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Abstract

. , ine capital
One of the major problems that Jace Tanzanian organizations is how to establish working cap!
requirements and how to effectively manage

the available working capital in those org"”"fam;',;:e'
This Article presents the results of a study carried out in one such organization in Tanzania. .
study explored the causes and implications of wor king capital problems and lessons that othe!
organizations in the country can dray from it

INTRODUCTION

; : o lished
The drawing up of a financial Plantoensurethat ()  Most of these entities were estab

there will be adequate funds not only for without adequate equity capital base.
completing the project but also for Operating it is

an integral part of project preparat

ion. (i) Foreign exchange constraints f"?c'"gégz
country have led to lack of vna} !mio san
This may seem obvious but the number inputs and consequently the eptltles e:.es
of development projects launcpheq Without and continued to sustain persistent loslo“:
adequate attention to future availability of fynqs constant liquidity crises and very
is surprisingly high in developing countries |ike capacity utilization.
Tanzania.
(iii)  The diversion of operational funds ]::
A number of projects ang indeed a purposes other than those falling undert
number of Operating companies in the country working capital requirements.
have failed or collapsed due to lack o

cap.ital. Tl.le way working capita] js managedhas (V)  Low sales due to trade Iiberalization: ThlS
an |r.m'nedlat'e'and significant impact op firm’g is due to stiff competition from similar
liquidity (ability to meet its maturing obligations) imported products.
and profitability (ability to grow), M N
companies

anies, ¢ _ ven sole () Improper feasibility studies and planning:
proprietorships in Tanzania have been hit by poor Long delays in project implementation has
financial and Operational results mainly dye tq caused cost overruns rendering the
poor 'workm'g capital management. Inadequate Projects unviable when operations
working capital has beep mentioned severa| time commenced

to be the major problem in many non-perform; : -

entities. ne (vi)

. . t
Lack of clear working capital managemen
policies.

ing capital Problems, (Vi) Lack of experienced technical staff,

management team and work force IN
general.
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(viii) Lack of transport facilities for haulage of
raw materials and finished products.

In trying to identify the real causes of working
capital problems of Tanzanian organizations, the
writer studied the financial and operational
performance of Morogoro Ceramic Wares Ltd.
(MCWL) during a five year period from 1986 to
1990. The choice of the company as a sample
was only a matter of convenience more than
anything else. However, the writer is aware that
causes of working capital problems are not
homogeneous across companies neither are they
uniform within any industry.

DATABASE AND METHODOLOGY
The study focused only on the performance of
Morogoro Ceramic Wares Ltd. in the period 1986
- 1990 when the company was in operation. A
variety of related decisions that affect the working
capital level were examined. These include the
variables such as stocks, debtors, cash receivables,
creditors, bank overdraft, accruals, long-term
loans, share capital, interest charges, production
volume, cost of sales and expenses. Primary data
and information on various aspects of the study
were obtained by means of personal interviews
and intensive discussions with officials of the
holding corporation herein referred to as
“Tanzania Saruji Corporation (TSC)” and also
from MCWL. Secondary data were obtain from
the TSC head office, the MCQL offices in Dares
Salaam and Morogoro and from several libraries.
These were in the form of annual reports,journals, s
research papers, corporate plans and audited
accounts. Both qualitative and quantitative tools
were used to analyse data. Specifically the
following methods were used:

* Regression and correlation analysis to
establish the relationship and extent of
relationship between the variables thought
to be affecting working capital and amount
of working capital.

* Ratio analysis - efficiency ratios,
profitability ratios, liquidity ratios and
gearing ratios.
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o Where necessary descriptive rather than
quantitative data were used.

It was envisaged that the study will attempt to
establish the impact of four factors thought by
the writer to be the most influential on working
capital of MCWL. These are the independent
variables on which working capital depends.
They include the owners equity, accrued interest
charges, production volume and sales revenue.

MOROGORO CERAMIC WARES
LIMITED (MCWL)

MCWL was incorporated on 13th June, 1980
under the Companies Ordinance (Cap 212). The
company is a subsidiary of Tanzania Saruji
Corporation holding 66.4% of the issued share
capital. Other shareholders include Building
Hardware and Electrical Supplies Company
Limited (BHESCO) and Household Supplies
Company Limited (HOSCO) with 30% of the
issued share capital, respectively. The
management of the company is vested in a board
of directors appointed by the Minister for
Industries. The General Manage of the holding
corporation is also the Chairman of the board and
other shareholders are also represented in the
board. The day to day operations of the company
are looked after by the management team headed
by the General Manager appointed by the board
of directors. The main objectives of the company
are: to manufacture, import and distribute all
types of ceramic goods and products.

A contract to construct Morogoro
factory was signed on 27th October 1979 with
M/s Progoivest of Czechoslovakia and the civil
works commenced in February 1981.
Commissioning of the plant commenced in
September 1985 and guarantee tests on the
sanitary and table ware products were completed
in February 1986. Commercial production started

in March 1986.

It"was envisaged that MWCL would
produce table wares, sanitary wares, and wall tiles.
The factory has a capacity to produce 850 tones
of table wares per year, 680 tones of sanitary
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from negative T.sh. 45,952,000/= as at 30th June

1986 to negative T.sh. 276,680,000/= as at 30th
June 1990.
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TABLE “A”
STATEMENT OF WORKING CAPITAL FOR MCWL
(1985/86 - 1989/90) (IN’000 TSH.)

CURRENT ASSETS 1985/86 T 1986/87 | 1987/88 | 1988/89 | 1989/90
Stocks 11,563 37,076 45,225 89,882 83,900
Staff Debtors 182 960 390 2,004 711
Debtors Deposit and 4,255 4,506 4,311 15,201 16,173
prepayments

Cash & Bank Balance 12,581 7 2321 670 447
Total Current Assets 28,881 42,548 32,447 107,766 103,230
Current Liabilities

Bank Overdraft 9,246 18,997 352,774 49374 77,223
Creditors Accruals and™ | 63,587 138,936 181,238 233,356 302,687
Provisions

Total Current Liabilities | 74,833 157,933 1 234,012 [ 282,680 | 379,910
Net current (45,9532 115

assets/(Liabilities) | T [ OBLSGSY ATy 76680

Source: MCWL Audited Accounts and Reports (1985/86 - 1989/90)

This poor state of affairs contributed tq
operational losses and inability to meet financial
commitments as and when they fell due.
Horizontal and vertical analysis of working
capital components (current liabilities and current
assets) was done using different relevant ratiog
and other descriptive data, Other analyses were
carried out including funds flow Statement
analysis, analysis of long-term loans and

advances, analysis of cost of sales, Operating
expenses and owners equity.

Findings revealed the followi
behaviour of these different operational ang
financial factors which are thought to have caused
the company’s working capital problems:-

(a) Cash and Bank balance

The company possessed virtually no
cash.and bank balance, All of the cash
coming in from sales was immediately
used for salaries and the most basic items

ng trend and

(b)

(c)

to keep production running. The ratio
of cash to total current assets ranged
between 0.44:1 in the year 1985/86 and
0.0043:1 in 1989/90.

Stocks

Stocks of MCWL includes finished
goods stocks, working progress stocks,
raw materials stocks, stores, spares and
consumables, building materials and
stocks in transit. The real figures were
in fact considerably lower as stocks were
calculated on a cost basis while selling
prices were far below the actual cost. the
finished and semi-finished goods had
been between 58.8% and 87.3% of total
stocks respectively. Stocks alone

constituted up to 78% of total current
assets.

Staff Debtors
Staff debtors included outstanding
salaries advances and unretired imprest



The IFM Journal of Finance and Management Volume 6 No. 2

(d)

by various employees of the company.
Although the ratio of staff debtors
appeared to be reasonably low that is a
range of 0.69% to 2% of total current
assets over the five years period to 1989/
90. some of these staff debts had been
outstanding for quite a long time and
hence do not reasonably qualify to be
treated as current.

Debtors,
Prepayments
This group of assets include trade
debtors, deposits, advances 1o
contractors, prepayments, amount due
to group companies, other debtors and
claims. Most of these debts had been
outstanding during the whole five year
period to 1989/90. These assets cannot
therefore be reasonably categorized as
current assets. MCWL maintained a
trade debtors turnover of between 9.88
times in 1988/89 and 7.71 time in 1989/
90. The debtors collection period was
37 days and 47 days for the financial
years 1988/89 and 1989/90 respectively.
Comparing the debtors collection period
with the company’s credit policy one
finds that the company was not
efficiently managing its debtors. The
credit policy was, for obvious reasons,
restrictive (due to lack of working
capital). Some clients received 10 - 15
days credit period while others were
requested to pay in advance, all
depending on the specific
circumstances.

Deposits and

The percentage of total debtors to sales
indicated that the company had tied a
range of 1'% to 5% months average
monthly sales in debts during the four
months that ended on 30th June 1990
For a company faced with liquidity
problems this was not a healthy credit
policy. In a company which does not
have a clear and consistent marketing
strategy, the above results were
€Xpected.

(e)

(f)

(9)
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Bank Overdraft

Due to liquidity problems, the National
Bank of Commerce availed MCWL an
overdraft facility to cover part of its
working capital requirements. The
overdraft facility was limited to T.sh 80
million carrying interest rate of29% per
annum. the overdraft was covered by
stocks and debtors with a margin of
25%. This facility accounted for 12.4%
to 22.6% of the total short-term
financing during the five years to 30th
June 1990. There had been a continuous
yearly increase (except for the year
1988/89) in the use of the facility over
the five years ranging from T.sh
9,246,421 in 1985/86 to T.sh 27,899,652
in 1989/90. The management of this
facility, however, appeared to be within
the bank limits given.

Creditors, Accruals and
Provisions

These included everything from unpaid
sales tax, electricity bills, supplier
credits and unpaid interests on various
loans. this group of current liabilities
constitute the greatest percentage of all
current liabilities. The percentage of
these current liabilities to total current
liabilities ranged from 77.5% to 87%
during the five years to 30th June 1990.
However, some of the liabilities such as
retention money, interest payable,
amounts due to group companies do not
actually qualify to be considered as part
of the current liabilities as these had
been outstanding for a period of more
than one financial year and their
liquidation was not in sight due to

liquidity problems.

Current Assets and Current
Liabilities Relationship

The relationship between current assets
and current liabilities is a measure of the
liquidity position of the firm. Liquidity
is the ability to realize value in money -
the most liquid of assets. This
relationship may be expressed by the use
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of two accounting ratios, namely, the
current ratio and acid - test ratio. The
current ratio which is calculated by
dividing current assets by current
liabilities is used to judge a firm’s ability
to meet short-term obligations. the
higher the ratio, supposedly, the greater
the ability of the firm to pay its bills.
the acid-test or quick ratio is the same
as the current ratio, except that it
excludes stocks (presumably the least
liquid portion of current assets) from the
numerator. In MCWL the current ratio
ranked between 0.39:1 and 0.27:]
during the five years period to 1989/90.
The acid - test ratio during the same
period ranged between 0.03:]. This
adverse position could be worse
considering the fact that current assets
are exceedingly over valued,

Long-Term Loans
(i) TIB Loan
This loan of T.sh 74 mill. was
sanctioned in 1980 and was to
be repaid in semi-equal
instaliments. No repayament
was made as on30th Jupe 1990.
The loan was secured by first
charge on fixed assets and

mortgage of title of th

e factory
plot.

it was also to be secured
by the Tanzania Saruji
Corporation but for
administratjve reasons this
process was never completed.

(i)  Treasy ry Loan

This loan was taken to finance
the plant itself. It

isaloan from
the

Czechoslovakian
Government through the
Treasury and is secured by a
government guarantee.
However, it was taken in Swiss
franc and must therefore be
adjusted according to the
falling value of the shilling. As
on 30th June 1990 the debt had

(i)

)

never been serviced. The loan
balance had increased f{om
209.5 million T.shs in 1983/5%6
to 1,082.9 million T.shs. 1n
1989/90).

(i) N.B.C. Loan . N
This loan of 32.7 million t.s ’
refers to a part of the b’fll'll\
overdraft which was turned into
a long-term loan in 1988/89.

) ; an

) ;I:S Il(;:l? of 29 million T.shs
had no formal agrecment and
was transferred to “dvanccj
towards share capital in 1987
88.

(v)  Karadha Co. Ltd. Loan s
This loan 0f 383.395 T.-s/hs -
granted in the year 1985, 83 2nd
was repaid back in 1986/877
1987/88.

Advances towards share
capital

Thifcompriscd of sales tax and custoilel(si
duty on plant and machinery exe.mforO
by sales tax (Remission) (MOIO=I7lh
ceramic project) orders, both da’tcd o
March. 1982; Treasury COI‘Il‘I'lbul‘lOICl
towards freight on machinery in respe «
of wall tiles line and various‘accm{;l

paid by T.S.C. on behalf of MC ‘4
(including 47.7 mill. T.shs r'cccl.V‘Lﬂlr
from Treasury in the financial )Ltu
1989/90). The balance of this accoul'

increased from 11.7 million T.shs lﬂ/
1985/86 to 198.1 million T.shs in 19821
90. 1t was expected that these W! :
finally be transferred to share capitd
account.

Cost of Sales s
The dominant production cost ‘Y‘}I’]
depreciation of machinery whic

accounted for % to % of production costS
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over the production years up to 30th June
I(.)‘)(J. This was mainly the result of the
high costs of machinery. The other
dominating production cost items were
fuel, labor, light, heat and water, raw
mchrials consumption and repairs and
maintenance.

Operating Expenses
/\’dminislralive expenses were not very
high considering the size of the company
but they were out of proportion in
relation to the level of activities. Selling
and distribution expenses had bee:
reduced to a minimum while financial
expenses had grown to a point where
they were just as high as sales and four
times that of raw materials costs.

Equity Capital Structure

Morogoro Ceramic Wares Ltd was
"‘C(?l'poraled with an authorised share
Cﬁpltal of T.shs 250 mill. divided into
2.5 mill. ordinary shares of T.shs. 100/
= cach. The issued share capital was
1;23 199,635,000/= out of which T.shs.
25,036,000 was in arrears. MCWL had
bee'_‘ operating with a negative equity
capital balance since 1987/88 financial
year mainly duc to huge operating losses
since it started commercial activities.
When the company started operations in
1986, the ratio of debt (long-term and
2dVanccs to capital) to share capital was
2:1 but as at the end of the financial year
l05_39/90 i.c. as at 30th June 1990. the
ratio of debt to share capital was 7.9:1.
The debt-cquity ratio at the time of
commencement of business in 1982 was
almost 2:1 but as on 30th June 1990, the
dfbt’equity ratio was negative i..
(3-4?1 . The reasons behind this adverse
Position was the appreciation of
Ireasury Loan which was secured from
?ZCC|Ioslovznkialx Government in Swiss
francs. The loan had been adjusted to
Incorporate additional liability arising
from devaluations of Tanzanian
shillings. As a result of this additional

()
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liability the loan balance increased from
209,573,446 T.sh. in 1985/86 to
1,082,902,093 T.shs in 1989/90.

Financial Charges (Interest
Expense)

The long term loans and bank overdraft
interest charges commonly known as
financial expenses had growntoa point
where they were just as high as sales
and four times that of raw material costs.
Financial charges alone accounted for
between 47.4% and 70.9% of the total
operating expenses and was between
87.5% and 254.5% of total sales during
the four years to 30th June 1990. Due
to the fact that these charges had never
been paid they had been accurnulating
and thus increased the current liabilities
of the company. Some of these long
outstanding financial charges were
correctly transferred to long term
liabilities but most of it remained as

current liabilities.

Under-Utilizationof Production

Capacity

The factory machinery supplied and
installed by Czechoslovakian
“pragoinvest” was planned for a
production of 850 tons first grade table
ware and 680 tons first grade sanitary
ware per year. The plant was accepted
and handed over after a guarantee test
in February 1986, during which the
planned output performance was
achieved. Full production started in

March 1986.

Production of wall tiles faced asnag due
to incomplete machinery installation as
on 30th June 1990 and as such the
product could not form the product mix

projected earlier.

MWCL had never operated beyond
17.9% of the sanitary ware rated
capacity and 29.1% of the table ware
rated capacity. In addition, the company
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had not produced beyond 30.5% of the

total planned capacityfor both the
sanitary ware and table ware.

Because of this low capacity utilization,
the company could not assuming there
existed adequate demand and vigorous
marketing strategy, sell enough to cover
all production fixed costs.

Moreover MCWL had, ever since it
started production, been producing a lot
of sub-standard products or rejects as
they are commonly known. This
performance of sub-standard was said
to be expected during initial production
because almost all workers were new to
this technology and also new to the
factory. It has been observed that
MCWL experienced a level of rejects to
the tune of 74% of the total production
just at the start. This js 6% higher than
anormal standard reject of 68% of total
production in any ceramic factory at the
beginning of production (as per verba]
discussion with ceramic experts), With
this level of 68% of rejects €Xpected, the
factories can Smoothen and stabilize
rejects to a level of 10% of tota]

production. But MCWL_ had maintainegd

a level of well above 40% up to the end
of the financia| year 1989/9¢.

Poor Marketing Strategy
MCWL had no consistent marketing

strategy, but acted op an ad hoc bagjg
the Company’s low tyr .

marketing problem involyi
H . . » n
mix, pricing policy g product

distributio
s n and
market Communicatiop. ‘

to ICS intersonsult. Sweden AB. rcplori;
1990) perceived MCWL wares as a lo
quality/low price brand.

Due to stiff competition. cost pricing
would make the MCWL products
unsaleable and MCWL.'s prices were
therefore based on ruling market prices.
This means that instead of a “marli-l‘pf
MCWL maintained a “mark-down™ 0
about 75%.

Both the total asscts and fixed ass’etf
turnovers were in average 0.08% durllni‘z
the 5 years period of 30 June 1980. “]
indicates that the assets were .greal);
under-utilized. Also, comparison Os
sales and production at selling P”Cen
indicated that the company had be?ts
selling between 43.9% and 88.3% of |
production.

REGRESSION AND CORRELATION
ANALYSIS

Regression Analysis rical
Regression analysis is a general Sta'llSll 5
technique that can be used to examine Ible
relationship between a single dependent .varla )
and a singe or a sct of independent \’ﬂ"'f'bl.e(sto'
The chief purpose of regression analysts 15 N
predict the value of a dependent variable .tro:v
values of independent variables which are hlgn n
correlated with the dependent variable. thlle
the problem involves a single dependent Va':'al)l

that is predicted by a singe independent var.mb ;%
the statistical technique is referred to as “simple
regression analysis”. But when the P_roblem
involves a single dependent variable predlcted.sz’
two or more independent variables, it is rffer'e

toas “multiple regression analysis.” The formula

- . . sis is as
describing the simple regression analysis IS 4
follows:

Y =
Where:
Y =depend variable (criterion variable)

X = independent variable (predictor variable)
a = constant

a+bx
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M
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M
s

= Regression Coefficient
= number of observations

Regressi
a STESsIon analysis is valid within three main
SSUmptions:

[ ]
Each must be normal distributed at each

value of x.

Tlle variation about the regression line
IS constant for each value of x.

Residuals i.e. (Observed-predicted)

:ms[ be independent for each value of

C(:irTlation Analysis
amo;fgat\:ggqlaeas“"es t'he degree of association
Clween tw(; es‘. A h_'gh degree of association
of correlatio.:,ar'ables Is revealed by a coefficient
Ndicatino no (r) aPProachlng +1or-1with0
irect De:fect r.elat"O“Shl.P and + | indicating a
feverseq relqt'lelat}onSh-lp while - | indicate a
eassoci;t;onsh'p- Slmple correlation refers
Variable gy onof two variables (one dependent

one independent variable).

Multip|e co

)
i|ne pend
1dependen

rre'*‘tK{n refers to the association of
€nt variable acted on by two or more
t variables.

The Coeffj

ci . .
€ follow entof correlation can be obtained by

ing formula:

’Z\‘/&W".)(Z”

! x)? ‘k_
(x) ‘(Z'\').\”Z(J'):—(Zy)z
Mithap o

\th
re:
Vs ;

¥ = dependent variable
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X = independent variable

d.f = degree of freedom calculated from the total
number of parameters estimated from those data
n = number of observations.

Coefficient of Determination

This measures the proportion of the variation of
the dependent variable about its mean that is
explained by the independent or predictor
variable(s). The coefficient can vary between 0
and +1. The higher the coefficient of
determination, the greater the explanatory power
of the regression equation, and therefore the better
the prediction of the criterion variable.

This is calculated by squaring the coefficient of
correlation, thus it is represented by 1%

Significance Tests for Correlation and
Regression

When a sample correlation study is made, it may
be desirable to estimate the value of the
correlation coefficient in the universe or to test
the significance of the coefficient. A common
test of significance normally used, where the
sample size is small (n< 30), to test the hypothesis
that the universe correlation coefficient is zero
applies the “student’s t - distribution Table for

small samples. The formula is:

ViA(-2)
I-12

t =
where:

correlation coefficient

r = - .
number of observations (sample size)

N=

Application of Regression and Correlation
Model to MCWL

While aware of the ma .
technical problems and constraints that

onted MCWL and that might have caused
working capital problems for the company, th.e
writer, using regression and correlation analysis
decided to test four hypotheses related to four

issues listed below:-

ny operational and

confr

In Adequate Equity Capital
High interest charges

(@
(b)
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Under utilization of production capacity
Absence of marketing strategies resulting to low sales.

. - e four
To find out whether there was any significant relationship between the \\'o’l'klng 'L:Tp:i,‘:)lri?,i_,‘hc it
factors mentioned above, a simple regression analysis was worked out in \\Fm. 1‘ - Ofca:: i of the
balances over the 5 years were taken to be the dependent variables (v) zmc{ the h.llan‘u.( o bies ().
four factors listed above during the same period were considered as mdgpcn:lmd focfﬁcienl of
Furthermore, the same data were used to compute the coefficient ofcorru?latlon ® an IL ) (]cpende"t
determination (r?) so as to find out if there was any significant correlation betwecr} t ]:'winble hat
and independent variables and to determine the amount of variation in the dependent vi

. ated
i HE ., N Y wing [ablll
can be explained in terms of a percentage change in independent variable. the following
results were obtained:

TABLE “B” ‘ CWL
SUMMARY OF REGRESSION AND CORRELATION ANALYSIS ONM
WORKING CAPITAL
Item | DETAILS To Test the lo test the To test the o rest 1f1e
No effect of effect of effect of under- | effect© the
inadequacy of | Accrued interest | utilization of Sa‘e.s,.o n,
equity Capital | charges on the production ‘VO'.I‘"; %)f
on the Working working capital capacity on the capl::/ L
Capital of ofthe MCWL working capital | MC
MCWL MCWL
1)) Dependent WWW Working Capital | C Grrent
Variable Liabilities i Assels
() Independent OWW& Production —_S“’ﬂa-/
Variable charges volume (tons)
(i) | Regression [ 038—————— - 38T ‘[‘TIK/
coefficient
EW)) g\onsmm T8I g5 33397334 -”]’mﬂﬂ,/
v egression Y=126,197577+ V=TTE70 35— . ——=3T.614
) l(i:q:lation 0.387x {.598)( > )5/88’ 3{21'534 Z+ 1.218X
™ alculated ‘6750\“3'37-5\ -
Value of t(at ) -4.680 s
DF =3)
vi) Crlﬁﬂ_\W\ . —m’fz/
probability [ 0:00038— 0.01843 :
(vii) Tawmg\_z —7*53';"/
Value of =92 "£333 -
1(t,,0.95)
(1x) oefficient g 09— -Wﬂ"/
correlation T -0.938 o
(r)'
&) R 5 —
(rz) : —mt)\_mo .07
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CONCLUSIONS DRAWN

The
studv ca .

2 me o . .
conclusions:- ut with the following

(a)

(b)

(c)

(d)

he Writer

tot he
Gove
(TSC) ove

Mc

T

(a)

Crcl)llclllcﬁ‘l:ug was an expected positive
o f‘o:fi;] abctwecn current assets and
Fo0r0 1¢ sampled period 1985/86 to
D O.Th.us absence of
re;:ll];[).rch.enswe marketing strategies

ing into low sales reduced the level
of working capital of MCWL.

I::?\[v‘ellel'c was an inverse relationship
“’Orkinun production volume and
]985/§6C?1p|la1 for the sampled period
underutili ['0 1989199 Thus
had not Iqlrzratlon of production capacity
MCWL. ected the working capital of
g:ta\i;:;‘re was an inverse relationship
interest CIWchkmg capital and accrued
1985/86 :alges for the samples period
interest o 1989/90. The higher the
Iiabi“tiel;ayable the higher the current
Workine anc.i therefore the lower the
iInerestzlcffpltal. Thus high accrued
capital harges had affected the working
of MCWL.

T

b:{i‘iet::lt‘le was a positive relationship

equity 1 he working capital and owners

Iggg/ygoor sampled period 1985/86 to

had ady TlIllSlnadequate equity capital

Capit:u versely affected the working
of MCWL.

MENDATIONS MADE
n:ade the following recommendations
nment, Tanzania Saruji Corporation

and
WL): Morogoro Ceramic Wares Limited

lt,cnz?zt that MCWL has an overdrawn
(‘DCrmiO,eqmty makes t‘he c'ompany s
of pros s appear very risky in the eyes
Iogicm» pective financiers. The most
the OWnStf:pS tq restore the strength of

ers equity would be as follows:-

(b
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() The company must
undergo an immediate
quasi-reorganization. this
step calls for the
revaluation of all assets
and liabilities (individual
jtems can be written up or
down to their fair value
but no increase in stock
holder’s equity should be
raised from these
adjustments); the closure
of the profit and loss
account (retained eaming
account) and the
recapitalization of equity
structure.

(i) The company must
increase its issued share
capital and  the
shareholders be requested
to contribute towards this
increase. all those callsin
arrears must be paid.

(i) If the present
shareholders cannot
contribute towards

increased equity then the
-company must seek for
other subscribers to share
holding and/or
partnership or joint
venture with private firms

or companies.

nsive loan repayment
schedule should be prepare and efforts
should be undertaken to convince the
lenders to re-schedule their loans and

interests payments. In any case,
whenevera need for more debt financing

is felt, priority should be to long-term
financing oVer short-term financing €.8.
overdraft, because long-term debts have
a grace payment period and also have a
comparatively lower interest rates as
compared to bank overdrafts.

A comprehe
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(c) MCWL should establish a fully fledged
marketing department. This department
must be charged with (as a matter of
priority) the preparation and
implementation of comprehensive
marketing strategies including product,

pricing, communication and distribution
strategies.

(d MCWL should not divert worki

ng
capital

funds available to meet
operational activities to capital use. This
brings an unbalance and deficit in the
company’s liquidity position, Activities
of capital nature should be financed
through long-term finances i.e through

issue of shares, or through long-term
loans,

(e) The government should help MCWL by

converting the foreign loan under its
guarantee into equity capital. Since this
loan constitute 919, of the total debt
capital, its conversion to equity capital
Will restore the required debt/equity ratio
and thus enable the com pany to get long-
term debt financing from prospective

lenders and it will decrease the riskiness
of the company.

® Further studies be made into MCWL

operational problems and the
recommendations already made through

different studies be updated and
implemented.

LESSONS FROM THE MCWL CASE

orking capital alone cannot sustain the
existence ang growth of business or non-business
entities. There are obviously many other factors
that have to be considered. In the longrun a firm
can grow only if it operates profitably. In the
short run survival, however, a firm crucially
depends on its solvency i.e. its ability to meet
financial obligations as and when they fall due.
This ability is measured by the level of current
assets relative to that of current liabilitjes, The
importance of working capital in organizations
€an not, therefore, be undermined. MCwL

sment Volume 6 No. 2
The IFM Journal of Finance and Management Volu

started commercial operations without a g(t)l?:t
working capital base. The ob\‘ious_rcsull wasaﬂer
it could not finance its operations five years ver
it had started. Since then the company .had nerun
operated again. Lack of working cﬂP’mlszovere
the organizations had very many g
consequences in many organizations in Good
receiverships. liquidations/bankruptcies. o
Management of working capital revolye's'ar] and
the pISnning and control of the acquISll;(f);ctive
utilization of liquid resources. Tlme e onires
implementation of these two functions r (C)If he
high level supervision by the owners O s of
entities and by the directors or managem e
those entities. Is it really possible then ':S 0
government, with all its vast gctwnt; th,ose
effectively manage working capitals Zrnment
organizations it owns? Should thg gOVb ciness
continue to be involved in running 5t clear
organizations! MCWL'’s experience lStli:3 ate
testimony of what happens in most of th
owned business organizations.
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