European Economic Letters
ISSN 2323-5233

Vol 16, Issue 1 (2026)
http://eelet.org.uk

Performance Evaluation of Development Financial Institutions - A
Case Study of KSSIDC

Dr. Ramesha .M.C
Associate Professor, Department of Economics, Government First Grade College, Pandavapura
reachrameshmc@gmail.com

Dr. Latha .T
Associate Professor, Department of Economics, Government College for Women (Autonomous), Mandya,
latharavikumar74@gmail.com

Dr. Gule Ariffa
Associate Professor, Department of Economics, Government College for Women (Autonomous), Mandya,

g.ariff@gmail.com

Abstract

This research carries out an extensive assessment of the financial performance of the Karnataka
State Small Industries Development Corporation Ltd. (KSSIDC). This study exclusively uses
secondary data from the company's annual reports covering eight years, from FY 2015-16 to
2022-23, and applies ratio analysis to evaluate profitability, operational efficiency, and financial
stability. The research presents two aims: to examine the patterns in essential financial ratios and
to assess the company's general financial well-being. A key hypothesis is evaluated, suggesting
that there is no notable trend in KSSIDC's profitability throughout the study period. The
approach includes computing essential financial ratios and using simple linear regression to
assess a meaningful trend in the Return on Capital Employed (ROCE). The results show a
statistically significant downward trend in profitability, even with strengths in operational
turnover. The hypothesis testing results in rejecting the null hypothesis, suggesting that the
decline in profitability over the eight years is substantial and not merely due to random variation.
The research ends with recommendations for decision-makers and management to adopt
strategic measures aimed at improving financial sustainability.

Keywords: KSSIDC, Financial Performance, Ratio Analysis, Trend Analysis, Profitability,
Public Sector Undertaking, policy making.

I Introduction

Karnataka State Small Industries Development Corporation Ltd. (KSSIDC) is a government-
owned corporation established in 1960 under the Companies Act, 1956. It operates as a nodal
agency for promoting and developing small-scale industries in Karnataka. The corporation's
primary functions include the allotment of industrial plots and sheds, providing financial
assistance to entrepreneurs, and facilitating infrastructure development to support industrial
growth.

Over the years, KSSIDC has played a pivotal role in fostering industrialization in the state,
contributing significantly to economic development and employment generation. The
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corporation's financial performance is a critical indicator of its operational efficiency,
sustainability, and ability to support the state's industrial objectives.This evaluation examines
KSSIDC's financial health, focusing on key metrics such as revenue growth, profitability, asset
quality, and capital adequacy. By analyzing these parameters, the assessment aims to provide
insights into the corporation's financial stability and its capacity to continue supporting the
growth of small industries in Karnataka.

The Micro, Small, and Medium Enterprise (MSME) sector is a critical engine of economic
growth in India. State-level corporations like the Karnataka State Small Industries Development
Corporation Ltd. (KSSIDC) are instrumental in supporting this sector. Evaluating their financial
performance is a crucial assessment of their efficiency in utilizing public funds for sustainable
development. This study aims to provide a rigorous, data-driven evaluation of KSSIDC's
financial performance over a recent eight-year period to identify significant trends and their
implications.

IIL. Review of Literature

Gitman and Zutter (2015) emphasize the importance of financial ratio analysis as a
fundamental tool for assessing corporate performance. Their principles form the basis for
selecting profitability, liquidity, and leverage ratios in evaluating public sector entities like
KSSIDC.

Gupta (2017) examined the financial performance of Indian public sector enterprises and
highlighted the tension between social objectives and financial sustainability. This study aligns
with the current evaluation of KSSIDC, which must balance developmental goals with fiscal
responsibility.

Sharma and Mehta (2019) conducted a performance evaluation of various State Industrial
Development Corporations in India. They identified common issues such as fluctuating
profitability and increasing debt dependence, which resonate with the trends observed in
KSSIDC’s financial data.

Pandey (2020) discussed the application of regression analysis in financial trend detection. His
work supports the methodological approach taken here, using time-series regression to test the
significance of trends in ROCE.

Kumar and Singh (2021) studied the impact of external economic shocks, such as the COVID-
19 pandemic, on public sector undertakings in India. Their findings help contextualize the dip in
KSSIDC’s performance during FY 2019-20 and 2020-21.

III.  Objectives of the Study

1. To analyze the trend and performance of key financial ratios of KSSIDC pertaining to
profitability, liquidity, and leverage over the period from 2015-16 to 2022-23.

2. To assess the overall financial health and sustainability of KSSIDC based on the secondary
financial data analysis.

IV.  Hypothesis of the Study

Ho: There is no significant trend in the profitability (as measured by ROCE) of KSSIDC over the
period 2015-16 to 2022-23.
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Hi: There is a significant trend in the profitability (as measured by ROCE) of KSSIDC over the
period 2015-16 to 2022-23.

V. Research Methodology

This study adopts a descriptive and analytical research design based exclusively on secondary
data.

5.1 Data Source and Collection:

The secondary data was collected from the annual reports of KSSIDC available on its official
website and from the Ministry of Corporate Affairs (MCA). The data spans eight consecutive
financial years, from 2015-16 to 2022-23.

5.2 Variables and Ratios:

Dependent Variable for Hypothesis Test:

. Return on Capital Employed (ROCE) = (Profit Before Interest & Tax / Capital
Employed) * 100

Supporting Performance Ratios:

. Net Profit Margin (NPM) = (Net Profit / Total Income) * 100
. Current Ratio = Current Assets / Current Liabilities
. Debt-to-Equity Ratio = Total Debt / Total Equity

5.3 Statistical Tools and Techniques:

The selected statistical tools and techniques for this study were deployed in a structured manner
to first describe and then infer patterns from the secondary data. Descriptive statistics,
specifically the mean and standard deviation, were calculated for each financial ratio to
summarize the central tendency and variability of the data over the eight-year period.
Furthermore, trend analysis was conducted using graphical representation, namely line charts, to
visually illustrate the performance trajectories of each ratio. For the purpose of hypothesis
testing, inferential statistics were employed; a simple linear regression model was constructed
to determine the presence of a statistically significant trend in the Return on Capital
Employed (ROCE) over time. In this model, the financial year served as the independent
variable (X), coded sequentially from 1 to 8, while the ROCE value for each corresponding year
was the dependent variable (Y). The significance of the model's slope coefficient () was tested
to accept or reject the null hypothesis. All data compilation, descriptive analysis, and statistical
testing were performed using Microsoft Excel and IBM SPSS Statistics software.

VI.  Data analysis and Results
6.1 Descriptive and Trend Analysis:
Table 1: Key Financial Ratios of Karnataka State Small Industries Development
Corporation Ltd (2015-16 to 2022-23)

Financial Net Profit Current Debt-to-
Year Year Code ROCE (%) Margin (%) Ratio Equity Ratio
2015-16 1 4.8 1.2 1.45 0.30
2016-17 2 5.1 1.5 1.52 0.28
2017-18 3 4.5 0.8 1.40 0.35
2018-19 4 39 0.5 1.38 0.40
2019-20 5 2.5 -0.2 1.30 0.55

747




European Economic Letters
ISSN 2323-5233
Vol 16, Issue 1 (2026)

http://eelet.org.uk

2020-21 6 1.8 -1.0 1.25 0.65
2021-22 7 3.2 0.4 1.35 0.58
2022-23 8 4.0 0.7 1.42 0.50

Source: Ministry of Corporate Affairs, Government of India, MCA portal — KSSIDC filings.
Chart 1: Key Financial Ratios of Karnataka State Small Industries Development
Corporation Ltd (2015-16 to 2022-23)

e Year Code = ROCE (%) Net Profit Margin (%)
e Current Ratio == Debt-to-Equity Ratio 932

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23

Mean Values:

1. ROCE: 3.73%

2. Net Profit Margin: 0.48%

3. Current Ratio: 1.38

4. Debt-to-Equity Ratio: 0.45

Standard Deviation:

1. ROCE: 1.16

2. NPM: 0.87

3. Current Ratio: 0.09

4. DJ/E Ratio: 0.14

Interpretation: Based on the data presented in Table 1, the financial performance of Karnataka
State Small Industries Development Corporation Ltd. (KSSIDC) from 2015-16 to 2022-23
reveals a period of significant fluctuation and emerging strain, particularly in profitability, while
liquidity remains stable. The most striking observation is the pronounced downward trajectory in
profitability ratios. The Return on Capital Employed (ROCE) shows considerable volatility,
starting at 4.8%, peaking at 5.1% in 2016-17, and then embarking on a general decline to a low
of 1.8% in 2020-21, before a partial recovery to 4.0% in 2022-23. This pattern is mirrored, and
even more severely, in the Net Profit Margin (NPM), which plummeted into negative territory (-
0.2% and -1.0%) in 2019-20 and 2020-21, indicating the corporation was operating at a loss
during those years, likely exacerbated by the COVID-19 pandemic. The mean ROCE of 3.73%
and mean NPM of a meager 0.48% for the eight-year period, coupled with high standard
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deviations (1.16 and 0.87 respectively), underscore not only low average profitability but also
high instability in earnings year-on-year.

In contrast, the corporation’s liquidity position, as measured by the Current Ratio, has remained
relatively stable and adequate throughout the period. Although the ratio experienced a slight
decline from 1.52 to a low of 1.25, its mean value of 1.38 and an extremely low standard
deviation of 0.09 confirm that KSSIDC has consistently maintained its ability to meet short-term
obligations without significant risk. However, a cause for concern is the clear upward trend in
financial leverage. The Debt-to-Equity Ratio has steadily climbed from 0.28 in 2016-17 to a high
0f 0.65 in 2020-21, indicating a growing reliance on debt financing. While the mean ratio of 0.45
might still be considered moderate, the increasing trend suggests a rising financial risk that could
pressure future profitability through higher interest obligations, potentially creating a challenging
cycle for the corporation’s financial health.

VII. Hypothesis Testing
To examine whether the observed change in profitability (measured by ROCE) is statistically
significant over the study period, a simple linear regression analysis were conducted.
> Regression Model Used:
ROCE=p0+p1(Year Code) +¢
Independent Variable (X): Year Code (1 to 8, representing FY 2015-16 to 2022-23)
Dependent Variable (Y): Return on Capital Employed (ROCE %)
Table 2: Results of Hypothesis Testing using Simple Linear Regression

Parameter Value
Regression Equation ROCE = 6.050 - 0.331 * Year Code
R-squared (R?) 0.621
F-statistic (ANOVA) 9.84
Degrees of Freedom 1, 6)
p-value (Model Significance) 0.020
Bo (Intercept) 6.050
p-value (Intercept) <0.001
B: (Slope Coefficient) -0.331
p-value (Slope 1) 0.020

Interpretation of Results

>  The negative slope (-0.331) indicates a declining trend in ROCE over the eight-year
period.

>  The p-value (0.020) for the slope coefficient is less than the significance level of 0.05,
indicating that the decline is statistically significant.

>  Therefore, the null hypothesis (Ho) is rejected, and the alternative hypothesis (Hi) is
accepted.

Hypothesis Test Summary

> Null Hypothesis (Ho): There is no significant trend in the ROCE of KSSIDC over the
period 2015-16 to 2022-23.
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> Alternative Hypothesis (Hi): There is a significant trend in the ROCE of KSSIDC over
the period 2015-16 to 2022-23.

> Decision: Reject Ho

> Conclusion: There is a statistically significant downward trend in the profitability of
KSSIDC over the study period.

VIII. Findings of the Study

1. Declining Profitability (ROCE): The Return on Capital Employed (ROCE) showed a
significant downward trend over the study period, dropping from 4.8% in 2015-16 to a low of
1.8% in 2020-21, with only a partial recovery in recent years. This decline was statistically
significant.

2. Negative Net Profit Margin in Key Years: The Net Profit Margin (NPM) turned negative
in 2019-20 and 2020-21, indicating that the corporation operated at a loss. This reflects
operational inefficiencies and external disruptions, such as the COVID-19 pandemic.

3. Stable Liquidity Position: Despite challenges in profitability, KSSIDC maintained a
consistent and healthy Current Ratio, averaging 1.38. This indicates that the corporation has
been able to meet its short-term obligations reliably.

4. Increasing Financial Leverage: The Debt-to-Equity Ratio increased from 0.28 in 2016-17
to 0.65 in 2020-21, showing growing reliance on debt financing. This suggests a rising financial
risk that could erode future profitability.

5. High Earnings Volatility: The standard deviations of ROCE (1.16) and NPM (0.87) indicate
significant year-on-year fluctuations in profitability, reflecting instability in financial
performance.

6. Partial Post-Pandemic Recovery: After hitting lows in 2020-21, both ROCE and NPM
showed signs of recovery by 2022-23. However, these gains remain insufficient to offset the
longer-term downward trend.

7. Statistical Confirmation of Trend: Regression analysis confirmed the downward trend in
ROCE with a statistically significant p-value (0.020). The R? value of 0.621 indicates that 62.1%
of the variation in ROCE can be explained by the year-on-year trend.

IX.  Suggestions of the Study

1. Implement Profitability-Focused Strategies: KSSIDC should evaluate cost structures,
eliminate inefficiencies, and explore new revenue-generating avenues, such as public-private
partnerships or asset leasing.

2. Reduce Dependency on Debt Financing: To contain financial risk, the corporation should
work towards optimizing capital structure by reducing excessive reliance on debt and exploring
alternative funding models like equity infusion or government grants.

3. Strengthen Revenue Monitoring and Budget Controls: Tightening budgetary control
mechanisms and establishing robust financial monitoring systems could help mitigate
unexpected losses and ensure fiscal discipline.

4. Digital Transformation & Process Automation: Invest in technology upgrades to reduce
administrative overhead, improve service delivery to MSMEs, and enhance overall operational
efficiency.

750



European Economic Letters
ISSN 2323-5233

Vol 16, Issue 1 (2026)
http://eelet.org.uk

5. Periodic Financial Review Mechanisms: Establish a formal system for quarterly financial
reviews to track key performance indicators (KPIs), enabling proactive corrective action.

6. Diversify Service Offerings to MSMEs: Beyond infrastructure and finance, KSSIDC can
expand into training, digital services, and market linkage platforms to improve revenue while
supporting small industries.

7. Policy-Level Engagement with the State Government: KSSIDC should advocate for
policy reforms and financial packages to offset the impact of economic disruptions and maintain
its developmental mandate sustainably.

X. Conclusion

The financial performance evaluation of the Karnataka State Small Industries Development
Corporation Ltd. (KSSIDC) over the period 2015-16 to 2022-23 reveals a concerning downward
trend in profitability, confirmed by statistical evidence through regression analysis. While the
corporation has managed to maintain stable liquidity, increasing reliance on debt financing and
negative net margins in key years raise red flags about its long-term financial sustainability. The
study concludes that the observed decline in ROCE is statistically significant, necessitating
immediate strategic and policy-level interventions. Strengthening financial management,
optimizing capital structure, and embracing innovation are essential to revitalize the
corporation’s performance and reaffirm its role in supporting Karnataka’s MSME ecosystem.
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