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Abstract: Activity ratios measure company sales per another asset account - the most common asset accounts 

used are accounts receivable, inventory, and total assets. Activity ratios measure the efficiency of the company 
in using its resources. Since most companies invest heavily in accounts receivable or inventory, these accounts 

are used in the denominator of the most popular activity ratios. This article focuses on the importance of activity 

ratios and how it helps the financial managers in decision making process.  

Keywords: Inventory turnover ratio, Average collection periods, Working capital turnover ratio & fixed assets 

turnover ratio. 

 

I. INTRODUCTION & REVIEW 
Finance is one of the most primary requisites of a business and the modern management obviously 

depends largely on the efficient management of the finance. Financial statements are prepared primarily for 

decision making. They play dominant role in setting the frame work of managerial decisions. The finance 

manager has to adhere to the five R’s with regard to money. This right quantity of money for liquidity 

consideration of right quality. Whether owned or borrowed funds. at the right time to preserve solvency from the 
right sources and at the right cost of capital. The term financial analysis is also known as ‘analysis and 

interpretation of financial statements’ refers to the process of determining financial strength and weakness of the 

firm by establishing strategic relationship between the items of the Balance Sheet, Profit and Loss account and 

other operative data. The purpose of financial analysis is to diagnose the information contained in financial 

statements so as to judge the profitability and financial soundness of the firm.  Financial Management is that 

managerial activity which is concerned with the planning and controlling of the firm’s financial resources. 

Though it was a branch of economics till 1890 as a separate or discipline it is of recent origin. Gary W. 

Selnow(2003) examined various approaches to promote retirement investment .His study found that automatic 

enrolment has a good chance of overcoming the natural impediments to wise decisions about retirement 

investments. Douglas A. Hersahey and Hendrik p. Van Dalen(1)in the study explored the Psychological 

mechanisms that underlie the retirement planning and saving tendencies of Dutch and American Workers the 
research suggests that policy analysts should take into account both individual and cultural differences in the 

psychological predispositions of workers when considering Pension reforms that stress individual responsibility 

for planning and saving 

Objectives of Study  

 To analyze the inventory turnover position f the company. 

 To study the average collection period required for a company. 

 To examine the fixed assets turn over position of the company.  

 To identifying the financial strength and weakness of the company.  

 To study the working capital turnover ratio of the company. 

 

II. RESEARCH METHODOLOGY 
Research can be defined as the search for knowledge, or as any systematic investigation, with an open 

mind, to establish novel facts, solve new or existing problems, prove new ideas, or develop new theories, 

usually using a scientific method. The primary purpose for basic research as opposed to applied research is 

discovering, interpreting, and the development of methods and systems for the advancement of human 

knowledge on a wide variety of scientific matters of our world and the universe. 

          The study is based on secondary data. Data pertaining to activity ratio were collected from the balance 

sheet and profit & loss account of Das Limited. The necessary data were obtained from published annual report.  

The data required for the study has been collected from secondary sources and the relevant information were 

taken from annual reports, journals and internet etc.,  
         Tools applied: To have a meaningful analysis and interpretation of various data collected, activity 

ratios were used for this study.  

Limitations 

 As the study is based on secondary data, the inherent limitation of the secondary data would have 

affected the study. 
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 The figures in financial statements are likely to be a least several months out of date, and so might not 

give a proper indication of the company’s current financial position. 

 This study need to be interpreted carefully. They can provide clues to the company’s performance or 

financial situation. But on their own, they cannot show whether performance is good or bad. It requires 

some quantitative information for an informed analysis to be made. 

 

III. DATA ANALYSIS AND INTERPRETATION 
Activity Ratios 

A. Average collection period 

 Average collection period = 360 days__________ 

                                                          Debtors turnover ratio 

Table1: Average collection period 

S.NO YEAR Days Debtors Turnover Ratio Rs. in lakhs Days 

1 1 360 4211.03 0.09 

2 2 360 3100.98 0.12 

3 3 360 4405.70 0.08 

4 4 360 3524.79 0.10 

5 5 360 3667.52 0.10 

The shorter the collection period, the better the quality of debtors. Since a short collection period 

implies the prompt payment by debtors. Here, collection period decrease from 2-3 and increased slightly in the 

year 4-5. Therefore the average collection periods of DAS ltd for the five years are satisfactory. 

B. Inventory Turnover Ratio 
              Inventory Turnover Ratio =      Cost of goods sold 

                                                               Average Inventory 

Table2: Inventory Turnover Ratio 

S.NO YEAR Cost of goods sold Rs. in lakhs Average Inventory Rs. in lakhs Ratio 

1 1 11209.73 3732.19 3.0 

2 2 11939.46 3508.00 3.4 

3 3 13708.36 3537.44 3.88 

4 4 12609.33 3385.92 3.72 

5 5 17543.71 3668.52 4.78 

A higher turnover ratio is always beneficial to the concern. In this the number of times the inventory is 

turned over has been increasing from one year to another year. This increasing turnover indicates immediate 

sales. And in turn activates production process and is responsible for further development in the business. This 

indicates a good inventory policy of the company. 

C. Working Capital Turnover Ratio 

Working capital turnover ratio = Sales___________ 

                                                                Net Working Capital 

Table6: Working Capital Turnover Ratio 

S.NO YEAR Sales Rs. in lakhs Net Working Capital Rs. in lakhs Ratio 

1 1 18262.60 9181.32 1.99 

2 2 19808.5 8181.53 2.42 

3 3 21612.94 8572.61 2.52 

4 4 21885.20 8382.88 2.61 

5 5 30087.56 8044.02 3.74 

The Working Capital Turnover Ratio is increasing year after year. It can be noted that the change is due 

to the fluctuation in sales or current liabilities. These higher ratio are indicators of lower investment of working 
Capital and more profit. Thus, Working Capital Turnover ratios for the five years are satisfactory. 

D. Fixed Assets Turnover Ratio 

Fixed Assets Turnover =Sales________ 

                                                    Net fixed assets 

Table7 Fixed Assets Turnover Ratio 

S.NO YEAR Sales Rs. in lakhs Net Fixed Assets Rs. in lakhs Ratio  

1 1 18262.60 25169.20 0.73 

2 2 19808.50 23599.92 0.84 

3 3 21612.94 23293.33 0.93 

4 4 21885.20 21863.99 1.00 

5 5 30087.56 20245.48 1.49 
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The fixed assets turnover ratio is increasing year after year. The overall higher ratio indicates the 

efficient utilization of the fixed assets. Thus the fixed assets turnover ratio for the five years is satisfactory as 

such there is no under utilization of the fixed assets. 

Major Findings 

 The average collection period is decreasing year after year so it shows the better is the quality of 

debtors as a short collection period and implies quick payment by debtors. 

 The inventory turnover ratio from the five years indicated a good inventory policy and efficiency of 

business operations of the company. 

 The working capital turnover ratio has been increasing during the five years, which indicates that there 

is lowest investment of the working capital and more profit. More profit is in the sense that there is 

higher ratio. 

 The proprietary ratio in all the five years is above the satisfactory level, that is, 50%. It indicates the 

creditors are in a safer side and there is no pressure from them. 

 

IV. CONCLUSION 
The study is made on the topic activity ratio using ratio analysis with five years data in DAS Limited. 

The working capital turnover ratio, average collection period, fixed assets turnover ratio Activity ratios is very 

helpful in evaluating the efficiency and performance in DAS Ltd. The company’s overall position is at a good 

position.  
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