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Abstract

This study aimed to identify the most effective financing model by analyzing the internal and external factors influencing companies. We
compiled data from 159 companies spanning 2012 to 2021, encompassing 1,590 company-years, to test 14 hypotheses. These hypotheses were
evaluated using Structural Equations Modeling (SEM) with SmartPLS4 software across 3 distinct models. The financing model was categorized
into 3 components: internal financing, short-term external financing, and long-term external financing. The findings revealed that the following
factors significantly impacted all three types[of financing: 1) Board of Directors” characteristics; 2) Audit characteristics; 3) Internal control
characteristics; 4) Ownership structure; 5) Managerial characteristics; 6) Financial reporting quality; 7) Financial performance; 8) Market
performance; 9) Investment efficiency; 10) Competitive strategies; 11) Corporate social responsibility; 12) Political communication; 13)
Economic uncertainty; and 14) Firm characteristics. Notably, economic uncertainty was found to exert a negative and significant effect on
financing across all three dimensions, while the other variables positively facilitated company financing. Furthermore, the analysis indicated
that the selected structures had greater explanatory power for long-term financing compared to internal and short-term financing as evidenced
by the determination coefficients of all three models.

Keywords: Development of Financing Systems, Internal Financing, External Financing, Internal Factors, External Factors.

Introduction

Financial managers constantly confront the critical question of which financing method or tool can provide the most effective and
optimal funding for their companies. To assist them in making informed decisions, it is essential to establish both quantitative and
qualitative criteria for evaluating financing options. Familiarity with various financing methods and tools is vital for the timely and
appropriate execution of plans and for achieving the company's management goals (Heidariorejlo et al., 2020). While several studies,
including those conducted by Sauna et al. (2020), Javid et al. (2022), and Tayachi et al. (2023), have explored the impacts of different
factors on corporate financing, the economic landscape in Iran presents unique challenges. Factors, such as international sanctions,
exchange rate fluctuations, and high inflation, significantly affect financing decisions. In contrast, developed countries typically
experience more stable macroeconomic conditions, enabling better financial planning. This disparity highlights the need for a tailored
analysis of the financing model's effectiveness in Iran, taking into account its specific economic, social, and cultural contexts.
Therefore, this research aimed to develop a comprehensive model that incorporated the various factors influencing the financing
system, addressing both internal and external dimensions. This model aspired to enhance understanding and facilitate better financing
strategies within the Iranian context.
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Materials and Methods

This study utilized both financial and non-financial data from companies active in the capital market to develop a model assessing
the influence of financing patterns on the internal and external factors of these companies. After identifying the criteria affecting
financing through a review of relevant literature and archival data, we employed SmartPLS4 software to analyze data from 159
companies over the period from 2012 to 2021, resulting in a dataset of 1,590 company-years.

Findings

The study identified the dimensions influencing the development of corporate financing systems through a comprehensive review
of the literature. Using Structural Equations Modeling, we tested the proposed model across 3 distinct frameworks: internal financing,
short-term external financing, and long-term external financing. The results indicated that the following factors significantly impacted
all three types of financing: 1) Board characteristics; 2) Audit characteristics; 3) Internal control characteristics; 4) Ownership structure;
5) Managerial characteristics; 6) Financial reporting quality; 7) Financial performance; 8) Market performance; 9) Investment
efficiency; 10) Competitive strategies; 11) Corporate social responsibility; 12) Political communication; 13) Economic uncertainty;
and 14) Firm characteristics. Notably, economic uncertainty was found to have a negative and significant effect on financing across all
dimensions, while the other variables positively facilitated company’s financing[/Furthermore, analysis of the determination
coefficients revealed that the selected structures provided greater explanatory power for long-term financing compared to internal and
short-term financing.

Discussion and Conclusion

To mitigate the negative impact of economic uncertainty on financing, companies should focus on diversifying their funding
sources and utilizing financial risk management tools, such as insurance, derivatives, and futures contracts. These strategies can help
minimize adverse effects and maintain financial stability during challenging economic conditions. In Iran, the current economic
landscape presents significant challenges for businesses, particularly the lack of appropriate financing models. It is essential to develop
a tailored model that facilitates financing based on risk and return considerations. This study contributes to the existing literature on
the factors influencing the financing systems of companies, ultimately enhancing the allocation of financial resources and improving
the efficiency of financial markets. The findings of this study can assist in identifying opportunities and threats, as well as the strengths
and weaknesses inherent in the financing systems of companies. Additionally, it offers practical solutions and policy recommendations
for further development in this area.
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Figure (1): Factor loadings results and path coefficients in the internal financing model
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Figure (2): Factor loadings results and path coefficients in the short-term external financing model
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Figure (3): Factor loadings results and path coefficients in the long-term external financing model
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Figure (4): Model estimation results in the internal financing model
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Table (3): Summary of the test results of hypotheses related to internal financing
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Figure (5): Model estmation results in the short-term external financing model
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Table (4): Summary of the test results of hypotheses related to short-term external financing
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Figure (6): Model estimation results in the long-term external financing model
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Table (5): Summary of the test results of hypotheses related to long-term external financing
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