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Abstract:

This paper analyses the financial performance diam paper and paper product companies using data f
CMIE over the period, 2000-01 to 2008-09.The anslysas been conducted from seven key financial
dimensions, namely, financial profitability, capisaructure, operational efficiency, fixed assetagurrent asset
efficiency and liquidity position. .The financiabgormance analysis identifies financial strengtd aveakness

of the firms within paper industry. The study sugfgethat liquidity position and profitability oféhindustry as a
whole are sound and strong ensuring good liquidignagement and better profitability to both investas
well as entrepreneurs. The study reveals that aigh gradually increasing current asset turnoverhesn a
contributing factor responsible for ensuring cutrasset efficiency which means that resources dikeent
assets of the firms of the industry are gettingizatii more efficiently. But, dividend payment beilogver, the
companies need to improve the quantum of dividemgdrent in order to satisfy the investors withodiéeting

the future expansion and modernization programnfeth® sector. Moreover, companies should make a
concerted effort in maximizing assets and miningziiabilities so that overall financial position Wd be
improved.
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1. Introduction:

As a part and parcel of self-appraisal, each aratyeindustry is constantly engaged in search ofstéor
assessing its own current performance. This pedoom can be judged suitably by comparing it wita th
various targets, past achievements and operatpacitg and productivity growth. Business decisioaking
and policy formulation mostly depend on productifieancial and economic indicators. Profitabilifguidity,
capital structure analysis etc. have been recodni&e the main indicators of financial performandean
industry. On the other hand, economic performanae be studied in terms of productivity, efficiency,
technology and technical progress etc. Just as tharo single criterion for judging performancerfprmance
in turn, in whatever manner it is measured, camfbeenced by a number of factors. The financiafgenance
analysis identifies financial strength and weakne$sthe firms within paper industry by establishing
relationship between items of Balance Sheet andit@loss account. Thus, the present paper is otiadu
importance to measure the firm’s liquidity, profility, capital structure, and other indicatorstthige industry
has been running in a rational and normal way @émgwnough returns to the shareholders to mairattleast
its market value.

The Government of India has completely delicerteedpaper industry with effect from July 1997. Thdian
Paper industry is a priority sector for foreignlabbration and foreign equity participation up @01percent
which receives automatic approval by Reserve Bdrkdia. Several fiscal incentives have also bemviped
to the paper industry, particularly to those millsich are based on non-conventional raw materiaé paper
industry is the second industry liberalized in mdifter the cement industry. Much before initiatioh
liberalization process since July, 1991, the papéustry was partially de-licensed in 1984-'85, exsplly the
agro-based paper mills segment. Deli censing wendrd to other segments of the industry in1991sThe
industry has witnessed far-reaching policy charsgaging from a controlled policy regime to a liakzed one.
These changes have affected various fields of tipesaand given a more flexible approach to denisio
making.

1.1 Brief profile of Indian paper and pulp industry:

The paper industry in India is highly energy infgaslt is ranked sixth largest energy consumeahacountry.
The average energy cost for Indian paper millshisud 15-20 percent of total production cost, asresgd0
percent in USA, Sweden, Finland, and other majgseparoducing countries. The Indian paper industry
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accounts for about 1.6 percent of the world’s potidn of paper and paperboard, and is expectedow with
an annual rate of 6-7 percent in near future. $aor provides employment to about 3.5million pedirectly
and indirectly. The paper consumption in Indiatisa 7 kg per capita as against the world aver&&® &g per
capita (Central Pulp and Paper Research Instid@@7). The total output of Indian paper industrali®ut 7.4
MT, with a turnover of about Rs 160 billion. It ddbutes about Rs 25 billion to the state and @ntr
exchequers by way of various duties and taxes. dt ¢apital-intensive, energy-intensive and pahugmitting
industry. The Indian pulp and paper industry reedrd steady average annual growth rate of 5.4'&peaver
the past couple of years. Broadly, there are twedyof paper products: paper and paper boardsjemsbrint.
Paper and paperboard can further be subdividedndigstrial grade (wrapping and packaging, spegiataft
etc.) and cultural (writing and printing) paper.sBd on the installed capacity , the Indian milks eategorized
into two types: (1) large mills(capacity > 100 tesnper day) and (2) small mills(capacity < 100 &mper
day).The number of large paper mills is less aspayed to the small mills that account for 50 peradrthe
production capacity. The production of paper angepaoards increased from 5.56 million tonnes in3203 to
5.79 million tonnes in 2004-'05. The supply and dach projection up to 2015-'16 are 10million toniaes 13
million tonnes respectively, leading to a shortf#il3 million tonnes. The growth rate of writingdaprinting
varieties is expected to be 4-6percent per annuritewhat of industrial paper is estimated to bepgfcent. The
higher growth rate of industrial paper is due te slubstitution of conventional packaging of produzy paper
and paper board. Imports of paper and paper preduete growing over the years. However, it haseased
during 2001-'02 after a fall in 2000-‘01. About 0,800 tonnes of paper was exported in 2000-‘01 ipainthe
neighbouring countries.
In this backdrop, this study attempts to measie financial performance of Indian paper angepgproduct
companies in the light of several financial indie@sl ratios.

2. Statement of the problem:

Analysis of financial performance is immensely ffigant to all stakeholders of a company, espegitil its
common equity investors. Although a company’s penfince can be evaluated from multiple dimensidris, t
study is confined to only financial aspects. Theref it examines how a set of predictor variabled teflect
operating characteristics of companies and stratdgcision of firms’ manager affects multiple measuof
firms’ financial performance. Through a vigilantadysis of its financial performance, firms withimdiustry can
identify opportunities to improve performance otlkeandividual unit. Therefore, ability of a singlmit within
the industry to analyze its financial position $sential for improving its competitive edge in nerarena.

2.1. Objective of the study:
The present study is designed to carry out thebimwad objectives:

To evaluate the financial performance of paper gayger product companies in India during 2000-02G08-
09.

To summarize the findings and offer a conclusion.

More specifically, this paper seeks to highligte fbllowing issues:

To assess the liquidity and profitability trend tfehe firms with the Indian paper and paper padiodustry
To analyze the formation of capital structure

To determine the operational and current assefieficy of financial operation

To determine the factors influencing profitabilibgpital structure and operational efficiency.

The paper is organized as follows: Section 3 plewidata base and methodology, section 4 estiraatks
interprets financial performance of the paper itgud/ajor findings of the analysis are presentecgéction 5
and section 6 depicts the limitation of the stuehyjast, section 7 presents conclusion.

3. Methodology:
3.1. Collection of data:

The present study is based on secondary data salléfomCMIE prowess database. The information provided
by CMIE databasebroadly contains key items from profit and loss€amt and Balance Sheet. Moreover,
additional secondary data were collected from thanual reports, website likewww.sebi.gov.in
www.indiainfoline.comand www.rbi.org.in Bombay Stock Exchange (BSE) official dictionandaCapitaline
database were used to crosscheck and also fillrrgaqm in the dataset.

3.2. Period of the study:
The study is mainly intended to examine the finahpierformance of the Indian paper and paper pitoduc
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industry. The study is carried out for the peridD0-01 t02008-09.The significance of this periegds hardly

to be emphasized as Indian economy had to go thraughase of increasing competition, deregulatioth a
restructuring.

3.3. Selection of sample:

All 133 companies comprising paper industry havenbselected for our study. The firms within thedsai
industry have been selected on the criteria they there either listed in BSE or NSE at least duong study
period having a market capitalization of Rs.1 crarenore.

3.4. Tools and techniques used:

To examine financial performance in the light afulidity, solvency, profitability etc., various teolike ratio
analysis, arithmetic mean, coefficient of variationultiple regression, ‘t’ test have been exterlgivsed .

Statistical analysis:

We tested the hypotheses by using linear multipression technique that models firm performance as
function of profit appropriation, operating efficiey, fixed assets age, current assets efficietiquidity
position. We examine the composite impact of finahindicators on profitability, capital structurand
operating efficiency. Accordingly, multiple regresstechnique has been applied to study the joifitténce of
selected ratios indicating companies’ financial fpenance on profitability, capital structure, optérg
efficiency etc. SPSS version 10.0 software packeageused for all the above purposes.

In order to understand the financial healthaficial analysis of organization has relied on faiainaccounting
information and the use of financial ratios. Finahcatios provide a better performance of orgatize as they
are based on relative performance and adjust édiffierences in size of organization. Using tireeies data,
we can compare these financial ratios across tintk @gbserve changesUsing financial and accounting
information provided in the profit and loss accoamnid Balance Sheet, one can compute a large nuofiber
financial ratios. Often the problem one may fasewhich financial ratio to use, as each one malgcethe
same or different financial performance dimensigkounting and financial analysis literature iplede with
suggestion to use the information contained inrgelaumber of financial ratios, to derive empidigzamaller
number of dimensions necessary to evaluate thenpesthce of an organizations.

Seven financial dimensions which emerged condistésr the nine year period are as follows:

1. Financial Profitability: This factor is composed fofur ratios which are return on net worth, retam
capital employed, return on equity and return dnaltassets. This ratio suggests whether a partidufa is
profitable or not. All these ratios together indecaow the sector is meeting the expectation dftitreholders.

2. Financial structure: This factor is composed dfedént ratios namely, debt-equity ratio, total tédp
capital employed and total debt to net fixed assditsthese ratios show the importance of debthe tapital
structure of paper sector which in turn indicatdsethier firms within paper sector use debt in tlaipital
structure.

3. Operating efficiency: This factor is composed akthratios namely, capital employed turnover, netdf
assets turnover and total assets turnover. Higffiereacy implies higher financial performance aurn on
capital employed is product of PBIT margin andaidfincy ( PBIT/Revenue X Revenue /capital employed).

4. Profit Appropriation: After fixed interest paymendse met, profit is available for distribution. this

factor, two ratios, namely, dividend payout andidiwnd rate tells us how profit is distributed bytees after
meeting all obligations.

5. Fixed assets age: This factor is composed of twiosraamely accumulated depreciation to gross fixed
assets and gross fixed assets to net fixed a8¥etsthe advent of new technologies, paper secasrbecome
more capital intensive. The age of this machinebk@pacity utilization will determine the revenuengrating
ability of the sector.

6. Current assets efficiency: This is measured by adimg two ratios. Current assets turnover and net
current assets turn over. Use of current assetsnies very important since how the sector manageairees
for its day to day operations, depend on curresgtas

7. Liquidity position:

Liquidity is the ability of a company to meet itsost term obligations. One can understand thedityposition
by analyzing the financial statements of a compaily. measure liquidity by two ratios namely, curreatio
and liquid ratio where financial items like currexsisets and current liabilities are required.

[Insert Table-1 Here
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4. Analysis of financial perfor mance:

This section analyses the various financial perforoe indicators in terms of financial ratios untter banner
of profitability, capital structure, operating eféncy, liquidity, profit appropriation, currentsast efficiency,
fixed asset age etc.

[Insert Table-2 here]
4.1. Financial profitability:

In order to remain sustainable, the profit thatamigation generates is the key determinant of firen
performance. A manufacturing sector earns profitee for its survival or for its diversificatiomd expansion.
Moreover, profitability measure of an organizatieran important factor to attract private capitadi é acts as a
useful measure to test the overall efficiency afanufacturing concern. The profit to the managersetite test

of efficiency and a measurement of control to thener, the measure of worth of their investmenthe t
creditors, margin of safety to employees as a soofbenefits, to government a measure of tax ppgapacity

and the basis of legislative action to demand beftality and price cut and to an enterprise lesslersome
source of finance. Therefore, to measure overditieficy by profitability indicators, we use retuon net

worth, return on capital employed and return oaltassets.

4.1.1.Return on equity(ROE):

This measure the returns the shareholders get ercdpital invested in the industry. More precis&@QE
reveals how much profit a company earned in coraparto the total amount of shareholders’ equityntbon
the Balance Sheet. The return on equity figuredaki® account the retained earnings from previmass and
tells investors how effectively their capital isitg reinvested. Thus, it serves as a far bettergganf
management’s adeptness than the annual earningshpee. From the shareholders point of view, retumn
equity is a crucial indicator of profitability ardbtermines whether the shareholders will be abkgttact risk
capital. Our analysis depicts a steady growth oER@mM 2.48% in 2000-01 to 13.51% in 2008-09. T feme
the company under the paper industry that has tagghin on equity is more likely to be one that apable of
generating cash internally. But, high coefficiehtvariation of return on equity (132.55%) is anigative of the
fact that companies within the industry fail to iomlly manage the wealth of the companies with grea
consistency.

4.1.2. Return on capital employed (ROCE):

This measure gives us the return on capital emplared is computed by dividing the PBIT by the calpit
employed. Return on capital employed (ROCE) ist# rthat indicates the efficiency and profitabiliof a
company’s capital investment. In other words, tl@JE ratio is an indicator of how well a companwytigizing
capital to generate revenue.ROCE should normallyhigber than the rate that the companies borrow at,
otherwise any increase in borrowings will reducarsholders’ earnings. High ROCE ( 20% or more) is a
validation of a company's competitive advantagédicates that the company has something spexiaifer -
products or services that command a high retunmsually follows that margins are above average. ffénd of
both capital employed and margins is, thereforesomisiderable importance. From the table-2, itbeen found
that excepting a few years, ROCE gradually incredisen 8.12% in 2000-01 to 11.62% in 2008-09.T henmesf
paper companies with low returns are always sudpecause they are in danger of becoming loss-making
trading conditions further deteriorate. The codédiic of variations of ROCE is 28.41% which showssle
consistency over our study period. This indicaltes tunds accumulated are not managed efficiently.

4.1.3.Return on total asset(ROTA):

It is a ratio that measures a company's earnimdsrd interest and taxes (EBIT) against its to&ll assets
which is an indicator of how profitable a compasyrelative to its total assets. The ratio is cozr®@d an
indicator of how effectively a company is using dssets to generate earnings before contractumgatibhs
must be paid.
The assets of the company are comprised of bothatebequity. Both of these types of financing ased to
fund the operations of the company. The ROTA figgiees investors an idea of how well the company is
converting the money it has to invest into net meo The higher the ROA number, the better, bectuse
company is earning more money on less investmemtindestible asset with negative or lower returmigst
likely to be discontinued by the investors. Thewabtable shows that average return on total as€e¥# which
vary from 3.67 to 9.09%. Coefficient of variatioB0(02%) displays moderate variability of changerowar
study period.
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4.2. Financial structure:

The way in which a company’s assets are finansech as short term borrowings, long term debt amdeos’

equity are called financial structure. The finahstaucture outlines the way the company has deciddinance
its financial requirements. There are two primersesi to finance the companies- debt or borrowiaegsijty or

owners’ fund. The debt creates interest liabilityl af the companies are not in a position to geeeaalequate
surplus, it may face difficulty in meeting theseligations. Moreover, financial structure design lygeater
implications for overall financial health of thegamnization since it ascertains the long term salyesf the

enterprise. We use the following ratios to disdimesfinancial structure of the companies, namegbtequity

ratio, total debt to capital employed and totaltdenet fixed assets.

4.2.1.Debt—equity ratio(DE):

The debt equity ratio is a measure of a compatiygntial leverage calculated by dividing its tdtabilities by
stockholders’ equity. It indicates what proportiohequity and debt the company is using to finaite@ssets
and it is a financial ratio indicating the relatipeoportion of shareholders' equity and debt usefinbnce a
company's assets. A high debt/equity ratio genem#ans that a company has been aggressive irciintpits
growth with debt. This can result in volatile eags as a result of the additional interest expeAsktw
debt/equity ratio usually means that a companybees friendly in financing its growth with debt anbre
aggressive in financing its growth with equity. Tétedy shows that average debt-equity ratio is Wh&h
goes to around 1.53 in 2000-01 but again drops4d th 2008-09.This result indicates that compamighlin
the industry has been aggressive in financingrisvth with debt. Coefficient of variation of debdugty ratio is
7.68% which shows more consistency during the stpdgiod. Lower variability in the debt-equity ratio
indicates proper or efficient management of dehiitgq

4.2.2.Total debt to capital employed (TDCE):

This ratio measures the percent of total capitapleyed that has been financed by debt. Debt tdatatap
employed ratio measures is used in the analysinafcial statements to show the amount of pradecti
available to creditors. The ratio equals total liabilities divided by total stockholders' equity; also called debt to
net worth ratio. A high ratio usually indicates tthiae business has a lot of risk because it must imencipal
and interest on its obligations. Potential creditare reluctant to give financing to a company withigh debt
position. However, the magnitude of debt dependghentype of business. Usually, book value is used
measure a firm's debt and equity securities inutafing the ratio. Market value may be a more stali
measure, however, because it takes into accourgrdunarket conditions. In the study , average tteloapital
employed ratio 0.39 which rises from 0.42 in 2000t6 0.49 in 2008-09.Coefficient of variation ofghratio
over the study period is 15.35% which shows lesaerbility signifying proper and efficient managent of
financial risk.

4.2.3.Total debt to net fixed assets (TDNFA):

Total debt to net fixed assets ratio provides teecgntage of net fixed assets that were financedrégitors,
liabilities, debt. Debt- net fixed asset ratio lie tproportion of total liabilities to total asselisindicates what
proportion of the company’s assets is being findniteough debt. A lower ratio means a majority iskd
assets are financed through equity i.e., its asgetdinanced more through equity rather than delbt higher
ratio means they are financed more by debt. Furtbex it can be interpreted a high ratio as a "lyiglébt
leveraged firm". A higher percentage indicates mekerage and more risk. Companies with high raias
placing themselves at risk, especially in an insirgainterest rate market. Creditors are boundetoagrried if
the company is exposed to a large amount of dethtnaaly demand that the company pay some of it back.
Average of this ratio over the study period is Ovlddich ranges from 0.51 in 2000-01 to 0.62 in 2003t
indicates that more than half of the fixed assetsfimanced by debt and other half is financed ufjfoequity.
Coefficient of variation shows consistency i.e &sgriability over our study period.

4.3. Operational efficiency:

Operational efficiency deals with minimization ofste and maximization of resource capabilitiegyroer to
deliver quality products and services to custom@perational efficiency is concerned with identifyiwasteful
processes and resources that drain the organizafiwafits. Operational efficiency is also concefrngith
designing new work processes that improve quality productivity. Improving operational efficiencyas a
direct impact on the company's profit margins. Hesvelowering costs is a viable option because iaker
wastage contributes to increased cost. This pasnecan be estimated in view of three ratios nanegpital
employed turnover, net fixed assets turnover atad &ssets turnover.

4.3.1.Capital employed turnover (CETO):
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The capital employed turnover gives us a good ifehow the profit the business is earning relateshe
capital the shareholders have invested in the baesinThe prime objective of making investments ny a
business is to obtain satisfactory return on chpiteested. Hence, the return on capital employedsed as a
measure of success of a business in realizingdhjsctive. Return on capital employed establishes t
relationship between the profit and the capital leygd. It indicates the percentage of return onitabp
employed in the business and it can be used to sheveverall profitability and efficiency of the &ness.
Return on capital employed ratio is considered dothe best measure of profitability in order toeassthe
overall performance of the business. It indicatew lwell the management has used the investment imade
owners and creditors into the business. It is conlynosed as a basis for various managerial dedsids the
primary objective of business is to earn profighar the return on capital employed, the more iefiicthe firm
is in using its funds. The ratio can be found fonuamber of years so as to find a trend as to whethe
profitability of the company is improving or othés&. The analysis exemplifies that average capitgbloyed
turnover is very higher (0.97) with greater coresisly which is revealed through lesser coefficidhtasiation
(5.55%).

4.3.2. Net fixed assets turnover (NFATO):

Total revenue to net fixed asset measures a corigpeasnings in relation to all of the fixed rescesdt had at
its disposal. The lower the total earning per rupeassets, the more asset intensive a businebkashigher the
total revenue per rupee of assets, the fewer asgetsive a business is. All things being equa, more assets
intensive a business is, the more money must beeasied into it to continue generating earninge aterage
net fixed asset turnover ratio is1.30 which hasdased form 1.13 in 2000-01 to 1.43 in 2008-09 thiepicts
that efficiency of the firms within paper industngs increased. The result also exemplifies thafficmat of
variation (9.07%) of the said ratio presents cdasisy.

4.3.3.Total assets turnover (TATO):

This ratio is computed by dividing the total reverta total assets. The analytical result showstthatratio has
increased from 0.684 in 2000-01 to 0.824 in 2008sighifying enhancement of operational efficiency.
Coefficient of variation of the ratio is 7.55% whichows more consistency. Lesser variability imltasset
turnover indicates proper and efficient managernéasset.

4. 4.Profit Appropriation:

Two financial ratios, namely dividend pay-out arididend rate indicates the measure of profit appation
parameter.

4.4.1.Dividend pay-out ratio(DIVPAYOUT):

The dividend payout ratio is the percentage ofragany’s net earnings that the company pays to toxess a
dividend. Dividend payout is defined as total dends paid as percent of profit after tax. If ineestlike

immediate income, a higher ratio is preferable; growth investors prefer companies with lower ratios, including

those that pay no dividend at all. Dividends arethas ordinary income, whereas long-term capaalgjare
taxed at a lower rate than ordinary income. Thheset is a tax advantage to long-term growth in $eofnstock
price. High-growth companies tend to have lowebgatpreferring to invest their earnings in additbgrowth.
As a company matures and its earnings plateas, niare likely to declare a dividend or increase ghgout
ratio. If the dividend payout ratio is increasiris implies that the company is maturing and piagron

limited expansion. The analysis exemplifies thatidind pay-out ration abnormally declined from 3i86
2000-01 to 0.96 in 2008-09. High coefficient of iation (266%) signifies abrupt variability over ostudy
period.

4.4.2. Dividend Rate:

The dividend rate is another measure of dividendsitn of the Indian paper industry. It is calcelhtby
dividing dividend paid by paid up value of shareita. Dividend paid is moderate over our studyigemhich
gradually increased from 22% in 2000-01 to 28%00&09.

4.5. Fixed assets age:

Paper industry requires huge amount investmentdohinery and equipment, the age and use of whidh wi
advocate revenue generating ability of the industihyis reflects the capital expenditure requiremeithe
industry in future.

4.5.1. Accumulated depreciation to gross fixed BSe8CDGFA):

This ratio measures the age of fixed assets. Temge of this ratio over our study period is 3.7%6clv ranges
from 3.5% in 2000-01 to 3.7% in 2008-09.1t reflettat asset structure of the paper industry indnslinot too
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old which further ensures that firms within thedustry have enough strength to access over modern
technologies and equipments.

4.5.2.Gross fixed assets to net fixed assets (GRANF

The difference between gross fixed asset to netlfsset is accumulated depreciation which aldectsfthe
asset age. This ratio has improved from 1.47 irD20Dto 1.67 in 2008-09.

4.6. Current assets efficiency:

Efficiency ratios are those which enable the mamage of the company to see whether the resourcéseof
company are getting used efficiently or not. Theref use of current asset would be an importargrohéhant
of paper industry’s performance. Two importantaaturrent asset turnover and net current assebvarnare
used to measure current asset efficiency.

4.6.1.Current assets turnover (CATO):

Current asset turnover is a ratio that indicatew lkdficiently a firm is using its current assets generate
revenue and it shows the productivity of compaiygent asset. It is defined as total revenue divilly total
current assets. The average current asset turi®e81 which has increased from 1.83 in 2000-018® in
2008-09.This is an indication of the fact that tiuerent assets are being used efficiently ovesthdy period.

4.6.2.Net current asset turnover (NCATO):

This ratio slightly declined from 2.63 in 2000-@12.61 in 2008-09 . But coefficient of variation{%%) of the
net turnover ratio shows consistency over our spghod indicating efficiency in current assetiaétion.

4.7. Liquidity position:
Liquidity position is the difference between thersof liquid assets and incoming cash flows on dde and
the outgoing cash flows resulting from commitments the other side measured over a definite period.

Liquidity is the ability to meet short term obliga. The ability of an organization to meet itsightion is
measured by current ratio and liquidity ratio.

4.7.1. Current Ratio (CR):

This ratio is an indication of a company's abilitymeet short-terndebt obligations; the higher the ratio, the
more liquid the company is. Current ratio is eqwaturrent assets divided by current liabiliti€fsthie current
assets of a company are more than current liaslithen that company is generally considered ve lgaod
short-term financial strength. If current liabii§ exceed current assets, then the company mayhabiems in
meeting its short-term obligations. The result shdkat average current ratio is 2.01 which varynfrb.49 in
2000-01 to 2.48 in 20008-09 which indicate that tha@ustry has been able to meet their matured ourre
obligations under the study period .Therefore, aNa@atio suggests good liquidity position of thediistry
which is increasing over time.

4.7.2.Liquid Ratio (LR)

It is the ratio of liquid assets to current liatdds. Liquid ratio is more rigorous test of liquidihan the current
ratio because it eliminates inventories and pregajgenses as a part of current assets. Usuallgtaligjuid
ratio an indication that the firm is liquid and hhs ability to meet its current or liquid liabiéts in time and on
the other hand a low liquidity ratio representst tiiee firm's liquidity position is not good. The aysis
represents that the firms within industry have bable to meet their matured current obligationssisiantly
under the study period.

4.7.8. Financial performance through regression lgais:

In this section, an attempt has been made to exanomposite impact of financial performance indicaton

profitability, capital structure and operationali@éncy. Consequently, multiple regression techridias been
applied to study the joint influence of the seldctatios on profitability, capital structure andeogtional

efficiency and regression coefficients have bestetewith the help of ‘t’ values. Here 4 regresstguations
have been tested taking ROCE,ROTA ,DE and CETGepsritient variables with their respective categtioma
in performance evaluation.

[Insert Table-3 here]

Table 3 reports the result of the regression witmgonents of profitability i.e return on capital gloyed as
dependent variable. The result shows that totalt deb net fixed asset (TDNFA), dividend pay
out(DIVPAYOUT), gross fixed asset to net fixed d@SEANFA), current asset turnover ratio(CATO) as
explanatory variables , have highly significant ipes relation with return on capital employed. Aas
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explanatory variable, fixed asset age, represdmeatcumulated depreciation to gross fixed asgeTHGFA),

has a highly significant negative relation withuret on capital employed. This means that older digne to
their depreciated asset size appear to be havimgr lprofit margin in comparison to newer ones. &a dther
hand, newer firms are enjoying higher profit margincomparison to older one which is an outcome of
employing a different strategy by these young fifet current asset turnover (NCATO) representingecu
asset efficiency and liquid ratio (LR) have sigrdfnt negative relation with return on capital engplh

[Insert Table-4 here]

Table 4 shows that total debt to net fixed ass&NFA) has significant positive relation with retuom total
asset (ROTA) which signifies that for 1 percentrégase in ROTA, TDNFA increases by 20.44 percent.
Similarly, dividend pay out ratio(DIVPAYOUT), diviehd rate(DIVRATE), gross fixed asset to net fixed
asset(GFANFA), current asset turnover (CATO) haositive relation with return on total asset(ROTAhieh
indicates that an increase in these performandieators would have led to an increase in returrtagal
asset(ROTA) which led to an increased accountmagtpbility. On the other hand, net current agsehover
(NCATO) and liquid ratio (LR) have negative effect profitability.

[Insert Table-5 here]

Table 5 presents the results of multiple regressiith debt-equity ratio as dependent variable wheshows
that dividend pay out ratio (DIVPAYOUT), dividendte (DIVRATE) and current asset turnover (CATO) énav
significant negative impact on debt equity raticttod industry. It indicates that an increase intasluity ratio
initiates debt burden in the capital structure ilegdo an increase in firm’s financial and bankayptisk and
interest liability. It will lead to the declina idividend payout, dividend rate and current agsetover. But,
accumulated depreciation to gross fixed assets (BEA), gross fixed asset to net fixed asset (GFANF&X
current asset turnover (NCATO) and liquid ratio JLRave significant positive impact on leverage ebtd
equity ratio.

[Insert Table-6 here]

In table 6, regression result shows that total debhet fixed asset (TDNFA), net current asset duem

(NCATO) and liquid ratio(LR) has significant negagi effect on capital employed turnover. But, divide
payout, dividend rate etc have significant positfiect on capital employed turnover ratio. It medmat with

the increase in capital employed turnover, ratdigtlend as well as dividend payment also incresisieh is a
good sign to the investors.

5. Findings of the study:
A few points emerged from the study:

* It has been found that percentage of debt intabgiructure is not very high indicating low bundef interest
which makes the firms within industry less risky.

» As a measure of profitability, return on equit@{R), return on capital employed(ROCE) and returrtatal
assets(ROTA) are gradually increasing over ouryspetiod which is a good indication to the investas well
as entrepreneurs.

« Total debt to net fixed asset (TDNFA) and totabtto capital employed (TDCE) are very low over #ntire
study period which indicates that majority of assae financed through equity rather than debt.

» The analysis of liquidity position clearly indies that liquid ratio and current ratio are in @wnfity with
ideal liquid ratio of 1:1 and ideal current ratib 231 respectively. This is an indication that fgrwithin the
paper and paper product industry have sufficientidi or current asset to meet liquid or currentiligy which
is a sign of sound liquidity position of the indyst

» Regarding appropriation of profit, it has beersatved that although dividend rate is moderatebhhi
dividend payment is proportionately low signifyititat management perhaps sets an enormous portfnofif
aside for future growth or investment.

» The study suggests that management of the indlsts been able to achieve operational efficiendh w
minimization of waste and maximization of resouce@abilities because three indicators of judgingrafional
efficiency namely, capital employed turnover, riged asset turnover and total asset turnover ardenately
high and showing gradual upward trend over thesyear

» The study reveals that high and gradually indrepsurrent asset turnover has been a contributetpr
responsible for ensuring current asset efficientyctv means that resources like current assetseofittims of
the industry are getting utilized more efficiently.
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» Fixed asset age is a parameter in evaluating fiahperformance which hints possible upcoming mader
technology adoption .The trend in accumulated d@atien to gross fixed asset ratio, an indicatofix#d asset
age, shows that asset structure of the paper mydistindia is not too old which further ensuresitttirms
within the industry have enough strength to acoess modern technologies and equipments.

6. Limitation of the study:

The study is confined to only a single manufacmiimdustry-namely, paper and paper product compdbiea

period of 9 years only -which is based on publiseedondary data taken from Centre for Monitorindidn

Economy (CMIE) in the absence of more reliable biasa. Moreover, the study has not used any cagroolps

for comparison (i.e. industry average or firms vgtimilar characteristics).Statistical data oveorager period of
time is considered adequate to arrive at unbiassditrwhich is lacking in this study. Further rasbain this

area will be a fruitful extension of the preseidy by estimating and comparing with industry ager and the
difference ,if any, could be explores further toide further insight.

7. Conclusion:

In this paper, we have analyzed the financial perémce of Indian paper and paper product comparsigs
data fromCMIE.The study suggests that liquidity position of timglustry as a whole is sound and strong
ensuring good liquidity management. But, dividermyment being lower, the companies need to imprbee t
guantum of dividend payment in order to satisfy theestors without affecting the future expansiord a
modernization programmes of the sector. Moreovempanies should make a concerted effort in maxnmizi
assets and minimizing liabilities so that overafiahcial position could be improved. To improveaficial
position and stability of the industry, equity avied dependability has to be curtailed and propetune of
stake between owners and outsiders has to be neatleassignificant pressure on future cash flow ban
avoided.

In conclusion, this is an exploratory study thadvides interesting insight into the various tacef financial
performance of paper and paper product companikglia which would add to the growing body of knedge
on industry’s performance.
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Table: 1: Statement of Financial ratiosin descriptive form

ROCE Return on capital employed defined by PBITcapital employed
ROE Return on equity defined by profit after taATlPdivided by net worth
ROTA Return on total asset defined by PBIT toltatsets

DE Debt to Equity ratio
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TDCE Total debt to capital employed

TDNFA Total debt to net fixed assets

CETO Capital employed turnover defined as totabree divided by capital employed
NFATO Net fixed assets turnover defined as tota¢neie divided by net fixed assets
TATO Total assets turnover defined as total revetivieled by total assets
DIVPAYOUT Dividend payout defined as total dividengaid as percent of profit after tax
DIVRATE Dividend rate defined as total dividendspescent of paid up share capital
ACDGFA Accumulated depreciation to gross fixedetss

GFANFA Gross fixed assets to net fixed assets

CATO Current assets turnover defined as total regetivided by total current assets
NCATO Net current assets turnover defined as tetaénue divided by net current assets
CR Current ratio defined as current assets to outiabilities

LR Liquid ratio defined as liquid assets to cuatriabilities

Table: 2: Analysis of financial performance of paper and paper product companies:

Financial Profitability

Year 2000-01| 2001-| 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008- | mean CV(%)
02 -03 -04 -05 -06 -07 -08 09

ROE 2.43 -2.20 -6.57 1.56 4.36 11.84 12{20 12.93.513 5.56 132.55

ROCE 8.12 5.96 491 6.9 7.59 10.27 10{80 11.146211.8.60 28.41

ROTA 6.08 4.66 3.67| 5.38/ 6.00 814 8.70 894 9.09.746 30.02

Financial Structure

DE 1.53 1.52 1.60| 152 14 134 124 152 141 614 | 7.68

TDCE 0.42 0.37 0.30| 033 033 038 040 045 049390 15.35

TDNFA 0.51 0.48 0.39| 0.43| 047 052 056 059 0.62.51 14.66

Operating Efficiency

CETO 091 | 0.88| 092 1.02 1.026 1.027 0.97 0.p6 0/90.97 5.55

NFATO 113 | 1.15| 1.18| 1.30{ 140 141 137 134 14330 9.07

TATO 0.684| 0.691 0.692 0.768 0.811 0.814 0.784 #H[79.824| 0.76 7.55

Profit Appropriation

DIVPAYOUT 3.96 | -461| -1.99| 854, 281 09 085 0.910.96 | 1.38 266.96

DIVRATE 0.22 | 0.20 | 0.19| 0.25| 0.25 0.26 031 0.30 80.20.25 16.71

Fixed assets age

ACDGFA 0.035| 0.0377 0.039 0.039 0.034 0.037 0.03703®{ 0.038| 0.037| 4.58

GFANFA 1477 1.478 1572 1638 1.655 1.664 1.61%654]| 1.672| 1.60 4.81

Current assets efficiency

CATO 183 | 1.84| 1.71| 184 183 181 1.70 79 1.86.811 | 3.50

NCATO 263 | 260 | 2.35| 260 267 250 231 258 26254 5.01

Liquidity position

CR 149 | 1.73| 161| 1.83 205 216 236 242 248 12.0 1821

LR 1.09 | 1.06 | 1.04| 1.13| 1.09 0.9$ 107 104 111 71Q 4.18

Source: Own estimate from CMIE database.
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Table: 3: Linear multiple regression coefficients with dependent variable as Return on capital employed

WWww.iiste.org

(ROCE)

Explanatory variables Coefficients t values
(Constant) 2.320 5.800
TDNFA 30.128 254.849
DIVPAYOUT 0.201 69.062
ACDGFA -56.212 -10.284
GFANFA 4.186 31.387
CATO 7.124 15.997
NCATO -6.406 -27.196
LR -9.872 -44.045
Adjusted R 0.97

Dependent Variable: ROCE

Table: 4: Linear multiple regression coefficients with dependent variable as Return on total assets

(ROTA)
Explanatory variables Coefficients t values
(Constant) -0.920 -0.532
TDNFA 20.440 17.523
DIVPAYOUT 0.116 7.286
DIVRATE 10.785 4.026
GFANFA 2.033 2.398
CATO 6.626 3.050
NCATO -4.395 -4.149
LR -9.044 -8.896
Adjusted R 0.98

a Dependent Variable: ROTA

Table:5: Linear multiple regression coefficients with dependent variable as Debt-equity ratio(DE)

Explanatory variables Coefficients t values
(Constant) 1.703 34.779
DIVPAYOUT -4.201E-03 -12.716
DIVRATE -2.639 -74.436
ACDGFA 14.127 19.792
GFANFA 0.793 37.778
CATO -4.392 -79.271
NCATO 2.393 84.692
LR 0.460 16.472
Adjusted R 0.95

a Dependent Variable: DE
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Table: 6: Linear multiple regression coefficients with dependent variable as capital employed turnover
(CETO)

Explanatory variables Coefficients t values
(Constant) 0.114 0.506
TDNFA -0.356 -2.348
DIVPAYOUT 5.189E-03 2.508
DIVRATE 0.746 2.143
GFANTA 0.252 2.286
CATO 0.863 3.058
NCATO -0.314 -2.280
LR -0.310 -2.343
Adjusted R 0.94

a Dependent Variable:CETO
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