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ABSTRACT

This study investigates how effective working capital management contributes to cost optimization at Ashok Leyland Ltd., Hosur, over the period 2020-2024. By
analysing components like current assets and current liabilities, the research assesses their influence on liquidity, operational efficiency, and financial stability.
Tools such as Ratio Analysis (Current Ratio, Quick Ratio, Inventory Turnover, Receivables Turnover, Payables Turnover, Cash Conversion Cycle), Trend Analysis,
and Comparative Balance Sheet Analysis were employed. Findings reveal that improvements in managing inventory, receivables, and payables helped reduce costs
and shorten the cash conversion cycle, leading to enhanced financial performance. The study underscores the importance of strategic working capital control in
driving cost efficiency for manufacturing firms.

Key words: Working Capital Management, Cost Optimization, Liquidity, Inventory Turnover, Receivables Management, Payables Turnover, Cash
Conversion Cycle, Financial Performance, Ashok Leyland, Manufacturing Industry.

INTRODUCTION

Effective working capital management is essential for cost optimization and financial stability in manufacturing firms. It involves managing components
like inventory, receivables, and payables to ensure liquidity and minimize operational and financing costs. This study focuses on Ashok Leyland Ltd.,
Hosur, analysing how efficient working capital practices from 2020 to 2024 have helped reduce costs and improve cash flow. Using tools like ratio
analysis, trend analysis, and comparative balance sheets, the study highlights that streamlined inventory control, faster receivables collection, and timely
payments significantly enhance cost efficiency and overall financial performance.

RESEARCH BACKGROUND

Working capital management plays a vital role in the financial health of manufacturing companies, especially in capital-intensive industries like
automotive manufacturing. Firms like Ashok Leyland must maintain an optimal balance between current assets and liabilities to ensure uninterrupted
operations and cost control. In recent years, increasing market competition, supply chain disruptions, and rising input costs have made efficient working
capital management more critical than ever. By optimizing inventory levels, accelerating receivables, and managing payables effectively, companies can
reduce borrowing needs and enhance profitability. This study explores how Ashok Leyland has managed its working capital over the last five years to
achieve cost optimization and sustain operational efficiency.

GLOBAL TRADE DYANAMICS AND EXPORT OPPORTUNITIES

The global automotive industry is undergoing rapid transformation driven by technological advancements, stricter environmental regulations, and shifting
demand toward commercial and electric vehicles. Emerging economies, infrastructure growth, and increasing demand for durable transport solutions
have opened up significant export opportunities for Indian manufacturers like Ashok Leyland. With its strong production capabilities and cost-effective
engineering, Ashok Leyland is well-positioned to expand in international markets across Africa, the Middle East, and Southeast Asia. Exporting not only
diversifies revenue streams but also helps in achieving economies of scale and improving profitability, making global trade an essential avenue for growth.
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IDENTIFIED PROBLEM

Despite being a major player in the commercial vehicle segment, Ashok Leyland faces challenges in maintaining optimal working capital due to
fluctuating market demand, rising input costs, supply chain disruptions, and delayed receivables. Inefficient management of inventory and payables can
lead to increased holding costs and reliance on short-term borrowing, impacting profitability. The absence of a streamlined working capital strategy may
hinder cost optimization and operational efficiency. This study seeks to identify gaps in current practices and evaluate how better working capital
management can reduce financial strain and enhance overall performance.

OBJECTIVES OF THE STUDY

Examine the working capital management practices followed by the Finance Department. Analyze inventory valuation, receivables, and payables
management from a financial control perspective. Assess the financial impact of working capital efficiency on cost reduction. Study the link between
liquidity management and profitability using financial ratios. ldentify gaps in financial planning and suggest improvements for better cost control.

REVIEW OF LITERATURE

Kaur, P., & Mehta, R. (2018): Integrating cost optimization into strategic planning. This study discusses the critical role of integrating cost control into
strategic planning for organizations. It argues that when cost optimization is embedded into the long-term strategic goals of a company, it can significantly
enhance profit margins and improve financial health. The authors suggest that a structured approach to cost management can help organizations navigate
financial challenges and maintain competitive advantage.

Sharma, A., & Tiwari, S. (2019): Impact of overhead cost reduction on profitability. The paper focuses on how systematic reductions in overhead and
indirect costs can lead to increased profitability. It emphasizes the importance of financial discipline and continuous performance monitoring. The authors
found that reducing non-productive overheads can directly enhance a company's bottom line, making it a vital aspect of cost management strategies.

Raghavan, V., & Kumar, S. (2021): Real-time variance analysis in dynamic budgeting. This research highlights the importance of real-time variance
analysis in dynamic budgeting, particularly in industries where quick financial adjustments are necessary. The study demonstrates how flexible budgeting,
combined with real-time analysis of variances, can identify inefficiencies early on and help in making rapid financial adjustments to optimize resource
allocation.

Mitra, D., & Joshi, K. (2020): Operational efficiency through cost leadership strategy. The paper examines cost leadership as a key competitive
strategy, where firms reduce unit-level costs to achieve greater profitability and improve market competitiveness. It provides a comprehensive analysis
of how cost leadership strategies can improve operational efficiency and position companies better in the competitive market by reducing operational
costs.

Patel, A., & Arora, M. (2018): Working capital turnover and liquidity enhancement. This study emphasizes the importance of working capital turnover
in improving liquidity. By enhancing working capital turnover, companies can reduce their dependence on external financing, ultimately reducing
financing costs. The paper suggests that effective synchronization of receivables and payables is essential to improving liquidity and overall financial
health.

Nair, R., & Sinha, P. (2020): Reducing cash conversion cycles in manufacturing. The research investigates how shortening the cash conversion cycle
(CCC) can enhance cash flow and reduce reliance on external financing. The study advocates for strategies like timely invoicing, maintaining strict credit
policies, and efficient inventory management to reduce CCC and improve financial stability in manufacturing companies.

Rajan, L., & D’Souza, F. (2022): Receivables and inventory management for efficiency. This paper emphasizes the need for efficient management of
receivables and inventory to improve operational performance. The authors argue that lean inventory management and quick receivables collection are
crucial for enhancing the cash flow, reducing carrying costs, and improving overall operational efficiency.

Kapoor, M. (2021): Working capital planning in seasonal industries. This study examines the impact of seasonality on working capital planning. It
highlights the need for aligning working capital strategies with seasonal sales cycles to prevent cash flow issues and ensure adequate liquidity during
peak demand periods. The research provides insights into managing working capital in industries with significant seasonal fluctuations.

Narayanan, V., & Joshi, S. (2019): Credit policy reviews and inventory risks. The authors discuss how delays in collections and excessive inventory
levels can expose companies to financial risks. The paper advocates for periodic credit policy reviews and inventory management practices to reduce
these risks. It emphasizes the importance of aligning credit policies with working capital strategies to maintain financial health.

Prakash, T., & Nandini, R. (2021): Inflow-outflow mismatches and financing cost. The study focuses on the challenges arising from mismatches
between cash inflows and outflows. It illustrates how such mismatches lead to a reliance on costly external financing. The paper suggests better cash flow
management and coordination to mitigate financing costs and reduce reliance on external capital.
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Agarwal, D., & Roy, B. (2023): Liquidity buffers and economic uncertainty. This paper discusses the importance of maintaining liquidity buffers in
working capital management to withstand macroeconomic shocks. The authors emphasize the need for liquidity reserves to manage risks in uncertain
economic environments and reduce exposure to market volatility.

Goyal, M. (2018): Current asset structure and solvency implications. The research explores how a weak current asset base increases insolvency risk. It
recommends maintaining optimal current ratios and a strong structure of current assets to reduce the likelihood of financial distress. The study highlights
the importance of managing current assets effectively to maintain solvency.

Sekar, N., & Balu, K. (2018): Cost centre inefficiencies in large enterprises. This paper identifies inefficiencies in cost centers within large enterprises
and offers solutions for addressing them. It suggests implementing centralized tracking systems to monitor costs more effectively and reduce inefficiencies
in resource allocation.

Thomas, A., & Karthik, R. (2022): Economies of scale through centralization. The authors demonstrate how centralizing procurement and logistics
functions can help large firms achieve economies of scale, reduce duplication of efforts, and realize cost savings. The study emphasizes centralization as
a key strategy for improving cost efficiency in large organizations.

Mitra, A., & Srinivasan, S. (2024): Tailoring working capital strategies by business unit. This study suggests that a one-size-fits-all approach to working
capital management may not be effective across all business units. The authors advocate for customizing working capital strategies based on the specific
needs and characteristics of each business unit to prevent idle cash and improve efficiency.

D’Costa, J. (2020): Standardizing cost procedures in multi-location firms. This paper emphasizes the importance of consistent cost procedures across
multiple locations to eliminate inefficiencies. The author advocates for standardized procedures and regular cross-branch audits to ensure cost control
measures are uniformly applied across all branches.

Gupta, R., & Banerjee, T. (2019): Receivables cycles in Indian vs global firms. The authors compare receivables cycles between Indian and global
firms, finding that Indian firms tend to have longer cycles. They recommend hybrid best-practice models that combine global standards with local
practices to improve receivables management and working capital efficiency.

Menon, S., & Jacob, P. (2020): Customizing international cost control tools. This study suggests that international cost control tools must be adapted to
suit local economic and legal conditions. The authors emphasize the importance of customizing global cost control techniques to ensure they are effective
in local contexts.

Singh, V., & Khan, A. (2022): Conservative liquidity in emerging markets. The paper argues that overly aggressive optimization of working capital can
be risky, especially in volatile emerging markets. It advocates for maintaining conservative liquidity buffers to manage uncertainty and safeguard against
financial risks in unpredictable economies.

EY India (2023): Digital transformation and working capital cycles. The industry report by EY highlights how digital transformation and automation
tools are helping Indian firms optimize their working capital cycles. By integrating digital tools, firms can streamline processes, reduce working capital
requirements, and improve overall financial efficiency.

Desai, M., & Rao, H. (2019): ERP integration for financial transparency. The research discusses how the integration of Enterprise Resource Planning
(ERP) systems improves financial transparency, accelerates financial processes, and enhances efficiency across departments. The study suggests that
ERP systems play a key role in streamlining financial management practices.

Mohan, P., & Thakur, D. (2021): Role of Al in demand forecasting and cost savings. This study examines how Avrtificial Intelligence (Al) is being used
to improve demand forecasting, which in turn reduces excess inventory and better aligns supply with demand. The authors argue that Al can lead to
substantial cost savings by enhancing inventory management and reducing waste. Reddy, S., & Chauhan, R. (2024): RPA and financial process
optimization. The research explores the role of Robotic Process Automation (RPA) in optimizing financial processes. It demonstrates how RPA can
reduce errors, speed up operations, and lower administrative costs by automating repetitive tasks and improving operational efficiency.

Chopra, L. (2022): Predictive analytics in procurement planning. This paper discusses the use of predictive analytics in procurement planning, helping
companies improve vendor selection, refine cost estimates, and optimize procurement strategies. The study highlights how data-driven decision-making
can significantly enhance procurement efficiency and reduce costs.

Verma, N., & lyer, K. (2023): Data analytics for efficient capital allocation. The research explores the use of data analytics to improve capital allocation
decisions. By leveraging analytics, firms can improve forecast accuracy, better allocate resources, and make more informed decisions about working
capital management to optimize cost allocation.

RESEARCH GAP

The current literature reveals several notable gaps in the domain of working capital management and cost optimization, particularly within the Indian
manufacturing sector. There is a lack of recent, industry-specific studies that comprehensively address the nuances of working capital practices and their
cost implications. Moreover, most existing research fails to integrate cost optimization strategies with individual components of working capital such as
inventory, receivables, and payables. The practical implementation of financial tools and systems like ERP to enhance working capital efficiency remains
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insufficiently explored. Additionally, there is an absence of long-term, multi-year financial analyses (2018-2024) that could uncover significant trends
and patterns in cost optimization. Technological advancements such as Al, predictive analytics, and automation, which hold transformative potential for
improving working capital efficiency, have been underexplored in this context. Furthermore, the connection between working capital metrics and strategic
financial decision-making is minimally established in the literature. Localized research that takes into account the macroeconomic and regulatory
influences specific to Indian manufacturing firms is also scarce. Finally, there is a notable dearth of empirical studies evaluating the effectiveness of
integrated working capital policies in achieving cost efficiency.

RESEARCH GAP

Temporal Financial Impact: investigate how exporting affects the engineered quartz companies’ finance over a time, considering global demand and
currency fluctuations. Regional Financial Variations: compare the financial benefits of export across different regions to identify varying impacts on
engineering quarts firm. Specific Export Incentives: explore target financial incentives, like tax break or subsidies, provided to engineered quartz
manufacturers for exporting. Consumers Preferences Influences: study how regional consumer tastes and market maturity levels affect financial returns
from exporting engineered quartz products. Government Policies Impact: examine how policies and support programs in regions like the US, Europe and
Asian influence financial outcomes for engineered quartz exporters.

RESEARCH METHODOLOGY

Descriptive research design is a research method aimed at describing the characteristics of a phenomenon or the relationship between variables without
influencing or manipulating them. It provides a detailed, accurate account of the subject under study. In this study, we employed the project type
of Applied & Descriptive Research / Industry-Oriented Project (Finance).

This study depends on the Analytical & Descriptive project nature. This project focuses on Cost Optimization, Working Capital Efficiency, and Financial
Performance Evaluation.

In this research, we used the Secondary data as follows:

®  Financial Statements (Balance Sheet & Profit and Loss Account)

(] Inventory Turnover Reports

®  Accounts Receivables and Payables Data

e  Annual Reports of Ashok Leyland Ltd

e  Industry Benchmarking Reports

e  Regulatory Filings

This study contains the period of five years from FY 2019-2020 to FY 2023-2024.
In this research, we have been employing the following research tools:

Ratio Analysis -To assess financial efficiency and working capital performance.
Trend Analysis -To track changes in receivables, payables, and inventory over five years.

Comparative Balance Sheet Analysis -To compare year-wise financials and identify cost optimization opportunities.

LIMITATION OF THE STUDY

The study is limited to examining the working capital management practices of Ashok Leyland Ltd, specifically at Hosur Unit 2, which may not fully
represent the challenges or strategies employed in other units of the organization. Due to the limited public availability of complete financial data, certain
figures were assumed or approximated, which may impact the overall accuracy of the analysis. The research covers only a five-year period from FY
2019-2020 to FY 2023-2024, which may not sufficiently reflect long-term trends or the effects of infrequent financial disruptions and broader economic
cycles. Additionally, external factors such as inflation, changes in government policies, fluctuations in interest rates, and geopolitical influences were not
considered, although they can significantly affect working capital dynamics. The study also excludes the impact of market fluctuations, economic
downturns, or recessions, which might offer alternative perspectives on financial management. Moreover, the granularity of financial data available for
analysis was limited, restricting deeper insights into specific areas of working capital management.

DATA ANALYSIS AND INTERPRETATION

TABLE: 1 CURRENT RATIO
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The Current Ratio is a financial metric that measures a company’s ability to pay its short-term obligation (liabilities) with its short-term assets.

It is an important indicator of a company’s liquidity and financial health.

Current Assets: are resources that can be converted into cash or used up within a year. This includes cash, accounts receivable, and inventory.

Current Liabilities: are the company's obligations that must be settled within a year, such as accounts payable, short-term loans, and other short-term

debts.

FORMULA: Current Ratio =

Current Assets
current liabilities

Year Current Assets (%) Current Liabilities (%) Current Ratio
2019-2020 1,99,49,237 54,68,256 3.65
2020-2021 2,39,43,226 61,36,489 3.90
2021-2022 2,64,30,000 87,93,000 3.00
2022-2023 2,82,70,945 56,28,366 5.02
2023-2024 3,00,00,000 60,00,000 5.00
current ratio
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30000000
25000000
20000000
15000000
10000000
5000000
0
Year 2019-2020 2020-2021 2021-2022 2022-2023

Interpretation:

«* The current ratio has increased over the years, indicating an improvement in liquidity.

7

TABLE :2 WORKING CAPIT.

AL

2023-2024

*%* In 2022-2023, the ratio jumped to 5.02, signaling that Ashok Leyland has more than enough current assets to meet its short-term liabilities.

Working Capital is a financial metric that represents the difference between a company's current assets and current liabilities. It is a key measure
of a company's liquidity, operational efficiency, and short-term financial health.

Where:

Current Assets: are assets that are expected to be converted into cash or used up within one year, such as cash, accounts receivable, and inventory.

Current Liabilities: are obligations that need to be settled within one year, such as accounts payable, short-term loans, and other short-term debts.

Formula:
Working Capital = Current Assets — Current Liabilities
Year Current Assets (%) Current Liabilities () Working Capital %)
2019-2020 1,99,49,237 54,68,256 1,44,80,981
2020-2021 2,39,43,226 61,36,489 1,78,06,737
2021-2022 2,64,30,000 87,93,000 1,76,37,000
2022-2023 2,82,70,945 56,28,366 2,26,42,579
2023-2024 3,00,00,000 60,00,000 2,40,00,000
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WORKING CAPITAL
4,00,00,000
3,00,00,000
2,00,00,000
1,00,00,000 I I I I I I I
. ] u [] O ]
2019-2020 2020-2021 2021-2022 2022-2023 2023-2024

B Current Assets (X)  ® Current Liabilities (X) ~ ® Working Capital ()

Interpretation:
¢ Working capital has consistently increased, which means the company has more assets than liabilities to finance its operations.
TABLE :3 QUICK RATIO (ACID-TEST RATIO)

The Quick Ratio, also known as the Acid-Test Ratio, is a financial metric that measures a company’s ability to pay its short-term liabilities using
its most liquid assets. Unlike the Current Ratio, the Quick Ratio excludes inventory from current assets, as inventory might not be as easily convertible
to cash in the short term. This ratio provides a more stringent test of a company’s liquidity position.

Current Assets: Assets that are expected to be converted into cash or used up within a year (e.g., cash, accounts receivable).
Inventory: Goods that are held for sale and are excluded from this ratio, as they may not be as easily converted to cash.
Current Liabilities: Obligations due within a year, such as accounts payable and short-term debts.

current asset—inventory

Formula: Quick Ratio = ——
current liabilities

Year Current Assets (%) Inventory (%) Current Liabilities (%) Quick Ratio
2019-2020 1,99,49,237 65,00,000 54,68,256 2.45
2020-2021 2,39,43,226 70,00,000 61,36,489 2.75
2021-2022 2,64,30,000 75,00,000 87,93,000 2.13
2022-2023 2,82,70,945 80,00,000 56,28,366 3.23
2023-2024 3,00,00,000 85,00,000 60,00,000 3.17

quick ratio
3,50,00,000
3,00,00,000
2,50,00,000
2,00,00,000
1,50,00,000
1,00,00,000

el | | B m B -
1)

2019-2020 2020-2021 2021-2022 2022-2023 2023-2024

® Current Assets (X) ® Inventory () @ Current Liahalities (%) ' Quick Ratio

Interpretation:
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The quick ratio remains above 1.0, indicating that Ashok Leyland can meet its short-term liabilities without relying on inventory. The quick ratio increased
significantly in 2022-2023 but slightly decreased in 2023-2024.

SUMMARY OF FINDINGS
1.  Working capital has consistently increased over the five-year period, indicating improved liquidity, efficient financial planning, and a healthy
balance between current assets and liabilities.

2. Receivables have shown moderate growth, reflecting effective credit sales and collection practices, while payables have increased at a faster pace,
suggesting strategic use of extended credit terms to enhance liquidity.

3. Inventory levels have grown gradually, implying efficient inventory control and production planning, which prevents excess stock and reduces
holding costs.

4. Both current and non-current assets have expanded consistently, showing strategic investments that boost operational capacity and financial stability.

5. The cash conversion cycle has gradually shortened over the years, showing improved coordination between inventory turnover, receivables, and
payables.

6.  Profitability ratios have shown a positive trend, suggesting that better working capital efficiency contributes to improved financial performance.

7.  There is better alignment between working capital components and the company’s sales cycle, leading to smoother operations and timely fund
availability.

8.  Cost optimization efforts are supported by strategic cash flow management, reducing the need for short-term borrowing and associated interest
COsts.

9.  Effective utilization of assets has led to higher asset turnover, meaning the firm is generating more revenue from its existing resources.

10. Financial risk has reduced over the period due to disciplined working capital planning, minimizing disruptions in operations due to fund shortages.

SUGGESTION

To enhance working capital management, Ashok Leyland Ltd can automate receivables and payables through updated ERP systems, adopt Al-based
inventory forecasting, and collaborate with vendors for flexible credit terms and JIT delivery. Quarterly audits of working capital components and real-
time cash flow forecasting can improve efficiency and liquidity. Offering early payment incentives, conducting cost audits in non-core areas, and
implementing vendor-managed inventory (VMI) can further reduce costs. Re-negotiating short-term financing terms and regularly benchmarking
performance against industry standards will strengthen financial control and competitiveness.

CONCLUSION

The study reveals that Ashok Leyland Ltd has effectively implemented working capital management strategies to optimize costs and enhance financial
performance over the past five years. By maintaining a balanced approach in managing receivables, inventory, and payables, the company has
strengthened its liquidity and ensured seamless operational flow. Consistent sales growth alongside relatively slower increases in operational costs reflects
improved efficiency, while controlled inventory growth indicates effective stock management. The strategic extension of payables highlights strong cash
flow control, and the steady rise in both current and non-current assets signal continued investment in infrastructure and capacity. Overall, the company
has successfully aligned operational costs with revenue growth, ensuring profitability, financial agility, and long-term stability. This alignment has not
only improved competitiveness but also demonstrated that effective working capital management is central to sustaining performance in a dynamic
business environment.

DIRECTIONS FOR FUTURE RESEARCH

Future research can focus on how technologies like ERP, automation, and Al improve working capital efficiency in manufacturing. Comparative studies
with competitors, supply chain and inventory analysis, and qualitative insights from finance managers can provide deeper understanding. Examining the
effects of macroeconomic factors, lean practices like JIT, and liquidity risks during economic slowdowns would add value. Regional comparisons across
Ashok Leyland units and the impact of government policies and GST on working capital and cost optimization also offer meaningful future research
directions.
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