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ABSTRA

Working capital structure plays a significant role in the profitability of any business organization. The major reason
behind any unsuccessful small scale industries is its wrong working capital structure, which cannot be easily identified

like the fixed capital problems. All the major financial problems in micro industries finally arrived at its weak working
capital structure. This study made an attempt to throw light on such working capital structure problems. The researcher has taken this topic to
identify the factors that constitute the working capital structure and its impact on firms overall profitability The researcher has been selected 100
samples across 10 different micro industries for the study using convenience sampling method. Major tools like Ratio Analysis, One way ANOVA,
Standard Deviation, Mean Deviation, Coefficient of Variation etc are used in the study.

Working capital structure, Micro Indu

INTRODUCTION

The micro small and medium enterprises (MSMEs) have been accept-
ed world wide as the engine of economic growth and for creating
vast job opportunities. The major advantage of the MSME sector is
its high employment potential with low capital cost. The MSME's also
plays a vital role in overall industrial production and exports. The In-
dia government has constituted an act called “The Micro, Small and
Medium Enterprises Development Act,2006" for the development of
micro, small and medium enterprises in India. According to this act a
manufacturing enterprise having investment upto 25 lakhs is consid-
ered as a micro enterprise.

In India over 90% of the total enterprises are MSME's and per the
latest statistics, it is estimated that MSME contributes about 45% of
the manufacturing output and around 40% of the total export of the
country.

Kerala is one of the well developed states in terms of human resourc-
es. In post-liberalization era, Kerala focuses largely on small scale sec-
tors and a lot of new enterprises are registered in this sector. Kerala
is gifted with natural resources, which can provide raw material to
the small scale industries. The food processing industry and rubber
based industries are the front runner in this sector. Nearly 80% of the
nations natural rubber production is from Kerala alone. Moreover the
head quarters of the “Rubber Board of India” is situated in Kerala.

STATEMENT OF THE PROBLEM

Working capital management of any business firm requires specific
skills and knowledge in that area, which is lacking in many of the mi-
cro industries. In micro units almost all the works should be done by
the Entrepreneurs alone, who are unprofessionals. For this, the Gov-
ernment of India is organizing several “Entrepreneur development
programmes” for the development of such Entrepreneurs. But still the
success rate of the Entrepreneurs is very few in India.

OBJECTIVES OF THE STUDY

»  To study about the present structure of working capital

»  To study about the proportions of various components of work-
ing capital

»  To study about the effect of working capital structure on total
working capital.

RESEARCH METHODOLOGY

To achieve the above objectives, the study performs a “Cross Section-
al Analysis” across the industries. The sample consists of registered mi-
cro units having the age of 10 or more. The sample size selected was
100, which is 10 industries from manufacturing sector represented by
10 Micro units in each sector. Within the industry Micro units which
have complete data for all the 10 years and those have higher turn-
over in addition , have been chosen for the study. Convenience sam-
pling method is used for selecting the samples. The period of study is
from 2004 to 2014. Ratio Analysis, One way ANOVA , Standard Devia-

tion, Mean Deviation, Coefficient of Variation etc are the tools used in
the study.

STRUCTURE OF WORKING CAPITAL

The structure of working capital refers to the components of the
working capital.The major two components of working capital are
current assets and current liabilities. Current assets means
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Current liabilities are short term obligations which should be paid
within one year. It includes
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Bank overdraft
Outstanding expenses and
Other similar liabilities.
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The present study focus on the structure of working capital and the
proportions of the various components included in it and the way it
affects the total working capital using current ratio and Current asset
to total asset ratio.. The structure of working capital may vary from
industry to industry depends upon the nature of the industry and its
working capital policies.

Current ratio
Current ratio is the ratio between current assets and current liabilities.
It shows the ability of a firm to meet its current obligations.

Current asset ratio
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Current ratio is calculated by dividing current asset with current lia-
bilities. If the current ratio is 1, that means current asset is equal to
current liabilities. In other words, the entire current liabilities can be
set off with the existing current assets. But the industry standard of
current ratio is 2:1, which means the entire liabilities should be dis-
posed using half of the current assets.
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From Table 4.1.9 it is clear that, the mean value is high in Bag indus-
tries (4.227) and is low in Tyre industry(2.36). Mats and Belt industries
have mean value close to the Bag industries which shows they also
have higher performance. Tube and Washer industries shows lower
performance while others have moderate performance. The coef-
ficient of variation is high in Thread industry(0.125) and have low in
Covering industry(0.043).Tyre, Tube and Washer industries alone keep
the industrial standards.

ANOVA for Current Ratio
Table 4.1.10
Degrees
Sum of Mean P
squares frfeedom square FValue |Significance
Between
Groups 32.80919 |9 3.645466 |(32.13711 |**
Within
the 10.20913 {90 0.113435
groups

Total 43.01832 |99

** Significance at 1% level

The ANOVA calculation from Table 4.1.10 shows the F value as
32.13711 and is significant at 1% level. ANOVA test is conducted to
find out whether there is any significant difference between the in-
dustries during the study period. Since the test shows significance at
1% level, there is significant difference among the industries during
the period of study.

Current asset to Total asset Ratio

The Current asset to Total asset ratio shows the proportion of Current
assets in Total assets. Based on some previous study Current asset
to Total asset ratio is one of the powerful tool to explain the extend
of Current asset in each industry. It also helps us to know about the
structure of the components of Current assets( Inventories, Receiva-
bles and Cash balances). The table shown below gives the ratio of dif-
ferent industries during the study period.

Average Current asset to Total asset Ratio
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ANOVA for Average current asset to Total assets
Table 4.1.2

Degrees

Sum of Mean -
squares frfeedom square | Value |Significance
Between

Groups 1.118621 (9 0.124291 [104.5124 |**

Within

the 0.107032 |90 0.001189

groups

Total 1.225654 |99

** Significance at 1% level

The highest mean value in Average current asset to Total asset is
found to be in Chappell industry (0.727) and the lowest is in Tyre
industry(0.362) during the study period. Except chappell industry
others did not shown growth in ratio over a period of time. The pro-
portion of current asset to total assets is higher in Chappell industry
compared with other industries. The other industries current assets
to total assets ranges from 30% to 60%. He chappell industry always
shows the ratio higher than 70% except in 5th year(0.67). The least
one tyre industry always shown a constant ratio around 30%. Results
from standard deviation and Coefficient of variation shows fluctua-
tions are high in Thread industry and low in washer industry.

ANOVA is calculated to findout whether there exists any significant
difference among the industries in Average current asset to Total as-
sets ratio. The F test value obtained from Table 4.1.2 shows 104.5124
and it is found to be significant at 1% level. This means that Current
asset to total asset ratio had significant differences among the indus-
tries during the period of study.

FINDINGS AND SUGGESTIONS
The Analysis of the structure of working capital based on the selected
financial ratios revealed the following results. It is observed that

The liquidity position shown by Current ratio is favorable to Bag, Mat,
Tyre and Belt industries.

Among the total assets, more than 60% are current assets in Belt In-
dustry and in Chappell industry. In case of Tyre, Band, Thread, Bags
and Covering industry it is above 50% and in case of Tube, Washer
and Mats the size of current asset is less than 50%.

The ANOVA calculations shows there is significant difference between
the industries during the study period.

CONCLUSION

The working capital structure differes from industries to industries
which is not a good sign because, similar firms operating under same
environment naturally should follow similar working capital structure.
The proportions of various components of working capital differs
from companies to companies. In addition the weak working capi-
tal structure followed by the firms unnecessarily pushes up the total
working capital requirement.
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