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s~o INTRODUCTION 

Profit is one simple and all-embracing index which has tremendous impact on 

morale of the enterprise itself. To the Financial Manager, profit is a test of 

organisational efficiency and a measure ofcontrol; to the creditors, it is margin of 

sa:f~ty; to the employees~ it means sources of fringe benefits and wage rise; to the 

Government, it is a measure of taxable income and the basis of legislative action; ·. 

to the customers, demand for price cut, and finally to the country, profit is an 

index to economic progress, national income generated and r~se in the living 

standard .. A _business enterprise can discharge its obligations to the various 

interested· segments of the society mainly through. profit. Profit is therefore, a . 

useful intermediate beacon towards which capital employed should :be di1~ected 1• 

The owner and management of a firm are interested in its financiai 

soundness. The owners invest their funds in the firm with a reasonable expectation 
. . . . . 

of return at least Similarly, management ofa firm is naturally eager to measure its 

. operating efficiency. The operating efficiency of the firrn and reasonable rate of· 

return on owner's capital ultimately depend on the profit earned by it. Therefore, 

the crucial importance of profits of a firm can not be overemphasised. 

5.1 TOOLS FOR MEASURING PROFITABILITY 

Measurement of profitability is an important guide to management for 

taking policy decisions required under different circumstances. The profitability of 

a firm can be measured in terms of different components of income statements . 

and balance sheet. According to Block and Hirt, "The income statement is a major 

device for measuring the profitability of a firm over a period of time"2 
... 

Profitability ratio even otherwise is considered an important criterion for judging 



146 

performance of an enterprise whatever in the public sector or private sector. In the 

words of Schall and Hal1y3
, "Profitability ratios. measure the success of the finn in 

earning a net return on sales or on investment. Since profit is the ultimate 

objective oft4e finn, poor performance here indicates a basic failure which, if not . 

corrected over too long a time, w·ould probably result in the firms going out of 

business"~ . .According to Van Horne4
, "profitability ratios are of two ·types: those 

showing profitability in relation to sales and those showing profitability in relation 

to investment. Together, these ratios indicate the firm's efficiency of operation. 

Profitability ratios related to sales are· based on the principle that, an 

enterprise should earn sufficient profit on each taka of sales. If adequate profits · 

are· not earned on sales, there arises difficulty in meeting the operating expenses 

and the interest burden and remains no surplus for the owners. These ratios consist 

of (i) profit margin (gross and net) and (ii) expense ratios or operating ratios. 

Profit margin, as profitability ratio, measures the relationship between profit and 

sales and a high profit margin ratio is a sign of good management. Expenses ratio 

is the test o( the operational efficiency with which the enterprise is being carried· 

out. 

Profitability ratios related to investments are widely termed as 'Return on 

Investments' .. Three different concepts of investments which are commonly used 

in financial literature are: assets, capital employed and share holders' equity. 

Based on each concept, there are three broad categories of return on investment. 

They are: (a) return on assets, (b) return on capital employed, and (c) return on 

shareholders' equity. Return on assets is computed to measure the productivity of 

the assets while return on capital employed is used for evaluating the efficiency of· 

internal management. Return on shareholders' equity is calculated for judging the 

income from shareholders' point ofview5
. The evaluation of profitability in terms 

of investment is essential since the investors desire a satisfactory return. 

Moreover, inadequate returns threaten the very survival of the enterprise. 



147 

The main ratios relating to sales and investment are as under: 

Gross Profit Margin: 

The first profitability ratio in relation to sales is the gross profit margin. 

The ratio :of operating profit to sales is the gross profit margin and is estimated as : 

Sales- Cost of goods sold 
Gross Profit Margin • 

Sales 

Gross profit 

Sales 

It is used as an indicator of the efficiency of the production operations through the 

relationship between production costs and selling price. This ratio indicates the ·. 

average spread between the cost of goods sold and the sales revenue. A higher 

ratio is an indication of the higher operating efficiency of the enterprise and the 

better utilisation of resources. A low ratio, on the contrary, would mean a poor 

financial planning and low efficiency. Analysis of the rise or fall in this ratio is of 
. . . 

vital importance to a bush1ess. A rise reflects favourably on the efficiency of the 

management, a fall shows a red light-a fall in efficiency which may be the direct 

result of increase in cost of production, decrease in sales price, misappropriation 

and many other traceable and avoidable losses. 

Net.Profit Margin: 

This ratio is important as it reflects the total net performance (all 

influences operating and non-operating as well as taxes having been considered) 

of an enterprise. This ratio links net profit to sales and therefore, measures profit 

per unit of sales value. Net profit is obtained when operating expenses, interest 

and taxes ·are subtracted from the gross profit. The net profit margin ratio is 

measured as: 
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Profit after tax (PAT) 
Net Profit Margin=--------

Sales 

If the non:.operating income figure is substantial, it may be excluded from PAT to 

see profitability arising directly from sales. This ratio is the overall measure of the 

firms ability to turn each taka of sales into net profit. An enterprise can not 

achieve satisfactory return on owners' equity in case the net margin is not 

adequate .. · 

Operating Expenses Ratio : 

The operating expense ratio is an important ratio that explains the. changes . 

in the profit margin (EBIT to sales) ratio. This ratio is computed by dividing 
. . . . . 

operating expenses viz., cost of goods sold plus sdling expenses and general and· 

administrative expenses (excluding interest) by sales: 

Operating Expenses 
Operating Expense Ratio"'--------

Sales 

A higheroperating expense ratio is unfavourable since it leaves a small amount of 

operating income to meet interest, dividends, etc. 

Return on Investment (ROI) : 

The profitability can be measured by putting the profits m relation to ·. 

investment. The term investment may refer to total assets or net assets. The fund 

employed in net assets is known as capital employed. Capital employed is equal to 

net worth plus total debt. The conventional approach of calculating ROI is to 

divide PAT by investment. Investment represents pool of funds supplied by 

shareholders and lenders, while PAT represents residue income of shareholders; 
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therefore, it is conceptually unsound to use PAT in the calculation of ROI. Also 

PAT is affected by capital structure. Since taxes are not controllable by 

management and since firms. opportunities for availing tax incentives differ, it 

may be more prudent to use before tax measure of ROI. Thus, returns on · 

investment is measured as: 

Earning Before Interest and Tax (EBIT) 
Return on Investment=------------

Total Assets 

Returnon Capital Employed: 

Capital employed is used by different authorities in different ways. In the 

words of Anthony, "Return on net capital employed looks at income in relation to 

the total of the permanent funds invested in the enterprise. Tliese permanent funds 

consist of shareholders' equity plus non-current liabilities or the same figure may· 

be found by subtracting current liabilities from total assets"6
. Thus, net capital 

employed consists· of total assets in the enterprise less its current liabilities. The·. 

term 'i·eturn' signifies operating profit before interest and taxes. The ratio is thus 

expressed as: 

Net Profit Before Interest and Taxes 
Return on Capital Employed=------------'-

Net Capital Employed · 

A higher ratio is a test ofbetter performance and a low n1tio is an indication of 

poor performance. The ratio is more appropriate for evaluating the efficiency of 

internal management. It enables the management to show whether the funds · 

entrusted to enterprise have been properly used or not. 

In the present study we have adopted the net capital employed which has 

been computed by subtracting current liabilities from total assets. The value of the 

total assets has been considered as the total of the assets side of the balance sheet. 



150 

Return on Shareholders' Equity : 

A return on shareholders' equity is calculated to see the profitability of the 

owners' investment. The shareholders' equity or net worth will include share 

capital,· share premium and resel"Ves and surplus less accumulated losses. Net 

. worth can also be found by subtracting total liabilities from total assets. The net 

profits after taxes represent their return. Return on shareholders' equity is net 

profit after taxes divided by shareholders' equity and can be expressed as . 

Net Profit after Taxes PAT 
Return on shareholders' Equity ------------

Net Worth NW 

ROE indicates how well the firm has used the resources of owners. The earnings 
. . ·' 

of a satisfactory return in the most desirable objective of a business. The ratio of 

net profit to owners' equity reflects the extent to which this objective has been 

accomplished. 

· Return on Paid up Capital : 

Paid up share capital is the amount of funds directly contributed by 

shareholders by purchasing the shares of the company. Return on paid up capital 

is expressed as : 

Net Profit after Tax 
Return on· Paid up Capital = --------

Paid up Share Capital 

This ratio has been used in our analysis to judge the profitability from the 

shareholders' point of view. 
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A, 19.35 34.65 21.88 14.77 25.57 +6.22 3.83 (I 0.80) (4.71) (24.85) 

A2 25.35 29.33 23.56 17.53 17.06 -8.29 0.00 2.50 1.65 (17.40) 

A ,1 8.83 18.93 17.43 10.01 16.35 +7.52 13.25 !.50 (5.51) (7.19) 

~ 7.20 21.85 12.50 1.11 10.61 +3.41 (3.98) (20.60) (!.57) (5.27) 

A~ 0.63 13.61. 4.21 (0.11) 5.62 . +4.99 (12.26) (33.12) (12.76) (21.61) 

A,, 1.63 14.38 6,73 (6.51) 5.03 . +3.40 (6.70) .(21.26) (10.15) (44.09) 

A, .1.04 13.62 15.64 7.45 16.37 +15.33 0.14 ( 19.03) (4.67) (9.94) 

A. . 14.10 11.53 8.67 (0.45) 5.62 -8.48 (5.23) (18.39) (5.92) (15.66) 

A., 9.26 14.38 2.96 (6.95) (3.93) -13.19 (20.51) (27.38) (26.01) (38.44) 

Aw . (19.68) (3.21) (3.74) .(22.82) (33.23) -13.55 (20.97) (26.11) (17.45) (87.40) 

Ave 6.67 16.91 10.98 2.05 6.51 -0.16 (5.24) ( 17.31) (8.71) (27.19) 

B, "9.48 8.20 . 8.65 9.08 9.01 -0.47 9.88 14.15 (7 .82) (5.17) 

82 . 23.64 24.74 18.83 (2.28) 14.99 -8.65 11.52 11.80 16.49 16.17 

B) 24.32 31.66 28.11 21.81 17.08 -7.24 24.99 24.51 28.92 19.84 

B~ 22.38 22.61. 21.84 19.66 16.26 -6.12 13.27 11.40 10.52 8.98 

B~ - - NA, 8.20 13.59 +5.39 12.75 13.54 13.12 0.73 

B .. - - 24.50 25.72 23.06 -1.44 18.61 19.69 19.03 6.64 

B, - - 10.94 20.50 26.15 +15.31 22.55 21.59 23.01 24.26 

B, - - 29.03 31.73 24.42 -4.61 29.45 21.77 17.56 15.50 

s., - - - - NA 1 NA2 14.33 28.46 28.91 21.50 

Bw - - - - NA 1 NA2 31.30 41.47 30.12 23.85 

Ave 19.96 21.80 20.28 16.80 18.D7 -1.89 18.87 20.84 [7.99 13.23 

Source: Compiled from Annual Reports of BTMC and Member Mills ofBTMA. 

Notes: . i) ·-· indicates the period before establishment and commencement of production. 

ii)·NA 1= Not Available; NA2= Not Applicable, 

• iii) Figures in brackets indicate negative margins. 

iv) Minus indicates negative change. 
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-51.13 
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5.2 ANALYSIS OF PROFITABILITY OF COTTON. TEXTILE 

INDUSTRIES UNDER STUDY 

In evaluating the profitability of cotton textile industries in Bangladesh, . 

the ratios relating to both sales and investments as discussed in the preceding 

sectionhave been used which have also been used fully orpartially by Dave N.· 

V., Rao, N~, Verma, B. L. and others in their studies. The ratios are also used by 

BPE and .Auditor and Comptroller General of India for the evaluation of 

. profitability performance. 

5.2.1 Profit Margins : 

The very first measure of profitability is, as mentioned earlier, the profit 

margin.· Hence, the ratios relating to profit margin of the textile mills under study · 

during the period from '1987-88 to 1996-97 are presented in the Table-5.1. and 

Table-5:.2. 

Gross Profit Margin : An analysis of the figures presented in Table-S .1 

indicates that Mill-A1 had impressive gross profit ratio during 1987-88 to 1'988-89. 

Its ratio. declined in the following two years with a significant improvement in 

1992 changing the ratio by 6.22% over the first five years. After having a very 

small positive resuit, it began to suffer huge losses and its negative ratio reached. · 

tipto (63.50%) in 1996-97 with a change by -82.85% over the decade. 

Among the ten mills under public sector, Mill-A2 started with the highest 

gross profit ratio in 1987-88. Showing some improvement in the following year, 

its downward process started from 1989-90 and the ratio fell down to just 0.00% .. 

With a slight improvement in 1993-94 and 1994-95, the negative ratio became 

(67.74%) showing a change of -93.09% over the period of study. 
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For Mill-A3, gross profit ratio. had decreasing trend after 1988-89 with a 

good risein 1991-92 and the same is true for Mill-A4 with a slight improvement in 

its negative results in 1994-95. Their changes over the first five-year showed 

7.52% and 3.41% respectively and over ten years the changes showed -109.48% · 

and -51.13% respectively. 

Starting with a very low percentage Mills-As, A6 and A7 improved their 

gross profit ratio widely. The ratio for Mills-As and A, became negative year by 

year except in 1991-92 with slight improvement in their negative results in 1994-

95. Their changes during the first five years were 4.99% and 3.40% and during ten 

years ofstudy the changes showed -113.01% and 143.76% respectively. While in 

the case of Mill-A7, a gradual improvement was observed during the first five 

.years with some decrease in 1990-91. Although the ratio for Mill-A7, increased by· 

15.33% at the endof first five years, the ratio fell down to negative (33.27%) in 

1996-97 changing the ratio by -34.17% over the ten years. 

Gross profit ratio had also been decreasing throughout the study period for . 

. Mills-A8 and A9 with two or three exceptions for both of them. The changes 

.showed only -8.48% and -13.19% respectively over the first five years but the 

change reach~d up to --,-144.34% and -186.99% overthe ten years. A 10 is the only 

mill, which could not ·be able to show any positive result throughout the study 

period. Percentage differences in gross profit ratio varies in both direction in its 

negative results and the change -13.55% over the first five years stood -521.79% 

over the ten years of study period. 

On the other ·hand, almost all the textile mills under private sector had. 

impressive gross profit ratio in most of the years. Only Mill-B1 suffered losses in 

1994-95, 95.,.96 and 96-97 and its ratio became negative in these years. The same 

was true for in Mill-B2 in 1990-91. Mill B5 was although having positive gross 

profit during the year after commencement of production, its condition was 

dissatisfactory than that of others and it was alarming in the last two years. 
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Considering the change, we found that changes got not stability in case of all the 

mills. They moved in both directions with some differences. Over the first five 

years the changes for Mills-B~> B2, B3, B4, B6 and B8 were ranging from -0.47% to 

-8~65% and in case of Mills-B5 and B7 the change were 5.39% arid 15.31% 

respectively. The changes over ten years for Mills-B~> B2 , B3, B5, B8 and B10 were 

ranging from -4.12% to -15.41% and for Mills-B7 and B9 the changes were 

15.09% and 5.15% respectively. 

From the foregoinganalysis it is clear that almost all the mills under public 

sector suffered gross losses over the last five years. The condition was endangered 

. in cases ofMills-A3, A6, As, AI) and A 1o. During the last two years change showed 

decreasing trend at increasing speed in case of all the mills. The gross loss ratio 

was the highest for Mill-A 10 and the lowest for Mi11-A7 in 1996-97. All the mills 

were not able to show.positive results to meet up their operating expenses. On the 

other hand, under. private sector, almost all the mills showed impressive gross 

profit ratio over the study period. The gross profit ratio was the highest in case of 

Mill-B7 and· the lowest in case of Mil1-B5 in 1996-97. The public sector average. 

gross profit margin ranged between 16.91% and (14l.29%) as against the range 

·between 13.23% and 21.80% in private sector. 

·Net Profit Margin : ·The analysis of data presented in Table-5.2 showed 

that Mill-A1 was having 14.16%, 32.32% and 17.42% net profit ratio in the first 

three years, the highest among the ten mills but there after its condition was 

deteriorating year by year with some improvement in 1991-92. The change over 

the first five-year was 10.66% and over the last ten years, it was -104.71%. 

In case of Mill-A2, net profit ratio improved in the second year but 

subsequently declined sharply over the next three years. The ratio also 

deteriorated over the last five years with slight improvement in 1993-94 and I 994-

95. The change in ratio was -4.23% over the first five years but -99.72% over. ten 

years. Mill-A3 started with negative (1 0.55%) net profit ratio in 1987-88, 
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Table-5.2: Net Profit Margin ofthe Selected Cotton Textile Mills. 
(in percentage) 

·~ Change 
1987-88 1988-89 1989-90 1990-91 1991-92 over 1992-93 1993-94 1994-95 1995-96 

Mills . 5 years 

AI 14.61 32.22 17.42 12.17 25.29 +10.68 0.25 (16.62) (19.35) (39.40) 

A, 12.15 23.42 17.19 12.06 7.92 -4.23 (9.07) (3.23) (4.92) (30.65) 

0::: AJ (10:55) 6.00 7.71 1.39 8.96 +19.51 5.13 (I 0.67) (16.36) (23.91) 

0 
r- A~ co:28J 13.05 (2.70) (12.04) (4.91) -4.63 (34.71) (40.69) (21.00) (24.39) 

u 
(7.00) 2.97 (4.42) (7.06) (4.69) +2.31 (31.03) (54.56) (33.66) 

l.L.l "~ (40.79) 

C/) 

(6.70) /'1,, 4.80 0.81 (24.54) (16.17) -9.47 (38.18) (50.29) (36.83) (86.99) 

u 
.... "' (11.05) 3.99 (0.21) (10.66) (15.09) -4.04 (23.59) (50.13) (27.55) (35.75) 

....l 

o:l "· ( 1.95) (4.08) (5.65) (13.59) (13.66) -11.71 (38.92) (48.43) (19.97) (33.10) 

:J 
0.. "'' :(24.95) (!4.24) (27.43) (33.42) (92.34) -67.39 (58.46) (64.81) (77.34) (90.84) 

A\(). (46.45) (31.78) (25.29) (51.98) (108.67) -62.22 (53.19) (49.33) (38.37) (138:63) 

Ave. (8.22) 3.64 (2.26) (12.77) (21.34) -13.12 (28.18) (38.88) (29.54) (54.44) 

B1 . 0.30 . 0.28 0.24 0.10 (3.49) -3.79 . (5.28) ( 1.16) (0.08) (14.50) 

.B, . 6.90 6.22 5.96 . (17.61) (10.11) -17.01 2.16 (0.83) 9.32 7.94 

er:. B .. . 5.44 5.07 4.18 (5.00) (8.93) -.14.37 (3.52) (4.35) 2.91 (0.81) 
0 
r- B~ 13.44 10.07 10.03 6.67 5.69 -7.75 4.85 4.53 3.63 2.37 
u 
l.L.l lh - - NAI (46.85) (26.89) +19.96 (56.86) (12.70) (0.88) (13.36) 

"CI) 

B,, - - 0.77 4.62 5.35 +4.58 2.16 2.77 4.18 (1.29) 
l.L.l 

r- B, - - 9.16 3.58 8.09 -1.07 5.97 7.63 8.72 7.08 
-< 
> B. ·- - 4.05 4.51 1.75 -2.30 2.74 3.01 3.40 3.98 .... 
·0::: B. - - - - NAI NA2 1.38 4.54 8.51 4.59 
0.. 

"8\(). - - - - NAI NA, 5.55 12.68 10.76 8.11 

Ave . 6.52 5.41 4.91 (6.25) (3.57) -10.09 (4.09) 1.61 5.05 0.41 

Source: Appendix-7 and Appendix~&. 

Notes: i) '-'indicates the period belbre establishment and commencement of production. 

ii) Nt\1= Not Available; NA,= Not Applicable, 

iii)'( )' indicates negative ratio. 

iv) 'Minus' indicates negative change. 

Chai1gc 
1996-97 during !he 

decade 

(90.10) -104.71 

(87.57) -99.72 

(152.27) -141.72 

(77.88) -77.60 

(183.37) -176J7 

(237.79) -231.09 

(76.64) -65.59 

(194.30) -192.35 

(317 .66) -292.71 

(7K82) -728.3 7 

(219.24) -211.02 

(8.69) -8.99 

3.40 . -.3.50 . 

(0.15) -5.59 

2.20 _.11.24 

(18.29) +28.56 

(21.44) -22.21 

8.13 -1.03 

2.39 -1.66 

4.20 +2.8:! 

6.49 +0.94 

(2.18) -8.70 
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showed some improvement in the second and the third years with the positive 

results and fluctuated up to 1992-93 but reverted back to its original level in 1993-

94, and detedorated sharply over the remaining three years. The ratio improved by · 

19 ;51% over. the first five years but it declined by ~ 141.72% during the ten years. 

For Mills-A4, As and A1, the ratio remained negative throughout the study period 

except in 1988-89. In this year their ratio improved somewhat and became 

positive. Their changes were -4.63%, 2.31% and -4.04% respectively over the· 

first five years and they reached at -77.60%, -176.3 7% and -65.59% respectively 

at the end of the study period. In case of Mill-A6, the net profit ratio increased in •. 

the second year but declined steeply thereafter with some improvement in 1991-

92 and 1994-1995. Although the changes in the ratio over the first five years was 

only -9.47% but it went up at -231.09% over ten years. The situation was quite 

unsatisfactory for Mills-A8, A9 and A10• They were having ne~ative net profit . 

ratios. for all the years under ·study. Their changes reflected an extreme 

·deterioration. over the period with only a few exceptions. The position of Mills-A9 . 

and A10 were the worst among the ten mills under public sector. Theywere having 

the highest negative net profit ratio in starting, after five years and at the end of 

·the study period. 

Ourlook into the private sector find that Mill-B 1 started with the smallest 

net profit ratio i.e, 0.30% among all the mills under private sector. Its condition 

was more deteriorating year by year with slight improvement in 1993-94 and 

1994-95 in. its negative results. For Mill-B2 the net profit ratio had decreasing 

tren:d up to 1990-91 and the ratio became negative i.e., I 7.61 %. After having some. 

improvement it becamepositive i.e., 2.61% in 1992-93 but subsequently declined 

in the next. year turning to negative (0.83%); again the ratio improved significantly 

in 1994-95 but declined thereafter. After having some positive net profit ratio of 

5.44%, 5;07% and 4.18% in the first three years, Mill-B3 suffered losses and the 

ratio.remained negative over the following years. Mill-B4 started with 13.44% net 

profit ratio in 1987-88, the highest among the ten under private sector but it 
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deteriorated steadily year by year in its positive results. The condition was the 

worst in case of Mill-B5, among the ten mills under private sector. Its .net profit 

ratio remained negative all through the period and it was the highest in 1990-91 

and 1992-93 i.e., 46.85% and 56.86% respectively. The changes for Mills-B1, 8 2, 

B3 and B4 were ranging from -3.79% to -17.01% over the first five years and over 

ten years the changes were ranging from +2.20% to -8.69%: In case ofMill-B5 the 

change over the first two years was i 9. 96% and over seven years the change was 

28:56%. For Mill-B6 the net profit ratio fluctuated within 0.77% and 5.35%up to 

1994-95 but declined thereafter and became negative in the last two years. Mill-B; 

was having 9.16% net profit ratio in 1989-90. It fell down in the next year and·. 

then f1uctuated within 5.75% and 8.75% and stood at 8.13% in 1996-97, the 

highest among the ten mills. Mill-B8 was also having positive net profit ratio all 

over the period but its ratio fluctuated within only 1.75% to 4.51 %. The Changes 

in ratio of Mills-B6, B7 and Bs were 4.58%, -1.07% and -2.30% respectively-in 

1991-92 .aiJ.d the changes over the study period were -22.21%, -1.03% and 

-1.66% respectively. Mills-B9 and B10 suffered no losses during five years of their. 

existence. The net profit ratio of Mills-B9 and B10 improved in the second and the 

third year but it declined thereafter. The changes in their ratios were 2.82% and 

'0. 94% respectively in 1996-97 over 1992-93. 

As it is clear from the above analysis, all the mills under public sector 

were loosing. Almost all the mills suffered from heavy losses during the last tive 

years. The condition was more serious in case of Mills-A., and Aw. The 

government has decided to sell the mills immediately. On the other hand, the mills 

urider privatesector were in better position. Having been denationalised Mills-B1, 

B2, B3 and B4 recorded a perceptible improvement. Although Mills-B~> B:~. 85 and 

B6 became loosing finally their negative ratios were very small as compared to 

that of the mills under public sector. Again even though Mills-B4, B1, Bs, B., and 

8 10 were showing decreasing trend with a few exceptions they were making profit 

all through the period. But no mill under public sector became able to make any 
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Table-5.3: Operating Expense Ratio of the Selected Cotton Textile Mills 
(in percentage) 

~ 
Change Chan!(e 

1987- 88 1988-89 1989-90 1990-91 1991-92 over 1992-93 1993-94 1994-95 1995-96 1996-97 during the 
5 years decade . 

A, 85.69 75.37 85.46 89.57 90.00 +4.31 102.79 116.76 219.57 137.37 182.24 +96.55 

A2 81.14 77.02 .84.19 89.69 95.96 +14.82 109.27 102.97 105.89 131.75 184·.85 +103.71 

0::: AJ 98.76 88.42 89.37 96.07 90.08 -8.68 94.54 109.41 114.34 117.97 234.23 + 135.47 

0 
f-. ~ 99.44 85.38 94.84 105.64 96.53 -2.91 116.06 128.99 110.35 113.90 158.38 +58.94 

u 
i-l-l 

A~ 106.97 96:21 104.69 109.21 104.70 -2.27 127.11 151.82 129.84 136.40 257.47 +150.50 

en. 
103.39 92.71 A,, 98.71 112.12 100.36 -3.03 115.05 130.52 118.18 158.30 273.89 + 170.50 

u - i\7 108.43 95.92 90.55 98.41 91.58 -16.85 106.06 128.13 158.66 100.80 127.18 +18.75 

......l 

co A. 94.59 97.58 99.89 104.61 108.15 +13.56 118.98 132.89 114.93 128.74 275.32 + 180.73 

::l 
Q.. A., 98.59 92.78 105.21 113.77 121.87 +23.28 128.74 136.98 137.99 150.32 309.74 +211.15 

Aw 128.10 110.06 110.51 131.91 158.85 +30.75 130.91 129.12 120.88 195.33 6(3.71 +545.hl 

Ave 100:51 91.15 96.34 105.10 105.81 +5.30 114.95 126.76 133.06 137.09 267.70 +167.19 

8, 97.35 97.96 97.80 97.64 98.23 +0.88 99.19 90.55 96.13 110.53 I 06 . .58 +9.2.1 

82 86.04 98.34 105.27 119.16 107.89 +21.85 I 01.03 94.37 85.06 89.82 91.50 +5.46 
.. 

o:::· 
b 

BJ 87.25 76.89 82.80 91.46 96.40 +9.15 88.58 89.75 85.46 93.70 93.43 +6.11! 

f-. ·B. 8L37 80.96 . 81.63 84.81 87.83 +6.46 90.55 92.18 87.47 93.71 94.43 .+13.06 

u 
i-l-l B~ - - NA 1 99.48 114.08 +14.60 116.32 110.32 100.74 113.58 119.00 +19.52 

en 
B,, - - 80.45 82.50 81.63 +1.18 85.65 83.71 83.94 97.00 92.21 +11.76 

w 
r-:. B1 - - 94.42 83.93 79.10 -15.32 80.18 81.09 79.48 78.04 76.40 -18.02 
-<t: 
> B. - - 76.76 74.39 81.17 +4.41 80.02 84.90 88.05 90.13 92.20 + 15.44 

-
0::: 139 - - - - . NA, N/\2 90.13 94.06 78.18 86.09 84.70 -5.43 
Q.. 

Bw - - - - NA 1 NA2 72.42 62.46 74.19 80.25 80.70 +8.2X 

·Ave 88.00 88.54 . 88.45 91.67 93.29 +5.29 90.41 88.34 85.87 93.29 93.12 +5.12 

. 
Source: i) Appendix-? ii) Annual Reports of BTMC and Member Mills of BTMA. 

Notes: i) •_:_• indicates the period before establishment and commencement of production, 

ii) NA1= Not Available; NA2= Not Applicable. 

iii) 'Minus' indica!es negative changes.· 
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profit during the last five years ofthe study period except one or two. The average 

net profit margin of all the public sector mills taken together varied between 

(2.26%) and (21 9.24%) during the study period except 1988-89 when the ratio 

was 3.64%; while the private sector average ratio ranged between 6.52% and 

(6.25%). 

5.2.2 Operating Expense Ratio : 

The operating expense ratio is a yardstick of operating efficiency. To get a 

comprehensive idea of the behaviour of operating expenses, variations in the 1;atio 

. over a number of years should be studied. Thus the above ratio for a period of ten 

years ranging from 1987-88 to 1996-97 in respect of cotton textile industry in 

Bangladesh are presented in Table-5.3. 

Normally, the operating ratio should low enough to leave a good figure of. 

sales' .earnings to give fare return to shareholders and to meet up other liabilities 

like interest and taxation. If the operating expense ratio is 90 percent, then it 

leaves net operating profit of 10%. The lower the operating ratio, the higher the 

margin of profit. Table-5.3 clearly indicates that in case of Mill-A~> the operating 

expense ratio was satisfactory up to 1991-92 and the same was true up to 1990-91 

in case of Mill-A2• But after then they were having increasing trend with high rate .. 

during the remaining years~ The change in ratiq was +4.31% and + 14.82% 

respectively over the first five years but at the end of the decade the changes 

reached at +96.55% and +103.71% respectively. Mili-A3 in 1988-89, 1989-90, 

1990-91, 1991-92 and Mill-A4 in 1988-89 were having a satisfactory operating 

expense ratio and .left a good sales earnings. In case of other years they were 

facing high· expenses and left no operating profit. Their changes over ten years 

were + 13 5.4 7% and +58. 97% respectively. All the remaining mills were having 

operating expense ratio at higher than 90% during the first five years. In case of 
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Mills-A9 and A 10 the ratios were as high as 121.87% and 158.86% respectively in 

1991-92. They all were to face high expenses over t~e second half of the study 

period and were showing increasing trend with a few exceptions. The changes 

also indicated a high rate of increase over the period under study. 

· On the other hand, among the mills under private sector, operating expense 

ratio of Mill-B 1 ranged between 97.25% and 98.23% for first five years but 

deterioratedover the remaining years except in 1993-94. In this year, the ratio 

improved ·and the net operating profit was 9.45%. Mill-B2 started with 86.04% 

operating expense ratio but increased somewhat sharply during the second, third 

and fourth year. After then it improved in 1992-93 and 1993-94 and reverted back 

to almost its original level in 1994-95 but again deteriorated thereafter. Mill-B3 

was having . a satisfactory operating expense ratio all through the period under 

study although the ratio was somewhat higher in 1991-92, 1995-96 and in 1996-

97. Mill-B4 was also having a good operating expense ratio over the first five 

years, but its ratio declined steadily over the second five years except a significant 

improvement in 1994-95. The condition was very serious in case ofMill-B5 during 

ten years. ·Its .ratio remained higher than 90% during the period and left no sales 

earnings over time except leaving. a slight earning in 1990-91. Mill-B6 had good 

operating expense ratio up to 1994-95 but the condition deteriorated in 1995-96 

with some improvement in the last year. Mill-B7 started with 94.42% operating 

expense ratio in 1989-90 and left a very small ·sales earnings, but showed a 

significant: improvement for the remaining years in succession having the ratio 

lower than 85% in all the years. Mill-B8 had the lowest i'atios of 76.76% and 

74.39% in 1989-90 and 1990-91 respectively but it gradually increased after then 

with a slight improvement in 1992-93. In case of Mill-B9 the ratio was satisfactory 

during all the years except in 1993-94 and the ratio of Mill-B 10 remained highly 

satisfactory during the same period. They could leave a good amount of sales 

earnmgs . to give fair return to shareholders and to carry out interest and tax 

burden. 
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However, from the m1alysis (Table-5.3), it is observed that all the mills 

under public sector faced high expenses over the study period except a few of 

them in a few years of first half which wiped out their gross profit. The operating 

ratio of the selected mills remained higher than 90% except Mill-A 1 in the first 

year and Mill-A2 in the first four years and the ratio went as up as 309.74% in case 

of Mill-A9 and 673.71% in case of Mill-A 10 in 1996-97. It was due to sales 

volut:ne of the public sector mills declined in large amount with a significant 

increase in cost of production. The changes over times make the condition more 

clear and indicate the intensity of the problem. On the other hand, .the condition of 

operating expense ratios of private sector mills were far better than that of public 

mills. After coming in private ownership Mills-B2, B3 and B4 improved their 

condition and their operating expenses ratio remained more or less satisfactory 

with a few exceptions. The ratios of Mills-B6, B7, B8, B9 and B10 were also 

satisfactory with one or two exceptions and they could leave a good amount of 

operating profit. Their change also signifies the same thing. The public sector 

average ratio was 9L15% in 1988-89, being the lowest and 267.70% in 1996-97, 

being the highest; the respective figures were 85.87% and 93.29% in private 

sector. 

5.2.3 Return on Investment : 

The magnitude of the rate 6f return can be compared . in relation to the 

investment in total assets by the cotton textile mills under study for the purpose of· 

profitability analysis. The Table-5.4 presents the rate of return on investment in 

total assets of the textile mills under study. 

The ROI in total assets of Mill-A 1 is 6.14% in 1987-88, it improved in the 

next year but declined again after then and became negative during the remaining 

years with a slight improvement in 1992-93 in positive terms. In case of Mill-A2 

the rate of retUrn was good in the first three years, then it fell down and became 
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Table-5.4: Return on Investment of the Selected Cotton Textile Mills 
(in percentage) 

~ 1;87,881988-89 1989-90 1990-91 1991-92 Change 1992-93 1993-94 1994-95 1995-96 199(?-97 Change· 
over during the 

Mills . · 5 years decade 

AI 6.14 10.37 6.79 (3.07) (10.22) -i6.36 0.10 (8.54) (3.80) (7.83) (10.90) -17.04 

. A2 14,71 19.69 13.83 7.76 2.86 -11.85 (4.59) (2.86)' (2.41) (12.60) (30.69) -45.40 . 

6::· Al L23 . 13.01 14.41 5.10 22.52 +21.29 8.42 (10.26) (12.09) (23.06) (61.31) -62.54 

0 
!--< ~~~ 2.81 16.09·' 5.00 (5.59) 4.29 +1.48 (7.57) (24.41) (8.44) (10.48) (32.40) -35.21 

u 
f..Ll 

~~~ 13.23 9.87 (I 0.28) (22.89) (9.73) -22.96 (41.63) (85.40) (54.88) (64.96) (ll 0.85) -124.!18 

(/) 
A,, 4.26 5:17 0.64 (6.55) (0.12) -4.38 (6.01) (14.64) (9.36) (17.92) (32.06) -36.32 

u 
...... A, (5.90) 3.15 4.62 0.94 3.54 +8.55 (3.11) (12.71) (7.44) (11.76) (19.21) -13.31 

....l 

CQ A. :5 .. 01 2.21 0.21 (9.03) (5.14) -10.15 ( 12.88) (23.61) (21.73) (28.36) (63.37) -68.38 

·;:::J 

Cl.. A. . 0.72 3.48 (!.59) (4.92) (3.63) -4.35 (23.24) (14.07) (14.15) (18.16) (30.47) -31.19 

Aw . 7.71 3.53· (4.09) (10.75) (8.45) -.16.16 (20.89) (16.90) (12.43) (25.74) (31.26) -38.97 

Ave 4.99 8.66 2.95 (4.90) (0.41) -5.40 (11.14) (21.34) (14.67) (22.09) (42.25) -47.24 

81 . 1.23 1.36 1.69 1.29 (0.43) -1.66 (0.34) 3.98 2.44 (5.52) (2.86) -4.09 

.. 
. 82 .14.28' 5.06' 3.75 (2.99) ( l. 79) -16.07 2.58 1.96 . 8.22 5.01 1.48 -12.80 

0:: Al 2.93 3.76 6.29 0.96 1.00 +1.93 .3.91 2.56 8.94 5.31 4.87 +1.9'1 
0 
!--< s~ 17.87 14.17 17.17 14.27 11.71 -6.16 8.38 7.58 9.06 6.78 4.47 -13.40 

u 
f..Ll Bs - - NAI (0:4i) (6.57) -6.16 (8.09) (7.43) (0.55) ·. (17.13) (7.22) -6:81 
(/) 

B,, ~ - 3.51 . 8.36 8.19 +4.68. 5.53 . 8.37 9.30 .· '1.99 . 4.61 +l.lO 
.f-Ll 

!--< B, - - 2.69 10.33 12.34 +9.65 13.63 11.27 11.99 10.24 11.05 +8.36 
<t! 

> B. - - J 1.27 13.42 11.44 +0.17 12.04 12.79 15.45 11.17 8)1 ~2.96 

...... 
0:: s. - - - - NAI NA2 2.69 9.56 1.1.21 8.71 12.33 +9.64 
·o.. 

.. 
8111 - - - - NAI NA2 10.06 15.98 9.45 5.61 4.39 -5.76 

Ave . 9.08 6.09 6.62 5.65 4.49 -4.59 '5.04 6.66 8.55 3.22 4.14 -4.94 

-· 
Snurce: Compiled from. Annual Reports ofBTMC and Member Mills ofBTMA. 

Nntcs : i) '-' indicates the period before establishment and commencement of production. ii) NA1= Not Available: 

NA2= Not Applicable, iii)'()' indicates negative ratio. iv) 'Minus' indicates negative change. 
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also negative in the remaining years and reached as low as (30.69%) in 1996-97. 

The rate of return of Milis:-AJ and A4 were insignificant in financial terms in 1987-

88. Return of Mill~A3 had been improving very fast with some decrease. in 1990-
. . . . 

91 and during 1991-92; the remarkable improvement in its return from 1.23% 

during 1987·88 to 22.52% in 1991-92 was really appreciable; but after then its 

return deteriorated very fast and became negative from 1993-94. In case of Mill

.t\.4• a remarkable increase was observed in J 988-89 but subsequently declined 

somewhat steeply and:became negative of (5.59) in 1990-91. Although the inill 

became able to earn an insignificant return in 1991-92 but after then it was 
. . . 

incun·ing losses and its loss was as high as (32.40%) of the total investment in 

1996-97. For Mill-As, return was good in the first five years, then it fell down and 

· becarrie nega~ive ·from the subsequent years. Not only that its negative return 

showed a decreasing trend at increasing rate with one or. two sudden breaks. It 

incurred the._highest losses i.e., (64.96%) and (11 0.85%) of the total investment in 

the last two years. After having an insignificant return up to 1989-90. Mills-A6 and 

A8 incurred lo~ses and their return became negative over· the· remaining ·seven 

years. Mill-A7 started with negative return in 1987-88, it improved somewhat but· 

had to suffer from.low return on its investment and its returns remained negative 

during the following years. Mills-A9 and A10 were not fairing well as they were 

incurring losses over the last eight years- after having an insignificant return in the 

first two years. Considering change, a gradual deterioration was observed in case 

of all the mills under public sector in almost all the years during the second half of 

the study period. 

On_ the other hand, among the four denationalised mills, Mill-B4 was 

earning good return. ori its investment during the first half of the period; but the 

ratio somewhat decreased and fluctuated over the last five years and finally it fell 

down at 4.47%. For Mills-B 1 and B3 the returns were very low from the point of 

view of an investor as he could get an interest of around 8% per annum in Saving 

Bank Account of Post Office/ Bank and in case of Mm-BI the ratio remained 
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. negative in 1991-92, 1992-93, 1995-96 and finally in 1996:..9_7. Mill-B2 had a good 

return on its inv·estment of 14.28% in 1987-88, it declined in the next two years · 

and became negative in 1990-91 ·.and 1991-92, and then the ratio improved but 

remained insignificant returns over the last five years. Mill-B5 w;:ts not fairing well . 

as it ~as i.ncurring loss all through the period and its condition was in the worst 

position among the ten ·mills under private sector. For Mill-B6 return on 

investment was unstable and sometimes very low over the time. Mills-B7 and B8 

were having .good return on their investment except in 1989-90 for Mill-B7 and in. 

1996-97. the return. of Mill-Bs was somewhat low i.e;, 2 .. 69% and 8.31% 
. . 

resp~ctively . .Mill-B9 earned a good return in 1993-94, 1994-95 and 1996-97 as. 

compared to that in 1992-93 and 1995-96. Mill-B 10 also had a good return over the 

first three years but the ratio declined in last two years. 

From the analysis ofTable-5.4, .it is observed that although some public 

sector milk enjoyed insignificant or low return and only three mills enjoyed a· 

good return on their investment in some years of the first five years period but all 

the mills suffered from highly .negative return on their investment over the last 

·five-years of the study period. Changes also showed a wide deterioration in case 

ofall the public mills over the last ten years with some exceptions where their 

· negative return improved somewhat. Vis-a-vis private sector mills were iri better 

position. Some mills enjoyed good return in almost all the years, some enjoyed 

good return during t11e first half but suffered from low return during the second 

half. Some mills enjoyed insignificant return on their investment with some 

exceptions where their return became negative. Only one mill suffered from 

negative return all through the period. The average ratio of public sector ranged 
. . ·' . 

between 8.66% in.I988-89 and (42.25%) negative in 1996-97 as against 9.08% in 

1987-88 and3.22% in 1995-96 in private sector; 
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5;2.4 Return on·Capital Employed: 

The net profit before interest and tax, as expressed as a percentage of 

capital employed, is the most important for studying the management efficiency of . 

the enterprise. It is used to study the operational efficiency of the enterjJrise. It 

shows the· earning capacity of the capital. The following Table-5.5 shows the rate 

of return on net capital employed of all the twenty cotton textile mills under study 

. ·during the .p.eriodl987 ~88 to 1996-97. 

From the perusalofTable-5.5, it is evident that the ratio of Mills-A, and A4 

was positive during·the·first three years of study pedod but turned to be negative 
. . . . ·: . . . . 

during the ·remaining years except in 1992-.93 for Mill-A, arid in ·1991-92 for Mill-

A4: ·In these. years, tl:ieir ratio improved and became positive again. Mill~A2 had a·. 
. . 

good return on its capital employed during the first four years but the trend of 

dec] ine was set since 1991-92 and its ratio remained negative during the last five · 

years. Mill:-A3 started with a return of 3.46% but it improved to the extent of 

aroimd 39%· during the first half but in the year 1992-93, the declining trend was 

· an·ested and the ratio became negative in the following years. Its negative return 

·rose to the extent' of (715 .06%) due to excessive decline in capital employed 

caus.ed bythe accl.Ul).ulated loss of P & L A/c. For Mills-As and A6 the ratio was 

negative owing to the negative capital employed in 1987-88. Mill-As improved in 
. . . . 

. . . 

1988-89 but the ratio was very high because of very low capital employed. Its 

ratio became· negative in the subsequent years and during 1990-91 to 1996-97 

there was no consistency in the ratio due to negative capital employed as well as 

negative profit. ln case of Mill-A6 , the declining trend was arrested in 1989-90 

and the ratio became negative from 1990-91 to the extent of (15 8.17%) in 1996-

97. Its return also showed no consistency in 1994-95 and 1995-96. A1 was the only 

mill who. suffered a net loss of (26.76%) on capital employed in 1987-88. A· 

mentionable .improvement was observed up to 1991-92 with some decrease in 

1990-9 L But its ratio declined drastically and turn to be negative to the extent of 

(20.13%) and (36.64%) in 1992-93 and 1993-94 respectively. Inconsistency was 
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Table-5.5: Return on Capital Employed of the Selected Cotton Textile Mills 

(in percentage) · 
.. 

··~ 1987~ 88 1988-89 1989-90 1990-91 1991-92 1992-93 1993-94 1994-95 1995-96 1996-97. 

-
A, . 7.32 13.23 ' 7.34 (3.18) (10.66) 0.1.1 (8.81) (3.89) ( 11.74) (18.11) 

' 
A2 17.51 22.14 15.77 9.12 3.43 (5.57) (3.09) . (2.65) (15.38) (42.49) 

~ AJ 3.46 . 3'8.45 33.87 10.69 38.50 13.29 (21.83) . (13,74) (44.86) (715.06) .. 
0 
I-< ~ 9.83 47.22. 6.25 7 .. 16 5.48 (15.46) (34.32) (11.16) (17.27) (56.86) 

u· 
A, (I iHS) 2I2.39. (177.39) [284.67] . u.l •. [48.70] [59.54] [34.80] . [·16.74] [24.26] [26.56] 

C/) 
(11.43) A(, 11.63 1.02 ( 11.07) (0.22) (15.82). (67.34) [201.22] [227.34] ( 158.17) 

u - A,: (26.76) 5.77 8.65 1.96 9.90. . (20.13) (36.64) (28.08) . [38.21] [237.52] 
... 

~-

ill. ·A,. . 7,8I '4.09 .0.42 (21.51) (20;05)·' (203.07) (87.92) (48.07) [380.77] [110.95] 

::::>. 
0.. A., 0~85 .. 3 .. 98. (2.03) (7.87) (9:89) (370.29) (20.92). (25.43) (33.43) (83.96) 

.A111 13.35 8.75 (11.26) (60.47) [344.00] ·[61.26] (48.19) (45.76) (369.97) 1128.92] 

Ave 3.34 36.77 (11.74) (7.84) 1.67 (61.69) (32.91) (17.93) (49.27) ( 107.47) 

B, 2.76 2.97 3.84 3.17 (0.60) (0.44) 5.49 3.41 (8.36) (4.04) 

82. . 144.41 7.61 5,89 (4.87) (3.29) . 4.79 3.30 13.22 6.82 2.12 

~- .BJ 3.92 A.63 · 8.58 1:20 1.25 5.14 3.46. 11.37 6;10 6.14 
0 
I-< s~ 30~ II 25.6I 27.86 23.57 19.54 13.37 11.76 14.93 10.66 6.16 

u 
u.l B, - - NA (0.62) (10.99) (14.70) (13.78) (0.88) (34.18) (12.32) 
C/) 

8(,· - - 4.32 10.87 11.25 7.38 12.57 14.52 2:93 8.65 
u.l 

'~--o s, . - .._ 2.95 13.45 14.87 19.48 14.74 16.76 13.30 17.15 
-<' 
> B, - - 12.65 15.i6 13.04 13.97 15.12 20.21 13.65 9.90 -
~ B., - - - - NA 2.82 10.44 12.66 I 0.00 13.H3 
0..· -

Fl111 - - - - NA 14.59 22.22 10.91 6.19 5.38 

Ave 45.30 10.2I 9.44 7.75 5.84 6.64 8.53. 11.71 2.71 5.30 

Sources: i) Appendix- 9, ii) Annual Reports ofBTMC and Me1i1ber Mills ofBTMA. 

Notes: i) ._:_. indicates·the period. before establishment and ct1mmencement of production; ii) NA= Not Available: 
. ; . . . 

iii)'( )'indicates negative ratio. iv) '[ ]'indicates negative return on negative capital employed. 
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also observed during the last two years because of negative profit and negative 

capital employed. Mill-As had an insignificant positive return during the fir'st three 

years with declining trend, which remained negative thereafter. The negative ratio . 

was as high as to the extent of (203.07%) in 1992-93 due to excessive decline hi 

capital employed. Itwas only 0.85% for Mill-A9 in 1987-88, went up to 3.98% in 

the next year and again fell down becoming negative in the following years. Its 

negative ratios declined more and more and to the extent of (370.29%) in 1992-93 

due to very low capital employed. The ratio of Mill-A 10 was positive during the 

first two years but turned to be negative in the next year and r~ached as high as 

(367.97%) in 1995,.96.du.e to heavy loss burden in one side and excessive decline 
. . . 

. in capital.~mployed on the other side. Its ratio also remained inconsistent in 1 991-

92,. 1992-93. and in 1996-97. 

Incontrast, among the private sector mills, Mill-B 1 had·a minimum return. 

on capital :e~ployeit during the first three years but it declined slight. in 1990-91 

a,nd became J~egati~e in 1991-92 and ·1 992-93. After having some positive return . 
. . . 

Mill-B 1 again suffered from negative return in the last two years. Mill·B2 started 

with a maximum return of 144.41% in 1987-88, due to very small capital 

employed, but eventually recorded a perceptible decline in 1988-89, the ratio 

fluctuated·within3.30% and 13.22% over the remaining years except in 1990-91 

and l991-92 when the ratio remained negative. In .case of Mill-B3 the ratio was 

positive all 'through the period and it showed some improvement during the last 
. . . . .. 

five ·years. Mill-B4enjoyed a good return of 30.11% in 1987-88. But downward 

trend began subsequently which took it to 6.16% .in 1996-97 because of smaller 
. . . 

'~perating .. ·profit . ·and greater capital employed. The position was · quite . 

uhsatisfactory all through the period in case of Mill-Bs. But there was impressive 

improvement in its negative return and it became only (0.88%) in 1994-95 but 

deteriorated sharply in the next year and negative ratio went up to (34.18%) which 

improved again sign,ificantly in the last year. For Mill-B6 the ratio fluctuated 

between 2.93% and 14.52%. and it was the highest in 1994-95. But in the case 
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Mill-B7 th~ ratio increased continuously tlu·oughout the period except a slight 

decrease in 1993-94 and 1995-96 and its ratio reached at 17.15% in 1996-97 from 

2.95% in J 987-88. Mill-B8 was having impressive return on its capital employed 

ranging from 12.65% to 20.21% up to 1995-96 but showed some decrease in 

1996-97 i.e.; 9.90%. Mill-B9 improved its positive ratio up to 1994-95 but the ratio 

feli down at 10.00% in 1995-96 which again went up to 13.83% in 1996-97. In 

case of Mill-B10 there was impressive improvement in 1993-94 to the extent of. 

22.22%; but after then a downward trend began, which took it to 5.38% in 1996-97. 

The above analysis makes it clear that return on capital employed was low 

and unstable -in case of all the mills under public sector except two or three arid 

was negative 'also in some·years during the fii-st half. But during the last half of the -

period all th~ mills were showing negative return, except Mill-A1 in 1992-93. In 

caseof soriie ·mills, there was no consistency in.the ratio because of negative profit 

and negative capital-employed in some years of the period. This was the condition 

. without considering interest and taxes, if we would consider the same, the ratio of· 

public sector mills would show more serious condition. In case of private sector 

mills the condition of Mills-Bi, B2, B3- and B5 was not so better than that of public-. 

· sector mills during the first half; but Mills-B4, B6, B1 and B8 were showing good 

ratios and better position. During the last half, all the private sector mills were 

enjoying positive return and they were showing better condition than that of 

public sector mills except Mills-B 1 and Bs. The average return on capi~al employed _ 

of all-the public sector mills taken together was the maximum i.e., 36.77% in 

1988-89 and the minimum i.e., negative (107.47%) in 1996-97 while in private 

sector the respective figures were 45.30% in 1987-88 and 2.71% in 1995-96. 

5.2.5 Return on Shareholders' Equity: 

The foregoing analysis reflects the profitability position of cotton textile 

industry in Bangladesh based on earning before interest and taxes. But the owners 

of the enterprises are interested in the net profit after tax and therefore, the 
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profitability should be indicated by relating the net profit after tax to the net worth 

and equity share capitaL The Table-5.6 and 5.7 present the data about these 

variables. 

As is clear from Table-5.6, the net surplus as a percentage of net worth or 

shareholders' equity improved from 1987-88 to 1988-89, and thereafter the ratio 

declined year by year in case of Mill-A,. It was :witnessed a. negative return of 

(10.29%}in1993-94 and (4.53%) in 1994-95 and the negative ratio increased to. 

(33.49%) in 1996~97. In case of Mill-A2, the return on net worth improved 

considerably from 15.40% during 1987-88 to 26.02% during 1988-89. The 

declining trend of its net profit as a percentage of net worth during the following 

years was steepened because of reducing net surplus and the ratio became. 

negative from 1992-93. For Mill-A3, the return was highly negative due to huge 

net deficit during 1987 .. 88. The ratio improved sharply and turned to be positive to . . 

the extent :Of 57.97% in 1989-90, but drastically fell down to 9.44% during 1990-

9LAfter .showing a significant improvement in 1991-92 'it declined sharply in 

.1992~93 and the year that followed witnessed a negative return on net worth to a 

.·great extent due to large amount of net deficit. In case of Mill-A4, the rate of 

teturn was: negative dirring the year 1987-88, 1989-90, 1990-91 and 1991-92 and 

it was inconsistent :dliring the second half of the period. For Mill-As, the return· 

showed no. consistency during the year except 1988-89 due to negative net profit 

and negative net worth, and this was true in case of Mill-A6, during all over the . 

period. Thereturn on net worthwas negative up to 1990-91 for Mill-As and up to 

1989-90 for1,'fill-A7 except in 1988-89 where Mill-A1 improved its ratio to 10.39%. 

positive from (38:54%) negative.· During the remaining years Mills-A1 and As 

.·showed no. consistency in their ratios. Mills-A9 and A10 witnessed negative return 

on net worth during 1987-88 but showed no consistency over the remaining years .. 

In the private sector, the return ofMill-B 1 was positive up to 1990-91 but 

they were very low, ranging from 0.15% to 0.44%; it turned to be negative 

thereafter to the extent of (35.60%) in 1995-96. For Mill-B2, the return declined sharply 
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Table-5.6: Return on Shareholders Equity of the Selected Cotton Textile Mills 

~ 1987-88 1988-89 1989-90 1990-91 1991-92 1992-93 1993-94 1994-95 
s 

AI 11.34 17,66 t"0.06 6.47 5.54 0.13 (10.29) (4.53) 

A2 : 15.40 26.02 . 16.31 10.79 4.08 (7.14) (4.74) (4.87) 

~ 
"(123.38) .0 AJ 35.45 57.97 9.49 41.86 29.68 (222.08) [116.69] 

.E-< 
·A~ (2.12) 4f.29 (12.86) (117.20) (95.59) [154.80] [59.12] [24.26] 

0 
'~ As [119.49] 157.18 [14.27] [20.92]• [11.62]. [31.44] [29.91] [16.30] 

C/l 

u .A(, ·[25.46] [3·5.54] [29.89] [98.98] [37.69] [37.06] [31.38] [17.97] 

...,... 

.....l 117 . (38.54) 10.39 (4.36) [20 1.90] [105.53] [62.63] [47.06] [24.26] 

co 
;:J "· (4:78) (6.41) (26.0)) ( 141.08) [1503.72] [93.93] ]41.44] [29.62] 

p... 
I\.) (542.45) [150.73] ]191.73] [66.48] [47.56] [40.30] ]25.51] [20.75] 

A111 .(196.01) (702.00] [79.36] [21.94] [36.66] [32.66] [25.58] [15.66] 

81 '0.35 0.44 . 0.43 0.15 . (4.70) (6.60) (2.66) (0.29) 

.. 
82 56.37 . 2.47 2.80 (7,06) (6.17) 1.46 (0.58) . 9.35 

~-
0 BJ . 7.90 9.20· 8.21 (9.14) (21.87) (9.83) ( 12.54) 9.86 
(:-< 

u B~ 3D.43 17.95 . 18.99 12.40 10.61 10.56 9.90 8.91 

U.J. 

en Bs - - NA [105.06] [34.19] [43.00] [11.47] [1.24] 

U.l' '8(, - - . o:68 8.85 9.17 3.47 6.23 10.92 
E-:-
<i:' 87 - - 12.06 . 6.23 13.92 13.34 10.67 13.02 

> - lh - - 8.14 10.06 4.4lJ 7.23 10.67 14.56 
~ 
p... B.) - - - - Nil 5.04 11.27 13.58 

BICI - - - - NA 14.98 27.45 5.38 

Snqrces : i) ·Appendix-8 ii) Annual Reports of BTMC and Member Mills of BTMA. · 

Note's : i) ' . .....,.' indicates the period be1ore establishment and commencement of production. 

ii) NA":" Not Available. iii) '( )'.Indicates negative return. 

iv) '[]'Indicates the ratio of negative return on negative net worth. 

(in percentage) 

1995-96 1996-97 

(19.02) (33.49) 

(25.46) (88.78) 

[62.53] [56.63] 

[34.40] [34.65] 

[19.98] [24.02] 

[22.88] [22.41] 

[25.15] [23.49] 
-

[22.49] [31.44] 

[18.61] [ 19.71] 

[20.67] [ 18.20] 

(35.60) (12.50) 

6.57 1.87 

(3.54) (0.42) 

4.69 3.60 

[13.84] . [60.65] 

(4.18) (145.33) 
·. 

12.08 15.13 

8.04 5.09 

8.50 9.54 

3.49 2.33 
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from 56~37%during 1987-88 to 2.80% during 1989-90~ It was negative during .. 

1990.:91, 1991-92 and 1993-94 and ini.proved marginally in 1994-95 but declined'· 

again thereafter. Mill-B3 started with 7:90% return during 1987-88, it increased in 

1 988,..89 with slight decline in 1989-90 .and became negative over tl1e remaining 

years except in 1994-95 where a marginal improvement i.e., 9;86% positiv·e return 

was visible .. Mill-B4 enjoyed 30.43% positive return during 1987-88 but thereafter, 
. ,. ~: . . . . . 

the trend ·of decline was visible except in 1989-90 where a slight improvement 

was shown. B5, the only mill under private sector, the retum of which showed no 

consistency over the period. For Mill-B6, the years preceding to the year 1995-96 
.·. . . . . 

showed positive returns although it was very low during 1989-90 and·1992-93; the 

'ratio becrune negative during 1995-96 and'reached at the top i.e., (145.33%) 

negative finally. In case of Mill-B7, the return was positive and comparatively 

stable all through the period varying from 6.23% to 15.13%. The return on net 

·worth ofMil1-B8 was also positive over th~ period ranging from 4.49% to 14.56%. 

The return ofMill-i39 improved from 5.04% in 1992-93 to 11.27% during 1993-94 

and n:s&% during 1994-95. It declined in the year that followed and improved 

slightly'finaily. In case ofMill-B 10, the return on rtetworthwas impressive during 

1992-93 and. 1993-94, .it declined sharply in the next year and fell down to only 

2.33% in !'996-97. 

The above analysis leads to the conclusion that the profitability position of 

public sector textile mills in relation to net worth was ver:y unsatisfactory except 

.. Mills.:.Ah A; and A3. which made a good return in some years and Miils-A4 and A5 .. 
~ . . . . . .· . . . 

riuide so 'in only one year during the first half, but during the last half, the 

condition was more serious. No mill became able to make any return on net worth 

except only Mill-A1 made a good return and Mill-A, made a slight in 1.992"93. 

Moreover, the return of Mills-A4 to A10 showed no consistency during the last half 

of the period: This situation was also visible in some years of first half. On the 

other hand, profitability positionin relation to the net worth of Mills-B" B3 and B6 

we~e very·unsatisfactory and required concrete effort on the part of management. 
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Table-5.7: Return on Paid up Share Capital of the Selected Cotton Textile Mills 

(in percentage) 

·~ 1987- 88 1988~89 1989-90 1990•91 1991-92 1992-93 1993-94 . 1994-95 1995-96 1996-97 
· Mills 

A, = = = = = = = = (53055.00) (69951.00) 

A, = = = = = = = ·= = (29lJ5.47) 

~ AJ = = = = = = = = = (3145.27) 

0 
!- A~ (8.55) 445.05 (92.95) (465.75) (204.H5) (80().20) ( 1263.05) (617.40) (761.65) (1453.95) 

u 
A~ (261.93) 

'-Ll 
119.57 (170.57) (297.43) (194.57) (927.64) (1144.14) (784.43) (1009.71) (1544.64) 

. C/l 
A,, (222.35) 178.25 31.95 (1288:70) (948.20) (1543.45) (220 1.00) (1609.60) (2214.10) (2947.55) 

u - A, (355.50) 152.55 (22.95) (1312.05) (1467.10) (3024.35) (4580.75) (3165.00) (3823.60) (4953.80) 
.;....l 

(l:l A, = = = = = = = = = = 
::::> 
p.. A• = = = = = = = ·- = = 

A111 = = = = = = (6(i299.00) (45911.00) (70442.00) (74135.00) 

Ave. (212.08) 223.86 (63.63) (840.98) (703.(,8) (1575.41) (15097.5<)) (10417.49) (4199.34) (2653.09) 

--
B, 15.00 19.19 18.6'1 6.13 (263.(,9) (479.69) ( 194.31) (21.38) (2883.75) (2026.8H) 

Bz 70.26 35.12 39.70 (99.90) (87.33) 20.65 (7.55) . 122.07 92.92 15.64 

~ BJ 9MI 63.33 5.8.84 (74.36) (78.19) (32.23) (36.51) . 30.77 ( 10.66) (0.88) 

0 
!- s~ 96.14 55.98 55.41 39.57 36.40 39.52 39.93 30.98 14.23 10.85 

u 
'-Ll B~ - - NA (2077.27) (1027.24) (2267.37) (293.76) (32.25) (416.56) (428.20). 

i:n 
8,, - - 0.68 9.53 10.12 3.49 6.40 11.99 (3.94) (55.83) 

U.l 

!- B, - - 13.57 8.71 17.02 16.32 27.17 28.02 29.91 34.71 
-o:r:· 

> B, - - 9.02 11.25 5.06 8.22 12.58 18.92 9.24 5.85 

-p::: Bo - - . - - NA 5.30 13.23 16.86 10.78 13.04 
p.. 

Bw - - - - NA 17.94 57.29 26.39 11.05 7.50 

Ave. 69.45 43.41 27.91) (272.04) (173.48) (266.79) (37.55) 23.24 (314.68) (242.4H) 

Snurces: i) Appendix-7 ii) Annual Reports ofBTMC and Member Mills of llTMA. 

Notes: i) '--:-'indicates the period before establishment and commencement of production. 

ii) NA= Not Available. iii) '( )" Indicates negative ratio. iv) ·=· Indicates the period of no paid up capital. 
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The position of Mill-B7 was good and impressive. The retui·n of the rest mills was 

not worth mentionable but they enjoyed a good return in some years of the study 

period. The overall position of private sector was better than that of public sector. 

5.2.6 Return on Paid up Share Capital : 

The ·historical data presented in Table-5.7 showed that the profitability as 

judged from the criterion of return on share capital of the selected public sector 

textile mills was not only unsatisfactory but also a matter of great cm'lcern. Mill

A, had no share capital up to 1994-95 and Mills-A2 and A3 had no share capital up 

to 1995-96 and thus they were no return on share capital. In the .remaining year/· 

years, their ratios were very high due to very low share capital on the one hand 

and heavy- losses on the other hand. The ratio of net surplus/ deficit to share 

capital was highly negative during the period under study except in 1988-89 in 

case of Mills-A; to A7 and in 1989-90 in case of Mill-A6 • The reason for sharp. 

deterioration in .their return can be found out a.s the sharp increase of net deficit 

and low share capital. Mills- As and A9 had no share capital during the period . 

under study but Mill-A 10 had the same during 1993-94 to 1996-97 and its return 

was also very high in these years due to low share capital and heavy losses. 

On the other hand, Mill-8 1 of private sector had a positive return up to 

1990-91 which turned to be negative subsequently. Its negative return reached at 

(2883.75%), the highest among the ten mills. The return of Mili-B2 were negative 

during 1990-91, 1991-92 and 1993-94. In between the years, its returns were good 

and ii:npressive except in 1992-93 and 1996-97' where the returns decreased 

. somewhat. Mill-B3 earned the highest return up to 1989-90 but thereafter its return · 

became negative because of continuous net deficit after tax. The sudden jump in 

the ratio during 1994-95 was seen on account of the sharp increase in the net·. 

surplus on the one hand and a constant position in share capital. The ratio again 

fell down and became negative in 1995-96, a slight improvement was seen in 

1996-97. In case of Mill-84, the ratio of the net surplus/ deficit to share capital 
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was positive throughout the study period, but after 1993-94, the trend of decline 

was visible because of the dual effect of reducing of net surplus on the. one hand 

and the increase of share capital on the other hand. The ratio was negative all over 

the _period "in case of Mill-B5, the unit of the worst performance judged from this 

angle because of coi1tinuous losses during the period. Mill-B6 showed a positive 

return but much lower up to 1994-95 followed by a decline to (3.94%) negative in 

1995-96 and (55.83%) in 1996-97. Mill-B1 had also a good and impressive returri 

during all through the period and a tl'end of increasing was seen during the last · 

half of the period. The ratio of net surJ)lus/deficit to share capital was positive all 

over the period in case of Mills-Bs, B9 and B10 also. But a gradual decrease was·. 

observed during the last two years in case of Mills-Bx and ·B 10 • Thus the above 

ratio c!earlydepicts the better profitability position of cotton textile mills under. 

·private sector than that of the mills under public sector, because all the mills 

except Mills.:.B, andB5 had been earning better returns. Moreover, we also could 

find from annual reports of the private sector mills ·that a dividend of ranging 15% 

to 30% was declared on share capital during all the years in case of Mills-84 ; Mill-

86 declared 7% to 1 0% dividend during 1990,.91 to 1994-9 5; Mill-B1 declared 

10% to 25% dividend during 1992 to 97; Mill-88 declared 10% to 12.50% 

dividend during 1989-90 to 1995-96; Mill-89, declared 6% to 12.50% during 

1991-94 to 1996-97, and Mill-8 10 declared5% to 20% dividend during 1995-96 to 

1996-97. Mill-B2 also declared 40% to 10% dividend during 1987-88 to 1989-90 

and 1995-96 to 1996-97; and Mill-B3 declared 30% dividend on share capital 

during 1988~89 and 1989-90 and 10% in 1994-95. 
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Fig. 5.1 : Gross Profit Margin of the Cotton Textile Industry 
(Source : Table-5.1) 
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(Source : Table-5.2) 
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(Source : Table-5.4) 

.91 92 93 94 95 96 

Years 

97 

Fig. 5.5 : Return on Capital Employed 
(Source : Table-5.5) 

90 91 92 93 94 95 96 97 

Years 

Fig. 5.6: Net Profit After Tax 
(Source : Appendix-B) 

90 91 92 93 94 95 96 97 

Years 

.,......___Public Sector 

-Private Sector 

.,......___Public Sector 

- Private Sector 

.,......___Public Sector 

-Private Sector 

176. 



Table-5.8: Mean and t-Values of the Performance Indicators for Public and Private 
Sector: 1987-88 to 1996-97. 

~ Ill pl p) P, I'; 1',, p, 
5.1 5.2 5.3 5.4 5.5 5.6 5.7 s 

. 

1987- 88 6.77 (8.22) 100.51 4.99 J.34 (88.05) (212.08) 

1988-89 16.91 3.64 91.15 X.()6 36.77 28.16 223.86 

1989-90 10.98 (2.26) 96.34 2.95 (11.7,1) 4.11 (63.63) 

ct:: 1990-91. 2.05 (12.77) 105.10 (4.90) (7.84) (23.15) (840.98) 
0 
E--' 1991-92 6.51 (21.34) 105.81 (0.41) 1.67 (4.41) . (703.68) 

u 
U,l 1992-93 (5.24) (28.18) 114.95 (11.14) (61.69) 2.27 (1575.41) 

[/) 
1993-94 ( 17.31) (38.88) 126.76 (21.34) (32.91) (23.71) ( 15097.59) 

u - 1994-95 (8.71) (29.54) 133.06 (14.67) (17.93) (0.94) (10417.49) 

......l 
1995-96 

.ill 
(27.19) (54.44) 137.09 (22.09) (49.27) (4.45) (4199.34) 

·:::J. 1996-97. (141.29) (219.24) 267.70 (42.25) (107.47) (12.23) (2653.09) 
p,., 

x~· ( 15.652) (41.123) 127.847 (10 02) (24. 707) (12.24) (3553.934) 

SDI 46.133 64.980 51.563 15.()22 40.J.I.l 30.473 5149.021 

177 

VI 212X.243 4222.406 2658.746 2·14 056 1627.606 928.606 26512421. 150 

1987-88 19.96 6.52 88.00 9.0X 45.30 23.76 69.45 

1988-89. 21.80 5.41 88.54 6.09 10.21 7.52 43.41 

1989-90 20.28 4.91 88.45 6.62 9.44 7.33 27.99 
~ 

0 1990-91 16.80 (6.25) 91.67 5.65 7.75 2.66 (272.04) 

f-:o 
u 1991-92 18.07 (3.57) 93.29 4.49 5.84 0.68 (173.48) 

U,l 

[/) 
1992-93 18.87 (4.09) 90.41 5.04 6.64 0.68 (266.79) 

1993-94 20.84 1.61 88.34 6.66 8.53 6.04 (37.55) 

u.l 

E-- 1994-95 17.99 5.05 85.87 8.55 I 1.71 8.53 23.24 

<( 
1995-96 13.23 0.41 93.29 3.22 2.71 0.01 (314.68) 

> - 1996-97 14.10 (2.18) 93.12 4.14 5.30 (12.07) (242.48) 
~ 

p,.,' x1 18.194 0.782 90.098 5.954 11.34.1 4.843 (114.293) 

SD2 2.815 4.611 2.637 1.865 12.213 8.935 153.446 

Y2 7.926 21.258 6.954 3.479 149.154 79.833 23545.600 

!-values 2.316* 2.106* 2.312* 3.211* 2.705* 1.701 2.112* 

Notes: i) P =Performance Indicator; ii) *denotes significant at 0.05 level of significance. 
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. 5.4 · MEAN AND 't' VALUES OF THE PERFORMANCE INDICATORS 

AND SIGNIFICANCE OF MEAN DIFFERENCES· 

The actual values, mean and t-values ofthe indicators used for evaluating 

profitability of public and private sector textile mills are provided in Table-5.8. · 

The Table reveals that mean differences of six indicators are significant at 0.05 

level of significance. These indicators are as under: 

P1 =Gross Profit Margin 

P2 =Net Profit Margin 

P3 == Operating Expenses Ratio 

P 4 = Return on Investment 

P5 ·= Return on Capital Employed 

P7 = Returri on Paid up Share Capital 

The t-val,ues of the above indicators are greater than tl1e table value of t 

(2.101) at 0.05 level of signiticance. But the mean difference of shareholders' 

equity (P6) is not significant at 0.05 level of significance. 

· 5.5 SUMMING UP 

Frem the analysis of profitability of cotton textile industry in Bangladesh 

during the study period frem 1987-88 to 1996-97 through various ratios, it can be 

concluded that the .profitability position of cotton textile mills under public sector 

is highly dissatisfactory, they are not running efficiently and they are financially 

sick. The situation is more serious during the second half of the study period. This 

is born out by the fact that all the public sector mills could not earn profit during · 

this period with only a few exceptions. The other profitability ratios like net profit 

margin, return on investment, return on capital employed, return on shareholders 
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equity, and return on paid up capital were negative in all the public sector mills 

owing to heavy operating losses sustained by the mills during the second half of 

the study period. It is alarming that there was an overall increasing trend in 

negative profitability ratios in most of the cases. The higher average operating 

expenses ratio of all the public sector mills taken together showed their lower 

operating ·efficiency throughout the period as compared to their counterparts in 
. . . 

private sector. The position of the Mills-A,, A2 and A 3 was somewhat better than 

the others. The management of the BTMC mills expressed opinion that the main 

causes of chronic losses of the mills is difliculty in reducing costs and attaining 

the estimated profits due to the absence of strict compliance with the estimated 

cost and revenue at various levels. They mentioned that idle capacity, increasing 

, salary and wages determined by the government etc. increased the fixed costs per 

unit of the output. · 

The profitability performance of private sector mills was comparatively 

better and in some cases it was encouraging. Only in the case of Mill-B,, negative 

profitability ratios was observed in some years and it was observed during all the 

years in case ofMill-B5• 
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