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This chapter deals with the present nature of the working
cepital position during the period 1981-R2 td 1985-.86, It also
deseribes the assessment of working capital in respect of Inventory
Management, An attempt has been made about analysis of working capital

with some relevant ratios,

As aefined'earlisr in the chapter, 'Theoretical Aspects of
The Study, conceptusal framework of the working capital “as been
developed, Gross working capital of a business is ths sum of all
current assets while the net working capital refaers to the exrcess

of current assets over current liahilities and provisiaons,

Current assets are those assets uwhich can be chenced into
cash within 2 short period not exceeding a year, ARe 2gainst the=se,
the current liahilities are those liabjilities which are intended to
be paid within a short peried (normally a year ). The components of

current assets and current liahbilities are as followuws,.

Current assets include Consumble Stores, Stock-in-Trads,
Sundry Debtors, Cash & Bank Balances and Loans & Advances, While
current lishilities are composed of fank Borrowings, Unsecured Loans,

Current tishilities and Provisions 2nd Interest accrued and due,

4,1 SIZE 0OF WORKING CAPITAL ¢

The size of working cepital of the Company has heen examined

in the following manner,
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1. POSITION OF CURRENT ASSETS, CURRENT LIABILITIES AND NET

WORKING CAPITAL,

Table 4,1 given below shows the position of Current Assets,
Current lishilities and Net Working Capital of the Company during the
period 1981-82 to 198586,

TABLE « 4,1

CURRENT ASSETS, CURRENT LIABILITIES AND NET WORKING CAPITAL,

————— ---.--——3-—---—----——- - - —------»..--n“------n“‘n.n---

1 ] 1 1 1

Particulars RUPEES IN LACS

1981-82 1982-83 1983-84 19R4-R% 19R85.RH

A) CURRENT ASEETS :

a, Consumable Stores 48,40 54,03 52.43 61,02 51.93
be. Stock=in=Trade 340.02 396 .50 402,82 B4, 42 442 .38
c. Sundry Debtors 125,62 131.30 119,79 228 .,RQ 25€ .20
d. Cash & Bank BRalance 20.64 206.50 11.11 56.71 17.62
e. loans & Advances 75.49 98,92 79.41 60,06 204.58

Total €10.17 701.25 665,56 791 .01 972.71

B) CURRENT LIABILITIES:

a, Benk Borrowings 319.42 306.36 343,08 463,29 $37.48
b. Unsecured Lnans 49 .88 56 .48 € 21 58 .46 76,40
c. Current Lisbilities
& Provisions 243 .78 320.94 408,73 361,95 490,04
d. Interest Accrued
& Due., - 18,57 30.94 42,45 58,13
Total 613.04 702,35 838,96 926,15 1162,05

C) Net Yorking Capital
(A -8) (2.87) (1.10) (173.40) (135.14) (189,34)

Source : Company's Apnual Reports,

NOTE : Figures {n bracket shnuld he coneidered as (-) figures,



Tahle 4.1 indicates that the size of current essets during the
period 1981-82 to 1985-86 had en invariable trend cof rising except in
1983.84, The figure of current assets was Rs, 610,17 Lacs in 198182,
it ircreased up to Re, 701,25 Lacs in 1982-83 end then it suddenly
decreased up to Rs, 665,56 Lacs in 1983-84, Byt again the current as-
gets increased constently from 19R4-85, It is Rs, 791,01 lacs and

Re. 972,71 Lacs in 1984-85 and 1985-86 respectively,

Simil arly tre current liabilities had constantly and increas-
ing trend during the period of the study, The figure of current liabe

jlities wss Rs, 613,04 Lacs in 1981-82, which kept increasing and

became Rs, 1162,05 Lacs in 198%5-R6,

The size of net working capital had fluctuated evary yaar in
an inconsistent rates, It shous negetive increassing and decreasing
trend during the period 198182 to 1985-86, The negative figure of
Net Working Cepital wes Rs, 2,87 Lacs in 1981.82, it decreased uyptn
Rase, 1,10 Lz2es in 1982-.83, Then it increased upto Rs. 173.40 Lacs in
1983.84 and immediately decreased upto Rs, 135.14 Lecs in 19384-8%,

Again there is sudden and tremendeus increase in 1985-8€,

Reasons for such incosistant fluctuation in net uorking

capital were ...

1. Constant increase in current assets in all the ysars,
except 1983-.84 at an inconsistant rates,

2, Current liabilities had also not shown coneistant growth
trends, ARs the current liabilities considerably increased in all
years, but in 1985~86 there is a tremendous incresse in the respective

gizes of current liabilities,
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3. Increase in current assets were mainly due to increased

investrents in inventories, but in 1985-86, investments in all compo~

nents of current assets increased considerably, \

A

4, Fluctuatione in current liabilities were mainly due to
frequent changes cash credit arrangements with Banks, which played
a very importent role in financing the working cepital in all the
years, Similiarly increase in all components of current liabilitiek

has considerably,

i

Table 4.2 given below clarifies, the percentage of varfous
compénents of current assets and current liahilities and Net working
capital to tre current assete,

TABLE - 8,2
CURRENT ASSETS, CURRENT LIABILITIES AND NET WORKING CRPITAL

T o S e S W T B W e T ~---—-A— T N T S A B B sy W W S O P S B S SO A W A -—-‘u---...--o-
kN 1 ) 1 i

Particulars PERCENTAGE

1981-82 1982-83 198384 198485 1985.86

A) CURRENT ASSETS 3

a, Consumable Stores 7.93 771 7.88 7.7 5.34
b. Stock=-in=Trades 55.73 £6,.54 60.52 48,60 4% ,A8
¢. Sundry DJebtors 20.59 18,72 18,00 28.93 26 .34
d. Cash & Bank Balance 3.38 2.92 1.67 7.17 1.81
e, Loane & Advances 12,37 14,11 11.93 7.59 21.03
Total 100.00 100,00 109,00 1n0,00 100.00
B) CURRENT LIARILITIES:
s, Bank Borrowings £2,.35 43 .69 55 .55 58,57 £5.26
b. Unsecured lLoans 8,17 8,05 8,4F 7.35 7.8%
e. Current Liahilities
& Provisions 39,95 45,77 61,41 4% 7€ 0,28
d. Interest MAcerued
& Duye - 72 .65 4,65 5.37 c.68
Total 100.47 100,16 126,06 117.09 119,47
C) NET WORKING CAPITAL:
(A -8) (0.47) (0.16) (26.06) (17.09) (19.47)

Source 3 Company's Annual Reports.
NOTE

(4]

Figures in bracket should be considered as (=) fijures,

)

\
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It {s evident from the tahle 4,2 that the percentage of consu=-
mahle stores to the tntal current aseets is some what unigue in all
the years except in 19R5.86, But the percentage of nther companents
tn the total current assets in all the years is at an inconsistent
rate, housver the percentage of stockein-trads is comparatively high
than the other components of current assets, On an averaje the percew
ntage comes to 53,37, It memens the compsny has blocked the lerge amo-

unt of funds in stock,

Simil arly the percentage of totel current liabilities and
their comnorents tc the total current assets in all years i{s also at
an inconsistert rate. The average percentage of Bank Borrowings comes
to 83,08 , It means that the compeny has horrowed the large apount

of funds from Banks,

Such as the percentage of Net Uorking Capite)l to the current

assets is not at coneistent rate in all yeers,

Table 4,1 is supported by graph in figure 4,1, The figure gives
the clear picture of the position of current 2ssets, current liabili-
ties and Met Uorking capital of trte Company during the period 1981.82
to 198%-86,

Figure 441 indicates that the current assets and current liab=
ilities had a positive trend, howsver current lisbilities are higher
than current assets, Byt Net Uorking Capital had s regative trend

during the period 1981=-82 to 198586,
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2, CHANGES IN CURRENMT ARSSETS, CURRENT LIARBILITIES AND NFT

WORKING CAPITAL,

Tahle 4-3 clarifies the rates of changes in current assets,
current lishilities snd their impact on net working capital, It is
aralysed by treating, "Increase in Current Assets and Decreese in
Current Liabilities will lead to incresse in net working capital and

vice versa,” The folleéewing inferences have been draun,

' In 1982«~83, both the current assets and current liabilities
increesed, hut increase in current escets was more than the increase

in current lisbilities whick resulted in increase in working capital,

2, In 198%-84, the net working capital decressed with a cumu~
lative effect as current sssets decreased and current lishilities

increased,

3. In 19R4.85, bhoth the current assets and curfent liahilitiec
increaerd, but ircrease in current assets uas more tren the ircrease

i{in current liahilities which effected in increese in working capital,

4, In 19PF=PE, alea hoth the current ascets =nd cuyrrent liabi-
litiee incresnerd but net working c2pital decressed due to more incre-

mee in current lishilities than the current asgets,

It ie evident from Tahle 4,3 uhich shcous *he retes of changes
in current assets, current liabilities =nd their impact on net worke
ing capital that the percentage of changes in current assets, current
Yiabilities rnd net uorking cazpits]l is at oan consistent rate in =2ll
years, The impsect of changes in current assets end current liabilities
on net working capital is tremendous. In 1932.83, due to more increase
in current assets i.e, 14,93 ¥ tran the current liabilities {.e.

14,57 % the net working capital increased by 61.67 %,
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In 1983-84 the net uorking cepital decreased by 15663.,64 % with a
cumulative effect as current assets decreessed by 5,09 % and current
liabilities increased by 19,45 % , In 1984-85 the current assets in-
cressed by 18,85 % and the zurrent lisbilities increased by 10,39 %
which resulted in increase in working cepital by 22,06 ¥, In 1985-86
due to more increese in current liabilities i.e. 25,47 ¥ than the
current assets i.e, 22,97 ¥ the net working capital decreased hy

40,11 %.

3. OPERATING CYCLE .

Another way of looking at the working cepital requirements
is by considering the operating cycle, Operating cycle helps in
estimating and managing working capital requirements, further analy-
sis of operating cycle can be made by separately analysing cash
cycle and inventory cycle, Cash and inventory cycle sre components
of operating cycle, Cash cycle and inventory cycle compliment each
other in manufacturing and trading organisstinns, Tha exceptions are
the financial institutions where cash is the nonly commodity which is

transacted,

Inventory cyele is very i{mportent because ..,

1."Inventories generally constitute about 60 % or more of

the current assets,

2. Inventories in the form of raw materials and stores worke
in-progress, and finished goods contribute more than B0 % of the

totel period of the operating cycle and

2. In majority of the manufecturing and trading firms, invee

ntories constitute an averege of 90 % of the net working capital?1
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In this company the inventories constitute sbout 60,68 ¥ or
more of the current assests and the inventories in the form of rauw
materials, work-in-process, finished goods and consumable stores
contribute more than 70 % of the total period of the operating
cycle, This emboldens us to say that mansging working capitsl) is
synonymous with controlling inventories,

There are three stages or components of the inventory cycle.

1. Rew materials and consumable stores period i.e, Storage

of rauy materisls and consumable stores,
2. Conversion process period i.e, conversion of inventories,

3. Finished Goods period i.,e. Storage of finished goods,

Houwever, for the purpose of operating cycle another additio-
nal stagce or component is added i.e. collection period {i. e, sales

and collection of receipts,

Thie inventory cycle and operating cycle anrd its periodicity
depends upon thte organisation - its purchase policies, its inventory

policies, its conversion process and its sasles policies,

It follous at nonce that with a given quantum of working
capital the turnover rate can be increassed by reduction in any of
the four components of the cycle, Uhile credit availebitity and
collection period depend on external market conditions, better inve-
ntory mansgement at once leads to reduction of the time in the store
sge periods, Hence the performance of the organisation can be improe

ved by better internsl management itself,

Here in this section, an attempt has been made through
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analysing the inventory cycle and operating cycle to judge the
vorking capitsl reauiremsnts, These cycles have calculated through

the following stages,

A, RAW MATERIALS AND CONSUMABLE STORES PERIOD,

1. RAYU MATERIALS PERIOD = This period has heen calculated

by the following formula.

Average Btock of Rew Materials

Raw Material Period =
Average Daily Consumption of R.M,

WUhers,
\ Opening Stock of R.M., + Closing Stock of R.M,

Average Stock of R.M, =
2

Cost of R.M.Consumed

Average Daily Consumption of R.M, =
No. of days a year

This period is presented in table 4.4

TAB LE - 4,4

RAU MATERIALS PERIOD

B s T . D S S G A - S S O W S

£
:g‘ Year RUPE S IN LACS Period
° in days
Average Stock of Averoge daily
R.M. Consumption of R.M,

3. 198384 112,98 1.16 97.39
4, 196485 83,88 1.18 71 .08
S5e 1985=-86 82.41 1.16 71.04
TOTAL 464,19 64,25 74,27
AVERAGE 92.83 1.25 74,27

Source « Company's Annual Reports,



Average Stock of R.M,

1981.82

1982-83

198384

198485

198586

Average

198182

198283

198384

1984-85

1985-86

CALCULATION OF AVERAGE STOCK OF RAU MATERIAL,

CALCULATION OF AVERAGE DAILY CONSUMPTION OF RAW MATERIAL,

Opening Stoek of R,M, + Closing Stock of R.M,

43,92 + 99,88

2

= 71,90

99.88 + 126,17

113,02
2
126,17 + 99.80
- 112,98
2
99,80 + €7,97
= 83,88
2
67.97 + 96,86
= 82,41
2

2

daily consumption of R, M, =

"

508,98

D

365

499,06

365
424,86

365
430,76

365
424,16

S

365

1.39

1.36

1.16

1.18

Cost of R.M, consumed

No,of days a yesr
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2., CONSUMABLE STORES PERIOD - This period is calculated by

the following formuls,

Average Stoeck of C.S.

Consumable Stores Period =
Aversge daily consumption of C.S,

Uhere,

Opening Stock of C.,5. + Closing Stock of C.S.

Average Stoek of C.S. =
2

Cost of C.5. consumed

Averasge Daily consumption of C.5, =
No.of days & yeear

This period is shouwn in table 4,5 .,

TABLE . 4,5

CONSUMABLE STORES PERIOD

—— - A -

Sr. RUPF S IN LACS Period
No, Yeor in doys
Average Stock of fverege daily consume
C.5. -ption of C.S,
1. 198182 47,08 D.44 1C7.00
2, 1982-83 51.21 0.48 106,68
3. 198384 53,23 036 147,86
4. 1984-85 56,72 0946 123;30
5. 1985.86 56 .47 0.64 88,23
TOTAL 264.71 2.38 111.22
AVERAGE 52.94 0.47 111,22

Source 3 Company's Annusl Reports,

CALCULATION OF AVERAGLE STOCK OF CONSUMABLE STORES,

Opening Stock of C.5. + Closing Stock of C.S.
2

Average Stock af C.S, =



198182

198283

1983-84

1984-85

1985=86

CALCULATION

45,77 <

48,40

48,40 +

54,03

54,03 <+

52,43

52,43 +

61.02

61,02 <+

51,93

OF AVERAGE

47.08

51.21

53.23

56,72

56 .47

DAILY CONSUMPTION OF CONSUMABLE STORES,

Average Daily Consumption of C.S5.

198182
1992-83
1983-84
198485
1585-86

3.

This period is celculated by the following formula,

Net R.M. and C.S. period

162,84

365
178,04

365
134,42

365
170.20
365

235,14
3695

=  D.44
= 0.48
= 0,36
- 0.6
=  0.64

Cost of C.5. consumed

No.of deyes a yeer

NET RAW MATERIALS AND CONSUMABLE STORES PERIOD,

= R.M. and C.S. period

9

= Credit period



94

This period is shoun in table 4,6

TABLE - 4,6
NET RAW PATERIALS_AND CONSUMABLE STORES PERIOD

Sr. PERGOD IN DAYS
No. Year
R.M., C.S. Total Credit N.R.M, and
Period Period Réné g Period CuS., Period
1 2 3 4 5 (3+4) 6 7 (5-6)
1. 1981-82 51,72 107.00 158,72 123,67 35,05
2, 1982«83 83.10 106,68 189,78 151 .69 38,09
3. 1983-84 97.39 147,86 245,25 223 .44 21 .81
5. 198586 71 .04 88,23 159,27 182.82 - 23,55

SBurce : Calculated from Table No, 4.4, Tohle No, 4,5 and
Table No. 4.4D

B) CONVERSION PROCESS PERIOD (f.e, JIME TAKEN FOR RAW MATERIALS
0 BE COUNVERTED INTO FINISHED GOODSI)

This period has been: celguleted by the following formula,

Average Stock of Work in Process

Conversion Process period =
Aversge Cost of Production par day

Uhers,

Opening Stock of W, i, P + Closing Stock
Average Stock of W, i, P, = of V,4,P,

2

Total Cost of Production

Averege Cost of Production per day =
No,of days a year

This period is as shown in tsble 4,7 .,



TABLE

— ‘07

0CESS PERIOD

- o

Jo

Sr, RUPEES LACS Period in
No. Year day
Average Stock of Average Cost of Pro-
U, 1. P, duction per day
1. 198182 129,14 J3.72 34,71
2. 1982-83 138,67 3,95 35,10
3. 1983-84 116,94 3.68 31.77
5. 1985-86 142,90 4,81 29.70
TOTAL 657,71 20.21 32,54
AVERAGE 131,54 4,04 32,54
Source t Compsny's Annual Reporte,

CALCULATION OF AVERARGE STOCK OF WORK-IN&PROCESS,

Opening Stack o

Averasge Stock of Uorke:n-Process = of U, i, P,

198182 =

1982-83

198384 =

1984.85 =

198586

109.54

+ 148,75

fClosing Stock of
U. i. p.

148,75

+ 128,60

i

o~

128,60

+ 105.28

105.28

+ 154,84

it

154,84

+ 130,97

129,14

138,67

116.94

130,06

142,90

2



CALCULATION OF AVERACE COST OF PRODUCTION PER DAY,

Tntal Cost of Production

Average Cost of production per day =
No.of days a year

1358.48
198182 = re—— = 3e72
365
‘ 1444,89
365 :
1345,13
365
' 1478,36
1984-85 = = 4,05
365
‘ 1756 .77
1985.86 = = 4,81
365
L. FINISHED GNODS PFRIOD (_;,a. AVERAGE PERIOD FOR WUHICH THE
FINISHED C00DS ARE HELD iIN STQRE;)
This period is calculate! by the fnllowing formuls,
Average Stock of Finished Goods,
Finished Goods Period =
fyarage cost of finished goods sold per day
ihere,
Opening Stock of F.,G. + Closing Stock
Average 3tock of Finished Goods = 0f Fele

2

‘ Totel Cost of Goods Sold
Avarsge Cost of Finished Goods Sold =

per dey. No.of days a year

This period is presentad in taeble 4,8 ,
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TABLE - 4,8

FINISHED GOODS PERIOD

e G T G TS T T e S T e S SR S TS U S S A

Sty RUPEES IN LACS  Period in
No. ear days
Aversge Stoek of Averege Cost of F.G,
Finish Goods. sold per day,
1. 1981982 77 .31 J.74 20.67
2, 1982-83 116,56 | 3,96 29,43
2. 1983.84 169,73 3 .65 46,50
4, 1984-85 179,67 4,25 42,27
5., 1985=86 188,08 4,79 39,26
TYOTAL 731,35 20.39 35 .86
AVERAGE 146,27 4,07 35,86

Source t$ Company's Anpual Reports,

CALCULATION OF AVERAGE STOCK OF FINISHE: GQUDS,

Opening Stock of F,G. + Closing Stock of F.G,

L

Average Stock of F.G.

2
63.24 + 91,39
1981-.82 = = 77.31
2
97,39 + 141,73
1982-83 z - = 116,56
2
' 141,73 + 197.74
1983.84 = = 169.73
2
197.74 + 161 .61
198485 = - 179.67
2
161 .61 + 24,56
198586 = - 188.08
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CALCULATICN OF AVERAGE COST OF FINISHED GOODS SCOLD PER DAY,

Aversge Cost of Finished Goods Sold per day =

1981-82 -

1982-83 =

1983-84 =

1984-85 =

1985-86 =

13€8,74

365
1446,83

A

365
1334.03

L

365
1552.93

D

365
1743,18

365

3,74

3,96

3,65

4,25

4,79

D, JIOTAL INVENTORY CYCLE PERIOD,

Total Cost of Goads sold

No,of days 2 year

This period has been celculated by thse frcllowing formula.

TIeCePe = NeR4Me & CeSe Pariod ¢ Conuersion FProcess pseriod + F.G.Period
This period is as shown in table 4.9 .,
TABLE - 4,9
INVENTORY EYCLE_ VER10D
3;; Yesr ‘ PERIOD DAYS Turnover
* N.R.M, & Conversion Finished Inyentory in times
L+3.Perind Process Seods cvyele
period period poeriod
1. 1981-82 35.05 34, M 20.67 90.43 4,03
2, 198283 38,09 35.10 29,43 102,62 3.85
‘3., 1983-84 21.81 31.77 46,50 1c0.08 3.64
4, 1984-85 13.81 3z.,11 42,27 88,19 4.13
5. 1985«86 - 23,55 23.70 39.26 45,41 8.03
Source 3 Calculated from Table No, 4.6, 4,7 and 4.8 ,
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CALCULATION OF TURNOVER OF WORKINLG CAPITAL INVESTED IN INVENTORY,
No, of days a year

Turnover of U,C, invested in Inventory =
Period of Inventory cycle

36%
90,.43

' 365
198283 = covere— = 3,85
102,62

365
198384 = oo = 3,64
1o0.08
365
198485

#

= 4,13

88,19
365

48,41

198586 = = 8,03

E. OPERATING CYCLE PERIOD,

This period hes hesn calculaterd by the following formula,
Totsel Operating Cycle Period = Inventory cycle period + Collection periocd

This period is presenterd in table 4,10 .

It is evident from Table 4,9 showing the inventory cycle peri-
od that theinventory cycle period registered a fluciuating trend duri-
ng the period /rom 1981-82 to 1985«86 . The peried c¢f inventory cycle
vas 90.43 days in 1981-82 which kept incressing and heceme 102,62 days
in 1982.83, However, the period decreassed ton 100,08 days in 1983-84
snd further to 88,19 days and 45,41 days in 1984-B5 and 198586 respee
ctively, The fluctuations in the period of inventory cycle was due to
the change in tre period of net rav materisls and consumable stores,

conversion process and finishad goo0ds,

It is also evident from the same table that the turnover of

vorking capital invested in inventory also registered a fluctusting



TABLE o 4,10
OQPERATING CYCLE PERIOD

1 [ 3z k3 2

Particulars # £E R T 0D I N D A Y §
1981 -82 198283 1983.84 19B4.8% 198586

Sre
No.

1. Inventory cycle
period 90,43 102,62 100,08 88,19 45,41

(76,91) (76,96) (73.45) (64.74) (48.,37)
2. Callection ’ ' ' '
period 27,15 30,73 36,17 41,99 48,47
(23.,09) (23.04) (26,.55) (32.26) (51,.63)
3, Operating eyecle | | ' '
period 117,58 133,35 136,25 130,18 93.88 ?
(100.00) (100.00) (fon.0n) (1on.00) (100.00)

S

4, Indices of ‘
gperating cycle 100,00 113,41 115.87 110,71 79.84

e Turnrover of W.C,
in timee, .10 2073 2.67 2.80 3.98

SBurce : Calculated from Table No, 4,9 and Table No, 4,39 ,
NOTE ¢ Figures in parenthesis show the percentage of 1.C.P,

& collectior. period to operating ecycle period,

trend during the overall period of the study., The turnover of working
capital invesien in inventory was 4,03 times in 1961.82 which got
reduced to 3,55 times in 1982.83, Howsver, the turnover increased to
3.64 times in 1983-84 and further to 4,13 times and 8,03 times in
198405 and 198586 raespectively, The fluctustions in the turnover of
working capital invested in inventory took place due to chanyes in the

ovarall period of inventory eysle,

It is svident from Table 4,10 showing the operating cycle

period that the major portion of the operating cycle was taken by
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inventory cycle puriod, It is due to the nature of Cotton Textile Mill,
that, {t tekes a long time to convert a cotton into saleable cloth., On
the whole inventory cycle takes more then 70 £ time of the operating
cycle, Tha period of operating cycle shous a fluctuating trend through-
out the period of the study, The period of opersting cycle was 117,58
days in 1981-82 which kept increassing and becsme 136,25 days in 1963-
24 , However, the period decreased to 130.18 days in 19R4.85 and fure
ther to 93,82 days in 1985-86, The period of operating cycle varied
from 93.88 days in 1985«86 to 136,25 daye in 1983-84 ferming a very
hiagk range of 42,37 days, Thie stouws 2 very significant Fluctuation

in the period of operating cycle, The fluctuations in the neriasd of
operating cycle was due to the changes in the inventory cycle period

and collection period,

It is also evident from the same Tablie that the turnover of
vorking capital alsc shows a fluctustirg ttend ihroughbut the overall
period of the sthudy. The turnover of wcrking capitel uves 3,10 times
in 1981=82 uhich kept decreasing snd became 2,67 times in 1983--84,
However, the turnnver inecreased to 2,80 tires in 1984-85 and further
tn 3,88 times in 1985-86, The turnover of working capital varied from
2,67 times in 1583-84 to 3.88 times in 1985=36, forming a very high
range of 1,21 times, The fluctuations in the turnover of working
capitel took place due to cha2nges in the overall period of the cpera=

ting cycle,

Tahle 4,10 is supported by greph in figure 4,2, The figure
gives the cleer picture of the inventory eycle period, collection per-

iod and operating eyele pericd from 1981-822 to 1985.06.

It is evident from the same figure that the collection period
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continuously repistared a rising trend throughtout the period of the
study, while the inventory cyels period and the opersting cycle period
continuously marked a verisbie trend during the period form 1981-82 to

4,2 WORKING CAPITAL MANAGEMENT IN RESPECT OF INVENTORY

MANAGEMENT ¢

In this gection an attempt had been made about investery mana-

gement practised by the compeny,

1. PLANNING « Planning is 8 basic and major part of every
exective job. In most of the organisations, the materisls manager can
make significant contribution to the long-range planning., But in this
Company, Purchase Department and Stores Department took the part in
planning of Inventory, The materiai mansgemart i& formerly concerned
with short-tere plenning, be develnps the compery's hasic operating

flen, consiste of tuo basic components,

a, A forecasting of Raevenuss « This is the porfit making

organisaticn, it would be conventinnal saless forecaste,

be A Budget -~ This is 8 break-up of expenses that have bsen

“expecter for sam» particular level of revenue,

ARcripvement of the important objectives of the inventory, the
material planning process is very improtant one, Such objectives are =
1. Low Price 2. High Inventory turnover
3, Lou Cost of acquisitinn 2nd prncession, 4, Continuity

af Supply. 5. Consistency of Quality, 6, Low pay-roll
Cost,

The following factors are taken into considsration for planning
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process of materjials in the above said company,

1. Achisvements of objectives, 2. Future price =2nd availa-

bility 3. Production plenning.

2, PURCHASES OF MATERIAL s The purchases of materisal has

been made by the Cotton Purchase Uepartment and Stores Department of
the Company, The Cotton Purchese Department is concerned with purchases
of raw materiel i,e., Cotton 2nd Man-Made Fibre, while the Stor# Depar-
tment is concerned with purcheses of consumable stores and spares parte
required to the mills, In accordance with the established time, tested
practice and norms laid down in gthat behalf, the Cotton Purchase
Manager and Menaging Dirsctor of the Compeny pleces the order to supp-
lier, Usually a Purchase Order Form and Cotton Contract fForm is used
by the Cotten Purchases Department as shown in Table 4,17 and Table

4.12 'Y

TABLE - 4,11

FAW FATERIAL PURCHASE BQEER Foam

PUFCHISE OPUER TF0RM
Purchase Note Koel esees Date
MADHAUNAGAR COTTON MILLS LTD,, MAUHAVNAGAR,

L R BRI I 4

Party's Namg -— MU e G e S g P W A G A S e o YO S O Y e A BN S S P s i 0 W A S O B W PV e SO W e W e SO

Ng .OF na] 2K G A GO i S T WG5S G P S G S T U G T i SR A I WD W g T A A S e A T o o A T WU D G Yt U PR 0 e uie G T .

Price per fandy wewecmcececcce. - o e 2 - e o o e s

Price per NMuyinta]l eececrmvrcccvcncocnmcncen=-" - e s i e s e i

Delivery for Sput/Bumbay/Madhavnagar e e o o . e s e e

Lot No. e e e e e - et DL

Press Mark =——ewceccecmo- - = e e e e e e e —- e et o o o ——

Prass Running NO, meccmcccccconcccmnccenmnnome e mnm - o e o o oo oo

Delivery porind eececccececcceena — - - — e o . 2 e

Broker o 4 e e 2 4 s 0 S - - e -

Fayment Termsg emccmcmccacomm e n e e r e r e e . - ——— - ————

Nther Terns eecccecceee s e 1 b 2 0 e e s - -
for which Count - - s o 00 0 S e - - -
Rills approved dat® eccecemccmcn v cr rrncc e e e - —————————

Remarks ececcmecrcccmcvccccnne- - e o - e 0 0 o S 2 e o e -

Prepared by Meriaging Director,

Source 3 Compeny's Purchase Order Form,



TABLE - 4,12

COTTON CONTRACT* FORM
- e Sob et te-Rmrhr Jursisdiering.

195

. The Madhavnagar Cotton Mills Ltd; Madhavnagar.

Gram : . ' Registered Oftice : Tele No. (Sangli Exchange)
MADHCONTEX P. 0. MADHAVNAGAR 221} Director in-charge
Dist. Sangli 2251 Manager

2067 Rusiness Office

COTTON CONTRACT.

Contract No, M/ . Date
To

M/s.

Dear Sirs,

Wo confirm having purchased from yuu the following cotton bales ( subject to lot sample approval) ;

QUALITY : ' . | "

!/
QUANTITY . '
RATE : R

per candy ipot Mill delivery on N, M. T. terms including all taxes.

.

PAYIENT :
DELIVERY :
BROXERS :

OTHER TRRIMS:

The quality of the cotton must be in accordance with the sample approved by us and retained
by the Mills.

In cuse of difference in weight between Merchuht's weight note, and Mill's weight note, the
jower of the two will be accepted by the Mills for final puyment

This contruct is subjoct to general conditions vn the reverse.
Thanking you.

. Yuours fauhfully,
* We conflirm the above ™ FOR THE MADHAVNAGAR COTTON MILLS LTD,

SELLERS Director « in « charge

Source : Compeny's Cotton Contract Form.
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After placeing the Ordrr the follow-up is dome by the Cotton
Purchase Manager by using deviees such as follow=up letters, Telephones

and 1f recuired Teligrams in the mean times,

The Stores Depertment vhich is centrslised collects the requi-
remente from each department, which contain time, quality, quentity
and when they require, On the receipt of requirements snd considering

the Stock levels in the Stores, the Stores Department analyse each case

bafore placing the order, It is usual for it to maintain a suitable

record for quotations., By that they select the supplier securing high-
est quality of material at lowest price and dun considaration is given
to terms and delivery dates, After selecting the supplisr, the Stores
Dept. incharge and General Manager of Purchase & Processing Dept., nf
the Compeny places the purchase order for purchasss of consumahle sto-
res end spere~parte required by the various departments, Usuyally 2
Purchase Trder Form is used by the Stores Purchaee Department as shoun

in Teble 4,13,

After placeing the order the follou-up i3 done by the Stores
Dept. in-charge by using devices such as follow=-up letters, telephones

and if ~enuirci telmorams in the mean timss,

3., RECEIPT OF MATERIAL : In aceordance with thez Cotton

Puretase Jept, the recelved material is checked and inscected by the
ingpecting Clark with reference to the purchase order, If it is as

per the Purchase Nrder then ke entered the material in Cotton Raeceipt
Register, The Cottan Receipt Repister is used by the Jept, as shown
in Table 4,14 |
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TABLE - 4,3

STORES MATERIAL PURCHASE ORDER FORM

D 4 T YD D ggn WD B e e D U SIS G W @D VIR A TR WD T g A S MNP U T G D R W R

The Madhavnagar Colton Mills Ltd; Madhavnagar.
MILLS & REGD. OFFICE- BOMBAY OFFICR - 8. T. R. C, No, N-31-C-6 Dated 1.1.60
MADHAVNAGAR, (8, O, RLY,) Development Bank Duilding  C. 8 T. R, No. Bom, 31.C«10 (Central)
Gram: MADBRCONTEX Madhavnagsr, Palton Road, BOMBAY-] Dated 1-7-75
Telex:0193-212 DPhone 4011 to 4815  Phone 208225/20, 268820

‘ . Stores Purchase Dest.
Te, N PURCHASE ORDER
No. -
e e e i e Date —
Dear »ir,
Subject to conditions given on reverss, Ploass, supply the {illowing matarials as specified, *
Indens | 8r, . PRICE
No. No, DESORIPTION OF ARTICLKS Quantity Re, s, Por
,%
W B 1) Bill in Duplioate muat some with ths Bale Tax form Approximate Cost : Ra —
No. 31 or 31 A s appliosble along with supply..
1) Delivery Period
2) Price : Ex Worke/Qodown/Mill Delivery,#. O. R. ___ For The MadhaVnagar Cotton Mills Ltd.,
8) Bales Tax e . .
4) Mode of Despateh :
8) Payment Teras- 1) Within days from reosipt of goods
) Againss L ; C
3) Docunients to be negotisted through the
Sangli Bank Ltd;Bank of Mabarashtra Madhavneger on press. General Manager
ntation __ days D. A. Basis Without any interest, Purchaso & Procossing

{ Plesse return following slip duly comploted )

. . P T L TN
PR I PO A R B E N T R | IR Y T B RN veoow

i/

’.l'o. ‘
The Madhavnagar Cotton Mills Ltd; Madhavnagar. ( Dist-8angil)
Your Purchaee order No, dated is acoepted & will be
exscuted on or before Which pleass note,
Yours faithfully,

Source ¢ Company's Stores Material Purchase Order Fform.
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TABLE . 4,14
COTTON RECEIPT RESISTER

R O o W B B R G G R S e O s S A A Gl A S A S R o S S

THE MADHAVNAGAR COTTON MILLS LTD., MADHAVNAGAR,

COTTON RECEIPT REGISTER PylNn,

FE.Np., Date Contract No., Bill No., Nsme of the Party Station
1 2 3 4 5 6

Guselity ©Belss Gnods Received particulars Invoice Leight

Qﬂu H Kga
7 8 9 10
Actual Yeight Oifference Rate Bill Amount
Qul. Kg. Gt} Kg. g, Fs Rs, Ps,
1" 12 13 14
Farticuler Dther Expenses Particulare Signature
Re , pso
« 15 16 17 18

Souree : Company's Cotton Receipt Register

In acecordance with the Stores Purchase Dept, the Store-Keeper
chacks the materizls with reference to Purchese Order, Checking may be
gqualitative and Quantitative. Usually every materials tas one or twuwo
gamples, Fach Dept. hzs to check the sample and submit the report to
tre Store Dept.. Materials which are not qualitative, a2 per purchase
order, that material is returned bazk to the suppliers and these

materials which are correct as per purchase order have Been accepted,
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And the Goods Receipt Note is prepsred, Generally, s Goods Receipt Note
used by the Dept is shouwn in Table 4.15 .

This Goods Receipt Note is used for source of posting by the
Account Department, Copies of Purchase Order, Goods Received Note is
sent to Account Dept., to be chacked against esach other,where the Invoe
ice is vouched, If all things in the Invoice are found to be correct,
a voucher authorising peyment is prepared and entered in the Voucher

Register and then the Voucher is sent to the Cashier for payment,

4, STORE KEEPING PROCEDURE g Store Keeping is the function

involving proper keeping of Stocks, identifying and classifying them

according to thelr nature, type and size and includes propsr maintence

of Stock records,

So far as Cotton Purchase Dept is concern the acquired mate-
rial is tested with quality and quentity required by the Production
Depte. In order to test the material the Company has establishted a
separate Inspection Dept. The materials which are below the requiree
ments are rejected and accepter materials are recorded in the Cotton
Receipt Register, The usual form of Register is used by the Dept, as
already shown in Table 4.14. In this register all informatinon related
to meterials are recorded, In addition the 'Daily Cotton & Fibre Stocks
Report' is also prepared by the Dept. The report prepared by the Dept,
is shoun in Tahle 4,16 ,

R11 the accepted materials are stored in the available space
in the Godown and is kept properly eccording to their nature, type &

size,
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30 far as stores purchase department is cnncern the accepted
and tested as well as checked material ies stored in stores-room,
Three separate store-room are avaiahle for stnring and keepingy the
materiasl, The store keeper stores the materir] in accordance wvith
their nature, type, quality and size, He maintains the followinj stock
records,

a., 30008 RECTIPT NOTE « As and when the materials are rece-
ived the said note is prepecred, This note is as slready in Tahle 4,15

Al]l {rformations related to miteriasls are recorded in this note,

b STORES LEDSER « The store Ledjes is also prepzred for
recording of stocks of material, All relavant informations are recorded
in this store ledjer, Usueally a stores ledger is used hy t-e depertment

as stoun in Table 4,17

TAB LE - 4,17

STORES LEDGF

e - G D W - Sy S G

k
THE MADHAUNAZAR COTTON MILLS LTD, ,MADHAUNASGAR,
Previous L.F, STORES LEDGER
Name of the Item
Date Page No, Neme of the supplier Particulars Rate
1 2 3 4 5
Recelpts Issues Balance
Quantity Value Page No. Date Quantity
RSQ pae
6 7 B8

Source = Lompany's Store Ledjer,



Totelly 24 separate departmentwise

maintsined for recordin. the various items

store led;ers have heen

of materials, These Departe

rentuwise store ledjers are listed in Table 4,18 ,
TABLE « 4,18
DEPARTMENTWISE STORE LEDIER

Sr.No, Ledger No, Name of the ledger

1 1 Blow Room 2and Carding.

2 2 Speed Frame,

x, 3 Riry Frame,

4 4 Rldw Room & Carding (Wheels)

5 5 Spead Frame (Wheels)

€ 6 Ring Frams (Vheels)

7 7 Comber,

8 8 Winding.

9 9 Auto Pirn Yinding.

10 10 Ueaving Plain Looms.,

1 11 Weaving Auto Looms,

12 12 Sizing/Packing mate-ial,
13 13 Chemicals.,

14 14 Colourse,

19 15 Folding racking Misc.

16 16 011 Stores,

17 17 Tool Stores,

18 18 Pipe Fittins,

19 19 Building Materials & Hardware,
20 2n Enqinmering Boiler,

7 21 V' Ralts,

22 22 Ball Bearings,

23 23 Flectrial Stores,

24 24 Sundry Materils,

Source =~ Company's Store Ledjer List,
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€. MATERIAL ABSTRACT - Material Abstract prepared by the

department is as shoun in Tebhle 4,19 -

TABLE - 49

MATERIAL ~ ABSTRACT

THE MADHAVNASAR COTTON MILLS LTD,, MADHAUNAGAR,
MATERIAL ABSTRACT

Sr.No. Name of the {tem Unit Quantity Rate Value

Source = Compeny's Materizl Abstract.

d. STOCK REGISTER « A Stock Register i=s -lso prepared for
knowing the stock in the Godoun, Usually a Storck Rejister is prepared
for ascertaining the actual stocks with the store ledjer, A Rejieter

ie used by th~ store department as presented in Tahle 4,20 .

TAC LD = 4,20

THE MADHAUNAGAR COTTON MILLS LYD., MADHAUNAGAR,
STOCK REGISTER

Sr.No, Name of the §tem Unit Stock as nn Quantity

Source = Company's Stoek Pegister,

5, MATERIAL ISSUE PROCEOURE ¢ In accordance with the rauwe

material the cotton purchase Jdepartment issues the mzterials as per
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demand of the productinsn department, They do not use PIFO, LIFO, HIFO,
NIFO or any other methods of issulnj materiala, Bonk value is taken in-

to consideration for recordin) the transctions,

In sccordance with the consumable stores and spare patts the
stores department incharge receives the reQuirement from seversl Dept,
The requirement is hased on 'Store Issue Slip' which is prepsred in
triplecats. One copy is retained by the dept. requisitioning and other
two pessed to stores department, The store keeper retaina one copy
and otheris sent to accountin; departmont, The 'Store Issue ©lip' is

as ehown in Fahle 4,21

The sto~e keeper izsums the material ag2inst the 'Storees Teaye
Slip! which is received from severa) departments, If the required
materials is not avajilahle in the store, the store keeper m~kes the
cost of that materials and send to store depzrtment incharje, The vale

uation of such issues of meterial is done by PIFD method.

6, TRANSPORATINN O F MATERIAL : UWhen raw materials sre purc-

hased at specific market, the meteri~ls are transported by trucks upto
railuway station, and From railuay stction to plant by both railvsy

and truckes for early delivery finished., Goods are transported bv trucks
only for aquick delivery, The company expects the joods to other gcount-

ries 2180, =20 for that the joods sre trensported by trucks uptc Bombey,

The raw materis]l of this mill {s bulk in size but 1ijht in
veight, Therefore materiele are handled by the workers, Thev carry the
rayw meterials from one dept.tn ennther department by wheel lond trolly,
Similarly other materiasl i.e, =pare parts, oiis, chemicals, colour etc,

are 8lso handled hy workers,
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7. SALES PROCEDURE OF FINISHEB 500D0S ¢ Sale department is

concerned with the s2lee nof finished joods, Generz] Manager (Marketinj)
Sales Manager(Inland Seles) and Ssles Manager (Export Selee) are dealin,

uwith 8cles of Finished Goode,

The departmente of cloth sales, yarn sales, waste sales and
procecesing a2les are separate but the slses procedure ie the szme for

al]l depertments,

The s2les department receives tha sales order form their ajents
2nd customers and rrcorde {t in 'COrder Register'!, The Prder Cegister

is as shoun in Tahle 4,22 ,

TABLE - 4,22

R

ORDER  REZISTER

A @ Wt - e A QU S T e

THE MADHAVNAGAR CCTTON MILLS LTD., MADHAUNAGAR,

ORDFR REGISTCR

Quality
Indent No, hgent Name of the Perty and Place Bookiny Rate
1 2 3 4
Balea Bnoked Despatech Instructions Despatches Made
s 6 7

Source - Company's Order Register,

After receiving the orders the sales department despatches the

goods as per the order, Follouvinjy two methods have heen ueed for sales,
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1. SALES THROUSH BANK APPEOVED LRS t  Under thie method the
gonde are sent to transport comp@ny for its despatchment. Boaking of
the goods is dene hy the transport company 2nd Bank approvsd LIBs have
been despetched to the parties, The s2ame LRs are endrosed to the Bank,
The Banks endposes the same LRs to the concerned Ajent or Party at the
delivery destination, The party or Ajent gets the said LRs after pry-
ing tra full arount of the hill, The délivery of the said goods is made

to the concerned Ajent or Party under the original fOC (Rs,

2. SARES THRNUIH T.l.F. BILLS SYSTEM ¢ Under this method the
orders are received and ther T.T.F. Bill (Telegraphic Invoice Proforma)
is prenArred by trte Salas Dept, And the party is asked hy telegram tn
send the hill amount wvithin tuelve days, On receipt of tha bill amount

Lk ies sent directly to the party, The proforma is as shour in Tahle 4,23

TABLE « 4,23

1. 1. P. BILL

THE MADHAVUNAGAR COTTON MILLS LTD,, MADHAVNAGAR
Te I. P, BIL!

TeloPaBill No, Date Name of the Party & Place Bill Amount
1 2 2 4
Qurlity Mtre Telegram given on Remarke
5 ) 7 a8

Sourcd ~ Company's T. I, P, Bill,
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The booking of the goods have heen done and dispatched by the
transport compeny., The LRs sent through post to the concerned ARjzent
nr Party after receipt of the bill amsunt, The concerned Agert or Party
sent the bill amount through Ehequas or Drafts and gets the LRs for
delivery purpose. for receipts of the hill amount the T.1.P, Receipt

is prepared, The receipt is 2as shown in Table 4,24 ,

TABLE - 4,24

T. 1. P. RECEIPTS

T o - - -

THE MADHAYNAGIR COTTON MILLS LTD,,"AOHAUNASAR,

Te 1. Po RECEIPTS

Nate Amount Feceivable Payment Feceiv~d Balance To dzy'e Balance
Billing

n ' 2 3 4 5 3

Source - Company's T. 1. P. Receipts,

The orders which are pending 8re recorded in pending order

register, The Register is 8s shown in Tahle 4,25 ,

TABLE - 4,25

PENDING ORDFER REGISTER

R T BB B 4 TR O D Gl W o W I N s WD o

THE MADHAUNAGAR COTTON MILLE LTOD., MADHAUNARGAR

PCNOING  OROER NESISTER

Quality
Descrintion

Date Opening Baslance 0Order received Total orders Delivery B8Balance
at hend m3de

1 2 3 4 5 6

Source « Company's Pendiny Order Register,
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Further more the Daily Selee Report i= preparsed in this sales

procedure, The report is 8s shown in tahle 4,26 ,

TASB8 LE - 4,2€

DAILY SALES REPORT

oy SEan U G WS A T T G g W W W

THE MADHAVANRGR COTTON MILLS LTD., MADHAUNAGAR
DAILY SALES REPORT

Date ¢
NDescription of Goods To dey's S2le Up-~to-dete sale
1 Re M, 3,
a) Sangalare —— ——
b) Bomhey — —
c) Nelhi —— —
2 Up Country Sales -— -——
3 Industrisl — —
4 Govt., Suprly ——— ——
s Bombay Whole-sale —— -
6 Export (Cloth) —-— J—
7 Xern
a) Madhavnagar - ——
b) Rembay -—— -———
c) Fxport -— -
8 Processing S -
9 tungi —— ——
10 General (Yaste etc.) -~ -——
GRAND TOTAL - J—

Source « Company's Daily Sales Report.,
After knowing all proecedure of invemtory the researcher comes

to know the types of inventary of the Company,
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8, TYPES OF INVENTORY Types of inventory means the

various component o f inventory, The followiny are +the varicus compone

entas of inventories of thie mill,

a, RAY MATERIALS ~ Ray Materisls is the major input into
a manufscturing process and from the bulk uyhich jets converted into
output. 'Cotton' and 'Man-Made Fibre! is the raw material of the
M.C.M. Ltd,, Madhavnagar, More than 6N% to 65% amount of total pur=-
ctases is invested into cotton and man-made fibre, The mill hae been
purchased the diffarent tvpes of cntton i,2. H,, 34, Jasr Yeo DeCoHL32
Mm,C.U.5 and Varlexmi from various cottnn yrowing states i.e. Maharassh-
tra, Karnataka, Gujarat, Madhya-Pradest, Temilnadu, Punjah, Rajasthan
and Herayena, Similerly the Man-made Fibre ie also of tuo types, i.e,
Viemoe und Pnlyster havin: numher of Qualities viz, 1,7 IN, 1,5 ON,  and
2 DN, The success of the mill ie depends upori the purchises of raw

meterials,

Raw materiale purchasncd and crnaumed "nd ite atnek at the end

a7 th=2 period from 1981-82 tc 1986-B6 ie¢ presented in Tahle 4,27,

It is evident from the table given halow ¢trat the purchases
had 2 variahle trend during the perind of study, The fijure of purc-
hese wes Re, 566,26 lLacs in 1981-82, it decreased continuously till
198% =84 when it wss Re, 404,02 Lacse., Thz purchase increased Rs,416,08

Lacs in 1984~85 and further to Rs, 458,78 Lacs in 1985-86,

Similarly the consumption of r2w m-oterial had = variahle trend
during 1981.82 to 198%5-86, The figure of consumption was Fe, 508,98 Lacs
in 19”152, it derrersed continuously upto Rs, 424,86 Lacs in 198784,
During 19B4-~85 tre consumption increased to Fs, 430,76 ard it decreased

substantially to Rs, 424,16 Lacs in 1985486,



TABLE - 4,27

PURCHASES , CONSUMPTION & STOCK OF RAW MATFRIAL

- - ~-—~»---—--—~...--~‘---w- - ot W Bt W T T " - g Yo B G U o St W > B

ﬁ:: Year RUPEES IN LACS
Purchases Consumption Stock at end
1 1981-82 566,26 508.98 99,88
2 198283 530.32 499,06 126.17
3. 100%.84 404,02 424,86 99,80
4 190485 416,09 430.76 67.97
5 1985-8€ 458,18 424 ,16 96 . 86
TOTAL 2374,.86 22R7,82 490,68
AV FRAGE 474,97 457,56 98,13

Soures « Company's Annual Reports,

The stock of raw material at the end varied ‘rom Re, 67,97 lLacs
in 198425 te Re, 126,17 Llacs in 19€2.8% ferminy 3 renge af Re, 58,20

Lacs.

b. WORK«IN-PRGCE3S « 1In this type of inventosry includes
work<=in=process of cottorn and yarn, It mrcans the inventory blocked in
spinning, Yeavin),bleaching, dvein) »nd printing process, The invente
ory blocked in work~in-procese duriny ¢he pearind from 1981.82 to

198%.86 in as shoun i~ Tahle 4,78

The table 4,28 indicztes that the wnrk=ineprocess inventery
had fluctuating trend during the throujhbut perind »f the study. The
Figure of inventory wes Pe, 148,75 in 198102, it decressed continpue-
ously till 198784 wten it wrs Pe, 108,27 lece, The inventary increge

sed Re, 154,84 lacs in 1984-8%5 3and decreased 130,97 laes in 198586,



TABLE o 4,28

WORK-IN-PROCESS “_INVENTGR!

Sr.

No. Year Rupses in Lacs
1 1981-82 148,75
2 1982,83 128.60
3 1983-84 105.28
4 1984-85 154,84
5 1985~86 130,97
TOTAL 668,44
AVERAGE 133.68

Spurce « Compsny's Annusl Reports,

c. FINISHED GOODS This type of inventory means finished

producte lying in store-rooms and weitiny for despatch, This invente
ory include stock of cloth, yarn and waste in sales department. The
stock of cloth, ysrn and waste at the end during the peiiod 1981-82
to 1985-86 is presented in table 4,29

TABLE . 4,29

STOCK OF CLOTH, YARN & WASTE

- - - am swv W

Er. Y RUPEES IN tacs
No eer
* Cloth Yarn Uaste Totel
1 1981=82 49,90 40,41 1.08 91.39
2 1982-83 95.09 45,92 0.72 141,93
3 1983-84 116,73 79.12 1.88 197,73
4  1984-85 122,93 35.14 3.55 161,61
5 1985.86 163,49 4R ,49 2.57 214,55
TOTAL 548,13 249,08 g9.80 807.01
AVERAGE 109,62 49,81 1.96 161,40
SOURCE - Compeny's Annual Reports.
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It i{s evident from the Table 4,29 that the sbock of cloth hed
rising trend in all the yerrs of the study, Stock of yarn had an incr-
eaning tren& for the first three years of the study, It decreassed to
g, 35,14 Lesces in 1984-85, During 1985«.86 it incressed to Re 48,49 lLacs
On the other hend stock of waste hed fiuetuatin; treand throughout the
pépied of the study. It veried from Rs, .72 Lace in 1982-83 to Ra.3.55

Lacs in 1984«85 forminy a renge of Rs, 2,83 Lacs.

d, CONSUMASLE STORES & SPARE PARTS « This type of inventory
included the materiels vhich acts ss catelysts in the production pro-
cess and are not directly found in output, They sre useful for proce~
88 ing work, It included stores, spare parts, colours and chemicals
fuel, stesm coel, furnsce oil, drese)l oil stec, The itemes of consums~
ble stores and spars parts near about 5,000, Therefore the resesrche

er could not listed sll the items of the same,

Total consumption and the stock of C.85, at the end duriny from
1981-82 to 198586 is as shown in Teble 4,30,
TAB LE - 4,30
CONSUMPTION & STOCKOF CONSUMABLE STORES

Sr. v RUPEES IN LACS

No. oer Consumption  Stock st end

2] e n
1 198182 162.84 48.40
2 1982.83 178.04 54,03
3 198394 134 .42 52,43
4  1984-85 170.20 61,02
§ 198586 235 .14 51,93
TOTAL 880.64 267.81
AVERAGE 176,12 53,56

Source « Compeany's Annual Reports,
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It is svident from the Table 4,30 that the consumption of con-
sumable stores hed fluctuating trend during the pesriod of the study.
On the other hand the stock of consumable stores varied from Rs.48.40
Lacs in 1981-82 to Rs, 61,02 Lacs in 1984-85 with forming s range of
Rs, 12,62 Lacs, |

9., SIZE OF INVENTORY The size of inventory is presentead
in Teble 4,31 ,

TABLE . 4,31
SIZE OF INVENTORY

Sr. Rupees in Lacs Percent age ofo

No Year ¢ A ¢
. Invontory eyurren ssets

1 198182 388442 63 .65

2 1982-83 450,53 64,25

3 198384 455,25 68.40

4 198485 445 ,44 56 .31

5 1985-86 494,32 50,81

SHurce = Company's Annual Reports,

The above Table 1ndicotgs that the size of inventory during
the period from 1981-82 to 1985-86 had sn invarisble trend of rising
except in 1984-85, The parcentasge of inventory to totel current assets
had also an invarisble trend of rising except in 1984~85 end in 1985~
86. The figure of inventory was Rs, 388.42 Lacs in 1981-82, it increa-
sed continuously till 1983-84 when it wes Rs, 455,25 Lecs. The size of
inventory decreased to Rs. 445,44 Lace in 1984-85 becauss the company
reduced its level of inventory in this year, During 1985-.86 the fijure
of inventory increessed to Rs, 494,32 Lac due to incrsasse in the level

of inventory. The percentage of inventory to the total current asssts
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veried from 56,31 in 1984.85 to 68.40 in 1983,.,84 forming a rangs

of 12.09 percent,

Teble 4,31 is =supported by graph in figure 4,2 ., The figure
indicates that the inventory had en increasing trend in all years

except in 1984-85,

10, GROWTH OF INVENTORY 3 To snalyse the inventory in depe

th, the projressive hase year percentage of growth of inventory has

slso been cslculated and shoun in Table 4,32 ,

TABLE ~ 4,32

PROGRE§SIVE_§AS£ YEAR PERCENTAGE GROWTH OF INVENTORY

Ay WD RS R G s NS SN e TP G Gt W g SWene W S

Sr. RUPEES 1IN LACS Percentage

Year
No. Inventory Growth

Increasse (+; /
" Decresse (-

1 1981.82 388,42 - -

2 1982-83 450,53 + 62,11 +15,99
3 198384 455,25 + 4,72 + 1.04
4 1984-85 445 .44 - 9.8 . - 2,15
5 1985-86 494,32 + 48,88 +10.97

Source « Compeny's Annual Reports,

It is evident from the shove table that the growth of invento-
ry marked s fluctuating trend throughout the period of study. The min-
ute study in terms of the progressive hase year percentage of growth
however, indicated that the pace of jrowth of inventory hss more steep
in 1983.84 as compared to 1985.86., And the pace of jrowth of inventory

hes also more stsep in 1985-86 as compasred to 198283, The progressive
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bsse year percentege was negative in the year 1984-85 which showed a

decrease in the levsl of inventories as compared to the previous yesr,

11. TOTAL OUTPUT AND TOTAL COST OF SALES RELATIONSHIP : The

rise in the size of total inventory esn also be studied in relstion

to the total output and the total cost of sales, The progressive bhase
yeer percentages growth in the total output and the total cost of sal-
eas of the codpeany have also been calculated. The totel output and the
total cost of sales slongwith the totel inventory during the perie-
o@ from 1981-82 to 1985-86 are shown in ¥sble 4,33,

TAB LE . 4,33

TOTAL OQUTPUT, TOTAL COST OF SALES AND TOTAL INVENTDRY WITH PROGREw

A G B A - - W S gyy S A T U W

SSIVE BASE YEAR PEPCENTAGES af uROUTH

g - -

Sr. Year R U P E E S I N L A C S
No. Total Output Totel cnst of Total Inventory
Sales
1 198182 1358,48 1368,74 388,42
2 1982.83 1444 .89 1446 ,83 450,53
(6.36) (5.70) (15.99)
3 1983-84 1345 ,13 1334,.03 455 ,25
(=6.90) (=7.79) (1.08)
4 1984.85 1478.36 1552,93 445 ,44
(9.90) (16.40) (=2.15)
8 1985.86 1756 .77 1749.18 404 .32
(18.83) (12.63) (10.97)

Source « Compsny's Annuasl Reports,
NOTE -~ The figures in parenthesis present the progressive
base yesr percentages of growth,
It is evident from the abhove table that the rise in the total
inventory during the first three years of the study i.e. from 1981.82

to'1983-84 was due to en increase in the totel output and the total
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cost of sales simultaneously, Though in 198384 the total output and
the total cost of sales decreased, but the total inventory increased,

because of a significant decrease in the total cost of sales without
corresponding decrease in the total output, In the year 1984.8%5 tho

level of inventory was reducel as compared to ites previous ysar due to
a significaht increasse in the total cost of sales, Howsver, in 1985-86
the level of inventory increased significently as compiared to the
previous year due to a significant increase in the total sutput, Table
4,33 is supported hy greph in figure 4.4 , The figure shous the cleesr
picture of the total output and the total cost of sales alonguith the

inventory,

The total output end the total cost of sales shown in the fige
ure 4,4 continuously registered a increasing trend in all years except
in 1983-84, Similarly the total inventory had a rising trend in all
years except  in 1984-85,

12, ADEQUACY OF INVENTORY s The study of the size of inven

tory indicates that the increase in output end sales had pesitively
contributed to the growth of inventory in the company, However, it does
not disclose whether the size of inventory kept by the company had bheen
sdequate,inadequate or excessive in relstion to their requirements., The
study group on Renk credit observed that, "It was not the function of
industry to cerry stock in sxcess of what is required for current
nperations."z According to Jemes C Van Horne, “"Inventories should be
allowed to increese till the resulting saving exceed the total cest of

bolding the edded 1nvantory."3

Although, it is difficult to lay down
a single standard to 2esess in preciss terms the adequecy or otherwise
of inventory, there sre still some ratio tests which provide a good

insight into the extent of overstocking or understocking, Paresh Nath
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Chattopadhyay is of the view thet, ™ A common determinant is the
value of inventory expresssd into month cost or value of production.“
Here in a subssquent gection an attempt has been mede throujh snalysing
various ratios to judge the adequacy of inventory as maintained by

tha company,

13, STRUCTURE DOF INVENTORY g The structure of inventory is

usually affactsd by the nature of the business of a firm, A trading
firm will have amall investment in raw materials, workein-process and
stores and spares, A significant portion of its totel inventory would
consist of finished stock only, Public utilities may have high inves-
tmentin stores and spares because they provide sesrvice, A menufactur-
ing firm has to invest in each component of inventory, viz. raw

materisle, work-in-prosess, finished stock end stores and spares, The
share of each componant {n the total inventory varies from imdustry
to industry, However, a proper level has to be maintained smong all
these compoments to exercise an effective control over investories,
"A1l efforts of the mansgement to control inventories should aim at
maintaining various componente of inventory at economic levels and

in proper pruportiona."s In this company inventory consists of the

follouwing four categories,

%) Raw Msterials, 2) Work-in-process,

3) Finished Goods., 4) Consumsble stores.

Some of the ahove components need a high degree of control,
vhere as others may not nesd a very high degres of control, The invene
tory of raw materials 2nd stores snd spares can be reduced to 2 level

where it doss not hsmper tha manufacturing process, Some of the ahoye

components of inventory sre fastmoving whife others are slow-moving,
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I excessive funds are tied up in aslow moving components, it will not
only put financial burden but also effect adversely the liquidity of
the firm. Therefore, gan efficient management of inventory must try to

allocate funds to each component of inventory in an optima} manner,

In this section, an attempt has been made to exemine the stru-
ctuee of inventories held by the company. The structure of inventories
has been analysed according to ite components, viz. rew materials,
vork=in-process, finished goods and consumable stores, The size of raw
materials, work—-in-process, finished goods and consumable stores and
their percentaje to taotal inventory in the company for the period from

1981-82 to 198586 are shown in table 4,34 ,

T AB LE . 4,34

SIZE OF R.M., U.I.P., F.G. AND CONSUMABLE STORES,
:;. Part {culars R U PEE S I N L ACS
. 198182 1982.83 1983.84 1984-85  1985-86
1, Rau Meterisle 99.88  126.17 99.80 67.97 96 . 86

( 25.71) ( 28.00) ( 21.92) ( 15.26) ( 19.59)

2. Work=in-process 148,75 128,60 105,28 154,84 130.97
: ( 38.30) (28.55) ( 23.13) ( 34.76) ( 26.49)

3, Finished Goods 91.39 141,73 197.74 161 .64 214,56
< (23.53) (31.46) ( 43.44) ( 36.28) ( 43.41)
4, Consumable Stores 48,40 54,03 52,43 61.02 51,93

(12.46) (11,99) (11.,81) ( 13,70) ( 10.5%)

5. Total Inventory 388,42 450,53 455,25 445,44 494,32
(too.00) (100.00) (100.00) (100.00) (100.00)

Source - Companv's Annual Reports,
NOTE - The figures in paranthesis show the percentasge of
ReMo, WaloPe, Fuls, and C.S. to total inventory.

The above table indicate that the s8ize of rau materials invene

tory merked a fluctueting trend throughout the petiod of the study,



13s

The figure of rav materials inventory wss Rs,99.88 lacs in 1981.82,

It incressed to Rs, 126,17 lecs in 1982-83, The fijure of raw materials
decreased tn Res, 99.80 lecs in 1983-84 and it further decreased to Rs.
67.97 lecs in 1984«85, During 1985-86 the fijure of raw materisl incre
esssed to Rs, 96,86 lace becsuse of a significent incressze in raw mate-
riel inventory, The percentags of raw materials inventory to total
inventory alsc marked a fluctuatiny trend throujhout the period, It
varied betuesn 15,26 in 1984~85 and 28,00 in 1982.83, The fluctuetion
in the percentage of rsw materials inventory to totsl inventory took

plege due to charjes in the levels of inventories,

The same table indicetes that the size of vork-in-process inve
entory registered a fluctuasting trend duwing the period from 1981-82
to 198586, The figure of work-ineprocess wae Rs, 148,75 lacs in 1981
82 which kept decreasing and became Re, 105,28 lacs in 1983..84,
During 198485 the figure of worke~in-process incressed to Ra, 154,84
and it decressed to Rs. 130,97 lecs in 1985.86. The decreass in the
level of stack of workeineprocess was dus to a significent decrese
in the smount of work-in-process inventory. The percentgge of work-ine
process inventory to tots] inventory also registered a fluctuating
trend throughbut the period. It varied between 23.13 in 19835-86 and
38,30 in 1981-82 , Its peresntsye was 26,49 in 198586 ss compared to

38.30 in 1951 -320

It i3 svident from the same table that the size of finished
goods inventory througzhout the pericd of the study had an invariable
trend of risiny except in 1984-85, The amount of finished goods
inventory wes Rs, 91,39 lacs in 1981-82 which kept increasing and be=-
ceme Rs.197.74 lacs in 1983-84, The amount of finished goods decreased
to Re, 161,61 lace during the year 1984.85, However it again increased

to Re, 214,56 lacs in 1985.86, because of a significent increase in
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finished goods invemtory, The share of finished gnods inventory as a
percentage of tota)l inventory marked 2 fluctuating trend throughout

the period of the study. It variei bhetueen 23453 in 198%-82 and 43,44
in 1983.84, forming 2 rangs of 19,91, The fluctustion in the percentaje
of finished goods to total inventory wes due to the changes in the lew

vel of other components of inventory,

The size of consumable stores inventory =8 i{ndicsated in the
same table i.e, table 4,34 had & fluctuatin; tremd throughout the per-
ind of the study, The shsolute figure consum2ble stores inventory was
Re, 48,40 lacs in 1981482 which increased and beceme Rs, 54.03 lacs
in 198283, During 1983=84 the fijure of consumkble stores decreased
to Rs, 52,43 lacs ond it increased to Rs., 61.02 in 1984-85, thereafter
1% substantially decressed to Re, 51,93 lece in 1985«86., On the othser
hand the percentage of consumahle stores inventory to totel inventory
had an invariahle trend of decline throughout the period except in
19R4.85, The percentaje of consumable stores inventory was 12,46 in
1981482 which decreased constently and beceme 110,51 in 198%5.86, However
the percentage of consumsble stores inventory was increase’ to 13,70

in 1984.8%,

Table 4,34 is supported by graph in figure 4.5 , The figure
gives the clear picture of the structurse of inventories held by the
company according to its components viz,., rau materials, vorkeineproce
ess, finished goods and consumable stores during the period from 1981-

82 to 1985.86,

The figure indicetes that the total inventory has an increas.
ing trend in all years except in 1984.85, Raw Materials inventory re-

gistered s fluctuating trend throughout the period of the stbdy,
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Work=in=process inventory marked a variable trend during the period
form 1981-82 to 198586, Finisha! goods inventory continucusly regia=
stered a rising trend except in 1984.85, And consumable stores invee

ntory had a variable trend throughout the period of ths sbibdy.

14, INVENTORY CONTROL SYSTEMm At present the eompany has

followed the following techniques of inventory control,

1. FIXATION OF MINIMUM AND MAXIMUR LEVELS « The Cotton Purce
hase Manager, on the basis of his experience &nd 3s per praduction
target and other influencing factors sets maximum and minimum leved
for raw materials {i.e, Cotton and Manemade Fibre. On the other hamd the
Stores depertment incharge, on the hbasis of his experience and 8s per
requirements of verious depertments end coneldering other influencing
factors sets maximum end minimum inventory level# for consumahle stores
and other spere psrts, He sets the inventory levels only for the moast
conrumeble items, In this regard hundred items are deily snd mostly

consumable,

2. PERPETUAL IMVENTORY CONTROL SYSTEM . It represents 2 syse
tem of records maintained by the controlling depsrtment of the company,
which reflects the physical movement of stocks and their current
balence, Under this method, stores balasnces 2re recorded after every

receipt and issuye,

A perpetual inventory has been checke:d by a prograsmme of cone-
tinuous stock taking, But the two terms, *'Perpetual Inventory' and
'*Continuous Btock'taking' should not he considerer synonymous.
Perpetual inventory mesns the system of records, where as gontinuous
stock #aking meane the physicel checking of these records uith actusal

stock.
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The sbove stock-taking projramme has been divided into & number
of functions; such as counting, weighing, measuring, listing etc, and
the work has been distributed to different members of the teem, Diffe=-
rent section of the store have heen taken up by rotation, for this pu-
rpose a list showing priority of sections or stock items or both have
been prepered, Advance notice has been given to store-kesping steff
concerned whenever a particular stock item is verified each day, Sto-
res received but awaiting inspection has not been mixed up with reguls
ar stores st the time of verification, The physical stock, after
counting, weighing or messuring, as the cese may be is properly recor-
ded, For this purpose sepsrate stock verification sheets have heen ma-
intained to record the results of stock verifigation, The sheestes are
maintained date-wise so as to indicate a chronological list of items
verified, The racords are maintaine’ up-towdate end the bhalance shown
by the stores ledjer sre agreed with ground baslance, If there are dise
crepencies, proper investigation hes been made #nd a report has been
submitted. If the physical bslance {s grester than the balsnce shoun
by the stores ledger, a Debit Note hse been prepsred and stock records
have been adjusted sccordingly. Similerly, in case of shortage of

of stock, 2 credit note has been prapared,

3. CULASSIFICATION AND CODIFICATION OF MATERIALS o« The
classification and codification of materials have heen introducsd by
the compeany recently, The classificetion of materisls has been made
department wise, For this purpose separate 24 daspartment wise store
ledger have been maintained, These department wise ledgers sre as alr-

eady listed in table 4,18, Buyt the codification of materials have not

been made till! today, It is only under consideration of the company,



4, INFORMATICN SYSTEM . The company has been followéd the
information system of inventory reporting. For this purpose the Gonds
Receipt Note hes been prepared and has been given to the buyers to
know the receipts of the material, Department wise deily valuation of
consumption has bsen prepared, The following monthly statements have

been prepared for the management mesting.

a. Receipt and Issue checking statement,
b, Department wise recording statement,

¢c. Usuage Entry Statement.

5, VALUATION OF INVENTORY « In accordance with the raw
materials inventory {.e, Cotton snd Man-made Fibre the valuastion has
been made considering the cost price of ths materia), But in accorde
ance with the Consum=zble Stores Inventory the valuatisn has been made
through the FIFD method of inventory valuation. Instead of thaesse tuwo
methnds the company has not been followed the other various methods of

inventory valuation,
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4,3 ANALYSIS OF WORKING CAPITAL

In the previous chapter it is clesarly discussed why the ansly-
sis of vorking cspital s very essential, There are meny reasons of
enalysis of working capital, Moreover to sought the ansvers of the
specific questions asbout uo:king capital management of the compeny,
The snalysis of working capitel hse been made with some relevant ratios
of working capital, These ratios would finally determine how current
assets and current lishilitiss have been managed hy the company during
the period from 1981-.82 tn 1985~86., Here an attempt has also heen made
through snalysing verious ratios to judge the adsquacy of inventory

as maintained by the company,

Analysis of working capital has been made through the follouie

ng two wvays,

1. Financial workiny capital,
2, Physical working capital, (Ratio analysis in Inventory

Manag ement )

1. FINANCIAL WORKING CAPITAL : Under this way of analysis

of working cepitsl the following ratios have been ecalculated in detail,

a, Current Ratio, be. Quick Ratio or Acid Test Rztio
c. UYorking cepital Turnover Ratio. de Current Assets Tyrn-

over Ratio,

The ghove ratins have baen studied in detaill and the comments

made therson,

s, CURRENT RATIOD ¢t This ratio hes been calculated by the
following formula,

N0 ki LWt ) Y
Bl BALBOALLD i o )

€iVAd]l UNIVERSITY. Xildar b
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Current Assets

Current Ratio =
Current Lisbilities

Table 4,35 shouws the current ratio of the company during the
period from 1981-82 to 1985-86,

TABLE o 4,35

CURRENT _RATIO

A ot g T -

Sy, Yeor RUPEES IN LACS Ratio in
No. Current Current Times
Assets Lisbilities

1 1981=82 610.17 613,04 0.9931
2 198283 701.25 702.35 1:1
3 1983-84 665 .56 838,96 0.79:1
4 1984.85 791 .01 926 .15 0.85 21
5 198586 972.71 1162,.05 0.83 31
TOTAL 3740,.70 4242,55 0.8831
AVERAGE 748,14 848,51 D.RA:1

Source « Company's Annual Reports,

A Current Ratio nf 2:1 is considered as aatisfactory'§ Howe~
ever the size of working capital depends upon many factors, therefore
s standsrd or a common current ratio can rot be treated ae optimum
for ell types of Business, Industrial and Treding undertakinjes, 'But
the bankers in India and sbroad treat e minimum of 2 as @ atandard'.7

It is evident from the above table that the teble does not
justify this stendard of current ratio &s the current ratio has been
ranging between 0.79:1 to 1:1 during the period of the study., On en
sverage the current ratio is 0.8881, The current ratios are 8.99}1.

111, 0.7911, 0.8551 and 0.8331 in the yesr 1981-82, 1982-83, 19R3<H4}.
4 < ™R

i

: RS AY
L LAY );
AR J .
T
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1984-85, and 1985.86 respectively, These figures indicate that the
company is trying to keep current ratio at a very low level, But it is
very difficult fo generaliss that the current retio must be meintained
at 2:1 because most of the units did not have a fixed policy regerding
their liquidity,

It is also said that ss regards the industrial concerns with
larjer investments in fixed assets and very low activity cyclg, the
ideal levs] of this ratio may fall from 2:1 to 1,5:1 or around even
balow 1,5:1, 'Sometimes a current retio lowsr than 2:1,happans to be

]
the result of an effective utilization of working capital as uall.a

b, QUICK RATIO OR ACID TEST RATIO : This retio is calculs-
ted by the following formula .,

Guick Assete
Quick Ratio =

Quick Liabilities
Where,
Quick Assets = Current Assets - (Stock ¢ Prepsid Expenses)

Quick Liahilities = Current Liasbilities - (Overdrafts + Accrued Fxpg)
This ratio is presented in ¥able 4,36,

A quick ratio of 1:1 is considered ¢ fsir indication of the
good current financial condition of & business enterprisa.'g But tahle
4,36 does not justify this standerd of quick ratioc as the quick ratio
haw been ranjing between (0.47:1 to 0.8631 during ths period from 1981~
82 to 199%5-86, The averajye guick ratio is 0,72:1,., The guick ratios
are 0.74:1, 0.66:1, 0.47:1 , 0.85:1 and 0.86:1 in the year 1981-82,

1982.83, 1983-84, 1984-85 and 1995.36 respectively, These figures



TABLE o

4,36
QuIck __RATIO
St.  voor RUPEES IN LACS _ Ratio in
No. Quick Quick Times
Assets Lisbilities
1 198182 249,56 293 .21 0,74:1
2., 1992.83 248,79 374,00 0.66 21
3 1983-84 208,28 435,51 0.47 21
4 1984.85% 343,27 400,56 0,85 21
] 1985.86 475 .44 552,06 0.86 31
TOTAL 1405,.34 2055,34 0.7221
AVERASE 299,06 411,06 0.7221
Source « Company's Annuel] Reports,
A, CALCULATION OF QUICK ASSETS
:r' Year Current Assets Stock Prepaid Quick
D Expenses Assets
1 1981-82 €610.17 388,42 2.19 219,56
2 19682-83 701.25 450,53 1.93 248,79
3 198384 665,56 455 ,2% 2.03 208,28
4 198485 791 .01 445 44 2.30 343,27
5 1985--86 972,71 494,31 2,9¢ 475,44

Theee figures indicate that the company has not heen ahle to
meet their current ebligations i.e., quick liabilities from quick
assets as in sl] the years over all ﬁuick ration is below 131 ., As
quick liabilities sre more than the quick assets the company has not
been financially strong. So the licuidity position of the compeny is

very poor,



B. CALCULATION OF QUICK LIABILITIES
Sr., Year Current Overdrafts Accrued Quick
No. Liabilities Eupe, Lieh,
1 1981982 813.n4 319,42 0.41 293,21
2 198283 702 .35 306.36 21.99 274,00
3 1983f84 838,96 343,08 60,37 435 .51
4 1984-8% 926,15 463,29 62,30 400,56
3] 108586 1162.05 537.48 72.51 552.06
c. UDNPKING CAPITAL TURMOUER RATIO ¢ This ratio has been

caleulated by ths following formula,

WORKING CAPITAL TURNOVER RATIOC =

Net Sales

This ratio is as shoun in the Table 4.37.

Net Working Capital

TAB LE 4,37
WORKING CAPITAL TURNOVER RRTIO
Sr. Year RUPEES LACS Ratio in
No. Net Sales Net UWorking Times
Capital
1 1981.82 1423 .59 ( 2.87) (499.50)
2 1982.83 153€ .67 ( 1.10) (1296.97)
3 198384 1275.07 (173.4n) ( 7.35)
4 198485 1525,03 (125.14) ( 11.28)
5 1985 -86 1677.09 (189,34) ( »”.8%)
TOTAL 7447 .45 (s01.45) ( 14.83)
RVERAGE 1489,49 (100.37) { 13.83)
Source =~ Compeny's Annual Reports,
NOTE - Figures in bracket should be considersd es (-)

figures,
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The working capital turnoéar ratio as shown in Table 4,37
continuously registered a fluctuating trend throughout the period of
the study., The turnover ef working capital veried form (1396.97) in
1982-83 to (7.35) in 1983-84, forming a range of (1389.62), The turn=-
over ratio was (499.50) in 1981=82, which decreased to (1396.97) in
1982.83, In 1983-84 there has been significant increase in the turnov-
er ratio i.e, (7.35) dua to a significent decrease in the N, W.C, of
the company. During 1984.85 the turnover ratio decreased substantially
and was (11,28), In 1985-86 it improved and bhecems (8.85), The reason
nf eonstant variation in the working ecapital turnover ratin wes that
tha constant increase in nst sales in all the years aof the study
except in 193384 a2nd 19R4.85, while the net uvorking capital had a
constantslly increesing and decreasing trend during the noverall period

of the study,

d. CURRENT ASSETS TURNOVER RATIO ¢ This ratio has been calce
culated by the fnllowin3 formula.

Sales Revenue

Current Ascets Turnover Fetio =
Curvent Aesets
Tahle 4,38 shous the 8Burrent Assets Turnover Ratio of the

company during the period from 1981.82 to 1985.86,

It is evident from the table 4,38 that the current assete
turnover retio continuously regiesterei a declining trend throujhout
tte pericd of tte study expept in 1984-85, The turnover of current
assets varied from 1,72 in 1985-86 to 2.34 in 198182, forming a ren=
ge of 1,62, The turnover r=tio was 2,34 in 198182, which constantly

decreased upto 198384 and wes 2,19 and 1,91 respectively, The reason



TABLE = 4,38

CURRENT ASSETS TURNOVER RATIO

A T A . T W S-S e S T S O e

gz; Year ‘R UPE ES IN LARCS Ratio in Times
. Sales Revenue Current Assets

1 1981-82 1433,59 610,17 2,34
2 1962-83 1536.67 701 .45 2.19
3 1983.84 1275.07 665,56 1.9
4 1984-85 1525,03 791.01 1.92
5 1985-86 1677.09 972.71 1.72
TOTAL 7447 ,45 3740.70 1.99
AVERAGE 1489.49 748,14 1.99

Source = Company's Annual Reports,

for the decrease in the turnover ratio during the first three yeears
of the study was the increase in the level of current sssets withedt
s cprresgaonding significant incresse in sales, In 1984-85 there has
bean a increase in the turnover ratio i.e. 1.92 due to 2 significaent
increasze in the gales of the company., During 198586 tre turnover

ratio dscreased the substentially snd was 1,72 due tn a suyhstantial

increase in the current assats of the company,

2. PHYSICAL WORKING CAPITAL (RATID ANALYSIS IN INVENTRFY
MANAGEMENT)  ; Under this way of analysis of warking co2oie
tal the following rations have been caloylatad in detail,
a, OJebtors Turnover Ratio.
b, Creditors Turnover Ratio.
c. Inventory to Uorking Capital Ratio,
d. Net Sales to Inventory Ratio,

e. Inventory Turnover Ratio,
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f. Percentage of Inventory Turnover,

The abnve ratios have been studied in detail and commentsz meade

thereon.

e, DEBTNRS TURNOVER RATIO : This ratio hes been calculsted

by the following formula,
Aversge Debtors

Dehtors Turnover Ratio =
Average Daily Credit Sales

Where,
Opening Oebtors 4+ Closing Dsbtors,

V4
Total Credit Sales

Fverage Debtors =

Average Dajly Sales =
365

Table 4,39 shous the Debtors Turnover Retio duming the period
from 1981-82 to 198E-8€,
TABLE - 4,39

QEEBTDRS TURNOVER RATIO

. A T B0 S G R A M A S E Y B B e G T I

Sr, vear R U P E E S IN L A C S Ratioc {n
No. Averaje Osbtors Average Daily Credit Days
Sales
1 198182 105.92 3.90 27.15
2. 1982f83 128.46 4,18 30,72
3 1983 -84 125,54 3.47 36,17
4 1984-P5 174.79 4,15 41,99
5 1985 -86 221,85 4,57 48,47
TNTAL 7%5€,76 20.27 37.28
AVERAGE 151,18 4,08 37.28

Source « Company's ARnnual Reports,

NOTE : As cash sales and creiit sales are nnt msintained separ-
etely, it is assumed as per the informations given hy
accounting authority of the company thatthe cash sales are
0.5% and credit sales asre 99,5% of the total sales,



A, CALCULATION OF AVERALE DEBTORS

Opening Debtors + Closing Debtors

Aversge Debtors =

2
BE .23 + 125,62
198182 = = 105.92
2
125,62 + 131,30
1982-83 = % 128.46
2
131.30 + 119,79
1983-.84 = = 125,54
2
119,79 «+ 228,80
228,80 ¢+ 214,30
1985-86 = - 221,55
2

B, CALCULATICN GF AVERAGE DAILY CREDIT SALFS, ¢
Tatal fredit Snles

Average Daily Credit Smles =
365
142€ .42

3658

128,99
198283 B ee——— = 4,18

365

1268.69
1983-84 =

365

1517.40
1984-85 =

365
1668,70

198586 T me— = 4,57
368
The Dehtors Turnover Ratin as shown in Teble 4,39 continucusly
registeresd a rising trend througbout the period of the study. The turn-
over of debtors varie? from 27,15 daye in 1981-82 to 48,47 daye in
198596, forming rsnje of 21,32 days. The turnover ratioc was

27.15 in 198182, which constantly increased upto 1985-8f and wss 30,73,
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IF.17, 41,99 and 48,47 resprctively, The reason of a constent incres-
sing trend in the turnover of dehtors wuss that the relative speed of
incrrase in everage debtors in all the years except in 19R83-84 uas
higher then the speed of incresse in averesge daily credit sales in all
the years except in 198384 and 1984-85 , These increasiny chanjes in
the turnover ratio indicate that the company's credit policy or its

ability to collect its receivables is changing year to year,

b, CREDITORS TURNCVER RATIO 3§ This ratio is calculated by

the fodlouwing formula.
Average Creditors

Creditors Turnover Ratio =
fverage Dajily Credit Purchases

WUhere,
Opening Creditors + Cldosing Creditors

Average Cred{tors =
2

Totel Credit Pyrchases

Rverage Daily Credit Purchases =
365

It ie evident from the Table 4,40 that the creditors Turnover

Patino has a varishle trend throughout the period of the study, The
turnover of creditors varied fpom 123,67 days in 198182 to 222,44 days
in 1983-84, farming 8 range of 99,77 deys, The turnover rctio uas
123.67 in 1981-82, The ratio increesed to 151,69 in 1982-83 and it fu=
rther ircrracerd gignificantally to 223,44 in 1983-84, The reasnn for
the increase in the turrover ratin duriny the first three years of the
study uas that the relstive speerd of increase in average creditors was
higher than the speed of increase in overage daily credit purchases,

In 1984-85 there has been a significent decrease in the turnover ratio

i.2. 180,57 due to 8 significent increase in the average daily credit



This ratic is presented in Table 4,40 ,
TABLE « 4,40

CREDITORS TURNOVER RATIO

- o W Y - T T e D G2 S . W T S

Sr,. Year RUPEES IN LACS Ratio in Days
No. Rverage Creditors Average Daily
Credit Purchases
1 1981 -82 211,49 1.7 123 .67
2 198283 253,33 1.67 151 .69
3 198394 321,76 1.44 223,44
4 198485 325,04 1.80 180,57
5 198%5.86 367.47 2.0 182,82
TOTAL 1415,09 8,63 171,38
AVERAGE 295,81 1.72 171 .38

-2 T wmm T e e e e v T e el o T e S e e et T e R ew T T e T T T g ™ ol
Source « Company's Annual Reports,

Notes -~ fRg cash purchases and credits purchses are not
maintained seperately, It is sssumed, &8 per ths informations given

by accounting authority of the compeny that the cash purchases are
25% and credits purcheses are 75% of the total purchases,

A, CALCUTION 0OF AVERAGE CREDITORS

Average Creditors = Opening Creditors + Closing Creditors

2
205,68 + 217,21

2
217,31 + 28g .35

108182 =

= 211,49,

1982«83 =

= 253,33,
2

10p8-ns = 2B9.35 + 354,17

4

321,76,
2

108485 354,17 + 295,91

i

= 325.D4.
2
295,91 + 439,04

- 2

1085.86 =

L]

367.47.



B. CALCULATION OF AVERAGE DAILY CREDIT PURCHASES
Total Credit Purchares

Averege Daily Credit Purchases =

Z65
626,43
198182 T ee—— 1.7
365
611,75
198283 = = 1.67
365
£28,62
1983-84 = - 1.44
268
657.40
1984 -85 = - 1080
265
735,71
108586 = = 2,0
365
purchases of the company, During 1985-86 the turnover retio

increased #lightly and was 182,82 due to a relative increase in the
both, These variasble figures of turnover ratic indicst» that the comp=-

eny is enjoying better credit period from its suppliers,

c, INVENTORY TC WORKING CAPITAL RATIO s Thie ratio kes haen
calculated hy the following formulae.

Closing Inventorv

Inventory to Working Capital Ratio =
Net Workiny Cepital

Tahle 4,41 shnus the ratio of inventory to working capital,

Tﬁe Irventory to working capitel Ratio as shoun in Tahle 4,41
continuously registered a fluctusting trend throujhaout the periocd nf
the study, The ratio of inventory to working capitel varied from
(409.57) in 1982-83 to {(2,61) in 19B5-86, forming » range of (406,.96).
The ratio was (135.33) in 1981-82 yhich decreased substantially to

(409.57) in 1982.83, the lowest of period of the study. In 1983.84
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TABLE - 4,41
INVENTORY TO UWORKING CAPITAL RATIO

RUPEES IN_LACS

No. Yeer Closing Inventory Net Vorking Retio in Times
Capital

1 198182 388,42 ( 2.87) (135,33)
2 1982.83 450,53 ( 1.10) | (439.57)
3 1983-84 455,25 (173.40) ( 2.62)
4 198485 445 ,44 (135.14) ( 3.29)
5 198586 494,31 (189.34) ( 2.61)
TOTAL 2233,95 (501.85) ( 4,45)
AVERA;E 446,79 (100.37) ( 4.45)

SAurce « Compsny'’s Annuel feports.
NOTE = Figuree in bracket should he considered as (-)

figures.

there has heen a significent increase in the inventory to uwerking
capital ratin i.e, (2.62) dus to a significant decreese in the net
workingy capital of the company. During 198485 the ratio descreaserd
substantially snd was (3.25). In 19RE=BE it improved and hecame (2.61),
the highest of the period »f the study. The r=asan of constant flucte
yation in the ratis of inventory to working cepital uwee that the
constant increase in cloging inventery in all the vears except {n
198485, while the net working capital had eonstantally & varishle

trend during the period of the studye.

de NET SALES TO INVENTORY RATIO 3 Thie retio is caleculated

by the following formuls,

Net Salas
Net Seles to Inventory Rastio =

Closiny Inventory,



This ratio is ssas shoun in the Table 4,42 ,

TABLE - 4,82
NET SALES TO INVENTORY RATID

S T A O

Sr. R U P E E S IN tACS Ratio in

Year

No. | Net Sales Closing Invemtory Times
1 198182 1433,59 388,42 3.69
2 1982=83 1536 .67 450,53 3.41
3 1983-84 1275.07 455 ,2% 2,80
4 198485 1525,03 A45 .44 3.42
5 1908586 1677.08 404,31 3.39
TOTAL 7447 .45 2233 .95 3.33
AVERASE 1489.49 446,79 3,33

Source « Company's Annual Reports,

It is evident frnm the ¥Tahle 4,42 that the ratinm of net
sales tn inventary has continuously a variable treand thraunhaut the
prrind of the stydy., It varied from 2,30 times in 1983-.R4 to 3,0
times in 1981-82, forminy a renge of 0,79 times, It was 3,69 times
in 1981.82, The ratio decreased to 3.41 times in 1982-83 and it
further decreased to 2,80 times in 1983-84 , The net sales tn @ in-
ventory ratio increasaec significantly tc 3,42 times in 10%4.8%, During
1985.86 the ratio decreased slightly and hecame 3.39 times, The
reason for th~2 decrease in the ratio of net sales to {nventory during
the first thres years of the study wam the sgignificant increase in
the level of sales except in 1083.84 uithout & ecorresponding signife
icant increase ink the inventory, while the resson for the incresse
in the ratin during 1984.85 wss 8 substantial decrease in the inven-
tnry of the compsny. In 1985.86 due tn a signifieant incrase in sales

without corresponding significant increase in the {nventory the ratio



of nat sales to inventory has been slightly decreased,

e, INVENTORY TURNOVER RATIC ¢ This ratio hes been czlou-
lated by tre fnllouwing formula,

Net Sales

Inventory Turnover Ratjo =
Aversge Inventory

VUhere,
Opening Inventnry + Closing Inventory

Averajs Inventory =
-
L

Thie ratio is presepted in Tahle 4,42

TA LE - 4,47

IMUCKTORY TUPMOVFER PRTIN

WD S gy i T AR AR W A S S S S W BB W G TP SR U e

Sy RuURrREES IN LACS L
NU: Year Net Sales Average Inventory Fatio in Times
1 198182 1453 ,59 325,45 4,40
2 193783 1536 ,67 419,48 3 .66
3 1983-84 1275.07 452.88 2.81
4 1984-85 1525,.,03 450,35 3.38
5 1685.86 1677.09 469.88 3.56
TOTAL 7447 ,45 2118,0% 3.51
Rverase 1489.49 423,61 7,51

Souree -~ Comp2ny's Annuzl Reports,

CALCULATION OF AVERAGE INVENTORY ¢

Opening Tnventory + Cloeing Tnventory

Averagze Tnventory =

262,47 + 388,42
1981-82 = = 225,45
2




198283 -
1983-84 =
1984-85 -
1985;86 =

The

388.42 + 450,53
2

450,53 + 455,25
2

455,25 + 445,44
2

445,44 + 494,31
2

419.48

452,89

450,35

469,88

Inventory Turnover Ratio as shown in the Table 4,43

continueusly registered a fluctusting trend throughout the period

of the stbdy. The turnover of inventory varied between 2,81 times

in 1983-84 end 4,40 ¥imes in 1981-82, It had s downward trend during

the first three years of the study i.e., from 1981-82 to 1983.84,

However, it had s upverd trend during the last two years of the

study. The inventory tornover ratio was 4.40 times in 1981-82, it

decressed continuously till 1983.84 when it was 2,81 times, However,

the turnover of inventory improsed to 3.38 times in 1984.85 and

further to 3.56 timss in 1985.86, The reason for the decreass in the

turnover ratio during the fipst three years of the study was the

significsnt incceass in the level of inventory without a correspond=

ing significent increase in sales, uhile the reason for the increase

in the turnover ratio durinj the last two years of the study was a

substantial increase in sales of the company,

f.

celculeted by the following formuls.

Percentege of Inventory Turnover =

This ratio is presented in Tahle 4,44,

PERCENTAGE OF INVENTORY TURNOVER

Aversge Inventory

Net Sales

This ratio is



TABLE - 4,44

PERCENTAGE OF INVENTORY_TURNOVER

A " o T e W — - - T - S o

Sy, Yeor RUPEES 1IN LACS Ratio in
No. Average Inventory Net Sales Percentage
1 1981f82 325 .45 1433 .59 22,70
2 1982-83 419,48 1536,67 27.29
3 198384 452,89 1275.07 35,51
4 1984785 450,35 1525.03 29,83
S 1985..86 469,88 1677.09 28,01
TOTAL 2118.05 7447 .45 28,43
AVERAGE 423 .61 1489.49 28,43

Source = Company's Annual Reposts,

It is evident from the kabove Tsble that the percentage of
Inventory Turnover had continuously a variable trend throughout the
period of the study, The percentage of inventory turnover varied
from 22,70 percent in 1981«82 to 35.51 percent in 1983-84, forming
a range of 12,81 percent, It hed a upwerd trend du:ing the firsat
three years of the sbudy i.e. from 1981.82 to 1983.84, However, it
had a downward trend during the last two ysars of the study, The
percentage of inventory turnover was 22,70 percent in 1981-82, which
constantly incresssd upto 1983-84 and was 27,29 percent and 35,51 %
respectively, However, the percentege of inventory turnover decreas-
ed significantly to 29,53 percent in 19B84-85 and further slightly to
28,01 X in 1985-86,

In order to get purposeful information, the Inventnry Turn-
over Ratio 2nd the percentage of Inventory Turnover has been analy-

sed, for each individual item or for each group of items or accorde



1ob

ing to its components,viz,., rew materials, work-in-process, finished
goods, snd consumahle stores, Therefore, the follouwing ratios have

been calculated in detail,

a8, Reaw Materials Inventory Turnover Ratio,
b, Worke-in-firocess Inventory Turnover Ratio.
c. Finished §oods Inventory Turnover Ratio,

d, Consumable Stores Inventory Turnover Ratio,

The shove ratios have bern studied in detesil and comments

made thereon,

a, RAW MATERIALS INVENTORY TURNOVER RATIO

This retio has besn calculated by the follouing formula,

Cost of R.,M, consumed

Raw Msterials Inventory Turnover Ratio =
Avesmye R.M. Inventory,

Vhere,
Dpening R.M.Inventory + Closing R.M,
Average Raw Materials Inventory = Inventory
2
This ratio is es shoun in the Table 4,45,
TAB LE - 4,45
» RAU MATERIAL INVENTORY TURNOVER RATIO
Sr R U P E E S IN LARCS
* R
No., TU°r “Tost of R.M, RAverage N.M. stio in’Times
Consumed Inventory
1 198182 508,98 71.90 7.07
2 1982-83 499,06 113.02 4,41
3 1983.84 424,86 112,98 3.76
4 1984.85 430.76 ' 83.88 5.13
TOTAL 2287.82 464,19 4,92
AVERAGE 457,56 92,83 4,92

Source « Compeny's Annual Reports.
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CALCULATION OF AVERASE RAW MATERIAL TURNOVER 3

Opening R.M.Inventory + Closing R.M,

Average Raw Materizls Inventory = Inventory
' 2
43,92 + 99,88
1981-82 = - 71.90
2 .
99.88 + 126,17
198283 = = 113,02
' 126,17 % 99,80
1983.84 = - 112,98
2
99.80 + 67,97
1984.85 # - 83.88
2
67.97 + 96.86
198586 = - 82 .41
2

The Raw Materials Inventory Turnover Ratio as presented in
the table 4,45 continuously marked a fluctueting trend throughout
the period of the study. The turnover of raw materiasls inventory
variei between 3,76 times in 1983-84 and 7.07 times in 1981.82, It
had a dounuard trend during the first three years of the study i.e,
from 1981.82 to 1983.84, Houever, it hed s upward trend during the
last two years of the study., The raw materials inventory turnover
ratio was 7,07 times in 1981.82, which constantly decreassed upto
1983-84 and was 4,41 times and 3.76 times respectively, Houwsver, the
turnover of rav materials inventory in creesedi significantly to 5.13
times in 1984.85 and further slightly to 5.14 times in 1985.86, The
reason for the decreasse in the turnaver ratio during the first three
years of the study was the significant decrease in the cost of rau
materials consumed without & correspondinj decrsase in the average
raw materials inventory, while the reason for the increase in the

turnover ratic during the last tuwo years of the study was substential



decrease in the level of sverage raw maeterisls inventory,

b, WYORK.INEZPROCESS INVENTORY TURNOVER RATIO ¢

This ratio {s calculeted hy the following formula,
Cost of Production(Mfg)

Vorke=in-Process Inventory Turnover Ratio =
Averaje Work-in-Process
Inventory

Uhere,

Opening York-ineProce Inventory + Closing

Averags Work-ingProcess _ W.1.P.1

Inventory

2
Table 4,46 shous the lUorkein=Process Inventory Turnover

Ratio during the period 1981-82 to 1985-86,

TABLE - 4,46
WORK-IN.PROCESS INVENTORY TURNOVER RATIO

TR . o O g

Sr, Ysar RUPEES IN LtLACS Ratio in
No. Cost of Production Average Uorkeine Times
Process Inventory
1 1981582 1358,48 129.14 1n,.51
2 1982-83 1444,89 138.67 1n0.41
3 1983g86 1345,13 116,94 11.50
4  1984-85 1478,36 130.06 11,36
-] 198586 1756 .77 142,90 12,29
TOTAL 7383 .63 657.71 11.12
AVERAGE 1476 .72 131 .54 11.12
Source « Company's Annual Reports.

Aversge Uork-in-Process

CALCULATION OF AVERASE WORK-IN-PROCESS INVENTORY ¢

Inventory

Opening Uork-in-process* Closing W.i.P

Inventory

Inventory

2



109.54 + 148,75

148.75 + 128,60
2
128460 + 105.28
1983-84 - = 16.94
2
105.28 + 154.84
1984.85 = = 130,06
2
154,84 + 130,97
198586 = = 142,90
2

The Uorkein—Process Inventory Turnover Ratioc as shown in
table 4,46 continuously registered a fluctuating trend throughout
the period of the study. The turnover of workein-process inventory
varied foom 10.41 times in 1982-83 to 12.29 times in 1985-86 forming
a range of 1,88 times, The turnover ratio was 10,51 times in 1981.82,
which decreased slightly to 10.41 times in 198283, the lowest of the
period of the study. In 1983-84 there has bsen an increase in the
turnover ratio fi.e., 11.50 times due to a significent decrease in the
leve]l of average uworke-in-process inventory of the compeny. During
1984.85 the turnover ratio decreased slightly and was 11,36 times,
In 1985.86 it improved and beceme 12,29 times, the hijhest of the
period of the study, The reason of constant fluctuation in the ratio
of worke-in-process Inventory turnover was that the constent incresse
in the ccst of production in all the years except 1983-84, uhile the
level of aversge work—ine-process inventory had constsntly a variashle

trend during the oversll period of the study,

c. FINISHED GOODS INVENTORY TURNOVER RARTIO

This ratio is calculated by the following formula.,
Cost of F,D, Sold

F«s .Inventory Turnover Ratio =
Rverage F.D. Inventory.
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Where,
Openiﬁg F.G.Inventory + Clésing F.5.

Average F.G, Inventory = Inventory
2
This ratio is presented in Table 4,47
TABLE - 4,47
FINISHED GOODS_INVENTORY TURNOVER RATIO
Sr, y RUPEES IN LACS Retio in
No ear
. Cost of F.G. Average F.G, Times
Sold Inventory
1 1981-82 1368.74 77 .31 17.70
2 1982-83 1446,83 116 .56 12.41
3 19R3.84 1334,03 169,73 7 .85
4 19R84.85% 1552,.93 179,67 8,64
3] 198586 1749,18 188,08 9,30
TOTAL 7451,71 731,35 10.18
AVERAGE 1490,34 146.27 10.18
¥
Source « Company's Annual Reports,

Aversge F.G.Inventory =

CALCULATION OF AVERAGE FINISHEND 500DS INVENTORY ¢

198283 bd

193384 =

19R4.8% -

1985-86 =

Opening F.G.Inventory * Closing F.G.Inventory

2
63.24 * 91,39
- 77 .31
2
01,39 <+ 141,73
= 116,56
2
141,73 + 197,74
= 169073
2
197.78 4+ 161,61
& 179,67
2
161,61 + 214.56
- 188.08

~N
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The Finiehed Goods Inventory Turnover Ratio as presented in
the table 4,47 continously marked & fluctuating trend throughout the
perfiod of the study, The turnover of finished goods inventory varied
between 7,85 times in 1983-84 and 17.70 times in 1981.82, It hed =
downuward trend during the first three years of the study {,e,, from
1981.82 to 1983.84, Howsver, it had s upward trend during the last
tuo years of the study, The finished goods inventory turnover ratio
ves 17,70 times in 1981.82, which constantly decreased upto 198384
end was 12,41 times and 7.85 times respectively, However, the turne
over of finished goods inventory increased to 8.64 times in 1984.85
and further slightly to 9,30 times in 1985.86, The reason for the
decrease in the turnover ratio during the first three years of the
study vas the significant increase in the lavel of average finished
goode inventory without a2 corresponding increase in the cost of
finished gonds sold, while the reason for the increase in the turno-
ver ratio during the lsst tuo yesrs of the study wvaes a substantial
incresge in the cost of finished gonds sdd without a corresponding
increase {n the levsl of average finished goods inventory of the

compeny.

d., CONSUMABLE STORES INVENTORY TURNOVER RATIO

This retio hes been calculated by the following formula,

Cost of C.S.Consumed
CSeInventory Turnover Ratio =

Aversge Consumable Stores Inventory

there,
Opening C.S.Inventory + Closing C.S.Inventory

2

Averasge C.S.Inventory =

Teble 4,48 shows the consumeble stores inventory turnover

ratio during the period from 1981-82 to 1985-86,
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TABLE . 4,48
EOMSUHABLE STURE§~INVENTORY TURNOVER RATIO

Sr. Year RUPEES IN LACS Ratio in
No. Cost of C.5. Average C.S. Times
Consumed Inventory.
1 1981.82 162,84 47,08 3.45
2 1982.83 178,04 51,21 3 .47
3 1983.84 134,42 53,23 2,52
4 1984.85 170.20 56,72 3.00
s 1985-86 235,14 56,47 4,16
TOTAL 880,64 264,71 3,32
AVERAGE 176,12 52,94 332
Source -« Compeny's Annusl Reports,
CALCULATION OF AVERAGE CONSUMASLE STORES INVENTORY ¢
Averaje Consumable Stores Inventory =
Opening C.S.Inventory ¢+ Closing C.S.Inventory
2
45,77 + 48,40
198182 - = 47 .08
2
46,40 <+ 54,03
1982.83 ® = 51,21
2
54,03 % 52,43 _
198384 = = 52,23
2
52.43 + 61,02
198485 = = 56,72
2
61,02 + 51,93
1985.86 - = 56.47
2

The consumable stores inventory turnover ratio ae shown in



les
Table 4.48 continuously marked a fluctuating trend throughout the
period of the study, The turnover of consumable stores inventory u
varied from 2,52 times in 1983.84 to 4,16 times in 1985.86, forming
range of 1,64 times. The turnover ratio was 3.45 times in 1981.82,
which increased glightly to 3.47 times in 1982.83,. In 1983-84 there
has been a significant decrease in the turnover tatio mi.e., 2,52
times, the lowest of the peried of the study. During 1984.85 the
turnover ratio improved slightly to 3.00 times and further signifi.
cantly to 4,16 times in 1985-86, the highest of the period of the
study. The resson of constant fluctuation in the consumahle stores
inventnry turnover ratio vas that the ennstant increass in the level
of aversge consumable stores inventory in all the years except in
198586, while the cost of consumanle storee consumed had constently

@ variable trend during the overall period of the study,
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