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A STUDY ON IMPACT OF CASH MANAGEMENT PRACTICE ON FINANCIAL 
PERFORMANCE OF SELECTED STEEL COMPANIES 

ABSTRACT: 

In the present study researcher take sample of two steel company with the object to measure the impact of 
cash related ratio on net profit of them. Secondary data in the form of annual report is collected for the 
period starting from 2008-09 to 2017-18. To fulfill this objective different ratio related to cash and net profit 
are workout as well as regression and coefficient analysis is also done. Findings of the study reveal that 
except cash conversion cycle and cash earning retention ratio, other ratio like current ratio and dividend 
payout ratio cash profit has positive impact on net profit ratio of the company. 

Keywords: Cash Conversion Cycle, Net Profit, Cash Earning Retention Ratio.  

INTRODUCTION 

 There are many different ways available with the business to manage the cash and take maximum 
benefit of it in form of increase in the profit of the business. No matter which type of the business is, 
effective management of cash is basic requirement for healthy life of business. When the cash is hold by 
company some important aspects are need to be consider as the access or deficit of cash holding has 
negative impact on the working of business. As the cash, no matter in which form it is, consider as a life 
blood of the business it is necessary to pay proper attention on it. When companies pay the debt and get 
the cash from its debtors in proper timing, which means get the amount from debtors earlier and pay to 
creditors afterwards enables the company to use the cash properly. Whereas paying first and getting cash 
from debtors later is putting company into struggle. Thus company try to get more credit period from 
creditors and give the less credit period to its debtors so company can smoothly run its business.  

 Effective cash management results into good profit of the company. As the profit is one of the basic 
goal of any business organization, every effort of the company is in the directions to increase the profit, to 
achieve that goal, effective management of cash and having proper cash balance are very useful. Cash 
budget, Cash flow statement are widely used by the business to achieve the right cash balance for 
business. 

MEANING OF CASH FLOW 

 Cash flow define the flow of cash in the business. From where the cash is come and where 
company spend the cash is known from cash flow. In the financial statement presented by the company, 
one is cash flow statement this statement includes three activity related with cash flow which is 
operating activity, investing activity and financial activity. From this cash flow statement financial 
manger gets the idea about the movement of the cash and detect the activity which is negatively affects 
the cash flow. Main aim of cash flow is to have proper cash balance with the company and try to detect 
the problems of cash management.  

REVIEW OF RELATED LITERATURE 

1. Rooplata P, Dr. R. Sathya (2016) found in their research paper that Nestle India Ltd. had satisfactory 
financial position which is derived from analyses based on liquidity ratio, solvency ratio, activity ratio 
and profitability ratio. 
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This study was based on the secondary data taken from the CMIE, annual reports and other 
related publications 2011 to 2015 five years data were used in this study.  

2. Criscent Ike Kya (2016) wrote in research paper on effect of working capital management on the 
performance of food and beverage industries in Nigeria. Study focused on working capital 
management impact on firm performance using Nestle Food Nigeria Plc as a case study. Period 
covered under study was 2004-2013 for which secondary data was collected. Behavioral Finance 
Theory, Economic Order Quantity (EOQ) Model and Theory of Capital Movement used in the study. 

Study reveals that management of working capital is important to business organization 
performance and it recommend that company should pay more attention on the management of quick 
ratio because its management indicates the best way of measuring the amount of the most liquid 
current assets which can meet current liabilities. 

3. Dr. Arega Seyoum, Tadele Tesfay, Tadesse Kassahun (2016) conducted a research on 10 food complex 
manufacturing firms in Addis Ababa (capital & largest city of Ethiopia). 5 years secondary data (2009-
2013) collected from annual financial statement were analyzed by using descriptive statistics, pearson 
correlation and multiple regression analysis. 

Study found that managers of food complex business can increase the profitability of their firms 
with the help of shortening the cash conversion cycle, inventory conversion period and receivables 
collection period. At the same time by lengthening the payables deferral period, profitability cannot be 
increased. 

4. Jeyan Suganya S.N. (2016), found in his research paper that with decrease in period of cash conversion 
cycle other than considering the current ratio and quick ratio, profitability can increase by the selected 
companies and enhance shareholder’s wealth.  

For this research, 20 listed companies in Sri Lanka: Evidence from standard and poor’s index 
companies for a period from 2011 to 2015 were collected. Researcher used Pearson’s Correlation, 
Descriptive Statistics, Regression Analysis used to analyse data. It was also found that cash conversion 
cycle has a significant negative effect on profitability of selected companies. 

5. Osundina Jacob Ademola (2014) conducted a research on food and beverages manufacturing firms 
listed on the Nigerian Stock Exchange. Researcher used (2002 to 2011) 10 years secondary data of 120 
firms. The aim of the study was to measure impact of working capital management on profitability of 
firms. 

Unlike to other research findings, this study found that cash conversion cycle and net operating 
profit had positive but insignificant relationship and strong positive and significant relationship 
between working capital management and net operating profit. Inventory conversion period, account 
payment period have insignificant negative relationship with net operation profit and significant 
negative relationship between account collection period and net operating profit.  

RESEARCH GAP 

By considering various aspect about cash management and its effect on profitability. The 
researcher found that there is still scope for further research. Past studies occasionally use cash 
conversion cycle in there study, so research take that aspect in this study with ten years data which 
ultimately provides reliable result.   

SAMPLE PROFILE 

JSW Steel Ltd. 

JSW Steel Ltd. is basically the flagship company of around $11 billion JSW Group, JSW Steel is one 
of the India's leading integrated steel manufacturers company with a capacity of 18 MTPA. JSW Steel Ltd. 
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is one of the fastest growing companies in India with a presence in over 140 countries. Company is 
owned by the JSW Group based in Mumbai, Maharashtra, India. JSW Steel, after merger of ISPAT steel, has 
become second largest private sector steel company in India. With a $11 billion conglomerate, presence 
across India, South America & Africa and USA, the JSW Group is a part of the O.P. Jindal Group which has 
strong presence across core economic sectors, namely, Steel, Cement, Energy, Infrastructure and Sports & 
Ventures. History of company start from 1982, when Piramal Steel Ltd. was acquired by the Jindal Group, 
which operated as mini steel mill at Tarapur in Maharashtra which was renamed after as Jindal Iron and 
Steel Company (JISCO). 

First Steel plant was set up by The Group in 1982 at Vasind near Mumbai. After which, it acquired 
Piramal Steel Limited, which operated a mini steel mill at Tarapur in Maharashtra. The Jindals, who had 
wide experience in the steel industry, renamed it as Jindal Iron and Steel Co. Ltd. (JISCO). Jindal 
Vijayanagar Steel Limited was set up in 1994. 

SAIL 

 Established in 1954 Steel Authority of India (SAIL) is largest state owned iron ore producer of 
India. SAIL has all plants with ISO certification and mines network of the company is consider as second 
largest mines network of the country. Variety of the company’s product includes cold and hold rolled 
sheets as well as coils, electrical sheets, railway products, galvanized sheets, structural, plates, stainless 
steel bars & rods and other alloy steel. Company also produces flat and long steel products which is in 
demand in the international market as well as in domestic market.  

 Plants of the company located in West Bengal, Chhattisgarh, Tamil Nadu, Karnataka and 
Jharkhand. SAIL has Maharashtra Elektrosmelt as its subsidiary. SAIL has a joint venture with many big 
companies like Tata Steel, NTPC, BMW industries, Manganese Ore, Jaiprakash Associates and Damodar 
Valley Corporation.  

Measurement of variables and abbreviation 

Table-1 

A table showing measurement of variables and abbreviation 

Variable Abbreviation 
Cash Conversion Cycle CCC 
Current Ratio CR 
Cash Earning Retention Ratio CERR 
Dividend Payout Ratio Cash Profit DPRCP 
Net Profit Ratio NP 

 
RESEARCH METHODOLOGY 

1. Objectives of study 
Following are the objectives of the study 

1. To know about cash management and its various elements. 
2. To measure the impact of Cash Conversion Cycle on profitability of selected sample. 
3. To measure the impact of Current Ratio on Profitability of selected sample. 
4. To measure the impact of Cash Earning Retention Ratio on profitability of selected sample. 
5. To measure the impact of Dividend Payout Ratio Cash Profit on profitability of selected sample. 

2. Hypothesis 
Researcher formulate following hypothesis to test the impact of different aspect under the study. 

Null Hypothesis 
H0: There is no significant impact of Cash Conversion Cycle on profitability of selected sample. 
H0: There is no significant impact of Current Ratio on profitability of selected sample. 
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H0: There is no significant impact of Cash Earning Retention Ratio on profitability of selected sample. 
H0: There is no significant impact of dividend payout ratio cash profit on profitability of selected 
3. Period of study 

Ten years starting from 2008-09 to 2017-18 is taken for this research.  
4. Scope of study 

All the steel manufacturing companies in India stand as a population for the study out of 
which researcher take two companies namely JSW Steel Ltd. and SAIL with the help of convenience 
sampling for this study.  

5. Tools and Techniques 
In this study various ratio like current ratio, cash earning retention ratio, dividend payout 

ratio cash profit and cash conversion cycle are used. The different statistical tool like regression, 
coefficient of correlation etc. are used for analyze the data and check the hypothesis. 

6. Data collection and Analysis 
In this research secondary data is collected from the official website of SAIL And JSW Steel 

Ltd. and other related websites.  
7. Findings and conclusion 

Researcher conclude the research and shows the findings of the study.  
 
DATA ANALYSIS 

Table-2 
A table showing Descriptive Statistics 

 

 

 

 

 
 

Table-2 shows descriptive statistics. The Cash Conversion Cycle shows mean 62.45 that is around 
62 days. Here the cash conversion cycle explain that on an average 62 days are required for collecting 
amount from debtors. The average current ratio is 0.92 which indicates average condition of current 
assets against current liabilityas standard position of current ratio should be 2:1. The mean of cash 
earning retention ratio which is 93.77%, this indicate how much cash is actual available in total retention 
of the company. Dividend payout ratio cash profit shows how much cash used to pay the dividend as it 
takes cash profit to calculate the dividend payment. The mean of this ratio is 8.01 and standard deviation 
is 15.04. 
 

Table-3 
A table showing Model Summery 

Model R 
R 

Square 
Adjusted R 

Square 
Std. Error of 
the Estimate 

Change Statistics 
Durbin-
Watson 

R Square 
Change 

F 
Change 

df1 df2 
Sig. F 

Change 

1 .893a .798 .744 3.38 .798 14.814 4 15 .000 2.209 
a. Predictors: (Constant), DPRCP, CCC, CR, CERR 

b. Dependent Variable: NP 
 

Basically, regression analysis is the process of forming a mathematical model or function which 
can be used to predict or determine one variable with the use of another variable or other variables. 
Regression is a statistical method used for estimating the relationship between one or more independent 

 Mean Std. Deviation N 
NP 4.21 6.68 20 
CCC 62.45 36.34 20 
CR 0.92 0.36 20 
CERR 93.77 14.62 20 
DPRCP 8.01 15.04 20 
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(predictor) variables and a dependent (criterion) variable. Various values (terms) of regression are 
explained below.  

 R: R is the square root of R-squared and is the correlation between the observed and predicated 
values of the dependent variable. 

The coefficient (0.893) is positive which imply that there is a significant direct relationship 
between the cash management factor and net profit. 

 R-square: R-square is the proportion of variance in the dependent variable (net profit) which can be 
predicted from the independent variables (predictors). The value indicate that 79.8% of the variance 
in net profit can be predicted from the predictor variables. R-square is also called the coefficient of 
determination. (cortinhas & black 2012).  

 Adjusted R-square: Adjusted R-square explain that as predictors are added to the model, each 
predictor will explain some of the variance in the dependent variable simply due to chance. Thus one 
could continue to add predictors to the model which would continue to improve the ability of the 
predictors to explain the dependent variable, although sometimes increase in R-square would be 
simply due to chance variation in that particular sample. 

Here, the adjusted R-square used to yield a more honest value to estimate the R-squared for the 
population. The value of R-square was 0.798, while the value of Adjusted R-square was 0.744.  

To check whether the regression model is fit for the data collected or not, validation of R² is 
necessary. As per the general rule, 0% R² shows none of the variability of the response data around its 
mean and 100% R² indicate that the model explains all the variability of the response data around its 
mean. It is general tendency that higher percentage of R², the better the model fits to the data but it is not 
always be the true as R² may be higher as more variable added in the model. 

In this study, the value of R² is 0.893 which indicate that model is fits to the data collected, on the 
basis of which further analysis can easily be done. P value which is also referred as observed significance 
level is used to obtain statistical conclusion in hypothesis testing.  

Table-4 
A table showing Analysis of Variancea 

Model 
Sum of 

Squares 
df 

Mean 
Square 

F Sig. 

1 

Regressio
n 

677.03 4 169.26 14.81 .000b 

Residual 171.38 15 11.43   
Total 848.40 19    

a. Dependent Variable: NP 
b. Predictors: (Constant), DPRCP, CCC, CR, CERR 

 

 F and Sig.: F and Sig.: The F-Value is 14.81. The p-value associated with this F-value is 0.000. This 
values are used to determine that whether the independent variables reliably predict the dependent 
variable or not. 

The P-value is compared to the alpha level (typically 0.05) and if smaller, it can be concluded that 
the predictors can be used to give a good indication of performance since the significance value is less 
than 0.05. It can be stated that the independent variables predict the dependent variable. 
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Table-5 
A table showing coefficients 

Model 
Unstandardized Coefficients 

Standardized 
Coefficients t Sig. 

B Std. Error Beta 

1 

(Constant) 77.549 20.982  3.696 .002 
CCC -.054 .024 -.293 -2.237 .041 
CR 5.015 2.569 .270 1.952 .070 
CERR -.750 .201 -1.641 -3.732 .002 
DPRCP -.531 .192 -1.195 -2.772 .014 

a. Dependent Variable: NP 
 

The statement in above table regarding cash management practices were chosen from the 
data instrument to be tested in this regression analysis as it was most likely to affect the profitability of a 
business.  

 

Dependent variable: Net Profit Ratio. 

The first variable (constant) represents the constant, also referred to in textbooks as the Y 
intercept, the height of the regression line when it crosses the Y axis. In other words, this is the predicted 
value of Net Profit Ratio when all other statements are 0.  

β – These are the values for the regression equation for predicting dependent variable from the 
independent variable. These are called unstandardized coefficient because they were measured in their 
natural units. As such, the coefficient cannot be compared with one another to determine which one was 
more influential in the model, because they can be measured on different scales. 

These estimates inform one about the relationship between the independent variables an the dependent 
variable. These estimates indicate the amount of increase in the Net Profit Ratio that would be predicted 
by a 1 unit increase in the predictor. 

Std. error – These are the standard errors associated with the coefficients. The standard error is used for 
testing whether the parameter was significantly different from 0 by dividing the parameter estimate by 
the standard error to obtain a T-value (column T-values and P-values). 

T and Sig. – These columns provide the T-value and 2 tailed P-value used in testing the null hypothesis 
that the coefficient/parameter is 0. Coefficient having P-values less than alpha are statistically significant 
for a two tail test.  

Y(predicted)= b0+b1*×1+b2*×2+b3*×3+b4*×4 

Net profit ratio(predicted) = 77.549 – 0.054 CCC +5.015 CR – 0.75 CERR-0.531 DPRCP.  

This equation estimate the relationship about independent variable and dependent variable. 

These estimates indicate the amount of increase in Net Profit Ratio that would be predicted by a 1 unit 
increase in the predictor.   

“CCC”- The coefficient (Parameter estimate) was 0.054. So, for every unit increase in cash conversion 
cycle, a 0.054 unit increase in Net Profit Ratio was predicted, holding all other variable constant. 

CR- the coefficient (Parameter estimate) was 5.015. So, for every unit increase in current ratio, a 5.015 
unit decrease in Net Profit Ratio was predicted, holding all other variables constant. (It does not matter at 
what value one holds the other statement constant, because it is a linear model).  
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CERR- the coefficient (Parameter estimate) was 0.750. So, for every unit increase in cash earning 
retention ratio, a 0.750 unit increase in Net Profit Ratio was predicted, holding all other variables 
constant. (It does not matter at what value one holds the other statement constant, because it is a linear 
model).  

DPRCP- the coefficient (parameter estimate) was -0.531. So, for every unit increase in dividend payout 
ratio cash profit, a -0.531 unit increase in Net Profit Ratio was predicted, holding all other variable 
constant. (It does not matter at what value one holds the statement constant because it is linear model).  

 
Table-6 

A table showing correlations 

 NP CCC CR CERR DPRCP 

NP 
Pearson Correlation 1 -.393 .637** -.582** .371 

Sig. (2-tailed)  .087 .003 .007 .107 
N 20 20 20 20 20 

CCC 
Pearson Correlation -.393 1 -.083 -.165 .291 

Sig. (2-tailed) .087  .727 .487 .213 
N 20 20 20 20 20 

CR 
Pearson Correlation .637** -.083 1 -.457* .341 

Sig. (2-tailed) .003 .727  .043 .141 
N 20 20 20 20 20 

CERR 
Pearson Correlation -.582** -.165 -.457* 1 -.950** 

Sig. (2-tailed) .007 .487 .043  .000 
N 20 20 20 20 20 

DPRCP 
Pearson Correlation .371 .291 .341 -.950** 1 

Sig. (2-tailed) .107 .213 .141 .000  
N 20 20 20 20 20 

**. Correlation is significant at the 0.01 level (2-tailed). 
*. Correlation is significant at the 0.05 level (2-tailed). 

 

In the above table, Positive values indicate a directly proportional relationship between the 
variables and a negative value indicates an inverse relationship. 

All significant relationship are indicated by a * or **. A (*) correlation is significant at the 0.05 level 
(2-tailed). A (**) correlation is significant at the 0.01 level (2-tailed).  

For the pearsons correlation, two factor namely dependent and independent are used. The net 
profit is dependent factor whereas cash conversion cycle, current ratio, cash earning retention ratio and 
dividend payout ratio cash profit are independent factor. 

The net profit having positive relation with current ratio and dividend payout ratio which reveal 
that by increase in current ratio and dividend payout ratio the net profit can also be increase. On other 
side, net profit ratio shows the negative relation with the cash conversion cycle and cash earning 
retention ratio.  

HYPOTHESIS TESTING 

To check the hypothesis formulated by researcher, pearsons correlation analysis is use. On the 
basis of significance value obtained by the correlation, it can be decide that whether the null hypothesis is 
rejected or not rejected. 

Following table shows whether the null hypothesis is rejected or not rejected. 
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- Null Hypothesis Result 

H0 
There is no significant impact of Cash Conversion Cycle on profitability of selected 
sample. 

Not 
Rejected 

H0 There is no significant impact of Current Ratio on profitability of selected sample. Rejected 

H0 
There is no significant impact of Cash Earning Retention Ratio on profitability of 
selected sample. 

Not 
Rejected 

H0 
There is no significant impact of dividend payout ratio cash profit on profitability of 
selected 

Rejected 
 

First hypothesis is not rejected which means that the cash conversion cycle does not having 
significant impact on net profit of the firm.  

The second hypothesis is get rejected which shows that there is significant impact of current ratio 
on net profit of selected companies. Through the better management of current ratio net profit of the firm 
can be increased.   

The third hypothesis is not rejected which indicate that cash earning retention ratio has no 
significant impact on net profit.  

The fourth hypothesis is got rejected which means there is a significant impact of dividend payout 
ratio cash profit on the net profit of the company. Company can improve the net profit by effectively 
managing dividend payment.  

FINDINGS  

The study conducted on two steel companies of India for which data for the ten annual report 
(2008-09 to 2017-18) are collected. The researcher find that the cash management practices of the 
selected company is having impact on the net profit of the companies. The correlation shows that the 
change in respective ratio brings the relatively change in the net profit of the company.  

With -0.393 CCC shows negative relation with the net profit which indicate that change in CCC will 
negatively change the Net profit. Similarly, the cash earning retention ratio is having negative relation 
with net profit ratio with -0.582 correlation which indicates that by change in the retention ratio the net 
profit of the companies behave negatively.  

Current ratio and dividend payout ratio shows positive relation with net profit which means 
change in both of this ratio brings positive change in the net profit of the company. 

CONCLUSION 

From the analysis of the data related to various element of cash management practices, it can be 
conclude that there is scope to increase profitability by managing the cash more efficiently. Company 
need to focus on its more stable cash management strategies which ultimately helps to effective 
management of cash in future.  
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