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Abstract

This paper tends to investigate the impact of aapitucture on the firm performance of the firmanfi the non-
financial sector of Pakistan. Non-financial firnistéd on Karachi Stock Exchange are taken as timplsasize
for the study. For measuring the performance offifmes Return on Assets (ROA), Return on Equity (80
Net Profit Margin (NPM) and Earning per Share (EB&) used as proxies. Short Term Debt (STD), Loggnl
Debt (LTD) and Leverage of the Firm or Total DebEV) are variables for the capital structure. Coled
variables installed in the study are Size of thenBi(SIZE), Sales Growth (SALG), Assets Growth (£3%nd
Assets Turnover or Efficiency of the Firm (ASSTheTtotal firms were 441, due to incomplete dateaine
down to 380 firms. Ordinary Least Square (OLS) rodtls used to analyze the performance, data is tiken
2005 to 2011 i.e. 7 years. Short Term Debt (STnd-Term Debt (LTD) and Leverage of the Firm (LEV)
have a negatively affected Return on Assets (R®&&}urn on Equity (ROE) has a negative relation \&lttthe
capital structure variables but with Long Term D@WED) and Leverage of the Firm (LEV) it was insificant.
In case of Net Profit Margin (NPM) the impact wasspive but was insignificant for all the variablies. Long
Term Debt (LTD), Short Term Debt (STD) and Leverafiehe Firm (LEV). All the capital structure vabias
negatively affected Earning per Share (EPS) anckwegnificant. Assets Turnover affected the perémoe
positively for all proxies except Net Profit MargiNPM) for which it was positive but insignificarBize of the
firm positively affected the performance overallilstSales Growth (SALG) has a significantly negatimpact
on Return on Assets. Assets Growth was found te lbanvimpact on the performance of the firms.

Keywords: Capital Structure, Firm’'s Performance

Introduction

1.1 Introduction

Capital structure is the mix of the sources of fices that is used by the firms to finance theirraj@ens and
assets (Modigliani & Miller, 1958). The conceptaapital structure remained undiscovered until Mbaig &
Miller (1958) explained it in its “Capital structuirrelevance theory”. As a firm can finances pe@tions and
assets either by issuing stocks, bonds or prefest@zks. Capital structure makes up the right heidd of the
balance sheet. Along with the three main securéifism can also issue TFCs (Term Finance Certdigq can
also go for lease financing so this means thatudson on capital structure is beyond any boundaBet as
firms mainly focuses on issuing debt or equitytscan be summarized to capital structure as a mdebt and
equity.

Capital structure decisions are very importantafdirm to operate successfully. The primary objextf a firm
is to maximize the wealth of its shareholders. Tio ipanother way it means that to maximize itsneay per
share or net income (Jensen & Meckling, 1976). A teaachieve that is to reduce its cost of finagoim to
finance with a source having less cost and largefits. Firms nowadays maintain a mix of debt aquity, but
the problem is that which proportionate of debt aadity has greater benefits against lessor cosis. is a
problem to answer because different sources ohfies have different cost structures and benefitsvalg the
firms to make it as a competitive advantage. Oretiso can be that to choose the mix which maximitee
shareholder’s wealth but different firms have dif& impacts of the sources of finance.

As different modes of financing have different rafereturns, the same is the case with the diffetgmes of
debts instruments (Khan, 2012) and (Amjed, 20%¥.)short term debts (STD) and long term debt (LTidth
of them have different rate of returns an investil ask for due to its duration difference and berrisk is
different as well. This study for the first timeeasdifferent modes of debt i.e. STD and LTD to gtitd impact
on the firm performance along with the impact détalebt (TD) using different proxies as variali@sneasure
the performance of the firms. Earlier studies haveused STD and LTD as separate explanatory \asdbr
the firms listed on Karachi Stock Exchange.

As most of the researches are done on the detemtriimé capital structure but this paper has focusedhe
impact of the capital structure on the firm perfanoe just like Umar, Tanveer, Aslam, & Sajid (20520
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Saeed & Badar (2013). In the previous researchésriRen Assets (ROA) was found to be negativelgctéd
by the use of debt (KEBEWAR, 2013). These resuliscimed with the concluding remarks of Salteh, Ghama
Khangah, & Khosroshahi (2012), they found not dRIA negatively affected by the use of more debtabsn
found earning per share (EPS) to be negative relatehe use of debt. Mohamad & Abdullah (2012)nibas
well that use of debt decrease ROA and the resdte consistent with the pecking order theory tinat prefer
internal financing on external financing and thuthance performance. Memon, Bhutto, & Abbas (2012)
evaluated the firm performance (ROA) against thet datio and found performance is negatively afdchy
increasing the debt ratio.

Ferati & Ejupi (2012) examined the impact of capgtaucture on the firm performance and profitapilof
Macedonian firms for a sample size of 150 firms &0dyears and found that debt has a negative impatte
return on equity (ROE). The reasons mentioned Watwith increase in debt ratio the required rdteeturn
increases and hence decrease profitability. Thdtsesere consistent with Velnampy & Niresh (20&8)they
also gave the same arguments about the decredfse finm performance with the increase in the lesfetiebt.
On the other hand Salteh, Ghanavati, Khanqgah, &skdghahi (2012) were inconsistent with the abovesas
results concluded a significantly positive effettebt ratio on the ROE. Khan (2012) found a negatelation
between the use of debt and ROE but the impacinsamificant.

Umar, Tanveer, Aslam, & Sajid (2012) found thaffetiént levels of debt have different impact on finm
performance. Findings concluded that short ternt §8BD) negatively impact the firm performance bg
impact was insignificant while long term debt (LTP)sitively and significantly affect the performanic case
of ROE. Overall total debt (TD) was found to haveegjative impact on the firm performance. Conststesults
were found by (Saeed & Badar, 2013). Findings asded that Short Term Debt and Total Debt has ativega
impact on the firm performance but on the otherdhéong term debt was found to have a positive and
significant relation with the firm performance.

Form the above discussion we have concluded thatthe debt and equity have different cost striastuand
thus impact differently on the performance. Samthéscase with the different types of debts. Wevkitlat
there are short term debts (STD) and long termsd@bED), investors have different required raterefurns
(RRR) of both of them and the longer the duratimhér will be the risk and the returns an investdr demand
as well (Khan, 2012).

This research paper explored the extent to whiehd#ébts influence the firm performance. The resepsaper
has differentiated between different types of debtshort term debt (STD), long term debt (LTDY datal debt
(TD) as all of them have different levels of risikvolved and ultimately differ in returns as welks Atated before
greater the duration, greater will be the riskhafttsecurity and hence greater will the returnsinkiestor will
ask for (Khan, 2012).

1.2: Research questions:

This paper intended to find out that whether théedint levels of debt i.e. Short Term Debt and ¢ drerm
Debt have different or the same impact on the perdmce of the firms in both magnitude and directibnhe
relationship. As LTD and STD have different duraicand hence different levels of risk involvedtirso the
expectation were to have a different impact. Alaritp this the impact of total debt on the performamvas also
analyzed.

1.3: Research objectives:

The only objective of this paper was to find owtttvhether capital structure decisions taken byna dffect the
firm’s performance or not.

1.4: Research hypothesis:

The following hypothesizes have been tested inghjser.

H1: There is a negative relationship between theetage of the firm or Total Debt (LEV) and Return o
Assets.

H2: There is a significantly negative relationshgtween the Short Term Debt (STD) and Return orei&ss
H3: There is a significantly negative relationshgtween the Long Term Debt (LTD) and Return on #ssse
H4: There is a significantly negative relationshigtween Leverage of the firm or Total Debt (LEVidReturn
on Equity.

H5: There is a significantly negative relationshgtween the Short Term Debt (STD) and Return ontiqu
H6: There is a significantly negative relationshgtween the Long Term Debt (LTD) and Return on Bqui
H7: There is a significantly negative relationshgtween the Leverage of the firm or Total Debt ()Evid Net
Profit margin.
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H8: There is a significantly negative relationshgtween the Short Term Debt (STD) and Net Profitgima
H9: There is a significantly negative relationshgtween the Long Term Debt (LTD) and Net Profit giar
H10: There is a significantly negative relationsbgtween the Leverage of the firm or Total Debt\{)l.Eand
Earning per Share.

H11: There is a significantly negative relationshgiween the Short Term Debt (STD) and EarningShare.
H12: There is a significantly negative relationshgiween the Long Term Debt (LTD) and Earning gear8s.

2. Literature Review

As for the last few decades capital structure waarg hot topic and remained the theme of manyareses e.g.
Durand (1959), Baskin (1989) and Harris & Raviv 19 after its identification of the Modigliani & Neér
(1958). They set some assumptions and under thsssengtions they proved that the capital structe@sibns
have on impact on the value of the firm and shaieep which means that value of levered firm isalsvequal
to value of unlevered firm. From their theory thapved that capital structure decisions are ir@h\but later
on when they relaxed the assumptions one by ong filnend that it matters. In real life as well those
assumptions do not work so it means that capitattire decisions are relevant and affect the pedoce of
the firm and profitability. According to them thagok perfect market conditions like no transactawst, no
bankruptcy cost and no taxes etc., all of thermateapplicable in real market.

Modigliani & Miller (1963) relaxed the assumptionchaccepted the presence of corporate taxes. imebearch
that stated that as interest payment is tax deaadfiat is interest is paid before tax is appbedthe operating
income means that there is no tax paid on thedstgust like dividend which is double taxed on tloeporate
and personal income as well. The theme was thetdst has a tax advantage and if a firm wants tdmize

the firm value must go for 100 percent debt whesevalue will be maximum. Modigliani & Miller (1963
proved that value of a levered firm will be equalthe value of the unlevered firm plus any tax atzge
availed by the levered firm.

In another research paper Miller (1977) relaxedassumption of personal taxes. By forgiving thisuamsption
the tax benefit is shifted from bonds to stock,suse interest income tax is most of the time mbam the
dividend tax plus any capital gain tax on the sto&long with this most of the time the capital gaax is a
deferred payment released when the share will ki sold and forgiven to the heir as well at tieath of the
owner of the shares. Here the investor point ofvwige more tax is given to the government less élleft for
the investors and less is taken by the governmeme will be left for the investors. In this way &stors and
firms will prefer stocks as compared to bonds bseatheir primary objective is to maximize sharebdkl
wealth and to provide them maximum returns.

After the relaxation of the assumption “no bankoyptost”, Miller and Modigliani came to know thdtere is
always a trade-off between the tax benefit thatlmattained from the debt and agency cost by gakiore debt
beyond the optimal capital structure. It means thatvalue of the firm will be maximum not on tlexél of 100
percent debt but there exist an optimal capitalcstire. According to the Modigliani & Miller (1963yhen a
firm move from unlevered firm to levered firm thaxtbenefit leave more income for the investors dmuh
increase the value of the firm. This will continteebenefit the firm by increasing the debt raticheir capital
structure. There comes a point and Miller and Mlbalig called it the threshold point, from that piothe agency
cost activates which slowly neutralize the tax ién€he agency cost here means that as sharelsotdterthe
residual claimers and firm is not obliged to alwgpse them income as dividends and in case of ¢t dolders
they have a fix claim regardless that whether ittie ias earned something or not. This leads teeas® the risk
and managers are then avoid investing in more nskyects even if they are to become successfulraoick
profitable ones (Jensen & Meckling, 1976). Thisdedo the decrease in the profitability of the fiand
decrease the share prices. Miler and Modiglianitioaad that there is a trade-off between the tanefiefrom
the debt and agency cost that will be created byd#bt beyond the threshold point. They also prdkeatidebt
in the beginning have good impacts in the shapatfit discipline the management for avoiding thengive
up their extra benefits and laziness. Comparatidelyt is more beneficial than stocks so most ofithe prefer
debt on stocks (Skopljak, 2012) and (Berger & Pa@D4).

“The Pecking Order Theory” presented by Modigli&Miller (1963) which state that in order to finana

project or operations, firm first relay on the ieta earnings (internal financing) because it is theapest
source of finance, then once consume the inteinahée firm move for issuing bonds which is cheage
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compared to shares (equity). As a last resort figmdor issuing shares as it the expensive soufrdmance.
This theory was further extended by Myers & Maj{i®©84). Baskin (1989) came with the similar results
regarding the picking order theory that firm alwgysfer internal finance rather than external foes(debt and
equity). Baskin (1989) also stated that debt iggored by firms as compared to equity becausertresactional
cost involved in the issuance of shares (equitygrésater than that of debt. . But sometimes firmadt have
option for issuing bonds; it can be because of nraagons. One reason can be that they have alceadymed

a lot of debt and do not have the capacity lefssoe bonds with low coupon rates, then the lasirtas to issue
stocks the most expensive source of finance motteofime, but later on tests proved that intefimancing do
not play any role financial and capital decisiok&yer & Sussman, 2005).

As most of the research on the capital structudere in the developed countries and the corpemtgonment
in the developing countries are totally differentrfi that of developed countries. Chen (2004) chécke
Chinese firms for the impact of financial decisiamsfirm performance and found that as a developo@nomy
Chinese business environment is slightly differeatn that of developed world. Especially in the ¢Riag
Order Theory” and “Agency Cost” and that do notegany relevance to the selection of the optimaitabp
structure by the Chinese firms. According to theeeech in China firms after utilizing the interrsmlurce of
finance (retained earnings) they jump to issueeshand as a last resort they are indulged in thg term debt
financing. Deesomsak, Paudyal, & Pescetto (200#)guhe gross profit margin (GPM) as a measuretlier
firm performance conducted a research on the Maayiirms and found a negative relationship betwten
leverage of the firm and firm performance.

Solomon (1963) mentioned in his research that seraptions took by the Modigliani & Miller (1958) hot
applicable in the real world. He added that forrgvem there exists an optimal capital structundaen a firm
issue bonds or take debt beyond that level theaiske firm increases (bankruptcy cost) which @ases the
required rate of returns (RRR) for the investord mautralize the advantage of tax benefit. Durdrgb9) also
criticized the models and theory of Miller & Modighi (1958) because of its unrealistic assumptminserfect
capital markets and efficient markets.

As according to the basic rule of finance, eaa finust do a cost and benefit analysis for everysaatbefore
the implementation of the decision. Titman & Wesgdl988) suggested that the important factor féirna's
capital structure decisions and financing decisiarescost related to it and specifically the tratisaal costs.
As firms are always seeking to maximize their gsoéind to add value to the fir, one way of doinig th to
decrease the cost of the finance. Non-financiahdilare the one mostly vulnerable to the financingapital
structure decisions (Staking & Babbel, 1995). Adaag to them the non-financial firms used the texantage
gained by using debt instead of equity to enhahee profits. They added that the dark side is thtdr on as
they go for more and more debt they are exposéukttrade-off they must make in either to go forendebt to
get more tax advantage or to expose the firm tortrease in the required rate of return of theestors because
of the bankruptcy cost (Khan, 2012).

Binsbergen, Graham, & Yang (2011) evaluated thén@gbtcapital structure for large firms by calcutafithe
corresponding benefits and cost of debt. As acogrth Miller and Modigliani (1968) trade off theooptimal
capital structure is the point at which the marbowst of debt is exactly equal to the marginaldfgrattained
from using debt. Variables like cash flows, bookntarket ratio, intangible assets and that whetier give
dividend or not were used because they also hawegarct on the firm performance. The results suggabthe
trade-off theory that as firm increase their legerghe performance of the firm decreases whichuestd the
increases in the marginal cost of debt i.e. withititrease in debt the risk (financial risk) of then increases
and it leads to an increase in the required ratetofns and it ultimately leads to increase indbst of debt for
a firm. Azhagaiah & Gavoury (2011) also found thatreasing debt reduces the performance becausie of
increase in required rate for the investment.

Skopljak (2012) analyzed the relationship betwesam ¢apital structure and firm performance using BCA
(equity divided by total capitalization) as expltorg variable and returns on equity (ROE) as depehd
variable and profit efficiency as well. Accordirgthe results the impact of capital structure islimear because
the results were insignificant, but it has a quadnelationship. At first when firm move from amlavered to
levered firm at low level there is an increase he performance measures due to the tax advantajle an
management monitoring. On the other side at a higghesl of leverage of a firm when a firm increases
leverage the performance of form declines. In i@ tase when the leverage is low, increasingl¢herage
leads to increase in performance because of tiseoleliged management as they are mostly concerpedt a
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their personal benefits and less about the opestim the second case at a higher leverage inongedse
leverage declines the performance because of therimvestment and decrease of the increase inathierbptcy
cost and because of the bankruptcy cost the refuitee of return asked by the investor increaseo(son,
1963).

Berger & Patti (2004) conducted their research dasethe testing of the agency theory. Accordingh®new
proposed method tests were done for the impaataséase in the leverage of the firm on the respeqgrofit
efficiency compared to a comparable firm with tleene exogenous factors being influenced with. Fer th
dependent variable that is the firm performancePstandard profit efficiency) and APEFF (alteiveprofit
efficiency) were used. The results showed that thiéhincrease in the leverage of the firm themmisncrease in
the value of the firm and also the profit efficignbecause the managers then serve in the intefe$teo
shareholders rather than in their interest. Thalt®soincided in this case with the Jenson & Miexkl(1976)
which stated that there is always a conflict betwéaderests on the managers and the shareholdédrgoan
counter that leverage must be increased.

Memon, Bhutto, & Abbas (2012) investigated the iotpaf capital structure on the respective perforoeaby
using ROA and D/E ratio as dependent and indepeéndgiables respectively. Results showed that Hystal
structure is a significant factor in measuring gegformance. Adding that the firms are operatingpwethe
optimal capital structure so the debt usage is el affecting the ROA. As below the optimal capstructure
the agency cost always affect the performance nedytas the managers will follow their interestgéher than
concentrating taking care of the shareholder'srésis (Durand, 1959), ultimately results in themfs
underperformance.. Along with this the firms haviagger size than others and not utilizing the ecoies of
scale and that’s why performing below average. tr&r&jupi (2012) on the ther hand found a positivgact
of Size on the firm performance because firms vitezing the assets efficiently and so attainedrexmies od
scale.

Azhagaiah andGavoury (2011) used ROA (Return oredysand ROCE (Return on Capital Employed) to
checked against the D/E (Debt to Equity ratio) ardTA (Total Debt to Total Assets). The firms were
differentiated between low, medium and high incdimas. Low income firms were found to have on effec
from the capital structure decisions. On the ottemd medium income firms were found to have a megat
impact of the use of debt as the performed wellising less debt, so the capital structure is afgignt factor

for medium income firms. The same relation was &imhigh revenue firms as increasing debt decrk#ssr
respective performance. Overall the impact of edsitructure on the performance was a negativelara! size
firms increasing debt ratio found to have a negadiffect on the performance and profitability of tiespective
firms. The results of this paper were coincided\teerbach (1987) as the later found that high laddirm are
less profitable and have less firm”s value as capghéo low levered firms.

During the investigation of relationship betweer ttapital structure and the firm performance feteli firms
on Tehran Stock Exchange, Derayat (2012) the impastfound be to a direct and significant one. Bglgzing
ROA (Return on Assets) against the Current Liabgit(CL) and Non-Current Liabilities (NCL), the udts
showed that CL has a positive and significant impacthe firm’s profitability reason mentioned wascause of
the lower cost for CL as compared to NOL, but UnTamveer, Aslam, & Sajid (2012) found a negativpaat
of Current Liabilities on ROA. NCL against ROA whsind to have a weak and negative impact, the reaso
mentioned by the author is that only 15 percenbt#l debt is comprised of NCL because of the higluost for
NCL as compared to CL. Equity was checked as wellwsas found to have a positive and significareafbn
the profitability and performance if is done thrbugternal financing, in case of external financthg impact
was negative. The previous sentence has provedidhdicance of the pecking order theory that theapest
source of financing in through internal financittpfris & Raviv, 1991).

Reviewing the relationship between the capitalcttme and performance for the listed firms of Teh&tock
Exchange, Aghabeygzadeh & Akbarpour (2011) analypedROA and ROE against the STD, LTD and Equity
to Total Liability. Overall the results showed thall the capital structure variables have a pasitand
significant effect on performance is case of ROA.tBe other hand the impact of capital structuréR@E was

not confirmed, although Dwilaksono (2010) foundttBaD and TD has a negative impact on ROE. Moreover
according to the author as the country is a dewedppountry and that why debt market is underdgwetoand
firms mostly relay on short term financing. STD wWeaand to have a positive impact on ROA while LTBsla
negative impact on ROA (Aghabeygzadeh & Akbarpa0d,1).
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Kebewar & Shah (2012) investigated the impact @itehstructure on the firm performance by obsegMROA
(Return on Assets) against the total debt usedfiyna The focus was the impact of debt use onitability by
checking the validity of signaling theory, tax ting@nd agency cost theory. Firms with differentesiavere
included in the sample; results showed that ther@ inon-linear relationship between the capitaicsire
decisions or the use of debt and firm's respecfieeformance in all size firms. Although later onltSa,
Ghanavati, Khangah, & Khosroshahi (2012) conclutted ROA is negatively affected at all levels obtdt
proves that empirically the results negated th@rihe mentioned above. Later on in another studystimme
variables were used and results showed that useld Has a significantly negative impact on the firm
performance as increasing debt reduced ROA (KEBEW2J 3). The impact became worse in case of small
and medium firms as compared to large firms.

The Malaysian firms belonged to the consumer addstrial sector were experimented in a study by aAthm
Abdullah, & Roslan (2012) by installing ROA and R@gainst different levels of debt that were STDPLANd
TDTA. The objective of the study was to study tmepact of financial structure decisions on the fsm’
profitability and performance focusing specificatly effect of debt levels. The results concludeat 8TD and
TD have a significant positive impact ROA while ihgpact of LTD on ROA was insignificant. For ROH thle
debt levels were found to have a direct and sigaifi impact on ROE (Mesquita & Lara, 2003) and Abo
2005). The reason mentioned by the author for itp@ifcant and positive impact of STD on ROA and RG
because of its lower required rate of return aglove cost enhance the profits. For LTD and Tihad TD act

as a disciplinary agent for the management and #nisance performance, while TD gave the firm an
opportunity to avail tax shield to improve perfomma (Ahmad, Abdullah, & Roslan, 2012).

By analyzing the Malaysian firms for the impact cdpital structure on their respective performange b
examining changes in ROA, ROE and ROCE againsthapges in different debt and equity ratio, Moha®ad
Abdullah (2012) found that capital structure hagegative impact on all the performance measurdiseofirms.
These results contradict previous studies as dabtfeund to be related as a positive impact oropmdnce as
Coleman (2007) proved that debt has a positive éinpa firm performance if funds are efficiently naaed.
However the results are in consistent to the “Regkdrder Theory”, that debt is a costly sourceimdricing as
increasing the debt level decreases the profitgbdf a firm. The reason of its costliness is beeaof the
floatation cost, bankruptcy cost and agency coatifsl & Raviv, 1991).

Othman, Shahadan, & Manan (2009) studied the oslstiip between the capital structure and firm perémce
of small and medium firms of Malaysia. Accordingth® author SMEs follow the Pecking Order Theorg an
always go for internal financing first, once fragtd from internal financing then go for debt asdhdast resort
equity. For SMEs have very little chance for eqgdityancing so most of the capital is raised frorteiinal
financing and debt financing. Results showed tlefit thas a negative impact on profitability in terwh$ROA of
the SMEs. The reasons mentioned by the authohateat in SME’s the ratio of debt is very high ampared
to equity financing and that is why the bankruptogt is very high and due to which the investoksfasa high
required rate of returns which lead to high coscapital and lower the performance and profitapitf the
SMEs.

In developing countries like Pakistan capital simue decisions are even more important than in dpee
countries. Saeed & Badar (2013) examined the implacapital structure on firm performance by anaigzthe
ROA and ATR against different levels of debt i.@C6 LTD and TD. The results came were differentirmost
of the previous studies. According to the resull®Llhas a significantly positive impact on the ROAe results
were compatible with Aghabeygzadeh & Akbarpour (@0ds they found a positive impact as well. Ondtieer
hand TD and STD were found to have a negativeiguotficant effect on the ROA. The reason mentiohgdhe
author is that because the LTD is mostly given agkis and due to competition among the banks thesLare
usually taken with lower required rate of returnsl @lso efficiently use of the funds. STD has reddy higher
required rate of return and because in PakistarMiieey Market is not well developed and that's vaffect
negatively the ROA (Saeed & Badar, 2013).

Amjed (2011) analyzed the impact of financing diecis on the performance of the firms belonged ® th
Chemical sector of Pakistan by observing changdsOr and ROE against any changes in the differebt d
levels. Results indicated that STD affects sigaifity and positively both ROA and ROE, the reaswery by
the author is the lower required rate of return imb enhances performance. On the other hand LA3Dfeund
to have a negative and significant impact of thdgomance in both ROE and ROA, the suggestion gifeen
this negative effect is the high duration and thigh risk involved in LTD and eventually higher té rate of

116



European Journal of Business and Management www.iiste.org
ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) g
Vol5, No 31, 2013 STE

return. Earlier Chowdhury & Chowdhury (2010) fouthat debt positively affect performance. Overall i&s a
negative and strong effect on the performance secatithe inefficient use of funds and the agerust.d ater
on Memon, Bhutto, & Abbas (2012) also found thatrazy cost lead to the lower performance of thedirm

In a study of Brazilian firms it was found that LTHas a negative impact on ROE and off course pegoce of

a company, but for STD the impact was found to bsitive and significant. For equity the relationttwithe
performance in shape of ROE was positive but lowfopmance was experienced with high level of debts
(Mesquita & Lara, 2003). According to the authoe tleasons about the negative relation between Thednd
leverage with ROE is because of the political ibsitg and as the firms are conservative in natemnservative
means that debt funds are not invested in morg ps&jects because of the fear of losing their johked as
underinvestment which is a type of agency costsgder& Meckling, 1976). In other words the funds aot
used efficiently. STD as found related positiveljhwthe ROE is due to its easily availability tetfirms by the
financial institutions and other business partreerd lower required rate of return because of lorgk than
LTD (Mesquita & Lara, 2003).

Majumdar & Chhibber (1999) found that using delbfeetf the performance in case of ROE in a negative
direction. . According to the author the reasothis agency problems as most of the debt and loanrdan
India are state owned and having some behavioodl@ms which deteriorate firms from superior parfance.
Author has suggested immediately for the privaitrabf the donor firms for effective use of debtoAg with

this SIZE of the firm was found to have a positivgpact on ROE which means that firms in India editly use
their assets. On the other hand recently MemonitBh& Abbas (2012) found that Pakistani firms anthble

to utilize the assets efficiently and didn't attaoonomies of scale. AGE of a firm has a negatipaict
according to the study because older firms are migi¢ as compared to newer firms; newer firms ¢wh
easily and accepted the realities. ROE was pobijtizifected by LIQUIDITY as well; as the better naayed
work capital is the more profitable will be a firm.

Like the non-financial sector the financial seat@s also found to be affected negatively by usdedit and it
was proved by Vitor & Badu (2012) in a study otédid banks of Ghana. Results were in such a waythleat
banks there are highly geared and most of the wabttaken in shape of STD (customer deposits) Isecjust
like other developing countries band market iswell developed. STD was found to have a positivpaat on
the both ROE and ROA and was consistent with thdifigs of Amjed (2011). But the results were not
consistent with the remarks of Abor (2007) the rldteund that STD has a negative impact on the firm
performance while LTD has a positive impact ongh&formance of the firm. The reason of this impsas low
required rate for STD and its easy availability. THD(Total Debt to Total Assets) affected negativatecording

to the study because as discussed earlier thasktheke were highly geared and here agency cost éotn
effect. Agency cost at high leverage come in shafpeankruptcy cost which leads to high cost of tapind
underinvestment as managers are reluctant fronsfimgein risky but profitable projects and thusuee free
cash flow and eventually profits (Harris & Ravig9l).

The non-financial firms listed on Ghana Stock Exad@were studied by Abor (2005) for observing theact
of capital structure on firm performance. Study @daded that STD has a significant positive impattROE
because of its availability at door steps and l@stof capital while LTD was found to have a sigrftly
indirect effect on ROE, the reason mentioned byatihor is the study were the under-developed macket
and high interest rate for LTD by banks. Overall Was found to be significantly and positively ret&to ROE
because more debt gave a firm advantage to aeatbthadvantages. Along with this according toabhthor 85
percent of debt is in shape of STD, most of thdiatne firms prefer to use more debt than lesditadole firms
in order to enhance performance. SG (Sales Groawttl)SIZE of the firms also have positive impactRDE.
Later on a study came up with results that debtldévels have on impact on the firm performannd 8IZE of
the firm effect directly the performance of tharfi(Carpentier, 2006). Abor (2007) in another st®fyA and
NPM were studied against the debt levels and fabatlSTD and TD were negatively related to both R&W
NPM, while LTD was positively related to performandBesides that SIZE of the firm was positively to
performance while Sales Growth was insignificant.

Velnampy & Niresh (2012) examined change in ROE @uthe change in the capital structure for Srikam
Banks. Results showed that firms of the sample melired upon the debt (long term) as compared totydg-or
the sample size increase in the debt showed amaserin the rate of interest payment and thus dsedethe
firm performance or profitability and is consistevith the bankruptcy cost materialization beyondaia level
of debt. Furthermore a significantly negative impaas found between the debt to equity ratio arditability
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of the firm. As stated earlier that as banks gonfmre and more debt the riskiness increases aridotaebt
increases leading in decline of profitability. Thes a need of an appropriate selection of debteguity mix.
Moreover efficient use of the debt funds is neettedrder to enhance profits of the firm becausekbaare
focusing on increasing the deposits ratio rathen ifficiency.

Another study conducted in order to investigateithpact of different levels of debt i.ie STD, LTMATDTA
on ROE was done by Shubita & alsawalhah (2012). réselts proved that debt at all levels have a tivga
impact on ROE. The reason given by the authorasetonomic downturn during the years in which tiel\s
was conducted. The economic downturn was defindlasas soon as firm went for more and more dabt;
were able to avail the tax advantage but on therdtlnd it increases the bankruptcy cost and agevstyas
well (Harris & Raviv, 1991). When firms took debéywnd their optimal capital structure they expezehan
increase in cost of capital and incurred lossesv e default risk means that firms were unableatgbpck their
debt leads to recession. At the end the authorshggested that in order to be profitable firms nme$t on
equity rather than debt. On the other hand SIZEheffirm and Sales Growth were found to have atpesi
impact on ROE (Abor, 2005). Earlier Campello (208&)nd as well a positive impact of Sales Growth on
firm’s performance.

Dwilaksono (2010) studied the impact of capitalisture on the firm performance for mining industfyJordan
using ROE against STD, LTD and both variables siamdously. Results showed that STD has a positipadt
on ROE while LTD has a negative impact on ROE. fdsellts for LTD were consistent with Mesquita & &ar
(2003) as they found a negative impact of LTD orER@ccording to author the reason for STD posiivit its
low required rate because STD has lessor duratidritaus less risk is involved in it, on the othant LTD has
higher duration and risk than STD and that's whghlkr cost of capital than STD. Nosa & Ose (201090 a
found that STD has a positive impact of the corfrerformance. In addition simultaneously the iotpz
LTD is stronger than STD because most of the takinty more debt leaves firms unable to pay thedrtsterm
obligations, as taking LTD beyond an average lewaeases the default risk and increase the liguphoblems
for a firm (Stiglitz, 1974).

Ferati & Ejupi (2012) provided us with the empitiexidence for in the impact of STD, LTD and ToEajuity

on ROE or simply organizational performance. Rasploved that LTD has an indirect impact on the ROE
because of its high cost of capital and also léadgency cost when exceeded from a certain |&welording to

the author most of the firms prefer STD on LTD hesmof its lower cost of capital as compared to larid as
proved from the results that STD has a positiveaichf profitability in shape of ROE. Earlier Zeit& Tian
(2007) concluded that STD has a positive impacpa&fformance where are as LTD has a negative impact.
Equity was also found to have a positive impacR@E. The author added that firms in Macedonia db no
follow “Pecking Order Theory” because mostly firmedy on short term loans and equity financing. Ajomith

this the research was conducted on SMEs, SIZE eofitt has a positive and significant impact of firen
performance provided that they are used efficiently

Another empirical study was conducted by Rahemailfigar, & Mustafa (2007) in a developing countilgel
Pakistan where risk and instability is very higld @my profits or losses can have an exponentiahaingf firm’s
financial health, in this case capital structureisiens are very integral to a firm's success. Rgerating
Profitability (NOP) was studied against debt andiggratios. Concluding remarks were that LTD hasegative
impact on firm’s NOP, and the reason mentionedhieyauthor was the higher cost of capital whichaéases the
fixed cost and thus decreases profitability. LaterDwilaksono (2010) and Khan (2012) also provest thTD
has a negative impact on the firm performance ksiis higher cost of capital. Total Debt was disond to
be negatively associated with firm performance prafitability. Equity on the other hand affectedsjively
and significantly the NOP. SIZE of the firm hasoatspositive effect on NOP.

Patel & Bhatt (2013) discussed the impact of thgitahstructure on the performance of the firm floe non-
financial firms listed on the National Stock Exchanby studying any alteration in firm's Net Opengti
Profitability (NOP) due to change in capital sturet variables. The author ended up with a conatiuthiat Total
Debt has a negative impact on the firm’s profitapilLTD was also found to have an indirect impaat the
firm’s net profitability, this was attributed byehauthor that as LTD increases the managemenedtéearing
about their jobs and thus lead to underinvestm@os the high interest rates incurred on LTD inse=athe
fixed cost and ultimately financial leverage andishdecreases free cash flows and eventually podfite
(Mesquita & Lara, 2003). Equity was found to haveasitive impact on the net profits and the authas
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suggested for the firms to go for equity financiB$§ZE of the firm has also a direct impact of NedfRability
of the firms (Raheman, Zulfigar, & Mustafa, 2007).

During the empirical investigation Coleman (200®)déed the impact of STD, LTD and TDTA on the firm
performance of micro-finance institutions. From theults the author has concluded that the firme weostly
financed through debt and were levered above agerBgrthermore firms with high leverage have abled
themselves to attract more and more clients and heduced their default rates. In simple wordsatikhor has
stated that firms with high leverage have been #&blmanage risk and that is why outperforming firwigh
lower leverage. In addition results have proved the impact of LTD is more positively strong asmgmared to
STD because profitable firms with managing risk os@e LTD and enhance performance. TDTA has asdstat
a positive impact on the performance of the firrmj&d (2011) found that LTD and Total Debt negdive
affect firm performance because Pakistani firmsanxerable to use the borrowed funds efficiently.

Campello (2006) conducted a study based on thathe@hesing debt decreases the performance or sertbea
firm performance wrote a paper for the impact opid structure and product-market interaction. The
explanatory variables used were leverage LTD (k@mm debt to total assets), while the sales gromg¢tluding
the size of the firms (Size), investment (Inv) esaéxpenses (Sales Exp) were installed as comtredigables in
the model. The results showed that the debt fimgncan increase or boost the performance deperuts thp
level of existing leverage of the firm. Accordirgthe conclusion firms with moderate leverage hashestantial
market share gains as compared to other firmswheah these firms increase their leverage theiroperdnce in
terms of sales decreases. In concentrated maikets With greater equity ratio in their capitalwstture have
high sales growth rate as compared to the highrdgecfirms. Market leaders cannot boost their séldseir
debt level is already above average.

Zeitun & Tian (2007) gave empirical evidence foe fimpact of financing decisions on firm performaifieanm
Jordan. ROA, ROE and Tobhin's Q were used to evaltta performance of the firms the different dald a
equity levels including the STD and LTD. The resudhowed that all the capital structure variabhesuding
TDTA, STD, LTD and Total Equity have a significantiegative impact on firm performance in all penfiance
variables except that STD has a positive impaahenTobin’s Q. This peculiar relationship accordiogauthor
was explained as the firms were highly levered whén firms went beyond the optimal capital struettire
bankruptcy cost and agency cost exceeded the bkenaken from using debt compelling the investars t
increase their required rates as firms with higretage faced liquidity problems as well (Jensen &ckling,
1976). Binsbergen, Graham, & Yang (2011) also stppothe same results as when firm increases tledit
levels above average level the marginal cost of defbeases. SIZE of the firm was positively rethte firm
performance which means large size firms outperfemmll size firms.

A study was conducted by Pratheepkanth (2011) am&e the impact of capital structure decisionshenfirm
performance for Sri Lankan firms. Several perforoeamariables i.e. ROA, ROE, NP and GP were observed
against debt to equity ratio. A negative and sigaift relationship was found between NP and capttalcture

but a capital affected GP positively but the impaes a weak one. For ROA and ROE the effect oftahpi
structure was a negative and strong one. Later lmubiga & alsawalhah (2012) also proved that ROE is
negatively affected at all levels of debt. The oessmentioned in the study for this negativity islerdeveloped
debt market and the only donor for debt are thekbamd they charged very high on debt and espgdmil
term debts and its increases the cost for debtharddreduces the cash flows.

Empirical evidence regarding the impact of capstalicture on the firm performance for engineeriagter of
Pakistan was presented by Khan (2012) in his stlilg. study was about impact of different levelsiebt on
ROA, ROE, GPM and Tobin’s Q. From the results iswancluded that most of the firms finance throshbrt
term bank loans (STD) rather than long term delteren equity because short term loans are easiljable
and at a reasonable interest rate as compared By &dcondly bonds market and up to some extentyequi
market is underdeveloped leaving the firms to mlySTD. Author added that due to unequal infornmatiad
market inefficiency external financing is very erpive and is kept as a last resort, which meartsfitihas of
Pakistani market follow the “Pecking Order Theorifor STDTA and TDTA the impact on ROA, GPM and
Tobin’s Q was negative and as well as significdie results supported the remarks of Ebaid (200&) $TD
and TD has a negative impact on the firm perforreambile contradictiong Dwilaksono (2010) who fouad
positive impact of leverage and STD on firm’s pemfiance. LTDTA affected the Tobin’s Q negativelyves.
For ROE the impact of all the capital structureiatales was negative but it was insignificant. SkaE&he firm
has insignificant relationship with ROA and GPM ighfior Tobin’s Q the impact was negative and sigaifit
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inconsistent with Zeitun & Tian (2007) as a pogtimpact was observed for SIZE of a firm on ROA,ERahd
Tobin’s Q.

By taking a sample from Manufacturing sector ofmli@alteh, Ghanavati, Khangah, & Khosroshahi (2012)
studied the impact of financial decisions on thefifability of a firm by observing the effect of ST LTD and
TDTA on performance variables like ROA, ROE, EP8 diobin’s Q. Findings were in such a way that ROA
and EPS were negatively affected by the capitatgire and the effect was significant. On the otfeerd ROE
and Tobin's Q were positively related to TDTA. Acding to Zeitun & Tian (2007) Tobin’s Q was posély
affected by STD while negatively affected by TdRabt. According to the author the inefficient ugdhe debt
funds lead to a negative impact for debt on prbfity. On the other hand Coleman (2007) found aitpoe
impact for all the capital structure variables twe firm performance because the firm were usingftimels
efficiently.

While studying the Banking industry Saeed, GullR&sheed (2013) gave empirical results for the impéc
capital structure on firm performance by observiimg performance against the capital structure slens.
Based on the results of the study STDTA has aipesiind significant impact on ROA, ROE and EPS &hil
LTDTA was found to be negatively related to all rexformance variables. On the other hand TD wasgeat to
have an optimistic impact of ROA, ROE and EPS. StZhe firm also affected the performance posiyivand
significantly as well. AG (Assets Growth) affect®DA and ROE insignificantly negative but for EP® th
relation was significantly negative. The reasongositive impact of STDTA was because of its loweguired
rate (Mesquita & Lara, 2003). An addition to thatcerding to the author STDTA is easily accessilde a
compared to LTDTA because bonds market is not geeldped in the country. The same results weredidayn
Amjed (2011) for the non-financial sector as STéopositively related and LTD to be negativelatetl to the
firm performance.

In another study Akintoye (2008) investigated thpact of capital structure decisions on EPS, DREEBIT.
Results indicated that all the performance varghle sensitive to the capital structure decisiésshe ratio of
operating and financial leverage increases theopeeince and profitability of the firms also incresut the
impact is quadratic rather than linear as provethfthe results of the study. The leverage affezpigrformance
positively up to a point and beyond that point thereasing leverage decrease the performance dirths.
Skopljak (2012) also proved that the impact of tstructure is quadratic rather than linear, thatb a point
performance is boosted by increasing debt and lekffaat it is negatively affected.

Umar, Tanveer, Aslam, & Sajid (2012) gave the eiopirevidence for the impact of capital structurefiom
performance for KSE-100 firms. The study ended ith #he results that all the capital structure hles i.e.
STDTA, LTDTA and TDTA have a negative influence BOA, EBIT and NPM. Patel & Bhatt (2013) later on
also concluded that debt affects performance aharfiegatively. \ The author attributed this negatimpact to
the inefficient use of the debt funds, another aaagiven by the author is that the cost of extefimancing is
very high due to the information asymmetry and finent market that why firms follow “Pecking Order
Theory” that's why prefer internal financing thaxternal financing (Phillips & Sipahioglu, 2004). [Bgon on
Price-Earnings Ratio with the STDTA was signifidgmegative; with LTDTA it was significantly posi&
while with the TDTA it was insignificant. On thehatr hand ROE related with the LTDTA and TDTA pasty
while the impact of STDTA was insignificant. Ovértide impact of capital structure on the performean€ the
firms was negative. The author suggested in the@pdefer internal financing and leaving debt d&shresort.

San & Heng (2011) conducted a study to examine itigact of financial or capital decisions on firm
performance by studying the construction indusWfiewing the results it was concluded by the auttiat
capital structure has a linear relationship witd finm performance and very integral to one’s sasdeut for
some companies the impact was insignificant. Fagelaconstruction companies ROC and EPS were
significantly related to the capital structure wehdther performance variables showed no relatipngbébt to
Equity Ratio, LTD and TDTA affected the performanaiables while others failed to show any. For imed
size firms only long term debts showed an impacthen performance while other capital structure akalgs
failed to do so. For small size firm only EPS shdwe be affected by the capital structure varidbé is Total
Debt. ROA, ROE and NPM were not affected by anthefcapital structure variables. On the other Haaiteh,
Ghanavati, Khangah, & Khosroshahi (2012) and Saéedl, & Rasheed (2013) found that capital struetur
negatively affected ROA and EPS.

120



European Journal of Business and Management www.iiste.org
ISSN 2222-1905 (Paper) ISSN 2222-2839 (Online) g
Vol5, No 31, 2013 STE

In an analysis of the firms for studying the infige of capital structure on the firm performancenbta,
Mahmood, & Zakaria (2007) examined the impact wittlie property and construction industries and fhen
comparison between the two. Results indicateddbatto the higher capital gearing and debt usagdratustry
is underperforming another having relatively lovageg and debt usage. According to the author dgesk are
using less debt as compared to contractors andrpgrfg well, contractors are using more debt bufgoming
inefficiently which leads increase the cost of talpand reducing the benefits and eventually endvitip low
profits. Moreover capital gearing has a negativd significant impact on the Net Profit Margin andck-
Earnings ratio. Umar, Tanveer, Aslam, & Sajid (20fdind almost the same results as according tiNePie!
was negatively affected at all levels of debt wHiéE ratio was negatively affected by STD and tpady
affected by LTD. The overall conclusion in viewtbe author was that high leverage leads to loweptiofits
because debt has fixed obligations regardless ethehn the firm has earned something or has incuarkxss.
The results are consistent with Jenson & Mecklitgj76) that agency cost always lowers the perfoream
ultimately profitability of the firm.

Ebaid (2009) found in his study of the impact ofafncial decisions on firm performance that ROAdgatively
affected by Short Term Debts (STD) and Total DébtSotal Assets (TTD) and the impact is significadased
on the results it was proved that STD, LTD and TalDof them have on impact on ROE and GPM. On thero
hand the impact of Long Term debts (LTD) on ROA wessgnificant. Overall conclusion by the authorsihe
capital structure decisions have a very weak oinmpact on the firm performance for Egyptian firnihe
results found later on for the Iranian firms wepposite as Salteh, Ghanavati, Khangah, & Khosrag2ati2)
found that the capital structure decisions havgrificant effect on the firm performance.

3 Data and Methodology

3.1 Methodology for Data

This paper was based on the effect of capital stracon the firm performance for the non-finandiehs by
taking the sample of all listed non-financial firms KSE from 2005 t0 2011. Secondary data was fmetthe
research and the data was available on the webkifitate Bank of Pakistan (www.sbp.org.pk), under t
heading of balance sheet analysis of listed congsaamd then under the subheading of balance shelgses of
the non-financial sector of Pakistan. There aral 43 non-financial firms at times the data wakected for
the research. Due to unavailability and incomptita of some firms finally the sample size came rdtav380
firms with 2202 observations, data for the researah of from 2005 to 2011 i.e. 7 years.

3.2 Methodology for Analysis

Methodology has been adopted from Ahmad, AbduaRoslan (2012) to analyze the data for differeavels
of debt on the firm performance using various penfance proxies. Multiple Regression was used ttyaedhe
data by using SPSS software. ROA (return on as$R® (return on equity), NPM (net profit margimdaEPS
(earning per share) were taken as independent@siaAccording to Ahmad, Abdullah, & Roslan (201RPA
is the net profit divided by the Total Assets wWHROE is the Net Profit divided by Total Equity. NFisNet
Profit divided by Total Sales and EPS is net prdfiided by Outstanding Shares (San & Heng, 20$TD
(short term debt) and LTD (long term debt) alon¢hviEV (Total Debt) were the independent variab®ED is
Current Liabilities divided by Total Assets, LTDN&n-current Liabilities divided by Total AssetsilehLEV is
Total Debt divided by Total Assets. SIZE here waes Natural Log of Total Assets taken from FeratEfupi
(2012) and was considered as controlled variabtetider controlled variable was SALG (sales growmittich
is average of the difference between the CurredtRmevious Sales (Abor, The effect of capital stree on
profitability: an empirical analysis of listed fignin Ghana, 2005). Other controlled variables We&8G (assets
growth) and ASST (assets turnover). ASSG is theameeof the difference between Current and Previaudal
Assets while ASST is Total Sales divided by Totaséts (Ahmad, Abdullah, & Roslan, 2012).

3.3 Hypothesis

The following hypotheses have been tested in thiep

H1: There is a negative relationship between theetage of the firm or Total Debt (LEV) and Return o
Assets.

H2: There is a significantly negative relationshgiween the Short Term Debt (STD) and Return oretass

H3: There is a significantly negative relationshgtween the Long Term Debt (LTD) and Return on #ssse
H4: There is a significantly negative relationshigtween Leverage of the firm or Total Debt (LEVidReturn
on Equity.
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H5: There is a significantly negative relationshgtween the Short Term Debt (STD) and Return ontiqu

H6: There is a significantly negative relationshgtween the Long Term Debt (LTD) and Return on Bqui

H7: There is a significantly negative relationshgtween the Leverage of the firm or Total Debt ()Evid Net
Profit margin.

H8: There is a significantly negative relationshgtween the Short Term Debt (STD) and Net Profitgima

H9: There is a significantly negative relationshgtween the Long Term Debt (LTD) and Net Profit giar

H10: There is a significantly negative relationsbgtween the Leverage of the firm or Total Debt\{)l.Eand
Earning per Share.

H11: There is a significantly negative relationshgiween the Short Term Debt (STD) and EarningShexre.

H12: There is a significantly negative relationshgiween the Long Term Debt (LTD) and Earning dears.

3.4 Models

The models used in the research paper are as falldwom Equation 1 to Equation 8. Performance heenb
used for respective dependent variables. STD hais bged for Short Term Debt, LTD for Long Term Dabtl
LEV for Leverage of the firm or Total Debt. Sizetbe firm has been denoted by SIZE, Sales Growshblean
denoted by SALG while Assets Growth and Assets dwen have been denoted by ASSG and ASST
respectively. Performance measuring variables viReurn on Assets denoted by ROA, Return on Equity
abbreviated as ROE, Net Profit Margin as NPM anchig per Share as EPS.

Return on Asset (ROA):

Equation 1:

Performancei,t $0 +B1STDi,t +B2LTDi,t + B3SIZEi,t +B4SALGI,t +B5ASSGi,t

+ B6ASSTI,t +ei,t

The above equation determined the impact of STDD,LBIZE, SALG, ASSG and ASST on the firm's
performance in terms of ROA.

Equation 2:

Performancei,t 80 +B1LEVi,t + 2SIZEi,t +B3SALGI,t + B4ASSGi,t +B5ASSTi,t +si,

The mentioned equation evaluated the change iropeaince of a firm in terms of ROA brought by LEV as
independent variable and SIZE, SALG, ASSG, ASS¢amrolled variables.

Return on Equity (ROE):

Equation 3:

Performancei,t 0 +B1STDi,t +B2LTDi,t + B3SIZEi,t +B4SALGI,t + B5ASSGi,t

+ B6ASSTI,t +ei,t

Equation 3 explained the impact of STD and LTD lom firm’s performance in terms of ROE while contrm
the impact of SIZE, SALG, ASSG and ASST

Equation 4:

Performancei,t 0 +B1LEVit + B2SIZEi,t +B3SALGI,t +B4ASSGi,t +B5ASSTi t +eit

The equation mentioned above summarized the imgfacEV of the firm on firm’s performance in term$ o
ROE by controlling the impact of SIZE, SALG, ASSGdaASST.

Net Profit Margin (NPM):

Equation 5:

Performancei,t 0 +1STDi,t +B2LTDi,t + B3SIZEi,t +B4SALGI,t + B5ASSGi,t

+ BB6ASSTI t +eit

Equation 5 abbreviated the evaluation of the imp&d&TD and LTD on firm’s performance in terms d?M by
considering SIZE, SALG, ASSG and ASST as controlladables.

Equation 6:

Performancei,t 0 +B1LEVit + B2SIZEi,t +B3SALGI,t +B4ASSGi,t +B5ASSTi t +ei,t

The above model is about the effect of LEV of anfion its performance in terms of NPM by install@tyE,
SALG, ASSG and ASST as controlled variables.

Earnings per Share (EPS):

Equation 7:

Performancei,t 0 +B1STDi,t +B2LTDi,t + B3SIZEi,t +B4SALGI,t + B5ASSGi,t

+ B6ASSTI t +ei,t

The model mentioned above abbreviated the anatydise impact of STD and LTD on firm’s performanice
terms of EPS by controlling the effect of SIZE, SBLASSG and ASST.

Equation 8:

Performancei,t $0 +B1LEVit + B2SIZEi,t +B3SALGI,t +B4ASSGi,t +B5AASSTI,t +ei,t

Equation 8 showed a model summary of evaluatioth®ffirm’s performance in terms of EPS againstltE®
of the firm, considering SIZE, SALG, ASSG and AS&Tcontrolled variables.
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4. Results and Discussion
Table No 1.1 (Model 1)

Descriptive Statistics

Mean Std. Deviation N
Return on Assets 4.09824704E0 (1.43408464E1 2202
Short Term Debt 4803018696 |2.9914513E-1 2202
Long Term Debt 2103471942 | 2.1974156E-1 2202
Natural Log of Assets [2.14847853E1 |1.62839977EOQ 2202
Sales Growth 6226549514 |9.79032340E0 2202
Assets Growth 1.04974721EQ0 (2.23771628E1 2202
Assets Turnover 1.12337894E0 ([1.00605498E0 2202

Table 1.1 provided the summary of descriptive stiag of impact of STD and LTD on ROA. The numbér o
observations for all the variables is 2202. ShernT Debt has a standard deviation of 0.299 lebser its mean
of 0.480; Long Term Debt has a mean of about O&filla bit greater standard deviation of 0.2197uidat.og
of Assets has a standard deviation of 1.62 whieeater mean of 22.148. Sales Growth and Assetait3rioas
a mean of 0.622, 1.05 and standard deviation. ASa@ihover has a greater mean of about 1.12 thatahdard
deviation which is 1.01.
Table No 1.2 (Model 1)

Model Summary

Change Statistics

Adjusted R Std. Error of R Square

Model R R Square Square the Estimate Change F Change df1 df2 Sig. F Change
1 4162 173 171 11.30585797E1 173 76.578 6 2195 000

a. Predictors: (Constant), Assets Turnover, Assets Growth, Sales Growth, Short Term Debt, Long Term Debt, Natural Log of Assets

Table 1.2 shows the summary results for the armalyss R indicates the quality of the predictiontbé
dependent variable, here the value of R is 0.41i6élwproves a strong prediction of Return on AssRtSquare
and Adjusted R Square show the degree of varigtiqtained by the independent variables. Value &dgrare
is 0.173 means that about 17.3 per cent of theatvami in Return on Assets is explained by the irdej@nt
variables. Adjusted R Square explains the varidbi@mught by the independent variables selecteddanriodel in
the dependent variable; here 0.171 means that dYopercent variation in the Return on Assets @ight by
the independent variables included in the modelth&sF-Statistic and Significance shows the validit the
overall model, here as the value of F-Statistidsevés 76.60 which is much greater than 4 and rhigher to
elaborate the quality of estimation and is sigafficat level of 0.05, P-value is 0.00 means thatrttodel is
significant not only at 95 percent confidence imédrbut also at 99 percent. Here we accept thenaltise
hypothesis that there is a relationship betweemxptanatory variables and the Return on Assets.

Table No 1.3 (Model 1)

Coefficients?

Standardized
Unstandardized Coefficients Coefficients
Model| B Std. Error Beta t Sig.
1 (Constant) -15.396 4.010 -3.839 .000
Short Term Debt -9.682 953 -.202 -10.157 .000
Long Term Debt -11.461 1.279 -176 -8.958 .000
Natural Log of Assets 1.028 A77 A17 5.810 .000
Sales Growth -.060 .028 -.041 -2.099 .036
Assets Growth .000 .012 -.001 -.074 941
Assets Turnover 4.006 282 281 14.226 .000

a. Dependent Variable: Return on Assets
Table 1.3 shows the significance of individual ghtes and their impact on ROA. “B” shows the véoiatthat
can be brought in the Return on Assets by onedhaibhge in the independent variable. Beta is obdaivieen we
standardize all the variables included in the madel it make us capable to compare the magnitudéeof
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coefficients to see that which one has more effacthe dependent variable. T-Statistics and P-vsihaavs the
strength and validity of the effect respectivelino8 Term Debt has a negative value Beta which.B02 means
that about 20 percent change in Return on Assdtsigght by one unit change in Short Term Debt iamghct
on Return on Assets is negative as the Beta istivegd-value for Short Term debt is -10.157 andyieater
than 2 proves that the impact is strong and isifitgnt as the P-value for Short Term Debt showat the
impact is significant on both 95 and 99 percentfidence interval. So here alternate hypothesisctepted
which states that Short Term Debt has negative éinp@ firm performance while null hypothesis isaetpd that
Short Term Debt has a positive impact. Umar, Tanvaslam, & Sajid (2012) also found earlier a négat
relation between Short Term Debt and Return on t&ssbile Coleman (2007) found a positive relatibang
Term Debt has negative Beta value (-0.176) shoatsathe unit change in Long Term Debt will bring abb7.6
percent change on Return on Assets and it wilhbapposite direction as the Beta is negative. Tivddbr Long
Term Debt is -8.958 and is greater than 2 andyisifitant as the P-value is less the level of 0R%alue is 0.00
and hence proved that the impact is strong andfisignt not only 95 percent confidence interval lat99
percent as well. Here as well we accept the alterhgpothesis that Long term has a negative impadirm
performance. . Coleman (2007) formerly found a fpasimpact of Long Term Debt on Return on Ass&ige
of the firm has a positive Beta (0.117) shows tugproximately 12 percent change is brought in Retur
Assets by one unit change in Size of the Firm antthé same direction as the Beta is positive. Tivvdibr Size
of the Firm is 5.810 and is greater than 2 whichktisng and significant as the P-value is less tharlevel of
0.05. P-value is 0.00 shows that the impact isifiigmt at both 95 and 99 percent confidence irgkerBeta for
Sales Growth is -0.041 indicates that about 4 p¢rckange is done in Return on Assets by Sales tBrand
the change is negative because of negative Be®aflstics of Sales Growth is -2.099 just aboveliechmark
which is 2 but is significant as P-value is lesatkevel of 0.05. P-value for Sales Growth is 0.686ws that the
impact is significant at 95 percent confidencerivaé Previously Shubita & alsawalhah (2012) foandositive
relation between Sales Growth and Return on Aspetsets Growth has Beta of -0.001a means that d@btut
percent change is brought by Assets Growth in Retur Assets and in opposite direction. T-valueDi®741
and is less than the benchmark (2), also it igimicant as P-value is greater than level of O®¥alue is 0.941
proves that the impact is insignificant. Assetsribwer has the strongest impact, as Beta is 0.2fitdtes that
about 28 percent change is brought in Return omtadsy Assets Turnover and in the same directidBeds is
positive. T-value for 14.226 and is higher thanP2yalue (0.00) is less than 0.05 proves that thallie is
significant, moreover it showed that the impacsignificant at both 95 percent and 99 percent deanite
interval.

Table No 2.1 (Model 2)
Descriptive Statistics

Mean Std. Deviation N
Return on Assets 4.09824704E0 |1.43408464E1 2202
Leverage of the Firm 6916305794 | 3.8147933E-1 2202
Natural Log of Assets |2.14847853E1 ([1.62839977EQ 2202
Sales Growth 6226549514 |9.79032340E0 2202
Assets Growth 1.04974721E0 |2.23771628E1 2202
Assets Turnover 1.12337894E0 (1.00605498E0 2202

Table no 2.1 shows the descriptive statistics fopact of Leverage (total debt to total assets) etuR on
Assets. Total debt has an average of .69187 wltwar standard deviation of about .3913. . Natlwed of
Assets has a standard deviation of 1.62 while atgranean of 22.148. Sales Growth and Assets Grbagha
mean of 0.622, 1.05 and standard deviation. ASBatsover has a greater mean of about 1.12 thastdtedard
deviation which is 1.01.
Table No 2.2 (Model 2)

Model Summary

Change Statistics

Adjusted R Std. Error of R Square
| Model R R Square Square the Estimate Change F Change df1 df2 Sig. F Change
1 410° 168 166 |1.30972225E1 168 88.566 5 2196 .000

a. Predictors: (Constant), Assets Turnover, Leverage of the Firm, Assets Growth, Sales Growth, Natural Log of Assets
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Table No 2.2 shows the summary of Return on Assts Leverage. The value of R shows high quality of
prediction in the dependent variable as the vadumpproximately .41. R Square value indicatestfa® percent
of variation in the dependent variable is explain®dthe independent variables. Excluding unrelaed
external variables Adjusted R Square is attainetthvBhows that 16.6 percent variations in explaibgdhe
independent variables included in the model. Vali&-statistics is about 88.6 and is much gredtant4 and
much higher to explain the quality of estimatiangsignificant as the P-value is 0.00, P-value plewes that the
model is significant not only on 95 percent confide interval but on 99 percent as well becaus@talue is
0.00. So it indicates that there is a relationgt@pween the explanatory variables and Return optass

Table No 2.3 (Model 2)
Coefficients?

Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -15.544 4.019 -3.867 .000
Leverage of the Firm -9.962 749 -.265 -13.305 .000
Natural Log of Assets 1.026 A77 116 5.783 .000
Sales Growth -.059 .029 -.040 -2.071 .038
Assets Growth .000 013 .000 -.038 970
Assets Turnover 4.034 281 283 14.376 .000

a. Dependent Variable: Return on Assets
The above table shows the significance of the bégtaand its impact on Return on Assets. Lever&gigeo~irm
has a Beta of 0.265 signifies that about 26.5 prcan be implemented upon Return on Assets bygihgn
Long Term Debt by one unit, as the Beta is negativéhe impact will be negative. Leverage of thenFnas a
T-value of -13.305 which is greater than 2 whiclhis benchmark; also it is significant as the Rigak greater
than the level of 0.05. P-value proves that theaichjis significant not only at 95 percent confidemntterval but
at 99 percent as well. Ebaid (2009) also foundierad negative impact of leverage of the firm ortuRe on
Assets. Size of the firm has a positive Beta whil®.116 shows that approximately 12 percent chasge
brought in Return on Assets by changing Size ofFinm by one unit, also in the same direction &Bleta is
positive. T-value for Size of the Firm is 5.783 asdreater than 2 and is strong and significanahse P-value
is less than the level of 0.05. P-value is 0.00wshthat the impact is significant at both 95 andp&®cent
confidence interval. Sales Growth has a Beta @4@.indicates that about 4 percent change is dikefarn on
Assets if we change Sales Growth by one unit aadccltange is negative because of negative Betaafistgts
of Sales Growth is -2.071 just above the benchmdmikh is 2 but is significant as P-value is lessnthevel of
0.05. P-value for Sales Growth is 0.038 imply ttiegt impact is significant at 95 percent confideirderval.
Assets Growth has Beta of 0.000a means that abalaes not impact Return on Assets in any way lafTal
value is -0.038 and is less than the benchmarlka{®), it is insignificant as P-value is greatemthavel of 0.05.
P-value is 0.970 proves that the impact is insigaift. Assets Turnover has the Beta is 0.283 itelécthat
about 28 percent change is explained in Return sge#s by Assets Turnover and in the same direesoBeta
is positive. T-value for 14.376 and is higher thhe benchmark 2, P-value (0.00) is less than Or0%gs that
the T-value is significant, moreover it showed ttia impact is significant at both 95 percent aBdp@rcent
confidence interval.
Table No 3.1 (Model 3)

Descriptive Statistics

Mean Std. Deviation N
Return on Equity 9.50059037E0 [8.94847823E1 2202
Short Term Debt 4803018696 | 2.9914513E-1 2202
Long Term Debt 2103471942 | 2.1974156E-1 2202
Natural Log of Assets |2.14847853E1 (1.62839977EQ 2202
Sales Growth 6226549514 (9.79032340E0 2202
Assets Growth 1.04974721E0 |(2.23771628E1 2202
Assets Turnover 1.12337894E0 |1.00605498E0 2202
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Table No 3.1 summarizes the descriptive stati§ticshe impact of Short Term Debt and Long Term Deb
Return on Equity. Total numbers of observations22@2; Return on Equity has a mean value of 9.50lesser
standard deviation of about 8.95. Short Term Delst én average of .480 and standard deviation 8fwfich
is low, while Long Term Debt average value is .B1® has a greater standard deviation of .219. 8ityiSize
of the firm has a mean value of 21.48 and standawihtion of 1.628. Sales Growth has an averagé2#6 and
higher standard deviation of 9.79, Assets Growtlammealue is 1.049 and a standard deviation of Z2v@7ich
is higher. Average for Assets Turnover is 1.123d standard deviation is 1.006.

Table No 3.2 (Model 3)

Model Summary

Change Statistics

Adjusted R Std. Error of R Square

| Model R R Square Square the Estimate Change F Change df1 df2 Sig. F Change
1 1292 017 014 |8.88541375E1 017 6.226 6 2195 .000

a. Predictors: (Constant), Assets Turnover, Assets Growth, Sales Growth, Short Term Debt, Long Term Debt, Natural Log of Assets
The above model describes the summary for the sisady impact of Short Term Debt and Long Term Daafot
Return on Equity. The value of R shows that theligt®on of Return on Equity by the model is not Jodhe R
Square shows that only 1.7 percent of the variatiorReturn on Equity is explained by the explanator
variables, while the Adjusted R Square proves ib¢oonly 1.4 percent of the variation is explaifsdthe
explanatory variables installed in the model. R&8gquand Adjusted R Square are very small. F-StHist 6.226
and is greater than 4 and higher to elaborate uhétg of estimation and is significant as the PuJeais less than
the level of 0.05. P-value for the model is 0.0dchhmeans that the model is significant not eve@Sapercent
confidence interval but also at 99 percent configeinterval as well.
Table No 3.3 (Model 3)

Coefficients?

Standardized
Unstandardized Coefficients Coefficients
Model| B Std. Error Beta t Sig.
1 (Constant) -23.539 27.288 -.863 .388
Short Term Debt -6.051 6.486 -.020 -.933 .351
Long Term Debt -15.507 8.705 -.038 -1.781 .075
Natural Log of Assets 1.273 1.204 .023 1.057 291
Sales Growth -.076 194 -.008 -.391 696
Assets Growth -.002 .085 .000 -.019 .985
Assets Turnover 10.595 1.916 119 5.530 .000

a. Dependent Variable: Return on Equity
Table no 3.3 shows the significance and impacttoe of the explanatory variables on Return onigBeta
for Short Term Debt is -0.20 means that one urdingle in Short Term Debt brings about 20 percemagdan
Return on Equity, as Beta is negative so the impaghort Term Dent on Equity is negative. T-valt@933) is
less than 2 and also P-value 0.351 which is grehtar level of 0.05 signifies that the impact isakeand
insignificant. So for Short Term Debt we reject #iernate hypothesis that it has a negative impadReturn
on Equity and also null hypothesis because there megative relationship but is insignificant. A@005)
formerly found a significantly positive relationtbeen Short Term Debt and Return on Equity. Ford_@erm
Debt Beta is -0.038 indicates that about 3.8 pércleange in Return on Equity is brought by ond dhange in
Long Term Debt, as Beta is negative so the imaicivierse. T-value is -1.781and is less than Zatdithat the
impact on Return on Equity is negative but weak als® insignificant as P-value is greater thanléwvel of
0.05. P-value of Long term Debt is 0.075 and isagrethan 0.05 so the impact is insignificant. Healternate
as well as null hypothesis are rejected that LoagrTDebt has a negative impact of performance aidhat
the impact is positive. Abor (2005) concluded aatg impact of Long Term Debt and on Return onifqu
Size of the firm has a positive Beta (0.023) mahas 2.3 percent change in Return on Equity isarpdd by
Size of the firm, positive sign signifies that tingpact is direct. T-value for Size of the firm i9%7 and is less
than 2 means that the effect is positive but weakthe P-value (0.291) is greater than 0.05 santipact is
insignificant. Similarly Sales Growth has a Beta@008 shows that 0.8 percent change in ReturBaprity is
brought by one unit change is Sales Growth. 0.3%he T-value for Sales Growth which is less thaal& P-
valve is 0.696 and is greater than the level 0bGignifies that the impact is negative but veryalvand also
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insignificant. Beta for Assets Growth is 0.00 whtblat there is no change at all due to change set&sGrowth,
T-value is -0.019which is much less than 2, als@mRe (0.985) is greater than 0.05 leads to thearksthat the
impact of Assets Growth on Return on Equity is gn#ficant and T-value is insignificant as well. &ts
Turnover is the only significant variable here mayvia positive Beta of 0.119 signifies that aboutp®2cent
change in Return on Equity is brought by one uhdnge in Assets Turnover , as the Beta is pos#ivé¢he
change is direct. T-value is 5.530 and is gredtan 2, also the P-value is less than 0.05 meanghéndmpact of
Assets Turnover is positive, strong and significant

Table No 4.1 (Model 4)

Descriptive Statistics

Mean Std. Deviation N
Return on Equity 9.50059037E0 |8.94847823E1 2202
Leverage of the Firm 6916305794 | 3.8147933E-1 2202
Natural Log of Assets [|2.14847853E1 |1.62839977EQ 2202
Sales Growth 6226549514 |9.79032340E0 2202
Assets Growth 1.04974721E0 (2.23771628E1 2202
Assets Turnover 1.12337894E0 |1.00605498EQ0 2202

The table mentioned above shows the descriptivistita for the impact of Leverage on Return onigqu2202
are the total number of observations. Return onitEdias a mean value of 9.500 while standard dievias
very high that is 89.48. For Leverage of the fiflva average is 0.6916 and a lower standard deviafior3815.
Similarly Size of the firm has an average valu€d#484 and standard deviation of 1.628 which is. |8ales
Growth has a mean of 0.6226 and high standard tilmvi@.79. Assets Growth and Assets Turnover haanme
values of 1.05, 1.12 and standard deviation of Z2a&hd 1.006 respectively.

Table No 4.2 (Model 4)

Model Summary

Change Statistics

Adjusted R Std. Error of R Square
| Model R R Square Square the Estimate Change F Change dft df2 Sig. F Change
1 1282 016 014 | 8.88444955E1 016 7.368 5 2196 .000

a. Predictors: (Constant), Assets Turnover, Leverage of the Firm, Assets Growth, Sales Growth, Natural Log of Assets
Table 4.2 summarizes the significance of the oVenaldel. The value of R is 0.128shows that the edation
between the observed and predicted is very smaligiare has a value of 0.016 indicates that ahéuybdrcent
of the variation in Return on Equity is explaingdibdependent variables. By excluding any extevaaiations
end up with Adjusted R Square and here it showsdhly 1.4 percent of the variation in Return orukg is
explained by the Explanatory variables includedhim model. F-statistics for the model is 7.37 whichigher
than 4 to explain the quality of the estimation amaignificant as the P-value is less the levesighificance
which is 0.05. As P-value lesser than 0.05 prokies the model is significant not only at 95 percamtfidence
interval but also at 99 percent. So it proves thete is a relationship between the explanatorialbes installed
in the model and Return on Equity.
Table No 4.3 (Model 4)

Coefficients?

Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -21.440 27.266 -.786 432
Leverage of the Firm -9.744 5.079 -.042 -1.919 .055
Natural Log of Assets 1.193 1.203 .022 992 322
Sales Growth -.076 194 -.008 -.393 694
Assets Growth .000 .085 .000 -.006 995
Assets Turnover 10.767 1.904 121 5.656 .000

a. Dependent Variable: Return on Equity
Table 4.3 describes the significance of the coieffits and their impact on the Return on Equity.drage of the
Firm has Beta accounts to -0.042 indicates thatiadh@ percent can is brought in Return on Equitgitanging
Leverage of the Firm by one unit, as the Beta gatiee so the impact is inverse. T-value is -1.@h8ch is just
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below 2 which is the benchmark; also the P-valug@ @5 and just slightly higher than the level igh#ficance
which is 0.05 which makes it insignificant. For leeage of the firm alternative and null both hypstheare
rejected as null hypothesis stated that the relship is positive while hypothesis mentioned tonegative,
although the impact is negative but is insignificakbor (2005) found a negative relation betweerdrage and
Return on Equity. Size of the firm has a Beta 0.@2&h means that 2.2 percent change in Returnquity¥eis
done by Size of the firm, positive sign shows tihat impact is direct. T-value for Size of the firen0.992 less
than 2 proves that the effect weak one, as thell®eva.322 and is greater than 0.05 so the impact is
insignificant. Similarly Sales Growth has a Beta@f08 shows that 0.8 percent change in ReturBaprity is
brought by one unit change is Sales Growth. 0.33Bé T-value for Sales Growth which is less thaal& P-
valve is 0.694 and is greater than the level ob0rfplies that the impact is negative but very waakl also
insignificant. Beta for Assets Growth is 0.00 whtblat there is no change at all due to change set&asGrowth,
T-value as -0.006 is much less than 2, moreoveal@evis 0.995 and is greater than 0.05 leads toeimarks
that the impact of Assets Growth on Return on Bagsiinsignificant and T-value is insignificant aell. Assets
Turnover is the only significant variable here mgva positive Beta of 0.121 means that about 1@emeichange
in Return on Equity is brought by one unit chang@ssets Turnover , as the Beta is positive sccHange is
direct. T-value is 5.656 which is greater thanl2dhe P-value is less than 0.05 means that thadhof Assets
Turnover is positive, strong and significant.

Table No 5.1 (Model 5)

Descriptive Statistics

Mean Std. Deviation N
Net Profit Margin -2.6497824E1 |1.14847430E3 2202
Short Term Debt 4803018696 | 2.9914513E-1 2202
Long Term Debt 2103471942 | 2.1974156E-1 2202
Natural Log of Assets |2.14847853E1 (1.62839977E0 2202
Sales Growth 6226549514 |9.79032340E0 2202
Assets Growth 1.04974721E0 (2.23771628E1 2202
Assets Turnover 1.12337894E0 (1.00605498E0 2202

Table 5.1 describes the descriptive statisticseftect of Shot Term Debt and Long Term Debt on Raifit
Margin. Total numbers of observations are 2202. Reffit Margin has a mean value of -2.65 and a drigh
standard deviation of 1148.47. Short Term Debt bodg Term Debt have averages of 0.480, 0.210 and
standard deviation of 0.299 and 0.2197 respecti&ilyilarly Size of the firm has a mean value of484 and
standard deviation of 1.628. Sales Growth meam@ia0.6226 and standard deviation of 9.79. AsSetsvth

has an average of 1.049 and higher standard dmvia#i.377. Assets Turnover has low standard dewidtiO06
than its mean 1.1233.

Table No 5.2 (Model 5)

Model Summary

Change Statistics
Adjusted R Std. Error of R Square
| Model R R Square Square the Estimate Change F Change df df2 Sig. F Change
1 0542 .003 .000 |1.14837736E3 .003 1.062 6 2195 .383

a. Predictors: (Constant), Assets Turnover, Assets Growth, Sales Growth, Short Term Debt, Long Term Debt, Natural Log of Assets

The above table summarizes the summary of the bveogdel. R has a very low value which is 0.54 nsetrat
the correlation between the observed and predicédes of Net Profit margin is very low. Accorditmthe R
Square 0.3 percent of the variation in Net Profértyin is explained by the independent variablesllghing the
unrelated variations and exogenous variables wehgefAdjusted R Square that is 0.00 percent arnsl tihe
variations brought in NPM is explained by the exalmry variables installed in the model. F-statsstior the
model is about 1.062 which is less than benchm@rk(Q(383 is the P-value which is greater than OrB&ans
that the overall model is insignificant. Hence éxplanatory or independent variables have no saamif impact
on Net Profit Margin.
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Table No 5.2 (Model 5)

Coefficients?

Standardized
Unstandardized Coefficients Coefficients
| Model B Std. Error Beta t Sig.
1 (Constant) -670.439 352,674 -1.901 .057
Short Term Debt 118.195 83.821 031 1.410 159
Long Term Debt 105.762 112.512 .020 940 347
Natural Log of Assets 24.269 15.566 034 1.559 119
Sales Growth 515 2.502 .004 .206 837
Assets Growth 253 1.097 .005 231 818
Assets Turnover 38.213 24762 033 1.543 123

a. Dependent Variable: Net Profit Margin
Table 5.3 shows the variable’s significance. BetaShort Term Debt is 0.031 means that about 3rtepé
change in Net Profit Margin is brought by one wfiinge in Short Term Debt, as Beta is positivehedrhpact
is direct one. T-value is 1.140 and is less tharpl@s P-value is higher than 0.05 which is the llevie
significance proves that the T-value is insignificaAs P-value is 0.159 and is greater than le¥€.@5 so the
impact is insignificant. So alternative hypothesisejected so as the null hypothesis, as altemdtypothesis
stated that Short Term Debt has a negative imphiewull hypothesis argued that is a positive.aBfetr Long
Term Debt is about 0.020 shows that about 2 perdesaige in Net Profit Margin is explained by Longrih
Debt. Positive Beta means that the relation isctlif@ 940 is the T-value for Long Term Debt whisHass than
2; also P-value is 0.347 and is higher than thellef significance which is 0.05.So the T-valuénisignificant
and so the impact is, although a positive one fwighificant. Umar, Tanveer, Aslam, & Sajid (20p2¢viously
found that both Short Term Debt and Long Term Detve a significanlty negative impact on Net Profdargin.
Size of the firm has a positive Beta of 0.022 iatls that about Net Profit Margin is changed bypz&ent if
Size of the firm is changed by one unit. PositivedieBmeans direct relation. T-value is 1.559 ardss than 2
means that the impact is weak; moreover the P-vélu€l9) is greater than 0.05 and so the T-value is
insignificant and so is the effect. Sales Growth hgositive Beta (0.004) implies that only 0.4cpet change
can be brought by one unit change is Sales Gropdhitive Beta indicates a positive relationshipvalue is
0.206 and is less than 2, indicates that the impadtiet Profit Margin is very weak and also insfgmaint as P-
value is 0.837 which is greater than 0.05. Assatsv@h impact on performance is insignificant asdfue is
0.818 and is greater than 0.05, Beta is 0.005 méntgust 0.5 percent changes occurred in NetitAvtergin
by making one unit change in Assets Growth. T-val@.231 and is less than 2, so the impact istigesi
(positive Beta) and weak as well. Assets Turnoas & Beta of 0.033 implies that one unit changAssets
Turnover will change Net Profit Margin for abouB3ercent, positive Beta means that the impacirécidone,
T-value (1.543) is less than the benchmark 2 anmdsignificant as P-value is and is 0.123 gredtantlevel of
0.05 so is insignificant.
Table No 6.1 (Model 6)

Descriptive Statistics

Mean Std. Deviation N
Net Profit Margin -2.6497824E1 |1.14847430E3 2202
Leverage of the Firm 6916305794 | 3.8147933E-1 2202
Natural Log of Assets |2.14847853E1 |1.62839977EQ 2202
Sales Growth 6226549514 |9.79032340E0 2202
Assets Growth 1.04974721E0 (2.23771628E1 2202
Assets Turnover 1.12337894E0 |1.00605498E0 2202

Table no 6.1 indicates the descriptive statistfcanalysis of impact of Total Debt (Leverage) or thet Profit
Margin. Net Profit Margin has an average of -22a8fl high standard deviation that is 1148.5. Foretage
mean is 0.6916 and low standard deviation of 0.3&ldilarly the Size of the firm mean value is Bd4and
standard deviation of 1.628. Sales Growth and As&gbwth mean values are 0.6226, 1.05 and standard
deviation of 9.79 and 22.37 respectively. Assetmduver has average value of 1.123 and standaraitit@viis
1.006.

Table No 6.2 (Model 6)
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Model Summary

Change Statistics

Adjusted R Std. Error of R Square
| Model R R Square Square the Estimate Change F Change dft df2 Sig. F Change

1 0542 003 .001 [1.14808517E3 .003 1.298 5 2196 262

a. Predictors: (Constant), Assets Turnover, Leverage of the Firm, Assets Growth, Sales Growth, Natural Log of Assets

The above table summarizes the model and its s2suR has a very low value which is 0.54 means ttha
correlation between the observed and predictedegadii Net Profit margin is very low. From the tabk the
value of R Square is 0.003 which means that theeinexplains about 0.3 percent of variation in teeehdent
variable. As in Adjusted R Square unrelated varaind variables are excluded so value of AdjuRt&tjuare
which is 0.001 means that about 0.1 percent ofvimation in the dependent variable is brought bg t
independent variables included in the model Fsttasi for the model is about 1.298 which is lesanth
benchmark (4); also P-value which is 0.262 is gnetdtan 0.05, means that the overall model is mfggnt.
Hence the explanatory or independent variables hawagnificant impact on Net Profit Margin.

Table No 6.3 (Model 6)

Coefficients?®

Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -674.911 352.336 -1.916 .056
Leverage of the Firm 115.885 65.630 .038 1.766 .078
Natural Log of Assets 24.404 15.548 .035 1.570 A17
Sales Growth 516 2.502 .004 .206 837
Assets Growth 257 1.097 .005 234 .815
Assets Turnover 38.606 24.598 .034 1.569 A17

a. Dependent Variable: Net Profit Margin

Table 6.3 shows the significance of the individuatiables for impact of Leverage on Net Profit MargBeta
Leverage of the firm is 0.038 signifies that onl§ percent change is brought is Net Profit Margimobe unit
change is Leverage of the Firm. The Beta is pasibie the impact is positive. T-value here for Lagerof the
Firm is 1.766 which is less than the benchmarlq Blssalue (0.078) is greater than the level of ificance and
so is insignificant. So impact of Leverage of tfienfon Net Profit Margin is insignificant. Here alhate
hypothesis is rejected that Leverage of the firnTatal Debt has a negative impact on the performderause
the impact is insignificant, also null hypothesisréjected that the impact of Leverage on Net Phdéirgin is
positive because it is insignificant. Umar, Tanyéelam, & Sajid (2012) signified that Leveragettoé firm has
a significantly negative impact on Net Profit maxgbize of the Firm has a Beta of 0.035 signifies ibout Net
Profit Margin is changed by 3.5 percent if Sizetted Firm is changed by one unit. Positive Beta raedirect
relationship. T-value is 1.570 is less than 2 iaths that the impact is weak; moreover the P-valliz7 which
is greater than 0.05 and so the T-value is insiganit and so is the effect of Size of the FirmeSabrowth has a
positive Beta of 0.004 and implies that only 0.4cpat change is brought by one unit change is Satesith,
positive Beta indicates a positive relationshipvalue is 0.206 and is less than 2, indicates thatirnpact on
Net Profit Margin is very weak and also insignifitaas P-value is 0.837 which is greater than O/A¥sets
Growth impact on performance is insignificant agafie is 0.815 and is greater than 0.05 whicheslékel of
significance, Beta is 0.005 means that just 0.8g@rchanges occurred in Net Profit Margin by mglane unit
change in Assets Growth. T-value is 0.234 andss than 2, so the impact is positive (positive Batad weak
as well. Assets Turnover has a Beta of 0.034 imglat one unit change in Assets Turnover will geahNet
Profit Margin for about 3.4 percent, positive Betaans that the impact is direct one, T-value i$4.i5 less

than the benchmark 2 and is insignificant as Pev&éwand is 0.117 greater than level of 0.05 $asignificant.
Table No 7.1 (Model 7)
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Descriptive Statistics

Mean Std. Deviation N
Earning Per Share 6.13472350E0 (3.09470307E1 2202
Short Term Debt 4803018696 | 2.9914513E-1 2202
Long Term Debt 2103471942 | 2.1974156E-1 2202
Natural Log of Assets |2.14847853E1 |1.62839977EQ 2202
Sales Growth .6226549514 |9.79032340E0 2202
Assets Growth 1.04974721E0 |2.23771628E1 2202
Assets Turnover 1.12337894E0 [1.00605498E0 2202

Table 7.1 shows the descriptive statistics of asialgf the impact of Short Term Debt and Long T&ebt on
Earning per Share. Earning per Share has averag§el 85 and standard deviation of 33.947. Short Tesht
and Long Term Debt mean values are 0.480, 0.2163can standard deviations 0.2914 and 0.2197. Sizkeo
firm has average 21.484 and lower standard dewviatid..628. Sales Growth has a mean of 0.6226 t@mdiard
deviation 9.79. Assets Growth has a lower mean@ and higher standard deviation 22.377. AssetaoMer
has a mean value of 1.123 and standard deviatiar066.

Table No 7.2 (Model 7)

Model Summary

Change Statistics

Adjusted R Std. Error of R Square
| Model R R Square Square the Estimate Change F Change df1 df2 Sig. F Change
1 2502 062 060 [3.00089553E1 062 24.293 6 2195 .000

a. Predictors: (Constant), Assets Turnover, Assets Growth, Sales Growth, Short Term Debt, Long Term Debt, Natural Log of Assets
The above table shows the summary of the signifieanf the overall model. R has a value of 0.250ctvhi
means that the correlation between the predictedoliserved is good. R Square value in the modeld62,
which means that about 6.2 percent of the variatiothe dependent variable is explained by the motkein
Adjusted R Square we exclude any unrelated andemags variation, so the value which is 0.060 insptheat
about 6.0 percent of the variation in EPS is ex@diby the explanatory variables of the model. esvalue of
F-statistics is 24.293 and greater than 4 to emptaé quality of the estimation, so the F-statsticsignificant as
the P-value is lessor than the level of signifieamdich is 0.05. Furthermore the P-value (0.00@ss than 0.05
and even less than 0.01. It proves that the medgghificant at both 95 and 99 percent confidenteval. This
helps in accepting the hypothesis that there islationship between the explanatory variables aedBarning
per Share.
Table No 7.3 (Model 7)

Coefficients?

Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -48.963 9.216 -5.313 .000
Short Term Debt -7.795 2190 -075 -3.559 .000
Long Term Debt -11.112 2.940 -.079 -3.780 .000
Natural Log of Assets 2.561 407 135 6.296 .000
Sales Growth -.045 .065 -014 -.691 490
Assets Growth .001 .029 .000 023 .982
Assets Turnover 5.507 647 A79 8.511 .000
a. Dependent Variable: Earning Per Share
Table 7.3 summarizes the information regardingitttividual variables included in the model. Sh@grm

Debt has a negative Beta (-0.075) which means aitecbange is Short Term Debt changes Earning pares
by about 7.5 percent but inversely. T-value is ggethan 2 and is  -3.559 signifying that theatt is a strong
one. P-value is0.000 for Short Term Debt is lesstthe level of significance which is 0.05 and feetize
impact is significant at both 95 percent and 99%eet confidence interval. Here we accept the altére
hypothesis that Short term Debt has a negative dinpa the Earning per Share. Akintoye (2008) aniteBa
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Ghanavati, Khangah, & Khosroshahi (2012) also foamiegative impact of Short Term Debt and Long Term
Debt on Earning per Share. Beta for Long Term Dgb0.079 means that the change in Long Term Délbt w
inversely change the Earning per Share by 7.9 perdevalue is -3.780 and is greater than 2 in@isdhat the
impact is a strong one plus the impact is significess well because the P-value is 0.00 and istihessthe level
of significance, means that it is significant attb®5 and 99 percent confidence intervals. For Ldegn Debt
alternative hypothesis is accepted that Long Teghtas a negative impact on the Earning per SKdze.of
the Firm has a positive Beta (0.135) indicates wmiechange in Size of the Firm as brought abou® p&rcent
change in Earning per Share. T-value is 6.296 whidreater than 2, also P-value is 0.00 as |ems wvel of
0.05 signified that the T-value and ultimately #féect is significant not only at 95 percent coefide interval
but at 99 percent as well. Sales Growth has a &efa.014 means that an inverse change (negatite) B&1.4
percent in Earning per Share is brought by one chinge in Sales Growth. T-statistics is 0.691wlisckess
than 2, also the P-value is 0.490 and is greater €h05 (level of significance). So the T-valusignificant so is
the impact on Earning per Share. Assets GrowtBleds equals to zero implies that there is not irhpaall on
the Earning per Share, T-value (0.023) is also fleas 2 mean that the impact is very weak. As tvalBe is
0.982 so the impact is insignificant at all as Fhgalue is greater than the level of significandgch is 0.05.
Assets Turnover has the strongest impact on Eapenhare having the highest Beta of 0.179, Bedas that
about 18 percent change is experienced in EarnéngSpare by changing Assets Turnover by one ueita B
positive so the effect is direct one. T-statisi&8.511 and is greater than 2 which is the bencknpdus P-value
is 0.00 less than the level of 0.05 as it is thell®f significance, so the T-value is significamd so as the
impact at both 95 and 99 percent confidence interva

Table No 8.1 (Model 8)
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Descriptive Statistics

Mean Std. Deviation N
Earning Per Share 6.13472350E0 (3.09470307E1 2202
Leverage of the Firm .6916305794 | 3.8147933E-1 2202
Natural Log of Assets [|2.14847853E1 |1.62839977E0 2202
Sales Growth 6226549514 (9.79032340E0 2202
Assets Growth 1.04974721E0 (2.23771628E1 2202
Assets Turnover 1.12337894E0 [1.00605498E0 2202

Table 8.1 shows the descriptive statistics forghalysis of Leverage on Earning per Share. EampérgShare
has a mean of 6.135 and standard deviation 30.8%rhge or Total Debt has a mean value of 0.6946 an
standard deviation of 0.3815. Size of the firm dasrage 21.484 and standard deviation of 1.62&sSatowth
has a mean of 0.622 and standard deviation 9.7&t&$rowth has a lower mean of 1.05 and highedata
deviation 22.377. Assets Turnover has a mean \ltel233 and standard deviation of 1.006.
Table No 8.2 (Model 8)

Model Summary

Change Statistics

Adjusted R Std. Error of R Square
| Model R R Square Square the Estimate Change F Change dft df2 Sig. F Change
1 2482 061 059 |3.00150716E1 061 28.761 5 2196 .000

a. Predictors: (Constant), Assets Turnover, Leverage of the Firm, Assets Growth, Sales Growth, Natural Log of Assets

The table mentioned above summarizes the overalketfor impact of Leverage on Earning per Shargake
is about 0.248 shows that the correlation betwhemptedicted and observed values of the Earningpare is
good. As the value of R Square is 0.061 indicdtasthe model explains about 6.1 percent of th&atian in the
EPS while excluding the unrelated variation andades we get the Adjusted R Square. Value of AdpifR
Square is 0.059 means that about 5.9 percent ofatti@ion is brought by the independent varialietuded in
the model. F-statistics has a value of 28.761 wisajreater than 4 to explain the quality of theénestion. F-
statistics is significant at 95 percent confideiderval as the P-value is less than the level.660P-value is
less that 0.05 and even less than 0.01. Hence ptaged that the model is significant at both 9% £9
confidence level. It helped to accept the hypoth#sat there is a relationship between the exptapatariables
and Earning per Share.
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Table No 8.3 (Model 8)
Coefficients?

Standardized
Unstandardized Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) -48.607 9.211 -5.277 .000
Leverage of the Firm -8.804 1.716 -.109 -5.131 .000
Natural Log of Assets 2.542 406 134 6.253 .000
Sales Growth -.045 .065 -.014 -.686 493
Assets Growth .001 .029 .001 .042 .966
Assets Turnover 5.565 .643 181 8.654 .000

a. Dependent Variable: Earning Per Share
The above table explains the individual impact mdeipendent variables on Earing per Share. Beta0@).
signifies that one unit change is Leverage of thenfor Total Debt changes Earning per Share negigtiy
about 11 percent. T-value is -5.131 which is grethitan 2, means that impact is strong; P-valuedé @hich is
less than 0.05 which is the level of significanBe.the T-value is significant at 95 percent confikeinterval.
As the P-value is is 0.00 it means that Leveragbefirm or Total Debt is significant at both 9%rgent and 99
percent confidence interval. Here alternative higpsts is accepted as it stated that it has a wegatipact on
firm performance. Salteh, Ghanavati, Khangah, & #tbshahi (2012) also found a positive impact ofdrage
on Earning per Share. Size of the firm has a siganit relationship with Earing per Share as theaRer (0.00)
is less than the level of significance (0.05); nowar Beta (0.134) implies that approximately 13cpat change
is brought in Earning per Share by one unit changsize of the Firm. T-value is 6.253 is higherrtizawhich is
the benchmark and is significant as the P-vallesis than the level is 0.05. So Size of the Firgigsificant at
both 95 and 99 percent confidence interval. Salesmh has a negative Beta (-0.014) shows that arie u
change in Sales Growth brought about 1.4 perceanighis Earning per Share and the negative becduke
negative Beta. T-value (-0.686) less than 2 indidhat its effect is weak, also the P-value is 8.4fich is
greater than the level of significance (0.05), steS Growth has an insignificant impact Earning Bleare.
Assets Growth has Beta of 0.001 implies that only ffercent change occurred in Earning per Shadeesto
one unit change is Assets Growth, positive Betawshthe direct impact. T-value for Assets Growtl®.i@42
which is much less than the benchmark, also P-vialhggher than 0.05 and is 0.966, implies thatTthalue is
insignificant and so as the impact. Assets turndwvas a positive Beta that is 0.181 means that 18pe of
direct change in Earning per Share is brought by wmt change in Assets Turnover. T-value is 8.66d is
greater than 2, so the impact of Assets TurnoveEaming per Share and strong and significant dsb&eause
the P-value for Assets Turnover is 0.00 which ssléhan the level of significance (0.05). P-valls® @roved
the impact is significant at both 95 and 99 percentfidence interval.
5: Conclusion
For Return on Assets Short Term Debt was foundateeta significantly negative impact on it leadingatcept
that alternative hypothesis that Short Term Delst danegative impact on Return on Assets. Long Teefnt
was also found to have a significantly negative dotpon Return on Assets that so alternative hysithie
accepted that the relationship between Long Teriot Bed Return on Assets is negative. For Leverddheo
Firm or Total Debt alternative hypothesis is acedpas it showed a negative impact on Return ontésEer
Short Term Debt, Long Term Debt and Leverage ofRine null hypothesis were rejected as it stat@sitive
impact of the mentioned explanatory variables otuReon Assets.
Short Term Debt was observed to have a negativadbhgn Return on Equity but the effect was insigaiit, so
both the alternative hypothesis and null hypothasisrejected as no significant relationship wamb Return
on Equity was affected negatively by Long Term Dbbt the relationship was insignificant. For Longrin
Debt the alternative hypothesis is rejected asitiygact was negative but insignificant and also thd
hypothesis as the effect was not positive. Leverdghe Firm or Total Debt also was found to haugegative
impact but was insignificant and so the alternaliypothesis is rejected that it has negative impadReturn on
Equity as it was insignificant. Null hypothesisaiso rejected because the relation was insignifican
Net Profit Margin was positively affected by Shdmrm Debt but was insignificant and so the altéwveat
hypothesis is rejected that the impact is positie. the impact was positively insignificant so thall
hypothesis is rejected as well. Long Term Debt ¥easd to have an insignificantly positive impact Net
Profit Margin, here alternative hypothesis is riggdcas well that it has a negative effect on NefiPMargin.
The impact of Long Term Debt on Net Profit margiasainsignificant so null hypothesis is also rejdcte
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Leverage of the Firm or Total Debt also found tovéhgositive effect on Net Profit margin but it was
insignificant. So both alternative and null hypdtiseare rejected as the former is rejected becthgsénpact
was positive and the rejection of the later is thateffect was insignificantly positive.

Short Term Debt was found to have a significantgative impact on Earning per Share, so for Shertmrl
Debt alternative hypothesis is accepted that tladioaship is accepted and null hypothesis thaateid that it is
positively affected. Earning per Share was negitiaifected by Long Term Debt as well and was digant so
alternative hypothesis is accepted that the redakipp between Long Term Debt and Earning per Sksare
negative. Earning per Share was negatively affelbteteverage of the Firm or Total Debt and the intpaas
significant. So for Leverage of the Firm alternatiypothesis is accepted that it has a signifigamtigative
impact on Earning per Share, moreover null hypashissrejected that Leverage of the firm has aiigantly
positive impact on Earning per Share.

This research was conducted to evaluate the impfacapital structure on the firm performance foe tB80
listed non-financial firms on KSE from 2005 to 201Ilhe overall models were significant at 99 percent
confidence interval except for Net Profit margints models were insignificant. Two of the proxiesfirm’s
performance experienced a significantly negativpaot of Short Term Debt i.e. Return on Assets aachiBg
per Share. Return on Equity was negatively affettedShort Term Debt but was insignificant. On thiben
hand Net Profit margin was positively affected tuais insignificant as well. So overall it can be daded that
performance is negatively affected by Short TernbtD&he reason for the negative impact is becafitheo
underdeveloped money market and main donor fort $aom loans are banks are they charge high intesgss
(Saeed & Badar, 2013).

As the second explanatory variable was the LongnTBebt. According to the results Long Term Debt has
negative and significant effect Return on Assets Barning per Share. In case of Return on Equiyittipact
was negative as well but the impact was insignifioahile Net Profit margin was observed to be posiy
affected by Long Term Debt but was insignificantnadl. Overall it can be concluded that Long terebbhas a
negative impact on firm’'s performance. Amjed (20figntioned that the reason for the negative imjzatite
longer duration of LTD, underdeveloped debt madtet high required rate of return on Long Term Debts
Leverage (Total Debts to Total Assets) like Shoerrit Debt and Long Term Debt was found to have a
significantly negative impact on both Return on étssand Earning per Share. For Return on Equagfécted
negatively but the impact was insignificant, alset Rrofit Margin was positively by Leverage of tfien or
Total Debt but was insignificant. As Return on Ass®eturn on Equity and Earning per Share werathedy
affected by Leverage of the firm or Total Debtcén be said that Leverage of the firm or Total Dedd a
negative impact on the firm performance. The reafwnthe negative impact is the inefficient use tbé
borrowed funds (Amjed, 2011). Size of the firm wasind to have a positive and significant impact of
profitability in case of Return on Assets and Eagnper Share, while for Return on Equity and NaetfiPr
Margin the effect was positive but it was insigeifint as the P-valves were above the level of soggm€e. The
reason of the positive impact was because of fidesft use of assets. (Ferati & Ejupi, 2012)

In case on Return on Assets only Sales Growth waisdf to have a significantly negative impact. Tffeat of
Sales Growth on Return on Equity and Net Profit difarwas also negative but it was insignificant. é{ss
Growth relation with the performance of the firmasainsignificant and almost equaled to zero. AsBetaover
found to have a significantly positive impact oétperformance variables other than Net Profit Manghere
the change was positive but was insignificant.

Overall the capital structure decisions are argiatiepart for a firm’s success and performancebisotute terms
but in relative terms it explains very little, d@tmaximum it explained was about 17 percent. Tesans that
capital structure decisions are of little importanehen it comes to profitability and other factdrhe important
factor to be profitable is the efficient use of dsnrather than using different sources of funds.c@oclude
finally is that debt decrease the performance anfitability of the firm.

5.1 Future Research Directions:

As the results of this paper are in contradictiagthwhe main theories of capital structure, as adiog to the
theories debt has a positive impact on the firnfiguarance (Miller & Modigliani, 1963). One of theasons for
this negative impact is the less efficient useunids. On the other hand firms in order to get thvaatage show
losses and that's why firms are less profitabld, imwadays the Pakistani markets are becomingiaffi@and
people are becoming aware of the importance ofrinédion based investment and financing the discreipa
are corrected gradually. The point is that theasiesapital structure can be tested in the futsrenarkets moves
towards efficiency. Finally as most of the Pakistéisted firms were not interested in announcing th
information to the public, but they are held liabiese days to make the information public, scstree theories
can be tested in the future with even large samsipkefirms.
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