GREEN SIGNAL

HM gets Mitsubishi Corp’s nod to
manufacture cars for other firms

Hindustan Motors is
in discussions with
other car makers; not
to sever ties with
Mitsubishi for now

By Manisi Basu
manishb@livemint.com

A

fter assembling cars ex-
clusively for Mitsubishi
Motor Corp. for 12

years, Hindustan Motors Led
(HM) has received the go-
ahead from the Japanese com-
pany to build vehicles for ather
car makers.

The restriction on HM man-
ufacturing cars for others was
recently withdrawn, managing
director Manoj Jha said. HM
ated discussion with
other companies for manufac-
turing cars for them at its
Chennai factory, he said.

HM, India’s oldest car com-
pany, has been maki

Excess capacity: Manoj Jha, MD, Hindustan Motors,

any immediate plan to sever
ties with Mitsubishi. It has giv-
«en Mitsubishi time until March
to decide how many cars It
wants to produce in India,
based on which HM will de-

e BN

for the auto practice at con-

sulting and audit firm Ernst

and Y
“Problems

arise  because

cide on with

ex-
clusively for Mitsubishi since
1998 under a contract manu-
facturing agreement signed in
1996.

HM's key concern is the
poor capacity utilization of its
Chennai factory, which can
produce up to 25,000 cars a
year. Tt Imponts  so-called
knocked down kits from Mitsu-
bishi, and.assembles cars with
wvery little local content.

“We produced only 4,000
cars last year,” Jha said. This
year, HM would be utilizin

“anly ane-fourth of the capaci-

fy* manufacturing cars exclu-
sively for Mitsubishi, he add-
ed. Asked why HM wasn't scal-
ing up production at its Chen-
nai factory, Jha said Mitsubishi
had “capacity constraints and
it wouldn't be able support
production (at Chennai) be-
yond a certain level”,

Mitsubishi_ officials weren’t
immediately available (o com-
ment for this story.

HM, however, doesn't have

other car makers, Jha said.

The Chennal factory’s ca-
pacity was raised ta 25,000 cars
per year in expectation that it
would be fully utilized by Mit-
subishi. In the early 2000s, HM
produced up to 10,000 Mitsu-
bishi cars a year at its Chennal
factory, but volumes have
since declined.

Jha refused to comment-on.
whether building cars for Mit-
subishi was profitable for HM.

He said "exchange rate fluc-
tuations” were putting pres-

gins are under pressure.”
Companies get into such
contract manufacturing ar-
rangements to “test a market
before launching their own
manufacturing facilities”, or if
the market is too small to set
up their own factories. But in
India, the arrangement be-
tween HM and Miisubishi has
gone far beyond ‘the testing
phase”, Patra said; noting that
other key had al-

“support themselves going for- |

ward”, HM could sell shares to
or borrow from its promot-
ers—the CK Birla group.

HM recently sold a praperty
in Chennai and “some shares”
in component maker Avtec Ltd
to the investment arms of the
CK Birla group to raise 40
crore. HM held 49% stake in
Avtec untl the recent share
sale.
Jha refused to reveal how
many shares HM had sold, but
sald it received around 20
crore from the sale. HM and
the CK Birla group together
hold 70% of Avtec, and the rest
is held by privaie equity firm
Actis.
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Ta address the problem, the
company is even looking to
launch a new passenger
car—its first since the Contes-
sa, which was launched in the
early 1980s and officially with-
drawn in 2003, Jha said. The
new car would be ready by Au-
gUSE next year.

The only indigenous passen-
ger car that HM manufactures
is the Ambassador, which is
mostly used as taxis and by
government offices,

The Ambassador is manu-
factured at its Uttarpara facto-
ry in the suburbs of Kolkata,
HM currenty sells around 800
Ambassadors a month.

ready set up their own facili-
ties in India,
The

sure on “The yen
‘has appreciated so much that
all Japanese exparters are suf-
fering.
HM shares closed almost
unchanged at 32430 on the
Bombay Stock Exchange, while
the bourse’s benchmark
Sensex ended 112.78 points
higher at 20,069.12 points.
Mitsubishi has had similar
problems in ather markets as
well, according to Rakesh Pat-

ra, parter and industry leader

arrangement
with Mitsubishi has been ter-
minated at a time when HM is
facing serious financial diffi-
culties and could have to seek
creditor protection under the
Board for Industrial and Fi-
nancial Reconstruction to stay
afloat.

Jha said the company was
hopeful that “all key verticals
would become cash positive”
by the end of the current fiscal,
and unless they were able to




