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ABSTRACT 
 

Starting from the idea that in economics, as well as in other sciences, anything has the 
tendency to depend on anything else, in this paper it was  intended to develop an 
economical model capable of expressing the relation between the economic rate of 
return – as fundamental indicator of expressing the firm’s financial - economic 
performance- and its determinant factors. The multiple linear regression  model has 
been developed through the analysis from 30 Mauritian Companies. 
 Economic rate of return (ERR) is the rate of return used in capital budgeting to 
measure and compare the profitability of investment. It is also called the discounted 
cash flow rate of return (DCFROR) or the rate of return (RoR). 
 It has been tried to develop a model that shows how the ERR depends on the six 
different variables such as good money, gross operating capital, operating gross 
margin return , cash flow, EBIT margin (Earnings before interest and taxes) , and the 
total debt turnover. 
 The above mentioned independent variables are important to study to analyze how 
they affect the return and hence the profitability. Businesses use the calculation of 
gross operating capital to measure the cash flow which in turn affects the economics 
rate of return. EBIT margin is useful when comparing  multiple companies , 
especially within a given industry , and also called the debtors receivable ratio 
indicate s how effective a company is at selling on credit and  collecting debt. It can 
be an early indicator of impeding cash crisis and is an important tool in financial 
analysis. Thus all these variables might directly or indirectly affect rate of return and 
that is the area this paper wish to study through this project. 
 Given our multivariate linear regression model, we can express it with the 
following equation 
 መ7. x7iߚ  + መ6. x6iߚ  + መ5. x5iߚ  + መ4. x4iߚ  + መ3. x3iߚ  + መ2 . x2iߚ + መ1ߚ = ොiݕ 
 
where, 
 ොi    =    Economic Rate of Returnݕ 
 x2i     =   Good money 
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 x3i    =   Gross Operating Capital 
 x4i    =   Operating Gross Margin Return 
 x5i       =   Cash Flow 
 x6i     =   EBIT Margin 
 x7i     =   Total Debt Turnover 
 And,     ߚመ1   =    estimator of the intercept 
 While   ߚመ2 ,   ߚመ3,   ߚመ4 ,  ߚመ5 ,  ߚመ6 ,  ߚመ7 are the slope coefficients 
 
 Now that we have established the model to show the relationship between 
economic rate of return and the six independent variables mentioned above, it can be 
inferred from the data that economic rate of return is positively related to EBIT 
margin and total debt turnover while negatively related to good money, gross 
operating capital, operating gross margin return and cash flow.  
 For explanation, consider EBIT margin and gross operating capital 
 If there is one unit increase in EBIT margin, then the economic rate of         return 
is going to increase by 1.58 units. While if there is an increase of one unit in gross 
operating capital, EROR will decrease by 1.22 units and likewise for other variables. 
 
 
HYPOTHESIS TESTING 
A Statistical hypothesis test is a method of making decisions using the data. In 
statistics, a result is called statistically significant if it has been predicted as unlikely 
to have occurred by chance above. According to our model we test that the sample 
slope coefficient are significant. 
 
 
ANALYSIS 
1. H0    :    β2    =    0                                    ( n = 30 ) 
    Ha     :    β2      ≠    0 
 t(0.05, 23)   =     ఉ෡ଶ   ି   ஒଶ௦.௘.  ሺஒଶሻ       ≈    23  d.f.  ( 5% level of                                   significance) 

                               t stat     =     -1.10276 
                    t critical   =     ± 2.069 
 
 Hence we do not reject the null hypothesis and claim that i.e , good money’s 
coefficient is statistically not significant. Or in other words, good money does not 
have an impact on the economic rate of return. 
                                                 
2. H0    :    β3    =    0                                     
    Ha     :    β3      ≠    0 
                               t stat     =     -0.27986 
                    t critical   =     ± 2.069 
 
 We do not reject the null hypothesis and claim that gross operating capital might 
not have an impact on the economic rate of return. 
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3. H0    :    β4    =    0                                     
    Ha     :    β4      ≠    0 
                               t stat     =     -0.47094 
                    t critical   =     ± 2.069 
 
We do not reject the null hypothesis. 
4. H0    :    β5    =    0                                     
    Ha     :    β5      ≠    0 
                               t stat     =     -0.90911 
                    t critical   =     ± 2.069 
 
We do not reject the null hypothesis. 
5. H0    :    β6    =    0                                     
    Ha     :    β6      ≠    0 
                               t stat     =     2.5637 
                    t critical   =     ± 2.069 
                                                   
Since      t critical   <    t stat , 
 
 We reject the null hypothesis and claim that  β6   ≠   0   i.e., the coefficient for EBIT 
return is statistically significant. Any change in the EBIT return will have a positive 
impact on the economic rate of return. 
6.  H0    :    β7    =    0                                     
     Ha     :    β7      ≠    0 
                               t stat     =     2.97266 
                    t critical   =     ± 2.069 
 
 Since tstat > tcritical , we reject the null hypothesis and claim that total debt turnover 
is statistically significant in our model and affects the economic rate of return. 
 
NOTE: The null hypothesis which haven’t been rejected might give some other result 
when we take other sample hence we cannot comment with full precision that good 
money, gross operating capital, operating gross margin and cash flow will not affect 
the economic rate of return.  
 
 
INTERPRETATION OF REGRESSION STATISTIC 
Given the value of     R2  =   0.683331734  , it explains that 68% of variation in the 
sample data can be explained through the regression line developed in the model 
while the rest accounts for the unexplained. 
To check for the same we will set up the hypothesis as below: 
     H0    :    R2    =    0                                     
     Ha     :    R2

      ≠    0 
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F (0.05, 6, 23)       =  ோమ ௞ିଵ⁄  ଵିோమ ௡ି௞⁄  
                      = 8.27186867         
Fcritical  =  7.66515 
 
 Hence Fstat  > Fcritical  and we reject the null hypothesis that all partial slopes are 
simultaneously equal to zero. And thus we claim that collectively all the six variables 
have an impact on the economic rate of return (ERR) although individually some of 
them may not affect the ERR. 
 
 
CONCLUSION 
Thus, the model developed in this paper has shown the interesting result that although 
we analyzed that operating capital, good money, operating gross margin and cash 
flow might not affect the ERR but still these are important for the analysis and 
computation of the same collectively. 
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THE END 
 
 
 


