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ABSTRACT:

Telecommunication is the assisted transmission over a distance for the purpose of
communication. It typically involves the use of electronic devices such as the telephone,
television, radio or computer. There are many new developments in the telecom sector, including
the entrance of 3G technology that the Indian market is witnessing at present. Three objectives
framed for the study. This study is based on secondary data obtained from the Annual Reports
containing the Balance sheet and Profit and Loss Account. It is collected and compiled from
“PROWESS” database of Centre for Monitoring Indian Economy (CMIE) which is reliable and
empowered corporate data base. In addition to this supportive data is collected from various
books, journals, libraries and news papers. To calculate the growth of the Reliance Telecom Itd.,
the compound annual growth rate is used. To find out the profitability of Reliance Telecom Itd.,
the Ratio analysis is used. Statistical tools such as mean, standard deviation, co-efficient of
variation, Correlation and t-test are also employed. The present business world is becoming
more complex because of its dynamic future. Telecom industry plays a vital role in the overall
development of a country. In that case, the management should be more active and efficient in
order to overcome the obstacles, which requires effective financial management in order to
pinpoint the problems and adopt necessary and relevant steps for the smooth running of the

organization.

Keywords: Communication, Growth, Management, Profitability, Reliance, Telecom.

INTRODUCTION:

Telecommunication is the assisted transmission over a distance for the purpose of
communication. It typically involves the use of electronic devices such as the telephone,
television, radio or computer. Early Inventors in the field of Telecommunication include
Alexander Graham Bell, Guglielmo Marconi and John Logie Baird, Telecommunication is
rapidly changing the way of communicating with each other and organizations conduct business
around the world. It is now considered a basic need and a necessity rather than a luxury in most

parts of the world. The telecom services have been recognized the world-over as an important
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tool for socio-economic development for a nation. It is one of the prime support services needed
for rapid growth and modernization of various sectors of the economy. There are many new
developments in the telecom sector, including the entrance of 3G technology that the Indian
market is witnessing at present. Telecom is one area in India where significant improvements
have happened. Even in the current scenario, where most of the industries are suffering due to
global economic recession, telecom is one sector which is still going strong. MTNL, BSNL,
VSNL are the major Public Players, whereas Airtel, Idea, Hutch, Tata, Reliance, BPL is the
leading Private Players in the country. Some of them are entering foreign markets as well. The
development of the telecom sector has experienced a major process of transformation in terms of
its growth, technological content, and market structure in the last decade through policy reforms
introduced by the Government. The rapid technological advances which have taken place in the
telecom sector have brought about significant improvements in the quality of service provided.
With the digitization of exchanges, and up gradation of external network, the fault rate has come

down.

OBJECTIVES OF THE STUDY::

®,

<> To study the growth of the Reliance Telecom Ltd.

*

X To study the profitability position of Reliance Telecom Ltd.

*

X To suggest measures to improve the performance of Reliance Telecom Ltd.

METHODOLOGY:

This study is based on secondary data obtained from the Annual Reports containing the Balance
sheet and Profit and Loss Account. It is collected and compiled from “PROWESS” database of
Centre for Monitoring Indian Economy (CMIE) which is reliable and empowered corporate data
base. In addition to this supportive data is collected from various books, journals, libraries and
news papers. To calculate the growth of the Reliance Telecom Itd., the compound annual growth
rate is used. To find out the profitability of Reliance Telecom Itd., the Ratio analysis is used.
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Statistical tools such as mean, standard deviation, co-efficient of variation, Correlation and t-test

are also employed.

REVIEW OF LITERATURE:

Benchamin.K.V and et al (1995) attempted a case tudy on financial performance of
Government and Private Telecom Companies in Karnataka. He found that the private Telecom
were financially sound compared to the Government Telecom. The CR in private and public
sector Telecom was 1.81 and 1.37 respectively, whereas the net profit to sales ratio was 0.45 to
0.23 respectively. The ratio of fixed assets to turnover was 10.32 and the ratios of fixed assets to

earned funds in two units were 1.0.

T.V. Ramachandran (2005) analyzed the performance of Indian Telecom Industry which is
based on volumes rather than margins. The Indian consumer is extremely price sensitive.
Various socio-demographic factors like high GDP growth, rising income levels, booming
knowledge sector and growing urbanization have contributed towards tremendous growth of this
sector. The instrument that will tie these things together and deliver the mobile revolution to the

masses will be Third Generation (3G) services.

D.1.Khan (2010), has investigated the effect of telecommunication sector’s investments in trade
enhancement by using time series data for the period from 1950-1951 to 2006-2007. Foreign
trade and Domestic trade were two dependent variables while an investment in
telecommunication sector was taken as an independent variable for both situations. By using the
regression models in log-linear form we obtained the positive and significant impact of
investment in Telecommunication sector on both foreign and domestic trade. This study shows

that in Pakistan with the increase in telecom facilities trading activities have gained a boost.

INDIAN TELECOM INDUSTRY:

The word “Telecom” in real sense refers to the transfer of information between two distant
points in space. The popular meaning of telecom always involves electrical signals and

nowadays people exclude postal or any other raw telecommunication methods from its meaning.
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This meaning however, has been subjected to modifications in accordance with further
innovations made by the Telecom industry.

The word telecommunication was adapted from the French word telecommunication. It is a
compound of the Greek prefix “tele”- meaning 'far off', and the Latin “communicare”, meaning
'to share'. The French word telecommunication was coined in 1904 by French engineer and
novelist Edouard Estaunie. Telecommunications is the transmission, between or among points
specified by the user of information of the user's choosing, without change in the form or content

of the information as sent and received.

The Indian telecommunications industry is the world's fastest growing telecommunications
industry, with 688.38 Million telephone (landlines and mobile) subscribers and 652.42 Million
mobile phone connections as of July 2010. It is also the second largest telecommunication
network in the world in terms of number of wireless connections after China. With the ongoing
investments into infrastructure deployment, the country is projected to become the second largest
telecom market globally in next few years. In telecom industry, service providers are the main
drivers; whereas equipment manufacturers are witnessing growth and decline in successive

quarters as sales is dependent on order undertaken by the companies.

HISTORY AND REFORMS IN INDIAN TELECOM SECTOR:

India’s Telecom sector has been doing exceptionally well in past decade. The first reforms in
Indian telecommunications sector began in 1980s when the private sector was allowed in

telecommunications equipment manufacturing.

EVOLUTION OF THE INDUSTRY-IMPORTANT MILESTONES

TABLE: 1
YEAR HISTORY OF INDIAN TELECOMMUNICATIONS
1851 First operational land lines were laid by the government near
Calcutta (seat of British power).
1881 Telephone service introduced in India.
1883 Merger with the postal system.
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1923 Formation of Indian Radio Telegraph Company (IRT) .

1947 Nationalization of all foreign telecommunication companies to form the
Posts, Telephone and Telegraph (PTT), a monopoly run by the
government's Ministry of Communications.

1985 Department of Telecommunications (DOT) established, an exclusive
provider of domestic and long-distance service that would be its own
regulator (separate from the postal system) .

1986 Conversion of DOT into two wholly government-owned companies: the
VSNL for international telecommunications and MTNL for metropolitan

1997 Telecom Regulatory Authority of India created.

1999 Cellular Services are launched in India. New National Telecom Policy is
adopted.

2000 Dot becomes a corporation, BSNL.

2007-2009 | Having the world's lowest call rates the fastest growth in the number of
subscribers (45 million in 4 months), the fastest sale of million mobile
phones (in a week), the world's cheapest mobile handset, the world's
most affordable colour phone.

RELIANCE TELECOM LIMITED:

Reliance Telecom Limited provides cellular services in India. Reliance Communications
formerly known as Reliance Infocomm, along with Reliance Telecom and Flag Telecom, is part
of Reliance Communications Ventures (RCoVL).Reliance Telecom Limited (RTL) is a wholly-
owned subsidiary of the Reliance Communication Limited, a member of reliance ADA group,
Reliance ADA group’s flagship company. RTL has undertaken a major expansion and increased
its coverage to 6300 towns. This has enabled RTL to significantly scale up subscriber base to
11.5 million as of March 31, 2009. RTL.

The Equity Shares of RCOM are listed on Bombay Stock Exchange Limited and National Stock
Exchange Limited. RTL operates in Madhya Pradesh, West Bengal, Himachal Pradesh, Orissa,
Bihar, Assam, Kolkata and Northeast offering GSM services. According to National Stock
Exchange data, Anil Ambani controls 66.75 per cent of the company, which accounts for more
than 1.36 billion shares.
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GROWTH ANALYSIS OF RELIANCE TELECOM LTD.
TABLE: 2

COMPOUND ANNUAL GROWTH RATE OF RELIANCE TELECOM LTD

YEAR GP NP Tl NS NW NFA
2001-2002 | 20.30 | -41.28 | 130.60 |129.18 |1.78 580.14
2002-2003 | 132.18 | 1.41 252.99 | 252.69 |13.19 |645.20
2003-2004 | 108.26 | -299.43 | 356.73 | 356.72 | 57.45 | 436.28
2004-2005 | 204.48 | -38.31 | 594.78 | 563.75 | 100.73 | 888.02
2005-2006 | 238.42 | 11.41 | 490.24 | 489.97 |70.12 |460.19
2006-2007 | 326.22 | 39.12 | 715.63 | 715.49 | 109.24 | 338.71
2007-2008 | 385.96 | 211.26 | 976.00 | 972.10 | 320.18 | 1454.72
2008-2009 | 308.75 | 46.82 | 1561.59 | 1515.40 | 398.99 | 2875.16
2009-2010 | 711.49 | -174.29 | 2472.27 | 1941.44 | 218.87 | 2980.68
CAGR 56 20 44 40 82 23

Table 2 of Reliance Telecom Ltd., shows the Gross profit with a 56 per cent rate of
growth over the study period, this has been due to the lowest of 20.30 crores in 2001-2002 and
the highest of 711.49 crores in the year 2009-2010, the Net profit reveals the fluctuations during
the nine years of the study, the growth rate stood at 20 per cent, the total income was observed
with an increasing trend at a compound annual growth rate of 44 per cent, which commonly
explains that the income level of the company is in a strong position. The net sales prove a
steady increase with a growth rate of 40 per cent, the increase in sales influences the income
level of the company. The net worth indicates a shareholders position in the company, the net
worth has the lower value of 1.78 crores during 2001-2002 and the highest value of 218.87
crores with a growth rate of 82 per cent, and it implies a high increase during the study period.
The net fixed assets registered a fluctuation with a compound annual growth rate of 23 per cent.
It is concluded that the growth of Reliance Telecom Ltd., shows an increasing trend except net

profit during the study period.
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PROFITABILITY ANALYSIS:

TABLE: 3

PROFITABILITY RATIO OF RELIANCE TELECOM LTD

YEAR GP NP ROA | ROE EPS

2001-2002 | 15.71 | -31.96 | -4.39 | -2319.10 | -20.71
2002-2003 | 52.31 | 0.56 | 0.15 | 10.69 0.71

2003-2004 | 30.35 | -83.94 | -48.28 | -521.20 | -150.24
2004-2005 | 36.27 | -6.80 | -2.35 | -38.03 -19.22
2005-2006 | 48.66 | 2.33 | 2.22 |16.27 5.73
2006-2007 | 45.59 | 547 |9.76 |3581 19.63
2007-2008 | 39.70 | 21.73 | 8.10 | 65.98 106.00
2008-2009 | 20.37 | 3.09 | 145 |11.73 13.38
2009-2010 | 36.65 | -8.98 | -1.50 |-79.63 -49.80

MEAN 36.18 | -10.94 | - 3.87 | -313.05 | -10.50

SD 12.35|30.89 | 17.29 | 773.13 |67.72

CV 034 |-282 |-446 |-2.47 -6.45

Table 3 reveals the profitability ratio of the Reliance Telecom Ltd., from 2001-2002 to
2009-2010. The gross profit ratio shows an increasing trend, it ranges between 15.71 per cent in
2001-2002 and 36.65 per cent in 2009-2010. A high profit margin implies that the firm is able to
produce at relatively lower cost. It has a mean value of 36.18, standard deviation of 12.35, and
co-efficient of variation of 0.34.

The net profit ratio shows the variation from loss of 31.96 per cent in 2001-2002 to a loss of 8.98
per cent in 2009-2010, with a negative mean value of 10.94, standard deviation of 30.89, and a
negative co-efficient of variation of 2.82. The company attained a loss during the years 2001-
2002, 2003-2004 and 2008-2010.This is due to high fluctuation in sales and also in the expenses
of the company.

The return on assets ratio shows a fluctuation during the study period, it ranges between a

negative value of 4.39 per cent in 2001-2002 and a negative value of 1.50 per cent in 2009-2010,
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it implies that the company is not utilizing the assets in a more efficient manner; the higher this
number the more effective the company is utilizing its assets. It shows the lowest negative value
of 48.28 per cent and the highest positive value of 9.76 per cent, with a negative mean value of

3.87, standard deviation of 17.29 and a negative co-efficient of variation of 4.46.

Return on equity indicates how well the firm has used the resources of owners. The table
indicates that the company has not utilized the resources of the owners properly. This has been
due to the negative value of 2319.10 per cent in 2001-2002 and the highest positive value of
65.98 per cent in 2007-2008; it has a negative mean value of 313.05, standard deviation of
773.13 and a negative co-efficient of variation of 2.47.

Earnings per share registered continuous variations during the study period. It ranges between a
negative value of 20.71 per cent in 2001-2002 and 49.80 per cent in 2009-2010. The year 2007-
2008 the table shows the highest ratio of 106 per cent; it explains that the company has improved
their capacity to pay the dividends to the equity share holders. It has a negative mean value of
10.50, standard deviation of 67.72 and a negative co-efficient of variation of 6.45.

Ho: There is no significant difference between the profitability ratios.
TABLE: 4

CORRELATION ANALYSIS OF RELIANCE TELECOM LTD

RATIO GPR |NPR ROA ROE | EPS
GPR Pearson Correlation | 1
NPR Pearson Correlation | .412 .
t-value (1.28)
ROA Pearson Correlation | .292 .955(**) 1
t-value (0.86) |(9.11)
ROE Pearson Correlation | .671(*) | .470 239 1
t-value (2.56) |(1.51) (0.70)
EPS Pearson Correlation | .255 913(**) | .873(**) | .261 )
t-value (0.75) |(6.33) |(5.06) |(0.76)

* Correlation is significant at the 0.05 level (2-tailed).

** Correlation is significant at the 0.01 level (2-tailed).
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The above table 4 reveals the highest positive correlation was observed between return on asset
ratio and net profit ratio as .955 at 1 per cent level of significance. Lowest positive correlation
was found between earnings per share and return on assets as .873 at 1 per cent level of
significance. The highest positive correlation implies that when there is an increase in return on

Assets, there is also an increase in net profit ratio.

The calculated‘t’ values for profitability ratio of Reliance Telecom Ltd., were greater
than the critical values both at 1 per cent and 5 per cent level of significance except in the case of
net profit ratio and gross profit ratio, return on assets with gross profit ratio , net profit ratio and
gross profit ratio, return on equity with net profit ratio and return on assets, earnings per share
with gross profit ratio and return on equity ratio. This could imply that the correlation co-
efficient and the calculated ‘t’ value were found significant statistically at 1 per cent and 5 per
cent level of significance. Hence the null hypothesis has been rejected for all the variables for

which the values were above the table value.

CONCLUSION:

The present business world is becoming more complex because of its dynamic future. In that
case, the management should be more active and efficient in order to overcome the obstacles,
which requires effective financial management in order to pinpoint the problems and adopt
necessary and relevant steps for the smooth running of the organization. Telecom industry plays
a vital role in the overall development of a country. It is concluded from the study that overall
efficiency of Reliance Telecom Ltd., were found to be good. It is also stated that the company

have to concentrate more on its profit position.
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