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LIQUIDITY MANAGEMENT: AN EMPIRICAL STUDY OF CUDDAPAH SPINNING MILLS LIMITED, KADAPA (AP)

N.VENKATA RAMANA
ASST. PROFESSOR
ANNAMACHARYA P.G.COLLEGE OF MANAGEMENT STUDIES
RAJAMPET

ABSTRACT

This paper mainly focus on liquidity management of Cuddapah Spinning Mills Ltd, Kadapa (AP).This study tries to achieve the objective of finding relationship if
any between liquidity and profitability with the help of Spearman’s Rank Correlation. In this study the few financial ratios are calculated such as Current Ratio
(CR),Quick Ratio (QR),Absolute Liquidity Ratio (ALR), Inventory turnover Ratio (ITR),Age of Inventory, Debtor Turnover Ratio (DTR),Average Collection Period,
Working Capital Turnover Ratio (WTR),Current Assets Turnover Ratio (CATR) and Current Assets to Total Assets(CATA).This study utilized the database from 2001-
02 to 2009-10 from the annual reports of Cuddapah Spinning Mills Limited, Kadapa (AP).The final results reveals excess current assets were invested, absolute
liquidity ratio are not satisfactory and it not met the standard norm of 0.5 : 1, inventory turnover ratio was very high. There is a positive correlation between the
liquidity and profitability. A few solutions are have been offered to ameliorate the problems such as optimum utilization of current assets to maintain the cash
position properly to meet the liquidity of the firm and investment in inventory should be minimized.

KEYWORDS
Absolute Liquidity Ratio (ALR), Average Collection Period, Age of Inventory Current Ratio (CR), Liquidity and Profitability.

INTRODUCTION

iquidity refers to the ability to pay in cash the obligations that are due. In the absence of adequate liquidity, an enterprise is technically insolvent
and at least faces the financial embarrassments of renegotiating its obligations to creditors. It may be defined as a firm’s ability to realize value in money.
In other words, liquidity is a firm’s ability to meet its maturing obligations.
In relation to business the concept of liquidity has a multiplicity of definitions. In the words on Anthony and Reece, “liquidity refers to the company’s ability to
meet its current obligations”. “Solvency” on the other hand, pertains to the company’s ability to meet the interest costs and repayment schedules associated
with its long-term obligations. In the words of Hampton, “liquidity means adequate cash in hand held by the firm to meet its obligations at all times”. An
enterprise must have certain level of cash above its expected needs to act as a reserve to meet emergencies. It should also be able to meet all its bills and to get
all possible discount facilities available to for bulk purchases. The highest financial liquidity, the lowest risk of technical insolvency and vice versa.

LITERATURE REVIEW

To estimate loss rates and scheming quality of portfolio, a simple statistical tool by means of risk index was developed for risk measurement (Smith, 1964).
Modigliani and Pogue (Modigliani, (1974)) presented two measure of risk; relative measure denoted by beta and measure of total risk denoted by standard
deviation. Relying on monthly rate of return from1945 to 1970 they established beta measure to be more significant for securities’ pricing and predictable for
great portfolios.(Doherty, 1975) Presented a model based on loss probabilities to show how the scope and level of interdependence connecting unusual ways of
treating risk rely on the composition of quality in risk management.

(Ratti, 1980) found that dissimilarities in environment can cause positive (negative) income affect that show the way to fewer (extra) risk taking by banks. (Kim,
1988) Found capital ratios fruitless mean to limit bank’s insolvency risk. (Deakins, 1994) argued that method of risk estimation has very important inferences for
banker and business relationships and highlighted on investing both in time and resources through risk assessment process, (Metwally, 1997) found that while
financing loans interest-free banks depend deeply on their equity, face extra complexity, and inclined to be fairly additional conservative in utilizing their loan
able resources than conventional banks (Clementi, 2001). Presented an outline of the tendency in consolidation of the market, prior to reviewing present
suggestions on new Basel Accord and on the bank’s capital adequacy.The study highlighted the returning difficulty of liquidity and then presented some
examination of fresh developments, predominantly in risk transfer method. The study stressed that modernism must be handled with some care, and found risk
management as significant goal of financial system.

(Ghannadian, 2004) Observed the performance of an Islamic banks and how Islamic banking scheme can offer liquidity and support in the process of money
creation from side to side contribution transactions accounts and found that in all developing economies investing funds on basis of profits and losses is an
attractive choice for the banks. (Gabbi, 2004), Emphasized about the reliance of risks on organization’s place in the market. The study explained that liquidity risk
can be controlled in the course of practices that are severely connected to the scale and scope of financial measures, seeing as large banks are capable both to
manage additional market information and to influence monetary policy functions. (Zheng H., 2006) Found that short-term yield spreads are dominated by
liquidity risk. (Franck, 2007,2011) Found that securities market matter more in supporting bank for likely liquidity deficiency while studying the function of stock
exchange as a similar function of and lender of last resort. Many dealers assert that extra liquid markets are superior to fewer liquid markets, (Mainelli, 2008)
and found uniqueness of liquid markets are flexibility deepness and tightness.

(Zheng H. &., 2008) Stated that in the presence of liquidity risk more realistic loss can be estimated by liquidity adjusted conditional value at risk which provides
a better measure for risk. And also suggested efficient Monte Carlo method: which applies to portfolio of securities or single securities, and finds approximate
conditional value at risk and risk at value of all percentiles from the loss distribution with in single set of samples.

(Anas, 2008) Suggests that Islamic banks should strengthen their risk management practices such as, to enhance secondary market they need price transparency
and liquidity. Moreover, they can trade Sukuks and Financial Takaful (insurance) as a medium of risk-hedging. (Hassan, 2009) Argues that three types of risks are
being faced by Islamic banks in Brunei Darussalam such as, credit risk, foreign-exchange risk and operating risk, and they are managing those risks very efficiently
with the help of risk management practices, which includes risk identification (RI) and risk assessment and analysis (RAA). (Dinger, 2009) proposed that in
emerging economies, due to the existence of transnational banks aggregate liquidity shortage risk has been reduced, as in normal circumstances they are
holding low liquidity assets but in crises they holds higher liquid assets as compared to single market banks.

(Vaihekoskia, 2009) Investigated that in the period of systematic liquidity risk (illiquidity) of those stocks which provides high rate of return were negatively
related to the price of liquidity risk. Therefore, systematic liquidity risk is not priced as an asset-specific risk but as market-wide systematic risk as it is enough to
occupy all liquidity related risks. (Uddin, 2009) Identified that there exists the negative relationship between liquidity and stock return, as stock become more
illiquid the liquidity risk increases more than the relative rate, also indicate that return is not affected by the fluctuations in the relative stock liquidity.

(Ismal, "Assessment of liquidity management in Islamic banking industry". , 2010)Indicate that with respect to liquidity management, the Islamic banks in
Indonesia are evaluating themselves on the basis of three factors such as, banks liquidity management policy, liability side and asset side, and they stands in the
index of —good grade. (Ismal, "Strengthening and improving the liquidity management in Islamic banking"., 2010) Suggested that Islamic banks should improve
their policies to balance liability and asset, communicate their operations and principles to public to deepen their understanding towards Islamic banks and
restructure management of liquidity on asset and liability side in order to improve and strengthen their liquidity management

(Sawada, 2010) Investigated that in the times of crises, due to the liquidity shock persuaded by the depositors, banks increase their cash holdings by selling their
securities in the financial market, not by liquidating their loans. As they adjust their portfolio dynamically through selling and buying their securities in financial
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market. (Ojo, 2010) Emphasized on the significance of risks all the way through a position to the vital role engaged by capital adequacy. On the basis of Accord
principles the study observed that beside substantial development, a lot work is yet to be done specifically relative to liquidity risk.

NEED FOR THE STUDY

Liquidity plays a crucial role in the satisfactory ongoing of a firm. Liquidity management has, thus, become a basic and broad aspect of judging the performance
of a corporate entity. Liquidity should be neither excessive nor inadequate.

Excessive Liquidity is an indicator of idle funds, on the other hand, adversely affects the creditworthiness of the firm, interrupts the production process and
hampers its earning capacity to a great extent. Thus, efficient Liquidity management has become essential for the smooth running of any business enterprise.

OBJECTIVES OF THE STUDY

The specific objectives of the study are:

»  To evaluate the liquidity management of the company through ratio analysis.

»  Toexamine the relationship between liquidity and profitability by using Spearman’s rank correlation and also to test the significance of such correlation

HYPOTHESIS OF THE STUDY
HO: there exists no significant correlation between the liquidity and profitability of Cuddapah Spinning Mills Ltd.

TOOLS OF ANALYLIS
Current ratio: Current ratio is found out by dividing the amount of current assets by the amount of current liabilities.
Current assets
Current Ratio = ---------m-mommmmmmme
Current liabilities
Quick ratio or Acid test ratio: Quick ratio is found out by dividing the amount of quick assets by the amount of current liabilities.
Quick assets

Quick Ratio =

Current liabilities
Absolute liquidity ratio: Absolute liquid ratio is found out by dividing the amount of absolute liquid assets (Cash, bank balance & Marketable securities) by the
amount of current liabilities.
Cash & bank balance + Marketable securities
Absolute liquidity Ratio =

Current liabilities
Inventory turnover ratio: Inventory turnover ratio is calculated by dividing the Cost of goods sold by the amount of Average stock.
Cost of goods sold
Inventory to sales Ratio = ----------------=---=---
Average stock
Age of inventory: Age of inventory is calculated by dividing the Number of effective days in a year by the Inventory turnover ratio.
No. of effective days in a year
Age of inventory =

Inventory turnover ratio
Debtors’ turnover ratio: Debtors turnover ratio is calculated by dividing the amount of sales by the amount of debtors.
Sales
Debtors to sales Ratio = -------------
Debtors
Age of debtors: Age of debtors is calculated by dividing the Number of effective days in a year by the debtors’ turnover ratio.
Number of days in a year

Age of debtors =

Debtors’ turnover ratio
Working capital turnover ratio: The working capital turnover Ratio is calculated by dividing the amount of sales by the amount of net working capital.

Sales
Working capital turnover Ratio= ~ —emeemeemee e
Net working capital
Current assets turnover ratio: Current assets turnover ratio is calculated by dividing the amount of sales by the amount of Current assets.
Sales
Current assets turnover Ratio = ------------------------
Current assets
Current assets to total assets ratio: Current assets to total assets Ratio is found out by dividing the amount of current assets by the amount of Total assets.
Current Assets
Current assets to total assets Ratio =
Total assets Current assets

Coefficient of rank correlation: An attempt has been made to study the extent of relationship between the liquidity and profitability. For this purpose the ratio
of current assets to total assets has been used as the liquidity indicator and the ratio of return on capital employed has been taken as the profitability
parameter.

o= d2)

ni-n

R=1—

d = difference in the ranks of individuals in the two characters
n = number of individuals

ANALYSIS AND FINDINGS

The table 1 shows the current ratio of Cuddapah Spinning Mills Ltd from 2001-to-2010. Current ratio is the relationship between current assets and current
liabilities and shows the proportion of current assets available per unit of current liability. From the Table 1 it is inferred that current ratio is satisfied the
standard ratio norm of 2:1 in all years except in 2001-02, 2002-03, 2004-05 and 2005-06 the rest of the years excess current ratio it implies that more
investment is made in current assets. So, current assets were idle.
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TABLE 1: CURRENT RATIO OF CUDDAPAH SPINNING MILLS LTD FROM 2001-02 TO 2009-10 (In rupees)

Year Current assets | Current liabilities | Current ratio
2001-02 | 38351673 26324726 1.45
2002-03 | 37046802 28103426 1.31
2003-04 | 34886586 11621086 3.00
2004-05 | 23966296 43784885 0.54
2005-06 | 39848938 24341623 1.63
2006-07 | 33454568 9273444 3.60
2007-08 | 41787791 5436783 7.68
2008-09 | 48321576 5621176 8.59
2009-10 | 50028938 5591317 8.94

Source: annual reports from 2002-to-2010
Table no 2 represent the quick ratio. Quick ratio is a rigorous and penetrating measure of a firm’s ability to meet the short-term liabilities. It is a widely used
parameter of judging the short-term repaying ability of the firm in the near future. It excludes inventory and bank overdraft, which are difficult to realize at short
notice. Thus, it can assess the liquidity position of a company more effectively. Normally, an ideal quick ratio of 1:1 is considered to represent a satisfactory
current financial condition. From the table no 2 refers that quick ratio was least in 2004-05 and highest in 2009-10 overall excess quick ratios than standard ratio
of quick ratio. Hence, excess investment is made in quick assets.

TABLE 2: QUICK RATIO OF CUDDAPAH SPINNING MILLS LTD FROM 2001-02 TO 2009-10 (In rupees)

Year Quick assets | Current liabilities | Quick asset ratio
2001-02 | 19379490 26324726 0.73
2002-03 | 19299917 28103426 0.68
2003-04 | 26429103 11621086 2.11
2004-05 | 14859476 43784885 0.33
2005-06 | 12489004 24341623 0.51
2006-07 | 11274756 9273444 1.21
2007-08 | 11330916 5436783 2.08
2008-09 | 19285356 5621176 3.43
2009-10 | 32872469 5591317 5.87

Source: annual reports from 2002-to-2010

Looking at the table 3 reveals the absolute liquidity of Cuddapah Spinning Mills Ltd. Absolute liquidity ratio establishes a relationship between absolute liquid
assets and quick liabilities. It is a more rigorous test of the liquidity position of a company. A high absolute liquidity ratio is good from the creditor’s point of view
but from the management point of view, it indicates poor investment policy. In the table 3 it is observed that the absolute liquidity ratio was not satisfied
standard ratio of absolute liquidity ratio i.e. 0.5:1 in all years except 2003-04. It means that not invested sufficient amount in cash and marketable securities.
Since, the company not meets the liabilities of creditors.

TABLE 3: ABSOLUTE LIQUIDITY RATIO OF CSM LTD FROM 2001-02 TO 2009-10 (In rupees)

Year Absolute liquid assets | Current liabilities | Absolute liquidity ratio
2001-02 | 8165102 26324726 0.31
2002-03 | 8586827 28103426 0.30
2003-04 | 16542256 11621086 1.42
2004-05 | 770573 43784885 0.02
2005-06 | 1647279 24341623 0.06
2006-07 | 718691 9273444 0.07
2007-08 | 1058716 5436783 0.19
2008-09 | 968999 5621176 0.17
2009-10 | 1397194 5591317 0.24

Source: annual reports from 2002-to-2010

The table no 4 depicted the inventory turnover ratio of Cuddapah Spinning Mills Ltd from 2001-to-2010.The Inventory turnover ratio measures the velocity of
conversion of stock into sales. Usually a high inventory turnover/stock velocity indicates efficient management of inventory because more frequently the stocks
are sold; the lesser amount of money is required to finance the inventory. A low inventory turnover ratio indicates an inefficient management of inventory. A
low inventory turnover implies over-investment in inventories, dull business, poor quality of goods, stock accumulation, accumulation of obsolete and slow
moving goods and low profits as compared to total investment. The inventory turnover ratio is also an index of profitability, where a high ratio signifies more
profit; a low ratio signifies low profit. Sometimes, a high inventory turnover ratio may not be accompanied by relatively high profits. Similarly a high turnover
ratio may be due to under-investment in inventories. From the table no 4 states that inventory turnover ratio is less in all years except in 2004-05 .1t indicates
that inefficient management of inventory, over investment is made in inventory, poor quality of goods, dull business.

TABLE 4: INVENTORY TURNOVER RATIO OF CSM LTD FROM 2001-02 TO 2009-10 (In rupees)

Year Cost of goods sold | Average stock | Inventory turnover ratio
2001-02 | 13844853 8528802 1.62
2002-03 | 16195711 8590661 1.88
2003-04 | 18974905 6707534 2.82
2004-05 | 31554232 3339884 9.44
2005-06 | 53780998 11073184 4.85
2006-07 | 55972761 17456906 3.20
2007-08 | 39915264 19084404 2.09
2008-09 | 44531474 22521551 1.97
2009-10 | 35286317 21435257 1.64

Source: annual reports from 2002-to-2010
Table 5 present the age of inventory turnover ratio from the table it is inferred that the Age of inventory is very high in all years except in 2004-05. Generally the
lower age of inventory is better the liquidity position and vice versa. 2004-05 is good when compared to other years as its age is very less compared to other
years during the study period.

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE & MANAGEMENT 85

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/




VoLUME No. 3(2012), I ssue No. 11 (NOVEMBER) I SSN 0976-2183
TABLE 5: AGE OF INVENTORY OF CSM LTD FROM 2001-02 TO 2009-10

Year No. of daysinayear | Inventory turnover ratio | Age of inventory (days)
2001-02 | 365 1.62 225

2002-03 | 365 1.88 194

2003-04 | 365 2.82 129

2004-05 | 365 9.44 39

2005-06 | 365 4.85 75

2006-07 | 365 3.20 114

2007-08 | 365 2.09 175

2008-09 | 365 1.97 185

2009-10 | 365 1.64 225

Source: annual reports from 2002-to-2010
Table 6 : The debtor’s turnover ratio indicates the speed with which debtors are converted into cash. This ratio measures the rapidity or slowness of debtors’
collection. Generally, the higher the turnover, the more efficient is the trade credit management. On the other hand, low debtors’ turnover implies inefficient
management of debtors’ and less liquid debtors. From the table no 6 is observed that the debtors’ turnover ratio is high in 2006-07 year compared to other
years. Generally debtors turnover ratio is satisfactory level so more efficient credit management and more liquid debtors

TABLE 6: DEBTORS TURNOVER RATIO OF CSM LTD FROM 2001-02 TO 2009-10 (In rupees)
Year Sales Debtors DTR
2001-02 | 26286788 | 3466393 7.58
2002-03 | 43852014 | 3623870 12.10
2003-04 | 37935599 | 1095476 34.62
2004-05 | 52584203 | 5425978 9.69
2005-06 | 80988831 | 1261936 64.17
2006-07 | 98078050 | 921732 106.40
2007-08 | 66743392 | 2029944 32.87
2008-09 | 71633690 | 10074101 | 7.11
2009-10 | 61268742 | 10373149 | 5.90

Source: annual reports from 2002-to-2010
Table no 7 shows the age of debtor of Cuddapaha Spinning Mills Ltd from the 2001-to-2010.The average collection period refers to the average time lag
between sales and collection measurable in terms of number of days. It is a significant measure of the collection activity and quality of accounts receivables. A
rule of thumb is that the collection period should not exceed 1/3 times the regular credit period. From the table no 7 states that the shorter collection period
implies quick payment by debtors, it occurs in the years of 2003-04, 2005-06, 2006-07& 2007-08. Longer the payment period in the years of 2008-09&2009-
10.0verall average collection period is satisfactory during the period

TABLE 7: AGE OF DEBTORS OF CUDDAPAH SPINNING MILLS LTD FROM 2001-02 TO 2009-10

Year No. of daysin a year | DTR Age of inventory (Days)
2001-02 | 365 7.58 48

2002-03 | 365 12.10 30

2003-04 | 365 34.62 11

2004-05 | 365 9.69 38

2005-06 | 365 64.17 | 6

2006-07 | 365 106.40 | 3

2007-08 | 365 32.87 | 11

2008-09 | 365 7.11 51

2009-10 | 365 5.90 62

Source: annual reports from 2002-to-2010
The working capital turnover ratio measures the efficiency with which the working capital is being used by a firm. A high ratio indicates efficient utilization of
working capital and vice versa. But a very high working capital turnover ratio may also mean lack of sufficient working capital which is not a good situation. Table
no 8 indicates that the Working capital turnover ratio is fluctuating from year to year. It is higher in 2005-06 and lower in 2004-05. It shows inefficient utilization
of working capital during the operation of the business.

TABLE 8: WORKING CAPITAL TURNOVER RATIO OF CSM LTD FROM 2001-02 TO 2009-10 (In rupees)

Year Sales (Rs) | Net working capital (Rs) | Working capital turnover Ratio
2001-02 | 26286788 | 12026947 2.18

2002-03 | 43852014 | 8943376 4.90

2003-04 | 37935599 | 23265500 1.63

2004-05 | 52584203 | -19818589 -2.65

2005-06 | 80988831 | 15507315 5.22

2006-07 | 98078050 | 24181124 4.05

2007-08 | 66743392 | 36351008 1.83

2008-09 | 71633690 | 42700400 1.67

2009-10 | 61268742 | 44437621 1.37

Source: annual reports from 2002-to-2010
Table no 9 represents the current assets turnover ratio of Cuddapaha Spinning Mills Ltd from 2001-to-210.lt is applied to measure the turnover and profitability
of the total current assets employed to conduct the operations of the firm. The ratio is calculated by dividing the amount of sales by the amount of current
assets. The idea behind the current assets turnover ratio is to give an overall impression of how rapidly the total investment in current assets is being turned.
The lower the turnover of the current assets, the worse is the utilization of current assets. The higher the turnover, the better is the use of current assets. From
the table no 9 it is inferred that the Current assets turnover ratio is fluctuating from year to year. Current assets are ranging between 1 to 3 times. The higher the
turnover of current assets the better is the utilization of them.
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TABLE 9: CURRENT ASSETS TURNOVER RATIO OF CSM LTD FROM 2001-02 TO 2009-10 (In rupees)

Year Sales Current assets | Current assets turnover ratio
2001-02 | 26286788 | 38351673 0.68
2002-03 | 43852014 | 37046802 1.18
2003-04 | 37935599 | 34886586 1.08
2004-05 | 52584203 | 23966296 2.19
2005-06 | 80988831 | 39848938 2.03
2006-07 | 98078050 | 33454568 2.93
2007-08 | 66743392 | 41787791 1.59
2008-09 | 71633690 | 48321576 1.48
2009-10 | 61268742 | 50028938 1.22

Source: annual reports from 2002-to-2010
The table no 10 shows the current assets to total assets ratio of Cuddapaha Spinning Mills Ltd from the 2001-to-2010.Increasing Current Assets to Total Debt
ratio is generally a positive sign, showing the company has a better ability to satisfy its debt obligations using its total current assets. A ratio of 1.0 or greater
indicates the company would just meet its debt obligations, when in reality the company would need a ratio result that is higher than this, as some of the
current assets could not easily be converted into cash. Table no 10 refers that current assets to total assets ratio is very less during the analysis period so the
company not using current assets in proper way and not satisfy the debt obligations.

TABLE 10: CURRENT ASSETS TO TOTAL ASSETS RATIO OF CSM LTD FROM 2001-02 TO2009-10 (In rupees)

Year Current assets | Total assets | Current assets to total assets Ratio
2001-02 | 38351673 196544442 | 0.19
2002-03 | 37046802 201811688 | 0.18
2003-04 | 34886586 218207224 | 0.15
2004-05 | 23966296 130758311 | 0.18
2005-06 | 39848938 164495311 | 0.24
2006-07 | 33454568 164495311 | 0.20
2007-08 | 41787791 172389165 | 0.24
2008-09 | 48321576 172389165 | 0.28
2009-10 | 50028938 172389165 | 0.29

Source: annual reports from 2002-to-2010
Table no 11 depicted the rank correlation between the liquidity and profitability of Cuddapaha Spinning Mills Ltd and an attempt have been made to judge the
significance of the relationship by using the t-test. For this purpose the ratio of current assets to total assets has been used as the liquidity indicator and
the ratio of return on capital employed has been taken as the profitability parameter. It is found that there is a significant correlation is exist between
liquidity and profitability (r=0.583) which is significant at 0.05 level. To test the null hypothesis t-test have been used from the results it is inferred that the
computed value of t=1.8995 is less than the critical value of ‘t’ (3.499) at 5% level of significance. Hence, the null hypothesis have been accepted, which signifies
there exists no significant relationship between the liquidity and profitability of the company

TABLE 11: RANK CORRELATION BETWEEN LIQUIDITY AND PROFITABILITY OF CSM LTD.

Year Current assets to total assets (%) | Liquidity rank (r1) | Return on capital employed (%) | Profitability rank (r2) | (r1-r2)d | d
2001-02 | 19 6 -37.03 8 -2 4
2002-03 | 18 7.5 -10.35 6 1.5 2.25
2003-04 | 15 9 -13.17 7 2 4
2004-05 | 18 7.5 -106.70 9 -1.5 2.25
2005-06 | 24 3.5 0.37 4 -0.5 0.25
2006-07 | 20 5 12.99 1 4 16
2007-08 | 24 3.5 1.93 3 0.5 0.25
2008-09 | 28 2 6.80 2 0 0
2009-10 | 29 1 0.14 5 -4 16
Ed*=45
AL EtI )
R S(8d= Y12)
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SUGGESTIONS

1. The company not maintains the standard ratio of 2:1 in between Current assets and Current liabilities. So, the company maintains 2:1 proportionate in
between current assets and current liabilities to avoid the shortage and excess current assets and current liabilities.

2. Made excess investment in quick assets, it leads to idle quick assets. Hence, the company takes necessary steps to control the excess investment in quick
assets.

3. The company invest sufficient amount in cash and marketable securities to meet the liabilities of creditors

4. To more emphasis on inventory management for the purpose of optimum investment in inventory and improve the quality of goods.

5. Utilization of working capital is inefficient during the operations of the business. So those utilize working capital properly and effectively during the operations
of the business.

CONCLUSION

Managing liquidity is a fundamental component in the safe and sound management of firm finance. Sound liquidity management involves prudently managing
assets and liabilities (on- and off-balance sheet), both as to cash flow and concentration, to ensure that cash inflows have an appropriate relationship to
approaching cash outflows. The study investigate the relationship between the liquidity and profitability of Cuddapaha Spinning Mills Ltd during years from
2001-t0-2010.In this study various ratios are calculated to find out the relationships between the liquidity and profitability the results are shows that liquidity
has not have a significant influence on the profitability of the company.
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