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ABSTRACT 
 

Expenditure incurred by an undertaking may be divided into two categories capital 

expenditure and revenue or operating expenditure
1
. Expenditure which is realized within a 

year is known as revenue or operating expenditure, whereas expenditure which provides 

benefit (cash inflow) for periods exceeding one year is known as capital expenditure. 

Investment on fixed assets is capital expenditure. But capital expenditure does not mean 

investment on fixed assets alone. The main objectives of the present paper: to analyse the 

value of fixed assets, the percentage of fixed assets to total assets and fixed assets turnover 

ration in Amara Raja Batteries Limited and to suggest the fixed assets position of Amara Raja 

Batteries Limited The study covers for a period of ten years from 2003-04 to 2012-13. The 

paper concludes fixed assets management is gaining importance in the field of financial 

management because of the risk involved and uncertain conditions under which decissions 

have to be made. However, provision of depreciation is inadequate in the context of rising 

price levels. Attempt should be made to introduce capital budgeting technique since it 

controls investments and eliminates unprofitable investments. 
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INTRODUCTION  

Expenditure incurred by an undertaking may be divided into two categories capital 

expenditure and revenue or operating expenditure
1
. Expenditure which is realized within a 

year is known as revenue or operating expenditure, whereas expenditure which provides 

benefit (cash inflow) for periods exceeding one year is known as capital expenditure. The key 

characteristic of capital expenditure is that a major part of it is made at one point of time and 

the benefits are realized at a different point of time
2
. Investment on fixed assets is capital 

expenditure. But capital expenditure does not mean investment on fixed assets alone. The 

motives for capital expenditure may be to acquire, replace or modernize fixed assets or to 

obtain some benefits over a longer period
3
. 
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 Decission making, planning and controlling investment on tangible assets with long 

life may be defined as fixed assets management. Decissions on commitment of funds to long 

term uses are very critical because they deal with large funds over a long period and there is 

little change of reversing decissions once made and put into effect
4
.  Moreover, an unsound 

capital expenditure decision may prove to be fatal to the very existence of the concern for the 

long-term commitment of funds increases financial risk. The penalty for an unwise decission 

is severe as the amount is substantial and capital expenditure decission provides the 

foundation that supports the operating activities”
5
.  Therefore selection of fixed assets is one 

of the major problems faced by financial management
6
. Beside investment decisions on fixed 

assets are of national importance since they determine the patterns and extent of employment, 

economic activity and economic growth.  

The efficient Management of the success of an undertaking depends very much upon 

fixed assets and current assets. In manufacturing concerns, the management of fixed assets is 

more important than the management of current assets because fixed assets provide the basis 

for their earning power
7
. 

 

SIGNIFICANCE OF FIXED ASSETS MANAGEMENT  

 Profitability of an understanding depends upon various factors of which utilization of 

fixed assets is an important one. The higher the utilisation of fixed assets the higher will be 

the profit. Under utilisation leads to fall in returns. In order to maximize returns, investments 

have to be made on those fixed assets which are fully utilized. Proper care should be taken in 

selecting investment proposals. Moreover, the selection of proper investment proposals is 

very significant because of serious drawbacks such as inflexibility and uncertainty. 

 

INFLEXIBILITY 

 The effects of fixed assets investment decissions will be felt by an undertaking over a 

long period of time. Once the decission to invest is taken and investment is made, it is not 

possible to withdraw the investment even if it proves to be a failure at a later stage. Thus it is 

inflexible. Therefore greate care should be taken while taking investment decissions in order 

to avoid the risk arising out of unsound investments. 
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UNCERTAINTY  

 Benefits (cash in flow) from fixed assets investment are to be realized in future. So 

“Problems of capital allocation invariably concern the future. The past is of interest only in so 

far as it provides information about the expected amount and timing of future cash flows”
8
. 

Future is never certain. Moreover the risks and uncertainities associated with each investment 

proposal vary which make prediction very complicated. “Risk involves situations in which 

the probabilities of a particular event occurring are known”
9
 whereas with uncertainty these 

probabilities are not known. The factors responsible for the uncertainly of future are 

competition, technological development, changes in consumer preferences and economic and 

political factors. Because of the uncertainty there is need for careful decissions on fixed asset 

investment. 

 

OBJECTIVES OF THE PAPER: 

 The following are the main objectives of the present paper: 

1. To analyze the value of fixed assets, the percentage of fixed assets to total assets and 

fixed assets turnover ratio in Amara Raja Batteries Limited. 

2. To suggest the fixed assets position of Amara Raja Batteries Limited 

 

PERIOD OF STUDY: 

The study covers for a period of ten years from 2003-04 to 2012-13. 

 

PLANNING AND CONTROL OF INVESTMENT IN FIXED ASSETS 

 Investment in fixed assets is planned and controlled through capital budgeting. Capital 

may be defined “as the decision-making process by which firms evaluate the purchase of 

major fixed assets including building, machinery and equipment”
10
. 

 There are three methods for ranking and evaluating investment proposals: 1. Pay-back 

method, 2. Rate of return method and 3. Discounted cash flow method. Discounted cash flow 

method consists of two categories, (a) discounted rate of return or time adjusted rate of return 

or interval rate of return method and (b) net present value method. 

 

PAY BACK METHOD 

 The Pay back method is a time concept. It takes into consideration the time required 

to get back the original investment instead of considering profitability. Under this method an 

investment proposal which gets back its original investment in a short period is given the 
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time priority. Profitability of the proposal after the pay-back period is not considered. 

Moreover it fails to take note of the time value of money.  So this is not an appropriate 

method to evaluate projects. In spite of the defects, still this method is popular and it is found 

useful for deciding investments on projects. Where the estimates of cash flows are unreliable 

and the life of the proposed asset is undeterminable this method is used. 

 

RATE OF RETURN METHOD 

 Another method adopted for ranking investment proposals is the rate of return 

method. This method is superior to the pay-back method in the sense that it takes profitability 

and also the proceeds after pay-back into consideration for ranking investment proposals. 

Nevertheless, it suffers from the defect of not taking the time value of money into 

consideration.  

 

DISCOUNTED CASH FLOW METHOD 

  Discounted rate of return (DRR) method and the net present value (NPV) method 

take the time value of money into consideration. The discounted rate of return is that rate of 

interest that discounts the expected stream of cash inflow from the prospective investment to 

an amount equal to the original investment. The rate is not known before hand and through 

trial and error the discount rate has to be found out.  

 Net present value is another method of discounted cash flow.  It is different from the 

discounted rate of return method.  Under the discounted rate of return method the discount 

rate is not predetermined whereas under the net present value method, cash flows are 

discounted at a predetermined rate.  The present value of cash inflows is matched with the 

present value of cash outflows in order to know whether the present value of cash inflows is 

higher or lower than the present value of cash out flows.  Net present value refers to the 

difference between the present value of cash inflows and outflows from a project.  The higher 

the net present value, the higher is the preference of that project.  

 After the evaluation of the proposals, the investment decision on fixed assets is made 

with reference to the cost of capital. The rate of return on any investment proposal below the 

cost of capital reduces the market value of the firm and hence it should be rejected.  
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Fixed assets investment practices in the present study  

 Additions to the existing fixed assets are purchased from time to time.  Whenever 

additions are to be made, it is the responsibility of the management to examine according to 

the assets as well as the returns the undertaking is likely to get out of those assets. Generally, 

the management of a company is interested in making decisions to invest on fixed assets, so 

that they can help the firm in extending its share market.  Therefore healthy and properly 

managed firms have a continuous flow of profitable investment proposals. For evaluating the 

management of fixed assets in the selected Battery industries, the following two fold 

approach was adopted: 

i. The overall efficiency in the management of fixed assets and  

ii. Management of individual fixed assets namely land and buildings, plant and 

machinery, vehicles and other fixed assets. 

The overall efficiency of fixed assets management in the study industry was studied 

with the help of the following indicators.  

i. Trend analysis of Fixed assets,  

ii. Percentage of total fixed assets to total assets,  

iii. Fixed assets turnover ratio and 

Table 1 Table showing the Value of Fixed Assets in Amara Raja Batteries Limited (Rs. in Cr) 

S.No. Years 
Fixed assets 

 
Percentage to total 

1. 2003 – 2004 158.4      4.12  

2. 2004 – 2005 167.2      4.35  

3. 2005 – 2006 190.7      4.96  

4. 2006 – 2007 257.7      6.71  

5. 2007 – 2008 310.6      8.08  

6. 2008 – 2009 427.1     11.12  

7. 2009 – 2010 491.1    12.78  

8. 2010 – 2011 538.8    14.02  

9. 2011 – 2012 621.71    16.18  

10. 2012 – 2013 678.41    17.66  

Total 3,841.72 100.00 

Source:  Annual reports of Amara Raja Batteries Limited  
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 Table 1 shows the value of fixed assets in Amara Raja Batteries Ltd.  The value of 

fixed assets it increased during the study period from 2003-2004 to 2012-2013.  In 2002-03 

the value of fixed assets was Rs 4.12 percent and it steadily increased to 8.08 percent in 

2007-08. From 2008-09 onwards the value of fixed assets increased rapidly. It was 11.12 

percent in 2008-09, 12.78 percent in 2009-10, 14.02 percent in 2010-11, 16.18 percent in 

2011-12 and 17.66 percent in 2012-13. The reason for the rapid increase is installing plant 

and machinery, Land and Buildings improved in the factory. The percentage of fixed assets to 

Total Assets is shown in Table 2 

Table 2 Table showing the percentage of fixed assets to total assets in Amara Raja 

Batteries Limited   (Rs. In Cr) 

S.No. Year Fixed assets  Total assets  Percentage  

1. 2003 – 2004 158.4 189.48         83.60  

2. 2004 – 2005 167.2 204.00         81.96  

3. 2005 – 2006 190.7 239.14         79.74  

4. 2006 – 2007 257.7 384.36         67.05  

5. 2007 – 2008 310.6 649.35         47.83  

6. 2008 – 2009 427.1 691.46         61.77  

7. 2009 – 2010 491.1 634.85         77.36  

8. 2010 – 2011 538.8 740.99         72.71  

9. 2011 – 2012 621.71 907.54         68.50  

10. 2012 – 2013 678.41 1146.99       59.15 

  Source: Annual reports of Amara Raja Batteries Limited 

 Table 2 shows the percentage of fixed assets to total assets in Amara Raja Batteries 

Ltd.  The percentage of fixed assets to total assets in the study industry decreased from 83.60 

percent in 2003-04 to 47.83 per cent in 2007-08 and increased to 77.36 percent in 2009-10.  

Further, the percentage of fixed assets to total assets decreased from 72.71 percent in 2010-11 

to 59.15 percentages in 2012-13. 

 

FIXED ASSETS TURNOVER RATIO: 

 The fixed assets turn-over ratio indicates the different assets utilized in a firm.  Turn-

over means the number of times an asset flows through a firm’s operations and into sales.  
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This ratio also indicates the rate at which different assets such as land and buildings, plant 

and machinery, vehicles, and other fixed assets are turned over.  A high ratio indicates a high 

degree of efficiency in assets utilisation and a low ratio indicates a low degree of efficiency in 

assets utilization. Further, in the short run fixed assets turnover can be a good indicator of 

efficiency because a firm cannot adjust its fixed assets in short-run market fluctuations. The 

standard for this ratio is 5 times in the manufacturing industry. West wick suggested the 

application of fixed assets turnover ratio as the means to measure the utilisation of fixed 

assets.
11
 The ratio is calculated as follows: 

assetsfixedNet

SalesNet
overturnassetsfixed =  

 

Table 3 Table Showing the Net Fixed Assets Turnover Ratio in Amara Raja Batteries 

Limited (Rs. In Cr) 

S.No Year 
Sales  

 

 Net Fixed 

assets 

 

Fixed assets 

turnover Ratio 

1. 2003 – 2004 160.07 132.09           1.21  

2. 2004 – 2005 175.90 121.02           1.35  

3. 2005 – 2006 236.8 119.71           1.98  

4. 2006 – 2007 391.9 141.17           2.78  

5. 2007 – 2008 595.8 179.19           3.32  

6. 2008 – 2009 1,083.3 270.79           4.00  

7. 2009 – 2010 1,317.7 368.02           3.58  

8. 2010 – 2011 1,464.5 344.50           4.25  

9. 2011 – 2012 1,761.1 372.93           4.72  

10. 2012 – 2013 2,364.7 402.62           5.87  

Source:  Annual reports of Amara Raja Batteries Limited 

  
Table 3 shows the Net fixed assets turnover ratio in Amara Raja Batteries Ltd. During 

the study period the Net fixed assets turnover ratio increased from 1.21 percent in 2003-04 to 
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4.00 percent in 2008-2009 and decreased from 4.00 in 2008 -09 to 3.58 percent in 2009-2010. 

Further this ratio increased from 3.58 per cent in 2009 -10 to 5.87 per cent in 2012-13.   

 

CONCLUSION: 

 Fixed assets management is gaining importance in the field of financial management 

because of the risk involved and uncertain conditions under which decissions have to be 

made. However, provision of depreciation is inadequate in the context of rising price levels. 

Attempt should be made to introduce capital budgeting technique since it controls 

investments and eliminates unprofitable investments. 
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