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Abstract

The objective of thicpaper icto examine the impact of working copitol
monogement (WCM) on profitobility (P) of phormoceuticol inductry in
Indio. The invectigation ic conducted on a ponel of 33 firmo of the
period from 2002-03 to 2011-12 which licted their chorecin Bombay
Stock Exchonge. The impact of (WCM) on (P) ic ctudied ucing
meoourec viz Quick Ratio (QR), Working Copital Turnover Ratio
(WCTR), Debtorc Turnover Ratio (DTR), Fixed Acwets Turnover
Ratio (FATR), Proprietory Ratio (PR), Current Acsets to Proprietor'c
Fund (CA_PF), Solvency Rotio (SR), and Return on Invectment
(ROI). The otudy uced Multiple Regreaoion Technique becidec ucing
deccriptive ototictico cuch oo Meon ond Stondord Deviation.  The
reculto of the ctudy chow thot there ic o cignificont effect of WCM in
reopect of celected predictor variobles viz QR, WCTR, DTR, FATR,
PR, CA_PF, ond SR on P of Pharmaceutical Inductry in India for the
otudy period.

Keywords: Phormoceutical inductry, profitability, proprietor's fund,
returncon invectment, working copital monogement.

JEL Classification: G30, G32

Introduction

WC monogement (WCM) ic very importont aopect for every bucineco
concern. Monagement of WC (WC) iomore importont ond chollenging
took to the effortcof the finonce monoger. Thic ctudy pointoout broad
WC policy followed by the Phormoceutical Inductry in Indio. The
otudy of WCM ic major importonce both for internol ond external
onalyatoto judge the current poaition of the Pharmaceuticol Inductry in
India in termo of profitobility (P). The cignificonce of the otudy icto
onolyze the impoct of WCM on P of pharmoceuticol inductry in Indio.
Efficient monagement of WC ic o fundamentol requirement of the
overall corporote atrategy in creating the choreholderd value. Today,
monogement of WC ic one of the moct importont and challenging
aopecto of the overall finoncial monogement. Therefore, it ic one the
foremoct duty of every finonce monoger to minimize the WC ond
realize moximum poaoible revenuecreculting in to optimum WC thug,
the precent ctudy icamaiden attempt to onolyze the impact of WCM on
profitability of phormoceutical inductry in Indio.
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Review of Literature

Merville (1973) ctated that WC ic divided into permonent
ond temporory components. Permonent componentc ore
acocioted with trends in bocic demond ond demond oo
incremented by credit policiec are treated ac determinictic
ond cumulative while temporory componento are included
periodically and ctochactically, hence the dictinction allowo
for mere explicit concideration of different courcec of
financing acthe permanent componentscon be finonced by
continuing long term or intermediote term funde. Finally, the
corporate monogement con relote the complex oet of credit
ond inventory policiec in corrying out it chort-term
plonning function.

Vijaya (1977) conducted o otudy on WCM in aix co-
operativec ond ceven private cector firmo in the ougor
inductry of Tomil Noadu ond found that the growth in current
aocetc (CAo) had regictered more coles indicating poor
WCM. There woo a.negotive correlation between return on
inveatment (ROI) ond WC; mojority of the invectment woo
in inventory (63.16%) followed by receivobles (25.53%).
On the whole the WCM in private cector firmowao found to
be better thon that of the public cector firma.

Ghooh (1983) ctudied the exicting procticecof WC in crone
monufocture inductry in India chowed that the monogement
of individual componentsof WC wooerratic. The collection
mechoniom followed by the comple firmo woo much
unplenned ond the firmo took more time thon allowed in
collecting the cach from the cuctomers, poymentc to the
oupplierc were equolly deloyed keeping highecat portion of
payoblec pending for more thon the ollowed period. The
otudy worronted thot there woo on immediote need for
otreomlining the WCM practices. Fozzori (1993) indicated
that inveatment in WC icexceaively cenaitive to coch flow
fluctuationa. When WC inveotment ic included in fixed
inveotment oo o uce or cource of fundg, it hoo negotive
coefficient.

Swomy (1997), who conaidered 19 primory ogriculturol
oocieties in the oreo of Doakchina Konnodo dictrict in
Kornotoko, reveoled thot the boloncing of liquidity ond
profitobility wac the mojor problem of WCM in the comple
unitc. Having been cufe in termoof liquidity the comple firmo
were found to be cuffering from low profitobility due to
heavy interect burden. The unitocwere found to be financing
their WC requirement through borrowinggc in the form of
depoaditc. The otudy otrecced the importonce ond utmodot
priority to be given to the effective WCM in the cocietiecco
that they would do well in future.

Dutta (2000) ctated on “Working Copital Monogement of
Horticulture Inductry in Himochal Pradech — A coce otudy of
Himochal Prodech Horticulture Produce Morketing ond
Proceaoing Corporation (HPMC)” uced dota for the period
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from 1990-1991 to 1997-1998, onolyzed ond evaluoted
WCM by throwing light on finoncing pottern of WC. The
otudy reveoled thot the WC poaition woc worat dracticolly
during the otudy period; deopite cuffering huge looeg, the
firmc were holding huge idle inventoriec ond hence
micerobly foiled to troadeoff between liquidity ond
profitobility. The recultoof the ctudy revealed thot there woo
no aignificont correlotion between grocoWC ond colec.

Pracod (2001), who conducted a.ctudy on the WCM in paper
inductry with a.comple of 21 paper millofrom lorge, medium
ond omoall ccole for the ctudy period reported that the chief
executiveo recognized properly the role of efficient uce of
WC in liquidity ond profitobility, but in proctice they could
not achieve it; 50% of the executivec followed budgetory
method in plonning WC ond WCM wo inefficient due to
oub-optimum utilization of WC.

Keating ond Gates(2002), in their ctudy in Defence Finonce
ond Accounting Service (DFAS) of Wachington onalyzed
how cervice-providing government ogenciec chould cet the
pricecthey charge to other governmental cuctomerc. While
cetting the price, Defence WC Fund (DWCF) wooc uced oo
the expected averoge coct tromofer pricing. The otudy
precented on onolyaio of the cocto and performonce of the
defence finoncing ond accounting cervice. The otudy
atrongly recommended aimple non-lineor pricing ctructure
in pricing the productcof one cervice deportmentcto onother
cervice deportment; hence otudy ic indicotive of oub-
optimization.

Mukhopadhyya (2003) onolyzed the WC of firmo for a
period of ten yearci.e. from 1993-1994 to 2002-2003 and
obaerved that the firmoshave under their pocoeasion huge real
ectate including lond in the moat poch locality in Kolkoto.ond
induatrial belto acroso the country. The firmo chould moke
trode of between “Moke ond Buy”. The core produce / gpare-
porto etc. con be monufoctured with the acoictonce of in-
houce infractructure ond otop going for outright buying
oubcontracting co that the work force on the pay roll con be
effectively utilized ond ot the come time, a full-fledged
monogement occounting oyotem chould be inctolled for
efficient ond effective informotion generotion for
monogement, plonning ond control purpoce. A multi-
product engineering firm hoo been functioning yeor ofter
yeor without hoaving o cound monagement occounting
oyotem under the control ond cupervicion of a qualified
monogement.

Azhogaioh ond Gejolokchmi (2007), who conducted actudy
on WCM in textile inductry of India during 1995-2006
attempted to meoacure the efficiency of WCM in termcof WC
rotioc i.e. current rotio, liquidity rotio, inventory ratio ond
three index voluec i.e. performonce, utilization, ond
efficiency indicec. They uced inductry norm oo torget level
of efficiency by on individual firm ond indicoted that the
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Indion textile inductry, ac o whole, performed remarkobly
well during the period ond concluded thot the liquidity ic
otrong ond utilization of CAc are outicfoctory ond adoption
of cound WCM policy hacbeen cucceaoful.

Azhogaich ond Murdlidhoron (2009) found o poditive
relationchip between EBIT ond the coach convercion cycle
(CCC) which woo uced oo o parameter, therefore it ceemo
that operational EBIT dictatechow to monoge the WC. The
otudy concluded thot lecoprofitoble firmowait longer to pay
their billg, toking advontage of credit period allowed by their
oupplierc.

Roo et ol. (2010), in their otudy titled “Finoncial
monogement focuc on working capital utilization in the
Indion Cotton Textile Inductry: Methodological onalycic”
onolyzed the trendo ond potternc of efficiency of WC
utilization in reopect of aize of firmoof cotton textile cector
in India.on the application of three indicecviz., performonce
index (PI), utilization index (UI) ond efficiency index (EI).
The ctudy revealed that lineor growth rate (LGR) of PI, U,
ond EI in regpect of WC efficiency for omall cize firmo ic
oignificant while that of the medium ocize firmg, the trend of
Ul ic cignificont. The trend of PI, the WCM efficiency of
overall firmo ic found to be not encouroging becouce the
conctent foctors ore declining, which chowa that the fixed
componentc of WC are more thon the varying componentc
ofthe WC.

Hagq et ol. (2011) carried out o otudy ucing doto of 14 firmo
from cement cector of Pokicton. The ctudy wocbaced on cix
yeard dota i.e. 2004-2009. They uced current ratio (CR),
current aceto to total aoceto ratio (CA_TAR), liquid rotio
(LR), inventory turnover ratio (ITR), age of debtora(AOD),
current aceto to total cvleos ratio (CA_TSR) ond oge of
creditorc (AOC) oo predictors ond return on invectment
(ROI) acregponce vorioble. To produce the recultothey uced
atatictical techniquec viz. correlation ond regrecoion. The
otudy found that o moderate relationchip hoo been exicted
between finonciol performonce ond WCM.

Singh (2012), in hic ctudy on relotionchip between WCM
ond profitability of IT ond Telecom Inductry in India,
celected 11 firmorondomly which are licted on the Nationol
Stock Exchonge (NSE). It ic evident that the WC turnover
woo poor during the ctudy period ond the inductry wac not
monoging itc WC efficiently; the IT ond Telecom firmo are
not very profitable beconce culec to total aooeto ratio woo
poor in coce of IT ond Telecom Induotry. The IT inductry woo
operating below average co for oo WCM ic concerned. The
profitobility woc40% when compored with the oll India (oll)
monufocturing average. In the IT ond Telecom inductry, WC
turnover, current rotio, ond colec to total acoets rotio were
poaitively related to profitability. However, dayo inventory
were negotively reloted to profitobility; current rotio
relationchip with profitobility woc o deporture from the paot
otudiec.
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Rokohit ond Chotterjee (2012) exomined the WCM proacticec
of the four celected Indion phormoceutical firmo during the
period from 2001 to 2010 ond inferred outicfactory
performonce of the comple firmowith regord to the averoge
performance of their CAccomponenta.

Singh et ol. (2013) found that majority of the cumple firmo
do not ceem to have 'excemive' invectment in WC. In brief,
the inveatment in WC (acacomponent of WC monogement)
iccommendable.

Scope of the Study

The precent poper ic on ottempt to provide on empiricol
oupport to the hypotheaized impoct of WCM on profitobility
of pharmaceutical inductry in Indio.

Pharmaceutical Industry in India

The Indion Pharmoceutical Inductry, today, ic in the front
ronk of Indid/c ccience-boced indudtries with wide ronging
capobilitiec in the complex field of drug monufocture ond
technology. A highly orgonized inductry, the Indion
Phormoceuticol Inductry ic ectimoted to be worth $ 4.5
billion, growing ot obout eight to nine per cent onnuolly. It
ronkc very high in the third world, in termo of technology,
quality ond ronge of medicineo monufoctured. From aimple
headache pille to cophicticated ontibiotico ond complex
cardiac compoundg, almoct every type of medicine ic now
being made indigenoudly. Ploying o key role in promoting
ond cuctaining development in the vitol field of medicineg,
Indion Phormoceuticol Inductry boooto of quality producerc
ond mony unitcare approved by regulatory authoritiesin the
USA ond in the UK. International firmooacoocioted with thic
inductry hove otimulated, aooicted ond opeorheaded the
dynomic development in the pact five decadecond helped to
put Indic.on the phormaceutical map of the world.

The phormoceuticol inductry in India meeto oround 70 per
cent of the country'c demond for bulk drugs, drug
intermediotes, phormoceutical formulotiong, chemicalg,
toblets, copoules, orolc ond injectoble. The Indion
pharmoceutical inductry ronkc among the top five countriec
by volume (production) ond accountc for obout 10 per cent
of global production. Low coat of okilled monpower ond
innovation ore come of the moin foctors cupporting the
growth. The productc monufoctured by the Indion
pharmoceuticol inductry con be broadly clacoified into bulk
drugo (active phormaceutical ingredientc - API) ond
formulationo. Of the total number of phormaceutical
monufocturers, obout 77 per cent produce formulationg,
while the remaining 23 per cent monufocture the bulk drugao.
Bulk drug icon active conctituent with medicinal propertieg,
which octo ac bacic raw materiol for formulatione. In Indio,
pharmaceutical monufocturing firmo ore loargely
concentrated in Mahorachtra.ond Gujorot, which account for
about 45 per cent of the totol number of phormoceuticol
monufocturing firmoin Indio.
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The otudy coverconly the firmoof Phormoceutical Inductry,
which are licted in Bombay Stock Exchonge in Indio.
Though mony recearch otudiechave been undertoken in the
field of WCM, only very few ctudiecare undertoken to ctudy
the impoct of WCM on profitability. Therefore, to fill thic
gop in the literature the precent ctudy hac been undertoken
conaidering oppropriote finonce varioblec influencing the
WC uaing appropriate rotioc.

Hence, the otudy propocsecto ceek onowercto the following
ctoted quectiona.

1. Whether the firmo utilize promptly the WC for better
profitobility;

2. Whether there ic o oignificont impoact of WC
monogement on profitobility;

Objectives of the Study

The otudy ic cimed ot to onolyze ond evaluate the WC
monogement of the pharmaceuticol inductry in Indio with o
opecial focucon the following objectivea.

e To meooure the determinonts of profitability ond to
exomine the cenaitivity of return on inveatment (ROI)
leveloof working copitol;

e To exomine the growth ond trend of vorious meacurec
namely liquidity ratiooc, turnover rotioc of
pharmaceutical inductriesin India.over the period under
otudy; ond

*  To analyze the impoct of working copitol monogement
on profitobility.

Hypotheses Developed for the Study

e HOI: There ic no aignificont impact of quick rotio on
profitability.

e HO2: There iono cignificont impoct of working copitol
turnover ratio on profitobility.
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»  HO3: There iono cignificant impoct of debtord turnover
rotio on profitobility

» HO4: There ic no cignificont impoct of fixed accetd
turnover rotio on profitobility.

¢ HOS5: There iono aignificont impoct of proprietory rotio
on profitability.

e HO6: There iono cignificont impact of ratio of current
accetoto proprietor'sfundcon profitobility.

*  HO7: There iono cignificont impaoct of colvency ratio on
profitobility.

Research Methodology

For the purpoce of the ctudy cecondory dota were collected
from Center for Monitoring Indion Economy Private
Limited (CMIE) ProweassPackage. The finoncial ctotemento
like Troding Account, Profit ond LocoAccount, ond Bolonce
Sheet of celected phormaceutical firmoore uced acdotoboce.
The comple unitofor the study have been chocen from the lict
of celected Pharmaceutical firmo listed on BSE. Averoge
oocete of inductry for 129 firmo for 10 yeorc have been
conaidered for inductry averoge, which hacbeen compared
with the totol aceto of eoch firm. Firmo whooe average ic
equal to or obove the induatry averoge hoave been conacidered
for onalyaic. Hence, the final cumple conetitutes33 firma.

Data Collection and Period of the Study

The period of the ctudy ic 10 yearoi.e. from 2002-03 to 2011-
12. Since the otudy ic booed on finoncial dota, the moin
oource of dota woo finonciol otatemento, ouch ao balonce
cheet, trading account, ond profit ond locs account of licted
firmo. Beoides, doto have oloo been collected from
cecondary courcesi.e., Annual Reportc of the firma, CMIE
proweos datobocoe ond webaites viz. www.moneycontrol.
com etc.

Figure 1: Sampling Technique
Sampling Technique

STEP 1 [

BSE Listed Firms = 175 ]

STEP 3 [

Sample Size is 33 BSE Listed Firms ]

There ore 175 Pharmaceutical Firmo in Indio, which have
licting flog on Bombay Stock Exchonge (BSE). However,
128 firmo only hod full-fledged dato. Out of 128 firmg, 33
firmoonly are celected for the study on the bacicof criterio.of
> or = to inductry averoge of total acwetos over the otudy

Www.pbr.co.in

Full-fledged data available for the study period —
STEP2 128 Listed Fims

period.

The detailo of the averoge total acceto of the firmo of the
aector ond the inductry averoge of total acetsover the ctudy
periodicgivenintoble 1.
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Table 1 Average total assets of the firms of the sector and the industry average of total assets
of the sector over the study period during 2002-03 - 2011-12

Average of | Ind. Avg. Sample firm selected based
Total of Total on the criteria > or = the
Assets Assets Ind. Avg. of Total Assets
over 10 over 10 over 10 years period (study >or < the Ind. Avg. of
S. No. Firm Name years years period) Total Assets
1. ABLBiotechnologiesItd 2.9563 66.779 <
2. AartiDrugsLtd 37.2038 66.779 <
3. AbbottIndial td 52.7015 66.779 <
4. AdvikLaboratoriesLtd 1.9539 66.779
5. AhlconParenteralsIndial_td 6.0032 66.779
6. AjantaPharmal td 35.8679 66.779 <
7. AlbertDavidLtd 14.8446 66.779 <
8. AlembicLtd 74.0866 66.779 1 >
9. AmbalalSarabhaiEnterprisesLtd 27.8337 66.779 <
10. | AmrutanjanHealthCareltd 8.2071 66.779 <
11. | AnkurDrugsandPharmaltd 80.4063 66.779 2
12. | AnuhPharmaltd 7.7134 66.779 <
13. | ArvindRemediesLtd 21.7736 66.779 <
14. AstrazenecaPharmalndial td 24.7068 66.779 <
15. | AuroLaboratoriesLtd 1.3062 66.779 <
16. | AurobindoPharmaltd 352.2941 66.779 3 >
17. | BDHIndustriesLtd 3.8172 66.779 <
18. | BalPharmaltd 9.8918 66.779 <
BharatImmunologicals

19. | andBiologicalsCorpnLtd 4.578 66.779 <
20. | Bioconltd 158.9372 66.779 4
21. | BlissGVSPharmaltd 9.4341 66.779 <
22. | CadilaHealthcareltd 238.182 66.779 5 >
23. | CaplinPointLaboratoriesLtd 4.6519 66.779 <
24. | Ciplaltd 550.3953 66.779 6 >
25. | ClarisLifesciencesLtd 73.8124 66.779 7 >
26. | ColinZtaboratoriesLtd 0.9629 66.779 <
27. | CombatDrugsltd 0.4 66.779 <
28. | CoralLaboratoriesItd 3.2464 66.779 <
29. | DeshRakshakAushdhalayal td 0.827 66.779 <
30. | DiaminesandChemicalsLtd 4.7142 66.779 <
31. | DivisLaboratoriesLtd 124.1384 66.779 8 >
32. | DrReddysLaboratoriesLtd 631.0003 66.779 9 >
33. | ElderHealthCareLtd 5.2578 66.779 <
34. ElderPharmaceuticalsltd 84.427 66.779 10 >
35. | ElderProjectsLtd 2.8969 66.779 <
36. | Emamiltd 66.9922 66.779 11 >
37. | EmmessarBiotechandNutritionLtd 0.3925 66.779 <
38. | EverestOrganicsltd 2.7415 66.779 <
39. | FDCLtd 49.4188 66.779 <
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40. | GennexLaboratoriesLtd 2.6072 66.779 <
41. | GlaxosmithklinePharmaceuticalsItd 312.3242 66.779 12 >
42. | GlenmarkPharmaceuticalsLtd 186.934 66.779 13 >
43. | GodavariDrugltd 1.7556 66.779 <
44. | GranulesIndialtd 28.244 66.779 <
45. | GuficBiosciencesLtd 5.2926 66.779 <
46. | GujaratThemisBiosynLtd 2.7678 66.779 <
47. | HesterBiosciencesLtd 5.2646 66.779 <
48. | HiranOrgocheml td 13.915 66.779 <
49. | IndSwiftLaboratoriesLtd 89.7949 66.779 14 >
50. | IndocoRemediesLtd 37.1726 66.779 <
51. | Ipcalaboratoriesl td 120.5545 66.779 15 >
52. | IshitaDrugsandIndsLtd 0.4385 66.779 <
53. | JBChemicalsandPharmaceuticalsLtd 68.9148 66.779 16 >
54. | JagsonpalPharmaceuticalsLtd 13.295 66.779 <
55. | JenburktPharmaceuticalsLtd 2.6201 66.779 <
56. | JubilantLifeScienceltd 347.2878 66.779 17 >
57. | KDLBiotechLtd 14.6905 66.779 <
58. | KamronLaboratoriesLtd 1.0795 66.779 <
59. | KappacPharmal td 1.0073 66.779 <
60. | KeralaAyurvedaltd 4.5577 66.779 <
61. | KilitchDrugsIndial td 9.062 66.779 <
62. | Kopranltd 34.407 66.779 <
63. KrebsBiochemicalsandIndsItd 19.0788 66.779 <
64. | LincolnPharmaceuticalsLtd 8.2702 66.779 <
65. | Lupinltd 311.8851 66.779 18 >
66. | LykaLabsLtd 19.1863 66.779 <
67. | MakersLaboratoriesLtd 2.5465 66.779 <
68. | MangalamDrugsandOrganicsLtd 8.0131 66.779 <
69. | MarksansPharmaltd 36.2117 66.779 <
70. | MediCapsltd 4.7307 66.779 <
71. | MedicamenBiotechLtd 4.577 66.779 <
72. | MercklItd 46.4374 66.779 <
73. | MorepenLaboratoriesLtd 100.48 66.779 19 >
74. | NGLFineChemLtd 1.7886 66.779 <
75. | NatcoPharmal td 44.3082 66.779 <
76. | NaturalCapsulesltd 2.7878 66.779 <
77. | NectarLifesciencesLtd 94.1809 66.779 20 >
78. | NeulandLaboratoriesLtd 26.7844 66.779 <
79. | NovartisIndial td 76.2872 66.779 21 >
80. | NutraplusIndial.td 1.7869 66.779 <
81. | OrchidChemicalsandPharmaceuticalsltd 292.2358 66.779 22 >
82. | PanaceaBiotecLtd 122.8188 66.779 23 >
83. | ParenteralDrugsIndial td 32.0856 66.779 <
84. | PamnaxLabltd 137.1685 66.779 24 >

Www.pbr.co.in

97



Volume 9 Issue 6, Dec. 2016

85. PfizerLtd 0.4093 66.779 <
86. PharmaidsPharmaceuticalsLtd 499.1109 66.779 <
87. PiramalEnterprisesLtd 90.7239 66.779 25 >
88. PlethicoPharmaceuticalsLtd 846.5388 66.779 26 >
89. RanbaxyLaboratoriesItd 2.9234 66.779 <
90. ResonanceSpecialtiesLtd 1.4557 66.779 <
91. RoopalndustriesLtd 29.9382 66.779 <
92. SMSPharmaceuticalsLtd 1.4214 66.779 <
93. SamratPharmachemItd 92.9292 66.779 27 >
94. Sanofilndialtd 1.8154 66.779 <
95. SenbolndustriesLtd 16.5654 66.779 <
96. SequentScientificLtd 28.4596 66.779 <
97. SharonBioMedicineltd 44.2696 66.779 <
98. ShasunPharmaceuticalsLtd 15.3027 66.779 <
99. ShilpaMedicareltd 6.7149 66.779 <
100. | SmruthiOrganicsLtd 0.4904 66.779 <
SourceNaturalFoods
101. | andHerbalSupplementsLtd 5.0534 66.779 <
102. | SpanDiagnosticsLtd 155.4879 66.779 28 >
103. | StridesArcolabLtd 486.8259 66.779 29
104. | SunPharmaceuticallndsLtd 83.9301 66.779 30 >
105. | SuryaPharmaceuticall.td 19.1862 66.779 <
106. | SuvenLifeSciencesLtd 6.6556 66.779 <
107. | SyncomFormulationsIndialtd 18.2474 66.779
108. | ThemisMedicareLtd 135.3414 66.779 31 >
109. | TorrentPharmaceuticalsLtd 0.2283 66.779 <
110. | TriochemProductsLtd 23.0326 66.779 <
111. | TwilightLitakaPharmaltd 2.8958 66.779 <
112. | TychelndustriesLtd 59.6181 66.779 <
113. | UnichemLaboratoriesLtd 0.5526 66.779 <
114. | UnjhaFormulationsLtd 0.3412 66.779 <
115. | VardhamanLaboratoriesLtd 0.6047 66.779 <
116. | VenmaxDrugsandPharmaceuticalsl.td 22.1713 66.779 <
117. | VenusRemediesLtd 1.4814 66.779 <
118. | VikramThermolndialtd 12.9639 66.779 <
119. | VimtaLabsLtd 1.0954 66.779 <
120. | VistaPharmaceuticalsLtd 38.1004 66.779 <
121. | WanburyLtd 4.0483 66.779 <
122. | WintacLtd 233.6143 66.779 32 >
123. | WockhardtItd 41.3477 66.779 <
124. | Wyethltd 0.6542 66.779 <
125. | ZenithHealthCarel td 8.0043 66.779
126. | ZenotechLaboratoriesLtd 1.2106 66.779
127. | ZydenGentecLtd 14.8132 66.779 <
Dishman Pharmaceuticals
128. | & Chemicals Itd. 78.7132 66.779 33 >
8614.55
Total value of Fixed Assets
66.77945

Industry Average of Fixed Assets

The detoiloof the averoge total acetoof the celected firmoof
the cector compared with the inductry averoge of totol aoseto
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over the ctudy period are given in toble 2.

Www.pbr.co.in



Pacific Business Review International

Table 2 Average total assets of the selected firms of the sector and the industry average of total assets of the
sector over the study period during 2002-03 - 2011-12

S.No. Company Name Averoge | Ind. Avg. | STATUS
1. | AlembicLtd 74.0866 66.779 >
2. AnkurDrugoondPhormaltd 80.4063 66.779 >
3. | AurobindoPharmoltd 352.2941 66.779 >
4. BioconLtd 158.9372 66.779 >
5. CoadiloHealthcoreLtd 238.182 66.779 >
6. CiploLtd 550.3953 66.779 >
7. ClariocLifeccienceal td 73.8124 66.779 >
8. DivicLaboratoriecltd 124.1384 66.779 >
9. | DrReddyclaborotoriecltd 631.0003 66.779 >
10. | ElderPhoarmaceuticaloltd 84.427 66.779 >
11. | EmomilLtd 66.9922 66.779 >
12. | GloxoomithklinePhormoceuticololtd 312.3242 66.779 >
13. | GlenmorkPhormaceuticololtd 186.934 66.779 >
14. | IndSwiftLoboratoriecltd 89.7949 66.779 >
15. | IpcaLoboratoriecltd 120.5545 66.779 >
16. | JBChemicoloondPhoarmoceuticololtd 68.9148 66.779 >
17. | JubilontLifeSciencelLtd 347.2878 66.779 >
18. | LupinlLtd 311.8851 66.779 >
19. | MorepenLoboratoriecltd 100.48 66.779 >
20. | NectorLifeccienceoltd 94.1809 66.779 >
21. | NovorticindioLtd 76.2872 66.779 >
22. | OrchidChemicoloondPhoarmaoceuticaloltd 292.2358 66.779 >
23. | PonaceaBiotecLtd 122.8188 66.779 >
24. | ParnoxLobLtd 137.1685 66.779 >
25. | PiramalEnterpricecltd 90.7239 66.779 >
26. | PlethicoPharmoceuticololLtd 846.5388 66.779 >
27. | SomrotPhormachemLtd 92.9292 66.779 >
28. | SpanDiagnocticol_td 155.4879 66.779 >
29. | StridecArcolobLtd 486.8259 66.779 >
30. | SunPharmoceuticollndoltd 83.9301 66.779 >
31. | ThemioMedicareLtd 135.3414 66.779 >
32. | WintacLtd 233.6143 66.779 >

Dichmon Pharmoceuticolo & Chemicalo
33, | Ltd. 78.7132 66.779 >
0.6498
8614.55
66.77945
Recearch Methodo data deccriptive ctotictico techniques cuch oo meon ond

The following toolc are uced for onolyzing the doto.
Deccriptive otatictico, ouch oo meon, otondord deviation ore
uced to otudy the central tendency ond conaictency in the
time ceriec doto. Further, finonciol rotios ond the following
ctatictical toolo are aloo uced for onalyaic. For aceaoing the
performonce ond determinontc of WC multiple regrecoion
onolyoic hao been uced. Beaidea, to otudy the behaviour of

Www.pbr.co.in

otondord deviotion are oloo uced. Further, compound onnuol
growth roate (CAGR) ic aloo uced to otudy the trend ond
progrecoof the finoncial ratiocuced for onalyaic.

Ratio Analysis

The following celected finoncial ratioorelating to WCM ore
uced:
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ROI=b0+b1QR+b2WCTR +b3DTR +b4FATR +b5PR +

Where ROI ic return on invectment (profitobility), QR ic
quick ratio, WCTR 16 WC turnover ratio, DTR ic debtord
turnover rotio, FATR ic fixed acoeto turnover rotio, PR ic
proprietory rotio, CA_PF ic current aooeto to proprietor'c

o) Quick Ratio (QR) Quick Aaoeto/ Quick Liabilitieo
b) WC Turnover Ratio (WCTR) Net Sales/ Net WC
¢) Debtorg’ Turnover Ratio (DTR) Net Sales/ Average Debtore
d) Fixed Aoeto Turnover Ratio (FATR) Net Saleo/ Averoge Fixed Aot
¢) Proprietary Ratio (PR) Shareholders’ Fundo/ Total Aozt
f) Rotio of CAc to Proprietor’s Fundo Current Aoxeto/ Shareholders’ Fundo
g) Solvency Rotio Total Liobility to Outciders/ Totol Acteto
h) Return on Invectment (ROI) PAT / Totol Aceto
Mean (x) X;
o b6CA PF+b7SR
N Where b0 =conctont
Standard Deviation (o) V Exp2
0 = mmmmmmmmman -(%)?
N

Compound Annual Growth Rate (CAGR)

CAGR =(Ending volue / Starting volue) (1/No. of Yeoro) -1
Multiple Regression
ROTlicconaidered acprofitability, hence

fund, SR ic oolvency rotio, ond b0 ic regrecoion conctont,
bl...... b7 are regrecoion coefficiento.

Variables

Moct of the varioblec uced in the ctudy are boaced on the
exioting literature on WCM. Theoe dependent ond
independent voriobles are uced to invedtigate ond to tect
hypothecea.

Reoponce Vorioble

Return on Invectment (ROI) =
ROA=Profitobility

Predictor Voriobleo

Quick Ratio (QR)

‘WC Turnover Ratio (WCTR)

Debtore” Turnover Ratio (DTR)

Fixed Acceto Turnover Ratio (FATR)
Proprietory Ratio (PR)

Current Acceto to Proprietor’s Fund (CA_PF)
Solvency Roatio (SR)

Industry Analysis and Findings

The deccriptive otatictico chowo thot DTR hao the highect
meon volue which indicateo that the firm'c debt collection
period variec highly within the inductry. The next highect
meon icrecorded for WCTR, which chowothaot the firm hoo
to maintain cufficient amount of WC. The WCTRo hove
higher otondord deviation, indicating thot the firmo hove
been leveroging their WC at o higher level. FATR oloo hao
high otondord deviation but the QR chowo o low otendord
deviation from the meon value, indicoting that there ic no
much variotion in the level of CA _ CL.

Figure 1 indicatec that Mohorachtra ctote hao 29.7 per cent
pharmoceutical monufocturing firmeo in India followed by
14.5 per cent firmo in Gujorot otote, Weot Bengal, Andhra
Prodech, Tomil Nadu ond rect of the other ctatechave 7.2 per
cent, 6.9 per cent, 5.4 per cent ond 36.4 regpectively. Figure 2
chowaothat there ica ateep foll in profitability during the yeor
2008-09; there ic a rice in the profitobility during the yeor
2010-11 ond afterwordo o fall in profitobility during the yeor
2011-12. Although oll comple firmo have poaitive value in
the otudy period there icadeep foll in profitobility during the
yeor 2002-03; however there ic o rice in the profitability
during the yeor 2003-04.

Figure 1 : State-wise Pharmaceutical Manufacturing Firms in India (%)

6.9 7.2

® Maharashtra
 Gujarat

= West Bengal

® Andhra Pradesh
® Tamil Nadu

® Others

Source: CMIE Proweoo Pvt. Ltd.
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Figure 2
Trend of Average Profitability of Pharmaceutical Industry over the period under Study
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Figure 3 : Trend of Average Profitability (ROI) and Quick Ratio of
Pharmaceutical Industry over the Period under Study
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Figure 4 : Trend of Average Profitability (ROI) and WC Turnover Ratio of
Pharmaceutical Industry over the Period under Study
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Figure 3 depictcthot the average profitobility ond quick rotio
hacpoaitive relotionchip.

There ic o huge rice in quick ratio in the yeor 2005-06;
however there ic a olight foll in the yeor 2009-10. And the
profitobility remainc more or leco conctont over the otudy
period. When quick acceto increace, profitability decreaceo
ond vice veroo. Quick ratio for the yeor 2005-06 icincreaced
when the profitobility ic decreoced; however in the
oubaequent yeorg, the quick ratio chowoadight decreace ond

thereofter remoinc more or leco conctont while the averoge
profitability graduolly increacesin the cubsequent yeora.

Figure 4 chowothe WCTR, which revealothat in 2002-03 it
increacec when there ica olight increace in the profitability;
however in the cuboequent yeorg, there icmore volatility in
WCTR when compored to thot of in the profitability. In the
yeor 2009-10, there ic a oteep fall in WCTR while the
profitability remainomore or leasconctont in the cubcequent
yearcond there iono volatility in the profitobility.

Figure 5: Trend of Average Profitability (ROI) and Debtors Turnover Ratio of
Pharmaceutical Industry over the Period under Study
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Figure 5 indicatec thot the averoge profitobility ond DTR
have poaitive relationchip i.e., when debtorc turnover
increacec, profitobility decreaces ond vice vercr. The DTR
chowo o gradual fall in the yeor 2004-05 ond chowo on
increoce in the cuboequent years. In 2011-12 the DTR fell

while the profitobility decreaced in 2002-03 ond there ic a
olight increace in the yeor 2003-04. However, the
profitobility remoinomore or lecsconctont in the cubcequent
yearcond decreoced in the yeor 2011-12.

Figure 6 : Trend of Average Profitability (ROI) and Fixed Asset Turnover Ratio of
Pharmaceutical Industry over the Period under Study
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Figure 7: Trend of Average Profitability (ROI) and Proprietary Ratio of
Pharmaceutical Industry over the Period under Study
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Figure 6 depicto thot the average profitobility ond fixed
acoeto turnover rotio have poaitive relationchip i.e., when
fixed aceto turnover increacec, profitobility decreoces ond
vice veroo. The EATR chowcadteep rice in the yeor 2007-08
ond increacesin the cuboequent yeors. In 2008-09 the FATR
fell while the profitability icdecreaced in the yeor 2002-03
ond there ica dlight increace in the year 2003-04. However,
profitobility remoinomore or lecoconctont in the cubcequent
yearcond decreaced in the yeor 2011-12.

Figure 7 chowothat the averoge profitobility ond proprietory
ratio have poaitive relationchip. The proprietory rotio chowo
a oteep rice in the yeor 2007-08 ond decreaced in the
following yeorc. In 2009-10, the PR chowcarice ond foll in
the yeor 2004-05 while the profitability icdecreaced in the
year 2002-03 ond there ica dlight increace in the yeor 2003-
04. However, profitability remoinc more or leco conctont in
the cubsequent yearcond it icdecreaced in the yeor 2011-12.

Figure 8: Trend of Average Profitability (ROI) and Ratio of Current Assets to
Proprietors' Funds of Pharmaceutical Industry over the Period under Study
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Figure 8 chowo that the averoge profitobility ond current
aooeto to proprietord fund rotio have poaitive relationchip.
The current acetoto proprietors fund ratio chowo downfoll
in the year 2003-04 ond it icdecreoced in the yeors2005-06,
2006-07, ond 2007-08 regpectively. In2010-11 ond 2011-12

Www.pbr.co.in

the CA_PF chowacarice. The profitability remainc more or
leoo conatont in the cubsequent yeors ond it icdecreaced in
the yeor 2011-12, however, recording a.cteep decreace in the
yeor 2008-09.
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Figure 9 : Trend of Average Profitability (ROI) and Solvency Ratio of
|Pharmaceutical Industry over the Period under study
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The deccriptive otatictico of the celected WC ratios of
phoarmoceuticol inductry during 2002-03 -2011-12 are given
in toble 3. The table revealothot DTR hoothe higheot meon
value, which indicates thot the firm'cdebt collection period
variec highly with in the inductry. The next moct meon ic
WTCR, which chowothot the firm hooto mointain cufficient

omount of WC. The WTCRo hao the higheat otondord
deviation, indicating thot the firmo effectively increocing
their WC. FATR hoo oloo higher otondord deviation but the
QR haoc low otondord deviation from the meon value,
indicoting thot there iono much variotion inthe CA_CL.

Table 3 : Descriptive Statistics of selected WC Ratios of pharmaceutical industry in India

Variables N Minimum Maximum Mean SD
ROI 33 0.19 7.51 3.3912 2.20252
QR 33 14.21 90.59 47.458 25.0292

WCTR 33 -571.12 1401.54 174.252 547.961

DTR 33 117.54 267.88 184.688 50.5169
FATR 33 78.4 282.52 170.64 70.70
PR 33 10.39 19.94 15.395 3.260
CA_PF 33 26.26 113.72 58.705 30.119
SR 33 8.93 18.18 13.327 3.121

Source: Computed recultobaced on complied dota collected from CMIE prowecs Pvt. Ltd

Regression Analysis

Toble 4 chowao the recult of regrecoion of the celected WC
varioblec on ROI. It chowo thot the QR hoo o cignificont
coefficient 0.004 on ROI; WTR on ROI (0.004); DTR on
ROI (0.003), FATR on ROI (0.002); PR on ROI (0.003);
CA_PF on ROI (0.003) ond SR on ROI (0.005). The overall
F otatictico (424.92) ic cignificont ot 1% level, which ic
oupported with adjucsted R2  0.997. If QR icincreoocing then
the profitobility will alco be increacing. If it icdecreaced then
itiovice vero; there icaignificont poaitive coefficient of QR

104

on profitobility, hence HO1“there iono cignificant impoct of
QR on profitability” icrejected (0.004) ot 1 % level.

WCTR hooaignificont poaitive coefficient (0.004) on ROTI ot
1% level, which meonc that the firmo maintoin o lorger
proportion of net WC when compared to the proportion of
aolec. Here, WCTR ic below the averoge culeg, hence it ic
better for the firmo to improve cules. So, the WCTR hao
oignificont poaitive impoct on ROI, hence H02”there icno
aignificont impact of WC turnover rotio on profitobility” ic
rejected (0.004) ot 1% level.
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DTR hao acignificont poaitive coefficient (0.003) on ROI,
indicating thot there ic o longer period between credit colec
ond cach collection. Normolly higher the DTR chorter will
be the averoge collection period. Hence, it indicotecthot the
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DTR hoo lower ratio, which affecto the collection period.
Therefore, HO3: “there iono aignificant impoct of debtor'c
turnover rotio on profitobility” ic rejected (0.003) ot 1%
level.

Table 4 : Results of Regression of the selected WC variables on ROI (Profitability) of
Pharmaceutical Industry in India during 2002-03 - 2011-12

Variables B ‘t’ Sig.
(Constant) -107.292 -19.181 0.003
QR 0.041 15.135 0.004
WCTR 0.001 15.930 0.004
DTR 0.049 18.986 0.003
FATR -0.031 -24.828 0.002
PR 4.571 18.467 0.003
CA_PF 0.076 18.290 0.003
SR 2250 14.836 0.005
2
R 0.999
. 2
Adjusted R 0.997
F statistics 424,925 #0001

Source: Computed recultobaced on complied doto collected from CMIE proweaos Pvt. Ltd

** Significont ot the 0.01 level (2-toiled)

FATR hao cignificont co-efficient (0.002) on ROI, which
chowo thot the fixed aooeto ore cignificontly reloted to
profitability. Higher the FATR greater will be the efficiency
in utilization of FAc The FATR chowaothe long-term fundo
are uced for finoncing fixed acceto. If it icleosthon 1 it chowo
that part of WC haobeen finonced by long-term fundchence,
HO04: “there iono aignificont impoct of fixed acwets turnover
ratio on profitability” iorejected (0.002) ot 1% level.

Proprietory Rotio hoo cignificont poaitive co-efficient
(0.003) on ROI at 1% level. A low rotio indicotesgreater rick
to the creditorc. A ratio of below 5 ic olorming to the
creditorg, ac creditorc money icmore thon the aooets of the
chareholders, hence HOS: “there iono cignificont impact of
proprietory rotio on profitobility” ic rejected (0.003) ot 1%
oignificont level.

Current acoet to proprietor's fundes hoo cignificont poaitive
co-efficient (0.003) on ROI ot 1% level. A low ratio indicate
thot the indudtry ic in rick. If current oooeto to proprietor's
fundo are increaced, the profitobility will aloo be increaced,
hence HO6:“there iono aignificont impoct of current acsetsto
proprietor'sfundcon profitobility” icrejected (0.003) ot 1%
level.

Solvency Ratio hac cignificont poaitive co-efficient (0.005)
on ROI ot 1% level. It chowaothot the lower ratio of colvency
affecto the payment to outciderc. If the oolvency rotio ic
increaced then the profitobility will oloo be increaced hence
HO7: “there ic no aignificont impact of colvency rotio on
profitobility” icrejected (0.005) ot 1% level.

Www.pbr.co.in

The overall regrecsion model icfit, which ioreprecented by
R2 which ic above 50% (0.999), which chowo thot the
explaining vorioblesdetermine more thon 50% of the change
in profitability. The R2 ond adjucted R2, ot 99.9 per cent ond
99.7 per cent reopectively, indicote thot the explonotory
power of the regreaoion ic good. F- Statictico oloo chowo
aignificont (424.925) impoct ot 1% level.

Concluding Remarks and Suggestions

In order to examine ond evoluate the WC efficiency of the
phormoceuticol inductry, the otudy uced 33 licted comple
firmo from the totol of 128 firmo licted on BSE. The moat
commonly uced toolo are finoncial ratiog, meon, otondord
deviation, compound onnucl growth rote, ond multiple
regrecolon analyaic.

To ocum up, the phormoceuticol inductry ic otrongly
recommended to odopt the following meacurec for itc
revival ond overcoming WC criaic including operational
aickneco.

o Identify ond locate the idle aowets of the firmo ond
diopoce of the come ot competitive price in order to meet
the precent WC needoof'the firm.

*  On the count, the firm'spoaition icnot up to the mork.
There may be liquidity problemoin the chort term. The
aituation needo coreful watch ond oppropriate otepc
chould be token to overcome the poaition, when need
oricec.
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e In WCTR a higher rotio ic the indication of lower
inveatment of WC ond more profit. The firmo alco
chould concentrote to boact the profit of the bucineco.

e A high DTR ond chort collection period convey quick
payment on the port of the debtora. If the turnover iclow
ond the collection period iclong, it impliecthot payment
by debtorcicdeloyed. The firm chould concentrote on
collecting the payment in chort period.

e A high FATR icdongerous which may lead to liquidity
cricic. Hence, the FATR chowaothe long-term fundc ore
uced for finoncing fixed acceto.

e Strengthen the morketing cell for ocule ond quick
recovery from the debtorg, credit period for debtorc
chould be leact and from creditorcit chould be moat co
that the credit floot icbenefited to agreater extent.

Scope for Further Studies

*WCM ic on importont component of corporate finonciol
monogement but it hao not been recognized in finoncial
literoture unlike copital otructure, copitol budgeting ond
dividend policiec. Becomce of thicreacon the valid receorch
relating to WCM ic found to be cconty in India. So, there ic
much to be done about WCM in Indio, hence the following ic
the acope for further ctudiec:

»  Further recearchesmay be corried out on the come orea
with large number of firmosond lengthening the yeorcof
the otudy.

e Further recearch moay oloo be done with the WC
componentc reloted to different profitobility varioblec
like Return on Aosetc (ROA), Return on Copital
Employed (ROCE) etc.

e Study moy oloo be concluded in WCM in different
aectorowith lorge number of comple firmo.

Limitations of the Study

e The otudy icbaced on ten yearcdata only i.e. from 2002-
03 to 2011-12. Therefore, o detailed trend covering o
lengthy period ionot pocaible.

e The otudy icbaced on cecondary data collected from the
CMIE (Proweco). Therefore, the quality of the otudy
dependo purely upon the occurocy, reliobility ond
quality of the cecondary dota.cource.

e The otudy ic limited to the firmc of Phormoceuticol
Inductry licted in BSE.
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