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1. To find out the correlation of financing leverage on shareholders

profitability.

2. To find out the correlation ofoperating liability leverage onoperating

profitability.

3.To find out the effect oftotal leverage on shareholders profitability.

1.5 Research Contributions

The contributions from this research are, for:

1. The company

• The result of the research can be used as inputs or supporting

opinions in making anycompany's policy

• The result of the research can give the information for the company

about which factors can affect company's profitability ratio

2. The science

The contribution is as additional reference for those who need it.

1.6 Definition of Term

Key words: Financing Leverage; Operating Leverage; Rate of Return on

Equity; Price-to-Book Ratio. The writer will elaborate more about these terms as

follows:

Financing Leverage refers to the use of fixed cost source of fund, by giving

greater additional profit expectation than it fixed cost, thus profit available for the

shareholders will increase.



Operating Leverage is a measurement of operating risk, which shows the

level where a company's operational costs (rent, insurance, executive wages) is a

fixed cost as an opposite ofvariable costs (raw material, direct labor).

Rate of Return on Equity refers to return percentage that is gained by

investing incompany's common stock incertain period oftime.

Price-to-Book Ratio refers to ratio of price per share dividend which is shown

by book value per share.



framework based on the hypothesis, and then formed the regression model and

formulate the hypotheses testing.

Analyses of steps are explained as follows:

1. First analysis is finding the correlation of financing leverage on

shareholder profitability that represent by net financing debt and

common equity.

2. Second is finding the correlation of operating liability leverage on

operating profitability. Operating profitability leverage represents by

operating liabilities andnet operating asset.

3. Third is finding the effects of total leverage as combination of

operating liability and net financing debt to shareholder profitability.

4. Furthermore, test the hypotheses and deriving the conclusion.

More explanation about the analysis:

a. First analysis and second analysis is finding the correlation of financing

leverage and operating liability leverage on shareholder and operating

profitability. The framework of the first and second assumption is

financing and operating liability leverage held by the company will

correlate on shareholder and operating profitability.

The variables used here for the first hypothesis are:

Dependent variables : ROCE and RNOA

Independent Variable : FLEV

ThePearson (coefficient of determination) model that areused:

2= aSROCE +pi(FLEV.ROCE) -N.ROCE2 ^.^
EROCE2-N.ROCE2
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e = Residual error

3.7 Formulated Hypothesis and Hypothesis Testing

3.7.1 Formulated Hypothesis

Based on the problem statement and review ofthe related literature, thus the

alternative hypotheses and the null hypotheses that are proposed in this research are:

1. Ho = Financing leverage not negatively correlate on shareholder

profitability

Ha =Financing leverage negatively correlate on shareholder profitability

2. Ho =Operating liability leverage not negatively correlate on operating

profitability

Ha= Operating liability leverage negatively correlate on operating

profitability

3. Ho =Total leverage is not negatively affect on shareholder profitability

Ha =Total leverage is negatively affect on shareholder profitability

3.7.2 Hypothesis Testing

The first and second hypothesis testing steps are described as follows:

• Pooled data over firms and over years, 1999-2003 for manufacturing

JSX firms.

• Calculate all variable needed which ROCE, RNOA, and ROOA as

dependent variables and FLEV and OLLEV as the independent

variables.
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