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Abstract 

Finance literature provides that the capital structure plays a major role in determining the 

financial performance of the firm. In addition to that, a sound capital structure enables 

management to increase the profits of the company and minimize the cost of capital. The 

relationship between capital structure and financial performance of different industries has 

become a subject to many researches in global context. When considering Sri Lankan context, 

there is a shortfall in studies about the relationship between capital structure and financial 

performance relating to hotel and travel sector companies. Therefore this study has examined the 

relationship between capital structure and financial performance of listed companies in hotel and 

travel sector in Sri Lanka. In recent past hotel and travel sector has contributed significantly to 

the Sri Lankan economy with the development in tourism. This study has used hotel and travel 

sector companies in Sri Lanka as the population. For the convenience of the study 39 listed 

companies in hotel and travel sector as at 31
st
 March 2018 were selected as the study sample. 

Annual reports published by these companies from 2013 to 2017 were used in this study. 

Because of the unavailability of data for five years, 4 companies were ignored and 35 companies 

were considered for the study.  Both regression and correlation analysis through E Views were 

used to examine the relationship between the capital structure and financial performance. Cross 

sectional method used as the design of the research. It will be a value addition to examine the 

relationship between capital structure and financial performance in hotel and travel sector due to 

the benefits provided to readers. 
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1 Introduction 

One of the crucial decisions to be made by the organizations is to decide the capital structure of the 

firm. It is considered as a crucial decision because capital structure has a direct impact on the 

financial performance and the value of the firm. A company's capitalization describes the 

composition of a company's permanent or long-term capital, which consists of a combination of debt 

and equity. Cash flows available in the organization and its profits are fully attributable to equity 

holders of a company, when the organization is entirely financed from equity sources. Accordingly, 

those will be attributed among both equity and debt holders when the organization have been funded 

from both sources. (Brealey & Myers, 1988) 

According to Abor (2007), in general, a firm can choose among many alternative capital structures. It 

can issue a large amount of debt or very little debt. It can arrange lease financing, use warrants, issue 

convertible bonds, sign forward contracts or trade bond swaps. It can issue dozens of distinct 

securities in countless combinations. It is important for the firm however, to find a particular 

combination of debt and equity that maximizes its overall market value. Choosing an appropriate 

combination of debt and equity will minimize the cost of financing and it will lead the firms to gain 

competitive advantage in the market. (Abor, 2007).It is suggested that combining different levels of 

debt and equity levels in the capital structure is a strategy used by firms to improve its performance. 

(Abor, 2007). 

The relationship between the capital structure and the financial performance has been the subject for 

many studies in all over the world. (E.g. Environmental Dynamism, Capital Structure and 

Performance: A theoretical Integration and Empirical Test by Roy L. Simerly and Mingfans LI,The 

impact of capital structure on performance An empirical study of non - financial listed firms in 

Pakistan by Nadeem Ahmed Sheikh and Zongjun Wang.).  When it comes to Sri Lankan context, it 

can be observed that studies have been carried out on the effect of capital structure on financial 

performance of manufacturing companies in Sri Lanka. However no literature was found by the 

research team on how the capital structure affects the financial performance of the firms which are 

operated in the Hotel and Travel sector in Sri Lanka. This study examined the effect of capital 

structure on financial performance of listed companies in hotel and travel sector in Sri Lanka from 

2013-2017. 

1.1 Justification of the Research Issue 

The main objective of a firm is to maximize the shareholder wealth through better financial 

performance of the organization. In order to achieve this objective a firm has to take various 

investment, finance and operational decisions. One of the crucial decisions among these decisions is 

the financing decision of the firm. A firm can raise their funds mainly in two ways such as debt and 

equity. The mix of the equity capital and debt is known as the „capital structure‟ of the firm. Capital 

structure theories have emerged to explain corporate financing choices (debt-equity mix) and the 

consequences of these decisions on the value of the firm. Modern capital structure theory 

encompasses two dominant theories such as trade-off theory and pecking order theory. The trade-off 

theory argues that companies choose their optimal level of debt by trading off the benefits of debt 

financing against its costs. Pecking order theory explains the negative relationship between 

profitability and leverage as a consequence of hierarchy of financing due to the adverse selection costs 

associated with new equity issues in the presence of information asymmetry (Sandra, 2016). A firm 

should maintain an optimal capital structure. Researches performed by Rami Zeituna and Gary Gang 

Tianb (2007, p. 40) have proved that capital structure of a company is a key determinant of its 

corporate performance. 

 In order to achieve a better financial performance firms may apply different proportions of debt and 

equity which is not the optimal capital structure and therefore firms might not be able to achieve their 

objectives.  

Many studies in corporate finance have examined the relationship between capital structure and 

financial performance in various industries in global and Sri Lankan context, however no research 

was found by the research team on hotel and travel sector in Sri Lanka. Currently it is a highly 

growing sector in Sri Lanka with the peaceful environment within the country.   



 3 

1.2 Problem Statement  

As per the arguments build in the justification section, it is obvious that there is a relationship between 

capital structure and financial performance. Accordingly this study examined the relationship 

between the capital structure and financial performance of the listed companies under Hotel & Travel 

Sector in Sri Lanka.  

“Effect of capital structure on financial performance of listed companies in hotel and travel sector in 

Sri Lanka.” 

1.3 Research Questions  

The research questions addresses in this study are, 

 What is the relationship between the capital structure and financial performance of the listed 

companies under Hotel and Travel sector in Sri Lanka? 

 How capital structure impact on firm‟s financial performance? 

1.4 Research Objectives  

This research addresses three main objectives namely, to investigate the relationship between the 

capital structure and financial performance of the listed companies under Hotel and Travel Sector in 

Sri Lanka, determine how capital structure impacts on the firm‟s financial performance in listed hotel 

and travel sector companies in Sri Lanka and investigate which capital has major impact on financial 

performance. 

1.5 Significance of the study 

Even though there are global studies to examine the relationship between the capital structure and 

financial performance of firms in Hotel and Travel sector, there are very few local studies to examine 

the relationship between the capital structure and financial performance of firms in Hotel and Travel 

sector in Sri Lanka. With the development of tourism, contribution of hotel and travel sector to 

economy has been increased. Total contribution of travel and tourism to GDP was LKR 1405.4bn 

(USD 9.7bn), 11.4% of GDP in 2016, and is forecast to rise by 6.1% pa, from 2017-2027 (Travel & 

Tourism, Economic Impact, Sri Lanka, 2017). Therefore, study of the relationship between the capital 

structure and financial performance of firms in Hotel and Travel sector in Sri Lanka will be 

worthwhile and it will add value to the users. Investors, potential investors, management of the 

companies will get benefits by reading this research article. By reading this research paper readers can 

identify, 

 The importance of designing a proper capital structure. 

 Patterns of capital structure. 

 What are the advantages and disadvantages of employing debt in an organization‟s capital 

structure? 

 What are the advantages and disadvantages of employing equity in an organization‟s capital 

structure? 

1.6 Scope of the Study 

This study was carried out to analyse the effect of capital structure on the financial performance of the 

hotel and travel sector companies in Sri Lanka. With the termination of war there is a great awakening 

in the hotel and travel sector in Sri Lanka after 2009 and the contribution of this sector to the Sri 

Lankan economy is increasing in the recent past. Due to the importance of hotel and travel sector of 

Sri Lanka to its economy this study examined how the decisions regarding the capital structure  was 

affected the financial performance of the companies operate in that sector. All the hotel and travel 

sector companies in Sri Lanka were considered as the population of the study and the sample is listed 

companies in hotel and travel sector from 2013 to 2017. 
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2 Literature Review 

2.1 Introduction 

This section provides a review of the theoretical literature on capital structure of companies. 

Furthermore the literature review focus on the importance of financial performance, financial 

performance measurements and effect of capital structure on financial performance. 

 

An important financial decision faced by the firms is the choice between debt and equity. Capital 

structure of the company has been defined by many authors and scholars. Capital structure was 

defined firstly by Modigliani and Miller as the mix between debt and equity that the company uses in 

its operation. According to Pandey, company‟s capital structure refers to its debt level relative to 

equity on the balance sheet. This concept is generally described as the combination of debt & equity 

that make the total capital of the firm. The composition of debt and equity of the firm will depend on 

various factors such as industry which the firm operates, size of the firm, expectations of the main 

stakeholders including the top management and the Directors and etc.  

 

A research was performed by Anush Hondoo and Kapil Sharma (2014, p.170-182) in India by using 

870 listed Indian firms has found that profitability, growth, asset tangibility, size, cost of debt, tax rate 

and debt serving capacity have a significant impact on capital structure chosen by firms. Indicators 

such as size, growth, profitability and asset tangibility has been tested for the effect on firm capital 

structure of 412 firms from 12 countries in Sub – Saharan region by Chimwemwe Chipeta, Chera 

Deressa in 2016 and results of the research provides that the size and growth do not have a direct 

relationship for all the companies where as firm‟s profitability and asset tangibility appear to be the 

most common predictors of capital structure. 

There are various capital structure theories which evolved from capital structure literature. One of the 

main theory is Modigliani & miller (mm) theory (1958, 1963). In Modigliani and Miller provided the 

seminal in capital structure under certain assumptions include no taxes, homogenous expectations, 

perfect capital markets, and no transaction costs. This theory which called “capital structure 

irrelevance” states that the relationship between capital structure and cost of capital is irrelevant, that 

mean the increases in debt does not effect on cost of capital. (Nassar 2016)   

 

Later, Modigliani and Miller introduced that capital structure provides an impact on firm performance 

with taking taxes as assumption in to consideration, which refer that borrowing give tax advantage, 

because the interest will deduct from the tax which result what is known as tax shields, which in turn 

reduce the cost of debt and then maximize the firm performance. According to trade-off theory, 

optimal capital structure could be determined by balancing the different benefits and costs associated 

with debt financing. A firm can obtain many benefits by maintaining a balanced capital structure.  A 

sound capital structure of a company helps to increase the market price of shares and securities which 

lead to increase the value of the firm. In addition to that a sound capital structure enables management 

to increase the profits of the company and minimise the cost of capital. As an overall a better capital 

structure will minimize the financial risk of the firm. 

2.2 Importance of Financial Performance 

According to Lebas (1995), Performance is defined as the potential for future successful 

implementation of actions in order to reach the objectives and targets. Since the Globalization 

facilitates the business activities and high performance of the companies, at present most of the 

barriers in the corporate world has been eliminated. With the technological developments, interested 

parties of the firms always interested for any company around the world which shows high 

performance for investment. The performance of companies is the first to be evaluated by investors 

around the world. Due to that reason performance of the company is the most important that 

encourage the people to come in to the organization. (Al-Matari, Al-Swidi & Fadzil 2014). For an 
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example, the study of Katchova and Enlow (2013) have found that the strong financial performance of 

food manufacturing agribusiness makes them valuable companies in an investment portfolio. 

2.3 Measurements of Financial Performance 

Neely, Gregory and Platts (2005) discussed that performance measurement as the process of 

quantifying the efficiency and effectiveness of action. Impact of performance in the business 

environment can be measured under two main methods namely accounting-based measurement and 

market-based measurement. (Al-Matari, Al-Swidi & Fadzil, 2014). This fact has emphasized in the 

study of Jean, Alison and Thomas (1988), which identified the relationship between Corporate Social 

Responsibility and Firm Financial Performance. Result of their study show that a firm‟s prior 

performance assessed by both stock market returns and accounting based measures. Performance of 

the company will depend on the product innovation, management quality, work organization and 

other factors. (Dawkins, Feeny & Harris, 2007). 

 

There is countless number of ways use to measure financial performance. Some of them are level of 

Return on Assets (ROA), Return on Equity (ROE), Profit Margin, Earning per Share (EPS), Dividend 

Yield, Price-Earnings Ratio, Return on Sale etc. (Al-Matari, Al-Swidi & Fadzil, 2014). According to 

Jean, Alison and Thomas (1988), Accounting based performance measures were the ROA, Total 

assets, Sales growth, Asset growth and operating income growth. The idea of Katchova and Enlow 

(2013) is that when examining financial performance of companies, absolute performance can 

examine in terms of scale of operations and relative performance in terms of financial ratios. 

Koufopoulos, Zoumbos, Argyropoulou and Motwani (2008) defined the performance by using two 

types of measures within their research paper namely traditional figures based on accounting figures 

and general measures.  

2.4 Effect of Capital Structure on Financial Performance 

As per the literature, it was identified that there is a relationship between capital structure and 

financial performance. According to that following relationships were identified.    

2.4.1 Positive Relationship 

Effect of capital structure on financial performance in different contexts has been examined by many 

researchers. Joshua Abor (2005) investigated the relationship between capital structure and 

profitability of listed firms on the Ghana Stock Exchange during a five-year period. At that 

investigation, he revealed that there was a significant positive relationship between the ratio of short-

term debt to total assets and ROE. Nevertheless he found that the relationship between total debt to 

total assets and return on equity was a significant positive association. The impact of capital structure 

on the performance of microfinance institutions was investigated by Anthony Kyereboah- Coleman 

(2007). He analysed ten year period panel data from 1995-2004 and found that the  most of the 

Microfinance institutions have high leverage ,finance their operations by long term debt rather than 

using short term debt and highly leveraged microfinance institutions have performed better by 

enjoying scale economies and reaching out to more clientele.  

2.4.2 Negative Relationship 

The study of Joshua Abor (2005) has indicated that there was a negative relationship between the ratio 

of long-term debt to total assets and ROE also. The same researcher, Joshua Abor (2007) examined 

the effect of debt policy on the financial performance of small and medium-sized enterprises (SMEs) 

in Ghana and South Africa. He focused small and medium-sized enterprises using different measures 

of performance and pointed out that capital structure has impacted on financial performance, however 

not exclusively. By and large, results of study indicated that capital structure was negatively affected 

on performance of SMEs using long-term and total debt ratios. It suggested that agency issues may 

lead to very high debt policy in SMEs and lower performance.  Nadeem Ahmed Sheikh and Zongjun 
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Wang (2013) have investigated whether capital structure affects the performance of non- financial 

firms in Pakistan. The results of that study indicated that all measures of capital structure were 

negatively related to return on assets. Nevertheless, the study found that agency issues may lead to use 

more debt than appropriate levels in capital structure. As a result, lenders‟ influence on management 

of operations is increased and it is affected negatively on firm performance. The impact of capital 

structure choice on firm performance in India was examined by Varun Dawar (2014). Results of the 

study suggested that leverage has a negative influence on financial performance of Indian firms.  

2.4.3 No Relationship 

However some researchers found that there was a weak- to -no relationship between capital structure 

choice decision and financial performance. The purpose of Ibrahim El-Sayed Ebaid‟s (2009) study 

was to investigate the impact of capital structure choice on firm performance. For this they used a 

sample of non-financial Egyptian listed firms from 1997 to 2005 and three accounting-based measures 

of financial performance: return on equity. (ROE), return on assets (ROA), and gross profit margin. 

The investigation revealed that capital structure has a weak- to -no impact on firm performance. 

2.4.4 Impact of environmental conditions  

Some researchers argued that the impact of capital structure on financial performance was depended 

on certain conditions. According to that Simerly and Li (2000) argued that the impact of leverage on 

performance was differing under varying degrees of environmental dynamism. To hypothesize this, 

their study integrated elements from agency theory and Transaction Cost Economics. The results of 

study revealed that if firm has a greater leverage; there was a positive impact on performance in stable 

environments and a negative impact on performance in dynamic environment. 

 

According to the review, plenty of researches have been conducted to examine the relationship 

between capital structure on financial performance in different business sectors relating to the global 

context. However research team was able to find out researches which were relevant to considered 

topic in different contexts other than hotel and travel sector in Sri Lanka. The research team expected 

to eliminate this gap through this study. 

3 Methodology 

3.1 Overview 

This part of the research paper describes the research design and the research methods which were 

used to analyse the objectives of the study. Other than that it presents the population, selected sample, 

data collection methods and data analysing methods. 

3.2 Research Approach 

This research study was conducted as a quantitative research since it tested the relationship between 

the capital structure and the financial performance of firms in hotel and travel sector in Sri Lanka.  

3.3 Population and Study Sample 

The population of the study was all the hotel and travel sector companies in Sri Lanka. The study uses 

listed companies in hotel and travel sector from 2013 to 2017 as study sample and Unit of analysis is 

firm year. 

3.4 Conceptual Diagram 

The relationship between capital structure and financial performance is impacted by certain variables. 

Practically, financial performance is not determined by one independent variable. For the convenience 

of the study, capital structure is considered as independent variable and other variables are taken as 
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Independent Variable 

Capital Structure 

 

Debt to Equity Ratio 

control variables. With the consideration of those factors conceptual diagram was developed as 

depicted in Figure 1. 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1: Conceptual Diagram 

 

 

Source: By authors 

3.5 Hypotheses  

To test the relationship between the capital structure and financial performance in hotel and travel 

sector, following hypotheses are formulated. 

  

H1: There is a positive relationship between capital structure (Total Debt: Total Equity) and financial 

performance (Return on Assets). 

H2: There is a positive relationship between capital structure (Total Debt: Total Equity) and financial 

performance (Return on Equity). 

H3: There is a positive relationship between capital structure (Total Debt: Total Equity) and financial 

performance (Earnings per Share). 

3.6 Operationalization  

Following Table 1 explained on the operationalization of the variables considered in the study. 

Table 1: Operationalization of Variables 

Variable Measurement 

Capital Structure 

 

1. Debt to Equity Ratio as at the year-end date 

Total debt capital 

Total equity capital 

  Financial performance 

 

1. Return On Assets (ROA) as at the year-end 

Net Income + Interest Expense 

Total Assets 

Dependent Variables 

Financial Performance  

Earnings per share (EPS) 

Return on Equity (ROE) 

Return on Assets (ROA) 

 

Control Variable 

Size of the firm 

Total Assets 
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date (Hidayat and Utma 2016, cited in Senanayake and 

Ajward 2017) 

 

2. Return On Equity (ROE) as at the year-end 

date 

 

Net Income 

Shareholder equity 

(Vafaei Ahmed and  Mather 2015, cited in 

Senanayake and Ajward 2017) 

 

3. Earnings Per Share (EPS) as at the year-end 

date 

Profit attributable to ordinary 

Shareholders 

Weighted average number of ordinary shares 

Control variables 

 

1. Total Assets as at the year-end date 

 

Natural Logarithm of  total assets of the firm at the 

end of the period 

Source: by authors 

3.7 Sample Size and Selection of Sample 

35 listed companies in the hotel and travel sector in Sri Lanka have been selected to the sample and 

sample is taken using convenience sampling method. 

3.8 Sources and Collection of Data 

The main source of collection data for the study was secondary data i.e., Annual reports published by 

the companies which are selected for the sample. 

3.9 Data Analysis Strategies 

To investigate the relationship between the capital structure and financial performance, correlation 

analysis was carried out. To determine how capital structure impacts on the firm‟s financial 

performance, regression analysis was performed. E Views was used as the analysis tools to analyse 

collected data. 

4 Findings and Discussions 

This section includes the descriptive analysis, correlation analysis among ROA, ROE, EPS and DE, 

Total assets. Missing values, outliers and normality have been tested to check whether the data set is 

suitable to analyse or not.  

4.1 Model specification 

Equations for the total sample: 

ROA i,t= αt  +  β1DE i,t  +   β2TA i,t  +  µ i ,t 

ROE i,t= αt  +  β1DE i,t  +   β2TA i,t  +  µ i ,t 

EPS i,t= αt  +  β1DE i,t  +   β2TA i,t  +  µ i ,t 
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ROA = Return on Assets 

ROE = Return on Equity 

EPS = Earnings per Share 

α = Constant 

DE = Debt to Equity ratio 

TA = Natural logarithm of firm‟s total assets 

µ = Error Term 

4.2 Descriptive statistics  

The results of the descriptive analysis are presented in Table 2, showing the mean, median, minimum, 

maximum, standard deviation and number of observations of the variables included. 

 

Table 2: Descriptive statistics 

Descriptive 

Statistics 
DE  TA EPS ROE ROA 

Mean 26.6% 21.71 6.19 3.76% 4.62% 

Median 6% 22 1 5% 4% 

Minimum 0% 20 -57.84 -69% -40% 

Maximum 267.39% 24 172.49 3.69% 35.99% 

Standard 

Deviation 
42.39% 0.97 24.23 11.43 7.11% 

Notes: DE = Debt to Equity Ratio, TA = Natural logarithm of firm‟s total assets, EPS = Earnings per 

share, ROE = Return on Equity, ROA = Return on Assets  

Source: By authors 

 

Overall the sampled firms are characterized by average 26.6% Debt to Equity ratio and an average of 

21.71 Total Assets. Maximum Debt to Equity ratio for the sampled firms is 267.39% and minimum 

Debt to Equity ratio is 0%. The descriptive statistics indicate that Debt to Equity ratio, EPS, ROE and 

ROA of the complete sample are highly volatile, as the standard deviations of these variables are 

above their means. However, total assets indicate low volatility of the sampled firms.  

4.3 Correlation analysis   

To identify the relationships between the variables included in the main model, correlation analysis 

was conducted. The results of correlation analysis between the dependent variables and each 

independent variable and control variable are reported in Table 3. 

 

Table 3: Correlation analysis 

Variables TA DE EPS ROE ROA 

TA 1     

DE -0.117038 1    

 0.123     

EPS 0.065040 -0.221996 1   

 0.3925 0.0032    

ROE -0.014547 -0.526103 0.275401 1  

 0.8485 0.0000 0.0002   

ROA 0.005725 -0.374099 0.263334 0.885663 1 

 0.9401 0.0000 0.0004 0.0000  

Notes: TA = Natural logarithm of firm‟s total assets, DE= Debt to Equity Ratio, EPS = Earnings per 
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share, ROE = Return on Equity, ROA = Return on Assets  

Source: By authors 

 

As depicted in the table, all the dependent variables (EPS, ROA and ROE) are negatively and 

significantly related to the independent variable (Debt to Equity ratio). EPS and ROA are positively 

related to Total Assets, the association between ROE and Total Assets is negative. However those 

relationships are not significant.  

 

4.4 Regression Analysis 

To identify the impact of independent variables on each dependent variable included in the main 

model, regression analysis was conducted. The results are depicted in Table 4, 5 and 6 for each 

dependent variable ROA, ROE and EPS respectively. 

 

Objective 1: The impact of Debt to Equity ratio on ROA  

 

Table 4: Random effect model’s estimations 

 Coefficient Significance 

D/E -0.072571 0.0000 

Total Assets -0.001016 0.8979 

Constant 0.087547 0.6118 

R
2
 0.134552  

Hausman test (Significance) 0.4655  

Notes: DE = Debt to Equity Ratio, TA = Natural logarithm of firm‟s total assets 

Source: By authors 

 

The results confirm that the effect of Debt to Equity ratio (β = -0.072571; p = 0.0000) on ROA across 

the sample is significantly negative. Moreover, the effect of total assets on ROA is negative. The 

random effect model estimations indicate that independent variables explain approximately 13.4% of 

the change in the dependent variable.  

 

Objective 2: The impact of Debt to Equity ratio on ROE 

 

Table 5: Fixed effect model’s estimations 

 Coefficient Significance 

D/E -0.200040 0.0000 

Total Assets 0.036665 0.1246 

Constant -0.705344 0.1737 

R
2
 0.674667  

Hausman test (Significance) 0.0269  

Notes: DE = Debt to Equity Ratio, TA = Natural logarithm of firm‟s total assets 

Source: By authors 
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The results confirm that the effect of Debt to Equity ratio (β = -0.200040; p = 0.0000) on ROE across 

the sample is significantly negative. Moreover, the effect of total assets on ROE is positive. The fixed 

effect model estimations indicate that independent variables explain approximately 67.4% of the 

change in the dependent variable.  

 

Objective 3: The impact of Debt to Equity ratio on EPS 

 

Table 6: Random effect model’s estimations 

 Coefficient Significance 

D/E -7.650732 0.0002 

Total Assets 3.782216 0.0699 

Constant -73.89399 0.1043 

R
2
 0.088755  

Hausman test (Significance) 0.6312  

Notes: DE= Debt to Equity Ratio, TA = Natural logarithm of firm‟s total assets 

Source: By authors 

 

The results confirm that the effect of Debt to Equity ratio (β =-7.650732; p = 0.0002) on EPS across 

the sample is significantly negative. Moreover, the effect of total assets on EPS is positive. The 

random effect model estimations indicate that independent variables explain approximately 8.88% of 

the change in the dependent variable.  

Overall, the empirical results indicate that Debt to Equity ratio negatively influenced firms‟ financial 

performance in terms of ROA, ROE and EPS.  

5 Conclusion  

One of the topics that the management of a company pays their attention is the way of determining the 

capital structure of the company. Under different aspects capital structure of a company is making an 

impact to the financial performance of the company. Due to that reason Capital Structure and 

Financial Performance are crucial concepts that mainly discussed in the current business world. If it 

further describe the way of financing to a company is a fact that decide the future position and 

financial performance level of the company.  

 

Accordingly, this study was carried out to examine the how Capital Structure impacts on the Firm‟s 

financial performance in listed hotel and travel sector companies in Sri Lanka and to determine the 

relationship between the capital structure and financial performance.  A sample of 35 listed companies 

of a population of 39 listed companies under the hotel and travel sector was chosen as a sample under 

the analysis for ROA, ROE and EPS covering the period from 2013 to 2017. 

 

The findings indicate that the correlation between dependent variables (EPS, ROA and ROE) and 

independent variable (Debt to Equity ratio) are negatively and significantly related with each other. 

EPS and ROA are positively related to Total Assets, the association between ROE and Total Assets is 

negative. However those relationships are not significant. Overall, the empirical results indicate that 

Debt to Equity ratio negatively influenced firms‟ financial performance in terms of ROA, ROE and 

EPS in listed companies of Hotel and travel sector in Sri Lanka.  

 

This research study is subject to certain limitations. Firstly, this study has used Accounting ratios to 

measure financial performance. However, accounting ratios has some inherent limitations. Secondly, 

the impact of capital structure on financial performance of hotel and travel sector listed companies in 

Sri Lanka cannot be checked directly. Because of other internal and external factors also impact on 
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financial performance with capital structure. However, this study considered capital structure with 

financial performance while other factors were considered as constants. In addition to that there are 

many variables to measure financial performance. However this study considered only three variables 

namely EPS, ROA and ROE. 
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