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ABSTRACT

Corporate managers often grapple with the challenge of determining the optimal blend of stock and debt in their capital structure to effectively enhance returns and maximise the value of their organisation. This study seeks to evaluate the impact of capital structure on the financial performance of industrial companies listed in Nigeria. The population for this study comprises all manufacturing firms listed on the Nigeria Stock Exchange. However, due to time constraints, this research focuses solely on one manufacturing company from the aforementioned firms. The accounting reports of this company, specifically those as of December 31st, serve as the sample for analysis. The study employed secondary data sourced from the yearly financial report of the selected firm spanning the years 2008 to 2023. This data was collected from the official website of the Nigeria Stock Exchange. The research design employed in this study was ex-post facto, which aimed to investigate the association between independent and dependent variables, while also accounting for the influence of other variables. The study employed descriptive statistics and hierarchical multiple regression analysis to examine the formulated hypothesis. The study revealed a statistically significant and favourable correlation between a firm's capital structure and its corporate financial performance. The study suggests that it is advisable to issue stock and debt at an optimal level. This is because when the amount of debt increases, there is a potential shift in the capital structure from internal control to external control. It is imperative for organisations to take into account the combination of stock and debt, as these factors have a significant role in shaping corporate performance. The study also suggests that there is a strong positive correlation between the debt equity ratio and returns on assets. Additionally, it finds a significant relationship between capital employed and returns on investment in Nigerian manufacturing firms. The key concepts explored in this study include capital structure, firm performance, return on equity, return on debt, and capital employed.

CHAPTER ONE

INTRODUCTION

BACKGROUND TO STUDY

A firm's leverage 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. Debt and equity are the two major classes of liabilities, with debt holders and equity holders representing the two types of investors in the firm. Each of these is associated with different levels of risk, benefits, and control. While debt holders exert lower control, they earn a fixed rate of return and are protected by contractual obligations with respect to their investment. Equity holders are the residual claimants, bearing most of the risk, and, correspondingly, have greater control over decisions. Questions related to the choice of an appropriate financing means (debt versus equity) have increasingly gained importance in management research. Traditionally examined in the discipline of finance, these issues have gained relevance in the past few years, with researchers examining linkages to strategy and strategic outcomes.

The financial management functions of a firm - including its capital structure decision - deals with the management of the sources and uses of finances. Firms enter into transactions with suppliers of finance (be they debt holders or equity holders) when raising capital for assets. The right to partake of the cash flows generated from the assets lies with these suppliers. The debt-to-equity ratio of a firm determines how these cash flows will be shared between debt holders and equity holders. In other words, if firms are set up to maximize equity holder's wealth, then the proportion of cash flows disbursed to debt holders becomes important. The different types of financing, however, are also associated with different levels of costs. An examination of the net benefit of a firm's assets should incorporate these cost differences along with the value of such assets.

Theory of capital structure is an important theory in finance. It addresses sources of finance available to business organizations wishing to raise funds to finance their operations. These include equity sales, retained earnings, bonds, bank loans, accounts payable and line of credit (McMenamin, 2009 and Ross, et al 2012) and possibly few other interest bearing debts. The capital structure theory originated from the famous work of Modigliani and Miller (M&M) (2008). They argued that, under certain conditions, the choice between debt and equity does not affect a firm value and hence, the capital structure decision is irrelevant, but in a world with tax-deductible interest payment, firm value and capital structure are positively related. M&M (2008) pointed out the direction that capital structure must take by showing under what conditions the capital structure is irrelevant. Titman (2011) lists some fundamental conditions that make the M&M proposition hold as: no (distortionary) taxes, no transaction cost, no bankruptcy cost, Perfect contracting assumptions and complete and perfect market assumption. The M&M publication became a subject of considerable debate both theoretically and empirical research. Some academicians received Modigliani and Miller work as been controversial and state that, in real world situation, the main assumptions never hold and hence, 'capital structure irrelevance' is nothing but a fiction. Moreover, they stated that in a 'non-perfect' world, there are factors influencing capital structure decision of a firm.

The agency cost theory is premised on the idea that the interests of the company's managers and its shareholders are not perfectly aligned. In their seminal paper Jensen and Meckling (2006) emphasized the importance of the agency costs of equity in corporate finance arising from the separation of ownership and control of firms whereby managers tend to maximize their own utility rather than the value of the firm. Agency costs can also exist from conflicts between debt and equity investors. These conflicts arise when there is a risk of default. The risk of default may create what Myers (2007) referred to as an "underinvestment" or "debt overhang" problem. In this case, debt will have a negative effect on the value of the firm. But firm performance may also affect the choice of capital structure. Berger and Bonaccorsi di Patti (2006) stipulate that more efficient firms are more likely to earn a higher return for a given capital structure, and that higher returns can act as a buffer against portfolio risk so that more efficient firms are in a better position to substitute equity for debt in their capital structure. Since the publication of M&M's irrelevance propositions raise the issues on the contrary to norms in respect of the capital structure, hundreds of Scholars have contributed in the discussion to establish whether their theory is obtainable, thereby resolving basic financing decision problems regarding optimal capital structure for individual firm, the effect of an appropriate financing means or mix on firm performance and what condition is the choice of capital structure relevant once one or more of the key conditions are relaxed.

Miller (2007) added personal taxes to his analysis and demonstrated that optimal debt usage occurs on a macro-level but does not exist at the firm level and that interest deductibility at firm level is offset at the investor level. Other researchers have added imperfections such as bankruptcy cost, agency costs and gains from leverage-induced tax shields to M&M analysis and have maintained that an optimal capital structure may exist but yet, this academic literature has not been very helpful to provide clear guidance on practical issues. Most important, with only few exceptions, most existing empirical evidence from capital structure studies to date, are based on data from developed countries with only few studies proving evidence from developing countries. Though, debt ratios in developing countries seem to be affected in the same way and by the same types of variables that are significant in developed countries. However, there are systematic differences in the way these ratios are affected by country factors, such as GDP growth rates, inflation rates, and development of capital markets.

The manufacturing sector consists of establishments that use mechanical or chemical processes to transform material or substances into new products. An establishment is usually at a single physical location and is often called a plant, factory, or mill. It ordinarily uses power-driven machines and equipment for handling materials. Its products may be final products that consumers will purchase, such as an automobile or a chair, or they may be goods for use by other manufacturers, such as parts for automobile engines or rolls of upholstery fabric. A manufacturing establishment may also assemble parts or perform blending operations. Manufacturers are in the business of producing physical units of output for consumption by end users or other manufacturers. One goal of production is to consume as few inputs as possible to produce a quality output.

Capital structure is closely linked with corporate performance (Tian and Zeitun, 2007). Corporate performance can be measured by variables which involve productivity, profitability, growth or, even, customers' satisfaction. These measures are related among each other. Financial measurement is one of the tools which indicate the financial strengths, weaknesses, opportunities and threats. Those measurements are return on investment (ROI), residual income (RI), earning per share (EPS), dividend yield, return on assets (ROA),, growth in sales, return on equity (ROE),etc (Barbosa and Louri, 2012). For the purpose of this study, performance is measured by three proxies namely; return on equity (ROE), return on assets (ROA) and return on investment (ROI).

It is however important to note that, in evaluating the performance of a firm, the personal wealth of a firm may influence the level of risk a company investor and managers may be willing to assume as well as determine the resources available to support the business. As a result of ownership and wealth incentive, it is important to investors and others to understand its effects on firm performance as they evaluate a firm because capital structure decision on financing the assets (such as personnel, machinery and buildings) of an organization by debt or by equity will leave relationship with the final result for any given period since capital structure influence the returns and risks of shareholders and this consequently affects the market value of the shares. This study attempts to reduce the gap by analyzing a capital structure question from a Nigerian business environment. 
Statement of the Problem
In reality, optimal capital structure of a firm is difficult to determine. Financial managers have difficulty in determining the optimal capital structure. A firm has to issue various securities in a countless mixture to come across particular combinations that can maximize its overall value which means optimal capital structure. In Nigeria investors and stake holders do not looks in details the effect of capital structure in measuring their firms performance as they may assume that attribution of capital structure is not related or dose not contribute to the performance of a firm, but not knowing that it plays an imperative role in the performance of any firm. Therefore there is need for more integrative research to resolve the controversies. The standard of increasing capital in Nigeria became higher hard to achieve due to the associated risk of raising capital and due to these a firm has to issue various securities in countless mixtures to come across particular combinations that can maximize it over all value. Due to this leverage has become a global issue of business financing decision and nigeria qouted nigeria manufacturing firm.The fact that effect of  capital structure on the performance of firm has been over looked by investors  and due to the encounters business loss and also researcher on these research has not been able arrive at a grounded conclusion. Which will give investors ground to see the imperative nature of capital structure on business performance. Also over the years leverage has become a global issue of business financing decision and Nigeria quated manufacturing firms are not exception. With these problems the researcher decided to carring on these research of effect of capital structure on the performance on manufacturing firms in Nigeria.
Research Objective
The main objective of this study was to analyze the effect of capital structure on performance of manufacturing companies listed in Nigerian stock exchange. The Specific Research Objectives are:

To  determine  the  relationship  between  capital  structure  and  profitability  of manufacturing companies in Nigerian 
To determine nature of the relationship between growth and profitability of core business operations of manufacturing companies in Nigerian
Research question
The Research question of this study is;

what is the nature of the   relationship  between  capital  structure  and  profitability  of manufacturing companies in Nigerian 
what is the nature of the relationship between growth and profitability of core business operations of manufacturing companies in Nigerian
 Research Hypothesis
The researcher tested the truthiness of the statement by either accept or reject the hypothesis statement at 5% significance level. There was only one hypothesis statement which was divided into null and alternative hypothesis. The null hypothesis (H0) and alternative hypothesis (H1) was as follows,
Ho: There is no significant relationship between capital structure and company profitability.

HO: There is no significant relationship between growth and profitability of core business operations of manufacturing companies in Nigerian
Significant of the Study
The results of this study will provide financial guidance to managers, business consultants and investors with the necessary techniques of combining debt and equity and being able to maximize company performance. This study will assist decision makers especially finance managers and policy planners of both public and private companies to formulate better policy decisions in respect of the mix of debt and equity capital and therefore increase shareholders value and reduce bankruptcy costs. This study will be used by investors and other people with the intention of investing to analyze the companies and see what kind of capital structure mix generates more profit for the company. This study will assist other academicians to write further studies concerning financial issues and add the knowledge to the community. Academicians who intend to write dissertations for Bachelor and Masters Degree programs provided in Nigeria and in other parts of the world may use the study results as the reference to support their studies.
This study will assist finance managers and other finance officers in public listed companies to advice on their management about the best source of finance which contribute more profitability of the company. Investors and other company stakeholders after reading this study will be in a position to know the profitability and capital structure indicators of the companies in which they would like to invest and acquire returns in terms of dividends or capital gains.
Scope of study

The study covers the Impact Of Capital Structure On The Profitability Of Manufacturing Companies using three manufacturing companies as a case study within the time frame of 2008 to 2023. The company used is Dangote Cement.
Limitation of the study

The limited time at the diposal of the researcher to conclude this research project posed as a major limitation to the researcher as it was difficult to combine school work and this research work completion within the specified period of time.
Definition of terms
Capital Structure
Capital structure is how a firm would be able to fund its future investments projects via debt, equity or mixed. Capital structure was also defined by Roshan (2009) as a mix of debt and equity capital maintained by a firm. There is a sign of stability about the meaning of capital structure if newest definition by Narayasanary (2015) is compared with the older definition by Roshan (2009) because both of them considers a mix of debt and equity capital which form a company capital structure.
Company Profitability
This is an outcome or result of company business operations. That company result is the difference between the company revenue and expenditure. Burja (2011) defined company profit or performance as the direct result of managing various economic resources and of their efficient use within operational, investment and financing activities. In this study, company profit was a dependent variable measured by Return on equity and return on asset.
Balance Sheet
Pandey (2010) defined balance sheet and income statement of a company as follows. He defined balance sheet as a statement that indicates the financial condition or the state of affairs of a business at a particular moment in time. To provide more clarification on this, balance sheet consists of information about resources (assets) and company obligations (liabilities) and owners funds (equity) at a particular point of time. Normally balance sheet prepared at a particular date reveal the firm’s financial position at that specific date.
Profit and Loss Account
Pandey (2010) defined profit and loss account as a score board of the firm’s performance during a period of time. Since the profit and loss account reflects the results of operations for a period of time, it is a flow statement. Profit and loss account represents the summary of revenues, expenses and net income or net loss of a company, and net income is the difference between company revenues and expenses at a particular financial year.
Organization of the Study
This chapter presents an introduction of the topic for this research. It highlights the problems associated to the topic which lead to the specification of the objectives of the study geared towards addressing the problems. The chapter also provided the definitions of relevant and related concepts, the scope and limitations of this research. The second chapter of this study consisted of literature review which clarified definition of key study concepts, theoretical literature of the study where theories related to the study were elaborated. In that section, empirical literature was also reviewed. Moreover, research gap and conceptual framework were part of that section. Chapter three of this study clarified about the methods of data collection, research methodology, data processing and analysis of the study. Moreover, the study talked about chapter four which talked about study findings and discussion. In that chapter, empirical results of the study were discovered and compared with previous studies and theories of capital structure. Then chapter five of this study talked about the conclusion and recommendation of the study. Finally, this study consisted of final pages which were references and appendices of company data or information used for data analysis purpose. Appendices also consisted of statistical results already analyzed by regression, correlations, and descriptive statistics with the help of STATA computer software program.

CHAPTER TWO

LITERATURE REVIEW

2.1 THEORETICAL/ CONCEPTUAL FRAMEWORK
This section defined the key concepts of the study and those concepts were capital structure and profitability of a company which were the study variables
2.1.1 Theoretical Framework

This study uses Traditional Model of Capital Structure as its theoretical framework. Under this, the value of the company is affected in the way it is financed. According to this model, change in capital structure directly affects the firm’s market Value. Optimal capital structure exists at the point where weighted average cost of capital is minimized. Under this model the value of the company and its capital structure are related

Under traditional model of capital structure, there are two main assumptions described, the first assumption is that all earnings are distributed as dividends that mean no retention by the company and the second assumption is that firm’s earnings are expected to remain constant throughout.
According to Frentzel (2013) with his study on capital structure theory since Modigliani and Miller, stated that “the traditional view of capital structure assume that there is a specific optimal gearing level that eventually minimizes the cost of capital and maximizes the value of the firm and shareholders wealth”
Conceptual Framework of the study

Ross (2003) states that a corporation can raise money (cash) from lenders or from shareholders. If it borrows, the lenders contribute the cash, and the corporation promises to pay back the debt plus a fixed rate of interest. If the shareholders put up the cash, they get no fixed return, but they hold shares of stock and therefore get a fraction of future profits and cash flow. The shareholders are equity investors, who contribute equity financing. The choice between debt and equity financing is called the capital structure decision. Capital refers to the firm’s sources of long-term financing. 

Corporations raise equity financing in two ways. First, they can issue new shares of stock. The investors who buy the new shares put up cash in exchange for a fraction of the corporation’s future cash flow and profits. Second, the corporation can take the cash flow generated by its existing assets and reinvest the cash in new assets. In this case the corporation is reinvesting on behalf of existing stockholders. No new shares are issued. 

What happens when a corporation does not reinvest all of the cash flow generated by its existing assets? It may hold the cash in reserve for future investment, or it may pay the cash back to its shareholders.  

Business is inherently risky. The financial manager needs to identify the risks and make sure they are managed properly. For example, debt has its advantages, but too much debt can land the company in bankruptcy (Brealey, Myers, & Allen, 2011) 

Financing arrangements determine how the value of the firm is sliced up. The firm can determine its capital structure. That is, the firm might initially have raised the cash to invest in its assets by issuing more debt than equity; now it can consider changing that mix by issuing more equity and using the proceeds to buy back some of its debt. Financing decisions like this can be made independently of the original investment decisions. The decisions to issue debt and equity affect how the pie is sliced (Ross, 2003).  

A number of theories have been advanced in explaining the capital structure and profitability / value of firms. The existing theories of capital structures and profitability/ firm value are explained as follows.  

2.1.3 Capital Structure Ratios
Capital structure ratios as represented by leverage ratios indicate the proportion of debt and equity in financing the firm’s assets, Pandey (2010). To judge the long term financial position of a firm, financial leverage or capital structure ratios are calculated. These ratios indicate a mix of funds provided by owners and lenders. As a general rule, there should be an appropriate mix of debt and owners equity in financing the firm’s assets. The use of debt magnifies the shareholders earnings as well as increases their risk. Creditors treat the owner’s equity as a margin of safety that is if the equity base is thin, then creditors risk will be high.
2.1.4 Debt Ratios
According to Pandey (2010) debt ratio normally used to analyze the long term solvency of a firm. The firm may be interested in knowing the proportion of the interest-bearing debt in the capital structure. Debt to equity ratio is the relationship describing the lenders contribution to the company. Chandy (2012) defined debt to equity ratio as the financing of total assets of a business concern done by owner’s equity (also known as internal equity) as well as outside debts (known as external equity). How much fund has been provided by the owners and how much by outsiders in the acquisition of total assets is a very significant factor affecting the long term solvency position of a firm. In other words, the relationship between borrowed funds and owners capital is a popular measure of the long term financial solvency of the company.
2.1.5 Factors Determining Capital Structure
Different previous studies have been indicating either negative or positive influence on firms leverage ratio. Factors like firms profitability, tangibility of assets, company growth and size are said to affect firm leverage. Profitable firms companies attracts debt financing because of their ability to settle company obligations, companies with large fraction of asset tangibility have the chance of attracting more financiers because noncurrent assets acts as collateral for loan repayment purpose.
In terms of company size, bigger firms are more diversified and the chance for them to become bankruptcy is less hence attracts more financiers. Narayanasary (2015) measured the determinants of capital structure using leverage as dependent variable against profitability, tangibility, growth, size and non debt tax shield as independent variables. Researcher used multiple regression analysis and revealed the positive impact of firm’s profitability, firm’s growth, size and non-debt tax shield on firms leverage while only tangibility of assets showed negative relationship.
2.1.6 Profitability Ratios
Chandy (2012) defined profitability ratio as a measure of the operating efficiency and performance of the company. Users of financial statements like management, shareholders, suppliers and customers are interested with performance ratios because they help them to judge the company performance. Shareholders require profitability information because help them to judge the survival of the company in which they have invested. Creditors of the company want to get interest and repayment of principal regularly. Moreover, for owners of the company a good profitability ratio assure them to acquire a huge required rate of return.
2.1.6.1 Return on Asset
This is the ratio showing the contribution of company assets on profitability of the company. The greater the ratio the greater the company performance contributed by company assets of that company.
2.1.6.2 Return on Equity
This is the contribution of shareholders fund (equity) in generation of company profit. It is a ratio of company profit to shareholders fund. The greater the ratio the greater the performance of a company generated by equity
2.2 Empirical Literature Review
Several empirical studies around the world have been conducted to measure the relationship between capital structure and company profitability. In most cases, researchers came up with mixed results; some revealed a positive relationship between the variables, others revealed the negative relationship while other researchers revealed the contradictory results between study variables. Such kind of results shows that the topic is still debatable hence it’s high time to measure such relationship in Nigeria using manufacturing companies listed in Nigerian stock exchange.
Decision on capital structure is among the challenging issues facing companies because its decision determines the performance and survival of the company. Kipesha (2014) argued that, business firms especially small ones are said to die or poorly perform due to different challenges facing managers on the financing decisions. Due to importance of capital structure decisions on firm performance, studies have conducted to measure its applicability and revealed mixed results. Researcher targeted the previous researchers, those who revealed the positive relationship, those who revealed negative relationship and those who revealed no relation.
The first group of researchers tested the relationship between capital structure and company profit proved the negative results between the variables as follows; Mireku (2014) in Ghana listed companies revealed that firms financial performance have negative relationship with financial leverage and depend more on internal source of finance thus supporting the pecking order theory. Chisti (2013) in listed companies in India discovered that Debt to equity ratio of Indian listed companies was negatively correlated to profitability ratios. This empirical evidence shows only the negative relationship between the variables without showing the other source of finance which is mostly preferred by Indian Listed companies which might prove the applicability of the capital structure theories.
Kayode (2014) in Nigeria conducted a study on the effect of capital structure on firm performance in Nigeria using the panel data of 10 companies from 2003 to 2012. Researcher used descriptive and regression technique was employed to test the relationship between performance variables of return on asset and return on equity against capital structure variables of total debt to total assets, total debt to equity. In his study results he revealed that capital structure was negatively related to firm performance. Lavorskyi (2013) in Ukraine conducted a study on the impact of firm performance in Ukraine. Researcher used regression to measure the relationship between the capital structure variable of Leverage ratio against performance variables of Return on assets, total factor productivity (TFP) and EBIT margin. After analyzing the relationship, researcher found that firm leverage was negatively affecting firm performance.
Another study was done by Tailab (2014) in America used a sample of 30 energy American firms for a period of nine years from 2005 to 2013 to test the effect of capital structure on profitability of energy American firms and found the negative relationship between debt ratios and performance variables of return on equity (ROE) and return on asset (ROA) while company size in terms of sales indicated a negative effect only on return on equity (ROE) of the energy American firms. Researcher used multiple regression method to analyze his study data where 10% of ROE and 34% were predicted by independent variables of short term debt, long term debt, total debt to equity ratios and firm size measured by company sales.
Another study Leon (2013) was about the impact of capital structure on financial performance of the listed manufacturing firms in Sri Lanka. He used a panel data of 30 listed manufacturing companies from 2008 up to 2012 to measure the relationship between the variables. The data were analyzed and hypotheses were tested using correlation and regression analysis using SPSS. The findings of his study revealed that, there is a significant negative relationship between leverage and return on equity at the same time the relationship between leverage and return on asset showed no relationship.
Nasreem (2013) also tested the relationship between firm’s capital structure and financial performance in Pakistan using a sample of 83 companies listed in Karachi stock exchange. Researcher used debt to equity ratio as a measure of capital structure while other ratios like earning per share, price earnings ratio; operating profit margin, return on asset and return on equity were used as proxies for firm performance. After analyzing data using regression model, researcher found that financial performance of a company was significantly affected by their capital structure and their relationship was negative in nature also capital structure showed a negative relation with company market value Study by Marietta (2012) in Kenya listed companies used multiple regression analytical models to measure the relationship between independent variables of institutional debt and institutional equity as capital structure variables against the dependent variables of ROA and ROE as firm performance variables and revealed that there is a negative relationship between total debt and firm performance. In terms of relationship between equity and firm performance, his study revealed that there is a significant positive correlation between return on equity (ROE) and total equity using Pearson correlation.
Moreover, empirical evidence was shown by Ratheepkanth (2011) in Sri-Lanka listed companies’ revealed negative relationship between capital structure and company profitability. The study by Kaaya (2013) about the relationship between capital structure and commercial bank performance in Nigeria concluded that the relationship between these two variables (capital structure and bank performance) was negative and their results were significant at 5% significant level.
Another study conducted by Shubita (2012), measured the relationship between capital structure and profitability of Jordan companies. The researchers used correlations and multiple regression analysis to measure the relationship between variables to reach the intended results. The researcher used ROE as performance variable against capital structure variables of Short term debt to Asset, Long term debt to asset, and total debt to asset as independent variables. The study results showed a negative relation between debt finance and profitability. Their findings implied that an increase in debt position is associated with a decrease in profitability of companies, thus the higher the debt the lower the profitability of the firm. The researcher used only one performance measure of ROE to come up with the conclusion, this study used two company performance measures of ROE and ROA to analyze their relation with capital structure indicators.
Toraman (2013) examined manufacturing companies in Turkey and discovered the negative relationship between short term debt to total assets, long term debt to total assets and Return on assets (ROA). He also discovered no significant relationship between total debt to equity ratio and ROA. Researcher used regression model to measure the relationship between capital structure and company profitability using a sample of 28 manufacturing industries.
Another study by Ntogwa (2014) with his study on the influence of capital structure on working capital and growth opportunity of a firm in Nigeria, found that the growth opportunity of listed companies in Nigeria does not depend on the capital structure but depends on the investment opportunity available in that company. Feng (2013) in Sweden listed companies used regressions and correlations models to measure such relationship and revealed the negative relationship between capital structure and corporate performance.
Badu (2012) targeted 7 listed banks in Ghana from 2000 to 2010 and tested the relationship between capital structure and banks performance. The regression result of his study indicated that capital structure is inversely related to performance of the listed banks in terms of return on equity. His study used one profitability measure of return on equity to come up with the study results, this study included return on assets as another indicator of company profitability.
Lovorskyi (2013) examined the impact of capital structure on firm performance in Ukraine using regression model and found that, firms leverage ratio had negative impact with performance indicator of return on asset (ROA) at -0.098 confidence level, leverage against earnings before interest and tax (EBIT) at -0.119 and leverage ratio against total productivity factor at -0.458. Other study by Zeitun (2007) in Jordan used a sample of 167 Jordan companies from 1989 to 2003.His study results indicated a negative relationship between firm performance indicator of return on asset with capital structure indicators of total debt to total assets, long term debt to total assets, short term debt to total assets and total debt to total equity.
Odita (2012) used regression and Pearson correlation to analyze the impact of capital structure on firm performance in Nigeria. He used performance measures of return on assets and return on equity while capital structure measures were debt ratios and controlling variables of asset turnover, firm size, age, asset tangibility and firm growth opportunity. His study results indicated a negative and significant relationship between performance measures of return on assets and return on equity against debt ratio. Alawwad (2013) in Saudi Arabia, used regression technique to measure the relationship between the variables of capital structure against variables of firm performance and found that all levels of debt ratios had inverse relationship with firm performance indicators of return on asset(ROA), return on equity(ROE) and profit margin.
The second group of researchers measured the relationship between capital structure and company profitability and revealed the positive relationship between the measurable variables of their studies. Hughes (2013) listed firms in Ghana, discovered a significant positive relationship between short term debt and profitability, negative relationship between profitability and long term debt. The overall results of the study revealed that Ghana firms listed in Ghana stock exchange depended on short term debt than long term debt. Uremagu (2012) Olalebe (2013) and Adesina (2015) in Nigerian companies, their studies revealed that profitability of Nigerian firms depends on capital structure components.
Another study was done by Abiodum (2012) on the effect of optimal capital structure on manufacturing firms performance in Nigeria, used a sample of 10 firms from 2000 to 2009. Researcher used debt ratio as capital structure variable against company performance, and found that there is a relationship between the distribution of debt ratio and corporate performance and their main conclusion was that the manufacturing industries was consistent with trade off theory. That means debt ratio has positive relation with corporate performance.
Moreover Soyebo (2014) used performance variables of return on assets (ROA) and return on equity (ROE) and capital structure ratios of debt to equity and debt to asset ratios to analyze the relationship between the variables. Correlation coefficient and regression technique used to test a panel data of 10 companies from 2000 to 2011. His study results indicated that the relationship between capital structure and return on asset is not significant across all firms and insignificant relationship was shown between return on equity and debt to asset ratio however the results showed the significant relationship between return on equity and debt to equity ratio for all firms. This justified that a highly geared firm tend to have high profitability.
Zuraidah (2012) in Malaysia, measured the relationship between the capital structure indicators of short term debt, long term debts and total debts against performance indicators of return on assets and return on equity. Researcher used panel data of 58 firms from 2005 to 2010.The results of the study indicated that only Short term debt and total debt had a significant relationship with return on assets(ROA), other capital structure variables had a significant relationship with return on equity(ROE).
Another study showing positive relationship was conducted by Priya (2013) who targeted listed trading companies in Sri-lanka, and analyzed variables using correlation method and come up with the conclusion that debt to asset ratio and debt to equity ratio of listed companies correlated with gross profit margin, net profit, ROCE and ROE at significant level of 0.05 and 0.1 their final conclusion was that, there was a positive relationship between capital structure and financial performance of listed companies in Sri-lanka. Mwangi (2014) targeted non financial companies listed in Kenya and concluded that, financial leverage had a negative effect on performance as measured by return on equity of non financial companies listed in the Nairobi stock exchange.
Jaffna (2013) analyzed the impact of capital structure on financial performance of the listed trading companies in Sri Lanka. He used companies data listed in Sri-lanka stock exchange during 2006 to 2010 and came up with the following results. He used correlation analysis and revealed that debt asset ratio and debt equity ratio and correlated with gross profit margin, net profit margin, ROCE, ROA and ROE at significant level of 0.05 and 0.1 Finally their results concluded a positive relationship between capital structure and financial performance. Another analysis was conducted by Pouraghan (2012) who measured Iran companies using Pearson correlations and estimation of multiple regressions models to test independent variables of Debt ratios and controlling variables of firm size, firm age, asset tangibility and growth opportunities against dependent variables of return on assets and return on equity. He then discovered strong negative relationship between debt ratios and performance measures. Moreover, researcher discovered a positive relationship between controlling variables and performance variables of the companies.
Other empirical studies have shown mixed results where some study variables shows negative relationship while others revealed the positive relationship. Goyal (2013) with his study on listed public sector banks in India, tested the study variables using regression analysis. The results of his study validated a strong positive dependence of short term debt to capital with all profitability measures of ROA, ROE and EPS while long term debt to capital and total debt to capital had a negative relationship with return on assets (ROA), return on equity (ROE) and Earning per share (EPS).
Mihael (2012) in listed firms in Romania, his results indicates that there was a contradictory as the delivered both in favor of the positive correlation and in favor of negative correlation between the capital structure and firm’s performance. Due to this conclusion, it was not clear whether capital structure influenced performance or not, for that case the further study on this relationship has to be conducted.
Abbasali (2012) in Tehran used Pearson correlation and multiple regression models to test the relationship between independent variables of debt ratios against dependent variables of return on asset (ROA) and return on equity (ROE). Researcher also used controlling variables of asset turnover, firm size, and asset tangibility and growth opportunity as other independent variables of the study. The results of the study indicated a negative relationship between debt ratio and financial performance. Also, results indicated a significant positive relationship between asset turnover, firm size, and asset tangibility and growth opportunity with financial performance measure.
Study by Kipesha (2014) with his study on commercial banks in Nigeria, used fixed effect regression model with the help Housman test to measure the relationship between capital structure and banks performance. His results indicated the a presence of significant negative relationship between total debt to equity and long term debt to equity with bank cost efficiency and return on equity, something which implies the presence of negative tradeoff between firm leverage and firm performance. The same study indicated a causality relationship between firm leverage and return on asset.
The other empirical studies base on capital structure have either supports or not supporting the earlier capital structure theories of Irrelevancy theory by Modigliani and Miller, Pecking order theories and trade off theories. Bundala (2012), on his study on investigating whether Nigeria Listed companies practice Pecking Order Theory, Agency cost theory or Trade off theory. His results of the study revealed that there is a little support for Pecking Order Theory that predicts significant positive slopes for growth rate, liquidity, dividend payout and asset tangibility variables and negative significant slope for profitability variable. These results show that there is a need to prove this relationship in Nigerian environment. The study by Naidu (2011) in South African companies his findings suggested that, an increase in the usage of debt by a bank has some effect of increasing the profitability of that bank but it was not the sole determinant of an increase in profitability. The findings were significant as it supported the MMII where a firm can increase its value by increasing its use of cheaper debt finance. The results of his study supports the Modigliani and Miller theory II that debt finance is the best approach that influence the increase of the firm’s value. The proposed study will reveal the truth of this argument after the final analysis on the relation between the capital structure and profit of Nigeria Listed companies.
Miglo (2010) with his study was about the implications of pecking order theory, trade off theory, signaling and market timing theory by listed firms. His empirical evidence confirmed that under trade off theory, the leverage of firms was inversely related to the expected bankruptcy costs. The implication on pecking order theory showed that there was a negative correlation between debt and profitability of the firms. Since the implication of two theories of trade off and pecking order theory are mostly related with the proposed study, then the researcher used the correlation results to approve or disapprove theories with the real behavior within the public listed companies in Nigeria. Pontoh (2013) in Indonesia listed companies used regression model to measure the relationship and revealed that companies in Indonesia depend their funding from internal source, so their companies had application of pecking order theory.
2.3 SUMMARY OF REVIEWED LITERATURE

Many researchers who tested the relationship between capital structure and firm profitability came up with controversial results; some discovered the negative relationship between the variables, some discovered positive relationship while others revealed no relationship between capital structure and profitability. That situation gave the chance for a researcher to add the knowledge by testing the relationship between capital structure and firm’s profitability using listed manufacturing companies in Nigeria. Because this topic is still debatable, therefore it was high time to be analyzed, and compare its results with the capital structure theories and see whether there is any relation between them. Also many similar studies about capital structure in Nigeria relied on analyzing the relationship between capital structure and commercial bank performance. Study by Kipesha (2014) and Kaaya (2013). This study targeted manufacturing companies listed in Nigerian stock exchange.
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Figure 2.3 Conceptual Framework (Capital structure vs Company profit)
From conceptual framework figure above, debt ratios on the left hand side represented the independent variables (capital structure) while profitability ratios on right hand side represented the dependent variables (company profit). This figure above represented the two regressions equations; the first equation represent the relationship between return on asset and debt ratios or capital structure variables while the second equation represent the relationship between return on equity and debt ratios or capital structure variable. Researcher tested the relationship between the variables got the results and compare them with trade off theory of capital structure.
Researcher used trade off theory to back up the study results because the theory also states the relationship between company debt and its performance. Because this study revealed the mixed results, therefore some variables relationship were consistent with the trade off theory while other variables relationship were not consistent with the trade off theory of capital structure. 

CHAPTER THREE
METHODS OF STUDY
3.1 Research Design
This study used quantitative approach because this study used quantitative data to analyze the relationship between dependent variable (company profitability) and independent variable (company capital structure).
This study used deductive approach where capital structure theory that describes the relationship between capital structure and company profitability was used to develop a proposition. In order to carry out the research assignment, quantitative data were used for descriptive research design which aimed at testing associations of relationships. The researcher used secondary data from annual published financial statements for companies under the study.
3.2 Population of study
The survey population of this study was 21 companies listed in Nigerian stock exchange. A researcher selected companies listed in Nigerian stock exchange as a survey population due to the challenge of getting data from unlisted companies. The study sample was purposefully selected one manufacturing company within fifteen years of operation. 

3.3 Sample and Sampling technique
Sampling technique of this study was non probability sampling, because the study data used was secondary data which was purposive and quantitative. Non-probability Sampling was used because a researcher selected a particular unit of the universe for forming a sample. The company used is Dangote Cement as a sample of the study which created 15 observations making the study sample valid. Sample of this study was the manufacturing companies listed in Nigerian stock exchange from 2008 to 2023.
Researcher used this technique in order to avoid the problem of using small sample by pooling observations on a cross section of units over several time periods. Researcher collected data from the following companies presented in the table below where company information were collected from annual financial statements of the below companies. Financial statements used for ratio computations were annual balance sheets and company’s income statements of manufacturing companies listed in Nigerian stock exchange published from 2008 up to 2023.
3.4 Nature Of Data Used
Researcher used a secondary data from published financial statements, during the period of data collection process. Data were collected and analyzed using correlations, regression analysis and descriptive statistics techniques and then interpreted. Data were entered in STATA software for processing and computations.
3.5 Methods of Data Collection
Data were collected from the secondary source by reviewing annual financial statements of listed manufacturing companies listed in Nigerian stock exchange. A panel data of three manufacturing companies from 2008 up to 2023 were used as a targeted sample which created 15 observations. 
3.6 Estimation technique

The capital structure ratios of TD/EQ, LD/EQ, SD/EQ, TD/AST, LD/AST and SD/AST were independent variables of the study while profitability ratios of ROA, ROI and ROE were dependent variables of the study. Researcher adopted the same variables used by Kipesha (2014) who used partial correlations and fixed effect regression model to estimate the impact of capital structure on commercial bank performance in Nigeria.  He also defined correlation coefficient as a single summary number that tells a researcher whether a relationship exists between two variables and whether the relationship is positive or negative. 

Model Specification

The explict model specification is as follow:

ROA= F(DR,AT, AGE)

Implicitly the model becomes;

ROAit = Bo + B1DR + B2AT + B3AGE

ROEit = ao + a1DR + a2AT + a3AGE

ROIit = Co + C1DR + C2AT + C3AGE
Where: 

ROA = Return on Assets. 

ROE = Return on Equity. 

ROI= Return on Investment

DR = Debt-Equity Ratio. 

AT =  Asset Turnover. 

AGE = Age Of Firm. 

U= Error term. 

i= Selected Company. 

t= Time Series. 

B,a and c = Constants.
Computations of the study variables were done with the help of STATA software computer program which handles panel data analysis. Capital structure ratios and company profitability ratios were computed using data collected from targeted companies. Researcher used the Haussmann test to get an appropriate method of measuring a panel data between random effect and fixed effect regression model. 

3.7 Statistical Tools And Data Analysis 
This study uses panel data analysis as the data involved are both time series combined with cross sectional data. The panel data monitors a given sample of companies over time.

CHAPTER FOUR
DATA PRESENTATION, RESULT AND DISCUSSION OF FINDINGS
This chapter presents the result of the data analyzed and outlines findings of the study. The findings are summarized from secondary data obtained from the financial reports of manufacturing firms under review in Nigeria. The relationship between the variables was determined using panel data.

4.1 Empirical Analysis of the Relationship between Capital Structure and Financial Performance;

Table 1: Regression Results of Independent variables on ROA

	Variables
	Pooled OLS
	Fixed Effect

	
	Coefficient
	Pvalue
	Coefficient
	Pvalue

	Constant
	25.2964
	0.06508*
	35.3497
	0.00784***

	DRT
	-0.11003
	0.11105
	-0.255503
	0.00061***

	AT
	-0.0330818
	0.32342
	0.0849819
	0.16022

	AGE
	0.262542
	0.03662**
	0.288292
	0.02022**

	Y
	-0.0124325
	0.06993*
	-0.0178341
	0.00796***

	ROA_1
	0.455346
	<0.00001***
	0.179095
	0.05863*

	R2
	0.704978
	
	0.799321
	

	Adjusted R2
	0.674246
	
	0.752652
	

	Durbin Watson
	2.397889
	
	2.070495
	

	Note: *, ** and *** signifies 10%, 5% and 1% level of significance respectively

	Source: Authors’ computation

(Obtained from the data analysis using the GRETL statistical software package)


The result in Table 1 above shows the examination of effect of capital structure on the financial performance proxy by Return on Assets of manufacturing firms. The result shows that 90.47 percent of the variation in financial performance was jointly explained by the explanatory variable as demonstrated in the R-squared of 0.704978. The adjusted R-squared of 0.884610 shows that the model is statistically fit. Durbin Watson of 2.3 is approximately 2.0, which implies that there is no presence of auto-correlation in the estimated model. The prob (F-statistics) of 0.000000 indicates that the F-statistic of the model is statistically significant as it is less than 1%, which means the model is correctly specified. The co- efficient of DR (Debt-Equity ratio) has a negative effect and it is statistically significant at 5% level of significance. This means that there is a negative but statistically significant relationship between ROA (Return on Assets) and DR (Debt-Equity Ratio). This also implies that a unit increase in DR (Debt-Equity Ratio) will result to 0.054 decreases in ROA. This is in agreement with apriori expectation. Increased debt may adversely affect firm performance to the extent that such debt is used to finance unproductive investment rather than investment in firm expansion which will consequently result in a boost to firm performance. High levels of debt require the firm to re-pay creditors the amounts borrowed when due with interest but to the extent that the firm invests borrowed funds in unproductive firm investment the debt will have to be re-paid out of firm revenues from its activities and this reduces the funds available to the firm to finance firm operations as they pursue increased performance.

There is significant positive effect of asset turn over on financial performance as shown in the positive of 0.169392 and probability of 0,0000. This also implies that a unit increase in AT (Asset Turnover) will result to 0.169 increases in performance represented by ROA (Return on assets).

The Age of firm has a statistically insignificant negative effect on financial performance (ROA) at as shown by the negative coefficient of 0.004628 and probability of 0.0632. This means that a unit increases in AGE (Age of firm) will result to 0.005 decrease in ROA (Return on assets). This is against the a priori expectation which postulate that age of the firm should have positive relationship with financial performance. This result shows that capital structure variable of Debt-Equity ratio and Asset turnover significantly affect the performance of manufacturing firms sampled in this study.

Table 2: Regression Results of Independent variables on ROE

Dependent Variable: ROE

Method: Panel EGLS (Cross-section weights) 

Date: 05/02/24  Time: 12:57

Sample: 2008 2023

Periods included: 5

Cross-sections included: 10

Total panel (balanced) observations: 15

Linear estimation after one-step weighting matrix

White cross-section standard errors & covariance (d.f. corrected) 

White cross-section standard errors & covariance (d.f. corrected) Variable
Coefficient Std. Error
t-Statistic
Prob.

We present the result of regression analysis of the effect of Return on Equity on the financial performance In the table 2 above. The R-squared of 0.850423, shows that changes in ROE is jointly explained by the explanatory variables by 85.04 percent. The Adjusted R-squared of 0.818934 shows that the model fits the data well. Durbin Watson of 1.52 is approximately 2.0, which implies that there is no presence of auto-correlation in the estimated model. The prob (F-statistics) of 0.000000 indicates that the F-statistic of the model is statistically significant as it is less than 1%, which means the model is correctly specified.

The debt – equity ratio has insignificant effect on ROE as demonstrated in the positive co- efficient of 0.034862 and probability of 0.2814. This implies that a unit increase in DR (Debt- Equity Ratio) will result to 0.03 increases in ROE (Return on equity). This is against apriori expectation. The co-efficient of AT (Asset Turnover) has a positive effect and it is statistically significant at 5% level of significance. This means that there is a positive significant relationship between ROE (Return on equity) and AT (Asset Turnover). This also implies that a unit increase in AT (Asset Turnover) will result to 0.231 increases in ROE (Return on equity). The co-efficient of AGE (Age of firm) has a negative effect and it is statistically significant at 5% level of significance. This means that there is a significant negative relationship between ROE (Return on equity) and AGE (Age of firm). This also implies that a unit increase in AGE (Age of firm) will result to 0.002 decreases in ROE (Return on equity). This is contrary to the apriori expectation
Table 1: Panel Regression results (Dependent -ROI)

	Variables
	Pooled OLS
	Fixed Effect

	
	Coefficient
	Pvalue
	Coefficient
	Pvalue

	Constant
	25.2964
	0.06508*
	35.3497
	0.00784***

	DRT
	-0.11003
	0.11105
	-0.255503
	0.00061***

	AGE
	-0.0330818
	0.32342
	0.0849819
	0.16022

	AT
	0.262542
	0.03662**
	0.288292
	0.02022**

	Y
	-0.0124325
	0.06993*
	-0.0178341
	0.00796***

	ROI_1
	0.455346
	<0.00001***
	0.179095
	0.05863*

	R2
	0.604978
	
	0.799321
	

	Adjusted R2
	0.674246
	
	0.752652
	

	Durbin Watson
	2.097889
	
	2.070495
	

	Note: *, ** and *** signifies 10%, 5% and 1% level of significance respectively

	Source: Authors’ computation

(Obtained from the data analysis using the GRETL statistical software package)


The above table presents the estimated result for the Dangote cement for the period 2008 – 2023. After the estimation, the fixed effect model was found to reflect a more robust estimate compared to the pooled regression; therefore the fixed effect was adopted in our analysis.

Fitting the values into the estimated model, we have:

Model: ROi = 35.3497 - 0.255503AGEit + 0.0849819DRTit + 0.288292AT it + 0.179095ROA t-1- 0.0178341Yit

S.E
(0.0677765)
(0.0331577)
(0.122111)
(0.0715536)

From the table above, it can be observed that three of the independent variables are positively correlated as expected theoretically and also confirmed empirically by authors like Tian & Zeitun (2007) and Gleason et al. (2000) except for the Equity ratio (DRT) that had a negative correlation which also confirms theoretical expectation. The negative relationship between leverage and firm performance is confirmed by authors like Khan (2012), Onaolapo and Kajola (2010), Abor 2007 and Deesomak et al (2004).The coefficient of determination (R2) shows that approximately 80% of the systemic variation in the ROA was explained by the DRT, AT, AGE and ROA (-1). The result obtained from the model revealed that the overall coefficient of determination (R2) shows that the equation has a good fit with 80% change in ROI caused by the independent variables. The higher the R2 the higher the goodness of fit, and the higher the reliability of the model will be.

The Adjusted R2 has the tendency to eliminate the influence of the number of included explanatory variables. The adjusted R2 value of approximately 75% suggests that the model’s is still of good fit. The Durbin Watson (DW) statistic value of 2.07 implies the absence of autocorrelation as it is significantly within the benchmark. The low DW also implies that the estimated equation can be relied upon in making valid inference about the influence of the explanatory variable on the market performance of Nigerian Petroleum companies. This also confirms that the right combinations of explanatory variables were used.

The analysis confirmed that TDTA was statistically significant at 1% while tax was statistically significant at 5%, the lagged return on asset (ROA(-1)) was significant at 10% however size was found not to be significant though it has positive impact on firm performance. Finally, the year effect that was introduced to check for the annual difference that could affect return on asset was also significant at 1%. This further confirms that model used in this study was correctly specified.

CHAPTER FIVE
SUMMARY, CONCLUSION AND RECOMMENDATIONS
5.1 summary
This study used panel data of one manufacturing company for the period of 15 years creating 15 observations of the data. Researcher analyzed the relationship between capital structure variables (independent variables) against profitability variables (dependent variable). Fixed effect regression method was used to measure the relationship between capital structure and return on asset (ROA) while random effect regression model used to test the relationship between capital structure and return on equity of manufacturing companies (ROE). Moreover, partial correlation technique also used to measure the relationship between the study variables in order to support the regression results.
After testing the relationship, researcher revealed the mixed results between capital structure variables and company profitability that means some capital structure variables indicated a negative relationship with company profitability variables while other capital structure variables indicated a positive relationship with profitability variables. Long term debt ratios and short term debt ratios were used as capital structure indicators of manufacturing companies. The random effect regression results indicated a negative relationship between Long term debts to equity (LD/EQ) against return on equity (ROE) at a coefficient of -5.2153 which was also supported by partial correlation results at -0.1581. In terms of short term debt to equity (SD/EQ) against return on equity (ROE), random effect regression results also indicated a negative relationship at -7.7736 which was supported by partial correlations results at -0.2153.Both long term debt and short term debt to equity indicated a negative relationship with return on equity, that means there is no relationship between capital structure and company profitability in terms of return on equity.
Fixed effect regression results indicated a positive relationship between short term debt to assets and return on asset at 0.1683 coefficient level .These results were supported by partial correlation results .Except negative results indicated between long term to equity and short term to equity against return on assets. The positive relation between the variables is consistent with the trade of theory and other previous empirical studies by Abiodum (2012) in Ukraine, and Soyebo (2014) in Nigerian firms. The negative relationship between the variables is consistent with Leon (2016) who used to study manufacturing firms in Sri- Lanka, Tailab (2014) who tested the relationship in American companies, and Lavorskyi (2016) in Ukraine.
5.2 Conclusion
The study revealed that, capital structure of listed manufacturing companies in Nigeria affect company profitability in terms of return on assets positively. On the other side, capital structure of listed manufacturing companies has negative relationship with company profit in terms of shareholders fund or return on equity. The results indicate that debt usage has more advantage for companies that depend much on assets to generate profit than those that depend much on equity or shareholders fund to generated company profit
5.3 Recommendations
To improve the profitability of listed manufacturing companies in Nigeria, the following recommendations have to be observed. The company management of listed manufacturing companies should increase the use more short term debt to asset ratios because they have much influence on company profitability in terms of both return on equity and return on assets if compared with other capital structure ratios.
Moreover, investors of listed manufacturing companies in Nigeria should review the capital structure of companies before investing in them because the strength of a company capital mix determines the level of returns. More companies in Nigeria should put their financial information through Nigerian stock exchange in order to allow investors to review their capital structure and attracts more investors in their companies
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