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SYNOPSIS

The project titled “Feasibility study for setting up a cotton spinning with the capacity of 25000 spindles at Dindugul” has been done with the primary objective of finding whether setting up a cotton spinning mill with a capacity of 25000 spindles at dindugul is feasible or not. The objective also includes understanding the market environment for the cotton yarn, technical compatibility and the financial feasibility.

The data used for the study was secondary in nature. The secondary data was collected from the news letters, books and websites.


SWOT analysis, PEST analysis and Porter’s five force model has been performed to do the market and technical analysis. Ratio Analysis, Pay back period, Internal rate of return, Break even analysis and Sensitivity analysis has been performed to do the financial analysis. Based on the analysis and findings, suggestion had been drawn to improve the performance and market position of the company.


The suggestions are to concentrate on marketing activities and raise funds through equity issue and it is concluded as the project is feasible for the implementation.
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CHAPTER I
INTRODUCTION

1.1 ABOUT THE TEXTILE INDUSTRY

Textile Industry in India is the second largest employment generator after agriculture. It holds significant status in India as it provides one of the most fundamental necessities of the people. Textile industry was one of the earliest industries to come into existence in India and it accounts for more than 30% of the total exports. In fact Indian textile industry is the second largest in the world, second on to China. 

Textile Industry is unique in the terms that it is an independent industry, from the basic requirement of raw materials to the final products, with huge value-addition at every stage of processing. Textile industry in India has vast potential for creation of employment opportunities in the agricultural, industrial, organized and decentralized sectors & rural and urban areas, particularly for women and the disadvantaged.

Segments of Indian Textile Industry 

Indian Textile Industry can essentially be categorized into two segments:- 

· Organized Textile Industry 

· Unorganized Textile Industry 


Unorganized sector is the dominant part in this industry which mainly utilizes the traditional practices (woven or spun) in cloth production and hence is labor intensive in nature. This industry is characterized by the production of clothes either through weaving or spinning with the help of hands. The decentralized nature is considered as another important feature of the unorganized textile industry in India.                                       . 


The other half of the Indian Textile industry is a highly organized one with immense importance on capital intensive production process. This sector is characterized by sophisticated mills where technologically advanced machineries are utilized for mass production of textile products. 

Sub-Sectorial Categorization of Indian Textile Industry 

· Textile Industry based on fiber produced through man made means or natural             
cotton. 
· Yarn industry utilizing fiber or filament of the man made type 

· Textile industry involved in the production of wool, its derivatives and final                
woolen products.

· Production, processing of Jute and the textile industry based on it 

· Textile industry involved in the mass production of natural silk along with 
derivative and final products from silk 

· Handloom Industry 

· Handicrafts industry which is basically unorganized in nature 

Sub-Categorized sectors of the Indian textile Industry 


Textile Industry based on fiber produced through man made means or natural cotton In the whole Indian textile industry, this sector has come as the largest producer of textile products. This industry has also proved its potential in employing the maximum number of people in the entire industry which has been calculated to be around a whooping one million workers. As per the latest records (31.01.2007) of Ministry of Textiles, the total number of mills in this particular sector is 1818 in number. The installed capacity of all these mills accumulates to 

· 35.37 million spindles and 

· 0.45 million rotors 


During the year 2000-2001, the total amount of spun yarn produced was 3160 million kgs. This amount saw an increase of around 400 million kgs within the period of 2000-2001 to 2005-2006. 

Spun Yarn industry can again be divided into two sub-sectors:- 

· Cotton Yarn producing industry. The production of this industry type is heavily dependent on the yearly production of cotton which again depends on the vagaries of nature. Hence it has been observed that the rate of production in this sector shows fluctuating trend. 

· Completely non cotton blended yarn producing industry. 


This industry type is a consistent performer where its rate of production has increased at a consistent rate. It has been observed that between the period 1999 and 2005, capacity utilized in this sector has varied anything between 80% and 93%.                                            . 

Organized sector in Textile Industry is passing through a stage of stagnation and the main reason behind it is transformation in the structural set-up of the industry. It has been found out that the weaving sector is delinked from the spinning sector which has led to the rise of power looms of decentralized nature. Over the years, the production capacity of this organized sector has seen an absolute decrease of 0.54 lakh between March 2000 and January 2007.


Cloth production has also evidenced a declining trend during 2000-2006 with an absolute decrease of ninety four million square meters. The annual growth rate of total cloth production in the textile industry has been calculated to be around 5.24 % between 2000-2001 and 2005-2006. But stratified result of this industry show that during the above mentioned period, the organized sector of this industry has posted fluctuating results whereas the unorganized one has performed positively with an yearly rate of growth amounting to 5.4%. 

· Yarn industry utilizing fiber or filament of the man made type. This sector can be divided into two divisions :- 

· Industry type involved in the production of cellulosic fibers or filaments 

· Industry type involved in the production of non-cellulosic fibers or filaments 


The total production amount of man-made fiber during the period Apr'2006-
Aug'2006 has increased by 16 % on a year-on-year basis. During the same period, 
man-made filament production has also evidenced an increase of the amount 9 %. 



Textile industry involved in the production of wool, its derivatives and final 


woolen products are characterized by 

· Its export orientation, 

· Production base situated in the rural areas 

· Presence of both organized as well as non-organized sector 


India's contribution to the total production of wool in the world has been 1.8%. The employment generation capacity of the woolen textile industry in India is enormous. Till the end of year 2006, it has employed a total number of twenty seven lakh workers (according to the estimation of Ministry of Textile, India).

Investment In Indian Textile Industry


Indian textile companies are expanding their manufacturing facilities to industrial fabrics to tap new customers in the construction, automobiles and healthcare sectors, who are currently importing these products. Some of the major global luxury apparel retailers are eyeing markets like India. According to industry analysts, the market for luxury and premium brands in India is estimated at about US$ 1.3 billion - US$ 1.5 billion and growing at about 25-30 per cent. 


Taiwanese manufacturers have come to woo the Indian textile industry with special items like yoga fabrics and don't-need-to-wash denim. Some Taiwanese companies are exploring the possibilities of selling their high-end fabrics in India and also looking for joint venture opportunities to set up manufacturing facilities here. The Taiwan Textile Federation organized a two-day textile fair in Bangalore as well as Tirupur just recently. 

· The Tirupur-based US$ 91.42 million Royal Classic Group (RCG) has launched two high fashion t-shirt brands - Fresco and Ce-10 — for the domestic market. 

· Retail apparel firm Koutons India plans to open 100 new stores by fiscal. 

· Alok Industries, S Kumars Nationwide, Jindal Cotex and SRF are keen to expand theirfootprint. 

· Ludhiana-based Jindal Cotex is investing US$ 49.6 million in two units in Himachal Pradesh to make medical and industrial textiles. 

· S Kumars Group tied up with the Italian brand Oviesse this year and targets to tie up with several other international brands. The group projects to invest 10 billion rupees over the next 5 years to set up new technical textiles facilities in India. It will introduce three international brands by the end of this fiscal. 

· Tyre cord maker SRF Ltd is setting up a plant for laminated fabrics in Kashipur in Uttarakhand. 

· Shoppers Stop, which had launched foreign brands like MAC, Mothercare and Austin Reed among a range of other global brands, plans to add about several other international labels soon. It is also set to launch Playboy brand of unisex wear. 

· Arvind Brands, which has a license to market premium segment men's wear brands such as Arrow and Gant, has launched ‘Izod’ in India, a label of global apparel firm Van Heusen. In line with others, Murjani Group, that brought brands like Calvin Klein, Tommy Hilfiger, Gloria Vanderbilt and French connection funky wears for youngsters FCUK, has also launched an online sales service for the brand. 

· Mumbai-based real estate developer Ackruti City plans to set up an US$ 65.19 million textile park on 60 acres in suburban Biwandi near here. A special purpose vehicle has been created for the purpose. The project will be eligible for an US$ 8.69 million central subsidy as it comes under the Textile Ministry's scheme for integrated textile parks. Exemptions for power, stamp paper waiver and Octroi exemption of up to 100 per cent of fixed capital are other incentives that the unit holders are eligible for. 

· Raymond Ltd is planning to target revenues of US$ 42.69 million with the launch of 300 more retail shops by March 2011. With plans to reach 712 towns, Raymond intends adding 50 new stores every quarter. In the past month, it launched 50 outlets in Agartala, Rourkela, Sinnar and etc.
Growth of Indian Textile Industry

Growth along with the investment of an industry depends heavily on the economic health of the country. Indian economy grew rapidly during the fiscal year 2006-2007 posting a growth rate of 9.4% p.a. Not only this, India has been performing significantly in the last three years where its average yearly rate of growth has been estimated to be 8%.


The fruits of economic growth have trickled down to people of the state which can be evidenced from the rising per capita income of India. Statistics reveal that during 2001-2007 (up to March 2007) the per capita income of India has increased by sixty two percent and has reached the level of Rs.25,778 or US$ 581.37 per annum.                                        . 
One of the most beneficial classes of this economic growth saga has been the middle income section of the society. The total strength of this class in absolute terms has been found out to be 216 million which is expected to rise to 351 million by 2010. The major demand that is being generated is by a new class of people from the booming IT-BPO sector who are still at their prime age and are outwardly fashion savvy. This has generated huge demand for fashionable dresses which has consequently led to the emergence of some world class Indian designers with their latest fashion apparels.                                                   

Propensity of consumption (after excluding all spending on essential items like housing, health, education, etc.) by the average Indian people has increased at the rate of 5% to a total amount of US$ 219 billion in the year 2005. At this time, the organized retail sector has been able to tap a market of around US$ 8.2 billion which is projected to increase to US$ 25 billion by 2010. 


Textile industry is one of the major contributors to the total output of the fast growing Indian industrial sector which is at present revolving around 14%. Textile sector's contribution to GDP of India is also significant which currently amounts to 4%. It has been found out that Indian textile industry is one of the major sources of foreign exchange earnings for India and contributes around 16-17% of the total export earning. 

From the above discussion it is quite clear to us that the market size of India is growing at a very high pace. That is why the foreign investors are flocking to India for investment purposes in order to get hold of a chunk of this expanding pie. With increasing demand for the products of Indian Textile Industry, new players are jumping in the league to get a slice of the profitable pie and the already existing textile mills are raising their capacity for increasing their supply. Hence, the expansion process of the domestic industry is also not far behind.


Thus, it can be said that the whole Indian economy is on a growing trend which has its obvious impact on every possible sector including the Indian Industry. 


Indian Textile Industry is going through a major change in its outlook after the expiry of Multi-Fiber Agreement.


Multi Fiber Agreement was introduced in the year 1974 as a short term measure directed towards providing a limited time period to the developed countries for adjusting their textile industries in accordance with that of the developing countries. The textile industries are characterized by their labor intensive nature of commodity production. Availability of surplus labor is abundant in the developing countries. These countries have comparative advantage in the production of textile related products and hence are able to supply goods at a very low price. The basic idea behind this policy was to eradicate all sorts of quota system from the apparel and textile industry all over the world so that a level playing field could be established. This whole process of dismantlement of quota system was completed on 01.01.2005.                                             . 

Now, this era after MFA is being looked upon by the experts as a means through which the Indian textile and apparel industry is going to grow a much faster pace and would consequently be able to leave a mark on the whole world. Integration of  Indian industry with that of the whole world started from the last period of 1980s. It came up to the top ten league of countries involved in export of textile as well as apparel products after 1998. According to the statistics of United Nations Statistical Division, 2005 it was clear that during the entire 1990s, the average compounded growth rate of clothing item export was more or less 13%. This report has also highlighted the fact that the entire textile industry along with the apparel one has seen a jump in its export from US$ 0.9 billion to US$ 13.5 billion during the period 1985-2003 which accounts to 15 times increase from the base period.                                      . 
· On a year-on-year basis, cotton textile industry has posted a growth of around 14.8 % followed by the products produced by textile industry with a growth rate of above 11%. The textile sub-sector involved in the production of silk, wool and man-made fibers has also seen a steep increase in its growth amounting to 8.2% on a yearly basis. 

· Year 2006-2007 has also seen a phenomenal rise in the production in spun yarn sector by an amount of 10.3%. 

· Production of cloth by the Indian textile Industry has evidenced an increase in its growth at a rate of 8.7% during 2006-2007. Among this sector, the highest rate of growth has been seen in the Hosiery sub-sector followed by power loom sub-sector amounting to 10.1% and 8.8% respectively. 

· The overall export scenario of Indian Textile Industry is quite significant with an increase of 10.53% during the 2006-2007 financial year. Some of the rate of growths in the export of the products produced in the textile sub-sectors during Apr'-Feb' 2006-2007 on a y-o-y basis are given below :- 

· Export growth rate of cotton textiles recorded a growth rate of 21.47%. 

· Export growth rate of man-made textiles recorded a growth rate of 19.03%. Hence it can be concluded that the growth in the textile sector was quite significant after the disintegration of the MFA regime. The main reason behind it being the competitive edge enjoyed by the Indian textile industry in the whole world. But real concern has cropped up for this industry as the export earnings by this industry has fallen significantly with the falling US Dollar price in respect to the Indian Rupees. Textile Industry in India has evidenced a steep decline in the amount of export between April and May of 2007 due to the rising Rupees

Government Initiative

The Government has announced the release of a subsidy of Rs.9000 crores for the textile industry under the Technology Upgradation Fund scheme (TUFs). The government extends 10 per cent capital subsidy and 5 per cent interest subsidy on installation of machineries and for processing machinery under the TUFS. A 41-member Working Group has also been announced to be set up with a National Fibre Policy, to ensure self-sufficiency in fibre consumption and export requirements in India.


The Textiles Committee has also been reconstituted in order to ensure standard quality of textiles both for internal marketing as well as exports. The committee will also establish laboratories and test houses for testing of textiles. 


In addition, an online marketing and sales portal has also been launched by the textile minister. The e-marketing platform, developed by the Central Cottage Industries Corporation of India and the Handicraft and Handlooms Export Corporation of India, will host more than 1,000 wide ranging handicrafts and handlooms products. It will also provide online services, such as e-payment facility through major debit/credit card as swell as online tracking of the shipment. 


The Kerala Industrial Infrastructure Development Corporation (Kinfra) has started allotment of land for setting up units at the Textile Centre at Nadukani in the Kannur district. The Textile Centre is conceived as a comprehensive textiles industries park under Kinfra International Apparel Park. It is being developed with financial assistance under the Textile Centre Infrastructure Development Scheme (TCIDS) of the Union Government. 


The Taiwan Textile Federation in association with the Bureau of Foreign Trade, Taiwan, recently exhibited a range of trendy and high performance textile products at Tirupur. Silk Feb 2009, a national level exhibition and sale of handloom silk products, inaugurated by the textile minister showcased handloom silk products and garments from over 15 states.

Textile Mills

Textile Mills in India are the manufacturing plants for producing woven textile fabrics and related products. Textile mill industry can be recognized as one of the largest industries in India, providing employment to about 10 lakh workers. Major textile products manufactured by textile mills include yarn products, cotton yarns, blended yarn, synthetic yarn, specialty yarn, fabric products, woven fabrics knitted fabrics, woolen and acrylic blankets, blazer cloth, tweed and all kinds of woolen cloth.


Major activities of textile mills in India include weaving, knitting, knotting, crocheting and pressing the fibers. For the last couple of years, Indian textile mills are experiencing tremendous growth. 
Factors responsible behind the growth of textile machinery in India 

Some of the major factors responsible behind the growth of textile machinery sector are: 

· An immense demand of Indian apparels and textiles in the international market 

· Low custom duties on imported textile machinery 

· Less tight government restrictions on imported goods. Major trading partners regarding import of textile machineries include U.S., Germany, Switzerland and U.K. India ranks second in the global textile industry and accounts a major portion to the overall Indian exports. For the sustenance of this growth and to maintain the competence in the international market, the textile mills in India need to be modernized.
PROCESS FLOW CHART FOR SPINNING
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1.2 FEASIBILITY STUDY

Definition:

A study which tries to clearly establish whether a project will work and achieve its expected results is called as feasibility study. Such a study usually evaluates in detail a project's technical design, its costs and benefits, social and environmental aspects, institutional issues, financial aspects.

A feasibility study is performed by a company when they want to know whether a project is possible given certain circumstances. Feasibility studies are undertaken under many circumstances - to find out whether a company has enough money for a project, to find out whether the product being created will sell, or to see if there are enough human resources for the project. A good feasibility study will show the strengths and deficits before the project is planned or budgeted for. By doing the research beforehand, companies can save money and resources in the long run by avoiding projects that are not feasible

 Difference between a feasibility study and a business plan:

A feasibility study is not a business plan. The separate roles of the feasibility study and the business plan are frequently misunderstood. The feasibility study provides an investigating function that should answer the question of “Is this a viable business venture?”

The business plan provides a planning function that outlines the actions needed to take the proposal from “idea” to “reality.”

The feasibility study outlines and analyzes several alternatives or methods of achieving business success. So the feasibility study helps to narrow the scope of the project to identify the best business model. The business plan deals with only one alternative or model. The feasibility study must narrow the scope of the project to identify and define two or three scenarios or alternatives. The consultant conducting the feasibility study may work with the group to identify the “best” alternative for their situation. This becomes the basis of the business plan.

The feasibility study is conducted before the business plan. A business plan is prepared only after the business venture has been deemed to be feasible. If a proposed business venture is considered to be feasible, then a business plan constructed that provides a “roadmap” of how the business will be created and developed. The business plan provides the “blueprint” for project implementation. If the venture is deemed not to be feasible, efforts may be made to correct its deficiencies, other alternatives may be explored, or the idea is dropped
Need for a feasibility study:


A feasible business venture is one where the business will generate adequate cash-flow and profits, withstand the risks it will encounter, remain viable in the long-term and meet the goals of the founders. The venture can be a new start-up business, the purchase of an existing business, an expansion of current business operations or a new enterprise for an existing business. 


A feasibility study is only one step in the business idea assessment and business development process 

Reasons to Do a Feasibility Study: 

Conducting a feasibility study is a good business practice. If you examine successful businesses, you will find that they did not go into a new business venture without first thoroughly examining all of the issues and assessing the probability of business success.

Below are other reasons to conduct a feasibility study:

· Gives focus to the project and outline alternatives.
· Narrows business alternatives.
· Surfaces new opportunities through the investigative process.
· Identifies reasons not to proceed.
· Enhances the probability of success by addressing and mitigating factors early on that could affect the project.
· Provides quality information for decision making.
· Helps to increase investment in the company.
· Provides documentation that the business venture was thoroughly investigated.
· Helps in securing funding from lending institutions and other sources.
Bottom of Form

Elements of a feasibility study:

There are basically six parts to any effective Feasibility Study:

1. THE PROJECT SCOPE which is used to define the business problem and/or opportunity to be addressed. The old adage, "The problem well stated is half solved," is very apropos. The Scope should be definitive and to the point; rambling narrative serves no purpose and can actually confuse project participants. It is also necessary to define the parts of the business affected either directly or indirectly, including project participants and end-user areas affected by the project. The project sponsor should be identified, particularly if he/she is footing the bill.


2. THE CURRENT ANALYSIS is used to define and understand the current method of implementation, such as a system, a product, etc. From this analysis, it is not uncommon to discover there is actually nothing wrong with the current system or product other than some misunderstandings regarding it or perhaps it needs some simple modifications as opposed to a major overhaul. Also, the strengths and weaknesses of the current approach are identified (pros and cons). In addition, there may very well be elements of the current system or product that may be used in its successor thus saving time and money later on. Without such analysis, this may never be discovered.


Analysts are cautioned to avoid the temptation to stop and correct any problems encountered in the current system at this time. Simply document your findings instead, otherwise you will spend more time unnecessarily in this stage (aka "Analysis Paralysis").

3. REQUIREMENTS - how requirements are defined depends on the object of the project's attention. For example, how requirements are specified for a product are substantially different than requirements for an edifice, a bridge, or an information system. Each exhibits totally different properties and, as such, are defined differently. How you define requirements for software is also substantially different than how you define them for systems. 

4. The APPROACH represents the recommended solution or course of action to satisfy the requirements. Here, various alternatives are considered along with an explanation as to why the preferred solution was selected. In terms of design related projects, it is here where whole rough designs (e.g., "renderings") are developed in order to determine viability. It is also at this point where the use of existing structures and commercial alternatives are considered (e.g., "build versus buy" decisions). The overriding considerations though are:

· Does the recommended approach satisfy the requirements?

· Is it also a practical and viable solution?

5. EVALUATION - examines the cost effectiveness of the Approach selected. This begins with an analysis of the estimated total cost of the project. In addition to the recommended solution, other alternatives are estimated in order to offer an economic comparison. For development projects, an estimate of labor and out-of-pocket expenses is assembled along with a project schedule showing the project path and start-and-end dates. After the total cost of the project has been calculated, a cost and evaluation summary is prepared which includes such things as a cost/benefit analysis, return on investment, etc.

6. REVIEW - all of the preceding elements are then assembled into a Feasibility Study and a formal review is conducted with all parties involved. The review serves two purposes: to substantiate the thoroughness and accuracy of the Feasibility Study, and to make a project decision; either approve it, reject it, or ask that it be revised before making a final decision. If approved, it is very important that all parties sign the document which expresses their acceptance and commitment to it; it may be a seemingly small gesture, but signatures carry a lot of weight later on as the project progresses. If the Feasibility Study is rejected, the reasons for its rejection should be explained and attached to the document.

Types of feasibility study:


To implement any project, the investor needs to carry out different types of feasibility studies. These feasibility studies evaluate all the risks and returns related to that project and try to balance them and help the investor to finalize his/her plans. 


The three major types of feasibility study are:

· Market feasibility study

· Technical feasibility study 

· Economic feasibility study

Market feasibility study:


This is a critical analysis because the output of any factor has to sell in the market place for the promoter to earn revenues. Very often demand analysis and projections are optimistic leading to problems in the future. Another observation has been that products that sell abroad may not have a market locally.


The main purpose of the marketing study is to determine the market share of the investment project. This will be determined first by calculating the market gap, then determining the percentage of that gap that the project will cover.
Economic feasibility study
Feasibility studies are crucial during the early development of any project and form a vital component in the business development process. Accounting and Advisory feasibility studies enable organizations to assess the viability, cost and benefits of projects before financial resources are allocated. They also provide independent project assessment and enhance project credibility.

Built on the information provided in the feasibility study, a business case is used to convince the audience that a particular project should be implemented. It is often a prerequisite for any funding approval. The business case will detail the reasons why a particular project should be prioritized higher than others. It will also sum up the strengths, weaknesses and validity of assumptions as well as assessing the financial and non-financial costs and benefits.

Cost and Benefit Categories


In performing Cost benefit analysis (CBA) it is important to identify cost and benefit factors. Cost and benefits can be categorized into the following categories.
There are several cost factors/elements. These are:

· Hardware cost

· Personnel cost

· Facility cost

· Operating cost

· Supply  cost

Hardware/software costs:

It includes the cost of purchasing or leasing of computers and its peripherals. Software costs involve required software costs.

Personnel costs:


It is the money, spent on the people involved in the development of the system. These expenditures include salaries, other benefits such as health insurance, conveyance allowance, etc.

Facility costs:


Expenses incurred during the preparation of the physical site where the system will be operational. These can be wiring, flooring, acoustics, lighting, and air conditioning.

Operating costs:


Operating costs are the expenses required for the day to day running of the system. This includes the maintenance of the system. That can be in the form of maintaining the hardware or application programs or money paid to professionals responsible for running or maintaining the system.

Supply costs:


These are variable costs that vary proportionately with the amount of use of paper, ribbons, disks, and the like. These should be estimated and included in the overall cost of the system.

Further costs and benefits can be categorized as:

Tangible or Intangible Costs and Benefits


Tangible cost and benefits can be measured. Hardware costs, salaries for professionals, software cost are all tangible costs. They are identified and measured.. The purchase of hardware or software, personnel training, and employee salaries are example of tangible costs. Costs whose value cannot be measured are referred as intangible costs. The cost of breakdown of an online system during banking hours will cause the bank lose deposits.


Benefits are also tangible or intangible. For example, more customer satisfaction, improved company status, etc are all intangible benefits. Whereas improved response time, producing error free output such as producing reports are all tangible benefits. Both tangible and intangible costs and benefits should be considered in the evaluation process.

Direct or Indirect Costs and Benefits


From the cost accounting point of view, the costs are treated as either direct or indirect. Direct costs are having rupee value associated with it. Direct benefits are also attributable to a given project. For example, if the proposed systems that can handle more transactions say 25% more than the present system then it is direct benefit.


Indirect costs result from the operations that are not directly associated with the system. Insurance, maintenance, heat, light, air conditioning are all indirect costs.

Fixed or Variable Costs and Benefits


Some costs and benefits are fixed. Fixed costs don't change. Depreciation of hardware, Insurance, etc are all fixed costs. Variable costs are incurred on regular basis. Recurring period may be weekly or monthly depending upon the system. They are proportional to the work volume and continue as long as system is in operation.


Fixed benefits don't change. Variable benefits are realized on a regular basis.

Evaluation method:


When all the financial data have been identified and broken down into cost categories, the analyst selects a method for evaluation.
There are various analysis methods available. Some of them are following.

1. Present value analysis

2. Payback analysis

3. Net present value

4. Net benefit analysis

5. Cash-flow analysis

6. Break-even analysis

Technical feasibility:


An investor should have the requisite number of technically capable people as well as technology required to set up and run the plant. The technology should be such that is can adapt to local conditions. Technology transfer from overseas often falls in this regard. The knowledge and suitability to local conditions is very important.
Importance of feasibility study:

Feasibility Study is basically a study that is done to judge the viability of a new business venture. It is actually a preliminary analysis of a project that lets the people know that whether to proceed with a project or not.
A Feasibility study is very important for a business. It makes an analysis of all the aspects of a business, both the external factors influencing it and the internal factors. It also analyzes all the costs associated with the project and how the material would be sourced. On the other hand, it will also make an estimate of how much sales are to be expected and what profits would the project make.

If the results of the feasibility study are favorable, it is logical to proceed with it. Whereas on the other hand, if the results are not favorable, no businessman will take a risk on it.
Advantages of making Feasibility study:
There are many advantages of making feasibility study some of which are summarized below:

· This study being made as the initial step has all the analysis part in it which helps in analyzing the project requirements completely.
· Helps in identifying the risk factors involved in developing and deploying the project.

·  The feasibility study helps in planning for risk analysis.

· Feasibility study helps in making cost/benefit analysis which helps the organization and system to run efficiently.                                  
· Feasibility study helps in making plans for training developers for implementing the project. 
·  Feasibility study is a report which could be used by the senior or top persons in the organization. This is cause based on the report the organization decides about cost estimation, funding and other important decisions which is very essential for an organization to run profitably and for the project to run stable.

1.3 SCOPE OF THE STUDY

To the researcher:


The study provides information about the trends in the cotton spinning mills in India, i.e. the demand and supply of cotton yarn, which provides knowledge about the current scenario of the business.

To the investor:


 The study provides sufficient information to allow the investors to make a sound decision about whether to go on with proposal or to opt for an alternative choice of investment which would give better returns.

To the financial institution:


The study provides the information whether the proposed project would work or not which helps the financial institution to decide about financing the project.
1.4 OBJECTIVE OF THE STUDY

· To study the market environment for the cotton yarn.

· To analyze the technical feasibility for setting up a cotton spinning mill.

· To analyze the financial feasibility for setting up a cotton spinning mill.

1.5 LIMITATIONS

· Feasibility study is done only for cotton spinning mill and hence not applicable for 
other spinning mills.
· Yarn selling rate, waste selling rate, cotton purchase rate and power cost has been 
assumed as constant. 

· Increase in wages is assumed as 5% every year.



So if there are any deviations in the assumptions made, it will affect the financial 
performance of the proposed cotton spinning mill.
CHAPTER II

 REVIEW OF LITERATURE

A Literature review is a body of text that aims to review the critical points of current knowledge of a particular topic. Most often associated with science-oriented literature, the literature review usually precedes a research proposal, methodology and results section. Its ultimate goal is to bring the reader up to date with current literature of a topic and forms the basis for another goal, such as the justification for future research in the area.

According to COOPER a literature review uses as its database reports of primary or original scholarship, and does not report new primary scholarship itself. The primary reports used in the literature may be verbal, but in the vast majority of cases reports are written documents. The type of scholarship may be empirical, theoretical, critical/analytic, or methodological in nature. Second a literature review seeks to describe summaries, evaluate, clarify and/or integrate the content of primary reports.

According to James O’Brien (2005)1, feasibility studies can be categorized into four, viz., organizational feasibility, economic feasibility, technical feasibility and cost/benefit feasibility. Feasibility study is a preliminary study where the information needs of prospective users and the resource requirement, costs, benefits and feasibility of a proposed system are determined. 
According to E.Mansfield and S.Wagner (1975)2: Techno-Economic Feasibility Study (TEFS), as the name suggests, mainly involves evaluation of both technical feasibility as well as financial viability of a project. In addition, it also deals with the other two equally important 'pillars' of a project, viz. management and market, and often covers pre-design and basic design services. TEFS is thus an entrepreneur-location-lending institution specific exercise. It is one of the most important criteria that influence investment decision. Needless to say, it calls for highly competent consultants / consultancy firms with proven track-record and an uncanny sense of judgment, to conduct the TEFS.
According to Cooper, R.G (1988)3: Pre-development activities are designed to create a well-researched product, adequately prepared for development and market success. This finding is consistent with Crawford’s [5] protocol approach to new product development. Crawford believes that the likelihood of developing successful products is enhanced if a protocol is established early in the process that explicitly defines exactly what R&D is to achieve.

Pre-feasibility is the first stage at which significant resources are spent to gather information regarding feasibility of a project. At this stage the company is creating an investment opportunity and needs enough information to assess technical, market and economic feasibility of the opportunity. At this stage the company studies target costs and sales prices, profit projections, and estimate of project duration and expense. Then, the company decides whether to invest in the project. Expenditures at this stage, which includes market and technical assessment, should be limited to a specified ceiling, which should be project specific.
According to NIIR project consultancy services (2000)4: The scope of the report includes assessing market potential, negotiating with collaborators, investment decision making, corporate diversification planning etc. in a very planned manner by formulating detailed manufacturing techniques and forecasting financial aspects by estimating the cost of raw material, formulating the cash flow statement, projecting the balance sheet etc.

According to June Campbell (2001)5: A feasibility study is research that gives preliminary information regarding business ideas and its potential to succeed in the marketplace. It can mean the difference between success and failure. There are plenty of business ideas. Some of them will work. Some will not. We know that every year, scores of new businesses flounder and fail, despite the owner's hard work and enthusiasm. One major reason for failure is the entrepreneur's willingness to commit to a favored idea without researching the feasibility of the concept. 

Smart entrepreneurs know the importance of doing initial research before investing time and money in starting a new business, or in developing a full-scale business plan.


This gathering of information is the feasibility study. It can be a complex, formal document used for attracting investors, or a simple page of notes to oneself. Regardless of which format, the feasibility study should address the following categories in detail:

· The Product or Service

· The Owners and Management

· The Market

· The Competition

· Budget

According to Nick French, Laura Gabriell (2000)6: “Uncertainty and feasibility studies” are explained as:
By Purpose – Uncertainty affects all aspects of the property market, but one area where the impact of uncertainty is particularly significant is within feasibility analyses. Any development is impacted by differences between market conditions at the conception of the project and the market realities at the time of completion.         

Design/methodology/approach – The feasibility study needs to address the possible outcomes based on an understanding of the current market. This requires the appraiser to forecast the most likely outcome relating to the sale price of the completed development, the construction costs and the timing of both. It also requires the appraiser to understand the impact of finance on the project.  

Findings – This allows the appraiser to address the issues of uncertainty involved and thus provide the decision maker with a better understanding of the risk of development. This technique is then refined using a “two-dimensional technique” to distinguish between “uncertainty” and “variability” and thus create a more robust model. 

Originality/value – The feasibility study needs to address the possible outcomes based on an understanding of the current market. This requires the appraiser to forecast the most likely outcome relating to the sale price of the completed development, the construction costs and the timing of both. It also requires the appraiser to understand the impact of finance on the project. 
Feasibility Studies for Location-Based Leisure Facilities


The feasibility study is one of the most misunderstood aspects of developing a location-based leisure facility. Yet, it is perhaps the most important step, as mistakes at this early stage can permanently handicap the project's performance. A good feasibility study is more that just a set of financial projections. Done properly, it becomes the market-driven strategic plan that is the road map for all subsequent decisions.

According to Randy White (1994)7: A high-quality feasibility study is crucial to the long-term success of a family entertainment center (FEC) or location-based entertainment (LBE). It makes sense that the best way to maximize the return on your investment is by giving people what they really want. But unfortunately, feasibility studies are often ignored, misunderstood or improperly performed. A good feasibility study becomes the marketing plan - the market-driven strategic plan and concept product design that is the road map for the center's development and operations.

While feasibility studies do deal with demographics, that's only one small part. A good feasibility study not only defines a project's market area and analyzes both demographic and socio-economic/lifestyles characteristics of both residents and visitors, it also analyzes the competition, the local culture, site constraints and opportunities. From these, it crafts a detailed development program (the product specifications), the concept plan and the economic plan that will optimize the success of that specific project in that market and at that location.
According to Patrick Andrews (2001)8: Several aspects of a feasibility project differ from regular project work. A typical project involves maximizing resource usage and effort, but a feasibility study is about limiting an organization’s exposure to future risk.

Another way that a feasibility study differs from normal development work is that a study of this type can grind to a premature halt if evidence of infeasibility emerges at an early stage, perhaps because of a massive increase in the cost of components, sudden competitive developments, or a reliance on a demonstrably false technical claim, such as faster-than-light communications.


A good feasibility study will contain clear supporting evidence for its recommendations. It’s best to supply a mix of numerical data with qualitative, experience-based documentation (where appropriate)


Ending the project should always be an option. Projects that are deemed unfeasible usually lack management support, carry too great a risk for the potential returns, or can’t be pinned down to a meaningful set of requirements. A project may simply be unfeasible because the resources are insufficient for management to be reasonably sure of success.
According to Delia Dowson (1989)9: A feasibility study involves undertaking a detailed assessment of a current business problem or opportunity, identifying the various solution options available and determining the likelihood of each alternative solution meeting a customer’s requirements. The outcome of the exercise is the creation of a feasibility study document which provides:

• A full description of the business problem;

• A list of the requirements for a solution to fix the problem;

• A list of all available options for delivering a solution;

• An assessment of the feasibility of each option;

• A list of the risks and issues associated with each option;

• The preferred solution option for implementation
According to Gorton (1997)10: Feasibility studies serve as important tools when an organization is interested in looking at the possibility that a proposed change in a process, location, business size, product outcome, or staffing arrangement will have on the existing outcome. Feasibility studies provide analytical data to support business decisions.

Economic impact studies are similar to feasibility studies in that they offer analytical data that supports business decisions, however, economic impact studies are often used to support policy changes at the community, regional and state level. Additionally, while feasibility studies are used to determine the efficiency and success rate of adopting some plan, an economic impact study offers insight into the dollars and cents that are either added or subtracted from the region because of the addition or loss of some firm or product.


A needs assessment is different from both a feasibility study and an economic impact study in that a needs assessment is used purely to identify gaps in knowledge, skills, or processes while a feasibility study would provide insight on how to address these gaps and an economic impact study would detail how much the product or firm generates in the local area.
According to Joe Taylor Jr. (2004)11: Feasibility can take on different forms, depending on their contexts. In large enterprises, schools, and government agencies, a feasibility study could take months or even years of work in conjunction with outside consultants. On the other hand, a small business with the right connections and resources can perform an ad hoc feasibility study over the course of a few days. Regardless of the timeframe involved, the project manager in charge of the feasibility study must remain impartial as he or she handles four critical tasks:

Examine the Market

The first step to an effective feasibility study method involves a critical analysis of the competitive landscape for a product or service. Many first-time entrepreneurs make the mistake of assuming that their product has no competition. In reality, any other way in which a customer allocates money, time, or attention can be viewed as competition. The feasibility study should paint a realistic picture of the likelihood that enough customers will be satisfied to result in a sustainable offering.

Review Technical Requirements

Understanding the needs of the marketplace does not always guarantee the ability to meet customers’ expectations. Including this analysis in the feasibility study method puts the overall requirements for a successful project into the proper context. In many cases, a study can help determine whether the project sponsor will require more resources internally or whether an outside vendor or partnership can handle the tasks more effectively.

Explore the Business Model

Having assessed the current market need and a team’s ability to execute, a feasibility study can look at the long term viability of the overall business model. This feasibility study method relies heavily on tools like scenario planning to ensure long term success. Project managers can discover whether the business model actually offers enough profit potential to make the initiative worthwhile. Likewise, study administrators can examine whether the new product or service under consideration requires such a significant change as to make it untenable within a business.

Look for an Escape Route

“Forever” is a dirty word among many venture capital firms. Investors like to know that they’ll make a profit, and they want to have a strong idea about when they can cash the check. Common feasibility study methods include an analysis of potential exit strategies, especially for investors and other stakeholders that may want to move on. Study leaders can investigate how a project will evolve over multiple iterations, and whether it relies too heavily on key personnel
According to Joe Taylor Jr. (2005)12: The importances of a feasibility study are:
1. Launching a New Business

Many entrepreneurs look at the launch of a new business as a short-term project that can get them to a sustainable profit level. Business veterans often review two feasibility studies: one to determine the long term viability of the business, and other to understand the resources necessary for a successful launch. During the original “dot com bubble” in the late 1990s, many companies overlooked the importance of feasibility studies, leaping into venture-backed businesses with abandon. Anyone who remembers Pets.com, Kozmo.com, Webvan.com, or hundreds of other high profile failures understands what can happen when companies can’t sustain themselves.

2. Creating a New Product or Service

General Electric has become famous for experimenting with new products and services, some of which might not seem like a perfect fit for a company with roots in engineering. However, a company that understands the importance of feasibility studies can make strategic decisions that reap major dividends. Building a routine process for feasibility studies within an organization helps develop a culture of experimentation without putting the entire company at risk.

3. Changing an Existing Internal Process

Many project managers face the challenges of implementing new internal systems, like customer relationship management software or communications tools. Subjecting new ideas to a feasibility study before contracts are signed can keep a company from investing too heavily in systems or processes that will fail to gain traction or meet customer needs.

4. Deciding on a Partnership or Vendor

Shareholders and employees require assurance that a merger that looks good on paper will actually fly in the real world. Likewise, white papers and glowing customer testimonials from a prospective vendor won’t matter if their product or service doesn’t address critical issues. Feasibility studies become important tools to separate the reality of a deal from the short term gains enjoyed by participants.
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CHAPTER III

 RESEARCH METHODOLOGY

Research methodology is a way to systematically solve the research problem. It is the science of studying how research is done. It defines the activity of research, how to proceed, how to measure progress, and what constitutes success. The research explained the methods and steps adopted for achieving the purpose of study and to arrive a meaningful conclusion. The Methodology is defined as “a body of methods, rules and postulates employed by a discipline”, “a particular procedure or set of procedures or “the analysis of the principles or procedures of inquiry in a particular field”. The common idea here is the collection, the comparative study and the unique of the individual methods that are used in a given discipline or field of inquiry. In addition to this it also outlines briefly the tools that were selected for data collection, the sampling techniques used and statistical tools. 

RESEARCH DESIGN:

The research design used is descriptive in nature. The major purpose of the descriptive research is to describe the state of affairs as it exists at the present. Descriptive research is also called Statistical Research. Its main goal is to describe the data and characteristics about what is being studied. The idea behind this type of research is to study frequencies, averages, and other statistical calculations. Although this research is highly accurate, it does not gather the causes behind a situation.


Descriptive research is mainly done when a researcher wants to gain a better understanding of a topic because it focuses on individual subjects and go into great depth and detail in describing them. 

DATA COLLECTION:

 Secondary Data:

Secondary data are those data that are already available. The secondary data are collected from websites, magazines and books.

Tools used for analysis:

The tools used for analyzing the data are break-even analysis, internal rate of return, ratios, sensitivity analysis, PEST analysis, SWOT analysis and Porter’s five force model.

Period of study:

The study was undertaken for the period of 8 weeks (December 2009 and January 2010) by the researcher.
CHAPTER IV

ANALYSIS AND INTERPRETATION
Analysis is the means of computation of certain indices or measures along with searching for the patterns of relationship that exist among the data group. The analysis of data in a general way involves a number of closely related operations, which are performed with the purpose of summarizing the collected data and organizing these in such a manner that they answer the research question. Analysis is an attempt to organize and summarize data. This is to increase the usefulness of the results in such a manner that it enables the researcher to relate critical points with the study of objectives. 

Interpretation refers to the task of drawing inference from the collected facts after an analytical study. Interpretation is the device through which the factors that seem to explain what has been observed in the course of the study it can be better understood. It also provides a theoretical conception, which can serve as a guide for further researches. The researcher can crisply explain interpretation through findings and can make others to understand the real significance of research findings. 
1. SWOT analysis

2. Market Viability

3. Technical Viability

4. Financial Feasibility

4.1 SWOT ANALYSIS OF TEXTILE INDUSTRY
Strengths:

· Indian Textile Industry is an Self-Reliant industry.

· Abundant Raw Material availability that helps industry to control costs and reduces the lead-time across the operation.

· Availability of Low Cost and Skilled Manpower provides competitive advantage to industry.

· Availability of large varieties of cotton fiber .

· India has great advantage in Spinning Sector and has a presence in all process of operation and value chain.
· India is one of the largest exporters of Yarn in international market and contributes around 25% share of the global trade in Cotton Yarn.
· The Apparel Industry is one of largest foreign revenue contributor and holds 12% of the country’s total export.
· Industry has large and diversified segments that provide wide variety of products.
· Growing Economy and Potential Domestic and International Market.

· Industry has Manufacturing Flexibility that helps to increase the productivity.
Weaknesses:
· Indian Textile Industry is highly Fragmented Industry.

· Industry is highly dependent on Cotton.

· Lack of Technological Development that affect the productivity and other activities in whole value chain.

· Infrastructural Bottlenecks and Efficiency such as, Transaction Time at Ports and transportation Time.

· Unfavorable labor Laws.

· Lacking to generate Economies of Scale.

Opportunities:
· Growth rate of Domestic Textile Industry is 6-8% per annum.

· Large, Potential Domestic and International Market.

· Product development and Diversification to cater global needs.

· Elimination of Quota Restriction leads to greater Market Development.

· Increased Disposable Income and Purchasing Power of Indian Customer opens New Market Development.

· Emerging Retail Industry and Malls provide huge opportunities for the Apparel, Handicraft and other segments of the industry.

· Greater Investment and FDI opportunities are available.

Threats:
· Competition from other developing countries, especially China.

· Continuous Quality Improvement is need of the hour as there are different demand patterns all over the world.

· Elimination of Quota system will lead to fluctuations in Export Demand.

· Threat for Traditional Market for Power loom and Handloom Products and forcing them for product diversification.

· Geographical Disadvantages.

· International labor Laws.

· To balance the demand and supply.

· To make balance between price and quality.

4.2 MARKET VIABILITY

· India is the second largest producer of cotton with the production capacity of 30 million bales per annum.

· India is the third largest supplier of cotton to the global market.

· There are totally 1661 textile mills in India, out of which Tamil nadu constitutes more than 50% of textile mills due to its climatic conditions and availability of skilled and cheap labors.

· Despite the global financial crisis in 2008-09, Cotton consumption has increased by 45% from 1997 to 2009 not only because of robust economic growth but also due to favorable prices of fiber across the world.

· The cotton consumption in India is almost the same since the last three to four years. The production of cotton in India is expected to increase by 7.7% and in the current year as compared to the previous year. 

· The opening stock of cotton for the year 2009 was more than double as compared to the previous year. Despite excess supply of cotton, the carry forward stock is expected to be less in 2010, due to huge consumption by millers and also a robust demand from China. 

· Gujarat, Maharashtra, Andhra Pradesh, Madhya Pradesh and Punjab are the major producers of cotton in India and contribute almost 87% of the total production.
· Mill’s cotton consumption has increased from 190 lakh bales in 2008 to 207 lakh bales in India.

· The Cotton Corporation of India (CCI) procures more than 50% of cotton produced at minimum support price fixed by the government of India to help cotton farmers by ensuring them remunerative price for their produce and thereby protecting their interest. On the other hand CCI stocks cotton for the supply during the unseasoned period.

· Some specialized cotton regional exchanges are:

· Mumbai-based Cotton Association of India (CAI)

· Kolkata-based East India Jute & Hessian Exchange (EIJHEX)

· South India Cotton Association (SICA)

· National Multi-Commodity Exchange of India Ltd.(NMCE)

· Surendranagar Cotton Exchange

· The main consumers of cotton yarn are the garment manufactures and home textile manufactures. Tirupur, karur, erode are clusters of garment and home textile manufactures in Tamil nadu. But these manufactures mostly export the textile products, so decline in exports will affect the yarn manufactures.

· Tirupur accounts for more than 90% of India’s cotton knitted exports. Hence Tirupur forms a good domestic market for cotton yarn.

· Tirupur exports could see the recovery in the American apparel market, as orders have started flowing in due to which the capacity utilization has increased to 80% from 50-60% earlier.

· The value for cotton yarn is higher in the domestic market due to increase in demand as Indian textile is going for forward integration, like weaving, knitting and garmenting.

· Yarn prices are determined by the market force (supply and demand).

· Growth rate of textile sector in India is estimated to be around 8% per annum

· Cotton yarn accounted for 76% of all yarn exported from India.

· Cotton yarn exports declined 4.5% by volume and 15% in value in august 2009.this is much lower than the declines seen in the past 7 months, which averaged over 40%.

· The fastest growing destinations for cotton yarn are China, Colombia, Vietnam and Guatemala. 

· World trade in cotton yarn is about USD 10 Bn, of which, export from India is about USD 2 Bn.

· Australia is a net importer of textile and clothing products.

· Top 50 products of textile and clothing imported into Australia account for USD 3,259Mn, whereas, India supplies only USD 62Mn worth of goods in the top 50 product range.

· Cotton textiles imported into USA accounts for USD 7155.92 Mn, whereas, India supplies cotton textiles goods worth only USD 62Mn.

· Cotton textiles imported into EU (27) accounts for USD 6020.92 Mn, whereas, India supplies cotton textiles goods worth only USD 844.74Mn.

The above trend clearly indicates that, India is not fully exploring the possibility of supplying what the market needs.

· Cotton yarn has been declared as ‘declared goods’. Tax on declared goods within the state cannot exceed 4%.

[Section 14 of CST Act gives a list of declared goods and section 15 specifies restrictions on power of states to tax such goods]

· Cotton yarn enjoys exemption from excise duty.

· Duty drawback for cotton yarn is 8.75%

· Inadequate supply of power interrupts the production.

· Cotton yarn has the threat of substitute for man-made fiber yarns like polyester and viscose.

· By setting up of 25000 spindle textile mill in the backward area of dindigul a direct employment opportunity has been created for about 300 people and indirect employment is available for equal number of people.

4.3 TECHNICAL VIABILITY

· The technology used is spinning and the machineries are purchased from Lakshmi Machine Works Limited, which is a leading Textile Machinery Manufacturer in India and one among the three in the world to produce the entire range of Spinning Machinery.  

· The machineries of Lakshmi Machine Works Limited have withstood various tests in various countries. It is assumed that these machineries will be best suited to Indian conditions.

· The machineries are flexible to change the product mix but yarns below 30s count cannot be manufactured.
· The technical specification given by the Lakshmi Machine Works Limited is on par with the technical specifications prescribed by the government of India under Technology Upgradation Fund (TUF).

· Indian Ministry of Textiles has released Rs.9000 Crores to the textile industry under the Textile Up gradation Fund Scheme (TUFS).  The main feature of the TUFS Scheme is the five percent reimbursement on the interest actually charged by the identified financial institutions on the sanctioned projects.

· Government of India encourages farmers to cultivate organic cotton, which will attract more markets for cotton textiles.  

· The place dindugul in Tamil nadu is chosen due to its favorable climatic conditions, skilled labors and government policy for setting up mill in the backward area.
4.4 FINANCIAL FEASIBILITY
PROJECT COSTING


Project costing is done to estimate the total cash outflow at the initial stage to commence the project. In other words “A project Report spells out the reasons of allocating resources of the firm to the production of specific goods and services.”


The major components in estimating the project cost for a spinning mill are:

1.  Land and building

2.  Plant and machinery

3.  Miscellaneous fixed assets

LAND AND BUILDING:


The cost of owning the premises will certainly be higher than rented premises. Since setting up a spinning mill requires a large area, people generally go for purchasing the land rather than taking it for rent. In a spinning mill with 25000 spindles capacity, to carry out the work in a comfortable manner, a minimum area of about 5 acres is required. The cost of land varies from area to area. The land cost in centralized area will be higher than that of remote areas. To be economical and considering the industry environment, a land in dindugal has been chosen for the study. 

PLANT AND MACHINERY


This the major cost item in most of the projects. This covers landed cost of imported machinery, indigenous machinery and their spare parts. 


The landed cost of imported machinery includes FOB value, shipping, freight and insurance cost, import duty, clearing, loading, unloading, transportation charges to factory site and installation expenses.


The machineries chosen for the project are purchased from Lakshmi Machine Works Limited, which is a leading Textile Machinery Manufacturer in India and one among the three in the world to produce the entire range of Spinning Machinery. So this does not include the import expenses.  


The landed cost of indigenous machinery includes FOR cost, sales tax, octroi and other taxes, if any and railway freight transport charges to factory site and installation expenses.

MISCELLANEOUS FIXED ASSETS


Miscellaneous fixed assets include:

1. Furniture

2. Office machinery and equipment

3. Miscellaneous tools and equipments

4. Vehicles and others.


It may be noted that for units located in ill-developed areas, expenses on fixed assets for providing infrastructural facilities like water supply, power connection and transportation may be high.


Since there are already many spinning mills established in dindugal, these facilities can be obtained with less difficulties and cost.

The cost assumed for the project cost are based on the cost prevailed in 2009. 
TABLE 4.1  

	S.NO
	PARTICULARS
	AMOUNT

(RS IN LAKHS)
	AMOUNT

(RS IN LAKHS)

	1
	Land   (5 acres) 
	
	15.00

	2
	Factory building 80000 sft at rs. 500 per sft
	400
	

	3
	Residential quarters-5000 sft at rs.1000 per sft
	50
	450.00

	4
	Machineries:          Blow room
	482.99
	

	
	                               Draw frame  3 nos
	64.55
	

	
	                               Finishing draw frame  5 nos
	49.16
	

	
	                               Lap former 3 numbers
	95.46
	

	
	                               Carding        -12 numbers
	248.68
	

	
	                               Speed rame  -  4 numbers
	139.24
	

	
	                               Comber         - 10 numbers
	340.52
	

	
	                               Spinning  21 nos
	886.79
	

	
	                               Auto cone winder  6 number
	690.00
	

	
	                               Power house& generators
	150.00
	

	
	                               Miscellanious & lab machnines
	50.00
	3197.39

	5
	Office equipments
	5.00
	5.00

	6
	Vehicles
	7.61
	7.61

	 
	TOTAL COST
	 
	3675.00


 PROJECT COSTING

INTERPRETATION:                                                                        


Hence, for setting up cotton spinning mill at dindugal, the cost is estimated at Rs.367500000.00/- 
MEANS OF FINANCE

(PROJECT COST)

It is proposed to raise term loan repayable in 7 years after a moratorium period of 1 year with 12% interest
1. INSTITUTIONAL FINACE (75%)                -       RS.2756.25 LAKHS

2. PROMOTERES CONTRIBUTION BY         -      RS. 198.75 LAKHS


 WAY OF SHARE CAPITAL
 
TOTAL                                                               -      RS. 3675.00 LAKHS
TABLE 4.2 
MACHINERY COST










  (RS IN LAKHS)

	PARTICULARS
	NO.S
	PRICE/MACHINE


	TOTAL
	DUTY & TAX 13%
	TRANSPORT

2%
	TOTAL

	Blow room
	1
	420.00
	420.00
	54.60
	8.39
	482.99

	Draw frame
	3
	18.71
	56.13
	7.30
	1.12
	64.55

	Finishing draw frame
	5
	8.55
	42.75
	5.56
	0.86
	49.16

	Lap former
	3
	27.67
	83.01
	10.79
	1.66
	95.46

	Carding
	12
	18.02
	216.24
	28.11
	4.32
	248.68

	Speed frame
	4
	30.27
	121.08
	15.74
	2.42
	139.24

	Comber
	10
	29.61
	296.10
	38.49
	5.92
	340.52

	Spinning
	21
	36.72
	771.12
	100.25
	15.42
	886.79

	Auto coner
	6
	100.00
	600.00
	78.00
	12.0
	690.00

	TOTAL
	
	
	
	
	
	2997.39


WORKING CAPITAL REQUIREMENT

TABLE 4.3









(RS IN LAKHS)
	S.NO
	PARTICULARS
	
	AMOUNT

	1
	One month raw material cost 
	
	222.34

	2
	One month wages
	
	
	7.44

	3
	One month stores 
	
	
	7.46

	4
	One month power
	
	
	43.74

	5
	One month factory overhead
	
	4.45

	6
	One month interest
	
	
	35.90

	7
	One month selling  expenses
	
	
	10.97

	8
	Two month sales outstanding
	
	775.82

	
	Total
	
	
	
	1144.41

	9
	Less .one half month purchase outstanding
	111.17

	
	
	
	
	
	

	
	 Working capital requirement
	
	996.94


MEANS OF FINANCE

(WORKING CAPITAL)
1. INSTITUTIONAL FINACE (75%)                -       RS.750.00 LAKHS

2. PROMOTERES CONTRIBUTION BY         -      RS. 250.00 LAKHS


 WAY OF SHARE CAPITAL
 
TOTAL                                                               -      RS. 1000.00 LAKHS
ASSUMPTIONS


The information collected is from the book SITRA NORMS FOR SPINNING MILLS. SITRA productivity surveys have been very popular among mills. As many as 200 to 280 mills participated in each of the surveys conducted in the last 2 decades. Also, mills from all over the country and a few from abroad took part in these studies.


SITRA has pioneered in the development of methodology of productivity measurement in spinning. In 1959, the concept of standard mill was introduced, the standard mill representing the productivity levels in the top 10% of the mills at a given time. Along with this was also developed the procedure for converting the various productivity parameters to 40s count. Conversion to a common count enables valid comparisons to be made of productivity of mills producing different counts.
1. Estimated production of cotton yarn (kg) from 25000 spindles with the capacity utilization of 80% in the first year is 2982000.

2. From the second year the capacity utilization is assumed to be 95%.

3. Average production per spindle per shift is assumed to be 140 gm.

4. Number of working days per year is assumed to be 355 days.

5. Yarn realization is assumed as 76%.

6. Cotton cost per kg is assumed as Rs.68 and cotton yarn selling rate is assumed as Rs.150. the price of cotton and cotton yarn are taken from the cotton market report and yarn market report respectively

7. It is assumed that the total yarn produced is sold.

8.  It is assumed that all the waste cotton is sold at Rs.20 per kg.

9. It is assumed that 4 units of power is consumed for the production of per kg of yarn and cost of per unit of power is assumed as Rs.4.40.

10.  Yarn selling rate, waste selling rate, cotton purchase rate and power cost has been assumed as constant. 

11. Cost increase in wages is assumed at 5% each year.

	
	Production (quantity)

 (average count 40sH)
	1st yr
	            2nd yr
	3rd yr
	4th yr
	5th yr
	6th yr
	7th yr
	8th yr

	1
	Average spindles
	25000
	25000
	25000
	25000
	25000
	25000
	25000
	25000

	2
	Average prodn / spindle/shift-gm
	140
	140
	140
	140
	140
	140
	140
	140

	3
	capacity utilisation %
	80%
	95%
	95%
	95%
	95%
	95%
	95%
	95%

	4
	No of working days
	355
	355
	355
	355
	355
	355
	355
	355

	5
	Total production of yarn- kg
	2982000
	3541125
	3541125
	3541125
	3541125
	3541125
	3541125
	3541125

	
	RAW MATERIAL
	
	
	
	
	
	
	
	

	6
	Yarn realization % (hosiery yarn)
	76
	76
	76
	76
	76
	76
	76
	76

	7
	Consumption of cotton- kg
	3923684
	4659375
	4659375
	4659375
	4659375
	4659375
	4659375
	4659375

	8
	cotton cost /kg average(msp-Rs.23500) – Rs
	68
	68
	68
	68
	68
	68
	68
	68

	9
	Cost of cotton consumed
	266810526
	316837500
	316837500
	316837500
	316837500
	316837500
	316837500
	316837500

	
	Cost of cotton consumed (RS IN LAKH)
	2668.11
	3168.38
	3168.38
	3168.38
	3168.38
	3168.38
	3168.38
	3168.38

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	YARN SALES
	
	
	
	
	
	
	
	

	10
	Yarn sales  - kg
	2982000
	3541125
	3541125
	3541125
	3541125
	3541125
	3541125
	3541125

	11
	Yarn  selling rate /kg average – Rs
	150
	150
	150
	150
	150
	150
	150
	150

	12
	Yarn sales  -Rs
	447300000
	531168750
	531168750
	531168750
	531168750
	531168750
	531168750
	531168750

	
	Yarn sales  (RS IN LAKH)
	4473.00
	5311.69
	5311.69
	5311.69
	5311.69
	5311.69
	5311.69
	5311.69

	
	WASTE COTTON
	
	
	
	
	
	
	
	

	13
	Waste produced – kg
	909684
	1086250
	1068250
	1068250
	1068250
	1068250
	1068250
	1068250

	14
	Invisible loss – kg
	32000
	32000
	50000
	50000
	50000
	50000
	50000
	50000

	15
	Waste sales – kg
	909684
	1086250
	1068250
	1068250
	1068250
	1068250
	1068250
	1068250

	16
	Waste selling rate-average – Rs
	20
	20
	20
	20
	20
	20
	20
	20

	17
	Waste sales-Rs
	18193684
	21725000
	21365000
	21365000
	21365000
	21365000
	21365000
	21365000

	
	Waste sales (RS IN LAKH)
	181.94
	217.25
	213.65
	213.65
	213.65
	213.65
	213.65
	213.65

	
	POWER
	
	
	
	
	
	
	
	

	18
	Power consumed per kg of yarn (unit)
	4
	4
	4
	4
	4
	4
	4
	4

	19
	Total Power required (units)
	11928000
	14164500
	14164500
	14164500
	14164500
	14164500
	14164500
	14164500

	20
	cost of power/ unit average - Rs
	4.40
	4.40
	4.40
	4.40
	4.40
	4.40
	4.40
	4.40

	21
	Power cost –Rs
	52483200
	62323800
	62323800
	62323800
	62323800
	62323800
	62323800
	62323800

	
	Power cost (RS IN LAKH)
	524.83
	623.24
	623.24
	623.24
	623.24
	623.24
	623.24
	623.24

	
	WAGES
	
	
	
	
	
	
	
	

	24
	No. of skilled labor
	200
	200
	200
	200
	200
	200
	200
	200

	25
	wage /day (including benefits) – Rs
	100
	105
	110.25
	115.76
	121.55
	127.63
	134.01
	140.71

	26
	Total wages p.a. – Rs
	7300000
	7665000
	8048250
	8450663
	8873196
	9316855
	9782698
	10271833

	27
	No of Supervisory staff & clerical
	20.00
	20.00
	20.00
	20.00
	20.00
	20.00
	20.00
	20.00

	28
	Salary/day( including benefits) average – Rs
	211.67
	222.25
	233.36
	245.03
	257.28
	270.15
	283.65
	297.84

	29
	Total salary p.a. –Rs
	1545166.7
	1622425
	1703546
	1788724
	1878160
	1972068
	2070671
	2174205

	30
	Total of wages and salary – Rs
	8845166.7
	9287425
	9751796.25
	10239386.1
	10751355
	11288923
	11853369
	12446038

	
	Total of wages and salary (RS IN LAKH) 
	88.45
	92.87
	97.52
	102.39
	107.51
	112.89
	118.53
	124.46

	31
	SALARY TO ADMN.STAFF
	
	
	
	
	
	
	
	

	
	No. of persons
	13
	13
	13
	13
	13
	13
	13
	13

	
	Average salary per day
	139.74
	146.73
	154.07
	161.77
	169.86
	178.35
	187.27
	196.63

	
	Total salary p.a.
	644916.67
	677162.5
	711020.625
	746571.66
	783900.24
	823095.25
	864250.01
	907462.51

	
	Total salary to admn.staff (RS IN LAKH)
	6.45
	6.77
	7.11
	7.47
	7.84
	8.23
	8.64
	9.07

	
	BREAKUP FOR WAGES
	
	
	
	(RS)

	
	DESIGNATION
	NO OF MEN
	SALARY PER MONTH
	SALARY PER DAY
	AVERAGE PER PERSON

	
	MANAGER
	1
	25000
	833.33
	

	
	SP.MASTER
	1
	15000
	500.00
	

	
	SUPERVISORS
	7
	35000
	1166.67
	

	
	ASST.SP.MASTER
	1
	10000
	333.33
	

	
	ASSISTANTS-SPINNING
	1
	5000
	166.67
	

	
	ELECTRICAL SUPERVISOR
	1
	5000
	166.67
	

	
	ASSISTANTS
	5
	20000
	666.67
	

	
	LABOUR WELFARE
	3
	12000
	400.00
	

	
	TOTAL
	20.00
	127000.00
	4233.33
	211.67

	
	ADMINISTRATIVE PERSONNEL
	
	
	
	

	
	DESIGNATION
	NO OF MEN
	SALARY PER MONTH
	SALARY PER DAY
	AVERAGE PER PERSON

	
	MANGER
	1
	15000
	500
	

	
	ASISTANTS
	4
	16000
	533.33
	

	
	SECURITY
	4
	12000
	400.00
	

	
	DRIVERS,DISPENSARY,SANITATION
	3
	9000
	300.00
	

	
	OFFICE BOY
	1
	2500
	83.33
	

	
	TOTAL
	13
	54500
	1816.67
	139.74

	
	SELLING AND ADMINISTRATIVE EXPENSES
	
	
	

	
	SALARY TO ADMN PERSONNEL
	6.45
	6.77
	7.11
	7.47

	
	AUDITORS
	0.50
	0.50
	0.50
	0.50

	
	BANK CHARGES
	2.00
	2.00
	2.00
	2.00

	
	DIRECTORS REMUNERATION
	20.00
	20.00
	20.00
	20.00

	
	POSTAGE/COURIER
	2.00
	2.00
	2.00
	2.00

	
	INSURANCE
	30.00
	30.00
	30.00
	30.00

	
	LICENSE
	1.00
	1.00
	1.00
	1.00

	
	TELEPHONE
	5.00
	5.00
	5.00
	5.00

	
	STATIONERY
	5.00
	5.00
	5.00
	5.00

	
	TRAVELLING
	5.00
	5.00
	5.00
	5.00

	
	COMMISSION (1% on slaes)
	44.73
	53.12
	53.12
	53.12

	
	VEHICLE MAINTENANCE
	10.00
	10.00
	10.00
	10.00

	
	TOTAL
	131.68
	140.39
	140.73
	141.08


4.5 TABLE

PROFITABILITY STATEMENT
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	                      
	(RS. IN LAKH)

	
	
	
	
	
	
	
	
	
	

	
	
	   

	
	YEAR
	1ST YR
	2ND YR
	3RD YR
	4TH YR
	5TH YR
	6TH YR
	7TH YR
	8TH YR

	
	INCOME
	
	
	
	
	
	
	
	

	1
	Yarn sales- domestic/ (40S)
	4473.00
	5311.69
	5311.69
	5311.69
	5311.69
	5311.69
	5311.69
	5311.69

	2
	Waste sales
	181.94
	217.25
	213.65
	213.65
	213.65
	213.65
	213.65
	213.65

	
	TOTAL
	4654.94
	5528.94
	5525.34
	5525.34
	5525.34
	5525.34
	5525.34
	5525.34

	
	
	
	
	
	
	
	
	
	

	
	EXPENSES
	
	
	
	
	
	
	
	

	3
	Raw material consumed
	2668.11
	3168.38
	3168.38
	3168.38
	3168.38
	3168.38
	3168.38
	3168.38

	4
	Stores and consumables(2% on sales)
	89.46
	106.23
	106.23
	106.23
	106.23
	106.23
	106.23
	106.23

	5
	Power and fuel
	524.83
	623.24
	623.24
	623.24
	623.24
	623.24
	623.24
	623.24

	6
	Direct Labour(Including welfare exp)
	88.45
	92.87
	97.52
	102.39
	107.51
	112.89
	118.53
	124.46

	7
	Other Manfr.exp (factory overhead 2% on cotton)
	53.36
	63.37
	63.37
	63.37
	63.37
	63.37
	63.37
	63.37

	8
	Depreciation
	366.00
	329.40
	296.46
	266.81
	240.13
	216.12
	194.51
	175.06

	9
	SUB TOTAL
	3790.21
	4383.49
	4355.19
	4330.42
	4308.86
	4290.22
	4274.26
	4260.73

	10
	ADD: opening W.I.P
	100.00
	100.00
	100.00
	100.00
	100.00
	100.00
	100.00
	100.00

	11
	DEDUCT  Closing W I P
	100.00
	100.00
	100.00
	100.00
	100.00
	100.00
	100.00
	100.00

	12
	SUB TOTAL(COST OF PRODUCTION)
	3790.21
	4383.49
	4355.19
	4330.42
	4308.86
	4290.22
	4274.26
	4260.73

	13
	ADD:Opening stock of F G.
	0.00
	200.00
	250.00
	250.00
	250.00
	250.00
	250.00
	250.00

	14
	DEDUCT  Closing stock of F G
	200.00
	250.00
	250.00
	250.00
	250.00
	250.00
	250.00
	250.00

	15
	SUB TOTAL (COST OF SALES)
	3590.21
	4333.49
	4355.19
	4330.42
	4308.86
	4290.22
	4274.26
	4260.73

	
	GROSS PROFIT
	1064.73
	1195.45
	1170.14
	1194.92
	1216.48
	1235.11
	1251.08
	1264.61

	16
	SELLING  AND ADMN. EXP
	131.68
	140.39
	140.73
	141.08
	141.46
	141.85
	142.26
	142.69

	17
	OPERATING PROFIT( before interest)
	933.05
	1055.06
	1029.42
	1053.83
	1075.02
	1093.27
	1108.82
	1121.91

	18
	Interest on term loan
	330.75
	313.03
	265.78
	218.53
	171.28
	124.03
	76.78
	29.53

	19
	Interest on working capital &  others
	100.00
	90.00
	85.00
	80.00
	75.00
	70.00
	65.00
	60.00

	20
	OPERATING PROFIT(after interest)
	502.30
	652.03
	678.64
	755.30
	828.74
	899.24
	967.04
	1032.38

	21
	ADD Non op. income (net)
	20.00
	30.00
	30.00
	30.00
	35.00
	40.00
	45.00
	50.00

	22
	PROFIT/LOSS  (Before tax)
	522.30
	682.03
	708.64
	785.30
	863.74
	939.24
	1012.04
	1082.38

	23
	NET  PROFIT
	522.30
	682.03
	708.64
	785.30
	863.74
	939.24
	1012.04
	1082.38

	24
	LESS -INCOME TAX
	111.46
	173.94
	192.46
	224.40
	255.23
	283.79
	310.41
	335.36

	25
	NET PROFIT AFTER TAX
	410.84
	508.09
	516.18
	560.90
	608.51
	655.45
	701.64
	747.03

	26
	LESS-DIVIDEND 10%
	116.88
	116.88
	116.88
	116.88
	116.88
	116.88
	116.88
	116.88

	27
	RETAINED PROFIT
	293.96
	391.22
	399.31
	444.02
	491.64
	538.57
	584.76
	630.15

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	
	CASH ACCRUALS
	1ST YR
	2ND YR
	3RD YR
	4TH YR
	5TH YR
	6TH YR
	7TH YR
	8TH YR

	
	 Retained Profit(27above)
	293.96
	391.22
	399.31
	444.02
	491.64
	538.57
	584.76
	630.15

	
	 Add.       Depreciation(8 above)
	366.00
	329.40
	296.46
	266.81
	240.13
	216.12
	194.51
	175.06

	
	 Total
	659.96
	720.62
	695.77
	710.84
	731.77
	754.69
	779.27
	805.21


TABLE 4.6
BALANCE SHEET

(RS.IN LAKH)
	 
	YEAR
	1ST YR
	2ND YR
	3RD YR
	4TH YR
	5TH YR
	6TH YR
	7TH YR
	8TH YR

	 
	SOURCES OF FUNDS
	
	
	
	
	
	
	
	 

	 
	Authorised capital
	1500.00
	1500.00
	1500.00
	1500.00
	1500.00
	1500.00
	1500.00
	1500.00

	1
	Paid up capital
	1168.75
	1168.75
	1168.75
	1168.75
	1168.75
	1168.75
	1168.75
	1168.75

	2
	Reserve & Surplus
	293.96
	685.18
	1084.48
	1528.51
	2020.14
	2558.72
	3143.48
	3773.63

	3
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	NET WORTH                                        A
	1462.71
	1853.93
	2253.23
	2697.26
	3188.89
	3727.47
	4312.23
	4942.38

	4
	Term loan -secured 
	2756.25
	2362.50
	1968.75
	1575.00
	1181.25
	787.50
	393.75
	0.00

	5
	S.T.Bank borrowings –secured
	750.00
	750.00
	750.00
	750.00
	750.00
	750.00
	750.00
	750.00

	6
	Creditors for capital works
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00

	 
	TOTAL LONG TERM LIABILITIES     B
	3506.25
	3112.50
	2718.75
	2325.00
	1931.25
	1537.50
	1143.75
	750.00

	 
	CURRENT LIABILITIES
	 
	 
	 
	 
	 
	 
	
	

	7
	Sr. Creditors-trade
	100.00
	100.00
	100.00
	100.00
	100.00
	100.00
	100.00
	100.00

	8
	Sr.Creditors- others and int due but not paid
	25.00
	25.00
	25.00
	20.00
	20.00
	20.00
	20.00
	20.00

	9
	Provisions
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00

	 
	TOTAL CURRENT LIABILITIES        C
	125.00
	125.00
	125.00
	120.00
	120.00
	120.00
	120.00
	120.00

	 
	TOTAL OF LIABILITIES(A+B+C)
	5093.96
	5091.43
	5096.98
	5142.26
	5240.14
	5384.97
	5575.98
	5812.38

	
	 FIXED ASSETS
	 
	 
	 
	 
	 
	 
	 
	 

	10
	Gross block
	3675.00
	3675.00
	3675.00
	3675.00
	3675.00
	3675.00
	3675.00
	3675.00

	11
	Less: Depreciation  up to date
	366.00
	695.40
	991.86
	1258.68
	1498.81
	1714.93
	1909.44
	2084.49

	12
	Net Block                                                D
	3309.00
	2979.60
	2683.14
	2416.33
	2176.20
	1960.08
	1765.57
	1590.51

	13
	Other Non current assets                        E
	 
	 
	 
	 
	 
	 
	 
	 

	
	CURRENT ASSETS
	 
	 
	 
	 
	 
	 
	 
	 

	14
	S.T.Investments
	0.00
	100.00
	0.00
	0.00
	0.00
	0.00
	100.00
	150.00

	15
	Inventories
	1330.00
	1330.00
	1400.00
	1500.00
	1600.00
	1700.00
	1800.00
	2000.00

	16
	Sr.Debtors
	54.00
	200.00
	300.00
	300.00
	300.00
	300.00
	300.00
	300.00

	17
	Loans and Advances
	15.00
	25.00
	100.00
	150.00
	150.00
	200.00
	200.00
	200.00

	18
	Bank Balance
	10.00
	35.00
	35.00
	35.00
	80.00
	90.00
	90.00
	90.00

	19
	Cash Balance
	5.00
	10.00
	10.00
	12.00
	15.00
	15.00
	15.00
	15.00

	20
	Adv.to suppliers & others
	370.96
	411.82
	568.84
	728.93
	918.95
	1119.89
	1305.41
	1466.87

	 
	TOTAL CURRENT ASSETS                     F
	1784.96
	2111.82
	2413.84
	2725.93
	3063.95
	3424.89
	3810.41
	4221.87

	 
	TOTAL OF ASSETS ( D+E+F)
	5093.96
	5091.43
	5096.98
	5142.26
	5240.14
	5384.97
	5575.98
	5812.38


TABLE 4.7
CASH FLOW STATEMENT

 (RS.IN LAKH)
	
	PARTICULARS
	1ST YR
	2ND YR
	3RD YR
	4TH YR
	5TH YR
	6TH YR
	7TH YR
	8TH YR

	
	 
	 
	 
	 
	 
	 
	 
	 
	 

	1
	SOURCES (INFLOW)
	 
	 
	 
	 
	 
	 
	 
	 

	
	 A]  Net Profit [ after tax]
	410.84
	508.09
	516.18
	560.90
	608.51
	655.45
	701.64
	747.03

	
	 B]  ADD: Depreciation
	366.00
	329.40
	296.46
	266.81
	240.13
	216.12
	194.51
	175.06

	
	 C]  Increase in capital
	1168.75
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00

	
	 D]  Increase in Term liabilities
	2756.25
	0
	0
	0
	0
	0
	0
	 

	
	      [including public deposits]
	 
	 
	 
	 
	 
	 
	 
	 

	
	 E]  Increase in short term borrowing
	750.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00

	
	 F]  Decrease in
	 
	 
	 
	 
	 
	 
	 
	 

	
	      i]  Fixed Assets
	0
	0
	0
	0
	0
	0
	 
	 

	
	      ii] Other non current Assets
	0
	0
	0
	0
	0
	0
	 
	 

	
	 G] Others(unsec.loan,defferred tax,)
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	 
	 

	
	 T OTAL
	5451.84
	837.49
	812.64
	827.71
	848.64
	871.57
	896.14
	922.08

	
	 
	 
	 
	 
	 
	 
	 
	 
	 

	2
	USES  (OUT FLOW)
	1ST YR
	2ND YR
	3RD YR
	4TH YR
	5TH YR
	6TH YR
	7TH YR
	8TH YR

	
	 A]  Net loss
	0
	0
	0
	0
	0
	0
	 
	 

	
	 B]  Decrease in Term liabilities                     

      (EXISTING)
	0.00
	393.75
	393.75
	393.75
	393.75
	393.75
	393.75
	393.75

	
	      [ including public deposits] (NEW)
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	 
	 

	
	       Interest accrued
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	 
	 

	
	C]  decrease in short term borrowing
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00

	
	D]  Increase in
	 
	 
	 
	 
	 
	 
	 
	 

	
	     i] Fixed Assets
	3675.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00

	
	     ii] Other non current assets
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00

	
	E]  Dividend payments
	116.88
	116.88
	116.88
	116.88
	116.88
	116.88
	116.88
	116.88

	
	F]  Others
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00
	0.00

	
	 TOTAL
	3791.88
	510.63
	510.63
	510.63
	510.63
	510.63
	510.63
	510.63

	
	 
	 
	 
	 
	 
	 
	 
	 
	 

	3
	Long Term Surplus [+] / Deficit [-] (1-2)
	1659.96
	326.87
	302.02
	317.09
	338.02
	360.94
	385.52
	411.46

	4
	Increase or decrease in current assets
	1769.96
	296.87
	302.02
	310.09
	290.02
	350.94
	385.52
	411.46

	
	other than cash and bank
	 
	 
	 
	 
	 
	 
	 
	 

	5
	Increase / decrease in current liabilities
	125.00
	0.00
	0.00
	-5.00
	0.00
	0.00
	0.00
	0.00

	
	other than bank borrowings
	 
	 
	 
	 
	 
	 
	 
	 

	6
	Increase/ decrease in working capital gap
	1644.96
	296.87
	302.02
	315.09
	290.02
	350.94
	385.52
	411.46

	7
	Net surplus [ + ] / deficit [ - ]
	15.00
	30.00
	0.00
	2.00
	48.00
	10.00
	0.00
	0.00

	
	      [ difference of 3 & 6 ]
	 
	 
	 
	 
	 
	 
	 
	 

	
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	opening balance
	0.00
	15.00
	45.00
	45.00
	47.00
	95.00
	105.00
	105.00

	
	net surplus/deficit
	15.00
	30.00
	0.00
	2.00
	48.00
	10.00
	0.00
	0.00

	
	closing balance
	15.00
	45.00
	45.00
	47.00
	95.00
	105.00
	105.00
	105.00


TABLE 4.8
RATIO ANALYSIS


(RS IN LAKH)

	
	YEAR
	1ST YR
	2ND YR
	3RD YR
	4TH YR
	5TH YR
	6TH YR
	7TH YR
	8TH YR

	
	ACCOUNTING RATIOS
	
	
	
	
	
	
	
	

	1
	PBDIT TO TURNOVER %
	26.19
	23.96
	23.00
	23.00
	23.08
	23.15
	23.23
	23.29

	2
	PAT TO TURNOVER  %
	8.83
	9.19
	9.34
	10.15
	11.01
	11.86
	12.70
	13.52

	3
	Interest coverage ratio(PBDIT/INT)
	3.69
	4.23
	4.78
	5.81
	7.44
	10.32
	16.71
	43.58

	
	
	
	
	
	
	
	
	
	

	
	CURRENT RATIO
	
	
	
	
	
	
	
	

	1
	Current Assets                                  (A)
	1784.96
	2111.82
	2413.84
	2725.93
	3063.95
	3424.89
	3810.41
	4221.87

	2
	Current liabilities
	125.00
	125.00
	125.00
	120.00
	120.00
	120.00
	120.00
	120.00

	3
	Bank Borrowings
	750.00
	750.00
	750.00
	750.00
	750.00
	750.00
	750.00
	750.00

	4
	Total Current Liabilities                     (B)
	875.00
	875.00
	875.00
	870.00
	870.00
	870.00
	870.00
	870.00

	
	current ratio         (A) / (B)
	2.04
	2.41
	2.76
	3.13
	3.52
	3.94
	4.38
	4.85

	
	
	
	
	
	
	
	
	
	

	
	D S C R(DEBT SERVICE COVERAGE)
	
	
	
	
	
	
	
	

	1
	Cash Accrual 
	659.96
	720.62
	695.77
	710.84
	731.77
	754.69
	779.27
	805.21

	2
	ADD: Interest on Term loan
	330.75
	313.03
	265.78
	218.53
	171.28
	124.03
	76.78
	29.53

	3
	Total Cash Generation                     (A)                      
	990.71
	1033.65
	961.55
	929.37
	903.05
	878.72
	856.05
	834.74

	4
	Term loan repayment
	0.00
	393.75
	393.75
	393.75
	393.75
	393.75
	393.75
	393.75

	5
	ADD: Interest on Term loan
	330.75
	313.03
	265.78
	218.53
	171.28
	124.03
	76.78
	29.53

	6
	Total Obligation                                (B)
	330.75
	706.78
	659.53
	612.28
	565.03
	517.78
	470.53
	423.28

	
	D S C R             (A)  /  (B)
	3.00
	1.46
	1.46
	1.52
	1.60
	1.70
	1.82
	1.97

	
	
	
	
	
	
	
	
	
	

	
	DEBT:EQUITY RATIO
	
	
	
	
	
	
	
	

	1
	Term loan outstanding
	2756.25
	2362.50
	1968.75
	1575.00
	1181.25
	787.50
	393.75
	0.00

	2
	Working capital loan outstanding
	750.00
	750.00
	750.00
	750.00
	750.00
	750.00
	750.00
	750.00

	3
	Total loan outstanding              (A)
	3506.25
	3112.50
	2718.75
	2325.00
	1931.25
	1537.50
	1143.75
	750.00

	4
	Net Worth                               (B)
	1462.71
	1853.93
	2253.23
	2697.26
	3188.89
	3727.47
	4312.23
	4942.38

	
	Debt : Equity Ratio        (A)  /  (B)
	2.40
	1.68
	1.21
	0.86
	0.61
	0.41
	0.27
	0.15

	
	
	
	
	
	
	
	
	
	

	
	RETURN ON CAPITALEMPLOYED
	
	
	
	
	
	
	
	

	1.
	Capital employed
	1168.75
	1462.71
	1853.93
	2253.24
	2697.26
	3186.90
	3727.47
	4312.23

	2.
	Net profit before tax and dividend
	522.30
	682.03
	708.64
	785.30
	863.74
	939.24
	1012.04
	1082.38

	
	Return on capital employed  - %
	44.69
	46.63
	38.22
	34.85
	32.02
	29.45
	27.15
	25.10


INTERPRETATION:
1. CURRENT RATIO:



 The conventional rule of current ratio is 2:1 or more is satisfactory. The ratios are satisfying the thumb rule of current ratio and are increasing every year. An increase in the current ratio represents improvement in the liquidity position of the firm.

2. ACCOUNTING RATIO:

a.   PBDIT to turnover:


The ratio is designed to focus on the net profit margin arising from the business operations before depreciation, interest and tax is deducted. The ratio over the study period decreased from first year to the second year and then gradually increased.

b.   PAT to turnover:

 

The profitability of the firm is measured by establishing relation of net profit after tax to the net sales. Over the study period, the ratio is increasing which is good sign of performance.

c. Interest Coverage Ratio:



Interest coverage Ratio indicates the number of times interest is covered by the profits available to pay the interest charges. The ratio is increasing over the study period. Generally higher the ratio more safe are the long term creditors because even if earning of the firm fall, the firm shall be able to meet its commitment of fixed interest charges. But the sudden increase in the 8th year is due to liquidation of the entire loan and there is no obligation to pay interest.

3. DEBT SERVICE COVERAGE RATIO:



The logic of the ratio is that the interest payments are to be made out of cash inflow of the business. The over all study shows there is an average increases in the ratio. Generally higher the coverage better it is, as for as, long term solvency of the firm is concerned.
4. DEBT EQUITY RATIO:



A ratio of 1:1 may be usually considered to be a satisfactory ratio although there cannot be any thumb rule or standard norm for all types of business. The debt equity ratio is reducing in the overall study period. A low ratio is consider as a favourable from the long term creditors point of view because a high proportion of owners funds provide a larger margin of safety for them.

5. RETURN ON CAPITAL EMPLOYED:



The ratio is used to measure the over all efficiency of the firm. Over the study period the return on capital employed ratio is decreasing. It shows the firm has to improve firm’s investment
.

BREAK-EVEN ANALYSIS


The break-even point for a product is the point where total revenue received equals the total costs associated with the sale of the product. A break-even point is typically calculated in order for businesses to determine if it would be profitable to sell a proposed product, as opposed to attempting to modify an existing product instead so it can be made lucrative. Break even analysis can also be used to analyze the potential profitability of an expenditure in a sales-based business.

TABLE 4.9
BREAK-EVEN ANALYSIS
(RS IN LAKHS)
	
	YEAR
	1ST YR
	2ND YR
	3RD YR
	4TH YR
	5TH YR
	6TH YR
	7TH YR
	8TH YR

	1
	Total sales
	4654.94
	5528.94
	5525.34
	5525.34
	5525.34
	5525.34
	5525.34
	5525.34

	2
	Variable cost(cost of sales-depreciation)
	3224.21
	4004.09
	4058.73
	4063.61
	4068.73
	4074.10
	4079.75
	4085.67

	3
	Contribution
	1430.73
	1524.85
	1466.61
	1461.73
	1456.61
	1451.23
	1445.59
	1439.66

	4
	Fixed cost
	928.43
	872.82
	787.97
	706.43
	627.87
	552.00
	478.55
	407.28

	
	BREAKEVEN SALES(4/3)%
	64.89
	57.24
	53.73
	48.33
	43.10
	38.04
	33.10
	28.29


INTERPRETATION:


The break even point reduces every year during the period of study. This shows the firm’s sales position is good.
PAY BACK PERIOD

Payback period in business and economics refers to the period of time required for the return on an investment to "repay" the sum of the original investment. Payback period as a tool of analysis is often used because it is easy to apply and easy to understand for most individuals, regardless of academic training or field of endeavour. Shorter payback periods are preferable to longer payback periods.
TABLE 4.10




 (RS IN LAKH)
	Year
	Cash
	Cash
	Cumulative

	 
	Out flow
	Inflow
	 

	Base yr
	3925.00
	0
	 

	1st yr
	0
	410.84
	410.84

	2nd yr
	 
	508.09
	918.93

	3rd yr
	 
	516.18
	1435.11

	4th yr
	 
	560.90
	1996.01

	5th yr
	 
	608.51
	2604.52

	6th yr
	 
	655.45
	3259.97

	7th yr
	 
	701.64
	3961.60

	8th yr
	 
	747.03
	4708.63


Pay Back Period = 6+ (665.03/701.64) = 6 + 0.95 = 6.95 years
INTERPRETATION:


The cash in flow equals cash out flow during 6.9 5th year. Therefore the pay back period is 6.95 years excluding the base year.

INTERNAL RATE OF RETURN
The internal rate of return on an investment or potential investment is the annualized effective compounded return rate that can be earned on the invested capital.

In more familiar terms, the IRR of an investment is the interest rate at which the costs of the investment lead to the benefits of the investment. This means that all gains from the investment are inherent to the 

value of money" 
time value of money
 and that the investment has a zero 

 present value" 
net present value
 at this interest rate.

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 internal rate of return, the more desirable it is to undertake the project.

FORMULA:
                                      (NPV AT LR – OI)

IRR = LR + (HR – LR) * ------------------------------------  
             (NPV AT LR – NPV AT HR)
Where,

LR = Lower rate

HR = Higher rate

NPV = Net present value

OI = Original investment
INTERNAL RATE OF RETURN

TABLE 4.11











                                                    (RS IN LAKH)
	Year
	Outflow
	Inflow 
	Dis.factor
	Amount
	Dis.factor
	Amount
	Dis.factor
	Amount
	Dis.factor
	Amount

	 
	 
	 
	3%
	
	4%
	 
	7%
	 
	8%
	 

	Base yr
	3925.00
	0
	
	
	 
	 
	 
	 
	0
	 

	1st yr
	 
	410.84
	0.971
	398.92
	0.962
	395.23
	0.935
	384.13
	0.926
	380.44

	2nd yr
	 
	508.09
	0.943
	476.79
	0.925
	469.98
	0.873
	443.56
	0.857
	435.43

	3rd ye
	 
	516.18
	0.915
	472.31
	0.889
	458.88
	0.816
	421.20
	0.794
	409.85

	4th yr
	 
	560.90
	0.924
	518.27
	0.888
	498.08
	0.792
	444.23
	0.763
	427.97

	5th yr
	 
	608.51
	0.863
	525.15
	0.822
	500.20
	0.713
	433.87
	0.681
	414.40

	6th yr
	 
	655.45
	0.837
	548.61
	0.79
	517.80
	0.666
	436.53
	0.630
	412.93

	7th yr
	 
	701.64
	0.813
	570.43
	0.76
	533.24
	0.623
	437.12
	0.583
	409.05

	8th yr
	 
	747.03
	0.789
	589.4
	0.731
	546.08
	0.582
	434.77
	0.540
	403.39

	 
	 
	 
	
	
	 
	 
	 
	 
	 
	 

	Total
	 
	4708.63
	
	4099.9
	 
	3919.49
	 
	3435.42
	 
	3293.46


IRR= 3+ [(4-3) 4099.9 – 3925.00/4099.9 – 3919.49]

IRR = 3 + [174.9/ 180.41] = 3 + 0.96 = 3.96 %

INTERPRETATION:



The internal rate of return is 3.96% which is a reasonable rate to be accepted.

SENSITIVITY ANALYSIS


Sensitivity analysis (SA) is the study of how the variation (uncertainty) in the output of a mathematical model can be apportioned, qualitatively or quantitatively, to different sources of variation in the input of a model. While uncertainty analysis studies the overall uncertainty in the conclusions of the study, sensitivity analysis tries to identify what source of uncertainty weights more on the study's conclusions.
SENSTIVITY ANALYSIS
TABLE 4.12


















          (RS IN LAKHS)
	
	YEAR
	1ST YR
	2ND YR
	3RD YR
	4TH YR
	5TH YR
	6TH YR
	7TH YR
	8TH YR

	
	
	
	
	
	
	
	
	
	

	1
	If 5% fall in production/efficiency
	
	
	
	
	
	
	
	

	a
	95% of projected sales
	4422.19
	5252.49
	5249.07
	5249.07
	5249.07
	5249.07
	5249.07
	5249.07

	b
	Variable cost(Cost of sales)
	3063.00
	3803.88
	3855.80
	3860.43
	3865.29
	3870.40
	3875.76
	3881.39

	c
	Contribution                                   (b)
	1359.19
	1448.61
	1393.28
	1388.64
	1383.78
	1378.67
	1373.31
	1367.68

	d
	Fixed cost                                       (c)
	928.43
	872.82
	787.97
	706.43
	627.87
	552.00
	478.55
	407.28

	
	Breakeven sales% (c)/(b)
	68.31
	60.25
	56.56
	50.87
	45.37
	40.04
	34.85
	29.78

	
	
	
	
	
	
	
	
	
	

	2
	If 5% decrease in selling price
	
	
	
	
	
	
	
	

	a
	95% of projected sales
	4422.19
	5252.49
	5249.07
	5249.07
	5249.07
	5249.07
	5249.07
	5249.07

	b
	Variable cost(cost of sales)
	3224.21
	4004.09
	4058.73
	4063.61
	4068.73
	4074.10
	4079.75
	4085.67

	c
	Contribution
	1197.98
	1248.40
	1190.34
	1185.46
	1180.34
	1174.97
	1169.32
	1163.40

	d
	Fixed cost
	928.43
	872.82
	787.97
	706.43
	627.87
	552.00
	478.55
	407.28

	
	Breakeven sales(c)/(b)
	77.50
	69.91
	66.20
	59.59
	53.19
	46.98
	40.93
	35.01

	
	
	
	
	
	
	
	
	
	

	3
	If 5% increase in  variable cost
	
	
	
	
	
	
	
	

	a
	Total sales
	4654.94
	5528.94
	5525.34
	5525.34
	5525.34
	5525.34
	5525.34
	5525.34

	b
	Variable cost
	3385.42
	4204.29
	4261.67
	4266.79
	4272.16
	4277.81
	4283.74
	4289.96

	c
	Contribution
	1269.52
	1324.64
	1263.67
	1258.55
	1253.17
	1247.53
	1241.60
	1235.38

	d
	Fixed cost
	928.43
	872.82
	787.97
	706.43
	627.87
	552.00
	478.55
	407.28

	
	Breakeven sales    (c) / (b)
	73.13
	65.89
	62.36
	56.13
	50.10
	44.25
	38.54
	32.97


INTERPRETATION:
1. If there is 5% fall in production/efficiency: 


The average breakeven sales percentage is higher than the average breakeven sales percentage during the normal production but the difference between the breakeven sales percentages is decreasing every year over the study period. The highest difference is 3.42 % in the first year.
2. If there is 5% decrease in selling price:


The average breakeven sales percentage is higher than average the breakeven sales percentage during the normal production but the difference between the breakeven sales percentages is decreasing every year over the study period. The highest difference is 12.69 % in the first year.

3. If there is 5% increase in variable cost:

The average breakeven sales percentage is higher than average the breakeven sales percentage during the normal production but the difference between the breakeven sales percentages is decreasing every year over the study period. The highest difference is 8.24 % in the first year
DEPRECIATION STATEMENT
TABLE 4.13















(RS IN LAKHS)

	       Year
	NAME OF THE ASSET
	OP.BALANCE
	ADDITIONS
	TOTAL
	RATE%
	DEPRECIATION
	        W.D.V

	 
	 
	 
	 
	 
	 
	 
	 

	1ST YR
	 
	 
	 
	 
	 
	 
	 

	1
	 Land
	0
	15.00
	15.00
	0
	0
	15.00

	2
	Factory building
	0
	450.00
	450
	10%
	45.00
	405.00

	3
	Plant & machinery
	0
	3197.39
	3197.3945
	10%
	319.74
	2877.66

	4
	Office Equipment
	0
	5.00
	5.00
	10%
	0.50
	4.50

	5
	Vehicle
	0
	7.61
	7.61
	10%
	0.76
	6.85

	 
	TOTAL
	 
	3675.00
	3675.00
	 
	366.00
	3309.00

	
	
	
	
	
	
	
	

	2ND YR
	 
	 
	 
	 
	 
	 
	 

	1
	 Land
	15.00
	0.00
	15.00
	0%
	0
	15.00

	2
	Factory building
	405.00
	0.00
	405.00
	10%
	40.50
	364.50

	3
	Plant & machinery
	2877.66
	0.00
	2877.66
	10%
	287.77
	2589.89

	4
	Office Equipment
	4.50
	0.00
	4.50
	10%
	0.45
	4.05

	5
	Vehicle
	6.85
	0.00
	6.85
	10%
	0.68
	6.16

	 
	TOTAL
	3309.00
	 
	3309.00
	 
	329.40
	2979.60

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	3RD YR
	 
	 
	 
	 
	 
	 
	 

	1
	 Land
	15.00
	0
	15.00
	0%
	0.00
	15.00

	2
	Factory building
	364.50
	0
	364.50
	10%
	36.45
	328.05

	3
	Plant & machinery
	2589.89
	0
	2589.89
	10%
	258.99
	2330.90

	4
	Office Equipment
	4.05
	0
	4.05
	10%
	0.41
	3.65

	5
	Vehicle
	6.16
	0
	6.1641
	10%
	0.62
	5.55

	 
	TOTAL
	2979.60
	 
	2979.60
	 
	296.46
	2683.14

	
	
	
	
	
	
	
	

	4TH YR
	 
	 
	 
	 
	 
	 
	 

	1
	 Land
	15.00
	 
	15.00
	0%
	0.00
	15.00

	2
	Factory building
	328.05
	 
	328.05
	10%
	32.81
	295.25

	3
	Plant & machinery
	2330.90
	 
	2330.90
	10%
	233.09
	2097.81

	4
	Office Equipment
	3.65
	 
	3.65
	10%
	0.36
	3.28

	5
	Vehicle
	5.55
	 
	5.55
	10%
	0.55
	4.99

	 
	TOTAL
	2683.14
	 
	2683.14
	 
	266.81
	2416.33

	
	
	
	
	
	
	
	

	5TH  YR
	
	
	
	
	
	
	
	

	1
	 Land
	15.00
	 
	15.00
	0%
	 
	15.00

	2
	Factory building
	295.25
	 
	295.25
	10%
	29.52
	265.72

	3
	Plant & machinery
	2097.81
	 
	2097.81
	10%
	209.78
	1888.03

	4
	Office Equipment
	3.28
	 
	3.28
	10%
	0.33
	2.95

	5
	Vehicle
	4.99
	 
	4.99
	10%
	0.50
	4.49

	 
	TOTAL
	2416.33
	 
	2416.33
	 
	240.13
	2176.20

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	 
	 
	 
	 
	 
	 
	 

	
	
	
	
	
	
	
	

	6TH YR
	
	
	
	
	
	
	

	1
	 Land
	15.00
	 
	15.00
	0%
	 
	15.00

	2
	Factory building
	265.72
	 
	265.72
	10%
	26.57
	239.15

	3
	Plant & machinery
	1888.03
	 
	1888.03
	10%
	188.80
	1699.23

	4
	Office Equipment
	2.95
	 
	2.95
	10%
	0.30
	2.66

	5
	Vehicle
	4.49
	 
	4.49
	10%
	0.45
	4.04

	 
	TOTAL
	2176.20
	 
	2176.20
	 
	216.12
	1960.08

	
	
	
	
	
	
	
	

	7TH  YR
	 
	 
	 
	 
	 
	 
	 

	1
	 Land
	15.00
	 
	15.00
	0%
	 
	15.00

	2
	Factory building
	239.15
	 
	239.15
	10%
	23.91
	215.23

	3
	Plant & machinery
	1699.23
	 
	1699.23
	10%
	169.92
	1529.30

	4
	Office Equipment
	2.66
	 
	2.66
	10%
	0.27
	2.39

	5
	Vehicle
	4.04
	 
	4.04
	10%
	0.40
	3.64

	 
	TOTAL
	1960.08
	 
	1960.08
	 
	194.51
	1765.57

	
	
	
	
	
	
	
	

	8TH  YR
	 
	 
	 
	 
	 
	 
	 

	1
	 Land
	15.00
	 
	15.00
	0%
	 
	15.00

	2
	Factory building
	215.23
	 
	215.23
	10%
	21.52
	193.71

	3
	Plant & machinery
	1529.30
	 
	1529.30
	10%
	152.93
	1376.37

	4
	Office Equipment
	2.39
	 
	2.39
	10%
	0.24
	2.15

	5
	Vehicle
	3.64
	 
	3.64
	10%
	0.36
	3.28

	 
	TOTAL
	1765.57
	 
	1765.57
	 
	175.06
	1590.51


LOAN RREPAYMENT SCHEDULE
TABLE 4.14
It is assumed that the term loan has been released by the financing institution during base year and the interest paid during pre-operative period and pre-operative expenses incurred during base year have been capitalized.
REPAYMENT SCHEDULE

From 2nd year with interest at 12%

Amount to be repaid is Rs. 2756.25 lakh
	
	
	
	

	
	
	( RS. IN LAKH)

	
	
	
	
	

	Period
	Qurly.intalment
	No.of qurs
	Total repayment
	Cl.balance

	1st yr
	0.00
	4
	0.00
	2756.25

	2nd yr
	98.44
	4
	393.75
	2362.50

	3rd yr
	98.44
	4
	393.75
	1968.75

	4th yr
	98.44
	4
	393.75
	1575.00

	5th yr
	98.44
	4
	393.75
	1181.25

	6th yr
	98.44
	4
	393.75
	787.50

	7th yr
	98.44
	4
	393.75
	393.75

	8th yr
	98.44
	4
	393.75
	0

	TOTAL
	
	32
	2756.25


INTEREST PAYMENT:

	YEAR
	OP.BALANCE
	REPAYMENT
	BALANCE
	INTEREST

	1ST YR
	 
	 
	 
	 

	1ST QUARTER
	2756.25
	0.00
	2756.25
	82.69

	2ND QUARTER
	2756.25
	0
	2756.25
	82.69

	3RD QUARTER
	2756.25
	0
	2756.25
	82.69

	4TH QUARTER
	2756.25
	0
	2756.25
	82.69

	TOTAL
	 
	0
	 
	330.75

	2ND YR
	 
	 
	 
	 

	1ST QUARTER
	2756.25
	98.44
	2657.81
	82.69

	2ND QUARTER
	2657.81
	98.44
	2559.38
	79.73

	3RD QUARTER
	2559.38
	98.44
	2460.94
	76.78

	4TH QUARTER
	2460.94
	98.44
	2362.50
	73.83

	TOTAL
	 
	393.75
	 
	313.03

	3RD YR
	 
	 
	 
	 

	1ST QUARTER
	2362.50
	98.44
	2264.06
	70.88

	2ND QUARTER
	2264.06
	98.44
	2165.63
	67.92

	3RD QUARTER
	2165.63
	98.44
	2067.19
	64.97

	4TH QUARTER
	2067.19
	98.44
	1968.75
	62.02

	TOTAL
	 
	393.75
	 
	265.78

	
	
	
	
	

	4TH YR
	 
	 
	 
	 

	1ST QUARTER
	1968.75
	98.44
	1870.31
	59.06

	2ND QUARTER
	1870.31
	98.44
	1771.88
	56.11

	3RD QUARTER
	1771.88
	98.44
	1673.44
	53.16

	4TH QUARTER
	1673.44
	98.44
	1575.00
	50.20

	TOTAL
	 
	393.75
	 
	218.53

	5TH YR
	 
	 
	 
	 

	1ST QUARTER
	1575.00
	98.44
	1476.56
	47.25

	2ND QUARTER
	1476.56
	98.44
	1378.13
	44.30

	3RD QUARTER
	1378.13
	98.44
	1279.69
	41.34

	4TH QUARTER
	1279.69
	98.44
	1181.25
	38.39

	TOTAL
	 
	393.75
	 
	171.28

	6TH YR
	 
	 
	 
	 

	1ST QUARTER
	1181.25
	98.44
	1082.81
	35.44

	2ND QUARTER
	1082.81
	98.44
	984.38
	32.48

	3RD QUARTER
	984.38
	98.44
	885.94
	29.53

	4TH QUARTER
	885.94
	98.44
	787.50
	26.58

	TOTAL
	 
	393.75
	 
	124.03

	7TH YR
	 
	 
	 
	 

	1ST QUARTER
	787.50
	98.44
	689.06
	23.63

	2ND QUARTER
	689.06
	98.44
	590.63
	20.67

	3RD QUARTER
	590.63
	98.44
	492.19
	17.72

	4TH QUARTER
	492.19
	98.44
	393.75
	14.77

	TOTAL
	 
	393.75
	 
	76.78

	8TH YR
	 
	 
	 
	 

	1ST QUARTER
	393.75
	98.44
	295.31
	11.81

	2ND QUARTER
	295.31
	98.44
	196.88
	8.86

	3RD QUARTER
	196.88
	98.44
	98.44
	5.91

	4TH QUARTER
	98.44
	98.44
	0.00
	2.95

	TOTAL
	 
	393.75
	 
	29.53


INCOME TAX 

TABLE 4.15















      (RS IN LAKHS)

	 
	 Particulars
	1st yr
	2nd yr
	3rd yr
	4th yr
	5th yr
	6th yr
	7th yr
	8th yr

	1
	Net profit as per p& l 
	522.30
	682.03
	708.64
	785.30
	863.74
	939.24
	1012.04
	1082.38

	2
	Add: depreciation charged
	366.00
	329.40
	296.46
	266.81
	240.13
	216.12
	194.51
	175.06

	 
	Total
	888.30
	1011.43
	1005.10
	1052.12
	1103.87
	1155.35
	1206.55
	1257.44

	3
	Less: depreciation a per Income Tax law
	528.75
	450.34
	384.27
	328.24
	280.56
	239.91
	205.24
	175.65

	 
	Net profit for it law
	359.55
	561.09
	620.82
	723.88
	823.32
	915.44
	1001.31
	1081.79

	4
	Income tax at 31%
	111.46
	173.94
	192.46
	224.40
	255.23
	283.79
	310.41
	335.36


CHAPTER V

SUMMARY
5.1 FINDINGS
MARKET ANALYSIS:
· India is the second largest producer of cotton in the world.

· Cotton yarn is exempted from the excise duty.

· Duty drawback for cotton yarn is 8.75%.

· The production of cotton in India is expected to increase by 7.7% in the current year compared to the previous year.

· Cotton yarn accounted for 76% of all yarn exported from India.

· The consumption of cotton over the years has not been decreased.

· Cotton yarn has the threat of substitute for man-made fiber yarns.

· Tamil nadu constitutes more than 50% of textile mills in India due its climatic conditions and availability of skilled labors.
· The Cotton Corporation of India (CCI) helps the cotton farmers by procuring more than 50% of cotton produced at minimum support price fixed by the government of India.
· The main customers of cotton yarn in Tamil nadu are Tirupur, Karur and Erode clusters when are mostly dependent on export. So, if there is a decline in exports, it will affect the yarn manufactures.

· Tirupur accounts for more than 90% of India’s cotton knitted exports.

TECHNICAL ANLYSIS:
· The machineries are purchased from Lakshmi Machine Works Limited, which is one among the three in the world to produce the entire range of spinning machinery.

· The technical specification given LMW Ltd is in par with the technical specifications prescribed by the government of India under Technology Upgradation Fund (TUF).

· Indian Ministry of Textiles has released Rs. 9000 Crores to the Textile industry under the TUF scheme.
· Interruption of power supply affects the production.

· Dindugul in Tamil nadu is chosen for its availability of skilled labors and government policy for setting up a mill in the backward area.

FINANCIAL ANALYSIS:

· The current ratio is increasing over the period of study.

· The profit before depreciation, interest and tax to turnover ratio over the study period decreased from first year to the second year and then gradually increased.
· The profit after tax to turnover ratio is increasing over the period of study which is good sign of performance.
· The interest coverage ratio is increasing over the study period.

·  The debt service coverage ratio shows an average increase over the period of study.
· The debt equity ratio is reducing in the over all study period.

· The return on capital employed ratio is decreasing during the study period because of accumulated profit increasing every year.
· The breakeven point reduces every year during the period of study.

· The pay back period is 6.95 years excluding the base year.

· The internal rate of return is 3.96%.

·  The breakeven sales increase if there is 5% fall in the production.
· The breakeven sales increase if there is 5% decrease in the selling price.

· The breakeven sales increase if there is 5% increase in the variable cost.

5.2 SUGGESTION

· The cotton yarn should be traded domestically and also exported because if there is any decline in export or in domestic market it can be compensated with the other market.
· The marketing activities should be done carefully because if there is decline in the production and sales it affects the financial performance.

· Since cotton is seasonal product, the firm can also concentrate on the man made fiber yarns.
· Capital can be raised through equity issue so as to save cost on interest.  
5.3 CONCLUSION

The study reveals that the cotton spinning mill has a potential market to be tapped. Also, it is found that Tamil nadu contributes more than 50% of the total mills in India . Tirupur alone exports more than 90% of knitted garment from India, for which the cotton yarn forms the raw material. Hence, this thing stands as the major attractions for implementing the project.

Through this study it was also found that the project costing for setting up a cotton spinning mill is financially viable and it has sound market, technology, resource and economic feasibility.


Hence the factors stated in this project facilitate an entrepreneur to go in for establishing a cotton spinning mill.
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