e Jeurnal

2 2y
@Rﬁ International Journal of Scientific Research in Engineering and Management (IJJSREM)

w Volume: 09 Issue: 06 | June - 2025 SJIF Rating: 8.586 ISSN: 2582-3930

“Impact of Capital Structure on Profitability of Reliance Industries”

Submitted By: Poonam Negi
Enrolment Number: 23042010756

MBA 2023-2025

UNDER THE GUIDANCE OF
Prof. Neha Verma

School of Business
Galgotias University
May, 2025

ABSTRACT

This study investigates the Impact of capital structure on the profitability of Reliance Industries Limited (RIL)one
of India’s most prominent and diversified corporate entities. Capital structure, defined as the proportion of debt and equity
used by a firm to finance its operations, plays a vital role in shaping its financial health and long-term sustainability. The
research is driven by the need to understand how Reliance Industries’ evolving financing strategies have influenced its
profitability over a ten-year period, particularly during its expansion into capital-intensive sectors like telecommunications
and retail.

The primary objectives of this research are fourfold:

1. To analyse historical trends in the capital structure of Reliance Industries from FY 2013—14 to FY 2022—
23;
2. To assess the relationship between key capital structure ratios namely, Debt-to-Equity Ratio, Interest

Coverage Ratio, and Total Debt Ratio and profitability metrics such as Return on Assets (ROA), Return on Equity
(ROE), and Net Profit Margin (NPM);

3. To evaluate whether variations in capital structure have contributed positively or negatively to the
company’s financial performance;

4, To propose evidence-based recommendations for achieving an optimal capital structure that maximizes
profitability while minimizing financial risk.

The research design adopted is quantitative and analytical in nature, relying on secondary data sourced from the annual
reports of Reliance Industries, financial databases (such as CMIE Prowess and Money control), and stock exchange filings.
The data was subjected to statistical analysis using Microsoft Excel and SPSS, with correlation and multiple regression
techniques employed to determine the strength and direction of relationships between capital structure components and
profitability indicators.

The findings suggest that Reliance Industries has maintained a balanced and adaptive capital structure strategy over the
study period. A moderate positive correlation was observed between the Debt-to-Equity Ratio and profitability indicators,
suggesting that controlled leverage has enabled the company to enhance returns without significantly compromising
financial stability. However, in years of aggressive capital investment, particularly during the launch and scale-up of
Reliance Jio, a temporary rise in debt levels was accompanied by increased interest burdens, exerting downward pressure
on net profitability. The company’s recent success in becoming net-debt free, supported by strategic equity infusions and
asset monetization, has further strengthened its financial position.
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Based on the findings, the study concludes that capital structure decisions have a significant yet nuanced impact on
profitability. It is recommended that Reliance Industries continue to adopt a flexible capital structure policy, maintaining
an optimal mix of debt and equity tailored to specific business needs and market conditions. Monitoring interest coverage
and debt-servicing capacity should remain a priority to safeguard profitability amid large-scale investments.

This research not only contributes to the academic discourse on capital structure and corporate profitability in the Indian
context but also offers practical insights for corporate finance professionals, investors, and policymakers seeking to
understand and improve capital allocation strategies in large-scale enterprises.

INTRODUCTION
Background Factors Necessitating the Project

Situational Analysis

Capital structure decisions are at the heart of every company's long-term financial planning. Whether it’s about choosing
between debt, equity, or a mix of both, these choices directly shape a firm’s profitability, risk level, and overall financial
health. This is especially important in a fast-changing economy like India, where interest rates, market access, and
government policies often shift. In such a dynamic environment, getting the capital structure right isn’t just a financial
decision—it’s a strategic one.

Reliance Industries Limited (RIL), one of India's biggest and most diversified companies, offers a fascinating case for
studying how capital structure influences profitability. Over the past decade, RIL has ventured into several capital-heavy
sectors—from petrochemicals and retail to telecommunications and green energy. A major turning point came in 2016
with the launch of Reliance Jio. To build a nationwide telecom infrastructure, RIL invested heavily, mostly through debt.
This bold move disrupted the telecom industry, giving RIL a dominant market position—but it also increased the
company’s financial burden through rising debt levels and interest costs.

What’s remarkable is how RIL responded. In 2020 and 2021, the company initiated a massive deleveraging effort. It raised
over X1.52 lakh crore by selling equity stakes to global investors like Facebook, Google, and Silver Lake, launched a
successful rights issue, and monetized strategic assets. These efforts allowed RIL to become net-debt free well ahead of
schedule—an impressive feat that showcased its commitment to maintaining financial strength.

Studying RIL’s journey gives us key insights into how strategic capital structure decisions can shape a company’s growth,
stability, and investor confidence. For financial managers, investors, and policy-makers alike, this case underlines the
importance of balancing risk and opportunity in a world of uncertainty.

Literature Review

The debate on the optimal capital structure and its influence on firm performance dates back to the foundational theories
of modern corporate finance. Below is a comprehensive review of classical theories and recent empirical findings relevant
to this study.

1 Classical Theoretical Frameworks

. Modigliani and Miller Theorem (1958 & 1963): Initially, Modigliani and Miller (M&M) argued that in
a perfect capital market, the firm’s value is unaffected by its capital structure. However, in 1963, they revised the
theory to include the tax shield on interest payments, suggesting that debt can enhance firm value due to tax
advantages.

. Trade-Off Theory: This theory posits that firms attempt to balance the benefits of debt (e.g., tax shields)
against its costs (e.g., financial distress, agency costs). Firms therefore seek an optimal capital structure that
maximizes profitability and firm value.

. Pecking Order Theory (Myers & Majluf, 1984): This model asserts that firms prioritize their sources
of financing (internal funds > debt > equity), driven by asymmetric information and transaction costs. Firms may
appear to prefer debt only after exhausting retained earnings, thereby revealing internal profitability patterns.
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. Agency Cost Theory: This theory explores how debt affects the relationships between shareholders,
managers, and creditors. Higher leverage may impose discipline on management but can also lead to
underinvestment or asset substitution risks.

2 Empirical Studies

o Rajan and Zingales (1995): Analysed G7 countries and found that leverage is influenced by firm size,
profitability, tangibility, and market-to-book ratio. Profitability generally had a negative correlation with
leverage, supporting the pecking order theory.

o Titman and Wessels (1988): They explored U.S. firms and concluded that high profitability firms tend
to use less debt, also aligning with pecking order logic.

. Jensen (1986) introduced the concept of free cash flow and highlighted that debt can be used as a tool to
mitigate agency problems by limiting excess cash.

) Bhaduri (2002): In an Indian context, he found that capital market access, business risk, and size
significantly influence capital structure, suggesting the importance of macroeconomic and policy environments.

. Kumar & Sharma (2011) studied firms listed on the BSE and found significant relationships between
profitability and capital structure, particularly emphasizing the role of industry and firm-specific factors.

. Singhania & Seth (2010) concluded that in Indian companies, short-term debt was more correlated
with profitability than long-term debt, highlighting the role of working capital management in capital structuring.

These studies underscore the lack of consensus on the optimal capital structure, especially in diversified conglomerates
like Reliance Industries. Most prior studies are either cross-sectional or limited to specific industries, pointing to a gap in
longitudinal, firm-level analysis in the Indian context.

Exploratory Research

Before finalizing the research problem and design, exploratory research techniques were applied to gather preliminary
insights and validate the study’s relevance.

Secondary Data Search

Annual reports, balance sheets, income statements, and financial disclosures of Reliance Industries from FY 2013—14 to
FY 2022-23 were reviewed. These documents revealed substantial shifts in capital structure, including increasing debt
ratios during the launch of Jio, followed by equity funding rounds and eventual debt reduction.

Case Study Approach

The Reliance Jio initiative served as a mini case study. It provided insight into the company's financing strategy and
illustrated the impact of leverage on overall profitability metrics such as Net Profit Margin (NPM) and Return on Equity
(ROE).

Experience Surveys and Depth Interviews

Interviews were conducted with finance professionals, investment analysts, and MBA faculty. Key themes emerged:

. The importance of timing in capital structure decisions
. The perceived risk of over-leveraging, especially in the telecom and retail sectors
. The role of investor perception in responding to capital restructuring strategies

Focus Groups

Discussions with peer groups, particularly MBA students specializing in finance, yielded qualitative insights on investor
confidence and how equity dilution or debt issuance impacts share price, cost of capital, and long-term profitability.
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These exploratory techniques validated that RIL’s case is not only relevant but also strategically significant for studying
the broader financial principle of how capital structure influences corporate profitability in emerging markets.

RESEARCH TOPIC

Definition of Capital Structure

Capital structure refers to the specific mix of debt and equity that a company uses to finance its overall operations and
growth. It includes:

. Equity Capital — Funds raised from shareholders through the issuance of common or preferred stock.

. Debt Capital — Borrowed funds, including short-term and long-term loans, debentures, bonds, and other
forms of credit.

. Hybrid Instruments — Instruments like convertible bonds or preference shares, which have both debt
and equity features.

The capital structure is typically expressed as a ratio, such as the Debt-to-Equity Ratio (D/E), which measures the
proportion of debt to shareholders' equity.

A well-optimized capital structure ensures a balance between risk and return, minimizes the cost of capital, and enhances
the firm’s valuation and profitability.

Definition of Profitability

Profitability refers to a firm’s ability to generate earnings relative to its revenue, operating costs, assets, or shareholders'
equity over time. Commonly used profitability ratios include:

. Net Profit Margin (NPM)
. Return on Assets (ROA)
. Return on Equity (ROE)
. Earnings Per Share (EPS)

Profitability is a key measure of a company’s financial performance and its ability to create value for shareholders. In this
study, profitability acts as the dependent variable, affected by changes in the capital structure.

Understanding the Relationship

The fundamental research topic explores whether and how capital structure decisions (choice of debt vs. equity
financing) affect the profitability of a diversified firm like Reliance Industries. Key theoretical perspectives (trade-off
theory, pecking order theory, and agency cost theory) suggest that the structure of financing impacts cost of capital, interest
obligations, risk, and ultimately, net profitability.

Given the dynamic financial strategies of Reliance Industries, this study seeks to quantitatively and qualitatively assess
the impact of various capital structure decisions over time on the company's profitability metrics.

RESEARCH QUESTIONS

This section presents both general and specific research questions along with hypotheses. It also explains the expected
relationships between the variables and the logic linking general and specific research aims.

General Research Questions

1. How does the capital structure of a firm influence its profitability over time?
2. What has been the impact of capital structure changes on the financial performance of Reliance Industries
Limited (RIL)?

© 2025, IJSREM | www.ijsrem.com DOI: 10.55041/IJSREM49926 | Page 4


http://www.ijsrem.com/

e Jeurnal

2 2y
@Rﬁ International Journal of Scientific Research in Engineering and Management (IJJSREM)

W Volume: 09 Issue: 06 | June - 2025 SJIF Rating: 8.586 ISSN: 2582-3930
3. Which component of capital structure (debt or equity) plays a more dominant role in shaping RIL’s
profitability?
4, How do capital structure decisions reflect upon investor confidence and financial stability in diversified

Indian conglomerates?

Specific Research Questions (Hypotheses)

Based on the general questions above and past empirical literature, the following specific research questions are translated
into testable hypotheses:

1. Ho: (Null Hypothesis): There is no significant relationship between the debt-to-equity ratio and net profit
margin (NPM) of Reliance Industries.

2. Hu (Alternative Hypothesis): There is a significant negative relationship between the debt-to-equity
ratio and NPM.

1. Ho2: There is no significant impact of total debt ratio on Return on Equity (ROE).

2. Hiz: A higher total debt ratio negatively affects ROE.

1. Hos: Reliance Industries’ capital structure changes have no significant effect on Return on Assets (ROA).
2. His: Changes in capital structure significantly impact ROA.

1. Hoa: There is no significant relationship between the interest coverage ratio and profitability.

2. Hua: A higher interest coverage ratio is positively associated with profitability.

1. Hos: Equity financing decisions (e.g., rights issues, foreign equity infusions) have no effect on earnings
per share (EPS).

2. His: Equity financing decisions positively affect EPS.

Expected Relationships Between Variables

Independent Variable Dependent Variable Expected Relationship

Debt-to-Equit Ratio Net  Profit Margi . .
eorto-tquity atlo e rolt argin Negative (Higher D/E — Lower NPM)

(D/E) (NPM)
. Return on  Equity Negative (High leverage — Pressure on
Total Debt Rat
Ol et Rato (ROE) ROE)
Capital Structure Return  on  Assets

Composition (ROA) Significant, possibly inverse

Interest Coverage Ratio  Profitability Metrics  Positive (Higher ratio — Higher profit)

Earnings Per Share

Equity Infusion Events (EPS)

Positive or mixed (depends on dilution)

Logical Connection Between General and Specific Questions

The general research questions aim to explore broad patterns and theoretical issues about how capital structure affects
profitability. These are informed by foundational theories like the trade-off theory, pecking order theory, and agency
theory, which suggest that capital structure influences cost of capital, financial risk, and shareholder value.
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The specific research questions and hypotheses are drawn from these broader inquiries to allow for empirical testing. For
instance:

. The general question “How does capital structure affect profitability?” leads to the hypothesis “Debt-to-
equity ratio has a negative impact on NPM.”

. Similarly, the question “Which capital component is more effective?” leads to comparisons between debt-
based and equity-based financing strategies, which are tested via ROE and EPS analyses.

This logical bridge ensures that the study not only addresses theoretical constructs but also measures them using practical
financial indicators, allowing for a robust and evidence-based understanding of the issue in the context of Reliance
Industries.

RESEARCH OBJECTIVES

The research objectives are developed from the previously stated general and specific research questions and hypotheses.
They articulate the purpose of the research in clear, measurable, and result-oriented terms, defining what the study aims
to achieve. These objectives also highlight the managerial relevance and practical implications of the research.

PRIMARY OBJECTIVE

To critically examine the impact of capital structure decisions (specifically the mix of debt and equity financing) on the
profitability performance of Reliance Industries Limited over a ten-year period (2013-2023).

Specific Objectives

1. To analyse the trend and composition of Reliance Industries' capital structure over the last ten years,
with specific focus on the Debt-to-Equity Ratio, Total Debt Ratio, and Interest Coverage Ratio.

o Purpose: To identify how the company’s financing behavior has evolved over time.

o Measurability: Quantitative financial analysis using secondary data from annual reports.
2. To assess the trend in key profitability indicators such as Net Profit Margin (NPM), Return on Assets
(ROA), Return on Equity (ROE), and Earnings Per Share (EPS) during the same period.

o Purpose: To evaluate financial performance across business cycles and strategic shifts.

o Measurability: Ratio analysis and time-series data interpretation.
3. To establish the statistical relationship between capital structure variables and profitability ratios,

using econometric tools such as correlation analysis, regression models, and hypothesis testing.

o Purpose: To validate whether capital structure decisions influence profitability.
o Measurability: Significance testing at 5% and 1% levels using SPSS or Excel.
4. To investigate the implications of Reliance Industries’ capital structure across its diverse business

segments including energy, telecom, retail, and digital services.

o Purpose: To explore whether different divisions respond differently to financing decisions.
o Measurability: Segment-wise financial comparison and cross-sectional analysis.
5. To evaluate the effect of major financial events (e.g., Jio’s equity dilution, rights issues, debt-reduction

initiatives) on investor confidence and profitability metrics.

o Purpose: To link strategic decisions with financial outcomes.

© 2025, IJSREM | www.ijsrem.com DOI: 10.55041/IJSREM49926 | Page 6


http://www.ijsrem.com/

e Jeurnal

2 2y
@Rﬁ International Journal of Scientific Research in Engineering and Management (IJJSREM)

W Volume: 09 Issue: 06 | June - 2025 SJIF Rating: 8.586 ISSN: 2582-3930
o Measurability: Event study methodology, stock performance, and EPS changes pre/post events.
6. To derive actionable insights for financial managers on optimal capital structure strategies in large

conglomerates operating in volatile markets like India.
o Purpose. To contribute practical recommendations based on data-driven evidence.

o Measurability: Synthesis of research findings into management suggestions.

STANDARDS FOR ACCOMPLISHMENT

This research is considered successful if it:

o Demonstrates statistically significant relationships between capital structure and profitability.

o Provides a detailed, decade-long analysis of RIL’s capital structure and profitability performance.

o Offers concrete insights and recommendations that financial managers can implement.

. Enhances understanding of financial strategy effectiveness in diversified Indian firms.

. Adds to the academic discourse by validating or challenging existing capital structure theories in the

Indian corporate context.

MANAGERIAL RELEVANCE
This research will help managers and decision-makers in the following ways:

1. Capital Allocation: Provides empirical evidence on whether debt or equity financing has historically
benefited the company’s bottom line, enabling better capital structure planning.

2. Risk Management: Identifies financial risks linked to high leverage or over-reliance on specific capital
components.
3. Strategic Planning: Assists in setting up balanced capital strategies tailored to different business units

and market conditions.

4, Investor Communication: Equips managers with data-backed insights for transparent and effective
stakeholder communication.

5. Policy Formulation: Informs internal corporate finance policies regarding funding, dividend payments,
and reinvestment strategies.

RESEARCH DESIGN AND METHODOLOGY

Type of Research Design

The present study employs a combination of descriptive, exploratory, and causal research designs for the following
reasons:

. Exploratory Research Design was used in the initial phase to understand the theoretical concepts of
capital structure and profitability and to formulate relevant hypotheses through literature review, expert
interviews, and analysis of secondary data.
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. Descriptive Research Design was used to outline the trends and financial metrics of Reliance Industries
Limited over the last 10 years (2013-2023), enabling a thorough understanding of the composition and dynamics
of its capital structure.

. Causal Research Design was employed to examine the cause-effect relationship between capital
structure variables (independent variables) and profitability indicators (dependent variables) using statistical tools
such as correlation and regression analysis.

Data Collection Methods and Forms

This study utilizes both primary and secondary data:

. Secondary Data: Collected from Reliance Industries published annual reports, audited financial
statements, BSE/NSE databases, CMIE Prowess, and financial platforms like Money control and Yahoo Finance.

. Primary Data: Collected through a structured self-administered online questionnaire distributed to
financial analysts, corporate finance professionals, and MBA students (25—60 respondents).

Logic Behind Data Collection Choices:

a. Data Collection Medium:
The online self-administered mode (Google Forms) was selected due to its cost-efficiency, wider geographical reach,
and convenience for respondents.

b. Logic Behind Questionnaire Design:
Questions were designed to:

. Assess respondents' understanding of capital structure principles.
. Gauge perceptions regarding the influence of debt/equity decisions on profitability.
. Collect expert opinions on Reliance Industries' financing strategy.

c. Sequencing of Questions:

. Section A: Demographic details (e.g., age, profession, experience).

. Section B: Awareness and understanding of capital structure.

. Section C: Opinions on Reliance Industries’ capital structure strategies.

. Section D: Perceived relationship between capital structure components and profitability metrics.

d. Types of Scales Used:

o Nominal scale (e.g., profession, gender),
. Ordinal scale (e.g., ranking importance of capital structure factors),
o Likert scale (5-point) to measure attitudes (e.g., “Strongly Disagree” to “Strongly Agree”).

Sampling Design and Plan

1. Target Population: Finance professionals, industry analysts, academicians, and MBA finance students
familiar with corporate finance.

2. Sampling Frame: LinkedIn professional groups, MBA colleges’ alumni networks, and investment
forums.
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3. Sample Units Used: Individual respondents who are directly or indirectly involved with capital structure
decision-making or financial analysis.

4, Sampling Method: Non-probability purposive sampling was used to ensure only relevant and
informed individuals participated.

5. Sample Size: Targeted between 25 to 60 respondents.

6. Response Rate: Out of 60 forms circulated, 57 completed responses were received.
Fieldwork

1. How and Where Conducted:

The fieldwork was conducted online over a period of two weeks. Respondents were approached via LinkedIn,
email, and business school forums.

2. Pretesting and Revisions:

A pretest was conducted with 5 respondents to identify any ambiguities in the questionnaire. Feedback helped in
rephrasing technical terms for better understanding and adjusting the flow of questions for logical coherence.
This improved the clarity and reliability of the main study.

Data Analysis and Interpretation

1. Data Preparation and Processing:
Responses were downloaded into Excel and later imported into SPSS for cleaning and analysis. Missing or
inconsistent responses were excluded after verification.

2. Problems Encountered:

e Some respondents misinterpreted financial terms.

e A few skipped scale-based questions, requiring response editing and imputation for consistency.
3. Statistical Methods Used:

e Descriptive Statistics (Mean, Median, Mode)

e Correlation Analysis (Pearson’s r)

e Linear Regression Analysis

e  T-test for hypothesis testing.

4, Reason for Choice of Techniques:

These methods help determine the strength, direction, and significance of the relationship between capital
structure variables and profitability measures. Regression models identify the predictive power of debt-equity
decisions on profitability.

5. Interpretation of Findings:
¢ High debt-to-equity ratio was found negatively correlated with net profit margin and ROA.

¢ Regression models showed significant negative beta coefficients for debt variables, implying over-
leveraging reduces profitability.

e Interest coverage ratio positively correlated with ROE, indicating stronger financial health with lower
interest burden.
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These findings supported most of the alternate hypotheses, validating that capital structure does influence profitability,
especially in a diversified giant like Reliance.

INTERPRETATION
1. What is your current professional background?

Interpretation: The majority of respondents are from the academic domain—Finance Students (36.8%) and Academic
Researchers (35.1%). This indicates the data is largely informed by theoretical knowledge, with 28% being from industry
(Finance Analysts and Managers). This balanced view helps us understand both practical and theoretical perceptions about
capital structure.

What Is your current professional background?

57 responses

@ Finance Student
@ Academic Researchor
@ Financial Analyst
@ Finance Manager

2. How many years of experience do you have in finance or corporate analysis?

Interpretation: Nearly half (47.4%) of respondents have 0—2 years of experience, suggesting that insights are heavily
contributed by early-career individuals. About 28.1% have 3-5 years of experience, while only 7% have over 10 years.
This skew toward less experience may reflect more recent academic knowledge rather than long-term industry insights.

How many years of experience do you have in finance or corporate analysis?

57 responses

® 0-2 years
® 3-5years
© 6-10 years
@ 10+ years

3. How familiar are you with the concept of capital structure in corporate finance?

Interpretation: A large number of respondents are either familiar (36.8%) or very familiar (26.3%) with the capital
structure concept. Only a small fraction (17.5%) are unfamiliar. This validates the credibility of the responses in the
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context of your study as the majority possess conceptual knowledge.

How familiar are you with the concept of capital structure in corporate finance?
57 responses

@ Not familiar

@ Somewhat familiar
® Familiar

@ Very familiar

4. In your opinion, does a company’s debt level significantly impact its profitability?

Interpretation: More than 60% of the respondents agree or strongly agree that debt levels impact profitability. This
aligns with foundational financial theories suggesting that capital structure affects cost of capital and profitability. It
reinforces the relevance of your study topic.

In your opinion, does a company’s debt level significantly impact its profitability?
57 responses

@ Strongly Disagree
@ Disagree

@ Neutral

@ Agree

@ Stongly Agree

5. Which component should dominate Reliance Industries’ capital structure for sustained profitability?

Interpretation: 35.1% prefer a balanced mix of debt and equity, while 38.6% are not sure, indicating uncertainty or a
belief in flexibility. Only 14% prefer debt-heavy and 12.3% equity-heavy structures. This shows a general inclination
toward balanced financial strategies for large conglomerates like Reliance.

Which component do you think should dominate Reliance Industries’ capital structure for sustained

profitability 2
57 responses

® Debt

® Equity

@ A balanced mix
@ Not sure
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6. Do you think Reliance Industries’ recent deleveraging strategy (reducing debt) has positively impacted its
profitability?

Interpretation: A mixed response: 24.6% agree while 28.1% disagree and 22.8% remain neutral. This diversity shows
that market opinion is split on whether reducing debt directly improves profitability, possibly due to differing time
horizons or data interpretation.

Do you think Reliance Industries’ recent deleveraging strategy (reducing debt) has positively
impacted its profitability?

57 responses

@ Strongly Agree
® Agree

@ Neutral

@ Disagres

@ Strongly Disagree

7. Which theory better explains Reliance Industries’ shift from debt-heavy to equity-based financing?

Interpretation: The Pecking Order Theory (29.8%) and Trade-Off Theory (17.5%) received most agreement,
suggesting respondents believe Reliance’s financial decisions align with internal financing preferences and cost-benefit
trade-offs. 36.8% are unsure, possibly due to complex theoretical application.

Which theory better explains Reliance Industries’ shift from debt-heavy to equity-based financing?
57 rosponsas

@ Modigliani-Miser Theory
@ Packing Order Thaory
@ Trade-Of Theory

® Not sure

8. Do you think Reliance’s profitability would decline if it increases its debt-to-equity ratio again?

Interpretation: Responses are balanced: 24.6% disagree, 36.8% are neutral, and 19.3% agree. This indicates uncertainty
and a belief that profitability impact may depend on market conditions, cost of debt, and investment strategies.

Do you think Reliance's profitability would decline if it increases its debt-to-equity ratio again?
57 responses

@ Strongly Agree
® Agree

® Neutral

@ Disagree

@ Stongly Disagree
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9. In your opinion, does higher financial leverage always lead to higher risk of lower returns for firms like Reliance?

Interpretation: About 40% agree or strongly agree that higher leverage increases risk, aligning with classical financial
theory. However, 36.8% are neutral, indicating ambiguity in applying this principle to large, diversified firms like

In your opinion, does higher financial leverage always lead to higher risk of lower returns for firms

like Reliance?
57 responses

@ Strongly Agree
® Agree

® Neutral

@ Disagree

@ Strongly Disagree

Reliance.
10. Which of the following is most sensitive to capital structure changes?

Interpretation: All of the above (28.1%) and Net Profit Margin (26.3%) are most selected, suggesting respondents
believe multiple profitability indicators are influenced by capital structure. ROE and ROA are also relevant, confirming
that capital structure changes ripple across performance metrics.

Which of the following do you believe is most sensitive to capital structure changes?
57 responses

® Return on Equity (ROE)
@ Retum on Assets (ROA)
® Eamings per Share (EPS)
@ Net Profit Margin (NPM)
@ All of the above

11. Would you consider capital structure decisions crucial when evaluating a company’s long-term investment
value?Interpretation: A significant 54.4% consider capital structure very or extremely important, confirming that
stakeholders view financial structuring as essential to a company’s valuation. Only 7% find it slightly important,
indicating onsensus on its strategic relevance.

Would you consider capital structure decisions crucial when evaluating a company'’s long-term

investment value?
57 responses

@ Not Important

@ Slightly Important

@ Moderataly Important
® Vory Important

@ Extramaly Important
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LIMITATIONS

While this research provides valuable insights into the relationship between capital structure and profitability of Reliance
Industries, there are several limitations and assumptions that should be acknowledged to provide a balanced and realistic
interpretation of the results.

Discussion of Results in Light of Limitations and Assumptions

This study is based on the perceptions and understanding of respondents who come from various finance-related
backgrounds. While their opinions are insightful, they are influenced by individual experiences, theoretical knowledge,
and limited access to internal financial strategies of Reliance Industries. Moreover, assumptions were made that
participants had an unbiased understanding of the company’s capital structure and profitability metrics, which might not
always hold true.

Validity and Reliability Concerns

Efforts were made to maintain the reliability and validity of the research, such as by using a carefully structured
questionnaire and selecting respondents with relevant academic and professional exposure. However, due to the small
sample size (57 respondents), the findings may not be generalizable to the broader population of finance professionals
or investors.

o Validity was somewhat constrained by the reliance on self-reported opinions, which can be subjective
and influenced by individual interpretation of terms like "profitability" or "capital structure."”

. Reliability could be affected by potential response biases, such as social desirability bias or strategic
over/underestimation of knowledge.

Also, nonresponse bias and a non-representative sample (many respondents being early-career or students) may skew
the results toward a more theoretical rather than practical viewpoint.

Problems Encountered and Efforts to Overcome Them

One of the major challenges was ensuring participation from experienced finance professionals. Despite multiple outreach
attempts, the majority of responses came from students and researchers, which limited the breadth of practical insight.
Additionally, designing a questionnaire that was both comprehensive and simple enough to avoid fatigue or confusion
required several iterations and pre-testing. Feedback from the pre-test stage helped improve question clarity, sequencing,
and scale relevance.

Another issue was ensuring honest and informed responses. While anonymity helped reduce social desirability bias, there's
no guarantee that every respondent answered based on deep analytical thought.

Lessons Learned for Higher-Quality Future Research

Several takeaways emerged from conducting this research:

. Larger and more diverse samples are essential for stronger generalizability. Future studies should aim
to include more experienced professionals from different industries for a holistic view.

. It is crucial to incorporate a mixed-methods approach, combining quantitative surveys with qualitative
interviews or case studies to deepen understanding.

. More refined sampling techniques and efforts to minimize response error (e.g., by providing
clarifications or using filter questions) can increase data accuracy.

. Conducting longitudinal studies rather than one-time surveys could provide more dependable insights
into the evolving relationship between capital structure and profitability over time.
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CONCLUSION

The study sought to explore the dynamic relationship between capital structure decisions and the profitability of Reliance
Industries. Drawing from financial theories and survey-based primary research, the analysis provided meaningful insights
into how changes in the mix of debt and equity can affect profitability indicators such as Return on Equity (ROE), Earnings
Per Share (EPS), and Net Profit Margin (NPM).

A large proportion of respondents comprising finance students, analysts, and managers recognized that capital structure
plays a critical role in determining a company’s financial performance. Most participants favoured a balanced approach
to financing, rather than relying heavily on either debt or equity. This sentiment was especially evident in the preference
shown for a balanced mix in capital structure to ensure sustainable profitability.

Interestingly, while some respondents supported the idea that higher leverage leads to higher profitability, the majority
expressed concern that excessive debt could increase financial risk, possibly leading to lower net returns due to increased
interest obligations. This aligns with the Trade-Off Theory, which states that a firm must balance the benefits of tax shields
from debt with the costs of financial distress.

Furthermore, the Pecking Order Theory appears to explain Reliance Industries' financing behaviour more accurately
preferring internal financing first, followed by debt, and only then equity as a last resort. The survey showed that many
professionals believed Reliance's recent deleveraging strategy (reduction in debt levels) has positively influenced its
financial health and profitability.

From a managerial point of view, the findings suggest that Reliance Industries and other large conglomerates must view
capital structure not merely as a financial metric but as a strategic lever. The choice of financing sources directly influences
stakeholder perception, market value, and risk appetite. Hence, thoughtful, data-driven capital structure decisions can
contribute significantly to both short-term profitability and long-term sustainability.

RECOMMENDATIONS

Managerial Recommendations

Based on the analysis and findings, the following recommendations are proposed for managerial consideration:
a) Maintain a Balanced Capital Structure

. The study highlighted that most financial experts advocate for a balanced mix of debt and equity. Reliance
Industries should continue refining its capital structure to maintain optimal leverage, thereby avoiding the
extremes of being either too debt-heavy or too equity-diluted.

. A balanced structure helps to maximize shareholder value while minimizing financial risk.
b) Monitor Financial Leverage and Debt Ratios Carefully

. While debt can be beneficial due to tax shields, excessive leverage may hurt profitability during periods
of low cash flows or economic downturns.

. Management must continuously track key ratios such as Debt-to-Equity (D/E), Interest Coverage, and
Leverage Ratios to ensure that the cost of capital remains manageable.

¢) Align Capital Structure with Business Strategy

. Capital structure decisions should not be isolated. They must align with Reliance’s broader goals, such
as expansion, digital transformation, or new energy investments.

. For capital-intensive projects, Reliance may consider project-specific financing that doesn't overburden
the core balance sheet.
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d) Improve Financial Forecasting and Scenario Planning

. Capital structure changes should be supported by financial modelling tools to forecast potential impacts
on profitability and risk.

. Sensitivity analysis and stress testing can be employed to simulate different capital structure scenarios
under varied economic conditions.

¢) Enhance Communication with Stakeholders

o Investors and analysts often react strongly to changes in capital structure, especially debt issuance or share
dilution.
. Proactive and transparent communication regarding why a financing decision is being made (e.g., debt

repayment, new project funding, acquisition, etc.) can help build trust and reduce market speculation.
f) Reassess and Fine-Tune Financing Policies Periodically

o The economic and regulatory environment is constantly evolving. Hence, it is crucial for the company to
review its financing policies periodically to remain aligned with market realities and investor expectations.

. The company should be agile in shifting toward more equity or debt financing based on interest rates,
investor sentiment, and business cycles.

Suggestions for Future Follow-Up Research

While this study provides a foundational understanding of the impact of capital structure on profitability, there are several
areas where further research would be beneficial:

. Longitudinal Study: A time-series analysis of Reliance Industries over a longer period (10—15 years)
could provide deeper insight into how capital structure adjustments influence profitability across business cycles.

. Comparative Industry Study: Conducting a comparative study between Reliance and other large
conglomerates (e.g., Adani, Tata Group, etc.) would help generalize findings across industries and assess sector-
specific nuances.

o Qualitative Research: Incorporating interviews with financial decision-makers within Reliance
Industries can provide context-rich insights beyond numerical analysis.
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APPENDICES

Survey Questionnaire: Impact of Capital Structure on Profitability of Reliance Industries

1. What is your current professional background?
o Finance Student
o Academic Researcher
o Financial Analyst
. Finance Manager
2. How many years of experience do you have in finance or corporate analysis?
o 0-2 years
. 3-5 years
. 6—10 years
. 10+ years
3. How familiar are you with the concept of capital structure in corporate finance?
o Not familiar
. Somewhat familiar
. Familiar
. Very familiar
4. In your opinion, does a company’s debt level significantly impact its profitability?
. Strongly Disagree
o Disagree
o Neutral
. Agree
o Strongly Agree
5. Which component do you think should dominate Reliance Industries’ capital structure for

sustained profitability?
o Debt

o Equity
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A balanced mix

Not sure

6. Do you think Reliance Industries’ recent deleveraging strategy (reducing debt) has positively

impacted its profitability?

Strongly Agree
Agree

Neutral
Disagree

Strongly Disagree

7. Which theory better explains Reliance Industries’ shift from debt-heavy to equity-based financing?

Modigliani-Miller Theory
Pecking Order Theory
Trade-Off Theory

Not sure

8. Do you think Reliance’s profitability would decline if it increases its debt-to-equity ratio again?

Strongly Agree
Agree

Neutral
Disagree

Strongly Disagree

9. In your opinion, does higher financial leverage always lead to higher risk of lower returns for firms

like Reliance?

Strongly Agree
Agree

Neutral
Disagree

Strongly Disagree
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10. Which of the following do you believe is most sensitive to capital structure changes?
. Return on Equity (ROE)
. Return on Assets (ROA)

. Earnings per Share (EPS)
. Net Profit Margin (NPM)

. All of the above

11. Would you consider capital structure decisions crucial when evaluating a company’s long-term
investment value?

e Not Important

e  Slightly Important

e  Moderately Important
e Very Important

e Extremely Important
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