S~

THE EFFECT OF HIGH VERSUS LOW FINANCIAL LEVERAGE
TOWARDS FINANCIAL PERFORMANCE:
THE EVIDENCE FROM LISTED COMPANIES IN
BURSA MALAYSIA

NUR SYAMIH BINTI ROSPI
2015136765

BACHELOR OF BUSINESS ADMINISTRATION
WITH HONOURS (FINANCE)
FACULTY OF BUSINESS MANAGEMENT
UNIVERSITI TEKNOLOGI MARA
KOTA KINABALU, SABAH

JUNE 2018



ACKNOWLEDGEMENT

First of all, thanks to Almighty Allah SWT for giving me strength, perseverance and the
ability to understand and complete this research study. Without His blessings, | could not

complete this report.

| also admire with the guidance and help from Madam Siti Rahayu Beli, one of the
finance lecturer in UiTM Sabah who also acts as our advisor in completing this project paper.

Thank you Madam for all the advices, guidelines and lesson that you give for us.

| am also thankful to my parents as they always give both moral and financial support to
me in my study especially during the time | completing this project paper. Thank you so much

for both of them for their praying and motivation to me.

Furthermore, also not forgotten to all my beloved friends especially my group members
of advisee under Madam Siti Rahayu Beli’s supervision who always sharing the knowledge and
advises during the period in completing this project paper. Thank you also to the rest of my

friends for their support and willingness to share information with me.

Last but not least, | am also thankful to all the parties who directly and indirectly

involved in the completion of this project paper.



TABLE OF CONTENTS

TITLE PAGE

DECLARATION OF ORIGINAL WORK
LETTER OF SUBMISSION
ACKNOWLEDGEMENT

TABLE OF CONTENTS

LIST OF DIAGRAMS

LIST OF TABLES

ABSTRACT

CHAPTER 1: INTRODUCTION
1.0 Introduction

1.1 Background of study

1.2 Problem statement

1.3 Research objectives

1.4 Scope of study

1.5 Significance of study

1.6 Limitations of study

1.7 Summary of study

CHAPTER 2: LITERATURE REVIEW
2.0 Introduction

2.1 Theoretical framework

2.2 Empirical literature

2.3 Conceptual framework

2.4 Hypotheses

2.5 Summary

vii

vii

7-8
9-15
16
16-17
18



CHAPTER 3: DATA AND METHODOLOGY

3.0 Introduction 19
3.1 Data collection 19-20
3.2 Multiple linear regressions 20
3.3 Data analysis 21-28
3.4 Research flow 29-31
3.5 Summary 31
CHAPTER 4: RESEARCH FINDING

4.0 Introduction 32
4.1 Descriptive statistics 32-33
4.2 Unit root test 34
4.3 Breusch-Pagan Lagrange Multiplier test 35
4.4 Regression test 36-37
4.5 Correlation test 37-38
4.6 Multicollinearity test 38
4.7 Heteroscedasticity test 39
4.8 Auto-Correlation test 39
4.9 Hypothesis testing 40
4.10 Summary 40
CHAPTER 5: CONCLUSION AND RECOMMENDATIONS
5.0 Introduction 41
5.1 Conclusion 41-42
5.2 Recommendations 42
5.3 Summary 43
REFERENCE 44-48

Vi



ABSTRACT

Financial performance is an important and vital element in measuring the stability of a
company. In order to ensure that the company achieved the desired performance, it is important
to determine and decide the capital structure of a company correctly. Hence, this paper is
purposely discussing on how to investigate the financial performance of companies by choosing
200 companies randomly that listed in Bursa Malaysia whereas each of the company | have
selected several sector or industry to measure the financial leverage each of them based on
looking their financial leverage. As for the dependent variable, financial performance was
indicated by return on asset meanwhile the financial leverage indicated by debt to asset ratio,
debt to equity ratio and interest coverage ratio. In addition, this study period was taken from
2012 to 2017. Multiple linear regressions were used as to determine the relationship between

independent variable and dependent variable.



