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Abstract- Profitability of the manufacturing company is very
essential to satisfy the return to the investors and to maintain
liquidity of the company. The present study examines the
variables which are influencing profitability of the study unit
since as processing unit it is necessary to examine the operating
cost and operating profit. Knowing Earnings before Interest
and Tax to Interest is also necessary to identify the ability of the
concern to pay interest without affecting the return to the
shareholders as it affects the returns to the equity and finally
leads to insolvency. The study examines the causes of sickness
and closure of the study unit with reference to profitability
related variables by taking the published annual data from the
website of the company from 1990-91 to 2002-03 and the
suggestions given in this paper may be helpful to the companies
involving in processing of sugars especially in the areas
relating to operational cost in future.
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I. INTRODUCTION

Profit making is the main objective of business. Aim
of every business concern is to earn maximum profits in
absolute terms and also in relative terms i.e., profit is to be
maximum in terms of risks undertaken and capital employed.
In the words of Lord Keynes, “profit is the engine that drives
the business enterprise”. A business needs profit not only for
its existence but also for expansion and diversification. The
investors want an adequate return on their investments workers
want higher wages, creditors want higher security for their
interest and loan and so on. Profits are, thus, a useful measure
of overall efficiency of a business. Profits to the management
are the test of efficiency and a measurement of control; to
employees, a source of fringe benefits; to government, a
measure of tax-paying capacity and the basis of legislative
action ;to customers, a hint to demand for better quality and
price cuts; to an enterprise, less cumbersome source of finance
for growth and existence and finally to the country, profit are
an index of economic progress profitability ratios are calculated
to measure the overall efficiency of the business. Generally,
profitability ratios are calculated either in relation to sales or in
relation to investment. Ability to make maximum profit from
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optimum utilization of resources by a business concern is
termed as “Profitability”. Profit is an absolute measure of
earnings capacity .Profitability depends on sales, costs and
utilization of resources. Profitability analysis  consists of
different elements i.e., study of sales, cost of goods sold,
analysis of gross margin on sales, analysis of operating
expenses, operating profit and analysis of profit in relation to
capital employed.

Profits are the goal of every business firm. They
indicate a firm’s progress. They are the criterion to judge the
effectiveness of management .From the owner’s point of view;
profits measure the worth of their investment. Profits enhance
the value of their ‘wealth’ in terms of shares or goodwill.
Creditors and lenders are reassured by profits of a firm. They
provide ‘safety net’ for them. For employees, profits imply job
security, better working conditions and remuneration. For the
society, Profitable firms provide stability and employment
opportunities to the people.

Il. RESEARCH DESIGN

The present paper analysed by the secondary data
published by the sample study unit from 1990-91 to 2002-03.
The data is available from the company website. It is a
analytical study.

I1l. MARSHALLING OF DATA

The following table — 1 inferred that the Gross profit
is highly fluctuating and ranging from -34.49 crores to 4.71
crores. Sales during the study period are also highly fluctuating
from zero to 151.48 crores. Gross profit ratio is ranging from -
34.49 per cent to 15.12 per cent. The operating profit of the
study unit during the study period is highly fluctuating and
ranging from -110.31 crores to 15.81 crores and the capital
employed into the business is ranging from 24.86 crores to 128
crores which are reflected in overall profitability ratio ranges
from -41.47 per cent to 24.86 per cent. For the last five years
of the study period the investors were getting negative return on
their investments.
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The net profit of the study period ranges from -39.24
crores to 2.04 crores; shareholders fund ranges from -17.64
crores to 40.34 crores. Percentage of Return on shareholders’
fund is also highly fluctuating even from -202.76 per cent. For
the last 8 years of the study period, profit after interest and tax
have only negative values. In the years 1999-00, 2001-02 and
2002-03 both shareholders’ fund and profit after tax have
negative values only. The net profit is ranging from 2.04 crores
to -39.24 crores. The total assets invested into the business is
ranging from 24.86 crores to 48.54 crores and the return on total
assets ranges from -63.67 per cent to 4.94 per cent.

The operating expenses of the study unit during the
study period is surprisingly noted that in all the years of the
study period operating expenses are more than the net sales and
ranging from 3.85 crores to 309.9 crores. Sales of the study unit
range from 0 to 151.48 crores. The proportion of operating
expenses to sales ranges from 184.85 per cent to 271.62 per
cent. The operating profit of the study units varies from -10.31
crores to 15.81 crores. Sales is also having high fluctuations
from 0 151.48 crores. The proportion of operating profit to
sales varies from -116.57 per cent to 22.41 per cent.

The net profit for the first 5 years of the study period
is positive and the remaining 8 years of the study period it has
negative value and ranges from -39.25 crores to 2.04 crores.
Sales during the study period are also highly fluctuating from
zero to 151.48 crores. Net profit ratio for the first five years of
the period is positive and the remaining 8 years of the study
period it has negative value and ranging from -235.37 per cent
to 5.06 crores.

The EBIT ranges from-12.85 crores to 12.37 crores.
Fixed Interest charges paid by the company during the study
period ranges from -26.4 crores to 1.74 crores. Interest
Coverage Ratio lies between -447.70 times to 178 times. For
the first 8 years of the study period the company was in a
position to pay interest out of the profit earned before paying
interest and tax and for the subsequent 5 years of the study
period the company was unable to pay interest out of the EBIT.
The selling and administration expenses have fluctuating trend
ranging from 0.51 crores to 4.35 crores. Sales during the study
period are also highly fluctuating from zero to 151.48 crores.
The proportion of selling and distribution expenses to sales is
ranging from 2.47 per cent to 75.91 percent.

Sales during the study period are also highly
fluctuating from zero to 151.48 crores. The cash inflow of the
study unit during the study period ranges from -34.49 crores to
4.19 crores. The proportion of cash inflow to sales is raging
from - 154.87 per cent to 14.46 per cent.
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Table — 1 Measurement of Operational Efficiency of Ponni
Sugars (Orissa) Limited

Return

Gross | Overall | Refurnon Ooeni Operating | Net | Interest | Sellingand | Cash
Yew | Profit | profitability | shareholders’ ol m:i 8 it | Puoft Coverage | administrative | Profit
Ratio ratio funds W8I0 Rt | Rato | R expenses ratio | Ratio

assefs
199091 | 1512 Pl 98 430 | 18784 | 24 6| 17880 697
19192 | 107 156 122 4% | 2306 | 1973 430 | 17535 647
199293 | 8% 1347 1165 409 | 18485 | 163 430 | 1679 4 831
199394 | 1261 B34 44 168 | 19166 | 1991 18 | 194 648 780
199495 | 8% 1 L7 081 | 411 1638 18 | In4 [ h)
19959 | 4 18 1230 40019207 300 J4 11 519 54
1997 | 28 667 A8 260 ) M6 0 BB 4N | (B i Pt
199798 | 082 1134 191 200 ) 9846 0 DN | X | R 436 030
199899 | -1TH 147 846 IS8T 081 0 L69 | N8 | ALY 350 1106
199900 | 2276 410 D616 | 3814 JMS | AM | 2501 | 486 w -0
200001 | 14694 | -1660 006 69 | 2706 | LLI6T | (16631 | 4410 1391 14695
001402 | -15487 26 M G1776 ) 1B9E 996 | BS3T | BRA3 1841 15487
200003 - 4147 8973 63,67 - - - -379.69 - -

Note: Figures are representing n pecentages

Suurce: Computed Based on Secondary data Published by the Pow Sugars (Orssa) Limited

IV. SUGGESTIONS AND CONCLUSION

Gross profit ratio is less than 20 per cent throughout
the study period; the concern would concentrate on reducing
direct cost involved in production. The company would utilize
the capital employed into the business effectively in order to
more profitability ratio. During the whole study period
Operating expenses are higher than sales. The company did not
concentrate on controlling the expenditure. The company who
has taken over the company should concentrate on the
expenditure part which is one of the components to maintain
liquidity.

The Ponni Sugars (Orissa) Limited is launched in the
year 1982 and it took sick co-operative sugar mill, Bargarh in
1991. The company spent more on direct and indirect expenses
and finally it was unable to pay interest out of Earnings before
Interest and Tax. Finally the debts were transferred to Ponni
(Erode) Limited and Ponni’s Co-operative sugar mill Bargarah
was taken over by BIJAYANANDA co-operative, Bolangir.
Financial Planning and working capital management and
keeping the optimum capital structure are vital for avoiding
sickness and closure. One company avoid sickness if they have
proper financial control mechanism in every aspects cost
elements, and financial structure.
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