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FINANCIAL LEVERAGE (LEVER) AS A SIGNIFICANT
REGULATORY MECHANISM OF THE COMPANY’S OWN
AND BORROWED CAPITAL RATIO

Tsaava G. - Prof., Burdiashvili R. - Prof.
Georgian Technical University

RESUME

1. An enterprise that uses only its own capital has the highest
financial stability, but limits its development and does not use the
financial possibilities of increasing profits on invested capital.

2.An enterprise using the borrowed capital has a higher financial
potential for its development and increased financial profitability of
its activities, but it generates a greater financial risk and a threat of
bankruptcy.

3. Financial leverage characterizes the use of the company’s
borrowed funds, which affects the change in the coefficient of return
on equity. The use of 62% of borrowed funds by the company in the
total equity capital provides 18% of the financial return on equity,
and italso corresponds to the ratio of the “golden ratio” (63% - 38%).

4. the knowledge of the mechanism of financial leverage
influences on the level of profitability of own capital and the level of
financial risk increases purposefully to manage both the value and
the structure of capital to the enterprise.

Key words: Financial leverage, equity, debt sources of financing,
company life-cycle.
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