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CASH MANAGEMENT IN SMALL SCALE INDUSTRIES

P. VENKATADRI REDDY
RESEARCH SCHOLAR
DEPARTMENT OF MANAGEMENT
S. K. UNIVERSITY
ANANTHAPUR

DR. HAMPANNA
DEAN
SKIM

S. K. UNIVERSITY

ANANTHAPUR

Cash is one of the most important components of working capital of a concern. It is the most liquid asset and the basic input required to keep the business going.
In course of the operations of a business, cash goes out first. Profitable business then brings in cash. The problem is that cash usually goes out first before it comes
in. The cash management practices in the small scale enterprises usually differ from that of large scale industrial enterprises because of the differences in size,
location, nature and financial environment. It can be understood that a majority of the selected small scale enterprises review the cash position daily. The next
popular practice among the small scale enterprises in the area is to review cash position weekly once. Some of the small scale enterprises also follow the practice
of reviewing cash position monthly once. Determining the minimum cash balance required ‘as a percentage on wages and purchases bill’ appears to be the most
popular method among the selected small scale enterprises. It is followed by ‘fixed sum method’, as a ‘percentage on production budget method’, and as a
‘percentage on total investment method’. It is noteworthy that none of the agro-based, chemical and plastic enterprises follow the fixed sum and percentage on
total investment methods for determining the minimum cash balance required. In spite of the development of the organized financial markets unorganized sector
sources like friends, relatives, money lenders, private financial institutions, and pawn brokers form an important source for raising short term resources in the small
scale sector. Raising finance from these sources results in a number of problems to the small scale entrepreneurs. ‘paying short and long term liabilities is the most
common purpose for which small scale enterprises generally use the excess cash if any.

KEYWORDS

cash management, small scale industries.

1. INTRODUCTION

very business has to maintain a cash balance to meet needs that can be managed only with cash. The convenience and liquidity associated with keeping

cash also carries a cost, however, for cash does not earn a return for the business. Some businesses hold cash equivalents, such as Treasury Bills, which

provide almost all of the convenience of cash but also earn a return for the holder, albeit one lower than earned by the business on real projects.” Cash has
been defined as demand deposits plus currency. Cash is often called a “non earning asset”. Cash is the money which a firm can disburse immediately without any
restriction.
Cash is one of the most important components of working capital of a concern. It is the most liquid asset and the basic input required to keep the business going.
In course of the operations of a business, cash goes out first. Profitable business then brings in cash. The problem is that cash usually goes out first before it comes
in. The owner/manager of a small enterprise must focus on working capital and cash flow from the beginning of the financial process. The steady and healthy
circulation of cash through out the entire business operation is the basis of business solvency. Adequate availability of cash to meet the needs of a
business/industrial unit is essential. Cash is the important current asset necessary for the operations of the business.
Cash is the basic unit of economic exchange. Cash is a scarce resource. Its effective management is the key determinant of efficient working capital management.
Any discrepancy in synchronizing the cash flows results in failure to meet maturing obligations and disrupts the production schedule of the business concern and
brings it close to the stage of collapse. Holding cash has an implicit cost in the form of its opportunity cost, directly in proportion with the quantity of cash held.
Sufficient cash prevents bankruptcy, renders possible the availing of cash discount, increases credit worthiness and helps in meeting unforeseen cash disbursement
with less strain on the business. Cash provides flexibility and carries minimum risk in the short term. Since cash is immediately negotiable, it has the highest
inherent risk of all assets. Cash is a non—earning asset which is required for many purposes, but by itself, it earns nothing. Therefore, excessive cash balances can
have an adverse effect on the earnings of the firm.
Cash management is one of the key areas of working capital management. The objective of cash management is to “keep the investment in cash as low as possible
while still operating the firm’s activities efficiently and effectively”. Cash management refers to the functions of a financial executive concerning planning, raising,
controlling and administering cash resources in a business unit. Traditional cash management was relatively simple. It was more concerned with custodianship.
But modern cash management means controllership besides custodianship. It is concerned with making use of cash resources to maximize without endangering
its liquidity position or credit standing in the market. Cash management includes management of marketable securities also, because in modern terminology
money comprises marketable securities and actual cash in hand/bank.

2. FACETS OF CASH MANAGEMENT

In order to resolve uncertainty regarding cash flow prediction and lack of synchronization between cash receipts and cash payments, the firm should develop
appropriate strategies for cash management. The firm should evolve strategies regarding the following four facets of cash management.

(a) Cash Planning: Cash inflows and outflows should be planned to project surplus or deficit of cash during each plan period. Cash budget should be prepared for
the purpose of managing cash flows. The flow of cash should be properly managed. The cash inflows should be accelerated while, as for as possible, the cash
outflows should be decelerated.

(b) Optimum Cash Level: The firm should decide the appropriate level of cash balances. The cost of excess cash and danger of cash deficiency should be matched
to determine the optimum level of cash balances.

(c) Investing Surplus Cash: The surplus cash balances should be properly invested to earn profits. The firm should decide about the division of such cash balance
between alternative short—term investment opportunities such as bank deposits, marketable securities, or inter-corporate lending.

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, IT & MANAGEMENT

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

http://ijrcm.org.in/

18




VoLUME No. 6 (2016), | ssue No. 01 (JANUARY) | SSN 2231-5756
3. MOTIVES FOR HOLDING CASH

The firm’s need to hold cash may be attributed to the following three motives:

(i) The transaction motive
(i) The precautionary motive
(iii) The speculative motive

(1) TRANSACTION MOTIVE

The transaction motive requires a firm to hold cash to conduct its business in the ordinary course. The firm needs cash primarily to make payments for purchases,
wages and salaries, other operating expenses, taxes, dividends etc. The need to hold cash would not arise if there is perfect synchronization between cash receipts
and payments. For transactions purpose, a firm may invest its cash in marketable securities. Usually, the firm will purchase securities whose maturity corresponds
with some anticipated payments, such as dividends, or taxes in the future. Transaction motive mainly refers to holding cash to meet anticipated payments whose
timing is not perfectly matched with cash receipts.

(1) PRECAUTIONARY MOTIVE

The precautionary motive is the need for cash to meet contingencies in the future. It provides a cushion or buffer to withstand some unexpected emergency. The
precautionary amount of cash depends upon the predictability of cash flows. If cash flows can be predicted with accuracy, less cash will be maintained for an
emergency. The amount of precautionary cash is also influenced by the firm’s ability to borrow at short notice when the need arises. Stronger the ability of the
firm to borrow at short notice, less the need for precautionary balance. Precautionary balance should, thus, be held more in marketable securities and relatively
less in cash.

(111) SPECULATIVE MOTIVE

The speculative motive relates to the holding of cash for investing in profit-making opportunities as and when they arise. The opportunity to make profit may
arise when the security prices change. The firm will hold cash, when it expects that the interest rates will rise and security prices will fall. Securities can be purchased
when the interest rate is expected to fall. The firm will benefit by the subsequent fall in the interest rates and increase in the security prices. Thus, the primary
motives to hold cash and marketable securities are: the transactions and precautionary motive.

4. CASH MANAGEMENT PRACTICES IN THE SELECTED SMALL SCALE ENTERPRISES

The cash management practices in the small scale enterprises usually differ from that of large scale industrial enterprises because of the differences in size,
location, nature and financial environment. Many a time it is convenience that matters in the small scale enterprises rather than the prerogatives of scientific
practices of cash management.

(A) CAUSES FOR KEEPING CASH

There exist a variety of reasons for keeping cash in the business. Reasons for keeping cash in the small scale enterprises can be stated as ‘to meet daily obligations’,
‘to take advantage of favourable market conditions’, ‘to obtain cash discounts from the suppliers’ and ‘to meet the contingencies’. The reason-wise break up of
the selected small scale enterprises confirm that, 60 per cent of the selected small scale enterprises maintain cash ‘to meet daily obligations’, 14.74 per cent of
the enterprises keep cash ‘to take advantage of favourable market conditions’, 5.26 per cent of the enterprises maintain cash ‘to secure cash discount from the
suppliers’ and 8.42 per cent of the enterprises maintain cash ‘to meet the contingencies’ and the remaining 11.58 per cent of the enterprises maintain cash
because of ‘all the above purposes’. Industry-wise analysis shows:

TABLE 1: REASONS FOR KEEPING CASH IN THE CONCERN BY THE SELECTED SMALL SCALE ENTERPRISES

Industry Type
Sl.No. | Reasons Eng Min Agro Pla Che Mis Total
) o 20 17 05 04 02 09 57
1 To meet dally obligations (62.50) | (68.00) | (55.56) | (50.00) | (50.00) | (52.94) | (60.00)
. 05 02 02 0 01 04 14
2 To take advantage of favourable market conditions (15.63) | (800) | (2229) | - (25.00) | (2353) | (14.74)
. . 02 01 01 0 0 01 05
3 To secure cash discount from suppliers 625 | (400) | (1111) | - ) (5.88) | (5.26)
4 To meet the contingencies 02 o 0 02 oL 02 08
9 (6.25) | (4.00) | - (25.00) | (25.00) | (11.76) | (8.42)
03 04 01 02 0 01 11
5 All of the sbove ©37) | (1600 | (11.11) | 2500 | - (.88) | (11.58)
Total 32 25 9 8 4 17 9%
(100) (100) (100) (100) (100) (100) (100)

Source: Field Survey

Note: Figures in the parentheses are percentages on the column totals.

. 62.50 per cent of the engineering enterprises, 68.00 per cent of the mineral-based enterprises, 55.56 per cent of the agro-based enterprises, 50.00 per
cent of the plastic and chemical enterprises, and 52.94 per cent of the miscellaneous enterprises maintain cash to meet daily obligations. On the whole
60.00 per cent of all the selected small scale enterprises maintain cash ‘to meet daily obligations’. Hence it can be taken as the most important reason
for small scale enterprises to maintain cash.

. 15.63 per cent of the engineering enterprises, 8.00 per cent of the mineral-based enterprises, 22.22 per cent of the agro-based enterprises, 25.00 per
cent of the chemical enterprises, and 23.53 per cent of the miscellaneous enterprises maintain cash ‘to take advantage of favourable market conditions’.
On the whole 14.74 per cent of all the selected small scale enterprises maintain cash ‘to take advantage of favourable market conditions’. Hence it can
be taken as the second most important reason for small scale enterprises to maintain cash.

. 6.25 per cent of the engineering enterprises, 4.00 per cent of the mineral-based enterprises, 25.00 per cent of the plastic and chemical enterprises, and
11.76 per cent of the miscellaneous enterprises maintain cash ‘to meet the contingencies’. On the whole 8.42 per cent of all the selected small scale
enterprises maintain cash ‘to meet the contingencies’. Hence it can be taken as the third important reason for small scale enterprises to maintain cash.

. 6.25 per cent of the engineering enterprises, 4.00 per cent of the mineral-based enterprises, 11.11 per cent of the agro-based enterprises and 5.88 per
cent of the miscellaneous enterprises maintain cash ‘to secure cash discount from the suppliers’. On the whole 5.26 per cent of all the selected small
scale enterprises maintain cash ‘to secure cash discount from the suppliers’. Hence it can be taken as the fourth important individual reason for small
scale enterprises to maintain cash.

. 9.37 per cent of the engineering enterprises, 16.00 per cent of the mineral-based enterprises, 11.11 per cent of the agro-based enterprises, 25.00 per
cent of the plastic enterprises, and 5.88 per cent of the miscellaneous enterprises gave ‘all the above’ as the answer for maintaining cash. On the whole
11.58 per cent of all the selected small scale enterprises have chosen ‘all the above’ as the answer. This shows that they do not have clarity regarding
the reason for maintaining cash in the concern.

(B) REVIEW OF CASH POSITION

It is evident from table 2 that 65.26 per cent of the enterprises review cash position daily, 22.11 per cent of the enterprises review cash position weekly once,

10.53 per cent of the enterprises review cash position monthly once and only 2.10 per cent (two engineering enterprises) review cash position as and when

necessary. Industry-wise analysis shows that:
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. 65.62 per cent of the engineering enterprises, 60.00 per cent of the mineral-based enterprises, 55.56 per cent of the agro-based enterprises, 62.50 per
cent of the plastic enterprises, 100 per cent of the chemical enterprises and 70.59 per cent of the miscellaneous enterprises review cash position daily.

TABLE 2: PERIODICITY OF TIME TAKEN TO REVIEW CASH POSITION IN THE SELECTED SMALL SCALE ENTERPRISES

. . Industry Type

Sl. No. | Time Period Eng Min Agro Pla Che T ™Mis Total

1 Daily 21 15 05 05 04 12 62
(65.62) | (60.00) | (55.56) | (62.50) | (100) | (70.59) | (65.26)

2 Weekly 05 06 03 02 0 05 21
(15.63) | (24.00) | (33.33) | (25.00) | - (29.41) | (22.11)
04 04 01 01 0 0 10

3 Monthly (1250) | (1600) | (11.11) | (1250) | - - (1053)

4 As and when necessary 02 0 0 0 0 0 02
(6.25) | - - - - - (2.10)

Total 32 25 09 08 04 |17 95
(100) | (100) | (100) | (100) | (100) | (100) | (100)

Source: Field Survey
Note: Figures in the parentheses are percentages on the column totals.

. 15.63 per cent of the engineering enterprises, 24.00 per cent of the mineral-based enterprises, 33.33 per cent of the agro-based enterprises, 25.00 per
cent of the plastic enterprises, and 29.41 per cent of the miscellaneous enterprises review cash position weekly once.

. 12.50 per cent of the engineering enterprises, 16.00 per cent of the mineral-based enterprises, 11.11 per cent of the agro-based enterprises, and 12.50
per cent of the plastic enterprises review cash position monthly once.

. 6.25 per cent of the engineering enterprises only review cash position as when necessary.

From this it can be understood that a majority of the selected small scale enterprises review the cash position daily. The next popular practice among the small
scale enterprises in the area is to review cash position weekly once. Some of the small scale enterprises also follow the practice of reviewing cash position monthly
once.

(C) METHODS FOLLOWED FOR DETERMINING MINIMUM CASH BALANCE

The selected small scale enterprises follow different methods for determining the minimum cash balance required to be maintained in the concern. The methods
include determining the minimum cash balance required as ‘a fixed sum’, as a ‘percentage on total investment’, as a ‘percentage on production budgets’ and as a
‘percentage on wage and purchase bill’. It is evident from table 3 that 48.42 per cent of the enterprises determine the minimum cash balance required as a
percentage of wages and purchase bill, 25.26 per cent of the enterprises determine the required minimum cash balance as a fixed sum, 14.74 per cent of the
enterprises determine the required minimum cash balance as a percentage of production budget, 9.47 per cent of the enterprises determine the minimum cash
balance as percentage of total investment and 2.11 per cent of the enterprises followed any other method for determining minimum cash balance required.
Industry-wise analysis shows that:

TABLE 3: METHODS OF DETERMINING MINIMUM CASH BALANCE IN THE SELECTED SMALL SCALE ENTERPRISES

Industry Type
Sl. No. | Bases Eng Min Agro Pla Che Mis Total
: 13 07 0 0 0 04 24
1 A fixed sum (4063) | (28.00) | - - - (2353) | (25.26)
: 05 o1 0 0 0 03 09
2 As a% total investment (15.63) | (4.00) | - - - (17.65) | (9.47)
. 03 05 02 oL oL 02 14
3 Asa%productionbudget | g 39 | (2000) | (22.22) | (1250) | (25.00) | (11.76) | (14.74)
T n 06 07 03 08 46
4 Asadbwage & purchase bill | 3 a0y | (a4.00) | (66.67) | (8750) | (75.00) | (47.06) | (48.42)
0 0L 01 0 0 0 02
5 Any other - (1.00) | (11.11) | - - - (2.11)
Total 32 25 9 8 Z 7 9%
(00) | @oo) | @oo) | @oo) | (100) | (100) | (100)

Source: Field Survey
Note: Figures in the parentheses are percentages on the column totals.
. 40.63 per cent of the engineering enterprises, 28.00 per cent of the mineral-based enterprises, and 23.53 per cent of the miscellaneous enterprises
determine the minimum cash balance required as a fixed sum. It means they do not follow any scientific method for determining the minimum cash
balance required.

. 15.63 per cent of the engineering enterprises, 4.00 per cent of the mineral-based enterprises, and 17.65 per cent of the miscellaneous enterprises
determine the minimum cash balance required as a percentage on total investment.
. 9.38 per cent of the engineering enterprises, 20.00 per cent of the mineral-based enterprises, 22.22 per cent of the agro-based enterprises, 12.50 per

cent of the plastic enterprises, 25.00 per cent of the chemical enterprises, and 11.76 per cent of the miscellaneous enterprises determine the minimum
cash balance required as a percentage of production budget.

. 34.38 per cent of the engineering enterprises, 44.00 per cent of the mineral-based enterprises, 66.67 per cent of the agro-based enterprises, 87.50 per
cent of the plastic enterprises, 75.00 per cent of the chemical enterprises, and 47.06 per cent of the miscellaneous enterprises determine the minimum
cash balance required as a percentage of wages and purchases bill.

. 1.00 per cent of the mineral-based enterprises and 11.11 per cent of the agro-based enterprises follow ‘any other’ method for determining the minimum
cash balance required.

Determining the minimum cash balance required ‘as a percentage on wages and purchases bill’ appears to be the most popular method among the selected small

scale enterprises. It is followed by ‘fixed sum method’, as a ‘percentage on production budget method’, and as a ‘percentage on total investment method’. It is

noteworthy that none of the agro-based, chemical and plastic enterprises follow the fixed sum and percentage on total investment methods for determining the
minimum cash balance required.

(D) WAYS AND MEANS TO OVERCOME SHORTAGE OF CASH

Some times, small scale enterprises may experience a situation of cash balance falling below the desired minimum level. Table 4 shows the ways and means

adopted by the selected small scale enterprises to overcome the problem of cash balances falling below the minimum desirable level. As many as 47.37 per cent

of the enterprises try to overcome the shortage of cash by securing funds from non-banking sources (i.e., these enterprises raise loans from friends and relatives,
and pawn brokers), 22.11 per cent of the enterprises make good the deficit by utilizing the bank credit line (i.e., these enterprises make use of the overdraft or
cash credit facility provided by the banks), 15.79 per cent of the enterprises liquidate the marketable securities when their cash balance goes below the minimum
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desirable level, and the remaining 14.73 per cent of the enterprises delay the payments to the suppliers, to overcome the shortage of cash position. Industry-wise
analysis shows that:

TABLE 4: WAYS AND MEANS TO OVERCOME SHORTAGE OF CASH

Industry Type
S. No. | Ways Eng Min Agro Pla Che Mis Total
... - 11 1 0 3 2 4 21
1 By utilizing bank credit line (34.38) | (4.00) _ (37.50) | (50.00) | (2353) | (22.11)
o |6 5 3 1 0 0 15
2 By liquidating marketable securities (18.75) | (20.00) | (33.33) | (1250) | - - (15.79)
. 11 16 3 1 2 12 45
3 Non-banking sources (34.38) | (64.00) | (33.33) | (12.50) | (50.00) | (70.59) | (47.37)
_ 4 3 3 3 0 1 14
4 By delaying payments (12.50) | (12.00) | (33.34) | (37.50) | - (588) | (14.73)
Totel 32 25 9 8 4 17 95
(100) | (100) | (100) | (100) | (100) | (100) | (100)

Source: Field Survey
Note: Figures in the parentheses are percentages on column totals.
. 34.38 per cent of the engineering enterprises, 4.00 per cent of the mineral-based enterprises, 37.50 per cent of the plastic enterprises, 50.00 per cent
of the chemical enterprises, and 23.53 per cent of the miscellaneous enterprises make use of credit line made available by the banks in case they fall
short of cash balance.

. 18.75 per cent of the engineering enterprises, 20.00 per cent of the mineral-based enterprises, 33.33 per cent of the agro-based enterprises, and 12.50
per cent of the miscellaneous enterprises make good the deficit by liquidating marketable securities.
. 34.38 per cent of the engineering enterprises, 64.00 per cent of the mineral-based enterprises, 33.33 per cent of the agro-based enterprises, 12.50 per

cent of the plastic enterprises, 50.00 per cent of the chemical enterprises and as many as 70.59 per cent of the miscellaneous enterprises raise the
required cash from non-banking sources.
. 12.50 per cent of the engineering enterprises, 12.00 per cent of the mineral-based enterprises, 33.34 per cent of the agro-based enterprises, 37.50 per
cent of the plastic enterprises, and 5.88 per cent of the miscellaneous enterprises manage the cash deficit situation by delaying the payments.
From this one can understand that ‘raising cash from non-banking sources’ is the most popular method of overcoming the problem of insufficiency of cash, in
small scale enterprises. It is followed by ‘utilizing the bank credit line’ (22.11 per cent), ‘liquidating the marketable securities’ (15.79 per cent), and ‘delaying the
payments’ (14.73 per cent). In spite of the development of the organized financial markets unorganized sector sources like friends, relatives, money lenders,
private financial institutions, and pawn brokers form an important source for raising short term resources in the small scale sector. Raising finance from these
sources results in a number of problems to the small scale entrepreneurs.
(E) LIQUIDITY POSITION IN THE SELECTED SMALL SCALE ENTERPRISES
For every enterprise liquidity is important for meeting the day to day expenses and short term obligations. Table 5 shows probable liquidity position of the selected
small scale enterprises.
TABLE 5: LIQUIDITY POSITION IN THE SELECTED SMALL SCALE ENTERPRISES

- Industry Type

S. No. | Liquidity of Funds Eng Min Agro Pla Che Mis Total

1 Yes 30 21 8 8 4 17 88
(93.75) | (84.00) | (88.89) | (100) | (100) | (100) | (92.63)

2 No 2 4 1 0 0 0 7
(6.25) (16.00) | (11.11) | - - - (7.37)

Total 32 25 9 8 4 17 95
(100) (100) (100) (100) | (100) | (100) | (100)

Source: Field Survey
Note: Figures in the parentheses are percentages on column totals.
Many respondents (92.63 per cent) opine that their enterprises have enough of liquidity. The remaining 7.37 per cent of the respondents opine that they do not
have enough of liquidity. Industry-wise analysis shows that, respondents of all the plastic, chemical and miscellaneous enterprises, 93.75 per cent of the
engineering enterprises, 84.00 per cent of the mineral-based enterprises, and 88.89 per cent of the agro-based enterprises express the opinion that they have
enough of liquidity, whereas respondents of 6.25 per cent of the engineering enterprises, 16.00 per cent of the mineral-based enterprises, and 11.11 per cent of
the agro-based enterprises do not think that they have enough of liquidity.
(F) ASSESSMENT OF LIQUIDITY OF FUNDS
Methods used by the selected small enterprises for assessing the liquidity position are shown in table 6. About 15 per cent of the enterprises have reported to be
using cash flow analysis to evaluate liquidity position, 9.47 per cent of the enterprises are using ratio analysis and 12.63 per cent of the enterprises are using other
methods (i.e. working capital and bank reports), for assessing the liquidity position. It is noteworthy that most of the small scale enterprises (63.16 per cent) are
not using any method for assessing liquidity position. Industry-wise analysis shows that:

TABLE 6: METHODS USED FOR ASSESSING THE LIQUIDITY POSITION

Industry Type
Sl. No. | Methods Eng Min Agro Pla Che Mis Total
: ) 6 2 1 0 0 0 9
1 Ratio Analysis (18.75) | (8.00) | (11.11) | - - - (9.47)
— |6 1 0 2 2 3 14
2 Cash Flow Analysis | (175) | (4.00) | - (25.00) | (50.00) | (17.65) | (14.74)
0 9 3 0 0 0 12
3 Any Other Method ) (36.00) | (3333) | - - - (12.63)
20 13 5 6 02 14 60
4 No Method Followed | 65 50y | (52.00) | (55.56) | (75.00) | (50.00) | (82.35) | (63.16)
ol 2 25 9 8 4 17 9%
(100) | (100) | (100) | (100) | (100) | (100) | (100)

Source: Field Survey
Note: Figures in the parentheses are percentages on column totals.
. 18.75 per cent of engineering enterprises, 8.00 per cent of the mineral-based enterprises, and 11.11 per cent of the agro-based enterprises use ratio
analysis for assessing the liquidity position.
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. 18.75 per cent of the engineering enterprises, 4.00 per cent of the mineral-based enterprises, 25.00 per cent of the plastic enterprises, 50.00 per cent
of the chemical enterprises and 17.65 per cent of the miscellaneous enterprises use cash flow analysis for assessing the liquidity position of the
enterprises.

. In 36.00 per cent of the engineering enterprises and 33.33 per cent of the agro-based enterprises other methods are used.

. In 62.50 per cent of the engineering enterprises, 52.00 per cent of the mineral-based enterprises, 55.56 per cent of the agro-based enterprises, 75.00
per cent of the plastic enterprises, 50.00 per cent of the chemical enterprises and 82.35 per cent of the miscellaneous enterprises no systematic method
is used for assessing the liquidity position.

(G) METHODS OF UTILIZING THE EXCESS CASH

Table 7 shows methods of utilization the excess cash by the selected small scale enterprises. If there is any excess cash in the business, 45.26 per cent of the

enterprises use it for paying short and long term liabilities, 27.37 per cent of the enterprises use it for investing in the associates, 8.42 per cent of the enterprises

use it for purchasing marketable securities and the remaining 18.95 per cent of the enterprises use in some other unspecified manner. Industry-wise analysis
shows that:

. 59.38 per cent of the engineering enterprises, 36.00 per cent of the mineral-based enterprises, 22.22 per cent of the agro-based enterprises, 50.00 per
cent of the plastic enterprises, 25.00 per cent of the chemical enterprises, and 47.06 per cent of the miscellaneous enterprises use excess cash balance
if any for paying off short and long term liabilities.

. 18.75 per cent of the engineering enterprises, 16.00 per cent of the mineral-based enterprises, 55.56 per cent of the agro-based enterprises, 50.00 per
cent of the plastic enterprises, 75.00 per cent of the chemical enterprises, and 23.53 per cent of the miscellaneous enterprises use excess cash balance
if any for investing in the associates.

TABLE 7: METHODS OF UTILISING EXCESS CASH

Si.No. | Methods Eng Min Algnr?)usny;gpe Che Mis Total
L Paying Short & Long Term Liabilities (139.38) ?36.00) (222.22) ?50.00) (125.00) ?47.06) ?25.26)
2 Investing in the Associates ?18.75) ?16.00) (555.56) ?50.00) ?75.00) ?23.53) (2267.37)
3 Purchasing Marketable Securities ?12-50) (28_00) 0 0 0 (211.76) ?8_ 1)
4 Any Other (Specify) ?9.37) (14?0.00) (222.22) ° ° ?17.65) (1188.95)
o 2 3 9 8 4 17 %
@0 | @0 | @ | @ | oo | @ | oo

Source: Field Survey
Note: Figures in the parentheses are percentages on column totals.

. 12.50 per cent of the engineering enterprises, 8.00 per cent of the mineral-based enterprises, and 11.76 per cent of the miscellaneous enterprises use
excess cash balance if any for purchasing marketable securities.
. 9.37 per cent of the engineering enterprises, 40.00 per cent of the mineral-based enterprises, 22.22 per cent of the agro-based enterprises, and 17.65

per cent of the miscellaneous enterprises use excess cash balance if any for some other (unspecified) purpose.
From the above analysis it can be concluded that ‘paying short and long term liabilities is the most common purpose for which small scale enterprises generally
use the excess cash if any. Investment in the associates is second popular purpose for which the excess cash if any is used by the small scale enterprises. It is
followed by purchasing marketable securities.
(H) METHODS OF RAISING SHORT TERM LOANS
Table 8 shows methods of raising short term loans used by the selected small scale enterprises. If there is any need for cash in the business, 49.47 per cent of the
enterprises receive cash credits from banks, 27.37 per cent of the enterprises receive unsecured loans, 14.74 per cent of the enterprises received secured loans,
and the remaining 8.42 per cent of the enterprises avail overdraft facility provided by the banks. Industry-wise analysis shows that:

TABLE 8: METHODS OF RAISING SHORT TERM LOANS

Industry Type
SI.No. | Methods Eng Min Agra Pla Che Mis Total
. 12 14 8 4 1 8 &7
1 Cash credit 3750) | (43.75) | (88.89) | (50.00) | (25.00) | (a7.06) | (49.47)
2 Unsecured loans 12 4 0 2 1 7 26
3750) | (1600) | - (25.00) | (25.00) | (a1.18) | (27.37)
3 Secured loans | © 1 ! 2 2 2 14
875) | (a00) | (11.12) | 25.00) | (5000) | (11.76) | (14.74)
2 6 0 0 0 0 8
4 Overdraft ©25) | (2400 | - - - - (8.42)
| 7om 2 % 9 8 4 7 %
(100) (100) (100) (100) (100) (100) (100)

Source: Field Survey
Note: Figures in the parentheses are percentages on column totals.

. 37.50 per cent of the engineering enterprises, 43.75 per cent of the mineral-based enterprises, 88.89 per cent of the agro-based enterprises, 50.00 per
cent of the plastic enterprises, 25.00 per cent of the chemical enterprises, and 47.06 per cent of the miscellaneous enterprises receive cash credits from
the banks.

. 37.50 per cent of the engineering enterprises, 16.00 per cent of the mineral-based enterprises, 25.00 per cent of the plastic and chemical enterprises,
and 41.18 per cent of the miscellaneous enterprises receive unsecured loans

. 18.75 per cent of the engineering enterprises, 4.00 per cent of the mineral-based enterprises, 11.11 per cent of the agro-based enterprises, 25.00 per

cent of plastic enterprises, 50.00 per cent of the chemical enterprises, and 11.76 per cent of the miscellaneous enterprises receive secured loans for
raising short-term finance.

. 6.25 per cent of the engineering enterprises and 24.00 per cent of the mineral-based enterprises avail overdraft facility provided by the commercial
banks if they have to raise short finance.

From the above analysis it can be concluded that ‘cash credit’ is the most popular method of raising short term loans. It is followed by receiving ‘unsecured loans’,

receiving ‘secured loans’, and availing ‘overdraft’ facility in that order.
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5. CONCLUSION

Cash is one of the most important components of working capital of a concern. It is the most liquid asset and the basic input required to keep the business going.
In course of the operations of a business, cash goes out first. Profitable business then brings in cash. The problem is that cash usually goes out first before it comes
in. The cash management practices in the small scale enterprises usually differ from that of large scale industrial enterprises because of the differences in size,
location, nature and financial environment. It can be understood that a majority of the selected small scale enterprises review the cash position daily. The next
popular practice among the small scale enterprises in the area is to review cash position weekly once. Some of the small scale enterprises also follow the practice
of reviewing cash position monthly once. Determining the minimum cash balance required ‘as a percentage on wages and purchases bill’ appears to be the most
popular method among the selected small scale enterprises. It is followed by ‘fixed sum method’, as a ‘percentage on production budget method’, and as a
‘percentage on total investment method’. It is noteworthy that none of the agro-based, chemical and plastic enterprises follow the fixed sum and percentage on
total investment methods for determining the minimum cash balance required. In spite of the development of the organized financial markets unorganized sector
sources like friends, relatives, money lenders, private financial institutions, and pawn brokers form an important source for raising short term resources in the
small scale sector. Raising finance from these sources results in a number of problems to the small scale entrepreneurs. ‘paying short and long term liabilities is
the most common purpose for which small scale enterprises generally use the excess cash if any.

REFERENCES

. Damodaran, Aswath, Corporate Finance, John Wiley and Sons, New York, First Edition, 1997, p.363.

Dhiraj Sharma., Working Capital Management — A Conceptual Approach, Himalaya Publishing House, 2005, p.74.
Eugene.F.Brigham, Joel.F.Houston, Fundamentals of Financial Management, South- Western, Thomson, 2007, p.574.

Herbert.M, Basic Finance — An Introduction to Money and Financial Management, 4" ed., McGraw-Hill, New York, 1986, p.202.
Howard, B.B and Upton, M., Introduction to Business Finance, McGraw Hill Book Co, New York, 1953. p.188.

Pogue, G.A., Faucett, R.B. and Bussard, R.N., “Cash Management: A Systems Approach”, Industrial Management Review, Feb. 1970, pp.55-74.
Sagan, John C., “Towards a Theory of Working Capital Management”, The Journal of Finance, New York: Vol.X, May, 1955, p.124.
Thomas, B.E., “The Credit Executive’s Role in Cash Management”, Credit and Financial Management, Vol.77, October 1956, p.124.
Vasudev Rao, A.S., “Operating Cash Cycle and Working Capital Funds”, SEDME, Vol.26, No.3, September, 1999, p.24.

Walker, E.W., Essentials of Financial Management, Prentice Hall of India Pvt.Ltd., New Delhi, 1974, p.74.

LN RAWNE

i
=4

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, IT & MANAGEMENT

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

http://ijrcm.org.in/

23




VoLUME No. 6 (2016), | ssue No. 01 (JANUARY) | SSN 2231-5756

REQUEST FOR FEEDBACK

Dear Readers

At the very outset, International Journal of Research in Commerce, IT & Management (IJRCM) acknowledges
& appreciates your efforts in showing interest in our present issue under your kind perusal.

| would like to request you to supply your critical comments and suggestions about the material published
in this issue as well as on the journal as a whole, on our E-mail infoijrcm@gmail.com for further
improvements in the interest of research.

If you have any queries, please feel free to contact us on our E-mail infoijrem@gmail.com.

| am sure that your feedback and deliberations would make future issues better — a result of our joint effort.
Looking forward an appropriate consideration.

With sincere regards

Thanking you profoundly

Academically yours

Sd/-
Co-ordinator

DISCLAIMER

The information and opinions presented in the Journal reflect the views of the authors and not of the Journal
or its Editorial Board or the Publishers/Editors. Publication does not constitute endorsement by the journal.
Neither the Journal nor its publishers/Editors/Editorial Board nor anyone else involved in creating, producing
or delivering the journal or the materials contained therein, assumes any liability or responsibility for the
accuracy, completeness, or usefulness of any information provided in the journal, nor shall they be liable for
any direct, indirect, incidental, special, consequential or punitive damages arising out of the use of
information/material contained in the journal. The journal, neither its publishers/Editors/ Editorial Board,
nor any other party involved in the preparation of material contained in the journal represents or warrants
that the information contained herein is in every respect accurate or complete, and they are not responsible
for any errors or omissions or for the results obtained from the use of such material. Readers are encouraged
to confirm the information contained herein with other sources. The responsibility of the contents and the
opinions expressed in this journal are exclusively of the author (s) concerned.

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, IT & MANAGEMENT

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

http://ijrcm.org.in/

24




VoLUME No. 6 (2016), | ssue No. 01 (JANUARY) | SSN 2231-5756

ABOUT THE JOURNAL

In this age of Commerce, Economics, Computer, |.T. & Management and cut throat
competition, a group of intellectuals felt the need to have some platform, where young
and budding managers and academicians could express their views and discuss the
problems among their peers. This journal was conceived with this noble intention in view.
This journal has been introduced to give an opportunity for expressing refined and
innovative ideas in this field. It is our humble endeavour to provide a springboard to the
upcoming specialists and give a chance to know about the latest in the sphere of research
and knowledge. We have taken a small step and we hope that with the active co-
operation of like-minded scholars, we shall be able to serve the society with our humble

efforts.

A e T

INTERNATIONAL JOURNAL OF RESEARCH IN
COMPUTER APPLICATION & MANAGEMENT

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, IT & MANAGEMENT

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

http://ijrcm.org.in/




