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Preface

The concept of the present study, “Savings and Capital Formation of the
Private Corporate Sector during the ‘Nineties”, Fad emerged from our intormal
discussions with senior policy analysts of the Department of Economic Attairs,
Ministry of Finance, during the middle of 2000. In course of the exchange of
ideas, a concern was expressed about the falling savings rate of the private
corporate sector after 1995-96. It was desired that in view of the problems
surrounding the estimation procedure, it would be helpful if alternative
estimates could be generated for possible comparison with the ofticial
estimates. Another suggestion was that developments in different industries
which were not receiving much attention needed to be looked into in some
detail.

Comments of Dr. Arvind Virmani (then Senior Economic Advisor), Shri
Yogesh Chandra (Advisor), Shri Arvind Kumar (Additional Economic Advisor)
and Shri S, Lakshmanan (Deputy Economic Advisor) ot the Department ot
Economic Affairs on the initial proposal helped in focussing the studv better.
The interaction with the analysts at the Department of Statistical Analysis and
Computer Services (DESACS) of the Reserve Bank of India and the National
Accounts Division of the Central Statistical Organisation improved our
understanding of the concepts involved in the exercise and made us conscious
of the practical problems. DESACS also helped us by }lwm\‘iding the necessary
data from the Company Finance studies. The Institute is thankful to Ms. R.
Ananathakrishnan (then Principal Advisor), Shri A, Saran (Director) and Shri
S.N.S. Tvagi (Assistant Ad\'isor) of DESACS tor patiently describing the
estimation procedure. Dr. A.C. Kulshreshta (Deputy Director General) and Dre
Ramesh Kolli (Director) of CSO generously spared their time for pm\'id’ing
clarifications subsequently.

Unlike the studies which had sought to turther uprove upon the

otficial estimates by refining, the paid-up capital estimates. the present study



attempted to generate fresh estimates from the first principles, as it were.
Probably, because such an attempt was being made by an independent
organisation for the first time, one had to chart one’s own course. This, coupled
with the desire to cover larger number of companies and provide estimates tor
the latest period, did push back the submission of the report. Keeping in view
the time of submission, advance estimates have been provided for the vear
2000-01 instead of for 1999-00 which was proposed initially.

For us at the Institute, the study has been a rewarding one in more than
one sense. It helped us to look at the Indian private corporate sector in a
somewhat different manner than what has been the experience so far. In the
process, a number of insights have been obtained and leads have been thrown
up which could be followed up. We believe that the findings of the study
would help improve the understanding of the working of Indian private
corporate sector. It also underlines the problems faced by the official agencies
and emphasises the need to strengthen them so that more reliable estimates
could emerge in future.

We do realise that there is scope for improving the study in multiple
ways.  These include: refining the classification of companies; better
incorporation of the concepts keeping in mind the limitations of the database
used; and relating the findings more directly to policv changes in the financial
sector. We have, on our own, held back, for the time being, certain tabulations
regarding contribution of internal savings to new investments tabulations
based on more detailed ownership and use-based categorisation of companies.
In spite of these limitations, the study has reached a stage where it could form
the basis for discussions with official agencies as also independent policy
analvsts. Based on the feedback, the Institute endeavours to improve upon the
present report and publish it after complctin‘h of the econometric investigation
into the factors intluencing savings and capital formation.

It is the rescarch infrastructure that has been created at the Institute over
the vears with its emphasis on corporate sector in general and the individual

*:

company as the unit of observation in particular, that has provided the necessary



conditions for undertaking a study of this nature. Shri K. S. Chalapati Rao is the
Principal Rescarcher of the proiect. He has been ably supported b Shri K.C.
Sharma, Honorary Resecarch Associate and Shri Sudhir Aggarwal, Programmer.
Admirable support has been aiso extended by other faculty of the Institute,
especially Dr. M.R. Murthy, Dr. K.V K. Ranganathan and Ms. Shuchi Menon.
Besides the general support received from various units of the Institute,
the project personnel wish to acknowledgé the services of S/Shri Amitava Dey,
Manoj Mehta and Rakesh Gupta for providing reference services; Umesh
Kumar Singh and Sunil Kumar for carrying out data entry and word
processing tasks; and Shri Vinod Kumar for undertaking the duplication work.
While the help extended by the officials of RBI and CSO and Dr. Vinish
Kathuria who commented on the initial drafts, is gratefully acknowledged, the
responsibility for the inaccuracies in analysis and presentation that remain rests

with us.

New Delhi | S. K. Goval
January 24, 2002 Director
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Non-government non-financial public limited companies
(NGFPs) are an important component of the private corporate sector as
also of the economy. In the context of the ongoing process of structural
adjustment, the progress of NGFPs acquires additional policy relevance.
This study has made an attempt .to analyse the performance of these
| companies at generating internal savings and capital formation since
1995-96 with the help of data of a relatively large number of companies
and present the results at more disaggregated levels than what has been
the practice hitherto.

Estimates of gross saVings of all registered NGEFPs, ie., the
population of NGFPs, depend upon the Characteristics of the samples
studied as also the reliability of population PUC. In the absence of
information on the possible adjustments being made to population PUC
by official agencies to bring them as close to reality as possible and non-
avilability of population PUC data for 2000-01, population estimates of
gross savings and capital formation and the corresponding rates with
respect to GDP, presented in the study, need to be taken in a

comparative sense rather than at their absolute levels.

The main findings of the study are as follows:
Savings and Profitability in 2000-01 “‘\
e The annual growth rate of gross savings of the sample NCFPS at
15.51 per cent during 2000-01 was higher than the 13.82 per’ cent
achieved during the previous year.

e Retained profits contributed to gross savings relatively more

during the period of 1998-99 to 2000-01. This was due to increase
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in PBT and PAT on the one hand and decrease in the effective tax
rate and the relatively lower share of dividends in profit after tax.
Compared to the experieﬁce during 1995-96 to 1999-00, these
developments suggest possible revival in corporate profits and
retentions.

Estimates of population gross savings, however, present a mixed
pattern. While the savings rate of NGFPs in 2000-01 at 3.45 per
cent suggests an improvement over that of the previous year(3.29
per cent, which itself was highér than the rate of 2.88 per cent of
1998-99, growth of gross savings at 16.69 per cent in 2000-01
turned out to be substantially lower than the growth rate of 27.10
per cent achieved in the previous year.

Further, a disaggregated analysis of the gross savings data
reveals some disturbing phenomenon. The overall growth in the
profits of sample companies conceals the increase in the number
of loss-making companies. Nearly one-third of the sample
companies incurred losses in 2000-01. Correspondingly, the
number of dissavers also increased. |

In contrast to the overall increase in profits and retentions, select
profitability ratios either declined or increased enly moderately in
2000-01 compared to the previous year. More importantly, in the
case of manufacturing companies all the ratios studied declined
in 2000-01.

Gross savings of the manufacturing companies increased
comparatively at a slower rate in 2000-01.  On the other hand, the
substantial increase in the savings of non-manufacturing
companies was mainly due to the better performance of
companies cngaged in computer software development and
related activities.

X1t



Capital Formation in 2000-01

e Gross fixed capital formation (GFCF) of the sample companies
increased by 3.18 per cent from Rs. 29,330 crores in 1999-00 to Rs.
30,264 crores in 2000-01. On the other hand, due to substantial
reduct.on in stocks, gross capital formation (GCF) declinad from
Rs. 27,262 crores to Rs. 20,116 crores, or by 26.21 per cent. In the
manufacturing sector, all the main components of capital
formation declined considerably in 2000-01.

e The estimate of population GFCF of NGFPs is higher by 4.52 per
cent in 2000-01 compared to 1999-00. Their GCF in 2000-01,
however, turns out to be lower by 25.26 per cent compared to the
previous year's estimate. The results indicate a fall in the rates of
capital formation of NGFPs from 4.61 per cent to 4.33 per cent in
case of GFCF and 4.28 per cent to 2.88 per cent in case of GCF.

e A number of companies have experienced a decline in gross fixed
assets. This phenomenon seems. likely to be an outcome of the
process of COfporate restructuring. At the aggregate level the
reduction turns out to be substantial and thus has significant

implications for the estimation of capital formation.

Experience during 1995-96 to 1999-00: Some Insights

e The sudden jump in the savings rate of the private corporate
sector in 1995-96 from 3.9 per cent to 4.5 per cent followed by
continuous decline till 1999-00 when it reached 3.7 per cent has
been a matter of concern.

e The sharp increase in 1995-96, however, appears to be due to (i)
increased savings of the sample companies covered iﬁ the
Company Finance studies (CFF) conducted by the Reserve Bank of
India and (i) the substantial increase in population PUC. Given
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the nature of expansion of India's private corporate sector during
the 'nineties and that the substantial increase in PUC may not
have immediately translated into savings, the official estimate for
the year is likely to be on the higher side.

Subsequent decline in the savings rate could be due to (i) slower
growth or even decline in the gress savings of sample companies;
(ii) deceleration in the growth of PUC; and (iil) underestimation
of population PUC. On the whole, the nature and pattern of
growth of the private corporate sector during the ‘nineties casts
serious doubts about the observed trends in the sector’s savings.
Estimates of savings of sample NGFPs for the period 1995-96 to
1999-00 fluctuated but did not record any overall increase.

Gross savings to PUC ratio of the sample companies fell
continuously during the period implying that population
estimates would have declined but for an increase in the overall
PUC of NGFPs. The finding thus confirms the decline in the
savings rate at least as far as the NGFPs are concerned.
Comparison of the sample results with those of CF studies
indicate that estimates of population gross savings would have
been on the lower side had the RBI access to data of larger
number of companies.

In spite of the lower effective tax rate, the combined effect of the
decline in overall profi"tability, managements' unwillingness to
reduce dividend payouts and the additional obligation to pay
dividend tax has been the relative stagnation in gross savings of
the-sample companies.

Since savings are dependent on profit retentions and despite the

need to pay an additional tax in the form of dividend tax,
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_companies did not limit dividend payouts implies that dividend
tax has had an advcrse impact on corporate savings.

e larger companies, in general, performed comparativelv better as
either the gross savings improved or the declines were relativelv
of smaller magnitude. Smaller companies, on the other hand,
seem to have suffered apypreciably in all the sectors. Overall, the
number of dissavers increased during the period.

e Manufacturing companies experienced a continuous decline in
gross savings. But for the better performance of diversified
companies, both in absolute and relative terms, the decline in the
savings of manufacturing companies would have been even
steeper. Unlike the manufacturing sector, the services sector
managed to regain the initial values. Within the services sector,

savings of computer software related companies. increased

substantially.

Contribution of Non-Operating Surplus and Other Income to
Corporate Profits
¢ 'Non-operating surplus' (NOS), two of the main components of

which are gains from sale of assets and investments by the
companies, and 'other income' (Ol), comprising mainly of interest
receipts and dividends, account for a substantial part of the PBT
of NGFPs.

e The important role ot NOS deserves a closer examination because
in the short run this being a part of profits could be
misinterpreted as improvement in business pertormance.
Moreover, NOS, to a large extent, is related to the process ot
restructuring. It cannot, however, be sustained over longer
poriod’s by individual companies.

e Other income” acquired wmportance  due to the heavy
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deployment of funds in the form of investments in and loans to
group and other enterprises (ICIL) by the sample companies. In
fact, ICIL nearly dounled during 1995-96 to 1999-00.

The pattern of investments suggests that the sample companies
sought to gain and/or consolidate control over listed‘companies
through inter-corporate investments and expand/diversify

through unlisted companies.

Implications of ICIL for Savings and Capital Formation

The average returns from investments and loans are lower than
the average rate of interest paid by the companies. This should
be seen in the context of the increasing share of investments in
loans to group companies in ICIL. The lower returns, because
they pull down gross profits, would have adverse implications
for gross savings.

Had the largest companies not increased their investments in
other enterprises substantially, their profits and savings would
have been considerably larger and their debt-equity ratios would
have been substantially lower. In view of the topmost
companies’ importance for corporate savings, this phenomenon
acquires additional significance for the overall savings of the
sector.

Heavy deployment of borrowed funds in other enterprises would
mean that capital tormation of. the borrowers would not be
commensurate with the size of borrowings. The importance of
ICIL can be seen from the fact that the increase in investments
almost matched the increase in net fixed assets of sample

companies during 1998-99 to 2000-01.
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The ratio of interest payments to total costs being about 7 per
cent, interest cost turns out to be important for the corporate
sector. Given the extensive outside invesiments made by the
sector, comparing gross interest costs with total costs, however,
tends to overstress the importance of interes! costs.

While for loss-making companies the reasons for the losses could
be many and need not have to be entirely related to interest costs,
for the profitable ones and the sector in general, there appears to
be scope for achieving higher returns and savings without
unduly concerned about interest rates. i

Given the extensive practice of inter-corporate investments and
loans by major borrowers, possibly reflects lack of opportunities
for the investing companies in the context of the slowdown of the
economy, it is debatable if lowered interest rates would lead to
increased investments. The .detisions with regard to
administered interest rates may, to that extent, could be de-linked
from the objecitive of promoting capital formation of the corporate

sector.

General

A common feature of the samples for the different sub-periods is
that the growing concentration of savings at the top is
accompanied by lai'ger number of small companies becoming
dissavers. By itself, heavy emphasis on the savings performance
of large companies, purely from the point of estimating the
savings and capital formation of the private corporate sector, may
lead to an overestimation of the pbpulation savings and the
savings rate. In the process, the problems faced by the smaller
companies would not attract attention.
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Compared to the population, the samples whether the ones used
for the present study or of the CF studies of public limited
companies, are biased in favour of manufacturing companies and
the listed ones. Given the distinctly different behaviour, noticed
in this study, of unlisted companies which form the bulk of the
left out companies and the relatively higher share of non-
manufacturing companies in the population which performed
better than the manufacturing companies, there is a need to base
the estimates on more balanced samp]es.

Private agencies, with their limited objective of serving the
information needs of investors, cannot be expected to cover a
wide variety of companies so that unlisted companies could be
appropriately represented in the samples. Nor would these
agencies find it commercially viable to make the necessary
adjustments required for estimating savings and capital
formation. The efforts should, therefore, be directed at
strengthening the Department of Statistical Analysis and
Computer Services (DESACS) and ensure the availability of

company annual reports.
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Section 1
°

In view of the private corporate sector’s importance in the economy and
the implications of measurement of its savings and investment for the
household sector, considerable emphasis has been placed on the savings
and investment trends in the sector.

Following the acceleration in the process of structural adjustment since the
beginning of the ‘nineties, official estimates indicate that savings and
capital formation rates of the sector improved considerably during the
‘nineties. However, after 1995-96, the rates started declining and as per the
latest available official estimates, in 1999-00, both were at their lowest since
1995-96.

In the context of the Tenth Plan expectations of savings and capital
formation rates of 5.8 and 12.2 per cent the sector’s performance needed a
closer look.

It is widely known that measurement of savings and capital formation of
the sector suffers due to serious information gaps. Official agencies have
been forced to make do with small samples and that too without the
advantage of having a reliable sampling frame.

In this context, the present study seeks to examine the trends in the savings
and capital formation of non-government non-financial public limited
companies (NGI‘PS) at the disaggregated levels of size, industry and
ownership with the help of relatively larger samples and over a longer
period. The main reference point is 1995-96 atter which the savings and
capital formation rates experienced considerable decline.

In the context of the issue of high interest costs adversely affecting the
private corporate sector’s internal savings and investment, the studyv seeks
to examine the impact of the pattern of deployment of funds by large
NGFPs on retained earnings and gross savings.

The study makes a further attempt to provide advance indications of the
trends in savings and capital formation of NGFPs during 2000-01, !

Section 2

Unlike the estimates at the aggregate level tor the sector, a somewhat
disaggrregated examination of the savings trends reveals that there was a
marginal imprm'cmcnt in the savings rate of non-tinancial jomt stock
companies in 1999-00. (Table-2.7) '

An examination of thc Company Finance (CF) studies ot RBI, shich form
the basis for the official estimates ot the sector’s savings and capital
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10.

11.

12.

14.

15.

16.

formation, suggests that a combination of factors have led to the lower
growth in private corpo-ate sector’s savings during the second halt of the
‘nineties. The possible factors include: (i) slower growth or even decline in
the gross savings of samy.le companies; (ii) slower growth of PUC; and (iii)
underestimation of population PUC.

The sudden jump in the sector’s savings rate in 1995-96 appears to be duc
both to increased savings of the sample companies, on the basis of which
the estimate has been made, and the substantial increase in population
PUC.

The influence of PUC growth on corporate savings is reflected in the tact
that while all the three CF studies namely, non-financial public limited
companies, private limited companies and financial and investment
companies showed a deciine in gross savings in 1996-97, estimates of the
sub-sectors, based on PUC-based blow-up factors, suggest an increase in
gross savings.

Given the pattern of growth of the private corporate sector during the last
two decades, especially in the context of the developments which
manifested themselves in multiple problems of the stock market, the
problems with NBFCs and the serious data gaps on the sector, questions
arise regarding the realistic nature of the PUC estimates on one hand and
the actual operations of the companies especially the financial and
investment companies.

Section 3

. An analysis of the savings pattern of 2,545 companies (Sample-I) for the

period 1995-96 to 1999-00 brought out that at the aggregate level and at
current prices, gross savings fluctuated but continued to remain lower
than that of 1995-96. (Table-3.1)

Depreciation provision made by the companies claimed an increasing
share of gross savings - from about 37 per cent to 77 per cent -- suggesting
the declining contribution of retained earnings. Retained profits in 1999-00
were only 36 per cent of what it was in 1995-96. (Table-3.1)

There was a considerable decline in the PBT of the companies during 1996-
97 t0.1998-99. PBT recovered in 1999-00 but was still lower than that was
in 1995-96. At the aggregate level, while corporate income tax claimed a
larger share of PBT in the later vears, retained profits were largely
influenced by dividend payouts.  The share of dividends excluding
dividend tax in PAT increased from 25.52 per cent to 44.03 per cent during,
1995-96 to 1999-00. Dividend tax too playved an important role in lowering
the retained profits.  Overall, the share of retained carnings in PAT
declined from a little less than three-fourths to just about half of the PAT,
(Tables 3.3 & 3.4) .

Examination of profit-making companics revealed that whife the ettective
tax rate increased initially, it started declining thereafter. Lguity dividend
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rate increased.  But as a proportion of PAT, dividends remained stable
after 1995-96. Similar is the position with regard to the share of retained
carnings in PAT. (Tables-3.5 and 3.6)

Confirming the general un lerstanding, the largest companies, classified
according to their total asscts in 1999-00, accounted for an overwhelming
share of gross savings of the sample companies. The share of the topmost
200 companies with Rs. 500 crores or more of assets increased from about
68 per cent in 1995-96 to 7u per cent in 1999-00. While the share of the
smaller companics declined, the smallest i.e., those having less than Rs. 25
crores of assets continued to be dissavers. (Table-3.7)

The number of dissavers increased from 355 to 755. Thus, in 1999-00,
about 30 per cent of the sample companies were dissavers. (Table-3.8)

Similar to the aggregate position, savings of the companis in many
activities experienced vear-to-year fluctuations. The declint in savings
was a little more continuous in case of the manufacturing sector. Within
manufacturing, the contribution of foodstuffs, textiles, leather, paper, etc.,
declined steadily and did not pick up even in 1999-00. Diversified
companies performed better both in absolute and relative terms. Services
sector experienced mixed trends. However, unlike the manufacturing
companies, it managed to regain the initial values. ~ Within the services
sector, savings of computer software related companies ‘increased
substantially. (Tables 3.9 and -3.10)

Larger companies with Rs. 100 crores or more of assets performed
comparatively better as either the gross savings improved or the declines
were relatively of smaller magnitude. Smaller companies, on the other
hand, seem to have sutfered appreciably in all the sectors. (Appendix-3.2)

The declining share of retained profits in gross savings and the increasing
number ot dissavers is mainly due to the declining overall profitability of
the sample companies. The declines are sharper in case of manutacturing
companies. (Table-3.13)

From the point of estimation of the gross savings of the population, the
ratios of gross savings to PUC, the basis presently being used, as also the
often-suggested bases of assets and income, are important. At the
aggregate level, all the three ratios experienced a uniform declining trend.
The decline was, however, slower in case of the PUC-based measure while
it was the steepest in case of the asset-based measure. Thus, whatever be
the basis adopted, population estimates would have declined but for an
increase in the corresponding base itselt. (Table-3.14). ;
A comparison ot the ratios derived trom a much larger sample ot 3,341
companies for the three year period 1997-98 to 1999-00 (Sample-11) and the
CF study of NGIFPs for 1999-00 covering the same period, while
confirming, the recovery made in 1999-00 suggest that whichever be the
criterion, the ratios obtained trom Sample-I1, are lower. It does appear that
estimates of population gross savings would have been lesser had the RBI
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access to data of larger number of companies. (Table-3.15 and Graphs 3.7
to 3.9

The ret sales-based ratios increased consistently with size. This was in
general true with respect to the asset-based ratio also. Tie PUC-based
meastire, however, behaved differently in this respect. Leaving aside the
smallest range, the ratio did not vary substantially across the size ranges.
This basic difference between PUC ratio on one hand and sales and assets
on the other would have important implications for ostimation of
population savings. (Table-3.15 and Graphs 3.7 to 3.9)

The population estimates of gross savings based on the ratio of gross
savings to PUC ratios of Sample-I and the CF studies were quite close to
each other for 1997-98 to 1999-00. However, the fact that both were either
close to or even higher than the NAS estimates for the non-government
non-financial companies (which also include gross savings of private
limited companies) suggests the need for some methodological
clarifications. (Table-3.16)

For the three years 1997-98 to 1999-00, the estimates thrown up by Sample-
I and Sample-II differed substantially, the former being higher by almost
30 per cent. This once again, emphasises the need for larger samples and
the possibility of smaller companies performing relatively poorer
compared to the larger ones. (Table-3.17)

The estimates of population gross savings based on (i) average gross
savings to PUC ratio for the sample as a whole and (ii) the aggregate of the
estimates of individual sectors are close to each other for the year 1997-98.
However, mainly due to the severe problems associated with the PUC of
real estate and business services group, which also includes computer
software companies, the estimates differ widely during the subsequent
two years. (Table-3.18)

Thus, sectoral estimates of gross savings suffered from both non-
availability of appropriate disaggregated estimates of population PUC and
problems of classification of companies. Another factor which has a
bearing on sectoral estimates is ‘other income” in the form of returns from
inter-corporate investments and loans (ICIL) which constitutes an
important component of the corporate profits and consequently of gross
savings. Other income is probably more related to size, and possibly age
ot the company, instead of a company’s main activity. The major share of
diversified companies in gross savings further undermines the relevance
of sectoral estimates.

. The attempts at generating population estimates with the help of net fixed

assets (NFA) of the private corporate sector, as suggested by the Expert
Group on Saving and Capital Formation (1990), on the basis of ASI factory
sector data, yielded grossly distorted results and raised conceptual and

-

coverage issues. (Table-3.19)
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In view of the experience with generating population estimates through
individual sector.! estimates, the above observation that the ratio of gress
savings to PUC was more stable across different size ranges, and finaily
the more serious difficulties in getting the population estimates of incorr e
and assets, it does appear that larger samples with PUC as the blow-up
factor are still the better alternative.

Overall, the result; confirm the broad trends emerging from the CF studics
and indicate the possibility of lower population savings than what the Cr
studies indicate.

Other income (Ol) comprising mainly of dividends, interest receipts
together with non-operating surplus (NOS) an outcome of sale of assets,
investments, etc. had an increasing share of PBT. Starting from a little over
one-third in 1995-96, the share increased to nearly 54 per cent by 1999-00.
The increase was even sharper in case of manufacturing companies.
(Table-3.20)

The substantial size of other income indicates large deplovment of funds in
the form of investments in and loans to other enterprises as also debt
securities by the sample companies. Other income is a double-edged one.
While on one hand, it may appear to augment the profits from the main
operations and probably help companies minimise the impact of
uncertainties, since the funds will no longer be under the direct
supervision of the company’s Board, there will be little control on fund
utilization and the returns thereof by the investing companyv. The problem
becomes more complicated if such investments are made out of borrowed
funds.

The amount of investments in other enterprises and securities nearly
doubled during the period. The increase was more prominent in case of
group companies. Share of group companies in marketable securities
increased from a little less than half to nearlv 65 per cent. This may
indicate the attempts at consolidating control over listed companies
through inter-corporate investments. Indications are that the loans are also
being advanced increasingly to group companies. (Table-3.22 and Graph-
3.10)

Section 4

. The official estimates of capital formation appear to be quite sensitive to

the set of companies being studied. In case of population estimate of GCF
of NGFPs the estimate generated from the CF study of 1999-00 was lower
by 7.83 per cent compared to the corresponding study of 1998-99. The
situation turns out to be ceven more serious in case ot private limited
companics. The estimate of GFCF based on the second study was higher
by about 42 per cent than the estimate based on the first study. The second
estimate of GCF in their.case was almost one and half times more than the
tirst estimate. This example may help illustrate the difficultics faced by the
official agencies in petting nearly the same set ot private limited companies

-
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for study even for successive periods as also the differences in the
estimates that can result from the differing samples. (Table-4.2)

At the aggregate level, at current prices, GCF of sample companies in cach
of the last three years was lower than that in the preceding year. The
decline was sharper in case of manufacturing companics. GCF of
manufacturing companies in 1999-00 was almost half of what it was in
1996-97. While non-manufacturing companies did show some
improvement in 1997-98, in the last two years they too experienced a steep
fall in GCF. One of the reasons for the steep fall in the GCF of
rnanufacturing companies is the sharp decline in stocks, especially capital
work-in-progress. (Table-4.3)

Steep declines in the ratio of GCF to PUC imply that to even sustain the
overall level of GCF at current prices, the PUC of NGFPs should have
increased by at least 159 per cent during the four years. Population PUC
coverage ratios of the CF studies indicate that PUC of NGFPs increased
between 1996-97 and 1999-00 by only about 70 per cent. NAS estimates of
GCF for the entire private corporate sector, however, show an increase
between the two years from Rs. 1,14,807 crores to Rs. 1,25,221 crores, or by
9.07 per cent. One is not sure whether this is due to better performance of
the other components of the private corporate sector or to some
adjustments having been made to the population PUC figures for making
them closer approximates of the reality.

The exercise after excluding the companies affected by mergers further
confirmed the lowering of capital formation both at the aggregate level as
also of the manufacturing companies. (Table-4.4)

An increasing number of sample companies reported a decline in gross
fixed assets-(adjusted for changes in revaluation) in various years under
study possibly due to sell-off or demerger of units/divisions bv these
companies as distinct from sale of individual fixed assets. The fact that
NOS was an important component of the receipts, especially in 1999-00,
may also be indicative of this development.  The decline in GFA is
relatively substantial as the total decline in a vear on account of these
companies worked to about 10 per cent of the total increase in case of the
remaining companies. There is thus need for a detailed examination of the
process to throw better light on the decline in GCF as observed above.
(Table-4.5)

Section 5

There is a concern that the debt-equity ratios of the corporate sector are
high due to low internal savings. Further, the problem of high real interest
rates is seen to be inhibiting capital formation and in turn adverselv
affecting the economic growth.

The ratio of interest pavments to total costs bvi.ng about 7 per cent, interest
cost turns out to be important for the corporate sector. But, given the
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extensive outside investments made by the sector, comparing  gross
interest costs with total costs may amount to overstressing their
importance. (Table-5.2)

Other things remaining the same, reduced irterest rates would
undoubtedly result in higher savings for the private corporate sector. This,
are also additional factors which influence profits ind surpluses of the
sector.  Along with interest rates these need to be given careful
conisideration.

Despite the fact that the companies are now required to pay an additional
tax in the form of dividend tax, the companies are not limiting pavouts on
account of dividends. Since savings are dependent on profit retentions,
this factor has implications for corporate savings.

Further, other expenditure at 9-10 per cent forms a major component of
total costs and, thus needs a closer examination for possible reduction in
costs that could add to the surpluses. One also finds the need to examine
selling costs as also wages & salaries.

Next in importance is the deployment of borrowed funds by the
companies. Companies of sizes invested in and/or extended loans to
other enterprises. The investment and loans activity is, however, more
prevalent in profit—nﬁaking companies.

Within the profit-making companies, those who increased their
borrowings during the period, invested relatively more than the rest. This
is true for the losing ones as well.

The average returns from inter-corporate investments and loans (ICIL)
declined considerably during the five-year period. At the end of the
pevriod, the average return from ICIL is lower than the average rate of
interest paid by the companies. In the context of the increasing share of
investments in group companies and non-marketable securities and also
advancement of loans to group companies this low return acquires
significance. | | '

In view of the increasing ICIL in spite of the declining returns from-these,
the main purpose. of ICIL appears to be acquiring/retention and
consolidation of control over other enterprises rather than gaining better
financial returns from such investments.

One implication of increased investments and loans to group companies
out of borrowed funds is that funds are being diverted to enterprises
which might not be otherwise capable of raising resources themselves.
This mayv indicate the possibility of undue benefits being passed on to
companies in which managements have a major interest.

Once the investments and loans have been made, the sharcholders and
directors of the inyesting company would have no further control over the
utilisation of the funds. This is irrespective of the setting up of Board's Audit
Committees and other improvements in corporate governance mechanism.
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Heavy deployment of borrowed funds in other enterprises would mean
that the borrowings do not get reflected in the cap tal formation of the
borrowers.

The case of large companies showed that had they not invested
substantially in other enterprises, their financial position would have been
considerably better. In view of the topmost companies’ importance for
corporate savings and the sector’s savings rate, this phenomenon needs to
be further examined.

While the role of inter-corporate investments in capital forrnation cannot
be denied, this could not be at the cost of the investing company itself.
Resorting to heavy investments & advancing loans from borrowed funds
increases not only the cost of funds for the investing company but also
exposes the company to default risk due to low returns from the funds so
deployed. Further, the argument of inter-corporate investments helping
capital formation would be relevant if the investments are made in new
enterprises.

Further, the higher proportion of investments in non-tradable securities
might also adversely affect the liquidity position of the companies.

The possible benefits in terms of capital appreciation could not be built
into the present calculations. It is assumed that for understanding the
current operations, current returns are more relevant.

While for loss-making companies, the reasons for the losses could be many
and need not have to be related to interest costs alone, for the profitable
ones and the sector in general there appears to be scope for achieving
higher returns and savings without unduly concerned about interest rates.

Given the extensive practice of inter-corporate investments and loans by
major borrowers, which possibly reflects lack of opportunities for the main
companies in the context of the slow down of the economy, it is debatable
if lowered interest rates lead to increased investments. The decisions with
regard to administered interest rates may, to that extent, could be de-
linked from corporate investments.

How far are these investments extension of the main activities of the
companies and to what extent these enhance the companies’ main
objective is another question that needs to be studied further because only
then one could fully comprehend the investment behavior of the corporate
sector.

Sectioﬁ¥6

To study the more recent trends in gross savings and capital formation of
NGFPs, a set of 2,044 non-government non-financial public limited
companies for which data are available for the three years 1998-99, 1999-00
and 2000-01 has been chosen. PUC of the samwple cornpanies formed about
33.66 per cent of the PUC of NGFPs at the end of 1999-00).
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Retained earnings of the sample companies increased from Rs. 4,827 crores
in 1998-99 to Rs. 6,767 crores in 2000-01, depreciation increased from Rs.
14,175 crores in 1998-99 to Rs. 18,216 crores in 2000-01, resulting in a
substantial increase in gross savings from Rs. 19,002 crores in 1998-99 to
Rs. 24,983 in 2000-01. (Table-6.1)

Overall, the rate of growth of gross savings of the sample companies
during 2000-01 was higher at 15.51 per cent compared to 13.82 per cent
during the previous year. Compared to the experience during 1995-96 to
1999-00, these developments suggest possible revival in corporate profits
and retentions. (Table-6.1)

Estimates of gross savings of all registered NGFPs, i.e., the population of
NGEFPs, depend upon the characteristics of the samples studied as also the
reliability of population PUC. In the absence of information on the
possible adjustments being made to population PUC by official agencies to
bring them as close to reality as possible and non-avilability ot population
PUC data for 2000-01, population estimates of gross savings and capital
formation and the corresponding rates with respect to GDP, presented in
the study, need to be taken in a comparative sense rather than at their
absolute levels.

The estimated savings rate of NGFPs in 2000-01 was 3.45 per cent. The
corresponding rates for 1998-99 and 1999-00 .were 2.88 per cent and 3.29
per cent respectively. However, growth in estimated population gross
savings of NGFPs in 2000-01 at 16.69 per cent was substantiallv lower than
the growth rate of 27.10 per cent achieved in the previous vear. (Table-6.3)

Both PBT and PAT increased considerably during the period. With both
effective tax rate and the share of dividends in PAT coming down, retained
earnings increased substantially in 2000-01 over 1999-00. (Table-6.4)

The combined effect of lowering of corporate income tax rate, reduced
dividend payout ratios and increased proportion of dividend tax has been
an increase in the share of retained earnings in PAT from 51.10 per cent to
55.43 per cent. (Table-6.5)

The number of profit-making companies, however, declined in 2000-01
compared to the previous vear - from 1,443 to 1,383. Put in alternatively, it
can be said that nearly one-third of the companies incurred losses in 2000-
01 (Table-6.6). ‘

In contrast to increased protits and retentions, select profitability ratios
either declined or increased only moderately in 2000-01 compared to the
carlier years. More importantly, in the case ot manufacturing companies
all the ratios under consideration declined in 2000-01. (Table-6.8)

Changes in gross savings in different vears and various asset sizes shows
that the smallest companies in the sample, with assets ot less than Rs. 10
crores, continued to be net dissavers.  Also, shares ot companies with
assets between Rs. 50 -1000 crores declined in gross assets.
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Continuing the earlier trend and following the increase in the number of
loss-making companies, the number of dissavers increased in all the asset
ranges. Notably, the number of dissavers in the topmost asset range
doubled between 1999-00 and 2000-01. In spite of this, the largest
companies i.e., those having assets of Rs. 1,000 crores or more increased
their share in gross savings from 65.20 per cent in 1998-99 to 68.95 per cent
in 2000-01.

Gross savings of the manufacturing companies increased comparativelv at
a slower rate in 2000-01 (Table-6.7). In fact, the number of dissavers in the
sector increased from 266 to 296. Within the manufacturing sector, the
metals and chemicals group suffered the worst. On the other hand, the
performance of foodstuffs and textiles group improved considerably.

Experience of the manufacturing sector is, however, in contrast to the
growth in overall savings of the sample companies which actually
increased faster in 2000-01. This was mainly due to substantial increase in
the savings of companies engaged in computer software development and
related activities whose share increased from 10.35 per cent in 1998-99 to
18.64 per cent in 2000-01.

The share of other income in PBT declined whereas that of NOS increased
during the period. The two put together, however, continued to account
for about half of the PBT. (Table-6.11)

Between 1998-99 and 2000-01, NOS almost doubled. Two of the main
components of NOS are gains from sale of assets and investments. Both
have implications for the process of restructuring. The process needs a
closer examination because in the short run the addition to profits could be
misinterpreted as improvement in business performance.

The share .of net fixed assets in total assets of the sample companies
declined during the period, that of investments increased. The increase in
investments almost matches the increase in the net fixed assets. This
further establishes the importance of deployment of funds in other
enterprises by the sample companies. (Table-6.12)

. The gross tixed capital formation of the sample companies (excluding

merger cases) increased by 3.18 per cent from Rs. 29,330 crores in 1999-00
to Rs. 30,264 crores in 2000-01. On the other hand, duc to substantial
reduction in stocks, GCF declined from Rs. 27,262 crores to Rs. 20,110
crores, or by 26.21 per cent. In the manufacturing sector all the main
components of capital formation declined considerably in 2000-01. (Table-
6.14) -

It appears that GFCF of the population of NGEPs would be higher by 4.52
per cent in 2000-01. Their GCF in 2000-01 would, however, be lower bv
25.26 per cent compared to the previous year. The exercise indicates a fall
in the rates of capital formation of NGFPs from 4.61 to +.33 in case of GFCF
and 4.28 to 2.88 in case of GCF. (Table-6.14)

AN



77.

78.

79.

80.

81.

As in the carlier years, during 2000-01 also, gross fixed assets of a number
of companies decreased. The reduction in GFA ¢f these companies is quite
substantial as its ratio to the increase in GFA of tac companies whose GFA
increased during the year was 16.77 per cent.  These cases once again
highlight the need to clarify the position with regord to demergers and sale
of units.

General

F

The improved savings rate in the recent years disguises the fact of growing
concentration at the top on the one hand and large number of small
companies in the sample turning dissavers, on the other. By itself, heavy
emphasis on large companies may lead to an overestimation of the
population savings and the savings rate. On the other hand, however,
given the distinctly different behavior of unlisted companies which form
the bulk of the left out companies, and foreign controlled companies which
are likely to gain further importance in the coming years, it would be
difficult to indicate the direction of the bias in estimation.

The findings underline the need to have regular disaggfegated
presentation of the trends in savings and capital formation instead of the
present practice of prov1dmg only the broad aggregates.

Given the fact of’ relative easy availability of annual reports of listed
companies (conse_quently of their subsidiaries), and the difficulties known
to be encountered by the RBI in getting company annual reports, it is
possible that the CF studies would be weighed in favour of the listed
companies and their subsidiaries. :

Since most large FCCS are unlikely to get listed on the stock cxchange s and
even some of the existing ones are seeking de-listing, inadequate
representation of the unlisted segment would have important implications
for the measurement of savings and capital formation of the private
corporate sector. ‘

. Overall, the nmnufacturnuD sector appears to be facing a difficult situation

while the services a1e improving their position. The samples considered
for the present study cover the manufacturing sector better. It does appear
that similar is the case with the CF studies. The CF study of NGFPs for
1999-00 suggests that about 80 per cent of the companies fall under the
manufacturing sector. In terms of PUC share of manufacturing companics
is higher at 85 per cent. This is far higher than the sector's’share in the
overall PUC of NGFEPs. The many similarities observed between the results
of CF studies and the present study can even be construed as a weakness
rather than s‘treﬁ},th as both cover the non-manutacturing - sector
madequately. In view of this also more emphasis needs to be plawd on
the process of selection of companies.
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Private agencies, with their limited objective of serving investor needs,
cannot be expected to cover a wide variety of companies so that uniisted
companies, which are going to gain importance in the coming years, could
be appropriately represeited in the samples.  Nor would these
organizations find it viable to make the necessary adjustments required for
estimating savings and capital formation. The efforts should, therefore, be
directed at strengthening the Department of Statistical Analysis and
Computer Services (DESACS) and ensure the availability of company
annual reports. ,

DCA had already helped a private agency to get access to the data of
almost one and a half lakh companies; it could definitely extend its
support to RBI particularly since huge success has been claimed in the
implementation of Company Law Settlement Scheme.

XXX1



Section 1

Introduction



In the process of economic growth capital accumulation occupies a
strategic place. Development planning secks to cnsure mobilization of
adequate resourc=s and direction of such investments into channels that
provide for the most rapid growth and productive capacity of the national
economies.! A critical question, however, is how to mobilize resources to
enable the investments. Indian planners were conscious of the significance of
savings as a pre-requisite to new investments. For self-sustained development
it was essential to have higher rate of domestic saving.? Since it was also
understood that to support higher investments foreign capital could
supplement the scarce and limited resources, the development models take
savings and foreign capital as key to economic development. To encourage
savings a number of incentives and concessions are offered to both
individuals and enterprises. Given the importance attached to savings,
performance of the Indian economy at generating savings has been a subject
matter of debate for a long time. The debate concerned both the level and
impact of savings as also the methodological issues surrounding its

estimation.?

1 Q. Lange, “Planning Economic Development”, in Henry Bernstein (ed.), Underdevelopment and
Development: The Third World Today, Penguin Books Ltd., Hammondsworth, 1973, pp. 207-215.

8]

For instance, evenwhile recognising the necessity for foreign exchange resources, the Secomd Plun
emphasized that “... given the decision to invest a certain quantum of resources, the necessary
savings have to be found, and bulk of them have to be found from within the economy”. See:
INDIA, Planning Commission, Second Five Year Plan, 1956, p. 77. The importance of domestic
savings is further evidenced by the fact that the Tentlt Plan envisages the domestic savings rate to
reach 29.8 per cent in order to meet the investment rate of 32.0 per cent. See: INDIA, Planning
Commission, Approacl Paper to the Tentlt Five Year Plan (2002-2007), September 2001,
3 This was especially in the context of high rates of saving during the mid-'seventies and the failure
to stimulate growth unlike the experience of Fast Asian countries. Among the studies on savings
one may refer to N.A. Majumdar, T.R. Venkatachalam and M.V Raghavachart, “The High Saving
Phase of the Indian Economy: 1976-79 - An Exploratory Interpretation”, RRI Oceasional Papers, No.
1, June 1980, pp. 1-32; V.K.RV. Rao, “Savings, Capital Formation and National Income”, Feononue
and Polttical Weekly (EPLV) 1980, Issue No. 22, pp. 905-977., K. Krishnamurty and P. Saibaba, Saooigs
Belwvionr tn Indiu, Institute of Economic Growth, Occasional Paper Series: New Series, No. 6,
Hindustan Publishing Corp., Delhi, 1982; MNihir Rakshit, “Income, Saving and Capital Formation in
India: A Step Towards a Solution of the Saving-investmest Puzzie”,  FIMY, Annual Number
1982,pp. 561-572; Mihir Rakshit, "On Assessment and  Interpretation of  Saving-lnvestment
(LCentd )

o



Domestic savings of an economy is measured under three broad heads
namely, (i) public sector, (ii) houschold sector, and (iii) private corporate
sector.  Savings in the administration, departmental enterprises and non-
departmental enterprises (government companies, statutory corporations and
port txust;) are covered under the public sector. Household sector comprises
of savings of individuals, all non-government, non-corporate enterprises like
sole proprietorships and partnerships and non-profit institutions which
provide educational, health, culturai and other social and community
services. Non-governmental financial and non-financial corporate enterprises
and co-operative institutions constitute the private corporate sector (PCS).
Non-governmental non-financial corporate enterprises include public and
‘private limited companies registered under the Companies Act, 1956. Non-
government financial institutions constitute commercial banks in the private
sector, and financial and investment companies. Co-operative institutions
comprise of co-operative banks, co-operative credit and non-credit

institutions.

(Contd...)
Estimates in India”, EPIV, Annual Number May 1983, pp. 753-766; Uma Datta Roy Choudhury and
Amaresh Bagchi, (eds.), Domestic Savings in Indw: Trends and Issues, Vikas Publishing House, New
Delhi, 1990; B.L. Pandit, Growth and Structure of Savings in India, Oxford University Press, Deihi,
1991.

Among the recent ones one may refer to: EPW Research Foundation, “Economic Reform and Rate
of Saving”, Economic and Political 1\eekly, May 6-13, 1995, pp. 1021-1041; P. Athukorala and K. Sen,
“Economic Reforms and the Rate of Saving in India”, EPIV, September 2, 1995, pp. 2184-2190; EPW
Research Foundation, “Economic Reform and Rate of Saving”, EPIV, Special Number, September
1996, pp. 2507-2526; Pulapre Balakrishnan, “Savings Rate in Indian Economy since 19917, EP1Y,
Special Number, September 1996, pp. 2527-2535; Tarlok Singh, “Saving and Investiment in India -
Trends, Structural Composition and Inter-relationships”, Journal of Indian Sciwool ¢f Political Econonty,
Vol. 8, Januarv-March 1996, No.l. pp. 20-39; Martin Mubhleisen, “lmproving India’s Saving
Performance”, IMF Working Paper, 1997; Mathew Joseph, “India’s Saving Rate: Analysis and Policy
Prescriptions”, 1997; Norman Loavza and Rashmi Shankar, “Private Saving in India”, a paper
presented in the Conference Savings Across the IWorld, World Bank, September 1998: and Benu
Schneider, “Saving-Investment Correlations and Capital Mobility in Developing Countries with
Special Reference to India”, Indian Council for Research on International Economic Relations, New
Delhi, Working Paper No. 48, 1999. .

At another level, the methodological issues were dealt with extensively first by & Working Group
on Savings in 1982 and later by an Expert Group in 1996. Both the Groups were set up by 'the
Department of Statistics. See: INDIA, Ministry of Planning, Department of Statistics, Capital
Formation and Saving tn India 1950-31 to 1979-80, Report of the Working Group on Savings, Reserve
Bank of India, February 1982 (Chairman: KN, Raj) and INDIA, Minstry of Planning and
Programme Implementation, Department of Statistics, Suving and Capital Formation in hud: 1950-51
to 1994-95, Report of the ‘Expert Group on Saving and Capital Formation, December 199,
(Chairman: Raja ). Chelliah). These shall be referred to in the following as the Working Group and
the Expert Group respectively.



In the discussion on domestic savings, considerable emphasis has been
placed on the contribution of the private corporate sector in general and the
organised sector in particular? Low share o the private corporate sector in
gross domestic savings and its savings rate (measured as the ratio of gross
savings of PCS to the GDP), which did not exceed 2 per cent till the late
‘eighties, had been a matter of concern. Rapid growth of the Indian public
sector and of the unincorporated private sector were seen to be responsible
for the low saving rate of the private corporate sector. This low savings of the
PCS was also attributed to high corporate tax rates and heavy dependence on
borrowed funds, which meant a substantial part of the surplus flowing out as
interest.> The savings of the PCS also came under discussion due to the
practical problems faced in spite of the sector being a part of the organised
segment of the economy. The Expert Group on Savings and Capital
Formation (1996) noted: “... not withstanding the fact that the private
corporate sector is organised, estimates of this sector are subject to errors”.
The extent and the direction of error are, however, not stated.

The past two decades, especially the ‘nineties, witnessed a wide variety
of changes in India’s economic policy environment with the private sector
given greater operational freedom both in terms of making new investments
and tinancing such investments. From the official estimates provided in the

National Accounts Statistics (NAS) it is evident that these changes have been

4+ Among the studies one may mention K. Krishnamurty and D.U. Sastry, ivestiment and Financing 1
the Corporate Sector in India, Tata McGraw-Hill Publishing Co., New Delhi, 1975; Vinav D. Lall, fisc.
Incentives amd Corporate ‘Tax Saving, National Institute of Public Fimance and Policv, New Delhi,
1983; N. Shanta, Trends m Private Corporate Savings, Qccasional Paper Series, Centre for
Development Studies, Trivandrum, 1991; and Uma Datta Roy Choudhury, “Finances of the Private
Corporate Sector: 1955-56 ta 1980-87", Jowrnal of Indun School of Polttreal Economy, Vol 4, No. 4, Oct-
December 1992, pp. 599-653.

5 Commenting on the contribution of the corperate sector Lo national savings during the first three
decades, VKRV, Rao noted that “(T)he perfoimance of the (private) corporate sector has been
disappointing as far as its contribution to raising the Indian savings rate is concerned.” See:
VKRN Rao, Didia’s Nattonal Income, [950-1930: An Analusis of Econenue Grocetly and Change, Sage
Publications, New Dethi, 1983, p. 137 See also Arvind Viemani, “Saving Performance and
Prospects: A Historical Perspective”. in Uma Datta Roy Choudhury and Amaresh Bagehi, (ods ), or
at.and N. Shanta, op al Itwas also noted that a gloomy investment climate, in spite of the
presence of investment meentives, was the underlying cause of stagnant corporate savings during,
the “sixties and the ‘seventies. Seer Brijesh C Purohit, «Corporate Saving, Behaviour in India: A
NModel”, Feonenie awnd Politieal “heekly, 1990, Vol 25, No. 7, ppoN2 ~MS.

o Fxpert Group. op. art, para 207, p.o.



Objectives of the Study

The study seeks to:
(a) analyse the trends and pattern of savmgs and investment of a
~ sizeable number of non-government non-financial public limited

companies (NGFPs) during 1995-96 to 1999-00 at the dlsaggregated-
levels of size, industry, ownershlp, ete.;

(b) examine the impact of the pattern of depl‘oyment of funds by large
NGFPs on retained earnings and gross savings; and

(c) provide advance indications of savings and investment of NGFPs
during 2000-01 of NGFPs.

Savings and Capital Formation: Estimation Procedure and Practical Problems
For+ purposes of national income estimation, non-government
compénies registered under the Companies Act, 1956, together with
cooperative enterprises are treated as a part of the PCS. Gross savings of the
non-government non-financial companies is derived ’from the company
finance studies conducted separately for public and  private limited
- companies by the Reserve Bank of India (RBI). The RBI takes gross savings as
the sum of retained profits and the depreaahon provision made by the
companies. For arriving at gross savings, the surplus or def1c1t arising out of
sale of fixed assets, Investments, revalua:tion/d“evaluation of foreign
currencies income/expenditure related to the previous vear, etc., are,
however, adjusted from the reported retained earnings. Net savings of the
PCS is obtained after deducting the consumption of fixed capital estimated
independently by the CSO, from the gross savings of the sector given by the
RBI. A similar procedure is adopted in case of financial companies. While
addition to reserve funds is taken as the savings of private commercial banks,
in case of co-operative societies increases in statutory funds and othef
reserves/funds are taken as gross savings. | » o - N
Estimates for all companies in each category.are obtained by blowing
up the sample results én the basis of coxfefage of paid-up cé”pital (PUC) of

sample companies to the PUC of all companies in the respective category.”

7  For further details see: INDIA, Central Statistical Organisation, National Accounts Statistics: Sources
and Methods, 1989, pp. 218-219 and Report of the Expert Group, op. cit., para 2.2.7, p. 17.



accompanied by an increase in the savingé rate of the private corporate sector.
From the 2 per cent in 1988-89, the savings rate of the PCS moved up to 4.9
per cent by 1995-96. After 1995-96, however, the rate fell gradually to reach
3.7 per cent by 1999-00. (See Table-1.1 and Graph-1.1). In view of the
problems associated with the esﬁ_matién of éavings and capital formation of
the sector‘,{ it is prdposed to identify the factors that explain this decline as also
throw more light on the pattern of savings and investment of the sector with

the help of alternative estimates.

Table—l ¥
Domestlc Savings Rate and its Components
: (Percentages)
Year 1 'Household .  PublicSector | Private ;|  Rate of Gross Share of PCSin .
Sector Corporate Sector | . Domestic - - GDS
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Based on: INDIA, Ministry of Fmance, Economu. Survey: 2000-2001, Append;x Statement No. 1.5.
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RBI also prepares the savings estimate of the household sector in the form of
financial assets like currency, deposits with commercial banks, non-banking
companies, shares, debentures and bonds, etc. (50O estimates savings of the
public sector and that of household sector in the form of physical assets, life,
provident and pension funds.

Gross investment (capital formation) is estimated by using a
commodity flow method by the CSO. Investment of the household sector is
derived as a residual by subtracting the investment of public sector and
private corporate sector from the total investment. Gross national savings is
estimated as the sum of foreign, public, private corporate and household
savings. Gross domestic savings is equal to gross national savings minus
foreign savings (See Diagram). Physical savings of the household sector is
taken as equivalent to the household investment measured as a residual.
Thus, the estimates of the investment of the private corporate sector and of
public sector crucially affect the estimation of household savings and
investment.8 | .

The process of estimation of savings of the private corporate sector
presently has a number of limitations. The main problems relate to non-

government joint stock companies within the PCS.? The constraints include:

(a) small sample size compared to the size of the population; 1

8  The Expert Group noted:

As the total frame is not authentically available and the sample is neither statistically drawn
nor is in good proportion to the whole population PUC and the basis of the multiplier is also
not satisfactory, the results based on such a procedure may not be reliable. This in turn affects
the estimates for the household sector of the economy. The capital formation estimates in
respect of the household sector which are derived as residual would, therefore, contain a part
of the errors.

op. cit,, para 2.0.10, pp. 6-7. y

9 For instance, see the reports ’of the Working Group and the Expert Group. See also, RBL “Issues for
Consideration in the Seminar”, Seminar on Financial Statistics of the Private Corporate Business Sector,
Mumbai, March 4, 1985 and Martin Mihleisen, op. ..

10 There are three main series of Company Finance (CF) studies conducted by the RBL These are: (i)
non-government non-financial public limited companies (also separately for large public limited
companies); (ii) private limited companies; and (iii) financial and investment companies. Of late,
the first series of studies is covering, about 1,900 companies, the second about 900 and the last 700
companies.  The proportion of the sample is considerably small in case of private limited
companies. The latest study for the vear 1999-00 covers 2 per cent of the PUC of private limited
companies. In terms of the number of companies the coverape would, however, be neglipible.



Diagram
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(b) absence of a reliable sampling frame on the one hand and on the
other poor response of companies in sending their annual reports
due to which choice of sample companies for study gets determined
by availability of annual reports and balance sheets;

(c) use of paid-up capital as the base for blowing up the sample
estimates which need not bear a true relationship with the variables
under consideration;!

(d) non-availability of reliable estimates even of the paid-up capital;

(e) leaving out the companies under consiruction in which substantial
capital formation would be taking place; and

(f) changing composition of samples from year to year, which makes it
difficult to have meaningful longer term comparisons (see
Appendix - 1.1 for illustrations).}2

In spite of the organised nature of the companies registered under the
Companies Act, 1956, due to the absence of reliable information on a large
number of its constituents, there are serious shortcomings of the data on the
sector’s critical characteristics like paid-up capital, assets, sales, profits, etc.
While some registered éompanles never even start their operations, a good ‘
number do not file thelr annual returns regularly.’® The uncertainty
associated with the basic aggregates of the private corporate sector has been
severely affecting the esgimation of savings and investment of the sector and

has been the focus of attempts at improving the statistical base of the Indian

b

11 Since PUC may not be a godd measure of the size of a company, it was suggested that alternatives
in the form of assets and turnover could.be used to measure the size for purposes of measuring
concentration. See for instance, S.K. Goyal, “Concept and Measurement of Concentration of
Economic Power”, Company*News and Notes, 1970, Vol. 8, No. 3-4,pp. 1-6. This argument is equally
relevant in the present conteikt. This point has also been discussed by the Expert Group.

12 It is not necessary that the jatter samples are better representative of the overall situation in the
private corporate sector. M"ore importantly, changing composition of the samples makes vear-to-
year comparisons difficult s the extent of change between the two common years in respect of a
specific attribute obtaining from the two successive studies can vary substantially.

13 Interestingly, in view of non-ﬁlmg of returns by certain companies, the Ministry of Finance is
reported to have proposed that companies should file their returns even if they incur losses. From
the implementation of Company Law Settlement Scheme (CLSS) which provided onetime
opportunity to the companies which defaulted in filing Balance Sheet and Profit & Loss Account
and other documents with the Registrar of Companies, some interesting facts emerge. Out of the
4.96 lakh companies robistdied at the end of November 1998, 2.55 lakhs e a little more than half,
were defaulters. As per the: details provided by the DCA, out of these 2.55 lakh defaulters, 1.27
lakhs, or roughly half, availed the CLSS, Thus practically there is no information on at least one-
fourth of the registered companics.  One does not, however, know their agpregate PUC.
lntorestmg,l\, Northern I\cylon, which accounts for about one-fourth of the registered companies,
accounted the largest nuniber (also proportion) of defaulters.  The proportion of companies
d\‘uiling the scheme was the lowest in the region.
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economy. The need for setting up a proper agency for the corporate sector
was first emphasized by the Mahalanobis Committee during mid-'sixties. The
problem at that time was perceived as not of availability of data and
information but of putting together such information in a readily accessible
manner. The failure to set up such an official agency was held mainly
responsible for the non-availability of critical aggregates for the PCS.14

The problems with regard to data on the Indian private corporate
sector multiplied during the past more than a decade. In terms of number of
companies, the sector expanded significantly during the ‘eighties and the
‘nineties. From about 56,000 at the end of 1979-80, the number of registered
non-government companies reached a little more than 2,00,000 by the end of
1989-90. Their number increased further to 5,41,000 by the end of 1999-00.
The Directory of Joint Stock Companies, 1990 failed to give even the basic
information on paid-up capital of nearly half of the 2,00,000 companies.’5
Possibly due to the sizeable expansion of the sector and poor response from
the companies, the Department of Company Affairs (DCA) discontinued the
quinquennial censuses which till then were helping to improve the data on
population PUC. The Company Directory CD ROM released by the DCA in
1999 did not have information even on the paid-up capital of the companies.
The present situation of the sector is summed up by the National Statistical

Commission as:

There are more than 5 lakh companies registered in the ROCs but the actual
number of companies, which are operating, is not known. This situation
seriously affects the reliability of various estimates. An exercise conducted in
March 1999 indicated that about 47 per cent of the registered companies filed
their balance sheet for the vear 1997-98 with the ROCs. In the absence of a
reliable population frame, the RBI is pot in a position to apply suitable
sampling techniques. Further, the RBI is also constrained by the poor

14 See: S.K. Goval, Monopoly Capital and Fublic Policy, Allied, New Delhi, 1979. Chapter 11 of the book
deals in detail the absence of data and information on the Indian private corporate sector.

15 Expert Group, op. cil., p. 15. For a detailed examination of the database and the extent of non-
reporting, see: K.S. Chalapati Rao and K.V K. Ranganathan, “Directory of Joint Stock Companies in
India, 1990: A Review”, Institute for Studies in Industrial Development, 1992, The directory failed
to carry information on even some of the companies belonging to established business groups
which are known to be functioning at that time. Apart from this one noticed duplicate entries and

continuation of the already amalgamated ones.
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response from companies and non-receipt of annual reports directly from the
ROCs. RBI's findings are thus based on the data of responding companies
and the Fact Sheets prepared by the DCA. The reliability of the estimates of
gross savings and investment in the private corporate sector arrived at by
blowing-up the sample results available from the RBI’s studies in proportion
to the coverage of the paid-up capital (PuC) of the sample companies to the
PuC of all companies, has been questioned time and again. 16

The enormous expansion of the PCS has been thus accompanied by a
worsening of the information base of the sector leading to the limitations cited
above. Realising the difficulties in getting the information on the private
corporate sector and the relatively sizeable contribution of large companies to
savings and investment, the Expert Group on Savings and Capital Formation
(1996) suggested that efforts should be made to get the estimates for the total
population of top 1,500 companies in terms of either net fixed assets or

sales/turn over and for the remaining companies on a sample basis. 17

€

The Present Study |

Apart from the }Diroblems associated with estimation of the aggregates,
there is a general lack of understanding of the trends and pattern of savings
and capital formation o}f various categories of companies. From the NAS one
only - gets the trends in gross/net savings and capital formation. = The
disaggregation is restrlicted to joint stock companies (separately for non-
financial and financial companies) and cooperatives in case of gross savings.
Company Finance (CF)ﬁstudies conducted by the RBI dé not explicitly present
or relate the trends '?in savings and capital formation with company
characteristics. Till 198-81, the CF studies were based on common sample for
a period of five-years. :The'reafter, RBI switched over to a moving triennial
concept. While this has certain advantages, especially in terms of being able
to cover newer companies better, it fails to offer trends over a relatively longer

period.  Attempts at the Institute for Studies in Industrial Development to

l6' See: INDIA, National Statistical Commission, Report of the National Statistical Commussion, Volume 11,
August 2001, p.339.

17" Yxpert Group, op. «it, para 5.12.1, p. 40.



construct a consistent sample for the period 1995-96 to 1999-00, from the CF
data provided by the RBI, resulted in a sample of only 1,113 companies.!¥ n
vieW of this and ir: the context of the objective to generate alternative
estimates, it was hoped that data offered by private agencies might help in
arriving at estimates for a relatively longer time period based on an analysis
of data of a large num:ber of companies.
Importaﬁce of the Non-government Joint Stock Companies

By virtue of its ability to pool large resources, the joint stock companies
are capable of taking up projects of substantial size. Viewed against the
backdrop of a vast number of small unorganised units, constituents of the
PCS tend to be quite large. These own most modern and capital intensive
sectors almost to the exclusion of others. Over the years, corporate form is
also getting increasingly adopted by large service sector enterprises.’® Most
of the foreign direct investment is orgahised in the form of joint stock
companies.??  The joint stock companies registered under the Indian
Companies Act, 1956 are broadly classified into government and non-
government companies. Due to the changing policy environment, the
importance of non-government companies has been increased substantially.
For instance, starting from 27 per cent of the PUC at the end of 1990-91, their
share increased to two-thirds by 1999-00. Also, in 1998-99, the private
corporate sector accounted for about 72 per cent of the fixed capital, 55 per

cent of the workers employed and 65 per cent of the gross output of the

18 Itis, however, possible that the studies for the years 1997-98 and 1999-00 would have a few more in
common.

19 Share of the service sector including finance, trade, business, consultancy and community services
in paid-up capital of non-government companies doubled from a little less than 20.44 per cent in
1990-91 to 40.91 per cent in 1999-00. (This estimate is based on the data provided in INDIA,
Department of Company Affairs, Annual Reports on the Working and Administration of the
Companies Act, 1956 for the relevant years).

20 Two main forms of operation of foreign direct investment in India are: (i) companies incorporated
in India; and (ii) branches of foreign companies. The Foreign Exchange Regulation Act, 1973 caused
the foreign branches to transfer their operations to companies incorporated in India. Exceptions
were. however, made for airlines; shipping companies, ete. See: Sudip Chaudhuri, “FERA:
Appearance and Reality”, Economic and Political | Veekly, April 21, 1979, Pp. T3 - 744
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factory sector of Annual Survey of Industries (ASI).2! The importance of non-
governmeat companies is bound to increase further in the coming years due
to the throwing open of the sectors earlier reserved for the public sector and
the process of dilution of government ownership of public enterprises.

It is evident from the NAS that out of the two main groups covered
under the private corporate sector, non-government companievs registered
under the Indian Companies Act, 1956 have an overwhelming share of the
gross savings of the sector.?2 During thé past seven years (1993-94 to 1999-00)
the share of non-government companies has been close to 96 per cent. Within
the non-government companies about 90 per cent of the gross savings is
accounted for by non-financial companies. Looking in a slightly different
way, within the non-government companies, public limited companies, by
virtue of their ability to attract substantial amount of capital from sources
other than the prorﬁoters, tend to be bigger and hence occupy a more
important position. B_i:ing a public limited company is also a pre-requisite for
seeking listing on thé stock exchanges. At the end of 1999-00, the average
paid-up capital of a public limited compény was Rs. 1.96 crores. The
corresponding value §for private limited companies was only Rs. 11 lakhs.
Public limited comﬁ%nies, though thev are outnumbered by the 4private
limited ones, being rélatively quite large, account for a very high proiportion
of the paid-up capital of the sector. At the end of the year 1999-00, public
limited companies formed 13.5 per cent of the non—govérnment companies in
terms of numbers and accounted for 73.3 per cent of the PUC.2* 'NGFPs
accounted for over 80 per cent of the paid-up capital of all non-government

_public limited compafiies.24 | o

21 Based on the data provided by the CSO. For arriving at the shares of non-government companies,
which are not available"directly from the published data, the methodology outlined in \J Shapta,
op. cit. has been follow egfu rith appropriate modifications.

22 Based on the data prov 1ded in INDIA, Central Statistical Organisation, National AL(UUH!\ Stutistics:
2001. &
23 Based on the data provifﬁed in INDIA, Department of Company Affairs, Forty Fourth Annual Report
on the L’Vorking and Admugistration of the Companies Act, 1956, Year Ended March 31, 2000.
. i :
24 Since it was not possible to get the share of NGFDPs directly from data provided by the'DCA, the
PUC of NGEPs was estimated from the coverage of population PUC by the corresponding, CF study
(Contd...)
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NGFPs, the focus of the present study, thus occupy an important
position in the private corporate sector. Hence, an analysis of the behaviour
of the companies based on a relatively larger sample may help in
understanding the ftrends and patterné in the savings and capital formation of
the private corporate sector better. It may be noted that the Expert Group
held the view that the data provided by alternative sources namely the
Annual Survey of Industries (ASI) andvprivate agencies like the Centre tor
Monitoring Indian Economy (CMIE) do not fully meet the requirements for
generating savings and capital formation estimates for the private corporate
sector.> The Expert Group, however, also expressed the opinion that “as
cross-check it may be useful to supplement efforts of RBI and DCA with the

efforts of the private corporate sector ..."”.2

Selection of Companies

Three corporate databases namely, Prowess, Equity Research Station
(ERS) and Capitaline are presently available. After comparing two out of
these three, the Prowess database of CMIE has been chosen for the study, in
view of its larger coverage.?’ It was, however, noticed that Prowess is not
strictly comparable to the data generated by the CF studies in certain respects.
The treatment given to different items and the extent of accessing and
interpreting of the notes to accounts generally vary between different
databases.?® For the present exercise, however, the main difficulty arises in

respect of estimation of capital formation. For estimating capital formation,

(Contd...)

- for the year 1999-00. This estimate was then compared with the total PUC of all non-government
public limited companies reported by the DCA.

25 Expert Group, op. cit., p. 0.

26 Expert Group, op. cit., p. 19.

27 Equity Research Station (ERS) of Asian CERC is the other database that was considered for the
purpose. Since Prowess offered reasonably large number of companies for the study period, the
third database, Capital Market Group’s Capitaline, was not considered to avoid conceptual
problems.

28 For instance, Prowess treats internal transfers, wherein output of a division is used as input of other
division of a company, as part of the net sales, while RBI #akes out the same before arriving at net

sales.



RBI follows Sources and Uses of Funds approach in which adjustments are
made for mergers, amalgamatioﬁs and revaluations. Prowess, however, does
not make similar adjustments in case of mergers bui takes note of
revaluations. In the present context this could prove to be & major lacuna. It
should also be noted that the ongoing process of corporate restructuring is not
confined to mergers and amalgamations only. In the new policy regime,
besides mergers and amalgamations, acquisition/hiving-off of divisions is
also taking place. This process would have an effect of artificially showing
higher or lower capital formation as the case may be, unless suitable
adjustments are made.?? One is, however, not sure of how this aspect is being
taken note of in the CF studies.3® Another possible source of difference
between CF studies and Prowess is the former’s practice of revising previous
year’s data, based on current year’s annual reports. Informal enquiries reveal
that revisions are not incorporated into Prowess in a consistent manner. While
CF studies provide daté on fixed assets separately for land and buildings,
Prowess combines the t;\:/o. | o
It should be undérlined that studies on savings and capital formation
of the Indian private cgrporate sector, including those using company level

data provided by RBI, are based on data which are not adjusted for me"rgers

L3
1

29 Two are more distinct companies are involved in case of mergers/amalgamations at the end of
which only one company rémains. On the other hand, in case of unit transfers, both the companies
remain but the ownership ‘of one or ore of the units changes hands. The acquiring company’s
gross fixed assets at the end of the financial year during which the unit was taken over, would
include the assets of the adquired unit. A straightforward comparison with the company’s fixed
assets with that of the previous year would suggest that there was fresh capital formation. This,
however, is not the case because the unit's assets were already in existence as a part of another
company and as far as the économy is concerned, no addition to fixed capital has taken place.

30 There seems to be some amiwiguity in this respect. For instance, it has been stated that:

“(G)ross fixed capital formation in machinerv and equipment by producers consists of the
value of their acquisitions of new and existing machinery and equipment less the value of their
disposals of their existing machinery and equipment.”

(see.: Uma Datta Roy Choudhu‘i'y, “Measurement of Capital Formation and Savings and the Svstem of
ational Accounts, 1993”, in Expert Group Report, op. cit., p. 63.)

When a whole unit, along with the fixed assets, is acquired by an enterprise, the effect would be the
same iri 4 :
me as acquiring the assets offanother company through amalgamation. In both the cases, the assets
are i ; T . .
not extinguished. In the case of acquisition if both the seller and the buyer are in the sample, it

makes 1 ne it . o
akes not difference (o the overall asset position. On the other hand, if one of them does not torm part
of the sample, there

i _ s a possibility of over or underestimation according to whether the buver or the
seller s included, :
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and unit transfers. This is because the basic balance sheet data relating to the

study of non-government public limited companies, to which researchers are = ="~

generally provided access, are not adusted for mergers.  One major
advantage scen in the Prowess database is that it contains data on a relatively
larger number of companies for a longer period during the ‘nineties so that
different categories of companies could be represented better in the analysis.
. Also, the database identifies each company by name.? This information
allows introduction of more company characteristics in the analysis and
provide a better perspective. Thus, in spite of its limitations, it is hoped that a
detailed analysis of consistent samplesi selected from Prowess, covering larger
number of companies and for a longer period, would throw better light on the

trends and patterns at the levels of industry, size, ownership, etc. which

receive very little emphasis now. Given the basic differences in the databases,

the effort is, however, in no way a substitute to the CF studies.

In view of the objective of studying the trends in savings during 1995-
96 to 1999-00, a set of 2,545 NGFPs, for which data are available for all the five
years, have been identified from the Prowess database. To correspond with
the RBI's practice of excluding non-operating companies and those under
construction, the companies which did not report any income in the first year
of the study have been excluded from the sample. Of the 2,545 companies,
306 are small and medium companies having a PUC of less than Rs. 1 crore in
1995-96. On the other extreme are 36 companies which had more than Rs. 100
crores PUC. Financial year classification is according to the month of closing
the accounts of the companies between April and March of the relevant year.

All the companies were incorporated prior to 1994 and reported a
positive total income in 1995-96. The companies are classified on the basis of
their main activity that contributed more than half of the company’s sales.
Companies that could not be classified in this manner are placed under the
‘Diversified” category. Out of the 2,545 companics, 2,011 are manufacturing

companies and the remaining fall under the categories of agriculture and

31 RBI reportedly does not reveal the identity of the companies due to the restrictions placed by the
Collection of Statistics Act,
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allied activities, mining and quarrying, electricity generation, construction
and services such as computer software, trade, hotels and restaurants, etc.
The 2,011 companies include 41 diversified ones. |

The total paid-up capital of the selected companies in 1995-96 was Rs.
28,794 crores and it formed nearly half (48.54 per cent) of the estimated
population PUC of the corresponding companies.> The coverage falls
gradually for the subsequent years and reaches 34.46 per cent by 1999-2000).
Coverage of the sample has also been compared with the database of the DCA
brought out in association with the CMIE. Companies common to the Sample
and the database accounted for 42.88 per cent of PUC, 64.55 per cent of assets
and 66.43 per cent of the total income of the latter.33 Compared to the
distribution of estimated population paid-up capital, the sample is weighed
more in favour of the manufacturing sector; nearly 83 per cent against
65 per cent share in the population (Table-1.2). The sample’s coverage of the
manufacturing sector in 1999-00 is thus better at about 44 per cent. In the
following, the sample %f 2,545 companies shall be referred to as the Sample-I.
~ In addition to this, anéother sample of 3,341 companies called Sample-II has
been constructed for ‘the three-year period 1997-98 to 1999-00. Sample-II
accounts for 44.66 pér cent of the estimated PUC of NGFPs in 1999-00
compared to the 34.46 per cent share of Sample-I. Similarly, Sample-1I has a
higher share of manuéfacturing companies in PUC at about 55 per cent. In
order to bring out the trends in savings and capital formation in 2000-01,
another sample consis’,ting of 2,044 of NGFPs has been constructed. Selection

of this set of companieé, referred to as Sample-I1], also follows Sample-I.

)

7
32 The population PUC has been estimated by taking the coverage ratio of CF studies for the
corresponding years. Iho. relevant CF studies cover three years and include a little more than 1,900
companies. In terms of pdld up capital, coverage of the CF studies is about 30 per cent.

33 The database is known as First Source. While the database has financial information oh 23,722
companies, the comparison was made with respect to non-government non-financial companies
whose financial data were available for either 1997-98 or 1998-99. These companics numbered
15,752,



Table-1.2
Activity-wise Distribution of Sample-1 Companies
and their Coverage of PUC of NGFPs: 1999-00

(Amount in Rs. Crores)

ACthlty/Se(tor e e Populat N TR ﬁércentage Activity-
ion Sample Sample . Share in PUC of - wise
PUC$ !Cos. !Cos. m;ﬂi Coverage
on Cos. of PUC

(Col.2) (Col.4) W/
SR @ e e gy
Agriculture & Allied Activities 2,651 77 4731 225 117y 17.84
Mining & Quarrying 1605 42 759 136 187 4727
Manufacturing# 76,570 2,022 33,624 65.06f 82.80 4391
Of which, Foodstuffs, Textiles, Wood :
- Products, Paper, Leather and Products,
ithereof 19,610 581 7282, 1666 17.95: 3713
Metals & Chemicals and products ? :
thereof, Machinery & Equipment, 56,961 1,400 23,022; 48.40: 56.76 4042
Diversified Companies # 41 3,320# #8194 #

Electricity Generation 4,773 12 850 4.05 2100 17.81
Construction 3,316 54 356 2.82 0.88 10.73
Computer Software & Allied Activities@ 43 798 1.97
Trade, Hotels & Restaurants 11,961 221 2,529 10.16E 6.23 21.14%’
Transport, Storage & Communications 4,873 35 889 414 219 ]8.24?
Real Estate & Business Services @ 9,061 63 881 7.70 217 9.72
Community, Social & Personal Services 2,888 19 204 2.45 0.50 7.06
- All Companies 1,17,698, 2,545 40,565 100.00 100.00 3446

$ Since the DCA clubs PUC of Real Estate and Business Services with that of financial and investment companies, it has
been derived from the estimates of PUC of non-government non-financial private limited companies and financial
companies which in turn were based on the coverage ratios reported in the relevant CF studies for 1999-00. The total,
however, is lower than the population PUC of NGFPs derived directly from the PUC estimate based on the relevant CF
study’s coverage of population PUC.

# Population PUC of diversified companies is not available separately. Therefore, PUC of diversified companies in the
sample has been distributed between the two main categories of manufacturing in proportion to the latters’ respective
shares in total PUC.

@ PUC of computer software related companies has been included in Real Estate & Business Services.

Basic Steps in Estimafion

Gross savings has been measured as the sum of retained earnings and
depreciation provision and net of non-operating surplus/deficit (NOS).*
NOS arises out of non-recurring transactions like sale of assets and
investments, revaluation of foreign currencies, provisions written back,

insurance claims realised, etc.% For estimating fixed capital formation, the

i

34 Since at the aggregate level there was surplus on this account, the itemt would be referred to as NOS |
through out the study.

35 Prowess terms this as NNRT (net non-recurring income or net extra ordinary income).
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difference between each of the main types of fixed assets is adjusted for
changes in revaluation reserves. Since tae extent of revaluation of each of the
assets is not knoWn, the increase in revaluation reserves has been distributed
among (i) land & buildings, (ii) plant & machinery and (iii) other fixed assets
in proportion to their relative shares at the beginning of the year and then
subtracted from the increase/decrease ir: each of the assets during the year. A
reverse procedure has been’ adopted in case of decrease in revaluation
reserves. Change in stocks have been arrived at as the difference between the
current year-end figures of capital work-in-progress and inventories and the
corresponding items at the end of previous the year after revaluing them for

price changes.

Organisation of the Study

The present report is organised in six Sections. Section 2 presents the
broad trends in the savings rates of different sub-groupé of private corporate
sector. Section 3 con_téins an analysis of the financial data of 2,545 companies
for the five-year period 1995-96 to 1999-2000 and a much larger sample
consisting of 3,341 co.rr_glpanies for the three years 1997-98, 1998-99 and 1999-00.
Results of the analysis are discussed, wherever feasible, in relationg to the
trends and patterns obtained from the CF studies. Trends in capital formation
are presented in Section 4. An examination of the interest costs and their
impact on retained eafrnings and gross savings is presented in Section 5 in the
context of the importénce of other income earned by the companies. Séction 6
provides early indications of the savings and capital formation in 2000-01

based on an analysis of data of 2,044 NGFPs.
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Appendix - 1.1

Showing wide variations in Estimates of Select Ratios
for the Same Years but emerging from Different CF Studies

Debt to equ‘t)’(ad}ustedf()r .

~ Sales Range@ * Debt to equity
1997-98: 1998-99' 1997-98! 1998-99: 1997-98: 1998-99 1997-98: 1998-99:
) @ 6 @& 6 O 0.6 ©)
‘Less than Rs. 25 crore 63.7 782 812 106.6, 63.9 79.2 931 1276
;Rs. 25 crore - Rs. 50 crore 63.2: 72.7 66.1 70.9 63.4 72.7 78.2 83.9
Rs. 50 crore - Rs. 100 crore 68.6_{ 69.9 86.0 934 71.4 70.4 981 1072
Rs. 100 crore - Rs. 500 crore 67.6 73.2 67.9 73.7 68.0 73.3 74.3 80.1:
Rs. 500 crore - Rs. 1000 crore 71.0 79.8 56.9 64.4 72.3 80.0 63.2 68.0,
Rs. 1000 crore and above 56.5 60.1 62.9 66.6 58.4 61.2 69.5 74.1
All Companies 63.00 682 659 707 64.4 68.8 72.6 78.0;
Sales Range@ Gross profits to sales Profits retained to profits after tax

1997-98' 1998-99; 1997-98! 1998-99 1997-98| 1998-99 1997-98; 1998-99

1) ) &) &) ©) (6) @,_® ©)

Less than Rs. 25 crore 6.2 3.8 33 1.6] 14117 1173 # #
Rs. 25 crore - Rs. 50 crore 7.7 5.6; . 69 6.7, -956! 150.6 - #
Rs. 50 crore - Rs. 100 crore 82 8.7 94 82 120 15.2 - #
Rs. 100 crore - Rs. 500 crore 11.3 10.2 11.1 100 626 38.9 614 43.1
Rs. 500 crore - Rs. 1000 crore 115 10.1 12.0 10.7 58.9 54.8 63.0 68.1
Rs. 1000 crore and above 13.7 12.7 15.2 137, 711 67.4 68.6 65.00
All Companies 116 . 106 12.2 11.0 63.0 52.3 60.9 52.4

Sales Range@

Dividends to Ordinary Paid-up

Tax Provision to Profit Before Tax

Capital ,

1997-98  1998-99| 1997-8] 1998-99 1997-98| 1998-99 1997-98] 1998-99
; M @ )] ) ©) (6) @);..8)
Less than Rs. 25 crore 35 30 27 22 1450, -299 #
Rs. 25 crore - Rs. 50 crore 70 61 6l 53 687 -1388 599
Rs. 50 crore - Rs. 100 crore 87 77 79 71 502 504 593
Rs. 100 crore - Rs. 500 crore 135 130, 139 133 280 377 285 363
Rs. 500 crore - Rs. 1000 crore 201 178 248 204 269 317 234 242
Rs. 1000 crore and above 324 296 281 248 204 219 220 232
All Companies 166 155 166 151 263 314 272 31.4

Source: “Financial performance of public limited companies” published in the RBI Bulletin (August

2000 and June 2001 issues). The studies covered 1,848 and 1,914 companies respectively.

Note: @ Based on the study years 1998-99 and 1999-00 respectively.
‘- * Numerator negative or nil or negligible.
#  Both numerator and denominator negative or nil or negligible.



Section 2

Savings Rates of Different Constituents of
the Private Corporate Sector |
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Virtual abolition of the Industr al Licensing System under the [ndustries
(Development and Regulation) Act, 1951, opening up of the arcas reserved for
the public sector, removal of restrictions on large houses and companies
registered under the Monopolies and Restrictive Trade Practices Act, 1969, easing
of the restrictions on foreign equity and enlarging the areas open for
companies earlier covered under the Foreign Exchange Regulation Act, 1973
(FERA) are the major changes introduced in India’s industrial policy during
the ‘nineties.

In parallel, a number of changes having a bearing on the financing of
investrnents were also initiated. The first major step was the repeal of Capital
[ssues Control Act, 1947 which had placed restrictions on raising new equity
and debt capital by companies. Interest rates have been deregulated and the
prime lending rate has been brought down. Reserve requirements of banks
have been lowered thereby releasing larger proportion of funds for lending to
the borrowers. The development financial institutions have been allowed to
raise capital from the stock market and augment their lending capacity while
simultaneously removing the access to low cost funds from the government.

Permissions have been selectively accorded to companies to raise
capital directly from the international capital markets. Foreign portfolio
investors have been allowed to trade on the domestic stéck exchanges.
Income tax rates for companies are now much lower than those at the
beginning of the ‘nineties. Though the Union Budget 1991-92 raised the basic
corporate income tax rates to 45 per cent and 50 per cent respectively for
widely held and closely held companies,! since then the basic rate has been
reduced to a uniform 35 per cent for b-oth the types ot companies. On the

other hand, the Budget 1996-97 introduced a Minimum Alternate Tax (MAT)

' Overand above these rates, a surcharge of 15 per cent was also applicable. The rates of surcharge

however, varied afterwards.
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of 12 per cent on book profits of companies? Since 1996-97, an additional
element came into operation in the form of dividend tax wherceby the
obligation of paying income tax on dividends received by the sharcholders

has been shifted to companies paving the dividends.

et

Savings Rate of PCS : NAS Estimates

In the process of extensive ‘policy changes introduced since 1991, some
of the main reasons cited for the low savings rate of the private corporate
sector namely, (i) growing importance of the public sector, (ii) high rates of
corporate income tax; and (iii) substantial outgo on account of interest due to
Indian companies’ extensive reliance on borrowed funds, have been
addressed to. As noted earlier, the PCS seems to have responded to the policy
changes as the savings rate of the sector increased from 2.1 per cent in 1990-91
to 3.5 per cent in 1994-95 and further to 4.9 in 1995-96. The subsequent fall to
3.7 by 1999-00 being more gradual may suggest that the sudden rise in 1993-
96 did have some basis and was not abnormal. Since the focus of this exercise
is on non-financial non-government public limited companies it would be
more appropriate to look at the savings rate of such companies. However,
since a break-up of savings data according to public and private limited
companies is not available, the following Table-2.1 presents the combined rate
tor both the types of companies. The savings rates of the sub-components
exhibit larger fluctuations compared to the aggregate for the sector. More
notably, non-financial joint stock companies, the largest component, show a
slight recovery in 1999-00. Their share in GDS also improved in 1999-00.

Estimate of savings rate is determined by the gross savings of
individual category of samplé companies, paid-up capital of each such sub-
Category (being the basce for the blow-up factor) and tinally the GDP.  An
analvsis of the results of company finance studies conducted by the RBI, which
form the basis for the estimates, and changes in population PUC mav thus

help in understanding the above developments better.

The rate suhe
¢ rate th('quvntl_\' came down to 7.5 per cent.
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Table-2.1

Savings Rates of Different Constituents of the Private Corporate Secior

Year Pr.vate Corporate Sector Joint Stock Companies, Share »f Non-

: of which Financial

Joint Stock Cooperative Total Non- Financial Companies in
. Companies ~ Banks & Societies © © Financial - GDs (%)

) @ e W e © o
1993-94 331 348 298 033 1322

i ‘]994 95 327 348 v.....278.i 049 : L ILT9
197 43 aa7 a9 043 1677,
ese9 351 37 31 0%t
199900 382 015, 367, 318 034 1428

(Percertagoes)

Based on INDIA, Central Statistical Organisation, National Accounts Statistics: 2001.

To begin with, the focus will be on the period 1993-94 to 1996-97 during
which the savings rate of the sector rose sharply from 3.5 per cent to 4.9 per
cent and declined immediately thereafter to 4.5 per cent. Annual growth rates
of gross savings of different sets of companies obtained from two successive
company finance (CF) study series each for the period are presented in Table-
2.23 From the Table it can be seen that in case of the sample non-financial
companies (both public and private limited) gross savings increased faster in
1994-95 compared to 1995-96. It was the other way round for the national
estimate of the category. Since the blow-up factor is based on population
paid-up capital, this might be due to a faster increase in the PUC of different
segments of joint stock companies. In fact, while the gross savings declined
for all the categories of companies in 1996-97 over 1995-96, the overall savings
for the sector showed an increase of about 10 per cent. During 1996-97, PUC
of all the categories of companies increased, especially of the financial &
investment companies and private limited companies. The annual growth
rate was, however, lower in each Category compared to 1995-96.

The slowdown in the growth of gross savings of the sector after 1995-
96 has been accompanied by a slower growth of PUC. Interestingly, PUC of

the sector estimated on the basis of the reported coverage of ditterent

3 lhis approach had to be resorted to because no single study offers a comparison aver four vears.
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Table-2.2
Increase in Gross Savin 1s of Non-Government Companies
during 1994-95 to 1996-97

(al current prices)
(Percentages)

Change between the NAS Estimates Population PUC Estimates from CF Studies#
Years

S ; I o Study One Stinci}." Two
(1) : 2, ® ) 5)
’ I ¢ Non-financial Public Limited Non-Financial Companies v

. Companies o e ey s .

1994-95 over 1993-94 9.93 . 16611 1718
199596 over 1994-95 7084 315 31.54 3349
1199&97 ceerioosoe oss R ]6_12; . s
e e e e Private Limited Non-Financial Companies ,
O e oy N . e o s 2.7..26 RS
11995-96 over 1994-95 2695 3413

'1996-97 over 1995-96

FmamlalCompa es Financial & Investment Companies

31994_95 o 75 37 I na e 2o0s

1995-96 over 1994-95 6268, 57.83 254 2037
1996-97 over 1995-96 2739 4205 35,74

Based on CSO, National Accounts Statistics, 2001 and RBI, Private Corporate Busiess Sector n: [ndia: Selected
Financial Statistics from 1950-51 to 1997-98 (All-Industries), 2000.

# The first study refers to 1993-94 to 1995-96 and the second Corresponds to 1994-95 to 1990-97.

n.a. Not available.

CF studies, was very close to the most recently available PUC estimates
released by the Department of Company Affairs (DCA) for all the
corresponding years except for 1997-98 and 1998-99 when it was considerablv
lower than the corresponding DCA estimates (Table-2.3).¢ After 1995-96 and
till 1998-99, the gross savings of the sector grew very slowlv. It thus appears
that a combination of factors have resulted in the lower growth in corporate
savings during the second half of the ‘nineties. These include: (i) possible
slower growth or even decline in the gross savings of sample companies; (i)
slower growth of PUC; and (iii) underestimation of population PUC. On
the other hand, the sudden jump in the sector’s savings rate in ‘1;7.95-96 was
due  both to increased savings of the sample companies on the bais‘is‘

of which the estimate has been made and the substantial increase in

'
—_—

4

Fhe coverage ratios are based on the PUC data made available at that time by the DCA
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Table-2.3
Select Indicators of change in PUC of different Categories of Companies

and Increase in Gross Savings of PC»>
(Amountin Rs. Crores)

Yea | PaideupCapital | Inercase in PUC over the | Gros: Savings of PCS and | Staror |
i | Previous Year (%) ! 1is Savings Rate "f“i’”"“"i
Estimated Actual Difference [ Public Private Financial | Gross Increase Savings (}: " l?‘ I‘
[ (D-(3)/(3) (Limited Limited & Savings  over the Rate of Sd“ o8 B
{ x 100 Tnvestme {of PCS# previous PCS - ;‘[l)‘(]?s
( nt Cos. year (%) : “"l e
i _ _ L Col. (8) te)

O . ) A 1N (5 SN % | Y ) WO C) B O ) N €8

1992-93 | 32,850 32,892 -0.13 20.65 29.29. 331 19,968 - 27 7.38
! . i iadd .

1993-94 | n.c. 16,411 naj 2447 ne. nel| 29,866 49.57_ 35 9,99

1994-95 61,755 62,719 -1.54) ‘43.671‘ . ne ne| 35260 18.06 35 15.05

1993-96 86,385 87,126 -0.851 . 33.15 56.920 57831 58,542: 66.03 1.9 1443

263 265 (2.38)  (B.08) B394 (293 :

1996-97 | 106174 1,06201  -002| 1612 3442 4205 61092 436 45| 997

1997-98 | 124576 128690 3200 1304 241 2868 63486 392 42[ 110

1998-99 154114 1,67441 796 24 1.83 19.55] 64,608 177 3.7 10.81

13999-00 | 1,96,319 ],95,9735§ 0.18) 4173 3132 71,879 11.25 3.7} L)‘oé)

Col. (2) and (5) to (7) are estimated on the basis of the reported coverage of different categories of
companies by the respective RBl Company Finance studies for the corresponding year.

Col. (3) as reported in INDIA, Department of Company Affairs, Forty Fourth Annual Report on the
Working & Adnministration of the Compunies Act, 1956, Year Ended March 31, 2000.

Col. (8) to (11) based on INDIA, Central Statistical Organisation, National Accounts Statistics: 2001 and
INDIA, Ministry of Finance, Economic Survey: 2000-2001.

# New Series having 1993-94 as the base.

n.a. Coverage details are not provided in the respective studies.;

n.e. Not estimated.

Figures in brackets for the year 1995-96 indicate ratio of PUC in 1995-96 to that in 1992-93.

population PUC. It may be noted that the PUC of public limited companies
more than doubled between 1992-93 to 1995-96. PUC of private limited
companies in 1994-95 was more than three times.that in 1992-93. The increase
in the PUC of financial and investment companies was even more spectacular.
Their PUC in 1995-96 was almost four times that in 1992-93. But for the fast
growth in PUC, it is evident that the gross savings of the sector would not
have increased in such a remarkable manner. This raises a question whether
such sudden addition to PUC could have immediately  contributed  to

increased savings.? Further, the manner in which the sector grew during the

S Asimilar doubt was expressed in a Seminar organised by the Indan Association tor Rescarch n
Natonal [ncome and Wealth, See: “IARNIW Seminar Report on the Inter-Sectoral Flows and
Financmyg of Capital Formation in India: Structure and Changes Over Time”, Jowrnad of hicome 2w
el Vol 3, Issue No. 2, 1979, pp. 83-88.
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‘eighties and early ‘nincties raises even more pertinent questions and
strengthens this doubt.

As noted earlier, from about 56,000 at the end of 1979-80, the number of
registered non-government companies reached 5,41,000 by the end ot 1999-00.
The fast gfox;ft.li in the number of non-government comparies was
accompanied by concentration in a few states and cities, declining share of
manufacturing companies, clustering at various places in different
metropolitan cities, especially Calcutta, emergence of networks of companies
involving stock brokers, auditors, and even large business houses. These
point to “the make believe nature of the growth in number of companies and
the distinct possibility of their (companies) being used for manipulative
purposes”.® As can be seen from Table-2.3 (Col. 11), the share of financial
companies in gross savings was much higher in 1994-95 and 1995-96 than in
the other years. Incidentally, many financial services companies entered the
stock market during the first half of the ‘nineties. These companies raised
substantial amounts from the market and accounted for a significant
proportion of the equity capital raised (Table-2.4). It is, however, uncertain to
what extent the funds were used for the declared purpose.” In a good number
of cases, the actual achievements were far below the projections made in the
issue prospectuses. In fact, the problem of not utilization of tunds raised from
the market for the stated purpose and of ‘vanishing companies' is not
confined to financial companies only. It is relevant in this context to refer to

the rejection of an overwhelming number of applications by non-banking

6  See KS. Chalapati Rao, “Indian Private Corporate Sector: Some Characteristics and Trends”,
Company News & Notes, a Journal of the Department of Company Affairs. August 1997, pp. 3-12.
Also see K.S. Chalapati Rao and-K.V.K. Ranganathan, Directory of Joint Stook Companies m India: A
Review, a report presented to the Department of Company Aftairs, Institute tor Studies in Industrial
Development, 1992. The studies at ISID of new company registrations, prospectuses and annual
reports revealed networks of companies spanning different states and having nominal operations.
The investments in other companies made by a good number of them were in the nature of cross
and circular investments.

Interestingly, it has been observed that there was a positive association between equity capital and
!O"g'ft‘rm investment during the pre-liberalisation period (1990-92). The situation almost reversed
itsell during 1993-95.  See: Basudeb Guha-Khasnobis and Saumitra N Bhaduri, “A Critical
Appraisal of the Effects of Financial Liberalization on Corporate Investment: India 1990-1995",
International Journal of Development Banking, Vol. 17, No. 1, January 1999, pp. 3-11.
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financial companies (NBIFCs) for registration under Section 45 TA of RBI Act,
1934 by the RBI Against the 704 applications approved, as many as 18,427
cases were rejected as on Septembe 30, 20018 These include many stock

exchange listed companies.

Table-2.4

Capital Raised through Public Issues by Financial Services Companies
‘ {Amount in Rs, Crores)

Year Equity Capital‘Of which , by Financial Share of Financial Services
' Raised: Services Cos. #  Cos. in Total (3)/(2) x 100
. S R
ez 8610, o 8041
99293 LT . o 74
199394 LLB073 27.04
Rt S .8pa0 o 313
199596 B4 T 14 £
11996-97 6,446 46.35

Based on Centre for Monitoring Indian Econdfﬁy, Caﬁital Markets, October 1998.
# Excluding banks and financial institutions.

The PUC, and even the assets, of many companies, therefore, may not
reflect their ability to generate savings at compa'rable rates of similarly placed
companies. The tentative nature of the overall PUC estimates and the
possible lack of genuineness of many new companies incorporated during the
period together with the results of sample studies raise doubts about the
extent of sudden increase in savings rate of the sector during 1995-96. The

steep fall thereafter should therefore be seen in this light.

8 As per the information provided by the RBLat the website www.rbi.org.in.
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Section 3

Trends in Gross Savings of NGFPs



Gross savings is measured as retained protits inclusive of depreciation
provision and net of non-operating surplus/deficit (NOS). Estimates of gross
savings at current prices of the sample of 2,545 companies are presented for
the vears 1995-96 tc 1999-00 in Table-2.1.0 It can be scen that while gross
savings of the companies experienced vear-to-yvear tluctuations, the estimate
for the vear 1995-96 was never exceeded in the subsequent years. Since the
estimates are at current prices, there is a distinct possibility of a substantial
decline in the savings when measured at constant prices. It has been noted
earlier that for estimation of net savings of PCS for national income purposes,
instead of the depreciation provided for by individual corporates, CSO uses
estimated consumption of fixed capital by the sector. For bringing out the
experience of the sample companies in this regard, one has, however, to

depend upon the depreciation provision made by the companies.

Table-3.1
Gross Savings of 2,545 Sample-I Companies
(at current prices)
(Amount in Rs. Crores

Year © Retained Depreciation o Gross Savings Share of

Profits Provision ‘ 2)+ (3) Depreciation in

(Netof Amount Annual Gross Savings (%)

NOR# : Growth Rate  (Col. (3/4)*100)

, ‘ (%)

(n (2) (3) +) 5) ) ()
[995-%0 14,043 8,204 22247 36.68
1996-97 10,233 10,703 21,020 -5.49 51.33
1997-98 8,951 12,836 . 21,787 3.02 58.91
1998-99 5.5 14,928 20,487 -5.97 72.87
1099-00 5.082 17,115 22,197 8.35 77.11
# It there was surplus on account of NOS, 1t has. been subtracted from the retained profits and

VIV VOTSsA.

! Accounting periods of a few companies did not conform to the usual 12 month period. The gross
savings and other figures taken from the profit & loss account, however, have not been annualised
i the present study, At the aggregate evel, invany of the five vears, the difference between the
pross savings estimated from the original data and that ol\m-inud front annualisation is quite Tow -
the manimum absolute ditference being 042 per cent i 1999-00,
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It can be seen *hat net profit {(inclusive of NOS) dedlined substantially
during the period, trough it recovered in 1999-00. On the other hand,
dividend payments ‘acreased steadily resulting in a steeper decline i
retained earnings. But for the sizeable increase in NOS during 1999-00,
retained profits would have continued the declining rend. Indeed, duriny
the year, corporate tax-adjusted NOS accounted for more than one-fourth of
the retained profits. At the aggregate level, it appears that there is an overall
increase in the effective corporate tax rate - from about 18 per cent in 1995-96
to nearly 26 per cent in 1999-00. Dividends claimed a larger share of net
profits during the period. Since 1996-97, an additional element came into
operation in the form of dividend tax. Along with the growing share of
dividends, the share of dividend tax in PAT also increased. The combined
result was that the share of retained earnings declined from about three-
fourths to nearly half of the net profits.

While this is the picture that emerges at the aggregate level, it would
be more appropriate to examine the effective tax rates and dividend rates for
profit making companies because the base of .PAT would shrink when losses
are netted out and one is likely to observe'a higher effective tax rate. On the
other hand, dividends and corporates taxes are paid normaliv by profit-
making companies only. Results of the exercise, corresponding to the above,
for profit-making companies (positive pre-tax profits) out of the Sample-I are
presented in Tables-3.5 and 3.6. |

It can be seen from Table-3.6 that but for a sharp rise in 1996-97, the
effective tax rate remained between 17.0-18.6 per cent of PBT. The increase in
1996-97 could be due to introduction of a Minimum Alternate Tax on book
profits to prevent companies from managing zero tax liability. Profit-making
companies seem to have gradually increased the dividend rate. It appears that
companies have absorbed the newly introduced dividend tax as is reflected
from the increasing equity dividend rate. Barring 1995-96 one also tinds that
dividends constituted about 27 per cent of PAT. Correspondingly about 70

T o : - )
Percent of PAT was retained.
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Tables-3.5

Select Aggregates relating to Profits and Appropriation: Sample-I
(Profit-making Conipanies)#

(Amount in Rs. crores

Company Size-wise Distribution of Savings

Year  No.of Profit  Tax Profit  Dividends Di.idend Retained  Fquity Equits
Comp Before Provision After Tax excluding  Tax Earnings Dividends  Capila,
-antes :Tax (PBT) - (PAT) Dividend (excluding
: ‘Tax :Dividend
W oel e @ e e o e e
199596 2,146 27,143 4633 22510 5382 - Nil 17128 5312 23836
19997 1950 25488 5285 2003 5561 96 14227 5504 23364
1997.98 1829 25972 4827 21145 5623 584 14938 5516 24310,
199899 166, 2593 4735 21198 574 6B 14851 558 19
1999-00 1,657 30675 5471 25204 6846 86 17531 6574 24003,
# Positive pre-tax profit (PBT)
Table-3.6
Select Ratios relating to Profits and Appropriation: Sample-I
(Profit-making Companies)
......... , SRR e ... (Percentages,
Year ‘Effective Tax  Dividends (excl. | Ratio of :Share of Equity Dividend
‘Rate ‘Dividend Tax) Dividend Tax to :Retained ‘Rate
: _ias%of PAT  'PAT _jEarnings in PAT | L
M, L T ) ) G (e
19959 7o na 000 600
199697 01 we 19 N4 »s
woros 189 s 27 7065 2
100899 1826 2o e 006 Bw
1999-00 17.84 2716, 3.28° 69.56, 27.30

Measurement of savings is relevant for assessing individual company’s
ability to part-finance its investment as also from the point of estimating the
contribution of the private corporate sector to the overall domestic savings.
To find out the possible association between company size and savings, size-
wise distribution of savings in different ranges of total assets of the sample
companies in 1999-00 have been computed and presented in Table-3.7. When

looked from the point of contribution to gross Savings of the sample, it
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becomes clear that the smaller companies, as a group, are dissavers. While in
the initial year, only those with less than Rs. 5 crores assets were dissavers, by
the end of the period, even the ones with less than Rs. 25 crores assets turned

out to be dissavers.

Table-3.7
Share of Companies in Different Asset Ranges in Gross Savings and
Average Gross Savings

i ) ) ) . - A\)erage
Assct Range#t : No. of Share in Gross Savings (%) Gross Savings
o Cron oo i B

199596 1996-97 199798  1998-99  1999-00 ‘

e e e, LT (Re.Cry
O (2) &) G I ) 1 ©. ..0 .8
<5 205, 040, 012 020 025 -018 019
5-10 288 022 050 056  -056 031 026
10-25 53 115] 05 012 035 05 02
25 - 50 407 248 123 0.73 013 078 043
50 - 100 355 4.44 377 336 243 238 149
100-500 567 2386 2463 277 277 2143 839
500 - 1000 111 1341 1307 1347 1251 129 - 2591
1000 & above 9] 5454 5735 . 6057 6331, 6351 15839
All Companies 2545 10000 10000 10000 10000  100.00 8.72

# Total assets as in 1999-00.

From the Table 1t also emerges that savings is concentrated among the
top few companies. The largest 200 companies with Rs. 500 crores or more of
assets accounted for 68 per cent of gross savings of the sample companies in
1995-96. Their contribution increased gradually to 76 per cent by 1999-00 due
to the increasing share of the topmost 89 companies with Rs. 1,000 crores and
more of assets. In all, companies with Rs. 100 crores or more of assets,
numbering 767, accounted for 98 per cent of gross savings in 1999-00.
Further, from Table-3.8 it can be seen that practicallly in all the size mngés, the
number of dissavers (companies whose gross savings are negative) increased
over the period. 1t can be seen that at the end of the period nearly half of the
tOmpanies with less than Rs. 5 crores assets were dissavers. A little more
than two-fifths of the companies in the Rs. 5 - 10 crores asset range were also
reporting dissavings. A high proportion of smaller companies were dissavers

even at the beginning of the period.



Table-3.8
Number of Dissavers in Different Asset Ranges

Assct Range # . No.of 1995-96 1996-97 1997-98 1998-99 1999-00
(Rs. Cr) . Companies : . ‘ . ‘
(N , ' (2) 3 4 ) (o). )
<5 e 205 76 83, 81, 98 101
5-10 . 288 64 110; 119 131, 123.
10-25 523 92 moooooownBe 170 178
25-50 407 45 .73 94 18 15
50-100 ' 385 30 42 38 82: . 86
100-500 . .5670 - 40 RN 78 103 119
1500 - 1000 111, 7! 4 14 2 25
11000 & above 8 12 O 4 8
All Companies | 2,545, 355, 479 582 730 ..755.

# Total assets as in 1999-00.

Activity-wise Trends in Gross Savings

Having noted the changes in gross savings at the aggregate level, it
would be useful to examine separately the experience of companies in
manufacturing and other activities. For this purpose, the sample companies
have been broadly classified accordiﬁg to the activity classification for which
population estimates of PUC are available. Estimates of gross savings of
companies engaged in different activities are presented in Table-3.9. Similar
to the aggregate position, savings of the companies in many activities
experienced year—to-year fluctuations. The decline in savings was a little
more continuous in case of the manufacturing sector. Relatively speaking, the
sector’s savings recovered in 1999:00 compared to 1998-99.  Within
manufacturing, the contribution of foodstutfs, textiles, leather, paper, etc.
declined steadily and did not pick up even in 1999-00 (Table-3.10).
Diversitied companies performed better as their position improved
consistently trom 1996-97 onwards. These companies improved their share
from 15.57 to 22.80 per cent.  Services sector experienced mixed trends and
towards the end, managed to regain the initial values.  Within the services
sector, however, savings of computer software related companices increased
substantially. Their share in gross savings of the sample increased from 2 per

cent to nearly 11 per cent.



Table-

3.9

ACth ity-wise Gross Savings of Sample-1 Companies

(at current

prices)

(Amourit in Rs. {rores)
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Activity/Sector " No.of Cos.  1995-96 199697 1997-98  1998-99°  1999-00)
(D , (2). @) ) (5) (6) (7)
I Agriculture & Allied Activities 77| 175" 195° 39 484 448
2 Mining & Quarryirg a2 80 -63 03 7 81
3 Manufacturing N R 20224 19,009 18,021 18.1_275§ o 15623 16,624
 Ofwhich, Foodstuff, Tt \“u‘~_,___.;_:_‘:_, 5811 2638 2312° 2358 1527 1361
v Metals, Chemicals, etc. $ ‘ 400 1 2,9O6A ) ]2,36] ]__]_,713_: ) 9,910; 10,202'
_ Diversified Companics 41 C 3465 3347 4056 4185 5061
4 Electricity Generation 12 1,011 843 808 998 1,126
5 Construction 54 212 166 139 223 168
6 Computer Software & Allied ) I '
Activities 43 461 580 976 1,791 2,422
7 Trade, Hotels & Restaurants 221 909 910 862 757 764
8 Transport, Storage & S
L Communications 35 317 302 336 442 434
9 Real Estate & Business Services# 20 27 55 16 18 15
10 Community, Social & Personal - ? A ‘
| Services 19 46 52 63 78 . 14
All Companies 2,545 22,247 21028 21,786 20,488 22,196
@ Foodstuffs, Textiles, Wood Products, Paper, Leather and Products, etc.
$ Metals, Chemicals. Non-metallic Mineral Products, Petroleum Refining, Lubricants, Mach.ner) etc.
# Excluding computer software companies which are shown separately.
Table-3.10
Shares of Companies belonging to Different Activities in Gross Savings
] (I’euentages)
Activity/Sector No. of 199596 1996-97  1997-98  1998-99  1999-00
Companies _
- R R ¢} @) @) ®. . © ().
I Agriculture & Allied Activities 77, 0.79 0.93 182 236 202
2 Mining & Quarrying ) 0.36 030 029 036 0.37
3 Manufacturing 2022 8545 8570 8320 026 7489
Ofwhich Foodstuffs, Textiles, ' ' 3
ete 581 11.86 1100 10.82 746 ¢13
Metals & (Jlt’HH“L"fllb, efe. 1,400 58.01 58.79 5376 4837 459
Diversified Companies 41 1557 1592 1862 2043 22N
4 Electricity Generation R 12 454 4.01 3.v7]‘ 1.87 5.0,"~
5 Construction 54 0.95 0.79 0.64 1.09 070
6 Computer Software & Allied T . .
Activities 43 2.07 2.76 448 874 10.91
7 Trade, Hotels & Restaurants 221 4.09 4.33 3.96 3.69 44
N ’]'mnspo rt, Storage and ‘ ; - ’
Communication 35 1.43 1.44 1.54 216 1.9%
9 Real Estate and Business X : ‘ |
Services 20 0.12 0.10 0.07 0.09 0.07
10 (;Om.munily, Social & Personal ‘ \; ; ;
Services 19 0.21; 0.25 0.29 0.38 051
All Companies 2,545 100.00 100.00 100.00  100.00  100.00



Companies engaged in agriculture and allied activities also fared better. This
category incrades plantation companies, processors and exporters «f rice, etc.
Due to these developments, share of manufacturing companies in gross
savings declined steadily from 8545 per cent to 74.83 per cent. It one
excludes diversified companies, the decline is even sharper -- 69.63 per cent
to 53.02 per cent. i

From the more disaggregated picture presented in Appendix-3.1 it
emerges that within the manufacturing sector, while the broad category of
food, beverages & tobacco products improved their savings, the textiles group
suffered seriously. Savings of the 308 companies in the textiles group
declined from about Rs. 1,478 crores to about Rs. 200 crores. Those in the
manmade filaments and fibres even turned dissavers. Paper and paper
products group also experienced a decline in gross savings. The chemicals
group fared somewhat better as they maintained the level of gross savings a
little above Rs. 3,000 crores. Within the chemicals group, two categories of
companies whose savings improved were the drugs and pharmaceuticals and
the soaps, cosmetics and toiletries, etc. Though the plastics and rubber
products group experienced a decline in savings, the extent of decline was not
high compared to other industry groups. Gross savings of non-metallic
mineral products which includes cement, glass and ceramics reduced to half
of the initial value. Other losers include, metals and metal products, electrical
and non-electrical machinery. On the other hand, gross savings improved in
case of the electronics which includes consumer electronics and computers,
parts and peripherals. Thus, barring a few product groups, gross savings
declined in most branches of the industry. Over all, excluding computer
software companies and the diversified ones, the gross savings declined
substantially during the period.

Appendix-3:2 shows the size-wise distribution of gross savings in
various broad activity groups. It can be seen that in case of agriculture and

L
allied activities which experienced an improvement in gross savings, larger
S
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companies performed generally better. In case of the food and textiles group,
companies with less than Rs. 50 crores assets performed the poorest. Larger
companics with Rs. 100 crores or more of assets perforined comparatively
better as either the gross savings improved or the declines were relatively of
smaller magnitude. Similar is the case with the metals and chemicals group.
Barring the smallest group having less than Rs. 5 crores assets, the computer
software category improved its position in all the asset ranges. In the trade
and hotels group also gross savings of smaller companies with less than Rs. 25
crores assets declined during the period. Thus smaller companies, measured
in terms of total assets, seem to have suffered appreciably in all the sectors.

It can be seen from Table-3.11 that the number of dissavers increased
gradually from 355 in 1995-96 to 755 in 1999-00. The pace of addition to the
number of dissavers, however, slowed down in 1999-00. At the end of the
period nearly thirty per cent of thé companies were dissavers. Since gross
savings includes growing amount of depreciation provision, the number of
companies reporting loéses (negative PBT) should be even larger.' The last
row of Table-3.11 confirms that their number had indeed increased from 378
to 864 during the period. The analysis of CF sample of 1,113 companies
confirm these fiﬂdingé as both dissavers and loss makers increased
substantially over the period (Table-3.12). The main difference, however, is

that the Sample-1 has a 1arger proportion of losers in 1999-00.

Profitability

It has been noted in the above that retained earnings declined
substantially during the period as also the number of savers and profit-
making companies decreased. It would be relevant in this context to examine
the profitability of operations of the sample companies. Three prdfitabilit_\'
ratios namely, gross profits to net sales, gross profits to total assets and profit
after tax (PAT) to net worth for the Sample-1 are presented in Table-3.13. A
common feature. of the-ratios presented is that all the three declined during

the imitial vears but recovered somewhat i 199900, The companies
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pcrformcd the poorest with respect to PAT to net worth ratio. By 1999-00 the

ratio fell to Ioss than half of its initial value. The declines are sharper in case

of the manufacturing companies.

Table-3.11
Activity-wise Distribution of Dissavers

(Number of Compamcs)

Acuwt{/ééctor [ Total  1995-96 1996-97 "1997 98 1998-99 : 1999-00
Number of ! ‘

m — B T I O C TR O TR
1 Agnculrure&f\lhed Activities 77, 12 18 111518
2 'Mining & Quarrying A2 10 12 7. .19 18
3, Manufacturmg o 2022 292 379 486 618 633

, Foodstuffs, Textiles, etc 581 103, 132 162, 205, 1%

Metals & Chemicals etc. 1400 184 245 322 409 428
Diversified Companies N 41 51 NS 2 41

4 Electricity Generation 2 0o 0 3 2 2
onstruction N 54 3 5 .5 4 12

Cbiﬁputer Software & Allied
ctivities 43 5 5 1 4 1

. Trade, Hotels & Restaurants 221 22 4. 46: 51, 5
HgTransport Storage and ' : - -; -
8 Commumcahon _ 35 6 7: 4: 6 5
9 Real Estate and Busmess Services 20 3 5 5 : 4
Commumt\ Social & Personal | "
10 Services 1902 44 5B
~ AllCompanies ... 2545 355 479 582 730 755
_ Companies with “98““‘ e PAT # ... 378, 568 694 852 8ot

# PAT including NOS.

Table-3.12
Number of Dissavers and those Incurring Losses : CF Studies#

. Year Number of Dissaving Number of

' Companies Companies reporting
e Negative PBT

(D R B o
- 1994-95 ) o 113 118
© 1995-9 . Y s
' 1996-97 19 198
- 1997-98 S 217 o 243
" 1998.00 S e . -
' 1999-00 “““ T :29'7 ) ' 344 .

# Among the 1,113 companies common to the RBI studies of NGEPs for the vears
1996-97 and 1999-00.
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Table-3.13 »
Select P'rofitability Ratios of Sample-1 Companies
(Percentag )

Yoar Gross Profits# 1o Net Sales Gross Profits# to " Protit After Tax to

Total Assets Net Worth L
All Sample | Manufactu- | All Sample Manufactus | Al "w;in}:lv(w\hmnhldu-

o Companies | ring Cos. Companies | ring Cos. Companies  ring Cos. |
A (1) 2 (3) | (5) (©) @) !
1995-96 15.46 15.26 11.92 12.12 14.82 15.14
| 1996-97 14.05 13.74 10.69 10.77 10.80 10.86 :
1997-98 13.03 12.62 932 ) 9.22 | 9.08. 871
| 199699 ) 1178 | 11.26 838 813 | 0.8 593
[1999-00 | 11.89 11.29 8.85 8.68 | 47 6.46 |

# Profit before tax inclusive of interest (PBIT) but net-of depreciation.

Relative Changes in Gross Savings with Respect to PUC, Assets and Sales
There has been considerable discussion over the choice among PUC,
assets and turnover as the base for blowing up the sample estimates for
arriving at more reliable estimates of gross savings of the PCS. The present
practice of using PUC as the basis has been determined bv the non-
availability of population estimates of assets and turnover. It has also been
noted that the choice of PUC was justified by its robustness’ Given the
limitation of lack of other population estimates, one has to, for the time being,
depend upon PUC-based estimates only. However, to see how gross savings
would have changed, assuming that the bases had remained the same, ratios
of gross savings with respect to PUC, total assets, gross tfixed assets and total
income of the sample companies have been calculated for the ditterent years
under study. It has been indicated in the above that the Expert Group
suggested choosing of the top companies on the basis of net fixed assets or
sales or turnover instead of PUC. In the following we present the results of an
exercise based on a comparison of gross savings with PUC, total assets and

total income of the sample companies.* 3
It can be seen from Table-3.14 that at the aggregate level, all the three

ratios experienced a uniform declining trend. As in the case of profitability

F\'P\‘l'lGl‘Oup op. cit.

Total assets exclude accumulated depreciation and include all assets. These are also referred to as
Total Net Assets. Total assets has been preferred to net fined assets, as itwould represent the size of
a company better, especially because the sample consists of non-manutacturing companies as well
Totalincome includes sales, other income and change in stocks of finished poods.
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Table-3.14
sross Savings to PUC, Assets and Total Income

Ratio of G
Activity /Sector

(1

Agriculture & Allied Activities
‘Mining & Quarrying
Foodstuffs, Textiles, etc.
Metals, Chemicals, etc.
_Dwersxfled Companies

“,-uém.r_:uru—-

& Electricity Ccnuatlon

7 COI\SHU(,UOH

8 Computer Softh are & Allied Ser\ ices
9 Trade, Hotels & Restaurants

10 Transport§ Serv1ces

11 ﬁReal Estate & Busmess Sexv1ces

Manufacturing (3,4 &5)
Others -
;AII Compames

12'Commumtv Socxal & Personal ServxcesH

Aguculture & A]hed Act1v1hes - '
‘Mining & Quarrymg

3 Foodstuffs, Textiles,etc.

gMetals, Chemuals etc.

:i‘Llectncm' Gene}rvé:ﬁ'on
/ E‘_Constructlon

:Computer Software & Allied Services
‘Trade, Hotels & Restaurants

PN U W IN =
e
<
e
e
%
=3
i)
o
LY
e
3
"3
o
i,
4]
‘w

—
< O

T mnsport Services
'»Real Estate & Busmess Servues

N —

Manufacturing (3,4 &5)
~ Others B
Al Compames

I Agriculture & Allied Activities

2 Mining & Quarrying

3 Foodstuffs, Textiles, etc.

4 Metals, Chemicals, etc.

5 Diversified Companies

6 Electricity Generation

7 Construction

§ Computer Software & Allied Services

9 Trade, Hotels & Restaurants

10 Transport Services

11 Real Estate & Business Services

12 Community, Social & Personal Services
/\Ium{fln'mrmg (3,4 &5)
Others
All Companies

Commumlv Socml & Personal Services

(Percentages)
(&

Gross Savings to PUC Ratio

356

1999-00
(5)
91.86

10.73
1869
4431
152.42
132.44
47.26
303.66
30.20
48.86
1767

56.03
294
80.31
5472

5,99
0.99

1.86
3.4

6.87
5.01
2.49
1878
3.30
7.2
373
6.02
414

807
6.47
’I_TO
4.07
7.04

12.11
3.01

2202
2.80

14.03
9.80

13.53
4.2
8})\)
4.88

1995-96  1996-97  1997-98  1998-99
) @) ) ®)
44.03 47.85 92.99 109.23
1563 -10.37- 9.32 10.26
48.11 39.58 37.03 22.64
7771 68.67 61.45 46.52
16297, 16271, 13472 133.88.
17010 12805  124.45 117.31
69.16 50.24 4111 63.98
11627 12403 18597 28103
60.64 4899 4299 32.16
4806, 4194 3802 4916
%3 087 1918 215
3l 3 a9 5671
7849 6958 6374 5011
7075 5709 edse 7525
7726 6747 63.76. 5143
Gross Savmgs to Assets Ratlo .
335 369 677 733
268 59 10 0%
481 30 35 217
674 545 as1
s sol sag
709 513 4.20 A7
6 3% 2am 35
1217, 1135 1556 2051
620 543 468 371
681 564 577 721
423 3.16 2.90. 3.04
762 745 7.1 8.07
644 525 458 3.68
635, 507 537, 6.21
6.43 5.23 470 107
Gross Sd\mgs to Total Income Ratio
503 514 823 879
6.67 559 5.33 5.97
156 5.75 3.55 215
718 0.04 552 148
9.39 7.58: 7.67 7.19
15.39 1145 10.25 11.50
7.09 5.16 3.87 5.40
13.14 13.11 16.60 21.26
5.82° 195 420 3.21
14.94 1243 12.34 15.05
5.69 475 10.19 11.30
12.85 13.39 14,14 14.03
0.92 5.81 547 4o
8.91 7.23 7.75 8.85
716 5.7 5.75 5.05
" L



measures, the year-to-year fluctuations observed in case of gross savings of
the sample, practically vanish. The decline was, however, slower in case of
the PUC-based measure while it was the steepest in case of the asset-based
measure. Thus, whatever be the basis adopted, population estimates would
have declined but for an increase in the corresponding base itself.

Manufacturing companies and the others display differing behaviour.
While the ratios for the manufacturing sector declined in general, that of other
companies either improved or recovered after an initial decline (Graphs 3.1 to
3.3). There is a high degree of similarity in the behaviour of the ratios in
respect of the two main groups of manufacturing namely, foodstuffs, textiles,
etc. and metals, chemicals, etc. (Graphs 3.4 and 3.5). In the case of
manufacturing companies the asset-based ratio fell steeply compared to the
other two ratios. In the case of the former group, the ratio reduced to just less
than 40 per cent of the initial value. In case of the latter it was somewhat
better as two of the ratios fell to about 55 per cent of the initial values. This
means that in the firs‘t case, the base, whether it is PUC, assets or turnover,
should have increased by 1.75 times by 1999-00 if the same level of gross
savings were to be Ijhaintained. In the case of metals, chemicals, etc, the
required increase was three-fourths for PUC. On the other hand, total income
and the assets should have almost doubled to maintain the same level of gross
savings. The group of diversified companies also suffered a twenty-point
setback in 1996-97 similar to the other two manufacturing categories in
respect of ratios of gross savings to assets and income (Graph-3.6). B;V 1999-
00, however, their ratios with respect to PUC and assets recovered
considerably. Due to a relatively faster increase in total income, the
corresponding ratio did not recover as much.

To understand the possible impact of larger samples on the estimates
of savings, another set of 3,341 NGFPs (hereinafter referred to as Samplc-[b
was constructed from the Prowess database for the three vears 1997-98, 1998-
99 and 1999-2000 on the lines similar to Sample-1.  Ratios of gross savings to

total assets, paid-up capital and net sales were caleulated for different size



Graph-3.1

Ratios of Gross Savings with respect to PUC, Total Assets
and Total Income: All Companies
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Ratios of Gross Savings with respect to PUC, Total Assets
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Graph-3.3

Ratios of Gross Savings with respect to PUC, Total Assets
and Total Income: Other Companies
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Graph-3.4

Ratios of Gross Savings with respect to PUC, Total Assets
and Total Income: Food, Textiles, etc. Companies
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Ratios of Gross Savings with respect to PUC, Total Assets
and Total Income: Metals, Chemicals, etc. Companies
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ranges for both Sample-II and the sample of 1,914 companices corresponding
to the CF study of NGFPs for the year 1999-00. The results presented in
Table-3.15 while confirming the recovery made in 1999-00 suggest that
whichever criterion is used, the ratios obtaine:: from Sample-ll, which
contains 77 per cent more companies than the CF sample, are lower (See
Graphs - 3.7, 3.8 to 3.9). The net sales-based ratios increased consistently with
size. This was in general true with respect to the assei-based ratio also. The-
PUC;based measure, however, behaved differently in this respect. Leaving
aside the smallest range, the ratio did not vary much across the size ranges.
This basic difference between PUC ratio on one hand and sales and assets on
the other would have major implications for the estimation of population
savings.

It is interesting to note that the general direction of change between
two adjacent size ranges is similar for both the samples. For instance, CF
study suggests that gross savings to assets ratio was lower for companies with
assets in the range of Rs. 500 - 1000 crores compared to those having Rs. 100 -
500 crores assets or those with Rs. 1000 crores or more in all the three years.
The ratios derived from Sample-1I also follow the same pattern. It does
appear that estimates of population gross savings would have been smaller
by about 20 per cent had the RBI access to data of larger number of
companies. The difference between the estimates based on total assets would

have been narrower compared to the other two bases.

Comparative Estimates of Gross Savings
1. Based on Sample-I and CF data

One is not in a position to speculate on the total assets and income of
the PCS. Even in the case of PUC, reliable information on the number ot
companies in operation and their PUC is lacking. Under the circumstances,
there is no other option but to rely on the official projections of population
PUC. Paid-up capital of NGFPs is, however, not available directly from the

DCA publications.  The various CF studies present  the coverage ratios in
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terms of the ratio of PUC of sample companices to the overall PUC of the
respective
Table -3.15

Comparative Ratios of Gross Savings to Total Assets, PUC and Net Sales
(Sample-1I and CF Study of NGFPs#)

Gross Savings to Total Assets . (Percentages)
‘Asset Range . Number of 1997-98 1998-99 ; 1999-00
(Rs.Crores)  Companies . !
e , ‘ :
- CF Sampledl  CF Sample i CF Sample- AL CF
@ B @ (5)§ © 0 ® (%
323 176 237 28 499 301 1174 -1673
408 190  -1.08 066 220  -147.  -190 033
1,252 689 184 366 ' 264 026 19
465 275 355 398 382 237 312
- 50( 662 440 431 454 38 343 40
500 - 1000 135 80 252 257 279 244 306
>1000 9% 64 5.11 524 4 462 490 510
All Companies | 3341/ = 1,914 415 457, 36l 404 374 431
Gross Savings to PUC
PUC Range (Rs..  Number of 199798 = 1998-99 ©1999-00
Crores) . Companies ' '
Sample ; : ] :
R o CF  Sample-ll . CF  Sample-ll  CF Sample-lll  CF
; S L@ e e 6 © (7)Z B &
<1 360 331 9570 22045 15338 24683 10758  254.98
1-5 165 654 4556, 6895 3400  59.62 dde7 - 52.2%
5-10 828 363 3682 5979 3297 5223 3351 55.02
10-25 588 34  4387] 5453 34l 4207 3327 dile
25-50 [ 216 127, 4264 4300 4732 4585 56T
50-100 ¢ 103 53 4724 5450 4833 59.59. 5008  59.80
>100 81 62 6447 7094 4675 5424 1358 55.03
All Companies 3341 1914 4946 6165 4196 5307 4299 5531
Gross Savings to Net Sales
Net Sales ~ Numberof 1997-98 1998-99 1999-00
Range (Rs. - Companies
Crores) Sampl ! : _

_ el CF ;Sdmg.le-v_lmlnjl CF  Sample-ll . CF “Sample-ll | CF
o @ @ 5) (6) @) 8) ©
<5 s 278 2614 -1628 246 2709 o435 5l
2= 10 Cos 184 -3.57, L1t -6.68 276 <007 3N
10-50 1,084 647 1.48 1.31 -1.04 20.78 015 04~
50-100 v 290 258 3.88 1.80 253 2.03 1.3
100 - 500 o el0 403’ 534 5.69 473 180 387 500
500 - 1000 o7 62 577 6.81 561 0.68 595 A2
>1000 ) 50’ 875 1034 7.93 0.58 o7 9.1
A”CO"‘Pdnws C3ad 1,914 5.86] 6.88, 5.17 6.17. 5000 " e2T

“Finances of Public Limited Lompdnus 1999-2000" puhhslud n June 2001 issue of the RBI Bulletin.

Number of companies in Col. (2) and Col. (3) are based on the data for [999-00.

47



Graph-3.7

Gross Savings to Totzl Asset Ratios: Sample-1l and CF Study
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category of companies. Based on these coverage ratios, an attempt has been
made to estimate the population PUC of NGFPs tor each of the vears since
1995-96. Taking the ratio of gross savings of the sample to its PUC as the
basis, overall gross savings of NGFPs have been estimated ancd are given in

Table-3.16.

Table-3.16
Comparative Estimates of Gross Savings of NGFPs : CF Studies and

Sample-I

h Cl" Studies @

(Amount in Rs. Crores)

CYear, "Samplc-l of 2,543 Coin';m'lv{i.cs  Estimated Gross Savings of

PUC  Coverage Estimated | Gross PUC .Coverage of :Gross Savings : National Estimated ;Samplc—
of Total PUC: Savings Total PUC : of Sample Accounts: from RBl . |

Population of NGFPs: of (7)/(5) x 100 Companies ;Actuals# Samples | :
PUC (%) (3)/ (4)x ' Sample i : :
100 1 Cos. (PR B
() (2) .. & 6 ©) DI ®,. . O ()
199596 17,086 288 5932 15178; 28,748 48.46 22247, 48,070 52,701 45,908
11996-97 . 21,150 307 68892 15882] 31,023 4503 21,026 53,158 16,694
11997-98.  23,5% 303, 77,874 15555, 33,867 4349 21787 54178 51,337 50,098
'1998-99 28,792 297 96,943 15691 37,260° 38,44 20487 55,084 52,8321 53296
1999001 32,226 73 118044 17,810, 39,906 3381 22,197 62,207 65238 63652

@ Based on the studies of non-government non-financial public limited companies for the
corresponding years. ,
#  Includes gross savings of non-government nen-financial private limited companies also.

The estimates of gross savings obtained from the CF studies and
Sample-I match very closely for the period 1997-98 to 1999-00 while for the
earlier years estimates obtained from Sample-I are lower.> More importantly,
however, these estimates are very close or even higher than the NAS
estimates for all non-financial companies (including private limited
companies). Since this happened even with the ratios obtained trom the CF
studies, it raises the possibilities of:

(i) the present study not being able to interpret RBI methodology
properly; |

(i) possible revisions of PUC data since the time RBI generated the
estimates; :

—_—

5

It is relevant to note here that the Expert Group noted that the estimates of savings put out by RBl
and CSO differ on account of the time of release as RBI normally completes its Report on Currency
& Finance a few months before the release of CSO's otticial estimates of natienal income and
related aggregates. para 1.4, p. 2.
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(i1i) downward adjustments being made to the PUC data to account for
defunct companies;

(iv) delays 1a the availability of estimates of private limited companices at
the time of preparing the estimates of NGFEFPs due to which results of
the carier studies are carried on till the subsequent ones accome
available.f

These issued need to be followed up.

2a.  Based on Samples [ and II

While these points need to pursued further, given the fact that the
official estimates are based on small sized samples and the purpose of
Sample-l1 was to bring out the trends over the five-year period rather than
providing absolute alternate estimates, another set of estimates have been
obtained on the basis of Sample-Il. The effect of larger coverage is
immediately evident from the fact that the population estimates of gross
savings of NGFPs based on Sample-I and Sample-1I differ appreciably. The
former are higher by almost 30 per cent (Table-3.17). In view of the inability
to follow appropriate sampling techniques in choosing the samples by anv
organisation at present, for getting better estimates it does appear that there is
a need to increase the sample size substantially.

Table-3.17
Comparative Estimates of Gross Savings of NGFPs : Sample-I and Sample-1I

Year | GrossSavings to PUC Ratio (%) ~ Estimated Gross Savings of | Estimate from
. o ... NGFPs(Rs Crores)# . Sample-lis
‘Sample-1 ‘Sample-11 ‘Sample-I ‘Sample-11 - higher by (%)
; f HH-G1/0)0~
) S ¢ RN )] 4, e e
199798 . 0.64. 049 50,098 38,982 28.52
1998-99 : 055 0421 53,296 41,142, 29,54
1999-00 j 0.56. 043 65,652 51,133 28.39

# Based on PUC estimates derived directly from the coverage of popu]atidn PUC by the relevant CF
studies.

2b.  Sectoral Estimates ot Gross Savings
Given the wide ditterences in the ratio of gross savings with respect to

PUC, total assets and total income among the ditferent sectors noticed above,

-

o Generally studies of private limited companies are published after a gap of few months,
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it might be appropriate to generate gross savings of NGFEPs first at the
individaal sectoral Ievel and then aggregate the sectoral estimates instead of
taking the blow up factors for the sectér as a whole. This, however,
presupposes availability of appropriate paid-up capital estimates.  The
changing nature of activity composition of the constituerits of the corporate
sector is not adequately represented in the DCA aggregates.” Additionally, as
has been seen in the above, a substantial portion of the gross savings is
contributed by diversified companies which could not be categorised into any
particular industry. The difficulties encountered in classification of certain
companies is also recognised by the RBI. Out of the 1,914 NGFPs studied for
1999-00, 14 have been classified as diversified ones. These 14 are, however,
highly important in terms of their contribution to gross savings of the sample
as they contributed as much as 24.25 per cent of the total in 1999-008 Even in
other cases, the company classification is based on the composition of sales
rather than the contribution to profits of each of the activities undertaken by
the companies. Equally important is the substantial contribution made by
‘other income’ to the pre-tax profits and consequently to the retained earnings
which may be more related to a company’s size rather than its main activity.
Results of the exercises to estimate gross savings at the sectoral level need to
be understood in this light.

For the present, an attempt has been made to arrive at sectoral
estimates based on Sample-Il due to its better coverage of the population
PUC. Since estimates of population PUC of diversified companies are not
available, the PUC of the diversified companies has been distributed between

the foodstuffs group and the metals group in proportion to the PUC of the

7 Though efforts are being made to improve upon this, given the magnitude of the task, it
may take considerable time to be able to continually monitor the changes.

8  Estimated on the basis of data provided by the RBL

9 It has occasionally been pointed out that ‘other income’ (Ol) consisting of dividends from
investments and interest earned on loans advanced and debentures purchased, and other
receipts, contributes appreciably to the profits of Indian companies. See for instance, EPW
Research Foundation, “Economic Reform and Rate of Saving”, Economic ad Political Weekly, May.o-
13, 1995, pp. 1021-1041 and M.R. Anand, “Private Corporate Sector Investment and Deployment of
Funds (Some Recent Trends)”, Journal of Indian School of Political Economy™, Issue No. 1 1997, pp. 37-
64,



corresponding categories within the sample in different years. Also, since
population PUC of compiter software companies is not available
independently, PUC of the saraple of computer software companies has been
clubbed with that of real estat.. and business services. However, since, direct
estimates based on CF coverage ratios created a distortion in the PUC data of’
this group, these have been indirectly arrived at. Even so, the PUC estimate
remained somewhat unrealistic.l¥ These are the additional factors that would
have a bearing on the sectoral estimates.

Gross savings of NGPFs for the three years are derived in two different
ways namely, (i) as the aggregate of individual sectoral estimates which are
equal to the product of sample gross savings to PUC ratios and the PUC of the
corresponding sectors, and (ii) based on product of gross savings to PUC ratio
for the entire Sample-II and the ovefall PUC of NGFPs. The results of the
exercise are presented in Table-3.18. Both the estimates are quite close to each
other in 1997-98. However, mainly due to the severe problems associated
with the PUC of real estate and business services group which aiso includes
computer software companies, the estimates differ widely during the
subsequent two years.

In spite of the wide differences in the observed savings-to-PUC ratios
of different sectors, given the problems associated with classitication of
companies and obtaining appropriate sectoral estimates of PUC, it does
appear that aggregate ratios mav be more suitable for the purpose of

estimating the gross savings at the population level.

10 It has been indicated earlier that for 1997-98 and 1998-99 population PUC derived from RB!
coverage data, were lower than the figures reported by DCA by 3.20 and 7.96 per cent respectively.
Indeed, attempt to derive the PUC of non-government public limited financial companties from the
RBI coverage figures and then subtracting the same from the PUC of Finance, Real Estate and
Business Services resulted in the PUC of Real Estate and Business Services companues behaving, in
an erratic manner. For 1997-98 it came out to be Rs. 1,772 crores and it turned negative in the next
vear (Rs. - 470 crores).  In 1999-00 PUC of these companies jumped to Rs. 9,408 crores. On the other
hand, as shown in the Table, one faces the situation of the PUC of the group declining substantially
in 1999-00 compared to 1998-99.



Table-3.18

Sectoral Estimates of Gross Savings
(Based on Savings-to-PUC Ratios of Sample-I1)

(Amount . Rs. Crores)

Activity /Sector © Estimated éamplo Paid-up Capital $  Estimatew Gross
Savings to PUC Ratio - ‘ Saviigs
1997-98 :11998-99 1999 00 .1997-98 1998-99 1999 -0 1997-98 1998-99 1‘)99 0
:(1) S S 2| B S I ) (6). @), ®. 9. (0
§Agnculture&Allm\ Actwmes 074 086 072 2057 25200 2650, 1527 21/6 1911
Mining & Quarrying 1 0101 _010: ¢ OQ1 81 133 1605 9 131 1%
Food-Stuffs, Textiles, etc. L0300 017 013 15565 18348 19610 4675 3170, 2507
Metals, Chemicals, etc | 057, 046 048 41074 51622 | 2743
Electricity Generation 095 095 088 1769 3572 4772 1677 L A177
Construction . 030 039 0277 1689 2661 336 S0 109 87
Trade, Hotels & Restaurants 036/ 024 023 8069 10,645 11,960 2945 2,606 2753
Transport, Storage & ' .
Communication 0.18 020 023 2995 4,371 4873 530 885 1,116
Real Estate & Business Services 1.15 176 1.99 5885 12,884, 9,061 6,780 22644, 17,990
Community, Social and Personal; :
Services . i 009, 014 030 1,993 2335 2888 186 31 855
Total # iy 51,988 110,297 1,17,698, 42,340 60,311, 59,816
Total @ 0.49 042 043, 81,988 1,10,297 1,17,698, 40,554 46,285 50,601

$ Different from the PUC data used in Table-3.17, the segtoral details of Wthh are not available.

# Sum of the sectoral totals.

@ Based on the sample savings-to-PUC ratio.

Due to rounding-off of the ratios, estimates in Cols. (8) to (10} differ from the product of the ratios (in
Cols. 2 to 4) and population PUC (in Cols. 5 to 7).

3. NFA-based Estimates

In the context of the Expert Group’s suggestion that the choice of
samples could be based on net fixed assets (NFA) for estimating gross savings
and capital formation of the private corporate sector and to provide empirical
basis for the debate on the choice between PUC, assets and sales/turnover,
etc. an attempt has been made in the following to blow up the sample
estimates of manufacturing companies using the net fixed assets of the private
corporate sector obtained from the Annual Survey of Industries (ASI). At the
first stage, the ratios of gross savings to NFA relating to the CF qtudlcs of
NGFPs for 1999-00, Sample-1 and Sample-I1 have been obtained for the years

1997-98 and 1998-99.1 To correspond with the ASI classification, companices

I'T  ASI summary results of the factory sector for 1999-00 are not vet available.

1%
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in service sector, mining and agriculture, have been kept out of the sample.
On the other hand companies engaged in clectricity generadon have been
includcd in the sample. At the next stage, NFA of the private corporate sector
has becn estimated from the summary results for the ASI fac:ory sector.!? ]t
needs to be kept in mind that ASI data includes private limited companies
also while the samples under consideration comprise public limited

companies only. The results of the exercise are presented in Table-3.19.

Table-3.19

NFA-based Estimates of Gross Savings of Manufacturing Companies
(Amount in Rs. Crores)

Year Fixed Capital Ratio of Gross Savings |  Estimated Gross
to Net Fixed Assets Savings based on
(%)
ASI Factory  |CF Sample |Sample CF Sample Samplel CHSamplelSamplel
Sector NGFP  |-I I ] Study -1 -1 Study -l -1j
Study
Total Non-  11999-00
Govern-
ment
Cos. ‘
M ®  ® ® ©  ©® 0 ® o ao a] 0
1997-98( 4,21,522; 2,18,008; 1,59,065 1,99,517 2,22,622, 9191 9.49| 8.35! 20,035 20,689 18,204
1998-99) 391,151| 283,726 1,7214% 2,17,327) 242,842 793] 765 6.78] 22,499 21,705 19,237

Estimates based on CF samples are generally higher than those thrown
up by Samples I and II. In turn, estimates from Sample-II are lower than the
estimates obtained on the basis of Sample-I. Since the larger samples offer
greater scope for representing different industries and companies of difterent
sizes better, one is likely to accept the lower estimates. However, a major
problem arises. The estimates of gross savings are far lower than the national
estimates for the non-financial joint stock companies.’* Could the gap be
explained by non-manufacturing companies or, do the PUC-based method

generally over-estimates the gross savings of the sector are the points that

12 The methodology for estimation is similar to the one tollowed in Shanta op. 1t.  Fromv the
ownership-wise aggregates excluding public sector and joint sector (public) the sum of
corresponding values relating to individual proprietorships, joint families, partnerships, co-
operatives and the unspecified ones have been subtracted to obtain the aggregates pertaining to
private sector joint stock companics.

13 Forinstance, the corresponding NAS estimate tor 1998-98 was Rs. 55,08+ crores.



need a detailed examination. Incidentally, the population estimates are very
close to the sample cstimates.' This cannot obviously be true and is due 1o
the NFA of sample companies being very close to or even greater than th:
NFA estimated from ASI. NFA of manufacturing companies in Sample-1{
even exceeded the estimated NFA of non-financial companies in 1997-98 and
formed about 85 per cent of the latter in 1998-99. It does not appear logical
that NFA of 2,542 companies (frorﬁ among the Sample-II companies), even if
some of these were quite large, exceeds that of the total population.
Incidentally, the 2,542 companies accounted for a little more than half of the
population PUC of the corresponding companies.!> The results thus bring up
even more conceptual and coverage problems. Is the methodology for
obtaining NFA of private corporate sector from ASI faulty? Is the NFA at
company level not amenable for comparison with fixed capital measured at
the factory level?1¢ [s NFA suitable for the purpose of estimating the corporate
sector’s savings and investment? Are there problems with the cox'erége of ASI
itself?1” Do the companies have large number of manufacturing units which
do not fall under the purview of ASI? These questions can probably be better

examined in consultation with CSO and RBI.

14 For instance, in 1997-98, the estimate of Rs. 20,689 crores based on Sample-1 is more than the
corresponding sample estimate of Rs. 18,935 crores (sum of rows 3 and 4 of Col. 5 of Table 3.9).

15 Indeed, from Prowess it becomes evident that in 1998-99 the total NFA of 4,169 non-government
manufacturing companies was Rs. 3,12,104 crores. When public sector manufacturing companies
are also taken into account, the aggregate NFA of 4,356 companies works out to Rs. 4,95,293 crores,
which is far higher than the total NFA reported by CSO for the year.

16 This does not appear to be the case because as per ASl, Fixed Capital represents the depreciated
value of fixed assets owned by the factory as on the closing day of the accounting vear and fied
assets are those which have a normal productive life of more than one vear. ASI further explains:

Fixed capital covers all types of assets, new or used or own constructed, deployed tor
production, transportation, living or recreational facilities, hospitals, schools, etc. for factory
personnel. It includes the fixed assets of the head office ullocable to the fuctory and also the full value
of assets taken on hire-purchase basis (\whether fully paid or not) excluding interest element 1t
includes intangible assets and assets solely used for post manufacturing activities such as sale,
storage, distribution, ete. (emphasis added)

See: INDIA, Central Statistical Organisation, Annual Surcey of Industries: 1990-91, Summary Restilts

for the Fuctory Sector, p. 82, )

17 For instance, the possibility of severe under reporting has been pointed out in R Nagaraj, “How
good are India’s Industrial Statistics?: An Explanatory Note”, [PIV, 1999, No. 6, pp 350-355.



Role of Other Income and Contribution of NOS to PBT

Having noted the overall decline in gross savings, it would be relevant
to examine the various components that go irto it. It has been seen in the
above that non-operating surplus (NOS) turned out to be an important
contributor to PAT: Indian companies are also known to depend
considerably on other income comprising of dividend and interest receipts.
Engaging in investment and lending activities are the basic functions of
financial and investment companies. If non-financial companies, especially
the manufacturing ones, derive a substantial part of their profits from such
‘other income’, there could be many reasons. Some of.the possible objectives
are that the sample companies might be: (a) investing in other companies and
mutual funds for earning capital gains and dividends; (b) seeking to takeover
other enterprises or to consolidate control over group companies; (c)
promoting new enterprises;!® (d) déploying idle funds as loans to other
companies; (e) providing funds to group Compénies who are not in a position
to secure adequate funds on their own; (f) diverting funds to others m which
the management has interests, etc.

While from the available data it is not possible to make a clear
distinction between different types of investment, the data offer scope for
assessing the importance of other income for the sample companies. For
estimating gross savings it was necessary to deduct net receipts from non-
recurring transactions. For determining the overall profits and -profit
retentions these receipts have to be taken into account. Table-3.20 brings out
the contribution of these transactions to profit before tax (PBT) of the sample
companies. PBT has been chosen for comparison instead of PAT because
companies would have to pay corporate tax on other earnings also.1® It is

evident that other income (OI) ‘earned by the sample companies increased

18 Promotion of new companies can be prompted by different objectives like (i) setting up of joint
ventures and subsidiaries to take up unrelated activities or to hive-off existing divisions; and (ii) to
access the capital market repeatedly for mobilising funds in multiple forms by the same group. ’

19 For the present exercise, the fact that dividends are already taxed in the hands of the company
making, the dividend payment has not been taken note of.
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over the period. NOS also increased after an initial fall. Together, however,
the two had an increasing share of PBT. Starting from a little over one-third,
the share increased to nearly 54 per cent by 1999-00. The increase was even

sharper in case of manutacturing companies. Ol is much larger than NOS.

Table-3.20
Share of Other Income and NOS in PBT

~ (Amount in Rs. Crores)

Year  Profit  Other ~ Non- Otherlncome Share of Other Income and NOS
: ‘Before Tax Income (Of) Operating + NOS in PBT
(PBT) | ‘Surplus G+ e
(NOS) ' ‘All Companies  Manufacturing
. (5)/(2)x100 _ Companies
oM @) ) @ & e O
1995-96 25,759 6,998 1,689 8,687 33.72 3433
11996-97 22,666 7,473 1,157 8,630 38.08 38.37
11997-98 21,054 7516 1,035 8,551 10.61 £2.72
1199899 17,789 8,045 1,087 9,132, 51.33 60.83
11999-00 21,174 8,532 2,862 11,394 53.81 60.75

Note: Working details of Col. (7) are not shown here.

Interest receipts and dividend income are the two main components of
the other income (Table-3.21). In spite of a decline in their share during the
period, the two accounted for a substantial part of the other income -- nearlv
70 per cent or more in all the years. Dividend income showed a general
decline over the period. On the other hand, interest income increased. The
decline in dividend receipts may be due to the overall fall in the profitability
of the investee companies or some of them are new and yet to stabilise their .
operations. The substantial size of interest receipts indicates the deployment

of funds in the form of loans to other enterprises and debt securities.



Table-3.21

Major Components of Other Income

( A\mount in Rs. Crores)

Year Total Other ~ Ofwhich Share of Inicrest and Dividend
Income . I U .in Other Income
Dividend, Interest; Dividend +. All Companies  Manufacturing
Income. Receipts. Interest (5)/(2) x 100 Companies#

TS B ) G
......... M. (2, ® ) ©) e D
1995-96 6,998 1,559: 3,686 5,245 74.96 75.04.
1996-97 7473, 1161 4205 5366 71.80 72.06.
1997-98 7,516, 1,090 4,323 5,413 72.02 72.68
199899 8,045 1,131 4,678 5,809 72.21 72.69°
199900 8,532 1397 4,555 5,952 69.77 69.55

# Working details of Col. (7) are not shown here.

It can be seen from Table-3.22 (Graph-3.10) that the amount of
investments in other enterprises and securities nearly doubled during the
period. The increase was more prominent in case of group companies. Share
of group companies in total investments increased from a little above 58 per
cent in 1995-96 to nearly 65 per cent in 1999-2000. Share of mutual funds
declined to almost half of the initial share. A decline in the share of quoted
investments indicates possible expansion of the business groups through
companies which are not listed on the stock exchanges. Equally important is
that share of group companies in marketable securities? increased from a
little less than half t(; nearly 65 per cent. This may indicate the attempts at
consolidating control over listed companies through inter-corporate

investments.

2 Marketable securities include, apart from quoted investments which are tradable. those that are
liquid in nature such as mutual fund schemes.
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Table-3.22
Pattern of Investments by the Sample-1 Companies

Year : Tetal Of which, percentage share of Marketab ¢
: Investmen ts ‘ ~ securities of Grouy
(Rs. Crores) Group  Mutual Funds Marketable Cos. as a % of Tota:
Companies : Securities Marketabie
[FRURURNS ¢ ) SO ¢ SR LB LW (©), G
19959 LA S8se o V7 6269 L A8.9¢
1199697 : 31,540 58.68' 988 5974 4833
1997-98 39,082 5639 774 . 481 L4910
1998-99 : 41776 . 6416 A R < YA ...04.87
Graph-3.10
Importance of Group Companies in Investments
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Company size-wise pattern of investments is shown in Appendix-3.3.

Nearly 70 per cent of the investments are accounted by the largest 89

companies with Rs. 1,000 crore or more of assets. The evidence indicates that

the investments are being used by large companies for (i) expansion through

affiliated companies and (ii) takeover of / consolidating control over listed

group companies. The corresponding percentages are substantially lower for

companies with less than Rs. 100 crores assets.

It was found earlier that

during the late ‘eighties investments accounted for between 2 to 3 per cent of

total assets of public limited companies.?2!’ An extension of this exercise for the

‘nineties revealed that by the end of the ‘nineties, the share of investments in

total assets exceeded 10 per cent (See Table-3.23). Loans and advances were

1 See MR, Anand, “Private Corporate Investment and Deplovment of Funds: (Some Recent Trends)”,
forernal of Indwan School of Political Economy, January - March 1997, pp. 37-od.
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maintaining a stable share of 23 to 20 per cent. Overall, investments and loans

and advances accounted for a l:itle above one-third of the total assets.

Table-3.23
Relative Shares of Major Components in Total Assets
of NGFPs: CF Studies

Year 'Net Fixed Inventones bi Investments Loans & Others ~ Total
Lo JAssets | Advances,etc. ; SO
S GO S 1 S 1 oo Bols 6 )
198889 4352 2441 381 2451 375 10000
198990 . 4080 2427 589 2539 406 100.00,
199091 4130, 24.26 LL212 25.35 397 . 10000,
1991-92 42.23 2a4 A% 26.21, 416 100.00:
1992-93 43.48 21.75 427 2620 430 100.00
1199394 44.87 1719 74 2588 466 100.00°
1994-95 43.98 1688 834 2648 4.33 100.00,
1995-96 4473 16.79 761 2683  4.04 100.00°
1996-97 47.32 15.15 833 25.98 321 100.00!
1997-98 49.28 13.83 7.86 23.81 522 100.00.
1998-99 48.84 12.23 837 2346 7.10 ' :
1999-00 48.74 1250, 1052 . 23.38 4.86

Source: Studies of finances of public limited companies published in various issues of RBI Bulletin.

Further evidence of the increasing importance of investments and
loans is available from the CF studies. According to the CF study of NGFPs
for 1999-00 investments increased from Rs. 28,900 crores in 1997-98 to Rs.
43,300 crores in 1999-00 (Table-3.24). It is important to note that in 1999-00 the
1,914 NGFPs invested Rs. 43,300 crores in other companies and securities. In
all, while investments grew by over 56 per cent, total assets increased by only
14 per cent. The investments together with loans and advances worked out to
nearly Rs. 1,40,000 crores and constituted about 85 per cent of the total
outstanding borrowings of the companies at the end of the year. It needs to
be further examined as to how the increase in importance of this form of
deployments of funds simultancous with increased borrowings affected

corporate savings. This aspect is examined in Section 5 of the study.




Table-3.24

Prop:ortion of Investments and Loans in Borrowings
{(Amount in Rs. Crores)

Year Investments Loans & Investments Total Total - Katio of
Advances, ¢ + Loans and Assets  Borrowings  Investmerns, etc.
etc. Advances,  (including to Borrewings
, . i ... e others) __ /)N 100
@ @ B O G (©) {7
1997-98 28,88 83,857 1,14,19¢ 357,119 143,349 79.66
1998-99 32,538 91,194 1,23,732 ¢ 3,88,654 1,58,895 7787 .
1999-00 43,314 96294 139608 411855 165411 | 84.40

Source: Reserve Bank of India, “Finances of Public Limited Companies, 1999-2000", RB. Bulletin, June
2001, pp. 631-671.

Ownership Category-wise Savings Trends

Having observed the trends in savings of companies according to their
size and industry classification, it may be useful to consider the performance
of different groups of companies classified according to their ownership and
control and listing on the stock exchanges. Classification of companies posed
a number of problems due to non-availability of the relevant shareholding
data for a good number of companies. Even when the shareholding data
were available, it was difficult to decide the nature of foreign investment in
smaller and unlisted companies. In many cases it was not possible to
ascertain whether the shares were held by non-resident Indians and Overseas
Corporate Bodies (OCBs) predominantly owned by them, foreign institutional
investors, toreigr collaborators or foreign promotional agencies.” The problem
was less severe in case of well-known subsidiaries of foreign companies.  For
the present exercise, apart from these subsidiaries, companies in which a
minimum of 25 per cent foreign investment is held by identifiable foreign
collaborators have been classified as foreign-controlled companies (FCCs).
Also included under the FCC category are subsidiarics and companies
promoted by the FCCs. In case of change in status during the period under
study, onlv those that qualified to be FCCs under the above criteria during the
best part of the period have been taken as FCCs.  In case of joint ventures

with foreign companies, the ventures have been classitied as FCCs if the
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foreign partner’s equity is 25 per cent or more. NRI-controlled companies, to
the extent possible, have been Kept out of the foreign-controlled category.
Since only those ihose sharcholding and promotional details are avai.able
have been classifird as FCCs, there could still be some lesser known FCCs
among the left out ones.

One of the cbjectives was to examine whether companies listed ori the
stock exchanges differ substantially from that of unlisted oncs in terms of
their savings pattern. It was found that a very large proportion of the sample
companies - 2,257 out of 2,545 -- are listed on one or the other stock exchange.
However, a little less than half of the unlisted ones turned out to be
subsidiaries of listed companies and a few others were promoted by the listed
companies either by themselves or as joint ventures with other companies.
The composition of the sample is probably on the expected lines because
détabases generated by private agencies basically cater to the needs of
investors. The representative character of the unlisted ones thus becomes
somewhat doubtful. Moreover, unlike the main listed company which is
accountable to the investors, its subsidiaries have no such direct obligation.=
The patterns displayed by the unlisted companies in the sample should be
viewed in the light of these characteristics.

In view of the focus on FCCs, these have been separated first from the
entire sample. Out of the remaining companies, unlisted ones have been
grouped separately. The remaining companies, which are listed non-FCCs,
have been grouped together for comparative purposes. The results of the

exercise are presented in Table-3.25. It can be seen from the Table that

22 At times, functioning of subsidiary companies give an impression that thev were not expected to
operate on commercial lines. For instance, the turnover of Bon Ltd., a trading subsidiarv of
Hindustan Lever Ltd. with Rs. 1 lakh paid-up capital, increased from about Rs. 50 crores in 1995-90
to more than Rs. 180 crores in 1999-00. No expenditure on wages and salaries were, however,
reported for the company.  Equally important 1s the fact that-the PBT for 1999-00 was only Rs. [5
lakhs. Similar is the case with VST Distribution, Storage and Leasing Co. Ltd., a subsidiary of \'sU
Industries Ltd. and also having Rs. 1 lakh PUC. While not reporting anv wages and salaries, ona
turnover of nearly Rs. 500 crores, the company had a PBT of Rs. 5 lakhs in 1999-00. Fven a trading,
campany cannot survive on such margins unless the purpose of operations is quite different from
the generally accepted business principles. Size of operations would obviously be misleading i
their case. The subsidiaries are more likely to respond to the needs of controlling, interests of the
parent company rather than those the latter’s shareholders w general.
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savings of FCCs increased during the initial years but declined in the final
year. Savings of unlisted companies increased continuously. On the ofher
hand, savings of licted non-FCCs experienced fluctuations. 1t thus appears
that the savings of the foreign-controlled as also unlisted companies moved
differently compared to the other companies in the sample. That FCCs and

listed companies fared better is also reflected in the increase in relative shares.

Table-3.25
Trends in Gross Savings of Foreign-Controlled and Unlisted Companies

{Amount in Rs. Crores)

Year Féreign Unlisted Listed Non- | All Companies  Share in Gross
Controlled Cos. Non-FCCs FCCs Savings (%)

(2037) Unlisted
(271) (237) (2,545) FCCs non-FCCs
) 2 ) ©) () ) ®)
1995-96 2,999 548 18,700 22,247 13.48 2.46
1996-97 3,810 605 16,611 21,026 18.12 2.88
1997-98 4,420 795 16,572 21,787 20.29 3.65
1998-99 4,625 1,093 14,770 20,487 22,57 - 5.33
1999-00 4,443, 1,179 16,575 22,197 20.01 5.31

Figures in brackets are number of companies in the respective categories.

The differences between the performance of the three categories of
companies is further evident from Tables-3.26 and 3.27. Foreign-controlled
companies started off at a similar level of gross savings to PUC ratio as that of
listed non-FCCs. The ratio of the former fluctuated and in spite of a decline
during the final two years, it remained higher than the ratio of 1995.96. On
the other hand, the ratfo of the latter declined almost continuously. Unlisted
companies have generélly a much higher ratio compared to the listed non-
FCCs and in some years the ratio was ‘higher than even that of FCCs. While
the contribution of depreciation provision to gross savings increased in case
of FCCs also its share was much lower than the corresponding ratio of listed
non-FCCs. In the case of unlisted companies share of depreciation provision

fluctuated within a range.



Table-3.26
Ratio of Gross Savings to PUC: Foreign—Con’trOlled
and Unlisted Companies

ﬂ‘litazves )A

Year Foreign- Unlisted Non-|Listed non-FCC5 All Companies

Controlled Cos. FCCs ]

(1) @ () @ 0O

1995-96 78.76 81.43 7691  77.26

199697 | 85.41|. 69.46 6430 6747

1957.98 | 91.88 73.32 5861 6379

1998-99 | 89.97 92.29) a71e 5443

1999-00 | 81.28 93.13 899 72
Table-3.27

Share of Depreciation in Gross Savings: FCCs and Unlisted Companies

Percentages

Year Foreign-{  Unlisted Non-| Listed Non-FCCs| All Companies
Controlled Cos. FCCs .
(1) @ @) 0] ).
1995-96 40.68 36.30 36.29 36.88
1996-97 38.99 44.13 5442 5138
1997-98 39.62 3878 6503 589
1998-99 4326 34.92 8495 7287
1999-00 56.00] 3748 85.58 7711

The differing behaviour_.of the three categories of companies would

have implications for the estimation of gross savings. Generally there will be

much less difficulty in gettiﬁg the annual reports of listed companies

compared to those of private limited and unlisted ones. Unlisted foreign

companies are also unlikely to be forthcoming to provide information. Given

the fact of relative easy availability of annual reports of listed companies and
the difficulties known to be éncountered by the RBI in getting company
annual reports, it is possible tlﬂat the CF studies also would be weighed in
favouiof the listed companies .}and their subsidiaries. The present study has

been no exception.

Distribution of Gross Value Added
Another way of examining the trends in corporate savings-could be in
terms of the share of savings in value added from operations. CF studies

estimate gross value added (GVA) as the sum of (a)salarics, Wages, bonus,
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provident fund and employces” welfare expenses, and  managerial
remuneration, (b) total net rent. interest and dividend payments, () tax
provision, (d) retained profits net of NOS and (e) depreciation provision.?!
Following this approach, GVA wac calculated for each of the companies in the
sample. The results for the total sample are presented in Table-3.28. Also

shown are select ratios for the manufacturing companies in the sample.

Table-3.28
Gross Value Added and its Distribution of Sample-I Companies
(at current prices)

Year Gross ‘Wages,  Depreciat:Net Tax Net Retained  Gross
Value ‘Salaries, ion Interest  Provision Dividend :Earnings# :Savings

Added  etc.  [ProvisionPad . Pad . ®r@)
¢y e 3). ) (S TR B CAT T OB D )
(Amount Rs. Crores) S IR S TIUS S IO SRS R
199596 60879, 18250 8204 11794 L3832 O 22247
1996-97 | 68801 21104 10793 16157 5290 4826 10233 21,02
1997-98 | 74043, 23904 12836 17827 4834 5145 8951 21787
199899 | 77,040 26529 14928 19677 4748 5264 5559 20487
1999:00 | 84823 28916 17115 21659 5490 6342 5082 22197
(Percentages) | U TR R R
51995—96 100.00; 29.98: 13.48 19.37. 761 . 630 23.07 '36.35
e o ISP SOV NN SN 2273 5833
1996-97 100.00 30.80 15.69. 23.48 7.69: 7.01 14.87 30.56
U W Lo eedie L (1256) 0 (3048)
1997-98 100.00 32.28 17.34 24.08. 6.53 6.95 12.09 29.43
. e e (LIS (28,89
'1998-99 100.00. 34.35 19.33 25.48 6.15 6.82 T.20 26.52
e D (244D
11999-00 100.00 34.09 20.18 25.53 6.47 748 5.99 26.17
(3.38) (244D

Note: (i) Flgures in brackets in Cols. (8) and (9) refer to 2,011 m'e‘\vxvmﬂfacturing compah‘ies.
(i) The percentages in Cols. (3) to (8) add up approximately to 100.
# Net of NOS.

Along with the increase in GVA from Rs. 60,878 crores in 1995-96 to Rs.
84,822 crores in 1999-00, the shares ot various claimants changed
substantially. Interest payments claimed an increasing share of GVA at the
aggregate level. It is possible that the debt which was contracted in
anticipation of tast growth in operations was responsible for this situation or

the practice of investing in other enterprises and advancing loans to others

2 See CExplanatory Notes to Various Statements’ in Reserve Bank of londia, “Finances of Public
Limited Companies, 1999-20007, RBI Bulietin. june 2001, p. 670.
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(which in turn were not adequately rewarding) might have been responsible
for the increasing share of interest payments. Next in importance is the
expenditure on account of wages and salaries. PPayment of salaries, etc., and
annual increments  thereof are fixed obligations.  To gain a better
understanding of the increase in salary bill, one, however, needs to examine
the roles of lump sum payments to thnse opting for voluntary retirement and
the possible faster increase in salaries, etc. paid to senior managerial
personnel and qualified staff.

The overall share of tax provision in GVA declined from 7.61 per cent
to 6.47 per cent. On the other hand, dividend payments claimed a slightly
larger share of GVA. An important feature is that the share of depreciation
provision increased from 13.48 per cent to 20.18 per cent. The cumulative
impact of all this was reflected in a steep decline in the share of retained
earnings -- from 23.07 per cent in 1995-96 to 5.99 per cent in 1999-00. The net
effect is that the share of groés savings declined from 36.55 per cent to 26.17
per cent. The declines are sharper in case of manufacturing companies (See

percentages within brackets in Columns 8 and 9 of Table-3.28).

Debt-Equity Ratios

In the foregoing it was seen that interest payments claimed an
increasing share in gross value added during the period. This fact should also
have been evident from the debt-equity ratios of the companies. From Table-
3.29 it can be seen that there was a general increase in the debt-equity (D-E)
ratios of the companies till 1998-99. There was, however, a slight decline In
1999-00. For the relatively smaller companies with less than Rs. 5 crores
assets, however, there has been a continuous increase in the ratio. In the tinal
year, networth got eroded to such an extent that in spite of a margindl

decrease in the borrowings, the D-E ratios increased manifold. In general. to!

. . . - !
companies with less than Rs. 100 crores assets, there was either a drop or sioW

; ; . a3 or
growth in borrowings. On the other hand, net worth Jhad either declined ¢

increased at a slower pace resulting in substantial increases in the D-E ratie™
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Table ~ 3

29

Debt-Equity Ratios of Sample-I1 Companies

Assel Range (Rs. Cr) Total Netwerth Networth adj. Debt-Equity Debt-Equity Ratio
and Year Borrowings for Ratio (%) adj.for Revaluation
(Rs. Cr.) (Rs. Ci) Revaluation  (2)/(3) x 100 Reserves (%)
) . Reserves o (2)/(F) 100

| 2 3 4 5 6
‘Less thian 5 (No. of Companies 205) _ . )
1995-96 _ 360 234, 218 153.72 165.11
1996-97 o N 214 198 16440 178.10
199798 . 330 151 Lo 217,93 236,00
1998-99 30 73 62 40944 - 483.05
1999-00 29 2 13 1,294, 03 1231748
5-10 (No of Compames 288) . N : )
19959 784 952 _80.14 8238
1996-97 . 8o1 898 8676 89.18
199798 . 89 750 1074 110,63
199899 799 . 600 572 133.26 _ 139.68
1999-00 A S . 522 14312 15023
flO 25 (I\o of Compames 523) ‘ o ' ' L |
1995-96 3,038 3,362 3,080 90.36 98.64
199697 aaes 3450 3172917 9983
1997-98 3,197 3,201 2,946 99.87 ~ 108.50
199899 3,255 2,893 2,631 11250 12372
1999-00 | 3,402 2,634 2,380 12918 14297
25-50 (No. of Compames 407) _
1995-96 4,511 4,364 4,047 103.36 _ 1145

E 7/ B ¥ 4165 10870 11639
1997-8 5,237 4394 4102 11918 12765
1998- 99, S _:"_,,_.__.,_516_98”__ ,4“4.._.,__.,_ 149 78
50- 100 (No. of Companies 385) o v :
19959 7055 6,6_47’ 6,033 106.14 11694
1996-97 7860 7454 6,833 105.45 115.04
1997-98 o 878 7877 7,277 11119 120.36
199899 9393 791 7329 118.44 12815
1999-00 10041 8060 7447 124.58 134.83
100 - 500 (No. of Companies 567) ' - o
1995-96 30441 34,099 30627 8927 99.39
1996-97 - 34,939, 38,526 34,981 90.69 ~99.88
1997-98 40591 43159 39,277 94.05 103.34
1998-99 43,698 44907 41,099 97.31 106.33
1999-00 ‘ 16,098 48,501 44,457 95.05 103.69
500 - 1000 (No. of Companies 111) '
1995-96 - 17,523 20,514 19,144 8542 91.53
1996-97 t 21,815 22,966 21,431 94.99 101.79
1997-98 - 26,916 25621 23991  105.05 112.19
1998-99 > 29510 26,462 24,840 111.52 118.80
1999-00 » 30,547 29,082 27,364 105.04 111,63
1000 & above (No. of Companies 89) B
1995-96 58,748 72,370 06,998 81.18 87.09
1996-97 _ 77,384 82,900 77,408 93.35 99.97
1997.98 _ 97,012 93,418 86,839 103.85 117
1998-99 1,09,792 1,03,757 94,800 105.82 11581
199900 112,112 1,10,939 1,07,690 95.87 104,11
All Companies (2545)
1995-96 1,22,459 142,569 1,31,099 85.89 93.41
1996-97 L 151,165 160,895 1,49,085 93.95 10140
1997-98 . 1,82,808 178,593 1,05,322 102.39 1061
1998-99 202445 100,737 175,137 106.14 11550
1999-00 2,009,203 2,00,934 193,087 99.65 108.01



For the larger companics while borrowings increased, net worth also grew
though at a slower pace. Consequently, their D-E ratios experienced moderate
increases. The fast deteriorating debt-equity ratios of smaller companies may
severely affect their capacity to generate profits and contribute to savings of

the sector.
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Activity-wise Gross Savings: Sample-I

6Y

Appendix-3.1

(Amount in Rs. Crores)

1997-98

®).
395.80

299.2¢

3449
63.33
35.53"
933.6
83.95
67.12.
588.01
111151
949 4.:

2974

36.80

211. 19

© 3,044.18

Activity/Sector No-of o059 199697
: g’ Cos.. ‘ :
)] @) ), )
1 l\gm ultural & Animal Products - 77 175.25 19473
Tea and Coffee Plantations &, r 80,40 125 34
..... Processng
; Anmml Products. 4 33.66 28.2 25
» o Mm(‘ral Products 2 79.72 63.11
" 3'Fats, Oils & Derived Products 62 101.59 3047,
4 Food Beverages Tobacco etc. 1]3 64133 709.26
Of which, Sugar {r Allwd P:odmlw’ 27 90.63 65.24:
Beverages, Spirits &..Yf’..’.‘.g‘f'...,., 27 ; 117 80. 44:
Tobacco Products 6 34528 41070
5 Textiles ' 308  1,478.61 124872
Ofwhzdz, Cotton Textxles 179 - 97243 996 48 -
 Manmade Filaments & Fibres 59 316.42 132 58 v
6. Leather and Leather Products 17 -46.44. 19.05
L 7 Wood Products 11 37.65 35.93:
8 Pulp, Paper and Paper Products 70 42522 268 60
9 Chemicals & Chemical Products | 365 298361  3197.92
Of which, Drugs & Pharmaceuticals 120 636.08 930 97
Fertilisers 28 1,031.35 1,02243
| Sozzpa C Detergents, efc. 22 116 87: _714 19
10 Plastics, Rubber and Products 87598 60193
. ~ Of which, Plastic & Plastic Pmdz 5/3 02 376. 95
| Rubber 30296 22498
~ 11 Non-Metallic Mineral Products 107 1,169.59 87284
' p,it};::};:m Cenment & Asbestos, a1 926.11 267 06
] CIn-s & mem Prodmt: . ) 44 . 15.3 28 74.06
 Gems &Jewellery 229020 3172
12 Metals & Metal Products 237 305818 235302
' 13 Non Eledncal Machmery 158 949, 16, 97418
Y Electmal Machmen excl. ]]Oi 626.095 576.63
ElectxomLs : - ;
i O/ which, Elect. M/c. Other than 88 551.73:' 57222
Elu(mmw " i
- Electric Applumu § 22 74.36: 141
15 Electronics 109 46823  331.29
of w/mlx Conxmmr El(’clronus 18 228‘7'7: 202.95
Data Processing & Ofﬁw Equm:’nl:» . 20 ) 72.64 »32.41_}
16 Transport Equipment 119 268612 3,158.55
O;‘ which, Automobiles &* Armlhmu : 108; 2,640.44‘ 3.1 '13.68E
17 Petroleum Refining & Lubricants : 1. 4057 269.33.
18_Mm Manufactured Articles '19: . 48.64 25.48
19 Construction & Allied Activities 54 212.44 166.08
20 Electricity Generation 12 101073 84307
2 'Computvr Software & Allied Activities 43 460.85 579.76
22 Services 295 1,29896 128522
© Of which, Trading Cos. 182 44364 412,90
Hotels & Restaurants 39 46571 496.60.
23 Diversified Companics 41 346492 334732
All Companies | 2545 22,247.00 21026.27

969 04
975 66
324. 13

57824 4

332. 1/
246. 0/
637. 93

492,74

5402

91.17
2,154.72
962. 24

455.59

486.32

30.73.
40657
262.72
3922
3,100.46
3122.86
o)
34.28
138.93
807.88
Wedd
Ry ]
42543
136.58
4056.33
78747

21

5 79 -

1998-99

(0)

4157
73.95
-7.48]
991.94

84.07
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625.83.
106.15
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33877
14675
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119918
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19013
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2329
13811
3,283.23
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1,001.64

119.82
59485
18977
’ 403.03:
59231
421.80
5833
11218
1,738.33:
758.98

R

i

03.4

. @

26339
:’:’.S(SV
8. 12
4lc.24
o o
2,250.07
A8
S20558
1m31
les 12
1,125.05
242199
1,327.09
45205
Sod
5,000 96
2219679



N aET- RIS og
ST - N So's
aa 760 wee
LU6CT 88T 8T+ obg
120ce toe 0Tl THF
$90T- e 621 eee
CI0z- ust- oot ot
0eog- Thiv 1 169
ezt 200 orE 269
(eeeT A 8¢ 06°C
9t 881 oto 860
7% S S T} Cle- C6CY
1 xed CENNRIA gi8 T e
FHOL 0 ez oLy
9Bt Toco L e
2276%- zeo “ot0 Zro
Fo 61 C T8 €00 el
SHH- 00 te - 0
sre- €0t o9 i
0617 96°0 oo o1
a T n et k4t
FERRNE'S :
[PU0SIO ]

¥ [P10g sseulsng
[Pjo ] “ANUNUIWOY) 21e)s [eay]
(s2101) Sy uunowy) o

7°¢€ — xipuaddy

SINAIIG SUOHBIIUMULIO

0g'L ‘BTHOL
ury TROT
0z'e £9°€Y
12y :: ‘1
a e

6€°0-

w odvimg
1aodsues |

. SDIAIRG
ueinejsoy

P S}OI0LH] I d1vM3jOG
‘oper]: Joinduwio)

PNV,

SOLIALDY
paiy 3 UoneIduan

uononysuoD) ‘AILnos(y

sojuedigoy ‘S[EIIWBYD) D13 ‘S9[1IXa ], Burueny)
poyisionlg SIRYDIN, 'S MISPo0,] %y dururpy aunynoudy

Jie

s3ulARS $50.15) Jo HONRQLNSI( ISIM-A)IANDY-PROIY PUE IZIS )ISSY

-

¥6'C
Ll
ol

Fo'tC

T'ET-
0L
rait
e

T

LY
ort

061

IS

L8071

06°0-

‘<0

FL o
FLO
300

800
19

b
I6F

16°1

<1z
o'

869

Frave

98¢

<o
(-
680

16'1-
cle

S

oNIARIY
pally ¥

M obe
HHRAHT
46 L6 L
JoY60]

96-CHH1

6661
663661

362661

1679861

96-C661

6661
66-866 [
8672661

T 1679661

96-ChH6 1

006661
668661
862661
2679661
"96-Ch6l

1ea L

e -t

‘cc-ot

0L~ ¢

curyy
58]
{

(13 5y)
Aduey

15y



629617
SOERTOC

LY 9001
Zt0ZeTt
9r 961’1
TH6S0TH

S2LLLT

F26L9T
H79¢T
S1ee6'T
LUIVLT
196867
9 LEL T
90109
20°096°F
6L1C

A

—
o

1"

B18TE
9t'86%
001EL
FOE6L
21886
<t
el

ol
o

toie
8Fee
9Z0C

oot

cest
68°9¢
69'1C
80F¢C
0c0¢

o o
~ N %o
e, I oo

SIS
MGCOmgQ&
P L1205 A

JUNWWo).

661T

1c'9¢

0P PP

gt

oF ey
10T0¢
RIWATS
' 6961
FLB0T
FIACH

€S9I
950

1971
6e'IT
'8z01
er
B ERIRNES
ssauisng
» 0vys ]

6017
9¢9TT
gl
8911
9L 1ZT
A
o
8F91
0Tz
T

-lunwwo))!

[esy

6885
1 98'6C
181€
6CLL
or 6 8
T sjues]  sadialag; i
-nesay pav % SIIAYDY
7 S[PIOH 2IBMYOS. paryy U
‘apea]  Jendwo)): oydnnsuoy

FEIIVE

W Se) sowedwon SIEMWOYD 22 ‘sopuxay Buikuend
“Quag  papsiaaig

69€9L  66'1THT - TL8YL 96°090°S L6 10T01
€295, RS YA 05z GOFRIE BC01RG
L10°TYR [TLYL6 68l LYy LTI
105606 90648 180'991 TELPE L LU9YTL
SEE06  SO9F  HETIT ELOWLTORIRE L1906
BISH RS ﬁ 6T ¢8| : 66'TOL] ; L8796’V N?.Nxm\m
e0SPE el | vl sTege crecs
o o et
0T0zE ST 9Tses9
e 09Tl bePLSY
agadt TR

wreee T erooet

eozor T oezet

88€9T 8£919'1

FOE0LT

e et

2018 81°12S°T

w8 ereost

66 LLeeTE

339 ¢

98°09¢" [
Ly LTe

LUHe'T

€0TLEZ
96'289T
AL
LB

£C9¢9
50'8T9
o
lecige
oTeTs
| £S°€L8

00°15¢
60FIL
$T066
94926
6LEL6
ILETEL
LT9-
0L FEL
coeel
1Se8l

C

G

or18
L
e’y
LUey

clol

Zhce
rlet
0L0F
e
ek

000

000
000
000

. oo =

7908
e
FLO%
bLL
9gFL
60°¢
8TF
659
8¢
09°
v

9’8t
9z'$8%
08 CHe

L2 f6l

R o ol
NN To T
n o N

o B oY

o
7
gl

98°00¢
LEELE
st
69°LC1
c€eeol
90'tt
ccor
Fo'le
0z9l
(44 4
€

sonlAnDY
pally »

‘S[RIR[N - ‘Sjjnispoos 2y Sururpy  ornynoudy

0066601
R ghh 1
by L |
1679661

Ynrcond

Areeh 1
668661
962661
L6r9bbl
96-CehL -

006661
"66-8661
862661
1679661
"96-S661 0N
. .|:
00-6661
66-8661
862661
1679661
96-Ch61 00C
0076661
66-8661
861661
(1679661
96-C661 001~
e 1

(15
R BYA
1001 194



“pIlo)

($3101)) "SY Ul junowWy)

£e-xipuaddy

soluedwio)) ajdweg 3y} Aq SJUIWISIAU] JO UIIBJ ISIM-IZIS

RANES 8ol 80°8C 0L 80666 9GE6C 0UCRE G 19 by 04 VE0 Qo
9T <T9E 98¢ 688 00FIL 00452 0062 009 00T8€ 0060,  ccg
0L'8t 9% L 05723 €98 00ZLL 0002 00602 00€S 006t 00Fl9  cge
co'lc HTE 78'8¢ 86 L0SIL e 8790 6l SS8lE 9¢Ies  cce
N4 08¢t KA ‘ceol . So'I8l LT68T €96y st
co9F 89'8T e ‘erer A VeI 0TTIS /0%
0679 FERE 90°€c 052 00611 00€lT 00098 Z0b
2160 0528 'ST9¢ 05z ‘00911 00'vz 00%0T 000z L0t
2809 ST AN <6'¢ 10211 €9/l 6568l 8Y96T  L0b
F6F £S8F L9 T0el FOELL I2E 880Vl /99T L0F
FEOT 0T 9¢e  zg6l €0zt W9 ererl  eruceIgg
HEH Lo°Te SO0¢ 159 0008 ) 0062 00197 1g8
98TH SToL Stor 19 0082 00TLL 0rie1zs
60'tF LLTH 06'6¢ 8g¢ 698 ssz TeFLL ST9lT  IzS
SHor 21€S 89'1g v6S the6 98°¢6 8081 1TS

| LIFE ST ot oo o7 PEPE ‘0591 We 68T

8'£T 5C9T sToE Tl 00'1T 00'8L 0008 68T
€168 9eE 9£°9¢ 6 - 00se 00°£2 0089 68T
6F6E 96'9¢ T8 BIG - gg6T e8e 189/ 68T
62/ ol'St ‘L8 i 94 08'sT Al R4S 68T
ka8t €495 oo et9l /98 9¢  le9el - 8SvI 606 €rtT <ot
9¢'9¢ 68°/G 91'e9 6LSL 00CL 002 0061 <02
crct e 1119 TULT 0011 009 0081 <0t
ag'ct F0'89 6769 T/ ..3.2 I8 p80e s0e
011 1909 16'6S 6t8 00Tl iy €002 502
¥ €1 v L i = €

(v0) sonumaag SONLINLOG SIUOSOAU] spun,j souedwon  jo SaNLINIIG  SANLINIIG STUOWISOAU] spun{ sorurdwon ST
QTTJMWMNM SlqEINIeIN PRIORL),  pemmpyr &:ohUm PIASSAIBN. 21qEITepy paond  [emny Q:EU. “1soau] soruedwon)
dnoin jo .mpmﬁ_,w (%) jJo syuswisaaul [e3O ] Ul areyg “yorym jo (€10 jO ON

O 65665
66-8661
So-L6o1
16-9661
96-CH661
00-6661
66-8661
86-L661
1679661 &
96-C661

001 -0¢

0¢ - <2
00-6661 .
66-8661
862661
1679661
9%-C661 &~ Bl
00-6661
66-866 1
86-L661
1679661
96-C661
00-6661
66-8661
86-L661 ..
L6-9661 ¢y upyp

ot-¢

96-G661 SS9
I

(1D 5

Jduey

I109L-  Jossy



oSheger 5062 rgge 625896e hyers 006661

2619 68 1¢ 9 /¢

loeg L2y 918y , W0t167g) 00287’ 009z 00904 14 bysz 668661
816p 20'gp Seo¢ __...;_oo.oa_\:_ __48_._.%%@. 00910727 00°5¢0'6¢ e  $6260]
€68 TLES popp 820 0T8I _.._,"R_ L1G'g] PEChe g sz L6961 Sotuedos
So'gr 09C9 9 Lt €8BIV LT ppcry %661 e
18'99 OFTe  pge 60" S¥S'Le g  00666]
e veop Pe6g 008p7'gz 68 668661
oeer R T 7 v,..,,oowmmmm 68 86°L661
SeTH 1S9 vmm.v@  eEsee’z 68 ,. £6°9661 or0ge pus
88 8t'co ST'8p .E 19181 g <66l . ° 0001 sy
9072¢ CELT pey 8hTp 68105 orr ] 00-6661 v
s o, e s:__o:. T B
8¢'89 Sele 9gz __oomom@ orL © 86-ss61
90, 8T e 1U820% o | L6961 )
£8'6F 229 206% _, : % mm;;__,o:_ | 9656 0001 - ge.
b L T B ST e s .  o0eeer :
Yol i 00 e - 0999 00067 o ST oe'g . et o it g b
€269 10'gp 9%y 00°v0pg 00'l6g’e g 862661
8969 8I6r ooy 824507  El'esey s81  L6966]
€019 09¢s T pigy }__._,.._._Revf “.,Nm.%m\m. L - 9%6-Co61 005 - ocz
£6°gc g SL9g ¥4l 8€'cog - 80se 08'970° e - 006661 ,
€779 PI9E  ogbe )09 00er  oessy L0z g 66-8661
00'6¢ HLE T gges 00gzr 009ge 02407 g  86-Le6l
20+ Frop 2905 8Tyl P27 %% 8E18T e 2679661
wep e Ty & srorz Togg 0SP09T gge - 96-S661 02 - 0o
- e ﬁ y _ e e = e . : )
i ; . ; e g

mZEofE/ SN ag ﬂ:m::mmi: spun,j: Satuedy " ." sisuwm ﬂcm::mw\,s spun,y m.u.Em&EoU Sluswy
ur 'soy dnoiny mZEmfmZ Pojongy emnpy; adOgU,.wv wamE pojongy .RE:E. Q:okU. -1saau; Solueduyon (13 sy

10 21eyg ?\v Jo ﬂ:?&m@\,:_ g0 ur w..gm:m Yrym jo g0 Jo on 1831 o8upy, Eme.



Section <

Trends in Capital Formation



Corresponding ro the movement in its savings rate, NAS cstimates of
the ratio of gross capital formation (GCF) of the private corporate sector to
GDP peaked in 1995-9¢ (See Table 4.1 and Graph 4.1). Thereafter it declined
gradually to reach 6.40 per cent by 1999-00. During the last threc years in
particular it performed consistently inferior relative to the aggregate position.
Not only the ratio to GDP, even the sector’s share in GCF declined
substantially after 1996-97. At current prices, GCF of the sector in 1998-99 and
1999-00 was lower than that in 1997-98. In the light of this experience, an
exercise similar to the estimation of gross savings has been conducted using
the data of Sample-1.

Following the introduction of new economic policies, the Indian
private corporate sector has been passing through a restructuring phase. The
process, which gets reflected in the mergers, takeovers and hiving-off of units,
has major implications for the measurement of capital formation. In case of

merger, the merged entity would no longer exist. Hence, there is no possibility

Table 4.1
Gross Capital Formation of the Private Corporate Sector

(at current prices)
(Amount in Rs. Crores)

Year = GCFofPrivate | Total GCF ‘GDPat”  GCFof Ratio of GCF
Corporate Sector ‘ Market Private of Private
Prices.  Corporate Corporate
Amount Annual Amount Annual Sector in Sector to G[?[
) Total GCF (‘o)
Growth ; Growth : o

L Rae) R,
) . O VN @, ¢, 0 % )
1993-94 : 48,213 " 1,82,619 - 859,220 26.40 5ol
1994-95 ) 09,953 45.09 12,36,784. 29.66 ..10,12,770 2954 6.91
199590 LI3781 0265 315,179 3301 11,88,012 30.10 - 058
_15)90-97 ) 1, 1-1,807' 0.00. 3,02,781 ) -3.93  13,68,208 37.92 8.39
1997-98 A 1,27,304 10.89 349,142 1531 15,22,441 3640 830
1998-99 ] 15991 -8.89 3,772,018 6.55 17,58,276 31.18 o.ol)
1999-00 1,25,221 7.9 4,44,423‘ 19460 19,56,997 28.18 o40

Source: INDLA, Central Statistical Qrganisation, National Accownts Statisti, .
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Graph-4.1

Savings Rate and Ratio of Gross Capital Formation to GDP of
the Private Corporate Sector
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= 3r0ss Capital Formation o (Gross Savings l

of its entering into a consistent sample covering a relatively longer period.
On the other hand, the company with which it got merged would show a
sudden increase in its fixed assets. A direct comparison of fixed assets in'two
years without takinginote of the merger, wduld lead to the conclusion that
there was capital formation. A development more difficult to follow is the
transfer of units to other companies through sale or demerger and acquisition
from others. As long as both the seller and buyver are within the sample, it
would not affect the overall GFA. If, however, at least one of them is outside
the sample, sample GFA would be influenced depending upon the nature of
the transaction. Accurate details relevant for taking out the impact of such
transfers on capital formation would not generally be available to analysts
unless obtained directly from the companies. Due to the limitations of the
database used in the present exercise adjustments could not be made for
mergers, divestments and acquisitions. An attempt has been, however, madé
to account for changes in the revaluation reserves. To partially overcome the
problem of mergers, the exercise has been repeated with a subset of Sample-|
by keeping out the companies which were involved in a merger in any of the

vears 1996-97 to 1999-00.

T



Due to the major limitation relating to merger, sample estimates would
not be strictly comparable with the official ones. Also, unlike the data on
savings, estimates of GCF are available at the aggregate level of the entire
private corporate sector only. In view of this also, onc cannot directly
compare the estimates obtained for the sample NGFPs with the
corresponding NAS esiimates for non-government non-financial public
limited companies. . These problems are in addition to the uncertainty
surrounding the treatment of acquisition/hiving-off of divisions by official
agencies. Nevertheless, the results of the exercise provide certain insights

having important implications for the capital formation of the sector.

Basic Ratios from the Company Finance Studies

Before presenting the results of the analysis of Sample-], it may be
worthwhile to further highlight the practical problems involved in the
estimation process. This is because the official estimates appear to be quite
sensitive to the set of companies beiﬁg studied. From Table-4.2 it can be seen
that for the same year ie, 1998-99, two sets of public limited companies
would have given different estimates for GFCF and GCF. While there is very
little difference between the two estimates of GFCF, in case of population
estimate of GCF the latter was lower by 7.83 per cent compared to the former.
The situation turns out to be even more serious in case of private limited
companies. The estimate of GFCF based on the second study would have been
higher by about 42 per cent than the estimate based on the first study. The
second estimate of GCF in their case is almost one and half times more than
the first estimate. This example may illustrate the difficulties faced by the
official agencies in getting nearly the same set of private limited companies

even for successive periods.! Such wide differences in the estimates for the

1 The large differences in estimates in case of private limited companilos may not be entirely due tv
the increase in the larger sample size of the second set. For instance, the two studies covered
almost equal number of companies namely, 50 and 51 companies sespectively in case of the
Electrical machinery, apparatus, appliances industry group. Gross capital formation to total uses O:A

(Contd...
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Table-4.2
Estimates of GFCF and GCF of Non-Government
Non-Financial Companies from CF Studies

{(Amount in Rs. Crares;

dem . Public Limited Companics  Private Limited Comparizs _
: Study | Study 11 Study 1 Study Il
(1848 a - (91)b o 890)c  (947)d
, e . 1997-981 1998-99 1998-99. 1999-00 1997-98 1199899 1998-99  1959-00
S @B B O B B )
‘Gross Fixed Capital Formation ; ‘
(A) 30,133 .. 26710, 25458 195 189 2% = 271
Change inStocks (B) ¢ 725 -6729 1120 43 97 47 97
GCFE(A*B) 33654 21,0067 19981 24338 238 92 250 368
Paid-up Capital 25725 28800 29693 32226 539 621 685 880
Estimated Population PUC 77,875 96,790, 96,970, 118,044 24,882 31,059 31,059 43,021
Ratio of (%) o e .
() GFCF o PUC 11714 8956, 89.95 7900 3618 3048 43.27) - 30.75
(ii) GCF to PUC 13082 73.15 6729 7552 4414 1482 3645 4178
Estimated GFCF 91,219 86,681 87,228 93253 9,003 9468 13,441 13338
.. (063) , SN &1 710 A
‘Estimated GCF 1,01,877, 70,801 65255 89,150 10,983 4,603 11,322 18,393
. (-7.83); 597)

Published in the a. August 2000; b. June 2001; c. January 2001; & d. 'September 2001 issues of the RBI Bulican.
Figures in brackets in column headings indicate the number of companies covered in each study.

Figures in brackets in the last two rows indicate the expected deviation (%) in the estimates had the earlier
study’s ratios been used.

private limited companies would have been less important had the PUC of
these companies been relatively quite small. The fact, however, is that PUC of
non-financial private limited companies is not inconsequential and is equal to
one-third of the PUC of NGFPs. |

The combined estimate of GFCF of both public a.nd private limited
companies for 1998-99 based on the second set of studies turns out to be
higher by 4.70 per cent compared to the estimate resulting from the first sct.
In case of GCF, the difference is somewhat narrow as the estimate from the-.
second set would have been higher by(only 1.55 per cent. This was because,
the ratios of capital formation with respect to PUC for private limited

companies were comparatively small compared to those of public limited

C{Contd. )
funds of the group during the year 1998-99 turned out to be 33.6 per cent in case of the former and
70.2 per centan case of the latter study.



companies. Secondly, while in the case of public limited companies the first
sct yielded a higher estimate of GCF, in case of the private limited companices,
estimate emerging from the first study was considerably lower than that of
the second one thereby canceling out sorae of the difference. Obviously, such
coincidence cannot be relied upon in other years. This is more so because the

selection of one type of companies for one study is independent of the other.

Estimates based on Sample-I

The Uses of Funds module of the Prowess database provides only the
aggregate changes in total gross fixed assets (GFA) after adjusting for
revaluations.  Consequently, it does not allow a distinction between
investment in plant and machinery on the one hand and land and buildings
on the other. The assets module, however, provides details of gross fixed
assets separately for (i) land and buildings; (ii) plant and machinery; (iii)
capital work-in-progress; and (iv) other fixed assets. Secondly, to arrive at the
changes in stocks, one needs to revalue the previous year’s capital work-in-
progress and inventories of raw materials, finished goods, etc. for price
changes. This means that to obtain the estimates for 1995-96 one needs to
have data of 1994-95. The sample data having been assembled only for the
tive vears 1995-96 to 1999-00, the estimates of GFCF and GCF could not be
obtained for 1995-96. Since the database does not give fixed assets separately
for land and buildings, estimates for buildings have been generated by taking
the ratio of buildings to the totals of land and buildings in the corresponding
CF studies.?

GFCF has been measured as the addition to buildings, plant and
machinery and other fixed assets. The estimate of change in stocks has been
arrived at as the difference between the capital work-in-progress and
inventories of raw materials, finished goods, ete. at the end of the vear and

that at the beginning of the year valued at current vear prices. For purposes

2 Uses of Funds data of the CF studies indicate that buildings constituted about 81 per cent ot tand

and buildings in 1996-97 and 88 per cent in 1999-00.
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of this exercise wholesale price indices (average of weeks) of all commodities
with base 1993-94 = “00 have been taken. GCF is the sum of GFCF and the

changes in stocks.

GICF = Additions to Buildings, Plant & Machinery and Other
Fixed Assets during the year

Change in Stocks = Year-end Work-in-Progress + Inventories =
Revalued Work-in-Progress and Inventories at the
beginning of the year

GCF = GFCF + Change in Stocks

Table-4.3 presents the results based on Sample-I for the years 1996-97
to 1999-00. At the aggregate level, at current prices, both GFCF and GCF
declined in each of the last three years. The decline was sharper in case of
manufacturing companies. GCF of manufacturing companies reduced in
1999-00 to almost half of what it was in 1996-97. While non-manufacturing
companies did show some improvement in 1997-98, in the last two years they
too experienced a steep fall in GCF. One of the reasons for the steep fall in the
GCF of manufacturiifg companies is the sharp decline in stocks, especially
capital work-in-progréss. Diversified companies, in whose case GCF declined
from Rs. 8,061 crores in 1996-97 to a negative Rs. 1,740 crores in 1999-00, has
been affected severely‘?‘ This is due to the sharp fall in stocks as also work-in-
progress during the final year. Developments in specific industry groups are
shown in Appendix-4.1.

From the poif\t of estimation of capital formation of the private
corporate sector, the ratios with regard to PUC are specitically relevant. From
Table-4.3 it becomes further clear that the ratios decreased both for
manufacturing companies and others. The reduction is sharper in respect of
the manufacturing companies - from 114.00 to 80.85 in case of GFCF and from
149.77 to 57.86 in case of GCF. Such steep declines imply that to even sustain
the overall level of GCF at current prices, the PUC of NGFPs should have
increased by at least 159 per cent during the four years. Population PUC
coverage ratios of the CF studies indicate that PUC of NGFPs increased

between 1996-97 and 1999-00 by only about 70 per cent. NAS estimates ot
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Table-4.3
Capital Formation of Sample-1 Companies
(at current pnccs)

{Amount in Rs. Crores)

“Type of ' cicE Cheagein GCF Ratio to PUC (%)
Companies/ Year o Otocks :

Amount:' . Ahnual‘ Amount, Annual: GFCF GCF

Growth Growth!
| C Rae(®), .o o RaeC)
- 3] H ) I O TR ) I ™, &)
Manufacturmg (“ompames (2022) 'f T N B
1996-97 ' 29,526 926 38,791 11400 14977
1997-98 32,12'1?”""""'""”"8,_.79_ 4519 36640 554 11295 12884
1998-99 8979 978 5 22664 3814 929 7270
1999-00 27186 19453 -1417 8085 5780
Other Companies 523) o ) :
1996-97 : 6,484 6630 12316
1997-98 7,095 941 1103+  123.80
199899 o 6140  -1347 5663 9497
1999-00 h 4822 2147 68 48 69.48
All Companies (2545) e
1996-97 45,275 10594 14527
1997-98 43735 340 11251 127.99
1998-99 28,804 34.14 8672  76.53
1999-00 24275 1572 7874  59.84
increase

GCF for the entire private corporate sector, however, show an

between the two years from Rs. 1,14,807 crores to Rs. 1,25,221 crores, or by

9.07 per cent.* One is not sure whether this is due to better performance of the

other components of

the private corporate sector or to some adjustments

having been made to the population PUC figures for making them closer

approximates of the reality.

It has been indicate

capital formation data f

d earlier that the present study could not adjust

or mergers and amalgamations. To circumvent this

problem, it has been decided to keep the companies which were involved in

mergers out of the estimation process.

From the capital structure changes

reported in Prowess it appears that 96 of the

2,545 companies were involved

in a merger at least once during 1996-97 to 1999-00. To examine the trends in

capital formation by

was repeated after keeping these 96 companies out of the sample. Resu

' Based on NAS 2001, op. cit.

[o2]

eliminating the impact of mergers, the above exercise

Its of



the study of the remaining 2,449 companies are presented in Table-4.4
(Graphs 4.2 and 4.3). It may be noted that keeping out the merger cases has
not lowered the sample size appreciably. A comparison of Tables 4.3 and 4.4
reveals that while the magnitudes declined expectedly, the broad pattern
remained the same. The extent of decline in the ratios of GFCF and GCF with
respect to PUC is also nearly equal. The ratios for the subset are, generally,
lower compared to the total sample.‘ | ;

The results of the subset confirm the decline in the capital formation at
the overall sample level. Given the slower growth of PUC than the required
increase to maintain the same level of GCF at current prices, it does appear
that there was a decline in capital formation of NGFPs during the period even

at current prices.

Table-4.4
Capital Formation of Sample-I Companies
(at current prices and excluding merger cases)
_{Amaunt in Rs. Crores)

"Type of | GFCF Change in GCF ! Ratio to PUC (%)
Companies/ Year = Stocks. e
Amount’ Annual Amount’ Annual GFCF- GCF
Rate of Rate of '
; Growth . Growth
N ) (C71 SUN  £ MN )1 SR ) N U4} SR L)
Manumfm”“g CO'“P‘”‘“'?% (l 943) S R [
199-97 . 26821 7280 34101 10973 1393
1997-98 26942 045 2567 29,508 41347 10101 11003
1998-99 26506  -162 -6346 20,160 -31.68 9108 0.7
1999-00 ; 23,208 <1237 6909 16319 -19.05 7427 518
Other Companies <506) I I ] o
199697 . 3203' 2919 6,122 o378 19
1997-98 ¢ _,_6182., 700 6,882 1241 11249 12331
199899 3373 4544 L2208 5604 17700 5439, 9132
1999-00 4538 3452 -48 4490  -2073 0811 6739
199697 30024 ‘10 199 40,223 10190 13031
11997-98 . 33,124 " 10. 32_ 3,266 36,390 953 10297 11312
1998-99 . 29,880 -9.80 -4,055 25,824 -2904? 8463 TAI3
1999-00 27,766 7. 07‘ -6,957 20,809 21942 39 A4S
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Graph-4.2

GFCF to PUC Ratio of Sample-1 Companies
(exciuding merger cases)
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In the absence of disaggregated data on capital formation of various
constituents of the private corporate sector, another way of comparing
different possible estimates is to compare the ratio of the sample estimates
with respect to PUC of the corresponding sample companies. To make the
ratios better comparable, merger cases have been excluded from both Sample-
I and Sample-II. The ratios obtained from the CF study of NGFPs for 1999-00

and Sample-l and Sample-11 are shown in Table-4.5. 1t is evident from the



Table that larger samples would have given lower estimates of capital
formation. Compared to the CF study, GFCF estimated tfrom Sample-{]
would nave been lower by 26 per cent. In case of GCF the Sample-1I based
estimate would have been almost half of the estimate generated from the CF
study. CF study and the samples differ in another respect too. While the CF
study indicates an increase in GCF over 1998-99 for a given size of population

.

PUC, both the samples suggest a decline.

Table-4.5

Comparative Ratios of GFCF and GCF to PUC:
CF Study#, Sample-I and Sample-II

. (Percentages)

Year | 1998-99 1999-00

’ CF Sample-1 | Sample-11 CF Sample-l ‘ Sample-ll
(1,914) | (2449) | (3286) . (1914) | (2,449) . (3.286)

o)) ) ) (4) ©) ©® 0O
GFCF 89.95 84,63 65.63 79.00 7319 3905
GCF 6729 7315 4798 7552 5485 3930,
Change over the previous year (%) I
GFCF | | 4217 1352 -1003)
GeF 3 502 1809

# Published in the June 2001 issue of the RBI Bulletin.
Merger cases have been excluded from both Sample-1 and Sample-11.
Figures in brackets indicate the number of companies covered in the respective samples.

Declining Gross Fixed Assets ‘

The slowing down of capital formation could be partlv due to an
increasing number of sample companies reporting a decrease in gross fixed
assets in different years. In the ordinary course, net fixed assets could decline
if adequate increase in fixed assets does not take place to compensate for the
depreciation provision. Gross fixed assets could, however, decrease if -
transfer of divisions/units takes place or certain assets are sold or revalued
downwards or are written-off due to closure of plants.

To torm an idea of such occurrences, changes in GFA as reported in the
database have been taken note of.  These changes are adjusted for

revaluation/devaluation of assets and can be taken to represent the actual
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changes in GFA. 1t is evident from Table-4.6 that in an increasing number of
companics gross fixed assets declined in certain vears. Even if one takes 10
per cent reduction in GFA in a year as substantial decline, the numter of such
companies have grown over the period. The overall importance of the
reduction in GFA can be gauged from the fact that during 1998-99 and 1999-
00 the total dacrease in GFA on account of these companies was equal to, in
absnlute terms, close to 10 per cent of the total increase in GFA of compaics

which recorded a net addition to GFA.

Table-4.6
Incidence of Decline in Gross Fixed Assets: Sample-I

the Total Sampl Decline in Out of the Manufacturing
Year From among the Total Sample GFA of Companies
‘TL' N . - N
Of which, Companies Of which,
No. of GFA declined in Col. (2) No. of GFA declined
Companies by 10% or (Rs. Crores) Companies by 10% or
more more
) (2 3) 4) (5) (6)
———
1995-96 114 34 1,711 75 16
R
1996-97 212 64 708 146 36
1997.98 252 67 1,323 173 37
1998-99 324 88 3,794 222 57
1999-00 378 114 2,942 282 71

An illustrative list of companies in whose case the gross fixed assets
declined in 1998-99 and 1999-00 is given in Table 4.7. It can be scen that in
value terms the reduction in GFA is considerable. Some of the transfers have
taken place between sample companies (e.g. Indian Rayon and Grasim) while
in case of some others the assets have been demerged and transferred to
either subsidiaries (e.g. Essar Steel) or joint ventures (e.g. Kalyani Steels)
which do not form part of the sample. In some cases, the assets involved are
so large, that their impact in terms of addition to assets of the receiving
company woulld be greater than even some mergers. The fact that NOS was
an important component of the receipts, especially in 1999-00, may also be

indicative of this development.  There are two sides to the process of transter
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Table-4.7
Ilustrative List of Companies with substar-tial reduction in Gross Fixed
Assets during 1998-99 and 1999-00

Name of the Company Decrease in Remarks
Gross Fixed
Assets (Rs. Cr)

B 1998-99 ,
: Indian Rayon & Inds. 79": 66 The cement business of the - ompany was demerged and transferred to
(Ltd. Grasim Industries Ltd. (Gra-im).

:Consequently from the st of September 1998, all assets, liabilities and
4+ idebts relating to the cement business of the Company vest in Grasim.
| Essar Steel Ltd. 573.17 the Company has hived off its pe]let division to Essar Minerals Ltd.

{(EML) - its subsidiary -- with effect from close of business hours on
. Chemplast Sanmar Ltd. 381.53. Effectw 1st Apnl 1998, the companv sthppmg Undertamng has been’
: vested with Sanmar Shipping Ltd..

icholas Piramal India : 351.96 ; Flaconnage and Bulk Drugs businesses have been spun-off in two
_Lid. separate subsidiary companies effective 1st April, 1998. B
deal Strlps Ltd. : 336.49  The Scheme of Arrangement between Jindal Strips Ltd. (JSL and ]mdal
:Steel & Power Ltd. (JSPL) to hive off Raigarh and Raipur Divisions to !
JSPL w.e.f. 2.4.98 was approved by the Hon'ble Punjab and Haryana
High Court.

1999-00

Emami Ltd. 264.48 , The company has demerged its investment undcrtakmg to Pan Emami
Cosmed Ltd..
Uniworth Ltd. 199.56 |Nagpur Unit was hived off as a separate Company on March 31, 2000.

Pentamedia Graphics 185.20 {During the year ended March 31, 2000, the business software division
Ltd. including three overseas subsidiaries viz., Pentafour Software Solutions
: ‘Inc., USA, Pentafour Software (UK) Ltd., UK and Pentafour
élntemationél (Singapore) Pte. Ltd., Singapore were transterred to
{Pentasoft Technologies Ltd. with effect from April 1, 1999.

Kalyani Steels Ltd. 160.92 The Company's Mundhwa Undertaking was transferred to the joint
:venture Company,. Kalyani Carpenter Special Steels Ltd., (KCSSL) on
L stapriLies

Arvind Mills Ltd. f 107.61 The Branded Garments Business of the Compan) along, wath its
: ishareholding in subsidiaries Arvind Clothing Ltd. and Arvind Fashions
‘Ltd. was sold by way of spin-off to Arvind Brands Ltd., a subsidiary.
‘The sale has resulted in a one time profit of Rs. 80.53 crores for the

SR ;Company. e
. Asea Brown Boveri 82.16 Power Generation business of the Companv was demcrbm and :
Ltd. ] ftransferred to Asea Brown Boveri Management Ltd. (since renamed as |
B . ABBALSTOM POWER India Ltd..) with etfect from 1 April, 1999. i

Goa Carbon Ltd. ; * 7955 Iron and Steel Division of the C. ompany was transferred tobether with

fall assets and labilities at cost to a separate company Aparant {ron and
- . = Steel Private Ltd..
i Indo Gulf Corpn. Ltd. ~ 77.52:License for the Lompany s caph\c ctt) has been transferred in favour

‘of Dahej Harbour and Infrastructure Ltd. (DHIL), a wholly owned

R R §sub51d1ary of the Company. .
: Modern Syntex (India) 5 70.79 The Yarn Division of the Company at Alwar continued to be under

Ltd. : ‘tockout since year 1996. Since the efforts to revamp the division have not
ssucceeded, it had been decided to dispose off the assets The fived assets
‘of the division have been valued at their realisable value and diminution
o _ ;them;_ﬁ and the revaluation reserve has been adjusted accordngly. )
Premier Mills Ltd. ' 53.14: Pulankinar Unit,of the Company was transterred to the wholly owned

‘subsidiary, Premier Fine Yarns Ltd..

Ramco Industries Ltd. 51.18 The assets and liabilities of the software business undertaking, were
: transferred and vested with Rameo Systems Ltd. with eftect from 1st
- LR April 1999,
1 C1india Ltd. ::0 63 :Surplus residential properties at Mumbai, Kolkata and Chennat have beeny

Adlsposcd off during the year. This resulted in a profit of Rs. 21 crores.,

Source: Dmuom Report and othu write-ups on the companies given in Prowess and ERS.
3 g



of units. While in the foregoing hiving-off of divisions has been discussed,
the other sidc i.c., the sample companies acquiring units from others, has not
been dealt w.th. It is also possible that in some cases, the decline in fixed
assets due to hiving-off and demerger might have been compensated by the
additions and hence, these could not be identified from a simple decline in
GFA. A detailed examination of the process may throw better light on the

decline in GCF as observed above.
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Section 5

Borrowings, Interest Costs and Gross Savings



Following the acceleration in the adoption of structural adjustment
policies during the ‘nineties, the Indian industrial sector has been exposed to
increased competition from within and outside. In view of the corporate
sector’s reliance on external funds, cne of the suggestions for making industry
competitive and meet the demands of the new situation was to reduce interest
rates. The process of deregulation of interest rates in India gained momentum
with the recommendations of the Narasimham Committee (1991). By now,
most of the interest rates relating to banks and financial institutions and debt
market have been deregulated and hence are flexible. During the recent past,
the nominal interest rates have come down noticeably. However, a concern
has been expressed that due to the downward trend in inflation rate, the real
interest rate for borrowers continues to be high.!

Apart from causing heavy debt service burden on the government, the
problem of high real interest rates is seen in terms of high cost of capital for
the borrowers which in turn inhibits economic growth.2 The concern for
corporate investment and growth is further evident from the observations of
the Expert Committee set up to review the system of administered interest
rates that the internal savings of the corporate sector is low due to which the
debt-equity ratio tends to be high.* The Committee further noted that since
the interest rates relating to small savings and Provident Fund continue to be
administered by the Government, interest rates in this segment become floor

rates and cause distortion in the interest rate structure. It is thus implied that

1 While nominal prime lending rate (PLR) of scheduled commercial banks has come down from 16.50
in 1995-96 to 12.50 in 199900, the real PLR fluctuated and is higher at 9.2 in 1999-00 compared to
8.50 in 1995-96. See: INDIA, Ministry of Finance, Economic Survey: 2000-2001, p, 58.

Union Budget Speech 2001-02, para 84. -

Report of the Expert Commitiee to Review the System of Administered Interest Rates and Other Related
Issues, September 2001, issued as supplement to the RBI Bulletin, November 2001..(Chairman: Y-
Venugopal Reddy).
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freeing the administered interest rates is necessary to bring down the interest
rates for the borrowers.

The justification for reducing the interest burden for the borrowers is
further scen in the slowing down of the economy which is reported to be
causing scvere pressure on sales and margins despite efforts to cut costs.4 It is
also pointed out that after the primary market started experiencing problems
since the mid-"nineties, companies had to necessarily depend upon
borrowings to meet their investment and working capital needs. Lowering
the effective interest rates for the borrowers is thus necessary to increase the
surpluses with the corporate sector to facilitate new investments. These
arguments are indeed compelling and merit a detailed study.

In the light of the perceived interest burden on the industry and its
affect on savings and debt-equity ratios, an attempt has been made in the
following to examine the effective rates of interest for the corporate sector and
the interest payments ;during the recent past. Any cut in interest rate would

add to corporate profits as long as the corporate tax rates remain the same. To

¥

have a realistic assessment of the interest burden on the companies it is
necessary to examine the pattern of deployment of borrowed funds. Such an
analysis is relevant m(:)re in the context of the importance of ‘other income’ for
corporate profits noticed earlier. This has been attempted by analysing the
data of the Sample-I companies.  As noted earlier, the period covered, namely
1995-96 to 1999-00, w&nessed the decline in the savings rate of the PCS from
4.9 to 3.7 per cent. Afs.o, 1995-96 was the first tull year after the lending rates

of banks were deregulated.

Average Interest Rate
An examination of the data of the sample companies reveals that total
borrowings of the 2,545 companies increased rapidly first and moderately

thereafter from Rs. 1:22 lakh crores to 2.09 lakh crores during 1995-96 to

4 See forinstance, Tushar Ko Mahanti, “Interest costs of India Ine rises i L of 2001-02 despite rate
cuts,” Eeonomie Tomes, December 19, 2001
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1999-00 (Sce Table-5.1). Correspondingly, the debt-equity ratio increased
from 9341 per cent to 108.01 per cent. Simultaneously, interest payments
increased from about Rs. 15,500 crores to nearly Rs. 26,200 crores. The
average interest rate ranged between 12.0-13.5 per cent per annum. Overall, it
thus appears that there was no definite pattern in the average rate of interest.
If the average interest rate is calculated with respect to the average level of
borrowings at the beginning and end of a specific year, it does appear that the
effective rate decreased by two percentage points -- from 14.88 per cent in
1996-97 to 12.74 per cent in 1999-00. Whichever way one looks at, towards the
end of the period, the'average rate is thus quite close to the nominal prime
lending rate (PLR) of commercial banks and lower than the rate charged by
the leading term lending institution namely, Industrial Development Bank of
India (See Graph-5.1).

Table-5.1
Total Borrowings and Interest Payments of 2,545 NGFPs

(Amount in Rs. Crores)

Year Total Debt-Equity | Interest Average Interest Rate (%)
Borrowings Ratio (%)# | Payments A B
O] 2) @®) () ®) ©)
1995-96 1,22,459 9341 15,480 12.64 -
1996-97 1,51,164 101.40 - 20,362 1347 14.88
1997-98 1,82,868 110.61 22,150 1211 13.26
1998-99 - 2,02,445 115.59 24,355 12.03 12.64
1999-00 2,09,202 108.01 26,214 12.53 12.74

Note: A: Ratio of interest payments during the year to total outstanding borrowings at the end of the
year. B: Ratio of interest payments during the year to average of the outstanding borrowings at
the beginning and end of the year.

After adjusting for revaluation reserves.

Graph-5.1
Average Interest Rates and Prime Lending rates
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Total Costs

For a given level of sales, besides lowering of interest payments,:
reduction in manufacturing, administrative and other costs could help
enlarge profit before tax. Over the initial four years, for the sample as a
whole, the ratio of total costs to value of output as also net sales increased -
from 86.48 to 90.97 with respect to value of output and 88.21 per cent to 91.26
per cent in case of net sales. It was only in 1999-00 a slight decline could be
noticed. Given the relative increase in the costs, it may be relevant to examine
the composition of total costs as also the comparative position of interest
payments vis-a-vis total costs.

It can be seen from Table-5.2 that together with power & fuel, raw
material costs initially accounted for three-fourths of the total costs. This share
came down slightly to about 71 per cent by the end of the period. On the
~other hand, the gainers are depreciation, selling costs and wages and salaries.
The maximum gain has, however, been recorded in the ‘Other Expenses’
category. Barring the initial year, the ratio of interest payments to total ,'costs‘
remained stable between 7.2 and 7.5 per cent. In terms of relative importance,

interest costs are comparable to wages & salaries and selling costs.

Table-5.2
Relative Importance of Different Cost Components in Total Costs

_ : (Percentages)
. Year Total Raw {Wages & Selling Depre- | Others = Total  Ratio of Interest to
: + Cost materials, Salaries | Costs | ciation Cost | Total Cost (%)

(Rs. Cr.) | Power & A B _
o Fuel R S
(O N &) ©) ©) ©), . ) ® ©),. (10),
;1_995-96 2,35,266 74.37 5.91 3.49 .847. 100.00. 6.58: 5.80°
1996-97 © 2732611 72.69: 608 395 952 100.00 745 6.62.
1997-98 | 2,98492, 7123 651 430 995, 100.00- 7.42 6.50
199899 320342 69.95 677 . 457 1059 100.00 7.46 6.53. ..
199900 © 3,63,769 7058 95 6.89 470 988  100.00° 7.21 6.34

Note: A: Ratio of actual interest payments shown in Col. (4) of Table-5.1 to Total Costs given in Col. (2) of
Table-5.2. B: Ratio that would have been obtained had the average interest rate been lower by 1.5 per cent.
The increasing share of selling costs is seen as inevitable due to the
enhanced competition the companies are facing in the new  policy
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environment.> What is interesting, however, is that cach of the main
components of selling costs namels, advertisement, marketing, and -
distribution costs aimost doubled during the period. A question arises
whether all the three necessarily increase in the same proportion. This calls
for a closer examination of the selling costs.. Next in importance are the
developments in the wages & salaries account. The general perception is that
‘the private corporate sector is reducing the workforce through offering
voluntary retirement schemes. Seen in this light, the trends in wages &
salaries do suggest the need for studying the relative changes in the
remuneration received by top managerial personnel and those in senior
positions on the one hand and the lower strata of employees on the other.
Faster increase in the remuneration of top managerial personnel compared to
the increase in the overall salary bill of a few companies, for which payment
details of top employees are available, does suggest the possibility of the
former improving their relative position.6 Is it that competitive conditions
improved the bargaining power of the top employees as also the
managements started rewarding themselves? In the context of cost reduction,
this question acquires importance.

Possibly even more important is the substantial share of other items in
total costs which increased further during the period. The increase is also the
maximum in their case. The other expenses include, apart from
administrative expenses, a substantial category called ‘miscellaneous’
expenses. From CF studies also it emerges that ‘Other Expenses” account for

9-10 per cent of total expenditure. Indeed, the other expenses are important

5 See for instance, Mathew Joseph, Madan Sabnavis, Rupa R, Nitsure and L. Bhagirathi, “India’s
Economic Reforms: Private Corporate Sector Response”, a paper presented at the International
Conference on Emerging Economies at Budapest University of Economic Sciences during July 13-
15, 1998.

6  For instance, it has been noticed in the case of Bajaj Auto that while payments to top managerial
personnel who were with the company in 1999-00 and 2000-01, and whose details are available in
the Company’s annual reports, increased by 20.6 per cent while the overall increase was only 4.2
per cent. Similarly, in case of Cummins India overall payments increased by nearly 3.5 per cent
between 1999-00 and 2000-01. The corresponding increase in payments to five top managerial
personnel was about 47 per cent.
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next only to the raw material expenses.”? Apart from administrative expenses
such as auditor’s remuneration, maintenance of vehicles, postal, stationary &
printing expense.;, donations, legal expenses, travel and conveyance, other
expenses include items like R&D expenditure. However, from other modules
of the database ‘t is evident that only about one-fourth of the companies
reported R&D expenditure and the total R&D expenditure accounted for onlv
0.4 per cent of the total cost. There is thus a case for close; examination of the
other expenses.

Given the fact that interest payments averaged between 12.0 - 13.5 per
cent of the borrowings, an average interest rate lower by about 1.5 per cent®
from the existing levels, would have resulted in a reduction in the ratio of
interest to total costs by a little less than 1 per cent. The point then is whether
such a reduction would make substantial difference to the fortunes of the
companies especially when interest payments are eligible as deductions for
tax purposes and thus offer companies an advantage in terms of lower tax
liabilities.> On the other hand, the above discussion suggests the need to
examine miscellaneous expenses, selling costs and wages & salaries a little
more closely to see if cost reduction could be effected without counting on the
interest rates to come down further so as to improve the profitability of the

corporate sector.

Corporate Savings

There is a view that lowered interest rates would help the corporate
sector increase its sa\;ings and thus its internal resources. The expectation is
that for profitable companies reduced interest charges would add to after tax

profits. There is nothing striking in this suggestion because as long as the

7 Schedule VI of the Companics Act, 1956 stipulates that “anv item under which expenses exceed 1 per
cent of the total revenue of the company or Rs. 5,000 whichever is higher, shall be shown as a
separate distinct item against an appropriate account head in the Profit and Loss Account and shall
not be combined with any other item to be shown under "Miscellaneous expenses’™.

8  Cll recently suggested a reduction of 1to 1.5 per cent in the interest rates. See: “ClI calls for 1-1.5%
rate cut”, Business Standard, October 8, 2001,

9 In case of capitalisation of interest expenses, they offer the double advantage of enhanced
depreciation provision which in turn is tax deductible.
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effective corporate tax rate remains the same, for given amounts of owned
and borrowed funds, lower interest rates are bour.d to result in higher profit
after tax. For the sample companies, it has been noticed that during the past
five years, had the interest rate been lower by 1.5 per cent, gross savings
would have been higher by 6-7 per cent. Savings, however, is determined by
other factors as well. While post-tax profits (PAT) are affected by tax rates,
how much of the post-tax profité have to be retained within the enterprise and
how much has to be distributed as dividends is at the discretion of the
managements. Higher the dividend outgo, lower would be the retained
profits.and their contribution to gross savings.

It has been seen in Table-3.6 that equity dividend rate of profit-making
companies increased steadily from 22.29 per cent to 27.39 per cent. Even if
only those companies that made profits in all the years are taken into account
one finds that the dividend rate increased. Retention ratio also declined first
\sharply and then gradually from 75.70 per cent to 69.00 per cent. That is, in
spite of the imposition of dividend tax, which transferred the onus of tax
liability to the companies instead of shareholders, companies were not
inclined to reduce their dividend payouts possibly due to capital market
pressure. Since the introduction of dividend tax did not result in decreased
dividend rates, if the objective is to increase corporate savings, it appears that

the role of dividend tax cannot be ignored.

Deployment of Borrowed Funds in Inter-corporate Investments & Loans (ICIL)
Since the interest payments turned out to be important for the sample
companies, it would be relevant to know as to how the borrowed funds are
being used by them. Companies generally use both owned and borrowed
funds in their operations. The funds can be employed in the companies’ own
businesses for creation of new assets or to meet working capital needs. These
may also be invested in other companies’ risk capital and debentures,
government securities, mutual funds, etc. or lent to other enterprises. While

. . . . . - . . . . -
for companies specialising in financing activities, the latter form of fund
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utilisation forms the main business, for non-financial companies, however,
such operations cannot be termed as integral to their primary objective.

It has been seen in Section 3 (Table-3.20) that other income and NOS
constituted a substantial part of PBT and that Ol accounted for about 47 per
cent of PBT (excluding NOS) in 1999-00. Even when only the companizs
which made pre-tax profits in all the years are considered, the corresponding
share works out to 25.75 per cent. It has also been seen that interest receipts
and dividends accounted for a substantial part of the other income - a
minimum of 70 per cent in all the years (Table-3.21).1° Such importance of
interest and dividend payments could only result from a substantial
deployment of funds in other enterprises by the companies. Since the Indian
private corporate sector depends upon borrowings to a large extent, this
phenomenon would have major implications for the interest payments. While
it could be argued that inter-corporate investments and loans (ICIL)! might
have been financed from owned funds, namely PUC and reserves, and
borrowed funds utilised for internal use, the point remains that had the
owned funds not been invested in other enterprises, borrowed funds would
have been required to a lesser extent. It may, therefore, be appropriate to
compare ICIL with the borrowings.

ICIL of the sample companies increased from nearly Rs. 37,000 crores
in 1995-96 to about Rs.69,000 crores in 1999-00 or an increase of Rs. 32.000
crores (Table-5.3) At Rs. 69,000 crores, ICIL far exceeds the paid-up capital ot
the sample companies, which was of the order of Rs. 40,500 crores, and
accounts for about one-third of their networth. Interestingly, during 1999-00
there was an addition of more than Rs. 13,000 crores to ICIL. Incidentally, the
Companies (Amendment) Act, 1999 relaxed the ceiling on the aggregate loans
and investments that could be made by a company. From 30 per cent of the

paid-up capital and free reserves of the investing company, the ceiling was

10 The remaining is reported to include rent, bills discounting charges, etc.

11 For the purposes of the present study, ICIL includes investments in other companies’ shares and
debentures, mutual funds, government securities and loans to other companies.



increased to 60 per cent or 100 per cent of the free reserves whichever is
more.1?

Table-5.3

Relative Importance of ICIL in Long Term Borrowings
(Amount in Rs. Crores)

Year . ' Investments m Long Term! Ratio of Loans' Interest and. Ratio of Interest and
: i Hutside Securities: Borrowings: and Investments: Dividend : Dividen«: Earnings to

. and Loans to: i inLong Term. Earnings Looans and

|_corporate bodies, | Borrowings (%), . ... Investments (%)
(2); () . S—
199596 ...36,897 74754 % 1320
19997 . 40806 9515 LB
1997:98 49150 1,18856 1o
11998-99 55473 130670 b 580 1047
11999-00 68,958 133,018 e 3932 )

It was seen in Table-5.1 that the total borrowings of the companies
increased from Rs. 1.22 lakh crores to Rs. 2.09 lakh crores. Thus investments
and loans account for a little less than one-third of the total borrowings in
1999-00. It is, however, more reasonable to assume that long term borrowings
would have been used for ICIL, rather than short term ones. For the purpose
of the present exercise, borrowings from banks (excluding short term),
tinancial institutions, debentures and foreign borrowings are taken as long
term borrowings (LTB). The importanf sources left out are fixed deposits,
commercial paper and loans from other corporate bodies. LTB increased from
about Rs. 75,000 crores to Rs. 1,33,000 crores. i.e., an incréase of Rs. 58,000
crores. Additions to ICIL thus constitute a little more than half of the
additional long-term borrowings. Alternatively speaking, investments and
loans constituted nearly half of the long-term borrowings in 1999-00. It is
relevant to note from CF studies that during 1999-00, while additional
borrowings were of the order of Rs. 6,516 crores, increase in investments in

others’ securities alone were Rs. 10,775 crores.13

12 See: Vijay Krishnamurthy, “Section 372A: An Evaluation and Comparative Analysis with Sections
© 370 and 3727, Chartered Secretary, May 1999, pp. 520-525.

13 These results refer to sources and uses of funds of 1914 non-government public limited companies.
See: RBI, “Finances of Public Limited Companies, 1999-2000", Reseroe Bank of Indw Bulletin, lune
2001, pp. 631-671. >
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Though other income turned out to be important in relation to PBT,
there arises the need to look into the current returns from ICIL, the ma.n
source of the other ,ncome. It was indicated earlier that companies wer?
taking advantage of the favourable conditions in the stock market to gain
better returns by investing in other companies’ shares.® It would be useful t>
see whether a similar objective continues to guide investments and whether
the investing companies are able to augment their profits through stock
market operations. In 1995-96, the average return from ICIL worked out to be
14.20 per cent (Col. 6 of Table-5.3) and was apparently higher than the
average interest of 12.64 per cent worked out for the sample companies
(Table-5.1 Col. 5). Direct comparisons between dividends and investments as
also interest and loans are not possible because while debentures are
classified under investments, interest from the debentures gets added to the
total interest earnings. In any case, the average return from ICIL declined
gradually to 8.63 per cent by 1999-00 (Graph-5.2). It is, therefore, pertinent to
examine the pattern o-f' investments on the one hand and the parties to whom

the loans were advanced, on the other.

Graph-5.2
Return on Investments & Loans
15
e : 13.81
14 Y
1422 ~0+ |
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723 .
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5 11
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9
8 —T Y T T /M
1995-96 1996-97 1997-98 1998-99 1999-00
——g—=Ratio of Dividends and Interest to Loans and Investments
= @ = Ratio of Dividends and Interest to Loans and investments (A) ]

(A): Based on average of the outstanding investments & loans at the beginning and end of the year.

14 M.R. Anand, op. cit.
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From Table-3.22 it emerged that share of marketable securities reduced
to half of the initial value. Within the marketable securities, once again, the
share of group companies increased substantially suggesting that the
companies are increasingly deploying funds in unlisted group companies.
Even the investments in marketable securities are increasingly confined to
group compenies.  Thus substantial amounts are being deployed by the
sample companies to expand through subsidiaries and other group
companies, and possibly to increase control over group companies as also to
acquire control over others. There is also the possibility of certain companies
de-merging part of their operations to separate companies which in turn issue
shares to the divesting company in lieu of cash payment for taking over the
business. In the context of corporate restructuring, this aspect needs a deeper
scrutiny. At times, the amount of investment may not reflect the true extent of
funds flow to other companies because cross and circular investments could
bring back the funds to the investing company.15

A broad classification of }oans between grdup companies and others
suggested that the share of groﬁp companies increased during the period.
From 42.33, the share of group companies declined slightly during 1996-97
but increased gradually thereaft:ar to reach 67.87 per cent by 1999-00. The
summary data offered by the CF study of public limited companies for 1999-
00 also points to the increasing share of group companies in loans. From the
Uses of Funds data of the study, it emerges that out of the Rs. 4,848 crores
advanced additionally during 1998-99 by 1,914 public limited companies
share of the group companies (including subsidiaries) was 36 per cent. While

the total amount of loans and advances declined to Rs. 3,014 crores in 1999-00,

15 In this manner, managements could increase their control without increasing their own risk. To the
extent this type of investments are made by the sample companies, the share of inter-corporate
investments in borrowings observed in the foregoing could be an overestimate, If, however, the
companies acquired the share sof group companies from the secondary market or other
shareholders, there would be outflow of funds. The present data set, however, does not facilitate a
disaggregated analysis of the investments. For an extensive discussion on the manner in which
inter-corporale investments are deployed to minimise risk of the managements groups on the one
hand and to acquire and maintain control over other companies, see S.K*Goyal, “Nature and
Growth of the Indian Corporate Sector”, Brij Narain Memorial Lecture delivered at Panjab
University, Chandigarh during January 12-14, 1987.
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the amounts advanced to group companies increased substantially, taking
their share to as much as 93 per cent.!” In this context it must be emphasised
that while there is no ambiguity with regard to the identification of
subsidiaries, the concept of group corapanies defined as “Companies under
the same managerﬁéﬂt"ﬁl‘-jnder Section 370(1)B of the Companies Act, 1956 is
extremely weak.”7 In view of this, the composition of group companies as
perceived in case of investments and followed here may also not be
comparable. One cannot, therefore, rule out the possibility of even larger
shares of group companies in loans and advances.
Company Size and Deployment of Borrowed Funds

Aggregate data are likely to conceal important differences between
different categories of companies. All the companies need not necessarily
engage in outside investments and advancement of loans. The issue then is to
find out the extent of such outside deployment of resources by different types
of companies. In the present study, this has been attempted by relatihg
company size, measured in terms of its assets in 1999-00, with ICIL activity.
From Table-5.4 it emerges that only a few large companies account for
substantial part of the long-term borrowings. These are also the ones which
have an overwhelming share of investments and loans and indeed account for
a much higher share of ICIL. The table also reflects the fact that companies in
all the asset ranges were investing in other enterprises. Assuming that
companies would utilise long term funds for investment purposes it turns out
that the ratio of ICIL to LTB increased for all the size groups (Table-5.5 and

Graph-5.3). In 1999-00, for the largest sized companies and the smallest ones,

16 These results refer to sources and uses of funds of 1914 non-government public limited companies. -.
See: RBI, “Finances of Public Limited Companies, 1999-2000”, Reserve Bank of Ind:a Bulletin, June
2001, pp. 631-671.

17 See for instance, K.S. Chalapati Rao and Alok Puranik, “Concept of Companies under the same
Management under Section 370(1-B) of the Companies Act, 1956: A Study of its Operation”,
Compuny News & Notes, March 1996, pp. 3-12. The study identified many large companies including
those registered under the Monopolies & Restrictive Trade Practices Act, 1969 as constituents of
‘Group of Inter-connected Undertakings’ and subsidiaries and affiliates of Transnational
corporations claimed (or the auditors certificd) that there were no companies under the same
management of the respective company. Some of the well-known ones are: Tata Sons, Grasim, |K
Industries, Kirloskar Brothers, Bombay Dyeing, Glaxo India, ITC and Nestle India.



Table-5.4

Size-wise Distribution of Long Term Borrowings & ICIL

Assot Range No. of Long Term Investments " Loans to Corporate
(Rs.Cr) Companies Borrowings P ‘_ Bodies
- 0 1995-96 199900 199596 199900 199596 199900
O U R 2 IO O F ). ©). ) )
Lessthan10 . 493 . 059 027, 0.22, 0.55, 0.36,
10-50 980 o156 162. 380 261
s0-i00 385 4dd LA 1, 213 23
100500 se7, 2072 Jls14 121 2080 1407

S00&above . 200 6882 o BL™ &0 m24 8061
" |AllCompanies | 2545 10000 10000, 10000 10000 10000

Table-5.5
Ratio of ICIL to Long Term Borrowings in Different Size Ranges
%Aésevt“i{ange | No.of Ratio of Loans to Corporate Bodies: Proportion of C"é"mpanies‘;
(Rs. Cr.) Companies & Investments - with at least 25 % of LTB |
to Long Term Borrowings (%) in ICIL#
1995-96 1999-00
@ 3) @
493 28.23 54.76
930 23.76 37.03
355 057 . 2955
100 - 500 367 37.70 3841
500 & above 200 56.72 56.80
{All Companies | 2,545 49.36 51.84
# Out of the ones having long- term borrowings.

Graph-5.3

Investing Company Size-wise Ratio of Investments and
Loans to Long Term Borrowings
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more than half of the borrowings were reflected in loans and investments. At
the minimum, 30 per cent of the long-term borrowings were deployed in
investments and loans by the companies in 1999-00. If one restricts the
comparison to those having long-term borrowings only, the proportion of
those investing at least 25 per cent of the LTB in the form of ICIL increases
with the size (Col. 5 ot Table-5.5). Sixty per cent of the largest companies
with assets of Rs. 500 crores or more deployed a minimum of one-fourth of

the borrowings in ICIL.

Sources of Borrowings

Given the fact that in spite of the increasing debt-equity ratios, the
sample companies deployed substantial funds in other enterprises is a matter
that needs a careful scrutiny. The general expectation is that borrowed funds
would be utilised for furthering the main activities of the borrower company
instead of using them for other purposes. At one level, it may imply lack of
monitoring by the lending agencies. The next question, therefore, would be
about the sources of borrowed funds.

The borrowers have been grouped under (i) banks, (ii) financial
institutions, (iii) fixed deposits, (iv) loans from other companies, (v)
debentures, (vi) commercial paper, and (vii) foreign borrowings. At the
aggregate level, there does not appear to be major shifts in the distribution of
borrowings, according to lender category, during the past five years (Table-
5.6). Banks, financial institutions, money raised through debentures and
foreign borrowings remained the main sources. The few changes that could
be discerned are: (i) a slight decline in the share of banks; (ii) improved share
of commercial paper; and (iii) an initial increase followed by a decline in the
share of foreign borrowings. In any case, banks and financial institutions

together account for about 60 per cent of the total borrowings.

104



Table-5.6

Sources of Borrowings o
(Percentages)

Year Bank Financial Fixed Loans from I)ei)en— %Comnwr— Foreign  Totalincl.
‘ Borrow-  Imstitu-  Deposits  'Other itures cial Paper Borrow-  Others
Jngs  tions . . Companies . b .. Ings R

B N /TSN (R ) IS S N

3585 2667 279 315 1772 0 004)  7.17: 10000

3307, 2736 269 326 1726 027 908 10000,

3150, 2625 281, 222 1843, 084, 1049, 10000

3155 221 282 240 1768 184, 916, 10000
a7 2698 281 2% V7L 077 78 10000

From the distribution of borrowings according to company size and
borrower category shown in Appendix-5.1, it becomes evident that for the
smallest group of companies (with less than Rs. 5 crores assets), total
borrowings declined over the five years in absolute terms. In their case, the.
shares of both banks and financial institutions declined considerably. Their
place was partly taken by other companies (both group and non-group ones).
Understandably, being small, they cannot attract fixed deposits nor could
they float debentures. In the case of companies with Rs. 5- 10 crores of assets
there was virtually no change in the borrowings position. In their case, while
the share of banks increased, that of financial institutions declined bringing
the combined share down by about 4 percentage points. As in the case of the
smallest group, the gap was filled by loans from other companies, notably
those belonging to other companies belonging to the group. Companies in the
Rs. 10-25 crores of assets also follow a similar pattern. However, the combined
share ot banks and financial institutions was quite high and ranged between 75
to 80 per cent. There was very little change in the shares of other lenders.

Overall, borrowings of the larger companies increased substantially
during the period. In their case debentures turned out to be an important
source of external funds. The share of debentures was in between that of
financial institutions and banks. Understandably, the largest group has
foreign borrowings as an important source of finance. ‘The relative shares of

different types of lenders did not change in a substantial manner for the larger
L3
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companies. An interesting fact is that from 1997-98 onwards, yearly net
addition to borrowings fell sharply for the larger companies (See Col. 5). The
largest companies who are major boyrowers as also investors, have the
alternative sources of finance in the form of debentures and foreign
borrowings. This freedom could have helped the large ‘companies to
effectively evade the restrictions on fund use that could possibly have been

imposed by the institutions.

Profitability and ICIL

The ratio of deployment of borrowed funds in ICIL may represent the
risk involved in the process on the one hand and the extent of ‘diversion” of
funds on the other. Table-5.7 shows the loss-making and profitable companies
separately in different ranges of the ratio. It can be seen that relatively larger
number of loss-making companies did not have ICIL. Similar is the case with
investments up to 5 per cent of LTB. Even so, about 29 per cent of loss-
making ones invested to the extent of at least one-fourth of the LTB in other |
companies. In the case of profitable companies the corresponding share was a
little more than half. Thus one finds important differences between profit-

making and loss making-companies in their external investments behaviour.

Table-5.7
Distribution of Companies according to the extent of LTB
Invested in ICIL : 1999-00 '

Ratio of ICILt0 | Loss-Making companies# | _Profit:Making companies _
;LTB (%) B No. of; Percent to, No.of  Percentto
Companies;  Total.  Companies ____TOtdl(
(1) N @ e @ o
il e 322, 2940 s 1380
0-5 | 184 2130 237 1410,
5-10 1 49 'se7L 78 o4
10-25 o8 et 189 §.27
125 & above 2 | 2.?.:95f U -/4 SER-L L
All Companies | 864] 10000, 1,681 10000,

# PBT is negative, -
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Adding up the increases in borrowings and ICIL according to loss-
-~ making companies and profit-making ones further brings out the differences
between the two sets of companies. Table-5.8 presents the increase in (i} total
borrowings, (ii) total borrowings excluding short-term bank borrowings, (iii)
long term borrowings, and (iv) loans and investments between 1995-96 and
1999-00 separately for companies making pre-tax profits and the losing ones.
 From the Table it emerges that the extent of additional ICIL by loss-making
ones is minimal. Profit-making ones account for praétically the entire new
ICIL. In the case of profit-making ones, which account for two-thirds of the
total borrowings, new ICIL constitutes 54 per cent of total additional
borrowings (Table-5.9). More importantly, as much as 81 per cent of the
additional long term borrowings during 1995-96 to 1999-00 are lent out or
invested in other enterprises by these companies (Graph-5.4). Looking in a
slightly different way, one finds that among the profitable ones those who
increased long-term borrowings had more than doubled (121 per cent) their
investments & loans during the five years (Table-5.10 and Graph-5.5). On the
other hand, those who reduced their debt burden, invested in other
enterprises to a far lesser extent compared to the ones who went for increased

borrowings. Similar is the behaviour of loss-making ones.

Table-5.8
Increase in Borrowings and ICIL during 1995-96 to 1999-00

(Amount in Rs. Crores)

:Type of Companies No. of Total Borrowings Long Term Loans &
' Companies » Borrowings #  Investments
Excluding Short | ;
Term Bank :
S Borrowings | . .
oo L@ 0 LR ) E o
Incremental borrowings and Investments between 1995-96 and 1999-2000 -
Profit-making Companies 1681 57949 47611 38853 313%
LossmakingOnes | 864 287040 224 19411 o
All Companies Lo 25450 Bo743. 09845 58261 320el
Share in Total () e e
Profit-making Companies 60.05, o(a.81§ 6817 6668 97.89
Loss-making Ones ; 3395 0 WA, 3183 3332 211
_All Companies ! 100.00 lOOOOi 100.001 100.00 100,00

# Sum of long term bank borrowings, loans from financial institutions, debentures and forewn
borrowings.
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Table-5.9
Ratio of ICIL to Borrowings

(Percentages)

?Co”mvpan_\b" Ca‘iego}y ‘ » ~ Ratio of Im'estm.ents & Loans to ‘
iy Total Borrowings = Long Term.
' e - Borrowings
. Excluding Short Term 5
. . ‘ | Bank Borrowings
(1) R @, e @)
Profit-making Companies . 516, 592 8078
Loss-making Ones Lsos o 348
(All Companies 45.90 5503
Graph-5.4
Ratio of Additional Investments and Loans to Increased 1
Borrowings: 1995-96 to 1999-00
80.78
90 ~ :
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0 A —
Total Borrowings Long Term Borrowings
OO Loss-Making Cos. M Profit-Making Cos.
Graph-5.5
- Changes in Investments & Loans and Borrowings
125 - 181
100 -
8 754
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§ 50 A
e 22.88
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-25 -14.97
Ei;_lpcreased Borrowings H tlDecgéased Borrowings J J
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Table-5.10
Changes in Total Borrowings and. ICIL during 1995-96 to 1999-00

(Amount in Rs. Crores)

.:Company Type ‘No. of ilncrease in |Increase in ICIL ‘Ratio of Additional

‘Companies  Total Amount (%) ‘Loans & Investments to

: Borrowings : Increased Borrawings
(1) 10O L ) NUNRL «.) MO ) :(6)
€ Proflt-makmg Compames e . B e
[Increased Borrowings 1964, 65184 28333 12100 4347
‘Reduced Borrowings 617 -7,235 3,052; 38.36;» #
Sub-Total ‘ 57,949 31,385, 10005 51.16.
1L Loss-making Companies e
Ir\creased Borrowings 594: 30,421 909. 22 88 299
Reduced Borrowings | 270 -1,627 233] 1497 . B
Sub-Total .. 864 28,794 676 1224 235
‘All Companies 2,545 86,743 32,061 86.89 3696

# Either the denominator or both numerator and denominator are negative.

Net Interest Payments

Since it emerged that the inter-corporate investments and loans are
being financed to a large extent, even if indirectly, from borrowed funds, it
would be more appropriate to compare, instead of the total interest outgo, net
interest payments (by netting out the interest and dividend receipts) with the
total costs. It may be seen from Table-5.11 that the ratio of interest costs to total
costs comes down substantially —- more than 2 per cent and 1.5 per cent
respectively in 1995-96 and 1999-00. The narrowing down of the difference is
due to the falling returns from the investments. The difference, however, is still
far higher than what a 1.5 per cent decline in average interest rate would have
helped the companies in terms of lower ratio of interest cost to total costs.

Table-5.11
Ratio of Net Interest Payments to Total Costs

(Amount in Rs. Crores)

Year . .%Total Cost Interest Dividend ‘Net Ratlo to Total Costs (%)
: : :Payments & Interest 'Interest ;lntt crest ‘Net Interest  Difference in
Earnings  Pavments | Payments Payments . the Ratio
e - @ @)/()x 100 (5)/(2) X100 (6) - (7)
O T Y N S -} G S
199596 . 2,35,266 15480 5245 10,235' 6.58 ‘ 43 22
1996-97 -~ 2,73,261° 20,362 5366 J4,996E 7.45 5.49 , ) - 1Y%
.1997-98  2,98,492 22,150 5413 16,737 7.42 5.011 o 181
1998-99  3,26,342 24,355 5,809. 18,546 7.46 508 1.78
1 99‘)-('?() - 3,63,769 26,214 5,952 20,262 7.21 557 {od
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Effect of Increased Borrowings on Savings

To come back to corporate savings, a focal point of the discussion on
interest rates. In the foregoing discussion it has been seen that large
companies account for a substantial part of the borrowings, as also ICIL. In
Section 3 it was identif:%ed‘thva{;.l‘iese are also the ones which account for a
substantial part of the savings of the sample companies. Companies in the
two topmost groups i.e., those with Rs. 500 crores or more of assets,
numbering 200, accounted for a little more than two-thirds of gross savings of
the sample companies. Their share increased further to more than three-
fourths by 1999-00. Importance of the two largest groups is further evident
from the fact that average gross savings in their case works out to about Rs.
158 crores; and Rs. 26 crores, compared to Rs. 8 crores of the immediately
preceding range (Table-3.7).

It may, therefore, be relevant to examine the effect of increased
investments being findnced through additional borrowings by these largest
companies of the sample, on their retained profits and gross savings. This has
been carried out for the year 1999-00. Two scenarios are presented in Table-
5.12 given on the previous page. The first one is based on the actual financial
data of the 200 companies. The second represents a situation which would
have been the case had these companies not made any additional ICIL after
1995-96. Since a high proportion of the increased borrowings are reflected in
the additional ICIL, it was further assumed that the borrowings would have
been lower to the extent of actual increase in ICIL. Both the scenarios are
based on common effective interest and tax rates. It can be seen that had the
companies not invested additionally during the period, retained profits
would have been higher by about 9 per cent and gross savings by a little more
than 4 per cent (rows 23 and 24 respectivély). Similarly, the ratio of interest
payments to total costs too would have been lower at 6.12 per cent instead of
the observed 7.56 per 'Ecent (row 26). The debt-equity ratio would have been
lower by as much as 20 percentage points (rows 27 and 28). Thus refraining
from making additional investments and loans would have made substantial

difference to the financial position of the largest 200 companies.
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Table-5.12

Actual and Expected Retained Earnings and Gross Savings of
Top 200 Companies: 1999-00

‘Amount in Rs. Crores)

SNO ' tem - Actuals Expected#
! ‘Total Investments & Loans: 1999-00 o 5e398 29181
) Total Borrowings: 1999-00 142,659 115447,
Interest Payments: 199900 16050 12,988
- ; - 3062,
Income foregone on the additional ICIL. 20,
Tax on the InterestSaved 651
8 Profit Before Tax (PBT) 16,696, 17,586
9 :Tax Provision ~3,550¢ 3,738:
_____ 10 | Profit After Tax_(PAT) (8-9) 13,146 13,848
11 |Dividends 5,312 5312
. 12 Retained Profits (10 - 11) 7,833 8,536
13 Non-operating Surplus 214 2141
Depreciation 11,280 11,280
5 1 Gross Savings (12-13+14) 16,972 17,675
Average Return on Investments & Loans  (2/1 x 100) 7.99
Average Interest Rate on the Borrowings  (4/3 x 100) 11.25
Effective Tax Rate . (9/8 x 100) 21.26
] Total Investments & Loans: 1995-96 29,181
|20 | Total Borrowings: 1995-96 76,271
Increase in Investments & Loans o 1-19 ) 27,212‘__5; ) )
. 22 Increase in Total Borrowings  (3-20) 66,388 I
|23 Expected increase in Retained Profits (%) 897
24 :Expected increase in GrossSavings (%) . 4 414
25 Total Costs: 1999-00 212,242 :
26 Ratio of Interest to Total Costs (%)  (4/25 x100) 7.56.
27 Debt-Equity Ratio (%) B 97.70
|28 Debt-Equity Ratio (%) (adjusted for revaluation) | 10863

#: 1.

payments during the year by the total borrowings at the end of the year.

Had there been no increase in Investments and Loans (ICIL) during 1995-96 to 1999-00
borrowings would have been lower to the extent ICIL had uctually increased during the period.
2. Interest saved is calculated on the basis of the average interest rate obtained by dividing interest

3. Additional tax payment on the interest saved is calculated on the basis of the effective tax rate
shown in row 18.
4. Dividend payments are assumed to remain the same after increase in PAT.

5. The fact that dividends are not taxed in the hands of the recipient are not taken into account in
these calculations.
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Section 6

| | Savings and Capital Formation of NGFPs in 2000-01



It has b_en seen in Section 3 that, measured at current prices, savings of
the sample NGFPs increased in 1999-00 compared to 1998-99. The ratios of
gross savings of PUC, total assets and net sales too increased i 1999-00
marking a reversal of the experience of previous year recovery compared to
the experience of 1998-99. It would be relevant to know whether the
improvement continued in 2000-01 especially in the context of slow rate of
GDP growth in general and of the industrial sector in particular, during the
year.! Given the fact of concentration of savings in a few large companies,
samples consisting of relatively small number of companies, but including
large-sized ones, may help provide advance indications of the final estimates
that would be brought out by the RBI.2 Keeping this in view, a set of 2,044
non-government non-financial public limited companies for which data are
available for the three years 1998-99, 1999-00 aﬁd 2000-01 has been chosen on
the lines similar to Sample-1. The total PUC of the 2,044 companies, referred to
as Sample-III, was Rs. 39,617 crores in 1999-00 and formed 33.66 per cent of the
PUC of NGFPs at the end of the year.

Gross Savings of Sample-III and Estimates for NGFPs

Estimates of gross savings of all registered NGFPs, i.e., the population
of NGFPs, depend upon the characteristics of the samples studied as also the
reliability of population PUC. In the absence of information on the possible

adjustments being made to population PUC by official agencies to bring them

1 While the growth rate of GDP in 2000-01 fell from 6.4 to 5.2 per cent, that of the industrial sector
declined from 6.1 per cent to 5.3 per cent. Even though the service sector’s growth rate decreased 1t
continued to be high and was 7.5 per cent in 2000-01. See: Reserve Bank of India, Annea! Rerort
2000-2001.

The data on a good number of companies covered in Sample-I1 are not vet available for 2000-01.
There are Lo8§4 companies common to both Sample-11 and Sample-1il. The common companes
account for 65 per cent of the paid-up capital of Sample-11. Having observed hdw sample size can
aftect the overall size of the estimate of savings one should expect certain deviations from the

[

observations made earlier in respect of 1998-99 and 1999-00.
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as close to reality as possible and non-availability of population PLC data for
2000-01, population estimates ot gross savings and capital formation and the
corresponding rates with respect to GDP, >resented in the study, need to be
taken in a comparative sense rather than at their absolute levels.

Gross savings and related aggregates of the sample companies for the
three years are shown in Table-6.1. It can be seen that while retained earnings
increased from Rs. 4,827 crores in 1.998-99 to Rs. 6,767 crores in 2000-01,
depreciation increased from Rs. 14,175 crores in 1998-99 to Rs. 18,216 crores
resulting in a substantial increase in gross savings from Rs. 19,002 crores in
1998-99 to Rs. 24,983 in 2000-01. The increase in gross savings, when
calculated on year-to-year basis works out to 13.82 per cent in 1999-00 and
15.51 per cent in 2000-01. In aggregate terms depreciation continues to the a
major component of gross savings. Its share,. however, declined marginallv
during the three years from 74.60 per cent to 72.75 per cent (Table-6.2). In
relative terms, the role of retained profits has been more prominent in savings '
enhancement. Overall, the rate of growth of gross savings of the sample
companies during 2000-01 was higher than that in 1999-00. Compared to the
experience during 1995-96 to 1999-00, these developments do suggest possible
revival in corporate profits and retentions.

Table-6.1
Gross savings of 2,044 Sample-III companies

Year ' Retained Profits Depreciation Gross Savings: Annual Rate of
(Net of NOS): : Growth of
| Gross Savings
(b L 2 N =/ S ), @
1998-99 S casz o M 19,002
11999-00 " 5613 1604 21,627 13.82
2000-01 , 6767 18210 21,983 15.51
Table-6.2
Share of different Constituents in Gross Savings
(Percentayes)
Retained Depreciation Gross
Year Profits savings
| 199599 © 2540 7460 100
199900 25.95 C 7405 100

2000-01 S 2705 7275 100



From the point of estimation of the gross savings of NGFPs, it would
be relevant to compare the ratio of gross savings of tie sample companics
wich their PUC, assets, net fixed assets and total income. The ratios computed
for the different yvears are presented in Table-6.3. It is evident from the Table
that both in 1999-00 ana in 2000-01 all the four ratios-ircreased over their
corresponding values of the earlier years. The Sample-IIi thus yielded results
simila: to the ones.observed in Sample-H in respect of 1999-00 and confirm the

continuation of the recovery in 2000-01.

Table-6.3
Ratio of Gross Savings to PUC, Total Income and Total Assets

Year Ratio of Gross Savings to PUC of Gross Savings of NGFPs :é“;"\-/'ings Rate
(%) NGFPs  [Estimated on the basis of Cols.; of NGFPs § .
_____ o (Rs. Crores) _ 2&6 ,

Net Amount Annual

PUC Total  Total Fixed (Rs. Crores). Growth Rate
Income; Assets :
Assets (%)
) O 1 N O S ) (6) @) () R
1998-99 52.30 511 4.05 8.38 96,943 @ 50,701 - 2.88
?1999-00 54.59 5.18 4.26 9.05; 118,044 @ 64,440 27.10 3.295
2000-0 543, 455 10.04] 127,538 # 75,196 16.69 345

# Projected on the basis of the population PUC at the end of December 2000.
$ Based on the estimated GDP at current market prices of Rs. 17,58,276, Rs. 19,56,997 and Rs. 21,80,000

for the respective years.

Latest available PUC data refer to December 2000. Assuming that
population PUC of NGFPs would have increased at the same rate in the
remaining three months of 2000-01 and that the PUC of NGFPs would be in
the same proportion to all non-government public limited companies as in the
previous year, estimates of gross savings of population NGFPs have been
obtained and shown in Col. (7) of Table-6.3. The estimates for 1998-99 and
1999-00 seem to be consistent with those obtained from Sample-I and the CF
study of NGFPs for 1999-00. While the estimates from Sa‘fnple HI suggest that
gross savings of NGFPs in 1999-00 increased by 27.10 per cent, the estimates
based on CF study and Sample-1 presented in Table-3.16 show that gross
savings increased by 23.48 and 23.18 respectively. It does appear that the

gross savings grew by 16.69 per cent in 2000-01, considerably lower than the
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previous year’s growth rate.

increased from 2.88 in 1998-99 to 3.29 in 1999-00 and finall}' to 3.45.

Correspondingly, the savings rate of NGFPs

Profitability and Retentions

To understand the contribution of retained earnings to gross savings
better, select aggregates relating to profits, their appropriation ana
corresponding ratios have been calculated and presented in Tables 6.4 and
6.5. It can be seen that both PBT and PAT increased considerablv during the
period. However, the growth of PBT and PBT was slower in 2000-01
compared to 1999-00. With both effective tax rate and the share of dividends
in PAT coming down, retained earnings (gross of NOS) grew faster in 2000-01

compared to the growth in 1999-00.

Table-6.4
Select Aggregates relating to Profits and Appropriation

(Amount in Rs. Crores)

Year PBT Tax| PAT Dividends Dividendw Dividends Retained
: (Gross of.  Provision (Gross of + Tax excl. Profits (Gross
v NOS) NOS). Dividend Dividend of NOSi
UM S - )1} N © N (O ) SR
11998-99 16,544, 4,236 12,309 6,018 588 5,430 6,291
1999-00 20,080 5,097 14,983 7,353 780 6,574 7,622
12000-01 22,712 5,391 17,321 7,720 884 6,83¢ © 9601
Table-6.5
. Select Ratios relating to Profits and their Appropriation
Year Effective tax Share of dividends Share of Share of Retained Annual Annual
rate (incl. dividend tax) Dividend  Profits in PAT  Growth Rate Growth Rate

in PAT Tax in PAT of PBT of Retained

: Profits
M SR - [ )} OF I S <) o
1998-99 2560 48.90° 4.78, 5110 o
1199900 25.38 49.08, 5.0 5002 2137 21.27
200001 2373 44.57 5.11 55.43 13 2585

Since pavment of taxes and dividends are more relevant tor profitable

companies, to provide a better picture of the changes in different components

that go into retained protfits, the exercise has been repeated for companies
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reporting pre-tax profits. The results are presented in Tables 6.6 and 6.7. The
combined effect of lowering of corporate income tax rate?, lowered dividend
payments and increased proportion of dividend tax has been an increase in
the share of retained earnings in PA'i’ from 69.71 per cent in 1998-99 to 72.21
per cent in 2000-01. In the overall, retained earnings increased from 51.10 per
cent to 55.43 per cent of PAT.

While the above results suggest a continuing improvement in the
aggregate profits and retentions, it is important to note that, as in the earlier
years, the number of profit-making companies declined in 2000-01 compared
with the previous year - from 1,443 to 1,383. Put in an alternative way, it

emerges that nearly one-third of the companies incurred losses in 2000-01.

Table-6.6
Select Aggregates relating to Profits and their Appropriation
(Profit-making companies)#

Year No.of PBT Tax PAT Dividends  Dividend ; Retained | Equity Equxt\
Cos. Provision incl. Tax Profit  :Dividends Capital
Dividend
; Tax

N @ 6 . @ OO VA1 ) © (10)

1998-99 1451 23884, 4223 19,660 5,955 582, 13706, 5767 21,78

1999-00: 1,443 29,038 5084: 23,954 7,292 7731 16662 7,055 22544

2000-01: 1,383 32,935 5366 27,569 7,663 878 19,906 7457, 22,559

# Positive pre-tax profit (PBT)
Table-6.7
Select ratios relating to Profits and their Appropriation
(Profit-making companies)#

L - e e, (Dercentages)
Year Effective Tax | Dividendsinl. | Dividend Tax Share of Equity

. Rate . Dividend Tax | as % of PAT Retained Dividend

’ . as % of PAT Earnings in Rate

e e S o kAT L

M G H R ) D ) LS ()] R O

| 1998-99 17e8, 302 29, 69.71 26.47.

199900 vst eSS eose, 3129

2000-01 16.29° 779 319 72.21 33.00

# Positive pre-tax profit (PBT)

3

surcharge was also reduced from 15 per cent to 7.5 per cent.
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To explain the trends in savings and retained profits, one has to ook
into the profitability ot the sample companies.  In contrast to the picture of
increased profits and retentions that emerged in the above, Table-6.8 shows
that the select profitability ratios either declined or increased only moderatelv
in 2000-01 compared to the earlier year’s experience. While there was no
appreciable change in the sales margins during the period, there was only a
moderate_imprO\;ement in asset profitability. Return on net worth, however,
improved substantially. It is equally important to note that all the four ratios

declined in the case of manufacturing companies in 2000-01.

Table-6.8
Select Profitability Ratios : Sample-III
Year | Gross Profits# to | Gross Profitsto | Profit After Taxto  Gross Profits (excl,

Net Sales . Total Assets Net Worth © NOS and OI) to Net

All . Manufa- All © Manufa- All | Manufa- All | Manufa-

Sample | cturing | Sampl cturing . Sample | cturing Sample | cturing
_Cos. Cos.  eCos. Cos. Cos. Cos. . Cos.
o e o © o e @
Clogsoo | 1215 1166 848 781 85 945 8w
199900 | 1218 180 875 s 7o ow ow
200001 | 1201 1125 886 870 885 771 920 86l

# PBIT: Profits before tax inclusive of interest and net of depreciation p'rovisior'i.h
Size-wise and Industry-wise Distribution of Gross Savings

Distribution of gross savings of the sample companies according to
different asset sizes is presented in Table-6.9. The smallest set of companies
in the sample, namely those with assets of less than Rs. 10 crores, continued
to be net dissavers. The shares of smaller companies, however, generally
improved during the period. On the other hand, shares of companies with
assets between Rs. 50-1000 crores declined. The largest companies i.e., those
having assets of Rs. 1000 crores and more increased their shares from 65.20
per cent in 1998-99 to 68.95 per cent in 2000-01. Continuing the earlier trend
and following the increase in the number of loss-making companies, the
number of dissavers increased in all the asset ranges. Interestingly, the

number of dissavers in the topmost asset range doubled between 1999-00
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and 2000-01. Owverall, a little more than one-fourth of the sample companies

are dissavers in 2000-01.

Table-6.9
Size-wise Distribution of Gross Savings
) . e . (Percentages)
- Iiangév(Rs. Cr) ' No. of - ‘ "~ Sharein the Total

... Companies | 199899 | 199900 200001
Less than5 119 e o e o <016
10-25 359 R L S R O
~50-100 333 . 32 312262

100-500 534 2030 L1938 1700

500 - 1000 . 119 11.30 1161 107
1000 & above 97 65.20 _ 6570 1 6895
All Companies 2044 100.00 10000 | 1100.00

After equalling the average growth in 1999-00, gross savings of
manufacturing companies increased comparatively at a far slower rate in
2000-01 (Table-6.10). This appears to be in line with the macro-economic
trends where the rate of growth of the manufacturing sector declined in
2000-01 compared to the earlier year. Within the manufacturing sector, the
metals and chemicals group suffered the worst. On the other hand, the
performance of foodstuffs and textiles group improved considerably. The
number of dissavers in the manufacturing group increased from 266 to 296.
Interestingly, savings of even the diversified companies grew at a slower
pace in 2000-01. Experience of the manufacturing sector is in contrast to the
growth in over all savings which actually increased faster in 2000-01. This
was mainly due to substantial increase in the savings of companies engaged
in computer software development and related activities. Their share

increased from 10.35 per cent in 1998-99 to 18.64 per cent in 2000-01.

Contribution of Other Income and Non-operating Surplus

Given the experience of the earlier years when other income (OI) and
non-operating surplus (NOS) contributed substantially to corporate profits,
a.similar exercise was conducted to examine whether these two forms ot

receipts continued to provide considerable support to the prestax profits. 1t
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emerges from Table-6.11 that while the share of Ol declined during the
period, that of NOS increased. The twe, however, continued to account for
about half of the PBT. Thus these two types of receipts continue to be

important for the sample companies.

Table-6.10 -
Activity-wise Trends in Gross Savings

ACtIVltv/Seclor o No of ; éross Savings Annual Gr'O\‘s;{};i
v Cos. (Rs Crores) Rate (%):
s - 1998 99 1999 00 2000 ot '1'999'-'003 2000 01’:
OO ) G 4)§ ] ©) (6)5_ i (@) .
' Agriculture & Allied Activities 68 a2 3% 178 2238 422
‘Mining & Quarrying % 3 A9 e o #
Manufacturing 1,538 14,39 16,877 17,504 17.23 371
Of which, Foodstuffs, Textiles, 435 1,344 1,448 1957 774 3521
ete, : L T
Metals, Chemicals, etc. 1,066 8,962 10,442 10,089 16.51! -338:
Diersfied Conpanis W1 4% 54 218 043
4 Electricity Generation 5 ‘ 796 o 1,069 ) 2.67 3436
Construction 43 v 240 253 2332 517,
:Computer Software & Allied 83 1,967 2,645 4,657 34.46 76.07§
[Activities ] ; S . N
7 _|Trade, Hotels & Restaurants | 183/ 88, 47 40 171, 33
Transport Service 34 269 171 514 -3646 20107
9 RealBsttet BusimessServices | 3 % 2% 33 14
10 ;Commercxal Socxal& Pexsonal 21 114: 168 2205: 47.65: 31.29%
A” mwmes 2,044 19,002 21,628 24,983 13.82 1551

# Either numerator or denominator is negatlve

Table-6.11
Share of Other Income and NOS in PBT

(Amount in Rs. Crores)

erar o o PBT';‘Otherlncoiﬁe"?m ~ Non- PBT excluding Share of Oi  Share of
(on Operating: Ol and NOSm PBT ‘NOS in PBT
ISR N T Surplus (NOS) e
- L. @, e @ e e O
(199899 16544 7270 1,464 7,811 43.94 8.83
1999-00 20,080 7,989 © 2,016 10,075 3978 10.04
R T St

The fact that the share of NOS increased substantially during 2000-01

srves a closer loo cause I L , } . .
deser ok because of its mmplications for the estimation of capital

formation. Between 1998-99 and 2000-01, NOS almost doubled. Two of the

ain components of NOS are gains from

m sale of assets and investments. Both
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have implications for the process of restructuring. The companics might be
divestin» fixed assets as also unrelated investments in companries which are
not in tieir main line of operation. Another possibility, however, could be
the increasing operations on the stock market to secure capital gains. The
process needs a closer examination because in the.short run the addition to
profits could be misinterpreted as improvement in business performance. It
_is, however, difficult to sustain such income’ over longer periods by
individual companies unless the restructuri.ng exercises yield tangible results.
The declining share of Ol in PBT might be seen as a positive
development as it reflects increased reliance by companies on their main
operations. It could also be, however, a result of the falling returns from the
inter-corporate investments and loans (ICIL) made by the companies as has
been brought out in the previous section. In such a situation, the deployment
of resources and especially their utilization becomes more relevant. The fact
that the sample companies increased their ICIL during the period becomes
evident from Table-6.12. It can be seen that while the share of net fixed assets
in total assets declined during the period, that of investments increased. Out

of the increase in total assets between 1998-99 and 2000-01, increase in

investments nearly matches the increase in the net fixed assets.

Table-6.12
Composition of Total Assets of Sample-III Companies
Year | Total - Percentage Share in Total Assets
Assets; Net; lnven~§ lnvest-f Loansto, Sundry Cash and Other  Others
(Rs. Cr.) Fixed  tories  ments; Corporatel Debtors Bank Receiva-

Assets . bodies | Balances  bles

(O S 2 B ) — © o ® O

199899 468881 4834 1377 812 272 1210 428 900 17
199900 508257 4704 1379 981 244 1235 360 9l 18l
200001 548734 4537 1372 1098 265 1264 345 908 2l
-= (79.853) (27.92) (1344)  (27.76) (2.24) (15.81)  (-141) (955}  (4.69)

The last row of Col. 2 indicates the increase in total assets between 1998-99 and 2000-01. Figures in the
other columns of the row indicate the shares of respective items in the increase.



Capital Formation

The substantial deployvment of funds by the sample companies in 1CIL,
one expects, would have implications for their capital formation. Measured at
current prices, gross fixed capital formation (G*CF) at the aggregate level
“ increased from Rs. 30,892 crores to Rs. 34,194 crores (Table-6.13). On the other
hand, due to considerable reduction in stocks, GCF declined from Rs. 29,538
crores to Rs. 24,426 crores, or by 17.31 per cent. Both GFCF and GCF in the
manufacturing sector declined considerably. Surprisingly, capital formation
of diversified companies declined sharply. At Rs. 1,200 crores, GCF of these
companies was less than 40 per cent of the GCF during the previous year.
The major contributors to increase in the GCF of other companies are: (i)
electricity generation; and (it) computer software and allied activities. The
substantial addition to fixed assets of the sample companies in the electricitv

generation group is, however, due to the merger of Andhra Vallev Power and

Tata Hydro Power with Tata Power.

Table-6.13
Activity-wise Capital Formation: 2000-01
(at current prices)

~ (Amount in Rs. Crores)

_%Acti\'ity/Sector No. Gross Fixed Capital? Ckange in Stocks Gross Capital
of ~ Formation - ) : Formation »
Cos. 1999-00 200&01 199_9_-00‘ 2000- 01 1999-00;  2000-01
- (2 @ .,(4), R - (6)3 @ 8
1 Agmulture & Alhed Achvmes 68, 335; ) 106 -232 440 108
.2 Mining & Quarrying 36 26 Ale7 1778 2894 2053 1273
3 Manufacturing 1,538 26587 21,260 -3865  -4,557 22,722 1e703
| Oruwhich, Foodstuff, Textiles, ete. 435, 3,678 3931 -109 35 3569  2%5
i Metals, Chemucals, etc. 1,066, 15946 15544 162 4,007 16108 11338
. Diversified Companies 37 6963 1785 -3918  -585 3,045 1200
4 Electricity Generation M4 4414 36 77T 700 36
5 Construction 207 162 -108  -302. 99 10
. 6 Computer Software& Anied 4 ' o
;activities 83 L124° 200! 8 409 1132 24
7 'deo, Hotels & Restaurants ]83; ' 894 474‘ 5(\2' _3]’ 1,456 U3
8 Transport Service 3¢ 839 1151 o154 -1392 685 -2l
9 .Rea] Estate& Business Services 33: 1 50‘ _4' -173' 4 BRK]
10 Commercial, Soctalé& Personal : ‘ ' '
Services S22t s 174 09 180 254 354
 Manufacturing 1538 20587 21200 3805 -4,557 22722 1o 03
Others © 506, 4305 12034 2511 5211 6816 "3
' Alt Companies 2,044 30,892 RANERE _11354' -9,768v 9,538 1 1%
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population estimates of manufacturing companies have not been provided,
~sample -estimatcs excluding the merger cases suggest a fall in capital
formation of each of the main components. The exercise also suggests a fall in
the rates of capital formation of NGFPs from 4.61 to 4.33 in case of GFCF and
4.28 to 2.88 in case of GCF.

As in the earlier years, 2000-01 also witnessed reduction in gross fixed
_assets (adjusted for revaluation reserves) of a number of companies. At 272,
the number of such companies in 2000-01 almost equalled the 276 cases in the
previous year. The absolute reduction in GFA compared to the increase in
GFA was felatively quite high at 16.77 per cent. During the previous year it
was 9.7 per cent. These cases once again highlight the problems in

measurement of capital formation of the private corporate sector.
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Table-6.14
Estimated Capital Formation
(at current prices)
(Amountin Rs. Crores)

dtem AllSample-ll - Sample-11 Lify, Cos. Semmple-1l1

: C ompdmcs ("044) (excluding merger cases) {excluding Merger Cases)

P “ a . Annual . :Annual

: : Growth - Growth
e 1999000 2000-01 199900 200091 Rate  1999-00  2000-01  Rate

) S . | ) o, 6 e @ & @
4 Buildings 3955 4012 2815 2614 -714 3076 3611 177
b Plant & Mddnm‘ry _ BI720 27604 21,0100 20465 259 22215 24 69 1117
< . Other Fixed assets o ) /65}} 2,578 1,785 1,234 —30487 3,439 1, 9572 -43.09

d. Gross Fixed Capltal

3 » ; 256100 2 - 2 264 | 1
Formation (a+b+c) 30,892 ) 341941 25,610 -4/313: 5.06 29,330 30,264 3.18

¢ Capital Workin Progress  © 4771, 9924 5705 -8,385 #4943 10470 #
f; Inventories 3417 156, 2,288 523 -77.14 2,876 322 -88.80
g Change in Stocks (e+f) 1,354 <9768  -3,418  -7,862 # 2,067 -10,148 #
h!Gross Capital I‘ormatmn 29,538 24,426 0587 27,262 20116 261
(d+p) — e . o
' PUC of Sample Companies | 39617, 42375 I 40927
j. Ratio of GFCF to PUC 205
.. Ad/i) x 100 (G I e 44_. . 7%
k: Ratio of GCF to PUC - .
(h/i) x 100 74561  57.64 71. 05. | 49.15 o
1. Population PUC 118,044; 1,27,539 4 1,18,044 127539 - 8.04
. m Estimated GFCF of NGFPS 92,046 1,02,917 o 90,233 94,315 432
e Etimated GCF NGER T — s SRR
88,012 73517 , 83,870 62,685 ;
GDP at Current Market ) 19.56.997 ',1 80,000
Prices $ T
Ratio of GFCF to GDP 461 4 %2
“Ratio of GCF to GDP : j 4. % 288

thDIA Central Statistical Orgamsatlon National Accounts Statistics: 2001 and CMIE, AL rvthh/ Rwu’zu o
the Indian Economy, December 2001.

Having noted how a merger influenced the increase in assets ot
electricity generation group, in order to generate the estimates of capital
formation of NGFPs as a whole, the 41 cases which were involved in at least
one merger either in 1999-00 or 2000-01, have been kept out of the sample
(Table-6.14). For comparative purposés, results from the full sample have also
been shown alongside. While in the case of the full sample, the ratio of GFCE
to PUC increasced, in case of the latter, the ratio had in fact declined. In case ot
GCF, however, both the sets yield a reduced ratio with respect to PUC. Going
by the results of the subset, it appears that GFCF of the population would be
higher by 152 per cent in 2000-01. GCF of NGFPs in 2000-01 would, however,
be lower by 2526 per cent coOmpared to the previous year.  Though
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