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What does interest cover of India Inc. indicate?

We have in this study examined financial performance of 3180 companies (excluding financial
companies) and noted the trend in interest coverage ratio defined as Operating profit to Interest. This
indicator reflects the comfort level of companies in debt servicing.

Some interesting results:

In response to falling interest rate cycle, interest coverage ratio of companies has improved in
FY21 following 40bps drop in repo (plus 75 bps in March 2020) and 79bps drop in WALR.

In FY22 as well, interest cover of companies continued to show significant improvement to 5.76
from 4.56 in FY21.

Notably, in FY22, despite a moderation in operating margin (Operating profit/Net sales),
interest coverage of companies improved, clearly reinforcing the view that RBI’s
accommodative policy supported this trend.

Industry wise, aviation, consumer durables and hospitality are still facing considerable risk,
post Covid induced slowdown. However, few infra sectors such as capital goods, iron and steel,
construction have better interest coverage ratio.

Micro, small and medium enterprise have still interest coverage below 1, large enterprises
have comparatively better financial health.

Interest payment has fallen in line with falling rate cycle:

In the past 5 years, operating profit of companies has grown at the compound annual growth
rate of 8.4%, while interest has increased by 4.8%.

The 5-year average of interest cover of companies has been 4.8. However, excluding industries
such as FMCG, industry gas and fuels, IT and mining which inherently have a higher interest
coverage ratio, the 5 year average of interest cover turns out to be 4. Notably, 49% of the
companies have interest cover below the long run average in FY22.

Some interesting results which can be traced from this data is that, improving interest
coverage of companies has been in line with the accommodative policy of RBI. Since FY20
onwards, in response to falling policy rate (115bps cumulatively in FY20-22), interest coverage
of India Inc. has improved significantly. From 4.04 in FY20, it has improved to 5.76 in FY22.
Notably, interest of companies on an average has declined by 2.2% in the past two years of
favourable rate cycle. The weighted average lending rate has also fallen by 90bps

cumulatively, during this easing cycle.

Table 1. Movement of interest cover in response to key rates

Indicators FY17 FY18 FY19 FY20 FY21 FY22
Interest coverage ratio 4.86 4.88 4.92 4.04 4.56 5.76
Change, bps 2 4 -88 52 120
WALR* 10.80 10.25 10.25 10.00 9.21 9.10
Change, bps -55 0 -25 -79 -11
Repo#t 6.25 6.00 6.25 4.40 4.00 4.00
Change, bps -25 25 -185 -40 0
Source: Ace Equity, Bank of Baroda Research, Note: */#: Terminal rates are taken



Which industries are faring well and where is the red flag?

We have chalked out few important industries based on their interest coverage ratio in FY22. Among
them the high risk ones with interest coverage ratio below 1 are aviation, consumer durables,
hospitality. These sectors especially are bearing the brunt of Covid induced slowdown till date. Few
infra segments such as capital goods, iron and steel, construction as well as automobile and ancillaries
have been performing well.

Table 3. Industries which are performing well

Interest Cover Industries
Automobile & Ancillaries
Capital Goods

Chemicals
Interest cover of greater than 3 . .
Construction Materials
Iron & Steel
Mining
Source: Ace Equity, Bank of Baroda Research
Table 4. Industries which pose risk
Interest Cover Industries
Aviation, 0.15

Consumer Durables, 0.79
Electricals, 1.31
Hospitality, 0.87
Infrastructure, 1.3
Realty, 1.52

Retailing, 1.1

Ship Building, 0.22
Telecom, 1.73

Trading, 1.55

Source: Ace Equity, Bank of Baroda Research Note: Industries marked in red are the highly vulnerable ones as their interest coverage ratio
is less than 1

Interest cover less than 2

Size-wise performance:

Table 5. Definition of MSME

Classification Micro Small Medium
. . . Annual Turnover Annual Turnover Annual Turnover
Manufacturing Enterprises and Enterprises
. ; not more than Rs not more than Rs not more than Rs
rendering Services
5cr 50cr 250cr

Source: PIB

As per MSME definition, we have broadly classified the industries and arrived at the following
interesting results:

e Small industries continued to remain vulnerable in terms of interest coverage ratio. In both
the years FY21 and FY22, loss has yielded negative ratio. Even for micro enterprises, similar
trend is observed. This is despite the measures taken by the government and RBI to improve
credit health of the MSME sector which includes the ECLGS scheme. Even the interestcoverage
ratio of MSME remained below 1 for FY20, 21 and 22. Notably since FY18, apart frommedium
enterprise, interest coverage ratio of both micro and small enterprise have been low.The same
is reflected in their operating profit margin as well.



e large enterprise have benefitted the maximum from the falling interest rate cycle with
improving interest coverage ratio.

Table 6. Micro and small enterprise have been under pressure

Industry classification Count FY17 FY18 FY19 FY20 FY21 FY22
Micro 484 1.3 0.6 0.5 -0.4 -0.4 -0.5
Small 672 1.1 0.6 0.3 0.0 -0.2 -0.1
Medium 795 1.8 1.7 1.2 0.3 0.5 0.5
Large 1229 54 5.5 5.5 4.5 5.1 6.5

Source: Ace Equity, Bank of Baroda Research

Conclusion: Falling interest rate regime has helped in improving the debt servicing ability of
companies. Thus interest coverage ratio have improved in FY22. But improvement is skewed in favour
of large enterprises, with MSME sector still under pressure. Evidently, for small and micro enterprises
the ratio is a concern remaining below 1 since FY18 onwards. So prior to Covid as well, these sectors
had a deteriorating debt servicing ability.

Industry wise, aviation, consumer durables and hospitality are still facing considerable risk, post Covid
induced slowdown. However, few infra sectors such as capital goods, iron and steel, construction have
better interest coverage ratio.

Going forward, in the current rising rate cycle where RBI has already front loaded 140bps hike in policy
rate, interest payment is going to increase. Further, spillover impact of tightening global financial
conditions and inflationary consequences might pinch on operating profit as well. Thus, interest
coverage ratio in FY23 is likely to deteriorate.



Table 7. Industry wise Interest coverage of companies

Industries Count FY17 FY18 FY19 FY20 Fy21 FY22

Agri 141 2.34 1.54 1.92 2.15 2.81 3.78
Alcohol 23 2.5 4.05 4.9 5.61 4.91 8.95
Auto & Ancil 198 11.16 11.47 11.21 9.36 9.36 10.35
Aviation 6 4.26 3.31 0.81 1.22 0.31 0.15
Capital Goods 220 5.13 5.42 7.14 3.38 3.18 5.43
Chemicals 221 5.04 5.83 6.09 6.11 8.59 11.56
&"::::;lc:i"n 111 3.03 4.62 4.61 4.87 7.11 7.22
gﬁ:‘:m:r 43 214 21 245 1.63 0.87 0.79
Crude Oil 31 14.64 13.67 9.67 5.37 6.27 9.41
i’::;‘l" nd, 29 3.9 4.47 3.07 233 2.22 23
Educ & Train 11 2.9 -0.27 3.85 3.37 1.67 2.64
Electricals 54 2.78 2.93 3.54 3.04 2.57 131
Ferro Mang 13 5.88 5.68 5.1 3.69 5.76 12.94
FMCG 175 11.92 11.46 17.53 15.1 15.13 18.08
Gas Transmis 5 9 12.66 8.71 12.19 20.89 48.14
Healthcare 206 7.4 7.63 7.63 7.86 9.93 9.85
Hospitality 64 2.81 3.11 3.07 2.48 -0.12 0.87
Inds. Gases 21 11.39 15.28 24.4 16.82 17 27.97
Infrastructure 95 1.96 1.98 1.83 1.37 1.25 1.3
Iron & Steel 140 1.65 2.04 2.6 2.39 4.1 8.78
IT 207 53.39 54.48 49.25 29.26 34.03 38.8
Logistics 52 3.79 3.64 3.39 2.56 2.47 2.32
Media & Enter 84 6.99 5.75 6.71 4.09 2.5 4.34
Mining 15 27.47 61.64 64.95 58.01 55.76 71.58
Miscellaneous 62 5.66 6.01 6.27 4.66 3.95 5.45
Non - Ferrous 42 5.53 5.66 5.44 4.44 6.94 10.24
Paper 56 3.29 3.39 3.76 2.73 2.09 2.32
pastic 107 43 481 5.14 44 6.88 9.54
Power 33 323 3.43 3.43 3.41 3.86 4.43
Realty 128 1.73 1.53 1.71 1.49 1.15 1.52
Retailing 24 3.57 4.5 5.13 4.21 2.57 1.1
Ship Building 6 2.51 1.47 0.38 -0.06 0.21 0.22
Telecom 27 3.22 2.19 1.24 1.4 1.67 1.73
Textile 331 1.57 0.01 1.31 1.46 1.76 3.7
Trading 199 1.57 1.56 1.68 0.29 1.18 1.55
Total 3180 4.86 4.88 4.92 4.04 4.56 5.76

Source: Ace Equity, Bank of Baroda Research



Disclaimer

The views expressed in this research note are personal views of the author(s) and do not necessarily reflect the views of Bank of Baroda.
Nothing contained in this publication shall constitute or be deemed to constitute an offer to sell/ purchase or as an invitation or solicitation
to do so for any securities of any entity. Bank of Baroda and/ or its Affiliates and its subsidiaries make no representation as to the accuracy;
completeness or reliability of any information contained herein or otherwise provided and hereby disclaim any liability with regard to the
same. Bank of Baroda Group or its officers, employees, personnel, directors may be associated in a commercial or personal capacity or may
have a commercial interest including as proprietary traders in or with the securities and/ or companies or issues or matters as contained in
this publication and such commercial capacity or interest whether or not differing with or conflicting with this publication, shall not make or
render Bank of Baroda Group liable in any manner whatsoever & Bank of Baroda Group or any of its officers, employees, personnel, directors
shall not be liable for any loss, damage, liability whatsoever for any direct or indirect loss arising from the use or access of any information
that may be displayed in this publication from time to time.
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