AN INVESTIGATION ON THE IMPACT OF CAPITAL SYSTEM ON THE PROFITABILITY OF INSURANCE COMPANIES IN NIGERIA

ABSTRACT
This study examines the influence of the capital structure on the financial performance of insurance businesses in Nigeria during the period from 2011 to 2016. The data were derived from the publicly available financial records of a subset of companies. The study utilised panel data analysis. The results indicate that the total debt ratio and debt-to-equity ratio had no significant positive influence on the return on assets of the chosen insurance companies in Nigeria. Additionally, the combined effect of these two ratios on the return on assets of the selected insurance firms in Nigeria was found to be statistically insignificant. The findings of this study indicate that the total debt ratio (β= 0.14; p>0.05) and debt-to-equity ratio (β= 0.08; p>0.05) had a statistically insignificant positive effect on the return on equity of the selected quoted insurance firms in Nigeria. The study found that the combined effect of the total debt ratio and debt-to-equity ratio does not have a statistically significant impact on the return on equity of the selected quoted insurance firms in Nigeria (F= 1.95; p>0.05). Additionally, the total debt ratio (β=0.08; p>0.05) was found to have an insignificant positive impact on the net profit margin, while the debt-to-equity ratio (β=0.04; p<0.05) had a significant positive impact on the net profit margin of the selected quoted insurance firms in Nigeria. Furthermore, the combined effect of the total debt ratio and debt-to-equity ratio was found to be statistically insignificant on the net profit margin of the selected quoted insurance firms in Nigeria (F= 3.55; p<0.05). The research findings indicate that the capital structure, encompassing both loan financing and equity financing, has a discernible impact on the profitability of specific insurance companies listed in Nigeria. However, it is worth noting that the influence of capital structure on profitability is very insignificant. The study proposes that insurance companies should consider incorporating additional debt, particularly long-term debt, into their capital structure composition. This strategic decision is expected to yield a reduction in the overall cost of capital due to the tax advantages associated with debt. Consequently, such a measure has the potential to enhance the profitability of these organisations.

CHAPTER ONE
INTRODUCTION
1.0 Background of Study
Capital structure decision is very crucial to any organization; it is very difficult to decide the best combination of debt and equity. The success of insurance companies in the business environment of Nigeria depends on the ability of the managers to effectively determine the optimal capital mix. This is necessary to ensure that they make profit and shareholders get to see that objective fulfilled, which is wealth maximization. The company's finance strategy is reflected in its capital structure. Therefore, one can say that a company has achieved the optimum capital structure when it is able to mix debt and equity in a way that lowers the cost of capital and increases the profitability of the company. Sbeti, 2022).

Serrasqueiro, (2022) demonstrated that the firm's capital structure is irrelevant to its value. However, this assumption is valid only in ideal market conditions, such as when all investors have free access to market information, there are no transaction costs, and there is no difference in taxation between dividends and capital gains. However, real economies are far from perfect, and as a result, many theories regarding financing decisions have been developed over time in order to demonstrate the purpose of capital mix and its role in company value. These theories have been developed in response to the fact that real economies are not perfect. (Shyu, 2021)

The capital structure of a company refers to the method by which it funds its operations, and this may be done either via debt or equity, or through a mix of the two (Sibindi, 2022). Several different hypotheses attempted to explain the connection between a company's profitability and its market value. It has been suggested that companies that have a fast growth rate also have a high debt to equity ratio, and it has been noted that bankruptcy has an influence on the capital structure of a company (Sibindi, 2022). According to (Tran, 2020), having a bad capital structure might result in a potential decrease or loss in the value that is obtained from strategic assets. In light of this, the capacity of a company to manage its financial policies is essential if the company is to realize benefit from its specialized resources (Vincent, 2022). The ability to raise sufficient cash inside an organization will assist the company in its day-to-day operations. As a result, it is essential for businesses in Nigeria to have a solid understanding of the debt-to-equity ratio that will provide the most productive results after a comprehensive evaluation of the company's operations and commitments (Vincent, 2022).

The cost of capital is having a stronger impact on the level of Earnings before interest and tax that the company has, which will immediately affect the amount of income that is accessible to the investor and will ultimately reflect on the value of the company. If the management of an organization makes the decision not to maintain the capital structure of the company, it will have an impact on the growth and profitability of the firm, which will eventually have a negative effect on the firm's profitability due to financial hardship. Additionally, companies have the ability to issue hundreds of different securities, which may be combined in an infinite number of ways to maximize total market value (Vincent, 2022). When evaluating the effectiveness of a corporate organization, profit is an important metric to consider. The capacity of an endeavor to create income that is greater than the expenditures associated is what determines whether or not it is profitable. The terms "profitability ratios" and "accumulated margin" refer to the measurements of financial success (Shyu, 2021). The capacity of a company to generate a profit from all of its business operations is what we mean when we talk about profitability. A particular investment is considered profitable if it is able to generate a return from the activities to which it is put (Sibindi, 2022) shareholders have access to tools that allow them to analyze a company's historical financial performance as well as its present condition, and it should be emphasized that financial performance measures, such as profitability and liquidity, are among such tools. Every company should strive to be profitable, since a company that is unable to turn a profit cannot remain in operation for very long. Earnings per share (EPS), return on investment (ROI), return on capital employed (ROCE), gross profit margin, and net profit margin are the ratios that are used in the process of measuring a company's level of profitability. The term "financial performance" refers to the extent to which monetary goals have either been attained or are in the process of doing so. It refers to the method of calculating the monetary value of the outcomes of an organization's policies and activities. The efficiency with which a company manages its resources is reflected in the firm's performance. According to Serrasqueiro (2022), there are a plethora of capital structure indicators that have an effect on the firm's performance and profitability. Firm performance and capital structure have been successful in attracting a significant amount of public interest due to the fact that they are a tool for socio-economic development (Tran, 2020). According to Serrasqueiro (2022), financial performance measures such as profitability and liquidity, amongst others, provide shareholders with the tools necessary to assess the previous financial success of a firm as well as its present position in the market. The ability of a company to succeed on the market may in large part be gauged by its financial performance. Productivity, profitability, and growth in market share are the three components that should be considered when analyzing a company's success.

1.2 Statement of Research Problem
This study is undertaken because it has been observed that a lot of research has been done on effects of capital structure on the profitability of companies like the effect of capital structure on profitability: An empirical Analysis of listed firms in Iraq by (Ayad and Mustafa, 2015), the effect of capital structure on profitability of energy American firms (Mohamed and Tailab, 2014) and Capital Structure and Firms Performance: Evidence from Malaysian listed firms (Salim and Raj, 2012).
There are only a limited number of studies that examine factors that influence the capital structure of Nigerian firms. Although the capital structure issue has received substantial amount of attention in developed countries, it has remained neglected in the developing countries However, little attention has been paid to effect of capital structure on the profitability of quoted insurance companies especially in developing countries like Nigeria. 
If there has been any area of finance theory that has attracted the greatest attention and caused the highest controversy, it is definitely the theory of capital structure and leverage and how they affect firms’ performance. The choice of capital structure has however being subject to several debates and investigations. The capital structure and firms value has been subject to lots of arguments for many years and it still represented one of the most unresolved issues in corporate finance literature. Only a few people have developed theories that have been tested by empirical studies and theories. Morri and Beretta (2008) explained that numerous theoretical studies and much empirical research have addressed those issues, but there is no generally accepted theory and the debates on the significance of the determinant of factors of capital and profitability is still open.
1.3       Objectives of the Study
The general objective of the study is to examine the impact of capital system on the profitability of insurance companies in Nigeria. The specific objectives are:
To examine the impact of capital structure on return on asset of quoted insurance companies in Nigeria.
To examine the impact of capital structure on return on equity of quoted insurance companies in Nigeria.
To examine the impact of capital structure on net profit margin of quoted insurance companies in Nigeria.
1.4       Research Questions
Does capital structure has impact on return on asset of quoted insurance companies in Nigeria.
Does capital structure has impact on return on equity of quoted insurance companies in Nigeria.
Does capital structure has impact on net profit margin of quoted insurance companies in Nigeria.
1.5       Research Hypotheses
H01: Capital structure has no significant impact on return on asset of quoted insurance companies in Nigeria.
H02: Capital structure has no significant impact on return on equity of quoted insurance companies in Nigeria.
H03: Capital structure has no significant impact on net profit margin of quoted insurance companies in Nigeria.
1.6       Operational Models
Objective One:  Capital Structure and Return on Asset
ROA= f (CAP)
ROA= f (DR, DER)
ROAit= α0 + α1DEit +α2DERit + µ
Where:
ROA= Return on asset
DR= Debt ratio
DER= Debt-to-equity ratio
i= Cross-section of firm; t=time
Objective Two:  Capital Structure and Return on Equity
ROE= f (CAP)
ROE= f (DR, DER)
ROEit= α0 + α1DEit +α2DERit + µ
Where:
ROE= Return on equity
DR= Debt ratio
DER= Debt-to-equity ratio
i= Cross-section of firm; t=time
Objective Three:  Capital Structure and Net profit margin
NPM= f (CAP)
NPM= f (DR, DER)
NPMit= α0 + α1DEit +α2DERit + µ
Where:
NPM= Net profit margin
DR= Debt ratio
DER= Debt-to-equity ratio
i= Cross-section of firm (i= 1, 2…., 5); t=time (1, 2… 6)
1.6 Scope of the study                    
This study is concerned with the effect of capital structure on the profitability of quoted insurance companies in Nigeria; the evaluation of the profitability of insurance firms is for a period of six years 2011-2016.
1.7 Significance of the Study
Acquiring knowledge on the effect of capital structure on the profitability financial of quoted insurance companies in Nigeria will help finance manager to predict potential problems associated with financing decisions and also help to achieve the goals of shareholders
This study have a significant role to play in filling the gap and understanding the effect of capital structure decision on the profitabilit of quoted insurance companies in Nigeria. It will also help financial managers to decide and understand the effect that firm’s capital structure has on profitability in order to maintain and optimal and ideal capital structure.
It will also help investor who wants to in insurance companies to understand and analyze the effect of capital structure on their profitability and maximizing their objectives. It will also serve as a reference for other researchers in the area of financial management.
1.8 Organisation of Study
This research work is organized into five chapters.
Chapter One: This present the introduction, the statement of problem, objective of study, research questions, hypothesis, scope of study, significant of study.
Chapter Two: This chapter reviews the conceptual framework, theoretical framework, empirical literatures on capital structure and profitability.
Chapter Three: This present the research methodology used
Chapter Four: Data analysis
Chapter Five: This chapter contains findings, recommendation and summary.
1.9 Operational Definition of Terms
Capital Structure: This is how a firm finances its overall operations and growth by using different sources of funds. It is a way a company finances its asset through a combination of equity, debt etc.
Optimal Capital Structure: This indicates the best debt to equity ratio for a firm that maximises its value. It is the one which proffers a balance between the debt to equity ranges thus minimizing the
Long Term Debts: This consists of loans and financial obligations lasting over one year.
Short Term Debts: This is made up of any debt incurred by a company that is due within one year.
Equity: A stock or any other security representing an ownership interest. This is one’s degree of ownership after all debts associated with the asset has been paid off.
Leverage: This is the investment strategy of using borrowed money, specifically the use of various financial instruments or borrowed capital to increase the potential return of an investment. It is the amount of debt used to finance assets.
Risk: This is the chance that an investment’s actual return will differ from the expected return, it is the possibility of losing some or all of an original investment.
Financial Risk: this is the possibility that shareholders will lose money when they invest in a company that has debt, if the company’s cash flow proves inadequate to meet its financial obligation.
Business Risk: this is the possibility that a company will have lower than anticipated profits or experience a loss rather than taking a profit.
CHAPTER TWO

REVIEW OF LITERATURE

2.0 INTRODUCTION

Our focus in this chapter is to critically examine relevant literature that would assist in explaining the research problem and furthermore recognize the efforts of scholars who had previously contributed immensely to similar research. The chapter intends to deepen the understanding of the study and close the perceived gaps.
2.1
CONCEPTUAL REVIEW

Insurance Industry in Nigeria

The enactment of the Insurance Companies Act of 1961 marked the first direct measure taken by Government to establish and organize the insurance industry. By the provisions of the Act, the office of the Registrar of Insurance was created to supervise insurance practice. Other provisions of the Act included minimum capital requirement and other conditions for registration, monitoring and control of insurance operations generally. The National Insurance Corporation of Nigeria (NICON) was established in 1969 as a ploy by the Nigerian government to check the operators of insurance business. The Nigeria Reinsurance Corporation was also established in 1977. In the 1980s, the number of insurance companies had increased to over 100 as some reinsurance companies were established, e.g. Universal Reinsurance Company. In addition, over 150 insurance brokers were also registered. Over the years, different acts have been promulgated to control and regulate the insurance industry, e.g. Insurance Companies Act 1961, Marine Insurance Act 1961 and Insurance Decree 1976. This was followed by a series of legislations which sought to further the cause of insurance regulation in the country. The first major attempt at regulating insurance in the country was the promulgation of the Nigerian Insurance Decree 1976. 

Today, 2019 the current legislation is the Insurance Decree 1991. Presently, the share capital for the setting up of an insurance company has been increased and new measures aimed at controlling the activities of the industry have also been introduced.

LISTED INSURANCE FIRMS IN NIGERIA AS AT 2019

Table 2.1 Listed Insurance Firms

	S/NO.
	INSURANCE FIRMS

	01.
	FBN Insurance Limited

	02.
	African Alliance Insurance plc

	03.
	AIICO Insurance plc

	04.
	Axamansard Insurance plc

	05.
	Consolidated Hallmark Insurance plc

	06.
	Continental Reinsurance plc

	07.
	Cornerstone Insurance plc

	08.
	Goldlink Insurance plc

	09.
	Guinea Insurance plc

	10.
	Lasaco Assurance plc

	11.
	Linkage Assurance plc

	12.
	Mutual Benefits Assurance plc

	13.
	NEM  Insurance plc

	14.
	NIGER Insurance plc

	15.
	Prestige Assurance plc

	16.
	Regency Alliance Assurance plc

	17.
	Sovereign Trust Insurance plc

	18.
	Standard Alliance Insurance plc

	19.
	Universal Insurance plc

	20.
	Wapic Insurance plc

	21.
	Great Nigeria Insurance plc

	22.
	Custodian and Allied plc

	23.
	Law Union and Rock Insurance plc

	24.
	Unity Kapital Assurance plc

	25.
	Equity Assurance plc

	26.
	Union Assurance Plc

	27.
	Leadway Assurance plc

	28.
	Royal Exchange plc


Source: Nigerian Stock Exchange

CONCEPT OF CAPITAL STRUCTURE

A firm’s capital structure refers to the mix of its financial liabilities. As financial capital is an uncertain but critical resource for all firms, suppliers of finance are able to exert control over firms. There are two different ways of financing the assets of an organization; through internal equity or external debt. Capital structure refers to the way a corporation finances its assets through some combination of equity and debt (Tsai et al,2010). However, there are several kinds of equity and debt according to Mc Menamin, (1999) and Ross; et al,(2005). These are common stock, preferred stock and retained earnings (untaxed reserves) as well as bank loans, bonds, accounts payable and line of credit. Capital structure according to Song (2005) refers to the mix of different types of securities (long-term debt, common stock) which are issued by a company to finance its assets. Chou (2007) sees capital structure as a mixture of debt and equity financing of a firm. Capital structure according to Wikipedia (2010), refers to the way a corporation finances itself through some combination of equity, debt or hybrid securities. From all the definitions above, it is eminent that capital structure in summary refers to the structure of a firm’s liability. Hence, the capital structure theory is highly relevant to the firm’s safety and growth, as well as the debt-holders’ safeguard for a sustainable economy. How to plan financing decision using a particular means or mix of funding to maintain a proper capital structure is an important issue of concern demanding urgent for financing managers if their sectors is ever to play a major role in economic development.

Capital structure as defined by Damodaran, (2001) and Dare &Sola (2010) represents the mix of debt and equity that a company uses to finance its business. A close related definition is that given by Song (2005) they view capital structure as the mix of the different types of securities (long term debt, common stock) issued by a company to finance their asset.

A firm’s capital structure is the mix of its’ financial resources available for carrying on the business and is a major determinant on how the business operates. As financial capital is an uncertain but critical resource for all firms, suppliers of the finance are able to exert control over firms. The two major classes of financing for a business are debt and equity. While debt holders exert lesser control over the company, and do not determine how the business is run, they earn a fixed rate of return and are protected by contractual obligations. The contractual obligations dictate what return is to be paid for the finance and when it is due. Equity holders are the residual claimants of all the business’ returns, bearing most of the risk and having greater control over decisions, Kochhar (1997). 

The capital structure of a firm is described as the components of its sources of financing, broadly categorized as equity and debt finance (Brockington, 1990).

Leverage is defined as the sensitivity of the value of equity ownership with respect to changes in the underlying value of the firm. Empirically, leverage ratios are frequently independent variables (sometimes as part of a hypothesis, sometimes as a control). Leverage ratios are also the dependent variable in the empirical capital structure literature. This literature tries to explain variations in corporate leverage, both in the cross section of capital structure (i.e. why some firms have high leverage) and in the time series (how capital structures evolve). Capital structure refers to the firm's financial framework which consists of the debt and equity used to finance the firm.

Capital structure is one of the popular topics among the scholars in finance field. The ability of companies to carry out their stakeholders’ needs is tightly related to capital structure. Therefore, this derivation is an important fact that we cannot omit. Capital structure in financial term means the way a firm finances their assets through the combination of equity, debt, or hybrid securities (Saad, 2010). In short, capital structure is a mixture of a company's debts (long-term and short-term), common equity and preferred equity. Capital structure is essential on how a firm finances its overall operations and growth by using different sources of funds. Modigliani-Miller (MM) theorem is the broadly accepted capital structure theory because is it the origin theory of capital structure theory which had been used by many researchers. According to MM Theorem, these capital structure theories operate under perfect market. Various assumptions of perfect market such as no taxes, rational investors, perfect competition, absence of bankruptcy costs and efficient market. MM Theorem states that capital structure or finances of a firm is not related to its value in perfect market. 

For this purpose, capital structure can simply be defined as a firms’ financial framework, which comprise of a firm retain earnings, debt financing and equity financing in order to maintain the business entity in financing its assets.

FACTORS INFLUENCING THE CHOICE OF CAPITAL STRUCTURE

There are several other factors influencing companies’ choice of an appropriate capital structure. Some companies are not able to receive bank loans (Kamsvag, 2001), some have enough retained earnings to undertake their desired investment without taking any loans (Anderson,Wahlberg & Ostlund, 2006), and some does not want to undertake any debt by principle(Anderson & Williamsson, 2001). Petersen and Rajan (1994) argue that there are more relevant and suitable measures to use when analyzing the capital structure of an organization than those presented by Miller and Modigliani (1958). Business size, age and cash flow is according to Petersen and Rajan (1994) important factors.

The larger the company is, normally the debts are too.

The age of a company affects the capital structure. As the company matures debt decreases.

Young companies are more or less forced to finance through bank loans while older have had possibilities to build capital from previous revenues.

i. A company with a solid cash flow has fewer problems to pay interest and to amortize than a company with a volatile cash flow, due to these reasons they can handle a larger amount of debts.

Other factors influencing the choice of an appropriate capital structure are:

Business risk


This risk is the first of two determinants of the costs of financial distress according to Myers (1984). It is a risk associated with the nature of the industry the business operates and if the business risk is higher the  optimal capital structure is required. The variability of cash flow according to Ryen et al (1997) is at the heart of a business risk. The greater the fluctuations in a company’s cash flows, the greater the chance it will be unable to meet its obligations in any given period. Firms with steadier cash flow will be able to support higher debt levels than riskier firms, all other factors being equal.

Tax position

Debt capital is regarded as cheaper because interest payable is deductible for tax purposes. Advantage not much for businesses with unrelieved tax losses, depreciation tax shield as they already have an existing lower tax burden.

Financial Flexibility


This depends on how easy a business can arrange finance on reasonable terms under adverse conditions. Flexibility in raising finance will be influenced by the economic environment (availability of savers and interest rates) and the financial position of the business.

Managerial Style. How much to borrow also depend on managers approach to finance risk. Conservative managers will usual try to keep the debt equity ratio low.

POTENTIAL DETERMINANTS OF CAPITAL STRUCTURE

Both theoretical and empirical capital structure studies have generated many results that attempt to explain the determinants of capital structure. As a result of these, some broad categories of capital structure determinants have emerged. Titman and wessels (1988), Harris and Raviv (1991) however point out that the choice of suitable explanatory variables is potentially contentious. According to Harris and Raviv (1991), the consensus is that leverage increases with fixed assets, non-debt tax shields, investment opportunities, and firm size and decreases with volatility, advertising expenditure, the probability of bankruptcy, performance and uniqueness of the product.

In the empirical analysis by Titman and wessels (1988), they focused on six of these variables: tangibility of assets (the ratio of fixed to total assets), firm size, the market-to-book ratio (as a proxy for investment opportunities), performance, volatility, uniqueness of the product and non-debt tax shields.

TANGIBILITY OF ASSETS

Previous empirical studies by Titman and Wessels (1988), Rajan and Zingales (1995) and Fama and French (2000) argue that the ratio of fixed to total assets (tangibility) should be an important factor for leverage. The tangibility of assets represents the effect of the collateral value of assets of the firm’s gearing level. However, the direction of influence is not a-priori clear.

Galai and Masulis (1976), Jensen and Meckling (1976) and Myers (1977) argue that stockholders of levered firms are prone to overinvest, which gives rise to the classical shareholder-bondholder conflict. However, if debt can be secured against assets, the borrower is restricted to using debt funds for specific projects. Creditors have an improved guarantee of repayment, and the recovery rate is higher, i.e., assets retain more value in liquidation. Without collateralized assets, such a guarantee does not exist, i.e., the debt capacity should increase with the proportion of tangible assets on the balance sheet. Hence, the tradeoff theory predicts a positive relationship between measures of leverage and the proportion of tangible assets. In contrast, Grossman and Hart (1982) argue that the agency costs of managers consuming more than the optimal level of perquisites is higher for firms with lower levels of assets that can be used as collateral. Managers of highly levered firms will be less able to consume excessive perquisites, since bondholders more closely monitor such firms. The monitoring costs of this agency relationship are higher for firms with less collateralizable assets. Therefore, firms with less collateralizable assets might voluntarily choose higher debt levels to limit consumption of perquisites. This agency model predicts a negative relationship between tangibility of assets and leverage. We use the ratio of fixed assets to total assets in our empirical tests. The more direct approach using intangible assets in the nominator cannot be applied due to a lack of data.

SIZE

The effect of size on leverage is ambiguous. Warner (1977) and Ang, Chua and McConnel (1982) document that bankruptcy costs are relatively higher for smaller firms. In a similar vein, Titman and Wessels, Harris and Raviv (1991), (1988) argue that larger firms tend to be more diversified and fail less often. Accordingly, the trade-off theory predicts an inverse relationship between size and the probability of bankruptcy that is a positive relationship between size and leverage. If diversification goes along with more stable cash flows, this prediction is also consistent with the free cash flow theory by Jensen (1986) and Easterbrook (1986). This notion implies that size has a positive impact on the supply of debt. On the other hand, size can be regarded as a proxy for information asymmetry between firm insiders and the capital markets. Large firms are more closely observed by analysts and should therefore be more capable of issuing informationally more sensitive equity, and have lower debt. Accordingly, the pecking order theory of the capital structure predicts a negative relationship between leverage and size, with larger firms exhibiting increasing preference for equity relative to debt. Following Titman and Wessels (1988), our measure of size is the natural logarithm of net sales. The logarithmic transformation accounts for the conjecture that small firms are particularly affected by a size effect. Alternatively, one could use the natural logarithm of total assets. However, we think that net sales is a better proxy for size, because many firms attempt to keep their reported size of asset as small as possible, e.g., by using lease contracts.

GROWTH OPPORTUNITIES

Galai and Masulis (1976), Jensen and Meckling (1976) and Myers (1977) argue that when a firm issues debt, managers have an incentive to engage in asset substitution and transfer wealth away from bondholders to shareholders. It is generally acknowledged that the associated agency costs are higher for firms with substantial growth opportunities. Thus, the trade-off model predicts that firms with more investment opportunities have less leverage because they have stronger incentives to avoid underinvestment and asset substitution that can arise from stockholder-bondholder agency conflicts. This prediction is strengthened by Jensen’s (1986) free cash flow theory, which predicts that firms with more investment opportunities have less need for the disciplining effect of debt payments to control free cash flows. Fama and French (2000) explain how the predictions for book leverage carry over to market leverage. The trade-off theory predicts a negative relationship between leverage and investment opportunities. Since the market value grows at least in proportion with investment outlays, the relation between growth opportunities and market leverage is also negative. Previous empirical results in this area are mixed. For example, Titman and Wessels (1988) find a negative relationship between leverage and investment opportunity, while Rajan and Zingales (1995) Fama and French (2000), report a positive relationship between leverage and growth. In fact, the simple version of the pecking order theory supports the latter result. Debt typically grows when investment exceeds retained earnings and falls when investment is less than retained earnings. Thus, given performance, book leverage is predicted to be higher for firms with more investment opportunities.

However, in a more complex view of the model, firms are concerned with the future as well as current financing costs. Balancing current and future costs, it is possible that firms with large expected growth opportunities maintain low-risk debt capacity to avoid financing future investments with new equity offerings, or foregoing the investments. Therefore, the more complex version of the pecking order theory predicts that firms with larger expected investments have less current leverage. Our measure of growth opportunities is the ratio of book-to-market equity. Simple cash flow valuation models suggest that this is a forward looking measure. Another possibility would be to use research and development expenditures. Titman and Wessels (1988) as another example used past growth rate of total assets. However, we think this measure is not appropriate because historical growth is not necessarily linked to future growth (Chan et al, 2003).

Profitability of Insurance Industry

In real world profitability for any business attached with the firm business performance. Performance is a difficult concept in terms of definition and evaluation. It is defined as an output, and the proper measure select to assess corporate performance is considered according to the organization type and objectives of evaluation. Researcher in strategic management has offered a variety of models that can be used to analyze financial performance. Profitability, defined as proxy of financial performance, is one of the main objectives of insurance company’s management (Burca & Batrinca, 2014). Profit is a crucial prerequisite for an increasing competitiveness of a company that operates in a market. At microeconomic level, performance is the direct result of managing various economic resources and of their efficient use within operational, investment and financing activities. To optimize economic results, a special attention should be given to the proper grounding of managerial decisions (Malik 2011). These should be based on complex information regarding the evolution of all types of activities within the company. A synthetic picture of the company’s financial position and its performance is found in the annual financial statements, which therefore become the main information sources that allow the qualitative analysis of how resources are used during the process of creating value. Profitability of private insurance companies was analyzed through micro and macroeconomic level, being determined both by internal factors represented by specific characteristics of the company which is totally under the hand of the corporate management system, and external factors regarding connected industry and macroeconomic environment in general which also not under the hand of the corporate management but identifying and knowing its directions and magnitude was helps to develop the strategy to get the opportunity or to minimize the treat.  
In a competitive marketplace, private insurance companies essentially absorb to achieve a satisfactory level of profitability (Malik 2011). Increasing profitability involves determining which areas of operation and a financial strategy are working and which ones need improvement. Understanding the key factors and its magnitude determining profitability assists managers in developing an effective profitability strategy for their company. The insurance Profitability growth was fluctuated from time to time. For instance, the general insurance sector total profit of seventeen insurance companies have been earned in thousands birr of 245,704 in 2010, 252,071 in 2011,402,609 in 2012, 586,782 in 2013, 751,175 in 2014 and registered 85%, 3 %, 60 %, 46 %, 28 % net growth respectively (NBE, annual report 2015). In the initiation of unstable industry profit in increasingly complex private insurance companies, it has become authoritative that private insurance company’s managers understand the variables that significantly relate to the profitability of insurance business.

Insurance firms that make huge profits are not scared when venturing into risky activities. Profitability measure is important to the investors. The level of profitability is very significant for the shareholders of an insurance firm, because it shows how effective managements  have utilized their investments (Devinaga, 2010) In ascertaining the  financial potency of  an insurance firm,  the  level  of  profitability  is  predominant.  Codjia  (2010)  viewed  that  insurance firms profitability  performance  will  concentrate  on  the  income  statement  which  shows  how  much  firm generated  (revenue)  and  how  much  they  spent  (expenses)  net  income.  

In  contract  to  Rushdi  and Tennant  (2003) profitability can be  evaluated  in a number of  ways. Which  include Return  on  Assets (ROA), Return on Equity (ROE). But over the  years, most researchers  prefer using Return on  Assets (ROA). Similar to Godlewski (2004) used ROA  in  measuring profitability. It  was  disclosed that; the performance  of a bank  was  negatively affected by the level  of  non-performing ratio. In theory, ROA shows the strength of an insurance  management to make profits using the level of assets available. It may be  unfair  because  of  the  other  events  that  take  place  outside  the  statement  of  financial  position (Athanasoglou,2005).    The level of profitability is very significant for shareholders of a bank because it shows how effective management has utilized their investments (Devinaga, 2010). 

In determining the financial strength of  insurance companies, the level of profitability is predominant. ROA and ROE are used as main profitability measures in most of the organizations such as financial institutions. The ROA demonstrates the level of net income produced by the bank and also determines how the assets utilized by banks generate profit over the years. On the other hand, the return on equity (ROE) is the ratio of net income to total equity indicating returns to shareholders on the book value of their investment. It measures the rate of return for ownership interest (shareholders)‟ equity of common stock owner, it tells how efficient a firm/bank is at generating profits from each unit of shareholder equity, also known as net assets or assets minus liabilities. The ranking of banks is usually based upon the higher ROA ratio and total assets. As a general view, particularly in banking sector, ROA is known as good profitability multiplier for the reason that equity multiplier does not influence it (Saeed et al., 2016). 

Profitability can be measured in a number of ways. They include return on assets (ROA), return on equity (ROE). Over the year, most researchers prefer using return on asset (ROA) and Return on Equity (ROE) as indicators of profitability or performance. Researchers often use both ROA and ROE as measures for profitability. In their defense, these researchers selected ROA and ROE over others because it is free of financial leverage and the risks associated with it (Flamini et al., 2009). Additionally, it is possible to compare companies in the same industry or diverse industry when ROA and ROE is employed as a proxy for profitability. This makes ROA and ROE strong measures for profitability (Devinaga, 2010).

CAPITAL STRUCTURE AND FIRM PROFITABILITY
Capital structure and firm performance are important issues for both academics and practitioners. In practice, managers of corporate firm’s who are able to identify the optimal capital structure are rewarded by minimising a firm's cost of finance thereby maximising the firm's revenue. If a firm's capital structure influences a firm's performance, then it is reasonable to expect that the firm's capital structure would affect the firm's health and its likelihood of default. From a creditor's point of view, it is possible that the debt to equity ratio aids in understanding banks' risk management strategies and how banks determine the likelihood of default associated with financially distressed firms.

One of the main factors that could influence the firm's performance is capital structure. Since bankruptcy costs exist, deteriorating returns occur with further use of debt in order to get the benefits of tax deduction. Therefore, there is an appropriate capital structure beyond which increases in bankruptcy costs are higher than the marginal tax-sheltering benefits associated with the additional substitution of debt for equity. Firms are willing to maximise their performance, and minimise their financing cost, by maintaining the appropriate capital structure or the optimal capital structure. Harris and Raviv (1991) argue that capital structure is related to the trade-off between costs of liquidation and the gain from liquidation to both shareholders and managers. So firms may have more debt in their capital structure than is suitable as it gains benefits for both shareholders and managers. However, underestimating the bankruptcy costs of liquidation or reorganization, or the aligned interest of both managers and shareholders, may lead firm to have more debt in their capital structure than they should (Harris and Raviv, 1991). Krishnan and Moyer, (1997) found a negative and significant impact of total debt to total equity (TD/TE) on return on equity (ROE). Another study by Gleason, Mathur and Mathur, (2000) found that firms capital structure has a negative and significant mpact on firms performance measures return on assets (ROA), growth in sales (Gsales), and pre- tax income (Ptax). Therefore, high levels of debt in the capital structure would decrease the firm's performance.

However, not only does a firm's level of leverage affect corporate performance and failure but also its debt maturity structure (Barclay and Smith, 1995 and Ozkan, 2002). Schiantarelli and Sembenelli (1999) investigate the effects of firms' debt maturity structure on performance for Italy and the United Kingdom. They found a positive relationship between initial debt maturity and medium term performance. A study by Barclay and Smith (1995) provides evidence that large firms and firms with low growth rates prefer to issue long-term debt. Another study by Stohs and Mauer (1996) suggest that larger and less risky firms usually make greater use of long-term debt. They also found that debt maturity is negatively related to corporate tax, the firm's risk and earnings surprises. In other words, the choice of debt structure could have an impact on both corporate performance and failure risk. Furthermore, there are other factors, besides capital structure, that may influence firm performance such as firm size, age, growth, risk, tax rate, factors specific to the sector of economic activity, and factors specific to macroeconomic environment of the country.

First, the measures of firm performance are usually ratios fashioned from financial statements or stock market prices, such as industry-adjusted operating margins or stock market returns. These measures do not net out the effects of differences in exogenous market factors that affect firm value which are beyond management’s control. Thus, the tests may be confounded by factors that are unrelated to agency costs. As well, some studies generally do not set a separate benchmark for each firm’s performance that would be realized if agency costs were minimized. They address the measurement problem by using profit efficiency as their indicator of firm performance. Profit efficiency represents a refinement of the efficiency concept earlier developed. Profit efficiency evaluates how close a firm is to earning the profit that a best-practice firm would earn facing the same exogenous conditions. This has the benefit of controlling factors outside the control of management that are not part of agency costs. In contrast, comparisons of standard financial ratios, stock market returns, and similar measures typically do not control for these exogenous factors. Even when the measures used in the literature are industry adjusted, they may not account for important differences across firms within an industry – such as local market conditions – as we are able to do with profit efficiency. In addition, the performance of a best-practice firm under the same exogenous conditions is a reasonable benchmark for how the firm would be expected to perform if agency costs were minimized.

Second, the prior research generally does not take into account the possibility of reverse causation from performance to capital structure. If firm performance affects the choice of capital structure, then failure to take this reverse causality into account may result in simultaneous-equations bias. That is, regressions of firm performance on a measure of leverage may confound the effects of capital structure on performance with the effects of performance on capital structure. We address this problem by allowing for reverse causality from performance to capital structure. We state below two hypotheses for why firm performance may affect the choice of capital structure, the efficiency-risk hypothesis and the franchise-value hypothesis.

2.2 Theoretical Framework 
This section shows the different theories of capital structure. They include; The Modigliani and miller theory, the pecking order theory, the trade-off theory, the market timing theory and the free-cash flow theory. For the purpose of this project, the three most important which are the Modigliani and miller theory, the pecking order theory and the trade-off theory will be discussed.

2.2.1 Modigliani and Miller theory

Capital structure theories originated from Modigliani and miller (1958) who are regarded as the pioneers and advocates of the capital structure theory. Their presentation are triggered the debate on the capital structure concept of firms. In their presentation, they stated that under the assumptions of perfect market and the firm having no transaction cost, the capital structure of the firm is deemed to be irrelevant to it value. They also believed that a firm’s debt level has no influence on it value and that funds that are available internal and external can substituted perfectly.

This theory is based on a number of assumptions which are not realistic in an ideal situation or markets. One of the assumptions is that manager’s act on behalf of the shareholders thus they ensure that shareholders wealth is maximized thus there exists no agency costs. There is information asymmetry as all parties involved have access to the same kind of information. There no taxes, no transaction costs and firms have only two classes of securities to issue that is equity and debt which is risk free. Another assumption is that financial statements can be traded at any given time and they do not involve any costs.

 The Modigiliani and Miller theory was founded on the fact that tax advantage arising from debt should be equal to the costs associated with taking the debt in the first place. Modigiliani and Miller (1958) give a conclusion that shows the debt of firm being irrelevant to its value. For this theory to be maintained, the tax advantage and risk associated with debt must be equal which also implies that if the tax advantage is expected to be zero risk advantage should also be zero. Their argument was that whichever mix a firm selects for its capital structure, this will have zero influence on the worth of a firm, its profitability and the cost of capital.

In summary the theory states that the value of a firm is invariant with respect to its leverage policy in an arbitrage-free market when there is no corporate income tax and no bankruptcy cost: whether firm is financed through debt or equity, its value remains the same. The following are the criticisms and improvement of this theory by some scholars:

Criticisms and Improvements of the theory 

Baxter (1976) advanced the theory by introducing the issue of bankruptcy costs and their effect on the value of the indebted firm. These costs include liquidation fees, legal fees and reorganization costs, which would result from the firm going bankrupt. Hence a firm with a higher debt would incur higher bankruptcy costs than one with less debt.

 Berens and Cuny (1995) criticised the theorem proposition with corporate tax on the grounds that if firm value is an increasing function of indebtedness, due to tax deductibility of the interest payments on debt, then it implies that the more debt a firm employs the less tax it would pay, indicating that the value-maximising (optimal) capital structure should be all debt, since the tax benefits are maximised. This implication is not supported by empirical observations of firm behaviour.

Shuetrim, Lowe and Morling (1998) noted flaws in the first proposition of the theorem and stated that the cash flows of the firm are divided between debt holders, equity holders and the government, and that the capital structure of the firm that maximizes its value will be the one that minimizes the portion of cash flows that go to the government in the form of taxes. 

2.2.2 The Pecking order theory

Myers and Majluf (1984) and Myers (1984) argued ‘‘the pecking theory order states that firms select their capital structure based on certain preferences’’. Internal financing been the most preferred mode of financing, which is mainly by the means of retained earnings that is from internal operations, then debt financing comes next, while equity financing being the least preferred. 

Pecking order theory of capital structure states that firms have a preferred hierarchy for financing decisions. Firms will borrow instead of issuing equity when internal cash flow is not sufficient to fund capital expenditure. The highest preference is to use internal financing before resorting to any form of external funds. Internal funds incur no flotation costs and require no additional disclosure of financial information that may lead to a possible loss of competitive advantage. If a firm must use external funds, the preference is to follow a certain order of financing sources: debt, convertible securities, preferred stock, and common stock, Myers (1984). This order reflects the motivations of the financial manager to retain control of the firm, reduce the agency costs of equity, and avoid negative market reaction to an announcement of a new equity issue. The amount of debt will reflect the firms’ cumulative need for external funds.

The theory has two key assumptions about financial managers. The first of these is the likelihood that a firm’s managers know more about the company’s current earnings and future growth opportunities than outside investors. There is a strong desire to keep such information proprietary. The use of internal funds prevents managers from having to make public disclosures about the company’s investment opportunities and potential profits to be realized from investing in them. The second assumption is that managers will act in the best interests of the company’s existing shareholders. The managers may even forgo a positive-NPV project if it would require the issue of new equity, since this would give much of the project’s value to new shareholders at the expense of the old, Myers & Majluf (1984).

However the theory has some limitations since it does not explain the influence of taxes, financial distress, security issuance costs, agency costs, or the set of investment opportunities available to a firm upon that firm’s actual capital structure. It ignores the problems that can arise when a firm’s managers accumulate so much financial slack that they become immune to market discipline. As such the theory is offered as a complement to, rather than a substitution for, the traditional trade-off model.

2.2.3 Trade off Theory

Myers (1984) suggested the trade off theory that focuses on balancing between savings that arise from tax when a debt is undertake and minimizing costs associated like agency, bankruptcy and financial distress (Oruc, 2009). After the relaxation of Modigiliani and Miller assumption on corporate tax and bankruptcy costs, firm trade of the benefit that accrue from tax and cost that may be expected if the firm under goes bankruptcy. It stems from the point that debt has a benefit and a cost at the same time.

This theory emphasizes that optimal leverages established by balancing tax savings and costs incur while issuing debt. It ought to select an optimal capital structure that will enable a firm maximize its value by reducing cost involved. Once corporate taxes were included in the first proposition of irrelevance a debt benefit create as it shields earnings from taxes. Trade off theory is classified as a tax base theory. It assumes that any source of money has some costs and returns associated with the firm’s profits and risks (Awan & Amin, 20014). Thus, firms with more tax advantages will issues more debt to finance their operations therefore balancing off benefit and cost of debt.

Bankruptcy cost is referred to the costs that a firm will incur if the firm expects to benefit. Liquidation cost is a form of bankruptcy costs that shows the reduction of value of a firm that arises from liquidating assets of the firm. According to Chen (2011) as cited by Shahar et al. (2015) distress cost which is also an example of bankruptcy cost, it refers to the costs a firm incurs if it is perceived to discontinue its operations. Awan and Amin (2014) states that ‘’ financial distress and agency cost theories assumes that higher debt bring financial distress and eventually bankrupt a firm or force it to go in to liquidation or restructuring a company’’.

The trade off theory posits that at the ideal level of debt and equity ratio, firms are expected to be able to maximize their market value by summing off the present value of benefits expected from debt financing and costs expected from debt financing.
2.3 Empirical Review

Various empirical studies have been undertaken to critically examine what relationship capital structure and performance of firms has, Just to mention few, among the available research.

A study conducted by Vincent (2013) on the effect of capital structure and value of insurance companies showed that capital structure and value of firms have a positive relationship. In this study descriptive survey was used as the research design. Stratified random method of sampling was selected to ensure that the population was well represented in the sample. Data analysis was through the use of multiple regression and correlation analysis.

Maina and Kondongo (2013), investigate the effect of capital structure on the performance of listed firms at the Nigerian Stock Exchange. Their results conclude that relationship between measures of performance and capital structure is negative. This results backed up the Modigiliani and miller theorem that suggests ‘’capital structure is relevant in determining the performance of a firm.’’

Velnampy and Niresh (2012) carried out a study to investigate the relationship between capital structure and profitability of ten listed Srilankan banks over the past 8 year period from 2002 to 2009.The data has been analyzed by using descriptive statistics and correlation analysis to find out the association between the variables. Results of the analysis show that there is a negative association between capital structure and profitability except the association between debt to equity and return on equity. Further the results suggest that 89% of total assets in the banking sector of Sri Lanka are represented by debt, confirming the fact that banks are highly geared institutions. The outcomes of the study may guide banks, loan-creditors and policy planners to formulate better policy decisions as far as the capital structure is concerned.

Obonyo (2017) sought to analyze the impact that capital structure has on the financial performance of companies listed at the Nairobi Securities Exchange. The population of the study was thirty companies sampled from the agricultural, automobiles and accessories, commercial and services, construction and allied energy and petroleum & manufacturing and allied sectors of the economy. Capital structure (the independent variable) was measured by debt ratio and financial performance (the dependent variable) was measured by earnings per share, return on assets and return on equity. The study hypothesized that there was no relationship between capital structure and earnings per share. The study covered a period of five years. In this study statements of comprehensive income and financial position were analyzed and the extracted data was analyzed using eviews8 statistical software. The study concluded that there is a weak positive relationship between capital structure and financial performance of the listed companies.
Gill (2011) sought to extend Abor’s (2005) findings regarding the effect of capital structure on profitability by examining the effect of capital structure on profitability of the American service and manufacturing firms. A sample of 272 American firms listed on New York Stock Exchange for a period of 3 years from 2005 – 2007 was selected. The findings of this paper show also a positive relationship between short-term debt to total assets and profitability, long-term debt to total assets and profitability, and between total debt to total assets and profitability in the manufacturing industry.

Samuel (2012) sought to investigate the effect of capital structure on financial performance of firms. The study used multiple linear regressions analysis to analyze the data and the data were secondary quantitative data. The findings revealed that debt is negatively correlated to profitability and recommend that there is a significant negative relationship between capital structure and financial performance.

Sibindi (2015) carried out the study to investigate the factors that determines capital structures of financial firms. Secondary data were used; to analyze the data employed a variety of diagnostic techniques in order to ensure that the results estimated were reliable. The study validates the generalisation that the financing behaviour of financial firms mirrors that of non-financial firms and recommends that reduce debt financing and use equity in order to improve the financial performance of the firm.

Mihir and Bardhan (2013) conducted a study to measure and test solvency position of insurance firms. Secondary data were collected and used regressions analysis. The finding revealed that there is significant difference in the ratio of shareholders fund to asset of selected life insurance company and recommends that the life insurance company under study are depending on outsiders fund for their business which is very risky business practices so far as long term solvency is concerned.

Naser (2016) the study sought to investigate the determinants of capital structure for insurance companies. Study used multiple linear regression analysis the data gathered were secondary. The results suggest that there is a strong relationship between firm characteristics and capital structure in the insurance sector and recommends insurance companies should pay special attention to firm characteristics in determining their optimal capital structure.

Mahmud (2013) undertook a study to know the best mixture of equity and debt. Descriptive statistics, correlation, and hierarchical multiple regression analyzes were carried out to test the hypotheses developed in the study. The study specifically found that short-term debt (STD) has no significance positive effect on return on equity (ROE) while Long-term debt (LTD) has positive relation and significant effect on ROE and recommends that firms should consider the mixture of equity and debt since they are major determinants of corporate performance.

Oladele (2013) the study sought to determine the overall impact of capital structure on corporate performance of Nigerian quoted firms by establishing the relationship that exists between the capital structure Choices of firms in Nigeria and their return on assets return on equity. Multiple regressions were used as a tool of data analysis. The result of the findings revealed that, capital structure has no significant effect on return on equity but has significant effect on return of assets, earnings per share and sales growth of listed manufacturing firms in Nigeria and recommended that management of Nigerian quoted manufacturing firms should work very hard to optimize the capital structure of their quoted firms in order to increase the returns on equity, assets and earnings Per share.

Hamid (2015) the study was conducted in Pakistan to explore the relationship between capital structure and financial performance of firms specifically with respect to shariah complaint and non shariah complaint companies. Secondary data were collected and multiple linear regression and correlation were used as statistical tools to run the model. The findings concluded that Pakistan Shariah and non shariah companies have different patterns of capital structure and recommends that capital structure affect the performance of firm in case of non-shariah but do not significantly affect performance of shariah complaint.

Serrasqueiro and Marcia (2015) conducted a study to analyze the company capital structure. In the study the result of Portuguese companies is examined which shows a negative and statistically significant relationship between the profitability of listed Portuguese companies and their level of debt. The results of the study further show that there is great influence of tangibility of assets, size and profitability on the structure of Portuguese companies. Findings of the study suggest that most firms rely on internal source of financing or bank debt to fulfil their financing needs in less developed capital markets.

Tran (2017) sought to determine the relationship between capital structure and banks’ performance in Thailand. We utilize the quarterly data set containing firm specific characteristics and profitability from 1997 to 2016. By employing the random effect model and robustness check to tackle the endogeneity problem, the result proves that capital structure is significant and negatively correlated with profitability which implies that pecking order theory is valid in data set used. Moreover, credit risk and liquidity risk significantly decrease the financial performance. Based on the result and the theoretical background, this paper would like to suggest that governments and banks should focus on controlling the credit process to reduce the non-performing loans. Moreover, they should pay attention to the fund allocation to avoid the shortage of funding which may be costly to banks. Also, while improving banks’ financial performance, banks’ managers should be aware of over utilizing debt which reduces banks' profitability.

Mauwa and Namusongea (2011) assess the effect of capital structure on financial performance of firms listed on the Rwanda Stock Exchange. Both primary and secondary data were used in the study and data was analyzed using descriptive statistics, correlation analysis and regression analysis using SPSS version 20. The study findings indicated that capital structure is negatively associated with ROA and the study recommends that firms listed at the RSE should improve their capital structure and implement strategies that lead to a reduction in liquidity ratio as it leads to improved financial performance.

Iavorskyi (2010) investigate the relationship between the capital structure and firm performance. Regression analyses were used. The result found that relationship between the leverage and firm performance is actually negative and the Conclusions seem to be robust to various performance measures and subsamples, as well as to alternative estimation methods.

Nhung and Lien (2015) sought to investigate the determinants of capital structure for the listed real estate firms on Ho Chi Minh stock exchange in Vietnam. Regression analyses were used. The study shows that firm’s size, liquidity ratio and quick ratio have duplicated effect on capital structure, it make firms’ debt increase in the long-term and reduce in the short-term and the finding suggests to firms’ managers and investors about the harm of this variable in defining capital structure.

Salim and Yadav (2011) the study sought to investigate the relationship between capital structure and firm performance. Secondary data collected and regression analyses were used. The results indicate that firm performance, which is measured by return on asset (ROA) , return on Equity( ROE) and earnings per share (EPS) have negative relationship with short term debt (STD) ,long term debt (LTD),total debt (TD), as independent variable and recommends that there are significantly positive relationship between short term debt (STD) and long term debt (LTD).

CHAPTER THREE

RESEARCH METHODOLOGY
RESEARCH DESIGN

The nature of problem and objective of any study usually determine the type of research design to be adopted by a researcher. Though, various types of research design exist which includes experimental design, historical design, survey design, case study design, ex-post design, correlation design among others. This study utilized the correlation design as it attempts to correlate the effect of leverage on the performance of quoted Insurance companies in Nigeria using the three widely used proxies (i.e Return on Equity, Return on Assets, and Return on Investment) for measuring firm performance. It thus, attempts to establish the underlying facts about their relationship with capital structure.

SOURCES AND METHOD OF DATA COLLECTION

There are basically two sources of data collection i.e both primary and secondary sources of data collection. For the purpose of this study, only secondary method of data collection was utilized i.e textbooks, annual reports, Journals, other published materials, Nigerian Stock Exchange fact books and the annual financial statements of the sampled firms for the periods 2000 to 2009 bearing the flow of financial activities in the sector before the economic meltdown.

POPULATION AND SAMPLING TECHNIQUE

The population of this study consists of all Nigerian insurance companies that enjoy first-tier listing on the Nigerian Stock Exchange (NSE). As at December 28, 2009, a total of one hundred and eight insurance companies enjoy first tier listing on the Nigerian Stock Exchange. However, these one hundred and eight (108) firms form our population.

3.4 SAMPLE SELECTION

There are many types of sampling methods. These include among others random sampling, stratified sampling, systematic sampling, multi-stage sampling, cluster sampling and quota sampling. For the purpose of this study, stratified sampling technique is used considering the sectorial grouping of firms in the stock market. A stratified sampling method extends the ideas of simple random sample to ensure that a heterogeneous population has its defined strata taken account of in the sample. One advantage of this method is that the sample itself is free from bias. The selection of strata is subjective and it increases cost due to the extra time and labour necessary for the organization and implementation of the sample.

Slovin’s sampling technique formula is used in determining sample size of this study as adopted by Ariola et al (2006).

Slovin's formula is written as: n = N / (1 + Ne^2)

Where n = Number of samples

N = Total population e = Error tolerance

Hence: n =
108
1 + 108 (0.15)2
N = 31

To select sample size from each strata from the population size, we now determine our sample size through the use of proportional sampling techniques. As at the time of conducting this study, there were 108 quoted insurance companies.

Finally, our eventual sample size of this study will be 28 insurance companies as against the 31 obtained earlier on. It is pertinent to state that all computation was done on approximate to the nearest whole number. 28 out of 108 insurance companies were selected as our sample representative. This was done using random sampling techniques.

TECHNIQUE OF DATA ANALYSIS

The nature of the data collected determines the type of tool to be adopted for analysis. For the purpose of this study simple regression technique was used as a tool of analysis. This is for the reason that the study determines the effect of capital structure represented by leverage which is the independent variable on the firm’s performance represented by ROE, ROA and ROI of quoted insurance companies in Nigeria. Thus, the study has one independent variable and three dependent variables.

MODELS SPECIFICATION

Objective One:  Capital Structure and Return on Asset
ROA= f (CAP)
ROA= f (DR, DER)
ROAit= α0 + α1DEit +α2DERit + µ
Where:
ROA= Return on asset
DR= Debt ratio
DER= Debt-to-equity ratio
i= Cross-section of firm; t=time
Objective Two:  Capital Structure and Return on Equity
ROE= f (CAP)
ROE= f (DR, DER)
ROEit= α0 + α1DEit +α2DERit + µ
Where:
ROE= Return on equity
DR= Debt ratio
DER= Debt-to-equity ratio
i= Cross-section of firm; t=time
Objective Three:  Capital Structure and Net profit margin
NPM= f (CAP)
NPM= f (DR, DER)
NPMit= α0 + α1DEit +α2DERit + µ
Where:
NPM= Net profit margin
DR= Debt ratio
DER= Debt-to-equity ratio
DECISION RULE

When the calculated significance value is less than 5% level of significance we reject the null hypothesis that Leverage has no significant effect on the Performance of Quoted Insurance companies in Nigeria and when the calculated significance value is more than 5% level of significance, we accept the alternate hypothesis that leverage has a significant effect on the performance of Quoted Insurance companies in Nigeria

JUSTIFICATION OF THE TECHNIQUE USED IN THIS STUDY

Stratified sampling technique was the method used in this study supplemented by proportional representative. The rationale for the choice of this sampling method is that the population of this study is segmented by classification in the Stock Market. We adopted the simple regression technique in analyzing our data consideration the correlation between the dependent and independent variables.

CHAPTER FOUR

DATA PRESENTATION AND ANALYSIS

4.1
INTRODUCTION

This chapter presents the results of the data analysis and the findings from the study in relation to the research objectives and in consistence with the literature reviewed in chapter two. The analysis is based on secondary data obtained from reports of listed insurance firms in Nigerian Stock Exchange. The data was collected for the financial periods of 2011, 2012, 2013, 2014, 2015 and 2017. The relationship between the variables was ascertained by multiple regression analysis. 

4.2 Descriptive Statistics
4.2.1 Debt Ratio

Table 4.1 Debt Ratio

	Insurance Firms
	2011
	2012
	2013
	2014
	2015
	2016

	FBN Insurance Limited
	0.2834
	0.2564
	0.1958
	0.3058
	0.3695
	0.3793

	African Alliance Insurance plc
	0.3064
	0.0911
	0.8798
	0.7227
	0.8584
	0.8984

	AIICO Insurance plc
	0.3086
	0.1454
	0.1442
	0.1767
	0.1243
	0.2243

	Axamansard Insurance plc
	0.1467
	0.1011
	0.0954
	0.1513
	0.1318
	0.3318

	Consolidated Hallmark Insurance plc
	0.0552
	0.0506
	0.1291
	0.0446
	0.0882
	0.1882

	Continental Reinsurance plc
	0.1121
	0.0485
	0.1363
	0.1611
	0.1871
	0.2871

	Cornerstone Insurance plc
	0.1331
	0.1572
	0.0527
	0.2274
	0.4122
	0.5122

	Goldlink Insurance plc
	0.0199
	0.1356
	0.0824
	0.2355
	0.1121
	0.2121

	Guinea Insurance plc
	0.0142
	0.0141
	0.0139
	0.0137
	0.0737
	0.1737

	Lasaco Assurance plc
	0.0468
	0.0694
	0.0431
	0.1202
	0.0815
	0.1825

	Linkage Assurance plc
	0.0269
	0.0208
	0.0314
	0.0329
	0.1449
	0.3419

	Mutual Benefits Assurance plc
	0.1739
	0.4043
	0.1052
	0.2722
	0.1107
	0.2107

	NEM  Insurance plc
	0.0841
	0.2601
	0.1151
	0.2456
	0.2851
	0.2831

	NIGER Insurance plc
	0.0761
	0.0678
	0.0691
	0.0061
	0.1336
	0.2326

	Prestige Assurance plc
	0.0202
	0.0036
	0.0235
	0.0356
	0.0708
	0.0718

	Regency Alliance Assurance plc
	0.0393
	0.0419
	0.0351
	0.2571
	0.2459
	0.2449

	Sovereign Trust Insurance plc
	0.0995
	0.0786
	0.1111
	0.0045
	0.0288
	0.1278

	Standard Alliance Insurance plc
	0.1843
	0.6088
	0.2111
	0.3068
	0.0116
	0.0116

	Universal Insurance plc
	0.0371
	0.0207
	0.0367
	0.0081
	0.0227
	0.1227

	Wapic Insurance plc
	0.0146
	0.0166
	0.0867
	0.0353
	0.0852
	0.2252

	Great Nigeria Insurance plc
	0.1687
	0.0008
	0.0915
	0.0875
	0.0695
	0.1395

	Custodian and Allied plc
	0.1073
	0.1964
	0.2179
	0.1737
	0.2197
	0.1198

	Law Union and Rock Insurance plc
	0.0146
	0.0166
	0.0867
	0.0353
	0.0852
	0.0852

	Unity Kapital Assurance plc
	0.0293
	0.0153
	0.0412
	0.0035
	0.1092
	0.1092

	Equity Assurance plc
	0.1311
	0.0534
	0.1163
	0.4712
	0.0014
	0.0014

	Union Assurance Plc
	0.1545
	0.1418
	0.6772
	0.3395
	0.6172
	0.6172

	Leadway Assurance plc
	0.1962
	0.1663
	0.4376
	0.2405
	0.2941
	0.2941

	Royal Exchange plc
	0.0403
	0.0175
	0.0199
	0.0599
	0.0694
	0.0694

	Max
	0.3086
	0.6088
	0.8798
	0.7227
	0.8584
	0.8584

	Min
	0.0142
	0.0008
	0.0139
	0.0035
	0.0014
	0.0014

	Mean
	0.1081
	0.1143
	0.1531
	0.1705
	0.1801
	0.1801

	STDEV
	0.0889
	0.1358
	0.1982
	0.1657
	0.1911
	0.1911


Source: extracted from financial annual report.

The data findings presented in table 4.1 above were arrived at by expressing the total liabilities (both long term and short term) as a proportion of the total funding. According to the table findings, year 2017 had the highest mean of 0.1801 or 18% and a standard deviation of 0.1911while 2013 had the lowest mean of 0.1081 or 10.81% and a STDEV of 0.0889. This shows that in the year 2017, 18% of the total firm assets were financed by debts. A ratio of less than one implies that most of the firm’s assets are financed through equity, while a ratio greater than one shows that most of the firm’s assets are financed through debt. This attests to the fact that Nigerian firms largely depend on debt for financing their operations due to the difficulty generating the finance from within companies. However, the minimum value of total debt ratio in the same year (2017) was 0.0014 revealing that in some companies some of the assets were financed through equity.

4.2.2 Debt-Equity Ratio

Table 4.2 Debt-Equity Ratio
	Insurance Firms
	2011
	2012
	2013
	2014
	2015
	2016

	FBN Insurance Limited
	0.3226
	0.7868
	0.3875
	0.7818
	0.8423
	0.9114

	African Alliance Insurance plc
	0.2102
	0.5054
	0.5408
	0.6252
	0.8361
	0.6952

	AIICO Insurance plc
	0.6234
	0.9021
	0.9061
	0.6329
	0.7341
	0.7329

	Axamansard Insurance plc
	0.1826
	0.3741
	0.4961
	0.5037
	0.5233
	0.5439

	Consolidated Hallmark Insurance plc
	0.6889
	0.5946
	0.6467
	0.6928
	0.3281
	0.6978

	Continental Reinsurance plc
	0.7701
	0.8261
	0.8662
	0.2676
	0.9608
	0.2676

	Cornerstone Insurance plc
	0.1489
	0.8261
	0.7667
	0.1472
	0.3162
	0.1472

	Goldlink Insurance plc
	0.3641
	0.3758
	0.3869
	0.3012
	0.1819
	0.3012

	Guinea Insurance plc
	0.4126
	0.5759
	0.4193
	0.3717
	0.2926
	0.4117

	Lasaco Assurance plc
	0.1642
	0.2147
	0.3594
	0.5975
	0.5736
	0.5475

	Linkage Assurance plc
	0.1542
	0.1532
	0.1951
	0.2297
	0.1681
	0.3297

	Mutual Benefits Assurance plc
	0.2573
	0.1609
	0.2651
	0.4743
	0.3736
	0.4743

	NEM  Insurance plc
	0.0826
	0.9092
	0.3879
	0.9581
	0.8037
	1.2581

	NIGER Insurance plc
	0.4835
	0.5568
	0.6763
	0.5968
	0.4991
	0.5968

	Prestige Assurance plc
	0.6077
	0.6585
	0.7845
	0.5557
	0.5683
	0.6251

	Regency Alliance Assurance plc
	0.5573
	0.5759
	0.5716
	0.5362
	0.6272
	0.5362

	Sovereign Trust Insurance plc
	0.3831
	0.3719
	0.8436
	0.8167
	0.9769
	0.8167

	Standard Alliance Insurance plc
	0.8396
	0.3207
	0.4926
	0.5712
	0.8067
	0.6012

	Universal Insurance plc
	0.1996
	0.3795
	0.1995
	0.2984
	0.3267
	0.3854

	Wapic Insurance plc
	0.5729
	0.5533
	0.5836
	0.5635
	0.5928
	0.6835

	Great Nigeria Insurance plc
	0.5752
	0.8096
	0.8037
	0.8472
	0.7145
	0.9172

	Custodian and Allied plc
	0.0586
	0.0696
	0.0866
	0.0898
	0.0933
	0.0898

	Law Union and Rock Insurance plc
	0.5729
	0.5533
	0.5836
	0.5635
	0.5928
	0.5635

	Unity Kapital Assurance plc
	0.1639
	0.1469
	0.1785
	0.1714
	0.2968
	0.1714

	Equity Assurance plc
	0.3691
	0.8721
	0.9241
	0.8985
	0.5357
	0.8985

	Union Assurance Plc
	0.5585
	0.6361
	0.8232
	0.5908
	0.9731
	0.5908

	Leadway Assurance plc
	0.7075
	0.8818
	0.9731
	0.5811
	0.5031
	0.5811

	Royal Exchange plc
	0.5952
	0.2911
	0.4027
	0.3811
	0.4982
	0.4811

	Max
	0.8396
	0.9092
	0.9731
	0.9581
	0.9769
	0.9581

	Min
	0.0586
	0.0696
	0.0866
	0.0898
	0.0933
	0.1898

	Mean
	0.4152
	0.5315
	0.5610
	0.5231
	0.5549
	0.5231

	STDEV
	0.2264
	0.2592
	0.2571
	0.2289
	0.2518
	0.2289


Source: extracted from financial annual report.

The ratios above indicate what proportion of equity and debt the company is using to finance its assets. A high debt/equity ratio implies that a firm has a higher portion of debt and generally such firms are thought to be more risky because they have more liabilities and less equity. Analysis of the table shows that the year 2015 had the highest mean of 0.5610 while the year 2013 had the lowest mean of 0.4152. The findings show that in 2015 when the debt equity ratio was high, every #1 of equity was matched by 0.5610 of debt. Likewise in the year 2013 a slight drop was noted in that every #1 of equity was matched by 0.4152 of debt. The analysis further supports the view that debt is a key component in financing operations of Nigerian insurance firms.

Table 4.3 Aggregate Values of Dependent and Independent Variables

	YEARS
	INDEP/VARIABLE (X)

Capital structure(M) N
	DEPENDENT VARIABLES

	
	
	ROA(M) N Y1
	ROE(M) N Y2
	NPM(M) N Y3

	2011
	0.20
	0.70
	0.45
	0.33

	2012
	0.05
	0.45
	0.20
	0.40

	2013
	0.01
	0.40
	0.36
	0.40

	2014
	0.23
	0.35
	0.40
	0.43

	2015
	0.03
	0.25
	0.36
	0.22

	2016
	0.04
	0.40
	0.30
	0.35


Source: NSE fact Book 2016

CAP= Capital structure,  ROA = Return on Asset, ROE = Return on Equity NPM= Net Profit Margin
4.1.2 Determinants effect of Capital Structure on the profitability  of Nigerian Quoted insurance companies.
The study uses three dependent variables for determining the aggregate effect of  Capital Structure on the profitability of Nigerian quoted insurance companies. These three explanatory variables are return on assets, return on equity, and net profit margin. The study hypothesizes significant effect between explanatory variables and capital structure in Naira.

The regression results are presented in Table 4.2 below. The full results are contained in Appendix D.

Table 4.4: Determinants of effect of Capital Structure on the profitability of Nigerian quoted insurance companies

	Sample Statistics
	Dependent Variables

	
	Y1
	Y2
	Y2

	Mean
	0.4080
	0.3380
	0.3460

	Standard Dev.
	0.1029
	0.0905
	0.0853

	Minimum
	0.0859
	0.0596
	0.0712

	Maximum
	0.1216
	0.1425
	0.1274

	R
	0.77
	0.63
	0.52

	R2
	0.67
	0.53
	0.63

	F- values
	23.131
	34.018
	44.541

	Significant
	0.006*
	0.003*
	0.001*

	Durbin-Watson
	2.694
	2.753
	2.631


Source: SPSS Printout of Simple Regression computed from table 4.4 above.

TEST OF HYPOTHESES

H01: Capital structure has no significant impact on return on asset of quoted insurance companies in Nigeria.
4.3 Effect
of capital  structure on the
return on assets  of Nigerian Quoted insurance companies.

A null hypothesis that capital structure has no significant effect on the return on assets of Nigerian quoted insurance companies was formulated to ascertain whether  has effect on return on assets of Nigerian quoted insurance companies or not. The hypothesis is tested and the regression result in table 4.4 reveals a positive correlation of 63% percent between capital structure and return on assets. The correlation coefficient, r =0.63 is positive and significant showing that between pair of capital structure  and return on assets there is significant relationship. Also, it corroborates the result of the regression model that capital structure  is playing a significant role in measuring return on assets and the positive nature of  the correlation coefficient explains the model in the regression y2 = ∂+ β CAP .The result of the model reveals that for every N 1 naira increase in capital structure  brings about N34.018k increase in return on assets. While the coefficient of determination (R2) shows that capital structure occupies 56% in determining the value of return on assets and other contributors covered the remaining 44%.

However, the calculated significant value of return on assets 0.003 is less than 5% level of significant (P < 0.05). This therefore produced the evidence of rejecting the null hypothesis two of the study that capital structure has no significant effect on return on assets of Nigerian quoted insurance companies.

H02: Capital structure has no significant impact on return on equity of quoted insurance companies in Nigeria.
Effect of  capital structure on Return on equity of Nigerian Quoted insurance companies.
A null hypothesis that capital structure has no significant effect on the return on equity of Nigerian quoted insurance companies was formulated to ascertain whether capital structure has effect on return on equity of Nigerian quoted insurance companies or not. The hypothesis is tested and the regression result in table 4.4 reveals a positive correlation of 77% percent between capital structure and return on equity. The correlation coefficient, r = 0.77 is positive and significant showing that between pair of  capital structure and return on equity there is significant relationship. Also, it corroborates the result of the regression model that Leverage is playing a significant role in measuring return on equity and the positive nature of the correlation coefficient explains the model in the regression y1 = ∂

+ β CAP.The result of the model reveals that for every N 1 naira increase  the capital structure.
brings about N23.131k increase in return on equity. While the coefficient of determination (R2) shows that Leverage occupies 67% in determining the value of return on equity and other contributors covered the remaining 33%.

In addition, F-values in the regression results  indicate that return on investment has the highest value of 44.541 compared to those of return on equity and return on assets. This shows that capital structure has greatest effect on the return on investment than return on equity and return on assets. This can also be confirmed by lowest mean and standard deviation values. The average value for return on equity in the table is 0.4080 which is higher than that of return on assets (0.3380) and return on investment (0.3460). This implies that return on equity receives the lowest effect among the other dependent variables. In addition, the variable with smaller standard deviation believed to have a greater effect from Leverage, Esan and Okafor (1995). While, return on investment happened to have the lowest standard deviation of 0.0853.

However, the calculated significant value of return on equity 0.006 is less than 5% level of significant (P < 0.05). This therefore produced the evidence of rejecting the null hypothesis one of the study that capital structure has no significant effect on return on equity of Nigerian quoted insurance companies.

H03: Capital structure has no significant impact on net profit margin of quoted insurance companies in Nigeria.
Effect of  Capital Structure on the Net Profit Margin of Nigerian Quoted insurance companies.

A null hypothesis that capital structure has no significant effect on  net profit margin of Nigerian quoted insurance companies was formulated to ascertain  whether capital structure has effect on net profit margin of Nigerian quoted insurance companies or not. The hypothesis is tested and the regression result in table 4.4 reveals a positive correlation of 52% percent between capital structure and  net profit margin. The correlation coefficient, r = 0.52 is positive and significant showing that between pair of capital structure and  net profit margin. there is significant relationship. Also, it  corroborates the result of the regression model that capital structure is playing a significant role in measuring net profit margin and the positive nature of the correlation coefficient explains the model in the regression y3 = ∂ + β CAP .The result of the model reveals that for every N 1 naira increase in capital structure brings about N44.541k increase in return on investment. While the coefficient of determination (R2) shows that capital structure occupies 63% in determining the value of  net profit margin and other contributors covered the remaining 37%.

However, the calculated significant value of return on investment 0.001 is less than 5% level of significant (P < 0.05). This therefore produced the evidence of rejecting the null hypothesis three of the study that capital structure has no significant effect on  net profit margin of Nigerian quoted insurance companies.

Discussion of Findings
Quoted insurance companies with good  capital structure to reduce cost of capital and increase their turnover which ultimately improves their performance. The study rejected the null hypotheses that capital structure in Nigerian quoted insurance companies have no significant effect on the three explained variables:  return on assets, return on equity, and net profit margin.. The results reveal a positive relationship of 77%, 63% and 52% between the value of  capital structure and  return on assets, return on equity, and net profit margin. of Nigerian quoted insurance companies respectively. The study shows that for every N 1 naira increase as a result of  capital structure, the volume of return on assets by N34 return on equity increases by N23, and  profit margin  by N45 in Nigerian Quoted insurance companies.

The result implies that the more quoted insurance companies mix their equity and debt properly, the more return to be generated on equity, assets and investments. The study reveals that the performance indicators of the sampled quoted insurance companies can be explained by the influence of  capital structure. In addition, Nigerian quoted insurance companies performed remarkably well within the period of the study. Leverage has significant effect on their performance.

The regression shows that firms that issued more common and preferred equity are the same firms that increased their structure ratios. More importantly, the correlation between issuing activity and leverage changes is so modest that the two are almost orthogonal. Consequently, the empirical literature on (equity) issuing activity and capital structure should be seen as distinct. A variable that explains equity-issuing activity does not necessarily explain capital structure changes, and vice versa. Measuring firm performance has been a major challenge for scholars and practitioners as well. 
Profitability is a multidimensional construct (cf. Chakravathy, 1986), thus any single index may not be able to provide a comprehensive understanding of the performance relationship relative to the constructs of interests. Therefore it is important to look at multiple indicators. At the same time it is important to understand stable relations over time. Thus, instead of using a short-term indicator of performance it is desirable to study how our variables of interest will influence performance over a period of time. Given these considerations, we selected return on assets (ROA), net profit margin (NPM) as the profitability measures, and averaged the data over a 5-year time period from 2011 to 2016. ROA is operationalized as income before extraordinary items, divided by total assets (which includes: current assets, net property, plant and equipment, and other noncurrent assets as identified by the firms). NPM is operationalized as income before extraordinary items, divided by total invested capital (which includes total long-term debt, preferred stock, minority interest, and total common equity).

The exclusion of the return on equity measure (ROE) is as important as the inclusion of ROA and NPM. While many argue that maximizing return on equity is an important performance criterion, we must point out that the ROE ignores the impact of other forms of resource investment.

Further, the ROE measure would be confounded with our basic theoretical question of the performance impact of the capital structure decision in as much as a high ROE could indicate an overly leveraged firm, and low ROE could indicate a conservatively financed firm. We therefore concluded that ROA and NPM were return measures that captured a firm’s contribution to the overall investment of resources and therefore were more appropriate measures of performance for this study.

CHAPTER FIVE

SUMMARY, CONCLUSIONS AND RECOMMENDATION

SUMMARY

The study examined the impact of capital structure on the profitability of selected quoted insurance companies in Nigeria between 2011 and 2016. Other objectives of the study includes to to find out the effect of capital structure on thre major variable of profitability which is Return on Asset. Return on Equity and Net Profit Margin. The data were obtained from the published financial reports of selected firms. The panel data analysis was employed in the study.
CONCLUSIONS

The findings showed that: Total debt ratio (β= 0.07; p>0.05) and debt-to-equity ratio (β= 0.01; p>0.05) had insignificant positive impact on return on asset of selected quoted insurance firms in Nigeria; The combined effect of total debt ratio and debt-to-equity ratio is statistically insignificant on return on asset of selected quoted insurance firms in Nigeria (F=2.65; p>0.05); Total debt ratio (β= 0.14; p>0.05) and debt-to-equity ratio (β= 0.08; p>0.05) had insignificant positive impact on return on equity of selected quoted insurance firms in Nigeria; The combined effect of total debt ratio and debt-to-equity ratio is statistically insignificant on return on equity of selected quoted insurance firms in Nigeria (F= 1.95; p>0.05); Total debt ratio (β=0.08; p>0.05) had insignificant positive impact on net profit margin while debt to equity ratio (β=0.04; p<0.05) had significant positive impact on the net profit margin of selected quoted insurance firms in Nigeria;The combined effect of total debt ratio and debt-to-equity ratio is statistically insignificant on net profit margin of selected quoted insurance firms in Nigeria (F= 3.55; p<0.05).
 The study concludes that capital structure in the form of debt financing and equity financing contributes to the profitability of selected quoted insurance firms in Nigeria, but its influence on profitability is negligible.
RECOMMENDATIONS

In line with the findings of this study, which reveal that Leverage has significant effect on the performance of Nigerian quoted insurance companies and the conclusions drawn by the study, the following recommendations are offered:

Insurance companies should introduce more debt, especially long-term debt, into their capital structure mix as this will have an automatic effect of reducing the overall cost of capital as a result of its tax advantage that accrue to the organization when this decision is taken, and this often could lead to enhanced profitability of the organizations.

The management of Nigerian quoted insurance companies should work very hard to optimize the capital structure of their quoted insurance companies in order to increase the returns on equity, assets and investment. They can do that through ensuring that their capital structure is optimal.

The Management of Nigerian quoted insurance companies should increase their commitments into capital structure in order to improve earnings from their business transaction.

The Management of Nigerian quoted insurance companies must caution against the apparent benefits of greater capital structure simply as a device for controlling managerial opportunistic behavior. First, debt and equity represent different constituencies with their own competing, and often mutually exclusive, goals. Second, as the level of debt increases, the capital structure can change from one of internal control to one of external control.

Investors and stakeholders of quoted Insurance companies in Nigeria should also consider the capital structure of any firm before committing their hard earned money as the strength of a firm financing mix determine the quantum of their returns.
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