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SYNOPSIS

Today the business eco-system provides abundant opportunities leading to various availabilities for economic growth and stability, which needs effective tax planning. This report is an outcome of the above project entitled “Corporate Tax Planning”  which was undertaken at C.R.Garments., Tirupur.  

The primary objective of the study is to automate the tax planning of the C.R.Garments to help the organization move towards implementing effective Corporate Tax Planning.  The design of this research study is descriptive in nature.  The data for the study is secondary in nature. The researcher collected the data from the records of the organization, which contains information related to tax payment.

The data is analyzed using the ratio analysis and correlation analysis. The study shows that the company makes a productive investment to reduce the tax burden.  
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CHAPTER I

INTRODUCTION

The researcher has conducted the study on “Corporate tax planning” in C R Garments, Tirupur. The research was to identify the Tax planning of the company. This includes introduction to

· Introduction to  Textile industry

· Introduction to C R Garments

· Introduction to Corporate tax planning

1.1    INTRODUCTION TO TEXTILE INDUSTRY
The Indian textile industry is one of the largest in the world with a massive raw material and textiles manufacturing base. Our economy is largely dependent on the textile manufacturing and trade in addition to other major industries. About 27% of the foreign exchange earnings are on account of export of textiles and clothing alone. The textiles and clothing sector contributes about 14% to the industrial production and 3% to the gross domestic product of the country. Around 8% of the total excise revenue collection is contributed by the textile industry. It is the second largest employment generator after agriculture. So much so, the textile industry accounts for as large as 21% of the total employment generated in the economy. Around 35 million people are directly employed in the textile manufacturing activities. Indirect employment including the manpower engaged in agricultural based raw-material production like cotton and related trade and handling could be stated to be around another 60 million.

Textile Industry is providing one of the most basic needs of people and holds importance; maintaining sustained growth for improving quality of life. It has a unique position as a self-reliant industry, from the production of raw materials to the delivery of finished products, with substantial value-addition at each stage of processing; it is a major contribution to the country’s economy.     

Its vast potential for creation of employment opportunities in the agricultural, industrial, organised and decentralised sectors & rural and urban areas, particularly for women and the disadvantaged is noteworthy. 

This industry is poised to meet the increased global competition in the post 2005 trade regime under WTO. The consequent effects of unleashing a flood of imported textiles into India and also making the export markets far more competitive are being felt from now onwards. The textile industry in India has a strong multi-fibre raw material production base, vast pool of skilled personnel, entrepreneurial talent, good export potential and low import content. Production systems are flexible, dynamic and vibrant. However, the industries above strengths get substantially diluted on account of production process disadvantages in certain areas in terms of technology and supply-chain management deficiencies. It is high time that adequate corrective measures were taken to prepare a technology savvy industry to meet the challenges ahead. The ongoing globalisation process is replete with threats from our competitors, particularly the export-led economies like China to de-stabilise our export and local markets. At the same time, one should also realise that it offers unlimited opportunities. In order to withstand the competition both in international and domestic markets and accelerate our export growth, it is imperative to identify the strengths and weaknesses of the textile industry hindering its growth. Considering the inherent strengths of this industry in terms of a strong raw material base, skilled manpower and low wage costs, this industry has immense potential in the globalised textile economy. However, given the nature and extent of the fragmentation and technology obsolescence in the decentralised sector, it calls for a focused action plan and programmes to accelerate and sustain the growth level of the different segments of the industry. 

In the above background, the Government of India as well as the important state governments having a significant presence of the textile industry reviewed the whole spectrum of textile industry. Based on the above review and discussions, appropriate road-maps have been drawn up for the development and promotion of all the sectors of the textile industry from cotton to finished products

 Till the year 1985, development of textile sector in India took place in terms of general policies. In 1985, for the first time the importance of textile sector was recognized and a separate policy statement was announced with regard to development of textile sector. In the year 2000, National Textile Policy was announced. Its main objective was: to provide cloth of acceptable quality at reasonable prices for the vast majority of the population of the country, to increasingly contribute to the provision of sustainable employment and the economic growth of the nation; and to compete with confidence for an increasing share of the global market. The policy also aimed at achieving the target of textile and apparel exports of US $ 50 billion by 2010 of which the share of garments will be US $ 25 billion. It aims to increase India's share in world's textile trade from the current 4% to 8% by 2010. Vision 2010 for textiles envisages growth in Indian textile economy from the current US $ 37 billion to $ 85 billion by 2010; creation of 12 million new jobs in the textile sector; and modernisation and consolidation for creating a globally competitive textile industry.

The main markets for Indian textiles and apparels are USA, UAE, UK, Germany, France, Italy, Russia, Canada, Bangladesh and Japan. 

In the textile industry, the weaving sector has been identified as one of the poorest technological links in the value chain. What makes the problem more serious is that the decentralised sector, both the power looms and the handlooms, which are accounting for the production of 76% of our fabrics needs, is marked by an overabundance. The textile industry can be broadly classified into two categories, the organised mill sector and the unorganised decentralised sector. Being a controlled sector, the organised mill sector has a complete information base on the organisational set-up, machinery installation, production pattern, employment etc. However, information-base on the decentralised sector on the above parameters are inadequate and policy planning has so far been based on hearsay and rough indirect estimates. The organised sector of the textile industry represents the mills. It could be a spinning mill or a composite mill. Composite mill is one where the spinning, weaving and processing facilities are carried out less than one roof. On the other hand, the decentralised sector has been found to be engaged mainly in the weaving activity, which makes it heavily dependent on the organised sector for their yarn requirements. This decentralised sector is comprised of the three major segments viz., power loom, handloom and hosiery. In addition to the above, there are readymade garments, khadi as well as carpet manufacturing units in the decentralised sector. In a country like ours where labour is abundant and the unemployment poses a serious threat to the economic growth of the country, there is always a controversy about the production technology to be adopted. The mill sector’s competitiveness is at stake given the mushrooming of a large power loom sector that has production-function advantages. The textile productions in case of the later entrants like power looms have therefore upset the entire production scenario. The power looms and mills are able to go for mass production with better quality products. In spite of the fact that the industry could assimilate high technology levels for better quality production in the market, it has never adapted to the modern technology and, therefore, has remained obsolete. In the advent of globalization, the Government of India, as part of its modernization efforts, has decided to induct about 50,000 shuttles-less looms and upgrade 2.5 lakh looms into automatic and semi automatic power looms and make it cost effective. 

The textile quota regime of quantitative import restrictions under the multi-fiber arrangement (MFA) came to an end on 1st January, 2005. The elimination of quota restriction opened the way for the most competitive developing countries to develop stronger clusters of textile expertise, enabling them to handle all stages of the production chain from growing natural fibres to producing finished clothing.
As a result of various initiatives taken by the government, there has been new investment of Rs.50, 000 corers in the textile industry in the last five years. Nine textile majors invested Rs.2, 600 corer and plan to invest another Rs.6, 400 corers. Further, India's cotton production increased by 57% over the last five years; and 3 million additional spindles and 30,000 shuttles-less looms were installed. 
 
           There will be opportunities as well as challenges for the Indian textile industry in the post-MFA era. But India has natural advantages which can be capitalized on strong raw material base - cotton, man-made fibres, jute, silk; large production capacity (spinning - 21% of world capacity and weaving - 33% of world capacity but of low technology); Vast pool of skilled manpower; entrepreneurship; flexibility in production process; and long experience with US/EU (European Union). At the same time, there are constraints relating to fragmented industry, constraints of processing, quality of cotton, concerns over power cost, labour reforms and other infrastructural constraints and bottlenecks. E.g., cost of power is Rs. 8 per garment in India whereas in China it is only Rs.2 per garment.


              Further, for the benefit of exporters, there should be a state-owned cargo shipping mechanism. Several initiatives have already been taken by the government to overcome some of these concerns including rationalization of fiscal duties; technology up gradation through the Technology Up gradation Fund Scheme (TUFS); setting up of Apparel Parks; and liberalization of restrictive regulatory practices. 


India is presently exporting six billion U. S. Dollars worth of garments, whereas with the WTO regime in place, we can increase the production and export of garments to 18 to 20 billion U.S. Dollars within the next five years. This will enable generation of employment in general and in rural areas in particular. By tripling the export of apparels, we can add more than 5 million direct jobs and 7 million indirect jobs in the allied sector, primarily in the cultivation of cotton. Concerted efforts are needed in cotton research, technology generation, transfer of technology, modernization and upgrading of ginning and pressing factories and an aggressive marketing strategy. 

Textiles - Making Textiles:

Like food and shelter, clothing is a basic human requirement. When settled Neolithic cultures discovered the advantages of woven fibers over animal hides, the making of cloth, drawing on basketry techniques, emerged as one of humankind's fundamental technologies. From the earliest hand-held spindle and distaff and basic hand loom to the highly automated spinning machines and power looms of today, the principles of turning vegetable fiber into cloth have remained constant: Plants are cultivated and the fiber harvested. The fibers are cleaned and aligned, then spun into yarn or thread. Finally the yarns are interwoven to produce cloth. Today complex synthetic fibers are span, but they are still woven together the way cotton and flax were millennia ago.

The major steps in the manufacture of clothes are four: First to harvest and clean the fiber or wool, second to card it and spin it into threads, third to weave the threads into cloth and finally to fashion and sew the cloth into clothes.

Picking removed foreign matter (dirt, insects, leaves, seeds) from the fiber. Early pickers beat the fibers to loosen them and removed debris by hand. Machines used rotating teeth to do the job, producing a thin "lap" ready for carding.

	Picking
	By Hand
	By Machine
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Carding combed the fibers to align and join them into a loose rope called a "sliver." Hand carders pulled the fibers between wire teeth set in boards. Machines did the same thing with rotating cylinders. Slivers (rhymes with divers) were then combined, twisted, and drawn out into "roving."

	Carding
	By Hand
	By Machine
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Spinning twisted and drew out the roving and wound the resulting yarn on a bobbin. A spinning wheel operator drew out the cotton by hand. A series of rollers accomplished this on machines called "throstles" and "spinning mules."

	Spinning
	By Hand
	By Machine
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Warping gathered yarns from a number of bobbins and wound them close together on a reel or spool. From there they were transferred to a warp beam, which was then mounted on a loom. Warp threads were those that ran lengthwise on the loom.

	Warping
	By Hand
	By Machine
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Weaving was the final stage in making cloth. Crosswise woof threads were interwoven with warp threads on a loom. A 19th century power looms worked essentially like a handloom, except that its actions were mechanized.

	Weaving
	By Hand
	By Machine
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SWOT ANALYSIS OF INDIAN TEXTILE INDUSTRY 


 STRENGTHS 

· India has rich resources of raw materials of textile industry. It is one of the largest producers of cotton in the world and is also rich in resources of fibres like polyester, silk, viscose etc. 

· India is rich in highly trained manpower. The country has a huge advantage due to lower wage rates. Because of low labor rates the manufacturing cost in textile automatically comes down to very reasonable rates. 

· India is highly competitive in spinning sector and has presence in almost all processes of the value chain. 

· Indian garment industry is very diverse in size, manufacturing facility, type of apparel produced, quantity and quality of output, cost, requirement for fabric etc. It comprises suppliers of ready-made garments for both, domestic or export markets. 

WEAKNESSES 

· Indian textile industry is highly fragmented in industry structure, and is led by small scale companies. The reservation of production for very small companies that was imposed with the intention to help out small scale companies across the country, led substantial fragmentation that distorted the competitiveness of industry. Smaller companies do not have the fiscal resources to enhance technology or invest in the high-end engineering of processes. Hence they lose in productivity. 

· Indian labour laws are relatively unfavourable to the trades and there is an urgent need for labour reforms in India. 

· India seriously lacks in trade pact memberships, which leads to restricted access to the other major markets. 

OPPORTUNITIES

· As per available information, the market for processed cotton fabric will increase in the European and other markets and, therefore, the power loom industry may benefit and expand substantially. Further the growth in the export segment will be mainly from cotton made-ups and garments along with processed fabrics. 

· Grey fabric export is continuing to grow and will show increasing trends.

· Value added products will have greater demand and, therefore, processing will     play an important role. 

· India with traditional designs and craftsmanship can command a greater market share for niche products in made-ups and garments. 

THREATS

· Abolition of quota system will lead to fluctuations in the export demand. 

· Continuous quality improvement will be the need of the hour for which urgent measures are called for from all stakeholders. 

OBJECTIVES OF THE TEXTILE POLICY

 
The main objective of the textile policy 2000 is to provide cloth of acceptable quality at reasonable prices for the vast majority of the population of the country, to increasingly contribute to the provision of sustainable employment and the economic growth of the nation; and to compete with confidence for an increasing share of the global market. 

CURRENT SCENARIO

          The textile industry in developed countries will face intensified competition in both their export and domestic markets. However, the migration of textile capacity will be influenced by objective competitive factors and will be hampered by the presence of distorting domestic measures and weak domestic infrastructure in several developing and least developed countries. 
 The textile industry is undergoing a major reorientation towards non-clothing applications of textiles, known as technical textiles, which are growing roughly at twice rate of textiles for clothing applications and now account for more than Technical textiles have many applications including bed sheets; filtration and abrasive materials; furniture and healthcare upholstery; thermal protection and blood-absorbing materials; seatbelts; adhesive tape, and multiple other specialized products and applications. India must take adequate measures for capturing its market by promoting research and development in this sector.

 
FUTURE SCENARIO

              The mood in the Indian textile industry given the phase-out of the quota regime of the multi-fibre arrangement (MFA) is upbeat with new investment flowing in and increased orders for the industry as a result of which capacities are fully booked up to April 2005. As a result of various initiatives taken by the government, there has been new investment of Rs.50, 000 crore in the textile industry in the last five years. Nine textile majors invested Rs.2, 600 crore and plan to invest another Rs.6, 400 crore. Further, India's cotton production increased by 57% over the last five years; and 3 million additional spindles and 30,000 shuttle-less looms were installed. 

HOSIERY INDUSTRY

    HOSIERY, a term used to designate all manufactured textile fabrics which in their process of manufacture have been built on the principle of looping or loop structure. The origin of the term is obvious, being derived from “hose” or stocking, this being one of the earliest garments made by the process of knitting. While it still forms one of the staples of the trade, it is only one of a very numerous and diversified range of applications of the entire industry. The elastic structure of knitting makes it very adaptable for all kinds of body or underwear. There is scarcely a single textile article manufactured but can be reproduced on the knitting or loop structure principle. The art of knitting is of very modern origin as compared with that of weaving. No certain allusion to the art occurs before the beginning of the 15th century. In an act of parliament of Henry VII.[1488] Knitted  woollen caps are  mentioned . It is supposed that the art was first practised in Scotland, and then carried into England, and that caps were made by knitting for some period before the more the difficult feat of stocking-making was attempted. In an act of EdwardVI. [553] “Knitte hose, Knitte peticotes, Knitte gloves and Knitte sleeves” are enumerated, and the trade of hosiers, among others, included in an act dated   ‘1563. Spanish  silk  stocking  were  worn  on  rare  occasions  by  HenryVIII., and  the  same  much-prized  articles  also  mentioned  in connexion with  the  wardrobe  of  Edward  VI.
            Knitting, or loop formation by mechanical means, is divided into two distinct principles –frame- work Knitting and warp Knitting. Both principles may be employed in the formation of a large variety of plan and fancy stitches or a combination of the two.

            Frame-work   Knitting in its simplest from consists of rows of loops supporting each other-built from one continuous thread of yarn and running from one side of the fabric to the other and back .A single thread formed into a Chain of Crocket Work, showing the Loop Structure of the plain Warp-knitted Fabric. It is built up as shown in the diagram by a number of threads running up the fabric.

            It is on this principle of stitch that the greatest amount of hosiery is built [hose , shirts , pants].

            Warp Knitting in its simplest form consists of rows of loops, but threads employed are equal to the number o loops in the width of the fabric. Thus it will be seen that the threads run lengthwise of the fabric. This principle gives greater scope for reproducing designs in openwork and colour than that of frame –work   knitting. For this reason it is largely used in the shawl, glove and fancy hosiery industries.

GROWTH OF KNITTING INDUSTRY


 Indian textile and Clothing Industry which turned to be a sunrise industry in the recent past, its importance lies in the fact that with the market size, it is the 2nd largest industry in India, contributes roughly 20% to the total industrial output and 8% to GDP and about 31% to the country’s export earnings, provide employment to about i.e.  18% of the country’s workforce.

                    With the end of quota regime, India and China alone are regarded as the major clothiers of the world.  Major developed countries, EU and USA have placed restraints on exports of garments from China which will be in place until end 2008. This is the opportunity for India to seize and establish herself to take away the leadership from China. It is under such circumstances that India needs to plan her strategy and make India alternative to China as a sourcing hub. Major importers of garments have already taken the initiative to source from India. It is now for us to give a push to this initiative by ensuring that adequate production is available to meet with their requirements.


India’s total production in knit garment during 2005-06 is estimated at 4.61billions pcs, out of which 1.06 billion pcs for   export and 3.55pcs for domestic market. Based on this presumption, the CMAI (Clothing Manufacturers Associations of India) has estimated the additional production 2.75billion pcs of knits garments for exports by 2010/11 and 5.58billion pcs for domestic requirements. According to CMAI sources, it is estimated to reach an export target of US$ 23.00 billion by 2010/11 from an estimated export of US$ 6.6billion in the year 2005/06 at the existing unit value realization of US$ 3.42per piece. 


The following table depicts the pictures of cumulative growth from 2005-2006 to 2010-2011 in different areas.

	
	2005-2006
	2010-2011
	Cumulative growth
	Remarks

	Production 
	8.39 billion pcs
	19.58 billion pcs
	13.74%
	

	Value of production (trillion Rs)
	1.19
	2.84
	19.01%
	

	Machinery required (knitted & woven)
	29.10 lacs units


	87.08 lacs units
	27.3%
	Includes second shifting working

	Labour employed
	73.09 lacs
	243.73 lacs
	27.6%
	Based on 8% 

	GDP at factor cost current prices
	Rs 27.01 trillion (est.)
	Rs.39.68 trillion (est.)
	7.99%
	

	GDP % age for garments
	4.41%
	7.16%
	10.20%
	

	Exports 
	$6.6 billion
	$23 billion
	47.2%
	

	World exports
	$275 billion (est.)
	$440 billion
	9.90%
	

	India’s export share in world trade
	2.4%
	
	5.20%
	18.90%

	Domestic per capita. Availability of garments
	5.87 pcs
	19.13 pcs
	27.8%
	Steady population of 1.1 billion assumed


TEXTILES IN TIRUPUR
Tirupur is a textile city and one among the 9 municipal corporations in the south Indian state of Tamil Nadu and is an important trade center of India. Tirupur is the Capital of Tirupur District Tirupur has gained universal recognition as the leading source of Hosiery, Knitted Garments, Casual Wear and Sportswear. It is a new district. Tirupur is the Seventh largest city in Tamil Nadu and is one of the fastest developing cities in the state. Tirupur has emerged as the knitwear capital of the country in three decades. An export from Tirupur, which provides employment to over three lakh people, has crossed the Rs.12, 000 corers mark last year.                                  
1.2 INTRODUCTION TO C R GARMENTS

In the changing scenario of garments manufacturing in Tirupur,                      C. R. GARMENTS, Tirupur, has emerged as a “Buyer’s Choice” for production of quality garments; with in a short period of its inception. It has a dedicated team of well-experienced professionals in the field of Management Executive & total Work Force. It pursues perfection in work; and only through this mission in mind, thrive to achieve the motto” Quality delivered in Time” 

The devotion & sincerity of work, combined with their skills is the driving force for C. R. GARMENTS to grow and reach to newer heights.

A total team spirit and a closely harmonious environment in the working place is their prime aspiration. They work together & closely monitor each step to meet varied demand of their clients. They also welcome new challenges and designs in their endeavor and assure to accomplish their task to the utmost satisfaction of their valued buyers.

INFRASTRUCTURE

            The foundation of their achievements is the state-of-art factories and infrastructure facilities. C. R. GARMENTS has not only Promoted heavily in the manufacturing facilities but has also taken due care to streamline the entire production and marketing process. 

            With Salem as the base for operations their support manufacturing facilities are situated at Tirupur. The production and supply chain is full fledged with Shipping, Quality Control, Designing, Sampling, Computer Embroidery, Computerized Pattern Making new updated printing methods banking. The warehouse is located at Tirupur. 

           Their quality standards match international levels and include usage of eco friendly chemicals and treatment processes.

QUALITY

            With investment in advanced technology and trained personnel, they emphasize trust on Quality Assurance. By delivering the right goods at the right time they seek a lasting relationship with all their clients. 

              Recognized by clients the world over, C. R. Garment’s penchant for quality is obvious in everything the company does.

· State-of-the-art machinery

· Trained Personnel

· Vigilant Supervision

· On-line Monitoring

· Attention to Detailing

PRODUCTS

C. R. GARMENTS caters to the needs of local and international buyers. They have developed an unequalled expertise in the techniques and processes of fabric selection, apparel manufacture, quality control and shipping. The enviable reputation they have earned for their products clearly indicates that international buyers perceive              C. R. GARMENTS as a business partner who adds value to the end product.

When C. R. GARMENTS accepts a client, a complete team is assigned to the task at hand. Each team comprises of a merchandiser, sampling in-charge and production controller for both sales and production.
PRODUCT RANGE

C. R. GARMENTS delivers trendy kids wear, elegant and stylish women's apparel, men's casuals, sport and casual wear, T- shirts, Polo’s and Jogging suits in the outerwear category and inner garments.

100 % Cotton 
Cotton-Polyesters 
Cotton Viscose 
Polyester Viscose 
Polyamide
100 % Polyester

All fabrics are sourced from within the country with the major suppliers located at Tirupur, Mumbai, Bangalore and Ludhiana, also in-house production for the y/d wider width fabrics

The company also source special fabric from Taiwan, Korea, Hong Kong & China which include Polar fleece (solid dyed, Rotary & Paper printed with or without Anti Pilling) 100% Micro Polyester, Velour, Polyamide knitted fabrics with or without Lycra.

EMPLOYEES

The workers are paid minimum wage and are paid by hour from 9:00 am to 5:00 pm Monday through Saturday. The total factory workforce is 250 and 60 staffs. Their production capacity is 20000 pieces per day in any style. 

PROFILE

	Company Name
	C. R. GARMENTS [One Star Export House] (Manufacturer and exporter of knitted garments)

	Address
	330/1, Sri Gokula Krishna Nagar,

T.K.T. Mill, Palladam Road, 

Tirupur – 641605.  

	Contact Person
	V. Murugesan.

+91-9843047673.(mobile)

	Telephone No.


	0091-421-2210673, 2210978

	Fax No.


	0091-421-2219009

	E-mail address
	crgesan@crgarments.com
murugesh@crgarments.com
www.crgarments.com

	Firm’s Category


	Family Partnership firm

	Year of Establishment


	1994

	Production Area
	30000 Sq. feet (unit I & H.O)

15000 Sq. feet (unit II)

	Machinery Capacity (unit I)
	Fully equipped with imported power machine- 256 seats. (over lock, flat lock, single needle and buttoning m/c) – in 3 units

	Production Capacity


	20000 pieces per day in any styles

	Handling Customers
	Walt-Disney, Everlast, Kohl’s, Aeropostale, JC Penny, Levi’s, Gymboree, Benetton, Mayoral, River Island, Burton, The Source, Jimmyz, Warner Bros, Wal-mart, Brugi Spa, Playboy, Paramitas, Jerbel, Caesar, HB Textil, Passport, etc., 

	No. of Direct Labour 


	250 Labours / no child labour

	Administration Staff


	60 staffs

	Annual Turnover


	10 million U.S. $


THEIR OTHER EQUIPMENTS

	Dyeing Unit
	Fongs Machine-11 No. capacity – 14 tons per day. Modernised ETP Individual Ro Plant. Multiple effect evaporators, zero liquid discharge unit  

	Squeezer
	Mersan squeezer-double tip- 2 No.  

	Dryer
	Tung Yang Relax Dryer – 1 Nos Capacity – 15 tons per day.

	Dispenser
	Auto Dispenser Seven States – Taiwan       1 No. – Capacity – 108 Bottels.

	Knitting Machine
	Pailung Machine- made in Taiwan – 25 Nos (two tracks, four tracks & self- design) Capacity – 14 tons per day.

	Compacting Machine
	1. Delta Plus 60” Tube- tex” made in USA.

2. Ferraro Compacting Machine made in Italy.

3. Delta Plus 50” Tube- tex” made in USA.

	Brusing / Raising Machine
	I. Kuang, Made in Taiwan.

	Steam Calendering Machine
	Wise Machine – Made in German.

	Printing Machine
	8 Colour Chest Printing machine – 3 Nos and 2 Table Screen Printing.

	Embroidery Machine
	20 Heads- Tajima, Taiwan. [sample unit]

	Expertised Styles
	Babies Garments, Children & Ladies Night Wares, Pyjamas, Boys & Men’s   T-Shirt, Pants, Shorts, etc., in solid & printed.(all content & all type of fabrics )  

	Sister Concern (unit II)

Sister Concern (unit III)

Sister Concern (unit III)
	M/s Geevetha Textiles [80 seats]

M/s Sri Lakshmi Clothings [50 seats]

M/s Sri Lakshmi Apparels [60 seats] 

	Banker’s Name
	Oriental Bank of Commerce

35-36 Benny Complex, Tirupur.

0091-421-2201658, 2202658.

Swift Code : ORBC  IN BB TPR

Account Number –CC 22

	Other details
	R. C. No.   :2384824

AEPC No. :MER/SR/94731/97

IE CODE   : 3297003201 


DEPARTMENTS IN THE ORGANIZATION

· Maintenance department,

· Human resource department,

· Accounts department,

· Production department,

· Quality control department,

· Delivery department

MAINTENANCE DEPARTMENT

Maintenance department complies with the factories act of the company. Some of the major activities followed are,

· Factory rooms must be well ventilated and lime washed twice a year. 

· Quarter’s facilities are provided for distance employees.

· Sunday must be a compulsory holiday.

· Yearly health check up for all and monthly for infectious diseases. 

· 12 hours a day including one and a half for meals. 

HUMAN RESOURCE DEPARTMENT

           Human resource is maintained very well. Workers are provided with very good room facilities, canteen inside the concern for workers, quarters for the people coming from out side such as Madurai, Theni, and so on. 
             All Administrative staffs are selected through campus interviews from many reputed colleges. Each department has maximum number of workers for the concerned job.

ACCOUNTS DEPARTMENT

Accounts department maintains books of all the transactions. The accounts officer heads this department. They receive copies by invoices from the sales department and make a record of it. Accounting is fully computerized.

· Cash transaction,

· Bank transaction,

· Auditing.

QUALITY CONTROL DEPARTMENT

Quality control department plays a vital role in every job work industries. In this concern quality control department first checks the quality of fabric coming into for production. Then sample production is made. After approved by the concerned parties the bulk production is made. QC department checks three major things of the fabric to be delivered. They are,

· Patches on the fabric,

· Shade of the fabric,

· Weight of the fabric.

After checking and verifying all those things the fabric may be delivered to the concerned Authorities. In quality control department is well managed and so they are known for their quality.

DELIVERY DEPARTMENT

                This is one of the departments, which is computerized and in delivery section the coloured fabric are delivered to the concerned parties. The dc form will be received from the parties after delivery. The dc will now send to the office for accounts maintenance. Before delivering the fabric are again stored in the go down for certain amount of time until the parties come and receive their order. The delivery section may also send the coloured fabric to finishing process such as calendaring, compacting.

               Quality of work life is very much important for the development of organization.  It is based on many factors which includes,

· Canteen facilities,

· Quarters facilities,

· Ventilation facilities,

· Decision making, 

· Job and income,

· Communication,

· Health and safety, 

· Welfare measures.

            Thus the objectives of the study help us to identify the quality of work life employees and the level of satisfaction. From the study we can give suggestion to the organization for future development in regarding quality of work life. 

COMPANY’S DEMAND AND SUPPLY
The law of demand states that there is a negative or inverse relationship between the price and quantity demanded of a commodity over a period of time. Supply means the goods offered for sale at a price during a specific period of time. It is the capacity and intention of the producers to produce goods and services  for  sale at a specific price .


  Demand                                                           Supply   

Demand for the company product is always high, due to their high quality, performance, punctuality. 

1.3 INTRODUCTION TO CORPORATE TAX PLANNING

The Corporate Tax Planning provides comprehensive coverage of corporate tax planning, tax planning of business expenditure, tax implications of the financial structure of a company, tax planning of depreciation, tax treatment of losses by the corporate sector, tax planning regarding new industrial and infrastructure undertakings, ships and hotels, foreign collaborations, amalgamations, sick companies and demergers, tax planning of holding and subsidiary companies and tackling income tax searches and seizures. Each chapter is backed by relevant judicially defined words and phrases to help eliminate any ambiguity in your tax planning.
TAX PLANNING AND PREPARATION

[image: image16.png]


Minimize the effort and expense of taxation

We help you reduce your tax exposure and simplify your affairs.

TAX MINIMIZATION STRATEGIES

Gain clarity on the many facets of tax minimization. Your PWL advisor may recommend strategies like the tax-efficient structuring of family accounts, the creation of legal trusts, the optimization of investment income, life insurance based solutions, and the timely management of capital gains and losses.

TAX REPORTING

To make it easier for you to track and report your investment activities, you receive a Total Holdings Report. It shows all of your investment interests including the Adjusted Cost Base for each individual security. Your PWL advisor can also provide you with a convenient summary of all capital gains and losses realized each tax year.

TAX PLANNING AND PREPARATION

To help you fully leverage the benefits of your tax minimization strategies, PWL can develop your tax projections and facilitate the preparation of your personal, family and corporate tax returns. We can also manage your tax installments and follow-up on your notices of assessment and other important tax correspondence. 

OBJECTIVES OF TAX PLANNING


Though Krishna Iyer says that the court is not the mint of virtue and one day in our Welfare State geared to social justice, this clever concept of “avoidance” against “evasion” may have to be exposed, yet as seen  above tax planning is not a dubious device but an honest and perfectly valid approach to the taxation laws within their framework to achieve the objective of tax reduction and, therefore, the objectives of tax planning cannot be regarded as offending any concept of the taxation laws.


The prime objectives of tax planning are, therefore, to achieve the following results:

· Reduction in tax liability

· Minimisation of litigation

· Productive investment

· Healthy growth of economy

· Economic stability

REDUCTION IN TAX LIABILITY


 One of the supreme objectives of the tax planning is the reduction of the tax liability of the taxpayer and the resultant saving of the earnings for a better enjoyment of the fruits of his hard labour. Any person  earning income has the greatest desire to keep the entire earnings for his own benefit but the taxation laws, particularly with  high rates of tax are there to rope him in their net through the taxing authorities to have a share of the state in his earnings. There may be cases where a taxpayer could not have been subjected to bear the burnt of heavy taxation but for his failure to so arrange his failure to so arrange his affairs  in conformity  with legal requirements  as  the tax burden could have been reduced to nil. By proper tax planning, a taxpayer can oblige the administrators of the taxation laws to keep their hands off from his earnings. He may avail of deductions and exemptions admissible to him in the maximum, if his tax affairs are properly managed.


MINIMISATION OF LITIGATION

  There is the greatest desire in the hearts of the Productive Investment. The  planning  is  a measure  of  awareness  of the taxpayer  to the intricacies  of the taxation   laws  and  it is the economic consciousness of the income-earner to find out the ways and means of productive investment of the earnings which would go a long way to minimise his tax  burden . The taxation laws offer large avenues for the productive investment of the earnings by granting absolute or substantial relief from taxation. A taxpayer has to be constantly aware of such legal avenues as are designed to open floodgates of his well-being, prosperity and happiness. When earnings are invested in the avenues recognised by law, the taxpayers are not only relieved of the brunt of the earnings are also converted into means of further earnings.  There is, therefore, a chain of earning upon earning, provided, of course, the taxpayer has a legal awareness of the same and has acumen to marshal his affairs in a way most beneficial to him. It is for this reason that some taxpayers who are mentally prepared to take recourse to such legally sanctioned devices of productive investment that they have to procure the services of the tax advisors or tax consultants. But the fruits of tax planning cannot be negative if the grapes are sour.

HEALTHY GROWTH OF ECONOMY


 The age of science and technology has minimised the incapacity of man to catch a glimpse of stars. A nation grows when its people grow. There is a keen competition all pervading and the economic growth and the actual earning is the measure of economy. The saving of earnings is the only basement upon which the economic structure of human life is founded. A saving of earnings by legally sanctioned devices is the prime factor for the healthy growth of the economy of a nation and its people. An income saved and wealth accumulated in violation of law is the scars on the economy of the people. Generation of black money darkens the horizons of national economy and leads the nation to avoidable economic disaster. In  the suffocating atmosphere of black money, a nation sinks with its people. But tax planning is the generator of a superbly white economy where the nation awakens in the atmosphere of peace and prosperity, a phenomenon undreamt of otherwise. 

ECONOMIC STABILITY


 By a proper tax planning, taxes legally due are paid without any headache either to the taxpayer or to the tax collector. Avenue of productive investments are largely availed of by national economy embracing in itself the economic prosperity of not chargeable to tax. The tax planning thereby creates economic stability of the nation and its people by even distribution of economic resources. The empty stomachs are filled; the heavily loaded stomachs are unburdened and made to grow healthy. The nation with its people breathes in the freshening atmosphere of health, wealth and prosperity. Can tax planning be denied its truth and utility? Can there be legally sustainable condemnation of tax planning? Therefore , the decision  in McDowell  and the English decisions  which adopted a new approach in the case of a scheme consisting of several transaction  which is real and genuine , from being ignored merely  on the ground that it  results  in reducing the tax burden . Where there is a commercial or a business purpose in a transaction which only means that a transaction has the result of reducing that tax burden as a result of a real deprivation of income, that transaction would be a permissible attempt for reducing the tax burden.

TIPS TO REDUCE TAX

1. Update Your Accounting: It's important as part of your year-end tax strategy to have a good understanding of your company's financial situation. Spend extra time ensuring your books are up-to-date and accurate. It won't hurt to plan time with your accountant for year-end advice, particular to your operations.

2. Defer Income: Any payments your company can receive during the first week of January as opposed to December cuts your tax bill. Every cent deferred until January 2008 will not owe taxes until April 2009. Any deferral strategy will depend on your profit and losses for the year and business legal structure (LLC, partnership, corporation, etc.) 

Depending on your income tax rates in the foreseeable new year, deferral of income can make the best sense for many sole proprietors, partnerships, LLC's, and S corporations. Ensure your cash flow can handle the deferred income. 

Don't forget to push any early 2008 charitable donations back to 2007. Make sure you get a receipt for the tax deduction.

3. Increase Expenses: Purchase items your business will require in the immediate future to maximize deductions for this year. If you can see a need for goods and services in the first quarter of the New Year, buy them now, if cash flow permits. Consider the following items for expenses: 

· Office Supplies: Stock up on fax paper, printer cartridges, and stationary and other office items. 

· Pay Bills Early: Pay your bills before the New Year in areas such as; cell services, subscriptions, rent, insurance, and utilities. 

· Equipment Purchases: If you will be buying new office equipment, consider purchasing now. You'll have to decide whether an immediate write off is best or spread out the depreciation over years. Consult with an accountant to examine your circumstance and company structure to maximize your deductions. In addition, your equipment will have to be in your office, "in use" by year-end. 

· Other Items: This category includes: pre-payment of subscriptions, travel bookings, equipment repairs, and maintenance. 

4. Inventory Write-Offs: Depending on your accounting methods, you may wish to check inventory for goods that have been damaged or have become obsolete. The drop in market value of the inventory can provide your company with added deductions. 

5. Contribute to a Retirement Plan: Make payments to your retirement plan or set one up before the year-end to reduce your income for this year. Check the contribution limits for your type of plan. In the U.S.: 401(k), KEOGH plan, Roth IRA, or SEP's. (For SIMPLE IRA's the deadline is set in October, too late for year-end tax planning.) In Canada: an RRSP. Discuss the best strategy with your financial planner or accountant. 

These year-end tax tips will apply differently to each business owner's situation and accounting method. The cash method of accounting allows for deductions and income reported for the year they are paid or received. The accrual accounting method applies income and deductions in the year incurred. Take the time to review the best strategy with a professional advisor and make the most of the year-end tax planning for your small business

1.4. SCOPE OF THE STUDY

The study aims to find out the factors influencing the Corporate Tax Planning at C. R. Garments in Tirupur. The researcher, for this purpose has collected data from P&L A/c and Balance Sheet. The study also aims to minimise the tax liability of the assessee. 

1.5 OBJECTIVES
PRIMARY OBJECTIVE

· To make a study on Corporate Tax Planning at CR Garments, Tirupur.

SECONDARY OBJECTIVE
· To identify the various ways through which the company reduces the tax liability.

· To know whether tax planning of the company leads to economic growth and stability.

· To know the corporate tax polices and procedures and also to know whether the company follows these policies.

· To know whether company makes the productive investment to reduce the tax burden.  

1.6 LIMITATION

· Time constraint was a major limitation.

· The data collected are secondary in nature; therefore it suffers from the limitations of secondary data.

· The company has given only 5 years data is limited.

· At times, certain data’s were not co-operative and used to give unreliable or misleading answers. However every effort has been taken to reduce biased/incorrect information supplied.

· There was no access to some part of data as it was very confidential.

· The study has to be completed within stipulated time period and hence time was a major constraint.

CHAPTER II

REVIEW OF LITERATURE

“The difficulty of literature is not to write, but to write what you mean”
A literature review is a body of text that aims to review the critical points of current knowledge on a particular topic. A good literature review is characterized by: a logical flow of ideas; current and relevant references with consistent, appropriate referencing style; proper use of terminology; and an unbiased and comprehensive view of the previous research on the topic.

According to Cooper (1988) "a literature review uses as its database reports of primary or original scholarship, and does not report new primary scholarship itself. The primary reports used in the literature may be verbal, but in the vast majority of cases reports are written documents. The types of scholarship may be empirical, theoretical, critical/analytic, or methodological in nature. Second a literature review seeks to describe, summarize, evaluate, clarify and/or integrate the content of primary reports”. 
Tax Planning
 It refers to devising strategies throughout the year in order to minimize tax liability, for example, by choosing a tax filing status that is most beneficial to the taxpayer.

Tax planning involves conceiving of and implementing various strategies in order to minimize the amount of taxes paid for a given period. For a small business, minimizing the tax liability can provide more money for expenses, investment, or growth. In this way, tax planning can be a source of working capital. According to The Entrepreneur Magazine Small Business Advisor, two basic rules apply to tax planning. First, a small business should never incur additional expenses only to gain a tax deduction. While purchasing necessary equipment prior to the end of the tax year can be a valuable tax planning strategy, making unnecessary purchases is not recommended. Second, a small business should always attempt to defer taxes when possible. Deferring taxes enables the business to use that money interest-free, and sometimes even earn interest on it, until the next time taxes are due.

REVIEW 
From a tax administration perspective, book income provides a separate measure of the income and expense items that can be compared to the values reported on the tax return1.Large differences can help the auditor focus her attention on particular transactions worthy of additional scrutiny. Mills (1998), for example, shows that proposed audit adjustments are positively related to the book-tax difference reported by the firm. Recent attention to corporate tax shelters has highlighted the role shelters play in altering reporting patterns2. The goal of a tax shelter is to reduce taxable income, often by accelerating deductions or creating losses. A constraint on tax planning, however, is the effect that reductions in taxable income may have on reported profits: while a reduction in taxable income is viewed as desirable, reductions in book income reduce the reported profitability of the firm3.

Alfons J. Weichenrieder analysed the impact of anti-tax-avoidance provisions on the size and the growth of the foreign subsidiary. Two main results emerged. First, anti-tax-avoidance provisions may lower the cost of capital of foreign firms quite significantly. Second, in contrast to previous models with limited financial possibilities the paper shows that a tax induced growth dynamics is absent if there are some important tax constellations4. In the industry "Tax Planning" in Henderson, are company listed.  "Tax Planning" of these companies are rated as good, 0 "Tax Planning" companies in Henderson, are rated as acceptable. If you are one of this "Tax Planning" signup here to start your "company press release room" and get in touch with the Henderson people. Of the Henderson residents, 45% were generally satisfied with the domiciled Tax Planning last month. Compared to Alamo in Nevada, Henderson had 41% more successful order executions of "Tax Planning" but 20% more unrated order executions (Henderson5). 


Foreman, T. (1984) explains that the proposals in the budget represent a change. Companies are to be subject to a lower nominal rate of corporation tax in future, but there is less opportunity to reduce taxable profits so the real tax 'take' may actually increase. Banks and other financial companies are no longer able to cover their profits by learning. The budget for them is a change from deferred tax to tax actually payable at a much reduced nominal rate. The relaxation of the two year time limit for carrying back surplus advance corporation tax will also afford significant opportunities. The abolition of the investment income surcharge helps shareholders to take substantial dividends to extract retained profits6.

Mark McLaughlin says highly-regarded annual tax planning title steers  through the 2008/09 planning considerations and tax saving opportunities. Both firm and clients will benefit from the many tips and opportunities which cover both business and personal taxation. The practical format and clear layout ensures key information and guidance is easy to find... and even easier to understand.
You need a copy because:
· It will ensure your clients’ tax affairs run smoothly throughout 2008/09

· It's written for busy tax advisers - it meets your everyday planning needs

· At just £85 it is significantly cheaper than any other annual tax planning title available

· The clear examples ensure key considerations can be quickly accessed and applied

This great value book demonstrates how to create tax-efficient highly effective planning strategies7.


Robert Maas explains the term Anti-Avoidance. Provisions examines the many new anti-avoidance measures introduced by the Labour government, and will prove essential in avoiding common tax-planning pitfalls. It provides a comprehensive review of statute and case law aimed at preventing the avoidance of the five main UK taxes, and is written by a leading UK tax authority. Straightforward advice in a clear and readable format, it contains all the information you need to effect the most profitable tax planning8. M. Govinda Rao (2005) describes the Indian tax system has come a long way from the narrow based, complicated and confiscatory to the one that is far more efficient. Over the years, the thrust and direction of reforms have been to improve revenue productivity while minimizing distortions. The reform to convert the state level sales tax into VAT this year is a major initiative. The recent focus on tax administration promises rich dividends.

Despite reforms since 1991, much remains to be done to make the tax system broad-based, productive and efficient. In corporate tax, excise, customs and sales taxes, revenue concentration on diesel and petrol has high efficiency costs. The personal income tax continues to be narrow based. Reform in the sales tax has only just begun and a lot remain to be done to evolve destination-based retail VAT. The reforms in tax administration promise increased revenues and, hopefully, that will provide the elbow room necessary for calibrating future reforms9.

According to K. Natarajan (2006) Tax Planning may be defined as an arrangement of one's financial affairs in such a way that there is no violation of the legal provisions of the Income Tax Act. Though it is an obligation of every citizen to pay the tax honestly under the law, the taxpayer is legitimately entitled to plan his taxes in such a manner that his tax liability is reduced to a minimum. Tax planning not only reduces the tax liability but also helps in achieving the nation's economic and social goals. Tax planning is needed for: (a) Minimizing litigation between the taxpayers and tax administrators; (b) Healthy growth of economy; and (c) Employment generation. In order to reduce tax liability, an assessee has to plan well as to where to invest and how much to invest. In choosing a specific investment, an assessee needs definite knowledge regarding a number of features of investments such as tax benefit, safety of principal, liquidity, stability of income, capital growth, etc. Assessees have to be made aware of the pros and cons of various investment opportunities, tax implications of those investments and the latest information of desired investment portfolio. Hence, a study is undertaken to know the awareness level of salaried assessees regarding tax planning in Erode district, Tamil Nadu. The analysis and result thereof are briefly presented in the article10. The assesses explains the effects of India's tax system on growth, through the level and productivity of private investment. Comparison of India's indicators of effective tax rates and tax revenue productivity with other countries shows that the Indian tax system is characterized by: (1) a high dependence on indirect taxes, (2) low average effective tax rates and tax productivity, and (3) high marginal effective tax rates and large tax-induced distortions on investment and financing decisions. The paper finds that the most recently proposed package of reforms would improve tax productivity and lower the marginal tax burden and tax-induced distortions. But firms that rely on internal sources of funds or face problems borrowing would continue to face high marginal tax rates (Helene Koliane Poirson 2006)11. 

Mauro Ghinamo (2007) briefly investigates the role of economic and political volatility in the process of corporate tax-rate determination. This is mainly based on a theoretical framework that allows for the ability of multinational firms to choose the optimal timing of foreign investment and to shift profits by transfer pricing, and provides an empirical analysis on a large panel data set of countries over the 1983-2003 period. First, a reduced-form dynamic equation of corporate tax rate determination is estimated by the generalised method of moments (GMM), where a country's top statutory corporate tax rate depends on a number of measures of economic and political volatility. The fundamental testable prediction derived from the theoretical model is that increased volatility should reduce a country's corporate tax rate. Our results support the hypothesis that economic volatility is associated with lower top statutory corporate tax rates, while our measures of political volatility have no significant impact on corporate taxation policy. In order to identify the channels through which volatility works, we also estimate a structural model allowing for simultaneous determination of the corporate tax rate and the inflow of FDI to a particular country. The estimates of the structural model show that economic volatility affects the corporate tax setting process through their impact on FDI inflow12. 

Samir Kumar Barua and Mahendra R. Gujarathi (2001), A comparative analysis between the United States and India reports a comparative analysis of the experience of introducing minimum tax legislation in the US and India. Given the differences in the economic and market settings in the two countries, one would expect the impact of the regulation and the corporate response to its introduction to be different. Their empirical analysis, however, indicates that the response to the minimum tax legislation in India is very similar to that in the US. The evidence indicates that the minimum tax legislation is not the best means of achieving horizontal equity among taxpayers, given its significant administrative and compliance costs and the manipulative reporting response it generates from the corporate sector13.


           
Marco Runkel (2008) briefly explains that the Thin capitalization rules have become an important element in the corporate tax systems of developed countries. This paper sets up a model where national and multinational firms choose tax-efficient financial structures and countries compete for multinational firms through statutory tax rates and thin capitalization rules that limit the tax-deductibility of internal debt flows. In a symmetric tax competition equilibrium each country chooses inefficiently low tax rates and inefficiently lax thin capitalization rules. They show that a coordinated tightening of thin capitalization rules benefits both countries, even though it intensifies competition via tax rates. When countries differ in size, the smaller country not only chooses the lower tax rate but also the more lenient thin capitalization rule14. 


Desai (2003) demonstrates that taxable-financial reporting income has broken down in a manner that is consistent with increased sheltering activity. He finds that more than half of “traditional” book-tax differences of treatments of depreciation, the reporting of foreign source income, and, in particular, the changing nature of employee compensation, are consistent with the prevalence of sheltering activity15 .


Namryoung Lee (2008) study examined long-run corporate tax avoidance for the vast majority of publicly traded companies, representing 86 countries. They documented significant differences across countries in terms of effective tax rates. They also found that, across countries, companies’ tax avoidance is relatively consistent with studies of US companies’ avoidance, which are functions of a firm’s size, leverage, depreciation tax shield, and industry membership. In addition, they proposed and tested a simple multinational tax avoidance model. They found that factors that affect multinationals’ effective rates are relative statutory tax rates (tax arbitrage), the ability to use inventory transfer pricing schemes, the absence of statutory tax transfer pricing rules, the probability of audit detection, and being located in a tax haven country 16. 

Mark P. Hampton and Prem Sikka (2005) says as entrepreneurial businesses, accountancy firms have supplemented their traditional trade of selling accounting and auditing services by diversifying into a variety of other products and services. They have developed organizational structures and strategies to sell tax avoidance schemes to corporations and wealthy individuals. The sale of such      services shifts tax burdens to less mobile capital and less well-off citizens. It also erodes the tax base and brings the firms into direct conflict with the state. This paper provides some evidence of the strategies and tactics used by accountancy firms to sell schemes that enable their clients to avoid corporate, sales and payroll taxes. Such strategies stimulate reflections upon the possible trajectories in the development of accountancy firms and social consequences of their trade 17.


M.R.Sreenath(2007) In knowledge-driven industries, the need to indemnify the monetary losses that may accrue on the sudden death or exit of key person in the organization has led to the emergence of new life insurance product - Keyman insurance policy. However, with the reduction of the corporate tax liability from 35 to 30% by the Indian Government for the fiscal year 2005 -06, this legitimate risk management tool has been grossly abused in Mar. 2005 for avoidance of tax. Hence this paper attempts to trace the development of this cover and the concepts used in the valuation of this product, the gross abuse of the tax laws by the corporate and the steps needed to rectify the situation18. Mihir A. Desai (2005) explains the links between corporate tax avoidance and the growth of high-powered incentives for managers. A simple model demonstrates the role of feedback effects between tax sheltering and managerial diversion in determining how high-powered incentives influence tax sheltering decisions. A novel measure of corporate tax avoidance (the component of the book-tax gap not attributable to accounting accruals) allows for an investigation of the link between tax avoidance and incentive compensation. Increases in incentive compensation tend to reduce the level of tax sheltering, in a manner consistent with a complementary relationship between diversion and sheltering. In addition, this negative effect is driven primarily by firms with relatively weak governance arrangements, confirming a central prediction of the model. These results can help explain the growing cross-sectional variation among firms in their levels of tax avoidance, the undersheltering puzzle, and why large book-tax gaps are associated with subsequent negative abnormal returns19.


Douglas A. Shackelford (2005) examines changes in the role that auditors play in corporate tax planning following recent events, including the well-known accounting scandals, passage of the Sarbanes-Oxley Act, and regulatory actions by the SEC and PCAOB. On the whole, these events have increased the sensitivity to and scrutiny of auditor independence. They examined the effects of these events on the market for tax planning, in particular the long standing link between audit and tax services. While the effects are recent, they are already being seen in the data. Specifically, there has already been a dramatic shift in the market for tax planning away from obtaining tax planning services from one's auditor. They estimate that the ratio of tax fees to audit fees paid to the auditors of firms in the S&P 500 decline from approximately one in 2001 to one-fourth in 2004. At the same time, They find no evidence of a general decline in spending for tax services. In sum, the evidence indicates a decoupling of the longstanding link between audit and tax services, such that firms are shifting their purchase of tax services away from their auditor and towards other providers20. 


Scott Dyreng and Michelle Hanlon (2007) they both developed and described a new measure of long-run corporate tax avoidance that is based on the ability to pay a low amount of cash taxes per dollar of pre-tax earnings over long time periods. They labelled this measure the long-run cash effective tax rate. They used the long-run cash effective tax rate to examine 1) the extent to which some firms are able to avoid taxes over periods as long as ten years, and 2) how predictive one-year tax rates are for long-run tax avoidance. In their sample of 2,077 firms, they found that there is considerable cross-sectional variation in tax avoidance. For example, approximately one-fourth of their sample firms were able to maintain long-run cash effective tax rates below 20 percent, compared to a sample mean tax rate of approximately 30 percent. They also found that annual cash effective tax rates are not very good predictors of long-run cash effective tax rates and thus, are not accurate proxies for long-run tax avoidance. While there is some evidence of persistence in annual cash effective tax rates, the persistence is asymmetric. Low annual cash effective tax rates are more persistent than are high annual cash effective tax rates. An initial examination of characteristics of firms successful at keeping their cash effective tax rates low over long periods shows that they are well spread across industries but with some clustering21. 

Joel B. Slemrod (2004) offers an economics perspective on corporate tax noncompliance. It first reviews what is known about the extent and nature of corporate tax noncompliance and the resources devoted to enforcement. It then addresses the supply of corporate noncompliance -- the industrial organization of the tax shelter industry -- as well as the demand for corporate tax noncompliance, focusing on how the standard Allingham-Sandmo approach needs to be modified when applied to public corporations. It then discusses the implications of a supply-and-demand approach for the analysis of the incidence and efficiency cost of corporate income taxation, and the very justification for a separate tax on corporation income. Along the way it addresses policy proposals aimed at increased disclosure of corporate tax activities to both the IRS and to the public22. Keith J. Crocker and Joel Slemrod (2004) examined corporate tax evasion in the context of the contractual relationship between the shareholders of a firm and a tax manager who possesses private information regarding the extent of legally permissible reductions in taxable income, and who may also undertake illegal tax evasion. Using a costly state falsification framework, they characterized formally the optimal incentive compensation contract for the tax manager and, in particular, how the form of that contract changes in response to alternative enforcement policies imposed by the taxing authority. The optimal contract may adjust to offset, at least partially, the effect of sanctions against illegal evasion, and they find a new and policy-relevant non-equivalence result: penalties imposed on the tax manager are more effective in reducing evasion than are those imposed on shareholders23.


Dhammika Dharmapala (2005) examines How do investors value managerial actions designed solely to minimize corporate tax obligations? Using a framework in which managers' tax sheltering decisions are related to their ability to divert value, this paper predicts that the effect of tax avoidance on firm value should vary systematically with the strength of firm governance institutions. The empirical results indicate that the average effect of tax avoidance on firm value is not significantly different from zero; however, the effect is positive for well-governed firms as predicted. Coefficient estimates are consistent with an expected life of five years for the devices that generate these tax savings for well-governed firms. Alternative explanations for the dependence of the valuation of the tax avoidance measure on firm governance do not appear to be consistent with the empirical results. The findings indicate that the simple view of corporate tax avoidance as a transfer of resources from the state to shareholders is incomplete, given the agency problems characterizing shareholder-manager relations24. 


William F. Fox and LeAnn Luna (2004) detailed explanation of the effective state corporate tax rate that fell significantly during the past fifteen years despite the very robust growth in corporate book profits. This article examines the causes of the decline with a focus on the effects of the relatively new option of forming limited liability companies (LLCs), state tax policy, and changes in the federal base. The effects are estimated using a simultaneous equation model and a twelve-year panel for U.S. states. The results confirm that the advent and growth of LLCs have been important causes of the decline in corporate tax revenues. In addition, changes in the federal corporate tax base, the propensity of states to grant tax incentives, and the failure of states to require combined reporting have been significant factors in falling corporate tax revenues25. 


Liansheng Wu and Heng Yue (2006) both investigated whether listed firms in China adjust their capital structure in response to an increase in the corporate tax rate. Although theories of capital structure suggest that corporate tax is an important determinant of capital structure, how exogenous changes of the tax rate affect firms’ leverage decisions has not been fully explored. They examined a unique circumstance in which the Chinese government increased the corporate tax rate of firms that had previously received local government tax rebates. The evidence indicates that these firms increased their leverage when the corporate tax rate increased. Further investigation suggests that the adjustment of leverage was mostly driven by firms with a high level of access to bank loans26.


Jennifer L. Blouin İrem Tuna (2004) firms’ tax contingencies (aka tax cushion). A recent call for corporate tax reform has highlighted the disparity between financial and income tax reporting. In this paper, we create a broad-based measure of cushion that appears to capture cross-sectional variation in tax aggressiveness. After controlling for tax aggressiveness, we find some evidence that firms appear to be using cushion to smooth earnings. Specifically, tax cushion is used to smooth earnings by firms with larger implicit claims and equity financing. Finally, our findings are consistent with firms asymmetrically reporting good news, providing additional evidence that firms strategically report non-recurring income components (Schrand and Walther 2000). Overall, our findings support the need for FIN48, which attempts to improve conformity in the reporting of tax contingencies27.

Michael J. Graetz (2007) The Tax Reform Act of 1986 was widely heralded as the most significant change in our nation's tax law since the income tax was extended to the masses during World War II. It was the crowning domestic policy achievement of President Ronald Reagan, who proclaimed it “the best antipoverty measure, the best pro-family measure, and the best job-creation measure ever to come out of the Congress of the United States.” The law's rate reductions and base broadening reforms were mimicked throughout the countries belonging to the OECD. Even at the time, however, reading the paeans to this legislation was like watching a Tennessee Williams play: something was terribly wrong, but nobody was talking about it. Two decades later, the changes wrought by the 1986 act have proven neither revolutionary nor stable. Tax experts now regard the 1986 act as a promise failed. The public seems to agree, and considerable public support exists for a “flat tax” or a national sales tax to replace the income tax. I shall examine the most important individual and corporate income tax changes since 1986, before turning to proposals for restructuring the nation's tax system28.

Globalization and the decline in corporate tax rates around the world have focused attention on the corporate tax in an international context. The current U.S. system for taxing cross-border corporate income is very complex, induces inefficient behavioural responses, and leaves both companies and policy analysts dissatisfied. A number of proposals have been put forward to address this situation. For example, the President’s Advisory Panel on Federal Tax Reform recommended two approaches for the taxation of cross-border income: adoption of a territorial tax system within the context of a simplified income tax and a destination-based cash flow tax within the context of a consumption-tax prototype29. It is important to recognize that here proposals for reform of the current system and others that have been debated all have differing strengths and weaknesses. The goal of this paper is to evaluate proposals for reform of the taxation of cross-border income within the constraints of current knowledge.

 
While we focus on the taxation of cross-border income, particularly direct investment, analyzing the cross-border issue cannot be isolated from the rest of the tax system. As we note, increased capital mobility justifies a change in the mix of corporate and personal taxation within a given revenue constraint. Lowering the corporate statutory rate within general base broadening and a shift of more of the taxation of capital to the personal level is consistent with an attractive option described below for the taxation of cross-border corporate income. International considerations also tilt the choice between lowering the corporate rate versus expensing toward a simple reduction in the corporate rate. A lower corporate rate reduces the incentives for shifting income out of the United States, which both loses revenue and magnifies the attractiveness of investing in low-tax locations.

One of the difficulties in evaluating reform proposals is that the models and estimates of behavioural elasticises required for judging an international tax system definitively are beyond the scope of current knowledge and we cannot assume that they will ultimately be knowable. There is an extensive literature on the alternative principles that should guide the process, including Capital Export Neutrality (CEN), Capital Import Neutrality (CIN), and more recently, Capital Ownership Neutrality (CON). However, none of these benchmarks is satisfactory because the argument supporting them usually takes place within very simple models. The necessity to

examine all the important responses to a change in the tax on international corporate income such as the choice of where to exploit intangible assets like patents, the choice of where to locate income and expenses for tax purposes, and the choice between alternative types of financing in different locations, among other decision margins, makes it clear that no one-dimensional criterion is useful and that a complete evaluation of any reform proposal is probably not feasible.

Nevertheless, it is clear that progress can be made along a number of decision margins. For example, the resources companies devote to avoiding the tax on repatriating income is a waste and is rendered unnecessary under several reform proposals. Furthermore, while it is difficult to conclude where in the range between pure residence taxation under CEN and pure source taxation under CIN is optimal, it is probably true that tax burdens far out of the range, such as large (in absolute value) negative tax rates on the one hand and double taxation on the other, do not represent good tax policy. The current system creates incentives for behaviour that are inefficient under any criterion and these distortions are the main subject of this paper.

The alternative international tax reforms we consider within an income tax rubric are dividend exemption, similar to the proposal made by the Tax Reform Panel, and a constant burden worldwide option in which there is no deferral privilege for active earnings retained abroad, no required allocations of expenses to foreign income, and a reduction in the U.S. tax rate on foreign income so as to leave the overall residual U.S. tax on foreign business income unchanged. This latter option is a variant of the international component of the system proposed by Edward Kleinbard (see Kleinbard 2005 and 2006). On the consumption tax side, we review the relative merits of destination- and origin-based systems. As a sidelight, we examine whether

a destination-based income tax, which some analysts have proposed, is a policy that should seriously be considered. Finally, while we concentrate almost exclusively on the taxation of foreign source income, we do comment on how international considerations might alter the analysis of the reform of the corporate tax on domestic income.

While international taxation may seem complicated, there are in fact only a small number of moving parts. One question is whether a system imposes a U.S. tax on repatriated income. Dividend exemption, for example, would eliminate any repatriation tax on active income earned abroad. Another question is whether the system provides an incentive for manipulating transfer prices. The worldwide system does not because all foreign income is taxed currently. The only qualification is the possibility of companies having excess foreign tax credits which would continue to offer them incentives for income shifting. For this reason, the frequency of excess credits will be an important consideration in evaluating the worldwide proposal. Furthermore, this question of excess credits brings us to another important issue, which is the taxation of royalties and other intangible income. Under current law, most royalties, although deductible abroad, are exempt from U.S. tax because of available excess foreign tax credits. But royalties are fully taxed under dividend exemption30. 

Lowering the corporate rate on U.S. domestic income would tend to reduce a behavioural distortion we do not emphasize in the body of the paper, the ultimate U.S. saver's choice between investing in U.S. and foreign companies. Corporate tax rates have been coming down around the world. A recent study by the Institute for Fiscal Studies indicates the average G7 tax rate went down by eight percentage points from 1996 to 2005. The European Union's core 15 members' average tax rate is now 30 percent31.

The alternative reform options

This section briefly outlines the reform options we consider. The goal is to highlight how the simple elements of international taxation (for example, whether and when there is a tax on active foreign income, whether expense allocation rules are imposed, and the treatment of royalties) that affect behavioural margins change across the options. Our analysis of the reform options follows our discussion of what is known about behavioural responses.
A. Dividend Exemption

Reforms suggested recently by the President’s Advisory Panel on Federal Tax Reform (2005) and by the staff of the Joint Committee on Taxation (2005) include dividend exemption proposals. These recommendations have generated increased interest in understanding the consequences of adopting a dividend exemption system for the United States. The basic features we consider are based on the dividend exemption system described in Grubert and Mutti (2001) and are similar to both recent proposals. The starting point for the reform is the elimination of the repatriation tax applied to dividend income from foreign affiliates. This income would be exempt from U.S. taxation and the foreign tax credits associated with it would no longer play any role in the tax system. Income that is deductible abroad would be taxed in the U.S. so that all income is taxed once. Thus, royalties and interest paid to the U.S. parent, which are deductible expenses abroad, would be taxed at the U.S. tax rate. As should be clear from the previous section, these are significant changes relative to the current system. Passive income would continue to be taxed on a current basis and the current anti-tax avoidance provisions contained in Subpart F of the tax code would

remain in place.

Any dividend exemption system adopted in the United States would be expected to be paired with rules that allocate parent overhead expenses, such as interest, to exempt income. (This would be an extension of the U.S. tax principle that expenses related to exempt income be allocated to exempt income). Expense allocations prevent companies from generating negative effective tax rates abroad by earning exempt income in a low-tax country while taking deductions in the United States. Under the dividend exemption scheme we consider, the amount of the parent company interest expense disallowed would be based on the relative size of gross domestic and foreign assets as under AJCA. This allocation scheme is often described as providing “worldwide fungibles” to companies. Parent R&D expenses would not be allocated and would thus be fully deductible at the U.S. tax rate since royalties are fully taxed at the U.S. tax rate. As under present law, other overhead expenses would also be subject to allocation rules32.

Income from export sales would not be classified as active foreign income and would be fully taxable. Further, since excess credits no longer play any role in the system, the current “sales source” rules under which 50 percent of export income can be classified as foreign source is no longer relevant. As a result, the export incentive provided to companies with excess credits under current law would be eliminated33.

Based on the Grubert (2001) analysis of tax revenues under this dividend exemption scheme as well as the revenue estimate attached to the Joint Committee on Taxation option6, we expect that this reform would generate a small revenue gain at the current 35 percent corporate statutory tax rate34. While we make the assumption that this option imposes about the same average burden on foreign source income as current law for our analysis, we recognize that our estimate is not precise since it does not take into account the full range of possible behavioural responses.

B. Constant burden worldwide taxation

The alternative reform we consider within the context of an income tax represents the

other end of the spectrum with regard to active income earned abroad. Under constant burden worldwide taxation, deferral is eliminated. All foreign income is part of the worldwide base and is taxed immediately. Removing deferral from the code has the potential to remove all tax planning incentives. Transfer prices would, potentially, be irrelevant at least to the extent that companies do not have excess foreign tax credits35.
C. Destination-based and origin-based consumption taxes

The tax reform debate often focuses on proposals to replace the current income tax system with a consumption tax. While there are a host of issues to consider, many of which are addressed in other papers presented at this conference, our focus is on the international implications of a switch from income to consumption taxation36.For simplicity, we consider a consumption tax in the form of a VAT and ignore issues such as the taxation of financial institutions.

An efficiency criterion for foreign investment?

As noted in the introduction, a definitive analysis of the relative merits of alternative

reforms is difficult because it requires more complete models than have been presented, and furthermore relevant parameter estimates for a more fully articulated model are unlikely to be available anytime soon. Several standards have been proposed for optimal worldwide efficiency such as Capital Export Neutrality (CEN), Capital Import Neutrality (CIN) and Capital Ownership Neutrality (CON), but each is based on a consideration of only a partial view of all the decision margins facing companies making cross-border investments37.

The behavioral margins impacted by international tax systems

As we have stressed above, international tax systems can act on many behavioral margins in addition to the choice of location. The current tax system induces a number of behavioural responses that both waste resources and lead to inappropriate incentives to invest tangible and intangible capital in various locations. These include strategies to avoid the U.S. repatriation tax on dividends, to shift debt from high-tax to low-tax locations, and to shift income to low-tax locations by distorting transfer prices or paying inadequate royalties. Besides directly wasting resources, these strategies can lead to inefficient choices between related party and arms’ lengthtransactions and a distribution of tangible and intangible assets across locations that cannot bejustified on any conceptual basis.

In our evaluation of the distortions that may be eliminated by some of the reform  proposals, we focus on how the proposals affect the location of tangible capital, the location of intangible capital, the repatriation decision, financing decisions, income shifting, incentives to lower foreign tax burdens, export decisions and host government decisions regarding the taxation of U.S. companies. More is known about the distortion of behavior along some of these margins than others38.The remainder of this section reviews available evidence that is of relevance to our analysis of reform options.

The location of tangible capital

There is ample empirical evidence that the location of assets held in U.S. MNCs is

sensitive to variations in effective tax rates across foreign locations39. Less empirical work has focused on the role played by repatriation taxes in explaining the distribution of U.S. corporate investment abroad. Grubert and Mutti (2001) and Altshuler and Grubert (2001) use the Treasury tax files to explore whether the location decisions of U.S. MNCs are sensitive to residual U.S. taxes. These papers focus on the location of the real assets held abroad in U.S. manufacturing subsidiaries.
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CHAPTER III

RESEARCH METHODOLOGY

“Research – An organized enquiry designed and carried out to provide information for solving a problem”-  Fred kerlinger.

According to Redman and Mory, Research is defined as “a systematized effort to gain new knowledge”.


Research methodology is away to systematically solve the research problem. It may be understood as a science of studying how research is done scientifically. It is necessary for the researcher to know not only the research methods but also the research methodology. Why a research study has been undertaken, how the research problem has been defined, in what way and why the hypothesis has been formulated, what data have been collected and what particular method has been adopted, why particular technique of analyzing data has been used and a host of similar questions are usually answered when we talk of research methodology concerning a research problem/study.

Research in a common parlance is “a search for knowledge”. Research Methodology is a way to systematically solve the research problem. It may be understood as a science of studying how a research is done scientifically. Research Methodology involves various steps that are generally adopted by a researcher in understanding the research problem along with logic behind them. It is a way to systematically solve the research problem.
The methodology adopted for the study contains the following steps:

·  Research design.

·  Sources of data.

·  Research instrument 

· Sampling design

·  Scaling techniques

· Tools for analysis.

RESEARCH DESIGN
             A research design is the arrangement of conditions for collection and analysis of data in a manner that aims to combine relevance to the research purpose with economy in procedure.

           The study is descriptive in nature, which   is concerned with describing the characteristics of a particular individual, or of a group. The main purpose of descriptive research is description of the state of affairs, as it exists at present. 

SOURCES OF DATA
The data was collected through secondary data

SECONDARY DATA 

· The various forms used in the department has been collected and explained in the report itself. 
· The primary data was supplemented by collecting secondary data from sources like journals, magazines, websites, books about tax palling.
TOOLS FOR ANALYSIS

The data collected was analyzed with appropriate techniques. The techniques used for the analysis are:
· Ratio Analysis

· Correlation Analysis 

RATIO ANALYSIS


The relationship between two figures expressed mathematically is called ratio. It is a numerical relationship between two numbers which are related in some manner. According to J.Batty “the term accounting ratio is used to describe significant relationship which exist between figures shown in a balance sheet, in a profit and loss account, in a budgetary control system or in any other part of the accounting organisation”. Ratio analysis is a powerful analytical tool useful for measuring performance of an organisation. Ratio analysis concentrates on the inter-relationship among the figures appearing in the financial statements. Ratios make comparison easy. The said ratio is compared with the standard ratio and this shows the degree of efficiency utilisation of assets, etc. Short-term liquidity position and long-term solvency position can be easily ascertained with the help of ratio analysis.    

CLASSIFICATION OF RATIOS
   
The ratio analysis is made under six broad analysis, according to users’ categories as follows:

· Short-term Financial Position or Test of Liquidity

· Current Assets Movement or Efficiency or Activity Ratios

· Analysis of Long-term Financial Position or Test of Solvency

· Analysis of profitability 

CORRELATION ANALYSIS

The correlation analysis deals with the association of two or more variables. The measure of correlation is called Correlation Coefficient. It helps the businessmen estimate cost, sales prices, etc, on the basis of some other variables with which these figures are functionally related. It helps in reducing the uncertainty.

Correlation analysis is used to fund the relationship between Working capital turnover and Return on working capital.

∑ xy

r =     ------------------

√ ∑x2 *∑y2
· Take deviations of X series from the mean of X and denote these deviations by x.

· Square the deviations and obtain the total, i.e., ( x2.

· Take deviations of Y series from the mean of Y and denote these deviations by y.

· Square the deviations and obtain the total, i.e., ( y2.

· Multiply the deviations of X and Y series and obtain the total, i.e., (xy.

· Substitute the values of  (xy, ( x2  and ( y2 in the above formula.

CHAPTER IV

ANALYSIS AND INTERPRETATION 
Analysis is the means of computation of certain indices or measures along with searching for the patterns of relationship that exist among the data group. Analysis is defined as disclosing or working back to what is more fundamental by means of which a something can be explained (which is often then exhibited in a corresponding process of synthesis); but this allows great variation in specific method. The analysis of data in a general way involves a number of closely related operations, which are performed with the purpose of summarizing the collected data and organizing these in such a manner that they answer the research question. 

Interpretation refers to the task of drawing inference from the collected facts after an analytical study. Interpretation is the device through which the factors that seem to explain what has been observed in the course of the study it can be better understood. It also provides a theoretical conception, which can serve as a guide for further researches. The researcher can crisply explain interpretation through findings and can make others to understand the real significance of research findings. 

ABBREVATIONS USED

· % 
- PERCENTAGE

· r             - CORRELATION ANALYSIS

· W.C.     – WORKING CAPITAL TURNOVER

· ROI       - RETURN ON INVESTMENT

· R.W.C  - RETURN ON WORKING CAPITAL

· I.T.       – INVENTORY TURNOVER

	TOOLS APPLIED

	RATIO ANALYSIS

	· CURRENT RATIO

· QUICK RATIO

· WORKING CAPITAL TURNOVER
· INVENTORY TURNOVER
· ASSET TURNOVER
· DEBT / EQUITY RATIO 

· NET PROFIT
· RETURN ON WORKING CAPITAL S

· CAPITAL TURNOVER
· RETURN ON INVESTMENT

	CORRELATION ANALYSIS

	· CORRELATION BETWEEN WORKING CAPITAL TURNOVER AND RETURN ON WORKING CAPITAL 

· CORRELATION BETWEEN ASSET TURNOVER  AND RETURN ON INVESTMENT
· CORRELATION BETWEEN DEBT / EQUITY AND RETURN ON INVESTMENT


RATIO ANALYSIS


The relationship between two figures expressed mathematically is called ratio. It is a numerical relationship between two numbers which are related in some manner. According to J.Batty “the term accounting ratio is used to describe significant relationship which exist between figures shown in a balance sheet, in a profit and loss account, in a budgetary control system or in any other part of the accounting organisation”. Ratio analysis is a powerful analytical tool useful for measuring performance of an organisation. Ratio analysis concentrates on the inter-relationship among the figures appearing in the financial statements. Ratios make comparison easy. The said ratio is compared with the standard ratio and this shows the degree of efficiency utilisation of assets, etc. Short-term liquidity position and long-term solvency position can be easily ascertained with the help of ratio analysis.    

CLASSIFICATION OF RATIOS
   
The ratio analysis is made under six broad analysis, according to users’ categories as follows:

· Short-term Financial Position or Test of Liquidity

· Current Assets Movement or Efficiency or Activity Ratios

· Analysis of Long-term Financial Position or Test of Solvency

· Analysis of profitability 

4.1

SHORT-TERM FINANCIAL POSITION OR TEST OF LIQUIDITY


The liquidity ratio measures the liquidity of the firm and its ability to meet its maturing short-term obligations. Liquidity is defined as the ability to realize value in money, the most liquid of assets. Liquidity refers to the ability to pay in cash, the obligation that are due. Corporate liquidity has two dimensions viz., quantitative and qualitative concepts. The quantitative aspect includes the quantum, structure and utilization of liquid assets and in the qualitative aspect, it is the ability to meet all present and political demands on cash from any source in a manner that minimizes cost and maximizes the value of the firm.  

· Current ratio

· Quick ratio

TABLE 4.1.1

CURRENT RATIO

CURRENT RATIO  

                   An indication of a company's ability to meet short-term debt obligations; the higher the ratio, the more liquid the company is. Current ratio is equal to current assets divided by current liabilities. If the current assets of a company are more than twice the current liabilities, then that company is generally considered to have good short-term financial strength. If current liabilities exceed current assets, then the company may have problems meeting its short-term obligations.



CURRENT RATIO = CURRENT ASSETS / CURRENT LIABILITY

	YEARS
	CURRENT RATIO

	2004-2005
	 1.11:1

	2005-2006
	0.99:1

	2006-2007
	0.88:1

	2007-2008
	0.77:1

	2008-2009

Till 30th Nov 2008
	1.31:1



 Current ratio has been reducing from the year 2004-2005 till the year 2007-2008 it reduced from 1.11:1 to 0.77:1 due to the fall in exports and has increased in the year 2008-2009 (till 30th Nov 2008) as 1.31:1 by increasing the exports of the concern.

CHART 4.1.1

CURRENT RATIO
[image: image17.emf]1.11

0.99

0.88

0.77

1.31

0

0.2

0.4

0.6

0.8

1

1.2

1.4

2004-2005 2005-2006 2006-2007 2007-2008 2008-2009 Till 30th Nov

2008

YEARS

CURRENT RATIO


TABLE 4.1.2

QUICK RATIO

QUICK RATIO

An indicator of a company's short-term liquidity. The quick ratio measures a company's ability to meet its short-term obligations with its most liquid assets. The higher the quick ratio, the better the position of the company.

QUICK RATIO = CURRENT ASSETS – STOCK IN HAND / CURRENT LIABILITY

	YEARS
	QUICK RATIO

	2004-2005
	1.10:1

	2005-2006
	1.02:1

	2006-2007
	0.88:1

	2007-2008
	0.74:1

	2008-2009

Till 30th Nov 2008
	1.06:1


        Quick  ratio has been reducing from the year 2005-2006 till the year 2007-2008 it reduced from 1.10:1 to 0.74:1 due to the problems in exports and has increased in the year 2008-2009 (till 30th Nov 2008) was 1.06:1 by solving the exports problems of the concern.

TABLE 4.1.2

QUICK RATIO
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 4.2

CURRENT ASSETS MOVEMENT OR EFFICIENCY OR ACTIVITY RATIOS


Assets management ratios measure how effectively the firm employs its resources. These ratios are also called “Activity or Turnover ratio” which involve comparison between the level of sales and investment in the various accounts- inventories, debtors, fixed assets etc. asset management ratios are used to measure the speed with which various accounts are converted into sales or cash. The following assets management ratios are calculated for analysis. These ratios are analyse the use of resources and the utility of each component of total assets. The profitability of the firm can be determined by activity ratios coupled with the degree of leverage.

· Working capital turnover

· Inventory turnover

· Asset turnover 

TABLE 4.2.1

WORKING CAPITAL TURNOVER

 WORKING CAPITAL TURNOVER

A measurement comparing the depletion of working capital to the generation of sales over a given period. This provides some useful information as to how effectively a company is using its working capital to generate sales.

WORKING CAPITAL TURNOVER = SALES ACCOUNT / WORKING CAPITAL *100

	YEARS
	WORKING CAPITAL TURNOVER

(times)

	2004-2005
	20.45

	2005-2006
	30.57

	2006-2007
	48.46

	2007-2008
	9.67

	2008-2009

Till 30th Nov 2008
	20.92


           Working capital turnover has been increased from the year 2004-2005 20.45, till the year 2006-2007 to 48.46. It has shown a fall in the year 2007-2008 as 9.67 due to certain problems in capital investment. After proper analysis of the problem the working capital turnover has increased in the year 2008-2009 (till 30th Nov 2008) it was 20.95.
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TABLE 4.2.2

INVENTORY TURNOVER
INVENTORY TURNOVER

The ratio of a company's annual sales to its inventory; or equivalently, the fraction of a year that an average item remains in inventory. Low turnover is a sign of inefficiency, since inventory usually has a rate of return of zero.

INVENTORY TURNOVER = SALES ACCOUNT / CLOSING STOCK *100

	YEARS
	INVENTORY TURNOVER
(times)

	2004-2005
	36.45

	2005-2006
	37.89

	2006-2007
	0.00

	2007-2008
	58.95

	2008-2009

Till 30th Nov 2008
	37.59



Inventory turnover has been increased from the year 2004-2005 to the year 2005-2006 it was 36.45 to 37.89. But suddenly the ratio was reduced entirely due to certain investment problems of the concern. After reducing the problem the concern has increased from 2007-2008 was 58.95. In the year 2008-2009 (till 30th Nov 2008) it starts to reduce to 37.59 due to some inventory problem.
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TABLE 4.2.3

ASSET TURNOVER

 ASSET TURNOVER 

Asset Turnover measures the ability of a business to run its assets efficiently, focusing on operational efficiency. By maximizing sales for a given asset base or alternatively minimizing capital employed to achieve a given sales level is a measure of efficiency in the deployment of assets. 
ASSET TURNOVER = SALES / CAPITAL EMPLOYED

	YEARS
	ASSETS TURNOVER
(times) 

	2004-2005
	25.38

	2005-2006
	30.33

	2006-2007
	4.10

	2007-2008
	42.42

	2008-2009

Till 30th Nov 2008
	92.30



Asset turnover ratio has increased from the year 2004-2005 to the year 2005-2006 was 25.38 to 30.33. But suddenly the ratio decreased to 4.10 in the year 2006-2007 due to certain financial problem of the concern. After overcoming the problem it has increased till the year 2008-2009(till 30th Nov 2008) was 42.42 to 92.30.
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 4.3
ANALYSIS OF LONG-TERM FINANCIAL POSITION OR TEST OF SOLVENCY


Leverage or Capital structure refers to the relationship between various long-term forms of financing such as debentures (long term) preference share capital and equity share capital including reserves and surplus. Financing the firm’s assets is a very crucial problem in every business and as a general rule there should be a proper mix of debt and equity capital in financing the firm’s assets. Leverage or capital structure ratios are calculated to test the long-term financial position of a firm. 

· Debt / Equity ratio

TABLE 4.3.1

DEBT / EQUITY RATIO

DEBT / EQUITY RATIO

A measure of a company's financial leverage. Debt/equity ratio is equal to long-term debt divided by common shareholders' equity. Typically the data from the prior fiscal year is used in the calculation. Investing in a company with a higher debt/equity ratio may be riskier, especially in times of rising interest rates, due to the additional interest that has to be paid out for the debt.

DEBT / EQUITY RATIO = OUTSIDERS’FUND / SHAREHOLDERS’ FUND

	YEARS 
	DEBIT / EQUITY RATIO

	2004-2005
	0.01:1

	2005-2006
	0.01:1

	2006-2007
	0.01:1

	2007-2008
	0.01:1

	2008-2009

Till 30th Nov 2008
	0.01:1


Debt / equity ratio is calculated to measure the extent to which debt financing has been used in a business. In the company the ratio was stable in all years that is 0.01:1.
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4.4
ANALYSIS OF PROFITABILITY


The primary objective of a business undertaking to earn profits. Profit earning is considered essential for the survival of the business. In the words of Lord Keynes “profit is the engine that drives the business enterprise”. The profitability ratios show the combined effects of liquidity, asset management and debt management on operating results. The investors want an adequate return on their investments, workers want higher wages, creditors want higher security for their interest and loan and so on. Profits are useful measures of overall efficiency of a business. Profit to the management are the test of efficiency and a measurement of control; to owners, a measure of worth of their investment; to the creditors, the margin of safety; to employees, a source of fringe benefits; to Government, a measure of tax-paying capacity and the basis of legislative action; to customer, a hint to demand for better quality and price cuts; to an enterprise, less cumbersome source of finance for growth and existence and finally to the country, profits are an index of economic progress profitability ratios are calculated to measure the overall efficiency of the business.

· General profitability

· Overall profitability

4.4.1

GENERAL PROFITABILITY

The difference between the selling price and the purchase price of a security or financial instrument when the selling price is higher. The money or other benefits an organisation or individual makes. Total income or cash flow minus expenditures and taxes. To gain profit, to get something valuable. Noun profit, benefit.

· Net profit

TABLE 4.4.1.1

NET PROFIT 

 NET PROFIT 

Net profit ratio establishes a relationship between net profit(after tax) and sales, and indicates the efficiency of the management in manufacturing, selling, administrative and other activities of the firm. The ratio is to measure the firm’s profitability.
NET PROFIT % = NET PROFIT / SALES ACCOUNT *100

	YEARS
	NET PROFIT %

	2004-2005
	2.97%

	2005-2006
	2.50%

	2006-2007
	2.84%

	2007-2008
	4.22%

	2008-2009

Till 30th Nov 2008
	10.17%



Net profit ratio has decreased as 20.97% to 2.50% in the year 2005-2006 its due to certain problems in capital investment. After deducting the problems the concern has increased the net profit from 2.84% to 10.17% till the year 2008-2009(till 30th Nov 2008).
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4.4.2

OVERALL PROFITABILITY


Profits are the measure of overall efficiency of a business. The higher profits, the more efficient is the business considered. The ability of a company to earn a profit. It is a relative measure of success for a business.

· Return on working capital

· Capital turnover

· Return on investment

TABLE 4.4.2.1

RETURN ON WORKING CAPITAL 

RETURN ON WORKING CAPITAL 

Return on working capital means that net profit divided by working capital. It means that how effectively used the working capital. The high ratio denotes the over all efficiency of the profitability. 

RETURN ON WORKING CAPITAL = NET PROFIT / WORKING CAPITAL 

                                             *100

	YEARS
	RETURN ON WORKING CAPITAL %

	2004-2005
	123.76

	2005-2006
	100.45

	2006-2007
	137.83

	2007-2008
	40.77

	2008-2009

Till 30th Nov 2008
	212.82



Return on working capital has been reduced from 123.76 to 100.45 in the year 2005-2006. In the year 2007-2008 the ratio increased to 137.83. But in the year 2007-2008 it decreased to 40.77. After proper analysis the concern has increased to 212.82 in the year 2008-2009(till 30th Nov 2008).  
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TABLE 4.4.2.2

CAPITAL TURNOVER

CAPITAL TURNOVER

A company's annual sales divided by its average stockholders' equity. Capital turnover is used to calculate the rate of return on common equity, and is a measure of how well a company uses its stockholders' equity to generate revenue. The higher the ratio is, the more efficiently a company is using its capital also called equity turnover.

CAPITAL TURNOVER = SALES / AVERAGE STOCKHOLDER’S EQUITY

	YEARS
	CAPITAL TURNOVER
(times)

	2004-2005
	40.54

	2005-2006
	80.88

	2006-2007
	8.21

	2007-2008
	84.85

	2008-2009

Till 30th Nov 2008
	184.60



Capital turnover has increased from 40.54 to 80.88 in the year 2004-2005 to the year 2005-2006. During the financial year 2006-2007 the turnover decreased to 8.21 due to major problems in exports. After solving the export problems the concern increased the turnover from 84.85 to 184.60 till the year 2008-2009(till 30th Nov 2008).
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TABLE 4.4.2.3

RETURN ON INVESTMENT 

RETURN ON INVESTMENT 

ROI measures how effectively the firm uses its capital to generate profit; the higher the ROI, the better. Return On Investment or ROI is the profit or loss resulting from an investment transaction, usually expressed as an annual percentage return. ROI is a return ratio that compares the net benefits of a project verses its total costs.

RETURN ON INVESTMENT % = NET PROFIT / CAPITAL ACCOUNT + NET PROFIT *100

	YEARS
	RETURN ON INVESTMENT

	2004-2005
	34.66%

	2005-2006
	40.43%

	2006-2007
	10.45%

	2007-2008
	64.14%

	2008-2009

Till 30th Nov 2008
	90.38%



Return on investment has increased from 34.66% to 40.43% in the year 2004-2005 to the year 2005-2006. During the financial year 2006-2007 the turnover decreased to 10.45% due to major problems in exports. After solving the export problems the concern increased the turnover from 64.14% to 90.38% till the year 2008-2009(till 30th Nov 2008).
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 CORRILATION ANALYSIS


The correlation analysis deals with the association of two or more variables. The measure of correlation is called Correlation Coefficient. It helps the businessmen estimate cost, sales prices, etc, on the basis of some other variables with which these figures are functionally related. It helps in reducing the uncertainty.

Correlation analysis is used to fund the relationship between Working capital turnover and Return on working capital.

∑ xy

r =     ------------------

√ ∑x2 *∑y2
TABLE 4.C.1

CORRELATION ANALYSIS OF WORKING CAPITAL TURNOVER AND RETURN ON WORKING CAPITAL

	X
	Y
	
x= X – X
	
y= Y - Y
	x2
	Y2
	xy

	20.45
	123.76
	 -5.56
	 0.63
	 30.91
	0.40
	-3.50

	30.57
	100.45
	 4.56
	 -22.68
	 20.79
	514.38
	-103.42

	48.46
	137.83
	22.45
	 14.7
	 504.00
	216.09
	330.02

	9.67
	40.77
	 -16.34
	 -82.36
	266.99
	6783.17
	1345.76

	20.92
	212.82
	 -5.09
	  89.69
	25.91 
	8044.29
	456.52

	
X=26.01
	
Y=123.13
	 
	 
	 x2 =848.6
	y2=15558.34
	xy=2025.38


∑ xy

r =     ------------------

    √ ∑x2 *∑y2
r = 0.56

X= Working capital turnover  

Y= Return on working capital

Correlation = 0.56
The correlation between working capital turnover and return on working capital was positively correlated and the co-efficient of correlation is 0.56. This shows that a working capital turnover directly influencing return on working capital turnover about 56%. 

TABLE 4.C.2

CORRELATION ANALYSIS OF DEBT/EQUITY RATIO AND RETURN ON INVESTMENT

	X
	Y
	
x= X – X
	
y= Y - Y
	x2
	Y2
	xy

	0.01
	34.66
	 0
	 -13.35
	 0
	178.22
	0

	0.01
	40.43
	 0
	 -7.58
	0
	57.46
	0

	0.01
	10.45
	0
	 -37.56
	0
	1410.75
	0

	0.01
	64.14
	0
	 16.13
	0
	260.18
	0

	0.01
	90.38
	0
	 42.37
	0
	1795.22
	0

	
X=0.01
	
Y=48.01
	 
	 
	 X2 = 0
	y2=3701.83
	xy= 0


∑ xy

r =     ------------------

    √ ∑x2 *∑y2
r = 0

X= Debit/Equity ratio

Y= Return on investment

Correlation = 0

There is no correlation between debt/equity ratio and return on investment. This shows that debt/equity ratio is not dependent on return on investment. 

TABLE 4.C.1

CORRELATION ANALYSIS OF WORKING CAPITAL TURNOVER AND RETURN ON WORKING CAPITAL

	X
	Y
	
x= X – X
	
y= Y - Y
	x2
	y2
	xy

	25.38
	34.66
	 -13.53
	 -13.35
	 183.06
	178.22
	180.63

	30.33
	40.43
	 -8.58
	 -7.58
	 73.62
	57.46
	65.04

	4.10
	10.45
	-34.81
	 -37.56
	 1211.74
	1410.75
	1307.46

	42.42
	64.14
	 3.51
	 16.13
	12.32
	260.18
	56.62

	92.30
	90.38
	 53.39
	  42.37
	2850.49
	1795.22
	2262.13

	
X=38.91
	
Y=48.01
	 
	 
	 x2 =4331.23
	y2=3701.83
	xy=3871.88


∑ xy

r =     ------------------

    √ ∑x2 *∑y2
r = 0.97

X= Asset turnover 

Y= Return on investment

Correlation = 0.97

The correlation between asset turnover and return on investment was positively correlated and the co-efficient of correlation is 0. This shows that asset turnover is highly correlated with return on investment about 56%. 
CHAPTER 5

5.1 FUNDINGS

· CURRENT RATIO : 

Current ratio has been reducing from the year 2004-2005 till the year 2007-2008 it reduced from 1.11:1 to 0.77:1 due to the fall in exports and has increased in the year 2008-2009 (till 30th Nov 2008) as 1.31:1 by increasing the exports of the concern.

· QUICK RATIO : 

Quick  ratio has been reducing from the year 2005-2006 till the year 2007-2008 it reduced from 1.10:1 to 0.74:1 due to the problems in exports and has increased in the year 2008-2009 (till 30th Nov 2008) was 1.06:1 by solving the exports problems of the concern.

· WORKING CAPITAL  TURNOVER RATIO :

Working capital turnover has been increased from the year 2004-2005 20.45, till the year 2006-2007 to 48.46. It has shown a fall in the year 2007-2008 as 9.67 due to certain problems in capital investment. After proper analysis of the problem the working capital turnover has increased in the year 2008-2009 (till 30th Nov 2008) it was 20.95.

· INVENTORY TURNOVER RATIO:

Inventory turnover has been increased from the year 2004-2005 to the year 2005-2006 it was 36.45 to 37.89. But suddenly the ratio was reduced entirely due to certain investment problems of the concern. After reducing the problem the concern has increased from 2007-2008 was 58.95. In the year 2008-2009 (till 30th Nov 2008) it starts to reduce to 37.59 due to certain inventory problem.

· ASSET TURNOVER RATIO:

Asset turnover ratio has increased from the year 2004-2005 to the year 2005-2006 was 25.38 to 30.33. But suddenly the ratio decreased to 4.10 in the year 2006-2007 due to certain financial problem of the concern. After overcoming the problem it has increased till the year 2008-2009(till 30th Nov 2008) was 42.42 to 92.30.

· DEBT / EQUITY RATIO:
 Debt / equity ratio is calculated to measure the extent to which debt financing has been used in a business. In the company the ratio was stable in all years that is 0.01:1.

· NET PROFIT RATIO:
Net profit ratio has decreased as 20.97% to 2.50% in the year 2005-2006 its due to certain problems in capital investment. After deducting the problems the concern has increased the net profit from 2.84% to 10.17% till the year 2008-2009(till 30th Nov 2008).

· RETURN ON WORKING CAPITAL:
Return on working capital has been reduced from 123.76 to 100.45 in the year 2005-2006. In the year 2007-2008 the ratio increased to 137.83. But in the year 2007-2008 it decreased to 40.77. After proper analysis the concern has increased to 212.82 in the year 2008-2009(till 30th Nov 2008).  

· CAPITAL TURNOVER RATIO:

Capital turnover has increased from 40.54 to 80.88 in the year 2004-2005 to the year 2005-2006. During the financial year 2006-2007 the turnover decreased to 8.21 due to major problems in exports. After solving the export problems the concern increased the turnover from 84.85 to 184.60 till the year 2008-2009(till 30th Nov 2008).  

· RETURN ON INVESTMENT:

Return on investment has increased from 34.66% to 40.43% in the year 2004-2005 to the year 2005-2006. During the financial year 2006-2007 the turnover decreased to 10.45% due to major problems in exports. After solving the export problems the concern increased the turnover from 64.14% to 90.38% till the year 2008-2009(till 30th Nov 2008).

5.2 SUGGESTION 

· Current ratio of the company must be high to indicate the liquidity position of the company.

· In quick ratio the ratio must be more than 1:1 then the company’s liquidity position will be easy.

· Working capital turnover must be higher that indicates the efficiency of utilizing the welfare.

· Inventory turnover must be in normal stage to manage the inventory flow in the company.

· The higher ratio indicates the ability of a business to run its assets efficiently, focusing on operational efficiency.
· Debt / equity ratio is calculated to measure the extent to which debt financing has been used in a business.

· Net profit ratio indicates the firm’s capacity to face adverse economic condition. However the profit is reduced the tax may reduce.

· Return on working capital higher ratio denotes the over all efficiency of the company. 

· Capital turnover ratio is used to measure the efficiency of the capital used.

· Investment turnover ratio must be higher, it denotes that the primary objective of the company been achieved.

5.3 CONCLUSION

A decreasing tax rate percentage is generally a positive sign, but you will need to investigate why this is occurring. Some possible reasons could be the company has moved some of its operations to an area with a different rate, or the company is able to record a different value for the income tax than the income tax it actually had to pay. The tax rate imposed on company does not usually change much, and any change needs to be researched further as this can be an indicator of large changes occurring within a company.
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