VoLUME No. 3(2013), I ssue No. 12 (DECEMBER) | SSN 2231-4245

INTERNATIONAL JOURNAL OF RESEARCH IN
COMMERCE, ECONOMICS & MANAGEMENT

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories
Indexed & Listed at:
Ulrich's Periodicals Directory ©, ProQuest, U.S.A., EBSCO Publishing, U.S.A., Cabell’s Directories of Publishing Opportunities, U.S.A.,
Open J-Gage, India [link of the same is duly available at Inflibnet of University Grants Commission (U.G.C.)],
Index Copernicus Publishers Panel, Poland [HililICVAIIEIGHSI08 & number of libraries all around the world.
Circulated all over the world & Google has verified that scholars of more than 2980 Cities in 165 countries/territories are visiting our journal on regular basis.
Ground Floor, Building No. 1041-C-1, Devi Bhawan Bazar, JAGADHRI — 135 003, Yamunanagar, Haryana, INDIA

http://ijrcm.org.in/




VoLUME No. 3(2013), I ssue No. 12 (DECEMBER)

| SSN 2231-4245

CONTENTS

No, TITLE & NAME OF THE AUTHOR (S) e

1. | PROFESSIONAL COMMITMENT IN HIGHER EDUCATION: AN EMPIRICAL STUDY 1
H. SHAMINA & DR. VIIILA KENNEDY

2. | STRESS MANAGEMENT IN RELATION TO SOCIO ECONOMIC STATUS OF SECONDARY SCHOOL STUDENTS 5
DR. DEEPA. P & SUJA. P.V

3. | PREDICTIVE ANALYTICS: A WAY TO PROACTIVE ACTIONS IN HUMAN RESOURCE MANAGEMENT 7
VIKAS BANSAL

4. | CAPITAL STRUCTURE AND ITS IMPACT ON PROFITABILITY: EVIDENCE FROM SRI LANKAN LISTED BANKS 10
V. A. SUBRAMANIYAM & RAVIVATHANI THURAISINGAM

5. | VALUE ADDITION IN FISHERY MARKETING, GAINS AND LOSSES ALONG THE SUPPLY CHAIN IN INDIA 14
SHIFERAW MITIKU TEBEKA, EMMANUEL ZIVENGE, USHADEVI K.N & K. JESY THOMAS

6. | ASTUDY ON PRE-PURCHASE BEHAVIOR OF TWO WHEELER MOTORCYCLE USERS IN NELLORE DISTRICT, ANDHRA PRADESH, INDIA 17
DR. D. V. RAMANA, DR. P. SUBBAIAH & P. V. L. NARASIMHA RAO

7. | AFRAMEWORK OF AUDIT REPORT IN BANK AUDIT: STUDY ON LFAR, GHOSH & JILANI AND BASEL COMMITTEE REPORT 25
DR. AKHIL MISHRA & NEHA JAISWAL

8. | DEVELOPMENT OF SELF HELP GROUPS IN TAMIL NADU 30
J. PAVITHRA & DR. M GANESAN

9. | PROBLEMS OF PAIN AND PALLIATIVE CARE VOLUNTEERS IN KERALA 38
DR. SANTHA S.

10. | MICRO-FINANCE: A BOON TO THE SELF-HELP GROUP MEMBERS IN SIVAGANGAI DISTRICT, TAMIL NADU, INDIA 44
CAPT. DR. JEYA KUMAR, KR. & DR. SREEDEVI.N

11. | POLICY HOLDERS AWARENESS AND ADOPTION OF INFORMATION COMMUNICATION TECHNOLOGY OF LIFE INSURANCE CORPORATION | 51
OF INDIA
S. RANI LAKSHMI & DR. P. SANTHI

12. | HRM AND ETHICAL BEHAVIOUR: REVIEW AND CONCEPTUAL ANALYSIS 56
DR. SUPRIYA CHOUDHARY

13. | WOMEN ENTREPRENEURIAL OPPORTUNITIES IN FOOD INDUSTRY: A CASE OF CREMICA PRODUCTS 60
VANIKA CHUGH & MANISH JHA

14. | FACTORS INFLUENCING BRAND SWITCHING IN TELECOM INDUSTRY: WITH SPECIAL REFERENCE TO LUDHIANA CITY 65
PREETI THAKUR, KARAN JOSHI & PRACHI KAPIL

15. | ROLE OF FINANCIAL INSTITUTIONS IN DEVELOPMENT OF MSME AND AGRICULTURAL SECTOR IN INDIA: A VISION FOR YEAR 2020 73
AMOGH TALAN & GAURAV TALAN

16. | IMPACT OF MONETARY POLICY ON BSE BANK STOCKS 78
MANISHA LUTHRA & SHIKHA MAHAJAN

17. | MOBILISATION AND MANAGEMENT OF FINANCIAL RESOURCES BY URBAN LOCAL BODIES 80
YASHODA

18. | AN EMPIRICAL ANALYSIS OF FACTORS AFFECTING INTERNET BANKING IN PUNJAB STATE (INDIA) 83
RITU SEHGAL

19. | RUPEE DOWNFALL: A THEORETICAL OUTLOOK 90
GEORGE PAILY & ARUN B CHANDRAN

20. | A COMPARATIVE STUDY ON THE PERFORMANCE OF SELECTED MUTUAL FUND TAX SAVING SCHEMES: AN IMPLICATION OF SHARPE’'S | 95
MEASURE
RAJIB DEB

21. [ AN ANALYSIS OF CASE STUDY PROPRIETORSHIP AND SATURATION - CASE STUDY SOURCE FROM ‘DHRUVA INSTITUTE OF MANAGEMENT | 103
HYDERABAD INDIA’: INTERNATIONAL CASE STUDY COMPETITION, AUTHOR: DR.JAGADEESHA.M
ESAYAS DEGAGO & TESFAYE HAILU

22. | EXPLORING THE FACTORS LEADING TOWARDS STUDENT DEVELOPMENT: A STUDY OF UNIVERSITY STUDENTS OF PAKISTAN 105
HINA AFFANDI, NAHEED RAZA & ANUM AFFANDI

23. | CUSTOMERS’ PERCEPTION TOWARDS ONLINE ADVERTISEMENT AND ITS IMPACT ON PURCHASE BEHAVIOUR 110
VIPIN KUMAR

24. | LOK ADALAT IN JAMMU AND KASHMIR: AN EMPIRICAL ANALYSIS 114
UNANZA GULZAR

25. | DISCLOSING NONFINANCIAL INFORMATION LEADS TO THE SHAREHOLDERS’ WEALTH MAXIMIZATION: EVIDENCE FROM BANGLADESHI | 117
LISTED FINANCIAL COMPANIES
SALEH MOHAMMED MASHEHDUL ISLAM

26. | MAHATMA GANDHI: DEMOCRATIC LEADERSHIP AND HIS ECONOMIC VISION 124
NEHA BOTHRA

27.| ANALYSIS OF EMPLOYMENT DISCRIMINATION OF SCS AND STS IN NATIONAL RURAL EMPLOYMENT GUARANTEE SCHEME (NREGS) 128
SIDDHARTH RATHORE

28. | EUROPEAN UNION AS A GLOBAL SECURITY ACTOR 134
H.S VENKATESHA

29. | FINANCIAL INCLUSION: A STUDY OF CANARA BANK 139
AMANJOT SINGH

30. | THE POPULATION GROWTH AND ECONOMIC DEVELOPMENT 143
SANGHARSHA BALIRAM SAWALE & NEHA RAKESH NAMDEO

146

REQUEST FOR FEEDBACK & DISCLAIMER

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/




VOLUME No. 3 (2013), I ssue No. 12 (DECEMBER) | SSN 2231-4245

CHIEF PATRON

PROF. K. K. AGGARWAL
Chairman, Malaviya National Institute of Technology, Jaipur
(An institute of National Importance & fully funded by Ministry of Human Resource Development, Government of India)
Chancellor, K. R. Mangalam University, Gurgaon
Chancellor, Lingaya’s University, Faridabad
Founder Vice-Chancellor (1998-2008), Guru Gobind Singh Indraprastha University, Delhi
Ex. Pro Vice-Chancellor, Guru Jambheshwar University, Hisar

FOUNDER PATRON
LATE SH. RAM BHAJAN AGGARWAL
Former State Minister for Home & Tourism, Government of Haryana
Former Vice-President, Dadri Education Society, Charkhi Dadri
Former President, Chinar Syntex Ltd. (Textile Mills), Bhiwani

CO-ORDINATOR,
DR. BHAVET
Faculty, Shree Ram Institute of Business & Management, Urjani

ADVISORS
DR. PRIYA RANJAN TRIVEDI

Chancellor, The Global Open University, Nagaland

PROF. M. S. SENAM RAJU
Director A. C. D., School of Management Studies, I.G.N.O.U., New Delhi
PROF. M. N. SHARMA
Chairman, M.B.A., HaryanaCollege of Technology & Management, Kaithal

PROF. S. L. MAHANDRU

Principal (Retd.), MaharajaAgrasenCollege, Jagadhri

EDITOR
PROF. R. K. SHARMA
Professor, Bharti Vidyapeeth University Institute of Management & Research, New Delhi

CO-EDITOR.
DR. SAMBHAYV GARG
Faculty, Shree Ram Institute of Business & Management, Urjani

EDITORIAL ADVISORY BOARD
DR. RAJESH MODI
Faculty, Yanbu Industrial College, Kingdom of Saudi Arabia
PROF. SIKANDER KUMAR
Chairman, Department of Economics, HimachalPradeshUniversity, Shimla, Himachal Pradesh
PROF. SANJIV MITTAL
UniversitySchool of Management Studies, GuruGobindSinghl. P. University, Delhi
PROF. RAJENDER GUPTA
Convener, Board of Studies in Economics, University of Jammu, Jammu

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/




VOLUME No. 3 (2013), I ssue No. 12 (DECEMBER) | SSN 2231-4245
PROF. NAWAB ALI KHAN
Department of Commerce, Aligarh Muslim University, Aligarh, U.P.
PROF. S. P. TIWARI
Head, Department of Economics & Rural Development, Dr. Ram Manohar Lohia Avadh University, Faizabad
DR. ANIL CHANDHOK
Professor, Faculty of Management, Maharishi Markandeshwar University, Mullana, Ambala, Haryana
DR. ASHOK KUMAR CHAUHAN
Reader, Department of Economics, KurukshetraUniversity, Kurukshetra
DR. SAMBHAVNA
Faculty, I.I.T.M., Delhi
DR. MOHENDER KUMAR GUPTA
Associate Professor, P.J.L.N.GovernmentCollege, Faridabad
DR. VIVEK CHAWLA
Associate Professor, Kurukshetra University, Kurukshetra
DR. SHIVAKUMAR DEENE
Asst. Professor, Dept. of Commerce, School of Business Studies, Central University of Karnataka, Gulbarga

ASSOCIATE EDITORS
PROF. ABHAY BANSAL
Head, Department of Information Technology, Amity School of Engineering & Technology, Amity University, Noida
PARVEEN KHURANA
Associate Professor, MukandLalNationalCollege, Yamuna Nagar
SHASHI KHURANA
Associate Professor, S.M.S.KhalsaLubanaGirlsCollege, Barara, Ambala
SUNIL KUMAR KARWASRA
Principal, AakashCollege of Education, ChanderKalan, Tohana, Fatehabad
DR. VIKAS CHOUDHARY
Asst. Professor, N.I.T. (University), Kurukshetra

TECHNICAL ADVISOR.
AMITA
Faculty, Government M. S., Mohali

FINANCIAL ADVISORS
DICKIN GOYAL
Advocate & Tax Adviser, Panchkula
NEENA
Investment Consultant, Chambaghat, Solan, Himachal Pradesh

LEGAL ADVISORS
JITENDER S. CHAHAL
Advocate, Punjab & Haryana High Court, Chandigarh U.T.
CHANDER BHUSHAN SHARMA
Advocate & Consultant, District Courts, Yamunanagar at Jagadhri

SUPERINTENDENT

SURENDER KUMAR POONIA

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/

iv




VoLUME No. 3(2013), I ssue No. 12 (DECEMBER) | SSN 2231-4245

CALL FOR MANUSCRIPTS

We invite unpublished novel, original, empirical and high quality research work pertaining to recent developments & practices in the areas of
Computer Science & Applications; Commerce; Business; Finance; Marketing; Human Resource Management; General Management; Banking;
Economics; Tourism Administration & Management; Education; Law; Library & Information Science; Defence & Strategic Studies; Electronic Science;
Corporate Governance; Industrial Relations; and emerging paradigms in allied subjects like Accounting; Accounting Information Systems; Accounting
Theory & Practice; Auditing; Behavioral Accounting; Behavioral Economics; Corporate Finance; Cost Accounting; Econometrics; Economic
Development; Economic History; Financial Institutions & Markets; Financial Services; Fiscal Policy; Government & Non Profit Accounting; Industrial
Organization; International Economics & Trade; International Finance; Macro Economics; Micro Economics; Rural Economics; Co-operation;
Demography: Development Planning; Development Studies; Applied Economics; Development Economics; Business Economics; Monetary Policy; Public
Policy Economics; Real Estate; Regional Economics; Political Science; Continuing Education; Labour Welfare; Philosophy; Psychology; Sociology; Tax
Accounting; Advertising & Promotion Management; Management Information Systems (MIS); Business Law; Public Responsibility & Ethics;
Communication; Direct Marketing; E-Commerce; Global Business; Health Care Administration; Labour Relations & Human Resource Management;
Marketing Research; Marketing Theory & Applications; Non-Profit Organizations; Office Administration/Management; Operations Research/Statistics;
Organizational Behavior & Theory; Organizational Development; Production/Operations; International Relations; Human Rights & Duties; Public
Administration; Population Studies; Purchasing/Materials Management; Retailing; Sales/Selling; Services; Small Business Entrepreneurship; Strategic
Management Policy; Technology/Innovation; Tourism & Hospitality; Transportation Distribution; Algorithms; Artificial Intelligence; Compilers &
Translation; Computer Aided Design (CAD); Computer Aided Manufacturing; Computer Graphics; Computer Organization & Architecture; Database
Structures & Systems; Discrete Structures; Internet; Management Information Systems; Modeling & Simulation; Neural Systems/Neural Networks;
Numerical Analysis/Scientific Computing; Object Oriented Programming; Operating Systems; Programming Languages; Robotics; Symbolic & Formal
Logic; Web Design and emerging paradigms in allied subjects.

Anybody can submit the soft copy of unpublished novel; original; empirical and high quality research work/manuscript anytime in M.S. Word format
after preparing the same as per our GUIDELINES FOR SUBMISSION; at our email address i.e. infoijrcm@gmail.com or online by clicking the link online
submission as given on our website (FOR ONLINE SUBMISSION, CLICK HERE).

GUIDELINES FOR SUBMISSION OF MANUSCRIPT

1. COVERING LETTER FOR SUBMISSION:

DATED:
THE EDITOR
IJRCM

Subject: ~ SUBMISSION OF MANUSCRIPT IN THE AREA OF.

(e.g. Finance/Marketing/HRM/General Management/Economics/Psychology/Law/Computer/IT/Engineering/Mathematics/other, please specify)

DEAR SIR/MADAM

Please find my submission of manuscript entitled ‘ ' for possible publication in your journals.

I hereby affirm that the contents of this manuscript are original. Furthermore, it has neither been published elsewhere in any language fully or partly, nor is it
under review for publication elsewhere.

| affirm that all the author (s) have seen and agreed to the submitted version of the manuscript and their inclusion of name (s) as co-author (s).

Also, if my/our manuscript is accepted, I/We agree to comply with the formalities as given on the website of the journal & you are free to publish our
contribution in any of your journals.

NAME OF CORRESPONDING AUTHOR:

Designation:

Affiliation with full address, contact numbers & Pin Code:
Residential address with Pin Code:

Mobile Number (s):

Landline Number (s):

E-mail Address:

Alternate E-mail Address:

NOTES:

a)  The whole manuscript is required to be in ONE MS WORD FILE only (pdf. version is liable to be rejected without any consideration), which will start from
the covering letter, inside the manuscript.

b)  The sender is required to mentionthe following in the SUBJECT COLUMN of the mail:
New Manuscript for Review in the area of (Finance/Marketing/HRM/General Management/Economics/Psychology/Law/Computer/IT/
Engineering/Mathematics/other, please specify)

c)  Thereis no need to give any text in the body of mail, except the cases where the author wishes to give any specific message w.r.t. to the manuscript.

d)  The total size of the file containing the manuscript is required to be below 500 KB.

e)  Abstract alone will not be considered for review, and the author is required to submit the complete manuscript in the first instance.

f) The journal gives acknowledgement w.r.t. the receipt of every email and in case of non-receipt of acknowledgment from the journal, w.r.t. the submission
of manuscript, within two days of submission, the corresponding author is required to demand for the same by sending separate mail to the journal.

2. MANUSCRIPT TITLE: The title of the paper should be in a 12 point Calibri Font. It should be bold typed, centered and fully capitalised.

3. AUTHOR NAME (S) & AFFILIATIONS: The author (s) full name, designation, affiliation (s), address, mobile/landline numbers, and email/alternate email
address should be in italic & 11-point Calibri Font. It must be centered underneath the title.

4. ABSTRACT: Abstract should be in fully italicized text, not exceeding 250 words. The abstract must be informative and explain the background, aims, methods,
results & conclusion in a single para. Abbreviations must be mentioned in full.

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/




VoLUME No. 3(2013), I ssue No. 12 (DECEMBER) | SSN 2231-4245

5. _: Abstract must be followed by a list of keywords, subject to the maximum of five. These should be arranged in alphabetic order separated by
commas and full stops at the end.

6. _: Manuscript must be in BRITISH ENGLISH prepared on a standard A4 size PORTRAIT SETTING PAPER. It must be prepared on a single space and
single column with 1” margin set for top, bottom, left and right. It should be typed in 8 point Calibri Font with page numbers at the bottom and centre of every
page. It should be free from grammatical, spelling and punctuation errors and must be thoroughly edited.

7. _: All the headings should be in a 10 point Calibri Font. These must be bold-faced, aligned left and fully capitalised. Leave a blank line before each
heading.

8. _: All the sub-headings should be in a 8 point Calibri Font. These must be bold-faced, aligned left and fully capitalised.

9. _: The main text should follow the following sequence:
INTRODUCTION

REVIEW OF LITERATURE
NEED/IMPORTANCE OF THE STUDY
STATEMENT OF THE PROBLEM
OBJECTIVES

HYPOTHESES

RESEARCH METHODOLOGY
RESULTS & DISCUSSION

FINDINGS
RECOMMENDATIONS/SUGGESTIONS
CONCLUSIONS

SCOPE FOR FURTHER RESEARCH
ACKNOWLEDGMENTS

REFERENCES
APPENDIX/ANNEXURE

It should be in a 8 point Calibri Font, single spaced and justified. The manuscript should preferably not exceed 5000 WORDS.

10. _: These should be simple, crystal clear, centered, separately numbered & self explained, and titles must be above the table/figure. Sources
of data should be mentioned below the table/figure. It should be ensured that the tables/figures are referred to from the main text.

11. _:These should be consecutively numbered in parentheses, horizontally centered with equation number placed at the right.

12. _: The list of all references should be alphabetically arranged. The author (s) should mention only the actually utilised references in the preparation

of manuscript and they are supposed to follow Harvard Style of Referencing. The author (s) are supposed to follow the references as per the following:

4 All works cited in the text (including sources for tables and figures) should be listed alphabetically.
4 Use (ed.) for one editor, and (ed.s) for multiple editors.
4 When listing two or more works by one author, use --- (20xx), such as after Kohl (1997), use --- (2001), etc, in chronologically ascending order.
4 Indicate (opening and closing) page numbers for articles in journals and for chapters in books.
4 The title of books and journals should be in italics. Double quotation marks are used for titles of journal articles, book chapters, dissertations, reports, working
papers, unpublished material, etc.
o For titles in a language other than English, provide an English translation in parentheses.
4 The location of endnotes within the text should be indicated by superscript numbers.
PLEASE USE THE FOLLOWING FOR STYLE AND PUNCTUATION IN REFERENCES:
BOOKS
o Bowersox, Donald J., Closs, David J., (1996), "Logistical Management." Tata McGraw, Hill, New Delhi.
i Hunker, H.L. and A.J. Wright (1963), "Factors of Industrial Location in Ohio" Ohio State University, Nigeria.
CONTRIBUTIONS TO BOOKS
4 Sharma T., Kwatra, G. (2008) Effectiveness of Social Advertising: A Study of Selected Campaigns, Corporate Social Responsibility, Edited by David Crowther &

Nicholas Capaldi, Ashgate Research Companion to Corporate Social Responsibility, Chapter 15, pp 287-303.
JOURNAL AND OTHER ARTICLES

4 Schemenner, R.W., Huber, J.C. and Cook, R.L. (1987), "Geographic Differences and the Location of New Manufacturing Facilities," Journal of Urban Economics,
Vol. 21, No. 1, pp. 83-104.

CONFERENCE PAPERS

. Garg, Sambhav (2011): "Business Ethics" Paper presented at the Annual International Conference for the All India Management Association, New Delhi, India,
19-22 June.

UNPUBLISHED DISSERTATIONS AND THESES

i Kumar S. (2011): "Customer Value: A Comparative Study of Rural and Urban Customers," Thesis, Kurukshetra University, Kurukshetra.

ONLINE RESOURCES

i Always indicate the date that the source was accessed, as online resources are frequently updated or removed.

WEBSITES

4 Garg, Bhavet (2011): Towards a New Natural Gas Policy, Political Weekly, Viewed on January 01, 2012 http://epw.in/user/viewabstract.jsp

INTERNATIONAL JOURNAL OF RESEARCH IN COMMERCE, ECONOMICS & MANAGEMENT

A Monthly Double-Blind Peer Reviewed (Refereed/Juried) Open Access International e-Journal - Included in the International Serial Directories

http://ijrcm.org.in/




VoLUME No. 3(2013), I ssue No. 12 (DECEMBER) | SSN 2231-4245
CAPITAL STRUCTURE AND ITS IMPACT ON PROFITABILITY: EVIDENCE FROM SRI LANKAN LISTED BANKS

V. A. SUBRAMANIYAM
HEAD
DEPARTMENT OF FINANCIAL MANAGEMENT
FACULTY OF MANAGEMENT STUDIES & COMMERCE
UNIVERSITY OF JAFFNA
SRI LANKA

RAVIVATHANI THURAISINGAM
LECTURER
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FACULTY OF MANAGEMENT STUDIES AND COMMERCE
UNIVERSITY OF JAFFNA
SRI LANKA

ABSTRACT
The purpose of this study were to determine relationship between two capital structure mechanisms (debt to equity and debt to total funds) and three
profitability measures (ROCE, ROE and NIM) of a sample of ten Sri Lankan listed banks from financial year 2008-2012.the data have been analyzed by using
descriptive statistics and correlation analysis to find out the association between the variables. The results show that there is a significant impact of capital
structure on ROCE while insignificant with ROE. The results also show that NIM is negatively correlated with debt to total funds. These results are consistent with
prior empirical studies. Further recommendations are also put forwarded in the research.

KEYWORDS

Capital structure, profitability ratios, banking industry.

INTRODUCTION
apital structure is one of the most puzzling issues in corporate finance literature (Brounen & Eichholtz, 2001). The relationship between capital structure
and profitability is one that receives considerable attention in the finance literature. Each and every business organizations need adequate fund to run its
business effectively and efficiently. A firm can raise fund from different sources and take different forms. However, the capital can mainly be categorized
into two debt and equity. How a firm financed? Either with all debt or all equity or mix of both. What is the optimum mix that leads to the maximum value of a
firm? Capital structure theory deals with it. Thus the proportion of debt to equity is a strategic choice of corporate managers. In finance, the most debatable
topic is capital structure. The main issue of debate revolves around the optimal capital structure. So capital structure refers to the way a firm finances its assets
through some combination of equity, debt, or hybrid securities. A firm's capital structure is then the composition or 'structure’ of its liabilities.
Profitability is the ability of a firm to generate net income on a consistent basis. Ratios are used as a benchmark for evaluating the performance of a firm. Ratios
help to summarize large quantities of financial data and to make qualitative judgment about the firm’s profitability. So Capital structure decision is the vital one
since the profitability of an enterprise is directly affected by such decision. Hence, proper care and attention need to be given while determining capital
structure decision.
Basically, banks engage in financial intermediation to ensure efficient mobilization & disbursement of funds to the real sector of the economy. Though other
financial institutions exist to engage in the intermediation process banks are considered the most important financial intermediaries. The board of directors of
the bank should develop an appropriate capital structure, which is most advantageous to the bank. This can be done only when all those factors, which are
relevant to the bank’s capital structure decision, are properly analyzed and balanced.
This study analysis the impacts of capital structure on profitability of listed banks in Sri Lanka. The relationship between capital structure and profitability is one
that received considerable attention in the finance literature. The modern industrial firm must conduct its business in a highly complex and competitive business
environment. Therefore, these types of research findings will be benefited in selecting the capital structure to achieve the optimum level of firm’s profitability.
This study shows the statistical analysis carried out seeking to discover is there any relationship between capital structure and profitability of the listed banks in
Sri Lanka.

RESEARCH PROBLEM

The capital structure decision of a bank is similar to that of a non financial firm. Although there are considerable inter industry differences in the capital structure
of firms due to the unique nature of each industry’s business, the intra-firm variations are attributed to the business and financial risk of individual firms. From
the foregoing discussions based on the available empirical literature, it is crystal clear that results from investigations into the relationship between capital
structure and profitability are inconclusive and requires more empirical work.

An important question facing companies in need of new finance is whether to raise debt or equity. In spite of the continuing theoretical debate on capital
structure, there is relatively little empirical evidence on how companies actually select between financing instruments at a given point of time in order to attain
optimum profitability. Hence, the main problem of this research is to what extent the capital structure impacts on profitability of listed banks in Sri Lanka?

OBIJECTIVES OF THE STUDY

The objectives of this research are geared towards the following:

. To identify the relationship between capital structure and profitability of listed banks in Sri Lanka.
. To find an optimal capital structure that would be associated with the best performance.

. To find out the impact of capital structure on profitability.

REVIEW OF LITERATURE

One of the most important financial decisions facing companies is the choice between debt and equity capital (Glen & Pinto, 1994). This decision can effectively
and efficiently be taken when managers are first of all aware of how capital structure influences firm profitability. This is because; this awareness would enable
managers to know how profitable firms make their financing decisions in particular contexts to remain competitive. In the corporate finance literature, it is
believed that this decision differs from one economy to another depending on country level characteristics.
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Dimitris, M. & Maria, P. (2008) investigated the relationship between capital structure, ownership structure and firm performance across different industries
using a sample of French manufacturing firms. They found that a negative relationship between past profitability and leverage and there will be a positive
relation between profitability and leverage.

Peterson & Rajan (1994) found a significantly positive association between profitability and debt ratios in a study designed to investigate the relationship. Ooi
(1999) argues that profitable firms are more attractive to financial institutions as lending prospects. The reason is that, those firms are expected to have higher
tax shields and low bankruptcy costs. According to Scher et al. (1993), start-up firms with higher anticipated profitability have higher debt to equity ratios. In a
study developed to investigate the relationship between profitability and firm leverage, Taub (1975) in a regression analysis of four profitability metrics against
debt ratio found a significantly positive association between debt and profitability.

According to Bos & Fetherston (1993), capital structure affects both profitability & riskiness of firms. These believe has been held by earlier researchers such as
Miller & Modigliani (1963) and Titman & Wessels, (1998). As a result, numerous studies have been conducted by academic writers to examine the impact of
capital structure on firm profitability.

According to Champion (1999) & Leibestein (1966), companies can use more debt to enhance their financial performance because of debt’s capability to cause
managers to improve productivity to avoid bankruptcy. The point here is that, debt must be repaid while dividend payment is not obligatory and can even be
postponed if the firm is financially hard up. Furthermore Roden & Lewellen (1995) observed a significantly positive association between profitability and total
debt in a study developed to find out the percentage of total debt in leverage buyouts. In a study designed to examine the effect the effect of capital structure
on profitability of listed firms on the Ghana Stock Exchange, Abor (2005) has reported a significantly positive relationship between the ratios of short term debt
to total assets & profitability but a negative association between the ratio of long term debt to total assets and profitability.

The relationship between capital structure and company profitability is always explained in the corporate finance literature within the framework of “Pecking
order theory”. Within this framework, firms would always prefer internal sources of finance as opposed to external sources (Myers, 1984; Myers & Majulf,
1984). These authors argue that internal funding which is specifically the use of retained earnings is cheaper as a source of finance relative to external funding
which is exclusively the use of debt and equity. This preference is due to the cost that is associated with the information asymmetry that exist between
managers and outside market participants thus making external funding expensive. Generally, the investors are of the view that managers would only issue over
valued shares and vice versa thereby raising cheap capital. Although this proposition may not always be true, investors often demand higher returns to
compensate when there is a new issue thus making external funding relatively expensive (Barclay & Smith, 2005). As a result, astute managers would ignore
external funding and use internal sources instead.

Titman & Wessels (1988) contend that firms with high profit levels, all things equal, would maintain relatively lower debt levels since they can realize such funds
form internal sources. Furthermore, Cassa & Holmes (2003) and Hall et al. (2004) all found negative relationship between profitability and both long-term debt
and short-term debt ratios.

Bourke (1989) reported that capital ratios are positively related to profitability. Bourke explained this by assuming that well capitalized banks may enjoy access
to cheaper and less risky sources of funds and better quality asset markets. Alternatively the prudence implied by high capital ratios may also be maintained in
their asset portfolio decisions with consequent improvement in loan loss provision and hence profitability.

The effect of the capital structure on profitability is non-trivial, especially for banks subject to regulatory requirements. Fischer, Henkel & Zechner (1989) show
that profitability is rather insensitive to the capital structure due to adjustment costs. Since banks are active players on the global capital markets, they face
relatively low transaction costs for adjusting their capital structure. Therefore it is likely that a bank’s tolerance with respect to deviations in its capital structure
from the target capital structure is very limited and that profits react fast to holding an in-efficient capital structure.

CONCEPTUALIZATION
FIG. 1: CONCEPTUALIZATION MODEL
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OPERATIONALIZATION

Concept Variable Indicator Measurement
Capital Structure | Role of Debt and Debt to Equity Debt x 100
Equity Equity
Role of Debt and Total Funds | Debt to Total Debt x 100
Funds Ratio Debt + Equity
Profitability Return on Capital Profit based on PBIT x 100
Employed (ROCE) Capital Employed Capital Employed
Return on Equity Profit based on Net profit after interest and tax x 100
Equity capital Equity
Net Interest Margin Net interest based on Total assets | Interest received — Interest paid x 100
Total assets

HYPOTHESES OF THE STUDY

The following hypotheses are developed for testing.

H1: There is a positive relationship between debt to equity and ROE

H2: There is a positive relationship between Debt to Equity and ROCE

H3: There is a positive relationship between debt to equity and NIM

H4: There is a positive relationship between debt to Total Funds and ROE
H5: There is a positive relationship between debt to Total Funds and ROCE
H6: There is a positive relationship between debt to Total Funds and NIM
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METHODOLOGY

DATA COLLECTION

This study uses secondary data for the analysis. The financial statements which are made up of income statements and balance sheets of the sample banks were
the main sources of data for this study. These were obtained from the Hand book of Listed Companies and the annual reports of respective banks. Further,
scholarly articles from academic journals, relevant text books on the subject and the internet search engines were also used. Specifically, the financial
statements of the banks in the sample are planning to collect for the period 2008-2012 and a balanced panel of ten banks emerged for the study.

SAMPLING DESIGN

The sample of this study composed of ten banks listed in the Colombo Stock Exchange and period of 5 years from 2008 to 2012. Bank Finance & Insurance sector
was selected for the present study among the 20 industry sectors. From this sector the following ten listed Sri Lankan banks were selected to carry out the
research;Commercial Bank of Ceylon Limited, Hatton National Bank Limited, Housing Development Finance Corporation Bank of Srilanka, Merchant Bank of
Srilanka PLC, National Development Bank PLC, Nations Trust Bank Limited, People’s Merchant Bank PLC, Sampath Bank Limited, Seylan Bank PLC, Seylan
Merchant Bank PLC.

DATA ANALYSIS

The quantitative research approach is employed to find out the findings of the research study. Since numerical and secondary data is used, quantitative
approach is considered to be a suitable approach for the study. The upper level of statistical significance for hypotheses testing was set at 5% and 1%. All
statistical test results were computed at the 1-tailed level of significance. Descriptive statistics are used to describe and summarize the behavior of the variables
in a study. Further, the following Statistical Tools are used in the study Correlation: - To identify the relationship between capital structure and profitability.
Regression: - To find out the impact of capital structure on profitability. Data analysis is done by using the SPSS package (Version 16.0).

RESEARCH MODEL

A correlation analysis is used to investigate one variable from one or more other variables. Here also this analysis was performed to identify the impact of capital
structure on profitability.

To test the relationship between capital structure and profitability, the following function was considered.

P=f (ROCE, ROE and NIM)

Which shows profitability is the function of capital structure.

Here capital structure is measured with the help of Debt to equity ratio and Debt to total funds ratio. It is important to note that the profitability is measured
with the help of three ratios namely Return on Capital employed, Return on equity and net interest margin.

RESULTS AND ANALYSIS
DESCRIPTIVE STATISTICS OF THE VARIABLES
TABLE NO. 01: DESCRIPTIVE STATISTICS

N Minimum | Maximam | Mean Std.deviation
ROCE 10 | 9.32 25.42 14.8218 5.16101
ROE 10 | -25.03 19.48 9.5116 18.51050
Net Interest Margin | 10 | 3.49 8.22 4.9070 1.73385
Debt Equity 10 | 182.25 1535.88 825.1531 | 501.59839
Debt to Total Fund 10 | 77.48 152.39 88.6591 6.84658
Valid N (listwise) 10

The descriptive statistics above show that over the period under study, the profitability ratios measured by return on capital employed, return on equity and net
interest margin averaged 14.8, 9.5 and 4.9 respectively. The debt/equity ratio stood at 825.2 and debt to total funds averaged 88.7. This is an indication that
approximately 89% of total assets in the banking sector of Sri Lanka are represented by debt, confirming the fact that banks are highly geared institutions. The
maximum and minimum values for debt/equity ratio indicate that the debt/equity composition varies substantially among the listed banks in Sri Lanka
CORRELATION ANALYSIS

TABLE NO. 02: CORRELATIONS MATRIX FOR CAPITAL STRUCTURE AND PROFITABILITY

Debt to Equity|Debt to Total Funds Ratio [ROCE|ROE |Net Interest Margin
Debt to Equity Pearson Correlation |1
Sig. (2-tailed)
Debt to Total Funds Ratio|Pearson Correlation|.357" 1
Sig. (2-tailed) .011
ROCE Pearson Correlation|.549" 407" 1
Sig. (2-tailed) .000 .003
ROE Pearson Correlation|.077 .101 -181|1
Sig. (2-tailed) .595 487 .208
Net Interest Margin Pearson Correlation |.186 -637" 114 |-.202|1
Sig. (2-tailed) 195 .000 1429 |.159
*_ Correlation is significant at the 0.05 level (2-tailed).
**_Correlation is significant at the 0.01 level (2-tailed).

Correlation analysis was built in order to test the linear relationship between various independent and dependent variables used in this study.

The above mentioned table shows the relationship between debt/equity ratio and return on capital employed. The correlation value is -.181 and which is not
significant. Debt/equity ratio shows a weak negative correlation with return on capital employed. The correlation value between debt to total funds and return
on capital employed is .549, which is significant at 0.01 levels. This reveals that there is a significant moderately positive relationship between debt to total funds
and return on capital employed. The correlation value between debt/equity ratio and return on equity is .077 and which is not significant. This shows that there
is a weak positive association between debt/equity ratio and return on equity.

The table mentioned above also illustrates the association between debt to total funds and net interest margin. The correlation value is -.637, which is significant
at 0.01 levels. This shows that there is a significant strong negative relationship between debt to total funds and net interest margin.
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HYPOTHESIS TESTING

No | Hypotheses Results Tools

H1 | Thereis a positive relationship between debt to equity and ROE Rejected | Correlation
H2 | There is a positive relationship between Debt to Equity and ROCE Accepted | Correlation
H3 | There is a positive relationship between debt to equity and NIM Rejected | Correlation

H4 | There is a positive relationship between debt to Total Funds and ROE Rejected | Correlation
H5 | There is a positive relationship between debt to Total Funds and ROCE | Accepted | Correlation
H6 | There is a positive relationship between debt to Total Funds and NIM Rejected | Correlation

CONCLUSION AND RECOMMENDATION

Several studies have been conducted on the examination of the impact of capital structure on bank profitability, but there are mixed results in different
conceptual frame work. Banks generally play a crucial role in the economic development of every country. One critical decision banks face is the debt-equity
choice. Among others, this choice is necessary for the profit determination of firms. What this means is that banks that are able to make their financing decision
prudently would have a competitive advantage in the industry and thus making superior profits. Nonetheless, it is essential for us to recognize that this decision
can only be wisely taken if banks know how debt policy influences their profitability.

This study examined the relationship between capital structure and profitability in Sri Lankan banks. The study covered 10 listed banks over the period of 2008
to 2012. The analysis of listed banks shows that debt equity ratio is positively associated with all profitability ratios such as Return on equity, Return on capital
employed and Net interest margin. Total debt was found to be significant in determining return on capital employed in the banking industry of Sri Lanka. Debt to
total funds ratio is positively associated with ROE and ROCE and it is significantly correlated to ROCE. But with net interest margin it is negatively correlated.

LIMITATIONS AND SCOPE OF FUTURE RESEARCH

The identified limitations of this study are as follows: This study is restricted only to the listed banks in the Banks, Finance & Insurance sector in Sri Lanka, Data

representing the period of 2008 to 2013 will be used for the study and this report Preparation is based on the approximate information and data collection.

The current research has compiled a large database of listed bank’s accounting data that demonstrate what can be done even with the limitations of currently

available data. There is clearly enormous scope for more research that can inform an understanding of how the capital is structured, how it connects with the

profitability and what elements of capital structure make a difference. To develop specific policy recommendations author suggest the following further

research.

. This study has utilized only standard forms of profitability measures. A more precise measure of profit can be obtained with the help of Economic Value
Added (EVA) concept.

. The sample used in this study consisted only ten banks which indicate the sample is relatively small.

. Another research area that could be extended is to examine capital structure and profitability to the non-listed banks.

. A supplementary analysis ought to be conducted to test whether the differences in firm characteristics has an impact on the way firms in Sri Lanka choose
to finance their investments.
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