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Abstract
The mix between liquidity and capital structure factors seems to have been a major issue for financial executives in diverse businesses. This paper is first going to look at the organisations’ liquidity and leverage levels in order to find out which capital structure suits best the company according to the corporate governance of the organisation. Secondly, this study will investigate which combination of financial leverage and liquidity is likely to deliver the most efficient outcome in terms of financial performance of companies by analysing various literature review studies. Finally, this paper will draw a conclusion towards the issue of capital structure variation and returns on the companies’ profitability.

Introduction
Liquidity is a major factor to consider when running a business. Due to its comfortable connection with a business' everyday activities, an investigation of liquidity is of high significance to both the inside and the outside analysis. Liquidity is defined by the availability of liquid assets to a company, market or trade. Liquidity relates to how easily a company is able to turn its assets into cash and meet its short-term obligations. Assets that take longer to sale for less than maximum value are known to be less liquid.
The liquidity ratio may be used to check the liquidity situation of a business. Liquidity is determined by the relationship between current assets and current liabilities. The main types of business assets are represented by cash, inventories and accounts receivable. These current assets need to be enough to be able to pay what the business owes, which is known as current liabilities. The current liabilities are represented by suppliers and overdraft. 
A safe liquidity ratio should be greater than one. If the ratio reaches one or over, the company would have more short-term assets than short-term debts. On the other hand, if the current ratio is below one, the company could be exposed to unpredictable economic fluctuations or business environment changes. The liquidity factor is essential for a company since, when times get tough, a business lacking adequate resources to cover its short-term obligations may be pressured to make risky decisions to raise capital, such as selling low-priced assets, borrowing at high interest rates, or even selling part of the firm. 
The firm’s liquidity position is at high interest among stakeholders as suppliers want to make sure the company is liquid enough to pay their goods on credit, as well as shareholders who are interested in a profitable company and high levels of liquidity may interrupt the firm from raising capital. Therefore, the liquidity management concern is about achieving the optimum trade-off between liquidity and profitability.
For a company, the leverage ratio is crucial, because it is used to assess how much financial risk it has been taking. Although debt is good for revenue growth, a highly geared company is a risky activity, therefore, smaller numbers are safer to some extent. The leverage ratio is defined by the capability of a firm to pay the total liability. The total liability of a firm consists of long-term and short-term liabilities. The Leverage Ratio may be calculated by determining the Debt-to-Equity Ratio and Debt-to-Capital Ratio.
Capital structure is represented by a particular allocation of debt and equity that determine the company’s financing. The capital structure is one of those tools that can be used to safeguard the integrity of corporate governance and secure its value-generating potential. The optimum level of debt and equity is hard to predict when running a business, however, there are several options to choose from. For instance, a company may raise its profitability by increasing equity and lower its debt. On the other hand, the firm may get higher profits if it increases its debt and decrease equity. Therefore, the study of capital structure remains the topic of many debates, conflicting different views and theories. 
The issue of choosing the right mix of liquidity and capital structure in order to improve the financial performance of a firm is of interest in this paper, in regards to analysing several capital structure theories and their implications. This paper will look at the Miller and Modigliani theory, the Trade Off theory and Pecking Order theory.

A short review of relevant literature. 
Y.V.Reddy and Parab Narayan (2018) investigated the relation between liquidity and profitability, leverage and profitability and they also analysed the impact of financial leverage and liquidity on the financial performance of select pharmaceutical companies for the period from 2006-07 to 2015-16. The results of this study revealed that the liquidity of the companies has significant impact on the firm’s performance which impact the ongoing ability to pay financial obligations and also it has an impact on the firm’s capital structure. However, this study shows no significant impact of the leverage on the profitability and capital structure.
 Van Cong Nguyen et al (2019) analysed the impact of financial leverage on Return On Assets (ROA), Return On Equity (ROE), Return On Sales (ROS), and Return On Capital Employed (ROCE). This study is conducted based on the data collected from 58 real estate firms listed in Vietnam Stock Exchange with 464 observations. The research results show that financial leverage has no impact on ROS and ROCE while having a negative effect on ROA and a positive effect on ROE.
Mohammad Alfurqan Dabiri, Rosylin Mohd Yusof and Norazlina Abd Wahab (2017) examined that there is a relationship between liquidity and profitability and an impact of liquidity on profitability of five chosen Islamic banks in the United Kingdom for the period of 2005-2016. The research suggests that liquidity does have a negative correlation and major impacts on the profitability of the selected companies in both short and long runs.
[bookmark: _Hlk45474226]
Need for the study
Liquidity and leverage variables are still a concern as to how effectively to balance these elements to enhance the financial results of a company. This is the reason for conducting the current study in determining the impact of liquidity and leverage on the financial performance of companies. This research is based on secondary data, obtained from reliable sources. This paper uses descriptive statistics, correlation and regression analysis in order to get the results.

Objectives of the study
1. [bookmark: _Hlk45474377]To find out the relationship between liquidity and profitability of several organisations.
2. To find out the relationship between leverage and profitability of several organisations.
3. To investigate the impact of financial leverage and liquidity on the profitability of the chosen organisations.

Outcomes
This study is expected to obtain a positive relationship between liquidity and profitability.
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