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Abstract
‘ . Y i 4 ks o ian cement industry has
Cement Industry is a vital part of the Indian Economy. The Indian ce )
: . . et 3 is a general conce
attracted huge investments, both from Indian as well as foreign investors. It 1s a g pt

that financial leverage and financial performance has a posiuv

attempt has been made to study this relationship in some selected cement companies of India.

Secondary data has been used for eight cement companies covering a period of five years from

2013-14 to 2017-18.
The research has used the indicators of financial performance ROA, ROE, EPS. Net

profit Margin and Sales Growth to examine the impact of financial leverage on financial

performance indicator. This study has also examined the relationship of Debt Equity ratio with

ROA and Earning Per Share and ROA.

The result of the study explained that financial leverage has a negative relationship with
indicators of financial performance, whereas Earnings per share has a significant and positive
impact on ROA, and Debt-Equity Ratio has a negative correlation with ROA which is supported

by the theory also.
Keywords: Financial Leverage, ROA, ROL, Financial Performance

Introduction

| Financial leverage can be described as a business using borrowed money in its capital
structure along with share capital. Debt used along with share capital results into leverage. An
increase in debt results in an increase in financial leverage. A sample of eight cement companies
has been studied with regards to the use of financial leverage and its impact on the performance
of the firm. There are companies which have neither used or used negligible debt as a source of
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o capitel structure, such companies did not form a part of this study. A proper mix of
and equity iS @ major financial decision for any firm. Financial leverage if not used in a
per ratio to equity is an indicator of risk. Borrowed debt is associated with a payment of
nte The firm has to measure its capacity 1o pay this interest else the financial position may
" 'W Cement industry forms an important part of the Indian economy. The top 20 cement
m account for almost 70 per cent of the total cement production of the country. A total
210 large cement plants account for a cumulative installed capacity of over 350 million
m with 350 small plants accounting for the rest. Of these 210 large cement plants, 77 are
W inthe states of Andhra Pradesh, Rajasthan and Tamil Nadu, Financial performance can
ﬁmﬂﬂm’d using indicators like ROA. ROE, EPS after tax, NP margin and sales growth. The
pgcher has used ROA as an indicator of financial performance. Financial leverage is the

W'dmt variable measured by using debt to equity ratio. Descriptive and correlation analysis
Mm used for data analysis.

Review of Literature
- Past researches recognize that profitability in any industry is necessary to analyse the

financial performance of any sector. Several studies have been conducted in this field. A brief
review of some of the studies has been presented.

Javet et at (2015) investigated the impact of operating effectiveness among the firms in
the Asian continent. The data used in the study involved 150 manufacturing firms. The study
revealed the existence of a negative correlation between financial leverage and firms
effectiveness. The study focused on operating effectiveness and leverage and not leverage and
financial performance.

Zahoor Hussain Javeda et al. (2015) revealed in their study that leverage has a negative
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H'H_"> II
MWism“si“d‘wldcmmnablemthlsstudywhchwasmeasmedas
fm debt to total assets ang ROA is used as dependent variable in this study which
easured as the Tatio of net income after tax to total assets. It is & comprehensive indicator
L N Nﬁ"““‘“ because it provides information as to how well a company is using its
Wh generate profits,
mhty (ROA) = Net Income / Total Assets.
: ~ Financial Perforaance = parameters like EPS. Net Profit Margin, Return on Asset,
Retam R Equity. and Sales growth,
Financial Leverage = Total Debt / Total Assets
&) Hypothesis
: EPS has a significant impact on Return on Asset
: Debt Equity Ratio has a significant impact on Return on Asset.
: Financial leverage has a significant impact on Financial performance

'ass

wvlesnnm have been used to describe and summarize the behavior of the
; and independent variables under study. There is a general acceptance that financial

e & mm:stehledmapmodoﬁywsonly
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Table 1. indicates Mﬁ’ﬂ 'M ted cement companies, the b Wi
1n the selec € averg,, 9

is an indica LWM
equity ratio ::roo;m:n:::’wmm ok _eqmﬁﬁ ratio being 0.20 and maximum | S
that there arc firms using high debt equity and
composition of their capital structure. |
a) HI : EPS has a significant impact 0

dlgd'“

there are firms who use minimup, b
In th

n Return on Asset

Table 2. Correlations petween EPS and ROA

EPS ROA
Earnings per Share 1 i) 842
Return on Assets 842 1

Table 2 shows that Earning per share is positively correlated to ROA . Firms with pig,,

EPS is more favourable because the company is generating higher profits. Higher profj |
important for ROA because ROA is obtained by dividing the profit of the firm with total assey
of the firm. The higher profit results in higher ROA. This is evident in Table 2 above that the

impact of EPS is 0.842 on ROA.
b)  H2: Debt equity has a significant impact on ROA

Table 3. Corrchﬂnm between Debt Equity and Return on Assets
Mrﬁqwty» | Return on Assets

Mﬁquuy N ‘:F'-l PR TN b .'-I?ﬂm
ReurnonAssets | -722° |1
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= | Observl |
. O Minmum | Maximum | Mean | #id, Virlee
' Duvintion
0N 14.07 049 | 472 2.
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:
,company under study show i varfation in minfmum and maximum PP ranging from 3
d' 011 to 291,64 with a mean EPS of 55,98, The Maximum Net Profit Margin in .’

. Maximum Return on Asset heing 9.85 percent and Return on Pguity being 14,84,
or the yenrs with 0,04 as its

il ‘hll been observed to be having o minimum varlianee ov
sn Analysis of Financial Performance indicators with Vinaneial Leverage
farnings | Net Profit | Return | Return o oles
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Table 5 shows thé relationship between m E l‘everage/Di;lt)tE':qul;itt:Rr:ttiio e Varig
ieators of inancial performance. The results are inductve ﬂ:jatbt uity ratio haz iy k'
positive relationship with sales growth, other than that the de .:q Sl n.a Negatiy,
l‘elationship with Earning per share, whereas theory evidence that if a pl‘(;Pet hp p; el dety

is used in capital structure its gives a better return to the share}.lﬂldef& ut here the dag, being
varied the results are inductive that there is a negative relationship between the debt-eqy

ity ratig,
uity.
Earnings per share, Net profit Margin, Return on Asset and Return on Equity
Conclusion

The present study has been done to
per share and ROA, Debt-

and Financija] Performanc

examine the empirical relationship between Eamings
Equity Ratio and ROA and the relationship between Debt Equity Rati,

¢ Indicators. The sample size was 8 (cight) companies. Correlatjoy, has
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