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Abstract
Purpose and Aim: Capital structure is a highly critical factor of corporate financial sustainability, especially when it comes to capital-intensive sectors like automotive manufacturing. The objectives of this study were to investigate how capital structure affects the financial performance of Tata Motors and to assess how the theoretical views are relevant to explain the financing behaviour.
Methodology: Tata motors quantitative case study was designed using a secondary financial information of annual reports and corporate disclosures of Tata motors between the period 2021 and 2025. Ratio analysis, trend analysis and vertical analysis were used to analyse the data. Debt-equity ratio, return on assets (ROA), return on equity (ROE), net profit margin and interest coverage ratio were key indicators. The results were explained in terms of the ModiglianiMiller Theory, Tradeoff Theory and Pecking Order Theory.
Result and Findings: The findings revealed significant improvement in financial performance as well as a falling leverage. Debt-to-equity ratio reduced from 7.13 to 0.51, ROA improved from −4.29% to 6.58%, ROE increased from −14.66% to 20.30%, net profit margin rose from −9.38% to 5.71%, and interest coverage improved from 3.75 to 57.90. The results showed that, the lower the leverage, the better the profitability and financial stability.
Conclusion: The paper found that capital structure has significant impact on financial performance. The results not only refuted the initial M&M irrelevance hypothesis but also gave greater substantiation of Trade-Off Theory but partially agreed with Pecking Order Theory due to enhanced internal financing ability.
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[bookmark: _Toc231502235]Chapter 1: Introduction 
[bookmark: _7vf8o2dv3486][bookmark: _Toc231502236]1.1 Background 
The choices associated with capital structure are one of the most important fields in corporate finance since companies have to decide about the best combination of debt and equity financing so that the company value is maximised and financial sustainability is maintained. These judgments become more crucial in those sectors that are more capitalistic and in need of substantial investments in production facilities, technology and research and development, like automotive manufacturing. Its automotive industry is well known to be a very capital-intensive sector, which needs constant investment to enable the support of innovation, particularly in the face of the current transition to electric vehicles (EVs) and long-term sustainable mobility solutions (Careratings, 2024).
The automotive industry is an important sector in the global economy. This highlights the importance of financial structuring decisions in sustaining long-term competitiveness.
[image: ]
[bookmark: _Toc231498901]Figure 1.1: UK automotive industry 
(Source: Smmt, 2026)
As of 2024, in the United Kingdom alone, the sector produced about 92 billion turnover in the United Kingdom (Figure 1.1), adding 25 billion to the national economy and providing more than 183,000 direct jobs (Smmt, 2026). These figures point to the size and the financial intricacy of the industry, where companies are forced to exercise caution in their financing decision-making as a way of ensuring that they stay competitive. The growing trend of electrification and digitalisation further exerts financial stress since businesses need to invest huge amounts of money in research and development of infrastructure.
In this scenario, Tata Motors is the case in question. It has a strong presence in the international automobile industry and is a 44 billion organisation referred to as a commercial vehicle company, passenger vehicle company, and luxury automobile company, through its subsidiary Jaguar Land Rover (Tata, 2024).
[image: ]
[bookmark: _Toc231498902]Figure 1.2: Financial achievement of Tatamotors, 2024
(Source: Tatamotors, 2024)
It has also been performing strongly financially in recent years, with record financial results of 37,928 crore (around 42 billion euros) revenues reported (Figure 1.2) in their last 2024 financial year and a net profit of 31,807 crore, which means that the company has increased by a significant amount and the operational efficiency has improved (Tatamotors, 2024a). Also, Tata Motors has been proactive in decreasing its financial leverage, and the net automotive debt has been decreasing to approximately 16,000 crore, which is indicative of continued investment in streamlining its capital structure (Tatamotors, 2024a).
Simultaneously, the firm is still spending a lot of money on future growth markets. As an illustration, Tata Motors has strategised on a large-scale spending of capital, such as an investment of up to US 2 billion on its electric car segment by FY2027 and other investments on its business in commercial and passenger vehicles (Careratings, 2024). In light of these financial obligations, the strategic significance of capital structure decisions is emphasised as it represents findings with regard to mixing growth opportunities with financial risk.
Theories of academic finance, including the Trade-Off Theory and the Pecking Order Theory, give frameworks for understanding the manner in which these decisions are made by firms. The Trade off theory postulates that companies weigh the advantages of debt, like tax benefits, against the costs of financial distress, where the pecking order theory assumes that companies would seek internal financing, then external sources. In practice, however, there can be a variation between the real-world application of these theories between industries and firms (Kraus and Litzenberger, 1973; Myers and Majluf, 1984).
Thus, a closer analysis of the capital structure decisions made by Tata Motors in the framework of these theories allows gaining essential information about the implementation of financial strategies in practice. The proposed study will serve as a basis to investigate the role that capital structure plays in the performance of financial results in a capital-intensive and highly dynamic industry, which will hold value not only in the academic community but also in the practical information collected regarding financial decision-making.
[bookmark: _kba44yh33v0l][bookmark: _Toc231502237]1.2 Problem statement 
One of the most controversial topics in corporate finance is the capital structure decision; this problem is especially unsolved, as there is no unanimity regarding an ideal debt-equity ratio that should maximise the performance of the firm (Abate and Kaur, 2023). Although financial leverage has the potential to boost returns and contribute to growth, high dependency on debt raises financial risks and exposes one to fluctuations in the economy. This is particularly important in capital-intensive companies like automotive manufacturing, where companies need a large amount of external funds to grow, develop and sustain their operations.
The issue is further realised by looking at actual corporate information. An example of this is Tata Motors, which in the past has been using debt financing when undertaking strategic investments such as acquisitions and investment in electric vehicles. Though the company has been getting a better financial status in recent years, the adjusted net debt to EBITDA ratio had dropped by around 2.7 in FY2022 to less than 1 in FY2024, which means that the company has to restructure its capital structure considerably (Crisil, 2025). This trend points to the continued dilemma that companies are experiencing with regard to tapping growth with debt, whilst remaining financially sound. In addition, Tata Motors has recorded a compound annual growth rate (CAGR) in revenue and EBITDA of 29% and 35% over the last several years, respectively, and this indicates a high operational performance and changing financing mode to follow ( Tata Motors, 2024b).
On the other hand, Hermuningsih et al. (2022) posit the influence of leverage on firm value when efficiently applied, whereas others indicate that an increase in debt may lower the profitability and the risk of financial distress in case this leverage is not efficiently applied. As an example, Aishwarya (2022), reports that the variables of capital structure, like debt equity ratios and interest coverage, have a strong impact on profitability variables, but this relationship remains inconsistent among companies and situations. According to the study of Kumar and Sarkar (2025) on Tata Motors, although leverage has been helpful to the growth and technological investment, it has also caused a financial risk during economic crunch times.
This problem is also escalated in the present business world with the fast-moving nature of the automotive market. Shifting to electric vehicles, sustainability efforts and digitalisation involve a significant amount of capital expenditure, necessitating the use of outside funds (Shelar, 2024). Meanwhile, the threat of global economic instability, oscillating interest rates, and the difficulties in the supply chain cause further monetary strain on companies. All these reasons contribute to the fact that capital structure decisions have never been as complicated and strategically important as they are currently.
Although this issue is quite significant, the lack of company-specific, secondary data-based studies analysing the impact of capital structure choices on the financial performance in the context of the actual organisation can be observed. A large portion of the literature is devoted to the cross-industry analysis or general theoretical frames, and their practical use is quite restricted.
Thus, the research tackles the issue through the examination of the capital structure choices of Tata Motors and their implications on financial performance based on secondary financial data. It seeks to give a clearer perspective of the application of theoretical theories of the Trade-Off Theory and Pecking Order Theory in practice in a capital-intensive and fast-changing industry. This creates a need for firm-specific analysis to understand how capital structure decisions operate in practice.
[bookmark: _2j8bmrl5woiv][bookmark: _Toc231502238]1.3 Rationale 
The fundamental problem of the study is that there is a lack of clarity in the decision-making on capital structure and how the particular decision affects financial performance, especially in industries that are capital-intensive, like the automotive manufacturing. Companies need to decide on the right mix between debt and equity funding so as to achieve growth and at the same time, stay afloat. Empirical studies, however, indicate that this relationship has a complex and inconsistent nature. Aishwarya (2022) shows that the variables of capital structure, including debt-equity ratio and leverage, show a strong but complementary association with profitability indicators, and no generally optimal financing becomes possible. Moreover, as Bueno-Ferrer et al. (2026) point out, capital structure has varying impacts on the financial health and performance of firms across industries and issues that are firm-specific.
This is very imperative since capital structure choices are directly proportional to the profitability, risk exposure and long-term sustainability of a firm. Although debt financing may provide better returns and help the company grow, too much leverage adds to the cost of financial distress and diminishes flexibility. Mandasari and Rikumahu (2024) ensure that increased leverage can enhance performance in stable environments but can also make a company vulnerable in times of uncertainty. Moreover, liquidity, growth, and profitability are other aspects that have a considerable effect on financing decisions, so the process may be complicated (Gupta and Sharma, 2019).
The given problem is the most topical nowadays because of the structural transformations in the automotive industry. The shift to electric vehicles and new technologies will be a capital-intensive process that makes using external financing more common (Yang et al., 2022). This, coupled with economic uncertainty and volatility of interest rates, increases the demand for good management of capital structure.
Even after the intensive growth of theoretical fields, there is still a circle between theory and practice. The research of many studies is based on generalised data, which restricts the insights of firms. The research paper fills this gap by discussing Tata Motors based on secondary financial data, giving a practical insight into decision-making in capital structure in a practical setting.
[bookmark: _s8ulvt51332f][bookmark: _Toc231502239]1.4 Research aim and objectives
Aim: To analyse how capital structure decisions influence the financial performance of Tata Motors using secondary financial data in the context of trade-off and pecking order theories. 
Objectives: 
●	To review the key theoretical perspectives on capital structure, particularly the Modigliani-Miller Theory, trade-off theory, and pecking order theory.  
●	To examine the capital structure trends of Tata Motors using secondary financial data from annual reports and corporate disclosures
●	 To analyse the relationship between capital structure and financial performance using financial indicators such as the debt-equity ratio, ROA, ROE, and profitability margins
●	To  evaluate how the trade-off theory and pecking order theory explain the financial decisions of Tata Motors
[bookmark: _v6uz3ioc1alv][bookmark: _Toc231502240]1.5 Research questions
●	What are the major capital structure theories that explain corporate finance decisions?
●	How has Tata Motors secured debt and equity financing according to its financial disclosures and annual reports?
●	What is the relationship between capital structure and financial performance using financial indicators such as the debt-equity ratio, ROA, ROE, and profitability margins?
●	To what extent do the trade-off theory and pecking order theory explain the financial decisions of Tata Motors?
[bookmark: _o8yr6lf4izse][bookmark: _Toc231502241]1.6 Significance of the study 
This study is both theoretical and practical in the corporate finance world. Theoretically, it also adds value to the concept of capital structure through the application of the existing frameworks, i.e. the Trade-Off Theory and Pecking Order Theory, to the actual case. It assists in the translation of theoretical assumptions and company-specific financial practices, especially in a high-capital industry.
In practice, the study offers great benefits to financial managers, investors, and analysts because it looks at the impact of capital structure decisions on financial performance at Tata Motors. The results can be used to make more effective decisions on the financing strategies, risk management, and investment plans. It further provides an industry solution to companies in the same line of business on how to ensure that debt and equity are balanced in a manner that will see to it these firms grow sustainably and gain stability.
[bookmark: _ol0zybt2pazr][bookmark: _Toc231502242]1.7 Scope and limitations 
This study is aimed at examining the association between capital structure and financial performance based on Tata Motors as the case study. It is based only on secondary information from annual reports and financial databases, within a particular time frame. Consequently, the results can not be generalised to other industries or firms. Moreover, financial ratio utilisation can fail to reflect all those qualitative factors affecting capital structure decisions, including managerial discretion or external economic factors.
[bookmark: _xbe2ut56y7xw][bookmark: _Toc231502243]1.8 Structure of the dissertation 
This dissertation is divided into six chapters. The first chapter presents the background of the research, the problem, the objectives and the significance. Chapter 2 is a critical literature review of capital structure theories and financial performance. Chapter 3 presents the data analysis methodology and approach, as well as the research methodology. Chapter 4 will show the findings depending on the secondary financial data. Chapter 5 presents the conclusion about the findings concerning the current theories. Lastly, Chapter 6 gives the end of the research with some main perspectives, implications, and suggestions to be made in the future.


[bookmark: _augmokst4er0][bookmark: _Toc231502244]Chapter 2: Literature review 
[bookmark: _3qavmqxbj92u][bookmark: _Toc231502245]2.1 Chapter overview
This chapter takes a critical review of the available literature on capital structure and its effect on financial performance. It examines some of the important concepts, determinants and empirical evidence surrounding the corporate finance arena, especially the capital-intensive firms like automotive. Recent studies are also analysed in the chapter aimed at determining the trends and discrepancies in the correlation between leverage and profitability. This chapter begins with theoretical foundations, followed by empirical and conceptual discussions. Lastly, a conceptual model has been given to inform the discussion of the capital structure and financial performance of Tata Motors.
[bookmark: _Toc231502246]2.2 Theoretical foundation
[bookmark: _Toc231502247]2.2.1 M&M theory of capital structure 
According to Modigliani and Miller (1958), the value of a firm in an ideal capital market does not depend on the capital structure which means that a choice on whether a firm should finance through debt or equity does not make a difference. This irrelevance proposition is made under an assumption that there are no taxes, transaction costs, and information asymmetry. Subsequent history with the addition of corporate taxes teaches that the value of firms can be boosted by the use of debt capital in the form of tax shields, and that capital structure becomes an issue in the real world (Miglo, 2025). Thaw (2025), acknowledges that M & M was a benchmark and deviations are due to the imperfection of the market and financial frictions occurring in the real world.
[bookmark: _wcztyte03rcd][bookmark: _Toc231502248]2.2.2 The Trade-Off Theory
Kraus and Litzenberger (1973) formulated the Trade-Off Theory, premising that a firm settles on an ideal finance level by striking the trade-offs between the advantages and shortcomings of financing through debt. The main merit of debt is that it is tax-deductible and lowers the cost of capital in totality, and raises the value of the firms. Nonetheless, overuse of debt elevates the chances of financial distress and expenses of bankruptcy. Thus, the companies are supposed to select a level of leverage at which the marginal cost of debt equals the marginal benefit of debt. It is a systematic theory that explains the way that firms seek to optimise their capital structure to ensure that they maximise their value. Applying the Trade-Off Theory in this particular research, it is possible to describe the decision by Tata Motors to take on debt and finance investments with the assistance of the trade-off theory when addressing the financial risk, especially in a rapidly developing and capital-intensive industry.
[bookmark: _Toc231502249]2.2.3 Pecking Order Theory
By comparison, the Pecking Order Theory formulated by Myers and Majluf (1984) focuses on the presence of information asymmetry between managers and external investors. This theory suggests that companies tend to use internal capital (retained earnings) as the most crucial and initial source of funds, then debt, and then they apply equity only as a last resort. This is preferred due to the fact that the outsiders may view equity issuance as an indication that the company is overvalued, and the market would react negatively to the information. Consequently, a pyramidal pattern of funds is pursued, as opposed to an attainable ideal capital structure, by the firms. The Pecking Order Theory comes in especially handy when addressing a real-world financing behaviour in which, at times, companies have a strong inclination to use internal funds and debt before they resort to equity financing.
Synthesis: These theories are complementary to each other. Whereas the Trade-Off Theory is involved in reaching the perfect leveraging level, the Pecking Order Theory describes the ordering of financing choices due to the information asymmetry. The use of these frameworks in this research enables a better exploration of the way Tata Motors designs its financing choices, and it will be possible to determine whether its behaviour is more in line with optimal balancing or hierarchical patterns of financing.
[bookmark: _Toc231502250]2.3. Capital Structure Concept
Capital structure is the percentage of debt and equity financing of a company to assist it in maintaining its operations and investments in the long term. It is actually an essential element of company finance because it controls how corporations finance themselves and the way in which they distribute funds effectively. According to Bui et al., (2023), equity-debt ratio and leverage are financial ratios that are usually taken to assess the capital structure of a business since these ratios incorporate the extent to which a company relies on external sources of debt financing in lieu of equity financing. In addition, Arhinful et al., (2025), are of the opinion that capital structure requires maximum levels to reach equilibrium in risk and returns as it has a similar proportionality with profitability and financial stability.
The change in the modern financial theories and empirical works is that the status of capturing the concept of capital structure has expanded and evolved significantly. According to Rehan et al., (2023), the capital structure decisions will be based on the firm-specific variables which include the size, asset structure and profitability in determining the ability to take external financing. Likewise, both authors state that to stay financially efficient, any company is continuously restructuring its capital to respond to both internal and external circumstances (such as economic environment and market trends, etc.) (Pathak and Chandani, 2023). This dynamic capital structure brings out the fact that the decisions concerning financing are not fixed, but they change with time depending on the strategic and operational needs.
In addition, capital structure is critical in the determination of the firm's performance and value creation. As indicated by Bui et al., (2023), a balanced combination of debt and equity can lead to a higher value of a firm through minimising the cost of capital, achieving financial efficiency, and too much leverage can increase the risk of bankruptcy and impact performance negatively. Conversely, according to Aishwarya (2022), the correlation between the capital structure and financial performance is not straightforward and tends to give conflicting outcomes, based on the nature of the industry and firm-specific factors. This implies that a capital structure is not universal and firms need to apply their financing strategy based on their unique situation.
Most financial theories are based on economics and quantifiable factors, although more recent arguments claim that managerial behaviour, market factors and strategy make a difference in deciding how to finance companies (Mundi, 2026). Similarly, the research by Rumasukun and Nochh (2024), considering the pecking order theory, states that companies will always resort to internal capital and external debt or equity only when it is needed, which supports the significance of the financial pecking order in decision-making processes.
Overall, while some studies emphasise the benefits of an optimal capital structure in improving firm value, others highlight the risks associated with excessive leverage. It is continually proven in the literature that capital structure is a paramount factor to the growth and sustainability of a firm, but is not as effective a factor as controlled by firm-specific, industry-specific, and macroeconomic factors, making it a complicated yet paramount field of corporate finance.
[bookmark: _n9e4ubmih0s3][bookmark: _Toc231502251]2.4 Financing and Financial Performance
The linkage point of the capital structure and financial performance is one of the most investigated issues in the field of corporate finance; nonetheless, it is still not an empirical conclusion. The indicators used to measure financial performance are usually in the form of return on assets (ROA), return on equity (ROE), and firm value, which are used to gauge the efficiency with which the firm has been using its financial assets. Capital structure is important in determining a firm's performance; the direction and the strength of the relationship are, however, divergent. As an example, Ahmed et al., (2024) reveal that capital structure is a significant determinant of firm performance among the listed companies, indicating the relevance of leverage choices in predicting the financial performances. On the other hand, Arhinful et al., (2025) reveal that the most appropriate debt and equity ratios can increase a company's profitability and shareholder value, which makes the point that capital structure is among the major success factors of companies valid.
Although these are noble views, some reports indicate that there is a negative correlation between leverage and the performance of companies, especially where companies are overly dependent on debt to finance their operations. Empirical evidence shows that an increase in debt can lower the profitability, as such, higher interest payments and financial strain expenses are incurred. Analyses of panel data presented by Marozva (2026) show that ROA is statistically significant when long-term debt is high, indicating that too much leverage hinders the performance of a firm in volatile economic conditions, where debt commitment has an adverse effect on financial risk. Against the same, Sike et al., (2023) point out that the financial leverage can have a negative impact on the value of the firm, especially in unstable economic situations where the debt involvement is associated with financial risks. The findings can be contrasted with the trade-off perspective, where the benefits of debt are achieved in relation to financial distress.
On the other hand, there are cases depicted by other empirical research studies which have exhibited a positive relationship in capital structure and performance, particularly where leverage is utilized in a strategic manner. According to Fernanda et al., (2025), moderate levels of debt could raise the value of firms because they increase efficiency in capital and allow a firm to finance the possibilities of growth. The relationship between capital structure and firm value is positive, especially when profitability and the size of firms are taken into consideration. Conversely, Mutumanikam and Adelin (2024) contended that leverage may serve as an incentive to enhance financial discipline and operational efficiency, which has the power to enhance performance results. This illustrates the possible advantage of debt financing in proper management in an ideal range.
The previously stated example, Ali and Ahamd (2023) shows that the following factors cause a substantial moderator effect on this relationship: liquidity, the size of firms, and growth opportunities, yielding diverse outcomes in different industries and economic settings. On the other hand, Handini and Susilo (2025) propose that capital structure may intervene between profitability and firm value, meaning that there may be a complex relationship between financial choice and performance. These results support the argument that the choice of capital structure is non-general and has to be considered at the organisational level.
This divergence in findings suggests that the relationship between capital structure and financial performance is complex and context-dependent, requiring firm-level analysis rather than generalised conclusions.
[bookmark: _b5yp7a6k465r][bookmark: _Toc231502252]2.5 Determinant of Capital Structure
The literature has found some firm-specific determinants influencing capital structure decisions. Most consistently, it has been found that firm size, profitability, asset tangibility and risk have a bearing on capital structure decisions. Stoiljkovic et al., (2022) demonstrate that the variables play a major role in determining long-term, short-term, and overall leverage, but their impacts might vary with the debt metric under consideration. Similarly, Yeboah et al., (2024) establish that the impact of the size of the firm, the future growth opportunities, and the cost of debt is significantly high on leverage, thus the claim that capital structure is governed by internal factors and external financing conditions holds. Collectively, these studies are pointing to the idea that bigger and more asset-endowed firms tend to possess more borrowing ability, and that profitability and risk influence the necessity of external funding, as well as the eagerness of firms to take leverage.
The second group of determinants is associated with the growth opportunities, liquidity, and managerial or behavioural considerations. According to Mabandla and Marozva (2025), companies that exhibit high growth opportunities have been found to depend more on the long-term funding option, but the impact is not consistent across the different debt maturities, meaning that the prospective growth requires a financing structure. Furthermore, Ahmadi et al. (2025) claim that the quantitative indicators cannot influence where the capital structure is determined; the behavioural factors and the managerial judgment have an impact on the decision between debt and equity. This matters due to uncertainties and strategic change where firms are not bound to becoming mechanical in their belief in the predictions of theory, but rather adjust financing decisions to the perceptions of the managers on the risk, flexibility and market conditions.
Another aspect of governance and institutional context that has been highlighted in the literature on capital structure is the determinant of capital structure. Akwaa-Sekyi et al. (2024) discovered that managerial ownership, institutional ownership and ownership concentration are positively correlated to debt usage, indicating that the structure of governance can enhance access of firms to outside finance and minimise the agency costs. On the same note, Zhang and Laporte (2025) in a research of Chinese hospitals reveal that profitability, risk, growth and the size of the firm continue to be significant predictors of debt level even in a regulated and service-based environment, meaning that decisions on capital structure are both organisational and financially based. These results expand the literature on determinants by revealing that, in addition to having accounting ratios that affect its leverage, the leverage is also a result of governance structures and the institutional context within which the firms are operating.
These findings collectively indicate that capital structure is influenced by multiple interacting factors, making financing decisions highly situational rather than universally applicable. This complication also applies particularly to capital-intensive companies, in which financial judgment choices need to react concurrently to benefit, increase, risk, government, and external market environments.
[bookmark: _ef4oskfj24wn][bookmark: _Toc231502253]2.6 Capital Structure in the Automotive Industry Case
The automobile industry is one of the most appropriate settings in terms of capital structure study since it is capital-intensive, technology-driven, and strategically susceptible to a massive investment cycle. Automotive manufacturers need long-term capital financing of their manufacturing plants, equipment, product development and multi-layered supply chains and debt versus equity financing is a critical factor to consider. Leverage is positively correlated with the main financial measures, including scale return on assets (ROA) and equity (ROE), as noted by Shaik and Anis (2022), which affirms the fact that capital structure choices have a direct impact on the performance of a firm in the automotive industry. Conversely, Dakic et al. (2024) note that the changing dynamics in the industry due to the changing consumer demand and powertrain technologies are also shifting market dynamics and necessitating the firms to be more adaptable and strategic in their financing strategies. That shows that the decisions regarding capital structure are not fixed, but they have to develop with respect to industry-specific occurrences.
The decision of capital structure has been of the essence, excited with the current shift of internal combustion (ICE) vehicles to electric vehicles (EVs). This organisational change requires heavy investment in battery technology, digitalisation, recharging network, and redesign of manufacturing. Pavlínek (2023) shows that EV production is changing the world's automotive production networks and industrial structure, which necessitates companies to redistribute their capital and shift funding strategies. Likewise, Ramos and Ruiz-Galvez (2024) demonstrate that in the automotive value chain, electrification is transforming the employment, supply chain, and investment priorities. The above substantially raises capital requirements and financial risk; it is imperative that capital structure management proves effective to remain competitive. Automobile companies, therefore, have to be keen in terms of debt financing to fund large-scale investment initiatives, but not to overleverage themselves and end up in distress in times of uncertainty.
Besides technological change, the issue of sustainability and ESG (Environmental, Social, and Governance) have become an important factor in capital structure choices in the motor industry. Dinçergök and Pirgaip (2025) observe that the companies are under pressure to make sure that their financing is related to the sustainability targets, in the light of the fact that stakeholders need to be more transparent and responsible investment activities. This presents a complex relationship between financial constraints and ESG implementation when firms with low budgets may not be able to afford environmental layout and operations. On the other hand, the authors propose that good ESG performance may drive profitability and market value, meaning that long-term gains in finances may be produced through sustainability-focused investments (Glova and Panko, 2025).
This highlights that capital structure decisions in the automotive sector are strategically driven and must adapt to technological and market transformations. It is against this backdrop that the automotive industry is a valuable environment in which to study the functioning of theoretical models of capital structure in practice, especially in an environment of high speed of industrial and technological change.
[bookmark: _io3vei2so7rv][bookmark: _Toc231502254]2.7 Dividend-Leverage Empirical Discussions
Recent empirical studies indicate that the influence of capital structure on the firm performance is still relative to context and not everywhere linear. Through FTSE All-Share firms, Jaiswal and Elmarzouky (2025) observe that short and long-term leverage have different effects on ROA, ROCE, Tobin Q, as well as EPS, during pre-pandemic, pandemic, and post-pandemic periods, which indicates the leverage-performance relationship to be modified by external shocks. Similarly, Xuan Nguyen et al. (2025) also show that the correlation between capital structure and performance is moderated by the size of firms, and the impact of leverage varies among firms based on their organisational capabilities and market standing. These results demonstrate that the results of capital structure could not be explained by time-specific and firm-specific conditions.
The second controversy is also the question of whether leverage has a linear or nonlinear impact on performance. As Neneh and Mungami (2024) write, the leverage negative effect is also stronger under the conditions of the high profitability of firms, which proves that the capital structure does not affect all companies in a similar way, and may cause an increase in costs in case the internal performance of the companies is already good. On the other hand, Nguyen et al. (2025) conclude that capital structure decision-making negatively influences the financial performance of the company significantly, which suggests that the higher the proportion of debt, the lower the effect that the decision might have on the operations as long as the costs of funds raised outweigh its productive value. All of these studies present arguments that lower returns can be augmented by greater leverage and instead indicate that the level of debt can be counterproductive beyond some point.
The most recent literature further broadens the discussion by relating the capital structure with the level of efficiency, stability, and governance performance, and not only profitability. Uddin and Barai (2025) discovered that capital structure has a huge influence on the efficiency and the stability of firms, which means that the financing decisions determine overall organisational resilience in terms of more than conventional returns on profits. Simultaneously, Ashiq et al., (2025) demonstrate that in the case when capital structure is accounted for in addition to the variables of governance and CSR, the correlation between the capital structure and financial performance is more complicated, indicating that leverage is not alone in action but as an interplay in strategy-wide capacities. This expands the empirical debate by revealing that the capital structure needs to be discussed in the context of a broader corporate mechanism, including the quality of governance, resilience, and value-creation in the long-term.
Thus, empirical evidence confirms that leverage-performance relationships are nonlinear and vary across contexts, reinforcing the need for firm-specific investigation. This strengthens the fact that there is a need to do firm-specific analysis and not to only consider the findings of generalised cross-sectional.
[bookmark: _tllgnzhpwpql][bookmark: _ftseh4adh73m][bookmark: _Toc231502255]2.8 Literature Gap
The current literature is rich in its information on capital structure, factors explaining its determination and the affiliation with its relationship with financial performance. Nonetheless, there are a number of significant gaps. First, the majority of the researchers, like Aishwarya (2022) and Ahmed et al. (2024) work with cross-sectional or multi-industry data, which does not allow for the establishment of an idea of firm-specific financial strategies. This leaves a gap in the evidence on how the distinct companies, specifically in the capital-intensive industries, actually enact capital form decisions.
Second, in spite of the studies emphasising the applicability of capital structure in the car industry, such as Shaik and Anis (2022) and Pavlínek (2023), the research on the relevance of financial performance, transformation in the industry (EV transition), and the firm-related analysis are rarely combined in one framework. This limits the interpretation of just how strategic change affects financing behaviour in the real-world situation.
Third, the Trade-Off Theory and Pecking Order Theory (Kraus and Litzenberger, 1973; Myers and Majluf, 1984) offer effective theoretical backgrounds, although in practice the results of the study are seldom consistent and the same in every situation, which suggests a discrepancy between theory and practice.
Thus, this study fills these gaps by undertaking a secondary analysis on a firm-specific basis of Tata Motors, which ensures the correlation of theoretical models and actual financial data to get a more practical and situational view on capital structure decisions. Furthermore, limited studies integrate theoretical frameworks with real financial data in a single firm-specific context.
[bookmark: _3pgloaus0am7][bookmark: _Toc231502256]2.9 Conceptual Framework
[image: ]
[bookmark: _Toc231498903]Figure 2.1: Conceptual Framework 
(Source: Self-created using MS Word)
The proposed conceptual framework of this research shows that there is a relationship between capital structure (independent variable) and financial performance (dependent variable). The capital structure will be attributed using the debt-equity ratio, the level of leverage, and the financing mix, and financial performance using the return on assets (ROA), return on equity (ROE), and profitability margins. The framework assumes a direct causal relationship where capital structure decisions influence financial performance outcomes.
The framework also suggests that decisions on capital structure have direct effects on financial performance, and thus, an optimal leverage level may lead to higher returns, and too much debt may lead to higher financial risk and lower profitability. It is explained using the Trade-Off Theory and the Pecking Order Theory, which give the theoretical background to the analysis of financing behaviour. The framework is used as a reference to investigate the effects of financing decisions that Tata Motors makes on its financial performance through secondary data analysis.
[bookmark: _fgljpfxjtxu3][bookmark: _Toc231502257]Chapter 3: Methodology
[bookmark: _5prkyj8kb97r][bookmark: _Toc231502258]3.1 Chapter Overview
In this chapter, the authors introduce the methodology to be used to discuss the relationship between the capital structure choices and the financial performance of Tata Motors. The methodology is very instrumental in making sure that the research is done methodically, rigorously and in accordance with the objectives of the study. In this chapter, the research design, research approach, research philosophy, research strategy, data collection methods, sampling techniques and data analysis procedures are outlined. Every methodological decision is specified and explained with the help of corresponding scholarly sources, and alternative methods are thoroughly discussed and disregarded when inappropriate. Moreover, reliability, validity, and ethical considerations are discussed to provide credibility and integrity of the research. The chapter ends by recapping how the adopted methodology vindicated the accomplishment of the research goals and offered a basis for the ensuing analysis.
[bookmark: _nxbr0ww6m4k1][bookmark: _Toc231502259]3.2 Research Philosophy
The philosophy of research indicates the implicit assumptions about the way of knowledge creation and interpretation (Saunders et al., 2019). It shapes the selection of the research methods and the interpretation.
The research philosophy that will be employed in the given study is that of positivist research philosophy, which presumes that the reality is objective, measurable and does not rely on human interpretation. Positivism emphasises the application of measurable and observable information in identifying patterns and relationships (Khanday et al., 2024). This is typical of quantitative studies, particularly in the area of finance where numbers are studied in order to draw conclusions.
Positivism is adopted due to the fact that the research is based on objective financial data in the form of leverage ratios, ROA, and ROE. As per the view of Krylov (2023), the ratio analysis is measurable and can be statistically analysed and not subjectively interpreted. Positivism will make sure that the results will be founded on facts and not subjective interpretations.
On the contrary, interpretivism that emphasises subjective meaning and human experiences cannot be applied in this study. Interpretivism is widely applied in qualitative studies to comprehend social phenomena, behaviours or perceptions (Saunders et al., 2019). This study is not about human subjects or subjective interpretation, and therefore, interpretivism is not applicable. Thus, positivist philosophy is an appropriate basis for conducting the analysis of the financial data systematically and objectively.
[bookmark: _lafb9jl8no5m][bookmark: _Toc231502260]3.3 Research Approach
Research approach can be defined as the logical thinking procedure to link theory with empirical inquiry (Saunders et al., 2019). Two are the deductive and inductive approaches.
In this research, the research approach is deductive in that it involves the use of empirical data to test the existing theories. Deductive research is a type of research that starts with well-recognised theoretical frameworks and applies them to observations in the real world so as to determine their validity (Fife and Gossner, 2024). The method is common in quantitative studies, whereby hypotheses or theoretical propositions are derived by testing them with quantifiable information.
To conduct this research, the deductive approach is suitable as it is based on the known theories of capital structure, namely the Trade-Off Theory and Pecking Order Theory (Kraus and Litzenberger, 1973; Myers and Majluf, 1984). The study is focused on discussing whether these theories can explain the financing behaviour and financial performance of Tata Motors. Thus, the research shifts to data which is deemed to be consistent with deductive reasoning.
Conversely, the inductive research method, which entails new theories out of observations, is unsuitable in this research. Inductive research is usually exploratory in nature and is applied where there is a scarcity of existing theory (Vears and Gillam, 2022). Nevertheless, research on capital structure is already quite advanced, and the aim of this paper is not to derive new theory but to test the existing theoretical models.
In this way, the deductive method guarantees a level of theoretical correspondence, analytical clarity and consistency with the goals of the study.
[bookmark: _uv6o5u99flkf][bookmark: _Toc231502261]3.4 Research Design
Research design is a general plan or outline that directs the collection, measurement and analysis of data to effectively address the research questions (Ansari et al., 2022). It makes sure that the research process is coherent, structured and in accordance with the objectives of the study.
This study uses a quantitative case study research design based on the analysis of secondary data from Tata Motors. According to Saunders et al., (2019), the case study design supports an in-depth examination of capital structure decisions within a real organisational context. Thus, it is highly applicable to studying financial performance indicators, including the return on assets (ROA), the return on equity (ROE), and leverage ratios. Gherghina and Simionescu (2025), have indicated that quantitative techniques are necessary to examine the measurable financial variables and establish trends in corporate performance.
The case study design involves the examination of data collected earlier, and released by other organisations such as firms, research agencies and financial organisations. The secondary data here is one of the most popular instruments of studying finance because it may provide access to significant and large-scale data, in particular, audited financial statement. It also enables researchers to study the past trend of capital structure with time, which is vital in comprehending the dynamic relationship between capital structure and performance (Dale et al., 2025). Additionally, the case study design contributes to strengthen the contextual understanding of financial decision-making by focusing specifically on Tata Motors rather than producing broad cross-industry generalisation.
On the contrary, a non-numerical research design like qualitative research design, as per the view of England (2022), includes non-numerical data gathering like interviews or observations, and cannot be applied in this study. The qualitative approach is mainly applied to investigate perceptions, experience or behaviour, which is not applicable in the ratio analysis of finances. Likewise, according to Chandrakumar and Vivek (2023), mixed-method methodology is a synthesis of qualitative and quantitative methods, and is not embraced since the research objectives can be covered exhaustively with quantitative financial data alone.
Thus, the chosen case study design offers a convenient and objective method of research that meets the financial focus of the study and guarantees the analytical rigour.
[bookmark: _2tl8cwliert][bookmark: _Toc231502262]3.5 Research Strategy
Research strategy is the general plan of the research that will be applied in order to fulfil the objectives of the research (Saunders et al., 2019).
This study is based on a quantitative strategy with Tata Motors being the chosen organisation. A case study is a thorough examination of one particular object, and this makes it possible to have a detailed understanding of certain phenomena in a real-world setting (Lawton, 2019). In this study, the case study strategy based on quantitative data from the industry and company reports fits well, as it allows the researcher to study capital structure and financial performance choices of a particular firm. It enables one to break down financial data in a detailed manner, and this is imperative in explaining intricate ties in company finance.
Conversely, a survey strategy, characterised by gathering information using a very large sample of respondents, cannot be adopted, since the research is not based on the use of primary data (Goodfellow, 2023). On the same note, an experimental strategy where variables are controlled and manipulated in a controlled setting cannot be used because the study is observational and not experimental (Saunders et al., 2019).
Therefore, the case study design based  on quantitative design is effective to provide thoroughness in analysis, situational relevance, and consistency with the aim of the research.
[bookmark: _Toc231502263]3.6 Data Collection Method
The collection technique, which is used in this research, is the secondary data collection method, which entails the collection of information that has already been collected and published by other sources (Saunders et al., 2019). Accessibility, reliability and cost-effectiveness make secondary data widely applicable in finance research.
The sources of the data to be used by this research are listed below:
· Tata Motors Annual Reports (2021 - 2025): The main source of financial data is provided in these Tata Motors Annual Reports. Based on these reports, essential quantitative data, like revenue, net profit, total assets, total equity, total debt, and financial ratios, are gathered. These reports are formal and are audited and, therefore, are the most accurate source of calculations of ratios such as Debt-to-Equity, ROA, and ROE. They also give information on financial strategies, decisions on capital structure and performances of the company over the years  (Krylov, 2023).
· Statista and other financial databases: Financial comparison and statistics at the industry level are collected with the help of Statista and other financial databases. These databases offer some tabular information about market size, industry trends, financial standards and sector trends, which can be used to place the performance of Tata Motors in its respective sector in terms of performance. These databases are chosen because they are credible and can be used to offer consolidated and standardised data.
· Industry publications (e.g. Mintel, McKinsey): Strategic and analytical understanding based on the automotive industry is gained with industry publications like the Mintel and McKinsey reports. Among them are the factors of the industry trends, technological changes (e.g., EV transition), investment trends, and market trends. The external factors affecting the decisions on capital structure are crucial to understand through such reports (Boateng et al., 2022).
· News outlets (e.g., Reuters) about finance: Lastly, financial information about company announcements, financial restructuring, market reactions, and economic conditions is recent and time-sensitive, and so is collected through news sources like Reuters. They are used to capture current events that might not be captured in annual reports.
The sources are trustworthy and publicly accessible, and reliable, which guarantees the validity of the analysis (Shaheen et al., 2023). The annual reports, specifically, are audited and include comprehensive details about financial performance and are hence one of the major sources of data in this study.
The benefits of secondary data include the ability to conduct an analysis of vast amounts of data without the time and expense of primary data collection (Dale et al., 2025). It also allows the analysis of historical trends, which is a necessary element to see the changes in the capital structure and capital structure performance over the period.
Conversely, the primary data collection method like a survey and interviews, are not applied since they do not apply to the analysis of financial ratios. Primary data is normally applied in the collection of subjective information, and in this case, the study needs objective financial information (Doran et al, 2026).
Hence, secondary data provides efficiency, reliability and suitability to the research objectives.
[bookmark: _r7138knzk8m5][bookmark: _Toc231502264]3.7 Sampling Technique
Sampling is defined as the selection of a few data points or cases to analyse (Saunders et al., 2019). The method of purposive sampling is applied in this study, whereby a particular case is chosen due to its applicability to the research goals. Tata Motors has been chosen since it is a large automobile corporation whose financial information is publicly available, and is of high importance to the study of capital structure.
Purposive sampling suits well since the study will focus on an in-depth analysis of one firm as opposed to generalising the results to a number of companies (Robinson, 2024). It enables the researcher to concentrate on a case that will be useful in exploring the research problem. On the contrary, random sampling, as per the view of Hangleiter and Eisert (2023), is employed to ensure that representative samples are taken out of a population, and is unsuitable since the study does not seek to generalise findings. In this way, purposive sampling guarantees relevance, focus, and depth of analysis.
[bookmark: _qbxyy5jemxyz][bookmark: _Toc231502265]3.8 Data Analysis Method
To test the association between the capital structure and financial performance, the research uses financial ratio analysis and trend analysis. The choice of the financial ratios in this research is well-suited to the purpose of the research, i.e. to investigate the effects of capital structure on financial performance. Both ratios represent a particular aspect of the financing choices and their consequences.
· Debt-to-equity ratio: The reason behind the use of the debt-to-equity ratio is that it quantifies the capital structure of a firm, in that the amount of debt pertains to the amount of equity held by the shareholders. The ratio is the focus of the research, as it reflects the degree of financial leverage and provides an opportunity to evaluate the firm as one that is more dependent on external financing or internal sources (Susilawati et al., 2022). It is also intertwined with the trade-off and pecking order theories, and thus, it is crucial to consider it in the theoretical assessment.
· Return on Assets (ROA): This is also included in the review of the efficiency of the company in using the total assets to create profits. As capital structure choices determine the availability and cost of funds, ROA can be used to evaluate the conversion of the financing decisions of the firm into efficient utilisation of the assets and effective operation of the firm (Singh et al., 2024).
· Return on Equity (ROE): The returns made to the shareholders are measured by the Return on Equity (ROE). This ratio is especially significant as the capital structure decisions have a direct impact on shareholder returns in terms of leverage (Saputra, 2022). Increased debt will magnify returns, but it also affects risk levels, so ROE is a vital measure of financial performance to an investor.
· Profitability margins: The final profitability margins (including net profit margin) are used to find out the profitability and cost efficiency of the firm in general. These margins represent the efficiency of the firm in converting revenue to profit and this may be influenced by the interest cost that arises as a result of debt financing.
A mixture of these ratios will give a full picture of capital structure and financial performance since not only the financing decision, but also financial performance results will be analysed.
To analyse the changes in these indicators in 2021-2025, the analysis will be based on trend analysis. This helps determine the association of a change in the capital structure with the financial performance (Cramer, 2016). These methods are appropriate because they provide objective and measurable data regarding financial relations.
On the contrary, more sophisticated statistical methods like regression analysis are not applied because the sample size (single firm) is small and can decrease the reliability of statistical methods. Therefore, the chosen modes of analysis guarantee the clarity, relevance, and correspondence to the objectives of the research.
[bookmark: _12228g754ngu][bookmark: _Toc231502266]3.9 Reliability and Validity
Reliability is the congruency of research results, and validity is the precision of measurements. The reliability is guaranteed by the presence of audited financial information from reputable sources, such as annual reports and financial databases. These are standardised and consistent sources of data. Validity will be guaranteed by picking up the financial indicators that directly measure performance and are in line with the objectives of the research. In this way, the research is reliable and valid.
[bookmark: _hi9lzx6dxktp][bookmark: _Toc231502267]3.10 Ethical Considerations 
This research has followed the ethical guidelines of research by using solely the publicly accessible secondary data (Nii Laryeafio and Ogbewe,, 2023). There is no sample data gathered, and thus, no human participants are involved, which rules out all the issues regarding consent, confidentiality and privacy. All monetary data are found on authoritative sources, including annual reports by Tata Motors, Statista, and journals in the industry, making them transparent and authentic. The correct referencing and citation are enforced to prevent cases of plagiarism and to present the sources. The data is also utilised without modification and distortion, thus retaining its accuracy and integrity. Therefore, the study meets the academic ethics and has an informed use of information during the research.
[bookmark: _rybfda9gr4pt][bookmark: _Toc231502268]3.11 Limitations of Methodology
In spite of its advantages, this methodology has some weaknesses. The research is also limited to a single firm (Tata Motors), which could restrict the generality of the research to other firms or industries. Also, due to the use of secondary data, the research is also subject to the availability and quality of the existing data, which may not reflect all issues that contribute to capital structure decisions. The lack of primary information also limits the knowledge on the managerial views and decision-making. Moreover, the analysis is done over a given time frame, which might not be representative of long-term trends. Yet, they are recognised and taken into account when the results are interpreted.
[bookmark: _2i3cmkeywl8m][bookmark: _Toc231502269]3.12 Chapter Summary 
This chapter provided the methodological framework used in the study, which involved the research design, approach, philosophy, strategy, data collection methods, sampling technique and data analysis procedures. Both methodological options were outlined and defended, and they were compatible with the aim of the research and theoretical support. This is made possible by the application of the quantitative, secondary data-based case study methodology which allows for the analysis of financial performance objectively and reliably. Ethical issues and methodological constraints were also considered in an attempt to guarantee the transparency and academic rigour. In general, this chapter has provided a solid background of the research, which is followed by the second chapter, which gives results and data analysis.


[bookmark: _ynbn5d4j0mj7][bookmark: _Toc231502270]Chapter 4: Findings and Data Analysis
[bookmark: _mz6cf9a6789r][bookmark: _Toc231502271]4.1 Overview
This chapter gives the results and the analysis of secondary financial data of Tata Motors which was taken on the annual report and financial disclosures. It is analysed with regard to assessing the association between capital structure and financial performance in 2021-25. Leverage, profitability and financing patterns are analysed using financial ratio analysis and trend analysis in terms of debt-to-equity ratio, ROA, ROE and profitability margins. The chapter will find the key financial trends, as well as give firm-specific evidence to continue later theoretical discussion and interpretation.
[bookmark: _osquod8f2yn5][bookmark: _Toc231502272] 4.2 Findings and analysis
[bookmark: _wdprwk5aua13][bookmark: _Toc231502273]4.2.1 Ratio analysis
Debt-to-Equity Ratio

[bookmark: _o53wnq2778e][bookmark: _Toc231498904]Figure 4.1: Debt-to-equity ratio 
(Source: Derived from Excel, based on data from Tatamotors, 2025)
The debt-to-equity ratio increased from 2.39 in 2021 to 3.36 in 2022 before declining to 0.51 in 2025. This implies that during the time frame of the study the debt finance component started out high but later declined and/or an increase in the equity position of the Tata Motors.
This increase has been achieved because of the addition of more borrowings to the debt-to-equity ratio, whereas the 2021 and 2022 were also influenced by the net decrease in the equity of 2.39 and 3.36 respectively. During this period, Tata Motors was yet to regain profitability due to the impact of global automotive production slowed by the pandemic, supply-chain issues, and shortages of semiconductor. The decreased retained earnings decreased the capital base of the company and the financial obligations were high, which meant the increased leverage (Tatamotors, 2025). This has led to a remarkable increase in the financial aspect of the company as it has reduced to 3.36 in 2022 to 0.51 at 2025. The profitability of Tata Motors has been boosted considerably particularly in the Jaguar Land Rover and domestic passenger vehicle business. The company also expanded its equity base of shareholders through increasing their retained earnings and reducing their net automotive debt by enhancing its cash generation and repayment schemes. This contributed to the faster increase in equity as compared to liabilities, which further decreased the leverage ratio of Tata Motors (Tata Motors Annual Reports 2023-2025).
The increase in 2022 was attributed to poor profitability, disruption of the supply chain and shortages of semiconductors which maintained leverage pressure (Tatamotors, 2025). Since 2023, cash generation increased with the easy release of chip constraints, increased wholesales, improved pricing and enhanced JLR mix (Spglobal, 2023). However, by FY24, Tata Motors will have decreased net automotive debt to 16,022 crore and this explains the sharp decline in leverage by 2025 (Tatamotors, 2025).
Return on Assets (ROA)

[bookmark: _vkwkcv69q6da][bookmark: _Toc231498905]Figure 4.2: Return on Asset (ROA)
(Source: Derived from Excel, based on data from Tatamotors, 2025)
Return on Assets (ROA) is used to determine the effectiveness with which Tata Motors used its total assets to make a profit. In 2021 (-4.29%), 2022 (-4.33%), ROA was negative, which means that the company could not make any positive returns on its big asset base in a time of supply-chain disruptions, semiconductor shortages, and poor profitability (from the annual report of Tata Motors, 2022). However, ROA improved significantly to 0.42% in 2023, 5.44% in 2024, and 6.58% in 2025. This was boosted by the increased profitability, especially Jaguar Land Rover and domestic passenger vehicles, and overall assets did not change significantly (from the annual report of Tata Motors, 2024 and 2025). The results indicate that Tata Motors was more efficient in turning its investments into profitable returns in the manufacturing facilities, technology and EV development, which indicates increased asset utilisation and operational performance.
[image: Image-3]
[bookmark: _Toc231498906]Figure 4.3: Global semiconductor production and sales
(Source: Brinley, 2023)
According to Figure 4.3, the semiconductor shortage significantly disrupted the global automotive industry during 2021 to 2022, with over 9.5 million vehicles lost from production in 2021 and a further 3 million units affected in 2022 (Brinley, 2023). The 2021 to 2022 negative ROA was a result of these losses and inefficient use of assets in the pandemic years and semiconductor disruption. ROA increased in 2023 due to normalisation of production and recovery in JLR profitability due to increased volumes, pricing and product mix. The FY24 revenue, EBITDA and EBIT growth added even more to the asset productivity (Tatamotors, 2025).
Though ROA and debt-to-equity ratio change were positive in the way the debt-to-equity ratio decreased and the ROA improved between 2023 and 2025, the current analysis is not able to determine a direct cause and effect relationship between the two variables. The simultaneous increase in the profitability, asset utilisation and capital structure however, suggests a wider enhancement in the financial performance of the company refer to the revenue growth from 65298.84 in 2023 to 436821in 2025 (Tatamotors, 2025). This puts into question the mere M&M assumption that capital structure does not matter. Rather, it is an aid to the practical perspective that financing decisions are important in the presence of market imperfections, costs of debt and risk as later M&M developments and recent capital structure literature discuss (Giglio, 2022).
Return on Equity (ROE)

[bookmark: _snpwwbd036is][bookmark: _Toc231498907]Figure 4.4: Return on Equity (ROE)
(Source: Derived from Excel, based on data from Tatamotors, 2025)
Return on Equity (ROE) is used to gauge the rate of returns to shareholders on the investment they put in. In 2021 and 2022, Tata Motors reported negative ROE of -14.66 and -13.87 respectively, which means that the shareholder funds have not been used to provide a positive payoff since the company incurred losses in the years (According to annual report of Tata Motors, 2022). However, ROE improved to 1.15% in 2023, before increasing substantially to 21.67% in 2024 and remaining strong at 20.30% in 2025 (According to annual report of Tata Motors, 2025). This success was accompanied by a remarkable turnaround in the amount of profitability, especially of Jaguar Land Rover and domestic automotive business, which boosted the retained earnings and the equity base (According to annual report of Tata Motors, 2024 and 2025). The high ROE of 2024 and 2025 indicates that Tata Motors made significantly higher returns on the basis of equity of the shareholders compared to the amount of their proceeds, indicating better performance on the operational front and high value addition to investors.
In 2021 to 2022, negative ROE occurred as a loss decreased shareholder returns. Stronger PAT, better retained earnings and better performance of the segment supported the recovery after 2023 (Tatamotors, 2025). Record revenue, high free cash flow and low net debt in FY24 enhanced shareholder value in JLR and were the reasons the ROE was high in 2024 to 2025 (Tatamotors, 2025).
The movement is biased towards moderate interpretation as far as Tata Motors are concerned. Applying Trade-Off Theory, the firm seems to have minimised debt to decrease the risk level and still get high returns. The better ROE under Pecking Order Theory can also suggest that higher internal profitability enabled the company to finance its requirements and to avoid heavy reliance on outside debt (Hastutik et al., 2022). Thus, the ROE provides good evidence since it aids in determining whether the financial choices of Tata Motors are more risk-balancing or internal-financing behaviour.
Net Profit Margin

[bookmark: _s0jey6k81rtp][bookmark: _Toc231498908]Figure 4.5: Net profit margin
(Source: Derived from Excel, based on data from Tatamotors, 2025)
Net Profit Margin is the ratio of the money that is left as profit after deduction of all the operating expenses, interests and taxes paid. Tata Motors has recorded negative net profit margins of -9.38% and -5.90% in 2021 and 2022 respectively, which means that the firm has made losses even though it has made huge revenues within these two years (According to annual report of Tata Motors, 2022). However, the margin improved to 0.40% in 2023, before increasing significantly to 4.68% in 2024 and 5.71% in 2025 (According to annual report of Tata Motors, 2025). This was accompanied by enhanced revenue growth, increased operational efficiency, and profitability of Jaguar Land Rover and local automotive businesses (According to annual report of Tata Motors, 2024 and 2025). Moreover, exceptional losses were also decreased and the cost management was enhanced which added to the high earnings retention of the sales revenue. The positive margin of 2023 is an indicator that Tata Motors was more efficient in transforming revenues into net profit indicating an improvement in financial performance and profitability during the period of the study. 
The high costs and failures to withstand the supply-chain disruption and poor operating performance led to negative margins in 2021 to 2022. Since 2023, margins have been improved as chip supply has stopped tightening, wholesale volumes have risen, prices have improved, and the JLR premium model mix has enhanced profitability. Strong sales, growth in EBIT and net profit, and margin recovery were also in FY24 (Tatamotors, 2025; Brinley, 2023).
In the case of Tata Motors, the increase in net profit margin and decrease in debt-to-equity means that deleveraging could have also played the role of enhancing final profitability. This is in favor of the Trade-Off Theory, since it indicates that the company can minimise debt to escape the adverse impact of financial distress and interest charge. Meanwhile, the better margin reinforces the interpretation of the Pecking Order Theory since increased retained earnings may decrease the necessity of external financing.
Interest Coverage Ratio

[bookmark: _qqz80pvexvlm][bookmark: _Toc231498909]Figure 4.6: Interest coverage ratio
(Source: Derived from Excel, based on data from Tatamotors, 2025)
The Interest Coverage Ratio is an indicator that indicates whether Tata Motors can afford its interest payments using the operating income. The ratio increased steadily from 3.75 in 2021 to 5.08 in 2022 and 6.43 in 2023, before rising substantially to 47.61 in 2024 and 57.90 in 2025 (According to annual report of Tata Motors, 2025). This trend shows that the company has a strong improvement in its debt-servicing capacity in the study period. This high growth after 2023 was in line with increased operating profits and especially the operations of Jaguar Land Rover as well as domestic automotive against the backdrop of relatively controlled interest expenses as investment activities continued to occur (According to annual report of Tata Motors, 2024 and 2025). Moreover, improved cash generation and profitability improved the covering of the financing costs by the operating earnings of the company. The exceptionally high ratios in 2024 and 2025 indicate that Tata Motors was under a significantly lower financial strain due to the interest exposure, which is indicative of greater financial stability and enhanced ability to cope with debt obligations. 
Strong increase in interest coverage was a result of the increase in the operating profit and managed debt pressure. FY24 EBIT showed a substantial growth, and the net automotive debt decreased to ₹16.0K crore. JLR record FY24 free cash flow and lowered net debt also had a positive effect on the company covering its finance costs (Tatamotors, 2025).
This is a very pertinent ratio to Trade-Off Theory. The theory contends that firms trade-off the tax advantages of debt with the financial distress costs (Luo, 2025). The increase in the interest coverage is an indication that Tata Motors was able to stabilize its financial position by lowering its financial risk without compromising its profitability. This implies a shift towards a more optimal and safer capital structure.
It also indirectly upholds Pecking Order Theory, in that better profits and better internal resources decrease the necessity to rely on external debt as much (Colombo et al., 2023). Thus, the interest coverage ratio is among the most evident ones to show that the capital structure of Tata Motors increased its financial sustainability between 2021 and 2025.
[image: ]
[bookmark: _Toc231502297]Table 4.1: Summary table of Ratios
(Source: Self-created)
The table abve (4.1) provides a summary of financial ratios that are important to Tata Motors between 2021 and 2025. The findings suggest that there has been a significant enhancement of financial performance and capital structure during the study period. The debt-to-equity ratio decreased in 2022 to 3.36 and in 2025 to 0.51, indicating a substantial decrease in leverage. The profitability indicators also enhanced significantly with ROA turning to positive values in 2025 and ROE rising to 0.20 in 2025, as compared to negative values in 2021 and 2022 respectively. On the same note, net profit margin experienced a shift in the initial years towards losses but in 2025, it shifted to a positive profitability. The most significant increase was in the interest coverage ratio, which went up to 57.90 in 2025 as compared to 3.75 in 2021, which means that it has much higher capabilities to satisfy financing needs with operating earnings. Comprehensively, the trend of the ratio is that Tata Motors has had significant financial improvements following the year 2022, with an increased profitability, low leverage and high financial stability.
Theoretical View of Capital Structure
The ratio analysis shows an increase in the capital structure of Tata Motors between 2021 and 2025. The debt to equity ratio dropped to 1.06 in 2024 and 0.51 in 2025 compared to 7.13 in 2021 and 7.00 in 2022, and ROA, ROE, net profit margin and interest coverage increased. This implies that the company decreased leverage and at the same time augmented profitability and debt-servicing ability. The capital structure directly impacts the firm performance as leverage has an impact on the risk, cost of capital, profitability and financial flexibility (Arhinful et al., 2025; Jaiswal and Elmarzouky, 2025).
These results do not provide evidence of irrelevance of pure M&M propositions. The theory presented by Modigliani and Miller presupposes the perfect capital markets when debt-equity choice has no impact on firm value. Nevertheless, the scenario at Tata Motors indicates that variation in leverage was related with better profitability and a more positive financial stability. To illustrate, ROA has gotten up to 6.58% in 2025 in contrast to negative numbers in 20212022, and interest coverage has gone up to 57.90 as compared to 3.75 of the previous year. This indicates that the structure of financing was important in real world. New capital structure work concurs that capital structure is useful in practice in corporate environments, and cites market imperfections and financial frictions, taxes, borrowing cost and distress risks (Thaw, 2025; Miglo, 2025).
The results are quite compatible with Trade-Off Theory. According to this theory, firms strive to attain an optimal degree of debt by balancing the tax advantages of borrowing to the expenses of financial distress. The drastic decline in leverage implies that Tata Motors has exited governance in overextended debt exposure and has taken a more viable financing stance. The decrease in the debt-to-equity ratio, alongside the increase in the interest coverage, shows that Tata Motors became more efficient in dealing with the debt obligations and minimizing the financial risk. This agrees with Arhinful et al. (2025) who discovered that the best capital-structure decisions affect financial performance and with recent evidence revealing that firms change leverage when debt turns risky/inefficient.
The results are more in accord with the Trade-Off Theory. Tata Motors has greatly decreased leverage over the past four years between 2021 and 2025, but has increased profitability and debt-servicing capacity. The net automotive debt also decreased to net cash position of 1000 crore of 25 years as compared to almost 63000 crore which was at the peak in 2025 due to high levels of free cash flow and debt reduction efforts (Autocarpro, 2025). In addition, JLR has registered an all-time high revenue of £29.0 billion in FY24, free cash flow of 2.3 billion, and a decreased net debt of 0.7 billion (Tatamotors, 2025). Such developments suggest that Tata Motors focused more on reducing financial risk and enhancing financial flexibility instead of raising the level of debt utilisation which is also in line with the Trade-Off Theory in terms of balancing the benefits of debt with the cost of financial distress (Kraus and Litzenberger, 1973).
The debt-equity trend is also in favor of the Pecking Order argument. When the debt decreases and profitability increases in a company, it could be a sign that internal financing is being utilized more and more to fund operations and investment. The decline of the debt-to-equity ratio in 2023 (55.66) to 2025 (0.51) and the increase in the ROA and PAT margin of Tata Motors indicates that this company was not highly dependent on debt in 2025 compared to 2023. This happens to be aligned with recent literatures contending that leverage tends to be negatively linked to profitability since profitable companies are capable of financing investment through earned income (Ndruru, 2025).
But the evidence is a little more in favor of the Trade-Off Theory than the Pecking Order Theory. The pattern that is most obvious is, quite literally, the enhanced profitability, but what is being purposely done is the decreasing leverage and the capacity of debt-service. The company seems to have moved out of a high risk debt position to a more balanced position. This is an indication of the Trade-Off assumption that firms have an active management of the debt levels in order to mitigate financial distress. The Pecking Order Theory is not obsolete since the high profitability might have lessened the reliance on external financing, yet the most evident evidence is the shift towards less leverage and a higher coverage of Tata Motors.
Consequently, the ratio results indicate that the capital-structure behaviour of Tata Motors can be well interpreted with a mixed theoretical perspective. The pure M&M perspective is not as relevant since the evident linkage of real-world financing choices to profitability and risk is apparent. The Trade-Off Theory explains the decrease in leverage and better interest coverage of the company whereas Pecking Order Theory is the fact that more robust profitability might have led to a greater dependence on internal funds. All in all, the Tata motors financial trend reveals that, capital structure is not a neutral concept in reality; it is a strategic instrument, which is employed to create equilibrium between growth, risk, profitability as well as financing flexibility.
[bookmark: _pti3q92alrk2][bookmark: _Toc231502274]4.2.2 Expenses Shaping Income
The trend analysis shows that Tata Motors had a definite shift of poor profitability in 2021–2022 to better financial recovery in 2023 to 2025. The chart gives a comparison between three important indicators: the expenses as percentage of income, PBT margin and PAT margin. A combination of these indicators demonstrates whether the company was in the position to manage its cost base and translate income into profit. This would matter to the study since the capital structure decisions cannot be interpreted solely by the debt and equity ratios but to be also associated with the profitability, cost pressure and financial resilience.
[image: ]
[bookmark: _f41hjwpwb9my][bookmark: _Toc231498910]Figure 4.7: Expenses as % of income
(Source: Derived from Excel, based on data from Tatamotors, 2025)
To begin with, in 2021 and 2022, the percentage of expenses in relation to income was very high (99.61% and 99.38% accordingly). This implies that virtually the entire income was consumed by expenditures and there was minimal profitability. The figure is still high in 2023 at 98.95, although in 2024, this ratio decreased dramatically to 90.81% of income. This is a sign that Tata Motors was more cost-efficient in 2024, leaving more room to make profits. Nevertheless, in 2025, the number went up once more to 97.33 indicating a new cost pressure. The annual report of Tata Motors FY202425 reveals that the total income and total expenses were not lower than 445,939 crore and 434,043 crore, respectively, which also proves that the expenses continue to constitute a very significant portion of revenue, despite the company being profitable (Tatamotors, 2025).
This cost curve is indicative of the broad pressure in the automotive industry. Electrification, digitalisation, regulatory change and supply-chain restructuring are leading to high investment requirements in automotive firms. According to McKinsey, the EV transition is altering consumer demand and calling companies to change strategically in terms of new market expectations (Hertzke et al., 2025). On the same note, the competitiveness analysis of the automotive industry by McKinsey indicates that low profitability may restrict the capability of firms to fund transformation, especially when high investments are needed to electrify and develop new technologies (Harald Deubener et al., 2025). Thus, the high percentage of expense-to-income ratio of Tata Motors is not to be considered solely as internal inefficiency, but also, it is an indication of the capital-intensive industry of the automotive sector.

[bookmark: _g2c7ubcpbzq][bookmark: _Toc231498911]Figure 4.8: Profit before tax margin % margin
(Source: Derived from Excel, based on data from Tatamotors, 2025)
The PBT margin shows that Tata Motors has a high recovery in its pre-tax profitability within the study period. In 2021 and 2022, the margin stood at -4.23 and -1.48 respectively, which means that the company made losses before tax in these two years. However, it improved to 0.27% in 2023, before increasing substantially to 4.41% in 2024 and 7.70% in 2025. This trend implies that Tata Motors experienced an increasing trend of improved operational performance and cost-effectiveness since 2022. The recovery came along side faster revenue growth, greater profitability of Jaguar Land Rover and domestic automotive operations, and recovery of some supply-chain disruptions, allowing the company to generate more and more higher profits before tax (Tatamotors, 2025).
This increase in PBT margin is of particular interest as it represents profit before tax impacts, and the analysis can be more directly related to operating performance, interest expenses, and financial structure. According to Reuters, the profitability of the wider group is supported by the fact that the JLR business of Tata Motors is expected to have an EBIT margin of 8.5% at the end of March 2025 which is in line with the expectation that profitability has been increased in the wider group despite external uncertainty (‌Nandan Mandayam, 2025).
The decrease in the PBT margin in 2025 compared to 2024 must be viewed with seriousness. This is not an absolute indication of financial weakness but indicates that profitability was still susceptible to market and cost pressures. Reuters subsequently cited that Tata Motors lowered the outlook of the operating margin of JLR in FY2026 because of problems like tariffs, production interruption and declining demand in China (Tandon and Chandini Monnappa, 2025). Though this subsequent evidence falls beyond the 2021-2025 dataset, it assists in putting into perspective why automotive margins are susceptible to global shocks. It lends credence to the fact that international market exposure to JLR is what affects the financial performance of Tata Motors not just by internal capital structure.

[bookmark: _oiumbepe40mn][bookmark: _Toc231498912]Figure 4.9: Profit after tax margin % margin
(Source: Derived from Excel, based on data from Tatamotors, 2025)
The PAT margin is the ratio of revenue retained to become profit after taking into consideration all operating expenses, interest costs, and taxes. Tata Motors has had negative PAT margins of -4.57% in 2021 and -2.85% in 2022 which means that the company has incurred a net loss in these years. However, the margin turned positive at 0.41% in 2023 and increased substantially to 4.78% in 2024 and 6.31% in 2025. This growth implies greater profitability, better cost control and greater operation performance in the automotive operations of Tata motors and in the operation of Jaguar land Rover (Tatamotors, 2025). The continuous growth after 2023 indicates that the company has been ever more efficient in transforming revenues to net profit, and the general financial performance and earnings quality recovered significantly.
The increase of PAT margin is in line with the overall market recovery and EV opportunity. In 2024, Statista indicated that the EV penetration in India was 5.6 percent, but the penetration of electric cars was lower at 1.8 percent as the EV market was still in the developing phase, yet it was strategically important (Buchholz, 2025). The next significant change that Mintel refers to as one of the key transformations in the automotive industry is the development of EVs and safety technology that transforms consumer expectations and the competitive environment (Mintel, 2022). In this regard, the recovery of Tata Motors profitability is significant since increased internal profitability will provide the company with additional ability to finance EV-related investment without being overly dependent on debt.
The trend analysis also has a good association with the position of capital structure of the company. The previous ratio analysis revealed that the debt-to-equity ratio of Tata Motors decreased significantly by 2025, and the profitability rates were increased. This indicates that the company did not rely on increased leverage to rebound performance. Rather, the trend is of increasing profitability and a decreased financial risk. This is in favor of the Trade-Off Theory, since the company seems to have shifted to a more balanced capital structure, by lowering the risks that come with over-debtedness without losing profitability (Luo, 2025). The advantage of debt has to be traded off under this theory against the costs of financial distress; the growing margins and decreasing leverage of Tata Motors would indicate a strategic shift towards risk management.
Simultaneously, the Pecking Order Theory is also supported by the trend. The internal profit-generating capacity of Tata Motors rose as its PAT margin increased in 2025 compared to in 2022. The Pecking Order Theory holds that companies will first use internal funds before turning to external debt or equity. Thus, the increase in PAT margin indicates that Tata Motors can be in a better position to fund growth via retained earnings instead of raising new funds via borrowing (Tatamotors, 2025). This is especially applicable in a capital-intensive industry where EV investment is still high. McKinsey estimates high growth of EVs worldwide, which means that car manufacturing companies should persist in making high investments in mobility in the future.
But the results are not entirely in favor of the pure M&M irrelevance proposal. Assuming that capital structure is insignificant in practice, financing structure change would not manifest itself significantly related to profitability and financial stability (Giglio, 2022). The increase in PBT and PAT margins and deleveraging and better interest coverage in the case of Tata Motors are indications that the capital structure does matter in a real-life situation. This is in line with the changed meaning of M&M, which is that taxes, financial frictions, interest costs, and market imperfections render debt-equity choices pertinent.
[bookmark: _sv5gi25k8tjr][bookmark: _Toc231502275]4.3 Summary
This chapter compared the financial performance and capital structure of Tata Motors during 2021-2025 through ratios, trends, and vertical analysis. The results depicted a large decrease in leverage as well as the massive enhancements in profitability, asset efficiency and debt-servicing capacity. The debt-to-equity ratio decreased significantly, but ROA, ROE, net profit margin and interest coverage ratio also increased significantly after 2022, signifying a greater economic soundness and rebound of operations. The trend analysis also revealed enhanced cost efficiency and profitability, irrespective of industry pressure that was still associated with electrification and uncertainty in the market. The results were a challenge to the pure M&M irrelevance hypothesis and a better indicator of the Trade-Off Theory, as well as incorporated some aspects of the Pecking Order Theory in terms of enhanced internal financing power and diminished reliance on external debt. 


[bookmark: _nmv2y4hfvh1v][bookmark: _Toc231502276]Chapter 5: Discussion
[bookmark: _gwgjq0xdcr5n][bookmark: _Toc231502277]5.1 Overview
This chapter presents the findings that are issued in Chapter 4, compares and contrasts it with the literature and the theoretical backgrounds that are established in Chapter 2. Instead of paraphrasing the results, the discussion critically analyses the manner in which the financial trends experienced in Tata Motors concur with available theoretical arguments in the literature relating to capital structure and financial performance. The discussion will be organized based on the objectives of the research and dwell on the interpretation of debt equity trend, leverage behaviour, the movement of profitability and financing pattern in the perspectives of M&M Theory, Trade-Off Theory and Pecking Order Theory. The chapter will attempt to determine whether the financial results observed are corroborating the current theoretical and empirical findings.
[bookmark: _mfy9t5jl1b8e][bookmark: _Toc231502278]5.2 Discussion
[bookmark: _q0t9ne48dv93][bookmark: _Toc231502279]5.2.1 Discussion of Research Objective 1
“To review the key theoretical perspectives on capital structure, particularly the Modigliani-Miller Theory, trade-off theory, and pecking order theory”
The initial goal was to overview the significant theoretical insights into capital structure and evaluate to what extent they can account for the financing behaviour as seen in Tata motors. The literature found three prevailing frameworks or theories of capital structure including the Modigliani Miller (M&M) Theory, Trade-Off Theory and Pecking Order Theory, which explain capital structure under various assumptions concerning the use of debt, financing priorities, and value creation by firms.
M&M Theory hypothesized that in perfect capital market conditions, there should be no impact of financing decisions: debt versus equity, on the value of firms (Modigliani and Miller, 1958). Subsequent research however realised that capital structure is relevant in the practice because of taxes, transaction costs and information asymmetry (Miglo, 2025; Thaw, 2025). The results disapprove the initial irrelevancy hypothesis. Debt-to-equity reduced from 7.13 (2021) and 7.00 (2022) to 1.06 (2024) and 0.51 (2025), while profitability improved simultaneously. ROA increased from −4.29% and −4.33% to 6.58%, and ROE improved from −14.66% to 20.30%. Such findings imply that changes in financing was made with financial recovery as opposed to performance.
Thus, the results do not follow the initial M&M proposal but other subsequent interpretations that acknowledge market imperfections and financial frictions to be determinants of firm value (Miglo, 2025). The case of Tata Motors suggests that it was the financing structure that facilitated greater profitability and financial stability and implies that capital structure is still a important consideration in practice.
The results are in closer agreement with Trade-Off Theory. Kraus and Litzenberger (1973) explain that the optimal financing structure achieved by firms is when they consider the advantages of debt as compared to the cost of financial distress. This is indicated in the financial flow of Tata Motors. Interest coverage increased from 3.75 in 2021 to 57.90 in 2025, showing a major improvement in debt-servicing capability, while net profit margin improved from −9.38% (2021) and −5.90% (2022) to 5.71% (2025). These results show that the leverage decreased with an improvement in its financial results.
This confirms Arhinful et al. (2025) who claimed that an optimal debt-equity structure enhances profitability and shareholder value, and Bui et al. (2023) who associated balance financing with increased efficiency. Nevertheless, the results contradict the expectations according to which increased leverage is a certain way of improving the performance. Rather, Tata Motors proves that decreasing debt can be beneficial to enhancing profitability in the case of excessive leverage, which endorses Marozva (2026) and Sike et al. (2023).
Pecking Order Theory is the third theoretical approach which describes the financing behaviour based on internal funding preference and information asymmetry (Myers and Majluf, 1984). The results are a moderate confirmation of this view. PAT margin has increased to 6.31% in 2025, as compared to 2022 of -23.48% and ROE has gone above 20% in 2024-2025, which reflects greater retained earnings value. At the same time, decreasing debt-to-equity indicates the reduced reliance on the outside debt.
These results align with those of Rumasukun and Nochh (2024), who believed that companies choose internal financing over debt and equity first, and Pathak and Chandani (2023), who believed that the decisions made when financing are constantly changing depending on the fluctuating business environment. Nonetheless, Tata Motors was not completely rid of debt, which means that only partially it is aligned with the hierarchical pattern of financing.
The results, in general, indicate that Tata Motors have no one theory that can explain their financing behaviour. The evidence contravenes pure M&M irrelevance, gives Trade-Off Theory the greatest support due to the decrease in leverage and greater debt-servicing ability, and also part-benefits the Pecking Order Theory due to the enhanced profitability and internal financing ability.
[bookmark: _jpt8ylvxome7][bookmark: _Toc231502280]5.2.2 Research Objective 2 Discussion
“To examine the capital structure trends of Tata Motors using secondary financial data from annual reports and corporate disclosures”
The second was to analyse the trend in capital structure of Tata Motors, and to determine how the financing behaviour changed with time. Literature suggested the dynamic character of capital structure that varies with the conditions of firms and with external factors (Rehan et al., 2023; Pathak and Chandani, 2023). The findings are based on this point of view.
As the ratio analysis and trend analysis demonstrated, the financing structure of Tata Motors has greatly changed within the period of 2021-2025. Debt-to-equity reduced continuously from 7.13 (2021) and 7.00 (2022) to 5.66 (2023), 1.06 (2024) and 0.51 (2025), indicating a clear movement away from heavy debt dependence. Meanwhile, the coverage of interest increased to 57.90 (when compared to its past reading of 3.75) and shows increased ability to service debt.
These results are consistent with Bui et al. (2023), who recommended that capital structure not to be biased towards debt exposure and financial stability. Likewise, Arhinful et al. (2025) were of the view that optimal leverage leads to a positive contribution in the long-term performance. Nonetheless, the results are however opposite to literature that indicates that leverage constructions stay the same since Tata Motors has managed to restructure its financing choices continuously as time goes by.

The trend analysis also indicated fluctuation of internal financial conditions. Expenses as a percentage of income improved from 99.61% (2021) to 90.81% (2024) before increasing slightly to 97.33% (2025), while PBT margin improved from 0.39% to 7.70% and PAT margin moved from −23.48% (2022) to 6.31% (2025). These results demonstrate that Tata Motors did not manage capital structure separately of operating efficiency and financial policies.
Thus Objective 2 shows that capital structure of Tata Motors shifted to a highly leverage position to a more balanced and financially viable structure which goes in line with literature that financing behaviour is responsive to the changing organisational and market context.
[bookmark: _r0x5rrbftxbx][bookmark: _Toc231502281]5.2.3 Research objective 3 Discussion.
“To analyse the relationship between capital structure and financial performance using financial indicators such as the debt-equity ratio, ROA, ROE, and profitability margins”
The third purpose looked at whether financial performance was related to changes in capital structure. There were conflicting findings presented in the literature. Ahmed et al. (2024) and Arhinful et al. (2025) asserted that the leverage decisions had a profound impact on the profitability and shareholder value, but Marozva (2026) and Sike et al. (2023) discovered that an excessive debt undermined the financial performance.
The results imply that, Tata Motors had an inversely correlated relationship between leverage and performance enhanced. The ratio of debt-to-equity decreased significantly and profitability ratios went up. ROA increased from −4.29% (2021) to 6.58% (2025) and ROE improved from −14.66% to 20.30%. The net profit margin also increased to 5.71 as compared to the previous -9.38.
These results confirm Ahmed et al. (2024) who reasoned that the capital structure has a substantial impact on the performance of firms, and contradict predictions that an increased leverage is guaranteed to have higher returns. Rather, the Tata Motors results indicate that the lower was the debt pressure, the higher was the profitability.
These results are also consistent with that of Handini and Susilo (2025), who suggested that the capital structure is an intermediate mechanism that affects financial results, as opposed to having linear impacts. The enhancement of profitability along with the reduction of leverage shows that the efficiency of finance and debt management were some of the factors that facilitated better financial results.
Thus, the relationship between financial performance and capital structure is not linear as is determined by Objective 3. In the case of Tata Motors, a reduced leverage was accompanied with increased profitability and financial strength.
[bookmark: _6av1ljadz0vf][bookmark: _Toc231502282]5.2.4 Research Objective 4 Discussion
“To  evaluate how the trade-off theory and pecking order theory explain the financial decisions of Tata Motors”
The results show more support to Trade-Off Theory. According to the literature, companies strive to maximize leverage by having an equal balance between gains of debt and the cost of financial distress (Kraus and Litzenberger, 1973). The decrease in debt-to-equity ratio 7.13 to 0.51, enhanced interest coverage (3.75 to 57.90), and recovery of profitability are indicators that Tata Motors may be heading in the right direction of the more efficient financing structure. These results are in line with the positions of Arhinful et al. (2025) who purported that companies gain better results when the leverage is moderated. But they differ with the assumptions that continually growing debt would create value.
Partly, the results are also in favor of Pecking Order Theory. PAT margin has also improved to 6.31 and -23.48% which means that it has better internal financing ability. This is in line with Rumasukun and Nochh (2024), who indicated that firms would like to use internal funding prior to external funding. Nevertheless, Tata Motors did not entirely abandon the use of debt financing implying that the decision-making processes of financing took a mixed-based approach as opposed to a strictly hierarchical approach.
[bookmark: _mpmnjih1fosf][bookmark: _Toc231502283]5.3 Summary
The chapter presented the results in comparison with the literature and theoretical viewpoints to respond to the research questions. It was revealed in the discussion that Tata Motors has slowly decreased the leverage as it has increased his profitability and financial stability. The results indicated that the pure M&M irrelevance hypothesis was refuted, and were more consistent with Trade-Off Theory whereas the Pecking Order Theory was supported moderately by the enhanced internal financing capacity. Altogether, the results proved that the decisions of capital structure can be considered dynamic, firm-specific and closely related to the financial performance results.


[bookmark: _kpf9bnj52zm0][bookmark: _Toc231502284]Chapter 6: Conclusion
[bookmark: _m5jtdj88a2hn][bookmark: _Toc231502285]6.1 Conclusion
This research paper discussed how capital structure affects financial performance of Tata Motors using secondary financial data (annual reports and corporate disclosures) between 2021 and 2025. The ratio analysis, trend analysis and vertical analysis were used to analyze change of leverage, profitability and financial stability.
The results showed that Tata Motors had a significant increase in its financial situation in the period of the study. Compared to 7.13 in 2021, debt-to-equity ratio decreased to 0.51 in 2025, which means that leverage and reliance on outside borrowing have decreased dramatically. At the same time, the financial performance indicators also improved, with ROA changing to 6.58 per cent (previously it was -4.29) and ROE changed into 20.30 per cent (previously, it was -14.66), net profit margin changed to 5.71 per cent (previously, it was -9.38) and interest coverage changed to 57.90 per cent (previously, it was 3.75).
The research discovered the association between capital structure and financial performance, but not their independence. The results did not support the initial M&M irrelevance hypothesis since alterations in the financing structure seemed to be associated with alterations in profitability and financial results. The evidence given was more inclined towards the Trade-Off Theory, i.e. Tata Motors has enhanced performance through decreased excessive leverage and financial risk managed better. Pecking Order Theory was also somewhat supported as high profitability and retained earnings could have decreased the need to rely on outside borrowing.
On the whole, the paper has determined that the strategic role of capital structure decisions in capital-intensive industries and that balanced financing helps to ensure financial sustainability over the long term.
[bookmark: _6edmsu4cjrkx][bookmark: _Toc231502286]6.2 Recommendations
[bookmark: _4vw6v0lcwl7p][bookmark: _Toc231502287]6.2.1 Sustain Managing Leverage and Debt Optimisation
The results revealed that the profitability was increasing with a decrease in leverage, decreasing the debt-to-equity ratio to 0.51 and the interest coverage ratio grew significantly. Consequently, Tata motors ought to remain disciplined in the management of debts, instead of taking aggressive borrowing measures. This suggestion is consistent with Arhinful et al. (2025), who believe that a balanced debt-equity system enhances profitability and financial strength and with Bui et al. (2023), who opine that excessive leverage is associated with heightened financial risk. Controlled leverage can help to maintain flexibility of financing and minimise financial distress exposure.
[bookmark: _okeg0e1elu0j][bookmark: _Toc231502288]6.2.2 Enhance Internal Financing Ability
The change in PAT margin as an improvement in 2022 (−23.48) into 2025 (6.31) and ROE more than 20% indicates a growth in the internal generation of profits. It is recommended that Tata Motors remains with the retained earnings and internally generated funds to finance the future investment requirements, particularly towards electrifying and transforming technology. This recommendation correlates with the arguments that Rumasukun and Nochh (2024) provide that internal financing preference is superior and Pathak and Chandani (2023) that suggest the financing structures should be changeable to the changing strategic needs.
[bookmark: _2f61995ogndb][bookmark: _Toc231502289]6.2.3. Combine Capital Structure Decisions with Long-term Strategic Investment
The motor industry is still very capital intensive and vulnerable to change in technology. The decisions on financing must therefore remain aligned to the long term investment planning rather than profitability objectives in the short-term. Pavlínek (2023) and Ramos and Ruiz-Galvez (2024) support this recommendation because it is emphasized that strategic capital allocation and sustainable financing choices are needed to electrify and transform the industry.
[bookmark: _k5w5sxcsk4qo][bookmark: _Toc231502290]6.3 Research Limitations
There are quite a number of limitations in this study. To begin with, it only analysed Tata Motors as a single case study and so the results cannot be generalised to other companies and industries. Second, the research was solely based on secondary financial information and thus failed to include managerial viewpoints on managerial decisions relating to financing. Third, the discussion was only confined to the 2021-2025 time frame and might not capture the capital structure changes in the long term during other economic cycles. Lastly, as much as the ratio and trend analysis was able to offer significant financial information; the research design could not carry out wider econometric tests.
[bookmark: _xc73i494a86][bookmark: _Toc231502291]6.4 Future Direction
Future research needs to improve the analysis to consider more than one organisation and carry out comparative analyses across a range of automotive companies, or different industries with varying capital intensity profiles. Primary data can also be used by researchers who can conduct interviews with financial managers in order to have a clear picture of the strategic financing decisions. Also, the use of advanced statistical techniques to test the causal correlations between leverage and performance might be utilized in the future research. Additional research can also be conducted to determine the role of electrification, sustainability investment and ESG priorities in capital structure decisions in the changing automotive industry.

[bookmark: _f4wowzi8ycy5][bookmark: _rxf134a4q79s]
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3. To analyse the relationship between capital structure and financial performance using financial indicators such as debt-equity ratio, ROA, ROE, and profitability margins.
4. To evaluate how the trade-off theory and pecking order theory explain the financing decisions of Tata Motors.

	
	Proposed data collection methods (maximum 600 words)
Provide a brief summary of all the methods that may be used in the research activity to collect data, making it clear what specific techniques may be used. If methods other than those listed in this section are deemed appropriate later, additional ethical approval for those methods will be needed. You do not need to justify the methods here but should instead describe how you intend to collect the data necessary for you to complete your project.

	7
	The research study uses a secondary method of data collection. Only the publicly available and credible sources will be used in order to collect financial and industry data. Tata Motors' annual and integrated report 2021 to 2024 will be the main source of information that contains detailed financial statements and disclosures of the capital structure and performance of the company.
The other data will be collected in the form of known databases like Statista to get industry statistics, Mintel reports to get automotive market insights, and McKinsey reports to get industry trends and strategic analysis. Contextual knowledge about the recent financial trends and strategic choices will also be provided, with the use of relevant business news articles.
There will be no primary data gathered, and there are no human subjects in the study. All the data utilised is accessible in the open, is not confidential and does not involve any personal or sensitive information. Financial ratio analysis and comparison will be used to review and analyse the data systematically with the aim of meeting the research objectives.



SECTION D: Scope of Research Activity
	
	Will the research activity include:
	YES
	NO

	1
	Use of a questionnaire or similar research instrument?
	☐
	☒

	2
	Use of interviews?
	☐
	☒

	3
	Use of focus groups?
	☐
	☒

	4
	Use of participant diaries? 
	☐
	☒

	5
	Use of video or audio recording?
	☐
	☒

	6
	Use of computer-generated log files?
	☐
	☒

	7
	Participant observation with their knowledge?
	☐
	☒

	8
	Participant observation without their knowledge?
	☐
	☒

	9
	Access to personal or confidential information without the participants’ specific consent?
	☐
	☒

	10
	Administration of any questions, test stimuli, presentation that may be experienced as physically, mentally or emotionally harmful / offensive?
	☐
	☒

	11
	Performance of any acts which may cause embarrassment or affect self-esteem?
	☐
	☒

	12
	Investigation of participants involved in illegal activities?
	☐
	☒

	13
	Use of procedures that involve deception?
	☐
	☒

	14
	Administration of any substance, agent or placebo?
	☐
	☒

	15
	Working with live vertebrate animals?
	☐
	☒

	16
	Procedures that may have a negative impact on the environment?
	☐
	☒

	17
	Other primary data collection methods. Please indicate the type of data collection method(s) below.
	☐
	☒

	
	Details of any other primary data collection method:


N/A
	
	



If you have ticked NO to every question then the research activity is (ethically) low risk and you may skip section E and continue to section F.

If YES to any question, then no research activity should be undertaken until full ethical approval has been obtained. 

SECTION E: Intended Participants
	
	Who are the intended participants:
	
YES
	
NO

	1
	Students or staff at the University?
	☐
	☒

	2
	Adults (over the age of 18 and competent to give consent)?
	☐
	☒

	3
	Vulnerable adults?
	☐
	☒

	4
	Children and Young People under the age of 18? (Consent from Parent, Carer or Guardian will be required)
	☐
	☒

	5
	Prisoners?
	☐
	☒

	6
	Young offenders?
	☐
	☒

	7
	Those who could be considered to have a particularly dependent relationship with the investigator or a gatekeeper?
	☐
	☒

	8
	People engaged in illegal activities?
	☐
	☒

	9
	Others. Please indicate the participants below, and specifically any group who may be unable to give consent.

	☐
	☒

	
	Details of any other participant groups:

N/A
	
	



	
	Participant numbers and source
Provide an estimate of the expected number of participants. How will you identify participants and how will they be recruited? 

	10
	How many participants are expected?

	N/A

	11
	Who will the participants be?

	N/A

	12
	How will you identify the participants?
	N/A




	
	Information for participants:
	
YES
	NO
	
N/A

	13
	Will you describe the main research procedures to participants in advance, so that they are informed about what to expect?
	☐
	☐
	☒

	14
	Will you tell participants that their participation is voluntary?
	☐
	☐
	☒

	15
	Will you obtain written consent for participation?
	☐
	☐
	☒

	16
	Will you explain to participants that refusal to participate in the research will not affect their treatment or education (if relevant)?
	☐
	☐
	☒

	17
	If the research is observational, will you ask participants for their consent to being observed?
	☐
	☐
	☒

	18
	Will you tell participants that they may withdraw from the research at any time and for any reason?
	☐
	☐
	☒

	19
	With questionnaires, will you give participants the option of omitting questions they do not want to answer?
	☐
	☐
	☒

	20
	Will you tell participants that their data will be treated with full confidentiality and that, if published, it will not be identifiable as theirs?
	☐
	☐
	☒

	21
	Will you debrief participants at the end of their participation, in a way appropriate to the type of research undertaken?
	☐
	☐
	☒

	22
	If NO to any of above questions, please give an explanation 

	
	N/A



	
	Information for participants:
	
YES
	NO
	
N/A

	24
	Will participants be paid?
	☐
	☐
	☒

	25
	Is specialist electrical or other equipment to be used with participants?
	☐
	☐
	☒

	26
	Are there any financial or other interests to the investigator or University arising from this study?
	☐
	☐
	☒

	27
	Will the research activity involve deliberately misleading participants in any way, or the partial or full concealment of the specific study aims?
	☐
	☐
	☒

	28
	If YES to any question, please provide full details 

	
	N/A



SECTION F: Anticipated Risks

	
	
Outline any anticipated risks that may adversely affect any of the participants, the researchers and/or the University, and the steps that will be taken to address them.  

	1
	Risks to participants
For example: sector-specific health & safety, emotional distress, financial disclosure, physical harm, transfer of personal data, sensitive organisational information. If you have identified in section D that there are no participants, then enter N/A and go skip to question 3.

	
	Risk to participants:
No human participant is involved
	How you will mitigate the risk to participants:


N/A

	2
	If research activity may include sensitive, embarrassing or upsetting topics (e.g. sexual activity, drug use) or issues likely to disclose information requiring further action (e.g. criminal activity), give details of the procedures to deal with these issues, including any support/advice (e.g. helpline numbers) to be offered to participants. Note that where applicable, consent procedures should make it clear that if something potentially or actually illegal is discovered in the course of a project, it may need to be disclosed to the proper authorities

	
	
N/A

	3
	Risks to the investigator
For example: personal health & safety, physical harm, emotional distress, risk of accusation of harm/impropriety, conflict of interest

	
	Risk to the investigator: 
The possibility of misinterpreting data or making an error in analysis.
	How you will mitigate the risk to the investigator:
Utilisation of trusted sources of data and implementation of conventional finance analysis methods.

	4
	University/institutional risks
For example: adverse publicity, financial loss, data protection

	
	Risk to the University:
Academic misconduct (e.g. plagiarism or misuse of data) risk.

	How you will mitigate the risk to the University:
All the sources will be properly cited and referenced in accordance with the academic guidelines.


	5
	Environmental risks
For example: accidental spillage of pollutants, damage to local ecosystems

	
	Risk to the environment:
There are no environmental hazards with this study.
	How you will mitigate the risk to environment:
N/A



SECTION G: Feedback, Consent and Confidentiality

If you have identified in section D that there are no participants, then enter skip this section and continue to section H.

	1
	Feedback
What de-briefing and feedback will be provided to participants, how will this be done and when? 

	
	N/A

	2
	Informed consent
Describe the arrangements to inform potential participants, before providing consent, of what is involved in participating. Describe the arrangements for participants to provide full consent before data collection begins. If gaining consent in this way is inappropriate, explain how consent will be obtained and recorded in accordance with prevailing data protection legislation.

	
	N/A

	3
	Confidentiality / Anonymity
Set out how anonymity of participants and confidentiality will be ensured in any outputs. If anonymity is not being offered, explain why this is the case. 

	
	N/A



SECTION H: Data Protection and Storage

	
	Does the research activity involve personal data (as defined by the General Data Protection Regulation 2016 “GDPR” and the Data Protection Act 2018 “DPA”)?
	YES
	NO

	1
	“Personal data” means any information relating to an identified or identifiable natural person (‘data subject’). An identifiable natural person is one who can be identified, directly or indirectly, in particular by reference to an identifier such as a name, an identification number, location data, an online identifier or to one or more factors specific to the physical, physiological, genetic, mental, economic, cultural or social identity of that natural person. Any video or audio recordings of participants is considered to be personal data.
	☐
	☒

	
	If YES, provide a description of the data and explain why this data needs to be collected:

	2
	N/A

	
	Does it involve special category data (as defined by the GDPR)?
	YES
	NO

	3
	“Special category data” means sensitive personal data consisting of information as to the data subjects’ –
(a) racial or ethnic origin,
(b) political opinions,
(c) religious beliefs or other beliefs of a similar nature,
(d) membership of a trade union (within the meaning of the Trade Union and Labour Relations (Consolidation) Act 1992),
(e) physical or mental health or condition,
(f) sexual life,
(g) genetics,
(h) biometric data (as used for ID purposes),
	
☐
	
☒

	
	If YES, provide a description of the special category data and explain why this data needs to be collected:

	4
	N/A



	
	
Will data from the research activity (collected data, drafts of the thesis, or materials for publication) be stored in any of the following ways?
	YES
	NO

	5
	Manual files (i.e. in paper form)?
	☐
	☒

	6
	University computers?
	☐
	☒

	7
	Private company computers?
	☐
	☒

	8
	Home or other personal computers?
	☒
	☐

	9
	Laptop computers/ CDs/ Portable disk-drives/ memory sticks?
	☐
	☒

	10
	“Cloud” storage or websites?
	☒
	☐

	11
	Other – specify:

	☐
	☒

	12
	For all stored data, explain the measures in place to ensure the security of the data collected, data confidentiality, including details of backup procedures, password protection, encryption, anonymisation and pseudonymisation:

	
	All data will be collected from publicly available sources, stored securely on password-protected university systems and cloud storage with restricted access, regularly backed up, used solely for academic purposes with proper referencing, and deleted upon completion, with no personal or sensitive data involved. 




	
	Data Protection

	
	Will the research activity involve any of the following activities:
	YES
	NO

	13
	Electronic transfer of data in any form?
	☐
	☒

	14
	Sharing of data with others at the University outside of the immediate research team?
	☐
	☒

	15
	Sharing of data with other organisations?
	☐
	☒

	16
	Export of data outside the UK or importing of data from outside the UK?
	☐
	☒

	17
	Use of personal addresses, postcodes, faxes, emails or telephone numbers?
	☐
	☒

	18
	Publication of data that might allow identification of individuals?
	☐
	☒

	19
	If YES to any question, please provide full details, explaining how this will be conducted in accordance with the GDPR and Data Protection Act (2018) (and/or any international equivalent):

	
	All data used in this research will be obtained from publicly available sources and will not include any personal or sensitive information. Any electronic transfer of data will involve only non-confidential financial and secondary data. All will be stored in password-protected systems and secure cloud storage. Data will be used solely for academic purposes, and all sources will be properly referenced. No personal data will be processed; therefore, GDPR risks are minimal.

	20
	List all who will have access to the data generated by the research activity:

	
	Only the main researcher and the academic supervisor will have access to the data. The second marker or external examiner may also be given access to the assessment for the purpose in case they need it.

	21
	List who will have control of, and act as custodian(s) for, data generated by the research activity:

	
	The main researcher will be the custodian of any data that will be produced in the course of the research.

	22
	Give details of data storage arrangements, including security measures in place to protect the data, where data will be stored, how long for, and in what form. 

	
	The data shall be saved in coded files in a secure personal computer, university system and coded cloud storage. Backups will be performed on a regular basis to avoid losing data. No personal data will be involved; all the data will be publicly available from financial and secondary sources. All data shall be stored until the research concludes, then it shall be deleted in a safe manner.

	22
	Confirm that you have read the UWTSD guidance on data management (see https://www.uwtsd.ac.uk/library/research-data-management/)
	☒

	23
	Confirm that you are aware that you need to keep all data until after your research has completed or the end of your funding
	☒




SECTION I: Use of AI tools
	Use of generative AI and other AI-based tools
There are a number of ethical issues relating to the use of generative AI and other AI-based tools, including data security, output bias, and output errors. In general you should assume that any generative AI or other AI-based tool that you pay to use is more secure and accurate than one which is free to use.

Will the research use AI tools to do any of the following:
	YES
	NO
	N/A

	1
	Capture data?
	☐
	☐
	☒

	2
	Generate and/or edit text?
	☐
	☐
	☒

	3
	Generate graphics?
	☐
	☐
	☒

	4
	Generate video?
	☐
	☐
	☒

	5
	Generate sound/music?
	☐
	☐
	☒

	6
	Generate code?
	☐
	☐
	☒

	7
	Generate synthetic data?
	☐
	☐
	☒

	8
	Analyse data?
	☐
	☐
	☒

	9
	Analyse personal or sensitive data?
	☐
	☐
	☒

	10
	Classify data?
	☐
	☐
	☒

	11
	Do you intend to use the free version of any AI tools?
	☐
	☐
	☒

	If you have answered YES to any of questions O1-O11, please provide justification detailing why this is necessary for the research.  

	12
	N/A




SECTION J: Declaration
	
	The information which I have provided is correct and complete to the best of my knowledge. I have attempted to identify any risks and issues related to the research activity and acknowledge my obligations and the rights of the participants.

In submitting this application I hereby confirm that I undertake to ensure that the above named research activity will meet the University’s Research Ethics and Integrity Code of Practice which is published on the website: https://www.uwtsd.ac.uk/research/research-ethics/ 

	1
	Signature of applicant:
	Ayush Chandrakant Pagare
	Date: 
19 March 2026

	2
	Supervisor:
	Shengfeng Mei
	Date: 

19 March 2026

	3
	Signature:
	
Shengfeng Mei
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Debt-to-equity ratio 	
2021	2022	2023	2024	2025	2.3918426207858086	3.3628561423484045	2.3889956389327582	1.0580810793391626	0.50914023168287792	



Return on Asset (ROA)	
2021	2022	2023	2024	2025	-4.2931825957897733E-2	-4.3287724998501587E-2	4.1798086700229747E-3	5.4421254829171435E-2	6.5827351429582556E-2	


Return on Equity (ROE)	2021	2022	2023	2024	2025	-4.915733327983126E-2	-5.6644475070803578E-2	4.9086008595896624E-3	0.21668421165703483	0.20304837316910243	


Net Profit Margin 

Net Profit Margin 	
2021	2022	2023	2024	2025	-9.382657906343736E-2	-5.9002192147474798E-2	3.953975292669748E-3	4.6779774217786146E-2	5.7059985669187151E-2	




Interest Coverage Ratio 	
2021	2022	2023	2024	2025	3.7451942410326424	5.0755670103092783	6.4253791283955444	47.605133267522213	57.90031603897814	



PBT Margin %	
2021	2022	2023	2024	2025	-4.2293274219794147E-2	-1.4819177682181843E-2	2.7429353820408475E-3	4.4110534679519725E-2	7.6983623320678388E-2	



PAT Margin %	
2021	2022	2023	2024	2025	-4.5663593893216073E-2	-2.8463068488396942E-2	4.0923439698779141E-3	4.777389595993884E-2	6.3122983188283605E-2	
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