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ABSTRACT: 

Return on long term funds is considered as one of the most important factor for evaluation of any company 

for investment purpose. In this paper researchers focused on establishment of relationship between business 

segment diversification and profitability with respect to return on long term funds. The researchers carried 

out analysis of selected National Stock Exchange (NSE) listed companies in India for hypothesis testing. It 

has been concluded that there exists significant relation between the two factors and multi segment approach 

is beneficial to companies to generate profitability with respect to return on long term funds. There was 

significant anticipation of return on long term funds on segment diversification. 
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INTRODUCTION: 

The return is calculated as the annual percentage return based on the yields of all the underlying securities in 

the portfolio, but is weighted to account for each security's market value and maturity. The return is 

presented net of estimated fees and the maximum offering price, but does not account for delays in income 

distributions from the fund. The estimated long-term return may be the metric that should look at if planning 

on investing for the duration of the trust.  

Return on long term funds ratio can be calculated by dividing operating profit by long term funds of the 

company where long term funds refer to the total investments made in a company for the long term. 

Formula for return on long term funds can be given as, 

 

 

This ratio is very useful in providing information regarding performance of investments made for long 

duration of time. 
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NEED FOR THE STUDY: 

After performing in depth analysis of available literature, it was found that most of research in 

diversification strategy was performed in developed economies like USA, Japan and some European 

countries. Many researchers focused on impact of diversification on firm value. Very few researchers 

focused on impact of diversification on profitability of company. Majority of research work on profitability 

given emphasis on ROA and ROS figures and very few attempts were performed to analyze profitability in 

terms of ROCE, ROE, EPS, PBIT and return on long term funds. 

 

REVIEW OF LITERATURE: 

(Lecraw, 1983) analyzed 200 largest non-financial firms in Canada in the year 1975 to study cause and 

effect of segment diversification. These companies categorised into 4 classes namely Single Business (SB), 

Vertically Integrated Business (VIB), Related Business (RB) and Unrelated Business (UB) to have better 

insight into the subject. Firms adapted to one of the above diversification strategy as per their strategic goal. 

It was found that certain factors like characteristics of firm and characteristics of base industry are major 

deciding factors of type of diversification. Diversification strategy should be as per strengths and 

weaknesses analysis of the firm and selection of wrong diversification strategy leads to loss of value for 

firm. It was further found that there was increase in ROE of the firm compared to the industry in which it 

operates, if it follows the related diversification strategy. Optimum capital structure, relative market share 

are other major supporting parameters for maximum ROE along with appropriate diversification strategy. 

 

(Pandya & Rao, 1998) performed empirical analysis of diversification strategy and performance of company 

and found that diversified companies perform better in terms of risk and return as compared to non-

diversified companies. Researchers classified companies into three categories wiz. high performing class of 

companies, average performing class of companies and low performing class of companies. They found that 

in former class diversified companies show better financial performance while in latter two classes non-

diversified firms are performing better financially. It was also found that there is reduction of risk in non-

diversifying companies if they go for diversification but it is at the cost of profitability. Even though 

financial performance of company goes downside due to diversification, risk also decreases. Return on 

equity, return on assets and market return are the financial performance indicators used to evaluate the 

returns generated by company on its equity capital, assets and shares. Diversification is helpful for managers 

and employees of the company as it reduces volatility and risk of the firm but at the same time it may not be 

beneficial to investors as it reduces returns of the firm.  

 

(Jara-Bertin, López-Iturriaga, & Espinosa, 2015) analyzed 83 non-financial Chilean companies to study 

diversification strategy over the period 2005-2013 listed on Santiago Stock Exchange. They studied 
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business diversification and ownership diversification as two forms of corporate diversification strategy and 

analyzed its impact on market value of selected companies. Variables such as excess value for sales and 

assets multiples, market to book value, entropy of sales and assets, inverse Herfindahl index of sales and 

assets, number of segments, related subsidiaries, invested capital, ownership diversification, excess of 

voting rights, cash flow rights, investment ratio, debt, EBIT margin, financial crisis time period, economic 

growth, proportion of diversified companies and sales were measured. Researchers observed concentrated 

ownership structure with low legal protection of investors in Chilean economy which very much affects 

decision making process. Use of ownership structure to extract private benefits by largest shareholders 

results in inefficient use of resources resulting in loss in value of firm. They observed there is effect of 

ownership structure on diversification discount of Chilean companies which represents emerging market 

economy. 

 

RESEARCH DESIGN: 

Sampling frame and design: 

Researchers used purposive sampling technique to select companies from National Stock Exchange of India 

(NSE). Researchers selected the companies for analysis which were listed throughout 2007 to 2012 with 

CNX Nifty. Total 38 companies were selected for the study. 

 

Sources of data: 

Secondary data used for this study. The secondary data was collected from print media like books, research 

journals, magazines, research articles and research papers available online and offline, annual reports of 

companies and other sources. 

 

Statement of the problem: 

Researchers are concerned with comparison of single segment approach verses multi-segment approach 

with respect to return on long term funds parameter for selected CNX Nifty companies for the selected 

period. Profitability analysis of single segment firms against multi-segment firms can provide critical 

information in selection of most suitable business approach.  

  

Objectives: 

 To study return on long term funds of selected NSE listed companies with respect to their 

diversification status i.e. companies with diversification and companies with no diversification. 

 To study correlation of segment diversification with return on long term funds. 
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Limitations of the study: 

 The study is limited to data collected from financial statements of selected companies only for the 

period 2007 to 2012. 

 The findings of the study solely based on information provided by published data. 

  

DATA ANALYSIS AND INTERPRETATIONS: 

Table 1: Correlations-Segment Diversification and Return on Long Term Funds% 

 Segment Diversification 

Return on Long Term Funds % 

Pearson Correlation .208 

Sig. (2-tailed) .004 

N 190 

 

To find out the correlation between Segment Diversification and Return on Long Term Funds Ratio, 

researchers used 5 years financial data of 38 select NIFTY companies and Segment Diversification of the 

same. Correlation coefficient (r) between Segment Diversification and Return on Long Term Funds Ratio is 

.208, indicating positive relationship. As Pearson’s r is positive, it indicates that if one variable increases in 

value, the second variable also increases in value and represents positive correlation. P-value for this 

correlation coefficient is .004. As p < .05, the relationship between Segment Diversification and Return on 

Long Term Funds Ratio is statistically significant. Thus, it can be concluded that when segment 

diversification increases, Return on Return on Long Term Funds Ratio also increases. 

 

H3: There will be significant prediction of Return on Long Term Funds by Segment Diversification. 

Table 2: Model Summary 

Model R R Square Adjusted R Square Std. Error of the Estimate 

1 .208a .043 .038 24.69443 

a. Predictors: (Constant), Segment Diversification 

The above table provides the R and R2 values. The R value represents the simple correlation and is 0.208 

(the "R" Column), which indicates a moderate degree of correlation.The R2 value (the "R Square" column) 

indicates how much of the total variation in the dependent variable, Return on Net Worth, can be explained 

by the independent variable, Segment Diversification. In this case, 4.3% can be explained, which is low. 
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Table 3: ANOVAb 

Model Sum of Squares df Mean Square F Sig. 

1 

Regression 5189.192 1 5189.192 8.509 .004a 

Residual 114645.186 188 609.815   

Total 119834.379 189    

a. Predictors: (Constant), Segment Diversification 

b. Dependent Variable: Return on Long Term Funds % 

 

The ANOVA table indicates that the regression predicts the dependent variable significantly. P-value 

indicates the statistical significance of the regression model. Here, P < 0.05, and indicates that the regression 

model statistically significantly predicts the outcome variable i.e. it is a good fit for the data. 

 

The table ‘Coefficients’ provides the details of the results. The Zero-order column under Correlations lists 

the Pearson r values of the dependent variable with each of the predictors. The Partial column under 

Correlations lists the partial correlations for each predictor as it was evaluated for its weighting in the 

model. The Part column under Correlations lists the semi partial correlations for each predictor once the 

model is finalized; squaring these values informs us of the percentage of variance each predictor uniquely 

explains. 

Table 4: Coefficientsa 

Model 
Unstandardized Coefficients Standardized Coefficients 

t Sig. 
B Std. Error Beta 

1 

(Constant) 22.777 3.246  7.018 .000 

Segment 

Diversification 
2.206 .756 .208 2.917 .004 

a. Dependent Variable: Return on Long Term Funds % 

 

The prediction model was statistically significant, F (1,189) = 8.509, and p < 0.05 and accounted for 

approximately 20.8% of the variance ‘Return on Long Term Funds’ (R2 = .043 and Adjusted R2 = .038).  At 

α = 0.05 level of significance; there exist enough evidence to conclude that there will be significant 

prediction of Return on Long Term Funds by Segment Diversification and thus researcher fails to accept 

null hypothesis. 

From the above output, the regression equation is:  

Return on Long Term Funds = 22.777 + 2.206Segment Diversification 
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FINDINGS: 

Return on Long Term Funds Ratios of diversified firms are greater than non-diversified firms for all 5 

selected financial years from 2007-08 to 2011-12. The difference in percent, for all 5 financial years, is 

minimum 5% of mean on Return on Long Term Funds Ratios. 

 

CONCLUSION: 

Segment reporting is used as a source of information pertaining to extent of diversification companies 

adopting and accounting standard boards at national and international level has always insisted to report 

such segment wise information to stakeholders through statutory reports. This study was carried out to find 

out relationship between diversification statuses and company profitability in Indian context by studying 

major Indian capital market index CNX Nifty. It was found that there is certain impact of diversification 

strategy on overall profitability of company. 
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