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tured by the company are : (1) ilsrine : gypsun, coaton salb, vacuum

salt, pure salt, bromine, epgun sali, povagsiim chisride and maghew
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tic spda, sodinm oi,ufﬁoﬂey , Liculd chlorine, -hydrocilorie acid,

~~il

hydrochloric, zine cdivr;ge, Terric chloride and blesching powder.

ethyl (4) Azro-chemicolg:  Denzenc nexachlorice, ethylenc dibromide,

copper sixychloride anu copper  sulpiniice. he Compony's sonufacile
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In Junc 1987, the. Compony L/ besociabion

figon Pegt Control, Ltde, Us sy floabsd a new conpany uncer the

L. *he stock ixchange oﬁii01a1-Direc*o:", Lomaay, Teo 1o
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Canmual revorits ol
overall performnanceg of the company wnder study foﬁ %

1976877 To 133081 Pigures VIelel to Viel.S, will also choW some

of the idmportant porformances of The company LO” the 0““1oi COoMn—
cernede.
Whe Yable dndicates that no further issue of copital

WA made gince the fiaonneinl yvear ")?u—?? and the amount of naid-un

to T 352.2 milliong in 1980-81l. © 3o Tor greator capital noe
- = . pe s Ao -0 . <~ 1.
depended mainly upon O7ohhlin” back of profit Usy Though the
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TATA CHEMICALS LIMITED

* Bales Fig. VI.1-1.
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lesgs in the same proportion but the increase in current assebs was

ulJ contributed by substantial inercase in inventorye Invest-

mgn$5>1n'gros; Tixed assets iLClﬁdiﬂg coHital work-in-pro - ress roge
by Ise 320.5 miliions from 197677 to 19B0-B1, but the greater invo-
stment was contributed msinly by prsaler outlay inwplant-aad machin;#
eriless Japital omoloy :d in the business hod also ih&rea ed Erom

e 44568 millicng in 1J?6—7? Lo Me 718047 millions LD 18930-81. e

growth of gales remelnsd u wuabeﬂ which rose nors thaq.two times

during the jeriod from 1876-77 to-1080-81. iLhe %Quhal s2les 1un

[ ) b e Qe Dona b P | 1Y 7 ~e] L e Crv
137077 a1os of e G4e s Dillions and in _.380—8,1_, SuEC L amovnit coams
Lo T3¢ 7&éa9;millions. Lo would he difficult, if not lmpossiple T

3 CC?‘ T LJ.

'

of,capacT

- . - da T e aem AL 5 b - B L S T A S | : 4y Fal { .
tlong during the years, it could be sals that the wvolume of sales
. an N (D) ~ Loy s, I P LI W Eal -
increased gubstantially og the zrowth reate In cost of salés ig
) T T, 30 m e Ry . Il ooty et : S
an the crowth rate in actual salos. Lrnougn vne Cogt of

materisls consuned increazaed to a certain exbent, hut the share of

naterizls consumed over cost of soales showed & declining tendency

in incrgase in ddnminis-

o . ) [ o SR ENT4
ghare for the Company Tor the
' i
3 : T [ B e e ST S T -
period under reviev. Ingnite of grenter amount of profits before

s " ENPN

Tax, Drov;swon‘ior tazes did not show a sensible relationship with

the profite sreater utilisation of tax beC-~

"

¥

£its reguliins lower eflfective Tax burdoile ﬁ@t Woﬂﬁh of The -
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Company incroassd. £irom . 219.1:1.1_1110115 in 1876=77 t0 Be 367.5

milliong in 1930-3L. -

i :J.JJ ru“”ldud the same for

Divi u@ndg paid by tne compa )
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he amount ineredsed to 5 cervaln extent Lu?“—oo to Be 18.1 -

nillicns and agein in 1930-BL to . 21.4 milllons. rhus the ~coll-

- A = S L I T o o 3 O 31,
las’& QU0 yeprs Ll comba ",LQO LWL BlE preceeding 1 NEeR YeilIl'Ge Line

profits before tax lncreoced qixiag the some period leading to
greatar anount of Regerves (- Surplus alsoe OF coa:se‘caliﬁal &mNl.ow
'ye@rih She business shoved a qu*gxeqal growith duzihg the lagt two
vearse On anclysis one night £ind that the ﬁnJor;portions of the

inerease in cspital employed in the business had_benp conbributed

by the company's borrowings and ragerves T surplus.

. el
. Digtribution of Hevenue for the five-years'! period

ahsoluis

growitn of PlLandt and
hachinery.  Thelr rateg of growth over the. imnediobe srevious

g ghovm in

e

Mears ere also showm in the Table., Incidence of tax

-8
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.tLe Lorm of -bex provision as a percentage of profits before fax

t

is also efL¢b1Led in different years, Anaual Beporbs of the com-

T
‘penly have been taken recourge Tor the preparabion of the said

nafuvculaf will be an

alysed by us for the nurpoze of ghowing the

'npact of &iffwrbn“ tax bonefits availed of by the compony on i

growch of invesgtment. Qur . hroo' the growth
of investment hos gob no cohc“n al ot shilp with Aifferent tax.

from the Uable 1t could be noted that the rate of

varied from year To

r"z;'o uh %L investment in
74#? but -such variagtionsg were.not'sgbétantlal exceét in the year

1080-81. The rates vers 10.67 percent in 79/7—:39 10.58 percens
iﬁ 1078703, 1L.71 percent in 197050 Qia 1366 - per?ent in 1830.81

ele pi’.‘ef,’"iOU.S years 1.4_.’1\.“,.1‘ COLGRUBTaC LDl Ll 2080w

! .
e Ly v . Yot I R : g a——
luce COrHElG, SPOVOL LIl LIS d assets anounte

o~ f' N
(Jda ST

3¢ 1da95

- — o Eal i & . = - - . . Ja - L
iery, o component of toual fixed assebs having gpecific wax adval-

tape like investment allovance, developnent rebhale and the like on

1¢ overall grawth of fixed assets
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exeept in the year 1077<78+  In bhe yoars from 197773 to 1980-
Bly out of total @:‘axﬁsh in fima aasei:s, plant aﬁa nachinery eole
“ﬁ.:f'.e-.mt&@ se Se72 crores in 19’?7573; I3» 3473 crores in 107379,
Bie 3482 crores in 197980 and fae 8472 crorves in 1980481, ropro

' senting 149,58,48 and 59 per cent .z‘e.épggtivaly; imideme of

| bax was 45,66 in 197677, 26,65 in 1978-78, 39,30 in 1079.80,
80436 in 1980.81 and no pz?gvifiiml was reguired ‘ta be nade dn
107778« By effective uss of varicus figsesd meésures; Ineluding
Qifferent tax bonefits, the company managed to lower the tax busm
den in different years. Insplie of profits in the yesy 1977478
‘over s 4 croresy due bo greater pwvigians nade in compariszon
with different £i seal benefits ebmined in 13%-»'?7, the coupany
did aot thixde it aecegsm bo provide for tax 11@.3311;«.»3? further
in the suid yeary 1977.78¢ It is mentioned in hhe Dircetors!
Anmal Hepord in 1977+78. 'It is fortunate that as a roswls of
v-ﬁhﬂ 1@@@ invegtment and Gepreclation silowances eaPned on new
plent end meshinery worth s 91 lags counissioned dwring the
,_yeaix'y no provision Lor ‘i:ﬁmtion was reguived isév e mads |

dewessensssrnis’ Do Ta

For speeifile verificmian of aur hypothesis,
“ancother Talle is regquired to be prepared ,.,hamng the sourees
and utilisebion of fundg for the growth of investmant in ggselboe
Hormally investment in fixed assebs is financed by intemally
generated funds and lsmg term borrowings, while curzent nssebs.
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financing,especially of iﬁjenﬁory fihancing, is ddne through. short-
term sources‘including borrowings from finahcial institutiogs<and
tfede'creditore. But ﬁhe companies may di#ert one way'of the other
'depenalng upon the prevailling conditions in the mohey ana cénﬁ*
markets and the pollcy measures pursued by the companles from u_me
to time. f That is why, we-baa:to,analyse the sources and uulllea-
tion of -funds for he erowth of total assetbs, bObh fixed and cu-
'rfent5 in the firgh instance and then we shall try;to show the role
. Qf‘internally generated fuﬁd, specilally the compoﬁents attached
with different tax benefits, like5'depreciation, development rehate,
investment;allowance;'for1the,investment_growth in fixed assets;

. a‘ Ze.
Table Vl.é-has been prepared lfom Lhe aV&ll@d data

in the Annual reports of the Comnany shoU?ﬂg che sources and utie

llsaulon of ?L nds lor'each of the years, Tz rom 1370-77 to 1980-81.

%

-On aaaTyols of the -Table it can be‘noted that internal sourcegs of

fupas had played a magor role in anaP01ﬂ" gfoss asset s Lhough its

..L

lmportance gradually d_anlshed over uhe Jears exc pt in the year

1977.78. In the year 1977_78, internal sources represented 132.42
percent of the funds required to finance the gross fized assebs

in the year and such source was dlverted to pay off the loans and
borrowlngs to the extent of %.-13'30 millions. The share of in-
teraal soufces weﬂe 6965 peﬂ cenu in 1978479, 63, 75 per cent in

1979-80 and 62.86 per cept 1n 1080 81, whereao, that of external
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‘vidéd by Incomauﬁax fet as inVQqﬁmént oriént@d ind%niives, we can -
"sav that sueh tax incenuiveo had played greauer rmle in the growth

of 1nvestmant of ﬁHAQ_Tata Chemz alu Limiteda

6+44 Fixed Assebs Formation and Tax Provisions:

.»ﬁor Lne DJAPOSL of analysis we nave prepared aabie'
:ﬂVL.S aJa frog thg mable ik COuld be noted thab gross'f ixed ass
‘,incr aoed Trom fse 55 C“0¢cv in 1976«77 o fse 89~c§§fés apgrcxs in
‘1300-81, Lnalc9% ing ;nfinczeasecéf auout &Q 34 crﬁres-over the five
y?afSO‘lvu,bSuanﬁLaL pbrfibn cfﬂéucg an insreaSe.iﬁ inﬁestment_on

fixed aggets had been accouniﬁd o
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 119 plant and ach#ne?ég%: "Ret«fizediéssets.af;eﬁ;chmrging AeNT R
Ciation-alv anﬂGased TOL Pe 35 crores ﬁé 6vew'%§ 53 crgrés which
~ni9ht inéio abe th greater UPOVi”LOH for denrec11u10 on figed
asse*s during ﬁhe'paried,of our study, from 975~77 to 1980-81.
‘Profits before ﬁax‘of thé Comzahy’?luctaated ro vyear to year; The
émound‘_n 1976~77 uag ro nly F3e 7 c“ores VhLCh c&me to abou fse- 13
'0forus 1n 1980-81. ¢ _h» Ur017t0 dropoea Lo B 4 cvores in 1977-78
bai t 4 pany. agﬂi ed 1ts p gition in the ne fmw ybavs and
;eurnea a lot 1n Enb i7ﬂdl year oT 6ur:sta”ﬂ; ?“ov154ons for tax
'liabﬂlity vere muﬁe by uhe Lomoanj Ln all Lh jeags-exnepo in 197?5
78 a:o.d Lhc, 'vmou_nt of DI‘OV.L sions _-cuj_.,st; '_ d.;i‘f@rgd in dnfernnt yea:eg.

Cons¢aer¢n' tﬂb preva lmb rctus of.'f‘9'2:1{30!3145 tax on COﬁpunLOS, The

pIOVlSLons for ua;eﬂ on nr0f1ug shou_d nad been mucn hlgher uhmn N
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vhat had been provided fom That might indicate thet the Compony

had taken the b@meﬁ’:!». ts of diffcront types of rehal teg and pellefs
c‘iur-ng the period wiich resulbed Leosssy incidence £ tats Inspite
of profits earned by tho Company, the Compapy did mob Shink it mes
gossary to provids any amouns £ov taxss 4n Gho yoay 197778y It
may aot be udlile bo pregume that the eemmny obtailned ﬁfferent

&x benefita in tb.a previous: yea..s wiﬁ.cb. gngunibed more tn&; the
burdggn AT IR ”herefo*o, ;,;ap.?.,i_.e- of All,gia,ei*-' e&m,ﬁgs in the yearg
1979305 and 198081y comporatively legser emounts t-réﬁ@ provided for
5ax y@r@as@* \ me?ﬁs a%m:’ tax cm.o t@ flo¥e than T B% &z’mcs In
1880.8L fron a&:’mmd B:; B evo:*as m 1976775,

8oy from the entlysle it might be coneluded that
difforent types of taxm Penefits helped the Company fof its gPeator

capital formabion and mvm.iscﬁ Logsoer inoidence of tax 3.:».amz.:s.w‘

Gabs Eiiﬁuidiﬁ:y?, : Emﬁﬁmmmty ma‘ ‘.‘Zax mamitya :

& Toble VIa6 has been pz'omrea for ghowing the
_lidulaﬁsj, d.eb’a.eqai 6y ond proflte 4145y position of Tata Chemie
daly Limdteds Horo &&@Lulditgr g masﬁﬁeﬁ by ii:;b-ef conventional
accountinm mms 1ike (1) current assebs Go miiz?@nt Liabdlitlesy,
aoun as curmm rasioy (i3) quiel asssly o cumenﬁ Liabilitiogy
known ag quick of aeld tes{. ‘abilo) and (111) Mventomeﬂ 88 POrgoh
fago of sclos/cogq~ ot &...eﬂ, Triothy B8 inventovy ut,.moveﬂ watlos For

the purpoge of our gbudyy the ibeoms dngluded dn current ggsebs are
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(1) stores and spare parts; (ii) returnavle cdﬂhaigeég;l(iii) loose
plant; tools and equipment; (iv) inventories; (%) éanéry debtors;
(vi) cash and bank balances and (vii) ioang and advances including
deposit with Industrisl Development Bank of India under the Compem
‘nies Deposi®s (Surcharge on Income-tax) Scheme, 1976, Current Lis-
bilities include (i) accepbances; (il) sundry creditors; (iii) dlviae
dend warrantsy (iv) sundry deposits; (v) inbterest accrued on losns;
and different provisions like proviglon for tgxation, provision for

dividendse To find out the value of quick assets, the value of in-

ventories has been daducted from the total current assetse To find
out the overall solvency of the company through debt-equity raﬁio,
the debt includes long term loans, bobh secured and wisecursd, in=
cluding fixed deposits from the public, employees and loans féom
shareholderssy and deferred payment creditse Iquity bagse for the
purpose is taken as the aggregate value of paid-up capibal plus
regerves & surpluse Profitability is mesasured by the rabios like
(i) profits retalned as percentage of profits after tax; (il) pro-
fits after tax as percentage of equity paid-up capital; and (1ii)
ordinary dividend as»percentage of equlity paide-up capltal. Tax
provision as percentage of profils before tax will reflect the tax

burden on the Company over the yearse

The ratios are computed from ﬁhe data avallable
through the Compa,ny's'axxdi’ced Tinanclal accounts in the Annual )
Reports. The period covered 1s five years, from 197677 to 1280«

81, The hypothesis being taken as the corporate tax incidence has




g0t no impeact on corporate profitability, debt-eauity and Ligquidibty
Posgition, we shall tvy to test such hypothesis in the case of thig

- Tgta Chemicals Limlted, taking in mind the limitations of published
financial stabements which do not reflect the detalls of tax benefits

obtained by the firm.

‘nalysing the Table, 1t could be noted that current
ratlos for all the years undsr sbudy are more or less neaﬁiagiia the
sbandard ratio of 251, showing the double coverage egainst current
lizabilitiese. Sueh liquidity position possibly reflects "gound!
working capival. management of the Companye But acid-test ratio,
which ofben shows ftrue liquidity! of any compény, is far from

satisfaptory in the sense thet in all The years under cansiéeratian
1t seems Vo be more than the so c¢zlled norm of l:ls Lower pefceh»
tage'of inventory on sales or cost of sales represents legser caple .
tal blocked up in such agsets Higher asidetest rabtios indicate un-
neccssary blocka ge of cagh or-near cash items without proper ubili-
sation in productive purposess So, ingpite of ideal currént asset;_
pdsition in the perspective of current Liabilities, reflecting in
current ratios, it can be conjectured that the Company is suffering
from over-liguidity, specially, as regards cash or near-cash Ltems.
Tax liability, chown as percentage of profllts before tax, appears

ag 45.66 per cent in 1976-77, 26.G65 per cent in 197879, 39.30 per
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J
cent in 1979.80 end 30,16 per cent in 1980..81. Inspibe of profits
earned in che year 1977-78 by the amount of over ’%sw 4 croresy the.
Company dld aot find it necegsary to nrovide for uax 1iabili’6y in
the sald year. IHigher provis,lon zor tax J.iab:ﬁ:‘.:?.tyf is expected %o
focus lower liguidity. From the -_Table VIG5, it cam be noted that
-in the year 1976477, when ‘the :eéi:sé of tax pz"ey\‘r:i.siez:jii was 45,668 per
cent, the acid test ratio became 1.34 and the next yeu' ‘the ratio
appesred to be highest as 1,73 and in the same yea#, there was no
~provision for tax liabili‘clyﬁg' Thus, an inverse rel:a%tionship may be
established hotween these two paremeters, tax 1iability end ligul-
dity, av 1eaét for the first two years undem Study*-.:j; The same fact
:_,is,l also noted in the years 1978.79 and 198081, vrh@fre higher tax |
liability leads to lower liquiditys In the year 1980.81, tax prom
‘vi;‘sion wags 3018 Ape:e éém: and liqﬁidity x#a,s 13 32 b@t such rabios
were. 26465 per cent and 1.49 in tﬁe year 197879 i 'But iﬁ migh’c_be
Qbsarved that though a large m?ovision was made 1n. 'Lhe éar 19’79-."80
in compa arison with the inunediate ax*evious year, l:s.qu..m_’sy position,
reflect:.ng in acid..uest ratio, in. the year 197980, aid not show -
- a me,rk. decline bmt & marglngl. ch'ange. - (ne of ﬁlw ‘probable expla—-
ngtions might be that the company, muh'effeéﬁ -f‘rég} lst OGetober, |
1979, had been accepbiug fixed deposits frem the public and loans
from gshareholders with higher :é‘a‘%:es of interest 'which was discolie
| tinued for more ‘than a year vith off g.ct Lram 12%h June, 1978+ That
.higher deposits mig,h lecld to a gx'ea.per liquidity,’ m there been no

. pigher tax uam:;.mr provisioas BSo, that year '*;»reis;f not an exception
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but also had uhe same nature which reflected hlgher tax prOVLSiQDS
~ having lower liQuidlbY‘ : LhuS, an inverse relaﬁionsbip between bax
liability and.llquidity mlgbL be esbablished in the case of this
Lata Chamicals qmmited Company.

' Analy51ng the canital struc»ure of the Lompany, it
can be noted that uhﬂ Company 1s not dependenu on lus 'debts for
its development, uhough lus 1mnortance can not ba dcn%ed.' In the
.‘yaars l976~77 to 1930«81, uhe cepu~equlug-vaulos ln tn»'_onm of

percentage appaar to be 103.8, 87.9, '90e4, 9448 reqnectlvely,
A uhough convenﬁional Suandard is taken as tumee bhe aebts agaln f
qu1tj representing 200 per cent of deb egulty‘ 1Such.rauia shOWg
‘a rising uendency since uhe year 197773 AQ debt'réicing is c§m~{
paratively cheaper uhan.issuinr of equity, ”nterest being allcwed
as deductable etpenses for inccme-nax purposes bat not the divi-
fdend, debt might be pre rred to eaumty in 0ve"all cawi al needs
: of the Company." Thmﬁ m1&ht cause hlbhﬁf propofulon of depbts to
equ¢ty cnovgh Lhe rat io 1or all the years 3eemed to be far below
.%h&nathe conventional gtundara of a:l. But from thu Lable we do
'noa 11nd &ny conclusive and distinet relatianship in uﬁe urlangla'
~of tax 1liability, 1¢quldity and debt equlty, taough it appears
from the Tanlo tnﬂt hlgner tax liabnllty leads to:Lower llquldity
and hlgher debt equity. vihqg,we can,say tnat,higger tag;liabillty
may have probable 1@pact én débtgéqﬁitj‘by‘énbanging the game Lo

the upwardse
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Again bigher tax 1iability rrenerally leads to loweﬂ DIO=
fitabil;.ty which m.:.g.h‘c be rei‘lected by the raw.os relo.’cing to re-
tentlon of nrof.'its and earm.ns power on equ:.ty. By. anglysing the
Table it can be noted that no such rela’cionship is accurc.tely € G
tablished in the case of this Tata Chemlcals Limlted. When there .
was a tax 11abillity of 45.66 .per eem; in 19'76-77, percentage of re~
tention was 54.4, whereas in the year: 197879, when the tax liabia
lity.was,only 26465 per_ce_nc, the retentinn rose to 58.0 per cent.
Bu% such_rétention were substm‘cialiy raised in the year.s 1979.80
and 1980-81l, even wheri "'ne'r'e were higher tax liabilities. The rates
_ 01 dividend to equ.n.ty shareholders also raised suhs*san :_ally in -
thpse yearss S0 we do not £ing anJ clear relationship between the '
tax liability and profitability, as it is known that profitaplliny"
of any enterprise is' dependent ‘on a host of factors and tax is 1o

- thing bubt one of such factorse
6o DUMHMARY :
The observations made in the analysis of our study re~

garding Teta Chemicals Limited might be stated briefly as follows:

‘1. The rate of growth in investment in gross fized ass-
ets varied from Jear to I«’e'w but such variations were not sub«tan..’

tial except in the year 1980.91 (6.0)

.8« Growth rabtes of plan‘c and - machinery were less thau the

ow:rall grow‘oh rates of i‘ixma asse‘cs, e*zcept in uhe year 1977-78
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when new 91ant avd.gachunery wcrth Fse le.lakhs vag commissioned
IR 3).~

3e capital_consumption allowances§ likefdepreciatiOn,
invegtument allowance, agcru@a‘devélopment rebate eonstitubed major
source of funds for greater investment in fixed assebs over the

years (6 141:)?6,

4, Different types of tex benofits helped the company for

its greater capital formation and lesser incidence of tox (6e4)e

5» Inspite bf higher<earnings in the yeérs 127980 and
198081, comparatively legser amounts were provided for tax purpo-
S8, presumably by availing différent.types of tax benefits in the
year (6.4>§ | |

Gs It twas noted that the curvent ratlo for all the ye&rs
under study were nearing the COnventional stands ﬁ of 2:l4 reflec-

ting "sound“ vorzln~ capital management of the connany (Ge 5).

(28 Acid;test_xatids; reflecting true! 1iquildity of the
company, secmed to be more than the so called norm of L:l for all the
yearse That indicated umnecessary blockage of cash or near cash

“items withoub proper‘uhilisaﬁioa in productive purposes (0.5).

8 Tax ligbllity, shown as nereentage of pro:i e before
tax, was 45466 per ceut in 1976-77, 26465 per cent in 1978-79, X
39430 per cent in 1979-30 and 30616 per cent in 1980-81ls O ane-
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lysig it was found that high@r %ax'1iability3was aécompénied by

lower liquidity and vice~versa (G.5)e

9¢ Analysing the capital structure‘of the company we did
not £ind any conclugive and distinct relationshiyp betweén tax lia-
bility and debt-equity. Higher tax lisbility was accompanied by
higher debl~aquity in some of the years but not in all the years Ul

der study (Geb)e

lb. Hlgher ﬁax:liability'generally'leads:to lower prbfi_
tability. Bub in the case of this Tata Chemicals Limited, HOISuch_
impact was noticed in any of ﬁhe“years. . When there wés e tax liae
| pility of 45.66 per eent in 1978-77, percentage of 'retention! wes
54,4,'whéreas in the year 1978-79, when there was tax liability of *
26465 per éent only; the tretention' showed a élight inercase %o
53,0 per cent. But such freﬁéntion' were subgtantially ralsed in
the years 1979.380 and 1980~81§ even wien there were_higher tax lis.
bilitiess Rate of dividend To equity'shareholders'also showad an
iﬁgfeasing trend in those years. Therefore, it'might be said that
*prcfitability' Was'indepéndent of tax liabili%y in‘the caga of thid

chemical company in the private sector (8e5).




