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Abstract 

Financial leverage is the most important factor for a company because it helps to 

maintain equity and debt when making various financial decisions of a company. There 

can be internal factors that affected the financial leverage. Therefore, aware of such 

factors is most important. The objective of this study was to determine the effect of 

business internal factors on the financial leverage of manufacturing firms listed on the 

Colombo Stock Exchange (CSE). As far as researchers observed, a few studies have 

also examined the financial leverage of manufacturing firms listed on CSE in Sri Lanka 

despite being done before 2015. Though there are studies on financial leverage of other 

industries; banking, insurance, agriculture in recent, those results can’t be applied to the 

manufacturing firms as the results are different from industry to industry, firms to firms, 

and organization to organization. Therefore, this study was found factors that affect 

manufacturing firms. The dependent variable of this study was financial leverage and 

the independent variables were liquidity, tangibility, firm size, and firm age. The 

population of this study was 41 manufacturing companies listed on CSE. The sample 

was 20 companies and those were selected by simple random sampling technique. This 

study was used secondary data from the annual reports within five years from 2015 to 

2020 of the selected companies and those were analysed using descriptive analysis, 

regression analysis, and correlation analysis. The regression analysis showed that there 

was an effect of liquidity and firm size on the financial leverage while tangibility and 

firm age were not affected by financial leverage. As liquidity and firm size were showed a 

significant effect on financial leverage, manufacturing firms should be considered more 

about those when making decisions on financial leverage. When managers are making 

decisions about the financial leverage of the firm, firms can pay more attention to 

liquidity and firm size. If the manufacturing firms try to enhance the firm size by debt or 

equity, it may affect the financial leverage of the firm. And also, when making decisions 

on current assets and current liabilities affects the financial leverage of the firm. Debt 

holders can be aware of the ability to re-gain the loans and goods that are issued based 

on the credit for the manufacturing companies. Furthermore, this study was important 

for the policymakers and other competing firms in the market. 
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