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1. Introduction 

This research would assess fifteen of the biggest retail companies in the United Kingdom, specifically the impact that the leverage and liquidity could possibly have on profitability. The liquidity plays a crucial role in every company since it is representing the organisation’s ability to meet its obligations. Moreover, the profitability is indicative of the company financial health. What is more, leverage is representing companies’ desire to use debt as a source of funding for their projects. Furthermore, the capital structures theories are the interpretation of how a company funds its operations and businesses. Considering the information provided above, this study would generate data and present analyses in order to understand the capital structures and the relations between leverage, liquidity, and profitability. 
This paper would be divided in 3 main parts, where the first one would be mainly literature review in order to gain a significant amount of knowledge on the subject that is going to be revealed throughout this work. It would be mainly based on the empirical evidence from around the globe, accessing information from small, medium, and large enterprises. The second part would generate data and consequently provide analyses in order to answer the following questions, presented as objectives of the research. 

Objectives: 
· To identify the connection between liquidity and profitability.
· To find out the impact that leverage has on profitability.
· To provide an understanding of the importance of the capital structure over the companies’ financial stability.

The third part would present results, based on the conducted analyses and it would produce detailed conclusion and recommendations for future writings.
The aim of this research is to deliver academic research based on a sample, considering previous academic works, extract a conclusion, which would consist of answering the main questions asked during this study. For the purposes of this research to be thorough, different financial techniques would be applied.  


2. Literature review

According to Welch (2011) “Leverage is defined as the sensitivity of the value of equity ownership with respect to changes in the underlying value of the firm.” The ratios could be considered as independent variables. However, dependant variables in the capital structure literature would be the leverage ratios. (Welch, 2011) A study carried out in Bulgaria, found out a negative correlation between profitability and leverage, which is a solid evidence in favour of the pecking-order theory. The research was conducted within a sample of small and medium size enterprises.  (Mateev & Ivanov, 2011) Another study conducted in the time frame 1999-2007 had found out that the size of an organization has a positive influence on the profitability, whereas a negative effect on profitability was exhibited in leverage. Increased sales and expansion, as well as low debt ratios were suggested to be enhancing a company’s profitability. (Akinlo & Asaolu, 2012) An evidence from the study about Bata India Limited resulted in the discovery of a positive relationship between the operating leverage and profitability as well as the financial leverage and profitability. (Kumar, 2014) A study carried out for the Bangladeshi firms in the textile sector showed that leverage has a substantial influence over the profitability of the companies. (Jahan & Mostofa, 2017) A research, which was carried out in India, taking sample from 28 IT firms, had revealed a relationship between leverage and profitability. It had been shown that the financial leverage has a negative impact, while the operating has a positive one. (Silambarasan & Azhagaiah, 2015) 
The payment of current obligations, which include operating and financial expenses that are considered short-term but could mature into long-term is the essence of liquidity management. To aid this type of management, liquidity ratios, such as quick, acid, and current ones, are used. Those ratios could have a great impact on the profitability of a company. (Saleem & Rehman, 2011) A research conducted in Shi Lanka, found out that there is no relationship between liquidity and profitability. The study was based on a sample of 31 manufacturing companies. (Niresh, 2012) Moreover, a study carried out in Saudi Arabia, that used correlation and regression analysis, found out a negative relation between a company’s profitability and liquidity level. (Eljelly, 2004)  Additionally, a study based on a data collected for gas and oil companies conducted in Pakistan, revealed that liquidity ratios impact the profitability ratios. (Saleem & Rehman, 2011) In order to determine the importance of liquidity and its impact on profitability, a study has been performed in Nigeria, in particular Beta Glass of Nigeria Plc and Vita Foam Nigeria Plc. It found out considerable positive correlation between current ratio and profitability. (Ehiedu, 2014) The findings of a research on the polish listed IT companies has revealed that liquidity has a substantial impact on profitability. (Zygmunt, 2013) A sample of small as well as medium enterprises has been used to examine the relation between the liquidity and profitability in the manufacturing sector in Malaysia. The findings of this study reveal that the association between liquidity and profitability is moderately positive. (Zainudin, 2006) Another research, conducted in the Czech Republic, showed that a company’s leverage is reported to have a positive relationship with size, whereas it would have negative one with profitability. (Bauer, 2004) 
Since a firm’s perspective in the long run is the accumulation of profit, it is very important that every company take into consideration the financial profitability ratios. The financial profitability ratio is the basis used for the evaluation of the company’s profitability. Those ratios represent the measurement of the effectiveness of the economy. (Rutkowska-Ziarko, 2015) 
In 1984, Myers noted the trade off and the pecking order theories. In the former, it is stated that the organizations balance savings of tax from debt with the bankruptcy costs. The latter is stating that company’s first use their retained earnings, followed by debt ad only in absolutely urgent circumstances do they turn to equity for financing. (FRANK & GOYAL, 2008) Under the assumption that a perfect market is in place, Modigliani and Miller proposed that in lack of taxes on the corporate income, the entire market value of the organizations would be unaffected by leverage. (Robichek, 1966) 
3. The research strategy and methodology 

A sample of 10 years data would be used in order for a fulfilled argument to be carried out. The population of this study shall consist of all the companies in the retail industry that are quoted in the London Stock Exchange (LSE). However, the sample population will be drawn from fifteen chosen companies, some of which would be supermarkets and another - clothing retailers. It would be based on secondary data, mainly companies’ annual reports. Having quantifiable and verifiable variables involved, such as liquidity, leverage, and profitability, is making the usage of secondary data a necessity. Other sources of information would be newspapers, internet, books, journal, etc. Various financial tools would be used, as well as financial ratios, correlation, and regression analysis. The correlation and regression analysis would be applied in order to assess the relationship between the ratios. 


4. Logistical and ethical considerations 

Since the aim of the annual report is to make the business operations of a corporation publicly available for 12 months period of time and it is usually provided for shareholders and other interested parties who use it to assess the financial performance of the firm, it could be concluded that everyone could gain access to it without breaking the law. The information provided online, such as the government website, academic journals, books, economic newspapers, etc. has been classified as ‘’free to access’’. This study would not consist of questionnaires and surveys, consequently there would be no logistical and ethical considerations. 



5. Outcomes 

The expected outcomes of this research would be to generate a practical financial knowledge based on a sample of fifteen leading British retailers. After applying differentiated financial tools and techniques and the following evaluation of the data results, the expected outcomes would be to provide a certain conclusion about the relationship between the liquidity, leverage, and profitability. The importance of the capital structure theories would be examined with a sample of three leading British retailers (one in the supermarket retail industry, one in the clothing retail industry and one in the online retail industry). Their financial performance would be assessed as well, in order to answer the question: Is there any relationship between capital structure and financial health of the organisations?

6. Planned timetable

The table below represents the plan scheduled for the dissertation work. It is compiled from activities, starting date, and plan duration. The activities that are being represented in the table are overlapping each other on certain occasions, since the development of the project requires it. Considering this is just a draft of the plan of the dissertation, it is suggested that this project would be developed and expanded with the time being. 
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