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ABSTRACT:

Financial performance of the companies plays a vital role in the growth of the companies. Investors
analysis the financial performance of the companies and make a decision regarding investments in the
organization. Altman Z score model is a very useful tool to determining the financial performance of the
companies. It shows the possibility of companies to conversion in distress companies. The present study seeks
to analysis the financial performance of sun pharma and determined the company’s position based on Z score
model. The main reason behind to select Sun pharma were dramatically changes in the performance of the
company since 2014. The study concluded that the company in distress zone and company sholld take
neccassary action for rectifies it.
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INTRODUCTION

For the expansion of the business firm required to maintain adequate amounts for operating activities
and other activities .The organizations also required using these funds in rational and efficient manner. These
funds are used for working capital as well as capital budgeting decisions. In working capital management
funds is used for purchasing of raw materials, salaries, wages etc. Whereas for capital budgeting decisions it is
required to expand the capacity of the firm, acquisition of the fixed assets etc. Investors are provides the funds
to the companies for getting positive return on their investments. But if the investors predict that companies
will not provides the future return than they will not invest in the companies .As a results companies are
unable to arrange the funds. So management needs to use funds in rational manner. Different stakeholders of
the companies are analyzed the financial information and take decisions regarding companies .The analyses
show the present as well as future performance of the companies which is useful for analysis the future
prospect of the companies .Analysis of financial health companies is a part of financial analysis which shows
the bankruptcy probabilities of the organization in near future or not .Bankruptcy refers to a situation which
shows that companies not be able to pay its debts on time . As results, it reduced the employment
opportunities, revenues, industrial growth etc. So the solvency positions of the company deeply affect the
companies directly as well as stakeholders of the companies. If the bankruptcy available future then investors

decision regarding their investments and management also take remedial action to reduce it.
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REVIEW OF LITERATURE

Gopalkrishanan at al. (2016) explored the financial health of pharmaceutical industries by using Z score
model. For the attainment of objective they collected data from eight pharma companies of five years from
2012 to 2016.They applied Z score model for analyzing the financial performance of pharma companies
during the study period .They concluded that most of the firm in this sector perform well and some firm not

perform well and they required to more attention for strengthen the financial health.

Kumar at al. (2016) explored the financial efficiency and liquidity position of Cipla Itd. The objective of the
study to analyze the trend of working capital of Cipla Itd .The study used Cipla Itd as a sample and the time
period of the study was 14 years from 2000 to 2013. For attainment of the objectives study used some ratios
like current ratio, working capital, operating profit margin etc. used. For analyzing the data panel regression,
co- efficient of correlation, were used. The study concluded that liquidity position of Cipla Itd is quite good

and it would positive impact on profitability.

Objectives of the Study
1. To evaluate the financial health of the Sun Pharmaceuticals Ltd. by using Z score Model.
2. To suggest recommendations for future growth and development of the Sun Pharmaceuticals Ltd.
Research Methodology

The study used secondary data to determining the financial performance of Sun pharmaceutical Ltd.
The time period of the study were two years from 2016-2018. The study mainly focused on Sun pharma due
to unexpected changes since 2014. At present its shows the poor financial performance due to many factors.
To determining the financial distress of company researcher applying the Altman Z score model.

The Description of the model as follows:
Model Explanation
Z =1.2X1+1.4X2+ 3.3X3+0.6X4+1.0X5 .
Where,
X1 = Working capital/ total assets.
X2 = Retained earnings / total assets.
X3 = EBIT / total assets.
X4 = Book value of equity / book value of total debts.
X5 = Net sales divided by total assets
According to the model the following situations are creating:
1. Z>2.99 - Safe Zone.
2. 1.81>7>2.99 — Grey Zone
3. Z<1.81 - Distress Zone.
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Analysis and Interpretation

Table Financial performance of Sun Pharma Itd.

Years Working Retained EBIT Book Net Sales Z Score
Capital Earnings Value of
equity
2016-17 -0.013 0.368 0.004 0.018 0.234 0.7888
2017-18 -0.015 0.331 0.008 0.016 0.234 0.7514

Above table shows the financial performance of the Sun pharma for the period of two years from 2016
to 2018. The above table implemented the Altman Z score model and find out the financial strengths of the
company. The model used five ratios for indication of financial performance of the company. In year 2016-17
the working capital ratio to total assets is negative and in 2017-18 it is also negative. The retained earnings to
total assets in both years are very low. EBIT to total assets ratio is also low in both years. Book value of
equity to book value of the debt is also low. Net sales to total assets ratio is also low in both years. After
using the above ratios in Z score model researcher find the Z score. In both years it is less than 1.81 and it
means the company is in the distress Zone. As per the model the company will be not able to pay its debts

after two years .So Company is required to focus on their management of various activities.

Conclusion

After the analysis the data of two years by using of Altman Z score model researcher found that the company
is in the distress Zone and the company is required to take necessary action to improve the financial
performance of the company. The company is also required to analysis the factors which are responsible for
this conditions. In brief research conclude that the financial health of the company is very poor and it is

belongs to the distress company based on Z score model.

Suggestions for improving the financial health

After concluding the study based on Z score model the research suggest to the company for try to find out the
factors which are responsible for that position and after that analysis them . The researcher also suggests
analyzing the various financial decisions like merger, acquisition and capital mix etc. The management should

take necessary steps to improve the financial performance of the company.

JETIR1903G88 | Journal of Emerging Technologies and Innovative Research (JETIR) www.jetir.org | 638


http://www.jetir.org/

© 2019 JETIR March 2019, Volume 6, Issue 3 www.jetir.org (ISSN-2349-5162)

References

1. Aziz, M.A. & Dar, H.A. (2006), "Predicting corporate bankruptcy: where we stand?”, Corporate

Governance, vol. 6, no. 1, pp. 18-33.

2. Chen, K. H.,, & Shimerda, T. A. (1981). An empirical analysis of useful financial ratios.

FinancialManagement (Pre-1986), 10(1), 51-51. Retrievedfromhttp://search.proquest.com/
docview/ 2051391487 accountid=34833

3.

5.

Dhankani Dinesh (2005) : “ Fundamental Analysis and stock returns : India ” in The Business Review;
vol; 4 ,issue 2, pp 23-32

Ganesalingam, S;Kumar, Kuldeep (2001): “Detection of financial distress via multivariate statistical
analysis ” in Managerial Finance;VVolume 27, 4; pp 45-55

Hossari, Ghassan and Rahman, Sheikh (2005): “A Comprehensive Formal Ranking of the

Popularity of Financial Ratios in Multivariate Modeling of Corporate Collapse” in Journal of

American Academy of Business, vol 6 issue 1 pp 321-327.

6.

10.

11.

12.

Leano, Hector J ( 2004) : “Discriminant analysis, factor analysis and linear regression analysis to
classify financially distressed firms and predicting bankruptcy using financial ratios and
macroeconomic predictors: Model application to selected M&A.”Dissertations and Theses; 2004
Mahdi Salehi ; Bizhan Abedini (2009) : “Financial Distress Prediction in Emerging Market: Empirical
Evidences from Iran” in Interdisciplinary Journal of Contemporary Research in Business (2009) May ,
Vol 1 Issue 1; pp 6-26

Moyer, R Charles(pre-1986 ) : “Forecasting financial failure: a re-examination” in Financial
Management, vol 6, Issue 1,pg. 11-22

Murty, A V N;Misra, D P(2004) : “Cash Flow Ratios as Indicators of Corporate Failure” in Finance
India; Volume 18, Issue 3;pp 1315-1325

Murugan Anandarajan;Lee, Picheng;Anandarajan, Asokan (2001) : “ Bankruptcy prediction of
financially stressed firms: an examination of the predictive accuracy of ” in Intelligent Systems in
Accounting, Finance and Management; vol 10, issue 2; pp 60-81

R.Arun ; P. Kasilingam (2011): “ Predicting solvency: Indian IT companies” in SCMS Journal of
Management ; Jan-Mar, 2011,pp 81-95

Ying Wang;Michael Campbell (2010); “Business Failure Prediction for Publicly Listed

Companies in China ” in Journal of Business and Management ; vol 16, issue 1, pp 75-88.

13.

14.
15.

http://www.equitymaster.com/research-it/sector-info/pharma/Pharmaceuticals-Sector-Analysis-

Report.asp,
http://www.cci.in/pdf/surveys reports/indian-pharmaceuticals-industry.pdf

www.sunpharmaceuticalsltd.com

JETIR1903G88 | Journal of Emerging Technologies and Innovative Research (JETIR) www.jetir.org | 639


http://www.jetir.org/
http://www.equitymaster.com/research-it/sector-info/pharma/Pharmaceuticals-Sector-Analysis-Report.asp
http://www.equitymaster.com/research-it/sector-info/pharma/Pharmaceuticals-Sector-Analysis-Report.asp
http://www.cci.in/pdf/surveys_reports/indian-pharmaceuticals-industry.pdf
http://www.sunpharmaceuticalsltd.com/

