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The primary purpose of conducting this research is to measure the impact of the capital structure on 

profitability. At present capital structure is crucial to the firm‟s value, and it is a very important factor 

in determining the firm's financial performance. Accordingly, in this study, the capital structure plays 

the most significant role in the firm‟s financial decision making process. This decision-making 

process may have a wide range of policy issues and may cause fluctuation in the organization's 

profitability. Previous research stated that capital structure is highly influenced by the financial 

performance of the organization. Therefore, this study focuses on examining the impact of capital 

structure on profitability. This research is basically based on 27 listed hotel companies in the 

Colombo Stock Exchange. This study used secondary data which were collected from annual reports 

of the 27 listed hotel companies over the period of 2011-2020. Descriptive statistics, correlation 

analysis and regression analysis were conducted using Eviews software in order to accomplish the 

objectives. Total debt to total assets (DTA), total debt to total equity (DTE) and interest coverage 

ratio (ICR) were used to measure the capital structure and both return on assets (ROA) and return on 

equity (ROE) were used to measure the profitability of the firm. According to the results of 

correlation analysis, both ROA and ROE show negative relationships with the capital structure. 

Considering the regression analysis, the researcher identified the positive impact of capital structure 

on ROA. However, it shows the negative impact of capital structure on ROE. This study also 

demonstrates that capital structure is a combination of debt and equity, and it reveals that debt should 

not be higher than equity in listed hotels. This study implies the optimal combination of the debt and 

equity relevant to the listed hotel companies. Besides that this study is most important to makers to an 

organization. It will provide a way of increasing profitability by using the optimum combination of 

debt and equity. 
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