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Abstract 
This study investigates the shareholders fund of quoted foods and beverage firms in Nigeria. This study employed ex-
post facto research design. The study employed descriptive statistics and inferential statistics regression analysis was 
used to test the formulated hypotheses at 5% level of significance. Findings based on the empirical analysis indicated 
that debt-to-equity ratio shows negative significant influence earnings per share and return on equity of quoted foods 
and beverage firms in Nigeria at 5% level of significance respectively. It was recommended that financial decisions 
taken by the management should ensure be in consonance with shareholders wealth maximization objectives in order to 
achieve an increase in returns of equity. 
Key words: financial leverage, debt-equity, EPS, and return on equity  
1. Introduction  
Effective capital structure plays a veritable role to the success of an organization as it play a veritable role in the 
increasing the shareholders wealth. However inadequate management of capital structures the major reasons of 
corporate firm collapse.  It deemed necessary that managers have an understanding of this key area of corporate capital 
structure. Firm’s value and performance are sensitive to this strategic financing decision making it a vital part of 
financial management. [1] stated that every firm need funds for it operation more especially large firms to expand their 
activities.  
The objectives of every firm are mainly for profit maximization. In order to maximize shareholders wealth and to 
achieve this motive they need to source for fund in order to finance their operations and activities. Basically firms must 
choose the best financing sources to reach the optimal capital structure so that they can make suitable financing 
decision that would enable them achieve an impressive returns. Financial leverage is all about how fixed securities 
income is used in a firm’s capital structure. Financial leverage is a measure of how much firm channel debt to finance 
its assets [2] stated that a firm’s capital structure is the composition or structure of its liabilities.  
Furthermore financial leverage reflects the amount of debt used in capital structure of the firm. Debt carries fixed 
obligation of interest payment. Thus financial leverage increases as the fixed financial expenses of a firm increases i.e. 
interest expenses increases as higher amount of debt is incurred. Also with a high level of debt relative to equity a small 
percentage change in earnings before interest and tax EBIT will lead to a large percentage change in the income. 
Financial leverage thus assess of financial risk of the organization is exposed to given its usage of debt funds. However 
financial leverage irrespective of its benefit to a firm also creates financial risk such as risk to the company; if a highly 
levered firm is unable to make sufficient EBIT such firm might go into liquidation as it may not be able to meet its 
interest obligations and also finance other expenses of the firm.  
Another risk is to the stockholders the firm incurs some expenses, his will cause greater volatility in earning and 
therefore greater volatility in the stock price and also such firm may not be able to pay any dividend to its ordinary 
stockholders as it would have to pay preferred stockholders prior to ordinary shareholders. Firm’s objective is to 
maximize profit to the shareholders. Firm value is being represented by market value of company’s ordinary share 
capital which in turn reflects the firm’s financial investment and dividend decisions.  Since financial leverage had 
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influence over firm cost of capital, it will also affect the firm value. It should be noted that maximizing EPS and equity 
return, dividend payouts will usually not to be the same as improving stock price per share.  
The stock /market price of a firm represented the value upon which market participants place on it. In other words, 
firm create value when the expected returns are more than the required returns by financial market.  Therefore this 
study set out to ascertain the effect of financial leverage on shareholders fund of quoted deposit money banks in 
Nigeria. Finance is a veritable tool and a reason for companies not to take off or expanding their business. Meanwhile 
company’s capital structure may not necessarily focus on how to maximize wealth for it owners also to secure interest 
of the management more especially those companies where control is being championed by director. in Nigeria most of 
companies found it difficult to make a profit which may be attributed to poor financing.  
The problem of financial leverage therefore arises from evaluating the quantum of each source that will yield optimum 
return with little risks. Prior empirical studies observed that consensus have not been reached on the relationship 
between financial leverage and shareholders wealth. Many researchers found a significant negative relationship 
between leverage and shareholders wealth. Though there is a negative findings some researchers also indicates 
significant positive association between financial leverage and shareholders wealth. In addition [3]; [4]; [5] found no 
association between financial leverages and shareholders wealth. There are mixed findings that require more empirical 
studies thereby creating a gap in knowledge. Most of the research on financial leverage has been conducted in advanced 
countries using non-financial listed firms and most of the studies carried out in Nigeria focused on financial 
performance while this present study concentrated on shareholders wealth of quoted food and beverage firms in 
Nigeria. On this note, it becomes necessary to determine the influence financial leverage on shareholder’s fund of 
quoted food and beverage companies in Nigeria.  
 
2. LITERATURE REVIEW 
Financial Leverage 
The term financial leverage is known as the overall debt load of the firm through debt to assets compares or debt to 
equity. in other words it is a means of measuring how risky firm is highly leveraged firm would have a leverage ratio 
close to 1 or higher than that[6]. Financial leverage is known as trading on equity which is known as financial tradeoff 
between the return on issuance of preferred stock and cost of maintaining preferred stock or debt. Financial leverage is 
the use of borrowed money debt to finance assets with the expectation that the income or capital gain from the new 
asset will exceed the cost of borrowing. In most cases the provider of the debt will put a limit on how much risk it is 
ready to take and indicate a limit on the extent of the leverage it will allow [7] . 
Financial leverage is the use of borrowed money to increase production volume, and thus sales and earnings. The 
greater the amount of debt, the greater the financial leverage. Since interest is a fixed cost (which can be written off 
against revenue) a loan allows an organization to generate more earnings without a corresponding increase in the 
equity capital requiring increased dividend payments (which cannot be written off against the earnings). However, 
while high leverage may be beneficial in boom periods, it may cause serious cash flow problems in recessionary periods 
because there might not be enough sales revenue to cover the interest payments [8].  Leverage results from using 
borrowed capital as a funding source when investing to expand the firm's asset base and generate returns on risk 
capital. Leverage is an investment strategy of using borrowed money specifically, the use of various financial 
instruments or borrowed capital to increase the potential return of an investment. Leverage can also refer to the amount 
of debt a firm uses to finance assets. When one refers to a company, property or investment as "highly leveraged," it 
means that the item has more debt than equity [9]. 
Leverage involved the use of debt in order to finance a project. The result involves multiply the potential returns from a 
project. At the same time, leverage will also multiply the potential downside risk in case the investment does not pan 
out.  
The concept of leverage is used by the firm and its investors. Investors use leverage to significantly increase the returns 
that can be provided on an investment. Companies can use leverage to finance their assets. In other words, instead of 
issuing stock to raise capital, companies can use debt financing to invest in business operations in an attempt to 
increase shareholder value [10].  
Debt-Equity Ratio 
The debt-to-equity ratio is a measure of the relationship between the capital contributed by creditors and the capital 
contributed by shareholders. It also indicates the extent to which shareholders' equity can fulfill a company's obligations 
to creditors in the event of liquidation [11]. Debt to equity ratio is a long term solvency ratio that indicates the 
soundness of long-term financial policies of a company. It shows the relation between the portion of assets 
financed by creditors and the portion of assets financed by stockholders. As the debt to equity ratio expresses the 
relationship between external equity (liabilities) and internal equity (stockholder’s equity), it is also known as 
“external-internal equity ratio”. This financial tool gives an idea of how much borrowed capital (debt) can be fulfilled 
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in the event of liquidation using shareholder contributions. It is used for the assessment of financial leverage and 
soundness of a firm and is typically calculated using previous fiscal year's data. A low debt-equity ratio is favorable 
from investment viewpoint as it is less risky in times of increasing interest rates. It therefore attracts additional capital 
for further investment and expansion of the business. Creditors usually like a low debt to equity ratio because a low 
ratio (less than 1) is the indication of greater protection to their money. But stockholders like to get benefit from the 
funds provided by the creditors therefore they would like a high debt to equity ratio [12].  
The debt-to-equity (D/E) ratio is calculated by dividing a company's total liabilities by its shareholder equity. These 
numbers are available on the statement of financial position of a company's financial statements. The ratio is used to 
evaluate a company's financial leverage. Debt-to-Equity (D/E) ratio = Total Liabilities over Shareholders’ equity. 
The numerator consists of the total of current and long term liabilities and the denominator consists of the total 
stockholders’ equity including preferred stock. Both the elements of the formula are obtained from company’s 
statement of financial position. A ratio of 1 (or 1: 1) means that creditors and stockholders equally contribute to the 
assets of the business. A less than 1 ratio indicates that the portion of assets provided by stockholders is greater than the 
portion of assets provided by creditors and a greater than 1 ratio indicates that the portion of assets provided by 
creditors is greater than the portion of assets provided by stockholders. A ratio of 1: 1 is normally considered 
satisfactory for most of the companies [13].  
Return on Equity  
Return on equity can be seen as a ratio that provides investors with insight into how efficiently a company (or more 
specifically, its management team) is handling the money that shareholders have contributed to it. In other words, it 
measures the profitability of a corporation in relation to stockholders’ equity. Return on equity reveals how much after-
tax profit a company earned in comparison to the total amount of shareholder equity found on the balance sheet. The 
higher the ROE, the more efficient a company's management is at generating income and growth from its equity 
financing [14]. ROE can be used to make a comparison between a company, its competitors and the overall market. 
The formula is especially beneficial when comparing firms of the same industry, since it tends to give accurate 
indications of which companies are operating with greater financial efficiency, and for the evaluation of nearly any 
company with primarily tangible rather than intangible assets [15]. ROE =Net Income over Shareholders’ Equity 
ROE is more than a measure of profit; it's a measure of efficiency. A rising ROE suggests that a company is increasing 
its ability to generate profit without needing as much capital. It also indicates how well a company's management is 
deploying the shareholders' capital. Falling ROE is usually a problem. However, it is important to note that if the value 
of the shareholders' equity goes down, ROE goes up [16]. [17] on the relationship between financial leverage and 
financial performance of deposit money banks in Nigeria from 2005- 2013. Using descriptive and correlation analysis 
in describing the data set, the study findings from the correlation analysis revealed that there is significant relationship 
between debt- equity ratio and financial performance proxy by return on equity. [18] ascertained the effect of leverage 
on shareholders' wealth of automobile Industry in India using regression technique. The inferences of the selected 
sample firms of automobile industry that the simple and multiple regression inferred that Return on Capital Employed 
(ROCE), Return on Equity (ROE), Return on Debt (ROD), Net worth (NW), Reserve Fund (RF), Borrowings (B), 
Investment (I) as well as Gross Fixed Assets have significant impact of FL which means that the debt cost is strongly 
associated with the returns of the firms. [5] determined the effect of financial leverage of a company on wealth of 
shareholders of organizations in Sri Lanka. The results did not show any clear relationship between financial leverage 
and shareholders' wealth. [19] determined the effect of financial leverage on market value added in the context of 
companies listed on Bombay Stock Exchange, India and provided empirical evidence that interest cover is the most 
significant predictor of market value added by companies listed on Bombay Stock Exchange. Univariately, debt equity 
ratio and debt ratios were found to be statistically significant in explaining variation in market value added of the 
sample companies. [20] examined the impact of capital structure on financial performance of quoted manufacturing 
firms in Nigeria over the period 2005-2014. Panel methodology was applied to analyze the impact of capital structure 
on financial performance of quoted manufacturing firms in Nigeria. The findings of the panel ordinary least square 
showed that a positive statistically significant relationship exist between long term debt ratio, total debt ratio and return 
on equity while a positive statistically insignificant relationship between return on equity and Short term debt ratio. 
[21] examined the influence of financial leverage upon the growth of Jordanian firms. There was also a negative 
insignificant relationship between all the proxies of capital structure (LTD, STD and TD) and ROA which makes ROE 
a better measure of performance. [22] examined the link between capital structure and firm financial performance in 
Nigeria on basis of panel research design with secondary data spanning 2010-2014 financial year. The result revealed 
that leverage as proxy by ratio of noncurrent liability to equity (NCLEQ) seems not to exhibit causality with financial 
performance. Based on the above premise, it is hypothesized that: Hypothesis 2: Debt-equity ratio has significant effect 
on return on equity. 
Earnings per Share 
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Earnings per share (EPSs) are part of the company’s profit given to the common shareholders. The earnings per share 
metric are one of the most important variables in determining a share's price. It is also a veritable tool used to estimate 
the price-to-earnings valuation ratio. This can happen through dividing stock price of a firm.  Firm’s earnings per 
share is a mirror through which investor can see the strength and weakness of the firm in question. EPS = Net Income 
– Preferred Dividends over End of period common shares outstanding.  
 
Empirical Studies  
[23] determined the effect of financial leverage on financial performance of food production firms in Nigeria. 
Specifically, the study ascertained the effect of financial leverage on earnings per share of food production firms in 
Nigeria; the effect of financial leverage on Return on Equity in food production firms in Nigeria and the effect of 
financial leverage on Return on Assets of food production firms in Nigeria. Ex post facto research design was adopted 
and Paired sample t-test analysis was applied. Findings showed that financial leverage has no significant effect on 
Earning Per Shares of food production firms in Nigeria and also that financial leverage) has effect on Return on Equity 
of manufacturing companies in Nigeria. However another finding showed that financial leverage has effect on Return 
on Assets of companies in Nigeria. [24] analyzed the influence of Return on Asset (ROA), Debt to Equity Ratio (DER) 
Earnings per Share and Company size on share return of real estate and property industry in Indonesia from 2009-
2016. The result of the research showed that Debt to Equity Ratio (DER) and Earnings per Share (EPS) variables have 
a positive and significant influence on share return. On other hand, Return on Asset (ROA) and Company size has a 
negative and insignificant influence on share return on property and real estate industry. [25] measured the impact of 
dividends, net income after taxes and earnings per share on the market capitalization of companies listed in Amman 
Stock Exchange, Jordan during the period 1978-2016. Using E-views program to analyze the data, the study found that 
there is no statistically significant between earnings per share and market capitalization, and this means that investors 
are interested in dividends and net income after taxes in the demand on shares, but they do not care about earnings per 
share when they demand shares. [26] on the effect of financial structure on the performance of company quoted on the 
Nairobi securities exchange from 2008-2013. The Multiple regression analysis method used showed that equity and 
long term debt have a positive and significant effect on financial performance, while short term debt has a negative and 
significant effect on financial performance.  [27] ascertained the influence of capital structure on the financial 
performance of quoted construction and real estate firms in Nigeria from 2005-2014. The Pooled ordinary least square 
regression found that capital structure has a positive and significant influence on financial performance proxies by 
Earnings Per Share, Return on Capital Employed, Return on Equity but its impact on Return on Assets is insignificant. 
Based on the above premise, it is hypothesized that: Hypothesis 1: Debt-equity ratio has significant effect on earnings 
per share.  
 
3. METHODOLOGY 
 
Research Design 
This study adopted the ex-post facto research design. An Ex-post Facto research determines the cause-effect 
relationship among variables.  
 
Population of the Study 
The population of this study covered fifteen quoted deposit money banks in Nigeria. These banks are as follows; Access 
bank plc; Diamond bank plc; First bank plc; Skye bank plc; FCMB plc; GTB plc; Zenith bank plc; Sterling bank plc; 
UBA plc; Fidelity bank plc; Stanbic IBTC; Union bank plc; Unity Bank Plc; Wema bank plc; Eco bank Plc. 
Measurement of Variables 
Variables used in this empirical study include: dependent variable (shareholders’ fund) and independent variable 
(financial leverage). The respective ratios to be computed were sourced from the respective financial statements of the 
sampled firms for the study period.  
Concepts and measurements of these variables are summarized in Table 3.1: 
 

Table 1: Concepts and Measurements of Variables in the Study 
Variable Type Definition Proxy Acronym Measurements 
Dependent Variable (Shareholders’ Wealth) 
  Earnings per Share EPS Net Income – Preferred 

Dividends 
End of period common 
shares outstanding 
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  Return on Equity ROE Net Income / 
Shareholders’ Equity 

Independent Variable (Financial Leverage) 
  Debt-Equity Ratio DER    Total Liabilities      

Shareholders’ equity 
  
Data and Analysis Techniques 
This research adopted purposive sampling technique based of the availability and up-to-date annual financial 
statements for the study period in the selection of the sample size. The analysis of data for this study was done based on 
the data collected from publications of the Nigerian Stock Exchange (NSE) and the annual report and accounts of the 
quoted food and beverage firms. Descriptive statistics was used to summarize the mean, median, standard deviation, 
skweness, kurtosis, maximum and minimum of the study variables. Inferential statistics of the hypotheses were tested 
using Ordinary Least Square (OLS) with the aid of SPSS version 20.0 statistical software, was used to predict the value 
of a variable based on the value of the other variables.  
Representing the equations with the variables of the construct, hence the equations below are formulated: 
ROEίt = β0 + β1DERίt + µίt - - - - i 
EPSίt = β0 + β1DERίt + µίt - -  - - ii 
Where: 
β0 = Constant term (intercept) 
βίt = Coefficients to be estimated for bank ί in period t 
µίt = Error term/Stochastic term for bank ί in period t 
ROEίt = Return on Equity of bank ί in period t 
EPSίt = Earnings per Share of bank ί in period t 
DERίt = Debt-to Equity Ratio of bank ί in period t 
 
Decision Rule 
Reject Ho if the P-value of the test is less than α-value (level of significance) at 5%, otherwise accept HI. 

 

4. Results  
The descriptive statistics of the dataset from the sampled food and beverage firms are presented in Table 2 where the 
mean, standard deviation, minimum and maximum values of the data for the variables used in the study were 
described: 
Table 2: Descriptive Statistics 
 N Minimum Maximu

m 
Mean Std. Deviation Skewness Kurtosis 

Statistic Statistic Statistic Statistic Statistic Statistic Std. Error Statistic Std. 
Error 

DER 150 4.24 7.38 6.1820 .51736 -.449 .198 .680 .394 
ROE 150 .08 3.40 .9943 .62455 1.087 .198 1.183 .394 
EPS 150 .09 10.53 1.6993 1.52895 2.948 .198 12.272 .394 
Valid N 
(listwise) 150         

 
The results in table 2 provided some insight into the nature of the selected Nigerian quoted companies that were used in 
this paper. Firstly, it was observed that on the average over the ten (10) years periods (2009-2018), the sampled quoted 
food and beverage companies in Nigeria were characterized by debt-equity ratio (DER =6.1820). Also, the large 
difference between the maximum and minimum value of the leverage return on equity (ROE) and earnings per share 
(EPS) show that the sampled quoted companies in this study are not dominated by companies with large debt structure.  
Secondly, it was observed that during the period under study, that the return on equity was approximately 340%. This 
means that any variables with outlier are not likely to distort our conclusion and are therefore reliable for drawing 
generalization.  
 
4.2 Test of Hypotheses 
Hypothesis 1 
 HO1: Debt-equity ratio has no significant effect on return on equity of quoted food and beverage firms in Nigeria.  
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Table 3: Model Summary 
Model R R Square Adjusted R 

Square 
Std. Error of the 
Estimate 

1 .167a .028 .021 .61789 
a. Predictors: (Constant), DER 
In table 3 above, the coefficient of determination is 0.028; therefore, about 3% of the variation 
in the return on equity data is explained by debt-equity ratio.  
Table 4: ANOVAa 
Model Sum of Squares df Mean Square F Sig. 

1 
Regression 1.614 1 1.614 4.228 .042b 
Residual 56.505 148 .382   
Total 58.119 149    

a. Dependent Variable: ROE 
b. Predictors: (Constant), DER  
F = 4.228, and p-value = .042 
In table 4, at the α-value = 0.05 level of significance, there exists enough evidence to conclude that the slope of the 
population regression line is not zero and, hence, that debt-equity ratio is useful as a predictor of return on equity 
for shareholders. The regression equation appears to be very useful for making predictions since the value of r2 is 
close to 1 
 
 
Table 5: Coefficientsa 

Model Unstandardized Coefficients Standardized 
Coefficients 

t Sig. 

B Std. Error Beta 

1 
(Constant) -.201 .607  3.687 .000 

DER a. Dependent 
Variable: ROE .098 -.167 -2.056 .042 

The regressed coefficient correlation result in tables 3, 4 and 5 above showed the existence of a negative relationship 
between DER and ROE. This implies that DER has a statistically significant relationship with ROE at 5% significance 
level respectively, though negative. In table 5, we are 95% confident that the slope of the true regression line is 
somewhere between –2.056 and 0.042. In other words, we are 95% confident that for every year shareholders get their 
average return on equity decreases somewhere between ₦2.056 and ₦0.042. 

Hypothesis 2 
  HO1: Debt-equity ratio has no significant effect on earnings per share of quoted food and beverage firms in Nigeria.  
Table 6 :Model Summary 
Model R R Square Adjusted R 

Square 
Std. Error of the 
Estimate 

1 .142a .020 .014 1.51859 
a. Predictors: (Constant), DER 
In table 6, the coefficient of determination is 0.020; therefore, about 2% of the variation in the 
earnings per share data is explained by debt-equity ratio  
 
Table 7: ANOVAa 
Model Sum of Squares df Mean Square F Sig. 

1 
Regression 7.012 1 7.012 3.041 .083b 
Residual 341.304 148 2.306   
Total 348.316 149    

a. Dependent Variable: EPS 
b. Predictors: (Constant), DER 
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F = 3.041, and p-value = .083 
In table 7 above, at the α-value = 0.05 level of significance, there exists enough evidence to conclude that the slope of 
the population regression line is not zero and, hence, that debt-equity ratio is useful as a predictor of earnings per 
share for shareholders. The regression equation appears to be very useful for making predictions since the value of r2 
is close to 1. 
Table 8: Coefficientsa 
Model Unstandardized Coefficients Standardized 

Coefficients 
t Sig. 

B Std. Error Beta 

1 
(Constant) 4.291 1.492  2.877 .005 
DER -.419 .240 -.142 -1.744 .083 

a. Dependent Variable: EPS 
 
The regressed coefficient correlation result in tables 6, 7 and 8 above showed the existence of a negative relationship 
between DER and EPS. This implies that DER has a statistically significant relationship with EPS at 5% significance 
level respectively, though negative. In table 8, we are 95% confident that the slope of the true regression line is 
somewhere between -1.744 and 0.083. In other words, we are 95% confident that for every year shareholders get their 
average earnings per share increases somewhere between ₦1.744 and ₦0.083. 
 
5. Conclusion 
This study evaluated the influence financial leverage has on shareholders’ funds of quoted foods and beverage 
companies in Nigeria over a ten year period covering from 2009-2018. the independent variable financial leverage was 
proxied by debt-equity ratio while shareholders wealth which was measured with EPS and return on equity are the 
dependent variable. Moreover this study obtained panel data from annual reports and account and publications of the 
food and beverage firms that operated during 2009-2018 with the aid of SPSS 20.0 using regression analysis was 
employed. this study revealed that debt-to-equity ratio has a significant negative effect on EPS and ROA at 5% 
significant level respectively. Based on the findings the study recommended that to reverse the negative influence of 
debt-to-equity ratio EPS, firms management should optimized the amount of debt finance of the firm for adequate 
utilization of the firm’s assets thereby ensuring shareholder’s EPS. Also financial decisions of the management should 
ensure be in consonance with shareholders wealth maximization objectives, in order to achieve an increase in returns of 
equity holders. 
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