


5.1 INZMODUGTION s

In this chepter we propose to present the intarpretations
of various ratios relating to ‘Deccan Co-operative Spimning
Mills Ltd,, IchBlkaranji.® | |

S.2 STEPS TAKEN IN INTERPRETATION
OF RATION 3 '

The ratios may be interpreted classifying the ratios
in various gmoups, Considering the purposSe nature and objective
of the analysis,

| CQlassifion tion of ratios according to nature is presented
‘as follows 1 Sclvency, biquidity, Leverage, Profitability and
activity, Classification of ratios ascording to importance
Primary Ratios and Secondary Mtios, dctr Ratios are also
classified as supporting ratiocs, gene explanatory ratios,
specific explanatory ratios.

Traditional classification : Balance sheet ratios,
Revenue statemedt ratios and inter~statement ratios.

Punctional classificetion s Liquidity, Profitability
and Market Test,

For interpretation of ratios any one of the type may be
taken into consideration to achieve the purpose of financial
analysis.,



The purpose of studying financial analysis of Deccan
Cowgperative Spinning Mills Ltd, is t© judge the liquidity,
solvency, safety, profitability of the mill. So clasaification
of ratios caccording to nature is selected for interpretation

of ratios.
While interpreting ratios following steps are followed

1) Interpretation of Individusl Ratio.

2) Retios may be interpretad by expanding the analysis
and considering a group of several related ratios,

3) Meking comparisons over time 1.0, Intra-fim
Comparisons.

Interpretation of Lhiquidity Ratios

A) Liquidity Ratios
1) Curreat Ratio
i1) Liquid@ Ratio
i11) absolute iquid Ratdlo
" Debitors Tumover Ratio
b) Inventory Tumover Ratio

heverage Ratios or
Capital Strxudture Ratio

i) Capital gearing ratdo

1i) Motal Investment to long-temm Liabjlities Ratios
i11i) Debt Equity Ratle

iv) Ratio of current liabilities to proprietors fund



C) Slvency Ratios

1) Debt Bquity Ratio
11) Ratio of Long-tems debt to shareholders
fund xatio

i11) Proprietory or equity ratio

iv) Solvency Ratio

v} Mxed assets to net worth

vi) Ratic of current assets to proprietors fund
vii) Ratio of fixed assets to proprietors fund
viii) Fixed assets Turmover Ratio

1x) Intergst Coverage Ratios

p) rro Uity
s) Generaml Profitability s
i) G,P, Ratio
i1) operating Ratio
i111) Expenses Ratio
iv) N.P. Ratio
v) Operating Profit Ratio

b) Overxall Profitabidlity o
i) Returmn on cspital employed ratio
i1) Retum on shareholders investment
1i11) Return ob equity capital
iv) Earning per share,



R) Ffficiency/Activity
i) Inventory or Stock Turnover Ratio
11) Debtors Tumover Matio
111) Creditors Tumover Ratlo
iv) Average Collection Period
v ) Average Payment Pnriod
vi) Working Capital Tumover Ratio.

1) Surrent Batin

SQuizrent Assets.
* Qurrent Liabilities

. 6.69,96,908,24
1980-81 = 4 '33,50, 221,68
- 1.5531

, Sa38.74.225.68 .
1981-82 =  ‘g754’5),068.98
| 1 * 52’ 1

, 8.65.61,144.13
1982-83 =  £12,20,650.36
- l.42:)
1983-84 = ¢35, 43,390.99
- 1031'1

A.20.81.830.81
1984-88 = ¢ 47 48, 330,08
- 10“!1



antaxpratation

A relatively high value of the current ratio is an
indication of the same liquidity and of the fimm that the £igm
has the abdiity to pay its hills, On the other hand, a relatively
low value of the current ratic is considered as an indication
that the firm will £ind 4difficulty in paying its bills. As a
conventional rule, a current ratio of 211 or more is conaidered
to be satisfactory. This Xule is based o the logic that in a
wordt situation even i£ the value of current assets becomes half,
the firm will be able to mest its oblication. The curremt ratio
represents the margin of safety, the larger the amount of current
assets in relation to current liabilities, the more the finms
ebility to meet its current obligations, However, an arbitrary
standard of 211 current ratio should not be blindly followed,
Fimms with less than 2:1 current ratio may be doing well, while
the fims with 211 or even higher current ratios may be f£inding
great difficulties in paying theirx bills. This is so because the
current ratio is a test of quantity and not quality. The current
ratic measures only total rupees worth of current assets and total
worth of current liabilities, It doas not measure the quality of
assets, hisbilities are not subject to any fall in value they
have to be paid. But current assets can decline in value, If
the fims current assets consists of doubtful and slov paying
dedtors or slow moving and @aleabh stock of goods, then the
£irms ability to pay bills is impaired, its short temr solvency
is threatened., Thus too much reliange should not be placed on



the quality of current assets should be carried. However, the
current ratio is a crude and quick measure of the firms liquidiey.

Hirst three years current assets are increasing and in
1983-04 and 1984-85 current assets are decreasing. Zndex shows
in 1981=82 current assets 125,47% in 198283 »'128,90%, in
198384 - 1325,50% and in 198485 122, 46%,

Current liabilities are increasing continucusly. In
1981-82 ~ 128,23%, 1983~83 = 141.57% 1883-84 - 144.61%,
1984-85 « 149,71%,

In 1981-82 following current assets m inoreased, Cash,
bank, stores and spare parts, coal, cotton at godown, yamm at
packing section and bonded godown, depos.tts.l purchases of cotton,
building, construction, purchases of machinery, employees, prepaid
insurance and sdvance payment of income tax,

Excise, acocount curremt, cotton work in progress, yarn
in work in process, yarn at selling centre, saleable ocotton waste
at godown, debtors, stores purchases and expenses, purchases of
shares, octroi earnest money, refundable excise duty and sales
tax prepald expenses etc, are decreased. But there is total net

increase in curvent assets,

In 1982-83 s Cash, bank, excise account current, ocotton
work in proosss yarn at packing section and bonded gndown yearn at
selling centre, hardwaste, deptors, stores purchases and expenses,
purchases of machinery, employees, octroi earnest money, exciss



duty refundable, prepaid insurance, prepaid expenses, advance
payment of income tax {items shows increase.

Coal, cotton at godown, cotton work in progess, saleable
cotton vaste at godown, deposits, stores purchases and expenses,
butlding construction etc. are decreased., But there is total
net increase in current assets,

In 1983«.84 : Cash, stores and spares parts, cotton at
godown, cotton work in process, yam work in process, yarn at
packing, section and bonded godown, yarn at selling centre,
saleable cotton waste at godown, debtors, purchases of machinery,
employees, excise duty refundable and sales tax refundable,
prepaid insurance and expenses and advance pment of income tax
items shows 1ncraue.

Bank, excise account current coal, hardwaste, depoaits,
purchases of cotton, stores purchases and expelises, building
construction and coctroi earnest money etc. items shows decrease
but there is total decrease in current assets,

1984-85 s Bank, excise account current stores and spares
parts, coal, cotton at godown, saleable cotton waste at godown,
hapdwaste, debtors, deposits, purchase of cotton, bullding
construction, stores purchases and expenses, employees, prepaid
insurance and expenses, advance payment of income tax shows

increase,



Cash, cotton in work in process, yarn in work in
process, yarn at packing section and honded godown, yarm at
salling centre, purchases of machinery, refundable excise duty
and sales tax shows decrease. Thus there is total decrease in

current assets.

Refundable Depodt. are incressed in 1981-82 and 1982-83
Loan taken from the Maharashtra State Co-operative Bank Limi ted,
Bombay = On hypothecations 18 increased every year except 1984-8S,
On mortgage in 1981-82 and 1984-85, clean cesh credit increased
in 1981-82 and 1983-84 and decreased in 1963-83. Freeshipment
cash credit is increased in only 198&-85., Deposits from contractors
increased except in 1981-.83, Deposits from yarn decreased only in
1983-84. Deposits from others decreased every year except 1981-82.
Sundrxy creditors increased every year except 198l-82, Expenses
are also increased every year except 1981-82, other expenses
increased only in 1983-84, Sales tax 1s increased in 1982-83 and
198485 and decreased in 1981.82 and 1983-84, Income tax is
decreased in 1983-84 only. No other changes are taken place in
any other sugceeding or preceeding year, DPividend is decreased
every year, Gratuity is decreased in 1981-82, But total cuzrent
liabilities every year are increasing, f

2) Acid Test Ratic

Gaick Liabilities



_ 24.78. 32, 998,06
1980+81 = 4, 32, 50, 221,68
- 0,643

1981-62 = 5’54, 57,068.98
" 00‘3‘1

1982-83 =  ¢12,29,650,%
- OQS‘,‘l

1983-8¢ = &, 25,43, 390,59
-  0.251

£a82. 37,204,100
1984-85 = ¢ '4n. 48, 330.05
» °~¢ “‘:

Generally & quick ratio of 11l is considered to
represent a satisfactory current financial condition. Although
the quick ratio is more penetrating test of liquidity than
the current ratio, Yet it should be used cautiously. A quick
zatio of 13] or more does not necessarily dmply sound liquidity
position, Similarly a low quick ratio does not necessarily imply
bad liquidity position, It should ke remembered that all the
book debts may not be liquid and cesh may be immediately needed
to pay operating expenses, It should also be noted that
inventories are not sbsolutely non-liquid, 7o a measureble
extent inventories are availahle to meet curremt obligations,
Thus a compaRy with a high value of quick ratico can flounder Af it



hes slow paying, doubtful and stretched out {n age receivable
{book debts), On the other hand a company with & low value of
quick ratio may really be prospering and paying its eurrent
obligation in time, 1£ it has been managing its inventories vexy
efficiently with a continuous auwnw. Nevertheless, the
quick ratio remains an m:wt index of the fimms liquidity.
™ get an idea regarding the £irms relative current financial
condition, its current ratic and quick ratio should be compared
with the induStry average.

Wtal current nmun ai:o increasing every year.
Index shows incresse of 138.23% 141.57% 144.61% 149,71%
respectively to the base year. Liquid Assets are ingreased in
1981-82, 1982.83, In the year 1983-84 liquid assets are
decressed. Again 1984-85 liquid assets are increased, Evemy
year liquid assets are less than one. In 1983«84 liquid assets
are tO0 low, bacause of excess investment in stock, As the
Deccan Mill is wapufacturing concern and requires stock for
processing and not for conversion into money, 7This tat;lo
indicates the mill is not in a position t© pay its current
labilities in time. |

In 1981-32 following liquid assets are increased cash,
bank, stores and spares parts, ocoal, deposits, purchases of
cotton, bullding construction, purchases of machinery, employees,
prepaid insurance and advance paywment of income tax,



Excise account current, debtors, stores purchases
and expenses, purchases of shares, octrol earnest money, refunda-
ble excise duty and sales tax, prepaid expenses etc. are
decreased and thus total liquid assets are increased,

In 1982.83 cash, bank, excise account current, deposits,
stores purchases and expenses, purchases of machinery, employees,
octrol earmest money, excise duty refundable, prepaid insuranoce,
prepaid expenses, advange payment of income tax items shows

increase.

Coal, stores purchases and expenses, bullding
construction eta. are decredsed, But there is ntotal increase in
liquid assets.

In 1983.84 s+ cash stores and spares parts, debtors,
purchases of machinery, employees, excise duty refundable and
sales tax refundable, prepaid insurance and expenses and advange
payment of income tax item shows increase,

Bank, excise account current, ooal, deposits, purchases
of eoteori, stores purchases 2nd expenses, bullding construgtion
and octrol earmest money items shows Jdecrease, Th
total decrease in liquid assets.

In 1984-85 s Bank excise aéeouat current, stores and
spares parts, coal, deabtors, deposits, purchases of cotton,
building construction, stores purchases and expenses, advance
payment of income tax shows increase,



Cash, purchases of machinery, refundable sales tax
and excise duty shows decresse. Thus thers is total decrease
in Lquid assets, e
Refundable Deposits are increased in 1981-.82 and 1982.83.
Loan taken from the Maharashtra State Co-operative Bank Limited,
Bombay « On hypothecations is inoressed every year except 1984-85,
On mortgage in 1981482 and 1984-85, clean cash credit increased
in 1981«-82 and 198384 and decreased in 198283, Freeshipment
cash credit is increased in only 1984-85. Depomits from
contractors mcmod except in 1981-82, Depdsits from yamm
~ decreased only in 198384, Depesits from others decreased every
year except 1981+82, Sundry creditors increased every year sxcept
1981-82. Expenses are also increased every year except 1981-82,
Other expenses increased only in 1983-84., Sales tax is increased
in 1982-83 and 1964~85 and frvtxsd  in 1981-82 and 198384,
Interest liebility 18 increased except in 1983-84. Income tax
is decreased in 1983-84 only. No othexr changes are taken place
in any other succeeding or preceeding year. BMvidend is decreased
every year., Gratuity is decressed in 198l-82, But totikl curremnt
liabilities every year are increasing.

Overall LWiouidity
As only one figure of set of figures cannot reveal any
meaningful infommation or Ldea of the £fimm, In the sme vay a



ratio or set of ratios cannot reveal the strength or weakness
of the fimm, It igs necessaxry to classify the ratios agcording

to thelr neture and come to a conclusion using tests such as
liquidity, profitability, solvency and safety etc., Only one
type is also misleading to the fimm. So analyst has to study
all types and intarpret them.

Overall ldquidity s A curxent ratio 3cid teat ratdo, a
debtors turnover or s inventory turnover are included in
liquidity test, Only one ratio is not guide to management.,
Considering all these ratios, its ingradients, and presentation
analyst has to detemmine overall liquidity of the £igm,

Liquidity ratios are relevant to the short tem solvency
of the fimm, It is extrenely essential for a £im to be sble to
reet 1t8 obligations as they become due. ldquidity ratio measure
the ability of the fixm to meet it® current obligations, In
fact, analysis of liquidity needs the préparation of cash budgets
and cash flows statements but liquidity ratios, by establishing
a relationship between cash and other current assets to currmnt
obligations, provides a quick measure of liquidity, A fim
should ensure that it does not suffex frxom lack of liquidity and
also that it 18 not too much highly liquid, 7The failure of a
company to meet its obligations, due to lack of sufficient
liquidicy, will result in bad credit ratings, loss of creditors
confidence, or even in law suits resulting in the closure of the
company. A very high degree of liquiding is also bad idle assets
earn nothing, The fim's funds will be unnecessarily tied wp in



current assets. Therefore, it is necessary to strike a proper
balance between licuidity and lack of liquidity,

Iiquidity Ratios fluctuates not only becsuse of movement
of receivebles and inventories but are also affected by changes in
fixed assets investments, sales and profit or loss,

The manufacturing concerns requires /mck for processing
and not for conversion into money. DPeccan fill as a going concern
requires stock for processing.

VWorking capital i detemined by dﬁﬁemq current
liabilities from current asscts, The amount of working capital
i8 sometimes used a5 a measure of the fims liquidity, It is
considered that between the two fixms are having the large amount
of working capital has the greater ability to meet its curreat
obligations, This is not necessarily 80 the measure of
liquidity i3 the relationship rather than the difference between
current assets and current liabilities, Thus it is the current
ratio or the quick ratio which is better indicator of the fimm's
liquiding than the amouwnt of working capital,

The highest value of the current :utton and guick ratio
45 abhle to survive the write off bettexr. It has the highest
amount of working capital after the loss of the value of
receivables and inventory.
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Becreasae in current ratio and liquidity ratio |
indicates overtrading. A vexy hig increase in current liasbilities
without a corresponding increase in current assets and 1iquiad
resources is like loagulation of blood,

Low current ratio indicates overtwyading. A very high
ratio will result from idieness of funds only therefore is not
a good sign,

Mquid ratio is qi gra;t importance for bhanks and
financial institutions but not for ordinery trading and
manufacturing concem.

A good current ratio accompanied by a lov quick ratio
will indicate a disproportionately high investment in stocks,

Overtrading means excessive sales, resulting in
shortage of working capital to meet the current liabilities of
the business. It 1s an attempt of rapid expansion without
sufficient vorking capital, This is a course to business,

Undertrading 18 reverse % overtrading, It sionifies
inadequatd volume of business, Sales are less in relation to
resources available, which 4{n turn means that the assets are
not fully utilised,



1f the fimm is actually liquidated for non-payment of
debt holders dues, the worst sufferrers will be sharelolders -~
the residual owners. Though the use of debt magnifies the share-
holders eamming a8 well a8 increases their risk the debt holders
earns interest a regular income, It does not depend upon the
profitability of the fimm,

Babt to Equity Batio
* Bharsholders ma

6.92.05.800.17
1980-81 = 379 63,652.68
= 0.8131

252,48, 456, 4)
198182 = 5733, 43,921.36
- 1002.1
198“3 =-» m‘ ”' a' m‘“
u 1.02:1
1983-84 = 91784,632,498.89
e 080051

1984-85 = 73 %4,19, 558,16
= 00,8431



dntexmratation ¢

Debt Equity Ratio 48 calculated dividing shareholder's
fund to outsiders fund 15l ratio is considered as standaxd, In
the year 198182 and 1983-83 has achieved standard, In the year
198384 it is near to standard, But in the year 1980-81 and
1984-88 1t is belovw staddard, DPebt Equity Ratio is the device
of measuring long temm solvency. As ratio is below the standard
it states that there is excess sharehplders fund than outaiders
fund, i.e. creditors have cushion for safety regarding their
claims, Becsuse at the time of liguidation sharehclders are the
last claimant,

Ratio sbove standard indicates there is excess outsiders
1iebility than shareholders fund and fiwed interest charge is the
burden which has t© bear to business and less amount of profit is
available to the owners as a dividend.

in the year 1981-82 e&s ratio is increased begause of
increase in ocutsiders m. There is increase in shareholders
fund but propettionately less, In the year 1982-83 the ratio is
constant., Though the figures shows incréase, that increase in
even proportion.

In the year 1983-84 the ratic 1 decressed, due to
hi gher increase in sharehclders fund than outsiders fund, In
the year 1984=-85 the ratio is 8lso again decreased due to increase
in sharehoclders fund and decrease in cutsiders fund,



Though the share capital is refunded the amount Reserves
and Surplus is increasing henge shareholders fund is increasing

yéar to year,

Outsiders ma'-vmuaon 18 noperefundable and
refundable mtu from mesbers, secured and wnsecured loan,
loan for working capital, écpodu, current uamne:u ad
provisions eta, BNon m!m_dablc deposits are constant for five
years, Refundable deposits are constant for last three years and
amownt 18 increased to the second year secured loan decreased
only in last years, In all preceeding year the smount of secured
loan is increasing, Unsegured loan {s increased every year, The
amount of loan for working capital is decreased in the year
1984-88 only. Deposits ayxe increasing year to year, Current
liabilities and provisions etc. are increasing, Due to decrease
in working capital loan and secured loan total outsiders fund is
decreased,

Due to heavy increase in the smount working cupital loan
and secured loan the cutsiders fund shows increase and the ratie
is unfavourable ¢o creditors as vell as shareholders,

e

Ratio of Long term debt
1o Shareholders Bund s

iono-tamm dabt ...
* Shareholder's Mmd

\ 490,504, 587. 49
1980-81 = 5"39 63,652.68
» 0.30l 1



v 2:.25.45.507.49
1901-82 = 9,38,43,911,9%
- 0.423)

£.45.17. 507,49
198“3 ] 10' ”‘ a’ m. “

= 00,4211

L 9;“‘1

1984-85 = 12,54,19,888.16
- 0. n‘l

Antaxpretation *

Bhareholders fund is increasing every year, lLong temm
debt is increasing upto 1983-84 and 19684~85 it is decreased, This
ratio indicates the proportion of borrowed capital to the share.
holders fund, Low ratio indicates security to creditors in |
extending credit. A high ratio represents greater risk to
creditors and also to shireholders under adverse bua.inen condi-
tions. A very low ratio worry the shareholders as the company &s
not using dedt to the best advantage of sharsivlders.

This ratio's constant for the year 1980-82 and 198283,
There is proportionate incresse in long texnm dedt and shareholders
fund in 1982-83,



in the year 1980~81 the ratio is 0,305}, This implies
that for every one rupse equity the mill has raised Rs, 0.30
long temm debt or the long temm debt 48 0¥ of equity which means
owners have (10/3) atake of creditoxs in the business the same
sfituation exists in 198«83‘

In 1981-82, 1982-83, the situation is same i.e. the
mill has reised Rg, 0,42 long term debt, in 1983-84 there is
increase of Rs, 0,02 in long tam dedt,

The standard ratio is s},

Wmmma

= Sotal Assets

£:52,82.6052.58..
1980-81 = 1s,8,69, 61,88
= 0.55:)

‘ = 0,431

1901-82 =  18.9%,92,377.7: \/

10, 49.26.211.48

1982-83 =  27.17,14, 465.29
u 0,40}

1983-84 = 33,85,24,168.27
- 0052‘1

: - - . N
1984-85 = u‘a“g;, m,ag' ,667,69
- 0.542).



This ratio establishes the relationship between -
proprietors funds and total assets 100% less percentage of this
ratio = ratio of tntal lisbilities to total assets,

Creater is the perventage of proprietors fund stronger

is the financial position of the concern, This ratio is mommally

a test of strength of credit worthinesa of the concern , T the
extent the percentage cf liabilities increase or the percentage
of capital the credit strength of the concemm
deteriorates, This ratio should be considered along with the
current ratio while considexing the solvency of the concerm.

A hich proprietory ratio is however, frequently
indicative of over caplitalisation and excessive investment in
fixed assets in relation to actual needs., A ratio bearing 1l00%
often gives low earning per share and a low rate of dividend
shaxreholders,

A Jo¥ proprietory ratio on the other hand iz a synptom
of under capitalisation and an excessive use of creditors funds
to finance the business,

nm; assets consists of £ixed sssets, investments,
current assets etc. fixed assets are takem at cost, hence the
amount total assets shows overvaluation of assets and ratio is

low,



Shareholders fund and total assets are increasing
every year, In the year 1981-82 and 1982-83 the ratio is
constant and shows decxease: This decrease indicates excessive
investaent in assets than sharsholders fund,

The ratioc is increased in the year 1983-84, 1984-8S.

Because there is sale of £ixed assets,

Higher the ratio indicates retter solvency position
atleast 0,50 should be maintained for the sound financial position
of the company, o

1580-81 = g~ ni a.sz.uz.ia‘

 J 9»&9*1.

196182 = 9,38,43,921.%
- 0-0 ”’1 -

1982-83 = 158,26, 211.4 e
- 0.5281. \/

198384 =  31.84,62,498.29
- °. “'l -

1984-85 =  17°s4,19, 556,16
- Qs Qal.



W '

™his ratio shows mmoamp betwesn fixed assets and
shareholders fund, This {ndicates how much amount is invested
by sharelvlders in fixed assets. If the ratio exceeds 100% it
indicates that the company has wsed short term funds for acquiring
fixed assets which policy is not desirable, %o the extent the
fixed assets exceed the smount o0f capital and reserves, the
working capital i depleted, When thc'mt of proprietors fund
axceed the value of fixed assets i.e. the pexcentage is less than
100, a part of the net working capital is supplied by the share-
holders, provided that thexw is no other non-currsnt assets,
Though it is not possible to lay down a rigid standard as regards
the perosntage of capital which should be invested in each
industry, The ratio should be generally 65X,

Shareholders fund is incressing every year. In 1984-85
the fixed assets shows decrease. Hence the ratio is deteriorating
£ixed assets are mum yoar to year except 1984-85. Every
where the ratio 18 belovw standard, It requires investment in
fixed assets 18 necessary,

Blvancy Rarip ¢

- Total Assets
1980-81 = 3543, 83, 02,65

- 0.‘8!1



1981-82 = 13,17,75, 448,21

198283 =

1‘:”4’ /]
= 0,601

1983-84 = 423,89, 533,79

= 0,601)

= 06411

Antaxnratation s

This ratic indicetss amount availeble to creditors from
investeent in ssset. Total liabilities shows increase every year
except in 1984-85, Total asaets shows increase in 1980-81,
1981-82, 1982-.83, But in 1983-84 and 1984-85 total assets are
decreating. Total assets memns fixed assets after depreciation,
investaents, and current assets. Lower the ratio fawourable to
creditors and vice versa, lower ratio implies proportion to
owner 18 also svailable, Higher the ratio is dangerous to
creditoxs and owners, Because a company has to bear interest
charges in case of loss,

The ratio shows tnemc for f1rs¢ four year and last
year thers is decrease due o decresse in total liakilities
than decrease in total assets,



Ratio of Current Assets

* Shareholders Fund

198?-fﬁl
1961-82
1982-83
1983-84

198485

£.69.96.908.34
00,7831

9, 38, “;Suyg
0,891}

m‘ "§ gt 21: t”

0,8281)

1)1,84,62,458.29
0,715}

1205‘13505530“ /L/

0.,6631,

-t

- | .

This ratio is the proportion of proprietors funds
invested in current assets, Xn case of too small investment of

proprietors fund in current assets represents shortage of working
capital current assets are incressed in 1980-81, 1981-.82 and
1982-83, In subsequent current sssets are decreased, But share-
holders fund shows continuous increase, Hance decrease in
sharsholders fund is :uéondble for decrease in ratio.



in the 1980-81 the ratioc is 0.78. 7This implies for a
rupee investment in shareholders fund represents a investment
in current assets of Bg, 0,78,

, .

SQ.A2.041.56..
- 1.@”1’

‘ ' | : - = N
1981~82 = um,'-'.'“s!:x, 734.82
- 0.84!1

] . v : .
198263 = ot zxu",'asm“i."ﬂu:
= 0,881

1983-84 = 1.19,60,216.79
= 0.,4831 /

1984-85 = 1","33“‘,"&"”,“54@'.' 33
s 0,33:1),

Intempxetation s

‘Mxed interest charges are increasing every year, Net
profit before interest and taxoes is incressed only in first three
years after that it is decressing. A lover ratio indicatis
excessive use of debt. Proportion of using debt &is increasing



every year, Net profit before intarest and taxes shows increase
upto 1982-83, After that net profit before interest and taxes

is deteriorating.

Covexnce Ratios s

The times interest sained ratic or the interest coverage
ratio shows how many times the interest charges are covered by
funds that are ordinarily available to pay the interest charges.
The income tax should be included in the mumerstor because 1t is
calculated after paying the interest, This ratio indicates the
extant o which the earning may f£all without causing any
emberressment to the = to the fimm regarding
the payment of the interest charges to higher ratio is desirable
but too high ratio indicates &mt the fimm is very consarvative
in using debt and that it is Dot using credit to the best
advantage of shareholders, A lower ratio indicates excessive use
of debt, or inefficient operations, The should make efforts to
improve the operating efficiency or to retire debt to have a
comfortable coverage ratio.

One of the limitations of the intarest coverage ratio
is that it does not consider fixed obligation like reference
dividend and repayment of prinacipal.



Dixed Assets Dunover Ratio ¢

- dalos
Mxed Assets (after depriciation)

1980-81 = }zu‘,coil“ao" l,z:«“ 243

= 3,198l

1981-82 = (75c 8¢,772.43
= 2.9211

1982-83 = 54, 25,749,758
- 2'”’1

) ’ ’ . - - , y » .
1983-8¢ = 5.66.4&::91.6"“3
= 30 51'1

1984-85 = 5 %0.,76,754.97
= 3.73‘1‘0
Intaxpxatation

The fixed assets tummover ratio measures the efficiency
with wvhich the firm 48 utilksing its investment in fixed assets,
It also indicates the adequacy of sales in relation to investment
in fixed sssets. The fixad assets turmover ratio is sales devided
by net fixed assets,

The £fims fixed assets tumover ratio shoudd be compared
with past and future ratios and also with the ratios of similar
firms and the industry average. Generally a high fixed assets



turnover ratio indicates efficient utilisation of fixed assets

in generating sales, vhile a low rakio indigates inefficient
nanagement and utilisation of fixed sssets. However, the analyst
must be cautious in deriving cotclusions from the fixed assets
turnover ratio. T obtain ﬁ.md assets turnover ratio, sales are
devided by depriciated value of £ixed assets and not the market
value. Thms a firm whose plant and machinery has conajiderably
depriciated, may show a higher fixed assets turnover ratio than
the £im which has purchased plant ahd machinery recently.
Comparing the fixed assets turnmover ratio of the two fimms, it
cammot be concluded that the former is efficient in managing
£ixed assets, Both t.be firs may be, 4in fact, equally efficient,
or the second may be more efficient,

In the year 1980-81 the ratio is 3,19 times, this
irplies that a rupee investment in fixed assets generates a
sales of Re, 3.19. In subsequent years 1981-82, 1982-83,
198384 the ratio is decreasing, In 1984~835 the ratic is
increased. In this year a rupee investment of fixed assets
generates sales of Ra, 3.73, This increase may be due to decrease it

in £ixed assets and increases in sales, g
e Fejsye w“ b we) PR | /

Long temm solvency of the indicates whether mill 4s able
to survive in future or not. T achieve this purpose following
ratios are calculated and interpreted s




1) Debt Equity Ratlo

2) Ratio of long-term debt to sharehwlders fund
3) Proprietory or equity ratio

4) Tixed Assets to Net worth

§) Solwvency Ratio

6) Ratio of current assets to proprietors fund
7) Interest coverage ratio

8) Mixed Assets turnover Ratio

For long tem solvency efficient use of assets is
desirsble, Under utilisation abd over utilisation must be awoided
in cese of fixed assets optimm utilisation is required,

Lheverage nthnmmu the use of debt and equity
in financing the assets, of the fim, The extent to which the
practice of trading on equity cen be carried on safely can be
xnown through these ratios., These ratios are 3

1} Capital gearing ratio,
2) Total investment to long texm liabilities, |
3) Ratio of current liabilities to proprietors fund,

Both the situations over capitalisation and under aapita-
lisation is dmmmus, Over capitalisation wmeans Musiness
eamnings are not sufficient to pay a fair or reasonable rate of

return on capital employed.



- 2.‘5’1
1981-82 = '5,88,93,846,22
= 1,601
1962-83 = gouil.d6.2
» 1061"

1983-84 = 553,69,716.69
- 1 » 3‘ 1

1984-85 = a‘.‘ 30.6?,3093&“' i’y

Zntampcatatios + L/

T™is ratio is the analysis of cepital structure, If the
propoxtion of preference Shaxes snd loan capital 48 high or
where the proportion of ad ordinary share capital to the total
capital 18 lov capital is said to be highly geared.

In the year 1980-81 equity share capital and reserves

and surplus totally 1s of Re, 8,59,63,652.68 and loan capital is

of Rs., 3,23,98,857,55, Hare proportion of losn capital is low,

For Rs. 2,65 owned capital there is only one rupee borrowed cspital.



It means company is lov geared low gearing indicates that
equity shares are not paid adequate rate of return, |

Preference share capital is not issued by the mill,
Shareholders fund is increasing year to year, Loan capital is
increased upto the year 1983-84 and in 1984-85 the loan capital
shows decrease, Hence the ratio is incressed and meximmm, In
the year 1981-82 the ratio is 1.6011. This implies for Re,)
loan capital the shareholdexs fund is availeble of Rs, 1.60,
Trds ratio is decreased 1982-83 by 0,01 only., In the year
198384 the ratio is again decreased by 0,11, This trend is
dangerous to creditors, Because they have losing cushion of

safety.

Total Investments to long-
tamm Mabilitien s

* 3@.9190“ ‘

2,18, 01, 587,49

4""; . /

34.0,2090058?-" L//
4.101)

‘. 55Q “‘WQ”

3.%011 A BALASAN
SNivAJ) uulgagﬁy%ﬁﬁ%’%ﬂ



1983-84 = 3 '6.67,960.6

- 3¢1752»
193‘-»85 - ‘. 32‘% .w
= 3.”':

Antamratation ¢

This ratio indicates the pmgomon of long-temm c&dieau
to total investment., Total investment is i.ncroua.nq every year
except 1984-85. Long-term umum- .hma s.nczuue except in
1934-85.

. ¥n 1980-81 for a rupee long tem liability there 13 total
investment of Rs, 4.94. Ratio is decressing every year. But in
1984-85 it shows increase,

This rutio also indicates the proportion of total capital
invested to borroved funds,

Thers 1s no hard and fast rule of proportion loan capital
to total investment. It depends wpon the circumstances occured in
business. At the time of liquidation third party liabilities are
met first and sharehnlders are the worst sufferers,

Higher the ratio is fawurablyg to the mill, It indicates
higher margin of safety to shareholders also,



Ratio of Curxrent Liabilities
» % VIS L INTEZN RN Fixnald }

® Sharelvlders hund ,

d ‘ 0;'51!3»
‘ " ' e 21,5008 .95
198182 = 5,38,43,121.%
- 0,511
R 198“3 - m' ‘9. a’ m.”
L ] 0.58!1

1983-84 = 784,62, 498.29
ﬁ O 5311

1984-85 = 13,54,19, 558.16 ‘
= 0,52:1, e .

ARtamratation s

'The object of calculating this ratio is to analyse capital
structure., This ratio 1s the relationship between current
liabilities and gharelonlders fund, But in practice this ratio is
meangless, Because any solvent compally caMmot pay current
11ebilities out of shareholders fund, Shareholders fund is also
liability of the business, though they are last claimants,



This ratioc indicatas for & rupes investment in
shareholders fund how much current liability is existing in a
business,

Caurrent lisbilities and shareholders fund is
increasing year to year, But ratio is decreasing from the
year 198283, Due to proportionats increase in current
1isbilities and sharelolders fund the ratio is decreasing,

Interpretation of Overall

To judge the long term financial position of the fimm
Jeverage or cspital structure ratios are calculated, These
ratios indicate the funds provided by owners and creditors. As
a genersl rule there should be an appropriate mix of debt and
owners equity in financing the fimms assets, The wmanner in which
assets have been financed has a number of implications fizst
between debt and equlty, ‘depé is more risky from the fimms point
of view, The £irmm has a legal obligation to pay interest o
debt holders firrespective of the profits made or losees incurred
by the firm. If the firw falls % pay debt holders in time, they
can take legal action againat the fimm to get payment and 4in
extreme cases, can foree, the firmm into liguidation, second,
employment of debt is advantagecus to shargholders in two ways
(a) They ean retain ocontrol of the finmm wish a limited stake and
(b) their earnings will be megnified vhen the fimm eamns a rate
higher than the interest rate on the invested funds, The progess



of magnifying the shareholders return through the employment
of debt is called trading on equity or leverage, However,
leverage can work in oppoaite direction as well, If the cost
of the debt is higher than the fim's overall rate of retum,
the earnings of the shareholders will be reduced, Third, highly
debt burdened firm will £ind difficulty in raising funds from
creditors and owners in future. The owners equity is treated
as a pargin of safety by creditors, if the equity base is thin
the creditors risk will be high, Thus the leverage ratios are
calcubated to measure the financial risk and the fimms ability
of using debt for the bemefit of sharehvlders.

= S et sales x 100

| ,
1980-81 = 77 "53,76,919.61 = 3P
= 116,30%

1981-62 = 33,60, 34, 235,67 * 10
- 115088’
A8, 41,70, 825,21
1982-83 = 14,05,74,717.% * 1%
L 116.795



26:23.10.979.57
1983-84 = 14.19,36, 395.04
= u"m

42,233,008, 512.03
1984-85 = 19,04, 39,964.88 * 1%
- 117.27%

Antarnratation

A higher operating is untmurnhu since it will leave
& muall amount of operating 1n§am to uug intarest, dividend
etc, To get a comprehsnsive idea of the behawiour of operating
expenses, variations in the ratio over a mbcx of years should
be studied. Certain expenses are within the managerial
discretion, therefore, it slwuld be seen whether change in
expenses management policy. Detailed analysis may reveal that
year tc year variations in the operating ratio are temporary
in nature arising due to some temporary conditions, The varia-
tions in the operating ratio, tamporary or long lived, can
odcure due to several factors such a8 changes in sales price,
changes in cost of goods sold and operating expenses or changes
in the proportionate shares of sales of different products with
varying gross margins, These and other causes of variations in
operating ratio mmumy‘ewnod.

The operating ratio is the yard stick of operating
efficiency, but it should be used cautiously, It is affected by
number of factors, such a# external uncontrollable factors,
internal factors, amployee and managerial efficiency or



inefficienay all of which are difficult to analyse further
operating ratio cannot be used as a test of financial condition

in case of thouﬁmwhnunmnepmﬂnqmnd
expenses form & substantial part of total income,

The operating ratio indicates the average aggregative
variations in expenses, where some of the expenses may be
increasing while some may be falling, Thus to Jnow the
behaviour of specific expenses items, the ratio of each
individual operating expenses t© sales should be calculated.
These ratios when compared from year to ysar for the f£imm will
throw light on maq.ﬂ.n policies and programmes e.g. The
increasing selling expenses, without a sufficient increase in
sales can imply uncontrolled sales promotional expenditure,
inefficiency of the marketing department, genseral rise in
selling expenses, introduction of better substitutes by
competititors and so on, Rxpenses ratio of the f£imm should be
compared with the ratio of the similar fioms and industry
average. This will reveal whethar the fimm is paying hdgher
or lower salaries to employees or officers as compared
other firms whether its capacity utilisation 4s high or low
whether the saslesmen are given enough commission, whether it
is unnecessarily tpandinq en advertisement and other sales
promotional activities, whether its cost of production is high
or low and so onl



,Wﬂxm

1980-81 = 7,"'53,%6,919.61% 190
- ”013“

AL X. 115,42,
1981-82 = ¥ 60, 34, 235,47 * 190
= “om

1‘. ’ 395¢M

19,
- x.n”

Znterpretation ¢

Higher the percentage 18 unfawvourable to the £irm, In
1980-81 mamfacturing expenses are 27%. In 198182 are 26%,
In 1982-83 are 29%, 4in 198283 are J0% and in 1984-85 are 26X%,

Sales are increasing every year and proportionately
manufacturing expenses are increasing. In 1$84-8% manufacturing
expanses are decreased by 30.01% to the base year. In 1983-84



these expanses are highest to the base year and this ratio
is also highast,

Index also shows irrelevant trend in increase and
decrease in manufacturing expenses workers wages, gratulty,
provident fund, contribution supervisory staff and workers,
electricity, fuel and wood expenses, packing material, cotton
cess itams are increased every year,

Supervisoxry staff payment is deer cased to 1981-82
and in subssquent year it has n;lo tne;cca&ng trend stores
expenses are decreased for 19814-32 and 1983-84 and increaSed
in 1982.83 and 1984-88.

Yarn bleaching and merceriaing and machinery repairs
and maintenance are degreased in only 1983-84, in 198182 ,
1982+83 and 1984~85 these expenses are also increased.

But totally all manufacturing expenses have increasing
trend, A sgparate statement is asttached for yearwise and
fteawrine increase and decrease in figures,

b) Selling and distribution cwpenses :
"MW A tles ‘ x 100

] 0,‘3‘

8.66.640.84
1961~82 = 13 c0, 34, 235, 47> 10
= 0.,64%



S.82. 880,82 ..
1983-83 = 14.05,74.717.58 * 100
= qu

£.25.00).60 .
1983.84 = 14,19, 36, 395.04 X 100

= O.‘“

1984-85 = o e 5s X 100

- O.W
Zntarpratation ¢

 Belling and distribution expenses ratio maximum in
1981-82 and minimum in 1984~83. Index also shows in 1980-81
selling and distribution expenses are 174,21% in 1982~83
114.15% 4in 1983-84 -125.64% and in 1983-84¢ 123.28%, In
1982~-83 the expenses are least inareased and ratio 1s 0.40%,
Due t0 increass in sales this ratio is low sales are increasing
every year, In 19584-8% sales are 165,06% and hence sxpenses
ratio is low,. wWith comparison to other years in 1982-.83
expenses and sales percentage increass is miniwum i.e. expenses
113.15% of salas 121,84X in 1982-83 sales are lowest 117.90%
but selling and distribution expenses are highest, Hence
expenses ratio indicates 64% m increase in expenses
ratio.



225 298.25
1980-81 = 131,53,76,919.61 * 1%

£2.45.522.04 .

.
1983-83 = 18,08,7¢,117.5 * 1%
- lcm |

1983-84 = Sl dal—t x 100

= 200’“

| = 1.64% .
Interpretation M

~ This ratio is irrelevant in changes, In 1984~85 it
is too low 1,64%, In 1981-82 it 18 1,65% in 1982-83 it is
1.80%, in 1980~81 it is 2,01% and in 1983-84 it 43 2,07%, This
is increasing trend of ratio sales are increasing respectively

every year.

Itesmise increase or decrease can be interpreted as
follow, Insurance item is increasing every year, Water supply



item 48 increased in 1981-82, decredssd in 1962-83, increased
in 1983.84 and 1984-85,

Building repairy add maintenance expenses dscreased
in 1981-82, incressed in 1982-83 and 1983-84 and again decreased
in 198485, Vehicle petrol and diesel expenses increased in
1984-85 and 1983-84 vehicle maintenance expenses increased in
1981-82 ard 19682-83 and decreassed in 1983-84 and 1984-85.
Sanitation expenses are decreased in 1981-82 and 1982-83 and
incressed in 1983-84 and 1984-85. Lighting expenses are
increased every year except 1983-84. Employees State Insurance
is increased every year, legal fee is decreased every year
except 1984-85, Vorkers Welfare expenses are increased in
1982-83 and 1983-84 and decreased in 1561-82 and 1984-85,

Thus total factory overhead expenses are decreased in
1981-82 and in subsequent yvear they are increased.

| Mpinistrative sxpenses

- m” ‘ x 100
21.43,358.84

1980-81 = 731,83,%,519.61 * 1

198182 = 3°60, 34, 235.47 > 190

- 200“



198-83 « {05,74,717. 5 * ©

w J.483%

198304 =» ?‘%‘.1,‘ ‘~' x 100

= 3,808

1984-88 = 19,04, 99,964,858 * 00

w 2,1%
ARfmrneatation ¢

Managerial expenses are ingreasing every 1031 78N,
123,87% 134.71%, 152.42% to the base year, :

Sales are also ifnareasing every 117.90%, 121.84%,
123,12% 1635.06% to tha base year. Due 0 incresse in sales
this ratio 4is decressed, Tis ratio 15 irvelevant in ghanges,
In 198384 thie ratio is maxiswm and 4is wfavouseble, I8 198)-82
this zatio is minimum and is fgwurshle variations in ratio is
obly 4n point and hence there is no greater variation,

Provident hmd cpntridution and printing stationexy
items are incressing evexy year. Office steff pmyment ftem Lo
incressed every year emowt 1981~-81. Travelling expenses
increased in 1981«-81 and 1984~85 4nd dedreased in 1982+83 and
1983-84,

Traveliing expenses of Neard of Directors in 1981-83
and in subsequent years decreased, Postage, telephone, telex,



teleprinter increased every year except 1984-85, Bank Commission
decressed in 1981-82 and 1984-8% and increased in 1982-83 and
1983-84, Donation decreased in 1981-82 sales tax decreased in
1981-82 guest house expenses increased every year except 1984-85,
General charges incressed every year except 1984-85, Gardening
expenses increased 1981~82 and 1983-84 and decressed in 1982-.83
and 1984-85. AllowaNce to board of directors decreased in 1981-82
and in 19682-83, Rent, rates and taxes decreased in 1981-82 axi
1983-84 and increased in 1982-83 and 1984~-85, Meeting fee of
Board of Directors increased every year., Audit fee increased in
1984-85. 1In previous it is congtant axd henge no changes axd
required, Chief Minister Aid Fund is incressed in 1982-83 and
1984=~88, 1In 1983-84 Lt is decreased, Additional tax on agln tax
is increased in 1984-85 only.

year,

3) Sverating FProfit Batio

- Seagtlag Bt 109

1980-8]1 = u.”;",’l’.‘i x 100

= 4,04%

21.02.233.23
- 3' 81‘



, 57,23.292.84
1982-83 = 14,08,74,717.5% * 1°
- ‘.m |

»
1983-84 = 14,19,3,%5.0¢ * 1%
- 1%

198485 = 19,04, 39, 96 4.68 100
= =0,3%

Intarpretation s

Operating profit is increasing for 1980-81, 198182 and
198383, After that it has decreasing trend. Sales are increasing
every year operating profit ‘s.a determined after adding ma;
operating expenses to net profit and deducting non-operating
income £xom Det profit. The purpose of calculating this ratio
is to detarmine only profit obtained through business operations,
Sales are increasing every year. Operating profit is increasing
upto 1982-83 and after that it is decreasing, In 1984-83 these
is operating loss, Higher operating profit shows manegements
efficiency in controlling expenses and increasing sales and
vice versa, Higher the ratio is favourable and lower unfawourable

to the mill.

From 198384 nmt is helpless in increasing
operating profit, Ressons may be controleble or uncontrollable.
May be the effect of price level changes,



Sinsa Profit Batio

A.90,88.829.58
-» 159““

1981-82 = 13 6o, 36, 235,67 * 190

- 1"7“

£:.47.95.9851.20
1982-83 = 14,05,74,717.59 * 1%

- 21,09%

245,07, 455,22
1984-85 = }95,04,39,964,88 * 1%
& 12,9%

ARtarnxatation s

Gross Profit Ratio is increasing svery year except
1984~-85. BSales are increasing every year, Gross profit margin
refleats the efficiency with which management produces each wnit
of product., This ratio indicates the averagd between cost of
goods s0ld and sales revenus, Whan we subtract gross profit
margin from 100% we obtain the ratio of cost of goods sold to
sales, Both these ratios shows profits relative to sales afterx
the deduction of production costs and indicate the relation



betwesn production costs axd selling price. A high gross profit
pargin relative to industry average implies that the £imm is
able to produce at relatively lower cost,

A high gross profit margin ratio is a sign of good
managsment, A gross profit margin may increase due to any of the
following factors,

1) Higher sales prices, cost of goods sold remaining
constant, o
2) Lower cost of goods sold, sales prices remaining
constant, |
3) A combination of variations in sales prices anxi costs,
the margin widening.
4) An incrcase in the proportionate valume of higher
pirgin items,
Reasons for decrease -
1) Undervaluation of stock,
2) Higher cost price, sales price remaining same.
3) Lower sales price, cost price remaining unchanged.
4) Pilferage of stock,
5) Some purchasss might have been entared more than once.
6) Goods entered as bought might not héve been received
and thus not included in closing stock.
7) Some sales might have been recorded to missppropriate
cash or inadvertantly.



A low gross profit 1&1&“‘ high oolt of produetion
and insbility of management to increase sales volume, On the
other hand increase in the ratioc may be due to increasein sales
voluse without proportionate increase in total cost, increase in
sales pric¢e or decrease in costs, |

The cost of production 18 increased by 14,84% 20.93%,
25,89%, 352,.92% respectivaly to the base yesr, The yarn selling
and dissribution expenses are increased by 74.21%, 13.15%
25.64%, 28,28% to the base year 1980-81.

In the year 1984-8S5 the profit is too lesa comparing o
the previous year and in this year the cost of production is
increased by 52.92% yarn selling end distribution expehses are
high 4n the year 1981-83 and profit is less,

Gross profit is fluctuating, It is not continuocusly
increasing or decreasing. It may Be dus to inability of
management incontrolling expenses or sales volume G.P. should be
adequate to recover all operating expenses incurred by the
business, Managerial expenses are increasing every year., In the
year 1981-82 R8s, 44,74,779.27, in 1982-83 by Rs, 60,73,113.17, 4in
1983-84 by Rs, 12,47,141.91 in 1984-85 By Rs. 64,27,776.90.
Opening stock 18 increased every yesar except 1983-84., In 1983-.84
it 48 decreased by Rs, 55,54,409.07. In 1982-83 it is increased
by Rs. 76,07,595.51 and in 1984-88 by Rs, 35,,”. 459.98.

\/



Purcheses are also increased every year except 198283,
In 1982-83 m are decreased b! Rs, 1,31, 5, 5&.‘}0" In 1981-82

purchases are increased by s, 1,24, 30,374.,02, ib 1982-83 by
Re, 98,22,572,48 4in 1984-85 by Rs. 1,76,25,901.23,

Cloging stock is decreased in 1981-82 in 1982-.83 by
R8s, 35,79,119.46 and {n 1984-85 by Rs. 4,67,593.92 and in
1983-84 it is increased by Rs. 4,67,593,92,

As a result due 0 increase in manufacturing expenses
cost of production is Sncresased every year,

Net Pmfit Ratin

307,190,317
19580-81 = 74 53,76,919.61% 190
w O.44%

| st .
1961-82 » 373 6o, 34, ziss‘i.la" 7 x 100
n «1%
x 100 - -

1982-83 = 14 05,74,717.59
= ~0,80% 1./

(62,62, 347.21) .
1983"'3‘ - 1‘.1" ﬁ.@ﬁ.“ x 100
[ .‘.““

«~(91,03.080).46)
1984+85 = 19,04, 39,964, 88 % 100

" “Q?B‘



Generally non-operating incomes and expenses are excluded,
vhan this ratio is calculated, This ratioc establishes a relation-
ship betwaen net profit and sales and indicates managements
efficiency in manufacturing adminimdnq”nd salling products,
this ratio 18 overall measurs of the firms ability to turm each
rupee of sales into net profit, If the net profit margin is
inadequate, the firm will f£fail to achieve ﬁnudmzy return on
owners equity, 7his ratio aleo indicates the £irme capacity to
withstand adverse economic conditions., & firm with high net
margin ratio would be in an advantageous poaition to survive
in the face of falling sales prices rising costs of production
or declining denand for the product, It would really be
difficult for a low net margin firm to withstand these adversities,
Smiliarly a fim with high net profit margin can make better use
of favoursble conditions, B8uch as rising sales prices, falling
costs of produation or incressing demand for the product, Such a
firm will be able to accelerate its profits at a faster rate
than a firm with low net profit margin,

Sales are increasing every year and only first year shows
profit 4in suvsceeding ym there is loss, Sales are increasing by
117.90%, 121.84% 123.02% 165,06% respectively. All revenue
expenses charged to profit and loss account shows increasing
trend except depriciation and investment allowance resexrve,



Depriciation is decreased only in 1984-85, Investment allowance
reserve is low in 198283 and shows ifncrease in 1980-81, 1981-82,
1984-85 and 1983~84 respectively.

Index shows interest, comnitument charges, managerial
expenses, these items have increasing m:ad during 1980-81,
1981-82, 1982-83, 1983-84, 1984-85 respectively, factory overheads
are decreased only in 1981-82, Biucation fund subscription is
constant every year, In 1984-835 gross profit is low and revenue
expenses are increasing so net loss is increasing.

Qvexall Profitability

1) Return an shareholders Investment
or Net worth

eholders Fund

207,290, 37
1980-81 = g 55 63,682.68
- 0;“’1 .

1981-82 = g '3g, ¢3,9:1.g

- "O:ol"l

={11.26,240,62)
1982-83 = 15,69, 26,211.49
= =0,01151

-sgz.ﬁz. 3 iz.z z’
1583-84 = 7 '54.62, 498.29
- -'00053‘1



=(91,02,801.46)
1984-85 = 774,19, 558,16
» "0007331

Antaroretation

This ratio indicates how well the firm has used the
resources of the owners, In fact, this ratio is one of the
most important relationship 4in ratio analysis. The earning
of satisfactory return is the most desirable objective of a
business., This ratio reflects the extent to which this objective
has been accomplished, This ratio i3 of great interest to
present as well as prospective shareholders and also of great

concern to management, which has the responsibility of maximising
the owners welfare,

As will has obtained, Ret profit in 1980-81 and in
subsSequent years it has incurred losses, its rate of earning
is decreasing, The aarning of a satisfactory return is most
desirable but the adverse situation is existing., The proportion
of losses is increasing every year. |

In 198681 for a rupee sharcholders fund the profit is
available only 0.06 paiga. ‘In subsequent years these returns
are negative., In 1981-82, 0,014, in 1982-83, 0,022, in 1983-84,
0.074, in 1984-85, O.84. This indicates that mill has losing its

control in utilixing resources,

The teturn oh owners equity of the company should be
compared with the ratios for other similar companies and the



......

industry average., This will reveal the rela performance
and relative strength of the company attracting future
investments, A

Only in the year 1990—81 return is positive small
fraction., 1In subsequent year these returns are negative. This
ratio is unfavourable a8 returns are decreasing,

Shareholders fund is the composition of shares capital
and reserves and surplus. This fund is increasing, Individual
item shows followdng trend, Development Rebate Reserve, Dividend
equalisation fund, Reserve for bad and doubtful debt fund,
Building fund are constant,

Reserve fund, Depreciation fund, Investment Allowance
Reserve Fund, is increasing every year.

Capital Redemption Reserve Fund is constant for first
two years then in subsequent yesars it is decreasing,

Common good fund is constant every year except
198081,

In 1980-81 profit and loss account has credit balance
in subsequent year it has debit balance and this balance is
increasing, Increase in net profit shows management's efficiency
in administering the manufacturing expenses, selling and
distribution expenses, managerial expenses and factory overheads,
Net Profit is deérecasing every year,



1980-81 = 9% g8, 000,00
» 0.“6

=(13,66,075.42)
1981-82 = 354 68,000.00 =X
- '—0.180\ |

1982-83 = 53 68, 000.00
= ""00155

1983-84 = 568, 000,00

- -0,898

)

(91,03, 801 46
1984-85 = G 08, 000,00
- "'1.421

This ratio indicates the how much amount will be
returned for a rupee investwment in equity capital, Higher

the ratio is fawurable and vice versa,

EQuity capital is constant for first two years, In
subsequent years it is decreasing, Because of redemption of
capital,

Only 4in 1980-81 there is positive net profit in subsequent
years it is negative and negative profit i.e. loss is increasing
it means profit is decreaging.



207,490,337

- 67.01
l9a1.s2 = =l13.86.8 2)
- -180.%
1982083 = = ?,368
« =155,23
198384 = A2.84.347.27 .
-  -898,73
1984-85 = 43,8
- -1,420,69 \/\/
Interpretaticn +

The profitableness of the commwon shareholders investment
can be measured in many other ways, One such measure is to
calculate the earning per share, Th2 earning per share calcula-
tions made over years indicate whether or not the £irms earning
power on per share basis has changed over that period, The earning
per share should be compared with the in3ustry average and the
earning per share of other firms, The earning per share measure
simply shows the profitability of the firm on a per share basis,



It does not reflect how much 18 paid as dividend and how much
is retained in the business, But a profitability index, it is
a valuable and widely used index, 7The number of equity shares
is oconstant for £irst two years, &8 no. of equity shares is
decreasing the net J.ou‘ is increasing,

In 1580-81 ths ansuing per share is positive and in
subsequent year loss is increasing decrease in net profit may
be due to increase in costs of managerial expenses and factory
overheads and fixed interest charges or decrease in non-operating
income.

x 100
. 60.,62.041.56
1980-81 = Sl x100
- 5,45%

. 70,97.658.40
1981-82 =  13,13,98,%64.50 * 1%
- 5. 32“

£4.92.853.57

- 5.68“ /

1983-84 = 6. 20,99, 408,99 * 19
- 3,51%

-» 3075%



Return en capital employed indicates how well management
has used the funds supplied by creditors and ownexrs. The higher
the ratio, the more efficient the firm in using funds entursted
to it. The ratio should be compared with the ratios of similar
business and the indusatry average, The comparison will reveal
the relative operating efficiency of the fimm,

Capital employed amount is increasing every year, Profit
before interest and taxes amcunt is increasing for £irst three
years and in last two years it is decreasing.

In the year 1982«83 the return on capital employed is
highest and in the year 1984.88 it is lowest, Capital employed =
Working capital ¢ Koh-current Assets.

Presentation of fixed assets, current assets and current

liabilities is made as follows.

All £ixed assets are incroased every year except water
installation in 1983-84, In 1983-84 it is decreased by
m‘ ‘2“32.6:.

All types of investments are increased in 1981-82 except
investment made in Industrial Finance Corporation of India,
Investment in IFCI decreased in 1984-85 by Rs, 2,00,000. Invest.
ments in Rational Savings Bonds decreassed in 1982-83 and 1983-84.

In remaining year it shows increase.

In 1981-82 followilg current assets are increased. Cash,
Bank, Stores and spare parts, coal, cotton at godown, yarn at



packing section and bonded godown, deposits, purchases of cotton
building construction, purchases of machinery, employees, prepald
insurance and advance payment of income tax,

Excise account current, cotton work in process, yarn at
selling centre, saleable cotton waste at godown, debtors stores
purchases amd expenses, purchases of shares, octrol earnest
woney refundable sales tax and excise duty, pi‘epa.td expenses etc,
are decreased, But there is total increase in current assets,

In 1982-83 cash, bank, excise account current, cotton
work in process, yarn at packing and bonded godown, yarn at
selling centre, hardwaste, debtors, stores purghases and expenses,
purchases of machinery, employers, octroi earnest money, excise
duty refundable, prepaid insurence, prepaid expenses, advance
payrent of income tax items shows increase.

Coal, cotton at godown, cotton work in process, saleable
cotton waste of godown, deposits, stores purchases and expenses,
building construction etc, items shows decrease, But there is
total net increase in current assets. In 1983-84 cash stores and
spares parts, cotton at godown, cotton work in process, yarn work
in process, yarn at packing section and bonded godown, yarn at
selling centre, saleable cotton waste at godown, debtors,
purchases of machinery, employees, excise duty refundable, sales
tax refundable, prepaid insurance and expenses, adivance payment

of income tax shows increase.



Bank, excise current account, coal, hardwaste, deposits,
purchases of cotton, stores purchases and expenses, bullding
oconstruction and octroli earnest money items shows decresse and
there is total decrease in current assets,

In 1984-85 bank, excise account current, stores and
spares parts, coal, cotton at godown, saleable cotton waste at
godown, hard waste, debtors, deposits, purchases of cotton,
building construction, stores purchases and expenses, employees,
prepaid insurance and expenses, advance payment of income tax
shows increase.

Cash, cotton in work in process, yarn in work in process,
yarn at packing section and bonded godown, yarn at selling centre,
purchases of machinery, refundable excise duty and sales tax,
shows flecrease and there is decreafe in total current assets,

Current liabilities and provisions -~ Refundable deposits
are increased ia 1981-82 and 1982-83, Loan taken from the
Maharashtra State Co-cperative Benk Ltd,, Bombay on hypothegation
is increased every year except 19584-88, On mortgage in 198182
and 1984~85 clean cash credit increased in 198182 and 1983-84 and
decreased in 1982-83, Freeshipment cash credit is increased in
only 1984-85, Deposits from others decreased every year except
1981-82, 5Sundry creditors increased every year except 1981-82
and expenses are also increased every year except 1981-82, Other
expense® increased only in 1983-84, Sales tax is increased in
1982-83 and 1984-85 and decreased in 1981-82 and 198384, Interest



liability is increased except in 198384, Income tax is
decreased in 1983-84 only., No other changes are taken place
4n any other succseding or preceeding year., Rividend is
decreased every year, Gratuity is decreased in 1981-82, But
total current unbintiol are inareasing every year.

The Deccan Cosoperative Spinning Mills Limited i3 a
co=operative enterprises, Its main objective is not to earn
profit but to serve the society by creating employment,

Every year workers wages are increasing it shows addi-
tionai employment to employees every Year,

Profitability is assessed in relation to seles and in
relation to investment, To assess profitability in relation to
investment, 7o assess profitability in relation to sales
following ratics are calculated., To judge general pro ey

a) operating ratios.
b) expenses ratios.
1) Manufacturing expenses ratio
ii) 8Selling and distribution expenses ratio
iu) Managerial expenses ratios
iv) factory overheads ratio,
c¢) Operating profit ratios,
d) Gross profit Ratio
e) Net Prpfit Ratio.



To judge overall profitability following ratios are
calculated,

1) Return on sharelolders investment,
i1) Return on equity capital,
i1ii) Earning per share,

iv) Return on capital employed,

A company should earns profit to survive and grow over
a long period of time, Pm:tt- are essential, but it would be
wrong to assume that every action initiated by management of a
company should be almed at maximising profits, :l.rmpoqtiu of
social consequences. It is unfortunata that the word profit is
looked upon as a terxm of abuse since some fimms always act to
maximise profits at the cost of employees, customers and society,
Except in such a fnfrequent cases, it is the fact that sufficient
profits must be earned to sustain the operations of the business
to be able to cobtain funds from investors £or expansion and @
contribute towards the social overheads for the welfare of the
soaiety.

Profit is the Aifference between total revenue and total
expenses over a period of time, Profit is ultimate output of the
company and it will have no future if it fails to make sufficient
profits, Therefore, the financial manager should continuously
evaluate the efficiency of its compeny in temms of profits. The
profitability ratios are calculated to measure the operating
efficiency of the company, Besides management of the company,



creditors and owners are also intercsted in the profitability of
the £irm, Creditors want ¢t get interest regularly and return of
principal at maturity. Owners want to get reaasonable return on
their investment, This is possible only when company earns enough
profits,

A company should be able to© produce adequate profit on
each rupee of sales, If sales do not generate sufficient profit
it would be very difficult for the fim to cover operating
expenses and interest charges, as a result will fall to the
company should also be evaluated in tems of the £fim's invest-
ment in assets and in terms of capital contributed by creditors
and owners., If the company is unable to earn a satisfactory
return on investment, its survival is threatened,

An analyst will be able to interpret the fimms
profitability more meaningfully, i1f he evaluates both the ratios
gross profit and net profit jointly. If gross profit margin has
incressed over years, but net profit wargin has either remained
constant or declined, or has not increased as fast as gross margin
this implies that the operating expenses relative to sales have
been increasing, The analyst should conduct a further analysis
to f£ind out expenses which are increasing, Similarly it gross
profit margin falls, it kay be interpreted that either sales
price has declined or cost of production is has increased, This
will have consequences of reducing net profit margin. If operating
expenses remained unchanged or increase, HNet profit margin can



remain constant on increase.with a falling gross profit margin
only if the operating expenses decline sufficiently, The crux
of the argument is that both the ratios should be jointly
analysed and each iten of expenses should be thoroughly investi-
gated to £ind out causes of decline in any or both the ratios.




ACTIVITY RATIOS 3

The funds of creditors and owners are invested in various
kinds of assets to generate sales and profits, The better the
management of assets, the larger the smount of sales, Activity
ratios are employed to evaluate the efficiency with which the
firm manages and utilises its assets, These ratios are also
called turnover ratios because they indicate the speed with which
assets are being converted or turned over into sales, Activity
ratios, thus, involves a relationship between sales and various
assets and presume that thee exists an appropriate balance bet~
ween sales and the various assets. A proper balance between sales
and assets generally reflects that assets are managed well,
Several activity ratios can be calculated to judge the &tfective-

ness of asset.utilisation.
Inventory Turnover RatiQ
* Average inventory

1980-81 = °3°%3 23,728,80
- 2.6831

1981“82 b ‘, ‘30 68; 505.07
= 2,601l

1982-83 = ‘g 57,01, 471.79
= 2 2831



- 21a19.95.447,13
» 1.“'1

A8.59,52, 509,66
1984-85 = & "22.02,000.74

Intatpretation s

The inventory turnover shows how rapidly the inventory
is tuming into receivable through sales, Generally a high
inventory turnover is indicative of good inventory management
and a lower inventory turnover suggests an inefficient inventory
management. A low inventory turnover .'menu excessive :nmto:y
levels than warranted by production and sales activities, or a
slow moving or obsclute twﬁory.a high level of sluggish
inventory amounts to unnecessary tie up of funds, impairment of
profit and increased costs, If the obsolute inventories have to
be written off this will &lversely affect the working capital
and the liquidgty position of the company. Again a2 relatively
high inventory turnover should be carefully analysed, A 00 high
inventory turnover may be the result of very low level of
inventory such results in frequent stock outs, The turnover will
also be high if the firwm replenishes its inventory in tso many
emall lot sizes, The situation of frequent stock-outs and too
many small inventory replacements are costly for the £imm,



In the year 1980-81 ratid is 2,68:)1 times, It means when
the average inventory is 1 the cost of goods sold will be nearly
3 times, In the year '1981-82 this ratio is nearly three times,
In 1984-85 this ratio is also nearly 3 times, It shows that in
first three years :.nventbry tnrxiover is more or less constant. In
the year 1982-83 this ratio is decreased it is two times, This
decrease may be due to decrease in cost of goods so0ld and increase
in average inventory. In 1983-84 the same situation exists, Cost
of goods sold decreases and average inventory 1ncmu§c. in this
year the ratio is less than two, 1In 1984-;85 the cost of goods
sold is increased due to increase in sales volume. But there is
proportionate increase in average inventory and hence this ratilo
does not fluctuate widely.

Pebtors Turnover Eatio
= =" Debtors

1980-81 = 39,74,131,86

1981-82 = 35798, 04¢.53 k/

‘ 14
1982-83 = 15°37,682.13
= 135,663}



1983-84 = 25 89, 321.41
- 6709‘31

1984-85 = 31,12,935,12
= 61,19s1

interpretation s

A firm sells gocds on credit and cash basis, when the
firm extends credits to 1ts customers book debts (debtors or
acoounts receivables) are created in the firms accounts, Debtors
are expected to be converted into cash over a short period and
therefore, are included in current assets, The liquidity position
of the £imn depends on the quality of debtors to a great extent,
To judge the quality or liquidity of debtors f£inancial analyst
erploys debtors turnover ratio, This ratio indicates the number
of times debtors turned over on an average each year, Geherally
the higher the value of debtors turnover, the more efficient is
management of assets. This ratio may increase either increase in

sales or decrease in debtors,

In 1982-83 debtors are least and in 1984-85 debtors are
highest sales are increasing every year respectively. In 1982-83
though this ratio is highest it i3 not necessarily favoursble,
Because sales volume is not widely fluctuated but debtors figure
is small, It indicates sales are made to only selected customers
whose financial position is undoubtedly sound, Sales are

restricted,



Debtors turnover ratio is increasing 1980-81, 1984‘-85,
1981-82, 1983-84, 1982-83 respectively.

" “Net Sales x No, of working days,
30, 74,131,086
1980-81 = 1:%%3.76,919.61 X 365
= 10 days,

. 2.95.04¢.52 _
1981-82 = 13,60,34,235,47 * 35
m 6 days.

_ s
1982-83 = Wd&&?d,?ﬂ.w x 365
= 3 days,

w "
1983-84 = 15419,36,395.04 * 25
= 6 days,

30.922,935.12
1984-85 = 19,04, 39,964.88 * %65
= 7 d‘y.o

intarpretation s

The average collection period ratic measures the gquality
of debtors since it indicates the rapiding or slowness of their
collectibility, The shorter the average collection period the

better the quality of debtors a8 a showt collection period
implies prompt payments by debtors,



An excessively long collection period implies a too
liberal inefficient credit and collection performance., This
certainly delays the collection of cash and impairs the f£imms
debt paying ability, The changes of huc_i debt losses increased,

On the other hand too low a collection period is not necessarily
favourable, Rather it indicates very restrictive credit and
collection policy. Because of fear of bad Hebt Mosses, the firm
sells only to those customers whose financial conditions are
undoubtedly Sound and wﬁo are very prompt in making payment, Such
a policy succeeds in avoiding the bad debt losses but so seversly
curtails the sales that overall profits are very low., In such a
situation the fime should relax its credit and collection policy
to enhance the sales level and improve the profitability.

In addition to measuring the £im's credit and collection
efficiency with its owmn credit terms, the analyst must compare
the fimms average collection period with the industry average
1f there is great divergence between the industry average and
the fim's collection period, the analyst must investigate the
causes, The investigation may reveal that the firm manages its
debtors more efficiently or inefficiently than the industry or
its credit policy is too ubetal or tvo restrictive. It may be
further analysed that what shall be the effect on sales profit
and liquidity if the firms present credit and collection policy

is changed,



The collection perxiod ratio provides the analyst with
the !1miﬁMt measurements of debtors, He can initlally test
the company's collection period against its own credit temms -
and conditions to detexmine the collectibility of debters and

measure credit and collection efficiency. Then he can gauge the
company's ratio against the industry average to ascertain its

competitive strengths and weaknesses relative to cred t terms
and overall financial accomplishments,

1980-81 = ﬁ.?ﬁ;OBQ.Sl
= 27,80:1

1981-82 = g g32178.69
= 08.,421)

1982-83 = 23711,637.97
= 32¢“

8.5 \
1983-84 = 33°35,687.18
= 25.63:1

1984-85 = §3,61,212.24
- = 16,213)



Intarpretation

A firm purchases goods on credit and cash basis when the
fimm is allowed to extend its credit period creditors are created
in the firms accounts. A firm purchases goods from various
customer spread in various parts. The liquidity position of £irm
depends on the quality of creditors to a great extent, This ratio
indicates the number of times creditors turned over on an average
each year, Generally the lower the value of creditors turnover
the move, efficient is management of liabilities, This ratio may
increase either increase in purchases or decrease in creditors.

In the year 1984-85 the ratic is lower. Ratio is increased
in 1983-84, then 1980-81, 1982,83, 1981-82 respectively, Creditors
and purchases are fluctuating, There is no relevant increase or
decrease. Index shows purchases increased in 1981-82 - 113,65%,
decreased in 1982-83 - 99,05% 4increased in 198384 - 111.91% and
incredsed in 19584-85 - 134.98% to the base ysar,

Total Trade Creditors
* Average Daily Purchases

= Totel Purchases x Ro. of working days

26,76,004,51
1980-81 = 5 s 05, 578,78 * 05

- 8.902,178.69
1981-82 = 5%, 25,882,090 X 5

- ‘ dm.



42.11.637.97
1982-83 = 3,%.69,332.10 * %3

= 12 days,

33.33.687.05 .
1983-84 = 35,54,91,904.56 *©5
= 1% days,

§3.61.212.24
- = 23 days.
Antarpretation

Sometimes business purchases raw material on credit,
The average paywent period ratio measure the quality of creditors.
Since it indicates the rapidity or slowness of their payment, The
Jlarger the average payment period is better the quality of
creditors,

-

An excessively short payment period implies inefficient
credit and payment performance. This implies prompt payment to
creditors, lLonger payment period is necessarily fawvourable.

in addition to measuring the fimms payment efficiency
with its customers credit terms, the analyst must compare the
fimms average payment period with the industry's customers
average payment period. The analyst must investigate the causes
of divergence, Investigation may reveal that the £inn manages
its creditors more efficiently or inefficiently,



o Hat Sales
Ret Working Capital

230.52.76,9132.61
1960-81 = 235, 46,606.66
- ‘.90'1

43,60, 34, 235,47
1981-82 = %%32. 16, 356,70
= ‘082'1

14.08,74.711.58
1982-83 = 753, 38,183,77
- 5&5531

1983-84 = 2795, 37, 341.57
[ 6.%‘1

19,04, 39,96 4,88

158485 = 1,74, 33, 300,96

= 10,9231 o

Intarpretation \/

Net sales i.e. totul sales are increasing every year
respectively., Total sales increase indicates either higher unit
sales at optimum price or sales of lesser units at higher rate,
wWwrking capital is increasing upto the year 1982-83 and after
that it is decreasing vworking capital turnmover ratio indicates

how many times working capital is turning into a sales throughout
the year, Higher the ratio favourable and vice versa, hower



ratio indicates higher working capital. The idle fund locked
in business, Higher ratio indicates low working capital and

efficient use of working capital,

It is necessary to increase sales wlume and decrease

in working cepital, If there is adverse situation it is curse
to business. AMAequate working capital is required by business.
Negative working capital and oxéua working capital must be
avoided, |

Presentation cocnsists management of Inventory, Management
of debtors, management of creditors and management of working

capital.

Shorter ccllection period and longer payment period is
desirable. W th comparison to average collection pexiod and
average payment pericd only in the year 1981-82 collection period
is 6 days and payment pericd is 4 days i.e, it is unfawursble.
But in other years the ratié is favourable,

Higher working ca:ital turnover ratio represent higher
sales and low working capital, It is the situation of over trading.
which 48 curse to business, This indicates that overall
efficiency of mill i8 decreasing. The reaSons may be controllable
or uncontrollable.



