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ABSTRACT

The use of leverage by the company may give big impact toward shareholders’ return
either in positive or negative way. The study aims to investigate the impact of
leverage on shareholders’ return. This research are using five (5) independent variable
which are debt ratio (DR), long term debt ratio (I.TBR), price to book ratio (PTBR),
firm size (FS), and tax rate (TR). While the dependent variable is return on equity
(ROE). The sample of 100 listed companies randomly selected from Bursa Malaysia
was chosen for this study with the time period about 10 years which from 2007 to
2016. The data that had been used in this research is quantitative secondary data and
the data structure is panel data. Moreover, the research arc conducted by using panel
least squares method to gencrate result for this study. The finding indicate that two
independent variable show the significant result which are price to book ratio (PTBR)
and tax rate (TR). While the rest show the insignificant result. The price to book ratio
(PTBR) show the positive significant impact toward return on equity (ROE) which
mean increase in price to book ratio (PTBR) will cause the increase in return on equity
(ROE) and vice versa. In contra, the tax rate (TR) show the negative significant
impact toward return on equity (ROE) which mean increase in tax rate (TR) will cause

the decrease in return on equity (ROE) and vice versa.
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CHAPTER ONE
INTRODUCTION

1.1 Introduction

This first chapter will explain the overview of the research. The chapter begins
with the background of the study. Then, the chapter discuss about the problem
statement which the reason of conducting this studies followed by research question
and research objectives. Then, the chapter will explain on significance of the study,
scope of study, and limitation of study. Last but not least, the chapter will be conclude

by summary.

1.2 Research Background

Financial leverage is defined as the portion of debt used by the company to
finance their operation. When the company are using excessive debt, it will increase
their financial risk and the company may face a financial distress which will lead them
to bankruptcy. So when the firm are facing high financial risk, shareholders will tend
to demand more on return since they also face the added financial risk (Ali, 2014).

Based on Trade-Off Theory, the firms that use debt financing can get a benefit
in term of tax shield. Tax is a type of payment that the individual or the company have
to pay to the government once they have reach a certain level of profit. This is
considered as a loss, therefore most of company prefer to avoid them by using tax
shield (Serrasqueiro & Caetano, 2012).

On the other hand, Pecking Order Hypothesis suggest that there are certain
level of information asymmetry between management and investor. The theory claims
that the management have more knowledge about the company, therefore they prefer
to use internal financing first, followed by debt and lastly equity. In case the company
that use this theory use equity financing, the investors and the public may assume that
the company are having financial distress. (Andersson, 2016)

In Malaysia, Bursa Malaysia had introduced Practice Note 17 (PN17). The
company that faced financial problem will be categorized under Practice Note 17

(PN17) and all the company that being listed is the company that are listed under



