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ROI Ratio — Anova Test » Chi’ — Test, F — Test, T ( Student ) — Test :
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(4 ) Net Profit Ratio :-

Net profit margin indicates the management’s ability to earn
sufficient profits on sales not only to cover all revenue
operating expenses of the business, the cost of borrowed
funds and the cost of merchandising of servicing, but also to
have a sufficient margin to pay reasonable compensation to

shareholders on their contribution to the firm.

This ratio is an effective measure to check the profitability of a
business. Depending upon the concept of net profit margin,

the ratio can computed as under :

Net Profit Ratio =  Net Profit / sales * 100

Table 3.4 clears the position regarding the net profit ratio in

the selected unit of cement Industry.
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TABLE 3.4 NET PROFIT RATIO ( RS. CRORES)
CEMENT INDUSTRY UNDER THE STUDY (1995-°96 TO 2002-°03)

Mar-96 Mar-97 Mar-98 Mar-99 Mar-00 Mar-01 Mar-02
Mar-03 | average
Eastern Region
OCL India Limited 20.63 11.49 1.39 3.83 5.79 6.15 6.74 18.33 | 9.29375
Damodhar Cement &
Slag Ltd. -14.91 30.24 0.85 8.78 -5.09 2.47 -0.78 1.97 2.94125
Ambuja Cement Eastern
Limited -44.44 -36.36 -126.46 120.89 1.33 -41.65 6.89 11.83 | -13.4963
Birla Corporation Ltd. 43.77 7.36 -51.73 -53.62 -38.36 -14.17 -0.76 4.19 -12.915
YEARLY AVERAGE 1.2625 3.1825 -43.988 19.97 -9.0825 -11.8 3.0225
9.08 -3.54406
Western Region
Saurashtra Cement
Limited 22.4 9.39 -14.87 1.32 -13.2 -40.05 -38.38 -53.36 -15.8438
Gujarat Ambuja Cement
Ltd 99.1 141.56 132.11 130.18 150.56 427.88 192.96 178.93 181.66
Gujarat Sidhee Cement
Ltd. 17.94 -5.62 -15.8 -55.47 -69.44 -61.41 -30.78 163.67 -7.11375
YEARLY AVERAGE
46.48 | 48.44333 | 33.81333 | 25.34333 22.64 108.8067 | 41.26667 | 96.41333 | 52.90083
Northern Region
Shree Cement Limited
22.26 33.33 35.54 8.54 5.83 15.35 1.47 7.63 16.24375
Associated Cement Cos.
Ltd. 226.78 74.99 13.44 56.84 -61.34 56.34 130.43 103.89 75.17125
YEARLY AVERAGE
124.52 54.16 24.49 32.69 -27.755 35.845 65.95 55.76 45.7075
Southern Region
Priyadarshini Cement
Limited 12.23 20.69 21.04 13.34 6.44 -8.8 2.61 -12.04 6.93875
Shri Vishnu Cement
Limited 9.61 10.47 6.05 1.48 -7.23 6.84 0.23 -12.92 1.81625
Madras Cements Ltd. 88.15 77.04 31.97 31.85 37.84 44.33 25.66 12.96 43.725
Chettinad Cement
Corpn. Limited 31.12 21.29 10.6 9.16 6.44 7.41 -11.51 -6.99 8.44
Dalmia Cement (Bharat)
Limited
38.1 29.1 26.19 20.12 21.14 28.8 25.46 19.99 26.1125
Deccan Cements
Limited 7.75 6.85 8.17 6.44 0.96 6.7 6.08 1.36 5.53875
YEARLY AVERAGE 31.16 27.5733 17.3367 13.7317 10.9317 14.2133 8.08833
0.393333 | 15.42854
Rest of Region
Shree Digvijay Cement
Limited
16.53 2.47 -16.23 -21.82 -113.33 -22.67 -32.28 -21.4 -26.0913
Cement Corporation of
India Limited 3
104.75 -159.41 1.5 -184.94 -216.91 -230.76 -215.33 -215.36 -165.745
YEARLY AVERAGE
-44.11 -78.47 -7.365 -103.38 -165.12 -126.715 -123.805 -118.38 -95.9181
SOURCE : Computed from the reports and accounts of the respective

companies from 1995-96 to 2002-’03.




137

The Table 3.4 shows that in Eastern Region , the Net Profit
Ratio reveals the significant fluctuating trend. The average
ratio of Eastern Region was Rs. 3.54 crores. In march — 96 the
Net Profit Ratio was Rs. 1.26 crores, then after it showed
decreased in march — 98 Rs. — 43.98 crores. and finally it

stood with march — 03 Rs. 9.08 crores.

The Net Profit ratio in Western Region also witnessed a
fluctuating trend. The average Net Profit Ratio of Western
Region was Rs. 52.90 crores. The Performance of Gujarat
Ambuja Cement Ltd. was satisfactory because it’s average
ratio was Rs. 181.66 crores. The average ratio of saurashtra
cement Ltd. and Gujarat Sidhee Cement Ltd. was negative. It

indicated poor Performance.

In Northern Region Net Profit Ratio was Rs. 124.52 crores in
March — 96. Then after it showed decreasing till march — 2000
and reached Rs. - 27.75 crores and finally it stood with Rs.
55.76 crores in march — '03. The average ration of this region
was Rs. 45.70 crores. Performance of all units was

satisfactory in last three years of study period.

The ratio in Southern Region declined in first five years of
the period under review and reached Rs. 10.93 crores in
march 2000 from Rs. 31.16 crores in march — 96. Then after

it increased and reached at Rs. 14.21 crores in march — 2001.
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At finally it stood at Rs. 0.39 crores. The average ratio of this

region was Rs. 15.42 crores.

In Rest of the Regions the Net Profit ratio registered
fluctuating trend. The average ratio of this region was Rs. —
95.91 crores. The average ration of this region was lower and
negative than Industry ratio. The performance of Cement
Corporation of India Ltd. was very poor because its average

ratio was Rs. — 165.74 crores.
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Chart No 3.4 (A)

Net Profit Ratio -Eastern Region

= O Birla Corporation

Cement & Slag

Ltd.

O OCL India
1 Limited

8. Ltd.

S

~ = O Ambuja Cement
N -

o — Eastern Limited
a

g’-’ - B Damodhar

o

-~

o

o

>

-200 -100 0 100 200

Net Profit Ratio
(Rs. Crores)

Chart No 3.4 (AA)

Met Profit Ratio - Eastern Region (Rs. Crores)




140

Chart No 3.4 (B)

Net Profit Ratio- Western Region
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Chart No 3.4 (C)

Net Profit Ratio- Northern Region
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Years 1995-96 to 2002-03
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Chart No 3.4 (E)

Net Profit Ratio- Rest of the Regions

N

o

o

N

8

[T}

S )

& B Cement Corporation
o of India Limited
2 @ Shree Digvijay
§ Cement Limited

—300 -200 -100 100

Net Profit Ratio
(Rs. Crores)

Chart No 3.4 (EE)
et Profit Ratio - Rest of The REegions (Fs. Crores)




144

Net Profit Ratio — Anova Test » Chi’ — Test, F — Test, Z (Normal) — Test :
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( 5 ) Return on Net Capital Employed:

The Return on Net Capital Employed is a guide to compare
the profitability of business. It is also an indicator of proper
utilization of net capital employed towards achieving desirable

profits.

The ratio is more appropriate for evaluating the efficiency of
internal management. A high ratio is a test of better
performance and low ratio is an indication of poor

performance.

The formula for derivation of this ratio is :

Return on Net Capital Employed = Operating Profit before
Interest and Tax/ Net Capital Employed
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TABLE 3.5 RETURN ON NET CAPITAL EMLOYED ( % ) (MARCH - 1996 TO MARCH -2003 )

Mar-96 Mar-97 Mar-98 Mar-99 Mar-00 Mar-01 Mar-02 avera
Mar-03 ge
Eastern Region
OCL India Limited 14.08
27.85 18.64 11.14 10.39 11.43 8.79 7.99 16.45 5
Damodhar Cement 110.1
& Slag Ltd. 31.73 770.27 4.22 33.95 -9.29 16.93 5.27 27.96 3
Ambuja Cement 68.05
Eastern Limited -10.16 3.88 955.02 -377.82 -1.66 -37.74 5.02 7.89 375
Birla Corporation 6.643
Ltd. 25.81 10.4 -1.32 -0.63 2.55 4.7 5.63 6.01 75
YEARLY 18.8075 200.798 242.265 - 0.7575 -1.83 5.9775
AVERAGE 83.528
14.577 | 49.72
Western Region
Saurashtra
Cement Limited 19.25 16.14 7.32 11.45 3.78 -4.42 -3.17 -3.67 5.835
Gujarat Ambuja 13.58
Cement Ltd 10.74 16.86 13.91 14 14.43 14.85 12.98 10.9 375
Gujarat Sidhee
Cement Ltd. 52.15 15.07 3.14 -31.64 -48.97 -48.58 -7.86 -6.11 -9.1
YEARLY
AVERAGE - - -
27.38 16.02333 8.123333 | 2.0633 10.2533 12.7167 0.65 0.3733 | 3.439
Northern Region
Shree Cement
Limited 27.88 35.68 16.14 11.59 11.68 13.13 7.21 9.01 16.54
Associated Cement 12.04
Cos. Ltd. 28.33 12.89 5.84 8.43 4.31 11.77 15.03 9.76 5
YEARLY
AVERAGE
28.105 24.285 10.99 10.01 7.995 12.45 11.12 9.385 14.29
Southern Region
Priyadarshini
Cement Limited 41.44 47.81 51.66 42.49 25.55 17.69 22.82 8.21 32.20
Shri Vishnu
Cement Limited 30.94 36.01 24.31 14.79 2.21 18.88 13.16 -11.71 16.07
Madras Cements
Ltd. 34.17 19.89 15.86 15.37 13.59 12.86 11.59 9.93 16.65
Chettinad Cement 15.54
Corpn. Limited 31.94 22.35 16.42 14.17 11.95 12.46 9.2 5.88 625
Dalmia Cement
(Bharat) Limited 16.10
27.92 20.36 15.06 12.37 12.62 15.23 15.33 9.97 75
Deccan Cements 15.88
Limited 22.6 18.97 20.56 15.59 12.47 14.89 13.36 8.67 875
YEARLY 31.5017 27.565 23.9783 19.13 13.065 15.335 14.243
AVERAGE 3 5.1583 | 18.74
33 708
Rest of Region
Shree Digvijay 0.25 16.64 2.67 -14.56 -56.98 4.35 10.45 -
Cement Limited 2.087
20.48 5
Cement -4.9 =775 0.42 40.08 23.82 19.52 10.5 -
Corporation of 84.73
India Limited 7.69 38
YEARLY -2.325 -379.18 1.545 12.76 -16.58 11.935 10.475 -
AVERAGE 43.41
14.085 06

SOURCE : Computed from the annual reports and accounts of the

respective companies from March-‘96 to March-‘03
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Table 3.5 Clearly indicated that rate of Return on Net Capital
Employed in Eastern Region registered a fluctuating trend. It
was 200.79 percent in March - 97 as compared to March -
96 showing an high increasing trend but it went down in the
year March — 99 and reached 83.52 percent in March - 99
then it decreased and reached — 1.83 percent in March — 2001
and finally in march — 03 it stood with 14.57 percent. The
average rate of Return on Net Capital Employed of this region

was 49.72 percent.

Western Region also recorded a fluctuating trend in rate of
Return on Net Capital Employed during study period. It was
27.38 percent in March — 96 which declined to 2.06 percent
in March - ’99. Then it increased and reached at 12.71
percent, then after it showed a decreased trend in march -
02, it was 0.65 percent. The average ratio of this region was
3.43 percent. The reason behind decrease of ratio was
decrease in amount of EBIT, where the Volume of capital

employed was increased.

The rate of Return on Net Capital Employed in Northern
Region witnessed a decreasing trend during the first five year
of study period. It was 28.05 Percent in March — 96 and
reached at 7.99 percent in March - 2000. Then after, it
increased and reached, at 12.45 percent in March — 01. In

last two year of study it also showed a decreasing trend. In
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March - ’03 it was 9.38 percent. The average ratio of this

region was 14.29 percent.

The rate of Return on Net Capital Employed in Southern
Region registered a fluctuating trend. It varied between 5.15
percent in March -’03 and 31.50 percent in March - '96. The
average rate of Return on Net Capital Employed of this region
was 18.74 percent. The average rate of return of Shri Vishnu
Cement Ltd., Madras Cement Ltd. , Chettinad Cement Corp.
Ltd. , Dalmia Cement Ltd. and Deccnt Cements Ltd. was
16.07 percent , 16.65 percent, 15.54 percent and 16.10
percent were as the southern region average rate was 18.74
percent. On other hand the average rate of Return on Net
Capital Employed of Priyadarshini Cement Ltd. was 32.20
percent. It indicated satisfactory rate of return of net capital

employed.

In Rest of the Regions the rate of Return on Net Capital
Employed showed a fluctuating trend. The average rate of
return on net capital employed of this region was - 43.41
percent. The average rate of Return on Net Capital Employed
of Shree Digvijay Cement Ltd. and Cement Corp. of India Ltd.

were — 2.08 percent and — 84.73 percent respectively.
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It can be concluded the average rate of Return on Net Capital
Employed in this region was very pour and lowest among all

the regions.



150

Chart No 3.5 (A)
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Chart No 3.5 (B)
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Chart No 3.5 (C)
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Chart No 3.5 (D)
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Chart No 3.5 (E)

Return on Net Capital Employed Ratio
-Rest of the Regions
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Return on Net Capital Employed Ratio — Anova Test » Chi2—Test, Z (Normal)—
Test, T ( Student) — Test :
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( 6 ) Return On Net Worth:

The Return On Net Worth indicates the profitability of the
owner’s investments. As we know that every business is
established with a view to getting return in the form of profit
on the amount invested, so there should be a minumum of

return on investment. It is also known as return on share

holder’s funds.

The return on net worth has been computed with help of the

following formula :

Return on Net worth = Net profit after Tax / total share

holder’s Funds * 100

The following table 3.6 shows the percentage of Return On Net
Worth :
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TABLE 3.6. RETURN ON NET WORTH ( % ) (MARCH -"96 TO MARCH -"03)

Mar-96 Mar-97 Mar-98 Mar-99 Mar-00 Mar-01 Mar-02
Mar-03 | average
Eastern Region
. 18.09 9.85 0.3 2 6.28 3.4 2.44 14.84 7.075
Damodhar Cement &
Slag Ltd. 36.13 34.97 -4.38 54.89 -37.8 17.81 -6.66 13.92 13.61
Ambuja Cement
Eastern Limited 75.17 38.56 43.59 55.46 -58.55 -832.6 -18.94 -9.8 -88.3888
Birla Corporation Ltd. 17.17 -1.54 -24.77 -35.25 -25.61 -12.07 -5.68 -5.79 -11.6925
YEARLY AVERAGE 36.64 20.46 3.535 19.275 -28.92 -205.87 -7.21
3.2925 -19.8491
Western Region
Saurashtra Cement
Limited 27.63 18 -11.76 -0.98 -14.6 -36.19 -51.45 -67.46 -17.1013
Gujarat Ambuja
Cement Ltd 18.34 22.7 14.79 12.62 12.51 10.22 11.93 11.85 14.37
Gujarat Sidhee Cement
Ltd. 516.8 -40.98 -289.02 196.45 60.33 40.02 16.42 10.67 63.83625
YEARLY AVERAGE
187.59 -0.09333 -95.33 69.36333 19.41333 4.683333 -7.7 -14.98 20.36833
Northern Region
Shree Cement Limited 24.37 33.35 22.38 4.26 2.4 6.32 -1.65 1.92 11.66875
Associated Cement
Cos. Ltd. 26.58 7.2 -1.67 -1.23 -7.84 6.35 12.52 5.43 5.9175
YEARLY AVERAGE
25.475 20.275 10.355 1.515 -2.72 6.335 5.435 3.675 8.793125
Southern Region
Priyadarshini Cement
Limited 238.76 104.62 57.67 26.99 10.78 -16.86 5.61 -41.12 48.30625
Shri Vishnu Cement
Limited -80.42 8567.74 47.03 2.87 -63 45.8 -3.26 -90.8 1053.245
Madras Cements Ltd. 50.71 30.36 10.78 11.95 11.12 12.3 7.68 5.33 17.52875
Chettinad Cement
Corpn. Limited 46.28 23.59 11.56 8.9 5.55 12.06 -3.54 -20.89 10.43875
Dalmia Cement
(Bharat) Limited
26.62 18.3 14.27 8.87 9.08 11.47 11.26 2.73 12.825
Deccan Cements
Limited 22.65 17.33 17.63 12.99 11.41 12.4 10.54 2.76 13.46375
YEARLY AVERAGE 50.7667 1460.32 26.49 12.095 -2.51 12.8617 4.715
-23.665 192.6346
Rest of Region
Shree Digvijay
Cement Limited -27.98 4.57 -28.23 -77.07 169.13 27.57 21.68 16.64 13.28875
Cement Corporation
of India Limited 45.71 52.27 24.52 34.95 29.69 25.23 19.93 17.3 31.2
YEARLY AVERAGE
8.865 28.42 -1.855 -21.06 99.41 26.4 20.805 16.97 22.24438

SOURCE : Computed from the annual reports and accounts of the
respective companies from March-'96 to March- ’03.
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In Eastern Region the Return on Net worth registered a
fluctuating trend. It varied from 36.64 percent to — 205.87
percent. The average of Return on Net worth of this region was
— 19.84 percent , which was lower than average of all units ,

under the study period.

The rate of Return on Net worth in Western Region showed a
highly fluctuating trend. In march — ’96 it was 187.59 percent
with high decreased, it reached - 65.33 percent in march -
'98. Also in last year of study period there was negative ratio.

The average ratio of this region was 20.36 percent.

Table 3.6 showed that the rate of Return on Net worth
witnessed a fluctuating trend during the study period in
Northern Region. It ranged between — 2.72 percent to in
March — 2000 and 25.47 percent in March —'96. The average
ratio of this region was 9.79 percent. During the entire study
period, the rate of Return on Net worth was always less them

the rat of Return on Net Capital Employed.

In Southern Region rate on Return on Net worth registered a
fluctuating trend under the study period. In March -’96 it was
50.66 percent and in March - 2000 it was — 2.51 percent.
Then after it increased and reached 12.86 percent in March -

‘01 and finally it stooped with — 23.66 percent. The average
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rate Return on Net worth of this region was 192.63 percent,

which was highest among all the units under study.

The Return on equity Net worth of Rest of the Regions also
indicates a fluctuating trend. In March -96 it was 8.86
percent and with high increased, it reached 28.42 percent in
March - 97 and finally it stooped with 16.97 percent. The
average ratio of this region was 22.24 percent. The average
ratio of Shree Digvijay Cement Ltd. and Cement Corp. of India
Ltd. was 13.28 percent and 31.2 percent respectively.
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Chart No 3.6 (A)
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Chart No 3.6 (B)
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Chart No 3.6 (C)
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Chart No 3.6 (D)
Return on Net Worth Ratio - Southern Region
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4.1 CONCEPT OF LIQUIDITY:

By the term ‘liquidity’ is meant the debt-repaying capacity of
an undertaking. It refers to the firm’s ability to meet the
claims of suppliers of goods, services and capital. According to
Archer and D’Ambrosio, liquidity means cash and cash
availability, and it is from current operations and previous
accumulations that cash is available, to take care of the
claims of both the short-term suppliers of capital and the
long-term ones. It has two dimensions; the short-term and the

long-term liquidity.

Short-term liquidity implies the capacity of the undertaking,
to repay the short-term debt which means the same as the
ability of the firm in meeting the currently maturing
obligations from out of the current assets. The purpose of the
short-term analysis is to derive a picture of the capacity of the
firm to meet its short-term obligations out of its short-term
resources, that is, to estimate the risk of supplying short-term

capital to the firm.

Analysis of the firm’s long-term position has for its rationale
the delineation of the ability of a firm to meet its long-term
financial obligations such as interest and dividend payment
and repayment of principal. Long-term liquidity refers to the
ability of the firm to retire long-term debt and interest and

other long-run obligations. When relationships are established



174

along these lines, it is assumed that in the long-run assets
could be liquidated to meet the financial claims of the firm.
Quite often the expression ‘Iliquidity’ is used to mean short-

term liquidity of the companies.

In the present study, liquidity is taken to mean the short-term
liquidity which refers to the ability of the undertakings to pay
off current liabilities. This is chosen because the study relates
to the management of short-term assets and liabilities. In
other words, the long-run success of an undertaking lies in its
ability to survive in the immediate future. Further, a company
may have tremendous potential for profitability in the long-
run but may languish due to inadequate liquidity. It is,
therefore, short-term liquidity that has been considered

crucial to the very existence of an enterprise.

4.2 MEASUREMENT OF LIQUIDITY

Liquidity of an enterprise can be studied in two ways, namely,
(i) Technical liquidity, and (ii) Operational liquidity. The
difference between the two methods of liquidity
measurement depends upon whether one assumes the
‘liquidation concept’ of business as in case of the technical
liquidity or the ‘going concern concept’ of business as in

the case of the operational liquidity.
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The first method of computation of liquidity is based on the
assumption that the firm might become insolvent at any time
and whether, in such an event, the current assets held by the
undertakings would be sufficient to pay-off the current
liabilities. On the other hand, the computation of ‘operational
liquidity’ attempts the measurement of the firm’s potential to
meet the current obligations on the basis of net cash flows
originating from out of its own operations with the view that a
manufacturing enterprise cannot pay off current liabilities
from its current assets when it is in the run. It is assumed
under this approach that firms are going firms and hence
the liabilities are met through the net cash flows arising out of

their operations.

[I] TECHNICAL LIQUIDITY

Technical liquidity is normally evaluated on the basis of the

following ratios in a business enterprise.

(1) CURRENT RATIO
Current ratio expresses the precise relation between current
assets and current liabilities. It is calculated by dividing

current assets with current liabilities.

Current Ratio=Current assets/Current liabilities.
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It indicates the availability of current assets in rupees for
every one rupee of current liabilities. A high ratio means that
the firm has more investment in current assets. While a low
ratio indicates that the firm in question is unable to retire its
current liabilities. In fact, a satisfactory current ratio for any
given firm is difficult to judge. For most manufacturing
undertakings, a ratio of 2:1 is traditionally considered a
bench-mark of adequate liquidity. However, to some of the
undertakings like public utilities and service firms this
standard ratio is not particularly useful in as much as they

carry no inventories for sale.

Current ratio is equally useful to both the outsiders and
management. To an outsider, it is a measure of the firm’s
ability to meet its short-term claims. So far as the
management concerned, the ratio discloses the magnitude of
the current assets that the firm carries in relation to its
current liabilities. As regards the outsider, the larger he ratio,
the more liquid is the firm. But, from the management point
of view, a larger ratio indicates excess investment in less
profit-generating assets. On the contrary, a low current ratio
or downward trend in the ratio indicated the inefficient

management of working capital.
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Nevertheless, the current ratio is a crude and quick measures
of the firm’s liquidity as it is only a test of the quantity and
not the quality. The limitation of this ratio as an indicator of
liquidity lies in the size of the inventory of the enterprise. If
inventory forms a high proportion of current assets, the 2:1
ratio might not be adequate, as a meaningful measure of

liquidity.

(2) QUICK OR ACID-TEST RATIO

Recognising that inventory might not be very liquid or slow-
moving, this ratio takes the quickly realizable assets and
measures them against current liabilities. This is a more
refined if somewhat conservative estimate of the firm’s
liquidity, since it establishes a relation between quick or
liquid assets and current liabilities. To be precise of quick
assets is one that can be converted into cash immediately or
reasonably soon without loss of value. For instance, cash is
the most liquid of all assets. The other assets which are
considered to be relatively liquid and include in the quick
category are accounts and bills receivable and marketable
securities. Inventory and period expenses are considered to be
less liquid. Inventories normally require some time for
realizing into cash. The quick ratio is, then, expressed as a

relation between quick assets and current liabilities, as :
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Quick Ratio=Quick assets/Current liabilities

=Current assets — Inventories /Current liabilities.

Conventionally, a quick ratio of 1:1 is considered to be a more
satisfactory measure of liquidity position of an enterprise. In
fact, this ratio does not entirely supplant the current ratio;

rather, it partially supplements current ratio and when
used in conjunction with it, tends to give a better picture of

the firm’s ability to meet its claims out of short-term assets.

(3) ABSOLUTE LIQUIDITY RATIO

Absolute liquidity ratio is the refinement of the concept of
eliminating inventory as liquid assets in the acid-test ratio,
because of their uncertain value at the time of liquidation.
Although receivables are generally much more liquid in nature
than inventories, some doubt may exist concerning their
liquidity as well. So, by eliminating receivables and
inventories from the current assets, another measure of
liquidity is derived by relating the sum of cash and
marketable securities to the current liabilities. Generally, an
absolute liquidity ratio of 0.5:1 is considered appropriate in

evaluating liquidity.
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[ II ] OPERATIONAL LIQUIDITY

Operational liquidity which is based on the going concern
concept of business, is determined by expressing cash flows
as a percentage of current liabilities. It is varified here
whether the cement companies included in the study would
be able to discharge its current liabilities from the cash flows

generated from the operations.

4.3 DETERMINATES OF LIQUIDITY

So far, the measurement of liquidity was accomplished by
comparing current assets with current liabilities. But, focus
has not been thrown on the factors that determine liquidity.
Several factors influence the liquidity position of an

undertaking. Significant among them are:

(a) the nature and volume of business;

(b) the size and composition of current assets and current
liabilities;

(c) the method of financing current assets;

(d) the level of investment in fixed assets in relation to the total
long-term funds; and

(e) the control over current assets and current liabilities.
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Firstly, the nature and volume of business influence the
liquidity of an enterprise. Depending upon the nature of the
units, some firms require more of working capital than others.
For some of the concerns like public utilities, less proportion of
working capital is needed, vis-a-vis, manufacturing
organizations. Besides, an increasing volume of business also
enhances the funds needed to finance current assets. In these
situations, if the firm does not divert some funds from the long-

term sources, the liquidity ratios would be adversely affected.

Secondly, the size and the composition of current assets and
current liabilities were the basic factors that determine the
liquidity of an enterprise. If a higher investment is made in the
current assets in relation to current liabilities, there would be a
corresponding rise in the current ratio. While quick and other

ratios depend on the composition of current assets.

Thirdly, the method of financing current assets causes
changes in the liquidity ratios. If greater part of the current
assets is financed from long-term sources, greater also would
be the current ratio. On the other hand, if the concern
depends much on the outside sources for financing current

assets, the ratio would fall.

Fourthly, the absorption of funds by fixed assets is one of the

major causes of low liquidity. As more and more of the firm’s
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total funds are absorbed in this process, there will be little left
to finance short-term needs and therefore liquidity ratios fall.
Hence, the degree of liquidity is determined by the attitude of
the management in the allocation of permanent funds

between fixed and current assets.

Finally, stringent control over the current items causes
fluctuations in the liquidity ratios. If investment in current
assets is not taken care of properly the firm may accumulate
excess liquidity, which may adversely affect the profitability.
On the contrary, unduly strict control of the investment in all
types of current assets may eventually endanger the existence
of the firm owing to non-compliance of claims because of the
shortage of funds. Similarly, control over current liabilities
also plays an important role in determining liquidity of an
enterprise by requiring the firm to contribute necessary funds

from long-term sources to keep up the liquidity position.

4.4 EFFECTS OF LIQUIDITY

Liquidity of a business is one of the key factors determining
its propensity to succeed or fail. Both excess and shortage of
liquidity affect the interest of the firm. By excess liquidity in a
business enterprise, it is meant that it is carrying higher
current assets than are warranted by the requirements of

production. Hence, it indicates the blocking up of funds in
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current assets without any return. Besides, the firm has to
incur costs to carry them overtime. Further, the value of such
assets would depreciate in times of inflation, if they are left
idle. Owing to the cornering of capital, the firm may have

resort to additional borrowing even at a fancy price.

On the other hand, the impact of inadequate liquidity is more
severe. The losses due to insufficient liquidity would be many.
Production may have to be curtailed or stopped from the lack
of necessary funds. As the firm will not be in a position to pay
off the debts, the credit worthiness of the firm is badly
affected. In general, the smaller the amount of default, the
higher would be the damage done to the image of the unit. In
addition, the firm will not be able to secure funds from
outside sources, and the existing creditors may even force the
firm into bankruptcy. Further, insufficient funds will not allow
the concern to launch any profitable project or earn attractive

rates of return on the existing investment.

Between the excess and inadequate liquidity, the latter is
considered to be more detrimental, since the lack of liquidity
may endanger the very existence of the business enterprise.
Besides, both the excess and inadequate liquidity adversely
affect the profitability, but liquidity itself is influenced by the
low profitability. If the firm is earning very low rates of return

or incurring losses, there would be no funds generated by the
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operations of the company which are essential to retire the
debts. In fact, there is a tangle between liquidity and
profitability, which eventually determines the optimum level of
investment in current assets. Of the liquidity and profitability,
the former assumes further importance since profits could be
earned with ease in subsequent periods, once the image of the
unit is maintained. But, if the firm losses its face in the
market for wants of liquidity, it requires. Herculean efforts to
restore its position. Instances are not lacking of great
industrial giants, with comfortable book profits coming to grief

for want of liquidity.
[ 4.5] ANALYSIS OF LIQUIDITY :

The concept of liquidity within a business is vital to the
understanding of financial management as it is the basic
criteria of test the short term liquidity position of the

enterprise.

For the analyzing of liquidity of cement Industry following

ratio have been computed.

(1) Current Ratio

(2) Quick Ratio / Liquid Ratio
(3) Cash Ratio
(

4) Interval Measure Ratio
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(1)  CURRENT RATIO :

The current ratio is a measure of the firm’s short-term
solvency. It explains the relationship between the correct
assets and current liabilities. The current ratio is calculated

by dividing current assets by current liabilities.

Current Ratio = Current Assets / Current Liabilities.

This ratio indicates the availability of current assets in rupees
for every one rupee of current liabilities. A ratio of greater
than one means that concern has more current assets than
current liabilities. As a conventional rule, a current ratio of 2 :
1 of more is considered satisfactory. Tandon committee has
recommended that ideal current ratio for bank financing is
1.33 : 1. However the current ratio is a crude-and-quick

measure of the firm’s liquidity.
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TABLE NO. 4.1 CURRENT RATIO (IN TIMES )
Cement Industry under study ( 1995 — 1996 to 2002 — 2003 )

Mar-96 Mar-97 Mar-98 Mar-99 Mar-00 Mar-01 Mar-02
Mar-03 | averge
Eastern Region
OCL India Limited 1.45 1.51 1.8 2 1.84 1.61 1.48 1.47 1.645
Damodhar Cement & Slag
Ltd. 0.15 0.49 0.46 0.96 0.52 0.57 0.42 0.52 0.51125
Ambuja Cement Eastern
Limited 0.54 0.46 0.28 0.71 0.84 0.69 0.72 0.89 0.64125
Birla Corporation Ltd. 1.18 1.27 1.39 1.04 1 1.11 1.42 1.3 1.21375
YEARLY AVERAGE 0.83 0.9325 0.9825 1.1775 1.05 0.995 1.01
1.045 | 1.002813
Western Region
Saurashtra Cement Limited
1.93 1.37 1.25 0.93 1 0.9 0.35 0.28 1.00125
Gujarat Ambuja Cement
Ltd 2.12 1.7 2.27 1.72 1.26 0.56 0.98 1.47 1.51
Gujarat Sidhee Cement
Ltd. 0.89 1.01 1.24 1 0.83 0.63 0.71 2.19 1.0625
YEARLY AVERAGE
1.646667 1.36 | 1.586667 1.216667 1.03 | 0.696667 0.68 | 1.313333 1.19125
Northern Region
Shree Cement Limited 2.52 1.75 1.47 1.51 1.54 1.57 1.31 1.25 1.615
Associated Cement Cos.
Ltd. 1.18 1.09 0.9 0.81 0.79 0.7 0.73 0.81 0.87625
YEARLY AVERAGE
1.85 1.42 1.185 1.16 1.165 1.135 1.02 1.03 | 1.245625
Southern Region
Priyadarshini Cement
Limited 2.2 2.65 1.98 1.57 1.38 1.04 1.12 0.85 1.59875
Shri Vishnu Cement
Limited 2.26 2.11 1.57 1.2 1.28 1.26 0.84 0.74 1.4075
Madras Cements Ltd. 1.95 1.63 1.69 1.41 1.28 1.85 1.34 1.23 1.5475
Chettinad Cement Corpn.
Limited 1.5 1.25 0.88 0.93 1.14 1 0.86 0.96 1.065
Dalmia Cement (Bharat)
Limited 2.2 2.64 2.36 2.62 1.88 2.19 1.53 1.24 2.0825
Deccan Cements Limited
1.63 2.36 2.1 4.53 1.39 3.06 2.05 1.92 2.38
YEARLY AVERAGE 1.95667 | 2.10667 1.76333 2.04333 | 1.39167 1.73333 1.29
1.156667 | 1.680208
Rest of Region
Shree Digvijay Cement
Limited 1.41 1.43 1.21 1.21 0.76 0.7 0.49 0.43 0.955
Cement Corporation of
India Limited 0.45 0.34 0.43 0.26 0.14 0.2 0.15 0.14 0.26375
YEARLY AVERAGE
0.93 0.885 0.82 0.735 0.45 0.45 0.32 0.285 | 0.609375

Source :

Computed from the annual reports and accounts of the

respective companies from March-1996 to March-2003.
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Table 4.1 indicated a fluctuating trend in the current ratio of
Eastern Region. The average ratio of this region was 1.00
times. The ratio varied between 0.83 times in March-1996 and
1.17 times in March-1999. The Current ratio of Damodhar
Cement & slag Ltd. And Ambuja Cement Eastern Ltd. Were
less than 1 during entire study period. It indicated that high

volume of current liabilities as against current assets.

In Western Region, the current assets and current liabilities
recorded a fluctuating trend during the period of study.
Similarly it varied from 0.68 times to 1.64 times. The average
ratio of this region was 1.19 times. The current ratio of
Gujarat Ambuja Cement Ltd. was always more than standard

norms.

The Current ratio of Northern Region registered an
decreasing trend in first four years of the study period. It was
1.85 times and reached 1.16 times in March-1999. The
average ratio of Northern Region was 1.24 times. The current
ratio a A.C.C. Ltd. was less than 1 during entire study period.
It indicated that high volume of current liabilities as against

current assets.

Table 4.1 indicated a fluctuating trend in the current ratio of
Southern Region. The ratio varied between 1.15 times in

March-2003 and 2.10 times in March-1997. The average ratio
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of this region was highest among all the region. From the
creditor point of view the solvency position of this region was
sound among all the regions.

In Rest of the Regions, the current assets and current
liabilities recorded a fluctuating tendency during the period of
study. Similarly it varied from 0.28 times in March-2003 to
0.93 times in March-1996. The average ratio of Cement
Corporation of India Ltd. was 0.26 times indicated low

liquidity position of company.

CHART NO. 4.1.

One can study as to what extent, current ratio is achieved
every year according to the company and its region. This

study can be done in A,B,C,D, E & Anove test respectively.
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Chart No. 4.1 (B)
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Chart No. 4.1 (O)
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Chart No. 4.1 (E)
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(2) QUICK RATIO :

Quick or liquid ratio establishes a relationship between quick,
or liquid assets and current liabilities. The quick ratio is a
more refined measure of the firm’s liquidity. An assets is
liquid if it can be converted into cash immediately or
reasonably soon without a loss of value. Cash is the most
liquid asset. Generally a quick ratio of 1 to 1 is considered to
represent a satisfactory current financial condition. A quick
ratio of 1 to 1 or more does not necessarily imply sound

liquidity position.

Formula of quick ratio is as follows :

Quick Ratio = Quick Assets / Quick Liabilities.

Table 4.2 represents the quick ratio of cement companies of

period under study :
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TABLE 4.2 QUICK RATIO ( IN TIMES)
Cement Industry under study ( 1995-1996 to 2002-2003 )

Mar- Mar- Mar- Mar- Mar- Mar- Mar- Mar-
96 97 98 99 00 01 02 03 | average
Eastern Region
OCL India Limited 0.55 04| 0.71 0.73 0.7 0.7 0.56 0.62 0.62
Damodhar Cement & Slag Ltd. 0 0 0 0.03 0 0 0 0 0.00
Ambuja Cement Eastern Limited 0.2 0.15| 0.12 0.22 0.36 0.21 0.23 0.37 0.23
Birla Corporation Ltd. 0.32 0.37 | 0.47 0.3 0.22 0.42 0.58 0.6 0.41
YEARLY AVERAGE 0.26 0.23 | 0.32 0.32 0.32 0.33 0.34 | 0.39 0.31
Western region
Saurashtra Cement Limited 1.02| 0.55| 0.56| 0.36 05| 033| 017 0.11 0.45
Gujarat Ambuja Cement Ltd 1.22 0.56 | 0.91 0.84 0.44 0.14 0.19 0.34 0.58
Gujarat Sidhee Cement Ltd. 0.39 0.41 0.3 0.25 0.27 0.22 0.28 0.88 0.37
YEARLY AVERAGE 0.87 | 0.50| 0.59 0.48 0.40 0.23 0.21 0.44 0.46
Northern Region
Shree Cement Limited 1.77 0.83 | 0.34 0.54 0.5 0.45 0.22 0.39 0.63
Associated Cement Cos. Ltd. 0.33 0.38 0.33 0.25 0.19 0.13 0.13 0.13 0.23
YEARLY AVERAGE 1.05| 060| 0.33| 0.39| 0.34| 029| 0.17| 0.26 0.43
Southern Region
Priyadarshini Cement Limited 0.38 1.07 | 0.73 0.58 0.58 0.41 0.35 0.21 0.53
Shri Vishnu Cement Limited 0.64 0.85 | 0.64 0.24 0.23 0.46 0.24 0.29 0.44
Madras Cements Ltd. 0.47 0.39 | 0.78 0.53 0.36 0.58 0.41 0.39 0.48
Chettinad Cement Corpn. 034| 022 0.14| 0.18| 0.25| 024| 0.24 0.3 0.23
Dalmia Cement (Bharat) Limited
0.36 0.89 | 0.74 0.87 0.56 0.62 0.27 0.22 0.56
Deccan Cements Limited 0.91 1.5| 0.99 2.66 0.48 1.79 0.91 1.11 1.29
YEARLY AVERAGE 0.51 0.82 | 0.67| 0.84| 0.41 0.68 0.40 0.42 0.59
Rest of Region
Shree Digvijay Cement Limited 0.59 0.64 | 0.49 0.41 0.16 0.23 0.11 0.1 0.34
Cement Corporation of India
Limited 0.01 0.13 | 0.09 0.18 0.04 | -0.01 0.07 0.02 0.06
YEARLY AVERAGE 0.3 0.38 | 0.29 0.29 0.1 0.11 0.09 0.06 0.20

Source : Computed from the annual reports and account of

the respective compaies from March-1996 to March-2003.
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On the basis of table 4.2 it can be said that the Quick ratio of
Eastern Region registered a fluctuating trend through the
period under study. The ratio was 0.26 times in March-1993
and declined to 0.23 times in March-1997 and finally stopped
with 0.39 times in March-2003. The average ratio of this

region was 0.31 times showed poor liquidity position.

In Western Region the quick ratio also registered a
fluctuating trend under the study period. During the period
under study, the quick ratio of western region varied between
0.23 times in March-2003 to 0.87 times in March-1996. The

average ratio of this region was 0.46 times.

In Northern Region registered an decreasing trend in first
three years of study perod. It was 1.05 times in March-1996
and reached at 0.33 times in March-1998, then after it
increased and reached at 0.39 times in March-1999. The
average ratio of this region was 0.43 times. The quick ratio of
Shree Cement Ltd. was indicates sound liquidity position then

the average ratio of A.C.C. Ltd.

Table 4.2 indicated a fluctuating trend in the quick ratio of
Southern Region. During the period under study the quick

ratio of southern region varied from 0.40 times to 0.84 times.
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The quick ratio of this region was higher than average of other

regions.

In Rest of the Regions the quick ratio registered poor and
fluctuating tendency during the period of study. Similarly it
varied from 0.06 times to 0.38 times. The average ratio of this
region was 0.20 times indicated poor liquidity position. Also,
the average ratio of Cement Corporation of India Ltd. was 0.06

times indicated low liquidity position of company.

CHART NO. 4.2.

This chart shows which selected companies in their region
have obtained Quick Ratio in percentage according to years.
In it according to region six sections are made as A,B,C,D,E &

Anova-Test.
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Chart No. 4.2 (A)
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Interval Measure Ratio — Anova Test » Chi 2 — Test, F (Student) —
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5.1. INTRODUCTION :

Liquidity and profitability are the two vital aspects of business
life. Inadequate and excess working capital is the two extreme
on the continuum of liquidity management. Inadequate
working capital results in the risk of inability in meeting
payments, schedules, while excess working capital adversely
affects the profitability. A sound and systematic approach to
the working capital management should ensure trade off
between liquidity and profitability. @ Managerial decisions
relating to cash, receivable, inventory and marketable
securities are ultimately reflected in liquidity risk and

profitability and in turn in the value of the firm.

5.2. PROFITABILITY VIS-A-VIS LIQUIDITY :

Working capital is related to liquidity. Liquidity and
profitability are two important and major aspects of business
life. No company can survive, if it has no liquidity. A
company may exist without making profits but can not
survive without liquidity. A company not making profits may
be treated as a sick unit, but one having no liquidity, may
soon meet with its downfall and ultimately closed down. So
there is need of close relationship between liquidity and

profitability, but they should be separately recognized and
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managed. In this context the interaction between liquidity

and profitability is shown in the following 2x matrix

CHART

Liquidity Liquidity
High | Profitabilty | Cell - 1 Cell -2
Low | Profitability | Cell - 3 Cell - 4

High Low

CELL- 1

The strongest companies will be located in cell -1 where both
profitability and liquidity are high. And it good performance of
unit.

CELL- 2

The companies which are in serious position will be located in
cell-2 where profitability is high but liquidity is low, it shows
the shortage of fund for payment. So it needs to improve
working capital management.

CELL-3

The companies which have high liquidity and low profitability
are considered in a better financial condition.

CELL- 4

The companies which are located in cell-4 are unsuccessful
and corporate failure is imminent. Because of low liquidity and

low profitability, such firm can’t survive.



233

The units, which are strongest, located in cell-1, in which both
profitability and liquidity are being achieved. While firms
cannot survive, which are in Cell-4 because in this position
both profitability and liquidity are low. A question does arise
that between cell-2 and Cell3 which condition is preferable.
The answer is that being located in Cell-2 poses a more serious
threat to the enterprise. Thus if the company is high liquid
through low profitable, it will generally be in a position to
revise its strategy. If the company is high profitable but low
liquid that may find that it is forced to be out of business
before it gets the change to correct the problem. So working
capital management has thus become basic and broad

measures of judging the performance of business firm.
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(I) Analysis of ROI Ratio & Current Ratio :

Table 5.1 indicates the relation between ROI and Current Ratio of cement

industry under study :

TABLE NO 5.1
A COMPARATIVE ANAYSIS OF ROI & CURRENT RATIO (1995-96 TO 2002-03)

COMPANY NAME AVERAGE OF ROI AVERAGE OF CURRENT
RATIO RATIO
(RS. CRORES) (IN TIMES)
Eastern Region
OCL India Limited 41.365 1.645
Damodhar Cement & Slag Ltd. 8.415 0.51125
Ambuja Cement Eastern Limited 30.44 0.64125
Birla Corporation Ltd. 68.09 1.21375
YEARLY AVERAGE 37.0775 1.0028125
Western Region
Saurashtra Cement Limited 22.70625 1.00125
Gujarat Ambuja Cement Ltd 396.08625 1.51
Gujarat Sidhee Cement Ltd. 22.92125 1.0625
YEARLY AVERAGE 147.2379167 1.19125
Northern Region
Shree Cement Limited 72.025 1.615
Associated Cement Cos. Ltd. 345.63 0.87625
YEARLY AVERAGE 208.8275 1.245625
Southern Region
Priyadarshini Cement Limited 32.95625 1.59875
Shri Vishnu Cement Limited 15.375 1.4075
Madras Cements Ltd. 155.74625 1.5475
Chettinad Cement Corpn. Limited 61.40375 1.065
Dalmia Cement (Bharat) Limited 77.93 2.0825
Deccan Cements Limited 12.8 2.38
YEARLY AVERAGE 59.36854167 1.680208333
Rest of Region
Shree Digvijay Cement Limited 2.8225 0.955
Cement Corporation of India Limited -22.3825 0.26375
YEARLY AVERAGE -9.78 0.609375
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Table No.5.1 shows average of ROI in crores whereas average
current ratio is shown in times. when we compare them both
it shows the direct relation between the two. It means if there
is increase in profit or loss, there is growth in the current

ratio. Its discussion is as under.

In the Eastern Region the average ROI shown as
Rs.37.07crores. As against it the current ratio is shown as

1.00 in times.

The average ROI of the western Region is Rs.147.23crores
and the current ratio is 1.19 times.
In the Northern Region the profit is Rs.208.82 crores. As

against it, current Ratio is 1.24 times.

In the Southern Region, its profit is as shown as
Rs.59.36¢crores. As against it, its current ratio shows 1.68 in

times.

The companies of Rest of The Regions show average loss,
which is Rs. —9.78crores. Whereas its Times Ratio is reduced
to 0.69% so while discussing ROI , it can be its times current

ratio increases.
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( II') Analysis of ROI Ratio & Quick Ratio :

Table 5.2 shows the relation between ROI Ratio & Quick Ratio
of cement industry under the study period 1995-96 to 2002-
03 :

TABLE NO 5.2
A COMPARATIVE ANAYSIS OF ROI RATIO & QUICK RATIO (1995-96 TO 2002-03)
COMPANY NAME AVERAGE OF ROI
RATIO AVERAGE OF QUICK
(RS. CRORES) RATIO
(IN TIMES)

Eastern Region
OCL India Limited 41.365 0.62125
Damodhar Cement & Slag Ltd. 8.415 0.00375
Ambuja Cement Eastern Limited 30.44 0.2325
Birla Corporation Ltd. 68.09 0.41
YEARLY AVERAGE 37.0775 0.316875
Western Region
Saurashtra Cement Limited 22.70625 0.45
Gujarat Ambuja Cement Ltd 396.08625 0.58
Gujarat Sidhee Cement Ltd. 22.92125 0.375
YEARLY AVERAGE 147.2379167 0.468333333
Northern Region
Shree Cement Limited 72.025 0.63
Associated Cement Cos. Ltd. 345.63 0.23375
YEARLY AVERAGE 208.8275 0.431875
Southern Region
Priyadarshini Cement Limited 32.95625 0.53875
Shri Vishnu Cement Limited 15.375 0.44875
Madras Cements Ltd. 155.74625 0.48875
Chettinad Cement Corpn. Limited 61.40375 0.23875
Dalmia Cement (Bharat) Limited 77.93 0.56625
Deccan Cements Limited 12.8 1.29375
YEARLY AVERAGE 59.36854167 0.595833333
Rest of Region
Shree Digvijay Cement Limited 2.8225 0.34125
Cement Corporation of India
Limited -22.3825 0.06625
YEARLY AVERAGE -9.78 0.20375
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In Table No5.2 while discussing the ROl and Quick Ratio, it
can be said that in the Eastern Region, the yearly average is

seen as Rs.37.07 crores, where as Quick Ratio is 0.31%.

In the Western Region, as against Rs.147.23 crores the

Quick Ratio is 0.46%.

In the Northern Region, as against Rs.208.82 crores, the
Quick Ratio is 0.46%.

In the Southern Region as against the ROI of Rs.59.36
crores, the Quick Ratio is 0.59%

In The Rest of the regions the companies show average loss,
which is Rs. -9.78 crores whereas its, Quick Ratio is only

0.20%
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( III ) Analysis of ROI Ratio & Cash Ratio :

Table 5.3 represent the average of ROI Ratio & average of
Cash Ratio of the respective companies from 1995-96 to

2002-03 :

TABLE NO 5.3

A COMPARATIVE ANAYISIS OF ROI RATIO & CASH RATIO (1995-96 TO 2002-03)

COMPANY NAME AVERAGE OF CASH AVERAGE OF ROI
RATIO RATIO
(Rs. Crores) (Rs. Crores)
Eastern Region
OCL India Limited 0.10625 41.365
Damodhar Cement & Slag Ltd. 0.00375 8415
Ambuja Cement Eastern Limited 0.05 30.44
Birla Corporation Ltd. 0.2325 68.09
YEARLY AVERAGE 0.098125 37.0775
Western Region
Saurashtra Cement Limited 0.25 22.70625
Gujarat Ambuja Cement Ltd 0.5 396.08625
Gujarat Sidhee Cement Ltd. 0.15375 22.92125
YEARLY AVERAGE 0.30125 147.2379167
Northern Region
Shree Cement Limited 0.29 72.025
Associated Cement Cos. Ltd. 0.0825 345.63
YEARLY AVERAGE 0.191428571 208.8275
Southern Region
Priyadarshini Cement Limited 0.19875 32.95625
Shri Vishnu Cement Limited 0.15125 15.375
Madras Cements Ltd. 0.31125 155.74625
Chettinad Cement Corpn. Limited 0.10875 61.40375
Dalmia Cement (Bharat) Limited 0.365 77.93
Deccan Cements Limited 0.91875 12.8
YEARLY AVERAGE 0.342291667 59.36854167
Rest of Region
Shree Digvijay Cement Limited 0.1075 2.8225
Cement Corporation of India Limited 0.045 -22.3825
YEARLY AVERAGE 0.07625 -9.78
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Table No.5.3. A Comparative Analysis of ROI and cash Ratio is
shown in Table5.3, cash to current liabilities shows in
Rs.crores. On its basis, according to the principle of accounts,
if the company desires to have cash more, the profit will be
reduced and if it desired the cash as less, the possibility of

the profit will be more.

In the Western Region, Saurashtra Cement Ltd., Gujarat
Ambuja Cement Ltd., Gujarat Siddhi Cement Ltd., - the
average ROI was Rs.147.23croreas. whereas its Cash Ratio is

Rs. 0.30 crores.

In the Northern Region, high profit rate is seen; its ROI is
Rs.208.82crores whereas its Cash Ratio is Rs.0.19crores. This

shows that if the profit is more the cash is less.

In the Southern Region, the ROI seen as Rs.59.36 crores,

whereas, its Cash Ratio is worth Rs.0.34 crores.

In Rest of The Regions is a unit that shows loss in each
zone. Its loss seen in crores is Rs.-9.78 crores. As against it,
its Cash Ratio is seen as Rs. 0.7 crores. In short, while
discussing each & every zone it can be said that if the
companies have more profit, their Cash Ratio is also more.

Therefore every company should show more and more profit.
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Here one does not see profitability vis-a-vis a liquidity but one
can see profitability equal to liquidity. Which means if, the

profit is more, the liquidity is also more.

This can be proved while discussing cash with profit.
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( IV ) Analysis of ROI Ratio & Interval Measure Ratio :

Table 5.4 indicates the comparative analysis of ROI Ratio &

Interval Measure Ratio of cement industry under study:

TABLE NO 54
A COMPARATIVE ANALYSIS OF ROI RATIO & INTERVAL MEASURE RATIO (1995-96 TO 2002-03)

AVERAGE OF INTERVAL AVERAGE OF ROI RATIO
MEASURE RATIO (RS. CRORES)
(RS.CRORES)
Eastern Region

OCL India Limited 12.70375 41.365
Damodhar Cement & Slag Ltd. 2.7375 8.415
Ambuja Cement Eastern Limited 0.90375 30.44
Birla Corporation Ltd. 8.595 68.09
YEARLY AVERAGE 6.235 37.0775
Western Region
Saurashtra Cement Limited 21.0225 22.70625
Gujarat Ambuja Cement Ltd 30.3625 396.08625
Gujarat Sidhee Cement Ltd. 4.095 22.92125
YEARLY AVERAGE 18.49333333 147.2379167
Northern Region
Shree Cement Limited 13.84375 72.025
Associated Cement Cos. Ltd. 12.9475 345.63
YERLY AVERAGE 13.395625 208.8275
Southern Region
Priyadarshini Cement Limited 19.47 32.95625
Shri Vishnu Cement Limited 15.2925 15.375
Madras Cements Ltd. 28.40375 155.74625
Chettinad Cement Corpn. Limited 28.7375 61.40375
Dalmia Cement (Bharat) Limited 19.11375 77.93
Deccan Cements Limited 21.8 12.8
YEARLY AVERAGE 22.13625 59.36854167
Rest of Region
Shree Digvijay Cement Limited 9.0275 28225
Cement Corporation of India Limited 0 223825
YEARLY AVERAGE 4.51375 -9.78
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In table No.5.4 the average ROI of the Eastern Region was
Rs. 37.07crores whereas its Interval Measure was Rs. 6.23

Crores.

In the Western Region its ROI is Rs.147.23 crores, whereas

its Interval measure is Rs.18.49 crores.

In the Northern Region, this region getting yearly average of
Rs.208.82 crores, has its interval measure worth Rs.13.39

Crores.

In the Southern Region, its average ROI is Rs.59.36 crores,

and its interval measures is Rs.22.13 crores.

In Rest of The Regions its loss is Rs.-9.78 crores and its

Interval measure is Rs.4.57 crores.

While discussing all the four proportions together ROI in
liquidity, we can say that ROI depends on cash and it depends
on profit. If the proportion of profit is more, the proportion of

liquidity in this relation is more.



(V) Analysis of Operating Profit Ratio & Current

Ratio :
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Table 5.5 represent the average of Operating profit ratio and

average of current ratio of the respective companies from

1995-96 to 2002-°03 :

TABLE NO 5.5

A COMPARATIVE ANALYSIS OF OPERATING PROFIT RATIO & CUREENT RATIO

(1995-96 TO 2002-03)

COMPANY NAME AVERAGE OF CURRENT
AVERAGE OF OPERATING RATIO
PROFIT RATIO (RS.CRORES) (IN TIMES)
Eastern Region
OCL India Limited 17.2675 1.645
Damodhar Cement & Slag Ltd. 0.055 0.51125
Ambuja Cement Eastern Limited -22.3975 0.64125
Birla Corporation Ltd. 6.67375 1.21375
YEARLY AVERAGE 0.3996875 1.0028125
Western Region
Saurashtra Cement Limited -0.7725 1.00125
Gujarat Ambuja Cement Ltd 222.29375 1.51
Gujarat Sidhee -16.03375 1.0625
YEARLY AVERAGE 68.49583333 1.19125
Northern Region
Shree Cement Limited 35.66375 1.615
Associated Cem - 122.7025 0.87625
YEARLY AVERAGE 79.183125 1.245625
Southern Region
Priyadarshini Cement Limited 21.30375 1.59875
Shri Vishnu Cement Limited 8.2175 1.4075
Madras Cements Ltd. 106.33 1.5475
Chettinad Cement Corpn. Limited 33.47125 1.065
Dalmia Cement (Bharat) Limited 42.57375 2.0825
Deccan Cements Limited 8.40125 2.38
YEARLY AVERAGE 36.71625 1.680208333
Rest of Region
Shree Digvijay Cement Limited -15.65375 0.955
Cement Corporation of India Limited -117.31 0.26375
YEARLY AVERAGE -66.481875 0.609375
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Table No.5.5 A Comparative Analysis of average operating profit

with its current Ratio:

The operating profit of Eastern Region is Rs.0.39 crores, and

average Current Ratio is 1.00 times.

In the Western Region, its yearly average of operating profit

is Rs.68.49 crores, and its Current Ratio is 1.00.

In the Northern Region the operating profit is Rs.79.18

crores and Current Ratio is 1.24 times.

In the Southern Region, the operating profit is in Rs. crores,
yearly average is Rs.36.71 crores, and Current Ratio is 1.68

times which is maximum.

Rest of The Regions shows loss. Worth Rs.-66.48 crores and

its current Ratio is 0.60 times, which is minimum.
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( VI ) Analysis of Operating Profit Ratio & Quick

Ratio :

Table 5.6 shows the relation between Operating Profit Ratio

and Quick Ratio of respective companies from 1995-96 to

2002-03 :
TABLE NO 5.6
A COMPARATIVE ANALYSIS OF OPERATING PROFIT RATIO & QUICK RATIO (1995-96 TO 2002-03)
COMPANY NAME AVERAGE OF AVERAGE OF QUICK
OPERATING PROFIT RATIO
RATIO (RS.CRORES) (IN TIMES)
Eastern Region
OCL India Limited 17.2675 0.62125
Damodhar Cement & Slag Ltd. 0.055 0.00375
Ambuja Cement Eastern Limited -22.3975 0.2325
Birla Corporation Ltd. 6.67375 0.41
YEARLY AVERAGE 0.3996875 0.316875
Western Region
Saurashtra Cement Limited -0.7725 0.45
Gujarat Ambuja Cement Ltd 222.29375 0.58
Gujarat Sidhee Cement Ltd. -16.03375 0.375
YEARLY AVERAGE 68.49583333 0.468333333
Northern Region
Shree Cement Limited 35.66375 0.63
Associated Cement Cos. Ltd. 122.7025 0.23375
YEARLY AVERAGE 79.183125 0.431875
Southern Region
Priyadarshini Cement Limited 21.30375 0.53875
Shri Vishnu Cement Limited 8.2175 0.44875
Madras Cements Ltd. 106.33 0.48875
Chettinad Cement Corpn. Limited 33.47125 0.23875
Dalmia Cement (Bharat) Limited 42.57375 0.56625
Deccan Cements Limited 8.40125 1.29375
YEARLY AVERAGE 36.71625 0.595833333
Rest of Region
Shree Digvijay Cement Limited -15.65375 0.34125
Cement Corporation of India Limited -117.31 0.06625
YEARLY AVERAGE -66.481875 0.20375
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Table No.5.6- This table shows the comparative analysis of

average operating profit (Rs.Crores) and Quick Ratio.

In the Eastern Region its yearly average from 1996 to 2003
shows worth Rs.0.39 crores. As against it average of Quick

Ratio is 0.31 times.

In the Western Region, its operating Profit Ratio is worth

Rs.68.49 crores, and the Quick Ratio is 0.46 times.

In the Northern region, its operating Profit Ratio is Rs.79.18

crores. Whereas Quick Ratio is only 0.43 times.

In the Southern Region if we see the average from March
1996 to March 2003, it is Rs.36.71 crores. Whereas its Quick

Ratio is 0.59 times.

In the Rest of The regions, both the companies selected from
the region, show loss their proportion of Operating Ratio is

Rs.—66.48 crores whereas their Quick Ratio is —0.20 times.

Seeing the above table it can be said that, if the operating
profit is high the Quick Ratio is also high and the operating
profit is dependent on gross profit. It means, if the gross profit
is high the operating profit is also high. While discussing the

profitability, vis-a-vis, it can be said that, there is direct
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relation between operating profit and Quick Ratio. It means, if
the operating profit is high, the Quick Ratio is also high and if
the operating profit is low the Quick Ratio is proportionately
low. That is why, it is necessary that we should take the base

of number of the companies.
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( VII ) Analysis of Operating Profit Ratio & Cash

Ratio :

Table 5.7 shows the comparative analysis of Operating Profit

Ratio & Cash Ratio of selected companies under the study —

1995-96 to 2002-°03 :

TABLE NO 5.7

A COMPARATIVE ANALYSIS OF OPERATING PROFIT RATIO & CASH RATIO (1995-96 TO 2002-03)

COMPANY NAME AVERAGE OF OPERATING AVERAGE OF CASH RATIO
PROFIT RATIO (RS.CRORES) (IN TIMES)

Eastern Region
OCL India Limited 17.2675 0.10625
Damodhar Cement & Slag Ltd. 0.055 0.00375
Ambuja Cement Eastern Limited 223975 0.05
Birla Corporation Ltd. 6.67375 0.2325
YEARLY AVERAGE 0.3996875 0.098125
Western Region
Saurashtra Cement Limited -0.7725 0.25
Gujarat Ambuja Cement Ltd 222.29375 0.5
Gujarat Sidhee Cement Ltd. -16.03375 0.15375
YEARLY AVERAGE 68.49583333 0.30125
Northern Region
Shree Cement Limited 35.66375 0.29
Associated Cement Cos. Ltd. 122.7025 0.0825
YEARLY AVERAGE 79.183125 0.191428571
Southern Region
Priyadarshini Cement Limited 21.30375 0.19875
Shri Vishnu Cement Limited 8.2175 0.15125
Madras Cements Ltd. 106.33 0.31125
Chettinad Cement Corpn. Limited 33.47125 0.10875
Dalmia Cement (Bharat) Limited 42.57375 0.365
Deccan Cements Limited 8.40125 0.91875
YEARLY AVERAGE 36.71625 0.342291667
Rest of Region
Cement Corporation of India imited

-117.31 0.045
YEARLY AVERAGE -66.481875 0.07625
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Table No.5.7 shows the Comparative Analysis of average
operating profit and average of cash liabilities Ratio. This
thing shows the maximum relation with the proportion of
operating profit and cash liabilities. Here the profit of the
producer and liquidity depends on how much profit or
liquidity he chooses. According to the principle of accounts
there is opposite relation between cash and operating profit. It

means, if the Operating Ratio is high, its liquidity is low.

Here let us discuss, what kind of situation exists in Table

No.5.7.

In the Eastern Region the yearly average of operating profit is
Rs.0.39 crores whereas against it, the cash ratio is only 0.09

times.

If we discuss, the Western region, its yearly average of
operating Ratio is Rs.68.49 crores. Against it, the cash ratio

shows 0.30 times.

If we discuss, the Northern Region, its operating profit is
Rs.79.18 crores, whereas against it, the proportion of liquidity

is only 0.19 times.
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If we take the Southern Region; the yearly Operating Profit
average from March’96 to March’03 is seen as Rs.36.71crores;

but its, cash ratio is only 0.34 times.

In Rest of The Regions the proportion of loss is Rs.—66.48
crores. It means both the companies of this region suffer
average loss. Its cash and liability is only 0.07 times, which is

very low.

In short, all the companies give importance to profitability but
give a very better importance to liquidity. Each and every
company tries to get more and more profit, which they choose

at the expense of liquidity.
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( VIII ) Analysis of Operating Profit Ratio & Interval

Measure Ratio :

Table 5.8 indicates the comparative analysis of Operating

Profit Ratio & Interval Measure Ratio of selected cement

companies under the study period :

TABLE NO 5.8 A COMPARATIVE ANALYSIS OF OPERATING PROFIT RATIO & INTERVAL MEASURE

RATIO (1995-96 TO 2002-03)

COMPANY NAME AVERAGE OF AVERAGE OF
OPERATING PROFIT INTERVAL MEASURE
RATIO (RS.CRORES) RATIO (RS.CRORES)

Eastern Region
OCL India Limited 17.2675 12.70375
Damodhar Cement & Slag Ltd. 0.055 2.7375
Ambuja Cement Eastern Limited -22.3975 0.90375
Birla Corporation Ltd. 6.67375 8.595

YEARLY AVERAGE 0.3996875 6.235
Western Region
Saurashtra Cement Limited -0.7725 21.0225
Gujarat Ambuja Cement Ltd 222.29375 30.3625
Gujarat Sidhee Cement Ltd. -16.03375 4.095
YEARLY AVERAGE 68.49583333 18.49333333
Northern Region
Shree Cement Limited 35.66375 13.84375
Associated Cement Cos. Ltd. 122.7025 12.9475
YEARLY AVERAGE 79.183125 13.395625
Southern Region
Priyadarshini Cement Limited 21.30375 19.47
Shri Vishnu Cement Limited 8.2175 15.2925
Madras Cements Ltd. 106.33 28.40375
Chettinad Cement Corpn. Limited 33.47125 28.7375
Dalmia Cement (Bharat) Limited 42.57375 19.11375
Deccan Cements Limited 8.40125 21.8
YEARLY AVERAGE 36.71625 22.13625
Rest of Region
Shree Digvijay Cement Limited -15.65375 9.0275
Cement Corporation of India Limited

-117.31 0

YEARLY AVERAGE -66.481875 4.51375
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Table No.5.8 shows comparative study of the operating profit

and interval measure in crores.

In the Eastern Region, the operating profit is Rs.0.39 crores,

and interval measure is worth Rs.6.23 crores.

In the Western Region the operating profit ratio is Rs.68.49

crores, and interval measure is worth Rs.18.49 crores.

In the Northern Region, the operating profit is worth

Rs.79.18 crores & interval measure is worth Rs.13.39 crores.

In the Southern Region the operating profit is worth

Rs.36.71crores & interval measure is worth Rs.22.13 crores.

In the Rest of the Region it can be said that, the proportion
of loss in this region is the highest i.e. it is Rs.-66.48 crores,

against it, the interval measure is Rs.4.51 crores.

In short, discussing the operating profit & all the proportions
of its liquidity with base, it can be said that, in each company
the liquidity depends on the proportion of its profit, whose

basic support is gross profit.
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Depending upon operating profit it can be compared that, the
company gives less importance to liquidity and more and

more importance to profitability.



254

(IX) Analysis of Net Profit Ratio & Current Ratio :

Table 5.9 despites the comparative position of Net Profit Ratio

& Current Ratio of selected cement companies under study :

TABLE NO 5.9 A COMPARATIVE ANALYSIS OF NET PROFIT RATIO & CURRENT RATIO (1995-96 TO

2002-03)
COMPANY NAME AVERAGE OF CURRENT
AVERAGE OF NET PROFIT RATIO RATIO
(RS.CRORES) (IN TIMES)
Eastern Region
OCL India Limited 9.29375 1.645
Damodhar Cement & Slag Ltd. 2.94125 0.51125
Ambuja Cement Eastern Limited
-13.49625 0.64125
Birla Corporation Ltd. -12.915 1.21375
YEARLY AVERAGE 1.0028125
-3.5440625
Western Region
Saurashtra Cement Limited -15.84375 1.00125
Gujarat Ambuja Cement Ltd 181.66 1.51
Gujarat Sidhee Cement Ltd. -7.11375 1.0625
YEARLY AVERAGE
52.90083333 1.19125
Northern Region
Shree Cement Limited 16.24375 1.615
Associated Cement Cos. Ltd. 75.17125 0.87625
YEARLY AVERAGE
45.7075 1.245625
Southern Region
Priyadarshini Cement Limited 6.93875 1.59875
Shri Vishnu Cement Limited 1.81625 1.4075
Madras Cements Ltd. 43.725 1.5475
Chettinad Cement Corpn. Limited 8.44 1.065
Dalmia Cement (Bharat) Limited
26.1125 2.0825
Deccan Cements Limited 5.53875 2.38
YEARLY AVERAGE
15.42854167 1.680208333
Rest of Region
Shree Digvijay Cement Limited
-26.09125 0.955
Cement Corporation of India
Limited 1165.745 0.26375
YEARLY AVERAGE -95.918125 0.609375
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While we discussing the Table No.5.9 it can be said that, in
the Eastern Region, subtracting other taxes, bonus etc., &
thinking about net profit afterwards, the profitability which
appears in operating profit & gross profit previously, that
profitability appears in loss in net profit. The proportion of
which is Rs.— 3.54 crores. Against it, its current Ratio

according to times is 1.00.

If we take the Western Region, in all the three companies of
this region the average profit is Rs.52.90 crores, against it, its

current Ratio is 1.19 times.

In the Northern Region, the Net profit of this region is

Rs.45.70 crores, whereas its current Ratio is 1.24 Times.

In the Southern Region, its Net profit is Rs.15.42 crores

whereas its current Ratio is 1.68 times.

In the Rest of the Regions, previously loss was shown in the
gross profit and operating profit. Subtracting various taxes
and other expenses there is increase in loss in there
companies than before. The proportion is Rs.— 95.91 corres.

Against it, its current Ratio is 0.60 times.
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If we take all these five regions, the Northern, the western and
the Southern regions show profit whereas two regions show

loss in reference to Net Profit.
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( X ) Analysis of Net Profit Ratio & Quick Ratio :

Table 5.10 clears the position regarding the Net Profit Ratio &

Quick Ratio in the selected units of cement industry :

TABLE NO 5.10 A COMPARATIVE ANALYSIS OF NET PROFIT RATIO & QUICK RATIO (1995-96 TO

2002-03)
COMPANY NAME AVERAGE OF NET PROFIT RATIO AVERAGE OF QUICK RATIO
(Rs.CRORES) (IN TIMES)
Eastern Region
OCL India Limited 929375 0.62125
Damodhar Cement & Slag Ltd. 294125 0.00375
Ambuja Cement Eastern Limited
-13.49625 0.2325
Birla Corporation Ltd. -12.915 0.41
YEARLY AVERAGE
-3.5440625 0.316875
Western Region
Saurashtra Cement Limited -15.84375 0.45
Gujarat Ambuja Cement Ltd
181.66 0.58
Gujarat Sidhee Cement Ltd. -7.11375 0.375
YEARLY AVERAGE
52.90083333 0.468333333
Northern Region
Shree Cement Limited 16.24375 0.63
Associated Cement Cos. Ltd. 75.17125 0.23375
YEARLY AVERAGE
45.7075 0.431875
Southern Region
Priyadarshini Cement Limited 6.93875 0.53875
Shri Vishnu Cement Limited 1.81625 0.44875
Madras Cements Ltd. 43.725 0.48875
Chettinad Cement Corpn. Limited 8.44 0.23875
Dalmia Cement (Bharat) Limited 26.1125 056625
Deccan Cements Limited 5.53875 1.29375
YEARLY AVERAGE
15.42854167 0.595833333
Rest of Region
Shree Digvijay Cement Limited 226.09125 0.34125
Cement Corporation of India Limited
-165.745 0.06625
YEARLY AVERAGE -95.918125 0.20375
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Referring to Table No.5.10 it can be said that if we discuss
about the Net Profit its yearly average, in the Eastern Region,
was Rs.— 3.54 crores shows loss whereas its Quick Ratio is

0.31 times.

In the Western Region, yearly average of Net Profit, because
of Ambuja Cement Ltd. is Rs.52.90 crores whereas its Quick

Ratio is 0.48 times.

In the Northern Region its Net Profit is Rs.45.70 crores

whereas its Quick Ratio is 0.43 times.

In the Southern Region its yearly average net profit is

Rs.14.52 crores whereas its Quick Ratio is 0.59 times.

The Average loss of Rest of The Regions is Rs.— 95.91crores,
and its Quick Ratio is 0.20 times.
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( XI') Analysis of Net Profit Ratio & Cash Ratio :
Table 5.11 shows the comparative analysis of Net Profit Ratio

& Cash Ratio in the selected unit of cement industry :

TABLE NO 5.11 A COMPARATIVE ANALYSIS OF NET PROFIT RATIO & CASH RATIO (1995-96 TO 2002-
03)

COMPANY NAME AVERAGE OF NET PROFIT RATIO AVERAGE OF CASH RATIO
(Rs.CRORES) (IN TIMES)
Eastern Region
Damodhar Cement & Slag Ltd. 294125 0.00375
Ambuja Cement Eastern Limited
-13.49625 0.05
Birla Corporation Ltd. -12.915 0.2325
YEARLY AVERAGE -3.5440625 0.098125
Western Region
Saurashtra Cement Limited -15.84375 0.25
Gujarat Ambuja Cement Ltd 181.66 0.5
Gujarat Sidhee Cement Ltd. -7.11375 0.15375
YEARLY AVERAGE 52.90083333 0.30125
Northern Region
Shree Cement Limited 16.24375 0.29
Associated Cement Cos. Ltd. 75.17125 0.0825
0.191428571
YEARLY AVERAGE 45.7075
Southern Region
Priyadarshini Cement Limited 6.93875 0.19875
Shri Vishnu Cement Limited 1.81625 0.15125
Madras Cements Ltd. 43.725 0.31125
Chettinad Cement Corpn. Limited 8.44 0.10875
Dalmia Cement (Bharat) Limited
26.1125 0.365
Deccan Cements Limited 5.53875 0.91875
YEARLY AVERAGE 15.42854167 0.342291667
Rest of Region
Shree Digvijay Cement Limited
-26.09125 0.1075
Cement Corporation of India
Limited -165.745 0.045
YEARLY AVERAGE

-95.918125 0.07625




260

In the Table No.5.11, there is a comparison between Net Profit
and cash liabilities, so that reality about each of the
companies can be seen, success of a company by knowing its
Net Profit and through Net Profit only companies liability can
be known. It means in order to get profitability Vis-a-vis
liquidity the comparison between Net Profit Vis-a-vis

Cash and liabilities is essential.

If we discuss about the Eastern Region, the Net Profit
average is Rs.—3.54 crores, against it, Cash and liabilities are

merely 0.09 times. This proportion is all most nil.

In the Western Region, its Net Profit is Rs.52.90 crores

whereas its Cash and liabilities are 0.30 times.

In the Northern Region, average Net Profit is Rs.15.42 crores

whereas its cash and liabilities are 0.32 times.

In the Southern Region from March 1996 to March 2003 the
yearly average of Net Profit is Rs.15.42 crores whereas its

liquidity is 0.34 times.

If we take Rest of the Regions, its loss is Rs.-95.91crores

whereas its cash ratio is only 0.07 times.
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By Discussing, the proportion of Net Profit and cash it can be
said that liquidity depends on the profit of the company. The
Region in which proportion of profit is more, that Region can
keep more liquidity and the region in which the profit is less,

that region selects liquidity in less proportion.
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( XII ) Analysis of Net Profit Ratio & Interval Measure
Ratio :

Table 5.12 clears the position regarding the Net Profit Ratio &

Interval Measure Ratio in the selected units of cement

industry :

TABLE NO 5.12 A COMPARATIVE ANALYSIS OF NET PROFIT RATIO & INTERVAL MEASURE RATIO (1995-
96 TO 2002-03)

COMPANY NAME AVERAGE OF NET PROFIT AVERAGE OF INTERVAL
RATIO (RS.CRORES) MEASURE RATIO
(RS.CRORES)
Eastern Region

OCL India Limited 9.29375 12.70375
Damodhar Cement & Slag Ltd. 2.94125 2.7375
Ambuja Cement Eastern Limited -13.49625 0.90375
Birla Corporation Ltd. -12.915 8.595
YEARLY AVERAGE

-3.5440625 6.235

Western Region
Saurashtra Cement Limited -15.84375 21.0225
Gujarat Ambuja Cement Ltd 181.66 30.3625
Gujarat Sidhee Cement Ltd. -7.11375 4.095
YEARLY AVERAGE 52.90083333 18.49333333
Northern Region
Shree Cement Limited 16.24375 13.84375
Associated Cement Cos. Ltd. 75.17125 12.9475
YEARLY AVERAGE 45.77075 13.395625
Southern Region
Priyadarshini Cement Limited 6.93875 19.47
Shri Vishnu Cement Limited 1.81625 15.2925
Madras Cements Ltd. 43.725 28.40375
Chettinad Cement Corpn. Limited 8.44 28.7375
Dalmia Cement (Bharat) Limited 26.1125 19.11375
Deccan Cements Limited 5.53875 21.8
YEARLY AVERAGE 15.42854167 22.13625
Rest of Region
Shree Digvijay Cement Limited 226.09125 9.0275

Cement Corporation of India Limited

-165.745 0

YEARLY AVERAGE

-95.918125 4.51375
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Table No.5.12 Shows Comparative Analysis of Net Profit and
Average of Interval Measure between 1996 to 2003.

In the Eastern Region, its yearly average of Net Profit is Rs.—
3.54 crores, whereas its average Interval Measure is worth

Rs.6.23 crores.

In the Western Region, its Net profit in average is Rs.52.90

crores, against it, Internal Measure is Rs.18.49 crores.

In the Northern Region, its yearly average shows the Net
Profit worth Rs.45.70 crores, and its Interval Measure is

Rs.13.39 crores.

In the Southern Region, average profit is Rs.15.42 crores,

and its Interval Measure is worth Rs.22.13 crores.

In the Rest of the Regions, In this region the loss of Rs.—
95.91 crores is seen, and its Interval Measure is Rs.4.51
crores. In short, while talking about Table No.5.12 it can be
said that, the increase in the proportion of profit is in the
same proportion as increase in average Interval Measure. So
here also there is a direct relation between Net Profit and

Interval Measure.



264

( XIII ) Analysis of Return On Net Capital Employed &

Current Ratio :

Table 5.13 despites the comparative position of Return on Net

Capital Employed & Current position of selected cement

companies under the study :

TABLE NO 5.13 A COMPARATIVE ANALYSIS OF RETURN ON NET CAPITAL EMPLOYED & CURRENT

RATIO (1995-96 TO 2002-03)

AVERAGE OF RETURN ON NET CAPITAL AVERAGE OF CURRENT
COMPANY NAME EMPLOYED (%) RATIO
(IN TIMES)
Eastern Region
OCL India Limited 14.085 1.645
Damodhar Cement & Slag Ltd. 110.13 0.51125
Ambuja Cement Eastern Limited
68.05375 0.64125
Birla Corporation Ltd. 6.64375 1.21375
YEARLY AVERAGE 49728125 1.0028125
Western Region
Saurashtra Cement Limited 5835 1.00125
Gujarat Ambuja Cement Ltd 13.58375 1.51
Gujarat Sidhee Cement Ltd. -9.1 1.0625
YEARLY AVERAGE 3.439583333 1.19125
Northern Region
Shree Cement Limited 16.54 1.615
Associated Cement Cos. Ltd. 12.045 0.87625
YEARLY AVERAGE 14.2925 1.245625
Southern Region
Priyadarshini Cement Limited 32.20875 1.59875
Shri Vishnu Cement Limited 16.07375 1.4075
Madras Cements Ltd. 16.6575 1.5475
Chettinad Cement Corpn. Limited 15.54625 1.065
Dalmia Cement (Bharat) Limited
16.1075 2.0825
Deccan Cements Limited 15.88875 2.38
YEARLY AVERAGE 18.74708333 1.680208333
Rest of Region
Shree Digvijay Cement Limited
-2.0875 0.955
Cement Corporation of India
Limited -84.73375 0.26375
YEARLY AVERAGE -43.410625 0.609375
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Table no.5.13 represents in the Eastern Region, its return on
net capital employed is 49.72% whereas against it, its current

ratio in times is only 1.00.

In the Western Region, the yearly average of Return on Net
Capital Employed is very low. In percentage, it is 3.43%. Its

current Ratio is 1.19 times.

In the Northern Region, Return on net capital employed is

14.29%, against it, Current Ratio is 1.24 times.

In the Southern Region, Return on net capital employed is

18.74% and Current Ratio is 1.68 times.

In the Rest of The Regions, Return on net capital employed

is — 43.41%, against it, Current Ratio is 0.60 times.

In short, the maximum return on net capital employed is in
the Eastern Region, whereas negative result is seen in the

Rest of the Regions.
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( XIV ) Analysis of Return on Net Capital Employed
& Quick Ratio :

Table 5.14 shows the comparative analysis of Return on Net

Capital Employed & Quick Ratio in the selected units of

cement industry.

TABLE NO 5.14 A COMPARATIVE ANALYSIS OF RETURN ON NET CAPITAL EMPLOYED & QUICK

RATIO (1995-96 TO 2002-03)

COMPANY NAME AVERAGE OF RETURN ON NET AVERAGE OF QUICK RATIO
CAPITAL EMPLOYED (%) (IN TIMES)
Eastern Region
OCL India Limited 14.085 0.62125
Damodhar Cement & Slag Ltd. 110.13 0.00375
Ambuja Cement Eastern Limited 68.05375 02325
Birla Corporation Ltd. 6.64375 0.41
YEARLY AVERAGE 49.728125 0.316875
Western Region
Saurashtra Cement Limited 5835 0.45
Gujarat Ambuja Cement Ltd 13.58375 0.58
Gujarat Sidhee Cement Ltd. -9.1 0.375
YEARLY AVERAGE 3.439583333 0.468333333
Northern Region
Shree Cement Limited 16.54 0.63
Associated Cement Cos. Ltd. 12.045 0.23375
YEARLY AVERAGE 14.2925 0.431875
Southern Region
Priyadarshini Cement Limited 32.20875 0.53875
Shri Vishnu Cement Limited 16.07375 0.44875
Madras Cements Ltd. 16.6575 0.48875
Chettinad Cement Corpn. Limited 15.54625 0.23875
Dalmia Cement (Bharat) Limited
16.1075 0.56625
Deccan Cements Limited 15.88875 1.29375
YEARLY AVERAGE 18.74708333 0.595833333
Rest of Region
Shree Digvijay Cement Limited
-2.0875 0.34125
Cement Corporation of India
Limited -84.73375 0.06625
YEARLY AVERAGE
-43.410625 0.20375
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Table 5.14 indicates that, In the Eastern Region, yearly
average of Return on Net Capital Employed is 49.72%, against
it, Quick Ratio is 0.31 times.

In the Western Region, against 3.43%, the Quick Ratio is
0.31 times.

In the Northern Region, the Return on net capital employed

is 14.29%. Whereas, its Quick Ratio is 0.43 times.

In the Southern Region, Return on net capital employed is

16.74%. Against it, its Quick Ratio is 0.59 times.

In the Rest of the Regions, both the companies have been
running in loss, so the average return on net capital employed

is — 43.10%.

The return on net capital employed is more appropriate for
evaluating the efficiency of internal management. Liquid ratio
establishes a relationship between quick or liquid assets and

current liabilities.
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( XV ) Analysis of Return on Net Capital Employed &

Cash Ratio :

Table 5.15 clears the comparative position of the Return on

Net Capital Employed & Cash Ratio of selected cement

companies under the study period 1995-96 to 2002-’03 :

TABLE NO 5.15 A COMPARATIVE ANALYSIS OF RETURN ON NET CAPITAL EMPLOYED & CASH

RATIO (1995-96 TO 2002-03)

AVERAGE OF RETURN ON NET

AVERAGE OF CASH RATIO

CAPITAL EMPLOYED (%) (IN TIMES)
Eastern Region
OCL India Limited 14.085 0.10625
Damodhar Cement & Slag Ltd. 110.13 0.00375
Ambuja Cement Eastern Limited
68.05375 0.05
Birla Corporation Ltd. 6.64375 0.2325
YEARLY AVERAGE 49.728125 0.098125
Western Region
Saurashtra Cement Limited 5.835 025
Gujarat Ambuja Cement Ltd 13.58375 05
Gujarat Sidhee Cement Ltd. -9.1 0.15375
YEARLY AVERAGE 3.439583333 0.30125
Northern Region
Shree Cement Limited 16.54 0.29
Associated Cement Cos. Ltd. 12.045 0.0825
YEARLY AVERAGE 14.2925 0.191428571
Southern Region
Priyadarshini Cement Limited 32.20875 0.19875
Shri Vishnu Cement Limited 16.07375 0.15125
Madras Cements Ltd. 16.6575 0.31125
Chettinad Cement Corpn. Limited 15.54625 0.10875
Dalmia Cement (Bharat) Limited
16.1075 0.365
Deccan Cements Limited 15.88875 0.91875
YEARLY AVERAGE 18.74708333 0.342291667
Rest of Region
Shree Digvijay Cement Limited
-2.0875 0.1075
Cement Corporation of India Limited
-84.73375 0.045
YEARLY AVERAGE -43.410625 0.07625
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Table No.5.15 shows Return on net capital employed (%) and
cash ratio in times. According to it, companies of the Eastern
Region get Return on Net Capital employed in yearly average

worth 49.72% whereas cash ratio is 0.09 times.

In the Western Region, its Return on net capital employed is

3.43% whereas cash ratio is 0.30 times.

In the Northern Region, its Return on net capital employed is

14.29% and cash ratio is 0.19 times.

In the Southern Region, its Return on net capital employed

is 18.7% whereas its cash ratio is 0.34 times.

In the Rest of the Region, the Return on net capital
employed in yearly average is — 43.41% whereas its cash ratio

is 0.07 times.
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(XVI) Analysis of Return on Net Capital Employed

& Interval Measure Ratio :

Table 5.16 indicates the comparative analysis of Return on

Net Capital Employed & Interval Measure ratio of selected

cement units under the study :

TABLE NO 5.16 A COMPARATIVE ANALYSIS OF RETURN ON NET CAPITAL EMPLOYED &
INTERVAL MEASURE RESIO (1995-96 TO 2002-03)

AVERAGE OF RETURN ON NET

AVERAGE OF INTERVAL MEASURE

CAPITAL EMPLOYED ( %) (RS.CRORES)
Eastern Region
OCL India Limited 14.085 12.70375
Damodhar Cement & Slag Ltd. 110.13 2.7375
Ambuja Cement Eastern Limited
68.05375 0.90375
Birla Corporation Ltd. 6.64375 8.595
YEARLY AVERAGE
49.728125 6.235
Western Region
Saurashtra Cement Limited 5835 21.0225
Gujarat Ambuja Cement Ltd 13.58375 30.3625
Gujarat Sidhee Cement Ltd. -9.1 4.095
YEARLY AVERAGE
3.439583333 18.49333333
Northern Region
Shree Cement Limited 16.54 13.84375
Associated Cement Cos. Ltd. 12.045 12.9475
YEARLY AVERAGE 14.2925 13.395625
Southern Region
Priyadarshini Cement Limited 32.20875 19.47
Shri Vishnu Cement Limited 16.07375 15.2925
Madras Cements Ltd. 16.6575 28.40375
Chettinad Cement Corpn. Limited 15.54625 28.7375
Dalmia Cement (Bharat) Limited
16.1075 19.11375
Deccan Cements Limited 15.88875 21.8
YEARLY AVERAGE 18.74708333 22.13625
Rest of Region
Shree Digvijay Cement Limited
-2.0875 9.0275
Cement Corporation of India Limited
-84.73375 0
YEARLY AVERAGE -43.410625 4.51375
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Table No.5.16 indicates that in the Eastern Region, Its Return
on Net Capital Employed is 49.72% and its Interval Measure

1s Rs.6.23 crores.

In the Western Region Return on Net Capital Employed is
3.49% & Interval Measure is Rs.18.49 crores.

In the Northern Region, Return on Net Capital Employed is
14.29% & Interval Measure is Rs.13.39 crores.

In the Southern Region, the Return on Net Capital employed

is 18.74% & Interval Measure is Rs.22.13 crores.

In the Rest of the Regions, Return on Net Capital employed

is — 43.41% and the Interval Measure is Rs.4.51 crores.
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SUMMARY

A comparative Analysis of ROI Ratio and Current Ratio
whereas its Current Ratio is reduced to 0.60% so while
discussing the ROI and loss, it can be said that its time

current ratio increases.

A comparative Analysis of ROI Ratio and Quick Ratio, while
discussing the ROI and Quick Ratio, it can be said that in the
Eastern Region, the yearly average is seen as Rs.37.07crores,

whereas Quick Ratio (%) is 0.31 times.

In the Western Region, as against Rs.147.23 crores the Quick
Ratio is 0.46 times.

In the Northern Region, as against Rs.208.82 crores, the
Quick Ratio is 0.46 tiems.

In the Southern Region as against the ROI Rs.59.36 crores,
the Quick Ratio is 0.59 times.

In The Rest of the Regions, the Quick Ratio is only 0.20 times.
A Comparative Analysis of ROI and Cash Ratio, its loss seen

in crores is Rs. -9.78 crores. As against it, its cash liability is

seen as Rs.0.7crores. In short, while discussing each & every
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region it can be said that if the companies have more profit,
their cash liability is also more. Here one does not see
profitability vis-a-vis a liquidity but one can see profitability
equal to liquidity, means, if the profit is more the liquidity is

also more.

A Comparative Analysis of ROI & Interval Measure Ratio,
while discussing all the four proportions together we can say
that ROI depends on cash and it depends on profit. If the
proportion of profit is more, the proportion of liquidity in this

relation is also more.

A Comparative Analysis of average operating profit with its
current Ratio, the operating profit of Eastern Region is
Rs.0.39 crores, and the average of Current Ratio is 1.00

times.

In the Western Region, its yearly average of operating profit is

Rs.68.49 crores, and its Current Ratio is 1.00 times.

In the Northern Region, the operating profit is in crores, yearly
average is Rs.36.71 crores, and Current Ratio is 1.68 times,

which is maximum.
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Rest of Region shows loss, worth Rs.-66.48 crores and its
current Ratio is 0.60 times, which is minimum. This can be

proved while discussing cash with profit.

A comparative analysis of average operating profit and Quick
Ratio, seeing it can be said that if the operating profit is high
the Quick Ratio is also high and the operating profit is
dependent on gross profit. It means, if the gross profit is high
the operating profit is also high. While discussing the
profitability, vis-a-vis, it can be said that there is direct
relation between operating profit and Quick Ratio. It means, if
the operating profit is high, the Quick Ratio is also high and if
the operating profit is low the Quick Ratio is proportionately
low. That is why, it is necessary that, we should take the base

of number of the companies in both these sections.

A Comparative Analysis of average operating profit and
average of cash ratio, the companies of the four regions give
importance to profitability but give a very better importance to
liquidity, each and every company tries to get more and more

profit, which they choose at the expense of liquidity.

A comparative Analysis of average operating profit & average
for Interval Measure depending on its operating profit can be
compared that the company gives less importance to liquidity

and more and more importance to profitability.
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A Comparative Analysis of Net profit ratio and average of
current Ratio of all these five regions, Northern, western and
Southern regions show profit whereas two regions show loss

in reference to Net Profit.

A Comparative Analysis of Net Profit average and average of
Quick Ratio it can be said that if we discuss about Net Profit
its yearly average, in the Eastern Region Rs.— 3.54 crores

shows loss whereas its Quick Ratio is 0.31 times.

In the Western Region, yearly average of its Net Profit because
of Ambuja Cement Ltd, is Rs. 52.90 crores whereas its Quick

Ratio is 0.48 times.

In the Northern Region its Net Profit is Rs. 45.70 crores

whereas its Quick Ratio is 0.43 times.

In the Southern Region its yearly average of profit is Rs. 14.52

crores where as its Quick Ratio is 0.59 times.

The Average loss of Rest of Region is Rs. — 95.91 crores, and

its Quick Ratio is 0.20 times.

A Comparative Analysis of Net Profit average Rs.crores and

average of Cash Ratio, by discussing the proportion of Net
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Profit and Cash Ratio, it can be said that, liquidity depends on
the profit of the company. The Region in which proportion of
profit is more, that Region can keep more liquidity and the
region in which the profit is less, that region selects liquidity

in less proportion.

Comparative Analysis of Net Profit and Average Interval
Measure, it can be said that the increase in the proportion of
profit is in the same proportion as increase in average internal
profit. So here, also there is a direct relation between Net

Profit and Interval Measure.

Return on Net Capital Employed (%) and Cash Ratio, of the
Eastern Region gets Return on Net Capital Employed in yearly

average worth 49.72% whereas Cash Ratio is 0.09 times.

The return on Net Capital Employed and average of Interval
Measure in the Eastern Region, Its Return on Net Capital
Employed is 49.72% and its Interval Measure is Rs.

6.23crores.

In the Western Region Return on Net Capital Employed is
3.49% & Interval Measure is Rs. 18.49crores.

In the Northern Region, Return on Net Capital Employed is
14.29% & Interval Measure is Rs.13.39crores.
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In the Southern Region, the Return on Net Capital Employed

is 18.74% & Interval Measure is Rs. 22.13crores.

In the Rest of the Regions, Return on net capital employed is —

43.41% and the Interval Measure is Rs. 4.51crores.



278

REFRENCE:
1 KULSHRESTHA N. K. : “Analysis Of Financial

Statement Of Paper Industry In India “ Navman

Prakashan, 1st Edition , P.81.

2 KUCHAL S. C. : “Financial Management - An

Analytical And Conceptual Approch ,  Chitanya
Publishing House, 1987, P.192.

3 ERICH A. HELFERT : “Techniques Of Financial
Analysis”, Illnois, R. D. IRWIN, 1972 | P.53.

4 JOHN N. MAYER:“Financial Statement Analysis ¢,
New Jerrey : Prentice Hall Inc. Engle wood Cliffes, 1979,P.
86.

S BATTY J. : “Management Accounting“ Ply Mouth :
The ELBS and McDonald and Evance, 1976, P.445.

§) PANDEY I[.M. Op. Cit. P. 338.

7 DR. JAIN SUGON C. and DR. MATHUR N. D.

"Reading In Performance Appraisal “. R.B.S.A. Publisher
S.M.S. Highway , Jaipur, 1994, P. 17.



GHAPTER 6
SUMMARY,
FINDINGS
AND

SUGGESTIONS




280

Chapter 1 : Profile Of The Cement Industry In India :

Telecommunication, petroleum, coal, fertilizer, iron, steel and
cement etc. are the key infrastructure sectors of India.
Cement industry is also plays a significant role, in the rapid
growth and development of a country because cement is a
fundamental requirement of all construction activities.
Cement is wused in housing, dams, bridges, industrial
construction, roads etc, so cement is basic material which is

used in all types of construction.

In the growth of Indian manufacturing industries, egalitarian
considerations or nation, building objectives have had limited
attraction as objectives for industrialization. It was mainly
the profit-centre that have determine their proliferation and
continues to do so even after intendance, expect for what the
public sector has been doing but not with much consideration

for productivity or profitability.

These observations apply not only in jute and textiles or iron
and steel, but also in cement, automobiles, sugar and even
perhaps the paper industries, particularly in the respect of the

private sector leviathan.
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The impact of economic factors like the supply of raw
materials, cost of labour, cost of infrastructure and economic
of location have all determine the growth and development of
Indian industries but one major factor has always been the

profit incentive.

In old days, various types of building materials were used for
construction of public historical and religious buildings sand,
stone and in the special case; marbles were used for this
purpose. The house of ordinary citizens were usually made of
mud and thin bricks. In few cases lime and pazzolona were
used for getting beautiful finishing for the interior surface.
There were very good builders and mesons who have created
temples, buildings and bathing ghats thousand of years ago,

still they are famous for their work and shape.

However, slowly and gradually cement and new types of
material developed in Europe. In 1824 an English man
Joseph Aspadin, patented on artificial made by calcination of
an argillaceous limestone known as Portland cement. Because
concrete made from it resembled a famous building stone
obtained from the ISLE of Portland near England. This was

the beginning of Portland cement industry as we know today.

Cement is a powdered material with water forms a paste that

hardens slowly. It is made by sintering a mixture of various
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raw materials. The main raw material composed in the
mixture is calcium carbonates as limestone and other
alumina, silicates as clay or shale. During the sintering
process chemical reaction takes place, produces nodules,
called clinkers which consists of calcium silicates and
aluminates when the clinker is pulverized with a small
amount of gypsum as a reader the resulting powder is called

Portland cement.

Cement is basic material for all types of construction works
and it is widely used in construction from smallest building to
largest structures like dams, irrigation works, bridge,
industrial complex etc. In short, it can be said that cement as
well as steel are sinequa-non for that development of

construction activities in the country.

Cement industry is one of the key industries in India. It plays
a dominant role in the national economy. Form the point of
view of economic development of the country, Cement
industry ranks second very next to the Iron and steel
industry. Cement is indispensable in building and
construction works. The production and consumption of
cement to a large extent, indicates a country’s progress. In a
developing country like India the need for a well established

cement industry is of paramount importance.
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Chapter 2 : Research Methodology :

The title of the problem of the subject of this study is “A
Comparative Analysis of profitability vis-a-vis liquidity

performance in cement industry of India.”

The cement industry plays a vital role in the growth and
development of a country as it provides required infra-
structure for economic development of the country. In our
country, a large population lives in villages. Roads, buildings
and other infrastructure provide means for the enlistment of
the economic level of a vast rural population. Unfortunately,
the past setup of leading cement units was unable to meet the
rising demand of cement in comparison with their counter
parts in the other countries. Therefore, it is assumed that in
the factor which are obstruction the profitability vis — a - vis
liquidity position of cement units could manage properly then

units would come out with a better working result.

This study based on the secondary data derived from annual
published reports of selected cement companies or computer
data. Various researchers have been conducted under
Accountancy, Commerce, Management, Economics etc.
faculty of Saurashtra University. However, no research has

been conducted,
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“A Comparative Analysis of profitability vis-a-vis liquidity
performance in cement industry of India.” Thus this study
would be an original contribution to the problem of the study

in unique every respect.

PROBLEM IDENTIFICATION :-

Cement is one of the most important industries in Indian
economy. It has played a vital role in the development of
country. First cement factory was established in 1904 at
Porbandar. (The birthplace of Mahatma Gandhi, in Gujarat)
However, during the last four decades the industry has
achieved substantial progress. India is the forth largest
country in the world at present. Financial soundness of
business enterprise largely depending upon the profitability
can be achieved after control over the cost of production like
cost of raw material consumed, excise duty, power and fuel
cost, interes burdon, administrative expense, selling and
distribution expense etc. that have been increased heavily on
the other hand selling price of the cement is decreased in this
circumstance to keep the progress of business enterprises. It
is very essential for management. In present environment to
achieve the profit trends to introduce various cost control
techniques over expenditures and maximum output.

Another problem of industry is shortage of electricity supply

and heavy electric charges. It is also making effect on cost of
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production and financial position. The objectives of final
analyst are as (1) external and (2) internal. An external
analyst has to depend upon the published information of
financial Statements, which are not on lightening themselves.
While internal analysts know every thing regarding, the

information provided in financial statements.

Study of financial statement analysis is always made
objectively. Generally, external analysts use information as
per their requirements. Financier would like to know
profitability. Management would be interested in the
operational efficiency and profitability. Position of the
management profitability vis-a-vis liquidity also balances in
the portfolio. But if the management likes profitability,
Liquidity is less and the Liquidity is like the profitability is
less. The various stock holders of business enterprises like
management, investors, bankers, financial institutions,
creditors, employees, government, economist, prospective
investors etc, look at sound financial position of the business

enterprise.
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THE RESEARCH METHODOLOGY :-

(] THE PROBLEM:-

The title of the study is A comparative analysis of profitability

vis-a-vis liquidity performance in cement industry of India.

(II) OBJECTIVES OF THE STUDY:-

(1) To analysis the profitability.

(2) To examine the liquidity position and analyses
of liquidity.

(3) To analysis profitability vis-a-vis liquidity.

(4) To make suggestions of profitability and

liquidity for financial soundness.

(IIT) HYPOTHESIS:-

(1) There is no any significant difference between Profitability
Trends of Cement Industry of India.
(2) There is no any significance difference in Liquidity

Trends of Cement Industry of India.
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(IV) DATA COLLECTION:-

The main source of data used for the study was secondary,
drawn from the annual profit & loss account and balance
sheet figures as found in annual reports of the selected units.
The other data source is ProweSS database & capitalline
software, from CMIE, Mumbai. And opinions expressed in
commercial journals, magazines, news papers, Accounting
literature, various journals on cement viz. cement industry
annual Review, world cement, cement abstracts etc. have

been also used in this study.

(V) PERIOD OF THE STUDY:-

The profitability and liquidity study is made for a period of 8
years from 1995-96 to 2002-03.

(VI) UNIVERSE OF THE STUDY:-

The universe of the study consists of all the limited companies

working in India and listed in stock exchange of India.
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(VII) SAMPLING DESIGN:-

There are about 125 such companies which are working in
India data available of 79 companies. Researcher has selected
17 Companies as the sample for this study. The sample has

been selected considering following factors.

* Data for the entire period of the study from 1995-96- 2002-
03.

* For the purpose of analyses all the selected companies have
been classified in to five regions — Eastern region, Western

region, Northern region, Southern region, and Rest of region.

* Allocation of the state in regions has been made according to

CMA criteria.

* Companies have been classified into various regions

according to the location of plant in the state.

* Those companies plant have been located in the more then

one region they have put in rest of region.
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(VIII) NAMES OF THE COMPANIES:-

(A) Eastern Region

(i) OCL India Limited
(i) Damodhar Cement & Slag Limited
(iii) Ambuja Cement Eastern Limited

(iv) Birla Corporation Ltd.

(B) Western Region
(i Saurashtra Cement Limited
(i) Gujarat Ambuja Cement Ltd
(iii) Gujarat Sidhee Cement Ltd.

(C) Northern Region

(i) Shree Cement Limited
(ii) Associated Cement Cos. Ltd.

(D) Southern Region

(i) Priyadarshini Cement Limited

(ii) Shri Vishnu Cement Limited
(iii) Madras Cements Ltd.
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(iv) Chettinad Cement Corp. Limited
(v) Dalmia Cement (Bharat) Limited

(vi) Deccan Cements Limited

(E) Rest of The Regions

(i) Shree Digvijay Cement Limited

(i) Cement Corporation of India Limited

(IX) TOOLS AND TECHNIQUES FOR ANALYSIS OF
FINANCIAL STATEMENTS:-

Ratio Analysis

Common-Size statements

Trend Analysis

Comparative statements Analysis
ANOVA Test

Analysis of Time Series

N O o R~ W N

Diagrammatic and Graphic Analysis

LIMITATIONS OF THE STUDY:-

(1) This study based on secondary data taken from published
annual reports and accounts of selected companies and as

such its finding depends entirely on such data.
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(2) There are different methods to measure the profitability
and liquidity of an industry in this connection views of experts

differ from one- another.

CHAPTER PLAN:-

CHAPTER-1

PROFILE OF THE CEMENT INDUSTRY IN INDIA
CHAPTER-2

RESEARCH METHODOLOGY
CHAPTER-3

ANALYSIS OF PROFITABILITY
CHAPTER-4

ANALYSIS OF LIQUIDITY
CHAPTER-5

PROFITABILITY VIS-A-VIS LIQUIDITY
CHAPTER-6

SUMMARY, FINDINGS AND SUGGESTIONS
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Chapter 3 : Analysis of Profitability

Profit is the legitimate object of our society and prima facie
object of every business. It is barometer of the success of
business. Profit is the pivot around which revolve the various
activities of business. In the opinion of R.E.V. Duck and
F.R.J. Jervis, “ Perhaps the most important reason for
keeping accounts as far as management of the business is
concerned that the information contained in them provides
the means of measuring the progress of a business, of testing
it’s pulse and at indicating when and where remedial action, if

necessary, shall be taken”.

The survival of any business depends upon it’s earning
capacity. Thus, if an enterprise fails to make profit, capital
invested is eroded and if this situation prolongs, the
enterprise ultimately ceases to exist. In fact, profit is the soul
of business without which it is lifeless. Indeed, the efficiency
of a business concern is measured by the amount of profits
earned. The larger the profits the more efficient and profitable
the business is demand to be. According to R. R. Gilchrist,
the profit is the ultimate measure of effectiveness, profitable
company is likely to offer not only security of employment but

also promotion prospects, job opportunities and the intense



293

personnel motivation that comes from being associated with

SUCCESS.

Profitability means the profit earning ability of the enterprise,
and the capacity of management to generate surplus in the
process of business operations. It is overall measure of

efficiency.

Profitability is distinguished from “profits”. Profits refer to the
absolute quantum of profits. Where as the profitability refers

to the ability to earn profits.

PRODUCTIVITY AND PROFITABILITY:-

The performance of business firm can be evaluated or
measured from a number of perspectives, and there are
various quantitative as well as qualitative criteria that can be
employed for this purpose. Productivity and profitability are
the two separate device for the measurement of over all

efficiency of a business firm.

Productivity is defined as the ratio of outputs to inputs,
outputs in the form of products or services and input are the
resources which are put in to convert into outputs. It is the
quality or state of being productive. It is a concept that guides

the management of production system and measures its
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success. It is the quality that indicates how efficiency the
material, the labour, the capital and the energy can be utilized
Measurement and analysis of productivity can help to identify

area for corrective actions towards planning of business firm.

IMPORTANCE OF PROFITABILITY:-

Profit is a very good indicator of business performance, but
the real standard of performance of a business firm cannot be
judged by the absolute size of its periodic profit. For that
profitability is a good device, which represent the earning of a
business firm. Modern management is engaged in the task of
maximizing the profit and wealth. The efficiency of
management is measured by the profitability of the business;
the greater is the profitability of the business, the more will be

efficiency.

“An analysis of the profitability reveals as to haw the position
of profit stands as a result of total transactions made during
the year. It need not be stressed that profitability is analysed
through the computation of profit ratios. Profitability of a
business firm is very much helpful to the management,
creditors and share holders of business firm. The
management of business firm has to take some crucial

managerial decision like further expansion, raising of
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additional finance and problem of bonus and dividend
payment etc. and for this purpose the management greatly
rely-upon the profitability of the business firm. Moreover,
management cans evaluate the operational efficiency of the
business firm. The creditors of a business firm are also
interested in the profitability of business firm. On the basis of
profitability they decide their policy regarding the business
firm. The share holders are equally interested in the
profitability of the company. The share holders of a business
firm cannot be judged by absolute size of its periodic profit.
For that profitability is a good device which represent the
earning capacity of a business firm. Modern management is
engaged in the task of maximizing the profits and wealth. The
efficiency of management is measured by profitability of the
business; the greater is the profitability reveals as to how
position of profit stands as a result of total transaction mode
during the year. It need not be stressed that profitability is
analyzed through the computation of profit ratios.
Profitability of a business firm is very much helpful to the
management, creditors and share-holders of business firm.
The management of a business firm has to take same crucial
managerial decision like further expansion, raising of a
additional finance and problem of bonus and dividend
payments etc. and for this purpose the management greatly
rely-upon the profitability of the business firm. Moreover,

management can evaluate the operational efficiency of the
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business firm. The creditors of a business firm are also
interested in the profitability of business firm. On the basis of
profitability they decide their policy regarding the business
firm. The share-holders are equally interested in the
profitability of the company. The share-holders can take the
decision weather to hold their equity share in the company or
not, on the basis of profitability. Thus the management,
creditors and owners of the company are equally interested in

the profitability of the company.

PROFITABILITY ANALYSIS OF CEMENT INDUSTRY:

The profitability of cement industry in India has been
analysed from the point of view of financial management and
shareholders. Profitability can be measured in terms of
different components of profit and loss account and balance

sheet.

A financial manager is very much interested to locate and pin-
paint the causes which are responsible for low or high
profitability. The Financial Manager should continuously
evaluate the efficiency of its company in terms of profit. In
analysing the profitability of cement in India from the point of
view of financial management, the following ratios are

considered.
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(I GROSS PROFIT RATIO :-

This ratio expresses the relationship of gross profit to net
sales, in term of percentage. The determinates of this ratio are
the gross profit and sales, which means net sales obtained
after deducting the value of goods returned by the customers
from total sales. This ratio is of vital importance for gausing
raging business results. A low gross profit ratio will suggest
decline in business, which may be to insufficient sales, higher
cost of production with the exiting or reduced selling price or
the all-round inefficient management. The financial
management must be able to detect the causes of a falling

gross profit ratio and initiate action to improve the situation.

Gross Profit Ratio (in Percentages) of Cement Industry under
the study -1995-96 to 2002-03 a look at the gross profit ratio
of the companies located in the Eastern Region indicates that
the limited average of the OCL Company has been enjoying
the profit of 13.4%. Damodhar Cement and Stag limited has
the average 0.7% profit ; whereas Ambuja Cement Eastern
Limited enjoys the average 2.23% profit and Birla Corporation

Ltd., has in hand the average profit of 5.60%

Looking in accordance with the year, the average profit of the
Eastern region in March’96 is 2.34, in March’97 4.2%, in 98
it is 2.57, in 99 0.77%, in March’00-5.19%, in March’01-
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3.55%, in March’02-it is 6.71 and in March-03 it is 9.9 and
the profit of the Eastern company according to years is worth

4.4%

In the western region Saurashtra Cement Ltd., enjoys the
profit as high as 11.40%. Gujarat Ambuja Cement Limited
enjoys the maximum i.e. average 32.4% and the loss of the
Guyjarat Siddhi Cement Ltd., is 0.94%. If we take up to
according to years Companies according to years maintain the
following average profit.

March 1996 : 25.45%, March 1997 : 23.93%, March 1998 :
17.17%, March 1999 : 10.88%, March 2000 : 6.96% , March
2001 : 6.%, March 2002 : 12.95% and March 2003 : 11.78%

Taken according to years the average profit of all these
companies goes to 14.29%
Now let us study the gross profit ratio of the companies

located in the northern region-

1) Shree Cement Limited from March96 to March’03 enjoys
average 19.32% worth of profit.

2) Associated Cement Limited has the average profit worth

11.60%

If we take in to account the profit of both the companies

according to years : In March 1996 to March 2003
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it is : 17.38%, 19.81%, 15.56%, 13.9%, 12.65%, 15.52%,
16.89%, 14.42% respectively.

The average profit of all the years having been taken into

consideration, each year companies receive 15.76% profit.

If we study the gross profit ratio of the Southern region-
-Priyadarshini Cement Ltd., from March’96 to March’03
enjoys the average profit worth 6.3.

-Shri Vishnu Cement Ltd., during this very year has the profit
worth 10.57%.

-Madras Cement Ltd., enjoys the average profit worth 29.06%
-Dalmia Cement Ltd., enjoys the average profit worth 22.29%
-Deccan Cement Ltd., enjoys the average profit worth 21.05%

If we take up to discuss the profit of the Southern Region
according to years these companies have average profit - In
March 1996 to March 2003 It is : 25.96%, 25.38%, 23.95%,
20.88%, 19.04%, 20.83%, 18.74%, 11.62% respectively.

Whereas according to this year, average profit is 20.80%.

If we study the rest of the regions, from March’1996 to
March’2003 Shri Digvijay Cement Ltd., has the average 2.38%
profit and cement corporation of India Ltd., has loss of -

24.6%.
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If we take up to discuss the average according to years in this
connection, In March 1996 to March 2003 it is

2.35%,0.08%, 3.47%, 0.95%, 10.81%, 22.04%, 51.2%
respectively. Average according to years is found worth

11.96%.

(II) OPERATING PROFIT RATIO:-

This ratio indicates the relationship between operation profit
and net sales in the form of percentage. The amount is shown
in Rs. crores. In which, OCL India Ltd., of Eastern region has
during 1996-2003 earned the average profit worth Rs.
17.26crores.

In the western region companies, Saurashtra Cement Ltd.,
during March’96 to March’03 has incurred the loss worth Rs.
0.77crores, Gujarat Ambuja Cement Ltd., has earned
operating profit worth Rs. 222.29crores, and Gujarat Siddhi
Cement Ltd., has incurred the loss worth Rs. 16.03crores.
Calculating the average of the years, Northern region has

obtained operating profit worth Rs. 19.18crores.

In the Southern region-Priyadarshini Cement Ltd., has
obtained during March’™96 to March’03 the operating profit
worth Rs. 21.30crores, Shri Vishnu Cement Ltd., has earned
the Rs. 8.21crores, Madras Cement Ltd., has earned the
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operating profit worth Rs. 106.33crores. Chettinad Cement
Corporation Ltd., has obtained operating profit worth Rs.
33.47crores, Dalmia Cement (Bharat) Ltd., Rs.
42.57crores.Deccan Cement Ltd., has earned profit worth Rs.
8.40crores. Taking into account the discussion of the Rest of
the region, it can be said that Shri Digvijay Cement Ltd., has
earned the average operating profit worth Rs. 15.63crores.
i.e., loss from March 1996 to March 2003.Cement Corporation

of India Ltd., also suffers the loss worth Rs. 117.31crores.

(IIT) RETURN ON INVESTMENT RATIO (PBDIT) :-

In PBDIT, the Eastern Region in the average of profit is shown
Rs.41.36 crores, is obtained between March96 & March 2003.
Where as the PBDIT of Damodhar Cement and Slag Ltd. is Rs.
8.41crores, and the profit shown of Ambuja Cement Eastern
Ltd. is Rs. 30.44crores. The PBDIT of Birla Corporation Ltd. is

shown as Rs. 68.9crores.

If we take up the discussion of the Western Region, the
average profit of Saurashtra Cement Ltd., from March 1996 to
March 2003 is Rs. 12.70crores. The profit of Gujarat Ambuja
Cement Ltd., is Rs. 396.08crores, and the PBDIT of Gujarat
Siddhi Cement Ltd. is found Rs. 22.92crores.
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Now let us take up the Northern Region, Shree Cement Ltd.,
achieves average PBDIT worth Rs. 72.02crores. Associated

cement Ltd., obtains PBDIT worth Rs. 345.63crores.

In Southern Region, Priyadarshini Cement Ltd. earned the
average PBDIT worth Rs. 32.95crores between March 93 and
March 2003. Shri Vishnu Cement Ltd., earns PBDIT worth
Rs.15.37 crores, Madras Cement Ltd., earned PBDIT worth
Rs.155.74 crores Chettinad Cement Corp. Ltd., earned worth
Rs. 61.40crores, Dalmia Cement Ltd., earned average profit
worth Rs. 77.09crores and Deccan Cement Ltd., obtained the

average profit worth Rs. 12.8crores.

Rest of the Regions, Shree Digvijay Cement Ltd., from March
1996 to March 2003 obtained the average PBDIT worth Rs.
2.82crores Cement Corp. Of India Ltd., incured the loss
worth Rs. 22.38crores.

(IV) NET PROFIT RATIO :-

Among the cement companies of India, the net profit of OCL
India Ltd., of Eastern Region from March 96 to March 03 is
shown as Rs. 29crores. The profit of Damodhar Cement & Sag
Ltd., from March 93 to March 2003 is 2.94crores. The Ambuja
Cement Eastern Ltd., from March 93 to March 03 there is no
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profit but loss which is Rs. —13.49crores & Birla Corporation

Ltd., also suffers the net loss of Rs. 12.91crores.

In the Western Region, the Saurashtra Cement Ltd., from
March 93 to March 2003 shows clear loss of Rs.-15.84crores.
Gujarat Ambuja Cement Ltd shows the profit of Rs.
181.66crores. Gujarat Siddhi Cement Ltd shows clear loss of

Rs. - 7.11 crores.

In the Northern Region- Shree Cement Ltd. , earned the profit
of Rs. 16.24crores. Associated Cement Co. Ltd. , earned the

average profit of Rs. 75.17crores.

In the southern region Priyadarshini Cement Ltd., from March
96 to March 2003 earned the average net profit worth Rs.
6.93crores. Shri Vishnu Cement Ltd., earned net profit worth
Rs. 1.81crores. Madras Cement Ltd., obtained the average
profit worth Rs. 43.72crores. Chettinad Cement Corporation
Ltd., has got the net profit worth Rs. 8.44crores.Dalmia
Cement (Bharat) Ltd. has got the profit worth Rs. 26.11crores.
Deccan Cement Ltd., has got the average profit worth Rs.

5.53crores.

As we take up the companies of the Rest of the Region Shree
Digvijay Cement Company Ltd., from March 1996 to March
2003 shows the net loss worth Rs.-16.09crores. Cement
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Corporation Of India Ltd., from March’96 to March 2003

shows the loss of Rs. —165.74crores.

(V) RETURN ON NET CAPITAL EMLOYED RATIO :-

In the Eastern Region From March’96 to March 2003 the
average Return on OCL India Ltd., is 14.08% on capital
employed. Damodhar Cement & Slag Ltd., has obtained
Return On Net Capital Employed(R.O.N.C.E) average 110.13
% Ambuja Cement Eastern Ltd., obtained the average of

68.05%.Birla Corporation Ltd., obtained the 6.64% .

In the Western Region, Saurashtra Cement Ltd., has obtained
the Return On Net Capital Employed 5.83%. Gujarat Siddhi
Cement Limited has obtained the Return On Net Capital
Employed 13.53%, Gujarat Siddhi Cement Ltd., has obtained
R.O.N.C.E. -90.1%.

In the Northern Region, Shri Cement Ltd., has obtained
average 16.54% .R.O.N.C.E. of Associated Cement Ltd., is
12.04%.

In the Southern Region, R.O.N.C.E. of Priyadarshini Cement
Ltd. , is 32.10%.R.O.N.C.E. of Shri Vishnu Cement Ltd., is
16.07%. R.O.N.C.E. of Madras Cement Ltd., is 16.65%.
R.O.N.C.E. of Chettinad Cement Ltd., is 15.52%. R.O.N.C.E.
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of Dalmia Cement Ltd., is 16.10% and R.O.N.C.E. of Deccan
Cement Ltd., is 15.88%.

The average of the year is 18.74% in Rest of the Regions. The
R.O.N.C.E. of Shree Digvijay Cement Ltd. from March 96 to
March 03 -2.08%. The R.O.N.C.E. of Cement Corporation of
India Ltd. from March 96 to march 03 -84.73%.

(VI) RETURN ON NET WORTH RATIO:-

Average Return On Net Worth in the Eastern Region, OCL
India Ltd. shows Return On Net worth (R.O.N) as 7.075%.
Damodhar Cement Slag Ltd. shows R.O.N. worth. as
13.6%.Ambuja Cement Eastern Ltd. shows R.O.N. worth as -
88.38%. Birla Corporation Ltd. shows R.O.N. worth. as -
11.69%.

If we take the R.O.N. worth of the companies of the Western
Regions, the R.O.N. worth is as - Saurashtra Cement Ltd.
average R.O.N. worth from March 96 to March 03 is -
17.10%.Gujarat Ambuja Cement Ltd. average R.O.N. worth.
from March 96 to March 03 is 14.37%. Gujarat Siddhi
Cement Ltd. average R.O.N. worth from March 96 to March 03
is 68.83%.
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In the Northern Region, Shree Cement Ltd. from March 96 to
March 03 has obtained R.O.N. worth 11.66%. Associated
Cement Co. Ltd. from March 96 to March 03 has obtained
R.O.N. worth 5.91%.

In Southern Region, Priyadarshini Cement Ltd. has from
March 96 to March 03 gained the R.O.N. worth 48.30%
.Vishnu Cement Ltd. from March 96 to March 03 shows
R.O.N. worth 1053.24%. Madras Cement Ltd. shows R.O.N.
worth 17.52%. Chettinad Cement Corp. Ltd., shows R.O.N.
worth 10.43%. Dalmia Cement Ltd., shows 12.82%. Deccan
Cement Ltd., shows R.O.N. worth 13.46%.

In Rest of the Region, The R.O.N. worth of the companies is as
Shree Digvijay Cement Ltd., from Mar.96 to March’03 shows
the average return on net worth as 13.28%. Cement

Corporation Of India Ltd. gets the R.O.N. worth is 31.2%.
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Chapter 4 : Analysis Of Liquidity :

By the term ‘liquidity’ is meant the debt-repaying capacity of
an undertaking. It refers to the firm’s ability to meet the
claims of suppliers of goods, services and capital. According to
Archer and D’Ambrosio, liquidity means cash and cash
availability, and it is from current operations and previous
accumulations that cash is available, to take care of the
claims of both the short-term suppliers of capital and the
long-term ones. It has two dimensions; the short-term and the

long-term liquidity.

MEASUREMENT OF LIQUIDITY

Liquidity of an enterprise can be studied in two ways, namely,
(i) Technical liquidity, and (ii) Operational liquidity. The
difference between these two methods of liquidity
measurement depends upon whether one assumes the
‘liquidation concept’ of business as in case of the technical
liquidity or the ‘going concern concept’ of business as in the

case of the operational liquidity.
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(A) TECHNICAL LIQUIDITY
Technical liquidity is normally evaluated on the basis of the

following ratios in a business enterprise.

(1) CURRENT RATIO

Current ratio expresses the precise relation between current
assets and current liabilities. It is calculated by dividing

current assets with current liabilities.

Current Ratio=Current assets/Current liabilities.

It indicates the availability of current assets in rupees for
every one rupee of current liabilities. A high ratio means that
the firm has more investment in current assets. While a low
ratio indicates that the firm in question is unable to retire its
current liabilities. In fact, a satisfactory current ratio for any
given firm is difficult to judge. For most manufacturing
undertakings, a ratio of 2:1 is traditionally considered a
bench-mark of adequate liquidity5. However, to some of the
undertakings like public utilities and service firms this
standard ratio is not particularly useful in as much as they

carry no inventories for sale.
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(2) QUICK OR ACID-TEST RATIO

Recognising that inventory might not be very liquid or slow-
moving, this ratio takes the quickly realizable assets and
measures them against current liabilities. This is a more
refined if somewhat conservative estimate of the firm’s
liquidity, since it establishes a relation between quick assets
is one that can be converted into cash immediately or
reasonably soon without loss of value. For instance, cash is
the most liquid of all assets. The other assets which are
considered to be relatively liquid and include in the quick
category are accounts and bills receivable and marketable
securities. Inventory and period expenses are considered to be

less liquid.

(3) ABSOLUTE LIQUIDITY RATIO

Absolute liquidity ratio is the refinement of the concept of
eliminating inventory as liquid assets in the acid-test ratio,
because of their uncertain value at the time of liquidation.
Although receivables are generally much more liquid in nature
than inventories, some doubt may exist concerning their
liquidity as well. So, by eliminating receivables and

inventories from the current assets, another measure of
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liquidity is derived by relating the sum of cash and
marketable securities to the current liabilities. Generally, an
absolute liquidity ratio of 0.5:1 is considered appropriate in

evaluating liquidity.

( B ) OPERATIONAL LIQUIDITY

Operational liquidity which is based on the going concern
concept of business, is determined by expressing cash flows
as a percentage of current liabilities. It is varified here
whether the cement companies included in the study would
be able to discharge its current liabilities from the cash flows

generated from the operations.

ANALYSIS OF LIQUIDITY

(1) CURRRENT RATIO :

In the Eastern Region, the average of OCL India Ltd., in
Current Ratio is 1.64 times. The average of Damodhar Cement
and Slag Ltd., in Current Ratio is 0.57times. Average of
Ambuja Cement in Current Ratio is 0.64times. The average of

Birla Corporation Ltd., Current Ratio is 1.26times.

In the Western Region, the average Current Ratio of

Saurashtra Cement Ltd., from March1996 to March 2003 is
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1.00.The average Current Ratio of Ambuja Cement Ltd., from
March’96 to March’03 is 1.57times. The average Current Ratio
of Gujarat Siddhi Cement Ltd., from March’96 to March’03 is
1.06times.

In the Northern Region, average Current Ratio of Shree
Cement Ltd., from March96 to March’03 is 1.61times and

Associated Cement Co., the Current Ratio is 1.81times.

In the Southern Region, the average Current Ratio of
Priyadarshini Cement Ltd., from March’96 to March’03 is
1.59times, the average Current Ratio of Shree Vishnu Cement
Ltd., is 1.40times. The average Current Ratio of Madras
Cement Ltd., is 1.54times. The average Current Ratio of
Chettinad Cement Corporation Ltd., is 2.08times. The

average Current Ratio of Deccan Cement Ltd., is 2.38times.

In the Rest of the Region, Current Ratio of Shree Digvijay
Cement Ltd., from March’96 to March’03 is in average
0.95times and Cement Corporation Ltd., average Current

Ratio is 0.26times.
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(II) QUICK RATIO :

In the Eastern Region, the average of OCL India Ltd., from
March’96 to March’03 is 0.61times.The average of Damodhar
Cement & Slag Ltd., from March’96 to March’03 is 0.00times.
The average of Ambuja Cement Eastern Ltd., from March’96
to March’03 is 0.23times. The average of Birla Corporation

Limited, from March’96 to MarchO3 is 0.4times.

In the Western Region, the Quick Ratio of Saurashtra
Cement Ltd., from March 96 to March 03 is 0.45times. The
Quick Ratio of Ambuja Cement Ltd., from March96
toMarch’03 is 0.58times. The Quick Ratio of Gujarat Siddhi
Cement Ltd., from March’96 to March’03 is 0.37times.

In the Southern Region, the Quick Ratio of Priyadarshini
Cement Ltd., in average from March™96 to March’03 is
0.53times. The Quick Ratio of Shri Vishnu Cement Ltd., in
average from March’96 to March’03 is 0.44times.The Quick
Ratio of Madras Cement Ltd., in average from March’96 to
March’03 is 0.48times. The Quick Ratio of Chettinad Cement
Ltd., in average from March’96 to March’03 is 0.23times, the
Quick Ratio of Dalmia Cement Ltd., in average from March’96
to March’03 is 0.56times. The Quick Ratio of Deccan Cement
Ltd., in average from March’96 to March’03 is 1.29times.
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In the Rest of The Regions, the Quick Ratio of Shree
Digvijay Cement Ltd., from March’96 to March’03 is 0.34times
and Cement Corporation of India Ltd., from March’96 to

March’03 is —0.06times. The extent of both is very low.

(IIT) CASH RATIO :

In the Eastern Region, the average of OCL India Ltd. from
March’96 to March’03 is 0.10times. The average of Damodhar
Cement & Slag Ltd. from March’96 to March’03 is 0.00times.
The average of Ambuja Cement Eastern Ltd., from March’96
to March’03 is 0.05times. The average of Birla Corp. of India
Ltd., from March’96 to March’03 is 0.23times. From the above
statistics we can say that the Cash Ratio of Birla Corp. Ltd. ,

1S maximum.

In the Western Region, the average Cash Ratio of Saurashtra
Cement Ltd., from March96 to March’03 is 0.25times. The
average Cash Ratio of Gujarat Ambuja Cement Ltd., from
March’96 to March’03 is 0.5times. The average Cash Ratio of
Gujarat Siddhi Cement Ltd., from March™96 to March’03 is
0.05times.

In the Northern Region, the average cash ratio of Shree
Cement Ltd., is 0.29times. The average cash ratio of

Associated Cement Ltd., is 0.08times.
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In the Southern region, the average cash ratio of
Priyadarshini Cement Ltd. between March 1996 & March’03 is
0.19times. The cash ratio of Shri Vishnu Cement Ltd., is
0.15times. The cash ratio of Madras Cement Ltd., is
0.31times. The cash ratio of of Chettinad Cement Corporation
Ltd., is 0.10times.The cash ratio of of Dalmia Cement (Bharat)
Ltd., is 0.91times. In these companies the maximum Cash
Ratio is of Madras Cement Ltd., & the minimum Cash Ratio is

of Chettinad Cement Corp. Ltd.

In the Rest of the regions, the average cash ratio of Shree
Digvijay Cement Ltd. from March’96 to March’03 is
0.10times.The Cement Corporation of India Ltd., it is
0.04times.
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(IV) INTERVAL MEASURE :

In the Eastern Region, average operating cash flow from
March 1996 to March 2003 in the following companies is as
follows:

OCL India Ltd., from March’96 to March’03 operating cash
flow in average is Rs. 12.70crores. Damodhar Cement & Slag
Ltd., operating cash flow is Rs. 2.73crores. Ambuja Cement
Eastern Ltd., operating cash flow is Rs. 0.90crores. Birla
Corporation Ltd., operating cash flow is Rs. 8.59crores.

In the above companies the average of the interval flow in
maximum belongs to OCL India Ltd., and the minimum

belongs to Ambuja Eastern Ltd.,

In the Western Region, Saurashtra Cement Ltd., shows the
average from March’96 to March’03 as Rs. 21.02crores. And
Gujarat Ambuja Cement Ltd., shows the average from
March’96 to March’03 as Rs. 30.36crores. Gujarat Siddhi
Cement Ltd., shows the average as Rs. 4.09crores. The
maximum is that of Ambuja Cement Ltd., and the minimum
is that of Gujarat Siddhi Cement Ltd.

In the Northern Region, the average of Shree Cement Ltd.,
from March’96 to March’03 is Rs. 13.84crores. The average of
Associated Cement Co. Ltd. March’96 to March’03 is Rs.
12.94crores.
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In the Southern Region, according to each company if , we
take up to discuss the income in average from March 1996 to
March 2003, the average Interval Measure of Priyadarshini
Cement Ltd. is Rs. 19.47crores. The average Interval Measure
of Shri Vishnu Cement Ltd., is Rs. 15.29crores. The average
Interval Measure of Madras Cement Ltd., is Rs. 28.40crores.
The average Interval Measure of Chettinad Cement Ltd., is Rs.
19.11crores. The average Interval Measure of Dalmia Cement
(Bharat) Ltd., is Rs. 19.11crores. The average Interval
Measure of Deccan Cement Ltd., is Rs. 21.8crores. In the
above companies average income the maximum is that of is
Madras Cement Ltd., and minimum that of is Shree Vishnu

Cement Ltd., Rs. 15.29crores.

In the Rest of the regions, the average Interval Measure of
Shree Digvijay Cement Ltd., is Rs. 9.02crores. The average
Interval Measure of Cement Corporation of India Ltd., is Rs.

0.00crores.
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(IV) INTERVAL MEASURE

In the Eastern Region-Average operating cash flow from
March 1996 to March 2003 in the following companies is as

follows.

OCL India Ltd., from March’96 to March’03 operating cash
flow in average is Rs.12.70crores. Damodhar Cement & Slag
Ltd., operating cash flow is Rs.2.73crores. Ambuja Cement
Eastern Ltd., operating cash flow is Rs.0.90crores Birla
Corporation Ltd., operating cash flow is Rs.8.59crores. In the
above companies the average of the internal flow in maximum
belongs to OCL India Ltd., and the minimum belongs to
Ambuja Eastern Ltd.,

In Western Region, Saurashtra Cement Ltd., shows the
average from March’96 to March’03 as Rs.21.02crores. And
Gujarat Ambuja Cement Ltd., shows the average from
March’96 to March’03 as Rs.30.36crores. Gujarat Siddhi
Cement Ltd., shows the average as Rs.4.09crores. The
maximum is that of Ambuja Cement Ltd., and the minimum

is that of Gujarat Siddhi Cement Ltd.

Northern Region The average of Shree Cement Ltd., from

March’96 to March’03 is Rs.13.84crores. The average of
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Associated Cement Company, March96 to March’03 is
Rs.12.94crores.

Southern Region according to each company if we take up to
discuss the income in average from March 1996 to March
2003. The average Interval Measure of Priyadarshini Cement

Ltd., is Rs.19.47crores.

The average Interval Measure of Shri Vishnu Cement Ltd., is
15.29crore. The average Interval Measure of Madras Cement
Ltd., is Rs.28.40crores. The average Interval Measure of

Chettinad Cement Ltd., is Rs.19.11crores.

The average Interval Measure of Dalmia Cement (Bharat) Ltd.,
is Rs.19.11crores. The average Interval Measure of Deccan
Cement Ltd., is Rs.21.8crores. In the above companies
average income the maximum is that of is Madras Cement
Ltd., and minimum that of is Shri Vishnu Cement Ltd.,

Rs.15.29crores.

Rest of the Regions, The average between March’96 & March
2003 of every company is, the average Interval Measure of
Shree Digvijay Cement Ltd., is Rs.9.02crores. The average
Interval Measure of Cement Corporation Ltd. is Rs.0.00

Crores.
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Chapter 5 : Profitability Vis-A-Vis Liquidity

A comparative Analysis of Return On Investment (R.O.l.) and
current ratio Whereas its Current Ratio is reduced to
0.60times, so while discussing R.O.l., it can be its Current

Ratio increases.

A comparative Analysis of R.O.I. and Quick Ratio, while
discussing the R.O.l. and Quick Ratio, it can be said that in
the Eastern Region, the yearly average is seen as Rs.

37.07crores, whereas Quick Ratio is 0.31times.

In the Western Region, as against Rs. 147.23crores the Quick
Ratio is 0.46times.

In the Northern Region, as against Rs. 208.82crores, the
Quick Ratio is 0.46times.

In the Southern Region as against the R.O.l. is Rs.
59.36¢crores, the Quick Ratio is 0.59times.

In The Rest of the regions, the Quick Ratio is only 0.20times.

A Comparative Analysis of R.O.I. and cash Ratio, its loss is

seen Rs. -9.78crores. As against it, its cash liability is seen as

Rs. 0.7crores. In short, while discussing each & every regions,



320

it can be said that, if the companies have more profit, their
cash liability is also more. Here one does not see profitability
vis-a-vis a liquidity but one can see profitability equal to
liquidity. Which means if the profit is more the liquidity is also

more.

A Comparative Analysis of R.O.I. & Interval Measure ratio,
while discussing all the four proportions together of R.O.IL. |,
in liquidity, we can say that gross profit depends on cash and
it depends on profit. If the proportion of profit is more, the

proportion of liquidity in this relation is more.

A Comparative Analysis of average operating profit with its
Current Ratio, the operating profit of Eastern Region is Rs.

0.39crores, and average Ratio is 1.00 times.

In the Western Region, its yearly average operating profit is

Rs. 68.49crores, and its Current Ratio is 1.00times.

In the Northern Region, the operating profit is in crores, yearly
average is Rs. 36.71crores, and Current Ratio is 1.68 times

which is maximum.

The Rest of the Regions, shows loss, worth Rs. -66.48crores
and its current Ratio is 0.60times, which is minimum. This

can be proved while discussing cash with profit.
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A comparative analysis of average operating profit (Rs.Crores)
and Quick Ratio, seeing it can be said that if the operating
profit is high the Quick Ratio is also high and the operating
profit is dependent on gross profit. It means if the gross profit
is high the operating profit is also high. While discussing the
profitability, vis-a-vis, it can be said that there is direct
relation between operating profit and Quick Ratio. It means if
the operating profit is high, the Quick Ratio is also high and if
operating profit is low the Quick Ratio is proportionately low.
That is why, it is necessary that, we should take the base of

number of the companies in both these regions.

A comparative Analysis of average operating profit and
average of Cash Ratio, the companies of all the four regions
give importance to profitability but give a very better
importance to liquidity, each and every company tries to get
more and more profit, which they chose at the expense of

liquidity.

A comparative Analysis of average operating profit (Rs.Crores)
& average of Interval Measure depending on it . Operating
profit can be compared that the company gives less
importance to liquidity and more and more importance to

profitability.
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A Comparative Analysis of Net profit ratio Average of current
Ratio, if we take all these five regions, Northern, Western and
Southern regions show profit whereas two regions show loss

in reference to Net Profit.

A Comparative Analysis of Net Profit average and average of
Quick Ratio, it can be said that if we discuss about Net Profit,
its yearly average in the Eastern Region, this Region with Rs.

— 3.54crores shows loss whereas its Quick Ratio is 0.31times.

In the Western Region, yearly average of Net Profit , is Rs.

52.90crores whereas its Quick Ratio is 0.48times.

In the Northern Region its Net Profit is Rs. 45.70crores

whereas its Quick Ratio is 0.43times.

In the Southern Region its yearly average Net Profit is Rs.

14.52crores whereas its Quick Ratio is 0.59times.

The Average loss of Rest of the Regions is Rs. — 95.91crores,
and its Quick Ratio is 0.20times. By Discussing the
proportion of Net Profit and Cash Ratio, it can be said that
liquidity depends on the profit of the company. The Region in
which proportion of profit is more that Region can keep more
Liquidity and the Region in which the profit is less, that the

Region selects Liquidity in less proportion.
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Comparative Analysis of Net Profit and Average Interval
Measure it can be said that the increase in the proportion of
profit is in the same proportion as increase in average interval
profit. So here also there is a direct relation between Net Profit

and Interval Measure.

A comparative analysis of average Return On Net Capital
Employed with its Current Ratio, The Return On Net Capital
Employed of Eastern Region was 49.72% and Current Ratio is
1.00times.

In the Western Region its yearly average Return On Net
Capital Employed was 3.43%, whereas Current Ratio was

1.19 times.

In the Northern Region, Return on net capital employed is
14.29%, against it, Current Ratio is 1.24 times.
In the Southern Region, Return on net capital employed is

18.74% and Current Ratio is 1.68 times.

In the Rest of The Regions, Return on net capital employed is

- 43.41%, against it, Current Ratio is 0.60 times.
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In short, the maximum return on net capital employed is in
the Eastern Region, whereas negative result is seen in the

Rest of the Regions.

A comparative analysis of average Return On Net Capital
Employed with its Quick Ratio, in the Eastern Region, yearly
average of Return on Net Capital Employed is 49.72%, against
it, Quick Ratio is 0.31 times.

In the Western Region, against 3.43%, the Quick Ratio is 0.31

times.

In the Northern Region, the Return on net capital employed is

14.29%. Whereas, its Quick Ratio is 0.43 times.

In the Southern Region, Return on net capital employed is

16.74%. Against it, its Quick Ratio is 0.59 times.

In the Rest of the Regions, both the companies have been
running in loss, so the average return on net capital employed

is = 43.10%.

The Return On Net Capital Employed is more appropriate for
evaluating the efficiency of Interval Management. Liquid ratio
establishes a relationship between quick or liquid assets and

current liabilities.
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A comparative analysis of average Return On Net Capital
Employed with its Cash Ratio, according to it, companies of
the Eastern Region get Return on Net Capital Employed in
yearly average worth 49.72% whereas cash ratio is 0.09

times.

In the Western Region, its Return on net capital employed is
3.43% whereas cash ratio is 0.30 times.

In the Northern Region, its Return on net capital employed is
14.29% and cash ratio is 0.19 times.

In the Southern Region, its Return on net capital employed is
18.7% whereas its cash ratio is 0.34 times.

In the Rest of the Regions, the Return on net capital employed
in yearly average is — 43.41% whereas its cash ratio is

0.07times.

A comparative analysis of average Return On Net Capital
Employed with its Interval Measures Ratio, in the Eastern
Region, Its Return on Net Capital Employed is 49.72% and its

Interval Measure is Rs.6.23 crores.

In the Western Region Return on net Capital Employed is
3.49% & Interval Measure is Rs.18.49 crores.

In the Northern Region, Return on net Capital Employed is
14.29% & Interval Measure is Rs.13.39 crores.
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In the Southern Region, the Return on net Capital employed

is 18.74% & Interval Measure is Rs.22.13 crores.

In the Rest of the Regions, Return on net Capital employed is

—43.41% and the Interval Measure is Rs.4.51 crores.

SUGGESTIONS:

1. In order to increase the profitability of the companies,
it is suggested to control the cost of goods sold and
operating expenses. The management should try to adopt
cost reduction techniques in their companies to get over

this critical situation.

2. Since, the industry could not pay regular and fair
dividend, the shareholders are disgusted and disinterested
about the performance of the companies. This particular
trend is not conductive for future  expansion of the
industry in India. Therefore, the management should
put in sincere and committed efforts to improve the
profitability of the companies in order to restore their

financial health.

3. The Government can give a boost to the Cement
Industry by reducing the royalty and cess on limestone by

10 percent.
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4. The Cement companies should reduce power and

fuel consumption by using low as content coal (imported

coal), lignite and agro waste products especially ground
nut husk and baggass should be used as coal
substitute.

5. To strengthen the liquidity position, long term  funds
have to be used to finance core current assets and a part
of temporary current assets. Itis  better if the companies

can reduce the over sized short-term loans and advances.

0. The cement companies should try to use properly

operating expenses.
7. The rats of excise duty, power, tariff and surcharge
on sales tax are reduced to a reasonable level to boost

the cement industry.

8. For regular supply of raw material and the final product

infrastructural facilities are required further
improvements.
9. The cement Industry is capital intensive in nature

but the policy of purchase of fixed assets should be
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carefully planned and reviewed so that the funds may be

properly utilized.

10. The labour productivity should be increased by
adopting modern manufacturing process- Dry process
and productivity based wage policy should be implemented
by the cement companies. Moreover, the use of computer
should be increased in such a way that it does not
prevent employment opportunity. = The concept of “Work

Organization” should be adopted by the cement

companies.

11. The best way to tide over the liquidity problems of
the wundertakings 1is to improve their profitability.
Companies should revise the ways, besides,

managing the working capital effectively, of maximizing

overall return on investment. This is considered
essential because, the cash flows of any concern rest,
primarily, on the profitability and the amounts set a

part for depreciation and other non- cash charges.
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