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WORKING CAPITAL MANAGEMENT IN TEXTILE INDUSTRY IN INDIA
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ABSTRACT

India’s Textile industry is especially stable in the state of Rajasthan, Gujarat, Punjab, Haryana,
Maharashtra, Karnataka, Tamilnadu, Madhya Pradesh, and a few of the units are established in other
states too. Also, Vehicle of development, Textile is the primary industrial product in the states that are
putting more emphasis on agriculture field. This industry is significant from triple viewpoints. One is its
share in industrial development, and national growth other is its direct and indirect share in agriculture-
based industries, and therefore the last one is employment generation. Its financial capacity is
additionally crucial from the perspective of commercial development. A matter arose after considering
hard hit by the recession of America initiated 2007 infected Indian textile industry and slowdown by the
time of August 2008 (Indian Textile Journal 2012). While the textile industry of India considered at the
globe wide catering highest quality product available at all-time low cost and also ends up in a spread of
the products available with the bottom price. Textile industry despite all limitations is important as Textile
industry sector contributes about 17.28 percent to industrial production, 5.15 percent to the gross
domestic product (GDP), and around 21.17 percent to the country's export earnings. Textile is increasing
in India. But this industry is facing the issues of liquidity and profitability. Considering the above
problems, it's essential to seem into the assets management of those units. For this purpose, various
components of liquidity are analyzed, and also the researcher will attempt to know the numerous
problems of liquidity management. A controversy has been considered after getting info from various
sources. The industry having different dimensional importance, the most problem under study is to
test the financial liquidity position of the sample units. The title of the research study is, “Working Capital
Management of Textile Industry in India”.
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Introduction

Assets could be asoul of business as a body without soul never live the identical way
without assets business activities never run. The management of current assets and current liabilities is
crucial in creating value for shareholders. If a firm can reduce its investment utilized in current assets, the
end result funds may be invested in value-creating projects, therefore, increasing the expansion
opportunities and shareholders’ return of the firm. Though, management may also deal with liquidity
problems due to under investment in assets. As per indication of Filbeck and Krueger (2005), the skill of
monetary managers to well manage receivables, inventories, and payables features a significant impact
on the success of the business. If the capital invested in cash, trade receivables, or inventories aren’t
inappropriate proportion, the firm may have difficulty in polishing off its daily business operations. It
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could lead to declining sales and at the top, resulting reducing profitability. K. Smith — 1980 highlighted
the trade-off between liquidity and profitability when he argued that assets management could play a
necessary role not only during a firm’s profitability and risk but also in its value. Decisions regarding a
rise in profitability are likely to involve increased risk, and risk-reducing decisions are likely to lead to a
discount in profitability. The subject has been selected for research work by considering many scholars
worldwide from time to time. Most of the research has been exhausted the direction of things related
to assets management, its policies and its relationship with profitability, but those researches did
not address the precise sector-wise problems with Working capital management. This study aspires at
fulfilling such a niche by considering the textile industry of India specific nature of assets management.

Working Capital Management - Framework

Working capital management is anxious with the issues that arise in attempting to manage the
present assets, the present liabilities and also the interrelationship that exists between them. The term
current consult with those assets which in the ordinary course of business are often, or will be, converted
into cash in one year without understanding a diminution in value and without disrupting the operations of
the firm. Current liabilities are those liabilities which are intended, at their inception, to be paid in
the ordinary course of business, in a year, out of the present assets or earnings of the priority. The
fundamental current liabilities are accounts payable, bill payable, bank overdraft, and outstanding
expenses. The goal of Working capital management is to manage the firms, current assets and liabilities
in such the way that a satisfactory level of Working capital is maintained. This can be so because if the
firm cannot maintain a satisfactory level of Working capital, it's likely to become insolvent and will even
be forced out of business. The present assets should be large enough to hide its current liabilities so
as to make sure an affordable margin safety. Each of the present assets must be managed efficiency so
as to keep up the liquidity of the firm while not keeping too high a level of any one of them. Assets
management is an integral a part of overall financial management, assets management has been looked
because the driving seat of a financial manager. The management of assets isn't easy work but
challenges to the financial manager. Each of the short-term sources of financing must be continuously
managed to make sure that they're obtained and employed in the most effective possible way.

Objective of Working Capital Management

Given the target of monetary deciding to maximise the shareholders wealth, it's necessary to
get sufficient profits. Finance decisions, which earmark potential Funds sources required to sustain
investments, evaluate the return expected by each and choose the optimum mix which minimise their
overall opportunity cost. The extent to which profit will be earned will naturally depend, among other
things upon the magnitude of the sales. A successful sales programme is, in other words, necessary for
earning profits by any commercial enterprise. However, sales don't convert into cash instantly, there's
invariably a time-lag between the sale of products and therefore the receipt of money. There’s therefore,
a necessity for Working capital in the style of current assets to cater to the matter arising out of the
dearth of immediate realisation of money against goods sold. Investment decisions, which identify and
choose investment opportunities that maximise, anticipated net cash inflows.

Management of Working Capital

Working capital is prime support of everyday routine functions of an organization. Therefore, the
administration of Working capital becomes necessary. Usually, it refers to the excess of current assets
in far more than current liabilities. Working capital administration thus, treats with the troubles which
happen to handle the present assets, current liabilities, therefore, bonding between them essential.
Insufficient Working capital might guide the firm to bankruptcy, and extreme assets entails in active
resources which make additional income for the corporate. The Working capital executive course of
action of a firm features a vast result on its prosperity, liquidity and pattern heath of the business. During
this situation, assets administration is completed in 3 ways means using three different strategies.

. Short Term Vs long run Financing and Risk and Profitability Tradeoff: Usually, normally
Working capital management and approaches are swapped on-time requirement. But, that's
essential to understand the importance and purposes of Working Working capital management.
So does, it's vital to grasp full these concepts in the following way.

) Short Term Financing with Risk and Profitability: Short Term Finance carries a less
expensive rate of interest since its term premium. Thus, short term finance encompasses a low
rate of interest and high profitability. | study the risk point of view for the short-term finance:
there are we discover two measure risk attached with short term finance one is refinance and
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fluctuation of the charge per unit. Because refinance is depending on the lender’s attitude may
deny lending money in against the corporate has got to manage the specified situation by
selling its assets or by liquidation or borrow fund with high interest. The risk of opposite change
is in rate of interest refinancing increase the value of financing ends up in the low profitability.

. Long run financing with Risk and Profitability: in future financing approach encompasses
a higher rate of interest results in low profitability when long run finance is employed in assets,
avoidable interest is got the time when finance isn't utilized. Here low financing wins to earn
more profit. Now look the risk area for extended financing here don’t find refinancing risk
likewise fluctuation in interest rates. In this term, finance from future, source is advisable.

For Making assets management below four factors or methods could also be considered.

o Principle of Rick Variation (Current Assets Policies): Risk refers to satisfy its liability on
time. huge investment in current assets with a smaller amount dependency on short term fund
in respect raise liquidity, decrease reliance on short term fund sources enlarge liquidity, this
approach to risk no return situation comes out. In reverse significant slice of current assets are
depends on short term fund reduce the liquidity and increase the prosperity. In simple words,
there's a precise opposite connection between the degree of risk and profitability. Traditional
management likes to scale back the danger by managing the next level of assets while open-
minded management prefers a better risk by decreasing Working capital. Ultimately
management aim is to keep up trade on equity situation.

) Principle of Cost of Capital: There are different sources that are avail to boost fund for the
business with the assorted cost of capital and degree of risk attached. In simple higher, the
value lowers the danger and better the value lowers the risk. A full skill management always
tries to balance the risk and value of capital for the business.

Principle of Equity Position: As per this principle, investment is created in current assets in an
exceedingly manner to contribute as adequate the equity position. A part of the present asset contributes
to the web worth of the organization. This may be measured by two ratios: one is current assets to total
assets and current assets to total sales.

. Assets Management Principle: In this principle, Working capital sources are looked. To
manage obligation on time, it's quite mandatory. In step with this principle firm tries to manage
in the end, Working capital management should be considered as a primary area in the
management of the business. Some scholars say the assets management is to when to search
out the source, what amount, the way to manage and control them. That may be functioned by
the way like estimating assets requirement, financing of Working capital needs and study and
organize of assets. Cash inflow to satisfy its obligation on a date, each other thing is critical is
that the maturity time of current assets to try the design of current assets.

Importance of Working Capital Management in Textile Industry

India's textile industry is one among the economy’s largest. It's Provide Employment countless
people. Indian economy is essentially obsessed with the textile manufacturing and trade addition to other
major industries. Indian textile sectors big contribution gross domestic product of the country, in
exchange by exporting to earn big returns. Textile industry is engaged in the cultivation industry. Material
it receives from farmers and therefore the production. Thus, employment has been related to farming
and might use directly in the industry. India's major cities like Jaipur, Ahmedabad, Mumbai, Kolkata,
Chennai, Ludhiana, in the development of the textile industry Textile and clothing exports account for
one-third of the overall value of exports from the country. Assets are the important measurements of the
financial position. Assets indicate what proportion assets a corporation has readily available. Assets are
required to get planned and unexpected expenses, meet the short-term obligations of the business, and
to make up the business. Lack of assets makes it hard to draw in investors or to induce business loans
or obtain credit. Assets are a crucial issue in financial deciding, since it's a component of investment in
assets that need appropriate financing. We’d like evaluate the liquidity management efficiency and its
effects on profitability as an element in command of financial performance in the textile industry of India.
Conclusion

The different studies have identified influential management practices and are expected to help
managers in recognizing areas where they may heal the financial performance of their operation. The

results have provided owners/managers with information regarding the fundamental financial
management practices utilized by their staff and staffs’ attitudes toward these practices the assets needs
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of a company change over time as does its internal cash generation rate. As such, small, medium and
huge scale firms should ensure true harmonization of its assets and liabilities. This study has thrown light
on the textile industry has been able to achieve high scores on the varied components of Working
capital, and this includes a positive impact on its profitability. On this principle, this industry is also stated
because the ‘Secretly Fortunate ‘and could thus be used as a best practice among the industry. Further,
this research find yourself that there's a pressing need for further empirical studies to be undertaken on
small business financial management, particularly their capital practices by extending the sample size in
order that an industry-wise analysis can help to uncover the factors that specify the higher performance
of some industries and the way these best practices may well be extended to the opposite industries.
This may also assist policy-developer and students in identifying the wants of, and specific problems
faced by the Industry of India. So, this study will latter contribute positively to the Indian Economy. There
are numerous research areas for further study purpose. All of the study areas are to target the financing
or capital, and the way corporations can optimize the capital mix to confirm maximal liquidity. Another
topic we are able to do a survey is to check non listed companies also as another sector of companies.
Also, details study about the precise topic assets management could add more value.
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