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ABSTRACT

Liquidity is one of the most important desired goaf an organization. The importance of adequatgdity in
the sense of the ability of an enterprise to meetent/short term obligations when they become fdugpayment can
hardly be over-stressed. In fact, liquidity is @4pequisite for the very survival of an enterpriske short-term creditors of
the firm are interested in the short-term solvencyliquidity of a firm. But, liquidity implies fromthe view point of
utilization of the funds of the firm that funds aidle or they earn very little. A proper balancetvieen the two
contradictory requirements, i.e. liquidity and pralbility, is required for efficient working capltananagement. So in this
perspective, the present study is undertaken tmiexaand evaluate the liquidity management of $&lement companies
of Andhra Pradesh. In our case, Motaal's UltimaeniR Test shows that the liquidity position of Datdaements is

sounder as compared to other companies.
KEYWORDS: Current Assets, Current Liabilities, Current Ratimuidity, Net Working Capital
INTRODUCTION

Liquidity is one of the most important desired goaf an organization. The importance of adequatadity in
the sense of the ability of an enterprise to meetent/short term obligations when they become fiugpayment can
hardly be over-stressed. In fact, liquidity is a4pequisite for the very survival of an enterprike short-term creditors of
the firm are interested in the short-term solvencyliquidity of a firm. But, liquidity implies fromthe view point of
utilization of the funds of the firm that funds aidle or they earn very little. A proper balancetvieen the two
contradictory requirements, i.e. liquidity and pralbility, is required for efficient working capltananagement. So in this
perspective, the present study is undertaken tmiexaand evaluate the liquidity management of $&lement companies
of Andhra Pradesh. The liquidity of the select sithias been analyzed by computing current ratia@kaguaitio, liquid funds
to current assets ratio, net working capital torentr assets ratio and finally, comparative liqyigibsitionamong select

units has been made by allotting ranks to theneashe Motaal's Ultimate Rank Test.
REVIEW OF LITERATURE
A brief review of the different researches in thedd is attempted in the following paragraphs.

Agarwal (1988)devised the working capital decision as a goal Enagning problem, giving primary importance
to liquidity, by targeting the current ratio andicjuratio. The model included three liquidity gaaiso profitability goals,

and, at a lower priority level, four current asseb-goals and a current liability sub-goal (forfreaomponent of working
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capital). In particular, the profitability constmé$ were designed to capture the opportunity cbstxoess liquidity (in

terms of reduced profitability).

Hrishikes (1995)in his book on Total Management by Ratios’ says that problem of liquidity management is
more acute for companies which are growing at aréde. The rising cash flow (profit) curves giveesuphoric feeling of
“all being well everywhere”, which makes the maaegjto press the growth button faster. What theg kight of is the
real cash position of the company which might bewshg a downward trend and hence, pushing the cayntiee slowly
and then vigorously towards a severe liquidity isrdespite the company making high profit. Unfoetaly, once an
enterprise-manager presses the growth buttons, difficult for them to retract the steps. The @ombus erosion of
liquidity ultimately makes a high-growth companylsi There is nothing wrong in making profit, in fathat is the

purpose of business, but unless there is cash gatmiaugh profit, an enterprise will soon be dead.

Elijelly (2004) in the study on “Liquidity — profitability tradeoffAn empirical investigation in an emerging
market” empirically examined the relation betweeafipability and liquidity, as measured by curreatio and cash gap
(cash conversion cycle) on a sample of joint stockipanies in Saudi Arabia. The study found sigaificnegative

relation between the firm's profitability and iiguidity level, as measured by current ratio.”

Singh and Pandey (2008suggested that, for the successful working of amgirtess organization, fixed and
current assets play a vital role, and that the mament of working capital is essential as it hadiract impact on
profitability and liquidity. They studied the worlg capital components and found a significant inhjpéevorking capital

management on profitability for Hindalco Industrlgémited.

Sherin (2010) in her article on “Liquidity v/s profitability - $iking the right balance” writes about the
implications of liquidity and profitability in a givmaceutical company. A firm is required to maintaibalance between
liquidity and profitability while conducting its gato day operations. Investments in current asaetsnevitable to ensure
delivery of goods or services to the ultimate comcs. A proper management of the same could résulie desired

impact on either profitability or liquidity.

Brahma (2011) conducted a study to examine and evaluate the bapeoe of liquidity management on

profitability as a factor accountable for poor ficél performance in the private sector steel Ihgus India.

Nandi Chandra Kartik (2012) in his paper on “Trends in Liquidity Management ahHeir Impact on
Profitability: A Case Study” makes an attempt tsess the trends in liquidity management and thajpaict on
profitability. An attempt has been made to estabiiee linear relationship between liquidity andfgeadility with the help
of a multiple regression model. On the basis ofral@nalysis, it is therefore important to stdiettthe selected company
always tries to maintain adequate amount of netkingrcapital in relation to current liabilities s to keep a good

amount of liquidity throughout the study period.
OBJECTIVES OF THE STUDY
» To assess the management of working capital arsdiégquacy,
e To study and compare the liquidity position of tmenpanies under the study and

» Tofind out the areas of weakness in liquidity mgaraent and offer suggestions for improvement, yf an
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RESEARCH METHODOLOGY
Sample under Study

Samples of six cement companies of Andhra Pradash heen purposefully selected for the study. Erey

* Anjani Portland Cements Ltd. (APCL)

e« Bheema Cements Ltd. (BCL)

e Deccan Cements Ltd. (DCL)

* NCL Industries Ltd. (NCL)

e Panyam Cements and Mineral Industries Ltd. (PCMIL)
» Sagar Cements Ltd. (SCL)

Scope of the Study

The present study is restricted to the above meaticix select cement companies of Andhra Pradesh.
Period of the Study

The study was performed on data of 10 years fro8@3Zm to 2012-13.
Data Collection

To achieve the aforesaid objectives data is gathfoen secondary sources like annual reports acselement

companies, journals, related other research papelsites etc.
Tools of Analysis

To analyze the data, ratios and Motaal's Ultimaa@iRTest are used for the present study.
LIMITATIONS OF THE STUDY
» The study covers the period from 2003-04 to 2012Fh& changes that took place before and after this

Period were not taken into consideration,

e The data are secondary in nature and any biagm itk reflected in the analysis and the conclusifdhe study.
DATA ANALYSIS

In order to study the liquidity position of all tlewmpanies, the liquid ratios, amount investediqaitl assets,

working capital and other related ratios were dakedl and depicted in the following tables:
Anjani Portland Cements Ltd. (APCL
Table -1 gives a detailed description of liquiditysition of APCL

Current Assets have shown a growth rate of 805.9@# S.D. and C.V of Rs.39.48 crores and 72.83%
respectively. The growth rate of current liabiktiwas 1804.83% with a standard deviation of Rs4dr6res and a CV of
104.09%. The growth rate of working capital was.41% with a SD of Rs.10.53 crores and a CV of 8&.7Erom this, it
can be said that the growth rate of net workingtahpras negative as the growth rate of currettiliées is more than that
of current assets. So, from this we say that thapamy should take necessary steps to increaseuth@ugm of current

assets so as to maintain positive net working abhpihe quick assets have registered a growthofa®20.88% with a SD
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of Rs. 27.81crores and a CV of 73.22%.

Table 1
Anjani Portland Cements Ltd. (Apcl) (Rs. In Crores)
Working | to | Qukk
e . . . Current | Quick remg
Year | Current Assets | Current Liabilities | Net Working Capital | Quick Assets Rati " Capital to Current
atio Ratio to Current
Current Assets VKM(%)
Assets (%) (%e)
2004 1417 663 7.54 867 214 131 5321 3881 6119
2005 1348 701 647 794 192 113 4800 4110 5890
2006 16.69 673 9.96 10.79 248 1.60 59.68 3535 6465
2007 2972 1340 16,32 1930 22 144 5491 35.06 6494
2008 4140 2537 16.03 3038 163 120 3872 2662 7338
2009 4048 2138 15.10 3212 189 150 4718 2065 7935
2010 5730 19.63 3767 44.96 2.92 2.29 65.74 21.54 7846
2011 £9.65 8849 116 55.87 1.01 0.63 129 37.68 6232
2012 110.79 108.44 235 81.23 1.02 0.75 212 26.68 7332
2013 128.37 126.29 2.08 88.51 1.02 0.70 1.62 31.05 68.95
Mean 5421 1234 11.97 37.98 1.83 126 3725 3145 68.55
Growth 114.20 119.66 546 79.84 112 | 06l 5159 7.76 7.76
Growh 805.93 1804.83 7241 920.88 5234 | 4656 | 9696 -19.99 12.68
Rate %)
SD. 39.48 4407 10.53 2781 0.62 048 2428 69 6.90
%:) 7283 104.09 88.71 73.22 33.88 | 3810 65.19 21.94 10.07

It is observed, current ratio and quick ratio haegistered a negative growth i.e. -52.34% and &/%.5
respectively. The negative growth in both the stiaicates that the liquidity position of the caamy has been degraded
over the years. The average current ratio of tmepeamy was 1.83 which is less than the ideal rulthofb i.e. 2. So, the
company should maintain the standard ratio. Thahghaverage quick ratio (1.26) above the requitteel growth rate of

this is negative due to the increase in currebilitees is more than that of current assets.

When the overall liquidity position of the compaisy studied by applying Motaal's Comprehensive Tafst
Liquidity, we found that working capital to curresssets ratio has shown a negative growth of 96.98#6 indicates that
the growth rate of current liabilities was morecasnpared to the growth rate of current assets amdenthe working
capital is decreasing slowly and slowly. This aggiee approach in the working capital might begbkcy of the firm to
enhance the profitability but no doubt it endangbssliquidity position of the company. The negatiyrowth in stock to
current assets ratio(-19.99) can be treated asiéiyaoaction towards liquidity management assunihmgt the company
was reducing its inventory level to the extent fuesso as to free up the money tied up with thesiriories. The quick
asset to current ratio has also registered a peditiowth of 12.68% during the study period, whigtan indication of

company’s concern and steps to maintain liquidity.

To conclude, the liquidity position of the compasyot that much satisfactory as it ought to be.tB® Company

should take enough steps to increase the levejutlity position.
Bheema Cements Ltd. (BCL)

Table 2 gives an overview of the position of BCLisl evident from the table that, as the growtle iatcurrent
liabilities(1030.17%) is more than that of curressets(857.47%), the growth rate in net workingtal{g51.67%) is
negative. So, the company is to take action to tamirpositive net working capital. The growth réequick assets is
711.41% with a S.D. of Rs.20.54 crores and a Ct\62072%.

When the liquidity ratios of ACC Cements were amaty, we found that both current ratio and quiclorhfive
registered a negative growth i.e. -15.13% and 128.2espectively. The negative growth in both th@saindicates that
the liquidity position of the company has been ddgd over the years. Though, the average curréat(2a35) and the
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average quick ratio(1.44) are more than the idelal of thumb i.e. 2 and 1, the growth rate in tfaios is negative as
current liabilities are grown faster than that afrent assets which indicates an unsatisfactonyidity position of the
company during the years of study. Moreover, a &igbV percentage i.e. in case of current ratio 3% %nd in quick

ratio 44.44% is also an indication of instabilitythe liquidity position of the company.

Table 2
Bheema C ts Ltd. (Bcl) (Rs. In Crores)
Net Working Quick Assets
Year Current Current Net Working Quick Current Quick Capital to Inventory to to
Assets Liabilities Capital Assets Ratio Ratio Current Assets | Current Assets (%) | Current Assets
(%) (%)
2004 11.38 9.58 1.80 745 1.19 0.78 15.82 3453 6547
2005 15.09 6.16 8.93 9.16 245 1.49 59.18 39.30 60.70
2006 1837 8.65 9.72 12.10 2.12 1.40 5291 34.13 65.87
2007 28.59 945 19.14 19.14 3.03 2.03 66.95 33.05 66.95
2008 3824 12.54 25.70 21.99 3.05 1.75 67.21 4249 57.51
2009 78.74 2740 51.34 57.54 2.87 2.10 65.20 26.92 73.08
2010 67.56 14 44 53.12 37.58 4.68 2.60 78.63 4438 55.62
2011 83.86 45.06 38.80 40.57 1.86 0.90 46.27 51.62 48.38
2012 92.83 77.19 15.64 61.51 1.20 0.80 16.85 33.74 66.26
2013 108.96 108.27 0.69 6045 1.01 0.56 0.63 44.52 3348
Mean 5436 31.87 2249 32.75 235 144 46.97 3847 61.53
Growth 97.58 98.69 -1.11 53.00 -0.18 -0.22 -15.19 9.99 -9.99
Growth Rate (%) 85747 1030.17 -61.67 71141 -15.13 -28.21 96.02 28.93 -15.26
s.D. 34.22 33.11 18.32 20.54 1.07 0.64 2521 6.93 6.93
CV. (%) 62.95 103.89 8146 62.72 45.53 4444 53.68 18.01 1126

When the overall liquidity position of the compaisyanalyzed by applying Motaal's Comprehensive Tadst
Liquidity, we found that working capital to curreassets ratio has shown a negative growth of 9G.8. indicates that
the growth rate of current liabilities was morecasnpared to the growth rate of current assets amdenthe working
capital is decreasing slowly and slowly. This aggiee approach in the working capital might begbkcy of the firm to

enhance the profitability but no doubt it endandbesliquidity position of the company.

The positive growth in stock to current assetsorathich is 28.93% is a bad sign for the companyahse it

indicates that investment in inventories are insirgagradually, which has to be stopped.

The quick asset to current ratio has also regidtareegative growth of 15.26% during the studyqekrivhich
shows that company’s liquid assets position has diteriorated subsequently during the period oflystthough the

current assets position is satisfactory.

To conclude, the company should take serious dtefscrease the level of quick ratio by investingmay in

liquid resources and investment in inventories &hbe curtailed to the extent possible.
Deccan Cements Ltd. (DCL)

Table 3 gives an overview of the position of DCloffs the table, we observed that the growth rateuiment
assets (1339.28% with a S.D. of Rs. 126.46 crandsaaC.V. of 96.87%) is more than that of curréabilities (266.28%
with a S.D. of Rs. 33.66 crores and a C.V. of 5%h%ence, the growth rate in net working capitabas increased in a

similar way.
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Table 3
Deccan C ts Ltd. (D (Rs. In Crores)
Net .
. Quick
_ T || G wﬂ‘;;ng Quick | Current | Quick [ o ;’i‘l;’l“i Jwventory | Assets to
Assets | Liabilities | 77278 | Assets | Ratio | Ratio | -~ " | 0 %' Current
ap urren (%) | 4 (%)
Assets (%)
2004 3381 26 66 715 28.03 127 1.05 21.15 17.10 82.90
2005 29.63 2535 428 23.08 1.17 0.91 14.44 2211 77.89
2006 40.31 25.24 15.07 35.09 1.60 1.39 3739 12.95 87.05
2007 75.65 27.72 47.93 70.07 2.73 2.53 63.36 738 92.62
2008 103.40 57.86 45.54 94.02 1.79 1.62 44.04 9.07 90.93
2009 13747 92.30 4517 11468 | 149 1.24 32.86 16.58 83.42
2010 10230 4430 58.00 75.79 231 1.71 56.70 25.91 74.09
2011 137.40 96.91 4049 10385 | 142 1.07 2947 2442 75.58
2012 158.80 111.90 46.90 10971 | 142 0.98 2953 3091 69.09
2013 486.62 97.65 388.97 91.12 498 0.93 79.93 8127 18.73
Mean 130.54 60.59 69.95 7454 2.02 1.34 10.89 2477 7523
Growth 45281 70.99 381.82 63.09 371 | 0.12 58.78 64.17 5417
Growth Rate (%) | 1339.28 | 26628 534014 | 22508 | 292.13 | -1143 277.92 375.26 7741
SD. 126.46 33.66 107.83 32.79 1.09 0.48 19.27 20.13 20.13
C.V. (%) 96.87 55.55 154.15 4399 [ 5396 | 35.82 4713 81.27 26.76

The growth rate in quick assets (225.08% with a. fRs. 32.79 crores and a C.V of 43.99%) is alsceased
but not that much of current assets and less thatrof current liabilities.

The growth rate in current ratio is 292.13% witls.®. of Rs. 1.09 crores and a C.V. of 53.96% wizerdhe
growth in quick assets is negative of 11.43 wit.@. of Rs. 0.48 crores and a C.V. of 35.82%. Filoisnit is said that the
increase in current assets is not due to the isergaquick assets but it is due to the increasavientory. The average
current ratio and quick ratio are 2.02 and 1.34eetvely. They are more than the ideal rule ofntbui.e. 2 and 1.

This indicates the satisfactory level of liquiditgsition.

When the overall liquidity position of the compaisyanalyzed by applying Motaal's Comprehensive Tadst
Liquidity, we found that working capital to currea$sets ratio has shown a positive growth of 277185 indicates that
the growth rate of current assets was more as cauiga the growth rate of current liabilities anginbe the working
capital is increased. The positive growth in sttxlcurrent assets ratio which is 375.26% is a bigul for the company

because it indicates that investment in inventaiesincreasing gradually, which has to be stopped.

The quick asset to current ratio has registeredgative growth of77.41 % during the study periotiolr shows
that company’s liquid assets position has alsorietted subsequently during the period of stutipugh the current

assets position is satisfactory.

To conclude, the company should take serious dtefscrease the level of quick ratio by investingmay in

liquid resources and investment in inventories &hbe curtailed to the extent possible.
NCL Industries Ltd. (NCL)

Table 4 gives an overview of the position of NCduistries Ltd.

Index Copernicus Value: 3.0 - Articles can be senb editor@impactjournals.us




Liquidity Management of Select Cement Companies of 37
Andhra Pradesh - (A Comparative Study)

Table 4
Nl Industries Ltd. (Ncl) (Rs. In Crores)
) Quick
Current | Current Net_ Quick ) . . N&rﬁgg Inventory to Assets to
Year - Liabilities Wor]f:mg : Current Ratio | Quick Ratio Current A Current Assets | Current
Capital (%) (%) Assets
(%)
2004 41.39 46.28 -4.89 21.66 0.89 0.47 -11.81 47.67 52.33
2005 43.08 4328 -0.20 22.50 1.00 0.52 -0.46 47.77 5223
2006 38.97 51.15 7.82 35.78 1.15 0.70 13.26 39.33 60.67
2007 85.10 64.78 20.32 53.39 1.31 0.82 23.88 37.26 62.74
2008 142.07 70.73 71.34 106.63 2.01 1.51 50.21 24.95 75.05
2009 146.07 78.66 67.41 105.37 1.86 1.34 46.15 27.86 72.14
2010 142.26 63.17 79.09 97.82 225 1.55 35.60 31.24 68.76
2011 171.89 52.06 119.83 119.04 3.30 2.29 69.71 30.75 69.25
2012 178.57 273.32 -94.75 119.82 0.65 0.44 53.06 32.90 67.10
2013 147.83 291.68 -143.85 9149 051 031 9731 38.11 6189
Mean 115.72 103.51 12.21 77.35 1.49 1.00 9.62 35.78 64.22
Growth | 106.44 245.40 -138.96 69.83 -0.38 0.16 £5.50 -9.56 9.56
Growth
Rate 257.16 53025 2841.72 322.39 -42.70 -34.04 -723.96 -20.03 18.27
(%)
SD. 50.41 90.20 73.19 37.70 0.82 0.61 49.85 735 735
(20:; 43.36 87.14 399.43 48.74 55.03 61.00 518.35 20.54 1145

From the table, it is observed that the growth éh working capital is negative i.e. -2841.72 witls®. of Rs.
73.19 crores and a C.V. of 599.43. This is duda¢ogrowth rate in current liabilities (530.25% witts.D. of Rs.90.20 and
a C.V. of 87.14) is more than that of current as$267.16% with a S.D. of Rs. 50.41 crores and\a Gf 43.56%).
The quick assets are shown a growth rate of 32Rif80a S.D. of Rs 37.70 crores and a C.V. of 48THe growth rate in
current ratio and quick ratio are negative with742and 34.04 indicating unsatisfactory level ofildity position. So the

company has to take steps to increase investmdiquid assets. The average current ratio and quiti& are 1.49 and 1.

When the overall liquidity position of the compaisyanalyzed by applying Motaal's Comprehensive Tadst
Liquidity, we found that working capital to currem$sets ratio has shown a negative growth of 723T%fs indicates that
the growth rate of current liabilities was morecasnpared to the growth rate of current assets amdenthe working
capital is decreasing slowly and slowly. This aggiee approach in the working capital might begbkcy of the firm to

enhance the profitability but no doubt it endandbesliquidity position of the company.

The negative growth in stock to current asset®(&0.05) can be treated as a positive action tasviquidity
management assuming that the company was redusiiigzéntory level to the extent possible so asde up the money
tied up with the inventories. The quick asset taent ratio has also registered a positive growithh&27 % during the

study period, which is an indication of companydscern and steps to maintain liquidity.

To conclude, the liquidity position of the compasyot that much satisfactory as it ought to be.tB® Company

should take enough steps to increase the levejutiity position.
Panyam Cements and Mineral Industries Ltd. (PCMIL)

Table 2 gives a detailed description of liquiditysfiion of PCMIL.
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Table 5
Panyam Cements & Minerals Ltd. Pcmil) (Rs. In Crores)
Net Working .
Vear Current | Current Net Working Quick Current | Quick Capital to Inventory to Current gﬁ::tm =
Assets | Liabilities Capital Assets Ratio | Ratio Current Assets (%) %)Am"
Assets(%)

2004 27.47 60.34 32.87 2132 0.46 035 -119.66 2239 77.61

2005 7339 65.28 3188 164 036 025 -179.00 29.88 70.12

2006 8.05 8438 7633 523 0.1 0.06 94820 35.03 6497

2007 38.26 110.16 719 30.93 035 0.8 18792 19.16 80.84

2008 80,42 112.95 3253 68.7 0.71 0.61 3045 1457 8543

2009 133.81 3212 91.68 120.59 318 7,86 68.52 088 90.12

2010 148.59 52.96 95.64 1305 281 146 6437 12.17 87.83

2011 14631 5254 93.77 12734 278 242 64.00 12.97 87.03

2012 149.96 109.26 4071 12194 137 112 2715 18.68 8132

2013 117.33 114.47 2.86 97.6 1.02 0.85 244 16.82 83.18

Mean 8736 80.45 6.92 74.06 131 113 12487 19.16 80.85
Growth | 89.86 54.13 35.73 76.28 0.56 0.50 122.10 557 557
If“’“"“.‘ 327.12 89.71 108.7 357.79 12174 | 14286 102.04 2488 7.18

ate (%)

SD. 5534 2753 65.13 4875 111 1.00 289.36 76 7.60
CV.(%) | 6365 3422 941.18 65.83 8473 | 8850 232.14 39.67 9.40

It is evident from the table that the net workirapital has shown a positive growth rate with 108{8.D. of
Rs.65.13 crores and C.V. of 941.18%) due to thevtiroate in current assets (327.12% with a S.0R©65.34 crores and
a C.V. of 63.65%) is more than that of currentiliibs (89.71% with a S.D. of 27.53 crores and.®.®f 34.22%). Quick
assets also have registered a positive growthofe@87.79 with a S.D. of Rs.48.75 crores and a ©\65.83% indicating
the good liquidity position of the company.

The current ratio and quick ratio also have showe positive growth rate with 121.74% and 142.86%
respectively. The average current ratio (1.31e$s Ithan the standard rule i.e. 2 and the avenaigk cptio is more than

required.

When the overall liquidity position of the compaisyanalyzed by applying Motaal's Comprehensive Tadst
Liquidity, we found that working capital to currea$sets ratio has shown a positive growth of 102I@# indicates that
the growth rate of current assets was more as cauiga the growth rate of current liabilities anginbe the working
capital is increased. The negative growth in stockurrent assets ratio(-24.88) can be treatedpasiéive action towards
liquidity management assuming that the companyredscing its inventory level to the extent possiaeas to free up the
money tied up with the inventories. The quick asseturrent ratio has also registered a positivevin of 7.18 % during

the study period, which is an indication of compampncern and steps to maintain liquidity.
To conclude, the overall liquidity position of tbempany is good.
Sagar Cements Ltd. (SCL)

Table 1 gives a detailed description of liquiditysgion of SCL.
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Table 6
Sagar Cements Lid. (5D ®s.In Crores)
- - 5 5 o Inventory to Quick Assets
Current - Net Working Quick Current | Quick | Net Working Capital
Year Current Liabilities . . . Current Assets to Current
Assets Capital Assets Ratio Ratio to Current Assets (%) (%) A (%)
2004 2885 204 843 19.63 141 0.96 29.29 31.96 68.04
2005 32.19 2136 10.83 24.14 1.51 1.13 33.64 25.01 7499
2006 2364 2284 08 16.99 1.04 0.74 338 28.13 T1.87
2007 39.12 36.57 2353 3248 1.07 0.89 6.32 16.97 23.03
2008 61.24 46039 11.85 33.74 1.24 1.09 1835 1225 87.75
2009 126.1 57.52 68.58 83.57 2.19 145 3430 33.73 66.27
2010 136.68 8037 3631 87.82 1.70 1.09 4120 35.75 64.23
2011 173.01 98.27 74.74 11547 1.76 1.18 4320 33.26 66.74
2012 20293 26275 -30.82 117.24 0.77 045 -20.48 4223 5717
2013 1219 232.12 -1022 156.68 0.96 0.67 461 2030 T061
Mean 104.57 38.16 1641 70.78 137 097 15.68 28.87 711
Growth | 19303 211.12 -18.67 137.03 045 -0.29 -33.90 -2.57 2357
Growth
Rate 669.15 10349 22095 698.17 3181 -30.21 -115.74 -3.04 3.78
%)
5D 73.01 8354 3845 4629 0.41 027 24.40 844 844
%:) 69.82 0476 23431 6540 2093 2784 12393 2923 11.87

It is evident from the table that the growth rateniet working capital is negative(220.95% with ®.Sof Rs.
38.45 crores and a C.V. of 234.31%) due to the tiraate in current liabilities(1034.90% with a Sd.Rs.83.54 crores
and a C.V. of 94.76%) is more than that of curresgets(669.15% with a S.D. of Rs. 73.01 and a Gf\69.82%).
The quick assets have registered a positive groiv@98.17% with a S.D. of Rs.46.29 crores and a. 6f\65.40, but it is

not that much of current liabilities.

The growth rate in current ratio and quick rationeggative with -31.91 and -30.21 respectively. Biverage
current ratio (1.37) and quick ratio (0.97) aresl#san the rule of thumb i.e. 2 and 1 which indisathe liquidity position

is not up to the expectation.

When we tried to find out the overall liquidity piden of the company by applying Motaal's Compresigr Test
of Liquidity, we found that working capital to cent assets ratio has shown a negative growth aff4% This indicates
that the growth rate of current liabilities was m@s compared to the growth rate of current assetdence the working
capital was decreasing slowly and slowly The negagirowth in stock to current assets ratio (8.CG#) be treated as a
positive action towards liquidity management assgrthat the company was reducing its inventory lléeethe extent
possible so as to free up the money tied up withitiventories. The quick asset to current ratio dlae registered a
positive growth of 3.78 during the study period,iebhis an indication of company’s concern and stepsnaintain
liquidity.

To conclude, the present liquidity position of tbempany is not that much satisfactory as it oughbe.
Company should take enough steps to increase Yié dé working capital, to increase the curreniaand quick ratio.

Current assets should be increased at a fasteasaempared to current liabilities.
MOTAAL'S COMPREHENSIVE TEST OF LIQUIDITY

Motaal prescribes a comprehensive test for detengiithe soundness of a firm as regards liquiditgitoan.
According to him, a process of ranking is used fidva at a more comprehensive measure of liquidityvhich the

following three ratios are combined in a point scor
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e Working Capital (WC) to Current Asset Ratio = Working Capital x100
Current Assets
e Stock to Current Asset Ratio = Inventory x100

Current Assets
& Quick Assets to Current Asset Ratio = Quick Assets x100

Current Assets

Current Assets

The higher the value of both working capitals torent asset ratio and liquid resources to curresefaratio,
relatively the more favorable will be the liquidippsition of a firm and vice-versa. On the othendhdower the value of
stock to current assets ratio, relatively the nfanerable will be the liquidity position of the fir. The ranking of the
above three ratios of a firm over a period of tisidone in their order of preferences. Finally, tifténate ranking is done

on the basis of the principle that the lower thinfsoscore, the more favorable will be the liquidibsition and vice-versa.

Table 7
Motaal’s Comprehensive Test of Liquidity
Net Working Inventory to Quick Assets

SL Compa Capital to Current to Current Total | Ultimate

No. ny Cmrent Assets Ranls Assets Ratio Rank Assets Ranls (4+6+8) Rank
Ratio (%0) (%0) Ratio (%)

(€))] @ (3) G)] (5 (6) (M (8 (©)] (10)

1 APCL 37.25 3 31.45 4 68.55 4 11 4

2 BCL 46.97 1 38.47 6 61.53 6 13 5

3 DCL 40.89 2 24.77 2 75.23 2 6 1

4 NCL 9.62 5 35.78 5 64.22 5 15 6

5 PCMIL -124.87 6 19.16 1 80.85 1 8 2

6 SCL 19.69 4 28.87 3 71.13 3 10 3

The table 7 presents Motaal's Comprehensive Tekigpfidity. This table reveals that Deccan Cemérits is
awarded Rank-I, indicating the most liquid compampong the six . Panyam Cements & Mineral Industrtdsand Sagar
Cements Ltd. have ranked second and third resgdgtibimong the remaining three, Anjani Portland @ets Ltd. got
fourth rank and Bheema Cements Ltd. and NCL Inéesstrtd. got 8 rank and 6 rank respectively , indicating the most

unfavorable liquidity position.
CONCLUSIONS
* In conclusion we can say that

* In all the cases the growth rate of current lidilei are much more than the growth rate of curaseseéts, which in
long run will affect the working capital positiorf the company adversely ultimately affecting thguidity
position of the companies. Hence, companies shenddre that the current assets and current liaBilgrow at a
similar rate.

* In some cases we have came across with negatid@ngazapital. No doubt, in these days many compaaie
using negative working capital and getting a goowant of profits and good return on capital alseghtive
working capital indicates lower cost of working @&ap(another way is higher profitability), but éite same time,
it indicates poor liquidity (worried situation foine creditors, etc.) or we can say company is avddned with

current liabilities, which is not good for any sition (specially in a period of recession, etc).
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e Companies should always see that they maintaiidtad current and liquid ratio, which is not thémecase with
the companies we have studied.

» Last but not the least, companies should ensutethiapercentage of inventories in current assetsilow as

possible.
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