whole, ey.cess cash held by the selected mills was

Tk. 84.06 laiihs di.iring the peric;:-d of study.

Out of above analysis, it may be concluded that there was
huge over investment of funds in inventori es, receivabl&E. but
there was shortage of casii components of working capital in

the selected public sector jute miils during the study ©period

compared to our model.

In cotton textile mills there was over investment of fund in

inventories in iionnoCold) and Quaderia, but Satrang textile had
shortage of inventories. A huge fund was found blocked in
receivables of- Mo nrio <o 1d> arid (3\aderia textile mi 11s, bt
investmerrt in receivables was foi.tnd excess of TKk. 26 lakhs only
in Satrang textile mills.. Huge cash shortage was found in

Monno<old>, but there was huge excess cash of Tk.80 lakhs and Tk.
196 lakhs in Quaderia and Satrang Textile mills respectively,,
Cash plaruiirig was found very ineffective iri the selected mills.
'«4 .2 Demonstrated savings out of blocked excess investment
om inventories, receivables and cash.
The selected jute mills could save Tk, 574.42 lakhs as

interest only owt of excess investment in inventories and

receivables as cgalci;late< i.ini:iler;
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(L) Invecitories

(i) Receivables
Tota

The selected cottor'i
lakhs as interest only out

receivables

Tk.22 25 at 14X ~ 3:L2,c6
Ik .1866 at 14a - 261.24
l; Tk.575.?D
textile (iiills could save Tk- 119.29

of e;-icess

and cash as calculated under;

I nvestifients. ifi

driventories,

(i) Inventories Tk. 526 lakhs-(net)at 14a - Tk.73.64
<ii> Receivables Tk.242 lakhs(net)at 14a, = Tk.33.8S
Qi Cash Tk, 84.06 (net) at 14% Tk. 11.77
Total: Tk.119,29
7.4.3 IMPACT OF MODEL OW NET PROFIT/(LOSS)
OF JUTE MILLS.
Tk. if! lakh
(i) Net profit/(10SS) of Latif Bawany
Jute Mills during 1982.83 to 1986--S7 (215.92)
(i) Net profit/ (loss) of- Karii?! vlute
liiills during 1982 83 to 1986-87 (849.54)
(iii) Net profit/(lciss) of Nabarun jute
«iills during 1982 83 to 1986 87 (90.46)
Total accunulated Net loss as per actual "-(Tk , 1155. 92)
Less: Savings oi.it of interest inco«ie + 573>.5
out of e>;cess inventories « receivables
Accmul ated Net loss as per criodel ( 582»62.)
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7.4.,4 Impact of Model on cash flow of the selected
jute mills during 19eii2"-S3 to 1996.87

ilc. in lakh

(i> Total cash -flows of Lati f Bawany (496)
viut.e mills <big mills) during
19a2--83 o 1986--a7
<ii) Total casts flows of Karim jute mills (74742)
(iii) Total cash flows of Nabarun Jutemills (44337)
Actual Total accumulated cash -flows (119575)
Add! Savings out o-f interest income on
excess inven't.ories , receivables
Accumulated net negative balance of cash < h22AS )

flows as per siu; ested Model

7,4.5 IMPACT OF MODEL DM NET PROFIT/(LOSS)
OF COTTON TEXTIL.E MILLS.

Tk, in lakh

(i) Net profit/(10SS) of Morino(old)
Te;:-;. Mills during 1982--83 to 19Ei6.87 *“ 177.1:

(ii) Met pro-fit/(1oss) of Quaderia Tex.
mills during 1982.83 to 1986-87 = ( 29.51)

(iii) Net pro-i-it/(1oss) of Satranqg Te>: ,

mills during 1982.83 to 1986-87 = (31.56)
Total accunul ated Met profit/ <loss) = Tk,,116. 05
of -three mills as per actiial
Less: Savings out of interest income Oii 119,, 29
excess inventories, receivables and cash
Accmulated Net profit would have been 235.34

Tk-235.34 lakhs as per our model instead
of Tk. 116.05 lakhs.
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7.4.6 liTipac.t. of Model on c.eish -flow of the selBct.ed
Cottofi Te> . Mills during 19S2--83 to 1986-87
rk, in lath
<i) Total cash flows of Monno<old) 40., 17
TeXA» mi 11s durinq
1982-83 to 1986-87
(ii> Total rash flows of Quaderia Te>:. nulls (505..60)
<1108.,25)
Actual Total accumulated cash flows <1573,,,68)
Add; Savings out of interest income on 119..29
excess inventories, receivables
Accumulated net negative balance of cash <1454.39)
wlowB a5 per suggested Model
7.4.7 lilipact of model on Met pro-fit anc! cash flows;

BY testing our model with actual figures,, it has been
efound that there was over investment of TKk. 2229 lakhs and TKk.
1866 lakhs in inventories and receivables respecitvely in the
selected public sector jute mills during the study period. The
selet ed iiite inills co.;ld save "k, 574.42 lak s as interest
inccime i-f tlie aforesaid fund was not blocikeci irn the twcj ma.jcir
coHipcinents of working capital. The savings woiAld fiave been inore,
if we could calcualte insurance cost, holding cost, shortage/or
filferage of inventories. Moreover, Table 7.12.1 reveals that

only the big jute mills availed eiicess bank borrowings of TK.
1171 lakhs in 1987. If the excess bank bcirrowings was not taken
the said mills, cciuld save interest expense o-f Tk. 105.39 lakhs?*;

at 9X subsidised rate), which would contribute to prcvfitabi lity,
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By analysing the iinpact. of cui' inodel on the selected
jute mills, it. is reveal exd that, the  jute? mills could reduc£?

acci.tmul ated balance of loss by fifty perce;nt. try reducing the loss
to Tk. 581.50 lakhs from Tk.1155.92 lakhs. Similarly net negative
cas™h-flows would have been reduced to Tk, .1076.46 lakhs. from

Tk.il95,75 lakhs.

By testing our model in cotton textile mills, it is
revealed that the said mills could save lk. 119.24 lakhs as
interest income out of the excess blocked fund of inventories,

receivables and cash components of working capital.

By testing our model of net profit/loss, it is revealed
that accumulated net profit as per model would have been Tk»
235.3 lakhs instead of actual figure of Tk. 116.05 lakhs in the
selected cotton mills d\..ring the study period,. Similarly total
negative cash flows would have been reduced to TKk. 1434.39 lakhs

instead of actual figure of Tk, 1573,, 68 lakhs.

7.4 .8 lilp.act; of; j0B>Ei, on itie economy as £\ whol..e

The e>;cess bank borrowings of the jute mills at 9
percent subsidised interest rate has an impact on the economy as
a whole. lhe higlt irrfflationary rate (12% iii ttse eocnoiny of
Bangladesh as a result of huge increase in price levels may be
parti aly responsitile for e>:cess bank borrowings by the public and
private enterprises of ji.ite and cotton te>;tile industries, as fttie
two industries constitute more than seventy percent of the

industiral sectors of the couritry.



Table 7.2 Showing the estimated maximum Inventories require-ment per
and the excess inventories held (through backward projection)
(1) RAW MATERIAL (i) WORK-IN -PROCESS (iii>
1983 1984 1985 1986 1987 1983 1984 1985 1986 1987 1983
Av. mon- 94 106 206 119 126 127 140 147 181 183 220
thly req—
irement
Max . 1 1 1 1 1
p€?riod x9m ;-;9m xom x9m X 9in -rd -rd -rd -rd -rd x|
10 e 3
11 ed up
per ™846 954 1854 1071 1134 42 47 49 60 61 220
desi Q
ed
(node 1
Table "7,2.1 Estimated required inventories as per Model ane excess
held during 1982-83 to 1986-87.
INVENTORIES 1983 1984 1985
(i) F'aw Material 846 954 1854
(ii) Work.in-Process 42 47 49
(iii) Fin.shed Goods 220 247 316
(iV) Storms X spares 34 28 30
Total Inventories as 1142 1276 2249
per model
Stock
actual 1y lield 1194 1925
Eycess/ (shOrtage) 48 (4) (324)

o] i Inventories
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LATIF BAWANY JUTE MILLS

during

FINISHED GOODS

1984 1985 1986

247

X1

247

316

X1

316

inventoires

1986

1071

60

308

28

1467

2578

170
the Buggested planning
193,2-83 to 1986-37,
Tk, in lakh
(iv)STORES AND SPARES
1987 1983 1984 1985 1986 1987
308 371 17 14 15 14 17
>1 X1 X2m 2m X2m X2m X2m
308 371 34 28 30 28 34
actually
Tk. in lakh
1987
1134
61
371
34
1600
2044
444 jr 117

101 1
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(MEDIUM MILLS)

Table 7.3 Showing the estirnatGecl maximum Inventories requi remt-“nt as, per
and the excess inventories held (through hjackward projection)
(1) RAW MATER IAL <ii) WORK-IN -F-'"ROCESS <iii)
1983 1984 1985 1986 1987 1983 1984 1985 1986 1987 1983
Av. mon- 47 60 112 73 57 64 75 87 105 102 110
thly req-
ireiTient
Max , 1 1 1 1 1
period x9m X9n 9m x9m X 9m -rd -rd m-rd -rd --rd =1
to be - -
tieci up
as per =423 540 998 657 483 21 25 i -i5 34 110
desi g~
ed
mode 1
Table 7.3.1 EEstimated required inventories as posr Model ane excess

held during 1982-83 to 1936-87,,

INVENTORIES

Raw Material

(1)
(ii) Worskk in froces
(iii) Finished Goode

(iv)

Stores X spares

Total InVentories as
per- model
Stock

actually held

EXcess/ (sho laqe?
of InVelitorm es

1983

423

21

110

18

r/:

496

(76)

1984

540

25

123

18

706

844

138

198n

098

29

181

18

1226

1170

(56)

the Eugge”Eted planning
during

FINISHED GOODS

1984 1985 1986

123

123

181

X1

181

inventoires

1986

657

35

206

20

918

1081

163

1982-83 to 1986-87.

171

Tk. in

(iv)STORES AMD SPARES

206 155 9 9 9 10
X1 X1 X2in X2m X2n  X2m
206 155 18 18 18 20
actually

T , in lak)

1987

483

34

155

20

692

748

lakh

1987 1983 1984 1985 1986 1987

10

2in

20
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MABARUM JUTE MILLS (SMALL MILLS)

Table 7»4 Showing the estimated maxirrium Inventories requiremejnt as, per the? suqgesited planning
ang tHe excesb inventories Jeld(through backward projection) during 1982-83 to 1986-87,

rku in 1atfi
(n RAW MATERIAL (ii) WORK-IN -F'ROCESS (iii) FINISHED GOODS (iv)STORES AND SPARES
1983 1984 1985 .1.986 1987 1983 1984 1985 1986 1987 1983 1984 1985 1986 1987 1983 1984 1985 1986 1987

Av. mon- 19 22 52 33 31 29 33 35 47 48 44 54 72 95 80 4 5 5 4 5
thly req-
i re~ment

Max . 1

period x9m x9m x9m x9m X 9in -e-rd -r<;Jd -wrd -rd o xl x| x| x| x| x2@ X2m XxX2m X2m X2m
to be

tied up

as per =171 198 468 297 279 10 11 12 16 16 44 54 72 95 80 8 10 10 8 8
desi g-

ed

model

Table 7,4,1 Estimated required inventories as pe™ Model ane excess inventoires actual 1y

held during 1982-83 to 1986-87,, t
Tk, in lakh
INVENTORIES 1983 1984 1985 1986 1987 Total excess/

(shortage)

(i) Raw Material 171 198 468 297 279 (76)

(ii) Work-in-F'rocess 10 11 12 16 16 138

(iii) Finished Boods 44 54 72 95 80 (56)

(iv) Stores & spares 8 10 10 8 8

Total Inventories as 233 273 562 3:35 383 1786

per model

Stoc k

actually held 356 397 684 517 661 2615

Excess/(shortage) 123 124 122 182 278 829

of Inventories
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Table 7.5 Showing the required investment in Accounts re?ecei vab18s as per suqgested
model in the selected jutt? mills and the excess amount actually held during

1932--a3 to 1986-87,

Tk. in lakh

Years LBJIM(Big) KIM(Med i um) NBJIJM(Sroall) Total
Trade debtors Advances Tatde debtors Advances Trade debtors Advances

1982-83 234,30 181.27 122.70 83. 28 61 .20 52. 30

1983-84 257.10 170.32 126.60 114.56 67. 80 66.53

1984-85 294,90 254.97 157.50 155.61 81 .00 100.48

1985-86 319,,50 340.95 183.30 162.65 88.20 100.60

1986-87 360.00 292.59 180.30 135.57 80. 40 92. 75

Total as per 1466 1240 770 650 300 415 4841
mode; |

Total as per 1567 1405 .030 790 825 1090 6707
actual

Total E>;ces!; 101 16b 260 140 675 1866
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Table 7.6 Showing the required investment in Cash as per suqgtested guidles in the
selected public sejctor jute mills and the excc?ss/(shortage?) of- cash
actually held during 1932-83 to 19a6--87.

Tk. in lakh

Yesirs LBIM(Big) KIM(Medium) NBJIM(SmaJl)
Reg. Act. Excess/Shortage Fi:eq, Act . fEx=cess/8hcra age Reg. Act. Excess/Shortage

1082-83 181.27 22.68  (158.59 > 83.28  28.77 (54.51) 52,30 13.04  (39.26)
1983-34 170,32 13.20  (157.12) 114.56 13,57 (100.39) 66.53 14,93  (51.60)
1984-85 254.97 16.76 (238, 21) 155.61 5.55 (150,06) 100.48 30. 17  (70,31)
1935-36 340.95 23,20  (312.75) 162.65 57, 23 (105,. 37) 100.60 10.99  (39.61)
1986-87 292.59 sfA¥  (270.39) 135,57  69. 00 (66.57) 92,75 37.70  (59,05)

Total 1240.10 103.10 (1137) 651,61  174.17 (476.44) 412,66 102.83 (309.83)

as per model

Total cash shortage Tk, 1924 lakhs and required cash has been estimated
on the basis ot 10X of Ci..ir'rent assests.
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MOMNO(OLD) COTTON TEXTII...E MILLS
Table 1.1 Showing the estimated maximum Inventories requirement as per the suqgyested pi sinning
and the excess inventories held (through backward projection) during 1982--33 to 1986-37,
I"k. in lakh
() FAW MATERIAL (ii) WORK-mIN -PROCESS (iii ) FINISHED GOODS (i V) STORES AND SPARES
1983: 1984 1985 1986 1987 1983 1984 1985 1986 1987 1983 1984 1985 1986 1987 1983 1984 1985 1986 1987
Av. mon-- 35 34 43 83 23 13 15 18 20 21 49 48 52 54 47 2 2 2 2 2
thly req-
i re:?ment
Max . 1 1 1 1
pericid x4nt  x 4ffl x4m x4m X 4m -rd -rd -rd -rd -rd >1 X1 1 X1 1 V6 if{ 6m x6m = 6 tim
to tie ir i
tied up
as per =-143 136 172 116 92 6.5 7,5 9 10 10. 5 49 48 52 54 47 12 12 12 12 12
desi g--
ed
mode !
Table 7,7.1 Estimated required inve™Mtories as per Model ane® excess inventoires actually
held during 1982--83 to 1986-87.
Tk, in lakh
INVENTORIES 1983 1984 1985 1986 1987
(i) faw Material 140 136 172 116 92
(ii) Wol'e-in-Frocess 6.5 7.5 10 10.5
(iii) F-ini shed Goods 49 48 52 54 57
(iV) Stores & spare 12 12 12 12 12
Total InVentories as 207, 5 163, 5 245 192 171,5
per model
Stock
actually held 134 261 549 277 132
E cess/(s dgrtage> (73.5) 97. 5 304 85 (39.5) ="Tk.373.5 lakhs

of Inventori es

excess s

tock held



Table 7.3 Sihowing the estimated maximum Inventorie/s
and [Ifle e cess inventories held (tllrouqh

(1) RAW MATERIAL <li) WORK-IN -PROCESS

1983 1984 1985 1986 1987 1983 1984 1985 1986
Av. mon- 35 35 31 27 21 11 13 14 17
thly req--
irement
Me>i - 1 1 1 1
period x4m x4in X4m X4m 3> 4m -eerd -rd -rd -rd
to De V]
tied up
as per' *¥YM40 140 124 98 84 w."5 6,5 7 8.5
desi g-
ed
mode 1

Table 7.8.1 Estimated required inventories as per Model

Dhaka University Institutional Repository

t3UADERIA

held during 1982-83 to 1986--87.

INVENTORIES
(i> Raw Material
(i)
(iii)

Wair' i-in- Prg<ess
F'i fii sfled Boods
Stores

(iv)

spares

Total
per

InVentories a
model

Stoc k
actually held

EXcess/ (sliortage)
of Inventories

1983

140

46

12

203. 5

132

(71.5)

1984

140

47

12

205. 5

241

:36.5

TEXTILE

requirement as per
backward projection)

MILLS

<iii

1987 1983
18 46

1

-rd X1
9 46

ane excess

1985

124

38

12

181

386

205

during

) FINISHED GOODS

1984 1985
47 38
1 1
47 38

inventoires

1986

98

50

12

168, 5

193

24,.

the suggested planning
1982-83 to 1986-87,,

176

Tk. in liik;l

(iv)STORES AND SPARES

1986 1987 1983 1984 1985 1986 1987
50 39 2 2 2 2 2
1 1 >16 fti >6m ®mbm X 6 A6m
5B 39 12 12 12 12 12
actually
rk, ili iakfi
1987
84
9
39
12
144
158
14 =Tk.206.5 lakhs

eXcess stock lleld
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SATRANG TEXTILE MILLS
"able 7,9 Showing the estimated maximum Inventories requirement as per the suqgested planning
and ttie e cebs inventories field (tfiroligh backward proigxtion) during 1982-B3 to 1986-87.
Tk. in lakh
(1) RAW MATERIAL (ii) WORK-IN -PROCESS (iii) FINISHED GOODS (iv)STORES AND SPARES
19S3 1934 1985 1986 1987 1983 1984 1985 1986 1987 1983 1984 1985 1986 1987 1983 1984 1985 1986 1987
Av. mon- 25 26 27 26 13 11 12 14 16 39 37 33 46 37
thly re-?20—
i remé&nt
Max . 1 1 1 1
period x4m x4m x4m ;;4m X 4n -rd -rd ee-rd  -rd --rd  xlI x| x| x 1 >;6fli x6n >6m x'l6
tt tle
tied up
as per =100 104 108 104 88 6.5 5.5 6 7 8 39 37 33 46 37 6 i2 12 6
desi g-
ed
mode 1
Table 7.9.1 tisti mated required inventories as per Model ane excess inventoires actual ly
held during 1982-83 to 1986-87,,
Tk,, in lakh

INVENTORIES 1983 1954 1985 1986 1987
(i) Raw Material 100 104 108 104 88
(ii) W11 kmin-F <esis 6.5 5.5 6 7 3
(iii) Finished Goods 39 37 i 46 37/
(iv) Stares h spares 6 12 12 6 6
Tctal lItiventories as 151 ,,5 158 m5 159 153 139
per model
Stoc k
actually Iteld 102 136 186 132 151
Excess/(shortage) (49.5) (22.5) 27 (21) 12 Shortage(54)
of InVentaries stocks as per model
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Table /.10 Showing the required inveBtment in Accounts reeceivables as per suggested
model in the se?lected cotton mills and thee excess amount ~(ctually held during
1932-33 to 1986-87"
TE. irl lakli
Years MDMNO (OLD) QIJADERNA SATRAMG Total
Trade debtors Advances Tade debtors Advances Trade debtors Advances
1982-83 54 33 47 36 39 24
1983-84 53 43 50 51 44 25
1984-85 57 87 43 62 43 37
1.985-36 52 56 52 45 48 =4
1986-87 54 45 45 42 42 27
Total as per 54 53 47 47 43 29
mode 1
Total as per 134 113 19 168 26 55
actual

Total average
Total Ex(:::ess 80 60 (23) 121 (17) 26 excess receiv.

Tk,,242 lakh.,
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Table 7,11 Showing the required investment in Cash as per suggested guidles in the
selected public sector cotton mills and the excess/(shortage) of cash

actually held during 1982-83 to 1936-37,,

Tk,. in lakh

Years MOMMO(OLD) aUADE:FNIA SATRANB
Req. Act, Ec ess/Sfiortaqe Req. Act . Ecess/Sor tatge ~ eq. Act,, cess /Shortaqe

1982-83 37 4 36 52 16 24 83 59

1983-34 43 33 <la) 51 90 39 25 42 17

1984--85 87 2 (85) 62 49 (1:3 37 102 65

1985-86 56 a.5 <55.5) 45 64 19 34 99 65

1986-87 45 0.01 (44.99) 42 61 19 27 17 (10)

Total 264 72.51 o 316 80 147 343 196

as per model

Total excess cash held by the Millss Tk.34,,06 lakh.
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7.5 Our proposed approach leading to a iTiOdel for taking cash
credit from conimerciai bankss
In order to carry a reasonable level of current assets in
relatiori to prodi.>,ction requirements, the iria> i mufi! permissible?
limit of bank borrowings, (cash credit/overdraft) could be found

out under ttiO ttiree followinc;; methsods.

(1) The individual public enterprise can work out the working
capital gap, i.e. total current assets less current liabi-
lities, other than bank borrowings, and ask; for bafik finance
a iveyimum of SO percent of gap; the balance to come oirt of

loftg term loan and equity sources.,

(ii) The individisal piiblic enterprise is to provide for a
minimum of 20 percent current assets out of long term

funds. A certain level of credit for purchases and other

current liabilities will be available and the bank will
fjroVisie the tjalance. l!otal cttfrefit liabilities;, irm;liijeive
of bank borrowings will not e>lceed SO percent of current
aEiset s-

(iii) Same as (ii) above, but e>Icluding core cv.srrent assets on

tiie theory arid ttie ccire ci.irrent assets should be firiariced

out of loiig term funds.
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It should be brone in mind that the projected current

assets. l.e. inventory receivables and cash should be worked oi.it
based on our suggested norms and current liabilities inclusive of
bartk borrowing will not exceed HO percerit of currerit assets. I'he

tbree allernatives liave been illustrated by taking the following
example of bt:?!"rower 's e(einancial position, fo filake the analysis

more meaningful and considering the practical operation of our

model, Vie have used the actual figures o-f current assets and
current liabilities of one of ciur selected jute mills and orie
selected catton textile mills as reflected in their balance

sheets as on 30th June, 1987. But, the model should be based on
projected balance sheet, and the classification of current assets
and current liabilities for calculating permissible level o-f bank
t)Orrowings has not to be® made according to compariies Act, but as

per a(r presefitation iri table 7. 12.

7.6.1 Analysis of proposed three methods.

In Model 1 (Table 7. 12. 1> the borrowers wviiil have to
contribute a minimum o-f 20 percent of the working capital gap
from the long term sources and the balance 80 per cent will be
financed by the bank. In Method 11, the borrovjer will have to

provide a minimum of 20 percent of total current assets from long
term sources and the cap will be provided by the bank. This will
strengthen the current ratio from 1st. Method. In the 111,

bor rc'wel" "s (:;:ontri but i ori -from long term funds will be to the



1S2
Dhaka University Institutional Repository

&> tent. of the entire ‘'core" current, assets, ancl a ilirriinumn o-f
perce?nt. o-f 'the ba.lance o-f curr ent asskE.ets, thus stren-thenirig the
current ratio -further. This is evident -fron'i  our calculation
shown in table 7.12.1 and 7.13.1 -from illustration of Lati-f E~awany
Jute mills, and Monncj(old) ccj'tton t.e-xtile mills respecti-vel y»
latale 7.13 depicts the statement of current assets and current
liabilities cjf  Monno'lold) cottcsn textile mills.. Methods  of
determining mg;-;imi.im permissble barik borrcywi r*gs on the basis of

table 7.13 has been presented irs table 7» 13. 1- The calculation

s.hows -that Monfio (ol ci) te;:-rtile did ricijt i.rtilise the m> i num
per«i:i. ssi bl e limit of bafik bor'rowings. Inspite o-f low bank
borrowi ng&, the position of current ratio did not improve,
because the current liabilities is about 93 percent of current
assets which has exceeded our suggested norm of 80 percent. It is

suggested that individual cotton textile mills should prcjject its

current assets and current liabilities as per our guideline.

A beginning may be made witi'i 1st meti-iod, placirig all
iiorrowers iri this methcid within a period o-f about ovie vyear and
the ideal o-f 3rd method may be reached in stages,. The liberal

approach under lst method has been suggested as a -first step,

particularly tci -facilitate -financial structuring of new
f;:ompanies, settirig up project iv backward areas arid mainly -t-or
Wle>ibility in restr uct\..iririg of~- e>;istinqg companies with a week
-firiancial basi.e, especially -for already sick public sector jute

and cotton textile enterprises. However the aim should be to move
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forward and borrowers in the third or second category should not
revert to -first or second category respecitvely tay increasing
their dependence on bank borrov-nngs. A request for additional
credit on a regular basis from a borrower who already has an
e>;esss borrowing t.inder any of the three metfiods (May be ccinsidered
provided the borrower brings in (iiatching contributiovi required

under relevant method of lending.

LATIF BAWANY JUTE MIIJ..S

Table 7.12 Statement of Current Assets & Current LlL.iabi lities

as on 30th June, 1987-

Jaka irl lakt

Current 1liabilities laka Current assets falka
Creditors for goods 72, 00 Inventori es 2045.00
Olher clArervt liab 1244.00 Recei vables 810.00
Bafik bC;rscjwi Iss 1994.00 Other current 73. 00
(cash credit) assets

Total 3310,00 2928.00



Table 7.12.1 Methods of-

1st. Method Tk, 2nd Method
Total current 2928 Total current
assets assets
less current 1244 20X o-f the

lialjilities
otlier tflan caslt
credit

Marking capital 1684
gap

20% of the above

from equity/

loan <i,e, long--

terni sources) 337

Maximum bank 134-;
permi ssi ble
borrowi ngs

bxcess bank 647
borrowi ngs
1.09:1

Current ratio

Tk.

2928

above frofii lorgq-—

term sources

less current
lib. other than
bank: borrowi ngs

Wor4:;ing capital
gap.

MaMimum bank
borrowi ngs
permi ssi ble

Excess bank
borrowi ngs

Current ratio

1098

1684

1098

i86

1,21sl

Dhaka Univerﬂ'_tg gestitutional Repository

Detarrni ning Bank borrowing.

Taka in lakh

3rd Method Tk.
Total curre?nt i92S
assets

less core 72
current assets(25X)
illustrative

fiqure fi-om long-—

term sources -—_

Real current 2196
assets)

20X of above 439
from long-"term

sources

1757

Less current

lib,, other than 1244
bank Eorrowings

513

Wor king capital 1,684
gap

MaXi muin bank 513
bor F'ow3fig f;er'ni >bi.b]e

E fess bormowings 1171

C;ijrrefit ratio
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rlor'no(old) Cotton textile Mills

Table 7.13 StateiTient of Current AsBets it Current Liabilities
as on 30th vJune, 1987.

Current liabilities Taka Current assets Taka

in lakh in lakh
Creditors for goods 169 Invervtories 132
Other c;urrent 1iab, 175 Receivables 167
Bank fol5 rowirigs 76 OtTier current 152
(cash credit) assets

Total 420 451



Table 7.13.1

1st Method

Total
assets

current

less current
liabilities

ot er than casli
credit

Wor kirig capital
gap

207. of the above
mfrom equity/
loan (i.e. long-
term sources)

Mg-; | m.tm
permi ssi ble
borrowi ng

Shortage of
bank; borrowings

Current

MBx liods of Deterniining

Tk,

451

175

55

221

145

ratio 0.79;1

2nd Method Tk,
Total CLirreiit 451
assets
20a of the 90

aboVe fra@ long-
term sources

361
less current 175
lib. othe~r than
bank borrowings --—-—-—-
106
Working capital 276
gap ,
Maximum bank 106
hjor r owi ngs
permis‘'sible
Shortage of
arik Korrowirigs 110

Dhaka University Institutional Repository

ank borravi3ng.

ISfc

Taka in lak

3rd Method Tk.
Total current 451

assets

less core currerft 113

assets (257.)

illustrative

figure ft-gm long-
term sources = --————--

Rersl current ;338

assets

207. of above 68
from long--l.erm

sources

270

Less current

lib. otfier than 175

bank borrawings

95

Woi-king capital 276
yap

Me>: i mum bank 95

borrovjing pg*rmissible

Currerit ratio

1:02: 1
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7.6 SUMMARY

Thi5 chapter provides an operational working capital
managernent  jnodel for public sector jute and cotton te>!tile
industries of Bangladesh. In this model, research based norms
have been designed -for effective managejfient. of inventories,,
receivables and cash components of working captial. It has also

sugqqgested a new approach leading to a model for determining ideal
bank borrowings- from commercial banks, which will improve the
working capital position by gradually reducing the dependence on
bank borrowings and strengthenivig the current ratio under three
innnovative methods. Our suggested model have been put to test by
estimatifig inventor i ess-, receivables and cash position as per
model and coparing it with actual figures of the selected niills
through backward proejction. The analysis revealed that there wsH
over i nvestment. of Tk.2229 and T'k,iS66 lakhs in inventories and

receivables respectively in the selected jute mills during the

study period coinpared to our model,. The selected .;iute mills could
save Tk.574.92 lakhs only as- iriterst income out o-f e>lcess
investment in inventories and receivables. But the selected jute

mills had a huge cash shortage of Tk.1137 lakhs during the period
of study. The selected jute mills could save Tii.573.30 lakhs only
as interest income if the inventories and receivables were not
overstocked. This savings would decrease the accumulated loss by
mfifty percent by planning working capital as per si.iggested model.
Similarly negative cashflows would have been reduced by forty

eight percent by (.ssing our model.
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In cotton textlie mills there was over lnvest (Tient of

k. 526, Tk- 242 and Tk. 84.06. lakhs in inventories, receivables

and cash coniporients respectively during the period fo study. The
mi 11E could save Ik:. 119.29 1lakfis out. of interest inconie only of
the blocked fund. As a result net profit would have been Tk.

235.34 lakhs instead of Ik. 116.05 lakhs, and the negative cash
flows would liave beeri redv.iced to <ii. 1454.39) laiiiis coinpared to
actual of (Tk. 1573.68) laldis. The high inflationary rate '12X) 1in
tiiB economy is partially responsible dtte to excess bank
borrowings by the public enterprises. Finally it can be concluded
that savings could have been much more than shown if the actual
data was compared by taking minimum period (norms) of
inventories-, receivablea and cash instead of inaxinmum period as-

t ak;C'n.
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CHAPTER- EIGHT

summaf;y of- comclusioms and policy |IMPLIcat |Idims
3.1 Summary of conclusions and -findings..
1, OLlir firBt flVpothesis wab, 1llat inves4inerit in irnventori e5 js

disproportionately high which creates working capital problem in
public enterprises. Our -findings lent support to this hypothesis.
It was revealed that the average percentage of inventories to
current assets was fourid to lL)e 66 and 48 (see p 122 S 136) in the
selected public sector jute and cotton mills respectively

coiiipared to 65 and 66 percent in private sector jute and cotton

mills respectively . Because of the high percentage of investment
il invefitories a consideralle iiind has tjeeri blcic e<, wfii cfl
aggravated working capital problem., Our analysis in chapter seven
reveal ed that excess inventories of Tk, 1175 1lakhb, Tku225 la khs
and Tk,S29 lakhs held by big, medium and small jute mills

respectively compared to our piarmed inventories as per model
(see Table 7.3.1 to 7,4,1).. Table 7,.7.1 shows that there was
e;-;cesE inventories of Tk, 373.5 lakhs and Tk. 206.5 laklis in
Monno(old) and Quaderia Cotton mills respectively, but Satrang
Cotton mills had a shi:iirtage wi' inventories amounting to TKk. 54

lak}l coinpareti to oit- incjdel diiriflg the study period.

1 i. Our first sub-hypotliesis regarding procurement of raw
jute inventory was;" Unplanned proci.tremer'it of raw materials eats
up a big chunk of working capital of jute mills". Our data and

observati.on supported thiis sub-hypothiesis, Tandon Coffimitt.ee of
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India suggested that 2.5 month's requirement o-f raw jute should
be kepjt in stock (see anne:-;ure XII1). Our sample reported that
three months raw material shoi.i.ld be stored™ In the matter o-f
procurement of raw jirte Sang ladesii Bank lias issued guideline? that
raw jute should be procu!-ed dir'ect ft-om tfie growers and should be
storeK.l for nine mtjntfis (see anneMure Xlv), Bangladesh Bank issued
circular by considering the policy o-f the Government to save the

ji.fte growers w!liO reortedly burnt down jute by not getting buyers

in the market. But this is a heavy -financial burden on jute
@ills, alt houg Bangladeeh Bdiik gnnnted cretlit at subsidized
interest rate of 9 percent only. So, a large part of over bi.tying
is compensated,, But since the jute mills incurred heavy losses,
the e3cess bank creditallhough given at lower interest rate,
added fuel to the flame and had eatenup a big chunk of working

capital of jute mills,

| i, Our second sub-tiypcjthesi s regarding raw jute wass

"there is inefficiency and corruption in procurement, storage aitd

usage stages of raw jute in public sector jute mills",. The data
lertt soine support to tl'iis hypothesis, witiiout indicating any
definite coi u:li.lsicins« Our survey and observation revealed that

there wer-e sdie ineffigiency arid corriiption jn t e procur'e(ient of
raw jute. One sample reported that the chief executive of a
public sector jute mills fixed quota on his subordinate jute
plirilla e tfficer to pay taka one lakll per monlli a‘'s grmtification

CRit of the share of raw jute pur'chase,. It was also repor'ted by a



191
Dhaka University Institutional Repository

purcliase o-fficer tliat e was bound to purchase low dnality jute

at. higher prices as per tlie direction of his boss £it the cost of

the? mills. It was alscj cjbser-'/ed that after purchase, jute? is
being kept in open space which caused wastage, moreo-ver improper
mi;-;ing resulted poor quality and high wastagos. So, some

inefficienc-y arid corruption was found ir procitre?nent, storage and

usage stages of raw jute,,

| iii,, Our third sub.hypothesis was: "enter pri sse management

under BTMC are week and incompetent in understanding the economic

and diseconomies of raw cotton procurement”» Our survey supported
this sub--hypathesis, Out of 12 senior officials interviewed in
the selected public sector cotton mills, about eighty three

perce?nt crf them complained th-at centralised buying of raw cotton

by BTMC and its undue allotment on the mills complicated working

capital management problem of the mills. The enterprise managers
were critical about ‘'lFie proctireriefit of raw collorn by the
cor por'ation and they wan't that procurement power to be

decelllralised, which iri the opiflion of the Corporationms top
management is n?jt possible, because Corporation cannot prcscure
raw cotton on casfn. The Corporation has to depend on grants, aids
aiid baSter, For e3aiple, iii tlie year’ 1986 87, BTG inpor-led
544,, 69 laj::h Ibs of raw cotton under different foreign exchanges
sources namely US PL--480 Programme,, the Nether lands grants, F,R,G

grant,, Bulgarian Barter and USSR Barter M-15, (Source BTMC Annual
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Report 1936--87 P30) . However, raw cotton proci.ir'ement is a work
which JYiould be darie teritraliy ard witfl constant cooperation witfi

di fferent rel evarft M.nistries.

I iw Our fourth Bub-hypottiesis was; "low inventory turnover
ratio of finished goods is respofisitale for wot" Ki ng capital
martagement crisis to a large e;;tent". The data supported tliis
sub-hypothesis. Our findings revealed that average inventory

turnover ratio was 1,82 (pll7) in the selected public sector jute

mills compared to 2,25 in private sector during the period of

study» Tandon Committee sijgyested 4.29 should be normal inventory
turnover ratio for the jute industry of India. The average
inventory turnover ratio was found 2,5l1lin the public sector
cotton mills compared to 1.91 in the private sector,, The average
inventoryturnover ratio was very low both in pufcilic and private

sectcir cotton mills compared to 4,42 of 52Indian Cotton mills in

the year 197S--79. In USA the same ratio is about seven times.

1 V. Our fifth sub-hypothesis was; "low demand of jute gocids

and serious competitiori in international niarket, a huge stock of

finisl'ied goods is piled up". There was strong support for this
slt) hypoll'llesis, Out of tweleve r'esponderits interviewed in ditr
survey, eighty three percent of them replied that low demand and
ser'ious competition in the international market a huge stoch: of

finis ed gqcotis piled up in t}He gddowfi, In 1936-37, the ¢glosing
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stock o-f -finished goods vjas TKk. 530 lakhs, Tk. 2S1 lakhs and
Tk.127 lakhs in big, medium and small public sector jute? mills

respecti-vely. As per suggc-?sted model on an average one month’s cost

of production should be the maj-:imum period -for lidding -finished
goods stock, but average -finished goods inventory in terms of
months cost o+ production was -f-ound as higli as eightmonths in

public sector jute mills during the study period(see p75) which
aggravated working capital problem. Inventory in terms of months
cost of production was 3.13 (see p 75) in Indian jute mills

during 1977--78,

I vi,, Our sixth sub--hypothesis in this study wass "In cotton
textile enterprises, a huge stock of -finished goods accumulates

due to lower purchasing power of poorer section and clamour -for

foreign cotton goods by the richer section of consumers”. The
data lent reasonable support for this sub--hypothesi s,. Out of
twelve respondents iritervi ewed, al:iout sixty percent crf them

sufjported tliis conterlli<gn.

I vii. Our seventh sub--hypothesi s wass "procurement of stores
and spares is inore coinplicated in c;c)ttori mills <jom|:>ared to jute
mills",, Our findings lent support to this sub-~hyothesis | t was
found -thiat more tlian ed gh'ty percerit of stores and spares of
cotton te;-;tile mills have to be impor't.ed compared to only twenty

percent for jute industry. Stores and spares ccsnsti tuted 51
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percent to total inventories (see p 9S) in the selected cotton
mills held an excess stock of stores and spares of Tk, 150.53
lakhs on 3flth June,, 198,r, (see p 100) out of which Tk.21.0 lakhs
could be saived asi interest iricome only (see? p 101), In cotton
mill s, plrchase xs dane tflrotigh tender , but pur <liase pracedures
do not conform to five "F"'S" of sound procurement policy. An
enterprise shoulci pur'cha'se right quantity

, at right quality,, at

riQliL time, at. the right prict? arici from tiie right soi..irce, ‘Thoi..(gh

purchase is made through tender, right quality items are not
purchased aiid also at right prices. F-or example if an wooden
Almirah is supposed to be made of "Shel Koroi" of Sylhet
district, very often wood of Jessore district is supplied, whose
market value is lower by 50 percent(for low quality). The

researc;;her on visit to the godown observed that sonie stores items
he<J never been i..ised, which could be sold out,, It was also

observed tiiat items wliich would be used with minor repairs have

been dumped in the godown and new items are purchased. This
represents attempt to leak out working capital.

2. Our second hypothesis was: "for pcior collection policy, a
huge fund is blocked in accounts recei vaUjl es. which creates
working capital problem in public enterprises”. Our data strongly
suppor-led thi s tiypoll-iei s. T'he averge pBrc:entage of recei valL)les

to current assets was found 31 and 39 in public sector .jute and

collan te tile WMills respecgtively compliared to llie per entage of
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29 and 25 in private sector jute and cotton textile mil is
respectively during ttie study period. The table 775 in chapter
seven revealed that there was e3cess receivables of Tk, 1866 |akhs
in the public sector jute mills compared to our planned
receivables as per model during the study period,, The selected
jute mills cc;ul(l save Th:,26l laidis as interest inc::ome only out of
the tjlocked f~.Ind, Table 7, 10 revealed tiiat there was e;;<:;ess
recei vatales of TT:;,,242 laidis irt the selected cottori niills arid the
mills coi.ild save about Tk,34 lakhs a-i interest income only out o-f
the bloc: ed re(eivables ,iiorBover , thesaviii q colllid red.ic;e tiie
accumulated net loss of jute and cotton mills to a considerable
entent and could contribute to the improvement of cash flows (see

Table 7.5.2 to 7,5.5).

2 . Our first sub-l1lypothesi s on receivables nianagement
was:"for poor collection policy, a huge fund is blocked in trade
debtors, whicii creates working capital nianagement problem". The
data and investigatioct lent support to this sufo—hypothesis. Out
of total 28 respondents iii our survey, about eighty three percent

agreed that d(..ie to poor collection policy a liuge fiand was bloc!;ed

in trade debtcars iii tlie selected public enterprises,. Table 7.5
revealed that there was excess trade debtors of Tk,a86 lakhs in
public sector jute mi 11ls coinpared to our niodel . The excess trade

debtors was found Tk, 101,, Tk,260 and Tk, 525 lakhs in big, medium

and small jute mills respectively during the study ©period. In
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cotton mills, the &>icsss trade detatot'"B was fourid to tae TKk,80
lakhs in Monno (ol d), but there was shortage of trade debtors o-f

Ti::.28 lakhs and TKk. 17 lakhs in Quaderia and Satrng Cotton mills
respectively compared to otd model,, Ori the whole ,there was
excess of Tk, 35 lakhs block;ed in tr'ade debtors in selected cot tori
mills., However,, there is no provision for crdit sales in BTIiC
enterprises. In jute mills, average col lecti;jrt pt?ri(:id is 30 dayi;;;
as per l.C, But in the year 1987 about 44, 56 and 100 days sales
were tied wup in big, mo-?2dium and small jute mills in public sector
respectively (;:diipal“ed to 35, 16 arid 29 days sales in private
sector jute mills(See annexure | -111 and VI1...IX), This is an
indication o-f inadequate effort to collect trade debtors by the

pltitalic sectol- jlite mills,

I c(llon tetile enterpi”ises ales were nioslly done on

cash basis, but some sales are made on credit to Gover-nment
defjar tfneiit and autcjiionicjus Liodies like, faniily jjilanrting arid I'lealth
lirectorates,, orssunei's stipplier's or[3oi"ation, Militery, Police,
Ans.sr VO, Jails and other semi.govt.. and cooperative bodies
through BTMC Head office. All these Gceivt. and Semi-Govt,
agencies, which are supposed to have enough of budgetary
al locaticn make payfiiei'rt. at a time at the end of financial year'
wliic!l T-eate receivable iailagement pf'oblem, The corfjoration Tlia
not laid cJown any good c<j1lection pcjlicy to realise money
promptly from ille Govt,. Semi .Govt,. and autoi lomoi.ts bodies,, which
agqgqravtes tlie woi'"k:ing capital manage(?ient  profole(n a-f BTMC

errter prises.
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2 ii. Our second sub-hypothesis on reeceivables management
was: "managemerit are reluctant and sometimes become he} piess in

realising advances from amplc:)yees because of undue Govern merit

orders under the pressure of i.tnion au:! soc:ial leaders;-, as a
rejsult a huge fund is blocked in advances over a lcmq period",
Our fintlirigs ii2 ol:ier'vation si..tppcjr tec:! thi s si.tb—hypothesi , Oiir

finciifl!lgr-faojalecii 1liat aut of 31 permcent recei vab les ril  pu)lie
sector jute mills about 16 percent was blocked iii advances
cofnffared to 19 percerit in private sectcjr. Table 7,5 shcjws that
out of total excess receivables cif Tk.IE)66 lakh in public sector
jute mills Tk. 9EMIlakh was blocked onlyin advances. Table 7.10
reveals that out of excess receivables of Tk, 242 lakhs an amount
of Tk., 207 lakhs was blc!lcked in advances in public sectcir cottoii
mills during the period of study. On examination of record, it
was; fcjund that advances to employees in the fcsrm of salary,,
wages, flood and cyclone relief and TA and DA constituted a major
porticin of total advances. In the voar 1987, the tcrhal
accudiul atedemployee advances was about Tk. 597, Tk. 7B and Tk.22

lakhs inhki.g, medium and sfoal | jute mills respectively,

lii 1987 ai.idit Fepor't of jute mills it is specially mentioned
by the au<di (:ors that they were iiif Giiied by the mai iagment that
advafic:;e? aqaiiist wages fjaid to word™Ners is difficult to realis;e,
becuase the management lias stopped deductiitg all advances from
wor kers as per Goverrimentorder . Therefore, the management

mentioned, that they were totally helpless to realise advances



Dhaka University Institutional Repository

198

from workers and they were unable to say to what, extent advances
to workers aru!! empicyseE- will be reciover abi e. In trie opinion o-f
the manageijient out af the total advances 90 percent were arrears
efrom the very inception of nationalisation period (from
March'72). Recently the Ministry of Finance has been issuing
strong directives for immediate reccsvery o employee ativances,

but action as noted by knolwedge persoris is rather slow.

In public sector cotton mills, an average of 2fc  percent
receivables was. blocked iii advances and dv.ie to pressure cvf v.inion
and social leaders arid Gc/verniiierrt. ciirectives, the mafiagefiiBrit is
reluctant tc; realise it~ lhe concl\.tsion is that workers and

employees are enjoying advances at interest free loan by -fcjrgoing
the eriterprises to seek fi.irther loan from the barik at higi'i rate
af interest. This is largely due to irisfficiency of managemerit

and partly due tci leeway givert to wor tier's aiici einpl csyees unicins by

by Gciver nnserit. This indiscipline, if; case of strcing action means
gheraos o-f the senioi"' entei-prise e>;ecutives,

3, Jur triii< siib.hyt;?tiiesis wass "ttagh {/lariliing is inedffective
irl public sectcir ji.\te arid cotton mills". The firvdigns suppc<rted

this hypotiietii s, Out of total twerity eight o-f-fiizials irit.er'vi ewer!,
in our survey, about seventy five percerit resporidents replied that
they did not prepare monthly/weekly cash budgets which is very

vital for' ef fective casi'i plannirig. i-iowever, it was mentioried 'tha'h

they prepare only yearly cash budget -fcir submissicin tci
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Corpor ations arid fiinistry of- fifiarice. [fompar i sori of actual casl"!
in-flows and outHflows have shown that this is mere an academic
exercise having no rei ati onship with reality,, A good management
is ofie which prepare month!y rather /cash hudget. which enafoles
them, when to take loans and -for which period and to ensure
surplus cash it any to be kept in short term deposit ~STD) accourit
which yields some gain., E> ami riation of records has shown that

mc/~rrthly cash taiidget is riot prepared,, The necessity of weekly cash

budget is not felt at all. It is revealed that average percentage
of cash to currerit ac.sets was only 2.02 in public sector ,;jute
mills compared to 2.69 iii pr'ivate sector during the study period,,
The average percentage of cas-h was found 11 percent in public

sector cotton mills comfiared to 7 percerit in private sec::tor,

Accor idng to some authories like Prof, Nigam o-f India and top
manaqgeinent of !l;orpi:;jratiofi, that cash in a well financed i:;cinlpany
should not be less thar: 5 to 10 percerit to i:::over currerit iri-
dei:jtedriess,, (;ompal'ei:l to that cash was fovind inuch lov™er in iute
mills. Hi::iwever c::asfi was foi.irid bit higiier in £<\\blic sector t::ottori
mills,, Coiiifsareid t;:j standarii. Triis reveals that casfi plarinirig is

ineffective in trie selected mills, eepecially ir ,H\te mills.

The fourth hypothesis in this study was; "private
sector jrrt.e mills;, siiow higrier' prices of raw ji\te cost iri order- to
e tract undue coricessions -from the Government in terms of
compensati ori for Iciss, to get cheap barik loan and also to evade

taxes". The data lent some support to this hypothesis,, The lowest
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average per ton cost of raw jute for hessian, sackina and C,B, C.

o-f -five private sector jute m:ills<BJMA) was found to be Tk.7911,

Tk. 5680 and Tk» 10653 coiiipared to Tk. 7118, Tk.5196 and Tk.

8395

of -five public sector jute mills (BviHC) respectively during 1987-

88» Sinularly
sacking and

Tk,1415, TK,,

the lowest average interst cost per ton of hessian,

CBC of -five private jute miils was found to

694 and Tk,1932 compared to lk,1063, Tk,434

Tk.1565 of five pi..iblic secti::<r jute mills respectivel diirifiq

same period,,

Tlie findings show that aw jv.ite cost was siiowfi

tiigher in private .jute mills ctsmpared 'to simiiar jute mills

pubic sector,, it is also revealed froin the iviterest cost

that private

.ciute mills evijoyed bigger amount of bank

compared to similar ji.ite mills in the p!..iblic sector,, Hov'eove!"

be
and
ttio
liii.icl-i
in
ijala

loan

it

was -found that most of -the selected priva'te sector jute mills

incurred huge losses and did not pay ta>;es at all during the
study period.
However, from the above analysis, it may be infurrred,

mthat our eigh'hh h'ypotThesis is 'iirtt.\e to some eMteiit, withoiit being

any defirite

1

benefits by

[ 1 l,!lli o i

ur fifti'i hypothesis was. that uiidue demaru:!

uriions at the instigation of management and social

leaders enhanced the wage and salary costs. Our observation and
interviews lent some suppor'i: to this hypothesis,. Some union
leaders repcirted 'jJiat they were irespired by the maijagemerit to

oy
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demand undue fringe benefits, in the form of extra bonus,
overtime etc. On the other hand,some management people reported
that they were pressuri sed by the unions at the instance of some
social leaders to pay i.indue fririqe benefits,, Hafiagemevit also
mentioned that they were forced in some occassions to bi.y weiglit
jute and lcjw c:li..iaiity ji.ite supplied by union arid Eocial leaders.
However, r-io dov::uilientary evidence was available ts3 establisii this

hvciothesi s.

Howeves" , certain cE:jsts whicii the mills Tiad to inci.u™
whether oi.tbli;;:: iir private tfiov.ig!'!' not justi-fied by product! on
e-f-fort. This emanate from the orders issiied by the Government
efrom time to time t.iCider press\..ire of !l.inion leaders,, some o-f theiii
have become political leaders.

Our sixth hypothesis was s"Cost accounting and cost
control system are inadequate in public enterprises®“, Our data
supported -lvhis hypothesis. Out of the twelve respondents
i ntervi ewevl if; o\tr sui'-vey , majori't.y of thesn admit'fced
was vio e f-fet:.tive cost at::cDi.uiti nq systein and cost control effor't
in tl'ieir enterp;”™-i ses are tistally abserit 'ho contr-ol Civer
e>;penditure which aqqgi'-avatod the .working capital (nariagemerit

probleni,.

The seventh hypothesis in th:iis study was that lack
of coordination between production and sale affected working

capi'tal management prc;jbl eni,, Tf:e da'l:a si.ipported 'this liypothesis.

that
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Out oftwelve e> ec;..;tives intervi ewec! in our survey about 67
percer’it repGr ted that tliere was iac”i of ctjor cdinat i ori footweeri

production and sales ifi their enterprises,.

Our eighth hypothesis in thi e study was; "There is no
basic difference or: thelevel of ef ficiefiriy between pi.Ablic and
private sectcii'eriter prises with respei::;t to inver-itories,
receivaibles and casl: coinponents of working capital manageiiient ,, "
Oiir X analysis in chapter-- s;i> sucported this hypothesis. No
significant association was fo\ind on the efficiency of iiianagement
of inventories, receivables arid casii comi:jorient!;;;. of workiriq
capital between ps.ibic and private sector jute ar™l cottori te>;tile
enterprises, However’, it was iaund t™Mat some private sector
cottori «ii 115 are better conipared to public sector,.

Our nineth hypothesis was that, public ersterorises
ar'e overisianised either by ghost wor'kers/or by si.irplL\s iiiariageri al

riec:jple of tlie disirivested mills- and seme workers especially wunion

leaders dc; not work at all,w hich increases undv.ie wage arid salary

costs in Di.iblic erriers. ses coffipar ef:!! tci j:lrivate errterpr'i ses. O\.\r
data ari:l observation iridicated scjine evic'erice of support for- this
I"iypotiiesi s» Tlie wages arid salary costs were fourid fiigher in
public sei;:;tor- .ir\te mills cotnpar'ed to private sector’,, The aver'age
wages crjE-t rioi' i.ori sfhessi an, sac ki rig as'id CBC was Tk, 7157,

Tk,4546 and Tk., 7512 respectively in public sector jute mills

compared to Ik ,,6399. Ik. 3660 arid 5403 respectively in thle
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private sector jute mills,, The average salary cost per ton of
hessi an, sackirig and CBC wbe- found Tk»1442, Ilk,, 871 and Tk.1690,
cojiipared to Tk,1601, 1k.787 and 1'k,1634 iti pLiblic and private
Bec:;tor ji.tte  fM.11ls respectively. Syed Nazri.il Islam, ttie thevi
induBtires minister <1974) in his soeec;:h ori the floor of the

parliament house mentioned that there were twenty sim thousands

ghost workers in our p\.blkic enterprises,, Tlie surpli.is labo\.ir still
exists in public enterprises,, (Ref; Habibullah,, Accountability
structure of public enterprises in Bangladesh, u,G,, C, October,

1988).
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a.z2 POL.1cY IMi...l Aiiohs
Based ori the review of iiterati.)re on workirig capital

management, and the analysib carried out in this study, some

recommendations are put-forward whicTi liave policy implications.

a.2,l1 We are confident that as we go along with the impleinen--
tatiori o-f 'the pac!;age o-f tlie model retroi-i-iHiended by t.ts in
chap't.er severi, wi.ll enable the managefnen-i. o-f public
efiterpr i ses in ji.i-te and cotton te;-;tile iridi..(stries ftc;
manage -their workirig capi-tal mos't. e-fficierrii.ly and
e-ffectively

8.2.2 We suggest that the inventory, receivables and cash
norms should be given effect immediately, while action
should be initi ated to implment the new approach and
wt'iere -the inckividual mills seeks addi-t.ionai cash credi'fc
-facilities on regul ar basis, the lirsiits will be -fixed on
the fjasi of cesigfled iforn

Q»2,3 It is sntjges-ted 'that e;-!pc;rt inceritive sci'ierfie like e>:port

bonus scheii-ie  si d be given to ji.,rhe indi..ts'trv
i fiiiliedi atel-y to sa've tf-ie indu!:;:;-try -from rviinatiori, but

ah tiie saiiie time? the manac;semen-l: of the iu'te en't.erprises

are e>!pected to opeate their enterprises at least at

breakeven level,,
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It is suggested that the enterprise management should
be cDur ageouc;;. enough to resist any undue inter-ference
o-f the 1labour union and the Government also should look

into the matter to save public enterprises.

Measi.u"es shof.ild be takeii by ttie Go'-Zernnien'h arid trie
enterpris.e manace”ient to stop an-y inefficiency and
corruption in the public sector iute and cotton mills,
It is suggested that manaQement audit should be intro.

duced in ail enterprises immeidately

The viorking capital gap will have to be computed by

the individual public enterprises, the extent of bank
finance will be arrived at and the overall credit will
be fixed oii the basis of suggested model as indicated

in chapter seven.

Managerial competence is ai important factor it 'the
efficiency of opera'tions, reflected in profitability

and working c::ap-tiai arid firiant:;ial niariagefiierit. The

tjaiikei' ¢f 1lllie entei'priise providinggasi edit, stio 1d
keep in mind tiiat api<rai sal o-fmanagemeri-t may be
essential,, it is recommended that banker should under.

take si..tperVIl sed casti credit sys'tei®i, pai-ticiiilarly as we
place a iiew empiiasis oi'i '“Zaiability aiiddevelopment

i'athei'- ti'ian on sec-i.ii"i lv aloiie..
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Speicai training courses on working capital management,
tinancs. al nianageiiierit, and coBt coritrol should be organi-
sed for the p\..ibl:i.c eirterprise officials at the
fcfangi adesh Mariagement Devel opfisent Centre and other

traifijiilg instit;itionis,

Eaci'i barik sfioiCid conduc:;t banket" biiir rower seiTiiriar' to
create aii understar-idi no between tfie enterprise

o-fficials in the respective ban!;:B and tfieir custoiiier

It is being recoiiiiiiended that attitude of richer section
of customers claniouring for foriegn textile goods should

be changed through motivation and curbing sumuggling.

It is suggested to produce quality jute products at
ffiiniuiii cost to face export market and internal market

mfor ji.ite goodEii- shc:)uld be extended,,

The present practice of BI'MC's ail<::>tment of raw iiotton
to the irl<li idiial te=tile inills witTiout coriti<ering

its r'equireinent and the same should be alloted ofi the
basis of rieed and si.iggested riorm, wtiich mi.ght help to

reduce t?ie blockage of raw material invrietory,

DIRECTIONS FOR FURTHER RESEARCH,,

Storking capital management in public enterprises in

Bangladesh has received the attention of the Giovernment, Banker,

Managemervt, Academician and by the general public during the last
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decade. Saha <1932) Hossain <1984) have provided an elaborate set

o-f premiseE=- and agenda -for additional research on workinn
capitalmanagement in the public sector jute and te>:tile
industries in E~angl adesh. lii this last sectit:;;lii of the chapter

some aspect of work;ing capital management in public enterprises
areraised vahich, the researcher believes, warrant further

research attentiou,,

8.3, i.imitations of ti'ie Sttidy.

(i) The study is limited to only three jute mills
of Dhaka Zone and three cotton spinviing mills

of Tongi Zone of BJHC and BTMC respective!y.

<ii) The study is main!y based on the annual audited
k<al ai'iize sheet anc!! profit afid loisis accii(irits,
management inforfnatiori system reports, bi.idgets,
gv.iarter-ly ji.tte goods statistics, and the infor.
Hiation collected thrt:jugh questionriaire t<y
Inter vi ewvi nqg key persoru'iel of the selected
mi. 11E and Bui'iC and BTMC head offices. Data for
weekly or monthly variation in inventory level,
recievables arid cas-ri, woidd have beeri iiiore
mean3nqfui, but reliance is placed on yearly

basis data in the absence of ti'iem,

<iii) There are also limitations in regard to the

(memory and laiowledge of t%ie respondents.
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(iv) The absence of Bome of the relevant cjfficial
data and internal audit reports for our purpose

have also limited the scope of our study.

(v) Due to the inflationary trend of economy in the
the country, and from the point of view of the
di m.nuatio”™ in the value of mofioy di.sririgq the
period of study, the effectiveness of data may
be questi CHied. We riave tried tciminimise tiie
gap but due to the lack of priceindices from

official sources, we could not achieve our

missi on.
It IS- ture that all such limitations are ccjmmon to any
type of research worii, but we have tried our best to minimise the
probability of errors through a logical cominbation of

questicinnaire and using direct interview method, which we suppose
WDIAId help tc/ fifid oi.it ti'ie aiitl'ienti cely of data ori the hand and

carry ori the logical arialysis of data on t'me other,,

riowever ,arialysing the at;Ove 1ifiiitaticir®s, and based on
the present researcii study, a few recoinmeridations ar'e given below

fecjr fiir-l her stidie 2

ii) The sti-idy be wudriertakeri in ttie othei’ zones of ii.ite and

(31llon tex=tile inills respectively,
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<ii> Specific research sti.idy may be undertak:eri on each

component of working capital seperately, i.e. inven.

tory, receivables, arid casl; pcisi.ticins cvf iv.ite and

cotton textile mills respectively.

(lii) The detailed stuciy ciri the cc”i.irses cif operating

losses::-. abE:-ence of grc;<s5 inaroin, causes cjf 10Bses arid

low pro-fit may be made to -find out the -factors respon-

sible -for the negative and lciwv earning power covf the

ivite anc! te>tile nillls respectively.

<iv) Another study may be made on the basis of the price

level adjustment acccjuntig due to the inflationary

trevid o-f 'the econc:;riiy.

(v) A detailed study may be undertaken c¢;n the enviornmental

e-f-fec't a-tfecting workivig capital managenierrt in tiie

ptibll {z efvtei'di’ises,

<vi ) Ancjtiier coniparati ve study on v-jorking capital mariagenierri:

may be inade between public and private sector coinpcisite

cotton textile mlls.
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hILi Viilue(t trends' over 5 yrs)
TW TW 1w
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Ju] n
apiul omployt-d IvOo  1.33  1.83 79 131
riel; Ir .itil 1fJ'jrc taxxioo*" %
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mc .|'| ui i-0i I—ji (6
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j'ld led val ut;
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-d? ' h.6-\
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Siilling m Uif.triblition Ovorho?>cls
Gener/il

/ximn. Ovt'rhcnds

y(f) rc ifition

Interest
Coriiorntion Tux
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'e7.51 173.92
37.98 16.15
577.11 62™8l

(1*7.07)

19ft 1987
Ww 000
626.9° 662.29

A8.92; (31.91)
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Finnncial Yoor Nore of Conprny T MLti
ending (Into
[nfo mation
vinnf Iffii* iZ<85 19 86 1 ‘9 87
Kef Accountii Items Novl,mu / 000 0(x3 000 000
50j Lane: C Bid. (at coPt) (1)
51 I'lant i- I*Inchinerv(nt coBt) (i)
57 VehicleaCnt cost)
53 Interaot in other coni>nnies
(associntod with tho trade)
5. Lonf) term invGBtment( not 1
OBBc.elated with tho trade)
55 Dep)-cciation to (Into
VCT/iL KIXIlib TANUMLIi _ASSIiTS 771 /1.561 111.67 95 71 103.71
(50 to 5'i-55)
57 StoclTTrnw mate tin 1h) Tk) i.'1I5%6P 70 m'4'7:89~ T.G1
5C Stoct:(./IF) (k) 111.11 13.02 1n.78 11.95 -
59 Stcclc(f\iiished aoods) 't.11 (oo6  115.26  66.3+ 3't'+3
67 STAMATrrfHr T 7ri '6.1'+ m;6.P6 3'48.52 ,150.55
Tn'le dcbhoi-E 77,86 217.88  133.93  166.77
61 Carh 37.08 32.58 1.66 0.N2 01.0
0; OU.ar easily ivalisnbje nssct.s j3L..60 78.50 99.23 1'(9.8~ 152.37
<0 VCT/.L CIWiSirf ,'iES;XS (5" & 6r>) 333.3. Mge7.8? 561.00  '151.19
6" Tax cue 93.07 92.57
"aB5 intcroct due on lonn '1 ,
Bnnlt overdraft 71.Te6' 7. % 7b .38
67 Uiitiilands due ollier liabalitie;: *67.6,2 217.08  173.91
Trade creditors )' 231.01 27'+. <0  169.35
~6~  1OT/.L CUIUUINT LINILLI"Jiii(6t to 68) I313.°t i 3871 863.36 602.01  '+19.6'+
70 Isisuo ordinary shnrea 139.26 39.26 "9.26 39.26 39.26
71 Innusc'. preference Hiifros
72 Long tferm loan, dniirituros,etc. - 6°i.80 86.5' 99.71
73 Iti~tninod onminys mil reaerv h 55.1v 3'i.oy 17.13 (50.90) 21.8't
7J I'dV.L LONG FUNDS(7f to 73) 94<+0 118.1j 116.19 7'1.90 160.82
Uutaic'.o mii.C'rity intoreB'n in
suboidinry com[>aniiea.
76 Ci)oc111 jpntuntt, tr«dt:!" rka, etc.
77 Number of ordinary nlnros isnued
D2;;iviD  KKIiUKii; Unri vatioti
80 Not vnrth 7TH71+73 73.35 51.39 (ll.6'+) 61.10
1.4 worting Capital (i-60 14.87 'f6.58 <451  (+1.01)  31.55
82 Etjuity 3harehol(l< ra funda 70+73 73.35 51.39  (il.6'0 61.10
M- Tot-1 riaset@allsble) 56+(i3 IM P 5 979.5+ 656.71 55+.90
PA capitf; 1 employed B3- 6 72'7. 118. 5 116.19 75.0+ 160.99
85 Operating assets fi3-v53+4"; 391.0: 505. '5 9v9.5't 656.71 55*+.90
86 Liquid agsetiH rioO+6i+6r! w00.5't 173’+ 318.77 28+.27
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contribution
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profit aftor tax
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ATI* M xTilnaaticn of ratios
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@ac.0'o
13)
2. 2
't.2B
50.9
2
77. 2
92.
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174
0.7
o1.

rn c.ap.trl

vJiiniUn t.:nnovor of
c,->ritnl - minb.jr of time

% pro'it r.vrgin

931

GMirlo to r.'an/ijerif'l pcr-
“%nnce in UHINg naaet
Qvailablo to nwenf>g<inunt
ndd :d vnlue per i ¢.
~N'69)erntinr assot-use sales
if nrtdoc’ v-luu not nvni-
Inblo. I'ici; Botlon of nsnot
utili.sntlon.

I icnt™a tu:".ovijr ol
atoci:3i

ngninat obsolanco(noto
365 -r F denotes days of
stocks.

Utilisfltirn of fixed
nssets.

Utilisation of staff fc
labour

Indicntas 'vhetber capital
intensive.

ilith rnto indicntria .
nvRrtrncling-low rate

ini‘icatrs p'or use of
working c.?j-itQl

high rete Indicates
vulnerability to trade
fiuctuntl-.nc and cash
shortage.

Col liicticn pjriod days
cr'iditn allowed to
"ebtors:in(’icotes capital
tied up.Use soles on
crndit if cvailnble.

Cur. rnt’o O/r. liahi litie»®
must be paid from current
as.octs.

-ratio 2 + ontisfnctory.

shows whGt".Gr sufficient
cash otc. to iiay creditors*
Ii/iti ' i + r>Qtiefactory,
saloa v-'I'~.arabi lity-

«Jiov'S <;:tond of coranit-
iliont to .fix ir. ovorhfiad fi
‘lenco vul ijrnbiHty to

fall in orlo

"Financial (;onring"

Ord.Hiviajn(’ cover-showa
how coripany can maintain
("iviii;nr' vii(’- should be
mtor\t 7,
’No/a proiitr.bility
s'lar.j'ioldoni cppital
eaniiigr t.oyor fro ! iiharc-
hnifloro "iow
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Finnncinl Yenr
cndintj dote

IMJ-'OICANT; Chock tlint

.ang <ar Conyviny

il m T B1f'Imn t<on
Yonr P oy, IQL... 19
Hef Accounts Itfims (Noti". 1 » rxx) ono. 000
50 L(int. C Bid. (n't coHt) (i) 1
51 i'lant C Wachini;ry(nt cost) (i)
52 Vohicles(nt cnut)
53 Intoroet in other conpnnii®B
(iissocintod with tho trndo)
5 iono tottn investmtntC not 0.35 0.35 8.5<’ 6.03
BiiBociotcd with the trodo)
55 D<!procintion to dnta
5 TCTAL FIXiiL. T/ANGI)JLii; A.iSCTij 26,19 'tA39 <516 61.39
(50 to 5'i-55)
'57 Stoc::(raw nntcrinlh) Ck) LOV?2 u7.39'm
. 58 St.oc!;C/IF) (k) 115.06 15.62 11.53 10.7**
59 Stoclc(finishod rioods) i G.2P. 93..mMa 17.02
60 Trnde ":I6btors(4-t«—>r>c<itMett iitorer. > sphrros 79.5¢ v‘9.6: 2V1.01 131.09
£ca--Jiea.uUjbi«) Tr.'rdn debtors 16.2: 15.93 18.27
61 Q\nil 90.21 '=9.32 6'+.35
62 Other easily r>Inlienblo Jisaots 163.9"iCr~.lo 179..2°8
63 TOTAL cuiuiaiJT ASSETS (5V ftj 6r:) i 619.6™ "55.17
@i T(\x Ciwo 1+6.69 16't.7j 138.07 Vv'-0?
mn5 liitorost due on loan 1
M, Bjink overdraft i 56.1'i 55.56
67 oLh-" liu.alilio: jo6*02 519 89 0 9
6fl Trnio creditors I'rj.io 0.08 22 .15
69 TOTIX CUIUUINT LIAilIXirHiy(6't to 6fl) B89 13 7210 623.62
70 liisiie ordinnry Bhnres 20.00 2c.00 20.00 2C.00
71 »,.rMoa Quvt.AdTance Equity 13,22 =fy.22 ir/.22 63.20
72 Lont term lonn, dciinturosjotc
73 Hi tfiilncd unmings rtid rcservi s Ig3 16 1(72.5 ?)(107.9< ) (186.03
z1c PCT;.L WNG TbhM FUND.S(7( to 73) 50%9*11(35.3)) (60.76) (102.79)
_75 OutBi:B mitiot-i ty int<irC;s*n in
BUbsidiory canipnninjH. i
76 Gootfvdll ,potents, tr.-uKif rks, nhtc.
77 Number of ordinnry rl'ViJs is'MKd'
D2;".IViED KIGUIVtSI- 1j:li
80 Net vwrth ?HTIA-T )(60.76) (102.79)
m  Wnr'~ing Cnnitfil 6 I-C.I (6y.78)778.04(11%.5% (168."*5)
82 Equity ahareholdora funds 7"~/3 (~3.16)752.54>(60.76) (166.03)
83 Tot-,1 c'.sset(tnnfi-blo) 5)+<v3 W .20 pP53.51] 66'».90 517.56
Cnpitcl employe 1 Ri- 09 (: 20.9%)(35.3¢f)(60.76) (101.03)
BS Op<3rnting nssots B)-(53+5") >)".85 I353.id 656.38 510.53
-M Liiluid Assets B(t+6i+r>:: 2 ’~+.78 j?70.y<j 233.89 261.9H

1-75

! i9f7

000

6.03

93.69

TiT*37* N =
7.91
30.56

W .ct
32.38

61.<*3
171.91
h?zJrd

11kS.98

55.7*"
381.09
13.69
607.1s
20.00
*45.95

(188.24)

(112.29)

(113.29)
(183.76)
(168.2*1)
517.11
1i15.09)
511.08
265.72
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ANNEXURE-V
idbh o- t.'.e conpnny

n of rr.tloa

'm on cnpitnl

Li>rii'l tiBn-)Vor nf
c«'-itnl - minbijr of time

Glide to Pfinnr~erial per-
fomnnca in using nsnet
nvailable to mrtnngnnont
nddi.'d v&luo por ™ ol
operntinr nssot-use sales
if ncldei: vrinu not nvni-
Inble.Incl'cation of asset
utilisation.

Inricntus turtiovur 01
stoc!:si high rcitc ij>»*iixla
ngninat obsolonco(note
365 T F danotea days of
3tocl;.s»

utiliBfltirr -jf fined
nssots.

Iti liaati'in of staff &
labour

Inrticfitf.'n ‘vtietlifir capital
"nteiisive.

ili"h rate indicatoa .
ovftrtrac’ing-loVv rate
i'l'.icat. s p-cr tis< of
working Cci-i™nl

high rpte i i;;icates
vulnorfibi li ty to trade
fiuctunti *no and cash
shoi~tane.

Collocticn period days
cnsdita allowed to
<'ebtors:Ani'icntes carital
tied up.Uso sollie on
crodit if avfiilable.

Cur. rnt'o Ci'r. liabi litie*
must be pnic" from curnint
asr.cts.

-ratio 2 + nntisfnctory.

shows whetior stifficient
cash etc. to ;»wy creditors,
I"ntio 1 + soticfnctory.
salca vulnornbi 1i t.y-

sliows i:xxtonri of comnit-
mnnt to fixucl ovorhf-ad f«
honco vulT .'rability to

fall in nrlo

"Financial fjonring"

Ord.Hividt'ni’ covur-shows
how coi'ipnny can maintain
(livitl'ind inif> ahoulH be
abaut P___

Shown profit.-.bility
sharo'ioidorii capital
onningn povo:* froci r.haro-
hoidora point of vit'w,
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ANNEXUHE VI

FINMIClaL AN/.LYSIS CONIiULT«NCY TECHNIQUIiS - CALCULATION

SATRAMa TEXTILE
Taka in lakh

Il rofit nnrt Loss Account Informntion

Yenr onriert j1983 igB4 1985 %6 19 87
1I»>f AccountB Itfns 0[X) 000 000 000 000
10 :>nloB + A75.28 530.96 523.56 588.23 512.79
11 Inventory IncrenHO + or <locronH<i- 1(2.77) 3.22 (73.0n)  (80.7%1 7.3~
_____ r—m— |
12 Other Income : * J >¢.05 13.79 *Tr* 1.71 2.89
13 Materiols fit (t.0. larts j‘Jo't'OI 309.60 325.86 308.72 260.33
It <'Lflbour o o o 58.22 71.68 83.87 111.29 125.19
15 el foductldn Ovcrhoiids ' 95.56 57.50 57.88 57.37 S$».83
- 16" H f- D Overlienris
; 1. 1;. N
17 -Selling”f.,.Distribution’ )yert>(ja<lai
iS. G_enernI'rAfItpn. Ov«;‘r\/'iendfs' 22.98A" ' 87.54 95.96 mm TOr.7; 75.26
19 Uoprecint®on Al _m k.2f> 3.3 3.33 U<6  8.Its
Interest ' . ' 46.U2 57.22 20.68
22 Corpomtion 'Rix
23 1rrsferongo dividend ro.i Viia@; -
Ordinnry mdiviUonil' «' I'l.
Increase eI''t Votiimid" fSBmirigs and' * AN (ell.1
roservea. T o (332.93) (331.9~) (320.08) (392.6 7 ('dl.
DKiaVJiD FIGUKIia , Ut-rivQtion R \V
30, ,tot«® Revunuu 10 + 12 <479.33 5M*75 528.30  509.9** 515.68
b A L
31 Averngo-daily oB ' » 365 1.30 i 1.45 1.%3 1.61 1.*K)
32  Added vnlue j 10- 13- 11 16850 22158 W98.77 2».80
33 Contribution 1 | loi II-(I13+1''+] ;) 10.16 88.96 128.99 35.22
3% Operating irofit 1 10+11-(13 t« 1) (12.82) 1.i*2 133.03  169.53)
35 Not profit boforu tax (8.77) 15.21 137.7/ (67.82) (7.39")
f3'»+12.
I okee -1\ f'\ 1
36 Net profit aftor tax (8.77) 15.21 y?.7? (67.82] (7.89)"
- JiiTfcrn»U .. . 35-21-272.
. . pec. k| ) 1
37 S3edinnry enninoa *3fi-23 m
o I nJ
Cnsh flow J ,al . (328.67) 328.51 (316.75) (3«8.i() (<03.1

43 C.N, of soles . ] ‘“U2.00 139757 553.01 Mf8.3i
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Kinnncinl Yt'or Nnmo of Cotnpfiny
cnc tig (Intu

iJninncc 1Jhuut Infornntion

Yonr 19 83 w 85 1986 1 1987
j [<ci Accounts Itoma (Notiis) oco %ooo 000 600 000
50jl.anC/C: cost) (i)
i'lant C ilftchinery(At cot;t) (1)
VehicleaCnt cost)
53 Inturast in othor conp.nilcfH
.(aa~cinted with tl.( trndi;) 1
o e e, R
55 Deprocitition U dntu N i-
1 TCT/iL KIXIiU.TAfHi] MLIi.A:iSET:i 1
(50 to 5%-55) 58.86 559 53.25 58.71 67.97
57 Stocl;tr.5w pintRrlIftl s) (k) 26.57 78, ..52-.75; T77c ' m
5fl Stoci;(./1i") (k) '+.80 3.09 8.20 8,24 6.89
50 Stock(fiiiished gooda) 6.68 6.89 81.b* 0.90 S. 2k
60 Stereo & sparea 55'AQ9 *»575 48.70 65.46 88.59
FIxUjfii-idfiL1jd TrArtu rfuhtora . 15:85 ®6:55 W2s:?2—  29.59 'W.79
6i Cfish : 82.89 '+2.21 102.97 99.18 17.49
6;j Other easily renlisnblc nsscts 1'07.02 “Q.gi 49.79 75.07 52.94
63 VCT,l, CUMISEJT ASSETS (5 io £2) 2*3.417 247. 43 365.6( 335.45  265.01
6t Tax diKi ) A .97 *6.83 100.46 100.63 100.41
5 Intoreiit due on lonn ;_
Unnlc overdrnft 10/02 'p.'02“ 0.02 - -
67 I>ivrenria riue other liabllitie 1 377. . ~ 37%.9' 381.14  263.81
&7? Trnd.e creditors J3.63 1.85 21.44 20.%*7
69 TOTi.L CUIUUINT LIAIiitJLI’1,tiS(6'» to 68) V6.37 #122° *77.27 483.21 384.69
70 |ssuo crdinnry shflrea 38.76~ 58.76 38.76 38.76 38.76
7 113.%5 1°6.2i 216.28 >46.28 302.59
72 Long tarm lonn,doiioituros,*itc.
73 Rctninod camings erd r<>serv<a (31 3.98)(329.9° )(307.13 1 (371.21) (411.61)
7'»m TOT;.£, long TAi/IM KIINDS(7r to 73) (16 7.vvXx 117.6; )(52.09) (86.17) T4B:83)
f'j outoiclj mi<clti-ty int(lrn<eB in - m

suboicUnry compnnios.

% Goodv.i 11,potents]| trndo-i"rAi, etc.’

77 J'liimbjr ordin»ry al-irea'ilsnuod .
Dil'.lvaD FIGUKIJ.- . Dorivnticin

flo Not v.orth >>+a71+73 (' 67.77 (n't. 2x52.09 KB6”r?) (48.83)
Ot wnr'.fing Crtpitnl- 63-69 a 32.90 (16 il)(111.£ 1)(147.76 Tri9:6BT”
fi2 Equity ahnreholdi ra funds 71+73 a 81.22 1(291. 13)(52.0? )(86.17) (70.26)
F'® »ot-.1 ~£3":0t(tfinniblo) 5461 y 2.33 103.02 J»I8~1 394.16 352'9r m
3" Cnpitr.l employe™! me67.77 1(103.)5)(52.0t )(89.05) (51.71)
"5 Opcrntino nssots fiT-~5)+5'>) 2.16.06 196.75 412.64 387.89 326.7l

S6 Liniiid ansete 6(" 61+62 0.76 11127 vNM 20384 1i4.22

JT. Chori' 't
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ANNEXUHE-VI

Ntic o' t©>-C conpnn”

Explnnnticn of rntios

retym on capital

f.nnuls tiinrvjver of
c.ipitnl - nunber of time

% profit margin

G'lidu to pnnnjori/Zil per-,

I{\I fomnnce in using nsset

nvailable to mnnngonent
nddr.d vr.luo poi- pof

!ﬁ operotinc nsset-uae anlea

if nddoi" v-liio not nvoi-
Inbla. Ind."BQtlon of nuflot
utilluntion,

iiuicntus tui-i'iovor oi
.atockai hioh rntc

ngninat obsolonco(noto
365 -r F djnotos Uny» of
StoCIvB,
Utilisfiticn
nsstjts.

)f fiicod

Utilisation of staff &
labour

Indian too iviiutlier capital
intensive.

wJ)'-;h rnto inriicfttns--.
ivhrtrnfling-lc'w rate

working cpj-ital

high rpte incicntes
'/ulnornbi li ty to trade
fiuctunti.';r.c end cash
shortage.

Colloction p.'riod days
cniditn allowed to
debtors:in(‘icntes canltnl
tied up.Use aalea on
credit if available.

Cur. rr.t’o Cvr.liabilities
must bo pait® from curront
assota.

-ratio 2 + oatisfnctr'T-.,-.

shows whether aufficient
cash etc. to pay croditors,
llatlo 1 + onti nfnc tory,
»mU;o vwlincirabl 11tv-

showB extend of commit-
mont to fix'.jd overhead f«
hnnco vul Tjrn'ol 1lity to

fall in arilo

"Financial oonringTF

Ord.dividend covor-showa

how company can maintain

dividend viic’- should be

Lhout

t'liowo profitability
‘'v'toldoni ci'pitnl

"n-.iios “wcr fron nharo-
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Annexure -V 11

FINAIICIiiL ANALYSIS CONSULTANCY TtC‘'<NK<UKii - CALCULATION SHiiiT.

CHITTAGONG JUTE MFG. COMPANY LIMITKD

I'rofit nnil l-or.s iiccount Information

Ye«r onded }1‘.)83. N
Ucf Accounta Itt*ns 000
10 Soles 3'46575
11 Inventory Increnso + or decreoso- |"3300
12 Other Income 56
13 Unterlinls HO. Inrt« {1133538
I't Lnbour n
15 Iroduction Overhends i.9168
16 R r D Overhends
17 Sollinci G Distribution Jverhonds 3'02~
16.! Genernl Admn. Overheads 8783
19 Unprocintion 3192
PC -
21 Intorost n 1i9%57
22 mCoriiornti-on Tnx |
23 IrnferiiiicG rtivic\>nd
i Ordinnry diviUimd
25 Increase in retnintid onmings nnil (154~77)
reserves.
DEIilVjiu FIGIJKIiS Uarivfition )
30 Total Revenue 11 10 + 12 377229
31 Averr.go daily snles 10 -i- 365 91*9
32 Added vnlue 10 - 13 11 16335
33 Contribution loil 11-( 13+I'j+15,\5601
mii Operatina 1rofit 10+11-( 13 to 1?)i?2168
35 Net profit before tax 35725
and intorent. 3*+12 r
36 Net profit aftor tnx 22268
and intorost. 35-21-22
37 Ordinary en>"inos 36-23 2A268"
< {1 Cnsh flow 75+i9 (12285)
" @ ;t of .falea u 2V5062

11

nTr

1984

000
303303

3759
1440
157*720

108806

76656

2U67
2031

3479

1(50186)

307<3
830
i 83*77

2'41'5)

(26608)

(1*1816)

1985

000
4585”75
61407
2208
397'*99

130133

78823

2530
25 -

3723

32039

(178698)

‘460733

1256

122*453

(

155751)

(i<1816) i}( 155751)

[‘46*37)
J7*'*8

(175275)
581936

198~1987

000 000
46208" *443678
57888 60462
1314 1302
15632. 179129

16742~ 193183

11983 112134

- .
3310 6221
15891 ~804T
37224 *4016

3v595 32*457

(25606 O U 85078)

*463395 “*48980

1269 1215
5636*47 32~'H
(70873: (15387)
(7U18» (21608)

(72870 (20306)

77362 f(32*47/)>

(7/362 (32*427>

(2523> )(284W2)’
3775*46 *»i™0i«
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Armexture VUI
Finnncinl Yenr CuilfLxiny
end'1 @ T”a In thoucands
JaT - 't Tnfnrnntion
Y-'Pr i>84 i> 85 198 1 i9 87
Hef Accou>it3 i coins (Not(1S/ | (e0) 000 000 oco
[
50 Lnn(" C Sid. (at cost) (i) i
5j i'larit £ K\chjnflry(nt cost) (i) 1

Vehiclea(nt cost)

53 Intoroot in other conpaniefi
(asiiocintod with tlic trade)

Y. Uin ; term investnicntC not 686 "8G 686 734 864
assDcinted with the trade)
Deprociation to ilnte 009 W29 77848 81475 84434
Sr. "X'thL P'IXiib T.vNGIBLIi ANSETS tlo765 21421 21524 20738 OO
(50 to 5~1-55) 1 .
5v Stoc;;(raw matfirinlH) Tk) * ‘
otoc'.; (JliO (k) 1
¢« 59 St(‘c™.(fiiiisho'l gooda) w332 156269 237948 168804 173040
>)0 stores k spares 37719
luu iviail Bad debts J50<t6 18408 17416 24721 42807
<1 cpjih 1081 5vS5* 1316 2404 10585
67, Other eaaily nalisioble nsaot.i 15831 7322 21858 27117 2f}?2n
£3 VC'"AL CJIPVeUT -iS5iTj (sv t r,r:) 10762'(221685 323984 2233*+2 253211
Tax cuo <4124 3896 34#1 10206 10206
m65 Interest due on, lo/iii . -
‘65 Bank overdraft >8770 iV576S m3To9"E-:
67 other liakilitles «07+9 41471 73327* 84581 97723
Pfi Trnc’c creditors 4593 N7366 42432 17299 14369
69 TOT/.L CUiiluiN'T LIArfILI"Niii(6'1 to (HL) 1T/93s 1986f 2 430372 4?/5"3 502157
70 |ssue crcUnary sliarosi 35000 25000 25000 25000 25000
71 rred liabilities 13i% i°43 1343
7r. LtINQ term lonn. 13099 13"6o0 12460 13470 26611
73 Rt.’tfiinod eaning.s fful roscrvis (~160 (5018<>(178698)(242743) (275161)
1 I'CIj.L LONG TK/JI AIND>(7i to 73) 3n""82 10383 (139895) 120%283) T23550)

UuCtii '3 liij’l.'I'i ty in torofc  in

» mSiiwoidinr> conpaniiiis.®

% 3 Cootvil 1. 7+i.'n 1erici-T rks, Oto. 27 0000 ;50030) 25000a 2500000 2500000
1 77 NiT.-b*r of oi'djii,Tj-> /' woh i

j XO. I'li.Ului Deri vation

o fvit e 2)+2i+73 - <4283 [23843)(139895) (2177+3) (250161)

i e'nr'-.iny C.ir'itnl 61-69 (m 0315) 23033 (106388) (204201) (248946)
M iiquiLy J.uroho lil( r-i funds 7"+73 2< 840 (25186) [114895) (179283) 250161)
PP tiiir’ bio) _ 12:n439 2'*5508_. hhobo ;802-TT -
Sii car'itr.] employol B')-69 o5<» 244454 ( 34864) (- 83463) 2219%6)
fi5 Operating assets «3-03+5't) ISF>753 i #2720 544822 ;43346 279347

86 Lii’iiid assets 60+61+63 49<.58 41510 160590 5452 80169
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Annaxur* - VII

Vo e ,or 5 vrn NTio o;” t>c conpnny CIMC
Hntios le. £ £ ICjrplrnntion of rntios
» Neglltl' e .
n—t profit bofort® [er] capit*l empl etum on cnpital
cnnit.Tl oriplr>y<d

..nniVa ti:Bnover of
3ri<3 i ' c.-iritnl - nunbi.T of time
cnplt.-U Inpl yoil sa-
nft prnfit hcforn tTX kv ?f_\ 0 % profit nnrgin
sales I\
on>;r.Ttin;] prof.Lt ,, mf;;: <0 Gni<li! to nnnn”orinl per-
opnrntinf) nasi-t.i w fomnnce i« usino asset

Qvailnble to mnnnpopient
ndclutl valuo odd :d \_/0Iu0 pur of
operntinv! hskt.'t operntinr nssot-iiae sales

if nfidec. V'liiu not nvoi-

lable. Incl."OQtion of asset
utilisation.
Cost of HildB Ini icati;Q turi-.ovur ol
st/ cl3 stoclist hi('n rato ‘jiicnla
against obsoli;nco(note

365 T F danotea days of

stocks.
nrtdod value/fixed rv.spct Utilisation of fixcii
. r .. . . (. assets.
ndi'ed vnl'io Utlliantion of staff U
tio. <!nployc( H labour
fixod fis.set Indicnteo \/fietlier capital
no, i;nployilos intonsive.
sni OK lliph rnto inc’icatrss".
workino copitnX liegi tiv (_)ve_rtrn_riing-lowurate

indicati®s p-or iiso of
working capital
stock high rfte incicates
working c?>pitJil Nefatl vulncrobility' to trade
fluctuation:; and cash
- shortage.
tradlc_)_fthtor Colliicticn period days
av.fi.ily 3al<ls croditrt allowod to
N I'obtorsiif-i'icates capital
tied up.Use aales on
credit if r.vrilable.
c_u_rront a‘_S'S<;FH_ A Cur. ratio C.!r, liabilities”
ciirntnt liabilities must be pail' from curront
aB.ets.

-ratir< 2 + nntisfactory.
linui(! pH'_v"_Jt o ithowa whet".or sufficient
surrent fifibriitios cash ate. to jiay creditors*

toti-' 1 + BfitiBfactory.

. . saloD vulr.crnbility-
contrll?utlon i stiovrs (.xtend of comnit-
operating nroti \ Na, 50ti r kulan:!lont to fixi;r™ overhead f

honco vulTiimbi lity to
. . . fall in Dclo
fixed int(‘ro3t capitoT "Financial rjcnring'

canitnl onployood

oyed
onlinary rninn(not) Ord.'Uvidenc' covur-Hhows
gross orilinnry l'ividund how company can maintain

flividand vii<> should be

[ ] P

A -
n ;e;r\c/).lolrtt“oftcr lax 100 gkti jrofi t"hows P rofitabiliity
’ netwicrth sharo'iolders cnpital

eanings m.-over from nhare-
hnldcrs print of view.
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m-riteriel H.O™ parts 10fcbn 152
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. 56
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1
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ANNEXURi:z VIII

riNAWCIAL ANALYSIS CONSULTANCY T3>C 'NIQUI;". - CAIXULATION  SHiij;T.

VICTORY JOTE PRODOCTS LTD.

Taka In ihousand

I'rofit Loii." AccriUiit liifo-inntlon
Yenr ondod 19 % 9® 1906 19 a?
Ref Accounts Itona ,000 000 000 000 000
10 snloB 98373 FH05 13571c 123039
11 Inventory Incronse' + or ~iocreaao- *$565 s <R 1665 "2V
1?2 'Other IrtcciBie v, 19 2 755 13 122
] KnteriftiB  H.O. larts 36052 ‘wsss 108911  usros Myt
I Lnbour, rl 2+816 26925  Npr*  wses A
15 i nodueil on Overh'.'ndb 2b»19 o702 17797 22133 "l
D pverhenris
I} 'Selling I Uistriblition Ovcrho.Miti 680 HEG- 86-- "No- 187
I Genernl Arimn. OvorliendM * 29vs 5156 372 287 "3IN
w9 pitprtcintion g 1224 126/* 12%
21 Intoreat" 6127 i 12868 1*1056 13361
2 Coremtion Tax T
B IrnfCTBUCp dividend B
?A  ordinary dividend
:r;z;r:\r;:zpin rt)"ti»>K?ff «atnina8,.n-nd (bV2>) 761 (72578) 93396) ($8ﬂ1)
DKIIVIil) FICUKa:J Uori vfttion
»
D Totavevehue 9356<+ seos1 141047 135738 123161
3l Averngo dally snles 10 v 365 255 25 384 372 337
3?7 Added vnlue 10- 13-11  vsp =g 3svie 106 ~s55
33 Contri bution ™ ii-(13+1'm-10251 A500 U 16063) (26541 (127 8)
A opernting 1rofit 10+1i-( 13" < ,464 (9843) (33670) (27512 Ti5036)
B o Intrekeane v amz . o0 (o5 (e2o1e) (2201
B iret [_Jrofit after tnx 640 (%) |(32914) (2_2% (5223)>
‘and inteifost'™* =
37 &odinnry enr‘!'in'ga
o .
Oi3h-flow [5+19 2380) (68412~ (71314) 91956) (96913)
't)1 Coat IIf anlea important ifecFTTTTrT - .«31/\2_ »26j9 2icea 1033 loOTSi
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Fin-Tncinl Ye(ir “anor o ifiny
ending dnta
lialfi (. life iri.'i v-ion
~-nr 83 | 1" 85 15 86! ~987

Kef Accounts | tmne (Hotcij) (KO 000 0(10 000 acxy)
50j Lniu. ~ nid.(Kt cost) (1)
51 i'l<int C Hachinorv(at cost) (i)
-0, Vehiclec(nt cost)
i>3 Intovact in othcK conpftnies - N

(ajisocintod witli the trndo)

Lci:_p t_cnn inv_estnicnt( not L 7 - - .

ns.'iociatcd with tho trodo) 7
- Doj.-rcciation to ilnto 20090 10591 2'0k? 33508
o TCTL FIXii {;’)Hi:gu;: ;?);Ta 12176 117t~ 106%*  10%496 3350H
57 Sfc)cl'{riiw ruiti~rjnls) (k) L 8111 15337~ ~197Vv*4™*
S) ;jl)C.-.(J1) (it) 1.1035 10895 294 138*40
59 Stic!:(f.liiisdu.’il cifo la) jase=7 ‘43”00 16685 0442
60 Itoroo i 8pcrea_. 992U 1*4501 15«83

Eua--tu('i Trade debtoro i>925 tilt 6885 5716
61 cash 2525 J2on 6860 1180
6?. Oti'cr cTaily ii'nli,s.iblu n.sa'tfl ;120172 10075 11213 13817 122044
6? Jord\L cuwcirr /isan's (5-" t" 701763 90806 86052 9?/16
6~ Ti>X <UQ
65 Interest due on loan *
66 Bfink overdraft 22267 *12692 »>381 100971 13237~
67 — n jOther liabilitiflo 18892 27322 36057 43201
>a Tndc creditors ileV 20252 *n~593 10350 8568
69 TOTIi.L CUiiluitri' LI\Ii3LLI'11iii(6'1 to 60) 8i«36 159299 170821 189019
70 |ssue crclinfiry ,shfucq 1201+ 12013 1201«  1201*4 12014
'l iK.iUo." prefortnci! Hrron 1853 1853 1853 1853
‘1?% Lone tsmi Innn. ituros, mtc 3*8o0 3606 3606 3603 3603
74 Rotninod entninos fiid reservi i 18686 )&2569 (65536) (89957) A3396)
/»  ICT/L LONG TIJ1KUNDf(7f co 73) (-H97) [150977(+8063) (72«M)  75925)
/5 Oiltsic:!* mirit'rity iiiter<;.s  in

suhaidij~ry ccmTj/iniiUH. v,
76 Goocw/111 ,patontf>, tmdn>~rk.s, etc.
77 Nunibor of ordiiuuy nl iruH 1

Di, IVj;U KIFIIILi; " r

80 Not; vnirth + (6i?2)(1 3703)( 51669) (5186 17) (~529)
ni- woi-ring Cnpital (17300)( 1129') (60'*93) 8*4769) ( ?8i05)
82 Equity shnroholi’cr3 funds 7T (6j572) (20556) (53522) x79+3)  [81382)
P3 Tot*I r.i.not(trmri.blo) 50+(i) vl 31988 109*450 10099 116763
S* capitcl employo'i R3-6<) (11621 152 [‘e98n9) 60722) :5*18)
85 Operating nssets B3-(53+5") 711322 1981  |og*nn 110092 1116756
86 Linuid assets 60+6i+6T; 20502 7638 30627 17085

1tU'Oir/KNT.Chor-I'

thnt «~=5f)+(1i-75
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ANNEXUHE-VII1

fintios

n~t profit hiiforo
' cnpi tnl s

1

aoloa

cxpitnl Rtn]ilnye<j

° . o « <
n<!t profit hoforrii tax™
snles

opernting prafit
‘opefntinf) oss'fte e

ndclofi vnluo
oporntinn nns(;t-

Coat of 9.t1(!S
avCha

added vnlue/fixod npsct

ncirt™d vnliic
no. i»nploy(>(;H
Mixtyi nss);t

no. oMployons

snl CH
working cnpitnl

stock
wcerkinn cppi tnl

trni'o fU'htf'i-sanc.
nv.r'i.ily an] os

ciirront nssots
ciirront linliil itios

lIniili'. CHii-t

ecurrent linli' 11tii;s

contributioti
operatino profi i

fi.xotl int(‘n/;7t capital

oiiUnnry inirilnti (not)
Omss ordinnry nivid.;nr!

not profit .vftor tax

not v/ortli

100%

178319741985198b

Ji.. c.onpfiny

Exnl.-n'ition of rntios

r>5tum on capitnl

Amula tunricjver of
cnpitnl - nunber of time

% profit margin

Guide to nnnn”orinl por-
fomnnco in uning nsset
ovailnble to mnnngnmcnt
add'jd vp.luo per of
operntinc QSBot-iise snlea
if nridec: vrlue not nvoi-»
Inble. Ind.'eation of asset
utilisation.

Im icn t"s tuniover 0l
stocks 1 nig*" rfitu gulrda
ngniiist oosolonco(note
365 T P denotes days of
stocl;a«
Uti licf.tier,
nsaots.

of fined

Utilisation of staff &£
Inbour

Indic.'itoa 'Zhetlier capital
intensive.

dioh rntc indicatos |
nvortrading-lov rate
iU'Ucati 0 p er of
working copital

high rr-to Inc'icatn>i
vulnornbili ty to trade
fluctuntiriDc and cash
ahortaqe.
Colloctionperiod days
crodita allowed to
<'ebtor3:ir.>'icates cnpitnl
tied up.Use sales on
credit if Qvnilable.

Cur. rat\o Cit. ljnbi lities”
must be pnid from current
as.TCts.

-ratio ? nntiafactory.

shows whot'ier cufficient
cash etc, to jiay creditorB.
Ratio 1 + BQtisfactory.
8<\lo3 v'llnornbility-

Stons extend of comnit-
ment to fixed overhead
honce vulTjrabi lity to

fall in Dcle

"Financial oonring"

Ord.dividen(' cover-ahowa

how company can maintain

dividend Taid- should be
9

Shows profitability
aharo’ioldera cppitnl
earnings ;;owor from rli.'-.ro-
holders [Xjint of vit>w.
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FINAIICIJiL ANALYSIS CONbULTANCY TJiCi<Nir<UHi;

1rofit .TGi' Lol-p Account

- CALCULATION SHiiT.

Infomntion

Yenr ended '1983 liosa 1985 19 & 1987
Ref Accounts Itons ()oo 000 000 000 000
10 &}icB IV55ii: 8938 134475 96537 121899

1
11 Inventory Incrense + or decrease- 11985 SAM 2209 3906  (11530)
12 Other Income I® u V5 258 160
13 Mnterinls fc B.C. Inrts 1765565 85193 44771 3651%
lit Lfibour 16857 19215 23587  32"5" 24638

.1 rodugq.tijjp Qve~hpods 1 28968 34070 36458 40218

- 1
16 H ¢ U Ovnrhends '
2'nr i V>Vt M. .

Si.'lin® Uistrj-biitioji Oiv\orrrll?lggo 117~/ 1749 17/2 943
iof -Ck'nernl_(ﬁ;imn. Ovurhend;rv\ - 1352 2./23 3295 3452 391~
1,9  O.>preen,;tion B8~8 3820 4080 1828 4075

>0 ‘o' ( 1
21 Interest | i
?2 Corporation Tnx r -

' - I':

"1 mfcvitfTmCr' divhicend <mf o . 1r

Ordinon' dividehd'~ T 1

IncrtiiJcT'il_‘l rot«iifi4(f <nrting(i'linil 1(59913) 1(38209) (55173) (65042 (5897t

.reBeryo™.\(i i

DEIiIVIID FIGL/KIi™ 1 Uorivfstion ' B
1 S )
. G0

Jot*vl Revenue 110 + 12 75520 1 89359 | 13*550 96795 122059

' (v By CcAreT.
>31 faverntftf ly frj i>h-3]c5 206 2kk 368 264 333
32 iidded vnluo 10 - 13 i 11 50937 54511 51»t91 55672 73855
33 Contribution 10i J.1-(I3+1'i+1 5)5107 10412 j(15290) 9184) ( w 3
3J 'Operoti'hd rf-Wfit) >'m 'iojii-( 13 & i<3/\(3573) (2162) (17039) [19128) 3161

Not profit bof(jro tox

I JRREE N I - D (3565) (2151) (16963) [9869) 3321
36 Net profit nftor tiix' (3565) (2151) 1(16963) [9869) 332!

frwd rr'i U ' 31)»*21-22 |

5o '36-23

: 3*. '<Cnsh nr (36085) (37389) (51093) 63214 (5739)

;_Jiair.£r>3t iif isniea ( k.. - VO'K)5 75936 i05"2 1i 696>
ifor il T,

rr
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1
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1-r 'Xi/iL FixiiU r-aiCL'JLii a:;sl;t3
j (50 to 5'i-35)
Stoc!".(»aw pliturifil h)
jtoc™.( i) i)
5" Stuct’ (I"iili 201! J0IMY;
foo Tri"o ‘obtar.;(1 n 'l dio;:
for bp ! <lobts)
C Caiili
(2 Othor ..eaaily ronii k.ilj? nsw. Cm

63  VCT..U cuniir-fi'f ASS.T.S ;5V t. (>)
b't TrtX c'uo

IntCTLijl duo on lo in
(A iinn!" . vordinft

< Uivic’ttide iluo amii.rovl lono
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8> '*g5
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Jowm W
i
1
1
.......... r- -
1 Al,' n «i65-
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~927 2051 7958
32 &I3 2V5 ;922
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ANNKXUHE-IX

tronda ovor 5 y»'3

n('t profit hfforti X, e

Rl1«9
opornting nss'ftB

nad<'(I vnluo
operntinrj nsHot

Co3t of nnli-‘8

xIfJod valufi/fixcMIl assot

ndf'ed v.Tluu
no. i'nnjayo<!H
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stock
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working capital
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debtoraiiriinicntoa capital
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crodit if nvrildblo.
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FINAUClaL analysis CONsULTAIJC\ T::C iNic,U..I.

ASHHAF TEXTIU MILLS LTD.

Imf ortnnfl

Ujhp Account

lrofit nni'
Yenr ondurt 19 83
Ref Accoutita Itons (XX)
10 Solos
11 Inventory Increnae + or (iecreoeo-
Other Income
Kiaterinls & H.O. iarts
labour
]5 lreduction Overheada
16 H f- D Qvorlujnrls’ I.r
17 iiolling f, DisIMbytion Qvpi-ho.-ula
1?. 1”nernl Arlmn. Ovorhends 1=
19 Uoprecintion
0 CcrL w
21 Intoreat
o L.L-
22 Corj)omtion Tnic'
23 lrnfcreiico riividohd
24  oOrdinnry ivaiiIimir
*2? Increase in rotolrkK™d o/ii>tin(]s nml
reeorvos.
DEKIVIil) FICIUKKa Uurivotion
3) lotnl Revenue 10 + 12
3l iivernyo tlnily nnlea 10 365
3/.\ added vnlue 10 - 13 - 11
33 <>)ntribution , loi Il-( 13+14+15)
3t Operating 1rofit lo+11-(13 tf, 19
35 Net profit bnforo tax 1
and intorfist. '3+
P Net profit fIftijr tnx
>ind intGroat. A T5-21-27.
37 Ocdinnry enmin©0A 3723
Cflah flow ™19
?01 Cost of 3nlca

iINNEXRE -X

Te3* in thousand
-

BHa

000

104-/03
iIm6
08
GMyn
15700

8B

3864

402

106785

39
43478

14972

11953

402

89751"

- UN-XULATION SHiiJIT.

Infornntion

19 8b

000

iy)296

b2t

1305 =
71947

13205
13835

6665

H7

52'/
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Uti lisnti'jn of staff &£
labour
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jntonsive.

di'-:h rate indicntoa .
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must be paii' from curront
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fall in sf:10

"Financial Qonring"

Orri.dividen(" cover-show3
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lihowG profit.'bi 1ity
sharo'iolderji capital
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liolders point of vi<w.
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ANNEXUKS-XIXI

REPOOT or THU

STUDY GROUP TO FRI\ME GUIDELIMES

FOR
FOLI,OV/-UP OF rUNK CREDIT

RE3EJRW BAtIK OF INDIA
BOMBAY
1975
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NCRVB FOii  INTCMTORY AND PECEIVI.ELES

Tho rationale of norms ;ind tho nood to link credit with production .

requirements is to us waa fairly clear; find wo envisage that ovontually

Meed of Norms the entire system of crcdit planninp will bo dovet-
ailed with production planning, both to make cood

use of bank crof'.it and also to create bfcttcr manaffcment of cash,

materials and receivables.

Industry representatives in their discussions with us generally agreed
that it was nec'-ss.ary to prescribe some norms but they were doubtful
about our ability to fit the wide spectrum of industry adequately into
what wo lay dcnm. Their solution was that the norms should be applied
flexibly.

V/hile we realise that norms will h'vo to be applied flexibly and not
rf.'iidly, respc.nsive t: any mnjjor chan;e in i:nvironment and within the
industry, we are unc.ble to accopt that uncertainties can be regarded
as a reason for not layinr; dcwn norms, an arpuj.icnt that some, happily
not many, placed before uf. In fact, the cheater the uncertainties,
the more is the need for jilanninj;.

Our first attemjjt iit norm.; was in our Inlcj-im Report to thu Reserve

B-ink. W& Gujciented norms Jor inveuLviry and I'cci ivables for ton major
indust.rdcs. Tlie objective war: to introduce a

m erim <epor discipline 'ind improvement in the mainten-uice of
reasonable inven':_ry :md receivables levels

consistent with encour i(;ement of production on the basis of a helpful

relationship between the b”uiker tmd the customer.

The Reserve B'uik accepted tlie sufji;ested norms .and advised all scheduled
commercial banks to apply the norms in respect of these ten industries,
both to the existing and new borrowers, on an experimental basis, and

to furnish it with a feed-back of the experi®-nce. A copy of the Interim
Report and the Reserve Bank circular letter axe furnished in l'umexiu’es-

111 and V.

The approach for p scribin/j norms for inventory and receivables
bristles witli a variety of problems. We arc, therefore, anxious that
upproach to Norms  should be an understanding of the total problem

N~ md a firm but helpful approach built into the
suggested nonns and their implem'.ntation.
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We have now r,u,;c;uutod norms t.-ikinc; into account tlio following:

(i) compEiny finance studies made by the Reserve Bank,

(ii) procesn jxiriod in the different industries,

(iii) discasfiionr, with exports in the induot. ies concerned,
(iv) gen'ral dif;cusfijons vith th'.- ind.usti'y intc-rc-sts,

(v) need l'or en.surin,- " TAQmicti jiroductiun, depending upon the
avail diill Ly of tliu iii'it' rialf-, .;cakKun\lity, etc. .and

(vi) reactions and fv.od-back on Interim ’'leport.

Ve have extenJeil i"ur exorcise to a total of 15 major industries,

coverinc about one lialf of indur>trial adv;\nces of banks, and certain
N M o

norms earlier suggested have been revised in
ou™Ces e  ormo li' lit of the feed-back received. The norms
represent the maximum levels for holding inventory
and receivables in each industry. Borrov/ers are not expected to hold
more than these levels. Neither is the norm an entitlement to hold

inventories or receiv..ble uplo this luvel. If a borrower has mfmaced

with less in the past, he ohculd continue to do so. The sugcested
norms are as follows:
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1.

3.

Cl! afli;. Ar: BAMGLt iDSH Bwr#;
fciitimate jf wirk ciipi tal tor
jut<® miil ; of 270 nari'ow looms
di.irin(j jU' e airori +or the year

2nd sh2-ft
Capacity til!1l itj: - Il-[it'SBian -
nri ilig
(I aka in
Hbbsi oi l
<i2!f ioD(iit>)
2 liflk
(16 nrs.)
<a) i» Raw w !liC;VI:hB 157.. 88
ii. Finishi'i;j ijem>i;l ‘W0 c.ayB 149., 81
lii, Wori:n -prijcov..;. 5 wet:'ks 34,9fo
I'fjr 'L(.+1ariii) 342.65
ih) tO™i:'at;ii t™vi
3. ! 3% piii' ciu'i;; iiiDiithS 4. 95
il. !.iipc!- l;ed Act Liai 39. 62
pi ji) 44 .57
Value or tc:tal Si.iici, K b5torov:> 387.22

Dhaka University Institutional Repository

(2a + 2;:"

262

ANNEXIJRE-XIV

1988-89

7.5 pountd/i cjoriiB/!icjur”

m 20 pdgiind/l1ooma/ho;irs

lakh)

Sac tiiin
<125

<16 fIrB.)

240.25
.61
w4

ii32.07

4.95
|

44. 57

576.64
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lies; wup Hessi on
[HI' 20d (1 looiii'ii)
2 shifts
(16 hrs.)
4. lijt.ai Iru,l 34B,9Ci
of(jr s'iick;. itui = CA-.
tJ. Lciun r re-.1 ps'Yy
Ot twlj ttS.
-r
Not.ess [Ihaw jiil.t pi- i;,-.- ui. liiat td .is t-ollows!
gii - ik, Mij ( ailild
Sa,iilligQ - i Jdid
Wor 1l iii proce;.;S ,.iS Sacking -
per cil Lirtl c-ii.
Hesi!: iiH k.2 p M. i,,
Sack ng ik.i4 Avj (Gr M.

263

Sacking

(i I0LJIVis)
2 shifts
liltt hrs. )

Sib.97

Average selling price;

"Hejss
li. 1.

Tk. 14,490 M.T.
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ciuritr,:) jUi t ‘'-ieaii-tjf: foi" tlie year' 193B---oV

heci'  liiiil

1. Capaci\v ili‘almcll s
S,:u;i llg
i L itp
pei‘ .i;"d
2. (a) i. Raw ji.itin V inonth
ii. Finished gc«.ds 90 days
iii. Wcmk-j. n--proi:: i.iSi: 2 weeks
1Cit.11 Sel, ik i is . idl1i
1 - i lir\ it > TtC;1}1.19B
Bi. i-C)i ted l'ic iH.\al
(i il)
TS. Vr:il ue (I I 7 Wt Y o B s'l cii'tSB
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B> AX b otoLi t.111 r | (>
74.00 112.61
70.22 110.916
16.39 25.SS
160.61 249 .4
Kt - [
Iti.t';/ IB. 5/
20.s9 20.B9
1B9. 50 2/0.29
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guk:tionmulre

AQE Year of Expurieixce ...............

Academic qualific ition(pleat;e mention De(_;rees only)

Professional qualification(if aiiyj

Please mention your present dusi/j?'iation with the nanio of your
Enterprise/Corporation.

Is there problems of working capiti®il m-usaf,oment in the Enterprise/
Corporation in which you arc; working?

,IYesJ( ||\b.1

Problems of working capital m<anagement in the public sector
Enterprises in Biingladoch may be uae to following reasons;-

a) Lack of proper working capital policy(please tick one),

| Agree ' Stron- I pia- " ! stron-!fun- A
Gly  agree | | g2 1 jdecided |
Agree j I aie- 11
j agree J j

=

JL -i
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b) Inefficiency ia tho nuiiiagement of the corupojicnhs of working capital i,0.
i) Lack of proper inventory mcmagomont.
1 2 2
Acreo J ;Strongly [ Disaproo' | Silronr;ly I Undeci.iledl
JI | Afyrco i I | disagree j
ii) Lack of proper Accounts Receivable M'magement.
A AN ____2
I Agree ‘s |Strongly 1 *Disagree i  Strongly J i Undedided |j
| ] 1i ] Disagree >
iii) Cash Maiiagoment.
1 2 3
Agree J Strongly 1 Dlsagree i JStron
1 ] Agree I ) _ _Disaf ree_| !
iv) Short Term Investments & AdvcmceK Mrmtigtment.
1 3
1 Strongly \ Strongly ! j undccidod"”
Agree _ gy_j Disagreejl Dlsc’\?ee | i j
c) Inherited ligmidity gap on the day of nationalisation»
__j - n _7n 2
I Arreo ' | Crronr;ly rDin f’\rcG 13tron);ay i |UndCCIded |
; i 1 Agreo J | . |Dua(®ou |
d) problems owed to poor cash flow indogencous to tho industry itself.
2 N bl
' Agree I ('Strongly ! IDisagree] |Strongly |j 1Undccidod !
| j ] Agree J j j | Dicagreo j

Too much dependence on Cash Credit of the Commercial Banks as a
major source of Working Capital.

1 Agree | ]Strongly J ] Disagree™ Strongly | Undecided
Agree ] J Disagree
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f) Too much dependence on the development budget of the Government
for thG long-term Project Financing.
_J } 1 JL - e | L
| | | Strongly ' . i j"'Strongly™! e el
| Agree | j Agree I DisagroQ ] Disagree j {IUndeC|ded‘J
g) I'ick of proper Capit.il Structuro.
T 2 -
Strongly [ j A~ 1Strongly ;
, Agree Af'iroo Ji Disagree I Disagree j  dod
i S
h) Too much politiccil pressure (since nc-itionalisation) and. other
environmental constraints are also responsible for the proper
management of working capital.
1 2 3 k 5
| I Strongly Disagree ° [Strongly — Undeci- i
1 Agree agree g ! |Disagree | L ed |
i) Lack of proper cost accounting, cost control and cost reduction
systems are also responsible for the poor management of working
capitc'd.
| _ _ 3 k
Strongly ['Disagreri fSt23Hgly"] rUndecH’
Agree agree | j jDisagree '"ded
j) Lack of co-ordination between sales and production planning.
1 2 3 k 3
. Agree Strongly Disagree 5_Lronle’! fUI’]dECI-T
I agree JDisagree | ;ded
k) Improper pricing policies/administered pricing policies is also
responsible for poor management of working capital.
1 p Vv 3 5
; - —T—r-"r
| Agree | | Strongly | Disagree * 'S’grongly
| agree IDisagree edod
1)

Lack of proper organisation etructuro of fin.mce department of

public enterprises is also responsible for inefficient management
of working capital.

'l 2 3 5
| Agree | *>trongiy j [ Disagree j 'strongly Undeci- 1
| IDisagree ded
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In competency fOicl lack of mo<lern finrmcial management knowledge on
the part of the financial executives nro also responsible for poor
working capital management of Public enterprises in Bangladesh.

1 2 3 5

I Agree 11 DiBagreel pltron(ay [Undecided
i j | J b

Absence of written guideline by the corporation bosses is also
responsible for poor management of working capital.

1 2 3

lzstreAglyll ‘Disagree!! Y7jtrongly™!  jUndeci- "
iViree  j I|agree : ) " Disagree 1jded

L

Stress on production rather than sales due to the faulty policy
of the Govt,, also responsible for poor working capital management,

1 2 3 + 5
" _
r Arree 1 Istrongly”, ecisagreq ! Strongly Undeci- 1
., “J Jagree , | ' idisagree ded J

Lack of sales planning and demand analysis i6 also responsible
for proper man,agement of working capital.

1 2 3 k 5

] Agree"~l ‘'jStronilS nee'l 1Strongly”] | Undeci- |
} j Jagree ! j_  _ I j Dasagreej j~ed j
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QUE.STIONMAI'VE ON MANIAGEI'U:N.T
SCIEDULK-II
(Please tick in box)

a) Do you have saperate "Inventory i;jiafremont Dep/ortmcnt™?

Yes
! !
b) If yoSf how is it consituted?
Do you classify and codify stores j Yes J JN\o* J

How do you estimate the requirements of different groups of
Inventory? (please state the facts)

a) RAW Matfirial

b) Work-in-Process
c) Finislied Goods

d) Stores & Spares

Do you have any standiird norms or guidelines in determining the
above-menionted each group of inventory separately.

{Fvash T

If yes, please state it cletirly
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a) Do you face any adininistr.:itive diffic\i] ty while Plarming.
for inventory?

i it |

b) If yes, please Gtiito 1,h0G0

What are the factors influencing the size of inventory?

)

ii)
iii)
iv)
V)
Vi)
vii)
viii)

iX)

Production Cycle

Terms of Puchase

Cost of Purchase

Safety Stock

Lead Time

Availability of materir;ID
Cost of Carrying

Forecast of Demand

Others(specify)

Do you follow which of the following modern techniques of
Inventory Management?(Please tick)

i)
i)

vii)

viii)

Minimum level

Meximum level

Re-oriier level

Economic Order Quanitity
Perpetual Inventory System
IABC analysis for Stores Items
Inventory Audit

Standardisation and vatioly rciduction

Othort;
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8. Do you foll.ow the Inventory noms on the follovii“g basis. 7
i.e. i) Prococs period; ii) Nocd for r.mooth procVnotion;

ill) Availability of raw materials; v) Availability of
Stores and [Spares; v) Domand of goods.

If not, please state the roasans...

9, pleasG tick which sliould be the appropriate norms for holding
Inventory for MaxiBtun period.

a) Raw Material

Local Mill. imported

Max(Months) (Months) Maximum period (months)
] il
i21 IAT1 \yk\ b2 1 33 1iJ1.5\LiJ
I'Ti \ y2\ or others or others
(specify)
others

b) Work-n-Drocoss (Please

1 i ps5 jpOofljfys j 125 dayp 1 po days

c) Finislaed Goods

For Domestic sale For Export sales

I
(10 days | daysj month) p/an 3 ) Sni! [2YmJ 15m
\nm \<mJ I 13 munth]

d) Stores & Spares
Loc;3d (Monthei) Imported (Months)

Li i i I|| |H Ll
2] K \LJ it



10.

11.
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Does the centrcilified buying of rav, cotton complicate
the working capital managc-nient problem of BIMC enterprises ?

—L
No.

If yea, state reaeons.

Does the low purchasing power of the poorer section of
population and clamour for foreign goods by richer section
of elastomers, fi huge of finished goods accumulate in cotton
textile mills V

N

If yes, state it cleai-ly.
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2

QUENL'IOHHAIRE ON
ACCOIFNTS RrCEIV,"NJS MANAGEVENT
r.CI[I"i)Ul,E-LIT

(please tick where applicGlbe)

1. a)

b)

b)

c)

d)

3) What are the sources of Information to assess the credit worthniness

Do you have Accounts Receivables management policy
jYea'j \No7'|
If yes, how it is constituted?

Whnt factors cire considered wViile formulating credit &
collection policy?

VIho are the executives entrusted with the task of implementing
the policy ?

What is the policy of the concern regarding accounts
receivables?

i) Strict, ii) Soft iii) flexible

v/ihat is the effect of such policy ?

of the prospective debtors?

)

Trade Referenceii) Bank Reference

iii) Purchase accountsiv) Direct Information by

sales executive salesman.

k. Do you allow discount for prompt payment \ INo j

a)

b)

If yes, what iire the terms of discount ?

What is the effect of such policy ?
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Do you charf'e aiiy penal iiitoreet foi- ncai-payment of rccoivablee
within stipulated time ?

[YC3 \ Ho |

If yes, what is the effect of r.uch policy.

please tick, which should be the appropriate norms for
collection of rccoivablee(Maximum period).

For Domestic Sales For Export Sales
(months) (Months)
\jJ IK- 12 LU

® [I iiJ 1jD Cu-

What are your overall sug(;;estions to increase the efficiency
of accounts receivables management.
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10. Whether there is any verification of stores
(a) >lonthly( (b)V3Half yearly/ (c) 'Yearly j (d) 'othersJ
11. What is the policy of your orgaiiisation about the value of

stock limit of -
(a) Raw material (b) Work-in-ProgreGS (c) Finished Goods

(d) Stores & Spares.

12. How does you will fix the norm of different types of inventory
holding?
13« What are the problems of Inventory Management in your mill or

org'misa t;ion?

What are your overall suj'jestion for the better management of
your inventory in your mill or organisation ?
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omiP)T20:iT1I/WIRE on C.GH MNIAEAMWT

sciu;d'J]J';-iv

a)ls there :Jeperat(j C ah Kimaenaicnt dopartment

b)

a)

b)

b)

If yes, what arc #tj; f\uictioris.

How do you forcasts cash inflows and outflow?

What factors influe:icc Cash forecasting ?

Do you prepare Cash Budget

ly™s |

If yes, when & how such hud,i?ot is prepared ?

Whiit period is covered by Ca-h budfrot ?

Do you hiive monthly Cash Budjjot: jYes~T

Do you have intemtil

Yes

control system for Cash ?

No

*NoJ

\ No

Do you require to submit cash budget/report to the
Corporation and the Ministry of finance ?

If yes, when

I Yes [

\ Noj

Yes [No]



5 a)
b)
6. a)
b)
c)
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How do you assess the adc-quacy of Cash balance
to kept ?

What are the factors thxt influence the above policy ?

N

Do y'lu invest excciis cash i)i 3l'iort--tom securities ?
Yerj No

If yoG, what fcictors are considered -..hile purcz/.iiiing

different of securities?

i) rrofitability ii) Liquidity iii) Safety

iv) others.

How is such excess determined ?

7- please tick wliich should be the appropriate norms for holding sash
for maximum period of time.

p O days j |13 days | 20 days j
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8. Hw much cash crcdit yoiir org.anisaiion wnn grrmtod by the b:mk
during the laat sijc years au follows:

Tk.(lakh)

1981-8»
1982-83
1983-8"
1984-85
1985-86

1986-87

9. How much interest you liave paid during the last six years on
cash credit?

Tk;(Inkb)

1981-82
1982-83
1983-84
1984-85
1985-86
1986-87

10. What are your overall suggestion to increase the efficiency
of Cash Management ?
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