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ABSTRACT

Capital structure is one of the most complex areas of financial decision making
because of its interrelationship with other financial decision variables. Capital structure
choice is an important decision for a firm. It is important not only from returns maximization
point of view, but also because this decision has a great impact on a firm's ability to
successfully operating competitive environment. The capital structure and its impact on the
value of the firm is one of the most discussed issues of corporate governance. The present
study examines the Impact of capital structure on firm value among the listed hotels and
travels companies in Sri Lanka. The various variables were used to measure the impact of
capital structure on firm value. Such as, long term debt ratio (LDR, and Equity ratio (ER) as
independent proxies whereas earning per share (EPS) and price earnings ratio (P/E Ratio)
are considered as dependent proxies. The data obtained from the published annual financial
reports and the authorized Colombo Stock Exchange data from 2010/2011 to 2014/2015,
since the sample size in this study constitute the 20 companies by randomly selected among
the 41 listed hotels and travels companies. Secondary data was collected from annual
financial report of selected companies, in order to answer the research questions.
Descriptive statistics, Person's correlation, and regression analysis are used for analysis
with the SPSS 20 versions. The results revealed that, ER is significantly impact on Price
earning ratio (p=0.001). Moreover ER has significantly positive correlated with P/E ratio at
the significant level 1%.
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1. INTRODUCTION between debt and equity to finance its
business activities. Decisions relating to
financing the assets of a firm are very crucial
in every business and the finance manager is
often caught in the dilemma of what the
optimum proportion of debt and equity

Capital Structure refers to the way a
corporation finances its assets through a
combination of equity and debt. Capital
structure is really important for a company
as it will affect the financial health of a

company. It is about how a company chooses should be. As a general rule there should be a

Faculty of Management Studies & Commerce, University of Jaffna, Sri Lanka.
'vanishan11@gmail.com, “anushiaya07@gmail.com, 3nimalat5h5e1>anthef:pan@yahoo.com



