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FINANCIAL ANALYSIS OF INDIAN AUTOMOBILE INDUSTRY

DR. NISHI SHARMA
ASST. PROFESSOR
UNIVERSITY INSTITUTE OF APPLIED MANAGEMENT SCIENCES
PANJAB UNIVERSITY
CHANDIGARH

ABSTRACT

Recent recession caused torrid impact on the financial performance of several industries worldwide. Most of them failed to confront with the market oscillations
and produced crummy results. In the perfidious market conditions only that industry could remain resilient which is competent enough to make best possible use
of assets and liabilities of organisation. In this context, Indian Automobile industry witnessed its worthiness to cope up the needs of precarious market. During
last few decades it emerged out as one of the strong motors of Indian economy. However, in the recent year 2010-11 the sector faced some adverse changes in
market which caused a significant downfall in the performance of many organisations. In this context, the present paper analyse the financial performance of
seven monarchs companies of four-wheel segment (i.e., passenger car sector and commercial vehicle sector) of automobile industry for the period of 10 years
from 2001-02 to 2010-11. It analyse the financial performance of selected units on the basis of 11 financial variables representing four different parameters viz.,
profitability, liquidity, managerial efficiency (activity) and leverage (long-term solvency) of the organisation. The paper also attempts to investigate whether the
performance of different companies is similar to each other or is there any significant difference in that. It further assigns ranks to different companies on the
basis of their performance and suggests some measures for the further improvement of the sector.

KEYWORDS
Automobile Industry, Leverage, Liquidity, Managerial Efficiency and Profitability.

INTRODUCTION

ndian automobile industry can broadly be classified into three prominent segments viz., passenger vehicle segment, low/high commercial vehicle segment

and two/three wheeler segment. According to OICA (2009) India's passenger car and commercial vehicle manufacturing industry is the seventh largest

industry in the world with an annual production of more than 2.6 million units in 2009. Studies have found that in the forthcoming decades, there are very
well prospective to Indian automobile sector in comparison to many other countries. IBEF (2010) also found that recent acquisition of Jaguar and Land Rover
brands by Tata Motors and launch of world’s cheapest car, ‘Tata Nano’ has taken the Indian automobile market on the global map. The increased availability of
smaller and affordable cars is one of the strong reasons claiming expansion of the passenger vehicles market in India.
But rising interest rate, sharp increment in the price of petrol and high inflationary pressure on the cost of auto-components have bought serious downfall in the
performance of many companies. In this context, the present paper analyse the financial performance of the passenger vehicle manufacturers and commercial
vehicle manufacturers of the industry for a period of 10 years from 2001-02 to 2010-11. Though the players in this sector have risen from five to more than
thirty five during last three decades (IBEF 2010), Indian four-wheel segment is still dominated by few business tycoons. The present paper studies the
performance of seven leading Indian companies of the industry. The selection of the company is done on the basis of their market share. The companies
selected form passenger vehicle segment, are Tata Motors Limited, Maruti Suzuki India Limited, Mahindra & Mahindra Limited and Hindustan Motors Limited.
The companies studied from commercial vehicle segment are SML Isuzu, Ashok Leyland and VST Tillers. The paper attempts to investigate that whether the
financial performance of selected companies is similar to each other or is there any significant difference in that. The paper also assigns ranks to different
companies on the basis of their past performance and offers some suggestions for the further improvement of the industry.

REVIEW OF RELATED LITERATURE

The growth of Indian automobile sector is more witnessed after the liberalisation of economy. Since that period, an exponential growth has been observed in
production, domestic sales, product designs, export etc. According to an estimate, the unprecedented growth and innovative practices of the industry assure
that it will shortly achieve an annual growth rate perhaps more than double of China and the triad of North America, Europe and Japan. Due to the immense
importance of the industry, its performance has always been a lucrative area for the researchers. During last decade many researchers have agreed upon the
better prospective of the sector. According to the report of Automotive Component Manufacturers Association of India (2010), Indian automobile sector's
export to Western Europe expected to rise by more than five times in the forthcoming decade and particularly for compact cars, India would become a global
hub very shortly. McKinsey (2005) estimated that growth potential of India-based automotive component manufacturing will become around 500 per cent, from
2005 to 2015. Sagar and Chandra (2004) found that the substantial deepening of technological capabilities in the Indian automobile industry augurs well for the
future. Ghosh et.al. (2011) recognised India’s per capita real GDP growth as one of the key drivers of growth for the country’s automobile industry.

During last decade the performance of the industry was analysed on the basis of different variables. For instance, Tendulkar et al., (2006) finds that in a
regulated regime, vertical integration plays a positive role. Piplai (2001) examines the effects of liberalisation on the Indian vehicle industry, in terms of
production, marketing, export, technology tie-up, product up gradation and profitability.

NEED OF THE STUDY

As shown above most of the research has been undertaken to analyse the growth of Indian automobile sector, but still there is a dearth of comparative study to
analyse the financial performance of individual company. In this context, the present paper attempts to analyse the financial performance of seven leading
companies of passenger and commercial vehicle segment of Indian automobile industry. It analyse them on the basis of four financial parameters viz.,
profitability, liquidity, managerial efficiency and leverage condition for the period of 10 years from 2001-02 to 2010-11.

OBJECTIVES OF THE STUDY

The present paper aims at the following objectives:

3 To analyse the financial performance of Indian automobile industry.

. To compare profitability of selected companies.

. To compare liquidity of selected automobile companies.

3 To compare the efficiency of managers of selected units.

. To compare leverage position of selected automobile companies.

3 To test the significance of difference (if any) in selected variables.

. To assign ranks to selected companies on the basis of their average financial performance during 2001-11.
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RESEARCH METHODOLOGY

Indian automobile industry has two distinct set of players viz., automobile component manufacturers and the vehicle manufacturers, which are also referred as
OEMs. From the view point of the segments, it may be broadly categorized into three segments viz., low/high commercial vehicle manufacturers, passenger
vehicle manufacturers, two/three wheeler producers. The present paper studies the performance of commercial and passenger vehicle segment of the industry
in terms of four different financial parameters.

SAMPLE

The paper studies the performance of seven automobile companies of this segment. The selection of the company is done on the basis of their market share.
Companies selected from passenger vehicle segment are Tata Motors Limited, Maruti Suzuki India Limited, Mahindra and Mahindra Limited and Hindustan
Motors Limited. Leading Indian companies selected from low/high commercial vehicle segment are SML Isuzu, Ashok Leyland and VST Tillers.

NULL HYPOTHESES

The study proposes to test the following null hypotheses:

HO1: There is no significant difference in profitability of selected units.

HO2: There is no significant difference in liquidity of selected units.

HO3: There is no significant difference in managerial efficiency of selected units.

HO4: There is no significant difference in leverage of selected units.

DATA

The present study is largely analytical in nature and focuses on financial analysis of automobile industry in India. It analyse the performance of seven leading
companies of four-wheel segment of Indian automobile industry. There are different tools to investigate the efficiency level, but the ratio analysis has been
found most suitable and has been applied in the paper for analysis. The study attempts to investigate significant difference (if any) in the financial performance
of the selected units on the basis of four parameters viz., profitability, liquidity, managerial efficiency and leverage. Profitability of companies has been analysed
on the basis of five variables viz., Operating Margin (%), Net Profit Margin (%), Adjusted Earnings per Share (EPS), Adjusted Return on Net Worth (%) and
Dividend per Share. The analysis of liquidity position has been done on the basis of current ratio and quick ratio. As managerial efficiency of a company lies with
effective use of the assets therefore, managerial efficiency has been tested on the basis of inventory turnover ratio and fixed asset turnover ratio. The leverage
(long term solvency) of selected companies has been analysed through the ratio of long-term debt to equity and proprietary ratio i.e., the proportion of owner’s
fund to total resources. The data used for analysis is a secondary data (taken from way2wealth.com). The data has been collected for a period of 10 years from
2001-02 to 2010-11.

ANALYSIS OF DATA

The financial performance of selected companies have been analysed through financial ratios. Simple statistical techniques: averages, standard deviation,
minimum and maximum value have been used to interpret the data. As the study also attempts to investigate whether the financial performance in terms of
ratios are similar or is there any significance difference in that. To test the difference in the performance of companies one way ANOVA test has been applied.
The statistical results have been tested at 95% confidence level (5% level of significance) as well as at 99% confidence level (1% level of significance). If the
computed value of F ratio is found more than the critical value at the respective level of significance the null hypothesis will be rejected and if the same is lesser
than the critical value of F-test the corresponding hypothesis will be accepted. Further ranks will also been assigned to different companies on the basis of their
financial performance.

LIMITATIONS

The study is based on the secondary data and is subject to the authenticity of the available data. Further, the percentage of different models produced by the
company could not be taken into account due to non-availability of sales composition. The study also suffers from the limitation of sample size and period of
study.

FINDINGS

COMPARISON OF SELECTED COMPANIES

PROFITABILITY ANALYSIS

Profitability indicates company’s efficiency to manage the resources and generate profit for its stakeholders. It could be analysed through various ratios. The
present paper studies five profitability ratios viz., operating margin, net margin, return on net worth, earning per share and dividend per share. Return on net
worth and earnings per share have been taken after adjustment. The results of ratio analysis of profitability are shown in table 1:

TABLE 1: ANALYSIS OF PROFITABILITY RATIO OF SELECTED COMPANIES (APRIL 2001 TO MARCH 2011)

Profitability Ratio | Tata Motors | Maruti Suzuki | Mahindra & Mahindra | Hindustan Motors | SML Isuzu | Ashok Leyland | VST Tillers
Operating Margin (%)

Mean 10.329 11.465 11.107 -2.6090 6.6770 10.387 12.991
Standard Deviation | 1.93 3.54 2.57 5.78 1.07 1.39 3.50
High 13.25 15.29 16.29 6.170 7.810 12.65 18.90
Low 6.710 6.220 8.210 -9.530 4.960 7.660 6.450
Net Profit Margin (%

Mean 5.0600 6.5850 8.0330 -2.9580 3.1800 5.1950 7.4050
Standard Deviation | 2.58 3.06 2.86 5.79 1.09 1.09 2.92
High 7.350 10.29 11.12 5.320 4.390 6.290 12.19
Low -0.8400 1.420 3.580 -10.98 0.8700 3.040 2.720
Adjusted Return On Net Worth (%)

Mean 15.882 15.993 19.408 -92.147 28.084 17.609 19.462
Standard Deviation | 10.5 6.79 7.40 99.7 16.1 5.38 10.1
High 30.12 23.24 27.28 4.310 51.69 23.72 34.46
Low -4.060 3.930 5.820 -348.1 4.650 8.650 0.4500
Adjusted EPS

Mean 25.980 50.644 30.613 -3.9130 15.989 5.4940 23.764
Standard Deviation | 14.8 28.6 13.0 2.13 7.14 4.89 20.0
High 43.76 93.66 43.83 0.1000 25.71 16.65 53.46
Low -3.130 4.100 7.610 -6.990 4.280 1.370 0.2300
Dividend Per Share

Mean 10.850 6.5000 9.6500 0.00 5.1500 2.6700 4.4000
Standard Deviation | 6.14 8.49 2.60 0.00 2.10 2.22 2.74
High 20.00 30.00 13.00 0.00 8.000 7.500 9.000
Low 0.000 1.500 5.000 0.00 1.500 1.000 1.000
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The analysis of operating and net margin reveals that commercial vehicle manufacturer VST Tillers is leading and is followed by Maruti Suzuki and Mahindra and
Mahindra. The performance of SML Isuzu remained lesser volatile during the study period however margin secured by it is not very satisfactory. The competitive
performance of Mahindra and Mahindra shows its strength to maintain its resilience. Its worst performance on this parameter, during the study period, is better
than that of its peer group. The average adjusted EPS of Maruti Suzuki is far ahead from other enterprises. However, average dividend payout ratio of the
company is not so liberal. Dividend declared by Tata Motors is comparatively more than the other companies of the group but undoubted, it is highly volatile.
The average profitability of Hindustan Motors is not so sound throughout the study period and that resulted into non-declaration of dividend. The study further
found that the operating and net margins of automobile industry in India are not so volatile as compared to return on net worth and earnings per share.
LIQUIDITY ANALYSIS

Liquidity analysis attempts to analyse the firm’s ability to meet its immediate maturing short-term obligations. It is usually done through the calculation of
current ratio and quick (liquid) ratio. A company must attempt to maintain optimum (ideal) ratio which undoubting depends upon the type of manufacturing
industry. If liquidity ratios of a company are higher than the ideal ratios, the company is said to be having idle investment. Likewise, if ratio is lesser to required
one, the deficit will represent possible difficulties in the payment of current liabilities of firm and it is surely not a healthy sign for the company. The results of
liquidity analysis have been shown in table 2.

TABLE 2: ANALYSIS OF LIQUIDITY RATIO OF SELECTED COMPANIES (APRIL 2001 TO MARCH 2011)

Liquidity Ratio | Tata Motors | Maruti Suzuki | Mahindra & Mahindra | Hindustan Motors | SMLIsuzu | Ashok Leyland [ VST Tillers
Current Ratio

Mean 0.91900 1.4130 1.1610 1.0750 1.5030 1.4200 1.8150
Standard Deviation | 0.208 0.259 0.173 0.276 0.310 0.304 0.188
High 1.240 1.770 1.430 1.480 2.180 2.040 2.110
Low 0.6200 1.020 0.8600 0.7000 1.100 1.090 1.540
Quick Ratio

Mean 0.64800 1.0460 0.81700 0.53600 0.95800 0.86900 1.0470
Standard Deviation | 0.179 0.244 0.127 0.124 0.194 0.268 0.208
High 0.9600 1.310 1.010 0.7200 1.230 1.260 1.420
Low 0.4300 0.6600 0.6200 0.3700 0.6400 0.5300 0.7600

Liquidity ratios of selected companies reveal that liquidity position of commercial vehicle segment is better than that of passenger car manufacturers. VST Tillers’
proportion of current as well as liquid assets is sufficient enough to meet its current liabilities. However, liquidity positions of Tata Motors and Hindustan Motors
are not so healthy in comparison to other units.

MANAGERIAL EFFICIENCY ANALYSIS

Managerial efficiency of a company lies in making optimum utilisation of the assets of the companies. In this context, the paper studies inventory turnover ratio
and fixed assets ratio of selected companies. Inventory is the most crucial asset for a manufacturing organisation. Particularly with reference to inventory
turnover ratio, the cost of materials in Indian auto industry is the major component in production cost and its share is increasing (Narayanan and Vashishth
2008). The managerial efficiency to keep an optimum level of asset lies in maintaining an adequate ratio of assets to turnover. For instance inventory turnover
ratio depicts how long a company takes on an average to sale its stock and replaces its inventory. Higher inventory turnover is considered to be desirable as it
usually implies strong sales. On the contrary, lower turnover ratio reflects the poor volume of sales and excess inventory which ultimately accounts for an
investment with a zero rate of return. Likewise, Higher fixed asset ratio implies that company has invested lesser amount in fixed assets to generate sales
revenue hence it depicts better ability of company to utilise the fixed assets. On the contrary, lower ratio expresses the company's efficiency to use its fixed
assets in an optimum manner. The results of ratio analysis are shown in table 3.

TABLE 3: ANALYSIS OF MANAGERIAL EFFICIENCY RATIO OF SELECTED COMPANIES (APRIL 2001 TO MARCH 2011)

Efficiency Ratio | Tata Motors | Maruti Suzuki | Mahindra & Mahindra | Hindustan Motors | SML Isuzu | Ashok Leyland | VST Tillers
Inventory Turnover Ratio

Mean 12.977 25.077 12.989 9.2350 6.7220 7.0400 6.7200
Standard Deviation | 1.67 5.49 2.39 3.66 1.65 1.62 1.72
High 14.91 30.47 17.91 17.94 9.110 9.240 10.07
Low 9.900 15.00 10.04 5.250 4.080 4.800 4.070
Fixed Asset Turnover Ratio

Mean 2.1940 2.3190 2.7210 1.3720 10.109 1.9410 3.1290
Standard Deviation | 0.557 0.458 0.830 0.393 4.26 0.617 1.06
High 3.080 3.090 3.850 2.370 14.73 2.860 5.070
Low 1.270 1.640 1.520 0.9500 4.040 1.250 1.710

The analysis of inventory turnover ratio shows that the performance of passenger vehicle manufacturers (Maruti Suzuki followed by Mahindra and Tata group)
could be called satisfactory. However the study of fixed asset turnover ratio indicates the efficiency of SML Isuzu of commercial vehicle segment to generate
revenue from its fixed assets.

LEVERAGE (LONG-TERM SOLVENCY) ANALYSIS

Leverage ratios are designed to depict the future prospects of company to get finance. These ratios also give an idea about the degree of risk caused as a result
of debt financing. The present study analyse the leverage of the selected companies though the study of two ratios viz., debt-equity ratio and proprietary ratio.
Here, it is important to mention that only long term debts have been considered for the calculation of the ratio. Usually, lower the debt-equity ratio, higher is
the degree of protection enjoyed by the creditors. This is so because company has to pay fixed obligation in the form of interest irrespective of the volume of the
profit. On the contrary as proprietary ratio represents the owner’s fund to assets. Higher ratio generally indicates secured position to creditors and a lower ratio
indicates greater risk to creditors. The solvency ratios may be studied through table 4.

TABLE 4: ANALYSIS OF LEVERAGE RATIO OF SELECTED COMPANIES (APRIL 2001 TO MARCH 2011)

Leverage Ratio | Tata Motors | Maruti Suzuki | Mahindra & Mahindra | Hindustan Motors | SML Isuzu | Ashok Leyland | VST Tillers
Long Term Debt / Equity

Mean 0.5500 0.0690 0.5900 1.8750 0.1020 0.6290 0.0650
Standard Deviation | 0.1860 0.0489 0.2130 0.9930 0.2190 0.3070 0.0943
High 0.7900 0.1600 0.9100 3.7700 0.6200 1.0000 0.2400
Low 0.3100 0.0100 0.2300 0.8700 0.0000 0.2400 0.0000
Proprietary Ratio

Mean 58.6840 91.8040 66.3860 32.4130 56.4530 59.7560 91.7540
Standard Deviation | 8.4800 5.1900 9.3500 9.6500 22.5000 9.1200 7.7600
High 74.0200 98.7000 81.0300 49.2300 88.0500 74.5000 99.3800
Low 47.0500 80.4900 51.9300 16.5600 30.4600 49.9800 77.1100
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Leverage analysis of selected companies reveals that the long-term solvency position of VST Tillers and Maruti Suzuki is very satisfactory to their creditors. These
companies enjoy least average long-term equity ratio and higher average proprietary ratio in comparison to their peer group. Further the leverage position of
these companies is relatively lesser volatile. The study also shows that the leverage position of Hindustan Motors is not very pleasant for its creditors.

TEST OF HYPOTHESES

TEST OF SIGNIFICANCE OF DIFFERENCE

To test the null hypotheses, financial ratios have further been analysed through ANOVA test. The results of ANOVA are tested at 5% level of significance (95%
confidence level) as well as at 1% level of significance (99% confidence level). The null hypothesis is acceptable if the calculated value of F ratio is less than the
critical value of F ratio. On the contrary, if calculated value is more than the critical value, the respective null hypothesis will be rejected. The results of ANOVA
test for all 11 variables are presented in table 5.

TABLE 5: RESULTS OF ANOVA TEST

Analysis F-ratio (for degree of freedoms 6 and 63)
Profitability

Operating Margin (%) 27.61
Net Profit Margin (%) 14.15
Adjusted Return On Net Worth (%) 11.91
Adjusted EPS 13.07
Dividend Per Share 7.561
Liquidity

Current Ratio 14.38
Quick Ratio 9.704
Managerial Efficiency (Activity)

Inventory Turnover Ratio 50.17
Fixed Assets Turnover Ratio 30.23
Leverage (Long term Solvency)

Long Term Debt / Equity 23.23
Proprietary (Owners fund as % of total Source) | 33.20

The critical value of F-ratio at 95% level of significance is 2.25 and at 99% level of significance is 3.10. As the calculated values of F ratio, for all selected variables,
are greater than the critical value at both of the level of significance therefore all null hypotheses have been rejected and we may conclude that there is a
significant difference in the financial performance of selected units in terms of selected variables. As the management practice of selected companies
significantly differs with each other, the following section provides ranks to these companies on the basis of their average performance during 2001-11.

RANKING OF THE COMPANIES

This section assigns ranks to different companies for selected variables on the basis of their average performance. A company showing best average
performance for a particular variable has been assigned 1* rank for that variable and likewise company securing least ratio has been assigned 7™ rank for that
variable. However, for long-term debt to equity ratio the methodology has been reversed as lower ratio is preferable by creditors. After the assignment of ranks
to all the variables, the composite score for each parameter has been computed and again ranks are been assigned for each parameter. The parameter having
least value of composite score has been assigned Fist rank and parameter having highest score has been assigned last rank. The assignment of ranks could be
understood through table 6:

TABLE 6: ASSIGNMENT OF RANKS TO SELECTED COMPANIES ON THE BASIS OF THEIR AVERAGE PERFORMANCE (2001-11)

Particulars Tata Maruti Mahindra & Hindustan SML Ashok VST
Motors Suzuki Mahindra Motors Isuzu Leyland Tillers
Profitability
Operating Margin (%) 5 2 3 7 6 4 1
Net Profit Margin (%) 5 3 1 7 6 4 2
Adjusted Return On Net Worth (%) 6 5 3 7 1 4 2
Adjusted EPS 3 1 2 7 5 6 4
Dividend Per Share 1 3 2 7 4 6 5
Composite Score 20 14 11 35 22 24 14
Rank on the basis of Profitability 11} Il | Vi I\ Vv Il
Liquidity
Current Ratio 7 4 5 6 2 3 1
Quick Ratio 6 2 5 7 3 4 1
Composite Score 13 6 10 13 5 7 2
Rank on the basis of Liquidity Vi 11} Vv Vi 1l I\ |
Managerial Efficiency (Activity)
Inventory Turnover Ratio 3 1 2 6 5 7
Fixed Assets Turnover Ratio 5 4 3 7 1 6 2
Composite Score 5 5 11 7 11
Rank on the basis of Efficiency 1} | | Vv 1l \ I\
Leverage (Long term Solvency)
Long Term Debt / Equity 4 2 5 7 3 6 1
Proprietary (Owners fund as % of total 5 1 3 7 6 4 2
Source)
Composite Ratio 9 3 8 14 9 10 3
Rank on the basis of Leverage 1} | Il \Y 1} I\ |

Source: Author’s Calculation
As shown from table 6, Mahindra & Mahindra Limited found best in terms of profitability among all the peer companies of the industry. It is followed by Maruti
Suzuki, VST Tillers and Tata Motors. In terms of liquidity, commercial vehicle manufacturers are more efficient. However, passenger vehicle manufacturer Maruti
Suzuki also demonstrates sound liquidity position. The managerial efficiency of Maruti is also very satisfactory in the industry. The leverage positions of Maruti
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Suzuki and VST Tillers are very satisfactory. However the same for Hindustan Motors is not very rosy. Further, here it is important to note that the pre-indicated
ranks are not the sole indicator of business efficiency. As a matter of fact the interpretation of ratio depends upon number of factors. In the present paper a
general criteria for assessment of ratio has been used. According to which the firm with higher profitability, higher liquidity ratios (not more than ideal ratio),
lower debt-equity ratio (not less than ideal ratio), higher proprietary ratio (not more than ideal ratio) and higher turnover ratio is assumed to be more efficient.

CONCLUSION

The analysis reveals that the management of asset is a matter of great concern for every segment of automobile sector (as decision regarding investment in any
asset or reallocating the fund makes a substantial difference to company's profitability). The study of selected pioneer companies for the period from 2001-02 to
2010-11 demonstrates the difference in the financial management of the companies. The financial performance of Mahindra & Mahindra Limited as well as Tata
Motors is very satisfactory in terms of profitability as well as managerial efficiency to generate sales from the use of assets. But their liquidity positions are not
so sound. The liquidity position of commercial vehicle manufacture is better than passenger vehicle manufacturers. Further, the financial performance of Ashok
Leyland is comparatively poor to its competitors SML Isuzu and VST Tillers. Leverage analysis found that there is better long term solvency scenario for passenger
vehicle industry Maruti Suzuki and commercial vehicle industry VST Tillers. The performance of Hindustan Motors, from the passenger vehicle segment, is not
very satisfactory and requires better strategies to meet the challenges of tycoons. The trend of profitability of selected units particularly that of passenger
vehicle manufacturers, shows a downward slope which is a consequent of rapid rise in the price of petrol (causing reduction in potential of volume purchased by
customers), increment in the price of components used for production and growing incidence of interest rate. Thus in order to mitigate the involved risk and
volatility of performance, government should initiate immediate steps to control the price of petrol, components and interest rates. Further there is a good
scope to produce compact products to meet the current requirements.
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