Finances of Public Limited Companies, 1996-97*

Thefinancia performance of 1930 non-Government non-financial public limited companies
during the year 1996-97 presented in this article is based on the audited annual accounts closed
during the period April 1996 to March 1997°. The selected companies for this study accounted
for 30.7 per cent in terms of paid-up capital of all non-Government non-financial companies as
at the end of March 1997*

Overview

The trends in the private corporate sector as glimpsed from the financial performance of
selected public limited companies indicate an overall deceleration in the year 1996-97. The
growth rates in sales and value of production fell substantially over the year and gross profits
declined, while pre-tax profits and post-tax profits showed negative growth against the backdrop
of an impressive performancein 1995-96 (Table A, also refer to Table 1) .

The sales of the selected 1930 companies grew by 10.4 per cent to Rs.2,34,824 crorein
1996-97 as against a growth of 23.7 per cent in the preceding year. Manufacturing expenses
showed a growth of merely 10.6 per cent in the year under review as compared to a growth of
24.7 per cent in 1995-96. Gross profitsfell by 1.9 per cent while outgo in terms of interest
payments grew by 25.7 per cent in 1996-97. Taxes recorded a growth of 15.2 per cent in 1996-97
as compared to a growth of 34.9 per cent in the preceding year. Retained profits slumped by 36.2
per cent in 1996-97.

TABLE A - GROWTH RATESOF SELECTED ITEMS

(Per cent)
[tem 1995-96 1996-97
Sales® 23.7 10.4
Value of Production 24.5 8.8
Manufacturing Expenses 24.7 10.6
Gross profits 31.0 -1.9
Interest 25.0 25.7
Profits before tax 25.9 -18.3
Tax provision 34.9 15.2
Profits after tax 23.9 - 26.6
Dividends 20.6 0.4
Profits retained 25.1 - 36.2

$ Net of 'rebates and discounts and 'excise and cess.

The profit margin on sales (gross profits as percentage of sales) dropped by 1.6 percentage
pointsto 12.6 in 1996-97. Return on equity (Post tax profits as a percentage of net worth) fell by
4.9 percentage pointsto 9.5 in 1996-97. The effective tax rate (Tax provision to Profits Before
Tax ) rose by 8.1 percentage points to 27.8 per cent in the year under review. The ordinary
dividend rate was lower at 21.2 per cent in 1996-97 as compared to 23.0 per cent in 1995-96.



The total net assets (adjusted for revaluation) of the selected companiesincreased by 14.1
per cent in 1996-97 as compared to 20.9 per cent in the preceding year. Inventories accumul ated
at arate of 5.0 per cent in 1996-97 as against 20.6 per cent posted in the preceding year.

The accounts of the selected companies indicate that external sources of funds continue to
play asignificant role for the selected companies, contributing, in their case 64.9 per cent of the
funds raised in 1996-97 as compared to 63.4 per cent in the preceding year. The share of
borrowings in external sources of funds was 67.4 per cent in 1996-97 as against 49.5 per cent in
1995-96.

The debt-equity ratio of the selected companies increased from 58.7 per cent in 1995-96 to
61.6 per cent in 1996-97. The current ratio (current assets to current liabilities) declined to 1.3 in
1996-97 from 1.4 in 1995-96.

The total foreign exchange earnings of the selected companies showed an increase of 18.7
per cent in 1996-97 over and above the growth of 25.4 per cent in the preceding year. Total
foreign exchange expenditure recorded a growth of 8.1 per cent in 1996-97 compared with
growth of 43.4 per cent in 1995-96.

Income and Expenditure

The sales of the 1930 selected companies covered in this study registered a growth of 10.4
per cent in 1996-97 as compared to 23.7 per cent in 1995-96. Total income of these companies
was of the value of Rs.2,44,739 crore in 1996-97, up by 8.6 per cent over the level of
Rs.2,25,263 crore in 1995-96. 'Other income' was higher at Rs.7,812 crore in 1996-97 compared
to Rs.6,993 crore in 1995-96 (Table-3).

On the expenditure side, manufacturing expenses increased by 10.6 per cent during the year
under review as against 24.7 per cent in the previous year. Interest cost went up by 25.7 per cent
to Rs.14,010 crore in 1996-97. Employees remuneration at Rs.18,745 crore also increased by
11.9 per cent in 1996-97 as against 19.7 per cent in the previous year. Depreciation was provided
at a higher rate of 28.6 per cent in 1996-97 compared with 23.3 per cent in 1995-96. Profits
before tax actually decreased by 18.3 per cent while post tax profits of selected companies
plunged by 26.6 per cent in 1996-97 in contrast to an impressive growth of 25.9 per cent and
23.9 per cent respectively in the previous year. Tax provision went up by 15.2 per cent in 1996-
97 as against 34.9 per cent in 1995-96.

The sluggish growth in income has adversely affected the profitability of the companies at
the aggregate level. Profit margin on sales dropped by 1.6 percentage points to 12.6 percent in
1996-97. The effective tax rate (Tax Provision to Profits Before Tax) for 1996-97 worked out to
27.8 per cent , 8.1 percentage points higher than the previous year.



Growth Rates of Selected ltems
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Profits ploughed back into the business was lower by 36.2 per cent in 1996-97 compared to
an increase of 25.1 per cent in 1995-96. Dividend payments at Rs.4369 crore were at the same
level asin the previous year. The ordinary dividend rate worked out to 21.2 per cent in 1996-97
compared to 23.0 per cent in 1995-96.

Earnings and Expenditurein Foreign Currencies

Thetotal earningsin foreign currencies of the selected 1930 companies increased at 18.7 per
cent in 1996-97 which was substantially lower than the increase of 25.4 per cent in 1995-
96(Table 6). The growth in merchandise exports had considerable slackened at 10.7 per cent
(Rs.21,310 crore) as against 26.3 per cent in the preceding year. Merchandise imports were also
subdued with a growth of 8.2 per cent in 1996-97 as against a growth rate of 44.4 per cent in the
previous year. The total expenditure in foreign currenciesincreased by 8.1 per cent as against a
growth rate of 43.4 per cent in 1995-96. The imports of raw materials were cut down by 1.5 per
cent in 1996-97 after an increase of 36.4 per cent in 1995-96. However, imports of capital goods
increased by 35.3 per cent in 1996-97 over and above the increase of 68.7 per cent in the
previous year. The imports of raw materials capital goods accounted for 57.9 per cent and 27.4
per cent respectively of the total merchandise imports in 1996-97. The net outflow of foreign
currency in 1996-97 was of the order of Rs.3,639 crore as against Rs.5,596 crore in 1995-96.

Pattern of Assetsand Liabilities

The total net assets of the selected companies increased by 14.3 per cent to Rs.3,17,680
crorein 1996-97 as compared to a growth of 22.0 per cent in the preceding year (Table 4). Gross
fixed assets and inventories adjusted for revaluation grew by 18.1 per cent and 5 per cent
respectively. The composition of assets at the end of March 1997 did not differ much from that
observed in the previous year with net fixed assets (46.8 per cent), loan and advances (25.7 per
cent), inventories (15.0 per cent) and investments (8.2 per cent).

Among the liabilities, reserves and surplus accounted for 33.7 per cent (34.1 per cent in
1995-96) of total liabilities while borrowings constituted 38.7 per cent (36.7 per cent in 1995-96)
of the total liabilities. Bank borrowings constituted 33.4 per cent of total borrowingsin 1996-97
compared to 35.0 per cent in 1995-96.

The current ratio (current assets to current liabilities) declined from 1.4 to 1.3 in 1996-97.



Debt - equity ratio increased to 61.6 per cent in 1996-97 from 58.7 per cent in the preceding
year.

Sour ces and Uses of Funds

The total funds raised by the selected companies in 1996-97 amounted to Rs.47,623 crore as
compared to Rs.54,292 crore in 1995-96 (Table - 5). External sources continued to have major
share with 64.9 per cent of the total funds raised in 1996-97. Borrowings constituted 67.4 per
cent of external funds mobilised by the companies. The share of debenturesin total borrowings
declined from 11.1 per cent in 1995-96 to 9.4 per cent in 1996-97. The share of bank borrowings
in total borrowings came down steeply from 56.4 per cent in 1995-96 to 25.6 per cent in 1996-
97. Of thetotal funds of Rs.4,975 crore raised from capital market in 1996-97, 75.6 per cent
were on account of premium on shares while the rest was from net issues. Internal sources
declined from Rs.19,886 crore in 1995-96 to Rs.16,732 crore in 1996-97 driven mainly on
account of decline by 33.2 per cent in reserves and surpluses. Depreciation provision increased
from Rs.6,626 crore to Rs.8,452 crore in 1996-97 and formed major component of internal
resources of finance with its share being 50.5 per cent.

The total asset formation of the selected companies was Rs.47,623 crore in 1996-97 which
was lower by Rs.6,669 crore compared to alevel of Rs.54,292 crore prevailing in 1995-96.
Gross capital formation amounting to Rs.33,602 crore accounted for 70.6 per cent of total asset
formation in 1996-97. Inventory build up was of the order of Rs.2,251 crore in 1996-97.

Pattern of Liabilities / Assets in 1996-97
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Performance of Companies by Size of Sales

The size factor as measured by volume of sales had significant effect on the performance of
the companies during the year 1996-97. It was observed that companies with large sales base
generally showed better growth rates in sales (Table 7). While companies in the sales bracket of
'Lessthan Rs.25 crore ', showed a decline in sales by 6.4 per cent, the companiesin the sales
bracket of 'Over 1,000 crore' recorded growth of 15.5 per cent in salesin 1996-97. The gross
profits of companies with sales'Less than Rs.25 crore' reduced by 35.3 per cent in 1996-97,



whereas, the gross profits for companies with sales 'Rs.100 crore and over' increased by 2.4 per
cent. Exports and imports of companies with sales 'L ess than Rs.25 crore' reduced by 17.7 per
cent and 24.2 per cent respectively while those of companies with salesRs.1,000 crore and
above, increased by 3.5 per cent and 14.5 per cent respectively. The companies with sales
'Rs.1,000 crore and above', recorded a growth of 25.5 per cent in total borrowings while the
companies with sales, 'Less than Rs.25 crore', recorded 6.1 per cent growth in their borrowings.

The profit margin on sales was higher for companies with alarge sales base as compared to
smaller sales base companies. Profit margin was the highest at 16.1 per cent for companies with
sales 'Rs.1000 crore and above' while companies with sales ‘'L ess than Rs.25 crore’ showed a
profit margin of only 5.6 per cent in 1996-97 (Table-8). Exports as a percentage of sales was
highest at 11.0 per cent for companies with sales in the range of 'Rs.50 crore-Rs.100 crore' and
the lowest at 7.0 per cent for companies with sales 'L ess than Rs.25 crore'. Debt to equity ratio
was the highest at 82.2 per cent for companies with sales 'L ess than Rs.25 crore', while it was the
lowest at 54.8 per cent for companies with sales 'Rs.500 crore - Rs.1000 crore'.

*  Prepared in the Company Finances Division of Department of Statistical Analysisand Computer
Services

$  Reference may be made to November 1998 issue of RBI Bulletin for the previous study on the performance of
1730 non-Government non-financial public limited companies for 1995-96.

#  Based on the data related to non-Government non-financial public limited companies as on 31st March 1997
supplied by Department of Company Affairs, Government of India.

I ndustry-wise Performance

The performance of the selected public limited companies as reflected by their growth in
sales, profits, exports and selected financia ratios in selected industries/industry group are given
in the following table B (also refer to Tables 10 and 11).

TABLE B - INDUSTRY-WISE PERFORMANCE

| Growth Rates of Selected Items (Per cent)
Selected Industry / Industry Group Sales Gross Profits  Profits Before Tax Profits After Tax Exports
1995-96 1996-97 1995-96 1996-97 1995-96 1996-97 1995-96 1996-97 1995-96 1996-97

Tea (63) 21.8 10.8 10.8 204 -76 204 -218 19.8 214 28.7
Sugar (35) 326 80 -84 121 -553 -932 -521 - 253 1044
Cotton / blended textiles (155) 17.0 18 -9.8 -53 -58.6 -654 -556 -86.3 25.0 26.3
Jute textiles (13) 115 -48 - - - - - - 12.7 48.2
Silk and rayon textiles (58) 18.1 12.4 14.2 22 96 -156 102 -196 9.8 27.6
Engineering (562) 28.8 15.9 36.1 6.7 25.3 -6.2 220 -140 33.2 2.0
of which

Motor vehicles (74) 35.2 21.0 47.1 18.9 53.3 15.8 51.4 155 25.3 2.8

Electrical machinery (153) 26.4 8.2 22.0 -31 139 -132 156 -187 29.7 18.6

Machinery other than transport &

electrical (136) 255 13.2 31.0 4.0 14.4 -34 13.0 -115 18.9 24

Foundries and engineering workshop (95) 26.8 237 39.7 -88 -152 -693 -181 -774 677 -156

Ferrous/Non-Ferrous metal products (91) 23.8 10.7 30.6 0.8 544 -401 63.8 -57.7 779 4.0
Chemical and chemical products (289) 18.3 5.9 27.0 -05 235 -17.1 234 -26.9 22.1 13.0
of which

Medicines and pharmaceutical

preparations (61) 13.1 16.4 16.0 36.6 36.6 11.8 38.9 49 32.7 25.1

Paints and varnishes (11) 29.2 7.3 231 129 20.8 119 27.8 8.7 53 -26.0

Basic industrial chemicals (135) 204 15 356 -13.0 277 -317 26.2 -40.1 9.2 -57

Chemical fertilizers (27) 16.6 4.1 28.2 -51 21.8 -88 208 -19.1 -07 - 41:1



Cement (37) 24.0 6.4 404 -242 52,5 56.4 400 -56.8 0.2 1.2
Rubber and rubber products (32) 31.9 12.7 54.0 49 61.6 4.6 819 -106 5.2 18.3
Paper and paper products (59) 24.5 -28 844 -373 924 -630 95.7 -68.0 62.0 -80
Construction (28) 14.6 117 32 -173 69.6 -407 856 -523 634 1200
Electricity generation and supply (8) 19.0 12.2 665 -133 1243 -338 856 -47.3 - -
Trading (78) 28.9 117 26.6 52 21.8 11.9 247 -278 46.5 29
Shipping (17) 14.6 15.9 192  -31 175 -218 65 -39 - -
Diversified companies (10) 24.0 9.8 279 -106 25.4 329 200 -354 277 6.5
All Industries (1930) 23.7 10.4 3.0 -19 259 -183 239 -26.6 26.3 10.7
I1. Selected Financial Ratios (Per cent)
Selected Industry / Industry Group Profit Margin  Effective Tax Rate  Debt to Equity

1995-96 1996-97 1995-96 1996-97

1995-96 1996-97

Tea (63) 129 14.0 41.2 414 16.0 19.2
Sugar (35) 9.9 10.3 12.3 * 87.9 103.7
Cotton / blended textiles (155) 8.1 75 9.8 64.2 75.7 78.0
Jute textiles (13) -25 -33 -6.0 -30 61.9 73.8
Silk and rayon textiles (58) 16.0 145 0.3 51 53.7 65.0
Engineering (562) 129 119 26.9 33.0 57.2 61.2
of which

Motor vehicles (74) 14.2 14.0 30.9 31.0 30.3 40.1

Electrical machinery (153) 11.9 10.7 29.6 34.1 35.8 41.2

Machinery other than transport &

electrical (136) 125 115 30.2 36.1 43.9 37.9

Foundries and engineering workshop (95) 14.3 105 6.4 311 114.4 123.3

Ferrous/Non-Ferrous metal products (91) 10.6 9.7 17.9 42.0 71.8 86.1
Chemical and chemical products (289) 16.3 15.3 17.6 274 62.7 63.5
of which

Medicines and pharmaceutical

preparations (61) 134 15.7 21.9 26.7 28.1 25.4

Paints and varnishes (11) 12.1 12.7 35.7 37.6 333 36.0

Basic industrial chemicals (135) 19.0 16.3 114 22.3 77.2 80.5

Chemical fertilizers (27) 20.9 19.1 7.3 17.8 84.2 86.7
Cement (37) 195 139 11.7 125 924 104.9
Rubber and rubber products (32) 8.7 8.1 221 334 57.8 61.9
Paper and paper products (59) 144 9.3 10.8 22.9 57.1 70.4
Construction (28) 12.7 94 12.7 29.9 65.0 75.2
Electricity generation and supply (8) 21.6 16.6 21.4 37.4 82.3 83.0
Trading (78) 4.8 45 329 45.0 13.2 12.4
Shipping (17) 28.2 23.6 9.7 21.3 107.0 105.7
Diversified companies (10) 16.7 13.6 12.9 16.2 68.6 63.9
All Industries (1930) 14.2 12.6 19.7 27.8 58.7 61.6

Note: Figuresin brackets denote number of Companies.

*  Denominator nil or negligible.
- nil or negligible.

It may be observed that industries like Foundries and Engineering Workshop (23.7 per cent),

Motor Vehicles (21.0 per cent), Medicines and Pharmaceutical preparations (16.4 per cent)

recorded good growth in their sales during 1996-97. Turning to gross profits, significant
improvement over the year was registered by 'Medicines and Pharmaceutical preparations (36.6
per cent) and Tea (20.4 per cent) industries. On the other hand, gross profits of Paper and Paper
products (-37.3 per cent), Cement (-24.2 per cent), and Construction (-17.3 per cent ) industries

declined sharply in 1996-97.



