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REVIEW OF LITERATURE

Tools for the evolution of financial analysis and performance:

There are three basic financial statements namely balance sheet, profit and loss account and statement of changes in financial position. The information contained in these statements are used by management creditors and others to form an opinion and judgment about the operating performance and financial statements gives better insight about the financial strength and weakness of the firm if they properly analysis the information given. In the statements management should be particularly interested 1 knowing the financial strengths and weakness of the firm, to make their best use and to be able to sort out the financial weakness of the firm to take suitable corrective actions. The future plans of the firm should be laid down in view of the firm’s financial strength and weaknesses; thus, financial analysis is the starting for making plans, before using any sophisticated forecasting and budgeting procedures.

Financial analysis seeks to spot light the significant facts and relationships concerning management performance, corporate efficiency, financial strengths and weakness and credit worthiness of the company. The tools of the analysis are used to study accounting data so as to determine the continuity of the operation policies, investment values of business, credit ratings and testing the efficiency operations. The finance manager must equip himself with the different tools analysis in order to reach rational decisions for the firm.
These tools of analysis are helpful to the financial manager in carrying out his planning and controlling functions with the help of tools of financial analysis the financial manager can rationalize this decision and reach the business goals easily.

The most important tools for evolution of financial performance and analysis are:

1. Working capital

2. Funds flow analysis

3. Ratio analysis

Ratios as tools of financial analysis

A ratio is defined as “the indicated quotient of two mathematical expressions” and as the relationship between two or more things. In financial analysis a rate is used an index on yardstick for evaluating the financial position and performance. The information in the balance sheet and profit and loss account should be analyzed in more meaningful way by the technique of ratio analysis through financial analysis. We should try to seek answers for the following questions.

· Is the firm in a position to meet its current obligations?

· What sources of long-term finance do the firm and what is then relationship between them employ? Is there any danger to the solvency of the firm due to the employment if executive debt?

· How efficiently does the firm use its assets?

· Is the earning of the firm adequate?

· Do investors consider the firm profitable and sage for the propose of investing their money in the shares of the firm?

Financial analysis may not provide answers to all these questions, but it indicates what can be expected in the future form the present details.

Funds flow statement as a tool of financial analysis:

Another significant technique of financial analysis is funds flow statement designed to highlight changes in the financial position of business concern between two points of time which generally confirm to beginning and ending financial statement dates for whatever period of examination is relevant although financial statements supply useful information to management as such as balance sheet portrays the financial position of the enterprise and the income statement describes the nature of changes in ownership as a result of periods productive and commercial activities these statements fail to mirror the changes in assets, liabilities and owners’ equity. The funds flow statement is prepared to uncover the information, which the financial statement fails to describe clearly.
The utility of funds flow statement is it enables the shareholders, creditors and other who are interested in the enterprise to evaluate the uses of funds by the enterprise the and to determine how these uses are financed. The funds flow statement provides and insight immensely valuable to the financial manager in analyzing past and future expansion of the enterprise and input of these plans on liquidity. We can detect imbalances in the uses of funds a remedial action can be taken.
Bank managers are requesting the borrowers to furnish funds flow statement along with their balance sheet. Some companies are publishing the statement in the annual reports even though not required under the company law. From above we can say that funds flow statement is becoming popular.

Funds flow analysis

Funds flow analysis provides and insight in to the moment of funds presenting a decision oriented view of the business, funds flow analysis hips in the answering questions like

· To what extent have capital expenditure been supported by long-term funds and short-term funds?

· How much has the firm relied on external sources of financing?

· Has the working capital position of the firm improved?

How are the funds defined? Very broadly as total resources more commonly however funds defined as working capital.

Objectives of funds flow statement

· Why were net current dates down though net income was upon vice versa?

· How was it possible to distribute dividends in excess of current earnings or in the presence of a net loss for the period?

· How was expansion in plant and equipment financed?

· What happened to proceeds of sales of plant and equipment?

· How was retirement of debt accomplished?

· What happened to proceeds of sales of plant and equipment?

· How was increase in working capital financed?

· Where did profit go?

Define answers to such questions often are obtained from inspection of funds flow statement.

Advantages of funds flow statement

The funds flow statement is very useful tool in the financial analytical kit because from it emerges a better as well as more detailed analysis and understanding of changes in the distribution of resources between balance sheet dates.
Financial resources are the basis for business operations too big and small. The funds flow statement beings out in bold relief the total stream that flows in and the utilization made there have and thus shows whether the resources have been properly used during the year concerned.
Funds flow statement compared with the budget concerned will show to what extent the resources of the firm used according to plan and to what extent the utilization was unplanned. The net income figure derived for the income statement of funds some other sources of funds and applications of funds will have to be taken in it account.
It may therefore be concluded that neither the balance sheet nor the income statements capable of providing input data for the entire contingent of flow of resources and their application.
This is enough to appropriate the potentialities of the thuds statement as an analytical tool from the point of management for a comprehensive reporting of a unit’s performance.

Change in current assets

Increase in current assets (i.e. end of the year balance exceeding the beginning balance) reduces cash flow from operations while decrease in current assets (i.e. beginning balance exceeding at the end of the year balance) increased cash flow. Let us illustrate this point.

1) Increase in debtors implies that cash collections from customers are less than sales figure should in the profit and loss statement while decrease in debtors indicates that cash collections arc greater than sales figure.

2) Increase or decrease in inventory is adjusted to the cost of goods sold. Increase in the inventory implies that cash out flow is greater than the cost of goods sold figure while decrease in inventory means that cash out flow is less than the cost of goods sold figure.

3) Increase in prepaid expenses implied that cash out flow is more than the amount of actual expenses while decrease in prepaid expenses that cash out flow is less than the amount of actual expenses.

Change in current liabilities

Increase in current liabilities increase in cash flow operations while decreases in current liabilities reduce it let us take examples to illustrate.

1. Increase in creditors implies that cash payments to creditors or less than the purchase figure while decrease in creditors indicates that cash payments to creditors are greater than purchases figures.

2. Increase in “income in advance” implies grater cash inflow than shown in the profit and loss statement as income while decrease in “income in advance” means less cash inflow than shown as income.

Thus conclude that adding decrease in current assets and increases in current assets and increase in current liabilities should arrive at cash flow from operation to net profit and subtracting increases in current assets. And deceases in current liabilities from net profit.

Ratio analysis

One of the important financial tools which have come to be used very frequently for analyzing the financial strengths and weaknesses of the enterprises is ratio analysis.

Ratio analysis is the systematic process of determining and interpreting the numerical relationship of various pairs of items derived from the financial statement of business - absolutely figures of any aspect of business do not convey much tangible meaning. For example project of a company expressed, as a figure say is 50 laths is not as the same profit (on a ratio of sales or capital employed) It is very important that the base selected for each ratio is relevant to the numerator. The two must such that one is closely connected with and influenced by the other to express cash balance as a ratio fixed assets would age an academic ratio with no useful purpose, whereas fixed assets as ratio of total assets would be significant.

Types of ratios

Ratios are variously classified under the different systems based on the end use as well as the nature of the base adopted generally ratios can be classified into four types.

1. Liquidity ratios
2. Leverage ratios

3. Activity ratios

4. Profitability ratios

Liquidity Ratios

These ratios measure the short-term solvency of the firm. The short term creditors, like suppliers of goods, commercial banks providing short term credit facility, are primarily interested in the company’s ability to meet its current or short-term obligations. The ability to meet current or short term obligations is known as liquidity. The short term obligations of a company can be met only when it has sufficient liquid funds. The following are the important liquidity ratios.

1. Current Ratio
2. Quick Ratio
3. Absolute Quick Ratio
Current Ratio:

This ratio establishes the relationship between current assets and current liability. It is the most widely used ratio, which studies the short-term financial position of the company

     Current Assets
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   Current Liabilities

Standard current Ratio is 2:1 i.e., current assets should be twice of current liabilities. If current assets a 2 times of current liabilities, then the business

Quick Ratio:

It is the ratio of liquid assets to liquid liabilities it is an acidad test of a concern’s financial soundness

       




Qick  Assets
             


      Current Liabilities

Quick assets are those assets, which can be very quickly converted into cash without much loss. It include current assets except stock and prepaid expenses. A quick ratio of 1:1is considered as ideal. Ratio befelow 1 is an indicator of inadequate liquidity. Even a high quick ratio is also not advisable, as funds can be employed more profitable.

Absolute Quick Ratio:
It is the ratio of absolute quick assets to quick liabilities. However, for calculation purposes, it is taken as ratio of absolute quick assets to current liabilities.

   Absolute Qick  Assets
  


   Current Liabilities

Absolute liquid assets = cash in hand + cash at bank + short term investments

Turnover Ratios

The turnover ratios will judge how efficiently and effectively the firm uses its resources or the assets. They calculate how quickly the various assets in which funds are blocked up-ger converted into sales. They are usually calculated on the basis of sales or cost of sales and are expressed in integers rather than as a percent. Such ratios should be calculated on each type of asset. Higher the turnover ratio, the better the profitability and use of capital or resources will be. The following are the important turnover ratios.

Turnover Ratios

1. Stock Turnover Ratio

2. Stock Velocity

3. Debtor Turnover Ratio

4. Debtors Velocity

5. Creditors Turnover Ratio

6. Creditors Velocity

7. Total Asset Turnover Ratio

8. Fixed Asset Turnover Ratio

9. Current Assets Turnover Ratio

10. Working Capital Turnover Ratio

11. Capital Turnover Ratio

Stock Turnover Ratio:

It establishes the relationship between cost of goods sold and average inventory held during a given period. It indicates the number of times the stock is turned into sales during an accounting period.

      



Cost of Goods Sold

                                              Average Stock

Average Stock = (Opening Stock + Closing Stock )/2

In case information regarding cost of goods sold is not given, sales may be taken as the numerator. Similarly, if average stock cannot be calculated, closing stock can be taken as the denominator. Hegher the ratio, the better it si for the company as the ratio shows that the finished stock is turned over rapidly. A stock turnover of ‘8’ is regarded as an ideal one. A low ratio reveals the accumulation of obsolete stock or carrying of too much stock.

Stock Velocity:

It is expressed in terms of number of days, which indicates the time taken by the stock to get converted into sales. It can also be in terms of months and weeks.

          Average Stock 

-------------------------------------x 365

                                                     Cost of Goods Sold

Instead of 365days, we can as well take 12 or 52 to obtain stock velocity in months or weeks respectively.

When any information regarding opening stock is not given or when it is impossible to calculate average stock, then closing stock can be taken in place of average stock.

Debtor Turnover Ratio:
It establishes the relationship between debtors and sales. That means, it measures accounts receivables (debtors + bills receivables) in terms of number of days of credit sales during a particular period. This ratio is a measure of efficiency in collecting the debtors and tells how efficiently a company is enforcing its credit policy.

                                               Net Credit Sales

  Average Debtors

Net Credit Sales = Credit Sales – Sales Returns

If any information regarding credit sales is not given, then total slaes can be considered as credit sales.

Debtors must be taken at gross value without adjusting for provision for bad and doubtful debts. If information regarding average debtors is not given, closing balance of debtors should be taken as the denominator. A higher debtors turnover ratio is an indicator of sound credit management policy. A debtor turnover ratio of 10 – 12 is considered as ideal.

Debtor Velocity:

It is expressed in terms of number of days required for the debtors to get converted into cash, it is called debt collection period.

   



   No. Of days in a year

  Debtor Turnover Ratio

A low debt collection period is good for the company and the ideal debt collection period is 30-36 day

Creditors Turnover Ratio:

It expresses the ralation between creditors and purchases. This ratio gives the average credit period enjoyed from the creditors and is calculated as under:

           



Net Credit Purchases

  



   Average Creditors

Net credit purchases inply credit purchase less purchases returns. In case of insufficiency of information regarding credit purchsses, total purchases may be taken in the numerator. A creditors include bills payable and in case information regarding average creditors cannot be found, closing balance of creditors should be taken in the denominator. A high ratio indicates that creditors are not paid in time, while a low ratio gives an idea that business is not indicates that creditors are not paid in time, while a low ratio gives an idea that business is not taking full advantages of credit policy allowed by creditors and inability in meeting the firms obligations in time.

Creditor Velocity:

Indicates the number of days taken by the business to payoff its debts and is calculated

   



    No. of days in a year

      



  Credotors Turnover Ratio

A high debt payment period indicates the inefficiency of the firm in meeting its obligations in time

Total Assets Turnover Ratio:

It is calculating by dividing net sales by the value of the total assets.

  Total Sales

             


  Total Assets

A higher ratio indicates that total assets are overtraded while low ratio indicates idle capacity. The treditional standard for th ratio is two times.

Fixed Assets Turnover Ratio:

This ratio indicates the ralationship between fixed assets and net slaes, i.e., the number of times fixed assets are being turned over in a given period.

   Total Sales

         



    Fixed Assets

This ratio is very important to manufacturing concerns because sales are produced  not olny by use of current assets byt also by investments made in fixed assets. The higher ratio indicates better performance of the business while the low ratio indicates that fixed assets are not being efficiently used in business. An ideal fixed assets turnover ratio is five times.

Current Assets ratio:

This ratio establishes the relationship between current assets and net sales

                     Total Sales

Current Assets

A higher ratio indicates the efficiency of the company in using its current assets while a low ratio indicates the inefficiency of the company.

Working Capital Turnover Ratio:

This ratio shows the number of times working capital is turned over in a stated perio. It is calculated as follows

Cost of Goods Sold

Net Working Capital

A higher working capital turnover ratio indicates efficient utilization of th firm funds. In other words it means lower investment in working capital and greater profits. However, a very high working capital trunover ratio is a sign of overtrading which may lead to financial difficulties. On the other hand, lower working capital turnover ratio indicates that working capital is not efficiently utilized.

Capital Turnover Ratio:

It shows the efficiency of capital employed in the business by computing how many times capital employed is turned over in a stated period.

Net Sales
Capital Employed

A higher the ratio indicates greater profits for the company while a lower ratio means that sufficient sales are not being made and profits are lower.

Profitability Ratios

Profitability is an indication of the efficiency with which the operations of the business are carried on. Poor operational performance may indicate poor sales and hence poor profits.

Reasons for lower profitability in the firm

1. Lack of control over the expenses.

2. Lack of control on Bankers, Financial Institutions and other creditors
Profitability Ratios helps

1. It helps as an indicator whether or not the firm earns substantially more than it pays interest for the use of borrowed funds and whether the ultimate repayment of their debt appears reasonably certain.

2. It helps Owner of the firm to know the return which they can get on their investments.

Profitability Ratios:
1. Gross Profit Ratio

2. Net Profit Ratio

3. Operating or Expenses Ratio

4. Return on Capital Employed

5. Return on Net Worth

6. Return on Equity

7. Return on Total Assets

8. Return on Current Assets

9. Return on Fixed Assets

Gross Profit Ratio:

This ratio expresses relationship between gross profit and net sales. It can be calculated as

Gross Profit

    -------------------------------x 100

Net Sales

This ratio indicates the degree to which the selling price of goods per unit may decline without resulting in losses from operations to the firm. It also helps in ascertaining whether the average percentage of mark-up on the goods is maintained.
Net Profit Ratio
This Ratio indicates net Margin earned on sale of Rs.100 .It is calculated as fallows

Net Profit

           -----------------x 100

Net Sales

· Net Profit Ratio helps in determining the efficiency with which affairs of the business are being managed

· An increase in the ratio over the previous period indicates improvement in the operational efficiency of the business provided the gross profit ratio is constant

· This ratio helps to effective measure to check the profitability of business

Operating or Expenses Ratio:

This ratio is a complementary of net profit ratio. In case the net profit ratio is 20%. It means that the operating ratio is 80%.

Operating Cost 

------------------------------------------x 100

Net Sales

Return on Capital Employed Ratio:
It is an indicator of the earning capacity of the capital employed in the business. It is calculated as fallows

PBIT

Capital Employed

Capital Employed = Equity share capital + preference share capital + undistributed profit +reserves and surplus + long term loans and debentures – fictitious assets. The ratio is the most important ratio, as it reflects the overall efficiency with which the capital is used. This is an important tool for making capital budgeting decisions, Higher the return on capital employed.  The better it is.

Return On Net Worth Ratio:

This ratio is a measure of the percent of net profit to shareholder’s funds. This ratio indicates the return earned by the shareholders by investing their resources in the business. It is calculated as

PAT

Net worth

Net worth = equity share capital + preference share capital + reserves and surplus – fictitious assets

The higher the ratio, the better it is for the shareholders. However to ascertain if the returns are adequate or not, inter firm comparisons should be made. A Returns analysis of the ratio over the past few years must be done to find out the growth or deterioration in the profitability of the business.

Return On Equity Ratio:

This ratio expresses the equity shareholders return on their investments in the company. It is calculated as

Amount available to Equity Shareholders 

--------------------------------------------------------------------------x 100

Equity shareholders Funds

Equity Shareholder fund =Equity shareholder + Reserves and Surplus – Fictitious Assets. A higher ratio is better for the equity shareholders. Inter firm and intra firm comparisons must be made to understand the ratio with its full implication.

Return On Total Assets Ratio:

It is calculated to measure the Profit After Tax earned against the investments in total assets to ascertain whether assets are properly utilized or not. It is calculated as

PAT

Total Assets

Total Assets = Foxed Assets + Current Assets + Investments. They do not include fictitious assets. A higher the ratio is better for the company.

Return On Fixed Assets Ratio:

It is calculated to measure the profit after tax earned against the investments in fixed assets, to find out whether the assets are properly used or not in the business operations.

PAT

Fixed Assets

Return On Current Assets Ratio:

It is calculated to measure the profit after tax earned against the investments in Current assets.

PAT

Current Assets

A higher ratio indicates the efficiency of the company in using its current assets while a low ratio indicates the inefficiency of the company

Bar Graph:

Bar graphs are used in explaining the size of the quantity. This is one of the easiest and useful representation method. A common man can easily understood the variations in the quantity. Bar graphs are explained by using co-ordinate axis.

Correlation:

Among the methods used for calculation of co-efficient of correlation karl pearson’s method is based on mathematical model and it is most widely used. The value of correlation is known as co-efficient of correlation and it is symbolically represented by ‘r’. It means the linear relationship between two variables and was proposed by a great British Biometrician and statistician durign 1867-1936. Therefore, it is named after him and is called i.e pearsonian coefficient of correlation.

The karl pearson’s measure of correlation is based on arithmetic mean and standard deviation. The coefficient of correlation symbolically is represented with the help of folowing formula

∑(x- x) (y-y)


_         2  _      2
√ ∑(x- x) √∑ (y-y)

Trend  Analysis

The method of least squares may be used either to fit a straight line Returns is represented by the equation

Yc= a+bx

In order to determine the values of the constants ‘A’ and ‘B’ the following to normal equations are to be solved.

∑Y = Na + b ∑x

∑XY=a∑X+b∑x2
CASH FLOW STATEMENT

INTRODUCTION:


An analysis of cash flow of a concern during a specified period, presented in the form of a statement can be for the past or can be a projection for the past or can be projection for the future. The cash flow of the concern in the near future, say for a period of six months or in year, can be prepared based on the past trends and expectations of the concern regarding factors that would affect its cash receipts and cash payments. Such an estimate of future cash flows is better termed ‘cash budget. Cash flow statement generally refers to the statement showing the receipts and payment or cash during the period covered by two consecutive balance sheet.


Cash flow analysis enables the management to plan and co-ordinate the financial operations of the enterprise, an furnish the basis for evaluating financing policies. It provides a barometer for ensuring the profitabililty of the business, and makes financing problems of the business much more manageable.

CASH FLOW MANAGEMENT:


Cash flow management is the process of monitoring, analyzing, and adjusting business’s cash flows. The most important aspect of cash flow management is avoiding extended cash shortages, caused by a time gap between cash inflows and outflows. Firm cannot stay in business if it is not able to pay its bills on time. Therefore, a cash flow analysis is required on as regular basis so that so that it can take the necessary steps to meet cash flow problems. Today, even in the large business organizations cash is mot as readily available as it was before, so companies are looking into ways to gain better visibility into future cash flows and to monitor it for better planning. There is a growing need for companies to forecast more accurately because in addition to tightened cash flow, there is an increasing need for timely forecasts as market conditions have become volatile. One of the best way to manage cash in the business is to fully understand cash flow patterns. These helps a firm in avoiding cash deficiencies as well as excessive idle cash balances. Moreover, cash flow analysis is needed:

· To ensure that the cash balance always remains above the desired minimum level

· To predict when cash levels will rose sufficiently above the minimum level to facilitate investment of idle balances.

GEORGE PHILIPATOS is of the view that, in its generic sense, a cash flow is the receipt and the payment of amount of money and that it implies more than our accrual or a financial obligation, hence cash flow is a movement of cash which is a real one. L Leon Simons observes that cash flow is frequently and erroneously assumed to include only current operations.

CASH FLOW CONCEPTS:


In its simplest form, cash flow is the movement of money in and out of the business uses cash to generate goods or services for the sale to its customers, collects the cash from the sales, and then completes this cycle all over again.

CASH I N FLOWS:


Cash Inflows are the movement of money into the business. Inflows are most likely from the sale of goods or services to the customers. If credit extended to its customers, then an inflow occurs as the firm collects on the customers accounts. Normally the main sourced of cash inflows to a business are receipts from sales, increases in bank loans, proceeds if share issues and asset disposals, and other income such as interest earned.

CASH OUT FLOWS:


Cash Outflows are the movement of money out of the business. Outflows are generally the result of paying expenses. If the business involves reselling goods, then its largest outflow is of the purchases of raw materials and other components needed for the manufacturing of the final product. Salaries and wages to staff, purchasing fixed assets, and paying accounts payable are also cash outflows.

NET CASH FLOWS:

Net Cash Flow is the difference between the inflows and outflows within a given period. A projected cumulative positive net cash flow over several period highlights the capacity of a business to generate surplus cash and, in the same manner, a cumulative negative cash flow indicates he amount of additional cash required to sustain the business.

FREE CASH FLOWS:


Some financial analysts give much importance to concept of cash flow called ‘Free Cash Flow’. The cash is considered free if it can be used for any desirable purpose. The large is the amount, the more a firm has flexibility and investment strength because it can use the money immediately to take advantage of an opportunity. The accumulation of free cash comes from free cash flows which are calculated as cash flow from operations, less capital expenditure for ongoing production needs and payment of dividends. Free cash may be accumulating in liquidity but it is not intended to be used for financing working capital requirement. Instead, it is used for long-term purposes such as capital budgeting expenditure on asset, mergers, acquisitions etc.

DEFINITIONS:


The following are used in this statement with the meaning specified:

· Cash comprises cash on hand and demand deposits with banks

· Cash equivalents are short-term highly liquidity investments, that are readily convertible into know amounts of cash and which are subject to an insignificant risk of changes in value.

· Cash flows are inflows and outflows of cash and cash equivalents.

· Operating activities are the principal revenue-producing activities of the enterprise and other activities and are not investing or financing activities.

· Investing activities are the acquisition and disposal of long-term assets and other investments not included in cash equivalents.

· Financing activities are activities that result in changes in the size and composition of the owners’ capital (including preference share capital in the case of a company) and borrowings of the enterprise.

CLASSIFICATION OF CASH FLOWS:


The model prescribed in AS-3, ‘Cash Flow Statement, classifies cash flow into three categories cash flow from operating activities, cash flow from investing activities, cash flow from financing activity.

CASH FLOW FROM OPERATING ACTIVITIES:


The statement provides information about the cash generated from a company’s primary operating activities. A company’s operating activities services. Operating activities that generate cash inflow include customer other operating cash receipts. Operating activities that create cash outflows include payments to suppliers, payment to employees, interest payments, payment of income taxes and other operating cash payments.

CASH FLOWS FROM INVESTING ACTIVITIES:


This area lists all the cash used or provided by the purchase on sale of income producing assets. Investing activities include giving loans and advances, collection from those loans and advances, buying and selling and buying and selling securities not classifies as cash equivalents. Cash inflows generated by investing activities include sales of fixed assets such as property, plant, equipments, sale of debt/equity instruments and the collection of loans.

CASH FLOWS FROM FINANCING ACTIVITIES:

This section measures the flow of cash between a firm and its owners and creditors. Financing activities include borrowing and repaying funds from suppliers of funds, a return on their investments. The return on investment is provided in the form of dividends and interest. If the firm uses debt or equity to expand its operations, it is disclosed in the financing activities. Also, if the firm uses cash to retire debt, it appears in the statement. Negative numbers can mean the company is servicing debt bur can also mean the company is making dividend payments and share buyback, which is good news for investors.

CASH FLOW STATEMENT:

In a business in a perfect world there is no time gap between a cash inflow and a cash outflow. But in real world, cash outflows and inflows occur at different times, and never actually occur together. Usually, cash inflows lag behind the cash outflows, leaving the business short of cash. This shortage is termed as cash flow gap. The cash flow gap represents and excessive outflow of cash that may not be covered by a cash inflow for a definite period of time say a few weeks, few months, or even few years. Managing the cash flow allows a firm to bridge the cash flow gap. It does this by examining the different items that affect the cash flow of the business.

The cash flow statement provides information regarding a company’s cash receipts and cash payments. The statement complements the profit & Loss Account and Balance Sheet. Over the life of a company, total net profits or income and net cash inflow will equal.

All companies provide the cash flow statements as part of their financial statements, but cash flow can also be calculated net income plus depreciation and other non-cash items.

A company not generating the same amount of cash as competitors is bound to lose out when there are difficult times. Short-term liquidity can also be achieved by deferring payments of current obligations; however, company’s ability to generate cash flow through the deferred payments of current liabilities will be exhausted. This statement is useful for decision making because it provides relevant and reliable information for predicting future cash flows.

The cash flow statement is an important analytical tool that the trade creditor, can use to determine if a customer is able to generate sufficient cash to meet its trade obligations. Using the cash flow statement in the credit analysis process can help to users evaluate a customer’s solvency, liquidity position, and its financial flexibility.


In the cash flow statement, cash receipts and payments are classifies as operating, investing and financing activities. The cash flow statement explains the change during the period in cash and cash equivalents. Cash equivalents are short-term, highly liquid investments that are readily convertible to cash. The cash flow statement must summarize the cash flows so that net cash provided or used by each of the three types of activities is reported. Beginning and ending cash must be reconciled based on the net effect of these activities.

STEPS IN PREPARATION OF CASH FLOW STATEMENT:

Before preparing cash flow statement, first of all, the following three steps have to be completed

· Determining cash flows from operations or operating activities

· Determining cash flows from investing activities.

· Determining cash flows from financing activities.

Cash from operation:


The profit and loss account focuses on net income determination from operating activities. However, it does not show cash inflow and outflow relating to operating activities because the profit and loss account is prepared on accrual basis. In preparing profit and loss account, revenues are recorded even though cash for them has not been received. Similarly, expenses are recorded even though they may not been paid. Therefore, to find cash flows from operations, one need to convert accrual basis income statement figures to cash basis making adjustments. By way of adjustments, earned revenues will be converted into cash received from sales or customers and incurred expenses will be converted into cash expended, i.e., expenses actually pain to cash.

Reporting Cash Flows from Operating Activities:

An enterprise should report cash flows from operating activities using either:

· Direct method: the direct method, whereby major classes of  gross cash receipts and gross cash payments are disclosed; or

· Indirect method: The indirect method, whereby net profit or loss is adjusted for the effects of transaction of non-cash nature, any deferrals or accruals of past or future operating cash receipts or payments and item of income or expenses associated with investing or financing cash flows.

The direct method provides information which may be useful in estimating future cash flows and which is not available under the indirect method and is, therefore, considered more appropriate than the indirect method. Under the direct method, information about major classes of gross cash receipts and gross cash payments may be obtained either:

· From the accounting records of the enterprise; or

· By adjusting sales, cost of sale (interest and similar income expenses and similar charges for a financial enterprise) and other items in the statement of profit and loss for:

· Changes during the period in inventories and operating receivable and payable.

· Other non-cash items and

· Other items for which the cash effects are investing or financing cash flows

· Under the indirect method, the net cash flow from operating activities is determined by adjusting net profit or loss for the effects of:

· Changes during  the period inventories and operating receivable and payables;

· Non-cash items such as depreciation, provisions, deferred taxes, and unrealized foreign exchanges gains and losses and

· All other items for which the cash effects are investing or financing cash flows.

Alternatively, the net cash flow from operating activities may be presented under the indirect method by showing the operating revenues and expenses, excluding non-cash items disclosed in the statement of profit and loss and changes during the period in inventories and operating receivables and payables.

Investing Activities:

The separate disclosure of cash flows arising from investing activities is important because the cash flows represent the extent to which expenditures have been made for resources intended to generate future income and cash flows. Example of cash flows arising from investing are:

· Cash payments to acquire fixed assets (including intangible). These payments include those relating to capitalized research and development cost and self-constructed fixed assets.

· Cash receipts from disposal of fixed assets.

· Cash payments to acquire share. Warrants or debt instruments of other enterprises and interests in joint ventures.

· Cash receipts from disposal of shares, warrants or debt instruments of other enterprises and interests in joint ventures.

· Cash advances and loans made to third parties.

· Cash receipts from the repayment to advances and loans made to third parties.

· Cash payments for futures contracts, forward contracts and swap contracts except when the contracts are held for dealing or trading purposes or the payment are classified as financing activities and

· Cash receipts from futures contracts, forward contracts, option contract, swap contracts except when the contracts are held for dealing or trading purposes, or the receipts are classified as financing activities.


When a contract is accounted for as a hedge of an identifiable position, the cash flows of the contract are classified in the same manner as the cash flows of the position being hedged.

Financing Activities:


The separate disclosure of cash flow arising from financing activities is important because it is useful in predicting claims on future cash flows by providers of funds to enterprise. Examples of cash flows arising from financing activities are:

· Cash proceeds from issuing shares or other similarly instruments;

· Cash proceeds from issuing debentures, loans, notes, bonds, and other short of long-term borrowings, and cash repayments of amounts borrowed

USES OF CASH FLOW STATEMENTS:

A cash flow statement is an important financial tool for management efficient short-term financial planning. It enables the management to plan and co-ordinate the financial operation of the concern and furnish the basis for evaluating financing policies. It helps the management in making the financing problems of the business much more manageable. The following are the uses of cash flow analysis.

· Helpful in efficient cash management: It is very helpful in understanding the cash position of a firm. Since cash is the basis for carrying on business operations, the cash flow statement is very useful in evaluating the current cash position.

· Planning of Programmes: The repayment of loans, replacement of assets and other such programmes can be planned on its basis.

· Helpful in short-term financial decisions: The cash flow statement is helpful in making short term financial decisions relating to liquidity, and the ways and means position of the firm.

· Useful of Capital budgeting: Cash flow statement is also useful for making appraisal of different capital investment projects in order to determine their viability and profitability.

· Useful as a control device: It helps the management to understand the past behavior of the cash cycle, and to control the uses of cash in future. A comparison of the projected cash flow statement helps to management in appraising the inflows and outflows of cash according to the plan and taking the necessary remedial measures.

· Useful to outsiders: Cash flow statement the short-term solvency of a business concern as well as its capacity to meet its short-term obligation.

LIMITATIONS OF THE CASH FLOW STATEMENT:

Cash flow statement has its limitations too. For example, cash flow does not reveal the profit earned or lost during a particular period. Cash flow also does not indicate the overall financial health of the company. Though, the statement of cash flow gives a good indication of what the company is doing with its cash and from where cash is being generated, but these do not directly reflect true financial condition. The cash flow statements does not account for liabilities and assets, which are recorded in the balance sheet. Accounts receivable and accounts payable, each of which can be very large for a company, are also not reflected in the cash flow statement. In other words, it is a compressed version of the company’s cashbook that includes a few other items, like the financing section, which tells the amount of money the company sent or collected from the repurchase or sale of stock, the amount of issuance or retirement of debt, and the amount the company paid out in dividends. In conclusion, interpreting the cash statement is not a very easy and simple task. Analyzing the cash flow together with the other statement gives a glimpse into the short-term financial position of company.

LIMITATIONS OF STUDY:

The major limitations of the study are:

· Due to constraint of time, the researcher unable to collect detailed analysis of the financial data.

· There are differences in collected data as of data collected from different secondary sources.

· Finance is also an important constraint for the detailed analysis.

Funds Flow Analysis:

Significant technique of financial analysis is ‘FUNDS FLOW ANALYSIS’. It is designed to highlight changes in the financial condition of a business concern between concern between two points of time which generally conform to beginning and ending financial statement dates.

Thus, Funds Flow Statement is a report which summarizes the events taking between the two accounting periods. It spells out the sources from which funds were derived and the uses to which these funds were put. This statement is essentially derived from an analysis of which these have occurred in assets and liabilities items between two balance sheet dates. In this statement, only the net changes are shown so that the outcome of a transaction upon the financial condition of a business enterprise reflected more sharply.

MEANING AND CONCEPT OF FUNDS

Fund:

According to the dictionary meaning of the term “Funds” implies an accumulation or deposit of resources from which supplies are may be drawn a more or less permanent store or supply. It is also defined as available pecuniary resources but these two meanings are abroad in nature and apt to macro level planning and control. A number of definitions of the term ‘fund’ have been given.

Some people call ‘fund’ as ‘cash’. But it is seen in practice that the current assets are constantly circulating through cash account in business operations and many transactions affect flow of cash at least later or sooner.

For example, the sale of goods on credit increases in accounts payable rather than in an immediate cash flow. Similarly, certain expenses may result in a current liability since they might not have   been paid immediately. In other words, it may be said that any current assets and current liability has its impact on working capital (as working capital is the difference of current assets and current liabilities) rather than cash. Therefore there is another view about meaning of ‘fund’ that it means ‘working capital’.

The term funds have been defined in a number of ways.

In a Narrow Sense:

It means cash only and a funds flow statement prepared on this is called a cash flow statement. Such a statement enumerates net effects of the various business transactions on cash and takes into account receipts and disbursements of cash.

In Broader sense:

The term Funds refers to money values in whatever from it may exist here Funds means all means all financial resources used in business whatever in the firm of men, material, money, machinery and others.

In a Popular Sense:

The term Funds means working capital i.e., the excess of current assets over current liabilities. The working capital concept of funds has emerged due to fact that total resource of a business are invested partly in fixed assets in the form of fixed capital and partly kept in firm of liquid of near liquid form as working capital.

MEANING AND CONCEPT OF FLOW OF FUNDS

The term ‘flow’ means movement and includes both ‘inflow’ and ‘out flow’. The term ‘flow of funds’ means transfer of economic values from one asset of equality to another.  Flow of funds is said to have taken place when any transaction makes changes in the amount of funds available before happening of the transaction.  If the effect of transaction results in the increase of funds, it is called source of funds and it results in the decrease of funds, it if known as an application of funds.

Rule:

The flow of funds occurs when a transaction changes on one hand a non-current account and on the other a current account and on the other a current account and vise – versa.

When a change in non-account e.g., fixed assets, long-term liabilities, reserves and surplus, fictitious assets etc., is followed by change in another non-current account, it dues no amount flow of funds.

Funds Flow:

Here flow means changes, i.e., ‘flow of funds’ means changes in working capital by business transactions. The business transaction brings the change in working capital either in the form of decrease or increase. Flow of fund involves in flow or out flow of fund. It means, transfer of economic values from one asset to another or equity to another, from an asset to an equity or vice versa.. if there is change in current assets and current liabilities in the same direction and by the same amount, there will be change only in their amount. The working capital or fund will be the same and hence there would be flow in such a situation.

PROCEDURE FOR KNOWING WHETHER A TRANSACTION RESULTS IN THE FLOW OF FUNDS OR NOT:

· Analyze the transaction and find out the tow accounts involved.

· Make journal entry of the transaction.

· Determine whether the accounts involved in the transactions are  Current or non-current.

· If both the accounts involved are non-current i.e., either permanent assets of permanent liabilities, it still does not result in flow funds.

· If the accounts involved are such that one is a current account while the other is a non- current i.e., current assets and permanent liability and fixed assets or current liability and permanent liability then it results in flow of funds.

In any business we cannot under estimate the flow of funds from two operations. The business runs with funds but the organization knows how much important the flow of funds is.

The Funds Flow Statement is concerned with sources and applications of organization.

Statement of changes in working capital shows the increase or decrease in working capital.

“Funds from Operation” statement shows how much funds from operations.

IMPORTANCE OF FUNDS FLOW ANALYSIS:

The importance of funds Flow analysis and ratio analysis in all undertakings needs no emphasis.

How is it managed? What are the practices adopted? What are the problems faced?

This study is an attempt to answer the questions. This is considered to M/S.

Funds Flow Statement, Income Statement and Balance Sheet:

Funds Flow Statement is not a substitute of an income statement i.e., a Profit and Loss Account, and a Balance Sheet.  The Profit and Loss Account is a document, which indicates the extent of success achieved by a business in earning profits.

A balance sheet is a statement of financial position or status of business on given date.  It is prepared at end of accounting period. The balance sheet depicts various resources of an understanding and the deployment of these resources in various assets on a particular date. As it indicates the financial condition on a particular date, it is static in nature; while funds flow statement is a dynamic one.

Funds Flow Statement tells us many financial facts, which a balance sheet cannot tell.  Balance sheet does not disclose the cause for change in the assets and liabilities between two different points of time.  Again, while balance sheet is the end result of all accounting operations for a period of time? The funds flow statement provides additional information as regard changes in working capital derived from financial statements at two points of time.  It is a tool of management for financial analysis and helps in making decisions.

1. It helps in the Analysis of Financial operations:

The financial statements reveal the net effect of various transactions on the operational and financial position of the concern. The balance sheet gives a static view of the resource of a business and these have been put at a certain point of time. But it does not disclose the causes for changes in the assets and liabilities between two different points of time. The funds flow statements explains cause for such changes and also effect these changes on the liability position of the company. Some times concern may operate profitability and yet its cash position may become more and worse. The funds flow statement gives a clear answer to such a situation explaining what happened to the profits firm.

2. It throws light on May perplex Questions of general interest:

· Why were the net current assets lesser in spite of higher profits and vise versa?

· Why more dividends could not be declared in spite of available profits?

· How was it possible to distribute more dividends than the present earnings?

· What happened to the profit and where it has gone?

· What happened to the proceeds of sales of fixed assets, issue of shares, debentures, etc?

3. It helps in the Formation of Business of Realistic Dividend Policy:

Sometimes a firm has sufficient profits available for distributing as dividend but yet may not be available to distribute for cash resources. In such cases a funds flow statement helps in the information of a realistic dividend policy.

4. It helps in the proper Allocation of Resources:

The resources of a concern are always limited and it wants to make the best use of these resources. A project funds flow statement constructed for the future helps in making managerial decisions. The firm can plan the development of its resources and allocate them many various applications.

5. It Acts as a Future Guide:

A projected funds flow statement also acts as a guide for future to the management. The management can come to know the various problems it ids going to face in near future for want of funds. The firms future needs of funds can arrange to finance these needs more effectively and avoid future problems.

6. It helps in appraising the use of Working Capital:

A funds flow statement helps in explaining the management has its working capital and also suggest way the management has used its working capital position of the firm.

7. It helps knowing the Overall credit Worthiness of a firm:

The financial institution and banks such as state financial institutions, industrial development corporation of India, Industrial Development Bank of India etc., all ask for funds flow statement constructed for a number of years before granting loans to know the credit worthiness and paying capacity of firm. Hence a firm is seeking assistance from these institutions has to know alternate but to prepare functional statement.

LIMITATIONS OF FUNDS FLOW STATEMENT:

The Funds Flow Statement has a number of uses: however, it has certain limitations also, which are listed below.

· It should remember that a Funds Flow Statement is not a substitute of an income statement or a balance sheet. It provides only some additional information as regards chances in working capital.

· It cannot reveal continuous changes.

· It is not an original statement but simply is arrangement of date given in the financial statements.

· It is essentially historic in nature and project funds flow statement cannot be prepared with much accuracy.

· Changes in cash are more important and relevant for financial management than the working capital.

Business transactions and flow of funds:

It may be noted at this stage of analysis that for the purpose of funds flow statement, the items of balance sheet are classified into two broad categories viz.,Items of current accounts and Items of non-current accounts.

Current account Items:

	Current assets
	Current liabilities

	Cash in hand
	Bills payable

	Cash at bank (including fixed deposits)
	Trade or sundry  creditors

	Bills receivable
	Outstanding expenses

	Trade or sundry debtors
	Cash credit/bank overdraft

	Inventory-Raw-materials, work in-progress, Finished Goods, Stores, etc
	Short-term loans

	Prepaid expenses
	Income received in advance

	Outstanding incomes
	Long-term loans (or part) which fall due for repayment within a year

	Short-term loans and advances

Temporary investments, etc
	Provision for doubtful debts and discount on debtors


Non-current Account Items:

	Non-current assets
	Non-current liabilities

	Land and Buildings
	Equity share capital

	Plant and Machinery and vehicles
	Preference  share capital

	Furniture and fittings
	Debentures

	Goodwill
	Reserves and surplus

	Patents, trademarks, copy rights, preliminary expenses and profit and loss account(deficiency),etc
	Long –term loans


The word ‘fund’ is to denote working capital. Funds flow therefore refers to the changes in the fund (i.e., working capital) by the transactions – operational, financial and investment, though the effect of all the transactions  on the funds are considered, it should be  remembered here that not all the transactions cause the flow of funds.

Transactions Affecting Flow of Funds:

· Increase in current assets but not any increase in current liabilities.

· Decrease in current assets but not any decrease in current liabilities.

· Increase in current liabilities but not any increase in current assets.

· Decrease in current liabilities but not any decrease in current assets.

Transactions not Affecting Flow of Funds:

(CHANGE IN WORKING CAPITAL)

· Transactions that make conversions of one current into another current assets.

· Transactions, which make conversions of one current liability into                          another current liability.

· Transactions that bring increase or decrease in current assets                                                                                                                                                                                            causing a corresponding increase or decrease in current liabilities by the same amount.

Funds Flow Statement:

The Funds Flow Statement is also known as “FUNDS FLOW ANALYSIS”. There are several names for this statement; some are

Statement of sources and applications of funds.

Statement of inflow and outflow of funds.

Statement of Fund Supplied and Applied.

Statement of Resources provided and Applied.

Where got and where gone Statement.

Where its name may be the various factors for inflow and outflow of working capital area shown in a statement, particularly prepared for this purpose, which is known a “Funds Flow Statement.” This statement reveals the manner in which the financial resources have been generated and deployed during the accounting period. This statement is also considered as an important one as the two traditional financial statements as it supplies important information for the users. In brief it may be said that fund statement focuses on the flow of funds between the various assets and equity items during the accounting period and on analysis basis this statement is generally called as “Funds Flow Analysis”.
INTRODUCITON TO FINANCIAL ANALYSIS

INTRODUCTION:

Financial Analysis is the process of identifying the financial strengths and weaknesses of the firm by property-establishing relationship between the items of the balance sheet and the profit and loss account. There are various methods or techniques used in analyzing financial schedule of change in working capital flow and analysis cost volume profit analysis and ratio analysis.

MEANING OF FINANCIAL ANALYSIS:

The term “financial analysis” is also known as analysis refer to the process of determining according to Meta fund tutored is a process of evaluating the relationship between components parts of financial statement to obtain a better understanding of firm’s position and performance. In the word of Myers “Financial statements analysis is largely a study of relationship among the various financial factors in a series of statements”. The purpose of financial statement so as to judge the profitability and financial soundness of the firm.

The analysis and interpretation of financial statement is an attempt to determine the significance and meaning of the financial statement data. So that forecast may be mode of the future comings ability to pay interest and debts morality and probability of sound dividend policy.

DEVICES OF FINANCIAL ANALYSIS:

These are several methods for determining the financial analysis of the company. They are,

1. Comparative statement

2. Trend analysis

3. Common size statements

4. Funds flow statements

5. Cash flow statements

6. Ratio analysis

7. Cost-volume profit analysis

Financial analysis can be taken by management of the firm or by parties outside the firm owners, creditors, investors and others. The structure of assets, liabilities and owner’s equity and so on and the profit and loss account shows the results of operation during a certain period of times in terms of the revenue obtained and cost incurred during the year. Thus the financial position and operational statement provides a summarized view of the financial position and operation of the firm.

The analysis of financial statement is thus an important aid to financial analysis. The first task of the financial analyst is to select the information relevant to the decisions under consideration from the total information contained in the financial statements. In the brief financial analysis are the process of selection, relation and evaluation.        
RESEARCH METHODOLOGY
NEED FOR THE STUDY
This project is a study on financial performance of Aurobindo pharma ltd, Hyderabad. This project work aims at encompassing financial performance and its practices that prevail in the organization upon which the study was undertaken.

Financial performance is the process of identifying the financial strengths and weaknesses of the firm by proper establishing relationship between the items of the balance sheet and the profit loss account. There are various methods or techniques used in analyzing financial schedule of change in working capital flow and analysis cost volume profit analysis and ratio analysis.

SCOPE OF THE STUDY
Finance is the lifeblood of any organization. The future of any organization depends on the ability of the organization to make use of its resources in the best way. The information relating to the financial position of the company is of great interest to management, creditors, investors and other to have a judgment about the operating performance and financial position of the stakeholder groups.
OBJECTIVES OF THE STUDY

Following are the objectives of the study of Aurobindo pharma ltd.
· To assess the liquidity position of the company 
· To assess the operating efficiency of the company 
· To find out the sources from which funds were derived and how effectively they have utilized in the company
RESEARCH METHODOLOGY

Data sources       :     Secondary data
Secondary data   :     collected from the published annual reports of        

                                   Aurobindo pharma ltd and websites                

  Tools of analysis:    * Ratio analysis

                                  * Cash flow statement

                                 * Funds flow statement        

                                 * Trend analysis

LIMITATIONS OF THE STUDY
· The information used is primarily from historical reports available to the public and the same does not indicate the current situation of the firm.

· As the study is based on quantitative deals, the qualitative aspects of Aurobindo pharma ltd are not reflected.

TOOLS OF ANALYSIS
These are the several tools of analysis in order to know the financial position of the company. These tools help us to identify the company standard weather it incurring the profits or loss.

Some of the tools like-

Financial Ratios:-

· Liquidity Ratios

· Solvency Ratios

· Turnover Ratios

· Profitability ratios

These four are the financial ratios which help in order to know the position of the company.

INDUSTRY PROFILE
Indian pharmaceutical industry today, occupies a prominent place in India’s science based industry. The pharmaceutical industry today is being universally acknowledged as knowledge-driven and globally competitive-one of the largest among those in the developing countries.

The industry has helped India attain self-sufficiency in case of formulation and gained global recognition as a producer of low cost high quality bulk drugs . several Indian companies have expanded globally  with presence in even developed markets like USA and EUROPE. In the recent past, leading pharmaceutical companies have demonstrated their ability to engage in commercial viable research and development activities and grow to be major players in the international market.

The Indian pharmaceutical industry today is in the front rank of India’s science-based industries with wide ranging capabilities in the complex field of drug manufacture and technology. A highly organized sector, the Indian pharma industry is estimated to be worth $4.5 billion, growing at about 8 to 9 percent annually. It ranks very high in the third world, in terms of technology, quality and range of medicines manufactured. From simple headache pills to sophisticated antibiotics and complex cardiac compounds, almost every type of medicines is now made indigenously.

Playing a key role in promoting and sustaining development in the vital field of medicines, Indian pharma industry boasts of quality producers and many units approved by regulatory authorities in USA and UK. International companies associated with this sector have stimulated, assisted and spearheaded this dynamic development in the past 53 years and helped to put India on the pharmaceutical map of the world.

The Indian pharmaceutical sector is highly fragmented with more than 20000 registered units. It has expanded drastically in the two decades.  The leading 250 pharmaceutical companies control 70% of the market with leader holding nearly 7.6 % of the market share. It has extremely fragmented market with severe price competition and government price control.

The pharmaceutical industry in India meets around 70% of the country’s demand for bulk drugs, drug intermediaries, pharmaceutical formulations, chemicals, tablets, capsules, orals and ingectibles. There are about 250 large units and about 8000 small scale units, which form the core of the pharmaceutical industry in India (including 5 central public sector units ). These units produce the complete range of pharmaceutical formulations, i.e. medicines ready for consumption by patients and about 350 bulk drugs, i.e. chemicals having therapeutic value and used for production of pharmaceutical formulations.

Following the de-licensing of the pharmaceutical industry, industrial licensing for most of the drugs and pharmaceutical products has been done away with manufacturers are free to produce any drug duly approved by the drug control authority. Technologically strong and totally self-reliant, the pharmaceutical industry in India has low costs of production, low R&D costs, innovative scientific man power, strength of national laboratories and an increasing balance of trade. The pharmaceutical industry, with its rich scientific talents and research capabilities, supported by intellectual property protection regime is well set to take on the international market. Industry with wide ranging capabilities in the complex field of drug manufacture and technol.

INDIAN PHARMACEUTICAL MARKET:

The Indian pharmaceutical market is the world’s fourth largest by volume (8%of global total) and thirteenth largest by value (less than 1% of global total ). Although prices are the lowest in the world, 70% of the population does not have access to drug therapy and 2002 per capita consumption was only $3.33. the lack of pharmaceutical patents means that there is an average of 200 brands for every molecule on the market.

BULK DRUGS:

Apex drugs house specializes in the manufacture of a variety of bulk drugs. They export bulk drugs to a number of leading buyers who vouch for the quality of our drugs. Wide range of bulk drugs includes Ammonium chloride, Bromohexine HCL, Cefadroxyl, Domperidone and various others.

HERBEL PRODUCTS

· ALOE VERA

· SPIRULINA

Regarding Bulk Drugs, service is one of the best as they specialize in collecting various bulk drugs and excipients required for a factory and ship them together. The whole process is completely reliable and does not require any follow up by importers. They can supply from 1 kg to huge quantities as ordered by the buyers. If required on emergency basis, supplies can be made by air within one week from the conformation in the routine conditions.

EXPORTS:

The second India-Africa Health Summit, co-sponsored by the Department of commerce, the Federation of Indian Chambers of commerce and Industry (FICCI) and the Indian pharmaceuticals sector, beginning in Mumbai tomorrow is expected to be a win-win situation for drug exports to Africa.

Talking of business Line, Mr. S. Ramasundaram, joint secretary in the department of commerce, said the first summit, also in Mumbai, in September 2001 was a success in terms of export opportunities for Indian drugs manufacturers, and the prospects of collaboration with African countries like Nigeria in the area of pharmaceuticals and health have now been enhanced.

Citing the case of a single North African country, he said out of its total drug imports of $500 million, India was importing some $499 million worth of items from MNC sources and only $1 million worth of products from India. As an aftermath of this first health summit, this country has now understood that the same quantity of pharma products, with matching quality, could be imported from India at much lower cost that is within $100 million, leaving the balance for use on other essential imports.

The top pharma majors in India like Ranbaxy and Cipla can easily match the quality of the MNC sources, and for a country like Africa, this was a good opportunity, he added.

Mr. Ramasundaram informed that the second summit was the result of an active demand from the participant countries, and huge participation from the Indian pharmaceutical companies was expected, going by the rush for registrations. Consequently, this time around, the pharma sector has agreed to take care of 75 percent of the costs of holding such an international meet.

Pointing out that the Indian pharmaceutical exports to Africa during 2002-03 was only a modest $290 million, against a total African pharma imports of $ 5 billion (a mere 2 percent share),he said the potential here was huge. He said the objective was to take Indian pharma exports to Africa to $ 1 billion by 2007, and such summits would surely pave the way for achieving this feat. Nigeria imports pharma products from India to the tune of $ 90 million.

SWOT ANALYSIS OF THE PHARMACEUTICAL INDUSTRY

The SWOT analysis of the industry reveals the position of the Indian pharma industry in respect to its internal and external environment.

Strengths

1. Low cost of production.
2. Large pool of installed capacities

3. Efficient technologies for large number of generics.

4. Large pool of skilled technical manpower.

5. Increasing liberalization of government policies.

Opportunities

1. Aging of the world population.

2. Growing incomes.

3. Growing attention for health.

4. New diagnoses and new social diseases.

5. Spreading prophylactic approaches.

6. Saturation point of market is far away.

7. New therapy approaches.

8. New delivery systems.

9. spreading attitude for soft medication(OTC drugs)

10. Spreading use of Generic Drugs.

11. Globalization.

12. Easier international trading

13. New markets are opening.

Weakness

1. Fragmentation and installed capacities.

2. Low technology level of capital goods of this section.

3. Non-availability of major intermediates for bulk drugs.

4. Lack of experience to exploit efficiently the new patent regime.

5. Very low key R&D.

6. Low share of India in world pharmaceutical production(1.2% of world

7. Production but having 16.1%of world’s production).

8. Very low level Biotechnology in india and also for new drug discovery systems.

9. Lack of experience in International Trade.

10. Low level of strategic planning for future and also for technology Forecasting.

Threats

1. Containment of rising health-care cost.

2. High Cost of discovering new products and fewer discoveries.

3. Stricter registration procedures.

4. High entry cost in newer products.

5. High cost of sales and marketing.

6. Competition, particularly from generic products.

7. More potential new drugs and more efficient therapies.

8. switching over from process patent to product patent.

COMPANY PROFILE
Aurobindo Pharma is a fast track integrated pharmaceutical company headquartered in Hyderabad, India, producing and marketing some of the most quality conscious Active Pharmaceutical Ingredients (bulk actives), Intermediates and specialty generic formulations.

It ranks among the top 5 Pharma companies in India and is a multi product, multi technology, transnational company. Today the Company’s products are serving consumers in India and over 100 other countries.

Aurobindo Pharma is an R&D driven chemistry business house, with a very broad product portfolio. The Company has a presence in fast growing life style disease drugs, anti infective drugs and key specialty therapeutics.

The Company is a know leaders in the semi synthetic penicillin’s and cephalosporin’s, Indeed, Aurobindo Seeks to attain significant market presence in every area of its business. After creating a name for itself in producing APIs and intermediates, Aurobindo Pharma sees major growth in it specialty generic formulations business.

Aurobindo Pharma values its contribution to its customers and the medical profession. The Company has accordingly planned its strategic growth, proactively responded to the changing requirements of the medical profession, and enabled its core customers to meet their market needs.

The customer of the Company benefit from the most modern and state-of –the-art manufacturing facilities and quality conscious approach to business. Aurobindo Pharma believes in delivering value in every transaction.

The Company sees its potential both in regulated and other global markets. In regulated markets, Aurobindo Pharma visualizes profits aided by the thrust in building intellectual property. In the large growth segments of other global markets. The company will by virtue of its cost efficient production.

Expanding capacities in the remunerative/demand pull segments has ensured volumes. In turn, this has provided economies of scale. Aurobindo Pharma takes care to remain a quality conscious cost efficient producer.

HISTORY

Aurobindo Pharma was born of a vision. Founded in 1986 by Mr. P.V.Ramaprasad Reddy, Mr. K.Nityananda Reddy and a small, highly committed set of professionals, the company became a public venture in 1992. It commenced operations in 1988-89 with a single unit manufacturing semi synthetic penicillin’s (SSPs) at Pondicherry.

Aurobindo Pharma had gone public in 1995 by listing its shares in various stock exchanges in the country. The company is the market leader in semi-synthetic penicillin drugs. It has a presence in key therapeutic segments like SSPs, cephalosporins, antiviral and CNS etc.

Over the years, the Aurobindo Pharma has evolved into a knowledge driven company. It is R&D focused, has a multi-product portfolio with multi-country manufacturing facilities, and is becoming a marketing conglomerate across the world. 

Aurobindo Pharma created a name for itself in the manufacture of bulk actives, its area of core competence. After ensuring a firm foundation of cost effective production capabilities and a clutch of loyal customers, the company has entered the high margin specialty generic formulations segment, with a global marketing network. 

Aurobindo has invested significant resources in building a mega infrastructure for APIs and formulations to emerge as a vertically integrated pharmaceutical company. Aurobindo's five units for APIs and four units for formulations are designed for the regulated market.

Aurobindo Pharma has Identified International Operations as a major engine of growth and has hence expanded its global network of marketing and manufacturing operations. Joints ventures/subsidiaries in China, Brazil and USA, will further expand its international franchise.

ANALYSIS
LIQUIDITY RATIOS
CURRENT RATIO:
This is the ratio in between assets and current liabilities .this ratio as an indicator of the firm’s commitment to meet its short-term liabilities. .It is expressed as follows

Current assets…
Current Ratio =   ----------------------------------
                            Current liabilities

An ideal current ratio is 2:1 the ratio lf2is considered as safe half i.e.,1 instead of 2,then also the creditors will be able to get their payment

  Table 6.1:  Computation of Current ratio (Rs .in cr)

	Year
	Current Assets
	Current Liabilities
	Current Ratio

	2008-09
	1012.87
	282.71
	3.5827

	2009-10
	1465.28
	392.64
	3.7319

	2010-11
	2240.58
	433.27
	5.1713

	2011-12
	2274.30
	539.86
	4.2128

	2012-13
	2624.73
	625.79
	4.1943


Chart 6.1: comparison of Current ratio
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Interpretation:
From the table it is observed that there was continuous increase in current ratio. But in 2009 & 2010 it was decreased and it is above the standard ratio 2:1. It indicates that the amount of assets available for each current liability higher the ratio, greater the margin of safety for creditors and vice versa. However, too high ratio may indicate the presence of idle funds. Idle funds cannot give any profits for the company. It is better to invest in fixed assets rather than in current assets.
QUICK RATIO:

A more conservative measure of liquidity is the quick ratio. Another name for this ratio is Decisive Test ratio. This ratio is ascertained by comparing the liquid assets to current liabilities. This ratio maybe expressed as:

      Liquid assets 

Quick Ratio =   -------------------------
                                      Current liabilities

Liquid assets = current assets – closing stock and prepaid expense

Idle ratio = 1:1

Table 6.2: Computation of Quick ratio (Rs .in cr)
	Year
	Liquid Assets
	Current Liabilities
	Quick Ratio

	2008-09
	689.29
	282.71
	2.4382

	2009-10
	1081.84
	392.64
	2.7553

	2010-11
	1693.30
	433.27
	3.9082

	2011-12
	1623.07
	539.86
	3.0065

	2012-13
	1889.21
	625.79
	3.0189


Chart 6.2: comparison of Quick ratios
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Interpretation:

From the table it is observed that there was continuous increase in quick ratio. However, in 2012 there was decrease in the ratio and it is above the standard ratio 1:1.There fore it indicates that the company has highly invested in quick assets. So, this should be minimized and reinvested in fixed assets.

ABSOLUTE QUICK RATIO:
This is more conservative ratio than quick ratio. This ratio is ascertained by comparing the absolute liquid assets to current liabilities.

Absolute quick assets
Absolute quick ratio = -------------------------------------
                                             Current liabilities

Absolute quick assets = cash, bank balance, marketable securities.

The ideal absolute quick ratio is 0.5:1

Table 6.3: computation of Absolute quick ratio (Rs .in cr) 

	Year
	Absolute quick assets
	Current liabilities
	Absolute quick ratio

	2008-09
	13.80
	282.71
	0.0488

	2009-10
	142.07
	392.64
	0.3618

	2010-11
	500.07
	433.27
	1.1542

	2011-12
	239.32
	539.86
	0.4433

	2012-13
	86.94
	625.79
	0.1389


Chart 6.3: Comparison of Absolute quick ratios 
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Interpretation:

From the table it is observed that there was increase in absolute quick up to 2012 after that it was decreased. 0.5:1 is the standard ratio for absolute quick assets ratio. It indicates that the absolute quick assets are very low for the company during the study period.
Interval measure:

Interval measure assesses a firm’s ability to meet its regular cash expenses. It relates liquid assets to average daily operating cash outflows.    
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Table 6.4: computation of Interval measure (Rs .in cr)
	Year
	Quick assets
	Average daily operating expenses
	Interval measure

	2008-09
	689.29
	2.73
	252.5

	2009-10
	1081.84
	3.39
	319

	2010-11
	1693.30
	4.27
	396.5

	2011-12
	1623.07
	5.01
	324

	2012-13
	1889.21
	6.4
	295


Chart 6.4: comparison of interval measure
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Interpretation:
The above table shows that there was increase in interval measure up to 2013 after that it was decreased. It indicates that it has sufficient liquid assets to finance its operations, even if it does not receive any cash.

Net working capital ratio:

The difference between current assets and current liabilities excluding short-term borrowings is called net working capital. It is sometimes used as a measure of a firm’s liquidity.
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Table 6.5: computation of Net Working Capital ratio (Rs .in cr)
	YEAR
	NET WOKING CAPITAL
	NET ASSETS
	NWC RATIO

	2008-09
	1998.94
	2871.81
	0.7

	2009-10
	1734.44
	2561.52
	0.68

	2010-11
	1807.31
	2519.79
	0.72

	2011-12
	1072.64
	1791.06
	0.6

	2012-13
	1730.16
	2324.94
	0.74


Chart 6. 5: comparison of Net Working Capital ratio
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Interpretation:

The above table shows that there were fluctuations in net working capital. The average net working capital ratio is 0.688 for the above study period. It indicates that the company is maintaining proper proportion of working capital and fixed assets.

STABILITY RATIOS (OR) LONG-TERM SOLVENCY RATIOS:

DEBT EQUITY RATIO:

Debt – equity ratio indicates the relationship between the debt and equity. Debt means long-term & short-term borrowings. Equity means share holders funds. The standard Debt-equity ratio is 2:1.

Debt

                     Debt-equity ratio= -------------------------------
                                                               Equity

Table 6.6: computation of Debt equity ratio (Rs .in cr)
	Year
	Debt
	Equity
	Debt equity ratio

	2008-09
	829.12
	823.59
	1.0067

	2009-10
	1205.22
	905.45
	1.3311

	2010-11
	1976.34
	929.32
	2.1267

	2011-12
	1755.65
	1220.6
	1.4383

	2012-13
	2114.68
	1320.83
	1.6010


Chart 6.6: comparison of Debt equity ratio
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Interpretation:
From the table it is observed that there was increase in Debt-equity ratio due to increase in debt & increase in equity. The ratios are very low when compared with standard ratio of 2:1. In the year 2012 the ratio is above the standard ratio, because the debt is highly increased after that it has decreased. Therefore it indicates that the majority of the company’s assets are financed through debt.
INTEREST COVERAGE RATIO:

The interest coverage ratio shows the number of times interest charges are covered by funds that are available for payment of interest. A very high ratio indicates that the firm is conservative in using debt and a very low ratio indicates excessive use of debt.

…..EBDITA.....
                       Interest coverage ratio = ---------------------------
                                                                            INTEREST

Table 6.7: computation of Interest coverage ratio (Rs .in cr)
	Year
	Profit before interest & tax
	interest
	Interest coverage ratio

	2008-09
	82.9
	39.99
	2.0730

	2009-10
	153.54
	60.64
	2.5320

	2010-11
	249.89
	18.73
	13.3417

	2011-12
	360.95
	16.11
	22.4053

	2012-13
	219.06
	55.06
	3.9786


Chart 6.7: comparison of Interest Coverage ratio
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Interpretation:


From the table it is observed that there was continuous increase in interest coverage ratio. In 2013 It was decreased, because PBIT was decreased & interest was increased. It indicates that the company may pay high interest rates because of high debt.
TURNOVER RATIOS
Stock Turnover Ratio:

This ratio indicates whether investment in inventory is efficiently used or not. The ratio is calculated as follows:

            Cost of Goods Sold during the year

                                    Average Inventory

Cost of goods sold = sales – Gross profit (PBIT)

 Table 6.8: computation of Stock Turnover Ratio (Rs .in cr)
	Years
	Cost of goods sold
	Average Inventory
	S.T.O. Ratio

	2008-09
	1076.27
	291.61
	3.6599

	2009-10
	1318.66
	353.51
	3.7302

	2010-11
	1729.83
	465.36
	3.7172

	2011-12
	1990.18
	599.25
	3.3211

	2012-13
	2575.78
	693.37
	3.7149


Chart 6.8: comparison of Stock turn over ratio
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Interpretation:
From the table it is observed that there was a continuous fluctuation in stock turnover ratio. But in the year 2013 it was highly increased. The sales of the firm are increasing when compared with average inventory.
CAPITAL TURNOVER RATIO:
It shows the efficiency of capital employed in the business ny computing how many times capital employed is turned over in a stated period.

Net Sales
Capital Employed

A higher the ratio indicates greater profits for the company while a lower ratio means that sufficient sales are not being made and profits are lower.

Table 6.9: computation of Capital Turnover ratio (Rs .in cr)
	Year
	Sales
	Capital employed
	Capital turnover ratio

	2008-09
	1159.17
	911.71
	0.7013

	2009-10
	1472.20
	2110.67
	0.6975

	2010-11
	1979.72
	2905.66
	0.6813

	2011-12
	2351.13
	2976.25
	0.79

	2012-13
	2794.84
	3435.51
	0.8135


Chart 6.9: computation of Capital Turnover ratio
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Interpretation:

From the table it is observed that there was decreased up to the year 2013 after that it was increased in capital turnover ratio. It indicates that sufficient sales are not being made by the company.
Fixed Assets Turnover Ratio:

This ratio indicates the extent to which the investments in fixed assets contribute towards sales

                                             Net Sales

                                        Fixed Assets (net)
Table 6.10: Computation of Fixed assets turnover ratio ( Rs .in cr)
	Year
	Sales
	Fixed assets
	Fixed assets turnover  ratio

	2008-09
	1159.17
	594.78
	1.9489

	2009-10
	1472.72
	718.42
	2.0499

	2010-11
	1979.72
	712.48
	2.7786

	2011-12
	2351.13
	827.08
	2.8427

	2012-13
	2794.84
	872.87
	3.2019


Chart 6.10: comparison of Fixed Assets Turnover ratio 
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Interpretation:

From the table it is observed that there was continuous increase in fixed assets turnover ratio. Because the company fixed assets are efficiently utilized.
Debtors’ Turnover Ratio:

Sales to Accounts Receivable Ratio indicate the efficiency of the staff entrusted with collection of book debts. The higher the ratio, the better it is, since it would indicate that debts are being collected more promptly.

Credit Sales

Average Accounts Receivable
Table 6.11: Computation of Debtor turnover ratio (Rs .in cr)
	Year
	Sales
	Average debtors
	Debtors  turnover  ratio

	2008-09
	1159.17
	441.38
	2.6262

	2009-10
	1472.72
	569.00
	2.5883

	2010-11
	1979.72
	624.41
	3.1705

	2011-12
	2351.13
	798.97
	2.9427

	2012-13
	2794.84
	1105.67
	2.5277


Chart 6.11: comparison of Debtors Turnover Ratio
[image: image13.png]RATIO

3.5

2.5

N}

-

0.5

3.1705
2.9427
2-6262 2-5883 I I 2-5277
2008-09 2009-10 2010-11 2011-12 2012-13

YEARS





Interpretation:

From the table it is observed that there was decrease in debtor turnover ratio except 2013 due to increase in credit sales. It indicates that the company is able to collect its debts in time.
PROFITABULITY RATIOS:

Gross Profit Ratio:

This ratio expresses relationship between gross profit and net sales. It can be calculated as

Gross Profit
--------------------------------------x 100

Net Sales

Table 6.12: Computation of Gross profit ratio (Rs .in cr)
	Year
	Gross profit(PBIT)
	Sales
	Gross profit ratio

	2008-09
	83.4
	1159.17
	7.19

	2009-10
	144.02
	1472.72
	9.78

	2010-11
	303.00
	1979.72
	15.31

	2011-12
	419.44
	2351.13
	17.84

	2012-13
	467.28
	2794.84
	16.72


Chart 6.12: comparison of Gross Profit ratio
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Interpretation:

From the table it is observed that there was continuous increase in the gross profit ratio up to 2012.  In 2013 it was decreased. The profitability position of the company is good & it is having a good management.
Net Profit Ratio:

This Ratio indicates net Margin earned on sale of Rs.100.Net Profit Ratio helps in determining the efficiency with which affairs of the business are being managed.

                              Net Profit x 100

                                     Net Sales

Table 6.13: computation of Net profit ratio (Rs .in cr)
	Year
	net profit
	Sales
	Net Profit Ratio

	2008-09
	35.02
	1159.17
	3.0211

	2009-10
	75.82
	1472.72
	5.1483

	2010-11
	231.32
	1979.72
	11.6845

	2011-12
	290.78
	2351.13
	12.3677

	2012-13
	128.54
	2794.84
	4.5992


Chart 6.13: comparison of Net Profit ratio
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Interpretation:

From the table it is observed that there was continuous increase in the net profit ratio up to 2012.in 2013 it was decreased because decrease in net profit due to increase in operating expenses. The overall profitability of the company was good.
Operating expense ratio:

The operating expense ratio explains the changes in the profit margin (EBIT to sales) ratio.
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Table 6.14: computation of Operating expense ratio (Rs .in cr)
	Year
	Operating Expenses
	Sales
	Operating Expense Ratio

	2008-09
	983.88
	1159.17
	0.85

	2009-10
	1220.92
	1472.72
	0.83

	2010-11
	1536.06
	1979.72
	0.78

	2011-12
	1802.04
	2351.13
	0.77

	2012-13
	2305.6
	2794.84
	0.82


Chart 6.14: comparison of Operating expense ratio
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Interpretation:

The above table shows that there was a continuous decrease in operating expense ratio up to 2012. In 2013 it was increased due to increase in operating expenses. The average operating expense ratio is 0.81.

Return on Investment:

It is an indicator of the earning capacity of the capital employed in the business.

                                 PBIT

                          Capital Employed
Capital Employed=net worth + long term liabilities
Table 6.15: computation of Return on Investment
	Year
	PBIT
	Capital Employed
	Return on investment

	2008-09
	82.9
	911.71
	0.0909

	2009-10
	153.54
	2110.67
	0.0727

	2010-11
	249.89
	2905.66
	0.0860

	2011-12
	360.95
	2976.25
	0.1213

	2012-13
	219.06
	3435.51
	0.0638


Chart 6.15: comparison of Return on Investment ratios
[image: image18.png]RATIO

0.14

0.1

I3
=)
&

I3
o
&

o
R

0.0909

0.0727

0.1213

0.086

0.0638

2008-09

2009-10

2010-11 2011-12
YEARS

2012-13





Interpretation:

From the table it is observed that there was increase in return on investment except 2009 & 2010. In the year 2009, there was increase in PBIT when compared to capital employed & in 2013 there was decrease in PBIT. Totally, the investment of the company was not good.
Return on Net Worth:

This ratio indicates the return earned by the shareholders by investing their resources in the business.

                                 PAT X 100

                                 Net Worth
Table 6.16: computation of Return on Net worth ratio (Rs .in cr)
	Year
	Profit after tax
	Net worth
	R.O.E  ratio

	2008-09
	35.02
	823.59
	4.2521

	2009-10
	75.82
	905.45
	8.3737

	2010-11
	231.32
	929.32
	24.8913

	2011-12
	290.78
	1220.6
	23.8227

	2012-13
	128.54
	1320.83
	9.7318


Chart 6.16: comparison of Return on Net Worth ratio
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Interpretation:

From the table it is observed that there was continuous increase in return on net worth. However, in the year 2012 & 13 it was decreased due to decrease in PAT. This ratio tells about the overall profitability of the company from shareholder’s point of view.
Return on Total Asset Ratio:

It is calculated to measure PAT against the investment in total assets to ascertain whether assets are properly utilized or not.

                                          PAT x 100

                                         Total Assets

Total Assets = Fixed assets + Current assets + investments.

Table 6.17: Computation of R.O.T.A Ratio (Rs .in cr)
	Year
	PAT
	Total assets
	R.O.T.A Ratio

	2008-09
	35.02
	1652.71
	2.1189

	2009-10
	75.82
	2110.67
	3.5922

	2010-11
	231.32
	2905.66
	7.9610

	2011-12
	290.78
	2976.25
	9.77

	2012-13
	128.54
	3435.51
	3.7415


Chart 6.17: comparison of R.OT.A ratio
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Interpretation:

From the table it is observed that there was continuous increase in return on total assets. However, in the year 2013 it was a highly decreased due to decrease in profit after tax.

Return on Current Assets:

This ratio calculated to measure the profit after tax earned against the investments in current assets.

PAT x 100

Current  Assets
Table 6.18 : Computation of R.O.C.A Ratio (Rs .in cr)
	Year
	PAT
	Current Assets
	R.O.C.A Ratio

	2008-09
	35.02
	778.76
	4.4969

	2009-10
	75.82
	1094.51
	6.9273

	2010-11
	231.32
	1671.76
	13.7187

	2011-12
	290.78
	1689.52
	17.2108

	2012-13
	128.54
	1928.13
	6.6666


Chart 6.18: comparison of R.O.C.A ratios
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Interpretation:

From the table it is observed that there was continuous increase in return on total assets. But in the year 2013 it was decreased due to decrease in PAT. So the return on current assets of the company was good.
Return on Fixed Assets:

It is calculated to measure the PAT earned against the investments in Fixed Assets, to find out whether the assets are properly used or not in the business operations.

PAT x 100

Fixed Assets

Table 6.19: Computation of R.O.F.A Ratio (Rs .in cr)
	Year
	PAT
	Fixed Assets
	R.O.F.A Ratio

	2008-09
	35.02
	746.47
	4.6914

	2009-10
	75.82
	913.64
	8.2987

	2010-11
	231.32
	944.29
	20.4344

	2011-12
	290.78
	1132.01
	25.6871

	2012-13
	128.54
	1258.7
	10.2121


Chart 6.19: comparison of R.O.F.A ratios
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Interpretation:

From the table it is observed that there was continuous increase in return on fixed assets except 2013 it indicates the company is increasing its utilization capacity of fixed assets.
Dividend payout ratio:
Dividend-payout ratio or simply payout ratio is DPS divided by EPS.
Dividend payout ratio = Equity dividend
                                  


PAT

Table 6.20: computation of Dividend payout ratio (Rs .in cr)
	Year
	Equity dividend
	PAT
	Dividend payout ratio

	2008-09
	2.54
	35.02
	0.07

	2009-10
	8.12
	75.82
	0.12

	2010-11
	13.34
	231.32
	0.06

	2011-12
	17.57
	290.78
	0.06

	2012-13
	24.20
	128.54
	0.19


Chart 6.20: comparison of Dividend payout ratios
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Interpretation:
The above table shows that there were fluctuations in dividend payout ratio. The average dividend payout ratio is 0.1 or 10%. It indicates that 10% was distributed among shareholders and remaining was retained in the business. 

Price earnings ratio:

P/E ratio is the market value per share. It is widely used by the security analysts to value the firm’s performance as expected by investors. It indicates investor’s judgment or expectations about the firm’s performance.
P/E ratio = market value per share
   EPS
Table 6.21: computation of Price earnings ratio (Rs .in cr)
	Year
	Market value per share
	EPS
	P/E ratio

	2008-09
	331.36
	6.90
	48.02

	2009-10
	466.34
	14.23
	32.77

	2010-11
	659.68
	43.36
	15.21

	2011-12
	471.10
	54.08
	8.71

	2012-13
	253.88
	23.91
	10.62


Chart 6.21: comparison of Price earnings ratios
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Interpretation:
The above table shows that there was a continuous decrease in price earnings ratio up to 2012 after that it was slightly increased. The average price-earnings ratio is 23.06. It indicates the investors’ expectations about the growth in the firm’s earnings.

Financial leverage ratio:

When a firm procures debt capital to finance its needs, it is said to have financial leverage. It tells the extent of the change in EBT due.
Financial leverage = EBIT
                              PBT

Table 6.22: Computation of Financial leverage (Rs .in cr)
	Year
	EBIT
	PBT
	Financial leverage

	2008-09
	82.9
	42.92
	1.93

	2009-10
	153.54
	92.9
	1.65

	2010-11
	249.89
	231.16
	1.08

	2011-12
	360.95
	344.84
	1.05

	2012-13
	219.06
	157.04
	1.39


Chart 6.22: Comparison of Financial leverage ratios
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Interpretation:
The above table shows that there was a continuous decrease in financial leverage up to 2012 after that it was increased due to decrease in PBT. The average financial leverage is 1.42 for the study period. It indicates the proportion of debt in the financial structure.

CO-EFFICIENT OF CORRELATION

Table 6.23: Co-efficient of Correlation
	YEARS
	F.A.T.R
	D.T.R
	C.T.R
	S.T.R
	CURRENT RATIO
	R.O.I

	2008-09
	1.9489
	2.6262
	0.7013
	3.6599
	3.5827
	0.091

	2009-10
	2.0499
	2.5883
	0.6975
	3.7302
	3.7319
	0.073

	2010-11
	2.7786
	3.1705
	0.6813
	3.7172
	5.1713
	0.086

	2011-12
	2.8427
	2.9427
	0.79
	3.3211
	4.2128
	0.121

	2012-13
	3.2019
	2.5277
	0.8135
	3.7149
	4.1943
	0.064

	Correlation
	-0.0105
	0.5447
	0.0986
	-0.9122
	0.0710
	


Interpretation:

The coefficient of correlation between selected ratios and return on investment are presented in the table:-

It is evident from the table that the coefficient of correlation between Return on investment and Fixed Assets Turnover Ratio is -0.0105 it indicates that increase in Fixed Assets Turnover Ratio will leads to decrease of -0.0105 in Return on Investments. It show the negative association between the probability and the Fixed Assets Turnover Ratio of the company.
It is evident from the table that the coefficient of correlation between Return on investment and Debtor Turnover Ratio is 0.5447 indicates that increase in Debtor Turnover Ratio will leads to increase 0f 0.5447 in Return on Investments. It show the positive association between the probability and the Debtor Turnover Ratio of the company.
It is evident from the table that the coefficient of correlation between Return on investment and Capital Turnover Ratio is 0.0986 indicates that increase in Capital Turnover Ratio will leads to increase of 0.0986 in Return on Investments. It show the positive association between the probability and the Capital Turnover Ratio of the company.
It is evident from the table that the coefficient of correlation between Return on investment and Stock Turnover Ratio is -0.9122 indicates that increase in Stock Turnover Ratio will leads to decrease of -0.9122 in Return on Investments. It show the negative association between the probability and the Stock Turnover Ratio of the company.
It is evident from the table that the coefficient of correlation between Return on investment and Current Ratio is 0.0710 indicates that increase in Current Ratio will leads to increase of 0.0710 in Return on Investments. It shows the positive association between the probability and the Current Ratio of the company.
TREND ANALYSIS

Table 6.24: Computation of future trend values
	YEARS
	R.O.I
	F.A.T.R
	D.T.R
	C.T.R
	S.T.R
	CURRENT RATIO

	2008-09
	0.091
	1.9489
	2.6262
	0.7013
	3.6599
	3.5827

	2009-10
	0.073
	2.0499
	2.5883
	0.6975
	3.7302
	3.7319

	2010-11
	0.086
	2.7786
	3.1705
	0.6813
	3.7172
	5.1713

	2011-12
	0.121
	2.8427
	2.9427
	0.79
	3.3211
	4.2128

	2012-13
	0.064
	3.2019
	2.5277
	0.8135
	3.7149
	4.1943

	Estimated Returns 2010
	0.069
	3.5541
	3.2421
	0.8318
	3.539
	4.6898

	Estimated Returns 2011
	0.063
	3.884
	2.8339
	0.7377
	3.5091
	4.8602


CASH FLOW STATEMENT
Table 6.25: Cash flow statement for the year ended as on march 31, 2009
	
	Particulars
	Year ended 
31 Mar 09 (cr)

	A
	Cash flow from Operating Activities
	

	
	Net profit before tax & extraordinary items
	42.92

	
	Adjustments for:
	

	
	Depreciation
	40.49

	
	Provision for Doubtful Debts & Advances
	2.35

	
	Bad debts written off
	7.09

	
	Provision for diminution in value of investments
	2.99

	
	Export incentives accrued
	(3.69)

	
	Provisions no longer required written back
	(1.73)

	
	Provision for retirement benefits
	0.76

	
	Interest paid
	39.99

	
	Interest received
	(7.45)

	
	Dividends received
	(0.08)

	
	Foreign exchange gain/loss
	3.19

	
	Loss on sale of fixed assets
	0.07

	
	Profit on sale of investments
	(0.3)

	
	Inventories
	(63.94)

	
	Sundry debtors
	3.88

	
	Loans & advances
	(19.23)

	
	Sundry creditors
	42.0

	
	Other current assets
	0.33

	
	Income tax paid
	(6.71)

	
	Net cash from operating activities(A)
	83.2

	B
	Cash flow from investing activities
	

	
	Acquisition of fixed assets
	(207.81)

	
	Sale of fixed assets
	0.24

	
	Investments
	(36.62)

	
	Proceeds from sale of investments
	31.28

	
	Loans to subsidiaries
	(35.56)

	
	Interest received
	3.75

	
	Dividend received
	0.08

	
	Intangible assets
	(16.73)

	
	Net cash from investing activities (B)
	(261.37)

	C
	Cash flow from financing activities
	

	
	Proceeds from long term borrowings
	230.0

	
	Repayment of long term borrowings
	(155.18)

	
	Other short term borrowings
	135.66

	
	Interest paid
	(43.17)

	
	Dividend tax
	(12.89)

	
	Net cash from financing activities (C)
	154.42

	
	Net decrease in cash & cash equivalents(A+B+C)
	(23.75)

	
	Cash & cash equivalents at the beginning of the year
	37.41

	
	Cash & cash equivalents at the end of the year
	13.66


Interpretation:

During the year 2008-09 the cash flows from operating activities & financing activities are in positive values but the cash flow from investing activities is in negative value which specifies that the organization has received huge amounts from operating activities & financing activities and invested in investment activities. The overall cash flow for this year is (23.75) which means the company has invested more than its receivables.

Table 6.26: Cash flow statement for the year ended as on march 31, 2010
	
	Particulars
	Year ended 31 mar 10 (cr)

	A
	Cash flow from Operating Activities
	

	
	Net profit before tax & extraordinary items
	92.9

	
	Adjustments for:
	

	
	Depreciation
	51.12

	
	Provision for Doubtful Debts & Advances
	13.35

	
	Bad debts written off
	0.35

	
	Export incentives accrued
	(19.33)

	
	Fixed assets written off
	1.37

	
	Provision for retirement benefits
	(3.55)

	
	Interest paid
	60.63

	
	Interest received
	(15.81)

	
	Dividends received
	(0.08)

	
	Foreign exchange gain/loss
	6.87

	
	Profit on sale of fixed assets
	(2.86)

	
	Profit on sale of investments
	0.01

	
	Inventories
	(59.86)

	
	Sundry debtors
	(167.15)

	
	Loans & advances
	(13.7)

	
	Sundry creditors
	86.52

	
	Other current assets
	0.01

	
	Income tax paid
	(27.01)

	
	Net cash from operating activities(A)
	3.78

	B
	Cash flow from investing activities
	

	
	Acquisition of fixed assets
	(128.5)

	
	Sale of fixed assets
	5.65

	
	Investments
	(22.89)

	
	Loans to subsidiaries
	(72.53)

	
	Interest received
	10.4

	
	Dividend received
	0.08

	
	Intangible assets
	(24.22)

	
	Net cash from investing activities (B)
	(232.01)

	C
	Cash flow from financing activities
	

	
	Proceeds from issue of share capital
	51.73

	
	Proceeds from share application money
	0.04

	
	Proceeds from long term borrowings
	87.17

	
	Repayment of long term borrowings
	(139.18)

	
	Proceeds from FCCB
	261.27

	
	Other short term borrowings
	157.57

	
	Interest paid
	(58.98)

	
	Dividend tax
	(3.04)

	
	Net cash from financing activities (C)
	356.58

	
	Net decrease in cash & cash equivalents (A+B+C)
	128.35

	
	Cash & cash equivalents at the beginning of the year
	13.80

	
	Cash & cash equivalents at the end of the year
	142.15


Interpretation:

During the year 2009-10 the cash flows from operating activities & financing activities are in positive values but the cash flow from investing activities is in negative value which specifies that the organization has received huge amounts from operating activities & financing activities and invested in investment activities. The overall cash flow for this year is 128.35 which means the company has received more than its investments.

Table 6.27: Cash flow statement for the year ended as on march 31, 2011
	
	Particulars
	Year ended
31 Mar 11 (cr)

	A
	Cash flow from Operating Activities
	

	
	Net profit before tax & extraordinary items
	231.16

	
	Adjustments for:
	

	
	Depreciation
	71.84

	
	Provision for Doubtful Debts & Advances
	7.88

	
	Bad debts written off
	3.67

	
	Investments written off
	1.36

	
	Export incentives accrued
	(4.5)

	
	Fixed assets written off
	0.1

	
	Provisions no longer required written back
	(5.28)

	
	Provision for retirement benefits
	1.44

	
	Interest paid
	76.07

	
	Interest received
	(57.34)

	
	Dividends received
	(0.08)

	
	Foreign exchange gain/loss
	(25.75)

	
	Profit on sale of fixed assets
	(4.12)

	
	Misc Expenditure written off
	0.01

	
	Sales tax availed as deferment loan
	1.95

	
	Inventories
	(156.92)

	
	Sundry debtors
	(56.41)

	
	Loans & advances
	(30.27)

	
	Sundry creditors
	20.65

	
	Income tax paid
	(25.98)

	
	Net cash from operating activities(A)
	49.48

	B
	Cash flow from investing activities
	

	
	Acquisition of fixed assets
	(152.18)

	
	Sale of fixed assets
	15.53

	
	Investments
	(320.13)

	
	Loans to subsidiaries
	(174.02)

	
	Interest received
	52.84

	
	Dividend received
	0.08

	
	Intangible assets
	(28.76)

	
	Net cash from investing activities (B)
	(606.64)

	C
	Cash flow from financing activities
	

	
	Proceeds from issue of share capital
	2.85

	
	Proceeds from share application money
	(0.02)

	
	Repayment of long term borrowings
	(163.7)

	
	Proceeds from FCCB
	910.2

	
	Other short term borrowings
	73.99

	
	Interest paid
	(77.21)

	
	Foreign currency convertible bond issue expenses
	(13.56)

	
	Dividend tax
	(9.12)

	
	Net cash from financing activities (C)
	723.43

	
	Net decrease in cash & cash equivalents (A+B+C)
	166.27

	
	Cash & cash equivalents at the beginning of the year
	144.13

	
	Cash & cash equivalents at the end of the year
	310.4


Interpretation:
During the year 2010-11 the cash flows from operating activities & financing activities are in positive values but the cash flow from investing activities is in negative value which specifies that the organization has received huge amounts from operating activities & financing activities and invested in investment activities. The overall cash flow for this year is 166.27, which means the company has received more than its investments.

Table 6.28: Cash flow statement for the year ended as on march 31, 2012
	
	Particulars
	Year ended 31 mar 12 (cr)

	A
	Cash flow from Operating Activities
	

	
	Net profit before tax & extraordinary items
	344.84

	
	Adjustments for:
	

	
	Depreciation
	74.6

	
	Provision for Doubtful Debts & Advances
	5.38

	
	Bad debts written off
	2.36

	
	Provision for diminution in value of investments
	6.05

	
	Export incentives accrued
	(6.43)

	
	Fixed assets written off
	6.35

	
	Interest paid
	59.01

	
	Interest received
	(15.63)

	
	Dividends received
	(0.16)

	
	Foreign exchange gain/loss
	(11.26)

	
	Loss on sale of fixed assets
	0.46

	
	Misc Expenditure written off
	(0.11)

	
	Inventories
	(101.23)

	
	Sundry debtors
	(197.83)

	
	Loans & advances
	(49.64)

	
	Sundry creditors
	32.0

	
	Other current assets
	0.03

	
	Income tax paid
	148.82

	
	Net cash from operating activities(A)
	105.47

	B
	Cash flow from investing activities
	

	
	Acquisition of fixed assets
	(64.25)

	
	Sale of fixed assets
	8.26

	
	Investments
	34.25

	
	Loans to subsidiaries
	(75.6)

	
	Interest received
	48.2

	
	Dividend received
	0.16

	
	Intangible assets
	(14.62)

	
	Net cash from investing activities (B)
	(12.00)

	C
	Cash flow from financing activities
	

	
	Proceeds from issue of share capital
	0.21

	
	Repayment of long term borrowings
	(235.27)

	
	Proceeds from FCCB
	23.24

	
	Other short term borrowings
	41.51

	
	Interest paid
	(6.17)

	
	Dividend tax
	(8.97)

	
	Net cash from financing activities (C)
	(185.45)

	
	Net decrease in cash & cash equivalents (A+B+C)
	(91.98)

	
	Cash & cash equivalents at the beginning of the year
	298.99

	
	Cash & cash equivalents at the end of the year
	207.01


Interpretation:

During the year 201-12 the cash flows from operating activities is in positive values but the cash flow from investing activities & financing activities are in negative value which specifies that the organization has invested huge amounts on financing activities. The overall cash flow for this year is (91.98), which means the company has invested more than its receivables.

Table 6.29: Cash flow statement for the year ended as on march 31, 2013
	
	Particulars
	Year ended 31 Mar 13 (cr)

	A
	Cash flow from Operating Activities
	

	
	Net profit before tax & extraordinary items
	157.04

	
	Adjustments for:
	

	
	Depreciation
	82.41

	
	Provision for Doubtful Debts & Advances
	4.65

	
	Bad debts written off
	1.03

	
	Provision for diminution in value of investments
	

	
	Export incentives accrued
	(2.33)

	
	Fixed assets written off
	5.43

	
	Interest paid
	81.2

	
	Interest received
	(6.38)

	
	Dividends received
	(0.12)

	
	Foreign exchange gain/loss
	(13.2)

	
	Loss on sale of fixed assets
	(4.34)

	
	Net profit on sale of investments
	(0.05)

	
	Inventories
	(78.2)

	
	Sundry debtors
	(184.2)

	
	Loans & advances
	(58.3)

	
	Sundry creditors
	59.27

	
	Other current assets
	0.061

	
	Income tax paid
	(38.85)

	
	Net cash from operating activities(A)
	4.88

	B
	Cash flow from investing activities
	

	
	Acquisition of fixed assets
	(143.2)

	
	Sale of fixed assets
	2.32

	
	Investments
	(56.24)

	
	Proceeds from sale of investments
	2.36

	
	Loans to subsidiaries
	(93.86)

	
	Interest received
	5.62

	
	Dividend received
	0.12

	
	Intangible assets
	(16.49)

	
	Net cash from investing activities (B)
	(301.730

	C
	Cash flow from financing activities
	

	
	Proceeds from  long term borrowings
	(126.35)

	
	Repayment of long term borrowings
	(51.24)

	
	Proceeds from FCCB
	62.33

	
	Other short term borrowings
	37.48

	
	Interest paid
	(7.93)

	
	Dividend tax
	(6.02)

	
	Net cash from financing activities (C)
	160.97

	
	Net decrease in cash & cash equivalents (A+B+C)
	(135.88)

	
	Cash & cash equivalents at the beginning of the year
	209.22

	
	Cash & cash equivalents at the end of the year
	73.34


Interpretation:

During the year 2012-13 the cash flows from operating activities & financing activities are in positive values but the cash flow from investing activities is in negative value which specifies that the organization has received huge amounts from operating activities & financing activities and invested in investment activities. The overall cash flow for this year is (135.88) which means the company has invested more than its receivables.

PROCEDURE FOR PREPARING A FUNDS FLOW STATEMENT

Funds Flow statement is a method by which we study changes in the financial position of a business enterprise between beginning and ending financial statements dates.  Hence, the funds flow statement is prepared by comparing two balance sheets and worth the help of such other information derived form the accounts as may be needed.

Broadly speaking, the preparation of funds flow statement consists of two parts:

· Statement of Schedule of Changes in Working Capital

· Statement of sources and Application of Funds

1. Statement of Changes in Working Capital:

Working Capital means the excess of current assets over current liabilities.  Statement of Changes in Working Capital Is 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 Liabilities derived with the help of Current Assets and Current Liabilities derived from the two balance sheets as:

· Working Capital = Current Assets – Current Liabilities.

· An increase in Current Assets increase Working Capital

· A decrease in Current Assets decrease Working Capital

· An increase in Current Liabilities decrease Working Capital

· A decrease in current Liabilities increase  Working Capital

The changes in all current assets and liabilities are merged into one figure only – either an increase or decrease in working capital over the period for which funds statements has been prepared.  If the working capital at the end of the period is more than the working capital at the beginning thereof, the difference is expressed as ‘Increase in working capital’.  On the other hand, if the working capital at the end of the period is less than that at the commencement, the difference is called ‘Decrease in Working Capital’

2.  Funds Flow Statement:
Funds flow statement is a final statement.  It shows the amount used in a particular period of time i.e., “Application of Funds” and the how much amount comes into the organization in a particular period. Finally those application and sources are balanced.
1) Schedule of changes in Working capital :

	PARTICULARS
	PREVIOUS YEAR
	CURRENT YEAR
	EFFECT ON WORKING CAPITAL

	
	
	
	INCREASE
	DECREASE

	CURRENT ASSETS

Inventories

Sundry Debtors

Cash &Bank

Loans& Advances

Total Current Assets(a)

CURRENT LIABILITIES

Current Liabilities

Provisions

Total current  liabilities(b)
	***

***

***

***


	***

***

***

***
	**

**

-

-

**

-

**
	-

-

**

**

-

**

**

	· 
	****
	****
	· 
	· 

	
	***

***


	***

***
	
	

	
	****
	****
	
	

	Working Capital (a-b)

Net increase or decrese in working capital
	***

***
	***

***


	
	

	· 
	****
	****
	***
	***


2) Statement of sources and uses of funds:

	Sources
	Amount

Rs
	Applications
	Amount

Rs

	Funds from operations

Issue of shares and Debentures

Long-term Loans

Sale of investment, Fixed assets, etc

Non-trading Income

Decrease in working capital


	***

***

***

***

***

***

***
	Redemption of preference shares and debentures

Repayment of loan

Purchase of Investment, Fixed  assets, etc

Non-Trading Expenses

Increase in working capital
	***

***

***

***

***

***


Note:* Any one of these will find the place in the statement

+ Any one of these will find the place in the statement

Funds means working capital this working capital represents the difference between current assets, current liabilities. All flows of funds pass through working capital. This means that every transaction has an effect on the firms working capital position.

1. An example illustrates this as follows:-

2. An increase in profits increases the cash balance and hence working capital,

3. An increase in long term liability or any decrease in fixed assets increase the cash balance and hence working capital.

Therefore the Funds Flow Statement shows the movement of funds into or out of the current asset account of the firm.

The movement of funds has two aspects:-

· Sources of funds.

· Uses of funds.

The former supply funds to the working capital and enhances its position. On the other hand, the latter consume funds and erode the working capital position.

SOURCES OF FUND:

· Issue of new shares

· Issue of debentures

· Creation of long term liability

· Profit from operation

Issue of new shares:

On comparing the balance sheet of two dates there is an increase in share capital. It would affect working capital to the extent of current assets. If it does not have any impact upon fund, it would not be a source of fund. For example, shares issued and cash/stock/furniture received. Merely only cash and stock will affect the fund as these are the companies of working capital.

Issue of Debentures:

That amount of issued debentures would be a source of fund which affects working capital.

Creation of Long term Liabilities:

If loan and mortgaged loan has been taken its increase between two balances sheet dates would be a source of fund.

Sale of Fixed Assets:

Any decrease in fixed assets due to sale of fixed assets is shown in the sources of fund as it involves cash or other current assets which are the elements of working capital.

Profit from Operations:

It is a source of fund, to be shown on the sources side.

Applications of Funds:

The fund acquired in the business may be used in the following items:

· LOSS FROM OPERATION

· DISCHARGE OF LIABILITY

· REDEMPTION OF DEBENTURES

· REDEMPTION OF PREFERENCE SHARES

· ADDITION IN ASSETS

Loss from Operations:

Just like profit from operations is a source. Similarly loss from operations is treated as uses of fund. In fact, incurring of loss means out flow of funds. It may be due to increase in liabilities or decrease in assets or both.

Discharge of Liability:

Any decrease in long term liability would be the indicator that fund ha gone from the business liability which may be decreased due to decrease in assets ( payment of creditors by giving cash of fixed assets to them ) or increase in liability. For example, a liability is converted into another.
Redemption of Debentures:

If the redemption is made through conversion into shares or new debentures, it does not affect funds. If they are rendered in cash, it would affect fund.

Redemption of Preference Shares:

If these preference shares are rendered by issue of new preference shares or equity shares or debentures such decrease in preference shares will not be treated as use of fund, as the flow of fund does not take place in this transaction.

Addition in Assets:

If these assets whether current or fixed are increased, it will be shown in the users of fund because such increase entails outflow of fund. If there is increase in fixed assets accompanied either by increase in long term liabilities or increase in share capital, there will not be outflow of fund. On the other hand, if these fixed asset are accompanied by decrease in current assets or increase in current liability, there would certainly be out flow of fund.

Table 6.30: Changes in working capital for the year 2004-05
	Particulars
	2004
	2005
	Increase in WC
	Decrease in WC

	Current assets
	
	
	
	

	Inventories
	259.64
	323.58
	63.94
	_

	Sundry debtors
	456.85
	441.38
	_
	15.47

	Cash & bank
	37.41
	13.8
	_
	23.61

	Loans & advances
	156.01
	234.11
	78.1
	_

	Total current assets
	909.91
	1012.87
	
	

	Current liabilities
	
	
	
	

	Current liabilities
	213.39
	271.72
	_
	58.33

	Provisions
	20.25
	10.99
	9.26
	_

	Total current liabilities
	233.64
	282.71
	
	

	Working capital (A-B)
	676.27
	730.16
	
	

	Increase in working capital
	53.89
	
	
	53.89

	Total
	730.16
	730.16
	151.3
	151.3


Table 6.31: Adjusted profit and loss account for the year 2004-05
	Particulars
	Rs (cr)
	Particulars
	Rs (cr)

	To non- cash items:
	
	By net profit b/d
	35.02

	Depreciation
	40.49
	By non-operating income:
	

	To non-operating expenses:
	
	Interest received
	3.75

	Loss on sale of fixed assets
	0.07
	Dividends received
	0.08

	Foreign exchange loss
	3.19
	Profit on sale of fixed investments
	0.03

	Equity dividend & dividend tax
	12.89
	Proceeds on sale of investments
	31.28

	Provision for tax
	7.84
	By funds from operations
	47.26

	Provision for doubtful debts & advances
	2.35
	
	

	Provision for diminution in value of investment
	2.99
	
	

	Income tax paid
	6.71
	
	

	Transfer to reserves
	40.89
	
	

	
	117.42
	
	117.42


Table 6.32: Funds flow statement for the year ending Mar 2005
	Sources
	Rs (cr)
	Applications
	Rs (cr)

	To Share capital
	0.01
	By Unsecured loans
	100.74

	To Secured loans
	109.79
	By Purchase of fixed assets
	207.81

	To Sale of investment
	31.28
	By Investments
	36.62

	To Sale of fixed assets
	0.24
	By Repayment of long term borrowings
	155.18

	To Long term borrowings
	230.00
	By increase in working capital
	53.89

	To Other short term borrowings
	135.66
	
	

	To Funds from operations
	47.26
	
	

	
	554.24
	
	554.24


Table 6.33: Changes in working capital for the year 2005-06

	Particulars
	2005
	2006
	Increase in WC
	Decrease in WC

	Current assets
	
	
	
	

	Inventories
	323.58
	383.44
	59.86
	_

	Sundry debtors
	441.38
	569.00
	127.62
	_

	Cash & bank
	13.8
	142.07
	128.27
	_

	Loans & advances
	234.11
	370.77
	136.66
	_

	Total current assets
	1012.87
	1465.28
	
	

	Current liabilities
	
	
	
	

	Current liabilities
	271.72
	378.96
	_
	107.24

	Provisions
	10.99
	13.68
	_
	2.69

	Total current liabilities
	282.71
	378.64
	
	

	Working capital (A-B)
	730.16
	1072.64
	
	

	Increase in working capital
	324.48
	
	
	324.48

	Total
	1072.64
	1072.64
	452.41
	452.41


Table 6.34: Adjusted profit and loss account for the year 2005-06
	particulars
	Rs (cr)
	Particulars
	Rs (cr)

	To non- cash items:
	
	By net profit b/d
	75.82

	Depreciation
	51.12
	By non-operating income:
	

	To non-operating expenses:
	
	Interest received
	10.4

	Loss on sale of investment
	0.01
	Dividends received
	0.08

	Foreign exchange loss
	6.87
	Profit on sale of fixed assets
	2.86

	Equity dividend & dividend tax
	3.04
	By funds from operations
	109.45

	Provision for tax
	15.68
	
	

	Provision for doubtful debts & advances
	13.35
	
	

	Provision for diminution in value of investment
	
	
	

	Income tax paid
	27.01
	
	

	Transfer to reserves
	81.53
	
	

	
	198.61
	
	198.61


Table 6.35: Funds flow statement for the year ending Mar 2006
	Sources
	Rs (cr)
	Applications
	Rs (cr)

	To Funds from operations
	109.45
	By Redemption of equity share capital
	33.72

	To Secured loans
	19.72
	By Purchase of fixed assets
	128.5

	To Unsecured loans
	356.38
	By Repayment of long term borrowings
	139.18

	To Sale of fixed assets
	5.65
	By Purchase of investments
	22.89

	To Other short  term borrowings
	157.57
	By increase in working capital
	324.48

	
	648.77
	
	648.77


Table 6.36: Chan
	Particulars
	2006
	2007
	Increase in WC
	Decrease in WC

	Current assets
	
	
	
	

	Inventories
	383.44
	547.28
	163.84
	

	Sundry debtors
	569.00
	624.41
	55.41
	

	Cash & bank
	142.07
	500.07
	358.0
	

	Loans & advances
	370.77
	568.82
	198.05
	

	Total current assets
	1465.28
	2240.58
	
	

	Current liabilities
	
	
	
	

	Current liabilities
	378.96
	409.64
	_
	30.68

	Provisions
	13.68
	23.63
	_
	9.95

	Total current liabilities
	378.64
	433.27
	
	

	Working capital (A-B)
	1072.64
	1807.31
	
	

	Increase in working capital
	734.67
	
	
	734.67

	Total
	1807.31
	1807.31
	775.3
	775.3


Table 6.37: Adjusted profit and loss account for the year 2006-07
	Particulars
	Rs (cr)
	Particulars
	Rs (cr)

	To non- cash items:
	
	By net profit b/d
	131.32

	Depreciation
	51.12
	By non-operating income:
	

	To non-operating expenses:
	
	Interest received
	52.84

	Loss on sale of machinery
	18.72
	Dividends received
	0.08

	Foreign exchange loss
	25.75
	Profit on sale of fixed assets
	4.12

	Investment written off
	1.36
	Profit on sale of investments
	0.01

	Equity dividend & dividend tax
	5.34
	By funds from operations
	180.89

	Provision for tax
	21.4
	
	

	Provision for doubtful debts & advances
	7.88
	
	

	Other provisions
	48.53
	
	

	Income tax paid
	25.98
	
	

	Transfer to reserves
	122.46
	
	

	
	349.26
	
	349.26


Table 6.38: Funds flow statement for the year ending Mar 2007
	Sources
	Rs (cr)
	Applications
	Rs (cr)

	To Funds from operations
	189.89
	By Purchase of fixed assets
	152.18

	To Share capital
	0.02
	By Repayment of long term borrowings
	163.70

	To Secured loans
	41.83
	By increase in working capital
	734.67

	To Unsecured loans
	729.29
	
	

	To Sale of fixed assets
	15.53
	
	

	To Other short  term borrowings
	73.99
	
	

	
	1050.55
	
	1050.55


Table 6.39: Changes in working capital for the year 2007-08
	Particulars
	2007
	2008
	Increase in WC
	Decrease in WC

	Current assets
	
	
	
	

	Inventories
	547.28
	651.23
	103.95
	_

	Sundry debtors
	624.41
	798.97
	174.56
	_

	Cash & bank
	500.07
	239.32
	_
	260.75

	Loans & advances
	568.82
	584.78
	15.96
	_

	Total current assets
	2240.58
	2274.30
	
	

	Current liabilities
	
	
	
	

	Current liabilities
	409.64
	506.06
	_
	96.42

	Provisions
	23.63
	33.8
	_
	10.17

	Total current liabilities
	433.27
	539.86
	
	

	Working capital (A-B)
	1807.31
	1734.44
	
	

	Increase in working capital
	
	72.87
	72.87
	

	Total
	1807.31
	1807.31
	367.34
	367.34


Table 6.40: Adjusted profit and loss account for the year 2007-08
	Particulars
	Rs (cr)
	Particulars
	Rs (cr)

	To non- cash items:
	
	By net profit b/d
	290.78

	Depreciation
	74.6
	By non-operating income:
	

	To non-operating expenses:
	
	Interest received
	48.2

	Loss on sale of fixed assets
	0.46
	Dividends received
	0.16

	Provision for tax
	51.98
	Profit on sale of investments
	0.11

	Provision for doubtful debts & advances
	5.38
	Foreign exchange gain
	11.26

	Provision for diminution in value of investments
	6.05
	By funds from operations
	54.97

	Other provisions
	68.89
	
	

	Income tax paid
	43.35
	
	

	Transfer to reserves
	154.97
	
	

	
	405.18
	
	405.18


Table 6.41: Funds flow statement for the year ending Mar 2008
	Sources
	Rs (cr)
	Applications
	Rs (cr)

	To Funds from operations
	54.97
	By repayment of unsecured loans
	116.61

	To Share capital
	0.19
	By Purchase of fixed assets
	64.25

	To Unsecured loans
	204.08
	By Repayment of long term borrowings
	235.25

	To Sale of fixed assets
	8.26
	
	

	To Other short  term borrowings
	41.51
	
	

	To  decrease in working capital
	72.87
	
	

	
	416.13
	
	416.13


Table 6.42: Changes in working capital for the year 2008-09
	Particulars
	2008
	2009
	Increase in WC
	Decrease in WC

	Current assets
	
	
	
	

	Inventories
	651.23
	735.52
	84.29
	_

	Sundry debtors
	798.97
	1105.67
	306.7
	_

	Cash & bank
	239.32
	86.94
	_
	152.38

	Loans & advances
	584.78
	696.6
	_
	_

	Total current assets
	2274.30
	2624.73
	
	

	Current liabilities
	
	
	
	

	Current liabilities
	506.06
	595.02
	_
	88.96

	Provisions
	33.8
	30.77
	3.03
	_

	Total current liabilities
	539.86
	625.79
	
	

	Working capital (A-B)
	1734.44
	1998.94
	505.84
	

	Increase in working capital
	264.50
	
	
	264.5

	Total
	1998.94
	1998.94
	505.84
	505.84


Table 6.43: Adjusted profit and loss account for the year 2008-09
	Particulars
	Rs (cr)
	particulars
	Rs (cr)

	To non- cash items:
	
	By net profit b/d
	128.54

	Depreciation
	82.41
	By non-operating income:
	

	To non-operating expenses:
	
	Interest received
	5.62

	Equity dividend & dividend tax
	10.4
	Dividends received
	0.12

	Provision for tax
	21.9
	Profit on sale of fixed assets
	4.34

	Provision for doubtful debts & advances
	4.65
	Proceeds on sale of investment 
	2.36

	Income tax paid
	38.85
	Foreign exchange gain
	13.2

	Transfer to reserves
	112.56
	Profit on sale of investment
	0.05

	
	
	By funds from operations
	116.54

	
	270.77
	
	270.77


Table 6.44: Funds flow statement for the year ending Mar 2009

	Sources
	Rs (cr)
	Applications
	Rs (cr)

	To Funds from operations
	116.54
	By Purchase of investments
	56.4

	To Secured loans
	231.15
	By Purchase of fixed assets
	143.2

	To Unsecured loans
	127.88
	By Repayment of long term borrowings
	51.24

	To Sale of fixed assets
	2.32
	By increase in working capital
	264.5

	To Other short  term borrowings
	37.48
	
	

	
	515.34
	
	515.34


FINDINGS

· From the year 2009 to 2010, the current ratio is fluctuating. Even though the current liabilities and current assets are in increasing order. Current assets are increasing rapidly which signifies that the company is investing more on current assets.
· In cash ratio, in the year 2013 the ratio is 1.1542, which is very high because the company has invested more on marketable securities and in the preceding years, this has been decreased.
· Among the portion of equity and debt capital in the total capital, the debt equity ratio of the company is less than the ideal ratio of 2:1. So company has to raise debt capital.
· The capital turnover ratio in the first three years is low because the company has not efficiently utilized their capital, in the preceding two years i.e. 2012 & 13; the company has increased its utilization efficiency.
· The gross profit   ratio of the company is in increasing order except in 2009 because of increase in operating expenses.
· The cash flows from the operating activities are fluctuating due to changes in the operating expenses from year to year.
· The working capital of the company is continuously increasing except in the year 2012. Because the cash and bank balances of the company has been decreased due to repayment of the short term borrowings.
· The major sources of the company are other short term borrowings and unsecured loans. The company has majorly utilized funds for repayment of borrowings and purchase of fixed assets. The company has mainly concentrated on repayment of borrowings rather than purchase of fixed assets.
SUGGESTIONS

· The liquidity ratios i.e., current ratio and quick ratio are more than the conventional rule. The assets remained as ideal assets. The ideal assets earned nothing. These ideal assets could be invested on something else that may earn profit to the firm. The cash ratio is less than the conventional rule; hence, there is a need for raising the absolute quick assets. 
· The gross profit and net profit indicates increasing trend for all the years except in 2009 because of heavy competition and heavy expenditure. Therefore, the company should analyze the competitors and utilize the resources effectively. 

· The company should improve its profitability by reducing the cost of production, large scale production economies adopting cost reduction techniques etc. but the company should not compromise while maintaining the standards and the quality of products.

· The company should concentrate more on purchase of current assets rather than repayment of borrowings, as purchase of fixed assets leads to expansion of the company. 
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