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Abstract 

Working Capital management is concerned with the problems that arise 

in attempting to manage current assets, current liabilities and 

interrelationship that exists in between them. The success of an 

organisation to a greater extent depends upon the effective management 

of working capital. It guarantees financial soundness of organisation and 

therefore keeps it away from sickness zone. This study is a modest attempt 

in this direction by undertaking a study of working capital management. 

Through present study researcher has tried to examine sources used by 

Rajasthan Financial Corporation to finance their working capital 

requirements and to analyse and evaluate working capital management. 

The paper has also examined the liquidity position of Rajasthan Financial 

Corporation. In order to examine and analyse, financial statements of 

Rajasthan Financial Corporation are collected for the period of five years 

from 2009- 2014 and ratio analysis was conducted and analysed to check 

the working capital conditions of Rajasthan Financial Corporation.  

Keywords: Ratio Analysis, Liquidity, Investment,  

Introduction 

orking capital is as important in a business firm as blood in a 

human body. Each and every business concern should have 

adequate funds to meet its day-to-day expenses and to 

finance current assets viz., debtors, receivables and inventories. The 

funds tied up in current assets are known as working capital funds. The 
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funds invested in these current assets keep revolving and are being 

constantly converted into cash and this cash is again converted into 

current assets. Therefore, working capital is also known as ‘circulating 

capital’, ‘revolving capital’, short-term capital’ or ‘liquid capita’. 

Literature Review 

Dutta (2001), states working capital is the lifeblood of a business. It 

plays a pivotal role in keeping the wheels of a business enterprise 

running. However, the management of working capital is a delicate area 

in the field of financial, involving frequent decision making concerned 

with all those acts that influence the size and effectiveness of working 

capital. A business firm must maintain a satisfactory level of working 

capital. The inadequacy or mismanagement of working capital is one of 

the leading causes of business failure. The profitability and liquidity of a 

firm are directly influenced by the way its working capital is managed. 

Therefore, main objective of working capital management is to arrange 

sufficient funds from the best sources, at the right time, and maintain it 

consistently, so that a trade off between liquidity and profitability can 

be achieved. 

Jaros (2006) explained even small improvements in Working Capital 

performance can generate substantial shareholder value. It is 

inarguably best source of new cash. Perhaps a company has already 

made some improvements in this area, but how can an owner take this 

to the next level within organisation? Naturally, most successful 

initiatives begin with a plan. Through his paper, he provides suggestions 

for plan by providing Focal Points, areas to analyse in organisation and 

how these areas may be targeted for improvement, and a roadmap to 

working capital improvement. Incorporating this six-step process into 

plan has been shown to increase the probability of success in working 

capital performance improvement initiatives. 

Ben Mc Clure (2010) said that cash is the lifeline of a company. A good 

way to judge a company's cash flow prospects is to look at its working 



 
                 Professional Panorama: An International Journal of Management & Technology 

 

 

Working Capital Analysis in Rajasthan Financial Corporation                  136  

 
 

capital management (WCM). The better a company manages its 

working capital, the less the company needs to borrow. Even companies 

with cash surpluses need to manage working capital to ensure that 

those surpluses are invested in ways that will generate suitable returns 

for investors.  

Objectives of the Study 

Following are the objectives of study:  

 To examine the sources used by Rajasthan Financial Corporation to 

finance their working capital requirements. 

 To analyse and evaluate the working capital management of 

Rajasthan Financial Corporation. 

 To examine the liquidity position of Rajasthan Financial 

Corporation. 

 To assess the critical factors which affect the working capital 

management of Rajasthan Financial Corporation. 

 To give some suggestions for betterment of working capital 

management on basis of findings of study. 

 To open new vistas for future research. 

Research Methodology  

The study is being confined to Rajasthan Financial Corporation for 5 

years, viz. 2009-10 to 2013-14. This period is considered to be 

sufficient enough to reveal various fluctuations and reach valid 

conclusions thereof. Research is exploratory in nature and attempts to 

have a deep insight into the working capital structure of the said unit. 

The data has been collected from Annual Reports and accounts of 

Rajasthan Financial Corporation for period from 2009-10 to 2013-14. 

The collected data has been analysed by applying various accounting 

and statistical tools such as, working capital trend and ratio analysis.  
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Concept of Working Capital 

The word ‘working capital’ is the combination of two words the word 

‘working’ with reference to capital means revolving or circulating-

capital means changing of capital from one form to another form during 

day-to-day activities of the business, whereas, the word ‘capital’ refers 

to monetary values of all assets of business. Thus, to understand its real 

meaning, it is must to understand and analyses its various concepts. 

The working capital has following concepts:  

(1) Gross Working Capital Concept       (2) Net Working Concept 

Gross Working Capital Concept: The Gross working capital concept of 

Working capital emphasizes on quantity of capital rather than quality of 

capital. The economists like Mead, Backer and field, Bonneville, J.S. Mill 

and Adam Smith are main proponents of this concept. 

Management point of view is more appropriate regarding this concept 

because management has to concentrate on proper use of current 

assets only. Normally management is less serious about current 

liabilities. So, this concept is called as quantitative, because emphasis is 

on quantity (Quantum of Current Assets) then its quality (True financial 

position). This concept provides the figure of total funds required for 

current assets and not current liabilities, thus it does not show true 

picture of firm. 

Net Working Capital Concept: According to this concept working capital 

is the excess of current assets over current liabilities. The net working 

capital may either be positive or negative. When current assets exceed 

current liabilities, working capital is positive or vice versa. Generally, a 

situation of negative working capital does not exist. It is an indicator of 

financial crisis.  

Net Working concept measures the firm’s liquidity position. According 

to this concept, an increase or decrease in current assets would not 

affect net working capital if there is a corresponding increase or 
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decrease in current liabilities because the difference between current 

assets and current liabilities will remain the same. This concept is 

useful only for accountants, investors, creditors, or those persons who 

have interest in liquidity and financial soundness of the firm. 

From the above discussion it is very clear that both the concepts are 

significant, therefore due attention should be given to both the 

concepts. A firm should maintain sufficient level of working capital 

whatever is concept. This will help the firm to avoid liquidity problem 

due to insufficient working capital. 

As already discussed, an efficient working capital management is 

inevitable for the smooth day-to-day running of any business firm. Here, 

working capital management will be analysed in the said unit with 

respect to following aspects: 

 . Trend of Working Capital; 

 . Financial Analysis; 

Working Capital 

Working capital of Rajasthan Financial Corporation has shown an 

increasing trend throughout the study period. Initially in 2009-10, the 

amount was Rs. 662.51 crore which increased to Rs. 670.19 crore in 

2010-11, Rs. 769.49 crore in 2011-12, then increased to Rs. 791.87 

crore in 2012-13 and reached up to Rs. 801.14 crore in the final year 

2013-14. Also, there was a continuous increment in the working capital 

throughout the study period which is an indication of good 

management. 

Trend of Working Capital  

The formula for calculating the indices value is as follows: 

Indices = Current year’s value/ Base year’s value ×100 

The trend of working capital for Rajasthan Financial Corporation can be 

seen for the selected period of present study in following table: 



 
                 Professional Panorama: An International Journal of Management & Technology 

 

 

Working Capital Analysis in Rajasthan Financial Corporation                  139  

 
 

Table 1: Working Capital Indices of Rajasthan Financial 

Corporation   (2009-10 to 2013-14) 

 

Year  Working Capital         
(Rs. In Lakhs) 

Indices  
(2009-10=100) 

2009-10 662.51 100.00 
2010-11 670.19 101.16 
2011-12 769.49 116.15 
2012-13 791.87 119.53 
2013-14 801.14 120.92 

Source: Annual Reports and Accounts of Rajasthan Financial Corporation 

It can be seen from Table1, the indices number has an increasing trend 

throughout the study period. Taking 2009-10 as base year and its 

indices number equal to 100, the indices number for 2010-11 was 

101.16 which increased to 116.15 in 2011-12, increased again to 

119.53 in 2012-13, inclined and reached up to 120.92 in final year of 

the period under study 2013-14. It indicates that working capital of 

Rajasthan Financial Corporation increasing year to year continuously. 

Table: 2 Working Capital Indices of Rajasthan Financial 

Corporation (2009-10 to 2013-14) 

Year  Working Capital         
(Rs. In Lakhs) 

Trend Value 
(y*c) 

2009-10 662.51 652.06 
2010-11 670.19 691.95 
2011-12 769.49 731.84 
2012-13 791.87 771.73 
2013-14 801.14 811.62 

Source: Annual Reports and Accounts of Rajasthan Financial Corporation 

(y*c) stands for computed value of working capital of Rajasthan 

Financial Corporation during the period under study based on the least 

square equation of y a bx c = + , where the equation comes to y c = 

731.84 +39.89 x (origin of x is 2009-10, x is in unit of years and y is in 

lacs of rupees) 
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Liquidity Pattern 

To analyse liquidity and working capital condition of the company,  

working capital management have been analysed by Financial 

techniques i.e. Ratio Analysis. The collected data have been analysed by 

the ratios like: working capital ratio, quick ratio, absolute cash ratio and 

working capital turnover ratio. 

Working Capital Ratio 

Working Capital Ratio is a general and quick measure of liquidity of a 

firm. It represents the margin of safety or cushion available to the 

creditors. It is an index of the firm’s financial stability. It is also an index 

of technical solvency and an index of the strength of working capital. A 

ratio equal to or near 2: 1 is considered as a standard or normal or 

satisfactory. The idea of having doubled the current assets as compared 

to current liabilities is to provide for the delays and losses in the 

realisation of current assets. It is shows ratio of Current Assets to 

Current Liabilities. 

Working Capital Ratio = Current Assets / Current Liabilities 

From the table, it can be analyse that the ratio was 4.31 times in the 

year 2009-10 which slightly decreased to 4.17 times in the year 2010-

11 but increased to 4.81 times in the year 2011-12 and afterwards went 

on decreasing during the next two years. It was 4.78times and 4.64 

times in the year 2012-13 and 2013-14 respectively. 

The average for Rajasthan Financial Corporation came 4.54 times which 

indicates a significant liquidity position of the financial corporation.  

Quick Ratio  

Quick ratio is also known as liquid ratio or acid test ratio. This ratio 

measures the liquidity of a business by matching its cash and near cash 

current assets with its total liabilities. It helps us to determine whether 

a business would be able to pay off all its debts by using its most liquid 
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assets (i.e. cash, marketable securities and accounts receivable). Rule of 

thumb for acid test ratio is 1: 1 i.e., if business liquid assets are 100 

percent of its current liabilities it is considered to be having fairly good 

current financial position. 

Quick ratio = Liquid (quick) assets / Current Liabilities 

From the table, it can be analyse that the ratio was 3.34 times in the 

year 2009-10 which slightly decreased to 3.11 times in the year 2010-

11 but increased to 3.63 times in the year 2011-12 and afterwards went 

on decreasing during the next two years. It was 3.59 times and 3.52 

times in the year 2012-13 and 2013-14 respectively. 

The average for Rajasthan Financial Corporation came 3.44 times which 

indicates a significant liquidity position of the financial corporation.  

Absolute Cash Ratio 

Absolute Cash ratio is the ratio of cash and cash equivalents of a 

company to its current liabilities. It is an extreme liquidity ratio since 

only cash and cash equivalents are compared with the current 

liabilities. It measures the ability of a business to repay its current 

liabilities by only using its cash and cash equivalents and nothing else. 

Since absolute liquidity ratio lays down very strict and exacting 

standard of liquidity, therefore, acceptable norm of this ratio is 50 

percent. It means absolute liquid assets worth one half of the value of 

current liabilities are sufficient for satisfactory liquid position of a 

business.  

Absolute Cash ratio = Absolute liquid assets / Current liabilities 

From the table, it can be analyse that the ratio was 0.25 times in the 

year 2009-10 which slightly decreased to 0.24 times in the year 2010-

11 but increased to 0.47 times in the year 2011-12 and afterwards went 

on decreasing during the next two years. It was 0.22 times and 0.34 

times in the year 2012-13 and 2013-14 respectively. 
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The average for Rajasthan Financial Corporation came 0.31 times which 

indicates a significant liquidity position of the financial corporation.  

Working Capital Turnover Ratio 

This ratio represents the number of times the working capital is turned 

over in the course of year. The working capital turnover ratio measures 

the efficiency with which the working capital is being used by a firm. A 

high ratio indicates efficient utilisation of working capital and a low 

ratio indicates otherwise. But a very high working capital turnover ratio 

may also mean lack of sufficient working capital which is not a good 

situation. 

Working Capital Turnover Ratio = Net Sales / Net Working Capital 

The working capital turnover ratio of Rajasthan Financial Corporation 

during the period under study has been calculated in the following table 

3.  

Liquidity Ratios of Rajasthan Financial Corporation 

(2009-10 to 2013-2014) 

Year Current 
Ratio 

Quick 
Ratio 

Absolute 

Cash Ratio 

Working 
Capital 
Turnover Ratio 

2009-10 4.31 3.34 0.25 0.18 

2010-11 4.17 3.11 2.24 0.19 

2011-12 4.81 3.63 0.47 0.18 

2012-13 4.78 3.59 0.22 0.22 

2013-14 4.64 3.52 0.34 0.26 

Average  4.54 3.44 0.31 0.206 

 

It is evident from the table working capital turnover ratio of Rajasthan 

Financial Corporation showed the consistent policy during whole 
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period under study. The ratio varied between 0.18 to 0.19 between the 

year 2009-2010 to 2011-2012 which shows that the corporation was 

following a consistent policy towards the use of working capital. 

The average working capital turnover ratio of Rajasthan Financial 

Corporation was 0.206 of the said period. The management of 

Rajasthan Financial Corporation should explore further chances of 

making an effective use of working capital to increase the amount of 

operating revenue.  

Observation and Findings 

In present study, it has been found that ratios are the guiding star for 

any organisation. They play a vital role in measurement of business 

performance of financial institutions. They act as an early warning 

system for adverse trading condition. Following are the main conclusion 

of analysis of: 

Working Capital Ratio of Rajasthan Financial Corporation is very high to 

the standard or the ideal value i.e. 2:1, which shows more funds, would 

be employed in unproductive uses which do not fetch any return. 

Quick ratio of Rajasthan Financial Corporation is also high to the 

standard or ideal value i.e. 1:1 which indicates under- stocking. 

Absolute Cash Ratio of Rajasthan Financial Corporation is very close to 

the standard or ideal value i.e. 0.50:1 which shows its ability to meet its 

current obligations in time without relying upon the realisation of stock 

and debtors.  

Working capital turnover ratio of Rajasthan Financial Corporation 

seems to be little low before the period of 2012 which shows under- 

trading i.e. funds are not being utilised efficiently and after the period of 

2012 it increases a bit high then average, indicates efficient 

management of working capital or over-trading i.e. low investment in 

working capital and more profits. 
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Conclusion and Suggestions 

In order to increase net profit margin of Rajasthan Financial 

Corporation, it is suggested that management should have a control 

over increasing operating, administrative and other expenses. The   

requirement of working capital should be properly assessed in view of 

the present availability of the concern. This will help the management 

to avoid any over-investment or under-investment in current assets. 

Various factors affecting the requirement of working capital in a 

concern, like nature of business, production policies, etc. must be 

considered and kept in mind while estimating the need of working 

capital. 

A proper combination of long-term and short-term sources should be 

employed to finance working capital requirements, both of permanent 

nature and temporary nature. The accepted norm should also be 

considered with the personal choices while financing of working 

capital. As a rule, the permanent working capital should be financed by 

long-term sources, preferably the equity, while the variable working 

capital should be financed from short-term sources only. The general 

norm of current ratio and liquid ratio of 2:1 and it should be kept in 

mind and strictly followed while maintaining the short-term solvency 

position of the concern. There should be a more efficient utilisation of 

current assets by the management. Increase in sales should correspond 

to the increase in current assets. Individual attention should be paid to 

the management of each component of current assets, viz. inventories, 

receivables, cash, etc. 
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