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ABSTRACT 

 

This research is conduct in order to see the effect of financial leverage towards the profitability 

of the public financial institutions in Malaysia. The ratio that has been used in this study is 

Profitability, return on assets (ROA) as the dependent variable and Financial Leverage, debt ratio 

(DRTO), debt to equity ratio (DERTO) and debt to ebitda (DEBDA) as the independent 

variables. The result shows that DRTO has a positive correlation with ROA while DERTO and 

DEBDA have a negative relationship ROA. 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

CHAPTER 1: Introduction of the Study 

 

1.0 Background of the study 

These days, various looks into have been improved the situation a timeframe. Nonetheless, there 

is no broad explanation that demonstrate a relationship of the money related use and the firm 

execution. This issue of relationship whether it is genuinely depending or line up with is still 

can't be expressed, since there is a contradicting on writing proclamation that contend whether 

the use are influencing the firm execution or not. By and large, in back subject, the likelihood of 

the use influence the firm execution is hooves around. As expressed by Laurent (2002), these 

contentions of hypothesis are normally impacted by these two components; essential different 

techniques for the execution (fundamental bookkeeping proportion or more learned strategy on 

one side. The outcome that shows by the investigations may be influenced by the system of the 

institutional in that specific nation on which the examinations has been done. Consequently, it 

will prompt the opposite outcomes on the finding the relationship of the use and the firm 

execution. Alternately, a fresh out of the box new approach has been present in this examination 

by utilizing a strategy for monetary execution to make sense of the relationship of use and firm 

execution is exist or not. With a specific end goal to make sense of these the two connections, the 

information of open organizations in Malaysia begin from 2007-2016 has been utilized to make 

an examination. 

 

 



 

1.1 The Financial Leverage Impact 

For financial purpose, the related hazard will have a change impact relies upon whether the 

esteem is included from the money related utilizing. In the event that it is included from the 

budgetary use, consequently the related hazard won't confronting a negative impact. We will 

develop to support the utilization of ROA which commonly used as a piece of assessing 

advantage in a business deal. ROA gives a relationship inside the advantage that conveyed in the 

midst of a fiscal time and the whole which contributed by financial specialists. In addition, it will 

demonstrates the utilization brings threats, which can lead to the takeover or the bankcruptcy. 

Starting there, the company might require satisfactory efficiency in order to pay the issued debt. 

There is a wisdom that the extent of the danger and utilize will incite an enlargement of the 

probability of default and likewise the cost of cash related inconvenience and liquidation costs. 

 

1.2 Financial Leverage Limitations 

On behalf of the constraints, equally recognized the utilizations money related use is additionally 

another method for obtaining stores. Acquiring cash is a bothersome stuff as it generally effects 

an electrical storm or whichever a slight shade to us. An organization possibly will bring about in 

an abnormal state of hazard on the off chance that they frequently include in obtaining cases. 

Tailing it, it may prompt an expansion of financing costs as well. The greater the level of the 

debt found in the firm’s capital structure, the higher the hazard as far as money related to the 

specific moneylender. Wind up, borrower required to pay a major total of financing cost 

installment. The limitations of the organization will be principally influenced prompt the 



downturn of the stock cost. Financial use may work well just when the loan fees of the 

partnerships is in a low condition. Consequently, it is amazingly pivotal for us to utilize the 

money related use in a correct medium so that to maintain a strategic distance from those event 

of constraints. 

 

1.3 Performance of Financial Institutions  

Profitability ratio assess an organization's execution in producing procuring, benefits and money 

streams in respect to the measure of cash contributed (Palepu, Healy and Peek, 2010). They 

stress how successfully the earning of an organization is overseen and how the organization 

performs at creating income or benefit in respect to the speculation. Return on assets (ROA) is a 

case of a gainfulness proportion which gives a sign in regards to how well directors are 

contributing the assets gave by financial specialists. ROE is computed by partitioning the net 

benefits by the book estimation of value. Another gainfulness measure is return on assets (ROA) 

which measures how well an organization is at producing benefit from their advantages. Add up 

to assets of ROA are estimated by utilizing the book estimation of its benefits. Both these 

proportions, be that as it may, utilize book estimations of value and resources. An impediment of 

this approach is that exclusive present or recorded firm productivity can be estimated. With a 

specific end goal to have the capacity to incorporate anticipated future gainfulness, advertise 

qualities ought to be incorporated into the examination. A case is the market-to-book proportion 

(M/B proportion) which is ascertained by isolating market measurement due to the book value 

price or Tobin's q which is computed by including the market valuation of value to the book 

estimation of obligation and partitioning this by the book estimation of aggregate resources. At 

the point when Tobin's q is underneath 1, the firm is underestimated showing that the book 


