https://amf.ui.ac.ir

Journal of Asset Management and Financing
E-ISSN: 2383-1189

Vol. 9, Issue 2, No. 33, Summer 2021, p 77-98
Received: 07.04.2021  Accepted: 18.09.2021

Research Pape
Identifying the Factors Affecting the Financial Risks of Companies Using the Structural Equations Approach

Saman Tavakoli
M.A., Deparment of Accounting, Faculty of Economics and Management, Urmia University, Urmia, Iran
samantavakoli21@gmail.com
Ali Ashtab *
Assistant Professor, Department of Accounting, Faculty of Economics and Management, Urmia University, Urmia, Iran
a.ashtab@urmia.ac.ir

Abstract

The purpose of this study is to investigate the mediating role of the cost stickiness in the relationship between intangible assets and
the purpose of this paper was to identify the factors affecting the financial risks of companies by considering the effects of fluctuations
of those factors and selecting the selected variables. In this study, the information of 145 listed companies at Tehran Stock Exchange
during 2011-2020 was used. Also, to analyze the findings, the structural equations modeling approach and 31 variables, including
financial ratio, size factor, company growth, and competitive strategy, were utilized together and simultaneously. The results showed
that 58.6% of financial risks were explained by fluctuations in the research variables. Also, by using the load factor values and beta
coefficient test, the accrued financial ratios, such as net profit margin, operating profit margin, asset turnover period, accumulated
profit-to-asset ratio, current ratio, and cash ratio, as well as cash financial ratios, including the ratio of operating cash flow to total
assets and the ratio of operating cash flow to long-term liabilities, were found to be of particular importance. In addition, by using the
t-test, the effects of financial ratios, firm size, growth factors, and competitive strategies on financial risks were observed to be
significant.
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Introduction:

Today, companies operate in a complex and changing environment and attach great importance to this situation to achieve their goals
and reduce the adverse effects of fluctuations. One of the most important fluctuations is financial risk. If companies identify financial
risks and do not implement risk management strategies, their sustainability will be affected. Accordingly, many investors buy corporate
stocks and move away from companies with high financial commitments due to imposing financial risks. In fact, they try to take less
risky options. Therefore, the purpose of this study was to identify the factors affecting the financial risks of companies by considering
the impacts of fluctuations of those factors and selecting the previously selected variables so as to ensure that companies and
shareholders became timely aware of the occurrence of financial risks.

Method and Data:

In this paper, the information of 145 listed companies at Tehran Stock Exchange during the 2011-2020 was used. Also, the statistical
SPSS and EVIEWS softwares were utilized to analyze the data and the structural equations modeling approach was taken to analyze
the findings. Moreover, 31 variables, including financial ratio, size factor, company growth, and competitive strategy, were applied
together and simultaneously in the Smart PLS software.
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Findings:

The results showed that 58.6% of financial risks were explained by fluctuations in the research variables. Also, by using load factor
values and the beta coefficient test, it was observed that the accrued financial ratios, such as net profit margin, operating profit margin,
asset turnover period, accumulated profit to asset ratio, current ratio, cash ratio, and cash financial ratios, including the ratio of operating
cash flow to total assets and the ratio of operating cash flow to long-term liabilities, were of particular importance. In addition, according
to the research hypotheses and t-statistics, the coefficient of the variables of efficiency (-17.8 (significance level 0.000)), profitability
(-28.7 (significance level 0.000)), and liquidity (-41.9 (significance level 000)) at the error level of 1% indicated that the mentioned
variables had a significant inverse effect on financial risk. Therefore, the 1%, 2", and 3™ hypotheses of the research were not rejected.
The coefficient of the variable of leverage (23.6 (significance level 0.000)) at the error level of 1% indicated that this variable had a
direct and significant effect on financial risk and therefore, there was no reason to reject the 4™ hypothesis of the study. The coefficient
of the variable of cash flow (-0.067 (significance level 0.01)) at the error level of 1% indicated that this variable had a significant
inverse effect on financial risk and the 5™ hypothesis of the research was confirmed. In addition, the coefficients of the variables of
size (0.069 (significance level 0.000)) and company growth (0.056 (significance level 0.019)) at the error level of 1% demonstrated
that the financial risks of the companies increased with increasing company size and growth and thus, the 6™ hypothesis of the research
was not rejected. The coefficient of the variable of competitive strategy (0.122 (significance level 0.000)) revealed that competitive
strategies had a significant effect on financial risk and the 7" hypothesis of the research was hence corroborated at the error level of
1%. Finally, the structural model had a good fit (0.7034) in terms of having general conditions, including the measurement model
having no problem with convergent reliability and validity and the structural model testingthe research hypotheses.

Conclusion and discussion:

As it turned out, financial ratio was an important tool for identifying and forecasting financial risk. The companies, as well as the
potential and actual investors making investment decisions based on buying and selling stocks, used financial ratios alongside the other
selected ratios and effectively controlled the occurrence of shocks or fluctuations in this sector. They also paid for organizational
development by bearing financial risks and used tax benefits to enhance accounting profits.
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Table (3) Exploratory factor analysis
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Figure (1) Research measurement model
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Table (5) Cronbach's alpha test, reliability and convergent validity

Al il il =S 5 @bl gL S Wl Lao 3l
ATy /AN Ay SRy
VAL /Ao VY e
VY VAYE VAR A
+/084 VL +/Voo S8
\ \ \ S S
VLY +/40A +/a0Y $315 5en
Jatt! +/AAO <IAOA R ORT
“/ovY AV % sLs

VATRY v /qY Y JAAE .,\Lnjp_-} u,l.);




VE Okl () (ol oslad cps3 o5led g Il o o B 5 (aols Sy ke ay

Al s SSle 5 Y ) i beesl oS 5 oLl s pLs S QW slie S ol 0T KL (0) U ol
LuOJl_w ﬁmb) 6;0)‘&‘ JJ\.A DL L(O)J}J}' @L’b)(\)bb/\_&g.&b du)b J.ibu.dd.’b-);b&;a_w‘ v /0 )‘ J:gf)f ub)L_w
S0 s K ol s oL sl Ui (5 KT gla ane

)Jﬁuyubh)l_wibbu‘ﬂngﬁ‘C,_.w‘b.,\_.\labm‘\js)YjJJ)ﬁujd)T)|ﬂL;“ﬁ‘j&‘j)w)f&‘f
Wl o3 3ls LS (V) Jsutor 3 0T gl 5 &S o aseiio |y ol nlo b o3l Ol daly b anslis

0 PN S O I PR PRI QD RUPR S
Table (6) Fornell and Larker divergence validity test
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Table (7) Results of research structural model
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