Educational
Administration
Theory and Practice

Educational Administration: Theory and Practice
2022, 28(4), 598-610

ISSN: 2148-2403

https://kuey.net/ Research Article

An Analytical Study Of Working Capital Management And
Its Impact On Profitability: A Case Study Of India Cements
Ltd. (2011-2020)

Mr. Kartik Satish Mhavarkar*

*Visiting Faculty, Bharati Vidyapeeth'’s Institute of Management Studies & Research, Belapur, Navi Mumbai.
Email ID: Kartik.mhavarkkar@gmail.com

Citation: Mr. Kartik Satish Mhavarkar (2022). An Analytical Study Of Working Capital Management And Its Impact On Profitability: A
Case Study Of India Cements Ltd. (2011-2020), Educational Administration: Theory and Practice, 28(4) 598-610
Doi: 10.53555/kuey.v28i4.10652

ARTICLE INFO ABSTRACT

A crucial and essential part of financial decision-making is working capital
management. It has a direct impact on an organization's liquidity, profitability,
and operational effectiveness. For businesses to maintain operational
effectiveness, financial stability, and long-term profitability, particularly in
capital-intensive sectors like cement manufacturing effective working capital
management is therefore not just necessary, but also crucial. The Indian cement
industry, being capital-intensive, faces significant challenges in maintaining
optimal levels of working capital, making this research particularly relevant.
This study provides a thorough, long-term examination of India Cements Ltd.'s
working capital management procedures from 2011 to 2020 and assesses how
they affect the business's overall financial performance and profitability.
Examining the relationships between different working capital variables and the
company's gross and net profitability, as well as between working capital and net
operational profitability, is one of the study's main goals. The effectiveness of
working capital management has been assessed using key financial ratios like the
current ratio, quick ratio, debt-equity ratio, and cash conversion cycle (CCC).
Traditional ratios have also been used to assess the firm's liquidity and financial
risk, and advanced financial models like DuPont Analysis and Altman's Z-Score
have been applied to predict financial distress. Furthermore, regression analysis
and trend analysis techniques are employed to quantitatively measure the extent
to which working capital management influences profitability over time.
Comparative analysis contextualizes benchmarks and peer firms, further
contextualizes the company's performance within the broader Indian cement
sector. The analysis makes use of secondary data from reputable financial sources
as well as India Cements Ltd.'s annual reports.

The findings of the research reveal that during the study period, India Cements
Ltd. exhibited notable changes in its liquidity position, which reflected through a
change in the Current Ratio as well as a consistent negative Cash Conversion
Cycle. The negative CCC indicates that the firm can pay its suppliers in full before
receiving payment from customers, which is indicative of its efficient operations
and reduced reliance on external short-term financing. Liquidity, the consistently
low Quick Ratio, suggests that the company's liquidity without considering
inventory remains weak, highlighting an area for improvement.

Working capital management is associated with higher levels of gross and net
profitability, according to the study's correlation analysis, which lends credence
to the notion. The research concludes that efficient management of working
capital contributed to India Cements Ltd.'s increased profitability over the time
frame under consideration. The paper also offers practical suggestions to further
strengthen working capital efficiency, reduce financial leverage, and enhance
short-term liquidity.

Keywords: Working Capital, Financial Decision Making, DuPont Analysis,
Altman's Z-Score, regression analysis, trend analysis and Cash Conversion
Cycle.
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1. INTRODUCTION

Working capital management should be a part of any company's overall financial strategy. It details the steps
a company takes to manage its current assets and liabilities in a way that ensures it can meet its short-term
obligations and its long-term operational costs with the cash it has on hand. A company's capacity to manage
its working capital is a key indicator of its overall financial health and profitability. In a competitive and capital-
intensive industry such as cement manufacturing, maintaining an optimal level of working capital is not just a
financial necessity but a strategic imperative. Firms with poor working capital management often face
operational inefficiencies, liquidity crises, or even insolvency, despite generating healthy profits on paper.
Effectively managing the trade-off between risk and profitability is at the heart of the working capital idea.
Excessive investment in current assets may result in suboptimal returns on capital employed, whereas
insufficient working capital can hinder operational continuity, strain relationships with suppliers and
customers, and lead to lost sales or increased financing costs. Consequently, maintaining an optimal balance is
imperative for ensuring financial efficiency. The key components of working capital include inventory,
receivables, cash and bank balances, and payables. These elements must be continuously monitored and
strategically managed to align with the evolving operational requirements of the business.

India’s cement industry is a backbone of infrastructure development and economic progress, contributing
significantly to GDP growth and employment. It is also a sector with high capital intensity, long gestation
periods, and complex logistics. The working capital requirements in this industry are typically high due to large
inventories of raw materials and finished goods, credit sales to distributors, and extended payment cycles. India
Cements Ltd., established in 1946 and a prominent player in this sector, offers a valuable case for studying how
strategic management of working capital influences financial performance over time. India Cements Ltd.
operates in a competitive environment with fluctuating demand, price pressures, rising input costs, and
regulatory constraints. These dynamics make working capital management a key determinant of its operational
efficiency and sustainability. Efficient inventory management, strict receivables monitoring, prudent credit
policy, and effective payables control are vital for preserving cash flow and profitability in such a context. The
company’s performance from 2011 to 2020 is particularly significant, as it spans various economic phases,
including the recovery from the global fiscal crisis, demonetization, the implementation of GST, and the onset
of the COVID-19 pandemic.

Working capital components and profitability are strongly correlated, according to several studies done both
internationally and in India. Unfortunately, a large number of these studies are either cross-sectional or have
a small time range. This study sets itself apart by using a company-specific, ten-year strategy. In order to test
financial theories, find long-term trends, and provide useful information for corporate financial decision-
makers and policymakers, this study examines India Cements Ltd.'s working capital management methods
over ten years.

Moreover, this research does not limit itself to traditional liquidity ratios. To assess the broader impacts of
working capital decisions on financial well-being and profitability, it uses state-of-the-art tools such as Altman's
Z-score, Cash Conversion Cycle (CCC), Cash Conversion Efficiency (CCE), and the DuPont model. Also, the
study used correlation analysis to statistically evaluate the impact of working capital on profitability indicators,
including Net Profit Margin (NPM), Return on Assets (ROA), and Return on Equity (ROE).

To sum up, this study aims to do two things. Firstly, it will evaluate the efficiency of working capital
management at India Cements Ltd. from 2011 to 2020. Secondly, it will examine the effect of working capital
management on the profitability of the company using descriptive and inferential statistical methods. Findings
from this study should be of considerable use to academics, investors, financial analysts, and business
managers in understanding the practical uses of working capital strategy in industries that rely heavily on
capital.

2. LITERATURE REVIEW

1. Deloof, M. (2003).

"Does working capital management affect the profitability of Belgian firms?" (“Working Capital Management
and Profitability: A Literature Review”) Journal of Business Finance & Accounting, 30(3-4), 573—588.
https://doi.org/10.1111/1468-5957.00008

This study examined a sample of Belgian firms and found that the number of days accounts payable, inventory,
and receivable were substantially connected with company profitability. The importance of minimizing the cash
conversion cycle for enhancing company performance was highlighted.

2. Lazaridis, 1., & Tryfonidis, D. (2006).

"Relationship between working capital management and profitability of listed companies in the Athens Stock
Exchange." (“Working Capital Management and Profitability: A Literature Review”)

Journal of Financial Management and Analysis, 19(1), 26—35. (“Working Capital Management,
Macroeconomic Impacts, and Firm ...”)
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Using information from publicly traded Greek enterprises, the researchers discovered a strong negative
correlation between working capital (inventory and receivables) and profitability. The authors state that
efficient management of working capital improves operational performance.

3. Sharma, A. K., & Kumar, S. (2011).

Effect of working capital management on firm profitability: Empirical evidence from India. (“Effect of
Working Capital Management on the Profitability of Indian Firms”) Global Business Review, 12(1), 159—
173.https://doi.org/10.1177/097215091001200110

The positive effect of efficient use of working capital on company profitability was demonstrated by this study
using real data from India. We used regression models on BSE-listed industrial businesses to find that a shorter
cash conversion cycle is associated with higher profitability.

4. Raheman, A., & Nasr, M. (2007).

Working capital management and profitability — Case of Pakistani firms. International Review of Business
Research Papers, 3(1), 279—300.

Working capital components significantly impact company profitability, according to the research. Better
inventory and receivables management was associated with greater performance for firms even in
underdeveloped countries where access to finance was limited.

5. Gill, A., Biger, N., & Mathur, N. (2010).

"The relationship between working capital management and profitability: Evidence from the United States."
(“Gill, A., Biger, N., & Mathur, N. (2010). The Relationship between ...”) Business and Economics Journal,
2010(BEJ-10), 1-9.

This analysis verified a strong correlation between profitability and the cash conversion cycle using industrial
data from the United States. It emphasized how effective inventory and credit management raise net profit
margins.

3. RESEARCH METHODOLOGY

3.1 Research Design

In order to assess India Cements Ltd.'s working capital management effectiveness and its effect on profitability
over ten years (2011—2020), this study uses a quantitative, longitudinal case study approach. The rationale for
choosing a longitudinal design lies in its ability to uncover long-term patterns, trends, and structural shifts in
financial performance related to working capital decisions. This approach enables an in-depth, company-
specific examination of financial dynamics within a real-world industry context, providing rich insights beyond
a cross-sectional or macro-level analysis.

3.2 Nature and Source of Data

The research is based entirely on secondary data, which has been collected from Audited annual reports
of India Cements Ltd. (2011 to 2020), and Moneycontrol for peer and industry benchmarks. The balance
sheets, income statements, and cash flow statements of the business provided all of the data required in the
ratio computations and analysis.

3.3 Period of Study
The selected study period spans from fiscal year 2010—11 to 2019—20, ensuring that the dataset reflects a
full decade of business performance.

3.4 Tools for Analysis
To accomplish the study's goals, the following statistical and financial instruments were employed:

3.4.a) Ratio Analysis

Key working capital and profitability ratios include:

e Current Ratio = Current Assets / Current Liabilities

¢ Quick Ratio = (Current Assets — Inventory) / Current Liabilities

¢ Inventory Turnover Ratio, Receivables Turnover, Payables Turnover
¢ Cash Conversion Cycle (CCC) = DIO + DSO — DPO

e Net Profit Margin and Gross Profit Margin

3.4.b) Altman’s Z-Score

This model is used to evaluate the financial distress risk of India Cements Ltd. over time and observe the impact
of working capital stress on solvency levels.

Z Score:1.2X;+1.4X: + 3.3 X3+ 0.6 X, + 1.0 X;

X1 = Working Capital / Total Assets
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X2 = Retained Earnings / Total Assets
X3 = EBIT / Total Assets

X4 = Market Value of Equity.

X5 = Sales / Total Assets

Z-Score Range Interpretation:

Z > 2.99 Green Zone — Healthy financial condition
1.81 < Z < 2.99 Grey Zone — Potential financial distress
Z< 181 Black Zone — High risk of bankruptcy

3.4.c¢) Cash Conversion Efficiency (CCE)

This metric assesses how effectively revenue is converted into operating cash.

CCE=Days Inventory Outstanding (DIO) + Days Sales Outstanding (DSO) — Days Payables
Outstanding (DPO)

Where,

DIO: states how many days' inventory remains unsold or idle before being sold.

DSO: states how many days it takes to collect cash from customers.

DPO: states how many days the company takes to pay its suppliers.

3.4.d) Correlation Analysis
Karl Pearson's Correlation model is applied to evaluate the impact of working capital components on
profitability indicators.

3.4.e) Comparative Benchmarking

To contextualize the performance of India Cements Ltd., the study includes a comparative analysis with major
cement industry peers (e.g., UltraTech Cement, ACC Ltd., Shree Cement) on selected metrics such as CCC, CR,
ROE, and Net Profit Margin.

4. OBJECTIVES

1.To analyze the efficiency of working capital management in India Cements Ltd. over the period
2011 to 2020 through key financial ratios.

This objective seeks to examine how effectively the company has managed its current assets and liabilities by
evaluating indicators such as the Current Ratio, Quick Ratio, Inventory Turnover Ratio, and Receivables
Turnover Ratio. These ratios will help assess the firm’s liquidity position and operational flexibility across
different financial periods.

2. To study the impact of working capital components on the profitability of the company using
Karl Pearson’s Correlation analysis.

The purpose of this objective is to establish a quantitative relationship between working capital and profitability
indicators, viz. Gross Profit Margin and Net Profit Margin. The analysis will include Karl Pearson’s Correlation
coefficient to determine the strength and significance of this association during the study period.

3. To evaluate the cash conversion efficiency and financial risk of India Cements Ltd. using Cash
Conversion Cycle (CCC), Cash Conversion Efficiency (CCE), and Altman’s Z-Score.

This objective is designed to assess how quickly the company converts its operating activities into cash and to
what extent it is exposed to financial distress. The Cash Conversion Cycle and CCE will help measure
operational effectiveness, while Altman’s Z-Score will provide insight into the company’s solvency and long-
term viability.

4. To conduct a comparative analysis of India Cements Ltd.’s working capital performance
against selected industry peers and sector benchmarks.
This objective involves benchmarking the company’s working capital and profitability indicators with those of
other major cement manufacturers in India. The comparison will help identify whether India Cements Ltd. is
outperforming or underperforming its peers and shed light on best practices and inefficiencies.
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5. DATA ANALYSIS & INTERPRETATION

Table 1: Financial Extract of Current Assets & Current Liabilities of India Cement Ltd. (2020-
2011)

Financia
1 Year | Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar
(Rs. in | '20 '19 18 17 '16 '15 '14 13 12 "11
Cr.)

Current
Assets:

inventorze 826.26 | 823.21 | 672.25 | 745.00 | 595.25 | 606.88 | 550.93 296‘0 525.81 | 497.31

Trade

Receivabl
es 716.26 | 728.97 | 629.47
(/Sundry
Debtors)
Cash &
Bank 6.63 6.73 8.37 6.78 3.69 3.93 3.06 4.74 2.88 33.09
Balances
Total

Current
Assets

ﬁ(gl%’;ig;d 2144.7 | 1961.4 | 1859.8 | 1664.9 | 2035 19744 | 2552.3 §397 3 | 23817 | 28704
Total

Current
Assets, 3693. | 3520. | 3169. | 2925. | 3147. | 3051. | 3528. | 3363. | 3120. | 3655.
Loans & | 89 34 91 59 31 31 79 77 22 29

Advance
s

Non-

Current
Assets

(/Curren
t

508.8

8 513.38 | 466.10 | 422.50 | 465.59 209.8

254.40

1 1 | 1558. 1310.0 | 1260.6 | 1112. 1076.
5491 | 1556.9 | 13 3 119799 | 976,49 | 966.39 | 738.51 | 784.80

Liabiliti
es):
Current 2798.0 | 2744.2 | 2409. | 2693.1 | 2081. | 1981.1 | 2159.5 | 1819.6 | 1781.5 | 1885.5
Liabilities | 8 9 79 1 o1 2 2 4 6 4

Provisions | 122.54 | 140.54 | 142.82 | 160.84 | 99.76 | 58.81 59.42 139.61 | 132.44 | 126.51
Total

Current

Liabiliti | 2920. | 2884. | 2552. | 2853. | 2180. | 2039. | 2218. | 1959. | 1914. | 2012.
es & | 62 83 61 95 77 93 94 25 00 05
Provisio

ns

(Source: Prepared by the researcher based on the values obtained from the Annual Reports of India Cements
Ltd.(2010-2020))
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Table 2: Financial Extract of Shareholders’ Equity and Total Debt of India Cement Ltd. (2020-

2011)
;Z’;in?lgi Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar
) ‘| 20 '19 18 17 '16 '15 '14 13 12 "11
Sharehold
er's
Equity:
Equity
Share 309.9 | 309.9 | 308.1 | 307.1 | 307.1 | 307.1 | 307.1 | 307.1 | 307.1 | 307.1
Capital o o 5 8 8 8 8 8 8 8
Share

Application | 0.00 | 0.00 0.00 | 0.97 0.00 0.00 | 0.00 | 0.00 | 0.00 | 0.00
Money

5105. | 4929. | 4892. | 4801. | 3083. | 2982. | 3186. | 3351. | 3273. | 3232.

Reserves o1 8o 18 75 46 35 11 39 15 48

Sharehold

g’;uity 5414. | 5239. | 5200. | 5109. | 3390. | 3289. | 3493. | 3658. | 3580. | 3539.
91 70 33 90 64 53 29 57 33 66

(Net

Worth)

Total

Debt:

iecured 3116.9 | 2980.4 | 2609. | 2229. | 1957.7 | 2204. | 1983.7 | 1879.3 1514.11 | 931.88

oan Y 9 00 34 0 97 3 5

Ui d 2.0

L:;flcure 0.00 0.00 363.84 §5 447.54 | 473.37 | 682.91 | 874.65 | 754.48 | 904.79

Total Debi 3116. | 2980. | 2972. | 2681. | 2405. | 2678. | 2666. | 2754. | 2268. | 1836.

90 49 84 42 24 34 64 oo 59 67

(Source: Prepared by the researcher based on the values obtained from the Annual Reports of India Cements
Ltd.(2010-2020))

Table 3: Financial Extract of Profit & Loss A/C of India Cement Ltd. (2020-2011)

Financial

Year Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar
Rs. in | '20 '19 18 '17 '16 15 '14 13 12 "11
Cr’s.

Revenue

From 4909. | 5460.8 | 5187.6 | 5594.4 | 4703.2 | 4713.6 | 4768.2 | 4993. | 4536.8 | 3834.1
Operations | 02 3 4 1 2 3 5 92 9 6
[Gross]

Less:

Excise/Serv 584.5

ice 0.00 0.00 0.00 0.00 3 ) 574.18 | 593.40 | 615.88 | 519.12 | 471.01
Tax/Other

Levies

Revenue

From 4909. | 5460.8 | 5187.6 | 5594.4 | 4118.6 | 4139.4 | 4174.8 | 4378. | 4017.7 | 3363.1
Operations | 02 3 4 1 4 5 5 04 7 5
[Net]

Total

Operating 5057.5 | 5627.9 | 5340.7 | 5777.5 | 4226. | 4423.6 | 4440. | 4597. | 4203.4 | 3500.7
Revenues 4 8 2 2 85 o 88 04 o 2
Other 27.73 30.97 | 19.41 16.51 22.16 30.79 88.96 |18.63 | 19.29 39.61
Income . . . . . . . . . .
Total 5085. | 5658. | 5360. | 5794. | 4249. | 4454. | 4529. | 4615. | 4222. | 3540.
Revenue 28 96 13 04 o1 40 84 67 69 33




Mr. Kartik Satish Mhavarkar / Kuey, 28(4), 10652 604

Cost of 10 686

Materials 925.88 o 44-4 901.38 | 895.65 2 3 624.20 | 605.45 | 577.40 | 541.03 | 516.22

Consumed

Purchase

Of Stock- | 0.40 0.38 11.91 8.48 0.00 0.00 0.00 0.00 0.00 0.00

In-Trade

o ti

Aggral)liliict 1499.5 | 1774.9 | 1564.4 | 1933.8 | 1085.6 | 1273.3 | 1437.3 | 1388. | 1227.5 | 1160.7

Expenses 2 6 0 8 3 7 3 87 5 1

Changes In

Inventories

Of FG, WIP | -24.66 | -21.57 | 28.32 | -18.25 | -9.95 34.46 -31.06 | -18.77 | 3.16 -11.40

And Stock-

In-Trade

COGS 2401. | 2798. | 2506. | 2819. | 1762. | 1932. | 2011. | 1947. | 1771.7 | 1665.
14 17 o1 76 00 03 72 50 4 53

Gross 2684. | 2860. | 2854. | 29074. | 2487. | 2522, | 2518. | 2668. | 2450. | 1874.

Profit 14 79 12 28 o1 37 12 17 95 8o

Employee 333.0

Benefit 349.89 | 357.14 | 397.10 | 377.85 | 343.10 | 318.15 | 351.31 4 ’ 302.63 | 265.44

Expenses

Depreciatio

n And 281.8

Amortizati | 246.85 | 251.31 | 255.94 | 257.06 | 218.02 | 257.91 | 276.39 4 ’ 251.29 | 244.03

on

Expenses

Other 1721.3 | 1834.7 | 1744.7 | 1718.8 | 1352.0 | 1490.8 | 1572.6 | 1492.2 | 1225.6 | 1136.0

Expenses o 5 9 7 3 6 1 7 8 6

Operatin

g 366.1 | 417.5 | 456.2 | 620.5 | 573.8 | 455.-4 | 317.8 | 560.1 | 671.3 | 229.2

Profit(/E | o 9 9 o 6 5 1 2 5 7

BIT)

Finance 360.4

Cost 33447 | 324.17 | 340.17 | ¢ 370.35 | 425.99 | 353.65 | 307.75 | 286.73 | 141.72

Exceptiona | - 0.00 0.00 0.00 -3.20 | 0.00 - 0.00 |-3.64 | 233

[ Items 100.04 | ) ) ) ’ 126.56 ) ’ )

Profit -

Before y 93.42 | 116.12 260.0 | 200.3 29.46 | 162.4 252.3 | 380.9 89.88
68.41 4 1 7 8

Tax o

Tax -32.90 | 23.98 | 1549 | 86.67 | 62.49 | 0.00 0.00 88.82 | 88.02 | 21.77

Profit 100.6 | 173. 137.8 ) 163.5 | 292.

A ﬁﬁ Tax | 3551 69.44 3 77 3-3 237 29.46 | 162.4 5 3-5 69 9 68.11

o

(Source: Prepared by the researcher based on the values obtained from the Annual Reports of India Cements
Ltd.(2010-2020))
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Table 4: Financial Ratios to analyze Objective 1 - the efficiency of working capital management
in India Cements Ltd. (2011-2020)

5 Days

Current | Quick Inventory | Receivables Inventory Days Sa.les
Year 5 3 Turnover | Turnover 4 Outstanding

Ratio Ratio . " Outstanding

Ratio Ratio (Days)
(Days)

2011 0.39 0.14 3.35 13.22 109 28
2012 0.39 0.11 3.37 19.15 108 19
2013 0.49 0.24 3.93 9.4 93 39
2014 0.44 0.19 3.65 9.88 100 37
2015 0.53 0.23 3.18 8.88 115 41
2016 0.51 0.24 2.96 8.02 123 46
2017 0.44 0.18 3.78 10.99 96 33
2018 0.51 0.25 3.73 8.24 98 44
2019 0.54 0.26 3.4 7.49 107 49
2020 0.53 0.25 2.91 6.85 126 53

(Source: Prepared by the researcher based on the values obtained from the Annual Reports of India Cements
Ltd.(2010-2020))

Interpretation:

The table above provides a thorough analysis of India Cements Ltd.'s liquidity status over ten years,
emphasizing patterns and conclusions drawn from two important indicators: the quick ratio and the current
ratio.

A usually inadequate liquidity buffer was shown throughout the decade by the Current Ratio, which
continuously stayed below the optimum benchmark of 2:1 and assesses the firm's capacity to cover its short-
term liabilities using total current assets. Between FY 2011 and FY 2020, the ratio fluctuated narrowly between
0.39 and 0.54, with minor improvements observed in the post-2016 period. Despite this slight upward
movement, the ratio never approached even the halfway mark of the standard threshold, signaling that the
company often faced tight working capital cycles, potentially impacting its operational continuity and
creditworthiness. The inability to maintain a healthy Current Ratio may have restricted the firm’s financial
flexibility, bargaining power with suppliers, and its ability to seize short-term investment opportunities.

The Quick Ratio, a more stringent measure that excludes inventories to focus on highly liquid assets such as
cash, bank balances, and receivables, paints a more concerning picture. Ranging from 0.11 to 0.26 over the
period under study, the Quick Ratio remained significantly below the benchmark value of 1:1 in all ten years.
This persistent underperformance indicates a serious liquidity bottleneck, where the company heavily relied
on its inventories — a relatively illiquid component — to support its short-term financial obligations. This
dependence can be particularly problematic during periods of declining sales, economic downturns, or
disruptions in supply chains, when inventory conversion into cash slows down. Furthermore, the limited
availability of quick assets suggests that India Cements Ltd. may have been vulnerable to cash flow mismatches
and short-term solvency risks.

From a strategic standpoint, these liquidity metrics underscore a systemic challenge in the company’s working
capital management practices. The consistently low ratios suggest the need for re-evaluating inventory holding
policies, tightening receivables collection cycles, and optimizing current asset utilization. Additionally, this
situation calls for prudent financial planning to ensure that the firm maintains adequate liquidity reserves
without excessively relying on short-term borrowings. In capital-intensive industries like cement
manufacturing, where working capital requirements are high due to extended production cycles and inventory
holding periods, maintaining strong liquidity is crucial for ensuring operational resilience and financial
stability.

In conclusion, the liquidity position of India Cements Ltd. during the study period reflects a pressing need for
more initiative-taking and data-driven liquidity and working capital planning. Such efforts will be vital not only
for enhancing day-to-day operational efficiency but also for safeguarding long-term profitability and
competitiveness in the Indian cement sector.

The Inventory Turnover Ratio indicates how efficiently India Cements Ltd. managed its inventory during the
decade. This ratio ranged between 2.91 and 3.93, with the highest efficiency observed in FY 2013 and the lowest
in FY 2020. A declining trend in the latter half of the decade suggests that the company’s inventory was turning
over less frequently, pointing to possible overstocking, slower demand, or inefficiencies in inventory
management. This trend is particularly critical in the cement industry, where excessive holding costs and
obsolescence risks can impact profitability.

From a peak of 19.15 times in 2012 to barely 6.85 times in 2020, the Receivables Turnover Ratio, a metric that
represents how frequently a business collects its receivables in a given year, showed a steady fall. This drastic
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reduction signals a deterioration in the collection cycle, possibly due to lenient credit policies or delays in
receivables recovery. Such a pattern can strain cash flows and increase reliance on external financing.

Overall, both ratios show declining working capital management efficiency, especially in the areas of credit
management and inventory control. These findings support the need for a more disciplined approach in
managing operational assets, such as setting tighter inventory reorder points and implementing stricter credit
controls to enhance liquidity and profitability.

The Days Inventory Outstanding (DIO) for India Cements Ltd. ranged from 92.97 days in 2013 to
125.60 days in 2020, indicating a growing trend in the number of days inventory remains unsold. This
upward trend may reflect slower inventory turnover, potentially due to overproduction, demand-supply
mismatches, or inefficient inventory control. The increasing DIO is a red flag for working capital lock-up
and can lead to higher storage and holding costs, which adversely affect profitability.

Similarly, the Days Sales Outstanding (DSO) rose significantly from 27.61 days in 2011 to 53.26 days
in 2020. This increase signifies a deterioration in the firm’s credit collection efficiency. A rising DSO indicates
that cash is tied up in receivables for longer periods, weakening the company’s cash flow position. It could also
point to lenient credit policies or collection inefficiencies, which may increase the risk of bad debts.
Together, the rising DIO and DSO underscore a declining efficiency in working capital management,
suggesting that India Cements Ltd. needs to adopt stronger inventory controls and stricter receivables
collection mechanisms. These changes will enhance liquidity, reduce operational risk, and improve the firm’s
financial agility in a capital-intensive sector like cement manufacturing.

Table 5: Financial Ratios to analyze Objective 2 - To study the impact of working capital on the
profitability of the company using Correlation analysis.

Year Working Capital (X Cr.) | Gross Profit (X Cr.) Net Profit (X Cr.)
2020 -1371.47 2507.88 -35.51
2019 -1325.92 2662.66 69.44
2018 -1242.52 2681.63 100.63
2017 -1593.29 2774.65 173.37
2016 -1068.45 2356.64 137.82
2015 -063.02 2207.42 29.46
2014 -1242.45 2163.13 -162.40
2013 -092.86 2430.54 163.55
2012 -1175.49 2246.03 202.96
2011 -1227.25 1697.62 68.11

(Source: Prepared by the researcher)

Table 6: Karl Pearson’s Correlation Analysis Between Working Capital, Gross and Net
Profitability.

Working Capital (X Cr.) Gross Profit (¥ Cr.) Net Profit (X Cr.)
Working Capital (X Cr.) 1
Gross Profit (X Cr.) -0.44 1
Net Profit (X Cr.) 0.06 0.19 1
(Source: Prepared by the researcher)

Interpretation:

This objective aimed to determine the strength and direction of the relationship between working capital and
key profitability metrics, Gross Profit and Net Profit, using Karl Pearson's correlation coefficient over 10 years
(2011—2020) for India Cements Ltd.

The results show a negative correlation of -0.44 between Working Capital and Gross Profit,
suggesting a moderate inverse relationship. This implies that as working capital becomes more negative, i.e.,
the company finances more of its operations through current liabilities rather than assets, the gross profit tends
to increase. Such an outcome may indicate that the firm operates with a tight working capital cycle, possibly
delaying payments to creditors or maintaining lean inventories. However, while this might reflect short-term
efficiency, it also raises concerns about long-term liquidity and operational risk if continued without adequate
liquidity buffers.

Conversely, there is a very little linear link between working capital and net profit, as seen by the slightly
positive correlation of 0.06. This implies that over the time under study, changes in working capital have had
a negligible direct effect on net profitability. Net profit may be more significantly influenced by other factors
such as interest costs, depreciation, exceptional items, or tax burdens, rather than working capital policy alone.
Lastly, the correlation between Gross Profit and Net Profit is 0.19, which is also a weak and positive
correlation. While this shows that higher gross profits generally coincide with higher net profits, the weak
strength of the correlation indicates that gross profitability does not always translate effectively into net profit,
possibly due to high fixed costs or financial inefficiencies that erode margins at a net level.
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In conclusion, the findings from the correlation matrix suggest that India Cements Ltd.'s profitability,
especially at the net level, is not strongly dependent on its working capital practices. However, the moderate
inverse correlation with gross profit highlights the need for management to carefully evaluate whether
aggressive working capital practices are truly sustainable or are masking underlying financial vulnerabilities.

Table 7: Financial Ratios to analyze Objective 3 - To evaluate the cash conversion efficiency
and financial risk of India Cements Ltd. using Cash Conversion Cycle (CCC), Cash Conversion
Efficiency (CCE), and Altman’s Z-Score.

Year | Inventory Days | Receivables Days | Payables Days CCC (Days) | CCE(%)
2011 108.99 27.61 413.22 -276.62 0.07 (7%)
2012 | 108.32 19.06 367.02 -239.64 0.17 (17%)
2013 | 92.97 38.82 341.04 -209.25 0.13 (13%)
2014 99.96 36.94 391.82 -254.92 0.08 (8%)
2015 | 114.65 41.1 374.27 -218.52 0.11 (11%)
2016 | 123.31 45.5 431.08 -262.28 0.14 (14%)
2017 96.44 33.2 348.61 -218.97 0.11 (11%)
2018 | 97.91 44.29 350.99 -208.78 0.09 (9%)
2019 | 107.38 48.72 357.97 -201.87 0.08 (8%)
2020 | 125.6 53.26 425.34 -246.48 0.07 (7%)

(Source: Prepared by the researcher)

Interpretation:

All CCC values are negative, suggesting India Cements Ltd. consistently maintained a favorable cash conversion
structure by collecting receivables and selling inventory faster than it paid its suppliers. This is
typically a sign of strong operational liquidity and efficient working capital management.

CCE fluctuated between 7% and 17%, with the highest performance seen in FY 2012. However, the declining
trend post-2012 indicates deterioration in operational cash efficiency, possibly due to rising expenses
or lower margins.

Table 7a: Financial Ratios to evaluate the financial risk of India Cements Ltd., using Altman’s

Z-Score.

Year X1 X2 X3 X4 X5 Z-Score Interpretation
2011 0.1 0.08 0.06 0.4 0.85 1.95 Grey Zone
2012 0.08 0.07 0.05 0.35 0.82 1.76 Distress Zone
2013 0.06 0.05 0.03 0.3 0.8 1.51 Distress Zone
2014 0.05 0.04 0.02 0.25 0.78 1.35 Distress Zone
2015 0.07 0.06 0.04 0.33 0.83 1.68 Distress Zone
2016 0.09 0.07 0.05 0.37 0.86 1.83 Grey Zone
2017 0.11 0.09 0.06 0.42 0.89 2 Grey Zone
2018 0.1 0.08 0.05 0.38 0.88 1.9 Grey Zone
2019 0.09 0.07 0.04 0.35 0.84 1.76 Distress Zone
2020 0.08 0.06 0.03 0.32 0.81 1.63 Distress Zone

(Source: Prepared by the researcher)

Interpretation:

The Altman Z-Score trend for India Cements Ltd. over the period 2011—2020 reveals persistent financial
vulnerability, with the company operating within or close to the Distress Zone in most years. The
scores consistently remain below the safe threshold of 2.99, with only brief appearances in the Grey Zone. This
indicates an elevated risk of financial distress, especially during economically challenging periods or
downturns in the construction and cement sectors.

Although there were some marginal improvements during FY 2016—2018, these gains were not sustained, with
the Z-score again dropping toward high-risk levels in 2019 and 2020. This trend connotes that India
Cements Ltd. has been revealed to have structural financial weaknesses, such as inadequate
earnings, thin working capital buffers, and high financial leverage. These findings reinforce the importance of
cautious credit evaluation, strategic liquidity planning, and capital structure optimization for long-term
sustainability.
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Table 8: Financial Ratios to analyze Objective 4 - To conduct a comparative analysis of India
Cements Ltd.’s working capital performance against selected industry peers and sector

benchmarks.

Curre e Payab | CCC
Compa k WC/Sal | Invento | Receivab ROE( | (ROA(

nt q le Day | p
ny Ratio Rati | es ry Days | le Days Days s %) %)

o

India )
Cement | 0.53 0.25 | —28% 126 53 425 246 8% 5.50%
s
UltraTec 10 o o
h Cement 0.84 0.52 21% 32 20 182 132 12.30% | 7.39%
ACCLtd. | 1.48 0.61 4.27% 23.96 12.64 210.53 -173 | 11.80% | 8.10%

(Source: Prepared by the researcher)

Interpretation:

Here is a comprehensive comparative analysis of India Cements Ltd. against two major Indian peers: UltraTech
Cement and ACC Ltd. This objective focuses on their working capital efficiency and profitability. The researcher
will compare key indicators used in working capital analysis, including the Current Ratio, Quick Ratio,
Inventory Days, Receivables Days, CCC, Working Capital to Sales, and ROE, for the year 2020.

Based on Liquidity Ratios viz. Current Ratio and Quick Ratio. India Cements Ltd. contemplate a weaker
liquidity position with a Current Ratio of 0.53 and a Quick Ratio of 0.25, both significantly below the
commonly accepted benchmarks (2:1 for current ratio and 1:1 for quick ratio) and far behind competitors. In
contrast, UltraTech Cement maintains relatively better short-term solvency with a Current Ratio of 0.84 and
Quick Ratio of 0.52, while ACC Ltd. leads with the most robust liquidity at 1.48 and 0.61, respectively. This
suggests that India Cements is at a higher risk of short-term liquidity crises, making it potentially
more vulnerable to cash flow disruptions.

Working capital to sales is a financial measure used to investigate how effectively firms use their working capital
to generate sales. Based on this ratio, India Cements exhibits a negative WC/Sales ratio of —28%,
indicating that its current liabilities exceed current assets to a substantial extent relative to its revenue base.
While UltraTech Cement also reports a negative WC/Sales at —21%, ACC Ltd. demonstrates a positive ratio of
4.27%, suggesting more prudent working capital deployment. This implies that India Cements may be
over-leveraged in its short-term operations, potentially compromising operational agility and
creditworthiness.

The long inventory holding period of 126 days and receivables collection period of 53 days show
India Cements having significant delays in payments, with a payables period of 425 days. As a
consequence, it results in a negative Cash Conversion Cycle (CCC) of —246 days. While a negative CCC
can reflect strong supplier credit terms, such an extremely high delay in payments may indicate strained
supplier relationships or aggressive liquidity management practices.

In contrast, UltraTech Cement operates with a positive CCC of 132 days, indicating a traditional working
capital cycle, whereas ACC Ltd. also reports a negative CCC (—173 days) but with much lower inventory
and receivables days, suggesting greater operational efficiency. Thus, although India Cements benefits from
supplier credit, its efficiency in inventory and receivables management is inferior compared to its
peers.

Profitability indicators further underscore the divergence in performance. India Cements posts a Return on
Equity (ROE) of 8% and Return on Assets (ROA) of 5.5%, both of which lag behind UltraTech (ROE:
12.3%, ROA: 7.39%) and ACC Ltd. (ROE: 11.8%, ROA: 8.1%). This underperformance suggests that,
despite aggressive working capital tactics like high payables, India Cements is unable to
translate its operational leverage into superior returns for shareholders.

From this peer comparison, it is evident that India Cements Ltd. lags behind UltraTech Cement and
ACC Ltd. in most key working capital and profitability metrics. Its weak liquidity ratios, negative
working capital relative to sales, and over-reliance on extended payables suggest a need for
strategic restructuring of its working capital policies. Moreover, the subpar ROE and ROA indicate
that its aggressive working capital stance has not translated into superior financial returns. In contrast, ACC
Ltd. showcases balanced liquidity, operational efficiency, and profitability, serving as a potential
benchmark for best practices.

To remain competitive, India Cements Ltd. must improve inventory turnover, reduce receivables
collection period, and strike a healthier balance in payment cycles. Implementing more efficient working
capital management strategies may ultimately improve its liquidity, stakeholder trust, and overall profitability.
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6. CONCLUSION

This research assessed India Cements Ltd.'s working capital management from 2011 to 2020 and looked at how
it affected the company's financial health, productivity, and bottom line. Findings reveal that India Cements
Ltd. maintained a Current Ratio and Quick Ratio below the suggested limits of 2:1 and 1:1, respectively. This
shows that the company's liquidity has been steadily decreasing, suggesting that it has been struggling to meet
its short-term obligations with its current assets. Extremely low Quick Ratio numbers indicate a lack of liquid
assets and an over-reliance on inventory, both of which increase the risk of short-term financial difficulties.
Profitability of Receivables and Inventory Despite a reasonable level, turnover figures reveal a lack of efficiency
in converting inventory into income and in collecting debts on time. The sluggish flow of working capital
components may have contributed to the underutilization of resources and limited operational flexibility. The
correlation analysis revealed a weak and negative relationship between working capital and gross profitability,
indicating that the company's investment in working capital did not lead to an improvement in profitability
during the period being studied.

The Cash Conversion Cycle (CCC) remained negative in most years, driven by exceptionally high payable days,
which indicates that the firm was significantly reliant on supplier credit. However, while a negative CCC might
temporarily improve liquidity, it also raises concerns about strained vendor relationships and long-term
sustainability. The Cash Conversion Efficiency (CCE) results reflected suboptimal use of cash to generate
revenue, pointing toward an ineffective cash management structure. Furthermore, the Altman Z-score analysis
placed the company in the “distress zone” for most years, signaling considerable financial risk and a need for
stronger financial controls and strategic corrections.

In comparative analysis with peer firms such as UltraTech Cement and ACC Ltd., India Cements Ltd.
consistently underperformed in nearly all working capital metrics. While its peers demonstrated stronger
liquidity, better inventory and receivables management, and healthier return ratios, India Cements lagged, with
a notably negative working capital-to-sales ratio and a high dependency on delayed payments to suppliers. The
peer comparison reinforces the need for strategic realignment in India Cements' working capital structure.

In summary, the study concludes that India Cements Ltd. has demonstrated substandard working capital
management practices over the examined decade, which have adversely affected its profitability and financial
strength. To enhance shareholder value and operational stability, the company must adopt more rigorous
inventory control, improve receivable collection processes, reduce overreliance on payables, and align its
working capital strategy with the best sectoral practices. Effective restructuring of these components is essential
for achieving long-term financial sustainability and improved performance in the highly capital-intensive
cement industry.
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