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EXECUTIVE SUMMARY

The petroleum sector plays an important role in economic development of the
country. The Indian petroleum industry stands out as an example of strides made by the
country in its march towards economic self reliance. The working capital management of
Kochi Refineries Ltd, which is one of the leading crude oil refining and processing

company, has been studied in detail.

A descriptive cum analytical study have been performed to comment on the
working capital management of the concern. Annual records of 5 years(2000-01 to 2004-
05) forms the secondary source of data for the study. The collected data is collated and
analyzed. Ratio analysis a vibrant tool for the financial statement analysis is used to
explore the dimension of Working capital management of the concern. Cash flow
analysis a tool to track the cash movement has also been used with. Major elements
representing the working capital position were projected for future years. Suitable

recommendations were made for further improvement of the working capital position.

The study enabled the researcher to conclude that Kochi Refineries Ltd is
comfortable with its short term liquidity position and working capital management is

found to be satisfactory.



i

TABLE OF CONTENTS

"CHAPTER NO:

PARTICULARS

]

L]

TACKNOWLEDGEMENT

EXECUTIVE SUMMARY

LIST OF TABLES

 LIST OF CHARTS

LINTRODUCTION

1.1 Background of study
1.2 Objective of study

1.3 Scope of study

1.4 Research methodology

1.5 f.imitations
1.6  Chapter scheme

ORGANIZATION PROFILE

2.1 History of the organization
2.2 Management

23 Organization chart

2.4 Product Profile

2.5 Marketing Activitics

2.6 Various Functional arcas
7 Future plans

(SR |

| MACRO AND MICRO ANALYSIS

DATA ANALYSIS AND INTERPRETATION

 FINDINGS, RECOMMENDATIONS AND

CONCLUSION

| BIBLIOGRAPHY

VI

Y

[ L TR R

© PAGE NO:



LIST OF TABLES

SINo. | Particulars Page no
1 Table showing changes in working capital 22
2 Table showing Net working capital position 23
3 Table showing Working capital turnover ratio 25
4 Table showing Current ratio 27
5 Table showing Quick ratio 29
6 Table showing Current asset turnover ratto 31
7 | Table showing Current asset to Total asset ratio 33
8 Table showing net working capital to capital 33
employed ratto e
9 | Table showing long term liability to working : 37
‘ _ | capital ratio S -
10 | Table showing cash turnover ratio 39
11 | Table showing cash ratio ‘ 41
12 ! Table showing cash flow coverage ratio 3
I3 | Table showing cash cvcle +3
| 14 | Table showing debtors turnover ratio 17
15 | Table showing average collection period 19
16 | Table showing creditors turnover ratio 51
17 ! Table showing average payment period 33
18 - Table showing debt equity ratio : 33
19 | Table showing inventory turnover ratio | 37
20 | Table showing fixed asset turnover ratio ! 59
21 | Table showing cash low statement 61




LIST OF CHARTS

SINO. | Particulars - Page No.

; , . _ B - B .
I - Working capital turnover ratio : 20

- Current ratio | 28

Lol hoi

' Quick ratio 30

4— jCurrent asset turnover - 35
5

Current asset to Total asset | 34

6 - Net working capital to capital 7employed 36

7 ! Long term liabilities to working capital ratio 38

P Cash turnover ratio 40

11 ‘Cash flow coverage ratio 7 44

12 §C_213h cycle - T

13 Debtors turnover ratio R a8

14 7 Auverage cotlection periodm - . S0

15 s Creditors turnover ratio 52

16 Average payment period 54

17 Debt equity ratio . o o 36

18 “Inventory turnover ratio

19  Fixed asset turnover ratio 60

20 iHV'entory to working capital ratio o 62

21 Projection of net working capital 67

22 " Projection of current asset 67

23 Projection of sales

24 Projection of current liabilities 68

25 . '"-f’rojection of expenses . D ' HL




CHAPTER 1

INTRODUCTION TO THE STUDY



1 INTRODUCTION

Oil is normally extracted from the ground by drilling a well into a reservoir.
When a well is bored the pressure from the gas or water forces the oil to surface
spontaneously. Oil from such wells is sent through ‘flow lines’ to a gathering center’
generally, where water and gas are separated from oil. Once oil has been through the
gathering center and has been purified min the separators and stripping towels, it is
transported by pipelines, to costal loading terminals, where it is transferred into bulk oil-
carriers for shipment to refineries both inland and abroad. At the refinery the oil is

unloaded for distillation into a furnace from which it’s split into the various products.

A modern refinery is a large compiler encompassing many units operations and
process for converting crude oil to fuels, lubricating oils and other derivatives. These
products range from liquefied petroleum gas to asphalts. Petroleum is not used in its
original form as it contains many impurities. Also the dissolved gases in the petroleum
are highly explosive when it mixes with air. The more complex compounds of the crude
oil however volatilize only at relatively high temperature. Refining operations include
process such as distillation, crystallization, solvent extraction, adsorption, absorption and
several conversion processes such as ‘thermal’ and “catalytic® cracking, polymerization,
alkylation’s, dehydrogenation, isomerization, cyclazation, thermal reforming, catalytic

reforming and asphalt blowine.

When these processes are integrated in the refinery plant, they constitute an
operation that can be large indeed. Refining of crude process unlike earlier pattern of the
industry having many smaller capacity units, which tend to employ more labour, the
present trend is to plan for larger capacity units, well automated, thus making the industry
even more capital intensive and requiring lesser manpower compared to earlier plants.
The success of refining industry in improving its level of productivity is mainly attributed

to the technological innovations and applied research.



1.1  BACKGROUND OF STUDY

Oil industry has occupied one of the most important positions in the Indian
economy. Here the background of study is KRL which is one of the leading crude oil
refining and processing company. The company’s working capital position is being

analyzed for which informations have been collected from the finance department.

1.2 OBJECTIVES OF STUDY

* To determine the working capital of KRL.

*  To determine efficiency in cash, inventories, debtors and creditors.

* To understand the liquidity and profitability position of the firm.

* To conduct a time series analysis to understand the efficiency/ inefficiency in the

use of working capital.

1.3 PROBLEM OF STUDY

In the study the working capital of Kochi Refineries Ltd has been analyzed and
projected working capital of the years 2006 and 2007 has been worked out using trend

analysis,

1.4 SCOPE OF STUDY

The scope of study is to determine the Working Capital Management of KRL.
The study will be useful for improvement in the performance of the firm. The study

covers a period of 5 years from 2000-2005.



1.5 RESEARCH METHODOLOGY

1.5.1 TYPE OF STUDY

The analysis has been done by using descriptive analysis and analytical study.
Descriptive analysis is the phase of statistics that seeks only to describe and analyze a
given group without drawing any conclusions or inferences about a large group.

Analytical study is the analysis of the figures of the organization.

1.5.2 DATA COLLECTION

Both primary data and secondary data have been used for the study. Primary data
was collected by interviewing the officers and managers. Sources of secondary data were
Annual Reports of KRL for the year ended 2000 March to 2005 March. Secondary data is
also collected from journals like petroleum updates, O1l&Gas. The company’s official

website kochirefineries.com was also useful in collecting information.

1.5.3 TOOLS OF ANALYSIS

Two tools have been used for analysis. They are
1. Ratio Analysis
2. Trend Analysis

3. Cash flow Analysis

In the ratio analysis, the ratios relating to working capital management has been
calculated. In the trend analysis, the Method of Least Squares has been used to project the
trend for the next two years i.e. 2006 and 2007. Projections have been made for sales,
expenses, current assets, current liabilities and cash and the graphs have been also plotted

for the same.



1.6 LIMITATIONS OF STUDY

» Current ratio considers only the quantity of current assets and ignored the quality
of current asset. The Current asset may consist of obsolete stock or defaulting
debtors.

» Price level changes may make the interpretation of ratios invalid.

> The period of study is limited to 5 years from 2000 to 2005.

» The project duration of 6 weeks doesn’t enable a broad level study.

» In the year 2000-01 the credit period was 3 days and after that it has increased to

20 days. So there occurred high fluctuations in values.

1.7 CHAPTER SCHEME

CHAPTER 1

Chapter 1 consists of a general introduction about the company and its operations.
In this chapter the background of study, the objectives of study, scope of study,

methodology and limitations are described.

CHAPTER 2

Chapter 2 consists of the organization profile in which the history of the
organization, Management of the organization, organization structure, Product profile and

market potential, competitive strength and future plans have been described.



CHAPTER 3

Chapter 3 consists of the prevailing economic scenario with respect to the industry
selected for study i.e. the industry profile. The macro and micro economic analysis has

been done in this chapter.
CHAPTER 4

Chapter 4 consists of data analysis and interpretation. The analysis of working
capital has been done using ratio analysis and trend analysis. The cash flow statement has

also been prepared and analysis has been done.

CHAPTER 5

Chapter 5 consist of the conclusion, suggestions and recommendations
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ORGANIZATION PROFILE



2. ORGANIZATION PROFILE

KRL at a glance
Location: Ambalamugal in Kochi
Refining capacity: 7.5 million metric tonnes per annum

Products: LPG, petrol, diesel, kerosene, naphtha, benzene, toluene, L.SHS, furnace oil,

ATF, speciality solvents, bitumen, rubberized bitumen.
Turnover: Rs. 9858 crores (2004-2005)

Profit before tax: Rs. 910 crores (2004-2005)

2.1 HISTORY OF THE ORGANIZATION

Cochin Refineries Limited was incorporated in the joint sector as a public limited
company in september1963 with technical collaboration and financial participation of
Philips Petroleum Company of USA and Duncan Brothers of Calcutta.

The refinery was commissioned in1966 with a crude processing capacity of 2.5 million
metric tones per annum (MMTPA). The name of the company was changed to Kochi

Refineries Ltd in May2000.

From the date of commissioning to the date refinery undertook 3 expansions in
refining capacity and installation of several new processes, units and other facilities.
Many of the facilities have undergone modernization at various stages. The refining
capacity was first expanded from2.5 to 3.3 MMTPA in september1973. The production
of Liquefied Petroleum Gas (LPG) and Aviation Turbine Fuel (ATF) were commenced
after expansion. The capacity was further increased to 4.5 MMTPA in November 1984
along with addition of 1.0 MMTPA capacity Fluid Catalytic Cracking (FCC) unit. The
crude processing capacity was finally expanded t07.5 MMTPA in December 1994 with
the installation of second crude distillation unit and associated facilities. Along with this

expansion the capacity of secondary processing was enhanced tol.4 MMTPA. A fuel gas



de-sulphurisation was also installed as a part of the expansion project as an
environmental protection measure to minimize sulphur dioxide emission from the

refinery.

During the year 1989, the company commissions an Aromatics Recovery Unit
(ARU) with a design capacity of 7200 tonnes per annum of Benzene and 12000 tonnes
per annum of toluene marking KRLs entry into the field of Petrochemical Distributed

Digital Control Systems (DCS) were installed for the process units in the same year.

A captive power plant of 26.3 MW ISO rating was commissioned in March 1991
to meet the power requirement of KRL and to safeguard the operations against the power
supply fluctuations in the state grid. During the year 1998 an additional captive power

plant of 17.8 MW capacity was commissioned, making KRIL. self sufficient in power.

Advanced Process Control (APC) technology was first installed in the Crude
Distillation Unit 1(CDU1) in March 1992 and subsequently the technology was
implemented in FCC unit and CDU2. The benefits arising out of implementation of APC
and increased safety, enhanced yields, increased thru put, reduced energy consumption
etc. A plant wide computer network connected to the DCS’s of all the process units,
utilities and tank farm areas along with a real time database for storage and retrieval of

process information, was commissioned in the year 2001,

A Light Ends Feeds Preparation Unit (LEPPU) to supply poly butanes feed stock
to Cochin Refineries Balmer Lawrie Ltd (CRBL), a joint venture company was
commissioned in 1993. CRBL was later merged with KRL in April 2001. KRL also
commissioned Raffinate Purification Unit (RPU) for the manufacture of 10000 TPA of
Petroleum Hydrocarbon Solvent in January 1994, with the technology developed by the
in house R& D center. KRL started commercial production of Mineral Turpentine Oil
(MTO) in March 19935, utilizing the existing facilities of the refinery. Natural Rubber
Modified Bitumen another in house R&D product started commercial production in
September 1999.



A Diesel Hydro De-sulphurisation (DHDS) plant with capacity of 2.0 MMTPA
was commissioned in March 2000 in order o reduce sulphur content in diesels. In 2001
the entire tank farm operations were automated with installation of Automatic Tank

Gauging (ATG), DCS and online product branding systems.

KRL has subscribed to 23% equity capital of Petronet CCK 1td (PCCKL), a joint
venture company promoted by Petronet India Ltd at a cost of Rs.23 crores. PCCKL has
completed the implementation of 292km Cochin- Coimbatore ~Karur Multi product
pipeline (18”Cochin-Coimbatore-183km and14”Coimbatore-Karur-109km) designed to
transport3.3 MMTPA (4.5 MMTPA with booster pumps) in the vear 2002.

All major business management functions in KRL are non driven by an
integrated ERP system. Project MANTRA which went live on Julyl 2003 is the business
transformation initiative embarked upon by KRL by implementation of SAP R/3 software

to revitalize its functioning with state of the art information technology tools.

An LPG bottling plant of nameplate capacity 44000 TPA was commissioned in
August 2003.

KRL started producing auto fuels MS & HSO confirming to Bharat stage II
norms from January20035, well ahead of the implementation of new fuel quality norms in
the region. This was achieved by revamping of the DHDS unit for capacity enhancement
to 2.6 MMTPA processing of the FCC unit feed (VGO) and diesel in block out mode of
operation in the DHDS unit. The FCC unit capacity has also been enhanced to 1.75
MMTPA by revamping in May 2005 along with enrichment of oxygen enrichment

facilities.

KRL is presently an ISO14001 certified company. KRL has been accorded
[SO9001-2000certification in October2004 by M/S Det Norkse Veritas (DNV) is



recognition of KRLs Quality Management System initiatives? KRL achieved Level8 in

the International Safety Rating System (ISRS), after the audit held in December 2004.

M/S BPCL acquired Government Of India (GOI) entire majority equity holding in

KRL in March 2001.

2.2 MANAGEMENT

The management of the company vested upon the board of directors. The board of

directors consists of

1.

2.

3.

4.

Shri.Ashok Sinha (Chairman & MD)

Shri. B.K.Menon, Managing Director

Shri. Cherian N Punnose, (Director Finance)

Shri M.A.Mohammadali (Director Refineries)

Shri V.P.Joy (Director, Ministry of Petroleum&Gas, GOI)

Shri. John Mathai (principal Secretary(Industries) Govt of Kerala)
Shri. S.A.Narayanan (Director HR, BPCL)

Shri. S.Radhakrishnan (Director, Marketing)

Shri. B.K.Das(MD Numaligarh Refineries Ltd)




2.3 ORGANIZATION CHART
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2.4

PRODUCT PROFILE AND MARKET POTENTIAL

KRL produces a wide range of petroleum products .The products include:

N/
o

25

Natural Rubber Modified Bitumen

Liquefied Petroleum Gas and Kerosene for houscholds and industrial uses.
Petrol and Diesel for automobiles.

Naphtha the major raw material for fertilizer and petrochemical industries.
Benzene for manufacture of Caprolactum, phenol, insecticides and other
chemicals.

Furnace oil and low sulphur heavy stock for fuel in the industry.

Aviation Turbine Fuel (ATF) for aircrafts.

Bitumen and Natural Rubber Modified Bitumen (NRMB) for road paving.
Special Boiling Point Spirit used as a solvent in tyre industry.

Toluene for manufacture of solvents and insecticides, pharmaceuticals and
paints.

MTO (textile grade) MTO (paint grade) for use in textile and

Paint industry.

MARKETING ACTIVITIES

The products from KRL were marketed by IOC till 1993 except supply of LPG

to HOC through pipeline. KRL has been pursuing with the government from time to time

to market free trade products and other products transferred through pipeline to bulk

consumers directly. Permission to market Mineral Turpentine Oil was granted in 1994.

KRL has opened marketing offices in Chennai and Mumbai for marketing free

trade products like Benzene, toluene ctc. consequent to BPCL acquiring GOls stake in

KRL, the controlled and de controlled product are used mainly by BPCL. The free trade

products mainly Benzene, Toluene, SBPS, Mineral Turpentine Oil re marketed directly

by KRL. Also a part of de controlled KRL products such as FO, LSHS, Naphtha and

Bitumen re sold to designated consumers since September2003.



Presently KRL do not have retail marketing rights. KRL is in retail business only
as BPCLs co operator. Two retail outlets under BPCL banner and operated by KRL is
already functioning one at Ambalamugal and other at pannancherry (Trissur). The RO at

Ambalamugal which charted a total sales of 750kl (MS&HSD) during January 2003,

became one of the largest selling plants in Kerala among all oil marketing companies.

2.6 VARIOUS FUNCTIONAL AREAS

The various departments functioning in KRL are as follows:-

% Human Resource Development & Industrial relations
o Industrial Relations
o ESI
o Medical

o Human Resource Development

% Information Services (IS)

% Personal
o Benefits
o Payroll
¢ Sports

o Personal

% Technical Services Department
o Fire and Safety (F&S)
o Process Engineering -
o Inspection
o Energy and Environment (E&E)
o Research and Development (R&D)
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Oil Economics
Quality Control
Security

Corporate Planning

Marketing Department

o Market Development

o Operations

Operations
o Stock and Oil Movement (S&OM)
o Customer Order Fulfillment

o Common Services

Power and Utility (P&U)
o Electrical

o Utility

Manufacturing
o Crude Distillation Unitl (CDU1)
o Fluid Catalytic Cracking Unit (FCCU)
o Crude Distillation Unit2 (CDU?2)
o Diesel Hydro De-Sulfuration (DHDS)

o Process Optimization

Maintenance

Materials and Services
o Matenals
o Services

o Inventory and Warehouse



% Finance and Accounts

+» Management Information Service and Internal Audit (MIS&IA)

s Corporate Learning and Communication Department

O

o]

O

e}

G

Corporate Learning (CL)
Training

Administration

Public Relations (PR}
Official Language (OL)

%+ Projects

o

O

o

Capacity Expansion cum Modernization Phase (CEMP)
Single Buoy Mooring (SBM)
Non-Plan Capital Jobs

2.7 FUTURE PLANS

Project proposals have been made for Capacity Expansion cum Modernization
Project (CEMP) Phase II. The second proposal is the Natural Gas Business. In the context
of Petronet LNG Limited (PLL) setting up the LNG terminal in Kochi, company has
plans to take advantage of this emerging scenario by diversifying into Natural Gas
Business, the new growth sector. The other project 1s the bitumen revamp project. The

project involves revamp of existing bitumen blowing unit incorporating Biturox process

for making special grade bitumen in line with the new specifications.
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Origin of petroleum

Various theories have attempted to explain the origin of petroleum and natural
gas, but the origin remains a mystery to science and technology. Early scientist’s
classified petroleum as a mineral, produces within earth, or a residue somehow
transmitter to this planet from outer space. Two major theories have prevailed, “The
Organic Theory” and ‘The Inorganic Theory’, the most popular one being the organic

theory.

The organic theory, as adopted by most scientists and engineers postulates that
animal or vegetable matter accumulated in some favorable locations millions of vears ago
and the decomposition of such organic matter led to the formation of petroleum.
Petroleum deposits usually have been found in sedimentary rocks formed millions of
years ago from a consolidation of sand other minerals and water. Often petroleum 1is
found associated with natural gas and salt water in solidified or loose sand. According to
the inorganic theory, oil and gas were formed from a combined action. Hydrogen and
carbon reacted together under the influence of high temperature and pressure beneath the
surface of the earth. The product of the reaction was oil and gas, which seeped through

the porous rocks and collected in various underground Teservoirs.

Introduction to refining operations

Oil is normally extracted from the ground by drilling a well into a reservoir.
When a well is bored the pressure from the gas or water forces the oil to surface
spontaneously. Oil from such wells are sent through ‘flow lines’ to a ‘gathering center’
generally, where water and gas are separated from oil. Once oil has been through the
gathering center and has been purified min the separators and stripping towels, 1t is
transported by pipelines, to costal loading terminals, where it is transferred into bulk oil-
carriers for shipment to refineries both inland and abroad. At the refinery the oil is

unloaded for distillation into a furnace from which it’s split into the various products.

A modern refinery is a large compiler encompassing many units operations and
process for converting crude oil to fuels, lubricating oils and other derivatives. These

products range from liquefied petroleum gas to asphalts. Petroleum is not used in its



original form as it contains many impurities. Also the dissolved gases in the petroleum
are highly explosive when it mixes with air. The more complex compounds of the crude
oil however volatilize only at relatively high temperature. Refining operations include
process such as distillation, crystallization, solvent extraction, adsorption, absorption and
several conversion processes such as ‘thermal’ and ‘catalytic’ cracking, polymerization,
alkylation’s, dehydrogenation, isomerization, cyclazation, thermal reforming, catalytic

reforming and asphalt blowine.

When these processes are integrated in the refinery plant, they constitute an
operation that can be large indeed. Refining of crude process unlike earlier pattern of the
industry having many smaller capacity units, which tend to employ more labour, the
present trend is to plan for larger capacity units, well automated, thus making the industry
even more capital intensive and requiring lesser manpower compared to earlier plants.
The success of refining industry in improving its level of productivity is mainly atiributed

to the technological innovations and applied research.
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CHAPTER 4
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WORKING CAPITAL MANAGEMENT OF KRL

Working capital analysis is an important field of financial management. This
analysis will provide a base to judge whether the practice and prevailing policies of
management with regard to working capital is good enough or an improvement is
required for managing the working capital funds. Working capital analysis of KRL is an
unavoidable factor as it displays the present financial position of this petroleum industry.
The present study involves ratio analysis and cash flow analysis in order to analyze the
working capital position of the company.

COMPONENTS OF CURRENT ASSETS AND CURRENT LIABILITIES

Current assets of KRL involve inventories, sundry debtors, cash/bank balances

and other current assets and loans and advances. Current liabilities involve liabilities and
provisions. Working capital is the excess of current assets over current liabilities. Higher

the working capital, the more liquidity and satisfactory position. Similarly lower working

capital leads to less liquidity and unsatisfactory position.

STATEMENT SHOWING CHANGES IN WORKING CAPITAL

Table 4.1 (Rs. In million)
components 2000-01 2001-02 | 2002-03 | 2003-04 | 2004-05
A. Current Assets
Inventories 6064 6112.9 83739 | 8710.24 | 13830.84
Debtors 743992 | 4440.474 ; 883273 | 8220.78 | 110584
Cash/Bank balances 163.741 1247.63 | 2839.89 | 3053.04 | 312021
Other Current Assets 69.662 100.72 112.6 135.94 162.27
Loans & Advances 28649.76 2893.1 1 362599 3512.83| 5345.79
Total | 35691.162 | 14794.84 | 23785.11 | 23632.83 | 33517.51
B. Current Liabilities
Liabilities 2826744 | 645042 | 9551.55 91744 | 12058.7
Provisions 388.1 389.87 | 1674.77 | 2219.12 | 1016.94
Total | 2865555 | 684029 | 1122632 | 11393.52 | 13075.64
Net Working Capital 7035.61 | 795454 ) 12558.79 | 12239.31 | 20441.87

Source: Annual Report




NET WORKING CAPITAL POSITION
The table showing the net working capital position of KRL is shown below.

Table showing Net Working Capital Position

Table 4.2 (Rs. In millions)
year Net working capital %change over previous year
2000-01 7035.61 -
2001-02 79545.44 13.06%
2002-03 12558.79 57.88%
2003-04 12239.31 -2.54%
2004-05 20441.82 67.01%

Source: Annual Report
INTERPRETATION

The table 4.2 shows that during the year 2000-01 the working capital position of
KRL was 70356.14 and there was an increase of 13.06%. There was a tremendous
increase of 57.88% during 2002-03. It was due to increase in production compared to
previous year. In spite of shutdown there was increased working capital in the year 2001-

02. But in 2003-04 it has decreased to -2.54.



CHAPTER 4

DATA ANALYSIS AND INTERPRETATION



WORKING CAPITAL MANAGEMENT OF KRL

Working capital analysis is an important field of financial management. This
analysis will provide a base to judge whether the practice and prevailing policies of
management with regard to working capital is good enough or an improvement is
required for managing the working capital funds. Working capital analysis of KRL is an
unavoidable factor as it displays the present financial position of this petroleum industry.
The present study involves ratio analysis and cash flow analysis in order to analyze the
working capital position of the company.

COMPONENTS OF CURRENT ASSETS AND CURRENT LIABILITIES

Current assets of KRL involve inventories, sundry debtors, cash/bank balances

and other current assets and loans and advances. Current liabilities involve liabilities and
provisions. Working capital is the excess of current assets over current liabilities. Higher
the working capital, the more liquidity and satisfactory position. Similarly lower working
capital leads to less liquidity and unsatisfactory position.

STATEMENT SHOWING CIHANGES IN WORKING CAPITAL

Table 4.1

(Rs. In million)

components 2000-01 2001-02 | 2002-03 |2003-04 | 2004-05
A. Current Assets
Inventories 6064 6112.9 8373.9 | 8710.24 | 13830.84
Debtors 743.992 | 4440474 | 883273 | 8220.78 | 11058.4
Cash/Bank balances 163.741 | 1247.63 ! 2839.89 | 3053.04 | 312021
Other Current Assets 69.662 100.72 112.6 135.94 162.27
Loans & Advances 28649.76 2893.1 | 3625.99 3512.83 3345.79
Total | 35691.162 | 14794.84 | 23785.11 | 23632.83 | 33517.51
B. Current Liabilities
Liabilities 28207.44 | 645042 | 9551.55 91744 | 12058.7
Provisions 388.1 389.87 | 167477 | 2219.12| 1016.94
Total | 28G55.55 | 684029 | 11226.32 | 11393.52 | 13075.64
Net Working Capital 7035.61 | 7954.54 | 12558.79 | 1223931 | 20441.87

Source: Annual Report




NET WORKING CAPITAL POSITION
The table showing the net working capital position of KRL is shown below.

Table showing Net Working Capital Position

Table 4.2 (Rs. In millions)
year Net working capital %change over previous year
2000-01 7035.61 -

2001-02 79545 .44 13.06%
2002-03 12558.79 57.88%
2003-04 1223931 -2.54%
2004-05 20441.82 67.01%

Source: Annual Report
INTERPRETATION

The table 4.2 shows that during the year 2000-01 the working capital position of
KRL was 70356.14 and there was an increase of 13.06%. There was a tremendous
increase of 57.88% durina 2002-03. It was due to increase in production compared to
previous year. In spite of shutdown there was increased working capital in the year 2001-

02. But in 2003-04 it has cecreased to -2.54.



Chart 4.1

Chart showing Net Working Capital Position

NET WORKING CAPITAL POSITION

80.00%
70.00%
60.00%
50.00%
40.00% - —e— “bohange over
30.00% Drevious year -
20.00%
10.00%
0.00%
-10.00%  2001- 2002- 2003- 2004-
02 03 04 5

YEAR

% CHANGE OF WORKIN
CAPITAL

INFERENCE
From table 4.2 we can infer that the working capital position has decrcased due w slow

collection of debts,



1. RATIO ANALYSIS

1. WORKING CAPITAL TURNOVER RATIO

Working Capital Turnover ratio is caleulated mn order to analyze how working
capital has been cftectively utilized in making sales. This ratio indicates how many times
during a given period, the average working capital has been utilized by the company 1o
increasc its sales. The higher the ratio the lower the investment in working capital and
greater the profit or vice versa.
Table 4.1.1
Table showing Working Capital Turnover Ratio

(Rs. [n mitlions)

| 777*\\11 Working

Year Sales i Capitad , Ratio .
2000-01 1 7136604 _'m%m[ 10,14 |
001021 67620.79 79545 44 i _\'%
| 2002-03 104895.03 | """7*1'25587'%); S35
[ 2003-04 9563905 | 933931 1 805
| 2004-03 131 450_64T 2044182 6,43

Source: Annual Report

INTERPRETATION

The Working Capital Turnover ratio of KRL during 2000-01 was 10,14 that of
2001-02 were 8.530 and 2002-03 was 3.35.Lowest was recorded in the vear 2002-03. the
year in which the net working capital was highest. The ratio shows a decreasing trend
tfrom 2000-01 to 2002-03. In 2004-03. the turnover has deercased to 8.05 and again a

sharp deciine to 6.43.



Chart 4.1.1

Chart Showing Working Capital Turnover Ratio
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INFERENCE
From table 4.1.1 we can infer that the sales have increased but at the same time
working capital is also increased. so better management of working capital should be

done.



2. CURRENT RATIO

Current ratio may be defined as the relationship between current asset and
current liabilitics. This ratio is known as working capital ratio and i1s a measure of general
liquidity. Desirable current ratio is 2:1. Current ratio of a firm represents the assets which
can be converted into cash within a short period of thme, not exceeding one year. The
higher the current ratio. the more the tirms abihity to meet current obligations and greater
the satety of funds ot short term creditors. The lower the ratio. the tesser the firms abilit

to meet current obligations and lower the satety of funds of short term creditors.

Fable 4.1.2
Table showing Current Ratio

(R« Dy nullions)

Current r(7unuzl . :

‘ Year Assets | Liabititics Ratio
2000-01 | 35691.16 T wess s 1o
200102 | 1479484 63020 26
20102-03 3IEL . 1122622 2 I
2003-04 ¢+ 230632.83 1139352 2.7
00405 EI7STx9sed 286

Source: Annual Report

INTERPRETATION
During the year 2000-01, the current ratio was .25 which is increased to 206 and
2.12 during 2001-02 and 2002-03, During 2003-04 1t has decreased to 2074 and during

2004-05 1t has inereased to 2,543,



Chart 4.1.2

Chart showing Current Ratio
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INFERENCE
From table 4.1.2 we can infer that the ratio shows a slight decrcase in the yenr
2002-03 because of inercased current hshilities duc to increase i thie neome Lax

payment, higher crude eredit, sates tax and excise lability,



3. QUICK RATIO

Quick ratio can be detined as the relationship between quick assets and current
liabilities. Quick asscts are cash like assets representing all current assets other than
inventory. It 1s more severe and stringent test of a firm’s ability o meet current
obligations assessing how liquid the firm would be it the business operations come to an
abrupt halt. A quick ratio of 1:1 is considered as a fair indication of the good financial

condition ot a business concern.

Table 4.1.3
Table showing Quick Ratio
(R In millions
Yer  Quick Assets | Current L Raio
i 1 Liabiitties
\ 2000-61 2962706 28655.5?? Liia
2001402 68193 T esanan 17
;kij--(_)_(-JE-f}S o | 15411..51_”__-_?_". 7 [1226.32 ‘Ll?'? )
| 2003-04 741745)22%9_—I ' '1”1?'-53QSE'T'T?I"'
?56034-'05 | 068664 1307504 15
“Soure: Anneal Report T

INTERPRETATION
Quick ratio of KRL during 2000-G1 was 1.03 and it has increased to 1.27 and 1.37
in 2001-02 and 2002-03 respectivelv. In 2662-04 the ratio has decreased to 1,30 because

of increase in current liability. In 2004-03 again it was increased to 1503,



Chart 4.1.3

Chart showing Quick Ratio
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INFERENCE

From table 4.1.3 we can inter that the increasing trend was due 1 increased Guick
assets because of increase in price of products. cash credit balance, amount to be recoived
tfrom PPAC or OCC. higher income tax pavment. increased crude credit, sules tox and

exaise liability.



4, CURRENT ASSET TURNOVER RATIO

[t 1s defined as the relation between sales and current assets of the company. 1t
indicates the number of times current asset turned over in the business o generate sales
volume and also for analyzing the efficiency with which the current asser of the compamy
are uscd in the business. High ratio indicates ctticient use of inventories and receivables
to increase sales volume. A low ratio indicates inetficiency and slow collection ot debts.
Tablc 4.1.4

Table showing Current Asset Turnover Ratio

(Rs. In millions)

Year i Net Sales ( UITeNt Assels Tm Ratio
2000-08 366.04 B m'isml AR
2001-02 ll 6762078 ﬁ 14794, \4w7

2002- m_:T' 104895.03 I T ;_7\\ [ EETI
I e e

2003-04 98639.05

200405 1131350064 3351751
H | S L - e Leme

Source: Annual Report

INTERPRETATION

During 2000-01 the ratio is 2 and aiter that 4.57. 4,41 417 229 Jor the vears
2001-02, 2002-03. 2003-04 and 2004-03 respectively. The hichest ratio was found i
200E-02. due to the efficient use ot current assets. After that decrcase in ratio is because

of increase in current asscts.



Chart 4.1.4

Chart showing Current Asset Turnover Ratio
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From table 4.1.4 we can infer that the ratio has inereasea due to the effiaent use
of current assets. The basic reason for this was decrcased loans and advances outstanding

with PPAC.



5. CURRENT ASSET TO TOT AL ASSET RATIO

Current assct to total asset ratio 1 defined as the relationship between curren
assets and total assets indicating the number of times the cuarrent asscets utilized [rom total
assets. The effect of the fevel of current assets on protitabilitv-risk tradeott can be shown.
An increase in the ratio indicates decline in profitability hecause current assets are
assumed to be less profitable than fixed assets and risk of technical insolvency would be
reduced.

Table 4.1.5
Table showing Current Asset to Total Asset Ratio

(Rs. in mithons)

Yo CurrentAssets ol Assets 0 Rutio |
o001 T T 3569006 1 51001 4y IRE
0002 CI470484 301502 s
003031 237ss ] RIS | ‘U(l
200304 | 23632831 187,63 To6i '
60405 TR Taoassis o Taes

L . e

Source: Annual Report

INTERPRETATION

Current asset to total asset ratio tor the year 2000-00 was 0.7 and was decreasd
10 0.5,0.61, 0.61 and 0.68 respectively. Higher ratio was found in 2000-01 due o Jechne
in profitability. When compared to other vears of present study there was an increase in

other vears.



Chart 4.1.5

Chart showing Current Asset to Total Asset Ratio
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INFERENCE

From table 4.1.5 we can infer thai the increase 1n ratio was hecause of nerease 1n
current asset utilization resulting in less profitability when compared to previous vear. It
shows that company’s profitability position shows shight decreasing trend. But overall

profitability is satistactory.



6. NET WORKING CAPITAL TO CAPYFUAL EMPLOYED RATIO

Ner working capital to capital employed ratio s the relationship between net
working capital and capital emploved. Net working capital is the difference between
current assets and current Habilities. Capital emploved includes share capital reserves and
surplus and share application money. This ratio shows movement of working capital 1o
relation to capital employed.

Table 4.1.6
Table showing Net Working Capital to Capital Employed Ratio

(Rs, In mithons)

' Year T Nel Working . }(__clﬁlt:l_] “ N 5 ~ Ratio

| | Capital Emploved :
‘ 2000-00 7035.61 i 13616.27 0,32
i"_z_'(id'l_ 02 BECETE T l1‘1 379.01 0.7
00203 1ssee n3vior (.87

2003-04 1223931 | 1803339 0os
om0 TTEmaa s ‘ 559342 oTo

Source: Annual Repoit

INTERPRETATION

Net working capital to capital employed ratio during 2000-01 was .37 and it
shows an increasing trend in the following vears. During 2001-02 the ratio was 0,70 and
(.87, 0.68 and 0.79 respectively tor 2002-03, 2003-04 und 2603-05. The mgher rato was

tound during 2002-03.



Chart 4.1.6

Chart showing Net Working Capital to Capital Employed Ratio
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From table 4.1.6 we can inter that the ratio moves exactly ina parailel way o net

working capital.



7. LONG TERM LIABILITIES TO WORKING CAPITAL RATIO

It is the relationship between long term liabilities and working caprtal. Long term
labilities meludes liabilitics which are not payable during the next accounting vear bul
will be pavable within next five 1 ten vears and is used for principal purpose ol
replenishing the working capital. Long term liabilities mclude fvans from oil adustry
development board and loans from Government of India and International Bank lor
Reconstruction and Development. Higher ratio indicate that long term labilities can be
paid fully out of working capital and it means that tunds from long term borrowings have
been diverted to the expansion of tixed assets and payment of unwarranted dividends
Table 4.1.7
Table showing Long Term Liabilities to Working Capital Ratio

(Rs. In mitlions

Year } Long Term i \\_o;i\mg T Ratio
\
1 - Liabilitics ! Capital
i S S
2000-01 RNy | 7035.01 111
2001-02 CTIOR36 795434 0X9
2002-03 - 6001.66 1233879 .48
2003-04 469763 1222031 03w
2004-05 3IRTAS0 2044187 019

Source: Annual Report

INTERPRETATION
The highest ratio 1s tound in 2000-01 t.e. 111 and 11 shows a declining trend atier
wards to 0.89 0430 .38, and 0019 1n the vears 2001020 2002-030 2003-04, and 200405

respectively,



Chart 4.1.7

Chart showing Long Term Liabilities to Working Capital Ratio
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INFERENCE

From table 4.1.7 we can infer that the ratio is decreasing because of increase i the

o

working capital and also the fong term liabilitics are not repaid propartionally.



8. CASH TURNOVER RATIO

Cash twnover ratio us the comparison of the balances of cash plus other liquid
assels to operating costs and expenses that are current drain o working capital. ftis the
relation between annual operating costs and expenses and raw materials consumed and
manufaciured and other expenses. This ratio roughly indicates the adequacy ol lquid
assets Lo current operating needs. A high turnover of cash means the fim doesnt possess
sulficicni cash to provide for emergenvies. while o very fow turmover ol cash suppests
that ideal cash is running through the busiess.

Tahle 4.1.8
Tuble showing Cash Turnover Ratio

(R Inanillions)

NVear T Annual Operaling | Average L Ratio ‘.
a ; : i
: | cost Expenses P Cash 1 '
R S S S, _
2000-01 L 69074.14 5109149 050 |
b I B
| 2001-02 | 6340.29 C30139.02 J ().23
00205 122632 CaRNIL7S oo
| 200304 eSS T TaawTes e2r
2004-03 30764 CAGIRSE T 0on

I SO
Source: Annual Report

INTERPRETATION
During the vear 2000-01 the cash turnover raito was 43184, [Umeans it the tirm
doesn™t have sufficient cash 1o provide for emergencies. Then ihe railo shaws u declining

rend 1o 7879, 41,98 and 2981 i the vear 2001020 200203 and 2003-G4 rospeciin el



Chart4.1.8

Chart showing Cash Turnover Ratio
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INFERENCE
From table 4.1.8 we can infer that the decreasing trend is due to rising up of
average cash. Since the ratio shows a decreasing trend. the study reveals hat the ideal

cash is tunning through the business indicating satistactory postiton.



9

CASH RATHO

The cash ratio 1s the relation between cash in hand and at bank and short term

marketable sccurities and current habilities. This ratio s also called absolute hguidity

ratio. The ratio 1:2 15 considered as satistactory. 117 the ratio inereases the Tiquidity level

also mereases and vice versa.

Table 4.1.9
Table showing Cash Ratio

(Rs. In millions)
| Yewr [ Cashinhand  Curent Ratio
: & at bank Eiabilitios :
C2000-01 %_1()—%‘4 B “ TUARESST Tod
- 2002-03 283989 122632 o006
2003-04 1305304 : 1139352 0.249 :
‘ 200405 1223931 1307504 0452

INTERPRETATION

13075.64

In the year 2000-01 the cash ratio was 0.0006 then 1t has increased to 018 and 0.258

during 2001-02 and 2002-03 respectively. The higher higuidity e,

024 was found

during 2003-04 and again 1t has decreased to 0,15 113 2004-05,



Chart 4.1.9

Chart showing Cash Ratio
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INFERENCE

From table 4.1.9 we can infer that the ratio shows an incereasing uend due 1o
merease n cash credit account balance. increased crude credit. excise tability and sales
tax. Since ratio is showing creasing trend. liguidity level rises up possessing

satistactory results.



10. CASH FLOW COVERAGE RATIO

Cash How coverage ratio is the relationship between sum of camnings before
interest and tax and depreciation and interest. Cash {flow coverage includes carnings
betore mterest and tax, depreciation, preference dividend and installment of principle. 1t
measures the refationship between what is normally available from operations of the firm
and claims ot the outsiders the liguidity position of a firm to serve the outsiders ix
reflected in the ratio. The higher the ratio, the better the ability. Similarly lower the ratio.
lesser the ability.

Table 4.1.10
Table showing Cash flow Coverage Ratio

(R i mitlions)

Year 1 EBDIT et Ratio :
1200000 131383095 * 1099274 3\ -
200102 T3aaa7as haoraa S
fé@f{’iﬁi" S 00Y610 Togen 0s6
200304 7 059708 20767 20,64
00405 1360827 35003 IR

Source: Annual Report

INTERPRETATION

In the vear 2000-01 the cash flow coverage raiio of KRE was 2.835. Then the ratio
shows an increasing trend from 20G1-02 to 2004-05 and reached up 1o 38.85. So the
study reveals a satisfactory position. showing better ability 1o service outside habilitics

due to an increasing wend in casl low coverage ratio,



Chart 4.1.10

Chart showing Cash flow Coverage Ratio

CASHFLOW COVERAGE RATIO
2004-05 [ B
2003-04 | B
2002-03 _
. O Ratio
2001-02
2000-01
0 10 20 30 40
INFERENCE

From table 4.1.10 we can infer that due to mereased EBIT and depreciation the
ratio has increased which means, KRL has the ability to service outside lability there by

maintainimg thetr hquidity position.



11. CASHCYCLE

Cash cvele refers to the period by which cash is used o purchase materials
from which are produced goods which are then sold to custemers who later pay bills. The
firm receives cash from customers and the cyeie repeats itself. 1t is caleulated by dividing
annual operating costs and expenscs by average cash. Greater the period. maximum
period is required for all the process dealing with cash. Lower the peried. the minimum

period is required for the process.

Table 4.1.11
Table showing Cash Cyele

(Rs. In mithions)
Yewr IDawsinayear  Cashwmover Ratio
T'z"(i(_lﬂ_ﬂ“" 360 EERSE |
0012360 17879 5
Ghinos T30 T Tmies 9T
2003-04 i 360 ‘29\' 12
i'“z"()('ilffi)?'w Tﬁ() TUTTRATTT g

Sourcer Annual Report

INTERPRETATION

Cash cyele of KRL during 2000-01 was | day and it was increased o 3 days i
2001-02 and again to 12 days in 2003-04. 1t decreased to 9 days in 20604-05 The year
200001 is utilized for all the processes dealing with cash. But the foltowing period

shows an increasing trend.



Chart4.1.11
Chart showing Cash Cycle
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INFERENCE
From table 4.1.11 we can infer that the increasing trend of ratio was mamnly due to

decreased cash tumover ratio and more time taken for alt processes dealing with cash,



12. DEBTORS TURNOVER RATIO

Debtor's wmover ratio is the velationship between net credit sales and average
debtors. This ratio shows how quickly receivables or debtors are converted o cash.
Sound credit and collection period results in efficient receivables management. Net credit
sales include sale of products. recoveries. exeise duty adiustment and products consumed
internally. The higher the ratio, the betier debts are being collected more prompily and
VICE versa.

Table showing Debtors Turnover Ratio

Table 4.1.12 (Rs, inmiliions)
Year T DNeteredit - Average Ratio

i i sates ; debtors

F 00-01 T T1366.04 ) RT2RT N B r
Pm_m - jf"'_"_"t%?éiﬁfﬁi T?:ﬁ)’ifz'?n* FEI I
£ 2002-03 T 10489503 w 663660 1581
!é'(i()i 04 ‘ T 98639.05 | §526.75 1130
S00a0s T A lAs ;mi 0639.591vad

C el - [ . R

Source: Annuad R qml{

INTERPRETATION
In the present study. debtors turnover of KRL during 2000-01 was 8176 and
reduced 10 26,09 in 2001-02. In the following years 2002-03 ratio was 1381 it hos apam

decreased 10 11.56 in 2003-04 and in 2004-03 the ratio shows a slight facrease and

moved to 13.63.



Chart 4.1.12

Chart showing Debtors Turnover Ratio
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INFERENCE

From table 4.1.12 we can infer that the ratio shows a declining trend. This was dug
to detay in collection of debts. This shows incflicient eredit management of the company.
This was due to increased sundry debtors because o high price of product (ixed as per
recent government policics. So it is to be concluoded that debtor’s trnever wtio shows

unsatisfactory position of KRL hecause of decreasing trend in the ratio,



13. AVERAGE COLLECTION PERIOD

Average collection period measures the liquidity of the firm and it is the time
taken for collection of debts. It is caleulated by dividing days 1n a vear by debtor’s
turnover ratio. Shorter collection of debts and quick pavments by debtors incrcase the
liquidity of the firm. The longer collection period shows delayed payment by debtors and
so declining Liquidity position.

Table 4.1.13
Table showing Average Collection Period

(Rs. In miliions}

Year [Sa\% ina \wl 7 Debtors turnos or pum(i

| Cratio

i"'.z'(}‘('jb-ﬁliiiﬁ 360 _l%l_% o 4(f7\(
!rifi(}_i:(_)z 360 WTEB]T&T* o s
0T a0 T s e
200304 360 1156 3 davs
r 2004-05 | 360 ey T 0das

Source: Annual Repert

INTERPRETATION
Average collection period of KRU during 2000-01 was 4 days: it has ncreased o
14 davs in 2001-02 again to 23 and 31 2002-03 and 2003-0+4 and finadly decreased o

26 days. This increase was duc o the imetticieney it managing debtors by company duc

to recent government policics,



Chart4.1.13

Chart showing Average Collection Period
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The coliection period fixed tor ol marketing companies like 10C BPCL, HPCL
and IBP were 3 days. From 2001 onwards the liberalization policies of government the
collection period of ol marketing companies were extended 1o 20 days. The pertod was
changed to 30 davs tor the convenience of coliection ol debts. This explains msutficient

debt collection pertod,



i4. CREDITORS TURNOVER RATIO

Creditor’s turnover ratio can be caleutated by dividing total purchases by
average creditors. Average creditors are the sum ol opening creditors and closing
creditors divided by two. The creditor’s turnover ratio is an important tool ol analysis asa
[rm can reduce its requirement of current assets by relving on supplicr’s credit. A low
turnover ratio relects liberal credit terms granted by supplicrs. while high ratio shown
thai accounts is to be settled rapidly.

Table 4.1.14
Table showing Creditors Turnover Ratio

(R I minibicnsg

CYear | Total :\\LIISL ' Ratio

l purchases I crediiors

gl:»‘.()(}(}!(i"i" 68075.05 %'(»2[7_.'("}"7' 10,95
L2001-02 1 5203088 1 5870.82 _ TX_M)
IR e s X R LS EOR TR IS
2003048600327 ﬁszl 7 43
?5(5()3{-(55' T WS 13037

Source: Annuat Report

INTERPRETATION

Creditor's tumover ratto shows an increasing trend up 1o 2002-03 then the muo
found a decline in 2003-04 which in turn increased to 1303 in 2004-05 The highest ratio
was due te increased total purchases because of higher production compured to ihe

Pres lous Vedrn.




Chart 4.1.14

Chart showing Creditors Turnover Ratio
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INFERENCE
From table 4.1.14 we can inter that the ratio 1s showing an increasing trend so
accounts are to be settled rapidly. So the creditor’s turnover ratio off KRL reveals

unsatisfactory position of the company.



15. AVERAGE PAYMENT PERIOD

Average payment period is calculated by dividing days in a year divided by
creditor’s tumover ratio. Average payiment period is to find out the liquidity position of
the firm. Creditor’s turnover ratio calculated by dividing total purchases by average
creditors. Shorter the period. stronger is the liquidity position. Longer the period weaker
is the liquidity position.

Tablc 4.1.15
Table showing Average payment period

{Rs. In mithons)

Year | .Days ina VLII Creditors l Period
D urnover ratio
2000-01 | 360 1095 | 33davs
2001-02 360 BEED T Al days
2002-03 36() Tess A days
200304 1360 10.45 34 days
L 2004-05 360 07 Do

“Source: Annual Ré;-mn

INTERPRETATION

During 2000-01. the average pavment period is 33 days and in 2000-02 5t 15
increased to 41 days and again decreased 1o 31 days in the year 2002-03. it has increased
10 34 days in 2003-04. Longer period was tound in 2001-02 shows the weaker hquidity

position. But in 2004-05 position became strong.



Chart 4.1.15

Chart showing Average payment period
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INFERENCE
From table 4.1.15 we can infer that the decreasing trend shows the strong liquidity

position of KRL and reveals satistactory results of the company during 2004-05.



16. DEBT EQUITY RATIO

it is the relationship between long term debts to net worth, Long term debt is
an outside liability inclusive of loan fund. Loan fund involves secured loans Irom
GOI and unsecured loan from Oil Industry Development Board. A debt- equity ratio
of 2:1 is considered as ideal. A higher ratio increases visk to the ereditors. inflexibility
in operations of the firm and encounter scrious difficultics in raising funds in [uture.
lesser margin of safety and larger claim against assets of the firm. Lower ratio
reduces risk to creditors and higher margin of safety and protection against shrinkage
in assets.
Table 4.1.16

Table showing Debt Equity Ratio

(Rs. i nullions)

F?EAR Wl long term debt | share holders cquil;\f o \7111110 '
- 3000-01 | 7775.07 703561 { 0.57
2001027 710836 T 7954547 062 |
2002-03 ! 6061.66 I EEE i (R )
200304 469765 1223931 sl
"i'ii'()_J:(_B"T 38748 20010870 03

Source: Annuat Report

INTREPRETATION
During 2000-01 the ratio is (.57 and it has increased to .62 1 01-02 and
there was a decreasing trend to (.42, 0.32 and 0.30 during the vears 02-03. 03-04 and

(1-05 respectively.
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INFERENCE

From table 4.1.16 we can infer that the lower ratio was found in the vear
2004-05 which shows the satisfactory risk to creditors and high margin of safety and
protection against shrinkage of asscts. This was duce to reduced fong term debt and

increased net worth. So the debt equity ratio reveals good signal to the company.



17. INVENTORY TURNOVER RATIO

[nventory turnover ratio is the number of times the inventory s turned over in
the business during a particutar period and it measures the relationship between safes and
average inveniory. This ratio measures how quickly inventory 15 sold and indicates
whether investment in inventory is within proper limits or not. signifving the liquidity of
the inventory. Higher the ratio more the sales and minimum level of inventory is hetd and
hence possessing good inventory management.

Table 4.1.17
Table showing Inventory Turnover Ratio

(R, Tn millions)

CYEAR  Sales | Average Iventory | Ratio

| 2000-01 7136604737339 Touek
2001-02 6762079 6088.45 1.1
2002-03 104895.03 | T 72434 1has
2003-04 | 98639.05 85402 | 11.549
| 2004-03 131450.64 | 2705 i.'(i_(?";

L. —

|
Source: Annual Report

INTREPRETATION
During the vear 2000-01 the inventory turnover ratio was 9.68. It shows an
increasing trend till 2002-03. The ratio was highest during 2002-03 and was [4.45. 1t

has decrcased to 11.54 and then slight increase in 2004-05 to .66,



Chart 4.1.17

Chart showing Inventory Turnover Ratio
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INFERENCE
From table 4.1.17 we can infer that the ratio was highest during 2002-03 and

was 14.48 because of increase in sales and minimum fevel of inventory heidon stock.



I8. FIXED ASSET TURNOVER RATIO

Fixed asset tumover ratio 1s the relattonship between fixed assets end sates. The
increase in fixed asset may cause increase in the linancial position of the company. An
increase 1 this ratio will lead 1o inerease in sales and the management ol fixed assets will
be casier. The tixed assets may include all tangible assets. A decrease in ratio shows a
decrease in the sales.

Table 4.1.18
Table showing Fixed Asset Turnover Ratio

(Rs. In millions)

CYEAR  TFixed Asset. | Sules o Ratio |
200001 O ase01de T U TRe604 L '()?
2001-02 14384 45 6762079 | 021
2002-03 13840.89 10489503 [ 013
2003-04 13251.16 TT0RG30.05 | 003
2004-05 13622.04 COL3Es0.64 0 010 i

Source: Annuad Report

INTERPRETATION
The above table shows that during the vear 2000-01 the ratio was 0.3 but then the
ratio shows a declining trend. during the vear 2001-02 it was 0.21 in 2002-03 and 2003-

04 the ratio was 0.13 without any change in 2004-03 it hus again decreased 10 0,140,
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Chart showing Fixed Asset Turnover Ratio
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INFERENCE
From table 4.1.18 we can inter that the decrcase in ratio is because ol decrease

sales and 1t 1s because ol the increased crude o1l prices.



19. INVENTORY TO WORKING CAPITAL RATIO

Inventory to working capital ratio is the reationship between the stock i hand
or inventory and the net working capital. The net working capital is the difterence
between current assets and current liabilities. Here the inventory refers 1o the crude oil in
stock which is supplied as a raw material to various departments. Higher ratio indicates
the efficient use of the working capital and continuous supply ol inventory.

Table 4.1.19
Table showing Inventory to Working Capital Ratio

(Rs. In millions)

o - Working:
YEAR Capital Inventory | Rutio |
200001 T 7035.61 "(50()4.()6'1_}" (.86
2001-02 595354 | 611201 07T
L 2002-03 1255879 83739 . ’()_E{i"‘!
2003-04 1223931 87102 ' 0.71
2004-05 2044187 138308 (')_(??’(;"j
——— S Ll |

Sourcer Annual Report

INTERPRETATION

The above table shows that during the vear 2000-01 the mventory o working
capital ratio was 0.86 and it was the vear when the ratio showed its highest position. After
that the ratio showed a declining trend.  In the vear 2001-02 the ratio was 0.77 and
decreased to 0.67 in the year 2002-03 again showed a slight increase i 2003-04 again

decreased 10 0.67 1n 2004-05.
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Chart showing Inventory to Working Capital Ratio
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INFERENCE
From table 4.1.19 we can infer that the fower ratio indicates that the usage and

supply of raw matertal 1s not up to mark.



2. CASH FLOW ANALYSIS
It involves cash flow from operation. investing and financing activities.

CASH FLOW FROM OPERATING ACTIVITIES

Operating  activitics are the principle revenue producing activities ol the
enterprise and the amount of cash flows arising from operating activitics 15 the key
indicators of the extent to which the operators of the enterprise have generated the
sufficient cash flows to maintain the operating capacity ol the enterprise. pay
dividends. repay loans and to make new investments without recourse to external
sources of financing. Cash flow from operation activities are net before tax.
depreciation, profit or foss on sale of assets. materest on borrowings, nterest on
income. adjustments o1 irade receivables, other receivables, ventories. trade
pavables. interest other than direct tax paid. These can be split into cash inllows trom

operating activities and cash outflow from operating activities.

CASH FLOW FROM INVESTING ACTIVITIES

[nvesting activities involve acquisition and disposal of long term assets and
other mmvestments aot included in cash equivalents. Fhe cash flow from investing
activities are cash inflows and cash outilows of KR which mceludes purchase of
lixed assets. purchase or acerction ol investiment. interest received and come from

nvestment,

CASH FLOW FROM FINANCING ACTIVITIES

Financing activities are activittes  that result i changes in size and
composition of the owner’s capital and borrowings of the enterprise. Cash intlows
and outflows from financing activitics off KRL are proceeds from long term
borrowings. repayment on loans, mterest on fixed foans. dividends paid and corporate

dividend tax.

Net ocash flows are the difterence between total cash mnllow and cash

outflow. This is the cash balance held by the company. it can be deficit or surplus.



Table showing Cash Flow Statement

Adjustments for:-
Trade and other receivables
Inventories

Trade payables

Cash generated [rom operations

Interest other than on {ixed loans
Dircet taxes paid

Net cash [rom operation activities(A)

B. CASH FLOW FROM INVESTING
ACTIVITIES:-

Purchase of fixed asscts

Sale of fixed assets

| Purchase ol Accretion of investments
I Decrease in investment after
amalgamation

Interest received

[ncome from investiments

Net cash used in investing activities(B)
C. CASH FLOW FROM FINANCING

ACTIVITIES:-
Proceeds from long term borrowings

2619.18

24227

wh

-1017.68
3.16

3.68
27541

IERUARY

829,44

17:9.4

901.92

-2130.76 .

89.69
47507

[557.94

109.14

20354.09 ;32099 :
48,95 | -2260.99 |
2180251 3129.01 |
3330.72 4542 i
!
17T A6.64
1442 231568
300941 0 2171.68 .
69921 | -384.81
0.91 | 152

44008 T 1429

|

185953 130.83
347 42.04 |

94895 42471
47237 0 193644

284,60
“339.494
209 150

1005018 4

LR

2912106

FOTRTI

Table 4.2.1
(Rs.in mithons)
Particulars [ 2000-01 [ 200102 1200203 T 200304 2004-05

A. CASH FLOW FROM OPERATING | - ' | |

ACTIVITIES:- ‘ :

Net profit before tax 102456 118581 6Y65.25 S097.6 | 119294

Adjustments for:- '

Depreciation [014.35 0 110775 1133.62" 7117 0 129136

Investment income -10.14 -3.47 ~42.04 | -43.04 } -32.29

Profit/Loss on sale of assets -1.05 0.12 0.1 -0 -0.92

Interest on borrowings 1099.27 £147.92 0492 29767 35023

Interest other than long term loans ) ! 5

Interest income 20004 21701 -14268 |l 2im0es 4893
' Operating profit betore working capital \ :

changes 2836.25 32210020 888334 0 1040400 13038548

437977
-53120.6
2897.02

643514

233848
.89
-0.08

1659
462,97

42.29

-1854.94



Source: Annual Report

Repayment of loans | 431410 -691.8Y L9761 -136401 0 82285
Interest on fixed or long term loans CS1012.83 0 297001 0 w803 1T 233729 -278.88

INTERPRETATION

In the present study cash flow from operating activities involves cash inflows and
cash outflows. Cash {low from operating activities of KRL from 2000-G1 10 2004-05 are
R 185794, Rs. 200941, R 217168, Re.7OTR T Re 244275 during the vear 2007-02,
the cash tlows were increased to 61.42%. 1t was decrcasad 1o 27.84%, in 2062-03 and
again increased to 225.96% m the vear 2003-04 and decreased to 63.458% in 2004-05.
The operating cash flows of KRL from 2000-0t to 2004-2003 are Rs.1028.3, R5.2060).40,
Rs.1746.97, Rs.6478.37. Rs.588.8 1. The cash outtlows were [00%% in the vear 2001-02. 1t
has decreased to 1531 in 2002-03. It has increased 1o 271% in the vear 2003-04, The

vathue found a decreasing trend by 90.1% 1 2004-05,

L Dividends paid -702.3 2892 30511 -1379.24 0 1957.29
Corporate dividend tax -106.6 2296.6 | S177.41 0 25450
I S : 227
Net cash from investing activities(C) 533930 -1775.33 S361.59, -R237.95 I -3313.54

i | i

Net increase or decrease in ; i '
cash(A+B+(C) 34981 | 552,037 0 138338 ‘ 20420 272493

! o

Cash and cash equivalents (Opening) A A1) | 640.63 | -702.93 . 127399 0 194643
Cash and cash equivalents (Closing):- . 64063 - 2026.01 | -1273.99 194643 -788.3
Cash and bank balance 163741 124763 283989 C3053.04 ; 312021
Cash credit from scheduled banks | STSA8 ] -607.01 0 N1ASS 156450 224985

¢ Short term deposits from financial !
institutions Po-1343.50 A3 48T 370
Packing credit : 43200 -R30.21

L i ST !

TOTAL 88.56 | 640.62 1 202601 | 1946,43 | -778.3



3. TREND ANALYSIS

Trend 1s a general long term movement in time series value ol the variable(v)
over a fairly long period ot time, The varable v is the tactor which we are interested
In evaluating for future. If trend can be determined and rate ot change can be

ascertained, then tentative estimates on same series value mto future can be made.

PROJECTIONS OF THE FOLLOWING ITEMS FOR THE YEARS 2006 AND
2007.

The method of least squares has been used for making projections for net
working capital, sales. current assets. current habilities and expenses.
The actual figures and the trend values have been plotted v agraph. The method of Teast
squares is a method that will give us good estimates of regression coeflicients o avold
individual judgement in constructing hines, parabolas or other approximating curves to 11t
sets of data. The trend line is calicd the line of best it The actual values and trend

values have been plotted in the graph.

I. NET WORKING CAPITAL

The working capital for the year 2000-01 1s 7036.5. it shows
an increasing trend due to increase in the raw material cost and other
costs. In 2004-05 the working capital was 204418.12. projeciions have
been made for the next two veairs 2005-06 and 2006-07 arc 213751.13

and 244848.5.



Chart 4.3.1

CHART SHOWING PROJECTION OF WORKING CAPITAL
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2. CURRENT ASSET

In the vear 2000-01 current assets were 35369110 and it has accreased 10

[14794.2 in 2001-02 duc to efficient management, From 2003 1t shows an increasing

trend. The projected working capital tor 2003-06 and 2006-07 are 27631.6 and

28080.26.
Chart 4.3.2

CHART SHOWING PROJECTION OF CURRENT ASSET
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4. SALES

Sales for the year 2000-01 was 71266.4. it showed increase and decrease in
the subsequent years. But the overall sales were satislactory. The estimated sules lor
2005-06 and 2006-07 are 140150.6 and 133269.3 respectively.

Chart 4.3.3
CHART SHOWING PROJECTION OF SALES
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5. CURRENT LIABILITIES

In the vear 2000-01 current labilitics were 28633350 it showed a subsequent
decrease in the next vears and increase in 2004-05. the projected trend for 2006 and
2007 are 6258.26 and 3595.62 which is much lesser compared 1o the carlier years.

Chart4.3.4
CHART SHOWING PROQJECTION OF CURRENT LIABILITIES
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5. EXPENSES

The cexpenses of KRL during the vear 2000-01 were 7009174 and have
mereased to 12282468 in 2004-035. The projected expenses also showed an increasing

trend in the vears 2006 and 2007 which were 142 112.8 and 1361447 respectively.

Chart 4.3.5
CHART SHOWING PROJECTION OF EXPENSES
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CHAPTER 6

FINDINGS, RECOMMENDATIONS

AND CONCLUSION



FINDINGS

In case of working capital turnover ratio. the sales have increased but at the same
time working capital is also increased. so better management of working capital

should be done.

Current ratio shows a slight decrease in the year 2002-03 because of increased
current fiabilities due to increase in the income tax payment, higher crude credit.

sales tax and excise lability.

The increasing trend of quick ratio was due to increased guick assets because of
increase in price of products. cash credit balance. amount to be recenvad from
PPAC or OCC. higher income tax payment. increased crude credit sales ax and

excise lability.

The current asset turnover ratio has increased duc to the clficient use of current
assets. The basic reason for this was decreased loans and advances ouistanding

with PPAC.

The increase in current asset 1o total asset ratio was because of inerease my current
assel utilization resulting in less profitability when compared to previous year. 1t
shows that company’s profitability position shows slight decreasing trend. But

overall profitability is satisfactory,

The net working capital 1o capital employed ratio moves exactly ina parallel way

to net working capital.

The Jong term liabilitics to working capital ratio are decreasing because ol
increase in the working capital and also the long term habtlities are not repaid

proportionally.



The decreasmg trend in cash turmover ratio s due to rising up ol average cash
because of increase in cash credit balance account. Since the ratio shows a
decreasing trend. the study reveals that the ideal cash is running torough the

business indicating satisfactory position.

The cash ratro shows an increasing trend due to increase in cash credit account
balance, inereased crude credit, excise Hability and sales tax. Since ratio is

showing increasing trend, liquidity level rises up possessing satisfactorv results.

Duc to ingreased EBIT and depreciation the cash flow coverage vatio has
mcreased which means. KRL has the ability 1o service outside Tabilioy there by

maintaining their liquidity position,

The debtors turnover ratio shows a declining trend. This was due to delay in
collection of debts. This shows inelficient credit management of the company.
This was due to increased sundry debtors because of high price of product lixed
as per recent government policies. So it is to be concluded that debtor™s tumover
ratio shows unsatistactory position of KRL because of decreasing trend in the

ratlo.

The collection period fixed for oil marketing companies like 1QOC. BPCL., HPCL
and IBP were 3 days. From 2001 onwards the liberalization policies of
government the collection period of o1l marketing companies were extended to 20
days. The pertod was changed 0 30 davs for the convenience ol collection of

debts. This explains insufficient debt collection period.

The creditor’s turnover ratio 1s showing an increasing trend so accounts are (o he
settled rapidly. So the creditor’s turnover ratio off KRL reveals unsatisfactory

position of the company.



The lower debt equity ratio was tound in the vear 2004-05 which shows the
satisfactory risk to creditors and high margin ol safety and protection against
shrinkage of assets. This was due to reduced long term debt and increased net

worth. So the debt cquity ratio reveals good signal to the company.

The decrease in fixed assel twmover ratio is because of decrease in sales and it is

because of the increased crude o1l prices.

The inventory turnover ratio was highest during 2002-03 and was 1448 because

of increase in sales and minimum level of inventory held on stock.



RECOMMENDATIONS

» The working capital turnover ratio situation of KRL 15 not so cood as it showed a
deereasing trend from 2002-03 o 2004-05. 11 is therefore suggested that the concern
should check the reducing trend and should wry o improve the working capital
turnover ratio.

~ Current assel tumover ratio found slight decrensing rend during 2003-04 when
compared 1o the previous vear of the present study because of higher current assets
indicating slow collection of debts which will do no vood to the company. Soits
suggested that debts are to be promptly collected.

, Current assets Lo total asset position reveals that during 2004-05 there found un
increasing trend in ratio due to greater utilization of current asscts which reduced
profitability ol the company. This can be improved by reducing current assets
utilization in order to carn profit of the company.

» Long term liabilities to working capital ratio during 2004-05 indicates bad position
of the company. since long term liabilities cannot be paid fully out of working
capital. It is therefore suggested that working capital is to be arranged insuch a way
that company could be able to pay Jong term liabitities fully out of workig capital.

-~ Cash cvele reveals that maximum period had taken by the company for all the
processes dealing with cash. So it is suggested that a company can do betier by
reducing the period for all the cash processes by somwe means.

~ The debtor's furnover ratio reveals that the debts are not being collected rapidly and
declining trend in ratio amounts to congestion ol funds i accounts receivabies
which increases the chances of bad debt losses. The decreasing trend n the ratio
shows undesirable eredit and collection policies. Therefore it is recommended that
collection ettorts should be tightened by the company and immediate steps are to be
taken 1o cheek the downward trend of turnover ol accounts reeeivables. The higher
debt collection period reduces hquidity position of the company. Therelore. 1t is
suggested that efficiency of stafl caployed for the collection of debts should be

checked.



CONCLUSION

The working capital position of Kochi Refineries 1td s satisfactory. From the analysis it
was found that the company is maintaining a good liquidity position and herce met all
the current obligations. The analysis also projects that adequate cash is runnimg through
business indicating a good position in KRL. The study reveals that the company has the
abilitv to meet all outside liabilities and 1s having capacity to handie fixed charges
liabilities. Average payment period exhibits stronger liquidity position of KRL. Tt 1s
found that the company is having high margin ol salety and protection against shrinka

l]c

ol

in assets and also exposes creditors to lesser nisk.

Cash position displays good sizn for the company. The inventory
management of the company indicates satisfactory resulis by holding minimum amount
of inventory and by utilizing minimum period for converting raw materials 1nto
petrofcum products and finatly reaching the hands of ultimate customer. But in the arca
of receivables management. debtor’s turnover and average collection period were not

found so appreciable due to inefficient debt collection.

The proper working capital management requires both the medium term
planning and also the immediate adaptation to change arising due to tluctuation

operating levels of the firm.
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