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 One of the most important components of any economic activity is providing required 
financial sources which can be funded through from equities or debts. Therefore, 
financial managers in a company ensure the best combination of financing sources or in 
other words the capital structure and decisions that are taken in this respect are to 
increase the value of the company. To put it better managers as representatives of the 
owners of the shares, the combination of company capital structure to regulate in such a 
way to participate in the trend of increase value which is the increase of wealth holders, 
positive affect on left. Therefore determining a structure and provide the financial 
resources in companies has a special importance. Financing methods are affected by 
internal and external factors such as company's growth opportunities, retained earnings, 
company’s size, and the debt ratio and intangible assets. Capital structure is a subject on 
which numerous researches and tests have been done; and at the present time theoretical 
studies and empirical investigations are ongoing. This issue influences items of 
financial statements and consequently their relative ratios and ultimately it affects 
users’ decision making; especially creditors related to that unit. In this study some 
variables of financing pattern like age and size of company, growth in retained 
earnings, in short-term debt and in long-term debt that affect financial performance 
assessment indicators of companies are investigated. Research sample consisted of 100 
companies admitted in stock exchange of Tehran at time interval 2006-2011; they were 
chosen through screening.  Four hypotheses were developed for this study. In order to 
test the hypotheses, after processing data using Excel spreadsheet and Eviews software, 
the Pearson correlation coefficient was calculated and multiple regression analysis was 
performed by sorting the data panel. The results of testing hypotheses showed that 
financing pattern variables are significantly related with indicators of financial 
performance assessment. Therefore, it can be said that financing patterns used by 
companies have significant effect on financial performance; appropriate patterns can 
improve performance of companies and inappropriate patterns reduces it. 

 
 

© 2013 AENSI Publisher All rights reserved. 
 

INTRODUCTION 
 
 Business units need working capital to continue their activities and in order to increase profitability and 
extend activities needs to make new investments. These two business units’ needs are met through financing. 
Financing is possible through the two methods of equity issuance and creating debt. Using any of these sources 
or a combination of both is indicative of the company's capital structure model [1]. Each method of financing 
has its own advantages and disadvantages. Using  equity sources usually  reduces  stock return and debt creating 
approach, despite the fact that it increases in the value of the company, its overuse results in increasing financial 
risk, the expected return of shareholders  and lenders ; effective rates of debt and financial expenditures of 
company [1]. Company managers often try to make appropriate decisions to increase company’s stock value so 
that they can attain the most efficient combination of various sources of capital. About optimal combination of 
capital sources, various theories have been developed. According to these theories, some believe that the 
company should use maximum amount of loan in their financial structure; and some others believe that there is 
no reason based on which superiority of loan can be proved [2]. According to the traditional view of capital 
structure, the value of company can be increased by using leverage and for reducing investment expenditures; 
increasing amount of debts is suggested. However, by increasing debt risk rate increases and as a result market 
demands higher interest rates for debts [1]. The modern theory of capital structure started with famous theory 
Modigliani–Miller in 1958. They investigated about the conditions under which optimal capital structure is 
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formed and basically, what optimal capital structure is. In later years, many researchers have tested their theory 
experimentally and proposed new theories such as pecking order theory and compromise theory, [3]. 
 Considering various materials provided on capital structure and its different compounds in different 
theories, it is clear that these conditions affect items and contents of business units’ financial statements and the 
impacts will be evident in the periodical performance. The amount and kind of impacts can be determined and 
assessed by appropriate assessment indicators so that optimal decision makings can be done based on evaluated 
results and also help the users especially creditors in this regard. The present study aims to investigate 
relationship between the financing patterns of business units (age of companies, company size, growth in 
retained earnings, growth in long-term and short-term debt development) and financial performance indicators 
(return on assets, return on equity , the ratio of net profit to sales , asset turnover ratio, cash flow, ratio of debt to 
assets, ratio of  long-term debt to equity ratio) so that explain effects of capital structure on the performance of it 
structure.  
 
Literature Review: 
(A) - Capital Structure: 
 The combined sources of any company are referred to as capital structure, [4]. In investigating the capital 
structure of companies it is tried to explain combination of various sources used in financing of activities and 
investments they need [5,6]. Also it can be said that the aim of determining the structure of the capital is to 
specify combination of each company's financial sources in order to maximize the wealth of its shareholders, 
[7]. Because the expenditure of company’s capital is considered a function of its capitals structure, the choice of 
an optimal capital structure causes expenditure of company’s capital to reduce and its market value to decrease. 
The issue that how companies choose and modify strategic combination of financial sources has long been the 
subject of discussions among many financial economists and it is still the cause of arguments. Various 
definitions are provided by different people about capital structure; in the following some of them are 
mentioned: 
•  Capital structure includes combination of debts and equities that are used as company’s sources of 
financing [8]. 
•  Capital structure is a combination of debt and equity of company to finance long-term corporate assets, this 
structure includes long-term debts, preferred stock and common stock [9]. 
• Capital structure consists of a combination of common stock, preferred stock and related subsets, retained 
earnings and debt  that business unit uses it  to finance its assets [10]. 
 According to what was said and as it is obvious, the left side of the balance sheet shows financing of 
sources on the right side of it. In other words, the left side of the balance sheet reflects a business entity's capital 
structure. Therefore, capital structure consists of a combination of financial recourses gained from debts, 
common stock, preferred stock and retained earnings. Decision about combination of capital structure of a 
company is one of the principal responsibilities of managers. Determining an appropriate and optimal proportion 
to the amount of debt and equity is the most important issue in capital structure since it directly affects the value 
of the shares of company on the stock market. By determining amount of required capital of the company, the 
next issue proposed is that how and how much the needed capital is to be funded. The choice between debt and 
equity used in companies depend on several factors like capital structures’ being influenced by internal factors 
that is generally done to increase the value of company. Increasing the value of the company is one of the 
important issues for financial executives of the company. To achieve this, company needs to optimal use of 
financial sources and achieve high return. In this regard, managers can maximize company’s value in two ways. 
One way is to raise the return of the company, this increases the credit of company; the other way is to reduce 
financing expenditures associated with the company and subsequently to reduce the risk of the company. 
Accordingly, the appropriate combination of financing that can result in achieving the desired level of value is 
called the optimal capital structure [11]. In general, companies’ sources of financing and components of capital 
structure are divided into internal sources (inter-organization) and external sources (intra-organization) in terms 
of determining required capital. Internal financing sources are those that are funded through internal funds 
including retained earnings and reserves.  External financing sources are those gained through outside company 
funds including common stock, preferred stock and debt sources. 
 
(B) -Factors Affecting Capital Structure: 
 Generally, favorable situation in the company is related to two issues. One is concerned with the company's 
internal affairs that are governed by the manager of company and the other is external affairs that company’s 
manager and does not have any control on them. Determining capital structure of a company is one of the 
important issues that are necessary to achieve a desired financial state. As mentioned before, numerous theories 
and views have been proposed on capital structure with a focus on inter organizational factors.  Factors like the 
cost of capital, risk level of company, factors related to income and return of company can be mentioned as 
some of them. However, as noted above, external factors such as social, cultural, political and economic 
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conditions significantly affect success of a company, [8]. Studies that have investigated the impact of variables 
on capital structure showed that choosing capital structure not only is influenced by its own characteristics, but 
also by its environment and factors such as the overall health of the economy, existence of financial markets and 
amount of credit in country's banking sector. Also Drobetz & et.al (12) in their study stated that there is a 
relationship between economic variables and capital structure that shows caused fluctuations in any one of 
macroeconomic variable in America can quickly affect a company's capital structure. They also showed that 
changes in macroeconomic policies can significantly affect financing costs of companies; and increase or 
decrease of costs depends on conditions of economic prosperity or recession of society. Other studies done on 
the impact of macroeconomic factors on capital structure include studies by Song Shin & Adrian [13]. They 
indicated that favorable or unfavorable economic conditions of a country and macroeconomic variables affect 
development of companies’ capital structure; and for determining the optimal capital structure, not only factors 
within the company but also economic conditions and fluctuations associated with macroeconomic variables and 
policymaking about them should be considered. 
 
(C) -Theories of Capital Structure: 
 Financing methods are influenced by internal and external factors such as company's growth opportunities, 
retained earnings, company size, ratio of debts and intangible assets (14). No one has been able to provide 
optimal capital structure so far. However, the tax savings on interest costs encourages companies to finance 
through debts [15]. Various theories have been offered about the pattern of capital structure that any one of them 
considers different factors as effective in determining debt ratio (optimal capital structure): 
 
1 - The traditional theory:  
 This theory is based on the view that one can use leverage to increase company’s value. 
 
2 - Modigliani–Miller theory:  
 According to this theory, there is no optimal capital structure. Although the cost of financing is through the 
debt is less than the cost of financing through equity, raising debt increases financial risk of company and as a 
result expected return of shareholders [16]. 
 
3 - Theory of static equilibrium:  
 In the static equilibrium theory, it is assumed that there is an optimal capital structure and it determines the 
balance between costs and benefits of equity issuance and debt of capital structure. The costs and benefits 
include debt tax advantage and the cost of financial disorder and agency costs of financing through debt or 
equity, (17,18). Companies have target capital structure that is determined by the benefits gained from debts 
(debt tax advantage) and debt costs (bankruptcy costs and agency costs), [19].  Target capital structure is 
modified in response to temporary shocks; this diverts financial leverage from target leverage [20,21]. 
 
4 - Pecking order theory:  
 According to pecking order theory which results from information asymmetries, companies finance their 
needed funds first through internal sources and then by borrowing and finally through stock issuance, [17]. In 
pecking order theory, the market value-to-book value ratio (MTB) is a measure for investment opportunities. 
According to pecking order theory, companies with high proportion of MTB, which reflects growth 
opportunities or investment, use their internal sources and after using full capacity of debt, they turn to issuance 
of stock in order to finance, [22]. 
 
5 – Market timing theory: 
 This theory states that capital structure is cumulative outcome of past attempts at timing the stock market 
[20]. 
 
(D) - Assessing Performance: 
 Performance evaluation is processes of measurements and assessment of the performance in administrative 
organizations with framework of scientific principles and objectives of management for attaining goals and 
organizational tasks as administrative programs. [23] 
 Performance evaluation in organizational dimension equals efficiency of activities. Efficiency means level 
of achieving goals and programs with the feature of effectiveness and efficiency program and activities. [24] 
 Generally, performance evaluation is referred to process of measuring and assessing performance of units at 
specific times; in a way that expectations and indicators for judgment are clear to units being assessed and are 
communicated to them before evaluation, (25).Every organization needs assessment in order gain information 
about level of desirability and quality of their activities, especially in complex and dynamic environments. On 
the other hand, lack of evaluation and control system in an organization means lack of communication with inter 
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and intra organizational environment and its consequences are aging and finally death of organization. Incidence 
of sudden death may not be felt by top managers of organizations because it does not occur suddenly. But   due 
studies show that lack of feedback makes necessary the changes for growth, development and improvement of 
the organization's activities impossible; and its result would be the phenomenon of organizational death. [26] 
 
(E) -Necessity and Importance of Performance Evaluation: 
 Continuous improvement of the organization creates a great synergy; and these forces can support growth 
and development programs and create opportunities to boost organization. 
 Governments, organizations and institutions do advancing efforts in this case. Without investigation and 
gaining information about progress and achievement level of objectives and without identifying the challenges 
facing the organization and gaining feedback and information on the implementation of policies formulated and 
identifying issues that need serious improvement, continuous improvement of performance would not be 
possible. None of the points mentioned above is possible without measurement and evaluation. 
 English physicist “Lord Kelvin” about the need to measure says: "Whenever we can measure what we are 
talking about and expressed them in terms of numbers, we can claim that we know something about the subject 
of discussion. Otherwise, our knowledge is imperfect and will never reach maturity ", [24]. Knowledge 
management is also indicative of the content mentioned. We cannot control everything that we cannot measure 
and controlling whatever we cannot manage is not possible. The main issue in all organizational analyses is 
performance measurement and its improvement needs assessment; so no enterprise is imaginable without 
performance evaluation system. Also scholars and researchers believe that performance evaluation is the main 
issue in all organizational analyses; and imagining an organization without performance assessment and 
measurement system is difficult. Assessment and measurement makes systems intelligent and motivates people 
towards a desired behavior and it is main part of implementation and performing organizational policies. 
 
(F)  - Traditional and Modern Perspectives on Evaluation: 
 Performance issues can be examined from different angles. There are two the traditional and modern views 
about this subject. The traditional view aims at judgments and performance reminding and controlling the unit 
being assessed; and it has imperative style.  This view refers only to the past time performance and is formed by 
past requirements. The new view aims at education,  growth and development  of  evaluate capacity , 
improvement  of individuals and organizations’ performance,  providing  consultation services and public 
beneficiary participation, motivation and accountability for quality improvement and optimization of  activities 
and  operations; and its basis is identifying  organizational strengths , weaknesses and excellence. Origin of this 
view goes to contemporary requirements and extends to systematic evaluation of performance using modern 
techniques and methods. Performance measurement can cover macro level of an organization, a department, a 
process, or employees. 
 
(G) - Analysis through Financial Ratios: 
 Financial analysis is the process of defining the obvious financial and operational characteristics of 
economic unit by of the financial statements, and other financial information. It helps users of financial 
statements make decisions. One of the common methods of analysis of financial statements is analysis of 
financial statements using financial ratios. 
Financial ratios are classified in five general categories:  
  Liquidity Ratios 
 Leverage Ratios 
 Activity Ratios 
 Profitability Ratios 
 Ownership Ratios 
 
• Liquidity ratios:  
 Liquidity company’s abilities in responding to its short-term commitment. Liquidity is essential to carry out 
activities of business unit, especially when companies face particular problems such as the economic downturn 
and resultant losses or sudden increase in materials or pieces’ initial cost. In such circumstances, if the company 
does not have sufficient liquidity to, there will be serious financial problems. 
 
• Leverage ratios (repaying long term debt):  
 Ability of reaping long-term debts is the ability of institute to respond to its long-term debts in their 
maturity, analysis of this ability emphasizes long-term financial and operational structure of institute. Analysis 
of long-term debts of Institute is considered in analysis of this case.  In these investigations profitability of 
institution should be taken into account since a company will not be able to repay its debts unless it is a 
profitable institute. When a company’s debt is high, management of company has to turn other ways for 
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financing the additional sources such appealing to owners of capital (capital issuance) and try to extend expiry 
date of its debts. Undoubtedly costs of capital financing will increase in any of these states. 
 
• Activity ratios:  
 These ratios show the speed at which various assets are sold are changed to cash. In other words these ratios 
indicate management’s ability in using assets in company’s final activity (sales of product). 
 
• Profitability ratios:  
 One of the most important indicators of financial health and its management’s efficiency is ability of 
company in gaining acceptable or satisfactory return on its investment. It is obvious that investors are reluctant 
to corporate in a company that has weak profitability and income. Because low profitability has negative effect 
on stock cost and company’s potential ability in repaying interest of stocks. Also creditors will not like to give 
loan to a company that has a weak position in terms of profitability since they are likely not to be able to give 
back their debts. It should be noted that the absolute value of the benefit does not matter unless the benefit is 
evaluated against its forming recourse (amount of investment). 
 
• Ownership ratios:  
 Another group of ratios relates price of stock market to book value or gained interest of this stock. Also it 
reveals relationship between stock prices with interest of stocks paid to shareholders. 
 
History of Research: 
 Many researchers have been done in the optimal capital structure and each of them has investigated factors 
affecting capital structure from different points. Capital structure is one of the issues that are considered in 
financial management.  Discussion of capital structure is based on concept that economists call partial 
equilibrium analysis. Modern theory of capital structure was presented in 1958 and was introduced by an article 
by Miller and Modigliani. 
• Mancur and Glysen, (2000) stated that there is a significant negative relationship between capital structure 
and performance criteria (ROA) and sales growth (GSales) (25). Myers, (1977) introduces tangible assets of a 
company as one of the determinants of the companies’ capital, [27]. 
• Zaytun and Tian (2007) investigated relationship between capital structure and company’s performance 
using an information from 167 Jordanian companies during the years 1989-2003 and found that there is 
significant relationship between the ratio of short-term debts to total asset, ratio of long-term debts to total debts 
and ratio of total debt to total equity with ROA ratio, [28]. 
• Mazhari and Nasir did a study on 91 Pakistani companies during 1999-2006. In this study, the size, growth, 
tax and ROA were chosen as dependent variables and financial leverage was chosen as dependent variable 
which was specified using Pearson’s correlation coefficient. The research showed that there is a significant 
relationship between capital structure and ROA correlation as 0/162, [29]. 
• Chain ,1997 investigated relationship between capital structure and profitability ratios for the 267 
companies in the period 1985-1994 in the Kuala Lumpur Stock Exchange .For variable of capital structure ratios 
like debt ratio, equity ratio and financial leverage ratio, …, and  .... ROE ROI, EPS ratios were used as 
profitability ratios. Results showed that there is significant relationship between capital structure ratios and 
profitability, [30]. 
• Andersen investigated relationship between capital structure and performance on 1323 companies and 
found that there is a significant relationship between capital structure and ROA [31]. 
• Morbidity and Krishnan (1997) studied the relationship between capital structure and company 
performance, and concluded that there is a significant negative relationship between the ratio of total debt to 
total equity (TD / TE) and return on equity (ROE), [32]. 
• In 2009, Lee examined the capital structure and in a part of the study used ROA (return on assets) and ROS 
(return on sales) as performance criterion and concluded that there is significant relationship between financial 
performance and leverage and   ratio of short-term debts, so Chinese companies’ use  of short-term debt is 
little,[33]. 
• Mohammadi investigated factors affecting capital structure in 1997-2003  through data gathered from 5 
major industries( companies); and found that  structure of assets (ratio of fixed assets to total assets), 
profitability and liquidity are  component that  have a significant relationship with capital structure and profit 
growth and sales growth variables have weak relationship with capital structure, [34]. 
• Beiglari  in his thesis investigated  relationship between capital structure and performance features for the 
117 companies during 1999-2003 through Pearson correlation and ANOVA tests; and concludes that there is a 
significant relationship between capital structure and return on investment (ROI), return on equity (ROE), return 
on a share, ration of profit before tax reduction(EBT) and  ratio of operating profit to sales, [35]. 
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MATERIALS AND METHODS 
 
 Research sample of the present study were all the companies admitted in the Stock Exchange of Tehran 
during the period 2006-2011.  Data gathering was through the library research method. Information about the 
theoretical basis collected from foreign papers and articles and data required to test the hypotheses was collected 
through audited financial statements of companies being studied, and reports of board of directors. In some 
cases, this information gained through Tadbir Prdaz, Novin Rahavard databases and official website of Tehran 
Stock Exchange. The research method is descriptive, and correlational; that tries to describe the relationships 
between variables using a statistical test. 
 
(A) - Statistical Population: 
 The population of this study includes all companies in Tehran Stock Exchange which have the following 
qualities: 
1 - Their fiscal period ends in March. 
2 - Companies should not have changed their fiscal year during research period. 
3 - Companies should have continuous activity during the research and their stock is dealt at least once. 
4 - They should not be investment companies, brokerage, banks, insurers and pension funds. 
5 - To be profitable. 
6 - They should have provided required information for the study completely during 2006-2011. 
 According to conditions mentioned, 100 companies were chosen from 423 companies in Tehran Stock 
Exchange. 
 
(B) - Research Hypothesis: 
 Considering studies done and research questions, one main hypothesis and sub-hypotheses related to them 
are presented below. 
 The main hypothesis 1: there is a significant relationship between financing patterns and financial 
performance of companies. 
1. There is a significant correlation between financing patterns and the ratio of company profits. 
2. There is a significant relationship between financing patterns of companies and liquidity ratios. 
3. There is a significant relationship between financing patterns of companies and ratio of company’s activities. 
4. There is a significant relationship between financing patterns of companies and ratios of company’s debts. 
 
(C) - Methods of Variable Measurement:  
Independent variables were as following: 
Growth in retained earnings: it is calculated by this formula: 
CRFt – CRFt-1/ CRFt 
CRF: retained earnings 
Growth in short-term debt:  it is calculated by this formula: 
             CSTDt - CSTDt-1 / CSTDt-1 
CSTD: short-term debt 
Growth in long-term debt: it is calculated through this formula: 
            CSLTDt - CLTDt-1 / CLTDt-1 
            CLTD: long-term debt. 
Growth in the company's age is equal to the natural logarithm of company age. 
Company size is equal to natural logarithm of sum of book value of assets. 
Dependent variables are financial performance indicators of companies that are divided into 4 groups. These 
variables are as following: 
A) Profitability ratios including: 
1. Return of assets 2. Return of equities 3. Net profit ratio to sales ratio 4. Ratio of operating profit to sales. 
B) Ratio of activities including: 
1. Asset turnover ratio 2. Inventory turnover ratio 
C) Liquidity ratio including: 
1.current ratio 2. Immediate ratio 3. The ratio of cash flow 
 
D) Debt including: 
1. Debt to asset ratio 2. Long-term debt to equity ratio. 
 The following table represents calculation method of dependent variables and also of symbols and 
abbreviations used in statistical tables of research: 
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Table 1: How to calculate the dependent variable in research. 
Variable Symbol Nam variable Calculation 

Dependent ROA Return on asset Net profit / total assets 
Dependent ROE Return on equity Net profit / equity 
Dependent R/S The ratio of net profit to sales Net Income / Sales 
Dependent OR/S The ratio of operating profit to sales Operating profit / sales 
Dependent ATOR Asset turnover ratio Net Sales / Total assets 
Dependent ITOR Inventory turnover ratio Cost of goods sold / inventory 
Dependent CR Current Ratio Current Assets / Current Liabilities 
Dependent QR The instantaneous Current assets - inventories / current liabilities 
Dependent OCF The ratio of cash flow Cash flow from operations / current liabilities 
Dependent L/A Leverage Total debt / total assets 
Dependent LTL/EQ Long-term debt to equity ratio Long-term debt / equity 

 
(D) - Data Analysis and Results of Hypotheses Tests: 
 To test the hypothesis, first the data were collected from the sources of information mentioned above. Then 
the data was placed in matrix of variables related to the sub- hypotheses.  After that F Lymer  and H Hausman 
tests were conducted to evaluate the appropriate setting of data. Finally, regression model was run by Eviews 
software as Panel with GLS (generalized). After the final interpretation of the statistics, statistically significant 
levels of T and F; and R ² T and F statistics were used. 
 
Results: 
First hypothesis:  
 There is no significant relationship between company profitability and patterns of financing. 
 
Table 2: Statistical results of  one sub-hypothesis test for the entire sample. 

 Dependent variables 
Independent variable ROA ROE R/S OR/S 

t sig t Sig t Sig t sig 
AGE 4.734 0.000 -1.692 0.091 -1.088 0.000 -5.312 0.000 
SIZE 1.019 0.308 -2.646 0.008 1.507 0.089 1.348 0.178 
CRF 1.635 0.102 4.625 0.000 -2.117 0.035 3.274 0.001 

CSTD 0.761 0.447 -0.762 0.446 0.05 0.96 -0.086 0.931 
CLTD -2.415 0.016 -3.746 0.000 0.559 0.577 -0.587 0.577 

R² 34.1 38.5 91.8 92.1 
AdjustR² 16.3 37.7 89.6 90 

F 1.913 14.231 41.33 43.275 
DW 1.718 2.161 2.192 2.32 

Prob(F – Statistic) 0.000 0.000 0.000 0.000 
• Regression coefficient of 0/099 is significant 
 
 Company’s age: 
-has significant and positive relationship with profit of assets, in other words, the more the age of company, the 
higher the profit of the company's assets. 
-has significant negative correlation with equity returns, in other words, the more the company’s age, the less 
return on equity.  
-has a significant negative relationship with profit to sales ratio, in other words, the greater age of the company, 
the less profit to sales ratio. 
- has  significant negative relationship  with operating profit, in other words the greater age of company, the less 
operating profit. 
 
 Size of company: 
-has a significant negative correlation with equity returns, in other words, the larger the size of the company, the 
less the equity returns. 
-has positive and significant relationship with net profit to sales ratio, In other words, the larger the size of the 
company, the less net profit to sales ratio . 
-does not have any significant relationship with operating profit to sales ratio. 
-does not have any significant correlation with asset returns. 
 
 Growth in retained earnings: 
-has a positive and significant relationship with return on equity, in other words the more growth in the 
company's retained earnings, the more return on equity. 
-has positive and significant relationship  with net profit to sales ratio, in other words,  the more the growth in 
retained earnings , the less net profit to sales ratio . 
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-has a significant positive correlation with operating profit to sales ratio; operating profit ratio increases by 
increasing retained earnings. 
-has no significant correlation with asset returns. 
 
 Growth in short-term debt: 
 -has no statistically significant correlation with return on equity. 
-has no statistically significant correlation with ratio of net profit to sales.  
-has no statistically significant correlation with ratio of operating profit to sales. 
 -has significant negative correlation with asset returns, in other words asset returns reduces with increasing 
short-term debts. 
 
 Growth of long-term debt: 
-has a significant negative relationship with return on equity. If long-term debts increase, the return on equity 
will decrease. 
-has no statistically significant correlation with ratio of net profit to sales. 
-has no statistically significant correlation with ratio of operating profit to sales. 
-has negative and significant correlation with asset returns. 
Second hypothesis: there is significant correlation between   patterns of corporate financing and  liquidity. 
 
Table 3: Statistical results of  Tow sub-hypothesis test for the entire sample. 

 Dependent variables 
Independent variable CR QR OCF 

t Sig t sig t sig 
AGE -1.56 0.119 -2.216 0.027 -1.537 0.125 
SIZE -2.338 0.017 6.287 0.000 -0/223 0.823 
CRF 1.23 0.219 2.774 0.005 2.851 0.004 

CSTD 2.033 0.042 3.342 0.000 -1.368 0.172 
CLTD -15.43 0.000 -3.155 0.000 1.608 0.108 

R² 32.9 84.4 30.1 
AdjustR² 32 80.3 20.1 

F 34.583 20.202 30.351 
DW 1.929 2.105 2.28 

Prob(F – Statistic) 0.000 0.000 0.000 
•  Regression coefficient of 0/099 is significant 
 
 Age of company: 
-has no statistically significant correlation with current ratio. 
-has significant negative relationship with immediate ratio. In other words, immediate ratio reduces with 
increasing the age of company. 
-has no significant correlation with the ratio of cash flow. 
 
 Size of company: 
-has a significant negative relationship with current ratio, in other words, when the size of company increases, 
current ratio decreases. 
-has positive and significant relationship with immediate ratio, in other words, with the increasing size of 
company, immediate ratio of company increases. 
-has no significant correlation with the ratio of cash flow. 
 
 Growth in retained earnings: 
-has is no statistically significant correlation with current ratio. 
-has significant positive correlation with immediate ratio, in other words by increasing the company's retained 
earnings, immediate ratio increases too. 
-has positive and significant relationship with ratio of cash flow. In other words, the company’s cash flow 
increases with increasing retained earnings. 
 
 Growth in short-term debt: 
-has significant positive relationship with current ratio. In other words, increasing the company's short-term debt 
increases current ratio. 
-has significant positive relationship with immediate ratio. In other words, increasing the company's short-term 
debt ratio increases immediate ratio. 
-has no significant correlation with the ratio of cash flow. 
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 Growth in long-term debt: 
-has significant negative relationship with current ratio. In other words, this ratio decreases with an increase in 
long term debt. 
-has significant negative relationship with immediate ratio. In other words, increasing the company's long-term 
debt ratio reduces immediate ratio. 
-has no statistically significant relationship with cash flow. 
 
Third hypothesis:  
 There is significant correlation between the patterns of corporate financing and ratios of companies’ 
activities. 
 
Table 4: Statistical results of  Three sub-hypothesis test for the entire sample. 

 Dependent variables 
Independent variable ATOR ITOR 

T sig T Sig 
AGE -6.988 0.000 -1.112 0.266 
SIZE -3.854 0.000 -6.967 0.000 
CRF 1.025 0.305 6.415 0.000 

CSTD -2.498 0.012 -3.973 0.000 
CLTD -2.395 0.017 -9.195 0.000 

R² 58.2 87.2 
AdjustR² 49.3 83.8 

F 72.803 25.295 
DW 1.949 2.222 

Prob(F – Statistic) 0.000 0.000 
•    Regression coefficient of 0/099 is significant 
 
 Age of company: 
-has  negative and significant  correlation with asset turnover. In other words, increasing the age of the company 
asset turnover ratio is reduces 
-has no significant relationship with inventory turnover ratio.  
 
 Company size: 
-has is negative and significant correlation with asset turnover ratio. In other words, the asset turnover ratio 
decreases with increasing size of company. 
-has significant negative relationship with inventory turnover ratio. In other words, increasing the size of the 
company reduces inventory turnover ratio. 
 
 Growth in retained earnings: 
-has no statistically significant correlation with asset turnover ratio. 
-has significant positive relationship with inventory turnover ratio. In other words, company retained earnings 
increases with increasing inventory turnover ratio. 
 
 Growth in short-term debt: 
-has significant negative relationship with asset turnover ratio .In other words, an increase in short-term 
corporate debt decreases asset turnover ratio. 
-has negative and significant correlation with inventory turnover. In other words, the increase in short-term debt 
the company reduces inventory turnover ratio. 
 
 Growth in long-term debt: 
-has significant negative relationship with asset turnover ratio. In other words, increasing the company's long-
term debt, decreases asset turnover ratio. 
-has negative and significant correlation with inventory turnover ratio. In other words, increasing the company's 
long-term debt reduces inventory turnover ratio. 
 
Fourth hypothesis:  
 There is significant relationship between the patterns of financing and corporate debt ratios. 
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Table 5: Statistical results of the fourth sub-hypothesis test for the entire sample. 
 Dependent variables 

Independent variable L/A LTL/EQ 
T Sig t Sig 

AGE 1.984 0.047 -10.978 0.000 
SIZE 1.577 0.12 1.606 0.109 
CRF 1.931 0.054 -2.959 0.003 

CSTD -2.555 0.011 -4.34 0.000 
CLTD 1.484 0.138 3.666 0.000 

R² 92.2 87.1 
AdjustR² 90.1 83.6 

F 43.94 25.172 
DW 2.245 2.117 

Prob(F – Statistic) 0.000 0.000 
• Regression coefficient of 0/099 is significant 
 
 Age of company: 
-has positive and significant relationship with debt to asset ratio. In other words, by increasing age of company, 
debt to asset ratio will increase. 
-has significant negative relationship with long term debt to equity ratio. In other words, by increasing the age of 
the company, long-term debt to equity ratio decreases. 
 
 Size of company: 
-has no significant relationship with debt to asset ratio. 
-has significant correlation with Long term debt to equity ratio. 
 
 Growth in retained earnings: 
-has a positive and significant relationship with debt to asset ratio. In other words, increasing the company's 
retained earnings causes debt to asset ratio to increases. 
-has significant negative relationship with Long term debt to equity ratio. In other words, the increase in retained 
earnings of the Company decreases long-term debt to equity ratio. 
 
 Growth in short-term debt: 
-has a significant negative relationship with debt to asset ratio. In other words, increasing the company's short-
term debt decreases debt to asset ratio. 
-has significant negative relationship with long term debt to equity ratio. In other words, increasing the 
company's short-term debt, decreases long-term debt to equity ratio. 
 
 Growth in long-term debt: 
-has no statistically significant correlation with debt to asset ratio. 
-has a significant positive relationship with long term debt to equity ratio. In other words, increasing the 
company's long-term debt causes Long-term debt to equity ratio to increase. 
 
Conclusions:  
 Financial performance is degree or extent of a company's achieving and financial targets of shareholders in 
order to increase shareholders’ wealth. Due to the cost of capital and its effect on company value, it can be said 
that capital structure decisions are one of the important decisions of financial managers. 
 The present study aimed at investigating effects of related variables in capital structure on corporate 
performance assessment indicators. As it can be concluded from the results of the study, investigating effect of 5 
factors of financing pattern ( age of company, size of company, growth of retained earnings, growth of short-
term debts, and growth of long-term debts) on performance assessment indicators( return on assets, return on 
equity, the ratio of net profit to sales, ratio of operating profit to sales ratio, asset turnover, inventory turnover 
ratio, current ratio, immediate ratio, turnover ratio, debt to asset ratio, long term debt to equity ratio) showed that 
there is correlation, at 95 % of certainty,  between these  variables that is either negative or positive and in some 
case insignificant. It can be stated in this way that type and nature of the capital structure effects on variety of 
factors financial performance assessment indicators of the business units. And this important issue must be 
taken into account in decision making related to all levels of the organization so that the most efficient and 
effective decision is made and achieving predetermined goals gets easier. It should be noted that in this limited 
study economic factors of country and variables of human like behavior of managers and creditors and users are 
not included; but can be very effective in this part. 
 According to The results of the present study and previous studies the following suggestions can be 
developed: 
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• users take into account internal affecting factors on capital structure such as political, economic sanctions , etc. 
in their analyses. 
• investigating the balance sheet of the company shows that the majority of long-term debt-of companies are 
service storage of company employees. Therefore in such situation right decisions of investment for increasing 
performance cannot be made properly. 
• managers' risk aversion can also be an important factor in capital structure; since risk aversion makes them 
avoid creating debt and using  long-term credits and this reduces and use of performance. 
• It is recommended that the researchers investigate the relationship between capital structure and new scales of 
performance assessment like free cash flow. 
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