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ABSTRACT

A well designed and implemented working capital agement has a significant contribution for firm’s
profitability as well as to maintain liquidity powse The purpose of this study is to assess workapgtal adequacy and its
impact on profitability; to investigate the relatghip between profitability and liquidity of firmg/orking capital refers to
the firm’s investment in short term assets. The agament of working capital is important to the fioal health of
business of all sizes. The amounts invested in ingrkapital are often high in proportion to theatassets employed and
so it is vital that these amounts are used in &oieft way. The management of working capital effethe liquidity and
the profitability of the corporate firm and conseqtly its net worth (Smith, 1980). Working capitahnagement therefore
aims at maintaining a balance between liquidity prafitability while conducting the day to day op8ons of business
concern. Inefficient working capital management ooty reduces the profitability of business butbaldtimately lead to
financial crises, Chowdhury and Amin (2007). Thedgtaims to provide empirical evidence about tHeat$ of in current

assets and current liabilities of Andhra PradegtePHlills Limited and Seshasayee Paper Mills Liahite

KEYWORDS: Working Capital, Liquidity Ratio, Short Term Liglity Position, Current Ratio, Acid Test Ratio

Cash Ratio, Current Liabilities and Current Assets
INTRODUCTION

Today, every management is desirous to know tiantial strength to make best se of availablewess to the
maximum extent and able to sort out its weaknessédsitiate and adopt suitable corrective actioasirhprove its
industrial operations in terms of solvency, effiag and profitability. The management can adopiovartechniques like,
trend analysis, common size statements, comparastzgements, schedule of changes in working capital
fund flow statements, cash flow statements, cokime- profit analysis and ratio analysis for itsaincial evaluation and

performance.

Ratio analysis is recognized as one of the mostepioltool of financial analysis. It is a procedsestablishing
and interpreting quantitative relationship betwéignres and group of figures. Ratios are indicatafrinancial strength,
soundness, position and weakness of a firm. Ratio assist the management in its basic functiores fitkecasting,
planning, coordinating, control and communicatitirratios are properly analyzed and interpreted rti@nagement can

strengthen its solvency position, improve its éficy and growth in profits.

Taking this as central idea, a research work onpeawative analysis was undertaken on Andhra PraBegler
Mills Ltd., (hereafter referred as APPML) and Sestygee Paper and Boards Ltd., (hereafter referr&@B&8L) at micro
level to examine and evaluate its current finanp@ition in terms of solvency, liquidity, efficiepm and profitability by
adopting Ratio Analysis. An attempt has been madmalyze the financial results basing on the fir@rstatements from
1% April 2002 to 3% March 2011.
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RESEARCH METHODOLOGY

The primary aim of this paper is to investigate impact of Working Capital Management on profitapilof
Paper mills. This is achieved by developing a simdmpirical framework first used by Shinand Soe(#998) and the
subsequent work of Deloof (2003). The study focwesedusively on the Paper mills limited. The dagparted in this
paper were collected for a period of 2002 to 2@l a part of study designed to analyze profitapaibhd working capital
management from financial reports. And the primdaga was collected by means of personal visithéomanufacturing
unit and having private interviews with the offisiaconcerned and the secondary data constitutetedufinancial

statements, broachers, bulletins, statistical nstand company profiles.
REVIEW OF LITERATURE

Many researchers have studied working capital frdifferent views and in different environments.
The following study were very interesting and usefur our research: According to Eljelly, 2004, \iorg capital
management requires planning and controlling ctiraseets and current liabilities in such a way #ratlicate the threat

of inability to meet short term t short term liatdls and evade excessive investment in thesesasset

According to Eljelly, 2004, working capital managemh requires planning and controlling current assetd
current liabilities in such a way that eradicate threat of inability to meet short term liabilgi@nd evade excessive
investment in these assets. Narasimhan and Mu@91(2 focus on improving return on capital employsdtargeting
some critical areas such as cost containment, igliovestment in working capital and improving Wimg capital
efficiency. Shin & Soenen (1998) and Deloof (20838ye found a strong significant relationship betwd® measures of
working capital management and corporate profitgbiAccording to them profitability can be increasby reducing
amount blocked in account receivables and inveegofturther, the study was found to be more sigmifiin case of small
growing firms. Amit, Mallik, Debashish and Debd&0(Q5) in their study regarding the relationshipwestin working
capital and profitability of Indian pharmaceutidatlustry found and concluded that no definite fefehip could be
established between liquidity and profitability. sianani and Shah (2007) studied the impact of wgrldapital
management policies on corporate performance aafndonsumer electronic industry by implementedpsintorrelation

and regression models.

They found that no established relationship betw&pndity and profitability exist for the industrgs a whole;
but various companies of the industry depictededift types of relationship between liquidity amdfitability, although
majority of the companies revealed positive assmriabetween liquidity and profitability. RehemandaNaser (2007)
found in their study negative relationship betwgeafitability and liquidity of firms and also Garas (2007) studied
working capital management efficiency in Telecomination equipment industry and the study revealiggifscant
statistical evidence and negative relationship betw profitability and liquidity. Bhunia (2007) siad liquidity

management of public sector Iron and Steel entpni India.

He has found that the actual values of working tehpower than the estimated value of working calpibr both
companies under study and poor liquidity positiorcase of both companies. All the above studiesigecbase and gives
idea regarding working capital management andateponents. They also give us the results and csiocis of those
researches already conducted on the same areaifferet countries and environment from differentpects.

On basis of these researches done in differenttdesnresearcher has developed own methodologg$erarch.
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OBJECTIVES OF THE STUDY
The specific objectives of the study are:

 To review the concept and importance of workingiteh@nd the concept of ratio, utility of ratio dysis,

compiling of ratios.

« To evaluate the financial performance through Ratinalysis of Andhra Pradesh Paper Mills Ltd.,

and Seshasayee Paper and Boards Ltd., on comgdbatisn terms of short term.

e To discuss summary of findings in form of conclimsioand suggestions for effective functioning of
Andhra Pradesh Paper Mills Ltd., and SeshasayeerRap Boards Ltd.,

PLAN OF ANALYSIS

The primary data collected through discussionsthedecondary data obtained from published solraes been
processed in tune with the objectives and relevables were prepared. In the analysis of data atandtatistical

techniques like percentages and averages haveusedn
FIELD STUDY

The reference period for the study wasApril 2002 to 3% March 2011. The field investigation was conducted
from 1 April 2012 to June 2012. The personal interviewthmod was adopted. In this regard, spontaneousHhasbeen
received from officials. However, there were fewlems in the collection of information, owing tieettendency of
people to keep the facts in secrecy, fear about aagessment, poor memory and reluctance of resptnde
These problems were partly over came by elicitimfgrimation through discussions. The scholar hasempdte a few

visits to the plants at regular intervals.
SCOPE OF THE STUDY

The present comparative study was mainly confimedrtdhra Pradesh Paper Mills Ltd., and SeshasagperP
and Boards Ltd., This is an attempt to have a milievel imperial analysis in the financial progressl performance of
paper mills. The findings and suggestions throwatlign the guidelines for future policy formulatiand implementation
for the effective functioning of paper mills in ethdistricts of the state and the country also.rfEeffort has been made to
conclude relevantly and suggest for the best paidioce in the most adoptable way, keeping in viesvrfarket and

production levels.
LIMITATIONS OF THE STUDY

The ratios have been calculated, analyses and pieted for the period under study i.e.
From F' April 2002 to 3% March 2011. Ratios are computed on the basis efotital financial statements.
Hence, future performance of the manufacturingsunivt reflected. The financial statements are stilte window
dressing. It will affect the results in the procesanalysis. The absolute figures may prove ddneras ratio analysis is
primarily quantitative analysis and not qualitateauealysis. Many people may interpret the resulidiffierent ways as ratio
is not an end by itself. Anyhow, every effort haseb made to draw conclusions to all firms facingilsir situations.

But non- availability of certain financial data neskdifficulty on comparative analysis.
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Ratio Analysis

The short term creditors of a company are primairitgrested in knowing the company’s ability to mése
current or short-term obligations as and when thEsmme due. A firm must ensure that it does nffeisérom lack of
liquidity or capacity to pay its current obligat®which is a goodwill to the company. And this ¢enknown by liquidity
position. This paper deals with a critical evaloatiand analytical interpretation of the financiadrformance of
Andhra Pradesh Paper Mills Ltd (APPML) and Seshesd@3aper Boards Ltd (SSPBL) as a comparative seidiing to
short-term solvency for the study period from 20022011. This study of solvency is now analyzed duppting
short-term liquidity position.

Short Term Liquidity Position
e Current Ratio (Working Capital Ratio)

This ratio measures the general liquidity posifioishort term by establishing relationship betweemnent assets
and current liabilities. A relatively high currenattio is an indication that the firm presumed tdigaid and has the ability
to pay its current obligations in time. A relatiydbw current ratio represents, the liquidity pmsit of the firm is not

satisfactory and it may not be able to pay curobtigations. The formula to calculate current régias follows.
Current Ratio (WCR) = Current Assets / Current iliabs

The statistical data relating to calculation ofreut ratio was computed through the financial stetets referred
in their respective annual reports of APPML and BISPor the study period from 2002-03 to 2010-11 depicted in the

below table.
Table 1: Assets and Current Liabilities of APPML & SSPBL 2002 to 2011(Rs. in Lakhs)
Year Andhra Pradesh Paper Mills Ltd. | Seshasayee Paper Boards Ltd.
Ending Current Current " Current Current :
31* March Assets | Liabilities e Assets | Liabilities REHTY
2002-03 13866 7983 1.74:1 1419p 7879 1.80:1
2003-04 15234 8112 1.88:1 15171 104972 1.45:1
2004-05 15300 8771 1.74:1 17250 1222¢ 1.41:1
2005-06 15602 14487 1.08:1 17919 12703 1.40:1
2006-07 18165 12562 1.45:1 2151p 1401(¢ 1.54:1
2007-08 22010 13344 1.65:1 2353b 16631 1.4p:1
2008-09 23901 15975 1.50:1 21246 11819 1.80:1
2009-10 24835 12840 1.93:1 22709 10584 2.15:1
2010-11 28986 14455 2.00:1 3671 11022 3.3B:1
*Source: Annual Reports
Interpretation

As a conventional rule, a current ratio of 2:1 essidered satisfactory. This rule of thumb shouwdd indly be
followed because, low current ratio indicates thatunit may not be having sufficient funds to pdfliabilities or it may
be trading beyond its capacity. Higher currentoratiay not be favorable because of slow moving stostocks may pile
up due to poor sale, debt collection may not bésfeatory, cash and bank balances may be lying lidleause of
insufficient investment opportunities. This ratobelow the accepted standard norm both in APPML28PBL in the
entire study period, excepting 2010-11 in APPMLO2{0 and 2010-11 in SSPBL. It clearly indicatés, hormal general

accepted solvency to meet their current obligatiartime is not satisfactory during 2002-2009. Ttato just reached at
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standard in 2010-11 in APPML compared with previgears. It was noticed from 2008-09 the percentddgbe cash and
bank balances, loans and advances in total asse¢simcreased as against a short fall in valueadritories in 2009-10 in
APPML. A moderate decrease in current liabilitiesqentage in total liabilities are identified in(2810 and subsequent
increase in 2010-11. The percentage of loans arndnads were increased rapidly from 4.09 in 2008€9%.74 in
2009-10 and 27.60 in 2010-11 in SSPBL. In both ditime current ratio is stable with effect from 2a@which indicates
the short term financial position is quite satisémg. However, the management of APPML must irétiaécessary steps to

utilize its idle cash and bank balances in attvacitivestments or to pay back its short term liabs.
e Quick Ratio (Acid Test Ratio)

Quick ratio is more rigorous test of liquidity thaturrent ratio. It establishes the relationshipween
quick or liquid assets and quick liabilities. Quielksets means current assets as reduced by inveamdr prepaid
expenses. Quick liabilities refers to current lidiles as reduced by bank overdraft, on the argurtieat bank overdraft
generally permanent way of financing and not sulifpbe called on demand. However, quick assetamént liabilities

have been used for calculation of quick ratio. fdrenula to calculate quick ratio is as follows.
Quick Ratio = Quick Assets / Current Liabilities

The statistical data relating to calculation ofdjuiatio obtained through the financial statemeetsrred in their
respective annual reports of APPML and SSPBL fer g¢tudy period from 2002-03 to 2010-11 and aredlegiin the
below table.

Table 2: Quick Assets and Current Liabilities of ARPML & SSPBL 2002 to 2011 (Rs. in Lakhs)

Year Andhra Pradesh Paper Mills Ltd. | Seshasayee Paper Boards Ltd
Endin uick Current . uick Current .
37° Mar%h gssets Liabilities e gssets Liabilities REHTY

2002-03 5888 7983 0.74:1 11393 7879 1.45:1
2003-04 6530 8111 0.80:1 10824 10491 1.0B:1
2004-05 6675 8771 0.76:1 12556 12230 1.0B:1
2005-06 7509 14487 0.52: 1 12924 12708 1.02:1
2006-07 9218 12562 0.73: 1 16016 14011 1.14:1
2007-08 11529 13344 0.86: 1 16482 1663[ 0.99:1
2008-09 10376 15975 0.65: 1 14.4] 11818 1.22:1
2009-10 13248 12841 1.03:1 17928 10583 1.69:1
2010-11 16879 14456 1.17:1 32227 11020 2.92:1

*Source: Annual Reports

Interpretation

A quick ratio of 1:1 is considered to representatisiactory current financial condition. A quickticaof 1:1

does not necessarily mean satisfactory liquiditgian, if all debtors can not be realized and dasfieeded immediately
to meet current obligations. A low quick ratio does necessarily mean a bad liquidity positionragntories are not a
absolutely non-liquid. It is observed from the abalata the quick ratio is less than the accepteoch o APPML from

2002-03 to 2008-09, whereas it is just above thedard in SSPBL Further the quick ratio is above standard in

APPML from 2009-10 to 2010-11.

In SSPBL this ratio is at standard from 2002-02@66-07 with a slight fall in 2007-08. Thereafteisiincreasing

progressively. It is noticed in the composition afirent assets, the percentage of inventory ifl #daets is high in
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proportion in APPML compared to SSPBL consideritigeo current assets like debtors, loans, advameess$, and bank

balances. The low quick ratio may also have ligyigiosition, if it has fast moving inventories. Tefre, quick ratio is
more satisfactory in SSPBL with APPML in the enstady period.

» Cash Ratio (Absolute Liquid Ratio)

Cash is the most liquid asset. The relationshipvéen cash including cash at bank and short ternketetsle
securities with current liabilities is examined know the immediate solvency. Although receivablshtors and bills
receivable are generally more liquid than invem®riyet there may be doubts regarding their remlisanto cash
immediately or in given time. The formula to cakgl the cash ratio is as under.

Cash Ratio = Cash* + Marketable Securities / Curtgabilities.
* Cash means, cash in hamtcash at bank.

The statistical data relating to calculation oftcastio obtained through the financial statemeafsrred in their
respective annual reports of APPML and SSPBL fa& $tudy period from 2002-03 to 2010-11 and are adegiin
table 3 with its graphical representation.

Table 3: Cash +Marketable Securities and Current Labilities of APPML & SSPBL 2002 to 2011 (Rs. in Laks)
Year Andhra Pradesh Paper Mills Ltd. Seshasayee Paper Boards Ltd.
Ending Cash and Current Ratio Cash and Current Ratio
31" March | Bank Balance | Liabilities Bank Balance | Liabilities
2002-03 564 7983 0.07: L 4603 7879 0.58|: 1
2003-04 795 8112 0.10: L 4789 10497 0.46|: 1
2004-05 612 8771 0.07: L 5957 1223( 0.49: 1
2005-06 777 14487 0.05: 1 6189 12703 0.49: 1
2006-07 972 12563 0.08: 1 7210 14011 0.51:1
2007-08 1329 13345 0.10:]1 80456 16631 0.48:1
2008-09 807 15975 0.05: 1 6441 11818 0.54]:1
2009-10 1376 12841 0.11:]1 9168 10583 0.87:1
2010-11 2068 14456 0.14:]1 2884 11021 0.26:1

* Source: Annual Reports

Interpretation

The ideal cash ratio is 1:2 or 0.5 or 50 percehis Tatio in APPML is less than the standard andencouraging
for the entire study period i.e. 2002-03 to 2010-THe cash ratio is above the standard in SSPBI002-03 and a sharp

decrease upto 2005-06, thereafter sturdily inceéseé7 percent in 2009-10. But subsequently itfalien to 26 percent
in 2010-11, which is less than the standard.

The percentage of cash and bank balances in ®gatsin APPML was 1.27 in 2002-03, reduced to pé@ent
in 2005-06 and thereafter with increasing trenathhed to 1.71 percent in 2010-11. Similarly, in SERIB cash and bank
percentage in total assets was 13.98 percent iB-@80ncreased to 15.06 percent in 2005-06, redtwel®.34 percent
and 3.30 percent in 2009-10 and 2010-11 respegtivédnce, cash ratio is not satisfactory partidylamn APPML as
compared with SSPBL. It needs the attention of tfemagement to introduce sufficient effective measuor proper

maintenance of working capital needs by utilizingible cash and cash at bank balances.
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* Net Working Capital Ratio

Working capital is very much required sufficientbr any organization for effective functioning &$ ioperations
successfully. Generally, working capital is dirgatblated to sales. Net working capital is the etiéhce between current
assets and current liabilities. This ratio is cited by dividing net working capital with net atsseNet assets represents
aggregation of net fixed assets, current assetsevaf capital works-in- progress and investmehigh net working

capital ratio is not a good sign. This ratio carchkulated by using the following equation.
Net Working Capital Ratio = Net Working Capital éfNAssets.

The statistical data relating to net working cdpiédio obtained through the financial statemesfenred in their
respective annual reports of APPML and SSPBL fa $tudy period from 2002-03 to 2010-11 and are gutesl
in the table.

Table 4: Net Working Capital and Net Assets of APPM and SSPBL 2002 to 2011 (Rs. in Lakhs)

Year Andhra Pradesh Paper Mills Ltd. Seshasayee Paper Boards Ltd.
Endin Net Workin Net . Net Workin Net :

31 Margclzh Capital ° Assets RElY Capital ° Assets RCHY
2002-03 5882 43471 0.14:] 6313 32952 0.19:1
2003-04 7122 44236 0.16:1 4679 34381 0.14:1
2004-05 6528 48118 0.14:] 5021 40549  0.1R:1
2005-06 1115 85748 0.01:] 5216 41100 0.1B8:1
2006-07 5602 103752 0.54:1 7502 57596  0.13:1
2007-08 8665 110065 0.08:1 6903 74806  0.09:1
2008-09 7926 115899 0.07:1 9427 74860  0.13:1
2009-10 11995 116895 0.10:1 12126 74306  0.16:1
2010-11 14531 120156 0.12:1 25694 87383 0.29:1

*Source: Annual Reports
Interpretation

The net working capital ratio in APPML was steadyidg 2002-03 to 2004-05. It was increased to 54 in
2006-07 which was ever highest due to abnormakas® in current liabilities in the relevant peridtiereafter, this ratio
varies from 8 percent to 12 percent from 2007-08Gd0-11. This ratio was between 12 percent toei@emt in SSPBL
between 2002-03 to 2006-07 and later reduced t&r&pt in 2007-08.

Thereafter, it was steady between 13 percent tpe28ent during 2008-09 to 2010-11. The percentageiment
assets in total assets was at 31.35 in APPML ireZBreduced to 17.45 percent in 2006-07 and egdta moderate
increase upto 24.12 percent in 2010-11. The curliabilities percentage in total liabilities was .@8 in 2002-03,
reduced to 12.07 percent in 2006-07 and 12.03 peic010-11.

In SSPBL the current assets percentage in totatsassas 43.07 in 2002-03, reduced to 37.35 peritent
2006-07 and with fluctuations reached at 42.02 grdrin 2010-11. The percentage of current liabsitin total liabilities
was at 23.92 in 2002-03 increased to 30.91 in 2B®)3hereafter with declining trend reached to 1Z6rcent in 2010-11.
It was observed that the percentage of investmeag at 8.25 in APPML in 2002-03 declined to 1.39cpat in
2010-11 as against 2.19 percent in 2002-03 in SSeBthed to 2.66 percent in 2010-11.

This means the units are spending working capdafces for capital investment proposals, not a gagd for
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effective organization of funds in the long periafittime. It is advisable to utilize the existingsbaand bank balances to

pay off its current obligations every year instedghurchasing or incurring capital expenditure.

CONCLUSIONS

From the above study we can analyze that, the nesineigt of APPML must initiate necessary steps tetits

idle cash and bank balances in attractive invedsnemw to pay back in short term liabilities.(cuttreratio).

The low quick ratio may also have liquidity positjdf it has fast moving inventories and is morés$actory in SSPBL
with APPML. Cash ratio is not satisfactory in APPMIs compared to SSPBL and it needs the attentiothef

management to induce effective utilization of castl bank balances.
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