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Abstract – This project aims to explore the role and impact of financial leverage at the Rayalaseema Power Project. Financial 

leverage refers to the use of debt financing to fund business operations with the objective of increasing shareholder returns. The 

study focuses on analyzing the capital structure of the project and understanding how debt influences its financial performance, 

profitability, and risk profile. By evaluating key financial ratios such as the debt-equity ratio, interest coverage ratio, and 

return on equity over a span of five financial years, the study provides insights into the level of financial risk undertaken by the 

project.  The research adopts both qualitative and quantitative methods, using data collected from the company’s annual 

reports and secondary financial sources. The analysis reveals that while leverage has contributed to higher returns during 

certain periods, it has also increased financial vulnerability due to interest obligations. The project concludes with strategic 

recommendations for maintaining an optimal leverage ratio that balances risk and return, ensuring the project's long-term 

financial health and operational efficiency. This study is significant for stakeholders, financial analysts, and policymakers 

involved in infrastructure and energy sectors, particularly those considering the implications of debt financing in capital-

intensive projects. 
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I. INTRODUCTION  
 

 Financial leverage refers to the use of borrowed funds to 

finance business operations and investments, with the 

objective of increasing a company’s return on equity. It 

allows companies to expand their asset base, invest in 

growth opportunities, and potentially enhance profitability 

without relying solely on shareholder equity. However, 

leverage also introduces financial risk, as businesses must 

meet debt obligations regardless of their revenue or profit 

levels. The effective use of leverage can amplify returns 

when earnings exceed borrowing costs, but excessive debt 

can lead to financial distress. 

 

The degree of financial leverage is commonly measured 

using ratios such as the Debt-to-Equity Ratio, Interest 

Coverage Ratio, and Financial Leverage Ratio. A 

moderate level of leverage can help companies achieve 

strategic growth, while high leverage may indicate 

increased financial risk, particularly in economic 

downturns. Investors and creditors analyze a company’s 

leverage position to assess its financial stability and ability 

to generate sufficient earnings to cover interest payments 

and principal repayments. Proper management of financial 

leverage is crucial for long-term business sustainability 

and financial health 

. 

II. RESEARCH METHODOLOGY 

SOURCES OF DATA 
 

Primary data collection is necessary when a researcher 

cannot find the data needed in secondary sources. Three 

basic means of obtaining primary data are observation, 

surveys, and experiments. The choice will be influenced by 

the nature of the problem and by the availability of time. 

For this research study Questionnaire was the Primary 

Data source which is applied. 

 

SAMPLE SIZE: 

 

It refers to the number of elements of the population to 

sample. Sample size here is 150. 

 

DATA PROCESSING 

 

The study has been carried out with the help of the 

following data: 

 

Primary data 

 

The primary data was collected through the use of 

structured questionnaire from the target respondents using 

survey method. 

Secondary data 

 

The secondary data was collected from journals and 

internet. 

 

TOOLS FOR ANALYSIS 

 

• Percentage Analysis 

• Chart Analysis 

 

III. DATA ANALYSIS 
 

       ANALYSIS OF FINANCIAL STATEMENT  

 

1. PROFIT AND LOSS ACCOUNT (INCOME 

STATEMENT) 
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CASHFLOW 

 

CASH FLOW FROM MAR 2024 MAR 2023 MAR  

CASH 

FLOW 

FROM 

MAR 2024 MAR 2023 MAR 2022 

Operating 

Activities 

1,628 1,711 1,273 

Investing 

Activities 

-778 -657 -872 

Financing 

Activities 

-792 -578 -340 

Others 100 78 -16 

Net Cash Flow 157 118 44 

 

2. BALANCE SHEET 

 

 
 

Ratio analysis 

 

1. CURRENT RATIO 

 

Current ratio is a liquidity ratio that measures a company’s 

ability to pay short term obligations or those due within 

one year, it tells investors and analyses how a company can 

maximize the current ratio on its balance sheet to satisfy its 

current debt and other payables. 

 

CR=CURRENT ASSETS/CURRENT LIABILITIES 

 

 
 

 
 

INTERPREATION: 

 

The current ratio has slightly decreased from 1.85 in 2023 

to 1.73 in 2024. This decline suggests that the company’s 

short-term liquidity has weakened slightly, indicating it 

may have less ability to cover its short-term liabilities with 

its short-term assets. However, the ratio remains above 1, 

which still indicates the company has enough current 

assets to meet its obligations, suggesting a generally 

healthy liquidity position. 

 

2 Net profit ratios 

 

It is a measure of profitability and efficiency, indicating 

the proportion of net profit generated from total income (or 

sales). A higher net profit ratio means the company is more 

efficient in converting its sales into actual profit. 

 

Net Profit Ratio=Net Profit/total income ×100  

 

 
 

 
 

INTERPREATION: 

 

The net profit ratio has increased significantly over the 

three-year period, from 1.28% in 2022 to 7.47% in 2024. 

This indicates a substantial improvement in the company's 

profitability. The company's ability to increase its net 

profit ratio by 485% over three years suggests effective 

cost management and revenue growth strategies. 

3.  Return on equity 

 

Return on Equity (ROE) is a financial ratio that measures a 

company's ability to generate profit from its shareholders' 

equity. In simple terms, it shows how effectively a 
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company is using the money invested by its shareholders to 

generate profits. 

 

ROE= Net Profit / Shareholders’ Equity ×100 

 

 
 

 
 

 

shown significant improvement, increasing from 2.96% in 

2022 to 19.59% in 2024. This indicates that the company 

is generating strong profits from shareholder equity. The 

substantial growth in ROE suggests effective management 

of shareholder investments and a potential increase in 

shareholder value. 

 

IV. CONCLUSION 
 

The financial analysis indicates that the company has 

significantly improved its profitability, asset utilization, 

and return on equity over the past three years. However, 

liquidity has shown a slight decline, and the company 

remains highly leveraged, which could pose potential 

financial risks. To sustain its growth momentum, the 

company should focus on improving liquidity, reducing 

debt, and maintaining cost efficiency. By leveraging its 

strengths in asset management and operational efficiency, 

the company is well-positioned for future growth and 

financial stability. 
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