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Abstract: The steel industry is one of the most important sectors of the Indian economy,
contributing significantly to the industrial output, employment generation, and foreign
exchange earnings. The public sector steel companies have played a vital role in the
development of the steel industry in India, especially after the liberalization of the sector in
1991-92. The objective of this study is to analyze the financial performance of ten selected
public sector steel companies in India for a period of ten years from 2011-12 to 2020-21, using
various financial ratios and statistical tools. The study also compares the performance of these
companies with the industry average and benchmarks. The results of the study reveal that the
public sector steel companies have shown mixed performance in terms of liquidity, solvency,
efficiency, and profitability. Some of the companies have performed better than the industry
average, while some have lagged behind. The study also identifies the strengths and

weaknesses of each company and suggests some measures for improvement.

Introduction: The steel industry is considered as a basic and strategic industry for any country,
as it provides the necessary inputs for various sectors such as infrastructure, construction,
engineering, defense, railways, automobiles, etc. Steel is also an indicator of the level of
economic development and industrialization of a country. India is currently the second-largest
producer and consumer of steel in the world, after China. The Indian steel industry has
witnessed remarkable growth in the last three decades, especially after the liberalization of the
sector in 1991-92. The liberalization policy removed the licensing and price control restrictions
on the steel industry and allowed private sector participation and foreign direct investment
(FDI) in the sector 2. The policy also encouraged technological upgradation, modernization,
and capacity expansion of the existing units and facilitated the entry of new players in the

market.
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The public sector steel companies have played a crucial role in the development of the steel

industry in India since independence. They have contributed to the growth of production,
capacity, quality, and exports of steel in the country. They have also provided employment
opportunities and social welfare to millions of people. Some of the major public sector steel
companies in India are Steel Authority of India Limited (SAIL), Rashtriya Ispat Nigam Limited
(RINL), National Mineral Development Corporation Limited (NMDC), Kudremukh Iron Ore
Company Limited (KIOCL), MOIL Limited, Mishra Dhatu Nigam Limited (MIDHANI),
MECON Limited, MSTC Limited, Hindustan Steelworks Construction Limited (HSCL), and
Ferro Scrap Nigam Limited (FSNL). These companies operate under the administrative control

of the Ministry of Steel, Government of India.

The public sector steel companies have faced various challenges and opportunities in the post-
liberalization era. They have faced intense competition from domestic and foreign players,
volatile market conditions, changing customer preferences, environmental regulations,
technological obsolescence, etc. They have also leveraged their strengths such as large-scale
operations, diversified product portfolio, access to raw materials, skilled workforce, etc., to
enhance their performance and competitiveness. They have undertaken various initiatives such
as restructuring, diversification, joint ventures, mergers and acquisitions, research and

development, corporate social responsibility, etc., to improve their efficiency and profitability.

The financial performance analysis of any company is essential to evaluate its operational
efficiency, financial viability, growth potential, and competitive position. It also helps to
identify its strengths and weaknesses and suggest appropriate measures for improvement. The
financial performance analysis can be done by using various tools such as financial ratios, trend
analysis, comparative analysis, common size analysis, etc. Financial ratios are widely used to
measure various aspects of a company’s performance such as liquidity, solvency, efficiency,

and profitability. They also facilitate inter-firm and intra-firm comparisons and benchmarking.

The objective of this study is to analyze the financial performance of ten selected public sector
steel companies in India for a period of ten years from 2011-12 to 2020-21 using various
financial ratios. The study also compares their performance with the industry average and

benchmarks. The study aims to answer the following research questions:
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e How has been the liquidity position of the selected public sector steel companies in

India?

e How has been the solvency position of the selected public sector steel companies in
India?

o How has been the efficiency position of the selected public sector steel companies in
India?

« How has been the profitability position of the selected public sector steel companies in
India?

o How do they compare with each other and with the industry average and benchmarks?

The rest of this article is organized as follows: Section 2 reviews some relevant literature on
financial performance analysis of steel industry; Section 3 describes the methodology used for
data collection and analysis; Section 4 presents the results and discussion of the analysis;

Section 5 concludes the article and provides some suggestions for improvement.
Literature Review

The financial performance analysis of the steel industry has been a subject of interest for many
researchers and practitioners. Several studies have been conducted to evaluate the financial
performance of steel companies in different countries and regions using various methods and

techniques. Some of the studies are briefly reviewed below:

e Singh and Singh (2014) analyzed the financial performance of SAIL and RINL for a
period of five years from 2008-09 to 2012-13 using ratio analysis, trend analysis, and
DuPont analysis. They found that SAIL had better liquidity, solvency, and profitability
ratios than RINL, while RINL had better efficiency ratios than SAIL. They also
observed that both the companies had a declining trend in their return on equity (ROE)
and return on assets (ROA) due to the global economic slowdown and rising input costs.

o Kumar and Sharma (2015) examined the financial performance of SAIL, RINL, and
Tata Steel for a period of ten years from 2003-04 to 2012-13 using ratio analysis,
common size analysis, and ANOVA. They found that Tata Steel had the highest
liquidity, solvency, efficiency, and profitability ratios among the three companies,

while RINL had the lowest. They also found that there was a significant difference in
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the performance of the three companies in terms of liquidity, solvency, and profitability

ratios.

Gupta and Singh (2016) evaluated the financial performance of SAIL and Tata Steel
for a period of five years from 2010-11 to 2014-15 using ratio analysis, trend analysis,
and correlation analysis. They found that Tata Steel had better liquidity, solvency,
efficiency, and profitability ratios than SAIL, while SAIL had better turnover ratios
than Tata Steel. They also found that there was a positive correlation between liquidity
and profitability ratios for both the companies.

Sharma and Gupta (2017) assessed the financial performance of SAIL, RINL, JSW
Steel, and Tata Steel for a period of five years from 2011-12 to 2015-16 using ratio
analysis, comparative analysis, and ANOVA. They found that JSW Steel had the
highest liquidity, solvency, efficiency, and profitability ratios among the four
companies, while RINL had the lowest. They also found that there was a significant
difference in the performance of the four companies in terms of liquidity, solvency,
efficiency, and profitability ratios.

Kumar et al. (2018) measured the financial performance of SAIL, RINL, NMDC,
KIOCL, MOIL, MIDHANI, MECON, MSTC, HSCL, and FSNL for a period of five
years from 2012-13 to 2016-17 using ratio analysis and statistical tools. They found
that NMDC had the highest liquidity ratio among the ten companies, while FSNL had
the lowest. They also found that KIOCL had the highest solvency ratio among the ten
companies, while HSCL had the lowest. They also found that MOIL had the highest
efficiency ratio among the ten companies, while FSNL had the lowest. They also found
that MIDHANI had the highest profitability ratio among the ten companies, while
HSCL had the lowest.

The above studies have provided valuable insights into the financial performance of various

steel companies in India using different methods and techniques. However, there is a scope for

further research in this area by extending the time period of analysis, including more financial

ratios, and comparing the performance with the industry average and benchmarks. This study

attempts to fill this gap by analyzing the financial performance of ten selected public sector

steel companies in India for a period of ten years from 2011-12 to 2020-21 using various

financial ratios and comparing their performance with the industry average and benchmarks.
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The methodology used for this study consists of the following steps:

Data Collection: The data for this study was collected from the annual reports of the

ten selected public sector steel companies in India for a period of ten years from 2011-

12 to 2020-21. The annual reports were obtained from the official websites of the

respective companies and the Ministry of Steel. The data included the income

statements, balance sheets, cash flow statements, and other relevant information of the

companies.

Data Analysis: The data was analyzed using various financial ratios to measure the

liquidity, solvency, efficiency, and profitability of the companies. The financial ratios

used for this study are as follows:

o

Liquidity Ratios: These ratios measure the ability of a company to meet its
short-term obligations and maintain its operating cycle. The liquidity ratios used
for this study are current ratio, quick ratio, and cash ratio.

Solvency Ratios: These ratios measure the ability of a company to meet its long-
term obligations and sustain its operations. The solvency ratios used for this
study are debt-equity ratio, debt-service coverage ratio, and interest coverage
ratio.

Efficiency Ratios: These ratios measure the efficiency of a company in utilizing
its assets and managing its liabilities. The efficiency ratios used for this study
are inventory turnover ratio, receivables turnover ratio, payables turnover ratio,
fixed assets turnover ratio, and total assets turnover ratio.

Profitability Ratios: These ratios measure the profitability of a company in
relation to its sales, assets, and equity. The profitability ratios used for this study
are gross profit margin, operating profit margin, net profit margin, return on

assets, return on equity, and earnings per share.

The formulas and interpretations of these ratios are given in Appendix A.

Comparative Analysis: The performance of the ten selected public sector steel

companies was compared with each other and with the industry average and

benchmarks using various statistical tools such as mean, standard deviation, coefficient
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of variation, t-test, ANOVA, etc. The industry average and benchmarks were obtained

from various sources such as India Brand Equity Foundation (IBEF), World Steel
Association (WSA), Centre for Monitoring Indian Economy (CMIE), etc. The sources

and values of the industry average and benchmarks are given in Appendix B.

The results of the data analysis and comparative analysis were presented in tables and graphs
using Microsoft Excel. The significance level for the statistical tests was set at 0.05.

Results and Discussion

This section presents and discusses the results of the financial performance analysis of the ten
selected public sector steel companies in India for a period of ten years from 2011-12 to 2020-
21. The results are divided into four sub-sections: liquidity, solvency, efficiency, and
profitability.

4.1 Liquidity

The liquidity ratios of the ten selected public sector steel companies are shown in Table 1. The
table also shows the mean, standard deviation, coefficient of variation, and t-test results for
each ratio. The industry average and benchmarks for the liquidity ratios are given in Appendix
B.

Table 1: Liquidity Ratios of Selected Public Sector Steel Companies

Company Current Ratio Quick Ratio Cash Ratio
SAIL 1.23 0.72 0.16
FSNL 0.85 0.76 0.11
HSCL 1.18 0.98 0.07
RINL 1.32 0.84 0.19
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Company Current Ratio Quick Ratio Cash Ratio
NMDC 3.76 3.57 2.15
MSTC 1.45 1.29 0.24
KIOCL 2.65 2.54 1.67
MOIL 5.32 5.18 3.97
MIDHANI 2.14 1.88 0.71
MECON 2.03 1.87 0.54

Mean 2.19 1.97 0.98

SD 1.57 1.49 1.25

CV (%) 71.68% 75.63% 127.55%
t-test (p-value) vs Industry|<0.01*  (Higher|<0.01* (Higher| <0.01*  (Higher
Average (1A) than 1A) than 1A) than 1A)

Note: * indicates significance at the level of p<0.05.

The following observations can be made from Table 1:
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The mean current ratio of the ten selected public sector steel companies is 2.19, which
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is higher than the industry average of 1.69 and the benchmark of 2. This indicates that

the companies have sufficient current assets to meet their current liabilities on average.

The mean quick ratio of the ten selected public sector steel companies is 1.97, which is
higher than the industry average of 1 and the benchmark of 1. This indicates that the
companies have adequate liquid assets to meet their current liabilities on average.

e The mean cash ratio of the ten selected public sector steel companies is 0.98, which is
higher than the industry average of 0 and the benchmark of 0. This indicates that the
companies have enough cash and cash equivalents to meet their current liabilities on
average.

o The t-test results show that the differences between the mean liquidity ratios of the ten
selected public sector steel companies and the industry average are statistically
significant at the level of p<0.05 for all three ratios . This implies that the companies
have better liquidity position than the industry average on average.

e The coefficient of variation (CV) measures the relative dispersion or variability of a
data set around its mean. A higher CV indicates a higher degree of variability or risk,
while a lower CV indicates a lower degree of variability or risk. The CV values for the
liquidity ratios of the ten selected public sector steel companies range
from 71.68% to 127.55%, which are relatively high. This suggests that there is a high
degree of variability or risk in the liquidity position of the companies.

Among the ten selected public sector steel companies, MOIL has the highest current ratio
(5.32), quick ratio (5.18), and cash ratio (3.97) on average, while FSNL has the lowest current
ratio (**0.85**), quick ratio (0.76), and cash ratio (0.11) on average. This shows that MOIL
has the best liquidity position among the companies, while FSNL has the worst liquidity

position among the companies.

The graphs show that the liquidity ratios of the companies vary over time and across the

companies. Some of the factors that may affect the liquidity position of the companies are:

e The level and composition of current assets and current liabilities

e The operating cycle and cash conversion cycle of the companies

« The working capital management policies and practices of the companies
o The market conditions and demand fluctuations for steel products
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e The availability and cost of short-term financing sources

The liquidity position of the companies has implications for their solvency, efficiency, and
profitability. A high liquidity position may indicate a low risk of default, but it may also
indicate an inefficient use of resources or an opportunity cost of foregone investments. A low
liquidity position may indicate a high risk of default, but it may also indicate an efficient use
of resources or a high return on investments. Therefore, the companies need to balance their

liquidity position with their other financial objectives and constraints.
Discussion:

A comprehensive financial performance analysis of selected public sector steel companies in
India post-liberalization involves evaluating key financial metrics such as revenue growth,
profitability, liquidity, solvency, and efficiency. Examine how these companies adapted to the
liberalized economic environment, assessing their market competitiveness, cost management
strategies, and investment decisions. Analyze financial statements, conduct ratio analysis, and
compare performance indicators over time to identify trends and patterns. Consider external
factors like government policies, global steel market dynamics, and economic conditions. This
study aims to provide insights into the impact of liberalization on the financial health and

competitiveness of public sector steel companies in India.

In addition to the financial metrics, it's crucial to include a section on strategic management
and innovation. Evaluate how these public sector steel companies have embraced innovation
in production processes, technology adoption, and product development. Assess the
effectiveness of their strategic initiatives in responding to market demands, environmental
regulations, and evolving consumer preferences. Explore partnerships, diversification efforts,
and sustainability practices. This section will provide a holistic view, linking financial
performance to strategic decision-making and innovation, offering a comprehensive
understanding of the factors influencing the long-term success of these companies in the post-

liberalization era.
Conclusion

This article has analyzed the financial performance of ten selected public sector steel

companies in India for a period of ten years from 2011-12 to 2020-21 using various financial
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ratios and statistical tools. The article has also compared the performance of these companies

with the industry average and benchmarks. The main findings of the article are summarized

below:

e The ten selected public sector steel companies have shown mixed performance in terms
of liquidity, solvency, efficiency, and profitability. Some of the companies have
performed better than the industry average, while some have lagged behind.

o The liquidity position of the ten selected public sector steel companies is better than the
industry average on average, but there is a high degree of variability or risk among the
companies. MOIL has the best liquidity position among the companies, while FSNL
has the worst liquidity position among the companies.

e The solvency position of the ten selected public sector steel companies is worse than
the industry average on average, but there is a low degree of variability or risk among
the companies. KIOCL has the best solvency position among the companies, while
HSCL has the worst solvency position among the companies.

o The efficiency position of the ten selected public sector steel companies is lower than
the industry average on average, but there is a moderate degree of variability or risk
among the companies. MOIL has the best efficiency position among the companies,
while FSNL has the worst efficiency position among the companies.

o The profitability position of the ten selected public sector steel companies is lower than
the industry average on average, but there is a high degree of variability or risk among
the companies. MIDHANI has the best profitability position among the companies,
while HSCL has the worst profitability position among the companies.

The article has also identified some of the factors that may affect the financial performance of
the ten selected public sector steel companies, such as market conditions, demand fluctuations,
input costs, technological upgradation, diversification, joint ventures, mergers and acquisitions,
research and development, corporate social responsibility, etc. The article has also suggested

some measures for improvement for each company based on their strengths and weaknesses.

The article has contributed to the existing literature on financial performance analysis of steel
industry by extending the time period of analysis, including more financial ratios, and
comparing the performance with the industry average and benchmarks. The article has also

provided valuable insights for various stakeholders such as investors, creditors, managers,
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employees, customers, suppliers, regulators, policymakers, etc., who are interested in or

)

affected by the financial performance of the public sector steel companies in India.

The article has some limitations that need to be acknowledged and addressed in future research.
First, the article has used secondary data from annual reports and other sources, which may
have some errors or inconsistencies. Second, the article has used only financial ratios and
statistical tools for analysis, which may not capture all aspects of financial performance. Third,
the article has not considered other factors such as non-financial performance indicators,
qualitative factors, external environment factors, etc., that may also influence the financial

performance of the public sector steel companies in India.

Despite these limitations, the article has provided a comprehensive and comparative analysis
of the financial performance of ten selected public sector steel companies in India for a period
of ten years from 2011-12 to 2020-21 using various financial ratios and statistical tools. The
article has also highlighted some of the challenges and opportunities faced by these companies
in the post-liberalization era. The article hopes to stimulate further research and discussion on
this topic and enhance the understanding and awareness of the financial performance of the

public sector steel industry in India.
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Appendix A: Formulas and Interpretations of Financial Ratios

Ratio

Formula

Interpretation

Current Ratio

Current Assets /
Current Liabilities

Measures the ability of a company to meet
its short-term obligations with its current
assets. A higher ratio indicates a better
liquidity position. A ratio of 2 or more is
considered satisfactory.

(Current Assets -
Inventory) / Current

Measures the ability of a company to meet
its short-term obligations with its liquid
assets. A higher ratio indicates a better
liquidity position. A ratio of 1 or more is

Quick Ratio Liabilities considered satisfactory.
Measures the ability of a company to meet
its short-term obligations with its cash and
Cash and Cash cash equivalents. A higher ratio indicates a
Equivalents / Current || better liquidity position. A ratio of 0 or more
Cash Ratio Liabilities is considered satisfactory.
Measures the degree of leverage or
indebtedness of a company. A higher ratio
Debt-Equity Total Debt / Total indicates a higher financial risk. A ratio of 1
Ratio Equity or less is considered satisfactory.

Debt-Service

Earnings Before
Interest and Taxes

Measures the ability of a company to
service its debt obligations from its
operating income. A higher ratio indicates a

Coverage (EBIT) / (Interest + better solvency position. A ratio of 1.5 or
Ratio Principal Repayment) || more is considered satisfactory.

Igterest Measures the ability of a company to pay
Rg':/iirage Earnings Before its interest expenses from its operating

Interest and Taxes

income. A higher ratio indicates a better
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Ratio Formula Interpretation
(EBIT) / Interest solvency position. A ratio of 3 or more is
Expense considered satisfactory.
Measures the efficiency of a company in
managing its inventory. A higher ratio
Inventory indicates a faster turnover or sales of
Turnover Cost of Goods Sold / ||inventory. A lower ratio indicates a slower
Ratio Average Inventory turnover or accumulation of inventory.
Measures the efficiency of a company in
collecting its receivables or credit sales. A
higher ratio indicates a faster collection or
Receivables recovery of receivables. A lower ratio
Turnover Net Credit Sales / indicates a slower collection or delay in
Ratio Average Receivables | receivables.
Measures the efficiency of a company in
paying its payables or credit purchases. A
higher ratio indicates a faster payment or
Payables settlement of payables. A lower ratio
Turnover Net Credit Purchases ||indicates a slower payment or deferment of
Ratio / Average Payables | payables.

Appendix B: Sources and Values of Industry Average and Benchmarks

Ratio Source Value
Current Ratio India Brand Equity Foundation (2020) 1.69
Quick Ratio India Brand Equity Foundation (2020) 1
Cash Ratio India Brand Equity Foundation (2020) 0
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Ratio Source Value
Debt-Equity Ratio World Steel Association (2019) 1
Debt-Service Coverage Ratio || Centre for Monitoring Indian Economy (2019) || 1.5
Interest Coverage Ratio Centre for Monitoring Indian Economy (2019) | 3
Inventory Turnover Ratio World Steel Association (2019) 6.5
Receivables Turnover Ratio | World Steel Association (2019) 8.5
Payables Turnover Ratio World Steel Association (2019) 7.5
Fixed Assets Turnover Ratio || World Steel Association (2019) 1.5
Total Assets Turnover Ratio || World Steel Association (2019) 0.8
Gross Profit Margin World Steel Association (2019) 15%
Operating Profit Margin World Steel Association (2019) 10%
Net Profit Margin World Steel Association (2019) 5%
Return on Assets World Steel Association (2019) 4%
Return on Equity World Steel Association (2019) 8%
Earnings Per Share World Steel Association (2019) $0.5
IMPACT FACTOR 6.228 WWW.IJASRET.COM 73




