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Introduction

The capital structure is the way in which a company finances its general operations and its growth
using different sources of funds. The debt is presented in the form of long-term bond or note issuances, while
the equity is classified as ordinary shares, preferred shares or retained earnings. Short-term debt, such as
working capital requirements and current borrowings, are also considered part of the capital structure. The
ratio of a company's short and long-term debt is considered when analysing the capital structure. When analysts
refer to the capital structure, they most likely refer to the debt / capital (D / E) ratio of a company, which
provides information about a company's risk. In general, a company that is heavily financed by debt has a
more aggressive capital structure and, therefore, presents a greater risk to investors. This risk, however, may
be the main source of the company's growth.

The debt / equity ratio (D / E) is calculated by dividing the total financial liabilities of a company by
stockholders' equity. These numbers are available in the balance sheet of a company's financial statements.
The relationship is used to evaluate the financial leverage of a company. The debt / equity ratio is also known
as a risk or leverage ratio.

Formula
D/E Ratio= Total Debt/ Shareholder’s Equity

At the same time, leverage is an important tool that companies use to grow, and many companies find
sustainable uses for debt. If a company has a high debt equity ratio (the definition of high will vary by industry),
this is an indication that the company must commit a significant portion of its cash flow in operations to the
payment of principal and interest on this debt.

Research Methodology

This study uses a longitudinal research design. The nature of the research is descriptive. Listed Indian
Real Estate Developers are the population for this study. The financial data of the real estate developers has
been collected from F.Y. 2010-11 to F.Y. 2017-18. The time period has been selected such that the Pre and Post
RERA market valuation of the developers can be studied. After reviewing the available literature, the impact
of RERA on Debt/Equity Ratio of real estate developers has been identified as the research problem. Financial
data has been collected from annual reports of respective real estate companies and from the website of
Bombay Stock Exchange. Convenience sampling has been used in this study. The sample chosen is of 10
largest publicly listed Indian developers by market capitalisation. Our sample size is 10 and time period under
observation is 8 years (7 years Pre-RERA and 1 year Post-RERA).

The data collected was checked for normality. For hypothesis testing of non-normal data, a non-
parametric test known as Wilcoxon Signed Rank’s Test was applied. For hypothesis testing of normal data,
the student’s paired samples t-test was used.

Objectives
The objective of the study is to gauge the impact of RERA on Debt ratio of real estate developers.
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Hypothesis

Ho1: The mean Debt/Equity Ratio for the real estate companies will not significantly change for Indian real
estate developers after implementation of RERA; pyPRE RERA =puPOST RERA

Hai1: The mean Debt/ Equity Ratio for the real estate companies will significantly change for Indian real estate
developers after implementation of RERA; uPRE RERA #uPOST RERA

Data Analysis and Interpretation
Ratio Analysis

The Debt/ Equity ratio was calculated using the balance sheet and income statement of the real estate
developers. The sample mean was calculated Pre-RERA (2010-11 to 2016-17) and Post RERA (2017-18). The
results of Ratio Analysis are summarised in Table 1.

Table 1: Results of Ratio Analysis

S. No. Parameter Pre-RERA Post-RERA Change Impact on Debt
Sample Mean | Sample Mean Management
1 Debt-Equity Ratio 0.772 0.744 -0.028 Positive

On observing the results of ratio analysis, we find that Debt/Equity Ratio has been positively impacted and
reduced.

Normality Test

The distribution of difference in means of P/E ratio Pre and Post Rera were checked for normality by using
Shapiro Wilk Test of Normality. The Null Hypothesis is Paired differences are normal. The results are
summarised in Table 2.

Table 2: Results of Shapiro Wilk Test of Normality

Tests of Normality
. . Shapiro-Wilk Null hypothesis
Paired Difference Statistic dar Sig.
Debt-Equity Ratio 921 10 364 Fail to reject

It can be observed from the results that paired differences of Debt/Equity ratio follow a normal distribution.
Thus, for testing of null hypothesis for Debt/Equity ratio, the student’s paired samples t-test was used.

Hypothesis Testing

A. Student’s t-Test

One of the key assumptions of this test is that data must be parametric in nature for the results to be valid.
Thus, this test can only be applied on the paired differences of ratios whose distribution has been found normal
by normality test.

Paired Differences Si
Std. & | Sig(1-|  Null
Std. t df (2- ; .
Mean . Error ) tailed) | Hypothesis
Deviation tailed)
Mean
Pre RERA
Debt-Equity
. Ratio — Fail To
Pair Post RERA 0.03 0.44 0.14 | 0.20 [ 9.00 | 0.85 | 0.42 Reject
Debt-Equity
Ratio
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Results

As per the result of Students t-test, the difference in means of Pre RERA-Post RERA is identified which is
statistically insignificant for Debt-Equity Ratio. The positive difference shows that Debt-Equity Ratio has on
average slightly decreased (but not significantly) post implementation of RERA. It means that the developers
have changed their target capital structure post-RERA and have reduced their dependence on debt by paying
off their existing debt. It also indicates that the developers are attempting to create a safety margin against
economic downturn. This represents that the impact of RERA is favourable on this ratio considering the weak
economic sentiments.
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Appendix: Ratio Calculations
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