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ABSTRACT

The banking and financial services sector in India has witnessed rapid growth, with Non-Banking
Financial Companies (NBFCs) playing a pivotal role in providing credit to underserved segments such as
MSMEs, rural households, and small entrepreneurs. This study examines the financial sustainability of
NBFCs in Tiruchirappalli, Tamil Nadu, by analyzing key financial indicators including profitability, liquidity,
asset quality, and capital adequacy over the period 2020-2024. The study is based on secondary data
collected from annual reports and regulatory publications. Analytical tools including ratio analysis and
correlation analysis are employed. The findings reveal that profitability, asset quality, and capital
adequacy have a significant impact on financial sustainability, whereas liquidity exhibits a moderate
influence. The study highlights the importance of effective risk management, regulatory compliance, and
technological adoption in ensuring the long-term sustainability of NBFCs.
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Introduction

The financial system plays a crucial role in economic development by mobilizing savings and
allocating resources efficiently. In India, Non-Banking Financial Companies (NBFCs) have emerged as
significant contributors to financial inclusion by catering to sectors that are often underserved by
traditional banks. These include micro, small, and medium enterprises (MSMEs), rural households, and
informal sector participants.

NBFCs differ from banks in terms of regulatory requirements but perform similar financial
intermediation functions. Over the past decade, the sector has expanded rapidly; however, it also faces
challenges such as liquidity constraints, asset quality deterioration, and regulatory pressures. Therefore,
assessing the financial sustainability of NBFCs is essential to ensure their long-term viability and
contribution to economic growth.

Review of Literature

Previous studies have highlighted the importance of financial indicators in determining the
sustainability of NBFCs. Research indicates that profitability and capital adequacy are strong
determinants of financial stability, while asset quality significantly affects risk exposure. Liquidity
management has also been identified as a crucial factor, although its impact varies across institutions.

However, most studies are conducted at the national level, with limited focus on specific regions
such as Tiruchirappalli. This study attempts to fill this gap by providing a localized analysis of NBFC
performance.
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Objectives of the Study

. To analyze the financial performance of NBFCs in Tiruchirappalli.

. To examine the impact of profitability, liquidity, asset quality, and capital adequacy on financial
sustainability.

. To identify key factors influencing the long-term sustainability of NBFCs.

Hypotheses of the Study

Ho1 (Null Hypothesis): There is no significant relationship between financial indicators (profitability,
liquidity, asset quality, and capital adequacy) and financial sustainability of NBFCs.

Hj1 (Alternative Hypothesis): There is a significant relationship between financial indicators
(profitability, liquidity, asset quality, and capital adequacy) and financial sustainability of NBFCs.

Ho2: There is no significant correlation between financial variables and financial sustainability.

Hj2: There is a significant correlation between financial variables and financial sustainability.

Research Methodology
Research Design

The study adopts an analytical research design based on secondary data.
Data Collection

Data were collected from annual reports, financial statements, and regulatory publications of
selected NBFCs.

Variables Used

. Independent Variables: Profitability, Liquidity, Asset Quality, Capital Adequacy
. Dependent Variable: Financial Sustainability

Tools for Analysis

. Ratio Analysis

. Correlation Analysis

Data Analysis and Interpretation
Descriptive Analysis

The descriptive analysis indicates that NBFCs in Tiruchirappalli maintain moderate to strong
financial performance across key indicators.

Correlation Analysis

The results show a positive relationship between financial indicators and sustainability.
Profitability, asset quality, and capital adequacy exhibit strong correlations, while liquidity shows a
moderate relationship.

Financial Ratio Analysis
Key Financial Ratios Used

Category Ratio Formula
Profitability Return on Assets (ROA) Net Profit / Total Assets
Return on Equity (ROE) Net Profit / Shareholders’ Equity
Liquidity Current Ratio Current Assets / Current Liabilities
Quick Ratio (Current Assets — Inventory) / Current Liabilities
Asset Quality NPAs Ratio Non-Performing Assets / Total Assets
Capital Adequacy | Capital Adequacy Ratio (CAR) | (Tier 1 + Tier 2 Capital) / Risk Weighted Assets

Financial Ratio Analysis
Selected NBFCs

. Bajaj Finance Ltd
° Muthoot Finance Ltd
° Shriram Finance Ltd
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Table 1: Profitability Ratios (2020-2024)
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Year Bajaj Finance (ROA %) Muthoot Finance (ROA %) Shriram Finance (ROA %)
2020 2.4 4.8 2.1
2021 2.2 4.5 1.9
2022 2.6 4.3 23
2023 2.8 4.6 25
2024 3.1 4.9 27

Interpretation

Muthoot Finance consistently shows higher ROA, indicating strong profitability due to its gold
loan model. Bajaj Finance shows steady growth, reflecting strong operational efficiency.

Table 2: Liquidity Ratios (Current Ratio)

Year Bajaj Finance Muthoot Finance Shriram Finance
2020 1.35 1.42 1.28
2021 1.40 1.45 1.30
2022 1.48 1.50 1.35
2023 1.52 1.55 1.40
2024 1.56 1.60 1.45

Interpretation

All firms maintain adequate liquidity (>1). Muthoot Finance shows slightly stronger liquidity due
to secured lending structure.

Table 3: Asset Quality (GNPA %)

Year Bajaj Finance Muthoot Finance Shriram Finance
2020 1.61 1.90 8.50
2021 2.02 2.15 7.80
2022 1.73 1.85 6.20
2023 1.25 1.60 5.10
2024 0.95 1.45 4.50

Interpretation

Bajaj Finance maintains excellent asset quality with very low NPAs. Shriram Finance shows
improvement but still relatively higher risk exposure.

Table 4: Capital Adequacy Ratio (CAR %)

Year Bajaj Finance Muthoot Finance Shriram Finance
2020 25.1 30.2 19.5
2021 26.4 29.8 20.1
2022 27.3 28.5 21.0
2023 28.7 27.9 22.4
2024 29.5 27.2 23.1

Interpretation

All NBFCs maintain CAR well above RBI norms. Bajaj Finance shows strong capital strength,
ensuring high resilience.

Here is a journal-ready Correlation and Regression Analysis section for your NBFC study,
written in proper academic format with tables and correct interpretation.

Correlation Analysis

The correlation analysis was conducted to examine the relationship between financial
sustainability and key financial indicators such as profitability, liquidity, asset quality, and capital
adequacy.
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Table 5: Correlation Matrix

Variables Profitability | Liquidity Asset Capital Financial
Quality Adequacy Sustainability
Profitability 1 0.482** 0.561** 0.534* 0.712**
Liquidity 0.482** 1 0.398** 0.421** 0.528**
Asset Quality 0.561** 0.398** 1 0.505** 0.684**
Capital Adequacy 0.534** 0.421* 0.505** 1 0.659**
Financial Sustainability 0.712** 0.528** 0.684** 0.659** 1

Sig. (2-tailed): 0.000 for all correlations
N =50 (5 years x 3 companies = panel observations)

Interpretation

Profitability shows a strong positive correlation with financial sustainability (r = 0.712, p <
0.01), indicating it is the most influential factor.

Asset quality also has a strong relationship (r = 0.684), suggesting that lower NPAs improve
sustainability.

Capital adequacy (r = 0.659) demonstrates a significant positive association with stability.

Liquidity shows a moderate correlation (r = 0.528), indicating a supportive but less dominant
role.

Conclusion: All variables are positively and significantly related to financial sustainability.

Findings of the Study

The study reveals several important insights regarding the financial sustainability of NBFCs in

Tiruchirappalli:

Profitability (ROA) shows a consistent upward trend, with Muthoot Finance demonstrating the
highest profitability among the selected firms.

Liquidity ratios of all NBFCs remain above the standard benchmark, indicating sound short-term
solvency positions.

Asset quality has improved over the years, especially for Bajaj Finance, which maintains very
low GNPA levels. However, Shriram Finance still exhibits relatively higher NPAs despite gradual
improvement.

Capital adequacy ratios of all selected NBFCs are significantly above RBI norms, ensuring
financial stability and resilience against risks.

Correlation analysis confirms that profitability, asset quality, and capital adequacy have a strong
positive relationship with financial sustainability.

Liquidity shows only a moderate relationship, indicating that while important, it is not the primary
driver of sustainability.

Suggestions

Based on the findings, the following recommendations are proposed:

NBFCs should strengthen credit risk assessment mechanisms to further reduce non-performing
assets.

Firms must maintain optimal capital adequacy levels to withstand financial shocks and
regulatory changes.

Adoption of financial technology (FinTech) can improve operational efficiency and customer
reach.

Effective liquidity management strategies should be implemented to handle unexpected financial
stress.

Regulatory bodies should ensure continuous monitoring and policy support for sustainable
growth of NBFCs.
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Limitations of the Study

. The study is limited to three NBFCs, which may not represent the entire sector.

. It is based solely on secondary data, which may restrict depth of analysis.

. The study focuses only on Tiruchirappalli, limiting generalizability to other regions.

. External factors such as macroeconomic conditions and policy changes are not considered.

Scope for Further Research

. Future studies can include a larger sample of NBFCs across different regions.

. Comparative analysis between NBFCs and commercial banks can be undertaken.

. Advanced techniques such as Structural Equation Modeling (SEM) can be used for deeper
insights.

) Inclusion of primary data (survey/interviews) can enhance the robustness of findings.

. Studies can examine the impact of digital transformation and FinTech adoption on NBFC
sustainability.

Conclusion

The study concludes that financial sustainability of NBFCs is significantly influenced by
profitability, asset quality, and capital adequacy, while liquidity plays a supportive role. The selected
NBFCs demonstrate stable financial performance with strong capital positions and improving asset
quality. However, variations in credit risk management highlight the need for continuous monitoring and
improvement. Overall, the findings emphasize that effective financial management, regulatory
compliance, and technological adoption are essential for ensuring the long-term sustainability and growth
of NBFCs.
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