FINANCIAL RATIOS FOR AUTOMOTIVE INDUSTRY

FINANCIAL RATIOS FOR AUTOMOTIVE INDUSTRY: UNLOCKING INSIGHTS INTO PERFORMANCE AND STABILITY

FINANCIAL RATIOS FOR AUTOMOTIVE INDUSTRY SERVE AS ESSENTIAL TOOLS FOR INVESTORS, ANALYSTS, AND BUSINESS
MANAGERS AIMING TO UNDERSTAND THE INTRICATE DYNAMICS OF THIS HIGHLY COMPETITIVE AND CAPITAL-INTENSIVE SECTOR.
THE AUTOMOTIVE INDUSTRY, CHARACTERIZED BY COMPLEX SUPPLY CHAINS, MASSIVE PRODUCTION VOLUMES, AND SIGNIFICANT
RESEARCH AND DEVELOPMENT EXPENDITURES, DEMANDS A NUANCED APPROACH WHEN EVALUATING FINANCIAL HEALTH AND
OPERATIONAL EFFICIENCY. BY ANALYZING THESE RATIOS, STAKEHOLDERS CAN GAIN VALUABLE INSIGHTS INTO LIQUIDITY,
PROFITABILITY, SOLVENCY, AND OPERATIONAL EFFECTIVENESS, ENABLING BETTER DECISION-MAKING AND STRATEGIC PLANNING.

WHY FINANCIAL RATIOS MATTER IN THE AUTOMOTIVE INDUSTRY

FINANCIAL RATIOS ACT AS A WINDOW INTO THE REAL PERFORMANCE OF AUTOMOTIVE COMPANIES, TRANSCENDING MERE REVENUE
FIGURES OR NET INCOME. GIVEN THE VOLATILITY IN RAW MATERIAL PRICES, FLUCTUATING DEMAND CYCLES, AND RAPID
TECHNOLOGICAL ADVANCEMENTS, UNDERSTANDING THESE RATIOS CAN OFFER A MORE STABLE BASIS FOR COMPARISON OVER TIME
AND ACROSS COMPETITORS.

For INSTANCE, LIQUIDITY RATIOS HELP ASSESS WHETHER A CAR MANUFACTURER CAN MEET ITS SHORT-TERM OBLIGATIONS,
WHILE PROFITABILITY RATIOS REVEAL HOW EFFICIENTLY IT CONVERTS SALES INTO PROFITS. LEVERAGE AND SOLVENCY RATIOS
ARE CRUCIAL IN UNDERSTANDING HOW MUCH DEBT A COMPANY CARRIES AND ITS ABILITY TO SERVICE THAT DEBT, A VITAL
CONSIDERATION IN AN INDUSTRY KNOWN FOR HEAVY CAPITAL INVESTMENTS. OPERATIONAL RATIOS, ON THE OTHER HAND, SHED
LIGHT ON PRODUCTION EFFICIENCY AND INVENTORY MANAGEMENT — FACTORS THAT DIRECTLY IMPACT COSTS AND CUSTOMER
SATISFACTION.

Key FINANCIAL RATIOS FOR AUTOMOTIVE INDUSTRY ANALYSIS

LET'S DELVE INTO SOME OF THE MOST RELEVANT FINANCIAL RATIOS SPECIFICALLY TAILORED FOR EVALUATING COMPANIES IN
THE AUTOMOTIVE SECTOR.

LiIQuUIDITY RATIOS: ENSURING SHORT-TERM STABILITY

LIQUIDITY RATIOS GAUGE A COMPANY’S ABILITY TO COVER ITS SHORT-TERM LIABILITIES WITH ITS SHORT-TERM ASSETS. IN THE
AUTOMOTIVE INDUSTRY, WHERE SUPPLY CHAINS ARE EXTENSIVE AND PAYMENT CYCLES CAN BE LENGTHY, MAINTAINING HEALTHY
LIQUIDITY IS PARAMOUNT.

o CURRENT RATIO: CALCULATED AS CURRENT ASSETS DIVIDED BY CURRENT LIABILITIES, THIS RATIO INDICATES WHETHER A
COMPANY CAN PAY OFF ITS SHORT-TERM DEBTS. A RATIO ABOVE 1 SUGGESTS GOOD SHORT-TERM FINANCIAL HEALTH.
FOR AUTOMOTIVE FIRMS, A RATIO BETWEEN 1.2 AND 2 IS OFTEN CONSIDERED COMFORTABLE.

* Quick RATIO (AcID-TEST RATIO): THIS IS A STRICTER MEASURE, EXCLUDING INVENTORY FROM CURRENT ASSETS.
SINCE AUTOMOTIVE INVENTORY CAN BE BULKY AND SLOW-MOVING, THE QUICK RATIO PROVIDES A CLEARER PICTURE OF
IMMEDIATE LIQUIDITY.

MAINTAINING ADEQUATE LIQUIDITY HELPS AUTOMOTIVE COMPANIES NAVIGATE PERIODS OF ECONOMIC DOWNTURN OR
DISRUPTIONS IN THE SUPPLY CHAIN, SUCH AS THOSE CAUSED BY GLOBAL EVENTS.



PROFITABILITY RATIOS: MEASURING EARNINGS EFFICIENCY

PROFITABILITY IS A CRITICAL INDICATOR OF HOW WELL AN AUTOMOTIVE COMPANY CONVERTS ITS REVENUES INTO PROFITS,
REFLECTING MANAGEMENT EFFECTIVENESS AND MARKET POSITIONING.

¢ GRross PrROFIT MARGIN: CALCULATED AS (SALES - CosT oF Goobs SoLp) / SALES, THIS RATIO REVEALS HOW
EFFICIENTLY A COMPANY MANUFACTURES AND SELLS ITS VEHICLES. HIGH MARGINS INDICATE STRONG PRICING POWER OR
COST CONTROL, BOTH VITAL IN A SECTOR FACING FIERCE COMPETITION AND PRICE SENSITIVITY.

o OPERATING PROFIT MARGIN: THIS RATIO ACCOUNTS FOR OPERATING EXPENSES AND OFFERS INSIGHT INTO HOW WELL THE
COMPANY CONTROLS ITS OVERHEADS AND OPERATIONAL COSTS.

® NET PROFIT MARGIN: THE BOTTOM-LINE PROFITABILITY AFTER TAXES AND INTEREST. |T REFLECTS THE OVERALL
EFFICIENCY AND FINANCIAL HEALTH OF THE COMPANY.

o ReTURN oN AsseTs (ROA): ROA SHOWS HOW EFFECTIVELY A COMPANY UTILIZES ITS ASSETS TO GENERATE PROFITS.
AUTOMOTIVE FIRMS WITH LARGE PLANT AND EQUIPMENT INVESTMENTS MUST KEEP THIS RATIO HEALTHY TO JUSTIFY

CAPITAL EXPENDITURES.

* RETURN ON EQUITY (ROE) THIS RATIO MEASURES PROFITABILITY RELATIVE TO SHAREHOLDER EQUITY, INDICATING
HOW WELL MANAGEMENT GENERATES RETURNS ON INVESTORS’ CAPITAL.

(UNDERSTANDING THESE PROFITABILITY RATIOS HELPS STAKEHOLDERS EVALUATE WHETHER A COMPANY CAN SUSTAIN GROW TH
AND REINVEST IN INNOVATION, A NECESSITY IN THE AUTOMOTIVE INDUSTRY’S FAST-EVOLVING LANDSCAPE.

LEVERAGE AND SOLVENCY RATIOS: ASSESSING FINANCIAL Risk

AUTOMOTIVE COMPANIES OFTEN RELY ON SIGNIFICANT DEBT TO FINANCE PLANT EXPANSIONS, TECHNOLOGY UPGRADES, AND
MERGERS. LEVERAGE RATIOS REVEAL THE EXTENT OF THIS DEBT AND THE RISKS IT POSES.

L4 DEBT'TO'EQUITY RATIO: THIS COMPARES TOTAL LIABILITIES TO SHAREHOLDERS® EQUITY. A HIGHER RATIO INDICATES
MORE LEVERAGE, WHICH CAN INCREASE RISK BUT ALSO MAGNIFY RETURNS IF MANAGED PROPERLY.

o INTEREST CoVERAGE RATIO: CALCULATED AS OPERATING INCOME DIVIDED BY INTEREST EXPENSES, THIS RATIO SHOWS
THE COMPANY’S ABILITY TO PAY INTEREST ON ITS DEBT. AUTOMOTIVE COMPANIES WITH STRONG INTEREST COVERAGE

ARE BETTER POSITIONED TO ABSORB ECONOMIC SHOCKS.

e DeBT RATIO: TOTAL LIABILITIES DIVIDED BY TOTAL ASSETS. THIS RATIO REVEALS WHAT PORTION OF A COMPANY’S
ASSETS IS FINANCED BY DEBT.

MONITORING THESE RATIOS IS ESPECIALLY IMPORTANT DURING ECONOMIC SLOWDOWNS OR WHEN SHIFTING TOWARD NEW
TECHNOLOGIES LIKE ELECTRIC VEHICLES, WHICH REQUIRE SUBSTANTIAL UPFRONT INVESTMENTS.

OPERATIONAL RATIOS: EFFICIENCY IN MANUFACTURING AND SALES

OPERATIONAL EFFICIENCY IS THE BACKBONE OF AUTOMOTIVE MANUFACTURING, WHERE PRODUCTIVITY, INVENTORY TURNOVER,
AND ASSET UTILIZATION DIRECTLY IMPACT PROFITABILITY.



® INVENTORY TURNOVER RATIO: THIS MEASURES HOW OFTEN A COMPANY SELLS AND REPLACES ITS INVENTORY OVER A
PERIOD. HIGH TURNOVER INDICATES EFFICIENT INVENTORY MANAGEMENT, CRUCIAL IN AN INDUSTRY WHERE EXCESS STOCK
CAN LEAD TO OBSOLESCENCE, ESPECIALLY WITH RAPIDLY CHANGING MODELS AND TECHNOLOGY.

e ASSET TURNOVER RATIO: CALCULATED AS SALES DIVIDED BY TOTAL ASSETS, THIS RATIO REVEALS HOW EFFECTIVELY
THE COMPANY USES ITS ASSETS TO GENERATE SALES.

® DAYs SALES OUTSTANDING (DSO) DSO MEASURES THE AVERAGE NUMBER OF DAYS IT TAKES TO COLLECT PAYMENT
AFTER A SALE. FOR AUTOMOTIVE COMPANIES, MANAGING RECEIVABLES EFFICIENTLY IMPROVES CASH FLOW AND REDUCES
FINANCING NEEDS.

THESE OPERATIONAL METRICS PROVIDE A SNAPSHOT OF HOW WELL A COMPANY MANAGES TS DAY-TO-DAY ACTIVITIES, WHICH
CAN DIFFERENTIATE MARKET LEADERS FROM LAGGARDS.

INTERPRETING FINANCIAL RATIOS IN THE CONTEXT OF THE AUTOMOTIVE
INDUSTRY

W/HILE FINANCIAL RATIOS OFFER VALUABLE INSIGHTS, IT'S IMPORTANT TO INTERPRET THEM WITHIN THE CONTEXT OF THE
AUTOMOTIVE INDUSTRY'S UNIQUE CHARACTERISTICS. FOR EXAMPLE, CAPITAL EXPENDITURE CYCLES CAN HEAVILY INFLUENCE
ASSET-HEAVY RATIOS LIKE ROA OR ASSET TURNOVER, AND INDUSTRY-WIDE FACTORS SUCH AS REGULATORY CHANGES, FUEL
PRICES, OR SHIFTS IN CONSUMER PREFERENCES CAN IMPACT PROFITABILITY AND LEVERAGE.

COMPARING RATIOS AGAINST INDUSTRY BENCHMARKS OR DIRECT COMPETITORS CAN HELP ISOLATE COMPANY-SPECIFIC
STRENGTHS OR WEAKNESSES. ADDITIONALLY/ TRENDS OVER MULTIPLE QUARTERS OR YEARS PROVIDE A CLEARER PICTURE THAN
ISOLATED DATA POINTS. FOR EXAMPLE, A GRADUALLY IMPROVING CURRENT RATIO MIGHT INDICATE BETTER WORKING CAPITAL
MANAGEMENT, WHILE A DECLINING GROSS MARGIN COULD SIGNAL RISING PRODUCTION COSTS OR PRICING PRESSURES.

INCORPORATING QUALITATIVE FACTORS ALONGSIDE RATIOS

NUMBERS ALONE DON’T TELL THE FULL STORY. IN THE AUTOMOTIVE SECTOR, QUALITATIVE ELEMENTS SUCH AS BRAND
STRENGTH, INNOVATION PIPELINE, SUPPLY CHAIN RESILIENCE, AND MANAGEMENT QUALITY ARE EQUALLY CRITICAL. A COMPANY
MIGHT HAVE STRONG FINANCIAL RATIOS BUT COULD BE VULNERABLE IF IT FAILS TO ADAPT TO ELECTRIC VEHICLE TRENDS OR
FACES SUPPLY CHAIN BOTTLENECKS.

INVESTORS AND MANAGERS SHOULD THEREFORE USE FINANCIAL RATIOS AS PART OF A HOLISTIC ANALYSIS, COMBINING
QUANTITATIVE DATA WITH INDUSTRY KNOWLEDGE AND FORW ARD-LOOKING INSIGHTS.

PrACTICAL TIPS FOR USING FINANCIAL RATIOS IN AUTOMOTIVE INDUSTRY
ANALYSIS

o Use MULTIPLE RATIOS TOGETHER: NO SINGLE RATIO CAPTURES ALL ASPECTS OF FINANCIAL HEALTH. COMBINING
LIQUIDITY, PROFITABILITY/ LEVERAGE, AND OPERATIONAL RATIOS PROVIDES A MORE BALANCED VIEW.

o CoNsIDER INDUSTRY CYCLES: THE AUTOMOTIVE BUSINESS IS CYCLICAL, OFTEN TIED TO BROADER ECONOMIC
CONDITIONS. T AKE CYCLICAL TRENDS INTO ACCOUNT WHEN ANALYZING RATIOS TO AVOID MISLEADING CONCLUSIONS.

o BeNCHMARK WISELY: COMPARE RATIOS WITH DIRECT COMPETITORS OR INDUSTRY AVERAGES RATHER THAN ACROSS
UNRELATED SECTORS.



e TRACK TRENDS OVER TIME: LOOK FOR CONSISTENT IMPROVEMENTS OR DETERIORATIONS IN RATIOS RATHER THAN ONE-
OFF CHANGES.

e STAY UPDATED ON INDUSTRY CHANGES: REGULATORY SHIFTS, TECHNOLOGICAL INNOVATIONS, AND MARKET
DISRUPTIONS CAN GREATLY AFFECT FINANCIAL PERFORMANCE AND SHOULD BE FACTORED INTO RATIO ANALYSIS.

BY FOLLOWING THESE GUIDELINES, FINANCIAL RATIO ANALYSIS BECOMES A POWERFUL TOOL FOR UNDERSTANDING AND
NAVIGATING THE COMPLEXITIES OF THE AUTOMOTIVE INDUSTRY.

FINANCIAL RATIOS FOR AUTOMOTIVE INDUSTRY PLAYERS ARE MORE THAN JUST NUMBERS ON A BALANCE SHEET, THEY REPRESENT
VITAL CLUES ABOUT A COMPANY’S OPERATIONAL HEALTH, COMPETITIVE POSITIONING, AND FUTURE PROSPECTS. \W/HETHER
YOU'RE AN INVESTOR EVALUATING WHICH AUTOMAKER TO BACK, A MANAGER SEEKING TO IMPROVE PERFORMANCE, OR AN
ANALYST TRACKING INDUSTRY TRENDS, MASTERING THESE RATIOS OPENS THE DOOR TO SMARTER, DATA-DRIVEN DECISIONS IN
THIS DYNAMIC AND EVER-EVOLVING SECTOR.

FREQUENTLY AskeD QUESTIONS

WHAT ARE THE KEY FINANCIAL RATIOS USED TO ANALYZE AUTOMOTIVE INDUSTRY
COMPANIES?

KEY FINANCIAL RATIOS FOR THE AUTOMOTIVE INDUSTRY INCLUDE THE CURRENT RATIO, DEBT-TO-EQUITY RATIO, GROSS PROFIT
MARGIN, RETURN ON ASSETS (ROA), INVENTORY TURNOVER, AND OPERATING MARGIN. THESE RATIOS HELP ASSESS LIQUIDITY,
LEVERAGE, PROFITABILITY, AND OPERATIONAL EFFICIENCY.

How DOES THE INVENTORY TURNOVER RATIO IMPACT AUTOMOTIVE MANUFACTURERS?

INVENTORY TURNOVER RATIO MEASURES HOW QUICKLY A COMPANY SELLS AND REPLACES ITS INVENTORY. IN THE AUTOMOTIVE
INDUSTRY, A HIGH INVENTORY TURNOVER INDICATES EFFICIENT INVENTORY MANAGEMENT AND STRONG SALES, REDUCING HOLDING
COSTS AND RISK OF OBSOLESCENCE.

\WHY IS THE DEBT-TO-EQUITY RATIO IMPORTANT FOR AUTOMOTIVE COMPANIES?

THE DEBT-TO-EQUITY RATIO INDICATES THE PROPORTION OF FINANCING FROM DEBT VERSUS SHAREHOLDERS' EQUITY. SINCE
AUTOMOTIVE COMPANIES OFTEN REQUIRE SIGNIFICANT CAPITAL INVESTMENT, A BALANCED DEBT-TO-EQUITY RATIO IS CRUCIAL
TO MAINTAIN FINANCIAL STABILITY AND AVOID EXCESSIVE LEVERAGE.

\W/HAT DOES THE GROSS PROFIT MARGIN REVEAL ABOUT AN AUTOMOTIVE COMPANY'S
PERFORMANCE?

(GROSS PROFIT MARGIN SHOWS THE PERCENTAGE OF REVENUE REMAINING AFTER DEDUCTING THE COST OF GOODS SOLD. FOR
AUTOMOTIVE COMPANIES, A HEALTHY GROSS PROFIT MARGIN INDICATES EFFECTIVE COST CONTROL IN MANUFACTURING AND THE
ABILITY TO PRICE PRODUCTS COMPETITIVELY.

How IS RETURN ON ASSETS (ROA) USED TO EVALUATE AUTOMOTIVE FIRMS?

RETURN ON ASSETS MEASURES HOW EFFICIENTLY A COMPANY USES ITS ASSETS TO GENERATE PROFIT. IN THE AUTOMOTIVE
SECTOR, A HIGHER ROA SUGGESTS BETTER UTILIZATION OF EXPENSIVE MACHINERY AND EQUIPMENT, REFLECTING OPERATIONAL
EFFICIENCY.



W/HICH FINANCIAL RATIOS HELP ASSESS THE LIQUIDITY POSITION OF AUTOMOTIVE
COMPANIES?

LIQUIDITY RATIOS SUCH AS THE CURRENT RATIO AND QUICK RATIO HELP ASSESS AN AUTOMOTIVE COMPANY'S ABILITY TO
MEET SHORT-TERM OBLIGATIONS. THESE RATIOS ARE CRITICAL DUE TO THE INDUSTRY'S CYCLICAL NATURE AND THE NEED TO
MANAGE WORKING CAPITAL EFFECTIVELY.

ADDITIONAL RESOURCES

FINANCIAL RATIOS FOR AUTOMOTIVE INDUSTRY: AN ANALYTICAL REVIEW

FINANCIAL RATIOS FOR AUTOMOTIVE INDUSTRY SERVE AS VITAL TOOLS IN ASSESSING THE HEALTH, EFFICIENCY, AND
PROFITABILITY OF COMPANIES OPERATING IN ONE OF THE WORLD’S MOST COMPLEX AND CAPITAL-INTENSIVE SECTORS. FROM
LEGACY CAR MANUFACTURERS TO EMERGING ELECTRIC VEHICLE PRODUCERS, THE AUTOMOTIVE INDUSTRY’S FINANCIAL LANDSCAPE
IS SHAPED BY UNIQUE OPERATIONAL CHALLENGES, CYCLICAL DEMAND, AND SIGNIFICANT INVESTMENT IN RESEARCH AND
DEVELOPMENT. UNDERSTANDING THESE RATIOS NOT ONLY HELPS INVESTORS AND ANALYSTS GAUGE PERFORMANCE BUT ALSO
GUIDES STRATEGIC DECISION-MAKING WITHIN THE INDUSTRY.

UNDERSTANDING THE IMPORTANCE OF FINANCIAL RATIOS IN THE AUTOMOTIVE
INDUSTRY

FINANCIAL RATIOS PROVIDE A QUANTITATIVE FRAMEWORK TO EVALUATE AUTOMOTIVE COMPANIES’ OPERATIONAL
EFFECTIVENESS, LIQUIDITY, SOLVENCY, AND PROFITABILITY. GIVEN THE HIGH FIXED COSTS AND COMPETITIVE PRESSURES IN THE
SECTOR, THESE RATIOS REVEAL HOW WELL FIRMS MANAGE EXPENSES, INVENTORY, AND CAPITAL. UNLIKE SOME INDUSTRIES WITH
MORE STABLE CASH FLOWS, AUTOMOTIVE COMPANIES OFTEN FACE FLUCTUATING RAW MATERIAL COSTS, REGULATORY
CHANGES, AND SHIFTS IN CONSUMER PREFERENCES, MAKING RATIO ANALYSIS CRUCIAL TO DETECT TRENDS EARLY.

MOREOVER, AUTOMOTIVE COMPANIES TEND TO OPERATE WITH SUBSTANTIAL DEBT DUE TO THE CAPITAL-INTENSIVE NATURE OF
MANUFACTURING PLANTS, SUPPLY CHAIN LOGISTICS, AND TECHNOLOGY DEVELOPMENT. CONSEQUENTLY, SOLVENCY AND
LEVERAGE RATIOS BECOME INDISPENSABLE FOR ASSESSING LONG~TERM VIABILITY AND RISK EXPOSURE.

Key FINANCIAL RATIOS FOR AUTOMOTIVE INDUSTRY ANALYSIS

1. LiQuiDITY RATIOS

LiQuiDiTy RATIOS, SUCH AS THE CURRENT RATIO AND QUICK RATIO, MEASURE A COMPANY'S ABILITY TO MEET SHORT-TERM
OBLIGATIONS. IN THE AUTOMOTIVE INDUSTRY, WHERE INVENTORY TURNOVER IS A CRITICAL OPERATIONAL FACTOR, LIQUIDITY
RATIOS INDICATE HOW EFFECTIVELY A COMPANY MANAGES WORKING CAPITAL.

- CURRENT RATIO: CALCULATED AS CURRENT ASSETS DIVIDED BY CURRENT LIABILITIES, THIS RATIO HELPS DETERMINE IF A
COMPANY CAN COVER SHORT-TERM DEBTS. AUTOMOTIVE FIRMS TYPICALLY MAINTAIN A CURRENT RATIO AROUND 1.2 TO ]5,
REFLECTING THE BALANCE BETWEEN MAINTAINING ENOUGH LIQUIDITY AND AVOIDING EXCESSIVE IDLE ASSETS.

- QUICK RATIO: THIS RATIO EXCLUDES INVENTORY FROM CURRENT ASSETS, OFFERING A MORE STRINGENT TEST OF LIQUIDITY.
GIVEN THE AUTOMOTIVE INDUSTRY’S RELIANCE ON INVENTORY, A LOWER QUICK RATIO OFTEN SIGNALS POTENTIAL LIQUIDITY
STRESS, ESPECIALLY DURING DOWNTURNS.



2. PROFITABILITY RATIOS

PROFITABILITY METRICS SUCH AS NET PROFIT MARGIN, RETURN ON ASSETS (ROA), AND RETURN ON EQUITY (ROE) PrOVIDE
INSIGHTS INTO HOW EFFICIENTLY AUTOMOTIVE COMPANIES CONVERT SALES INTO PROFITS AND UTILIZE THEIR ASSETS.

- NeT PROFIT MARGIN: AUTOMOTIVE COMPANIES OFTEN OPERATE ON THIN MARGINS DUE TO INTENSE COMPETITION AND HIGH
PRODUCTION COSTS. MARGINS TYPICALLY RANGE BETWEEN 3% AND 7%, WITH PREMIUM MANUFACTURERS OCCASIONALLY
EXCEEDING THIS RANGE.

- RETURN ON ASSETS (ROA) THIS RATIO MEASURES HOW EFFECTIVELY A COMPANY USES ITS ASSETS TO GENERATE EARNINGS.
IN THE AUTOMOTIVE SECTOR, ROA TENDS TO BE MODERATE, REFLECTING THE CAPITAL-HEAVY NATURE OF THE BUSINESS.

- RETURN oN EQuITY (ROE): ROE INDICATES PROFITABILITY RELATIVE TO SHAREHOLDERS® EQUITY. HIGHER ROE VALUES CAN
SIGNIFY EFFICIENT MANAGEMENT, BUT THEY MAY ALSO REFLECT HIGHER LEVERAGE, WHICH MUST BE SCRUTINIZED ALONGSIDE DEBT
RATIOS.

3. LEVERAGE AND SOLVENCY RATIOS

GIVEN THE SUBSTANTIAL DEBT FINANCING IN THE AUTOMOTIVE INDUSTRY, LEVERAGE RATIOS LIKE DEBT-TO-EQUITY AND
INTEREST COVERAGE ARE CRITICAL TO UNDERSTANDING FINANCIAL STABILITY.

- DEBT'TO'EQUITY RATIO: THIS RATIO COMPARES TOTAL LIABILITIES TO SHAREHOLDERS® EQUITY. AUTOMOTIVE COMPANIES
OFTEN EXHIBIT RATIOS BETWEEN 1 AND 2, INDICATING RELIANCE ON DEBT FINANCING TO SUPPORT OPERATIONS AND EXPANSION.

- INTEREST CoVERAGE RATIO: CALCULATED BY DIVIDING EARNINGS BEFORE INTEREST AND TAXES (EB|T) BY INTEREST EXPENSES
THIS RATIO SHOWS HOW COMFORTABLY A COMPANY CAN HANDLE ITS INTEREST PAYMENTS. A RATIO ABOVE 3 IS GENERALLY
CONSIDERED SAFE, BUT CYCLICAL DOWNTURNS CAN PRESSURE COVERAGE IN AUTOMOTIVE FIRMS.

/

4. EFFICIENCY RATIOS

EFFICIENCY RATIOS EVALUATE HOW WELL AUTOMOTIVE COMPANIES MANAGE ASSETS AND LIABILITIES IN DAY-TO-DAY
OPERATIONS.

- INVENTORY TURNOVER: THIS RATIO—COST OF GOODS SOLD DIVIDED BY AVERAGE INVENTORY—REFLECTS HOW QUICKLY
INVENTORY IS SOLD AND REPLACED. AUTOMOTIVE MANUFACTURERS STRIVE FOR HIGHER TURNOVER TO REDUCE HOLDING COSTS,
BUT SUPPLY CHAIN DISRUPTIONS CAN IMPACT THIS METRIC SIGNIFICANTLY.

- RECEIVABLES TURNOVER: THIS RATIO MEASURES HOW EFFICIENTLY COMPANIES COLLECT RECEIVABLES. LOWER RECEIVABLES
TURNOVER CAN SIGNAL COLLECTION ISSUES WHICH MIGHT AFFECT CASH FLOW.

INDUSTRY-SPECIFIC CONSIDERATIONS IN RATIO ANALYSIS

THE AUTOMOTIVE INDUSTRY’S UNIQUE CHARACTERISTICS NECESSITATE A CONTEXTUAL APPROACH TO INTERPRETING FINANCIAL
RATIOS. FOR INSTANCE, THE RISE OF ELECTRIC VEHICLES (EVS) AND AUTONOMOUS TECHNOLOGIES HAS INCREASED RED
EXPENDITURES, IMPACTING PROFITABILITY RATIOS. COMPANIES INVESTING HEAVILY IN INNOVATION MAY REPORT LOWER SHORT-
TERM MARGINS BUT POSITION THEMSELVES FOR FUTURE GROW TH.

CYCLICALITY IS ANOTHER VITAL FACTOR. DEMAND FOR VEHICLES OFTEN CORRELATES WITH ECONOMIC CYCLES, INFLUENCING
SALES, INVENTORY LEVELS, AND RECEIVABLES. ANALYSTS MUST ADJUST EXPECTATIONS AND COMPARATIVE BENCHMARKS BASED

ON MACROECONOMIC CONDITIONS.

ADDITIONALLY, GLOBAL SUPPLY CHAIN COMPLEXITIES—EXEMPLIFIED BY SEMICONDUCTOR SHORTAGES IN RECENT YEARS—CAN



DISTORT EFFICIENCY RATIOS AND LIQUIDITY METRICS. AUTOMOTIVE FIRMS WITH DIVERSIFIED SUPPLIER BASES AND ROBUST
INVENTORY MANAGEMENT TEND TO PERFORM BETTER IN SUCH ENVIRONMENTS.

CoMPARING FINANCIAL RATIOS ACROSS AUTOMOTIVE SUB-SECTORS

THE AUTOMOTIVE INDUSTRY COMPRISES VARIOUS SUB-SECTORS, INCLUDING ORIGINAL EQUIPMENT MANUFACTURERS (OEMS),
PARTS SUPPLIERS, AND AFTERMARKET SERVICE PROVIDERS. FINANCIAL RATIOS DIFFER SIGNIFICANTLY ACROSS THESE GROUPS.

e OEMs: TYPICALLY CHARACTERIZED BY HIGH CAPITAL EXPENDITURE AND INVENTORY LEVELS, OEMS OFTEN HAVE LOWER
LIQUIDITY RATIOS BUT HIGHER LEVERAGE. PROFIT MARGINS CAN BE VOLATILE, INFLUENCED BY PRICING STRATEGIES AND
PRODUCTION EFFICIENCIES.

o PARTS SUPPLIERS: THESE COMPANIES GENERALLY EXHIBIT HIGHER INVENTORY TURNOVER AND TIGHTER PROFIT MARGINS.
THEIR FINANCIAL HEALTH OFTEN DEPENDS ON MAINTAINING LONG-TERM CONTRACTS WITH OEMs.

o AFTERMARKET SERVICES: THIS SUB-SECTOR TENDS TO HAVE HIGHER PROFITABILITY RATIOS AND BETTER LIQUIDITY DUE
TO LESS CAPITAL-INTENSIVE OPERATIONS AND RECURRING REVENUE STREAMS.

UNDERSTANDING THESE DISTINCTIONS IS KEY WHEN BENCHMARKING COMPANIES OR MAKING INVESTMENT DECISIONS WITHIN THE
AUTOMOTIVE SPACE.

LEVERAGING FINANCIAL RATIOS FOR STRATEGIC DECISION-MAKING

FOR EXECUTIVES AND INVESTORS, FINANCIAL RATIOS OFFER ACTIONABLE INSIGHTS BEYOND MERE NUMBERS. Low LIQUIDITY
RATIOS MIGHT PROMPT MANAGEMENT TO OPTIMIZE WORKING CAPITAL OR SECURE ADDITIONAL FINANCING. CONVERSELY, HIGH
LEVERAGE RATIOS COULD LEAD TO RESTRUCTURING DEBT OR REEVALUATING EXPANSION PLANS.

FURTHEEMORE, MONITORING EFFICIENCY RATIOS HELPS IDENTIFY BOTTLENECKS IN PRODUCTION OR SUPPLY CHAINS. IN AN ERA
WHERE SUSTAINABILITY IS BECOMING A COMPETITIVE ADVANTAGE, INTEGRATING ENVIRONMENTAL AND GOVERNANCE METRICS
ALONGSIDE TRADITIONAL FINANCIAL RATIOS IS GAINING TRACTION, PARTICULARLY IN THE AUTOMOTIVE INDUSTRY’S TRANSITION
TOWARD GREENER TECHNOLOGIES.

IN ESSENCE, FINANCIAL RATIOS FOR AUTOMOTIVE INDUSTRY STAKEHOLDERS ARE MORE THAN DIAGNOSTIC TOOLS; THEY ARE
INTEGRAL TO NAVIGATING A SECTOR UNDERGOING RAPID TECHNOLOGICAL AND MARKET TRANSFORMATIONS. BY COMBINING
QUANTITATIVE ANALYSIS WITH INDUSTRY-SPECIFIC KNOWLEDGE, ANALYSTS AND DECISION-MAKERS CAN BETTER ANTICIPATE
CHALLENGES AND CAPITALIZE ON EMERGING OPPORTUNITIES.
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