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1. Abstract

Efficient working capital management (WCM) plays a crucial role in enhancing the financial performance of firms,
especially in capital-intensive sectors such as cement manufacturing. This study investigates the impact of working
capital management on the financial performance of three major cement companies in India—JK Cement,
UltraTech Cement, and Shree Cement—over the last five years. Key components of working capital, including
inventory levels, receivables, payables, and the cash conversion cycle (CCC), are analyzed in relation to financial
performance metrics such as return on assets (ROA), return on equity (ROE), and net profit margin. Secondary
financial data sourced from annual reports were analyzed using ratio analysis and correlation statistics. The findings
establish a significant relationship between efficient working capital practices and improved profitability.
Companies with shorter CCC, strong receivables management, and optimized inventory exhibited superior financial
performance. The study concludes that effective working capital strategies are vital for sustaining profitability and
growth in the competitive Indian cement industry.

2. Objectives of the Study
The study is guided by the following objectives:

1. To explore the concept and importance of working capital management in cement firms.
To analyze working capital components and financial performance of JK Cement, UltraTech Cement, and
Shree Cement.

3. To examine the relationship between working capital efficiency and financial performance.

4. To provide recommendations for enhancing working capital strategies in the Indian cement sector.

3. Working Capital Management
Concept and Meaning

Working capital refers to the short-term funds necessary for the daily functioning of a business. It is the difference
between current assets and current liabilities:

Working Capital = Current Assets—Current Liabilities
Proper management ensures:

Adequate liquidity

Smooth operational flow

Optimal utilization of short-term funds
Reduced risk of insolvency

Components of Working Capital
1. Inventory: Cement companies maintain large inventories of raw materials (limestone, gypsum) and finished
goods. Efficient inventory management reduces holding costs and prevents stockouts.

2.  Receivables: Credit sales to dealers and distributors necessitate careful oversight of receivables to reduce
collection delays.

3. Payables: Negotiating favorable credit terms with suppliers allows firms to defer cash outflows without
jeopardizing relationships.

4. Cash: Maintaining adequate cash ensures liquidity while minimizing costly idle balances.
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Importance in the Cement Sector
The cement industry is highly working capital intensive due to:

Long production cycles

Seasonal demand fluctuations

High inventory carrying needs
Extended credit periods for customers

Efficient WCM helps firms manage liquidity constraints and reduce dependency on external financing.
4. Review of Literature (ROL)

A substantial body of literature exists examining the relationship between working capital management and firm
profitability. Earlier studies primarily focus on manufacturing and service sectors, emphasizing the importance of
balancing liquidity and profitability.

Smith (1980) was among the earliest scholars to highlight the fundamental trade-off between profitability and
liquidity in working capital management. The study argued that while maintaining higher liquidity reduces the risk
of insolvency, excessive investment in current assets leads to lower profitability due to increased opportunity costs.
Smith emphasized that firms must determine an optimal level of working capital to balance risk and return, making
working capital management a strategic decision rather than a routine accounting function.

Deloof (2003) conducted an empirical study on Belgian firms and examined the relationship between working
capital management and profitability. The study used the cash conversion cycle (CCC) as a comprehensive
measure of working capital efficiency and found a negative relationship between CCC and profitability. This
implies that firms with shorter cash conversion cycles tend to be more profitable, as they are able to recover cash
invested in operations more quickly. Deloof concluded that managers can increase firm value by reducing
receivables collection periods and inventory holding durations.

Raheman and Nasr (2007) studied the impact of working capital management on profitability in manufacturing
firms. Their research revealed a significant negative relationship between the working capital cycle and
profitability indicators such as ROA and ROE. The study emphasized that excessive investment in current assets
adversely affects profitability, while efficient management of receivables and inventory enhances firm performance.
Their findings strongly support the argument that working capital management is a key determinant of corporate
profitability.

Shin and Soenen (1998) introduced the concept of the Net Trade Cycle (NTC) as an alternative to the cash
conversion cycle. Their study concluded that firms with shorter net trade cycles are significantly more profitable.
The research demonstrated that aggressive working capital policies, when properly managed, lead to improved
operational efficiency and higher shareholder returns. This study reinforced the importance of efficient working
capital components—inventory, receivables, and payables—in determining financial success.

Saghir et al. (2018) examined the impact of working capital management on firm performance in emerging
economies, including India. The study found that efficient receivables and inventory management positively
influence profitability, while prolonged cash conversion cycles negatively affect firm value. The research
highlighted that firms operating in competitive and capital-intensive industries benefit significantly from optimized
working capital practices, especially during periods of economic uncertainty.

1. Relation between Working Capital Management & Financial Performance
The efficiency of working capital management has a direct impact on financial performance:

e  Shorter Cash Conversion Cycle (CCC): Indicates faster conversion of working capital into revenue and cash,
improving liquidity.

e High Inventory Turnover: Reflects effective inventory control, reducing holding costs.

e Efficient Receivables Management: Enhances cash inflows and reduces bad debts.

e Balanced Payables Management: Improves liquidity by deferring cash outflows.
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Financial Performance Indicators

1. Return on Assets (ROA): Measures how efficiently assets generate profit.

2. Return on Equity (ROE): Indicates returns generated on shareholders’ equity.

3. Net Profit Margin: Shows profitability after all expenses.

These financial ratios help evaluate the link between WCM and overall performance.

2. Analysis & Interpretation

Data and Methodology

e  Data Source: Annual reports of JK Cement, UltraTech Cement, and Shree Cement for the last five years.

e  Analytical Tools: Ratio analysis, Cash Conversion Cycle evaluation, and correlation analysis.

Table 1: Working Capital Efficiency Indicators of Selected Cement Companies

Company Inventor.y Turnover Receivabl.es Turnover Cash Conversion Cycle
(Times) (Times) (Days)
JK Cement 6.2 7.1 68
UltraTech Cement 8.5 9.3 45
Shree Cement 8.9 9.8 42

Interpretation

e  Shree Cement has the highest inventory and receivables turnover, reflecting superior operational efficiency.
e UltraTech Cement also shows strong working capital control with a significantly lower CCC.

e JK Cement records a comparatively longer CCC, indicating slower cash recovery.

Table 2: Financial Performance Indicators of Selected Cement Companies

Company Return on Assets (%) |Return on Equity (%)| Net Profit Margin (%)
JK Cement 7.8 14.6 9.4
UltraTech Cement 11.5 19.8 14.2
Shree Cement 12.2 21.1 15.6

Interpretation

e  Shree Cement leads in all profitability indicators.

e UltraTech Cement maintains strong and stable profitability.

e JK Cement shows moderate performance, aligning with its relatively weaker working capital efficiency.

Table 3: Comparative Relationship between Working Capital Management & Financial Performance

Company CCC (Days) | ROA (%) |ROE (%) Relationship Observation
JK Cement 68 7.8 14.6 Higher CCC — Lower Profitability
UltraTech Cement 45 11.5 19.8 Moderate CCC — High Profitability
Shree Cement 42 12.2 21.1 Lowest CCC — Highest Profitability
Interpretation

e  The table shows a clear inverse relationship between Cash Conversion Cycle and profitability.

e  Firms with shorter CCC generate higher returns on assets and equity.
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Table 4: Overall Performance Ranking Based on Working Capital Efficiency

Rank Company Working Capital Efficiency | Financial Performance
1 Shree Cement Excellent Excellent
2 UltraTech Cement Very Good Very Good
3 JK Cement Moderate Moderate
Key Findings
1. Higher inventory & receivables turnover improves liquidity.
2. Lower cash conversion cycle reduces financing costs.
3.  Efficient WCM leads to higher ROA, ROE, and profit margins.
4. Shree Cement and UltraTech Cement outperform due to superior working capital practices.

7. Conclusion

The study establishes that efficient working capital management significantly enhances financial performance
in the Indian cement industry. Among the companies studied:

UltraTech Cement and Shree Cement consistently exhibited superior working capital efficiency and higher
profitability metrics.

JK Cement, though improving, showed moderate performance due to slower receivables and slightly higher
CCcC.

Efficient management of inventory, receivables, and payables reduces financial costs and enhances liquidity,
ultimately leading to better profitability. Cement companies must adopt strategic working capital policies, use
advanced forecasting models, and strengthen credit control to sustain competitive advantage.
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