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Abstract

This study assesses the impact of a company'stinees in fixed assets on its operating profit mardihe study is
based on a sample four companies in the Nigeriewdny sector over an eleven year period from 1898009. We
used regression statistical method to ascertairrelaionship between level of investment in fixassets and its
impact on the operating profit reported by Nigermawery firms. Though the relationship is positilsat the result
is not statistically significant. Therefore, theu# did not suggest any strong positive impadneéstment in fixed
assets on the operating profit of brewery firmNigeria. This finding is in which is in line withast academic
researches show that investment in fixed asset mlmielsave any strong and statistical impact onptioditability of
brewery firms in Nigeria.
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1. Introduction

Apart from the telecommunications industry andamitl gas sector, the brewing industry has beeratigedt source
of Foreign Direct Investment (FDI) in the countBuch investment includes Heineken’s investment igeNa
Breweries Plc which is its largest investment algskEurope. It also became a major stakeholder msamlated
breweries Plc with 50.2% (Omolara, 2006). The Nayebrewery market is currently a 15mhl market gypifies a
classic illustration of a duopoly (Ahmed, 2010).0ligh there are handful marginal players, the maskébminantly
driven by Nigerian Breweries Plc and Guinness Ng@ic with a combined market share of 80%. Froholsstic
view, this concentration level is much more prormaeh when we consider the underlying ownership ef 2h
brewers: NB Plc is majority-owned by Heineken, @wnness Nigeria Plc is majority owned by the Da@roup.

However, while installed capacity grew up to thdye2990's, many of the brewery firms in Nigeriacheeased to be
operational. Thus in 1994, only about eleven brgviiems remained in operation in Nigeria. Capaaitilization
had also fallen substantially in many cases anérséwf the plants had been taken over by the tngusaders
example is the take-over of the brewery firm thatdpices Monarch beer brand &t @ile Enugu by the Nigerian
Breweries Plc. According to the Nigerian Stock Exwahe FactBook (2010) the brewery firms is besettHsy
vagaries of the Nigerian Economy and this has qudibeid in a situation where the number of operatibrewery
firms has reduced from over thirty in the early @880 about ten as of 2006 and as at 2010, ongrsare quoted
on the Nigerian Stock Exchange out of which fowr eperational with Nigerian Breweries Plc and Gsindigeria
Plc taking the lead.

The objective of this paper is to ascertain thati@hship between level of investment in fixed éssad the amount
of profit reported. The hypothesis that the levieinwestment in Fixed Assets does not significairtipact on the

level of reported profit of breweries in Nigeriasviested. The rest of the study is divided inta feections. Section
2 highlights the theoretical and empirical revietvrelated literature. Methodological issues are thacern of

section 3. Section 4 is devoted to presentatidcheflata and results. We present conclusion inosest

2. Review of Related Literature.
Emekekwue (2005) defined investment as the artasfriing expenditures whose return are expecteddeesl one
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year. It involves a sacrifice of present consumptio exchange of future benefits. Since investnientlves a
sacrifice of present condition, there is an elenoémrisk that future outcome may not be realizelde Efficiency in
the use of fixed assets can be measured with fissdts turnover ratio. Pandey (1981) opined tleafited assets
turnover ratio measures the efficiency with whicfiren is utilizing its investment in fixed assetjch as land,
building, plant and machinery, furniture etc. Is@lindicates the adequacy of sale in relation éitivestment in
fixed assets.

A firm acquires plant and machinery and other potigre fixed assets for the purpose of generatimgssd herefore,
the efficiency of fixed assets should be judgedelation to sales. Generally, a high fixed assetsdver ratio
indicates efficient utilization of fixed assetsgenerating sales, while a low ratio indicates ic&fht management
and utilization of fixed assets. Thus a firm, wheéant and machinery has considerably depreciatey, show a
higher fixed assets turnover ratio than the firmolhhas purchased plant and machinery recenthcdyparing the
fixed asset turnover of the two firms, it cannotdmncluded that the former is more efficient in @ging fixed
assets because of the effects of depreciation. I(2008) opined that a company’s investment in fieadet is
dependent, to a large degree, on its line of basin®ome businesses are more capital intensiveothars. Firms in
the natural resource just as firms in the brewedustry and other and industry producers requlegge amount of
fixed-asset investment and large capital equipmdnilie, service companies and computer software yes need
a relatively small amount of fixed assets. Ibam0@Q0s more interested in the average fixed as3éis.fixed asset
turnover ratio indicator, looked at asset over tiamel compares the ratio to that of competitorssTdives the
investor an idea of how effectively a company’'s agement is in using fixed asset. It is a rough mneasf the
productivity of a company'’s fixed assets with regge generating sales. The higher the numbemoéditurns over,
the better. However investors should look for cstesicy or increasing fixed assets turnover ratgmsisive balance
sheet investment qualities (Ibam, 2008).

Various authors have x-rayed the relationship betwiavestment in fixed assets and profitabilityfiohs. Eriotis,
Frangouli and Neokosmides (2000) investigated ¢fetionship between debt to equity ratio and firprsfitability
taking into consideration the level of a firm’s @stment and the degree of market power. The stseg panel data
for various industries, covering a period 1995-Bife main conclusions of the study were: - (a) fimtsch prefer to
finance their investment activities through seffafince are more profitable than firms which finamoeestment
through borrowed capital. (b) Firms prefer compgtinith each other than cooperating. (c) Firms usart
investment in fixed assets as a strategic variabédfect profitability.

Mishra and Cobeli (2003) investigated the impaateskarch and development (R&D) on a firm’s perfamoe. This
was compared with the impact on investment. Theyws improved time series, cross sectional reigressodel,

to compare the ratio of return from a dollar inwesht in R&D to a dollar investment on fixed asséts
pharmaceutical and chemical industries. They failmad (1) there is a positive association of R&Deirgity and all
variables of a firm’s performance (net margin, @b@g margin, sales growth, and market value) Ai2jnvestment
in R&D earns an operating margin return much higthem the industry cost of capital (3). The effeftan

investment in R&D on the firm’s market value is abéwice as much the effect of an investment irdiassets.
They concluded that these funding have implicatifumscorporate investment strategies, indicatingt thdditional
R&D investment is more likely to provide a firm Wit unique and sustained competitive advantage.

Paradogonas (2007) wrote on the financial perfoomaf large and small firms: evidence from Gredde paper
attempts to specify possible differences in thennfatctors that determine a firm’s profitability,ing data from
Greek manufacturing sector for 1995- 1999 periode Bnalysis used regression models and is perfooned
longitudinal sample of 3035 firms, classified byesiof employment. The econometric results indi¢htg size,
managerial efficiency, debt structure, investmarfiied assets and sales affect significantly m’'rprofitability.

According to Adelegan (2008) investment is of pasant importance for business cycle fluctuations acgnomic
growth. It is not surprising that in Nigeria, degiggion, capital allowance and corporate incomehaxe changed
repeatedly and investment tax credit (ITC) has beegaduced in an effort to stimulate investmendefegan (2008)
carried out a study to examine the link betweenatad real investment and address the effect oinitentive and
disincentive structures of different taxes on inment at the firm and industry level in Nigeria.eT$tudy adopts the
neoclassical model that incorporated adjustmertscarsd tax parameters using a firm’s level of indukevel data
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from 1984-2000. The study showed that adjustedctesh flow, debt shield, and cost of capital hagmificant
positive effects on investment, while marginal tates and interest expenses have significant rvegeffects on a
firm’s fixed investment.

Sayeed and Hogue (2009) studied the impact of asset liability management on profitability; a sfush public
versus private commercial banks in Bangladesh. Atieg to them, banks’ profitability is almost comeén modern
economy. Banks are in a business to receive depossiiabilities and to issue debt securities om ¢the hand and
create or invest in assets on the other hand. Taomsnercial banks incur cost for their liabilitiesdaearn income
from their assets. Thus profitability of banks isedtly affected by management of their assets |etulity. Their
study examined how assets and liability managenagather with external variable such as degree afket
concentration and inflation rate impact the prdiiity of selected commercial banks in Banglad€ege study also
dealt with the impact of Assets and Liability Maerawent (ALM) on the profitability of the sixteen Bgladesh
commercial banks classified into private and pubfcmodified Statistical Cost Accounting (SCA) mobdeas
applied to test whether the ALM of the private sedtanks are better than public sector banks. &geession results
show that the use of total income the dependerahlarfor private and public banks show evidena #il of the
assets have significant contribution to total ineowf the private banks. The coefficients of allbiiies are
insignificant. Six out of eleven independent valgathave significant impact on total income to tssatio of public
sector banks. The co-efficient of assets are pesdind significant whereas the coefficient of thoe of the four
liabilities is not significant implying that, likprivate banks, public banks are earning very nohonaero return
from these liabilities. The effect of the investrmanfixed assets cannot be completely studied autimentioning
the effect of depreciation on fixed assets.

Gautam (2008) reports that Indian stock marketlrdsuthe first quarter of 2009 financial year didt reflect the
combined impact that high interest rates and inpndt had on companies sales and profitability. ldevdver
commented on the effect of high fixed cost on padiiity. According to him, if a company’s fixed gimn of input
costs remains high even when its sales are fattiegprofit margin will get depleted. In India, ptelms due to
operating leverage (the balance between fixed awdhble costs) will be higher because, in the fast years,
companies have had a high fixed cost that was iboititng towards higher margins.

Belgian Magazine (2009) analysis of SAB Miller 20p8rformance shows that Revenue in the six mortdhs t
September 2009 fell to USD8.85 billion from USD 114 billion while the net profit dropped to USD 9#8llion
from USD 1.42 billion. Profit was hit by higher infpcosts and unfavourable foreign-exchange rates.

Svetlana and Aaro (2012) studied the impact of @mgls investment intensity on its return on ass®tetlana and
Aaro (2012) used regression analysis as the melbgglon a sample of 8,074 companies in six Europggaion

(EU) member states over a nine year period fronl2002009. Contrary to some previous studies, twyd not
identify any strong negative (or positive) impattrvestment intensity on future rate of returnassets.

3. Methodology Framework.

A cross sectional data was gathered for the arsafysm the annual reports of the sampled brewemdifor a
period of 1995 to 2009. The four brewery firms thatstitute the sample were those quoted on therig Stock
Exchange and there inclusion in the analysis iedhas the availability of data for the sample peridhe brewery
firms that constitute the sample are: Nigerian Brégs Plc, Guinness Nigeria Plc and Internatiormraviries Plc,
Champion Breweries Plc.

The hypothesis that the level of investment in BiXessets does not significantly impact on the lesfeteported
profit of brewery firms in Nigeria was tested faregictive association using multiple linear regi@ssin order to
predict the dependent variable as accurately asilpesit is usually necessary to include multipiedependent
variables in the model. Multiple linear regressi@tisw researchers to test how well one can prealidependent
variable on the basis of multiple independent \des (Steve, 2011; Lani, 2009). The model is shasin

OP =a + B]_TFA +B2|R + BgFER +B4COS 2 > (1)
Where:
Operating margin = Profitability Measure proxied@serating Profit / Sales
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a = aconstanti.e the value of profit afeet tvhen all the independent variables are zero.

B1,B2, Bsa B4= Regression slopes for the independent variables
TFA =  Sales/ Net Fixed Assets

IR = Interest Rates

FER = Foreign Exchange Rate

Inv/ICOS = Inventory/Cost of Sale
€ = an error term normally distributed abouhean of 0. For purposes of computation, glie assumed
to be 0.

The operating margin relates a company's operatiogme after depreciation to its sales. Operatimgpiine is a
measure of the reward that a manufacturer earngsfdunctions (Leah, 2012). Operating margin ikcgkated as

operating profit
SaAlES (2).

The fixed assets turnover ratio is sales dividedhélyfixed assets (i.e depreciation value of fissdets) (Pandey,
1981). A firm acquires plant and machinery and ofhreductive fixed assets for the purpose of gdireyasales.
Therefore, the efficiency of fixed assets shouldualged in relation to sales. Generally, a higledixassets turnover
ratio indicates efficient utilization of fixed assein generating sales, while a low ratio indicatesfficient
management and utilization of fixed assets.

Fixed assets turnover = sales
Net fixed ASSetS......coiiiiiiiiici i v (3).

Firm profitability is affected by unfavourable faga-exchange rates especially where factor inptigaduction are
largely imported.

Interest rate is a cost that must be paid for fumden firms employ debt financing as part of thegpital structure.

It can also be referred to as the price of créd@ursory look at the sampled firms’ balance sheetaled that all the
firms carry varying degree of debt. Debt financisgxpected to enhance profitability while intenege is expected
to deplete earnings as it is applied to to theipaofd loss account. Therefore, the prime ratentafrest as the lowest
rate of interest charged by the Nigerian’s leadiagks on business loan is included as an indepérdgable.

The INV/COGS ratio measures the impact of inventexgls with respect to cost of goods sold on pabflity. The

sign of the coefficient of this variable cannotgredicted in advance. On the one hand, higher ovetevels are a
drain on profitability. On the other hand, a mamtfiger with higher inventory levels is also provigia valuable
function and undertaking a risk that should enhamoétability (Leahy, 2012). INV/COGS variable éalculated

as_Inventory
Cost of Go@®tgd...........coovveiiiiie e (4)

4. Findings.
<Insert Table 1>

Table 1 gives details of the correlation betweeohepair of variables. The table reveals that afl predictor
variables except interest rate have a positivdioglship with the profitability or the predictednable while interest
rate has a negative relationship with the predictoiable. Fixed asset have a negative relationsitipinterest rate
and having a positive relationship with foreign lexege rate and cost of sales. Interest rate hasgative
relationship with foreign exchange rate and cossalés while foreign exchange rate have a positilationship
with cost of sales.

<Insert Table 2>

Table 2 provides the R and Ralue and shows that R = .964, which represegtsitnple correlation and shows the
simple correlation at 96.4% and therefore, indis@eyood degree of correlation. ThevRlue indicates how much
of the dependent variable, profit, can be explaimgdhe independent variables. In this case, 9208%e variation
in the dependent variable can be explained by tedigtor variables, and this is large. The Adjus®dalue tells us
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that our model accounts for 92.6% of variance eptofitability of brewery firms in Nigeria.
<Insert Table 3>

T Table 3 reports the ANOVA, which assesses the dveignificance of our model. As can be observeahfrthe
table, at a sum of squares of 2.303, degree ofiémeeof 79 (n — 80) and an F statistics of 247.1dk, model is
significant at p = .000 < 0.05.

<Insert Table 4>

The Beta value (standardized regression coeffigjaata measure of how strongly each predictoratdeiinfluences
the criterion or predicted variable. The beta isasuged in units of standard deviation. The StarideddBeta
Coefficients gives a measure of the contributioreath variable to the model. A large value indisdteat a unit
change in this predictor variable has a large effecthe criterion variable. The table thereforggasts that fixed
assets and interest rate have a positive relafiprgth profitability but is not statistically sigficant as the t values
= .752 for FA and 1.503 for IT and < 2. These rissake not as their significance values are all35.0Foreign
exchange rate has a negative relationship withitpkility and is not significant. The cost of s&I®©S t = 10.657
and is > 2. This result is positive and is stat@ty significant. The result is confirmed by thes@lue .000 < 0.05
and indicates that cost of sales impacts positivalyprofitability. The Coefficients in table 3 pides us with
information on each predictor variable. This pr@ddus with the information necessary to predicffipfoom
independent variables. The regression relationghithus stated: PAT = -1523922.942 + .20 78848.020Q
-20.602¢R + .28%0s

5. CONCLUSION.

The result of the tested hypothesis showed thatlekel of investment in fixed assets does not sfiyprand
significantly impact on the level of reported ptodif breweries in Nigeria. This result is in conanne with the
findings of Svetlana and Aaro (2012) that used esgjpon analysis as the methodology on a sample03f48
companies in six European Union (EU) member states a nine year period from 2001 to 2009 and cowd
identify any strong negative (or positive) impattrovestment intensity on future rate of returnassets. Svetlana
and Aaro (2012) interestingly noted that severavimus studies such as Abarbanell and Bushee (1B393),
Hennessy and Levy (2002), Beneish, Lee and Tarfi691), and Fairfield, Whisenant and Yohn (2003)0ag
others have identified a rather strong negativati@iship between investment intensity and proffitsh Gautam
(2008) found out that high fixed cost can deplet®mpany’s profit especially if sales fall. The e&ation that other
variables do not have significant impact on prafiier tax may be explained by the fact that comgmpirobably
adjust selling prices of their products to takeecafr changes in variable cost other than fixed.c®stondly, there is
a general trend to increased volume of productfogoods in the companies. What this means is th#tiags being
equal there is supposed to be a drop in the urst ob production because of economy of scale. Githes
phenomenon, any increase in interest rate, foreigfmange or investment in fixed may not have sicgit impact
on profit. The study also shows that there is adfirelationship between cost of sale and profittide cost of sale
increases the profit also increases. This may leetauhe fact that the Brewery firms are in theithabincreasing
the prices of their products frequently.

Conclusively, this study shows that investmentixed asset does not have any strong and statistigect on the
profitability of brewery firms in Nigeria.
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Table 1: Correlations

PAT FA IT FER COSs
Pearson Correlation  PAT 1.00d
FA .907 1.000
IT -.107 -.117 1.00d
FER .287 .293 -.014 1.00d
COSs .963 .932 -.161 .296 1.00(

Source: Authors’ SPSS computation.
Where: PAT = Profit After Tax; IT = Interest RateER = Foreign Exchange Rate; COS = Cost of Sales.

Table 2. Model Summary®

Change Statistics

Adjusted| Std. Error of| R? Sig. F | Durbin-w
Model | R | R? R? the Estimatd ChangdF Chang{ dfl | df2 | Change| atson
1 964 .929 924 1.47132E 929 247.17] 4 75 .000 1.03]

a. Predictors: (Constant), COS, IT, FER, FA
b. Dependent Variable: PAT

Table 3. ANOVAP

Model Sum of Square; Df Mean Square F Sig.

1 Regression 2.140E11 4 5.351E14 247.171 .000]
Residual 1.624E14 75 2.165E11
Total 2.303E11 79

a. Predictors: (Constant), COS, IT, FER, FA
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Table 2. Model Summary®

Change Statistics

Adjusted| Std. Error of| R? Sig. F | Durbin-w
Model | R | R? R? the Estimatd ChangdF Chang{ dfl | df2 | Change| atson
1 964 .929 924 1.47132E 929 247.17] 4 75 .000 1.03]

a. Predictors: (Constant), COS, IT, FER, FA
b. Dependent Variable: PAT

Table 4. Coefficients®

Standardized
Unstandardized Coefficients Coefficients

Model B Std. Error Beta t Sig.

1 (Constant) -1523922.94 1213374.64 -1.254 213
FA .020 .027 .064 .752 454
IT 78848.02 52457.234 .047 1.503 137
FER -20.602 3848.631 .000 -.005 .996
COSs .287 .027 911 10.657% .000

a. Dependent Variable: PAT
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