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 PREFACE



As a part of the partial fulfillment of the M.B.A. programme at INVERTIS INSTITUTE OF MANAGEMENT STUDIES, BAREILLY, Summer Training was



undertaken



BEVERAGES



with



PVT,



the



LTD,



multinational COCA-COLA,



company, B-54-57,



BRINDAVAN PARSAKHERA



INDUSTRIAL ESTATE, BAREILLY-243502 (U.P). Coca-cola enjoy the privilege of being the largest selling soft drink Co. in the world. Its product like Coca-cola, Maaza, Sprite, Thumps-up, etc. are well known and also widely regarded as top most brand in the market. Soft drinks industry is growing continually in India. The purpose of the training was to have practical experience of working in an organization and to have exposure to the various management practices in the field of Finance..
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 INTRODUCTION



COCA- COLA THE STORY BEHIND:



Coca- Cola was found in the year 1886 by Dr. John Pemberton a pharmacist in Atlanta, Georgia. The drink was sold as refreshing elixir at the fountain counter of Jacob’s pharmacy, of which Dr. John was part owner, eventually as Candler became sole owner of the pharmacy and thus the rights of soft drinks were automatically transferred to him. Candler began selling syrup used to make the soft drinks to other pharmacies, established sales, force, and began advertising the drink on signs placed in trains, stations, and town squares. The first bottling plant of Coke was started in France. The corporate Headquarter of Coke is in Atlanta. After 55 years coke entered into global market, and came to India, in 1958.



 ABOUT COCA-COLA



Coca-Cola, the corporation nourishing the global community with the world’s largest selling soft drink concentrates since 1886, The Coca-Cola Company is in Atlanta, Georgia, and is often referred to simply as Coke. The first Coca-Cola recipe was invented in Columbus, Georgia by John Pemberton, originally as a coca wine called Pemberton's French Wine Coca in 1885. CocaCola was the world’s largest manufacturer, marketer, and distributor of nonalcoholic beverage concentrates and syrups, with more than 400 widely recognized beverage brands in its portfolio.



With the bubbles making the difference, Coca-Cola was registered as a trademark in 1887 and by 1895, was being sold in every state and territory in the United States. In 1899, it franchised its bottling operations in the U.S., growing quickly to reach 370 franchisees by 1910. Headquartered in Atlanta with divisions and local operations in over 200 countries worldwide, Coca-Cola generated more than 70% of its income outside the United States by 2003.



 Coca-Cola was sold in bottles for the first time on March 12, 1894. The first outdoor wall advertisement was painted in the same year as well in Cartersville, Georgia Cans of Coke first appeared in 1955.



The World’s Most Powerful Brand Interbrand’s Global Brand Scorecard for 2003 ranked Coca-Cola the #1 Brand in the World and estimated its brand value at $70.45 billion. Considerations included market leadership, stability, and global reach, incorporating its ability to cross both geographical and cultural borders. From the beginning, Coke understood the importance of branding and the creation of a distinct personality. Its catchy, well-liked slogans (“It’s the real thing” (1942, 1969),“Things go better with Coke” (1963), “Coke is it” (1982), “Can’t beat the Feeling” (1987),and a 1992 return to “Can’t beat the real thing”) linked that personality to the core values of each generation and established Coke as the authentic, relevant, and trusted refreshment of choice across the decades and around the globe.



21st century On February 7, 2005, the Coca-Cola Company announced that in the second quarter of 2005 they planned a launch of a Diet Coke product sweetened with the artificial sweetener sucralose ("Splenda"), On March 21, 2005, it announced another diet product, "Coca-Cola Zero", sweetened partly with a blend of aspartame and acesulfame potassium, Recently Coca-Cola has begun to sell a new "healthy soda": Diet Coke with vitamins B6, B12, Magnesium, Niacin, and Zinc, marketed as "Diet Coke Plus."



 Use of stimulants in formula



When it launched Coca-Cola's two key ingredients were cocaine (benzoylmethyl ecgonine) and caffeine. The cocaine was derived from the coca leaf and the caffeine from kola nut, leading to the name Coca-Cola (the "K" in Kola was replaced with a "C" for marketing purposes).



Coca — Cocaine Due to its harmful effects in 1903 it was removed but it still contains coca flavoring. After 1904, instead of using fresh leaves, Coca-Cola started using "spent" leaves—the leftovers of the cocaine-extraction process with cocaine trace levels left over at a molecular level. To this day, Coca-Cola uses as an ingredient a cocaine-free coca leaf extract.



Kola Nuts — Caffeine Kola nuts act as a flavoring in Coca-Cola, but they are also the beverage's source of caffeine. In Britain, for example, the ingredients label states "Flavourings (Including Caffeine)."[30] Kola nuts contain about 2 to 3.5 percent caffeine, are of bitter flavor and are commonly used in cola soft drinks.



Franchised production model



 The actual production and distribution of Coca-Cola follows a franchising model. The Coca-Cola Company only produces a syrup concentrate, which it sells to various bottlers throughout the world who hold Coca-Cola franchises for one or more geographical areas. The bottlers produce the final drink by mixing the syrup with filtered water and sugar (or artificial sweeteners) and then carbonate it before filling it into cans and bottles, which the bottlers then sell and distribute to retail stores, vending machines, restaurants and food service distributors.



Logo design The famous Coca-Cola logo was created by John Pemberton's bookkeeper, Frank Mason Robinson, in 1885. In January 2007, Coca-Cola Canada changed "Coca-Cola Classic" labeling, removing the "Classic" designation, leaving only "Coca-Cola." Coca-Cola stated this is merely a name change and the product remains the same. COCA-COLA returned to India in 1993 after a 16 year hiatus, giving a new thums-up to the Indian soft drink market. In the same year, the Company took over ownership of the nation’s top soft-drink brand and bottling network. It’s no wonder our brands have assumed an iconic status in the minds of the world’s consumers.



A Healthy Growth to The Indian Economy Ever since, Coca-Cola India has made significant investments to build and continually consolidate its business in the country, including new production facilities, waste water treatment plants, distribution systems, and marketing channels. Coca-Cola India is among the country’s top international investors, having invested more than US$ 1 billion in India in the first decade, and further pledged another US$100 million in 2003 for its operations.



 A Pure Commitment to The Indian Economy The Company has shaken up the Indian carbonated drinks market greatly, giving consumers the pleasure of world-class drinks to fill up their hydration, refreshment, and nutrition needs. It has also been instrumental in giving an exponential growth to the country’s job listings.



INDIAN OPERATION The Indian operations comprises of 50 bottling operations, 25 owned by the Company, with another 25 being owned by franchisees. That apart, a network of 21 contract packers manufactures a range of products for the Company. On the distribution front, 10-tonne trucks – open bay three-wheelers that can navigate the narrow alleyways of Indian cities – constantly keep our brands available in every nook and corner of the country’s remotest areas.



 Brand Localization Strategy: The Two Indias



India A: “Life ho to aisi” “India A,” the designation Coca-Cola gave to the market segment including metropolitan areas and large towns, represented 4% of the country’s population. This segment sought social bonding as a need and responded to aspirational messages, celebrating the benefits of their increasing social and economic freedoms. “Life ho to aisi,” (life as it should be) was the successful and relevant tagline found in Coca-Cola’s advertising to this audience.



India B: “Thanda Matlab Coca-Cola”



Coca-Cola India believed that the first brand to offer communication targeted to the smaller towns would own the rural market and went after that objective with a comprehensive strategy. “India B” included small towns and rural areas, comprising the other 96% of the nation’s population. This segment’s primary need was out-of-home thirst-quenching and the soft drink category was undifferentiated in the minds of rural consumers.



 BRANDS OF COCA-COLA(CSD)



     



Coke, Sprite, Thums Up (the most trusted brand in India), Fanta orange, Fanta apple & Limca.



BRANDS OF COCA-COLA(FRUIT JUICE)



    



Maaza Minute Maid Pulpy Orange Minute Maid Nimboo Fresh Minute Maid Apple Juice Minute Made Mixed Fruit



BRANDS OF COCA-COLA(NON-SWEETENED DRINKS)



 



Kinley Water Kinley Soda



 BRIEF OF THE ORGANIZATION



Brindavan Beverages Pvt. Ltd, a bottling company was started during the year 1986 in Bangalore due to the humble services by Mr. S. N. Ladhani, the Managing Director of the company, with and initial capital of Rs. 25 Lac. Brindavan Beverages Pvt. Ltd has a franchisee agreement with Parle exports for hundred years to manufacture and sell its products. During November 1993, Parle export sold all its 60 franchises to Coca-Cola in India in order to compete with Pepsi. Each franchisee can cover up 16 districts. The company is in business of manufacturing and selling Coca Cola and other soft drinks owned by Coca Cola like Thumsup, Limca, Fanta, Maaza, Kinley Soda in area allocated to Bareilly franchisee which covers districts such as Badaun, Moradabad, Rampur, Pilibhit, Shahjahanpur, Lakhimpur Khiri. M/s Brindavan Beverages Pvt. Ltd has its production unit having capacity of 600 bottles per minute, located at Parsakhera Industrial Estate, 12 Kilometer away from Bareilly town on Delhi highway. In state of Uttranchal the company establish a sales depot at Kichha. As the product of company is sold in returnable containers (Glass bottles in plastic Shells) large area is required for storage of empty glass bottles as well as filled glass bottles. Company has maintained huge storage capacity in respect of bottles, which is located adjacent to the production unit. Brindavan Beverages Pvt. Ltd is owned by Ladhani Group which owns three more bottling plants located at Baranbanki, Faizabad, and Hathras having head office located at Bangalore. The Managing Director, the head of the organization is in charge of all administration matters. The G.M. Sales and franchise Manager-sales is responsible for activities such as sales, promotions, advertisements and distribution etc. and Production & Plant Manager takes care of the production department.



 Location of BBPL



BBPL Bly.



 The Brindavan Beverages, in Bareilly, is located in the area that affects the Working Capital because of the following factors.  BBPL produces the beverages that are a seasonal product.  Weather of Bareilly is typical of the cities of Western Uttar Pradesh. The city falls in the Rohilkhand area and thus can be considered as a semi-arid region. The summers are scorching with daytime temperature hovering around 37°C to 45°C. Nights are relatively cooler with minimum temperature falling to 27-28°C. The summers set in the month of April and persist till June end. Venturing out during day without proper protection might lead to heatstroke.  Monsoon sets in June end but brings very little respite to the simmering city. The average annual rainfall is in the range of 400-500 Millimeters that is precisely contributed by the Southwest jet of monsoon. Winters set in the month of November and persist till February. Winters are quite chilly with minimum temperature hovering around 4-5°C.  The selling of coke product varies according to the weather and temperature.  The production policy is also been divided into three seasons: Peak Season Lean Season Off Season As according to the seasonal production policy the level of purchase of Raw Material and others also varies. And most importantly the requirement of Working Capital also changes



 DISTRIBUTION NETWORK OF BRINDAVAN BEVERAGES PVT. LTD. As stated earlier that this particular plant has been taken over by Brindavan Beverages P Limited from the Coca-Cola India. With the passage of time, company has extended its distribution network from 60 to 230 distributors along with 05 depots and covers over 16 districts under its belt and they are still growing. The names of the district are as follows.



1. Bareilly



2. Badaun



3. Shahjahanpur



4. Pilibhit



5. Rampur



6. Moradabad



7. Chamoli



8. Chandausi



9. Pitoragarh



10. Karayanprayag



11. Rudraprayag



12. Kichha



13. LakhimpurKhiri



14. Haldwani



15. Bageshwar



16. Ranikhet



Right from the first year of the incorporation the company is running in top profit. This is because of many reasons. One of them is being excellent marketing strategy adopted by the company. Also the company gives goods margins to the retailers along with various lucrative from time to time.



 BRINDAVAN BEVERAGES PRIVATE LIMITED “CORPORATE STRUCTURE”



HEAD OFFICE BANGALORE



BAREILLY



KICCHA



MORADABAD



DELHI



 PRODUCTS OF THE COMPANY



Aerated Water:



Company is engaged in production of aerated water sweetened as well as non sweetened. Products are manufactured exclusively on behalf of Coca Cola India P Limited for distribution in allocated area to this franchise. Aerated water covered under chapter heading 22 of Central Excise and Tariff Act and valuation of product is governed by section 4A of Central Excise Act as the product is covered under Standard Weight and Measurement Act. This product is liable to highest applicable rate of tax under VAT @ 12.5% + SAT @ 1%.



Fruit Juices:



Along-with aerated water company is also manufacturing fruit juice based drinks (Mango Pulp based in the name of Maaza and orange juice based drinks in the name of Minute Maid Pulpy Orange or MMPO). This product is exempted from Excise duty and is chargeable to 4% rate of tax under VAT + 1% rate of tax under SAT. Beside other applicable statutes company itself maintain stringent quality norms. It has recently successfully undergone ISO 18001:2007 and E3/S3 norms. Products of company are packed and sold in returnable glass bottles and in PET bottles in various pack sizes as per market demand. Under backward integration company has established production capacity of producing PREFORMS – an injection blown to form PET bottle.



 All the products are in the form of Beverages have limited shelf life varying from 3 months to 6 months. Company has various internal controls to assure timely withdrawal of expired / products approaching expiry to maintain the quality of product. Production cycle of product is very short that vary from few hours to a day so company has very nominal inventory in the form of WIP. Products are usually consumed in moderate hot to very hot climate so the sale of products vary with in year due geographical location of plant and franchise area. It peaks in the month of May and June as summers are extremely hot and humid. Depending upon the demand and seasonality of product the inventory requirements also vary with in year with maximum inventory in the month of March and April and almost nil inventories in the month of November and December.



 PRODUCTION PROCESS OF AERATED WATER



 OBJECTIVE OF THE STUDY



Primary Objectives:



The main objective of this project is to know practically about the working capital of BBPL because it is one of the most important financial aspects of any business concern. To fulfill this objective we have to deeply study the financial position of the company and make analysis of items of the balance sheet and profit and loss A/c related to the working capital.



Secondary Objectives:



The other objective of the study is to gain deep insight knowledge of working capital of BBPL knowing different aspects of working capital like how company manage its working capital, what are the sources of its working capital, what are the factors which affect its working capital, knowing about the components which forms inventory and cash.



the part of BBPL’s working capital like debtors,



 SWOT ANALYSIS SWOT analysis is an acronym for Strength, Weakness, Opportunities and Threats underlying strategic planning process. The SWOT analysis begins with the appraisal of external environment so that the organization can relate itself in the light of its Strengths and Weaknesses. Such a pocess is known as corporate appraisal position audit, assessing the present position, appraising corporate strategic advantages or appraising corporate compactness and resources.



SWOT analysis is the process through which managers analyze the various factors of their organization to evaluate their relative strengths and weakness so as to meet the opportunities and threats of the environment. Various relevant factors are taken into consideration for the purpose of this appraisal, such as managerial personal, marketing factors, operations, financial and other resources, organization structure, research and development etc. SWOT analysis is very useful in revising organization’s mission and objectives. The basic objectives of SWOT analysis is to provide a framework to reflect on the organizational capabilities to avail opportunities or to overcome threats presented by the environment. So, corporate analysis and environment analysis are interlinked. SWOT analysis can be applied in different ways in strategy formulation.



SWOT analysis provides a logical framework for systematic discussion of various issues bearing on the business situation, generation of alternative strategies and finally the choice of strategy.



 Difference n managerial perceptions about organisational strengths and threats may lead to difference by approaches to particular strategies and ultimately, the choice of strategy talks place through an interactive process in a dynamic setting. SWOT analysis present the information about external and internal environment in structured from whereby key external opportunities and threats can be compared systematically with internal capabilities and weaknesses. Thus organization external and internal situations are matched to form distinct pattern and strategy can be chosen on the basic of these patterns. The patterns may be in the form of combinations of the following:  High opportunities and high strengths.  High opportunities and low strengths.  High threats and high strengths.  High threats and low strengths.



Sometime the organization may have some strong capabilities but some major weaknesses in the light of critical success factors. In such situation, SWOT analysis guides the strategists to visualize over the position of the organization and helps to identify the major purpose of the strategy under consideration.



Each business unit needs to define its specific mission within the broader company mission. It also defines its goals the policies as a separate business, so as to achieve the goals and to complete their missions. Company has to do two types of analysis i.e.  INTERNAL ENVIRONMENT ANALYSIS.



  EXTERNAL ENVIRONMENT ANALYSIS.



INTERNAL ENVIRONMENT ANALYSIS Each business needs to evaluate its strengths and weaknesses periodically. This can be done by reviewing the business marketing, financial, manufacturing and organizational competencies. Each factor is stated as to whether it is a major weaknesses or strength.



Some times a business does poorly not because its departments lack the required strengths but because they do not work together as a team. It is important to assess interdepartmental working relationships as a par t on the internal environment audit.



George stalk, a leading BCG consultant, suggests that wining companies are those, which have achieved superior in company capabilities, not just core competence. Every company must manage finished products, sale leads to orders, customer’s orders to cash realization, customer problems to resolution time and so on. Each process creates value and each process requires interdepartmental teamwork. Although each departmental may passes a core competence the challenge is to develop superior competitive capability in managing these processes. Stalk calls this capabilities- based competition.



 So it is very essential for each department of a company to rate its own strength and weaknesses and those of other departments with which it interacts. Each department is ‘supplier ‘ to some department and a ‘customer ‘ of other department.



Environment analysis is the process by which strategies monitor the environment factors to determine opportunities for the threats to their firms.



EXTERNAL ENVIRONMENT ANALYSIS



A company has to monitor its environment if, it wants to achieve its goals. A business unit has to monitor key macro environment forces (demographic, economic, technical, political, legal and socio-cultural) and significant macro environment factors (customers, competitions, distribution channels, suppliers) affect its ability to earn profits in this market intelligence system to track trends and important identify the implied opportunities and threats.



 STRENGTHS        



Brand Portfolio Plant Location Effective Distribution Channel Sharply focused positioning of all the products High Quality Products Advanced Plant Technology Patent rights Good Inventory System



WEAKNESS  Lack of proper Incentives  Brindavan Beverage Ltd is unable to cater the demand of Bareilly region properly  After Sales Services  Company is unable to provide credit:  Lack of proper training



OPPOTUNITIES  Launch Fanta Apple  Potential Rural Market



THREAT    



Competitions between Coca-Cola and Pepsi Illegal distribution by some distributor and salesman Better after sales service provided by Pepsi Schemes floated by Pepsi affects the sale of



 SUMMARY OF THE TOPIC



WORKING CAPITAL MANAGEMENT: Every business needs funds for two purposes – for its establishment and to carry out its day–to day operations. Long-term funds are required to create production facilities through purchase of fixed assets such as plant &machinery, land, building, furniture, etc. Investment in these assets represents that part of firm’s capital, which is blocked on a permanent or fixed basis and is called fixed capital.



Funds are also needed for short – term purposes for the purchase of raw material, payment of wages and other day-to-day expanses, etc. These funds are known as working capital. Working capital may be regarded as life-blood of a business. Its effective provision can do much to ensure the success of the business, while its inefficient management can lead not only to loss of profits but also lead to the ultimate downfall of a concern. Hence, working capital management if carried out effectively, efficiently and consistently, will assure the health of an organization.



 MEANING OF WORKING CAPITAL Working capital is commonly defined as the difference between current assets and current liabilities. Efficient working capital management requires that firms should operate with some amount of working capital, the exact amount varying from firm to firm and depending upon other things. For ex:- nature of industry. Capital required for a business can be classified in two main categories viz. 1) Fixed capital 2) Working capital.



CLASSIFICATION OF WORKING CAPITAL Working capital may be classified on two bases:A) On the basis of concept:On the basis of concept, working capital can be classified as,  Gross working capital  Net working capital B) On the basis of time:On the basis of time, working capital can be classified as,  Permanent or fixed working capital  Temporary or variable working capital



 Gross working capital:The gross working capital is the capital invested in the total current assts of the enterprises. Current assets are those assets, which can be converted into cash within a short period, normally an accounting year.



Gross working capital = Total current assets



Net working capital:The term net working capital refers to the excess of current assets over current liabilities, or say, Net working capital = current assets – current liabilities Net working capital can be positive or negative. When the current assets exceed the current liabilities the working capital is positive and the negative working capital results when the current liabilities are more than the current assets. Current liabilities are those liabilities, which are intended to be paid in the ordinary course of business within a short period of normally one accounting year out of the current assets of the income of the business. The gross working capital concept is financial or going concern concept whereas net working capital is an accounting concept of working capital. Both the concepts have their own merits. The gross concept is sometime preferred to the concept of working capital for the following reasons: It enables the enterprise to provide correct amount of working capital at correct time.  Every management is more interested in total current assets with which it has to operate then the sources from where it is made available.



  It takes into consideration of the fact every increase in the funds of the enterprise would increase its working capital.  The concept is also useful in determining the rate of return on investment in working capital. The net working capital concept, however, is also important for the following reasons: It is a qualitative concept, which indicates the firm’s ability to meet its operating expenses the short-term liabilities.  It indicates the margin of protection available to short term creditor  It is an indicator of financial soundness of enterprise.  It is suggesting the need of financing a part of working capital requirement out of the permanent sources of funds.



Permanent or fixed working capital Permanent or fixed capital is the minimum amount, which is required to ensure effective utilization of fixed facilities and for maintaining the circulation of current assets. Every firm has to maintain a minimum level of current assets is called permanent or fixed working capital as this part of working capital is permanently blocked in current assets. As the business, grow the requirement of working capital also increase due to increase in current assets.



Temporary or variable working capital



Temporary or variable working capital is the amount of working capital, which is required to meet the seasonal demands and some special exigencies. Variable working capital can further be



 classified as seasonal working capital and special working capital. The capital required to meet the seasonal need of the enterprise is called the seasonal working capital.Special working capital is that part of working capital which is required to meet special exigencies such as launching of extensive marketing campaign for conducting research etc. Temporary working capital differs from permanent working capital in the sense that it is required for short periods and cannot be permanently employed gainfully in business.



Needs and objectives for working capital Every business needs some amount of working capital. The needs for working capital, arises due to time gap between production and realization of cash from sales. There is an operating cycle involved in sales and realization of cash. There are time gaps in purchases of raw material and production, and sales, and realization of cash.



Thus, working capital is needed for the following purposes: For the purchase of raw material, component and spares.  To pay wages and salaries.  To incur day to day expenses and overhead costs such as fuel, power and office expenses etc.  To meet the selling costs such as packing, advertising etc.  To provide credit facilities to the customers.  To maintain the inventories of raw material, work in progress, store, spares, and finished stock



 For studying the need of working capital in a business, one has to study the business under varying circumstances such as new concern, as a growing and one, which has attained maturity. A new concern requires a lot of funds to meets its initial requirement such as promotion and formation etc. These expenses are called preliminary expenses and are capitalized. The amount needed for working capital depends upon the size of the company and the ambition of its promoters, greater the size of the business unit, generally will be the requirement of the working capital. The requirement of the working capital goes on increasing with the growth and expansion of the business until its gains maturity. At maturity, the amount of working capital required is called normal working capital.



FACTORS DETERMINING THE WORKING CAPITAL REQUIREMENT 1. Nature of business:The management of working capital is very critical in FMCG utility undertaking such as electricity, water supply and railways because they offer cash sales only and supply services not products and no funds are tied up in inventories and receivables. On the other hand, the trading and financial firm requires less investment in fixed assets but have to invest large amounts in current assets. The manufacturing undertaking requires sizable amount of working capital along with fixed investments.



2. Production policy:-



 The determination of working capital needs depends upon the production policy of the business. The demand for certain products is seasonal i.e.; such products are purchased in certain months of a year. For such industries, two types of production policy can be followed. Firstly they can produce the goods in the months of demand or secondly, they produce for the whole year. If the second alternative were followed, it would mean that until the time of demand finishes, product would have to be kept in stock. It would require additional working capital. 3. Length of production cycle:The longer the manufacturing time, the raw material and other supplies have to be carried for a longer time in the process with progressive increment of labor and service costs before the final product is obtained. Therefore, working capital is directly proportional to the length of the manufacturing process. 4. Rate of stock turnover: There is an inverse co-relationship between the quantum of working capital and the velocity or speed with which the sales are effected. A firm having a higher rate of stock turnover will need lower amount of working capital as compared to a firm having a low rate of turnover.



5. Credit policy: Credit policy affects the working capital requirements in two ways: (a)



Terms of credit allowed by customer to the firm,



(b)



Terms of credit available to the firm.



A concern that purchases its requirements on credit and sells its product/services on cash requires lesser amount of working capital and vice-versa.



6. Working capital cycle:-



 The speed with which the working cycle completes one cycle determines the requirements of working capital. Longer the cycle larger is the requirement of working capital.



7. Rate of growth and expansion of business:The larger size businesses require more permanent and variable working capital in comparison to small business. If a company is growing, its working capital requirements will also go on increasing. Thus, the growing concerns require more working capital as compared to the stable industries.



8. Seasonal variation:-



 Generally, during the busy season, a firm requires larger working capital than in the slack season.



9. Business fluctuation:In period of boom, when the business is prosperous, there is a need for larger amount of working capital due to rise in sales, rise in prices, optimistic expansion of business etc. On the contrary in time of depression, the business contracts, sales decline, difficulties are faced in collection from debtors and the firm may have a large amount of working capital idle.



10. Earning capacity and dividend policy:Some firms have more earning capacity then other due to quality of their products, monopoly conditions, etc. Such firms may generate cash profits from operations and contribute to their working capital. The dividend policy also effects the requirement of working capital. A firm maintaining a steady high rate of cash dividend irrespective of its profit needs more working capital than the firm that retains larger part of its profits and does not pay so high rate of cash dividend.



11. Price level changes:Price level changes also affect working capital needs. If the prices of different goods increase, to maintain same level of production, more working capital is needed.



12. Availability of raw material:Availability of raw material on the continuous basis affects the requirement of working capital. There are certain types of raw materials, which are not available regularly. In such a situation firm requires greater working capital to meet the requirements of production. Some raw



 materials are available in particular season only for example wool, cotton, oil seeds, etc. They have to keep greater working capital.



13. Magnitude of profit:Magnitude of profit is different for different businesses. Nature of product, control on the market and ability of managers etc. Determine the quantum of profit. If the profit margin is high, it will help to arrange funds internally, which will also increase the working capital.



14. Other factor:a) Management ability



b) Irregularities of supply



c) Import policy



d) Assets structure



e) Importance of labor



FACTORS AFFECTING WORKING CAPITAL OF BBPL 1) Nature of business: - BBPL is engaged in manufacturing (bottling) of soft drinks hence it needs efficient management of working capital for its day to day operations.



2) Production policy: - production policy, in BBPL, is divided seasons according to the sales made/estimated by the management. Makes the different level of production for different seasons: -



 a) Peak season



b) Lean season



c) Off season



3) Expansion of business:- owners of BBPL always tries to expand their business by manufacturing new products launched by their principals i.e. Coca cola India limited. The company is currently expanding business by manufacturing performs (injections) use in production of plastic bottles.



4) Business fluctuation: - seasonal industries located in geographical area where temperature varies wildly summer being very hot and extremely cold winters. So accordingly demand for product varies as maximize in summer & minimized in winters. 5) Credit policy: - credit allowed by BBPL to its customers is advance payment for sale of aerated water/fruit juices and credit allowed by supplier to the firm varies from 15 days to 1 month.



6) Length of manufacturing cycle: - length of the production cycle is 01 to 02 days so it again increases the working capital requirements.



7) Price level changes: - fluctuation in the price of raw material is quite often which fluctuate working capital requirement. In terms of BBPL, the cost of raw material which is required for manufacturing soft drinks going on high which again increases its working capital requirements.



MANAGEMENT OF WORKING CAPITAL



 Management of working capital means management of all aspects of current assets and current liabilities. Basically, Working capital management is concerned with the problems that arise in attempting to manage the current assets, current liabilities and the interrelationship that exist between them. Financial management should determine the quantum and structure3 of current assets. It should also see that current assets are financed from the proper sources. Management should also see that current liabilities are paid in time, while managing the working capital. The main objective of working capital management is to manage current assets and current liabilities in a manner so that working capital can be kept in a satisfactory level. It is also taken in to account that the working capital should be neither excessive nor inadequate. The amount of current assets should be adequate to pay the current liabilities in time and adequate security margin can be maintained. Accordingly, proper balance among the different constituents of current assets is maintained so that no current has more than require amount invested in it. Management of working capital affects profitability, risk and liquidity of the business significantly. Management should, therefore, maintain proper balance among there factors while managing working capital. If the quantum of working capital is more, it will increase liquidity, but decrease profitability and risk. If working capital relatively declines, it will decrease liquidity but cause an increase in profitability and risk. If business wants to earn more profit, it will have to bear higher risk. Risk means inability of the firm to pay current liabilities in time.



 Working capital management is three dimensional in nature:1) It concerned with the formulation of policies with regard to profitability, Liquidity and risk. 2) It is concerned with the decisions about the composition and level of current assets. 3) It is concerned with the decisions about the composition and level of current liabilities.



Dimensions of working capital



Policies regarding to Profitability, Liquidity and Risk



Composition and level of current liabilities Composition and level of current assets



 EXISTING SYSTEM OF WORKING CAPITAL IN BBPL To maintain the optimum level of working capital in such a organization is really a challenging task. The three basic components that determine the level of working capital in any organization are:-



 Cash  Debtors  Inventory On the basis of our research in the BBPL, these basic components are managed in the organization, in the under mentioned manner.



 TABLE OF WORKING CAPITAL



PARTICULARS CURRENT ASSETS:DEBTORS INVENTORY CASH LOAN & ADVANCES DEPOSITS OTHER C.A. TOTAL



2008



2009



2,297,000



4,26,780



2,38,87,000



3,77,36,000



2,86,000



69,71,000



5,46,42,000



10,32,79,000



38,86,310



30,87,910



2,56,22,000



2,86,73,000



11,06,20,310



18,01,73,690



CURRENT LIABILITIES: CREDITORS



3,87,18,000



2,04,80,000



ADVANCE FROM CUSTOMERS



26,45,000



22,23,000



PROVISIONS



37,44,000



41,98,000



TOTAL NET WORKING CAPITAL



45,107,000



26,901,000



65,513,310



153,272,690



Interpretation: The product portfolio has been increased to include fruit juices in the year 2008due to which company has accommodated huge inventory of fruit pulp and to assure timely procurement, company has made advance payment which has doubled from previous year.



 INTRODUCTION It is very difficult for the organization to sell always on cash basis in today’s competitive market. In almost every business, we have to sell on credit basis.



The basic objective of management of sundry debtor is to optimize the return on investment on this asset. It is obvious that if there are large amounts tied up in sundry debtors, working capital requirement would be high and consequently interest charges will be high. On the other hand if the credit policy is very tight, investment in sundry debtors is low but the sale may be restricted, since the competitors may offer more liberal credit term.



We have limited resources and therefore every resource has its own opportunity cost. Therefore, the management of sundry debtors is an important issue and requires proper policies and efficient execution of such policies. Debtors and cost of debtors have direct relation; cost will increase due to increase in debtors and vice versa. It depends on the credit sale of concern and credit period (collection period) allowed to customer. It is in interest of customer to pay as late as possible, and company whom made sales, would like to collect their debtor as early as possible. There is a conflict between the two aspects.



 Debtor management is the process of finding the equilibrium at which company agrees to receive its payment without hampering or having any adverse effect on its sales and customer agree to pay at their economical buying concept. Sundry debtor level depends on two measure issues: One is volume of credit sales and another is credit period allowed to customer. It is the essence of every business that to sale on credit and allow credit period to the customer in such a competitive market, following factors may be considered before allowing credit period to the customer: -







Nature of the product







Credit worthiness of the customer, which varies from customer to customer.







Quantum of advance received from customers







Credit policy of company, say number of days allowed to customer for payment to the customers.







Cost of debtors







Manufacturing cycle time of the product etc.



 Debtors Management There are mainly three aspects of Management of Debtors: -



1. Credit policy: The credit policy is to determine that in how much time money will be realized from the debtor’s . It involves a tradeoff between the profits on additional sale that arises due to credit being extended on one hand and the cost of carrying those debtors and bad debts losses on the other.;. In BBPL, there is one year contract with organizations that want to relate as dealer/agent. This agreement requires an amount in form of security which is given by the dealer. While placing an order, the dealer has to make advance payment. There are some big dealers, to whom credit is allowed.



2. Credit analysis: This requires determining as how risky is to advance credit to a particular customer. Before the undertaking of any dealer/agent, selling agents (of BBPL) analyses the information about them. It includes the followings: 



What is the existing business of the party.







How much experience they have.







The amount of capital, they have invested







Infrastructure position like: - location, electricity (accessibility), storing.







Minimum load that they will ask to deliver



 



Goodwill position of the party







What is the Storage Capacity of the dealer.







Quality maintenance of the dealer.







Guarantee that is given to BBPL



3. Control of receivables: This requires to the firm to follow up debtors and decide about a suitable credit collection policy. It involves both lying down of credit policy and execution of such policies. In BBPL, Credit is allowed to the bumper sellers (dealers), but after the time placing one order on credit, the dealer cannot place next order (until the payment is made).



There is a cost of maintaining receivables, which comprises cost of:  The company requires additional funds as resources are blocked in receivables, which involves a cost in the form of interest (loan fund) or opportunity cost (own fund).  Administrative cost, which includes record keeping, investigation of credit worthiness etc.  Collection cost,  Defaulting cost or bad debts.



 DEBTORS MANAGEMENT IN BBPL



PARTICULARS Total debtors Turnover



TOTAL TO TURNOVER



2008 22,97,000 24,25,79,000 3.5 days



2009 4,26,780 30,97,50,000 0.5 days



Debtor collection period = Debtors *365 / Turnover Total debtors to turnover are the relationship between total debtors and turnover, in no. of days.



 Interpretation: The reason behind such a ratio is that they, in BBPL, take advance payment from their dealers in either form Cash or draft. Credit facility is allowed in only few conditions like: Bumper sellers (dealers) Long distance (too much of time spending in delivery) & others As stated earlier, BBPL sell the beverages to their dealers and normally, takes the advance payment. But this transaction also creates a hidden debt on the dealer which is that of Empty Bottles. In fact, for example, when BBPL sell 100Rs Coke (to the dealer), they take 100Rs as the advance, and this does not add the value of bottle which may be 400Rs. Steps involved in management of debts: -



The following steps are involved in debtors Management  There should a close contact with the customers.  There should be proper age – wise analysis of the debtors.  There should be proper classification between collectible between collectible debtors and bad debts.  Bad debts should be written off as early as possible after making all efforts for its collection.



  Product cycle should be minimized so that cost of the product should not become high to the agreed amount because of time factor.  There must be a provision of discount for early payment of debts by the customers.  Regular checking of the records of the debtors is essential so as to analysis the current position of that organization.  While making a policy, regarding the debtors the point should be considered that customer having excellent past record, follow the lenient policy is adopted for doubtful customers.  Manage the working capital according to need as recovering the debt from customer as early as possible while, get extension of payment of dues on the company of others as suppliers of raw material as late as possible.



 CREDIT TERMS



CREDIT TERMS



HARSH CREDIT TERMS



Factors to be considered when granting credit



 Past record of the debtors  Image of the debtors  Credit should not provide for the longer period  Whether company can take the load of credit or not



SOFT CREDIT TERMS



 INTRODUCTION Inventories constitute most significant part of current assets, in most of the companies in India. To maintain a large size of inventory, a considerable amount of fund is required. It is, therefore, absolutely imperative to manage inventories efficiently and effectively in order to avoid unnecessary investment. A firm neglecting the management of inventories will be jeopardizing its long-run profitability and may fail ultimately. It is possible for a company to reduce its levels of inventories to a considerable degree, e.g. 10% to 20%, without any adverse effect on production and sales, by using inventory planning and control techniques. The reduction in excessive inventories carries favorable impact o a company’s profitability. There are at least three motives for holding inventories: 1- To facilitates smooth production and sales operation (transaction motive). 2- To guards against the risk of unpredictable changes in usage rate and delivery time (precautionary motive). 3- To make advantage of price fluctuations (speculative motive).



 OBJECTIVE Inventories represent investment of a firm’s funds. The objective of the inventory management should be the maximization of the value of the firm. The firm should therefore consider: (a) Costs, (b) Return, & (c) Risk factors in establishing its inventory policy. Two types of costs are involved in the inventory maintenance: 1- Ordering costs: - requisition, placing of order, transportation, and staff services, ordering costs are fixed per order size increases. 2- Carrying costs: - warehousing, handling, clerical and staff services, insurance and taxes. Carrying cost increases. The firm should minimize the total cost (ordering cost + carrying cost). The economic order quantity (EOQ) of inventory will occur at a point where the total cost is minimum. The following formula can be used to determine EOQ: EOQ= (2AO/C)^1/2 Where, A= annual requirement. O= per order cost C= per unit carrying cost.



When should the firm place an order to replenish inventory?



 The inventory level at which the firm places order to replenish inventory is called reorder point. It depends on (a) The lead time & (b) The usage rate. Under perfect certainty about the usage rate, the instantaneous delivery (i.e. Zero lead time), the reorder point will be =Lead-time * Usage rate + safety stock. The firm should strike a trade-off between the marginal rate of return and marginal cost of funds to determine the level of safety stock. A firm, which carries a number of items in inventory, which differ in value, can follow a selective control system. A selective control system, such as the a-b-c analysis, classifies inventories in to three categories according to the value of item. A- Category consists of highest value items, B- Category consists of high value items, C- Category consists of lowest value items. More categories of inventories can also be created. Tight control may be applied for highvalue items and relatively lose control for low-value items. BBPL holds inventory analyzing with ABC method & VED method both. In ABC analysis, in Group A they keep: Essence



Sugar



Preform



Plastic Closer



CO2



Crown cork



 Pulp (Orange & Mango)



 Function of inventory control Functions to be performed in the field of inventory control are: 1. Setting up norms for carrying inventory. 2. Determining what items to be stocked. 3. Setting rules for inventory replenishments. 4. Receiving, storing and issuing inventory items as needed. 5. Maintaining records of inventory quantities and values. 6. Identifying and deposing of slow moving, non-moving, obsolete or damage inventories. 7. Furnishing summary information on inventory position for control purposes.



INVENTORY MANAGEMENT IN BBPL Inventories are valued at lower of cost or net realizable value except waste which is valued at



estimated realizable value as certified by the management. The basis of determining cost for various categories of inventories in the company are as follows:



Treated Method: - FIRST EXPIRY FIRST OUT



The selling of BBPL changes in different seasons (as mentioned earlier) and the stock level also. They have to increase the inventory level minimum 2 months before the peak season to achieve the target selling. Some advance money to the suppliers also has to be given to continuously receive the raw material.



 Similarly 2 months before the lean season the inventory level is brought down as the selling goes down. The Inventory level is reduced also before the off season come. Let us study the selling ledger to identify the real fluctuation in figures: SALES CHART



BRINDAVAN BEVERAGES P LIMITED 2008-09 Particulars



1-Apr-2008 to 31-Mar-2009 Transactions



Cumulative



Debit



Balance



Credit



Opening Balance April



33,366,483



33,366,483



May



42,746,314



76,112,797



June



36,766,707



112,879,503



July



9,727,499



122,607,002



August



10,719,558



133,326,560



September



10,051,407



143,377,967



October



4,789,250



148,167,217



November



1,991,477



150,158,694



December



1,434,629



151,593,323



January



5,813,385



157,406,708



February



9,582,289



166,988,997



65,935,279



232,924,276



232,924,276



232,924,276



March Grand Total



A sudden change in selling from Feb. (95, 82,000) to march (6,59,35,000) shows that how requirement of inventory changes because of the change in season. This requires a very tight focus in keeping the inventory.



 INVENTORY RECORD OF PAST TWO PARTICULAR



2008



2009



Store & spare parts



-



-



Raw Materials



19,888,000



32,690,000



3,999,000



5,046,000



Finished & Traded goods Waste



-



-



Work in process



-



-



TOTAL



23,887,000



37,736,000



Turnover



242,579,000



309,750,000



40,490,500



49,679,500



Inventory turnover ratio



5.99



6.23



Days of Inventory holding



60.92



58.54



Avg. Inventory



YEARS



 Opening Stock in the year2008 is – 33,20,7000 Inventory turnover ratio= sales / Avg. inventory Days of inventory holding= 365 / Inventory turnover Ratio



Interpretation: From the above table we can see that the days of inventory holding are decreases from 61in 2007 to 59 in 008 which is good for the company because it decrease the cost of kept inventory for the shorter period and company should take measure to control increase in no. of days of inventory holding.



 NEED OF INVENTORY MANAGEMENT  Stiff competition, globalization of trade and liberalization.  Achieving, increasing and positive EVA.  Cost reduction.  Energy conservation  Conservation of natural resources.  Better, work environment.  Improved health and safety.  Enhanced public image.



 MANAGEMENT OF CASH It is the duty of the finance manager to provide adequate cash to all segments of the organization. At the same time, he/she has also to ensure that no funds are blocking in idle cash as this will involve cost in terms of interest to the concern. A sound cash management scheme has to maintain the twin objective of liquidity and cost.



Meaning of Cash Management The term cash management refers to the management of cash and ‘near cash assets’ while cash includes coins, currency notes, cheques, bank drafts, and the demand deposits, the near cash assets include marketable securities and time deposits with banks. Such securities and deposits are easily convertible into cash.



 MOTIVES FOR HOLDING CASH In spite of the fact that cash does not earn any substantial return for the business, it is held by the concern with the following motives. 1. Transaction motive: A Company enters a variety of business transaction resulting both inflow and outflow of cash; at times the cash outflow exceed the cash inflow. In order to meet the business obligations in such situation, it necessary to maintain adequate cash balance. Thus, a firm with the motive of making routine business payments maintains cash balance. 2. Precautionary motive: A firm holds cash balance to meet sudden cash needs arising out of unexpected contingencies such as floods, strikes, obsolesces, sharp increase in prices of raw materials, presentation of bills for payment earlier than expected date. More amount of cash will be kept by the firm if there is more possibility of such contingencies. 3. Speculative motive: A concern should also keep cash balance to take advantage of unexpected business opportunities. Such motive is there of speculative nature. 4. Compensation motive: Banks provide certain services to their customers free of charge. So they usually require the customers to keep minimum cash balance with them which enables them to earn interest and compensate for the free services rendered.



 REASONS OF CASH MANAGEMENT Cash management involves the following four basic problems. 1. Controlling level of cash: One of the basic objectives of cash management is to minimize the level of cash balances with the firm. This objective is sought to be achieved by means of the following: a) Preparing cash budget: Cash budget is the most important device for planning and controlling the use of cash. It involves the future receipts and payments of the firm. On the basis of this information the finance manager can determine the future cash needs of the firm. b) Providing for unpredictable discrepancies: - Cash budget whose discrepancies between cash receipts and payments on the basis of normal business activities. c) Availability of alternative source of funds:- A firm may need not keep large cash balance. If it has arrangements with banks for borrowing money in times of emergencies.



2. Controlling of cash inflow: In order to prevent fraudulent diversion of cash receipt and speeding up collections of cash, an adequate control on cash inflow is necessary. A properly installed internal check system can, to a great extent, a minimize the possibility of fraudulent diversion of cash. Speedier collection of cash can be made possible by adoption of the following two techniques: a) Concentration banking system: It is a system of decentralizing collection of account receivables. According to this system, BBPL offices are authorized to collect the payment from



 the customers, and deposit in the local bank accounts. This system facilities fast movement of funds. This system is good in case of the firms having their spread over a large area. b) Lock box system: This system is more popular in the USA and is further step in speeding up collection of cash. This system has been devised to element delay arising in cash of the concentration banking system on account of a time gap between actual receipt of cheques by the regional collection centers and its deposits in the local bank account. Under this system company hires a post office box and instructs its customers for their remits to the box. It also reduces the chances of frauds in the cash collection process and controls the cash inflows better. In order to avoid the unnecessary pockets of idle funds, the company should maintain minimum number of the bank account



3. Controlling outflows of cash : - An efficient control over cash outflows is equally important for conserving cash and reducing financial requirements. Control over cash outflows signifies slow disbursement in order to control the outflows of cash efficiently, a firm should keep in view the following considerations: a) Centralized system for cash payments: Should be followed as compared to decentralized system in cash of collections. All payments should be made from a single control account, i.e., from the central office of the company. However, the local office of the company may pay local expenses. b) Payment should be made on the due dates: Neither before nor after. The company should neither lose cash discount nor its prestige on account of delayed payments. The company should, therefore, made payments within the terms offered by the suppliers.



 c) Playing float: - Technique should be used by the company for maximizing the availability of funds. The term ‘float’ means the account tied up in checks which have been issued by company but not have been yet been presented for payment by the creditors. As a result of a time lag between issue of a cheque and its actual presentation, the actual bank balance of a firm may be more than the balance shown in the books. The difference is called ‘payment of float’. The longer the ‘float period’ the greater would be the benefit of the firm.



 TOOLS OF CASH CONTROL



1. Cash Budget: It is most significant tool of controlling the use of cash. It provides a comparison between actual and budgeted cash receipts and disbursements locating the points of deviations, if any. The financial manager, after ascertaining the reasons for deviations between the actual and budgeted figures, can take the necessary action to remove.



2. Inflows and outflows of cash : In order to check the change in cash position of the firm from one period to another, a cash flow statement is prepared. It helps management in controlling inflows and outflows of cash.



3. Ratio analysis: Ratio analysis is also an important tool of cash control. Different financial ratios are used for this purpose. There ratios include current ratio, liquidity ratio, receivables turnover ratio, and inventory turnover ratio and cash position ratios.



 Cash Management in BBPL



Brindavan Beverages Private limited is engaged in manufacturing and selling of fast moving consumer goods. Cash is required in bulk for procurement and other manufacturing activities while is usually collected in small quantity from consumers in such kind of industries. To manage the collection of sale proceed company has adopted three way distribution network. Following is the structure of distribution in BBPL: -



BBPL Direct Selling



Depot



Sole Selling Agents



 In Depot: Company is maintaining depots for sales and collection of funds in various remote areas. These depots serve the distributors and FAT agents in case of urgent requirement by distributed storage of finished goods. They also act as cash collection centers of company where nearby distributors are advised to remit funds to depots instead of plant at Bareilly this cash collected at depots is deposited in CBS bank account maintained by the company and information is forwarded on daily basis. Cash disbursals against expenditure are incurred by plant at Bareilly under centralized system of payment except in case of emergency with prior approval of central office.



Sole Selling Agent: Company is selling all the products in their allotted franchise area through sole selling agents appointed on yearly basis. By this channel company is able to collect the sale proceeds well on or before due dates as and when required by the company. Company is also able to mitigate the risk of bad debts through this distribution channel.



Direct Selling: For sale of finished goods to area other than one allotted under franchise agreement, company has adopted direct sales channel and sell directly to bottler of that area. Usually funds are collected in advance through R.T.G.S. mode so as to reduce the float. Beside this for payments company has adopted the policy of making all the payments in excess of Rs.2000/- by way of account payee cheque/ DD except in case of payment of freights where this limit is Rs.19000/-.



 Monitoring of cash is done by use of monthly cash budgeting system. For security of cash company has taken insurance policy for cash in hand at various locations and for cash- intransit.



 ANALYSIS OF CASH MANAGEMENT



Current Ratio Liquidity Ratio



FORMULA



2008



2009



Current assets / current liabilities Liquid assets / current liabilities



110,620,310/ 45,107,000 = 2.45 2,583,000/ 45,107,000 = 0.058



180,173,690/ 26,901,000 = 6.70 7,397,780/ 26,901,000 = 0.275



 INTERPRETATION As we know that the current ratio of any company should revolve around 2:1 and from the above table we can see that the BBPL’s current ratio is too much above the standard. This means that the price of company’s current asset is 6 times of the price of its current liabilities which means that the company can easily meets its current liabilities from its current assets. Now we compare of the company’s position according to the liquidity ratio. As we know the standard of the liquid ratio is 1:1. In case of the company it is quiet lower than standards but in line with the industry that come to 0.3 on annual basis. Cash conversion cycle indicate that company is able to generate the cash back in about 16 days from the day of deployment which is better than that of industry due to efficient collection channel.



 Cash Conversion Cycle The cash conversion cycle is a measure of working capital efficiency, often giving valuable clues about the underlying health of a business. The cycle measures the average number of days that working capital is invested in the operating cycle. It starts by adding days inventory outstanding (DIO) to days sales outstanding (DSO). This is because a company "invests" its cash to acquire/build inventory, but does not collect cash until the inventory is sold and the accounts receivable are finally collected. Receivables are essentially loans extended to customers that consume working capital; therefore, greater levels of DIO and DSO consume more working capital. However, days payable outstanding (DPO), which essentially represent loans from vendors to the company, are subtracted to help offset working capital needs. In summary, the cash conversion cycle is measured in days and equals DIO + DSO – DPO:



 Here we extracted two lines from BBPL’s most recent income statement and a few lines from their working capital accounts. INCOME STATEMENT 2008



2009



Net Sales Cost of Goods Sold (COGS) Assets (from Balance sheet)



242579000 114236000



309750000 153540000



Accounts receivable trade Inventories Liabilities (from Balance sheet)



2297000 23887000



426780 37736000



Accounts payable



38718000



20480000



From Income Statement



Here are the accounts needed to calculate the cash conversion cycle. From the income statement, you need net sales and COGS. From the balance sheet, you need receivables, inventories and payables. Below, we show the two-step calculation. First, we calculate the three turnover



ratios:



receivables



turnover



(sales/average



receivables),



inventory



turnover



(COGS/average inventory) and payables turnover (purchases/average payables). The turnover ratios divide into an average balance because the numerators (such as sales in the receivables turnover) are flow measures over the entire year. Also, for payables turnover, some use COGS/average payables. That's okay, but it's slightly more accurate to divide average payables into purchases, which equals COGS plus the increase in inventory over the year (inventory at end of year minus inventory at beginning of the year). This is better because payables finance all of the operating dollars spent during the period (that is, they are credit extended to the company). And operating dollars, in addition to COGS, may be spent to increase inventory levels.



 The turnover ratios do not mean much in isolation; they are used to compare one company to another. But if you divide the turnover ratios into 365 (for example, 365/receivables turnover), you get the "days outstanding" numbers. Below, for example, a receivable turnover of 227 becomes 2 days sales outstanding (DSO). This number has more meaning; it means that, on average, BBPL collects its receivables in 2 days.



Turnover Ratios:



Receivables (Sales/Avg. Receivables):



227



=3097500/Avg. of [22,97,000 & 4,26,780]



Inventory (COGS/Avg. Inventory):



4.98



=153540000/Avg. of [23887000 & 37736000]



Payables (Purchases/Avg. Payables):



6.2



=183232300/avg. of [38718000 & 20480000]



Day’s Outstanding (365/Turnover Ratios) Days Sales Outstanding (DSO) 365/227 Days Inventory Outstanding (DIO) 365/4.98 Days Payable Outstanding (DPO) 365/6.2 Cash Conversion Cycle



+ 2days +73 days - 57 days = 16 days



Here is a graphic summary of BBPL’s cash conversion cycle for 2008. On average, working capital spent 16 days in BBPL’s operating cycle:



 Traditional analysis of working capital is defensive; it asks, "Can the company meet its shortterm cash obligations?" But working capital accounts also tell you about the operational efficiency of the company. The length of the cash conversion cycle (DSO+DIO-DPO) tells you how much working capital is tied up in ongoing operations. And trends in each of the daysoutstanding numbers may foretell improvements or declines in the health of the business.



 CONCLUSION



Brindavan Beverages P Limited is using best possible tools for efficient and effective management of its working capital. Company has adopted excellent system for appraisal of selling agents so as to collect receivables in time and avoid bad debt losses. Suppliers of raw material and primary packing material are appraised by company on annual basis from the list of suppliers approved from Coca Cola India P Limited (quality approval), these suppliers are limited in numbers so they enjoy monopolistic terms of payments at the time of season due to which company has to provide huge advances for timely procurement of material thereby blocking huge working capital as advance to suppliers. Company should try to negotiate with suppliers and Coca Cola India Limited to break this cartel so as to deploy their working capital more effectively. After completing my project on working capital management in BBPL, I have learnt how to manage working capital in efficient manner. This project helps me in understanding the daily requirement of such a big manufacturing firm in FMCG business.



 BIBLIOGRAPHY & WEBLIOGRAPHY



 I M Pandey, Financial Management.2  V K Bhalla, Working Capital Management.  Hrishikesh Bhattacharya, Working Capital Management – Strategies & Techniques.  Dr. A K Garg, Basic Business Finance  www.google.com  www.cocacola.com  www-scribd.com s



 							    

			

		    

		

            

	            

    




    
	
	    
		
		    ×
		    Report "Coca Cola Management"

		

		
		    
			Your name
			
		    

		    
			Email
			
		    

		    
			Reason
			-Select Reason-
Pornographic
Defamatory
Illegal/Unlawful
Spam
Other Terms Of Service Violation
File a copyright complaint


		    

		    
			Description
			
		    

		    
			
			    

			

		    

		    
		

		
		    Close
		    Send
		

	    

	

    




	
	    
		Copyright © 2024 IDOC.TIPS. All rights reserved.
		
		    About Us | 
		    Privacy Policy |  
		    Terms of Service |  
		    Copyright | 
		    Contact Us | 
		    Cookie Policy
		

	    

	    

	
	
	    
		
		    
			×
			Sign In

		    

		    
			
			    
				Email
				
			    

			    
				Password
				
			    

			    
				
				    
					
					 Remember me
				    
				    Forgot password?
				


			    

			    Sign In
			
	
		    

		

	    

	


	
	
	

	
	

	
	
	
	    Our partners will collect data and use cookies for ad personalization and measurement. Learn how we and our ad partner Google, collect and use data. Agree & close
	

	
	
    