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LIQUIDITY, SOLVENCY AND PROFITABILITY ANALYSIS OF MANUFACTURING INDUSTRIES: A STUDY WITH
REFERENCE SELECTED MANUFACTURING INDUSTRIES IN INDIA

KUSHALAPPA. S
DEPARTMENT OF MBA
ALVA'S INSTITUTE OF ENGINEERING & TECHNOLOGY
MIJAR

REKHA SHETTY
ASST. PROFESSOR
DEPARTMENT OF PG STUDIES IN COMMERCE
ALVA’S COLLEGE
MOODBDRI

ABSTRACT

Manufacturing industries came into being with the occurrence of technological and socio-economic transformations in the western countries in the 18" - 19
century. Manufacturing industries are the chief wealth producing sectors of an economy. India has become one of the fastest growing economies in the world
over the last two decades, undoubtedly aided in this performance by economic reforms. The liberalization of the economy has opened new windows of
opportunity for manufacturing sector. Over the past few years, a manufacturing revolution has been underway in the Indian economy, driven by the increasing
presence of multinational companies, increased operations by domestic companies and an expanding domestic market. The present study deals with the analysis
of liquidity, solvency and profitability position of the selected manufacturing industries in India. The main objective of the study is to compare the liquidity,
profitability and solvency position of companies under each industry and between various industries under study.

th

KEYWORDS

Manufacturing Industry, liquidity, solvency, profitability, leverage.

INRODUCTION

anufacturing industries came into being with the occurrence of technological and socio-economic transformations in the western countries in the 18" -

19" century. Manufacturing industries are important for an economy as they employ a huge share of the labor force and produce materials required by

sectors of strategic importance such as national infrastructure and defense. Manufacturing industries are the chief wealth producing sectors of an
economy.
India has become one of the fastest growing economies in the world over the last two decades, undoubtedly aided in this performance by economic reforms.
The liberalization of the economy has opened new windows of opportunity for manufacturing sector. Over the past few years, a manufacturing revolution has
been underway in the Indian economy, driven by the increasing presence of multinational companies, increased operations by domestic companies & an
expanding domestic market. The present study deals with the analysis of liquidity, solvency and profitability position of the selected manufacturing industries in
India.
The liquidity characterise the financial situation of the company, its ability to convert assets into cash or to obtain cash to meet short-term obligations. Lack of
liquidity may affect seriously the continuity of the company activities. Computation and analysis of the liquidity are made by a system of ratios based on the data
within the financial statements. Liquidity measures Computation and analysis of the liquidity are made by a system of ratios. These liquidity ratios characterise
the financial situation of the company, its capacity to generate adequate cash for payments. The fundamental source of the bankruptcy risk consists in the
insolvency of the company. Solvency is represented by the capacity of the company to cover all its obligations that result either from previous contracts or from
current operations. The financial leverage or debt equity ratios focus on a firm's ability to meet its long-term debt obligations. Profitability is an index of
efficiency; and is regarded as a measure of efficiency and management guide to greater efficiency. The profitability ratios are just what the name implies. They
focus on the firm's ability to generate a profit and an adequate return on assets and equity. They measure how efficiently the firm uses its assets and how
effectively it manages its operations.

OBIJECTIVES OF THE STUDY

The core objective of this study is to evaluate the liquidity, solvency and profitability position of manufacturing industries in India. In order to achieve the main
objectives, the following subsidiary objectives have been framed by the researchers:

o To find out liquidity, profitability and solvency position of selected companies under each industry

. To study the liquidity, profitability and solvency position of each manufacturing industry under study

. To compare the liquidity, profitability and solvency position of selected companies under each industry

. To compare the liquidity, profitability and solvency position of between various manufacturing industries under study

HYPOTHESES

FIRST SET OF HYPOTHESES

Ho: There is no significant difference in the liquidity position among different manufacturing industries.

Hi: There is significant difference in the liquidity position among different manufacturing industries.

SECOND SET OF HYPOTHESES

Ho: There is no significant difference in the solvency position among different manufacturing industries.

Hi: There is significant difference in the solvency position among different manufacturing industries.

THIRD SET OF HYPOTHESES

Ho: There is no significant difference in the profitability position among different manufacturing industries.

Hi: There is significant difference in the profitbility position among different manufacturing industries.

SCOPE OF THE STUDY

The study deals with liquidity, solvency and profitability analysis of Indian manufacturing industries. Study covers five manufacturing industries. They are;
Cement Industry, FMCG Industry, Oil and Gas Industry, Automobile Industry and Pharmaceutical Industry. Under each industry five companies have been taken
for the purpose of analyzing liquidity, solvency and profitability position of each industry. Since the study covers only five manufacturing industries, the scope of
the study is limited to five manufacturing industries.
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ANALYSIS AND INTREPREATION

It is understood from Table 1 that among the companies of Oil & Gas industry Cairn has highest average current ratio (5.45) and Bharath Petroleum has least
(0.69) current ratio. Among the companies of automobile industry Maurti has highest average current ratio (1.16) Hero motors has lowest current ratio (0.44).
Among the companies of FMCG industry ITC has highest average current ratio (1.17) and Hindustan Unilver has lowest (0.83). Among the companies of Cement
industry India Cement has highest average current ratio (1.25) and Madras Cement has lowest current ratio (0.59). Among the companies of pharmaceuticals
industry Sun Pharmaceuticals has highest average current ratio (2.67) and Aurobindo has lowest average current ratio (1.1). Among the sample manufacturing
companies, Oil and Gas Industry has highest current ratio and automobile industry has the lowest current ratio.

It is understood from Table 2 that under Oil and Gas Industry, ONGC has highest average return on capital employed (21.14) and Cairn has the least (-0.168).
Among the companies of Automobile Industry, Bajaj has highest average return on capital employed (52.48) and Tata has lowest return on capital employed
ratio (12.94). Among the companies of FMCG Industry Hindustan Uniliver has highest average return on capital employed (98.75) and ITC has lowest (28.61).
Among the companies of Cement Industry, Madras Cement has highest return on capital employed (25.26) and India Cement has return on capital employed
(11.72). Among the companies of Pharmaceuticals Industry, Lupin has highest average return on capital employed (27.34) and Dr.Reddy laboratories has lowest
average return on capital employed (12.65). Among the sample manufacturing companies, FMCG Industry has highest return on capital employed ratio and
lowest with Oil and Gas Industry.

It is understood from Table 3 that among the companies of Oil and Gas Industry, Bharath Petroleum has highest average Debt Equity ratio (1.5) and Cairn has
least (0.04) Debt Equity ratio. Among the companies of Automobile Industry Tata Motors has highest average Debt Equity ratio (0.87) and Maruthi has lowest
Debt Equity ratio (0.07). Among the companies of FMCG Industry Britannia has highest average Debt Equity ratio (0.45) and ITC has the lowest (0.013). Among
the companies of Cement Industry Madras Cement has highest average DE ratio (1.59) and Grasim has lowest DE ratio (0.21). Among the companies of
Pharmaceuticals Industry, Aurobindo has highest average DE Ratio (1.19) and Sun Pharmaceutical has lowest Debt Equity ratio (0.013). Among the sample
manufacturing companies, Cement Industry has highest Debt Equity FMCG Industry has the lowest Debt Equity ratio.

TESTING OF HYPOTHESES

The results of the hypotheses tested are shown as follows:

FIRST SET OF HYPOTHESES

Ho: There is no significant difference in the liquidity position among different manufacturing industries

Hi: There is significant difference in the liquidity position among different manufacturing industries

As per Table 4 it is fact that the calculated F values are less than critical value of 2.87, the null hypothesis is being accepted.

SECOND SET OF HYPOTHESES

Ho: There is no significant difference in the solvency position among different manufacturing industries

Hi: There is significant difference in the solvency position among different manufacturing industries

Itis clear from Table 5 that all the calculated F values are less than critical value, i.e., 2.87; the null hypothesis has to be accepted.

THIRD SET OF HYPOTHESES

Ho: There is no significant difference in the profitability position among different manufacturing industries

Hi: There is significant difference in the profitbility position among different manufacturing industries

It is understood from Table 6 that the calculated F values are less than critical value of 2.87, the null hypothesis is being accepted.

FINDINGS AND CONCLUSION

It is found in the study that under Oil & Gas Industry, Cairn has highest average current ratio (5.45) and Bharath Petroleum has least (0.69) current ratio.
Therefore Cairn has strong liquidity and Bharath Petroleum has weak liquidity position. Among the companies of Automobile Industry, Maurti is more liquid
company (1.16) and Hero Motocorp is the least liquid company (0.44). Among the companies of FMCG Industry, ITC is the more liquid (1.17) and Hindustan
Uniliver least liquid company (0.83). Under Cement industry, India Cement has highest average current ratio (1.25) and Madras Cement has lowest current ratio
(0.59). Among the companies of Pharmaceuticals Industry, Sun Pharmaceuticals has strong liquidity (2.67) and Aurobindo has least liquidity position (1.1).
Among the sample manufacturing companies, Oil and Gas Industry has highest current ratio and Automobile Industry has the lowest current ratio and therefore
Oil and Gas Industry is the most liquid indusstry.

The study reveals the fact that ONGC (21.14) , Bajaj (52.48), HUL (98.75), Madras Cement (25.26), Lupin (27.34) have highest return on capital employed, in their
respective industry.

Among the sample manufacturing companies, FMCG Industry has highest return on capital employed ratio and Oil and Gas Industry has the least and therefore
FMCG Industry is the most profitable industry.

It is understood from the study that the most solvent companies under Oil and Gas Indusrty, Automobile Industry, FMCG Industry, Cement Industry,
Pharmaceutical Industry and Cement Industry are; Cairn (0.04), Maruthi (0.07), ITC (0.013), Grasim (0.21), Sun Pharmaceutical (0.013). Among the sample
manufacturing companies Cement Industry has highest Debt Equity FMCG Industry has the lowest Debt Equity ratio therefore FMCG industry is the most solvent
industry
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TABLE 1: CURRENT RATIOS OF THE MANUFACTURING COMPANIES UNDER STUDY

COMP/YEAR | 2012 [ 2011 | 2010 | 2009 | 2008 | AV SD v

OIL AND GAS INDUSTRY

RIL 144 [ 116 [1.04 [106 [098 [ 1.136 | 0181879 | 16.01048
ONGC 099 [ 136 [139 [145 [156 | 135 | 0215291 [ 15.94744
GAIL 095 [ 111 [116 [129 |14 1182 | 0.17225 14.57274
CAIRN 04 [438 [18 [2048 0.6 | 5454 | 8565809 | 157.0555
BHARATH PETROL 076 [ 072 [072 [05 o074 |0.688 | 0.106395 | 15.46446
AVERAGE 0.908 | 1.746 | 1.232 | 4.956 | 0.968 | 1.962 | 1.706059 | 86.95508
AUTOMOBILE INDUSTRY

TATA 051 [ 053 [044 [o044 [o064 [0512 [ 0.08228 16.07031
MAHINDRA&M 095 [ 086 [111 [09 [o086 |0936 | 0104067 [ 11.1183
MARUTHI 1.02 | 147 Jo091 [151 [091 [ 1.164 | 0301297 | 25.88464
HERO MOTARS 042 | 024 [058 [o046 |o048 | 0436 | 0.124419 [ 2853639
BAJAJ 088 |08 [069 [084 |08 |0818 | 007887 | 0.000964
AVERAGE 0.756 | 0.78 | 0.746 | 0.83 | 0.754 | 0.7732 | 0.034194 | 4.422344
FMCG INDUSTRY

ASIAN PAINTS 107 [093 [089 [113 [099 [ 1.002 [ 0.09859 9.839327
BRITANIA 0.7 104 | 108 | 127 [122 [1062 | 0223652 | 21.05946
DABUR 115 [ 099 [093 [119 [o091 [1.034 [ 0128374 [ 1241532
HINDUSTAN UNILIVER 083 | 086 [084 [092 |068 | 0826 | 008876936 | 10.7468964
ITC 108 | 108 092 [142 [136 | 1172 | 0.21052316 | 17.9627268
AVERAGE 0.966 | 0.98 | 0.932 | 1.186 | 1.032 | 1.0192 | 0.099946 | 9.806317
CEMENT INDUSTRY

GRASIM 119 [ 11 Jo57 [079 [o074 [o0.878 | 0258979 | 29.49644
INDIA CEMENT 095 [ 128 [146 [113 | 143 | 125 [ 021319 17.0552
J.K.CEMENT 103 [ 117 [096 [ 169 | 128 | 1.226 | 0.287454 | 23.44652
MADRAS CEMENT 038 [ 069 [07 |06 |056 |058 | 0129538 [ 22.1054
ULTRA CEMENT 067 | 067 [067 [ 059 |058 |0.636 | 0.0466905 | 7.34126889
AVERAGE 0.844 | 0.982 | 0.872 | 0.96 | 0.918 | 0.9152 | 0.057907 | 6.327231
PHARMASUTICALS INDUSTRY

AUROBINDO 076 [ 121 [105 [112 | 135 | 1.098 [ 0.21970435 | 20.0095034
CIPLA 312 [ 194 [217 [181 [262 | 2332 [ 05376523 [ 23.0554161
LUPIN 117 | 109 096 [083 [097 | 1.004 | 0.13069047 | 13.0169795
DR REDDYS LABORATORIES | 1.7 166 | 149 | 185 | 1.82 [ 1704 | 0.14363147 | 8.42907705
SUN PHARMACEUTICAL 312 [3.04 [214 [253 | 252 | 2.67 [ 04069398 | 15.241191
AVERAGE 1.974 | 1.788 | 1.562 | 1.628 | 1.856 | 1.7616 | 0.167639 | 9.516286

Source: Annual Reports of the companies under study.
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TABLE 2: RETURN ON CAPITAL EMPLOYED OF THE MANUFACTURING COMPANIES UNDER STUDY

COMP/YEAR [ 2012 [ 2011 [ 2010 | 2009 [ 2008 [ Av sD v

OIL AND GAS

RIL 1218 [12.6 [ 1135 [10.96 | 1568 [ 12.554 | 1.864425 | 14.85124
ONGC 2854 | 3397 | 3454 3429 [363 | 33528 | 2931053 | 8.742104
GAIL 2117 [ 2496 | 2555 | 2729 [ 276 | 25314 | 2.573136 | 10.16487
CAIRN 003 [-007 [-005 |-0.03 [-016 |-0.056 | 0069138 | -123.46
BHARATH PETROL 1018 [ 9.84 | 1111 [ 1488 | 1137 | 11476 | 2.005525 | 17.47582
AVERAGE 1442 [ 1626 | 165 | 17.478 | 18.158 | 16.5632 | 1.42034123 | 8.575283
AUTOMOBILE

TATA 1036 [ 10.19 | 1037 [ 6.41 | 1896 | 11258 | 4.624918 | 41.08117
MAHINDRA&M 2358 [ 26.96 | 277 | 13.99 [ 1852 [ 2215 [ 5.825504 | 26.30025
MARUTHI 1352 | 21.69 | 27.89 [ 1737 | 2618 | 2133 [ 5986723 | 28.06715
HERO MOTARS 4983 | 5213 [ 7507 | 4333 [ 4157 | 52386 | 13.41789 | 25.61351
BAJAJ 64.24 | 67.57 | 59.01 | 32.8 [ 39.71 | 52.666 | 1548264 | 0.00294
AVERAGE 32.306 | 35.708 | 40.008 | 22.78 [ 28.988 | 31.958 | 6.55825221 | 20.52147
FMCG

ASIAN PAINTS 5224 [ 5573 | 62.94 [ 4935 [57.32 [ 55516 | 5176092 | 9.323604
BRITANIA 51.66 | 24.06 | 24.67 | 2529 | 26.37 | 30.41 | 11.90975 | 39.16393
DABUR 4051 | 4416 | 61.62 | 47.98 | 67.51 | 52.356 | 11.6417 22.23566
HINDUSTAN UNILIVER 93.08 | 102.47 [ 106.78 | 118.59 | 138.72 | 111.928 | 17.559871 | 15.6885418
ITC 4051 | 4416 | 61.62 | 47.98 | 67.51 | 52356 | 11.6417 22.23566
AVERAGE 55.6 | 54.116 | 63.526 | 57.838 | 71.486 | 60.5132 | 7.10105099 | 0.117347140667404100
CEMENT

GRASIM 1448 [ 17.64 [ 3179 [ 18.04 | 2601 | 21592 [ 7.112199 [ 32.93905
INDIA CEMENT 1059 [337 | 109 [ 1695 | 2257 [ 12.876 | 7.246819 | 56.2816
J.K.CEMENT 1859 [ 7.25 | 17.86 [ 19.95 | 3211 | 19.152 | 8.834439 | 46.12803
MADRAS CEMENT 17.44 [ 9.6 1653 | 17.64 | 258 | 17.402 | 5.749263 | 33.03794
ULTRA CEMENT 19.94 [ 1377 [ 2722 [ 2645 | 3555 | 24586 | 8.2035498 | 33.3667528
AVERAGE 16.208 | 10.326 | 20.86 | 19.806 | 28.408 | 19.1216 | 6.62531711 | 34.64834
PHARMASUTICALS

AUROBINDO 10.04 [ 1748 [ 1754 [ 1353 | 11.76 | 14.07 | 3.37407765 | 23.9806514
CIPLA 1874 | 1622 | 2216 | 2239 | 18.17 | 19.536 | 2.67049246 | 13.669597
LUPIN 2294 [ 2151 | 2249 [ 2204 [ 2758 | 23312 [ 2.4441297 | 10.4844273
DR REDDYS LABORATORIES | 19.22 [ 142 | 1587 | 1346 | 1055 | 14.66 | 3.19379868 | 21.7858027
SUN PHARMACEUTICAL - 21 17.05 | 2457 | 2421 | 21.7075 | 3.49520028 | 16.1013488
AVERAGE 17.735 | 18.082 | 19.022 | 19.198 | 18.454 | 18.6571 | 0.61679348 | 3.305945

Source: Annual Reports of the companies under study
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TABLE 3: DEBT EQUITY RATIOS OF MANUFACTURING COMPANIES UNDER STUDY

COMP/YEAR [ 2012  [2011 [ 2010 | 2009 | 2008 | AV sD v

OIL AND GAS

RIL 0.36 046 [ 049 [065 [046 [o0.484 0.105024 [ 21.69913
ONGC 0.04 018 [ 019 |02 018 | 0.158 0.066483 | 42.0779
GAIL 0.25 012 [009 [008 [o0.1 0.128 0.069785 | 54.51983
CAIRN - 004 [004 |- - 0.04 0 0

BHARATH PETROL 1.42 135 [ 17 175 [ 129 | 1502 0209452 | 13.94485
AVERAGE 05175 [ 0.43 [0.502 | 0.67 | 0.5075 | 0.4624 | 0.08795 19.02029
AUTOMOBILE

TATA 0.57 08 [112 [106 [o038 0.87 0222711 [ 25.59892
MAHINDRA&M 0.26 023 [037 [077 |06 0.446 0232228 [ 52.06913
MARUTHI 0.07 002 [ 007 [007 [o011 |[0.068 0031937 | 46.96682
HERO MOTARS 0.23 05 [o002 [002 [o004 [o0.162 0208614 | 128.7744
BAJAJ 0.02 007 [046 [084 |o084 |[0.446 0.39797 0.008923
AVERAGE 0.23 0324 | 0408 [ 0.552 | 0478 | 0.3984 | 0.126407 | 31.72873
FMCG

ASIAN PAINTS 0.07 003 [004 [006 [008 [0.056 0.020736 | 37.02936
BRITANIA 0.05 096 | 108 [003 [o014 [0452 0521891 | 115.4626
DABUR 0.21 023 [014 [019 [o003 [o0.16 0.08 50
HINDUSTAN UNILIVER 0.21 023 [014 [019 [o003 [o0.16 0.08 50

ITC - 001 [001 [001 [002 [00125 | o0.005 40
AVERAGE 0.135 0.292 | 0282 [ 0.096 | 0.06 | 0.1681 | 0.107452 | 63.92166
CEMENT

GRASIM 0.07 01 [o015 [036 [039 [0.214 0.1501 70.14017
INDIA CEMENT 0.56 069 | 06 067 |07 0.644 0061074 | 9.483498
J.K.CEMENT 0.84 115 [ 094 |058 [063 0828 0232959 | 28.13517
MADRAS CEMENT 1.03 161 | 165 |195 [171 [ 159 0339706 | 21.36514
ULTRA CEMENT 03 039 [035 [059 [o065 |[0.456 0.1545316 | 33.8884978
AVERAGE 0.56 0.788 | 0.738 | 0.83 | 0.816 | 0.7464 | 0.109976 | 14.73424
PHARMASUTICALS

AUROBINDO 0.98 09 [102 16 144 [ 1.188 0.31131977 [ 26.205368
CIPLA N 007 [ - 022 [ 015 [ 0.146667 | 0.07505553 | 51.1742284
LUPIN 0.27 031 [ 036 |069 [073 [0472 0.22004545 | 46.6197987
DR REDDYS LABORATORIES | 0.23 024 |01 012 [o1 0.158 0.07085196 | 44.8430116
SUN PHARMACEUTICAL . 001 [o001 |- 002 | 0.013333 | 0.0057735 | 43.3012702
AVERAGE 0.493333 | 0.306 | 0.3725 | 0.6575 | 0.488 | 0.3956 | 0.134363 | 33.96432

Source: Annual Reports of the companies under study

Ratio Sources of variation | SS df | MS F

CURRENT RATIO | Between Sample 4.55 4 1.14 | 1.87
Within Sample 12.19 | 20 | 0.61

QUICK RATIO Between Sample 4.61 4 1.15 | 1.68
Within Sample 13.70 | 20 | 0.68

Ratio Sources of variation | SS df | MS F
DEBT EQUITY RATIO | Between Sample 0.09 4 0.02 0.38
Within Sample 1.23 20 | 0.06
Between Sample 0.0499 | 4 0.012 | 0.26
LTDE RATIO Within Sample 0.9517 | 20 | 0.048
Ratio Sources of variation | SS df | MS F
Between Sample 219219.1 | 4 54804.76 | 0.34
OPM RATIO Within Sample 3186008 | 20 | 159300.4
Between Sample 871 4 219.75 1.09
NPM RATIO Within Sample 4019.37 20 | 200.97
Between Sample 183.48 4 45.87 0.16
ROCE RATIO Within Sample 5754.26 20 | 287.71
Between Sample 262.91 4 65.73 0.32
RONW RATIO | Within Sample 4162.17 20 | 208.11

TABLE 4: ONE WAY ANALYSIS OF VARIANCE BETWEEN SELECTED INDUSTRIES (DATA OF 5 YEARS FROM 2008 TO 2012) AND (CRITICAL VALUE OF F=2.87)

TABLE 5: ONE WAY ANALYSIS OF VARIANCE BETWEEN SELECTED INDUSTRIES(DATA OF 5 YEARS FROM 2008 TO 2012) AND (CRITICAL VALUE OF F=2.87)

TABLE 6: ONE WAY ANALYSIS OF VARIANCE BETWEEN SELECTED INDUSTRIES (DATA OF 5 YEARS FROM 2008 TO 2012) AND (CRITICAL VALUE OF F=2.87)
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