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Abstract

This study atlempt to examine the relationship between leverage and belo
wilh particulor reference to the companies listed under the consumer
products seclor of the KLSE Composile Index. Ten companies were
included in the sample which covers the period of six conseculive years
from 1988 {0 1993,

Leverage is based on published accounting dala while beta is aken from
Permodalan Nosional Berhad.  Leverage is represented by debl ralio,
debl 1o equily ratio, and long lerm debt 1o fotal assel ratio. Riskiness

of he company is represented by bela.

Using the regression and corelalion analysis, 1wo allernale hypothesis
were developed. First, leverage is a significant explanalory variable for
beta. Second, belo is dependent on leverage. In addition to the iwo
slatisticol fest, coefficient of delermination and coefficient of correlation

were used to quantiy the relalionship belween the lwo variables.

From the study, empirical findings proved that there is no significant
relationship between leveroge and beta. The F—test shows thal leverage
is not significant in explaining the variation in beta. Similarly, 1he 1-
statistic les! indicales that bela is independent of leverage. Coefficient
of determinations show thal leverage has no significant influence in beto

variation allhough there exisls a correlation belween the 1wo variables.
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Leverage and Beta : Introduction

CHAPTER ONE

INTRODUCTION

1.1 INTRODUCTION

Capital is the firm’s total assets and is composed of all tangible
and intangible assets, including physical assets (such as land,
buildings, equipment, and machinery) as well as assets that
represent property rights (such as accounts receivable, notes,

stocks, and bonds)."

! Pamela P. Peterson, “Financial Management And Analysis: International
Edition,” McGraw Hill. Pg. 346.



