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Abstract - For a successful working of a business organization fixed and current
assets play a vital role. Management of working capital is essential as it has direct
impact on profitability and liquidity. An attempt has been made in this paper to
study the working capital components and impact of working capital management
on profitability of Cipla Ltd. The paper also makes an attempt to study the
correlation between liquidity and profitability (PBT) of Cipla Ltd. The study is based
on secondary data collected from annual reports of Cipla Ltd. for the study period
2002 to 2011. Ratio analysis and percentage method and co - efficient of correlation
have been used to analyze the data. Multiple regressions were used to check the
significant impact on the profitability of Cipla Ltd.
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INTRODUCTION

A successful commercial organization needs
two types of assets, viz., fixed assets: land,
building, plant, machinery, furniture etc.
these are not purchased for the purpose of
sale but for the purpose of earning profit for
many year and second is current assets i.e.
raw materials, work - in - progress, finished
goods, sundry debtors, bills receivables,
cash, bank balance etc. these assets are
purchased for the purpose of production
and sales, like raw material into semi
finished products, semi finished products
into finished products, finished products
into debtors and debtors transferred into
cash or bills receivables.

The fixed assets are used in increasing
production of an organization and current
assets are used in using the more fixed
assets and day to day working. The
management of this working capital is
known as working capital management. The
term working capital refers to the amount of

capital which is readily available to an
organization. Management of working
capital deals with the problems that arise in
managing the current assets, the current
liabilities and inter - relationship that exists
between them. It should neither be
inadequate nor excessive.

Working capital is an important part of
finance having a decisive influence on the
liquidity, which is regarded as the lifeblood
of a business plays a pivotal role in keeping
the wheels of a business. Working capital
management has always been a fascinating
subject from the academic point of view and
it must be admitted that in the real world
situation also, efficiency with which
working capital is managed in a concern is
of great significance for its overall well
being - its growth and decline.

OBJECTIVE OF THE STUDY

In this study an attempt has been made to
analyze the size and composition of working
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capital and whether such an investment. has
increased or declined over a period of time.
After determining the requirements of
current assets, one of the important tasks of
the financial manager is to select an
assortment of appropriate sources of finance
for the current assets. Normally, the surplus
of current assets to current liabilities should
be financed by long - term sources. Precisely
it is not possible to find out which long term
source has been used to finance current
assets, but it can be examined as to what
proportion of current assets has been
financed by long - term funds. Therefore, an
attempt has been made in this regard.

In working capital analysis, the direction of
change over a period of time is of crucial
importance. Not only that, analysis of
working capital trends provides a base to
judge whether the practice and prevailing
policy of the management with regard to
working capital is good enough or an
improvement is to be made in managing the
working capital funds.

Hence in this study, an attempt is made
about the trend of the working capital
management of the selected enterprise. In
addition, to have higher profitability, the
firms may sacrifice solvency and maintained
a relatively low level of current assets. When
the firms do so, their profitability will
improve as less funds are tied up in the idle
current assets, but theijr solvency will be
threatened. Hence, an attempt is made tq

study the association of profitability with
the working capital ratios,

With this end in view, an effort has been
made in this article to make an in depth
study Cipla Ltd, in respect of g
performance and its working capital
management. The findings of thig study not
only throw light on technical weakness in
the managerial activities of the companjes
but may also help scholars and researchers’
to develop new ideas, techniques and

methods in respect of the Management of
working capital.
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COLLECTION OF DATA

METHODOLOGY

AND

This study is based on secondary data, The
data required for this study have been
extracted from the annual reports Cipla [.tq
The study covered a period of fourteen
years starting from 2001 - 2002 to 2010 -
2011. The study covers mainly the following
aspects of working capital analysis (i)
Component of Working Capital, (ii)
Financing of Working Capital, (iii) Trends of
Working Capital and (iv) Working Capita]
Impact on Profitability. Statistical techniques
namely co - efficient of correlation and
multiple regression are used for analyzing
the data.

In this study, for the purpose of establishing
definite relationships between working
capital ratios and profitability  ratio,
correlation analysis has been applied. It
implies interdependence of the set of
variables. Further, in order to identify the
influence of profitability, a linear multiple
regression models were used. In the
analysis, working capital ratios viz. CR. LR.
WTR, ITR, RTR and WC/TA are taken as
the independent variables Profit before Tax
(PBT) to total assets ratios are used as
dependent variable.

The used multiple regression equation is:

PBT/TA=a+b1 CR+b2LR+b3WTR+b4
ITR + bs RTR + by TCinS+b7WC/TA+e

Where, 2, by, b, by by, by, b and by are
parameters to be estimated.

ANALYSIS OF THE FINDINGS OF THE
STUDY

1. Working Capital Analysis: Table 1 shows
Fhat overal] gross working capital has
INcreased from Rg 9682.30 million in 2001-
2002 to 47335.70 million in 2010-2011 which
Was also highest ip the 10 yrs period. Gross
workmg Capital algg includes cash , which
Was nearly 1.161 9, of gross working capital



prad

Hrvipsy Capitid Wordgpinsot ord fis ? fltmnrss pw Gow Profiakilisy of Cigla Lid. Compmry
in thwe year ZFN-EHI2 tind incisaseds 41777 % fri e vear 20102071,
Yable 1, Shorwing inaseising brend off currapt §iatsiities in tekal corront Vabilities
| Ak | Spmmm CCaere || Totat T |
{ : L f . & Cpwss | Corrent |
tavents | G pdvem T Liakdl | Prowii | LiabiS | Net
;"79‘}‘{'3"_ B 2 _;Al)lrb'.l.;ls1 fJ A | ees | W.C, | e p— - wi.C.
! . R i 2455 ;
| WRH) | AT L Th AL 2T | R g | Zona7 | £0%% j
| . ! 1 e Emmee ;
|2z A L 6 LKL s | HiE | W | S 4510 | 10600 | STILAR
: i j 121, , ez ;
LR | WS | M6 | 254 B A0 1| Z76ss | 39617 | »
s | 45 |\ mm el om | zmem | wnm | 017 | %% | 1mmn | 6382 |
24| 290 T | 7335 ‘
SHIAD | ML L A L T AI9Y | IAMRD | 3 5334 679555 :
2 S R R VR <Y N ) e A 2L 1000 | 756641 |
! (153 {12500 | | 45353 | , ;
LAY | WIS ) % T Y | 1755 3| ZHE | TT5439 | |
s L A2 | m loml ez | ;e | 1w | 52 | %68 | 10000 | grss5 |
| 444, | 6590 | gj
LY | BT | m A5 N5 | 29RY | 6| 72810 | 95210 |
006 | AL75 | |19 |0 | 1752 | 100 | 7om | 9% | 10000 | 133408
; 1% i | 53113 | i |
| omse | woomrs | 49 | s 67 | 2s6s | 0 $10130 | 941260
. e S R i ]
w7 | S | 629 || 085 | 2367 | 10040 | 5643 | 5357 | 10000 | 189340
S S R i) ‘ 5095 | f
12049 | 19990 | # | 2449 | 111541 | 374395 0 | 416810 | 12877.90
w0k | 2w | o 22| oz | 2m | 10000 | 6763 | 3237 | 10000 | 215619
2008 | 299 | 3723 1212} U2 L o
g2 | 183715 | 50 | 2345 | 110765 | 441957 50 | 3917.10 | 14045.60
w09 | aLed | sz | 120 053 | 2506 | 10000 | 7211 | 2759 | 10000 | 301501
) ’ - ) 604, 99682.5
512654 | 155070 | 4 | 47 | 122159 | 435242 | O | 216370 | 1214620
w10 | 375 | ase7 140 | 0a1 | 2807 | 10000 | 219 | 1781 | 10000 | 31378
Y N I 7T 9362.7
Lo | 149704 | 3 | 36 | 126888 | 473357 | 0 | 219880 | 1158150
11 | 078 | aes | 178 | 001 | 2681 | 10000 | 8101 | 189 | 10000 | 357542
T 015,020 | OHRIL17 | 503, | 1416 | 714832 | 2782495 | 6463.1
| 1 534 | 36 6 | 8 | 6 |29s616| 90932 | o0
Averag | ' o.
3 A.65 w5l | 181 | 051 | 2569 | 10000 | 6862 | 3138 | 10000 7

This shows that cash had become one of the
major components in gross working capital.
As far as debtors are concerned it held
26.31% share in 2001-2002 which gradually
increased 1o 41,51% in the year 2008-2009,
with the all time low at 875,96 million in the
year 20052006, Overall inventory had an
average of 40,14% share in gross working
capital, Debtors and Loans & advances were

the second and third biggest contributors to
gross working capital with its average share
of 32.71 % and 25.25 respectively. Taking
Total current liabilities we see that it was all
time high in the year 2009 with Rs. 10128.5
millions. In Cipla Ltd. total current liabilities
is composed of current liabilities and
provision. Current liabilities had an average
share of 68.62% and provisions had an
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average share of 31.38%. The variation of
contribution of current liabilities had been
ranging from 54.88% to 82.19% this' shows
increasing trend of current liabilities in Total
Current Liabilities. Net working capital had

2. Financing of workin g Capital

an average of Rs. 18405.637 milliong Over all
it had positive net working capita] Net
working capital was lowest in the year 2001.
2002 with Rs 5181.44 millions and highes; in
the year 2010-2011 with Rs 35754.2 Mmilliong

Table 2, Financing of working Capital (Rs. In millions)

59.62
53.03

54.53

[ Sources of
working capital Total
—edigeptal | O
g Term
LT ST fund
5181.44 | 450086 9240.25
6944.82 | 5966.17 11648.62
7566.41 | 6795.89 15405.82
97445 | 778439 18376.26
13840.8 | 90821 25501.3
18934.2 [ 9477 ¢ 34724 8
24561.9 | 128779 44454 2
: 30150.1 140456 54551 .4
435242 31378 | 121462 60947.9
47335.7 357542 | 11581 5 | 745114

is
contributing between zero t0 59.62%. In the
years 2004, and 2011 jts share was beloy
50% but in year 2002-2003 it reached to the
highest point i e contributing almogt 59.62%.
The trend of agt five year shows that thig
source of financing is gaining importance,

: 2010 to Rg 47335.7
millions in 2011, The linear Jeagt Square
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4798 |

% of
L.T.
used for
working
capital
56.07

49.11
54.27
55.25

55.27
51.48

Table 3 Working Capital Trend Rs, Millions

| Origina]
Working Trend
\ggars CaBital Value
02 96823 6893.23
2003 12910.99 11544 72
2004 14362 3 16196.22
=—ted
;(())05 17528 89 20847.72
06 229229 25499 21
5(())07 283468 30150.71
08 374398 348022
| ;8;)(9)\ 44195.7_\ 394537
435242 1 4410519
2011 473357 48756.69
\J
Source: Compyt i 1
Repes buted fron, Cipla Ltd. Annua
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Figure 1. Working Capital Trend

4. Effectiveness of working  capital on
profitability: The average cash turnover ratio
of 107.826 shows that company has
adequate cash balance in company.

Table 4. Liquidity Ratios and Profitability Ratio

Inventory turnover ratio shows a good
rotation of inventory in the company. In this
sequence company improved its conversion
of receivables so quickly in the last five
years, which shows that company receives
its cash from its debtors so quickly. In case
of working capital turnover ratio, the result
shows that company large amount of short
time liabilities against the current assets
which affects the working capital turnover
ratio at low level. The current ratio is
fluctuating during the study period and
average shows the ideal position but liquid
ratio up to the standard position. In the total
assets, working capital keeps an adequate
portion. Return on capital employed depicts
the increasing trend that is very good sign
for company to show the efficient use of
capital in raising the profit.

Year | CTR | ITR | RTR WTR! CR | LR | WQTA | ROCE
2002 | 88984 |3.497 | 5441 | 1431 | 2151 | 1.271 | 1.005 | 0.602
2003 | 118.160 | 2.630 | 4.361 | 1.200 | 2164 | 1.176 | 1.057 | 0.546
2004 | 316.245 | 3.471 | 3.963 | 1.375 | 2113 | 1.276 | 0.932 | 0.516
2005 | 151.341 | 3.121 {3.963 | 1.328 | 2250 | 1.294 | 0954 | 0.538
| 2006 | 67.888 |3.155|3.447 | 1.317 | 2524 | 1470 | 0.899 | 0.481
2007 | 26.870 |3.610 | 3.434 | 1.246 | 3012 | 1.972 | 0.816 | 0.360
2008 | 51.571 |3.649 | 2.933 | 1.092 | 2907 | 2.037 | 0.842 | 0.265
2009 | 94.748 |3.591 | 2.733 | 1.136 | 3147 | 2.151 | 0.811 | 0.223
2010 | 88.949 |3.578 | 3.485 | 1.243 | 3583 | 2.338 | 0.714 | 0.272
2011 | 73.504 | 3.284 | 4.131 | 1.306 | 4,087 | 2461 | 0.635 | 0.183

CTR-cash turnover ratio, ITR- inventory turnover ratio, RTR-Receivables turnover ratio, WTR- working
capital turnover ratio, CR- current ratio, LR-Liquid Ratio, WC to TA- working capital to total assets, ROCE-

Return on capital employed.

MULTIPLE REGRESSION ANALYSIS

In the table: 5, the impact of working capital
ratios on ROCE of Cipla Ltd. are shown with
the help of multiple regression analysis. The
table shows that the impact of different
working capital ratios is statistically
Insignificant at 5% level as seen from the
Values of the regression co - efficient. For a

unit increase in cash turnover ratio, ROCE
increased by 1.10 units, the coefficient of
correlation between these two variables
shows moderate correlation of 0.4229,
Similarly, one unit increase in inventory
turnover ratio would increase the
profitability by 0.75 units; the correlation of
these two variables shows low level
negative correlation of -0.4873.
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The co - efficient of regression between the
profitability ratio and receivables turnover
ratio is computed as 0.08 which implies that
one unit increase in receivables turnover
ratio would increase the profitability ratio
by 0.08 unit and positive moderate
correlated of 0.617. Change of one unit in
Working capital turnover ratio increases
1.52 unit in profitability of Cipla Ltd.. One
unit change in current ratio and liquid ratio
increase the profitability by -1.58 and 1.86
units respectively. It is also inferred from the
table that one unit increase in working
capital to total assets ratio would decrease
the profitability ratio by -1.47 units. The co
efficient of correlation between liquid ratio

and ROCE is highest negative correlation
among all with -0.918.

Table 6. Correlation Result

The independent variables explain 77
the variations in the profitability of the
Ltd..

% of
Cipla

Table 5. Multiple Regression Result

Constant | Standardized T Sig.
Coefficients
Coefficients
CTR 0.00 -240 | 014
ITR -0.75 -2.25 0.15\
RTR 0.08 1.63 0.24 )
WTR 1.52 2.55 0.13
CR -1.58 -2.28 0.15
LR 1.86 2.04 0.18
WC/TA -147 -1.40 0.30

Dependent Variable: ROCE

CTR ITR RTR WTR CR LR WC/TA ROCE
CTR 1
ITR -0.1306 1
RTR 0.207333 -0.36636 1
WTR 0413638 -0.11857 0.764374 1
CR -0.48135 0.37227 -0.39953 -0.3463 1
LR -0.49668 0.542068 -0.54004 -0.48272 0.96722¢ 1
WC/TA 0344916 -0.50652 0.461312 0.253198 -0.96544 -0.95053 1
ROCE 0422912  -0.48733 0.661523 0.617611 -0.91816 -0.96874 0.901397 1
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