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Abstract 

Capital structure determines the proportion of debt and equity used to finance business operations and long-term 

investments. An appropriate capital structure can reduce the cost of capital, improve financial stability, increase 

shareholder wealth, and support sustainable growth. This study examines the capital structure of TVS Motor Company, 

focusing on debt-equity ratio, financial leverage, cost of capital, profitability, liquidity, solvency, and shareholder value. 

It also examines factors influencing financing decisions and the importance of maintaining an appropriate capital 

structure. The study highlights the significance of effective financial planning and balanced financing decisions for 

improving operational efficiency, financial performance, risk management, and long-term organizational sustainability. 

 

 

1. Introduction 

• Capital structure is one of the most important financial decisions of a business because it determines the 

combination of debt and equity used to finance operations, assets, expansion, technological development, research, and 

daily activities. The selection of appropriate financing sources directly influences profitability, financial risk, liquidity, 

solvency, and shareholder wealth. Therefore, effective capital structure management has become an essential component 

of corporate financial planning. Debt capital consists of loans, debentures, bonds, and other borrowed funds, whereas 

equity capital represents funds invested by shareholders. An effective capital structure should maintain a suitable balance 

between these sources. Excessive dependence on debt increases interest obligations, repayment pressure, and financial 

risk, while excessive dependence on equity can increase the cost of capital and reduce earnings available to existing 

shareholders. The primary objective is therefore to identify an appropriate debt-equity combination that supports 

business growth while minimizing financial risk and financing costs. 

• Several factors influence capital structure decisions. Profitability is important because highly profitable 

companies can rely more on retained earnings and may require less external borrowing. Business risk also affects 

financing choices because companies operating under uncertain conditions may prefer lower debt. Liquidity determines 

an organization's ability to meet interest and repayment obligations. Growth opportunities require additional financial 

resources for production expansion, technological development, investment, and market penetration. Tax benefits 

associated with debt financing can also influence financing decisions. Market conditions, inflation, interest rates, 

investor expectations, government policies, and economic growth further affect capital structure choices. Capital 

structure theories provide a theoretical foundation for financing decisions. The Net Income Approach suggests that 

greater use of relatively cheaper debt can reduce the overall cost of capital. The Net Operating Income Approach argues 

that changes in debt financing are offset by changes in the cost of equity. Traditional Theory proposes an optimum capital 

structure at which firm value is maximized and weighted average cost of capital is minimized. Modigliani and Miller 

Theory explains capital structure under perfect market assumptions. Pecking Order Theory suggests preference for 

retained earnings, followed by debt and finally new equity, while Trade-Off Theory emphasizes balancing the tax 

benefits of debt against financial distress costs. 

• Financial leverage is another important component of capital structure. Appropriate leverage can improve 

shareholder returns when organizational performance is strong, but excessive leverage can increase financial risk and 

negatively affect profitability during adverse conditions. Debt-equity ratio, debt ratio, interest coverage ratio, financial 

leverage ratio, return on equity, return on capital employed, earnings per share, and solvency ratios can be used to 

evaluate capital structure effectiveness. Modern technologies such as financial modelling, artificial intelligence, 

predictive analytics, business intelligence, and ERP systems can further improve financial forecasting and financing 

decisions. The automobile industry requires substantial financial investment for manufacturing facilities, product 
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development, electric mobility, technological innovation, environmental compliance, marketing, and international 

expansion. TVS Motor Company operates in this highly competitive environment and continuously evaluates its capital 

requirements, financing costs, profitability, liquidity, investment opportunities, and financial risks. The present study 

therefore examines the company's debt-equity ratio, financial leverage, profitability, liquidity, solvency, financing 

decisions, and shareholder value to understand the importance of effective capital structure management in supporting 

long-term growth and financial stability. 

 

 

2. Literature Review 

• Nair and Joseph (2020): Found that appropriate debt levels could increase shareholder earnings and support 

expansion, while excessive leverage increased repayment difficulties and business risk. 

• Chandra and Arora (2021): Established that companies with balanced financing and adequate liquidity 

achieved better financial performance, highlighting liquidity as an important element of capital structure management. 

• Gupta and Ramesh (2022): Found that leading Indian automobile companies used combinations of debt, 

equity, and retained earnings to finance expansion while maintaining financial flexibility. 

• Prasad and Kiran (2023): Reported that effective financing strategies improved market valuation, earnings per 

share, and return on equity. They recommended periodic review of financing policies. 

• Malhotra and Jain (2024): Highlighted the increasing use of artificial intelligence, business intelligence, 

financial modelling, and predictive analytics in capital structure planning, risk assessment, and financing decisions. 

• Research Gap: Previous studies have examined debt-equity ratios, leverage, profitability, liquidity, and cost of 

capital from different perspectives. However, there is scope for an integrated assessment of these factors together with 

financing choices and shareholder value in the context of TVS Motor Company. The present study addresses this gap by 

examining the company's overall capital structure and its relationship with financial performance, stability, and long-

term growth. 

 

 

3. Research Objectives 

1. To study the capital structure of TVS Motor Company. 

2. To examine the company's debt and equity financing pattern. 

3. To analyse the impact of capital structure on profitability, liquidity, and financial performance. 

4. To assess the role of financial leverage and cost of capital in financing decisions. 

5. To examine the influence of capital structure on shareholder value and financial stability. 

6. To suggest suitable measures for improving the company's capital structure and long-term financial 

performance. 

 

 

4. Research Methodology 

1. Research Design: Descriptive research design. 

2. Research Approach: Quantitative approach. 

3. Primary Data: Structured questionnaire collected from respondents associated with financial decision-making. 

4. Secondary Data: Annual reports, financial statements, journals, books, research papers, and financial 

publications. 

5. Sampling Method: Convenience sampling. 

6. Statistical Tool: Percentage Analysis and Descriptive Statistics were considered appropriate for analysing 

respondents' perceptions regarding capital structure. 
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5. Data Analysis 

Table 1. Perception Regarding the Effect of Capital Structure on Profitability 

Response Respondents Percentage (%) 

Strongly Agree 35 35 

Agree 36 36 

Neutral 14 14 

Disagree 9 9 

Strongly Disagree 6 6 

Total 100 100 

Interpretation: 

• 71% of respondents either strongly agree or agree that capital structure affects profitability. 

• 14% remain neutral. 

• Only 15% disagree or strongly disagree. 

• The findings indicate that an appropriate debt-equity mix is perceived as important for improving profitability. 

Table 2. Perception Regarding the Importance of Maintaining an Optimum Debt-Equity Ratio 

Response Respondents Percentage (%) 

Strongly Agree 37 37 

Agree 34 34 

Neutral 13 13 

Disagree 10 10 

Strongly Disagree 6 6 

Total 100 100 

Interpretation: 

• 71% of respondents agree or strongly agree that maintaining an optimum debt-equity ratio is important. 

• 13% have a neutral opinion. 

• 16% disagree or strongly disagree. 

• The result indicates strong support for maintaining a balanced financing structure. 

Table 3. Perception Regarding the Impact of Financial Leverage on Shareholder Value 

Response Respondents Percentage (%) 

Strongly Agree 32 32 

Agree 38 38 

Neutral 14 14 

Disagree 10 10 

Strongly Disagree 6 6 

Total 100 100 

Interpretation: 

• 70% of respondents agree or strongly agree that financial leverage influences shareholder value. 

• 14% remain neutral. 

• 16% disagree or strongly disagree. 

• The findings indicate that appropriate financial leverage is considered important for enhancing shareholder 

value. 

 

 

6. Results 

1. The study indicates that capital structure is an important determinant of financial performance. 

2. A majority of respondents believe that capital structure has a significant influence on profitability. 

3. Most respondents consider maintaining an optimum debt-equity ratio essential for financial stability. 

4. Financial leverage is perceived to influence shareholder value. 

5. The findings support the importance of balancing debt and equity to control financial risk. 

6. Effective financing decisions can contribute to profitability, liquidity, and sustainable business growth. 

7. Regular evaluation of financing requirements can help TVS Motor Company maintain financial flexibility. 
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8. Overall, appropriate capital structure management can support long-term financial stability and shareholder 

value. 

 

 

7. Suggestions 

1. Maintain an optimum debt-equity ratio: TVS Motor Company should continuously maintain a balanced 

combination of debt and equity to control financial risk and financing costs. 

2. Strengthen financial planning: Management should regularly evaluate capital requirements before making major 

financing decisions. 

3. Control excessive leverage: Financial leverage should be monitored carefully to prevent excessive interest 

obligations and repayment pressure. 

4. Improve liquidity management: Adequate liquidity should be maintained to meet short-term financial 

commitments and operational requirements. 

5. Optimize cost of capital: The company should select financing sources that help minimize the overall cost of 

capital. 

6. Increase use of internal funds: Retained earnings can be utilized appropriately for expansion and investment to 

reduce unnecessary dependence on external borrowing. 

7. Review financing policies: Capital structure policies should be reviewed periodically according to market 

conditions, interest rates, business risk, and growth opportunities. 

8. Focus on shareholder value: Financing decisions should support improved profitability, financial stability, and 

long-term shareholder wealth. 

 

 

8. Conclusion 

Capital structure is a significant financial decision influencing profitability, financial risk, liquidity, and shareholder 

value. TVS Motor Company needs an appropriate balance between debt and equity to maintain financial stability. An 

optimum debt-equity ratio can help control financing costs and financial risk. Effective financial leverage can contribute 

to improved shareholder value when properly managed. Profitability, liquidity, business risk, growth opportunities, and 

market conditions should be considered while making financing decisions. Regular evaluation of capital structure can 

help the company maintain financial flexibility. Appropriate use of retained earnings and external financing can support 

sustainable expansion. Overall, effective capital structure management can strengthen TVS Motor Company's financial 

performance, stability, and long-term growth. 
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