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ABSTRACT

Traditional accounting is based on financial indicators, balanced scorecard divides
management into different perspectives, suggesting some authors no more than
four or five for each company. To measure each perspective some indicators
should be defined. The aim of this work is to propose some indicators that fit each
perspective for some textile companies that work in weaving fabrics. These
indicators are specific for them, and very useful, when applied it will help on
companies’ management nowadays that globalization happened. Businesses must
strive to increase their competitive advantage, which will increasingly depend on
the parameters of innovation, development of new products, versatility, quality,
costs, etc, and indicators will measure it.
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Traditional accounting is based on financial indicators, and several firms have
adapted different management systems to performance measurement system with
non financial indicators ™. Intangibles are considered th key to understand value
creation, Thus intellectual capital is the driver to future wealth creation >,

At the present time the textile and garment-making sector is fixed, along with other
traditional sectors such as toy and shoe making, within a new world framework
formed by the phenomena of globalisation and the influence of certain developing
countries. This phenomenon will become even more pronounced in the coming
years. The textile industry shares the characteristics common to other sectors of
manufacturing industry, one of which is the great effect of labour costs on the price
of the final product. The entry of China into the World Trade Organisation in 2001
has given even greater importance to this date, since it meant that the world’s
largest textile manufacturing country now had access to the European and North
American consumer markets. In this environment of change, businesses must
strive to increase their competitive advantage, which will increasingly depend on
the parameters of innovation, development of new products, versatility, quality,
costs, etc. 1

Business companies will therefore need management systems that supply them
with up-to-the-minute information on all relevant parameters and managers will
need constant information both on the individual situation of each company and of
the general state of the rapidly changing situation.

ANALYSIS

After a bibliographical analysis of the most widely used management systems, the
following series of conclusions was reached:

- There is no generally accepted “bibliographical agreement” on the
optimum model. In the bibliography studied, different authors defend
certain models and criticise others, so that it cannot be said that any of
}7h8e] models is generally accepted as complete and ideal by all authors.

- Most of the authors consulted agreed that there was a need to use
information systems and business indicators that were structured
according to the different methods analysed. *

- The majorit¥ of authors supported a system of management by company
processes. 1011

- Process indicators must originate from different levels within the firm in
the form of a pyramid, the base of which includes all the details
necessary for each case. 789

- Indicators form part of a cause-effect chain of values.?®"#)
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- To achieve the firm’'s required objectives, the relevant company
processes must be improved. This improvement will be reflected by the
measures contained in the process indicators. [8%12]

- Companies with similar processes have similar control mechanisms.™

" The ideal number of indicators to constitute a suitable Control System
for the management of a company is around 25. 5671013

CHARACTERISTICS REQUIRED OF THE SYSTEM OF INDICATORS

As was concluded from the previously quoted analysis of the necessity for a
system of indicators, it is clear that, in order for management to do its job, those
responsible need the support of a series of data and reports, both internal and
external, to which we give the name of MANAGEMENT INFORMATION. It is
therefore necessary to analyse the priorities of the company, its objectives and the
aspects in which the company aims to be different. The ways in which the
company can reach its established objectives can then be defined.

The importance of measures can be judged from the fact that many authors quote
the sentence “Only that which can be measured can be improved.” In order to
direct the company actions, both strategic and operational, it is necessary to have
up-to-date specific information on the evolution of the company in the necessary
fields as well as the consequences of the decisions on the evolution of the
different fields. ™

The indicators traditionally used by companies are financial indicators, proceedin
from the company accounts, which suffer from the following disadvantages: 011

- The information is subsequent to actions already carried out by the
company during a time period which has already been registered in
the company accounts.

- The data provided only indicate financial results and do not provide
any information on the reasons that caused them.

- They give a general vision of the situation with no details of the
decisive elements of company policy.

- They do not consider intangible aspects that cannot be measured
by financial results.

The configuration of a growing competitive environment means that companies
must adapt the characteristics of the information provided by the company
accounts.

An indicator can therefore be defined at the present time as a measure used to

quantify the efficiency and/or efficacy of an activity or process and a System of
Indicators as a set of related indicators. [*#*°!

CLASSIFICATION OF INDICATORS
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There exist different methods of classifying business indicators. The most
significant classifications are considered to be the following:

- According to their utilisation, in Strategic Indicators and Operational
Indicators. *°!

- According to the perspectives they include; one of the most outstanding,
Kaplan and Norton’s classification, is based on four perspectives:
financial, customer-market, internal processes and innovation and
growth. They also divide them into diagnostic indicators — those that
maintain control as long as the company is being controlled and give
warnings when unusual events happen that need immediate attention —
and strategic indicators — those that define a strategy designed to obtain
competitive excellence.[’17:18:19:20]

The aim of this study is to develop the optimum system of management indicators
for small and medium textile businesses, one that supports the daily decision
making process of the companies in the sector. It is proposed to create a source of
information based on a system of indicators for management support. The system
will not be based solely on financial indicators, which only provide information on
past events, as has been the custom up to now. New parameters will be included
to consider the evolution of the company as to how it can satisfy its own needs in
order to achieve differentiation and a competitive advantage, and will also provide
information on the changing business environment.

This system of indicators will need to give additional support to companies that
already use their own management systems. It will therefore have to be structured
according to the Excellence Model of the European Foundation for Quality
Management (EFQM? and will also help businesses in their progress towards the
new ISO 9000:2000. '"2%21

The new system of indicators must be of help to companies in the new changing
environment in which we are at present immersed, with a special focus on the
textile sector, supporting strategic changes, flexibility, innovation, business
creativity, and supply the company with complete information on the effects of
previously taken strategic decisions.

Even though when the system of indicators has been created it is possible that its
practical application to individual firms will involve minor adaptations, the basic
system may be common to all companies of similar characteristics. Alberto M.
Ballvé in his book “Cuadro de Mando” (Business Control”) states: companies of

the same sector with similar size and type of customer can have similar controls.
[11]

To obtain the proposed objectives, the following methodology is carried out:
a) PREPARATION: in which textile sub-sectors, selected for their

importance in the environment of the pre-weaving section (household
textiles), will be described and analysed. When they have been defined,
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a selection of appropriate indicators will be established for these sectors
and will subsequently be ratified by experts from the sector.

b) SURVEY: including the compilation of the survey and questioning of
representative companies of the different sub-sectors to be analysed,
with the aim of determining the current systems used and the optimum
needs for information for each of the companies.

c) RESULTS: Analysis of the survey data and selection of indicators.
Construction of the indicator architecture appropriate to each sub-sector.
A Serie of indicators is proposed for the management of each type of
company analysed.

RESULTS.

Possible indicators are selected for consideration, sub-divided into five different
perspectives: Economic, Commercial, Production Systems, Human
Resources and Innovation.

The total number of business enterprises suitable for the application of this tool is
calculated, from which the active participation of 30 of these companies is
obtained, making up 25% of the companies in the sector. After analysing the
participation of the companies, it is concluded that those with a turnover greater
than €3.8m in the year 2003 are capable of incorporating this management
system, or at least of considering its utilisation.

After evaluating the indicators, and bearing in mind that the analysis of the results
cannot be subject to strict statistical criteria, since the number of firms composing
the sample is not random, an indispensable requisite for any method of statistical
analysis such as, for example, the comparison of hypotheses. The participating
firms are those who express a desire to collaborate in the project. The aim was to
achieve the maximum number of participating companies in order to obtain reliable
qualitative results, with less emphasis on the quantitative aspect.

After an analysis of the opinions of the participating companies, 27 operational
indicators were selected from the 111 proposed and were as follows:

From an analysis of the relationship between the indicators selected as a result of
the study and those which the companies indicated as being the most frequently
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used, it can be concluded that 25% of the indicators most frequently used by the
companies include 63% of those selected for inclusion in the management
scorecard for this type of company. It can also be concluded that the companies
use a considerable number of indicators that can be considered as useful for
management, but not in any precisely structured way. It is possible that they are
used as elements required to determine certain information without constituting the
full management aid that they can provide.

In order to carry out this work, a different procedure was used to that normally
used when carried out in an individual company. The firm begins by clearly
defining its critical success factors or objectives, and then defines the appropriate
factors. The company thus focuses on certain basic indicators related to its most
important objectives. In this case, it is decided to use the option of determining the
indicators utilised or those considered important so as to be able to extract from
them those considered to be the critical success factors.

An analysis of the results obtained thus gives the critical success factors divided
into the five proposed perspectives and also provides a definition of a strategic
map (see figure 1), as indicated below, in which it can be appreciated how the
selected indicators will fit into the strategy to be followed by the company in order
to reach its required financial objectives.

CONCLUSIONS.

After analysing the results obtained by the study the critical success factors of the
identical firms involved in the pre-weaving sub-sector in Valencia could be
deduced from the selection of measurements that the firms themselves consider
important for efficient business management. By controlling the selected values
the companies can evaluate strategic decisions.

A management system is proposed based on a Management Scorecard
composed of 27 indicators, with which it is intended that business managers can
quickly obtain an overall view of the operations of the company and its most
important parameters. With these indicators the situation of the company can be
diagnosed at all times and the elements that have contributed to this situation can
be determined.

The scoreboard proposed for the typical business firm involved in this study is
considered suitable for all companies, although it can also be adapted to the
specific requirements of individual firms in the sub-sector. All will have a basically
common content, as can be seen from the results obtained.

As has been observed, the financial indicators are at this time still considered to
be the most important business indicators. In this study they have been reduced to
four ratios, representing approximately 15% of the business indicators included in
the Management Scorecard. The results obtained are therefore considered to be

6-11



innovative in that a business management is proposed in which financial results
are only considered to be the result or consequence of the management policies
applied to the company and a measure of the other critical success factors
involved in the organisation.

The indicators most highly valued coincide with those most frequently used by the
firms. This fact leads one to suppose that the business enterprises are mostly
aware of their Critical Success Factors but do not use them in a structured system
that guarantees business success. It is possible that they are used as elements
required to determine certain information without constituting the full management
aid that they can provide.

In the section referring to the interrelationships between indicators, the great
importance given to personnel training in modern companies can be observed.
Having adequately trained staff means that the company can improve all its critical
success factors.

The result of applying an appropriate system of indicators that measures the
company’s critical success factors also implies that it can easily establish a system
of incentives appropriate to its specific needs.

After the firms involved in the study had accepted the system, in this case firms
involved in the production of household textiles, it is proposed to apply this line of
study to other sub-sectors within the textile industry, such as, for example,
spinning, dyeing, finishing and garment making. In fact, some firms in these
sectors have already inquired about the possibility of investigations being carried
out in their areas.
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FIGURE CAPTIONS

Figure 1.- Strategic map.
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TABLES

Table 1.- FINANCIAL INDICATORS

1 LIQUIDITY

Comparison of total Current Assets and total
Current Liabilities.

Current assets
Short term Liabilities

COEFFICIENT OF
SOLVENCY

Analyses the company debts.

Share capital
Debt Capital

3 PROFITS ON SALES

Gives Net Profits, after interest and taxes,
as a percentage of Turnover.

Net Profits
Turnover

EVA
(ECONOMIC VALUE ADDED)

Difference between Operative Profit (before
Interest, after Tax) and the results that
would be obtained by investing capital at
current interest rates

EVA=NOPAT — legal interest x Captital

"NOPAT = Net Operating Profit after Tax.

LEGAL INTEREST = Interest Rate according to current
legislation (e. g. According to Law 61/03 in 2004 =
3.75%)

Capital = Capital Employed
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Table 2.- PRODUCTIVE INDICATORS

PERCENTAGE OF

Gives units of defective products as
percentage of total production.

5 DEEECTIVE PRODUCTS Must bg congldered an absolute value of
production or in reference to the processes
that caused the defects.

Defective Units
Total Production
6 DEFECTIVE GOODS Goods returned by final customers due to
RETURNED BY CLIENTS | product defects.
Units returned
Units delivered
7 PROCESS COST Cost of value added in each production
process.
Process cost =
monthly section cost
metres of weft inserted

8 PRODUCTION COST Incidence of production costs on turnover

and on total costs.
Total production cost
Turnover
o | costormaw [indcates e ral bevieen fhe procicio
MATERIALS proces W
materials employed.
% material = material/total cost of unit [*]
Considering  pre-weaving to be the
10 TOTAL INSTALLATION | fundamental section, the performance of the
PERFORMANCE fundamental section will be taken as the
installation performance.
P% section =
_ metres of weft inserted
Theoretical metresinserted
11 OPERATIVES Ratio between turnover and the tot.al
number of employees required to produce it.
Total Turnover
Operatives employed
12 LABOUR COSTS AND |Indicates the ratio between production

TURNOVER

process costs and the labour cost involved.

% Labour. = Labour Cost/Total Unit Cost [*]

12-11



Table 3.- COMMERCIAL INDICATORS

13 | TURNOVER Value of total (or accumulated) turnover.
Value of Turnover
14 NUMBER OF Total of customers involved in commercial
CUSTOMERS relations with the company.
Total Customers.
15 | CUSTOMER EIDELITY Ratio of regular customers to total
customers.
Regular customers
Total customers
16 DELIVERY PERIOD Time elapfsed between date of order and
date of delivery.
> (Despatch date - Order date )
orders
Total orders
17 | BAD DEBTS Ratio of bad debts to total turnover.
Bad debts
Turnover
18 SAMPLES Ratio between cost of producing samples
and total turnover.
Cost of samples
Turnover
19 ATTENDANCE AT Ratio between cost of attending fairs and
TRADE FAIRS turnover.

Cost of attending fairs
Turnover
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Table 4.- HUMAN RESOURCE INDICATORS

20 | WORK ACCIDENTS Personnel accident rate at work.
Total accidents
21 ABSENTEEISM Ratio between time lost and time spent at
work.
Hours absent
Total working hours
EMPLOYEES INVOLVED | Number of operatives that have attended
22 IN ANNUAL refresher courses during current year in
REFRESHER COURSES | order to improve their work training.
Operatives on refresher courses
Total workers
OPERATIVES WITH Ratio of operatives with job-specific
23 SPECIFIC qualifications to total operatives.
QUALIFICATIONS /
TRAINING
Qualified operatives
Total operatives
o WAGE COSTS Lalqour costs per hour may refe_r to the
entire company or to a specific section

Total wage costs
Total working hours
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Table 5.- INNOVATION INDICATORS

Cost of innovation as a ratio of total

25 | INNOVATION EFFICACY
turnover.
iError! No se pueden crear objetos
modificando cédigos de campo.
26 | INNOVATION EEEICACY Cost of innovation as a ratio of total
turnover.
Innovation costs
Turnover of new products
27 PROFITS DERIVED Profits made by the company from new

FROM NEW PRODUCTS

products or markets.

Percentage of profits from new products
over sale price.
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