IOSR Journal of Business and Management (IOSR-JBM)
e-1SSN: 2278-487X, p-ISSN: 2319-7668. Volume 20, Issue 2. Ver. V (February. 2018), PP 79-84
www.iosrjournals.org

Working Capital Management in Small Enterprise -A Case Study
of Sri Nagavalli Solvent Oils Ltd

Dr.Venkateswararao.Podile’, Ch.HemaVenkata Siva Sree”
Y(Professor, MBA Department, Andhra Loyola Institute of Engineering and Technology, India’
2(Assistant Professor, MBA Department, Andhra Loyola Institute of Engineering and Technology, India)
Corresponding Author: Dr.Venkateswararao.Podile

Abstract: Small and Medium Entreprises(SMEs)play a crucial role in Indian economy.SMEs’ success much
depends upon effective working capital management.This paper deals with working capital management in Sri
Nagavalli Solvent oils Ltd, which is an Indian Small Enterprise of Srikakulam district in the state of Andhra
Pradesh. It is a Supplier and Manufacturer of rice bran Oil Company.In this paper an attempt is made to
examine the structure and composition of working capital in the Enterprise during the period of study covering
ten years from 2006-07 to 2015-16. An attempt is also made to analyze the liquidity position, to find the gross
working and networking turnover and to examine the efficiency in cash, debtors and inventory management in
the Small Enterprise under study.
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I. Introduction

Working Capital Management is concerned with the management of current assets and current
liabilities and the relationship between them. Efficient working capital management is essential for successful
running of any Enterprise.Especially SMEs’ success much depends upon effective working capital management.
Sri Nagavalli solvent oils Pvt. Ltd.is the Supplier and manufacturer of rice bran oil. This is a Private Company
incorporated on 17 February 1989. It is classified as Non-Government Company and is registered at Registrar of
Companies, Hyderabad. Its authorized share capital is Rs. 10,000,000 and its paid up capital is Rs. 10,000,000.
It has a man power of 40. This SME has an annual turnover of Rs. 3788.5 lakhs. The total current assets of the
company are Rs.1401.73 lakhs and current liabilities are Rs. 1153.81 lakhs as per 2015-16 Accounts.In this
paper an attempt is made toexamine working capital management in Sri Nagavalli solvent oils Pvt. Ltd

Il. Review Of Literature

Mishra (1975)" studied the efficiency of working capital management in six sample public sector units.
The study identified that management of various components of working capital in sample units was highly
unsatisfactory. Suk, Seung and Rowland (1992)? in their research conducted an in-depth survey to analyze the
liquidity practices of ninety four sample Japanese companies operating in the United States. Sivarama (1999)* in
his study on working capital management in the Indian paper industry, found a close association between
profitability and working capital efficiency.Reddy (2000)* analyzed the working capital management in thirty
small scale industries in the Cuddapah district of Andhra Pradesh and found that debtor management policy and
the collection mechanism to be very unsystematic and highly inefficient that resulted into excess investment in
debtors. Ghosh and Maji (2003)° made an empirical study on the relationship between utilization of current
assets and operating profitability in the Indian cement and tea industries. Bardia (2004)® conducted a study on
the issue pertaining to the relationship between working capital management and profitability of a Navaratna
steel manufacturing public sector enterprise. Prof. B.P.Singh (2012) investigated the relationship between the
components of working capital and profitability. He observed that the telecom industry is operating below
average so far as working capital is concerned. Pasupathi (2013)° conducted a comparative study of WCM
performance in commercial vehicles, passenger cars and multi utility vehicles and twoandthree wheelerssectors
of Indian automobile industry. UtkarshGoel et al. (2015)° conducted a study to explore the impact of corporate
governance practices on Working capital Management (WCM) in Indian firms.S. Selvanayaki et al.
(2015)"°focused on evaluating the WCM practices adopted by the rice milling firms and analyzed its impact on
profitability. Venkateswararao.P, Surya Chandra Rao.D and HemaVenkata Siva Sree.Ch (2017) examined
working capital management in PL Plast Pvt Ltd.It was found that there was no study on working capital
management in a solvent oil company. Hence, this study is taken up.
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I11. Objectives
The general objective of the study is to examine the working capital management in Sri Nagavalli Solvent oils
Ltd. The specific objectives include the following.
1. To examine the structure and composition of working capital in Sri Nagavalli Solvent oils Ltd during the
period of study.
To analyze the liquidity position of Small Enterprise during the period of study.
To find the gross working and networking turnover in the company.
To examine the efficiency in cash, debtors and inventory management in the SME under study.
To offer suggestions for effective working capital management if required.
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IV. Hypotheses
Ho:: Current ratio in Sri Nagavalli Solvent oils Ltd is uniform during the period of study.
Ho,: Quick ratio in Sri Nagavalli Solvent oils Ltd is uniform during the period of study.
Hos: Super quick ratio in Sri Nagavalli Solvent oils Ltd is uniform during the period of study.
Ho,: Gross working capital turnover ratio in Sri Nagavalli Solvent oils Ltd is uniform during the period of study.
Hos: Net working capital turnover ratio in Sri Nagavalli Solvent oils Ltd is uniform during the period of study.
Hos: Cash turnover ratio in Sri Nagavalli Solvent oils Ltd is uniform during the period of study.
Ho7: Inventory turnover ratio in Sri Nagavalli Solvent oils Ltd is uniform during the period of study.
Hos: Debtors turnover ratio in Sri Nagavalli Solvent oils Ltd is uniform during the period of study.
Hoo: Average collection period in Sri Nagavalli Solvent oils Ltd is uniform during the period of study.

V. Methodology

The present study is mainly based on secondary data. The data is taken from the financial statements
including balance sheet, trading account and profit and loss account of Sri Nagavalli Solvent oils Ltd. The
period of study is ten years covering the financial years from 2006-07 to 2015-16.The data gathered is analyzed
through the technique of percentages and certain appropriate ratios relating to working capital management. The
ratios covered includes current ratio, quick ratio, super quick ratio, gross working capital turnover ratio, net
working capital turnover ratio, cash turnover ratio, inventory turnover ratio, debtors turnover ratio and average
collection period. Chi square test is used for testing the hypotheses formed.

V1. Analysis And Discussion Of Results

Working capital structure of Sri Nagavalli solvent oils Pvt. Ltdis presented in tablel. It is observed that
Inventory was 32.66 percent of total current assets during 2009. It is the lowest percentage during the period of
study. Its percentage was highest at 62.87 during 2011. Debtors as a percentage of total current assets varied in
between 30.74 during 2013 and 51.97 during 2009. Of all current assets inventory occupied highest percentage
during the period of study except during 2007, 2008, 2009 and 2016.It is also observed that cash and bank
balance as a percentage of current assets varied between 0.69 during 2011 and 12.02 during 2016. Loans and
advances as a percentage of current assets varied between 0.02 during 2016 and 10.88 during 2015. Other
current assets as a percentage of total current assets varied between 0.07 during 2011 and 5.30 during 2012.
Sundry Creditors occupied highest percent of current liabilities during the period of study. They varied between
52.25 during 2009 and 92.39 during 2011. Short-term borrowings were nil for the first five years of the study.
Short-term borrowings as a percentage of current assets varied between 47.50 during 2012 and 67.64 during
2015. Short-term provisions by the firm were made for all years except 2012. Short-term provisions as a
percentage of current liabilities varied between 0.05 during 2015 and 23.04 during 2009. Other current liabilities
vary between 5.67 percent during 2011 and 28.39 percent during 2009. It is observed that Net Working Capital
in the company varied between Rs.137.04 Lakhs during 2013 to Rs.625.52 Lakhs during 2011. It was
maintained at high levels during 2011 and 2010.

Table 1: Working Capital structure of Sri Nagavalli Solvent oils Ltd, Srikakulam (Figures in Lakhs)

Particulars 2007 | 2008 [ 2009 [ 2010 | 2011 [ 2012 [ 2013 [ 2014 [ 2015 [ 2016 |

Current Assets

Cash & Bank 40.8 [ 39.0 59.3 168.5

balances 1359 | 1361 9 5 | 652 | 131 | 7 14351 | 83.72 )

% of TCA 3.91 214 [ 896 | 647 | 0.69 | 0.14 | 4.89 9.58 549 | 12.02

Debtors 237. | 195. | 304. | 310. | 372. 5154 | 711.6
165.85 | 3276 | ‘0o o4 24 o1 27 | 48124 s ;

% of TCA 70 | siaz | °L9 | 343 32433\ 0T gp13 | s3gs | 5077

Loans & 28.0 | 205 | 36.6 165.7

Advances 314 36.14 1 > 7 0.7 | 0.34 4.33 L 0.28
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% of TCA 903 | 567 | 614 | 340 | 391 | 007 | 003 | 029 | 1088 | 002

Other Current 0.74 096 | 119 | 054 | 062 | 209 | 423 | 4228 | 3950 | 28.49

Assets 6 3

% of TCA 021 | 015 | 026 | 009 | 007 | 530 | 349 | 282 | 260 | 203

Inventory 149, | 348. | 590. | 597. | 737. 7192 | 492.7
13612 | 2586 | o | S8 | 200 | ST TS| go62 : 5

% of TCA 3915 | 40.60 3%'6 53)'7 627'8 627'1 63'8 5517 | 47.20 | 35.15

Total Current 456, | 603, | 938, | 961, | 1212 1523, | 1401,

Assets (TCA) | 4773 | 63693 1 o) | "yg" | "7 | 51 | "gg | 149796 | o5 | To3

Current

Liabilities

Sundry 629 | 153 | 297. | 322. | 329, 319.8 | 2990

Creditors 9401 | 21376 | "g" | 15 | o7 | 66 | a5 | 30209 | 75 7

% of TCL 6219 | 79.43 5%'2 729 9%'3 7‘;‘5 7%'5 7278 | 7702 | 79.88

Other current 317 37.3 17.7 110. 100.

i 2588 | 2781 | %% ; LI A0 | 1s | 9813 | 9478 | 6597

0,

% of TCL 1900 | 10.76 2%'3 1%6 5.67 1%3 974 | 776 | 738 | 572

Short term 391. | 595. 779.4

brmowings 0 0 0 0 o | % | S | 8485 |ses2 | T

0,

% of TCL 000 | 000 | 000 | 000 | 000 485 52'7 67.16 | 67.64 | 67.55

Short term 3128 | 2754 | 7 | 599 | 681 | 0 | 645 | 1487 | 067 | 936

provisions 8

0,

% of TCL 2296 | 1065 21'0 316 | 217 | 000 | 063 | 118 | 005 | 081

Total Current

otal C 111, | 189. | 313. | 824. | 1031 1283. | 1153.

Liabilities 136.22 258.5 91 83 18 17 51 1264.04 52 81

(TCL)

NWC 344, | 413, | 625 | 137, | 181 2402 | 2479
21151 | 37843 | °3 A ol ISR I << 1o B .

Source: Annual Reports of Sri Naga valli solvent oils Pvt. Ltd.. from 2006-07 to 2015-2016

The current ratio in the company has varied between 1.16 during 2012 and 4.07 during 2009 as was
shown in the table. The current ratio of the company is maintained at normal levels during the second half of the
study period. It is found in the significance test that current ratio is uniform during the period of study.

Table 2: Current Ratio (Figures in Lakhs)

Years 2007 2008 2009 2010 2011 2012 | 2013 2014 201 | 2016
5
Current 347.73 636.93 456.21 | 603.1 | 938.7 961. 1212. | 149756 | 152 | 1401
Assets 3 21 58 3.7 73
6
Current 136.22 258.5 111.91 | 189.8 | 313.18 824. 1031. | 1264.04 | 128 | 1153
Liabilities 3 17 51 35 .81
2
Currentratio | 2.55 2.46 4.07 3.17 2.99 1.16 117 1.18 1.1 121
8

Source: Annual Reports of Sri Nagavalli solvent oils Pvt. Ltd. from 2006-07 to 2015-2016

Calculated value of 2 for current ratio = 4.911.
The Critical value of {2 at 9 degrees of freedom at 5% level of Significance is 16.919.
Calculated value is less than Critical Value i.e., 4.911<16.919. Hy, is accepted.

The quick ratio of the company as shown in table has varied between 0.44 during 2012 to 2.74 during 2009. It is
found in the significance test that quick ratio is uniform during the period of study.

Table 3: Quick ratio (Figures in Lakhs)

Years 2007 2008 2009 2010 2011 2012 2013 2014 2015 | 2016
Liquid Assets | 211.61 378.33 307.19 255.1 | 348.56 363.58 | 474.7 | 671.36 | 804.5 | 909.
2 9 01
Current 136.22 258.5 111.91 189.8 | 313.18 824.17 | 1031. | 1264.0 | 1283. | 1153
Liabilities 3 51 4 52 .81
Quick ratio 1.55 1.46 2.74 1.34 1.11 0.44 0.46 0.53 0.62 0.78

Source: Annual Reports of Sri Naga valli solvent oils Pvt. Ltd.. from 2006-07 to 2015-2016
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Calculated value of 2 for Quick ratio =4.154.
The Critical value of 42 at 9 degrees of freedom at 5% level of Significance is 16.919
Calculated value is less than Critical Value i.e., 4.154<16.919, Hence, Hy, is accepted.

The super quick ratio of the company as shown in the table has varied between 0.001during 2012 and 0.36
during 2009. It is found in the significance test that super quick ratio is uniform during the period of study.

Table 4: Super Quick Ratio (Figures in Lakhs)

Years 2007 | 2008 | 2000 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016
Cash 1359 | 1361 | 4089 | 39.02 | 652 | 131 | 59.32 143'5 8372 | 16854
Current 136.2 1119 | 189.8 | 3131 | 824. | 1031 | 1264

Liabilities o | 2585 | 7y 3 8 17 5 04 | 128352 [ 115381
f;?:r Quick 009 | 005 | 036 | 020 | 002 O'fo 005 | 011 0.06 0.14

Source: Annual Reports of Sri Nagavalli solvent oils Pvt. Ltd.. from 2006-07 to 2015-2016

Calculated value of 2 for Super Quick ratio = 0.939.
The Critical value of (2 at 9 degrees of freedom at 5% level of Significance is 16.919.
Calculated value is less than Critical Value i.e., 0.939<16.919, Hence, Hys is accepted.
The gross working capital turnover ratio of the company as shown in the table has varied between 2.03 during

2015 and 7.12 during 2007. It is found in the significance test that net working capital turnover ratio is uniform
during the period of study.

Table 5: Gross working capital Turnover Ratio (Figures in Lakhs)

Years 2007 2008 | 2009 2010 | 2011 2012 | 2013 | 2014 | 2015 | 2016
Sales 2764, 2307, 4936, | 4659.
24792 3084.3 2769.0 4670. 1 5104 | 37885
2 0 3 9 6
Current Assets 1212. 1497. 1523.
34773 | 8369 | 4501 | 6031 | ggg7 | 9612 1401.7
3 3 1 5 5 7
Ratio 712 | 433 | 676 | 382 | 294 | 513 | 384 | 311 | 203 | 270

Source: Annual Reports of Sri Nagavalli solvent oils Pvt. Ltd.. from 2006-07 to 2015-2016

Calculated value of 2 for Gross Working Capital turnover ratio = 6.215.
The Critical value of y2 at 9 degrees of freedom at 5% level of Significance is 16.919
Calculated value is less than Critical Value i.e., 6.215<16.919, Hence, Hy, is accepted.
The net working capital turnover ratio of the company as shown in the table has varied between 4.42 during

2011 and 36.02 during 2012. It is found in the significance test that net working capital turnover ratio is not
uniform during the period of study.

Table 6: Net Working Capital Turnover Ratio (Figures In lakhs)

Years 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016
27642 | 3084 | 2307. | 2769. 3788,
Sales 24792 ; Pl 1% | 493636 | 465993 | 46706 | 3104 | 7
NetWorking | 51159 | 37843 | 3%* | 4133 | %25 | 13704 | 18107 | 23352 | 240 | 2479
Capital 3 2 24 2
Ratio 1172 | 730 | 895 | 558 | 442 | 3602 | 2573 | 2000 122'9 15.28

Source: Annual Reports of Sri Nagavalli solvent oils Pvt. Ltd.. from 2006-07 to 2015-2016

Calculated value of 42 for Net Working capital turnover ratio = 60.389.
The Critical value of (2 at 9 degrees of freedom at 5% level of Significance is 16.919
Calculated value is greater than Critical Value i.e., 60.389>16.919, Hence, Hys is rejected.

The cash turnover ratio of the company as shown in the table has varied between 27.32 during 2015 and 203.25
during 2008. It is found in the significance test that cash turnover ratio is not uniform during the period of study
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Table7: Cash Turnover Ratio. (Figures In lakhs)

Years 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016
Sales 2479. | y7g4p | 3084 | 23071 0e0 0 | sogpz | 4099 | 4670. | 540, | 3788
2 3 0 9 6 5
Average Cash 1966 | 136 | 2725 | 39.95 | 5211 | 3325 | 3031 | 1044 | 1136 | 1261
Balance 1 1 3
Ratio 125"1 203.25 1183'1 5774 | 5313 | 14846 153'7 46.05 | 27.32 | 30.03

Source: Annual Reports of Sri Nagavalli solvent oils Pvt. Ltd.. from 2006-07 to 2015-2016

Calculated value of 2 for Cash turnover ratio =350.941.
The Critical value of (2 at 9 degrees of freedom at 5% level of Significance is 16.919
Calculated value is greater than Critical Value i.e. 350.941>16.919, Hence, Hgs is rejected.
The inventory turnover ratio of the company as shown in table 9 has varied between 4.01 during 2015 to 17.70
during 2007. It is found in the significance test that Inventory turnover ratio is not uniform during the period of
study.

Table 8: Inventory Turnover Ratio (Figures In lakhs)

Years 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 221 2016

Sales 2479, | 27642 | 3084 2769. 4659, 310 | 3788.
2 3 s | 230708 | “0° | 493636 | Y | 46706 | 7 5

Average 140.0 203.8 469.0 667.7 772 | 605.9
Inventony 5 197.36 s 248,51 7 593.88 i 78199 | 72 S

Ratio 1770 | 1400 | 1513 | 928 | 590 | 831 | 697 | 597 410 6.25

Source: Annual Reports of Sri Nagavalli solvent oils Pvt. Ltd.. from 2006-07 to 2015-2016

Calculated value of 2 for Inventory turnover ratio =20.633.
The Critical value of 42 at 9 degrees of freedom at 5% level of Significance is 16.919

Calculated value is greater than Critical Value i.e. 20.633>16.919, Hence, Hoyis rejected.
The debtor’s turnover ratio of the company as shown in table has varied between 6.17 during 2016 to 16.04
during 2012. It is found in the significance test that Debtors turnover ratio is uniform during the period of study.

Table 9: Debtors Turnover Ratio (Figures In lakhs)

Years 2007 | 2008 | 2000 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016
Sales 2427 % 272634' 3034' 2307.03 | 2769.05 | 4936.36 | 4659.93 46g 0- 1 3104 375?8'
Average 180.7 | 246.7 | 2823 427.0 | 4983 | 6135
frerag . 5 23 | 21606 | 24989 | 30767 | 3a168 | 7 i .
Ratio 1371 | 11.20 | 1092 | 1067 | 1108 | 1604 | 1363 | 1093 | 622 | 617

Source: Annual Reports of Sri Nagavalli solvent oils Pvt. Ltd.. from 2006-07 to 2015-2016

Calculated value of 2 for Debtors turnover ratio = 7.776.
The Critical value of %2 at 9 degrees of freedom at 5% level of Significance is 16.919
Calculated value is less than Critical Value i.e., 7.776<16.919, Hence, Hggis accepted.
The average collection period as shown in table has varied between 23 days during 2012 to 59 days during 2015
and 2016. It is found in the significance test that Average collection period is not uniform during the period of
study.

Table 10: Average Collection Period (Figures In lakhs)

Years 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016
Days in a year 365 365 365 365 | 365 | 365 | 365 | 365 | 365 | 365
g;ggors Turnover 1371 | 1120 | 1092 | 1067 | 11.08 | 16.04 | 1363 | 1093 | 6.22 | 6.17
Average Collection 27 33 33 34 33 | 23 | 27 | 33 | 59 | 59
Period

Source: Annual Reports of Sri Nagavalli solvent oils Pvt. Ltd.. from 2006-07 to 2015-2016

Calculated value of 2 for Average collection period = 39.582.
The Critical value of 2 at 9 degrees of freedom at 5% level of Significance is 16.919
Calculated value is greater than Critical Value i.e. 39.582>16.919. Hence, Hy, is rejected
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VII.  Conclusion
The above analysis depicts that inventory occupied first place followed by debtors as a percentage of

current assets in Sri Nagavalli solvent oils Pvt. Ltd. during the period of study except 2007,2009 and 2016 . The
firm has credit worthiness because there is a significant increase in creditors during the period of except 2009.
Short term borrowings during the first five years of study were nil. Current ratio of the company is maintained at
reasonable levels during the second half of study period.Debtors’ turnover ratio was comparatively less in last
two years of the study which reflects in high Average collection period. Net working capital turnover ratio,
Inventory turnover Ratio, Cash turnover ratio and average collection periods are not uniform during the period
of study and showed wide fluctuations. Collection of debts and cash utilization was poorly done in the company
during the period of study. Current ratio, Quick ratio, super quick ratio, Gross working turnover ratio, and
debtor turnover ratios are uniform during the period of study.
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