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CHAPTER ONE
INTRODUCTION
1.1 Background of the Study
The proportionate mix of equity and debt in financing a firm’s investment proposals has been the subject of intensive theoretical, modeling and empirical examination, over the years having its tenet in the implication of such a mix on corporate performance. The mix has been defined in terms of financial leverage in the literature (Grinblatt & Titman, 2023; Pandey, 2018).
Financial leverage is a measure of how much firms use equity and debt to finance its assets. A company can finance its investments by debt and equity. A company may also use preference capital. The rate of interest on debt is fixed irrespective of the company’s rate of return on assets. The financial leverage employed by a company is intended to earn more on the fixed charges funds than their costs. As debt increases, financial leverage increases. It has been seen in other studies that financial leverage has effect on corporate performance of companies. The primary motive of a company in using financial leverage is to magnify the shareholders‟ return under favourable economic conditions. The role of financial leverage in magnifying the return of the shareholders‟ is based on the assumptions that the fixed- charges funds (such as the loan from financial institutions and other sources or debentures) can be obtained at a cost lower than the firm’s rate of return on net assets. Damouri, Khanagha and Kaffas (2023) states that leverage ratios contribute in measuring the risk of using equity costs. They further add that there are various measures known for the financial leverage among which the most important are book value based measures, market value based measures and semi- market value based measures (adjusted market value). Financial leverage affects profit after tax or earnings per share. The combined effect of two leverages can be quite significant for the earnings available to ordinary shareholders (Pandey, 2018).
The use of fixed-charged funds, such as debt and preference capital along with the Owner’s equity in the capital structure is described as financial leverage or gearing (Dare & Sola, 2020). An unlevered firm is an all-equity firm, whereas a levered firm is made up of ownership equity and debt. Financial leverage takes the form of a loan or other borrowing (debt), the proceeds of which are (re)invested with the intent to earn a greater rate of return than the cost of interest. If the firm’s marginal rate of Return on Asset (ROA) is higher than the rate of interest payable on the loan, then its overall Return on Equity (ROE) will be higher than if it did not borrow (Laurent, 2015). On the other hand, if the firm’s Return on Assets (ROA) is lower than the interest rate, then its Return on Equity (ROE) will be lower than if it did not borrow.
Leverage allows a greater potential returns to the investor than otherwise would have been available, but the potential loss is also greater, if the investment becomes worthless, the loan principal and all accrued interest on the loan still need to be repaid (Andy, Chuck & Alison 2022). This constitutes financial risk (Pandey, 2018). The degree of this financial risk is related to the firm’s financial structure. The total combination of common equity, preferred stock and short and long term liabilities is referred to as financial structure. That is, the manner in which the firm finances its assets constitutes its financial structure. If short-term liabilities are subtracted from the firm’s financial structure, we obtain its capital structure. In other words, the firm’s permanent or long-term financing consisting of common equity, preferred stock and long term debt is called capital structure (Van Horne, 2022). Hence, the objective of financial management in structuring a Firm’s capital components is to maximize the shareholders‟ wealth, as a measure of performance. Based on the above the problem of this study is to analyze the implications of financial leverage on performance. There are many empirical works on the relationship between leverage and financial performance. 
However, the findings from these studies were mixed. Some studies found positive relationships between leverage and financial performance while others found a negative relationship. A few others found no relationship between the two. Studies by Robb and Robinson (2019), Ruland and Zhou (2015) believe that there is a positive relationship between leverage and financial performance. According to Jensen (2016), profitable firms signal quality by leveraging up, resulting in a positive relation between leverage and profitability. This agrees with Modigliani and Miller (2019). Robb and Robinson (2019) found that gains from leverage are quite significant, and the use of debt enhances the firm market value. It is argued that financial leverage has a positive effect on the firm’s return on equity given the earning powers of the firm’s assets is greater than the average interest cost of debt to the firm. Therefore, this research examined the effect of leverage on financial performance of quoted pharmaceutical companies in Nigeria.
1.2 Statement of the Problem 	
There has been an ongoing debate on the issue of financial leverage and financial performance of firms. This controversy is further narrowed down to identify which of the variables debated is most influential in predicting and determining the financial leverage  of manufacturing firms. The choice of optimal financial leverage of a firm is difficult to determine. 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 financial leverage. Optimal financial leverage also means that with a minimum weighted-average cost of capital, the value of a firm is maximized.
The capability of a company in managing its financial policies is important if the firm is to realize gains from its specialized resources. The nature and extent of relationship between financial leverage and financial performance of firms have attracted the attention of many researchers.
Moreover, despite the widespread interest in the way firms make their financing decisions, most of the research on financial leverage has been conducted in the advanced countries’ using different quoted financial companies with little study on pharmaceutical companies. This study is an attempt to fill this gap in knowledge; hence, the main purpose of this research is to investigate the effect of Financial Leverage on Financial Performance: Evidence of Fidson Healthcare Plc, Nigeria.


1.3 Research Questions
1 What is the effect of Debt Ratio (DR) on Profitability of Fidson Healthcare Plc in Nigeria?
2 What is the effect of Interest Coverage Ratio (ICR) on Profitability of Fidson Healthcare Plc in Nigeria?
3 What is the effect of Debt- Equity Ratio (DER) on Profitability of Fidson Healthcare Plc in Nigeria? 
1.4 Objectives of the Study  
The broad objective of this study is to examine the effect of Financial Leverage on Financial Performance: Evidence of Fidson Healthcare Plc in Nigeria. Specifically, the study sought to: 
i. Determine the effects of Debt Ratio (DR) on Profitability of Fidson Healthcare Plc in Nigeria.
ii. Evaluate the effects of Interest Coverage Ratio (ICR) on Profitability of Fidson Healthcare Plc in Nigeria; and  
iii. Determine the effect of Debt- Equity Ratio (DER)on Profitability of Fidson Healthcare Plc in Nigeria.


1.5 Research Hypotheses	
i. Ho: Debt Ratio (DR) has no significant effect on Profitability of Fidson Healthcare Plc in Nigeria.
ii. Ho: Interest Coverage Ratio (ICR) has no significant effect on Profitability of Fidson Healthcare Plc in Nigeria.
iii. Ho: Debt to Equity Ratio (DER) has no significant effect on Profitability of Fidson Healthcare Plc in Nigeria.
1.6 Significance of the Study 
The study will be relevant to certain groups of people. They include:
This study will act as a policy guideline to finance managers involved in managing firms on the part of financial leverage and its association with return on equity to maximize shareholder assets. It will aid decision-making relating to the proper mix between debt and equity that will be of advantage to the firm. This will in turn establish a proper financial planning that will bring about improvement in the overall rate of return of the firm since cost of debt capital is lower than that of equity.
Policy makers in the industry would be able to formulate appropriate debt and profitability management policy that would put the company above others in the same industry because the use of debt increases the earnings on equity capital as long as the rate of return on the firm’s investment exceeds the explicit cost of financing the investment.
The study would add more updated empirical evidence to existing financial literature in Nigeria regarding relationship between financial leverage and corporate performance and would be of great benefit to the academic field as it will serve as a reference point for students and future researchers who will want to research more on the topic.
1.7 Scope of the Study
	This research study focuses on finding the effect of firm’s leverage and financial performance of listed pharmaceutical companies in Nigeria. This study is restricted to firms in pharmaceutical companies under the health care sector of the Nigeria economy.
	This study also focused on pharmaceutical firm listed on the floor of (NSE) Nigeria stock exchange between the periods of 2016 to 2023. The independent and dependent variables would be extracted or computed from the annual financial report of the pharmaceutical companies. Accounting measure are used to evaluate the financial performance of firms. The financial performance indicator that was used is ROA measure as the proportion of profit after tax to total asset. 
1.8 Limitation of the Study
	During this research on a settled public limited liability company in Nigeria, several limitation encountered, which affect the study’s scope. These include:
1. Limited Access to Financial Data: Some financial records were confidential and restricted making it difficult to obtain complete and accurate data.
2. Time Constraints: The duration available for conducting the research was limited restricting the depth of data collection and analysis.
3. Resource Constraints: Insufficient financial resources limited the ability to conduct extensive field work and access premium financial reports
4. Respondent Reluctance: Some company officials and stakeholders were unwilling to disclose sensitive financial information, affecting data accuracy.
5. Regulatory Restriction: Legal and corporate policies restricted the availability of certain financial details, limiting the scope of financial analysis. Despite these challenges the study provides valuable insight into financial statement analysis and investment decision making.
1.9 Operational Definition of Terms
Financial leverage: Financial leverage can be defined as the extent to which an Investor or a business is using borrowed money. 
Financial performance: Financial performance can be define as the subjective measure of how well a firm can use assets from its primary mode of business and generate revenues.
Debt: This refers to borrowed funds in the financial leverage 
Equity: This refers to the owners’ capital in the financial leverage 
Optimal financial leverage: This is the level of financial leverage at which the benefits and costs of debt financing are exactly balanced.


CHAPTER TWO
LITERATURE REVIEW
2.1 Introduction
This chapter discusses the major concepts and issues relating to the subject matter of the study. All relevant items should be grouped together with sub-heading. The theoretical framework reviewed where models and theories relevant to the research work while review of empirical literature on each of the variables of the study. This includes a review of the methodologies used by the past studies.
2.2 Conceptual Framework 
2.2.1 Financial leverage 
Financial leverage is a measure of how much firm uses equity and debt to finance its assets. As debt increases, financial leverage increases. Management tends to prefer equity financing over debt since it carries less risk (Matt, 2014). Financial leverage takes the form of a loan or other borrowing (debt), the proceeds of which are re-invested with the intent to earn a greater rate of return than cost of interest. An unlevered firm is an all-equity firm, whereas a levered firm is made up of ownership equity and debt (Andy, Chuck & Alison, 2012). Leverage allows a greater potential returns to the investor than otherwise would have been available, but the potential loss is also greater if the investment becomes worthless, the loan principal and all accrued interest on the loan still need to be repaid (Andy et. al., 2012).
Similarly, Pandey (2010) assert that the financial leverage employed by a company is intended to earn more return on the fixed-charge funds than their costs. The surplus (or deficit) will increase (or decrease) the return on the owners’ equity. The rate of return on the owners’ equity is levered above or below the rate of return on total assets. Thus, financial leverage is considered as a double-edged sword because it provides the potentials of increasing the shareholders’ earnings as well as creating the risks of loss to them. In particular, Erasmus (2015) noted that financial performance measures the profitability and liquidity among others and as such provided a valuable tool to stakeholders to appraise the past financial performance and the current position of a firm. Brigham and Gapenski (2013) argued that in theory, the Modigliani and Miller (1958) model was valid however in practice, bankruptcy costs did exist and that these costs were directly proportional to the debt levels in a firm. This conclusion implied a direct relationship between financial leverage and financial performance of a firm. In other words, financial leverage is an important aspect of a company in decision-making and evaluation of financial performance. As capital is an uncertain but critical resource for all firms, suppliers of finance are able to exert control over firms (Harris and Raviv, 2016). The issue of finance is so necessary that it has been identified as one of the reasons for business failure in Nigeria today. 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 diverse 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 have greater control over decisions. An appropriate financial leverage is a critical decision for any business organization. Therefore it is important that a firm chooses an appropriate financial leverage that will enable it achieve better financial performance as it competes in an increasingly challenging business environment. This is so as financial leverage is a crucial factor for a firm if it is expected to boost its financial performance significantly.
Leverage ratio is a portion of firm assets financed with any type of fixed-charge financing such as debt or leases. Thus, leverage is a tool if prudentially employed to increase earnings potential of the residual owners. The more the company is leveraged, the riskier the investment. Leverage ratio indicates the firm’s risk exposure in meeting debt service charges. A high leveraged firm faces a higher risk that its equity capital can be wiped out when outcomes from its exposure to risky assets are unfavourable. Higher leverage magnifies market risk as leverage firm may be forced to sell assets in order to reduce exposure under adverse market conditions.  Thus, firm that is heavily financed by debt offers creditors less protection in the event of bankruptcy. For example, if a firm’s assets are financed with 75 percent debt, the value of the assets when decline by only 25 percent, creditors’ funds are endangered. In contrast, if only 25 percent of a firm’s assets are debt financed, assets value can drop by 75 percent before jeopardizing the creditors’ funds.
On the other hand, leverage ratios also are of concern to owners of the firm because it influences the rate of return they can expect to realize on their investment and the degree of risk involved. Nwude (2013) postulate that higher leveraged firm is faced with greater fixed charge interest rate, decrease in profit and cash flow is limited by financial leverage resulting to reduced dividends or no dividends and, in turn fall in share price. This however, can increase the probability of default in interest payments, thereby increasing the chances of corporate failure. Thus, the level of leverage ratio employed by a firm is paramount to potential earnings of the firm. 
Chadha and Sharma (2015) define financial leverage as “the ratio of debt and equity, which states the relationship between borrowed funds and owner’s funds in the financial leverage of the firm”. They stated that firms that rely on only equity are referred to as unlevered firms while those that rely on both debt and equity are referred to as levered firms. Financial leverage is a measure of how much firms use equity and debt to finance their assets (Enekwe, Agu, &Eziedo, 2014). Financial leverage has also been defined as the degree to which a company uses fixed income securities such as debt and preferred equity (Rajkumar, 2014). He adds that the higher the financial leverage, the higher the interest payments leading to low earnings per share. 
Previous studies about whether there is a relationship between financial leverage and the financial performance of a firm have been inconclusive. In his study, Rajkumar (2014), concluded that though there was a negative relationship between financial leverage and the financial performance of a firm, 54.8% of a firm’s financial performance was affected by its financial leverage, attributing the remaining 45.2% to other factors. In their study, Innocent et al. (2014), concluded that the debt to equity ratio has a negative relationship with the firm’s return of assets while the interest coverage ratio of financial leverage has a positive relationship with the return on assets. Salim and Yadav (2012) concluded that total debt has a weak positive relationship with a firm’s financial performance measured by earnings per share. 
The global financial crisis affected the financial leverage  of a number of firms globally, especially the highly levered firms despite the difference in the magnitude of the impact due to differences in financial market development and other factors (Zarebski and Dimovski, 2012). They explain that during the economic boom, most firms were highly liquid, leading to high rates of lending, refinancing and underwriting by financial institutions. This was halted by the real estate market crash in the US which led to the loss of value of many assets, leading to the highly levered firms to default their debts (Zarebski and Dimovski, 2013). In their study, Iqbal and Kume (2014) found that the overall leverage ratios were high before the crisis and low after the crisis in the UK, France and Germany. They also found that firms with lower than average financial leverage ratios before the gradually increased their leverage during and after the crisis, and vice versa. 


2.2.1.1 Measures of Financial Leverage 
The most commonly used measures of financial leverage according to Bierman (1970), are debt ratio, debt-equity ratio and interest coverage. Debt ratio and debt-equity ratio can be expressed either in terms of book values or market values. The market value to financial leverage is theoretically more appropriate because market values reflect the current attitude of investors. But it is difficult to get reliable information on market values in practice.
According to Myers (1977), managers focused on book value leverage ratios because debt is better supported by assets in place than it is by growth opportunities implicit in asset market prices. In support of this, Fama and French (2000) argued that most of the theoretical predictions on leverage apply to book value. Similarly, Thies and Klock (2012) suggested that book ratios better reflect management’s target debt ratios. The market value of equity is dependent on a number of factors which are beyond the direct control of a firm. Therefore, using market values according to Thies and Klock (2012) may not reflect the underlying alterations within the firm. In fact, corporate treasurers often explicitly claim to use book ratios to avoid distortions in their financial planning caused by the volatility of market prices. A similar rationale is often heard from rating agencies (Titman &Wessels, 1988). Chen (2009), also argued that the use of book values helps avoid the limitations of missing information such as the information relating to the proportion of company stocks issued and openly traded on the stock exchange as well as capital gains in arising from a dramatic rise in asset prices. Prominent among all the arguments in favour of book values is the fact that from a more realistic point of view, the market value of debt is not readily available. Based on the foregoing arguments, debt was measured in this study using book values. 
Similarly, the interest coverage as a measure of financial leverage is commonly known as coverage ratio. It indicates the capacity of a company to meet fixed financial charges. The reciprocal of interest coverage, that is, interest divided by earnings before interest & taxes (EBIT), is a measure of the firm’s income gearing. Again, by comparing a company’s coverage ratio with an accepted industry standard, investors can get an idea of financial risk. However, this measure according to Bierman (1970) suffered from certain limitations. First, to determine the company’s ability to meet fixed financial obligations, it is the cash flow information, which is relevant, not the reported earnings. During recessionary economic conditions, there can be wide disparity between the earnings and the net cash flows generated from operations. Second, this ratio, when calculated on past earnings, does not provide and guide regarding future riskiness of the company. Third, it is only a measure of short-term liquidity rather than of leverage. 
Harris and Raviv (1991) argued that empirical analysis of financial leverage is fraught with difficulty, and interpretation of results must be subjected to an awareness of the difficulties involved in measuring both leverage and performance. Prior studies have shown that both level of leverage differ significantly according to definition of leverage adopted. 
2.2.1.2 Financial Leverage Propositions 
There are broadly two schools of thought that gave birth to financial leverage theory. The first school believes that the cost of capital is determined by the composition of the financial leverageof a firm. The suggestion is that an optimal financial leverage will occur at a level where the overall cost of capital is lowest; hence the overall financial leverage in a firm would contribute to its market value. This is known as the relevance of financial leverage which comprises the net income approach and the traditional view. According to the net income approach, a firm can increase its value or lower the overall cost of capital by increasing the proportion of debt in the financial leverage. 
Additionally, Solomon (2013) maintains that the traditional theory on the relationship between financial leverage and the firm value has three stages. In the first stage, the cost of equity, the rate at which the shareholders capitalize their net income, either remains constant or rises slightly with debt. The cost of equity does not increase fast enough to offset the advantages of low-cost debt. During this stage, the cost of debt remains constant since the market views the use of debt as a reasonable policy. As a result the overall cost decreases with increasing leverage, and thus, the total value of the firm, also increases. In the second stage, once the firm has reached a certain degree of leverage, any subsequent increases in leverage have a negligible effect on WACC and hence, on the value of the firm. This is so because the increase in the cost of equity due to the added financial risk just offsets the advantage of low-cost debt. Within that range or at the specific point, WACC will be at minimum, and the maximum value of the firm will be achieved. In the third and final stage, beyond the acceptable limit of leverage, the value of the firm decreases with leverage as WACC increases with leverage. This is so because investors perceive a high degree of financial risk and demand a higher equity-capitalization rate, which exceeds the advantage of lower-cost of debt. The overall effect of these three stages is to suggest that the cost of capital (WACC) is a function of leverage. It first declines with leverage and after reaching a minimum point or range, starts rising. 
However, the traditional view suffered from the following criticisms: the traditional theory implies that investors valued levered firms more than unlevered firms. This means that they pay a premium for the shares of levered firms. The claim of the traditional theory, that moderate amount of debt in ‘sound’ firms does not really add very much to the ‘riskiness’ of the shares, is an easy one to challenge. There is no existence of sufficient justification for the assumption that investors’ perception about of risk of leverage is different at different levels of leverage (Pandey, 2010). 
The second school, acting on the assumptions of a perfect market ‘ideal world’, The major actors of this school are Modigliani and Miller (2015) who argued that the composition of the financial leverage  is an irrelevant factor in the market valuation of a firm. They introduce a behavioural dimension into the financial leverage debate which is based on seven assumptions. These are first, there are no corporate or personal taxes; hence the impact of tax shields associated with debt is the same; second, there are no bankruptcy cost, therefore the assets of a bankrupt company can be sold at their economic value without incurring any liquidating and legal expenses; this statement eliminates any bias in favour of an unlevered (firm with zero debt) firm due to the existence of bankruptcy costs; third, the firm is allowed to issue and repurchase any amount of debt or equity and these transactions can be executed instantly without any time lag, thus implying that securities are infinitely divisible; fourth, the composition of financial leverage  can be changed without any transaction costs like issue expenses and underpricing; fifth, the firm consistently follows the policy of 100 percent dividend pay-out, therefore the possible impact of dividend policy on the valuation of the firm is eliminated; sixth, that all investors in the market have the same expectations (homogenous) of the expected future earnings of all the firms(Mohammed, 2010).
2.2.1.3 Debt Ratio 
Debt ratio measures the amount of a firm’s total assets that is financed with external debt. This measure encompasses all short term liabilities and long-term liabilities. Nwude (2003) contend that this measures portion of the firm’s assets that is financed by creditors. As the total debt ratio increase, so do a firm’s fixed-interest charges, if the total debt ratio becomes too high, the cash flowthe firm generates during economic recessions may not be sufficient to meet interest payments. In terms of its significance to a firm, theoretical literatures predict that debt is positively correlated with level of investment. For example, long and Malitz (1985) found a significant positive relationship between the rate of investment in fixed plant and equipment and level of borrowing. The total debt ratio is measured by dividing total debt with the total assets of the firm. This proxy variable remained most notable measure of leverage ratio of a firm as adopted in many empirical studies (Zeitun and Tian, 2007); (Onaolapo and Kajola, 2010); Tze-Sam and Heng, 2011; Kasozi and Ngwenya, 2010; Baker and Wurgler, 2002; Ju et al., 2004; and Booth et al., 1999; Khan, 2012; Azhagaiah and Gavoury, 2011). 
2.2.1.4 Debt Equity Ratio 
The debt-equity ratio is a measure of the relative contribution of the creditors and shareholders or owners in the capital employed in business. Simply stated, ratio of the total long term debt and equity capital in the business is called the debt-equity ratio.Debt equity ratio is the quantitative measures of the proportion of the total debt to residual owners’ equity (Nwude, 2003). it is an indicator of company’s financial structure and whether the company is more reliant on borrowing (debt) or shareholders capital (equity) to fund assets and activities. Many empirical studies in different jurisdictions have employed this measure of financial structure in their various studies (Zeitun and Tian, 2007); Majumdar and Chhibber, 1999; Azhagaiah and Gavoury, 2011) among others. 


2.2.1.5 Long Term Debt Ratio 
Although this measure is incorporated in the last two measures highlighted above, some analysts generally use this measure because most interest costs are incurred on long-term borrowed funds, and because long-term borrowing places multi-year, fixed financial obligations on a firm. Titman and Wessels (1988) contend that significant results are good reason for employment of different measures of leverage ratio because some of the theories of financial structure have different implications for not combining them as aggregate “debt ratio”. Long term debt ratio is measured by dividing long term debt with the total assets of the firm, and has been adopted in several empirical studies (Titman and Wessels, 1988; Zeitun and Tian, 2007; Tze-Sam and Heng, 2011; Long and Malitz, 1985; Booth et al., 1999).  
2.2.1.7 Interest Coverage Ratio
Interest coverage ratio is a financial ratio that measures a company’s ability to make interest payments on its debt in a timely manner. Unlike the debt service coverage ratio, this liquidity ratio really has nothing to do with being able to make principle payments on the debt itself. Instead, it calculates the firm’s ability to afford the interest on the debt.
Creditors and investors use this computation to understand the profitability and risk of a company. For instance, an investor is mainly concerned about seeing his investment in the company increase in value. A large part of this appreciation is based on profits and operational efficiencies. Thus, investors want to see that their company can pay its bills on time without having to sacrifice its operations and profits.


2.2.1.8 Fixed-Charge Coverage Ratio 	
Fixed-charge coverage ratio measures the number of times a firm is able to cover total fixed charges, which include (in addition to interest payments) preferred dividend and payments required under long term lease contracts. Firms, sometimes are require to make sinking fund payments on bond issues, these are annual payments aimed at either retiring a portion of the bond obligation each year or providing for the ultimate redemption of bonds at maturity. Under most sinking fund provisions, the firm either may make these payments to the bondholders’ representative (the trustee), who determines through a lottery process which of the outstanding bonds will be retired, or deliver to the trustee the required number of bonds purchased by the firm in the open market. Either way, the firm’s outstanding indebtedness is reduced. 
In calculating the fixed-charge coverage ratio, an analyst must consider each of the firm’s obligations on before-tax basis. However, because sinking fund payment and preferred stock dividends are not tax deductible and therefore must be paid out of after-tax earnings, a mathematical adjustment has been made. Nwude (2003) contend that this measure the extent to which earnings may fall without causing problem to firm as regards the payment of interests and other fixed charges. A high coverage ratio is preferred and suggests strength.   


2.2.2 Firm Performance 
The concept of performance in finance is a controversial issue largely due to its multi-dimensional meanings. Santos and Brito (2012) posits that the definition of firm performance and its measurement continues to challenge scholars due to its complexity. This theoretical literature has spawned the interest of numerous studies. Performance measures are either financial or organizational (Zeitun and Tian, 2007). Citing the work of Chakravarthy (1986) and Hoffer and Sandberg (1987) by Zeitun and Tian (2007) point that financial performance such as value maximization, maximizing profit on investment, and maximizing residual owners’ equity are at the core of the firm’s effectiveness, while, operational measures, such as growth in sales and growth in market share, essentially emphasizes wide range of performance as they focus on the factors that specifically result to financial performance. Financial statement is the instrument that conveys information to the users of financial information. Market efficiency is based on the theory of competition in which prices are competitively set and decisions reflect available economic information (Dastgir and Velashani, 2008). Advocates of the “all-inclusive concept” argue that comprehensive income statement provide better measures of firm performance, than other summary income measures. On the other hand, those who advocate “current operating performance” view of income argue that net income without inclusion of extraordinary and non-recruiting items get better ability to reflect the firm’s cash flows (Dastgir and Velashani, 2008). 
The usefulness of a measure of performance may be affected by the objective of a firm and stock market development relatively to the choice of performance measures (Zeitun and Tian, 2007). Agency cost theory argues that self-objectives (interests) of the company’s managers and objectives of the firm (shareholders’ value maximization) are not perfectly aligned (Jensen and Meckling, 1976). They opined that managerial share-ownership may reduce managerial incentives to consume privileges, expropriate shareholders’ wealth or to engage in other sub-optimal activities and thus helps in aligning the interests of managers and shareholders and consequently lowers agency costs and increase firm performance. Thus, the convergence of interest hypothesis predicts that larger managerial ownership stakes should lead to better firm performance. 
Depending on one’s view of performance measures, one can look at a firm and find it either efficiently organized or not andthat can lead to better performance. But there are established theoretical literatures on the measures (indicators) of firm performance, although these have not been adequately explored compare to other areas in finance. The most measure that proxies firm performance are Return on Assets (ROA), Profit after Tax (PAT), Earnings per Share (EPS), profit margin, Return on Equity (ROE) or Return on Investment (ROI), Tobin’s Q, P/E, etc (Zeitun and Tian, 2007, Booth et al., 1999). The first four performance measures highlighted above merely represent accounting measures of firm performance based on historical activities of the firm to generate financial ratios from balance sheet and income statements. Several notable researchers have employed these measures in their empirical studies (Zeitun and Tian, 2007; Booth et al., 1999; Tze-Sam and Heng, 2011; Onaolapo and Kajola, 2010; Kajola 2008; Zeitun, 2009; Skopljak and Luo, 2012; Khan, 2012; Azhagaiah and Gavoury, 2011). While, some body of theoretical literatures has established converse view on the measures of firm performance. They argued that rather than focusing on accounting data that is merely historical, a firm performance is better obtain with the use of market value. The market measures of firm performance are Tobin’s Q, price earnings ratio, and others. Lang and Stulz (1994) contend that the use of Tobin’s q rather than performance over time, avoid some of the problems of the earlier literature.  
A firm’s financial performance is of importance to investors, stakeholders and the economy at large. Investors are interested in the returns for their investment. A business that is performing well can bring better reward to their investors. Financial performance of a firm can increase the income of its staff, rendering quality product or services to its customers and creating more goodwill in the environment it operates. A company that has good performance can generate more returns which can lead to future opportunities that can in turn create employment and increase the wealth of people. Firm’s performance is the ability of a firm to achieve its objectives resources. According to Rahul (1997) a company’s performance is its ability to achieve its target objectives from its available resources.  
Suleiman (2013) viewed a firm’s performance as the result of a company’s assessment or strategy on how well a company accomplished its goals and objectives. Financial performance provides a deductive measure of how well a company can use assets from business operations to generate revenue. Van Horn (2005) defined financial performance as a subjective measure of how well a firm can use assets from its primary mode of business and generate revenues. This term according to Pandey (2001) is used as a general measure of the overall financial health of a business. Research on the firm’s financial performance emanates from organizations theory and strategic management. The notion of financial performance is used to describe performance of an entity with the legal status of a company. 
The concept of financial performance is a controversial issue in finance due to its multidimensional meaning. In analyzing a firm’s financial performance, emphasis should be made in formulating an adequate description of the concept of a financial performance.  
 Measuring of firms‟ financial performance is one of the management strategic functions aimed at satisfying the interest of shareholders and other stakeholders in a company. Firm’s performance appraisal involves a periodic and systematic evaluation of its operations to determine the achievements of the firm’s objectives. Evaluation of a firm’s performance requires the use of certain principles that may be either internal or external. Internal principles are the ability of a company to achieve its stated objectives, while external principles refer to the comparison of a company with its competitors in the industry in order to develop a good business strategy that will enable the firm compete favorably in the market.  
The existing researches on the relationship between financial leverage and financial performance used different methods of measuring firms‟ financial performance. Most of the previous studies on firms‟ financial performance measured firm performance from the accounting based or market based methods of measuring company’s financial performance. The most commonly used performance measures are accounting based which include: return on assets (ROA), return on equity (ROE), return on investment (ROI) and Tobin’s Q. 
2.2.2.1 Measurement of Firms’ Performance 
The concept of performance is a controversial issue in finance largely because of its multi-dimensional meanings (Prahalathan & Ranjany, 2011). Performance can be studied from two interconnected points of view: financial and organizational; a company’s performance can be measured based on variables that involve productivity, returns, growth or even customer satisfaction. Financial performance (reflected in profit maximization, maximizing return on assets and maximizing shareholder return) is based on the firm’s efficiency (Chakravarthy, 1986). 
The classical indicators used in financial analysis to measure performance have been the return on investment; leverage; capital efficiency; liquidity; cash flow; inventory turnover and receivables turnover ratio (Vernimmen, 2009). In addition to these factors, the so-called modern value creation indicators are also used. They are accounting indicators: net profit or earnings per share; operating profit or EBIDTA; return on assets (ROA) and return on equity (ROE); hybrid indicators (accounting and financial): economic value added (EVA); cash flow return on investment (CFROI); financial indicators: net present value (NPV) and market indicators: market value added and total shareholder return (Vernimmen, 2009). 
Moreover, Palepu, Healy and Bernard (2000), stated that there are two ways to analyze financial performance. First is the financial ratio, which assessed how various line items in a firm’s financial statements relate to one another and how they reflect the financial health of the firm. Second is cash flow analysis, which allows managers to examine a firm’s liquidity and how the firm is managing its operation, investment and financing cash flows. 
2.2.2.2 Return on Assets 
Return on Assets (ROA) is measures of firm performance that reveals to the users of financial statement how well a company uses its assets to generate income. A higher ROA denotes a higher level of firm performance. A rising ROA, for instance, may initially appear good, but turn out be unimpressive if compare with other companies in same line of activities or industrial average. Hence, if company’s ROA is below industrial average the company is not utilizing its full capacity. Booth et al. (1999) posits that this measure was used in their study because it was the only variable that can be calculated across countries. They conclude that country comparisons of profitability are therefore difficult. Among other authors that adopted this measure in their empirical studies are Zeitun and Tian (2007), Zeitun (2009), Tze-Sam and Heng (2011), Onaolapo and Kajola (2010) and Khan (2012). The ROA ratio may thus be more useful when compared to the risk free rate of return to be rewarded for the additional risk involved. If a firm’s ROA is equal or even less than the risk free rate, investors will be indifferent and better off just purchasing a bond with a guaranteed yield.  
2.2.2.3 Return on Equity 
Return on equity is another measure of firm performance that shows how well a company has used the capital from its shareholders to generate profits. Investors use ROE as a measure of how well a company is using its money. Evidently, numerous empirical studies have employed this measure in quest to observe the predicted relationship between financial structure and firm performance (TzeSam and Heng, 2011; Zeitun and Tian, 2007; Onaolapo and Kajola, 2010; Kajola 2008; Zeitun, 2009; Skopljak and Luo, 2012; Khan, 2012). 
2.2.2.4 Earnings Per Share 
Earnings per share is a ratio that measure earnings in relation to every share on issue. This is measured by dividing the profit before interest and taxes with the outstanding number of shares of the firm. This indicates how much each one share of the firm will earn from the yearly proceed. The earnings for every share represent shareholders slice of the pie. As earnings go up over time, the value of that piece of the firm becomes more valuable and this is why the price will be bid up. Whilst there are not many truisms when it comes to share investment,one is that if earnings rise consistently over the long term, then the share price will follow. Apparently, issue of shares that increases the number of outstanding share dilutes the equity owners’ residual value. Tze-Sam and Heng (2011) provide empirical investigation using EPS as a proxy for corporate performance to establish its relationship with financial structure. 
The measure is derived thus; 
		EPS = 	
2.2.2.5 Tobin’s Q 
Tobin’s Q is the market value of assets (market value of equity plus market value of debt) divided by estimated replacement cost (Brealey and Myers, 1996). Lang and Stulz (1994) assert that no risk adjustment or normalization is required to compare Tobin’s Q across firms in contrast to comparisons of stock return or accounting performance measures. Although, Tobin’s Q has been employed in many empirical studies as a major indicator of firm performance but many researchers have agreed it is noisy signal (Zeitun and Tian, 2007; Onaolapo and Kajola, 2010). Similarly, Lang and Stulz (1994) posit that the problem with Tobin’s Q is that it reflects what the market thinks, whether illusory or not. They suggest that to be able to adopt Tobin’s Q, financial markets must assume to be efficient and firm’s market value is an unbiased estimate of the present value of its cash flows. With this assumption, the ratio of the market value of the firm to the replacement value of its assets is a measure of the contribution of the firms’ intangible assets to its market value.


2.3 Theoretical Framework 
The theoretical framework for this study is based on two theories. The Modigliani and Miller Proposition II asserts that there is an increase in the value of the firm due financial leverage in an economy where interest is a tax deductible expense thus debt acts as tax shield. Agency theory, Jensen and Meckling (1976) asserted that agency theory stems from the fact that debt financing acts as a control tool restricting the managers from personal opportunistic expenditures and freedom to spend unnecessarily at the expense of the firm’s performance and value. 
2.3.1 Modigliani – Miller Theorem
Modigliani and Miller theorem hold that when financial markets are perfect (frictionless and perfectly competitive), no taxes and investment policy is fixed; financial structure is irrelevant to firm value. That is, they postulate that when there are no taxes and perfect capital market, it makes no difference whether the firm borrows or individual shareholders borrow. Therefore, the market value of a firm is independent of its financial structure. The basic assumptions of the theorems were of perfect capital markets, no taxes, and no effect on management incentives (khadka, 2006; Majumdar and Chhibber, 1999; Breadley and Myers 1996; Tze – Sam and Heng, 2011; Miller, 1988; Suhail and Wan Mahmood, 2008). 
2.3.3 Dynamic Trade-Off Theory 
The dynamic trade-off theory was proposed by Fischer et al. (1989). They argue a model of dynamic optimal capital structure choice in the presence of recapitalization costs. This implies the firms’ capital structures may not always coincide with their target leverage ratios. In a dynamic model, the correct financing decision typically depends on the financing margin that the firm anticipates in the next period. Gradually, the capital structure will approach the optimal target. The firm undertakes capital structure adjustments when leverage reaches either of the two boundaries defining the range. The levels of the boundaries vary cross-sectional with firm characteristics such as the volatility of cash flows, the profitability of assets, interest rates and bankruptcy costs. The type of adjustment cost determines how much the firm adjusts their capital structure. Hull (1999) and Ju et al. (2004), postulate that dynamic trade-off theory corresponds with traditional trade-off approach in the pursuit of an optimum financial leverage but not static. They assert that factors affecting financial structure are tax shields and bankruptcy costs. The dynamic trade-off theory implies that the optimal target financial leverage of firms adjusts over time and is a function of changing exogenous and endogenous factors (Getzmann et al., 2010).
2.3.4 Pecking Order Theory 
Myers (1984) and Myers and Majluf (1984) set the viewpoint of adverse selection into pecking order theory. The key idea is that the owner-manager of the firm knows the true value of the firm's assets and growth opportunities. Outside investors can only guess these values. If the manager offers to sell equity, then the outside investor must ask why the manager is willing to do so. In many cases, the manager of an overvalued firm will be willing to sell equity, while the manager of an undervalued firm will not. Therefore, when managers issue equity instead of riskless debt, outside investors rationally discount the firm’s stock price. To avoid this discount, managers will follow a pecking order theory of finance. This theory maintains that businesses adhere to a hierarchy of financing sources and prefer internal financing (that is, retained earnings and excess liquid assets or ‘slack’) when available and debt is preferred over equity if external financing is required. In the same vein, pecking order theory argues that firm should follow specific hierarchy of assets financing. Notably, internally generated funds from retained earnings should been employ first then debt when internally equity are exhausted and external equity as last resort if need be (Kasozi and Ngwenya, 2010; Afza& Hussain, 2011; and Ahmed et al., 2010). Pecking order theory of financial leverage argues that the primary determinant of financial leverage of a firm is the problem of asymmetric information between firm insiders and outsiders (Agca&Mozumdar, 2004).
2.3.5 Agency Cost Theory 
Agency cost theory was first incorporated in financial structure argument in the work of Jenson and Meckling (1976); this theory was incorporated in financial structure because of agency relationship between the principal (shareholders) and agent (manager) when there is separation of ownership and control. This theoretical literature argues that agency costs arise because of interests of the principal and agent resulting from personal utility maximization does not align (Kim, et al., 2006 and Siddiqui and Shoaib, 2011). Eisenhardt (1989) asserts that agency theory is directed at the ubiquitous agency relationship, in which one party (the principal) delegates work to another (the agent), who performs that work. While, Berger and Patti (2002) posits that agency costs of outside ownership equal the lost value from professional managers maximizing their own utility, rather than the value of the firm due to separation of ownership and control. In the work of Eisenhardt (1989), agency theory is concerned with resolving two problems that can occur in agency relationships. The first is the agency problem that arises when (i) the desires or goals of the principal and agent conflict (ii) it is difficult or expensive for the principal to verify what the agents is actually doing. The problem here is that the principal cannot verify the agent has behaved appropriately. The second is the problem of sharing that arises when the principal and agent have different attitudes toward risk. The problem here is that the principal and the agent may prefer different actions because of the different risk preferences.  
2.3.6 Trade-Off Theory 
The trade-off theory could be traced to the debate over the Modigliani and Miller (1958) irrelevance propositions, which state that in a perfect capital market situation, the choice between debt and equity is irrelevant. Additionally, Modigliani and Miller (1963) argued that, when corporate taxation is introduced to their original Modigliani and Miller (1958) irrelevance proposition, firms should be 100% debt financed because of the tax advantage of debt. However, introducing bankruptcy costs into this model implies that the financial leverage becomes a trade-off between the tax advantage of debt and the costs of bankruptcy (Myers, 1984). 
Similarly, the trade-off theory of leverage is that in which firms’ trade-off the benefits of debt financing against the cost of debt. In other words, firms’ trade-off the benefits of debt (tax shields) against the higher interest rates and bankruptcy cost. A firm’s optimal debt ratio is usually viewed as determined by a tradeoff of the costs and benefits of borrowing, holding the firm’s assets and investment plans constant. The firm is portrayed as balancing the value of interest tax shields against various costs of bankruptcy or financial embarrassment (Myers, 1984). 
The trade-off theory suggests that those firms’ with higher level of retained earnings, i.e. profitable firms tend to have higher debt levels because they can effectively take advantage of tax shields on interest. In addition, since these companies have higher operating profits, the probability and costs of financial distress are also lower. Consequently, the trade-off theory predicts positive relationship between firms’ leverage ratios and their performance. 
2.4 Empirical Review 
Ogiriki, Andabai, and Bina (2018) examined financial leverage and its effect on corporate performance of firms in Nigeria from 1999-2016 usinglong-term-debt, return on asset and return on equity asdependent and explanatory variable respectively byemploying the Ordinary Least Square (OLS). The result revealed that ROA and ROE had positive effect on longterm debt of firms that was significant respectively. The study concluded that financial leverage has a significant influence on the corporate performance of firms in Nigeria and recommended the effective management of the long-term debts.
John-Akamelu, Iyidiobi and Ezejiofor (2017)studied the effect of financial leverage on the financial performance of food production firms in Nigeria from 2009 to 2014 using the earnings per share, Return onEquity, Return on Assets as a proxy for performance.The paired sample t-test analysis showed that financialleverage has no significant effect on the EPS of food production firms in Nigeria while there are effects on return on equity and return on assets of companies in Nigeria. They recommended that the amount of debt finance in the financial mix of the firm should be at the optimal level to ensure the firms’ assets are utilization appropriately.
Akani and Kenn-Ndubuisi (2017) examined theeffect of capital structure and board structure on firm performance in Nigeria using the Vector auto regression (VAR) test on forty listed companies in the Nigerian Stock Exchange (NSE) from 2008 to 2016. The resultestablished that there exists a significant negativerelationship between capital structures (DER) and the firm performance using ROA and ROE.
Abubakar (2016) investigated the effects of financial leverage on firms’ performance using 66 nonfinancial firms of the Nigerian Stock Exchange from 2005- 2014. Panel data techniques in the form of Pooled Ordinary Least Squares (POLS), Fixed Effects and Random Effects estimators revealed that an increase in the equity portion of total debt-equity ratio (TDER) has a significant positive effect on firms’ financial performance measured by return on equity (ROE). The study concludes among others that financial leverage surrogated by total-debt equity ratio (TDER) is an important indicator of firms’ financial performance and vice versa. He recommended that non-financial firms’ quoted on the NSE should increase the equity portion of the debt-equity mix in their capital structure to improve firms’ financial performance.
Adenugba, Ige and Kesinro (2016) studied the relationship between financial leverage and firms’ value using a sample of five firms listed on Nigerian Stock Exchange (NSE) for 6 years from 2007-2012. The Ordinary Least Square (OLS) statistical technique showed a significant relationship and effect between financial leverage and firms’ value. The study concludes that financial leverage is a better source of finance than equity to firms when there is a need to finance long-term projects.
Enekwe et al., (2014) conducted a study on the effect of financial leverage on financial performance of the Nigeria pharmaceutical companies over a period of twelve (12) years (2001 – 2012) for the three (3) selected companies. It employed three (3) financial leverage for the independent variables such as: debt ratio (DR); debt-equity ratio (DER) and interest coverage ratio (ICR) in determining their effect on financial performance for Return on Assets (ROA) as dependent variable. The ex-post facto research design was used for this study. The secondary data were obtained from the financial statement (Comprehensive income statement and Statement of financial position) of the selected pharmaceutical companies’ quoted on the Nigerian Stock Exchange (NSE). Descriptive statistics, Pearson correlation and regressions were employed and used for this study. The results of the analysis showed that debt ratio (DR) and debt-equity ratio (DER) have negative relationship with Return on Assets (ROA) while interest coverage ratio (ICR) has a positive relationship with Return on Assets (ROA) in Nigeria pharmaceutical industry. The analysis also revealed that all the independent variables have no significant effect on financial performance of the sampled companies. The results further suggested that only 16.4% of the variations on the dependent variable are caused by the independent variables in our model suggesting that 83.6% of the variations in financial performance are caused by other factors outside our model. Based on the above findings, the researchers now recommend that companies’ management should ensure that financial decisions made by them are in consonance with the shareholders’ wealth maximization objectives which encompasses the profit maximization objective of the firm.
Somayyeh Mahmoudi (2014) .Iran presents an empirical insight on the effect of leverage on cement industry profitability. The study was an attempt to highlight the crucial issue that the managers are confronting today, that how to choose the combination of debt and equity to achieve the financial leverage that would minimize the firms cost of capital and improves returns to the business owners. Using leverage on financial leverage as Independent variable and profitability as dependent variable and time period comprised of years 2008-2011.They used descriptive and regression models to test the theory. Results of the exploration demonstrate that there is critical negative relationship between firm’s profitability and leverage. It was evidenced through this research that top management of every firm should be focused on making prudent financing decisions in order to remain profitable and competitive and therefore managers should realize to what extent leverage had an influence on the financial performance.  
Maroko (2014) examined the influence of Financial Leverage on organizational financial performance of firms listed on Nigeria Stock Exchange. The findings showed that positive relationship exist between financial leverage, cost of equity, debt interest and organization financial performance.
Akande (2013), applied the Ordinary Least Square (OLS) regression analysis on panel data collected from financial statements of 10 Nigerian firms over 20 years from 1991- 2010. The findings show that positive relationships exist between DC and ROE, EPS and DPS, while negative relationship exists between DC and ROA.
Syed (2013) employed a sample of 35 listed companies from Food Producer sector of KSE. The research was conducted to find out the Relationship between financial leverage and financial performance. The main variable used for test of Hypothesis Comprise of Independent variable which is financial leverage whereas dependent variable is Financial performance of listed sugar companies at KSE. Debt to equity ratio was used to measure financial leverage whereas financial performance is measured using Return on Asset, Earning per share, Net Profit margin, Sales growth and return on equity. Results of the study show mix results. There was positive relation of debt to equity ratio with return on Asset and Sales growth and negative relationship of debt to equity ratio with Earning per share, Return on equity and Net profit margin. Hence Sugar Companies listed at Karachi Stock Exchange can enhance their financial performance by having leverage up to a significant level and can play their part in uplifting the country’s economy. 
Thaddeus and Chigbu (2012) studied the effect of financial leverage on bank performance using 6 banks from Nigeria. The study utilized secondary data from Nigerian Stock Exchange fact book and the financial statements of the sampled banks. Debt-equity and coverage ratios were taken as proxies for financial leverage and these constitute the independent variables, while earning per share (EPS) representing performance is the dependent variable. Multiple regression technique was used to establish whether relationship exist between financial leverage and performance of sampled banks. The findings show mixed results. While some banks report positive relationship between leverage and performance, others revealed negative relationship between leverage and performance.
Abdul (2010) examined the relationship between financial leverage decisions and firm performance of the engineering sector of Pakistan. The results showed that total debt to total assets has significant negative relationship with firm financial performance. 
Onaolapo and Kajola (2010) investigated the effect of financial leverage on financial performance of companies listed on Nigeria Stock Exchange.  The study was performed on 30 nonfinancial companies in 15 industry sectors for the period 2001 to 2007. The results showed that total debt to total assets ratio has significant negative effect on financial performance. 


2.4.1 Research Gap
The review of empirical studies revealed that effect of financial leverage on financial performance of firms in Nigeria debate has been mixed, inconclusive and at times controversial. Roja and Valev (2003) posit that there is no universal model in dealing with this issue. These authors argue that what appears not to have a significant effect on one area may have a positive and significant effect on other areas with different degrees of significance. Thus, the studies conducted by various researchers’ in Nigeria have not resolved the effect of financial leverage on financial performance of firms in Nigeria controversy. It is against this background that we attempt to investigate financial leverage and its effect on financial performance of firms in Nigeria with the variables such as: Debt Ratio (DR); Debt-Equity Ratio (DER) and Interest Coverage Ratio (ICR) on profitability in Nigeria using Multiple Regression for a period of 8 years. 


CHAPTER THREE
METHODOLOGY
3.1 Design Study
Research design is a plan, outlines procedures and methods for collecting and analyzing the required data (Zikmund et al., 2011). A research design presents a framework or arrangement of action for a study. The quantitative research design that was used. This is because it involved events that have already taken place in the past and cannot be manipulated (on wumwere, 2009). This design was used because the researcher has no control over the exogenous variable and whatever happens occurred before the research. The quantitative method will help in obtaining data from databases, a large sample and with a statistical method conclude the research problem.
3.2 Source of Data
There are two major sources of data that are used in the research work by the researcher for analysis which are primary and secondary source. Secondary data were employed in this study, the researcher used only secondary data that were extracted from the annual reports and statement of account (statement of comprehensive income and statement of financial position) of Fidson Healthcare Plc for the periods 2016-2023.


3.3 Population of the Study
The population of this research work consists of all Eleven (11) quoted pharmaceutical companies in Nigeria. 
· Afrik Pharmaceuticals | AFRIK
· Ekocorp | EKOCORP
· Evans Medical | EVANSMED
· Fidson Healthcare | FIDSON
· GlaxoSmithKline Nigeria | GLAXOSMITH
· Juli | JULI
· August & Baker Nigeria | MAYBAKER
· Neimeth International Pharmaceuticals | NEIMETH
· Nigeria-German Chemicals | NIG-GERMAN
· Pharma-Deko | PHARMDEKO
· Union Diagnostic & Clinical Services | UNIONDAC
3.4 Sample Size and Techniques
This study employed secondary data that was obtained audited and published by the non-financial companies listed at NSE. The data was obtained from income statement, balance sheets and statements of cash flow of the listed firms, which included; total assets of the firm, cash flow balances, total revenues, net profit and tax paid. The annual published financial reports were obtained from the Nigeria securities and used data of the most recent years for a period of 5 years between 2016 and 2023.
3.5 Instrument for Data Collection
This study makes use of secondary method of data collection. The secondary data were collected from Nigeria Stock Exchange fact books and annual financial statement of pharmaceutical companies in Nigeria for the period of 2016-2023.
3.6 Techniques for Data Analysis
Co-orrelation analysis was used to analysis relevant aspects of financial leverage and provided detailed information about each relevant variable while regression analysis was appled to examine the relationship of independent variables on financial performance. By using this method, researcher were able to identify the significant of the overall model.
3.7 Model Specification
The regression equation was generated as follows;
Y=β0 + β1 * 1 + β2 * 2 +β3 * 3 + £
Where Y= financial performance measured using return on assets (ROA) for firm; at time t 
β0= constant term
β1,β2,β3, & β4= coefficients to the regression model 
X1= financial leverage determined by the total debt divided by the total assets.
X2= size of firm determined using natural of the total assets.
X3= firm liquidity determined using ratio of current assets to current liabilities
£= probable error
	The f and t tests were used to test statistical significance where f test was used to determine the significance of the analytical model while t test helped to determine the significance of the coefficient of the regression model where a value greater  than (t > 2) was considered significant at 5% significance level.


CHAPTER FOUR
ANALYSIS DISCUSSION
4.1 Introduction
The chapter preserves the analysis of the research findings from the collected data. The chapter presents the response rate, description statistics, correlation analysis, regression analysis and finally interpretation of the research findings.
4.2 Respondents Characteristics and Classifications 
4.2.1 Response Rate
The study targeted the 48 non-financial firms listed at Nigeria Stock exchange as at 31.12.2015. However, complete data was obtained from 40 non-financial firms, which had been listed for the more than five years since 2016 up to 2013. The 40 firms made up a response rate of 83%, which was deemed sufficient for the research.
4.3 Presentation and Analysis of Data
The description summary statistics are as shown in table 4.1 26
	Table 4.1 Description Statistics

	
	N
	Minimum
	Maximum
	Mean
	Std.Deviation

	ROA (ratio)
	200
	-.5553
	.3889
	.061756
	.1190822

	Financial  Leverage (ratio)
	200
	.0000
	.8932
	.169413
	.1190822

	Size (Ln)
	200
	12.1613
	21.8793
	16.003781
	1.8606510

	Liquidity (ratio)
	200
	.1805
	18.7609
	2.368049
	2.7644785


Source: Research Survey 2025
	Table 4.1 illustrates the results of the description statistics, according to the results, the mean ROA ratio for the non-financial firms was 0.0618 with a minimum and maximum ROA of 0.555 and 0.3889. The results indicate that the average financial ratio is 0.1694 with minimum and maximum ratios being 0.000 and 0.8932, which indicates some of the listed non-financial firms employ zero debt while others finance themselves using a very high debt ratio. The results also indicates that the mean size value in terms of the natural log is 16.033 and the average liquidity ratio is 2.36 respectively.
4.4 Analysis of Other Data
The correlation results are shown by table 4.2 as follows 27
4.4.1 Table 4.4 Correlation Matrix
	
	ROA
	Financial Leverage
	Size
	Liquidity

	ROA
	
	
	
	

	Financial leverage
	-.135
	1
	
	

	Size
	-.072
	.305**
	1
	

	Liquidity
	.224
	-.301**
	-.385
	1


**.Correlation is significant at the 0.01 level (2-tailed).
Source: Research Survey 2025
	Table 4.4 indicates that financial leverage has a negative correlation with financial performance (ROA). The results also indicate that size has negative correlation with financial performances while liquidity has a positive and significant correlation with financial performance.
4.4.2 Regression Analysis
4.4.3.1	Model Summary
The result of the model summary are shown in table 4.3
Table 4.4 Model Summary
	Model
	R
	R-square
	Adjusted Square
	R
	Std. Error of the Estimate

	1
	.237a
	.056
	0.42
	
	.1165778


a. Predictors: (constant), liquidity, financial leverage, size
Source: Research findings, 2025
The results on table 4.3 indicates that R-square is 0.056, which means that the independent variable (Financial Leverage) and the control variables (Liquidity and Size) explain only 5.6% of the variation in the dependent variable (ROA).
4.5 Test of Hypothesis
4.5.1 Table 4.5.1. Analysis of Variance
	Model
	Sum of Square
	Df
	Mean Square
	F sig.

	Regression
	.158
	3
	.053
	3.881      .0106

	Residual
	2.664
	196
	.014
	

	Total
	2.822
	199
	
	


a. Dependent Variable: ROA
b. President: (constant), liquidity, financial leverage size
Source: Research Survey 2025
Table 4.4.1. Indicates that there is significant relationship between the variable (Financial Leverage) and the control variable (Liquidity and Size) and the dependent variable (Financial performance). This is indicated by the F value and the significance value of 0.010 which is less than 0.05.
4.5.2 Regression Co-efficient
Table 4.5.2.1 Regression Co-efficient
	Model
	Unstandardized Co-efficient
	Standardized Co-efficient
	T
	Sig.

	
	B 1Std.Error
	Beta
	
	

	1 (constant)
	.013
	.081
	.160
	.873

	Financial
	
	
	
	
	

	Leverage 
	-.049
	.045
	-.081
	-1.090
	.277



	Size 
	.002
	.005
	.035
	.449
	.654

	Liquidity
	.009
	.003
	.213
	2.766
	.006


a. Dependent variable: ROA
Source: Research Survey 2025
From the results on table 4.5, the following regression table 4.5, the following regression equation has been generated y=0.013 - 0.049 * 1 + 0.002 * 2 + 0.009 * 3+£
Table 4.5 indicates that financial leverage has an insignificant negative relationship with financial performance as indicated by the beta value of (-0.049) significant value of (0.277 > 0.005). The results also indicate that size has positive and insignificant relationship with financial performance of the listed non-financial firms as indicated by beta value of (0.002) and the significance value of (0.0654 > 0.05). The results also indicated that liquidity has a significance positive relationship with financial performance as indicated by the beta value of 0.009 and significance value of     (0.006 < 0.05) respectively.
4.6 Summary of Findings
The findings revealed that financial leverage negatively influences the financial performance of non-financial firms listed at the Nigeria Stock exchange. This means that a unit increase in financial leverage reduces financial performance by 0.049 units financial leverage has an adverse effect on financial performance of non-financial firms listed at the Nigeria Stock that leverage had a negative had a negative effect thus, low debt ratios enhance firm profitable.	
Akborian (2023) also found that there exist a negative relationship between leverage and free cash flow per share. Baralcat(2014) established an inverse relationship between financial leverage and share value. Raz (2013) established a negative relationship between performance and leverage hence a conclusion that long term debt was more expensive thus, utilization of debt in a high level results in a low profitability that leverage had a negative significant effect on corporate financial performance.
Secondly, the finding revealed that size of a firm positively influences the financial performance of non-financial firms listed at the Nairobi security exchange. This means that a unit’s increase in the size of the firm improves the financial performance of the listed non-financial firms by 0.002 units hence size has a positive effect on the financial performance of the non-financial firms listed at the Nigeria Stock exchange. According to Nawaiseh (2015) smaller firm are less competitive as compared to larger organizations they have a smaller market share and slimmer change to profit. Moreover, bigger organizationshave a chance to arrest more lucrative chances to work in the environments, that exhibit more capital as they have heightened resources, and there provide higher opportunities to labor in less competitive environments and more profitable fields.
Finally the findings revealed that liquidity significantly and positively influences the financial performance of non-financial firms listed at the Nigeria Stock exchange. The means that a unit increase in liquidity improves (increase) financial performance of the listed non-financial firms by 0.009 units hence liquidity has a positive effect on the financial performance of the non-financial firms listed at the Nigeria Stock exchange. According to yahaya and lamidi (2015), less liquid level can lead to heightened financial costs and effect in the inability to settle debt responsibilities. Omondi and Muturi(2013) established that higher liquidity allows an organization to transaction with unexpected contingencies and to cope its obligations during periods of low earnings.


CHAPTER FIVE
SUMMARY, CONCLUTION AND RECOMMENDATIONS
5.1 Summary
This study sought to answer the question whether financial leverage affects financial of pharmaceutical companies listed at the Nigeria Stock Exchange. The study focused on financial leverage at the independent variable and incorporation firm size and liquidity as the control variables while financial performance measured using ROA was the dependent variable. The study targeted 48 Pharmaceutical companies listed at the Nigeria Stock Exchange (NSE) and excluded financial institutions like money deposit banks and insurance firms. Out of the targeted 48 firms thus, a response rate of 83%. The finding revealed that average ROA ratio for the pharmaceutical companies was 0.0618 and the mean financial leverage value was 0.1694.
The findings also revealed that the average size value in terms of the natural log was 16.033 and the average liquidity ratio was 2.36 respectively. Additionally, the findings found that financial leverage had a significant negative correction with financial performances while liquidity had a significant positive correlation with financial performance of pharmaceutical companies listed at the Nigeria Stock Exchange. The findings revealed that the R-square value was 0.056, hence an indication that the study variables explained 5.6% of the variation in the dependent variable (ROA) whileb94.4 is explained by other factors outside the model and the error term. The ANOVA results found a significant relationship between the study variables. Additionally, the study found that financial leverage had a significant negative relationship with financial performance while firm size had positive and insignificant relationship with financial performance and liquidity had a significant positive relationship with financial performance of pharmaceutical companies listed at the NSE (Nigeria Stock Exchange).
5.2 	Conclusion
	The study revealed financial leverage significantly and negatively influence the financial performance of non-financial firms listed at the Nigeria Flour Mills. The study makes the conclusion that financial leverage has an adverse effect on financial performance hence Pharmaceutical companies listed at the Nigeria Stock Exchange should use optional debt levels to ensure the maximize their financial performance.
	The study finding revealed that size of a firm positively influences the financial performance of pharmaceutical companies listed at the Nigeria Stock Exchange. The study makes the conclusion that the size of the firm improves the financial performance of the pharmaceutical companies listed at the Nigeria Stock Exchange.
	The findings of the study revealed that liquidity significantly and positively influences the financial performance of Pharmaceutical companies listed at the Nigeria Stock Exchange. The study makes the conclusion that liquidity improves (increases) financial performance of the listed pharmaceutical companies hence liquidity has a positive effect on the financial performance of the pharmaceutical companies listed at the Nigeria Stock Exchange.
 5.3 	Recommendations 
	The study found that financial leverage has a significant negative relationship with financial performance of pharmaceutical companies listed at the Nigeria Stock Exchange. The study therefore, recommend that the managers of the pharmaceutical companies listed at the Nigeria Stock Exchange should employ minimal debt level or use an optional debt level which will not affect the firms performance due to the inverse relationship between financial leverage and financial performance.
	Secondly, the study found that firm size has a positive relationship with financial performance of pharmaceutical companies listed at the Nigeria Stock Exchange. The study therefore recommends that managers of the listed pharmaceutical companies should focus on growing their firms to ensure that they enjoy the economies of scale associated with large firms, also to attract good management, thus, to improve their financial performance.
	Finally, the study found that liquidity had a significant positive relationship with financial performance of pharmaceutical companies listed at the Nigeria Stock Exchange. This means that an increase in liquidity enhances financial performance. The study therefore recommends that the manager of the listed pharmaceutical companies should ensure that their firms have adequate liquidity levels to ensure their firms financial performance.
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