Pacific Business Review International
Volume 10 Issue 8, February 2018

Working Capital Policy of Indian Service Industry

Dr. Sumita Shroff Goyal

Assistant Professor
Institute of Commerce,
Nirma University,
Ahmedabad Gujarat.

104

Abstract

Working Capital polic¢y of every enterprice acoumeo greot cignificoncée
acit offe¢tonot only the routine bucinessbut oloo the ctrotegi¢ de¢icionc
related to courc¢ing fundo for the come. An oggresoive approach may
prove to be riocky but profitoble whereas, vice veron ic the ¢oace for
¢oncervative opprooch. Appropriote working ¢opitol poli¢iec encure
both, the chort term aowell acthe long term colvency of a firm ¢oupled
with the omooth funétioning. Servié¢e ceétor ic driving the growth of
Indion eConomy with itcimpreaaive chare of fifty four peréent in grooo
domedti¢ product. Conaidering the come, the ¢urrent ctudy attemptcto
exomine the working ¢opital poli€y acreprecented by working Copital
ratioc of the Indion Service Induatry for a period of fifteen yeors from
1995-96 to 2009-10. Twenty four ratios ¢lacaified into five cubgroupc
were celeéted for the purpoce of onalycic. Current oooeto otructure,
Current Liobilities Struéture, Liquidity ond Working copital Polic¢y
wac examined. Receivablesdominated the Current accet otruéture ond
Trade Credit dominated the Current liobilities otructure of cervice
induatry. It followed an aggrecoive ¢urrent accet finonéing poli¢y ond ic
moving towardoon oggresuive ¢urrent aooet inveotment policy. Service
inductry enjoyed cound liquidity poaition throughout the ctudy period.

Keywords: Working Copital Poli¢y, Working Coapital Leveroge,
Liquidity, Current Acoet Structure, Indion Service Inductry.

Introduction

The Servi¢ecSector haobeen ot the forefront of the ropid growth of the
Indion eConomy ¢ontributing nearly 59.6 peréent to the grooodomedtic
produét (GDP) with o growth of 8.1 peréent. “It a¢éountc for 51.3 per
éent of India’cgrocovalue 058ed (GVA) ot Current pri¢ecin 2013-14. It
grew by 9.1 per ¢ent éompared to 6.6 per ¢ent total GVA growth ond 6.9
per ¢ent GDP growth ot market pri¢ed” (E¢onomié Survey, 2014-15, p.
106). The cervi¢ec cector hoo been o mojor ond vital forée oteadily
driving growth in the Indion eConomy for more thon a decode. In
addition, the cervic¢eo cector ic contributing to obout o quarter of total
employment; a¢¢ounting for o high chare in foreign direct invectment
(FDI) inflowg, over one-third of totol exports. India thusctondcout for
the mognitude ond vitality of itc cervicec ceétor. Thug, o ctudy of
working ¢opital polic¢y of the Service Inductry would be arevelation.

"A lot of emphocicicplaced on working Copital monogement (WCM)
aoitic¢locely related to the operotionomonogement of o firm ond playc
akey role in ¢reating otoc¢k- holder value due to itotwo dimencioncviz,
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profitability ond the liquidity whi¢h hao deep impli¢ations
for ony buciness' (Kontowolo ond Shroff, 2012). "While
long-term deciciong, involving plont ond equipment or
market otrategy, may well determine the eventual cuééessof
the firm, chort-term dec¢icioncon working Copitol determine
whether the firm geto to the long term" (Blo¢k ond Hirt,
1992). "Surveyc indicate thot lorgect portion of a finonéiol
monoger’ctime icdevoted to day to day internal operationc
of a firm, i.e. working ¢opital monogement” (Wecton ond
Brighom, 1962). "The monogement of working Copital ployo
on importont role in maintaining the finoncial health of the
firm during the normol ¢ource of the buciness' (Bhalla,
1997). "In proctice, WCM hac become one of the moct
importont icouecin the orgonizationc where mony finonéiol
executiveo are otruggling to identify the boci¢ working
¢apitol drivercond the appropriate level of working Capitol"
(Lombercon, 1995). Thug, "WCM ¢ould vitolly offeét the
heolth of the firm" (Sagon, 1955).

In the coid ¢ontext, the precent ctudy icorgonized acfollowao:
Section — I precents a review of previouc ctudiec on WCM.
Secétion — I ctoteo the objectives of the ctudy; Section — 111
dictuccec the methodology; Data onolycic ond
interpretotioncare diccucced in Section — IV and Section—V
¢on¢ludec the reaultc ond gives cuggections booed on
findingo.

Review Of Previous Studies

A ronge of atudiec on working Eopital monogement hove
been Carried out by vorious recearcherc in different
induatriea Seleéted ctudiecore reviewed ond precented.

Jaiswal, Nigam and Pandey (2010) exomined the
efficiency of WCM of Ronboxy Loborotory Ltd. during
2002 to 2006 ucing rotio onolycic ac well oo liquidity
ronking. They found that, on on average 62% of the totol
accet wosinveated in ¢urrent acoet which wacremorked to be
a higher inveotment. Moreover, inventory with 32% woo
obcerved to be the major cComponent of ¢urrent ooset. They
found thot liquidity poaition meocured in termo of QR ond
ALR wao ootiofactory but debtorc and inventory
monogement were found to be ineffi¢ient.

Janakiramudu (2010) ottempted to otudy the working
¢apitol otruéture, liquidity poaition ond working Copital
turnover poaition of celected comple of five componiec in
Indion Commercial Vehiéleo Inductry for o period of ten
yearc from 1998 to 2007 ond found that, of all the ¢urrent
acceto, inventoriec formed highect peréentage in two firmo
ond trade receivoblec formed the higheot percentoge in the
three firmo. The otudy aloo reveoled that voriotion between
CATR ond WCTR waovery high indic¢ating thot the comple
firmo ac¢hieved higher level of culec with leos working
Capitol.

Joshi, Joshi and Gairola (2010) mode o ¢omparotive ctudy
of TISCO ond RINL to examine the differen¢ecif ony omong
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publi¢ ce¢tor unit ond privote cector unit with regpedt to their
WCM over aperiod of four yeors from 2004-05 to 2007-08.
The onalyoic reveoled that RINL woo more ¢oncervotive
obout the liquidity relatively to TISCO. Aloo, it followed
¢oncervative ¢redit policy ac compored to TISCO. Coch
generoting capocity through operoting aétivitiesdeclined for
RINL. Compoaition of materioloin ctorecto totol inventory
wao found to be higher in RINL thon TISCO thereby
indicating o more effi¢ient moteriolo hondling in TISCO. It
wao ¢oncluded that WCM of publi¢ cector enterprices ic
different from the private cector.

Kantawala and Joshi (2010) onolyzed the componentc of
¢urrent aooetoof 52 oteel componiecof Indion Steel Inductry
toking cixteen WCM ratioc over a period of ten yeors from
1998-99 to 2007-08 through time ceriec onalycic. The
onolyoic of otructural rotioc reveoled thot the fixed oooeto
bace in ateel inductry wachigh. Further, 68 percent of Current
accetc were finonéed by Current liobilities. The liquidity
poaition of the inductry woo very good oo it woo obove the
otondord normo throughout the ctudy period. Time ceriec
anolycicrevealed that on the whole, WCM of oteel inductry
hacimproved over the ctudy period.

Chandrabai and Rao (2011) ¢onduéted o ¢omporotive
otudy of WCM in Indion Eleétrical Equipment
Monufoéturing inductry for two ¢omponieg, viz, BHEL ond
ABB Ltd reprecenting PSU ond Privote cector regpectively
over a period of 2005-06 to 2009-10 through ratio onalyaic.
The liquidity poaition wac found to be cuticfaétory in the
ocomple unite. They aloo found thot the re¢eivablecond loono
ond advonéeo formed the mojor chare of ¢urrent acceto in
both the ¢omponiec ond cuggeoted improvement in debt
¢olleétion policy.

Aljroub, Alrabei, Saleh and Alrawashdeh (2012)
exomined if differenéecexiated between the WCM practi¢ec
of celected 4 ¢ement unitoof Rojacthon over the period of 5
yearc from 2006-2010 through ANOVA toking Size of
Inventory ond Receivobles, Inventory to NWC, ITCAR,
RTCAR ond ITR. They found that there exict cignifi¢ont
differencec between componies with regpect to the cize of
inventorieo, aize of re¢eivoblec aowell ac RTCAR whereoo
no oignificont differen¢ec were obaerved for ITCAR ond
ITR. They c¢onéluded thoat the compomiecs cignifiContly
differed in cize of inventory ac well oo receivobles ond
mointained different proportion of re¢eivablesin the ¢urrent
oooet otructure.

Shroff (2013) exomined the otrudture of Current oooets,
effi¢ien¢y of Current oooet monogement, the noture of
¢urrent oooet inveotment — financing polic¢y ond the overall
working ¢opital poli¢y ond working Copital leveroge of ITC
Limited belonging to Indion Food ond Beveroges Inductry
over a period of 11 yeors from 2000-01 to 2010-11. It woo
found that the inventory monogement deterioroted whereos
debtorc’ monogement improved over the otudy period.
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Further it woo found that ROTA woo not very cenaitive to
¢honge in c¢urrent aooet inveotment poli¢y meooured by
WCL.

Shroff (2014) exomined the otru¢ture of Current ocoetg
working Copital policy c¢ompricing of current aooet
inveotment, finoncing, inventory policy, ¢redit poli¢y ond
working ¢apital leveroge of the Indion Steel Inductry over o
period of 12 yearc from 2000-01 to 2011-12. Further the
impact of working capital leveroge on Return on Total
Aosetowoo oloo exomined. The onalycicreveoled thot oooet
atructure of oteel induatry icliquid with higher proportion of
¢urrent ooeto. Receivobles ¢ompriced of the mojor
¢omponent in the ¢urrent aooet otruéture. The recults of
regrecoion cnolycicrevealed thot the inductry wacpurouing o
¢oncervative Current oooet inveotment ond oggrecoive
¢urrent oooet finonéing poli€y over the otudy period. A
oignificont down trend woo obcerved for CR ond QR
indic¢ating deterioration of liquidity poaition in the Indion
Steel inductry.

Shroff (2014) examined ¢urrent aooet otructure, liquidity,
working Copital policy ond working Capital monogement
efficiency oo reprecented by working Capitol ratioc of the
BSE Lictes firmo for a period of twelve yeors from 2000 to
2012. The onalyocic revealed that morket leaders purcued o
moderate working c¢opital investment poli¢y whereoo on
aggrecive working ¢opital finonéing policy. Looanc ond
Advonées had the higheat chare in their éurrent oooeto
atruéture. Morket leadercenjoy cound liquidity poaition ond
monoge their inventoriec ond receivobles in on effi¢ient
monner. The recultc of time trend onolycic reveoled o
aignificont uptrend in CATAR, CLTAR, CLTDR, CASR,
ALR, CBBTCAR, ITR ond DTR whereos o cignificont
downtrend in ITCAR, DTCAR, OC ond NTC.

All the above recearch atudiecfocuaed on licted firmsoacrocs
the globe ac well oo vorious indudtries belonging to
monufocturing cector. However, it wao difficult to find o
opecifi¢ atudy on WCM focuaing the Servi¢e Inductry in
Indiaor obroad. Aloo, the time frame of the ctudiecreviewed
ronged between 5 to 12 yeara: In ¢ontext of the above, the
¢urrent ctudy examinecthe working ¢apitol policy of Service
Inductry over aperiod of 15 yearsin the Indion Context.

Objectives of The Study

In the light of literature reviewed, the objectives of the
precent ctudy are acfollowa:

o. To exomine Current oacoet inveotment ond finonéing
poli¢y of cerviée induotry.

b. To examine the otructure of ¢urrent acceto of cervice
induatry.

¢.  Toonalyze the liquidity poaition of the cervice indudtry.

5. Tomeooure the working Capital leveroge.
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e. To onalyze trendg, if ony, in celeéted rotioc reloted to
working ¢opital poli¢y over the celected time frome.

Methodology of The Study

1. Time Frame: A period of fifteen yearsfrom 1995-1996
t02009-10 iccelected for the ctudy.

2. Data Source: Finonéial dota ic colleéted from
“PROWESS” — the databoce of Centre for Monitoring
Indion E¢onomy (CMIE).

3. Sample Selection: Toking the ¢lacvification of Service
Inductriec ac prectribed by National Inductrial
Clomification (NIC), Centre for Monitoring Indion
Ec¢onomy (CMIE) hoo further ¢losoified the Service
Seétor into Finanéiol ServiceoSector ond Non Finonéiol
Servi¢ec Sector. The Non Finonéial Servi¢ec Sector
in¢orporotec oll those cervices which 6o not foll under
the purview of Finoncial Servicec Sec¢tor. Thug, for the
purpoce of ¢urrent otudy, the Service Inductry would
opecifically meon ond in¢lude the Non Finonéial
Servi¢e Induatry. After eliminating the outlierg, the finol
cumple compriced of 79 componiec.

4. Ratios Used: For the purpoce of analyzing the working
¢apital policy, 24 ratioc ore celected divided into 4
groupato fulfill the objectivecof the ctudy.

a. Working Capital Policy Ratios: Current Accet to Total
Aot Rotio (CATAR); Current Liobilities to Totol
Aoeto Ratio (CLTAR); Current Liobilities to Current
AcoetoRatio (CLCAR); Net Working Copital to Current
AoetoRatio (NWCCAR).

Further, two debt (Leverage — LEV) ratioo viz, Long
Term Debt to Total Accet Ratio (LTDTAR) ond Total
Debt to Total Aoset Ratio (TDTAR) are oloo examined
to have abetter onolycicof the finanéing opproach of the
aerviée induatry.

b. Current Asset Structure Ratios: Inventory to CA
Ratio (ITCAR); Debtorato CA Ratio (DTCAR); Cach
& Bonk Bolon¢eoto CA Ratio (CBBTCAR); Looncond
Advonce to CA Ratio (LATCAR); Prepaid Expencecto
CA Ratio (PETCAR) ond Marketoble Securitieoto CA
Ratio (MSTCAR).

c. Current Liabilities Structure Ratios: Trade Credit to
CL Ratio (TCCLR); Depoditc ond Advonées from
Cuctomerc ond Employeec to CL Ratio (DACECLR);
Proviciono to CL Ratio (PCLR); Short Term Bonk
Borrowings to CL Ratio (STBBCLR); Current
Finon¢ing Charge to CL Ratio (CFCCLR) and Other
Current Liabilitiesto CL Rotio (OCLCLR).

d. Liquidity Ratios: Current Ratio (CR); Qui¢k Ratio
(QR); Aboolute Liquidity Ratio (ALR)

e. Working Capital Leverage: Current Acosetc to Net
Fixed Aocetc Ratio (CANFAR); Working Copital
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Leverage (WCL) ond Return on Totol Acceto(ROTA).

Staticti¢al Toolos Uced: For the purpoce of onolycic
variouc ctotictical toolohave been opplied to the above
mentioned finoncial ratios. They ore: Arithmeti¢ Meon
(referred to acMeon now on); Stomdord Deviation (SD);
Coeffic¢ient of Varionée (CV); Time Seriec Analycic
uaing the Leaot SquaresMethod; R2; t-tect; p- value; D-
W Staticti¢, Quadrati¢ Trend, Adjucted R2, F-tect.

Specification of Model: For the purpoce of time ceriec
onolyaic, the model adopted ic:

Y<a+B1X+ut.

In time cerieconolyaic,“ Y” reprecentcthe trend volue
ofthe ratiocof WCM,“ X" varioble reprecentctime in
number of years,  1f¥eprecentc the clope of the trend
line, 0 icthe ¢omputed intercept of Y vorioble, when X
=0.

Toking the come, the model adopted to exomine if
ROTA icbeing affected by WCL ic:

ROTA=a +f WCL+ut  ....ocoonn... )
The reaultcof* Lineor Trend Model’ along with® D
otaticticc  for eoch celected porometer ic oboerved.

There may be o poaaibility that o ratio doecnot follow o
lineor trend but o quodrati¢ trend ond therefore the
* Quodroti¢ Trend Model’  icaloo fitted to exomine if
the ratio followothe quodratic trend for all the celeéted
rotioc.

Y=a +p 1X+p 2X2 +ut.

Where, B 1 reprecentothe ectimoted linear effec¢t on Y
(the clope of the ¢urve ot origin) ond B 2 reprecentcthe
edtimoted quadrati¢ effeét on Y (the rote of ¢honge in
olope) ,

Both * Linear Trend Model’ ond the © Quadratic
Trend Model’ are applied to find whether there ic a
linear trend or ¢urvilineor trend in the WCM, LEV ond
PROF Ratiog, over the period of ctudy. The recults of
both * Linear Trend Model’ ond the © Quadrati¢
Trend Model’ are interpreted jointly.

Hypothesis of the Study: Five recearch hypotheceo
have been examined which ore licted acfollowa:

Null Hypotheses (H01) There ic no cignifi¢ont lineor
trend in the ¢urrent accet inveotment ond finonéing
poli¢y ratiocof the celected comple.

Alternate Hypotheses (Hal) There ic o ocignifi¢ont
linear trend in the Current aoocet inveotment ond
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finanéing poliy ratiocof the aelected comple.

ii Null Hypotheses (H01) There ic no cignifi¢ont lineor
trend in the ¢urrent aooet otructure rotioc of the celeéted
comple.

Alternate Hypotheses (Hal) There ic o ocignifiCont
lineor trend in the ¢urrent oooet otruéture ratioc of the
aelected cumple.

iii Null Hypotheses (H01) There ic no cignifi¢ont lineor
trend in the Current liobilities otruéture rotioo of the
aelected comple.

Alternate Hypotheses (Hal) There ic o cignifiCont
linear trend in the ¢urrent liobilities otructure ratioc of
the celected comple.

iv  Null Hypotheses (H01) There ic no cignifi¢ont lineor
trend in the liquidity ratiocof the celected comple.

Alternate Hypotheses (Hal) There ic o ocignifi¢ont
lineor trend in the liquidity rotiocof the celected comple.

v Null Hypotheses (H01) There icno cignifi¢ont impact
of WCL on the ROTA of'the celected cumple.

Alternate Hypotheses (Hal) There ic a impaét of
WCL on the ROTA of'the cele¢ted cumple.

The dota precented in Toble number 1 to 11 ore
computed ond compiled. Hence, ooure ic not
mentioned eoch time.

Data Analysis & Interpretations

Ao mentioned in Pora III, for the purpoce of onolycic 4
¢ategoriec of WCM ratiog, i.e. Current Accet Investment
ond Finon¢ing Policy, Current Acceto Structure, Current
LiabilitiesStruéture ond Liquidity, the decCriptive ctatictical
techniquec ond regresoion cnolyaic are opplied. The overall
trendc in working Copital policy, Current oooetc ond
liobilitiecctructure ond liquidity ratiosicoboerved by toking
inductry averoge on yeorly booic to underctond the yeorly
movemento in rotioc ac well oo itc noture in the Service
induotry.

A.Leverage and Working Capital Policy Analysis

The outéome of ¢omputationsc on leveroge ond working
¢apital policy WCP) over the otudy period io precented in
TobleoI €, 2 ond 3.

Findings based on Descriptive Statistics (Refer Table [ C
1)
e LTDTAR of the cervice inductry ronged between 16%
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omd 20% with 18% of the total aooeto of the Service
Inductry finonéed by long term debtc on on averoge,
whic¢h ceemato be areaconoble policy of debt finoncing
being purcued in the Servic¢e Induoatry.

CLTAR ronged between 24%ond 28%ond on on averoge,
26% of the totol aoeto of the cervice inductry were
finon¢ed by the Current liobilities. It ic interecting to
note thot in oll the yearc CLTAR ic greoter thon
LTDTAR ond indic¢ates that firmo in Servic¢e Inductry
hao utilized more of chort term debt ac Compared to

long term debt to finonde itototal acceto.

On on overoge, 44% of the total aooeto of the Service
Inductry are finonced by total debt, which ceemaoto be a
¢oncervotive oebt finonéing poli¢y in the cervice
inductry. Aloo, it ic obcerved that of the total debt,
¢urrent liobilitiecform the major portion. Due to decline
in LTDTAR ondé in¢reace in CLTAR, TDTAR hoo
remoined in the ronge of 41% to 46% with lower
flu¢tuationowhic¢h icoloo evident from CV 0f 3.69% .

TABLE — 1: Yearly Mean of Working Capital Policy and Leverage Ratios
Year Leverage Ratios Working Capital Policy Ratios
LTDTAR | TDTAR | CLTAR | CATAR | CLCAR | NWCCAR
Mar-96 0.20 0.46 0.26 0.46 0.70 0.30
Mar-97 0.20 0.46 0.26 0.45 0.76 0.24
Mar-98 0.20 0.46 0.26 0.44 0.77 0.23
Mar-99 0.20 0.46 0.26 0.44 0.78 0.22
Mar-00 0.18 0.43 0.25 0.43 0.79 0.21
Mar-01 0.18 0.42 0.24 0.43 0.81 0.19
Mar-02 0.17 0.41 0.24 0.43 0.78 0.22
Mar-03 0.18 0.42 0.24 0.42 0.80 0.20
Mar-04 0.17 0.43 0.26 0.43 0.79 0.21
Mar-05 0.16 0.44 0.28 0.44 0.77 0.23
Mar-06 0.16 0.44 0.28 0.45 0.72 0.28
Mar-07 0.16 0.44 0.28 0.45 0.74 0.26
Mar-08 0.17 0.45 0.28 0.45 0.77 0.23
Mar-09 0.16 0.44 0.28 0.45 0.74 0.26
Mar-10 0.17 0.45 0.28 0.45 0.75 0.25
Mean 0.18 0.44 0.26 0.44 0.76 0.24
SD 0.02 0.02 0.02 0.01 0.03 0.03
CV (%) 8.91 3.69 6.03 2.55 3.95 12.84

e The rotio of ¢urrent acoetoto total accetoronged between

utilizing more of chort term fundcin the form of ¢urrent

42% ond 46%. On on averoge, 44% of the cervice
inductry’c fundc ore invected in current acoeto (CA)
indicating that the inductry icfollowing a ¢oncervative
¢urrent oooet inveotment poli¢y whi¢h ic ¢harocterized
with higher proportion of ¢urrent acoets ond recults to
liquid oocet otructure with lower rick. Suc¢h high
proportion of CA ic generally found in monufocturing
indudtriea. However, thicrotio ic lower oo compored to
the reoultc oboerved by Ancori (1985) for 11
monufocturing inductry groupc where thic rotio woo
obcerved to be 50%. But it icvery high when ¢ompored
with the otudy of Kontawolo ond Jochi (2010) in Steel
Inductry where CATAR wacobaerved to be 38%.

Iticobcerved that CLCAR ronged between 0.72 ond 0.81
whereac NWCCAR ronged between 0.19 ond 0.28 ond
overall it ¢on be oboerved that the inductry icoperoting
with lower level of NWC. Thucthe firmoin inductry ore

liobilitiec to finonée the ¢urrent aooeto oo compored to
NWC whi¢h icin line with the onolycicof LTDTAR ond
CLTAR in preceding pore. Similor phenomenon woo
obaerved in the ctudy of Ancori (1985). Lower voluesof
SD ond CV indicate that over a period of time the
leverage poaition oo well ac the working ¢opital poli¢y
of the Service Inductry hoc not undergone high
flu¢tuationa.

Findings based on Inferential Statistics (Refer Tables — 2
and 3)

Time trendc in WCP ond LEV ratios of Indion Non
Finonéiol Service Inductry have been exomined by
fitting the Lineor Trend Model ond Quodrati¢ Trend
Model. The recultc of linear trend on time voriable ore
precented in Toble 2 whereaoc the recults of quadrati¢
trend ore precented in Toble 3 for oll the ratios. The
reaultcof both the modeloare interpreted jointly.
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Both the leveroge rotioc viz, LTDTAR ond TDTAR,
follow o quadroti¢ trend. The values of B 1 ond B2
indicate thot the ratioo are folling ot on inéreacing rote
over a period of time ond the trend ic likely to reverce

ofter 14th yeor ond 6th yeor regpectively. From thic it
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¢on be ¢oncluded that there ic de¢line in utilizotion of
long term aowell actotal debt for accet finoncing in the
Non Finonéiol Service Induatry ond icin line with the

onolysiomade baced on Table 1.

TABLE - 2: Linear Trend on Time Variable for LEV and WCP Ratios

leglg‘;)f R’ Algz] Intercept | Slopef3; S ta:;s tic p-value | D Statistic Hy[l)\f)l::llesis
LTDTAR | 0.756 | 0.737 0.202 -0.003 -6.349%* 0.000 1.230 Rejected
TDTAR 0.051 ]-0.022 0.447 -0.0008 | -0.837 0.418 0.483 Rejected
CLTAR 0.401 | 0.355 0.245 0.002 2.951** 0.011 0.464 Accepted
CATAR 0.020 | -0.055 0.438 0.0004 | 0.517 0.614 0.408 Rejected
CLCAR 0.012 | -0.064 0.771 -0.0008 | -0.403 0.694 0.871 Rejected
NWCCAR | 0.012 | -0.064 0.229 0.001 0.403 0.694 0.871 Rejected
* Indicoting significant reculto ot 1% level of significance ** [ndicoting significant reculto ot 5% level of significance
Criti¢al Voluesof “t”
Degrees of Freedom Probability (Alpha) Table Value —t
13 0.01 3.010
13 0.05 2.160

Durbin — Watson Statistic (D-W Statistic),

K=1

N Probability (Alpha) Dy, (Lower Critical Value)
13 0.01 0.738
13 0.05 1.010

Where, N < Sample aize ond K reprecentcnumber of independent variobles

For the ratio CLTAR, a cignifi¢ont poaitive lineor trend
icobcerved which indicatesthat the rotio inéreacecover
the period of octudy omd it ic ¢oncluded that Service
Inductry utilizes higher chort term fundo to finonée itc

total oooetc ond ore moving towordc oggrecoive
approoch to acceto finanéing which ¢onfirmothe reculto
obcerved for CLTAR from Toble 1.
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TABLE - 3: Quadratic Trend on Time Variable for LEV and WCP Ratios

Nameof Ratio | R’ | Adj.R | Intercept Sl,ope Slp?zp ¢ t-St;tliStic t_St?[lstzism Statfi;-tic StatiDs-tic Hv::)ltl::esis
LTDTAR | 0.857 [ 0.833 | 0215 | -0.008| 00 (‘(1)%%21; (26?01{432 3(8883; 1.986 | Accepted
TDTAR | 0.589 | 0.521 | 0479 | -0.012 | 0.001 (310‘(‘)11; (36.90%52*) (86.600085’; 1.012 | Accepted
CLTAR | 0589 | 0.521 | 0264 | -0.004 | 0.0004 ('Olfgf) 2(03323: (86.60105; 0.667 | Rejected
CATAR | 0.662 | 0.605 | 0462 | -0.008 | 0.001 (‘(‘)‘(‘J‘(‘ji ?6,707020*) 1((1)(7)?3; 0.883 | Accepted
CLCAR | 0442 | 0349 | 0718 | 0018 | -0.001 2(083‘1‘2; (f)%if; ‘:07323: 1325 | Accepted
NWCCAR | 0.442 | 0349 | 0282 | -0018 | 0.001 ?08314;* (30'903185 ‘}073;;; 1325 | Accepted

* Indicating significant reculto ot 1% level of significance.

** Indicating significant recultc at 5% level of significance.

Critical Values of “t” and “F”

t-teat F-tect: Degreec of Freedom < 2

DF Probability (Alpha) Table Value —t N Probability (Alpha) Table Value — F
12 0.01 3.055 12 0.01 6.93

12 0.05 2.179 12 0.05 3.88

Durbin — Watson Statistic (D-W Statistic), K =2

N Probability (Alpha) Dy, (Lower Critical Value) Dy (Upper Critical Value)
12 0.01 0.569 1.274

12 0.05 0.812 1.579

Where, N < Sample aize ond K reprecento number of independent varioblec
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The remaining three working ¢opital policy ratioc are
found to have quadratic trend for the period under ctudy.
CATAR icdeclining ot on in¢reaoing rote over o period
of time ond the trend ic likely to reverce in 4th yeor.
Theoe reaulto cignify thot the Non Finonéiol Service
Inductry ic doing away with the exéeoo liquidity by
reduéing inveotmentc in current occetoc leading to
decline in CATAR ond gradually adopting on aggrecaive
working ¢opital investment policy.

The ratioc CLCAR ond NWCCAR ore juct two partcof
¢urrent acoetoond therefore nececoorily the behaviour of
the come icbound to be oppoaite to each other. CLCAR
ioricing ot decreaoing rate over the period under ctudy
ond reverce iothe ¢ace for NWCCAR. Further, the trend
iolikely to reverce in 9th year for the period under ctudy
for both the rotios. Thece recultc indicate that over the
period under ctudy the Non Finonéial Service Inductry
ioreducing iteNWC for finon¢ing the ¢urrent ocoetoond
relying more on CL. It ic obviouc aloo oo “Long term
interect rateonormolly exé¢eedochort-term rotecbecomce
of reducesd flexibility of long term borrowing relative to
chort-term borrowing. In fact, the effective ¢oct of long
term debt may be higher thon the ¢oct of chort-term debt,
even when chort-term interect rotec are equol to or
greater thon long term rotes” Bhollo (2010, p. 37).
Further, “the juctification of higher ¢oct of long-term
finonéing ¢on be found in the liquidity preference theory
whi¢h cuyo that cinée lenderc are rick averce ond rick
generally inéreacec with the length of lending time
(be¢auce it iomore difficult to forecoot the more dictont
future), moct lenderc would prefer to moke chort-term
loonc. The only way to inducée thece lendercto lend for
longer periodcicto offer them higher rotes of interect”
Pondey (2009, p. 591). Hence, it ic conéluded thot the
induatry ic purcuing oggrecaive ¢urrent aooet finonéing
policy.

The ‘D Staticti¢’ for CLTAR liecin in¢on¢luacive region
for the lineor trend model. However, quadrati¢ trend for
thicrotio waonot found to be cignificont. Similorly, the
‘D Staticti¢’ for TDTAR ond CATAR liec in
in¢on¢lucive region for the quodrati¢ trend model.
Further onolyciowacnot ¢arried out acit recultcto loooin
degreec of freedom. But ainée, the ‘t ototicti¢’ ic
oignificont for oll the ratiog, the lineor ond quodrotic
trend obcerved in thece ratioc are ¢oncidered to be
aignifi¢ont ond come ic¢onaidered uniformly for all the
ratios uced in further onolyoic aéroco the inductries
where outocorrelation hao perciated in cace of linear
trend or quadrotic trend.

B. Working Capital Leverage Analysis

Working Capitol Leveroge icomeacure of aenaitivity of

ROTA (EBIT/TA) to ¢hangeo in level of ¢urrent acoet
inveotment ond thuoc ic affected by the aooet otructure.
Therefore, for more oppropriote underctonding ond
interpretations; CANFAR ond ROTA have been
in¢luded in the overall onalycic. The equation employed
for ¢oléulation of WCL iGi-

WL =
" TA+ACA

The onolycicof WCL ioprecented for 14 yeorcoue to locoof
obeervotions of 2 yeorc in ¢omputation. And in the cvid
¢ontext for the purpoce of onolycic of WCL ond in order to
maintoin ¢onaictency in precentation ond interpretotion of
reoults, the obcervationo for CANFAR ond ROTA ic aloo
¢onaidered for the period of 14 yearcranging from Mor¢h 97
to Mor¢h2010.

The outéome of computationc on leveroge and working
¢apitol leverage (WCL) over the ctudy period ioprecented in
Tobleo—4, 5 ond 6.

Findings based on Descriptive Statistics (Refer Table—4)

It ic oboerved that meon WCL of the entire Serviée
Induatry (79 ¢omponieo) i60.48 on on averoge ond hoo
ronged between 0.44 ond 0.52. Meon CANFAR of the
entire Servic¢e Inductry (79 ¢omponieo) ic 1.68, whi¢h
ronged between 1.53 ond 1.86.

Bomerjee, (1990, p. 90) oboerved, “The inductriec
having low rotio of fixed aooeto to working Copitol are
more recponaive to working ¢apitol leveroge thon thoce
having o high fixed oaooeto to working Capitol rotio.”
Conoaidering thic, on inductry having o high Current
Aozt to Net Fixed Acwt ratio (CANFAR) ¢on be
underctood to be more cenaitive to WCL acéompared to
induatriec having low CANFAR. The CANFAR of the
Non Finonéial Service Inductry fluétuated until 2001
where aofter o Conaictently ricing trend ic obaerved
indicating thot there have been inéreaced investmentsin
Current Acetoacéompared to Net Fixed Aooetoover the
otudy period. Thug it ¢om be inferred that the ROTA of
the Non Finon¢ial Serviée Inductry ic moderotely
cenaitive to variobility in level of Current oaccet
inveotmento. However, WCL ic leco than 1 for the
Service Inductry indic¢ating that the de¢reace in ROTA ic
leoo thon proportionate to in¢reace in level of working
¢apital invectment, i.e., level of investment in ¢urrent
aceto. Hyderobod (1999) obeerved, “WCL indi¢atecthe
number of timec the ROCE deéreaces for every one
peréent in¢reoce in working ¢opital.” And boced on the
ocome, it ¢on be inferred thot in the Non Finoncial Service
Inductry with 1% inéreace in ¢urrent aooet inveotment,
the ROTA would decreace by 0.48% on on averoge ond
vic¢e veroo. Meon WCL of 0.48 indicoteo that, with 1%
¢honge in Current Aooets, the ROTA will be affeéted by
0.48%.
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Findings based on Inferential Statistics (Refer Table—5

and 6)

The reaultoof lineor trend on time varioble ore precented in
Table Swhereoo the reculto of quadrati¢ trend ore precented

Pacific Business Review International

TABLE — 4: Yearly Mean of WCL and Related Ratios
Year WCL CANFAR ROTA

Mar-97 0.52 1.75 13.93
Mar-98 0.50 1.53 11.91
Mar-99 0.49 1.53 11.25
Mar-00 0.48 1.55 12.02
Mar-01 0.48 1.54 10.49
Mar-02 0.45 1.57 7.39
Mar-03 0.44 1.58 7.87
Mar-04 0.46 1.61 8.98
Mar-05 0.48 1.74 11.25
Mar-06 0.49 1.80 14.97
Mar-07 0.50 1.80 15.69
Mar-08 0.49 1.82 15.10
Mar-09 0.48 1.86 11.79
Mar-10 0.48 1.86 10.25
Mean 0.48 1.68 11.95

SD 0.02 0.13 2.79

CV (%) 4.30 7.91 30.56

in Toble 6.

Iticobcerved that WCL exhibitcaignificont trend which
ic declining ot increaoing rate ond likely to reverce in
8th yeor. From thig, it ic ¢onc¢luded thot there hoo been
decline in cenaitivity of ROTA due to ¢hange in level of
¢urrent oooet inveotment of firmo in the Non Finoncial

Service Induatry over the period under ctudy.
TABLE - 5: Linear Trend on Time Variable for Working Capital Leverage
2 Adj. t- p- D
Name of Industry R R2 Intercept Slope Statistic | value | Statistic
Serviée (oo o whole) 0.038 -0.042 0.489 | -0.001 -0.690 0.503 0.510
Critical Values of “t”
DF Probability (Alpha) Table Value —t
12 0.01 3.055
Durbin — Watson Statistic (D Statistic), K=1
N Probability (Alpha) Dy, (Lower Critical Value) Dy (Upper Critical Value)
12 0.01 0.697 1.023
Where, N < Sample cize ond K reprecente number of independent varioblec
TABLE — 6: Quadratic Trend on Time Variable for Working Capital Leverage
Name of 2 Adj. t-Statistic | t-Statistic F- D
Industry R R2 Intercept| Slopepl | Slopef2 p1 p2 Statistic | Statistic
Serviée (oo -3.250* | 3.081* 5.153%%*
awhole) 0.484 | 0.390 0.527 | -0.015 [ 0.001 0.008) | (0.010) (0.026) 0.819
* Reaulto cignifi¢ont ot 1% level of cignifi¢ance. ** Reoulto cignificont at 5% level of cignifi¢once.
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Critical Values of “t” and “F”
t-test F-test: Degrees of Freedom =2
DF Probability (Alpha) Table Value —t N Probability (Alpha) Table Value — F
11 0.01 3.106 11 0.01 7.21
11 0.05 2.201 11 0.05 3.98
Durbin — Watson Statistic (D-W Statistic), K =2

N Probability (Alpha) Dy, (Lower Critical Value) Dy (Upper Critical Value)

11 0.01 0.519 1.297

11 0.05 0.658 1.604

Where, N < Sample cize and K reprecento number of independent varioblec

C. Analysis of Current Assets Structure

In order to examine the atructure of CA, the compoaition of
CA with reference to various componentc of CA icctudied.
The ¢omputation for each rotio over the otudy period ic
precented in Toble 7.

Findings based on Descriptive Statistics (Refer Table —7)

112

Receivables formed the higheot chore in the current
acceto of Non Finonéial Service Induatry with 50% on
on averoge followed by Cach ond Bonk Balomée ot 20%;
Inventories, Looncond Advonéecsond Prepoid Expenceo
ot 8% each ond Marketoble Securitiesot 6%.

The lower rotio of inventory to CA nececoorily
diatinguichec the Non Finonéial Servic¢e Inductry from
the Monufocturing Inductriec where inventory ic

generally noted to be very high proportion of ¢urrent
aceto For e.g. Kontawolo ond Jochi (2010) obcervesd it
to be 39% in Steel Inductry; Alom ond Hooooin (2001) in
their otudy in Ship building inductry obcerved ITCAR
to be 62%; Jonokiromudu (2010) obcerved it to be
39.47% in Indion Commercial Vehi¢le induodtry;
Konnodhaoon (2007) obcerved ITCAR to be 31.75% in
Publi¢ Limited ¢omponies; Khatik ond Singh (2003)
founs it to be 26.42% in fertilizer inductry; Mallick ond
Sur (1999) obcerves it to be 56% in HLL; Podachi et ol
(2008) obcerved it to be 48% in Mourition Small
Monufoéturing firmo; Reddy ond Rao (1996) obcerved
it to be 37% in PSUg; whereao Sorma ond Chory (1999)
oberved to be 57% in Toba¢éo moanufocturing
¢ompony.

TABLE — 7: Yearly Mean of Current Asset Structure Ra tios
Year ITCAR | RTCAR | CBBTCAR | PETCAR |LATCAR |[MSTCAR

Mar-96 0.10 0.56 0.22 0.04 0.06 0.02
Mar-97 0.11 0.58 0.19 0.05 0.05 0.02
Mar-98 0.10 0.57 0.18 0.07 0.06 0.02
Mar-99 0.10 0.57 0.18 0.07 0.06 0.02
Mar-00 0.08 0.53 0.20 0.07 0.09 0.03
Mar-01 0.08 0.50 0.20 0.08 0.10 0.04
Mar-02 0.08 0.49 0.20 0.08 0.10 0.05
Mar-03 0.08 0.49 0.19 0.09 0.09 0.06
Mar-04 0.08 0.48 0.20 0.08 0.09 0.07
Mar-05 0.08 0.46 0.22 0.08 0.09 0.07
Mar-06 0.06 0.45 0.23 0.09 0.09 0.08
Mar-07 0.06 0.45 0.23 0.10 0.07 0.09
Mar-08 0.06 0.44 0.21 0.11 0.07 0.11
Mar-09 0.06 0.44 0.20 0.12 0.07 0.11
Mar-10 0.06 0.44 0.20 0.13 0.06 0.11
Mean 0.08 0.50 0.20 0.08 0.08 0.06
SD 0.02 0.05 0.02 0.02 0.02 0.03
CV(%) | 21.55 10.56 7.81 28.74 21.86 57.74

Recéeivableo ronged between 44% and 58% of ¢urrent
acetc with 50% of inveotment on on averoge in CA
being in the form of re¢eivobles. The meon RTCAR of
the Non Finon¢ial Serviée Inductry ic very high when

¢ompored with monufocturing inductries. For e.g.,
Jonokiromudu (2010) obcerved it to be 33.9%;
Konnodhaoon (2007) obcerved RTCAR to be 31%;
Khatik ond Singh (2003) found it to be 23.27%; Mallick
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ond Sur (1999)obaerved it to be 23.9%; Padachi et al
(2008) obcerves it to be 34%; Reddy ond Rao (1996)
obcerved it to be 37% whereos Sorma ond Chory (1999)
obcerved to be 16.54%. Loonc ond advonéec ronged
between 5% ond 10% with the firmoin Non Finonéiol
Service Inductry having 8% of average Loonc ond
Advonéeoin their CA Struéture.

The chare of ¢ach ond bonk balonée hacronged between
18% ond 23% wherein fluctuotiono ¢on be obcerved.
The chare of morketable cecurities haoronged between
2% ond 11% whi¢h hac chown on inéreocing trend
throughout the otudy period. The meon chore of ¢ach
acetoi.e., [Cach ond Bonk Balonée (CBB)+ Marketoble
Securities (MS)] of 26% indicatec o good liquidity
poaition of the Servi¢e Inductry whi¢h ¢on further be
cubctontioted by the onalycicofliquidity ratioc.

The chare of prepaid expencec hoo inéreaced which
meonc inéreaced blocking of fundo in the form of
Prepoid Expencec by the firmoin the Service Inductry
over the period under otudy. The changeoin ¢urrent acoet
ratioc have been progrecoive ond with lower volatility
throughout the ctudy period acevidenced by the voluecs
of SD.

Findings based on Inferential Statistics (Refer Tables 10
and 11)

A oignificont lineor trend ic oboerved for ITCAR,
RTCAR oo well ac PETCAR. The trend in ITCAR oo
aloo RTCAR icdeclining whi¢h icthug, the mojor Couce
for decline in CATAR obaerved in Pora A. 87% decline
in ITCAR ond 91.4% decline in RTCAR icexplained by
time factor indicating thot there icdecline in blo¢koge of
fundcin inventory ond re¢eivablecover the ctudy period
whi¢h meonoc thoat inventory ond receivoblec
monogement of the Inductry hoo improved ond further
oignolo inéreaced efficiendy in WCM. However, on
inéreacing lineor trend ic obaerved for PETCAR with
89.5% increace exploined by time foctor thereby
indicating thot over the ctudy period there ic inéreoced
blo¢king of fundasin the form of Prepaid Expencesin the
Inductry.
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However LATCAR ond MSTCAR exhibites o
oignificont quodrati¢ trend. LATCAR ic ricing ot
decéreacing rote ond the trend iclikely to reverce in the
Oth yeoar for the period under otudy. MSTCAR ic
obcerved to be ricing ot on inéreacing rate with 97%
inéreace in rotio exploined by time indicating that over
the otudy period there icricing trend of invecting idle
exéeoo Cach in the Service Inductry ond impliec
oyotemati¢ ond effi¢ient ¢ach monogement in the
induatry. Further, no cignifi¢ont trend ic obcerved for
CBBTCAR.

D. Analysis of Current Liabilities Structure Ratios

In order to exomine the otructure of ¢urrent liobilities, the
¢ompoaition of CL with reference to variouséomponentcof
CLioctudied. The computation for each rotio over the ctudy
period icprecented in Toble 8.

Findings based on Descriptive Statistics (Refer Table —8)

Trade Credit with 32% of the total CL ic the mojor
oour¢e of finon¢ing the Current aooeto of the Service
Inductry, followed by Provicionsat 22%, Other Current
Liobilities(OCL) at 16%, Short Term Bonk Borrowingo
(STBB) at 12%, Current Finoné¢ing Chorge (CFC) ot
10%, Depoaitc ond Advonces from Cuctomerc ond
Employeec (DACE) ot 8%. Aloo, omong the ¢urrent
liobilitieg, the Spontoneouccource of chort term finonce
(Trade Credit, CFC, Provicioncond OCL) icdominating
the ¢urrent liobilitiesotruéture ot 80% ond balonce 20%
¢omprices of the negotioted ocouréec of chort term
finonée (STBB ond DACE). TCCLR wosalco oboerved
to be major cource of finonéing ¢urrent acceto in the
otudy of Padachi et al (2008). However in the ctudy of
Akon ond Hooooin (1997) ond Khondelwol (1985) it woo
obaerved to be Bonk Borrowinga.

DACECLR hooinéreaced over the otudy period whereao
TCCLR, ond OCLCLR hoo reduced over the ctudy
period whereas, STBBCLR hao remained ctoble with
4.84% variation whi¢h ic loweot amongcat the CL
Structure Ratioa.

TABLE — 8: Yearly Mean of Current Liabilities Structure Ratios
Year TCCLR | DACECLR | PCLR | STBBCLR | CFCCLR | OCLCLR
Mar-96 0.35 0.03 0.21 0.12 0.10 0.19
Mar-97 0.34 0.04 0.22 0.12 0.10 0.18
Mar-98 0.34 0.05 0.21 0.12 0.10 0.18
Mar-99 0.34 0.05 0.19 0.13 0.11 0.18
Mar-00 0.32 0.06 0.20 0.13 0.12 0.17
Mar-01 0.31 0.10 0.20 0.12 0.11 0.16
Mar-02 0.34 0.10 0.20 0.12 0.11 0.13
Mar-03 0.35 0.10 0.20 0.12 0.11 0.12
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Mar-04 | 033 0.10 0.22 0.12 0.10 0.13
Mar-05 [ 032 0.10 0.23 0.12 0.10 0.13
Mar-06 | 032 0.09 0.24 0.11 0.10 0.14
Mar-07 | 031 0.10 0.24 0.12 0.08 0.15
Mar-08 | 029 0.10 0.25 0.13 0.08 0.15
Mar-09 [ 0.9 0.09 0.26 0.13 0.07 0.16
Mar-10 | 0.9 0.08 0.26 0.13 0.08 0.16
Mean | 0.32 0.08 0.22 0.12 0.10 0.16
sp| 0.02 0.03 0.02 0.01 0.01 0.02
cv) | 657 32.48 10.52 4.84 14.53 14.16

Findings based on Inferential Statistics (Refer Tables 10
and 11)

A oadignifiéont negotive lineor trend ic oboerved for
TCCLR indic¢ating thot over the ctudy period there ica
decline of 66.2% in the chare of trade ¢redit to CL.
However no oignificont trend ic obcerved for
STBBCLR thereby indi¢ating that chore of STBB in
total CL haonot undergone cignifi¢ont chongecover the
otudy period oo alco obcerved in findingo of 8. For
remoining CL Structure rotioo o cignificont quodrati¢
trend icfound.

DACECLR ond CFCCLR oare inéreaoing ot deéreacing
rote ond the trend iclikely to reverce in 11th and 5th yeor
reopectively whereao the ratiog; OCLCLR ond PCLR
are folling ot in¢reacing rote ond the trend ic likely to
reverce in 9th ond Sth yeor regpectively. Hence, it ic
¢oncluded that over the otudy period there icpreference
for DACE ond CFC oo a courée of finon¢ing ¢urrent
accetoover Trade Credit, OCL ond Proviciona.

E.Liquidity Analysis

Findings based on Descriptive Statistics (Refer Table —9)
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The Servi¢e Inductry’c CR ronged between 1.68 ond
2.03 whereaothe QR ronged between 1.89 and 2.35. The
yeorly meon CR icobove the thumb rule in all the yeorc
excéept, 2008 & 2009 whereao the yeorly meon QR ic
above the thumb rule in oll the yeoara Since the

inveotment in inventoriec ic only 8% of the Current
ooeeto, it ¢on be oboerved that the difference in the meon
¢urrent rotio ond quick ratio icoloo very leco.

The inductry ALR ronged between 0.49 ond 0.91 with
yearly ALR being obove the thumb rule in all yearc
excéept 1997 & 1998. On on averoge the Non Finoncial
Servi¢e Inductry maintainc * 2.28 of ¢urrent oowets,
2.10 of qui¢k acetoond * 0.70 ac ¢och acoetoagoinat * 1
of ¢urrent liobilitiec indi¢ating o comfortoble liquidity
poaition in the induatry.

CR indicateo thot the inductry ic having o very good
liquidity poaition whi¢h icaloo cubotontioted by the foct
that thot the inductry iomointaining high level of ¢urrent
acceto in proportion to total accets. However, oo quick
rotio ic¢onaidered to be amore rigoroucteat of liquidity
when ¢ompored with Current rotio, it ¢on be conéluded
that the Non Finonc¢ial Servié¢e Inductry enjoyed cound
liquidity poaition for the celected time frame. ALR
indicatec liquidity poaition in oboolute cence ond the
meon ALR of 0.70 indicatec thot the Non Finonciol
Servi¢e induatry ic te¢hnically colvent, ¢ach rich with
very good chort term liquidity. Further, aricing trend in
ALR whereaca folling trend in CR and QR icoboerved.
Thic phenomenon indi¢atec thot over the ctudy period
there ic inéreace in Cach oooetc whereas decline in
receivobleo, inventoriecond other current oooeto.

TABLE —9: Yearly Mean of Liquidity Ratios
Year CR QR ALR
Mar-96 2.45 2.29 0.72
Mar-97 2.22 2.05 0.49
Mar-98 2.28 2.12 0.49
Mar-99 2.33 2.18 0.52
Mar-00 2.49 2.35 0.67
Mar-01 2.34 2.21 0.67
Mar-02 231 2.18 0.70
Mar-03 231 2.18 0.75
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Mar-04 2.19 2.06 0.69
Mar-05 2.11 1.98 0.73
Mar-06 2.17 2.07 0.80
Mar-07 2.22 2.12 0.83
Mar-08 1.98 1.89 0.75
Mar-09 1.99 1.89 0.80
Mar-10 2.06 1.96 0.91
Mean| 223 2.10 0.70
sp| 0.5 0.14 0.12
cvV()| 679 6.46 17.45

Findings based on Inferential Statistics (Refer Tables 10
and 11)

A oignificont ricing trend obcerved for ALR indicoteo
thot over the period under ctudy liquidity meacured in
termo of ¢ach acwetoto CL hacincreaced. Alternatively,
it aloo cignifiec in¢reace in ¢ach oooeto over the otudy
period which ic in line with the cignificont quadratic
trend oboerved for MSTCAR.

However, CR ond QR exhibit cignificont declining

trend with 63.8% decline in CR ond 51.2% decline in
QR explained by time which indicatec on improvement
in liquidity monogement of the inductry over the period
under ctudy. It aloo indicatecthat the inductry icmoking
effortc to 6o away with the exéeoo liquidity oo olco
evident by the yearly meon rotioc ac precented in Table
9. Thece recultcare alco in line with the deéline oboerved
in CATAR in Pora A. Further, the decline in CR ond QR
icattributoble to decline in ITCAR ond RTCAR in Pora
C.

TABLE — 10: Linear Trend on Time Variable for CA, CL Structure and Liquidity Ratios
Category & Name of Ratio R’ Al;lzj * | Intercept | Slope s ta:;s tic vz?l;le D Statistic
Current Asset Structure Ratios
ITCAR 0.872 0.863 0.108 -0.004 | -9.432* 0.000 1.711
RTCAR 0.914 0.907 0.586 -0.011 | -11.741* | 0.000 0.864
CBBTCAR 0.162 0.097 0.192 0.001 | 1.584 0.137 0.907
PETCAR 0.895 0.887 0.043 0.005 | 10.527* 0.000 0.871
LATCAR 0.029 -0.045 0.072 0.001 | 0.628 0.541 0.473
MSTCAR 0.964 0.962 0.000 0.008 | 18.787* 0.000 0.906
Current Liabilities Structure Ratio
TCCLR 0.662 0.636 0.354 -0.004 | -5.045* 0.000 1.102
DACECLR 0.544 0.509 0.045 0.004 | 3.940* 0.002 0.502
PCLR 0.662 0.636 0.188 0.004 | 5.046* 0.000 0.514
STBBCLR 0.046 | -0.027 0.120 0.0003 | 0.795 0.441 1.053
CFCCLR 0.499 0.461 0.116 -0.002 | -3.599* 0.003 0.690
OCLCLR 0.297 0.242 0.177 -0.003 | -2.341** | 0.036 0.344
Liquidity Ratios
CR 0.638 | 0.610 | 2446 | -0.027 | -4.786* | 0.000 1.597
QR 0512 | 0474 | 2276 | -0.022 | -3.693* | 0.003 1.566
ALR 0.661 | 0.635 | 0523 ]0.022 |5032% | 0.000 1.548
* Indicating cignifiont recultc ot 1% level of cignificance.
** Indi¢oting cignificont recultc ot 5% level of cignificance.
Criti¢ol Voluecof “t”
Degrees of Freedom Probability (Alpha) Table Value —t
13 0.01 3.010
13 0.05 2.160
Durbin — Watson Statistic (D-W Statistic), K= 1

N Probability (Alpha) Dy, (Lower Critical Value) Dy (Upper Critical Value)

13 0.01 0.738 1.038

13 0.05 1.010 1.340

Where, N < Somple cize ond K reprecento number of independent voriobles
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TABLE — 11: Quadratic Trend on Time Varia ble for CA, CL Structure and Liquidity Ratios
Category & 2 L2 Int " Slope Slope t-Statistic | t-Statistic F- D-
Name of Ratio R Adj. R ntercep . B2 B1 B2 Statistic | Statistic

Current Asset Structure Ratios
8.88 -3.053%* 0.894 44.193*
ITCAR 0.880 0.861 0.112 -0.005 QE-5 0.000) | (0.389) (0.000) 1.832
-4.989* 2.004 86.932%*
RTCAR 0.935 0.925 0.607 -0.018 | 0.0005 (0.000) | (0.068) (0.000) 1.191
-1.293 0.406 -0.053 1.159
CBBTCAR | 0.162 0.022 0.191 0.002 E-5 0.692) | (0.959) | (0.347) 0.909
9.454 1.697 0.735 53.713*
PETCAR 0.900 0.883 0.047 0.004 E-5 (0.115) 0.477) | (0.000) 0.913
-0.000 5.663* -5.551% [ 16.054*
LATCAR 0.728 0.683 0.035 0.014 3 (0.000) | (0.000) | (0.000) 1.491
0.00019| 2.886** | 2.088** [224.272*
MSTCAR 0.974 0.970 0.008 0.004 6 0.014) | (0.059) | (0.000) 1.181
Current Liabilities Structure Ratio
-0.000 0.264 -1.545 15.277*
TCCLR 0.718 0.671 0.340 0.001 3 0.796) | (0.148) (0.001) 1.339
-0.00 7.789%* -6.158% | 48.764*
DACECLR | 0.890 0.872 0.005 0.018 088 (0.000) (0.000) (0.000) 1.521
0.00063| -2.673**| 4.713* 44.607*
PCLR 0.881 0.862 0.217 -0.006 8 (0.020) | (0.001) (0.000) 1.325
0.0001| -1.144 1.373 1.280
STBBCLR 0.176 0.038 0.126 -0.002 24 0.275) | (0.195) (0.313) 1.210
-0.000 | 3.106* -4.567* | 26.797*
CFCCLR 0.817 0.787 0.095 0.005 47 (0.009) | (0.001) (0.000) 1.839
-5.749% 4.968* 20.076*
OCLCLR 0.770 0.732 0.217 -0.017 0.001 (0.000) (0.000) (0.000) 0.838
Liquidity Ratios
0.232 -1.432 13.405*
CR 0.691 0.639 2.354 0.005 -0.002 (0.820) | (0.178) (0.001) 1.938
0.486 -1.420 8.361%*
QR 0.582 0.513 2.181 0.012 -0.002 (0.636) (0.181) (0.005) 1.892
0.594 0.565 12.159*
ALR 0.670 0.615 0.554 0.012 0.001 (0.564) | (0.583) (0.001) 1.530
Critical Values of “t” and “F”
t-teot F-teat: Degreec of Freedom < 2
DF Probability (Alpha) Table Value —t N Probability (Alpha) [ Table Value — F
12 0.01 3.055 12 0.01 6.93
12 0.05 2.179 12 0.05 3.88
Durbin — Watson Statistic (D-W Statistic), K =2
N Probability (Alpha) Dy, (Lower Critical Value) Dy (Upper Critical Value)
12 0.01 0.569 1.274
12 0.05 0.812 1.579
Where, N < Somple cize ond K reprecentc number of independent voriobles

Conclusions and Suggestions
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From the onalyaig, it ic ¢on¢luded that even the Non
Finon¢ial Serviée Inductry ic ¢haracterized with high
CATAR.

It ic¢onc¢luded that the Service Induatry icfollowing on
aggrecoive approach of finonéing itc ¢urrent oooeto
whic¢h woooloo obaerved in the otudy of Prodhon (1986)
for 6 monufocturing inductriec. The reacon ¢on be
acoigned to the good reputation, ectobliched bucinecss
ond ¢reditworthiness due to which the Service Inductry
haca¢éeasto ond icable to utilize more chort term fundc

to finance itoCurrent oooeto.

It ic¢oncluded that there icdecline in utilizotion of long
term aowell actotal debt for aooet finon¢ing in the Non
Finon¢ial Serviée Induatry.

The Non Finonéiol Servic¢e Inductry icdoing oway with
the exéeao liquidity by reduéing inveotmentoin ¢urrent
acetc leoding to decline in CATAR ond grodually
adopting on oggrecoive working Copitol inveotment
policy.

It ic¢onc¢luded that there hacbeen deéline in cenaitivity
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of ROTA due to ¢honge in level of Current acoet
inveatment of firmo in the Non Finonéiol Service
Inductry over the period under ctudy.

* Receivobles formed the higheot chare in the current
accetcof Non Finonéiol Service Inductry with 50% on an
averoge followed by Cach ond Bonk Balonée ot 20%;
Inventories, Looncond Advonc¢ecand Prepaid Expenceo
ot 8% each ond Marketoble Securitiecot 6%.

* The lower ratio of inventory to CA neéecoorily
diatinguichec the Non Finandéial Serviée Inductry from
the Monufocturing Inductriec where inventory ic
generolly noted to be very high proportion of ¢urrent
oooete.

* The meon RTCAR of the Non Finon¢ial Serviée
Inductry woofound to be very high when compored with
monufocturing indudtriec.

* Itioc¢oncluded thot there icdecline in blockoge of fundo
in inventory ond reéeivablec over the otudy period
indi¢ating improvement in inventory ond reéeivobleo
monogement of the Inductry whi¢h further cignolo
inéreaced efficiency in WCM.

* Iticcéoncluded that there icinéreaced blocking of fundo
in the form of Prepaid Expencecin the Induatry.

* Thereicaricing trend of inveating idle exéeaséach in the
Servi¢e Inductry ond impliec oyctemati¢ ond efficient
¢ach monogement in the inductry.

*  Trode Credit with 32% chore of the total CL icthe mojor
ocource of finoncing the current oooeto of the Service
Inductry. Alco, omong the Ccurrent liobilities, the
Spontoneouccourcée of chort term finonée (Trade Credit,
CFC, Provicionc ond OCL) ic dominating the ¢urrent
liobilitiec atru¢ture ot 80% ond boalonée 20% Compricec
of the negotiated courcec of chort term finonée (STBB
ond DACE).

e It ic ¢onc¢luded that over the otudy period there ic
preference for DACE ond CFC aca cource of finoncéing
¢urrent aocetoover Trade Credit, OCL ond Provicionae.

e  On on averoge the Non Finoncial Serviée Inductry
mointainc” 2.28 of ¢urrent aooeto, * 2.10 of quick acceto
ond * 0.70 oo cach acetoogainat * 1 of ¢urrent liobilitieo
indi¢ating o Comfortoble liquidity pocition in the
induatry.

e The Liquidity Monogement of Non Finoncial Service
Inductry hac improved over the otudy period ond ic
ohedding exéeaoliquidity in idle ¢urrent acoeto.
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