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ABSTRACT

This study is on performance assessment of firmthénautomobile industry using ratios as the tdamalysis.

Three companies in the automobile industry of Jagr@nselected for the study for six years from 2@1@015. The
companies are Honda Motor Corporation, Mazda M@orporation, and Toyota Motor Corporation. Datalexilon is

from published annual reports from the companiesbsites. The study shows that TMC is the mostiefficin assets
utilization due to the high inventory velocitiescoeded by the company. Mazda is the most liquidsely followed by
HMC and TMC. Further, it is concluded by the stutgt TMC is the riskiest because of the high prtporof debt to

finance capital and assets. It is concluded thantploy high debt in the automobile industry halp®oost production of
modern automobiles that will increase both produrctind sales volume. Profitability status of HMOhited to be the
highest in terms of GPR but became very low in seofiNPR because of the presence of high cost iediyanterest. The
GPR of Mazda appears as the second, but its NP&rethe highest because of interest cost thatris lew since it
uses little of debts. TMC records the lowest orhbGPR and NPR. Present profitability status of Manthy not be
sustained because of inadequate investment in atimovand Research and Development (R/D). TMC akCHre better

options for investment at the moment.

KEYWORDS: Performance Assessment, Ratio Analysis, PublisheduAl Reports, Liquidity Status, Leverage Ratio,
Efficiency Ratio, and Profitability Ratio

1. INTRODUCTION

Firms are expected to notify regulatory agencieshefr activities and performance by means of tharial
statements. This is made mandatory, especiallyfifims listed in the stock markets to ensure crdéitiband properly
guide users, including investors, creditors, resdesns, labour, etc. who may require the informaf@mdifferent purposes;

most importantly to ascertain liquidity, earninggpacity, long term soundness, and efficient managéof resources.

Financial statements are the means by which thgiteed of a firm are communicated to the outsiderbe
statement is balance sheet, profit and loss acamminonly known as the income statement, and dash dtatement,
which are prepared by management and examined blicpaccountants. Financial statements should sssee

following characteristics: Understand ability, Relace, Reliability, Completeness, and Comparahil&sB: 2001).
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To do this performance assessment, ratio is aabdeittool as it will reveal liquidity position, ats efficiency
utilization, profitability, market value, and debtirden of a firm. And this will help us to predittture performance,

growth, and price of its stock based on the padtpmasent information.

We have chosen firms in the automobile sector paddor the study and for a period of six yearsnfrd010
t02015. The companies are Honda Motor Corporattarda Motor Corporation, and Toyota Motor Corpamatiand are
among the leading ones in Japan in terms of pramueind sales volume. And they are involved in gigsmanufacture,
and marketing of automobiles of different modeld designs, i.e., among the Original Equipment Maotufrers (OEM)

in Japan.

The purpose of this study is a performance assegsnfieche three automobile companies in Japan bgnmef

ratios.

The remaining part of the study is arranged in fiilowing order: section 2 Review of literature;cien 3

Methodology, section 4 Data presentation, secti@isussion; section 6 Conclusion and suggestions.
2. REVIEW OF LITERATURE

Shumi (2016) study scrutinized financial proficignand profitability of Beximco Pharmaceutical Ltd i
Bangladesh and states that financial proficienayallg related to how a company utilises its assgtareholders’ funds,
revenue and expenses. And according to him, tHisewable the establishment of trends in perforreatihat will guide
future actions. The aim of the study is to analysgormance of the company. Data are from finarstialements of the
company from 2009-2013. Different financial ratim® computed and analysed such as liquidity raliy&rage ratios,
profitability ratios, market value ratios, and tB&L performance is evaluated. The study conclutias the financial
performance of the company was satisfactory fromtpaf view of the ratios analysed, this agreedwiarlier study of the

same company by Hossan & Habib (2010).

Thachappilly (2009) study is on performance evamatising ratios as tool of analysis. In the autheiew, ratio
analysis helps to evaluate performance easier aiukey for investors’ and suppliers of funds, calthg by advising
users of financial statements generally to makeofisatio analysis to be well informed about then they wish to invest
in.

Maria Zain (2008) discusses return on assets amortant ratio that indicates a company’s abilayutilize its
assets to generate income. He posits that a high isaan indication that a company is utilizingsets maximally to
generate income. From his study, he states thatdtiov here may mean a company experiencing diffida settling its
debt obligations. He also explained briefly thefipprmargin as a ratio that will guide in establisfia relationship between

sales and profit, which is a good indication of rgpiag efficiency.

Nelgadde (2009) concerns his article on value ofopeing inventory analysis, specifically, invengournover
ratio to showcase efficient inventory managemespieeially now that it has become common to deftaydnventory
manipulations. He identifies three types of inveie® thus; Raw Materials (RM), Work-in-ProgressIP) and Finished
Goods (FG). He used two formulas for its computatioventory Turnover = Cost of goods sold / Averdgventory;

Average age of inventory = 360days / inventory twer.
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Jami and Bahar (2016) analyse performance in tthi@thnautomobile industry by means of ratio. Thegtshows
the importance of profitability in evaluating pemfitance of a firm by highlighting specific profit fgmtials as indicated by
ROE, ROA ROS, and operating ratios in the autoneoipidlustry. The study is for the period from 20@02-2013/2014.
The sample selected is ten automobile companien fidNX auto INDEX of Bombay Stock Exchange. Analysis
Regression coefficient, ANOVA and Standard deviatime adopted for analysis and interpretation sélts. The study
found out that there is no significant relationshgtween the independent variables of ROA ROE, R, operating

ratios and the dependent variable of share price.

Barker and Powell (2005) posit that efficiency acimagement in effectively utilizing assets to geteehnacome is
revealed by computing the total assets turnoveo.rat higher ratio is the rule that investors shibldok out for when

investing.

Tulsian M. (2014) carried a study on profitabilayalysis to throw light on the operating perforneiné steel
companies in India. It is a comparative study spanfor the period from 2007/8-2012/12, using ratfor analysis and
adopting Mean, Standard deviation and coefficiémmoorelation to interpret the results. The authsed secondary data of
the financial statements of the companies for tidys It was concluded that the gross profit ratidghe two companies
was decreasing over the years, but the rate okdserof Tata steel was less than the one of SAlgg&sting that Tata
steel performed better. Operating ratio of SAllaiso noted to be lower than Tata steel, while B&l is advised to
maintained its position or improve on it, SAIL idvésed to improve. However, the ROE and ROA of SAlhigher than
Tata Steel, notwithstanding this, they both hadearelsing ROE and ROA over the years showing Ig&$eacy in

management of resources.
3. METHODOLOGY

In this section we describe the step by step apprtmvards the accomplishment of this study. Thalsnclude:
data collection method or source(s), data analysis, three automobile companies are selected fitmmnoriginal
equipment manufacturers from Japan. They are HMuwtar Corporation, Mazda Motor Corporation, and dtayMotor

Corporation. And the study covers a period of {&gyears from 2010 - 2015
3.1 Data Collection

Data for this study is from secondary source, whach mainly the published annual reports of thecet
companies. In the annual reports, we made usembtatements, i.e., balance sheet and income statémcompute the

various ratios.
3.2 Data Analysis

The major tool to actualize the purpose of thiglgtis ratio. It involves expressing one set of fagin relation to
another set of figure. Such a relationships is s&f® in determining how a set of data affects fsropositively or
negatively. The ratios are grouped into four ardigsidity, efficiency or activity, leverage, anddgitability. After the
ratios are computed, we shall use the followingdistteal tools to analyse the results: Mean, Steshddeviation, and
coefficient of variance.
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3.3 Selected Ratios and their Formulas
Liquidity Ratio

Current Ratio = Current assets / current Liability

This ratio will guide the investor on the ability @ firm to settle short terms obligations whenythecome due
without undue stress on the part of managemente@uassets include inventories, Accounts recedgldhort term loans
and advances, cash and cash Equivalents; whilerduiabilities are short term borrowings, credit@nd other payable

dividends payables, income tax payable.
Quick Ratio = Current assets — inventories / Curkgabilities
Quick Ratio = Cash / Current Liabilities

The difference in the three types of liquidity oatiis the definition of current assets componedtsder the
current ratio, all the current assets are takemdnhsideration, and in the case of Quick ratioentrassets are redefined to

be current assets less inventory. While under sty the only component considered is Cash antteteble securities.
Efficiency or Activity Ratios
The following shall be considered:
Inventory turnover ratio = Sales / Average inveptor
Or
Cost of goods sold / Average Inventory

This provides a formidable test of soundness oéiery policies by management. It reveals how aiiteentory
is sold and replenished in a year. A high ratialisays desirable because it indicates that moes sale made for more

income.

Debtors’ (Receivables) turnover ratio. To show Hast debtors are converted into cash, we needitalate the

Debtors’ turnover ratio. It tells us the liquidsyatus of the firm as it relates to credit transast

Creditors’ Turnover ratio. This ratio enables uktow how regular creditors are settled. If thegtilag is short,
then it calls for high liquidity state so we do ifail to honour our obligations. This implies tlilais also a way of knowing

liquidity status of a firm. Its formula is: Net Cfi¢ Sales / Average Accounts Payables.

Total Assets Turnover ratio. This ratio measur&sdbntribution of assets to sales. It could therm$eertained

whether the investments in assets are justifiableb It can be calculated by:
Total Assets ratio = Sales / Total Assets.
Leverage Ratios

Leverage in Finance and Accounting connotes theofisiebt to finance assets. In other words, ihés presence
of debt in the capital structure of a firm. In moases, it shows the level of financial risk a fimexposed to. A high ratio

is generally associated with high risk and vicesgaeSome of the ratios under it are:
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Debt-Equity Ratio
It compares the proportion of debt in the capifa éirm. The formula is:
Debt-equity ratio = Total Liabilities / Equity cagl

It shows relative contribution of debt and ownegguity to total capital of the firm. Both sourceava their
respective good and bad sides. High debts exposeiglt risk while high equity leads to dilution @fvnership and high

costs too.
Total Debt-Total Assets Ratio

It is a leverage ratio that shows the amount odltassets financed by outsiders’ funds. Computaisohy

dividing a firm’s total liabilities by total asset$us,
Total debt-total assets = Total Debt / Total assets
Coverage Ratio

The percentage of interest paid on debt is the @odebt, which is a prior charge on the profit ahds affects
profitability. This ratio reveals the level at whiearnings will decline without affecting the firsnability to pay fixed

interest charges.
Interest coverage ratio = Earnings before interaststaxes / Interest.
Profitability Ratios

Profitability is a true measure of performance, poofit is essence of business. We shall calcidatee of the

most important profitability ratios. They are:
Gross Profit Ratio

This ratio shows efficiency of management in resgecthe amount the firm earns before deductioralbf

expenses. The formula for its computation is:
Gross profit ratio = Gross profit / Sales x 100.
Net Profit Ratio

From the figure of gross profit shall be deductiee éxpenses incurred in making the sales, and wieeshall

arrive at the net profit. It is calculated by:
Net profit ratio = Net profit after taxes / Sale460.

Return on Total Assets
This ratio shows how efficiently assets are utiize generate profit. Formula is:
Return on Total Assets = Net profit after taxealeS x 100.

Return on Equity

The contribution of owners’ capital to profit is asired by ROE. The formula is:
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Return on equity = Net Income / Total equity cdpitda00
Operating Profit Margin

It demonstrates how much of revenue is left aftearging operating expenses that should be usedydqr

interest and taxes. The formula is:
Operating profit margin = Operating profit / Neti&ax 100.
Market Value Ratios
Earnings per share= Net Income / Number of eqiityes outstanding.
Market/Book ratio. It relates the market price dirm’s share to the firm’s book value per sharerrfula is:
Market /Book ratio = Market price per share / Baalkue per share.
4. DATA PRESENTATION

In this section, we shall present the necessary dfathis study and discuss the result of our figdiThe four
major segments of our performance assessment thratigs are: liquidity, efficiency, leverage, gmafitability; and will

be discussed in relation to the selected companies.
4.1. Liquidity Ratios

Liquidity ratios relate current assets of a firmitecurrent liabilities as to determine the abiliff a firm to settle
its short term debts with minimum of stress. A hightio implies that current assets can take camuo®nt liabilities. It

indicates the (short) liquidity status of a firmhélratios under liquidity are mainly three;
+ Current ratio,
*  Quick ratio, and
» Cash ratio.

4.1.1. Current Ratio

Current ratio considers all the current assetscamcent liabilities. It is determined by dividingicent assets by

current liabilities the formula of current ratio is
Current ratio = current assets / current liab#itie

Table 4.1 is used to display all the liquidity oati i.e., current ratio, quick ratio, and cashoralihey will,

however, be treated differently for better underdiag, starting with current ratio.

The current ratio of HMC as shown on table 4.1 atv¢hat the CR has been on the decline since @pta the
end of the study period in 2015, though with infigant increase in 2012 of less than 1% (0.76%isTs an indication
that the liquidity status of the company is steadiéclining, which calls for caution. The minimumdamaximum values
of Mean for CR are 1.19 and 1.35 far below the piat#e value of 2.0. This confirms the fact tha liquidity position of

HMC was not adequate.
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The CR of Mazda Motor Corp has a decline and irsergaovement all through the period. It was 1.3%4inm
2010 and declined to 1.28 in 2011, and rising &®1n 2012. It was down again in 2013 but incredse214 and 2015.

None of the period was up-to 2.0 which the gengcaépted standard by practitioners.

On the other hand, TMC’s CR shows the following&iion: A continuous decrease, a small increasgdest the
figures of 2014 and 2015 (1.07 and 1.09). And tRei€Calso less than the acceptable standard.

Comparative Analysis

On general observation, the CR of HMC is the be¢hé first two years (2010 and 2011), but Mazdhtha best
CR thereafter (from 2012-2015), while TMC recordbé lowest CR throughout the period. HMC has mimmuaf 1.19,
maximum of 1.35, Mean of 1.2817 and SD of 0.06224.the part of Mazda, the same variables stood24, 11.59,
1.3983, and 0.10998, respectively. While TMC resotite following for the same variable: 1.05, 0.1.221000, and
0.06132. An indication that the CR of Mazda is aldsest while TMC records the least.

Table 4.1: Current Ratio, Quick Ratio, and Cash Raib of Honda
Motor Corp, Mazda Motor Corp, and Toyota Motor Corp

Year Honda Motor Corp Mazda Motor Corp Toyota Motor Corp
CR QR Cash R CR QR Cash R CR QR Cash R

2010 1.35 1.07 0.327 1.38 0.8( 0.512 1.p2 1.p9 90.38
2011 1.31 1.06 0.358 1.28 0.74 0.508 1.10 0.88 5.3
2012 1.32 1.03 0.348 1.59 1.03 0.766 1.05 0.1 .25
2013 1.30 1.00 0.303 1.35 0.81 0.586 1.07 0.83 .26
2014 1.22 0.95 0.251 1.39 0.81 0.591 1.07 0.4 10.29
2015 1.19 0.91 0.278 1.4% 0.82 0.585 1.09 0.96 70.31

4.1.2. Quick Ratio

Quick ratio has a significant variation from curtreatio in that an important component of curresseds is
deducted (i.e. inventory). Inventory is the slowtstbe converted into cash among the items of aotirassets, as to
determine the remaining current assets that caily dss converted to cash with minimum loss. Thenfata for Quick
ratio is:

Quick ratio = Current assets — inventory / curtittilities.

The QR of HMC as on table 4.1 reveals a continuderdine from the start of the study period to timel,e
however, it has the acceptable standard of 1:iofaryears and even the last two years were 0.8.i$lgood and it shows
that the inventory component of CA was very high by its elimination, we can see that HMC'’s ligtydétatus is not too
low. In the case of Mazda QR shows low figures.8000.74, 1.03, 0.81, 0.81, and 0.82 for 2010,12@012, 2013, 2014,
and 2015 respectively. While TMC records 1.09, 0(®81, 0.93, 0.94, and 0.96 for the same perisdatively. This test

of liquidity appears superior to CR, but each seiteown purpose and has slightly different intetations.
A Comparative Analysis

The general outlook of the QR for the companiesashidIC having a better liquidity status followed BIC
and Mazda has the lowest. The trend of steadyrdeidinoted to be common to the companies, exoet $mall increase

in the case of Mazda in 2012.
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The minimum, maximum mean figures, Mean, SD, Varmaim respect to QR for HMC are: 0.91, 1.07, 1.0033
0.06314, and 0.004; and the same variables for Mare: 0.74, 1.03, 0.8350, 0.09975, and 0.010ewhé ones for TMC
are: 0.91, 1.09, 0.9683, 0.06432, and 0.004. THet#ls show that HMT has a better QR on the lfdise Mean and the
SD is the least

4.1.3. Cash Ratio

In this ratio, we are concerned only with cash aadh equivalent items. These are the most liquidllofhe

current assets. The formula for Cash ratio is:
Cash ratio = Cash / Current liabilities

Cash ratio of HMC shows an initial increase in 20ddt declined thereafter to the end. The indicatbthis is
that this level of cash can be readily availablstairt notice to settle short term obligations, amdild probably not be
hindered from being available. On the part of MaZdash ratio witnessed a decline in 2011, increas@®12, declined
again in 2013, went up in 2014, and at the enth@period was down again. This situation indicaresinsteady cash ratio
position that needs to be stabilized by the compHlioyvever, it remains the highest of the three camgs throughout the
study period. TMC case has a steady decreaserfe flears from 2011 to 2013 and then experiencgéase in the last
two years of 2014 and 2015.

Comparative Analysis

Mazda Motor has the highest Cash ratio, followedrMC and HMC having the least. Mazda has the beshC
ratio as its minimum and maximum values are thédstjat 0.50 and 0.77 respectively, while thoddMC and TMC are
0.25 and 0.36, and TMC has 0.25 and 0.39 for minirand maximum values respectively. Mean value sifew Mazda
having the highest at 0.5905, followed by HMC &1@8 and TMC at 0.3042. The above analysis indécdiat companies
will be able to pay their current liabilities widvailable cash knowing that all the current lidlg$ will not fall due in one
month, more so, some of the other assets will ¢scealised in cash within the year. Cash ratieretore, is a better test
of liquidity.

4.2. Efficiency Ratios

Activity ratios ensure the extent to which firm#igency in the utilization of its assets is reledh Efficiency in
the utilization of a firm’s resources will lead toaximization of EBIT. It also refers to the velgcit which assets
metamorphose into sales. This ratio gives a cluoof efficiently the firm is deploying availables@urces in total assets
(both fixed and working capital). The ratio is adéted in relation to sales or cost of goods s@lik ratios under this
group are (1) Inventory Turnover Ratio, (2) Debt@tgnover Ratio, (3) Creditors Turnover Ratio, Wprking Capital

Turnover Ratio, (5) Fixed Assets Turnover Ratial,g8) Total Assets Ratio.
4.2.1. Inventory Turnover Ratio

The main means of testing inventory soundness ¢®mapute its Inventory turnover ratio. This rat&iablishes a
link between sales or cost of goods sold (COGShdua given period and average inventory held duamiven year by a
company. It measures the number of times on avenagentory is sold and replenished during the y#ds calculated by

this formula:
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Inventory Turnover Ratio = Sales / Average Invepnto

Table 4.2: ITR, ATR, and FATR of HMC, Mazda, and TMC

Year HONDA MAZDA TOYOTA
ITR ATR | FATR ITR ATR | FATR | ITR | ATR FATR

2010 5.89 0.73 2.528 8.05 1.1% 2549 11|58 0J64 2.
2011 7.08 0.77 2.711 9.14 1.25 2885 12119 0J63 7@3.G
2012 6.12 0.68 2.306 8.05 1.10 2525 11120 0J61 8@.9
2013 6.53 0.78 1.957 7.18 1138 2739 11)17 0J67 203.2
2014 6.96 0.81 2.113 6.77 1.2y 3.026 1152 0J67 623.3
2015 7.38 0.78 1.830¢ 6.39 1.29 3.124 10,83 0J61 3@.9

Inventory turnover ratio of the three companieshswn on table 4.2 above along with other activatos. It
shows that ITR of HMC increased from 5.89 in 2040108 in 2011, declined to 6.12 in 2012. It insexhthereafter to the
end of the study period. On the part of Mazda,rdfie increase in 2011, there was a continuoudrgettiroughout the

period; the scenario trails the ITR of TMC. Therasvan increase in 2011 and then a continuous eddithe end
Comparative Analysis

When the three companies are compared, it is nibtltat TMC has the highest ITR, but on closer lablg seen
that there is a steady decline in its ITR for aglentime than the gain period, the same as theafddazda; therefore, the
steady increase of HMC will seem more appealingnte@stors than the others. It indicates that wieificiency in

inventory management of HMC was improving, the oofdglazda and TMC were on the decline.
4.2.2 Assets Turnover Ratio

Total assets turnover ratio measures the contdbubif total assets to sales and from this ratiaoild be
ascertained whether the investment in assets figdsor not. The ratio measures a company’s igficy in utilizing
assets of the company to generate sales or rewecme. A higher ratio is desirable as it indicates use of fewer assets
to generate more sales revenue while low raticcatds the company is not utilizing its assets agtynThe ratio is better
interpreted when comparison is made with industgrage and with other firms. The details of ATR tlee companies in

the present study are displayed on table 4.2 above.

Honda Motor Corp has a low ATR throughout the peéndth 0.73, 0.77, 0.68, 0.78, 0.81, and 0.78 oL@
2011, 2012, 2013, 2014, and 2015respectively. Mbeedse element was in 2011, 2014 and 2014. loabe of Mazda,
ATR was shown as 1.15, 1.25, 1.10, 1.13, 1.27,1a88 for the same period respectively; and Toyot#dvCorp has
0.64, 0.63, 0.61, 0.67, 0.67, and 0.61, the lowéshe three companies. ATR of Mazda is the higfa&twed by HMC
and then trailed behind by TMC. The high ratio cdiada may be as a result of little investment ietssand not really as a
result of more sales.

4.2.3 Fixed Assets Turnover Ratio

This is only variant of ATR in that the numeratemains the same, i.e., net sales, while denomirmdi@mnges,
here it becomes fixed assets. The reveals efficilitation to generate sales income. It is coraguty dividing net sales
by fixed assets. A comparison between companiésersame industry will give better interpretatidrius ratio. Table
4.2 shows that FATR of HMC increased in 2011, adliied in 2012 and 2013, rose again in 2014 asheicline in 2015;

a clear case of instability in efficiency in theeusf fixed assets to generate sales income. Maasla lFATR that saw an
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increase in 2011, fall in 2012, and then continmmedease till the end of the period. However, ia tiase of TMC, there is
an increase in 2011, decrease in 2012, increase ag2013 and 2014, and then a decline in the yastr, 2015.
Comparatively, TMC has a better FATR in terms @& #mount of increase, but in terms of steady iserellazda has a

better position
4.2.4 Debtor Turnover Ratio (DTR)

Debtors or Receivables turnover ratio measuresiefity with which a company collects its creditesahnd
collection policy. A high ratio indicates that itsedit extension and receivables collection of aot® receivable are

efficient, or could be that the company does mdmeash sales.

On table 4.3, HMC'’s DTR are: 4.327, 4.658, 4.197138, 4.681, and 4.565, thereby showing a trenidaréase
in 2011 and a decline in 2012 and 2013. Increasindg 2014 and decline in 2015. Mazda’'s DTR depiatrease in
2011, decline in 2012, and increase in 2013 andt 20ien another decline in 2015. This indicates the efficiency in
credit sales collection is not stable and sustaihedce there is up and down movements. In theafabkIC, DTR shows
an increase in 2011, decline in 2012, and thereass from 2013 to 2015, a more stable trend tharedulier two

companies.

The general outlook of DTR of the companies shoat lazda has a higher ratio indicating a more ieffic
credit management, followed by HMC and then TM@draehind them all.

4.2.5. Creditors’ or Payables Turnover Ratio (CTR)

This ratio shows a company’s ability to pay off @scounts payable. It depicts the pattern and spe&dich
payments are made to creditors. It sets a reldtiprizetween net annual credit purchases and avaeg®rints payable.
Creditors’ turnover ratio = Net annual credit puasés / Average Accounts payable. A higher ratiocatds a shorter
credit period enjoyed the company from its creditand vice versa. This ratio is important becaus&iows how many
times a company can pay its accounts payable duhegyear. To the creditors, higher ratio is anidgation that the

company is financially sound.

From table 4.3, Mazda has a higher CTR for almbsténtire period, except in 2015 when TMC recohds t
highest. When gauged from this perspective, thepamy has a better liquidity and suppliers’ conficenHowever, the
trend of changes in the CTR of TMC appears moieabiel than Mazda because of stability of its rigimgfile.

4.2.6. Working Capital Turnover Ratio

Working capital ratio of a company indicates howlhitds using working capital to support a giveavel of sales.
A high ratio is an indication that management ificieint in utilizing working capital to support &, and on the other
hand, low ratio indicates heavy investment in in@eynand accounts receivable which lead to high @amof bad debts

and obsolete inventory.

HMC proves to be more efficient in utilizing curteassets and current liabilities to support saléxchv is
followed by Mazda and then by TMC
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Table 4.3: DTR, CTR, and WCTR of HMC, Mazda, and TMC

YEAR HONDA MAZDA TOYOTA

DTR CTR | WCTR DTR CTR | WCTR | DTR CTR | WCTR
2010 | 4.327| 6.266 7.185 12544 7.983 9.806  3.109 947.4 4.366
2011 | 4.658] 7.194 7.966 15.061 11.180 13.061 3.2231219| 5.102
2012 | 4.197] 5451 6.856 12.246 8.318 5541 2.849 726.4 4.113
2
3
3

2013 | 4.185] 7.261| 10.400 12.841 7.886 8.206 0337837, 5.534
2014 | 4.681] 8.713] 15.687 14.893 8.110 8.3p4 .2034008.| 6.147
2015 | 4565| 6.682] 13.393 14.124 8.008 7.405 214.3211] 7.949

4.3. Leverage Ratios

Leverage ratio or sometimes called solvency raticaiculated to determine the long term financalrginess or
solidity of a company. It indicates the proportmfroutsiders fund in the capital or funding the pamy. Some companies
are high levered; some are low levered, while cttege moderately levered. Either way, advantagdsd&advantages
abound, firms are usually advised to strike a bdametween them. We shall discuss some ratios unhdégbt-equity

ratio, debt-total assets ratio, and coverage ratible 4.4 shall present the needed informationbthe leverage ratios.

Table 4.4: Debt-Equity Ratio (D/E) and Debt-Total Assets Ratio (D/TA) of HMC, Mazda, and TMC

YEAR HONDA MAZDA | TOYOTA
D/E | D/TA | DIE D/TA D/E D/TA

2010 | 2.69| 0.62| 0.01 0.74 2.98 0.64
2011 | 2.60] 0.60[ 0.01 0.76 2.89 0.64
2012 | 2.68] 0.62| 0.02 0.75 2.91 0.64
2013 | 2.71] 0.60[ 0.03 0.74 2.9p 0.65
2014 | 2.64] 0.59| 0.0§ 0.70 2.8b 0.63
2015 | 2.59| 0.60[ 0.03 0.64 2.84 0.65

4.3.1 Debt-Equity Ratio (D/E)

Debt-equity ratio is a solvency ratio that meastinesamount of debt used in financing the totat&sand equity
in financing the assets of a firm. It shows thatiehship between outsiders fund and owners furtiérfinancing of the
assets of a firm. Solvency is better when thisorégiless and the firm becomes riskier to inveswith a higher ratio.
While a low ratio is good for creditors becausesafiety of their money, a high ratio is better fog £quity holders because
of the benefit they stand to gain from the fundvided by the creditors. A comparison with industierage and other
firms in the same industry is always better.

TMC has a higher D/E at 2.897, followed by HMC w6517, and finally followed by Mazda with 0.0250.
while we would consider Mazda as the least riskint@st in and TMC the riskiest, it should interesknow that certain
industries require more debt investment than theroand one of such industries requiring high stweent and high debt
is the automobile industry. Therefore, Mazda nemdse investment and by extension more debt financiine reason
being that it is highly dependent on high technglomnovations and Research and Development toivajrwhich

requires enormous capital investment.
4.3.2 Debt to Total Assets Ratio

Debt-to-assets ratio is a leverage ratio that nreasthe percentage of a company’s total assetadathby

outsiders (debt) and what percentage by investavadrs). It calculates total debts as a percerdhtmal assets.
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On table 4.4, debt-total assets ratios of the thogapanies under study are depicted. Mazda hasighest D/A
ratio for the entire period recording 0.744, 0.8&,5, 0.74, 0.70, and 0.64 for 2010, 2011, 201232@014, and 2015
respectively; while TMC has 0.64, 0.64, 0.64, 08%3, and 0.65 respectively for the same periad; fanally followed
by HMC with 0.62, 0.60, 0.62, 0.60, 0.59, and Oré§pectively. In the case of Mazda, it shows aremse only in 2011
and thereafter, there is a continued decline i#l &nd of the period. TMC’'s D/A was stable for éhgeears before an
increase in 2013, decline in 2014 and finally aoréase in 2015. The situation is however, diffefentHMC who
experienced decline in 2011, increase in 2012, hematecline in 2013, and 2014 and an increase 155.20n the whole,
Mazda is the most levered of them all from the poinview of financing total assets, followed by Tyland HMC. The

higher the leverage, the higher also is the fir@nsk, which is the position Mazda creditors exposed to at this time.
4.4, Profitability Ratios

Profitability is the driving force for any economactivity. Business activity exists to satisfy timterest and
welfare of the owners. And based on this premidsysainess has to make enough profit that will aalde/to the welfare
of its owners; this will ensure survival and growlthese ratios are expressed in terms of percentdngeratios relate to
sale, bulk of the revenue of business is as atrebitk sales efforts; hence huge resource in gtarg§ activities to ensure

increase and steady revenue through sales.
4.4.1 Gross Profit Ratio

Financial operations efficiency is the strengthtted profitability of the business. And this is whabss profit
ratio measures. It establishes a relationship kbatwle prices, sales volume, and cost. Gross psofibund out by
deducting cost of goods sold from net sales. Itsuess efficiency in production and pricing poliéy.high gross profit

ratio signifies the ability of a firm to produceatow cost. The ratio is computed by the followfogmula:
Gross Profit ratio = Gross profit / Sales x 100.

The gross profit ratios of the companies underysindrespect of gross profit, net profit, return equity, and
return on assets are displayed on table 4.5 below.

Table 4.5: Gross Profit Ratios, Net Profit Ratio, Rturn on
Equity, and Return on Assets of Honda, Mazda and Tyota

Year Honda Mazda Toyota

GPR | NPR | ROE | ROA | GPR | NPR | ROE | ROA | GPR | NPR | ROE | ROA
2010 | 25.2| 4.2 6.44 2.3 201 120 226 133 12.0 ([.12.1 0.71
2011 | 27.3| 6.4 12.17 4.6 224 150 327 249 1252 [2.395| 1.36
2012 | 25.5| 2.9 478 1.8 161 9. 152 111 14.8 1.8.72 | 0.94
2013 | 25.6| 5.5 7.78 2.9 17 102 163 1830 155 WY.848 | 2.94
2014 | 26.0/ 6.3| 10.48 3.39 166 100 12.3 g.8 19.01 [7.13.70| 4.74
2015 | 22.5| 5.0 7.82 3.0 150 9p 124 91 10.8 3.03.911| 4.87

Under GPR, table 4.5 shows that HMC did better tamzda and TMC; it reveals for HMC thus, 25.2%,3%%,
25.5%, 25.6%, 26.0%, and 22.5% for 2010, 2011, 20023, 2014, and 2015 respectively; for Mazda2&xé%, 22.4%,
16.1%, 17.2%, 16.6%, and 15.9% respectively duttiegsame period; and TMC has the following 12.02:5%, 11.8%,
15.5%, 19.0%, and 19.8%also during the same pefibd.data of HMC may be the highest, but has beper&ncing

increasing and decreasing trend over the periadTBIC that has the second highest data is notigdthte a rising trend
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after the decline in 2012 which we consider a beatisult, meanwhile, Mazda has the lowest GPR aralsb on a

declining trend which cannot be said to be comfieta
4.4.2. Net Profit Ratio
We can, on the basis of Net Profit ratio, deterntieeprofitability of a business.

The position of NPR is also shown on table 4.5 wiliereveals that Mazda has the highest best remfoxdPR for
the period under investigation; this is followed W C and then TMC.

4.4.3 Return on Equity

Equity holders are the real owners of a compang,anatever is done by the directors should be laatidn of
the desires and interests of the equity sharetmlddrerefore, gross profit, net profit, return @sets, return on capital
employed, may not mean much if nothing is left astarn on equity... ROE measures how efficientjoanpany has or
can use the money provided by equity shareholdegenerate profit that will bring the company oe trath of growth.
Higher ratio is always better in case of ROE beeaushows that investors’ money is efficiently disevhich will be of

high interest to potential investors.
Return on Equity =Equity Earnings / Total Equityp@al X100.

Table 4.5 also depicts the ROE and ROA of the carigsa It reveals that in terms of ROE Mazda hasbidst
result showing 22.6, 32.7, 15.2, 16.3, 12.3, and 1& 2010, 2011, 2012, 2013, 2014, and 2015 asmdy; while HMC
has 6.44, 12.17, 4.78, 7.78, 10.48, and 7.82 misttme period; and TMC has 2.1, 3.95, 3.72, 832301 and 4.87 also
for the same period. The high ROE of Mazda inddtat the company is making good use of earnie@sned (Buffett
& Cark: 2011). It is observed that the ROE of Mazdes been unsteady with an increase in 2011, dexiea2012,
increase in 2013, a decrease in 2014 and anotheraise in 2015; this not too good, but better tharothers in absolute
terms. HMC witnessed increase in 2011, decreag®12, and then increase in 2013 and 2014, befatmglagain in
2015. However, TMC experienced increase in 2014alsib has a decline in 2012, which was the only péaecrease for
the period, before witnessing increase from 20130t6. It is also noticed that the later years bf@GHand TMC are better

than the case of Mazda which show improvementérnwo earlier ones.

4.4.4. Return on Assets (ROA)

Return on Assets (ROA) makes us to know how efficae company is putting its assets to use (Buffetl&rk:
2011). It measures a company'’s efficiency. The $ooere is to know what the company investment setashas yielded
in terms of returns. The main purpose of investnierassets is to generate income and profits, hisdg what this ratio
helps to determine. Generally, ROA is a returnrare$stment of the company, as it is known; assetdyme income which

eventually produces profits. The formula is:
ROA= Net Income/Average Total Assets X 100.

A high ratio shows a favourable condition to ineestsince it is an indication of more effective mgement of
company assets to generate greater amounts ofic@ne. Mazda has the highest ROA throughout thegheexcept in
2014when HMC's ROA was a little bit higher, thidléoved by the performance of HMC, and finally folled by TMC

trailing behind. In this case of ROA, Mazda hasead of rising and declining scenario in additiornigh absolute figures.
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As revealed by table 4.5, the figures are 13.39,241.1, 13.0, 8.8, and 9.1 respectively for 2@100,1, 2012, 2013, 2014,
and 2015; as against 2.3, 4.6, 1.8, 2.9, 3.9, abdfBHMC for the same period respectively; whil1T records 0.71,
1.36, 0.94, 2.94, 4.74, and 4.87 for the same gedepectively also.

4.4.5. Earnings per Share and Dividend per Share

EPS Ratio measures how much in dollar value ofimaime have been earned by each common share. Net

income here is net income less preference dividémslusually expressed in monetary value. Thenfda is:
Earnings per share (EPS) Ratio = Net Income (gfteference dividend) / No of Equity Shares Outstand

Basically, we invest in shares to earn dividendoosell later at a higher price. This ratio is vémportant to
potential and existing shareholders because thengatyof dividend depend largely on income. Hends iequired by
public companies to show their EPS in their regbtteeome statement, below the Income StatemeniglAeh EPS is an

indication of higher earnings which is good for theestor.

Dividend per share is a means to determine theleind payout on common stock. From this ratio, aestor
will estimate the dividend that should accrue tm/fier if investment is made in a particular compdrhe formula for the

calculation of Dividend per share is:
Dividends
No. of Outstanding Equity shares

Investor who will want to know companies who payidiénds, before making investment decision shohéd t
Dividend per share ratio of the company. Howevershould not be concluded that companies not paginglend
regularly are not doing well, some companies magiddeto reinvest their earnings if they have betterestment

opportunities, instead of paying dividend in a joatar year.

Table 4.6: Earnings per Share (EPS) and Dividend pe&share (DPS) of HMC, Mazda, and TMC

Year HONDA MAZDA TOYOTA
EPS | DPS | EPS | DPS | EPS | DPS

2010 159 0.39] 0.27 0.08 144 1.25
2011 | 3.02/ 0.60f 0.19 O0.0f 3.183 0.60
2012 143 0.85 028 0.0p 219 1.15
2013 | 2.17| 0.78 036 00p 646 1.82
2014 | 3.37/ 0.80] 033 0.08 1117 3.08
2015 | 2.35| 0.71] 0.37 0.0 1144 3.16

From table 4.6, it is noted that the EPS of TM@his highest of all the three companies having 13443, 2.19,
6.46, 11.17, and 11.44 for 2010, 2011, 2012, 2@034, and 2015 respectively; as against the pedocm of HMC for
the same period at 1.59, 3.02, 1.43, 2.17, 3.3d,2a85; and for Mazda showing at the same perical 2, 0.19, 0.28,
0.36, 0.33, and 0.37.

Their DPS also show the same pattern where TMQ.I2%5 0.60, 1.15, 1.82, 3.08, and 3.16; HMC ha8,030,
0.85, 0.78, 0.80, and 0.71; and finally, Mazda &8, 0.07, 0.05, 0.06, 0.08, and 0.09 for theque#010, 2011, 2012,
2013, 2014, and 2015 respectively in each case.

Invariably, in respect to EPS and DPS, TMC hasbigst performance, and this is followed by HMC anailed
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far behind by Mazda. Investors and creditors canthe basis of this indicator decide to invest ang credit as the case

may be.
5. DISCUSSIONS

This study is mainly about assessment of the pmdace of companies, by adopting ratios as a saitabl.

In terms of efficiency in assets utilization, TME€ nore efficient because its ITR is the higheshigh ITR is
indicative of more sales and more replenishmetditegy to more income. The danger of low ITR is thatould be
interpreted to be as a result of low sales andletesinventory that may lead to change of loyakydxisting customers,

which will affect profit through low sales. A highactivity ratio is always desirable and favourable

On the basis of liquidity, all the three companikkd not perform satisfactorily because their CRbédow the
acceptable upper limit of 2:1; and QR also notaufh:L. However, on comparative basis HMC recorddilghest liquidity

position and the other companies should improvthein liquidity status.

Solvency is determined by percentage of debt fimgncThe study reveals that TMC employs more debt
financing than equity and it's followed by HMC, bMazda is trailing far behind them. The trend iis thatio is that of
decline, increase and decline, etc. for all the mames. However, the proportion of debt financimghie case of Mazda is
too low to sustain automobile company that requitggh expenditure on innovation and Research andeldpment

(R/D). A high debt/equity spurs productivity, satesl by extension, profitability in the industry.

Profitability ratio is the next category that aliserests users of financial statements for vari@#sons. The
ability of a company to make sustained profits ¢ades that it is on the part of sustained grovitts & major performance
assessment criterion of all times that has undoljptood the test of time. Table 4.5 shows thatGiNhs the highest
GPR throughout the period, this followed by TMC ahdn by Mazda. This pattern, however changedrimseof NPR
where Mazda has the highest ratio, followed by HN@d the least become TMC. Ordinarily, we may dat it is
because of prudent management of costs on thephltazda, but further investigation in the finangtatements reveals
that it may be due to low sales and business adiitira though prudent management of cost cannaotiadly ruled out as
a contributing factor. This situation has also etifel the ROE and ROA of the companies. The ROERDA of Mazda
remained the highest but followed a pattern ofidew in most part of the period; whereas TMC thioligis a lower ROE
and ROA but with potential of growth. A steady gtbwever time may be better than a high figure & time and a steep
decline thereafter.

6. CONCLUSION AND SUGGESTIONS

6.1 Conclusion

This section concludes the study in a summariseoch fand also proffers suggestions for improvemetie T

present study is aimed at assessing the perforntdraa@omobile industry using ratio analysis tobh@asurement

Toyota Motor Corp was most efficient in terms ofesaand replenishments made in the year and effigién
assets and inventory management. This trend lead®te sales revenue and by extension profitabitgzda has the
best indication of utilization of assets to genens@venue by having the highest ATR. Users loolkctonpanies that have

prudent management of resources
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This study shows that HMC is the most liquid on liasis of the QR being the highest. The high CRlatda
was the high presence of unsold sold in the cumeséts, hence we consider QR a better measurcpuiofity. Moreover,
the low cash flow of Mazda cannot support the loR ®hich is applicable with HMC and TMC, though HME&mains
most liquid.

Risk level on the basis of which most investorsdieevhich company to invest in and creditors decidepanies
to grant credit is determined by looking at theelege opposition of companies. Companies more delvare of higher
risk than the low levered ones. TMC employed thghést proportion of debt in the study period t@fice its capital and
finance its assets, hence it is the company expmst@ highest risk in this study

Profitability is a true test of performance or se&€in business. A business that has sustainabtgshould be
on the part of making profit. High cost of runnibgsiness affected NPRs of HMC and TMC, especiallyeilation to
interest on debts; hence Mazda’'s NPR is highess &Rl DPS of TMC is the best, thus will lead tchieigvolume traded
stock in the market. On this basis, investment MCTwill be more rewarding and followed by HMC. Howves it is

expedient that HMC and TMC be more prudent in marpgosts to boost net profits.

The study therefore concludes that ratio is a tital in assessing performance of a firm by rewvpiis liquidity,
efficient management of resources, exposure to aisk profitability potential. These variables wiveal strengths,
weaknesses, opportunities, and threats associatiea firm.

6.2 Suggestions
The authors suggest the followings:
Ratios should be applied with ultimate caution,saese of inherent limitations

A few ratios may not be adequate to enable usfeakeeaching investing and credit decision. Martjosaneed to

be computed and analysed before a decision is made.
Sources of data on the internet should be autteatidirectly from the company concerned whereipless
Watch out for ‘noise’ in the capital market thatalst all the times influence trading.
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