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ABSTRACT

everage is the key decision area in financial

management. This study investigates the relationship

between financial leverage and financial
performance and to study the impact of financial leverage
on financial performance in Cipla Itd. It is a general concept
that financial leverage and financial performance has
positive relationship. Present study is conducted to explore
the fact and for this purpose secondary data has been

collected from the annual report from year 2006 to 2015. In

the paper, debt equity ratio is taken as a measure for
financial leverage and earning per share (EPS), net profit
margin (NPM), and return on assets (ROA) are taken as
dependent variable to measure financial performance of
the company.

KEYWORDS :Financial leverage, Earning per share, Net
profit margin& Return on assets.

1.INTRODUCTION
1.1 Company Profile and conceptual framework

Cipla Itd is one of the top company in
pharmaceutical industry in India, whoes goal is to ensure
that no patient shall be denied access to high quality &
affordable medicine and support. The overall performance
of company is good , needless to say you should invest in a
company.

Debt equity ratio:It varies across industries but
many companies have a ratio larger than 1. The ideal debt
equity ratio in india is accepted as 2:1. Which means that
long term liabilities of the business should ideally be 2
times of shareholder’s fund. Higher debt equity ratio shows
lesser margin for long term lenders. This ratio indicates to

J/

what extent the firm depends on
outsiders’ fund for existence. The debt
to equity ratio is a financial, liquidity
ratio that compares a company’s total
debt to total equity. It shows the
percentage of company financing that
comes from creditors and investors. A
higher debt to equity ratio indicates that
more creditor financing (bank loans) is
used than investor financing
(shareholders). A lower debt to equity
ratio usually implies a more financially
stable business

Debt equity ratio=long termloans
Shareholder’s fund

If the ratiois very high, raising more cash
through borrowing could be difficult

Net profit margin percentage:Another
important ratio is net profit margin
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percentage. Net profit ratio establishes relationship between net profit and net sales. It showa the
operational efficiency of the business. It tells us how much out of every sales CIPLA gets to keep after
everything else has been paid for. It is highly variable from one industry sector to another. An ideal
company has consistent profit margins. NPM directly measures how well a company manages its
expenses related to its net sales. Creditors and investors use this ratio to measure how effectively a
company can convert sales into net income. Investors want to make sure profits are high enough to
distribute dividends while creditors want to make sure the company has enough profits to pay back its
loans. It also indirectly measures its expenses related to its net sales. That is why companies strive to
achieve higher ratios. The formula to calculate the ratio is:

Net profit margin =net profitx 100
Netsales

Decrease in the ratio indicates managerial inefficiency and excessive selling and distribution expenses

Earning per share :The another important indicator of financial performance is Earning per share. The
ratio measures the return per share receivable by equity shareholders virtually who are the owner of
the company. Higher earning per share shows better future prospects of the company. Although many
investors don’t pay much attention to the EPS, a higher earnings per share ratio often makes the stock
price of a company rise. Since so many things can manipulate this ratio, investors tend to look at it but
don’tletitinfluence their decisions drastically. The formula to calculate the ratio is:

Earning per share =Net profit—preference dividend
Number of equity shares

Return on asset (ROA):lt is also important ratio which help both management and investor to see how
well company can convert its investment in assets into profits. ROA is calculated by dividing netincome
by average total assets.ROA measures how efficiently a company can manage its assets to produce
profits during a period. It help both management and investor to see how well company can convert its
investment in assets into profits. The formula to calculate the ratio is:

Return onassets = Netincome
Average total assets

Higher ratio is more favorable to investors because it shows that the company is more
effectively managingits assets to produce greater amounts of netincome.

1.2 Need of the study

In the modern world the market conditions are highly unexpected and it is difficult to take
decisions for the stakeholders where future is uncertain, this requires in depth knowledes and research
work before their rational investment decision. This study provides useful information to CIPLA
company to take financing decision, which will maximize their shareholder’s wealth as leverage
influences the profitability and financial performance of the company and study will helpful also for
investorsinthe company to take investment decisions.
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1.3 Objective and hypothesis

The objective of the paper is to study the relationship between the financial leverage and
financial performance of the company and to investigate the impact of debt equity ratio (D/E Ratio) on
net profit margin (NPM), return on assets (ROA) and earning per share (EPS).

Hypothesis

H1:Thereisanegative correlation between D/E ratio and NPM.
H2:Thereis a positive correlation between D/E ratio and ROA.
H3:Thereis a positive correlationbetween D/E ratio and EPS.
H4 :Thereis a significant effect of D/E ratioon NPM

H5 : Thereis a significant effect of D/E ratio on ROA

H6 : Thereis a significant effect of D/E ratio on EPS

2.LITERATURE REVIEW

Rehman (2013) had studied the relationship between financial leverage and financial
performance of listed sugar companies of Pakistan. The objective of the study was to investigate the
influence of financial leverage on financial performance and to investigate whether financial leverage
has an effect on financial performance. Evedence demonstrated that there is a positive relationship of
debt equity ratio with return on assets and sales growth, and negative relationship of debt equity ratio
with earning per share, net profit margin and return on equity.

Rajni Saini (2012) had investigated the influence of financial leverage on shareholders return
and market capitalization. Empirical evidence of telecommunication sector companies, India. The
research evidence of the study indicates that there is positive relationship between financial leverage
and shareholder return but negative relationship between financial leverage and market capitalization.
Nirajini A & Priya KB (2013) had investigated the impact of capital structure on financial performance of
the listed trading companies in Sri Lanka and to identify the company’s capital structure and the nature
of relationship between debt and equity. Correlation analysis showed that there is a positive
relationship between capital structure variables and financial performance variables and also capital
structure is significantly impact on financial performance of the firm.

Elangkumaran.P; Nimalathasan.B (2013) had investigated the impact of leverage on earnings
and share price of listed companies on Colombo Stock Exchange in Sri Lanka. The study used the degree
of operating leverage, degree of financial leverage and degree of combined leverage as
independentvariables and earning per share and share price were used as dependent variable. From
the study it was found that there is no significant relationship between DOL & EPS, DFL & EPS, DCL &
EPS, DOL and SP, DFL and SP and DCL and SP. Thus fixed operating expenses and the financing mix
decisions of the firm are not significantly affect the earning capacity of the listed companiesin CSE.

3.RESEARCH METHODOLOGY
3.1 Research design

In this study analytical and descriptive research design is adopted which explores the existing
information, analyzed and interpret result in meaningful way. The emphasis here is on studying a
situation in order to explain the relationship between variables. The study aims to understand and
analyze the effect of financial leverage on NPM, ROA and EPS of CIPLA Ltd by using statistical tools.
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3.2Samplesize
There are number of pharmaceuticals company in India among them the most profitable
company CIPLA Ltd. isselected. The study covered the period from 2004 to 2015.

3.3 Method of data collection

The secondary data was collected from the annual report available on official website of CIPLA
Itd. and moneycontrol.com. The collected data was processed and analysed in order to make the study
usefultotheresearchers, planners, policymakers and company itself.

3.4 Variables description

Financial performance is used as dependent variable, where NPM, ROA & EPS are used to
measure the financial performance. Financial leverage is taken as independent variable, where debt
equity ratio is used to measure the financial leverage of the company.

4.CONCEPTUAL MODEL

FINANCIAL PERFORMANCE

FINANCIAL LEVERAGE L

(DEBT/EQUITY}

NPM
5. DATA ANALYSIS AND DISCUSSION
TABLE 5.1 DATA OF THE VARIABLES
Sr. No Year | Debt equity EPS (Rs.) NPM (%) ROA (%)
ratio
1 2004 0.17 51.14 15.37 13.31
2 2005 0.13 13.66 18.16 15.65
3 2006 0.24 20.26 20.38 17.57
4 2007 0.04 8.59 18.75 15.13
5 2008 0.15 9.02 16.68 12.23
6 2009 0.22 9.99 14.84 11.32
7 2010 0 13.47 19.29 12.8
8 2011 0.07 11.96 15.16 11.36
9 2012 0 14 16.1 12.49
10 2013 0.11 18.77 18.37 13.11
11 2014 0.09 17.29 14.8 10.74
12 2015 0.12 14.71 11.65 7.77
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5.2 DEBT EQUITY RATIO shows a fluctuating trend during the study period from 2004 to 2015
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5.5RETURN ON ASSETS

ROA
= ROA

17.57
15.65 15.12
13.31 12.8 13.11
12.23 : 12.49
11.32 11.36 10.74
I I I I I I I
1 2 3 4 5 6 7 8 9 10 11 12
6. CORRELATION ANALYSIS

Correlation analysis is an important statistical tool which helps in determining the relationship
between two or more variables

Correlation Matrix

Variable debt equity ratic  EPS Net profit margin~ ROA

debt equity ratio 1

EPS 0.285 1

Net profit margin -0.043 -0.091 1

ROA 0.205 0.121 0.886 1

The above correlation table indicates the relationship between debt equity ratio, EPS, Net profit
margin and ROA are as follows,

1.H1:Thereisanagative correlation between D/E ratioand NPM

The matrix spot that the correlation between D/E ratio and NPM is weak negative correlation.
As this ratio tells that how much additional dollar earned by the company has effect on profits. The
negative relation between D/E ratio and NPM ratio indicates that as debt increases, net profit of the
company tent to decrease, because most of the revenues are used to pay off the debts. So, NPM ratio
will also decrease.Therefore hypothesis is accepted. Hence there exist insignificant negative
relationship between D/E ratio and NPM.

2.H2:Thereis a positive correlation between D/E ratio and ROA.

The correlation between D/E ratio and ROA is weak positive correlation. This indicates that the
assets which are financed by the debt have greater returns. Therefore hypothesis is accepted. Hence
there exist insignificant positive relationship between D/E ratio and ROA.
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3.H3:Thereis a positive correlation between D/E ratio and EPS.

The correlation between D/E ratio and EPS is weak positive correlation. It means that the
financial leverage has acted favourably and debt capital is used by the company to increase the earning
per share of CIPLA company. Therefore hypothesis is accepted. Hence there exist insignificant positive
relationship between D/E ratio and EPS.

7.REGRESSION ANALYSIS
Regression analysis is a mathematical method to measure the impact of one (independent)
variable on another (dependent) variable.

H4 :There is a significant effect of D/E ratioon NPM

Regression Statistics
Multiple R 0.0428
R Square 0.0018
Adjusted R Square -0.0980
Standard Error 0.0810
Observations 12

R squared is the proportion of variation in the dependent variable explained by the regression
model. Regression analysis between D/E ratio on NPM is 0.0018. this shows NPM is not attributed by
D/E ratio.

ANCVA af the sample

Model df 58 M F Significance F
Regression 1 0.000121 0.000121 0.018374 0.895
Residual 10 D.065646 0.006565
Tatal 11 0.065767

The P value is 0.895. which stated that NPM can not be explain by D/E ratio. This implies that
thereis no significant effect of D/E ratio on NPM.

H5 : There is a significant effect of D/E ratio on ROA

Regression Statistics
Multiple R 0.2046
R Square 0.0419
Adjusted R Square -0.0539
Standard Error 0.0794
Observations 12

When we consider the coefficient of determination (R Square ) of D/E ratio on ROAis 0.041. This
shows only 4% variance in ROA is attributed by D/E ratio. 96% of the variation is explained by other
factors determining the ROA.
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ANOVA of the Sample

Maode/ df 58 MS F Significance F
Regression 1 0.002753 0.002753 0.43696032 0.524
Residual 10 0.063013 0.006301
Total 11 0.065767

The P value is 0.524. Which stated that ROA can not be explain by D/E ratio. This implies that
thereis nosignificant effect of D/E ratio on ROA.

H6 : Thereis a significant effect of D/E ratio on EPS

Regression Statistics
Multiple R 0.2888
R Square 0.0834
Adjusted R Square -0.0083
Standard Error 0.0776
Observations 12

The coefficient of determination (R Square ) of D/E ratio on EPS is 0.083. This shows only 8%
variance in EPS is attributed by D/E ratio. Remaining 92% of the variation is explained by other factors
determining the EPS

ANOVA of the Sample

Mode! df 58 MS F Significance F
Regression 1 0.005485396 0.005485 0.909367 0.363
Residual 10 0.060281271 0.006028
Tatal 11 0.065766667

The P value is 0.363. Which stated that EPS can not be explain by D/E ratio. This implies that
thereis no significant effect of D/E ratio on EPS.

8.CONCLUSION

In this paper the researcher has concentrated on data presentation, data analysis and
hypothesis testing. The aim of the study is to investigate the relationship between the financial
leverage and financial performance of the company and to investigate the impact of debt equity ratio
(D/E Ratio) on net profit margin (NPM), return on assets (ROA) and earning per share (EPS).Financial
performance is used as dependent variable, where NPM, ROA & EPS are used to measure the financial
performance. Financial leverage is taken as independent variable, where debt equity ratio is used to
measure the financial leverage of the company.The results shows the positive relationship of D/E ratio
with ROA and EPS. And there is negative relationship of D/E ratio with NPM. And also the impact of
financial leverage on NPM, ROA & EPS is statistically insignificant. The change in ROA due to D/E ratio is
only 4% and change in EPS is only 8% which is not significant. So CIPLA company should make optimum
mix of debt and equity to have significantimpact on financial performance.
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9.SUGGESTIONS AND RECOMMENDATIONS FOR FURTHER RESEARCH

Further researchers may extend study period and may also take all the companies in
pharmaceutical industry in India. Researcher can also conduct comparative study by taking data from
different sectorsto check the relationship between financial leverage and financial performance.
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