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CHAPTER 1

INTRODUCTION

1.1 INTRODUCTION

Apricnlture still dominates the Bangladesh economy. Eighty percent of the 140.0 million
inhabitants of Bangladesh depend on agriculture. The area of this country is 1,47,570 sq.
km. As developing country poverly, unemployment and malnutrition are the major
problems of Bangladesh, Farty four percent of this country’s population live below the
absolute poverly line and the number of landlcss poor people has been increasing by 3.7
percent per anoum {BBS.2004). According to the government estimation, the total
number of educated but unemployed people in the country is about 2.2 milhon. So the
importance of agnicnlture in Bangladesh can never be overemphasized.

Poultry is one of the most important sub-sectors of agricnlture in Bangladesh. The rural
people have been keeping indigenous chicken for centuries under semi-natural conditrons
mainly for their domcstic consumption with very hitle commercial motives. At present, a
large number of ponitry farms have been established on commercial basis in and around

the cities and towns and are operating under intensive management,

1.2 BACKGROUND OF THE STUDY

1.2.1 Contribution of Pouliry as a Food

The foods of animal origins are richer than the foods of plant origin, Food ol animal
origins provides higher proteins, vitamins and minerals than that of food of plant origin,
Meat is the most important food of animel ongin. It includes beef, goat mecat, poultry
meat, efc. Amonp these pouliry meat i3 the most desirable source of animal protein and
highly accepted by most of the people of Bangladesh. Pouliry meat can efficiently and
rapidly fill in the shortage of body requirement. The coutext of different nutrients in
chicken meat and other animals 1s presented m the table 1.1[4]
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‘Yable 1.1 Nutrient contents of chicken meat and other animal (per 100 gm.)

Nutricnts Chicken meat | Beef Egg Milk
Water {gm) 73.30 66.60 | 74.60 87.70
Food energy (K.cal.) 117.00 197.00 | 158.00 64.00
Protein (gm) 23.40 20.20 12.10 3.30
| Ash (gm) 1.00 090 11.90 0.70
Fat (gm} 1.90 12.30 11.50 3.60
Saturated fatty acid (gm)__ | - 4.70 3.30 2.05
Unsaturated fatty acid {gm) | - 575 6.63 1.25
Cholesterol (mg) 60,00 70.00 550.00 11.00

Chicken meat contains larpe amount of high quality and easily digestible vimmins and

roincrals, Vitamins and minera! content of chicken meat and other products are shewn 1n

table 1.2[4]

Table 1.2: Vitamin and mineral content of chicken mcat and other products ( per

100 gm. Of edible portion)

Nutrients Chicken meat | Beef  good | Egg Milk
grade

Calcium {mg) 11.00 10.00 54.00 118.00

Phosphorus (mg) 26500 152.00 20500 G3.00

[ron (mg) 1.03 2.50 2.30 Traces
Sodium (mg) 64 0(} 63 .00 1220 50.00
Potassium {mg) 41,00 333.00 125.00 144.00
Magnesivm (mg) 19.00 1800 11.00 13.00
Vilamin-A (1L 60.00 60.00 115.00 140.00
Thiamin {mg) 0.04 0.07 (.11 0,03
Riboflavin {mg} .10 0.15 D3l 0.17
Niacin {mg}) 11.60G 4.00 .31 0.10
Vitamin-C {(mg) - - - 100
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Table 1.3: Comparative food value of broiler and other poultry specics meat

Pouliry Energy Protein | Fat Mineral | Riboflavin Niacin | Moiz
species (K. cal) {mg) {mg} img) {micre gm) | {mg) ture
(%)

Cincken | 151 233 7.2 39 160 10.2 659
{Broiler}
Chicken | 104 202 05 38 a0 10.5 65.4
(Layer)
Duck 326 16.0 28.6 4.1 240 56 64 0
Qwail 168 250 168 47 - - -
Pigcon 270 i8.6 22.1 3.8 240 5.6 -
chicks

| Turkey 268 20,1 202 3.9 140 8.0 -

1.2.2 History of Broiler Birds in Bangladesh

History of broiler enterprize in Bangladesh 15 very recent. Commercial broiler chicks
were not available in Bangladesh a few decades ago. In 1935 improved vanety nrds
{White ieghorn) were [irst imporied in India from forcign countries. Raising of improved
s the poultry production slared in povernment pouwltry farm. Later, people became
intercsted in raising the chickens in their own houses after knowing about their better
production capacity. In 1947, six poultry farms were first established in different places
in Bangladesh for supplying eggs and chicks to the villagers. During the period, seveml
small pouliry farms were also established under village aid programmes for rural pouliry
development. In 1962/63, the Directorale of Livestock Scrvices also stared about 91
small poultry units in 91 upazilas with the objcetives of supplying improved birds to the
villagers. [n 1%64, a commercial poultry famn named egps and Hens Ltd., was established
at Gazipur ncar Dhaka city by lale Mr, Ekramul Hossain, which was recognized as a
mother commercigl poultry famn m private ponltry sector. After the liberation of
Bangladesh, BIMAN Bangladesh Airlines, staried a commercial poultry farm in the name
of Biman Pouitry Complex Lid. at Savar, very close 1o Dhaka city. Its aim was mainly to
furnish for flight catering needs of the Biman Bangladesh Airlines, but it aiso fulflled the
demand for egpx and day-old<chicks of pnvate pouliry farms to some extent. It rcared
*Starbo’ parcni stock of Shaver Poultry Breeding Company of Canada. It 1s still in
poultry business, During jate 1980, the Department of Livestock Services (DLS),
Bangladesh 1mported “Arbor Acrses” broiler parend stocks to increase meat production

through populanzmg commercial poultry in the country. DLS took programme of
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dismbuting day-old chicks of commercial strains to farmers through its various repional
and central pouliry farms. Since then, commercial poultry started W gain popularity and
during the 1990s the pouliry production started taking the shape of an industry with the
establishment of a large number of small and large broiler and layer hatcheries.

1.2.3 Commercial Poultry Production in Bangladesh

A picture of expansion which happened in the poultry sector is shown in Table 1.4, At
present a tolal of 0.15 million commercial farms have been established throughowut the
couniry. About & million people are engaged directly and indirectly in poultry industry.
About 3500 million of eggs, 250 million of broiler day-old chicks, 25 million of layer
day-old chicks and more than 200 millivo tones of pouliry feed are being produced per
vear in the countury (Rahman 2004). A nomber of nulls have sturled producing poultry
feed by this time and more entreprenenrs are coming forward to establish feed mill and

poultry processing plants, {4]

Table 1.4: Commercial poultry production in Bangladcsh

Year Broiler hybrid Layer hybrid
No.of | Noof | Day-old | Broiler MNoof | Noof | Day-old Eog
hatchery/ | parent chick  |production [hatchery! | parem | chick production
bresd stock | productio {tons) tweedmng | slock foduction | {million)
farm {000 | n(milhon) farm mlion}
1984-85 | 2 5 0.6 7.75 2 2 016 EE
[32]-92 {06 30 3.54 4540 8 225 203 620
j1993-94 |11 63 7.75 D320 16 655 |59 1510
| 1994-95 | 25 155 | 18.75 24370 20 80 178 1860
19%6-97 136 285 325 72150 24 a0 2.1 2553
199809 | 45 425 618 82000 28 115 10.3 20815
199900 | 50 750 104 140450 a0 145 11.8 3250
2000-01 | 56 1050 | 126 170325 35 220 198 3430
2001-02 |70 2500 | 305 712000 50 330 296 3330

Af present poultry farming 15 a recognized professiou in Bangladesh. Total number of
pouliry farms in the country has been increasing remarkably over the years, The year-
wise establishment of the ponliry farms in private scctor in Bangladesh is given in Table
1.5]5]
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Tahle 1.5: Year-wise Estahlishment of Pouliry Farms in Private Sector

{Number}

Twpe 1970 | 1994 [ 1995 [ 199e- | 1997- 1008 1900 [ 2000- 2001-
198G | 1995 [ 1996 | 1997 | 1998 1909 2000 | 2001 2002
Chicken T87 40133 | 47638 | 530d4 | e0670 67186 TI540 1 BOO1R 1061134
farms
Duck 2002 16434 | 21225 | 21640 | 30700 35527 40921 | 45062 G040
larms

With the expansion of commercial poultry farming throughout the country, the demand
Tor pouliry mputs like day-old chicks, feed, medicine, elc. are increasing day by day To
meet the demand for these inputs, entreprencurs from private sector are coming forward
to establish hatchery, feed mill and pharmaceutical company for poultry. At present there
are 123 hatcheres in the country {Rahman 2004). Aliab Bahumukhi Farm Ltd , Paragon
Pouliry Ltd,, Biman Poultry Complex, Quazi Farm Ltd., etc. are the examples of large
scale commercial poultty hatchery farms in Bangladesh but the set back is thal their
production systein totally depends on mmport of parent stock from abroad demanding
foreign exchange having high opportunity cost. Now in the counirythere are about 10
imternational poultry brecding farms which supplies day-old chicks, cither from imported
parent stocks or from imported hatching epps (Latif 1959}

A mumber of 30 mills have starled producing poultry feed by this time {Rahman 2004).
Among them Afish Feed Ltd., Fresh Feed Lid., Paragon Feed Ltd | Padma Feed Ltd.,
Prime Feed Ltd. are some examples of larpe scale commercial poultry feed producing

mills in the couniry,

1.2.4 Projected Parent Stock and Commercial Chicks Production

The broiler market is increasing day-by-day. So the requirement and thus the production
of broiler wall increase in future, As a result a great number of brmler farms, hatchenes,
fced mills, pharmaceutical companies, elc. need to be eslablished which means more
investment, more employment and more income genemtion 1n the economy. With the
raprd nise n population, urbanization and changing habits demand for poultry producis
has been increasing in Bangladesh.[5]
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Table 1.6: Projected Parent stock and commercial chicks production

{million)
Particulars Projected Year
2004 2006 2008 2010
Broiler parent 1962 2417 29.77 36.68
stock
 Layer parent stock § 5.65 6 97 5.60 10.60
Commercial broiler | 2800.00 3450.00 4256 .00 5244 00
| Commercial laver | 500.00 616.00 760 00 950.00 |

1.2.5 Justification of the Study

Bangladesh is a densely populated courttry. Malnutrition and hunger are serious problems
in this couniry. Fifty percent of the newbom are low birlh weight and moere (han 50
percent of the children (aged <5 years) suffer from mild to severe forms of malnutrition
Egg, meat and milk, the three imporiant protein foods orignate from the poultry and
livestock sector. On an average cvery person should consume at least 100 eggs, 43.5 kg
Of meat and 90 liter of milk per annum to prevent malnutrition. Therefore, it is
essentiaily needed to increase the production of poultry and livestock products.

Broiler farming has a great polential for providing addilional income to male and female
of rural and urban areas through creation of employment opporiunities. Broiler, however,
has a shorter life cycle and its production requires less capital compared to other meat-
producing animals. Since the majority of the people irespective of casie or religion
prefer chicken, ils demand is very bigh. As a result, the pnce of those products has gone
up. Having rcceived the signal of higher price and demand in home market, recenlly a
tendency to eslablish small-scale commercial farm is observed among some peopie both
in rural and vurban areas. Poultry is no morc a backyard farming now. It is shaping up as
an industry So an eflicient production systermn is required for supporting commercial
broiler farming in the country.

It is difficult to set up commercial dairy, sheep and goat farm for want of capital,
inadcquate lands for producing fodder, technological problems and so on. Raising of
peultry can solve these problems to a significant extent. The relative merit of poultry

raising are noted below:

1} People are accustomed to raise a small number of peuitry in their houses.
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i) Poultry rising is one of the best ways for eaming within the shorlest possible time.
m)  Uncmployed young men, women and widows can lock after poultry very casily.
iv)  Poultry farming can be started with small capital.

v} Poultry can be adaptable very casily in all climatic conditions. Hence, high
yielding variety of chicken for eggs and broiler can be imporied from foreipn
counlries.

vi)  Small area of land is required for raising chicken Hcnce it would be one of the
profitable businesses as for small farmers and landless laborers.

vii)  All by products such as bone meal, wheat and rice bran can be efficiently be used
by raising poultry.
Poultry 15 a part of subsistence agriculture farming system in Bangladesh and broilers is
an important compenent of commercial poultry farming system and plays 2 significant
role mm tural economy. Broiler enterprise creates vanous job opportunitics for
uncmployed people through the establishment of hatchery, feed industry, equipment
munufacturing and marketing of poultry birds. With this backdrop, the present study is an
attempt to find out the existing picture of broiler production in Bangladesh. With this
point of vicw — the cconomic study will focus on the analysis of the praclicabilily of a
proposed Broiler poultry Farm that will meet different options and choices of the
consumers. This research will focus on juslifying the soundness of the investmeni by
means of a critical and systcmatic of dillerent elements of a project. This study aims to
address two types of studies in broader sense, 1.e. { 1) Commercial feasibility and { ii )

50c10 economic feasibility .

Whie studying the commercial feasibility of the project profitability element will be
taken 1mo consideration from the individuals as well as lenders point of view whereas in
case of economic feasibility the same is viewed from the society “s angle as a whole
.Commercial feasibility study again compnises of five different aspect namely: technical,
marketing, [inancial, managerial and organizational [4, 5]
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1.3 OBJECTIVE
The proposed project will aim at the following objectives:

(a} Analyze the market condition and assess the market demand and prospect of the
proposed project,

{b) Assess (he socio — economic and cnvironmental implication of the project.
{c) Assess the financial and techmcal viability of the project.
1.4 METHODOLOGY
The foilowings step- by — step methedology has been applied to the research project.

{2) Market study will be carned our mainly on the data / infermation collected through
field visits, market snrvey and discusstons with businessmen related to this discipline,

{b) Financial and economic analysis will be done based on real obfined from
engineenng economic methods.

{¢) The environmental assessment will be don¢ in consnitation with the Department of
Environment and pollunon Control with respect to Environmental policy 1992 and
LA rule

{d} Technical assessment wili be done based on the consideration of engineering design
of the project, infrastructure, facility, production process ete.
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CHAFPTER 2

LITERATURE REVIEW
2.1 MAJOR ASPECTS OF ECONOMIC STUDY

Projects po through a number of phases. Managing its progress can cnsure it all Tuns

smoothly.

A typical project starts with someone having an idea, which then gains acceptance from a
wider group; probably informally through discussion with colieagues and then Lhrough a
more formal process mvolving senior management, the management commitiee or board.
This work has to be planned and managed, problems dealt with, uniil the project
concludes, hopefully successfully, and is wound up.

Formal methods of project maragement olfer a framework to manage this process,
providing a series of elements — templates and procedures — to manage the project
through 1ts life cycle. The key elements consist of:

« Defining the project accurately, syslematically clarifying objectives

» Dividing the project up iuto manageable tasks and stages

» Controlling the project through its slages using the project definition as a bascline
s Highliphting risks and developing specific procedures to deal with them

+ Providing mechanisms to deal wath quality 155ues

« Clanlying roles to provide the basis for effective teamwork

The purposc of a economic study is to determiue if & business opporiunity 1s possible,
practical, and viable.

When faced with a business opporinnity, many optimistic persons tend o focus on is
positive aspects. A feasibility study enables them to teke a reslistic look at both the
posilive and negative aspects of the opportunity.

Feasibility stndy is done before starting a uew business. The process of defining a new
business is critical. A feasibility study is an important tool for making the nght decisions.
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A wrong decision at this point often leads to business faiture. Only 50% of startups are
still in business aller 18 months, and only20% are in business aller 5 vears.

Also feasibility studies can be done before acquiring an existing business and before
expanding an existing business. Knowing how to conduct a feasibility study wll help
many owners make crtical quick decisions to select the right opportunities.

Major Aspects to be looked in to while appraising or studying economy of an investment
rroject are outlined below:

A. Marketing

The marketing or demand enalysis should begin by assessing whether the output of the
project is to be based to meet local demand or to be sold iniemationally. For most product
sold 1n the international market there is a vast amount of information available on market
trends, new technology, and the approximate cost position of potential competitors. The
key queshon to ask is - What are the advantage and disadvantages which the proposed
facility wili have relative to other competitors, both domcstically and intemationaily who
will be active in this same market 7 For some products { e.g., relatively homogeneous
ones sold in organized competlitive markets), research on costs relative 1o those of
producers may sulfice; for others, rescarch on likely price trends may be necded in
addition; and yet for others, research into the likely demand for the output of the specific
project under study may also be indicated.

For the warket analysis of a product which is to be sold in the domestic market, it will be
more important o begin primary research et the feasibility slage of the project appraisal,
The polential customners for the product will often have to be surveyed before an accurate
picture of the potential market for a product can be determined. If the product 1s to be
sold in a competilive environmend, then the appraisal should be made to speculate how
the competitors in the market are likely to react. This information can be obtained by
reviewing the previous aclivity in this market and by assessing the strengihs the weakness
of the competfors.

In the case of public monopolies, such as public utilities, govermment policies themselves

may be an imporiant variable in determining the demand for Lhe output. Extension of
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electricity to the rural areas and the development of industrial complexes wiil have an
imporiant bearing on the future demand for the output The growth in the demand for the
cutput of a public utility can often be forecast quite accurately by studving the
relationship over time of demand with respect to variables such as disposable income,
industrial output, houschold formation and relative prices. The study of growih in
demand experienced by utilities in other countries with similar circumstances can ofien

provide a good indication of what can be expected in the future,

The output of this analysis, if it is to be a commercial project, should be a set of forecasts
of the following variables for the duration of Lhe projeci [1]:

{2) Quamtities of expecicd sales and pnees for goods to be sofd in competition with
traded goods from other countries, repardless of whether such sales arc made to
domestic or foreign customers.

(3} Quantitics of expecied sales and prices for goods to be sold domestically and not in
competition with internationally traded goods.

(4) Sales laxes and export taxes that are expected to be paid by the consumers of the
traded goods.

(5} Sales taxes to be paid on goods not traded imernationally.

{6) Subsidies to be received on ihe basis of production, or sales, exports, efc.

{7) Government regulations (such as price ceiling, {loors, or guotas) affecting the sales
or price of the outpul.

(8}  Product frends in terms of technological developments and the expecied product
cytle.

(9) All irade restrictions that are not caused by povernment reguletion must be
wdentified and their impact quantified.
B. Technical or Enginecring Analysis

In this analysis, secondary research ¢an be used very effectively, Engineering firms and
technical experts in a field usually have considerable experience on oiher projects that
have used either identical technology or similar technologies. Ofien there are a number of
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consulting firms or government agencies that have technical expertise in a specific area.
The most imporiant rule to follow when using outsides expertise in assisting with
feasibility studics, is that the consulung group being employed o provide this
information must be informed that it will not be considered for the design or management
of the facility in the design and implementation phase. 1t is critical 10 avoid placing the
consultants used m the appraisal of  project in a position where they have a conflict of
interest. Consultant shonid be hired at the appraisal slage to provide truthful information
based on their past experience. The authorities also may wish 1o indicate (o them that if
their estimates for the current project prove to be accurale then they will receive
favorable atiention when the contracts are being let on future design activates of other
prajects The consnllants used o assist in the preparation of the appraisal should also be
rctained 10 check and approve the design and cost estimates developed by the group,
which has been piven the task of preparing the final detailed plans.

If the procedure 15 not followed, then there will likely be a conscious efforl on the part of
the engineering or technical consullants to underestimate costs so that the project will gat
approved in principle and thus give them an opporlunity to obtain the more profitable
task of preparing the detailed design of the project. Of course, the worst possible
approach is to ask lor free advice at the appraisal stage on the basis that the outside
experts will be given a chanee 10 do further work for hire if the project is atiractive. Itis a
sad commenlary on the performance of many governmenis in this #rea to note that these

las1 two procedures are the ones most often followed,

The output from the technical analysis of a feasibility study should obiain the following
information [1]:

{1} The quantities of uputs by type, which will be required for the consimction of the
project.

{2) The prices of these tnputs and their problem sources of supply.

(3) Labor requirements by skill and by time of construction for the building of the
project.

(4) The physical inpat requirements for the operation of the project by year and by
volume of seles.
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(5} The likely sources of supply for those inpuis and the price assumptions used to
estumate future cosls of opcration.

(6) Information on the lechnological life of the project.
{7} The labor regnirements by skill for the operafion of the project.

(8) The valure of the ontputs of the project, which have an impact on Lhe environment
surrounding the facility and a quantilative assessment of these impacts

C. Manpower and Administrative Support Module:

Project appraisal to be effective must not confine itsclf to examinmg the financial and
gconomic cosis and benefits under the assumplion that the project can be bwilt on
delivered operationaliy and on time. This assumes a degree of admmistrative support for
implementation of projects that in many countries does not exist. Many projects have
failed because they were undertaken withnut the administrative expertise available to
deliver the project as specified. The prospect that future financial and economic benefits
will materialize 15 only as good as is the administrative capability of the agency in charge
to put the project in place.

This module mnst reconcile the technical and administrative requirements of the project
with the supply constrainls on manpower evailable to this project. If thcy cannot be
teconciled, then the project should not be undertaken. A careful study of the labor
markets should be made in order to ensure that the estimates of wage rates to be paid are
accurate and that the planned source of manpower is reasonable in the light of Tabor

market conditions.

In general, manpower requirements should be broken down by occupatonal and skill
categories, and these needs should be evaluated (n ierms of the possible success from
which they might be met Where bolh needs are foreseen, this information should be
passed to the technical module so that possible revisions of the timing of the project can
be considered.
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D. Financialf Budget Module:

The Financial/ budget module provides the lirst integration of the flinancial and technical
variables that have been estimated by lhe previous modules. A cash {low profile of the
projecl will be constructed which will idenufy all the receipls and expenditures that are
expected Lo occur during the lifetime of a project. Even in the feasibihity stage, an attempl
should be made to provide a description of the financial flows of the project that
idemifies the key vanables to be used as input dala in the economic and social appraisal.

Because of the need for estimates of parlicular variables (e.g forcign cxchange
requirements) for the purpose of making economic and social project appraisals, the level
of linancial detail required is considerably greater than that which is usually found in the
financial appraisal of a private secior project. The financial module should answer a
series of basic questions concerning the financial prospects and viability of the project.

Four of the most tmporiant of these questions are outlined below [1]:

{1) What relative degrees of certainty do we place on each of the revenue and cost itemns
in the financial analysis? What factors are expected to affect these vanables directly
and in what way?

(2) What sources of financing will be nsed to cover the cost of the project? Does this
financing have special fealures, such as subsidized interest mtes, grants, foreign
equity or loans { tied or general)?

(3) What is the minimum net cash flow required by these investments o be able (o
conhnue operations without unplanned reguests being made to the government
treasury for supplementary financing?

{4) Does the project have a large enongh nei cash flow or financial rate of retumn for it 1o
be financially viable? If not, what sources of additional funds are avaitable and can be
commirted to assist the project 1f it is economically and socially justified?

If any one of these questions points to future difficulties, then adjustments should be
made in either the design or financing of the project to avoid Rilure.
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E. Economic Modulc:

The objective of the economic appreisal is to examine the project from the entire
cconomy’'s point of view to determine whether or not its implementation will improve the

economic welfare of the country.

In a very real sense, an economic appraisal is of exactly the same nature as a financial
analysis, except in the case of an economic appraisal, the benefits and cosis are measured
from the point of view of the whole country while a financial analysis measures only the
benefits and costs relevant to the investors or owners of the project. Instead of relying
solely on accounting techniques to measure expenditures and cosis as in the casc of a
financial appraisal, the economic evalnation requires the use of econamic techniques of
measurement to supplement the accounting framework. To exiend the financial appraisal
inlo an economic appraisal, we need to obtain answers to a series of questions that are a
continuation of those already outlined above The questions covering the economic
appraisal of expenditure can be set om as follows [1]):

(1} What are the magnitudes of the differences between the financial and cconomic
values of those vanables, which are affected by government regulation and control or
arc subject 1o laxes, Lanffs and subsidies?

{2) What are the magnitudes of the differences between the [inancial and economic
values of those variables, which are affected by other imperfeciions in the factor and

product market {e.g. labor unions restrictive trade prectices)?

(3) What relative degree of cerlainty do we place on each of the above measures of the
econpmic externals as compared 1o the estimates of financial expendilures ang

revenncs?
(4) When evaluated at a discount rate that reflects the relovant cosl of capital from the

standpoint of the economy as a whole, does Lhis project produce a positive net present

value?
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(5) In order for the appraisal to indicate that the project is economically viable, what
proportion ol ithe more uncertain economic adjustments must be included?

Before the adjustments outlined in questions ¢1) and {2) can be measured with a
satisfuctory degree of accuracy, the basic principles of economic evaluation must be
clearly undersiood by the analysts. However it must alse be pointed out that all these
adjustments ar¢ made to the basic financial data of the project and thus it should always
be relabively easy to check Lhe varous steps in the methodology, which transform the
financial data into an econoinic appraisal.

Before we can know whether 2 project is fikely to improve the economic well-being of a
country, we must know the opportunity cost uf the resources 1t uses. If a project does not
have an economic retum equal o the opportunity cost of government funds, it does not
automatically imply that (he project should not be underiaken. The project may also lead
to net social benelits which can be quantificd (but not necessarily measured in monetary
terms) and which may be viewed by the decision makers as being worth the sacrifice of
economic output that the project entails For example, the project might distribute income
to a group of people whom the government is very anxious Lo help retative to others in
(he country. It is here that an important factor must be noted. A project may distributed
income to a desired group at (he same time it may increase the incomes of those that are
not favored. Therefore, both of (hese outcomes must be noted for (he decision makers (o
determine the overall attracliveness of the project

(F) Social Appraisal:

The social appraisal is concerned with the identification and wherever possible, the
quantification ol the extra-cconomic impacts of the project. These include the impact of
ths project on the well-being of particular groups m society since seldom does a project
benefit everyone in a country proportionally, Political factors should be identified as well
as longer run 1mpacts of (he project on the community, which are not reflected by
changes in income. While this aspect of the appraisal may be less precisc than the
fmancial or economic analysis of a project, to be meaningfl the social evaluation will
generally be tied (o the same factors that make up the financial and economic appraisal.
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For example a project cannot be expected to assist consumers in an area unless it

increascs the supply of a good or service ai a price not greater than its previous pricc.

An illustrative sel of questions to be asked by the analyst when undertaking a social
appraisal of a project 1s as follows [1]:

(1) What social objective of the govermment could this project potentially assist in
attamning?

{2} Who are the beneficiaries of this project and who is expected to bear the costs?

{3) In what ways do those who benelit [fom the project receive those benefits and how do
those who bear the costs pay?

(4) What other political or social impacts is this project expected to generate? How?

{5) By what alternative ways {and at what costs) could the government obtain social
results similar to those expected from this project {or program)?

(6) What are the net economic costs of undertaking these altermative projects or
programs?
In evaluating the social impact of a projeci, there arc two imporiant principles that
should be remembered. First, the reasoning should be clear as to how this project is
going to produce the social impacis attributed to it. Secondly, as the government is
usually underaking many projects and programs {0 reach its social objectives, we
must coinpare the cost eflectiveness of this project with at least a bench mark of the
costs which are incurred by the other policy instruments availabie. Only if this project
is as cosl effective as other projccts and programs in achieving the social objectives
should an additional benelit be atlributed to it.

The sct of questions, which have been outlined for a financial —economic —sbcial
appraisal of 2 project, makes it clear that jt is our aim to calegorize costs and benefils
from the poimi of view ol society as a whole. However, in domg so, we recognize that {a)
some costs and bencfits will be financial and direcily gencrated within the project; (b}
some will be financial to the project, (¢) Others will be measurable and valued at an
imputed price, and (d) still others will be identifiable hut measured and/or  valued

with some degrec of uncerainty. The vanety of types of costs and benefits should be

borne in mind in interpreting the results of a social project appraisal. In particular, we

-17-



N

should not be misled by the apparent simplicity of the net cconomic or social presem
values expressad os real numbers.

The function of 1the feasibility stage of an appruisal is to improve the eccuracy of the
measures of key variables if the project indicates it has the potential for sucoess. In order
to improve the accuracy, more pnmary research will have to be underioken and perhaps
second opinton sought on other vanables,

2.1 RATIO ANALYSIS

Appropriate information and interpretation of the informetion should be the prior
requirements of investing a firm. Analysts of {inancial statement is one of the useful tools
for 1his purpose. Financial mtios arc like the [inancial temperatures of a business entity,
Ratios ore among 1he best — known and most widely used tools of financtal annlysis.
Ratio anolysis expresses the reletionship omong selected items of financipl smatement
data. These dala may appear on the same statement or they may appear on different
statements. Its objective is to assess the firms’ performance,

Delinition of Rotios

Financial matio analysis is a fascinating topic to study because it can teach us so much
oboul pccounts and businesscs. When we use mitio andlysis we can work out how
profilable a business is, we can tell if it has enough moncy to pay its bills and we can
even tell whether its shareholders should be happy!

Ratio analysis can also help us to check whether o business is doing better this year than
it was last year; and it can tell us il our business ix doing betler or worse than other
busincsses doing and sclling the same things.

In addition to rmatio annlysis being pan of an accounting and business studies syllabus, it is
a very uscful thing 10 know anywny!

The owverall layout of this section is as follows: We will begin by asking the question,
what do we wan! rotic pnalysis o tell us? Then, what will we trv to do with i1? This is Lthe
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most importamt question, funnily enough! The answer to that question then means we
need to make a list of all of the ratios we might use: we will list them and give the
formula for each of them.

Once we have discovered all of the ratios that we can use we need to know how to use
them, who might use (hem and what for and how will it help them to answer the question
we asked at the begimmng?

At this stage we will have an overal! picture of what ratio analysis is, who uses it and the
ratios they need to be able to use it. All that's lefl to do then is to use the ratios; and we
will do that step- by-step, one by one.

By the end of this section we will have used every matio scveral times and we will be
experts at using and understanding what they tell us.

Liquidity Ratios

A class of financial metrics that is wsed to determine a company's ability to pay off
ils short-lerms debts obligations. Generally, the higher (he value of the ratio, the larger
the margin of safety that the company possesses to cover short-term debts.

Common liquidity ratios include the current ratio, the quick ratio and the operating cash
flow ratio. Different analysts consider different asses to be relevant in calculating
liquidity. Some analysts will calculate only the sum of cash and cquivalents divided by
current liabilities because they feel that they are the most liquid assets, and would be the
most likely (o be used o cover short-lerm debis 1n an emergency.

Current ratio

An indication of a company's ability to meet short-term debt obligations; the higher the
ratio, the more hquid the company is. Current ratio is equal to current assets divided by
current habilities If the current assets of a company are more than twice the current
liabilities, then that company is generally considercd to have good short-term financial
strength. If current liabililies exceed current assets, then the company may have problems
meeting ils shori-term obligations.
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For example, if XYZ Company's total current assets are 10,000,000, and its total cnrrent
liabilities are $%,000.000, then its current ratio wonld be $10.000,600 divided by
$8,000.000, which is equal to 1.25 XYZ Company would be in relatively good shorn-

term financial standing.

Quick ratio

An indicator of a company's shor-term liquidity. The quick ratio measures a
company's ability to meet its short-term obligations with its most lhquid assels. The
higher the quick ralio, the bester the position of the company.

The quick ratio is caiculated as:

Current Assels - [nvesiments
Total Liabilities

Quick Ratio =

Also known as the "acid-test ratio” or the "quick assets ratio”,

The quick ratio 15 more conservative than the current ratio, a more well-known hiquidity
measure, because it excludes inventory from curTent assels. Inventory is excladed
because some companies have difficulty turning their inventory into cash, In the cvent
that short-term oblipations nced 10 be paid off immedately, there are situations in

winch the current ratio would overestimate a company's shorl-term financial sirength.

Working Capital Turnover

A measurement comparing the depletion of working capital to the peneration of sales
over & given period. This provides some useful information s o how effectively a

company is using 1ts working capital to generate sales.

. : _ Sales
Working Capital Tumover = Working Capital

A company uses working capilal (current assets - current lighilities} 1o fund opecrations

and purchase inventory. These operations and inventory are then converted into salcs

revenue for the company. The working capital tumnver ratio is used to analyze the

relationship between the money used to fund operations and the sales generated from

thesc operations. In a general sense, the higher the working capital turnover, the
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better because it means that the company is generating a lot of sales compared to the
mongey 1 uses to fund the sales

For example, if a company has current assels of $10 million and current liabilities of $9
million, its working capital is $1 million. When compared Lo sales of $15 million, the
working capilol turnover ratio for the period is 15 ($15M/S1IM). When used in
fundamental analysis, this ratio can be compared to that of similar companies or to the

company's own historical working capital tumavers,

Activity Ratios

Accounting ratios that measure a [irm's ability to convert different accounts within their

halance sheets mto cash or sales.

Companies will typically try to tumn their prodnction into cash or sales as fast as possible
because this will generatly lead (o higher revenues.

Such ratios are frequently used when performing fundamental analysis on different
companies, The asset turnover ratio and inventory turnover ralio are good examples of
activity ralios.

Inventory turnover (in days)

A mtio showing how many times a company's inventory 15 sold and replaced owver a
periad.

Generally calculated as

_ _ Sales
Inventory

However, it may also be calculated as:

_ Cost of Goods Sold
Average Inventary
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Although the first calculation s more fiequently used, COGS (cost of goods sold) may be
substituted because sales are recorded at market value, while invenlories are usually
recorded at cost. Also, average inventory may be used wstead of the ending inventory

level to minimze seasonal factors.

This ratio should be compared against industry averages. A low turnover implies poor
sales and, therefore, excess inventory. A hipgh ratic implies either strong sales or

inelfective buyving.

High inventory levels are unhcalthy because they represemt an investment with a rate of
return of zcro. It also opens the company up te trauble should prices begin to fall

Account receivables (turn over in days)

Money owed by customers (individuals or corporations) to another emtity in exchange for
poods or services that have been delivered or used, but not yet paid for. Receivables
usually come in the form of operanng lines of credit end are usuaily due within a
relatively shorl time period, ranging from a few days to a year,

On a public company's balance sheel, accounts recervable is often recorded as an asset
because this represents a legal obligation lor the customer to zemit cash for its shori-term
debts

If a company has reccivables, this means it has mode a sale but has yet o collect the
money from the purchaser, Most companies operate by allowing some portion of thewr
salesio be on credil. These type of sales are usually made to frequent or special
customers who are invoiced periodically, and allows them to aveid the hassle of
physically making paymenis as each lransaction occurs. In other words, this is when a

customer pives a company an 10U for guods or services elready received or rendered.
Accounts receivable are not limited to businesses - individuals have them as well. People
get recervables from their employers in the form of a monthly or bi-weekly paycheck.

They are lepally owed this money for services {wotk) aircady provided.
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When a company owes debis toits suppliers or other parties, these are kInown as
accounts payeble,

Account paynble turnover (in days)

As for shori-term liquidity mensure used to quantify the mte at which a2 company pays
off its supplicrs. Accounts payable wumover matio is calcutated by aking the talal
purchascs made m suppliers and dividing it by the average accounts payable amount
during the same peniod.

Toiwnl Supplier Purchases
Average Accounts Paynble

Accounls Paynble Tumover =

The measure shows investors how many times per period the company pays its average
payable nmount, For example, if the company makes $100 million in purchases from
suppliers in a vear ond ot any given point holds an nvempe accoums payable of $20
million, the accounts paynble tumover matio for the period is 5 ($100 million/$20
million). If the turmover ratio is falling from one period to another, this is a sign that the
company is 1aking longer to pay off ils suppliers than it was before. The opposite is true
when the turmover rotio s increasing, which means that the company s paying of
suppliers at a fasler mte.

Tatal asset torm over ratio

The amount of sales penemated for cvery dollar's worth of assets. It is calculated by
dividing sales in dollars by asseis in dollars.

Formula;

Revenue
Assets

Asset Tumover =

Asset tumover measures &8 firm's efficiency at using its assels in generaling sales or
revenue - the higher the number the better. [t alsp indicates pricing strotegy: companics
with low profit margins tend to have high asset turnover, while those with high profit
margins have low asset tumover.
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Leverage Ratios

1. Any ratio used to calculate the linancial leverage of a company Lo got an idea of the
company's methods of financing or to measure ils sbility to meet financial
obhgalions. There arc several different ratios, but the main factors looked at include

debt, equity, assets and inigrest expenses.

2. A ratio used lo measure a company's mix of operating costs, giving an 1dea of how
changes in nutput will affect operating income. Fixed and variable costs are the two
ypes of operating costs, depending on the company and the industry, the mix will
difFer.

3. The most well known linancial Icverage ratio is (he debi-1e-equity ralio. For example,
if & company has $10M in debt and $20M in equity, it has a debt-to-equity ralio of 0.5
(S10M/E20M),

4. Companiges with high fixed costs, afier reaching the breakeven pownl, see a greater
increase in operating revenue when outpul is increased compared to companies with
high variable costs. The reason for this is that the costs have already been meuwrred, so
cvery sale afler the breakeven transfers 10 the operating income. On the uther hand, a
high variable cost company sees itile increase in operating income with additional
output, because costs continue to be imputed into the outputs. The degree of operating
leverage is Lhe ratio used to calculate this imx and ils eflects on operating income.

Debt Equity Ratio

A measure of a company's [financial leverape calculated by dividingits total
liabilitics by stockholders' equity. It indicates what proportion of equity and debt the
company is using to [inance 1ts assels.

_ __Totsl Liabulities
Shareholders Equity

Note: Somelimes only interest-bearing, long-term debt 15 used instead of total liabilitics

in the calculation.
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A high deht/equity ratio generally means that a company has hecn agpressive in financing
its growth with debt This can result in volalile eamnings as a result of the additional
Interest expense.

If a lot of debi is used to finance increascd operations (high debt to cquity), the company
could potentially generate morc camingsthan it would have withoul this outside
financing. If this were to increase earnings by a greater amount than the debt cost
{interest), then the shareholders benefit as more camnings are being spread among the
same amoum ol shareholders. However, 1he cost ol this debt Ananeing may outweigh the
rerurn that the company generates on the debt through investment and business activities
and become too much for the company to handle. This can lead to bankruptcy, which
would leave shareholders wilh nothing.

The debt/zquity ratio also depends on the industry in which the company operaies. For
example, capital-intensive industnes such as auto manufacturing tend to bhave a
debt/equity matio above 2, while personal computer companies have a debt’equity of
under 0.5.

. Total Liabililies
Debt to Tolal Asset Ratio = Total Assels

[ndicates what proporiion of the company's assets arc being financed through deht.

Things o rRmember
®  This ratio is very similar to the debt-equity mtio.

o A mlio under 1 means a majority of asscts are financed through cquity, above 1
means they are [inanced more by debt. Furthermare you can mnterpret a high ratio as a
"highly debt leveraged firm".

Coverage Ratios

A type of accourtiog mtio that helps measure a company's ability to meet ils oblipations |

salisfactonty.
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A coverage matio encompasses marry different types of financial ratios. Typically, these
kinds of ratios involve a comparison of assets and liabilities. The betier the assets "cover”
the liabilities, the betier off the company is.

Interest Coverage Ratio

A matio used to determine how easily a company can pay interest on outsianding debt.
The ratio is calcolated by dividing a company's earnings before interest and taxes (EBIT)
of one period by (he company's interest expenses of the same penod:

EBIT
Interest Expense

Imterest Coverape Ratio =

The lower the ratio, the more the company is burdened by debi expense. When a
company's interest coverage ratio is 1.5 or lower, its ability to meet interest expenses may
be qgnestionable An interest coverage matio below 1 indicates the company is not

pencrating snfficient revenues 1o satisfy interest expenscs.

Debt-Service Coverage Ratio (DSCR)

In corporate finance, it is the amount of cash flow available to meet ammual interest and
pnncipal pavments on debl, including sinking fund pavinents.

In povernment finance, it is the amount of export eamings needed to meet annual interest

and principal payments on a country’s external debts.

In personal finance, it isa ratio used by bank loan officers in determining income
property loans, This ratio should ideally be over 1. That would mean the property is
generaling enough income to pay its debt obligations.

In general, it is calculated by:

_ Net Operating [ncome
~ Toial Debt Service
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A DSCR of less than 1 would mean a negative cash Aow. A DSCR of less than 1, say .95,
would mcan that there is only enough net operating income lo cover 93%
of annual debt payments. For example, in the contcxt of personal finance, this would
mean that the borrower would have o delve info his or her personal fimds every month to
keep the project afloat. Generally, lenders frown on a negalive cash flow, but some allow

it if the borrower has strong ouiside income.

Profitability Ratios

A class of financial melrics that are used to assess a business's ability to generale garnings
as compared to ils expenscs and other relevant costs incurred during a specific peried of
time. ¥or most of these ratios, having a hipher value relabve to a competitor's ratio or

the same ratio from a previous period is indicative that the company is doing well.

Somc examples of profilability ratios are profit margin, return on assets and return on
equity. It is important to nole that a little bit of background knowledge is necessary in
order to make relevant comparisons when analyzing these ratios.

For instances, some industries experience seasonalily in iheir operatioms. The retail
industry, for example, typically experiences higher revenues and earnings for the
Christrnas season, Therefore, it would not be too uscfi! to cowmpare a relailer's 4th
quarter profit margin with its 15t quarter profit margin. On the other hand, companng a
relailer’s 4th quarter profit margin with the profit margin from the same period a year

before would be far more informative.

Gross Profit Margin

A financial metric used to assess a firm's financial health by revealing the proportion of
money left over from revenues efler accounting for the cost of poods sold. Gress profii
margin serves as the source for paymng additional expenses and future savings.

Also known as "grass margin”.

Calculated as.

Revenue - COGS
Revenuc

Gross Profit Margin —
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WheTe:
COGS = Cost of Goods Sold

For example, suppose that ABC Corp. earncd $20 million in revenue from producing
widgets and incurred $10 million in COGS-relaled expense. ABC's gross profit margin
would be 50%. This means that for every dollar that ABC eams on widgets, it really has
only $0.50 at the end of the day.

This metric can be used to compare a company with its competitors. More efficient
companies will usually see higher profit marging,

Operating Profit Margin

Operating profit for a certain period divided by revenues for that peniod. Operating profit
margin indicates how effective a company is at controliing the costs and expenses

assoctated with their normal business operatlions,

Net Profit Margin

Net profit divided by net revenues, ofien expressed as a percentage. This number 1s an
indication of how effective a company is at cost control. The higher (he net profit margin
is, the more cffeclive the company is at converting revenue into actual profit. The net
profit margin is a good way of comparmg companies in the same industry, since such
companies are generally subject 10 similar business conditions However, the net profit
margins are also a good way to to compare companies m dilferent industnes in order to
gauge which industries are relatively more profitable. also called net margin.

Return Om Asseis (ROA)

An indicator of how profitable a company is relative to its tolal assets ROA gives an
idea as to how eilicient management is at using its assets (0 generate earmings. Calculated
by dividing a company's annual earnings by its total assets, ROA is displayed as a
percentage. Sometimes Lhis is referred to as "retam on investment™.

_ Met Income
Total Assets

3R



Note: Some investors add interest expense back into net income when performing this

calculation because they'd like to use operating retumns before cost of borrowing.

ROA tells you what earnings were generated from invesied capital (assets). ROA for
public compames ¢an vary substantially and wili be highly dependent on the industry.
This is why when using ROA as a comparative measure, it is best to compare it against a
company's previous ROA numbers or the ROA of a similar company.

The assets of the company are comprised of both debt and equity. Both of these types of
linancing arc used to fund the operations of the company. The ROA figure gives
irmvestors an 1dea of how etfectively the company is converting the money 1t has to invest
inlo net income, The higher the ROA number, the better, becavse the company is eamning
more money on less investment. For example, if one company has a net income of $1
million and total assets of $5 million, ils ROA is 20%:; however, if another company
earns the same amount but has total assets of $10 million, it has an ROA of 10%. Based
on this exampie, the first company is better at converling its investment inte profit. When
you really think about it, management's most imporiant job is lo make wise choices in
allocating its resources. Anybody can make a profit by throwing a ton of money at a
problem, but very few managers excel al making larpe profils with little investment,

Retarn On Equity (ROE)

A measure of a corporation’s profitability that reveals how much profit a company
generates with the money shareholders have invested.

Calculated as:

B Nect Income
~ Shareholder's Equity

Also known as "return on net worth (RONW)™.
The ROE 15 useful for comparing the profilability of a company to that of other firms 1n

the same industry.

There are several variations on the formula that investors may use:
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| Investors wishing to sce the retum on common cquity may modify the formula above

by subtracting preferred dividends from net income and subtracting preferred equity
from shareholders’ equity, giving the following; return on common equity (ROCE)
= ncl income - preferred dividends / common equity.

2. Return on equity may also be valoulated hy dividing net income by average

shareholders' equity Average sharcholders' equity is calculated by adding the
shargholders’ equity at the beginning of a period to the shareholders' equitly at period's
cnd and dividing the result by two.

Inveslors may also calculate (he change in ROE for a peniod hy first using the
sharcholders' equity figure from the beginning ofa perfodasa depomunator Lo
determine the beginning ROF. Then, the end-of-period shareholders' equity can be
nsed as the denorninator to determine the ending ROF. Calculating both beginning
and ending ROESs allows an investor to determine the change in profitabi lity over the
period.

Market Value Measures

L.

The Gurrent quoted price at which investors buy or sell 2 share nf common stock or &
bond at a given time. Also known as "market price®.

The market capitalization plus (the market valne of debt Sometimes referred to as
"tolal market value”.

In the context of securilies, market value 15 ofien different from book vaiue because
the market takes into account future growth potential Most investors who use
fundamental analysis to pick stocks look at a company’s market valne and then
determine whether or not the market valuc is adequate or i its undervalucd in
comparison to it's book value, net assets or some other measure.

Earnings Per Share (EPS)

The portion of a company's profit allocated to each outstanding share of common stock.

EPS serves as an indicator nf a company's pro[itability.

Calculated as:

-30-



_ Net Income ~ Dividends on Preterred Stock
B Averape Outstanding Shares

[n the EPS calculation, it is more accuralc to use a welphted-average number of shares
oulslanding over the reporting term, because the number of shares ouistanding can
change over time. Flowever, dala sources sometimes simplify the calculation by using the
number of shares outstanding at the end of the period.

Diluted EPS expands on the basic EPS by including the shares of convertibles or warranis
vntstanding in the outstanding shares nnmber.

An earmmings per share is generally considered to be the single most importamt vanable 1o
determining a share's price It is also a major componenl of the price-tu-carmngs

valuation ratio.

For example, assume that a company has a net income of $25 million. Tf the company
paid out ${ milliov in preferred dividends and had 10 million shares for one half of the
year and 15 million shares for the other half, the EPS would be 51,92 {24/12.5}, First, the
$1 million is deducted from the net income to get $24 miflion. Then a weighted average
is laken to find the number of sharcs outstanding {0.5 x 10M+ 0.5 x 15M = J2.5M},

An important aspeci of EPS that's ofien ignored is the capital that is required to generate
the earnings (nel income) in the calenlation. Two compamnies could generate the same
EPS number, but one could do so with less equity {investment) - that company would be
more efficient at using its capital to generate income and, all other things being equal,
would be a "better” company. Investors also need 10 be aware of camings manipulation
that will alfect the quality of the earnings nnmber. It is imporant not to rely on any one
financial measure, but to use it in conjunction with stafement analysis and other

MICASUNEs,

Price-Earnings Ratio (P/E Ratio)
A valnation mtio of & company's current share price compared to its per-share eamings.

Calculated as:
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_ _Market value per Share
~ Eaminps per Share (EPS)

For example, 1f a company is currently trading at $43 a share and earmings over the last
12 months werc $1.95 per share, the P/E ratio for the stock would be 22,05 ($43/$1 95).

EPS 1s usvally from the last four quarters (trailing P/E), but sometimes it can be taken
from the estimates of earnings expected in the next four quarters (projected or forward
P/E). A tlurd variation uses the sum of the last two aciual quarters and the estimates ol
the next two quarters

Also sometimes known as "price multipfe™ or "eamings multiple”,

In general, 2 ngh P/E suggests that investors are expecting higher eamings growth in the
luture compared to companics with 2 lower P/E. However, the IVE ratio doesn't tell as the
wholc story by itself. It's nsually more useful to compare the P/E mtios of one company
to other companies in the same industry, to the market in general or against the
company's own histerical P/E. Tt would not be useful for investors using Lthe P/E ratio as a
basis for their mvestment to compare the P/E of a technology company (hugh P/E) to a
utihty company (low P/E} as each industry has much different growih prospecis.

The P/12 is sometimes referred to as the "multiple”, because it shows how much investors
are withng to pay per dollar of eamings If a company were currently trading at a
muitiple (P/E) of 20, the interpretation is that an investor is willing to pay $20 for $1

of current carning.

It 15 important that investors note an important problem that erises with the P/E measure,
and to avoid basing a decision on this measure alone, The denominator (earnings) is
hased on an accounting mcasure of earnings that is susceptible to forms of manipulation,
makmng the quality of the P/E only as good as the quality of the underlying earnings

number.

1.3 DEFINATIONS

Pay Back Period: The length of time required to recover the cost of an mvestment.

Calculaled as.
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___Cosl of Project
~ Annual Cash [nllows

All other thimgs being equal, (he betier investment is the one with the shoner payback
penod.

For example, if a project cost $100,000 and was expecled o return $20,000 annually, the
payback period would be $10:0,000 / 20,0600, or five years.

There are two main problcms with the payback period method:

13 It ipnores any benefits that oceur afier the payback period and, therefore, does not
measure profitability.

2) It ignores the time value of money.

Because of these reasons, other methods of capital budgeting like net present value,

internal rate of return or discounted cash flow are penerally prefermed

Net Present Value (NPV): The difference between the present valuc of ¢ash inflows and
the present value ol cash outllows. NPV is used 1n capital budgeting to analyze the
prohitability of an inveslment or project.

NPV analysuis is sensitive Lo the reliability of futurc cash inflows that an investment or
project will yield.

Formula;

C

T
— 1 -
NPV = 3ot -C.

NPV compares the vaiuc of a doliar today to the value of Lhat same dollar in the futurc,
taking inflation and returns into account, Tf the NPV of a prospeclive project is positive, it
should be accepled However, if NPV is negative, the project should probably be rejected

because cash flows will also be negatve.

For example, if a retail clothing business wants to purchase an existing store, it would
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first estimate the future cash flows that store would generate, and then discount these
cash flows into one lump-sum present value amount, say $5635,000. I the owner of the
siore was willing to sell his business for less than $563,000, the purchasing company
would likely accept the offer as it presents & positve NPV investmment. Conversely, if the
owner would not sell for less than $565,000, the purchaser would not buy the store, as the
investment would present a negative NPV at that time and would, therefore, reduce the
overall value of the clothing company.

GDP: The monetary value of all the inished goods and services produced within a
country's borders in & specific time period, though GDI* is asvally calculated on an
annual basis. Tt includes all of private and public consumption, government outlays,
investments und  exports less impors that occur within a defined lerrilory.
GDP=C+G+1+NX

where:

“C" i5 equal to all private consumplion, or consumer spending, 1n a nation's economy
"(3" is the sum of government spending
"I is the swn of all the country's busmesses spending on capital

"WX" is the nation's tolal net exports, caleulated as tolal expons minus total impons. (NX
= Exporls - Imporis)

(GDP is commonty used as an indicator of the economic health of & country, as well as to
gauge a country's slandard of living. Critics of using GDP as an economic measure say
the statistic does not take into account the undergronnd economy - lransactious thal, for
whatever reason, are not reported to the government. Others say that GDI is not mtended
1o gauge matenal well-being, but serves as a measure of a nation's productivity, which is
utirelated.

GNP: An economic statistic that includes GDP, plus any income earned by residents
from overseas investments, minus income camed within the domestic cconomy by
overseas residents.

GNP is a measure of a country’s economic performance, or what its citizens produced
{iec. goods and services) and whether they produced these ilems within its borders

=34-



IRR: The discount rate often used in capital budgeting that makes the net present value
of all cash flows from a particular project equal to zero. Generally speaking, the higher a
project’s intemal rate of return, the more desirable it is to underiake the projeci. As such,
IRR can be used to rank several prospective projects a firm is considering, Assuming all
other factors are equal among the various projects, the project with the highest IRR
would probably be considered the best and undertaken first.

IRR is sometimes referred fo as "economic rate of return (ERR )™

You can think of IRR as (he rate of growth & projcct is expecled to generale. While the
actual rate of return that a given project ends up generating will often differ from its
estimated IRR rate, a project with a substantially higher IRR value than other available
options would slill provide a much beticr chance of strong growth.

IRRs can also be compared against prevuiling rates of retumn in the securities market If a

firm cantt find any projects with IRRs greater than the retums that can be generated in the

financial markets, it may simply choese to invest its retained earmngs into the market.
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CHAPTER 3

COMPANY FROFILE
PRODUCT & CAPACITY

3.1 VISION — MISSION - OBJECTIVES

As agriculture —based industry, poultry sector has been considered as one of the thrust

seciors receiving special atiention. The relevant objectives and policy stratcgies of the
Industriel Policy are:

>

To meet the growing demands of the local markel.

To encourage expansion of production for local raw matenals based industrigs.
To provide special revenue assisiance to the thrust sector industnes.

To extend financial assistance to this sector, if needed.

In this connection, the proposed project of “Poultry Industry” is an appropriate and timely

concemned approach because of its connection to the agro-based industry. The immediale

objective of this project is to produce meat and market them all over the country. As a

conscquence, 1t will have multifaceled beneficiary from rural poor Lo upper income group

in the cities. The project will have direct impact on the followngs:

Tob creation for skilled and semi-skilled people;
Contribution to GDP;

Employment creation for rural men and women;
Efficient use of poultry meat,

Consumers health in general,

The project is proposed to establish with the following objectives, Mission and Vision

Yision: To improve health condition of the people with special attention to
child.

Mission: To prodnce ponltry meat & 10 disinbnte all over the country.

Objectives: To provide poultry meat to a wide range of people at a reasonable and

aflordable price.

Sub-objective of the project are as follows:
« Stimulate poultry meat and ntilize women manpower of the couniry
mote fruitfully.
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3.2 COMPANY PROFILE

2.

k =

g oo

Name of the Project
Lacation of the Project

Legal Status
Capital Status

Name of the Sector
Type of the Project
Source of Raw Material
Production Capacity

Cost of the Project

- M/S.XYZ POULTRY FARM.
©a Area : 3501 acres

b. Location - Jhikorgacha, Jessore.
¢ Encumbmnce :The project land is free from any kind
of encumbrance.

: Privaile Limited Company
. Authonzed Capilat

Paid-up Camtal

: Agro based

. Broiler Farm

-~ Local

: At 100% capacity utilization, the project 15 expecled to

produce annually the ilems below:

5L | Item of Products Quantity
iy | Broiler 1,800 MT
i) | Liler Tk, 50,000/-
S1 | Partica | Incurred To be | Total
lars incurred
LC |[FC |LC [FC
1 Fixed 4888 | - 52511 | §6800 } 74199
Cast
2 | Tnitial . - 8075 | - 8075
wiC
3 | TBCP - - 2221 | - 2221
Toasl R LT - G2807 | 16800 | 84495
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11. Means of Finance < | 8l Ttem | Cost Cost To be | Total
Incurred ncurred
Equity Bank L. C F.C
01 [Term - - Based (16200 | 49360
Loan
TCPE - - 1465 756 m
03, lEquity BSSS | - 8026 | - 32014
Total HMBEE - p20581 (17556 B4495
Debt-Equity ratio - 6040 {Including TDCP}).
11.  Financial Performance (Tk in “000°)
51 | Particulars ¥r-1 Y1-2 ¥r-3 Yr-4
No
(11, | Rales Revere Q0000 | 90000 | 90000 | 90000
02 | Gross Profit 15929 | 15327 | 14715 | 14694
03 | Operating Profit 12130 | 11351 | 10560 | 9757
04 | Net Profit after Return on | 4630 4828 5010 5189
[nvestment
Ratios (%):
51 | Particulacs ¥r-1 Yt-2 Yr-3 Yr-4
No
01. | Gross Profit to Sales 18 17 14 16
(2. | Operating Profit to Sales 13 13 12 11
03, | Net Profit 1¢ Sales 5 5 5 6
(4. | Debt Service Coverage Ralio 092 0.93 0.94 0.95
12, Market aspect The proposed project M/SXYZ POULTRY

FARM

18

an innowvative addifion to  the

agricultural production in Bangladesh. .The main

products of the project poultry meet will be sold

in greaier Jessore distnictl.
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13. Socio-Economic

Aspects

14. Brcak-Even Point

15. Conclusion

- The projeci afler implementation will creaie ncw job

opportunity for 6 persons of dillerent categories and
will contribute to TK. 195 lakh per year to GDP. The
macro-economic  effect will change the socio-
economic condition of the directors, the employees
and the country as a whole.

53% of the assumed capacity,
The proposed Project is Technically Feasible,

Commercially vizble and financially rewardiug. So
the project may be eslablished under Bank finance.
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CHAPTER 4
ORGANIZATION AND MANAGEMENT ASPECT
4.1 LEGAL STATUS OF TIHE ORGANIZATION

The proposed project is a privatc limited company regisiered with the Registrar of Joint
Stock Companies (RISC) on November 01, 2003, The title of the project is “M/S. XYZ
POULTRY FARM”

4.2 CORPFORATE STRUCTURE

The corporate structure of the organization is as follows:

Sl. | Name of the Sponsor and | Present Address | Number | Position in
Permanent Address Shares Business
] Mr, ABC Akiz  Chamber, | 6,00,000 | Managing
S/O EFG 73, Dilkusha C/A, Director
4, Civilian R/A, Jessore | Dhaka
Cant,
Jessore
2 Ms. HLJ Akiz  Chamber, | 400,000 | Director
W0 ABC 73, Diikusha C/A,
4, Civilian R/A, Jcssore | Dhaka
Cant,
Jessore
Taotal Share 100,000

4.3 PROFILE OF THE DIRECTORS

Mr. ABC {64} is a tremendously snccessful business personality, is the Managing
Director of the Company and a very well known figure in the country’s business arena.
At the beginning of his career, he served a few mnitinational companies for acquiring
knowledye and experiences to fulfill his vision to be an industrialist. Mr. ABC achieved
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significant success in the related industry and trade and also eamed wide reputation in the
business community. He has also overseas business end visits frequently developed and
developing countries. Mr. ABC’s involvement in different busincsses is as follows:

Sl Name and address of business Position
1. ABC Paper mills Ltd
73, Dilkusha C/A, Dhaka hrector

2. Mavaron Printing and Packages Lid.
73, Dilkusha C/A, Dhaka Director

3. Nebula [nk Ltd. Drirector
73, Dnlkusha C/A, Dhaka

4. Spandan Color Lab Lid.(16 unit} Managing Director
73, Dilkusha C/A, Dhaka
5. ABC Biri Factory Ltd. {2 unit}) Director

73, Dilkusha C/A, Dhaka

6. ABC (3as Station Lid. {3 Petrol pump) Director
{Chachra, Jessore

7. ABC Toiletries Ltd. Dhrector
Chachra, Jessore

8. ABC Fecd Mils Lid, Director
Chachra, Jessore

Ms. HLL (56) is a director of the company. She is a graduate. In addition to Lhe
directorship of the proposed company she hus also directorship of other companies as
mentioned above. She has visited several countries of the wotld for business purpose She
is a dedicated social worker and is associated wilh few socio-cultural organizations. By
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engaging herself into business activities, she acquired considerable business management
capability, which will certainly be of good use to run the business affairs of the proposed
company.

4.4 MANAGEMENT

The overall management of the company will be vested in the Board of Directors. The
Managing Director will be responsible to the Board of Directors for overalt operation of
the project and wil! be assisted by different managenal and technical personnel.

Techmical Expert

Mr. KLM, Consuliant, of the company is an M.Sc in Peultry Science Department from
USA und a Veterinary Doclor. He is a renowned persom in the field of Poultry Projeci
ingtallation in Bangladesh. He has more than 20 years of expenence in poultry related
projects.

4.5 CONCLUSION

The management leam has the enirepreneurial spirt with adequate education and
expenence 10 set Up a poultry industry as proposed one.
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CHAPTER 5

TECHNICAL ASPECTS

5.1 PROJECT PURPOSE AND DESIGN

The proposal envisages for establishment of Broiler Pouliry Farm in the name and style
of M/S. XYZ POULTRY FARM at Jhikorpacha, Jessore at Moura No. 34, Jhikorgacha,
37, Kattpur, 53, Sreerampur, 35, Sagorpurlt is intended to produce meat by reanng
broiler chicks The sponsors have planning for exporting meat afier while. The project
has been designed based on both importable and locally available machinery as well as
imponable and locally available raw materials. The fixed cost of the project has been
estimaled at Tk, 741,99 lacs excluding IDCP of Tk 22.21 lacs under net working capital
Tk. 80.75 lacs. Detailed of which is given 1 the Annexure I The project will be
consisied of 1,50,000 no of Broiler Poultry bird

5.2 PRODUCT MIX AND PRODUCTION CAPACITY

At 100% capacity utilization band on 365 days in a year, the annual capacity of the
project has been assumed as follows.

Sl Product Name Yearly Production
No
i) Broiler; 30,000X40 1200000 pes X 1 5=1800MT

5.3 LAND AND LOCATION

The project site is located at Mouza- Jhikorgacha, Krittepur. Sagorpur under Jhikorgacha
Up-zilla, Dist- Jessore measuring an area of 12 96 acres. The site is aboui 8 km away
from Jessore Lown and the site is Mlood area. Some of the land is to be developed with
cutied earth up to 2’6" height. The value of land has been assessed at Tk. 38.88 lacs as
per L¥-5 assessed by BKB jhikorghacha branch and development cost becomes Tk 29.64
lacs as assumed by BKB. Jhikorpacha branch. Schedule of land is enclosed herewith.
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5.4 BUILDING AND OTIIER CIVIL CONSTRUCTION WORKS

The main construction buildings arc environmental control shed, Nursing house, Semi
pucca godown, Office, Generator house, Guard room, Swaff guarter, 5TW, Owverhead
water tank, Electlrification, Surface drain, Internal road, Barbed wire fencing, Main gate
etc. The specification & design of dilferent sheds arc given on the drawing sheets The
estimated cost becomes 408.22 Jucs and delails of eslimation are given in Annexure-[[.
The estimate for construchon works has been prepared on the basis of PWI)'s raie of

schedule and drawings design of the building submitted by the sponsors.

5.5 CAPITAL AND LOCAL MACHINERY & EQUIPMENT

A, Importablc Machinery

The project has been designed on the basis of both imporiable and locally available
machinery. The capital machinery, which will be imported from abroad- European
country. Environmental shed equipments are Air Masler Fan (1.5HP), Air intake curtain
with accessories, Pad cooling system, Ventilation control system, Alarm system etc.
Deetails of list of capital machinery are given in Annexurg- 1T List of capilal machinery
and price have been prepared on the basts of quotation submiited and accepted by the
company. The cost of impored machinery is Tk 160.00 lacs.

B. Local Machmery

The project has been designed on the basis of local machincry namely (a) Clearing &
washing machinery (b) 200KVA diesel generator with aule system (¢) HT pangl, 1.T
panei, Charpes over switch (d} Submersible pump for water supply (&) Grass cutter etc.
As per quotation collected the cost of local machinery becomes Tk. 26.55% lacs. Details of
list of Local machinery are given in Annexure- IV. The price of local machinery bas been
quoted on the basis of lowest quotation submitied and accepted by the company.



5.6 TECHNOLOGY AND PROCESS

The technology involved in broiler bird rearing is very simple and well known in the

country. Adequate local and foreign expertise ere available m the country for installation

of machinery and operational activitics

A. Simple flow chart is shown below:

Buying of day
old chicks

y| Rearing iﬂ_C(}]:_'l[]'D‘!
shed by scientific food

» Salcs after 35 days.
A batch in 2 weak.

£ 7 REQUIREMENTS OF RAW MATERIALS

As 100% capacity utilization based on 365 working days in a year, annual requircment of

raw matenials arc given below

| SI | ltem | Quantity
01 Day Old Chicks (12,00,000+5%) 12,6000 nos.
(2. | Broder feed (1200000x2.25 ) 100¢ 2700 MT
03, | Medicine Cost @ Tk. 5/- per bird,

58 TECIINKCAL AND ADMINISTRATIVE PERSONNEL

(A) Technical staff:

sl Category No. of Post_|
01, Veterinary Doctor I
02. | Production Manager 1
03 Supervisor 3
04. | Skitled labor 50
05 Unskilled labor 50
D6, | Cleancr 3

[ 07, | Swre Keeper 1
08. | Peon 2

Total 111
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(B) Administrative staff,

Sl Category No. of Post
01. | General Manaper 1
02 Manager { Admin) |
03. | Purchase Officer 1
04, | Commercial Officer 1
(3. 1 Computer Operator 1
06, Driver 3
07. | Secunty Officer !
08. | Security Guard 6
09. | Peon! Messenger 1

Total 16

Grand Tofal (A4 B) 127

59 UTILITIES

(1) Water:
Required quantity of water will be supplied by installing submersibie pump & water
pipe line, the cost of which is in the civil requirement cost.

{b) Power.
Connected Load 200 KW
Connection D150 KW
Source :REB
(d) Onl, Fuel Lubricant;
(i) Diesel . 100x360 = 36,000 liler.

iy  Lubrcant, Greeze ete. L.S
5.10 OFFICE FURNITURE AND EQUIPMENT

Office furniture and equipment such as Almirah, Chair, Table, Ceiling Fan, and
Computer etc. considered and a sum of Tk. 2.00 lacs has been considered for this
purpose.
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511 STORE & SPARES

The cost of annual requirement of stores and spares for the machinery and equipments
as 0.5%, 1%, 1.5% & 2% of its cost for the 1st, 2nd, 31d, 4th vear of operation
respectively.

5.12 REFAIR AND MAINTENANCE

The cost of annual repair and maintenance cost for the machinery and equipment's has
been estimated at G.5%, 1%, 1.5%, 29 of ils costs for the 1st, 2nd, 3rd and 4th year of

operation.

5.13 TRANSPORTATION

The proposed project is communicated by pucca road & suitable for all type of
transport for carrying of raw materials and fimshed products. Two Trucks has been
considercd for project for this Tk. 30 lacs has been considered.

514 REMARKS

On consideration of above facis & figure, the project is seemed to be technically

feasible.
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CHAPTER -6

MARKET POTENTIALITY

6.1 INTRODUCTION

" Health is Wealth" a universal proverb 15 well known to almost every conscious people
of the world but it is a bare fact that this papular proverb has become an imaginary dream

to the common people of Bangladesh due o acute shortage of porientous staple food.

Protein is one of the main ingredients of food items which is very much necessary for
building up as well as up keeping of good heath and which 1s masnly available in fish,
meal, egg and milk. The reason for existing acute protein deficiency in Bangladesh is
mainly due to insufficient supply of food items like meat, fish and eggs as well low
purchasing capacity of the consumers in comparison to the market price. According to
the expers of the institute of food science & Nutrilion, Umversity of Dhaka, per capita
protein requirernent per day should be 65 gms and at least one third t.e. about 22 grams of’
the tolal requirements should come from animal sources usually in the form of meat,
mulk, eggs and fish. As per report of FAQ UNDP Mission and Govt. of Bangladesh,
1977 average per capita availability of animal protein had been 6.1 grams of which only 3
grams were from anmimal source, of these 3 grams 1.5 prams come from meal, 1.4 grams
from milk and 0.1 grams egys. This alarmingly level of prolein consumption is due to
insufficient supply and low per capila income,

Livestock sector is highly viable scetor for generation of employment and income for the
landless, unempioved vouths and destitute women. Litile atention was given to livestock
sub-secior nnt1l the recent past. In spite of that about 50,000 private pouitry farms have

heen set up in the country in the private sector.
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6.2 DEMAND-SUPPLY ANALYSIS

The project is envisaged mainly to improve meat which is good source of prolein. This s
consumed by house-hold level both in sural and urban areas. Besides, the demand of the
products also come from Hotels, Hospitels, Hostels, Cantonments, Students halls etc. But
kikc many other products market in Bangladesh, the market ol poultry meat is not
organized and as such proper estimation of demand cannot be possible in straight way
rather the apparent consumption and incressing demand of meat in different research
reports and publications have been Llaken as the basis,

On the basis of the informatian provided by Institute of Nurrition Research, Dhaka
Universily that a person should take at least .03 lbs of meat in a day. The demand &
supply of meat from 2004-2005 (o 2009- 10 has been estimated in following Tables {4]:

Table 6.1: Projected Requirement of Meat in Bangladesh from 2004-2005 to 2009-

2010
(fig. in million)
Year Estimated population Requiremcnt of meat KG
2003-2004 13%.78 694,26
2004-2005 142.23 706.43
2005-2006 144.72 718.30
2006-2007 147 25 731.36
2007-2008 149 83 744,18
2008-2005 152 45 757.06
2009-2010 155,12 770.32

a) Considering one person should take 0.03 1bs of meat daily.
by Annual growth rate 1.75%
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Table 6.2: Projected Supply of Meat in Bangladesh from 2004-2005 to 2009-20110

(fig. i million)

Year Estimated supply of meat KG
2003-2004 143.52
2004-2005 145.06
2005-2006 146.61
2006-2007 148.17
2007-2008 14976
2008-200% 150.77
2008-2010 152,38

¢} Considering 1.07% average rale of increase of production per amum.

The production of meat increased by an annual compeund growth rate of 3.2 percent
There are ample potentials of increasing production of meat in the country. The main
problems of this sector arc inadequate supply of vaccine, mcdicine feed, health care
facilities, quality feed, parent siock, credit facilities and other inputs.{4]

Table 6.3: Estimated Demand- Supply Gap of Meat in Bangladesh

{fig. in mithon}

Year Requirement  of | Estimated  supply | Gap
meat KG of meat KG

200)3-2004 694.26 143 52 552.74
2004-2005 706.43 145,06 561.37
2005-2006 718.80 146.61 572.19
2006-2007 731.36 148.17 583.19
2007-2008 74418 144 76 594 .42
2008-2009 757.06 | 150.77 606,29
2009-2010 770.32 | 152 38 6§17.94

1. Demand for Meat has been estimated for daily requirement of Meat 108 Grams for vp
keeping the sound heallh.
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2. Supply production of the products during the year 2003-2004 are sotual and following
the year on the basts estimaled projection during the [ifth year-planned period.

3. Fifih [ive-year plant 1997-2002 (source of data}

From the above tble it is clear that there is huge demand for meat in the conntry. To
meat the above demand production of the same are required to be increased immediately.

6.3 SECTORL OVERVIEW

Projection of Livestock Products for Fifth Plan;

The production of milk, meat and ¢ps are show a sigmificant increase during the Fifth
Plan period, Delails may be seen in following table [4].

Table 6.4: Projection of Livestock Produets for fifth five year Plan

Products (it 1996/97 { Benchmark) 1997/2002 {Projection)

Projection |Achevement | 1997/98 | 1998/99 [1999/00 RO0DAIL  ROOOZ
wilk mt 1600 1,510 1680 1764 1850 1947 | 2058
Meal | ot &00 575 630 662 702 744 738
Egg M. No 3,005 2815 3260 3550 3800 | 4281 | 4730

Financia! Outlay Bucdng Fifth Plan

In order to implement the livestock development programiners during the fifih five plan,
an estimated amount of tk. 5435.60 million was spend in the public sector Year wise
break up 1¢ given in following Table[4],

.



Public sector financial outlay for livestock development dunng fifth plan (at 1996/97

pIICEs)
{In Million Taka}

Year Financial Outlay

1996/97 690,00

199798 1000.00

199899 1000.00

19992000 1012.00

20002001 1164.00

2001,/2002 125960

Toal (1997-2002) 5435.60

In addition to the public sector development outlay of TK 5435.60 million an amount
TK.20646.40 million was invested for the development of livestock by the private
cntrepreneurs. With increasing supports from the government, private mdividuals, groups
and companies a coming up in a big way in different fizids of iivestock development. By
and large (he main fields will the establishment of pouliry duck hatchery, poultry duck
farms dairy farms, poat farms and feed mill fodder cultivation, beef [attcning farms etc.

6.4 OBJECTIVES, STRATEGIC & MAJOR PROGRAMS TAKEN BY THE GOYT.

IN THE PLANNING DOCUMENTS (Sth five year plan).

64.1. Objectives:

a. Increase people’s participation ihrough devetopment of entreprongur groups

and creale new employment opportunities for small farmers, landless laborers

and women and other tarpet proups in livestock development,

b Generate income and alleviate poverty of the rural poor through livestock
deveiopment;
C. Increase the supply of milk, meat, birds, eggs hides and skins, etc. through

improvement in breed, teed and discase control of ammals and birds;

d Underlake adaptive research on breeding, feeding, disease control for cattle,
Begat, got and sheep and pouliry bird by BLRI and (o transfer appropriate

technologies Lo the users;
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e. Improve the quality of draft power of both catile and buffaloes through
genstic mmprovement, betler vetennary services, adequate feed supply and
improved management;

f Increase foreign exchange earnings through the export of quality hides and
skin, and to reduce dependence on import of powder milk;

£ Involve the privale sector local povernment bodies and NGO'S 1n livestock
industry for credit distribution, preduction of caitle and poultry feed, milk
processing, inpnt supply and marketing and to improve distribution network
for these products in collaboration with Department of livestock and livestock
Research Instirte,

h. Provatise impute supply and 1o provide fiscal support, it nceded for
susteinable development of the sub-sector.

Strategies:

In order to achieve the above objectives of the fifth Plan, the following stratepies will
be adopled:

a. Improvement of the quality of animals and birds throngh genetic upgrading,
preservation of native breeds and selection of exotic breed;

b. Wider provision for treatment of infectious discases and prosaic infections and
large-scele production of vaccine at home;

c. Increasing fodder supply through intensive use of available land;

d. Improvement of livestock management through maupower training and skull
development;

e, Improvement of the quality of draft ammals and expansion of single animal
plugeing system;

f. Emphasizing development of dairy catile and encouraging establishment of

mini dairy farms through support services;
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6.4.3

g Encouraging goat and sheep production through supply of imputs;
h Giving special emphasis on poultry for increased supply of meaf and eggs

i. Giving credit for livestock and poultry farming on reasonable terms in the
private Sector.

i. Improvement of markeung facilitics for realization of compelitive prices by
the farmers,

k. Discouraging import of powder milk aud other livesiock products:

1 Strengihening of the organizational and institutional framework of the

Bangladesh Livestock Research Institute for undertaking research on livestock
production and expanding the date base on socio-ecopomic aspects of
livestock devclopment,

m. Training of the target groups like the landless, destitute women, unemployed
youth and poor farmers in livestock management, inpuls production, product
processing and marketing for poverty allevistion and income generation.

n. Pricing of vaccines for cost recovery and commercialization of veterinary
vaccine production laboratory under the Depariment of Livesiock Services.

Major Programmes

Feed and fodder development: Feed mill will be established fu the private sector at
important places of the counfry. The government will provide suppoert services in kilh
form of credit ethnologies. Fodder production will be encouraged through crop
diversification, inter-cropping and plautation of fodder trees with timber trees.

Animal health and disease control: The programme consists of diagnosis,
prevention and treatmenl, vaccine and medicine production and distribution.
Cualitative and quantitative improvement will be made in disease control. Facilities
will be expanded and number of velerinary surgeons will be increased by 350 during
the plan period. About 10 000 youtbs will trained as veterinary health workers

Animal breeding and breeder muitiplication: Programmers will be directed
towards multiplication of brecding of caitle, buffalo, poat sheep, fowl end duck.

-54-



Increase in milk, meat and egg production will be achieved mainly through quality
improvement of local cattle by cross-breeding with deep frozen semen through
artificial insemination and improevement poultry through iniroduction of high breed
commercial birds for eggs and meat proguction. The poultry population is expected to
increase significantly during the plan penod.

Extension training and education' In order to increase livestock productivity,
improved production technologies will be spread all over the country. Traiming of
farmers, farm owners and NGOs for all dints of related activities of this sector will be
given of related activities of this of this sector will be given through extension
services and formal and informal educalivn. Number of vetennary college and
veterinary training institutes will be in reused from 2 and 3 to 6 and 21 respectively
which will be located in 6 divisions and 21 former larger district,

Input production: Input production like production of vaccine, semen, day old chick,
ducking and eggs through different projects included in the plan will increase
significantly Vaccine productinn will increase form 350 million doses in 1996-97 to
400 million doses in

2001/2002, semen production from 1.8 million doses te 4.5 million doses, day old
chick production from 4 million to 6 mullion, ducking production from 0.5mitlion to
1.0 million and egg production from 2,815 mlion during the plan peried. Limiied
input production still in the public sector will be gradually transferred to the private
seclor. Meanwhile, exisling input supply programmes in the public sector wll be run

on full-cost rccover basis,

Employment creation and poverty alleviation: Proorammes undertaken during the
fifth plan create positive impact on sell and wage employment in livestock farming,
chick and goal reaning fee seliing and other income generation activiies under
different package programmes of the Department Livestock. Credit programmes of
various NGOs are supporling women involvemem in livestock production around
homesleads using surplus labour and agncultusal by-progducts The povernment
encourages these programmes, The total number of man days involved in the
hvestock development activilies is likely to increase form 12.50 million in 1996/97 to
16.00 million in 200/2002. The beneficiaries like poultry walkers will increase form
22 600 to 45,006, chick rearers from 2,000 to 12,000 key rearers torm 500,000 to
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14,00,000 feed sellers form 1,000 to 3,000 egy collectors from 2,600 to 6.50 and mini
hatcheries from 200 to 1,000,

6.5 CITANNEL OF DISTRIBUTION

For enhancing quick and prompt distribution to the consumers the project will follow the
following distribution channef.

Option 1. Producer ™ Departmental Store [~ Customer
Option 2: Producer [—m Whole salerBapan  —# Customer
{Option 3; Producer [—™ Bapari |~ Retailer [—® Customer
Option 4: Producer |__g1 Customer

The project can follow any one option. But they should be capable enough to purchase
bulk quantity (the quantity that is cost-effective in terms of its transportation cost} and
mest the daily target The transportation cost up to distribution will be borne by the
COIMpany.

Display Outlets

The products can be displayed in departmental stores, supermarkets and shopping malls
after processing,

6.6 LOCATIONAL ADVANTAGE
The project 1s located in Jhikorgacha upazilia of Jessore district which has

communication linkage with all district town surrounding Jessore. All products will be
marketed to Jessore, Khuina, Kushtia, Bagerhal, Satkhira efc.
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6.7 CONCLUSION

Considering the overal! demand and supply enalysis the proposed project will directly
increase the supply of meat, which are the consumable nutrition items necessary for
building up a keeping of good health. The project will go a iong way in solving the
nuirition problem which exists in the country 1n acute from with the establishment of this
project the supply position of meat will improve in diffcrent market indirectly which
would have a favorable impact on the prices of meat.
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CHAFPTER 7

FINANCIAL ASPECTS

7.1 COST OF THE PROJECT

The total cost of the project has been- estimated at Tk, 844 95 lakh including interest
during construction of Tk, 22.21 lakh. The capital structure is given m Annexure-IIL
Total debt and equity: 60: 40 {on lixed cost excluding IDCP).

The detailed estimates of working capital requirement have been shown at Anaexure-VIi

and Anmexure-Yil
7.2 FINANCIAL EYALUATION

(a} Cost of Production and Prolitability:

A statement showing forecast of earning which enter ell includes cost of production.

The main assumptions underlying the earning forecast are as under:
{(iy  The project will run 365 days a year.

(i) The cost of raw materials as well as sales will be the same throughout the
projected years on the assumptions that price incese in aw materials will be off

set by the proportionale price increasc in sales.

(iii) There will be 5% iucrease in salaries & wages and a bonus equal W 2 (iwo)

month basic will be mven each year,

(iv) Depreciation has been charged @ 10% on Machinery, @ 5% on building and
20% on furniture and fixture & pre-operation expenses on straight-liue method.

(v}  The project will enjoy tax holiday for Nine (9) vears for which the project will
have o buy govt. bond Lo be eligible for tax holiday.

Based on the above assumptions the estimated profitability of the project will be as
foltowing:
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{h Financial Performance
Annexure-1X. The detailed sales estimales and cost of goods sold have been shown at

Annexure-X and X1 respectivelv. Whereas the detailed general, administrative &
selling expenses, earning forecast have been shown at Annexure-XITI and IX

tespectively.

II)  Debt-Service Coverage
The project will enjoy tax holiday for a period of 5 years. As a tax holiday unit, Lhe

project will have the following debt service coverage: (Detanl in Annexure-X V1)

Year-1 | Year-2 | Year-3 | Year-4
Debt-service coverage Ratio {imes) 092 0493 0,94 0,95

My Cash Flow Statement
The Cash {low statement, which is presentcd in Ann. XV shown that the project will

have comfortable each surplus at the year enable the project to repay its debt
obligation in time

7.3 BREAK-EVEN ANALYSIS

The break-even analysis of the project is shown in annexure-XIV. The project is expected
to break even at 53% assumed capacity utilization with a sales value of Tk. 483 lacs.

7.4 INTERNAL RATE OF RETURN (IRR)

The project promises a financial rate of relurn is 5% detail calculations shown in
Anpexurg-X VL

259-



CHAPTER 8

SOCIO - ECONOMIC ASPECTS

The socio-economic implications of the proposed project are immense for a least developed
country like Bangladesh, A fcw major impacts are detailed below:

3.1 EMPLOYMENT GENERATION
Direct employment generation 105 persons. Most of smployees will be skilled and
unskilled labor. From this point of view the project wall help lo improve distribution of
income, Besides additional employment opporiunities will be created for preduction
supply and distribution of raw materials and products.

8.2 SOCIAL BENEFITS
The net incremental beneht wall accumulate through the growth of local supply chain and
the growth of business transactions with the project i Lhe center.

{a) Forward linkage

Development of such apro-based on industrial basis will help the entrepreneurs to
invest money for poultry farm and these new avenues for invesiment will crate
more employment opporiunity.

{b) Backward Linkage

This type of project will help to establish pouliry feed industry as well as industry
for manufacturing of such machinery.

83 CONTRIBUTION TO GDP

The project will contribule an amount of Tk.193.21 lacs to the gross domestic products of
the country, which is shown in Annexure-XVII1

Assumptions:

(a) Fixed cost of Lhe project Tk. 53.63 lac exciuding IDCP & Tnitial Working Capital
{b) Project will enjoy 7 years tax holiday.
(¢) Economic lifc of the project o be 10 years without any major replacement.
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CHAPTER 9

ENVIRONMENTAL ASPECTS

9.1 BACKGROUND

Now-a-days protection of environment (both natural and human environment) is one of
the buming ssues. In respond to growing environmental awareness in Bangladesh over
the last fow years, the concerncd authorities have now begun to consider the need for
sound management approaches for the protection of the environment without
Jjeopardizing the badly needed industrial and economic progress. Emphasis has, therefose,
been placed on guod planning and management systems that are essential in addition to
appropriate technical solution.

Bangladesh is one of the highest population densities in the world. This puts tremendous
pressure on its limited resources managemeni program, which ean only be effective if
they arc cnvironmentally sound. Naturai and man made environment hazards coupled
with limited resources make it imperative to incerporate the enviroumental dimension in
the delicately balanced ecosystem that exists in Bangladesh,

Since the process of developinent in Bangladesh is still in its initial stage, it is
advantageous to incorporate the environmenial dimension in the development program,
For instance, the incorporation of E1A as part of overall planning process would help
avord some of the adverse effects of development experienced by industrialized nations.

9.2 INTRODUCTHON

The United Nations Environment program (1978) EIA has a method “to idemify. predict
and lo describe in appropriatc tevms the pros and cons (pemaltics and benefits) of
proposed development To be useful, the asscssment needs to be communicated in terms
understandable by the community and decision-makers and the pros and cons should be
identified on the basis of cnteria relevant to the countries affected”™

The purpose of the environmental assessment can therefore be defined s 10 serve as a
management tool not only t0 assess impacts but alse to improve the quality of decision.
Although XYZ POULTRY FARM LIMITED is an environmenl friendly project; il is
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necessary to be conducied by EIA to assess the impacts on surrounding natural snd man-

made eqgvironment.

9.3 LEGAL FRAMEWORK

There is a legal vequirement for the completion of environmental assessments for a
variety of different types of projects that are considered as having the potential for
cansing the signilicant environmental cffects. The Environment Conservation Act 1995
and Environment Conscrvation Rules (ECR} 1997 constitule the legal basis for

undenaking EIA for any development industnes or development projects

9.4 SCREENING OF PROPOSED PROJECT

As XY7 POULTRY FARM LIMITED 1s an agro based project, it is friendly to the
environment. As per ECR 1997, a normative screening procedure is 1o be followed
according to which industries and projects have been divided into four categones: Green,
Orange A, Orange B and Red. This screening is based on several important criteria such
as type of project, its size, location and poliution potential. According to the ECR 1997,
this project is of Oranpe B category. So the full scale of EIA is not necessary for
determining the environmerrtal assessment of the project. Besides, the proposed location
is an agricultural land at a remote area of Jessore.

9.5 EIA PROCEDURES

A baseline study is one of the most important parts of EIA. This term refers o the
collection of background information on the environmental and socio-economuc seting
for a proposed developmem project, and it is nomally one of the first actvities
undertaken in an ETA. A study team surveyed the project area and collected the necessary
information of the proposcd project. The social survey rteveals that if the project is

implemented, it will bring an economic comnbution to the society.

9.6 EVALGATION OF THE IMPACTS

Short-term impact: From the checklist it has been seen that most of the short-term
impacts are minor category. When the construction and
installation activities are completed, the impacts would be
OVCICOME.
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Long term impacts: The proposed project is one kind of agnicultural project. So the
project will not bong any severe harm to the adjacent
agricultural tand. Most of the long term impacts are positive. 1f
the project is implemented, it will accelerate the ultimate
development of the country bringing contribution 10 GDP and
greating employment opportunities. Although some long-term
impacts are adverse to the natural environment, most of them

have either minor impacts or mght be treated.

9.7 PROPOSED MEASURES FOR ADDRESSING THE ENVIRONMENTAL ISSUES
The following measures should be undertaken to mitigate the adverse impacts on the

surrounding environment:

Structural measures:

(2) There should be adequate treatment facilities to mitigate the impacts of solid and

A

liquid waste.

(b) There should have adequate safety provision both for the health of labor and
protection from fire hazard.

Non-Structural measures:

{a) There should have an effective Environmental Management Plan for cach of the

selecled protection and enhancement measure.

(b) There should have an implementation schedulc indicating the timing of work plan as

to when the protection measures are 10 be installed and/or be vperational.
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CHAPTER 10

LENDING RISK ANALYSIS

10.1 INTRODUCTION

Lending Risk Analysis {LRA} involves in assessing the likelihood of non-repayment of
loans {mainly lending risk) from the borrowers as per loan agreement by analyzing some

sorl of risks associated with the borrower’s business and security.

10.2 TYPE OF RISK

LRA gmves focus muinly two types of risk viz Business risk and Security risk. Business
risk, the prime component of lending nsk, can be viewed from two angles viz, Industry

nsk and Company risk.

Industry risk covers two types of nsks viz. Supplies nsk and Sales risk.
1. Supplies Risk

The nisk of failure to repay the loans dug to disruption of supply of inputs s called
supplies risk, The asscssment of supplies risk mainly involves analyring the price,
quantity and quality of inpuls. Determine likelihood and nature of any future
changes of price, quantity and gmality of inputs due to changes in Government
regulations, policy, elc. which may affect (he supplies adversely.

2. Sales Risk

The risk of failure due to disruption to sales i1s celled sales risk. Sales may be
disrupled by changes fo market size, increase in competition, loscs a single large

customer, etc.

Apaim Company nisk also covers two types of nsk viz. Company position risk and
Management nsk
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1. Company Position Risk

Agtually, Company position risk 1s the cutcomes of two types of cxtemnal conditions

— {a) expected external conditions which 1s measured by the performance risk and

{b) unexpected external conditions which is measured by the resihence nsk.

(1) Performance Risk

Assessment of performance risk involves validating the company’s performance

cxpectations because performance assumptions may be incorrect or analysts may be

faulty or non-existent. Four areas need to be assessed here by using form (page 6-
7). These are

d

i

i

[y

Analyze recent performance history
Analyze competitive posifion
Assess company’s strategy

Analyze cash flow forecast

Ixample of strength

o

Good reputation in the maerket
Low price bul high durablc and better quality of products

Low cost of production due to effectively use of labor and materials as a
result the mark-up 15 huigh

Sales s not highly concentrated to a single customer or group of
CUStOmers.

Beter technology

EfMcient marketing & distribution channcls and promotional activities
Expenence production, marketing and financial manager
Computerized quality control system

{rwn transport facilities and power supply sysiem in case of emergency
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o Diversified production line

o Composite production plant

o Good site of the plant which is weli connected by roads, railway, etc. and
avallability of utilities

O Participating management and low turnover rate of skilled manpower

(b) Resilience Risk

The resilience of a company depends on its leverage, its liquidity and lhe

strenph of ils conneclion

i First analyze the tfinancial measures of leverage

g Sccond assess how readily the sharcholders will provide additional support
if pecessary and evaluate the company’s resilience to bankruptey.

A Third asscss variability of costs and overall resilience to ilhiquidity

2 Finally assess resilience to adverse political changes

1. Management Risk

Management nisk is the outcome of two types of human qualities of management
viz. {a) Incompctent of management which is measured by Management
competence risk; and (b} Lack of integrity of management which is measured by
Management integrity risk
(a) Management Competence Risk

The compelence of management depends on its

@ Cwners’ board member’s abilities and experience mn management of key

areas of the company say finsnce, operation, administration, etc.

o  Level of leamwork ie. all managers work well togcther, important
decisions arg taken by through analysis, clear responsibility, etc.
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{(b) Management Integrity Risk
Management integniy is the combination of

r  Homesty i.e. management dogs not misiead the information, disclose all
relevant dala etc. To ensure these review credit fles, interview
management, interview individuals famihiar with management perform site
visits and look for signs of audit problems.

¥ Dependability i.e. company mects the commitments & confractual
obligations, keep 1 1ouch with the bank, avoids security dooble pledge,
etc. To ensure these review intra-group accounts and look for the
characteristics of managers that may cause problems in recovering the

lopans.

Security Risk

Security risk is the risk that the realized value of the secunty does not cover the loan
cxposure { e primcipal + interest) which is crealed by sanctioning a loan fucility. There

are two main aspects of securty nsk.

{a) Security Control Risk

It is Lhe sk that the bank fails to realize the security due (o lack of bank’s control
over the securily executed (ransferred by the borrowers. The risk of [ailing to
control the secunty depends on the difficulty with which the bank can both obtain a
favorable judgment and take possession. To avoid difficulties verify documentation,
assess customer’s lobbing power with the legal authorities and conduct site visit to

verily security existence

(b) Security Cover Risk

Security cover risk is the risk that the realized value of the security is less (han the
exposure, [t depends on speed of realization and liquidation value.
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10.3 LRA FORM FAMILIARIZATION
There arc 11 forms under LRA Manual which contain 16 pages.

A. Reporing part/non analytical part
Form 1 (Page 1) :Cover page. [t decals with {a) information concerming the

customer, (b} information concerning the risk analysis, and
{c) information ¢onceming the approval process.

Form 2 (Page 2) © Summary of various risks score and risk matnix for
reporiing ullimate nsk level,

Form 17 (Page 16}  : Data collection checklist.

B. Analytical{ Working par

Form 3 (Page 3) : Supplies nisk analysis.
Formn 4 (Page 4-5) » Saies nisk analysis
Form 5 (Page 6-7) : Performance risk analysis
Form 6 (Page 5-9} : Resilience risk analysis
Form 7 (Page 10-11} ‘Management competence {ability & leamwork) risk
analysis.
Form 8 {Page 12} : Management inlegrity nisk analysis.
Form 9 (Page 13) : Security control risk analysis
Form 10 {(Page 14-15) : Security cover risk analysis
AR



CHAPTER 11

CONCLUSION

11.1 CONCLUSION

Project: The project is completely agro- based It is 2 growing industry in the country.
New projecls with mnovative idea will come lo this sub-scctor and its market
eventually will expand throughout the country. Poultry meat will always be in demand
a5 long as people keep on consuming the products like thosc of Lthe proposed project. It
will also be a source of export earmings.

Management Capability: Management may be considered the strongest determinant in
efficient and effective implementation of the project. With 2 lechnically competent
Managing Director on the fore the project bears a greater chance of success. Other
Directors also have a clear understanding of the market and also have good academic
hackground and knowledge in this sector. This will give leverage to the project.

Marketing Prospect; A large demand- supply gap exists in the markel. With only a
few players on the supply side and a huge demand, the project can enler the market
with minimum effort. The growing population and changing food habit will certainly
push the expanding markel forward. With low involvement in promotion and personal
selling expenditure, the profilability curve will nise subslantially it distribution cost and
raw material costs can be managed properly.

Technical Feasibility: There are quite a few big companies in the industry using the
same technology and (here will be no dearth of expertise to operate the plant efficiently.

Financial Sustainability: The hnancial ratios obtained from calculations are within
acceptable ranges. With a ready market, the cash (low seems to be on the positive side.
Breakeven analysis is reasonable. A salisfactory earnings forecast reinforces the notion

that the project will be viable.

Socio Economic Impact: The project is expected to make quitc a significant socio-

ecenoinic impact 1 and around the project ares. Though it will be located in the

-69-



industrial belt, the area concemed is still to be exploited fully. It will have other mdirect

sacio- economic benefit due to forward and backward linkages with the related sectors.

However the project will {ace the followmg constmimis:

a) Lack of an appropriate Poultry policy lo address product standardization,
taxation, mfrastructure development, price, impord rationalization and product
safely measures,

b} Absence of the Poultry Development Board in Bangladesh and lack of
autonomy in funchomng,

¢} Shortage of quality Poultry feed at a reasonable price.

d) Lack of support from the governmemt, national and intemational donor
apencies 1o undertake a massive poultry development.

e) Absence of adequate training facilities and support to adopt new technologies,

11.2 RECOMMENDATION

a)

b)

In pur country the markeiing of ponltry sector stil! remains unatiended. Atentions
shouid be made through organized form like some advanced countrics ¢.g. France,
Italy, USA etc. The institutional markefing channels both in demand and supply
side may be developed through direct initiation of the povernment. In this case
livestock department can (ake appropriate measwes to meke up the smooth

functioning of marketing systemn.

Demand and supply analysis is very difficult job due to unavailability of reliable
data. The primary and secondary sources of such date are nol sound much.
Therefore a data bank may be developed mcluding all sectors of agro based

industrics so that the researchers can easily get the required data for any research or

study purpose.
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c)

d}

Poultry 15 very sensitive sector and highly contaminated by different diseases like
bird flug and other contagious discases. So bie sccurity should be stmeily

maintained.

Bangladesh is almost flood affected zone during the rainy season. The environment
[riendly 1echnology may be may be developed like Philippine, Thailand and ather
Asian countries assuming the natural hazards and thus poultry sectors may be kept

under the umbrella of protection.

The socio economic effect of poultry industry is so high in one side this sector
provides employment opporturity and generating income and on the other hand the
deficiency of protein for the nation can be minimized through expanding the sub
sector, In the case study the economic and financial performance indicators are not
up 1o the mark. Different type of ratio and other indicator shows that the pariicular
casc has not been handled end opcrated smoolhly duc to in efficiency of
Inanagement, continuous tising in operational costs like food cost, medicine and
natural hazards the sector suffers a loi. Subsidy system and other protective
measurcs by the government shalt be under laken.

In shod poultry is the essential item in the (ood industry to cover up the deficiency

of the protein for the nation. The study paper is not conclusive but it has some
essential indication as a guide line for future researcbing.

.
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LIST OF IMPORTABLE MACHINERY

Annexure-1

{Tk. In "000")
SIL 1tems Quantity |[Rate/Unit | Amount
No. (Th.}
01. | 1. Close House Equipments-
&) Air Master Fan (1.5HP) =10 Nos.
b} Air Inlake Curtain with Accessories
= 230 Meter.
¢) Pad Cooling System (15 cm thick) | 08 set. [20,00,660 |1,60.000.00
=02 set
d)Vemilatton Control Systern:-
Temperature  Control, Humidity
controd, Water supply control, Feced
supply control etc.
¢) Alarm system
fy Silo
Total - - 1,60,000 00




Annexure-1l
LIST OF LOCAL MACHINERY
(Tk In'000%
Sl Items Quantity | Rate/Unit | Amount
No (TK)
Gl | Cleanmg & Washing Machinery | Ssets. 80,000/~ | 4,00,000
(High Procure Jet Pump)
02, 1200 KVA Diesel Generator Auto 1 sets. 16,25,000/ { 16,25,000
Slarting Systemn -
(3. | Submersible Pump for water lifing | 1 sets. 1,030,000/~ | 1.00,000
from source
04. | Other Molers, Construction, use 5 nos. 6,000/- 6,000
cunng, water ietting, and supply etc.
05. | Grass cutter, Straw cutfer, Spray M/c. H sets. - 200,000
(6. | Welding machine (34 nos.), Concrete 9 sels. - 3,00,000
mixture machine (1) Vibrator, Earth
compactor, Road cutier(1) and angle
etg.
03. | HT Pancl, LT Pane!, Charges, Over | 6 sets. - 2,00 000
Switch etc.
Tolal - - 26.55,000




TOTAL COST OF THE PROJECT

Annexure-1il

{Tk. in. 'GO0%
51 Descriptions Cost Cost o be Incurred  (Gramd
Incorred Toral
(L/Cy | L/C | F/C |Total
I. | Project Land 1296 decimal 3838 - - - 3888
2. | Land Development - 2964 - 20584 | 2964
3. | Building constraction and other eivil - 40822 - 4G82 | 40822
works {Annexure-lil) 2
4. | Immported Machinery - 1600 {1 1600 | 16000
0 0
5. | Duty, Tax, Insurance etc. 7.5% - 1200 1200 | 1200
6. | Local Machinery & Equipmenf - 3225 - 2225 | 2225
{Aanex-V)
7. | Internal Freight for machinery and - 100 - 100 100
equipments
Erection & Tnstallation S00 500 500
.| Vehicle/Transport { Annex-VI) - 3000 - 3060 | 3000
10 | Office furniture-fixture {Annex-VIII} - 200 - 00 ] 200
11. | Security Deposit - 500 - 500 5G40
12. | Pre-operating Expenses 500 | 500 - 500 T
13. | Contingencies 00 | 500 - 300 1004
i4, | Price Tnflation on F.C. 5% - - 800 | B0D 300
Total fixed cost 4888 | 52511 - |16800 | 74199
15 | Imitial working capital - 2075 - BO7S | BOTS
Total Cost of the Project 4388 | 60586 16800 | 3544 | 82274
Bank Loan 60% 49360
Owners Equity 40% 32014
Tolal 82274



DETAILS OF CIVIL CONSTRUCTION

Annexure-1Y.

(Tk. in 'D00)
Sk. Name of items with specification Quantity Elatef Amount
ft
I. | 8 nos. 400°X40° semi pucca environmental 128000 sft | 250/ | 32000000
control shed to be constructed with RCC
column. Tie beam, Pucca floor, CI sheet,
roofing, fixing and all other fimishing works
elc. completed,
2, | 100°X50° semi pucca godwon cum store 5000 sy | 350/ | 17500000
3. | a. Hospital House: 50°X18° = 900 sft 2830 st | 350/ | 134035000
b. Stalf House:  45°X18 =3510sft
Decorated: 29°X20° = 580 sft
4, | Office: 40'x36" =1440 sft 2160 sft | 350/ T36000
Generator Room:30°X20° =600 sft
Guard Room;  12'XI10° =120 st
5. | STW with submersible Pump, Motor with LS - 1000000
Pipe hues works to shed to shed
6. | Overhead Water Tank LS - 500000
7. | Surface drainage works L.S - 30G0GD
8. | Tnternal Road Works 1300x15= 19,500 sft 19,500 sft | 50~ | 9,75,000
2. | Barbed Wire Fencing. L.S - 10,004,000
10. | Electnfication Works L5 - 10,00,000
Total - - P.08,21,500




Anncxure-Y

LAND DEVELOPMENT
(Tk. in D00}
SI. Description Total
Amount
01. |Area to be developed with cutting earlh 3°-5" ht. | 29,63, 822

from ground level, on average:
Volume of work: 1296 X 4356 X 35" = 1973,
882 cht




Annexure- Y1

LIST OF FURNITURE-FIXTLRE AND OFFICE EQUIPMENTS

{Tk. in '000"
sl Ttems/Tescriptions Quantity Rate Amount
1. | Foamed Chair (Revelving) 3 7,000/~ 21
2. | ¥oamed Chair {Standard) 3 H000/- 18
3. | Guest Chair (Standard) 10 1000/~ 10
4. | Secretariat Tables 3 10000/- 30
5. | Half Secretarial Tables 2 10000/- 20
6. | Steel Almirah 3 10060/~ 30
7. | Steel File Cabinet 3 4,000/- 12
8. | Ceiling Fans 5 2000/- 10
%, | Compuier 1 39000 39
10. | Others officc Furmiture & LS L.5 10
equipments
Total 200

LIST OF VEHICLES:

Two no. of Trucks - 3000000.00



Anncxure- V11

INITIAL WORKING CAPITAL
Sl Item Quantity Unit Price { Total
Amount
Q1. Day old chick @ 30,000 | 1,50,000 pcs 16/- 24,00,000
nos./batch weekly, Tolal
5 batch
(30,000X5)=1,50,000
Q2. Feed cost @ 2.25 3,37,500 kg. 14/- 47,235,000
kg/bird. Total feed=
1,50,000X2.25
03, Medicine Cost (@ 5/- per | - - 7.50.000
Binl
04, Wages & Salary, LS. - 2,060,000
Electricity Bill & Other
Expenses
Total - - R0,75,000




Annexurc-¥II1

ASSESSMENT OF WORKING CAPITAL

{Tk. In *0007}

Particulars Tiedwp {¥r-1 | ¥r-2 |¥r-3 | ¥Yrd
Period

Current Asseis

(1) Feed/Raw Materials cost 180 days | 19973 | 19973 | 19973 | 19973
for broiler unit

(2) Finished goods stock 3days | 740 740 740 740
{3) Reccivables 10 days | 2466 | 2466 | 2466 | 2466
{4) Store & spares GO days | 26 52 78 135
{5) Other expenscs 30 days | 837 892 948 1006
Total - 24042 | 24123 | 24205 | 24290
Current Liabilities

(6) Bank borrowing {70%) - 16820 | 16886 | 16943 | 17003

(7) Margin (30%) - 7213 | 7237 (7263 | 7287




Annexure-[x
FORECAST OF EARNING

{Tk In *000%}

81 | Particular Yr-1 Yr-2 Yr-3 Yr-4
01. | Sales Revenue 0000 Q0000 S0000 Q000D
02. | Cost of Goods Sold 74071 74673 75285 75906
03. | Gross Profit 15929 15327 14715 14096
04. | Admin. & Sclling Expenses 3799 3976 4155 4337
(5. | Operating Profit 12134 11351 10560 9757
(6. | Financial Expenses 5513 4630 3746 2863
(7. | Net Profit before Tax 6617 6721 6814 6894
08. | Income Tax Tax Holiday
(9. | Investment (30%) 1985 2016 2044 2068
10. | Net profit after nvestment 4630 4705 4770 4826
i1. | Rctum on Investiment (6%) - 119 240 363
12. | Net profit after Return on 4630 4828 5010 5189
Investment
13. | Retammed Famnings 4630 4828 5010 5189
Ratios (%)
Sl. [ Particular Yr-1 Yr-2 ¥r-3 Yr-4
01, | Gross Prolit to Sales i8 17 16 16
(2. | Operating Profit to Sales 13 13 12 11
03. | Net Profit to Sales 3 5 5 6
04. | Pebt Service Coverage Rato | 0.92 0.93 (.94 0.95




Annexurc-x

SALEAS ESTIMATES
(Tk. in'000%
Sl | Particular Yr-1 Yr-2 Yr-3 Yr-4
01 | Broiler 900640 I 90000 Q0G00 20000
Assumptions
{Tk. 1n'000%
S1 | Particular Quantity Unit Price Totul Yolume

01, |. Broiler 1800 MT 30,000/~ L0000




COST OF GOODS SOLD

Annexure-x1

({Tk. in '000"
Sl | Particular ¥r-1 Yr-2 ¥Yr-3 Yr-4
01. | Feed/Raw Maierials Cost 63180 63180 63180 63180
02. | Wages & Salary 3237 3398 3569 3749
03. | Waler, Power & Fuel 2083 2083 2083 2083
04. | Rent, Tax, Insurance ete. 742 742 742 742
035, | Stores & Spares 106 212 318 424
06, | Repair & Maintenance 310 620 930 i240
(7. | Depreciation 4163 4163 4163 4163
08 | Other Expenscs 250 275 300 325
Total 74071 74673 75285 75906
Assumptions
01. Feed/ Raw Matenals Cost:
sl Tiem Quantity Unit Price | Total
Value
{a) Day old Broiler Chicks 12,60,000 16/- 20160
Nos
{by | Feed cost for Broiler 2700 MT 15(- 40500
{c) | Medicine cost @ Tk. 5~/Bird | - - 2520
Total 63180




02. Factory & Wages Salary:

{Tk. In *000")

S Designation No Monthly Annuzl
Salary Salary

01 Veterinary Doctor 1 No 10,000 120
02. | Production Manager 1 No 10,000 120
03. | Supervisor 2 No 8,600 192
04. | Skilled Labor 40 No 3.000 1440
05. | Unskilled Labor 40 No 2,600 G60
6. Cleaner 2 MNo 2,000 48
07. | Store Keeper 1 No 3,000 36
08. | Peon 2 No 3,000 72

Total - - 2088

{Tk.in *000™)

Sl | Particulars Yr-1 ¥Yr-2 Yr-3 Yr-4
01, | Salary & Wages 2988 2988 3137 3294
02. | Increment & 5% - 149 157 163
03. | Bonus{One Month’s 249 261 275 280

Pay)

Total 3237 3398 3569 3749




03. Water, Power & Fuel

01 Sources of Water Shallow Tube Well

02. | Sources of Power RERB

03. Connected Load 100 KW

04, | Maximum Demand 20KW.

05, Operation Hour 12

06. | Costper KW 4.80

07 | Vat 15%

08. Requirement of Power 4 .20.430.00
(20X12X365X4 80)

09 | Vat(15%) 63,072.00
Total Tk 4,83,552.00

Fuel Lubricants:

(Tk 1n “0007)

Sl | Item Unit Quantity Unit | Total
Rate
01. | Diesel Liter 30000 50 1500
02 | Lubricant (L.S) - - 100
Total - - - 1600

Total Cost: 20, 83,552.00

04 Stores & Spares:

Particulars ¥Yr-1 Yr-2 Yr3 Yr-d
0.5%, 1%, 1.5%, & 2% on | 106 212 313 424
Machinery Caost {(21225)




(5. Repair & Maintenance

Particulars Yr-1 Yr-2 Yr-3 Yr-4
0.5%, 1%, 1.5%, & 2% on 106 212 318 424
Machinery Cost {21225}
0.5%, 1%, 1.5%, & 2% on 204 408 6hiZ 216
Building Cost {40822)
Total 310 620 330 1240
06, Rent, Tax, Insurance
Particulars Yr-l Yr-2 Yr-3 Yr-d
1%, of Fixed Cost of Prgject 742 742 742 742
{74199)
Depreciation
Ttcms Amount Rate Depreciation Amount
Building Cost 40822 5% 2041
Machinery Cost 21225 10% 2122
Tota! - - 4163




GENERAL, ADMINISTRATIVE & SELLING EXPENSES

Annexure-XII

{Thk. in 0007
Sl Particulars Yr-1 Yr-2 | Yr-3 | Yr4
DL Admin Salary 1034 1086 | 1140 | 1197
02. Postape & Telcphone, Fax & E- 150 200 250 300
mail
03. Printing & Stationary 100G 110 120 130
04. Traveling & Conveyance 150 160 170 180
03. Depreciation & Write oft 240 240 240 240
08, Sales Commission 1800 1800 | 18G0 | 1800
07. Audit Fee 25 25 25 25
08. Advertisement 50 55 60 65
09, Misc. Expenses 250 300 350 400
Total Cost 3799 3676 | 4155 | 4337
Assumptions:.
Sl Category No. of Post Monthly Salary | Yearly
Salary
01, (Generat Manager 1 15,000/- 180
02 Manager (Admin.) |1 10,000/ 120
03, Purchase Officer 1 8,000/~ 96
04. Commercial Officer | 1 8,000/- 96
3. Compater Operator | 1 4 000/- 48
06, Driver 3 4000/- 144
07. Security Officer ] 5,000/- 60
08. Security Guard 6 2,500/- 18G
09, Peon/ Messenger 2,500/- 30
Total 16 - 954

Wi 1a



({Tk. 1n'0007)

§L.. | Particnlars Yr-1 Yr-2 | ¥r-3 | ¥rd
01. | Salanes 954 954 | 1002 | 1052
02. | Increment @ 5% - 48 | 30 53
Total G54 1002 | 1052 | 1105
(3. i Bonus (One month’s pay} | 30 84 88 92
Total Salary 1034 | 1086 | 1140 | 1197
02 Depreciation & Wnie ofl:
Sl Items Amount |[Ratc  [Depreciated
Amount
01. | Furniture & Fixture 200 20% 40
(2. | Pre-Operaling 1000 20% 200
EXpenses
Total - - 240

03 Sales Commission (@ 2%

Ly



ESTIMATES OF FINANCIAL EXPENSES

Annexure-xI11

(Tk. 1n "003X))
SL 1tem ¥Yr-1 Yr-2 Yr-3 Yr4
HE Inierest on Term Loan 3998 3110 2221 1333
02. Intt. on W/C 1515 is20 1525 1530
Total 5513 4630 3746 2863
03. Term l.oan
04 Principal 49360 39488 29616 19744
05. Installment 9872 9872 9872 9872
06. Balance 39488 29616 19744 3872
07. Inlerest @ 9% per annum on | 3998 3No 2221 1333
average balance
08, Working Capital Loan 16829 16886 16943 17003
09. Init. On W/C Loan @ 9% 1515 1520 1525 1530




Annexure-alY

BREAK-EVEN ANATLYSIS
{Tk. in "000")
. Sales Revenue (4 th year) - 90000
. Total Cost Operation, Admin & Financial : 81241

Analysis of Total Cost Total Cost Fixed Variable

Cost Cost
Raw materials 63180 - 63180
Wages & Salaries 3749 750 2999
Stores & Spares 424 85 339
Repair & maintenance 1240 248 952
Depreciation and Write oft 4403 4403 -
Water, Power & Fuel 2083 117 1666
Rent, Tax & Insurance 742 742 -
Other Expenses 325 160 165
Salaries Admin, 1197 1197 -
Poslage, Telephone & Telegram 300 150 150
Printing & Stationary 130 65 65
Traveling & Conveyance 180 90 S0
Audit Fee 25 10 15
Misc. Overhead 400 250 150
Financizal Exp. 2863 1573 124)

Total | §1241 1014G 71101

1. P/V Ratio=0.21
ii. SEP (Sales)=4R3 lac. i.e 53% of capacity utilization.



A,

Annexure- XY

CASII FLOW STATEMENT
(Tk. in '000")
Source of Fund:
5L | Description Cost |¥Yr-1 |Yr2 {Yr3 |Yrd4
Year
01. | Paid up Capital 32014 |- - - -
02. | Operating Profit - 12130 | 11351 | 10560 | 9757
03. | Depreciation & Wrile off - 4403 | 4403 | 4403 | 4403
04. | Bank’s Term Loan 49360 | - - - -
05. | Interest During Construction | 2221 | - - - -
Period
06. | Retum on Investment - - 119 240 363
Total 84495 | 16533 | 15873 { 15203 | 14523
Utilization of Fund:
Sl.. | Description Cost Yr-1 ¥r-2 | ¥r-3 | Yr-d
Year
01. | Capital Expenditure 82274 | - - - -
(2. | Repayment of Term Loan - GR72 19872 (G872 | 9872
03. | Repayment of IDCP - 444 444 444 444
04. | Payment of IntlL - 3513 | 4630 (3746 | 2863
05. | Investment of Bond - 1985 | 2016 [ 2044 | 2068
Tolal 82274 L 17814 | 16962 | 16106 | 15243
06, | Cash surplus/deficit 2221 1281 1089 | 903 720
07. | Opening cash balance - 2221 | 3502 | 4591 5494
08. | Closing cash balance 2221 | 3502 | 43591 | 54%4 | 6214




FINANCIAL RATE OF RETURN

Annexure-AX VYL

(Tk. 1n'0007)
Year Cost Benefit Net Benefit | NPY NPV
discounted at | discounted at
(25%) (30%)
0 82274 - {82274) (82274) (B2274)
1 7213 16533 9320 7456 Fi67
2 24 15754 15730 10067 9312
3 26 14963 14937 8588 6796
4-10 24 14160 14136 22844 18023
11 - 7287 T2RT 627 408
Salvage
Value
{32692} (40568)

Financial Ratc of Relum = 25-3x{32692/7876}
= 5% {approximately}

Assumptions:

The economic lifc of the project has been estimated to be 10 years within

any major replacement

2. Benefit of the project has been estimated as a appended :
Operating Year Operating Profit | Depreciation | Total
& write off
1 12130 4403 16533
2 11351 4403 15754
3 10560 4403 14963
4 9757 4403 14160




3. Recovery of capital 1. salvage value of the project at the 11th year

ftems Value Rate | Considerable
Yalue
(1) Land 3883 100% 3888
{11) Building 40822 10%% 4082
(1)) Machinery 22575 5% 1129
{iv} loventory 7287 100% 7287

4. Inventories

Year Amonnt
¢ ¢

] 7213

2 24

3 26

4 24

7287




Annexure-XVI|

DEBT-SERVICE COVERAGE RATIO

(Tk. in '000)
Income Yr-1 Yr-2 ¥Yr-3 Yr-4
Net Profit afier return on Investmens ] TE'T_I 4828 5010 | 31_35;'\!
Depreciation and Write off 4403 4403 4403 4403
Financial Expenses EESE 4630 _3'3"4_6—'536-_3-_

Total 14535 (13351 131594124551
Debt Obligation:

Financial Expenses

5513 4630 3746 [ 2343

Instal!ment of term loan G872 Q872 9872 9872
Installment of InDCp 444 444 444 444
Total 15829 14946 14062 | 13179

Debt-Service Coverage Ratio (Times) | 0,92 (033 EED ] 055




CONTRIBUTION TO GDP

Armmexure-2 VI

Net sates (4ih Year)

Inmlgr-farmn Transaction:
Raw Materials

Repair & Maintenance

Rent, Tax & Imsurance

Water, Power & fuel

Stores & Spears

Postage, Telephone & Telegram
Prnnting & Stalionary

Traveling & Conveyance
Selling Expenses

Misc. Expenses {Administrative)

Contribution to GDP (A-B)

{(Tk. in '000%)

200G

63180
1240
742

2083
424
300
130
180

1800
400

70479

19521



Annexure-XIX -

LENDING RISK ANAT.YSIS



Lending Risk Analysts

Page - 1

Campany name: X¥Z POULTRY FARM Industry Name.
Address ; Jhikorgacha, Jessore

Code :

Onginating office/branch
Group name(if company is part of group) BKB, LPO, Dhaka
Current cxposure to this customer Current exposurs to group ..

Applicaton for Increase to Renewal of Delinguent
Why wes this analysis condocted? New [acility exishing facility  existing facility customer
O O | a
Risk catcgory Good Acceplable Marpinable Poor Type of facility sought
Business O+ m O n
Sceurity O mBY O O Project Loan
Overall O O O |
Purpase Amount sought 559,00 lacs
Lian category
Level of approval required

Volunterily given O
By bank Board of Directors

Partofgovernment O ... . ...

{namﬂ;f schame}

Scheme Dare customer made request
. 10/11/2007
Directed by 0 .. Mr, ABC
individual {namc of person directing this loan)
Originating officer Recommendabhon | Dale analysis
Manager BKB LPO, Dhaka Accapt  Diecline | 5/12/2007
m B A
Fecommending officens} mpY; O | Date recommendation made
(1) 5{five) Members® Committee O )
{2) Concemed Branch & R. M. office 3 O
(3) Project Evaluation Committee (PEC) 0O o
Approving Decision Date decision
Officer (Board of Directors) Accept  Decline | Made
O O

Officer authorizing disbursement Date disbursement Date loan

Authorized Disbursad




[ -

Page - 2
Lending Risk
When you have completed Pages 3 to 15 of loan analysis from, copy your answers to the questions into the grid
below. Then write the score comesponding to each answer in the rightmost column, and total all the scores.
Lending Risk Sopplues: risk Risk Level sScore
Wt iz tho ook of Fuhare duoe o . :
T Business hemuptaten . (e sy o inpras? Low Averape High Expensive —
. m R B R ‘
What 13 the risk o fuilure duoe t Score 15 3 45 12
/ disrupheon to sukes? 1.5
Pindustry risk oya oo
Performancs risk Scare 15 3 45 12
Whol iz (he 1isk hat the 40
Compamy”’s position is 50 weak Ooyo O
that skate Score 2 4 6 16
Lyl Cornpany il cannot perfarm well enough 70
to repay the loan, given oyoO oo ;
expegted external conditions? Seore 2 4 6 16
Company lﬁllm?];n:k f Lnilure dus o laek of Oy 00 o 30
P position ik _| i ool ol
gl roeAten et Score 3 6 9 24
N 30
Wanw el ey k
Wl'nt;!:nﬁr, sk ulFT;T:jtz:EiLie ter Imcke of O -d aono
mAREGEmeTE inbdegrty Score 3 & o M
150
Mapogement Intgrity 1k Total Business risk Scorc
g} Merspementsisk | g What is the risk of failure due 5
to lack of 0 o0 O
Management integrity Score -10 -5 +5 +10
Sexutity control sk -5
Wl is the risk (et (he benk: s M D“‘ID O
- i secumiyt
| Security <: o realiz fasosemty Score -10 -5 45 +10
o e ik o e reize oot 10
L 15 LN sl =1 Fe o H - -
value 14 bets that the expogure? g Talal Sex I.lﬂt}' risk score
Ginal Acvaruahla hlorgin able Poor
Ruk Rink Risk Risk
Husincas
Risk 13-1% 20-26 77-M aver 34
J 2 3 1
e piry
Risk {-20H-15) -1 0-10 over 10
A R V D

Select Overall Risk from Matrix

1

1NN




Page-3

X Supplies risk
=" p5t item % of wolal | What is the risk of disruption? Corments
costs Better Lthan Worse than
Average
average average
<Labour Tk 32.37 lacs 4.37% 0O O O | Wages of staff & Ofhcers
Raw maierials: Tk 63180 lacs | 85 30% O O 00 | Raw material cost
[ O =)
0 d 0
O i 8
Equipment O | O | Stores and spares, Water,
: 21.89 lacs 2.95% O g g power & fuel elc.
Power o
Prenuses : 52.15 lacs 7.04% =) | O | Deprewation, Rent, Tax,
D 0 D | Insurance, Repair and
maintenence
Other 0.34% 0 0 0
O i O
O | O
O d O
Mumber of days productions lost in past 12 morth due to smkes?
NA
Independent power supply Dependent on public utililies
Power suppiy | 0
Explain any signficant risks of disroption to productiot.
NA
What is the nisk of failure dus to dismption the Low Average High Excessive
Supply of inputs | |:| [:[

{Tick one box)




Al

Page - 4

Sales risk
Industry growth
Give industry size figures for the latest 3 years that are available
Year
Fstimated total industry turnover | NA

Strong Weak No Small Large
Growih growth change dechine decline

Over Lhe next few years, what is the most likely trend in industry tumover O o Qo 0O O

Support your enswer. The sales position remains unchanged.

Competitive pressure : Obtain performance data for two major competttors
Major cOmpetitor 1 ... ... —oov e i Market share.......... ..... %
(name)

Performance

Year

Tumover | MNA

|
L Profit

Less aboui the faster
Fast same
This compedilor is growing i D 0 than our cuslomer

What prevents custamers from swilching to this competitor?

Mazjor competitor 2

o Same as siated sbove”..... Marketshare ........o.ee .. 00
{name)
Performance
Year NA
Tomover
Profit
Less abhout the
Fast sAMe faster
This competitor is growing O O 0O than owr customer.

Wwhat prevents cusiomers from switching to this competitor?



Page- 5

Sales risk {continued)
Barriers to entry

Difficuit Average Easy
How easy is it for new competitors to enter this indusiry? NO O m

What barriers prevent new competitors from entering Lhis industry?
There is no major barriers to entry considered because of sufficient demand- supply gap exists in the country.

Regulatory changes
Low Average High
What is (he risk thal changes in regulations will damage sales? = | -

Explain your answer.

This is an agro-based project. This project will be helpful to cstablished new pouliry farm for getiing available
day old chicks as well as help the uitimate users of eggs and meat with regular steady supply. So it is expected
that the Govt, will not introduce any regulation which may damage the sales of such prujects

Customer concentration : List 5 largest costomers

Customer name % of total sales
1) Jessore District 60%
2) Khulna District 20%
3) Satkhira District . 10%
4) Others area 0 the country 10%

What is the risk thal a single customer representing a significant  Low Average High
Proporion of sales, switches to a competitor? N m 0

Explain your answer.

Cestian of single customer docs nat arise.

[ What is the dsk of failure due 10 distuption $0 sales Low Average 5&11 Excesstve

(Tick one box)



Pertormance risk Page — 6

=lecent performance history
Yes No  The financial spread shes is

—vre financial spreadsheets attached? ¥ 00 oot prepared.

Audited Unaided Bank Mgnapement other (cxplain)
aocoumts  acoounts estimates  estimates

tow did you ohtain financial data 7 O O O I [P

Sive most recent 3 years performance data (projected) (Tk. In'000)

Year Year-1 Year-2 Year-3

Sales
| Capital NA

Profits

(Net) |

Exgplain signilicance of any imporiant irends you notice in the performance data

Competitive position

What 15 the company’s in industry (in terms of furnover) ? Competilive position 1s not prepared,
Compare figures with other companies in the indusiry (and/or with industry averages), and explain the

significance of any important differences you notice.

As sated ahove

What are the sirengths and weaknesses of this company, in comparison {0 its competitors ?

Strengths weaknesses

Financially strong, Strong management capabulity, No
Strong markeling network.




BPerformance risk (continued) | Page -7 R

= iratepy ' !
sHow dose the campeny difTerentiate itself from its competitors I""-"'I
Quality Price A=
Better than  indistinguishable  warse than cheaper than about the same more expensive
Compentors  from compelitors — competitors  competitors a3 competitors than Sompetitors

s

O O O - P o

|
What strategy will this company adopt to exploit its strengths and overcome its weaknesses;-_:
There is a polalo cold storage owner's association. Through negotiation they can avoid the weaknesses as well
as strengthen the strength as discussed.

High confidence average low confidence 4
in stralepy . in sirakcgy
How confident are you that this strategy will work? ¥ O Ol

Explain your answer

For the common interest of he pwners of all cold storage, they should apply the stratepy.

|
1

Cash Mow forecasts significantly |
more than enough cash 110t enough
Do the cash flow forecasts indicate thal the company  enough cash cash
Will generate suflicicnt cash fo repay its loans ? + O ()
High low
Comfidence everage !mnﬁdnnce
How confident are you that the cornpany will perform as forecast in the cash flows” O o | 0O

Explain your answer.

I
Diflerence between the cumnlative sources of fund as well as ulihzation of fund of this project is shown as
positive.

i
What is the risk that the company’s position is 50 Low Average High  [xcessive

weak that it canrot perform well encugh to repay + () (I O
the loan, given expected external conditions? (lick one box)

|
e



)

H—vr

Resilience risk Page-8
Leverage Values Bark’s Exposure to other banks
reported by | Assessment Bank Expos
Company company Tx. Xposure
leverae Tk
659.35 lakh
Assets In the name of the company, no other liabilities have
been shown as per CID report issued in March 2001,
493.60 Jakh
Liabilives
Equity 16575 lakh
{=assets-liabilitics)
Leverage 2.98 Total exposure to Nil

{=liabilities/equity) other banks

LuUL

L H

e T T T e, IS Ihc
current balance on any sccount  No Yes Are any inferest or principal No_ Yes
above sanctionsd limits? 0 O payments more tha 30 days 1Ld?
[f your answercd yes w either question, give details
No Yes
Does the credit bureau report indicale any problems? .|

1f you answered ves to the previous questior, explain.

How readily do you expeci sharcholders to support this company in the future,

if the need arises? very  will support  may not
readiby reluginly  supporl further
vd 0o o

Explain your smswer

Sharcholders are financiedly salvent and Lhev have ether concern

How resilient is the company to bankruptcy? highly average not at all resilient resilient

[ m

Liquidity




micsitience risk (continued) Page-9
Liquidity (Continued)
What proporiton of ¢osts ig fixed?
very average with
How easily will this company be able to reduce costs if sales fail? casily difficulry
VO O O

e

Explain your answer. Tt 15 expected that the products will be so'd and its demand is high

Highly  average notml alf
AnER [ ] dimEd aaEEER IRAEENERN ....'--R-:Sﬂiep;l.-..' IITP‘EEIEE“T- ans

How
resilient is the company te liquidity (which may cause repayment failure)

o o 0O

Conneclions

Do the owners or managers have any connections/alfiliations which may benelit or damage the compamy?

The owners of the company have strong connections with established businzss community The owners of the company is Lhe
member of Dhaks Chamber of Commerce of which may he'p to benefit the company. Again the managing Director of the
company is also the managing Director of an export ariented project & he is prominent with established business man of the
coumry

highhy average not at all
resithemt  resilient

How resilient is the company o liguidity {(which may cause repayment falure)? v [ O O
— —_
Hizghly  awvet L at all
RESILIENCE. RISK e T e
Cony your assessments of resilience to bankruptcy, iiquid  {low nisk) {High ek}
and the average effects of polfical changes, from above. |+ 0 = =
How resibent is the company to bankruptey? n 0 0O
How resifient is the company to fauidity? M | l
How resilient is the corpany fo the adverse
efiects o political changas?
Now, use your assessment of resilience to bankruptey, | Low Average High Excesive

Liquidity and the adverse effects of polincal changes,
to answer the following question:

{tick one bax)
What is the risk of failure due to lack of resilience

1 nnexpecies) external conditions”




-
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Munngement ahility
List all owners holding more that 20% of equity List board members
name
Shareholding (%5}
1) Mr ABC MD
13 M, ARC &% Z)Mr. HIJ Diractor
2} Mr HII 40%
What is your assessment of the atulity of these people ro Detter that Worse than
ensure that this company succeeds? average AVErame averags
Give reasons for your wusessment. ] 1 M

Who is the priroary deciston maker on Grancial issues? Mr. ABC

(name)
Yes o

is this person’s big-dala altached? ”JD | Tieller than Worse than

average averape  gverags

_ _ _ | I
What is your assessment of this person's ability to manage the finances of this company?
Give reasons for your agsecement,
Who hes primary responsibility for operations issues?
M, ARC
Yey No (name)
1s this persen’s bio-data atiached? | .|
et than Wore than

average AVCTAEC  AvETAME
What is your assessment of this person's abiity 1 manage the finances of this company’? NrD L ]
Give reasons Kor your assessmenl
conunent on strengths and weaknesses of any other key personnel
Name Responabitity Strengths Wedlmeszes

NA

What is the risk thai the business thils Low Average High  Excessive
due tor lack of management ability? J

tick one box)
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“omment on sny deficicncies you observe in the organization chart : Not yet found
No deficiency has been observed in the organization chart

mHave any key managers/personnel changed in the last 12 months? Yes No

Why? NA - =

= ow well does the management team work with the Very well Average  Regular c&nﬂlcts

ovmer(s)hoard? YO
How through does the manapgement team Very (horough analvsis  average Do analysis.
analyses issues before taking important decisions? supporting all level of “Seat of the Pants™
important decisions analysis  decision making
L O O

Take difficult  (ake difficult avoid or delay

Ate the management team preparad to take difficult decisions? decisions decisions diflicult
readily reluctantly decisicns
(e.iz. cosl cutting; siaff reductions) 0O 0O 0O

Low  Average  High  excessive
What 13 the risk (hat the buainess fails
due to lack of managenial (eamwork? ¥

{tick one box}

Management compeience risk

Copy your assessments of managerial ability and levet of teamwork from above.

. . . . Low Average High Excessive
What 15 the risk that the business fails
v o O O

due to lack of management ability?
Low Aversge High Excessivc

What is the risk that the business fails L e R O
duc lo lack of managerial eamwork.?

Now. nse your asaesament of managerial ability and level of teamwork to amser
' the followinp question:

Low Average  High  Excessive

What is the nsk thal the busmess fails
due to lack of management competence T

{Tick one box)

.
I\

-
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Management honesty How lung have ey acled
Who are the auditors 7 Gupta & Associates as anditors to thiz company 7 4 Years

If the auditors have chanped in the last 3 years, answer the following questions:

How long did they
Who were the previous auditors? ...........N/A ... . ............ holdthis position ? ...
years NfA
Why did the company change aditors? N/A
Do we have any information that this customer has ever misrepresented itsell No Yes
gither to this bank of to other banks? L. D
}f you answered yes io the previcus queshion, give details,
How relisble do you believe to be the informarion supplied by this company More reliable Less reliable
than average average than average
Give reasons for yonr assessment : VO O ]

Activities of all directors from the 1 application datc for the loan to [inal sanction and disbursement
are shown as satisfactory. Hence it is expected thet the information supplied by this company are
reliable.

Management dependability
How long has this customer banded with us? ...... Years

What is the risk that the company avoids its obligations Low Average High
To the bank by diverting funds to associated companies? ¥ [ ] O

Explain your answer : In favour of the company the bank has already disbursed Tk 492.90 lakh & as per PCR
they gave utilized the fund purposely. Total amount of uiilization comes io Tk, 840,75 lakh. So no quesbion of
diversion of fund arises

How dependable will the management be in imeeting their commilmenis?

More dependable Less dependable
than average average than sverape
+O O O

(iive reasons for your assessment - In case of the 1" loan, the company was committed io invest an amount of
Tk. 231.87 lakh as their own equity, but in the mean hme they invested Tk 347,85 lakh. From this initial
record, we can hope that they will be dependable in their commitments.

Low Average High  Excessive

v [ ] [] ]

{tick one box)

What iz the risk of failure due to lack of

Manpagement integnty.
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Security Control risk
Jescribe the secunty ; Land, Buildings, Machimery and other assets

B 352 of obtaining a favourable judgement
Security documents last checked by the manager BKB, Launhajang branch, Munshigonj on 26.08.2001

{dare) {name)
What is the level of perfection of the security documents ? strong perfection averape weak perfection
[l L]
Is the account subject of an mspection exception Yes No
[N ]

Suppert your answer : As per PCR an amourt of Tk, £40.75 lakh has already been invested for existing project & Tk.

318,50 kakh for BMR project, as per inspection report. The proposed loan will be disbursed subject to inspection.

Confident  of Somerisk of  Significant risk
favorable unfavorahle of unlfavorable

judeerment judﬁnem judgement
What is fhe Tisk that the banik fails (o obtain a favorable judgemenr? 1V O

Support your answer | As per BKB rules ail the documentation is (o be dome properly. So we are confident of favourable

judgement.

Fase of taking posscssion of security
By DBank nommated Person

Yes Mo {date} {name)
Last site vistt made on YO [] 26082001 Confidentof  Semeriskof  Significantrisk
Ts site visit report artached? Attached king failure to take  of Culure m take
Possession possession posscssion
[l O |:|

What is the risk that the bank fails to tuke possession of the sccurity ?

Support your answer * Normally, all the securitics remain vader the possession of the company. Incase of default of loan
repayment the possession of the security may be taken by the Bank after completion of legal formalities. Tt is very difficult
i TakE the possession of imventory.

Low Average High Fxcessive
(no realisation  (potential  {realisation {realisation
complicatsons) complications} complex) impaired}
N
What is the risk that the bank fails to realtse Lhe secarity? {ick one box)




Page-14
"Security Cover risk

=Speed of Tiquidation
mHow long will it (ke to liquidate the security 7

After filing the casc, liguidation of properties like land, building & others will Lake 3 - 4 years time and in case !
—of inventory it will take normally 1{one) year time.

(The timefs) given here should be used in calcufating security on nexi pagr.)

What potential problems may delay liquidation?
. Legal complication and existing lengthy procedure Lo realise the secunty money.

Low Aversge High

What is the risk thar the liquidation process takes longer than Lhe esumate Eiven ? 0O 0 O

Liquidation value security value : Net value aficr 5 years
Land 3%8.38lac 3888 lac

Assessed liquidation value. 560.27 lakh  Building & others

construction 40822 lac 306.16 lacs
Who assessed the liquidation vale?  Branch Manager Machinery 430 47 lac 215 23 lacs
{name of person)Total 877.57 lac 560.27 lacs
Bangiadesh Krishi Bank.
(company)

How do yon expect thig valne to change by the time that the security is released ?
The value of land will not chanpe afier 5 years, the value of building & other civil works will depreciated @) 5%
in each year and the value of machinery will depreciated @ 10% in cach year.

What do you estimate will be the value of the security at liquidation?
Tk. 560.27 Lakh.

Whal costs will the bank have to hear in liguidating this security ?

{e.z Lepal fees, auction commission elc. 17 Court fee 1 2.50 lakh
2} Leyal fee & others - _2.50 lakh
( Approximately estimated ) Total 500 Jakh

How much do you expect the bank to realise from ihis security?
(= Liquidation value less cost of liquidation)
Tk. 555.27 lakh

{this number should he used i calculuting securily cover on the next page. }

Lo Averege High
. What is the nsk that the value actually realised is less than your estimatc? 4 O O O
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Security cover risk {continued) Page™ 15
Fxpected security cover strength

Primary Coliuter Other Total "-
Security al Security

a) Type of secunty Land Building - - -
& Machinery

b) Expected realizable value at -
liquidation (MCL value) Tk.555.27 lakh
) Expected time loken to

liquidate this security (years}) 3 years - - -

d) Discount rate %% 6.25%
{1 year [ixed deposit ratc) - - -
¢) Discount facior %

=100 x 1
(1 +d/ 100}
(Discount factor are lisledina  83% - - -
sgparate table)
I Present value of security Tk. 466.87 lakh
{=b x &/100} - - Tk. 460.87m
lakh
g) current exposure - Tk 543.6 lakh
{Principal -+ nterest) - -
h) Secunty cover % 80 %
{= 100 x fig} - - -
Note:
How strong is securnly COVer,
Based on expected speed of liquidat: Strong Averape Weak
And liquidation value? {above 100%)} (im mange 75-100%) (below 75%
] N O

Now copy from the previous page your assessments of the risk that the actual speed of
Liquidation is Jonger than expected, and actual liquidation value is lower than expected.

What is the risk that the liqudation Low Average High
Process takes longer than the estimate given?

] N Tl [ \
What is the risk that the value actually Low Average High|
Realized is less than your estimate? O ¥ 0 O

Use the three assessmants above Lo answer (he following question,

What is the tisk that the realized security value Low Averagc High Excessive
Is 1gss than the exposure? Ll ¥ O O 11

{tick one box)
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DMPLEMENTATION CHART
Sl Activities Month
1273 |4 5 6 7
Project approved and goes for implementation M
Lo cti d tatl
an sanction and documentation E—
Land preparation and site office H

L/C opening for imported machinery

Ordering for local machinery & Day old chicks #
: |
Construction work _

Delivery of imported machinery at site

[ Delivery local machinery & Day old chicks at site i

Frection and installation h
10 | Commercial production
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z PROJECT
o LAYOQUT PLAN FOR
e n M/S XYZ POULTRY FARM
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OFTICE ~JTAT -
GUARD ROG % LAND AREA @ 1296 DCML.
GANDEN el [z{n7-N0)
” 1| | [ ] 11 1 10 1617 FE‘
I % OWNER:
% = 5 5 5 5 1| =|] &
23 2Bl k3| |E| |2B| 3R] 1eE|[9E|[=E]] MR, ABC
2| |52 EE| 1EZ| B E%| BE|[FE)||EEM (1EE )
N = 5 DHAKA
<
7 ENGINEER.
GARDEN /
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