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EXECUTIVESUMMARY

CompanybeingestablishedasKirloskarpneumaticcompany

limitedin1958,madeanentrywithmanufactureofaircompressorand

pneumatictools&soondiversifiedbyincludingairconditioning&

transmissionequipments.

AtKirloskarPneumaticuptodatemanufacturingfacilities,includingCNC

machines,Stringentqualitycontrolproceduresandsystems,research&

development,foundry,heattreatmentfacilities,screwrotormachines,gear

grindingmachines,metallurgicallaboratories,toolroom andintegratedcomputer

system,haveallbeensetupwithsoleideaofachievingthehigheststandardsof

quality&performance.

MyProjectisthestudyofworkingcapitalmanagement.

ThestudywasconductedattheheadofficeofKirloskarPneumaticCo.

Ltd.Pune.

Theprojectwasof2monthsduration.DuringtheprojectIinterviewed

theexecutives&stafftocollectthedata,&alsomadeuseofcompanyrecords&

annualreports.Thedatacollectedwerethencompiled,tabulatedandanalyzed.

WorkingCapitalManagementisaveryimportantfacetoffinancial

managementdueto:

 Investmentsincurrentassetsrepresentasubstantialportionof

totalinvestment.

 Investmentincurrentassets&thelevelofcurrentliabilitieshaveto

begearedquicklytochangesales.

Somethepointstobestudiedunderthistopicare:

 Howmuchcashshouldafirm hold?

 Whatshouldbethefirmscreditpolicy?

Howto&whentopaythecreditorsofthefirm

Howmuchtoinvestininventories?
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OBJECTIVES:

1)Toidentifythefinancialstrengths&weaknessofthecompany.

2)Throughthenetprofitratio&otherprofitabilityratio,understand

theprofitabilityofthecompany.

3)Evaluatingcompanysperformancerelatingto

financialstatementanalysis.

4)Toknowtheliquiditypositionofthecompanywiththehelpof

currentratio.

5)Tofindouttheutilityoffinancialratioincreditanalysis&

determinigthefinancialcapacityofthefirm.

RESEARCHMETHODOLOGY

 PrimaryData:

 Theinformationiscollectedthroughtheprimarysourceslike:

•Talkingwiththeemployeesofthedepartment.

•Gettinginformationbyobservationse.g.inmanufacturingprocesses.

•Discussionwiththeheadofthedepartment.

 SecondaryData:

 Thedataiscollectedthroughthesecondarysourceslike:

•AnnualReportsofthecompany.

•Officemanualsofthedepartmen.

•Magazines,Reportsinthecompany.

•Policydocumentsofvariousdepartments.
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OVERVIEW OFKPCL

Establishedin1958,Kirloskarpneumaticcompanylimitedstartedwiththe

manufactureofaircompressorsandpneumatictools.Immediatelythereafterthe

companyexpandeditsactivatedinthefieldofair-conditioningandrefrigeration

amchiney.Furtherdiversificationinthemanufactureofhydraulicpower

transmissionequipmentfollowed.

Kirloskarpneumaticisheldinhighesteem forprocesssystem engineeringand

turnkeyprojectexpertise.Theresultofitssuccessinthisareaisreflectedin

companysassociationwithvirtuallyeveryprojectandindustryinthecountry.

AtKirloskarpneumatic,uptodatemanufacturingfacilities,includingCNC

machinestringentqualitycontrolproceduresandsystem,RandD,foundry,heat

treatmentfacilities,screwrotormachines,geargrindingmachines,metallurgical

andmetrologicallabs,toolroom,andanintegratedcomputersystem haveall

beensetupwiththesoleideaofachievingthehigheststandardsofqualityand

performance.

KPLCisamongthefirstfewcompaniesinIndiatosecuretheISO

9001certificationinallitsoperations.

Companiesproductsaremanufacturedunderthesurveyofrenownedinspection

agenciessuchasLloyds,MMD,IRS,NTPC,EIL,PDIL,DGSandD,RITES,And

manymore.AndarewellacceptednotonlyinIndiabutalsoincountriesofsouth

eastAsia,Africa,gulf,middleeast,westAsia,Europe,andU.S.

ACD(Aircompressordivision)consistoftwosubdivisions

ACDmachineshop

ACDassemb
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FINANCEDEPARTMENT
Product

groups

Major

customers

Major
competitors

Approx.

Marketshare

in%

Screw

compressor

sdiesel

driven

at10KG/CM2

welldrilling

operation.

Atlas

Copco,

ELGI.

25

Screw

compressors

electric

motordriven

at7to

10KG/CM2.

Textile,

granites

industries.

Atlas

copco,

ELGI

10

Balanced

opposed

piston

compressor

drivenat3to

9KG/CM2.

Power,

Petrochemic

al,Cement,

Steel

Industries.

CPT,

Ingersol

rand.

55

Vertical

reciprocating

waterculled.

Drivenat7to

9KG/CM2

Allsmall-

scale

industries.

IR,ELGI 20

Centrifugal

compressor

Drivenby7

KG/CM2&

above.

Cement,

Steel,Textile

industries.

Atlas

copco,

Demag.

Juststarted.
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Rlwysbrake

Compressor.

Allrailways. ELGI 60

INTRODUCTION:

Managementisanartofanticipatingandpreparingforrisks,

uncertaintiesandovercomingobstacles.Anessentialpreconditionfor

soundandconsistentassetsmanagementisestablishingthesoundand

consistentassetsmanagementpoliciescoveringfixedaswellascurrent

assets.Inmodernfinancialmanagement,efficientallocationoffundshas

agreatscope,infinanceandprofitplanning,forthemosteffective

utilizationofenterpriseresources,thefixedandcurrentassetshavetobe

combinedinoptimum proportions.

Workingcapitalinsimpletermsmeanstheamountoffundsthata

companyrequiresforfinancingitsday-to-dayoperations.Financemanager

shoulddevelopsoundtechniquesofmanagingcurrentassets.
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WHATISWORKINGCAPITAL?
Workingcapitalreferstotheinvestmentbythecompanyin

shorttermsassetssuchascash,marketablesecurities.Netcurrentassets

ornetworkingcapitalreferstothecurrentassetslesscurrentliabilities.

Symbolically,itmeans,

NetCurrentAssets =CurrentAssets CurrentLiabilities.

DEFINITIONSOFWORKINGCAPITAL:

ThefollowingarethemostimportantdefinitionsofWorkingcapital:

1) Workingcapitalisthedifferencebetweentheinflowandoutflow

offunds.Inotherwordsitisthenetcashinflow.

2)Workingcapitalrepresentsthetotalofallcurrentassets.In

otherwordsitistheGrossworkingcapital,itisalsoknownas

CirculatingcapitalorCurrentcapitalforcurrentassetsarerotating

intheirnature.

3)WorkingcapitalisdefinedasTheexcessofcurrentassetsover

currentliabilitiesandprovisions.InotherwordsitistheNetCurrent

AssetsorNetWorkingCapital.

IMPORTANCEOFWORKINGCAPITAL

Working capitalmaybe regarded as the lifeblood ofthe business.

Withoutinsufficientworkingcapital,anybusinessorganizationcannotrun

smoothlyorsuccessfully.
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InthebusinesstheWorkingcapitaliscomparabletothebloodofthe

humanbody.Thereforethestudyofworkingcapitalisofmajor

importancetotheinternalandexternalanalysisbecauseofitsclose

relationshipwiththecurrentdaytodayoperationsofabusiness.The

inadequacyormismanagementofworkingcapitalistheleadingcauseof

businessfailures.

Tomeetthecurrentrequirementsofabusinessenterprisesuchasthe

purchasesofservices,rawmaterialsetc.workingcapitalisessential.It

isalsopointedoutthatworkingcapitalisnothingbutonesegmentofthe

capitalstructureofabusiness.

Inshort,thecashandcreditinthebusiness,iscomparabletothebloodin

thehumanbodylikefinanceslifeandstrengthi.e.profitofsolvencytothe

businessenterprise.Financialmanagementiscalledupontomaintain

alwaystherightcashbalancesothatflowoffundismaintainedata

desirablespeednotallowingslowdown.Thusenterprisecanhavea

balancebetweenliquidityandprofitability.Thereforethemanagementof

workingcapitalisessentialineachandeveryactivity.

WORKINGCAPITALMANAGEMENT

INTRODUCTION:

WorkingCapitalisthekeydifferencebetweenthelongterm financial

managementandshortterm financialmanagementintermsofthetiming

ofcash.

Longterm financeinvolvesthecashflowovertheextendedperiodoftime

i.e5to15years,whileshortterm financialdecisionsinvolvecash

flowwithinayearorwithinoperatingcycle.

Workingcapitalmanagementisashortterm financialmanagement.
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Workingcapitalmanagementisconcernedwiththeproblemsthat

ariseinattemptingtomanagethecurrentassets,thecurrentliabilities&

theinterrelationshipthatexistsbetweenthem.Thecurrentassetsreferto

thoseassetswhichcanbeeasilyconvertedintocashinordinarycourseof

business,withoutdisruptingtheoperationsofthefirm.

Compositionofworkingcapital

MajorCurrentAssets

1)Cash

2)AccountsReceivables

3)Inventory

4)MarketableSecurities

MajorCurrentLiabilities

1)BankOverdraft

2)OutstandingExpenses

3)AccountsPayable

4)BillsPayable

TheGoalofCapitalManagementistomanagethefirm scurrentassets&

liabilities,sothatthesatisfactorylevelofworkingcapitalismaintained.

Ifthefirm cannotmaintainthesatisfactorylevelofworkingcapital,itis

likelytobecomeinsolvent&maybeforcedintobankruptcy.Tomaintainthe

marginofsafetycurrentassetshouldbelargeenoughtocoveritscurrent

assets.

Mainthemeofthetheoryofworkingcapitalmanagementis

interactionbetweenthecurrentassets&currentliabilities.

CONCEPTOFWORKINGCAPITAL:

Thereare2concepts:

GrossWorkingCapital

NetWorkingCapital
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Grossworkingcapital:-Itisreferredastotalcurrentassets.

Focuseson,

Optimum investmentincurrentassets:

Excessiveinvestmentsimpairsfirm sprofitability,asidleinvestmentearns

nothing.Inadequateworkingcapitalcanthreatensolvencyofthefirm

becauseofitsinabilitytomeetitscurrentobligations.Thereforethere

shouldbeadequateinvestmentincurrentassets.

Financingofcurrentassets:

Whenevertheneedforworkingcapitalfundsarises,agreementshouldbe

madequickly.Ifsurplusfundsareavailabletheyshouldbeinvestedinshort

term securities.

Networkingcapital(NWC) definedby2ways,

Differencebetweencurrentassetsandcurrentliabilities

Networkingcapitalisthatportionofcurrentassetswhichis

financedwithlongterm funds.

Iftheworkingcapitalisefficientlymanagedthenliquidityandprofitability

bothwillimprove.Theyarenotcomponentsofworkingcapitalbut

outcomeofworkingcapital.Workingcapitalisbasicallyrelatedwiththe

questionofprofitabilityversusliquidity&relatedaspectsofrisk.

ImplicationsofNetWorkingCapital:

Networkingcapitalisnecessarybecausethecashoutflowsandinflows

donotcoincide.Ingeneralthecashoutflowsresultingfrom paymentsof

currentliabilityarerelativelypredictable.Thecashinflowsarehowever

difficulttopredict.Morepredictablethecashinflowsare,thelessNWC

willberequired.Butwherethecashinflowsareuncertain,itwillbe

necessarytomaintaincurrentassetsatleveladequatetocovercurrent

liabilitiesthataretheremustbeNWC.

NETWORKINGCAPITAL=CURRENTASSETS CURRENT

LIABILITIES
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ForevaluatingNWCposition,animportantconsiderationistrade

offbetweenprobabilityandrisk.

Theterm profitabilityismeasuredbyprofitsafterexpenses.Theterm

riskisdefinedastheprofitabilitythatafirm willbecometechnically

insolventsothatitwillnotbeabletomeetitsobligationswhenthey

becomedueforpayment.Theriskofbecomingtechnicallyinsolventis

measuredbyNWC.

Ifthefirm wantstoincreaseprofitability,theriskwilldefinitelyincrease.

Iffirm wantstoreducetherisk,theprofitabilitywilldecrease.

PLANNINGOFWORKINGCAPITAL:

Workingcapitalisrequiredtorundaytodaybusinessoperations.Firms

differintheirrequirementofworkingcapital(WC).Firm saim istomaximize

thewealthofshareholdersandtoearnsufficientreturnfrom itsoperations.

WCM isasignificantfacetoffinancialmanagement.Itsimportance

stemsfrom tworeasons:

Investmentincurrentassetrepresentsasubstantialportionof

totalinvestment.

Investmentincurrentassetsandlevelofcurrentliabilityhastobegeared

quicklytochangeinsales.

Businessundertakingrequiredfundsfortwopurposes:

Tocreateproductivecapacitythroughpurchaseoffixedassets.

Tofinancecurrentassetsrequiredforrunningofthebusiness.

TheimportanceofWCM isreflectedinthefactthatfinancialmanagers

spendagreatdealoftimeinmanagingcurrentassetsandcurrentliabilities.

Theextenttowhichprofitcanbeearnedisdependentuponthemagnitude

ofsales.Salesarenecessaryforearningprofits.However,salesdonot
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convertintocashinstantly;thereisinvariablyatimelagbetweensaleof

goodsandthereceiptofcash.WCmanagementaffecttheprofitability

andliquidityofthefirm whichareinverselyproportionaltoeachother,

henceproperbalanceshouldbemaintainedbetweentwo.

Toconvertthesaleofgoodsintocash,thereisneedforWCintheform

ofcurrentassettodealwiththeproblem arisingoutof

immediaterealizationofcashagainstgoodsold.SufficientWCisnecessary

tosustainsalesactivity.Thisisreferredtoastheoperatingorcashcycle.

WORKINGCAPITALCYCLE:

Afirm requiresmanyyearstorecoverinitialinvestmentinfixedassets.On

contrarytheinvestmentincurrentassetisturnedovermanytimesayear.

Investmentinsuchcurrentassetsisrealizedduringtheoperatingcycle

ofthefirm.
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Eachcomponentofworkingcapital(namelyinventory,receivablesand

payables)hastwodimensions...TIME andMONEY.Whenitcomes

tomanagingworkingcapital-TIMEISMONEY.Ifyoucangetmoneyto

movefasteraroundthecycle(e.g.collectduesfrom debtorsmorequickly)

orreducetheamountofmoneytiedup(e.g.reduceinventorylevelsrelative

tosales),thebusinesswillgeneratemorecashoritwillneedtoborrow

lessmoneytofundworkingcapital.Asaconsequence,youcouldreduce

thecostofbankinterestoryou'llhaveadditionalfreemoneyavailableto

supportadditionalsalesgrowthorinvestment.Similarly,ifyoucan

negotiateimprovedtermswithsupplierse.g.getlongercreditoran

increasedcreditlimit;youeffectivelycreatefreefinancetohelpfundfuture

sales.

Itcanbetemptingtopaycash,ifavailable,forfixedassetse.g.computers,

plant,vehiclesetc.Ifyoudopaycash,rememberthatthisisnowlonger

availableforworkingcapital.Therefore,ifcashistight,considerotherways

offinancingcapitalinvestment-loans,equity,leasingetc.Similarly,ifyou

paydividendsorincreasedrawings,thesearecashoutflowsand,likewater

flowingdownaplughole,theyremoveliquidityfrom thebusiness
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Ifyou... Then...

Collectreceivables

(debtors)faster.

Youreleasecash
from

thecycle.

Collectreceivables

(debtors)slower.

Yourreceivables
soak

upcash.

Getbettercredit

(intermsof

durationor

amount)from
suppliers.

Youincrease

yourcash

resources.

Shiftinventory
(stocks)

faster.

Youfreeupcash.

Moveinventory

(stocks)slower.

Youconsumemore

cash.
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Operatingcycle:

Theworkingcapitalcyclereferstothelengthoftimebetweenthefirms

payingthecashformaterials,etc.,enteringintoproductionprocess/stock

&theinflowofcashfrom debtors(sales),supposeacompanyhascertain

amountofcashitwillneedrawmaterials.Somerawmaterialswillbe

availableoncreditbut,cashwillbepaidoutfortheotherpartimmediately.

Thenithastopaylabourcosts&incursfactoryoverheads.Thesethree

combinedtogetherwillconstituteworkinprogress.Aftertheproduction

cycleiscomplete,workinprogresswillgetconvertedintosundrydebtors.

Sundrydebtorswillberealizedincashaftertheexpiryofthecreditperiod.

Thiscashcanbeagainusedforfinancingrawmaterial,workinprogress

etc.thusthereiscompletecyclefrom cashtocashwhereincashgets

convertedintorawmaterial,workinprogress,finishedgoodsandfinallyinto

cashagain.Shortterm fundsarerequiredtomeettherequirementsof

fundsduringthistimeperiod.Thistimeperiodisdependentuponthelength

oftimewithinwhichtheoriginalcashgetsconvertedintocashagain.The

cycleisalsoknownasoperatingcycleorcashcycle.
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Workingcapitalcyclecanbedeterminedbyaddingthenumberofdays

requiredforeachstageinthecycle.Forexample,companyholdsraw

materialonaveragefor60days,itgetscreditfrom thesupplierfor15days,

finishedgoodsareheldfor30days&30dayscreditisextendedtodebtors.

Thetotaldaysare120,i.e.,60 15+15+15+30+30daysisthetotalof

workingcapital.

Thus the working capitalcycle helps in the forecast,control&

managementofworkingcapital.Itindicatesthetotaltimelag&therelative

significanceofitsconstituentparts.Thedurationmayvarydependingupon

thebusinesspolicies.Inlightofthefactsdiscussesabovewecanbroadly

classifytheoperatingcycleofafirm intothreephasesviz.

1 Acquisitionofresources.

2 Manufactureoftheproductand

3 Salesoftheproduct(cash/credit).

Firstandsecondphaseoftheoperatingcycleresultincashoutflows,and

bepredictedwithreliabilityoncetheproductiontargetsandcostofinputs

areknown.

However,thethirdphaseresultsincashinflowswhicharenotcertain

becausesalesandcollectionwhichgiverisetocashinflowsaredifficultto

forecastaccurately.

Operating cycle consists ofthe following:

Conversionofcashintoraw-materials;

Conversionofraw-materialintowork-in-progress;

Conversionofwork-in-progressintofinishedstock;

Conversionoffinishedstockintoaccountsreceivablethroughsales;

and

Conversionofaccountsreceivableintocash.

Intheform ofanequation,theoperatingcycleprocesscanbeexpressed

asfollows:
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Operatingcycle=R+W +F+D C

R=Rawmaterialstorageperiod

W =Workinprogressholdingperiod

F=Finishedgoodsstorageperiod

D=Debtorscollectionperiod

C=Creditperiodavailed
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Operatingcycleformanufacturingfirm:

Thefirm istherefore,requiredtoinvestincurrentassetsforsmoothand

uninterruptedfunctioning.

RMCP

WIPCP

FGCP

ICP

RCP

-RawMaterialConversionPeriod

-WorkinProgressConversionPeriod

-FinishedGoodsConversionPeriod

-InventoryConversionPeriod

-ReceivablesConversionPeriod

Payables(PDP) -PayablesDeferralPeriod

NOC -NetOperatingCycle

GOC -GrossOperatingCycle
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Here,thelengthofGOCisthesum ofICPandRCP.

ICPisthetotaltimeneededforproducingandsellingtheproducts.Hence

itisthesum totalofRMCP,WIPCPandFGCP.Ontheotherhand,RCPisthe

totaltimerequiredtocollecttheoutstandingamountfrom customers.

Usually,firm acquiresresourcesoncreditbasis.PDPistheresultofsuch

anincidenceanditrepresentthelengthoftimethefirm isabletodefer

paymentsonvariousresourcespurchased.

ThedifferencebetweenGOCandPDPisknowasNetOperatingCycleand

ifDepreciationisexcludedfrom theexpensesincomputationofoperating

cycle,theNOC alsorepresentsthecashcollectionfrom saleandcash

paymentsforresourcesacquiredbythefirm andduringsuchtimeinterval

between cash collection from sale and cash payments forresources

acquiredbythefirm andduringsuchtimeintervaloverwhichadditional

fundscalledworkingcapitalshouldbeobtainedinordertocarryoutthe

firms operations.In short,the working capitalposition is directly

proportionaltotheNetOperatingCycle.

Calculations:

Onthebasisoffinancialstatementofanorganizationwecancalculate

theinventoryconversionperiod.Debtors/receivablesconversionperiod

andthecreditorsconversionperiodandbasedonsuchcalculationswecan

findoutthelengthoftheoperatingcycle(indays)bothgrossaswellasnet

operatingcycle.

Asmentionedabove,onthebasisofinformationpresentedintheBalance

sheetandCMAstatementofKirloskarPneumaticsCompanyLimited,the

lengthofgrossaswellasnetoperatingcycleiscalculatedasfollows:
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Particular

s

2017-18 2018-19 2019-20 2020-21

Material

Cost

9132.58 11099.0

3

12084.0

2

15771.5

9

Labour

Cost

3597.64 3115.99 3336.02 3681.33

Direct

Expenses

- - - -

Prime

Cost

12730.2

2

14215.0

2

15420.0

4

19452.5

2

+

Manufact

uringExp.

2103.89 1977.51 2080.21 2733.89

Costof

Productio

n

14834.1

1

16192.5

3

17500.2

5

22186.8

1

+Opening

WIP

284.22 1003.23 1025.54 1261.56

-Closing

WIP

1003.23 1025.54 1261.56 1327.47

Costof

Goods

Produced

14115.1 16170.2

2

17264.2

3

22120.9

+Opening

FG

286.13 330.66 115.71 260.64

-Closing

FG

330.66 115.71 260.64 315.02

Costof

Goods

Sold

14070.5

7

16385.1

7

17119.3 22066.5

2
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OperatingCyclefortheyear2020-21

a.RMCP = AverageStock x360=54days

AnnualConsumption

b.WIPCP = AverageStock x360=21days

CostofProduction

c.FGCP = AverageStock x360=5days

CostofGoodsSold

d.DebtorsConversionPeriod =AverageDebtorsx360=123days

Costofsales

e.PayablesDeferralPeriod = AverageCreditorsx360=87days

CostofGoodsSold

GrossoperatingCycle=54+21+5+123=203days

NetOperatingCycle=203 87=116days

OperatingCyclefortheyear2019-20

1 RMCP =59days

2 WIPCP=24days

3 FGCP =4days

4 DebtorsConversionPeriod=149days

5 PayableDeferralPeriod=132days.
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GrossoperatingCycle=59+24+4+149=236days

NetOperatingCycle=236 132=104days

OperatingCyclefortheyear2018-19

1 RMCP =48days

2 WIPCP=23days

3 FGCP =5days

4 DebtorsConversionPeriod=181days

5 PayableDeferralPeriod=162days.

GrossoperatingCycle=48+23+5+181=257days

NetOperatingCycle=257 162=95days

OperatingCyclefortheyear2017-18

a.RMCP =64days

b.WIPCP=27days

c.FGCP =9days

d.DebtorsConversionPeriod=112days

e.PayableDeferralPeriod=137days.

GrossoperatingCycle=64+27+9+112=212days

NetOperatingCycle=212 137=75days

Typesofworkingcapital:

1)PERMANENTAND

2) VARIABLEWORKINGCAPITAL
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Theneedforcurrentassetsarisesbecauseoftheoperatingcycle.The

operatingcycleisacontinuousprocessand,therefore,theneedforcurrent

assetsisfeltconstantly.Butthemagnitudeofcurrentassetsneededisnot

alwaysaminimum levelofcurrentassetswhichiscontinuouslyrequiredby

thefirm tocarryonitsbusinessoperations.Thisminimum levelofcurrent

assetsisreferredtoaspermanent,orfixed,workingcapital.Itispermanent

inthesamewayasthefirmsfixedassetsare.Dependinguponthechanges

inproductionand sales,theneed forworking capital,overand above

permanentworkingcapital,willfluctuate.Forexample,extrainventoryof

finishedgoodswillhavetobemaintainedtosupportthepeakperiodsof

sales,andinvestmentinreceivablemayalsoincreaseduringsuchperiods.

Ontheotherhand,investmentinrawmaterial,work-in-processandfinished

goodswillfallifthemarketisslack.

Theextraworkingcapital,neededtosupportthechangingproductionand

sales activities is called FLUCTUATING,orVARIABLE,orTEMPORARY

working capital. Both kinds of working capital PERMANENT and

TEMPORARY-arenecessarytofacilitateproductionandsalethroughthe

operatingcycle,buttemporary-workingcapitaliscreatedbythefirm to

meetliquidityrequirementsthatwilllastonlytemporaryworkingcapital.It

isshownthatpermanentworkingcapitalisstableovertime.

Whiletemporaryworkingcapitalisfluctuating-sometimesincreasingand

sometimesdecreasing.However,thepermanentcapitalisdifference

betweenpermanentandtemporaryworkingcapitalcanbedepictedthrough

figure.

BALANCEDWORKINGCAPITALPOSITION

Thefirm shouldmaintainasoundworkingcapitalposition.Itshouldhave

adequateworkingcapitaltorunitsbusinessoperations.Bothexcessiveas
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wellasinadequateworkingcapitalpositionsaredangerousfrom thefirm s

pointofview.Excessive working capitalnotonlyimpairs the firm s

profitabilitybutalsoresultinproductioninterruptionsandinefficiencies.

Thedangersofexcessiveworkingcapitalareasfollows:

Itresultsinunnecessaryaccumulationofinventories.Thus,chances

ofinventorymishandling,waste,theftandlossesincrease.

Itisanindicationofdefectivecreditpolicyslackcollectionsperiod.

Consequently,higherincidenceofbaddebtsresults,whichadversely

affectsprofits.

Excessiveworkingcapitalmakesmanagementcomplacent

whichdegeneratesintomanagerialinefficiency.

Tendenciesofaccumulatinginventoriestendtomakespeculative

profitsgrow.Thismaytendtomakedividendpolicyliberaland

difficulttocopewithinfuturewhenthefirm isunabletomake

speculativeprofits.

Inadequateworkingcapitalisalsobadandhasthefollowingdangers:

Itstagnatesgrowth.Itbecomesdifficultforthefirm to

undertakeprofitableprojectsfornon-availabilityofworking

capitalfunds.

Itbecomesdifficulttoimplementoperatingplansandachievethefirm s

profittarget.

Operatinginefficienciescreepinwhenitbecomesdifficultevento

meetdaycommitments.

Fixedassetsarenotefficientlyutilizedforthelackofworking

capitalfunds.Thus,thefirm sprofitabilitywoulddeteriorate.

Paucityofworkingcapitalfundsrenderthefirm unableto

availattractivecreditopportunitiesetc.
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Thefirm losesitsreputationwhenitisnotinapositiontohonour

itsshort-term obligations.

Asaresult,thefirm facestightcreditterms.

Anenlightenedmanagementshould,therefore,maintaintherightamount

ofworkingcapitalonacontinuousbasis.Onlythenaproperfunctioningof

business operations willbe ensured.Sound financialand statistical

techniques,supportedbyjudgment,shouldbeusedtopredictthequantum

ofworkingcapitalneededatdifferenttimeperiods.

Afirm snetworkingcapitalpositionisnotonlyimportantasanindexof

liquiditybutitisalsousedasameasureofthefirm srisk.

Riskinthisregardmeanschancesofthefirm beingunabletomeetits

obligationsonduedate.Thelenderconsidersapositivenetworkingasa

measureofsafety.Allotherthingsbeingequal,themorethenetworking

capitalafirm has,thelesslikelythatitwilldefaultinmeetingitscurrent

financialobligations.Lenderssuchascommercialbanksinsistthatthefirm

shouldmaintainaminimum networkingcapitalposition.

DETERMINANTSOFWORKINGCAPITAL

There are no setrules orformula to determine the working capital

requirementsoffirms.Alargenumberoffactors,eachhavingadifferent

importance,influenceworkingcapitalneedsoffirms.Also,theimportance

offactorschangesforafirm overtime.Therefore,ananalysisofrelevant

factorsshouldbemadeinordertodeterminetotalinvestmentinworking

capital.Thefollowingisthedescriptionoffactorswhichgenerallyinfluence

theworkingcapitalrequirementsoffirms.

NatureofBusiness

SalesandDemandConditions

TechnologyandManufacturingPolicy

CreditPolicy
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AvailabilityofCredit

Operating Efficiency

PriceLevelChanges

NatureofBusiness:

Workingcapitalrequirementsofafirm arebasicallyinfluencedbythe

nature ofits business.Trading and financialfirms have a verysmall

investmentinfixedassets,butrequirealargesum ofmoneytobeinvested

inworkingcapital.Retailstores,forexample,mustcarrylargestocksofa

variety ofgoods to satisfy varied and continuous demand oftheir

customers.Somemanufacturingbusiness,suchastobaccomanufacturers

andconstructionfirm,alsohavetoinvestsubstantiallyinworkingcapital

andanominalamountinfixedassets.Incontrast,publicutilitieshavea

verylimitedneedforworkingcapitalandhavetoinvestabundantlyinfixed

assets.Theirworkingcapitalrequirementsarenominalbecausetheymay

haveonlycashandsupplyservices,notproducts.Thus,nofundswillbe

tiedupindebtorsandstock(inventories).Workingcapitalrequiresmostof

themanufacturingconcernstofallbetweenthetwoextremerequirements

oftradingfirmsandpublicutilities.Suchconcernshavetomakeadequate

investmentincurrentassetsdependinguponthetotalassetsstructureand

othervariables.

SalesandDemandConditions:

Theworkingcapitalneedsofafirm arerelatedtoitssales.Itisdifficultto

preciselydeterminetherelationshipbetweenvolumeofsalesandworking

capitalneeds.Inpractice,currentassetswillhavetobeemployedbefore

growthtakesplace.Itis,therefore,necessarytomakeadvanceplanningof

workingcapitalforagrowingfirm onacontinuousbasis.

Agrowingfirm mayneedtoinvestfundsinfixedassetsinordertosustain

itsgrowingproductionandsales.Thiswill,inturn,increaseinvestmentin

currentassetstosupportenlargedscaleofoperations.Itshouldberealized
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thatagrowingfirm needsfundscontinuously.Itusesexternalsourcesas

wellasinternalsourcestomeetincreasingneedsoffunds.Suchafirm

facesfurtherfinancialproblemswhenitretainssubstantialportionofits

profits.Itwouldnotbeabletopaydividendstoshareholders.Itis,therefore,

Imperativethatproperplanningbedonebysuchcompaniestofinancetheir

increasingneedsforworkingcapital.

Salesdependondemandconditions.Mostfirmsexperienceseasonaland

cyclicalfluctuationsinthedemandfortheirproductsandservices.These

businessvariationsaffecttheworkingcapitalrequirements,speciallythe

temporaryworkingcapitalrequirementofthefirm.Whenthereisanupward

swing in theeconomy,saleswillincrease;correspondingly,thefirm s

investmentin inventoriesand debtorswillalso increase.Underboom,

additionalinvestmentin fixed assetsmaybemadebysomefirmsto

increasetheirproductivecapacity.Thisactoffirm willrequirefurther

additionsofworkingcapital.Tomeettheirrequirementsoffundsforfixed

assetsandcurrentassetsunderboom furtheradditionsofworkingcapital.

Tomeettheirrequirementsoffundsforfixedassetsandcurrentassets

underboom period,firmsgenerallyresorttosubstantialborrowing.Onthe

otherhand,whenthereisadeclineintheeconomy,saleswillfalland

consequently,levels ofinventories and debtors willalso fall.Under

recessionaryconditions,firmstrytoreducetheirshortterm borrowings.

Seasonalfluctuationsnotonlyaffectworkingcapitalrequirementsbut

also create production problems forthe firm.During periods ofpeak

demand,increasingproductionmaybeexpensiveforthefirm.Similarly,it

willbemoreexpensiveduringslackperiodswhenthefirm hastosustainits

workingforceandphysicalfacilitieswithoutadequateproductionandsales.

A firm may,thus,follow apolicyofsteadyproduction,irrespectiveof

seasonalchangesinordertoutilizeitsresourcestothefullestextent.Such
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apolicywillmeanaccumulationofinventoriesduringoffseasonandtheir

quickdisposalduringthepeakseason.

Theincreasinglevelofinventoriesduringtheslackseasonwillrequire

increasingfundstobetiedupintheworkingcapitalforsomemonths.

Unlikecyclicalfluctuations,seasonalfluctuationsgenerallyconform toa

steadypattern.Therefore,financialarrangementsforseasonalworking

capitalrequirementscanbemadeinadvance.However,thefinancialplan

orarrangementshouldbeflexibleenoughtotakecareofsomeabrupt

seasonalfluctuations.

TechnologyandManufacturingPolicy

Themanufacturingcycle(ortheinventoryconversioncycle)comprisesof

thepurchaseanduseofraw materialtheproductionoffinishedgoods.

Longerthemanufacturingcycle,largerwillbethefirm workingcapital

requirements.Forexample,themanufacturingcycleinthecaseofaboiler,

dependingonitssize,mayrangebetweensixtotwenty-fourmonths.On

theotherhand,themanufacturingcycleofproductssuchasdetergent

powder,soaps,chocolate etc.may be a few hours.An extended

manufacturingtimespanmeansalargertie-upoffundsininventories.

Thus,iftherearealternativetechnologiesofmanufacturingaproduct,the

technologicalprocess with the shortestmanufacturing cycle may be

chosen.Onceamanufacturingtechnologyhasbeenselected,itshouldbe

ensuredthatmanufacturingcycleiscompletedwithinthespecifiedperiod.

Thisneedsproperplanningandcoordinationatalllevelsofactivity.Any

delayinmanufacturingprocesswillresultsinaccumulationofwork-in-

processandwasteoftime.Inordertominimizetheirinvestmentinworking

capital,somefirms,especiallyfirm
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Manufacturing industrialproductshaveapolicyofasking foradvance

paymentfrom theircustomers.Non-manufacturing firms,service and

financialenterprisesdonothaveamanufacturingcycle.

Astrategyofconstantproductionmaybemaintainedinordertoresolve

theworkingcapitalproblemsarisingduetoseasonalchangesinthe

demandforthefirm product.Asteadyproductionpolicywillcause

inventoriestoaccumulateduringtheoff-reasonperiodsandthefirm willbe

exposedtogreaterinventorycostsandrisks.Thus,ifcostsandrisksof

maintainingaconstantproductionpolicy,varyingitsproductionutilizedfor

manufacturingvariedproducts,canhavetheadvantageofdiversified

Activitiesandsolvetheirworkingcapitalproblems.Theywillmanufacture

theoriginalproductlineduringitsincreasingdemandandwhenithasanoff

-season,otherproductsmaybemanufacturedtoutilizephysicalresources

andworkingforce.Thus,productionpolicieswilldifferfrom firm tofirm,

dependingonthecircumstancesofindividualfirm.

CreditPolicy

Thecreditpolicyofthefirm affectstheworkingcapitalbyinfluencingthe

levelofdebtors.Thecredittermstobegrantedtocustomersmaydepend

uponthenormsoftheindustrytowhichthefirm belongs.Butafirm hasthe

flexibilityofshapingitscreditpolicywithintheconstraintofindustrynorms

andpractices.Thefirm shouldbediscretioningrantingcredittermstoits

customers.Dependingupontheindividualcase,differenttermsmaybe

giventodifferentcustomers.Aliberalcreditpolicy,withoutratingthecredit-

worthinessofcustomers,willbedetrimentaltothefirm andwillcreatea

problem ofcollections.Ahighcollectionperiodwillmeantie-upoflarge

fundsinbookdebts.Slackcollectionprocedurescanincreasethechance

ofbaddebts.

Inordertoensurethatunnecessaryfundsarenottiedupindebtors,the

firm shouldfollowarationalizedcreditpolicybasedonthecreditstanding

of
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customers and periodically review the creditworthiness ofthe exiting

customers. The case of delayed payments should be thoroughly

investigated.

AvailabilityofCredit

Theworkingcapitalrequirementsofafirm arealsoaffectedbycredit

termsgrantedbyitscreditors.Afirm willneedlessworkingcapitalifliberal

credittermsareavailabletoit.Similarly,theavailabilityofcreditfrom banks

alsoinfluencestheworkingcapitalneedsofthefirm.Afirm whichcanget

bankcrediteasilyonfavorableconditionwilloperatewithlessworking

capitalthanafirm withoutsuchafacility.

OperatingEfficiency

Theoperatingefficiencyofthefirm relatestotheoptimum utilizationof

resourcesatminimum costs.Thefirm willbeeffectivelycontributingin

keepingtheworkingcapitalinvestmentatalowerlevelifitisefficientin

controllingoperatingcostsandutilizingcurrentassets.Theuseofworking

capitalisimprovedandpaceofcashconversioncycleisacceleratedwith

operatingefficiency.Betterutilizationofresourcesimprovesprofitability

and,thus,helpsinreleasingthepressureonworkingcapital.Althoughit

maynotbepossibleforafirm tocontrolpricesofmaterialsorwagesof

labour,itcancertainlyensureefficiencyandeffectiveuseofitsmaterials,

labourandotherresources.

PriceLevelChanges

Theincreasingshiftsinpricelevelmakefunctionsoffinancialmanager

difficult.
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Heshouldanticipatetheeffectofpricelevelchangesonworkingcapital

requirementofthefirm.Generally,risingpricelevelswillrequireafirm to

maintainhigheramountofworkingcapital.Samelevelsofcurrentassets

willneed increased investmentwhen price are increasing.However,

companieswhichcanimmediatelyrevisetheirproductpricelevelswillnot

faceaserverworkingcapitalproblem.Further,effectsofincreasinggeneral

pricelevelwillbefeltdifferentlybyfirm asindividualpricemaymove

differently.Itispossiblethatsomecompaniesmaynotbeaffectedby

risingpricewillbedifferentforcompanies.Somewillfacenoworking

capitalproblem,whileworkingcapitalproblemsofothermaybeaggravated.

REQUIREMENTSOFFUNDS

FundsRequirementsofcompany

FixedCapital WorkingCapital

PreliminaryExpenses RawMaterial

PurchaseofFixedAssets Inventories

Establishmentworkexp. GoodsinProcess

Fixedworkingcapital Others

Everycompanyrequiresfundsforinvestingintwotypesofcapital

i.e.fixedcapital,whichrequireslong-term funds,andworkingcapital,which

requiresshort-term funds.
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SOURCESOFWORKINGCAPITAL

Long-termsource Short-termsource

(Fixedworkingcapital) (Temporaryworkingcapital)

a)Loanfrom financialinstitution a)Factoring

b)FloatingofDebentures b)Billdiscounting

c)Acceptingpublicdeposits c)Bankoverdraft

d)Issueofshares d)Tradecredit

e)Cashcredit

f) Commercialpaper

Sourcesofadditionalworkingcapitalincludethefollowing:

Existingcashreserves

Profits(whenyousecureitascash!)

Payables(creditfrom suppliers)

Newequityorloansfrom shareholders

Bankoverdraftsorlinesofcredit

Term loans

Ifyouhaveinsufficientworkingcapitalandtrytoincreasesales,you

caneasilyover-stretchthefinancialresourcesofthebusiness.Thisis

calledovertrading.Earlywarningsignsinclude:

Pressureonexistingcash
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Exceptionalcashgeneratingactivitiese.g.offeringhighdiscounts

forearlycashpayment

Bankoverdraftexceedsauthorizedlimit

Seekinggreateroverdraftsorlinesof

creditPart-payingsuppliersorother

creditors

Payingbillsincashtosecureadditionalsupplies

Managementpre-occupationwithsurvivingratherthanmanaging

Frequentshort-term emergencyrequeststothebank(tohelppay

wages,pendingreceiptofacheque).

LONGTERM SOURCES

ISSUEOFSHARES

Ordinarysharesarealsoknownasequitysharesandtheyarethemost

commonform ofshareintheUK.Anordinarysharegivestherighttoits

ownertoshareintheprofitsofthecompany(dividends)andtovoteat

generalmeetingsofthecompany.

Sincetheprofitsofcompaniescanvarywildlyfrom yeartoyear,socanthe

dividendspaidtoordinaryshareholders.Inbadyears,dividendsmaybe

nothingwhereasingoodyearstheymaybesubstantial.

Thenominalvalueofashareistheissuevalueoftheshare-itisthevalue

writtenonthesharecertificatethatallshareholderswillbegivenbythe

companyinwhichtheyownshares.

Themarketvalueofashareistheamountatwhichashareisbeingsoldon

thestockexchangeandmayberadicallydifferentfrom thenominalvalue.

Whentheyareissued,sharesareusuallysoldforcash,atparand/orata

premium.Sharessoldatpararesoldfortheirnominalvalueonly-soif

Rs.10shareissoldatpar,thecompanysellingthesharewillreceiveRs.10

foreveryshareitissues.

Ifashareissoldatapremium,asmanysharesarethesedays,thenthe

issuepricewillbetheparvalueplusanadditionalpremium.
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DEBENTURES

Debenturesareloansthatareusuallysecuredandaresaidtohaveeither

fixedorfloatingchargeswiththem.

Asecureddebentureisonethatisspecificallytiedtothefinancingofa

particularassetsuchasabuildingoramachine.Then,justlikeamortgage

foraprivatehouse,thedebentureholderhasalegalinterestinthatasset

andthecompanycannotdisposeofitunlessthedebentureholderagrees.

Ifthedebentureisforlandand/orbuildingsitcanbecalledamortgage

debenture.

Debentureholdershavetherighttoreceivetheirinterestpaymentsbefore

anydividendispayabletoshareholdersand,mostimportantly,evenifa

companymakesaloss,itstillhastopayitsinterestcharges.

Ifthebusinessfails,thedebentureholderswillbepreferentialcreditors

andwillbeentitledtotherepaymentofsomeoralloftheirmoneybefore

theshareholdersreceiveanything.

LOANSFROM OTHERFINANCIALINSTITUTIONS

Theterm debentureisastrictlylegalterm butthereareotherformsof

loanorloanstock.Aloanisforafixedamountwithafixedrepayment

scheduleandmayappearonabalancesheetwithaspecificnametelling

thereaderexactlywhattheloanisanditsmaindetails.

SHORTTERM SOURCES

FACTORING

Factoringallowsyoutoraisefinancebasedonthevalueofyour

outstandinginvoices.Factoringalsogivesyoutheopportunityto

outsource
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yoursalesledgeroperationsandtousemoresophisticatedcreditrating

systems.OnceyouhavesetupafactoringarrangementwithaFactor,it

worksthisway:

Onceyoumakeasale,youinvoiceyourcustomerandsendacopyofthe

invoicetothefactorandmostfactoringarrangementsrequireyouto

factorallyoursales.Thefactorpaysyouasetproportionoftheinvoice

valuewithinapre-arrangedtime-typically,mostfactorsofferyou80-85%

ofaninvoice'svaluewithin24hours.

Themajoradvantageoffactoringisthatyoureceivethemajorityofthe

cashfrom debtorswithin24hoursratherthanaweek,threeweeksoreven

longer.

INVOICEDISCOUNTING

Invoicediscountingenablesyoutoretainthecontrolandconfidentiality

ofyourownsalesledgeroperations.

Theclientcompanycollectsitsowndebts.'Confidentialinvoice

discounting'ensuresthatcustomersdonotknowyouareusinginvoice

discountingastheclientcompanysendsoutinvoicesandstatementsas

usual.Theinvoicediscountermakesaproportionoftheinvoiceavailableto

youonceitreceivesacopyofaninvoicesent.

Oncetheclientreceivespayment,itmustdepositthefundsinabank

accountcontrolledbytheinvoicediscounter.Theinvoicediscounter

willthenpaytheremainderoftheinvoice,lessanycharges.

Therequirementsaremorestringentthanforfactoring.

Differentinvoicediscounterswillimposedifferentrequirements.

OVERDRAFTFACILITIES

Manycompanieshavetheneedforexternalfinancebutnotnecessarilyon

along-term basis.Acompanymighthavesmallcashflowproblemsfrom
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timetotimebutsuchproblemsdon'tcallfortheneedforaformallong-

term loan.Underthesecircumstances,acompanywilloftengotoitsbank

andarrangeanoverdraft.Bankoverdraftsaregivenoncurrentaccounts

andthegoodpointisthattheinterestpayableonthem iscalculatedona

dailybasis.Soifthecompanyborrowsonlyasmallamount,itonlypaysa

littlebitofinterest.Contrasttheeffectsofanoverdraftwiththeeffectsof

aloan.

TRADECREDIT

Thissourceoffinancereallybelongsundertheheadingofworkingcapital

managementsinceitreferstoshort-term credit.Bya'lineofcredit'they

meanthatacreditor,suchasasupplierofrawmaterials,willallowusto

buygoodsnowandpayforthem later.Whydotheyincludelinesofcredit

asasourceoffinance?Theyll,iftheymanagetheircreditorscarefullythey

canusethelineofcredittheyprovideforustofinanceotherpartsoftheir

business.

Takealookatanycompany'sbalancesheetandseehowmuchtheyhave

undertheheadingofCreditorsfallingduewithinoneyear'-let'simagineit

isRs.25,000foracompany.Ifthatcompanyisallowedanaverageof30

daystopayitscreditorsthentheycanseethateffectivelyithasashort

term loanofRs.25,000for30daysanditcandowhateveritlikeswiththat

moneyaslongasitpaysthecreditorontime.
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CASHMANAGEMENT

CashmanagementisoneofthekeyareasofWCM.Apartfrom thefactthatitis

themostliquidasset,cashisthecommondenominatortowhichallcurrent

assets,thatis,receivables&inventorygeteventuallyconvertedintocash.

Cashisoiloflubricatetheever-turningwheelsofbusiness:withoutitthe

processgrindstoashop.

Motivesforholdingcash

Cashwithreferencetocashmanagementisusedintwosenses:

 Itisusedbroadlytocovercurrencyandgenerallyacceptedequivalentsof

cash,suchascheques,draftsanddemanddepositsinbanks.

 Itincludesnear-cashassets,suchasmarketablesecurities&time

depositsinbanks.

CASHISMAINTAINEDFORFOURMOTIVES:

A.Transactionmotive:

Transactionmotiverefertotheholdingofcashtomeetroutinecash

requirementstofinancethetransactionswhichafirm carriesoninavariety

oftransactionstoaccomplishitsobjectiveswhichhavetobepaidforinthe

form ofcash.E.g.paymentforpurchases,wages,operatingexpenses,

financialchargeslikeinterest,taxes,dividendsetc.Thusrequirementof

cashbalancestomeetroutineneedisknownasthetransactionmotive

andsuchmotivereferstotheholdingofcashtomeetanticipated

obligationswhosetimingisnotperfectlysynchronizedwithcashreceipts.
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B.Precautionarymotive:

Afirm hastopaycashforthepurposeswhichcannotbepredictedor

anticipated.Theunexpectedcashneedsattheshortnoticemaybedueto:

Floods,strikes&failureofcustomer

Slowdownincollectionofcurrent

receivablesIncreaseincostofrawmaterial

Collectionofsomeorderofgoodsascustomerisnotsatisfied

Thecashbalanceheldinreservesforsuchrandom andunforeseen

fluctuationsincashflowsarecalledasprecautionarybalance.Thus,

precautionarycashprovidesacushiontomeetunexpectedcontingencies.

Themoreunpredictablearethecashflows,thelargeristheneedforsuch

balance.

C.Speculativemotive:

Itreferstothedesireofthefirm totakeadvantageofopportunitieswhich

presentthemselvesatunexpectedmoment&whicharetypicallyoutside

thenormalcourseofbusiness.Iftheprecautionarymotiveisdefensivein

nature,inthatfirmsmustmakeprovisionstotideoverunexpected

contingencies,thespeculativemotiverepresentsapositiveandaggressive

approach.Thespeculativemotivehelpstotakeadvantagesof:

Anopportunitytopurchaserawmaterialatreducedpriceonpayment

ofimmediatecash.

Achancetospeculateoninterestratemovementsbybuyingsecurities

wheninterestratesareexpectedtodecline.

Makepurchasesatfavorableprice.

Delaypurchaseofrawmaterialontheanticipationofdeclineinprices.
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OBJECTIVESOFCASHMANAGEMENT:

I.Tomeetthecashdisbursementneeds

Inthenormalcourseofbusinessfirmshavetomakepayment

ofcashonacontinuousandregularbasistothesupplierof

goods,employeesandsoson.Alsothecollectionisdonefrom

thede4btorw.Basicobjectiveistomeetpaymentschedulethat

istohavesufficientcashtomeetthecashdisbursementneeds

ofthefirm.

II.Tominimizethefundscommittedtocashbalances

Firstofallifwekeephighcashbalance,itwillensurepromptpayment

togetherwithalltheadvantages.Butitalsoimpliedthatthelargefundswill

remainidle,ascashisthenon-earningassetandfirm willhavetoforego

profits.Ontheotherhand,lowcashbalancemeanfailuretomeetpayment

schedule.Thereforeweshouldhaveoptimum levelofcashbalance.

FACTORSDETERMINININGCASHNEEDS:

1)Synchronizationofcash-needforthecashbalancesarisesfrom the

non-synchronizationoftheinflows&outflowsofcash.Firstneedin

determiningcashneedsis,theextentofnon-synchronizationof

cashreceipts&disbursements.Forthispurposecashbudgetisto

beprepared.Cashbudgetpointoutwhenthefirm willhaveexcess

orshortageofcash.

2)Shortcash Cashperiodrevealstheperiodofcashshortages.Every

shortageofcashwhetherexpectedorunexpectedinvolvesacost

dependinguponthesecurity,duration&frequencyofshortfall&how

theshortageiscovered.Expensesincurredasashortfallarecalled

shortcosts.

Therearefollowingcostsincludedintheshortcash
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Transactioncost:thisisusuallythebrokerageincurredinrelationto

thesomeshort-term near-cashassetslikemarketablesecurities.

Borrowingcosts:theseincludeinterestonloan,commitmentcharges

&otherexpensesrelatingtoloan.

Lossofcashdiscount:thatsalossbecauseoftemporaryshortageof

cash.

Costassociatedwithdeteriorationofcreditrating.

Penaltyrates:Byabanktomeetashortfallincompensatingbalances.

1)Excesscashbalance-costassociatedwithexcessivelylargecash

balancesisknownasexcesscashbalancecost.Iflargefundsare

idletheimplicationisthatthefirm hasmissedtheopportunityto

investthosefundsandhastherebylostinterest.Thislossof

interestisprimarilytheexcesscost.

2)Procurement&Managementcost costassociatedwith

establishingandoperatingcashmanagementstaffandactivities.

Theyaregenerallyfixedandaccountedforbysalary,handlingof

securitiesetc.

3)Uncertainty thefirstrequirementincashmanagementis

Precautionarycushiontocopewithirregularitiesincashflows,

unexpecteddelaysincollection&disbursements,defaultsand

unexpectedcashneeds.

Impactcanbereducedthrough:

Improvedforecastingoftaxpayments,capitalexpenditure,dividends

etc.

Increasedabilitytoborrowthroughoverdraftfacility.

DETERMININGTHECASHNEEDS:

Cashneedscanbedeterminedthoughpreparingcashbudget,foryear,

month,weeketc.
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Cashreports,providingacomparisonofactualdevelopmentwithforecast

figures,arehelpfulincontrollingandrevisingcashforecastsona

continualbasisTheimportantcashreportsare

Thedailycashreports

Dailytreasuryreports

Themonthlycashreport

Monitoringcollectionandreceivables:

TheFinanceManagermustcontrolthelevelsofcashbalanceatvarious

pointsintheorganization.Thistaskassumesspecialimportanceon

accountofthefactthatthereisgenerallytendencyamongstdivisional

managertokeepcashbalanceinexcessoftheirneeds.Henceafinance

managermustdeviseasystem wherebyeachdivisionoforganization

retainsenoughcashtomeetitsday-to-dayrequirementswithouthaving

surplusbalanceonhand.Forthismethodshavetobeemployedto:

Speedupthemailingtimeofpaymentfrom customers

Reducethetimeduringwhichpaymentsreceivedbythefirm remain

uncollectedandspeedupthemovementfundstodisbursementbanks.

Forthispurposefollowingcanbehelpful:

1 Promptbilling oftenthereistimelagbetweenthedisptachof

goodsorprovisionofserviceandthesendingofbills.Bypreparing

andsendingthebillspromptely,afirm canesureearlierremittance.

Itshouldberealizedthatitisintheareaofbillingthatthecompany

controlishighandthereisasizeableopporltunitytofreeupcash.

Forthistreasureshouldworkwithcontrollerandothersin:

Acceleratinginvoicedata

Mailingbillspromptly

Identifyingpaymentlocations.

2 Expeditiouscollectionofcheques-expeditingcollecgionofcheques

isimportantandtherearetomethods1.Concentrationbanking,2.

Lockboxmethod



45

Concentrationbanking:(decentralizedcollection)key

elementsare,Themajorbankaccountofthecompanyiswet

upwithaconcentrationbank,generallysituatedinthesame

placewherethecompanyisheadquartered.Customersare

advisedtomailtheirremittancestocollectioncentreclose

tgothem.Paymentscollectedindifferentcollectioncentres

aredepositedinlocalbankswhichinturntransferthem to

theconcentrationbanks

Lockboxmethod:Silentfeaturesareasfollows

Anumberofpostofficeboxesarerentedbythecompany

indifferentlocations.l

Customersareadvisedtomailthereremittancesto

thelockboxes.

Banksareauthosizedtopickedupthechequesfrom the

lockboxesanddepositthem inthecompaniesaccount.

Controllingpayables/disbursements:bypropercontrolof

payablescompanycanmanagecashresources.Thisinvolves

Paymentshouldbemadeasandwhenitfalldue.

Centralizeddisbursement payablesandtheir

disbursementsmaybecentralized.Thishelpsin

consolidatingthefundsatheadofficescheduling

payments,reducingunproductivebankbalanceand

investingsurplusfundsmoreeffectively.

Propersynchronizationofinflowsandoutflowshelps

acompanytogetgreatermileagefrom cash

resources.

Float:whenfirm issueschequestheyreducethebalancein

theirbooks,butbalanceinbanksbookisnotreducedtillthe

paymentismadebybank.Thisamountofchequesissuedby

thefirm butnotpaidforbythebankisreferredtoaspayment
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float.Whenthechequesaredepositedwithbankthefirm

increasesthebalanceinitsbooks.Thebalanceinthebanks

bookhoweveriscleared.Theamountofchequesdeposited

bythefirm inthebankbutnotclearedisreferredtoas

collectionfloat.Differencebetweenpaymentfloatand

collectionfloatiscalledasnetfloat.Whenthenetfloatis

positivethebalanceinthebooksofbankishigherthanthe

balanceinthebooksoffirm.Whenthefirm enjoysthepositive

float(net)itmayissuechequesevenifithaveanoverdrawn

bankaccountinitsbooks.Suchanactionisreferredtoas

playingthefloatItisconsideredrisky.

Accruals:accrualscanbedefinedascurrentliabilitiesthat

representaserviceorgoodsreceivedbyafirm butnotyet

paidfor.Forexampleremunerationtoemployeesthatrender

servicesinadvanceandreceivepaymentlater.Inaway,they

extendcredittothefirm foraperiodattheendofwhichthey

arepaid.Weeklyismoreimportantascomparedtomonthly.

Otherexamples,renttolessors,taxestogovernment.

OPTIMALCASHBALANCE

Itafirm maintainsasmallcashbalance,ithastosellitsmarketable

securitiesmorefrequentlythanifitholdsalargecashbalance.Hence

tradingortransactioncostswilltendtodiminishifcashbalancebecomes

larger.However,theopportunitycostsofmaintainingcashriseasthe

cashbalanceincreases.

From thefigure,thetotalcostsofholdingcashareataminimum when

thesizeofthecashbalanceisC.Thisrepresentsoptimalcashbalance.

Deploymentofsurplusfunds:

Companysoftenhavesurplusfundsforshortperiodoftimebeforethey

arerequiredforcapitalexpenditure,loanrepaymentorsomeother

purposes.
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DEBTORSMANAGEMENT.

Assessingthecreditworthinessofcustomers

Beforeextendingcredittoacustomer,asuppliershouldanalyzethefiveCs

ofcreditworthiness,whichwillprovokeaseriesofquestions.Theseare:

Capacity:willthecustomerbeabletopaytheamountagreedwithin

theallowablecreditperiod?Whatistheirpastpaymentrecord?How

largeisthecustomer'sbusinesscapital.whatisthefinancialhealth

ofthecustomer?Isitaliquidandprofitableconcern,abletomake

paymentsontime?

Character:dothecustomersmanagementappeartobecommitted

topromptpayment?Aretheyofhighintegrity?Whataretheir

personalitieslike?

Collateral:whatisthescopeforincludingappropriatesecurityin

returnforextendingcredittothecustomer?

Conditions:whataretheprevailingeconomicconditions?Howare

theselikelytoimpactonthecustomersabilitytopaypromptly?

Bankreferences.Thesemaybeprovidedbythecustomersbankto

indicatetheirfinancialstanding.However,thelawandpracticeof

bankingsecrecydeterminesthewayinwhichbanksrespondto

creditenquiries,whichcanrendersuchreferencesuninformative,

particularlywhenthecustomerisencounteringfinancialdifficulties.

Tradereferences.Companiesalreadytradingwiththecustomer

maybewillingtoprovideareferenceforthecustomer.Thiscanbe

extremelyuseful,providingthatthecompaniesapproachedarea

representativesampleofalltheclientssuppliers.Suchreferences

canbemisleading,astheyareusuallybasedondirectcredit
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experienceandcontainnoknowledgeoftheunderlyingfinancial

strengthofthecustomer.

Financialaccounts.Themostrecentaccountsofthecustomercan

beobtainedeitherdirectfrom thebusiness,orforlimitedcompanies,

from CompaniesHouse.Whilesubjecttocertainlimitationspast

accountscanbeusefulinvettingcustomers.Wherethecreditrisk

appearshighorwheresubstantiallevelsofcreditarerequired,the

suppliermayasktoseeevidenceoftheabilitytopayontime.This

demandsaccesstointernalfuturebudgetdata.

Personalcontact.Throughvisitingthepremisesandinterviewing

seniormanagement,staffshouldgainanimpressionofthe

efficiencyandfinancialresourcesofcustomersandtheintegrityof

itsmanagement.

Creditagencies.Obtaininginformationfrom arangeofsources

suchasfinancialaccounts,bankandnewspaperreports,court

judgments,paymentrecordswithothersuppliers,inreturnforafee,

creditagenciescanproveamineofinformation.Theywillprovidea

creditratingfordifferentcompanies.Theuseofsuchagencieshas

growndramaticallyinrecentyears.

Pastexperience.Forexistingcustomers,thesupplierwillhave

accesstotheirpastpaymentrecord.However,creditmanagers

shouldbeawarethatmanyfailingcompaniespreservesolid

paymentrecordswithkeysuppliersinordertomaintainsupplies,

buttheyonlydosoattheexpenseofothercreditors.Indeed,many

companiesgointoliquidationwithflawlesspaymentrecordswith

keysuppliers.

Generalsourcesofinformation.Creditmanagersshouldscouttrade

journals,businessmagazinesandthecolumnsofthebusiness

presstokeepabreastofthekeyfactorsinfluencingcustomers'

businessesandtheirsectorgenerally.Salesstaffswhohavetheir

earstothegroundcanalsoproveaninvaluablesourceof
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information.

Credittermsgrantedtocustomers

Althoughsalesrepresentativesworkunderthepremisethatallsales

aregood(particularly,onemayadd,wherecommissionisinvolved!),

thecreditmanagermusttakeamoredispassionateview.Theymust

balancethesalesrepresentative'sdesiretoextendgenerouscredit

terms,pleasecustomersandboostsales,withacost/benefit

analysisoftheimpactofsuchsales,incorporatingthelikelihoodof

paymentontimeandthepossibilityofbaddebts.Whereacustomer

doessurvivethecreditcheckingprocess,thespecificcreditterms

offeredtothem willdependuponarangeoffactors.Theseinclude:

Ordersizeandfrequency:companiesplacinglargeand/orfrequent

orderswillbeinabetterpositiontonegotiatetermsthanfirms

orderingonaone-offbasis.

Marketposition:therelativemarketstrengthsofthecustomerand

suppliercanbeinfluential.Forexample,asupplierwithastrong

marketsharemaybeabletoimposestrictcredittermsonaweak,

fragmentedcustomerbase.

Profitability:thesizeoftheprofitmarginonthegoodssoldwill

influencethegenerosityofcreditfacilitiesofferedbythesupplier.

Ifmarginsaretight,creditadvancedwillbeonamuchstricter

basisthanwheremarginsarewider.

Financialresourcesoftherespectivebusinesses:from the

supplier'sperspective,itmusthavesufficientresourcestobeable

tooffercreditandensurethatthelevelofcreditgrantedrepresents

anefficientuseoffunds.Forthecustomer,tradecreditmay

representanimportantsourceoffinance,particularlywherefinance

isconstrained.Ifcreditisnotmadeavailable,thecustomermay

switchtoanalternative,moreunderstandingsupplier.

Industrynorms:unlessacompanycandifferentiateitselfinsome

manner(e.g.,unrivalledaftersalesservice),itscreditpolicywill
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generallybeguidedbythetermsofferedbyitscompetitors.

Supplierswillhavetogetafeelforthesensitivityofdemand

tochangesinthecredittermsofferedtocustomers.

Businessobjectives:wheregrowthinmarketshareisanobjective,

tradecreditmaybeusedasamarketingdevice(i.e.,liberalizedto

boostsalesvolumes).

Themainelementsofatradepolicyare:

Termsoftrade:thesuppliermustaddressthefollowingquestions:

whichcustomersshouldreceivecredit?Howmuchcreditshould

beadvancedtoparticularcustomersandwhatlengthofcredit

periodshouldbeallowed?

Cashdiscounts:suppliersmustponderonwhethertoprovide

incentivestoencouragecustomerstopaypromptly.Anumber

ofcompanieshaveabandonedtheexpensivepracticeof

offeringdiscountsascustomersfrequentlyaccepteddiscounts

withoutpayinginthestipulatedperiod.

Collectionpolicy:anefficientsystem ofdebtcollectionisessential.

Agoodaccountingsystem shouldinvoicecustomerspromptly,

followupdisputedinvoicesspeedily,issuestatementsand

remindersatappropriateintervals,andgeneratemanagement

reportssuchasanagedanalysisofdebtors.Aclearpolicymustbe

devisedforoverdueaccounts,andfollowedupconsistently,with

appropriateprocedures(suchaswithdrawingfuturecreditand

charginginterestonoverdueamounts).Materialityisimportant.

Whilstitmayappearnonsensicaltospendtimechasingasmalldebt,

bydoingso,acompanymaysendapowerfulsignaltoitscustomers

thatitisseriousabouttheapplicationofitscreditandcollection

policies.Ultimately,abalancemustbestruckbetweenthecostof

implementingastrictcollectionpolicy(i.e.,theriskofalienating

otherwisegoodcustomers)andthe
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tangiblebenefitsresultingfrom goodcreditmanagement

Problemsincollectingdebts

Despitethebesteffortsofcompaniestoresearchthecompaniesto

whom theyextendcredit,problemscan,andfrequentlydo,arise.These

includedisputesoverinvoices,latepayment,deductionofdiscounts

wherepaymentislate,andthetroublesomeissueofbaddebts.Space

precludesadetailedexaminationofdebtorfinance,sothisnextsection

concentratessolelyonthefrequentlyexaminedmethodoffactoring.

Factoringanevaluation

Keyelements:

Factoringinvolvesraisingfundsagainstthesecurityofacompany's

tradedebts,sothatcashisreceivedearlierthanifthecompanywaited

foritscreditcustomerstopay.Threebasicservicesareoffered,

frequentlythroughsubsidiariesofmajorclearingbanks:

Salesledgeraccounting,involvinginvoicingandthecollectingof

debts;

Creditinsurance,whichguaranteesagainstbaddebts;

Provisionoffinance,wherebythefactorimmediatelyadvances

about80%ofthevalueofdebtsbeingcollected.

Therearetwotypesoffactoringservice:

Non-recoursefactoringiswherethefactoringcompanypurchasesthe

debtswithoutrecoursetotheclient.Thismeansthatiftheclients

debtorsdonotpaywhattheyowe,thefactorwillnotaskforhismoney

backfrom theclient.
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Recoursefactoring,ontheotherhand,iswherethebusinesstakesthe

baddebtrisk.With80%ofthevalueofdebtorspaidupfront(usually

electronicallyintotheclientsbankaccount,bythenextworkingday),the

remaining20%ispaidoverwheneitherthedebtorspaythefactor(inthe

caseofrecoursefactoring),or,whenthedebtbecomesdue(non-recourse

factoring).Factorsusuallychargefortheirservicesintwoways:

administrationfeesandfinancecharges.Servicefeestypicallyrangefrom

0.5-3%ofannualturnover.Forthefinancemadeavailable,factorslevya

separatecharge,similartothatofabankoverdraft.

Advantages

providesfasterandmorepredictablecashflows;

financeprovidedislinkedtosales,incontrasttooverdraftlimits,

whichtendtobedeterminedbyhistoricalbalancesheets;

growthcanbefinancedthroughsales,ratherthanhavingtoresortto

externalfunds;

thebusinesscanpayitssupplierspromptly(perhapsbenefiting

from discounts)andbecausetheyhavesufficientcashtopayfor

stocks,thefirm canmaintainoptimalstocklevels;

managementcanconcentrateonmanaging,ratherthanchasing

debts;

thecostofrunningasalesledgerdepartmentissavedandthe

companybenefitsfrom theexpertise(andeconomiesofscale)of

thefactorincreditcontrol

.
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Disadvantages

theinterestchargeusuallycostsmorethanotherformsofshort-

term debt;

theadministrationfeecanbequitehighdependingonthenumberof

debtors,thevolumeofbusinessandthecomplexityoftheaccounts;

Bypayingthefactordirectly,customerswilllosesomecontactwith

thesupplier.Moreover,wheredisputesoveraninvoicearise,having

thefactorinthemiddlecanleadtoaconfusedthree-way

communicationsystem,whichhindersthedebtcollectionprocess;

Traditionallytheinvolvementofafactorwasperceivedinanegative

light(indicatingthatacompanywasinfinancialdifficulties),though

attitudesarerapidlychanging.

Conclusion:

Workingcapitalmanagementisofcriticalimportancetoallcompanies.

Ensuringthatsufficientliquidresourcesareavailabletothecompanyisa

pre-requisiteforcorporatesurvival.Companiesmuststrikeabalance

betweenminimizingtheriskofinsolvency(byhavingsufficientworking

capital)withtheneedtomaximizethereturnonassets,whichdemands

afarlessconservativeoutlook.
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CREDITORSMANAGEMENT
MANAGINGPAYABLES(CREDITORS)

Creditorsareavitalpartofeffectivecashmanagementandshouldbe

managedcarefullytoenhancethecashposition.

Purchasinginitiatescashoutflowsandanover-zealouspurchasingfunction

cancreateliquidityproblems.Considerthefollowing:

Whoauthorizespurchasinginyourcompany-isittightlymanaged

orspreadamonganumberof(junior)people?

Arepurchasequantitiesgearedtodemandforecasts?

Doyouuseorderquantities,whichtakeaccountofstockholdingand

purchasingcosts?

Doyouknowthecosttothecompanyofcarryingstock?

Doyouhavealternativesourcesofsupply?Ifnot,getquotesfrom

majorsuppliersandshoparoundforthebestdiscounts,creditterms,

andreducedependenceonasinglesupplier.

Howmanyofyoursuppliershaveareturnspolicy?

Areyouinapositiontopassoncostincreasesquicklythroughprice

increasestoyourcustomers?

Ifasupplierofgoodsorservicesletsyoudowncanyouchargeback

thecostofthedelay?

Canyouarrange(withconfidence!)tohavedeliveryofsupplies

staggeredoronajust-in-timebasis?



55

INVENTORYMANAGEMENT

Managinginventoryisajugglingact.Excessivestockscanplaceaheavy

burdenonthecashresourcesofabusiness.Insufficientstockscanresult

inlostsales,delaysforcustomersetc.

Thekeyistoknowhowquicklyyouroverallstockismovingor,putanother

way,howlongeachitem ofstocksitonshelvesbeforebeingsold.

Obviously,averagestock-holdingperiodswillbeinfluencedbythenatureof

thebusiness.Forexample,afreshvegetableshopmightturnoveritsentire

stockeveryfewdayswhileamotorfactorwouldbemuchslowerasitmay

carryawiderangeofrarely-usedsparepartsincasesomebodyneedsthem.

Nowadays,manylargemanufacturersoperateonaJust-In-Time(JIT)basis

wherebyallthecomponentstobeassembledonaparticulartoday,arriveat

thefactoryearlythatmorning,noearlier-nolater.Thishelpstominimize

manufacturingcostsasJITstockstakeuplittlespace,minimizestock

holdingandvirtuallyeliminatetherisksofobsoleteordamagedstock.

BecauseJITmanufacturersholdstockforaveryshorttime,theyareableto

conservesubstantialcash.JITisagoodmodeltostriveforasitembraces

alltheprinciplesofprudentstockmanagement.

Thekeyissueforabusinessistoidentifythefastandslowstockmovers

with the objectives ofestablishing optimum stock levels foreach

categoryand,thereby,minimizethecashtiedupinstocks.

Factorstobeconsideredwhendeterminingoptimum stocklevelsinclude:

Whataretheprojectedsalesofeachproduct?

Howwidelyavailablearerawmaterials,componentsetc.?
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ProfitandLossA/C

Particular

Year

Amount
(Rs.lacs
)

Amount
(Rs.lacs
)

Amount
(Rs.lacs
)

Amount
(Rs.lacs
)

Amount
(Rs.lacs
)

Amount
(Rs.lacs
)

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21

(A)INCOME

Sales 17058.47 19360.52 21624.68 26414.22 30365.1
6

33693.00

Add.OtherIncome 2633.59 683.91 835.02 621.45 736.58 557.65

TotalIncome 19691.06 20044.43 22459.72 27035.67 31101.7
5

34250.65

(B)EXPENDITURE

MaterialsConsumed:-

MaterialsConsumed: 8870.04 10866.21 12412.56 15817.46 17573.9
5

Stores&
spaces
consume:

505.99 593.58 688.84 895.23 1116.39

WIP&finishgoods 223.94 192.63 -380.95 -120.27 -188.12

9599.97 11652.42 12720.45 16592.42 18502.2
2

20215.8

Manufacturin
gExpenses: 1636.51 1424.12 1443.96 1913.07 3250.81 2526.97

Employee's
Emolument
s:

3597.64 3115.99 3336.03 3681.32 3598.01 4007.77

Interest&other
Fin.Charges 1458.91 852.9 587.35 521.05 488.42 346.37

SundryExpenses: 4037.1 2722.47 4060.27 3946.17 4718.76 5084.25

Depreciation: 277.49 223.68 214.74 225.8 249.37 260

TotalExpenditure 20607.62 19991.58 22362.8 26879.83 30807.5
9

32441.16
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NetProfitbefore
Tax(A-B) -916.56 52.85 96.92 155.84 294.16 1809.49

ProvisionforTax 2.2 6.08 1.75 3.03 82 597.13

NetProfitAfterTax -918.76 46.77 95.17 152.81 212.16 1212.36
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BALANCESHEET

A
SOURCESOF
FUNDS:

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21

1
Shareholders
funds:

a)Capital 128422345 128443380 128443380 128443380 128443380 12844338
0

b)Reserve&
Surplus

203935113 207620112 216184117 230239120 335195910 45762000
0

2 LoanFunds:

a)Secured
loans

663645876 640463151 581576924 514380917 380016497 39186200
0

b)Unsecured
loans

106008244 97272888 78335147 27727313 20376994 13285000

TOTAL 110201157
8

107379953
1

100453956
8

900790730 864032781 99121038
0

B
APPLICATION
OFFUNDS:

1 Fixedasset:

a)GrossBlock 749985197 745342117 717930907 718557289 777226949 77722694
9

b)Less-
Depreciation 529139497 542178336 537061079 524722052 533470985 57522200

0

Netblock 220845700 203163781 180869828 193835237 243755964 20200494
9

CapitalWIP
exp.Todate 2764184 2764184 2764184 4723646 6384589 NIL

Total 223609884 205927965 183634012 198558883 250140553 20200494
9

2
Technical
Know-how 9816315 30106210 27037298 23968386 20799000

3 Investment 72534904 61043727 55600632 42967882 36106881 36106881
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4

CurrentAsset,
Loans&
Advances Contd



60

1)Inventories 309469261 294045465 429724069 418963322 366814500 40124700
0

2)Sundry
Debtors 849477102 875751450 884099843 897711768 904486832 93805300

0

3)Cash&
Bankbalance 22043337 26143472 8159330 5590022 74504328 801369

4)Loans&
advances 342161013 303263771 195816844 139006705 120658554 12380000

0

Less-Current
Liabilities&
provisions

1)Liabilities 820733336 774132429 842943606 860236799 918023088 72540000
0

2)Provisions 17812993 17600025 175000 303000 15620580 16700000

NetCurrent
Assets 684604384 707471704 674681480 600732018 532820546 72180136

9

5

Miscellaneous
Expenditure
(Totheextent
notwritten
offor
adjusted)

Deferred
revenue
expenditurein
respectofVRS 118562406 89539820 60517234 31494649 20996415 10498181

Pension
scheme 2700000 NIL NIL NIL NIL NIL

TOTAL 110201157
8

107379953
1

100453956
8

900790730 864032781 99121038
0



61

Statementofchangesinworkingcapital(2017-18).

Particulars 2017-18 2018-19 Increase Decrease

A)CurrentAssets
a)Inventories 3094.70 2940.45 154.25
b)Sundrydebtors 8494.77 8757.51 262.74
c)Cashandbank 220.43 261.43 41.00
d)Loans& 3421.61 3032.66 388.95

advances

TotalCurrentAssets 15231.50 14992.03

B)CurrentLiabilities
a)Sundrycreditors

b)Provisions.

8207.33
178.12

7741.32
176.00

466.01
2.12

TotalCurrentLiabilities 8385.46 7917.32

NetCurrentAssets
6846.04 7074.71

Decreaseinworking
capital

771.87 543.20

228.67 228.67
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Statementofchangesinworkingcapital(2017-18).

Particulars 2017-18 2018-19 Increase Decrease

A)CurrentAssets

2940.45
8757.51

261.43
3032.64

4297.24
8841

81.59
1958.17

a)Inventories
b)Sundrydebtors
c)Cashandbank
d)Loans&

advances

1356.79
83.49

179.84
1074.47

TotalCurrentAssets 14992.03 15178.00

B)CurrentLiabilities
a)Sundrycreditors
b)Provisions.

7741.32
176.00

8429.44
1.75 174.25

688.12

TotalCurrentLiabilities 7917.32 8431.19

NetCurrentAssets
6560.94 6746.81

Decreaseinworking
capital

1614.53 1942.43

327.9 327.9

Interpretation:

ThisstatementshowsthedecreaseinWorkingCapitalintheyear2018-19by
decreaseincash&bankbalance&loans&advances.
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Statementofchangesinworkingcapital(2018-19).

Particulars 2018-19 2019-20 Increase Decrease

A)CurrentAssets
a)Inventories 4297.24 4189.63 107.61
b)Sundrydebtors 8841 8977.12 136.12
c)Cashandbank 81.59 55.9 25.69
d)Loans& 1958.17 1390.07 568.1

advances

TotalCurrentAssets 15178.00 14612.72

B)CurrentLiabilities
a)Sundrycreditors 8429.44 8602.37 172.93
b)Provisions. 1.75 3.03 1.28

TotalCurrentLiabilities 8431.19 8605.4

NetCurrentAssets 6746.81 6007.32

136.12 875.61

Decreaseinworking
capital

739.49 739.49

Interpretation:

ThestatementshowsthedecreaseinWorkingCapitalintheyear2018-19by
decreaseincash&Bankbalance,inventories,loans&advances.
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Statementofchangesinworkingcapital(2020-21).

Particulars 2019-20 2020-21 Increase Decrease

A)CurrentAssets
a)Inventories 4189.63 3668.14 521.49
b)Sundrydebtors 8977.12 9044.86 67.74
c)Cashandbank 55.9 745.04 689.14
d)Loans& 1390.07 1206.58 183.49

advances

TotalCurrentAssets 14612.72 14664.64

B)CurrentLiabilities
a)Sundrycreditors
b)Provisions.

8602.37
3.03

9180.23
156.20

577.86
153.17

TotalCurrentLiabilities 8605.4 9336.43

NetCurrentAssets 6007.32 5328.20

756.88 1436.01

Decreaseinworking
capital

679.12 679.12

Interpretation:

ThisstatementshowstheincreaseinWorkingCapitalintheyear2020-21by
increaseincash&bankbalance,inventories&debtors.Inthefinalanalyses
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Projectionofchangesinworkingcapital(2020-21).

Particulars 2019-20 2020-21 Increase Decrease

A)CurrentAssets
a)Inventories 3668.14 4012.47 344.33
b)Sundrydebtors 9044.86 9280.53 235.67
c)Cashandbank 745.04 108.02 637.02
d)Loans& 1206.58 1238.00 31.42

advances

TotalCurrentAssets 14664.64 14639.01

B)CurrentLiabilities
a)Sundrycreditors
b)Provisions.

9180.23
156.20

7254.00
167.00

1926.23
10.80

TotalCurrentLiabilities 9336.43 7421.00

NetCurrentAssets
5328.21 7218.01

2537.65 647.82

Increaseinworking
capital

1889.81 1889.81
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StatementshowingNetCurrentAssets/NetWorkingCapital

Particulars 2015-16 2016-17 2017-18 2018-19 2019-20 2020-21

A]C.Assets
a)Inventories 3094.70 2940.45 4297.24 4189.63 3668.14 4012.47
b)S.Debtors 8494.77 8757.51 8841 8977.12 9044.86 9280.53
c)Cash&bank

balance. 220.43 261.43 81.59 55.9 745.04 108.01
d)Loans&

Advances
3421.61 3032.64 1958.17 1390.07 1206.58 1238.00

TotalAmt.
15231.5014992.03 15178 14612.7214664.6414639.01

B]C.Liabilities
a)Creditors
b)Provisions 8207.33

178.12
7741.32

176
8429.44

1.75
8602.37

3.03
9180.23

156.20
7254.00

167.00

TotalAmt.
8385.46 8431.19 8431.19 8605.4 9336.43 7241.00

NetCurrent
liabilities[A-B] 6846.04 6606.57 6746.81 6007.32 5328.20 7398.01

Interpretation:

ThistableshowstheWorkingCapitalpositionforthelast5years&theprojected
WorkingCapitalfor2020-21.



67

FINDINGS

1)DefencesalesorderofRs.9crwasnotthereforthefirstquarterof

2020-21,sothesaleshasdecreased.

2)Debtorsofthecompanywerehigh;theywereincreasingyearbyyear,

somorefundswereblockedindebtors.Butnowrecoveryisbecoming

faster.

3)Productioncapacityisnotutilizedtothefullextent
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SUGGESTIONS

1)Itcanbesaidthatoverallfinancialpositionofthecompanyis

normalbutitisrequiredtobeimprovedfrom thepointofview

ofprofitability.

2)Netoperatingcycleisincreasingthatmeansthereisaneedtomake

improvementsinreceivables/debtorsmanagement.

3)Companyshouldstretchthecreditperiodgivenbythesuppliers.

4)CompanyshouldnotrelyonLong-termdebts.

5)CompanyshouldtrytoincreaseVolumebasedsalessoastostand

inthecompetition.
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