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Chapter 1
Introduction

1.1 Background
Textile industry is the backbone of Pakistan's economy as the total share of textile sector in the Pakistan’s economy along with its contribution in foreign exchange, exports, employment, investment and value added makes it the single largest manufacturing sector for Pakistan. It contributes more than 60% to the total export earnings of the country, accounts for 46% of the total manufacturing. It also provides employment to 38% of the manufacturing labor force and 9% of GDP. 
Textile exports of Pakistan have been crossed the US $ 10 billion mark in the fiscal year 2009-10 with the support of intensive growth in cotton yarn. Total textile export of Pakistan recorded at US $ 10.244 billion as compared to US $ 9.572 billion in the previous year. The percentage growth is around 7%. During June, textile products exports increase by 9.81 percent to $921 million as compared to $839 million recorded last year. For the year under consideration, cotton yarn exports increased to $1.417 billion, recording 27.13 percent growth, as against to $1.114 billion in the previous year. (The Nation, 2010)
Textile industry of Pakistan ranked 4th in the production of cotton which contributes 46% of the total manufacturing so the availability of  raw material and cheap labor are important in the growth of textile. Textile industry has been established since before the Pakistan’s Independence. Increase in production of textile products and expansion of textile units have been impressive since 1947. Textile industry is the great source of generating income for Pakistan and it plays an enormous role in country’s GDP.
The growth in the textile sector has been impressive during the four decades after independence (with an imbalance in favor of low value added products). Now It seems like the textile industry is growing, yes it is growing but with a slow pace as compared to the previous decade. The growth will be much more than this but certain factors restraint the growth of textile in Pakistan.  
Pakistan is one of the largest textile producer and exporter in the world ranked 8th in Asia as a major exporter of textile. But now a day Pakistan’s textile industry is going through a toughest period due to several issues and challenges.
There is need to do quality improvements within limited resources and The All Pakistan Textile Mills Association (APTMA) is currently working on this issue to create the awareness in SME’s regarding quality maximization and cost effectiveness. APTMA also highlighted the key issues/ hurdles regarding the growth in textile industry, which are Government policies, energy crisis, material costs and its availability, taxes (VAT, GST), interest rate, global financial crisis etc.    
Pakistan is facing so many issues regarding every aspect in these days from unemployment, food crisis, and energy crisis to security issues. As Pakistan’s economy is based on agriculture and textile so if these sectors are not performing very well then all the other sectors will suffer.  The Pakistani textile industry depends on domestic agriculture to supply its raw materials, thus the success of the cotton crop is critical to the health of the textile industry. This project will highlight the issues and clear the picture of textile industry. 
A study on textile sector analysis (Amir Fayyaz, 2007), shows that Pakistan's economy is suffering due to the constant increase in negative balance of trade. That shows we are more importing than exports which is not good for the economy. Textile sector of Pakistan is working in both ways, meeting the demand for local market plus it has the contribution of more than 60% of exports. Although Government wants to utilize all resources to establish a solid export base and decrease this negative balance of trade but it’s not easy for them. 
There are three main segments in textile industry; Upper stream includes raw cotton and spinning sectors, Midstream consist Weaving and finishing-dyeing (processing) sectors, and finally downstream which include Made-ups, Readymade garments and knitwear sectors.
1.2 Problem Statement
Identify and analyze those factors which created downturn in textile industry, Industry analysis and the out look of Textile Sector in Pakistan.  
1.3 Objectives of the study
The objective of this study is to analyze those factors who had affected the performance of textile industry. Main focused areas are

· Historical Performance Analysis of Textile Industry
· Impact of recession
· Energy Crisis in Pakistan
· WTO and Anti-dumping duties
· VAT (Value Added Tax)
· High Cost of Production
Aim for doing Industry Analysis is to analyze the business environment in Pakistan especially for the textile sector. To access the environment, two models are used for this purpose  
· Porter’s Five Forces Model
· PEST (Political, Economic, Social, & Technological) Analysis













Chapter 2
Research methodology

The research methodology that will be adopted will be interpretive and analytical. Before conducting the research the issues of textile industry will be studied in great detail. This will be done in order to understand the impact of these factors would have on textile industry.  The aim of this research is to highlight these factors and their impact in the textile industry. The sample size taken into consideration is the whole industry because the research in done for the industry that how these factor affected the textile industry as a whole. Also the industry analysis has been done through two model which emphasis on the business environment especially for the textile sector.. The data will be taken through the previous researches, published articles, through regulatory bodies, Asian Development Bank, Economic Survey of Pakistan and also from Textile industry professionals. 
Qualitative data would be gathered in order to find out the potential benefits, variation in profitability of textile, balance of trade, contribution in exports, employment, and foreign exchange of Pakistan. In order to do so semi structured interviews will be conducted. On the basis of this data the involvement of these factors and influence on textile industry will be determined. 
Textile industry exists since before Pakistan’s Independence so a lot of research has been conducted on this. But some of the factors are relatively new like WTO regime, VAT (Value Added Tax) and energy crisis so the research for these factors has been conducted relatively less. This is why semi structured interviews are being conducted.
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CHAPTER 3
LITERATURE REVIEW

Textile industry has been the backbone of Pakistan economy. Position of Pakistan Textile exports in Asia is at number 8th.In the total production of the country textile accounts for 46 %. More than 60% of the country export earnings are from textile sector and contribution to the total GDP is 8.5%. It provides employment to 15 million manufacturing labor force which is about 38% of nation’s workforce. According to the APTMA figures Pakistani textile exports have declined by 20% in 2008. The textile sector is under a serious threat of high cost of finance due to nation’s tight monetary policy, continuing crises of power and gas, international market access, decrease in FDI, Global economic slowdown.

A recent study on textile sector faces new challenges (Aftab A. Khan and Mehreen khan, 2010) shows that the Pakistan textile industry earnings in the country total exports accounts for (US $ 9.6 billion). At present growth rate of the textile sector is facing a great decline. Pakistan failure or being unable to make satisfactory development in the global market and rivals has taken a wonderful advantage of this opportunity. A little encouragement for the textile sector as, (APTMA) chairman said the exports of value added products have increases. Therefore this shows that we are on the right track, but researches says this increment is not enough for the textile sector that enables this industry to remove the trade imbalance or achieve the maximum exports level. Because if we look at the exports pattern in the last few years. This sector shows 8% negative growth in 2006 and continuous negative growth by 5% in 2007 than 20% decline in 2008. Author also discusses the reasons of crisis in this sector. Low quality of cotton due to lack of (R&D) in this sector, higher production cost as compared to other competitor nations like India, china and Bangladesh because of obsolete technology and equipment, higher interest rate, high inflation rate, continuous depreciation of  Pakistani currency lead to rise in the cost of imported inputs. Pakistan textile exports have declining in last three years as exporters unable to market their products effectively since buyers are not visiting Pakistan due to numerous reasons in which the most important is security threat. Textile exporters also demanding rightfully to reduce the KIBOR rate to 8% just to avoid the declining trend of exports. Moreover major cause for the default loans in this sector is significant increase in markup rates. 

Author’s also point out the other crisis indicators like Energy crisis causes the reduction in the textile production capacity up to 30%, Gas-load shedding ,tight monetary policy, provisions like minimum tax on the local sales and 1% with holding tax on imported products creates problems for this industry. Lack of foreign investment due to country unstable/unpredictable conditions, According to (APTMA) this sector required RS.1, 400 Billion just to achieve the exports target given by the govt. till 2010. The purpose of the study was to analyze the step by step reasons for the crisis in textile sector and to present the true picture of this sector.

In another study on textile sector analysis (Abida Mukhtar, 2008,) shows that Pakistan textile industry facing problems due to huge confronted challenges. All Pakistan Textile Mills Association (APTMA) identified the factors that results in the decline of textile industry those are high interest rates and cost of inputs, non conducive government policies, and non-guaranteed energy supplies. The inability of the textile sector to upgrade or improve their equipment and machinery causes the decline in their competitiveness. Moreover author also highlighted that the Pakistan textile sector faces intense competition from Indian, China and Bangladesh. Author is of the view that in order to remain competitive or sustain its position internationally (APTMA) needs to upgrade the technology, improve the quality of its products and in-depth and effective Research and Development (R&D) is required. New Pakistani govt. should accept this challenge to retain its position as a profitable textile sector and need to take the serious decisions. Like to build and implement the effective long lasting strategy that could provide the industry an edge over the rivals.

According to south Asia investor review (Riaz Haq, 2009) is of the view that Pakistan has the diverse economy and textile sector is the major contributor to the national economy in terms of exports and employment. In the period 2007-08 Pakistan textile exports accounts for 55% of the total exports. An economic slowdown in U.S and Europe causes the decline in Pakistan’s textile exports, because of the dependence on these two markets. According to (APTMA) figures textile exports decline of 20% in the year 2008. Textile industry will have tough task ahead to face continuing crisis in the form of power shortages, Gas, global financial crisis, war against terrorism, global market access to our industry and inefficient labor productivity.

According to the (APTMA) ninety percent of the industry facing closure, loses and more than two months of production loss due to power and gas shortages. APTMA has been made to prevent and promote the textile industry but the high finance cost and tight monetary policy led the association down to knees. Federal Textile Adviser (Dr Mirza Iftikhar) told The News that Pakistan share in the international textile market has very low. China tops the US and European market with the share of 36% and 29% and followed by Pakistan 13%.and 1.5% respectively. European importers said Pakistan garment manufactures could minimize their cost up to 45% by improving sewing efficiency. This article basic aim is to have the attention of the authorities that this sector needs to diversify and high value added products exports should be increase. And much greater attention towards the energy, technology and communication infrastructure is needed to boost the exports.

In another research about the textile sector analysis (Zameer Ahmed, 2009) identifies the areas through which textile industry can retain its position at impressive level in the economy. Researcher sort out and analyze the WTO related issues, also identified the difficulties that this industry is facing to attract the foreign investors. As Pakistan is one of the largest textile exporters in the world but our contribution to the world exports merely 3%. Textile exports products include cotton yarn, garments, and knitwear etc. our major trading partners includes US and Europe with an exports share of 25% of Pakistani textiles. Other trading nations are China, Saudi Arabia and UAE. Now the textile production has been moved from developed nations to the less developed nations, Pakistani producers are losing their competitive advantage. With the entry of WTO shows us the real challenges ahead for Pakistani industries and especially for “Textile sector”. After affects of WTO shows how the intense competition prevails among all the countries and in order to make maximum efforts to outsmart their competitors. The main theme of this research was how to grow the textile sector by giving an opportunity to the business executives, directors and others stakeholders to overcome the uncertainty element in their decision making process. And the industry required taking some innovative and preventive measures in order to gain the sustainable competitive advantage in the global world. 

In another article “Textile exports miss target in 2008” (Tanveer Ahmed, 2008) said textile exports products have miss the target by great margin only 12% of actual target is achieved in the first seven months of current fiscal year. According to Trade Development Authority of Pakistan (TDAP) data exports attain are only $6.059 billion. 

Even lower than the last year target. This poor performance of textile exports products apart from the reasons like unrealistic target set by the authorities and intense competition in the international market. Author pointed out the major reason of exports poor performance in the year 2008 is Assassination of former Prime Minister Ms Bhutto. This causes country wide violation incidents, strikes and decline in the stock market prices. Number of shipments had been cancelled due to violence and this incident hits the nation hard for almost a week. According to FBS textile exports products which shows decline are bed wear, knit wear, cotton yarn, towels, and cotton fabrics etc. Author stated that two main reasons that caused the failure of textile industry to compete and capture share in the global trade, lack of competitiveness and high production cost of local textile products. They suggested that effective R & D and reduction of cost could enable the industry to beat their regional rival countries.

According to Pakistan textile journal news (PTJ, 2009), Government plan to boost up the textile exports of the country in the current year. Country exports have increased in the year 2006-07 to $10.75 billion against the previous year $10.21 billion and which fell just short of the whole year target of $ 11.5 billion. Government has prepared a detail Marketing plan to enhance the export activities. The marketing plan aimed to boost up the main elements of the exports sector. Main emphasis of the plan is to have the market access, geographically diversification and to keep share in the international market by increasing the exports of this sector in the long run. The most important benefit of this plan where sector lacks is the formation of textile research organization, new five model garment factories, weaving city etc. Moreover author also pin point the advised given to the govt. to encourage the exports of high value added products whose share in the international trade is increasing instead, instead of  exporting low value added products. 

Textile exporters appreciate the govt. efforts and said this plan is positive sign for the industry, but high production cost is the major issue which still needs to be considered to increase the exports in the long term basis.

(APTMA) chairman said foreign investors/buyers are not travelling to Pakistan due to security threat and unstable law and order situation in the country. High growth could not be achieved in the textile products due to poor performance of the value added sector in the last year. And continuous rising prices of the cotton gives alarming sign to the spinning industry. And exports target of $ 19.2 billion is impossible to achieve at the present cost.

(Ibrahim Mahmood, 2009) writes an article “Textile Policy 2009-14: hard work still ahead” (Pak spectator). The target in the policy is to achieve $ 25 billion over the next 5 years compared to exports of $ 9.6 billion achieved during last fiscal year. The broad policy covers the areas such as development of infrastructures, technology up-gradation and skill development programs. The policy also aims to address the rationalization of fiscal measures for the below par textile sector and also the removal of regulatory blockages. A special emphasis has also been done on the value added sectors. Certain measures have also been proposed in the policy for the falling exports in textile sector which includes the duty drawback schemes which will give benefit to the value added sub sectors, emphasis has also been placed to the availability of the refinance of export @ 5 percent, Free import of machinery is being proposed in the policy, besides relief on existing long term loans; zero rating of exports has also been proposed. A very important measure which is the gas and electricity management is also being introduced. Another measure to be appreciated is the incentives given to the employment of women and disabled persons. 

However, the government in order to achieve these targets will have to devise proper SOP framework to be implemented and also to monitor the above mentioned policy. The author advises the govt. for the disbursement of funds and amount allocated for the programs that it should consider a fast and fair transparent method. If the overall target of $25 billion is being broken into intermediate yearly targets this will also make the industry able to monitor its progress. To make the policy meaningful it is necessary for the govt. to make timely decisions and to avoid delays in the framework as this can make the policy ineffective. The govt. should make up a framework for the policy by setting up the priorities which can give the policy a practical 
meaning thus helping the declining textile industry to revive. 

Finally the writer concludes that the govt. has also realized that it is the textile sector which is vital for the fast growth our economy. By providing the market access and implementing the policy properly, we can see rapid progress and prosperity not only in the textile sector but for the whole economy of Pakistan and this progress will not only be limited to the industrial areas only but it will do well in the remote industry also. 

(Parvaiz Ishfaq Rana, 2008) in his article “Textile industry to get Rs30bn” (Dawn) has said that the govt. of Pakistan is going to allocate Rs.30 billion as duty drawback which is allowed in the textile sector 2008-09 on the inputs acquired domestically which includes the taxes that are paid on gas and electricity. However, this duty drawback is going to replace the Research and Development support which is dependent upon export performance. The govt. of Pakistan strongly believes that it is vital to give support to the textile in such difficult and unsure conditions in the world market owing to decline in the major importing countries economies. It is to be noted that these drawbacks are only for the products which do not require further value addition and these drawbacks on locally acquired inputs will not put any affect to the eligibility of exporters in order to allege normal duty drawback.  The criteria to avail the duty drawback by the manufacturers-cum-exporters is that having an in-house facility of at least cutting and stitching and there will be different slabs for FoB value of exports have to be approved by the Economic Coordination Committee (ECC).

By looking at the facts, the apparel exports which are around $15 million will get up to 3.5 percent duty drawback and the home textile/towels will get about 2.5 percent of duty drawback. The apparel exports from $16 to $30 million will be getting 4.5 percent while the home textile/towels will get up to 3.5 percent. Similarly apparel exports from $61 to $100 million will get drawback of 7 percent while home textile/towel will get around 4.5 percent. Exports over $101 million will get 9% drawback and home textile/towel will get 6.5 percent. However, the criterion for getting these duty drawbacks has been laid by the Economic Coordination Committee. Exports up to $25 million would get 0.5 percent drawback and from $26 to 50 million 0.75 percent. In case of Fabrics exports, from $51 million to $100 million will be getting 1 percent duty drawback and from $101 to $200 million 1.5 percent drawback and exports above $201 million will get 2 percent drawback.

Finally the author concludes that the industry fears that fixing of slabs for getting drawback would totally expel and eliminate the small and medium exporters, who constitute about 91 percent and the exports of these small and medium exporters are around $3 million per annum.

This study has been conducted by (Sajid Chaudhry, 2007) regarding the Textile Industry Development Policy 2007 “Tax incentives to encourage investment” (Daily Times). In the study, the author has said that it is expected that the Textile Industry Development Policy 2007 will likely to offer a 10-year tax holiday in order to encourage the foreign in textile and machinery manufacturing and also a 10-year tax holiday for foreign investment in establishing the bonded cotton warehouses in the country. A very attractive and incentive package has also been introduced by the Ministry of Textile in the Textile Industry Development Policy 2007. The aim of the Textile Industry Development Policy is to develop textile sector on war footing and modern lines in order to secure the market share of Pakistan in the short and long runs of the International markets. A close look at the Export Plan 2006-13 seeks to increase the exports of Textile’s and Garments sectors from $9.98 billion in the fiscal year 2006 to $24.36 billion by the fiscal year 2013 with an ACGR of 14 percent. The target for the textile exports for current fiscal year has been set at $12 billion. The planned policy for Textile Industry Development is very keen in foreseeing the textile industry as the largest industrial sector of Pakistan and it calls for a sizeable machinery-manufacturing base in the country. The textile machine manufacturers are relocating in China and this is the best time to attract machine manufacturing in Pakistan. An additional package for provision of land on concessionary terms is also being considered by the govt. 

The policy is encouraging the foreign investment in cotton warehouses, this inventiveness is a part of the export development plan prepared by the Planning Commission and is approved by the Prime Minister. The ministry has also proposed that incentives of tax holidays for 10 year and 50 percent of the normal rate for the next 5 years may be provided to attract foreign investment in cotton warehouses. Under the proposals, Chinese investment will be given certain tax incentives in the textile industrial parks to be establish by the government. A tax incentives package has been approved by the government for Chinese investment in Hier Ruba industrial estate for all the companies that have at least 40 percent of Chinese equity.  The concessions granted includes allowing full exemption of custom duties and taxes on import of capital equipments (plant, machinery and accessories), corporate income tax holiday for a period of five year form the date of starting commercial operation. Furthermore, the depreciation allowance 100 percent for five years is also being given form the date of starting commercial operation. By the way of ‘merger tax credit’ at the rate of 15 percent on merger asset value, the ministry has proposed to provide incentive to more companies. 

The author in his concluding remarks said that, Pakistan textile industry across the value chain lacks and is less efficient in the skills in higher and middle management and it can cause a big problem. To fill this gap immediately, hiring cost of foreign technicians and consultants may be cheaper for local industrialists. Thus the ministry has proposed that foreign consultants/technicians should be exempted from income tax to increase productivity of local business. And this will do well for the local textile industry. 






Chapter 4
 (
Data Source
)Industry Analysis

4.1 Porters Five Force Model
Porter’s five forces model is used to understand the environment for a particular industry. The model evaluates the industry on the basis of five forces/factors. 

[image: porters-five-forces-model09]

These factors are,
· Threat of new entrants
· Rivalry among the existing firm
· Bargaining powers of buyers
· Bargaining powers of suppliers
· Threat of substitute products
4.1.1 Risk of new Entry by potential competitor
· Cost Advantage 
One of the main advantages of the Pakistan’s Textile Industry is the availability of labor at a very cheap cost and this created the difference between the local and foreign companies. Well this created the potential barrier for foreign companies to enter and compete with local companies.    
I. Pakistan is more cost competitive country than USA, Europe and South Korea in manufacture of textiles.
II. This cost advantage mainly achieved in Pakistan from the abundant skillful labor at a very low cost.

· Economies of Scale
Economies of scale is the best way to reduced the cost and outsmart the competitors. Luckily Pakistan’s Textile industry is achieving the economies of scale. Pakistan’s textile industry consist mostly small and medium scale non integrated textile units for spinning, weaving, processing and manufacturing of garments. Economies of scale are the potential barrier for the new entrants as initially they haven’t many resources to achieve that milestone. Also initially new companies haven’t any reputation so they have less demand for their product. So ultimately new entrants do not get the benefit of cost as they faced high cost and do not achieve the economies of scale.      
Brand loyalty has been noticed in textile industry. Companies have created their reputation with the passage of time along with their customers in foreign and domestic market and this created the strong brand loyalty. Although it has the impact on companies but it does not remove the threat of entering new competitors in the market as it is not a potential barrier form new entrants. One more thing is that the textile companies have transactions in Business-to-Business segment so the only way to compete each others in new shipment/orders from client.   
It is mentioned earlier that that the existing companies build strong relationships with their customers and with the passage of time companies made customizations in products according to the requirements of customers and as per the market demand. It is slightly difficult for the new entrants to meet the requirements of the existing customers and they are not able to cope with the rapid changes in the demand for products. In Business-to-Business (B-to-B) transactions, customers prefer to maintain the existing supplier rather than switch to the new supplier as it involve the switching cost and the risk of not achieving the requirements. As the existing supplier providing them according to their requirement so they develop a relationship. Switching to the new supplier will increase the chance of failing to meet the requirements plus they have to bear a high switching cost.   
So the threat of new entrants is low as the industry has reached its maturity level and sales growth rate has slowed down. If some company wants an entry in the textile industry, that company will have to face a number of competitors which are big giants of that industry. 
4.1.2 Rivalry among Existing Firms
Textile industry of Pakistan is highly fragmented as rapid changes come and go and leave their impact on it. In boom period many new companies enter in the business and that will eventually lead to a price war. That will end up with the death of some companies and consolidation for some others. Existing players remain there until unless a major hit. They remain in the business and stabilize them according to the environment. The only thing which they require to do at that point of time is to control the cost. Do compromise with the profitability but do not compromise with the quality. 
Due to several reasons, the demand for textile products has been decreased. Drastic decline has been observed in textile exports and even the domestic market, there is a little slowdown. The basic aim for textile companies is to reduce the cost and they are putting many efforts to achieve it. In result, there is the noticeable decrease in the workforce as well as the decrease in the operations. Basically that is the war among companies to maintain their market share also to get some more of it. This cause the cost and price war among the competitors.
Also there are so many companies in textile sector and the customers have the number of options. Companies are working on reducing their cost, maintaining their market share and maximize the profitability. This is the pure case oh rivalry among the existing companies. 
Textile industry is not just the labor intensive industry as the required amount of investment is very high (capital intensive) because the cost for the machinery and new technology is very high. To achieve the maximum productivity with minimum loss of raw material, many companies are using the latest techniques to remain very competitive in the market by reducing cost and increasing efficiency. This investment has been made with the purpose to made good products for customers to meet their requirement and increase the market share. Some companies stick to traditional way of doing production but most companies who are willing to grow and gain market share adopt new techniques for production. Those who do not adopt the new techniques suffered a lot in the global crisis because of their high operational cost. 
4.1.3 The Bargaining Power of Buyers
Textile companies in Pakistan are facing very intensive competition in domestic as well as in international market as both markets are very competitive. In international market; Korean, Brazilian and Chinese companies are very competitive because they have low cost of production as compared to the Pakistani companies.
As a result, buyers have so many suppliers in local as well as in international market. That gives them the variety of choices. Also the textile industry is fragmented, so there is large number of suppliers in the industry, therefore buyers get the option of choosing from many suppliers. Buyers have strong bargaining powers. 

4.1.4 The Bargaining Power of Supplier
It is stated earlier that the textile industry is fragmented, so there is large number of suppliers in the industry. Now textile companies have too much manufacturing costs, the problem is not very simple as if they going to increase the prices then there will be a major threat that customers may move to other suppliers whether in the domestic or international markets. This caused the decrease in bargaining power of suppliers.
Bargaining power of supplier is based on the segment which they targeted. For a niece companies who have low operational cost or greater demand for their product or they have the excellent brand name and loyalty then they can set their terms and conditions accordingly but as the textile industry is fragmented so small manufacturers who have slightly high production cost because of less availability of resources and better techniques and who just produce for maintaining marginal growth do not dictate terms to the buyers so in this case mostly buyer dictates the prices according to his requirement. 
4.1.5 The Threat of Substitute Product
Textile products are widely used to fulfill the basic human need of any human being so as such there is no substitute for textile products but within textile sector, there are many substitutes having different categories for different segments of the market. The various products of textile sector are silk, cotton, synthetic etc which are widely produced to fulfill the basic need of human beings.
In textile industry, the only threat of substitution arises from those companies who have different product which attract different segment but sometimes valuable for rest segments as well. So there is a risk of substitute for different types of product. But specifically there is as such no threat of substitution for textile industry.
4.2 PEST ANALYSIS
PEST Analysis is the scanning of external factors. Basically it is the environmental scanning in which the firm operates. The scanning of these external factors used to formulate and evaluate the firm’s strategy. The PEST analysis has proven to be a flexible and easy to understand tool in the context of strategic planning. These factors are,
· Political Factors
· Economic Factors 
· Social Factors
· Technological Factors









PEST Analysis Framework
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4.2.1 Political Factors
Political stability, Legal framework for contract enforcement, Intellectual property protection, Trade regulations & tariffs, Pricing regulations, Taxation - tax rates and incentives, Wage legislation - minimum wage and overtime, Product labeling requirements and Environmental regulations broadly covers the political factors part in PEST analysis.
The biggest issue which is active behind all other issue is the political instability in Pakistan. Because of political instability Textile industry of Pakistan has suffered a lot and the similar situation is continuing in recent scenario. Change in Government caused immediate change in policies regarding every issue so every Government imposed new policies. This hurt a lot the business environment in Pakistan. Recently Government imposed VAT (value added tax) on textile sector. This disturbs the whole industry because it also included the extra duty on exports plus the addition in current production. Although VAT program has been withdrawn and Government announced that they will improve the GST (General Sales Tax) system. 
Also in textile industry, legal framework, pricing regulations, wages legislation etc are in weak position. In fact no body bothers about the pricing regulation, wages or legalities. Eventually these factors affected the industry as a whole. Also there are many SME’s (Small & Medium Enterprises) who are not registered so they were not paying taxes at all because they are operating only in domestic market.    
4.2.2 Economic Factors
Economic factors include Type of economic system in countries of operation, Government intervention in the free market, Exchange rates & stability of host country currency, Import & Exports, Balance of payments, Efficiency of financial markets, Infrastructure quality, Skill level of workforce , Labor costs, Business cycle stage, Economic growth rate, Unemployment rate, Inflation rate and Interest rates.
Economic situation of Pakistan is not very good as global crisis hit Pakistan’s industry as well. Demand went down; prices become high because of high cost of raw material. Table below show the detailed data for each factor, 


PAKISTAN - NATIONAL STATISTICAL DATA 2010

	 
	Dec 2008
	Dec 2009
	July 2010
	Scale
	Units

	Balance of Trade
	-21904.2
	-14192.2
	-9809.0
	Million
	USD

	Current Account
	-3434.0
	-1548.0
	-1548.00
	Million
	USD

	Exports
	20240.8
	17504.6
	12145.6
	Million
	USD

	Imports
	42157.5
	31695.8
	21954.6
	Million
	USD

	Gross Domestic Product (GDP)
	164.54
	166.55
	-
	Billion
	USD

	GDP Growth Rate
	4.10
	2.00
	-
	%
	 

	Government Budget
	7.60
	5.30
	-
	%
	

	Inflation Rate
	23.34
	10.52
	12.69
	%
	 

	Interest Rate
	15.00
	12.50
	13.00
	 
	 

	Pakistan Unemployment Rate
	
	5.20
	5.50
	%
	 

	
	
	
	
	
	 


http://www.tradingeconomics.com/pakistan/indicators
These economic factors influence the cost of resources and the purchasing power of the potential customers as well. Pressure of competition for better quality of product with minimum cost and fewer prices affect companies in negative way. Also with the constant increase in inflation, the customer is now more conscious towards price so there is a threat for companies that if they won’t able to maintain their prices eventually they will loss their customers as customers are moving towards less costly textile products and brands.  
Although Balance of trade and current account balance, show improvement but this improvement is thankful to the loan from the IMF (International Monetary Fund). The economic condition becomes worst due to several factors in current scenario. Energy crisis, inflation, war against terrorism, lack of institutional stability and other elements are key issues that disturb the economic situation in Pakistan.  
Inflation and interest rate are the key element for very industry. Interest rate directly relates with cost of funds / borrowings and also it relates with the business environment. Inflation has an impact on the prices and cost of production. Inflation rise in current year, which indicated the increase in raw material and eventually increase in cost of production. Cost of funds / borrowings are also become slightly expensive so the overall economic condition is not good.
Currency exchange rates are worst as dollar gets the maximum level and rupee depreciated but now it is slightly less. The economy conditions in Pakistan are progressing with slower pace but things are changing day by day which will benefit the industry and economy.
4.2.3 Social Factors
Social factors include factors like Demographics, Class structure, Education, Culture (gender roles, etc.), Entrepreneurial spirit and Attitudes (health, environmental consciousness, etc.). These factors determine the consumption patterns of customers, their liking and disliking, particular need for a product according to that area.
As the textile products come under the category of basic necessities and that become the major strength. The only option is the variety among the existing or the type of products required for particular demographics. It has observed that the changing styles in the lifestyle create a major segment in textile which is designed clothing (garments) and this segment is on the top.        
4.2.4 Technological Factors
Technology is the most important resource for an organization. Companies do invest in their R & D department plus adopt new changes in technology to remain competitive by fulfilling the requirements of their customers. Recent technological developments, Technology's impact on product offering, Impact on cost structure, Impact on value chain Structure, Rate of Technological Diffusion and Technological Know how are the most critical areas that covered in this factor.
Textile industry of Pakistan produce both type of textile products either required labor intensive or capital intensive. Some textile companies have the technological edge over others companies in the industry. It is used to get the benefit of low cost of production and eventually companies used to get maximum out of production by reducing the error and by making the processes more efficient and effective.
Technological factors can lower barriers to entry, reduce minimum efficient production levels, and influence outsourcing decisions. Some technological factors include R & D activity, automation, technology incentives and rate of technological change.  Machinery which is used in textile industry is mostly being imported from Germany, Switzerland, Japan, China and Belgium. There is a trend of investing in research and development to stay in touch with the latest technology and also adopt it to enhance the standards for production.








Chapter 5
Financial Performance Analysis of Selected Textile Companies
In this chapter financial performance of selected textile companies is calculated. Four companies (Fazal Textile Mills Ltd, Nishat Textile Mills Ltd, Ibrahim Fibers Ltd and Colony Thal Textile Mills Ltd) from textile sector have been selected to evaluate the financial performance. These companies reflect the trends of the textile sector in Pakistan. Furthermore, one company from top, two from middle and one from bottom line have been selected to make an even more efficient sample which shows more nearest results of the Textile Industry.      
For this purpose the key inputs are the Financial Statements of these companies. Analysis has been made for the last five years. Two types of analysis have been used in this context, which are
1. Common Size Analysis (Vertical & Horizontal)
2. Profitability Analysis
3. Liquidity Analysis
4. Performance Management Analysis
5. Debt Management Analysis





5.1  Common Size Analysis (Vertical & Horizontal)
5.1.1 Nishat Textile Mills 
Nishat Mills Limited (NML) is the largest textile composite unit in Pakistan. It is engaged in the business of textile manufacturing as well as spinning, weaving, combing, bleaching, dyeing, printing, stitching, buying, selling and otherwise dealing in yarn and cloth and other goods and fabrics made from raw cotton.
Starting from Balance Sheet If we look at the figures of Stock in trade we will find out that every year they made sure that they have sufficient amount of Stock available with them. Every year the Stock was increased by 10%. The Debtors Policy it is following seems inconsistent. It rises in one year then falls in the consecutive year. It was 3.29% in FY06 then falls in FY07 by 2.10%, again rising to 3.45% in FY09.
In Income Statement, Cost of Sale of Nishat has been constantly increasing over the years. The reason being the Spinning businesses collected the benefits of significant increase in cotton prices due to global shortage of the crop. Increasing demand for cotton yarn from China and the Far East was another reason behind the soaring yarn price. Nishat installed its power generation plants. In fact, Nishat Mills is the trendsetter in this type of power generation in the country. It had been constant in FY06 & FY07, rising in the following year FY08 by 85%. The high cost of production resulting from higher cotton prices, rising energy costs, increasing prices of imported inputs due to depreciation of Pakistani rupee, double digit inflation and prolonged power cuts are the factors which affected the Cost of Sale.
The Co’s financial Cost kept increasing through all these years reason being the global recession & its impact on all sectors including textiles is getting more definite. Factors contributing to this fall in bottom line are, 32% increase in operating costs and 59.4% increase in financial charges. The 6-month KIBOR rate surged up by 380bps which in turn increased the finance costs by 50% for the textile sector. Return to equity and return to asset demonstrate a similar negative trend, declining my 75% and 73% respectively. The tax on textile sector has been increased in 2009 as compared to other years. It jumped to 77.93% in FY08. Due to depreciation in Rupee the imports are getting expensive. The 15% regulatory duty on the exports of cotton yarn can affect the exports' growth of NML. Net income of Nishat was higher in FY08 i.e., 32%.
5.1.2 Ibrahim Textile Limited
The Ibrahim Group started with a cloth trading business in the industrial city of Faisalabad. Backed by sheer goodwill and experience in marketing, in 1980, manufacturing of own blended yarn was initiated by establishment of Ibrahim Textile Mills Limited
In Balance Sheet items Stock in trade of Ibrahim has been constantly increasing over the years. In FY08, the company had the highest current asset ratio of 0.93 mainly due to a heavy increase in the stock in trade.
With reference to cost of sales, FY09 registered an increase of 2% mainly due to the rise in expenditure on fuel, insurance, Salaries, wages, staff retirement benefits etc. The same can be seen via horizontal & vertical analysis. In 2008 the CGS was 31.79% which is too high; In FY09 it gave a difference of 2%.
Finance cost registers an increase of 37.2% mainly because of an increase in interest of long-term financing from 504 million to 952 million and short-term borrowing from 266 to 346 million. FY08 the finance cost was 4.04% which was increased by 2.25%.Provision for taxation in FY09 is 1.36% ie less than last year, FY08 is 2.44%.
Profits of the Co: In FY09 the Co’s gross Profit as well as net profit margin remained same as FY08 ie, 10% & 7% respectively because of the international crisis and under utilization of Production capacities due to power shortages in country. Production was decreased due to drop out in market demands a result of international recessionary pressures.
5.1.3 Colony Thal Limited
The company was formerly known as Thal Jute Mills Limited and changed its name to Thal Limited in February 2004. Thal Limited was incorporated in 1966 and is headquartered in Karachi, Pakistan. 
In Balance Sheet, Stock in trade showed a decreasing trend after FY06.The reason being the Political turmoil, instability in economic growth. In FY06 it was 16.48% which came to 12.46% in FY09. Talking about the Company debtors, 3.16%-3.62% in FY06 & FY07, this increased to 4.47%-4.78% in respective years.
In Income statement, the cost of sale showed an increase of 10% from last year reaching out a figure of 110% in FY09 due to recessionary pressures in international market. The reason is the Chaos faced by textile sector. The financial Cost remained low in FY05, FY06, FY07, FY08 ranging from 2%-6%, but directly jumped to 23% in FY09.The Co did a lot of Borrowing from Banks and had to Pay huge amount of interest.  Due to continuous losses the Co paid nil tax. Net Income of the co showed negative figures i.e., PKR (34,710,098)/- The Gross Profit margin and the net profit in FY09 is -10.1% & -28.8% respectively.
5.1.4 Fazal Textile Mills Limited
FTM is one of the oldest Textile Mills in Pakistan located in Karachi. Mainly it involved in import and export activities and major portion of revenue earned through exports to different countries. These sales are from Europe, Middles East and North & South America. The main products of Fazal Textile Mills are knitted fabrics, yarn and bed sheets.  
Starting from income statement, the net sales showed increasing trend in last five years (starting from FY05). Growth in net sales was 15% in FY09 compared with the growth in FY08 which was 8.0%, 12% in FY07 and 23% in FY06.Net sales are PKR 2.45 billion in FY08 and PKR 2.81 billion in FY09. Same is the case with cost of goods sold as it also showed the increasing trends. CGS increased by 12.8% in FY09 as compared to the 7.6% increase in FY08, 15.7 % in FY07 and 25% in FY06. Gross Profit Margin showed excellent improvement in FY09 by increasing 57.5% as compared to the 15.5% increase in FY08. GPM stood at PKR 220 million in FY09 as compared to the PKR 140 million in FY08. GPM decreased in FY07 from PKR 175 million to PKR 120 million.  
The finance cost faced by the Co increased due to increased interest rates over the years due to the tight monetary policy. As a result the company pays more interest on the same principal. Earnings before interest and taxes were recorded 75.3% growth in FY09 as compared to the 24.5% increase in FY08. EBIT stood at PKR 169 million, PKR 96 million, PKR 77 million and PKR 125 million in FY09, FY08, FY07 and FY06 respectively. Interest cost and taxes have mix trend in last 5 years. In case of taxes, as Fazal Textile Mills registered loss in FY07 so they only paid deferred taxes. Furthermore, Interest cost has been increased by 75% in FY09 as compared to decrease in FY08 by 9.3%. On the other hand, taxation has been increased by 33.3% in FY09 as compared to decrease in FY08 by 20.2%.     
Net income margin has been increased by 19% in FY06 registered a profit of PKR 48.6 million but they registered a loss of PKR 20 million in FY07.  FY08 is much better than FY07. Although the profit were less as compared to what they earned in FY06, but still they have made a profit of PKR 10 million.
Looking at the balance Sheet items, the stock in trade showed an immense increase of 82.23% in FY08, where as reduced by 16.67% in FY09.If we look at the trade debts, we find that they have reduced by 34.12% compared to last fiscal year FY08.






5.2 Profitability Analysis
5.2.1 Gross Profit Margin

	GPM
	FY05
	FY06
	FY07
	FY08
	FY09

	Ibrahim Textile
	9.0%
	11.0%
	10.0%
	10.0%
	10.0%

	Fazal Textile
	9.9%
	8.7%
	5.4%
	5.7%
	7.8%

	Nishat Textile
	18.8%
	16.5%
	16.6%
	14.4%
	18.2%

	Colony Thal
	5.4%
	5.7%
	3.7%
	0.2%
	-10.1%

	Industry Avg
	13.2%
	13.4%
	12.7%
	11.7%
	14.1%

	Table 5.1



The profitability ratios tell that gross profit margin for the industry during FY05 to FY09 is around 11% - 14%. Although profitability before FY05 is much higher than this but in these circumstances the overall performance of the industry is fair enough. 
Nishat Textile is on the top due to huge size in terms of assets and revenue as Nishat Textile is one of the market leaders. But still it was observed that the GPM of Nishat shows decreasing trends from FY06 to FY09. Although in FY09 GMP is slightly higher than FY08 but still it is not equal or above than FY05. Mainly higher prices of raw material and inflation resulted into higher cost of production that lowered the gross profit. Cost of production also includes the cost of energy (electricity & gas) which also affected in last two years. The other cost drivers in production are salaries, repairs and maintenance .Same is the case with Ibrahim and Fazal Textile. Things become even worst in case of Colony Thal. GPM for Colony Thal showed in table 5.1 which observed the decreasing trends through FY06. Colony Thal is a small size company in terms of assets and revenue. So in worst circumstances the survival is at stake for the small size textile companies.
5.2.2 Net Profit Margin

		NPM
	FY05
	FY06
	FY07
	FY08
	FY09

	Ibrahim Textile
	4.0%
	9.0%
	9.0%
	7.0%
	7.0%

	Fazal Textile
	2.5%
	2.4%
	-0.9%
	0.4%
	0.9%

	Nishat Textile
	16.4%
	9.9%
	7.1%
	29.9%
	5.3%

	Colony Thal
	2.2%
	-1.1%
	-2.1%
	-9.2%
	-28.8%

	Industry Avg
	10.0%
	8.6%
	7.4%
	16.9%
	5.9%

	Table 5.2



Net profitability of textile sector has declined consistently, despite the fact that the profit in FY08 was good enough. The reason behind the FY08’s profitability was the performance of giant companies of textile sector which also involved in exporting their products. 
The profitability of Ibrahim textile showed more consistency than others that’s because they also involved in cloths manufacturing which have more sophisticated target market (retail market) than the market of raw cotton or others bi-products of textile. Nishat textile showed great variation in profitability. Despite the fact that Nishat textile has more GPM in FY09 than FY08 but the noticeable thing is that they have very less profitability (Net Profit Margin) in FY09 as NPM stood at 29.9% and 5.3% in FY08 and FY09 respectively. This was mainly because of the increase in 6-months KIBOR by 380 bps which was resulted 50% increase in the cost of debt. Almost same thing affected other companies which were using debt.
According to the table, Fazal and Colony Thal have the lowest profitability. In fact Colony Thal was in deep mess having negative NPM from FY06 to FY09.  
5.2.3 Return on Assets

	ROA
	FY05
	FY06
	FY07
	FY08
	FY09

	Ibrahim Textile
	3.0%
	8.0%
	7.0%
	7.0%
	6.0%

	Fazal Textile
	7.0%
	6.7%
	4.2%
	2.9%
	5.9%

	Nishat Textile
	11.1%
	8.1%
	5.5%
	17.6%
	9.5%

	Colony Thal
	2.9%
	2.6%
	2.4%
	-1.8%
	-1.4%

	Industry Avg
	6.0%
	6.3%
	4.8%
	6.4%
	5.0%

	Table 5.3


	                   
Global Recession has done a great damage in textile sector which is also noticeable in graphs of performance evaluation. Impact of this can be seen in FY07 & FY08, resulted in high cost of production from higher cotton prices and prices of other raw materials, shortage of energy supplies and rising energy costs, Rupee depreciation caused the hike in prices of imported raw material, double digit inflation and lower sales. 
According to the profitability graphs, the trends are same in each graph. Same is the case with ROA which is showing the same variations. The overall industry average is in between 4% to 6%. Apart from the lower ROA of Colony Thal, all other have equal or greater ROA than industry average. 
ROA for Nishat Textiles were more in FY09 due to the reason that they made changes in production planning & thus creating Market Demand. Product diversification has been adopted by Nishat. Nishat's own power generation plants provided a huge competitive edge over others.
The Production went down out in FY09 of Ibrahim Textile due to decrease in market demand. The asset was utilized to 86% as compared to 96% last year. An increase of 2% was due to the rise in expenditure on fuel, insurance, Salaries, wages, staff retirement benefits.

5.2.4 Return on Equity

	ROE
	FY05
	FY06
	FY07
	FY08
	FY09

	Ibrahim Textile
	7.0%
	20.0%
	17.0%
	15.0%
	14.0%

	Fazal Textile
	5.7%
	6.5%
	-2.9%
	1.4%
	3.4%

	Nishat Textile
	14.6%
	7.7%
	4.0%
	22.1%
	6.6%

	Colony Thal
	7.8%
	-7.8%
	-15.3%
	-46.7%
	-101.5%

	Industry Avg
	15.2%
	10.7%
	6.7%
	19.5%
	9.0%

	Table 5.4



High Return on Equity reflects the firm’s acceptance of strong investment opportunities and effective expense management. Earlier Textile industry of Pakistan was a hot cake for local and foreign investors. But in recent years, Textile industry lost its confidence. Table 5.4 is clearly showing the variations in the ROE.   
Being a market leader, Nishat textile is offering the highest ROE in FY08 than the other textile companies. The reason behind is more sales in FY08, making a net Profit of 29.9%, the debt taken by the company in FY08 is considerably higher as compared to other years. But after that due to decrease in profitability Nishat’s ROE dropped to 6.6. 
ROE for Colony Thal is constantly dropping to negative; reason being the loss in Profits from FY06 to FY09.The borrowings of Colony Thal dropped in FY08 & FY09. Ibrahim Textile was more consistent than other company. Ibrahim Textile was at Peak in FY06, however later on dropped due to the decrease in Production reason being the market demand & Domestic recessionary Pressures. The tendency continued in FY08 because of rise in crude oil prices, rupee devaluation against the dollar and dumping prices from Chinese and Korean PSF market.
5.3 Liquidity Analysis
5.3.1 Current Ratio

	C.R
	FY05
	FY06
	FY07
	FY08
	FY09

	Ibrahim Textile
	0.82
	0.79
	0.86
	0.93
	0.79

	Fazal Textile
	1.14
	1.17
	1.03
	1.10
	0.82

	Nishat Textile
	1.24
	1.38
	1.74
	0.73
	0.86

	Colony Thal
	0.61
	0.67
	0.62
	0.67
	0.58

	Industry Avg
	1.04
	1.15
	1.34
	0.83
	0.83

	Table 5.5


In recent years, textile industry faced difficulties while maintaining its cash flows. Global Recession and double digit inflation and also the hike in interest rate made it hard to maintain current assets more importantly cash.  
If we look at the Graph, it can easily be noticed that Nishat is able to maintain good cash Solvency Position for consecutive 3 years. In FY08 its Current assets decreased & Current Liabilities Increased. Fazal on the other hand tried to maintain its CA & CL equal on both Hands. The rest of them have their CL more as compared to the CA, but not at stake. There’s only a minor difference which can be covered. Industry average remains consistent in last 5 years, stood around 0.83 to 1.34.
5.4 Performance Management Analysis
	5.4.1 Inventory Turnover (Days)

	Inv Turnover
	FY05
	FY06
	FY07
	FY08
	FY09

	Ibrahim Textile
	109
	55
	66
	39
	66

	Fazal Textile
	170
	95
	56
	95
	70

	Nishat Textile
	114
	80
	79
	91
	77

	Colony Thal
	52
	37
	42
	51
	156

	Industry Avg
	111
	67
	61
	69
	67

	Table 5.6



The inventory turnover ratio is a ratio showing how many times a company's inventory is sold and replaced over a period. A low turnover implies poor sales and, therefore, excess inventory. A high ratio implies either strong sales or ineffective buying. If the ratios are observed clearly it will be noticed that the ratio values are between 110 and 60. There is a decreasing trend being observed. 
If a closer look is given to the table one would note that the ratios are going on the worse side. The companies are now taking more time to sell their inventory which is mainly cloth. During the FY05 things were going well but as recession set in the inventory turnover reduced. During this recession period the prices of raw material went up. As a result the price of cloth went up. The income of the people got reduced and they focused on the necessary items rather than cloth. This is also a major reason why their turnover reduced.
The companies that suffered the most are Ibrahim textile and Fazal textile. The performance of Nishat textile mill seems fairly stable. This could be due to the fact that it is the largest and most respected of them all. If we look at the ratios we will come to the observation that the smallest of them all colony thal is doing well. This is true in case of inventory turnover. The reason can be that they are offering discounts. Colony thal is however facing heavy losses.




5.4.2 Day sales outstanding (DSO)

	DSO
	FY05
	FY06
	FY07
	FY08
	FY09

	Ibrahim Textile
	5
	3
	3
	2
	3

	Fazal Textile
	52
	117
	104
	126
	26

	Nishat Textile
	28
	23
	18
	26
	20

	Colony Thal
	21
	7
	9
	22
	62

	Industry Avg
	26
	37
	33
	44
	17

	Table 5.7



The Day of sales outstanding is a ratio that shows the amount of days it takes the company to retrieve the money after the sale has been made. If the ratio is on the lower side it would mean that the company takes fewer days to collect its account receivable. A high ratio on the other hand shows that the credit lending period of the company is long. Meaning to say that, the company takes more time in retrieving its money.
In the table the average of DSO is between 25 to 44 days. In the FY05 the industry average was 26 days. The industry average in the next 3 years shows an increasing trend. The DOS of the FY09 is the lowest.  
The values for individual companies have been varying from year to year. The figures of Ibrahim textile are very impressive. They take very little time in collecting their money. There figures are very stable. Fazal textile is taking a long time to get its money back. They have realized this and are trying to improve their performance. This can be seen by the fact that in the FY09, they have reduced their DSO by a great deal. Nishat textile is the most stable of them all. Here again the DSO is fairly stable. The performance of colony thal is on the decline the DSO is on the increase.
5.4.3 Operating cycle

	Operating cycle
	FY05
	FY06
	FY07
	FY08
	FY09

	Ibrahim Textile
	114
	58
	69
	42
	68

	Fazal Textile
	222
	212
	160
	221
	97

	Nishat Textile
	111
	77
	73
	90
	72

	Colony Thal
	(6)
	9
	(6)
	10
	49

	Industry Avg
	110
	89
	74
	91
	62

	Table 5.8



The operating cycle expresses management performance and efficiency. The operating cycle shows how well the company is managing critical operations. The operating cycle is expressed in terms of days. Operating cycle sees how long the inventories are outstanding, the days of sales outstanding and payables outstanding. The inventories outstanding days are summed up with Days Sale Outstanding and subtracted with payables outstanding. This means that the company operations are performing well.
According to the table the industry average of the operating cycle has been fairly variable over the years. The average is between 110 to 60 days. The operating cycle of FY05 and FY08 has been the highest. However in FY06, FY07 and FY09 the decreasing trend is observed.
The operating cycle of Ibrahim textile is the lowest, which shows that their operation department is more efficient. If we refer to the previous table it would show that Ibrahim textile had the lowest Days Sales Outstanding. The operating cycle of Fazal textile is the worst. The main reason for this is that they have Days Sales Outstanding in excess of a 100. This is the main reason for their operating cycle being in excess of 200. Nishat Textile again has steady figures. These figures are also showing declining trend which is good. The figures of Colony thal are good but as one can see instead of a declining trend they are showing an increasing trend.





5.4.4 Sales/Equity

	Sales/Equity
	FY05
	FY06
	FY07
	FY08
	FY09

	Ibrahim Textile
	1.7
	2.3
	1.8
	2.0
	1.9

	Fazal Textile
	2.3
	2.7
	3.2
	3.4
	3.8

	Nishat Textile
	0.9
	0.8
	0.6
	0.7
	1.2

	Colony Thal
	3.6
	7.1
	7.2
	5.1
	3.5

	Industry Avg
	2.1
	3.2
	3.2
	2.8
	2.8

	Table 5.9



This ratio shows the company’s ability to generate profit from the money that share holders have invested.  So it can be said higher the sales to equity ratio the better.  This is because it would mean that the sales are more as compared to the equity.
According to the table we can see that the industry average is between 2 to 3. There is not much variation in the sales to equity ratio. One thing that can be noted is that the average is showing an increasing trend. This is a good sign for the industry.
If we look at the figures of Ibrahim textile one will come to note that they have fairly stable figures. Their sales to equity ratio is showing steady yet slight increasing trend. Fazal textile is showing significant increase in their sales equity ratio. Nishat Textile has shown somewhat declining trend but in the FY09 it has shown significant increase. One of the reasons why its ratio is relatively low is that it is the largest company of them all. Colony thal has shown great increase in the ratio. Their ratio in the FY09 is relatively low.
5.5 Debt Management Analysis
5.5.1 Debt/Assets

	Debt to Asset
	FY05
	FY06
	FY07
	FY08
	FY09

	Ibrahim Textile
	0.95
	0.59
	0.56
	0.55
	0.55

	Fazal Textile
	0.58
	0.60
	0.61
	0.78
	0.74

	Nishat Textile
	0.42
	0.32
	0.24
	0.34
	0.39

	Colony Thal
	0.74
	0.76
	0.79
	0.84
	0.93

	Industry Avg
	0.52
	0.43
	0.36
	0.44
	0.48

	Table 5.10



The Debt to asset ratio shows the portion of the company asset financed through debt. If the ratio is less than one this means that the company is mostly financed through equity. If the outcome is greater than one it means that the company is mostly financed with debt. If the value is more than one it can be said that the company is highly leveraged.

If one sees the industry average over the years, one will come to notice that the figures are fairly stable. The figures are in between 0.5 to 0.4.

The values of Ibrahim textile are fairly stable, although a very slight decreasing trend can be seen. This is a good sign for a company. It shows that the company is paying off its debts. Fazal textile on the other hand is showing an increasing trend. This means that the company is taking on loans to carry on its operations or it is selling its assets. One of the reasons can also be that the company is not able to sell its products quickly so that is why the debt is seen to compile. Nishat textile is showing steady progress. Colony thal is showing an increasing trend. This means it is either taking on loans or losing it assets. This is not a good sign for the company.
5.5.2 Debt/Equity (Times)

	Debt/Equity
	FY05
	FY06
	FY07
	FY08
	FY09

	Ibrahim Textile
	2.03
	1.46
	1.27
	1.23
	1.23

	Fazal Textile
	1.38
	1.51
	1.57
	3.62
	2.92

	Nishat Textile
	0.71
	0.48
	0.31
	0.52
	0.63

	Colony Thal
	2.89
	3.10
	3.82
	5.40
	12.35

	Industry Avg
	1.07
	0.77
	0.56
	0.79
	0.92

	Table 5.11



Lower the Debt to equity ratio, higher is the financing provided by Shareholders so lower the financial risk. Nishat followed this in last five years. Although table 5.11 witnessed about the variation but they managed to keep these below 1 throughout last five years aiming to reduce financial risk in recessionary period. On the other hand, Colony Thal remains poorly managed firm in every aspect having its debt to equity ratio 2.89 to 5.40 in FY05 till FY08. Things became even worst in FY09 when they used more funds through debt financing and which increased their financial risk. Ibrahim and Fazal textile were just above than the industry average showing some slight variations in it.
5.5.3 Times Interest Earned


	TIE
	FY05
	FY06
	FY07
	FY08
	FY09

	Ibrahim Textile
	1.30
	1.71
	1.31
	1.94
	1.27

	Fazal Textile
	2.89
	1.69
	1.02
	1.40
	1.40

	Nishat Textile
	5.99
	3.33
	2.66
	7.44
	2.08

	Colony Thal
	1.42
	0.67
	0.47
	(0.36)
	(0.23)

	Industry Avg
	2.78
	2.38
	1.88
	4.62
	1.67

	Table 5.12



Times interest earned ratio describes that how many times a firm can meets its interest expense. According to this, a lower (less than one) TIE indicates that company has less earnings to meet its interest expense which will ultimately increase its risk and also interest rates. On the other hand, a higher TIE represents that company is able to pay its interest.
Again Nishat is at the top despite some variations. Overall their performance is good but when we compare with its own past performance, the TIE ratio has consistently decreasing in FY06 & FY07. Due to massive earning in FY08, TIE stood at 7.44 but in FY09 it went down enormously recoding the five year’s lowest.  Ibrahim and Fazal textile remain consistent and somewhat nearer to the industry average. Industry average varies from 1.67 to 4.62. Colony Thal showed drastic performance as it does in other ratios.
	




5.6 Earnings per Share
 
	EPS
	FY05
	FY06
	FY07
	FY08
	FY09

	Ibrahim Textile
	1.40
	4.80
	4.90
	5.10
	5.23

	Fazal Textile
	6.61
	7.86
	(3.31)
	1.62
	4.09

	Nishat Textile
	12.86
	10.22
	7.58
	36.86
	6.81

	Colony Thal
	3.16
	(2.18)
	(2.98)
	(6.18)
	(6.23)

	Industry Avg
	6.01
	5.18
	1.55
	9.35
	2.68

	Table 5.13



As it was discussed earlier that textile industry is going through its worst period. Profit went down, production cost continuously rising due to many things and sales also went down due to recession. Effect of all these scenarios can be seen clearly in EPS table. Apart from Nishat’s EPS in FY08 which is 36.86, rest of the table is showing the lowest earnings of the textile.
Since FY05, performance and profitability of textile sector is consistently going down. Ibrahim Textile was remained consistent because of the slight change in its nature of business as it is also involved in producing cloths. Apart from Ibrahim, other companies showed decreasing trends. Huge variations were observed in Nishat Textile. It was consistently decreasing in FY06 and FY07, then increased by enormous figure in FY08 stood at 36.86 due to sales and deferred taxation, which went down in FY09 at 6.81 due to fewer profit margins. Overall EPS of the industry is showing great variations since FY05. It went up in FY08 due to performance of top line companies but other than FY08 a decreasing trend was observed.
5.6.1 Dividend per Share (DPS)
	DPS
	FY05
	FY06
	FY07
	FY08
	FY09

	Ibrahim Textile
	-
	-
	-
	1.50
	-

	Fazal Textile
	1.65
	2.36
	-
	-
	-

	Nishat Textile
	3.22
	1.53
	1.90
	9.22
	1.36

	Colony Thal
	0.95
	-
	-
	-
	-

	Table 5.14



There are no such specific standards for the dividend. Basically dividend policy varies from company to company. Same is case with textile industry. Colony Thal Registered net losses in last four years so they were not able to declare dividend. But Ibrahim Textile, have been profitable in last five years did not declare dividend in four out of five years. So it has its own dividend policy. Almost same is the case with Fazal textile. But Nishat has its own policy; they almost declare 15-25% of EPS as dividend.





Chapter 6
Outlook of Textile Sector in Pakistan

Key issues are described earlier and the project requires indentifying, explaining and analysing those issues with respect to the textile industry of Pakistan. These are the main reasons for the crisis of the textile industry of Pakistan. Outlook of textile industry cannot be completed without considering these issues.  

The outlook of textile industry comprises with following key issues,

· Global Recession
· WTO Policies
· Government Policies & Regulatory System 
· Export Performance
· Cost of Production
· Energy (Water, Electricity & Gas) 
· Investment Structure & FDI (Foreign Direct Investment)
· Technology and R&D 



6.1 Global Recession
In simple words, recession is that period of time which reduced the economic activity of a country and global recession relates with the worldwide decrease in economic activity. According to International Monetary Fund (IMF), the definition of global recession is when the global growth is less than 3%. 
On 8th of October 2008, IMF released its World Economic Outlook and according to the World Economic Outlook the world is going through its worst economic period and that was its experience it’s all time low. 
Pakistan ranked 26th in largest economies in the world and ranked 47th in terms of the dollar. Pakistan has very diverse economy which mainly based on agriculture and textile.
There are several reasons behind this global recession or we can say it credit crunch. This stars from USA and it affected a lot to Wall Street big giants as some companies filed for bankruptcy. This is another issue but the reason behind this to mention this credit crunch is that as USA consumed 25% of the total products that made throughout in the world so if that’s huge economy faces downfall that will result the decrease in the demand for the products. Imports for USA count record decrease, many of the international suppliers faced cancellation of shipments. This is the short but brief scenario of how global recession was being started. 
This is one of the main reasons which textile industry faced in recent time and one of the main issues which hurt the growth of textile sector. Obviously global recession left his impact on Pakistan’s Textile industry as well. USA is a major trading partner of Pakistan and major portion of textile products are being export to USA. Eventually Pakistan’s textile industry beard cancellation of many orders which hurt exports a lot.   
This caused high inflationary period in Pakistan, which was enormously increased 25% in 2008 as compared to 7.9% in 2008. Cost of production crossed all the previous records and that result the decrease in demand for textile products in foreign as well as in local market so similarly create a big gap in production and then in economy. 
In addition, already Pakistan’s have had a negative balance of trade so this scenario made it even worst because exports were decreased and on the other hand due to some more factors imports were increased. The gap was becoming more and more. Government of Pakistan hasn’t sufficient sources of income and with existing sources they are not generating much income which is required to write off the balance of trade.
For the time being, the situation seems under some control in 2010 but this is not due to utilizing our own resources but it is because of the International Monitory fund’s (IMF’s) loan and that loan will have to cost a lot in coming few years but at present the situation seems quite better which is a fake potion of Pakistan’s economy. The real picture of Pakistan’s economy is without the IMF’s loan and US aid which is unpleasantly is not good.    
Moreover, this result the disturbance at Pakistan’s main stock exchange, the Karachi Stock Exchange, became stagnant for the first time and then declined drastically and on top of that Pakistan’s GDP dropped to 4.9%. More than 100 textile related companies are registered at Karachi Stock Exchange (KSE). KSE 100 index was at its all time high and crossed 14,000 but that drastically down at 6,000. Although at present it is around 9,000 to 10,000 but that affected the growth of textile sector a lot.  
6.2 Role of WTO in Pakistan’s Textile Industry
The World Trade Organization (WTO) is the only global international organization dealing with the rules of trade between different nations. According to the Director General of WTO, “WTO is the international organization whose primary purpose is to open trade for the benefit of all that can get benefited”. The basic purpose of WTO is to develop set of common rules and regulations for all member countries which facilitates the trade.
Pakistan is one of the founder Members of the WTO since 1995 because it is following an export based growth strategy. WTO ensures the access of new markets in order to get benefited from them and maintain the current markets as well. Pakistan’s exports are dependent on WTO to lower the tariff and non tariff barriers on the basis of Most Favored Nation (MFN).  
The overall demand for textile products in the world is around US $ 18 trillion. China is the leading exporter of textile products along with Hong Kong, Korea, Taiwan, Pakistan and India. Pakistan has appeared as one of the major textile exporter in the world. Pakistan has a share of about 30 percent in world yarn trade and 8 percent in cotton fabric.
Because of WTO, Government is not in the position to intervene in terms of discouraging the export of yarn, cotton or fabrics. Also Government cannot provide the subsidies to any sub-sector of textile industry of Pakistan. As the quota system is removed so this caused the increase in demand for yarn and cotton which decrease the availability of raw cotton and yarn in local market. Textile exporters of Pakistan are exporting more products because they get more benefit in exports rather than supply in the local market. Ultimately this created the big gap between the local demand and supply and caused the hike in the prices.
To avoid certain policies of WTO and to save country’s own textile industry , many developed countries established new forms of barriers like anti-dumping duties, social, child labor, and security issues. Pakistan’s textile industry has suffered a lot because of these barriers. Many of the countries have also cancelled the supplies order from Pakistan. And now to retain the market share it is very tough for textile industry of Pakistan to achieve the desired level of this social compliance.      
United States and European Union already demanded the better market access for their own textile industry forcing the implementation of WTO policies, agreements related to tariffs, logical property rights. Pakistan textile industry was not prepared for the WTO as it damaged a lot. 
6.3 Government Policies & Regulatory System
Government has certain policies, regulatory system, and monitory policy for the betterment of the economic system. Similarly Government of Pakistan has established set of policies, rules and regulation for textile sector as well. These polices are related to the taxes, import & export duties and subsidies. These policies have direct impact on the textile sector.
6.3.1 Finance Bill 2009-10
According to All Pakistan Textile Mills Association (APTMA), the terms of finance bill 2009-10 are not beneficial for the textile industry.  Finance bill has some provisions which are not supportive at all. Like reinforcement of 0.5% minimum tax on domestic sales, import of textile beard 1.0% withholding tax, 16% Federal Excise Duty on banking and insurance services besides withdrawal of exemption of 16% sales tax and 4% withholding tax on machinery and parts in the Finance Bill 2009-10. These provisions are hurdle in the growth of textile sector.  
Already textile industry is going through a worst period and at this point of time the reinforcement of minimum tax on local sale will create unavoidable liquidity problem and this issue already reached to the alarming stage. Textile industry at present, facing so many issues, negative generation of fund has been observed. This is because of the high interest rates or unaffordable bank’s markup rate. To overcome this issue, companies need to produce more as to achieve the economies of scale but due to energy crisis it is not possible for them to achieve this. 
Chairman APTMA Mr. Tariq Mehmood, referred to the speech of Syed yousaf Raza Gilani the Prime Minister of Pakistan at the opening of infrastructure development of Pakistan’s Textile city in Port Qasim Industrial Area, where Prime Minister gave a lot of appreciation to textile industry because of its contribution in economic development of Pakistan. Chairman APTMA said the finance bill 2009-10 is a total negation of the acknowledgement of the role of textile industry on the part of the Prime Minister. 
6.3.2 Monetary Policy
Tight monetary policy creates the tough environment for business. This continuity of polices caused the increase in cost of production for textile companies. This will also caused the increase in interest rate and eventually that increase the cost of funds. Withholding tax and Value Added tax (VAT) made the policies even tighter. Profit margins become even less because of extra layer of taxes. Some other taxes were also imposed like 4% withholding tax on machinery and parts. This has affected the growth of textile industry. The record increase in markup made in even worst as it was one of the reasons that caused the defaults in loans availed by the textile companies. Hence, the volume for non-performing loans has been increased for banks.  
6.4 Textile Exports
Textile industry of Pakistan missed the annual target for textile exports for the second consecutive year. The targeted exports for textile sector were US $ 12 billion. 80% of the target was achieved and the remaining 20% was missed due to low production because of high cost of production and shortage in energy supply. Textile regulatory authority predicted 15% growth in textile sector having exports target of US $ 12 billion in FY 09 against US $ 10.35 billion in FY 08. 
FY 09 was the worst year for textile as the industry not only failed to achieve its export target but also recorded the 6% decline in the total exports of textile (based on receipts) as compared to the FY 08. As per the State Bank of Pakistan (SBP) country total exports stood at US $ 9.774 billion at the end of FY 09 as compared to the exports of FY 08 which were US $ 10.35. That caused total decrease in exports which were US $ 579.63 million in FY 09. The State Bank of Pakistan also described the detailed figures for textile exports. In which 9 out of 12 sub-sectors, of textile sector recorded negative growth while only three of them (Bed wear, Raw cotton and towel) have recorded positive growth.
 
In FY 09, the total textile exports were decline by US $ 2.2 billion or in percentage it was 20% decline in textile exports. Textile industry failed to achieve the export target because of the decrease in global demand due to recession and due to other several factors that hit the domestic textile products demand.
"Yes, the country has fallen short of textile export target by over 2 billion dollars due to the global meltdown and several barriers faced by textile industry on the domestic front," said Mirza Ikhtiar Baig, Prime Minister's Advisor on Textile. He also said that, energy crisis, high cost of production, poor industrial infrastructure and decrease in external demand have done some serious damages to the textile industry of Pakistan. 
     [image: C:\Documents and Settings\Ammar\My Documents\My Pictures\untitled.JPG]
He told that the current fiscal year will be in betterment for textile industry as Government is working on some these lacking areas. Basically Government is trying to remove the tariff barriers and to explore new market by try to established new relationships with countries.

According to Textile Company’s owners, the continuous increase in the prices of raw material and other resources causing the high cost of production cause the domestic industry uncompetitive as compared to the international markets. As the world’s largest importers shifted their orders to other regional competitors. Also our textile exports are very costly in the region because of the high cost of gas, power and other utilities. In other countries, special incentives have been given to textile industry to make them more competitive in international market, like India and Bangladesh are more competitive in cost so they can charge fewer prices which make them price competitive.

6.5 Energy crisis
Energy crisis is one of the main reasons of the downturn not only in overall economy but also in the textile sector as well. Various types of energy is being utilize in production of textile goods like water (production of cotton), electricity, gas etc and the shortfall in energy reduced the production. 
6.5.1 Electricity Shortfall
Shortfall of electricity caused the decrease of capacity textile production for various sub-sectors by almost 30%. That hurt them a lot because they did not meet the timely requirement of their customers in local and international market. Because of this, other textile exporter countries get benefit of this situation in Pakistan’s textile industry. And local export beard huge losses in this context. Textile companies in Pakistan and all their associations expressed serious concerns on these losses due the electricity shortfall. This was not end here, textile companies also suffered because of unplanned and spontaneous rise in electricity tariff.  Already they were facing the worst load shedding and the rise in tariff made the business situation for textile even worst.     
A joint meeting was held at APTMA (All Pakistan Textile Mills Association) house between all members of textile industry and some other related association to elaborate the worst situation of electricity crisis and then established a strategy to resolve this issue. So a joint working group was came into being that will investigate the matter and then will design to achieve the following results, rationalization and reduction of electricity tariff and instant release from electricity shortfall for the textile sector. 
Electricity shortfall caused the enormous decrease in the textile production and that impacted our exports of textile. Also the tariff hike made the situation even worst because the cost of production were rise and that hurt the competitiveness of Pakistan’s Textile Industry in international market. The other sources of power generation like generators are even more costly as first to bear the installation cost, its maintenance cost and the most important fuel cost for running the generators made it much costly.
6.5.2 Water & Gas Shortage
Cotton is the main source and raw material for textile products. It is also one of the sub-sectors of textile exports means cotton in raw form is also being exported as well. Pakistan’s economy is based on agriculture and textile industry. Also textile industry is directly associated with agriculture sector. Production of raw cotton (agricultural form of cotton) requires water and unfortunately Pakistan agriculture is suffering due to water shortage in past recent year. Production of raw cotton was decreased due to this and now formers are most interested in other crops.
Low production of raw cotton in Pakistan forced local buyer to import raw cotton from other countries because of less availability of raw cotton in domestic market. Obviously the imported cotton is much expensive then domestic cotton and also local buyer tend to pay import duties and shipment cost which increased the end price of raw cotton. This has increased the cost of production for textile manufacturers.
Natural gas is another alternative which used widely to meet the energy requirement in textile sector and in other industries. In recent years, Punjab and KPK (Khaybar Pakhtoon Khaw) faced gas load shedding irrespective of the increase in over all temperature. Pak-Iran gas pipeline agreement has yet to be achieved so country is also facing the gas shortfall. According to All Pakistan Textile Mills Association, 60 to 70 percent companies of textile had been affected because of the energy crisis and they had lost their export order in this regards as well because they weren’t able to meet the required production for their customers/ importers.                         
Also the textile companies beard 45 days of gas disruption within short span of four months and this caused the enormous production losses. According to APTMA sources, “textile industry of Punjab has a share of over 60 percent in textile and due to only energy crisis and supply disruption the industry beard around PKR 1 billion per day in Punjab”. APTMA also expressed that there was a time when industry was ready to meet the export requirement and industry play a significant role in the country’s GDP but now industry itself in a deep trouble because the policy makers were failed to take careful steps in the betterment of textile industry.          
6.6 Cost of production
There are several reasons behind the hike in the cost of production for textile industry, starting from the high interest rates which made the business environment even worst and then the high inflation of we can say the double-digit inflation which hurt the purchasing power parity and ending at the point which relates with the alarming situation of rupee dollar parity and the devaluation of rupee with other currencies. 
Increase in interest rate make business environment more difficult and it is the hurdle in the expansion and growth of the companies as the cost of funds become more than previous. So hike in interest rates prevent the textile companies to open new manufacturing units and increase the production to achieve the economies of scale. In recent years, there was the continuous decrease in the value of rupee which caused the high cost of imported raw material and machinery for textile units. 
Also the price of raw cotton and other raw material were increased and this rapid increase in cost affected the textile industry a lot. This hike in prices was due to the hike in inflation, increase in inflation and instable business environment in Pakistan.
6.7 Investment Structure & FDI (Foreign Direct Investment)
Low productivity at high cost is the main issue in textile sector. To remove this issue, textile industry need modern equipments and has to adopt the latest techniques to overcome this. To meet this requirement and to stay competitive, a lot of investment is required through local and foreign channel. According to Federal Bureau of Statistics, Pakistan’s textile industry needs PKR 1,400 billion of investment till 2010 in order to meet the Government target for exports. 	  
Unfortunately Pakistan’s economy is going through a worst period, lack of new foreign direct investment (FDI) was observed in recent years. This was happened due to much reason. Political instability caused the rapid decrease in FDI as the internal environment is very badly structured. Inflation is the other biggest problem which leads to the depreciation in Rupee against dollar and with other currencies. Also it increases the cost of production as the raw material prices become high. The low production is also caused the downsizing in companies which increase the un-employment ratio in the country. Graphical representation of inflation and unemployment is given below which consist the data from year 2005 to onwards.
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Unfortunately Pakistan lost much more in war against terrorism. Economy was badly affected because of this war. The security issues are most important for a foreign invest either it is about investor’s personal security or the security of his investment. This has drastically decreased the foreign direct investment in Pakistan. It has affected all the industries but especially it hits the textile sectors of Pakistan. 
6.8 Technology and R&D 
Another issue which textile industry facing is the lack of technology which emphasis on modernize machinery or equipments and the lack of investment for research and development. Use of latest technology ensures the low probability of production errors in assembly line. This reduced the number of defected units in assembly line and eventually this will help to reduce the overall cost for production. The adaptability of acquiring modern equipments is very low in textile sector of Pakistan. Old techniques and equipments are still being used in textile SME’s which tend to increase in the production cost and also increase the probability of having more defected units. Due to this the production cost in Pakistan is slightly higher than other textile exporters of the world.
Due to lack of research and development in textile sector of Pakistan, companies are not able to invent the new ways for production and the formers are unable to increase the productivity of raw cotton. More formers are shifting towards other cash crops like wheat and sugar cane. Proper budget is required for the research and development to overcome this issue.
Chapter 7
Conclusion & Recommendation
Pakistan as a country is going through a most terrible period in these days. Every single industry of Pakistan is facing huge crisis. Similarly the position of textile industry is not good as well. Textile industry of Pakistan has lost its international market share. Export contribution was already decreased by enormous figures. The economist already described that textile sector was facing the difficult time phase due to the energy shortfall in the country and that issue required the serious corrective actions in this regards. United States already cancelled 50% orders related to the textile product similar is the case with European Union. As these two trading blocks are the main trading partner and major textile importer of Pakistan so the cancellation of that much orders made the situation even worst. There is a need to explore new markets for export as this will help to regain the export orders. 
Textile industry is suffering through various problems like energy crisis, hike in electricity tariffs, high cost of production due to double digit inflation, global economic crisis, weak textile policies, taxation etc. These problems are the barriers to the growth of textile sector in Pakistan.   
There is a need of taking correct action to resolve the problems of textile industry because textile industry is the backbone of Pakistan’s economy. Textile industry also has a great contribution in exports and GDP. Government of Pakistan should establish Textile Strategy to overcome the problems and to promote the textile sector. Government has to consult all association related to textile and chamber of commerce before making the strategy.
Textile policy must include every aspect which has the direct or indirect impact on textile. Regarding basic infrastructure, availability of raw material at low prices, low interest rate to facilitate the industry, removal of textile duties, more effective GST (General Sales Tax) system and subsidies for some sub-sectors. Government also received some recommendation regarding the import duties of imported machinery, tariff reduction, exports duties and instant energy supplies to industry. 
Government would have to ensure the energy supplies to the industries as it is the key source which is being utilized in production. They have to ensure the availability of electricity at cheaper rate by reducing the new tariff of electricity. Also Government got suggestions regarding the amendment in textile policy which include the duty free market access of European Union and United States. As a result textile industry of Pakistan observed negative growth of 9.27 percent in the current fiscal year.  
There is a big gap between the country’s own financial resources and the growth of textile industry. Foreign direct investment is the best way to generate the financial resources rather than getting more loans from International monetary funds (IMF). To attract foreign investors and to gain the foreign investment, first there is need to build a positive image of Pakistan. A campaign from Ministry of commerce regarding the image building of Pakistan in front of foreign investors as a quality producer and exporter of textile products should launched. Interest rate should low down to make sure the availability of funds at cheaper rate.
There is need for concentric integration for textile sector. Mainly textile exports include raw cotton, yarn and fabrics. Value addition will bring growth in this sector. Integration in other sub-sectors like garments, hosiery etc is required. That will increase the exports as well as the profitability of textile sector of Pakistan.
Technological changes caused the low cost of production so the up gradation in technology will minimize the cost of defected pieces and ultimately it will bring down the cost of production. Technology is also required because it is used to manufacture the production according to the requirements of different segments of the markets. Also there is need for training for human resource of the textile companies that they will become able to operate the new technology effectively.  
There is also need of improvement in the production of raw cotton and man made fabrics. As there has a great demand for these products in international markets and on the other hand raw cotton is the basic raw material for textile products. Those formers who had been shifted in the production of other crops must return to the cotton production by giving them the incentives. Research and development will increase the crops productivity for them as well. Also R & D is important because it ensure the international quality standards and help to meet those requirements. To remain competitive quality standards must achieved through R&D.
Due to bad circumstances Government took back the subsidy from textile but now the textile sector needs financial assistance. Government has to take back the decision of removing the subsidy on textile. Negative growth has been recorded in textile sector, so Government should give financial support to the weak sub-sectors for the survival of small companies. Controversial withholding tax on import of raw material and machinery will have to remove immediately. This will enable them to produce 3 million cotton bales annually in order to meet the international demand. Also 16 percent FED (Federal Excise Duty) on banks and insurance companies results in the high cost of loans for textile and other industry and that FED play destructive role in the growth of textile which is already suffering from different problems. Government has to withdrawn these taxes to regain the pace for growth.   
Last but not least, Government must make sure that the will take back the decision of increase in electricity tariff which caused the increase in cost of production. Also Government must overcome the energy crisis to make sure the availability of energy of textile industry.  
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Gross Profit Margin
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Ibrahim Textile	FY 05	FY 06	FY 07	FY 08	FY 09	7.0000000000000021E-2	0.2	0.17	0.15000000000000016	0.14000000000000001	Fazal Textile	5.7363109804009701E-2	6.5187078159064035E-2	-2.8822044546617308E-2	1.3945451615950078E-2	3.4140442415348658E-2	Nishat Textile	0.14581738066676619	7.734152933471497E-2	4.0154226751462956E-2	0.22110718414982294	6.5594965786924031E-2	Colony Thal	7.7576092880749833E-2	-7.7521283653046724E-2	-0.15336988693058159	-0.46662107500153716	-1.0153143547405898	Industry Average	0.15195486022905538	0.10700326859669061	6.7063949332665324E-2	0.19520630359670157	9.0198218167832633E-2	Current Ratio
Ibrahim Textile	FY 05	FY 06	FY 07	FY 08	FY 09	0.82000000000000062	0.79	0.86000000000000065	0.93	0.79	Fazal Textile	1.1435335366500063	1.1708750138734081	1.0332997070540542	1.0987814080373712	0.81552668464218769	Nishat Textile	1.2387661108084278	1.383874967329799	1.7398925375975258	0.73157733007486525	1.7398925375975258	Colony Thal	0.60995940310022223	0.66975898049572613	0.62006509969212864	0.66610381193679979	0.66610381193679979	Industry Average	1.0445435379939185	1.1516312025872266	1.3404037858411304	0.82656635823006519	0.83173486990428502	Inventory Turnover(Days)
Ibrahim Textile	FY 05	FY 06	FY 07	FY 08	FY 09	109	55	66	39	66	Fazal Textile	170	95	56	95	70	Nishat Textile	114.45658753485347	80.002074936215578	79.095155202691188	90.568634939752869	79.095155202691188	Colony Thal	52.349855301590075	37.037295875035255	41.53361677149644	51.296086588124361	51.296086588124361	Industry Average	111.45161070911107	66.759842702812648	60.657192993546929	68.966180381969323	66.597810447703893	Day Sales Outstanding
Ibrahim Textile	FY 05	FY 06	FY 07	FY 08	FY 09	5	3	3	2	3	Fazal Textile	52	117	104	126	26	Nishat Textile	28.153502135893653	22.830266599534468	17.668798171754986	25.845500547121294	17.668798171754986	Colony Thal	20.534430313492123	6.6864349324710375	8.8616096247155554	21.97030219666512	21.97030219666512	Industry Average	26.42198311234646	37.379175383001382	33.3826019491176	43.953950685946545	17.15977509210504	Operating cycle (Days)
Ibrahim Textile	FY 05	FY 06	FY 07	FY 08	FY 09	114	58	69	42	68	Fazal Textile	222	212	160	221	97	Nishat Textile	110.52486554463358	77.2471197525836	73.171316299442182	90.420516916715499	73.171316299442182	Colony Thal	-5.6564893580696998	8.9961300395252621	-5.869026290185225	9.7533536378987904	9.7533536378987904	Industry Average	110.21709404664099	89.060812448027207	74.075572502314088	90.793467638653553	61.981167484335174	Sales/Equity
Ibrahim Textile	FY 05	FY 06	FY 07	FY 08	FY 09	1.71	2.2999999999999998	1.79	2.0099999999999998	1.86	Fazal Textile	2.2999999999999998	2.72	3.19	3.3899999999999997	3.8299999999999987	Nishat Textile	0.88821870553393456	0.77761651927072861	0.56956140085077867	0.73945916646000165	0.56956140085077867	Colony Thal	3.56033366904233	7.0611587570727661	7.1834649522060365	5.0809170923086624	5.0809170923086624	Industry Average	2.1146380936440621	3.2146938190858734	3.1832565882642054	2.8050940646921658	2.8351196232898559	Debt/Asset
Ibrahim Textile	FY 05	FY 06	FY 07	FY 08	FY 09	0.95000000000000062	0.59	0.56000000000000005	0.55000000000000004	0.55000000000000004	Fazal Textile	0.58061387816589771	0.60079109758368687	0.61085728287270591	0.78371697803156759	0.74487309173073502	Nishat Textile	0.41571555136369387	0.32287153994284651	0.23803701565240062	0.34225786646166778	0.23803701565240062	Colony Thal	0.74312476172317843	0.7560713390071101	0.7923941583732157	0.84364880116469243	0.84364880116469243	Industry Average	0.51693721902671053	0.43349626171093064	0.35946471971257826	0.44078435110273356	0.4787144978646713	Debt/Equity (Times)
Ibrahim Textile	FY 05	FY 06	FY 07	FY 08	FY 09	2.0299999999999998	1.46	1.27	1.23	1.23	Fazal Textile	1.3844375098219706	1.5053617541610909	1.5697512917166732	3.6235714246028881	2.9196179140170653	Nishat Textile	0.71149514989480811	0.47682464848042688	0.31239971040878078	0.52035265647418283	0.31239971040878078	Colony Thal	2.892940427844382	3.0995592560939182	3.8168201441928185	5.3958575786383358	12.35322332731235	Industry Average	1.0701242972707803	0.76521866116881432	0.56119425545346713	0.78821891335109995	0.9183345707941688	Times Interest Earned
Ibrahim Textile	FY 05	FY 06	FY 07	FY 08	FY 09	1.3	1.71	1.31	1.9400000000000004	1.27	Fazal Textile	2.8877725988359466	1.6947253311012411	1.0162292046901873	1.3962261418599937	1.3991011347552955	Nishat Textile	5.9874269063223577	3.3294572308735533	2.6553919540271984	7.4365495636513606	2.6553919540271984	Colony Thal	1.4169677399039333	0.66801258960082566	0.47453359060804368	-0.36405624967660027	-0.23449871793526678	Industry Average	2.7839727824238696	2.3845318326017866	1.883745112905846	4.6207016529007081	1.6706694226216174	Earning per share
Ibrahim Textile	FY 05	FY 06	FY 07	FY 08	FY 09	1.4	4.8	4.9000000000000004	5.0999999999999996	5.23	Fazal Textile	6.6099999999999985	7.8599999999999985	-3.3099999999999992	1.62	4.09	Nishat Textile	12.860000000000003	10.220000000000001	7.58	36.86	7.58	Colony Thal	3.16	-2.1778034200471588	-2.98	-6.18	-6.18	Industry Average	6.0074999999999985	5.1755491449882109	1.5474999999999994	9.3500000000000032	2.6799999999999997	80 | Page
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