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Abstract:

This study investigates the capital budgeting practices at JK Tyres & Industries Ltd., a leading manufacturer in the
Indian automotive sector. The research focuses on understanding how the company evaluates potential investments
and allocates resources to maximize returns while minimizing risks. Various capital budgeting techniques, such as
Net Present Value (NPV), Internal Rate of Return (IRR), Payback Period, and Profitability Index, were analyzed to
assess their effectiveness in the decision-making process. Data was collected through a combination of primary and
secondary sources, including interviews with key financial managers and the company’s financial reports from the
past five years. The findings reveal that JK Tyres & Industries Ltd. primarily uses a combination of traditional and
modern techniques for capital budgeting, balancing between cost efficiency and strategic growth. The study
underscores the importance of adopting robust capital budgeting frameworks to enhance financial performance and
competitive positioning in the dynamic automotive industry. Recommendations are provided for optimizing capital
allocation and integrating risk management strategies to support sustainable growth.

Keywords : Automobile Industry, Capital Budgeting, Financial Growth, JK Tyres & Industries, Growth, Strategy,
NPV, IRR, Pay Back Period, Profitability Index, Regression.

Introduction:

The automobile industry is a significant driver of economic growth and technological advancement, particularly in
emerging markets like India. India's auto sector, which includes the production of cars, two-wheelers, buses, trucks,
and other vehicles, plays a crucial role in the country's GDP and employment generation. With rapid technological
advancements, evolving consumer preferences, and increasing regulatory pressures, companies within the sector
must strategically manage their financial resources to ensure sustainable growth and competitive positioning.

Capital budgeting is a critical financial process that allows companies to evaluate potential investments and projects.
It involves the analysis of potential expenditures on assets or projects to determine their profitability and impact on
a company’s financial health. In the context of the automobile industry, where the market dynamics are constantly
changing due to technological disruptions such as electrification, autonomous vehicles, and increasing emphasis on
sustainability, efficient capital budgeting becomes vital for companies to remain viable and competitive.
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This study focuses on the capital budgeting practices at JK Tyres & Industries Ltd., one of India's leading tire
manufacturers and a significant player in the global tire market. Established in 1974, JK Tyres has continuously
innovated and expanded its operations globally, catering to various segments, including passenger vehicles,
commercial vehicles, and specialty applications. As a capital-intensive company in a highly competitive industry, JK
Tyres relies heavily on effective capital budgeting to prioritize projects that offer the best returns and align with its
strategic goals.

The objective of this study is to explore the capital budgeting methods employed by JK Tyres & Industries Ltd.,
examining how these practices influence decision-making and impact the company's long-term financial
performance. This research aims to provide insights into the company’s approach to evaluating investment
opportunities, managing risks, and optimizing resource allocation to achieve sustainable growth.

Literature Review:

Poonam and Aneja's empirical study (2018) looks at how capital planning processes affect how well the Indian car
business does. They look at a lot of different capital planning methods and stress how important and useful they are
in the car business. Some of these methods are Payback Period, Internal-rate of Return (IRR), and Net Present-value
(NPV). The writers look into how these tactics affect making money, choosing investments, and the growth of
industry as a whole. They talk about earlier study shows how important careful capital planning is for getting most
out of your resources and making more money. To better understand and improve capital planning in the sector, the
study points out gaps in the existing research, stressing need for more regional studies in the Indian setting. It also
suggests areas of study that should be done in the future.

CAPITAL-BUDGETing: Estimating Cash Flows (Pamela P. Drake, Frank J. Fabozzi, and Francesco A. Fabozzi,
2022). The study requires a company to spend its limited resources on long-term costs over a long period of time.
These decisions have a big effect on how well a business does. A big, final investment of money may be needed for
a certain capital project. When a company makes strategic CAPITALBUDGETING decisions, they can change its
future market position in its current product lines or help it grow into a new product line in the future. This is different
from regular CAPITAL-BUDGETING decisions, which don't change a company's future market position or risk.

In their 2017 book "Fundamentals of CAPITAL-BUDGETing," Robert S. Harris and John Pringle go into great detail
about the basic ideas and steps of CAPITALBUDGETing. The authors look at some important ideas, like Net Present-
value (NPV), Internal-rate of Return (IRR), and Payback Period, and explain both how they work in theory and how
they are used in real life. They stress how important it is to get correct estimates of cash flows and think about how
money changes over time when looking at business opportunities. There is also a lot of information in the book about
how hard it is to evaluate risks and make decisions about capital planning when there is doubt. Financial managers
can use Harris and Pringle's book as a starting point because it shows common mistakes and the best ways to do
things when capital planning. This helps managers pick good investments
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Research Methodology:
1. Research Design

This research follows a descriptive research design to analyze the capital budgeting practices at JK Tyres & Industries
Ltd. The study aims to evaluate the effectiveness of various capital budgeting techniques used by the company to
predict returns, costs, and risks associated with different projects. A descriptive approach helps provide a detailed
account of how these techniques are applied in real-world scenarios, particularly in the context of the automotive
industry.

2. Data Collection Methods

The study utilizes both primary and secondary data to provide a comprehensive analysis of capital budgeting
techniques.

a. Primary Data

Primary data was collected through direct observations and interactions with key personnel involved in the financial
decision-making processes at JK Tyres & Industries Ltd. In-depth interviews were conducted with senior managers,
including the DGM Finance, Mrs. Poornima, to gain insights into the company's capital budgeting strategies. These
interviews focused on understanding the rationale behind choosing specific budgeting methods, the challenges faced
during implementation, and the decision-making criteria used by the management.

b. Secondary Data

Secondary data was obtained from the company's internal records, published annual reports, and other relevant
documents. These documents provided detailed financial statements, including balance sheets, profit and loss
accounts, and other performance indicators over the last five years. Additional information was gathered from
industry reports, journals, and articles available on the company's official website and other credible sources.

3. Data Analysis Techniques

The analysis involved both qualitative and quantitative methods. Quantitative data was analyzed using various
financial models and techniques such as Net Present Value (NPV), Internal Rate of Return (IRR), Payback Period,
and Profitability Index (PI). These methods were used to assess the feasibility and expected profitability of investment
projects. The qualitative analysis was conducted based on the responses from interviews and the content of secondary
data, which helped interpret the numerical results in the context of industry trends and managerial practices.

Analytical Tools for Capital Budgeting Analysis:

In capital budgeting research, especially within an industrial context such as JK Tyre & Industries Ltd., it is crucial
to employ a variety of analytical tools to assess investment decisions and their financial implications. Below are some
key analytical tools used in evaluating capital budgeting projects:

Net Present Value (NPV):

The NPV method calculates the difference between the present value of cash inflows and outflows over a period. It
is a cornerstone of capital budgeting analysis, providing a direct measure of the expected profitability of a project.
Projects with a positive NPV are generally considered viable as they are expected to add value to the company.
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Internal Rate of Return (IRR):

IRR is the discount rate that makes the NPV of all cash flows from a particular project equal to zero. It is a widely
used metric that provides an annualized rate of return, helping to compare the desirability of different investments.
The project with the highest IRR is often considered the best choice, provided it exceeds the company's required rate
of return or cost of capital.

Payback Period (PBP):

The Payback Period method measures the time required to recover the initial investment from the cash inflows
generated by the project. While it is a simple and easy-to-understand tool, its primary limitation is that it does not
account for the time value of money or cash flows occurring after the payback period.

Profitability Index (PI):

The Profitability Index is the ratio of the present value of future expected cash flows to the initial investment. A PI
greater than 1 indicates that the project is expected to generate value over its cost, making it a useful tool for ranking
multiple projects, particularly when capital rationing is a constraint.

Date JK TyreY Nifty 50 X Return SD
01-01-2019 | 90.650002 10830.9502

01-02-2019 | 86.050003 10792.5 -5%

01-03-2019 | 91.75 11623.90039 6%

01-04-2019 | 86.75 11748.15039 -6%

01-05-2019 | 82.349998 11922.79981 -5%

01-06-2019 | 80.050003 11788.84961 -3% 0.1083683
01-07-2019 | 70.800003 11118 -12%

01-08-2019 | 57.950001 11023.25 -20%

01-09-2019 | 70.150002 11474.4502 19%

01-10-2019 | 75.599998 11877.4502 7%

01-11-2019 | 70.099998 12056.04981 -8%

01-12-2019 | 74.849998 12168.4502 7%

01-01-2020 | 74.400002 11962.09961 -1%

01-02-2020 | 63 11201.75 -17%

01-03-2020 | 40.799999 8597.75 -43%

01-04-2020 |51.5 9859.900391 23%

01-05-2020 | 52.25 9580.299805 1%

01-06-2020 | 64.099998 10302.09961 20% 0.1844146
01-07-2020 | 64.949997 11073.4502 1%

01-08-2020 | 59.849998 11387.5 -8%

01-09-2020 | 59.150002 11247.54981 -1%

01-10-2020 | 66.800003 11642.40039 12%

01-11-2020 | 80.5 12968.9502 19%
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01-12-2020 | 75.099998 13981.75 -1%
01-01-2021 | 127.25 13634.59961 53%
01-02-2021 | 124.099998 14529.15039 -3%
01-03-2021 | 108.849998 14690.7002 -13%
01-04-2021 | 121.599998 14631.09961 11%
01-05-2021 | 130.350006 15582.79981 7%
01-06-2021 | 136.949997 15721.5 5% 0.1685311
01-07-2021 | 148.449997 15763.04981 8%
01-08-2021 | 145.25 17132.19922 -2%
01-09-2021 | 150.550003 17618.15039 4%
01-10-2021 | 1435 17671.65039 -5%
01-11-2021 | 128.649994 16983.19922 -11%
01-12-2021 | 139.25 17354.05078 8%
01-01-2022 | 134.899994 17339.84961 -3%
01-02-2022 | 105.349998 16793.90039 -25%
01-03-2022 | 117.300003 17464.75 11%
01-04-2022 | 128.399994 17102.55078 9%
01-05-2022 | 115.449997 16584.55078 -11%
01-06-2022 | 101.650002 15780.25 -13%
01-07-2022 | 117.949997 17158.25 15% 0.1394813
01-08-2022 | 139.699997 17759.30078 17%
01-09-2022 | 166.25 17094.34961 17%
01-10-2022 | 174.550003 18012.19922 5%
01-11-2022 | 201.100006 18758.34961 14%
01-12-2022 | 184.199997 18105.30078 -9%
01-01-2023 | 167.75 17662.15039 -9%
01-02-2023 | 147.199997 17303.94922 -13%
01-03-2023 | 154.949997 17359.75 5%
01-04-2023 | 178.699997 18065 14%
01-05-2023 | 184.75 18534.40039 3%
01-06-2023 | 236.850006 19189.05078 25% 0.1043582
01-07-2023 | 263.25 19753.80078 11%
01-08-2023 | 271 19253.80078 3%
01-09-2023 | 277.600006 19638.30078 2%
01-10-2023 | 304.25 19079.59961 9%
01-11-2023 | 353.399994 20133.15039 15%
01-12-2023 | 398.350006 21731.40039 12%
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Regression

Regression Statistics
Multiple R 0.85517715
R Square 0.731327958
Adjusted R
Square 0.726695682
Standard Error 39.39171495
Observations 60
ANOVA
Significance
df SS MS F F
Regression 1 244978.2183 | 244978.2183 | 157.8765745 | 3.39726E-18
Residual 58 89999.01798 | 1551.707207
Total 59 334977.2363
Standard Upper Lower Upper
Coefficients | Error t Stat P-value Lower 95% | 95% 95.0% 95.0%
Intercep | 156.845768 6.66213576 | 1.08025E- | 203.971935
t 9 23.5428659 |4 08 2 -109.72 | -203.972 | -109.72
0.01927245 | 0.00153383 | 12.5648945 [ 3.39726E- | 0.01620215
Nifty X |1 3 3 18 1 0.022343 | 0.016202 | 0.022343

Interpretation of Regression Analysis Results

The regression analysis was conducted to examine the relationship between the stock price of JK Tyre (dependent
variable, Y) and the Nifty 50 Index (independent variable, X) from January 2019 to December 2023. The objective
was to understand how the broader market index, Nifty 50, influences the stock price of JK Tyre over time.

1. Descriptive Statistics and Summary of Data

The dataset comprises 60 monthly observations of JK Tyre's stock price and the Nifty 50 index value. Over the period

of analysis, JK Tyre's stock price fluctuated significantly, reflecting various market conditions and company-specific
events. The descriptive statistics show a mean return of 0.1084 for JK Tyre, with a standard deviation (SD) of 0.1844,

indicating high volatility compared to Nifty 50 returns.
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2. Regression Statistics

The regression model produced a Multiple R value of 0.8552, which indicates a strong positive correlation between
JK Tyre's stock price and the Nifty 50 Index. An R-Square of 0.7313 suggests that approximately 73.13% of the
variance in JK Tyre's stock price can be explained by movements in the Nifty 50 index. This high R-Square value
confirms the significant influence of the Nifty 50 index on the stock price of JK Tyre.

The Adjusted R Square value of 0.7267, which is very close to the R Square value, further suggests that the model is
a good fit and that additional predictors may not significantly improve the model's explanatory power.

3. Analysis of Variance (ANOVA)

The ANOVA table shows that the F-statistic for the regression model is 157.88 with a significance level (p-value) of
3.39726E-18. The extremely low p-value (<0.05) indicates that the regression model is statistically significant and
that the relationship between JK Tyre's stock price and the Nifty 50 index is not due to random chance.

4. Regression Coefficients

The regression equation derived from the model is:

Y=-156.85+0.0193XY =-156.85 + 0.0193XY=-156.85+0.0193X

e Intercept (-156.85): The intercept is negative, which theoretically indicates that if the Nifty 50 index were
zero, JK Tyre's stock price would be -156.85. While this is not a practical scenario, the negative intercept
may suggest that other factors not included in the model might significantly influence the stock price of JK
Tyre.

e Slope (0.0193): The slope coefficient of 0.0193 indicates that for every 1-point increase in the Nifty 50 index,
the stock price of JK Tyre is expected to increase by approximately 0.0193 units, holding other factors
constant. The positive slope signifies a direct relationship between the stock price of JK Tyre and the Nifty
50 index.

The t-statistic for the Nifty 50 index coefficient is 12.56, with a p-value of 3.39726E-18, which is significantly lower
than the standard threshold of 0.05. This confirms that the Nifty 50 index is a significant predictor of JK Tyre's stock
price.

5. Confidence Intervals:

The 95% confidence intervals for the slope coefficient (Nifty X) range from 0.0162 to 0.0223, which does not include
zero. This further supports the conclusion that there is a statistically significant positive relationship between the
Nifty 50 index and JK Tyre's stock price.
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Data Analysis and Interpretation:

JK Tyres utilizes a combination of traditional and advanced capital budgeting methods to evaluate its investment
projects. The NPV method is predominantly used to assess the potential profitability of new ventures, ensuring that
projects with positive NPVs are prioritized. The IRR method is employed to determine the internal rate of return for
various projects, with a focus on selecting those that exceed the company’s cost of capital. The analysis reveals that
these methods have enabled JK Tyres to make sound investment decisions that align with its strategic objectives.

Discussion:

The findings indicate that JK Tyres' capital budgeting practices are integral to its financial planning and risk
management strategies. By rigorously applying NPV and IRR methodologies, the company ensures that its
investments are financially viable and contribute to long-term growth. However, the study also suggests that there is
room for improvement in the company’s risk assessment processes, particularly in relation to market volatility and
economic uncertainties. Enhancing these processes could further strengthen the company’s ability to make informed
investment decisions in a rapidly changing industry.

Conclusion:

This research underscores the importance of capital budgeting in the strategic management of JK Tyres & Industries
Ltd. The company’s application of NPV, IRR, and other capital budgeting techniques has been instrumental in guiding
its investment decisions and achieving sustainable growth. To maintain its competitive edge, JK Tyres must continue
to refine its risk management practices and adapt to evolving market conditions. Future research could explore the
impact of emerging technologies on capital budgeting practices in the automobile industry.

Limitations of the Study

The study is limited to analyzing the capital budgeting practices of JK Tyres & Industries Ltd. based on data from
the past five years. The conclusions drawn are specific to this company and may not be universally applicable to
other firms in the automotive industry. Additionally, reliance on secondary data such as annual reports means that
any inherent limitations or biases in these documents could affect the findings.
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