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ABSTRACT

Financial statements of a firm are highly usefuhiicstakeholders. The profit and loss accountlzadence sheets
are the two most important financial statementeyTére prepared according to commonly acceptediptas, reflecting
past and current effects of the decisions mad&éyrtanagement. Evaluation of financial performangelves the use of
financial statements, figures are dumb, howeveay thay tell vivid story of financial adventuresabusiness enterprise,
if systematically analyzed and interpreted. Finahperformance evaluation pinpoints the strengtit \weakness as of

firm, like x - raying.
KEYWORDS: Sampling Design, Period of Study, Sources

INTRODUCTION
Evolution of Indian Software Industry

Information Technology (IT) Industry in India is @of the fastest growing industries. Indian IT istly has built
up valuable brand equity for itself in the globahnkets. IT industry in India comprises of softwanelustry and
information technology enabled services (ITES),ohtalso includes business process outsourcing (BRDFtry. India is
considered as a pioneer in software developmengtdadorite destination for IT and IT-enabled seeg. The origin of IT
industry in India can be traced to 1974, when ttenframe manufacturer, Burroughs, asked its Indlassagent, Tata

Consultancy Services (TCS), to export programmarfstalling system software for a U.S. client.

The IT industry is originated under unfavorable ditions. Local markets were absent and governmehc¢yp
toward private enterprise was hostile. The indusiag begun by Bombay based conglomerates whicheehtiee business
by supplying programmers to global IT firms locataarseas. During that time Indian economy wa£stahtrolled and
the state remained hostile to the software industrgugh the 1970s. Import tariffs were high (136% hardware and

100% on software) and software was not consideméihdustry"”, so that exporters were ineligible bamk finance.

Government policy towards IT sector changed whejivRaandhi became Prime Minister in 1984. His New
Computer Policy (NCP-1984) consisted of a packdgeduced import tariffs on hardware and softwaeel¢ced to 60%),
recognition of software exports as a "de-licensedustry”, i.e., henceforth eligible for bank finanand freed from
license-permit raj, permission for foreign firmsget up wholly-owned, export-dedicated units angr@ect to set up a
chain of software parks that would offer infrasture at below-market costs. These policies laidfthedation for the
development of a world-class IT industry in Indladay, Indian IT companies such as Tata Consult&ayices (TCS),

Wipro, Infosys, and HCL et al are renowned in thabgl market for their IT prowess.
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About The Financial Performance

The relationship between investment in informatiechnology (IT) and its effect on organizationatfpemance
continues to interest academics and practitionarsiany cases, due to the nature of the reseaigrdemployed, this
stream of research has been unable to identifyirtipact of individual technologies on organizatioperformance.
This study posits that the driver of IT impact ist rthe investment in the technology, but the acusdge of the

technology. This proposition is tested in a londiital setting of a healthcare system comprisingtdigspitals.

Monthly data for a three-year period on variousfficial and nonfinancial measures of hospital peréorce and
technology usage were analyzed. The data analysisdes evidence for the technology usage-perfoomdimk after
controlling for various external factors. Technologsage was positively and significantly associatétth measures of
hospital revenue and quality, and this effect ommliafter time lags. The analysis was triangulatgdg three measures of
technology usage. The general support for the ip@hproposition of this paper that actual udagay be a key variable in
explaining the impact of technology on performasaggests that omission of this variable may be ssimg link in IT

payoff analyses
Techniques of Financial Analysis

The published financial statements do not always/ep to the reader the real significance of opegatesults
and financial health of the business. In ordeiirtd dut the financial statements is more meaningule should depend on
certain techniques for analyzing the financialestagnts. The main objective of these techniques mihimize or reduce

the financial data and to use in a more appropaateunderstandable terms.

The following are the various techniques commorpypligd in analyzing financial statements to evadutite

financial soundness of a firm:

* Ratio Analysis

e Trend Analysis

e Common Size Analysis

e Comparative Statement Analysis

e Statistical Techniques of Analysis

» Diagrammatic and Graphic Presentation of Finarig#h.
Problem Focus

The software industry has become a part of everlifigybe it providing solutions for business ottentainment.
In the last 15 years the Indian software indusay hrought a tremendous growth for the emerging@oy and also the
industry is the main component of the Informatieahnologies not only in India and other leadingedep countries also.

The Indian IT sector has proved to be the counfigssest growing segment, even in troubled times.

The software is a service industry, a major compboéIndia‘s IT sector, showed significant momentthigher
than that of other industries in the country. Indientinued to be a compelling investment destimatias leading

companies either set up shop here or enhanced éh&ting infrastructure. The IT services sectos haitnessed
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tremendous growth in the last decade, fuelled bipareasing number of business expansions, aciguisiand green field

projects funded both with domestic and foreign gt@vinvestment.

Some of the services typically rendered by thedmpanies include Application Development (AD), Aipption
Management (AM), consulting and testing servicedopmed either offshore (in India) or onsite (aé tblient location
outside India). India has become one of the mostréd destinations for outsourcing and IT-Enabledvises (ITES).
The shift in the role of IT from merely supportibgsiness to transforming business, which is driyangductivity gains
and creating new business models, has increasaethffoetance of IT to the success of companies wadd. The ability
to design, develop, implement and maintain advateeithology platforms and solutions to addressnmss and customer

needs has become a competitive advantage andraypito corporations worldwide.

Because of world financial and economic crisislmast all countries economy went down in the lagi years.
In India the major sources of income is throught\Bafe Industry and its exports almost all softwesepanies are facing

financial crisis especially the top 10 software pamies in India.

In the year 2005, TCS Net profit growth is 2959qgeat but it went down to 83 percent in the year&@0pro
net profit growth is 24.1 percent in the year 2608 it went down to 9.24 percent in 2008. The okbatding companies as
like Infosys, Satyam are also facing the financidsis in the global meltdown. Hence the study &nto analysis the

financial performance of Software Industries wigfierence to India.
Objectives of the Study
» To analyze the financial performance of Softwardubtries in India
* To identify the fixed assets and working capitahtaver.
» To analyze the significance of capital efficienmturn on capital employed.

* To analyze the correlation between exports salesafttvare revenue growth, dividend and book valushares

and return on capital employed and return on nethwo
REVIEW OF LITERATURE

Alex (1994) Examines the Economic Value Added and Market V&ldded of Chemical Industries in his study,
“Star to sail by”. He observes that a growing numifecompanies worldwide are emphasizing sharelmoldieie as a way
to ensure long-term prosperity. He supports Econdvislue Added as a measure of shareholder valuehwh already
used in the United States and also being considsredmpanies in other countries. He recommends&tanomic Value
Added as one of the financial models to deterntieefinancial performances of companies. He encasragployees and

managers to think as investors do and the act dicepto their interest.

G. Sundarsana Reddy (2003)In his study an attempt has been made to accesvanation of financial
performance of paper industries in Andhra PradesBvaluate the Financing Method to analyze the dtment pattern
and utilization of fixed assets to ascertain thekivg capital conditions, to review the profitabjliperformance and to

suggest measures to improve profitability.

Khalifa, Nermine M (2013) This paper investigates the different software itpalerceptions from the different

stakeholders' perspectives and presents a critiqupreviously developed quality models and measargntheory
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frameworks associated. It emphasizes the ratiohai®nd the selection of the Goal Question MetriQK) as an
evaluation method for the development of the safwaroject with the desired quality needs satigfythe software
system. Then it ends up with several concludingar&msthat pinpoint the main discussion points affier® guidance for

further research.
METHODOLOGY

The researcher, being an external analyst, hadgerdl upon mainly secondary data for the purposeiostudy
titted is "The Financial Performance of Softwar@ustries with Reference to India" from the top tedian software
companies, which is enlisted by NASSCOM, out of thp ten Indian software companies, the three tadetndian
software companies are Tata Consultancy Servicgsovénd Infosys Technologies Ltd has been selefttethis study.
Hence the data and information required for thiglgthave been collected mostly from the annual ntepaf the above
selected Indian Software Companies for the periohf2005-2006 to 2012-2013.

Though there was found apathy or indifference @npért of executives in supplying information, tesearcher
could overcome through moral persuasion and intenpestering. It was made clear to them that tfierrimation so
collected would be exclusively used for academippses and proper secrecy would be maintainedingditlassification
and tabulation of the financial data collected frthra above-mentioned source have been obtainedddtaefor the years
2005-2006 to 2012-2013has been taken in ordersthidy the financial performance pattern in term@wdrall growth,
operating, profitability, capital efficiency, shadrms solvency and dividend payout ratio over aopleof 8 years from
2005-2006 to 2012-2013.

Sampling Design

The sample companies have been selected on the dfesize of the company. Several variables candeel as
the measure the firm's size. Some of them are raditptotal assets, gross profit, total share wd@End net sales. Each
variable cannot represent the exact firm size ateton to other variables. That is each varialds s own limitations.
The great advantage of the total assets as a neeafstine firm size is that this variable can représhe overall size of the
firm compared to other variables. Moreover, figuiastotal assets are readily available from conyfsmpublished annual

report balance sheets, which the entire firms taymiblish.

Based on this the size has been determined ondbis bf the investment in total assets of thesewaoé
companies (Tata Consultancy Services, Wipro, afabyis Technologies Ltd) end of the financial ye@t2-2013 during
the study period. Those companies which have indestore than Rs.5000 crores in total assets etitedfnancial year

2012-2013 during the study period, have been szidor the present study.

In India only five top Indian software companiesvéainvested more than Rs. 5000 corer in total asset
(The top five companies are enlisted by NASSCOMtaT@onsultancy Services, Wipro, Infosys Technoledit¢d.,
Satyam Computer Services and HCL) Out of whichdlu@mpanies have been selected and the remainingritted due

to the non-availability of required data relatingentire phase of the study period.

Table showing the sources of selecting three Ind@ftware companies list which have been seleatedhie

present study based on its value of investmenbialTAssets.
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Sources of Selecting Software Companies

Table 1
S No Company Name Total Assets as on 3_1st March 2010
o (Value Rupees in Crores)
1. Infosys Technologies Limited 7865
2. Wipro limited 7567
3 Tata consultancy services limited 6735

Source: Secondary Data
Period of Study

The present study covers a period of 8 years taftom 2005-06 to 2012-13 in order to evaluatefthancial
performance of selected software companies in Irfftimrces of Data the data used for the presedy $$umainly based
on secondary data. The required data for the sacapiganies were collected from the corporate dase baudited annual
reports, published research reports and finanesgarch journals of the company is for the peridd5206 to 2012-13.
It contains a highly normalized data built on arsbwnderstanding of disclosures on where all reggst public limited
company compulsorily disclose the data as per Sghdelines in India. The audited annual report tes financial
statements, ratio analysis, fund flows, productile; returns and risk on the stock market. Thaumh report of the
industry used by govt. authority, individual, fircgal journal and NASSCOM analysis report used theual report as a

data source.
Mean and Standard Deviation

Table showing Mean and Standard Deviation of T@faslys and Wipro

Table 2
Company
Particulars Infosys TCS Wipro
Mean SD Mean SD Mean SD
EPS Growth 42.47 | 33.15| 888.65| 1274.35| .86 67.68
Ope & Admin Exp to Soft. Revenue 7.53 73 68.19 7.06 7.06 7.90
Net Profit to Total income 34.76 | 1.97 23.43 1.60 18.25 | 8.86
Return on capital Employed 82.76 | 29.53 | 98.17 70.42 56.83 | 59.42
Fixed Asset Turn Over Ratio .24 .03 8.40 1.4¢ 1.071.48
Working Capital Turn Over Ratio .78 .58 4.08 .95 02.| 1.63
Total Revenue Growth 4541 | 29.51 | 666.49 | 1080.06| 45.49 | 1.24
Net Profit Growth 43.77 | 32.88 | 829.49 | 1419.84| 21.05 | 35.24
Current Ratio 3.32 .97 3.32 21 5.18 9.84

EPS Growth

Equity per share growth rate is another one fatdodetermine the corporate growth, the mean vafuéGs
(888.65), when it compared with other two seledefiware companies, it has got tremendous growtBHR& within a
short span of period, the second position in ERSvir rate of Infosys (42.77) and the last one ipMIEPS growth is

very low (0.86) when it is compared with other tsaftware companies.
Operating and Administrating Expenses to Software Rvenue

Operating and administrating expenses of TCS mahrevs (68.19) which is the highest. This canrtierpreted

that company has maintained and controlled itsaipey and administrating expenses. Mean value fokiis, Wipro are
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(7.53) and (7.09) respectively.
Net Profit Total Income

Infosys (34.76) net profit to total income is higheompared to other two software companies, TGBVdipro
net profit mean values were found to be 23.43 @h@S5lrespectively. Wipro mean value was found téoleest among alll

the other software companies.
Return on Capital Employed

TCS has got highest return on capital employed,nmeadue is (98.17) when it compared with other seftware
companies, Infosys rate of return is (82.76) amdtktird mean value is (56.83) for Wipro from thésghest rate of return

on capital employed is TCS and the lowest one igrVi
Fixed Asset Turnover Ratio

Fixed assets turnover ratio (9.15) and TCS fixezbtturnover ratio (8.40) was highest comparedtherotwo
software companies. Wipro (1.07) fixed asset tuengatio was found to be moderate. Infosys (0.B&df asset ratio was

found to be least compared to all other softwaramanies.
Working Capital Turns over Ratio

In order to find out the mean value of selecte@eahsoftware companies, the mean and standard ideviat
applied, to find out the working capital turnovéfi@ency of all selected companies are similanot. The mean value of
Wipro (2.02) is satisfactory level when it is compavith other two software companies. TCS has 4®8) mean value so
it is highly satisfaction level, compared to alhet two companies, Infosys mean value working ehfstvery less (0.78),

this indicates the low efficiency of working capitaanagement among all companies.
Total Revenue Growth

Total revenue growth is one of the milestone dguelents of any software companies. In this studg,tttal
revenue growth performance of selected three softeampanies was measured. And it is inferred thamvalue of TCS
is (666.49) very high growth rate of revenue wher compared with other selected two software camgs. The second
growth level of revenue is least difference betwbBdosys and Wipro (45.41 & 45.49) which is almast difference is
total revenue growth between Infosys and Wipro lastl one is and it has only and very merges meare\af (20.13).

Based on the above analysis, TCS has tremendoiggpance is total revenue growth company.
Current Ratio

The current ratio is a tool to find out the shartm position of corporate, in this study mean atah&ard
deviation were used to find out the performancestairt term solvency Position of selected threewso# companies.
Wipro has got high liquidity position and its mesaore is (5.18) and the least level maintainedditi BCS and Infosys
and score value (3.32).

Net Profit Growth

Net profit growth is reflecting the real growth ofganization is this selected three software conggameans

Standard deviation were used to analyze the groelghof net profit performance of software companiehe mean value
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of TCS has (829.49) which is indicating its stréngf overall financial performance and the secoasitpn has reached
Infosys company and its mean value is (43.77) baddast position is Wipro the mean value is o8l.(5). Based on the

above analysis TCS has got highest net profit gioate performance among the selected software aoiem
CONCLUSIONS

The Indian software industry has brought abouteaé&ndous success for the emerging economy. Theeageft
industry is the main component of the informatieahinology in India. Presently there are more tHéhgoftware firms in
the country which shows the monumental advancenteitthe India software Industry has experiencadlntlia, the
software boom started somewhere in the late 1990is. business software boom started with the emeggef Y2K
problems, when a large number of skilled persommek required to fulfill the mammoth database-attioem demand in
order to cope up with the advent of the new millarm In India the major sources of income is thitosgftware Industry

and its exports almost all software companiesaci§ financial crisis especially the top ten saftevcompanies in India.

Hence the study aim is to analysis the financialgpgmance of software companies with referencentbd. Based
on the objectives of this research, the study hatyaed the overall performance of the leadingvgafé companies, some
of the important statistical tools and ratio analysere used to measure the financial performafidbese companies.

From the ANOVA analysis the following results wéoeind and they were found to be relevant to theerurscenario.

Net profit growth, EPS growth, Fixed asset turnpWorking capital, Operating and administrative exges are
found to be highly significant between the thredtveéare companies. The second part of the study Usadhane
comparison to study the relationship between degeineariables (Net profit growth, fixed asset tweg working capital,
operating and administrative expenses) and selettte software companies. The results were foundet more
informative and they were well correlated with tldOVA findings. Based on the above two test in thtisdy the mean
and standard deviation of dependent variable ofcsedl three software companies were interpretetlantify the
positions of various ratios, the results obtainesl similar to the existing scenario. Based on theva analysis in this
study the overall performance of TCS was found éocbmparatively good with the other two softwarenpanies and

Infosys position was found to be somewhat satisfgceven though they have gained a good net profit

Hence the company will not be considered for furtadies and also the company which is recentiyiaed by
Tech. Mahindra, rest of the three companies fro1206 performance was good but from 2005 -08 oléirencial
performances went down. Again which is clearly cadés from 2009 onwards the financial performarfceetected three
software companies are highly satisfactory level #iese companies are in a growing position indndioftware growth

and contribution to Indian economy.
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