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Abstract - The research paper attempts to compare the working capital management, solvency and profitability of four 
private owned and nineteen state owned utilities for the period of 2004-05 to 2013-14. Working capital management is 
explained in terms of liquidity, management efficiency, and solvency whereas profitability is explained by return on capital 
employed. Statistical tools such as mean, standard deviation and Mann Whitney U test are used in this study. The study 
found that there is no significant difference in the management of liquidity (current ratio and liquid ratio), management 
efficiency (working capital turnover ratio, debtors turnover ratio, creditors turnover ratio and collection efficiency), solvency 
(interest coverage ratio) and  profitability (return on capital employed) except in a significant difference is found in the 
management of cash in proportion to current liabilities (absolute cash ratio) and debt equity ratio of private and state owned 
power distribution utilities.  
 
Index terms - Working Capital Management, Liquidity, Management Efficiency, Solvency, Profitability, Power 
Distribution Utilities. 
 
I. INTRODUCTION 
 
The working capital management of a firm is very 
important in determining the level of working capital 
available, which in turn influences performance 
(Tauringana and Afrifa, 2013). The efficient 
management of working capital is always a concern 
for the smooth running of the enterprises. An 
inefficient management of working capital will lead 
to interruption in cash flows and notched supply and 
procurement of raw material, irregularity in payments 
of wage and salaries and ultimate leading to virtual 
stoppage of operations of the businesses (Rathod, 
2008).   
 
The present study aims to explain the importance of 
liquidity, managerial efficiency, management, 
solvency and profitability in power distribution 
utilities in India and is the only revenue earners in 
whole of power industry. Therefore, the performance 
of distribution utilities has a direct impact on the 
financials of power generation and transmission 
utilities. Indeed, there is also a need to know whether 
the state owned power distribution utilities are 
performing better than the privately owned utilities.  
 
II. LITERATURE REVIEW 
 
This study has reviewed research papers from the 
existing literature to understand the research work 
conducted in this field. Few of the relevant studies 
related to this research topic are highlighted below. 
Meenakumari and Kamaraj (2008) attempted to 
measure the relative efficiency using data 
envelopment analysis to find the overall efficiency, 
technical efficiency and scale efficiency of 29 state-

owned electric utilities in India.  Khatik and Jain 
(2009) analyzed the cash management position of 
Madhya Pradesh State Electric Board (MSEB) for the 
period of 1995-96 to 2004-05. It was found that the 
position of financial ratio analysis in MPSEB is not 
satisfactory.  
 
Sudhakar and Sreelatha (2010) analyzed the cost 
structure of power distribution companies in Andhra 
Pradesh for the period of 2000 to 2008.  Saxena and 
Thakur, (2010), stated that electricity distribution 
utilities in India are performing sub-optimally and 
need to be reorganized. Therefore, the power 
generation, transmission and distribution of electricity 
was separated.   Srinivas, K.T. (2013) have attempted 
to study the working capital management using ratio 
analysis of Karnataka Power Corporation limited for 
the period of 2007 to 2012. The study found that 
current ratio and quick ratio are above the standards 
of the ideal ratio.  Further Leon, J.S.A (2013) has 
conducted a comparative study of working capital 
management and found a negative correlation 
between net working capital and net profit and further 
there is no significant impact of net working capital 
on net profit in power and energy sector. 
 
Gurumurthy, N & Reddy J.K. (2014) analyzed the 
status of current assets and current liabilities of the 
four power distribution companies in Andhra Pradesh 
for the period of 2003 to 2012. It is found that the 
liquidity position is weak and unsatisfactory.  The 
literature did not find much literature on working 
capital in power sector. Therefore an attempt is made 
to examine the working capital management and 
compare the short term performance between private 
and state owned power distribution utilities in India. 
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III. OBJECTIVE OF THE STUDY 
 
To compare private and State-owned power 
distribution utilities in terms of liquidity, managerial 
efficiency, solvency and profitability.  

 
IV. HYPOTHESES 
 
1. There is a significant difference between the 
private and state-owned power distribution utilities in 
the management of liquidity.  
2. There is a significant difference between the 
private and state-owned power distribution utilities in 
the management of managerial efficiency. 
3. There is a significant difference between the 
private and state-owned power distribution utilities in 
the management of solvency. 
4. There is a significant difference between the 
private and state-owned power distribution utilities in 
the management of profitability. 
 
V. RESEARCH METHODOLOGY 
 
The nature of the study is descriptive and analytical 
in research. The study has used Judgmental sampling 
method. A sample of 23 power distribution utilities, 
comprising of 4 private and 19 state-owned power 
distribution utilities operating in India was selected. 
The data has been procured form PFC reports for the 
period of 2004-05 to 2014-2015. The sample is 
selected from seven states, namely Andhra Pradesh, 
Gujarat, Karnataka, Madhya Pradesh, Odisha, 
Rajasthan and Telangana. The sample has been 
considered depending upon accessibility to data 
officially. For the analysis of secondary data, mean, 
standard deviation and Mann Whitney U test was 
conducted using SPSS software. Mann-Whitney U 
Test was used, which is a non-parametric test to 
compare differences between two independent groups 
when the dependent variable is either ordinal or 
continuous, but not normally distributed. 
 
VI. DATA ANALYSIS AND RESULTS 
 
The section analyzes data and interprets results 
thereof. The working capital management is 
explained by liquidity and managerial efficiency, 
whereas solvency is explained by debt equity ratio 
and interest coverage ratio and profitability by return 
on capital employed. The Table 1 shows the mean 
and standard deviation of liquidity, management 
efficiency, solvency and profitability of power 
distribution utilities in India. Each variable is 
explained below 
 
Liquidity 
Liquidity is measured by current ratio, liquid ratio 
and absolute liquid ratio. The average current ratio of 
private and state owned utilities is 0.82 and 1.2. The 
mean scores show that the state owned utilities are 

having better liquidity than the private utilities. None 
of the utilities are managing ideal current ratio. The 
standard deviation of private and state owned is 0.34.   

 
Table 1: Liquidity, Managerial Efficiency, Solvency & 

Profitability 
 

                     MEAN  SD 
            Private   State-Owned    Private State-Owned 
CR 0.83        1.21                0.35       0.35 
LR 0.81        1.1  0.33       0.32 
ABL 0.21        0.09  0.09       0.04 
WCTR 18.5        0.86  2.5       5.04 
DTR 5.05        8.7  2.73       7.23 
CTR 2.95        6.37  1.15         6.3 
CE 94.03        94.3  2.52              5.04 
DER -0.94         2.03 0.29               3.32 
ICR 0.44         0.44 0.84        2.14 
ROCE -17.99       -9.34       24.22        20.96 
 
The mean value of liquid ratio indicates that there is 
no much difference in the management of liquidity 
between private and state owned utilities. The 
standard deviation of private and state owned is 0.33 
and 0.32, explaining variation from `the mean.  In this 
sector, inventory contributes a very small proportion 
of current assets. Therefore, there is a negligible 
difference in the current ratio and liquid ratio of both 
private and state owned utilities. The private utilities 
are having higher absolute cash ratio indicating that 
they have higher cash levels in proportion to the 
current liabilities in comparison with state owned 
utilities. Further there is negligible difference in the 
mean values in the sample group utilities. The 
standard deviation indicates that private utilities are 
having more variation than the state owned utilities 
during the study period. 
 
Management Efficiency 
The management efficiency is represented by 
working capital turnover ratio, debtor’s turnover 
ratio, creditor’s turnover ratio and collection 
efficiency. The working capital turnover ratio shows 
huge difference in the mean of private and state 
owned utilities indicating private utilities are utilizing 
their working capital in efficient manner. Further the 
standard deviation indicates that private utilities have 
less variation as compared to state utilities.The mean 
of debtor’s turnover ratio shows that state owned 
utilities are better in collection of debtors but they 
lack consistency as compared to private utilities 
during the study period. A higher debtor turnover 
ratio is an indicator of speedy collection of dues from 
consumers and vice-versa.The state utilities have 
higher average creditor turnover ratio as compared to 
private utilities.  It indicates that state utilities are 
prompt in making payments to creditors. In other 
words private utilities delay their payments to 
creditors to enjoy liquidity for the duration of time 
the creditors dues are hold.  In power distribution 
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companies, there is always liquidity problem; 
therefore, delaying payments to creditors will help 
them in the short run. Further the standard deviation 
show huge variation in the payment of creditors 
among the state utilities as compared to private 
utilities. The state and private utilities are having no 
difference in the collection efficiency. Further the 
state utilities show higher variation in collection 
efficiency as compared to private utilities. A 
consistent and higher collection will lead to less bad 
debts and improve liquidity.  
 
Solvency 
The average debt equity ratio of private utilities is 
negative with a small variation during the study 
period. The state utilities have positive debt equity 
ratio of 2.03 with a standard deviation of 3.32. A high 
deviation is found in state utilities as compared to 
private utilities.  A negative debt equity ratio 
indicates that the utility has negative net worth due to 
consistent losses in distribution utilities.  It signifies 
that the utilities can be facing financial problems. A 
lower debt to equity ratio leads to financially stable 
business and provides safety to creditors, whereas, 
higher debt to equity ratio explains that the creditors 
are at risk because it shows that the investors have 
funded lesser in comparison to creditors. According 
to power Finance Corporation, if the interest coverage 
ratio is less than 1.25, then the management is 
considered to be inefficient in discharging its interest 
obligations. The interest coverage ratio is 0.44 in 
respect of both the sample groups. It indicates that 
these utilities are facing net operating losses and 
therefore fail to service debt. In future it will lead to 
bankruptcy. Therefore these utilities have to 
strengthen their financial resources to improve 
interest paying capacity. The standard deviation of 
state utilities is 2.14 whereas private utilities are 0.84.   
 
Return on Capital Employed 
Both the sample groups have shown negative average 
return on capital employed. It indicates the utilities 
are facing losses and the management is inefficient to 
run utilities effectively. The standard deviation shows 
the private utilities have more variation than the state 
utilities in managing return on capital employed.  
 
Comparison of Liquidity, Managerial Efficiency, 
Solvency and profitability 
The Table 1 shows the results of Mann Whitney U 
test. It is used to test whether there is a difference in 
the management of liquidity, management efficiency, 
solvency and profitability of private and state-owned 
power distribution utilities.   The averages of each 
variable of the utility for the period of 2004-05 to 
2014-15 were taken.  The results of Mann Whitney U 
test show that there is no significant difference in the 
management of liquidity (current ratio and liquid 
ratio), management efficiency (working capital 
turnover ratio, debtors turnover ratio, creditors 

turnover ratio and collection efficiency), solvency 
(interest coverage ratio) and profitability (return on 
capital employed) except the absolute cash ratio (cash 
in proportion to current liabilities) and debt equity 
ratio of private and state owned power distribution 
utilities. The mean rank of state owned power 
distribution utilities is more than the private utilities; 
indicating that the state utilities are managing 
liquidity, efficiency, solvency and profitability better 
in comparison to private utilities.  
 

Table 2. Mann-Whitney U Test 
 Mean Rank Sig. Decision 
 Private State-owned   

CA  6.5 13.16     0.81     Reject 
QR  7.5 12.95     0.16     Reject 
ALR  19.13 10.5     0.01       Accept 
WCTR  11.5 12.11     0.9    Reject 
DTR  9.75 12.47     0.5    Reject 
CTR  7.25 10.73     0.3    Reject 
CE  9 12.63     0.3  Reject 
DER  5.5 13.37     0.03       Accept 
ICR  9.63 12.5    0.45     Reject 
ROCE  8.5 12.74    0.28      Reject 

 
CONCLUSION 
 
The study found that there is difference in the way 
cash is managed in proportion to current liabilities 
and debt equity. Although the performance of 
liquidity, management efficiency, solvency and 
profitability of the private and state owned utilities 
are unsatisfactory, the rank mean shows that state 
owned utilities are performing better when compared 
to private utilities. It is suggested that the utilities 
improve liquidity, speed-up collections from 
consumers and improve their interest paying capacity. 
Additional the utilities should delay their payments to 
creditors to manage short term liquidity. Further 
research can be done comparative studies can be done 
in between and within private and state owned power 
distribution utilities.  
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