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EXECUTIVE SUMMARY

In all business the sources of finance is primarily concerned with  Financiai
statement analysis is the process of identifying the financial strengths and weakness of
the firm by properly establishing relationships between the items of the balance sheet and
profit and loss account. Financial statement analysis can be undertaken by the [irm or by
parties outside the firm viz, owners, creditors, investors. and others. The 1ature of
analysis will differ depending on the purpose of the analyst,

Ratio analysis is a powerful tool of financial statement analysis. The main
objective of the study is to make an analysis on the financial performance of the company
for the past 5 years, to calculate profitability turnover and financial ratio to assess e
financial position of the firm, to study the efficiency and liquidity position using ratios o
study the trend of financial performance of the company. the asses individuat linuneial
segments and put forth the strength and weakness of the financial elements of balance
sheet through trend analysis.

Year by year the companies profit is increasing. it shows Hnanciai managers are
working seriously under financial performance. The analvsis of the data is caiculated for

the period of 5 vears i.e. 2002-2003. 2003-2604.. 2004-2003. 2003-2006. and 2006-2007.

Sakthi Finance Limited is a Non Banking IFinancial Company mainly engaged in
asset financing segment where it provides for hirc purchase of vehicles ard other
movable assets. Even though the company has strict customer selection norms. due to
various reasons each of the account behave in a different way at the time of recovering
back the amount lent to the customer. A round 10% ot the customers prove to pay
belatedly. out of which around $% 09% of the customers repay due 1 the pressure

applied by the company. Around 0.5% of those accounts have to be written ol

The methodology used in analytical and ratio analvsis is used lor the analysis of
the financial statement, With the help of the analvsis and the nterpretation. suggestions

o

are framed for the company.



TABLE OF CONTENTS




TABLE OF CONTENTS
Declaration

Boniface Certificate
Executive Summery

Acknowledgment
Table of contents
List of Table
List of Table ‘ 1
CHAPTER CONTENTS . PAGE |
NO 5 NO
1 INTRODUCTION | i
I.1. Background J
1.2, Review of literature ]‘ 3
I.3. Objectives of the study i Iz
| 1.4 Statement of the probtem ; i3
1.5. Scope of the study ‘ P
1.6. Methodology | 4
i.6.1. Type of study |
1.6.2. Method of data collection
| i.6.3. Tools of analysis
1.7. Limitations 6
1.8. Chapter Scheme i
2 ORGANISATION PROFILE is
2.1. History of the Organization P8
' 2.2. Management ' I
2.3. Organisation structurc i9
2.4, Description of various functional areas 20
2.5. Competitive strength of the company 22
3 MACRO - MICRO ANALYSIS B
DATA ANALYSIS & -,
4 INTERPRETATION 7
5 CONCLUSION | 74 |
5.1. Results and Discussions : 75 '
5.2. Considered Recormnmendations ‘ 77
] 6 REFERNCE 78 |
|



LIST OF TABLES




LIST OF TABLES

TABLE PAGE
NG, DESCRIPTION O
1 RETURN ON SHAREHOLDER'S INVESTMENT OR NETWORTH 35
2 RETURN ON EQUITY CAPITAL 37
3 EARNINGS PER SHARE 39
4 DIVIDEND PAY-OUT RATIO 10
5 DEBT-EQUITY RATIO il
6 PROPRIETORY RATIO OR EQUITY RATIO 13
7 FiXED ASSETS TO NETWORTH 15
8 DEBT SERVICE RATIO OR INTEREST COVERAGE RATIO 47
9 CURRENT RATIO £9
10 RATIO OF CURRENT LIABILITIES TO PROPRIETORS FUND i
11 RATIO OF RESERVES TQ EQUITY CAPITAL 33
COMPARATIVE STUDY SAKTHI FINANCE Vs 5 OTHER NBFC's

*  FINANCIAL SEGMENT ,

e  OPERATIONAL SEGMENT P

12 »  PRODUCITIVITY SEGMENT o
»  PROFITABILITY SEGMENT 03

COMPARATIVE STUDY SAKTHI Vs ANNAMALAI FINANCE

¢  FINANCIAL SEGMENT o

e  OPERATIONAL SEGMENT (’ x

13 e  PROFITABILITY SEGMENT (:9

¢ PRODUCTIVITY SEGMENT

g




LIST OF GRAPHS




LIST OF GRAPHS

FIGURE PAGE
DESCRIPTION ”
NO SC o NO
1 RETURN ON SHAREHOLDER’S INVESTMENT OR NETWORTH 36
|
2 RETURN ON EQUITY CAPITAL 38
i
3 DEBT-EQUITY RATIO 12
4 PROPRIETORY RATIO OR EQUITY RATIO T
5 FIXED ASSETS TO NETWORTH 10
6 DEBT SERVICE RATIO OR INTEREST COVERAGE RATIO 18
7 CURRENT RATIO 50
8 RATIO OF CURRENT LIABILITIES TO PROPRIETORS FUND | =2
COMPARATIVE STUDY SAKTHI FINANCE Vs 5 OTHER NBFC™s |
*  FINANCIAL SEGMENT A
»  OPERATIONAL SEGMENT o
9 e PROFITABILITY SEGMENT -
«  PRODUCTIVITY SEGMENT | g




INTRODUCTION




CHAPTER - 1

1. INTRODUCTION

1.1 BACK GROUND:

The progress in the barking and financial sector is an important prerequisite for
economic development. The channelise the resources from the houschold for the
economic development of a country. India has a fairly diversified firancial infrastructure
essentially; the financial infrastructure in the organized sector consists of banking
network including investment banks. In addition to the organized banking system. there is
parallel banking system operating in the ecconomy. which includes Non-banking financial
company s (NBFC *s). Miscellaneous Non-Banking Companyv’s (MNBC “s). Residuan

Non-banking Company’s, Non-financial Company’s.

DEFINITION OF NBFC:

“Non-Banking Financial Company” includes only the non-banking institution that
1s a loan company or an investment company or hire purchase finance company ur
equipment leasing company or a mutual benefit financial company. The rote of an NBFC
is not different from that of a bank mobilizing money from people with the promise of
replaying more. No wonder, that nearly 40. 0000 NBFC's set up establishments 1o
mobilize money with a promise of high interest. Unfortinately many of them were fly-hy

night operators.

Finally the Apex bank has woken-up announcing a string of guidelines (o reguiate
the industry. The RBI has issued a new set of directories known as the Non-banking
company's Prudential Norms directions 2006. which cume into force in January 2006.
These regulations aim at protecting public deposits and ensuring that only stronger plaver

service.
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Sakthi Finance Ltd started its operations as a NBFC s away back in 1935_ now it
is major player in the finance sector . backed by the trust of the investors, and the Sakthi
group commitment , Sakthi Finance Ltd., with its innovative schemes and excellence in
service is a name to reckon with in the finance industry. In the plight of this
circumstances where RBI has issued strong guidelines which is likely 5 change the

working pattern / structure of NBFC*s itself, this study acquires special importance.

COMPARATIVE STUDY ON SAKTHI FINAINCE Vs 5 OTHER
NBFCs

“Comparison are odious” -John Fortescue.

THE PARAMETERS:
Each finance company in the sample has been evaluated on a maximum of 36
parameters. These 36 parameters fall under four functional categories:
e [inancial
*  Operational
e Profitability
* Productivity
The financial parameters include the following five absolute indicators: working funds.
reported net profit, total deployed assets, business volume and operating profit. The
operational parameters include the following five ratios. Total debt 10 net w orth. banks
loans to owned funds, accounts receivable to business volume. public deposits to working
funds and business volume to working funds. The profitability parameters include the
following six ratios: reported net profit to working funds. operating profit to working
funds. reported net profit to reported net worth, lease rentals to gross assets and lease
rentals to gross leased assets. The productivity (efficicncy) parameters include tho
following three ratios: finance charges to working [unds and finance charges 1o total
income and tax shelter.
[n addition to these 18 indicators and ratios cach finance company has been

Judged on growth ratios related to each of the above 18 indicators, and ratjos.



LIMITATIONS:

This study indicates the standing of the companies as on 31 st merch 2006, but
much has happened in the secior since that date. The CRB episode and the subsequent
tightening regulatory grip on finance companies has resulted in a shakeout in the sector.

The five competitors which are taken for this analysis are

" NAME OF THE COMPANY | CATEGORY T ~ RATING
I.Sundaram Finance | Large | MAAA |
2.Cholamandalam Investment ! : —{

and Finance Co. | Large ‘ MAAA |
3. Ashok Levland Finance ' i Large l FAA _ﬁ
4. Annamalai Finance Medium T—“—hu—_m_—ni o
5. Coimbatore Lakshmij [nvestment : : T 7?

Mini MA-

and Finance Company (CLIF)

THE DEFINITIONS:

. WORKING FUNDS (WF):

Working funds are total resources (total liabilities or total asset) of a finance
company as on a particular date. Total resources include shareholders funds and loan
funds (secured. unsecured and deferred payment liabilities). A high working funds shows

a finance company’s total resources strength.

2. REPORTED NET PROFIT {RNP):
This is profit net of provisions, amortization and taxes. RNP is the basic

indicator of a finance company’s prolitability.

3. TOTAL DEPLOYED ASSETS (TDA):
Total assets less cash assets and less miscellancous exp. TDA indicates (he

deployment capabilities of a finance company,
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4. BUSINESS VOLUME (BV}):

Alternative known as volume of business, business volume is nothing but gross
revenue (GR) or total income (TI). Business volume is obtained By acding together
income from operations and income from other sources (non-operational or other
income). A high business volume reflects the ability of a finance company 1o deploy its

funds and generate constant streams of income.

5. OPERATING PROFIT (OP):
Net profit before provisions and contingencies. Provisions include ali provisions
created towards non-performing assets and taxes. OP is a measure of a finance

company's operating efficiency.

6. TOTAL DEBT TO REPORTED NET WORTH (TD/RNW):
This ratio is expressed as a number. The corresponding ratio in @ manufaciuring
company is termed the debt-equity ratio; this ratio denotes a finance company’s degree of

leveraging relative to its net worth. A high ratio is proof of a {inance company’s ability

to leverage its net worth effectively.

7. BANK LOANS TO OWNED FUNDS (BL/OF):
This ratio indicates the relative leveraging from banks against owred funds and
reflects the finance company’s dependence on the banking sector for resources. A high

ratio indicates a finance company’s borrowing and bargaining power with the banks.

8. ACCOUNT RECEIVABLE TO BUSINESS VOLUME (AR/BV):
This ratio indicates the proportion ol business volume locked up in accounts

receivable. A [ow ratio indicates better accounts receivable planning and management.

9. TOTAL DEPOSITS TO WORKING FUNDS (TDP/WF):
This ratio relates total deposits (public and inter-corporate deposits) 1o working
funds. A high ratio indicates a finance company’s ability to mobiiize deposils. In a sense.

the ratio mirrors the strength of the finance company’s brand equity.
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10. BUSINESS VOLUME TO WORKING FUNDS (BV/WF):

This ratio helps to find out whether a finance company generates enough business
volume in relation to its working funds. This ratio is a good detector of ideal funds and 2
reflector of slackness in operations. A high ratio indicates the intensity of working funds

deployment.

11. REPORTED NET PROFIT TO WORKING FUNDS (RNP/WF):
This ratio is a foolproof indicator of excellent utilization of resources and

optimum leveraging of funds. A high ratio is a good indicater of profitability.

12. OPERATING PROFIT TO WORKING FUNDS (OP/WF):

A good indicator of profitability at the operating level.

13. REPORTED NET PROFIT TO OWNED FUNDS (RNP/OF):
This ratio is the equivalent of the return on net worth ratio used in other
industries. It is a good indicator of profitability and return on sharcholders™ funds. Also

known as reported net profit to reported net worth (RNP/RNW}.

14. OPERATING PROFIT TO OWNED FUNDS (OP/OF):

It is an indicator of shareholder’s return at the operating level.

15. LEASE INCOME TO GROSS BLOCKS (LI/GB):
A good measure of how active and vibrant are the leasing activities of a finance
company. A high ratio indicates how active is the leasing division and how Active is the

teasing division and how profitable are the division's operations.

16. LEASE INCOME TO GROSS LEASED ASSETS:
A high ratio indicates not only the health of the leasing divisions. but more

Importantly it reflects the division "s competitiveness within the industry.

I7. FINANCE CHARGES TO WORKING FUNDS:

A high ratio indicates how active and a live are the finance company’s operations,



18. FINANCE CHARGES TO BUSINESS VOLUME (FC/BV):
This ratio indicates a finance company’s ability to source cheap funds and aiso its

ability to strike the right balance between the need for funds and the cost of funds.

19. TAX SHELTER (TS):

This is the difference between the profit before tax (PBT) and profit after tax
(PAT). Tax shelter indicates how well a finance company has done its home work as for
as tax planning is concerned. However. a high ratio indicates a larger scope for bottom
line improvements in future.

REASONS: Better tax planning and greater rationalization ol corporate taxes. Morcover.

High ratio indicates a better quality of profit which are secured by tax pavments.

THE CONCEPTS:
* ACCOUNTS RECEIVABLES (AR):
Include total debtors (lease and non-lease debtors) and leans and
advances.
¢ BANK LOANS (BL):

Include both secured and unsecured banks loans. include bank
overdraft cash credit and other bank advances. Exclude term loans from term-
lending financial institutions.

¢ FINANCE CHARGES (FC):

Include interest on iixed loans interest on debentures. interest on all
other loans, bill re-discounting charges, brokerage. commission. bank charges.
debenture issue expenses and other financial expenses.

e GROSS BLOCK (GB):

Includes gross value of fixed assets and capitai work in progress.

» GROSS LEASED ASSETS (GLA):
Include the gross value cof all leased assets. both asscts on operating {case

and on financial leasc.



REPORTED NETWORTH (RNW):
Alternatively known as owned funds (OF). RNW is equal tc the aggregate
of equity capital and reserves and surplus net of:
. Revaluation reserves
2. Unamortized misceltaneous exp. &
3. Accumulated losses.
TAX:
Includes tax and wealth tax.
TOTAL DEBT:
Total debt includes all sccured foans. unsecured losns and deforred

payment liabilities.

TOTAL DEPOSITS:

tnclude public deposits and inter-corporate deposits.
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1.2 REVIEW OF LITERATURE

A literature review discusses published information in particular subject area anc
sometimes information in a particular subject is with in a certain time period. A literature
review can be just a simple summary of the sources. but it usually has an organizational
pattern and combines both summary and syntheses. A summary in a recap of the
important information of the sources but a synthesis in a re-organization of that
information. [t might give a new interpretation of old material or combine new with old
interpretations or it might race the intellectual progression of the field. including major
debates. And depending on the situation. the literature review may evaluate the sources
and advice the reader on the most pertinent and relevant.

A literature review has a number of purposes it enables to:
»  Define and limit the problem you are working on
» Place the study in a historical perspective
* Lbvaluate promising research methods
» Relate your findings to previous knowledge and suggest further rescarcher
* Non banking financial companies (NBIFCs) play a crucial role in brcadening access
to financial service, enhancing competition and diversification of the finance seclor.
They arc increasingly being recognized as complementary to the banking syvsten.
capable of absorbing shocks and speeding raised at times of financial distress. Since
both the bank and NBFCs are seen to be competing for increasingly simiar ivpe of
some business. especially on the assets side. and since there ccgulatory  and
costincentive structure are not identical it is necessary to establisk cretin checks
and balances to ensure that the banks™ depositors are not mdireetly exposed 1o the
risks of a differcnt cost —incentive structure.  BFFCs can undertake actvities that
are not permitted manner, for example. financing  of acquisitions and mergers.

capital market activities. etc. The difference in the level of reguiation o "the



* Risk Management in Banks™ an article by Mr. G.H.Deolalkar, former Managing Directcr of State Bank of

India, December 2000.

banks and NBFC's which are undertaking some similar activities. gives rise io

considerable scope for regulation arbitrage. tence. routing of transaction through

NBFCs would tantamount (o undermining banking regulation. Tais is partialiy

addressed in the case of NBFCs that are a part of banking group of account of

prudential norms applicable for banking groups

¢ The Indian Economy is booming on the back of strong econemic policizs and a
healthy regulatory regime. The effects ot this are fur- reaching and have the
potential to ultimately achieve the high growth rate that the courtry s vearning
for, The banking system lies at the nucleus of a country’s development rabust

refoms are needed in India’s casc to {GIfill that. The Bank of International
Settlements attempts to put in  place sound frame works of measuring and
quantifying that risks associated with banking operations. The paper sceks to
showcase the changes that will emerge as a results of banks adopting the specilicd
norms. strengthen owing to the liberatization, regulation and integration with globai
markets Management of risks will be carried out proactively and quality of credit
will improve, leading to a stronger financial sector.”
* Risks are an inevitable component of any linancial organization. The very existence
of a financial instruction is to take risks. Though there is no method 1o eliminate
risks completely, regulations have been laid down from time (¢ time to assist 1o
minimizing these risks. This is how the concept of risk management came into
being. Though the term gained momentum in recent times. the concept is not new Lo
the financial industry. The process of identilving. measuring. reporting and
controlling risks has been rooted in the industry since vears. Risk management has
helped organizations in identifying risks and in building up measurzs o minimize
them. A sound risk management practice has been identitfied os an esseatial
ingredient for the progress of the financial services industry and has becn aceepied.
6."Cicular issued by Reserve Bank of India Regarding Financial  Regulation of Svstemically Important

NBICs and Banks® and relationship with them. November 30, 2606,

7.A  presentation on * Tackling risks™ by Mr. Mitali Kalita on 28 October 2003 Source

http:/iwww . domainb.com/scripts/recommend/recommend. asp.



address the concept of risk management, review the reasons behind its poputarity and

explain its importance to the industry. We also try to the gloomy economy. concluding

with the steps that the financial services industry muast adopt to improve risk

m anagemen‘[.8

The Indian financial Institution has come of age in the past few vears. Overall, it
has been a period when these financial institutions have thrives. We have seen tie
growth of some financial institutions to phenomenal levels. But there’s still a fair
way to go before an Indian bank's can truly announce its giobal arrival. The
imperatives that are going to be derives and undergoing a transformation. Shaping
up of a bank, internally with respects to target markets & cus.omer. business
models and risk management is going to impact the future tremendousiv. At
external level consolidation is the word. the changes in landscape duc to mergers

& acquisitions being undertaken across the industry. The emerging  Iadian Rucal
market is playing a big role in charting out of trend fer the growth of hanks. With
the ecconomy surging . the income level have increased in rural banking was the
forte of public sector banks which was more of an obligation than a wel) through
out banking initiative for the same. The dynamics of the rural market are changing.
and so must the strategy of banks which has to includes the spirit ¢f microfinance.
credit for small enterprises along with commercial banking. ”

Managing credit risk has always been the most risky business ‘n the financial
services  industry. I we look back into the past. we will find that poor
management of credit risk was the root cause behind most of the major bankirg
disasters.Being the oldest risk in the muiket. it was not given much atiention and
almost remained aloof to the advent if technologyv until the late 19005, With the
introduction  of banking regulations. there is awareness in the industry now o
identily measure. monitor and control credit risk as well as to determine that the

hold capital against this risk

8. Excerpts from remarks of Dr. Bimal Jalan. Governor Reserve Bank of India at the twventy-foruth Bank
Leonomists” Cenference on December 27,2002 at Banaglore.

9.Excepts from the article™ Future of banking in India-Changing imperative™ issued at [nsight 00,
National Management Symposium. Loyola Institute of Business Administation.



biggest challenge facing the industry is credit risk because large- scale borrower
defaults may even force a bank into bankruptcy. As the market has turnad increasingly
completive with the mushrooming of new players. it is quite evident that companies
are taking on more credit risk. But for a more transparent market end healthy
competition. the financial services industry must turn credit risk into an opportunity.
*  Then face of banking, as we have known it. is also changing rapidly. India is
approaching an era of finanicla conglomorisation and ~bundiing’ in the provision
of financial services. Besides infusing heightened competition. there arc
implications for the regulatory and supervisory regime, Banks and financial
institution have to prepare for change in the regulatory frame work towards a more
focused, comprehensive and efficient  cavironment that eschews reguiatory
forbearance. Legal reforms accordingly will have to ascend the hierarchy of
priorities in the reform process. Against this background, in this ta’k 1 nropose o
focus on the main challenges facing indian banking. such as the role of financial
intermediation in different phases of the business cycle. the emerging compulsion
of the new prudentiat norms. and benchmarking the Indian financial svstem aganis
international standards and best practices. | will also say a few words about the
changing context of regulations and supervision of the finical system in india. the
need for introducing new technology in the banking and financiai svstem. and the
importance of strengthening skills and inteliectual capital formation in the banking

industry."

- o . . . . , . - . . -
The space on = Indian Banking and Finance : Managing New Challenges™ by Dr. Binal Jalan. Former
Governor, Reserve Bank of India at the twenty — fourth Bank Econemics’ Conference . Bangabore  on

December 27.2002.



1.3 OBJECTIVES OF THE STUDY

To know the effect of recent RBI regulations towards Non —Banking i"Inancia!
companies with references to Sakthi Finance Limited (NBFC*s).

To analyses the financial performance of Sakthi Finance Limited, from 2001- 02
to 2005-06 financial year.

To examine the performance of major competitors of Sakthi Finance for the vear
2003-06.

To compare the performance of one of the main competitors to Sakihi Finance

Limited.. (Annamalai Finance) for the financial year 2001-06.



1.4 STATEMENT OF THE PROBLEM

The current study is stating that a comparison study of NBFC’s institutions in
Coimbatore. This study is a comparison of NBFC’s with other financial institutions. The
quality of a customer has to be assessed based on his intentions to pav and “capacity te
pay”. Various factors will have to be assessed and finally a decision will ke taken. Fven
though various factors of bad accounts are being analyzed for cach and every proposal,
the relevance of each of these factors and the degree of commonality given to each factor
has not been studied and used by the company. Hence an attempt is made to understand

The influence of various factors on the important attributes of bad accounts.

1.5 SCOPE OF THE STUDY

The scope of study is to determine Ratio analvsis of Sakthi Finance Limited. The
study will be useful for improvement in the performance of the rirm. The studv corers a
period of 5 years from 2002-2006. In Financial analysis the direction of changes over o
period of vears is of crucial importance. Time serics of Ratio analvsis indicates the
direction of change. This kind of analysis is particularly applicabie to the i.ems of profit

and loss account.



1.6 METHODOLOGY

1.6.1 TYPE OF STUDY
The type of study used for this project is analytical research. researcher has 1o use
the facts and information already available and analyses these to make critical evaluation

of the credit.

1.6.2 RESEARCH DESIGN

Research design constitutes the blueprint for the collection. measurements. and
analysts of the data. The present study is based on descriptive research design. The
objeciive of a descriptive study is to learn who, what, when, where. and how from the
topic. The present study is about non banking financial institutions with special reference

to sakthi {inance.
1.6.3 DATA COLLECTION

The secondary data were collected from annual reports and balance sheet for the

financial vear 2002 to 2006. Some more details were collected from the comnany’s.

Primary data and secondary data are used for the study. Primery datz was
collected by direct contact with officers and managers. Sources of Secondarv data were
Annual reports of sakthi finance for the year ended 2002 march 10 2006 march. Ratio
analysis was done and statement showing changes in working capital was prepared to

analyses the working capital.

1.6.4 TOOLS FOR ANALYSIS

Ratio analysis have becen used to evaluate the performance of Sakthi Finance &
its competitors. Graphs are used 1o highlight the anaiysis.

* Ratio Analysis



2.2. THE MANAGEMENT .
2.2.1 BOARD OF DIRECTOS

Exhibit 2.1
, irector 1 T ——— S T T
Name of the director i Cdtergon ‘
; M—H;—h_‘m -—
Dr. N. Mahalingam . Non - Executive Chairman ‘)romoter
-—__——F—k——.h________“___f"_
L. . | Non - Executive, Vice Chairman,
Sri. M. Manicakam :
LL Promoter
%—“ﬁ'—__‘———-.—._.——_ m -
Sri_M. Balasubramaniam _ | Managing Director , Promoter L
Sri M. Srinivasan ¥7_7__<L Non - executive Director » Promoter

) | Non — exe executive Dl]‘eLtOl Non-
Sri A. Shanmugam

o - _Independent e

[ Non — executive Director, \Un -

| Indegendent_%__k__ w

No:.—c\etutne Director, Inde')cndent

Sri .S.A Murali Prasad

Dr.A.Selvakumar L_'\’on —executive Dircctor, l’ndope_ @E;_
i __ Sri.P.S. G_palakrlshnan . _ 1 Non- -exeentive Director, Independent
__Name of the director I_ (,dteroon

Souwrce : Sakthi Finance Limited —Annual Report - 2006

2.2.11 PRINCIPAL EXECUTIVES -
. Mr.N.Srinivasan Vjce President
2. Mr.P.S Muralidaran Vice President (Strategy)

(8]

Mr.S.Anand General Manager ( Operations )

2.2.1II. COMMITTEES OF THE BOARD
a) Audit Committee :
* Reviewing the accounting svstem and polices periodicallv  and sliggest am
improvement to the Roard as and when required.
" Reviewing the financial statement before theyv are submitied (o the board  of
dircciors reviewing the intarnal control system.
b} Remuneration Committee
* The Remuneration Committee determines and recommends to the Board the
remuneration  including commission. perquisites and allowance payabic 1o the
Managing Director.
" The company has complied with the non- mandatory requirement of Crasuse 49

regarding remuneration committee,



1.7 LIMITATIONS

The limitations of the study are:

1.

[

(]

The available data that has been collected from the published annual reports of
the company is generally influenced by the accounting concepts, coaventions
and personal judgments of the accounting people.

The study has been restricted to period of 5 years

The Balance sheet has been prepared on a particular date and i: ignores
fluctuations in assets and liabilities that may occur between the periods of two
consecutive balance sheets.

The performance analysis of 5 competitors is based on the annual report on
companies up to 2005-04 March Financial vear. The 2006-07 has 1ot been
taken into consideration by the researcher due to non-agvailiability of some
company’s data. This is a maior limitation of the study as the row RBI

regulations of NBFC's came to cffect on 317 January 2006.



1.8 CHAPTER SCHEME

Chapter 1: Introduction
The first chapter deals with the background, objectives, scope of the study.
methodology used in data collection. limitation. of the study, and brief introduction of alj

the chapters.

Chapter 2: Organization Profile

Organization profile includes details on the history it the organization,
management and organization structure. product profile and market potential. competitive
strength of the company and brief description on various functional areas of ihe

organization.

Chapter 3: Macro-micro Economic analysis
Macro-Micro analysis deals with the prevailing scenario of the organization with

respect to its respective industry and perform the SWOT analvsis of the company.

Chapter 4: Data Analysis and Interpretation
The chapter mainly deals with perform various ratio analysis refated 1o working
capital in order to analyze and compare the performance of the company & trend

analysis.

Chapter 5: Conclusion
Conclusion includes the result and the discussion put forth regarding the performance of
the company for the past 5 years and the considered recommendations to mprove the

performance of the company.



ORGANISATION PROFILE




CHAPTER -2

2. ORGANISATION PROFILE
2.1 HISTORY OF THE ORGANIZATION :-

Sakthi Finance Limited was incorporated on 30" March 1935 under the Company’s
Act in the name of “ Poliachi Credit Society” Private Limited. as groups in house
financing arm for TELCO dealership. The company made its first public issue in 1984.
With successive rights issue on premium the company paid up the capital raised from Rs

25 lakhsto i7.5 crores as on March 2002.

The company’s authorized capital comprises . 4.00.00.000 equity shares of Re. 10
each and 5,00.000 redeemable cumulative preference share of Rs.100 ezch. The issued

subscribed and paid up capital are 2.00,71.321 equity shares ors Rs.10 cack (ully paid up.

Sakthi Finance Limited is a unit of Sakthi Group Promoted by Dr.N. Mahatingam.
Authorised share capital of the capitals of the company  in 2006 is Rs. 45 cores which
is divided into 4 crorcs Equity shares of Rs.10 cach and 3 lakhs Redeemable Preference
share of Rs.100 each. The Paid- up Shares capital is 2.00,71.23t Equity shares of Rs.10
each.

Presently the company operates through a networks of 21 brancies located in
Tamilnadu, Kerala, Andrapradhesh and Maharashtra. with specific focus on Tamil Nadu
and Savings centers have been established at various deposit potential arrears af taluks of
different districts in Tamilnadu and Kerala for mobilizing public deposits. The Company is

also having safety locker facility to the deposit holders.
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MANAGEMENT
2.1.1 BRANCH OFFICES
I. Tamilnadu : Chennai, Coimbatore, Mylapore, Madurai. Poi achi. Trichy.

Salem, Erode, Namakkal and Tirunelveli.

(o)

Kerala : Calicuut, Eranankulam, Kottayam and Kannur.

(¥R}

Karanataka : Bangalore
4. Andhra Pradesh : Vishakapatinam, Vijavawada.
New Delht

h

2.1 THE STRENGTH OF VISION:

Sakthi, a growing group that’s business interests are etching out naw industrial
horizons. With the strength of vision, the Sakthi group 1s now among the “op corporaic
houses in the country. Led by the farsighted Dr.N.Mahalingam, the group chairman — the
driving force behind Sakthi the group today is a Rs.800 Crore conglomerate. has diverse
interests spanning across Sugars, Textiles, Transport _Finance. Fruit beveragss, Sova
products, Synthetic gem manufacturing.

A keen participant in social commitments, the Sakthi group has sct up many

Educational and charitable institutions. hospitals and religious centers.

VISION OF SAKTHI FINANCE LIMITED:
I. Beamongst the top three re-financiers of commercial vehicles in the Counuy.
2. Become total solution provided through channet seven -~ ,alue chain
management,

3. Become the most preferred supplier of the customer choice.

MISSION OF SAKTHI FINANCE LIMITED:
I. To partner the progress of = the small and medium transport =~ {SRTO & MRTOY
2. To provide “End to End service™ leading to - Total Customer So'ution™ with

speed. Flexibility and Integrity.



2.2 LISTED COMPANIES:

2.2.1. TRANSPORT
* Annamalai Bus Transport
* Annamalai Engineering
* Annamalai Rethreading co.
e Sakthi Automobiles

¢ N.Mahalingam and co

2.2.2. SUGARS:
¢ Sakthi Sugar Ltd

*  Srt. Chamundeswari Sugars Ltd

2.2.3. FOUNDARY:
¢ Sakthi Foundary

2.2.4. FINANCE:

e Sakthi Finance LLtd

2.2.5. CONSUMER GOODS:
¢  Sri Sakthi Textiles Ltd
* Sri Bhagawathy Textiles Ltd
* Chennai Bottling Company [.td
¢ ABT Industries Ltd

2.2.6. EDUCATIONAL INSTITUTIIONS:

¢ The Kumuaraguru College of Technology

®  The Nachimuthu Polvtechnic

¢ The Nallamuthu Gounder Mahalirgam College
» The Sakthi Institute of Information Technology
L

The Sakthi Institute of Technology

(S



2.2.7. SOCIAL SERVICE INSTITUTIONS:

The Nachimuthu Industrial Association
The Voluntary Health services

The V.M.Kailasam Hospital

Sakthi foundation

N.G.R.Charitable Trust

2.3 COMPETITIVE STRENGTHS OF SAKTHI FINANCE METHODS:

L]

Part of the Sakthi group - one of the reputed groups of the scuthern Indian
headed by Dr.N.Mahalingam

Customer base of more than 3 miliion

Experience in hire purchase financing of more than 45 vears

Business focused executives at all levels.

The company is rated by ICRA as MA that means adequate safely.

First in the industry to issuc post dated intercst warrants in cdvance cvery

vear.

2.4 FUTURE PLANS OF SAKTHI FINANCE:

The company is in progress of setting up exclusive software for manlainfng
their efectronic database.

The company has planned to electronically appraise the upcoming credit
proposals with the newly build software.

The company has plans to stretch its market to open new branches i South
India.

The company is in the process of framing new deposit schemes 1o acowmulaie

deposits from its customers.
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CHAPTER - 3
3. MACRO AND MICRO ANALAYSIS

MACRO ANALYSIS:

OVERVIEW OF BANKING AND FINANCIAL INSTITUTIONS:

The banking system in India is significantly different from that of other
Asian nations because of the country’s unique geographical, social. and cconomic
characteristics. India has a large population and land size. a diverse culture. and extreme
disparities in income, which are marked among its regions. There are high levels of

T

illiteracy among a large percentage of its population but. at the same time, the country
has a large reservoir of managerial and technologically advanced tafenss. Between abour
30 and 35 percent of the population resides in metro and urban cities ard the rest is

spread in several semi-urban and rural centers.

As NBFC's come increasing under the regulatory gaze. there wi'l be vacuum
in places where there is no bank and the NBFC is required to fold. Regulators have 1o
cnsure that banking expansion is promoted in these places. NBECs undertake a wide
spectrum of activities ranging from hire purchase and leasing to pure investimems. Moge
than 10.000 reporting NBFCs (out of more than 40.000 NBFCs operating) had deposits
of Rsl, 539 billion in 1995/96. RBI initially limited their powers, aiming o moderate
deposit mobilization in order to provide depositors with indirect protection. I regulate the
NBFCs under the provisions of chapter [1IB of the RBI Act of 1963. which were confined
solely to deposit acceptance activities of NRBFCs and did not cover their functional
diversity and expanding intermediation. This rendered the regulatory framework
inadequate to control NBFCs. The RBI working group on financial companics
recommended vesting RBI with more powers for more effective regulation o NBICs. A
system of registration was introduced in April 1993 for NBFCs with net o-vned funds

(NOF) OF Rs million or above.



The financial system comprises of financial institutions, financial irstruments and
financial markets that provide an effective payment and credit system and thereby
facilitate channelising of funds from savers to the investors of the economy. In India
considerable growth has taken place in the Non-banking financial sector ir last two
decades. Over a period of time they aie successful in rendering a wide range o7 services.
Initially intended to cater to the needs of savers and investors, NBFCs {ater on developed
into institutions that can provide services similar to banks. In India several factors have
contributed to the growth of NBFCs. They provide tailor made services to their clients.

Comprehensive regulation of the banking system and absence or relatively lower
degree of regulation over NBFCs has been some of the main reasons for the growth
momentum of the latter. It has been revealed by some research studics that economic
development and growth of NBFCs are positively related. In this regard the World
Development Report has obscrved that in the developing counties banks hold a major
share of financial assets than they do in the industrially developed couniriest, As the
demand for financial services grow, countries need to encourage the development NBI'Cs
and securities market in order 1o broaden the range of services and stimulate competition
and efficiency. In India the last decade has witnessed a phenomenal increase in the
number of NBFCs. The number of such companies stood at 7063 in 198 at 15338 in
1985 and it increased to 24009 by 1990 and to 55995 in 1993.

The main reason for deposits with NBFCs is greater customer orientation and
higher rate of interest offered by them as compared to banks. With such a dramatic
growth in the numbers of NBFCs it was thought necessary to have a regulatory
framework for NBFCs. Slowly the RBI camc out with set of guidelines for NBFCs. in
one of such step RBI gave definition of NBFCs. According to Reserve Bank
{Amendment act. 1997) “A Non Banking Finance Company (NBFC) means.

~ A financial institution which is a company.

~ A non banking institution which is a company and which has as its principal

business the receiving of deposits under any scheme or arrangement or in

other manner a lending in any manner.
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# Such other non banking institution or class of such institutions as the bank
may with the previous approval of the central government specify. The
definition excludes financial institutions which carry on agricultural
operations as their principle business. NBFCs consists mainly of finance
companies which carry on functions like hire purchase finance, housing
finance, investment, loan, equipment leasing or mutual benefit financial
operations, but do not include insurance companies or stock exciange or stock
broking companies. To encourage the NBFCs that are run on sound business
principles, on July 24, 1996

NBFCs were divided into two classes:

1) Equipment leasing and hire purchase companies (finance companies)
ii} Loan and investment companics.

However, the NBFCs segment of finance was less regulared over a period of time.
On account of the CRB scam and the inability of some of the NBFCs to moet with the
investors demand for return of the deposits the nced was felt by the Rescrve Bank of
India to increase the regulations for the NBFCs. In the light of this background Reserve
Bank of India came out with the guidelines on January 2. 1998. The salient features of
this guideline are given below. The acceptance of deposits has been prokibited for the
NBFCs having net owned funds less than Rs.25 lakhs) the extent of public ceposit raising
is linked to credit rating and for equipment leasing and hire purchase comparnics it can be
raised to a higher tune.

Interest rate and rate of brokerage is also defined under the new svstem. 4
[ncome recognition norms for equipment leasing and Hire purchase finance companics
were liberalized for NPA from overdue for six months to twelve months. 3} Capital
adequacy raised 10% by 31/3/98 and 12% by 31/3/99. 6) Grant of loan by NBIFCs against
the security of its own shares is prohibited. 7) The figuid assets are requited to be
maintained @ 12.5% and 15% of public deposits from 1/4/98 and 1/4/99 respectively,
Modifications also came to these norms over a period of time. The Provisioning norms
for hire purchase and lease companies were changed. Accordingly. credit was 1o be given
to the underlying assets provided as security. The risk weight for investment in bonds of°
all PSBs and FD/CD/ bonds of PFI is reduced to 20%35 By monetary and credit policy for

1999-2000 the RBI has raised the minimum net owned funds limit for new NBICs 1o Rs.
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2 crores which are incorporated on or after 20/4/99. According to the guideline issued on
8/4/99 the company is to be classified as NBFCs if its financial assets account for more
than 50% of its total assets i.e. net of irtangible assets and the income from financial
assets should be more than 50% of the total income.6 By June 1999 RBI had removed the
ceiling on bank credit to all registered NBFCs which are engaged in the principie
business of equipment leasing, hire purchase. loan and investment activitics.7 From:
above brief summary regarding steps taken by RBI for managing NBFC it is apparent
that RBI assigns the priority for proper management of NBFCs keeping in view the
investor’s protection.

In the light of the above regulatory frame work one should like 1o examine
various parameters of different groups of NBFCs. The classifications of NBFCs have
been changed over a period of time. The functioning of difterent categories of NBFCs are
not governed by the homogeneous factors. Therefore financial implication can differ lor
different group of companics. The financial performarice of 10 leasing companics has
been examined by Seem Saggar8 at disaggragate levet and compared with other aroups
of NBFCs for a period of 1985-90.

Moreover, a study by T.S. Harihar9 throws light on the performance of ail NBECs
taken together in terms of cost of debt, operating margin. net profit ntargin. returm on net
woith, asset turn over ratio cic. The study by Seema Saggar does not reflect the overal
performance of NBFCs as it is based on selected 10 companies. The studv by Harihar
reveals the aggregate performance of NBFCs which does not throw light on the financial
performance of different groups of NBFCs. In the light of these limitations. the present
study attempts to examine the financial performance of different groups of NBFCs
separaterly. The present study attempts to examine the relative finaiicial performance of
different groups of NBFCs for the period 1985-86 to 1994-95 in terms ol profitabitity.
leverage and liquidity. The reasons of selecting this period for the purpose of studv arc: a}
During this period the number of NBFCs have flourished by leaps and bounds. b} The
absolute amount of deposits with NBFCs have gone up from 4956.6 crores 1o Res.

85495.1 crores (increase is almost 17 Limes).

Recent years have witnessed significant increase in financial intermediation by

the NBFCs. This is reflected in the proposal made by the latest Working Group on
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Money Supply for a new measure of liquidity aggregate incorporating NBFCs with
public deposits worth Rs.20 crore. For regulatory purposes. NBFCs have been classified
into 3 categories: (a) those accepting public deposits, (b) those not accepting public
deposits but engaged in financial business and (c¢) core investment companies with 90 per
cent of their total assets as investments in the securities of their group/ holding/subsid;iary
companies. The focus of regulatory attention is on NBFCs accepting public deposits.

As per the NBFC Acceptance of Public Deposits (Reserve Bank) Directions.
1998, the quantum of public deposit in respect of NBFCs was linked to credit rating from
an approved agency so as to enable the depositor to make informed decision. The NBFCs
were also encouraged to broad-base their resources through borrowings from banks and
financial institutions, inter-corporate deposits/ loans, securcd bonds/debentures. cte..
which were exempted from the definition of “public deposit™. However. the Associations
of NBFCs and the apex trade bodies brought to the notice of both the Government and
the RBI the problem of assct-liability mismatches caused by frequent downgrading of the
credit ratings of NBFCs and the consequent reduction in quantum of permissible public
deposits. They aiso suggested that smaller NBFCs could be excmpied from the
requirement of credit rating for having public deposits upto a particular limit while larger
NBFCs could be allowed higher limits of public deposits subject to minimum investment
grade credit rating and higher capital adequacy requirements. The Task Force on NBFCs
appointed by the Government of India submitted its report in October. 1998, which
recommended rationalisation of regulations for NBFCs. improvement of the legisiative
framework for protecting the interests of depositors and development of NBFCs on sound
and healthy lines.

Top global financial [wrms which have acquired o footheld v the indian qon-

banking finance companies’ (NBFCs) seement are oA pursuive an BELTC Y S

to expand their reach within the country. Fuilerton india. o subsidiar of @ omosel the

Singapore government’s investment arm. s emerging as one of the mos

players in the financial sector. The firm is now drawing up plans 10 onen 400 e

over the next 12 months to scale up ils operations Trom the current base o0 00 vanvhes.
Other tecent entrants in the NBFC segment include biggies such as A0 ¢ anital wiice

other global players — BNP Paribas and Societe Generale have also enterad e susiness
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The aggressive moves by these firms come at a time when entrenched firms suck
as Citi Financial and StanChart’s Prime Financial have been pursuing a scoerching growih
strategy. Besides, the new players have to contend with local firms — Future Grroup and

Indiabulls which have also forayed into this business during the past fews vears.

HISTORY OF NBFCs IN INDIA:

In keeping with the spirit of financial sector liberalization, efforts were made to
integrate NBFCs into the mainstream of overall financial sector. The first phase of this
process was initiated on the basis of the recommendations of the Shah Committee’s
recommendation could not, however. be given statutory backing because the RBI Act
1934 did not confer the RBI with necessary powers in this regard. An ordmance was
therefore promulgated by the Government in January 1997 cifecting comprehensive
changes in the provision of the RBI Act. 1934 which was later replaced by the Reserve
Bank of India (Amendent) Act. 1997 The Act conferred wide ranging powers on the
RBI for registration, reguiation/supervision, and issue of guidelines and minimum net
owned fund (NOF) of Rs.23 lakh, maintenance of certain percentage ol figuid asset.
creation of reserve fund were prescribed for the NBFCs. In May, 1997, as certain
malpractices pertaining to NBFCs came to light. the RBI took prompt corrective steps
and the financial sector was also resilient enough 1o withstand this shock. The percentage
of liquid assets to be maintained by NBFCs has been revised upward untlorniiy for ali
NBFCs to 12.5% and 15% of their “public deposits’ with eifect from 1.4.1999
respectively. The process of registration of 37.478 NBI'Cs . more than 9000 of whick
have Net Owned Funds (NOF) of Rs.25 lakh and above . is being attended to on top

priority basis.

On January 2, 1998 the RBI issued detailed guidelines regarding norms of
deposits acceptance, prudential norms. etc. for various categories of the NBFCs . These
were later reconsidered and revised guidelines were issucd on Januvary 31, 1998: deposit
entitlement limits were raised in certain cases to minimize hardship without endangermg
the interest of depositors. According to these guidelines an NBFC will have (o obtain the

minimum prescribed investment rating before accepting pubic deposits. The Hmit of
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acceptance of public deposits has been linked to the NBFCs and its rating .Furthermore,

NBFCs with NOF of less than Rs.25 lakh have been prohibited from accepting public

deposits with immediate effect.

Financial Structure:

2

The Indian financial system comprises the tollowing institutions:

Commercial banks

¢ Public sector

s Private sector

» Foreign banks

¢ (Cooperative institutions

I. Urban cooperative banks

S

State cooperative banks

Central cooperative banks

(V8]

Financial institutions

e All- India financial institutions(AF[s)

* State financial corporations(SIDCs)

* State industrial development corporations(S1DCs)
Nonbanking financial companies(NBFCs)

Capital market intermediaries .



MICRO ANALYSIS:

NBFCs are those of companies which are not banking companies but engaged in

the business activities related to loan, finance, investment, leasing, hire-purchase and

other fund based activities. These companies are required to comply with the provisions

of RBI Act and the rules and directions thereof. in addition to the provisions of

Companies Act, 1956.
Statutory definition of NBFCs under the RBI Act:

NBFC is defined under sec 45-1 (f) 1 as under Sec.45-1 (1) “non-banking financial

company”’ means-

l.

2.

)

A financial institution which is a company

A non banking institution which is a company and which has as is principal
business the receiving of deposits. under any scheme or arrangement of in any
other manner, or [ending in any manner:

Such other non — banking institution or class of such institutions. as the bank may
with the previous approval of the Central Government and by notification in the
Official Gazette, specify.

The Act defines™ Financial Institution™ (FI) 43-I(¢) as financial institution means

any non-banking institution which carries on as its husiness or part of its business any of

the following activities, namely:-

I

[

'l

L

6.

The Financing, whether by way of making loans or advances or othervise. ol any
activity other than its own.

The acquisition of shares, stocks. bonds. debentures. or securities issued by a
government or local authority or other marketable securities of a iike nature.
Letting or delivering of any goods to a hire under HIRE PURCHASH agreement:
The carrying on of any class of insurance business:

Managing , conducting or supervising . as [oreman, agent or in any other capacity.
of chits or kuries as defined in any law which is for the time being i force in any
state, or any business. which is similar thereto:

Collecting, for any purpose or under any scheme or arrangement by swhatever
name called monies in fump sum or otherwise. by way of subscripticas or by sale

ol units, or other instruments or in any other manner and awarding prizes or gills.



whether in cash or kind, or disbursing monies in any other way, to persons from
whom monies are collected or to any other person,

Under section 45-1(a) of the RBI Act . 1934 * business of non barking financial
institution2”, is defined in terms of the business of a financial institution and NBFC. Sec:
45-1(a) "business of a non-banking financial institution” means carrying on the busincss
of a financial institution referred to in clause (). An analysis of forgoing provisicns
reveals that except for specifically notified categories. a company that is ¢ FI. or 2 NBI
receiving deposits, alone would qualify as NBFC, A further reading of the definitions of
FI and NBI reveals that for a company to be an NBFC it should either carry on any of the
businesses as enumerated in (1) to (6)of Sec.45-] {¢) or it should otherwise veceive public.

deposits in any manner.

NBFCs with good track record to become private sector banks based on the

following criteria:
I.- The NBFC should have a minimum net worth of Rs.20G crore as per latest
balance sheet , which will increase to Rs.300 crore with in the three years from

th date of conversion.

g

The NBFC should not have been promoted by a Jaree Industrial ilouse or
owned/controlled by public authorities. including Local. State. er Centrzl
Governments.

3. The NBFC should have acquired a credit rating of not less than AAA rating (or its

equivalent) in the previous year.
4. The NBFC should have an impeccable track record in compliance with RBI
regulations/directions and in repayment of public deposits
5. The NBFC should have capital adequacy of not less than 12 perceitt and s net

NPAs should not be more than 3 percent.
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GROWTH FACTORS OF NBFC’s:

Several factors have contributed to the rapid growth of NBFCs in India.
Comprehensive regulation of the banking system and the absence or relatively lower
degree of regulation of NBFCs on the other hand has a significant contribution to this
development.

Further a high level of customer orientation, fewer pre-sancticn and post —
sanction requirements, faster sanctions and simple and speedy tailor made sarvices assure
them a loyal clientele not withstanding higher costs. Besides the higher returns offered by
NBFCs drew a large number of small depositors to them. They work like quasi banks and
provide funds to sectors where a credit gap exists. NBFCs have become an accepted and
integral part of the Indian financial system which did experiment with the direct finance
to the transport to this sector, withdrew and sctiled for indircct finance to this sector
through NBFCs which had a better recovery machinery or experieace. Finance
companies offer a broad range of services to meet the needs of corporate and individuals.
Some of them have, through subsidiaries, taken up stock broking and mutual fund
business. This has also effect of increasing the share of unsecured deposits in the

portfolio of NBFCs.

FUNCTIONS OF NBFCs:

More specifically. an NBFC is a company registered under the companies act
[956, and obtained a certificate of registration U/s.45-1A (5) of the Reserve Bank of
India Act, 1934 and is engaged in the business very much similar to banks and also deals
in shares/stocks/bonds/debenture/securitics issued by Government or local authority or
other securities of like marketable nature. Jeasing. hire purcnasing. insurance business.
chit business but does not include any institution whose principal business is that of
agriculture activity, industrial activity, sales/purchase/construction of immovable
property. A non-banking institution which is a company and which has its arincipal
business of receiving deposits under any scheme or arrangement or any vther manner, or

lending in any manner is also a non-banking financial company.
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FORMATION OF NBFC:

An NBFC can be either a private limited company or a public limited company.
Section 12 (1) of the companies Act, 1956 provides for the mode of forming incorporated
company. The persons who intend to incorporate an NBFC are required to fill in the
concerned box in the appropriate form for incorporating their company as an NBFC
thereby complying with the other requirements of the Companies Act, 1956 like drafting

of Memorandum of Association, Articles of Association etc.
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CHAPTER - 4
4. DATA ANALYSIS & INTERPRETATION

4.1 FINANCIAL PERFORMANCE SAKTHI FINANCE LTD

Financial analysis is the process of identifving the financial strength and
weakness of the firm by properly establishing relationship between the items of the
balance sheet and profit and loss account . There are various methods or techniques used
in analyzing financial statements. the ratio analysis being the most powerful tool of
financial analysis being the most powerful tool for analysis. “A ratio is an expression of

the quantitative relationship between two numbers”.

“Ratios are not ends in themselves rather on a selective basiy. they

help answer significant questions”. -Erich.A. Heifert

PROFITABILITY RATIOS:

I. Return on sharcholder's investment or net w orth

2. Return on equity capital
3. Earnings per share
4. Dividend pay — out ratio

ANALYSIS OF LONG TERM FINANCIAL POSITION:
. Debt — Equity ratio
2. Proprietary ratio
3. Fixed Assets to Net worth ratio
4. Interest coverage ratio
ANALYSIS OF SHORT-TERM FINANCIAL POSITION:

I. Current ratio

ANALYSIS OF CAPITAL STRUCTURE:
I Ratio of current habilities to proprietor’s fund.

2. Ratio of reserves to equity capital.
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4.2 PROFITABILITY RATIO

4.2.1. RETURN ON SHARESHOLDER’S INVESTMENT OR NETWORTH:

Return on shareholder’s investment, popularity known as ROI is tha reiationship
between net profits (after Interest and tax} and the proprietor’s funds. As this ratio reveals

how well the resources of a firm are being used, higher ihe ratio. better are the results.

Net profit (after interest and tax)
ROI = * 100
Shareholders’ fund

2002-03‘ 2003-04 | 2004-05 | 2005-06 2006-07 |
Particulars ; _ l ‘
(In Rs) | (In Rs) (InRs) | (Ia Rs) (In Rs)
\ : MR
NP after interest i ! 3
40006 | 50750 53504 | as2s0 - ogis |
and taxes | i ‘
Shareholders’ fund 222432i 374545 | 378601 | 349582 354689 |
‘ | | S —
ROI 17.98 | 13.54 140311095 276
|- L - i e I, e

* Amount (in iakhs)

INTERPRETATIONS:

The return on shareholder’s lnvestment ratio of the firm has been decreasing from
2002-03 to 2006-07. The ROI ratio for the year 2002-03 to 2002-03 is 17.98 which was
decreased to 10.95 % in 2005-06 is mainly duc to the decrease in net profit afier interest
and taxes by 4% and the increase in shareholder's funds by 71%. The ratio Jecreases to
2.68 % during 2006-07 which is due to the step decreases in the nel profit cficr interest
and taxes by 75%.

The ratio indicates that the profitability position of the firm is not satislagtory.

The return on shareholder’s investment in Sakthi Finance Ltd. is very less.
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4.2.2. RETURN ON EQUT1Y CAPITAL:
Return on equity capital, which is the relationship between profits of a company

and its equity capital. Here also higher the ratio better are the results.

Net profit after-tax preference dividend

Return on equity capital = =100
Equity share capital (paid up)

2002-03 | 2003-04 2004-05 2005-06 ‘ 2006-077

Particulars ! ;
(In Rs) {In Rs) ! (In Rs) (InRs} ' (InRs) |
NP (after tax and | o
preference 400.06 | 403.94 | 48583 382.50 | o114
[
dividend) ; i |
o - s :
Equity Share i ; :
617.06 617.06 | 990.12 | 990.12 Loe0az
capital | 1 i
Return on equity o i
64.83 ' 65406 49.06 i 38.65 D20 '
capital } |
1 1 !

* Amount (in lakhs)
INTERPRETATIONS:

The return on equiiy capital ratio of the firms shows a fluctuaung trend.
The return on equity capital ratio which was 64.77% during 2002-03 increases in net
profit after tax and preference dividend by 9.5%. The ratio decreases by 23% in2004-03
due to an increase in equity share capital by 61%. In 2003-06 the ratio decreases by 2195
due to decreases in net profit after tax and preference dividend by 21%. The ratio
decreases very step by 75% in2006-07 due to decreases in nct profit after ax and
preference dividend by 75%.

in real sense, ordinary shareholders are the real owners of the company. The
above analysis shows that the return to shareholder's of the company are steenhy

decreasing . which affects the image of the firm in the minds of the shareholders”.
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4.2.3. EARNINGS PER SHARE:
Earnings per share is a good measure of profitability.

Net profit after tax — preference dividend

EPS= - —
No. of equity shares

2002-03 2003-04 2004-05 2005-06 2006-67 ﬁ
Particulars i
(In Rs) {In Rs) (In Rs) (In Rs) (In Rs) i
Profit after taxes E ) B i
400.06 403.06 485.83 38250 ¢ 974
and Pref dividend i !
No.of. Eqiuty | :
61.77 61.77 99.21 9921 1 9921
shares i :
- k
EPS 6.48 634, 490 3.86 .98 :

* Amount (in lakhs) o

INTERPRETATIONS:

The EPS shows an increasing trend during 2002-03 and 2003 — 34 and shows

decreasing trend during the remaining periods. The EPS which was 6.48 during 2002-03

have increased to 6.54 in 2003-04 due to an increase in the profit after tax and prelerence

dividend. The ratio has fallen by 25% during 2004-05 due to an increase in the number of

equity shares by 61%. The ratio-has again fallen by 21% during 2035-06 due 10 a decrease

in net profit after tax and preference dividend by 21%. In the vear 2006-07 the EPS has

fallen drastically by 75% because ol the decrease in the prolit by 75%.

The decrease in EPS affects the profitability position of the firm.



4.2.4. DIVIDEND PAY - OUT RATIO:
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Dividend pay-out ratio is calculated to find the extent to which earnings per share

have been used for paying dividend and to know what portion of carnings has been

retained 1n the business.

Dividend per equity share

Dividend pay-out ratio =

Earnings per share

*100

2002-03 2003-04 | 2004-05

2005-06 | 2006-07

* Amount (in lakhs)

INTERPRETATIONS:

- S S S

Particulars i _
(In Rs) {In Rs) | {InRs) 1 (InRs) (It Rs)

Dividend per ] -
2.5 25 | 2i 2.5 0

Equity share | i
EPS 6.48 6.54 4.90 3.86 0.98 |
| |

Pay-out ratio 38.58 3823 | 5102 64.77 o

The dividend pay-out ratio of the firm shows a {fluctuating trend. In the

year 2002-03 the dividend pay-out ratio was 38.58 which decreased to 38.23 due to an

increase in EPS. In 2004-05 the ratio increased by 33% due to a decreascs in EPS by

25%. In the 2006-07 the ratio was 64.77% because of the decreases in EPS by 21%. The

company didn’t declared dividend in the year 2006-07 due to decrease in the not nrofit to

a greater level. As a result the dividend pav-out of the firm is nil in the vear 2006-07.



4.3. ANALYSIS OF LONG TERM FINANCIAL POSITION:

4.3.1. DEBT — EQUITY RATIO:
Dept — equity ratio also known as External-Internal equity ratio. This ts calculated
Measure the extent to which debt financing has been used in a business.
Outsider’s funds

Debt —equity ratio =

Share holder’s funds

2002-03 | 2003-04 | 2004-05 | 2605-06 | 2006-07 |
Particulars ‘ _ f
(In Rs) (In Rs) ‘ (In Rs) (InRs) | (InRs) |
N — J— - i
Outsider’s funds | 16367.02 2095.3 23208.17 | 25436.44 | 24583.68 |
Skareholder’s !; ‘
2224 81 337432 | 374543 3786.01 3493582 |
funds 3 ‘
Debt-equity | _ |
7.36 6.2 ‘ 6.20 6.72 7.03
ratio :
| . _
* Amount (in lakhs)
INTERPRETATIONS:

The ratio which was 7.36 in 2002-03 decreases to 6.2 in 2003-04 and 2004-03 due
to the proportional increases in outsiders” funds and shareholders’ funds. In 2005-06 the
ratio again increases to 6.72 due to an increases in outsiders’ funds by 10%. During 2006-
07 the ratio increases to 7.03 due to a decreases in shareholders’ funds( This nappened
because of'decreases in the reserves and surpius of the firm).

The ratio 1:] or 2:1 may be usually considered to be satisfactory ratio. Bun in the
Business of money and raising more debt resources indicates an ability to ra’se resources

and the willingness of the firm 1o accepts the risk associates with the debt.
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4.3.2. PROPRIETORY RATIO OR EQUITY RATIO:

This ratio establishes the refationship between shareholders® funds to total asset of
the firm. This is an important ratio for determining long term sofvency of a ~irm.

Shareholders’ Funds

Proprietary ratio =

Total assets — miscell expenses

2002-03 | 2003-04 - 2004-05 1 2005-06 { 2006-07
Particulars i

| |
(InRs) | (InRs) ! (InRs) . (InRs) | (InRs)

| : i

| ‘ | : i

| 337432 | 374545 378601 | 319582 |
i | |

Share holders’ funds 222481

(8]

Total Assets Miscell i , 5
257, 2429639 1 269024 | 291777 PO2R04T 38
Expenses | ! | :

Proprietary Ratio 99 1389 . 13.92

* Amount (in Jakhs)

INTERPRETATIONS:

The proprietary ratio of the firm shows 2 fluctuating  trend.
Itis very clear that the firm is using very less amount of shareholders™ funds to purchase
assets tor the company. In 2006-07 the ratio is onty 12.47%. So the long term solvency

position of the company is not satisfactory.
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4.3.3. FIXED ASSETS TO NET WORTH:
The ratio establishes the relationship between fixed assets and sharehoiders’ finds.
The ratio of fixed asset to net worth indicates the extent to which sharcholders’ funds are

sunk into the fixed assets.

Fixed Assets (after depreciation)
Fixed Asset to Net worth = . *100
Share holders’ funds

T 2002-03 | 2003-04 | 2004505 | 2005.06 1 2006-07 |
Particulars i | : ;
(In Rs) ’ (In Rs) (In Rs) | (In Rs) ' (In Rs) |
| - T

Fixed Asset 3233.97 | 3740.67 4058.20 i 3881.50 ; 349131
S 1 S S ——
Sharcholders’ funds | 2224.81 337432 374545 l 3786.01 349582 |

Fixed assets to net | | ’ l
worth \

! |
L | SR D
* Amount (in lakhs)

INTERPRETATIONS:

The ratio of fixed assets to net worth shows a decreasing trend from 2002-03 to
2006-07. Here for all the years the ratio is more than 100%, it implies that ovwners funds
are not sufficient to finance the fixed asscts and firm has to depend upon outsiders™ to
finance the fixed assets . The ratio which was 145.36% during 2002-03 decreases 1o
110.86 due to an increases in shareholders funds by 52% during 2006-07 th> ratio was
10.27% which was more than 0.20% when compared with the previous veat.

This ratio shows that the financial soundness of the firm is not satisfactory
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FIGURE 4.6
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4.3.4. DEBT SERVICE RATIO OR INTEREST COVERAGE RATIO

Debt service ratio is used to test the debt-servicing capacity of a firm. This ratio is

also known as Interest Coverage ratio. It indicates the number of times interest is

covered by the profits available to pay the interest charges. Generally. higher the ratio.

more safe are the long-term creditors because even if earnings of the firm fall. the firm

shall be able to meet its commitment of fixed interest coverage ratio may not be good for

the firm because it may imply that firm is not using debt as a source of finance so as to

increase the earnings per share.

Debt service Ratio =

Net profit (before in and taxes)

Fixed Interest charges

2002-63 | 2003-04 - 2004-05 . 200506  2006-87
Particulars - 3.

(In Rs) (InRs}y | (IaRs) (In Rs) i (In Rs)
NP {before Interest | k

2438.87 316215 | 4128.08 447590 © 4434.63
and taxes) i
Fixed interest - I

2038.81 2654.21 1 3592.25 4036.74 442529
charges ‘
Debt service ratio : -
or Interest coverage I.2 1.2 ‘ 1. [.1 1Oz

ratio

* Amount (in takhs)
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4.4 ANALYSIS OF SHORT-TERM FINANCIAL POSITION:
4.4.1. CURRENT RATIO:

The current ratio is the ratio of total current assets to total curren liabilities.lts
used as a measured of general liquidity to analyses short-term financial position. This
ratio is known as working capital ratio. As a conventional rule, a current ratio of 2:1 ic

considered to be satisfactory.

Current assets

Current ratio = -

Current liabilities

* Amount (in lakhs)

INTERPRETATIONS:

The current ratio of the firm shows a fluctuating trend. The current ratio tor the
year 2002-03 is 7.34 which was decreased to 5.55 in 2003-04 is mainly duc to an
increases in current liabilitics by 86% whereas increases in current liabilities by 86%
where as increases in current assets is only 40%. The ratio is decreased (o 5.7 in 2004~
05. During 2005-06 this ratio has increased to 5.67 due to an increase in current asset by
8%. The ratio again increases to 6.33 in 2006-07 which is mainly due 0 decreases in
current liabilitics by 17% and a decrease in current assets is merefy 8%,

A relatively high ratio is an indication that the (irm is Hquid and has the abitity 1o

pay its current obligations in 1ime as and when they become due.

1

2002-03 2003-04 2004-05 | 200506 | 200667
Particulars i |
{In Rs) {In Rs) - (In Rs) (In Ks) I! (i Bs)
Current f '_mﬁ_—ﬁ_
16430.80 23059.90 | 2558258 | 27599.99 | 254706.69
Assets | I
Current | | - T
b 2238.77 4157.95  + 3066.19 4868.85 1 402220
Liabilities | | | |
- — b +o -
Current | | :
7.34 ‘ 5.35 5.0t ' 3.67 | 5.33
Ratio !
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4.5 ANALYSIS OF CAPITAL STRUCTURE:

4.5.1. RATIO OF CURRENT LIABILITIES TO PROPRIETORS’ FUND:

A

The ratio of current liabilities to proprietors’ funds establishes the reiationship

between current liabilities and the proprietors’ funds and indicates the amoun: of fong-

term funds raises by the proprietors as against short-term borrowings.

Current Liabilities to

Proprietors fund ratio =

Current Liabilities

Sharehelders™ funds

1040

2002-03 2003-04 | 2004-05 2005-06 - 2006-07
Particuiars .
(In Rs) (I Rs) {(In Rs) {In Rs) {In Rs}
Current , S
2238.77 4137.95 5066.19 4868.85 40722 28
Liabilities
Shareholders’ o
funds 222481 3374.32 374543 3786.01 3293 82
Current -
Liabilities to
100.63 123.44 135.26 128.6 | {15.06
proprietors i
fund ‘
* Amount (in lakhs) I
INTERPRETATIONS:

The ratio is showing a fluctuating trend generally the [esser ratio preferable for

the firm. During 2002-03 this ratio is 100.63%. This is increased by 34% in 2004-05 d

ue

to the increase in current liabilities by 12.6%. From 2005-06 financial years onwards it is

showing a decreasing trend. It is betler for the firm to reduce the short term Habitities in

their capital structure.
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4.5.2. RATIO OF RESERVES TO EQUITY CAPITAL:

L
o

The ratio establishes relationship between reserves and equily share capitai.

The ratio indicates that how much profits are generally retained by the firm “or further

Growth, higher the ratio, generally, better is the position of the firm.

Ratio of reserves of equity capital:

Reserves

Equity share capital

2002-03 20603-04 | 2004-05 | 200506  2006-07 |
Particulars ' : !
(InRs) | (ImRs) | (InRs) (In Rs) {in Rs)
Reserves 1607.15 | 1856.66 | 275332 | 2793.88 2503.69
i —————
Equity share
L 61766 | 617.66 1 992.13 592,13 999, 3
capital : ' :
___ﬁ_ﬁ_J‘_fﬁ._.,,__ ______ T S o
Ratio ‘ 26 | 3.0l 278 1 282 232
* Amount (in lakhs) T T
INTERPRETATIONS:

Reserves to equity capital ratio of the firms show a fluctuating trend. During the

year 2002-03 it shows an increasing trend. In 2004-05 this ratio fallen by 84 due to the

61% increase in the share capital. In 2003-06 it ncreased to 2.82 times,

again fallen to 2.52 in the 2006-07 financial year because of the decrease

by 10%.

Ivis ratio has

n the reserves



4.6 FINANCIAL SEGMENT (2002-2007)

LA
|5

WORKING | WORKING \ TOTAL GROWTH BUSINESS | GROWTII | QOPERATIC GROWTH
FUNDS FUNDS REPORTED | GROWTH | DEPLOYMENT \ VOLUME I eFowrr
|
WF GROWTIH NETPROFIT ASSETS
WE-(7 RNP RNP-(; TA TDA-CG ‘ By BYy-¢; Op -0
Rs. cr % Rs.  ¢r Yo Rs. r Yo ‘ Rs. ¢r Yo Hs, or ) o
— [ —————
1. 156.88 826 140 1538 128.96 812 | 11.59 23.80 183 P
2, 1166.86 30.57 3443 -1.88 [118.41 2210 | 27433 2232 38.73 113
3. 522.58 26.36 22.10 7.59 312.78 23.83 ‘ 139.26 37.07 2414 EEE
1. 165527 21.09 68.67 5,78 1604.31 2042 42007 26.04 70.08 905
|
3. 202 22 841 3.82 22873 279.91 867 1 5330 13.02 176 -19.87
COMPANY'S:
1. Asnnamalai Finance
2. Ashok Leyland
3. Cholamandzalam
4. Sundaram Finance
5. Sakthi Finance
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4.7 OPERATIONAL SEGMENT (2006-07)

J TD/RNW | TD/RNW-G BL/OY BL/OF—(:" AR/BY ‘ AR/BV-G | TDPWF {'I‘D}’!\\'l-~(;—TWTF‘-[;—]_\_y“‘—}:_(T—
‘ TEMES % ‘ % % ‘| % ‘| Y Y | Yo o 7_; _____ |
285 7.55 \ 25.70 J-25.55|‘ 31.86 | 41.3@‘?9@ | ﬁ;?ﬁ?_mi
2] 6.14 14.13 M.QW # 2522 | 36.82 21.84 JLTZ | iail_héﬂ R
3. 2.90 18.85 | 6224 " 3.6m5—| 473 1845 (26. S | 847 |
4. 4.8 361 | 167.65 |-10.96|‘ 40.98 ! 1124|4405 939 T35%6 im0
5 6.8 828 | 737 | 434 | 4486 | 226 | 7487 | 3.08 | 2237 1 iny
I — L ! -
TD - TOTAL DEBT BV — BUSINESS VOLUME
RNW — REPORTED WOR'TH TDP -~ TOTAL DEPOSI™
BI. - BANK LOANS WF — WORKING FUNES
OF — OWNED FUNDS BV — BUSINESS VOL{NME

AR~ ACCOUNT RECEIVABLE

INTERPRETATIONS:
1. TOTAL DEBT/ REPORTED NET WORTH:

This ratio expressed as a number. The corresponding ratio in g manufacturing
concern is termed as the debt — equity ratio. Traditionally a low ratio fetches a high rank
for a company. But the researcher feels that since the finance companies are in ihe
business of money and raising moie debt resources indicates an ability to raise resources.
As a result the higher ratio is beneficial for them. Debt — equity ratio is high in Sakthi
Fiance Ltd.. Cholamandalam [inance and Annamalai Finance s usirg less deht
Although for the finance companies, using more debt s beneficial. they should be in

position to bear the risk associated with debt financing.
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2. BANK LOANS /OWNED FUNDS:

A high ratio indicates a finance company’s borrowing and bargaining power
with the banks. In his case, Sundaram finance limited ranks first, for them the ratio is
167.65% and for Ashok Leyland finance it is 149.27%. It reveals that these companies
are very successful in getting loans and advances from banks. For Shakthi ¥inance

Limited this ratio is satisfactory when compared with other companies (73.7%).

3. ACCOUNT RECEIVABLE/BUSINESS VOLUME:

This ratio indicates the proportion of business volume locked up account
receivable. A low ratio indicates better accounts receivables planning and management.
The ratio for Annamalai Finance Limited is only 31.86%, this how's their better account
receivables planning and management . But in the case of Cholamandalam Finance it is
101.06% . This shows that the receivable turnover of the co.. is poor, whic will affect
the short term financial position of the company to a greater extent. For Sakthi Finance

also it is comparatively high (44.86).

4. TOTAL DEPOSIT/WORKING FUNDS:

A high ratio indicates a finance company's ability to mobilize deposits. In a
sense, the ratio mirrors the strength of the finance company’s brand equityv. “or Shakthi
Finance limited, this ratio is 74.87% .In this ratio Sakthi ranks first. It shows Sakthi's
ability to mobilize money from the public and the brand cquity is also very strong, This

ratio is very low for Ashok Leyland Finance it is only 31.52.

5. BUSINESS VOLUME/WORKING FUNDS:

This ratio helps to find out whether 2 [nance company generated crough
business volume in relation to its working funds. This ratio is good detector of ideat funds
and a reflector of slackness in operations. Thus ratio is more or less uniform for all the

companies. For Sakthi it is 22.37% it is the fowest when compared with other campanics.



4.8 PRODUCTIVITY SEGMENT (2006-07)

TD/RNW TD/RNW-G BL/OF BL/OF-G AR/BY ARBY- ‘ TOPAVE { THP/WE-G ‘ BY /AW | BVWF-(;
TIMES | ! l
Lo\ 285 | 755 | 2570 | -25.55 | 3186 | -1138 Jl_49 60 hlo 03 7—%.:1 | 1442
20 614 1413 1149271 2522 [36.82 | 2084 | 315 \ 6537 |7*?T'"_ 6.41
3.1 290 | 1885 | 6224 | 363 ‘|101.65 -9.05 [ 473 | 1843 \verm 847
| _—
4| 481 | -361 |167.65 -10.96|J 40.98 i-n 24 l 44.05 |‘ 939 |2538 | 1.10
5.1 68 828 | 737 | 434 { 44.86 | =229 y 7487 | 3.08 12237 424
| l I

TD-TOTAL DEBT

RNW - REPORTED NET WORTH

BL - BANK LOANS

OF - OWNED FUNDS

AR —ACCOUNT RECEIVABLE
INTERPRETATIONS:

N S

BY — BUSINESS VOLLME
TDP-TOTAL DEPOSIT
WE- WORKING FUNDS

I FINANCIAL CHARGES/ WORKING FUNDS:

This ratio helps us to know the active finance operations of a firm. Higher the

ratio better are the performance. After comparing Sakthi and Annamallai Finance in the

year 2006-07 Sakthi's performance is good.

2. FINANCIAL CHARGES/ BUSINESS VOLUME:

This ratio indicates a finance company’s ability to source cheap funds.

the ratio, higher at their ability to mobilize funds for cheaper cost for Sakthi I'in

Lower

nee

this ratio is 71.05% ie. out of the too! income they are paving 71.05% as Finance
|

Charges .

source cheap funds.

But in the case of Annamallai it is 61.64%, this indicates their abitity to



3. TAX SHELTER:

This is calculated by a company for the purpose of tax planning. A high ratio
indicates a larger scope for a company for bottom line improvements in future. In the
year 2006-07 tax shelter pf Annamailai Finance Lid - is when high compared to
Sakthi Finance Ltd, which indicates better quality of profits for Annarulai which are
secured by tax payments . With their help of this ratio a fiem can decide shout

rationalization of corporate taxes.
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4.9 PROFITABILITY SEGMENT (2006-07)

[ RNF/WF- | oPAvE. N _ O [N —
RNPAWF . OP/WF RNPIOF | RNP/OF- | OPiOF | LiGe I N V'l R
% ¢ %, % .G % o v,
L34 [ 0 I H ! LY I
.| 2.80 | -22.01 [ 3.16 | | 2344
! *l___ —_—— J_i__AI‘
2 295 | -2494 | 332 J -13.5 \ 21.08 | \ -15.78 [ | 23.72 LS -12.6 | 17.94
3. 423 | -14.89 | 4.62 r -18.0 | 165 3.31 ]_8 03 | | 24. 87 12.21 \ 7.56 |
4 415 | -12.63 | 428 [ -9.89 ’ 24.09 | -15.03 | 24 84 | 204 [ 12.21 ﬁI 32,
T I E G S -
u 131 | 3417 | 1.63 ( -25.9 | 10.21 | -29.63 . -20.9 | 18.87 [ 38.34 40,01
RNP-REPORTED NET PROFIT GB- GROSS BLOCK
WF — WORKING FUNDS GLA — GROSS LEASED ASSITS
OP — OPERATING PROFIT Li- LEASE INCOME

OF — OWNED FUNDS

INTERPRETATIONS:
L. REPORTED NET PROFIT/WORKING FUNDS:
A high ratio is a good indicator of profitability. For Cholamandalam Finance it iy
4.23%, i.e reported net profit is 4.23% of working funds. Sakthi Finance is shewi ng
Lower ratio when compared with other companies. This shows their mability 16 make
good profits. Another i tmportant point is that for all the companies this ratic is siowing a
Negative growth rate. It was mainly due to the overall economic recession that prevailed

in the country.

2. OPERATING PROFIT/WORKING FUNDS:

This ratio is a good indicator of profitability at the operating level. This ratio is
also very high for Cholamandalam and Sundaram Finance. For Sakthi Fingace this s
merely 1.63%, it shows that the operating expenses of Sakthi Finance 1td. 1s high. In this

case also. the growth rate is negative for all the companics.
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3. REPORTED NET PROFIT/OWNED FUNDS:

This ratio is the equivalent of the return on net worth ratio used in other industries.
it is a good indicator of profitability and return on shareholder’s funds. Sakthi Finance
gives only 10.21% return on share holder’s funds. but its competitor, Sundaram Finance

gives 24.09%.

4. LEASE INCOME/GROSS BLOCK:

A high ratio indicator how active is the leasing division and how profitable are the
divisions operations. Gross block means gross value of fixed assets. Cholamandalam and
Chif’s performance is very good when compared with other companies, this shows their
strength and profitability in the feasing division. For Sakthi Finance this ratio is i8.87% .

but the growth rate of this ratio is high in Sakthi Finance I.td.

5. LEASE INCOME /GROSS LEASED ASSETS:

A high ratio indicates not only the health of the leasing divisions. but more
importantly reflects the divisions competitiveness with in the mdustry. For Ashok
Leyland finance this ratio is 17.94 % more over the growth rate is also nezaiive, This
shows the leasing activities if the firm are not satisfactory when compared with other
competitors . IN the case of clif this is 3]1.4% this indicates their strength in this arca. For
Sakthi the growth rate is 40.01% this depicts that now they are concentrating more on

profitable leasing activities.



4.10 PRODUCTIVITY SEGMENT (2006-07)

FC/WF FCAWE-( FO/BY )
\ FOAV-G
Y Ya | Yo ; I .
LANNAMALAI [ ] '
15.31 29.09 | 57.75 12.77
FINANCE | |
2.ASHOK LEYLAND 15.09 -0.83 | 6448 589
| . o
3.CHOLAMANDALAM ' ; | ;
12.28 1992 | 46.08 | 10.53 ;
& FIN .CO | | ;
——— —
4.SUNDARAM , | ;
13.75 6.18 | 5417 241
FINANCE |
J —
| 5- SAKTHI FINANE 14.62 | 5.56 | 6538 | 125
[ : - -

FC—FINANCE CHARGES  WF -~ WORKING FUNDS
BV - BUSINESS vOLUME
INTERPRETATIONS:

I. FINANCE CHARGES/WORKING FUNDS:

A high ratio indicates how active and a live are the finance company’s
operations. This ratio is higher for Annamatai’s Finance Ltd {15.31%).1. shows that
they are very active in business with a less amount of working funds. But in the case
of Cholamandalam Finance. this ratio is ony 12.28%. 14.62 of sakthi ratio i«

comparatively satisfactory.

2. FINANCE CHARGES/BUSINESS VYOLUME:

Business Volume is nothing but gross revenue or total income. This ratio
indicates a finance company’s ability to source cheap funds and also its ability to
strike the right balance between the need for the need for funds and the cost of funds.
Here the companies have becn ranked in the descending order. For Cholamandaiam
Finance this ratio is only 46.08% ic. out of the total income they are spending only
46.08% as finance charges. This shows their ability to source cheap funds. In the case
of’ Ashok Leyland Finance and Sakthi Finance this ratio is 64.18% and G3.38%
respectively. These companies are spending majority of their income lor finance

charges. This exhibits their inability to mobilize funds at a cheaper rate.
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COMPARATIVE ANALYSIS FO THE FINANCIAL YEAR 2006-67

SAKTHI Vs ANNAMALAL:

“NOTHING IS GOOD OR BAD BUT BY COMPARSION”
- THOMAS FULLER

This comparative study tries to evaluate the performance on 2 four-dimensional
dynamic grid covering Financial, Operational Profitability and productivit: parameters.
The researcher took Annamallai Finance [ .1d. For comparison because of the eliowing:
Both the companies are operating under the Medjum Categury.

I." Both are Coimbatore bhased compariies.

2. Both the companics cnjoy the same credit rating.
(Sakthi MA+ Annamalaj FA+)
3. Moreover, the 2006-07 data arc available for boih the companies.



4.11 FINANCIAL SEGMENT (2006-07)

WORKING o
WORKING REPORTED GROWTH TOTAL |, GROWTH BUSINESS \ i }
FUNDS ! ‘ GROWTLH OPFRATING GROWT
FUNDS NETPROFIT DEPLOYED VOLUME ) .
GROWTH ‘ | | ! PROFIT |
ASSETS

Rs. Cr

Rs. Cr Rs. Cr ‘ Rs. Cr | Rs. Cr ! Rs. “r [ Rs. Cr ‘ -~ T b
| ‘_g_i_iﬁ_‘_ —
LSAKTH ‘ |

l _ |
| IFINANC 280.80 -3.91 0.97 -74.61 | 26934 | -3.77 | 6321 : -037 0 3260 1030
E | i !
; N —f ___4___,,7__t7 S -

ANNAM ’ ’ ' ! !

ALLAL ‘ 170.57 8.73 1.60 ‘ -63.64 [ [52.07 ‘ 17.92 | ared 1 208 4.26 -13.94
FINANC i ' !
E L | | ! | ! |

L | _L___A_J__;_,_“-;_ e © —_—

INTERPRETATION:
I. WORKING FUNDS (WFy:

Working funds are total resources of a finance company. Here the sworking
funds of both the companies as on 31.03.07 are depicted. The Working Fands of Sakthi
Finance Ltd is 39% higher than the Annamallai Finance Ltd. This shows Sakthi's total
resources strength over Annamallai. But in the case of the growth of working funds.
Sakthi Finance has negative growth rate (-3.91), where as Annamallai has 4 positive

growth rate (8.73%).

2. REPORTED NET PROFIT (RN):
Reported net profit is the basic indicator of financial company”s protitability,
Here performance of Sakthi is poor when compared with Annamalai’s. The RNP is 63%
lesser than Annamalai’s. In the case of growth rate both the companics show a decreasing

trend. However Sakthi’s growth rate is lesser (~74.61).

3. TOTAL DEPLOYED ASSETS (TDA):
Total deployed assets of Sakthi Finance 1.td. is higher by about 449, mainiy
due to the high working funds. But when we compare the growth rate for sukthi i is -
3.77% & for Annamalai it is 17.92% This shows Annamalai is improving their otz

deployed capabilitics, while Sakthi’s deployment capabilities are decreasing.
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4. BUSINESS VOLUME (BV):

A high Business Volume reflects the ability of a finance company to deploy
its funds and generate constant streams of income. BV is nothing but the gross revenue
The Business Volume of Sakthi Finance Lid. is GS 12 crore which iy higher than

Annamalai’s by 38%.

5. OPERATING PROFIT:
This shows a finance company’s operating efficiency. Operating profit of sakthi

finance Itd. Is higher by 1.00 crore rupees. while its growth rate is 10.50%,
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4.12 OPERATIONAL SEGMENT (2006-07)

TD/RNW- I :

TD/RNW BL/OF¥ | BL/IOF-G | TDP/WF ‘ :
G TOPAWF-G | BVAWFE | Bviwg.g |

TIMES % % | % ! | ‘
% |

\
|
L
!

I.SAKTHI FINANCE 7.03 3.38 81.28

| i _ _ -
10.28 " 7404 1 2093 123719 347

— | _
2. ANNANALLAI ] ; o
30411018 | 52,16 | 102.96 | 49.5 | -020  23.83 10001
FINANCE LTD { | :
N —_
TD - TOTAL DEBT BV - BUSINESS VOLUMI-
RWW —~ REPORTED NET WORTH] TDP - TOTAL DEPOS!T
BL - BANK LOANS WF — WORKING FLNDY
OF — OWNED FUNDS BV — BUSINESS VOLIME

AR —ACCOUNT RECEIVABLE

INTERPRETATION:

1. TOTAL DEBT/REPORTED NET WORTH:
This ratio is a proof of a company’s ability to leverage its act wort
effectively. For Sakihi it is higher by 55% But the company will have to bear risk w hen

using more debt in business,

2. BANK LOANS /OWNED FUNDS:

This ratio reflects the [inance company’s dependence on the banking sector
for resources. A high ratio indicates a finance company's borrowing and bargaining
owner with the banks. In the case of Sakthi Finance. tiis ratio is $3.28% while in the case
of Annamalai it is only 52.16% But when we consider the growth rate it is 102.96% for

Annamallai and only [0.28% for Sakthi,
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3. TOTAL DEPOSIT/WORKING FUNDS:

This ratio mirrors the strength of the finance company’s brand equity. Qut of
the total working funds in Sakthi Funds [td.74.17% constitutes of total deposit. This ratio
is more than Annamalai’s. So we can say that the brand equity is more for Sakthi Finance

Ltd.

4. BUSINESS VOLUME / WORKING FUND:
The business volume for both the companies is more or less the same. The
two firms were able to make only 23% of working funds as business velume. Bur it

seems of growth rate Annamalai’s is for behind Sakthi.



4.13 PROFITABILITY SEGMENT:

r RNP/WF | RNP/WF-G | OP/WF | OP/WF-C | RNP/OF \ RNPAVF-G T OP/OF I‘ OPIOF-C ‘I LUGEB
' % % % % i % | % %o w | ey
S ] _— . ) - —_— S 7|_ — 1 — —
I.SAKTHI | | | o F
‘ 0.34 © -74.05 .87 14.72 2.70 | -73.56 1 1463 - 1502 1820
 FINACNE | | : |
| | | _ s - I
| 2ANNAMALLAI ! _ | L

0.93 \ -66.73 2.50 | -20.89 3.88 ~64.11 ' 10.33 C-15.05
LﬂNANCE | | | |

RNP — REPORTED NET PROFIT
WF — WORKING FUNDS

OP -~ OPERATING PROFIT

OF - OWNED FUNDS

INTERPRETATION:

GB - GROSS BLOCK
GLA —GROSS LEASED ASSETS
LI —LEASE INCOME

1. REPORTED NET PROFIT/WORKING FUNDS:

A high ratio is a good indicator of profitability .the table . This ratio is & fool reof

indicator of excellent utilization of resources. From the table we can find that. for bath
the companies this ratio is below %, this shows their working funds. But comparatively
Annamalai”s performance is better. Another Important point is that both the companies
showing a higher negative growth rate in this ratio mainly due to the new Ri3 regufations

and over all economic recessions prevailing in the country.

2. OPERATING PROFIT/WORKING FUNDS:
This ratio is a good indicator of profitability at the operating level. For Sakthj

Finance Lid. this ratio is 1.8%, but in the case of Annamallai it is 2.30% his shows

operating expenses of Sakthi Finance L, is high. At the operatinz level also

Annamalai’s performance is comparatively better.

LiGB-G

2024 ' _113.24
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3. REPORTED NET PROFIT/OWNED FUNDS:

This ratio is also called as reported net profit to reported net worth (RNP/RN W,
Itis a good indicator of return on shareholder’s funds. Here Annamalai’s RNP/OF ratio is
higher by 43.7% than Sakthi’s. The growth rate for this shows a greater decreasing 1rend

for both companies.

4. OPERATING PROFIT/OWNED FUNDS:

This ratio is an indicator of shareholder’s return at the operating level.
Shareholders’ return at the operating level in Sakthi is 14.63% and for Annamalaj
10.33%.This shows that for the year 2006-07 shareholders’ return at the aperating level is

higher for Sakthi Finance Ltd.

5. LEASE INCOME TO GROSS BLOCK:

A high ratio indicates how active is the leasing division and how rrofisble are
the divisions operations. Gross block is nothing but gross value of fixed assets. For
Saktht Finance Ltd. This ratio 18.20% for Annamalai it ts 20.24%. This shows (hat

Annamalai’s leasing operations are active and profitable than Sakthi's.
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4.14 PRODUCTIVITY SEGMENT (2006-07)

rr e FCBY vt e rva
FCAWE FC/WF-G iy ‘ FO/BY-G | TAX SIIELTER |
% o \ ! ’ o, I CRORES |
| Lo
Sakthi ; _ !
16.48 [2.72 | 71.05 ’ 8.67 .13 |
finance i | . |
Annamallai ﬁ—_'—fx'_ﬁ T
[4.69 61.64 : 61.64 6.74 G116 '

finance | ‘[ l

FC — Finance charges
WF — Working Funds

BV - Business Volume

INTERPRETATIONS:
l. FINANCIAL CHARGES/WORKING FUNDS:

This ratio helps us to know the active finance operations of a [irm. Higher the
ratio better are the performance. After comparing Sakthi and Annamalai in the vear 2006-

07 Sakthi’s performance is good.

2. FINANCE CHARGES/ BUSINESS VOLUME:

This ratio indicates a finance company’s ability to source cheap funds. Lower the
ratio, higher as the ability to mobilize funds for cheaper cost for Sakthi Finance this ratio
is 71.05% as finance charges. But in the case of Annamalai’s it is 61.68% this indicates

their ability to source cheap funds.

3. TAX SHELTER:

This is calculated by a company tor the purpose of tax planning. A high ratio
indicates a large scope for a company tor bottom line improvements in future. In the year
2006-07 tax shelter of Annamalai finance Ltd. is when high compared to Sakthi Finance
Ltd, which indicates better quality of profits for Annamalai which are secered by tax
payments. with the help of this ratio a firm can decide about raitonalizaiion of corporate

taxes.
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CHAPTER -5

5. CONCLUSION

The working capital of the Sakthi Finance Limited Is in a good and acceprable
position. The study reveals that the firm has increased sales, which results in the
increased profitability. Though there was slight increase in the financial vear 2004-05.
still the overall market capitalization was high. which shows that the company has a good
growth trend. Thus the company ensures the shareholders wealth maximizasion. which 15

the major objective of the company.
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3.1 FINDING

Net worth of the company has increased substantially in period cf 5 vears that
was compared from 2002-06, The market capitalization of the company has increased
tremendously from 2002-06, Efficient inventory management was revealed through the

inventory turnover ratio.

I. It is found that after all these vears of existence. Non-banking finance
companies(NBFCs) are having an tdentity crisis. The role which NBFCs are expected to
play in the country’s financial system is now a matter of intense debate, and no clear-cut

solutions have yet emerged.

2. The Reserve Bank of India had on January 2, 2007 announced o set of
guideline for the NBFCs sector and linked deposit mobilization to credit rating which
severely hampered the growth prospects ot the industry. The Central Bonk however,

relaxed some of these guidelines on January 317 2007.

3. According to the new RBI regulations — NBFCs with net cwned (unds of

lessthan Rs.25 Lakhs are prohibited from accepting public deposits.

4. The NBFCs are subjected to maximum interest rate ceirling of 16% on

deposits.

5. Itis found that NBFCs accepting pubfic deposits compuisorily are rcquired to

Submit to RBI half-yearly / annual statutory return and financial statements.

6. The AAA rated leasing / hire purchase companies can raised deposits up o 4
times of their Net-Owned Funds (NOF]. those rated AA 2.5 of their net-owned funds and
those rated A up to 1.5 times of their net-owned funds.

There are four credit rating agencies giving rating to NBFCs in Indja CRISI . [CRA.

CARE, and DUFF and Phelps credit rating (p) Itd..
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It is found that difference in opinion are existing among credit rating
agencies.(E.g: Cholamandalam — MAAA by ICRA | and FAA+ by CRISIL). It is
found that the sluggishness in the automobile industry affected  the
performance of NBFCs.

The study shows that the profitability position of Sakthi Finance Lid.. in terms
of return on shareholder’s investmeni . return on equily capital. carnings per
share is not satisfactory . [t shows a decreasing trend.

It is found that the financial soundness of Sakthi Finance Lid. Is good on the busis
of debt-equity ratio , current ratio and reserves to equity capital ratio.

It is found that the major are of application of funds of Sakthi Finance Lid.. is the

loans on hire purchase and leasing of assets.

. The study of the financial segment of all companies under consideration Shows

that working funds, total deployed assets and business volume exhibits a Desitve
growth trend where as the reported net profic and operating profi. exhibits a

negative growth trend.

- The growth rate of the RNP/WFE. OP/WF. RNP/OF.OP/OF ratios of all companics

in the profitability segment is showing a decreasing trend . The performance of
Sakthi Finance Limited in this segment is not satisfactory.
The comparative study with Annamaliai Finance Ltd.. for the financial vear 2006-
07 reveals that,

a. In the financial segment Sakthi’s position is very strong

b. In the operational segment too they have a strong position but i1¢

comparative growth rate is less.
¢. [n the profitability segment Sakthi is so good,

d. In the productivity segment Sakthi’s performance is not salisfuctory

9. The Internal Rate of Return {IRR) uader which Sakthi Finance is operuling is

higher than its competitors in the market.
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3.2 RECOMMENDATIONS:

* The debtors turnover was found to have a decreased trend which was mainly due
to the increase in the price of the product.

¢ The sales which were declined in the last year due to rise in the pricc could be
increased by decreased the price of the product.

SUGGESTIONS:

GENERAL:

* The government and RBI should take initiative for starting deposit insurance
scheme for the deposits of NBFCs.

* The RBI should educate the public about the new regulations or NBFCs
through different media.

* NBFCs with a net worth below Rs. 5 crore shouid be exempted trem credit
rating.

* The association of leasing and financial services companies(ALEFS) should take
quick steps to start a self-regulatory organization (SRO) for hire purchase and
leasing companies. The state governments should set-up cells at the state capital
and district centres to disseminate information on redressel of the orievances of
NBFC deposit holders.

.

The Reserve Bank of India should take steps to standardize the balance sheet

structure for non banking companies.
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