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Liquidity, profitability and risk are very important to determine the financial 
condition and performance of a firm. Liquidity implies a firm's ability to pay 
debts in the short run. The obligation may be due to routine operations or 
payment of financial charges. Profitability measure the efficiency of the firm's 
activities and its ability to generate profits. A sound liquidity leads to reduce 
the possibility of default risk in the future. Therefore a firm must attain a level 
of adequate liquidity at a minimum risk so as to achieve maximum 
profitability. This paper makes an attempt to provide an insight into the 
conceptual side of Liquidity, profitability and risk of Ranbaxy Laboratories 
Limited over10 year's period (i.e. from 2003 to 2012).
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Introduction

Liquidity refers to the ability of a concern to meet its current obligations as and 
when these become due. The short-term obligations are met by realising 
amounts from current assets. The current assets should either be liquid or near 
liquidity. These should be convertible into cash for paying obligation of short 
term nature. The sufficiency or insufficiency of current assets should be 
assessed by comparing them with short term liabilities. If current assets can 
pay off current liabilities, then liquidity position will be suitable. On the other 
hand, if current liabilities may not easily meet out of current assets then 
liquidity position will be not satisfactory.

Profit earning is considered essential for the survival of the business. A 
business needs profit not only for its existence but also for expansion and 
diversification. Profits are, thus a useful measure of overall efficiency of a 
business. Profits to the management are the test of efficiency and a 
measurement of worth to owners. Usually, it is difficult task to trade off 
between the liquidity and profitability, as the liquidity and profitability goals 
are contradictory to each other. Thus, firms with high liquidity may have low 
risk and then low profitability. On the other hand firm that has low liquidity 
may face high risk results to higher return. 

Company Snapshot

Ranbaxy Laboratories Limited (Ranbaxy) is a research based international 
pharmaceutical company serving customers in over 150 countries. The 
company is engaged in the business of providing high quality, affordable 
medicines trusted by healthcare professionals and patients across 
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geographies. The company is a member of the Daiichi Sankyo 2. Profitability and risk of the firm are negatively 
Group. Daiichi Sankyo is a leading global pharma innovator, correlated.
headquartered in Tokyo, Japan. The company cover all the top 25 

Experimental Details
pharmaceutical markets of the world and have a robust presence 
across both developed and emerging markets. The company has a The study is concerned with the ten years data of Ranbaxy 
portfolio of 16 manufacturing facilities are located spared over 8 Laboratories Ltd. for a period of (2003-2012). The data is 
countries. During the year 2011, the company made significant secondary nature and is obtained from the published annual report 
progress with global sales of over 2 Billion US dollars and of Ranbaxy Laboratories Ltd. The collected data has been 
becoming the first pharmaceutical company of Indian origin to analyzed through different liquidity and profitability ratios and 
cross this landmark. The study is being done with the following drawing out the risk factor. Further 't' test has been applied to test 
objectives:- the hypothesis and draw conclusion.

1. To analyze the short-term financial position through Analysis and Discussion
liquidity analysis.

Section- I: Liquidity Position of Ranbaxy Laboratories Ltd. 
2. To examine the profitability of the company over the study 

To measure the liquidity level of the company three basic ratios 
period. 

was chosen, viz. Current Ratio, Liquid Ratio and Absolute Liquid 
3. To examine the association between liquidity and risk. Ratio. These values are also found on the balance sheet on the 

annual reports. 
4. To test the correlation between profitability and risk.

 Current ratio:  The current ratio is also called the working capital 
Hypothesis of the Study

ratio, as working capital is the difference between current assets 
The above stated objectives are to be achieved by testing the and current liabilities. This ratio measures the ability of a company 
following hypothesis: to pay its current obligations using current assets. The ratio may be 

expressed as follows:
1. There is negative association between liquidity and risk.

• Liquid ratio: The Liquid ratio is also called the quick ratio. doubtful accounts. These assets are considered to be very liquid 
Liquid assets are defined as cash, marketable securities, and and therefore, available for immediate use to pay obligations. The 
accounts receivable and notes receivable, net of the allowances for ratio may be expressed as follows:
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• Absolute Liquid Ratio: This ratio is the most rigorous test of a the instant capacity of the firm to meet its liquid liabilities. The 
firm's liquidity position. It is a slight variation of liquid ratio. This ratio may be expressed as follows:
is the ratio of cash items to current liabilities. This ratio measures 

The ratios are ranked in the order of their influence on liquidity. ratios. The ultimate ranking has been completed on the principle 
The higher the ratio; the greater is the liquidity. Further, the that the lower the aggregate of the individual ranks, the more 
ultimate rank has been considered from the total of the ranks of profitable is the liquidity position and vice versa. 

It can be noted from the Table No.4 that the current ratio in the year Ltd. 
2006 is the highest at 2.024 times. The average current ratio during 

To measure the Profitability level of the company three basic 
the study period was 1.424, which is lesser than the rule of thumb 

return ratios was chosen, viz. Return on Assets, Return on Capital 
2:1 but it can vary from firm to firm. The least value of the current 

Employed and Return on Equity. These values are also found on 
ratio is 0.591 in the year 2008. Liquid ratio ranged between a 

the balance sheet on the annual reports. 
maximum of 1.323 in 2012 and minimum of 0.279 in 2008. The 
average liquid ratio during the study period was 0.757 which is also • Return on Assets (ROA): 
less then less then the rule of thumb 1: 1. The absolute ratio was 

The Return on Assets ratio is an important profitability ratio 
highest in the year 2012 at 0.878 and was the lowest in the year 

because it measures the efficiency with which the company is 
2009 at 0.008. The average absolute ratio during the study period 

managing its investment in assets and using them to generate 
was 0.109, which is less than the rule of thumb 0.5: 1. However, the 

profit. It measures the amount of profit earned relative to the firm's 
ratio is lower than rule of thumb in most of the years. It indicates 

level of investment in total assets. Net Income is taken from the 
that the firm is facing an acute liquidity crisis. Further, the ultimate 

income statement and total assets are taken from the balance sheet. 
rank denotes that in the year 2012 the company enjoyed the highest 

The higher percentage implies the better, because that means the 
liquidity and poorest liquidity was recorded in 2009. Moreover the 

company is doing a good job using its assets to generate sales.
immediate debt paying capacity of the said firm is not satisfactory. 

The return on assets is defined as:
Section- II: Profitability Position of Ranbaxy Laboratories 
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•  Return on Capital Employed (ROCE): on Capital Employed is a performance measure and it indicates 
how much return is generated from Invested Capital. 

Return on capital employed is the indicator of the operational 
efficiency of the company. It measures how much investors are The return on capital Employed is defined as:
earning on the capital they have invested in that business. Return 

• Return on Equity (ROE): statement and stockholder's equity comes from the balance sheet. 
The Return on Equity ratio is perhaps the most important of all the In general the higher the percentage, the better, with some 
financial ratios to investors in the company. It measures the return exceptions, as it shows that the company is doing a good job using 
on the money the investors have put into the company. This is the the investors' money.
ratio potential investors look at when deciding whether or not to The return on net worth is defined as:
invest in the company. Net income comes from the income 
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The ratios are ranked in the order of their influence on Profitability. ratios. The ultimate ranking has been prepared on the principle that 
The higher the ratio; the greater is the Profitability. Further, the the lower the aggregate of the individual ranks. 
ultimate rank has been considered from the total of the ranks of 

The Table no.8 exhibits the profitability position of the company return during 2008 and 2011. An apparent observation is that 
by using three basic ratios of profitability. during 2008 and 2011 the Company had to pick up some 

exceptional items of charges which weighed down the reportable 
The above mentioned table indicates the relationship between the 

profit. These are largely considered to market charges and not 
various profitability ratios used in the study. The ROA were found 

realized loss. However, in general view the overall profitability 
to be negative at -19.966% and -47.636% respectively during 2008 

position is more or less satisfactory. 
and 2011. The highest return on assets (ROA) was recorded during 
the year 2003 at 40.842%.Similarly a return of 34.131% for the Section- III: Trade-off between Liquidity, Profitability and 
invested capital (ROCE) during 2003 indicates that the company Risk of Ranbaxy Laboratories Ltd. 
had a good profitability position at the initial period of the study 

Profitability varies inversely with liquidity; increased liquidity can 
but it showed a fluctuating in trend afterwards with a ranged 

be achieved at the cost of profitability. Again profitability and risk 
between a minimum of -138.441% to maximum of 34.131%. 

have same direction; in order to have greater profitability, we need 
During 2008 and 2011, a negative value of ROCE was recorded at -

to take greater risk. Trade off between risk and profitability can be 
23.176% and -138.441% respectively. The highest return on equity 

made by calculating the risk factor. The analysis can be done 
(ROE) was recorded at 34.231% during 2003 and that the ratio is at 

through which it can be said about the policies adopted while 
negative during the year 2011. Return on equity showed a mixed 

supervision the working capital of the company. 
performance over the entire study period. It is also noticed from the 
Table no.8 that all three profitability ratios showed a negative Risk factor can be calculated through the following formula: 

Where, capital, thereby investing in current assets at lower proportion to 
total assets. When a firm adopts this policy, the profitability is high, 

R  = Risk Factor, E  = Equity + Retained Earnings, L = Long term k j j but at higher risk of liquidity.
Loans, A  = Fixed Assets and j

Value of R is 1or very close to 1 would mean that the firm is using k 
C  = Current Assets.j the conservative policy and normally the profitability would be 

low. In case of conservative policy, the firm adopts a conservative The above formula helps to know about the financing of the current 
approach of having high proportion of working capital. The assets through long term funds after fixed assets are financed in 
profitability is relatively low as the return on current assets is full. Based on the above formula, following inference can be 
normally less. However, ensuring good liquidity as the risk drawn: 
meeting current obligations is reduced. 

Value of R is Zero or less would mean that the firm is using the k 

Table no.9 depicted the data relating to the risk factor, its ranking aggressive policy and normally the profitability would be high. In 
order, and the type of policy adopted by the company in various case of aggressive policy, the firm opt for a lower level of working 
periods.
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The above mentioned table indicates that the R values were found managerial efficiency and profitability. It indicates that the firm is k 

using the conservative policy.  to be closed to1 and this parameter clearly reveals a low level of 

The hypotheses drawn are tested by using student's t test for Calculated Value of 't' = - 3.145 and Critical Value of 't' = 2.306. 
confirming the association between the risk, liquidity and 

As the calculated value is less than the critical value, thus, the null 
profitability. Table no.10 exhibits that there is low degree of 

hypothesis is accepted. Hence it can be said that the profitability 
association (0.479) between liquidity and risk, further this 

and risk are negatively correlated.
association is tested. The null hypothesis stated that there is 
negative association between liquidity and risk. Conclusion:

Calculated Value of 't' = 1.538 and Critical Value of 't' = 2.306. 1) The ranking of liquidity ratios denotes that during the year 2012 
the company enjoyed the highest liquidity and the poorest liquidity 

As the calculated value is less than the critical value, thus, the null 
was recorded in 2009.

hypothesis is accepted. Thus it can be said that there is no 
significant association between liquidity and risk of the company. 2) The overall profitability position showed a mixed performance 

over the study period. However, the highest profitability was 
The profitability and risk are negatively associated (-0.648) but 

recorded during the year 2003 and the poorest profitability was 
again, it has to be tested using't' test. 

recorded in 2012.
The null hypothesis states that profitability and risk of the firm are 

3) It is observed that there is a low degree of positive association 
negatively correlated.

(0.479) between liquidity and risk. 
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4) It is also observed that there is a high degree of negative http: / /www.ranbaxy.com/investor-relat ions/f inancial-
association between profitability and risk. Further, the profitability information/annual-report/ [Accessed on July 21, 2013]. 
and risk of the firm are also negatively correlated.
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