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CHAPTER FI&E

DATA ANALYSIS AND INTERPRETATION-« .

5.1 INTRODUCTION:

The basic financial data (condensed balance sheets and condensed income
statements for the period 1982 to 1991) of the select fertilizer units

is presented in Tables 5.1 to 5.12.

This basic data was subjected to ratio and trend analysis and the
values worked out therefrom are being presented in the subsequent Tables
(5.13 to 5.26 for ratios and 5.27 to 5.34 for trends). The theoretical
background for this analytical exercise has already been presented in

the preceding Chapter.

The Companies names have been abbreviated in these Tables as

follows:
FACT : Fertilizer & Chemicals Travancore Limited,
ZACL Zuari Agro Chemicals Limited,
GSFC : Gujarat State Fertilisers Corporation Limited,
MCFL : Mangalore Chemicals & Fertilizers Limited
CFL Coromandel Fertilizers Limited,

SPIC : Southern Petrochemical Industries Corporation Ltd.
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5.2 RATIO ANALYSIS:

{A) Liquidity Management:
Liquidity management of the select units has been analyzed with the help

of two ratio, viz. (1) the current ratio, and (2) the liquid ratio.

5.2.1 Current Ratio:

The findings emerging fram the analysis presented in Table 5.13 are as

under :

1. For the period under review, FACT registered a current ratio
between 1.33 and 2.45 times, with an average of 1.91 times and the
highest being 2.45 times during 1988;

2. ZACL registered the current ratio between 1.32 and 3.02 times for
the period under review, with an average of 1.87 times;

3. GSFC registered the current ratio at an average of 1.70 times in
the range between 1.41 and 2.00 times, the maximum having been
registered in the year 1983;

4. The current ratio in the case of MCFL for the period under review
rangéd between 0.89 and 2.15 times, with an average of 1.30 times;

5. The current ratio in the case of CFL ranged between 1.17 and 1.62
times, with an average of 1.30 times during the same period;

6. In the case of SPIC, the current ratio averages at 1.26 times, the
highest having been registered in the year 1984.

The average current ratio for the industry is 1.51 times, which |is

nearer to the professional norm.

5.2.2 Liquid Ratio:

Following observations have emerged from the analysis presented in Table

5.14:
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1. In the case of FACT, it is observed that fhe liquid ratio wvaried
between 0.42 to 1.43 times for the period under review;

2. In the case of ZACL, this ratio is found to be inconsistent for the
period under view. The variation remains between 0.64 and 1.54
times, with an average of 0.97 times;

3. GSFC registered a higher liquid ratio as comwared to other units
being studied;

4. MCFL has registered an erratic behaviour in respect of the current
ratio for the period under review with an average of 0.58 times;

5. The licquid ratio of CFL has averaged at 0.83 times for the period
under review;

6. Relatively low liquid ratio has been registered by SPIC for the
period of ten vears under review.

It can, therefore, be concluded that the liquid ratio of the select

units ranged between 0.58 and 1.14 times; while the maximum liquid ratio

was registered by the GSFC. The average for the industry has been
revealed to be 0.77 times, which is just below the industrial average of

1:1.

(B) Capital Structure Management:

The fertilizer industry is a highly capital-intensive industry and,
therefore, depends, to a large extent, on borrowed finance. This is
reflected in the individual unit's debt:equity ratio. Accordingly, for
conducting an assessment of management of capital structure, Debt:Equity
ratio has been computed (refer Table 5.15), from which the following

observations have amerged:
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5.2.3 Debt:Equity Ratio:

1.

In the case of FACT, during earlier years, the debt:equity ratio
was higher, indicating a heavy debt financing; while in the latter
years, the ratio has declined, indicating less dependence on the
borrowed funds. The Company's average for the period under review
has remained around 1.80 times;

In the case of ZACL, the debt:equity ratio, to a large extent, has
remained constant with an average of 1.25 times, indicating the
Company's greater reliance on the borrowed funds;

In the case of GSFC, the debt:equity ratio has remained on the
higher side (around 1.92 times) until 1989, which in other words,
indicates the Company's greater reliance on debt finance;

In the case of MCFL, right since beginning, the Company’'s
debt:equity ratio is very very high, indicating the Coampany's
extensive reliance on debt finance;

CFL is also using maximum debt finance in its affairs;:

In the case of SPIC, for the three earlier years, this ratio has
remained very much on the higher side, indicating heavy initial
debt finance. It has varied from 1.01 to 4.46 times (with an

average of 2.14 times) for the period under review.

5.2.4 Solvency Ratio:

The solvency ratio establishes the relationship between the total assets

and the total liabilities, indicating as to how the business is financed

from outside sources. The observtions that have emerged from the

analysis presented in Table 5.16 ars as under:

1.

In the case of FACT, the assets were financed by the outsiders

funds in the range of 31 to 72% in the initial period, ‘when the
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percentage of financing the assets through borrowed funds was
higher. Over all, the average for the study period is at 48%;

2. In the case of ZACL, percentage of the borrowed finance was highest
at 70% and the lowest at 51% during the period under review. On an
average, it has ramained at 57%;

3. For the GSFC, the solvency ratio has varied between 39% and 72%
{(with an average of 55%) during the period under review, which
indicates that nearly half the assets were financed through
borrowings;

4. In the case of MCFL, the percentage of the borrowed finance was
relatively higher, varying between 82% and 97%;

5. In the case of CFL, the ratio has varied between 29 and 82%,
indicating an absence of a fixed policy as to the inclusion of
borrowed finance in the capital structure. The company has, on an
average, relied upon 64.5% borrowed finance during the period under
review;

6. 1In the case of SPIC, this ratio varied between 50% to 82%, with an
average 64.6%;

In conclusion, it may be stated that a higher percentage of borrowed

finance is an inevitable part of the fertilizer industry.

(C) Assets' Utilization Management:

For the purpose of understanding the operating efficiency of the select
fertilizer units, the following activity ratios have been calculated for

a period of ten years (1982-1991):
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1. Inventory Turnover Ratio,

2. Debtors' Turnover Ratio,

3. Working Capital Turnover Ratio,
4. Total Assets Turnover Ratio,

5. Fixed Assets Turnover Ratio,

6. Current Assets Turnover Ratio,

5.2.5 Inventory Turnover Ratio:

This ratio indicates whether the inventory has been efficiently used or
not. It also indicates the number of times the stock has been turned
over during the period and evaluates the efficiency with which a fimm is
able to manage its inventory. From Table 5.17, following observations
have been made:

1. . In case of FACT, this ratio shows increase in turnover with an

average of approximately three times;

2. CFL has registered the highest average of this ratio at 4.33 times;
3. Among all the units, CFL and ZACL indicate the inventory turnover

ratio at higher than the average.

5.2.6 Debtors Turnover Ratio:
This ratio indicates the number of times the debtors are turned over

during the vyvear and implies the efficiency with the management of

debtors. Table 5.18 reveals that -

1. On an average, the debtors' turnover remained six times in case of
the fertilizer units for the period covered under study and varied
between 2.2 and 18.73 times;

2. Except for GSFC and SPIC, the remaining four units indicated a

higher turnover than the average;
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In case of ZACL, the ratio varied between 6.04 and 18.73 times,
with an average of 10.31, which indicates higher efficiency in the
management of debtors;

In case of GSFC, the ratio showed a decreasing trend during the
period 1982-1991;

ZACL has registered the highest debtors turnover ratio which |is

18.73 times.

5.2.7 Working Capital Turnover Ratio:

To examine the adequacy of the working capital, the working capital

turnover ratio has been calculated. Table 5.19 indicates that -

1.

On an average, the ratio rotated about five times during 1982-91 in
the units being considered, which can be said to be a reasonably
fair working capital ratio; |

In the case of MCFL, the Cowany has shown a negative working
capital turnover ratio during 1989;

SPIC and CFL have registered a higher working capital turnover
ratio, as compared to other units;

In the case of GSFC, the ratio is excessively lower, about half the
average;

SPIC has registered the highest working capital turnover ratio,

i.e. at 23 times, in the year 1982.

5.2.8 Total Assets Turnover Ratio:

The total investment in an enterprise is characterized by the total

assets, which coamwprise fixed as well as current assets.
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For conducting an activity analysis in terms of total investment,

total assets turnover ratio is computed. Fran the total assets turnover

ratio {Table 5.20)}, following observations have been made:

1.

This Table reveals that the average of this ratio is 1.07 times in
the select units which shows an effective utilization of the total
assets;

In case of GSFC, this ratio registered the highest among all the
units for the period under review;

The highest total assets turnover ratio was registered by SPIC at
2.32 times in the year 1982;

In the case of SPIC and ZACL, this ratio registered higher than the

average, which reveals effective utilization of total assets.

5.2.9 Fixed Assets Turnover Ratio:

This ratio is important measure of judging the efficiency in the use of

fixed assets. This ratio indicates the relationship between the fixed

assets and the sales. Following observations have emerged from the fixed

assets turnover ratio of the select fertilizer units for the period

under review (refer Table 5.20):

1.

Firxed assets turnover ratio reveals that the average of medians is
2.44 times, which is very much lower than the standard inevitable
for the industry;

ZACL, SPIC and GSFC have their ratios higher than the average; the
highest among them being 6.02 times for ZACL. The remaining three

units have their averages below the median.

CFL registered a lower average among all the select units, which is

1.69 times, and varied between 0.78 to 2.69 times;
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Thus, it can be concluded that the fixed assets of ZACL are being
efficiently utilized; on the other hand, the fixed assets of CFL are not

being used efficiently.

5.2.10 Current Assets Turnover Ratio:

This ratio is obtained by dividing the fiqure of sales by the amount of

current assets. A higher turnover ratio indicates greater circulation of

current assets. An effective utilization of current assets affects the

capital turnover rate, which is an important element of profitability.
Following observations have emerged from Table 5.21 about the

current assets turnover ratio:

1. ZACL indicates the highest average of current assets turnover ratio
among the select units which varied between 2.13 to 2.58;

2. In case of GSFC and MCPL, averages are below the median, which
indicates inefficient utilization of current assets;

3. CFL shows a higher current assets turnover ratio, with an average

of 2.3 times.

(D) Profitability Analysis:
Profit earning is essential for the survival of a business enterprise.
In the words of Lord Keynse, "Profit is the engine that drives the
business enterprise”". A business needs profit for existance, expansion
and diversification. Profits are useful measure of overall efficiency of
a business. Profitability ratios are calculated to measure the overall
efficiency.

Profitability of the select fertilizer units is assessed with the

help of the following ratios:’
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Profitability in relation to Sales:
For the assessment of profitability in relation to sales; it is

analyzed with the help of the following ratios:

5.2.11 Gross Profit Ratios:

Gross profit ratic measures the relationship between the gross profit to

net sales. Following observations have emerged from the gross profit

ratio of the select fertilizer units for the period under review (refer

Table 5.23):

1. In the case of FACT, it is observed that the gross profit ratio
varied from 4% to 13%, on an average, 8.4%;

2. In case of ZACL, in the initial period, the gross profit ratio was
higher and in the latter period, it has been declining, which
indicates inefficiency in the latter period;

3. In the case of GSFC, lower gross margin is indicated in the vyear
1986, i.e. 8.10%, and a higher gross margin in the yéar 1991, i.e.
16.37%. The average for the period under review is 13.24%;

4. The gross profit ratio of MCFL varied between 4.46% to 15.46% (with
an average of 8.11%). In the year 1988, the Company has shown a
gross loss of 4.46%;

5. The percentage of gross profit is relatively higher in case of CFL,
which on an average is 13.81%;

6. In the case of SPIC, gross profit ratio has declined except in the

year 1989 during the study period.

5.2.12 Net Profit Ratios:

Net profit ratio is the overall measure of firm's ability. This ratio is

very useful to achieve a satisfactory return on investment and it
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4

indicates the fimm's capacity to face adverse exxxmmﬁc conditions.

Following observations have emerged from the interpretation of Table

5.24 about the net profit ratio of the select units for the period under

review. |

1. In the case of FACT, it is observed that for the initial three
years of the review period, the Campany did not make any profit but
incurred a loss of -6% and -4% for the vyears 1982 and 1983,
respectively;

2. ZACL has, on an average, maintained a profit margin of 4.77%, which
is higher than the average of medians of the select units. This
indicates a satisfactory position of the Company;

3. In the case of GSFC, net profit ratio shows a higher profitability,
as compared to other units during the period under review, with an
average of 8.32%;

4. In the case of CFL, the net profit ratio indicates higher
profitability in the initial period but after 1987, the Cawpany has
suffered losses;

5. In the case of SPIC, the net profit ratio‘varied between 1 and 8%,

with an average of 3.7%.

Profitability in relation to Investment:

The profitability of the select units has been analyzed in two senses
under this head:

5.2.13 Return on Total Capital BEmwployed:

This ratio establishes the relationship between profits and the total
capital employed and is widely used for measuring the overall

profitability and efficiency of the business. Following observations

have emerged from interpreting Table 5.25:
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In the case of FACT, this ratio varied between -0.29 to 16.0%, with
an average of 6.17%. The Company has reported highest return at 16%

on the total capital employed in 1987;

. The Table reveals that the return on the total capital employed is

onh an average (12.10%);

SPIC, ZACL and GSFC have indicated higher rate of return on the
total capital employed than the average of median, which shows
efficiency of these units;

FACT has registered this ratio on an average at 6.17%, which is
much lower than the average for the industry;

SPIC has registered the highest return on total capital emwployed at

42.67% for the year 1982.

5.2.14 Return on Total Assets:

This ratio indicates the relationship between the net profit to total

assets and measures the overall efficiency and profitability of the

enterprise. Following observations have emerged from the interpretation

of Table 5.26 in respect of this ratio:

1.

The Table indicates that in the select fertilizer units, return on
total assets, on an average, is 5.28%, as revealed by the average,
which is much lower than the standard rate of 10-12% suggested;

For ZACL, GSFC, CFL and SPIC, this ratio is higher than the average
of medians. The averages of the remaining two concerns are below
the average.

SPIC has registered the highest rate of return on total assets at
20% in the year 1982;

In the case of MCFL, this ratio is too lower than the average for

the industry.
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The return on total assets in the select units has been at 6.78%, which

is much lower than the desired norm. The position of FACT and MCFL is

not at all satisfactory in this respect.

5.3 TREND ANALYSIS:

5.3.1 Share Capital:

The share-capital of the selected fertilizers units shows the following

trends (refer Table 5.27):

1. The average is 145%, which is approximately one and half times of
the base year increase in the share capital;

2. Averages of FACT and GSFC are more than the average of the
industry; obviously, the share capital of these two units during
the period under review has increased;

3. Share capital of the ZACL decreased by 0.67 percent after the year
1985;

4. Share capital of the CFL has remained constant after the year 1987;

5. Share capital of the SPIC has increased after the year 1985.

5.3.2 Net Worth:

The net worth of the select fertilizer units has shown the following

trends during the period under review (refer Table 5.28):

1. Overall for all the units, the average has increased by 268%,
meaning that the net worth of the industry has increased by about 3
times;

2._ SPIC registered a higher net worth trend varied between 100 to 936,
with an average of 585;

3. Only SPIC and FACT have shown their average net worth over and

above the average for all the units, the remaining four units have
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remained below the industry average;
4. In the case of MCFL, in 1989, the Company showed a negative net
worth, which had raised to only 30% by 1990 from the base year

1982.

5.3.3 Total Assets:

Total assets trend analysis shows following trends (refer Table 5.29):

1. Total assets of almost all the select units have increased
subtantially during the review period, which shows a good
performance of the industry as a whole;

2. The industry average for total assets has increased by about two
times over the base year 1982;

3. In the casse of SPIC, MCFL and GSFC, the trend analysis indicates a
higher average than the industry average; '

4. GSFC has registered the highest trend for total assefs in the year
1992 at more than six times over the base year 1982;

5. SPIC has registered the highest average among all the units at
273.80%.

5.3.4 Fixed Assets: °

Fixed assets holding of the select fertilizer units has shown the

following trends (refer Table 5.29}:

1. Fixed assets of almost all the units have increased during the
review period;

2. Average of fixed assets trend for SPIC has been more than for the

whole industry during the review period;

3. Fixed assets of the FACT had declined in the years 1983 and 1984.
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5.3.5 Current Assets:

Current assets trend analysis shows the following (refer Table 5.29):

1. Current assets of all the six units increased substantially during
the period under review;

2. The industry average recorded a two times increase during the
period under review;

3. Maximum increase in the current assets is shown by the MCFL, with
an average of 280;

4. MCFL and GSFC indicate higher averages over the industry average;

5. The lowest trends have been shown by the FACT, followed by the ZACL

and CFL.

5.3.6 Inventory:

Inventory holding of the select fertilizer units has shown the following

trends {(refer Table 5.30):

1. Inventory holding of all the units had increased considerably
during the period under review;

2. Maximum inventory holding has been registered by the'GSFC, which is
in conformity with its overall performance and profitability;

3. Inventory holding of the MCFL has declined in the years 1989 and

1990,

5.3.7 Sundry Debtors:

Trend analysis of the units shows the following (refer Table 5.31):

1. Sundry debtors of FACT have gone on increasing continuously upto
the vear 1987, but they reduced considerably by the year 1990;

2. MCFL shows the maximum sundry debtors in 1988, 1989 and 1990,

indicating that the Company extends liberal credit policies;

3. Although the sundry debtors the industry as a whole have increased
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considerably over the base year 1982, these have decreased for ZACL

in the vears 1983, 1984 and 1985 and for CFL in the years 1984 and

1985.

5.3.8 Sundry Creditors:

Sundry creditors of the select units have shown the following trends

{(refer Table 5.32):

1.

Sundry creditors of almost all the units, except FACT, have
increased substantially during the period under review;

Maximum sundry creditors have been registered by the GSFC in the
year 1991;

Ssundry creditors of FACT have gone on decreasing upto the vyear

1991.

5.3.9 Current Liabilities:

Current liabilities trend analysis of the select units shows the

following (refer Table 5.33):

1.

Current Liabilities in respect of almost all the units have
increased substantially;

Current liabilities average for the industry as a whole was
recorded at 207 during the review period ;

MCFL and GSFC registered their current liabilities averages higher
than the industry average;

Current liabilities average for the whole industry varied between

138 to 299.8% during the period under review.

This concludes the presentation and interpretation of the data

under this investigation. The observations and the suggestions emerging

from this exercise are being presented in the following Chapter.



