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Abstract

This study aims to determine the impact corporate leverage has on the profitability of the Indian
pharmaceutical industry. The analysis for this study included a decade's worth of time, from 2004-2005 to
2013-2014. The study only uses secondary sources for its data. 37 pharmaceutical firms that trade on the
National Stock Exchange (NSE) are considered and examined throughout the study. Regression and correlation
analysis were the statistical methods employed in this investigation. Financial Leverage (FL), Operating
Leverage (OL), and Combined Leverage were the independent variables (CL). Earnings per share (EPS), Return
on Assets (ROA), and Return on Equity (ROE) were the dependent variables (EPS). The study's findings
indicate that CL and OL significantly impact profitability (ROA, ROE, and EPS). The pharmaceutical sector in
India selected the topic for the research period based on the fact that CL and OL have a significant influence on
profitability.

Keywords: Capital structure, operating leverage, financial leverage, combined leverage.
Introduction

According to Jensen (1986), companies with more internally generated funds than positive net present value
investment opportunities may be forced to use those funds to service debt rather than invest in negative net
present value projects, which would be against the interests of shareholders.

Matt (2000) stated, “Financial Leverage (FL) is the final component of return on equity. FL measures how much a
firm uses equity and debt to finance its assets. As debt increases, FL increases. Management prefers equity
financing over debt since it carries less risk.” Pandey (2006) described the use of the fixed-charge sources of
funds, such as debts and preference capital along with the owner’s equity in the capital structure, as financial
leverage or gearing or trading on equity.

Significance of The Study

The financial management would find this study very helpful in understanding the factors influencing the debt-
to-equity ratio of the Indian pharmaceutical business.

The study's findings are crucial for lending institutions since they enable them to prevent and minimize non-
performing assets while providing loans and other financial support to Indian pharmaceutical companies.

The study's findings also stand to benefit shareholders. They might adjust their portfolio properly after realizing
the extent of leverage used by the pharmaceutical industry.

Scope of The Study

The analysis is limited to the pharmaceutical industry, and it only includes companies listed on either the
national stock market or the Bombay stock exchange at some point during the ten years beginning in 2004-2005
and ending in 2013-2014.
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Objectives of The Study

The following goals of the study have been outlined to how leverage affects the profitability of a certain
segment of the Indian pharmaceutical business.

*  To assess the connection between leverage and profitability in the Indian pharmaceutical sector.
* Toinvestigate how leverage affects profitability.

. To assess the profitability of the pharmaceutical industries in India during the study period and
the growth and trend of various measures of CL.

Hypotheses Developed for The Study

. HO1: Operating leverage does not have an impact on ROA.
*  HO02: Operating leverage does not have an impact on ROE.

*  HO03: Operating leverage does not have an impact on EPS.

*  HO4: Financial leverage does not have an impact on ROA.

*  HO05: Financial leverage does not have an impact on ROE.

* HO06: Financial leverage does not have an impact on EPS.

*  HO7: Financial leverage does not have an impact on ROA.
*  HO8: Financial leverage does not have an impact on ROE.

*  HO09: Financial leverage does not have an impact on EPS.

e HO010: Corporate leverage and Profitability (ROA, ROE, and EPS) do not have a significant
relationship.

Research Methodology for The Study

The secondary source of data is the foundation of the study. The National Stock Exchange (NSE)
(www.nseindia.com) provided the pertinent data for the measurement of the variables and money control
(www.money control.com).

Population

In India, 74 pharmaceutical companies are listed on the NSE. For better analysis, it was first planned to consider
that all pharmaceutical industries are listed on the NSE. It was discovered that although some businesses only had
acceptable data for the previous ten years, others did not. The study's ultimate sample size is restricted to 37
companies whose data are sufficiently available over the previous 10 years, from 2004-2005 to 2013-2014. In this
investigation, the multistage sampling method was employed. 37 companies were thus taken into consideration for
this analysis.

Sampling Design

The theories above have been developed and tested for the present goals. Using the multi-stage sampling
approach, the sample companies for the current study were chosen from the pharmaceutical business in India
that is listed on the NSE. Because the NSE is one of the biggest stock exchanges in India, it was decided to
choose these companies from the NSE listing flag.
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Sampling Techniques

This study is about the Indian pharmaceutical industry. These businesses were chosen because it was simple for them
to access the data or financial statements. For the study, practical sampling techniques have been used.

Figure 1. A Multi-Stage Sampling Technique
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Review of Literature

Veni and Narayanan (2002) studied "Leverage, Capital Structure, Dividend Policy and Practices — the
management Accountant" and the Leverage, Capital Structure dividend Policy and practices on Coromandel
Fertilizers Itd. This study demonstrates the impact of leverage, dividend policy, and the debt-to-equity ratio.
Mohanty (2003) found in the study entitled, “Are view of research on the practices of corporate finance” that the
firm's value both within the industry and the Indian economy and leverage is negatively related to profitability.
Additionally, it was discovered that businesses spend a lot of money on advertising, while research and
development expenses are the least leveraged. Aivazian (2005) analysed the “The impact of leverage on firm’s
investment Canadian evidence” impact of leverage on investment on Canadian industrial companies covering
the period from 1982 to 1999. They discovered a bad correlation between investment and leverage and that low-
growth enterprises are likelier to experience this correlation than high-growth ones.

Narender and Sharma (2006) concluded in the study entitled “Determinants of Capital Structure in Public
Enterprises”, and the study found that the tangibility of assets influenced the leverage in the price-earnings ratios.
Singh and Chitto (2008) analyzed in the study “Does financial leverage influence Investment Decision. The case
of Mauritian Firms?” the study inferred that leverage has a significant negative effect on investments and suggested
it is not the case for the high-growth firm.

Kumamangalam and Govindasami (2010) have examined the impact of leverage on the profitability of selected
cement companies in India. It describes the connection between the debt-equity ratio and earnings per share, as well as
the efficiency with which the company uses debt financing. The study's findings suggested a positive relationship
between leverage, profitability, and growth and that leverage affected a firm's profitability. Virani (2010), in the
study “impact of leverage on the profitability of pantaloon retail India Ltd,” stated that finance decision was
concerned with selecting the correct mix of debt and equity in its capital structure. According to the study's
findings, for the company to prepare for future growth, it should restructure its capital structure and how it
utilizes its capacity. Peswani (2011) found that Marico industry Ltd is more highly leveraged than Britannia
Industries Ltd. Even though both companies had similar levels of profitability, the stockholders of the highly
leveraged company received a significantly higher return on their equity investment.
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Khalid (2012) examined “the determinants of leverage of listed companies™ in the study. It was discovered that there
was no meaningful connection between industries and services. The study's conclusions showed a strong
correlation between leverage, growth rate, liquidity, and tangibility. Olayinka and Taiwo (2012) examined
“Profitability and leverage: Evidence from Nigerian firms” the study analyzed the profit profile of firms in Nigeria
and found that leverage impacts profitability.

Khushbakht (2013) observed in the study and concluded that there is a positive correlation between ROA and
DFL, while there is a negative correlation between ROA and DOL. The relationship between DFL and ROl is
the opposite, and the link between DOL and ROI is equally adverse. According to the correlation results, DFL
and EPS have a strong association, but DOL and EPS have a negative correlation. The conclusion demonstrates
that DFL and DOL have no appreciable impact on ROA, ROE, ROI, or EPS. Khaled et al. (2013) examined in
the study entitled “Impact of Leverage and Managerial Skills on Sharcholders” Return” A sample research
paper entitled “Leverage, governance and wealth effects of asset purchasers” The research, which focused on
670 different companies, concluded that announcement-period returns decrease with the Z-score of the seller.
This suggests that buyers benefit from the lower liquidity of assets sold by sellers who are in greater financial
distress and have a lower debt capacity.

Patel (2014) delineated in the study entitled “Impact of leverage on profitability: A study of sabar dairy”. The
study's conclusions demonstrated that Sabar Dairy has effectively used operating, financial, and total leverage.
Edwin et al. (2014) inferred in the study titled “financial leverage and performance variance among banks.
Evidence of tier commercial banks listed on Nairobi security exchange Kenya” that the analysis showed a negative
correlation between debt asset ratio and ROAC and ROCE though not found significant. Yadav (2014) examined
the study entitled “Determinants of the capital structure and financial leverage: Evidence of selected Indian
companies”. The study discovered a connection between capital structure determinants and financial leverage.

Pandey and Prabhavathi (2016) found in the study and the result of the simple and multiple regression inferred
return on capital employed, return on equity, return on debt, net worth, reserve fund, borrowings, investment as
well as gross fixed assets have a significant impact of financial leverage which means that the debt cost is
strongly associated with the returns of the firms. Pandey et al. (2016) investigated in the study that there is a
significant and negative relationship between leverage and firms’ profitability.

Analysis and Interpretation Regression Model used for Analysis

A statistical method known as regression analysis can be used to estimate the connections that exist between
different variables. When the focus is placed on the relationship between a dependent variable and one or more
independent variables (also known as "predictors"), it encompasses various modelling and analysis approaches
for multiple variables.

The statistical technique known as regression investigates the likelihood of a connection between a single
response variable (typically denoted by Y) and several other factors subject to change. It considers both the
independent and dependent variables and measures their effects.

Correlations Analysis

Both correlation and regression analysis determines how the relationships between various variables are
structured. A correlation coefficient is a statistical tool that helps determine the strength of a linear relationship
between two variables. The correlation coefficient always returns values in the range of -1 to +1.

Correlations are useful because they may illuminate a hypothesised link and demonstrate how that hypothesis
can be implemented.

The following table presents the sample units' average, standard deviation, and compound annual growth rate
(CAGR) of the ROA, ROE, and EPS. This information may be found in the column headings. The standard
deviation is a statistical measure of variety or variability used in probability theory and statistics. It indicates
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the variation or dispersion from the average value (mean or expected value). If the standard deviation is low,
this suggests that the data points frequently fall close to the mean, as opposed to a large standard deviation,
which shows that the data points are distributed throughout a broad range of values.

The compound annual growth rate is an average (CARG). The term "growth rate" refers to the geometric
average of annual growth rates calculated over some years.

CAGR = ((Ending value/Starting value) (1/Number of years)-1)
The compound annual growth rate (CAGR) is a metric that can show an investor how one company has
performed to other stocks in the same industry or a market index. The compound annual growth rate (CAGR)
can also be used to compare the historical returns of equities to those of bonds or savings accounts. When
utilizing the CAGR, it is necessary to keep two things in mind: Because CAGR does not take into account the
risk of an investment, one must use the same periods. A negative CAGR indicates that there may be large
fluctuations from one year to the next and that volatility is not reflected in the CAGR figure. The compound
annual growth rate (CAGR) is a pro forma number that provides a "smoothed" annual yield. Its purpose is to
demonstrate a steady growth rate even though the value of the underlying investment can fluctuate
significantly. When making investment decisions, it is essential to consider volatility, also known as
investment risk.

Operating leverage

It gauges the rate at which rising sales translate into rising operating income. It is a gauge for leverage and the
riskiness or volatility of an organization's operating income.

_ EBIT
T SALES

Financial leverage:

It measures the proportion of a company's total assets invested in fixed-income securities such as debt and
preferred stock. The use of more debt financing by a company leads to a greater degree of financial leverage.

DEBT
FL= -
EQUITY

Combined leverage:

The leverage ratio is a metric that quantifies the combined effect of operational leverage (OL) and financial
leverage (FL) on profits per share. This metric is calculated based on a given change in sales.

CL=FL =0L
Return on Asset:

It is a measurement of how profitable a company is compared to its total assets. The ROA provides insight into
the efficiency with which management generates profits from its assets. ROA is typically presented as a
percentage and is arrived at by dividing the annual earnings of a business by the sum of all of its assets. The
phrase "return on investment" is another name for this concept.

Profit Before Tax
ROA=——""—
Total Asset

Return on Equity:

The percentage of total shareholder equity was repaid from the company's net income as a whole. A
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corporation's profitability can be determined by examining its return on equity, the profit it generates from the
money shareholders have invested in the company.

Profit Before Tax

ROE = -
Equity

Earnings per share:

A portion of a company's profit is allocated to each share of common stock currently outstanding. Earnings per
share are one measure that can be used to evaluate a company's profitability. It is deducted directly from the
account that details profits and losses.

Figure 1

The trend of operating leverage of the pharmaceutical industry in India over the period under study
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Source: Computed results based on compiled data collected from moneycontrol.com

Figure 1 shows that operating leverage fell precipitously between 2010 and 2011. Following that, corporate
leverage fell in the following year, 2011-2012, while operating leverage rises in the following year, 2012-2013.
Throughout the research period, did every sample unit have a positive value? Following a sharp decline in
operational leverage in the years 2004—2005, there was an increase in operating leverage in 2005-2006, as well
as a return to normal operating leverage in the years 2007—2008, 2008-2009, and 2009-2010.

Figure 2

The trend of Financial leverage of the Pharmaceutical industry in India over the period under study
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Source: Computed results based on compiled data collected from money control

Figure 2 demonstrates that financial leverage fell precipitously between 2005 and 2006. Then, throughout 2011
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12 and 2008-09, there was a decline in financial leverage and an increase in operating leverage, respectively.
Throughout the research period, every sample unit has a positive value. After a sharp decline in operational
leverage in 2009-2010, financial leverage increased in 2010-2011, and operating leverage returned to normal in
2011-2012, 20122013, and 2013-2014.

Figure 3

The trend of combined leverage of the pharmaceutical industry in India over the period under study
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Figure 3 demonstrates a sharp decline in total leverage from 2011 to 2012. The combined leverage then decreases in
the following year, 2012-2013, and increases in the following year, 2013-2014. Throughout the research period,
every sample unit has a positive value. Following a sharp decline in operating leverage in 20062007, financial
leverage increased in 2007-2008, and combined leverage continued to climb in 2009-2010 and 2010-2011.

Figure 4

The trend of Operating leverage and return on asset of the pharmaceutical industry in India over the
period under study
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Source: Computed results based on compiled data collected from money control.

Operating leverage and Return on Asset have a positive connection, as seen in Figure 4. In 20052006, there
was a significant increase in OL, and in the years 2010-11 and 2011-12, there was a slight decline.
Additionally, the ROA remained consistent from 2004-2005 to 2009-2010. ROA increases as OL decreases and
vice versa. When the ROA was raised, OL for 2010-2011 decreased. However, ROA shows a slight decline in
the following years, followed by an increase, while OL gradually rises in the following years.
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Figure 5

The trend of Financial leverage and return on asset of the Pharmaceutical industry in India over the

period under study
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Source: Computed results based on compiled data collected from money control.

As can be seen in Figure 5, there is a positive correlation between the use of financial leverage and the return

on assets.

i.e., ROA will rise when FL rises and vice versa. The FL indicates a sharp spike in 2007-2008 and an

increase in the following years. The FL for the previous year indicates a decline in 2009-2010, a reduction in
the first year 2004-2005, and a little gain in the second year 2005-2006. Following that, ROA stays constant till
the years 2008 and 2009.

Figure 6

The trend of Combined leverage and return on asset of the Pharmaceutical industry in India over the

period under study
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Source: Computed results based on compiled data collected from money control.

Figure 6 demonstrates the positive link between CL and ROA, which means that when CL decreases, ROA rises
and vice versa. The CL indicated a significant decline in 2011-2012. and rise in the years to follow. Both the CL

and ROA showed increases in 2013-2014. and a sharp decline in 200607, whereas ROA increased in 2007-08
and only slightly increased in 2005-06. The following years see little change in ROA, and 2010-11 sees a
decline.
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Figure 7

The trend of Operating leverage and Return on Equity of the Pharmaceutical industry in India over the

period under study
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Source: Computed results based on compiled data collected from money control.

Figure 7 demonstrates the positive link between OL and ROE. The years 2013-2014 see a significant increase.
And in the years 2011-2012, there was a tiny decline. In 2010-2011, the ROE increased while the OL
decreased, and vice versa. ROE decreases as OL increases. Additionally, during the research period, OL is
unchanged. The ROE shows a sharp increase from 2004-05 to 2007-08, followed by a modest decline the
following year.

Figure 8

The trend of Financial leverage and Return on Equity of the Pharmaceutical industry in India over the

period under study
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Source: Computed results based on compiled data collected from money control.

Figure 8 demonstrates the favourable relationship between FL and ROE. The FL demonstrates a significant
increase in 2010-11, followed by a decrease in the year. This year, the ROE is growing, although the FL is
going down, and vice versa. In the years that followed, both FL and ROE suffered an increased number of highs

and lows.
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Figure 9

The trend of Combined leverage and Return on Equity of the Pharmaceutical industry in India over the
period under study
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Source: Computed results based on compiled data collected from money control.

Figure 9 demonstrates the favourable association between CL and ROE. In 2013-2014, that was the time when CL
progressively increased in ROE. While CL declined in 2011-12, ROE is also declining in the same year, indicating
that CL and ROE will experience similar ups and downs over the next years. Next was a sharp decline in CL in
2008-2009, and there were similar levels of volatility in CL and ROE in the following year, 2009-2010.

Figure 10

The trend of Operating leverage and Earnings per share of the Pharmaceutical industry in India over the
period under study
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Source: Computed results based on compiled data collected from money control.

Figure 10 demonstrates the favourable association between OL and EPS. EPS significantly increased in 2007-2008
and somewhat decreased in 2009-2010. And during the research time, the OL is unchanged. OL declines as EPS rises
and vice versa. However, the OL shows a tiny decline in the next years before remaining unchanged, but the EPS
steadily rises in the following years.
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Figure 11

The trend of Financial leverage and Earnings per share of the Pharmaceutical industry in India over the
period under study
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Figure 11 displays the EPS, demonstrating that it increased in the first year when the FL increased by an
identical amount. However, the EPS fluctuates more in the following years compared to FL. The EPS fell
significantly in the 2012—-2013 fiscal year while FL increased, and vice versa. And a small change during the
following years.

Figure 12

The trend of Combined leverage and Earnings per share of the Pharmaceutical industry in India over the
period under study
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Figure 12 demonstrates the favourable association between CL and EPS. The EPS indicates a sharp increase in 2008—
2009 and a decline in the following year. Following a severe decline the previous year, the EPS increased in 2013—
2014. Additionally, EPS decreased in 20122013, whereas CL increased in 2010-11.
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Regression analysis

Table 1

Regression analysis of corporate leverage (CL) with Profitability of Pharmaceutical Industry.

Un-standardized Coefficients Séir;?f?g;jeijte:
Model t Sig.
B Std. Error Beta

ROA -0.055 0.319 -0.171 0.865
oL 0.582 0.137 0.584 4.254 0.000
R2 0.341
Adjusted R? 0.322
F-Static 18.095

Durbin-Watson 2.156

Source: Computed results based on compiled data collected from NSE

According to Table 1, OL has a sizable positive coefficient (4.254) on ROA in India's pharmaceutical
business. HOI1: “Operating Leverage does not have an impact on ROA” is rejected at 1% level: with Adjusted
R2 0.322. In the overall regression model, the changes in ROA are represented by R2 at a rate of 34%.
According to the F statistics (18.095), which are significant at the 1% level, the variance in the predictor
variable is responsible for explaining a significant portion of the variance in the response variable.

Table 2

Regression Results of OL on ROE of Automobile Industry in India from 2005 to 2014

Un-standardized Coefficients Séir;?f?giiﬁf:
Model t Sig.
B Std. Error Beta

ROE -1.015 15.528 -0.065 0.948
oL 21.817 6.656 0.485 3.278 0.000
R2 0.235
Adjusted R2 0.213
F-Static 10.743

Durbin-Watson 2.079

Source: Computed results based on compiled data collected from NSE

According to Table 2, OL has a sizable positive coefficient (3.278) on ROA in the Indian pharmaceutical
industry. HO2: “Operating Leverage does not have an impact on ROE” is rejected at 1% level: with Adjusted
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R2 0.213. The changes in ROA that R2 accounts for in the overall regression model make up 23% of the total.
According to the F statistics (10.743), which are significant at the 1% level, the variance in the predictor
variable can largely explain the variance in the response variable.

Table 3

Regression Results of OL on EPS of Automobile Industry in India from 2005 to 2014

Un-standardized Coefficients Séir;?f?ggﬁfj
Model t Sig.
B Std. Error Beta

EPS 11.015 51.245 0.215 0.831
oL 78.277 21.967 0.516 3.563 0.001
R2 0.266

Adjusted R? 0.245
F-Static 12.698

Durbin-Watson 2.378

Source: Computed results based on compiled data collected from NSE

According to Table 3, OL has a sizable positive coefficient (3.563) on EPS in the Indian pharmaceutical
business. HO3: “Operating Leverage does not have an impact on EPS” is rejected at 1% level: with Adjusted
R2 0.245. R2 denotes the overall regression model, responsible for 26% of the variations in EPS. According to
the F statistics (35.915), which are significant at the 1% level, the variance in the predictor variable significantly
explains the variance in the response variable. This is the case even though the significance level is only 1%.

Table 4

Regression Results of FL on ROA of Automobile Industry in India from 2005 to 2014

Un-standardized Coefficients Sctir;?f?;iz:sd
Model t Sig.
B Std. Error Beta

ROA 1.349 0.233 5.78 0.000
FL -0.001 0.001 -0.248 -1.516 0.139
R2 0.062
Adjusted R? 0.035
F-Static 2.298

Durbin-Watson 1.563

Source: Computed results based on compiled data collected from NSE
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According to Table 4, FL has a non-significantly negative coefficient (-1.516) on EPS in the Indian
pharmaceutical business. HO04: “Financial Leverage does not have an impact on ROA” is accepted, with
Adjusted R2 0.035. The overall regression model's representation provided by R2 is responsible for 6% of the
variations in ROA. The significance of the F statistic, which was calculated to be 2.298, demonstrates that the
variance in the predictor variable significantly explains the variance in the response variable.

Table 5

Regression Results of FL on ROE of Automobile Industry in India from 2005 to 2014

Un-standardized Coefficients Sctir;?f?gjeiéig
Model t Sig.
B Std. Error Beta

ROE 39.337 10.822 3.635 0.000
FL 0.026 0.042 0.106 0.628 0.534
R2 0.110
Adjusted R? -0.170
F-Static 0.395

Durbin-Watson 1.617

Source: Computed results based on compiled data collected from NSE.

Table 5 demonstrates that FL has a negligible coefficient (0.628) on ROE in the Indian pharmaceutical
industry. HOS: “Financial Leverage does not have an impact on ROE” is accepted with Adjusted R2 (-0.170).
R2 can represent the overall regression model and is responsible for 11% of the variations in ROE. According
to the F statistics (0.395), which are significant, the variance in the predictor variable can significantly explain
the variance in the response variable.

Table 6

Regression Results of FL on EPS of Automobile Industry in India from 2005 to 2014

Un-standardized Coefficients Séi:gf?giiﬁf:
Model T Sig.
B Std. Error Beta

EPS 181.94 36.543 4.979 0.000
FL -0.071 0.141 -0.084 -0.502 0.619
R2 0.070
Adjusted R? -0.210
F-Static 0.252

Durbin-Watson 1.892
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Source: Computed results based on compiled data collected from NSE

According to Table 6, FL has a non-significantly negative coefficient (-0.502) on EPS in the Indian
pharmaceutical industry. HO06: “Financial Leverage does not have an impact on EPS” is accepted with Adjusted
R2 (-0.210). The percentage of change in EPS that can be attributed to R2's representation in the overall

regression model is 7%. According to the F statistics (0.252), which indicate a significant significance level,
the variance in the predictor variable significantly explains the variance in the response variable.

Table 7

Regression Results of CL on ROA of Automobile Industry in India from 2005 to 2014

Un-standardized Coefficients Séi:?ggiﬁ:g
Model T Sig.
B Std. Error Beta

ROA 1.275 0.243 5.245 0.000
CL -0.005 0.005 -0.155 -0.929 0.359
R2 0.240
Adjusted R? -0.040
F-Static 0.863

Durbin-Watson 1.527

Source: Computed results based on compiled data collected from NSE

Table 7 demonstrates that the impact of CL on ROA in the Indian pharmaceutical industry is non-significantly
negative (-0.929). HO7: “Combined Leverage does not have an impact on ROA” is accepted at a 5% level: with
Adjusted R2 (-0.040). The overall regression model, which R2 represents, is responsible for 24% of the
variations in ROA. The fact that the F statistic has a significance level of 0.863 indicates that the variance in the
predictor variable significantly explains the variance in the response variable.

Table 8

Regression Results of CL on ROE of Automobile Industry in India from 2005 to 2014

Un-standardized Coefficients S(t:an?fgr_dlz:d
Model oethicients T Sig.
B Std. Error Beta

ROE 32.841 10.749 3.055 0.000
CL 0.376 0.24 0.256 1.566 0.126
R2 0.650
Adjusted R? 0.390
F-Static 2.451
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Durbin-Watson 1.652

Source: Computed results based on compiled data collected from NSE

Table 8 demonstrates that CL has a non-significant Coefficient (1.566) on ROE in the Indian pharmaceutical
sector. HO08: “Combined Leverage does not have an impact on ROE” is accepted with Adjusted R2 (0.390).
R2 denotes the overall regression model and is responsible for predicting 65% of the variations in ROE.
According to the F statistics, a significant amount of the variance found in the predictor variable can be
accounted for by the variance found in the response variable.

Table 9

Regression Results of CL on EPS of Automobile Industry in India from 2005 to 2014

Un-standardized Coefficients Séan?fzf\r_d 'Zfd
Model oetticients T Sig.
B Std. Error Beta

EPS 163.92 37.428 4.38 0.000
CL 0.24 0.836 0.048 0.287 0.776
RZ 0.020
Adjusted R? -0.026

F-Static 0.082

Durbin-Watson 1.919

Source: Computed results based on compiled data collected from NSE

Table 9 shows CL's non-significant Coefficient (0.287) on EPS in India's pharmaceutical industry. HO09:
“Combined Leverage does not have an impact on EPS” is accepted with Adjusted R2 (-0.026). R2 denotes the
overall regression model, responsible for 2% of the variations in EPS. According to the F statistics, which
show that the value of 0.082 is significant, it can be concluded that the variance in the predictor variable
significantly explains the variance in the response variable.

Table 10

Pearson Bivariate correlation of Corporate Leverage on Profitability of Pharmaceutical Industry in India
from 2005 to 2014.

oL FL CL ROA ROE EPS
Pearson Correlation 1
oL
Sig. (2-tailed)
Pearson Correlation -0.082 1
FL
Sig. (2-tailed) 0.631
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Pearson Correlation 0.117 .904™ 1
CL
Sig. (2-tailed) 0.490 0.000
Pearson Correlation .584™ -0.248 -0.155 1
ROA
Sig. (2-tailed) 0.000 0.139 0.359
Pearson Correlation .485™ 0.106 0.256 .626™ 1
ROE
Sig. (2-tailed) 0.002 0.534 0.126 0.000
Pearson Correlation .516™ -0.084 0.048 753" 778™ 1
EPS
Sig. (2-tailed) 0.001 0.619 0.776 0.000 0.000

**_Correlation is significant at the 0.01 level (2 -tailed).

Table 10 demonstrates the link between the numerous independent and dependent variables utilized in the study
in the table above. HO010: “There is no significant relationship between corporate leverage and Profitability
(ROA, ROE, and EPS).” It explains that there is a positive correlation between OL, ROA, and ROE, as well as
EPS, which means that as OL increases, so do ROA, ROE, and EPS. In other words, a higher OL leads to higher
ROA, ROE, and EPS. The study found a negative correlation between FL, ROA, and EPS, indicating that FL
will increase while ROA and EPS will decrease. As a result of the negative correlation between CL and ROA,
an increase of 1% in CL will result in a 1% decrease in ROA.

Results of Descriptive Statistics

e Out of the 37 pharmaceutical companies picked in India, Exide Industries has the highest Operating
Leverage of 5.61, equating to a greater marginal profit. This is because Exide Industries has a larger
customer base.

e One of the 37 pharmaceutical enterprises in India was selected because it had the highest financial
leverage (984.09), which indicates a substantial reliance on fixed-income securities.

e The organization has the biggest combined leverage of 141.46 out of the 37 pharmaceutical businesses
in India that were examined, which shows that the company's fixed expenditures allow the organization
earn considerable profits.

e One of India's 37 pharmaceutical companies achieved the highest return on assets, at 5.02 percent.

e Out of the 37 different Indian automakers, the business that has generated the highest return on equity
(225.97)

e The selected 37 Indian pharmaceutical businesses had the greatest earnings per share (598.65),
indicating that each individual asset's price in the pharmaceutical sector would rise.

The theories created to investigate the effects of particular financial factors on corporate Regression and
correlation models were used to evaluate leverage. Regression and correlation model outcomes demonstrate
that:

Findings of Regression Model:

. The HOL: Operating Leverage does not affect Return on Asset at a 1% level is rejected since Operating
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Leverage (OL) is a key predictor of Return on Asset (ROA). Thus, it may be said that OL significantly
"impacts" ROA.

The HO2: Operating Leverage does not have a major influence on Return on Equity at a 1% level is
rejected since Operating Leverage (OL) is a significant predictor of Return on Equity. Therefore, it
may be concluded that OL significantly “impacts" ROE.

The HO3: Operating Leverage does not influence Earnings per Share significantly at 1% level is
rejected since Operating Leverage (OL) is a substantial predictor of Earnings per Share (EPS). As a
result, it is discovered that OL significantly affects EPS.

Accepting the HO4: Financial Leverage Does Not Affect Return on Asset as Financial Leverage (FL) is
Not a Significant Determinant of Return on Asset (ROA). Therefore, it may be said that FL does not
affect ROA.

Financial leverage (FL) does not significantly influence Return on Equity (ROE), supporting the
hypothesis (HO05) that financial leverage does not affect Return on Equity. Therefore, it may be
concluded that FL does not affect ROE.

Financial leverage (FL) does not significantly influence earnings per share (EPS), supporting hypothesis
6, that financial leverage does not affect earnings per share. As a result, it is determined that FL does not
affect EPS.

The HO7: Combined Leverage Does Not Affect Return on Asset is accepted because combined leverage
(CL) is not a significant predictor of return on asset (ROA). Therefore, it may be said that CL does not
affect ROA.

The HO08: Combined Leverage Does Not Affect Return on Equity is accepted because combined
leverage (CL) is not a significant predictor of return on equity (ROE). Therefore, it may be concluded
that CL does not affect ROE.

The H09: Combined Leverage Does Not Affect Earnings Per Share is accepted since the combined
leverage (CL) is not a significant predictor of earnings per share (EPS). As a result, it is determined that
CL does not affect EPS.

Findings of Correlation Model:

The OL's corporate leverage is positively correlated with ROA, ROE, and EPS, whereas the FL's corporate
leverage is negatively correlated with ROA, EPS, and the CL's corporate leverage is similarly negatively
correlated. HO10: Corporate leverage and profitability have no appreciable link (ROA, ROE, and EPS).
Consequently, it may be said that OL with ROA, ROE, and EPS have positive correlations whereas FL with
ROA, EPS, and CL with ROA have negative correlations.

Conclusion

According to the data shown above, it is possible to conclude that FL and CL do not significantly impact
profitability measures. On the other hand, OL does have a significant impact on the ROA, ROE, and EPS of the
pharmaceutical sector in India.
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