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Abstract

The investment decision of any business is concerned with the investment in the fixed as well as in the
current assets. The amount offinance required for fixed and current assets are called fixed capital and
working capital respectively. Fixed capital is required for the establishment of the business and helps in
the revenue generation process whereas working capital is required to utilise the fixed assets.
Management of working capital is an important task as it has impact on the profitability of thefirm. It
is evident in the past that many firms have gone into liquidation due to dearth of fund i.e. working
capital. The present study is an attempt to analyse the working capital management at NALCO.
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A brief profile of NALCO

Natiodl AuminumGompany Linvited Was inoorporatsd inthe year 1981 es a
pubdlic sectar enterprise by the Gout, of India. Tre conpary is eslddlsrggetro prockoe
dumnumframtrelbauteavailddeintrestae of Qrissa, tsngjor prodLctionunits located
in Korgout and Angll distridts of the State have adtively eqdared the ways and rears to
ueess. Gommissianed duning 1956587, NAoohesenerged s astar parfomerin fion
adeqat d dumnadaurinum adnoesgificatty, inproslingasdi-sustaired

Treissiedad id yocaata of the compeny aorsist of 2577,238512 adirery S eres
hevi affsne\ﬁalﬂdgy F€5g3()1h Quofthsarout, 2,2459915405?9(6&11’\@6?%_/87._15%
arerddby Gov, of India whilethe rest are eld by the grerdl pLbdlic, firendid irstitutions
ac ssn3IBNVad AL Dunng 2010-11, ﬁemrmyp;mrm?(%fmmmlndl its
goerdias Tre Baute Mres adhiieved a loner prodLotion of 4824000 nt in the current
year;, acpinst 4373000 't in 200810, Tre dlunrina refirery dsoproduoed arecard gLerntity of
1553000t of dumireinthecurrant year. Smilarty, dumniumneta produdtionat

wssdandHinehdh a 10431000t In2008-10. NALCOacktbd 500 tares of
dumnmrefining inSaterrioer 2001, wvhich hes inoreesed its total alumine. cayeedity
o2l millintoresayea. Tre isdsodamingoinresseitsaunin

umnarocLdion
inlndiaad Incresia Fdlloamg tre inoressed prodLdionand sdles, trecopary adhieved
the ret profit of Rsl060.3orare, an inoresse of 3L3%0 over the previous year figure of
RBldoare ﬂnm@gﬂsom_e\edamdsdesuxmerd%%gm supessing
the previous boest of aaes in208-10
Review of Literature
Tre prddens of warka it marecpTet e daana A of ressarth intre
rm\ti\t?ﬁi Bdersive L V\akres“aeawwﬁedalwmg%dﬁs inverioLs arees
adwo rgcaptd nareceert HFowewer, anly those studies which are pertirent o tre
dgedinve a tre curant study are seledted for reviewr
SinadSoeren sudiedtre rdaiondf effidercy ofworki it rerecenetad
mmﬁepdtaé%rg%ﬁmmr%%’ iod ]ﬁ(ﬁgmwydsd@es
asragy relaionbetveentte leghof treins ret trace oyde adlits profitataility.
Hwnewsr, et track oydes are assoiaed with igher risk adusted stock retum
Tre o Milikad Sur anwarking caatal manegeernt in Hndustan Leaver
Ltd ck oseda\,eryhgwdag(ee ocsitive relrgiddiphiv\emliqjdwgd profitaality.
Tre paoer of Packchi , ©anres tre tranck inwarking cgaital meregeent adl its
inpect anfim s perfu(rzr?)ine Weoumateprﬂtatility/isrit‘r?ms]i@gedfdasmﬂedB
sval marufedung fims, Leirgparel ctiaarelyais for tre period 1958- 2008 Treregession
resut Soas thet high investent in invertories and receiveldles is assodiated wWith loner
%gim_ lity: Trecencintveriade, reumontotal assatsisussdas anressuredf prafitatality.
inckencant veriades Lsed in the anelyais are inverntones chys, aooounts receivebles
w payelde cys ad cash conversion oyde: Astrag significant rdlatiarship
workingGaata naregeent and profitataility hes beenfourd intreenpaincal work
Bun camedoutastiudyanliqu Wdt\/\o icsedtor imadsed
eﬂéggmasaeel Aﬂmlyd‘?réicail% itedad Indan ImpgdSteel Conpany Lid.
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profitehli ir%a?rdm mﬂiMyWhasm%esized_Eqn[rgigamﬂirg
the period fram 195697 10078 The variddes suth as aumant rdig, invertary tumover
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SHededastrenessued paitaality. Treresuit of thestudy disdossdtte positive assodiation
afcumart ratiowth FBITMVind RO4E Smilarty, invertary tumover raioand citor tumover
ratio honed positive relation with profitataility in st of the cases unckr stiudy.
S amIPatg/ camedautastdy antie inpect ofwarking caatal meregerertin
g%!{r]oﬁtdjlity_ _%@IM@M _ aﬁﬁdertdqnela]%bathv\o\aid_jes
& proiitality ratio and warking caital tumover ratio indicates negptive carrelation
Wheress current reiq, receivetle tumover ratio, invertary tumover ratio, tunover of cesh
adworking caaital totatal assts have shonn positive aarelation with profitatality.
RamuoL(2009) conducted an enpirical an Working Gyartal Structure ardl Liquidl
position g‘%)daq Cnmadg@kidesg}%my m?}a msa_ttermedtosuﬂ/trt%
effediveness of structurning the working capartal and corducked thet invertaries famred tre
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adadvanssweress cashadbankiodlances famedvery redlighlepart. Furtter, thestuoly
e e T o STy et Lo
0 WS aycstrei ! intum ingies e 3
ahieed Hmar\gésvmh lessworking catal.
Gll, Biger and Mathur (2010) researded an the relationshi baV\eenV\aHrg_%ital
and profitahlity of eigty eight LBAfims The findings of e study indicate
thet dowadledtion of acoourts receivelles is codlated with low prdhitatallity. There isa
%Mmm letveen cash conversion cyde ad grass gerating jrofit estalished
ia

rosignficat rdlation is found betvween the firmsize and its gross goerating profit

San adSan nosed tostudly the trade-off betveen liquidity, riskand profitzballi
dlrfosysTaj_T(%l)é%gq h@%%m@smmg;aqgmm%gm%
between the i pityardpditatllllydﬂﬁmgnsny_ whichis foud tolee significat a 5
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camed aut an enpinica study on tre o waki itd in
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coelation between effidercy ratio and prdfitatallity ratio is found to e positive bout is ot
sa]sncdlysglﬁcart lrereisrecative corelation dﬁag\g?a’dnwa_ raia
Honewer, a mded regooree is ssan with resosdt to tre rdation narket ratioad
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Cedives of the Sudy

Tre presant stuoly hes been uncartden toadhieve tre fdlloamg dgediives;

= Tostudytrevanaality inverious conporents chwarking catal manecerernt ofNALGO

= Tokmowtte inpedt of econarnric recession anwarking caital.

= Tofird out tre rdlationshipbetween liquidity ad prdfitatality.

= Tocktemire tre rdaiarshipbeveenwarking caital ad sdes.

= TocHamire tre rdaiaship beween sk ad prafitaility.

IZHaCdIa:ﬁmardSlLWFEriod

sudy is camied ot rglomsidenrg NALOOas the sarde unit whichis the largest
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setndaryscunesvhdq induck AT e ad .aam
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Hypatheses of the Study
The study was uckrtaken with the fdlloang hypotheses -
HO: Thereisrosgificant effect of recession an tre WWorking Gyaital position
Hoz - Thereis rordlatiorship between Liquicity and Raiitaality,
HB: Thereis rordatiosiiplbetveen Riskand Profitaality
HY  Thereis rordaiashipexdsts betvween Working Gyatal and Sdles
Linitatios
Inthe course of ressarch cartain pradens were enoountared whidh are likely to have effect
antrewak Qed suhaorstraints is savdle unit. As thissiudy iskessd anare
anly; thre findings might nat be representative of Whet datairs inthewnde ssdtar, Tre
is esad on the cita adlledted fram tte ssoochry souress. So it contairs dl tre inferart
limtatios of the ssoochry cita. Ardlly; the condusians are besed an the ciia aelysed
hece they are \dlid aly O the extert of the \al_bity of tre chia
ANALYSS ANDDISOUSSION GF THE RESLLT
Tre is and interpretaion of tre are besed on the paraneters nertiaed intre

oy of the study. WSMG%\AM_MOIV\D Tre firt e nakes e
comporent Wise andlysis of Qoss Working Caaital and tre ssoond part disousses the
hypathesis testing
Coporent Wise Aralysis of Qoss Working Caital

Table 1: Individual Components of Current Assets as Percentage of
Total Assets of NALCO, 2001-02 to 2010-11

Year Cash Debtor Inventory  Loans & Advances Total
(Rs. in Crore) (Rs.in Crore) (Rs. in crore) (Rs. in Crore) (Rs. in Crore)

2001-02 114.23 257.83 484.32 282.07 1138.45
(10.033) (22.647) (42.542) (24.776) (100)

2002-03 49.56 101.83 489.25 365.86 1006.5
(4.923) (10.117) (48.609) (36.349) (100)

2003-04 98.36 102.24 480.48 309.43 990.51
(9.93) (10.321) (48.508) (31.239) (100)

2004-05 755.21 92.81 529.06 *433.96 1811.04
(41.7) (5.124) (29.213) (23.961) (100)

2005-06 2193.71 29.42 590.78 483.17 3297.08
(66.534) (0.892) (17.918) (14.654) (100)

2006-07 3686.53 34.13 634.96 618.46 4974.08
(74.114) (0.686) (12.765) (12.433) (100)

2007-08 3516.46 60.65 686.65 777.57 5041.33
(69.752) (1.203) (13.62) (15.423) (100)

2008-09 2869.04 26.5 873.5 791.37 4560.41

(62.911) (0.581) (19.153) (17.353) (100)
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Year Cash Debtor Inventory  Loans & Advances Total
(Rs. in Crore) (Rs.in Crore) (Rs. in crore) (Rs. in Crore) (Rs. in Crore)

2009-10 3152.35 181.78 944.92 930.59 5209.64
(60.509) (3.489) (18.137) (17.862) (100)

2010-11 3795.23 112.4 1058.47 915.23 5881.33
(64.53) (1.911) (17.997) (15.561) (100)

Mean 2023.068 99.959 677.239 590.771 3391.037
(59.659) (2.947) (19.971) (17.421) (100)

SD 1598.899 73.0929 210.3142 248.9651

(Figures in the brackets indicate the percentage share of individual component)

Toganfutrer udarstadingof thewarki ng%’o'| maregeetaf NALAQ treindvid Al
cxrrmertsd‘tfeaneta&ets\nz | 165, s &ark cHosadlcas &
aasaesuded Tre paterizgesmed‘eedﬁlrd\ndd aonporetintretad curant
assi\dwfdmyearqtfememlodurErMBcaajaedardpamdmtfeame
telde The telle alsoaontains the neen velue of eech coporert V\uklrgceptal
Le cumat asHs for treentire eriod of studly. Itlsfcudfrdnﬂ”e elhstlhe
dare df cshintata assets hes inoreassd fram 10 peroent 1064%31

stuoly, The cotar hes cioressed fram2264 parcart intre t0191 |n1he
year 20011 'ﬂesharedlnetaym\medﬁumz76mma1to486mmdnrgtm
sare period Smilarly; tre comporent of loars &aovarnoes hes varied fram 1243 percart o
B3 parcat. ftisevicent framitre neenvalue df eechcomporent thet ceshoooyiesangor
srare arounting 13066 percart fdloned by inertary.

Testing tre Hypothesss

Tre hypaotheses of the study have been tested by gayving stucknt's «- testwhichisnom
lmdtoobtermrmfl\/\oselsdcbtaaesg (Hﬂydfferertfruﬂeedﬁdmrwthalx
assuTpion thet tre test satistics would fdlovnomra disinbution Tre «- test results are
chaded intre tahes gvenbdlowand suitadle interpretations are nack acoardingy.
Hfect of Gadoal Eoonamic Recession an NALQOs Warking Caital Rosition

The fdloamg null hypathesis hes been consickred for testing the effect of Gdodl Foomanvic

Racession anNAloods Warking Caartal Rosition Thee-test for ojoenchnt esisussdfar
ths pupse adte resmjsrgeg\m iInTede 2 =

HO : Trere is rosignificant effect of recession an the warking caaital josition




Working Capital Management: A Case Study of Nalco 41
Tde 2 f-Test for Pared Two Svde far Miers
Before Recession After Recession
Men 1648.716 5133.358
\aiae 962375.2193 231847.2753
On\dias 5 5
Hothesizad Men Diffierate 0
o 4
Sa -13.93145186*
R1<¥) aetal 0.00007
tGiticd aetal 2.131846782
F{TCt) votal 0.000153955
tGiticd tvotal 2.776445105
~ 950 levd dF9gTiicae
Inference Se gedter tren V\erqedthanjl samlonmlLdethtetnunc
recession hes inpect mﬁEV\UkI 2((% gncn rermred
dnost segat dunirg tre aﬁZD?—(B Intheyeer

cgata carecbnndeto ctraheoessm
%Iatlmshp betveen Liquidity and Profitabaility
Trefdlonirg MmsmMmobredfdm g tre Liquidity and Profithality

positias in ﬁczamedmdoservad%ela]maﬁﬁaat isussd for this
pupese, tre resUits chwnicnare ghveninTade 3

Hoz - Thereisro relatiarship between Liquidity ad Rrofitaality:
Tade3 tTest for Sgrificace of an Qosenved Grrdlation Geffidert

Liquidity Profitability
Men 2.374143 26.545
\V: (% qi] 1.009685 169.5982722
O=nHias 10 10
Hyaothesized Men Differate 0
CrdaianGxfidat (1) 0.6512
d 8
St 2.427*
F{Tq) aedal 0.0206
tGiticd aetal 1.8595
<) ot 00413
tGiticd votal 2.3060

95% level of significance.
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Infererce: Tre is of revirg rdatiarehipbetweenliquicity and profitatallityis tested
LAIng et which disdcsss thes m(iser\ed%a]mood‘ﬁaer%/(]mt

ificae
Ratio (R ad Rtuman (FOZE)aewed
pd?ta&cll?tyresm:u\,ely E?w 31Tecu€rlgalm
aceffidert is found tole positive ads ﬁcmaga%le\el Sime |sgaaterﬂmme et
the null hypothesis and corduce thet liou d%ﬁ S ﬁca”trelalcrmpwmqﬁralrg
profitatality. Tre resuit sypports tre stuoly of Ilkad&r(]%)ardcrelqdnty(m
Relationship between Risk and Profitalaility

'Ihefdlomrgrul hypothesis hes been aorsickred for testing the relatiaship of Risk Factor

EtinNALCOad I esi for sgficaredfan
Tdm\eddd ; GBI LAl td\/\hm?eﬁg\m intre
e

HB: Thereisro rlaiarship betveen Rdkand Rdftahlity

Table 4: t-Test for Significance of an Observed Correlation Coefficient

Risk Profitability
Mean 0.911940673 26.545
Variance 0.153073096 169.5982722
Observations 10 10
Correlation Coefficient (r) -0.652040418
Hypothesized Mean Difference 0
df 8
tStat -2.432449327*
P(T<=t) one-tail 0.02053
t Critical one-tail 1.8595
P(T<=t) two-tail 0.041061
t Critical two-tail 2.3060
*95% level of significance.
Inferece Trendl SﬁHlTHElsmrda](]’Eh between riskand prfitahaility is
majwrgt-m Treresjtsdtre |n ade4d Rtumancaital evpoyed
hes leen uesd to neasure trEnskfaIddtTEV\m«gcmtdls
tywrgﬂefdlomrgfm*rua
Wher,
R= Rk fator

g = Eouity + Resene &Sudus
j =LogtemlLoas
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Aj = Fbed AsHs
cj = Qurert Ases

Sree tis tren verget trenul is anclcoroluck thet risk hes relatio s
V\mp%mgﬁyg - e g

Relatiorship between Working Cyartal and Sdles
Tre fdloamg rul ESiS hes leen aorsickred for testing the working cepaital and sdles
INNALGOTre et Tor sigificance of an dsenved Gorrdlation CGoeffidiernt is used far this
purpcse, e resuts afwhichare ghven intre Tade 5

HY  Trereis rordaianship betveen warking caital and Sdes

Table:5 f-Test for Significance of an Observed Correlation Coefficient

Working Capital Sales
Mean 3391.037 4386.114
Variance 3903746.072 1780228.722
Observations 10 10
Hypothesized Mean Difference 0
Correlation Coefficient (r) 0.9191
df 8
tStat 6.598*
P(T<=t) one-tail 0.0001
t Critical one-tail 1.8595
P(T<=t) two-tail 0.00017
t Critical two-tail 2.3060

95% level of significance

Inference. Tale5 presents tre reldiaship beveen vworking caaital ad sales The ttest is
usad to citermire the significance of Goelation Goeffidert (). Tatal of et asHs ie
grass warking caatd s Lssd in the study: The e is Q9L which conveys a positive
asodation betveen working caaital ad sdles ad it is found tole significant a % peroart
leve. Sroe ISQ‘GIHﬂ’ﬂ’]V\l-)\Aﬁ_.GIﬁ’EﬂﬂWESISG’dGTd thet working ol

hes significart rdlatiorship sdes. The resuit sygparts the study of Ramudu ad
ParasLraran(2012).

GONCLWBEION

Warki ita manegenet isanexcsedingly sigficant issLe inafinrs corporate firerdia
cbusar?r%% pamarditsmjdteobs% higer poiit. Aconpreersive
siudy is camied out o uchrstand ad test cartain T s relating to NALAD Inthe
aumat y itis found thet NALOOs working | postionwvas by the gadl
recession Naartheless rtmmedtonartanangllqjd%pnume\mgnmeﬁs
Tre rdatiorshnipbetveeen liquicity and prafitahaility is found tole positive. Minimumlend of

liquidity is recuired to nainainacertain led of out put and sdles. Hae intrestiudy; tre
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relatiarehip betveen working caaital and sdles indicates strang positive assodiation with
eechahe. Hower, tre comdlationbetvieen risk fector and pramtehiility shows tret these
twoare recaively rdlated toesch arer.
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