Project Report
(BUS 498)

Prepared For

M Sayeed Alam
B. Sc (BUET), MBA
Senior Lecturer
Department of Business Administration
East West University

Prepared By

Md. Touhidur Rahman Miad
ID # 2004-2-10-202
Department of Business Administration

Date of Submission
August 08, 2007

EAST WEST UNIVERSITY

43 Mohakahli C/A, Dhaka 1212, Bangladesh




August 08, 2007

Md. Touhidur Rahman Miad

ID # 2004-2-10-202

Department of Business Administration
East West University

43 Mohakahli C/A, Dhaka-1212

Authorization of Report on Project Work (BUS 498)

Dear Student

At your earliest convenience, will you please prepare a Project Report on “Performance
Analysis of Square Textiles Limited” as the final requirement of your Bachelor of
Business Administration (BBA) program? As a student of business administration, you
are well qualified to undertake this Project Work.

Submit the report by August 08, 2007. Please contact with me if I can be assistance.

Sincerely

M Sayeed Alam

Senior Lecturer

Department of Business Administration
~ East West University

43 Mohakahli C/A, Dhaka-1212



Seeust 08, 2007

M Sayeed Alam

Semor Lecturer

Desartment of Business Administration
East West University

43 Mohakahli C/A, Dhaka-1212
Sabmission of Report on Project Work (BUS 498)

Dear Sir

I1 gives me immense pleasure to submit the Project Report on “Performance Analysis of
Sguare Textiles Limited” by August 08, 2007. It was a fantastic opportunity for me to
prepare the Project Report under your guidance, which really was a great experience for

me.

I have worked hard and tried my best effort in order to prepare the Project Report. 1
believe that it is encouragement for me to get involved with this process of reporting and a

way to enrich my knowledge.

I have tried my best to follow your instruction, schedule, format and suggestion in every
step of writing.
[ will be very much pleased to provide further clarification on this report whenever it is

necessary.

Sincerely

Md. T%)hidur Rahman Miad

ID # 2004-2-10-202

Department of Business Administration
East West University

43 Mohakahli C/A, Dhaka-1212

i



ACKNOWLEDGEMENT

Frs of AL My uncouniEbie graiefulness for Almighty Al who gues we lots of

spporunities in my life to prepare myself as a sensible social being and helps me to

actmeve my career goals.

L—_

== fact in learning process and this report certainly enriched my learning with a lot
¢ potential knowledge, which is not available in the traditional system of education.
Therefore | express my sincere gratitude to my honorable supervisor M Sayeed Alam,
Semor lecturer, East West University. Without his continuous guidance and mstructions it

w2 be very difficult for me to complete this report work successfully.

My sincere thanks go to the others who helped me directly and indirectly in preparing this

Feport

Fmnally, grateful thanks to my family and friends who have been always with me and

affered selfless support to me.

1il



EXECUTIVE SUMMARY

Sguzre Textiles Limited is one of the ventures of SQUARE. The first unit of Square
Texnles Limited was established in 1997. It is a public limited company incorporated with
femstrar, Joint Stock Companies and firms under Companies Act 1913. The shares of the
sompany are listed in the Dhaka Stock Exchange Limited (DSE) and Chittagong Stock
“xchange Limited (CSE). The Company got ISO-9002 certificate in 2000. It
=anufactures 100% cotton yarn. Its target market is the export onented readymade
zarment industry. It owns two units of spinning mills and its activities and operations are
r=tzted with manufacturing and marketing of Yam. In this report, 1 have tried to analyze
e performance of the Company based on different financial techniques. I have analyzed
Z&fferent components of the financial statements. 1 have calculated growth in percentage
of different components such as Sales, Net income, Retained earnings, Earning per share,
Shareholders’ Equity, Reinvestment etc. 1 have done ratio analysis, common size
satement analysis and trend analysis to evaluate the firm’s performance and growth
orospect. 1 have also found out the dividend policy of Square Textiles Limited to
understand whether the firm paid all income as dividend or invest funds in good
mvestment opportunities. I have collected data from the annual report and the website of
Square Textiles Limited. For analysis purpose, 1 have used the concept of various
financial concepts and theories. Based on the analysis at the end, I have given my
comments about firm’s performance, different problems and 1 have given suggestions
also. I have found out that although the firm had some problem with liquidity, asset
turnover and production costs, the firm is performing moderately in an efficient manner. It
has good growth prospect. The financial performance evaluation suggests that the firm is
in good financial position and the financial condition is expected to improve in future.
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% SQUARE TEXTILES LTD.

Uwem of the Report

The m=port on “Performance Analysis of Square Textiles Limited” is to be prepared for
smorzble faculty advisor, M Sayeed Alam, Senior Lecturer, East West University. I have
sresared this report as a core requirement for the completion of my BBA program.

Backesround of the Report

The r=port conducted for the overall financial position of the Square Textiles Limited with
e zmalysis of ratios, common size statements, and trend and dividend policies from year
2001 to 2006, which gives the idea of its liquidity position, asset utilization, profitability,
=owih potential etc. By this I can signify some portion of the financial condition of Square
Texmles Limited and can give some recommended measures to step up the current situation to
setier serve the needs of the stakeholders.

Dbjective of the Report

The principal objective of the report is to analyze the overall financial performance of Square
Textles Limited by using different financial and statistical techniques like ratio analysis,
common size statements analysis, time sertes analysis etc.

Scope of the Report

The report on “Performance Analysis of Square Textiles Limited” is going to give the reader
: detailed profile of the financial situation. Also the reader will receive an in-depth
«nowledge about the numerous financial information, that is related to The Company’s
sverall financial condition. In this report 1 haven’t have opportunities to discuss about the
marketing tools and techniques used by the Company.

Limitation of the Report

Limited knowledge about the company’s internal and external environment, and inadequate
sources of information and resources. The company’s unwillingness to provide different
information. Also time and financial constrains was the problem.

Methodology of the Report

I have used data mainly from secondary external sources for this Report. The sources are the
financial reports and website of Square Textiles Limited. Both quantitative and qualitative

methods were used to write the whole report.
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% SQUARE TEXTILES LTD.

Company Overview

Il
.
|
|

sauame Grst ventured into the textile sector with its manufacturing facilities of cotton yarn
s tne establishment of the first unit of the s@UARE Textiles Limited in 1997. A year later,
m 2% the establishment of the second umit followed. In 2002 it enlisted in Dhaka and
Cmescong Stock Exchange. In 2000 it awarded Oeko-tax Standard 100 & IS0O-9002
_e=scate. Combining modern technology with skilled manpower under $SQUARE‘s unique
mspemng atmosphere, this new venture soon rose to the top of the local textile industry.

T acay 1t has one of the most sophisticated vertically integrated set-ups.

Besiness of Square Textiles Limited:

¢ manufactures 100% cotton ring spun yarn for hosiery. Its target market i1s the export
smented readymade garment industry. It owns two umits of spinning mills and its activities
=mc operations are related with manufacturing and marketing of Yamn. It has one of the most
sophusticated vertically integrated set-ups. Its venture comprises of —

 Square Knit Fabrics Ltd.

* Square Spinning Ltd.

¢ Square Fashions Ltd.
souare Textiles Ltd’s conception of business germmated from its vision which sees it as a
means to the well being of the investors, stakeholders, employees and members of the society
z1 large by creating new wealth in the form of goods and services that go to satisfy the wants
of all of them without disturbing or damaging the socio-ecological-economic balance of the
Mother Earth and the process of human civilization leading to peaceful co-existence of all the
hiving beings.
Mission:
Its mussion is the pole star of its vision for maximization of production of quality life saving
products and services strictly on ethical and moral standards at minimum costs to the society

ensuring optimum benefits to the consumers, the shareholders and other stakeholders.

4



R SQUARE TEXTILES LTD.

et ¢
Suams Textiles Ltd. realizes the need to stake out a competitive segment in the changing
pone market of today through technological excellence and human expertise. SQUARE

Tessies Lid. 1s committed to transpose its local success to the world scene.

I8 ofwectives are —

» To establish ourselves as a one stop source for the Global Kmt Apparel market.

» To satisfy and meet customer's expectation by developing and providing products and
service on time, which offer value in terms of Quality, Price, Safety & Environmental
impact.

» To assure complete compliance with the international quality standards.

» To strive hard to optimize profit through conduction of transparent business
operations within the legal and social framework with malice to none and justice for

all in respective of gender disparity, caste, creed or religion or region.

e To create more jobs with mimmum investments.

¢ To be competitive in the internal as well as external markets.

¢ To maximize export earning with minimum imported in-puts.

¢ To reduce the income gap between top and bottom categories of employees.

e To promote corporate social responsibilities (CSR) amongst all.

Corporate Focus:

souare Textiles Ltd’s vision is the pole star to its mission that fulfils its objectives with
emphasis on the quality of product, process and services blended with good governance that

help build the image of the most venerable corporate citizenship at home and abroad.

Risk perception:

The company management perceives investment risk within the national and international
economic perspectives in relation to legal and more requirements involving inter alia,
intellectual property right, scientific invention, WTO Regulation, MFA etc and monetary and
fiscal investment policies and has prepared its production and marketing strategies to meet

the challenges from these risks.



% SQUARE TEXTILES LTD.
Besearch & Development

Swosunon in Progress S@UARE Textiles Ltd. understands the need for continuous evolution.
Saxt so the highest importance is given to research and development. With the help of cutting
stwe technology and a dedicated team of experts composed of members from marketing,
meschandising and product engineering departments, S@UARE Textiles Ltd. ensures
ssmemwous development and sampling at every stage of dyeing, spinning and finished
srments production.

Aty Assurance

L2 =xpert team of qualified persons is responsible to assure the quality of the materals to
mest the interpational standards. In the garment-manufacturing umt we are following the
gusity standards within AQL Random Sampling Plan. In fabric production unit we are using
vamous test methods according to AATCC, ISO & BS standards for checking the physical
sroperties of fabric.

HR and Social Responsibiliy

#our Dormitories for the work force and two Residential Buildings for the management staff
srovide more than 80% housing for the employees and we are the first of our kind in
Sangladesh to provide accommodation facilities for our employees. Production and
sccommodation facilities include full time supply of safe drinking water, adequate lighting
=nc ventilation facilities. Free meals, Free transportation, 24-hour medical center, on-site
sports and recreational facilities encourage our motivated team to serve our customers full
seartedly.

Ia Harmony with Nature

souane Textile Limited believes in sustainable development and gives highest priority to
preservation of nature and ecological balance. The entire industry site is harmoniously
mtegrated with the surrounding landscape and the native ecosystem of the area has been

delicately preserved.
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R SQUARE TEXTILES LTD.

Company’s Operations

L asacity Production

2001 2002 2003 2004 2005 2006

No. of 59472 59472 59472 59472 39472 59472
Spindle
Installed
No. of Rotor | 768 768 768 768 768 768
Installed
No. of 39472 59472 39472 59472 39472 59472
| Spindle
Installed
' No. of Rotor | 768 768 768 768 768 768
Installed

30s output 10796424 | 10796424 | 11005000 | 11115050 | 11271574 | 11271574
(Ring yarn)

10s output 2204392 2204392 2204392 2204392 2239230 2239230

30s output | 10525868 | 10691038 | 10924060 | 11022202 | 11099667 | 11024743
(Ring yarn)

10s output 2147043 2035877 2015044 2196280 2232795 2225227

30s output 07.49 99.02 99.26 99.16 98 .47 9781
(Ring yarn)
] 10s output 97 41 92.36 91.41 99.63 99.71 89937

Caplanation: From the above it is evident that though Spindleage / rotors installed remained
same in 2006 as that of previous year production marginally decreased during 2006 over
2005 by .61%. Production efficiency also marginally fell in 2006 over 2005 due to production
mix change. The total production increased year on year basis at the rates of 1.67%, 2.16%
znd 0.86% during the year 2003, 2004 and 2005 respectively. This was due to technical
improvement in installed capacity.



R SQUARE TEXTILES LTD.

st of Operation
: R 2001 2002 2003 2004 2005 2006
Sutput | 13881850 14296383 14550792 14892463 14932931 14025223
o
Yeam
Ld
Tonal 1701076298 | 1492657579 | 1727043423 | 2097630287 ;| 1836784629 | 2035293088
A)
an 122.54 104.41 118.69 140.78 123.00 136.30
st Kg
TEw 76.02 71.66 74 88 80.52 75.75 75.18
=azterial
st %
2 total

Caplanation: The cost of production has varied during the past years primarnly due to wide

Suctuations in the price of raw cotton, packing materials, fuel & power and spare parts which

were beyond the control of the management. The unit cost rose in 2006 over 2005 because of

mncrease in fuel and spares parts costs.

Market Exposure

2001 2002 2003 2004 2005 2006
ocal { 539417 527903 99800 33500 248067 112706
Sales
Kg)
ocal | 46956494 32576936 9455588 2665005 32632279 18307968
Sales
Tk)
“Export | 13129599 13817314 14554342 14767220 14725387 14001403
Sales
(Kg)
Export | 2029968545 | 1756441450 | 2093214675 | 2456535679 | 2358346242 | 2602657963
Sales
(Tk)




R SQUARE TEXTILES LTD.

Sales Revenue

Sales In Tk

2001 2002 2003 2004 2005 2006

Financial Years

'—e— Local Sales (Tk) —s— Export Sales (Tk) |

Explanation: The above figures show that sales revenue fell in 2005 due to fall in export
prices in international market. Again it rose in 2006 because of sales price increased.

(Tk in Million)

Foreign Exchange Earned/Saved

2002 2003 2004 2005 2006
Total Export 1756.44 2093.22 2456.54 2390.98 2620.96
sarmnings
_ess, import
costs
Raw cotton 1206.70 1008.02 1660.01 1578.13 1897.19
Spare Parts 66.85 56.64 58.58 59.02 135.81
Miscellaneous 11.99 7.19 12.46 13.63 39.21
Net Export 470.90 1021.37 725.37 740.20 548.75
Earnings

Explanation: The Company contributed substantially to the Foreign Reserve of the country
during 2006 through its export marketing operation. This amounted to Tk 548.75 million.

Investment in Subsidiary

The Company has invested Tk 950000000 as equity (99.50%) in the capital of Square Yarns
Limited and has also deposited Tk. 490948697 as share money deposit. As per Company Act
1994, Square Yarns Limited 1s a Subsidiary of Square Textiles Limited.

10
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Overview of Corporate Operational Results

2 SQUARE TEXTILES LTD.

(Tk) (Tk) (Tk) (Tk) (Tk) (Tk)
Farsover 2076925000 | 1789018000 | 2102670000 | 2459201000 | 2390979000 | 2620966000
Mes orofit 174723000 | 81453000 167894000 198690000 | 255494000 | 348833000
e fax
T mal assets 2613633000 | 2382055000 | 2501397000 | 2537295000 | 2585177000 | 3120686000
“aarcholders’ | 1140724000 | 1146608000 | 1233894000 | 1349457000 | 1513511000 | 1770905000
=qyET
% of share 25190000 25190000 25190000 27709000 30479900 34289887
mestanding
* Swarcholders’ [ 41.17 4].38 4453 48.7 49.66 51.65

spmity per
Sirc
Face value 10 10 10 10 10 10
per share
Market price |- 269 1 43.1 138.3 81.7 75.6
ger share
Prce earning | - 833 6.46 19.29 9.75 743
ratio (Time)
£arning per 631 2.94 6.06 717 8.38 10.17
share (EPS)
Retained - 597780098 642322528 | 732695206 869040836 | 1088334719

| zarnings

: _ash dividend | 75570000 80608000 75570000 83127000 91439700 102869661
amount)
Stock - - 25190000 27709000 38099870 51434830
drvidend
amount)
Dividend 3 32 3 3 3 3
declared per
share
Dividend - - 10:01 10:01 8:01 100:15
declared per
share (stock)
Dividend 30 32 40 40 425 45
declared (%)
Reinvestment | 49240000 19500000 17820000 51380000 162530000 | 61580000

Market price per share in 4™ July 2007 was Tk.111.00.

12
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. SQUARE TEXTILES LTD.
Analysis of Operating Performance _

Tarnover

Tumowver
3000000000 -
2500000000 0
zooooooooo~*—“’““-~H;,,#fff""//#’f"*&—hf_ft:iiﬂ.~_A~.._
1500000000
1000000000
500000000
0 ‘
2001 2002 2003 2004 2005 2006
Year

Year Sales (TK)

2001 2076925000

2002 1789018000

2003 2102670000

2004 2459201000

2005 2390979000

2006 2620966000

Explanation: Because of decreasing in export sales, total turnover decreased in 2002 and
2005. Though local sales decreased in 2004, total sales increased because of increase in
export sales. There was an increasing trend in sales.

Net profit after tax

Net profit after tax

350000000 ©

250000000 - =

50000000

2001 2002 2003 2004 2005 2006

Year

13



S SQUARE TEXTILES LTD.

Year Net profit after tax (Tk)

2001 174723000

2002 81453000
2003 167894000

2004 198690000

2005 255494000

2006 | 348833000

Paplanation: Net Profit after tax was declined by 53.38% in 2002. But afterwards was

mcreasing at a higher rate.

Retained Farnings

Retained Eamings

1000000000 =7
800000000 _fafﬂ°”’/fr
,’4///*//

600000000 <+
400000000
200000000
0 ‘ ‘ ;
2002 2003 2004 2005 2006
Year
Year Retained Earnings (Tk)
2002 597780098
2003 642322528
2004 732695206
2005 869040836
2006 1088334719

Explanation: Retained earnings were increasing every year at a higher rate.

14



farning per share (EPS)

Eaming per share(EPS)

R SQUARE TEXTILES LTD.

.~ 53.38%. Afterwards it was increasing with the increase in net income.

Shareholders Equity Per Share

Equity per share
N
Q

Y
c ©

12 -
10 -
8 R s i e — —
2 6 P —e— Eaming per
] share(EPS) |
4 \ / p R I
\,/
2
(0] :
2001 2002 2003 2004 2005 2006
Year
Year EPS (Tk)
2001 6.31
2002 2.94
2003 6.06
2004 717
2005 838
2006 10.17

Explanation: EPS was decreased in 2002 by 53.41% as net income after tax decreased by

Shareholders’ Equity per share

888 8

2001 2002

2003 2004 2005 2006
Year

per share

15
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N SQUARE TEXTILES LTD.

Year Shareholders Equity Per Share
(Tk)
2001 41.17
2002 41.38
2003 44 .53
2004 48.7
2005 49.66
2006 51.65

Caplanation: Shareholders equity was increasing from 2001 to 2006. It was increased by
17% in 2006.

Reinvestment

Reinvestment

180000000 -
140000088 /A\
120000000 7 & — R
100000000
80000000 7/ N
60000000 >
40000000 o : 4
20000000 T~ —
o - . ; .
2001 2002 2003 2004 2005 2006
Year
Year Capital Expenditure (Tk)
2001 49240000
2002 19500000
2003 17820000
2004 51380000
2005 162530000
2006 61580000

Explanation: Capital expenditure was increased by 216% in 2005 because of investment in
Square Yarns Ltd.

16



% SQUARE TEXTILES LTD.

Market Price

Market price per share

160
140
120

—
100 / \ / — —e ———— .
80 / \_ / | —e— Market price per |:

60 / P s share

a0 (SR N .

20

Market price per share

2002 2003 2004 2005 2006 2007

Year

Year Market Price (Tk)
2002 26.9

2003 43.1

2004 138.3

2003 81.7

2006 75.6

2007 111

Explanation: Market price was increased in 2004 by 220.9% and become Tk.138.3. It might
happen m response to increased dividend. In that year, Square Textiles declared 30% cash
dividend with 10% bonus share. Though net income and dividend were increased in 2005 &
2006, market price was decreased. It might happen because of other reasons such as overall
market conditions of the Bangladesh capital market.

Cash Dividend (amount)

Cash dividend (amount)

120000000 -
100000000 /_ :
80000000 .

60000000

L

40000000
20000000 —

2001 2002 2003 2004 2005 2006

Year
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® SQUARE TEXTILES LTD.

Year Cash Dividend (Tk)
2001 75570000
2002 80608000
2003 75570000
2004 83127000
2005 91439700
2006 102869661

Explanation: In 2003 cash dividend was decreased by 6.25% because of reducing dividend

per share from Tk.3.2 to Tk.3. But from 2004 it was increasing at an increasing rate.

Comparative study among EPS, Cash dividend per share and Price per share

Year EPS (Tk) ; Cash dividend/share (Tk) | Average price/share (Tk)
2001 6.31 3 -
2002 2.94 32 269
2003 6.06 3 43.1
2004 7.17 3 138.3
2005 838 3 81.7
2006 10.17 3 75.6
EPS Vs Market Price Per Share:
EPS vs Market price per share |
160
140 -
120 | — _
100 / \ | —@=— Eaming per (1
80 / N . share(EPS) |
60 [ —a&— Market price per |

5 h
0 i ——
20

2002 2003 2004 2005 2006
Year |

Explanation: Though EPS was increasing at a constant rate, growth rate of market price
showed ups and downs. In 2004 market price was increased by 220.9% from 2003. It might
happen because of increased dividend of 10% bonus share.

18



R SQUARE TEXTILES LTD.
Retained Earnings vs. Cash Dividend (in amount):

Retained Earnings Vs Cash Dividend

1200000000 j.

1000000000 = !
800000000 % i i
600000000 A A '
400000000 -

200000000
0 ® : L J @ —® : d |
2002 2003 2004 2005 2006
Year

A Retained Eam_ings —;—Ca—sh_di\n'dend (amount) |

Explanation: Cash dividend remained almost fixed at a certain level whereas retained

earnings was increasing at an increasing rate.

Dividend pavout ratio:

Year | Retained earnings (1) | Cash dividend (2)
2002 597780098 80608000
2003 642322528 75570000
2004 732695206 83127000
2005 869040836 91439700
2006 1088334719 102869661

Explanation: Dividend payout ratio was decreasing over the years. It might happen because

of increased rate of reinvestment .

19



R SQUARE TEXTILES LTD.
Debt to Asset Ratio

Debt/ Asset Ratio

© 70.00% - "
60.00% - 50.97% 46.82%
i ST SNt — Tl
40.00% - i 50.67% % 38.26%
30.00% ]
20.00%
10.00%
0.00% — ; ;
2003 2004 2005 2006
Year
i—-— Debt/ Asset Ratio
Year Total Debt (1) Total Asset (2)
2001 1418293000 2613633000
2002 1,214,172.000 2,382,055,000
2003 1,267,503,000 2501397000
2004 1,187,839,000 2537295000
|
I 2005 989,212,000 2585177000
2006 1,821,676,361 3120686000

- Explanation: From this debt ratio the firm’s capital structure could be understand. From this
ratio it could be find that how much of the firm’s assets were financed by total debt and
equity. On an average the firm had financed 50 % of its assets by debt and other by equity. In
2006 the firm financed 58.37 % of its assets by debt. Over the years the firm had leverage as
they used debt in their capital structure.

20



8 SQUARE TEXTILES LTD.

RATIO ANALYSIS

Activity Analysis
Liquidity Analysis
Solvency Ratio
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R SQUARE TEXTILES LTD.

RATIO ANALYSIS

(A) Activity Analysis: It measures the efficiency of the firm to utilize both short term and
long term assets to generate sales.

| = Cost of Goods Sold (COGS)/Average Inventory

2004 2005 2006

6.07 4.90 4.09

Explanation: This ratio indicates that inventory was turned over 6.07, 4.90, and 4.09 times in
2004, 2005 & 2006 respectively. (1 turnover = the time from purchase of raw material up to
sell of finished goods.). Higher this ratio is better. This ratio decreased in both 2005 & 2006
because of increase in inventory. That means the efficiency in inventory management may be
decreased.

2. = 365/Inventory Turnover

2004 2005 2006

60.18 74.46 89.32

Explanation: Shorter this period is better as it indicates that shorter period inventory remain
in stock, so inventory cost reduce. Here both 2005 & 2006 this ratio increase indicates that
efficiency of inventory management may be reduced.

-
4

= Sales / Average Receivables

2004 2005 2006

295 3.16 3.19

Explanation: This ratio indicates that inventory was turned over 2.95, 3.16, and 3.16 times in
2004, 2005 & 2006 respectively. (1 turnover = the time from sell of finished goods up to
collection of money). Higher this ratio is better. This ratio increased in both 2005 & 2006
because of increase in inventory. That means the efficiency in credit policy may be increased.

4 =365/ receivable turnover

2004 2005 2006

123.93 115.62 114.36

Explanation: Shorter this period is better as it indicates that shorter period receivables
remain outstanding. Here both 2005 & 2006 this ratio decrease indicates that efficiency in
credit policy may be increased.

5. = Purchase/ Account Payable
2004 2005 2006
1.54 225 238

Explanation: This ratio indicates that inventory was turned over 1.54, 2.25, and 2.38 times in
2004, 2005 & 2006 respectively. (1 turnover = the time from purchase of raw materials up to

22



S sQuUARE TEXTILES LTD.
payments). Lower this ratio is better. This ratio increased in both 2005 & 2006. That means

lower period payable remain outstanding and firm had lower time period for financing.

6. Uayable deferral period = 365/ Payable Turnover
2004 2005 2006
236.82 162.4 153.54

Explanation: Higher this period is better as it indicates that longer period payables remain
outstanding and firm had lower time period for financing. Here both 2005 & 2006 this ratio
decrease indicates that firm’s financing period decreased.

B Avg no of days invenory
in stock

' @ Avg no of days receivable
outstanding

[0 Payable Deferral Penod

Explanation: This graph summarizes above analysis and shows the efficiency of the firm’s
inventory management, credit policy and payable management in 2004, 2005, & 2006. 1 find
that the firm’s credit policy was efficient but need improvement in inventory management &
payable management.

term activity rat

L.0n -'_"_

1. Uived asset turnover catio = Sales/ Average fixed assets
2001 2002 2003 2004 2005 2006
1.45 1.35 1.73 2.08 2.00 1.54
2 Jual asser turnover rano = Sales/total Assets
2001 2002 2003 2004 2005 2006
0.79 0.75 0.84 0.97 0.92 0.84

Explanation: These two ratios indicate the efficiency of the firm to utilize assets to generate
sales. From 2001 to 2004 both ratios increased but in 2005 & 2006 they decreased though
both asset and sales increased. It happened for purchasing new assets for new subsidiary
Square Yarns Limited (SYL). Though new assets have higher efficiency due to improved
technology but for higher asset price these ratios decreased. So it can be concluded that firm’s
efficiency was not decreased.
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(B) |gmd|g Analgsm

1. Current Hatio = current assets / current liabilities
2001 2002 2003 2004 2005 2006
0.83 0.87 1.01 1.14 141 1.12

Explanation: It measures the ability of the firm to payout its current liabilities with current
assets. The higher the ratio is better. From 2001 to 2005 this ratio increased that means
liquidity position improved. But in 2006 it decreased because of higher increase in current
liabilities because of additional borrowing for new subsidiary SYL.

2. Juick oo =(cash + marketable securities + A/R) / Current Liabilities
2004 2005 2006
0.80 0.91 0.61

Explanation: This ratio measures liquidity without relaying on inventory and prepaid
expenses. As inventory is least liquid asset and prepaid expense represent future non cash
benefit. This ratio increased in 2005 but decreased in 2006 for increase in current liabilities
because of additional borrowing for new subsidiary SYL.

3. ool laio = (cash + marketable securities) / Current Liabilities
2004 2005 2006
0.04 0.09 0.01

Explanation: This is the better measure of liquidity only relaying on cash and near cash
assets. It indicates that for 1 Tk current liability the firm had only .04, .09 & 01Tk cash and
near cash assets. This represents a very bad liquidity position.

| @ Current Ratio |
| @ Quick Ratio
' 1 Cash Ratio

Explanation: This graph summarizes above analysis and shows the liquidity position of the
firm over 2004, 2005, & 2006, which was not well. The firm needs to increase its inventory
turnover and cash or near cash assets to improve liquidity position.
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4. = Average number of days inventory im stock + Average
number of days receivable outstanding
2004 2005 2006
| 184.11 189.98 203.68
|

Explanation: This ratio indicates that from purchase of raw materials to collection of money
need 184.11, 189.98 & 203 .68 days in 2004, 2005 & 206 respectively.

S = Operating cycle — Payable Deferral Period
2004 2005 2006
-52.71 27.51 50.14

Explanation: It measures the length the length of time between payment and collection.
Shorter the cash cycle means money comes faster which is better. In 2004 cash cycle were -
52.71 that indicate money collected earlier than payment. But in 2005 & 2006 it increased so
time between payment and collection increased that was not a good sign for liquidity.

(C) Long Term Debt & Solvency Ratio:

a) = Total Debt/ Total Asset
2001 2002 2003 2004 2005 2006
0.54 0.51 0.51 0.47 0.38 0.58

Explanation: This ratio measures how much assets the firm has to pay out debt. Lower this
ratio indicates lower solvency risk. This ratio decreased from 2001 to 2005, and in 2006 it
increased due to long term loan took for new subsidiary SYL. In 2006 the firm had 1 Tk asset
for 0.58 Tk liabilities.

b) = EBIT / Interest Expenses
2001 2002 2003 2004 2005 2006
1.97 1.58 2.46 4.26 6.85 6.22

Explanation: It measures how much EBIT the firm had to pay out its interest expenses.
Higher the ratio is better. It shows the level of protection for the creditors. From 2001 to 2005
this ratio increased that means the firm had better ability to pay its interest. But in 2006 this
ratio slightly declined because of increase in debt to asset ratio.

c) = CFO / Capital Expenditure
2004 2005 2006
17.78 2.60 513

Explanation: This ratio measures how much cash flow from operation the firm had to carry
out its capital expenditure. In 2005 this ratio decreased because the firm needed to incur huge
capital expenditure to invest in Square Yarns Ltd.

d)

= CFOY Total Debt

2004

2005

2006

0.77

0.43

0.17

Explanation: This ratio measures how much cash flow from operation the firm had to pay
out its total debt. This ratio declined over 2004 to 2006 and they were lower than 1 indicates
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that firm’s CFO was not sufficient to pay out total debt and it had not more fund for

additional capital expenditure.

(D) Profitability Ratio:

_ l Gross Profit / Sales
1 2001 2002 2003 2004 2005 2006
[ 19.27% 16.14% 17.39% 15.27% 22.72% 22.13%

Explanation: It measures the relationship between sales and COGS. Though sales increased
this ratio varied over 2001 to 2006 for ups and downs in COGS.

2. = EBIT / Sales
2001 2002 2003 2004 2005 2006
17.11% 13.30% 14.53% 12.21% 19.48% 18.36%

Explanation: This ratio excludes the effect of capital structure and tax. From 2001 to 2004
this ratio decreased. But in 2005 & 2006 it increased because of increase in EBIT.

3. = EBT/ Sales
2001 2002 2003 2004 2005 2006
8.41% 4.87% 8.62% 9.34% 16.64% 15.41%

Explanation: This ratto measures the profitability form operation including the effect of
investment and financing. Pretax margin increased from 2001 to 2004. But it decreased in
2005 & 2006 because of increase in interest.

4. = Net Income / Sales
200 2002 2003 2004 2005 2006
8.41% 4.55% 7.98% 8.08% 10.69% 13.31%

Explanation: This ratio measures the profitability of the firm including the effect of
investment, financing and taxes. This ratio increased from 2001 to 2206 except 2002. This
indicates a very good profitability of the firm. In 2002 because of declining in export sales
this ratio decreased.

# Return on Investment (Asset):

L. = EBIT/ Average Total Assets
2001 2002 2003 2004 2005 2006
13.59% 9.99% 12.21% 11.84% 18.02% 156.42%

Explanation: This ratio measures the efficiency of the firm to utilize its assets to generate
sales. It shows overall return available for all capital providers. Though total asset increased
every year, from 2001 to 2006 ROA varied every year. It may be happened due to ups and
downs in COGS. In 2005 & 2006 ROA was higher than previous years. In 2006 it decreased
due to loss occurred for fire.
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= Net income/ Average Shareholders’ Equity

2001

2002

2003

2004

2005

2006

15.32%

7.10%

13.61%

14.72%

16.88%

19.70%

Explanation: This ratio measures return only for shareholders. From 2001 to 2006 this ratio
increased due to both increase in net income and equity.

(E) Operating Leverage & Financial Leverage:

= Contribution / Operating Income

2001

2002

2003

2004

2005

2006

2.19

3.18

1.92

1.56

1.30

1.33

Explanation: As OLE was more than in every year from 2001 to 2006, the firm had some
operating leverage. That means certain percentage change will generate more increase in
operating income. Such as in 2006, 1% change in sales would generate 1.33% change in
operating income.

2 = Operating Income / Net Income

2001 2002 2003 2004 2005 2006

1.04 1.12 1.13 1.21 1.63 1.25

Explanation: As this ratio was greater than 1, the firm had some fixed financial cost and
financial leverage from 2001 to 2006. Such as in 2005 if operating income increased by 1%
net income would increase by 1.63%.

3 = Contribution / Net Income or, OLE * FLE

2001

2002

2003

2004

2005

2006

2.29

3.54

2.18

1.89

213

1.66

Explanation: The firm had very good total leverage during 2001 to 2006. It indicates that it
has both fixed operating cost and fixed financial cost. That means some changes in sales will
cause greater change in net income. Such as in 2005 1% change in sales would generate
2.13% increase in net profit.

(F) Earning Per Share (EPS)
= Earnings available to common share holders / Common share outstanding

2001 2002 2003 2004 2005 2006

6.94 3.23 6.67 7.17 8.38 10.17

Explanation: EPS reflects the basic earning power of the company. From 2001 to 2006 EPS
increased. In 2002 it decreased because of decrease in sales. In 2006 it increased due to
increase in net income and proportion of debt.

= Market price per share / EPS

2002 2003 2004 2005 2006

8.32 6.47 19.29 8.75 7.43

Explanation: It shows how much investors are willing to pay per Tk of profit. In 2004 it was
highest due to increase in EPS and market price of share.
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COMMON SIZE INCOME STATEMENT

2004 2005 2006
Sales 2459200684 | 2390978521 | 2620965931
COGS 2083702523 | 1847818461 | 2041065393
Gross Profit 375498161 543160060 579900538
Operating
Expenses 63866211 57551911 65329725
Administrative
overhead 40898449 51210670 58549197
Loss due to
fire 14663944
Income From
Central
Operation 311631950 485608149 499906869
Other Income 146362 61069 1606504
EBIT 311778312 485669218 501513373
Interest
Expenses 70530935 67966406 77350086
Eaming Before
W.PP& W.F 241247377 417702812 424163287
Allocation for
WPP & WF 11487970 19890610 20198252
EBT 229759407 397812202 403965035
Provision for
Taxes 31069729 59864394 55131582
Provision for
Deferred
Taxes 82453478
Net Income 198689678 255494330 348833453
Explanation:

COGS declined from 2004 to 2006. In 2006 COGS to sales ratio was 77.87% which 1s
lowest than previous two years, though sales was highest. Among all the expenses
COGS had higher ratio to sales that means COGS was the major expense.

The ratio of gross profit to sales was highest in 2006 because of increase in sales and
decrease in COGS.

Though operating expense decreased in 2006 income from operation to sales ratio
declined because of loss due to fire.

Though other income was highest in 2006, EBIT to sales ratio declined in 2006
because of declining income from operation.

Interest expense to sales ratio was highest in 2006 because of additional financing for
new subsidiary.

EBT to sales ratio was lowest in 2004 and highest in 2005. In 2006 EBT to sales ratio
declined because of increase in interest and decrease in EBIT.

In 2005 provision for deferred taxes to sales ratio was 3.45% which helped to increase
net income in that year.

Net income to sales ratio was highest in 2006 though EBIT and EBT to sales ratio
decreased. It happened because of 9.62% increase in sales in that year.
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Changes in different components compared to the ba'se year 2004

2004
Sales 100.00%
COGS 100.00%
Gross Profit 100.00%
Operating Expenses 100.00%
Administrative overhead 100.00%
Loss due to fire 100.00%
Income From Central Operation 100.00%
Other Income 100.00%
EBIT 100.00%
interest Expenses 100.00%
Eaming Before W.P. P& W.F 100.00%
Allocation for WPP & WF 100.00%
EBT 100.00%
Provision for Taxes 100.00%
Net Income 100.00%

Explanation:

* Sales increased in 2006 by 6.58% and decreased in 2005 by -2.77% compared to base
year because of declining in export sales.

* Gross profit increased in both 2005 & 2006 because of dechining in COGS.

* Though operating expense increased in 2006 income from operation was highest due
to higher gross profit.

* Both EBIT & EBT increased in 2005 & 2006. But they were highest in 2006.

* Net income was increased by 28.59% and 75.57% in 2005 & 2006 respectively

compared to base year.
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Common Size Balance Sheet
2004 2005 2006
Cash & cash
equivalents 46836462 88482770 17256542
Advances,
Deposits,&
Prepayments 65364701 58437449 64616226
Account
receivables 834989837 756736173 821199524
Inventories 405449809 487753824 641390997
CURRENT ASSET | 1352640809 | 1391410216 | 1544463289
Long term
investments 10000000
Net Property,
land &
equipment 1180203675 | 1183767259 | 2329743482
FIXED ASSETS | 1180203675 | 1193767259 | 2329743482
TOTAL
ASSETS 2532844484 | 2585177475 | 3874206771
Short Term
Loan 353286394 197314717 613068426
Account & Notes
Payable 731234607 675107798 709934335
Provision for
Income Taxes 50180471 54577377 55186068
Other Current
Liabilities 48686409 62212872 92797627
CURRENT
LIABILITIES 1183387881 989212764 | 1470986456
Long term debt 551855361
Non controlling
interest 500000
Deferred income
taxes 82453478 79959968
TOTAL
LIABILITIES 1183387881 | 1071666242 | 2103301785
Share Capital 277090000 304799000 342898870
General Reserve
& Surplus 732695206 869040836 | 1088334719
Tax Holiday
Reserve 339671397 339671397 339671397
TOTAL EQUITY 1349456603 | 1513511233 | 1770904986
TOTAL
LIABILITIES &
EQUITIES 2532844484 | 2585177475 | 3874206771

Explanation:

* Current asset to total asset ratio was highest in 2005 and lowest in 2006, because of

declining in cash & cash equivalents to total asset ratio.
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* Fixed asset to total asset ratio was highest in 2006, because of purchase of plant &

machinery for new subsidiary.

* Short term loan to total asset ratio increased in 2006 but as cash & cash equivalents
declined so the firm may face some liquidity problem.

* Current liabilities to total asset ratio lowest in 2006 because of declining in account
payable to total asset ratio.

* There was no Long term debt in 2004 & 2005. In 2006 long term debt to total asset
ratio was 14.24% because of financing for new subsidiary.

* Compared to total asset share capital & general reserve lower in 2006 than 2004 &
2005.

Changes in different components compared to the base year 2004

2004 2005 2006

Cash & cash equivalents 100.00% 88.92% 63.16%
Advances, Deposits,& Prepayments 100.00% -10.60% -1.15%
Account receivables 100.00% 9.37% -1.65%
Inventories 100.00% 20.30% 58.19%
CURRENT ASSET 100.00% 2.87% 14.18%

FIXED ASSETS 100.00% 1.15% 97.40%

TOTAL ASSETS 100.00% 2.07% 52.96%

Short Term Loan 100.00% -44.15% 73.53%
Account & Notes Payable 100.00% -7.68% -2.91%
Provision for Income Taxes 100.00% 8.76% 9.98%
Other Current Liabilities 100.00% 27.78% 90.60%
CURRENT LIABILITIES 100.00% -16.41% 24.30%

TOTAL LIABILITIES 100.00% -9.44% 771.74%

Share Capital 100.00% 10.00% 23.75%
General Reserve & Surplus 100.00% 18.61% 48.54%
Tax Holiday Reserve 100.00% 0.00% 0.00%
TOTAL EQUITY 100.00% 12.16% 31.23%
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Explanation:

Compared to base year in 2006 cash & cash equivalents, account receivables
decreased, but inventory increased substantially. This a indication that firm’s liquidity
position may decline.

Current asset increased in 2006 compared to base year only for increasing in
inventory.

Fixed assets substantially increased in 2006 compared to base year for purchase of
new machinery.

Current labilities decreased in 2005 but current asset increased. So at that year
liquidity position was good. But in 2006 current liabilities increased more than current
assets that mean liquidity position declined.

Total habilities increased in 2006 because of additional financing for new
subsidianes.

Total equity increased in 2006 compared to base year due to increase in general

reserve.
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Net Profit After Tax
EPS

Shareholders’ Equi
ROE
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Trend Analysis by following the L.east Square Method

By following the Least Square Method Trend will be calculated and Regression line will be
derived for Sales, Net Profit after Tax, Earnings Per Share (EPS), Shareholders’ Equity Per
Share and Return on Equity (ROE). Through trend analysis the financial performance of the
Company can be evaluated. Trend analysis gives a clue whether the financial performance of
the Company is likely to improve or deteriorate.
The equation for Regression line is
Y =atbt
Here, Y is a dependent variable

t is an independent variable

ais Y intercept

b is slope of the straight line
b may be zero, positive or negative depending on the relationship between Y and t. if b is

positive that implies that Y will move in the same direction with t.

By using the denived regression equation forecasted values of Sales, Net Profit after Tax,
Earnings Per Share, Shareholders” Equity Per Share and Return on Equity is calculated for
the year 2007 to 2010.

Although the regression line is a useful summery of the relationship between two variables,
the value of the slope and intercept alone do little to indicate how well the line actually fits
the data. Thus a goodness of fit is needed to come to a conclusion, how good the estimated
regression line is. To find out the goodness of fit of the regression equation Coefficient of
Determination (r* ) is calculated. The value of r* is between 0 and 1. Value closer to 1

indicates better fitting of estimated regression line. I have done all the calculations by using

Excel.
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Trend of Sales

Coefficient of Determination, r2 0.7327
Correlation Coefficient, r 0.855978815
slope, b 139503400
Y Intercept, a 1751697933

Regression Line:

Y=a+bt

Y= 1751697933 + 139503400t

Year Year (t) Sales (Y) TK
2001 1 2076925000
2002 2 1789018000
2003 3 2102670000
2004 4 2459201000
2005 5 2390979000
2006 6 2620966000

Sales Trend
3500000000 -

3000000000 =
2500000000 /
2000000000 +—*= /*\—./

1500000000
1000000000

500000000
0 i

Sales

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Year

Explanation: From regression equation it is found that b is positive, which implies sales
(Y) moves in the same direction with Year (t). The correlation coefficient is 0.86 that
means there is a strong correlation between sales and year. From forecasted sales and
graph it is found that there is an upward trend in sales. The coefficient of determination
is 0.7327 that means 73.27% change in sales (Y) is accounted for its linear relationship
with year (t).
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Trend of Net Profit After Tax

Coefhicient of Determination, r2 0.7089
Correlation Coefficient, r 0.841959633
slope, b 40670542.86
Y Intercept, a 62167600

Regression line:
Y=a+bt
Y= 62167600 + 40670542.86t

Year Year (1) Net Profit (Y) TK
2001 i 174723000
2002 2 81453000
2003 3 167894000
2004 4 198690000
2005 5 255494000
2006 6 348833000
Net Profit Trend
500000000 -
450000000 e

400000000 —
350000000 o "

300000000
250000000 /
200000000
150000000 nai5&\\\
100000000 '
50000000
0

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Year

Explanation: From regression equation it is found that b is positive, which implies Net
Profit (Y) moves in the same direction with Year (t). The correlation of coefficient is
0.84 that means there is a strong correlation between Net Profit and year. From
forecasted Net Profit and graph it is found that there is an upward trend in Net Profit.
The coefficient of determination is 0.7089 that means 70.89% change in Net Profit (Y) is
accounted for its linear relationship with year (t).
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Trend of EPS

Coefficient of Determination, r2 0.6496
Correlation Coefficient, r 0.805977229
slope, b 1.049428571
Y Intercept, a 3.165333333

Regression line:

Y=a+bt
Y=3.1653 + 1.04942¢
Year Year (t) EPS (Y)
2001 1 6.31
2002 2 294
2003 3 6.06
2004 4 7.17
2005 5 8.38
2006 6 10.17
EPS Trend
16 -
14

12 " |
10 /4—"/
g

N

O N b O

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Year

Explanation: From regression equation it is found that b is pesitive, which implies EPS
(Y) moves in the same direction with Year (t). The correlation coefficient is 0.81 that
means there is a strong correlation between EPS and year. From forecasted EPS and
graph it is found that there is an upward trend in EPS. The coefficient of determination
is 0.6496 that means 64.96% change in EPS (Y) is accounted for its linear relationship
with year (t).
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Trend of Shareholders’ Equity Per Share

Coeflicient of Determination, r2 0.9540
Correlation Coeflicient, r 0.976733278
slope, b 2.326
Y Intercept, a 38.04066667

Regression line:

Y=a+bt
Y= 38.0406+ 2.326t
Year Year (1) Shareholders’ Equity per share (Y)
2001 1 41.17
2002 2 4138
2003 3 44 .53
2004 4 48.7
2005 5 49 .66
2006 6 51.65
Trend of Shareholders Equity Per Share
70 -

. f
40

30

20

10 :

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Year

Explanation: From regression equation it is found that b is positive, which implies
Shareholders’ Equity Per Share (Y) moves in the same direction with Year (t). The
correlation coefficient is 0.976 that means there is a strong correlation between Equity
and year. From forecasted Equity and graph it is found that there is an upward trend in
Equity. The coefficient of determination is 0.9540 that means 95.40% change in Equity
(Y) is accounted for its linear relationship with year (t).
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Trend of ROE

Coefhicient of Determination, r2 0.4401
Correlation Coefficient, r 0.663395244
slope, b 0.014957143

Y Intercept, a 0.0932

Regression Line:

Y=a+ bt
Y= 0.0932+ 0.014957t
Year Year (t) ROE (Y)
2001 1 15.32%
2002 2 7.10%
2003 3 13.61%
2004 4 14.72%
2005 5 16.88%
2006 6 19.70%
Trend of ROE
' 30.00% -
25.00%
20.00%
15.00% 4\ /.—# |
10.00% 7 |
5.00%
0.00%
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Explanation: From regression equation it is found that b is positive, which implies ROE
(Y) moves in the same direction with Year (t). The correlation coefficient is 0.66 that
means there is a moderate correlation between ROE and year. From forecasted ROE
and graph it is found that there is an upward trend in ROE. The coefficient of
determination is 0.4401 that means 44.01% change in ROE (Y) is accounted for its
linear relationship with year (t).
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Dividend Policy

From the analysis of components of the financial statements of Square Textiles Ltd; 1 have
come up with some findings regarding their dividend policy. According to my findings
Square Textiles Ltd is currently following * > and ¢

2

: It states that dividend paid by a firm should be the amount
left over after all acceptable investment opportunities have been undertaken. It means firm
will invest in those investment opportunities where rate of return is greater than cost of
capital and after that dividend will be paid from the remaining amount.

: It 1s a dividend policy based on payment of a fixed amount of
dividend in each period. It provides owners with generally positive information indicating
that the firm is okay and minimizing their uncertainty.

The reasons behind our findings are:

* Both net income after tax and retained earnings were increasing at an increasing rate
from 2002 to 2006 but cash dividend paid remained same Tk.3 per share in each
period.

* In each period from 2001 to 2006 the firm invested a substantial amount in various
fixed assets, plant and machinery and civil construction. But in 2005 it invested a
huge amount of about Tk.10 million in Square Yarns Ltd.

¢ EPS was decreased in 2002 for decrease in net income but it was gradually increasing
from 2003 to 2006 with the increase in net income.

e Though market price was increasing at an increasing rate from 2002 but it was
increased substantially in 2004 by 220.9% and became Tk.138.3. It might happen in
response to increased dividend and other informational contents. In that year, Square
Textiles declared 30% cash dividend with 10% bonus share. Though net income and
dividend were increased in 2005 & 2006, market price was decreased. It might
happen because of other reasons such as overall conditions of the Bangladesh capital
market.

From the above points, it is clear that the firm was having huge amount of net income as well
as retained earnings and the firm was using this amount mainly for reinvestment purpose, not
for paying high dividend. So, it indicates that the firm is following residual theory of
dividends. But the firm might acknowledge the informational content as it paid fixed cash
dividend and in addition to this paid stock dividend in year 2003 to 2006.As the firm was
paying fixed cash dividend of Tk 3 per share in each period, we can say that it is following
regular dividend policy.
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Major Findings and Recommendation

" Though total sales increased over the years, local sales not increased that much. In
2006 local sales decreased. As Square has a very strong brand image and reputation, the
firm should use this effectively to increase local market share. Manufacturing competence

and good reputation should be enhanced to counter the domestic competition.

®  Local selling price increased by 23.47% during 2006 over 2005. This may happened
due to increase in raw material cost, packing cost, spare parts cost. So the firm should
cautious about their production cost. They may do their value chain analysis properly.
They should find out major cost drivers and shout try to control them. Though inflation
prevails in the country which leads to increase raw materials cost, the firm should try to
find out least costly sources of raw materials. The firm should concentrate on lowering
manufacturing costs by improved technology.

®  Operating expense increased in 2006 due to increase in administrative overhead. The

firm should try to control these operating expenses otherwise these will lead to lower their
operating profit.

To contribute more to the net profit after tax the firm should effectively and

efficiently manage their production, operating, and financing expenses.

¥  Although firm’s retained earnings increased heavily, their reinvestment not increased

that much. The firm should utilize these funds. They can go for both more short term and
long term investments. They should evaluate different alternatives before investment. As
wealth maximization is the prime goal of a Company, the firm should invest in profitable

alternatives to maximize their wealth.

® Fum’s quick assets decreased substantially in 2006. Cash and cash equivalents
decreased by 80.49% in 2006 over 2005 and inventories increased by 31.50% in 2006
over 2005. This 1s not a good sign for liquidity because inventory is least liquid current
asset. As firm’s short term loan increased by 210.71% in 2006 over 2005 and their quick
asset decreased, the firm may face liquidity problem. From ratio analysis it is found that
the firm’s current ratio, quick ratio and cash ratio declined in 2006. It is an indication of
the firm’s poor liquidity condition. So the should try to increase their inventory turnover

which was declined in 2006. More inventory also increase inventory cost. So firm should
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maintain their optimal inventory level. They may practice just.in time and pull inventory

when needed.

¥  The firm should reduce their payable turnover. They can take the advantage where

possible to delay the payment and use the fund for short term investment.

® The firm should maintain optimal capital structure to get the advantage of leverage.
The firm should try to raise fund from least costly sources. They should review the level
of debt they are maintaining. Because higher debt increases higher bankruptcy risk and
using no debt also be costly.

® Firm’s cash flow from operation decreased in 2006 and not sufficient to payout total

debt. As a result they firm had not additional fund for capital expenditure.

®  Firm’s total asset tummover decreased in 2006 as a result their return on asset also

decreased. So the firm should utilize their assets efficiently to increase return on assets.

¥ All the departments of the firm such as production, manufacturing, finance,
marketing, supply chain should be well coordinated for efficient performance.

¥ To sustain comfortably in the competitive market, the firm should go for

diversification such as product and market diversification.
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Conclusion

Although the firm had some problems in some areas these were not significant enough. The
firm has good growth prospect. The sequence of my analysis suggests that the firm is
performing moderately in an efficient manner. The firm is performing well to achieve long
term corporate goal. The financial performance evaluation depicts that the firm 1s in good
financial position and the financial condition is expected to improve in future. The activities
of the firm are expanding over the years. Their export in foreign market is increasing. They
invested in new subsidiary Square Yarns Ltd. which expected to contribute to the firm’s
profit and growth. The firm’s prospects provide them competitive advantage over others. The
firm’s EPS, share price increased in 2007 that reflects that the firm will do well in future.
From my trend analysis it is found that the firm’s sales, profit, shareholders’ equity, EPS,
ROA have upward trend. I hope that the management of the firm will take nght decisions and

try to maximize the shareholders wealth, and sustain the firm’s success in the future.
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