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Chapter 1
Introduction 
The study examines the effect of capital structure on firm performance in a business organization. In terms of the determination of the capital structure of a company, it has always been one of the important steps to be taken by managerial persons. According to (Malik, 2023), the optimal capital structure is the one that ensures profitability while minimizing or eliminating financial risk by striking a balance in debt and equity financing. This research enlightened the debate in literature with respect to capital structure and its relationship with the corporate performance. In that light, the unplanned capital structure of the company can make it miss the economic use of funds. Therefore, a company's capital structure is vital as different structures affect how the company can meet all its stakeholders' demands accordingly. Theory of corporate finance identifies that the underlying objective of any firm is to maximize the wealth of stockholders; on the other hand, market structure impacts the capital structure of the company, which again impacts the competitive behavior and tactics of the company. For example, in an oligopolistic market, companies use more debt to maximize their output, considering the favorable condition of the market; it is therefore crystal clear that there exists a positive relationship between the market structure and the capital structure. Considering the changing situation, the managerial persons should decide whether the company should borrow funds or use their internal funds. The question is always what is the optimal capital structure? Decision can be made by considering the company’s specific characteristics, regional dimensions, size of the business and industry. (Orlova, Harper, Sun 2020) No single theory of capital structure can satisfactorily explain the choice between debt and equity, and the relationships that several models predict between various parameters and leverage are often the same. The findings of the paper further add that the firm needs financing from outside, and the extent and form to which capital markets, as well as other sources of capital, are utilized depend on the ability to borrow and access to capital markets. In other words, the findings are that firms with higher degrees of external financing need more complex and dispersed capital structures. The results show that the capital structure of a firm becomes complex due to an increase in leverage and particularly when leverage is excessive. (Pathak 2015) He found that the debt level was highly negatively correlated with the business performance, matching the findings of various country studies across Asia but going against the conclusions of various studies carried out on western economies. One major reason for this result could be that the borrowing cost is very high in developing countries like India as compared to developed countries. According to (Boshnak 2022), while long-term debt, total debt, and debt to equity have a significant impact on firm financial performance as measured by return on equity and market performance as measured by Tobin's Q, all short-term debt, long-term, and debt-to-equity ratios have a negative impact on operational performance measured by return on assets. It means that the bad performance of a business may be the result of agency problems of the firm, which lead to the high policy of debt. Moreover, the data show that while tangibility and liquidity of assets have a more ambiguous effect, growth in sales growth, insider percentage of ownership, size and age of company typically has a positive impact on business performance..,  further this study suggest that debt financing can have an unfavourable effect on the firm’s profitability and the managers should take the debt level lower as they can, instead they should focus on internal sources such as retained earnings and new equity. The purpose of this study is to determine how the leverage ratio relates to corporate characteristics including size, growth, profitability, and tangibility. 
This study is to test sensitivity between capital structure aspects and leverage. The secondary date are collected from the financial reports of the selected Listed IT companies from both Bombay stock exchange and National Stock exchange of India which are Infosy, TCS, Wipro, LTImindtree, HCL TECH, Tech mahindra, Tata Elxsi, . Earlier research on the connection between a firm's capital structure and financial performance were conducted, primarily in developed nations like Europe and America. Most of the Indian companies are using a considerable portion as debt in capital structure. According to certain researchers, there exists an ideal capital structure that optimises the wealth of shareholders through investment returns. These researchers mostly concentrate on trade-off capital structure theories. According to other academics, there is no ideal capital structure, and financing strategies have little bearing on a company's financial performance. 
In other words, the greater part of capital that is available for investments represents funding from lenders and owners. The managers of businesses make the choice of their financing by calling upon their owners for more money on behalf of the firms, either through internal cash utilization or borrowing from the lenders. The capital structure of a business refers to the sequential rank that their funding sources take. It investigates the performance of companies listed on the London Stock Exchange who combine different funding sources in running their operations, establishing whether there is a relationship between companies' performance and capital structure. Capital structure of a company varies immensely across industries because of the unique characteristics of every industry's business. The primary objective of this study is to highlight the relationship between the performance of Indian (IT) companies listed on the Indian stock exchange and their capital structure. The impacts of capital structure to the performance of developed-nation businesses have been done before in numerous studies. The outcome of this research will back the previous studies on capital structure of companies.
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