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Extended Abstract

Introduction

Development and improvement refer to the reorganization of a company's legal,
operational, ownership and other structural components. The objective of such
efforts is to enhance profitability or to achieve optimal organizational efficiency
in accordance with the company's current needs. Decisions related to the
development and improvement of the financial structure are currently among the
primary concerns of financial managers in joint-stock companies and must be
made with the aim of maximizing the firm’s value.

Most financial structure theories suggest that the nature of a company's assets can
significantly influence its choice of financial structure. Consequently, enhancing
the financial structure has become a key focus for managers seeking to align
business and financial strategies and ultimately, to achieve favorable performance
outcomes. Identifying the factors that influence a company’s financial structure is
therefore essential particularly in manufacturing firms, which play a vital role in
advancing macroeconomic development goals.

Accordingly, the present study aims to design a structural model identifying the
key factors that affect the development and improvement of the financial structure
in manufacturing companies.
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The determining and influencing factors on a company's financial structure can be
broadly categorized into two groups: internal and external factors. Internal factors
are components that originate from within the company, stemming from its
operations and inherent organizational characteristics. These factors include
industry type, company size, business risk, expected growth, asset structure,
profitability, tax exemptions, financial flexibility and timing considerations.
Industry refers to a group of companies with similar primary production lines or
products. Company size pertains to the scale and volume of a firm’s operations;
larger companies generally enjoy greater creditworthiness, enabling enhanced
access to capital markets for sourcing required funds.

Business risk constitutes the portion of a company’s total risk arising from the
combination of its assets and operational decisions. In essence, it refers to the
variability in earnings before interest and taxes. A higher level of business risk
typically corresponds with lower optimal leverage.

Rapid growth necessitates a greater reliance on debt financing, as the financial
demands of rapidly expanding firms often exceed what can be met through internal
funding sources. Consequently, such firms are compelled to seek external financing.
Firms with assets that serve as strong collateral for loans are more inclined to
utilize debt. From the lenders’ perspective, firms holding predominantly tangible
and collateralizable assets are considered less risky, as tangible assets are easier
to evaluate compared to intangible ones.

According to the pecking order theory, companies follow a hierarchical approach
to financing decisions: they prefer internal funds over external sources, beginning
with retained earnings, followed by debt and finally, equity or hybrid instruments
such as convertible bonds. Based on this theory, greater profitability allows firms
to accumulate more retained earnings, which are subsequently used to finance new
investments.

Tax exemptions related to non-debt items (such as depreciation and investment
tax credits) also influence a firm’s financial leverage. Some scholars argue that
the tax shield from interest expenses may be less significant for firms that benefit
from other tax advantages. Therefore, an increase in non-debt tax exemptions is
expected to have a negative impact on the firm’s leverage ratio.

Financial flexibility refers to a firm’s ability to secure funding through debt in
response to unforeseen circumstances. These may include changes in government
policy, market downturns, supply chain disruptions, production halts due to fuel
or electricity shortages, labor unrest, competitive pressures, or sudden investment
opportunities.

Finally, as debt and equity financing are influenced by capital market conditions,
timing becomes a critical aspect of financing strategy. Firms often time the
issuance of securities to coincide with favorable market conditions in order to
optimize their cost of capital.

Research Methodology
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The present study employs a mixed-methods approach (quantitative—qualitative)
and is grounded in the principles of grounded theory. To identify the initial
indicators for the conceptual model, both theoretical and empirical literature were
reviewed. The refinement and validation of these indicators were further informed
by the insights of subject-matter experts, including university professors and
professionals from manufacturing companies. Semi-structured interviews were
conducted with 21 participants, selected through the snowball sampling technique.
The qualitative data collected through these interviews were analyzed using
confirmatory factor analysis and structural equation modeling, implemented via
the SmartPLS software.

Results
Based on the research findings, five statistically significant core categories were
identified, comprising: (1) causal conditions (with four sub-categories), (2) central
phenomenon (with three sub-categories), (3) strategies (with two sub-categories),
(4) intervening conditions (with two sub-categories) and (5) contextual factors or
substrates (with three sub-categories), along with (6) consequences and outcomes
(with three sub-categories).
The theory developed from these categories led to the identification of three
overarching groups of factors influencing the development and improvement of
the financial structure of manufacturing companies:
1. Internal Factors, encompassing dimensions such as organizational maturity,
internal organizational characteristics, organizational learning, company size,
asset structure and profitability.
2. Environmental Indicators, including dimensions such as industry type, tax
exemptions, company-specific risks and external contextual elements.
3. Strategic Indicators, incorporating dimensions such as meritocracy,
organizational independence, flexibility, organizational growth, expected
growth and behavioral management knowledge.

Discussion and Conclusion

The findings of this study can contribute significantly to the financial policymaking
of manufacturing companies, particularly in promoting organizational growth,
achieving anticipated expansion and enhancing financial flexibility. Given the
qualitative and exploratory nature of the research approach (focused on identifying
the factors influencing corporate financial structure and culminating in the
development of a theoretical model) these results offer valuable insights that can
enrich the existing body of theoretical literature on corporate financial structures.
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Figure (1) Drawing the model using grounded theory (Glaser and Strauss, 2017)
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Table (2) General statistics of research variables
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Figure (2) classification of concepts into causal factors
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Table (3) Test of existing structural relationships related to the variable of causal conditions in the
final model
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Figure (3) classification of concepts into central categories
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Table (4) Test of existing structural relationships related to the central category in the final model
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Table (5) Test of existing structural relationships related to the category of platforms in the final

model
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Figure (4) classification of concepts into the category of platforms
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Figure (5) Classification of concepts into categories of strategies
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Table (6) Test of existing structural relationships related to the category of strategies in the final
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Figure (9) Structural model in the case of significant coefficients
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Figure (10) Theoretical model of indicators affecting the improvement and development of the

financial structure
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