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Introduction 
The propose of this paper is to describe the aims and objectives of the dissertation.
The aim of the dissertation will be to analyse the relationship between capital structure and financial performance. While in the UK there are surveys about this relationship, in Italy there are not many. Therefore, this study will make a contribution to the existing gap in Italy. A regression model will be created in order to understand if there is a positive or negative correlation between capital structure and financial performance. 
In the first part of this paper, the main advantages and disadvantages of debt and equity will be given. The following part concerns the literature review, emphasis will be on Modigliani e Miller’s theorem. Then, different theories will be compared among them. In the next stage, data and dataset will be explored to understand which company will be studied. Also, it will be explored what requirements a company must have in order to be selected and insert in the analysis. In the next section, the regression model will be analysed. The dissertation will be an empirical analysis and it will be used panel data. Independent and dependent variables will be discovered, and it will be included some control variables. The last part concerns some limitations of the empirical model. 

[bookmark: _Toc22540676]Capital structure (debt vs. equity)
Capital structure is the mixture between debt and equity level and its combination decides the cost of capital. Financial managers often measure the cost of the capital by calculating WACC (weighted average cost of capital). 

Capital structure has been an important topic in corporate finance as financial managers aim to achieve the optimal capital structure. The optimal capital structure is the mixture of debt and equity that maximise the value of a firm or that minimise the cost of a company (WACC) (Bhalla, 2014).
Therefore, in the first part of the dissertation, the advantages and the disadvantages of debt and equity will be discussed. As a role of thumb, debt is cheaper than debt (because of tax deductible) but, it needs to be noticed that borrowers must pay back their loan (principal and interests). On the other side, equity is often more expansive that debt. However, if a company’s profit goes down, then managers can choose to not pay dividend. 
When a company is higher leverage, i.e. when the debt level is higher than the equity level, debt-to-equity ratio increases then, the company is considered riskier. Generally, the higher the risk, the higher the potential return. In other words, the higher the risk, the higher the return and vice-versa. 
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The second part of the dissertation will cover a literature review about different theories of capital structure. As started in the introduction, the dissertation will start by studying the Modigliani and Miller’s theorem. And then, this theorem will be compared with other theories, approaches. 
Since 1958, when Modigliani and Miller published their theorem: “The cost of capital, corporate finance and the theory of investment”, the principles for modern corporate finance have changed. 
According to this theory, the mixture of debt and equity level does not affect the financial performance of firms. In other words, the capital structure does not affect the financial performance of a firm. In fact, this theorem is also known as the irrelevance theory of capital structure. In their first theorem, published in 1958, they did not consider corporate and personal taxes. Five years later, in 1963, they published their second theorem: “Corporate Income Taxes and the Cost of Capital: A Correction”, where they consider taxes (corporate and personal) in their theory. According to this second approach, an increase in the debt level leads to an increase in the market value of a firm. In their theory their assume just two sources of capital (debt and equity) and a dividend pay ratio equal to 100% that means that financial managers decide to pay every year 100% of dividend, that is impossible in the real scenario. 
However, in their study, Modigliani and Miller have tested just the utilities and oil and gas companies. In the empirical model of the dissertation, different industries will be included. Also, in this analysis, different industries will be classified into different categories. 
Net income approach also known as NI approach (Durand, 1952); net operating income approach also known as NOI approach (Durand, 1958); pecking order theory (Frank and Goyal, 2003), are other important theories existent in literature. These theories will be reviewed. In addition, these theories will be compared to other theory and empirical evidence which have been done recently.
In their theorem, Modigliani and Miller, conducted their analysis just for one year. In the dissertation, five years will be studied.
Vuong, Quynh and Mitra (2017), have conducted and empirical study in the UK. They studied 739 large corporations listed on the London Stock Exchange between 2006 and 2015. According to this survey, long-term debts can be unfavourable for the improvement of a company’s profitability in terms of ROE and ROE. But, in terms of Tobin’s Q there is a positive correlation between leverage and financial performance. However, this analysis has been conducted during the sub-prime crisis period and in the UK. The analysis of the dissertation, instead, will not cover this period and it will be done in Italy. 
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The aim and objective of this section are to understand which companies will be included in the empirical analysis. Therefore, it will be explained which are the main requirements that a company must have in order to be included in the analysis.
First of all, a primary requirement is to be listed on the Italian Stock Exchange “Borsa di Milano” between 2013 and 2018. 
Just non-financial companies will be included in the empirical model; this means that banks, insurance companies will be excluded from the analysis. 
In addition, companies with a short quotation will be excluded (less than three years). Finally, the last requirement is to have a market value of more than 1 million. 
For each company, it will be downloaded the financial statement from 2013 to 2018 in order to collect the data. Short term debt, long term debt, total debt and total equity will be taken into consideration. After that, it will be necessary to calculate the debt-to-equity ratio. Debt-to-equity ratio will be calculated as follows: 

Debt-to-equity ratio measures the percentage to which a company’s operations are financed. Therefore, measuring debt-to-equity ratio, financial managers check the portion of debt (when company rises their capital asking loan) and equity (when a company decides to issue new shares). 
Generally speaking, the higher the debt, the higher the risk. Because this means that a company must repay their loans. 
According to Sarno (2008), there is a difference between south and north Italy. This empirical test, in effect, tested that the southern companies prefer to rise their capital by issues debt while northern firms, respect to the southern ones, are financed by equity. 
However, in the empirical model, it will not take into account about this difference. Inasmuch, companies listed on the Italian Stock Exchange will be studied without taking into consideration from which part they belong. 
Debt to equity ratio will be the independent variable in the regression model. 
 It will be also collected from the annual financial report: net income, total assets, total equity and share outstanding.  
The next step will be to calculate ROA (return on assets) and ROE (return on equity), EPS (earnings per share) and Tobin’s Q in order to measure the financial performance of each company analysed. 
ROA will be calculated as follows: 

ROE will be calculated as follows: 

EPS will be calculated as follows: 

Tobin’s Q will be calculated as follows: 

Therefore, in the dissertation, secondary data will be collected to do the empirical analysis. 
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There are different kind of regression, and in this section, it will be discovered which is the regression model that will be created in the dissertation. 
In the analysis, panel regression will be studied. 
It is decided to conduct this empirical by panel data. Excel and SPSS (Statistical Package for Social Sciences) will be the statistic program utilized in order to create the regression. 
As started in the previous part, short term debt and long-term debt will be independent variable and Return on assets, return on equity, earnings per share and Tobin’s Q will be the dependent variable. The model will include some control. The control variables will be taxes, inflation, firm’s size and economic growth. 
According to Frank and Goyal (2003), in fact, the size of a company could influence its performance because large firms (corporations and public companies) might have more capabilities and capacity respect to small or medium companies. 
It important to notice that companies will be classified into nine different categories: oil and gas, industrial, basic materials, technology, customer services, healthcare, consumer good and telecommunication.  
It is decided to classify industries into different categories in because they have different strategies and different composition of debt (short and long) and equity as well as different composition of their assets and liabilities (current and non-current). 
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It has been decided to conduct this analysis from 2013 to 2018 because of the sub-prime crisis, occluded between 2008 and 2011. These yeas will be then excluded from the analysis.
As said above, in Italy there is a difference between companies that are located in the south and north. In the south there are not many companies listed on the Italian Stock Exchange: “la Borsa di Milano”. However, the regression model will not include this difference. 
[bookmark: _GoBack]Generally speaking, in Italy, there are more small and medium companies. Therefore, in order to verify the actual situation in Italy, another test about these companies will be necessary. 
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