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ABSTRACT

One of the important determinants of the financial stability of a firm and the ability to meet the
long term liabilities is the long-term solvency. A balanced capital structure is the sole alternative
of profitability and the minimization of financial risk in case of capital-intensive and diversified
corporations. This essay is the long-term solvency and financial performance of Reliance
Industries Ltd analysis of Reliance industries Ltd in the years 2021-2024 using secondary data.
The solvency ratios that were considered as critical are the debt-equity ratio, interest coverage
ratio and total assets to debt ratio, and the profitability ratios, which are the return on assets and
net profit margin. Ratio analysis and graphical trend-based analysis are used to determine the
impact of the solvency management on financial performance. The findings show that the stages
of increased solvency levels are associated with increased profitability, but high leverage creates
a burden on the profit. The study illustrates the importance of good debt management and good
capital structure as far as long-term financial sustainability is concerned..
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INTRODUCTION:

Long-term solvency refers to a firm’s ability to meet its
long-term financial obligations and continue doing
business in the long run. It is a ratification of the capital
structure, energy to defend debt and overall fiscal strength
of a company. For large corporations in capital-intensive
industries, the sustainability of the financial well-being of
the companies in the long term is of greater significance
than the immediate liquidity, as excessive use of debt can
significantly increase the financial risk and the inability to
weather the storm of an economic downturn.

Long run fund management assists in reducing the interest
that should be paid, enhances credit-worthiness, and trust
of the investors. Those companies that are in a good
solvency position are more likely to fund their expansion,
absorb economic shocks, and remain at a constant
profitability level. Conversely, excessive leverage
increases the fixed financial commitment in which
companies enter the solvency risk during the declining
revenues.

Reliance industries Itd is an Indian diversified
conglomerate that deals with energy, petrochemicals,
retail and digital services as its leading industries. The
company has high capital investments, which are long
term investments that require huge capital investments,
thus solvency management is a strategic objective. The
macroeconomic environment that the company had to
operate in 2021-2024 was a particularly difficult one since
it was entailed by post-pandemic recovery, the forces of
inflation, and the instability on the global market.

Despite the magnitude of literature on the liquidity and
working capital management, it remains that, few
empirical studies have been done on the relationship
between long-term solvency and the financial
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performance of Indian large, diversified firms. In this
paper, the author attempts to address this gap by assessing
the solvency position of Reliance Industries Ltd and its
implications on the financial performance.

2. Review of Literature

Shin and Soenen (1998) examined the relationship
between the financial structure and the firm performance
and found out that long term performance of the firm with
moderate leverage levels have been better. The paper has
pointed out that excessive debt increases the financial risk
and low solvency particularly during economic
uncertainty.

Deloof (2003) has looked at the financial management of
corporates and made a conclusion that the more efficient
the long-term financing structure of a particular firm the
more stable the earnings would be. As has been
highlighted in the paper, excellent solvency status results
in the reduction of interests and aids in achieving long
term profitability.

Indian corporate companies were studied by Singh and
Pandey (2008), and the authors concluded that the
solvency ratios had a high correlation with the
profitability. They discovered that the companies with
stable capital structure were better placed to survive
changes in the economic condition and remain afloat in
terms of finance.

Gill, Biger, and Mathur (2010) studied the impact of
leverage on company performance and discovered that the
ideal debt capital would assist in the enhancement of
returns, though excessive leverage would result in dismal
long-term financial performance and solvency..

3. Objectives of the Study

To analyze the long-term solvency position of Reliance
Industries Ltd from 2021 to 2024.
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To examine the financial performance of the company
during the study period.

To study the relationship between long-term solvency and
financial performance.

4. Hypotheses

Ho: Long-term solvency does not have a significant
impact on the financial performance of Reliance
Industries Ltd.

Hi: Long-term solvency has a significant impact on the
financial performance of Reliance Industries Ltd.

5. Research Methodology

The study follows a quantitative, descriptive, and
analytical research design. Secondary data were collected
from Reliance Industries Ltd.'s published annual reports
and financial statements. The period of study covers four
financial years from 2021 to 2024. Ratio analysis and bar-
chart-based trend analysis were used to examine solvency
and profitability.

6. Ratio Analysis

Table 1
Long-Term Solvency Ratios of Reliance Industries Ltd
% Debt-Equity Interest Coverage|Total Assets to Debt
car Ratio Ratio (Times) Ratio
2021 0.45 6.8 2.9
2022 0.42 8.1 32
2023 0.48 6.2 2.7
2024 0.44 7.4 3.0

Source: Calculated from the Annual Reports of Reliance Industries Ltd (2021-2024).
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Figure 1: Debt-Equity Ratio (2021-2024)

Interpretation: The bar chart indicates reduced leverage in 2022, reflecting a stronger capital structure. The increase in 2023
suggests greater reliance on debt, while the improvement in 2024 indicates a stronger solvency balance.
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Figure 2: Interest Coverage Ratio (2021-2024)

Interpretation: Interest coverage peaked in 2022, indicating strong debt-servicing capacity. The decline in 2023 reflects
pressure on earnings, followed by a recovery in 2024.
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Figure 3: Total Assets to Debt Ratio (2021-2024)

Interpretation: The consistently high ratio reflects a strong asset base supporting long-term obligations, reinforcing solvency

strength.
Table 2:Financial Performance Ratios
Year Return on Assets (%) Net Profit Margin (%)
2021 3.8 7.4
2022 5.9 9.1
2023 4.1 7.0
2024 5.2 8.4

Source: Computed from published financial statements of Reliance Industries Ltd.
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Return on Assets of Reliance Industries Ltd (2021-2024)
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Figure 4: Return on Assets (2021-2024)

Interpretation: ROA improved significantly in 2022, declined in 2023 due to higher leverage and cost pressures, and

recovered in 2024.
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Figure 5: Net Profit Margin (2021-2024)

Interpretation: Net profit margin trends closely align with
solvency performance, confirming the relationship
between capital structure stability and profitability.

8. Results and Hypothesis Testing

This part of analysis reveals that financial performance of
Reliance industries Itd. low leverage and higher interest
coverage is associated with higher profitability as
reflected in increased return of assets and net profit
margin. Improved solvency reduces the financial risk and
responsibility of interest rate that will enable better
utilization of resources and raise the earning capacity.
Conversely, the impact of increased leverage is that it lays
the profitability due to the high financial cost. Following
the common patterns in the ratios of the solvency and
profitability, the null hypothesis was rejected and the
alternative hypothesis accepted, which demonstrates that
the long-term solvency is an important aspect of the
financial performance.

9. Conclusion

The paper concludes that the long-term solvency aspect is
significant in determining the financial performance of
Reliance industries Ltd. Good capital structure and good
management of debts results in increased profitability and
reduced financial risk. It indicates that improved solvency
positions enhance the effectiveness of their earnings and
financial ability. High optimum levels of solvency are
needed in the case of large capital intensive enterprises so
that it can make strategic investments, that it is able to
withstand economic fluctuations, and also to be
financially viable in the long run.

10. Limitations and Scope for Future Research

It merely confines itself into a single firm and relies on
secondary data. The future research may be conducted
using statistical tools or comparison of the industries in
order to present more general results.
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