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ABSTRACT

This research paper mainly focuses on firm performance in information and
technology sector as the technology able to thrive the economic growth. This
investigation has been performed on a sample of 13 companies of information and
technology sector for period of 5 years starting from 2012 to 2016, resulting total
numbers of observations of 61. Firm’s performance was measured by using return on
asset as dependent variable that mostly supported and applied by previous researchers.
However, the factors used to test on the firm performance are long term debt to total
assets, short term debt to total assets, debt to equity ratio and tax which act as
independent variables. The data is gathered from annual report of Wall Street Journal
and a multiple linear regression is used in this study. In addition, econometric tests are
employed to observed the relationship between factors of capital structure on firm’s
financial performance. Interactive software package E-views9.5 would be used for
testing and analyzing the data collected. Using pooling panel data regression method,
the expected findings of long term debt to total assets, short term debt to total assets,
debt to equity ratio and tax has negative relationship with firm’s performance.
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CHAPTER ONE

INTRODUCTION

1.1 INTRODUCTION

This study is to examine the impact of capital structure on firm’s performance
of information technology firms listed in international market. The introduction chapter
will briefly discuss on the background of the study, problem statement, research
questions, research objectives, significant of study, scope of the study, limitation of

study, and provide a summary.

1.2 BACKGROUND OF STUDY

Financial structure or also known as capital structure (Amjed, 2007), is an
amalgamation of debt and equity that a normally a firm used to finance its business
operations (Ahmed Sheikh & Wang, 2013). Debt financing or leverage is one of the
most vital elements in capital structure. By using large or little amount of debt on capital
structure is the option made by the firms. The user of capital structure such as
shareholders, other stakeholders, creditors, investors, regulators, and analysts, claimed
that capital structure is vital to them. It is very crucial as the decision on capital structure
could impact the firms’ performance (Gill & Mathur, 2011). In addition, capital
structure also provides an important information to the end users and company
management in order to make decision of the firms in creating its value. Essentially, the
firms are likely centred around their internal financing (retained earnings) contrasted
with the debt financing to keep up firm's continuity (Ting & Lean, 2012).

According to Modigliani & Miller (1958), they identified that capital structure
has no impact on firm’s value under the perfect capital market assumptions. There is
various assumption was created such as there is no corporate taxes, no transaction cost
and agency cost, efficient market and have homogenous (consistent) expectation. Many
investors and researcher has been criticized this MM theory objecting that there is no

perfect capital market in the real business world. In addition, Modigliani & Miller



