Sele LITRODUCTION

ﬂhﬁ clemlcal 1ndustry constltutes a group of
heterogeneous and feeder 1ndustrues hnd covers a wide range of -
products. It iDcludes glant heavy chemlcal end fertiliser indus-
tries as well as he oma11e¢ light 1ndusbrles like pharmgceuticalu,-
Lime chenical s, palnb and,varnisbese Chemicals o§ one type or the
other are esoential elmogs in all‘tynés of industries like textllesg
paper, su&ﬂw, pbarmaceutlcals, plasticx, &anJMaée fibres and in
ievery sector of our economy Wk aL can be found is tne substltution
of chemical products to o =hor nrodu0us¢ The prodquS of ch&mieal
induscry include ovraalc and ino rganie chemicals, petrochenicals,
pharmaceuticals and drugs, dyesuuffs, ferfilisers,{agrochsmicals.
‘Many other products dépending on chemicals may 21sb be mentioned
as paints and varnisbes,.plastics and man nade fibfeg. The indus-
try has made a significant con u_lbutvoa Towards au:mentlng Lood
production by supglyingafertlllsers and pesticides but the consunp-
tion per hectgre of arable land in India in compaflgon with other
countbries is insignificant-fﬁs givén-in'the Journal of Industyry &

ade, mothec. 79?7.1

' l. Garzy HeBele = 'E rt.llser induotry : years of grdwth aheadts
Commerce Botbaye Nove 28, 15785 DD SleZ,
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COUNIINWIsY FoRTILISAA COHBUMPTION

~ Country . " Pertiliser in Kge/bectre of
‘ - | arable land

e Germany o v ,402.0

. Japan .  s740

A Ko o 257.0
Tgypt o 150.7
Isracl ' 1501
UeSele e h L V647
TeSeTeRa | " 53,8
China - A 4446
Canada B 2844
India o ) 15.7

Inspilte of meagre consumption, our production lags far behind
. o

even of our present needs:

PRODUCHION AND CONSUMPIIONW OF FalPILISERS

Nitrogenous Phogphatic - Pobassic*

Production Consump- Production Consump~ Consumption
tilone . . Tlon. | :

(%000 tonnes of nutrients)s

978,79 2170 3420 7770 1106 | 592

1979.80 2224 3498 749 .11 | 608
1980.81 2164 3878 - 840 ‘1214 622
*Ho indigenous production - Source : Statigtical Outline of

India, 1982, Tata Ser-
vices; Lbde Bpmpay.
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s rfi

he cmamlcal _ndasnvy Paﬂk fourth amongfthe.ménufdctuﬁ
ring industrics in India after textiles, iron and steel, and engi-
| neering industries in production grdwth ratese mhe annual cofl
pound growuh rhte of chenical industry in comparlson wlth all
mmnafacturLHg 1pdugtr1@s ‘during the last five Ulan perfods ney be

2 & 3
shown as under

Chemicals & AL manufacturing

Cheme Products industries.
First Plan, 1951-55 (owc 1951) 9.1 7.3
Second Plan,1956-60 (base 1955)  10.7 Y e
Third Plan, 1961-685 (base 1960) 940 ' g 940
Fourth Plen, 1966-73(base 1963) . 8.9 : - TY
Fifth Plan, 197479 (base 1973)  10.8 - 7l

It is said that the:first cﬁemicél indusﬁrial unit as
sulphurié acid manufacturink plLant was s8t up near Calcutua ac
. Cossipore, in India towards the end of the 19th ceniury. ”he
first indigenous chemical manufacturing unit was set up by
Acharya Prafulla Chandraiﬁoy also in Calcutta in ﬁbe year 1901,
Still-then the industry is gaining ground rapidly%i During the
Firgt torld Wer, a few small units were further sét upe The
Second vorld War gave a £illip to ube industrye Vthmr the ﬁbr

‘and par 1calar1v, folloning 1ndenendence, Tthe industry staried

o, Raghavan 1y Re Vu = 'FhemLcal 1ndustwy : An-Overview*, Commerce,
Loubays HoVe 254 13784 :

3e Chanday Se e = 'Daveloping,the Bastern LRegion!, Commerce,
Bombay. Hov. 25, 1978, .
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| mekring rapid progress and @uring the last 26 years it has galned

momentum. The Lollov1nv xlqureﬂ based on nnblinhed ddta of Cenw

3,32&1 Statistlcal chaanaﬁﬁod - damial Survey of 5nduqukies, will

show the alround growth of nneuindQSury during ihe last few
i ” . , S

 Yearss .

e - v e crcoac

it s
o S

Congidering the importance of ©

hig

CHEMICAL INDUSIRY &+ SEIECTED  IHDICATORS
Ttem . Unit 1975-76 1976-77. 1977-78
Factories.  Mumber 3,732 4,152 4,674
Investment  Bemillion 29,522 30,282 :34, 059
. Employment ltumber  3,57,366 3;73,314 | 4,14,318
Input Memillion 88,177 31,833 37,826
- Oubput Pserillion 37,860 42,631 50,012
Value aaded Peuillion 8,029 38,833 10,118
- Net income B
glenerated  Bamlllion 6,714 7,312 8,134

inauﬂurv in twe

B present economy, anc avail bllitV of data from dlffernni sources,
' it hag been decided vo study this industry for our PUTDOSLe As

- the stady deals with tbe 1mua0u of co porate uax on snecific

4 Commeer, Bombaye Hove 25, 1978 Pe 56, Octe 31, 1981, De 45
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mgaufacturing units in the form of case studles in the fortheoming

3

c¢hapters, it

o
84
92}

decided to ask foﬁ the Annuel Reﬁorts for a NuMe
ber of‘yearo from é‘pumber of companie° Accordlnglj reqhevts 
were made followed by reminders Dut in fact we recelved fanual
Reports and positive regponses from a few compan@és out of which
one'chernmﬂnt company in the Eubliqjsecﬁor‘énd aﬁother éompany
in"the Private Sector have been~se;ected. ‘éhowng‘thé inpact of”
tax on:their behaviour, finénciﬁl reports have got definite 1ini~
‘tations as they do nob refleét the tax info;maticﬁs lﬂ}d@uallSs We
0 -
have no ot heﬂ elbernative but to confine owrselvaé
viour ags woula be reflected in Annual. Rep@rts'baSQd on Ifinanecial
dai:a. ¢ ) . | | i

Al

mne purpose o? the study of the two conpazles is to

ihnestigate the relationship betwe en the corpora e tax and the

aggregate amount of investment; growith of employmepn; sources of
finences and thelr profitability, Liguidity and overalT ‘solvency

tions in the form of cage studiess  The hypotheois ig taken

-t

pPos
as that an increase in tax bOPeLlu, have no rela ion with such
behaviour of the firms and the hypothesis would bﬁ tegted with

~relcvence; to two specific companies of chemical inaustry-

The approach followed in these two cndpterv woul.d be
a two-f£old onee The firgt part of the empirical study would

focug on the changes thabt occurred within the firms on their
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inve stment, employment and sourées of finance andsths second part

would reflect their behaviour regarding profil abllity, 1 71qu1dit§

% . i s L ' , L
and solvency’ S positionse. for ths second partAnhe nain mechanigm

would be to ereate a number of ratios from balance sheets and ine

cone

4.

statements of the said companies and aﬁalysiﬂg them. The

follow1ng tables are hased on the publvshed annual Loperus of the

compan.

consid

ieg under

study.e the oerlod under review has been taken

ering a hulabiilty of anmual reports ab nand.'

The specific ques tiong bo be studied are :-

1. The financial abrformance of uhe compa31es at a

glunce Irom 1976-77 To 1980.381;

[»}

vlsions

brovi

in ﬁhe

Lo

26 Fhe agnount of fixed assets formation and tax pro-

Provth ates of investment and corporate tax

sions and the relationship between these twol variabless

The sources and wtilisation of fundg for increase

anount of flxed g3¢ ta and relationship beuween the col~

pora e bax benefits and the comnunleﬂ' Evnanclal'sLPuCuu*es,

*Van Horne, J.C.—‘ﬂlnanc;al Management and POllCY' PrentLQG Hall
of India Private Limited, Iew Delhi, 1974. '

®]

ta
3

harning poi

ser

on shareholders' hook” inveetmenu. DPe 666.

5
#2 firm's ability to .mest short-term obli
firm's ability to meet long-term oblig

gations . De 657
abi0~1.>- »Do 662o
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- B hhetuer tle companies are employment-érienﬁed op inﬁ%

VeSumenu—O“l@ﬂuOQ anc (s} ascerualn 418 there is any impact of tax

‘benefibs on such beﬂaVLwdfg end

Ge tne oro~1t15¢ll*y, liquidity and solvency of the cone-
panieg and to veriily if there is any‘relaﬁidnshib{betmeen_corpo-
‘rote tax and such behaviourse :

In the perspective of profitability of Public Enterprises,
i IOQld.ﬂOb be OLb of place to recall the paper presented ab the

Iy

lonal Seminar of Senlor RHesearch Wprkers on Public Enterprises,

by Dre Pe Chattopadiyay, organised by 1 the InsLLtaue of Public Ene

terprise ot Iyderabad in Maréh, 1082, where. Dre ﬂhQutonathay ob-
se¥ved - VA large number of publicysector.units operate in mono-
polistic CO“dLbloﬂ héving to.se¢1 alﬁost their éntﬁre products
to one buyer and Eh@ latter hag a lérge role in dF 1141ng in
the ﬁltimate analysis, whather the enubrnrises earn profit or in-

cur Loss, in allowing price increases from time to time. Even now,

]

a maaor part of tobtal sales of the public sector eqLe yrises ls
accbu“ucd Tor by tho 5 o] sister:public seguor nlerpriSES or to
the govermment whleh together accounﬁifor more tﬁ?n_fi-ty percént
of theitotal séles, in.‘ocb condi“;o¢g, DOuh profit and proflta-
bility-tend to beéém@ a shame  Higher p”OfLuaDWlitJ ariging fronm

Pushing up wnit prices in the absence of competitive conditions



;
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in the open mame"s xmuld Erardly rﬁilu'ct the effioz.mcy 0.«? the
Grgaﬂisatim as suaiz. < h:ts obsorvabicn will alsa be cong fﬁar@d

in the proper place vhen we shall deal with the profitabuiay &5
peet of the gub:!.ic: entez-pmc-e, sel,ectm as a cage study.

Ae IHDIAN PECROCHEMICALS COAPORATION LIMITED

842+ A short outline of the firm talken as'a Case Gbudy.S

The Indian Petrochemicals ﬂoz;f‘pe:t«a'tiion Limited has
b@en established as a large-sized Government chamica& Campauy in
the Public sector for a nupber of woars. It was regls "'é?c'i on
22,341969 in Gujarat State and its To cglatered off iae is :m the.
distriet of Vadodars (Cujarat)s Ihe f:zain. pmducts ‘marketed by
'z':e,h;e corporavion might be mantiomﬁ as mtsmz:ﬁm@; mfea»wlenes,
Parasylensy DieXethyl Torephthalabte (IDIT)j mméa»byl Isophthalate
| (Impure); Methyl Eenzwatey =9 fxamatics, E’alyb&ﬁaidi@m Bubbers |
Polyprogyl enes Propylenay ferylie Fibrej Low Jenaiﬁy Polyethylens;
wm&m; z‘*‘_-amateg, garbon Lla‘c‘iz Faed Stoclks :Ga}ilﬁni rlley Hydroe
ﬁywic Aelds Idnear Alkyl Benzenej Heavy Alkylates. a%-.zﬂaz'afmmls;
utkvlena oxide and %Lf»iepﬁams For the purposes of production .gf ‘
such & vm-iety of m‘om"ﬁs the compony had to depend uaoa the

5\' Gh&taeya&vw Pu = !%é@arch on Mnanglal M g@ment in Publle
Jhern?iﬁ%s' .{.lk Sug JO;}I"J.&I, Hyderabads 1982’ pph 11#1}3

Ge Covernment of India - 'public unt@vpriﬂas Surveyts Vedy 1970
80, DBureau of Public IZnterprises, Hinistzy of z"baanca, Hew
Delhde (
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-

utilization of verieties of plentse The important pw_a_nt,s' used

-

noted as ironatics Plant- 01 1

by cne ‘eprporatlon might

o=

Rlant; ﬂcrylovi“Wile,Plantg Polybutadiene fubber Blanu, Gin@ar
élkyl-ﬁenzene Flanty Polypropylene Plan uuhylene Glycol Plant;"
Lév Dengity Polyethylene PT nu and Acrylie Pibf'e xlant. Tho
Compény's firvst annual reporg gogeLaer Wluh be au( ited annual
\accoqﬁis,was_published'fqﬁ‘1959—701and its twélvg¢th report for

1980-81

o v ' o
It would be our endecayour to analyse in generel

the financial particulars of- the Company for the last five years,

E

-f ?Om 1976q77 to 1880-31 and to 1°vmr,th specmfi questions, as

tated in the introductory seetlon rblatimg to tne probable e

£

pact of corporate tax on LUQ own behaviour.  For» thait purpose

'S‘J )

Y .
_ & nunber Ol-i&blES have been prepared bazed on compan%?’s audited

cannual accounts for the years
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_5.3. Hiahllghtg

A firm'sffinapbial policy is mostly ?eflected.in.its
bésic accbﬁnting statements and the_policieg‘are %nfluenced by
‘many factors, inbernal and_external; pf'which tax?enﬁironment is
likely tc‘be'fhe majar one; i Tablé’V 1 will highlight the ups
'and downs of The corporaulon under study dar1qr the perlod from ff%
197677 to 1980-8lf nlqures V.l.l. and V.1Q2 Ulll show the trends
_bf'sales revenue and equity, reserves & sunnlus and long-term bo=

rrovings from 1976-77 to 1980-81L

The Table ipdicates *h t no further 1ssue of capltal
was made durlng tae five years but fesePVeS & surplus ralsed fron
Bse 27 crores to abOuE s« 56 crores, feoresentln6 more than two-
5Iold increase during the perlod. Borrowings anq.de;e;red credits
also rafleeted an 1ncreﬂ se of more than two times; from Fse 80
crores To e 166 crores deLng Lhe same pOPlod. uO for r.:vI'ea’ce:r'
capltal needs the oompany seems Lo denend upon malnly on reserves
&ersufp1us and lOanS & borrow1n°s. One of the notgble features of
the finances of uhls corporauwon is the sha rp indreése of the
amount of current as sets and the subSuanﬁLal pOftlon of such an
increasQAcqnfined‘to the 1ncrease in 1qvento"y value. The ' ¢U=
rrent assets increased fromvk..84 crores in 1976~77 to fse 18Y
crores in 1980;811;"Current liabilitieskdegreased during the
same period from'&oABl érores to about m; 30 crores. As a result
théfaccounts refiected an iﬁcreasing trend in wérking capitale.
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INDIAN PETROCHEMICALS

CORPORATION LIMITED
Some Righlights o
_ : 2,307-3 ’_m .
Sales st |
Ryin mizions ;| e

9 |-1000

il e :
1976-77 1977-78 - 1978-79 197980 19680-31
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- illicng
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But the majov portions of the increase in working es pltal 185 been
ubilised for greater amount of invent Yy, which infreased more than

nine-times from fK. 13 crores To e 123 erores. By that time the

4]

gross fixed assebs increased by about eight times, but the plant &
machinery itself increased by eleven~timese That might reflect the

probablity of greater ubtilisation of maciiines in cbmparisan with the
other componénts of fiﬁéd agsetss Lhe pi&ture nig ht however, be
seriously dlstorted if assat reva;ﬁaEion would havé begen made di-
zief ently for :if erent assets and if there was hsherog geneous in-
_Pact of‘grice inerease on such a;seﬁSo Capital‘embloyed in the
Buginess had al so inereased from he 81 crores vo le 384 crores,
uimes-ﬂdrihg.the-five‘yehrs perlod from
1976-77 o 1980—él¢ Bus it shiould be noted thatﬁthere wag 2 sige
nificaht increahe in 'oapital»eﬁ loyed!t iﬁ the buéiﬂess in a gingle
’yéar, ViZe, 197879 The growth of asales re aaine'd unabeted during
thelperiod una? studys from fs. 39 crores in l976¥77 to Ise 281
crores in 1980-81, It would be difficult, if nof impossible, to
find out what portions of sﬁch an ineredse wWas dué,to the impact oL
inflation and/or the capacity utilisation but it'¢dﬁld be said thab
the volume of sales of all products ubatantvally LMC”OuSOﬁ from
year Lo yeare The growth rates of cosu cf sales)appsared to be

Lﬂghcr than the rﬂ’ﬁ'of growbh of sales. Cost of sales increased

by about ten-times vher eas bthe sales-Ligure reflégted seven-tbines



;increase during‘the‘five Yeafs~périod.~ One might think that such
an 1ncrease in The cost of sales mlvbu ‘be largely contributed by
an increase in tne value of mauerlals copsumﬂd,.whlch 1ncreased
from Rse 12 erores in 1976 77 to &.99 cro;eS‘ln 1980-81. It shoulad.
be noted that the share of maLerlal consamed over cost of sales

_ showed a decllnlng trend over the Jears.. >hnrelore, it could be‘
presumed that an increase in admlnlstratlon/se¢11ng and/dlsoflbu-'i
tlon overbead clalmed greauer shafe for uhe 1ncwea se in cost of
sales of the company under reviewe - erYlslon Igr depréciatioﬁ
~increased from about' Ise 4ﬁcrores'1n“1976777 to &;:26.5 crores ih
1980—81,‘ref1eCtingvan incfeaéing &éﬁendence of Ehé cbmpany_gn its
fixed assetse Provision:for‘ taxes was R 5,cr5res in.19764775
Bse 3 crores in 1978-79 and'almostuﬁb provision was made for the

- years 1977-78, 1979-80 and 1980-8ls  That might be caused by

. greabef avallability of tQX‘benéfitsiincluding the advantage of

- $et-off and carry forward of losses. Inééite of'slight\increase
in Lhe amount of gross proxlu in the jeer 1978-79, the annual

accounts showed a neu loss by over m. 10 crores. That might be

. ‘one of Lhe reasoms for nOL D“OVlleF any- tay lwub¢11uy for the

fyea;s 1979-80 and 1900—81 1nsolue of SubSuanETEl smount of pro-

fits earned during bhe Jeafs.

oources Qnd u *1vsatﬂon of Iunds Ifom 1976~ 77 to

1980_81 hqve been shown 1n Table V 2e¢ Nhlleipald,up capital re-

.maining same for all the’ years, The company~sh0ws'gn_overall
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dependence on loans & borrovlngs and a_so on 1pternal resources

0

like reserves & surplus, q§preclatlon and the 1nke.

Sede Fixed Assets Tormation and Tax Provisions :

]

— }
v N J . . ‘ B N i

[ R .- ' < !

l

For the analysis, Table Va3 has been oropared. Anag-

lysing the able it could be found that nvesument in gross fixed

- assels 1ncreased from Bse 41 crores to more than m " 325 crores

j
during.the five years under study.from 1976-77 to-1980-81 of which

. t
1978-79 showed a spectacular growth. The assetv capltallsed darlng
this year amounted to about . 171 crores and aﬁmpst the whole oI
such growth had been contributed by the 1nstalLap;on of different

plents, like VC/PVC, DM Lxpansion, fircylates and 25 Mi Captive

‘Power Plant'during the year. Anplaﬁﬁ for the m%hufacture of
}5,0ooitonnes per annum of petfoleum resing by utiiis’ng certain

" fractions of olefins available within ﬁhe comple£ was al so beingA
establlshed during the year.’ Het fixed asseﬁ8~§fter charging ’
dégreciation amounted to agbout Rse 28: crores, in 1976 77 and Fse227

crores in 1980-81. rofits earned by the Coraoratlon before
. : ‘ r
charging tax seemed to'be fluctuating from‘year:po year. The.

amount was roug hly Pse 14 crores in 1976~ 77 and &: 34 Cﬂores in

1980-81. In 1977-78 and 1979~ 80, profits befor% tax showed
 meagre amounts of s« 2% crores and 4% crores respectlve The

yvear 1978-79 marked a loss of about e 1O crqreséu Prov131ons for

taxes were made of fse 5 crores in 1976-77 and Re|3 crores in

|
i
f
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I
|
i
1978q79 approximately and:for ozher yearsyno prov131on was re- |
I
qulred %0 be made excepu for 1979-80 when an 1n31gnif1cant amount |

“

of Rse 2 1akhs only vas prov1ded. Insplte of proflts earned during
"the years the company was nob "reguired to prov1ae for taxatlon

- which night reveal the probable utilisation of qlffe:enu tax be-

.
"

nefits during the years.  Though there was a loss in the year

i
}

i

!

i
|
|
. %
197879, provision for taxes was fade amountln ito about k. S %
A o |
“erorese..- Lhat prov1«10n was created CO”feSQOﬂdﬂlﬂ to the prior |
. : . l
years as revealad by the related Anrual ncport oi the Corpora— |
e B |
tions The loss for the Jeaf 11978-79 1 might De une reason for not |
E

Providing any tax 1n the succeedlno years avulllng advantages '
gliven in the provisions of.Incomevuax*in setting off logsses |
. . N X . . _,A!‘ ‘
s c N o ot {
'aﬂalnst‘proflts in the follow1ng years. .Pr011ts after tax came |
. . i
to Ise 8, crores in 1976-77, fse. 34 crores in 1980<81 and a.loss of |
t

Ise (=) 13 crores in 1978 ’79°

So, from the analysis it could be Loued that vari-

(
|
| , |
ous tax benefits availed?df by Tthe Company helped on 1ts greater i
capital fqrmation." Iﬁspite-of profits, uhere Qas lesser‘1n01- E
dence of taxes -and higher capital formation. _?hﬁs it can be
'said that hiéher tax benefﬁfs,vieséer incidence] of tax mlghn have,
helned this company for ﬂreater capital Iowmauwbn.

|
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Se¢Se CGrowth of Imvestment and Tax Provisionss

| Table Ve4 has been prapared for the purpose of show-
ing the relationship between the growthvof investment and tax
liability. A

Gz analysié'of the Table many interesting feabures
uay be noteds  Rate of growth of investment on gross fixed

assets corregponding to préviougbyéars subgtantially veried from
year to years The rates were 251 percent in 1977-78, 1L9 percent
in 1978479 corresponding to the immediate previous years but the
growth rate suddenly dropped to 2 per cent in 1979-80 and even to
le4 percent in 1980-8l. Gross fixed gésets increased by Re 102
ICrores in 1977¢-783 171 crores in 1978-79 but only ke 6 crores in )
197080 and fse 4 erores in 1980-81. The Plant and Machinery Cone
poﬁant which aceounted fLor more than 90 pereent of the increase in
grogs fized assebs in 1977-78 and more or less the same margin in
197872, suddenly, dropped to 46 gercént in 1979-80'and even less
than 25 percent in 1980.8l. For the £irst two years, viZe, 1977-
78 and 1978-79, the rate of growth of Plant and Machiaery were
nuch higher than the overall growth rates in fized assebs but Lor
the last two years uptb 1980-8L the rate of growbh of plant and
nachinery lagged far behind the overall growth rates during the
same periode In absolute terms the growth of plant and machinery

Was recorded corresponding to the precseding year as fse 93 crores
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in 197778, s 159 crores in 1973-794 Ise 3 crores in 19‘?9-80 and

~ Igel crore in 1980.81. 'l’ax“provisiornl as a percen‘c&ge of profits
before tax vas 38.2 in 1976.77 tut the provisgion s were almo::t nil
in a1l the four y&ars. The Company might think .Li. unnece ssary to
pr ovn.ae for taxzation presumably by an effective use of various flg.
cal measures including different ‘tax benefits specially development
‘rebate and investment‘ ‘alloxéances on new plant: and,;machinery purcha.
sed duri_.ng The years ingplte of profit earnlings in the years except
in 1978-7% | | o |

Let us now analyse the é,ourcés of Vfu:ids used to' Tinance
the increasing amount of investment by the Compan&. Table ?‘.5 has
_been prepared from the Annuel Reports of the Compami showing the
sources and uLilisatn.on of fundse Internal sources had played a
greater role to finance gross capital formati on d.wm.g the years
and that showed an ﬁrcreasing trend tnroughout the periode The
share of internal sources o:ﬁ‘ funds in capitaa. forma:bien was only'
20415 percent where the external sources contmouted aboub 80 pelw
cent in 1977.78+ The share of :mternal and extornal sources
during 197879 and 1979-80 were §l.24, 544803 and 48476 and 45,20
respectivelye . Jueh share reached to 78.21 and 21.79 per cent in
the vear 1980-81. - That might refiec‘b the greater dependence of
the @ompany on internal soureés of funds for its increasing needs

in capital formatlon.
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Tb9231'ﬂ of fixed asselis formation in total iuvest-
mﬂ*n e ube highest in 1077-70 while _cuat of inveﬁtory formation
as the highest in 197o-73. Q the sources side‘depréciation and
disposable profits afier tax (internal source) Wowod a de cllnlnv
share in 1977-78 whefe-ﬁue'borrowin@szmarked a significamﬁ role:
‘as exteornal sources of Tundse mormally fixed asset formation is
finaﬂced by internal ﬁeﬁerafion-oz funds and Lo gwtorm borrowings,

wiile inventory fizancv ng is done through short-tern souress inelu

'

<

ding horrowings from financlal institutions =nd trade creditors.
That nay be the normai pr¢deﬁure in tée corporate gector, compa=
nies may he diverﬁing.one way or the other»dependinw apon the
conditions prevailing in the ﬁonéy and cay t al ﬂérkets and al.so
the policy measures pursued from time to time. In ﬁhe case of
%hiv Petro-chenicals Jod., depreclation allowancé became the
major invag arnel source in all the,yaars under study and no other
 provi sLOﬂS were made Tor a pqrulcului uge relating o spgcific
iiabul'ples mzc:.denteﬂ. to the DUsi N6 S8, \exc'épt ai s;’aall momlt of
tax provision in ghe yesr 1973-7S%¢ Development %ﬁbate aeserve,
which wag énhanced by e 12 lakhsﬂiﬁ 197677 re nawﬂed the gone
'amount of e 512-1akas til L ; =31 and naﬁ not- been utilised so
far, fgain Investment ﬁTl ance R 258 rve fecount created in

197677 by Lﬁaﬁvf@’f:ﬁﬁ f3e 8 L%&hs ITOm the yeertlg profit and
loss account, remained the same ill 1980-81, as revezled by the
“nnbal Heports of the Companye So, neither EJG Qevelopﬂuqu

rebate nor the investment allowance have any ulrect role of the
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asget Tormation of the Compaﬁy'during the yearss: The accounts

do not reveal also the ero ioﬁ of C noral Reserve for the purw

. vose of csoiballcm,lod i h nained N 24 lakhsd for 211 the
yoarse Though the Table V.1 showed = balance of profit afber tax
provigion, treasferred to feserve & Surplus, acted as internal,

source of Tinancing for 1977-78, 1979-80 and 1980-81 the shar

of such a profit bOCqu Dt"liglb a in compariSin with depreciabion

allowance and borrowin gg.;  itous, It could be said that internal

acdugﬁlaﬁion of fﬁnﬂs was ﬁainly encouraged by depreciation allov-

anp¢§ end not by any capital replacement prévisién?.like develop-

_‘meni rebate _and vnvcutﬂoni allowance reserveg'diéecﬁly allowed

by the taxation'auﬁhoriti 8s 1"oz:' capw talisab io’.'f Through deprow

f_éiation reserve, tazation-iﬂve coqtrtbute@ in gf%a*er investaent
with ut which the 1nc1dcnce of -taxes wnuld.have ﬁeen meore severe

[} 0y

on the business.‘ This ig en indirect ﬁﬁnact of "baz ‘tlon.l There
‘is‘hardly any di@ect impabt‘of tax in this puolﬁc mnuefnflac,-
because of its conbrol by the Covernment. ﬁsAané when fund was-
required %o be nade, that vus archged from the ﬂovevL ant of
Indla, Oil Zn&agﬁry Deve elopment Board or‘from'di;'
-aliséd.banés. So haﬂe WmS ﬁ'“aLJ any scdpé‘of}policy making
Ey‘ﬁha managenent regardinr sources of ?un5 J‘gungls impact of
ta axation. in comnection with invéstment in the a50ets of %

fbusiness, ’
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5460 Tnvestment, Employment and Taxation

It has already'ﬁeén noted in Chapter IV Section 4
that the scope of formulating tax policy in_isolation to generate
additional employment is dnherently limited. If Government!'s
oﬁhér policies are congenial to create more emp;oyment, tax incen-
tives might help in an indireétwmaﬂner'by eﬁhéncing fuller utili-
sation of plant capécity aﬁd‘by extending and/of'eétablishing new

industrial unit and the like.

In the preceedlng Section 5.5 of thls Chapuer, it was |

hardly p0331ble to 1dent1fy any correlatwon between the specific |

Tax benefits like development rebate and 1nvestment allowances, and

investment in fixed assets which might generate more employment bﬁt
it ﬁas identified that deprecistion allowanées became the nmajor

£

source of finance to cope with the increasing amount of investment.
So, it has been taken for study to find out if there is any rela-
‘tionship between the growth of investment and growth of employment

of this Indian Petrochemicals Corporation Limited or nhot.

Growth of investment in gross fixed éssets and growih
of employmenu during the years 197? 78 to 1980-81 have been compil-
ted and shown in Tahle No. Ve6e Insplte of 1nnefent 11mwcatlons
éfltax.incentiveé to create more jobs as discussed in the precee-
ding'chapter under gection 4, it ﬁight be noted that the Public

Sector undertakings have shown a greater role in the Organised
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~

Sectors for ereation of more employment (Vide Tsble IVelS5) in India
fpr the last feu yearse 3o, it would be our abtempt Yo bi gnlié,ll'[}
=hqw this Corporatlon algo countributes Lowards this puruose and to

£ina out - the probable impaet of Laxation as suche

The aggregative growth of investment in gross fixed
ssets during the four years wag 93.3 per cent whereas the average
growth of employment during the same period was Found to be only‘

155 per cent. Though industry average growth es were 14.14 per

cent in invesinent znd 4.54 p r cent in employment (vvde Chapter IV,

Table lJ 172 which showed the

.H'

Lherent imbalaonce in 1nvestment and
emﬂmmmﬁ,int&ammeo:tmmkﬁﬁmwmmwdﬁ(bmmmm&m,tm;my
bal nee ghown to be of ﬁuch wider. I pfoVision of depreciation
allovance Nag felpful o geunerate moré.savings and dnvestment in this
Corporation§ ane night conclude that tax ollowances Llhe Geprecla~

tion had h@lned the . Corporation 5o Grehte more investment in fixed

o
assebs rather than in creauian employment.

U]

Se¢7e Liguidiby, Proritability and Tax Liability.

4 Table V.7 has been pr ,Dared stowi ing the liquidity and
profitability POSlulon of Iﬂ&Lé?Jéu”OCﬁem'Lﬁls Co“no%atian'Ltd. Here
liguidity is mcssured hy vhe. T'%:_os like (1) Cur“nnuvassets to
suerent Liabilities, knowm as current ratio; (ii) fuick Assets ﬁ¢
Current Liabi;ifies, knowm as acid—iest ratioy (iii) Invenbories as

- percentage of ssles/cost of salesg, known as inventory turnover ratioe
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Prqfitability is neagure by thc re tios like (i) Profits retaine

s

ag perceatage of profits befoxre me (ii) Profits after. tax as pore
centage of fEquity paid.up:Capital. Tax liabilities have bheen

U

shown in the form of rafio as Tax provision as pﬁrcen age of pro-

The above mentioned ratios are camét%ed from the
data & vails able through the Compeny's audlted annual accounts
the period covered is five years, from the finanéi&l vear 1976-77
- Lo 1980-81. it will be our attempt to show the an act, 1f any,
of tax liaoilities'ove: the liguldity and profita ﬁility\behaviour

of the companye.

A B

fnalysing the Table, it could be noted thet current
ratios for #ll the years under study are more than the so called

standard rati

©
]
k4
N
1
LY )
2
)
2
1=
a3
0%

the ciouble coverage agdin st ecurrent
1iabilitieé. Ihatv is more signilicant in the laét two years where
the value of curreat dssets in?icatc more than sii times the value
of current liabilities; Such an over-liquidity posi
doeg not reflect a:sounu nonagesnent nollcy towards utilisation of
working capitals  deid tést ratio.o“ ﬂuick rovio 1s usuiliy Tregm
ted as true representative of actual 1liguidity of any business
concern. In the case of <this Covernment undertaking, quick ratio
for all the years seems to be-m03e than the conventional one of

L:d. Though inventory constitube a major portion in the years
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1978;73; 1879.80 and 1980.21, fér the first two YGars liqﬁid'
assebs constitube the main itens of ftotal current asséts; In all
the years, inventorics as percentage‘of sales/cost of sales showed
a considerable portion of the value or cosft, of the finished pro-
uctse ~ Such higher share of iaventory in totai.currenk-aSsets
leads to subsbantially higher current rabtios in qomparison with
“the acid-test ratios almést in;all,the véars under. studye. Tax
ligbility dadicating tax provision.in the férm'of percenvage on

o ) -

profits before vax, is seen only in the year 1976-77 and a very

W

nall provision in the year 1979-80. - Higher provigion is expec-

ch

ed to form lower Liguldit

,
g

o ‘From the Table V.7, it can be noted

that in the years 1977-73 and 1930-31, when there were no provi-
ad T wv~'-.‘~.~:m 1 dateoh 3 4 s ey R S .
sions for taxes, acid-test ratios showed some ilncrease over the
immediate previous yeors. On the other hand, the acild

ravics, showing the relationship between quick assets and curcent

liabilities, were significantly lesg in the yearéil976~7% and,
1579.80 wben provisions Tor tax llabilities were nade in both the
yearse - Lhus, an inverse relatlouship between tax liablility and
liquidity might be established in the case of this Government

Compalye Again, referring the capival structure of the company

22

the ratio between borrowed fundg. and owner's fund is scemed vo Dbe

.
y 2 - 4.8 - - D] S IRY 3 S o ~ < e 1oy
increasing over the years. Beginning from 425 as debls in the

year 1976-77 the debb-equlty ratio raised to 814 in 1279-80 and a

1little legs in 1980-8l. 45 debt reising is comparabively cheaper
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than Assuing of cauxuﬂl, interest on debts being alloved as deduc-
tible e xpenditure and dividend payable not being allowed so for
1Jcomo-tax purposes, debt might be preferred in ceapival-struciure

by any enterprise, whebher Government or private. - Helleecstablished:

and long standlng conpanieg do gepbr%l]J have a low qub_oq ity

ratio as they may generate their own resources from reserves and
accunulated balance of 3"0 itse The privilege might not have Leen
nossible for This company. having ite birth in 1969'anly. The impact

t‘!n
i
s
(D
5
!
=
-
=
L
[}
5
Q
pa
(oY
o]
(a3
r‘.‘
142}
}.J
19p]
=3
8
H
jof
i)
(o]
j
@
l-~'
}._'
<
|j
@)
Hy
ot
’_V
<
i
{

of increasing :

dend on equidy shares in any of the years and deductability of ine

b

It has been pointed oul in the previous chapter that
rofitability of any ept“"pr e is.dependent on a number of factors
and tax is-one of ;uch fact@rs. vie 5nall'see if there is any relo-

tionship between tax ‘QOVL LOU, shownn in the form of percentages

over profits beiore tax, and obher components of profitvs like re-

tention, dividend etc¢. Provision for taxes was 30.7 percent in
197677 and only Oes% percent in 1979-80 and more than fle 3 crores

7e Paor Turther debails gee 'Debt-Hquity Worms in Public imberpri.
s in Injl I The Hanagement Accounbant, I G lele V.15, Hoe 12.
c‘- . . -
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years, exceph in 1978-79, when there was a loss of more thun f5e 10

ation wasg hardly required to raise provision for
tax Liability. This night have been caused by availing dif ferent

9‘.

loss in 1978.7
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f chemical ind



iron and éteél, and engineering industries in ermns of production
growth ratag. It‘was’shown-thét the an"ual ompound growth rates
of chemical industry in comparisom with all menufact curing indugtries
.ddring the last five )1anAderiods, from 10061 o l@?q was n_ghov in
21l the yearse Details of gueh 1nduvo Ty és to the nunber of fac-

)

tories, total amount of investment, employment position, iluput

oubpub,- value added and net income generated for the

(J
o
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fﬂ
3
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1976-76 to 1977-73 have also been shown to assess the importance

of ithis industry. fmual reporbs of the companies had beon taken

.as malin source macerisl and the

have ot definite Linit atJolﬂ ag they do not reflect the bax ine
L)

formations in details, we have no oth@r alternative but vo confine

ourgelves with such behaviour as s :16 be refleuuc; in Anvual de-
portg baged on Tinoneial dabta. ﬁccorOLAglJ, o number of Tables
had been ﬂ“@%ﬁ“eﬂ and analyged. for showing the impact of corporate
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The observevions made in the analysis of our sbudy re-

be stated helefly
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l. Higher tax benefilsy lilke seb-off losses, availed of

Py the company led to lower incidcnce of tax and thereby helped the

outpany for greater caplial fommaltion (5.4).
2e Through depreciation resgsrve, toxabion had conbri-

tol replaccment provisions, like development rebate reserve,

invegoment allowanece reserve.  Development rebate reserve, which

=
oo
6]

increased by e 12 lakhs in 19076.77 To bring the amount to T
512 loths and investment allovance ressrve account, created in

70-7? hy tre nsfe(rﬁnr 3¢ 3 laktheg from that yoartg revenue acco-,&.

3e “Chere was hardly any direct meacu of tax regarding

financial struciure 01 This oabllc enterprise, because of ils cone

e

trol by the Goverimente As and wuen fund was reouired to be made,

{.’L

that was usially arranged from The Government of India, Oil In;usumv
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Development Board or from different nationalised bankse So there
seemed to be no eclear pol cy by the managenent Pebardlnr ;Lﬁ £inane

¢ial structure and the izpact of corporate taxatlon,on 1t (0.5}.

Lo Shbugh-iﬁ nad been 0oin$ed out tﬁaﬁfthe scoﬁe*of
fozmulating tax policy in isolation to generate addivional em@la&;
nent is inhéreﬁtly limited,,"ai incentives might - .lD in an indirec?t
menner by enhancing investneat and extending and/or Ooidfl—ohln" new

indugtrial unit. in the cage of this Governnent Compay, agrrego

3 i h R N e T e g 1 e Y
cave 51‘0X~fbl1 DL dnvegoneilL 4 gross _L},,‘:,(:,‘l asservs dur_»_ug the Tour

- )

veors from 1977-78 to 1930-81 was 93.3 per cent, and the average

growth of employment during the stme periocd was 15.5 per cent
corresponding to the overage grouth rates in the chemical industry

Ton investment and e“'Toyiﬂqu vere 144 per cent and 4e54 pef cendt
“@ép@@tiV@l* (Cable IVe17) :' That showed aﬁ inherent imbalance be-
tween thege two variabWOS.:  In whe case of thisg PQJL gnicals
Cbrporation, the imbaiapce shownn to be of much mnd~"  Different

Tao LefulTng like depreciagtion rescrve, set off and cnvry Lorward

nh to'nuue extent in an
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oi Lo~~es might hove,
indirec“ manner put it could be said that such]tax‘bénefits hOLped
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5. -Regarding qudiﬁity pogl
the years under sbudy, sp J_sllv in 07980 :L,uo..gl, showed

much higher than the conventional ratio of 2:l. 3Such an overs



11quld_ty po s1tion possibly,did not reflect a soand mghaganent

policy towards utilisation of working capital, Lven the acid-

test ratio, showing the relationship betwesn guick assets to ClU-

rrent llabilitles, seenmed to he much higher than the s 1led
norm of l:l.. Ihventory constituted major share in current assets,
spec1a7lj in the years 1973-79 to 1980-81 and that showed the over

liability of 89.7 per cent in 197677 and .4 por cent in 1079-80

rears 1977-78 and 198 O—ul, shown as

e of profits before tax. Lower provision

or no provision in the year led to higher acid test raﬁié and when

there was lugher tax liability in the years 1876-77 and 197980,
she 1¢u»iéity, shown in the form of acld cesﬁ‘ratié, reflected a

reduotioa.A Lthug an iHVQrse‘rala:j Wsh D belbween 'hax llahilitvy?

and YLiguldity!' might be esbablished Tor this rfetrd.chemicals

Be Debl-iiquit atio seemed to he increasing from 42
per cent in 1976-77 to 77 por cent 1030.81 ‘he lmpact of in-

creasing interest burden. on the revenue of the Cornoratlon wasg

non-declaration of dividend on egully sharcs in any of the years

in our study. Tor bax vurposes interest on debts is a deductible

.,

expcnse and possibly thaot bocame on2 o

[l
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or lesger or

. no provision for taxes in the ycars of highor bor“owings (5e7 )%



300

7+ The huge amount of loss in 197879 wag allowed %o be
carried Torward for set off against income In the subsequent years

and that was the main resson for not providing any tax liability

J
in most of the years inspite of progi%oeﬁguings during the yearse

S .
The whole amount of after tax profils were retained in the bhusi-

ness for all the years and dividend was not declareds So, 1T
could be said that higher teax benefits led to lower tax liability

and greaber 'profitability? in the Lorm of higher retention of

3

p-ofit:‘,‘ (507).



