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PROPOSAL



The project topic “Effect of financial leverage on company performance”, has to do with the use of external finds (dept and equity) in generating profit for their firm company which its primary aim is maximization of shareholder welfare, wealth and also profit.


I shall make use of primary data, a questionnaires which will  be drafted (to be presented for onward approval) and interviews.


I shall lay hand on books, management journals and periodical. However, the rudiments of the study will be considered, also a general overview of the effects of using dept and equity as a source of financial to Nigeria bottling of financing as mentioned above generated heated debates, I shall touch on it.


The study will critically analyses the possible effects of financial leverage on the performance of companies by trying to establish a relationship between the level debt carried by firms and their level of performance  given debt carried by firs and their level of performance given economic conditions that prevail during the time of my research.

I shall take a backward book on the company performances from 2000-003 to ascertain the ratio analysis and also know the  graphical behaviour. The financial structures of he companies under study from 200-200 will be put under consideration.

I shall apply Regression and correlation analysis methods to measure the average amount of a change in one variable that is associated with until increase or decrease in amount of another variable.

Correlation stands there to test the efficiency of he Regression with respect of he company under study This research work will be made-up of five chapters. I can only comment on chapter one for now (other chapters will be) formulated and presented in due (course).

Chapter one: The introductory chapter, deals with background of the study, purpose and scope of he study, statement of hypothesis, significance of he study, limitation of he study and definition of terms

Finally, the findings, recommendation and conclusion.

CHAPTER ONE

INTRODUCTION

1.1   BACKGROUND OF THE STUDY

Firms at every stage of growth and development, from concept to maturity need found in order to survive. The aim of every business is to maximize the wealth and welfare of its owners.

Without finance, the aim of every business cannot be met. This finance can be said to be the life wire of any firm without which there can be no survive

Financing is the acquisition of cash or other assets through means such is the sale of stocks, retaining net profit and increasing of dept. A firm’s capitalization consists of internally generated founds and due to the fact that a company may not be able to rise al the founds which it requires internally, it may depends on additional external financing.

This capitalization of the firm would therefore incorporate both internally generated founds and external found which comprises loons both short terms and long terms and bonds.

Financial leverage, the subject matter of this study, has to do with the use of external, founds in generating profit for the firm which is primarily the maximization of shareholders wealth and welfare. Leverage invalids the use of external financing to act as qa higher than could be reached without its use. Usually, there exist varying financing structures. A simple common stock structure is one whereby no use is made common stock structure does not have the ability of enjoying the advantages of financing leverage. The use of financing leverage causes the financial structure of a firm being simple and also the impact the owners have on the firm increases by the issuing of common stuck whereas the claim creditors have on the firm increases with the use of borrowed founds.

Leverage therefore is greatly considered when investment is being undertaken by investors. By this investors prefer a firm that is less levered than one that is highly levered.

However, the level of activity that can take place in a firm depends on the level of activity that goes on in the economy. The economy has a direst effect on the activity of the firm and as such firms with debt financing also.

1.2
STATEMENT OF THE PROBLEM


Companies that use dept and equity as a source of financing are bound to face some ups and downs. The Nigeria Bottling PLC tend to face:

i)
At some point in time there exist indiscriminate issue of common shares to the general public, to this background, it result in the dilution of corporate control. This is usually the case, if there are no pre-emptive rights entrenched in the regulation of the company.

ii)
The use of order dept instruments and common stock give the new common stock owners the right to enjoy the same source of profit as the long standing holders of common stock in the organization. This is unfair to the existing shareholders, who have toiled over the years with the firm.

iii)
Dividend payment to the owners of the equity are not a tax deductible expense. To (Nigeria Bottling Company) dept instrument were used for financing, to this effect, interest payment on such instruments should be tax deductible.

iv)
Excessive use of dept and equity might result in over categorization of the firm hence a decline in the further earnings

v)
Indiscriminate use of dept and equity as a source of financing eliminates   the benefits of trading on equity.

vi)
The cost of floating new issues is often very prohibitive, the founds expended in investigation and underwriting stock and dept is for in access of the cost used in issuing dept instruments.

1.3
OBJECTIVE OF THE STUDY

The objective of the study includes the following:

1. To analysing the possible effects of financing leverage on the performance of the company.

2. To establish the relationship between the level of dept carried by the company

3. Also with regard to the economic condition that prevail, to find out its effect on the company cost of capital

4. To analysis the dept and equity which might result in over capitalization of the firm.

5. To investigate and underwriting stocks and dept in the excess of the cost used in issuing dept instrument.

6.
Finally, the sector of the economy within the company operated would be critical reviewed in order to find out how it affects the operational of the firm therein. 

1.4 RESEARCH QUESTION

In-order to elicite information from respondents, the  following research question were generated:

1. How can the effects of financial leverage be analysis on the performance of a company.

2. What are the relationships between the level of dept carried out by the company?

3. In which can the economic condition prevail to find out its effect on the company cost capital.

4. In analysing the dept and equity of the company performance (The Nigeria Bottling Company), on capitalization, what are the things are likely to result.

5. How do we investigate the stock and the dept in the access of the cost used in issuing dept instrument.

6. What are the effects of the operations of the fir, of the economy within the company operated?

1.5 RESEARCH HYPOTHESIS

HYPOTHESIS 1

HO:
The economy environment without the period of study does not effect the level of dept financing by the firms under study.

HI:
The economic environment within the period of study effect the level of financing by the firms under study i.e. the Nigeria Bottling Company.
 

HYPOTHESIS  2

HO:
The level of dept financing employed does not effect the performance of the firms under study.

HI:
The level of dept financing employed effects the performance of the firms under study.

HYPOTHESIS 3

HO:
The state of economy measured by the grass domestic project does not affect the performance of Nigeria Bottling Company PLC.

HI:
The state of the economy measured by the grass domestic products the performances of the firm under study.

NOTE:

HO:
Implies Null Hypothesis

HI:
Implies Alternative Hypothesis.

1.6 SIGNIFICANCE OF THE STUDY

The significant of the study is to enable us to evaluate how the economy effect the performance of the Nigeria Bottling Company PLC.

This study will therefore enhance an understanding on how financial leverage can be said to thrive well in an economy that is forming in that as dept  employed more founds to increase, for investment and as such profit fends to increase.

The study will be of almost importance to the school library, students in management and for future project writers and research who will wish to use it as reference to their own study.

1.7 SCOPE AND LIMOTATION OF THE STUDY

The scope of this study centers around the company within the manufacturing sector of the Nigerian economy. “NIGERIA BOTTLING COMPANY PLC”. Analysis on the company. I.e. historically. Operationally and structurally. Ration analysis would also be carried out in order to reach a final objective conclusion

The limitation of the study includes data, since data used are only data in published reports for financial analysis. The confidentially of such data the firm reserved to themselves. Given the economic trend i.e. inflationary effects which affects the level of activity of the firm, which includes firm with dept financing also.

1.8 DEFINITION OF TERMS

1. FINANCE

This is the system by which the income of a company is raised and administered. It deals with methods for supplying capital needed to acquire, development and operate real property

2. FINANCING INVESTMENT 

This id the purchase of sound stock or bound compared to real investment in a capital asset such as real estate or plant and machinery.

3. FINANCIAL LEVERAGE

This is the use of external financing in order to raise the profit of the company that employs it. It has effect on the per share earnings of the common stock of a company when large sums must be paid for bound interest or preferred stock dividend on both, before the common stock is established to share in earning

Financial leverage may be advantageous for the common stock when earning are good enough but may work against the common stock when earning decline.

4.
DEPT FINANCING 

 This is the long term borrowing of money for business, usually in exchange for dept securities, for the purpose of obtaining working capital or other founds necessary to operational needs

5. EQUITY FINANCING

This is the acquisition of money for capital or operating purposes in exchange for a share or shares in the business being financed.
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CHAPTER TWO

LITERATURE REVIEW

2.1
BACKGROUND OF COMPANY UNDER STUDY

In this study, Nigeria Bottling Company PLC is used as a case study a brief history of the enterprises in thus given.

NIGERIA BOTTLING COMPANY PLC


The Nigeria Bottling Company was incorporated on the 22nd of November, 1951. 

The company engaged in the manufacturing of soft and invests also in agro-allied industries. Among its product are the wellknown household drinks ( Coca-Cola, Fanta, Sprite, Schweppes and so on.


Nigeria Company Bottling PLC has since then grown become one of the largest and most diversified industries groups in the country.

The company activities Are diversified follow:

THE SUBSIDIARIES (UNQUOTED) ARE:

1. CROWN PRODUCT LMD

The company engages itself in the manufacture of crown corks and is situated in Ogun State. It has sixty percent (60%) equity participation.

2. APAPA CHEMICAL INDUSTRIES LIMITED

This is a company properly situated in Lagos State and whose equity participation is one hundred percent (100%)

3. NIGERIA BOTTLING COMPANY (BENIN) LTD.

This is a company situated in Edo State and the percent of equity held is one hundred percent (10%).There is a company involves in large scale mechanized Maize and Rice processing and production of Maize guts. The percent of equity participation.

4.
AGRICULTURAL SEEDS LIMITED

This is a company whose activities includes the production of hybrid seed. It is situated in Kaduna State and has a sixty percent (60%) equity participation.

THE ASSOCIATED COMPANIES ARE:

1. BETA INDUSTRIES LIMITED

The company has 31.07% equity participation.

2. VALLY FOODS LIMITED

This associates is involved in livestock farming and meat processing, the percentage of equity participation is 21.8%.

3. BLAIZE INDUSTRIES COMPANY LIMITED

This is a company engaged in the production of a range of cordial under the Brand named of Hi-Time which is a registered trade mark of the company with forty percent (40%) equity participation.

4. CONTINENTAL CAN (NIGERIA) LIMITED

This company is engaged in the production of cans for foods leverages and brewing industries and has a 2.05 percent equity participation.

5. KUPA FARMS LIMITED

This company is engaged in Rice cultivation. The percentage of equity participation is forty percent (40%). The management of the company and Directors, constitutes able Nigerians and foreigners from Britain, Cyprus and Australia. These individuals are well learned and experienced in their field of business.

The staff strength of the company as at 200 is 8, 221 for non-management staff and 519 management staff making it a total of 8, 740 employees. 19 of the management were expatriates.

The company remains at the top in the Beverage class of manufactures despite the competition that exists within the sub-sector. This is achieved by evenly distributing  its plants spread all over the country.

The analysis of the shareholding of the company is sixty (60%) Nigerian and forty (40%) foreigners. The company was listed on the stock exchange in 1971 and since then, it has participated fully in the stock market. The company however faces a lot of un-systematic risk. This type of risk is unique to an industry and the proportion of this risk varies from firm to firm. Sale profits and stock prices do not depends on the level of industries activity because they produce non–durable consumer goods and sometimes have their best earning during a recession.

2.2
THE CONSEPT OF FINANCING LEVERAGE


By Scott Bessly (998), A company can finance such investment or business by a variety of source such as dept, preference share, capita including reserve and surpluses firm at every stage of growth and development from concept to maturity need founds in-order to survive, without finance the aim of very business cannot be met.


According to Bogen (2002), he said that finance is the life wire of any firm without which there can be no survival. Financing is the acquisition of cash or other assets through means such as sale of stock, retaining net profit and increasing a dept. A firms capitalization consists of internally generates founds and due to the fact that a company may not internally, it may depends on additional external finance incorporates both internally generated founds  and external found which comprise loans both short term and long terms and also bound and equity stock.


Equity stock which is one of the most important source of financing. The financing leverage, has to do with the use of external found in generating profit for the firm which is primarily the maximization of shareholders wealth and welfare.


Ghandi (1988), said that the term “ leverage” was borrowed firm the physical sciences and gives he impression of raising up a  heavy load with the use of a fulcrum in the same way in financing, it may be used to imply the use of dept as a means of increasing profit. Financing leverage has been defined by so many authors like Pancley (1979), financing leverage can be termed as the use of fixed charges source of founds, such  as dept and preference, capital along with the owner’s equity in the capital structure. The use of the term “ Trading of the equity” is derived from the employment of loan or dept capital founds In-order to maximise or boast equity shareholders earring and also from the fact that is the owners equity measured by equity share capital, reserves and surpluses that is used as a basis to raise dept and preference capital that is the equity that is traded upon.
(999), whereby he said that the use of “ senior found (borrowed stock and preferred stock) at a rate of return higher than cost, is to increase the return on the residual owners.

Therefore from the above common stock holders “ Trade on the strength of their equity “ to earn a greater amount of money of money than would have been earned. If they only traded on their equity. The basic idea of financial leverage can be viewed as the fact that the dept employed has as its characteristics the payment of fixed charge on the dept. Another author like Okafor (1983), agreed on this view as long as the fixed charges do not constitute a greater burden to the firm employing financial leverage than other sources of capital would have constituted. From the foregoing, the authors tend to imply one thing on the concept of leverage that is that financial leverage or the use of dept financing in a company using common stock equity as a protection for the on the creditors in-order to increase the profit of financing leverage. 

The use of simple common stock structure does not have the ability of enjoying the advantage of financing leverage the use of financing leverage causes by the impact the owners have on the firm increases by the issuing of common stock, where the use of found leverage. Therefore is greatly considered when investors are undertaking investments. By this, investor prefers a firm that is less leverage than one that is highly leverage. However, the level of activity  that can take place in a firm depends on the level of activity that goes on the activity of the firm and as such firm with dept financing also. In this case the effect of financing leverage can be said to be fovourable or positive or unfavourable or negative.

2.3 THE DEGREE OF FINANCING LEVERAGE

The degree financial leverage is defined by “ Hunter person “(1970), as the ratio of the percentage change in Net Income is available to change in Earnings before Interest and taxes-Edit. Also the leverage degree of financial leverage at a particular time. EBIT level is measured by he percentage change in Earning per share relative to the percentage change in EBIT.

The above statement can be expressed as follows:

DFL
=
EBIT

=
EBIT
                EBIT-R             EBT 

Where DFL
=
Degree of financing leverage


EBIT
=
Earning before interest and taxes percentage change

R
=
fixed financing leverage

EBT
=
Earnings before Tax.

If there was no dept, the degree of financing leverage would be exactly one. If financing leverage is undertaking, it will rise above one or 100%. If the degree of financing leverage is exactly or 100% the multiplication factor is 1-0 and there is therefore no degree of magnification is Net Income, Returns on equity or Earnings for share.


There, the degree of financing leverage measure the magnification factor, that is the extent to which earnings per share, Net Income and Returns and equity increases due to the employment of dept.


This can be illustrated as follows: suppose a company’s capitalization consists of common stock of N 200,000. (N 20,000 at N 10 each) and an 8% dept of N 100.00. N 40,000 would be: 


EBIT
=
40,000

EBIT
=
40,000
-
8% of 100, 000


=
40,000
-
8,000


=
32,000

(
DFL
=
40,000
                        32,000
=
1.25

This means that with a dept alternative, a 100% increased in EBIT would lead to a 125% increase in Earning per share, Net Income and return or Equity.

2.4 THE EFFECT OF FINANCING LEVERAGE

The result or outcomes of financial leverage can either be favourable or unfavourable.
2.4.1
FOVOURABLE EFFECT

This occurs when earning per share (EPS)Increases due to the use of debt in the capital structure. This is as a result of the rate of returns on the company’s assets being more than the cost of capital. This can illustrated as follows:

Assuming Company x his 1,00,000 shares of N each in stock outstanding and equivalent amount is invest in assets. We also assume that there are no reliability and no surplus if the earning before interest and Taxes (EBIT) is N100 ,000 then EPS would be calculated as follows:

N 100,000

1,000,000 shares
=
0.1

This gives a 10% return on shareholder equity (that is 0.10 N 1.00


Assume further that the company wants to raise another N 1. 00,000 through the sale of either common stocks or Bounds. If it sells stock, its total capitalization would become N 2,000, 000 share of N 1 each which is N 2,00, 000. If earning on equity remains at 10% than total earning would be N 200,00.

This result in an EPS of  N200,000

                                       2,000,000
=
0.1

Thus the total earning, increase from N100,000 to N200,000 but EPS remains the same. Now, if the N1000,000  is raised through the sale of bounds, at 3% interest and 10% is still earned on assets, we would get.


EBIT

=
N200,000 (10% capital of N2,000,000). Less Bond Interest 
=
N30,000 (3% on N1,000) Earning on stock before Taxes

=
N200,000
-
N30,000
= N170,000

This gives on EPS of
N170,000

                                  1,000,000
=
0.27
 

This is a 27% return on stockholders founds.

Comparing with the first stage, we see that earning on stockholders found has increased due to the employment of financing leverage. In this case, the effect of financing leverage can be said to be favourable or positive.

2.4.2 UNFAVOURABLE EFFECTS

Unfavourable effects of financing leverage occurs when earnings per share (EPS) decreases due to the use of dept in the capital structure. In this case, earning fall to a point where the company is earning a smaller rate of its capital than it is paying on the dept. Assuming that company x earning fall to a point where they represented only 1% return on capital. This means that earning would decline to N200,000 (1% of N2,000,00) and so all earning would be earned on the stock. If a loss is suffered, then a greater loss would result if it had to pay Bound Interest. Thus return on equity is 0% or even negative and % EPS has reduced from N0-01 in the first instance to N0.

In these, instances, the effects  of taxes have been neglected they can be summarized ad follows:

CAPITALIZATION

	
	STOCK
	STOCK
	STOCK
	STOCK
	STOCK

	
	N2,000,000
	N1,000,000 Bonds

N1, 000,000
	N2,000,000
	N1,000,000

Bonds

N1,000,0000
	N2,000,000

	EBT

Interest on Bounds Earning on Stock Percentage Earning on Stock
	N200,000

       -

N200,000

   10%
	       7%

	N3,00,000

       -

N3000,000

     15%
	N300,000

N30.000

N270,000

      27%
	N20,000

         -   

N20,000

      1%


Financing leverage has an effect on the taxes payable. Bound Interest is an expenses where as divided is not. Bound Interest are deducted before arriving at the Net profit on which the tax rate is based. This means that every naira paid-out in Bound Interest reduces by that amount, the figure on which is based. If we assume a 50% tax  rate than we mean that if the firm is making profit, then the  Bound issue Interest. Therefore, if a firm sells 3% Bound to 1.5% other effects of financial leverage includes the fact that it increases the degree of fluctuation in the rate of return up common stock holders investment.

Secondly, it offers higher profit but involves more risk. If conditions are favourable for the insurance of bound than it is usually found out that the rate of earnings on the stock will be more than, if additional stock was, issued instead of Bonds. However, in poor times, the bounds may cause financial difficulty for the company.   

Therefore financing is the acquisition of cash or other assets through means such as sale of stock, retaining net profit and increasing of dept and a firms capitalization consists of internally may not be able to raise all the founds which it requires internally, it may depends on additional external financing. Thus, the capitalization of the firm would therefore incorporate both  internally generated founds and external founds which comprises loans and Equity stock which is one of the important sources of financing.

Therefore financial leverage, the subject matter of this study has to do with the use of external founds in generating profit. Two dependent variables were considered, based on prospectus forecast of prices, earning ratio and divided yield in the coming year. The inclusion of a factor representing investors expectations of future earnings and the growth of dividends or earning presents considerable problems.

 Theoretically, the cost of equity capital, unlike the certain cost of dept capital, is subject to change if future returns are anticipated to be different from current returns. This has prompted the “yield plus growth of yield” approach of WESTION (1999), by the nature of uncertainty the matter of future growth and probability functions and literature on the prediction of profitability one can glean only negative propositions.

Another controversial area is the influence of the industry upon the yield offered by a company. It must be stressed that this analysis is not a valuation model and that there is no intention to estimate the influence of dividend growth or gearing or retention’s ratio on yields and thus on the cost of capital. The techniques are designed to measure the strength of any associated of the forecast yields and firms size for newly issued equity, allowing for the other explanatory of yield differentials. To isolate the effects of other influences on comparative yield from the simple firm size to yield relationship several other variable are introduced into the analysis.

Gearing, a stock measure derived from prospectus information the rate of return required by investors on equity can be considered as business risk. Whereas up to point the incorporation of cheaper fixed interest. Finance will increase earnings available to ordinary shareholders with a consequently beneficial effect upon share price, a trade-off with increased financial risk is increased. If a company elects to make an issue by offer for sale or placing consideration of risk factor would appear to be more important influence on issue and market discounts. For small firms there is little evidence to suggest that a placing necessary entails a higher market discount than an offer for sale, except in conditions of rising stock market. In stable market average discounts for very small issue are infect strikingly similar, for the small firm, the capital factor may well be its ability to forecast effect upon she distinct from business reforecast a high dividend yield, which appears to be preferred in the case of an offer for sale except in conditions of rising stock markets. In stable markets average discount for very issues are in fact strikingly similar. Critical factor may well be ability to forecast a high dividend yield, which appears to be preferred in the cast of an offers for sale except in conditions of rising stock markets. In stable markets average discounts for very small issue are in fact strikingly similar. Critical factor may well be ability to forecast a high dividend yield which appears to be preferred in the case of an offer for sale, whereas low risk in the form of preference for high forecast profits, high dividend cover and a stable profit records is heavily rewarded with the placing method in terms of a reduction in the introductory discount required. Tins analysis will approach the problems by use of rank correlation and partial correction analysis. Valuation model have taken the form-either of yield-form model or of gross valuation model.

2.5 BUSINESS RISK

Business risk is defined as the uncertainly inherent in projections of the futures on assets or of returns equity if the firms uses not dept. According Odike (2001), where he said within the business circle, a decision or action is risky, when it is open several alternative out comes or consequences. A risk occurs if objectively known probabilities can assigned to the possible outcomes of a decision. Business risk varies from one industry to another and also among firms in a given industry. Further business risk can change overtime. For example, the electric utilities were regarded for years as having little business risk, but a combination of events in the 1970s and 1980s, altered their situation producing sharp decline in return on equity for some companies and greatly increasing the industry’s business risk.


Business risk depends on a number of factors, the more important of which are the following: 

· Sales price variability – firms whose products are sold in highly volatile market are exposed to more business risk than similar firms whose output prices are relatively stable.

· Demand (unit sales) variability. The more stable the unit sales of a firms products, other thing held constant, the lower its business risk.

· Input price variability – firm whose input (labour, product cost and so on) are highly uncertain are exposed to a high degree of risk.

· Ability to adjust output prices for changes in input prices some firm have little difficulty in raising the prices of their products when input costs rise and the greater the ability to adjust selling prices, the lower the degree of business risk. This factor is especially important during period of high inflation.

· The extent to which costs are fixed – operating leverage if a high percentage of a firms cost are fixed and hence do not decline when demand full off, this increase the company’s business risk. This factors is called operating leverage. Each of these factors is determined partly by the firm’s industry characteristics, but each also is controllable to some extent to management, for example most firms can through their marketing policies take actions to stabilize with unit sales and sale prices. Price concessions to induce customers to commit to purchasing fixed quantities at fixed prices in the future.

2.5.1 FINANCIAL RISK

Financial risk – is the additional risk placed on the common stockholders as a result of using financial leverage, which result when a firm uses fixed – income securities (debt and preferred stock), to rise capital. Conceptually, the firm has a certain amount of risk inherent in its operations, this is its business risk which is defined as the uncertainty inherent projections of future of Returns on assets./ There is a certain amount of business risk in the operation – if a firm is capitalized only with common equity and if each person buys 10 percent of the stock then each investors will bear an equal share of the business risk. However, suppose the firm is capitalized with 50 percent dept and 50 percent equity, with 5 of the investors outing up their capital as dept and the other 5 putting up their money as equity. In this case, the cash flow received by the investors who put up the equity will have to bear as risky as it would have been has the firm been financed only with equity.

2.5.2 DEGREE OF LEVERAGE

Degree of leverage – According Fred Anderson (195), in which he said that the theory of finance has not been developed to the point where we can actually specify simuthaneously the optional levels of operating and financial leverage. However, this is how operating and financial leverage interact through an analysis of the degree of leverage concept. 

2.5.3 DEGREE OF OPERATING LEVERAGE (DOL)

Degree of operating leverage is defined as the percentage change in operating income or (EBIT) associated with a given percentage change in sales.

Thus, the degree of operating leverage is

DOL
=
percentage change on operating income



Percentage change in sale


=
DEBIT
EBIT



EBIT
=
EBIT



SALES
DQ




SALES
Q

2.5.4 DEGREE OF FINANCIAL LEVERAGE (OFL)

Degree of financial leverage – operating leverage affects earning before interest and taxes (EBIT) whereas financial leverage affect earning after interest and taxes or the earning available to common stockholders. Operating income affects the top section of the income statement whereas financial leverage is defined as the percentage change in earnings per share that results firm a given percentage change in earning before interest and taxes (EBIT) and it is calculated as follows:

DEL
=
percentage change in EPS


Percentage change in EBIT


=
DEPS
 


EPS


=
EBIT



DEBIT

          EBIT -




DEBIT

2.5.5
DEGREE OF TOTAL LEVERAGE (OTL)

Degree of total leverage – it shows the effect of both operating leverage and financial leverage and it shows how a given change in sale will affect earning per shares.

Here are the equivalent equation for Degree of total leverage

DEL
=
S – VC

=
GROSS PROFIT


S – VC- F – 1

EBIT 
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CHAPTER THREE

RESEARCH DESIGN AND METHODOLOGY

This chapter sets out the method and procedure employed by the researcher in carrying out the research.

3.1 RESEARCH DESIGN

The research adopted the survey design in designing the work. This research design has to do with practical application of the stated theories.

3.2 POPULATION OF THE STUDY

In collecting of NPC. It often impossible to observe the entire group having in mind that Nigeria company {PLC has group conglomerate and subsidiaries in different parts of the country.

The researcher adopted a survey techniques and as such the branch in Enugu Metropolis at 9th mile was selected for the population. A population of one hundred (100) was targeted And studied.

3.3 SAMPLE AND SAMPLING TECHNNIQUES

The target population to be used will be 40 (forty) which will constitute management, staff and 20 of its consumers.

N

1 + N (r)2

Where
n
=
Sample size to be calculated

             
N
=
Population

           
2r
=
Estimated error

The substituting these values

N
=
60

R
=
50%

n
=
60

              1 + 60 (0.05)2



=
60



1 + 0.15

=
5 2. 17391304

Therefore, sample size 
N
=
52

3.4 SOURCE OF DATA COLLECTION

The major source of data for this research are divided into primary and secondary data.

i) PRIMARY DATA


Is refer to the original information gathered  specifying for the study, which are questionnaires and personal interviews.

ii) SECONDARY DATA


Is refer to data Gotten from an already published workers, which includes annual Report, Textbook, Periodical and Management Journal etc.

3.5 METHOD OF DATA COLLECTION

The researcher distributed the design questionnaires, among the personnel of the accounts, sales and marketing department of the organization involved in the study.

Others to whom the questionnaires were distributed included the top management of these organization, the staff of the Nigerian Bottling Company PLC and some of their plants which spread all over the country. Personnel observations were carried out which is necessary for the study to ensure consistency and reliability of information from the respondent.

3.6 METHOD OF DATA PRESENTATION

The method of data presentation to be used by researcher will either in tabular form, pie chart, bar chart graphical represent or the year combination of the two showing the number of response and the corresponding percentages for each alternatives. However, not all the open question are tabulated but effected ones will be used in drawing conclusion in this study.
 

3.7 METHOD OF DATA COLLECTION

The researcher in analysing data collection, made use of mathematical calculation and simple statistical  measure. These statistical tools of analysis include simple percentage, Chi-square, pie charts and frequency distribution tables. Ordinary numbers are made use of Chi-square (x2) is the sum of ratios of difference between observed and expected frequencies. It measure the degree of deviation of the calculated value from the critical value or variable in terms of a given criterion of the calculated value from critical value of variable in terms of a given criterion frequency

Chi – square is calculated with the formalar

Chi – square    X2
= (
(0 – E)






   (



    

Where   

O 
= Observed frequency (number of responses seen)

E 
= Expected frequency (means of observed frequency)

(O - E)=
different between observed and the expected frequency (deviation).

(O - E)2
=
The weighted deviation

    (
The relative importance of each square deviation is shown by comparing it with the expected frequency calculation shown therefore be made of.

(O - E)2

(
The X2 distribution depends on a quantity referred to as the number of degree of freedom which is got by calculating K –1

QUESTIONNARIE DESIGN 

The questionnaires was designed to brief and reflect on ease of understanding of the respondents as to enhance easy copulation. It is also accommodated the accuracy of the responses by get the fact that the questions went straight to get the right answer for the topic under study. The simplifies and systemized multiple choice question gave the respondents the opportunity of making alternative choice from the options available.

Some sub-questions are open ended, which creates forum for the respondents to determine what should be the right choice by making use of the alternatives.

CHAPTER FOUR

DATA PRESENTATION AND ANALYSIS

4.1   PRESENTATION OF DATA

In presenting data in this chapter, tabular of presentation would be used to present data, for the purpose of data collection, the researcher used Nigeria Bottling Company PLC Enugu Metropolis as its sampling method. 100 questionnaires were sent out and 52 questionnaires were completed and returned to the researcher. The researcher attempts to present some of the various background variable extracted from responses to the questionnaires.

TABLE 1

In this effects of financial leverage on the performance of a company?

	
	YES
	NO
	TOTAL

	SENIOR WOKER

OPERATIONAL WOKERS

TOTAL
	27

10

37
	5

10

15
	32

20

52


TABLE 2

Is three way the economic conditions can prevail to find out the effect on the company cost of capitals.

	
	YES
	NO
	TOTAL

	SENIOR WOKER

OPERATIONAL WOKERS

TOTAL
	22

10

32
	8

12

20
	30

22

52


TABLE 3

In three any way the stocks and depts. can be investigated in the excess of cost used in using the dept instrument?

	
	YES
	NO
	TOTAL

	SENIOR WOKER

OPERATIONAL WOKERS

TOTAL
	22

10

32
	8

12

20
	30

22

52


ANALYSIS OF DATA

On analysing data chi-square (X2) contingency would be used.




X2
=
( (O-E)2   

                                 E
Where
X2
=
Chi-square



0
=
Observed frequency



E
=
Expected frequency

TEST 1

1.
STATEMENT OF HYPOTHESIS

H0:
There are no way the effects of financial leverage can be analysed on the performance of a company.

HI:
There are ways the effects of financial leverage can be analsed on the performance of a company.

2.
Test of Techniques

=
chi-square (X2)

3.
Formula
=
X2
=
 (0-E)2






    (
4.
Operative assumption
= level of significant 0.05

5.
Degree of freedom (R-1) (C-1)

D.F.
=
(2-1) (2-1)

DF
=
1

6.
Decision Rule

Accept H0 if the calculation value of X2 is less than the critical value. Otherwise reject H0.

7.
Determine the expected frequency

C1 R1
=
37x32





 
   52

=
22.8




C2 R1
=
15x32

=
9.2



  
  
   52


C0 R2
=
37x20

=
14.2




  
   52


C1 R2
=
15x20



  
    52



=
5.8

8.
Compute the chi-square.

X2
=       ( (0-E)2


              E


X2
=
(27 – 22.8)2
+
(5-92)2
+

                             22.8


    9.2

(10-14.2)2

+
(10 –5.8)2
    14.2                          5.8

X2    =
  0.7737   +
1.9174    +     1.2423  + 3.0414

X2
=
6.975

Critical value
=
3.841

10.
Compared values


X2
critical value 
=
3.841


X2
compute value
=
6.975


Compute value
(
critical value

11.
Decision Rules:
Reject H0

12.
Inference:
There are ways of which the effects of financial leverage can be analysed on the performance of company.

TEST 2.

1. STATEMENT OF HYPOTHESIS:

H0:
there are no ways the economic condition can prevail to fine out the effects on the company cost of capital.

H1:
there are ways the economic condition can be prevail to find out the effect on the company.

2.
Test of Techniques

=
chi-square (X2)

3.
Formular
=
X2
=
( (0 –E-)2







         E


4.
Operative Assumption = Level of Significance 0.05

5.
Degree of freedom
 (R – 1 )
(2 -1)


D.F
=
1

6. Decision Rule:

Accept H0: If calculated value of x2 is less than critical value. Otherwise reject H0.


7. Determine the expected frequency.

C1 R1

=
32 x 30




   52

=
18.4







C2 R1

=
22 x 32
=
13.5




   
   52

C2 R2

=
20 x 22
=




   
   52

8. Compute the chi – square (x2)

X2
=
( (0 - E)2



                       E

X2
=
(22 – 18.4)2
+
(8 – 13.5)2
x



      18.4


     13.5

(10 – 11.5)2
+
(12-8.4)2


     11.5

    
   8.4

X2
=
0. 70
 + 2 24 + 0. 19 + 1. 54

X2
=
4.67

9.
Critical value
=
3.841

10.
Compare value


X2
Critical value
=
.841


X2
Computed value
=
4.67

Computed value
 (
Critical Value

11. Decision Rule: Reject H0

12. Inference
-
there are ways the economic condition can prevail to fine out the effects on the company.

TEST
3

H0: There are no way the stock and dept can be investigated in the excess of cost used in issuing the dept instruments.

H1:
There are ways the stock and dept can be investigated in the excess of cost used in issuing the dept instrument.

2.
Test of Techniques

=
chi – square
(X2).

3.
Formular
X2
=
 ( (0 - E)2






          E

4.
Operative Assumption – Level of Significance 0. 05

5.
Degree of Freedom (R - 1) (c – 1)


DF
=
(2 - 1) (2- 1)


DF
=
1

6.
Decision Rule

Accept
H0:
If calculated value of X2 is less than critical value. Otherwise reject H0.

7. Determine the expected frequency

C1 R1

=
36 x 25 
=
 17.3




    52

C2 R1
=
36 x 27
=
18.6





   52


C1 R2

=
16 x 25
=
7.6





    52


C2 R2

=
16 x 25
=
7.6





    52


Compute the chi-square
(X2)

X2
=
( (0 - E)2



          E


X2
=
(16 – 17.3)2 
+
 (9- 18.6)2
+



    17.3      


   18.6

(20 – 7.6)2

=
(7 – 7.6)2

     7.6


   7.6

=
0.09     4.9   +   20.2   +   0.04

=
25.23


9
Critical value
=
3.841

10.
Compare value 
=


X2
critical value
=
3.8.41

X2
Computed value
=
25.23

Computed value 
 (
critical value

11.
Decision Rule
=
Reject H0.

12.
Inference
-
There are ways the stock and dept can be investigated in the excess of cost used in issuing the dept instruments.
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CHAPTER FIVE

5.1 FINDINGS

i)
Financial leverage can be said to workers a two edge sword. On one hand it has favourable effects and on the other hand, it has unfavraouble effects. 

The favourable effects is that the level of performance (profit before tax) increase as dept is employed where as the unfavourable effect is that as more dept is employed in a firm, the risk the firm bears is higher and as such the level of profit before tax is subjected to great variations and unpredictability.  

ii)
A relationship has been found to exist between the level of activity in the economy and the amount of dept employed. The amount of dept employed can either increase or decrease with arise in economic activities. The extent to which this occurs depends on the policies of the company employed dept.

Also a relationship exist between the amount of dept employed and the level of dept before tax. A third relationship also exists, in the level of economic activity indirectly affects the performance of the companies. Using the company studied, we can say that NIGERIAN BOTTLING COMPANY PLC favourable performance as more dept was employed.

5.2 RECOMMENDATIONS

In the light of the findings of this work, the following recommendations can be put forth,

i. Company should seek to employed financial managers who have foresight and are well grounded in studying the economy the market in which the economic operate.

ii. The amount of dept employed in a firm should gradually increased and not abruptly, This is to ensure that the amount of dept employed at a specific point in time would be guaged for its effects before subsequent amount are added.

iii. The economy and the sector in which a company operated should be watched diligently to know  when the firm would need to reduce the amount of dept already employed.

iv. Leverage Ratios should be moderate (not more than fifty percent (50%) so that creditors should be willing to lend. If this is not so then creditors would run away from the company and then it would not be able to reap the benefit of financial leverage.

v. Post performance of the companies should be studied and the statistics should be employed to forecast future trends so that allowances would be made for futures deviations.

5.3 CONCLUSION

From the study carried out, the following conclusions were made:

i. The performance of the economy affects the performance of companies.

ii. Financial leverage increase or decrease the profitability of a firm depending on the way it is made use of and also on management abilities.

iii. Financial leverage can be said to thrive well in an economy that is booming, in that as dept is employed more founds are made available for investment and as such profit tends to increase.

iv. If a firm is not well diversified in its portfolio, then the risk it carries increases and as such the possibility of making profit becomes stiff.

v. A final conclusion is that the use of dept increases the variability of the performance of companies but the extent to which it does this depends on the economy on, one hand and on the other hand, the internal policies of the company.
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