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OVERALL ASSESSMENT (provided in English, Czech, or Slovak): 
 
The author examines the relationship between firm profitability and financial leverage, i.e. the 
intensity of using debt rather than equity financing in a firm’s capital structure. He finds an 
inverse U-shaped relationship between the two measures. He also investigates the effect of the 
recent global financial crisis and he argues that it decreased the optimal level of financial 
leverage. 
 
The relationship between firm profitability and financial leverage is an extensively researched 
topic in corporate finance. Hence, the first challenge the author faces regards his original 
contribution to the existing literature. As both firm profitability and financial leverage are co-
determined by managerial decisions any research in the area has to address the inherent 
endogeneity.  
 
I believe the introduction does not provide sufficient motivation of why the study is 
interesting and how it relates to the existing research. Only four references are included in the 
introduction. 
 
The effect of the financial crisis may have been caused by increased managerial conservatism. 
That effect may be temporary. See Dittmar, A. (2008). Corporate cash policy and how to 
manage it with stock repurchases, Journal of Applied Corporate Finance 20(3), pp. 22-34. 
 
Given the limited number of Czech manufacturing companies, the limited level of detail and 
the questionable reliability of the Magnus database I would expect the author to more 
explicitly motivate why he chose this sample. Do Czech firms have some specific features 
that make them suitable for the analysis? 
 
I would not say it is optimal to start the literature review with the discussion of the ways firm 
performance is measured. The thesis is essentially about capital structure and so I would 
expect the discussion of capital structure research to dominate the literature review. In 
addition, I have a different view on the firm performance measurement. The author states: 
“Despite the indisputable importance of company performance, there is no unified consensus 
about what the performance actually is. Instead, there exists a number of different definitions, 
kinds, and measurements of company performance.“ (p. 3). While I do agree that different proxies 
of firm performance are used in the literature, however, these measures are highly correlated. I 
consider it rather uncontroversial to claim that firms are intended to generate profit and they 
perform well if they succeed in generating profit.  
 
I consider the discussion of various performance metrics on pages 4 to 6 only marginally relevant. 
ROA seems to be a very reasonable proxy for firm performance. In contrast PM is rather 
problematic as it captures only one profitability dimension, the other one being asset turnover. 
Walmart has a very low profit margin, but it is still a highly profitable company (because it has 
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very high asset turnover). Furthermore, the difference between ROA and ROE is affected by 
capital structure choices and so it is perhaps not an optimal proxy for the analysis. The other 
measures mentioned in bullet points on page 5 seem to be irrelevant for the study. 
 
The discussion of the trade off theory on pages 8 and 9 does not explain the effect of agency 
cost of debt. 
 
Chapter 2 ends without a proper synthesis of the existing findings. It is not clear what the 
literature review leads to and how the author uses existing theories and empirical findings to 
develop his own expectations or to formulate his hypotheses. 
 
Hypotheses are not specified and naturally, the a priori motivation for the author’s 
expectations are not provided. Despite of that the author refers to Hypotheses 1 and 2 on page 
16 … 
 
I am unable to find information on what NACE codes are considered to denote manufacturing 
firms. 
 
On page 15 the author argues that using accounting leverage is better than using market 
leverage. “All of the data are accounting-based as those were the only available in the 
Magnus database in contrast to market-based data.” While I understand that market values of 
equity and debt are not available in the Magnus database, I would disagree that book values 
are actually preferable (if I interpret the author well). 
 
On page 15 I miss sufficient detail about how the main categories – debt and equity – are 
defined. Is preferred equity considered equity (accounting classification) or debt (economic 
substance)? How is convertible debt (that may become equity upon conversion) classified? 
Are operating liabilities (e.g. accounts payable) treated as debt even though these do not bear 
interest and they do not represent relationship to financial institutions? Unless the author does 
more than what he discloses in the text, the main measure of his analysis is very crude and 
noisy. 
 
The debt ratio discussed on page 15 should have been truncated at 0 and 1. It is good that the 
author at least dropped firms with negative equity. 
 
Insufficient detail about the definition of ROA, ROE and PM is provided on page 15. Besides 
PM and ROE are not suitable proxies (see my discussion above).  
 
If Table 1 on page 16 is intended to report descriptive statistics then it is meaningless as only 
the number of observations are reported. I would be interested in learning about the minimum, 
and maximum of lev (see my point about truncation above). If Table 1 is intended to provide 
the description of variables, then I note that the definition is not sufficiently detailed and 
tables with descriptive and the correlation matrix are missing. 
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The estimation approach on page 16 ignores endogeneity (see my comments above).  
 
I do not understand the motivation for including squares and cubed term (p. 16). 
 
How much variation is there in the variable age for the Czech firms (p. 17)? 
 
Are total assets log-transformed (p. 18)? 
 
Are total assets collinear with revenues (p. 18)? A correlation matrix is not provided … 
 
The format of all tables is poor. All the results may have been reported in one or two 
summary tables.  
 
I see little need to restate the estimation formula so many times.  
 
It seems to me that the author does not distinguish very well between the quality (and hence 
reliability) of references, e.g. Uwalomwa, U., Uadiale, O. M. (2012). An Empirical 
Examination of the Relationship between Capital Structure and the Financial Performance of 
Firms in Nigeria. EuroEconomica, Danubius University of Galati, 1(31), pp 57-65. 
 
Bulleted text (e.g. on p. 5) shall be avoided. 
 
To summarize, I believe the author chose a rather simple topic that would be more suitable for 
a Bachelor’s rather than a Master’s thesis. In my opinion the author did not successfully 
address the endogeneity problem and hence we can hardly draw inferences from his study that 
would help us discriminate between the theories of capital structure. I find the literature 
review somewhat sketchy and missing focus on the most relevant references. I would question 
a number of the method choices the author makes. I see significant space for improvement in 
reporting the empirical results. Hence, I can only give the author credit for acquiring (some) 
insight into the literature and writing the thesis up in a fairly coherent way.  
 
Overall, I think that while the thesis meets the minimum passing criteria, its ambition is rather 
low. Hence, I consider the thesis to be on the lower end of the grade “2 – velmi dobře”. 
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SUMMARY OF POINTS AWARDED (for details, see below):  
 
CATEGORY POINTS 
Literature                     (max. 20 points) 14 
Methods                      (max. 30 points) 20 
Contribution                 (max. 30 points) 16 
Manuscript Form         (max. 20 points) 14 
TOTAL POINTS         (max. 100 points) 64 
GRADE                          (1 – 2 – 3 – 4) 2 
 
 
NAME OF THE REFEREE: Jiří Novák 
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EXPLANATION OF CATEGORIES AND SCALE: 
 
LITERATURE REVIEW: The thesis demonstrates author’s full understanding and command of recent literature. 
The author quotes relevant literature in a proper way. 
 
Strong  Average  Weak 
20  10  0  
 
 
METHODS: The tools used are relevant to the research question being investigated, and adequate to the author’s 
level of studies. The thesis topic is comprehensively analyzed.  
 
Strong  Average  Weak 
30  15  0  
 
 
CONTRIBUTION:  The author presents original ideas on the topic demonstrating critical thinking and ability to 
draw conclusions based on the knowledge of relevant theory and empirics. There is a distinct value added of the 
thesis. 
 
Strong  Average  Weak 
30  15  0  
 
 

MANUSCRIPT FORM: The thesis is well structured. The student uses appropriate language and style, including 
academic format for graphs and tables. The text effectively refers to graphs and tables and disposes with a 
complete bibliography. 
  
 
Strong  Average  Weak 
20  10  0  
 
 
Overall grading: 
 

TOTAL POINTS GRADE   
81 – 100 1 = excellent = výborně 
61 – 80 2 = good = velmi dobře 
41 – 60 3 = satisfactory = dobře 
0 – 40 4 = fail = nedoporučuji k obhajobě 
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