Journal of Economics and Sustainable Development www.iiste.org
ISSN 2222-1700 (Paper) ISSN 2222-2855 (Online) 5-'—.’,’
Vol.9, No.2, 2018 IIS E

Effect of Financial Leverage on Firms’ Financial Peformance: A
Study of Listed Companies in Agricultural Sector.

Onuora Joshua K
Department of Accountancy, Chukwuemeka OdumegwwDjunversity, Anambra State

E-mail revogejkj@yahoo.com

Obia, Chinonyerem Edith

Department of Accountancy, Chukwuemeka OdumegwwDjunversity, Anambra State

ABSTRACT

Explaining the role of financial leverage in firnengiormance is one of the primary objectives of eamgorary
researches and this role remains a questionabjectubhich has continued to attract the attentibrmany

researchers. This work examined the effect of fir@nleverage on firm financial performance of didt
Agricultural firm in Nigeria. seven (7) firms in bieria for the period of five (5) years (2011-20Thg specific
objectives of this work were aimed at determinihg extent to which debt ratio, debt equity ratiteiest
coverage ratio, and asset tangibility ratio afféet firm’s financial performance of listed Agricutal firms in

Nigeria. This work employed four (4) financial leage ratios for the independent variables whicludhe debt
ratio (DR), debt equity ratio (DER), interest coamge ratio (ICR), and asset tangibility ratio (TANG)

determining their effect on firm performance prdogyEarnings per Share (EPS) as dependent variasiearch
questions and hypotheses were formulated in lirike thie objectives of the study. The data were abthifrom

the financial statement of the listed firms on Migerian stock Exchange (NSE). The ex-post facteaech
design was used while descriptive statistics, P@acsrrelation and regressions were employed ®athalysis.
The results and findings revealed that debt rati laterest coverage ratio have negative influemtearning
per share and are statistically significant in iehgvthe financial performance of agricultural firrims Nigeria,

while debt equity ratio and asset tangibility ataistically insignificant in driving the financigerformance of
agricultural firms in Nigeria. We therefore recommdethat manager’s priority should be Interest cagerand
debt ratio for improvement on financial performanéégricultural firm in Nigeria.

Key Words, Financial Leverage, Capital Structure, Debt to BgRiatio, Gearings, Interest coverage ratio

Introduction
1.1 Background to the Study

Financial leverage is the degree to which a compea®gs fixed-income securities such as debt andepeef
equity and the amount of debt an entity used talmse more assets which is employed to avoid dasmgwuch
equity to fund operations (Investopedia, 2013)ir& can finance its investments by the means dit dad
equity by the use of fixed-charged funds, suchedd dnd preference capital along with the ownegisity in the
capital structure which is described as finanaiaketage or gearingDera & Sola, 2010). Financial leverage
affects profit after tax or earnings per share.eréfore financing manager is concerned with therdghation
of the best financing mix and contribution of detsl equity for its firm.
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Capital structure decision is the mix of debt agdity that a company uses to finance its busin@ssmodaran,
2001). According to Damouri (2013), leverage ratmtributes in measuring the risk of using equagtc There
are various measures known for the capital straceimong which the most important are book valuedas
measures, market value based measures and seméetmailke based measure (Adjusted market value).
Financial leverage takes debt in form of loan atieoborrowing, the proceeds of which are reinvstih the
intent to earn a greater rate of return than the obinterest (Laurent, 2005). Combination of dabtl equity
has long been the subject of debate concernimptermination, evaluation and accounting.

The importance of leverage can be seen from itsemee in the capital structure of the organizatibns
important for the organization to take decision leferage portion in the capital structure (Muhammad
2005).Debt portion represents the others claimiaretiuces the risk of owners. Management of thepganies’
remain conscious about the debt portion of the megdion because it affects the financial perforoganf the
firms and the performance of the management is unedsthrough the performance of the organization.
Management of debt financing is very crucial in thrganization because companies are using the fahds
creditors which have to be returned with interétadk 2015). Financial leverage is cost of savind # also
reduces the risk of the owners but it becomes yostien organizations are unable to use it effityent
Companies have to pay financial charges on thedgee if company fail to use leverage effectivéhen they
have to suffer from many problems because the atnoliteverage is to be repaid with interest expense
Profitable companies prefer to use leverage becausduces the risk of owners and more cost safanghe
shareholders of the organization. Financial leveraffects the firm performance in aspect of profliey which

has direct impact on the management performangéatatructure, stock price, wealth of sharehadend all
the stakeholders (Ahmad, 2015).

Financial leverage is very critical in the proces$srriving at an appropriate capital structureti@pl capital
structure is a puzzle to every manager and boadire€tors. Failure to put considerations on cagitaicture
might lead to low profitability, bankruptcy, faileito invest in higher returns project and ultimaidcrease in
the value of the firms. In the empirical evidentelings from various studies, a general agreemasitnot been
reached on the effect of financial leverage on sirperformance. The findings from the previous aiopl
studies are inconclusive as the debate has notreseived. Most of these studies covered otheosedf the
economy other than agricultural sector which ista@ogap the present study tends to fill in knowkdHence,
this study focuses on firms’ in Agricultural sectand examined the effect of four financial leveragriables
namely; debt ratio, debt equity ratio, interesterage ratio, asset tangibility on firms’ finanqi&rformance

The main objective of the study is to examine tfiect of financial leverage on financial performanaf listed
firms in Nigerian Agricultural sector. This was pued using these specific objectives, to examiaeeffect of
debt ratio (DR) on firms’ financial performance, fiad out the effect of debt-equity ratio (DER) drms’

financial performance, to ascertain the effectntériest coverage ratio (ICR) on firms’ financiarfpemance,
and to discover examine the effect of asset talityibatio (TANG) on firms’ financial performance

In view of the research objectives above, the iy hypotheses were formulated,;
Ho:: Debt ratio has no significant effect on firms’ fsemance.

Hoo: Debt equity ratio has no significant effect omf& performance.

Hos: Interest coverage ratio has no significant eféecfirms’ performance.

Ho,:  Asset tangibility ratio has no significant effect firms’ performance.

However, the study is limited to seven (7) listednpanies in Agricultural sector in Nigeria, whiaftludes;
Afprint Nigeria Plc., Ellah Lakes Plc. Grommac lsthies Plc., Livestock Feeds Plc., Okitipupa OilnP®Ic.,
Fresco Plc., Okomu Oil Palm Plc. The period of gaarder review was five years covering 2011- 2015.
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Literature review
2.1.1 Leverage

The concept of leverage is one of those importiaaintial analyses which every organization emplgyired
operating expenses and or fixed interest chargeslagtbe familiar with (Egungwu, 2015). The financing or
leverage decision is a significant managerial degisince it influences the shareholder’s retuisk and the
market value of the form (Pandy 2007). The tervelage indicates the ability of a firm to earn l@gheturn by
employing fixed assets or debt. It shows the effectthe investment patterns or financing pattedhspted by a
firm. The employment of an asset or source of fuiedsvhich a firm has to pay a fixed cost or instrhas a
consideration influence on the earnings availabteefjuity shareholders. The fixed cost or inteezss as the
fulcrum and the leverage magnifies the influencg.l®/eraging, a firm is able to magnify the retutosthe
shareholders by using fixed cost bearing assefisnois. It depends on the financial planning wheie desired
that a small change in sales or Earnings befosrdat and Taxes (EBIT) will have a magnifying efffec EBIT
or Earnings per Share (EPS) respectively. It mastdver be noted that higher the degree of levetaigber is
the risk as well as return to the owners. Thusrlye implies the use of fixed cost in an attempintvease
profitability. Summarily leverage is the responsigss of firm's return to fluctuations in revenuad aperating
income, and the ability of a firm to magnify thdélirence resulting in higher return.

2.1.1.2 Financial Leverage

Egungwu (2015) defined financial leverage as thra’$ ability to use fixed financial charges to miy the

effect of changes in Earnings before Interest amxe$ (EBIT) on the firms Earnings per Share (EFBjancial

leverage occurs when a firm obtains financing fsr firms owners. Nkechukw(009) looks at financial
leverage as the extent to which debts are being) inse firm’s financial structure or the ratio ofal debt of the
firm. Also financial leverage according to Pandé010) is the use of the fixed charges sourcesindd, such
as debt and preference capital along with the owrejuity in the capital structure. Van Hon{2010) defines
financial leverage as the percentage return ontye@uid the net rate of return in total capitaliaati Kuchhal

(2013) opines that financial leverage is used t&cdke a firm's ability to use fixed cost bearirgsats or funds
to magnify the return to the owners.

Hence, financial leverage can be favourable orvofeable. Whenever the cost of debt is less thamaturn on
asset, the leverage factor is favourable and thleehithe leverage factor the higher the rate afrnedn owners’
equity. And also when leverage factor is howevdauourable if the cost of debt is higher than teeim on
assets.

2. 1.1.3 Measures of Financial Leverage

There are various measures of leverage, which eaddssified as accounting based measures, maakgg-v
measures and quasi market value measures as sgpgrtLoof, 2003). Other measures are:

1. Debt Ratio (DR)

Ekwe and Duru2012) assumed that when external funds are borroesmple, from banks at a fixed rate,

they can be invested in the company and gain aehighid to the bank. This is measured by the t¢ak to
) . Total Debt
total assets and is a proxy to levera@ept ratio = —————
Total assets

According to Ezeamg010),Debt ratio (DR) measures the amount of the total funds pexvidy creditors in
relation to the total assets of the firm. The folanis total debt by total asset of the firm. Figahe concludes

. .. - . Total liabiliti
that the correct formula to be used in analysitigdiebt ratio is;Debt ratio = w
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2. Debt Equity Ratio:

This is a measure of the proportion of debt to ehalders fund (i.e. Net worth) in the total finamgiof a
business. The ratio indicates how much naira wiasdaas debt for N1 of equity (Nwude, 2003). Eneka@l 2)
continues that debt equity ratio is a financialorémdicating the relative proportion of equity addbt used to
finance a company’s assets which is an indicataheffinancial leverage. It is equal to total ddhtided by

' equi ; ; Total liabiliti
shareholders’ equityebt equity ratio = ota Tablities

Shareholders fund or Total equity

3. Interest Coverage Ratio

Ezeama (2010) defines interest coverage ratio edi@ similar to time interest earned ratio, buisitmore
inclusive in that it recognizes that many firmsseassets and incur long-term obligations undeseleantacts
for the payment of lease premium. This ratio idgnable to the time interest earned ratio for mgkinancing

analysis. Pandey (2010) indicates the ratio of opérating income (or EBIT) to interest charge i.e.

. . EBIT
Interest coverage ratio = —
Interest Charge

4. Asset Tangibility Ratio

Fama and Frencl2000) Asset tangibility ratio is an important facif leverage, the tangibility of assets
represents the effect of the collateral value sttef the firms gearing level. Akinstan{@008), psillake (2010)

tangibility asset is calculated by the net fixedseds divided by total assetAsset Tangibility ratio =
Net Fixed Asset

Total Assets

5. Total Debt to Total Assets

Total debt to total assets ratio is also an imprntatio for analysing the company’s use of itstdeb financing

its assets. It is calculated by taking the companytal debt and dividing it by its total asseteeTebt includes
both short term and long term obligations. Themfdrshows the percentage of its total assetsatteafinancial
with debt. A total debt to total assets was adopted measurement of financial leverage by auth@$amela
(1983), Mehmat (2009), khan (2012), Abor (2005),a£003).

6. Short Term Debt to Total Assets

This ratio is a measurement representing the ptxgerof a corporation’s assets that are financéd lvans and
financial obligations lasting within one year. 8afR015) adopted short term debt to total asset measure of
financial leverage. Short term debt is used torfigaits company’s investments in working capitathiocli is
important for the production and sales continupbammed 1989). The value of short term debt tal agset
is very important when determining a company’s gemiance (Investopedia 2016).

Capital Structure

Capital structure is a segment of a firm’s finahstaucture; it consists of the permanent finanah@ firm and

is represented by long-term debt, preferred stoot @mmon equity. It thus excludes short-term dredi
Common equity includes common stock, capital sw@lod accumulated retained earnifiggungwu, 2015).
Capital structure refers to the sources of finagcparticularly the proportions of debt (leveragaidgng) and
equity that a business used to fund its assetsatipes and future growttiensen 1979).

Hence, the relationship between financial strucamd capital structure can be expressed in an iequiatrm
capital structure + current liabilities = financitucture (CS + CL = FS). Financial structure ref® the way
the firm’s assets are financed and includes thieeeldbility side of a statement of financial piosn (Egungwu,
2015). Financial structure includes all items abllities and equity, while liabilities includesshterm and
long-term liabilities, funds sources obtained bg ttompany to finance its investments, whether dieonh or
long term(munir,1989;khali 1989).
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2121 Measuring Firm Financial Performance

As multiple concepts of firm financial performanesist depending on the level of aggregation and the
difference in dimensionality. Chakravarthy (198dpahcial performance such as profit maximization,
maximizing profit of assets, and maximizing shatdars’ benefits are at the core firm's effectiveneBirm
financial performance from accounting hinges on ¢benpany profitability and performance of stocktlre
capital market. The most commonly used performagmroies are return on assets (ROA), return on gquit
(ROE) and return on investment (ROI). These acdongnineasures representing the financial ratios from
statement of financial position and income statdrhame been used by many researchers (for exangies€tz

& Tehn, 1985; Ang Cole and Lin2000, Mehran, 1995, Gorton & Posen 1995.).

However, other measures of performance called mamdormance measures, such as price per shareto
earnings per share (EPS) (Abdel Shahid, 2006@yket value of equity to took value of equity (MB), and
Tobin’s Q. return on assets (ROA) Masood, Zamaee3al& Saced, Khatab (201ROA gives an idea as how
efficient management is at using its assets torgémearnings. It is express as profit before faided by total
assets.

Earnings per Share (EPS)

According to Pandey (2008)e net profits of a company expressed on a peitigcghare basis. The formula is

Earnings per share, = —onafter Tax_
gsp "~ Number of shares

Tobin’s Q

Tobin’s Q-ration (Q) mixes market value with accting value and is used to measure the firm’'s véMerck,
Shleifoer, & Vishing 1988, Meconnel & Serveas, 1%hon 2001). By dividing the sum of the marketual
of equity and the book value of total assets (Kahit Renneboog, 2002).

Return on Equity (ROE)

According to Masood, Zaman & Saleem (2011) returrequity measures a corporate profitability by edivg
how much profit a company generates with moneyeatt@ders have invested determined the measureghrou
dividing profit by equity.

Profit margin

Farlex financial dictionary (2012) defines profiargin as a measure of how well a company contsatasts. It
is calculated by dividing a company’s profit by ieyenues and expressing the result as a perceitagdigher
the profit margin is, the better the company isutftet to control costs. Investors use profit martgircompare
companies in the same industry and well as betviegustries to determine which are the most prolitab
Dictionary of financial terms (2008) profit margi calculated as profit after tax in dividend byniowver or net
sales.

2.2 Theoretical Framework

This work is anchored omtermediate theory which was propounded by Pan{®009). States that mix of debt
and equity can increase the value of the firm lgucing the weighted average cost of capital (WAGQRYo a
certain level of debt. He posited that financialeieage is very critical to the survival and perfanoe of
corporate entities. According to him, benefit obtlss basically the tax-shield effect that arisae tb deductible
of interest payments. It also entails that debtfuare cheaper than equity funds which implies ttatcost of
debt and the increased cost of capital, with weighiasis, will be less than the cost of equity thasted on
equity before debt financing.

Therefore, this work is anchored on this theorydaose it serves as the foundation for investigatiegeffect of
financial leverage on firm financial performancelisted companies in Nigeria Stock Exchange. The®it is
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very pertinent as it is the basis on which finahlggerage stands since firms trading on debt ess risk due to
tax shield than those trading on equity financing.

22.1 Theoretical model for this study
Independent  variables Dependent variable (Y)
> Debt Ratio
\ 4
Financial Debt to equity ratio » Firms performance
Leverage > d EPS

Interest coverage
> ratic

Asset tangibility
ratic

Source:Researchers, 2017.

From the above diagram, it illustrated the theoettimodel of this work which serves as guide tosthieition to
the problem identified in this work by the conceglization of the dependent and independent vasabighis
work, dependent variable y and independent varsapl&-4). However, the framework utilized debt satiebt
equity ratio interest coverage ratio and assetiltilitg as proxies for financial leverage while aargs per share
(EPS) is used to proxy performance.

Other theories relating to this study includes Stat Trade-Off Theory which state that firms have an optimal
structure which is determined by trading off thestcagainst the benefits of the use of debt andtegiensen
(1996). One of benefits of the use of debt is tebtdax shield, and disadvantage of cost of paikfitiancial
distress, when the firm relies on too much deber&ttost and benefits are the use of debt andyequit

The other isAgency Theory whichwas initially developed by Berle & Mear($932), who states that due to a
continuous dilution of equity ownership of largemarations, ownership and control become separatbith
gives professional managers an opportunity to mutbeir interest instead of that of shareholdeessdn &
Meckling (1976) see agency costs as the sum ahthr@toring expenditure by the principal, bondingtcby the
agent, and a resided loss. Menson (1976) opingsatiency is relationship as a contract under onmane
people (principle here another (Agent) to perfoumsservices and then delegate decision making Htytho
the agent. In respect of this, an agency relatipnskists between shareholders and managers. Dheydirms
which are mostly financed by debt given managess tkecision power of those financed mostly by ggaind
thus debt can be used as a control mechanism,ighwénders and shareholders becomes the pringgrées in
the corporate governance structure.
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2.3 Empirical Review
2:3:1 Debt ratio and Firms’ Financial Performance

Innocent, Ikechukwu and Nnagbo@2014) conducted a study on the effect of finanl@aérage on financial
performance: evidence from quoted pharmaceuticalpamies in Nigeria for the period 2001-2012. Financ
leverage surrogated by debt ratio (DR), debt-equitip (DER) and interest coverage ratio (ICR) wasd as
independent variable. The study utilized secondtmty sourced from financial statement of 3 pharuonacs
companies quoted on the Nigerian stock exchangecripgive statistics, Pearson correlation and rpigti
regressions were employed in order to determine effiect of financial leverage variables on company
performance measured by ROA. The results showedl#gi#s to total asset and debt-equity ratio hagative
and insignificant effect on ROA interest coveragtorhas a positive and significant effect on R@MNigerian
pharmaceutical industry. The study also revealed tim the aggregate, financial leverage variabbes mo
significant effect on financial performance of sa@bcompanies.

Abbasali and Esfandiar (2012) investigated the whp capital structure on the financial performanaf

companies listed in the Tehran Stock Exchange estdd a sample of 40 firms. They concluded thatthas a
significant negative relationship between debtorand financial performance of companies studieldo /a

significant positive relationship between assetnawer, firm size, asset tangibility ratio, and gtbw
opportunities with financial performance measures.

Adekunle (2009) conducted a study on the effeatagfital structure on company performance. Debb rafis
used to proxy capital structure while return oreaasd on equity was used as measures firms’ peafoce. The
study used the ordinary least squares method iofi@sdn. The results of the study indicated thditdatio has a
significant negative effect on firm’s financial nseses of performance. The study, however, did oosider
other financing decisions in the analysis including mediating effect of internal cash flow avaliéab

Onaolapa and Kajolé2010) investigated the effect of capital structanefinancial performance of companies
listed on the Nigeria stock exchange (NSE). Thestuas performed using 30 non financial companie$5s
industrial sectors in period showed that finandéalerage (debt ratio) has a significant effect oraricial
performance (ROA and ROE) of sampled firms.

2.3.2 Debt Equity Ratio and Firm Financial Performance

Simon-oke and Afolabi (2011) conducted a study lo@ telationship between financial leverage and firm
performance using a study of five quoted firms ialiMvithin a period of nine years (1999-2007).tlz@chored
their work on static trade off theory and also #gency cost theory. They employed the panel dageession
model in analysing their data; the study revealed there is a positive relationship between firperformance
and equity financing as well as between firms’ perfance and debt equity ratio.

Kaumbuthu (2011) conducted a study to determinerétegtionship between capital structure and retmn
equity for industrial and allied sectors in Nairad®curities exchange during the period 2004-20Q8t&la
structure was proxy by debt equity ratio while pemiance was proxy by return on equity. The study$ed on
only one sector from the listed companies in Nai®bcurities Exchange and also paid attention g one
aspect of financing decision, the study appliedasgion analysis and found a negative relationbkigveen
debt equity ratio and ROE,

Rehman (2013) investigated the relationship betwiaamcial leverage and financial performance ofli3t&d
sugar companies in Pakistan for a period of 6yéanmm 2006-2011 correlation technique was used $b te
financial leverage proxy by debt equity ratio adeipendent variable and financial performance satesgby
EPS, NPM, ROA, ROE and sales growth as dependeiatles. The results revealed that financial legerhas

a positive relationship with ROA and sales grovatfg negative relationship with EPS, NPM and ROE.

Ofia (2016) conducted a study on investigating the eféédinancial leverage on company performance using
selected quoted companies in Nigeria for the peoib@010 — 2015. Financial leverage surrogateddapt to
total asset, debt to equity ratio, short term delibtal asset, long term debt to total asset,iatedaction of debt
to total asset and debt to equity ratio and dependariable was proxy with return on equity. Thsults
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revealed debt to equity ratio has no significarieatfon the performance and should be the priaityhe
managers for improved performance.

2:3:3 Interest Coverage Ratio and Firm Financial Pdormance

Thaddeus and Chigbu (2012) studied effect of fir@neverage on bank performance using 6 banksigea.

The study utilized secondary data from Nigeriarclstexchange facts book and the financial statemafntise
sampled banks. Debt equity and interest coveraigsrevere used as proxies for financial leverage laence
constituted the independent variables, while eagsiiper share (EPS) represented performance was the
dependent variable. Multiple regression technigues wsed to establish the effect of financial legeran
performance of sampled banks. The findings reveatecd results. While some banks reported signitica
positive relationship between leverage and perfacea others revealed significant negative relatigns
between leverage and performance

Maroko (2014) examined the influence of capitalistire on financial performance of financial penfience of
firms listed in Nairobi Securities Exchange. Thedstemploys secondary data sourced from finantasients
of sampled listed firms, which were selected ustrgtified random sampling technique. Multiple egion
technique was used to explain the relationship éetwfinancial leverage, cost of equity, interesiorand
organization financial performance. The findingveaed that positive relationship exit between riirial
leverage, cost of equity, interest ratio and orzmiion financial performance. Results from theirdst also
found a positive and significant relationship bedwéeverage and profitability.

2:3:4 Asset Tangibility and Firm Financial Performance

Gweyi, Minoo and Luyali (2013) in their paper detémants of leverage of saving and credit co-opegati
societies in Kenya. The study sampled 40 Sacccstergid by Sacco Society Regulatory Authority (SARA)
which extended from the period 2010 to 2012. Far data analysis, regression model was employed, the
explanatory variables comprised of firm size, glowate, liquidity, profitability and tangibility, hereas the
explained variable was the leverage ratio. Thelteslhow that for Sacco; there were statisticahificant
relationships between financial leverage and végiaheasured. The results from the study revealat fihm

size has significant relationship with leverage98% confidence level, whereas liquidity and tarlgiphave
significant relationship with leverage at 95% cdefice level.

Ahmed(2011) investigated the impact of firm level chaesistics on performance of the life insurance geicto
Pakistan over the period of seven years. For thipgse, size, profitability, age, risk, growth atahgibility
were selected as explanatory variables while ROA taken as dependent variable. The results of argieast
square (OLS) regression analysis revealed thatrdgee firm, size, and risk were the most important
determinants of performance of life insurance gsewtbereas ROA has statistically, insignificant effen
tangibility effect on tangibility of assets.

Chandrasekharan (2012) conducted a study on tlendietants of capital structure using 7 firms outtlod
population of 116firms listed on the Nigeria stakchange for a period of five years (2007-2011nfrstatic
trade-off, and pecking order theory point of vidde employed the panel multiple, regression analgsi the
study reveals that for the Nigeria listed firmsnfs’ size, growth and age are significant with dledt ratio of
the firms, whereas, profitability and tangibilityeanot,

Salawu (2012) investigated the effect of capitalictire on firms’ performance using 70 firms outtioeé 100
firms listed on Nigeria Stock Market from 1990 -0BCcutting across 14 sectors of the Nigeria stoothBnge
classification. The estimation from the panel ddtawed that long — term debts and tangibility (asseicture)
were positively related to firm’s performance (R OA

Obradovich and Gill (2013) investigate impact ofpmrate governance and financial leverage on theevaf
American firms. A sample of 333 listed on New Y@tock Exchange (NYSE) for a period of 3 years from
2009-2011 was used. The purpose of this study wisdathe impact of corporate governance and firgnc
leverage on the value of American firms. The cefiehal and non-experimental research design wed tes
conduct this study by taking firm value as dependamiable and CEO Duality, Board size, Audit cortiee
and Financial Leverage as dependent variable. @wrigomes show that larger board size negatiiralyacts
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the value of African firms and CEO duality, auditnemittee, financial leverage, firm size, returnassets and
insider holdings positively impact the value of Aican firms.

Akinyomi (2013) conducted. The study also revedtett on the aggregate, financial leverage variahlstidy
on impact of financial on performance using threenafacturing companies selected randomly from thoel f
and beverage categories in Nigeria under a peridi/® year (2007-2011) using the static trade-affd the
pecking order theory point of view. He adopted ke of correlation analysis method and revealetetheh of
debt to capital, debt to common equity, short teieht to total debt and the age of the firms isifigantly and

positively related to return on asset and returneqaoity but long term debt to capital is signifidgnand

relatively related to return on asset and returequity.

Maina and Kondong@013) examined effect of capital structure on fiahperformance of the firms listed on
Nairobi stock exchange from the year 2002-2011. Sthdy did not exclude the financial sector firfike study
used ROA, ROE and Tobin’s Q as measure of perfotmai was found that there is a negative relatigns
between capital structure and all measures of paebce used in the study.

METHODOLOGY

3.1 Research Desigrex-post facto research design was adopted by tioliealready existing data
from annual financial statement of companies iresdisted companies in agricultural sector anddéia were
base on the Nigerian Stock Exchange (NSE) as*aD&t, 2015

3.8 Model Specification and Proxy

The analytical model considered in this study tetdment of financial leverage (debt ratio, debtiggratio
interest coverage ratio, asset tangibility) as igted variables and firms performance proxy by éays per
share as criterion variable. This study specifieaieh, on attempt to ascertain the effect of finahtdverage
characteristics on firms’ performance of listed pamies in agricultural sector in Nigeria as folloPS =f
(DR, DER, ICR, TANG).

EPSti=bo-;DRti +B,DERti+Bal CRU+BATANGHIL. .. ... v e eeee e (1)

It also builds on the model of Agu, Enekwe & Eziedfid4 which specifies the model given below
ROA=bo +hDRyt +b,DERyt+hICRyt+¢i

DATA ANALYSIS AND INTEPRETATION

This study investigated the effect of financialdeage on firm performance quoted Agricultural comes in

Nigeria. In analyzing the data, the study adoptadep multiple regression to identify the possiblfeas of

financial leverage (debt ratio, debt to equityoainterest coverage ratio, asset tangibility patio performance
(earnings per share) of quoted companies in adgui@lisector. The study conducted some prelimiaaralysis
such as descriptive statistics, correlation matmd further test like normality test, multi-colim#sp and

autocorrelation test.

4.1 Descriptive Statistics

The descriptive statistics result shows the mearréme) for each of the variables, their maximurues
minimum values, standard deviation and the Jarqera-RIB) statistics (normality test).

Table 4.1 below, provides the summary of the dpsea statistics of the sampled quoted agricultacahpanies
in Nigeria selected for the study between 2011201b.
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Table 1 Descriptive Statistics

Variables Mean Max Min Std Dev Jarque-Bera JB (P-vlue)
EPS 0.0864 0.4910 -0.0350 0.0976 150.65 0.0000*
Debt_Ratio 0.5670 0.9500 0.2000 0.2045 1.7671 @913
Debt_Equity 0.3736 0.6360 0.1820 0.1130 2.9153 23
Int_Cov 0.3990 1.2300 0.1200 0.3057 13.708 0.0011*
Asset_Tan 0.4425 0.8100 0.2200 0.1811 2.7360 0*2546
No of cross section - 8

All data observation - 40

Source: Source: Researcher's summary of E-8ielscriptive analysis
Note: *1% level of significance not significance at level.

The result provided some insight into the natur¢hef selected Agricultural companies that were ueedhe
study. Firstly, it was observed that within theipdrunder review, the sampled companies has avgrasjéve
EPS value of 0.0864, maximum and minimum value .00 and -0.0350 respectively. The large diffeeenc
between the maximum and minimum value shows thatsgmpled companies used for the study are not
dominated by either large or small companies. Salgoit was observed that on the average, ovepéhod, the
sampled companies were characterized by positiveirggs per share value of 0.0864. Debt ratio witthia
period has a mean value of 0.5670, maximum valu6.@500 and minimum value of 0.2000. These values
indicate that within the period under review, de#tio fluctuate greatly, this may have negativeeetffon
performance of firm, the fluctuating debt ratio danrease the proportion of bad debt and cost bt.dEhe
result also reveals that debt to equity ratio hagean value of 0.3736, maximum and minimum valu@.6860
and 0.1820 respectively. The mean value reveatsthieaquoted agricultural firms used about 37% elftdo
equity financing. The large difference between tean, maximum and minimum value of debt to equtior
indicates that most agricultural firms within theripd under review does not used only equity fifag.cinterest
coverage has a mean value of 0.3990, maximum \a&lude2300 and minimum value of 0.1200, those value
shows that most agricultural firms has large irdemverage ratio which is a good indication offgenance.
The analysis of asset tangibility shows a meanevalu0.4425, maximum value of 0.8100 and minimuduea

of 0.2200. The mean value reveals that agricllfimas has low tangible asset compare to non taegssets.
The large difference between the maximum and thenmim value indicates that the asset of the saldates

in agricultural sector varies greatly but the samigl not dominated by firms with low tangible assethigh
tangible assets. Thus the firms are homogenous.

Lastly, the Jarque — Bera (JB) which test for nditmaf the data or the existence of outlier orrerte value
among the data used shows that all variables areatly distributed at 1% level of significance eptassets
tangibility, and debt to equity ratio. The resukkans that there is extreme value in assets taitgilasihd debt to
equity ratio. Though there are outliers in astatgibility and debt to equity ratio, they are tikély to distort

our conclusion; hence our result is reliable favwdng generalization. This also means that ordiheagt square
estimation techniques can be used to estimateahel pegression model.

4.2 Correlation analysis

In examining the association among the variablhe, study employed the Pearson correlation coeffficie
(correlation matrix), the results are presentedwel
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Table 4.2 Correlation Matrix

EPS DEBT_RATIO DEBT_EQUITY INT_COV ASSET_TAN
EPS 1.000000
DEBT_RATIO -0.327918 1.000000
DEBT_EQUITY  0.146680 0.191617 1.000000
INT_COV -0.278669 -0.072216 -0.213659 1.000000
ASSET_TAN 0.142367 -0.118734 0.306429 -0.296417 1.000000

Source: Researcher’'s summary of E-view 8 correladinalysis

The use of correlation matrix is to check for nabiinearity and to explore the relationship theisebetween
each variables used in the study.

The findings from the correlation matrix table, sisothat Earnings per share has a negative relaijpngth
debt ratio, this reveals that the higher the I@felebt ratio, the lower the earnings per sharesTHebt ratio has
strong negative relationship with earnings per sh&hen debt ratio increase by 1%, earnings paeshil
tend to fall by about 32.79%. Earnings per shake laapositive relationship with debt to equity esatience the
more debt to equity ratio agricultural firm uses tietter their performance measured by their egsrper share.
From the table, earnings per share has negatisgams$hip with interest coverage, the relationgieipeals that
the more agricultural firm thrive to increase thiiterest coverage ratio, the lesser their earnpegsshare.
Earnings per share has a positive relationship agtbet tangibility, this reveals that the more italegasset
agricultural used the higher their earnings pereshdll tend to be. Thus when agricultural firm iaase their
tangible asset by one naira, their earnings pereshall tend to increase by about fourteen koboeTh
relationship between debt ratio and debt-equitip ramterest coverage, assets tangibility, shoves tiebt ratio
has a positive relationship with interest coveragd debt —equity ratio and negative relationshith wisset
tangibility. Debt-equity ratio has strong positivelationship with interest coverage and assetsilidityg
Interest coverage has a strong positive relatignafth asset tangibility of agricultural firms inigéria.

In checking for multi-colinearity the study noticéltht no two explanatory variables were perfectyrelated.
This indicates the absence of multi-colinearitylppeon in the model used for the analysis and jestithe use of
the ordinary least square.

4.3 Hypotheses Testing

To examine the effect of leverage financing on fperformance and to test our formulated hypothesesjsed
the multiple regression analysis. The result olegiftom the analysis is presented below in tat8e 4.

Table 4.3 Regression analysis

DEBT_RATIO DEBT_EQUITY INT_COV ASSET_TAN
Coefficient -0.184245 0.149203 -0.089849 -0.021463
T-value -2.490735 1.065364 1.783183 0.241530
P- value 0.0176 0.2940 0.0832 0.8106
R. sq 0.4247
R. sq(Adj
a(Ad) 0.4136
F-start
F-stat P-value 2.5359
Durbin Watson 0.0574
1.5897

Source: Researcher’'s summary of E-view 8 Regressialysis result.

166



Journal of Economics and Sustainable Development www.iiste.org
ISSN 2222-1700 (Paper) ISSN 2222-2855 (Online) 5-'—.’,’
Vol.9, No.2, 2018 IIS E

Note: The OLS result follows the assumption of rtehoscedaticity.

In table 4.3 above, the study observed from thelréise R. squared value of 0.4247 and R-sq(adj)36(41%);
the R-sq(adj) value indicates that all the indepanhdariables jointly explain about 41.36% of thaiation in
earning per share of the sampled companies. Thastahl.36% of the earning per share of agricultural
companies can be attributable to the leverage dingnpolicy. The F-statistics value of 2.5359 arnsl i
probability value of 0.0574 shows that leveragdgyohave effect on firm performance (earning pearsh and
the effect is statistically at 10% levels. The DorWatson statistics result was 1.5897 can be aqpeded into
two, this indicates the absence of autocorrelatioour model, and hence the model is appropriatetfe
analysis.

Hypotheses Testing
Hypotheses 1Debt ratio has no significant effect on earnings ghare of agricultural firms in Nigeria.

The regression result showed a coefficient valueOdt842, t-value of 2.4907 and a P-value of 0.0Tlt&e
coefficient value which reveals the degree of wammcaused by the individual independent variableghe
dependent shows a negative value of -0.1842, tamnsithat debt ratio negatively influence the perémce of
agricultural firms. Thus a-N1.00 increase/changedé@bt financing can lead to about N0.18 decrease in
agricultural firm performance. The t-value of -209(is above absolute 2) shows that debt finanbamyeffect

on the earning per share of agricultural firms. Phnebability value of 0.0176 reveals that the dffetdebt
financing on earnings per share is statisticaljyhificant at 5% level. Based on the result, thelpixejects the
null hypothesis and accepts the alternate hypathesherefore concludes that, debt financing Hasissical
significant effect on the performance (earninggi®are) of agricultural firms in Nigeria.

Hypothesis 2:Debt-equity ratio has no significant effect on @ags per share.

The analysis of the effect of debt-equity financorgearnings per share showed a coefficient vall@e1492, t-

value of 1.0654 and a P-value of 0.2940. The odiefit value of 0.1492 reveals that debt — equitgricing

influence about less than 1% of earning per shémas a one naira increase in debt to equity ratiblead to

about less than 1% increase in indicates that O.ift¥ease in earnings per share of agriculturahdirin

Nigeria. The t-value of 1.0654 (less than absoR)tshows that debt —equity ratio has an effectnenearnings
per share of agricultural companies. The probgbilalue of 0.2940 reveals that the effect of deleiquity

financing on the earnings per share of agricultfirals in Nigeria is not statistically significarBased on the
result, the study accept the null hypothesis andctethe alternate hypothesis, it therefore coneduthat,
although debt — equity financing has effect on mgmper share, the effect is not statistical $icgunt.

Hypotheses 3:Interest coverage ratio has no significant effattearnings per share of agricultural firms in
Nigeria.

The analysis result showed a coefficient value ®0898, t-value of 1.7832 and a P-value of 0.083%

coefficient value which reveals the degree of iaflce/variation caused by the interest coveraghdaaarning
per share shows a negative value of -0.0898, ¢hisals that interest coverage negatively influgheeearnings
per share of agricultural firms (though the inflaens small-0.0898). The t-value of 1.7832 (apprate into 2)
reveals that interest coverage has a positive teffecthe earnings per share of agricultural congmni he
probability value of 0.0832 shows that the effefcinterest coverage is statistically significantl@%6 level, on
the performance of agricultural firm measured bynems per share of agricultural companies in NayeBased
on the result, the study accepts the alternatethggis and reject the null hypothesis it therefamecludes that,
interest coverage has statistical significant e¢ffecthe performance of agricultural firms in Niger

Hypothesis 4:Asset tangibility has no significant effect on eags per share.

The analysis result of the effect of asset tanigjbin earnings per share showed a coefficientesali-0.0215,
t-value of 0.2415 and a P-value of 0.8106. The fadeft value of -0.0215 indicates asset tangipilias
negative influence on earnings per share. Thusanaira increase in the asset tangibility will léadbout two
kobo decrease in earnings per share. Although dfkel lof influence is low it is negative. The t-valof
0.2415(below absolute two) shows that asset tditgibas weak effect on the earnings per sharegdtaltural
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companies. The probability value of 0.8106 revéladd the effect of assets tangibility on the eagaiper share
of agricultural companies in Nigeria is not statisly significant. Based on the result, the studject the
alternate hypothesis and accept the null hypothéisiherefore concludes that, asset tangibilitys k& no
statistical significant effect on the earnings slasire of agricultural firms in Nigeria.

5.1 Summary of findings and conclusion

From the result of the analysis and hypothesesdeste found that: Debt ratio and Interest coveragje have
negative influence on earning per share and atistatally significant in driving the financial prmance of
agricultural firms in Nigeria, while debt equitytimand asset tangibility are statistically insfipgant in driving
the financial performance of agricultural firms Nigeria. Though Debt equity ratio has a positivel #sset
tangibility has a negative influence on earningsglare. We therefore conclude that manager’siprishould
be Interest coverage and debt ratio for improveroarftnancial performance of Agricultural firm inigéria.
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