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                                                    SYNOPSIS
SYNOPSIS

Working capital management is the life blood and controlling nerve center of a business.  Any business can be carried on successfully only if there is an adequate amount of working capital.  The working capital is required for the day-to-day operations of an undertaking.  The improper management of working capital is the main cause of business failures.


Every business concern should have adequate amount of working capital to run its business operations.  The firm should not have neither redundant working capital nor inadequate working capital.  Hence in this context a “A study on working capital management of  Nirmala Monofil Pvt.Ltd.” was conducted.

The objective of the study was to gain familiarity with the various components of working capital in company and to find out the efficiency of working capital management in company. The working capital management of the concerns were analysed by applying ratios and schedule of changes in working capital.

The analysis of working capital of the firm is fully secondary data.  This data were collected from the annual reports of the firm, books, relevant journals and reports. To analyze the financial performance the tools like ratio analysis and schedule of changes in working capital were applied.

The findings of the study revealed that the firm’s liquidity position is satisfactory and the firm is concentrating on sound liquidity position rather than profitability and risk. Hence it is suggested that the firm should maintain a proper balance between the liquidity and profitability positions.
CHAPTER – 1

INTRODUCTION


Working capital means the funds which are required to meet the daily transactions of the business. In other word it refers to that part of the firm’s capital which is required for financing current assets such as cash, marketable securities, debtors and inventories. Thus working capital is very significant facet of financial management. Every business concern should have adequate working capital to run its operations smoothly. It should have neither excess working capital nor inadequate working capital because both of these have adverse effects on firm’s profitability and liquidity positions. 


Working capital policies have a great effect on a firm’s liquidity and profitability. Therefore, the working capital should be managed in such a way which will ensure higher profitability and proper liquidity to the business concern.


The significance of working capital management is to ensure that the organization maintains a ‘good fit’ with the changing environment and strives to build the capability to cope with challenges. 

Meaning of Working Capital


In simple words working capital means that which is issued to carry out the day today operations of business. Capital required for a business can be classified under two main categories.

· Fixed Capital

· Working capital

Every business needs funds for two purposes, for its establishment and to carry on its day today operations. long term funds are required to create production facilities through purchase of fixed assets represent that part of firm capital, which is blocked on a permanent or fixed basis called fixed capital. Funds are also needed for short term purpose i.e. for the purchase of raw material, payment of wages and other day today operations of business. These funds are known as working capital. In others words working capital refers to that firm’s capital, which is required for short-term assts or current assets. Funds thus invested in current assets keep revolving last and being contently converted into cash and this cash flow again converted into other current assts .Hence it is known as circulating are short-term capital.

Concepts of Working Capital


There are two concepts of working capital.

· Balance sheet concept or traditional concept.

· Operating cycle concept

(i)
Balance Sheet Concept or Traditional Concept


It shows the position of the firm at a certain point of time. It is calculated on the basis of balance sheet prepared at a specific date. In this method there are two types of working capital.

· Gross working capital

· Net working capital

Gross Working Capital


It refers to a firm’s investment in current assets. The sum of the current assets is the working capital of the business. The sum of the current is quantitative aspect of working capital which emphasizes more on quantity than on its quality, but it fails to reveal the true picture of the financial position of the business because every increase in current liabilities will decrease the gross working capital. 
Net Working Capital


It is the difference between the current assets and current liabilities. It can also be defined as that part of a firm’s current asset which is financed with long term funds. It may be either negative or positive when the current assets exceed the current liabilities, the working capital is positive and vice-versa.

(ii)
Operating Cycle Concept


The duration or time required to complete the sequence of events right from the purchase of raw materials for cash to the realization of sales in cash is called operating cycle or working capital cycle. The operating cycle consists of three phases. 


In Phase 1, cash gets converted into inventory. 


In Phase 2 of the cycle, the inventory is converted into receivables as credit sales are made to customers. 


The last phase, Phase 3 represents the stage when receivables are collected. This phase completes the operating cycle. Thus, the firm has moved from cash to inventory, to receivables and to cash again.
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TYPES OF WORKING CAPITAL:

         Working Capital may be classified in two ways:-

(a). On the basis of concept.

(b). On the basis of time.

 On the basis of concept , working capital is classified as gross working capital and net working capital. This classification is important from the point of view of the financial manager. The basis of time, working capital may be classified as:

· Permanent Working Capital.

· Temporary or Variable Working Capital

(a). Fixed / Permanent Working Capital

To carry on business, a certain level of working capital is necessary on a continuous and uninterrupted basis, for all practical purpose, the requirement has to be met as with other fixed assets. Permanent working capital represents the minimum level of raw materials, work-in-progress, finished goods, stores, account receivables and cash which are in circulation to ensure continuity of production.


Permanent working capital is again divided into two parts : regular working capital and reserve working capital. The portion of fixed working capital which is utilized to carry out the cyclical operation of current assets in the form of conversion of liquid cash into raw materials, raw materials into finished goods, finished goods into debtors and debtors into liquid cash in a continuous manner is known as regular working capital. On the other hand, the portion of fixed working capital, which is preserved for meeting uncertain and emergent working needs (like sudden price hike, abnormal scarcity in times of war, natural calamity, etc.) is known as reserve working capital.

(b). Variable / Temporary Working Capital


Besides fixed working capital, a business may need additional working capital to meet the growing demands of busy seasons at stated intervals. If the demand for the products of the business goes up at any time it needs additional funds to pay for more materials, labour and other expenses and to meet the requirement of cash balance to maintained in the changed situation. This additional working capital needed to feed the operating cycle in busy business periods is known as variable or temporary working capital. It is called variable or temporary because the business does not need it always but it is required according to the situation.


Generally the importance of variable working capital is more acute in business concern having seasonal market demands. Variable or temporary working capital may be further sub-divided into (a) seasonal working capital and (b) special working capital.


The additional working capital required by a concern to carry out its operating activities in busy seasons of high market demands is known as seasonal working capital. Businesses which mostly have seasonal demands of their products like ice-cream, cold drinks, wool and likely products manufacturing concern may need huge amount of seasonal working capital. In other business concerns too the market may rise to the peak in some particular time period. So in all types of business a portion of working capital may be preserved for meeting seasonal needs. On the other hand, the portion of working capital is needed by a concern to meet the extra ordinary requirements of special situations is known as special working capital because it is needed in special situations and not in normal circumstances. 

Importance of Working Capital

· The adequate reserve of working capital indicates the good solvency position of the concern and helps it to get loan from the market at favourable terms. 

· A strong working capital base is probably the only remedy to overcome the odd situations like dull market conditions, scarcity of raw materials and other components in case of any emergency, sudden market fluctuations, etc.

· A business concern can exploit the market opportunities with the help of adequate working capital.

· A quick rotation of working capital cycle and an efficient management of working capital reduce cost and increases production and sales. The combined effect of all these favourably add to the profitability of the concern. 

· Sufficient working capital helps in research and development to face the present era of cut throat competition and quick technological advancement. 

Determinants of Working Capital


The total working capital requirements of an enterprise is determined by a wide variety of factors. It should be, however, noted that these factors affect different enterprises differently. They also vary from time to time. In general, the following factors are involved in a proper assessment of the quantum of working capital required. 
(i)
General Nature of Business

The working capital requirements of an enterprise are basically related to the conduct of the business. According to the nature of business they have to maintain a sufficient amount of cash, inventories and book debts. The industrial concerns require fairly large amounts of working capital though it varies from industry to industry depending on their asset structure.

(ii)
Production Cycle

Another factor which has a bearing on the quantum of working capital is the production cycle. The term “production or manufacturing cycle” refers to the time involves in the manufacturing goods. It covers the time – span between the procurement of raw materials and the completion of the manufacturing process leading to the production of finished goods. To sustain such activities the need of working capital is obvious.

(iii)
Business Cycle

The working capital requirements are also determined by the nature of the business cycle. The variations in business conditions may be in two directions : (i) upward phase when boom conditions prevail, and (ii) downward phase when economic activity is marked by a decline. During the upswing of the business activity the need of working capital is more as opposed to the downward phase of the business.

(iv)
Production Policy

The requirement of working capital also depends on the production policy of the firm. In manufacturing concerns having mostly seasonal demand for the product the production policy is a significant determinant of working capital.
 (v)
Changes in Price Level 


General increase in price level increases working capital need of a firm because the firm has to pay more for maintaining the previous level on working capital.

(vi)
Growth and Expansion

As a company grows, it is logical to expect that a larger amount of working capital will be required. The critical fact is however, is that the need for increased working capital funds does not follow the growth in business activities but precedes it.

(vii)
Availability of Raw Materials

In case raw materials are easily available on soft terms the firm does not require to maintain a huge inventory of raw materials. such a firm does not require blocking up huge amount of working capital for this purpose. On the contrary if raw materials are scarce and its supply is irregular and seasonal in nature the firm needs to store a reasonable quantity of raw materials in hand. The working capital need of such a firm is significantly high.

(viii)
Dividend Policy

The payment of dividend consumes cash resources and thereby, affects working capital to that extent. Conversely, if the firm does not pay dividend but retains the profits, working capital will increase.

(ix)
Depreciation Policy

Depreciation policy also exerts an influence on the quantum of working capital. Depreciation charges do not involve any cash outflow. The effect of depreciation policy on working capital is, therefore indirect.


Depreciation on assets installed / disposed off during the year is provided with respect to the month of additional disposal thereof. 

Factors to be Considered while Estimating Working Capital Requirement

· Total costs incurred on material, wages and overheads.

· The length of time for which raw materials remain in stores before they are issued to production. 

· The length of the production cycle or work in progress, i.e., the time taken for conversion of raw materials into finished goods.

· The length of the sales cycle during which finished goods are to be kept waiting for sales.

· The average period of credit allowed to customers. 

· The amount of cash required to pay day – to – day expenses of the business. 

· The amount of cash required for advance payments if any.

· The average period of credit to be allowed by suppliers.

· Time lag in the payment of wages and other overheads. 

Principles of Working Capital Management

   The following are the general principles of a sound working capital management  policy.

· Principles of risk variation

· Principles of cost of capital

· Principles of equity position.

· Principles of maturity of payment

Principles of Risk Variation:

     
Risk here refers to the Inability of a firm to meet obligation as and when they become due for payment. Larger investment in current assets with less dependence on short-term borrowings increase liquidity, reduces dependence on short-term borrowing increases liquidity, reduces risk and thereby decreases the opportunity for gain or loss.

Principle of Cost Capiatl:

 

The various sources of raising working capital finance have different cost of capital and the degree of the risk involved. Generally, higher the risk lower the risk higher the cost. A sound working capital management should always try to achieve a proper balance between these two.

Principle of Equity Position:

          This principle is concerned with planning the total investment in current assets. According to the principle, the amount of working capital in each component should be  adequately justified by a firms equity position. Every rupee inverted in the current assets should contribute to the net worth of the firm. The level of current assets may be measured with the help of two ratios

(i) Current assets as a percentage of total assets and

(ii) Current assets as a percentage of total sales .

Principle of Maturity Payment:

           This principle is concerned with planning the source of finance for working capital. According to this principle, a firm should make every effort to relate maturities of payment to its flow of internally generated funds. Maturity pattern of various current obligation is an important factor in risk assumptions and risk assessment. Generally, shorter the maturity schedule of current liabilities in relation to expected cash inflows, the greater the inability to meet its obligation in time.

               To sum up, working capital management should be considered as an integral part of overall corporate management. In the words of Louis Brand, “we need to know when to look for working capital funds, how to use them and how to measure, plan and control them”. To achieve the above mentioned objectives of working capital management the financial manager has to perform the following basic function:

1. Estimating the working capital requirements.

2. Financing of working capital needs.

3. Analysis and control of working capital.

SOURCE OF WORKING CAPITAL

[image: image17.jpg]


                    SOURCE OF WORKING CAPITAL

[image: image18.jpg]


[image: image19.jpg]


[image: image20.jpg]



Permanent or Fixed                                               Temporary or Variable

1. [image: image21.jpg]


[image: image22.jpg]


Shares.                                                          
1. Commercial Banks

2. Debentures.                                                 
2. Indigeneous Banks

3. Public deposits.                                         
3. Trade Creditors

4. Ploughing back of profits                          
4. Installment Credit

5. Loans from Financial institutions.             
5. Advances. 

                                                                     
6.Accounts Receivable/

                                                                        
Credit or Factoring

                                                                  

7.Accured Expenses   

                                                                          8.Commertcial Paper.
Need for the Study


The dimensions of working capital management are different from management of fixed assets.  The fixed assets acquired are to be retained in the business over a period of time and yield returns over the life of the assets.  The most notable features is the time dimensions


In contrast the short-term assets looses it’s identify fairly quickly, usually with in an operating cycle not exceeding a year.  The notable feature of short term assets is the question of profitability versus liquidity and the related risk.  The current assets are essential for smooth business operations and proper utilization of fixed assets.  The firm should maintain sufficient level of working capital to utilize the full capacity and maximum return on investment in fixed assets.  Every business concern should have adequate working capital to run its business operations.  The firm should not have neither redundant working capital nor inadequate working capital.  In this connection an attempt has been made by the researcher to study the management of working capital of a firm “Nirmala Monofil Pvt Ltd”, Myleripalayam.

Objectives of the Study

· To gain familiarity with various components of the Working Capital in Company

· To find out theefficiency of Working Capital Management in a Company. 
Scope of the Study

Financial viability, structure and utilization of working capital of the firm is analyzed for five years from 2005-2006 to 2009-2010.  This study could help to measure the degree of risk in the management of working capital and to use the sources in such a way so as to maintain profitability at minimum risk. It helps to take suitable measures to overcome the financial problems.

Limitations of the study
· The study period covers only a period of five years.

· The study has been made on the basis of the figures provided in the published financial statements

· Ratios suffer from the inherent weakness of accounting records such as their historical nature.  Ratios of the past are not necessarily true indicators of the future.

PROFILE OF THE COMPANY
            Nirmala Monofil Pvt. Ltd. is one of the leading fishing net  in India. Noted for its progressive out look and technical excellence. Through consist  policy of  modernization, each  unit  has  a fully equipped  laboratory  manned  by  well  trained  technicians  to  ensure  monitoring and  consistency in quality and an aggressive market strategy . As a result of this the company has established itself as a leader in most of the product range and in the last 10 years old.


Name of the company    
-   
Nirmala Monofil Pvt. Ltd

   
Administration office        
-     
Nirmala Monofil India Pvt. Ltd 






Valukkuparai

   
Constitution         

-    
Private Limited Company.

   
Factory Address           
-    
Myleripalayam Pirivu, 

                                              

Othakkal Mandapam Post,

                                              

Pollachi Main Road,

                                               

Coimbatore-641032.

                        

   
Date of Incorporation          -     
1997.

Phone Number               
- 
0422-3232812

Products manufacture    
-  
Fishing Nets.

Number of Labours         
-  
800 Skilled and Unskilled Labours.


Banker                           
-  
The Federal Bank Ltd.


Fax                                  
-    
(91)422-611734

E-Mail ID                            -    
nirmalamonofil@yahoo.com 

ORGANISATION CHART
                                     
Managing Director
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Company- An Over View

          Nirmala Monofil Pvt. Ltd is located at Myleripalayam in Coimbatore. This firm lays emphasis in the satisfaction at the users.In order to achieve this satisfaction the company has fully integrated operational system right from the development and dispatch. The company has been exporting to Africa, Italy, Thailand, Turkey, China, and Srilanka since 1999. However the company is focused more on domestic business than export.
         Nirmala Filaments, an ISO 9002 certified company is one of the largest manufacturers and exporters of fishing lines, Fishing Nets, Fishnet Twines and Industrial Monofilaments in India. 

Nirmala Filaments has a production capacity of 2500 MT per year of fishing lines and fishnet twines in different sizes and colours from 0.10 mm to 4.0 mm. We source our raw materials and technology from the world leaders in this field from Japan and Germany. Our skilled and efficient workforce constantly strives to supply quality products to our customers. 

Our monofilaments are formulated using imported extruders. All our products undergo stringent quality checks at every stage of manufacture in the modern state-of- the-art laboratories to assure superior quality and consistency.

Our fishing lines are supplied in the brand names Ocean Soft and Ocean Strong. We also supply fishing lines in customer's own brand names. Our products successfully compete in the global market and enjoy a good customer response. 

Our products are being exported to more than 15 countries worldwide including countries in Europe, Middle East and Africa. In the year 2005 Nirmala Monofil under Ocean Soft Brand introducecd hign quality Nylon Mono & Multifilament fishing nets meeting International Standards for Domestic and International markets .The current capacity is 750 MT per year .

Ocean Soft brand fishing lines are engineered to meet all the required qualities of commercial fishing like leader line and main line. They are extra strong, highly invisible, exceptionally abrasion resistant, and easy to knot with better knot strength.

	            Bird menace are a thing of the past with Nirmala Agri Nets. The traditional methods of bird deterrence like kites, cannons, lethal shooting, balloons, falconry, sling shots, drum beats, etc, 

        This is where bird netting comes in. It is proven that birds can ruin major portion of crop. This leads to considerable loss of effort & revenue.It has been proven that among the more effective ways to save your crop from various predators such as birds etc is Agri Nets made from High Density Poly Ethylene.

        Our technical team worked closely with agriculturalist, to come up with ideas for enhanced green revenue that is economical and designed to provide utmost protection from predators like birds. These can be used all year round to protect crops / gardens against birds, without interfering in the process of its natural growth.These are available in various designs & sizes and can also be customized as per the requirements of our esteemed clients.

	· Product Range

	· Anti Bird Net 

· Poultry Nets 

· Fishing Nets 

· Weed / grass cutting Chord 

· Crop support Net 

· Bed support Nets 

· Nets for protecting glass structures. 

· Aquaculture Nets 

· Nets for Sports & Leisure 

	

	Other Suggested Usages

	· Public Buildings 

· Heritage Structures 

· Industrial Sheds 

· Railway Stations 

· Malls 

· Airports 

· High Rise Buildings 

· Garbage Vehicles 

	

	Features

	· UV Stabilized to withstand extreme climatic conditions 

· Better strength and longer life 

· Standardized and uniform mesh 

· Better visibility for bird’s eye to avoid mortality 

· Made from European Technology 

· Ease of installation 
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	Available Colours: 

	· Natural                                          

· Blue                                        

· Green

· Brown

· Yellow

· Red

· Smoke Grey

· Other colours on request    
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Various Types of Nets

Nylon fishing net



Nylon multifilament fishing net






VARIOUS DEPARTMENTS

1.Purchase Department


The duty of purchase department is to the ensure  the materials purchased are at right quality, right time and right price. The process of purchasing is highly time dependent. And the materials shall be purchased at the very right otherwise it will cause against the entire process of the firm.
The  list is  approved  by  the  managing director the material manager shall place order  from  the  main  stores  up  dated  rate  is verified  by internal control department and authorized by material manager.

The  order  and  original  copy  is  with  supplier’s  first  copy  with  the  purchase department and second copy with the internal control department.

2. Stores Department

Stores department maintains the incoming and outgoing materials. It is the centralized department and the materials are  produced and kept. The materials purchase and from the stores it is taken over by the various departments.

Similarly when the products and manufacture before going out, it is taken to the stores when the different departments need any goods they reports to the store keeper and the managing director. The purchase officer receives quotations and place orders. The copy of the order form is send to the store keeper.

This department maintains the materials in stock. The materials which come inside the stores is entered in the goods receipt note. Good which comes into the stores is issued to the department after getting the goods issue ship.

Material inward note is as soon as the goods or material enters the gates it must get consent of the materials in warded are registered. Delivery notes are received from the security. All the goods that leave the company or enter the company should pass through only after consulting security supported by a hate pars.

 3. Production Department

Production is the first stage of every manufacturing concern. Production is a group of activity. It controls all the production materials and function of the department. It is a very component and highly technical area in an organization which can be divided into several units and sub units
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5. Quality Control Department

          The  material  that  are  purchased  and  brought  to  the  quality  control. After inspection the material that are Okayed are sent to the concerned department. The materials that need alternatives are found during inspection are rectified.

                   Similarly the material that are manufactured insides the company are inspected. The material that need further processing. The improper materials are rejected and others are Okayed. 

           When  the  materials  are  purchase  in  bulk  each  and  every  material can not be checked  independently. So certain statistical techniques are followed. The material is checked on random basis.

For example:-

          For 1000 pieces = 100 are selected and inspected. For 10000 pieces 1000 pieces are selected and inspected. It only there are 100 pieces all the 100 pieces is inspected.

6. Sales Department

           The company does not directly make the sales to the end users. It has distribution through which the company makes sales. The company seal is fishing nets to dealers on the coastal lice of India. Dealers are the stock point and they sell to fisherman.

          First it receives orders from its user then the distributors directly make supplies to the user when the order is sent to finished goods store. If there is store stock reply is sent to the ordering party for delivering of goods or else reply is sent for the inability to send the goods.



The dispatch date is specified in the reply. Incase of urgent delivery system read stamp is affixed and is sent directly to the assembly section.
   
Assembly is the function in which different components manufactured are brought to the assembly and assembled there is sub assembly and main assembly.

In this section the following functions are carried out:

· Testing done.

· Different invitations are parted on the components.

· Finished goods inspection is done.

             Dispatching of the goods, order is received from the user and according to that goods are final dispatched.

6. Accounting Department
            The accounts department plays a vital role in the company. It maintains all the books of accounts for showing all particular, including quantitative defiles and situations of fixed assets. 
               Here  in  the  company  journal,  ledger,  cash  book etc…. are  prepared  by  the accountants. They prepare General ledger, Bank journal, Purchase journal, General journal, sales ledger etc… According to the chart they also prepare Trial Balance, Profit and Loss Account, and Balance Sheet periodically. They each every month Bank Reconciliation statement is prepared by accounts assistants is verify whether the cash and by Bank Balance are same.  

            Journals are prepared according to the transaction Purchase journal, Bank Journal, and Sales Journal. Date of Order, Quantity, Rate, Mode of Payment, Bills of Payment, Bills Payable, Bills Receivable, Statement of Bills and Accounts are maintained.


The content entered in sales ledger are quantity rate, contract or order entered with the buyer and the serial number of packages. All expenses other then sales and purchase will appear general ledger. Such expense includes all entries such as machinery.

        Purchase and machinery erection expenses, wages paid to workers. Salaries paid to staff and the capital expenses. Then after preparing the above said accounts are filed into the computer and check list are prepared. Then they verity the accounts with the checks list and it there is any error it is rectified.


Accounting entries are made for bank dealing, for depreciation provide in the book of accounts so for depreciation there is no systematic of providing depreciation in the books. Bank book shows the details of the cash balance in the banks cash in hand and all book transactions.

Balance sheet and profit and loss account are prepared at year ending profit and loss accounts are compared to current year and previous year. It gives full details of manufactures of goods and sales of the year end profit for the period.

ACCOUNTING PROCEDURE VOUCHER PREPARATION

 SHAPE  \* MERGEFORMAT 


Credit           Bank Journal         General Journal       Purchase Journal        Sales Voucher

Voucher           Voucher                     Voucher                           Voucher            

        

Cash Book      Bank Book      General Journal                                       Sales Journal Book             SHAPE  \* MERGEFORMAT 



          General  Ledger                       Purchase Ledger                                Sales Ledger

                                                                                                                                                  

                                                                                                                                                  

                                                                 Trial Balance 

                                                                                 

                                          Trading and Profit & Loss Accounts

                                                                       

                                                                    Balance Sheet

8. Personnal Department

The manager of the company is in charge of the personnel department the labour control and the entire administration comes under this department.

The time keeper is in charge of this office and maintains day to day strength of the company. The workers punch their card before their in to the company. The strength of the company is 800 members.

Shift System:-

The administrative departments function from 9.am to 5. Pm. whereas factory employees work of shift basis. The shift may be as follows:-
	SHIFT
	TIME
	DURATION
	  INTERVAL

	      I

      II

      III
	6pm to 2am

2am to 9pm

9pm to 6 pm
	7 1\2 Hours

7 1\2 Hours

8 Hours


	     1\2Hour

     1\2Hour

     1Hour


Leave:-

Casual leave is given to the staff 12 days for one year. i.e.… once in a month punctuality etc… every worker who has worked 240 days is given 12 days leave with wages earn leave is given one in 20 days. Provident fund, employee’s state insurance and gratuity. E.S.I for persons who receive salary above RS. 3000. Provident Fund is given to workers fill they receive RS. 5000.

Salary = Basic Pay + Fixed D. A + Variable D.A + House Rent allowance + Medical allowance.
Retirement:-

If a worker retire the total services is taken by subtracting the date of joining from the date of retirement. At the time of retirement. Average salary is multiple with the number of years an amount is paid = Average salary x No. of. Year
Gratuity Amount:-

10% will be taken of P.F from salary equal contribution is got from management and employees. 12% interest the amount will be paid to the workers salary and 4% from management. If they meet with accident they got free medical treatment from E.S.I. Wages and will be given during sick period.

Bonus:-

Bonus for the staff given during the festival period by consulting both the management and employees. The bonus is dividend on the basis of the percentage of profit of the company. Salary is paid duly every month. Then income tax is also deducted on the salary and remitted before 7th of the next month as required by the law.

The company is maintaining a rest room. The in which employees are taking rest in the intervals. While having the lunch, drinking water facilities is maintained well first aid box is kept in good condition is manage by responsible person,  so the company has been kept in perfect manner to attract outsiders.

Canteen:-

Meals, tea and snacks are provided in the canteen. Meals token is given to all. The employees for a lesser cash during morning interval tea are provided in the employees. Meals are provided in the lunch break seating arrangement are good for lunch and maintained in good condition.
CHAPTER SCHEME

“The Working Capital Management of Nirmala   Monofil Pvt. Ltd,” has been presented in five chapters:

· Chapter I contains ‘Introduction’, which includes the meaning, concepts of working capital, classification or kinds of working capital, importance or advantages of adequate working capital, Determinants of working capital, need or objects of working capital, factors determining the working capital requirements, principles of working capital management, sources of working capital, need for the study, objectives of the study, scope of the study, limitations of the study, profile of Nirmala Monofil Pvt. Ltd.

· Chapter II is presents to ‘Review of Literature’ under which a brief description of studies carried out in this field earlier was included.

· Chapter III explains ‘Research Methodology’ nature of Research design, area of the study, period of the study, sources of data, and tools used for analysis of data.

· Chapter IV is focused an “Analysis and Interpretation’ under which the data are analysed and results are interpreted.

· Chapter V presents ‘Summary of Finding and Conclusion’.

CHAPTER – II

REVIEW OF LITERATURE
In this part, an attempt has been made to review the various studies relating to working capital management published in books, journals, reports, etc    
· Bhattacharya.H(1997) notes a concern for every business concern, irrespective of its size nature and working capital is the life blood of the firm. No business can be success fully run without adequate amount of working capital. In ordinary parlance working capital is taken to be the funds available for meeting day to day requirement of an enterprises. Thus working capital management is a very significant fact of financial management.
· Chittenden(1998) states that Working Capital Management is particular importance to the small business with limited access to the long term capital markets since there firm tend to rely more heavily on owner financing trade credit and short term bank loans to finance their needed investment in cash accounts, receivables and inventory.
· Deepak Chawala(1986) examined the trend in profitability of the Indian manmade fabric industry and  investigated  the cause for the decline in its profitability in the later half of seventies. He has found that an increase in excise duty was the cause and also proved that concentration and vertical integration have had an influence of profitability in size of the industry.

· Hydradad.R.L(1999) found that long term finds were used for working capital and observed that flexibility and adjustment in the requirements of working capital depended in the availability and cost of working capital.
· Indrasena Reddy And Somwshwar Rao(1996) conducted a study on working capital management in HCL. They  used ratio analysis and statement of changes in working capital and concluded that the company’s working capital management is not up to the expected level. It needs to be improved by effective utilization and control of current assets.
· Joshi(1995)  notes that decisions on the level of different working capital components become frequent, repetitive and time consuming Working Capital is a very sensitive area in the  financial management. The working capital management of a firm in past affect its profitability.
· Jarvis(1996)  states that the success of a firm depends ultimately on it ability to generate cash receipts, its ability to generate cash receipt in excess of disbursements. The cash flow problems of many small business are exacerbated  by poor financial management and in particular the lack of planning cash requirements.
· Khadel Wal’s(1985) In this study with respect to small scale industries revealed that the selected units were found to have covered slower and declining rates of working capital. The main reason responsible for this situation was high share in inventories in current assets and inefficient management of  working capital as any trouble in this area should be any major factor which would contribute to the sickness in overall small scale industries.
· Mukerjee’s(1988) study in 20 selected public enterprises has been made to determine the quantum of working capital and its adequacy in technical as well as operational. He has come to the conclusion that the best course for public enterprises to finance their permanent and variable working capital need is to take the course to profit.
· Prof. N. M. Khandewal(1991) rajkot  in his article  Evaluation of Cash Management, revealed that the  suggested frame work gives certain parameters like; does the firm appropriate cash fore casting and cash budgeting system, does the firm have adequate cash does the firm have effective control of cash flows, has the firm deployed surplus cash properly and does the firm have a proper monitoring and control over system regarding cash for evaluation of cash management.
· R.k. Misra(1975) studied the problems of working capital in the selected Indian public enterprises.  The study pointed out that the selected enterprises have not been able to utilize working capital efficiently. In all the selected enterprises, an excess inventory was noticed. For the reduction of over stocking, the study suggested installing an Integrated Inventory management Department.  From the very inception of the enterprises. The study also pointed out the size of  cash was on  the higher side in terms of operation requirements. The main reason  stated was to be the lack of proper planning on control of cash.

· Rao(1989) notes that current assets are short lived investments that are confirmlly being converted into other type assets.  Manager spend considerable time on day to day problems that involve working capital decisions.
· Rao’s(1990) Investigated Working Capital Problems Of 36 State Level Public Enterprises Of Andrapradesh. The study of the working capital has revealed that the imprudent management has greatly responsible for the losses born by them. He found that there is sub optimum utilization of working capital by these undertaking and the return on current assets was less.
· Rafuse(1996) states that working capital starvation is generally credited as a major cause of small business failure in many developed and developing countries.
· Smith(1973) is of the opinion that a large number of business failures have been attributed due to the  inability of financial managers to plan and control properly the current assets and current liabilities of their  respective firm.
· Sharma.N.K (1988)  has investigated in this study working capital management in private sector and form that  the causes responsible for low profitability, low capacity utilization and marking losses in these mills are related to mismanagement of working capital in textile mills in Rajasthan.
· S.N. Basu(1992)  analyzed working capital management in tyre companies. It covered two major aspects namely working capital analysis of major tyre  companies in india and its impact profitability. The liquidity, profitability, working capital and turnover ratios were also computed.

· Storey(1994) notes that small firms,  given their reliance on short term funds, it has been recognized that the efficient management of working capital is crucial for the survival growth of small firms.
· Shanker.K(1996) discussed about working capital finance instruments like commercial paper, factoring, debt securitization and norms for working capital finance in detail. Finally he recommended a new concept in working capital management called Zero Working Capital which means at all times the current assets shall equal the current liabilities. This concept would ensure a smooth and uninterrupted working capital cycle and it would put pressure on the finance manager to improve the quality of the current assets at all times which means current ratio is one quick ratio below one.
· Walker And Petty (1978) is of the opinion that managing cash flow and conversion cycle is a critical components of overall financial management for all firms especially those who have capital constraint and more reliant on short term source of finance.
· Venkatachalam And Moorthy(1986) analyzed the working capital trends in medium and large public limited companies in India for the period 1973-74 to 1982-83. The authors made use of important financial ratios to analyze the data. The composition of worhing capital is well brought out in their analysis.
CHAPTER-III

RESEARCH METHODOLOGY


Research commonly refers to a search for knowledge. Research methodology is a way to systematically solve the research problem.  It may be understood as a science of studying how research is done scientifically.  Research consists of various steps that are generally adopted by a researcher in studying the research problem along with the logic behind them.
Methodology adopted for the study consists of the following:

·  Nature of Research design

· Unit of the study

· Period of the study 

· Source of Data
Nature of Research design


In this project as past and existing facts are used to analyze and describe .the present statement of affairs, the research design is of descriptive and analytical in nature.   Thus it is descriptive and is more of analytical in nature.
Unit of the study

The study was conducted in Nirmala Monofil Pvt. Ltd,  Myleripalayam

Period Of Study


The study covered a period of five years from 2005-06 to 2009-10.

Sources Of Data

The study was based mainly upon secondary data obtained through the published annual reports of the fishing net companies
Tools and Techniques used


The following are the financial tools, which are used in this study.

· Ratio analysis

· Statement of changes in working capital

Ratio analysis
 
· Meaning
Ratios are relationships expressed in mathematical terms between figures which are connected with each other in some manner. Obviously, no purpose will be served by comparing two sets of figures which are not at all connected with each other.

Ratios can be expressed in two ways:
· Times :- When one value is divided by another, the unit used to express the  quotient is termed as “Times”

· Percentage: - If the quotient obtained is multiplied by 100, the unit of expression is termed as “Percentage”.
Steps Involved In Ratio Analysis:-

· Selection of relevant data from the financial statements depending upon the objective of the analysis.

· Calculation of appropriate ratios from the above data.

· Comparison the calculated ratios with the ratios of the same firm in the past, or the ratios developed from projected financial statements or the ratios of some other firms or the comparison with ratios of the industry to which the firm belongs.

· Interpretation of the ratios.
Significance of Ratio Analysis:-

The ratio analysis is one of the most powerful tools of financial analysis. It is used as a device to analyze and interpret the financial health of the enterprise. The use of ratios is not confined to financial mangers only; there are different parties interested in the ratio analysis for knowing the financial position of a firm for different purposes. The supplier of goods on credit, banks. With the use of ratio analysis one can measure the financial condition of a firm and can point out whether the condition is strong, good, questionable or poor. 
The following are the importance of ratio analysis:

· Aid to measure the general efficiency.

· Aid to measure financial solvency

· Aid in forecasting and planning

· Facilitate decision making.

· Aid in corrective action.

· Aid in intra firm comparison

· Helps in communication

· Helps in evaluating the efficiency.
Limitations of Ratio :-
Though ratios are simple to calculate and easy to understand, they suffer from serious limitations:

· Limited use of a single ratio

· Lack of adequate standards

· Inherent limitations of accounting.

· Change of accounting procedure

· Window dressing.

· Personal bias

· Price level Changes
The following ratios are applied to analyze the company’s working capital position.

· Liquidity ratios

· Working capital ratios

· Cash management ratios

· Receivables management ratios

· Inventory management ratios

· Profitability ratios

1. Liquidity Ratios


Liquidity refers to the ability of a concern to meet its current obligation as and when these become due.  The short-term obligations are met by realizing amounts from current, floating or circulating assets. The current assets should either be liquid or near liquidity.  These should be convertible into cash for paying obligations of short-term finance. 

The following are the ratios used to analyze the liquidity positions.

· Current ratio

· Liquid/quick or acid test ratio

· Absolute liquid ratio

a. Current Ratio


Current ratio may be defined as the relationship between current assets and current liabilities.  This ratio is known as working capital ratio is a measure of general liquidity and is most widely used to make the analysis of short-term financial position of firm.  Current assets include inventories, sundry debtors, cash and bank balances and short-term loans and advances.



The current ratio equal or near to the rule of thumb 2:1 i.e current assets double the current liabilities is considered to be satisfactory.

b. Liquid/quick or acid test ratio


Liquidity ratio is more rigorous test of liquidity than the current ratio. The term liquidity refers to the ability of firm to pay its short term obligation. Liquidity ratio establishes a relationship between liquid assets and current liabilities.  An asset is said to be liquid if it can be converted into cash with in a short period without loss of value.

 As the rule of thumb or as a convention quick ratio of 1:1 is considered satisfactory. 

c. Absolute liquid ratio


The absolute liquid ratio should also be calculated together with current ratio and acid test ratio, so as to exclude even receivables from the current assets and to find out the absolute liquid ratio. Absolute liquid assets include cash and bank balances and short-term investment. 




The acceptable norm for this ratio is 50% or 0.5: 1 or 1:2.

2. Working Capital Ratio


Working Capital Ratio’s throw light on the short-term financial position of the firm.  It measures the ability of the firm to meet short-term obligation.  The following ratios are used to analyze the working capital position.

· Gross Working Capital to Fixed assets

· Gross Working Capital to Sales

· Net Working Capital to Net worth 

· Working Capital Turnover ratio

· Gross Working Capital to Total Assets

· Current Assets Turnover Ratio

a. Gross working Capital to Fixed Assets

This ratio measures the level of liquidity of a firm.  This ratio tells us whether the company is following a conservative policy or aggressive policy.  A company is said to follow a conservative policy, when the ratio of current assets to fixed assets is high at all level of output.  That means, a company’s liquidity position is sound, risk and profitability is low.


b. Gross Working Capital to Sales



This ratio indicates the amount of working capital employed per rupee of sales.  A higher ratio indicates high liquidity but lower profitability risk and vice versa.



c.  Net Working Capital to Net worth Ratio


This ratio establishes the relationship between Networking Capital and Net Worth. Net Working Capital refers to the differences between the total current assets and total current liability.  Net worth indicates owner’s equity or paid up capital and reserves and surpluses


d. Working Capital Turnover Ratio


Working capital of a concern is directly related to sales.  This ratio indicates of the velocity of the utilization of net working capital.  It also indicates the number of times the working capital is turned over in the course of a year.  It measures the efficiency with which the working capital is being used by a firm. 



e. Gross Working Capital to Current Assets


This ratio expresses how much portion of the total investments is in gross working capital.  It helps to assess the importance of current assets of a concern.

    


f. Current Assets Turnover Ratio


This indicates the number of time of working capital is turned over during the course of a year.



3. Cash Management Ratio


Cash is one of the current assets of a business.  It is needed at all times to keep the business going.  Cash management has assumed importance because it is the most significant of all current assets.  A business concern should always keep sufficient cash for meeting its obligations.  It deals with the following:

· Cash inflows and outflows

· Cash flows with in the firm.

· Cash balances held by the firm at a point.

The following are the ratio used to analyze the cash position

· Cash Turnover Ratio

· Cash To Current Asset Ratio
a. Cash Turnover Ratio


This ratio explains the speed with which cash is turned over.  The high turn over, the less cash balance required for any given level of sale and it shows greater efficiency in utilization of cash.  This ratio can also be used to establish the cash balance to be held.

    



            


b. Cash to Current Asset Ratio


It explains the relationship between cash and current assets as a whole.  If most of the current assets are made up of cash alone, the profitability of an enterprise decrease, cash by itself does not yield any profit and a high ratio indicates high amount of ideal cash.






4.  Receivables Management Ratio


Business firms generally sell goods on credit which is granted to facilitate sales.  It is considered as an essential marketing tool as a bridge for the movement of goods through production and distribution, finally when goods are sold on credit finished goods are converted into receivables.

The following ratios are used to analyses the receivables position

· Debtor’s Turnover Ratio

· Average Collection Period 

a. Debtor’s Turnover Ratio


It indicates the velocity of debt collection. In simple words, it indicates the number of times average debtors are turned over during a year.  Credit is one of the important elements of sales promotion.  The volume of sales can be increased by following a liberal credit policy.

b. Average Collection Period


It represents the average number of days a firm has to wait before its receivables are converted in to cash.


5. Inventory Management Ratio


Every enterprise needs inventory for smooth running of its activities.  It serves as a link between production and distribution process.  The investment in inventory is very high in most of the undertaking engaged in manufacturing; investment is sometimes more in inventory than in other assets.  The purpose of inventory management is to ensure availability of materials in sufficient quantity as and when required and also to minimize investment in inventories.


The main objectives of inventory management are operational and financial.  The operational objectives mean that the materials and spares should be available in sufficient quantity so that work is not disrupted for want of inventory.  The financial objective means that investments in inventories should not remain idle and minimum working should be locked in it.

· Inventory Turnover Ratio

· Inventory to Current Assets Ratio

· Ratio of Inventory to Sales

a. Inventory Turnover Ratio


It measures the velocity of conversion of stock into sales.  Usually higher inventory turnover indicates efficient management of inventories.  This ratio indicates whether investment in inventory is efficiently used or not.  It tells the relationship between the net sales during a given period and the average stock holding during the period.


b. Inventory to Current Assets Ratio

This ratio indicates the amount of investments in inventory per rupee of current assets investment.  The higher proportion of inventory to current assets, the lower the liquidity as compared to other current asset.



c. Ratio of Inventory to Sales


It tells the relationship between inventory and sales.  This ratio shows the variation in the level of investment in inventories with volume of sale.  An increase in inventory level may effect a policy shift to higher stock and of inventory speculation or simple stocking in anticipation of an almost certain urge of orders.



6. Profitability Ratio

    The prime objective of a business undertaking is to earn profits.  Profit earning is considered essential for the survival of the business.  In the words of lord Keynes, “Profits is the engine that drives the business enterprise”.  A business needs profits not only for its existence but also for expansion and diversification.  The investors want an adequate return on their investments, workers want higher wages, creditors want higher security for their interest and loan and so on.  A business enterprise can discharge its obligations to the various segments of the society only through earning of profits.  Profits are, thus, a useful measure of overall efficiency of a business. The various profitability ratios are discussed below.
· Gross Profit Ratio

· Operating Ratio

· Operating Profit Ratio

· Net Profit Ratio

· Cash Profit Ratio

a. Gross Profit Ratio


Gross profit ratio measures the relationship of gross profit to net sales and is usually represented as a percentage.  Thus, it is calculated by dividing the gross profit by sales.



b. Operating Ratio


Operating ratio establishes the relationship between cost of goods sold and other operating expenses on the one hand and the sales on the other.  In other words, it measures the cost of operations per rupee of sales.  The ratio is calculated by dividing operating costs with the net sales and it’s generally represented as a percentage.



c. Operating Profit ratio


This ratio is calculated by dividing operating profit by sales.  Operating profit is 
calculated as


d. Net Profit Ratio


Net profit ratio establishes a relationship between net profit (after taxes) and sales and indicates the efficiency of the management in manufacturing, selling, administrative and other activities of the firm.  This ratio is the overall measure of firm’s profitability and is calculated as:



e. Cash profit Ratio


The net profits of a firm are affected by the amount or method of depreciation charged.  Further depreciation being a non- cash expense, it is better to calculate cash profit ratio.  This ratio measures the relationship between cash generated from operations and the net sales. Thus, 



II. Statement of Changes in Working Capital


Working capital means the excess of current assets over current liabilities.  Statement of change in working capital prepared to show the changes in the working capital between the two balance sheet dates.  This statement is prepared with the help of current assets and current liabilities derived from the two balance sheets.

Working capital = Current assets – Current liabilities

i) An increase in current assets increase working capital

ii) A decrease in current assets decrease, working capital 

iii) An increase in current liabilities decrease working capital

iv) A decrease in current liabilities increase working capital

The changes in the amount of any current asset or current liability in the current balance sheet as compared to that of the previous balance sheet either results in increase or decrease in working capital.  The difference is recorded for each individual current asset and current liability.  In case a current asset in the current period is more than in the previous period, the effect is an increase in working capital and it is recorded in the column.  But if a current liability in the current period is more than in the previous period, the effect is decrease in working capital and it is recorded in the decrease column or vice versa.  The total increase and the total decrease are compared and the difference shows the net increase or net decrease in working capital. 

                                                      CHAPTER- IV
ANALYSIS AND INTERPRETATION

The financial management is concern the proper and efficient use of an important economic resource, namely capital funds. The importance of financial management can not be over emphasized. In every organization where funds are involved sound financial management is necessary.

          Sound financial management is essential in both profit and non-profit organizations. The financial management helps in monitoring the effective development of funds is fixed assets and in working capital. The financial manager estimates the total requirements of funds both the short period and the long period. The finance manager assesses the financial position of the company. 

             Funds can be invested for permanent or long term purposes such as acquisition of fixed assets, diversification and expansion of business and research and development.  Working capital can also be regarded as that portion of the firm’s total capital, which is employed in short term operations. It refers to all aspects of current assets and current liability.  The management of working capital is very important than the management of long-term financial investment.


The collected data were analyzed in this chapter to study the working capital management of the firm and the effect of working capital on the profitability of the organization: 
The following tools are applied to analyze the company’s working capital position.

· Liquidity ratios

· Working capital ratios

· Cash management ratios

· Receivables management ratios

· Inventory management ratios

· Profitability ratios.

· Schedule Changes in Working Capital.
 Liquidity Ratios
                                              Table No: 1.                               
(No. of times)
	Year
	Ratios



	
	Current Ratio
	Quick Ratio
	Absolute Liquid Ratio

	2005-2006
	3.37
	1.85
	0.27 

	2006-2007
	3.80
	1.89
	0.08

	2007-2008
	2.56
	1.27
	0.24

	2008-2009
	3.01
	1.29
	0.25

	2009-2010
	2.10
	1.71
	0.20

	Average
	2.97
	1.60
	0.21


Sources: Annual Report of the Company. 
The above table reveals  that the current ratio is higher in the year 2006-2007 is 3.80 and lower in the year 2009-2010.  It shows the fluctuating trend.  The average current ratio is 2.97 which is more than the rule of thumb 2.1 and it shows that the firm is managing the current assets efficiently.

Further it could be seen that the quick ratio is higher in the year 2006-2007 is 1.89 and lower in the year 2007-2008.  The firm shows the fluctuating trend, in correlation to current ratio.  The average quick ratio is 1.60, which is more than the rule of thumb 1.1. 

The absolute liquid ratio is higher in the year 2005-2006 i.e 0.27 and lower in the year 2006-2007 i.e 0.08. Its  shows the fluctuating trend and the average ratio is 0.21, which is less than the rule of thumb 0.5. Overall the firm’s liquidity position is satisfactory. 

Exhibit No. 1. Liquidity Ratios
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Working Capital Management Ratios


Table No: 2.                               (No. of times)               
	Year
	Ratios

	
	Gross Working Capital to Fixed Assets
	Gross Working Capital to Sales
	Net Working Capital to Net worth
	Working Capital Turnover Ratio
	Gross Working Capital to Total Assets
	Current Assets Turnover Ratio

	2005-2006
	62.11
	0.78
	2.80
	5.11
	0.94
	1.28

	2006-2007
	86.74
	0.84
	3.19
	5.14
	0.98
	1.18

	2007-2008
	117.92
	0.85
	2.75
	5.29
	0.95
	1.17

	2008-2009
	151.25
	0.76
	2.83
	5.55
	0.95
	1.31

	2009-2010
	210.09
	0.79
	2.46
	5.78
	0.96
	1.26

	Average 
	125.62
	0.80
	2.81
	5.37
	0.97
	1.24


Sources: Annual Report of the Company. 
 The above table shows that the gross working capital to fixed assets ratio is highest in the year 2009-2010 (210.09) and the lowest during the year 2005-2006 (62.11).  But over all the firm is following a conservative policy: concentrating on sound liquidity position rather than profitability and risk.  This is from the fact that the ratio has increased at a high rate from 62.11 in 2005-2006 to 210.09 in 2009-2010.

Further, it could be seen that the gross working capital to sales ratio is highest in the year 2007-2008 (0.85) and the lowest in the year 2008-2009 (0.76).  The average gross working capital to sales ratio is 0.62.  The gross working capital to sales shows the satisfactory position.

The net working capital to net worth ratio is lowest in the year 2009-2010 (2.46), highest in the year 2006-2007 (3.19) and the average is 2.81. There is no ‘rule of thumb’ to interpret this ratio but 60 to 65 percent is considered to be satisfactory in case of industrial undertakings.  So this indicates that the firm’s net working capital to net worth ratio is satisfactory. 

Working capital turnover ratio is highest in the year 2009-2010 (5.78) and the lowest in the year 2005-2006 (5.11). The higher ratio indicates efficient utilization of working capital. The working capital turnover ratio shows a increasing trend throughout the study period.  

Gross working capital to total assets ratios is more than 90 percent during the study period in 2005-2006 and in 2009-2010. The average is 0.97 percent and the firm should try to reduce it 50 percent which is considered as the rule of thumb.

Current assets turnover ratio shows a fluctuating trend during the study period.  The highest in the year 2000-2001 (1.28) indicates efficient use of current assets.  The average current assets ratio is (1.24).  It is obvious that the utilization of current assets is satisfactory. 

Exhibit No. 2. Gross Working Capital to Fixed Assets
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Exhibit No. 3. Working Capital Turnover Ratio
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Cash Management Ratios

Table No. 3.                          
 (No. of times)
	Year
	Ratio

	
	Cash Turnover Ratio
	Cash to Current Asset Ratio

	2005-2006
	79.55
	0.016

	2006-2007
	76.46
	0.015

	2007-2008
	65.59
	0.018

	2008-2009
	63.34
	0.020

	2009-2010
	57.05
	0.022

	Average 
	68.40
	0.018


Sources: Annual Report of the Company. 
      The table exhibits that the Cash Turnover Ratio is high in the year 2005-2006    (79.55) and lowest in the year 2009-2010 (57.05). the average Cash Turnover Ratio is 68.40.  This indicates that the firm is highly efficient in converting sales in to cash.

The cash to current assets ratio is higher in the year 2009-2010 i.e 0.022 and lower in the year 2006-2007 i.e 0.015. The average ratio is 0.018  and from the 2006-2007 to 2009-2010 is increasing trend and indicating that the firm has less cash balance compared with the size of current assets.

Exhibit No. 4. Cash Turnover Ratio
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 Receivables Management Ratios

Table No. 4.       
	Year
	Ratio

	
	Debtors Turnover Ratio
(No. of times)
	Average Collection Period
(In days)

	2005-2006
	2.72
	133.99

	2006-2007
	2.46
	148.47

	2007-2008
	2.48
	147.32

	2008-2009
	2.72
	134.18

	2009-2010
	2.48
	147.45

	Average
	2.57
	142.28


       Sources: Annual Report of the Company. 

It could be observed from the table that the debtors turnover ratio is highest in the year 2005-2006 (2.72) and lowest in the year 2006-2007 i.e 2.46.  Generally, the higher the value of debtor’s turnover the more efficient is the management of debtors. Similarly, low debtors turnover implies inefficient management of debtors and less liquidity debtors.  This ratio is not satisfactory to the firm and it shows a fluctuating trend during the study period. The average collection period is 142.28 days indicating that the firm has to wait for 142 days to collect the amount from the debtors.  This is not satisfactory to the firm, but the firm can manage since it is having the habit of receiving advances from customers

Exhibit No. 5. Debtors Turnover Ratio
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Inventory Management Ratios

                                           Table No 5.                                          (No. of times)
	Year
	Ratios

	
	Inventory Turnover Ratio
	Inventory to Current Asset Ratio
	Inventory to Sales



	2005-2006
	3.12
	0.45
	0.35

	2006-2007
	2.75
	0.46
	0.39

	2007-2008
	2.76
	0.43
	0.37

	2008-2009
	3.11
	0.43
	0.33

	2009-2010
	3.24
	0.40
	0.32

	Average
	3.00
	0.43
	0.35


Sources: Annual Report of the Company. 
The above shows that the inventory turnover ratio is highest in the year 2009-2010 (3.24).and the lowest in the year 2006-200 (2.75).  The table shows the fluctuating trend of inventory turnover ratio.  The level of inventory should be neither too high nor too low. 

         The table shows that the inventory to current asset ratio is highest in the year 2006-2007 i,e 0.46.and the lowest in the year 2009-2010  i,e 0.40.  The table shows fluctuating trend of inventory to current asset ratio..

 The inventory to sales is highest in the year 2006-2007 i,e 0.39.and the lowest in the year 2009-2010 i,e. 0.32.  The table shows the fluctuating trend of inventory to sales.

Exhibit No. 6. Inventory Turnover Ratio
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 Profitability Ratios

                                       Table No. 6.                                                 (In percentage)

	Year
	Ratios

	
	Gross Profit Ratio
	Operating Ratio
	Operating Profit Ratio
	Net Profit Ratio
	Cash Profit Ratio

	2005-2006
	19.28
	89.53
	10.47
	7.58
	7.81

	2006-2007
	16.27
	91.46
	8.54
	5.75
	5.91

	2007-2008
	16.09
	91.17
	8.83
	6.32
	6.43

	2008-2009
	16.51
	90.12
	9.88
	7.05
	7.13

	2009-2010
	17.65
	92.37
	7.63
	5.04
	5.45

	Average
	17.16
	90.93
	9.07
	6.35
	6.55


Sources: Annual Report of the Company. 
It could be observed from the table that gross profit ratio is highest in the year 2005-2006 i,e 19.28 and the lowest in the year 2007-2008 i,e 16.09  As the gross profit is found out by ducting cost of goods sold from the net sales, higher the gross profit ratio better the result.  The low profit ratio generally indicates high cost of goods sold due to unfavorable purchasing policies, lesser sales, lower selling prices, excessive competition, over-investment in plant and machinery etc. The average gross profit ratio is 17.16 and it shows the satisfactory performance of the firm.

The operating ratio is higher in 2009-2010 i,e 92.37  and lower in 2005-2006 i,e 89.53. The average operating ratio is 90.93. The operating ratio shows that the increasing trend from the year 2005-2006 to 2009-2010.

The operating profit ratio is lower in the year 2009-2010 i.e 7.63 and higher in the year 2005-2006 i.e  10.47. The average operating ratio is 9.07. It shows that the decreasing trend. This ratio is not satisfactory.

The net profit ratio is higher in the year 2005-2006 i.e 7.58 and lower in the year 2009-2010 i.e 5.04. the average net profit ratio is 6.35. the net profit ratio is fluctuating trend. The operating profit ratio and the operating ratio were not satisfactory and also its effecting the net profit ratio.

    .  
        The cash profit ratio is higher in the year 2005-2006 i.e 7.81 and lower in the year 2006-2007 i.e 5.91 the cash profit ratio is fluctuating trend. Its  also not showing impressive progress. 
       Overall the profitability ratios of the firm indicate that the firm is not earning considerable amount of profit.
Exhibit No. 7. Gross profit and Operating Ratios
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Exhibit No. 8. Net profit and Cash Profit Ratios
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SCHEDULE OF CHANGES IN WORKING CAPITAL

Schedule of Changes in Working Capital of Nirmala Monofil Pvt. Ltd, in the year 2005-2006 to 2006-2007.


Table 7.
	Particulars
	2005-2006
Rs.
	2006-2007
Rs.
	Increase
Rs.
	Decrease
Rs.

	Current Asset

Sundry debtors

Cash in hand

Cash at Bank

Closing stock
	737275.06

25262.70

98438.50

705730.00
	857275.77

27563.87

10343.50

825375.00
	120000.71

2301.17

-

119645.00
	-

-

88095

-

	Total
	1566702.86
	1720558.14
	-
	-

	Current liabilities

Sundry creditors


	465330.40
	473592.38
	-
	82614.98

	Total
	465330.40
	473592.38
	-
	-

	Working Capital
	1101375.86
	1246965.76
	
	

	Net increase in working capital
	145589.90
	
	
	145589.90

	Total
	1246965.76
	1246965.76
	241946.88
	241946.88


Sources: Annual Report of the Company
         The schedule of changes in working capital for the year 2005 – 2006 to 2006 to 2007 shows that the working capital has been increased by Rs. 1,45,589.90.  This was due to increase in current assets namely sundry debtors, cash in hand, and closing stock.  There was increase in sundry creditors but the amount was less than the increasing current assets.

 Schedule of Changes in Working Capital of Nirmala Monofil Pvt. Ltd, in the year 2006-2007 to 2007-2008.


Table 8.
	Particulars
	2006-2007

Rs.
	2007-2008

Rs.
	Increase

Rs.
	Decrease

Rs.

	Current Asset

Sundry debtors

Cash in hand

Cash at Bank

Closing stock
	857275.77

27563.87

10343.5

825375.00
	938137.57

35434.00

154341.00

856587.00
	80861.80

7870.13

143997.50

31212.00
	-

-

-

-

	Total
	1720558.14
	1984499.57
	
	

	Current liabilities

Sundry creditors


	473592.38
	776026.28
	-
	302433.90

	Total
	473592.38
	776026.28
	
	

	Working Capital
	1246965.76
	1208473.29
	
	

	Decrease in working capital
	
	38492.47
	38492.47
	

	Total
	1246965.76
	1246965.76
	302433.90
	302433.90


Sources: Annual Report of the Company

        The schedule of changes in working capital for the year 2006 – 2007 to 2007 to 2008 shows that the working capital has been decreased by Rs.38,492.47.  This was due to increase in sundry creditors.  There was increase in sundry creditors but the amount was less than the increasing current assets.

Schedule of Changes in Working Capital of Nirmala Monofil Pvt. Ltd, in the year 2007-2008 to 2008-2009.


Table 9.
	Particulars
	2007-2008

Rs.
	2008-2009

Rs.
	Increase

Rs.
	Decrease

Rs.

	Current Asset

Sundry debtors

Cash in hand

Cash in Bank

Closing stock
	938137.57

35434.00

154341.00

856587.00
	1013456.85

43524.00

131432.00

913567.00
	75319.28

8090.00

-

56980.00


	-

-

22909.00

-



	Total
	1984499.57
	2101979.85
	
	

	Current liabilities

Sundry creditors


	776026.28
	694600.46
	81425.82
	-

	Total
	776026.28
	694600.46
	
	

	Working Capital
	1208473.29
	1407379.39
	
	

	Net increase in working capital
	198906.10
	-
	-
	198906.10

	Total
	1407379.39
	1407379.39
	221815.10
	221815.10


Sources: Annual Report of the Company
            The schedule of changes in working capital for the year 2007 – 2008 to 2008 to 2009 shows that the working capital has been increased by Rs. 1,98,906.10 (‘000). This was due to increase in current assets namely sundry debtors, cash in hand and closing stock.  There was decrease in sundry creditors but the amount was less than the decreasing current assets.

Schedule of Changes in Working Capital of Nirmala Monofil Pvt. Ltd, in the year 2008-2009 to 2009-2010.

Table No:10.
	Particulars
	2008-2009

Rs.
	2009-2010

Rs.
	Increase

Rs.
	Decrease

Rs.

	Current Asset

Sundry debtors

Cash in hand

Cash at Bank

Closing stock
	1013456.85

43524.00

131432.00

913567.00
	1231457.63

53432.00

178352.00

965346.00
	218000.78

9908.00

46920.00

51779.00
	-

-

-

-

	Total
	2101979.85
	2428587.63
	-
	-

	Current liabilities

Sundry creditors


	694600.46
	1132578.23
	-
	437977.77

	Total
	694600.46
	1132578.23
	
	

	Working Capital
	1407379.39
	1296009.40
	
	

	Decrease in working capital
	
	111369.99
	111369.99
	

	Total
	1407379.39
	1407379.39
	437977.77
	437977.77


Sources: Annual Report of the Company

               The schedule of changes in working capital for the year 2008 – 2009 to 2009 to 2010 shows that the working capital has been decreased by Rs.1.11,369.99 (‘000). This was due to increase in sundry creditors.  There was increase in sundry creditors but the amount was less than the increasing current assets.


The analysis of working capital of the firm for 5 years reveled that the firm is concentrating more on its liquidity than profitability.  Overall working capital of the concern is satisfactory.

CHAPTER-V

FINDINGS, SUGGESTIONS AND CONCLUSION
FINDINGS

· The overall current ratio during 2005-2006 to 2009-2010 on an average is 2.97 during the study period and this indicates that the firm is efficiently managing the current assets. 

· The overall quick ratio during the study period is 1.60, which shows that the firm’s short-term liquidity position is good.

· The absolute liquidity ratio shows the fluctuating trend and the average ratio is 0.21, which is less than the rule of thumb 0.5 and this due to less cash and bank balances.  Overall the firm’s liquidity position is satisfactory.

· The gross working capital to fixed assets ratio during the study period is 125.62 which shows that the firm is following a conservative policy i,e., concentrating on sound liquidity position rather than profitability and risk.

· The gross working capital to sales ratio, during the study period is 0.80 indicating the satisfactory positions of the firm.

· The net working capital to net worth ratio during the study period is 2.81 indicating satisfactory position of the firm.

· The working capital turnover ratio during the study period is 5.37.  This    shows that the firm is efficient in utilization of working capital.

· The average gross working capital to total assets during the study period is 0.97.  The firms should try to reduce it 50 percent which is considered as the rule of thumb.

· The cash turnover ratio shows a fluctuating trend and the average during the study period is 68.40 indicating efficiency of the management in converting sales in to cash.

· The average cash to current asset ratio is 0.018 indicating lesser cash balance with the size of current assets. 

· The average debtors turnover ratio during the study period is 2.57 due to slow in collection of debts from sundry debtors. This ratio is not satisfactory to the firm and it shows a fluctuating trend during the study period. 

· The average collection period is 142.28 days indicating that the firm has to wait for 142 days to collect the amount from the debtors.  This is not satisfactory to the firm, but the firm can manage since it is having the habit of receiving advances from customers.

· The inventory turnover ratio during the study period is 3.60 due to quick realization of stocks indicating the firm efficiency in inventory management. 

· The average gross profit ratio during the study period is 17.16 and it shows the less satisfactory performance of the firm.

· The average operating ratio during the study period is 90.93 and the operating profit ratio is 9.07.  These two ratios were not satisfactory and this is reflected in the net profit ratio.

· The average cash profit ratio during the study period is not showing impressive progress.

· In the year 2005-2006 and 2006-2007 there has been an increase in the working capital Rs.145589.90 due to increase in current assets.

· In the year 2006-2007 and 2007-2008 there has been a decrease in the working capital Rs.38492.47 due to increase in current assets.

· In the year 2007-2008 and 2008-2009 there has been an increase in the working capital Rs.198906.10 due increase in current assets and decrease in sundry creditors.

· In the year 2008-2009 and 2009-2010 there has been a decrease in the working capital Rs. 111369.99 due to increase in sundry creditors.

                                                SUGGESTIONS

· It is suggested that the firm can improve its profitability position in the years to come.

· Receivables management should be managed by speeding up the collection of accounts receivables and debtors.

· Cash management efficiency can be improved by proper management of current assets and having a periodical internal financial analysis.

· The firm should maintain a proper balance in the investment of fixed and current assets.

· Overall working capital management positions of the company is satisfactory and the firm should maintained proper balance between liquidity and profitability.
· The power requirement of concern or not full met for by TNEB. Recently the concern arranged for its own capital generating set of 35mw capacity with have considerably eased the situation.

· The growth of the sales of net in mixed trend during the study period. The executives of this unit should take proper efforts to maintain demand.

CONCLUSION

The project work entitled, “A study on Working Capital Management of Nirmala Monofil Pvt. Ltd, in myleripalayam” was under taken with the objective of assessing the performance of working capital management in terms of the existing system of inventory, receivables and payables management of the firm by analyzing the financial data, with the help of ratio analysis and schedule of changes in working capital. It is observed from the analysis that the working capital of the firm is continuously increasing and is efficiently managed through out the study period.  It is also observed that the overall working capital management of the firm is satisfactory.
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