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ABSTRACT

The study is to analyze the effect of Debt-Equity ratios on other ratio. Components of leverage based on total debt ratios may

identify significant differences in the long and short-term forms of debt. The Indian Automobile Industry is the seventh-largest

auto producer in the world with an average annual production of more than 15 Million vehicles. This paper is an attempt to

ascertain the impact of capital structure on the profitability of the firm. This study is focused on Bajaj, TVS and Hero. Liquidity

and growth in terms of performance of the firm have significant influence on debt-equity ratio. Impact of the determinants of

capital structure suggested by capital structure theories appear to be relevant for automobile firms. Apart from the impact

research also find significant differences in the determinants of long and short-term forms of debt. It was not possible decompose

short-term debt and long-term debt into its elements due to the limitations, but the results suggest that future analysis of capital

choice decisions should be based on a more detailed level.
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INTRODUCTION

Capital structure is about putting in place the structure,
processes and mechanism that ensure the firm is being directed
and managed in a way to enhances long term shareholder value
through accountability of managers and enhancing
organizational performance. Because firm performance and
capital structure is a tool for socio-economic development, it
has succeeded in attracting a good amount of public interest.
Moreover, when there is a good firm performance and capital
structure, there will be proper and efficient practice in the
administration of business entities. The firm may have their
retained earnings to increase their capital structure.

INDIAN AUTOMOBILE INDUSTRY

The Indian Automobile Industry is the seventh-largest auto
producer in the world with an average annual production of
more than 15 Million vehicles. It is the 4th largest automotive
market by volume, by 2020. It contributes about 8% to the
country’s GDP by volume and 22% of the country’s
manufacturing GDP. An age group between 18-30 population
especially middle class and an increasing interest of the
companies has made the two wheelers segment the leader of
the Indian automobile market. The two wheeler segment has
70 percent market share. India is a growing economy and with
it plays a big role in auto exports, with high export growth
expectations for the near future. Various initiatives by the
Government of India like “Make in India” and the major
automobile players in the Indian market are expected to make
India a leader in the Four Wheeler and Two Wheeler market
by 2020. The industry has estimated that it will sell more than

6 Million-plus vehicles annually, by 2020.

LITERATURE REVIEW

B. Anu, (2015), argued that ‘cost of borrowing’, ‘size of the
firm’, ‘and collateral value of assets’, and liquidity are more
important factors than others. The ‘cost of borrowing’ is found
having negative relationship with debt equity ratio.

Pandey (2015) leverage enhances firm’s performance by
limiting conflicts between shareholders and managers as a result
of having excess cash.

Kumar (2015) argued that leverage mitigates lower agency
costs, since the firm’s reputation and the managers wages are
at stake. On the other hand however, higher leverage also means
that the firm has higher commitment to fulfill its future
obligations, in terms of principal and interest payments.
Furthermore, higher leverage ratios also lead to higher costs
relating to financial distress.

Monga (2018), there is a negative association between capital
structure and profitability except the association between
capital structure and gross profit ratio.

OBJECTIVES OF THE STUDY

Some specific objectives are as follows:

1. To identify and analyze the impact of capital structure
on profitability of automobile companies.

2. To identify the factors determine the optimal capital
structure.
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RESEARCH METHODOLOGY OF THE STUDY

The data for the study has been collected from various annual
reports and websites. The reference period of the study is of
five years i.e. from 2013-2014 to 2017-2018. In order to
achieve the set of objectives of the study, ratio analysis is used.
These ratios are employed in order to confirm the relationship
between the capital structure and profitability. To analyze the
data, financial as well as statistical tools has been used. The
financial tools like ratio analysis and statistical tools such as
average, ANOVA, Karl Pearson’s coefficient of correlation and
regression analysis are used.

Following Hypothesis framed for the study:

H
0
: Null Hypothesis: There is significant relation between Debt

Equity Ratio and other selected variables.

H
1
: Alternative Hypothesis: There is no significant relation

between Debt Equity Ratio and other selected Variables.

H
0
: Null Hypothesis: There is significant relation between Debt

Asset Ratio and other selected variables.

H
2
: Alternative Hypothesis: There is no significant relation

between Debt Asset Ratio and other selected Variables.

H
0
: Null Hypothesis: There is significant relation between Long

term debt ratio and other selected variables.

H
3
: Alternative Hypothesis: There is no significant relation

between Long term debt ratio and other selected Variables.

For the purpose of correlation and regression Debt equity ratio,
Debt asset ratio and Long term debt ratio are Independent
variable and remaining are dependent variable which include
gross profit margin, net profit margin, returns on net worth,
return on capital employed, operating profit ratio and interest
coverage ratio.

RESULTS AND DISCUSSION OF THE STUDY

Debt to Equity ratio: A zero debt-equity ratio obviously
indicates that the company has no debt and thus it follows that
the higher the ratio, the higher the debt. A high debt to equity
ratio may also indicate a pattern of very aggressive financing
or large losses. It’s common for large, well-established
companies to have Debt-to-Equity ratios exceeding 1. It paints
a useful picture of the company’s liability position and is
frequently used.

Table No 1 shows that most of the companies usually employ
debt relatively lower than their equity. Bajaj Auto with 0 Std
deviation has maintain their debt almost nil and is managing
the financial activities by raising their capital through equity
shares only. Therefore Interest charge on cost of capital is very
low. All the above companies are maintaining very low debt
for financing their assets.

Table 1: Debt to Equity Ratio

  Bajaj Auto TVS Auto Hero Moto Corp. 

2013-2014 0.01 0.62 0 

2014-2015 0.01 0.83 0 

2015-2016 0.01 1.58 0 

2016-2017 0.01 1.02 0.24 

2017-2018 0.01 0.62 0.06 

Mean 0.01 0.934 0.06 

Std Deviation 0 0.398 0.0104 

Source: Data compiled from annual balance sheets

Table 2: Debt to Assets Ratio

  Bajaj Auto TVS Auto Hero Motor Corp. 

2013-2014 0.35 1.02 0.75 

2014-2015 0.38 1.11 0.74 

2015-2016 0.62 1.06 1.16 

2016-2017 0.45 1.03 1.01 

2017-2018 0.52 0.99 1.13 

Mean 0.464 1.042 0.958 

Std Deviation 0.109 0.045 0.202 

Source: Data compiled from annual balance sheets
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Debt to Assets Ratio: Analysts, investors, and creditors use
this measurement to evaluate the overall risk of a company.
Companies with a higher figure are considered more risky to
invest in as they are considered as more leveraged. This means
that a company with a higher measurement will have to pay
out a greater percentage of its profits in principle and interest
payments than a company of the same size with a lower ratio.
Thus, lower ratio is always better.

If debt to assets equals 1, it means the company has the same
amount of liabilities as it has assets. This company is highly
leveraged. A company with a DTA of greater than 1 means the
company has more liabilities than assets. This company is
extremely leveraged and highly risky to invest in or lend to. A
company with a DTA of less than 1 shows that it has more
assets than liabilities and could pay off its obligations by selling
its assets if it needed to.

Table 2 shows that mean value of debt to asset ratio of TVS
and Hero motors is slightly more than 1 which means that these
two companies are financing their assets through debt. Bajaj
Auto is extremely prudent in maintaining their assets financing
through equity as their debt to asset ratio is less than 1.

Operating Profit Ratio: Operating net profit ratio is calculated
by dividing the operating net profit by sales. This ratio helps
in determining the ability of the management in running the
business. The operating profit margin ratio indicates how much
profit a company makes after paying for variable costs of

production such as wages, raw materials, etc. It is expressed
as a percentage of sales and shows the efficiency of a company
controlling the costs and expenses associated with business
operations.

Table No 3 exhibits that Bajaj Auto and Hero Motors are having
maximum operating profit ratio with the mean of 19.53 and
14.30 when compared to all other companies, indicates that
these firms are cultivating much efficiency from their
operations. On other side the TVS is of low mean of 6.062
shows that firm is lacking efficient in their operation. Coming
to standard deviation of the companies under study, from the
table, the company Bajaj Auto has highest standard deviation
of 1.159 indicates that the firm is earning operating profits at a
highly fluctuating way. On the other side, the firms like TVS
auto and HERO moto corp have minimum standard deviation
of 0.319 and 1.127 respectively when compared to other firm
and it indicates that these firms are earning operating profits
in an average pace.

Return on Capital Employed: Return on Capital Employed
is a financial ratio that measures a company’s profitability and
the efficiency with which its capital is employed. ROCE is
calculated as: ROCE = Earnings before Interest and Tax (EBIT)
/ Capital Employed. A higher ROCE indicates more efficient
use of capital. This ratio is based on two important calculations:
operating profit and capital employed. Net operating profit is
often called EBIT or earnings before interest and taxes.

Table 3: Operating Profit Ratio

  Bajaj Auto TVS Auto Hero Moto Corp. 

2013-2014 20.37 5.91 14 

2014-2015 19.04 5.81 12.84 

2015-2016 21.06 6.57 15.54 

2016-2017 19.04 6.18 15.34 

2017-2018 18.17 5.84 13.81 

Mean 19.536 6.062 14.306 

Std Deviation 1.159 0.319 1.127 

Source: Data compiled from annual balance sheets

Table 4: Return on Capital Employed

  Bajaj Auto TVS Auto Hero Moto Corp. 

2013-2014 53.51 15.81 47.86 

2014-2015 47.92 22.21 51.41 

2015-2016 41.01 19.85 53.42 

2016-2017 43.24 24.57 55.34 

2017-2018 68.13 16.85 54.44 

Mean 50.762 19.858 52.494 

Std Deviation 10.828 3.646 2.975 

Source: Data compiled from annual balance sheets
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Table 4 depicts that the company Hero Motors has highest
mean of 52.494when compared to other company indicates
that this firm is in a favorable condition to generate more
earnings from each rupee of capital employed. This company
obtains satisfactory return on their capital over the period of
study. On the other hand, the TVS Auto has minimum mean of
19.858, indicates that company is weak in earning profit on
the capital employed. Considering the standard deviation of
the company, the company with highest standard deviation is
Bajaj Auto with a standard deviation of 10.828, indicates that
this firm earns at a good pace on their capital invested over the
period of study.

Return on Net Worth: Return on equity (ROE) is a measure
of profitability that calculates how many rupees of profit a
company generates with each rupee of shareholders’ equity.
The formula for ROE is: ROE = Net Income/Shareholders’
Equity. ROE is sometimes called “return on net worth.” Return
on equity measures a corporation’s profitability by revealing
how much profit a company generates with the money
shareholders have invested. Shareholder’s equity does not
include preferred shares.

Table 5 depicts that the company Hero Motors has highest
mean of 42.258 when compared to other company indicates

that this firm is in a favorable condition to generate a maximum
profit from a rupee invested by a shareholder. This followed
by Bajaj Auto Limited with a mean of 35.60. This company
obtains satisfactory return on their capital invested by the
shareholder over the period of study. On the other hand, the
TVS Auto has a minimum mean of 22.118, indicates that
company is weak in mobilizing money to earn profit from
shareholders investments.

Return on Long Term Funds: It is calculated by dividing
Earnings before Interest & Tax (EBIT) by the net capital
employed. The term net capital employed is the gross capital
in the business minus current liabilities. Thus it represents the
long-term funds supplied by creditors and owners of the firm.

Table 6 depicts that the company Hero Motors has highest
mean of 52.494 when compared to other company indicates
that this firm is in a favorable condition to generate a maximum
earnings from net capital employed. This followed by Bajaj
Auto Limited with a mean of 50.762. This company obtains
satisfactory return on their capital invested by the shareholder
over the period of study. On the other hand, the TVS Auto has
a minimum mean of 22.872, indicates that company is weak in
mobilizing a net capital to earn profit from shareholders
investments.

Table 5: Return on Net Worth

  Bajaj Auto TVS Auto Hero Moto Corp. 

2013-2014 26.31 26.65 36.47 

2014-2015 29.71 25.28 39.42 

2015-2016 49.72 18.24 55.43 

2016-2017 38.51 22.08 42.31 

2017-2018 33.75 18.34 37.66 

Mean 35.6 22.118 42.258 

Std Deviation 9.114 3.868 7.684 

Source: Data compiled from annual balance sheets

Table 6: Return on Long Term Funds

 

  Bajaj Auto TVS Auto Hero Moto Corp. 

2013-2014 47.92 23.77 51.41 

2014-2015 68.13 19.7 54.44 

2015-2016 53.51 16.45 47.86 

2016-2017 43.24 29.44 55.34 

2017-2018 41.01 25 53.42 

Mean 50.762 22.872 52.494 

Std Deviation 10.828 4.994 2.975 

Source: Data compiled from annual balance sheet
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Table 7: ANOVA Analysis Debt-Equity Ratio to financial Variable

Operating Profit Ratio 

Source of Variation d.f. SS MS F 

Between Groups 1 315.78 315.78 19.80 

Within Groups 6 95.68 15.94   

Total 7 411.46     

Return on Capital Employed 

Source of Variation d.f. SS MS F 

Between Groups 1 3539.60 3539.60 30.56 

Within Groups 6 694.83 115.80   

Total 7 4234.43     

Return on Net Worth 

Source of Variation d.f. SS MS F 

Between Groups 1 2133.08 2133.08 60.02 

          

Within Groups 6 213.23 35.53   

         

Total 7 2346.32     

Source: Data compiled from annual balance sheets

Table 8: ANOVA Analysis Debt-Assets Ratio to financial Variable

Operating Profit Ratio 

Source of Variation d.f. SS MS F 

Between Groups 1 292.84 292.84 18.42 

Within Groups 6 95.34 15.89   

Total 7 388.19     

Return on Capital Employed 

Source of Variation d.f. SS MS F 

Between Groups 1 3462.86 3462.86 29.88 

Within Groups 6 695.20 115.86   

Total 7 4158.06     

Return on Net Worth 

Source of Variation d.f. SS MS F 

Between Groups 1 2075.35 2075.35 58.94 

Within Groups 6 211.25 35.20   

Total 7 2286.61     

Source: Data compiled from annual balance sheets

ANOVA ANALYSIS

ANOVA Analysis is used to study the effect of Independent
variables on Dependent variables through the construction of

Hypothesis. Therefore, the relation and effect of Independent
variables i.e. debt equity ratio, debt asset ratio and Long term
capital fund, on dependent variables i.e. OPR (operating profit
ratio), ROCE (return on capital employed), and RONW (return
on net worth) is considered. These determinants are crucial
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for maintaining optimal capital structure for better financial
performance. Following three phase study is given below:

1. Effect of debt equity ratio on OPR, ROCE and RONW.

2. Effect of debt asset ratio on OPR, ROCE and RONW.

3. Effect of long term capital fund on OPR, ROCE and
RONW.

Any change in the dynamics of debt and equity is going to
affect the interest payment liability of the company. This interest
cost is applicable to all automobile companies in study. But
for the other financial variable, alternative hypothesis is
accepted .i.e. there is no significant relation between debt equity
ratio and other selected variables as in this case calculated
value of F is far more than the critical table value at 5% level
of significance. This means return on net worth and capital is
not affected by the mix of debt and equity. This is also reflected

in a balance sheet where the debt financing is very less as
compared to equity financing. These companies has provided
a very competitive financial structure by keeping the interest
cost very minimal and weighting more on equity capital.

Interpretation to 2nd Hypothesis: Table 8 above provides us
with an ANOVA analysis to study the effect of debt asset ratio
on other financial variables in a very prudent manner. Reflecting
on the constructed hypothesis No2, calculated value of F is far
more than the table value of 5.99 at 5% level of significance.
So alternative hypothesis is accepted i.e. there is no significant
relation between debt asset ratio and other selected variables
as in these case calculated value of F is far more than the table
value of 5.99 at 5% level of significance. Therefore, in
automobile industries financing of asset through debt do not
show any effect on return on capital employed and its net worth.

Table 9: ANOVA Analysis Long Term Debt to Other Financial Variables

Operating Profit Ratio 

Source of Variation d.f. SS MS F P-level 

Between Groups 1 1849.53 1849.53 16.68 0.006 

Within Groups 6 665.18 110.86     
Total 7 2514.72       
Return on Capital Employed 

Source of Variation d.f. SS MS F P-level 

Between Groups 1 1.61 1.61 0.008 0.93 

Within Groups 6 1264.06 210.67     
Total 7 1265.67       
Return on Net Worth 

Source of Variation d.f. SS MS F P-level 

Between Groups 1 212.18 212.18 1.62 0.24 

Within Groups 6 782.24 130.37     
Total 7 994.42       

Source: Data compiled from annual balance sheets

Table 10: Regression Analysis of Debt Equity Ratio to other Financial Variables

 

  R R2 Adjusted R2 

Operating Profit Ratio 0.806 0.652 0.474 

Returns on Capital Employed  0.979 0.956 0.934 

Return on Net Worth 0.831 0.691 0.534 

Table 11: Regression Analysis of Debt Asset Ratio to other financial variables

 R R2 Adjusted R2 

Operating Profit Ratio 0.546 0.298 -0.052 

Returns on Capital Employed  0.541 0.293 -0.059 

Return on Net Worth 0.182 0.033 -0.45 

Source: Data compiled from annual balance sheets
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Interpretation to 3rd Hypothesis: Table 9 above provides
us with a ANOVA analysis of long term debt ratio to other
financial variable affecting financial performance of the
company. Referring hypothesis No 3 the calculated F value, at
5 % level of significance, of return on capital employed and
return on net worth is 0.008 and 1.627 respectively, which is
quit less than the critical table value of 5.99 at the given degree
of freedom which tells us that there is significant relation
between long term debt and return on capital employed and
return on net worth, therefore we accept null hypothesis. But
for the remaining financial variable we accept alternative
hypothesis as their calculated F value is much more than the
table value of 5.99 at 5% level of significance. In automobile
industry, referring these companies in study, long term capital
debt do effect interest and return on net worth and capital.

Regression Analysis:

H
0
: Null Hypothesis: Capital structure variables significantly

impacts financial performance of the company.

H
4
: Alternative Hypothesis: Capital structure variables do not

significantly impacts financial performance of the company.

1. Regression analysis between debt equity ratio and
operating profit ratio. Based on the above table R2 =
0.652 that means 65.2% of the variation in the operating
profit ratio is determined by debt equity ratio other
remaining 34.8% is undetermined. This means that other
34.8% variation is caused by other variables at 5%
significance level.

2. Regression analysis between debt equity ratio and return
on capital employed. Based on the above table R2 =
0.956.That means 95.6% of the variation in the ROCE
is determined by debt equity ratio other remaining 4.4%
is undetermined. This means that other 4.4% variation
is caused by other variables at 5% significance level.

3. Regression analysis between debt equity ratio and return
on net worth. Based on the above table R2 = 0.691That
means 69.1% of the variation in the return on net worth
is determined by debt equity ratio other remaining 30.9%
is undetermined. This means that other 30.9% variation
is caused by other variables at 5% significance level.

In light of above given hypothesis conclude that the mix of
debt to equity plays a major role and do affect the financial
performance of dependable variable mentioned in the table

above. It has a major impact on return on capital employed
and least impact on interest coverage ratio. On an average if
we analyze, 62.3% of the variation on the various dependable
variable mentioned above is determined by the mix of debt to
equity. Therefore null hypothesis is accepted.

1. Regression analysis between debt asset ratio and
operating profit ratio. Based on the above table R2 =
0.298. That means 29.8% of the variation in the operating
profit ratio is determined by debt asset ratio other
remaining 70.2% is undetermined. This means that other
70.2% variation is caused by other variables at 5%
significance level.

2. Regression analysis between debt asset ratio and return
on capital employed. Based on the above table R2 =
0.293.That means 29.3% of the variation in the ROCE
is determined by debt asset ratio other remaining 70.7%
is undetermined. This means that other 70.7% variation
is caused by other variables at 5% significance level.

3. Regression analysis between debt asset ratio and return
on net worth. Based on the above table R2 = 0.033. That
means 3.3% of the variation in the return on net worth is
determined by debt asset ratio other remaining 96.7% is
undetermined. This means that other 96.7% variation is
caused by other variables at 5% significance level.

Analyzing the regression of debt asset ratio to other dependent
financial performance variables given in table no 11 above,
conclude that the effect of debt to asset on other financial
performance variable is not as effective as compared to mix of
debt equity in the automobile industry under study. On an
average if we analyze, 22% of the variation on the various
dependable financial performance variable mentioned above
is determined by the mix of debt and asset. In automobile
industry under study, to my surprise, mix of debt to asset fails
to show any impact on return on net worth and on ROCE.
Therefore null hypothesis is rejected.

1. Regression analysis between long term funds and
operating profit ratio. Based on the above table R2 =
0.716. That means 71.6% of the variation in the operating
profit ratio is determined by long term funds other
remaining 28.4% is undetermined. This means that other
28.4% variation is caused by other variables at 5%
significance level.

Table 12: Regression Analysis of Long Term Funds to other financial variables

 

  R R2 Adjusted R2 

Operating Profit Ratio 0.846 0.716 0.574 

Returns on Capital Employed  1 1 1 

Return on Net Worth 0.926 0.858 0.787 
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2. Regression analysis between long term funds and return
on capital employed. Based on the above table R2 =
1.That means 100% of the variation in the ROCE is
determined by long term funds. This means that ROCE
is not affected by other variables except long term funds
at 5% significance level.

3. Regression analysis between long term funds and return
on net worth. Based on the above table R2 = 0.858 that
means 85.8% of the variation in the return on net worth
is determined by long term funds other remaining 14.2%
is undetermined. This means that 14.2% variation is
caused by other variables at 5% significance level.

Analyzing the regression of long term funds to other dependent
financial performance variables given in table no 12 above,
conclude that the effect of long term funds on other financial
performance variable is highly effective. Long term funds do
steer the performance ability of dependent variables. On an
average if we analyze, 67.4% of the variation on the various
dependable financial performance variable mentioned above
is determined by the long term funds.

Long term funds have greater impact on return on capital
employed and return on net worth. Nearly 100% variation in

ROCE and 85.8% variation in Net worth happen only due to
variation in long term funds. Long term funds and mix of debt
to equity plays a major role in aggravating the financial
performance of the automobile companies. In other words,
these two independent variable shows the major impact on the
profitability of automobile industry. Therefore null hypothesis
is accepted.

Referring table no13 above on Karl Pearson’s coefficient of
correlation the debt to equity (DER) and debt to asset (DAR)
has negatively correlated with financial performance variable
of the selected firms. On other hand Long term capital fund
has positive impact and significantly associates with
profitability of the firms under study. In this study debt to equity
and debt to asset ratio is negatively correlated to profitability
ratios, it implies that if the debt proportion increased
aggressively then it will adversely impact the profitability.
Furthermore the companies under study are exposing
themselves to more risk and it may lead to lose control if it
continues. Positive correlation of Long term Capital Fund
(RLTF) provides us an idea that the funds are properly used to
finance the assets and thereby gaining good resultant in the
form of net worth and return on capital thereby maximizing
the financial performance and growth.

Table 13: Pearson’s Correlation Coefficient Matrix

    DER DAR RLTF OPR ROCE RONW 

DER Correlation Coefficient 1           

  R Standard Error             

  H0 (0.1%)             

DAR Correlation Coefficient 0.69 1         

  R Standard Error 0.26           

  H0 (0.1%) accepted           

RLTF Correlation Coefficient -0.97 -0.53 1       

  R Standard Error 0.02 0.35         

  H0 (0.1%) accepted accepted         

OPR Correlation Coefficient -0.80 -0.54 0.84 1     

  R Standard Error 0.17 0.35 0.14       

  H0 (0.1%) accepted accepted accepted       

ROCE Correlation Coefficient -0.97 -0.54 0.99 0.84 1   

  R Standard Error 0.02 0.35 1.25 0.13     

  H0 (0.1%) accepted accepted rejected accepted     

RONW Correlation Coefficient -0.82 -0.17 0.92 0.75 0.92 1 

  R Standard Error 0.15 0.48 0.07 0.21 0.07   

  H0 (0.1%) accepted accepted accepted accepted accepted   
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SUGGESTIONS AND RECOMMENDATIONS

The following suggestions are recommended to increase the
Company’s financial performance based on capital structure.

1. Performance standards should be established and
communicated to the investors. This will help investors
to achieve the standard and take better investment
decisions. Identifying weaknesses of investment may be
best one to improve the firm’s financial performance,
because it indicates the area which decision should be
taken. Inflation and exchange rate also affect the listed
company’s performance. So, government should
consider the economic growth to control the inflation.

2. Mature companies like Bajaj Auto Limited and Hero
Motor corp. with stable and predictable cash flows as
well as limited investment opportunities should include
more debt in their capital structure, since the discipline
that debt often brings outweighs the need for flexibility.
Companies that face high uncertainty because of
vigorous growth or the cyclical nature of their industries
should carry less debt, so that they have enough flexibility
to take advantage of investment opportunities or to deal
with negative events.

3. Corporate managers should follow a conservative
investment policy in order to enhance the performance
of their companies. This implies that the managers should
maintain a higher level of investment in liquid assets
relative to non-current assets.

4. The study further established that the performance of
the firm improves using more current liabilities to finance
their assets which can maintain profitability. This is
probably because current liabilities are less costly than
long-term debt. Additionally, the study found that
increasing the proportion of current assets in relation to
total assets enhanced performance as measured by both
ROA and ROE.

CONCLUSION

This paper been completed with the important objectives of,
to what extend capital structure impact on financial
performance of automobile companies. To conclude there is a
positive relationship between capital structure and financial
performance or profitability. So every firm should make good
capital structure decision to earn profit and carry on their
business successfully. When we focus on debt and equity
position of automobile industry, some firm had adequate level
of debt capital and equity capital and also long term debt but
they do not maintain some specific or standardized mix of
capital to earn maximum profit. Managing capital structure
thus becomes a balancing act. The trade-off a company makes
between financial flexibility and fiscal discipline is the most
important consideration in determining its capital structure and
far outweighs any tax benefits, which are negligible for most
large companies unless they have extremely low debt.
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