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5 .1 Introducticn 

'l'he financial -management revolves aroWld the two main 

areas of responsibility -the management of long tez:m finance 

and the management of short teen finance. 'l'he efficient 

management of short teJJn finance, canmonly known as w orking 

capital (W:) is an essential prerequisite for the successful 

operatioo of a business enterprise. The evaluation of management 

of ~ helps one in evaluating various existing or proposed 

financial constraints and financial offerings • 1 The two main 

concepts of W: are 1 Net• and 'Ckoss• w::. 'Gross• W:: which 

represents total of current assets is useful to get an<U.ytica! 

insights into profitability with reference to the management 

of current assets. en the other hand, the net concept of 

working capital is useful to gauge the financial soundness of 

a firm and is of special interest to sWldry creditors and 

suppliers of short teJJn loans and advances. 2 Most canmonly, 

.. working Capital 11 is defined as excess of current assets of a 

business (Cash, accounts receivables, inventories, for exanple) 

over current items CMned to employees and others (such as 
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salaries and wages payable, accounts_. payable, taxes owned to 

government). 3 In addition to •gross• and •net• concepts, 

• operating cycle' concept of· W: is also in vogue, in orger to 

ascertain exactly the financial; requirEment of working capita]; .• 

According to this coocept, w:; is meant to support all operatioo

a.l activities of the fil:m and costs thereof. 4 The length of 

a operating cycle is equal to the sum total of days of the 

period fran the date of purchase of raw materials to the date 

of collection against credit sales but it requires that the 

tJ.me available to pay off the creditors is to be deducted fran 

the swn total of days So arrived. The swn total of annual 

operating expenditure, when· is divided by the number of 

operating cycles in a year gives the •size of working capital. 

requirement •. ~e mechanism of operating cycle is also known 

as 'pipe-line theory•. 

Sane other aspects of working capital also need to be 

highl.ighted in view of its indepth study which may be narrated 

as follo..Js s-

£i) Fixed and Variable working capital J I.f we analyse 

the total working capital requir6Ilent at a particular point of 

time, we will find that a certain anount of working capJ.t al is 

required for a.ll the t.irne even though there is ·no production 

or sales; fa: exaJnple, rent of the factory shed, salary of 

permanent staff, depreciation, interest en borrowed funds etc. 

This portioo of W: is known as fixed or pemanent working 



c a pi ta.l. en the other hand, the remaining porti an of the 

total working capital which varies fran time to time based 

on quanttn and cost of production such as cost of raw mate

rials, fuel, electricity, wages etc. is kn9WO as variable 

working capital.. 
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(ii) Negative working capital 1 Negative working capital., 

as the term implies arises when the current liabilities and 

provisions are in excess of current assets. This indicates a 

situation of financial crisis and a falling production. 

(iii) Cash working Capital and Balance Sheet working 

Capital s Cash working Capital is derived fran the figures, as 

contained in Iocane Statement or .P.rofit & Loss account, known 

as Fund Flow statanent. This incorporates the real flow Of 

money or value. · On the other hand, Balance Sheet working 

Capital is the difference between the current assets and 

current liabilities and provisions. This shows a static 

posi tioo as the flow of rncney or values occurring between the 

two Balance Sheet dates is not revealed in the true sense of 

the term. 

5.2 Ob1 ectives of working Capital Managanen:!:_ 1 

There are two main objectives of working Capital i.e., 

Liquidity and rrofitability. Every management tries to have 

sufficient ca.Sh and uninterrupted cash inflows to pay off the 
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creditors and others in time. This is called liquidity 

objective of working capital management. But the liquid 

assets bear a cost of capital affecting the profitability of 

a business. A:3 a result, every financial':manager tri~ to 

strike a optimum balance between the liquidity and profita

bility by holding just enough liquid assets. The finance 

manager•s dilemma is to how much liquidity to be sacrificed 

for profit and vice-versa. 'Ibis dilerrrna is resolved .by 

canpranising between liquidity and profitability and this 

involves a trade off between risk, uncertainty and prOfit

ability. 

5.3 Importance and Role of working Capita!_ : 

The importance of ~ can be visualised in the light of 

its various roles, such as functional, canplementary, propor

tional and technical in ecu:ning a reasonable rate of return. 

As regards the functional. role, it is the W: or current assets 

whi.ch after being converted into saleable products with the 

help of fixed capital, generates revenue for the business. 'l'he 

ccmplanentary role of working capital suggests that ooe cannot 

do withoot fixed capital and vice-versa. The inadequacy of 

working capital may reduce the profit earning capacity inspite 

of enough fixed capital. The proportiooal role of working 

capital is felt when we notice that the marginal prOfit keeps 
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on ·increasing at a higher rate with the every additional dose 

of W::: upto the maximum capacity af the plants. Lastly, the 

technical role of working capital calls· for using fund for 

-'"'·research and developnent which leads toc>;innovations, resulting

into higher production, lower costs and better quality. The 

importance of management of W:: can also be felt fran the fact 

that "the largest proporticn of financial manager•s time is 

utilised in the management of working capital. 5 

Now. let us examine the proportion of working capital in 

the tot a1 resources of each sanple SLPE over seven years as 

shown by the table 5.1. 

In spite of greater .importance and various roles of work

ing capital, it is noticed in the table 5.1 that most of SLPEs 

in manufacturing·· sector have a very low proportion of working 

capital and even in sane cases they have negative working 

capital which implies· technical insolvency. The resources of 

manufacturing sector have found to be eaten away mainly by the 

fictitious assets and fixed assets. The very little has been 

left for W:: requirements which is evidenced in our analysi.s O:f 

financing-pattern in the later part. The insufficiency of -~ 

adversely affects the overall perfo.onance of manufacturing 

sector. The information as gathered fran the various sources, 

also tells the sane story of severe shortage of W: in most o£ 

the SLPEs. 'lhe proportion of ~ to total resources of manu-

facturing SL.I?Es comes, en an average 12 per cent. NaturalJ,;y_, 
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Table 5.1 

Percentage of 'WOrking Capital' to 'Total Resources' of each 
s mtpl e S.LPE 

Years 

Enterpr
ises 

1985-85 1985-86 1986-87 1987-88 1988-89 198-9-90 1990-91 

OCL (13.05) (15 .29) (20. 90) (7 .36) (7. '75) (7. 86) (6.54) 

WSFL 8.89 5.40 9.22 6.88 (19.52) (19.83) (20.08) 

KSML (8.87) (9.43) (9.2o) (7.45) (23.91) (14.93) ·uo.74) 

EMAIL 21.05 17.86 

12.23 11.62 

NP'lCL 13.18 13.47 

swr.. 6.42 3.61 

15.5 

14.08 

9.73 

1.46 

14.94 23.26 33.72 39.39 

11.94 22.39 8.74 18.04 

9.25 1.34 4.90 0.12. 

(3. 75) (0.10) (11. 91) 

SPL 18.39 11.85 (1. 87) 7. 21 1.59 19. Ol 22.48 

WBSIOCL 3.79 -6.55 6.65 3.08 9.73 11.70 N-4 

DFL 16.49 13.77 14.72 15.17 11.03 4.99 5.28 

WBSW:L 22.53 19.76 10.50 14.42 NA 29.46 34 •. 76 

WBECSCL 83.24 51.19 81.36 103.59 95.66 97.06 97.9 

WBIDCL 85.34 84.83 85.92 84.82 79.38 77.39 75.06 

Source a FUblished Annual Reports. 
,:'-·~wu. a.;.. b-ra..c.;..~l:s ~kows "?fegilt-i.'\IQ f'-/1Are, 

this ratio, in no way justifies the doze of ~, keeping in mind 

the huge investment in fixed assets or so. Since it is the we 

which after being cooverted into saleabl·e products with the help 

of fixed capital, generates revenue for the business, it is 

possible to reduce the investment in fixed assets by taking thEm 
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oo rent or lease but it is not j u~tifiable to reduce or avoid 

the investment in Working Cap:l tal. .Further co the other hand 

we notice that the proportion of -w:= to total resource of 

trading,service and financial ·_cum prcmotional enterprises is 

· very high in comnensurate with the nature of the business where 

liquid assets form substantial part of the total assets of the 

enterprise. In our case, it canes en an average, to the tune 

of 66 per cent. This is because in financial sector there is 

very little requirement of fixed assets. It is the 'hard-cash • 

which is being used frequently in its own shape and/or in the 

form of 'Near-cash'. In trading sector also, cash is convert

ed directly into finished products so the conversion period 

fran 'goods to cash' is not very long as it hapPens in case of 

manufacturing sectcr. Hence, the requirement of liquid assets 

is comparatively- substantial in case of trading and financial 

sectors. 

5.4 Canpooents of ~~Capital : 

It is essential to exanine the relationship existing 

between the varicus i terns of current assets and working 

Capital. The important areas of W::: to which the proolems of 

WC relate, are (I) Inventory Management; (II) Cash Managanent;-

(III) Receivable Management and the (IV) working Finance 

Management. 
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Let us n<M evaluate the management of each of these 

cempcnents of W: in sanple SLPEs. 

5. 4. 1 Inventory Management a The success or failure of the 

management of W: owes greatly to the managanent of inventories. 

'l'he efficient management of inventory posed the most challeng

ing problem to the public sector enterprises in India. Hence, 

the At:ininistrative Refonns Camnission6 suggested that 

•'Materials-Management should be accorded due recognition at 

the top management level ••• 11 Inventories, as such can be 

divided into four classes; ra~ materials, work-in-process 

finished goods and stores & spares. 'lhe 1 Inventory Management 1 

can be defined as the sum total of those- activities necessary 

"for the acquisition, storage, sale, disposal or use of 

. 7 
material.s 11 • The inventory-inanagement is ccnc_erned, mainly 

with the deteJ:mination of optimum level of investment for each 

component of inventory and inventory as a whole, the efficient 

use of the canpcnents and the operaticn of an effective 
. 8 

control and review mechanism. Hence, the Inventory Manage-

ment must take into consideration factors like inventory 

carrying costs, ordering costs, cost of stock-outs, the rate 

of return m the investment and the cost of capital in deter-

mining the optimwn level of inventory. The primary objectives 

behind such an exercise are (1) to minimise the possibility of 

disruption in production schedules for want of raw materials, 

stares aad spares and (11) to keep down capital investment in 



inventories. As such, all inventory models, no matter how 

canplex., address themselves. to the problEms of timings, and 

magnitude of replenishnent. 
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The efficient management and effective control. Of inven

tories help in achieving better operational results arid 

reduce investment in working capital. It has a significant 

influence en the profitability of a fi.z:m. Proper cootrol Of 

inventory not only solves the acute problem of liquidity but 

also increases the annual prOfits and causes substantial. 

reduction in the W: of the fim. 9 Various measures of inven-

tory contrOl are s (i) fixation of norms of inventory control 

such as ecoocmic-order-quantity (EOQ), and different levels. 

of inventory such as maximum, minimum and re-order levels1 

(ii) classification of inventory items1 (iii) analysis of 

inventories through either by A.s.c. (Al.wa.ys Better Centro!) 

or Cei.E {Cootrol by Importance EXception) or P. V.A. (Propor

tional value Jlnalysis) method1 (iv) • Perpetual Inventory • or 

•cootinu.ous Stook Taking'; (v) Appraisal and reviewing of 

inventory levels in terms of values to assess status of stocks. 

Moreover, periodic-inventory-reports, with latest stock 

position would be an added advantage for an effective control . . 
of inventories. The levels of inventory should be revi~ed 

periodically and necessary changes should be made in the light 

of the revieM. 
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5. 4. 2 Evaluaticn of Inventory Management in S~ 1 NOW let us 

give a look on the size of inventory and study its v~,.ious 

. over the years. 'the financial sector 

scmple SI.aPEs have been eXcluded in this case as they do not 

possess inventory due to their c:Ustinct nature of :business. 

Table 5. 2 ·, 

Size of Inventory in Sanple sr.,PEs 
· Cas. in lakhs) 

-----------------------------------------------~~--~--~-w-'!ears 

Enter- · 
prises 

1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 1990-91 

-----------------------------
__ ..._....,.._.,...._..._ ______ _ 

ocr. 225.38 215.·09 211.2s 195.19 186.23 182.87 205.98 

WSFL 187.20 130.57 NA 126.20 167.04 189.20 286.63 

KSML 65.00 69.00 NA 152.23 240.41 324.75 347.50 

EMAIL 35.57 47.41 45.37 80.15 68.91 67.03 47.91 

Q, NA NA NA NA 106.02 136.91 199.02 

NP~L 57.53 70.78 NA 37.62 79.55 79.53 57.80 

SWL · 42.58 61.41 61.47 178.52 607.90 714.24 IrA 

S.PL NA NA NA 91.26 99.50 101.13 102.93 

WBS:u:x:r, NA NA NA 56.72 121.29 51.79 NA· 

DPL 2204.07 2539.99 NA 2082.17 3791.86 2934.13 2954.84 

WBECSCL NA NA 326.71 200.92 60.94 214.93 1708.89 

--------------------------------------------
Source s Rl.blis hed Annual Reports. 

'i'he table 5. 2 shows that bigger enterprises viz. DPL6 

WBECSCL and O:L hold larger inventories canpared to smallar 
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ones. However, :oPL alone accounts for more than two times 

stock of inventories as held by the most of the sample enter

prises. On the other hand, KSML which is textile manufactur

ing enterprise also carry a considerabie anount of inventories 

in the later part of the period under study. 

But the above analysis of data is not enough to say 

anything about the efficiency of inventort-managemel1t unless 

it • s soundness is judged in the term of turnover. .Prof. B. 

GE:'aham and C.McGolerick10 are of the view, that the chief 

criterian of soundness of inventory man_aganent is the tu,rnover 

defined as the annual sales divided by the year-end inventory. 

The higher the turnover, the larger the profit. M attempt 

is made hereinbelow with the help of a smaller sanple about 

which data are available to highlight the inventory turnover. 

Table s. 3 

Turnover of IQ.ventories 

Years 

1981-82 1982-83 1983-84 1984-85 1985-86 
Enter-
prises -
DPL 2.8 2.5 1.8 2.3 2.3 
O::L 1.7 2.8 1.7 2.1 NA 

:EMAIL 0.6 0.6 0.9 0.3 NA 

WSFL 2.4 2.0 2.2 2.4 2.1 

SWL 1.9 1.5 o.8 2.0 1.3 
KSML 3.7 3.7 5.9 6.2 4.6 . 

Average 2.3 2.3 1.8 2.2 2.2 
__._.__._._......___ .._____.._... _____ ---Source I J?ublished Annual Reports. 
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The turnover of invesbnent in inventory in totality is 

almost static during the period under study at a point, sane

where near 2 but this rate of turnover is not cO'mlandable, 

canpared to that of in other countries. In seventies, the 

rate Of inventory turnover in soviet Industries was in the 

range of four to five times a year whereas in United States, 

it was in the range of seven times a year. 11 A low turnOV'er 

does not contribute enough to the profitability, at the 

sametime a very high turnover indicates inadequacy of inven

tory. '!be engineering and chemical industry enterprises show 

a very lCM inventory turnOV'er. 'l'hese findings clearly proVe 

that the profitability of the SLPEs are largely affected l:Jy 

the large idle investment in inventories. 'l'his has also 

enlarged the requirement of W:. 

5.4.3 £anpcnents of~ent2EI, 1 'Ihe behaviour of the main 

canpcnents of inventory viz. raw materials, work-in-proqess, 

finished goods and stores and spares, influences to a great 

extent, the total inventory turnover and detexmines the role 

of working-capital in maximising the profit as a whole. It 

will, therefore, be useful to exauine the behaviour of each 

compcnent of inventory in order to traceout the particUlar 

ccmpc:nant of inventory, to which the overstocking occurred~ 



126 

5.4.3.1 Raw Materials 1 The stock of raw materials at a parti

cular point is determined by the producticn plan of the firm. 

A unit which is able to conduct higher volume of busin~s with 

proportionately lower volwne of raw materials is considered an 

e:ffid.:Lent concern in the managanent of ;i,nventOl:'y. 'l'he table 

5.4 shows the year-end stock of raw materials in terms of its 

months • consumpti<Xl, which explains hew far stock of materials 

is justifiable on plea Of its requirement for uninterrupted 

production schedUle. 

Table 5.4 

Year-end stock of Raw-materials in Terms of Months' ConsumP
tion of Materials 

----------------------------------·------·------------
Year 

Enter
prises 

DPL 

OCL 

EMAIL 

WSFL 

SWL 

KSML 

EIMTL 

SPL. 

1981 1982 1983 1984 1985 1986 1987 1988 1989 
-82 -83 -84 -85 -86 .-87 -88 -89 -90 

5.6 6.1 3.3 2.3 2.4 5.06 5.94 4.46 4.10 

1.3 o.8 3.4 o.s 0.43 1.59 0.64 2.4 0.27 

15.4 18.2 15.3 19.4 NA 7.52 10.42 1.29 NA 

4.1 3.2 5. 7 . 2.5 7.4 NA 5.28 4.98 3.56 

3.4 8.5 7.9 6~4 f'll\ Nft r-rA- ~ ~. 

o.s 0.7 0.4 0.3 0.6 0.14 1.69 1.92 0.79 

10.8 9.7 .8.o 9.5 8.4 NA NA NA NA 

NA NA NA NA NA 30.10 6.44 5.82 2.75 

---
Source J Fublished Annual Reports. 
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The accwnul at ion of raw materials is considerably high 

in case of manufacturing sector viz. EMAIL., swu, BIM'l'!,, and 

DPl.l. In ~Ail.~, the materials have been stocked fa: a maximum 

of one and half year's requirement. In EIM'l!,, SWL, ~ and 

WSFl.l, the materials have been stocked for a maximum of 10 

months, a. 5 months, 6 months, and 7 months 1 requiranent of .. 

materials respectively. This in no way justify the imbalanced 

purchasing of raw materials, especially under the situation of 

working capital crisis and loss-making trend prevailing in 

these SLi?Es. 'l'he only positive sic;,Jl to be observed in the· 

table is the falling rate of stocking of materials in almost 

all the scmple undertakings. This indicates management • s 

concern for overstocking of materials and their attempt to 

improve the situation over the years. 

5 .4. 3.2 ~-.in-proces~ a 'nle size of work-in-process {w. I.l?) 

is detei.lilinad by the length pf the production cycle and 

current levels of operations. The larger the production 

cycle, the greate~ would be the volume of W-I-P. ~he table 

s. 5 woul.d highlight the situation of w-I-P in the sample 

units. 

• work-in-process • occurs only in case Of manufacturing 

sector, where sane of the gcods may remain lying on the floor · 

of the factory under semi-finished condition on the closing 
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'l'able 5.5 

Year End •work-in-process• (W-I-P) in Te~s of Value-of-pro
ductioo o..f. Sample SLPEs -------

Years 1981-82 1982-83 1983-84 1984-85 1985-86 

Enter
prises 

OCL 

&>iAIL 

WSFL 

EIMTL 

KSML 

Di='L 

Average 

0.9 

2.6 

2.6 

5.6 

0.9 

2.0 ---
2.4 --------

0.4 0.6 

1.1 1.6 

3.3 3.3 

4.7 4.6 

0.6 0.6 

2.-o 1.0 

2.0 1.9 

source s Rlblished Annual. Reports. 

0.4 0.6 

nil nil 

3.1 3.0 

4.9 4.2 

o.7 o.7 

1.5 2.0 

2.1 2.1 

day of the financial year, hence trading, service and 

financial sector SLPEs have been excluded in this case. The 

table 5.5 shows that three out of six manufacturing enter

prises had a very high propaction of W-I-~, comprising one 

third of aggregate inventory. Industrywise, we can say that 

the engineering enterprises have blocked larger amount of 

working Capital in W-I-.l? (2 to 5 months • V-0-.J?) ccrnpared to 

chemical and textile industries. .Particularly, EIM'l'L had a 

· considerable W-I-.P amoWlting to 5 months • value of production 

(V-0-J?). This may be, to scme extent due to larg~r operating 

cycle of the engineering enterprises. 'Ihus the 1 arger operat

ing cycle along with unscientific approach to inventory 
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management and lack of zeal and spirit might be causes of the 
" heavier W-I-F especially in case of engineering enterprises. 

'lhis resulted into further blockade a.nd shcrtage of we. 

5.4.3.3 !!!!!shed ~ ~ 'Finished-goods' implies that the 

products have already been manufactured and are ready for sale 

and delivery. It introduces flexibility in the business 

operaticns. Morecrver, sc:me finished goods inventory is bou.nd 

to be created when goods are produced in anticipation of de

ma.n<i. Sc:metimes, transport bottlenecks or refusal of the 

custaners to take the delivery in due time compels the firms 

to carry finished goods inventar:y. The table 5.6 reveals the 

idle investment in year-end finished goods. 

Table 5.6 

• Finished QJods 1 in Terms of Months Value of .Production (V-0-P) 
of ~ple Slll?Es 

------·------------·------------------------------------------------
Enter
prises 

.O:L 

EMAIL 

WSFL 
EIM'!C 

KSML 

DPL 

SWL 

~ears 

.1981-82 1982-83 1983-84 1984-85 1985-86 

0.9 o.8 o.8 0.4 0.6 
5.9 7.1 4.7 13.4 1.9 
o.1 o.1 o.1 0.2 o.2 
1.2 1.5 0.4 0.4 o.s 
1~1 1.5 0.7 0.3 0.6 
0.6 1.0 1.4 o.s 0.6 
o.1 o.1 0.1 0.1 0.1 

source : Fu.bl is hed Annual Reports. 
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The question of year-end stock of finished-goods does 

not arise in case of financial and. service-sector enterprises, 

so they have been excluded frcm the tal!>le. 'rhe table shCMs 

that, an an average the idle investment in finished-goods 

ranges fran o.6 to 2.2 months • value of production which means 

on an average, ooe and half month's value of production remain 

invested in finished goods. Although, in totality this 

particular ccmponent of inventory does not pose any problem, 

the situation seems to very serious in case of :MAIL where 

'finished-goods • remained idle and were set ready for disposal, 

on an average for mare than six months. 'I'he reascns might be 

deltJ,y in taking delivery by the intended custaners or exqess 

productioo in anticipation of demand etc., they attract seri

ous attentioo of the management. 

5 .4.3.4 Stores and Spares a Stores and spares canpc:nent of 

inventory consist of thousand of items, including imported 

ones for the plants and machinery of foreign made. The stock 

of stores and spares are cQnmonly maintained under sane sort 

of ccxnpulsic:n to avoid lc:ng procurement period from abroad as 

well as fran danestic suppliers to ensure uninterrupted 

prod.uctic:n process. But such idle investment in •stores and 

spares • not only reduce the profitability but also impairs 

the liquidity. Moreover, it puts a adninistrative burden on 

the management. The table 5. 7 would highlight the size and 



Enter-
prises 

DPL 

OCL 

a-iAIL 

WSFL 

KSML 

--
Total. 

-

Table 5. 7 

Size of 1 Stores & spares 1 and its Fercentage to Aggregate Inventory 

--- ----- CRs. in lakhs) 

Years 1981-82 1982-83 1983-84 1984-85 1985-86 
- --

Size " Size % Size % Size % Size " , ___ -- -- --
949.60 64.3 1249.45 63.4 1311.30 47.2 1303.27 59.1 1461.09 57.5 

145.73 56.4 134.65 52.9 182.49 53.7 177.12 71.9 NA 

17.56 33.7 14.97 26.7 16.93 34.6 16.44 36.4 NA 

9.78 4.9 11.10 4.4 9.87 5.8 7.54 3.7 8.89 5.9 

22.23 22.4 23.23 20.2 22.80 26.9 23.70 36.5 25.15 36.4 

- ---
1144.90 48.2 1433.40 48.9 1543.4 41.9 1528.10 51.0 1495.13 49.7 

---- -- --------
Sow:ce ~ .EUblis.hed Annual Reports. 

~ 
w 
~ 
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propcrtion of •stores and spares • in sanple undertakings under 

manufacturing sector. (the other sectors are not supposed to 

have stores & spares ) 

'l'he table 5. 7 reveals an alarming proportion of invest-

ment in •stores and spares 1 which ranges, on an average, fran 

so per cent to 60 per cent. Ind:i,vidually, it canprises the 

same proportion in case of O:::L and DPL, the two giant SLPEs. 

Industrywise, it is revealed that power, chemical and textile 

hold huge amount of stores and spares. According to the 

reccmmendatioos of Tandan Canmittee. 12 the leading banks 

should keep a watchful eye if spares exceeded 5 per cent of 

the total inventory. Exaept, w.s.F.I,, rest of the sample 

undertakings had not only exceded the norm of 50 per cent but 

touched a peak of 60 per cent in some cases. 'l'o avoid over 

-stocking or stockouts positioo of stores (both of which are 

detrirnen tal) limits like maximum and minimum are required to 

be fixed for each and every item of stores and spares. More

over, the SLFEs can follow the guidelines of NCAER study 

tean
13 

on the structure of W:, which suggests that ooe Of the 

methods of reducing disproportiooate accumulatioo of stores 

and spares is to have a 'centraJ.-pooling-systan • on the basis 

Of industry andjor regicn for all critical and important 

items of stores and spares. 



133 : 

5.4.3.5 ~ing up s To SL1ll up the findings of·analysis of 

inventory management, it can be said that inventory turnover 

was considerably low suooesting accumUlation Of huge quantity 

of stores and spares in particular and •worlc .. in ... prooess • to 

its next. Although •materials' and 1 finished goocls• also 

blocked working capital to some extent, in totality, they 

were famd to prevail with in the permissible limit as su~es

ted by Tarriff Canrnission. It seems that the slC7tl moving items 

of stores and spares have accumulated in larger proporticns 

bn the other hand, long operating cycle alcng with lower 

productivity of workers in engineering sectcc enterprises have 

resulted into huge •work-in-process'. These two canpcnents of 

work;lng capital attract the serious attention of management of 

the concerned enterprises as well as of other concerned 

agencies. 

5.4.4 £ash Management s 

5 •4•4.1 ..B!l:rpductioo i The_ term •cash' includes coins, 

currency and balances in bank accounts. sanetimes nea.t:-cash 

items, such as marketable securities or bank time-deposits 

are a:Lso included in cash. 14 Cash is both the means and end 

of a business in the sense that cash is required to keep the 

business running and is expected to be realised by selling. 

the products or services. The ultimate problem of working 

-capital-fund management revolves around as to the quantum 



of cash receivables and payables 
15 happen in due time (maturity). 
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- all those to 

J.M.Keynes16 identified, 

three motives for holding cash {a) the transactive motive; 

(b) the precauticoery motive and (c) the speculative motive. 

A firm has these objectives in view while determining its 

cash needs. 

5.4.4.2 Objectives s cash management is concerned with mini--
mising unproductive cash balances, investing temporarily 

excess cash advantageously and making the best possible 

arrangements for meeting planned and unexpected demands on 

the firms cash. It is, therefore, be the objective of cash 

management to strike a optimum cash balance which makes a 

trade-off between risk and return. All these require cash 

planning which can help anticipate future cash flows and 

needs of the firm and reduces the responsibilities of idle 

cash balances and cash deficits. 'l'o help cash planning, cash 

forecastings and thereby cash budgets are done on short-term 

or lcag-term .basis. 'l'here was a time when financial officers 

sole concern regardi.ng cash management was hew to maintain 

sufficient amount of cash for smooth conduct of the business. 

5.4.4.3 Evaluation of cash Management in ~anpl~~ 1 It is 

proposed to exanine (i) the size of cash as a percentage of 
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net working capital and its growth vis-a-vis growth in total 

sales, (ii) adequacy of cash, measured in terms of operatiooal 

requirements and liquidity and solvency, (iii) efficiency of 

cash management in the context of cash velocit;y. 

For the 1;:0.rpose of our study; we have taken 'year-end 

cash • as sh0r1n in the Balance Sheet of ssnple undertakings 

under the head 'Cash and Bank Balance•. 

5.4.4.3.1 ~e of Cash 1 First it is proposed to examine the 

size of 'cash holding' with reference to sales. Prof. John 

Sagan17 writes that increase in sales are normally associated 

with 'larger bank balances', the growth of which according to 

the scme experts, should decrease as the size of business 

increases. 

·In totality, the analysis of year-end cash balances and 

sales confirms that both the variables have grown up gradu

ally over the years. Although there is a wide variation in 

growth of cash, canpared to sales, the aggregate growth in 

cash is more than that of sales which is irratiooal. It 

raises the doubts aboUt the cash planning in the sample SLFEs. 

Individually, swr.. is most cash-crunch enterprise. The bigger 

enterprises hold more cash than smaller ones. In particular, 

DPL alone holds nearly three~fourth of the total cash of 

sanple SLFEs as in the table 5. 8. Industrywise, engineering 



Table 5.8 

Size of 'Cash & Bank Balance• and .Percentage Change in 'Total Cash' and 'Total-Sales' 
--- --- -- - - - -

.. _ _Cas._ _in____Lakhs ) -- ---
Enter-
prises OCL WSFL KSHL EMAIL. SWL Nl?ll:L DPlt TOTAL TOTAI. 

CASH SALES 
Years --- - -------
1981-82 41.65 65.68 19.75 26.56 1.27 NA 714.89 869.80 5443.41 

(100.00) (100.00) 

1982-83 55.95 11.68 46.23 26.55 4.68 NA 1oso. 96 1196.05 6590.25 
(137.5) (121.0) 

1983-84 89.43 38.28 28.89 8.33 7.54. NA 1578.56 1751.03 6656.60 
(201. 3) (122 .3) 

1984-85 52.50 19.83 35.39 5.10 . 6.58 23.32 11a.a2 321.54 7292.63 
( 37.0) (133.9) 

1985-86 166.24 15.60 28.15 19.64 6.32 23.58 619.84 879.37 7278.20 
(101.1) (133. 7) 

1986-87 175.76 NA NA 55.56 25.01 NA 932.68 1189.01 8480.45 
(136. 7) (155.8) 

1987-88 166.53 . 73.27 NA 68.60 89.28 1.02 799.53 1198.23 10786.62 
(137. 8) (198.2) 

1988-89 247.58 67.03 149.28 83.30 13.03 25.87 . 757.13 1343.22 13304.29 
(154.4) (244.4) 

1989-90 333.98 119.32 73.44 35.78 16.30 NA 1488.62 2067.44 13538.53 
(237. 7) {248. 7) 

1990-91 227.90 172.16 138.87 89.74 NA NA 1803.75 2432.42 13541.39 .... 
(279.7) (248.8) w 

0\ 

- 13248.11 92912.37 
source : 1\ibllshed ADnu.aJ. ·Reports. 
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. . 
-sector enterprises are facing severe shortage of cash, canpared 

to ch~ical, textile and power sectors. 'I'he aggregate cash 

for all the years 

which seems to be 

.. 
canes to nearly 14 per cent of total sales· · 

inadequate, confirming the· claim of the ·m~a- · 
. . ~- . . 

I .. ~: 

ga:nent of most of the SLPEs regarding the crisis of liquidity.· 

'l~le relationship between •total cash' and •total sales~ 

for sanple enterprises (as shc:Mn in the Table 5.8) can further 

be established and explained with the help of a grap~1. 

The size of cash as a proportioo to current· assets, also 

kno.m as •gross working capital' gives a better picture Of 

·management of cash. 

Table s. 9 

Percentage of Cash to Current A$sets of SLl?Es 

------------------------------------------------------------
Years 1981 1982 1963 1964 1965 1969 1967 1988 1989 1990 

-82 -83 -84 -85 -86 -87 -88 ~89 -90 -91 -Enter
prises 

-------------------------~------------·------------~-------
8.6 10.5 14.4 10.7 33.7 32.3 30.4 47.5 55.5 31.1 

WSFL 9.1 1.4 5.2 2.7 2.4 NA 7.6 5.0 8.0· 10.2 

KSML 12.9 23.6 16.9 25.9 18.9 NA NA 26.8 13.1 25.5 

21.0 21.3 7.3 5.1 NA 55.3 56.6 34.0 9.2 22.5 · 

1.7 7.1 8.9 8.2 6.5 21.1 21.8 1.6 1.5 NA' 

NP!CL NA NA NA 18.0 14.7 NA O. 9 15.1 13.6 9.25 

DPL 8.5 16.3 18.9 12.3 6.5 NA NA 6.5 ~~.0 11.2 · 

1.7 2.2 1.5 5.7 s.a NA NA NA NA NA --------- -
Average 9.1 11.8 10.4 11.1 12.6 36.2 23.5 19.5 16.1 18.3 

------·----------~---------------------Source s fublished Annual Reports. 
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'llle table 5.9 shows that the average proportion of cash 

to current assets ranges fran 9 per cent to 36 per cent. But 

it is said that in a canfortably financed business, cash hold

ing will probably run not less than 5 to 10 per cent of the 

current assets. Thus, our scrnple enterprises satisfy the 

required proportic.il. But at the sane time, it is a,lso desired 

by the financial exerts that where the current liabilities do 

not exceed ooe - half of the current assets, the cash :percen

tage should rWl not under 10 to 20 per cent 18 of the same. en 
an average,. the total cash hold.tng for all sample enterprises 

taken together had a share of 17 per cent of cU,.rr~~ assettJ, 

which also satisfy the stipulated noz:m. But individually, 

some sc.nple enterprises shCM a wide variation in cash holdings 

yearwise as well as enterprisewise. For example, DCI, 1 s cash 

holding ranges fran 8.6 per cent to 55.5 per cent, the sane 

for ~AIL ranges from 7 per cent to 56 .per <::ent and in KSML, 

it ranges fran 13 to 27 per cent. Yearwise also, this propoJ::'

tion had a wide variation frQn 9 per cent to 36 per cent. 

This shows a lack of cash planning and control, resulting into 

cash-crunch as well as cash-surplus position at different 

points of time; 

5.4.4.3.2 Adequacy of Cash ' An quantity of cash can be said 

to be adequate if it is just enough to meet the operational 

requirements of finance and is able to justify the liquidity 
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and solvency positic:n of an undertaking. The perfect synchro

nizatioo between receipts and disbursements of cash is not 

possible, the management, therefore attempts to maintain an 

adequate quantity of cash in hand at all times. 19 
'l'he opera

tional adequacy of cash can be measured by the canputatic:a of 

turnover ratio Of cash. · ~en this ratio is divided into 365 

days, gives the number of days for which the cash as held is 

said to be sufficient to meet the normal operating expenditure 

of the business. 'lhe level of operat iooaJ. adequacy of cash 

differs from industry to industry due to differences in the 

quantum of production, pattern of demand, payment of overhead 

expenditure etc. 'l'hus, the adequacy of cash in SCJnple Sr...PEs 

have been measured in terms of operational requirements as 

shewn in Table 5.10. 

Table 5.10 

cash of Sanple SL.PEs in Terms of Months • Operational Require-
....... ........__ ments 

~ears 1981 1982 1963 1964 1965 1986 1987 1988 1989 1990 
Enter- · -82 -83 -84 -as -86 -87 -sa -89 -90 -91 
prises - _..._._._ ________ --OCL o.a 1 •. 0 1.3 o.a 3.0 2.9 2.7 4.0 7.1 s.s 
WSFL 1.4 0.2 0.9 ·0.3 0.2 NA 1.4 1.1 1. 9 2.3 
KSMI, o.s 1.0 o.6 o.6 o.5 NA NA 2.5 1.1 1.7 
EM AI I, 18.7 6.7 1.7 1.4 3.9 a.o 8.5 9.4 2.9 5.3 
SWL 0.1 o.5 o.9 o.s 0.4 2.0 4.2 o.G 0.6 NA 
NP'ICI, NA NA NA 3.8 3.5 NA o.1 2.5 1.6 o.s 
D:PI, 6.2 3.9 7.3 6.5 NA 4.1 2.8 2.5 4.3 5.6 
EIMTL 1.0 1.1 0.5 2.3 2.1 NA NA NA NA NA --- ---Average 4.1 2.1 1.9 2.0 1.9 4.25 3.3 3.2 2.8 3.5 __ .._....._.... ...................... __ 

Source ' l?u.blis hed Annual Reports. 
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cash in tettn of mcnth' s ope:taticaaJ. requi.tanents taken 

. together for all sample enterprises in the table 5.10 shO#ls a 

, minimum of 1. 9 mcnths and a maximum of 4.25 mcnths, 2. 9 mcnths 

being the werall average. This result surpasses all the ·~ 

norms as ccnceived by the financial experts. The f~nancial 

experts ar~ of the view that cash in the rosiness at any point 

of time must not exceed one months • noz:mal expenditure. If 

cash and near cash reserves hapPen to be more than this limit, 

it should ~ taken for grc:mted that excessive cash is being 

carried by the firm. 20 Individually, DFL and EMAIL, are very 

high cash surplus enterprises. Moreover, there is a wide 

variation in cash in terms of operational requiranents within 

and arncngst the enterprises. KSMI.,, SWL and WSFI, had a short

age of cash to meet its operational requirements in the first 

half of the period under study. 

It shoold also be noted that under the accrual basis of 

accounting, receipts and disbursements of cash do not nece-

ssarily take place in the same period in which corresponding 

revenues and costs are recognised. Thus, our enterp~ises may 

have in the same period, large earnings and serious shortage 

of cash or low earnings and an snple cash flew. 21 To know 

the real position, it is required to examine the adequacy of .. 
cash in terms Of liquidity and solvency with the help of 

current ratio and acid test ratio. In sanple sr.,PEs, acid 

test ratios are more important since inventory OCCUPY' a larger 

porticn of current assets, distorting the real concern for 
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payment.· Hence, the acid test ratios have been computed as 

foll~s a 

Years 

Enter
prises 

Table 5.11 

----------------------------------------------------
1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 
-82 ~83 -84 -85 -86 -87 -88 -89 -90 -91 

DPL 3.04 1.91 1.61 1.50 1.57 NA 0.98 0.94 0.86 0.91 

OCL 

m-iAIL 

WSFL 

SWL 

E.IMTL 

KSML 

WBECS::L 

o.33 o.34 o.28 0.21 o.12 o.sa o.13 o.11 o.12 o.12 

3.33 3.06 2.94 3.00 NA 0.36 0.33 0.63 1,94 2.62 

1.79 1.48 1.57 0.34 0.25 NA 0.23 0.24 0.25 0.23 

1.88 0.71 0.49 0.62 0.41 0.40 0.50 0.26 0.28 NA 

0.79 0.51 0.48 0.57 0.58 NA . NA NA NA NA 

o.22 0.22 o.21. o.14 o.13 NA NA o.14 o.2o o.16 

NA NA NA NA NA 1 •. 14 1.10 1.30 1.35 1.48 

-----------------------------------~,--------------------~ 
Source a .Fublished Annual Reports. 

The •current maturing obligations• are relat.e<;l to the 

• quick category of current assets • and the ratio therefore is 

unity or just ·near unity. It would prove the firm's capacity 

to pay off the immediate obligations. In tOtality, the 

average ratio for all enterprises show that the SLPEs were in 

quite a satisfactory position till 1984-85 but the situation 

got deteriorated after that and 1984-85 onwards the ratio 

started falling gradually belo..t the noJ:m. In case of trading 

sector, the ratio has a rising tendency over unity and has 
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touched a mark of one and half, which needs to be checked. 

Individually, DPL, EMAIL, WBI:X:SCL had a higher ratio but oo 

the other hand, OCL, KSML,. EIMTL, SWL and WSFL had. a very 

lower acid test ratio, indicating technical insolvency and 

in majority cases, the SI..J>Es capacity to pay off immediate 

meturing obligations were really very poor and far below 

fran unity. It further highlights the poor financial planning 

and control as well management's lack of spirit and zeal to 

strengthen the overall situation. 

5.4.4.3.3 Efficiency of ~Management s The efficiency of 

cash management can be judged in the light of cash velocity. 

·~ash velocity which is also knoon as cash turnover is referred 

to kn0t1n as 'productivity of cash'. It indicates the value of 

production/sales generated by a rupee Of c~h held as a part 

of working capital. In improvement in the velocity indic.ates 

higher value of production per rupee of cash held, while a 

decline in this velocity points to the opposite. Given the 

level of productic::n constant, an improvement in the velocity 

ratio also means reduction in the size of cash held in order 

to generate the given value of production. 22 ~he table 5.12 

tneasu.res the velocity of cash in the ssnple undertakings. 

The ratios in the table 5.12 shCM an alarming higher 

velocity, indicating an overtrading situation in a few enter

prises, which implies the amount of cash held in a few speci

fied enterprises was less than the required amount. Although 
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Table 5.12 

Velocity of •cash' in Sample SLJ?Es 

--------------------------------------------------------------------
Years 

Enter
prises 

OIL 

IX!L 

EMAIL 

WSFL 

SWL 

KSML 

Average 

1981- 1982- 1983- i9.84- 1985- 1986- 1987- 1988- 1989- 1991 
82 83 84 85 86 87 88 89 90 -91 

5.65 5.45 

11.0 13.2 

3.78 

6.45 

1.12 1. 23 4.6 

5.79 

9.56 

2.6 

9.68 10.33 12.30 12.94 

8.75 2.64 2.54 2.28 

NA NA 

7.39 6.37 

• 0.40 nil 

7.48 4.54 7.76 26.4 15.5 NA 

3.30 6.16 NA NA 

3.82 7.24 4.53 4.14 

NA 30.98 14.0 29.78 31.18 2.59 0.55 7.85 30.44 NA 

18.38 9.43 16.54 10.67 11.41 NA NA 5.87 15.07 8.47 

------------·-------------------------------------~--
8.73 10.8 8.84 14.13 15.3 5.19 4.50 7.06 11.56 6.33 

--------·--~------~-------~-~~--~~--~------~--------------·---------$oV1'Gtl.. ~ Pu ~\.~sl-..o...,( ATI"nua.l ·~e po..,.ts • 
• Value of production in 1990-91 was nil. 

higher value of productiOn generated per rupee of cash held is a 

contributory factor tor..-rards profitability, it at the sane time 

indicates a technical. insolvency, hampering creditworthiness and 

profitability in the long run. Individually, SWL,. Dl?L and KSML 

had a canpaiatively higher velocity, posing financial crisis due 

to shortage of cash. Cb the other hand, a.1AIL, ICL and WSFL had 

a moderate ca.Sh velocity indicating better utilisation of each 

rupee of real cas·h at the disposal of the enterprise. On an 

average, it has been foWld that each rupee of cash held, generat

es goods worth Rs. 9 or more. The totality, this ratio varies 

from 4.5 to 15.3. 'Ihe textile sector had the highest cash 
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velocity followed by power. A few engineering enterprises 

had also recorded a higher velocity of cash. Moreover, there 

were wide variations in cash velocity of each and every sam

ple SI.&PE, indicating lack of cash planning and control by the 

management of most of the SIJ>Es. 

5.4.4.3.4 §umming UE s To swn up the findings of cash manage

ment in sample SLl?Es, it can be put ori record that (i) growth 

in cash balance was higher than that of sales; (ii) the share 

of cash held in the current assets was also on higher side 

but was close to the norm as suggested by the financial 

experts; (iii) the stook of cash held by SIJ>Es were higher than 

the operational requirements, causing loss of interest on idle 

fund; (1v) the liquidity position of most of SLJ?Es were at 

stake in the second half of the period Wlder study; (v) the 

value of production, generated per rupee of cash held was more 

or less moderate (vi) a wide variations in all sorts of ratios 

proves lack of cash budgeting and control. It can further be 

said that the inflc:Ms of cash in SLPEs were j crnmed by sane 

external factors where the management had very little to do. 

5e4.5 Rec_ei:v:able -~anagement s 

5.4 .s .1 !ai£2S.I:S.~ a Receivable occupy an important positicn 

in the structure of working capital. The turnover of working 
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capital finally rests oo the transitive behaviour of recei

vables. In the buyers 1 market, wheJ:;e the nec::essity to 

finance sales is so urgent, the management of receivables is 

of great importance. The three characteristics of receivables 

such ae the 1 element of ltisk •, • eoonani.c vaLue 1 and 1 futurity 1 

- ~plain the basis and the need for efficient management Of 

receivables. 23 

Receivables, in the strict accounting sense arise out of 

the delivery of goods or rendering of services and include

book debts, notes, loans and advances 1 bills and accrued in-

ccme or prepaid expenses. The teJ:m receivables is also 

applicable to all claims held against others for the fut~Jre 

receipts of money, goods and services and in this broader sense 

covers prepayments on purchase and expense contract and 

advances to subsidiaries and officers. 

5.4.5 .2 Object!~~ ' The ultimate objective of receivable 

management is to maximise the profits of the business. 

Receivable management to be successful must ensure compara

tively slew grc:wth in receivables as against sales satisfac

tory collection period, minimum bad debts_ losses, and 

effective use of the capital investeQ.. As a whole the 

objective of receivable management is to increase the profit 

of a business through credit sales to a level where profita.. 

bility can be balanced against liquidity, considering the 
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factors like cost of investment in receivables, collection 

charges, business conventions, effect of inflation, govern

ment regulations and general econanic conditions etc. 

5.4.5.3 Rrinciples of Credit Administration : T.he management 

of receivables has to follow certain well recognised and 

established principles of credit administration in order to 

make credit sales, a profitable venture. The credit sales 

play a vital role for the success of a business fi.on. In many 

cases, 90 per cent of total sales effected by manufacturers 

and wholesellers are credit sales. Since granting of credit 

involves use of financial resources, a fim has to strike a 

balance between profitability and liquidity. An adherence to 

the principles of credit aaninistratian helps to achieve this 

balance. 'rhe principles of credit acininistration are .s 

U) Allocation of authority; (ii) Selection of proper credit 

terms; (iii) 'lboroogh credit investigation and (iv) Collection 

policies and procedures. 

5.4.5.4 Evaluat!£2 of Rec~~~~gement in~ple SLFEs s 

It is proposed to examine the proportioo of •receiva.l:>l.es • to 

the •current assets • and 'sales 1 and also • Book Debts 1 , a 

canpcnent of receivables as equivalent to mcnth 1 s turnover. 

Receivables is composed of book-debts (i.e., amount due an 
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credit sales) and loans and advances, implying advances to 

employees recoverable in cash, advances made for value to be 

received, deposits with port-trusts, customs, security 

deposits in the railway and others· etc. 'rhe quantum of 

receivables at a particUlar point of time is the fWlction of 

credit sales and credit and collection policies. It throws 
\ 

light on the efficiency of collection department. 

It is revealed by the table 5.13 that, on an average 

about 32 per cent of current assets are blocked by receiva-

bles alooe. Moreover, this proportion in case of manufactur

ing sector ranges sanewhere near 40 per cent. The trading 

sector which enjoy monopoly in th~ market have only 3 per 

cent of current assets as receivables. .rrtus the share of 

receivables in overall conpositi on of current assets is a 

significant ane which requires a routine check by the credit 

and collection department. This would ease the shortage of 

working capital and reduce the SL.PEs pressure co state 

Government for working fund. 

On the ot_her hand, the receivables as a percentage to 

sales is abnormally high whicn ranges from 65 to 100 per cent 

in first half of the period under study in case of manufactur

ing sec:tor. The inclusion. of trading sector which is least 

prone to recai.vables have lcwered the average figure fran 65 

to about 45 per cent. This means for every sale of Re. 1/-

by SL.PEs, more than --so Ps of it remains due which cannot be • 





justified in such a situation where the enterprises are facing 

severe shortage Of working capital. Individually, WSFL, :Elw!AII.., 

D.PL and .O::L are highly receivable ridden public enterprises 

whereas KSML, rx::r... and Nl?'lCL are moderate oo.es. WBECSCL has 

not at all any_ problem of receivables. Although the sale by 

public enterprises, to inter-government departments or to 

other government agencies are mainly on credit, the realisa

tion thereof needs to be strengthen to facil.;i.~ate the desired 

infl~ of funds in time. Since the :$.nvestment in receivables 

does not directly· help the profit to iQcrease, such idle 

investment should be checked by all means to ease the liqui

dity and prOfitability of~ the enterprise. It has been noted 

that althoo.gh the seca1d half of period under study· shows a 

sign of improvement in receivables management, the credit and 

collection department is still needed to maintain the conti

nuity of their efforts with more vigour. 

C>.J.t of two ccmponents of receivables {i.e., • Book debts • 

and 'loans and advances •, the greater portioo of 11oans and 

advances • are beyond the control of an enterprise, for 

example, the deposits with port-trust, customs, security 

deposits and advances made for values to be received etc. 

'I'he receivable management has very little to do to avoid their 

accumulation. On the other hand, book debts which ccxnprises 

a larger proportion to receivables need all the attention in 

managing the working capital. The quantwn of receivables at 

a particular point of time is the function of credit sales 
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and credit and collection policies. Hance let us have a 

insight view of aook debts canputed as equivalents to mooth' s 

turnover. '!'he table 5.14 reveals the degree of effic~ency of 

collection department. 

Table 5.14 

Book-Debts as Equivalent to Months • Turnover ------
1981- 1982- 1983- 1984- 1985- 1986 1987- 1988- 1989- i990-
B2 83 84 85 86 w87 88 89 90 91 

month's turncwer are found to be on a very high side. On an 

average, the book-debts during the peirod under study are more 

than 6 mooths' value of sales. In totality this result is very 

discouraging. Individually, EMAIL, WSFL and DPL have a very 

high level of 'book-debts• which is equal to, somettmes more 

than a year's sales. Thus, the book-debts as equivalent to 
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s1are$· r·ein·ges from 4 .s- to 39 mcnths in case of EMAIL' being; the 

worst. 1.a t:·(~ 1/1 moo~n~ in ~MO oe WSPL and 5.4 to 8.7 mcnths 

in cue of DPL, all belonging the manufacturing sector, KSMX, 

under the textile industry is the ooly exception which has a 

very low 'book-debts • in terms of mcnth •s sales which ranges 

fran 0.2 to 1.1 months only. The possible reasons for accu

rnul at ion of book-debts might be ~he buyers • market and the 

credit sales, being guaranteed by the Government. A stiff 

competition from. both the :private and bUblic sector could not 

help the tight collection. measures as it would sequeeze the 

sales, capital t•.trnover and ultimately the profitability. 

'rh~ broad policy measures in public undertakings seems to be 

in favour of capacity utilisatioo rather than tight credit 

policy. 

5.4.5.5 ~ng ~: To sum up the findings, the receivables 

occupied on an average 32 per cent of current assets and .60 

per cent of sales. In both the cases engineering sector enter

prises have a larger amount of receivables than any other 

sector. On the other hand, Book-Debts --- one of the two 

conpcnents of reoeivables predaninated the ccmposition Of 

~eceivables, representing equivalence of 6 months turnover on 

a average. It indic.ates liberal cred.1.t and collection policy 

of SLPEs either to maintain required capacity utilisation or 

under some sort of ccxnp.J.lsion to make inter-department sales 
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on credit, the repayment thereof are normally being delayed. 

The advances made to suppliers of raw materials and fixed 

assets are not settled in time which led to blocking of work

ing capital and l·oss of interest thereon. It seems that there 

is no well-laid rules of recovery of advances and sale-proceeds. 

5. 4. 6 :d~ng Finance Manas~~~ s 

working capital, also k.nc:wn as working Finance, or 

Short-te.on Finance is a must for every business to meet its 

day to day expend! ture, in order t·.o the business. The 

requirement of working finance varies fran industry to indus

try and fran one fi.rm to another, depending upon the size, 

type and the length of operating cycle.. A firm, generally 

requires two types of working finance - Permanent and 

variable working capital finance. • Permanent working capital' 

represents the minimum level of current assets requtred all 

the time for minirnwn level of oJ;eration, consists of minimum 

inventory investment in raw materials, work-in-process, 

finished cpqds and of receivables ootained en any day of the 

year. Any excess over the minimum current assets is termed as 

• 'I'emporary working capit~ •. The permanent working capital 

never leaves the business and remains gainfully employed a11 

the time, whereas temporary working capital is occassionally un

utilised during the year. A company operating in a field subject to 
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involving rapid.ly changing teehnology requires additional 

working capital to cope w.tth these contingencies. 24 
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5 .4. 6.1 various Sources of ~ng F~~ 1 'lhe conventional 

generalisations relating to the f,inanc.irig of working capital 

sug:Jest that an amount equal to the basic minimum of current 

assets should be financed from long-term sources and that cnly 

seasonal needs of working capital should be financed through 

short term sources. A public enterprise does not raise 

finance in a way the private sector enterprise does for rea

sons of social and econanic policy of the Government. li:Jw'ever, 

care must be taken in select

ing the specific source particularly about the suitability of 

the source considering the various fac:::tors and coostraints of 

the fi.tm. All the sources may be classified broadly into two 

categories fran the view point of time element s (I) r,cng term. 

·source; and (II) Short term source. For each of these two 

main sources, a further classification can be done based on 

their origin as follows a 

I. (a) .!:£eng-term in~~21!E£es (own~l?..Y_the ti...rm. 

!tself) s 

(i) Retained earnings. like Reserves and SUrplus. 

(ii) Depreciaticn & provisions. 

(iii) Equity and Preference share capital. 
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I. (b) Long-t e.tm ,ext ern al sources (owned by external ---· 
agencies) s 

(i) Debentures. 

(ii) Long-term loans fran financial institutions, 

banks and other so..u:ces. 

(iii) Fublic fixed-deposits. 

II. (a) Short-t!£m internal sources : 

(i) Dividep.d provisions, 

(ii) Tax provisions; 

(iii) Any ot har provisions. 

II. (b) Short-term external sourc~ ~ 

(i} Buying on credit fran the suppliers, 

· (11) Cash credit arrangement fran banks, 

Uii) Bank over-drafts, 

(.:Lv) Ccrrunercial papers, 

(v) Short-term public deposits, 

(vi) Miscellaneous sources such as deposits from 

contributors and stockists etc. 

But in case of public-sector enterprises, the discret1cn 

about the use and accumulation of these funds is not exclu-

sively with the enterprise and hence, reliance on them is 

conditicnaJ. and subject to the approval of the government. 
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I 

I 
I 

5.4.5.2 !!lative~~!9e of Short-teom__§_ources~~ 

Long-term s~s.=~ ' The short-term sources have some ccmpara

tive advantages over the long-terms sources s 

(i) First, the cost of securing short-tem funds is 

generally low or negligible. For exsmple, the 

trade credit is ootained free of cost. 

(ii) Secoodly, since short-tel:m funds can be retained 

only for the period they are needed, no cost is 

incurred by the firm for the period these funds 

remain idle. 

(iii) Thirdly, short-term funds generally do not inter

fere wi~h the autoocmous right of the management 

to manage the business the way they like. 

(iv) Finally, if loog-terrn funds also are utilised for 

all working capital requirements, the firm. may, 

en the other hand, be short of funds for expansic:n 

and on the other hand, be unable to make optimum 

use of scare resources. 

Internal short-term funds for working capital is gene

rated autamatically due to ·the gap between incurring of 

short-term liabilities like outstanding wages, salaries, 

shares of the owners of the business in profits, tax liabili

ties etc. and their off-settings. During this intervals, the 
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short-term funds arise autanatically. 'l'hese short-term funcis 

are also termed spontaneous sources of short-tex:m credit. 25 

5.4.6.3 !~~ation of working Finance in Sample SLP~~ s It is 

proposed to excrnine the size of working finance and its 

grcwth, its relation with the size of the business and its 

adequacy in terms of mc:nths' cost o~ production. It is also 

proposed to make study of two most important and common 

internal source of working finance viz. cash credit arrange-

meats with banks and depreciatioo fund_, reserves and 

surplus. 

5.4.6.3.1 ~~a..!!a~~~~owth hl!_Sr..PEs ' The size 

of working finance has :Qeen computed en the basis of •net 

working capital' concept, i.e., the difference between the 

current assets and current liat>ilities. The tabl.e 5 .15 focuses 

light on the size of working finance and its growth over the 

years. 

The computations in table 5.15 based en net concept 

of working capital, give the size of both the positive and 

negative working finance. 'nle negative working finance proves 

that the size of current liabilities had exceeded the size of 

current assets in two SLl'Es (out of 13 sample SL1?Es in this 

case) for the period under study. Again, the negative working 
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Table 5.15 contd ••• --
WBSI.O::L 31.84 65.47 76.99 41.86 146.29 204.06: NA 

100.00 205.62 241.80 131.47 459.45 640.89 

DPL 4369.09 4083.47 4902.8 4443.68 3463.40 1732 •. 8'3 1998.97 
100.00 93.46 112.22 101.71 79.27 39.66 45.75 

WBS~L 98.02 92.75 53.80 90.02 NA 275.70 362.88 
100.00 94.62 54.89 91.83 281.27 370.21 

WBECSCL 546.96 428.40 792.48 1079.74 . 1147.43 1423.91 1746.10 
100.00 78.32 144.88 197.41 207.95 260.33 319.24 

WBI.O::L 5881.62 7176.65 8413.93 9908.63 11039.-24 12466.15 13887.98 
100.00 144.68 143.05 168.47 .1187.; 6'9 211.95 236.13 

SWL 26.04 18.61 9.48 (29.25) (89.5 9) .. (117.21) NA 
100.00 71.47 36.41 (112.32) (344. 05) (450.12) 

.____ 
TotctL Wo-r~i~ 10527.14 11500.41 13247.70. 15810.64 12167.65 12801.79 15055.08 

finana 42 

P-ercen-
tage growth Df 100.0 109.25 125.84 150.19 115.58 121.61 141.01 

\olal. - -
%- O>~s~d ~ IJ""e_t:- cl"hC e.rt 

Sou..-ce ·. PubLi.sh12.d A-nn\.\al Re.rof'~S. 

.... 
lJ1 
co 
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finance exists in two more sanple SLPEs- for a couple. of years 

Of period under study~ It is further noticed th~t negative 

working finance, prevails in chemical and textile sectors and 

not much in engineering- sector which dC:minates the sample. 

This indicates a situation of technicat insolvency, requiring 

~ediate rectification in ~der to cneck the financial crisis 

and resultant loss of producticn. '!he base year percentage 

growth of working finance shows a wide variaticns a falling 

growth of working finance in first half of the period under 

study and then rising growth in next half, in atleast 5 SLPEs, 

()Ut of 13 sample SL.PEs in this case. Moreover the overall 

percentage growth in working finance is also in canmensurate 

with the above fact, showing 150 per_cent growth in just 4 

years. The percentage growth also indicates that for those 

sample units whose working finance run in negative have a 

upward trend, implying m~e hardships in managing the working 

finance to the ccncerned SLPEs. 

5.4.6.3.2 Adequacy of working Finance 1 Ho«ever, the analysis 

of size of working finance itself is not enought to highlight 

its adequacy, shortage or surplus, unless it is measured in 

terms of its requirement i.e., cost of production. The table 

5 .16 will help to analyse the adequacy of working finance in 

terms of mcnths • cost of sales. 
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Table 5.16 

working Finance in Tel:rns of Mentha~ Cost of Froducticn 

-----------------------------------Years 
1984 1985 

Enter- -85 -86 
prises 

1986-87 1987 
-sa 

1988-89 1989-90 1990-91 

------·--------------------------------
Z:X:L 

WSFL 

(7.68) (9.62) (12.53) (4.53) (6.18) (8.25) NA 

KSML 

EMAIL 

NP'ICL 

SWL 

4.58 3.24 

{4.42) (5.44) 

19.8 14.45 

1.67 1.61 

3.01 3.75 

1.70 1.03 

SPL 2.99 1.96 

WBSIDCL 3.64 0.02 

DPL 8.16 7.13 

WBSWCL 7.21 5~59 

WBECSCL 0.46 0.32 

6.27 5.42 '(14.57) {14.28) (15.07) 

(S.64) (3.96) (14.04) (9.16) (6.17) 

7.70 8.65 

1.87 1.47 

2.91 2.89 

4.55 

4.58 

0.43 

0.52 ·.. (1. 03) (7 .66) 

(0.24) 1.02 

(4.69) 2.15 

6.82 5.11 

3.11 4.76 

o.54 o.58 

1.17 

6. 92 

3.74 

NA 

0.83 

6.77 

1.13 

1.97 

2.19 

7.16 

2.63 

0.07 

NA 

2.89 5.32 

7.55 NA 

1.61 2.02 

11.25 14.8 

1.49 2.07 

-------------------·--------------------·----·---...----..... _... _______________ _ 
Average 5. 32 3.91 3.72 3.56 2.55 4.09 

Note (1) Cost of Pl'od vel-ton :Ls not applicable in case of 
financial sector enterprises. 

5.89 

(2) Figure in brackets shc:Ms negative working capital. 

The table 5 .16 shows the number of mooths ' cost of 

production, for which working finance at the disposal af SLPEs 

are available. These canputations when canpared to guide 

posts would speak of adequacy or inadequacy of working finance 



161 

in order to meet the coat of production. In case of Central 

Government • s undertakings, the Government had fixed the level 

of working finance at four month • s productic:n cost for diffe

rent steel plants in the country. 26 But this norm varies 

fran industry to industry. Ho..~ever, the canparison of SLPE'a 

working finance in terms of months' cost Of production shows 

that atleast so per cent SLPEs (6 out of 12) have shortage of 

working finance in terms of their requirements most of which 

belcng to engineering s·ector. 'l'he working finance in these 

enterprises varies from one month to three months in most 

cases. 'Ihe most disappointing fact states that 2 out of 12 

SL.PEs have negative working finance for all the years under 

study and another three also have negative working finance 

fran 2 to 3 coosecutive years. The degree of negativity is . 
also very higher i.e., 7. 3 months en an average. Al thoogh 3 

SLPEs which had negative working finance have succeeded 

partially in overcaning the problem in later years, the 

positioo of sane had deteriorated i,n two SLPEs where the rate 

i.ncreased for 7. to 12 months and 4 to 14 months respectively. 

'l'he year 1988-89 .:is most adverse year so far working finance 

is concerned which shONs negative working finance in at least 

4 units and a lOl<olest average of 2.55 months. 'nle disadvantage 

of negative working finance have manyfold as discussed 

earlier. DPL (under the power sector) and »~AIL ·(under the 

engineering goods sector) have succeeded in controlling their 

excess working finance gradually frcm a abnormal rate of 8 

months to 3.75 months and 20 months to 4.5 mooths respectively. 
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WB&:SCL (under the trading sector), on. the other hand is 

trying to improve its working finance for a meagre figure of 

o .46 months in 1984-85 to 2 •07 mc:mths gradually over: the years 

under study. The average working financ:e for: all SI..PEs taken 

together has also ccme down fran 5.3 months to 2.55 months 

gradually in 5 years but unfortunately increased in last 

couple of years touching a peak of 5.89 months. 

Both the situations of inadequate or surplus working 

finance have an adverse effect on the profitability of an 

enterprise. For shortage of working finance, factors like 

sickness of the unit, unsound financial planning and control, 

unplanned operation, inability on the part of G:>vernment to 

supply enough working finance, and last but not the least, 

inefficiency of management as a whole might be held respcn

sible. On the other hand, for the excess of working finance, 

factors like lack of skill in managing the working finance, 

huge expansion progranmes; slc:M tran~utation of working 

capital, and unconductive sales and purchase policies might 

be the reasons. In totaJ.ity, working _finance in terms of 

months • cost of production reveals a close proximity to the 

prescribed standard. 

5.4.6.3.3 G!:'c:Mth of wo~ing Financ~~~~Volum~ 

Busines!_of SL.FEs , After examining the adequacy of working 

finance, it is proposed to study its grcwth along with the 
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growth of business in terms of sales. Normally, the volume 

of working finance should change to the sane direction to 

which the. business of a fi.tm moves in te.ons of sales ... and/or 

production. 

'l'a.ble 5.17 

Relation Between working Finance anci Size of Business (i.e., 
Sales) 

Years 

___ ..,_ 

-----------------------~-----------9s~·~in 1~--h!l-
Total working Finance 

Amount Link Growth 
Rela- Rate 
tives 

% 

'l'otal Sales 

Jmount Link Growt!l 
Rela- Rate 
tives 

% 

---------------------~----------------------
1964-85 10527.14 100.0 - 21~3·4.69.-~ 100.0 -
1985-86 11500.41 109.25 + 9.25 24941.83 116.36 + 16.36 

1986-87 13247.70 125.84 + 25.84 28931.08 134.97 + 34.97 

1987-88 158.10.64 150.19 + 50.19 36458.88 170.09 ... 70.09 

1988-89 12167.65 115.58 + 15.58 31108.20 145.13 + 45.13 

1969-90 12801.79 121.61 + 21.61 27415.33 128.18 + 28.18 

1990-91 15055.08 141.01 + 4le01 26621.64 124.20' + 24.20 
I 

~----~------·----
27.25% 34.69% ________________________________ , __________ _ 

'l'he. table 5.17 shows that the pace of growth in working 

f:.Lnance is slower than the grc:wth in sales. In all the years 

under study except 1990-91, the working finance have grown at 

a slower rate than that of sales. 'l'his proves the inability 
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. of managernent to arrange addi tionaJ. working finance to meet 

the requirement of growing sales and thereby growing Pl:'oduc

tion. 

The needs of SLPEs in west Bengal for working capit a1 are 

normally met through cash credit arrangement with scheduled 

banks or by temporary utilisation of internal resources. The 

government of west Bengal rarely provide short-term loans to 

public enterprises except making good the cash losses incurred 

by these enterprises. In same cases, d,iversification Of 

l oog-term 1 oans (as provided by the State Governnent) for 

meeting the working ·capital requiranents has becane a canmon 

practice which is not desirable. Unless Government • s ~aran

tee is available, even the banks hesitate to grant loans to 

public enterprises. Even in sane cases, the banks have 

stopped cash-credit arrangement to SLPEs due to various rea

sons viz. poor performance, default in repayment, lack of 

liquidity etc. Thus, the three main source of working finance 

as noticed in s crnple SLPEs are 1 

(i) Arrangement of cash-credit with banksz 

(ii) Diversification of long-term finance, provided by 

the State Government1 

(iii) Use Of internal resources, viz. Dapreciation fund 

and .Reserve and surplus. 
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(i) Arranszement of £.2sh-credit wi~~...!. J 

Normally, cash credits are available to SLPEs by the 

hypothecatic:n of stocks of inventories. 'I'he canmon practice 

adopted by banks for a.J.low~g the cash credits is to fix a 

credit line for each undertaking. 'I'he table 5.18 shat~s that 

all the sanple SIAPEs have made arrangements for cash credits 

with banks. 

It is also revealed fran the table 5.18 that there is a 

wide variation in availing the cash credit. 'I'he percentage 

of cash credits to total. working finance ranges from 2. 66 per 

cent to 19.74 per cent in Dl?L, fran 0.01 to 2 .sa per cent 1n 

WBIO:L, fran 22.34 per cent to 71.33 per. cent in GL and 19.25 

per cent to 30. a per cent in WSF.tJ, averaging a meagre figure · 

of 17 per cent of working finance {bel$ed en net concept). 

en the other han~ the average proport·ion of •cash credit• in 

Ni>TCL, SWL, SPL comes to 260 per cent of net working capital·. 

One important finding of the table 5.18 is that the proportion 

of cash credit has risen over the yea,rs in almost all the 

enterprises, except EMAIL, WBSIIX!L and WBJOC!SCL where the sane 

has not been availed of. '!he reasons for not availing them

salves of cash credits are obvious for trading and service 

sector enterprises in this sanple who depends considerably on 

internal sources and plough back their profits. 



Table 5.18 

Si.ze of Cash Credit fran Banks availed by SL.PEs and its .Percentage to •working Finance• 
CP.s. in lakhs} 

Years 
1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 1990-91 

Enter-
prises 

---- ------
OCI.. 42.09 45.37 73.76 61.42 63.59 72.26 nil 

NWF NWF NWF NWF NWF NWF NWF 

WSFL 72.77 79.61 108.66 139.87 581.73 656.80 726.45 
(19.25) (30.81) (20. 39) (30. 73) NWF NWF NWF 

KSMI. 45.35 59.40 54.85 63.65 nil nil nil NWF NWF NWF NWF 

EMAIL 0.02 nil nil nil nil mil 0.29 
(0.02) (O.ll) 

Gr, 8.01 s.88 10.24 9.96 85.84 84.72 109.45 
(24.09) (24.6) (22 .3~) (22.61) (71.33) (202. 73) (102 .11) 

N.P'ICL 58.18 101.27 119.29 124.61 115.30 142.20 140.11 
{108.63) (143. 7) (197.34) (175. 73) (915. 8) (230.06) 

-- ---
contd ••• 

~ 
(]\ 



Table 5.19 contd • • • 

SWL 36.32 45.98 52.11 42.57 
(139.48) (247.0) (549.68) NWF 

SPL 152.63 159.43 104.87 132.13 
(237.0) (370.5 9) NWF (45 7. 67) 

WBSID:L nil nil nil nil 

DPL - 108.57 205.54 382.98 
(2. 66) (4.19) (8. 52) 

WBI.OCL NA NA 1.23 255.89 
(0.01) (2.58) 

WBECSCL 3.91 nil nil nil 
(O. 71) 

--
~WF =Negative WOrking Finance. 

Sou~ae '. FttblC:sh~d Allnua\ Aceo\l"rl~S. 

41.25 
NWF 

101.22 
-. 

2.12 
(1.45) 

332.18 
(9.59) 

125.94 
(1.14) 

nil 

43.28 
NWF 

104.31 
(112 .44) 

nil 

287.66 
(16. 6) 

11.50 
(0.09) 

nil 

-

NA 

128.44 
(55 .43) 

NA 

394.57 
(19. 74) 

NA 

nil 

~--

a-a 
0\ 
...,J 
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(ii) Use of Internal-resource in SL~Es : - --- ---
Internal-resource implies the use of retained-earnings, 

depreciatioo fund and other funds· at the disposal of an 

enterprise. Although internal resou,;ces are not av~lal:>le in 

the initial stage of an enterprise, the discretion abou.t the 

use and accumulation of these funds is not exclusively with 

the enterprise and hence, reliance on· them is con<Utional and 

subject to the approval. The table 5.19 shows awn total of 

• depreciation fund • and • reserve and surpJ.us • at the year-en'!. 

and its percentage to working capital yearwise. 

In totality, 'depreciation fund' accounted for 80 per 

cent and • reserve & surplus • accounted for 20 of internal 

resource as a whole. So far the use of depreciaticn fund, 

as a internal source is concerned, the cash-loss making enter

prises have nothing as such to utilise as provisicn for 

depreciation is merely an accounting pra::tice and does not 

provide anything in cash. In generql, G<Nernment does not 

favour the use of depreciation fund for the purpose of work-

ing finance. On the other hand, • reserve & surplus 1 which 

on an average accounts for 20 per cent of internal source 

in our case, is not available in all the SL.PEs. 4 out of 14 

sample sr..Pss do not have any • reserve & ·surplus 1 • All the 

engineering sector enterprises have no or very little 
"r\t:f.'c 

'reserve & surplus•. The.~,.four sample SL.PEs alone have 

accounted for mor:e than 85 per cent of 1 reserve and surplus 1 

(which in turn represents 80% per cent of total internal resour

ce). The proportioo of 1 internal source 1 as· whole is very 



Table 5.19 

Size of Internal source (i.e •• Depreciaticn Fund. Reserve & Surplus) and its .Proportion to 
working Finance _ CRs. in lakt!:U_ -- - -

Years 
1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 1990-91 

Enter-
prises 

- - -
~L 969.89 1002.89 1037.89 107.3.89 1098.55 1130.73 1155.81 

-N\'lF NWF NWF NWF NWF NWF NWF 

WSFL 320.61 330.31 340.97 349.07 355.75 363.90 373.42 
(84.8) (127. 8) (63. 9) (76. 7) NWF NWF NWF 

KSML 479.09 488.18 497 .oo 503.12 517.32 535.35 558.12 
NWF NWF NWF NWF NWF .NWF NWF 

EMAIL 23.11 24.52 25.81 27.01 27.97 29.58 31.07 
(28.5) (32. 6) {36. 4) (36. 4) (22. 7) (14. 6) (12.1) 

GL 25.89 31.21 35.83 39.01 6.65 7.52 9.48 
(77. 9) (86. 5) (78.2) . (99.6) (5.5) (18.0) (8.8) 

NJ?'ICL 15.78 14.21 12.99 12.12 59.48 66.88 73.23 
{29.5) £20.2) (21.5) (17 .1) (472.4) (loa. 2 > 

SWL 23.19 29.54 34.8 39.28 43.24 47.78 NA 
(89.0) (158.7) {367.1) NWF NWF NWF 

--
contd ••• 

f-& 
0\ 
'10 



Table 5.19 contd ••• -
SPL 103.68 105.58 107.29 111.20 300.29 206.59 417.43 

(161.0) (245.4) NWJ? (385. 2) - (222.7) (180.1) 

WBSIO:L 103.08 109.99 116.16 126.65 140.02 151.41 NA 
(323. 7) (168.0) (150. 8) (302. 5) (95. 7) (74.2) 

DPL 5083.06 5301.04 5500.58 5765.21 6347.06 7168.17 7946.76 
(116. 3) (12 9. 8) (112.2) {129. 7) (183. 3) (413. 7) (397 .5) 

WBS~L 55.62 69.85 93.20 139.91 NA 556.92 636.89 
{56. 7) (75. 3) (173.2) {155.4) £2o2.o) (175 .• 5) 

WBECSCL 545.16 728.90 866.07 891.99 1267.55 1543.64 1867.25 
(99.6) (170.1} (109. 3) (82. 6) (110.5} .(108.4) (106. 9) 

WBFC 432.54 578.96 652.51 750.00 79.73 91.11 237.70 

- - - - - -
WBII:CL 293.28 400.44 ;301.08 302.34 372.05 321.14 257.03 

(4.9) (5. 6) (3.6) (3 .1) (3. 4) (2.6) (1.·9) 

Total Deprecia-
tion Fund 7105.32 7380.41 7636.69 7945.27 8816.61 9864.85 10608.92 

% t·o Gcand 
Total 83.8% 80.1% 79.4% 78.4~ 83.0~ 80.7% 78.2% 

Total Reserve & 
Surplus 1368.66 1835.21 1985.49 2185.63 1799.02 2355.87 2955.27 

% to Grand 
Total 16.2% 19.9% 20.6% 21.6% 17.0% 19.3% 21.8% 

-
~AND 'roTAU 8473.96 9215.62 9622.18 10130.90 10615.63 12220.72 13564.19 .... ---------- -- - -- -.J 

NWF = Negative working Finance. 0 

Figure in brackets· shows percentage of Internal source to working Finance. 
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significant in Dl?L SWL, Sl?L, WBSIIx:::L, WBSW:L and WBJOC:S:L sample 

units which shONs more than 100 per cent of working finance 

(net concept) in these enterprises. The rest of the enter

prises have on an average, 50 per cent of working finance fran 

internal source. 

5 .4.6.4 SUmming !:!£ 1 To sum up the findings of working-finance 

management, we can say that (i) at least 15 per cent of sample 

units have negative working finance (based on net concept) 

whereas, other 20 per cent have negative working finance for a 

couple of years under study, indicating technical insolvency, 

{ii) a wide variation prevails in the siz.e and ecrnposition of 

working finance in. almost all the sample enterprises, proving 

lack of planning and control in the management of working 

finance, (iii) at least 50 per cent of SLPEs mostly in engi- · 

nearing sector have inadequate working finance in terms of 

cost of production and thereby adversely affecting the profit

ability to the SL~Es, {iv) the growth in working finance over 

the period under study is slo.ver, compared to growth in size 

of the business, measured in terms of sales, proving inability 

of management to arrange additional working finance for addi

tional production, (v) the main sources of working finance in 

our case restricted to •cash credit arrangement' with banks~ 

use of 'depreciation fund' and 'reserve and surplus• as a 

internal source and diversification of long-term debt for 

meeting the working capital requirement. 
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