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Topics for Report

In this paper we focus on several key issues related to the possible purchase of stock in General Motors. The discussion will include a Brief introduction to General Motors, a financial analysis including General Motors’ 2000 position relative to past years, as well as GM’s 2001 1st Quarter financial results. Supporting our financial analysis will be a modified Income Statement for Year 2000, as well as a modified Income statement and Balance Sheet that show a comparison of 1st quarter results from 2001 to 2000, and a section which analyzes GM’s financial Ratios. A conclusion section will summarize our findings and give our projections for General Motors’ future financial position.

 

Introduction to General Motors 
General Motors Corporation (GM), is made up of the Automotive, Communications Services and Other Operations operating unit and is involved in the design, manufacturing, and marketing of cars, trucks, and related parts and accessories, as well as the operations of Hughes Electronics Corporation; and Financing and Insurance Operations (GMAC), which provides financial services, including consumer vehicle financing, residential and commercial mortgage services, and vehicle and homeowners' insurance.
 
GM participates in the automotive industry through the activities of its automotive business operating segment, General Motors Automotive (GMA), which is comprised of four regions: GM North America (GMNA), GM Europe (GME), GM Latin America/Africa/Mid-East (GMLAAM), and GM Asia Pacific (GMAP). GMNA designs, manufactures and markets vehicles, primarily in North America under the names Chevrolet, Pontiac, GMC, Oldsmobile, Buick, Cadillac and Saturn. GME, GMLAAM and GMAP meet the demands of customers outside North America with vehicles designed, manufactured and marketed under the names Opel, Vauxhall, Holden, Isuzu, Saab, Buick, Chevrolet, GMC and Cadillac.
 
GM's operating segments within its Financing and Insurance Operations business consist of GMAC and Other. GMAC provides financial services. The Financing and Insurance Operations' Other segment includes financing entities operating in the United States, Canada, Brazil, Germany, Sweden and Mexico that are not associated with GMAC.
  
GM's principal competitors in passenger cars and trucks in the United States and Canada include Ford Motor Company, DaimlerChrysler Corporation, Toyota Corporation, Nissan Motor Corporation, Ltd., Honda Motor Company, Ltd., Mazda Motor Corporation, Mitsubishi Motors Corporation, Volkswagen A.G. (Volkswagen), Hyundai Motor Company, Ltd. (Hyundai) and Bayerische Motoren Werke AG (BMW). All but Volkswagen and Hyundai currently operate vehicle-manufacturing facilities in the United States or Canada. Toyota and GM operate the New United Motor Manufacturing, Inc. facility in Fremont, California, as a joint venture that currently builds passenger cars and light-duty trucks.
2000 Financial Position
In 2000, Global revenues reached a record $185 billion. Excluding special items, earnings were the second highest in the company's history at $8.58 per common share. That was down from the record $8.62 in 1999, but still solid given the price pressures in our largest markets around the world.
   
GM North America earned $4.4 billion, excluding special items, on the strength of record industry sales in the United States of 17.8 million units. GM posted gains in key U.S. market segments, including midsize cars, midsize SUVs, and large SUVs. GMAC had record earnings for the second consecutive year, totaling $1.6 billion and marking the sixth straight year of earnings growth.
     
GM Europe and Asia Pacific posted losses for the year. Overall U.S. market share fell one percentage point to 27.8 percent, while GM's global share declined half a point to 15.1 percent. 

General Motors had both its good and bad points in 2000.  On the positive side, revenues reached a record high, due to strong sales. On the opposite end of the scale, net income, EPS, and profit margin were all on the downside. 
GM 2000 Income Statement
	 
	 
	 
	 
	 
	 
	 

	 

	In Millions of U.S. Dollars
	12 Months Ending 12/31/00
	12 Months Ending 12/31/99
	12 Months Ending 12/31/98
	12 Months Ending 12/31/97
	12 Months Ending 12/31/96

	(Except for per share items)
	
	
	Restated
	Restated
	Reclass.

	 
	
	
	12/31/1999
	12/31/1999
	12/31/1998

	Revenue
	 184,632.0 
	 167,369.0 
	 147,861.0 
	 160,905.0 
	 158,015.0 

	Other Revenue
	– 
	 9,189.0 
	 7,584.0 
	 11,675.0 
	 5,870.0 

	Total Revenue
	 184,632.0 
	 176,558.0 
	 155,445.0 
	 172,580.0 
	 163,885.0 

	 

	Cost of Revenue
	 145,664.0 
	 126,809.0 
	 114,542.0 
	 128,225.0 
	 123,195.0 

	Gross Profit
	 38,968.0 
	 40,560.0 
	 33,319.0 
	 32,680.0 
	 34,820.0 

	 

	Total Operating Expense
	 177,468.0 
	 167,511.0 
	 150,501.0 
	 165,011.0 
	 157,393.0 

	 

	Operating Income
	 7,164.0 
	 9,047.0 
	 4,944.0 
	 7,569.0 
	 6,492.0 

	 

	Income After Tax
	 4,771.0 
	 5,929.0 
	 3,308.0 
	 6,544.0 
	 4,769.0 

	 

	Net Income
	 4,452.0 
	 6,002.0 
	 2,956.0 
	 6,698.0 
	 4,963.0 

	 

	Dividends per Share - Common Stock
	 2.000 
	 2.000 
	 2.000 
	 2.000 
	 1.600 

	Gross Dividends - Common Stock
	 1,294.0 
	 1,367.0 
	 1,388.0 
	 1,620.0 
	 1,530.0 

	 

	Diluted Normalized EPS
	 6.684 
	 8.534 
	 4.319 
	 8.322 
	 6.026 


 

 

RATIO COMPARISONS
 

P/E: The price to earnings ratio of GM is 13.76 times and the industry average of this ratio is 15.45 times. This indicates that GM has either higher risk than the average firm, lower growth prospects, or both. 

Beta: The beta of GM is 1.03. This means that GM’s share price movements are, on average, 1.03 % as wide (up or down) as those of the S&P 500. In other words, if the S&P 500 rises or falls 1 % over a particular time period, we would expect GM to rise or fall 3 % more than the market.

Dividend Yield: The dividend yield ratio of GM is 3.53 % and the industry average of this ratio is 3.80 %. The dividend yield ratio of GM is lower than the industry average, which indicates that GM has higher future growth prospects than the other companies in the industry.

Payout: The payout ratio for GM is 47.42 % and the average industry of this ratio is 77.45 %. This means that GM has high growth prospects or high earnings risk. Also we can say that GM has almost stable dividend policy and this kind of companies’ payout ratio is not so high because they don’t want to decrease their dividend when earnings goes down.

Debt-To-Equity: Total debt-to-equity ratio of GM is 4.79 % compared to the automotive industry average of 5.04 % and S&P 500 average of 0.89 %. This signifies that GM is less financed then the average automotive company but much more than that of the S&P average.

Gross Profit Margin: The gross profit margin of GM is 20.07 % and the industry average of this ratio is 19.30 %. Gross profit margin ratio of GM is higher than the industry average. This indicates that either GM’s pricing policies or production methods are more effective as those of the average firm in the industry. This tells us that management does a nice job controlling overhead and other indirect costs.

Net Profit Margin: The net profit margin ratio of GM is 1.74 %, which is below the industry average of 2.28 % and is interpreted to mean that the company is earning 0.54 % (2.28 %- 1.74 %) less on the each dollar of sales than the average firm in the industry. This percentage indicates that GM may be having difficulty controlling either total expenses (including interest, operating expenses, and the cost of sales) or the prices of its products.

Return on Investment: ROI ratio of GM is 1.90 %, which is below the industry average of 2.62 % and is a direct result of the firm’s low asset management ratios and low profit margins. 

Return on Stockholders’ Equity: ROE ratio of GM is 8.48 % and the industry average of this ratio is 12.53 %. The firm’s low asset management ratios and low profit margins result in profitability ratios inferior to the industry norms.

Inventory Turnover: The inventory turnover ratio of GM is 12.87 times and the industry average of this ratio is 13.67 times. GM is considerably below the industry average. This indicates that GM has a larger investment in inventory relative to the sales being generated than the average firm.

Asset Turnover: The asset turnover ratio of GM is 0.61 times, whereas the industry average is 0.72 times. This indicates that GM is not generating the same level of sales from its assets as other firms in the industry. 

 

COST OF CAPITAL FOR EACH INDIVIDUAL COMPONENT:

 

Cost of Debt:

ki  = kd (1-T) = 6.8 % (1- 0.4) = 4.1 %

 

Cost of Equity:

ke = Rf + β (Rm-Rf) = 4 % + 1.03 (10 %-4 %) = 10.2 %

 

 

WEIGHTED COST OF CAPITAL:

 

WACC = (Wd * ki) + (Wp/s* kp) + (We* ke)
             = (0.716) * 4.1 % + 0 + (0.284) * 10.2 %

             = 5.83 %

 

1st Quarter 2001, Financials

      Three Months ended


                March 31,    
2001
2000



     (Dollars in millions 








     Except per share)

Consolidated Income Statement
GENERAL MOTORS CORPORATION AND SUBSIDIARIES

Total net sales and revenues
$42,615
$46,858
Cost of sales and other expenses 
34,510
37,141

Selling, general, and administrative expenses
5,390
4,857

Interest expense
  2,211
  2,228
Total costs and expenses
42,111
44,226
income before income taxes and minority interests
504
2,632

Income tax expense
208
783

Equity income/(loss) and minority interests
(59)
    (66)
Net income
237
1,783

Dividends on preference stocks
(28)
    (29)

Earnings attributable to common stocks
$209
$1,754

Basic earnings (losses) per share attributable to common stocks 
Earnings per share attributable to $1-2/3 par value

$0.54
$2.88
Earnings per share attributable to Class H
$(0.10)
$(0.08)
 

 

 

 

 


Revenues for the 2001 1st Quarter Period were down as expenses decreased at a much lower rate. The result was a big difference in Earnings Per Share from the previous years 1st quarter results. 1st quarter 2001 results should be down from previous years results do to considerable slowdown in sales compared to previous years.  This downturn will be discussed more in our Analysis section of the report.
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Consolidated Balance Sheet

Mar. 31, 2001
Dec. 31, 3/31,2000

GENERAL MOTORS CORPORATION AND SUBSIDIARIES
(Unaudited)
   2000
(Unaudited)

 

ASSETS



   (dollars in millions)

 

Total Automotive, Communications Services, and 

Other Operations assets
131,846
133,356
128,094

 

 

 

Total Financing and Insurance Operations assets
170,968
169,744
154,507
Total assets
$302,814
$303,100
$282,601
 

LIABILITIES AND STOCKHOLDERS’ EQUITY
 

 

 

Total Automotive, Communications Services, and 

Other Operations liabilities
116,301
116,704
118,039

 

 

 

Total Financing and Insurance Operations liabilities
156,369
155,375
141,310

 

 

 

Total stockholders' equity
29,303
  30,175
  22,413
Total liabilities and stockholders’ equity
$302,814
$303,100
$282,601
 

 

 

                 Short Term Analysis  

   Lower Volume in the Short-run
           GM shares have outperformed the S&P 500 in only 8 of the past 25 years 6 of those 8 times following a cyclical trough. We believe the stock price of GM is in the early stages of a cyclical decline now. The last two industry downturns of terms lasted 43 months, and 27 months.   
[image: image3.wmf]Jan-01

Jan-00

% Change

1-Feb

Feb-00

% Change

Mar-01

Mar-00

% Change

Vehicle Total

353,548

348,213

-5.1

409,535

470,881

-9.4

442,573

464,097

-4.6

Car Total

177,192

177,516

-4

213,131

243,507

-8.8

213,310

222,766

-4.2

Truck Total

166,356

170,697

-6.3

196,414

227,374

-10.0

229,263

241,331

-5.0

Light Truck Total

163,840

167,964

-6.2

193,186

224,063

-10.2

224,521

236,624

-5.1

Light Vehicle Total

341,032

345,480

-5.1

406,307

467,570

-10

437,831

459,390

-4.7

Starting in December 2000, retail sales in the U.S. declined for the third consecutive month.  This trend continued in January with losses of sales compared to the previous years quarter 1 results of – 4.1%, February with –8.1 and March with –6.8.(
figure1). This decrease in sales from the previous year is attributed to an industry downturn. 
 
This trend will continue until sometime next year and the slowdown will not be as prolonged as in the past due to strong underlying demographic support. We believe sales could stay lower until late 2002.

Lower Earnings in the Short-run
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During the last downturn in 1990-1991, GM lost a combined $6.5 billion after taxes and the memory of ‘Stock Market’ remains an overhang on the stock.(
Figure2) A temporary decline in stock value will occur until sales levels rebound.

   How long will the Downturn Last?

Based on the vehicle and population statistics in the US, estimates of leading market analysis firms including, Salomon Smith Barney, JM Lafferty Associates, and other Analyst consensus; we believe the downward sales trend will last about 20-25 months. The major point is that U.S. demographics will not support retail light vehicle sales of 17 million units, and will result in the  demand coming down. Additionally Salomon Smith and Barney have predicted that “GM’s U.S. dealer inventories are too high and GM’s market share continues to fall. As a result 

production is scheduled to come down more than 14% in the first quarter and we believe it will be lower throughout 2001 and it will likely be lower in the first quarter of year 2002. Sales should return to normal levels of about 15 million units in late 2002-2003.”

Final Projections
GM Will continue to expand the main business, Automobiles

From a historical perspective, if you analyze figure 2 you will notice that after every industry downturn, there was a tremendous growth period in sales. General Motors continues to ensure that it is the largest automobile company in the world.  Its plans to introduce nearly 40 vehicles between 2001 and 2003 ensure that consumers will have a good amount to choose from. 

As for international expansion, GM’s market share of Asian sales is currently over 6 percent. The goal of GM is to have at least 10 percent of the Asian Market and they are aggressively pursuing this goal. 
GM will have an increased demand for products.
The auto industry as a whole has evolved to include very few major players. “The global auto industry has entered a period of swift and far-reaching consolidation. Left standing probably will be no more than ten producers, from a field that now numbers more than 200 major and minor firms.”
 
With current legal measures in place to ensure that the levels of environmental emissions are greatly reduced, GM was the first to react, introducing the first all battery powered vehicle. GM has a prototype vehicle called the Precept, which, at 80 miles per gallon, will be a huge success as gasoline prices continue to climb. GM is also working on a new hydrogen generator fuel cell which will power one of their electric motors at an equivalent rate of an estimated 108 miles per gallon. The impact from these new products is difficult to predict, but we feel that GM has put itself in a strong position when sales start to again increase after this latest industry downturn. 
GM will reduce its manufacturing and distribution costs.


Today’s technology makes it possible to establish quick and efficient communications between customers, automobile dealers, assemblers, and suppliers. This efficiency is sure to transform the automobiles are produced and sold from mass production to mass customization.  It’s difficult to estimate a cost savings to General Motors because of technology, but some estimates put the figure around $50 Billion a year for the Big Three (GM, Ford, and Daimler Chrysler). The transformation from mass-producing vehicles will ensure that unwanted vehicles will not be produced.  Dealerships, parts suppliers, and assembly plants will no longer have completely rely on sometimes un-reliable projections. In February, GM took it’s first giant leap into using the Internet as a serious tool with its’ creation of a virtual global marketplace. 

 Conclusion: 5 Year Future Stock Valuation


Ratio Analysis revealed less then a less then stellar performance for General Motors. The Ratio analysis is just one of the factors that we considered in our final analysis of the company. The negatives in evaluating General Motors are a decrease in sales, decreasing income growth, comparatively low net profit ratio, smaller market share, and a high debt to equity ratio. 

On the positive side, we consider that General Motors’ income is over 50% higher than that of the average automobile company. Dividend payout for the company has been relatively constant for the past 10 years, which is a positive signal for potential long-term investors. One other factor remaining constant for General motors has been its profitability. 

 Other positive variables include newer technology that will cut costs not only for GM, but also for the auto industry as a whole. Consolidation of the auto industry will favor the larger companies in this market. With high barriers to entry, General Motors will need to deal with fewer competitors, but with an increase in competition for consumers. With an increase of sales for the auto industry predicted sometime next year, look for GM to post more impressive numbers. 

For potential investors looking for short-term capital gains, today is not the time to invest in General Motors. However, if the investor wants to hold the stock for the next 5 years, an increase in price is expected during the second half of 2002, steadily increasing into 2005. We expect the price in 2005 to be $75.
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