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ABSTRACT

Today’s supply chains have placed greater demarmbmpanies to manage both risk and costs. As sugbaliyn
focuses on sourcing of supply, managing supplietiosmships and the costs incurred from manufactutd
customer delivery, finance plays a value addedirofgoviding a comprehensive view and supportrigks and
costs. CFOs are now turning their attention to uppains, working closer than ever with their slypghain
teams to fashion holistic end-to-end processesalitats goals and benefit the whole business.

Intensive competition in the market place has fdrcempanies to respond more quickly to customedsee
through faster product development and shorteweiglitime. Increasing customer awareness and grefes
have led to an extraordinary increase in produdetya The wrong supply chain operation strategyagenda
could make return on investment thresholds moffecdif to achieve by not investing in the right pcts at the
right time.

Traditionally, both of the functions have an arnesgth relationship, this relationship is more idiift as
operationally the two functions should be bettéggredd but have different outlooks that are notyfuihderstood
by the other.

Keywords: Supply chain, Profit & loss, Balance sheet, CFO @8€O

1. Introduction

Finance has always been heavily involved in sumplgin functions from sourcing of supplies till tfiaal
delivery and return to and from the customer biiais become a hot topic because of scarce rescamdethe
pressure on finance teams to explain where the maglving. Even though supply chain will commit the
company to capital expenditure it's always the ffice guy that has to explain it. Sourcing, purctgsnd
transportation has been eroding margins so to ahaitit's about working together supply chain retmensure
the right product at the right price and financehisre to allow them to achieve its goal. Howewahieving
greater alignment implies a number of changes timesgde data capture governance rules and pratessye.
The purpose of this paper is to identify the lirdtdeeen supply chain activities and financial perfance of the
company. The constraint among these two functiowever gradually changing as economic events aad th
growing globalization of business have put theriteateams under pressure to gain control of thartlypspend
and not just manage it. From the finance perspedtis about reducing the amount of money that gndsthe
door and enhancing value for money.

The driver for bringing two functions together i@maging costs and supply chain risks so if a C8igiply
Chain Office (CSCO) and Chief Finance Officer (CF& put together, they are likely to manage better
behalf of the organization by offsetting some @ fhicing fluctuations and avoiding commodity riggsputting

in hedges. Supply Chain Operations also needadore the integrity, consistency and timelinesexaérnally
reported information (financial performance) iratén to the organization’s supply chain perforngnc

2. Literature Review

We have undergone several reviews which indicdtasthe supply chain strategy have a direct linthwhe
finance. In a paper, the purpose is to develop rboprance measurement method which links supplyncha
process performance to a company'’s financial gyatgth the relationship between SC processesoperdnce
and a company’s financial performance. This papeperts in making supply chain financial link testt¢hat
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how it achieve the strategic objectives. Also tlsapply chain management for giving feedback ofioperance
and identify proper action, enabling to track albgesses being carried out on daily basis in oerain. The
method gives chance to evaluate company proces®mwime and improve quality of work in businekgives
competitive advantages to the company to improwgaply chain operation. This paper shows the refatid
performance on finance by supply chain with helpwierical. Elgazzar et al., 2012).

Literature review further discussed another papdiich shows that a supply chain focus lead to imedo
logistics performance, which, in turn, results mproved organizational performance. This paper shéfp
identifying logistics as the unifying link intra-geinizationally between the production and marketingtions
and inter-organizationally between suppliers anstamers. Logistics is a very important part of dypghain
management; it is linked with company’s supply ohaianagement strategy and ultimately organizational
performance. In this paper various factors suckragronmental uncertainty, strategic purchasinfprmation
technology, supply network structure, and logisticgegration as impacting buyer-seller relationshgnd
subsequently resulting in improved buyer and seflerformance have been taken into considerations as
framework. Traditionally, Managers have focusedmproving the performance of the organization fdriah
they are directly responsible. But nowadays Sumblgin management requires an external focus inhwhic
managers must consider the impact of organizatistnalegies on supply chain partners and hencenpeathce
(Green et al. 2008).

Companies have profit motives and in this papéiag been discussed that the supply chain perspsdi®ps
the lead team in improving business performanceutiin supply chain innovations. Many leading comesni
such as Wall Mart and Nordstrom is using their $ymhains operations to enhance differentiatiocyéase
sales and penetrate the new markets and chanédspdper shows that how it is being done.

The role supply chain management plays in buildngd supporting a high-performance business. Thergdags
documented a direct connection between companiglg chain performance and the company’s perfooman
Additionally, best practices and best practice iedrrout by market leaders has been discussed thag h
positioned the supply chain as a vital contributmrtheir business success. In modern arena, sugin
management is now being acknowledged as an edseoitaibutor to operational excellence.

Companies with superior supply/demand-matching loifites generally are more responsive to changing
market conditions. They also may require less dperacapital than their competitors. Companies tfogir
effectiveness must ensure that the initiativesrtakesupply chains must gel in well with the comyarbusiness
strategies and operating models and have cleantitto generate remarkable returns and strivgidll new
sources of competitive advantag&n(ler son et al., 2003)

The bottom line financial impact of supply chaireagtions is of continuing interest for companiesthis paper
the relationship between the financial performaand supply chains fit (consistency between unadstanf

supply/demand of products/services and the fundeahsuapply chain design/strategy).

The findings in the paper indicate the positivatiehship between the return on assets (ROA) apdlghain
fit. The higher the higher the supply chain fit tiigher the ROA of the company and also that thepamy with
negative misfit shows lower profits than firms witte positive misfit.

Company’s competitive priorities such as cost, igpatielivery, innovation and flexibility play a we vital role

in operation’s strategy, while allocating the liedt resources companies have to make trade-offsebatw
priorities specially for improvement of differentigrities.

In this paper arguments has been done in threew@g3; firstly, the company’s supply chains priestare in
line with its products and business strategies redlgo identification of association between product
characteristics and supply chain design and distiidng between positive and negative misfit; third
assessment of supply chain management’s bottorfilsaacial impact and the magnitude of this imparct
corporate horizonWagner, Ruyken & Erhun 2012)

In this study analysis have been done betweendhsppctives of finance leaders with supply chaaléss. The
perspectives refers to respondents from companiesera business partnering relationship is in pleteveen
the CFO and the supply chain, with those whereQR® fulfills a traditional finance role, traditionfinance
relationship means emphasizes on core finance megplities, such as accounting, reporting and st
Business partnering refers to a highly collabomtenabling and supportive relationship betweenR® and
other functional areas of the business.
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It has been discussed in this study that whenreaisiction becomes the top of the corporate ageintiee &eight
of the financial crisis, supply chains that typigdiold a large proportion of many companies’ casts one of
the first places that CFOs turned to for savingis &lways the finance guy who has to explain whbe money
is going.

Cost efficiency has since remained high on the @mate agenda but, as companies get used to nanggati
ongoing economic uncertainty, financial market tibtg, the impacts of globalization and an unrdleg pace
of change, the supply chain has taken on a newegteasignificance. A supply chain strategy thagligned
with the broader corporate and financial goalshef business is essential for profitability. As suitie role of
the supply chain leader has become more promiaedtthey now often sit on executive boards as peettse
CFO. EYGM, 2010)

3. Theoretical Framework

The supply chain is a critical driver of both tépel and bottom-line performance. Through a complek of
processes and relationships, effective supply shallow companies to meet the demand for their yehkeep
costs to a minimum and maintain a balance betwedityaand resilience. In recent years, howeverhats
become increasingly challenging to juggle theserjtiés. Pressure on margins has become more &tens
complexity has grown and the pace of change hasinted to increase. This means that the relatignshi
between the supply chain and senior finance ledtlesdecome more important than ever. Today, mapply
chain leaders have been elevated to the top echelbthe corporate hierarchy, with a seat on thecetive
board and significant influence on strategic decisnaking.

(Partnering the performance; Part 01 the CFO amdtipply chain)

A firm has to make trade off while allocating iisnited resources. These tradeoffs are being dohseeea
quality, cost, delivery and responsiveness. Anotiadeoff is between cost and responsive supplyncha
strategies.

Table 1: Generic supply chain priorities (adapted from Fisher, 1997)

Factors Efficient supply chain Responsive supply chain

Respond quickly to unpredictable

Pri Supply predictable demand efficiently at thdemand to minimize stock outs,
rimary purpose

lowest possible cost obsolete inventory, and forced
markdowns
Inventory strategy Generate high turns and minimize inventoreploy significant stocks of parts or
throughout the supply chain finished goods
Lead-time focus Shorten lead-time for cost andigual Invest aggressively to reduce lead-time
Approach to Select primarily for speed, flexibility and

choosing suppliers Select primarily for cost and quality

quality
Use modular design to postpone product
Maximize performance and minimize cost differentiation for as

long as possible

Product-design
strategy

Many top managers are not yet aware that purchasingbe a profit and value generator. The namhef
magic formula is: Procurement optimization. An india#e and sustained increase in profit and value is
achieved by Modern procurement management andynotite hammering (GerdKerkhoff)

3.1 Assumptions

* We assume that the data is audited and authentic.

* Finance has an inherent role and can exert coatialss an organization and can be a real supparter
opening doors within an organization

3.2 Variables

e Cost of Procurement is an independent variable.
« Inventory Turnover is an independent variable.

e Cost or Money is a dependent variable.

e Transportation cost is independent variable.

3.3 Methodology

To test the hypothesis we have used ratios to amallge impact of supply chain activities on finahci
performance.
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3.4 Sampling

We have selected 5 companies from cement industlytlze years of analysis a?810-2011, 2011-2012 and
2012-2013. The numbers of observations are 25 in total.

Lucky Cement Limited (LCL)

Cherat Cement Company Limited (CCCL)

Fauji Cement Company Limited (FCCL)

D. G. Khan Cement Company Limited (DGCCL)

Attock Cement Pakistan Limited (ACPL)

agrwdPE

4 Results

We have evaluated five (05) companies over theodesf three (03) years from cement industry andwedre
the financial results of the activities involvingpply chain, discussion of which is being carried at later part
of this paper:

Table 2: Lucky Cement Limited (LCL)

Ratio Formulas Unit 2012-2013  2012-2011  2011-2010

Current Ratio Current Assets/Current Liabilities  méEs 3.14 2.45 0.83

Quick Ratio l(.C”.r rent assets-Inventory)/ Currenty o 5 33 0.61 0.12
iabilities

Inventory Turnover Cost of Sales/Inventory Times 572. 1.15 0.90

Payable Turnover Cost of Sales/Accounts Payable e§im 2.23 2.30 1.69

Trade Receivables Net Sales/Trade Receivables Times 16.02 28.82 30.98

Turnover

Asset Turnover Net Sales/Total Assets Times 0.77 83 0. 0.64

Gross Profit Margin Gross Profit/Net Sales % 44% %38 33%

Net Profit Margin Net Profit/Net Sales % 26% 20% %5

Return on Asset Net Profit/Total Assets Times 0.20 0.17 0.098

Table 3: Cherat Cement Company Limited (CCCL)

Ratio Formulas Unit ggig ggﬁ ggig
Current Ratio Current Assets/Current Liabilities  mes 1.88 1.23 0.94
Quick Ratio l(.C“.r rent assets-inventory)/ Current, 0.09 0.08 0.08
iabilities
Inventory Turnover Cost of Sales/Inventory Times 93. 3.62 2.36
Payable Turnover Cost of Sales/Accounts Payable egim 8.15 12.66 8.86
Trade Receivables Net Sales/Trade Receivables Times 187.14 146.37 0092.
Turnover
Asset Turnover Net Sales/Total Assets Times 1.26 16 1. 0.80
Gross Profit Margin Gross Profit/Net Sales % 35% %21 13%
Net Profit Margin Net Profit/Net Sales % 19% 8% 2%
Return on Asset Net Profit/Total Assets Times 0.24 0.09 0.01
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Table 4: Fauji Cement Company Limited (FCCL)
: . 2012- 2012- 2011-
Ratio Formulas Unit 2013 2011 2010
Current Ratio Current Assets/Current Liabilities  mEs 1.14 0.76 0.89
Quick Ratio (Current assets-Inventory)/ Current, .o 0.50 0.12 0.34
liabilities
Inventory Turnover Cost of Sales/Inventory Times 823. 2.41 1.33
Payable Turnover Cost of Sales/Accounts payable e3im 7.34 4.75 3.04
Trade Receivables Net Sales/Trade Receivables Times 70.03 50.21 73.93
Turnover
Asset Turnover Net Sales/Total Assets Times 0.53 38 0. 0.15
Gross Profit Margin Gross Profit/Net Sales % 32% %27 17%
Net Profit Margin Net Profit/Net Sales % 13% 5% 9%
Return on Asset Net Profit/Total Assets Times 0.07 0.02 0.01
Table5: D. G. Khan Cement Company Limited (DGCCL)
Ratio Formulas Unit 20 20 ZUT
2013 2011 2010
Current Ratio C.“”ie.r!t Assets/CurrentTimeS 2.68 1.57 1.45
Liabilities
Quick Ratio (Current assets-Inventory)/p; ¢ 2.06 111 1.10
Current liabilities
Inventory Turnover Cost of Sales/Inventory Times 702. 3.03 3.22
Payable Turnover Cost of Sales/Accounts payable e3im 6.82 7.32 8.63
Trade Receivables Net Sales/Trade Receivables Times 91.09 72.18 40.45
Turnover
Asset Turnover Net Sales/Total Assets Times 0.40 46 0. 0.37
Gross Profit Margin Gross Profit/Net Sales % 37% %33 24%
Net Profit Margin Net Profit/Net Sales % 22% 18% 1%
Return on Asset Net Profit/Total Assets Times 0.09 0.08 0.00
Table 6: Attock Cement Pakistan Limited (ACPL)
Ratio Formulas Unit ZUZ 20 20T
2013 2011 2010
Current Ratio Current Assets/Current Liabilities meis 2.77 2.52 1.70
Quick Ratio (Current assets-Inventory)/ Current, oo 1 gg 1.05 0.34
liabilities
Inventory Turnover Cost of Sales/Inventory Times  245. 3.93 3.62
Payable Turnover Cost of Sales/Accounts payable e§im 4.94 6.38 5.20
Trade Receivables Net Sales/Trade Receivables Times 30.39 42.29 87.12
Turnover
Asset Turnover Net Sales/Total Assets Times 1.07 18 1. 1.10
Gross Profit Margin Gross Profit/Net Sales % 31% %27 20%
Net Profit Margin Net Profit/Net Sales % 19% 14% 8%
Return on Asset Net Profit/Total Assets Times 0.20 0.16 0.09

5 Discussion

In the tables given above certain ratios with direc indirect link with supply chain activities havbeen
discussed, which shows the impact and link betwf@encial performances of the company. The discussi
below is based on analysis of the published firerngtatements as the companies under discussiopuatie

listed in Stock Exchanges of Pakistan.
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5.1 Current Ratio

Current ratio is a financial ratio that measuregtiiar or not a company has enough resources titpdgbt
over the next business cycle (usually 12 monthskdayparing firm's current assets to its curreriliiges.
Current ratio gives an idea of company's operaiffigiency.

Generally, a current ratio of 2:1 is consideretbéoacceptable. The higher the current ratio isptbee capable
the company is to pay its obligations. Howevett, i$ less than 01 then, though this does not atdi¢he critical
problem but should concern the management.

In all the five (05) companies above the curretibrhas gradually strengthen. The main reason iiikxhtafter
evaluating financial statement are the sales aditondnich have increased.

5.2 Quick Ratio

Quick ratio is considered a more reliable test lodrsterm solvency than current ratio because dawshthe
ability of the business to pay short term debts @diately. Inventories are excluded because invesgtanay
take long period of time to be converted into caisth prepaid expenses cannot be used to pay cliatgitities.
Generally, a quick ratio of 1:1 is considered $atitory. Like current ratio, this ratio should alse interpreted
carefully. Having a quick ratio of 1:1 or higheredonot mean that the company has a strong liquadisjtion
because a company may have high quick ratio but plying debtors. On the other hand, a company ith
quick ratio may have fast moving inventories. Ihthke five (05) companies the quick ratio has gedigu
strengthen over the period under analysis.

5.3 Inventory Turnover

Inventory turnover ratio is used to measure theemery management efficiency of a business. Intlal
companies except Cherat Cement the overall Inverifarnover ratio has increased which seems to atdic
better performance and lower value means ineffayieim controlling inventory levels. The productidras
placed burden over the company cash flows. As faiCherat Cement is concerned whose current year’'s
inventory turnover has reduced this may be an aiitin of over-stocking which may pose risk of olescence
and increased inventory holding costs. Howevererg Yiigh value of this ratio may be accompanieddsg of
sales due to inventory shortage.

5.4 Payable Turnover

Accounts payable turnover ratio indicates the d¢vemtithiness of the company. A high ratio means gom
payment to suppliers for the goods purchased aditcfeost of procurement) and a low ratio may bsigm of
delayed payment. This ratio also depends on ttaitdezms allowed by suppliers. Companies who elpoger
credit periods allowed by creditors usually hawe latio as compared to others. A high ratio (propggment)
is desirable but company should always avail tleditfacility allowed by the suppliers.

Lucky Cement’s, Attock Cement and DG Khan Cemerdt® has increased but dropped a little in 2012320
same is with Cherat Cement but the dropping diffeedis significant. However, Fauji Cement’s ragpnresents
a higher ratio reflecting that their position toyf their suppliers has strengthened.

5.5 Trade Receivables Turnover

Accounts receivable turnover ratio measures th&dity of accounts receivables. There is no rulehafmb to
interpret this ratio. Generally, a high ratio iraties that the receivables are more liquid and airglcollected
promptly. A low ratio is a sign of less liquid réesbles and may reduce the true liquidity of theibass even if
the current and quick ratios are satisfactory.

Lucky Cement and Attock Cement’s ratios have desme@agradually over the period of last three (03rye
However, Cherat Cement, Fauji Cement and DG Khamedés ratios have increased over the period under
review. But this shall not be considered as thg amicator for liquidity.

5.6 Asset Turnover

This ratio measures how efficiently a firm usesdssets to generate sales, so a higher ratio syalwore
favorable. Higher turnover ratios mean the companysing its assets more efficiently. Lower ratiosan that
the company isn't using its assets efficiently et likely have management or production problems.

On average this ratio of all the companies undatyais have increased although there is a slighbta this
may be due to seasonal effect.

5.7 GrossProfit Margin

Gross profit margin depicts that the level of a pamy’s sales revenue would remain after deductiegcbst of
goods sold. This helps to determine whether thepamy would still have enough funds to cover opecati
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expenses such as employee benefits, lease payraduwéstising and other overheads. A company’s gposft
margin may also be viewed as a measurement of ptioduefficiency. A company with a gross profit rgar
higher is considered to be more efficient. If we Hee results above it reflects that the gross imanfgthe all the
companies under analysis have increased, howeuekylCement have the highest margin if compareather
companies under analysis, reflecting the produdiwh sales efficiency.

5.8 Net Profit Margin

Net profit margin indicates the percentage of sed@enue would remain with the companies undeere\dfter
absorbing all costs. The variations that come fyiar to year may be due to seasonal or abnormditomms. A
declining net profit margin ratio may indicate ausgzing margin which may be possibly due to in@das
competition or rising costs. This ratio for the quanies under review has increased over the petiigislepicts
that they are efficiently managing their cost obly chain and earning fair sales revenue sufficegrough for
distributing dividends and investing in projects.

5.9 Return on Asset (ROA)

The financial ratio Return on AsseRRJA) was used to tap the financial performance offitme. ROA shows
how effectively a firm utilizes its assets in geatarg profits. Return on Asset, is a measurememariagement
performance. The assets of the company are cordpoisboth debt and equity. Both of these are usefdirid
the operations of the company. The ROA figure iathis how effectively the company is convertingrifeney
it has to invest into net income. The higher theARtumber, the better, because it refers to a hifgnerl of
company’s financial performance.

6. Conclusion

The discussion in this paper has been carriedmanalyze the impact of supply chain activitiesfimancial
performance. We have analyzed on the basis ofiedit@ncial ratios computed through the informatghared
in the published accounts of these companies, bedterted as sample. Further discussion has been ao
non-financial information available in the sameagts of each company.

This study refers that there seems a direct impativeen these two factors; however, these may aot b
considered as the only factors. There might be smtimer factors as well impacting financial perfornoa of the
companies.

If this research study is funded than the factdesiified in the study can be further elaborated amalyzed on
basis of existing economic condition of that parfsc company. The aspects can be further filtetsrarrowed
down to a company’s particular requirement.
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