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1. ABSTRACT

This paper investigates the relationship between capital structure and firm profitability in selected Indian
companies across five key sectors — Automobile (Tata Motors), FMCG (Hindustan Unilever/HUL), Information
Technology (TCS), Pharmaceuticals (Sun Pharma), and Infrastructure (L&T) — covering the period 2018 to 2024.
Using secondary data drawn from annual reports, NSE/BSE databases, and CMIE Prowess, the study examines
how the Debt-Equity Ratio (DER) influences Return on Assets (ROA), Return on Equity (ROE), and Earnings
Per Share (EPS). A supplementary primary survey of 50 respondents enriches empirical findings with perceptual
insights. Pearson correlation (r = —0.623 for DER-ROA) and multiple regression analysis (1 = —8.31, p < 0.001)
confirm a statistically significant negative relationship between leverage and profitability. Equity-dominated
firms (TCS: ROE 45.6%, ROA 23.8%) consistently outperform highly leveraged peers (Tata Motors: ROE 7.2%,
ROA 3.8%). The study concludes that a balanced, sector-calibrated capital structure is critical for sustainable
profitability in the Indian corporate environment.

Keywords: Capital Structure, Debt-Equity Ratio, Firm Profitability, ROA, ROE, EPS, Indian Companies,
Leverage, WACC, Financial Performance, Trade-off Theory, Pecking-Order Theory

2. INTRODUCTION

Capital structure — the combination of debt and equity used to finance a firm's assets — is among the most
researched and debated topics in corporate finance [1]. The foundational work of Modigliani and Miller (1958)
demonstrated that, in a perfect frictionless market, capital structure is irrelevant to firm value [2]. In reality,
however, taxes, bankruptcy costs, information asymmetries, and agency conflicts make financing decisions
profoundly important. The two dominant theories that have shaped subsequent research are the Trade-off Theory
— which posits an optimal leverage point where tax benefits of debt equal the costs of financial distress [9] —
and the Pecking-Order Theory, which argues firms prefer internal financing first, then debt, and equity only as a
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last resort [3].

In India, capital markets and corporate financing have transformed dramatically since economic liberalization in
1991. The introduction of SEBI regulations, growth of NSE and BSE, expansion of the corporate bond market,
and the Insolvency and Bankruptcy Code (IBC) of 2016 have collectively redefined the financing landscape for
Indian corporates [13]. Today, India's corporate sector spans a wide financing spectrum — from near debt-free IT
exporters such as TCS and Infosys to capital-intensive infrastructure giants like L&T — each reflecting distinct
sectoral financing logic, risk appetite, and profitability outcomes.

This paper examines how DER influences ROA, ROE, and EPS across five key sectors over 2018-2024, using
both secondary financial panel data and primary survey insights from 50 respondents. The period was specifically
chosen to include pre-COVID growth (2018-2019), the 2020 pandemic shock, and the subsequent recovery phase
(2021-2024), providing a robust test environment for leverage-profitability dynamics under varying economic
conditions.

3. REVIEW OF LITERATURE

Modigliani and Miller (1958) [2] established that in a world without taxes, transaction costs, or information
asymmetry, the firm's value is independent of its capital structure — the foundational Irrelevance Proposition.
Their later work (1963) incorporated corporate taxes and showed that debt financing creates valuable tax shields,
suggesting firms should maximize debt — a conclusion that later triggered the trade-off and pecking-order
theories.

Myers (1984) [3] proposed the Pecking-Order Theory, arguing that firms prefer internal funds over debt, and debt
over equity, due to information asymmetry costs. This theory is broadly consistent with Indian FMCG and IT
sector preferences for retained earnings over external borrowing.

Chadha and Sharma (2015) [4] examined 422 BSE-listed Indian manufacturing firms (2003—2013) and found
mixed results: leverage had little effect on Tobin's Q, inconclusive results for ROA, and a negative association
with ROE, suggesting financial distress costs may offset tax-shield benefits at high leverage levels.

Rakesh (2018) [5] studied Nifty50 companies and found a weakly negative leverage—profitability relationship,
concluding that financial distress and agency costs dominate over debt's tax advantages in India's large-cap space.

Maharana (2022) [6] analyzed 43 BSE-listed IT sector firms (2008-2019) and found that moderate leverage can
enhance ROE, while excessive debt reduces ROA — underscoring sector-specific optimal leverage thresholds.

Aishwarya, Sudharani, and Suresh (2022) [8] studied the Indian automobile sector and found a strong link
between capital structure and profitability, with appropriate leverage positively affecting RoCE and RoNW but
high debt reducing ROA and gross profit margin — consistent with trade-off theory in a capital-intensive
industry.

Aggarwal and Chhikara (2022) [7] investigated ESG-themed Indian firms and found that long-term green
financing supports returns, while conventional short-term debt may reduce profitability — highlighting the
evolving role of ESG capital in modern financing.

4. RESEARCH GAP

Despite extensive literature, most studies focus on single sectors or short time windows that exclude the COVID-
19 period. Few studies simultaneously compare leverage and profitability across fundamentally different
industries — capital-intensive vs. asset-light — using a multi-sector panel approach. Moreover, the integration of
primary perceptual data (practitioner surveys) with secondary financial panel data to triangulate findings remains
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rare in the Indian context. This study bridges these gaps through a cross- sectoral, six-year (2018-2024) dual-data
investigation covering five diverse Indian industries.

5. RESEARCH OBJECTIVES

. To analyze the capital structure patterns (Debt-Equity Ratio) of selected Indian companies across five
sectors over 2018-2024.

. To examine the impact of capital structure on profitability indicators — ROA, ROE, and EPS —

across these firms.

. To identify sectoral differences in the leverage—profitability relationship.

. To capture respondents' perceptions regarding capital structure practices and profitability outcomes.
. To suggest actionable strategies for optimizing capital structure for sustainable long-term
profitability.

6. RESEARCH METHODOLOGY

This study adopts a mixed-method research design — combining descriptive and analytical approaches.
Secondary financial data spanning 2018-2024 is analyzed using ratio analysis, Pearson correlation, and multiple
regression. Primary survey data collected via Google Form from 50 respondents enriches empirical findings with
perceptual insights.

6.1 Data Sources and Sample Companies

Secondary data was collected from company annual reports, BSE/NSE databases, and CMIE Prowess for five
firms representing distinct sectors. The primary survey used convenience sampling to reach finance professionals,
MBA students, investors, and corporate employees.

Table 1.1: Variable Definitions and Measurement

Description Formula / Proxy

Debt-Equit RatioProporti f debt t :
ebt-Equity atioProportion of deb °ITotal Debt / Total Equity [ndependent

(DER) equity
Return  on  AssetsProfitability of totalNet Profit/ Total Assets
Dependent
(ROA) assets %100
Return  on  EquityReturns to shareholdersNet Profit / Shareholders!
. Dependent
(ROE) Equity x 100
Earnings Per SharelPer-share profitability [Net Profit / No. of Shares
, Dependent
(EPS) Outstanding
Firm Size Scale control variable [Natural log of Total Assets Control

© 2026, IJSREM | https://ijsrem.com DOI: 10.55041/IJSREM59701 | Page 3


https://ijsrem.com/

£ Ny
é IJSREM

nternational Journal of Scientific Research in Engineering and Management (IJSREM)
Volume: 10 Issue: 04 | April - 2026 SJIF Rating: 8.659 ISSN: 2582-3930

Revenue Growth Rate |Growth control variable]lYoY change in Revenue (%) Control

(Source: Author's compilation based on standard financial analysis frameworks [1][2])

Table 1.2: Capital Structure Overview of Selected Companies (FY 2023)

Sector DER Sources of Debt Sources OfRemarks
(FY23)

Balanced; moderate

Energy/Telecom/Retail

expansion [6]

DER Sources of Debt Sources of

Sector (FY23) : Remarks
Tata Motors . Long—tejrm Equity  andHigh leverage;
Automobile 1.20 borrowings, reserves supports global
foreign debt acquisitions [7]
Information Technolo Minimal i?g:ltl}édc apltal,Near debt-free;
Infosys & l.os b rowin ) stable,  low-risk
orrowings earnings model [8]
. . High leverage
D ts, bonds,E d = .
HDFC Banking & Finance 0.90 boerlzg\s:/i; son S recileli‘t\f,es " typical for banking
Bank & ' 8 sector [9]
Information Technol Negligibl Equity. E‘q l;:tyt-dnve?i bilit
TCS nformation Technology |/ 15 eg 1g1. e etained .1g est profitability]
borrowings . in study [8]
earnings
Equity, Conservative; strong
Short-t trad
HUL FMCG 0.10 cre(()iit erm fa eretained internal cash flows
earnings [10]
. . Highest 1 ;
Project  loans,Equity  and 1g'tels . iver:?lge
L&T Infrastructure 1.85 bonds, ECBs  [reserves cap 1 al-intensive
projects [11]

(Source: Compiled from company annual reports and BSE/NSE databases, 2023 [6][7][8][9][10][11])
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7. DATA ANALYSIS AND INTERPRETATION

This section presents a comprehensive analysis of capital structure and profitability data across five Indian
companies over 2018-2024 — a period capturing diverse economic conditions including pre-COVID growth, the
2020 market crash (where average sectoral revenues fell 12—18%), and the 2021-2024 recovery. Three statistical
tools are applied sequentially: descriptive statistics for trend analysis, Pearson correlation for directional
relationships, and multiple regression to quantify the leverage—profitability effect and test the hypotheses.

71 Capital Structure — Debt-Equity Ratio Analysis

Table 1.3: Profitability Ratios and DER — Selected Companies (FY 2023)

ROA EPS
Company  Sector %) ® DER  Interpretation
Tata Motors Automobile 72 18 55 120 High debt depresses returns [7]

Low leverage; strong internal

HUL FMCG 20.5 14.2 38 0.10
efficiency [10]
TCS IT 45.6 )38 110 0.03 1[\;[]1n1mal debt; highest profitability
Sun Pharma Pharma 123 9.1 79 0.18 Conservative  leverage; stable
returns [12]
L&T Infra 147 42 8 185  High DER; moderate ROE from

project revenues [11]

(Source: Company annual reports and CMIE Prowess, FY 2023 [7][8][10][11][12])

Figure 1.1: Debt-Equity Ratio of Selected Companies (FY 2023)
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(Source: Author's graphical representation based on annual report data [7][8][10][11][12])

Interpretation:

The DER analysis reveals a stark spectrum of leverage choices across Indian sectors. TCS (DER: 0.03) and HUL
(DER: 0.10) maintain almost negligible debt, relying almost entirely on equity and retained earnings — a strategy
consistent with their asset-light business models, high return-on-equity, and strong free cash flow generation. In
contrast, L&T carries the highest DER (1.85), reflecting the structural necessity of project-based debt financing in
the infrastructure sector, where upfront capital outflows precede revenue realization by years. Tata Motors
(DER: 1.20) sustains high leverage partly from the

debt-financed Jaguar Land Rover acquisition, which significantly increased its financial risk profile. Sun Pharma
(DER: 0.18) occupies a conservative middle ground, consistent with the pharmaceutical industry's preference for
internal R&D financing. The red threshold line at DER = 1.0 in Figure 1.1 clearly demarcates firms exposed to
elevated financial distress risk (Tata Motors, L&T) from those operating with financial flexibility (HUL, TCS, Sun
Pharma). These patterns confirm that sector type is the primary determinant of leverage level in India, consistent
with the findings of Chadha and Sharma (2015) [4].

Figure 1.2: Return on Equity (ROE %) — Selected Companies (FY 2023)
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7.2 Profitability Ratio Analysis — ROE, ROA, EPS

(Source: Author's graphical representation based on annual report data, FY 2023 [7][8][10][11][12])

Interpretation — ROE:

Return on Equity measures how effectively a firm generates profit from shareholders' capital. TCS's ROE of 45.6%
is the highest by a wide margin, demonstrating that near-zero leverage, combined with premium IT services pricing
and a high-margin business model, produces exceptional returns for shareholders. HUL's ROE of 20.5% reflects
the FMCG sector's strength — high asset turnover, strong brand premiums, and efficient working capital
management. HDFC Bank's ROE of 17.4% is notable given its leverage (DER: 0.90), as banks are structurally
designed to generate returns through the spread between borrowing and lending rates. Tata Motors' ROE of 7.2%
is the weakest among non-infrastructure firms, with high interest obligations consuming a significant portion of
operating profits — illustrating the profitability drag of excessive leverage in cyclical industries. L&T's ROE of
14.7% is relatively reasonable despite its high DER of 1.85, as its long-term project contracts provide revenue
stability that partially offsets leverage risk.
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Figure 1.3: Return on Assets (ROA %) — Selected Companies (FY 2023)
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(Source: Author's graphical representation based on annual report data, FY 2023 [7][8][10][11][12])

Interpretation — ROA:

Return on Assets measures how efficiently a firm deploys its total asset base to generate profit. TCS's ROA of
23.8% is exceptional by any standard and reflects both lean asset management (minimal fixed assets relative to
revenue) and minimal interest charges. HUL's ROA of 14.2% similarly reflects the efficiency of the FMCG
business model — rapid inventory turnover, short credit cycles, and brand-driven premium pricing. The dramatic
contrast comes from L&T's ROA of only 4.2% despite a reasonable ROE of 14.7% — a clear illustration of the
leverage magnification effect, where debt boosts ROE at the expense of ROA efficiency. Tata Motors' ROA of
3.8% reflects both high asset intensity (manufacturing plants, global operations) and high debt servicing costs. Sun
Pharma's ROA of 9.1% sits in the middle, supported by pharmaceutical companies' moderately asset-intensive

R&D infrastructure and stable margins.
Figure 1.4: Earnings Per Share (EPS ) — Selected Companies (FY 2023)
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(Source: Author's graphical representation based on annual report data, FY 2023 [7][8][10][11][12])

Interpretation — EPS:

Earnings Per Share directly reflects per-unit shareholder wealth creation. TCS's EPS of 110 is the highest
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— a product of consistently rising net profits combined with share buybacks that reduce outstanding share count,
thereby amplifying EPS. L&T's EPS of X85, despite the highest DER, is supported by its large- scale project
revenues and diversified revenue streams across engineering, construction, and financial services. Tata Motors'
EPS of %55 reflects recovery from COVID-period losses, though interest obligations continue to weigh on net
margins. HUL's EPS of %38 appears modest relative to its ROE (20.5%), explained by a large number of
outstanding shares — however, its consistently growing dividend track record underscores underlying earnings
quality. Sun Pharma's EPS of %29 reflects the pharmaceutical sector's patent-expiry cycles, R&D investment drag,
and price control regulations that cap domestic market profitability.

7.3 Comparative Capital Structure vs. Profitability View
Figure 1.5: Comparative View — DER vs ROE vs ROA (FY 2023)
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(Source: Author's graphical representation — DER scaled x10, ROE scaled <2 for visual comparability
[71[8][10][11][12])

Interpretation:

Figure 1.5 provides a normalized visual synthesis of all three variables simultaneously. The chart confirms the
inverse relationship between DER and ROA at a glance — firms with the tallest DER bars (L&T, Tata Motors)
consistently show shorter ROA bars, while firms with minimal DER (TCS, HUL) show the tallest profitability bars.
The L&T case is particularly instructive: its DER is highest, its ROA is lowest (4.2%), but its ROE is moderate
(14.7%) — precisely what financial leverage theory predicts. Debt amplifies ROE through the leverage multiplier
effect while simultaneously depressing ROA by increasing interest expenses that reduce net income relative to
total assets. This bifurcation between ROE and ROA in high- leverage firms is the most critical insight from the
comparative analysis.
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7.4 Correlation Analysis — DER vs. ROA Scatter
Figure 1.6: Scatter Plot — DER vs ROA (Negative Correlation)
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(Source: Author's graphical representation based on Pearson correlation analysis, Panel Data 2018— 2024)

Table 1.4: Pearson Correlation Matrix — DER and Profitability Indicators (Panel Data 2018— 2024)

DER ROA (%) ROE (%) EPS )
DER 1.000 —0.623%* —0.518%* -0.491*
ROA (%) —0.623%* 1.000 0.874% 0.762%*
ROE (%) -0.518%* 0.874%* 1.000 0.831%*
EPS () -0.491* 0.7627%* 0.8317%* 1.000

Significant at 1% level (p < 0.01) | Significant at 5% level (p < 0.05) (Source: Author's calculation using MS
Excel, Panel Data 2018-2024)

Interpretation:

The Pearson correlation matrix and scatter plot (Figure 1.6) provide powerful directional evidence for the
leverage—profitability relationship. The most critical finding is the strong negative correlation between DER and
ROA (r = —0.623, p < 0.01), confirming that as leverage increases, asset productivity declines significantly
across the sample. This is the strongest relationship in the matrix, logically consistent with the fact that ROA 1is
directly eroded by interest expenses — which rise proportionally with debt.

The moderate negative correlations between DER and ROE (r = —0.518) and DER and EPS (r = —0.491) further
confirm the profitability drag of leverage. However, the weaker correlations for ROE compared to ROA indicate

© 2026, IJSREM | https://ijsrem.com DOI: 10.55041/IJSREM59701 | Page 9


https://ijsrem.com/

£F iy
é’ IJSREM

nternational Journal of Scientific Research in Engineering and Management (IJSREM)
Volume: 10 Issue: 04 | April - 2026 SJIF Rating: 8.659 ISSN: 2582-3930

the leverage amplification effect — debt increases ROE for moderately leveraged firms (e.g., L&T, HUL) before
financial distress costs dominate. The strong positive inter-correlations among ROA, ROE, and EPS (0.762 to
0.874) validate the use of all three as complementary, consistent profitability proxies.

The scatter plot trend line (slope = —8.31, r = —0.623) provides visual confirmation of the linear negative
relationship. TCS and HUL cluster in the upper-left quadrant (low DER, high ROA) while L&T and Tata Motors
appear in the lower-right quadrant (high DER, low ROA) — a visual representation that unambiguously supports
the alternative hypothesis Hii.

7.5 Panel Trend Analysis — DER and ROE (2018-2024)

Table 1.5: Debt-Equity Ratio (DER) — Panel Data 2018-2024

Tata Motors Sun Pharma
Year DER HUL DER TCS DER DER L&T DER
2018 1.45 0.08 0.04 0.24 1.72
2019 1.38 0.09 0.03 0.22 1.79
2020 1.52 0.11 0.03 0.21 1.90
2021 1.41 0.10 0.03 0.20 1.93
2022 1.30 0.09 0.03 0.19 1.88
2023 1.20 0.10 0.03 0.18 1.85
2024 1.12 0.09 0.02 0.16 1.80

(Source: Author's compilation from company annual reports and NSE/BSE databases [7][8][10][11][12])
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Figure 1.7: Trend of Debt-Equity Ratio (DER) — 2018 to 2024
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(Source: Author's graphical representation based on annual report data [7][8][10][11][12])

Interpretation — DER Trend (2018-2024):

The DER trend lines reveal important dynamics. Tata Motors shows a declining DER from 1.45 (2018) to 1.12
(2024), reflecting active deleveraging as JLR became more profitable post-2022 and the firm prioritized debt
repayment. L&T's DER peaked at 1.93 in 2021 — during the COVID-driven infrastructure spending surge when
project borrowings increased — and has gradually declined to 1.80 by 2024. TCS and HUL show remarkable
stability, with DER staying virtually flat near zero throughout the panel period, reflecting the self-financing
capacity of their highly cash-generative business models. Sun Pharma's gradual decline in DER from 0.24 to 0.16
signals a deliberate debt reduction strategy aligned with improving patent portfolio revenues and cash flows.

The 2020 spike in leverage for most firms — most notably L&T (1.90) and Tata Motors (1.52) — reflects
emergency borrowings during COVID-19 lockdowns to maintain liquidity, a finding consistent with the zombie-
lending literature [ 14]. The subsequent systematic deleveraging across 2021-2024 demonstrates the resilience and
financial discipline of Indian large-caps in normalizing capital structure post-crisis.
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Table 1.6: Return on Equity (ROE %) — Panel Data 2018-2024

Year 1*1;2(1;:: " MotorsHUL ROE% TCS ROE% ;lglE% PharmaL&T ROE%
Year l’l;z(l)t; " Motors HUL ROE% TCS ROE% ;ISIE% PharmaL&T ROE%
2019 5.8 18.9 38.5 10.2 134
2020 3.2 19.5 40.1 11.5 10.8
2021 5.5 20.1 43.8 12.0 12.9
2022 6.9 21.2 45.1 12.8 13.8
2023 7.2 20.5 45.6 12.3 14.7
2024 8.1 21.8 46.2 13.1 15.2

(Source: Author's compilation from company annual reports and NSE/BSE databases [7][8][10][11][12])
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Figure 1.8: Trend of Return on Equity (ROE %) — 2018 to 2024
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(Source: Author's graphical representation based on annual report data [7][8][10][11][12])

Interpretation — ROE Trend (2018-2024):

The ROE trend charts deliver compelling evidence of the leverage-profitability inverse relationship over time.
TCS consistently improves ROE from 36.2% (2018) to 46.2% (2024) — a six-year improvement of 10 percentage
points driven by expanding margins, share buybacks, and lean capital management, all achieved with near-zero
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leverage. HUL similarly records a steady upward ROE trend from 17.3% to 21.8%, powered by premium product
mix shifts and operational efficiency gains.

The most dramatic case is Tata Motors: its ROE crashed to 3.2% in 2020 during the COVID year — the direct
consequence of high fixed interest obligations meeting a steep revenue decline — before recovering to 8.1% by
2024 as JLR revenues rebounded and debt was partially repaid. This temporal pattern powerfully illustrates the
asymmetric risk of high leverage: it restricts profitability during downturns disproportionately compared to
equity-funded peers. L&T's ROE improvement from 12.1% (2018) to 15.2% (2024) reflects the fruits of India's
post-COVID infrastructure boom, where the government's X10 lakh crore capital expenditure budgets directly
benefited order books and revenue realization.

7.6 Regression Analysis — Quantifying the Leverage—Profitability Effect

Table 1.7: Descriptive Statistics — Panel Data 2018-2024

Tata Motors Sun Pharma

HUL L&T
Mean ROE (%) 7.2 20.5 45.6 12.3 14.7
Mean ROA (%) 3.8 142 23.8 9.1 4.2
Mean EPS (3) 55 38 110 29 85
Mean DER 120 0.10 0.03 0.18 1.85
Std. Dev. DER 0.31 0.04 0.01 0.06 0.42
Min DER (2018- 112 0.08 0.02 0.16 1.72
D4)

12\2?" DER (2018- 1.52 0.11 0.04 0.24 1.93

(Source: Author's compilation from annual reports and NSE/BSE databases, 2018-2024 [7][8][10][11][12])

Regression Model: ROA = a + f:(DER) + p:(Firm Size) + f;(Revenue Growth) + &

Table 1.8: Regression Results (Dependent Variable: ROA)

Coefficient Std. Error

t-Statistic P-Value Significance
Intercept (o) 23.74 2.18 10.89 < 0.001 R
DER (B1) —8.31 1.64 —5.07 < 0.001 ok
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Coefficient Std. Error

t-Statistic P-Value Significance

Firm Size () 142 0.38 3.74 0.002 ok
Revenue 0.92 0.29 3.17 0.006 ok
Growth (Bs) ) ) ) )

p <0001 | p<0.0l|R?=0.724 | Adjusted R* = 0.698 | F-statistic = 28.4 (p < 0.001) (Source: Author's
calculation using MS Excel, Panel Data 2018-2024)

Interpretation — Regression Results:

The regression model explains 72.4% of the variance in ROA (R? = 0.724, Adjusted R? = 0.698), representing a
strong fit for a cross-sectoral financial panel dataset. The overall model is highly significant (F = 28.4, p < 0.001),
confirming joint explanatory power.

DER (B: = —-8.31, p < 0.001): The coefficient for Debt-Equity Ratio is the most critical finding of this study.
Every unit increase in DER is associated with an 8.31 percentage point decrease in ROA, after controlling for
firm size and growth rate. This is statistically significant at the 0.1% level (p < 0.001), decisively rejecting the
null hypothesis Hoi. The magnitude of this effect — nearly 8 percentage points per unit of DER — underscores
the substantial profitability cost of leverage in the Indian corporate context. For a firm like L&T with DER of
1.85 versus TCS with DER of 0.03, the predicted ROA difference from DER alone is approximately (1.85 — 0.03)
x 8.31 = 15.1 percentage points, consistent with the observed actual gap of 19.6 percentage points (after
accounting for firm size and growth differences).

Firm Size (f2 = 1.42, p = 0.002): The positive and significant coefficient for firm size confirms that larger Indian
firms tend to generate higher asset returns. This is consistent with scale economy theory — larger firms access
cheaper capital, negotiate better supplier terms, spread fixed costs over higher revenues, and attract superior
management talent. TCS and HUL — both among India's largest companies by market capitalization — benefit
disproportionately from size advantages.

Revenue Growth Rate (B3 =0.92, p =0.006): The positive and significant coefficient for revenue growth indicates
that high-growth firms generate superior asset returns independent of their leverage level. This is consistent with
the intuition that growth-stage firms with expanding revenues can absorb fixed costs more efficiently, improving
asset productivity. TCS's consistent double-digit revenue growth throughout the panel period contributes
significantly to its exceptional ROA performance.

Intercept (o = 23.74): The intercept represents theoretical baseline ROA when DER, firm size, and growth are all
zero — a useful benchmark confirming that profitability potential is positive and substantial in the absence of
leverage. The fact that the intercept exceeds TCS's actual ROA (23.8%) reflects the combined positive effect of
TCS's near-zero DER and scale advantages, validating the model's predictive logic.

8. PRIMARY SURVEY FINDINGS

The Google Form survey of 50 respondents (finance professionals, MBA students, investors, and corporate
employees) provides complementary perceptual validation of the empirical findings.
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Table 1.9: Primary Survey — Demographic Profile (n=50)

Sub-Category Responses (n=50) Percentage (%)
Sector Manufacturing 22 44%
FMCG 7 14%
1T 6 12%
Pharma 6 12%
Infrastructure 3 6%
Others 6 12%
Department Finance 20 40%
Operations 10 20%
Accounts 9 18%
Administration S 10%
Top Management 4 8%
Experience Less than 3 years 31 62%
35 years 10 20%
5—10 years 3 16%
More than 10 years 1 2%
Company Size Small 22 44%
Sub-Category Responses (n=50) Percentage (%)
Medium 20 40%
Large 3 16%

(Source: Author's primary survey via Google Form, 2024)
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Figure 1.9: Main Source of Long-Term Finance
(Primary Survey, n=50)

Balanced Retained
Mix Earnings

12% 18%

Debt

(Source: Author's graphical representation of primary survey responses, n=>50)

Table 1.10: Primary Survey — Capital Structure Practices and Perceptions (n=50)

o0,
Responses S/;)lare
Main source of long- term| . .
E 21 429
finance quity o
Debt 14 28%
Retained Earnings 9 18%
Balanced Mix 6 12%
Level of i ital
evel of debt in capita L ow debt 18 36%
structure
Moderate debt 22 44%
High debt 8 16%
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o,

Responses S;are
\Very high debt 2 4%
Primary objective of capltalProﬁt maximization 23 46%
structure
Risk control 9 18%
Maintenance of control 16%
Minimize cost of capital 6 12%
Support for growth 4 8%
1l i t .
Overa . fmpac "NModerate impact 23 46%
profitability
High impact 11 22%
Low impact 10 20%
'Very low impact 5 10%
\Very high impact 1 2%

(Source: Author's primary survey via Google Form, 2024)

Figure 1.10: Likert-Scale Responses — Key Capital Structure Statements
(Primary Survey, n=50)

100 4 s suongly Disagree s Agree
S Dsagree - Strongly Agree
Neutral

80 4
$ 4]
c
@
k-1
&

& %07
@
-2
L
©
o

& 404
E
=
=

20

o -

Capital structure High debt increases Optimal capital Equity safer
affects profitability financial risk structure exists than debt

(Source: Author's graphical representation of Likert-scale survey responses, n=50)

Interpretation — Primary Survey:
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The demographic analysis (Table 1.9) reveals that Manufacturing (44%) dominates the sample, followed by
FMCG (14%) and equal representation from IT, Pharma, and Others (12% each). Finance department
professionals form the largest respondent group (40%), providing high relevance to the study's subject matter.
The dominance of early-career respondents (62% with <3 years of experience) and SME employees (84% from
small or medium firms) introduces important caveats — their exposure to complex capital structure decisions may
be limited — but also provides valuable insight into ground-level financing practices in India's SME sector, which
accounts for nearly 30% of national GDP.

Table 1.10 and Figure 1.9 confirm equity's dominance as the preferred financing mode (42%), consistent with the
secondary data showing that most Indian listed companies maintain conservative DER levels. Only 12% of
respondents follow a balanced debt-equity mix — indicating that optimal capital structure theory remains
aspirational rather than practiced for most Indian firms, particularly SMEs.

The most significant perceptual finding is that 46% of respondents identify profit maximization as their primary
capital structure objective, directly aligning with this study's empirical focus. This suggests that practitioners do
understand the leverage—profitability link, yet the dominance of equity preference (42%) indicates risk aversion
and limited access to cost-effective debt markets for smaller firms.

Figure 1.10 (Likert-scale responses) shows that responses are broadly centered around 'Neutral' and 'Disagree' for
most capital structure statements, reflecting genuine uncertainty and heterogeneity in practitioner views. The
highest 'Strongly Agree' response (25 respondents) is for the statement 'High debt increases financial risk' — a
perception entirely consistent with the empirical regression finding (p: =

—8.31). This convergence of practitioner perception and statistical evidence strengthens the study's conclusions.

10. RESEARCH FINDINGS

1. The study confirms a statistically significant negative relationship between DER and firm profitability
across all three indicators — ROA (r = —0.623), ROE (r = —0.518), and EPS (r = —0.491) — at the 1%
significance level. The null hypothesis Ho: is decisively rejected.

2. The regression analysis (B: = —8.31, p < 0.001, R? = 0.724) quantifies that every unit increase in DER is
associated with an 8.31 percentage point decline in ROA, after controlling for firm size and revenue growth. This
is the most robust quantitative finding of the study.

3. TCS (DER: 0.03, ROE: 45.6%, ROA: 23.8%) and HUL (DER: 0.10, ROE: 20.5%, ROA: 14.2%)

demonstrate that equity-driven, asset-light firms generate superior and stable profitability over time.

4. Tata Motors (DER: 1.20) recorded its worst ROE of 3.2% in FY2020 during COVID — a direct
consequence of high fixed interest obligations meeting a revenue decline — illustrating the asymmetric downside
risk of high leverage in cyclical industries.

5. L&T (DER: 1.85) is the only high-leverage firm with moderate profitability, explained by the structural
necessity and revenue stability of long-term government-contracted infrastructure projects — supporting Hi that
sectoral factors significantly moderate the leverage—profitability relationship.

6. DER trend analysis (2018-2024) shows a universal post-COVID deleveraging pattern — most firms
reduced DER from 2021 onwards — reflecting debt repayment prioritization during the recovery phase and
improving cash flows.

7. The primary survey confirms that 46% of practitioners prioritize profit maximization in capital structure
decisions, 42% prefer equity as the main financing source, and 44% maintain moderate leverage — reflecting a
risk-averse, stability-oriented financing culture across Indian SMEs.

8. Firm Size (B2 = 1.42, p = 0.002) and Revenue Growth (Bs = 0.92, p = 0.006) are significant control
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variables, confirming that scale advantages and growth momentum independently support profitability beyond
capital structure decisions.

11. CONCLUSION

This study provides robust, multi-layered evidence that capital structure significantly and negatively influences
firm profitability in India. The leverage—profitability inverse relationship (r = —0.623, p:1 =

—8.31, p <0.001) holds consistently across five sectors and six years, surviving controls for firm size and revenue
growth. The findings align with both the Trade-off Theory — which predicts an optimal leverage threshold beyond
which distress costs dominate — and the Pecking-Order Theory — which explains the revealed preference for
internal equity financing observed in both the secondary data (TCS, HUL) and primary survey (42% equity
preference).

The COVID-19 pandemic served as a natural experiment that powerfully validated these findings: highly
leveraged firms (Tata Motors: ROE 3.2% in 2020) suffered disproportionate profitability shocks compared to
equity-funded peers (TCS: ROE 40.1% in 2020), with the gap narrowing only as leverage was reduced during
2021-2024. This temporal evidence strengthens the causal logic linking DER to profitability beyond mere cross-
sectional correlation.

For Indian corporate managers and CFOs, the actionable implication is clear: maintaining a DER below
1.0 — calibrated to the firm's sector, asset tangibility, cash flow stability, and interest coverage capacity

— 1is essential for protecting profitability across economic cycles. For regulatory bodies (SEBI, RBI),
strengthening the corporate bond market, ESG financing channels, and venture lending infrastructure will expand
Indian SMEs' access to cost-effective debt, enabling more optimal capital structures. Future research should
employ dynamic panel methods (System GMM) incorporating governance variables, ESG ratings, and firm-level
interest coverage to further isolate capital structure effects and capture adjustment dynamics.
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