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C H A P T E R – I

INTRODUCTION

OBJECTIVES OF THE STUDY

METHODOLOGY OF THE STUDY

FRAME WORK OF THE STUDY

LIMITATIONS OF THE STUDY

I N T R O D U C T I O N

Transformer is an electrical device in which energy is transformed from one circuit to another circuit without change in frequency by mutual induction. 

Transformers are classified into broad categories and classification according to Rating,  Core, Cooling, Voltage class. For our understanding, we consider only two types of transformers. 

1) Step-up Transformer and 

2) Step-down Transformer

Step-up Transformer: If the secondary voltage is more than the primary voltage, it is called step-up Transformer. 

Step-down Transformer: If the secondary voltage is less than the primary voltage, it is called step-down transformer.

Transformers are among the most efficient machines 95% efficiency being common in lower capacity ranges, while an efficiency of the order of 99%is achievable in high capacity; transport constraints, handling facilities, etc. being the limiting factors. The lower limit is governed by the allowable no-load loss.

OBJECTIVES OF THE STUDY

The study is based on the following objectives:

1. To study the growth and development of the transformer manufacturing industry in 

     general.

2. To study the profile of the Vijai Electricals Ltd.

3. To evaluate the financial performance of the Vijai Electricals Ltd., by calculating 

    Liquidity Ratio, Leverage Ratios, Turnover Ratios & Profitability Ratios.

METHODOLOGY OF THE STUDY

The Data is  collected from the following two sources:

1. Primary Sources:

Most of the information is collected from:

-Personal observation by visiting Different departments.

-Personal Interview.

2. Secondary Sources:

1. Published material about VE Ltd., such as the annual reports of the last five years.

2. Survey of Transformer Industry published in various Manuals and journals.

3. Internal records and files of V.E.  Ltd. including information reports.

4. Advertisements published in various magazines and various rented books.

FRAME  WORK OF THE STUDY

The total study is printed in 6 chapters:

Chapter 1    
Briefly reviews Introduction, objectives of the study, Methodology of the 

study and Limitations o the study.

Chapter 2    
Deals with Company Profile, Product Range and List of orders executed            for the year 2002-2003. 

Chapter 3     
Deals with History of the V.E. Ltd., Organization setup, and manufacturing process of transformer in V.E. Ltd.

Chapter 4     
Has been devoted for an extensive coverage of Financial Management its role in corporate management, meaning, importance and significance of ratio Analysis, Limitations of the Ratio Analysis and Types of Ratios.

Chapter 5   
Out lines of overall financial analysis of V.E. Ltd. by calculations various 

ratios like Liquidity Ratios, Leverage Ratios, Activity Ratios and Profitability Ratios.

Chapter 6    
Concludes the study with suggested measures for better financial system in 

V.E. Ltd.

LIMITATIONS OF THE  STUDY

The study has been conducted in a systematic and comprehensive way so as to make the project work an enviable one. However, the topic under study may not be free from limitations due to the facts.

The major limitation of the project under study was time.  Since it was to be completed within a short period of time.  Which is not sufficient to undertake a comprehensive study.

Non-availability of complete information is also a limit.

C H A P T E R – II

1) VIJAI ELECTRICALS LTD-COMPANY PROFILE

2) DESCRIPTION OF CORPORATE OFFICE AND MANUFACTURING UNITS

3) PRODUCT RANGE 

4) DOMESTIC AND INTERNATIONAL CUSTOMERS

Company Profile: 

The Company was established in the year 1973 for the design and manufacture of Distribution and Power Transformers.   Catering to the needs of Electricity Boards and Private Enterprises within the country, the company became very soon one of the leading manufacturers of Transformers in the country.   Its world class design supplemented by State-of-the-art technology, established and managed professionally with robust quality systems and modern manufacturing and testing facilities, the company embarked on ventures of export to foreign countries and today the organization exports 60% of its turnover to many countries.

In its manifold stages of growth, the early breakthrough was made when the company bagged a massive order for the supply of Distribution Transformers from Andhra Pradesh State Electricity Board.  Following this, newer approaches to achieve higher standards of Product Quality, enhanced Productivity were adopted in quick succession with bright prospects for higher growth and progress.   Most modern additional facilities were added for design and manufacture, supported by well-established systems and Hi-tech practices in all the functions across the entire organisation, and the performance reached newer heights.


The Company embarked on a new venture to manufacture Single Phase Wound Core Transformers and today the company has admirably credited itself with being the sole manufacturer in the country, carving out a niche for itself in the design and manufacture of Single Phase Wound Core Transformers in the world.


At this juncture, the company witnessed a climate of highly motivated and empowered work force willing to give the further impetus to the growth and this triggered off a major expansion, culminating in the establishment of the exclusive Amorphous Metal Transformers Plant comprising of most modern integrated manufacturing facilities.


The subsequent phase witnessed the beginning of a era of export with the company executing the first-ever export order which rapidly enhanced culminating in a newer height with a whopping export turnover of US $ 29 million during the year 1996-97.  Efforts to augment this share in the world market are topmost in the agenda of the Company’s Business Plan.


Today the organization draws its strength from the highly motivated workforce which consists of qualified, trained and experienced Managers, Engineers, Supervisors and Workmen, ever willing to meet the exacting and changing demands of the enlightened customers, and wholly committed to working towards the company’s vision of leadership in the Transformer Industry.


While the Workmen and Supervisors undergo the induction training, the Graduate Engineers undergo a vigorous one year training programme to gain skill, knowledge and competence, in order that they can measure upto the challenging tasks and assume higher responsibilities.


For achieving Managerial excellence, individuals identified for taking up vital Managerial position undergo long term training in the reputed Premier Management Institutes of the country.


Employees at various levels and from diverse functions are exposed to various Technical and Behavioral training programmes based on the identified needs for self-development and for the enhancement of organisational effectiveness.

QUALITY 

The Company has well-established Quality systems to ensure quality at all stages and in all functions in a climate of Total Quality Work Culture, where participation by everyone reigns supreme.   Quality is a watchword across the entire organisation and has proved to be a corner stone for the Company’s sustained growth and success. 

  The three major Plants of the Company have their independent ISO 9001 certification and have been successfully passing through the certification of Surveillance and renewal audits since the year 1994.   Achieving Customer Satisfaction is the quality policy of the company and to this end the company has been adopting progressive measures visualising quality as a key strategy to stay competitive in the business.

CORPORATE OFFICE AND MANUFACTURING UNITS :

Unit –I 

The first plant of Vijai Electricals Ltd. having the requisite outfit to cater not only to the 

manufacture of Distribution and Power Transformers of various ratings, but also to undertake servicing.

Total Built-Up Area:  6,617.15 sq.mts.

Unit- II

It has wide ranging facilities across the various disciplines with capacity to meet the ever growing needs of the customers in terms of their exact design specifications and stringent quality requirements. While the major portions of operations, center round the Distribution and Power Transformers of various ratings upto 10 MVA, the plant also has the facility to manufacture Cast Resin Dry Type Transformers, a product being produced by only a few renowned manufacturers in the country.

Total Built-Up Area : 16,111.68 sq.mts.

List Of Products Manufactured in Unit-II :

	Sl. No.
	Type
	Volt

Class (kV)
	Range
	Relevant Standards

	1
	3 Phase Oil Filled Power Transformers

CRGO Silicon steel
	66
	Upto 10000 kVA
	IS, IEC, ANSI, JIS, DIN, BS etc.

	2
	3 Phase Oil filled Dist. Transformers – CRGO Silicon steel
	36
	Upto 4000 kVA
	- do -

	3
	1 Phase Oil filled Dist. Transformers

CRGO Silicon steel & Amorphous Metal
	12
	Upto 167 kVA
	- do -

	4
	1 Phase Oil filled Power Transformers

CRGO Silicon steel
	36
	Upto 3333 kVA
	- do -

	5
	CSP transformers

(Completely Self Protected)
	12
	Upto 315 kVA
	- do -

	6
	Cast Resin Transformers

CRGO Silicon steel
	36
	Upto 8000 kVA
	- do -

	7
	Pad Mounted Transformers

CRGO Silicon steel
	36
	Upto 2500 kVA
	- do -


Unit –III

An exclusive unit for the manufacture of Single Phase and Three Phase Energy Efficient Amorphous Metal Distribution Transformers of Conventional and Completely Self Protected (CSP) types. It stands out as a distinguishable manufacturing plant employing the most modern equipment and practices. The plant, engaged in world class manufacturing practices is the only one of its kind in the country and in the world outside the USA.

Total Built-Up Area : 4,456 Sq.mts.

List Of Products Manufactured in Unit-III :

	Sl. No.
	Type
	Volt

Class (kV)
	Range
	Relevant Standards

	1.
	1 Phase Oil filled Dist. Transformers

CRGO Silicon steel & Amorphous Metal
	12
	Upto 167 kVA
	- do -

	2.
	3 Phase Oil filled Dist. Transformers

(Amorphous metal)
	36
	Upto 1000 kVA
	- do -


UNIT- IV

The conductor plant division was established in 1997 to meet the high quality demands of magnet wires by the customers, and to cater to the needs of all units of the company for all types of Enamel coated, Paper covered and Fibre glass covered Copper and Aluminium Wires as per IS, IEC, BS, NEMA and JIS standards.

The plant is equipped with state-of-the-art technology Wire drawing, In-line enamelling, Transposing and other machinery of renowned machine suppliers. The Quality Testing lab has the latest equipments for conducting all routine and type tests to confirm quality of wires as per National and International standards and customer satisfaction. The total plant is provided with a dust free environment. The following is a list of products of the Conductor Plant.
	Sl.No
	Product
	Indian Standard
	International Standard

	1
	Enamelled Round Copper Wires (Terebec 101.36)
	IS 13730 Part 0-Sec 1 & Part 34
	IEC 60317-0-1 & 60317-34

	2
	Enamelled Rectangular Copper Wires (Terebec Fn)
	IS 13730 Part 0-Sec 2 & Part 16
	IEC 60317-0-2 & 60317-16

	3
	PVA Enamelled Rectangular Copper Wires-Class 105 (Formvar 1530)
	IS 13730 Part 0-Sec 2 & Part 17
	IEC 60317-0-2 & 60317-17

	4
	PVA Enamelled Rectangular Copper Wires-Class 120 (Sivaform 120/22B)
	IS 13730 Part 0-Sec2 & Part 18
	IEC 60317-0-2 & 60317-18

	5
	Paper Covered Round Copper Wires
	IS 7404 Part 1
	 -

	6
	Paper Covered Rectangular Copper Wires
	IS 13730-Part 27
	IEC 60317-27

	7
	Glass Fibre Covered varnish Bonded Bare Round Copper Wires
	IS 4685-Part 1
	 -

	8
	Glass Fibre Covered Varnish Bonded Bare Rectangular Copper Wires
	IS 13730-Part 0-Sec 4
	IEC 60317-0-4

	9
	Glass Fibre Covered Varnish Bonded Enamelled Round Copper Wires
	IS 11184
	 -

	10
	Glass Fibre Covered Varnish Bonded Enamelled Rectangular Copper Wires
	IS 13730 Part 0-Sec 4 & Part 16
	IEC 60317-16

	11
	Paper Covered Round Aluminium Wires
	IS 6162 Part 1
	 -

	12
	Paper Covered Rectangular Aluminium Wires
	IS 6162 Part 2
	 -

	13
	Enamelled Round Aluminium Wires (Formvar 11313C)
	IS 13730 Part 0-Sec 3 & Part 6
	NEMA MW 1000, 15/18

	14
	Enamelled Rectangular Aluminium Wires (Formvar 11313C)
	-
	NEMA MW 1000, 15/18

	15
	Continuously Transposed Conductor Cable (No of Strands 5 to 35)
	IS 3855, IS 2654, IS 9335, IS 2069, IS 4654
	IEC 60264, IEC 60317, IEC 60554, IEC 60851

	16
	Tinned Copper Fuse Wire
	IS 9926 / IS 8130
	 -


PRODUCT RANGE :

Product Range 

	Sl. No.
	Type
	Volt

Class (kV)
	Range
	Relevant Standards

	1
	3 Phase Oil Filled Power Transformers

CRGO Silicon steel
	66
	Upto 10000 kVA
	IS, IEC, ANSI, JIS, DIN, BS etc.

	2
	3 Phase Oil filled Dist. Transformers – CRGO Silicon steel
	36
	Upto 4000 kVA
	- do -

	3
	1 Phase Oil filled Dist. Transformers

CRGO Silicon steel & Amorphous Metal
	12
	Upto 167 kVA
	- do -

	4
	1 Phase Oil filled Power Transformers

CRGO Silicon steel
	36
	Upto 3333 kVA
	- do -

	5
	3 Phase Oil filled Dist. Transformers

(Amorphous metal)
	36
	Upto 1000 kVA
	- do -

	6
	CSP transformers

(Completely Self Protected)
	12
	Upto 315 kVA
	- do -

	7
	Cast Resin Transformers

CRGO Silicon steel
	36
	Upto 8000 kVA
	- do -

	8
	Pad Mounted Transformers

CRGO Silicon steel
	36
	Upto 2500 kVA
	- do -

	9
	Continuously Transposed Conductors  ( CTC )
	 
	Upto 35   parallel
	- do -

	10
	Winding Wires

(Copper/Aluminium)

Enameled / Multi Paper Covered/ Fiber Glass Covered etc. 
	
	 As Reqd.
	- do -

	11
	 Transformer Oil
	
	 As Reqd.
	- do -


DOMESTIC AND INTERNATIONAL CUSTOMERS

Domestic Customers :

· Andhra Pradesh State Electricity Board

· Ahmedabad Electricity Company Ltd.

· Assam State Electricity Board

· Bombay Suburban Electric Supply Limited, Mumbai

· Bombay Electric Supply and Transport Undertaking, Mumbai

· Bihar State Electricity Board

· Delhi Vidyut Board

· Department of Atomic Energy, Mumbai

· Gridco, Bhubaneshwar

· Govt. of Jammu and Kashmir

· Gujarat Electricity Board

· Haryana State Electricity Board

· Himachal Pradesh State Electricity Board

· Indian Railways

· Karnataka Electricity Board

· Kerala State Electricity Board

· Larsen & Toubro Ltd.

· Madhya Pradesh Electricity Board

· Maharashtra State Electricity Board

· Nuclear Power Corporation

· Punjab State Electricity Board

· Rajasthan State Electricity Board

· Siemens Ltd.

· Singareni Colleries Co.Ltd.

· Tamil Nadu Electricity Board

· Uttar Pradesh State Electricity Board

Global Customers

· Dubai Electricity and Water Authority, Dubai

· Electricity Authority, Cyprus

· Electricity Corporation of Ghana, Ghana

· Eletropaulo- Eletricidade de Sao Paulo S.A., Brazil

· Fasons Metal Industries, Bangladesh

· Ho Chi Minh City Power Corporation, Vietnam

· Kuwait Oil Company, Kuwait

· Ministry of Electricity and Water, Oman

· National Electrification Administration, Philippines

· Nepal Electricity Authority, Nepal

· Rural Electrification Board, Bangladesh

· Sena Kalvan Sangstha, Bangladesh

· Water and Electricity Department, Al Ain, UAE

· Wescosa, Saudi Arabia

· Zimbabwe Electricity Supply Authority, Zimbabwe
C H A P T E R – III

A) HISTORY OF VIJAI ELECTRICALS LTD.

B) MANUFACTURING PROCESS OF TRANSFORMERS.

C) ORGANISATION CHART

A) HISTORY OF VIJAI ELECTRICALS LTD.

Vijai Electricals Limited (VEL) was promoted by Shri D.J.Ramesh, Chairman & Managing Director, a first generation technocrat in 1973, as a small-scale unit to manufacture transformers, immediately after completion of his Master of Technology in Transformer Design. The unit was started as a proprietary concern under the technocrat scheme of State Bank of India with an initial capital investment of Rs 1.30 lacs. It was converted into a company form of organisation as a Private Limited Company in 1980 and subsequently became a public company in 1992.

In its saga of 30 years, it has crossed several mile stones and introduced several new technologies to the Power Distribution Systems in the country and in the process of its pioneering efforts, it has established it’s presence felt in the form of Completely Self-Protected (CSP) Transformers, Single Phase Transformers, Cast Resin Transformers, Amorphous Core Transformers, etc.  Its energy efficient Amorphous Core Transformer is a class by itself as it saves 75% of “No-Load Losses” in a transformer which constitute a major factor in the distribution losses and this is what is desired by the Governments at Central and State levels. For its contribution in the field, quality of the products and revenues to the exchequer it has been bestowed with several awards at the State and National levels, the details of which are given in an Annexure.

In line with its technological advancements, its sales have also grown at a steady pace in the last two decades. The net turnover as on 31.3.2003 is Rs.174 crores and the estimates for the financial year 2003-04 are Rs.301 crore.

as well as the Quick ratio
TECHNICAL COLLABORATION (PAST) :

	Single Phase Wound Core Distribution Transformers


	-
	M/s.  Westinghouse Corporation,  USA  



	CLR Breakers.


	-
	M/s.  Westinghouse Corporation, USA 

	 Amorphous Metal Core Distribution   Transformers
	-
	M/s.  Daihen Corporation, Japan


MANUFACTURING PROCESS OF TRANSFORMERS :

MANUFACTURING PROCESS FOR SINGLE PHASE
TRANSFORMERS

	1
	CORE SLITTING
	Cores are made out of High Grade Grain Oriented Silicon Steel received in coil form, the core is slit to required width. 

	
	
	

	2
	CORE WINDING
	Slit core is automatically wound on core wrapper, which cuts each tone with a controlled gap and overlap.  At the conclusion of a given number of turns a short turn is cut to overlay the joint made by the first cut in the core.  Step lap joints help to reduce core losses.

	
	
	

	3
	CORE FORMING 
	The circular core coils are being positioned on the centering tables of core forming machines to form its periphery with pre-determined dimensions. 

	
	
	

	4
	CORE COIL ANNEALING
	Formed wound cores fitted with tooling frame and wedges are being annealed in a Bell type batch-annealing furnace.  The annealing temperature is 810 Deg.C per 10 Deg. C.  This ensured that the core retains its specific loss values.

	
	
	

	5
	COIL WINDING
	The low and high voltage windings are of insulated Copper Conductors.  These are wound on variable speed machines.

	
	
	

	6
	CORE COIL ASSEMBLY
	The annealied core, with tooling frame and wedges removed, will be ready for assembling on coil.  Core will be assembled on coil in batches ensuring that every lamination occupies its original position.  Two sets of cores will be assembled on to one coil in shell type core construction.  The assembled core and coil will then be clamped with core clamps placed at top end bottom of the assembly.  The core clamps will be strapped and tightened properly with suitable tensioners and crimping tools. 

	
	
	

	
	
	

	7
	VACUUM DRYING
	The core coil assembly is treated under a controlled heating and vacuum drying process to ensure removal of the complete moisture.

	
	
	

	8
	TANK FABRICATION
	Tanks are fabricated from mild steel frames of adequate thickness by shearing, forming and slitting process.  Cooling radiators of required surface area are manufactured from CRCA sheets which also form part of the external fittings.  The welded tank is subjected to rust and grease removal process and then an undercoat paint applied to the same. 

	
	
	

	9
	TANKING & OIL FILLING
	The inside of the tank is thoroughly cleaned and dried.  Then the core coil assembly is lowered into the tank.  There after degasses oil is filled into the transformer.  Tanking is done immediately after the core coil assembly is taken out of the vacuum drying oven.

	
	
	

	10
	FINISHING & TESTING
	After vacuum filling, the external fittings are assembled on to the transformer and final coat of paint of adequate thickness is applied.  Then the transformer is subjected to all the test as specified by the relevant standards and customer requirements.  The tests are witness by the customer / customer’s representative.  After the inspection is completed, the transformer is packed into wooden cases and then shipped to the destination.


* * *

MANUFACTURING PROCESS OF ALL THREE PHASE

OIL FILLED TRANSFORMERS

	1
	CORE

(Slitting, Cutting & Annealing)
	The core is manufactured from High Grade Cold Rolled Grain Oriented Silicon Steel laminations.  The core material received in reels of 914 mm width are slit into the required sizes.  These slits are then cut into the required lengths and then subjected to an annealing process at about 800 Deg. C for relieving the mechanical stresses. 

	
	
	

	2
	WINDING
	Windings are manufactured from paper covered Electrical Quality Copper / Aluminium Conductors.  The copper conductors of the required cross sections are wound on variable speed winding machines using suitable mandrels as per the design specifications.  The tappings required for voltage variation are also taken out during the winding process.

	
	
	

	3
	CORE ASSEMBLY
	The annealed core laminations are stacked to form the core assembly on suitable clamping frames.

	
	
	

	4
	CORE COIL ASSEMBLY
	The assembled core will be erected into a vertical position and the top yoke will be removed.  The windings are then inserted on to the core limbs and then the top yoke is re-assembled.  The core coil assembly with all the lead wires and internal components are then transferred to a vacuum drying process for removing moisture.

	
	
	

	5
	TANK FABRICATION
	Tanks are fabricated from mild steel frames of adequate thickness by shearing, forming and slitting process.  Cooling radiators of required surface area are manufactured from CRCA sheets, which also form part of the external fittings.  The welded tank is subjected to rust and grease removal process and then an undercoat paint applied to the same.

	
	
	

	6
	TANKING & OIL FILLING
	The inside of the tank is thoroughly cleaned and dried.  Then the core coil assembly is lowered into the tank.  There after degassed oil is filled into the transformer.  Tanking is done immediately after the core coil assembly is taken out of the vacuum drying oven. 

	
	
	

	7
	FINISHING & TESTING
	After vacuum filling, all the external fittings are assembled on to the transformer and final coat of paint of adequate thickness is applied.  Then the transformer is subjected to all the tests as specified by the relevant standards and customer requirements.  The tests are witnessed by the Independent Inspection Agency appointed by the customer.


* * *

C H A P T E R – IV

A) FINANCIAL MANAGEMENT ITS ROLE IN CORPORATE MANAGEMENT

B) MEANING, IMPORTANCE AND SIGNIFICANCE OF RATIO ANALYSIS

C) LIMITATION OF RATIO ANALYSIS

D) TYPES OF RATIOS
FINANCIAL MANAGEMENT ITS ROLE IN CORPORATE MANAGEMENT

The primary purpose of a business firm in the ultimate analysis is to achieve the corporate objective. In the process the organisation performs such business functions as production and distribution of goods and services and finance. The modern approach to Financial Management calls the  management to make atleast fundamental decisions viz:

1.Where to inset the funds and in what amount?

2. How much to pay in dividends ? and,

3.From where to raise and in what amount?

Thus the financial Management is invested with the objective of ‘Maximisation of  owners economic welfare’ through wealth maximization rather than through profit maximization by an aptional combination of the three decisions also known respectively as the Investment decision, Dividend decision, and Financing decision. These three in turn are inter-related.

Production and distribution require an investment of both fixed and working capital in order to produce a flow of funds i.e., cash is invested in raw materials that are processed by the fixed assets into finished goods or service that in turn are sold and ultimately converted by back into cash. It is this flow of funds that vitally concerns financial management, because if the flow is slowed down for any reason the profit position of the firm will be broadly classified as financial planning, Co-ordination, control and planning.

Financial planning is the act of deciding in advance the financial activities that are necessary if firm is to achieve its primary goal co-ordination requires that each function and sub-function be formed at the proper time through proper organisation by creating a system. Financial control consists of two  steps developing standards. Re-planning should be resolved to when it is revealed that charges are needed to keep pace with the changing environment under which firm is operating.

In corporations, the shareholders delegates much of their authority to the board of directors and to managers of the corporation. Although they authorise the board to act for them in most cases, custom, and law requires that shareholders personally perform certain financial functions such as. 

a. Amount and kind of capital stock as well as its par or stated value.

b. Pre-emptive right of the shareholders.

c. Rules governing the issue and transfer of stock.

d. Provisions granting directors the right to declare dividend.

e. Approval of the sale of any substantial portion.

f. Approval of recapitalisation plans.

g. Approval of voluntary plans for liquidation, plans for consolidation and mergers and

h. Amendments to the memorandum and articles of association.

The Board of the Directors delegate detailed planning and if the financial management to the corporation Finance Manager. The plethora of the functions of finance manager are as given in the following.

FUNCTIONS OF  THE TREASURER:

      1. FINANCIAL PLANNING:

a. Reporting the financial results to the board of directors.

b. Planning the borrowing requirements.

c. Planning the borrowing requirements.

d. Forecasting the cash receipts and

e. Advice and dividend payments.

2. CASH MANAGEMENT:

a. Opening of accounts and  depositing funds in banks.

b. Management of Cash and Bank balance. 

c. Payment of company obligations through proper disbursment procedurs,and 


d. Maintain of records of cash transactions.

3.   CREDIT MANAGEMENT:

a. Determination of Customers Credit Risks.

b. Orderly handling of collections.

c. Handling cash discounts and terms of sale of goods and services for prompt , and

d. Collections.

4.   SECURITY FLOTATIONS:

a. Recommending the type of securities most delerabel for company borrowings requirements and collection of these with company’s long term liability to pay.

b. Negotiations with investment bankers.

c. Provision for trustee , registration for transfer agent.

d. Compliance with Government regulations.

e. Retirement of bonds and stock, and

f. Stockholders relations, disbursements of dividends etc.

5.  SINGING  OF   CHEQUES ,  contracts, agreements of leases , notes, bonds 

and stock certificate mortgages, deeds and other corporate  documents, endorsement for deposit collections of cheques.

6. CUSTODY OF FUNDS AND SECURITIES.

FUNCTIONS OF THE CONTROLER:

1.Providing basic information for managerial control through formulation of accounting and costing policies, standards and procedures preparations of financial statements and maintenance of books of account direction of internal audit and cost controls.

2. Budgeting control of corporation’s results.

3. Specific control activities.

MEANING, IMPORTANCE AND SIGNIFICANCE OF RATIO ANALYSIS

INTRODUCTION:

The focus of financial analysis is on key figures contained in the financial statements and high lights the significant relationship that exists between them. Analysing financial statements is a process of evaluating relationship between parts of Financial Statements to obtain a better understanding of a firm position and performance. The purpose of evaluation of financial statement differs among various groups interested in the result and relationships, reported in the financial statements.

For example, short term creditors are primarily interested in judging the firm’s ability to pay its currently maturity obligation . The relevant information for this is the composition of short term (current) Assets and short term (current) liabilities. The debenture shareholder of financial institutions granting long term loans would be concerned with examining the capital structure past and project well as potential investors would naturally be interested in the earnings per share and dividend payout ratio, which are likely to have a significant bearing on market price of the shares. 

The outside elements are  thus largely interested in the information that is relevant from their point of view. The management of the form, in contrast, looks to the financial statements from several angles. These statements are required for managements own evaluation and decision making. Moreover it is responsible for the overall performance of the firm-maintaining its solvency so as to be able to meet short term and long term and long term obligations to the creditors and at the same time ensuring an adequate rate of return, consistent with safely of funds to its owners.

MEANING AND RATIONALE:

A widely-used tool of financial  analysis is ratio analysis. ``The term ratio refers to the numerical or quantitative relationship between two items/variables’’. 

Each of their measures of expressing related variables describes the relationship between net profiles and sales of the firm. It should be noted that computing the ratio does not add any information not already inherent in the figures of profit and income generation. What the ratio does is that it is reveals the relationship in a more meaningful way so as to draw conclusions from them. The rationale of ratio analysis lies in the fact that it makes related information comparable. A single figure by itself has not meaning but when expressed in terms of a related figure it yield significant inferences. The ratio analysis converts figures into meaningful comparable forms and removes the difficulty of drawing inferences on the basis of absolute figures. As a quantitative answer to questions such as:




(1) Are the net profits adequate, (2) Are the assets being used efficiently, (3) Is the firm solvent, (4) Can the firm meet its current obligations and so on.

SIGNIFICANCE OF RATIO ANALYSIS:

Financial tools are of immense use to the financial manager in as much as they help him in carrying out his plannings  and controlling function. While preparing financial plan for the decision on financial condition and profitability of the business enterprise. The tool of financial analysis serves as hand-made to the management indetermining the impact of his decision. These tools are equally useful in in the sphere of financial control in as much as they enable the financial manager to undertake constant review of the actual financial operations of the company against the proforma balance sheet and profit and loss statement and to analyse the  uses of major deviations as to take corrective action before it is too late. Thus with the help of financial tools the financial manager can rationalise his decision and reach the business goal easily. 

The utility of  the financial tools is not limited to the Financial Manager. They are equally helpful to top management , creditors, investors and labourers. By analysing and interpreting the financial statements  the top management  can measure the success or otherwise of the company’s processes and products , appraise the individual’s performance and evaluate the system of internal control.

NATURE OF RATIO ANALYSIS:

A ratio is defined as `the indicated quotient of two mathematical expressions and as the relationship but two or more things. In financial analysis, a ratio is used as an index or yardstick for evaluation the financial analysis, a ratio is used as an index or firm. The absolute accounting figures reported in the financial statements do not provide meaningful understanding of the performance and financial position of a firm. An accounting figure conveys meaning when it is related to some other relevant information. The relationship between two accounting figures expressed mathematically, is known as a financial ratio. A ratio helps to make qualitative  judgement about the firm’s financial it is calculated  by  dividing current assets by current liabilities. This relationship is anj index or yardstick which permits a qualitative judgement to be  formed about the firm’s liquidity and vice versa . The point to note is that this ration indicates a quantitative relationship, which can be, in turn used to make a qualitative judgement to be formed about the firm’s liquidity. The greater the ratio, the greater the firm’s liquidity and vice versa. The  point to note is that this ration indicates  a quantitative relationship  which can be, in turn, used to make a qualitative judgement. Such is the nature of financial ratios.

STANDARDS OF COMPARISON:  

The ratio analysis involves comparison for a useful interpretation of the financial statement. A single ration in itself does not indicate favourable or unfavourable  condition. It should be compared with some standared. Standards of comparison  may consist of: 

1.Ratios calculated from the past financial statements of the same firm. 

2.Ratio developed using the projected or proforma financial statement of the same f   

   firm, at the same point in time. 

3.Ratios of the industry to which the firm belongs.

The easiest way to evaluate the past ratios. When financial ratios over a period of times are compared, it gives an indication of the direction of change and reflects  whether  the  firm’s financial constant over time. 

Some times future ratios are used as the standard of comparison. Future ratios can be developed from the projected or proforma financial statements. The comparison of the past ratios with future shows the firm’s relative strengths and weakness in the past and the future. If the future ratios indicated weak financial position, corrective action should be initiated.

Another way of comparison os to computer the ratios of one firm with some selected firms in the same industry at the same point in time. In most of cases, it is more useful to compare the firm’s ratio with the ratio of a few carefully selected competitions who have similar operations. This kind  performance of the firm. A firn the published financial statements of the similar firms.

To determine the financial condition and performance of a firmits ratio may be compared with average ratios are important  standards in view of the fact that each industry has its characteristics which influence the financial and operating relationships. But there is some practical difficulties in the industry ratio.

      First it is difficult to get average for industry.

      Secondly, even if industry ratios are available they are average of the ratios of strong 

      and weak firms. Sometimes the spread may be so wide that the average may be little 

       utility.

Thirdly the average will be meaningless and the comparison futile, if  the firms within same industry widely differ in their accounting policies and practices. If it is possible to standardise the accounting data for the companies in the industry and eliminate extremely strong and extremely weak firms, the industry ratio will prove to be very useful in evaluating the financial condition and performance of firm.

SIGNIFICANCE:

LIMITATIONS OF RATIO ANALYSIS:

      The ratio analysis is widely used technique to available the financial position and 

      performance of  business but it has the limitations. The limitations are as follow :

1. It is difficult to decide on the proper basis for comparison.

2. The comparison is rendered difficult because of difference in situation of two companies or of one company over years.

3. The price level changes make the interpretatioon of ratio invalid.

4. The differences in the definition of items in the balance sheet and the income statement make the interpretation of ratio difficult. 

5. The ratios calculated at a point of time are less informativej and defective as they suffer from short term changes. 

6. The ratios are generally calculated from past financial statements and thus are no indicators of future.

NOTE: Reference Book : Financial Management by M.Y.Khan, P.K.Jain and Srivastava.

TYPES OF RATIOS

Several Ratios, calculated from the accounting data, can be grouped on the basis financial analysis are short term and long term creditors,  owners and management. Short term solvency of the firm. Long term creditors, on the other hand are more interest in the long term solvency and profitability of the firm.  Similarly, owners concentrate on firm’s profitability and the analysis evaluating every aspect of the performance. They have to protect the interests of all parties and see that the firm grows profitability. Inview of requirements of the various users of ratios, we may classify them into the following four important categories.

1.  Liquidity ratios                                             2.   Leverage ratios

3.  Activity ratios                                               4.   Profitability ratios

Liquidity ratios measure the firm’s  ability to mmeet current obligations; Leverage ratios show the proportions of debt and equity in financing the utilising in assets, and profitability ratios are measure the overall performance and effectiveness of the firm each of these ratios are discussed below.

LIQUIDITY RATIOS:

It is extremely essential for a firm to be able to its obligations as they become due. Liquidity ratios measure the ability of the firm to meet its current obligations. Infact, analysis of liquidity needs the preparation of cash and other current assets to current obligations, provide a quick measure of liquidity. A firm should ensure that it does not too much high in liquid. The failure jof a company to meet its obligations, due to lack of sufficient liquidity, will result in bad credit image, loss of creditors confidence. A very high degree of liquidity is also bad; idle assets earn nothing. The firm’s funds will be unnecessarily tied up in current assets. 

2.  LEVERAGE RATIOS:

The short-term creditors, like bankers and suppliers of raw materials, are more concerned with the firm’s current debt paying ability. On the other hand, long-term creditors, like debenture holders, financial institutions etc., are more concerned with the firm’s long term financial strength. To judge the long term financial position of the firm, financial leverage, or capital structure, ratios are calculated. The manner in which assets are financed has a number of implications.

First, between debt and quality , debt is more risky from the firm’s point of view. The firm has a legal obligation to pay interest to debt holders, irrespective of the kprofit made or losses incurred by the firm.

Second, employment of debt is advantageous for share holders in two ways: (a) they can retain control of the firm with a limited stake and (b) their earnings will be magnified when the firm earns a rate of return on the total borrowed funds.

Third, a highly debt-burdend firm will find difficulty in raising funds from creditors and owner’s equity is treated as a margin of safety by creditors.

3. ACTIVITY RATIOS:

The funds of creditors and owners are invested in various assets to generate sales and profits. The better the  management  of  assets, the larger the amount of sales. Activity ratios are employed to evaluate the efficiency with which the firm manager and utilises its assets. These ratios are called “Turn Over Ratios” because they indicate the speed with which assets are being  converted or turned over into sales. Activity ratios, thus, involve a relationship between sales and assets. A proper balance between sales and assets generally reflects that assets are managed well. Several activity ratios can be calculated to judge the effectiveness of assets utilisation.

4.PROFITABILITY RATIOS:

A should earn profits to survive and grow over a long period of time. Profits are essential, but it would be wrong to assume that every action initiated by management of a company should be aimed at maximising profits, irrespective of social consequences.

Profit is the difference between revenues and expenses over a period of time. Profit is the ultimate output of a company, and it will have no future if it fails to make sufficient profits.

Generally two major types of profitability ratios are calculated. 

1. Profitability in relation to sales.

2. Profitability in relation to investment.

C H A P T E R – V

1. LIQUIDITY RATIOS

2. LEVERAGE RATIOS

3. ACTIVITY RATIOS

4. PROFITABILITY RATIOS

RATIO ANALYSIS OF VIJAI ELECTRICALS LIMITED:

LIQUIDITY RATIOS:

CURRENT RATIO:

The Current Ratio represents a ‘margin of safety’ that is a caution of protection creditors. However, the current ratio is a test of quantity only, not quality, liabilities are not subject to any fail in value because of the presence of slow paying debtors. Thus too much reliance should not be placed on the current ratio. The current ratio is a crude and quick measures of the company’s liquidity.

It indicates the availability of current assets in rupee for every one rupee current liability. A ratio of greater than one rupee means that the firm has more current assets than current claims against them, as a conventional rule, a ratio of 2 to 1 (Current Assets twice of Current Liabilities) or more is considered to be satisfactory.

Current Ratio  :    Current Assets
                           Current Liabilities

In the year 1998-99 the current ratio is 3.08

The remaining years the current ratio position is shown in table 1.

TABLE – 1

CURRENT RATIO:  (Year Wise)

(Rs. In Lakhs)

Year                           Current                                 Current                                     Ratio

                                  Assets                                   Liabilities

_____________________________________________________________________

1998-1999                5854.90                                  1901.74                                   3.08

1999-2000                5551.38                                   2628.24                                  2.11

2000-2001                 4956.13                                  1606.87                                  3.08

2001-2002                 8513.25                                  3725.72                                   2.28

2002-2003                 8133.07                                  2864.18                                   2.84

ANALYSIS: 

This ratio gives how efficiently the current assets and liabilities are managed. For working capital limits analysis this is the most important ratio. Banks normally recast current assets and liabilities by treating some current assets beyond cover period as other non-current assets and some liabilities within the next 12 months from the date of balance sheet as current liabilities. After recasting, the Current ratio is calculated and banks consider a ratio of 1.33 as benchmark. But a ratio of less than this doesn’t always indicate a poor management of assets & liabilities. Normally a ratio above 1 can be considered good in case of most manufacturing concerns. On the other hand too high a ratio indicates (say above 1.5 as per bank method of calculation) that lot of assets are held up as inventory or receivables which is also not a very good sign. In the case of  VEL the ratio is very high at 3.08 during 1998-99, but the company is in losses during that year. This indicates that the company has lot of held up inventory and receivables. Hence optimum management of current assets and liabilities is always stressed upon for healthy balance sheets and for working capital purposes. 

QUICK RATIO:

Quick or acid test ratio is a more refined the measure of the firms liquidity. This ratio establishes a relationship between quick or liquid assets and current liabilities. Stock and prepaid expenses are considered to be less liquid.

The other assets which are considered to be relatively liquid and included in the quick assets are book debts and marketable securities (Temporary investments, stock (inventory) and prepaid expenses are considered to be less liquid.

Generally, a quick ratio of to 1 is considered to represent a satisfactory current  financial condition.

However, this ratio also has got its own limitations. Quick ratio of 1 to 1 needed not necessarily imply sound liquidity. Similarly, a quick ratio does not necessarily imply sound liquidity and bad liquidity position. It should be remembered that all the  book debts may not be liquid and cash be immediately required to operating expenses and that the inventories are not absolutely non-liquid. Thus a company with high quick ratio can be found it has slow paying doubtful debts on the other hand. Company with low liquid ratio may really are proapering and paying into current obligation in time. The liquid ratio both current and quick ratios have got their utility, if used properly in the financial analysis keeping in view their limitations, that they are lnly tests of quantity not toj quality etc.

Quick Ratio can be measured by:

Quick Ratio:    Current  Assets – Inventories

                          Current  Liabilities

In  the year  1998-99 the quick ratio is  2.31. 

Remaining years the quick ratio position is shown in table 2.

TABLE – 2

QUICK RATIO:

Year              
Quick Assets 


Quick Liabilities                    
Ratio

1998-1999                  4399.82                              1901.74                                       2.31

1999-2000                   4122.74                             2628.24                                      1.57

2000-2001                    3283.57                            606.87                                       2.04

2001-2002                   6500.99                             3725.72                                       1.74

2002-2003                   5690.10                             2864.18                                       1.99

QUICK RATIO ANALYSIS:
The most  appropriate measure of short term solvency is quick Ratio. The ratio  is ascertained by dividing the liquidity assets (Current Assets – Inventory). Inventory is excluded because its take time to sell finished goods and convert into raw materials and work-in-progress into finished goods.

This ratio indicates the availability if most liquid assets to meet current obligations. A quick ratio 1 is considered to be the bench mark. However, like current ratio, the standard should not be relied upon blindly. The higher the ratio, the more the liquidity and lesser the profitability.

Here, the quick ratio is showing different nature in different years. Generally it is around 2. But in  Vijai Electricals due to high receivables this ratio is rather high. 

WORKING CAPITAL AS A MEASURE OF LIQUIDITY:

Working Capital is formed out by deducting current liabilities from current assets. The amount of working capital some times used as a measure of the firm’s liquidity. It is considered that between the two companies the one having the large amount of working capital has the greater ability to meet its current obligations. This is not necessarily so the measure of liquidity is the relationship rather than the difference between current assets and current liabilities.

WORKING CAPITAL:

The difference between current assets and current liabilities is  called Net working capital.

NET WORKING CAPITAL = CURRENT ASSETS – CURRENT LIABILITIES.

In the year 1998-99 The  (N.W.C) = Rs.3953.16 lacs

Remaining years the working capital is shown in Table:3.

NET WORKING CAPITAL OF VIJAI ELECTRICALS LIMITED DURING THE YEARS FROM 1998-99 TO 2002 –2003:

Rs.Lacs

Year               Current                              Current                                      Net Working

                      Assets                                Liabilities                                   Capital

1988-1999    5854.90                                  1901.74                                   3953.16

1999-2000    5551.38                                   2628.24                                  2923.15

2000-2001    4956.13                                  1606.87                                  3349.25

2001-2002    8513.25                                  3725.72                                   4787.53

2002-2003    8133.07                                  2864.18                                   5268.89

ANALYSIS:   This indicates the Current assets over and above the current liabilities in absolute figures. Banks rely heavily on this measure for arriving working capital limits by taking into account the working capital gap (CA – CL other than Bank borrowings) and the difference between the minimum stipulated net working capita (which is again 25% of working capital gap). In case of VEL the working capital requirement is Rs.25.29 crore for the year 2002-03 based on the above method.

LEVERAGE RATIO:
LEVERAGE RATIOS ARE TWO TYPES:

A) These calculated from Balance Sheet items to determine the proportion of debt in 

               total financing.

B) Those calculated profit and loss account to determine the extent to which 

  operating profit are sufficient to cover the fixed charges.

Both these types indicate the extent to which the company has  relied on debt funds  in financing assets.

FINANCIAL LEVERAGE RATIOS:

Liquidity ratios deals with short-term financial position, on the other hand, leverage ratios operate with the long-term obligations of the firm. These ratios indicates the funds provided by owners and creditors. As a general rule these should be an ‘appropriate mix’ of debt and owners equity in financing the firm assets. In fact, the aspect has a number of implications.

a. Between debt and equity, debt is more risky from the companies point of view, as 

it has got the legal obligation to pay investment on debt irrespective of the performance of the firm.

b. Employment of debt is advantageous to shareholders in two ways. 

1. They can retain control the company with the limited stock.

2. Their earnings will be magnified, when the firm earns a rate higher than the 

interest rate on the invested fund.

DEBT EQUITY RATIO:

The equity ratio is  the measure the relative claims  of creditors and owners against the  firm’s assets. This ratio is calculated by dividing the long-term by  shareholders equity.

           Debt- Equity ratio 
= 
Long term debts
                                             
Shareholders equity

In the year 1998-99 debt equity ratio  3.31

Remaining years the debt – equity ratio position is shown in table 4.

A highly debt financed company suffers great strains. It can sufficient profits even to pay the interest charges of creditors. To meet their working capital  needs, also the funds difficulty to get credit. It may have to borrow on highly unfavourable terms.

A low debt equity ratio implies a greater claim of owners than creditors, from the point  of  view creditors,  it represents  a  satisfactory capital structure during  the periods of low profits, the debt servicing will prove to be less burden some for a company with low debt-equity ratio. Thus there is a need to strike proper balance between the uses of  debt and equity . The most appropriate debt equity combination would involve a trade-off return and risk. 

TABLE: 4

DEBT EQUITY RATIO OR DEBT TO NET WORTH OF VIJAI ELECTRICALS LIMITED

(Rs. In Lakhs)

Year                         Total                                   Share holders                                 Ratio

                                 Debts                                       fund

1998-1999                  3386.39                              1022.84                                       3.31

1999-2000

    3427.52                              1018.46                                       3.37

2000-2001                  5069.06                              1236.58                                       4.10

2001-2001                  4132.52                              2228.08                                       1.85

2002-2003                  2563.63                              3580.79                                       0.72

ANALYSIS:
This ratio gives the details of how much debt is employed by a firm in relation to its Net worth. This is also known as leverage. Normally a ratio of 2:1 is considered acceptable. But in capital intensive industries it may go to as high as 4:1. The financial risk of a firm depends on this ratio to a large extent.  Since debt and interest on debt have to be serviced irrespective of the firm’s profitability, the risk is fixed. On the other hand when the firm is doing good, on account of only fixed outflow for servicing interest the profits can be distributed as per the expectations of the shareholders. In the case of VEL  this ratio has come down to 0.72 in 2002-03 from 3.31 in 1998-99. It has increased in the year 2000-01 during which the company has sought additional financing. The present ratio indicates an excellent debt to net worth ratio, indicating that the company has been regular in servicing its debt.
TOTAL DEBT TO TOTAL ASSETS RATIO:
The ratio of total assets, generally called the  ‘Debt ratio’ measures the percentage total funds provide by creditors. Debt includes current liabilities and all creditors prefer moderate debt ratios since the lower the ratios, the greater the cushion against creditors losses inj the event of liquidation. In contrast to the creditors preference for low debt ratios, the owners may seek high leverage either 1,to magnify earnings or 2, because raising new equity means giving up some degree of control. It the debt ratio is too high, there is a degree of encouraging irresponsibility on the part of the owners. The stake of the owners can become so small that speculative activity, if it is successful, will yield substantial return to  the owners. If the venture is unsuccessful, however, only a concrete loss is incurred by the owners because their investment is small.

Debt ratio can be measured by: 

Total debt to total assets ratio 
=
Total Debt

                                                             
Total Assets

In the year 1998-99 the debt ratio is: 0.93

Remaining years the debt ratio is shown in table 5.

TABLE 5:

DEBT RATIO OF VIJAI ELECTRICALS LIMITED

(Rs. In lakhs)

Year                                Total Debt                        Total Assets                            Ratio

1998-1999                       8459.17                            9052.86                                  0.93

1999-2000                       7722.21                            8054.77                                   0.96

2000-2001                       7756.45                             8766.91                                   0.88

2001-2002                       8070.87                             9178.69                                   0.88

2002-2003                       6925.53                            9533.34                                    0.73

ANALYSIS:

This ratio is a measure of total debt to total assets of a firm. For calculation of the above ratio, total debt includes all the long term and short term creditors and total assets includes fixed and current assets and investments. In the case of VEL this ratio is always less than 1. This indicates that the total assets of VEL are always more than the total debt, which is a good sign. 

INTEREST COVERAGE RATIO:

The Interest Coverage Ratio or the times-interest-earned is one of the most conventional coverage ratios used to test the firm’s debt-servicing capacity. The Interest Coverage ratio shows the No. of times the interest  charges are  covered by funds that are ordinarily available for  their payment. Since taxes are computed after interest, interest coverage is calculated in relation to before tax earnings.

It should be noted that this ratio uses the concept of net profit before times, because interest is tax – deductible, so that as  is calculated after paying interest on long –term loan. This ratio, as the name suggests shows how many times the interest charges are covered by the EBIT out of which they will be paid.

The Interest  Coverage Ratio is compurted by dividing earnings before taxes and interest (EBIT) by interest charges:

Interest Coverage   = 
EBIT

                                           
Interest

In the year 1998-99 Interest coverage of  Vijai Electricals  was: -0.15

Remaining years are shows in table. 

INTEREST COVERAGE RATIO:
TABLE: 6

Rs. Lacs

Year                             EBIT                               Interest                                        Ratio

1998-1999                   -1741.21                          1136.06                                      -0.15

1999-2000                   -7722.21                          918.03                                      0.79

2000-2001                   1276.12                           817.17                                       1.56

2001-2002                   2232.53                            801.23                                      2.79

2002-2003                                                                                                             4.47
ANALYSIS:

The coverage Ratio is calculated to know the firm’s debt servicing capacity. This ratio is also covered as time interest earned.

This ratio indicates the extent to which the earnings may fall without causing any default with regard to the payment of the interest charges. A high ratio is desirable but too high ratio indicates that the firm is very conservative in using debt, and that it is not using credit to the best advantage of shareholders. A lower ratio indicates excessive use of debt, or inefficient operations. 

One of the limitations of the interest coverage  ratio is that it does not consider repayment of loan.

In the case of VEL this ratio has increased from a -0.15 in 1998-99 to 4.47 in 2002-03, which indicates a great improvement in the financial condition of the company. 

ACTIVITY RATIO: 

The funds of owners and creditors are invests in various kind of assets to generate operating income and profits. Activity Ratio are employed to evaluate the efficiency with company manages and utilises its assets. These ratios are also called turnover ratios, because they indicates the speed with which assets are being converted to turnover into operational income (Sales), Activity Ratios, thus, involve a relationship between operating income and assets generally reflects that assets are managed well. Several activity ratios can be calculated to judge the effectiveness of asset utilisation. 

INVENTORY (STOCK) TURNOVER RATIO:
Inventory turnover ratio indicates the efficiency of the firm in selling its product. This ratio, it may be recalled, indicates the No. of times inventory is replaced during the year. It measure the relationship between the cost of goods sold and the inventory level. The ratio can computed in two ways. 

First, it is calculated by dividing the cost of goods sold by the average inventory (stock). 

Symbolically,

Inventory Turnover Ratio 
= 
Cost of goods sold

 
 




Average Inventory

Cost of goods sold 

= 
Sales – Gross Profit

Average Inventory 

= 
Opening stock + Closing Stock
2

In the year 1998-99 Inventory turnover Ratio of Vijai Electricals was               

Remaining  years are shown in table 

Second approach to the computation of inventory turn over ratio is based on the relationship between sales and closing inventory, i.e,. inventory at the end of the year. Thus alternatively,

Inventory turnover ratio = sales/closing Inventory 

In theory, this approach is not a satisfactory basis at it is not logical. For one thing, the numerator (Sales) and the denominator (inventory) are not strictly comparable as based on cost. Secondly, the inventory figures are likely to be under – estimates as firms traditionally have lower inventory at the end of the year. The net effect will be that the ratio given by this approach will be higher than the are given by the first approach.

In brief, of the two approaches to calculating the inventory ratio, the first which relates the cost of goods sold to the average inventory is theoretically superior as it is logically consistent. The merit of the second approach is that it is free from practical problem of computation.

INVENTORY TURNOVER RATIO:

TABLE 7

Rs. Lacs

Years                        Cost of                              Average                                   Ratio

                                 Goods sold                        Inventory     

1998-1999                 
-878.21                       2143.50                                  
-0.41

1999-2000                 
953.53                         1441.85


0.07

2000-2001


681.19


1550.60


0.44

2001-2002


1742.43

1089.75


0.95

2002-2003


4681.77

2227.61


2.10

ANALYSIS:

In general, a higher inventory turnover ratio is better than a low ratio. A high implies good inventory management. Yet a very high ratio calls for a careful analysis. It is indicative of under – investment in, or very low level of inventory.

Similarly, a very low inventory turnover ratio is dangerous. Low level of inventory has serious implications. It will adversely affect the ability of a firm to meet customer demand as it may not cope with its requirements. 

For VEL, this ratio has improved significantly during the last five years. 

DEBTORS TURNOVER RATIO:

A firm contracts with customers on credit and cash basis. When the firm extends creditors its customer, book debts are created in the firms accounts. Debtors are expected to be converted into cash over a short period and therefore, are included in current assets. The liquidity position of the firm depends on the quality of debtors to a great extent. Financial analysis employ two ratios to judge the quality or liquidity debtors.  

Debtors turnover 
= 
Credit Sales 

                                    
Average debtors

Generally, the higher value of debtors turnover, the more efficient is the management is the management of assets.

Some times information about Credit Sales and opening and closing balances of debtors may not be available and in the service organisation  all contracts are happened on the credit only. So that, that the debtors turnover can be calculated utilising total sales and ending balance of debtors.

Debtors turnover 
= 
Total operating income 
                                                  
Debtors

In the year 1998-99 Debtors turnover ratio was 2.52          

Remaining years  the debtors turnover ratio positions is shown in table.

DEBTOR TURNOVER RATIO

TABLE : 8

Rs. Lacs

Year                                      Sales                  
Debtors                                Ratio

1998-1999                          6637.10             
2636.55                            
2.52

1999-2000            

7187.56

2342.66


3.07


2000-2001


10350.71

2185.33


4.74

2001-2002


12870.89

5693.91


2.26



2002-2003


19079.12

3391.91


5.62

ANALYSIS:
The higher the Debtors Turnover Ratio is the better the trade credit management and the better the liquidity of debtors. Higher Debtor Turnover Ratio implies prompt payment on the part of debtors. On the other hand, low turnover ratio reflects that payments by debtors are delayed. 

In general, therefore high turnover ratio is preferable. In the year 1998-99 Debtors turnover ratio was 2.52 times, which has improved to5.62 in 2002-03. 

AVERAGE COLLECTION PERIOD RATIO:
It  brings out the nature  of the firm’s credit policy and the quality of debtors more clearly. This ratio calculated as follows: 

Average collection period 
= 
Months in year 
                                                
Debtors turnover

In the year 1998-99 average collection period was 144.99 days.                                               

Remaining years the average collection period is shown in table:

The average collection period presents the average No. of months for which the firm must wait after making a contractor before collecting cash from the customer. The average collection period should be compared against the firms credit terms and policy to judge its credit and collection performance on the other hand too law a collection period indicates a very restrictive and collection policy.

AVERAGE COLLECTION PERIOD OF VIJAI ELECTRICALS LIMITED

TABLE : 9

Rs. Lacs

Year                        
Days in                                Debtors                           Ratio

                                           Year 

                    Turnover       

(Days)

1998-1999


365



2.52


144.99

1999-2000


365



3.07


118.97

2000-2001


365



4.74


 77.06

2001-2002


365



2.26


161.47

2002-2003


365



5.62


 64.89

ANALYSIS:
Average Collection Period implies how many days that a company has to wait for cash after making a contract.

The higher debtor turnover ratio and the shorter the average collection period, the better the trade credit management, the better the liquidity of debtors, as short collection period and high debtor turnover ratio imply prompt payment on the part of debtors. On the other  hand low debtor turnover ratio and long collection period reflects that payments by debtors are delayed. In general, short collection period reflects that payments by debtors are delayed. In general, short collection period (higher turnover ratio) is preferable.

In the years 1998-99 and 2001-02 this is very high at 145 and 161 days respectively. It has come down to  65 days in the year 2002-03. 

FIXED ASSETS TURNOVER RATIO:
The  fixed assets turnover ratio measure the efficiency with which the firm is utilising its investment in fixed assets.

Fixed Assets Turnover Ratio 
= 
_____Sales____                                                   





Net Fixed Assets 

In the year 1998-99 the Fixed Assets Turnover was 1.31       

Remaining years the fixed assets turnover ratio is shown in table. 

The firm fixed assets turnover ratio is  shown  in table. With past and future ratios and also ratios of similar firms and the industries average, generally a higher F.A.T Ratio, the more efficient utilisation of Fixed Assets.

FIXED ASSETS TURNOVER RATIO

TABLE  10

Rs. Lacs

Year                               Sales                                      Fixed Assets                         Ratio

1998-1999

6637.10


5068.36


1.31

1999-2000

7187.56


5110.09


1.41

2000-2001

10350.71


5406.13


1.91

2001-2002

12870.89


5504.81


2.34


2002-2003

19079.12


5894.35


3.24

ANALYSIS:

This ratio indicates the relationship between sales and fixed assets. A higher ratio normally indicates better utilisation of assets. In the case of VEL this ratio has been steadily improving from the year 1998-99 onwards and it has improved from 1.31 to 3.24.   

In operational terms, it implies that the firm can expand its activity level (in terms of production and sales) without increasing capital investments. The company is utilizing the fixed assets in an optimal manner.

TOTAL ASSETS TURNOVER RATIO :
Although  fixed assets are directly concerned with the generation of operating income, but other assets also constitute to the production and services (sales) activity of the firm. The firm must manage is total assets efficiently and should generate maximum sales through their proper utilisation .

Total Assets Ratio is computed by:

Total Assets Turnover Ratio
 = 
 _____Sales____                                                   




     
Total Assets 

In the year 1998-99 it was 0.70

TOTAL ASSETS TURNOVER RATIO:

TABLE     11:

Rs. Lacs

Year                            Sales                            Total Assets                            Ratio

1998-1999

6637.10

9482.02


0.70

1999-2000

7187.57

8740.68


0.82

2000-2001

10350.71

8993.04


1.15

2001-2002

12870.89

10298.97


1.24

2002-2003

19079.12

10506.32


1.82

TOTAL ASSETS TURNOVER RATIO ANALYSIS:
The main understanding in calculating this ratio is current assets will also contribute along with fixed assets for profitability of the company. The higher total assets turnover ratio is the most efficient measure in terms of utilisation of assets. Low total assets turnover ratio indicates the presence of idle capacity. In the case of VEL this ratio has been improving steadily and it has moved from 0.70 to 1.82. 

PROFITABILITY RATIOS:

A company should earn profits to survice and grow over a long period of time. Profits are essential, but it would be wrong  to assure that every action initiated by management of a company should be aimed at maximising profits irrespective of social consequences. It is unfortunate that the  word ‘profit is looked upon as a term of nabuse since some firms always want to maximise profits at the cost of employees, customers and society.

Profit is the difference between revenues and expences over a period of time. The profitability ratios are calculated to measure the operating efficiency of the company. Besides management of the company, creditors and owners are also interest and repayment of principal  regularly. Owners want to get a reasonable return on their investment. This is possible when the company earn enough profits.

Generally, two major types of profitability ratios are calculated.

1. Profitability in relation to sales.

2. Profitability in relation to investment.

MEASURE OF PROFIT:

Profit can be measure in various ways. Gross Profit (G.P) is the difference between sales and the manufacturing cost of goods sold. The most common measure of profit is profit after taxes (PAT) or net income (NI) which is result of the impact of all factors on the firm’s earnings. Taxes are not controllable by management.

GROSS PROFIT MARGIN:
The firm’s profitability ratio in relation to sales iis the gross profit margin. (or simply gross margin). It is calculated by dividing the gross profit by sales.

Gross Profit Margin 
= 
Sales – Cost of goods: * 100

                                            

Sales

                                  
= 
Gross Profit *100
                                          


Sales

In the year 1998-99 the gross ratio was:  –0.04

Remaining years ratios are should in the table :

The Gross Profit Margin reflects the efficiency with which management produces each unit of product. This ratio indicates the average spread between the cost off goods sold and sales revenue. When we substract  the gross profit margin from 100% we obtain the ratio of cost of goods sold to sales. Both these ratios show profits relative to sales after the deduction of production costs and selling price.

GROSS PROFITRATIOS:

TABLE 12:

Rs. Lacs

Year                                Gross Profit                         Sales                              Ratio

1998-1999

-878.21


6637.10

-0.13

1999-2000

  95.15



7187.56

 0.01


2000-2001

681.19



10350.71

0.07

2001-2002

1742.43


12870.89

0.14



2002-2003

4681.77


19079.12

0.25

GROSS PROFIT RATIO ANALYSIS:

A high gross profit margin ratio is a sign of good management. A gross profit margin ratio may increase due to any of the following factors:

1. Higher Sales price, cost of goods sold remaining contrast.

2. Lower cost of goods sold, sales price remaining constant.

3. A combination of variations in sales prices and cost, the margin widening and

4. And increase in the proportionate volume of higher margin items. The analysis 

of these factors will reveal to the management how a depressed gross profit margin can be improved.

A low gross profit margin may reflects highest cost of goods sold due to the firm’s inability to purchase at favourable items, inefficient utilisation of plant and machinery , resulting in higher cost of production.

The financial manager must be able to detect the causes of falling gross margin and initiate action to improve the situation.

VIJAI ELECTRICALS LIMITED (during the 5 years) has shown a very good improvement in this aspect. This ratio has changed from a  negative of –0.15 to 25% which shows an outstanding improvement. 

NET PROFIT MARGIN:
Net profit margin ratio establishes a relationship between jthe net profit and sales. It is indicates management efficiency in manufacturing administrating and selling the products. This ratio is the overall measure of the firm’s to turn each rupee sales into net profit. If the net profit is inadequate, the firm will fail to achieve satisfactory return on owner’s equity. 

The ratio also indicates the  firm’s capacity to withstand adverse economic conditions.

Net profit is obtained when operating expenses, interest and taxes are subtracted from the gross profit. 

The net profit margin is measured by dividing profit after tax by sales. 

Net Profit Margin 
= 
Profit after tax *100
                                                  
Sales

In the year 1998-99 Net Profit Margin was: -19.74

Remaining years are shown in the table:

NET PROFIT RATIO:

TABLE  13

Rs. in Lacs

Year                                   Net Profit                             Sales                               Ratio

1998-1999


-1310.18

6637.10

-19.74



1999-2000


-414.50

7187.56

-0.06

2000-2001


447.95


10563.50

0.04

2001-2002


1347.91

12870.89

10.47

2002-2003


2198.28

19079.12

11.52

NET PROFIT MARGIN RATIO ANALYSIS:
A firm with a high net margin ratio would be in an advantageous position to survive in the face of falling sales price, rising costs of production or declining demand for the production. It would really be difficult for a low net margin firm to withstand these adversities. Similarly, a firm with high net margin can make better use of favourable conditions such as demand for the production. Such a firm will be able to accelerate its profits at a faster rate than a firm with a low net profit margin. 

In V.E (during the 5 years) this ratio has changed from –0.19 to 11.52. Along with GP Margin the NP Margin of the company has also shown significant improvement. 

CHAPTER –VI

A)   
SUMMARY

B)
FINDINGS & SUGGESTIONS


BIBLIOGRAPHY

SUMMARY

Transformer industry has been in existence in India for the past  one century. The public sector gaint BHEL used has been a leading player in the industry in post independence era. Since 1970s the private sector industries have made great strides and made their presence felt.  

VEL since establishment in the year 1973 has made leaps and bounds and today has grown into one of the most sophisticated and quality conscious companies in the field of transformer manufacturing in India as well as Asia. Today it has well integrated facilities for the manufacture of transformers from 5kva rating to 10000 MVA. The company’s enviable achievement in terms of sales, profitability and market is due to its steadfast commitment to quality even during tough times. The company has fully integrated facilities due to the backward integration projects undertaken by the company during the last one decade. 

Due to the integration projects the company  could cut down on costs  without compromising on quality. The Gross Profit margin of nearly 25%  is one of the visible parameters of this achievement. 

FINDINGS 

1. The performance of the company has been very good since the past three years. It 

has turned the corner from being a loss making unit for three years to a highly profit making concern. 

2.
The Current Ratio of the company is very high due to high receivables and inventory, which is due to the nature of business. The Quick ratio is well above the 1:1 level due to high receivables.

3.
The Net Working Capital has also been increasing steadily and it reached a level o
of Rs.53 crore.

4.
The debt equity ratio has been decreasing steadily except for the year 2000-01 during which it has procured additional loans. The present level of 0.72 is very good for this type of industry.

5.
The Interest coverage ratio has also improved steadily and it’s 4.47 which indicates a very comfortable position.

6.
Inventory turnover ratio which indicates the efficient utilisation of inventory has increased steadily over the past five years.

7. The Debtors Turnover Ratio and the average collection period ratio have shown  

steady improvement indicating an improved cashflow position.

8. The fixed assets turnover ratio has also shown good improvement over the past 

five years. The current level of 3.24 is very good given the level of assets of the company.

9. The Gross Profit and Net Profit margin have increased significantly during the last 

three years given the losses during the years 1999 & 2000. Since 2001 the improvement has been very  good.
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