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Liquidity of General Motor Company due to their Internal and External factor

Lim Wen Yi

Universiti Utara Malaysia

ABSTRACT

GM is also known as General Motors Company is America famous high-end automobile
producer. In September 2019 GM facing a strike by its employees about terms in a
contract. To get employees back to work after more than a month on strike GM offers a 3
percent pay rise for two years of the four-year contract, and similar-sized bonuses for two
years. They also hammered out a deal to make permanent temporary workers with three
years on the job. This strike cause GM factories paralyzed across the country with losing
$90 million a day and thousands of auto workers are draining their savings since they
stop working on 16 September. This study aims to find out the internal and external
factors affect liquidity in General Motor Company from 2014 to 2018. 5 years annual
report of General Motors Company which starts from 2014 to 2018 is to calculate the
relationship by using this formula (return on asset, current ratio, quick ratio, average-
collection period, debt to income, operational ratio and operating margin) In this study, I
have found out that strong corporate governance is applied in GM. However, it founds
that quick ratio have a significant relationship with the liquidity of GM.

Keywords: liquidity, risk, corporate governance



1.0: INTRODUCTION

1.1 Background of company

General Motors Company can defined as GM. 1908 GM formally established and turn
into world’s largest automobile company. General Motors has been pushing the limits of
transportation and technology for over 100 years. The multinational company from the
United States has offered secured jobs to millions of people around the world. It was
originally founded by William C. Durant on September 16, 1908 as a holding company.
The GM has its base in nearly 35 advanced countries and manufactures trucks and cars.
The cars and trucks are sold under different brand names such as Buick, Cadillac,
Chevrolet, GM Daewoo, Hummer, Opal, Pontiac, etc.

In 1907 has a financial crisis and stock market panic but for William Durant, it is a
golden opportunity to let him managed to take over many car companies that built car
parts as well as car accessories. This process gave birth to General Motors in 1908. The
history of General Motors thus began its journey in the automobile market. The
successful period in history General Motor is from 1915 to 1920, in this period that
Cadillac became successful around the world and the Chevrolet Motors created history in
the automobile world. There were many ups and downs but still, GM stood firm in all
situations. The GM had a lot of competition from Ford and Chrysler.

The Ford cars became the first choice of the people it makes GM had to face great
challenges and make certain changes to compete with Ford. The genius engineer Alfred
Sloan accepted this challenge and was quite successful in his attempt. The attractive
colors, excellent features, and comfort brought GM back into the market. Many schemes
were launched in the interest of the public, but the days never remain the same in 1929
the financial crisis was again set back in the history of General Motors but fortunately,
GM managed to bounce back in 1930.

They included Electro-Motive Corporation, the internal combustion engine car builder.
This step gave birth to diesel and petrol-fueled cars that were more efficient and
comfortable. The year 1955 is another landmark in the history of General Motors. This
year, GM became the first company to generate more than a billion dollars in a year.
Anyway, the history of General Motors suggests that the company has gone through
many difficult stages in the past. They have never given up and have always found their
way back in the international market.

1.2 Aim
Propose of this study is to find out the liquidity of General Motor Company due to its
internal and external factors.

1.3 Research Objectives:
1. To determine the relationship between internal factor and liquidity of GM.
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2. To determine the relationship between external factor and liquidity of GM.
3. To determine the relationship between internal and external factor with liquidity of
GM.

1.4 Research Question:

1. What is the relationship between internal factor and liquidity of GM?

2. What is the relationship between external factor and liquidity of GM?

3. What is the relationship between internal and external factor with liquidity of GM?



2.0 LITERATURE REVIEW

As reported by, Corporate Governance and development interpretation that definitions of
corporate governance very widely. They divided into two categories. The first definitions
is related to a set of behavioral patterns—the actual behavior of corporations, in terms of
such measures as efficiency, growth, treatment, financial structure, and performance of
shareholders and other stakeholders. While the other is concerned with the normative
framework—the rules under which firms are operating, with the rules coming from such
sources as the legal system, the judicial system, financial markets, and factor (labor)
markets.

John E. CoreRobert W. Holthausen, 1999 has been mentioned that the academic literature
on corporate governance is to inspect the efficacy of alternative ownership structures and
alternative structures for the board of directors. While the failure of certain governance
structures 1s mounting evidence to motivate managers to improve firm performance, the
empirical evidence to date is mixed and gives little coherent evidence for the shape of an
optimal governance structure.

Refer to Williamson 1984, corporate governance structures are the set of institutional
arrangements that objective is to align the interests of management and residual risk
bearing shareholders to serve to economize on the transaction costs that accompany the
specialization of organizational functions.

The BCBS definition of operational risk (BCBS, 2006) and the evidence provided by the
literature (e.g. Cummins et al., 2006, Chernobai et al., 2011, Wang and Hsu, 2013) show
that operational risk event announcements’ reveals serious problems in internal control
systems, behavior of management and employees, and ultimately weak corporate
governance mechanisms in financial firms. These problems uncovered in the
announcements have important ramifications for investors as they indicate information
that could potentially affect their expected return and variance (Markowitz, 1952), whilst
allowing for investors to perceive their potential risk exposure to the event itself by
taking into consideration the levels of ‘controllability’ the institution has at its disposal to
limit exposure (March and Shapira, 1987, Slovic, 1987, Weber and Milliman, 1997).

Based on the standard definition, we divide operational risk into two types. Type one
corresponds to the risk of a loss due to the firm’s operating system, i.e., a failure in a
transaction or investment, either due to an error in the back office (or production) process
or due to legal considerations. And, type two corresponds to the risk of a loss due to
incentives, including both fraud and mismanagement.2 The second type of operational
risk represents an agency cost, due to the separation of a firm’s ownership and
management. Agency costs are recognized as a significant force in economics, and they
have received significant study in the corporate finance literature as key determinants of
the firm’s capital structure and dividend policy (see Brealey and Myers, 2004). Both
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types of operational risk losses occur with repeated regularity, and they can be small or
catastrophic.

Liquidity risk sent out from the nature of the banking business, from the macro factors
that are exogenous to the bank, as well as from the financing and operational policies that
are internal to the banking firm. The nature of sharia compatible contracts is an additional
source of liquidity risk for Islamic banks, especially if the conventional financial
infrastructure is maintained. Banks provide maturity transformation. Taking deposits that
are callable on demand or that on average has shorter maturity than the average maturity
of the financing contracts they sell. Liquidity insurance to the depositors will provide
while maturity transformation, which is valued by them, and the liquidity risk will expose
to banks. Since banks specialize in maturity transformation they take pool deposits and
take care to match their cash inflows and outflows to solve the liquidity risk they face.

Individuals in advanced capitalist societies — OECD members, plus a few others
including Israel and Argentina — are increasingly exposed to market risks. Cuts in
unemployment insurance, privatization of state pension schemes, the decline of defined-
benefit private pension plans, tightening of bankruptcy laws, and other developments
have shifted market risks from collective agents — the state and large corporations — to
individuals. In the U.S., this trend of increasing exposure to market risks is highlighted by
the dramatic upturn in personal bankruptcy filings and increased income volatility in the
middle class.1 Even social democracies such as Sweden have cut back on welfare state
benefits by privatizing pensions.

Market risk, in turn, can be classified into interest-rate risks, equity risks, exchange rate
risks, commodity price risks, and so on, depending on whether the risk factor is an
interest rate, a stock price, or another random variable. Market risks can also be
distinguished from other forms of financial risk, particularly credit risk (or the risk of loss
arising from the failure of a counterparty to make a promised payment) and operational
risk (or the risk of loss arising from the failures of internal system or the people who
operate in them).

Firm performance is mainly based on various functions of the organization, such as
Production function, operational function, and marketing function, etc. Nowadays firms
are facing different pressures that affect these organizational functions (Polonsky, et al.,
2001). Market performance, financial performance, learning, and reinvestment
performance are some of the major performance outcomes of the firm (Morgan, 2012).
India, Indonesia, Malaysia is manufacturing in emerging industrial nations, and the
Philippines, Thailand, and Vietnam, has grown significantly in recent years. However,
this has come at an environmental cost. Increasing pressures to produce products in an
environmentally sustainable manner are facing by manufactures in these country,



especially those who qualified in the global market and have to comply with foreign
environmental standards and rules.

Corporate governance also defined as the rules of a company. It is about the connection
between then management, Board of Directors controlling shareholders, minority
shareholders and other stakeholders. It also considers a technique of governing a
company like sovereign state by setting up company policies for all employees and
employers. Corporate governance is intended to strengthen the accountability and
transparency of the company and to prevent massive disasters or mismanagement before
it happens. With good corporate governance can let company operating influence and
efficiently, but lack of corporate governance can cause unfairness to shareholder and
indirectly create potential conflicts to them or the company have to face losses.



3.0: METHODOLOGY

3.1 Introduction

According to the book - Research Methodology: Methods and Techniques it means
consisting of indicate the problem, formulating a hypothesis, gathering the facts or data,
analyzing the facts and reaching certain conclusions either in the form of solutions
towards the concerned problem or in certain generalizations for some theoretical
formulation.

3.2 Sampling Technique

General Motor Company will publish annual report every year and 2014 until 2018 has
been chosen as sample to study the relationship of dependent variable (current ratio) and
independent variables (ROA, quick ratio, average collection period, operating margin,
operational ratio, unemployment rate, CGI, standard deviation, exchange rate, GDP and
interest rate). The multiple regression analysis can be shown as follows in the equation:

Equation 1: ai + alCR + a2ROA + a3QR + a4ACP + a50M + a70R + e

Equation 2: ai + alExchange Rate + aZInterest Rate + a3GDP + a4CGI + a5Inflation +
e

Equation 3: ai + a/External factor + a2Internal factor + e

3.3 Data Analysis

Seven independent variables (current ratio, quick ratio, average collection period,
operating margin, operational ratio, unemployment rate, exchange rate, GDP and interest
rate) and One dependent variable (corporate governance are used in this data. The table
below shows the formula to calculate each value.

No Variables Formula
1 | Return on asset (ROA) Net Income
Total Assets
2 | Current Ratio Current Assets

Current Liabilities

3 | Quick Ratio Current Assets — Inventory

Current Libilities

4 | Average-collection period 365
Average Receivable Turnover Ratio

Average Receivable Turnover Ratio :
Net Credit Sales

Average Accounts Receivables




5 | Debt to income

Debt

Income
6 | Operational ratio Operating Expenses
Net Sales
7 | Operating Margin Operating Income
Net Sales

3.4 IBS SPSS Statistic

After collecting the data, it will analysis by IBM SPSS statistics version 25 by key in the
data and it will calculating and make a statistical analysis and provide a reliable analysis.
Usually, this software also used by market researchers, health researchers, survey
companies and so on. The ratio will be analyzed by this software.




4.0 ANALYSIS

4.1 Return on Asset (ROA)

Return On Assets
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Figure 1

According to My Accounting Course, the return on assets also known as return on total
assets, is a profitability ratio that measures the net income produced by total asset during
a period by comparing net income to the average total assets. The propose of ROA is to
measure how efficiently a company can manage assets to produce profits during a period.
Figure 1 shows the return on assets or ROA from 2014 to 2018. The ROA in 2014 is
0.0234 and drastically rising to 0.0517 in 2015, but fall to 0.0446 in 2016. In 2017, ROA
continues drop to -0.0179 however it rises to 0.036 in 2018.

The mean for ROA in these five years shows 0.0276 based on the descriptive statistics, it
demonstrates that every 1 dollar that GM invest can get back 20%. The highest ROA is
0.0517 in 2015 is more than the average ROA, it means that GM can get back 5.17% in
every 1 dollar they invest. In 2017 shows the lowest ROA -0.0179 which is lower than
average ROA, whereby GM get a financial loss on that year. The standard deviation for
ROA among these five years is 0.0275.



4.2 Current Ratio

Current Ratio
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Figure 2

The formula of the current ratio is current assets divided by current liability, this is one of
the liquidity ratios. The purpose of calculating the current ratio is to measure the ability
of a company to pay back short term obligations. Figure 2 shows the current ratio within
5 years, from 2014 to 2018. The trend of current assets declines rapidly and continue to
maintain at that level. In 2014, the current ratio of GM 1is 2.1737 and slightly decline to
0.9746 in 2015. It continues decline to 0.8946 in 2016 and meet the lowest current ratio
in 2017 which is 0.8941.

The mean of the current ratio is 0.9905 according to the descriptive statistics. Every
dollar of current liability has $0.9905 in current assets. In 2014 GM makes the highest
current ratio which is 1.2737 and the lowest is in 2017 (0.8941). The standard deviation
of current ratio is 0.1617 within these five years.
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4.3 Average Collection Period

Average Collection Period
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The formula of Average Collection Period is 365 days divided by average receivable
turnover ratio, while the formula of the average receivable turnover ratio is net credit
sales divided by average accounts receivable. This ratio is used to determine how quickly
that credit purchase is collected. A lower average collection period is generally more
favorable than a higher average collection period. The average collection period of 2014
i1s 22 days and it drops to 21 days in 2015. However in 2016 it rises to 22 days and
maintain its until 2017, but it declines to 18 days in the following years.

From table X, it show that GM is efficiency in collect back all the bill from the majority
customer. This is because the average collection period between these five years is 21
days, it also can be defined as GM need around 21days to collected back its debt. The
highest average collection period is 22 days in 2014 while the lowest is 18 days in 2018.
The lower collection is better because it means that lower credit risk and company can
faster to collect back their debt. The standard deviation of the average collection period
between 2014 until 2018 is 1.8371.
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4.4 Operating Margin

Operating Margin
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Operating Margin is to determine how much profit a company makes on a dollar sales.
The method is calculation is using operating income divided by sales net sales. Figure 4
displays the value of the operating margin from 2014 to 2018. The lowest value of
operating margin within these five years is .0099, its rise to 0.0376 in the following years.
In 2016 operating margin continue increase to 0.0582 and hit the highest value in 2017
which is 0.0595, but it drops to 0.0302 in 2018.

The average the operating margin from 2014 to 2018 is 0.0391. The higher the operating
margin the higher operating earnings example in 2017 every dollar of sales of GM can

make $ 0.0595 operating earnings. The standard deviation of operating margin is .0207.

4.5 Gross Domestic Product (GDP)

Gross Domestic Product (GDP)
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Gross Domestic Product (GDP) is monetary to measure the final goods and services
produced in a specific time period. The growth of GDP will directly increase the demand
for money because people will get more money to make the transaction necessary to
purchase the new GDP. However, when GDP is slowing down or negative it will cause
unemployment rate increase and decrease profit of the business. The figure shows that
trend of GDP within these five years is fluctuate. GPD in 2014 is 2.4520 and increases to
2.8809 in the following years. However, it drops to 1.5672 in 2016, fortunately, it rises to
2.217 in 2017 and continues increases to 2.857 in 2018.

The mean of GDP within these five years is 2.3948. In 2015 GDP hit the highest value
which is 2.8809 and it also above the average of a value. It can defined as America’s
economy is healthy. While in 2016 it achieves the lowest GDP value which is 1.5672 and

it is below than the average value. The standard deviation within these five years is
0.5408.

4.6 Inflation

Inflation
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Figure 6

The inflation rate is to measure the average of average price level of a basket of selected
goods and services in an economy increase over a while. An increase in the inflation rate
directly increases the cost of living people and their living quality because they have to
spend more time on working to support the family. The inflation rate of America in 2014
is 1.6222 and falls to 0.1186 in the following year. However, in 2016 it rises rapidly to
1.2616 and it continue increase to 2.1301 and 2.4426 in 2017 and 2018 respectively.

The average of inflation is from 2014 to 2018 is 1.51502. The inflation peaked at 2.4426
in 2018 within these five years, while the lowest inflation rate is in 2015 which is 0.1186
and it is below the average of inflation. The standard deviation for inflation is 0.9034.
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4.7 Exchange rate

Exchange rate
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Exchange rate is the different value between two country’s currency. The trend of
exchange rate within these five years shows stable. In 2014 the exchange rate of America
is 1.33 but it decline to 1.11 in the following years and it maintain until 2016. However it
increase in 2017 which is 1.13 and it continue rise to 1.18 in 2018. The average of the
exchange rate from 2014 to 2018 is 1.172, and the standard deviation is 0.0928. Peak of
the exchange rate within these five years is in 2014 which is 1.33 and it is above the
average rate, while the lowest rate is in 2015 and 2016 which is 1.11.

4.8 Interest rate

Interest rate
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Figure 8

Interest rate is the amount change by lender for use of asset, the rate is depend on the
lender. The trend of the interest rate in America from 2014 to 2018 shows rise and fall. In
2014 the interest rate show in figure 8 is 1.33 and it is the lowest rate within this five
years. However, it rise rapid in 2015 which is 2.17, and it continue increase to the peak
within these five years which is 2.39 in 2016. In 2017 it drop to 1.96, and continue drop
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to 1.8 in the following years. The average of interest rate within these five years is 1.93
and the standard deviation is 0.4022.

4.9 Descriptive Statistics

Current Ratio
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Quick Ratio
Average-Collection Period
Debt to Income
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D L U b D e b b U e b e e D

Descriptive Statistics is a summary statics of a collection of data and information and
then analyse it. The propose of descriptive statistic is to summarize a sample, rather then
use the data to learn about the population. The ROA for mean and standard deviation of
General motor is 0.276 and 0.276 respectively. The mean of current ratio is 0.991 while
standard deviation is 0.162. The average of quick ratio is 0.823 and standard deviation is
0.131. The average collection period for GM is 21 days while standard deviation is 1.837.
Debt to income’s mean 1s 22.937 and the standard deviation is 14.204. The average of

operational ratio and operating margin is 0.981 and 0.0391 respectively, while the
standard deviation is 0.0445 and 0.207 respectively. Inflation rate, exchange rate, GDP,
standard deviation, CGI, interest rate and unemployment rate are positive mean and

standard deviation.

4.10 Correlation
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Correlation is analysis show a connection or relationship between two thing or variable.
Table 1 demonstrate how the dependent variable (ROA) reacts with the independent
variable (quick ratio, current ratio, average collection period, operating margin,
operational ratio, exchange rate, GDP, inflation and interest rate). + sign means that have
a positive relationship, it also can be defined as the two variable will increase or decrease
together. However — sign is showing a negative relationship, means that when one

variable increase the other one will decrease.

According to table 1, current assets shows a high positive correlation which is 1. ROA
(0.029), quick ratio (0.984), average collection period (0.191), debt to income (0.875),
operational ratio (0.546), GDP (0.201), Exchange rate (0.918), standard deviation (0.675)
and unemployment rate (0.853) obtain positive correlation. However operating margin (-

0.850), Inflation rate (-0.096), Interest rate (-0.811) shows a negetive correlation

Significance means how they are truly connected, and the number must not more than
0.10. It divided into three-level, the first level means which is correlated with significance
and the number should less than 0.10. The second level also known as two stars is the
number should less than 0.05 means that is moderate significance with correlated. The

last level is the most significantly correlated variable and it is three stars.

According to correlation above, it demonstrate quick ratio (0.001), debt to income (0.026),
operating margin (0.034), interest rate (0.048), exchange rate (0.014) and unemployment
rate (0.033) is significance variable with current ratio, since the value is below 0.1.
However quick ratio is the most significance because the value is 0.001 and is the
smallest value. ROA (0.481), average collection period (0.379), operational ratio (0.171),
GDP (0.373), Inflation rate (0.439) and STDV (0.106) is belong to not significant value

because the value is over 0.1.

4.11 Model Summary
Model R
1 984" 969 958 . 033120352845925 2.016

a. Predictors: (Constant), Quick Ratio
b. Dependent Variable: Current Ratio
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‘Model ~ SumofSquare  df  MeanSquare ~ F  Sig.

1 Regression .101 1 .101 92.326 .002°
Residual .003 3 .001
Total .105 4

a. Dependent Variable: Current Ratio

b. Predictors: (Constant), Quick Ratio

From the table we notice that the adjusted R square of model summary is 0.958 At the
same time, the sum of squares for regression and residual of ANOVA is 0.101 and 0.003
respectively. Thus, the mean square of regression and residual is 0.101 and 0.001
respectively. From these two table, it shows that quick ratio has significant connection
with current ratio, the movement of quick ratio will effect on the current ratio. The

liquidity of GM will effect by the quick ratio.

4.12 Coefficients

(Constant) -.019 .106 -.179 .869 -.357 319

QR 1.212 126 .984 9609 .002 .811 1.614 1.000 1.000
a. Dependent Variable : Current Ratio

The quick ratio stated that 1.212for confidence interval of B from the table above. In the
other hand, the dependent variable or constant variable is current ratio is recorded as -
0.019, it also can defined as it is the positive relationship between constant variable with

quick ratio.
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4.13 Rasiduals Statistics

Predicted Value .89669573307 1.2731302976  .99050344731  .15912105972 5
Residual -.03061985783  .04644212499  .00000000000 .02868306694 5
Std. Predicted -.590 1.776 .000 1.00 5
Value

Std. Residual -.925 1.402 .000 .866 5

a. Dependent Variables : Current Ratio

The table above show forcast the value of general motor based on the dependent variable
(current ratio) is 0.992 while the standard deviation residual, residual and standard

predicted value is stated 0, however their standard deviation is 0.866, 1.0 and 1.0.
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5.0 CONCLUSION

5.1 Introduction

The study aims is to find out the internal and external factor affect performance in
General Motor Company from 2014 to 2018. Internal factor has been selected is current
ratio, quick ratio, average collection period, operational ratio and operating marginal
while the external factor has been included in this study is GDP, exchange rate and

interest rate.

5.2 Discussion on Result
Generally the liquidity of General Motor Company has a significant relationship between

current ratio with quick ratio, debt to income, operating margin, interest rate, exchange
rate and unemployment rate. For instant, the loss of bankruptcy of a company can cause
by a failure of corporate governance. This can been notice by the descriptive analysis
section. Thus the principle of corporate governance must be aware by the management
team and the board of director. Besides, based on table one the most significance
independent variable is quick ratio. Quick ratio is one of the internal factors shows most

significance variable because it has the lowest value which is 0.001.

5.3 Limitation
The limitation in this study is only five years General Motor Company’s annual report to

be investigated in this study which is from 2014 to 2018 and no comparison with other
companies. Directly it causes the limitation of data especially in calculating coefficient

and model summary in this report since only 5 years of data can be collected.

5.4 Recommendations
Based on this study has been dine, General Motors Company shows the current ratio

between these five years is continuing decline. It means that GM should increase their
assets and don’t hold too much debt, so it can increase the current ratio. The higher
current ratio can ensure the company have enough fund to cover all operating expenses
and also can decrease liquidity risk. By manage better liquidity in a company, the profit
and revenue will increase because profit has a positive relationship with liquidity. So that

the risk faced by GM can be reduced.
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Year ROA Current | Quick Average- Debt To Operational
Ratio Ratio | Collection Period Income Ratio

2014 | 0.023370996 1.2737 | 1.0659 21.6346 45.3399 1.0099

2015 | 0.051715931 0.9746 | 0.7813 20.5714 15.7409 1.0425

2016 | 0.044554693 0.8946 | 0.7650 22.1266 11.3350 0.9418

2017 | -0.017882314 | 0.8941 | 0.7554 22.0183 13.6425 0.9405

2018 | 0.036401172 0.9156 | 0.7962 17.7165 28.6272 0.9698

Year | Operating | GDP | Inflation | Interest | Exchange | STDV | Unemployment | Index

Margin Rate Rate rate

2014 | 0.0099 245 1.60 1.33 1.33 0.859777 6.2 0.8

2015 0.0376 2.88 0.10 2.17 1.11 0.771492 53 0.8

2016 | 0.0582 1.57 1.30 2.39 1.11 0.529465 4.9 0.8

2017 | 0.0595 222 2.10 1.96 1.13 0.562257 4.4 0.8

2018 | 0.0302 2.86 2.40 1.80 1.18 0.808994 3.9 0.8
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