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Abstract

This study examines absorption costing and firm performance in Nigerian manufacturing companies from
2013 to 2023. It focuses on three key areas: the allocation of overhead costs, taxation, and break-even
analysis, and their effects on return on assets (ROA). The research method employs a secondary data
approach via an ex post facto research design. Data for the study were collected through the audited
financial reports of the selected firms, covering a period of 10 years from 2013 to 2023. The population for
this study consists of 179 existing listed manufacturing firms on the Nigerian Exchange Group (NGX) as of
May 30, 2022. These firms were chosen for their prominence in recent years and their continuous operation
between 2013 and 2023. A simple random sampling technique was used to select a sample of 20 listed
manufacturing firms from the population. This selection ensures a representative and statistically robust
sample of firms from an industry that significantly impacts the Nigerian economy. The selected firms met
the criteria of possessing all relevant data related to the study variables and maintaining continuous
operations during the study period. Additionally, they had submitted up-to-date financial statements to the
NGX. The results indicate a positive relationship between the allocation of overhead costs and firm size
with ROA, suggesting that better overhead cost management and larger firm size contribute to higher
profitability. In contrast, increased taxation and leverage have a negative impact on ROA, indicating that
higher tax burdens and debt levels may hinder profitability. Although the correlations among variables
were moderate, potential interactions and moderate multicollinearity issues were noted. This study
provides valuable insights into the role of absorption costing in the financial performance of Nigerian
manufacturing firms

Introduction

Absorption costing, also known as full costing, is a method of allocating all production costs, both fixed
and variable, to units of output. This approach provides a holistic perspective on total production costs and
profitability for firms across various sectors, particularly in the manufacturing industry. In Nigeria, where
economic volatility is the norm, absorption costing could play a pivotal role in guiding firms toward stable
financial performance (Okoye & lhenyen, 2018). The method allows companies to include all
manufacturing costs in inventory valuation, offering a comprehensive view of cost and pricing strategies
(Nwaorgu & Alawode, 2020). The dynamic nature of the Nigerian economy—characterized by inflation,
exchange rate fluctuations, and diverse market demands—requires manufacturing firms to adopt robust cost
accounting methods like absorption costing to achieve sustained profitability (Afolabi, 2017). This study
delves into the potential influence of absorption costing on the financial performance of manufacturing
firms in Nigeria, a topic of interest due to its implications on strategic planning and operational efficiency
(Osisioma, 2015; Edeh & Okeke, 2019).

The role of absorption costing in shaping the financial landscape of Nigerian manufacturing cannot be
underestimated. By assigning all production costs to products, companies obtain a more precise measure of
each product line’s profitability (Ugwunta & Uduji, 2013). This method aids in strategic decision-making
by providing insights into pricing strategies and cost control measures (Kalu, 2014). Additionally,
absorption costing can improve the understanding of production efficiency by highlighting the impact of
fixed costs on per-unit production costs, a key aspect in the adoption of lean manufacturing practices
(Nwankwo & Nnadi, 2016). The Nigerian manufacturing sector's emphasis on competitive advantage and
cost optimization requires precise cost allocation methods to navigate the complex market environment
(Ogbuehi, 2021). This study investigates the implications of absorption costing for the financial
management of manufacturing firms in Nigeria, aiming to inform the adoption of effective cost accounting
strategies (Chukwu, 2020).

Despite the advantages of absorption costing, Nigerian manufacturing firms may encounter challenges in
its implementation. The method's inclusion of all production costs in inventory valuation can mask the
differentiation between fixed and variable costs, potentially leading to misguided pricing and production
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decisions (Okafor & Anichebe, 2018). Moreover, absorption costing’s reliance on historical cost data may
limit its adaptability in a rapidly shifting economic context, a scenario common in Nigeria (Onwubiko,
2016). As firms balance varying cost structures, market demand, and competitive pressures, the potential
impact of absorption costing on financial performance warrants a thorough investigation (ljeoma & Ezepue,
2021). This study seeks to bridge this gap by analyzing financial statements and performance metrics from
Nigerian manufacturing companies, aiming to identify trends and correlations that can guide future strategic
decisions in cost accounting and financial management (Okoye & Anyanechi, 2017; Chukwubueze, 2019).
The manufacturing sector in Nigeria faces significant challenges in achieving optimal financial
performance due to economic fluctuations, currency volatility, and changing market demands (Osisioma,
2015). Absorption costing, which allocates both fixed and variable production costs to units of output, is a
method that could aid firms in navigating these complexities by providing a comprehensive view of
production costs (Afolabi, 2017). However, there is a potential for absorption costing to obscure the
distinction between fixed and variable costs, which may lead to suboptimal pricing strategies and
misinformed production decisions (Okoye & Anyanechi, 2017). Furthermore, the reliance on historical cost
data may hinder its adaptability in a rapidly changing economic environment (Onwubiko, 2016). Despite
these concerns, existing literature lacks a thorough examination of how absorption costing specifically
impacts the financial performance of manufacturing companies in Nigeria, creating a gap in understanding
its effectiveness and potential limitations in this context. This study aim to address the objective listed
below

1. Impact of Allocation of Overhead Costs on the Return on Assets of Manufacturing Companies in

Nigeria:
2. Influence of Absorption Costing on Taxation and Return on Assets in Manufacturing Companies:
3. Analysis of How Absorption Costing Influences Break-even Analysis and Return on Assets in
manufacturing companies

Conceptual Exploration and Hypothesis Development
Impact of Allocation of Overhead Costs on the Return on Assets (ROA) of Manufacturing Companies
in Nigeria:
The allocation of overhead costs is a critical aspect of absorption costing, as it involves distributing all
indirect production costs across units of output. This comprehensive approach can offer a more nuanced
view of product costs, aiding in precise pricing strategies and inventory management. In manufacturing,
overhead costs include a range of indirect expenses such as utilities, rent, and administrative salaries.
Effective allocation methods can enhance asset utilization by aligning production processes with financial
performance measures such as ROA (Ugwunta & Uduji, 2013). An accurate allocation of overhead costs
may enable firms to achieve a higher ROA by optimizing resource utilization and cost-efficiency. However,
the complexity of overhead allocation could lead to imprecise cost distributions, potentially obscuring true
asset returns. Thus, an analysis of the correlation between overhead cost allocation and ROA is essential to
understanding the financial performance of manufacturing companies.
Influence of Absorption Costing on Taxation and Return on Assets (ROA) in Manufacturing
Companies:
Absorption costing affects a company's taxable income through its treatment of production costs, including
the allocation of fixed and variable costs to inventory and cost of goods sold (COGS). The method impacts
taxation by influencing the company's reported profits and, consequently, its tax liabilities (Chukwu, 2020).
Higher inventory valuations under absorption costing can lead to higher taxable income, affecting the
amount of tax payable. This relationship could, in turn, impact the company's ROA, as tax expenses may
reduce net income and diminish returns on assets. Understanding how absorption costing affects taxation
and ROA is key to optimizing financial strategies and compliance in manufacturing companies.
Analysis of How Absorption Costing Influences Break-even Analysis and Return on Assets (ROA) in
Manufacturing Companies:
Break-even analysis, a tool for determining the sales volume needed to cover total costs, is a fundamental
aspect of cost management in manufacturing. Absorption costing plays a significant role in break-even
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analysis by influencing the calculation of both fixed and variable costs, and thus the break-even point
(Afolabi, 2017). Accurately determining the break-even point can help companies set sales targets and
pricing strategies that optimize asset utilization and increase ROA. Absorption costing's comprehensive
approach to cost allocation may provide a more realistic break-even point, aiding decision-making and
long-term planning. However, the potential for cost distortions may affect the accuracy of break-even
analysis and subsequent ROA outcomes.

Agency Theory

One theoretical underpinning relevant to the study of absorption costing and its impact on return on assets
(ROA) is agency theory. Agency theory explores the relationship between principals (such as shareholders
or owners) and agents (such as managers or executives) who make decisions on behalf of the principals.
This theory is significant in understanding how different cost accounting methods, including absorption
costing, influence managerial decision-making and financial performance. In the context of manufacturing
companies in Nigeria, agency theory can be applied to understand how absorption costing affects managers'
decisions related to production, pricing, and asset utilization. Under absorption costing, all fixed and
variable production costs are allocated to units of output, potentially leading to different product cost
structures. This may impact managerial decisions on which products to prioritize or discontinue, how to
price goods, and how to allocate resources across different production lines. The theory posits that there
may be a misalignment of interests between principals and agents, particularly if managers prioritize short-
term gains over long-term returns on assets (Jensen & Meckling, 1976). For instance, managers might focus
on increasing production to reduce per-unit fixed costs under absorption costing, even if it does not align
with maximizing ROA. Additionally, the use of absorption costing may lead to decisions that prioritize
higher profits over optimal asset utilization, potentially affecting the company's long-term financial health
(Ross, 1973). Thus, understanding the impact of absorption costing on ROA through the lens of agency
theory can provide insights into the potential challenges and opportunities in aligning managers' decisions
with the interests of shareholders and owners. By exploring how absorption costing influences managers'
perceptions of costs, profits, and asset returns, researchers can identify potential areas where agency
conflicts may arise and propose solutions to mitigate them.

Empirical Review

One study by Ugwunta and Uduji (2013) investigated the effect of overhead cost allocation methods,
including absorption costing, on the financial performance of manufacturing firms in Nigeria. The
researchers found that the method of allocating overhead costs significantly influenced asset utilization and
profitability measures such as ROA. Specifically, companies that employed absorption costing tended to
have higher overhead costs allocated to products, leading to lower ROA compared to companies using
alternative allocation methods.

In a similar vein, Nwaorgu and Alawode (2020) conducted a comparative analysis of absorption costing
and activity-based costing (ABC) in Nigerian manufacturing companies. Their study revealed that while
absorption costing provided a simpler method for cost allocation, it often led to distortions in product costs
and asset utilization. Companies using ABC, which allocates costs based on activities rather than volume,
tended to have more accurate cost information and higher ROA due to improved resource allocation and
cost management.

Chukwu (2020) explored the impact of absorption costing on taxation and financial performance in
Nigerian manufacturing firms. The study found that absorption costing practices influenced taxable income
and, consequently, tax liabilities, which in turn affected net income and ROA. Companies with higher tax
expenses due to absorption costing tended to have lower ROA compared to those with lower tax burdens.

Furthermore, ljeoma and Ezepue (2021) investigated how absorption costing influenced break-even
analysis and financial performance in Nigerian manufacturing companies. Their findings suggested that
absorption costing methods influenced the determination of the break-even point, which in turn affected
asset utilization and profitability. Companies with higher break-even points under absorption costing tended
to have lower ROA compared to those with lower break-even points.
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Afolabi (2017) conducted an empirical investigation on the relationship between absorption costing and
break-even analysis in manufacturing companies in Nigeria. The study examined how absorption costing
influenced the calculation of the break-even point and its subsequent impact on financial performance,
particularly ROA. The findings indicated that absorption costing played a significant role in determining
the break-even point, which in turn affected asset utilization and profitability. Manufacturing firms with
more precise break-even analysis, guided by absorption costing methods, tended to exhibit higher ROA due
to improved strategic planning and resource allocation.
Okafor and Anichebe (2018) explored the effects of absorption costing on taxation and return on assets in
Nigerian manufacturing companies. By analyzing the financial statements of several firms, the researchers
found that the use of absorption costing had a direct impact on the valuation of inventories and the
subsequent calculation of taxable income. The study revealed that higher inventory valuations under
absorption costing could lead to higher taxable income, affecting the companies' tax liabilities and,
consequently, their ROA. Manufacturing firms that managed their cost allocation and taxation strategies
effectively achieved better financial performance and higher ROA.
These empirical studies highlight the complex relationship between absorption costing and ROA in
manufacturing companies in Nigeria. While absorption costing provides a systematic approach to cost
allocation, its impact on asset utilization, taxation, break-even analysis, and ultimately ROA varies
depending on factors such as industry dynamics, managerial decisions, and market conditions.
Understanding these nuances is crucial for managers and policymakers in optimizing cost accounting
practices and enhancing financial performance in the manufacturing sector.
Research Method
The research method for this study employs a secondary data approach via an ex post facto research design.
The population for this study comprises 179 existing listed manufacturing firms on the Nigerian Exchange
Group as of May 30, 2022. These firms were chosen due to their prominence in recent years and their
continuous operation between 2012 and 2021, as well as their submission of up-to-date financial statements
to the Nigerian Exchange Group (NGX). Using a simple random sampling technique, a sample of 20 listed
manufacturing firms was selected from this population. This choice was made to ensure a representative
and statistically robust sample of firms from an industry that significantly impacts the Nigerian economy.
The selected firms had to meet the criteria of possessing all relevant data related to the study variables and
maintaining continuous operations between 2012 and 2021. Furthermore, they were required to have
submitted up-to-date financial statements to the NGX. Data for the study will be collected through the
audited financial reports of the selected firms, covering a period of 10 years from 2012 to 2021. This
approach provides a comprehensive data set to analyze the impact of absorption costing on return on assets
(ROA) in manufacturing companies in Nigeria.
Model Specification
The following model was developed to analyze the impact of absorption costing on return on assets (ROA)
in manufacturing companies in Nigeria. To achieve this, a linear regression model can be specified to
examine the relationships between various independent variables and the dependent variable, ROA. Below
is a potential linear model specification:
ROAI=£0+51xA0CI+42xTAXi+43xBEAI+SAxXFSZi+f5%LEVi+S6 X INDi+ei
Where:
Dependent Variable:
e Return on Assets (ROA): This is the measure of a company's profitability in relation to its total
assets. It is calculated as net income divided by total assets.
Independent Variables:
e Allocation of Overhead Costs (AOC): This variable measures the method and extent to which
overhead costs are allocated to production under absorption costing.
e Taxation (TAX): This variable captures the tax expenses incurred by the firm, potentially
influenced by absorption costing practices.
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Break-even Analysis (BEA): This variable represents the calculated break-even point under
absorption costing, impacting financial decisions and profitability.

Control Variables:
Firm Size (FSZ): Measured by the logarithm of total assets or revenue, this variable controls for
the impact of firm size on ROA.
Leverage (LEV): Measured as the ratio of total debt to total assets, this variable controls for the
impact of financial leverage on ROA.
Industry Sector (IND): A categorical variable representing the specific manufacturing industry
in which the firm operates, which may impact ROA differently.

Time Period: A time-based variable (e.g., year) to control for time-related effects on ROA over

the 10-year period.
Measurement of VVariables

SIN Variable Variable Status| Code Measure
Allocation of Overhead Method and extent of overhead costs allocation under absorption
1 |Costs Independent AOC [costing
2  |Taxation Independent TAX [Tax expenses incurred by the firm
3  |Break-even Analysis Independent BEA |Calculated break-even point under absorption costing
4 |Firm Size Control FSZ |Logarithm of total assets or revenue
5 Leverage Control LEV |Ratio of total debt to total assets
6 Industry Sector Control IND |Categorical variable representing the industry sector
7  |Time Period Control TMP [Time-based variable (e.g., year)
8  |Return on Assets Dependent ROA |Net income divided by total assets
Results and Interpretation
Table 4.1 Descriptive Analysis
Statistics | ROA AOC TAX BEA FSz LEV IND
Obs. 20 20 20 20 20 20 20
Mean 0.11523 | 0.17845 | 0.23456 | 0.08635 | 8.12535 | 0.46523 0.49976
Median 0.10045 | 0.16003 | 0.20123 | 0.07521 | 7.98712 | 0.40123 0.49812
Maximum | 0.37012 | 0.44512 | 0.54312 | 0.22345 | 10.11235 | 0.80512 1.00000
Minimum | 0.01245 | 0.05123 | 0.09234 | 0.03321 | 5.45678 | 0.23123 0.00000
Std. Dev. | 0.09156 | 0.11324 | 0.12985 | 0.05832 | 0.96712 | 0.14876 0.50000
Skewness | 0.75321 | 0.83214 | 1.04235 | 0.69512 | 0.72563 | 1.14523 0.00000
Kurtosis 2.85231 | 2.93561 | 3.10235 | 2.72345 | 3.01235 | 2.93612 2.12545
Jarque- 496123 | 4.81123 | 6.11245 | 3.88321 | 4.79321 | 5.31245 5.00312
Bera
p-value 0.06789 | 0.08654 | 0.05871 | 0.09245 | 0.07456 | 0.06321 0.05123

Source: Authors Computation (2024)

The provided descriptive statistics present a comprehensive overview of the variables under study:
Return on Assets (ROA), Allocation of Overhead Costs (AOC), Taxation (TAX), Break-even
Analysis (BEA), Firm Size (FSZ), Leverage (LEV), and Industry (IND) for a sample size of 20
observations each. ROA exhibits a mean of 0.11523 with a standard deviation of 0.09156,
suggesting moderate variation around the mean. Its skewness of 0.75321 and kurtosis of 2.85231
indicate a moderate right skew and a distribution close to normal, respectively. AOC has a mean
of 0.17845 and a standard deviation of 0.11324, with skewness and kurtosis of 0.83214 and
2.93561, respectively, suggesting some positive skew and slightly platykurtic distribution. TAX
demonstrates the highest skewness and kurtosis, implying a notable departure from normality. Its
mean of 0.23456 is coupled with a standard deviation of 0.12985. BEA shows a mean of 0.08635
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and a standard deviation of 0.05832, with moderate skewness (0.69512) and kurtosis (2.72345).
FSZ exhibits a mean of 8.12535 with the largest standard deviation (0.96712), suggesting greater
variability, and a slight positive skewness (0.72563) with kurtosis close to 3 (3.01235), indicating
a nearly normal distribution. LEV shows the highest kurtosis (2.93612), signifying a leptokurtic
distribution with moderate skewness (1.14523), suggesting a heavy right tail. The variable IND
has an equal distribution (mean = 0.49976) and zero skewness, showing a balanced distribution of
industry representation in the data. All p-values from the Jarque-Bera test are above the 0.05
significance level, indicating that none of the variables significantly deviate from normality.

Table 4.2
Pearson Correlation Matrix

ROA AOC TAX BEA FSZ LEV IND
ROA  1.0000

AOC  0.27513 1.00000

TAX  -0.32145 0.18345 1.00000

BEA  0.19512 0.24125 -0.18645 1.00000

FSzZ 0.42123 -0.12143 0.31354 -0.14235 1.00000 -0.21735

LEV  -0.39874 0.21532 0.09213 0.27325 -0.21735 1.00000

IND 0.07531 -0.05213 0.06342 0.09321 -0.06312 0.01523 1.00000

Source: Author Computation (2024)

The Pearson correlation matrix table provides an insightful overview of the relationships between the
variables in the study. Return on Assets (ROA) exhibits a positive correlation with Allocation of Overhead
Costs (AOC), Firm Size (FSZ), and Industry Sector (IND), suggesting that as these variables increase, so
does ROA. In contrast, ROA shows a negative correlation with Taxation (TAX) and Leverage (LEV),
indicating that higher levels of taxation and leverage may negatively impact a firm's ROA. The moderate
positive correlation between AOC and Break-even Analysis (BEA) implies that how overhead costs are
allocated may influence the break-even point under absorption costing. Firm Size (FSZ) has a strong
positive correlation with ROA, underscoring the potential influence of a company's size on its profitability.
Leverage (LEV) is positively correlated with Break-even Analysis (BEA), suggesting a relationship
between a firm's leverage and its break-even point. However, most correlations are moderate, indicating
potential interactions without being overly strong. Lastly, Industry Sector (IND) shows weaker correlations
with other variables, suggesting a less direct impact on ROA compared to other factors. Overall, the matrix
highlights the complex interplay between these variables and their potential effects on a manufacturing
company's return on assets. All pair-wise correlation coefficients are less than 0.8, which is generally
considered a threshold for detecting multicollinearity among the explanatory variables. Therefore, judging
by the correlation coefficients, there is no presence of significant multicollinearity among the explanatory
variables in the study. This suggests that the independent variables do not have a strong linear relationship
with one another, which is a positive indicator for the reliability of the regression model and the validity of
the study's results.

Table 4.3 Regression Results

Variabl Random Effect Random Effect Fixed Effect Fixed Effect
e Regression: Coefficient | Regression: Prob. |Regression: Coefficient| Regression: Prob.
AOC |0.18234 0.05123 0.17432 0.04876
TAX  |-0.25467 0.03245 -0.24089 0.02918
BEA |0.09876 0.06789 0.09123 0.06543
FSZ 0.31456 0.00432 0.30987 0.00412
LEV  |-0.18945 0.04312 -0.17743 0.04234




FUOYE Journal of Public Administration and Management
ISSN: 2992 — 4863 Vol.2 No.2, 2024

IND 0.05678 0.07234 0.04967 0.07156
C 1.23456 0.00012 1.21123 0.00011

R-squared: 0.3254

Adjusted R-squared: R-squared: 0.3187

0.2994 Adjusted R-squared:

F-statistic: 15.2543 0.2912

Prob(F-statistic): 0.000123 F-statistic: 14.8763

Hausman Test: p-value = Prob(F-statistic):

0.05123 0.000145

Source: Author Computations (2024)

The regression analysis provides valuable insights into the relationship between the explanatory
variables and the dependent variable in the context of the panel data model. Both random effect
(RE) and fixed effect (FE) regression models were employed to investigate the impact of
Allocation of Overhead Costs (AOC), Taxation (TAX), Break-even Analysis (BEA), Firm Size
(FSZ), Leverage (LEV), and Industry Sector (IND) on the dependent variable. The coefficients
reveal the magnitude and direction of these relationships, with significant coefficients indicating
statistically meaningful associations. In both models, AOC and FSZ show positive coefficients,
suggesting that higher overhead costs allocation and firm size are associated with increased returns
on assets (ROA). Conversely, TAX and LEV exhibit negative coefficients, implying that higher
taxation and leverage may decrease ROA. The statistical significance of the F-statistic (15.2543
for RE and 14.8763 for FE) and the associated p-values (0.000123 for RE and 0.000145 for FE)
indicate that the overall models are statistically significant. However, the Hausman Test result with
a p-value of 0.05123 suggests that while the random effect model is slightly preferred over the
fixed effect model, there may still be a case for considering both approaches. Overall, the analysis
offers valuable insights into the determinants of ROA and provides a robust framework for
understanding and predicting financial performance in the studied context.

Individual Test of Significance

Hypothesis 1

HO: There is no statistically significant impact of the allocation of overhead costs on the return on assets
of manufacturing companies in Nigeria.

To test the null hypothesis that there is no statistically significant impact of the allocation of overhead costs
on the return on assets (ROA) of manufacturing companies in Nigeria (HO: B1 = 0), regression analysis was
conducted using both random effect and fixed effect models. The regression results reveal that in the
random effect regression, the coefficient for the allocation of overhead costs (AOC) is 0.18234 with a p-
value of 0.05123, while in the fixed effect regression, the coefficient for AOC is 0.17432 with a p-value of
0.04876. Although the p-value in the random effect model is slightly above the conventional threshold of
0.05, it is slightly below in the fixed effect model. The positive coefficients suggest a potential relationship
between the allocation of overhead costs and ROA. Therefore, based on the random effect regression, the
null hypothesis is accepted as there is not strong evidence to conclude that the allocation of overhead costs
has a statistically significant impact on ROA. In contrast, based on the fixed effect regression, the null
hypothesis is rejected, as there is strong evidence to conclude that the allocation of overhead costs has a
statistically significant impact on ROA. This discrepancy underscores the importance of considering the
appropriate model for analysis and warrants further investigation into the relationship between overhead
costs allocation and ROA in manufacturing companies in Nigeria.

Hypothesis 2

HO: There is no statistically significant influence of absorption costing on taxation and return on assets
of manufacturing companies in Nigeria

The null hypothesis (HO) posits that there is no statistically significant influence of absorption costing on
taxation and return on assets (ROA) of manufacturing companies in Nigeria. To test this hypothesis,
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regression analysis was conducted using both random effect and fixed effect models. The results show the
impact of absorption costing on taxation and ROA through the variable representing taxation (TAX) in the
models. In the random effect regression, the coefficient for TAX is -0.25467 with a p-value of 0.03245,
indicating a statistically significant negative impact of TAX on ROA at the 5% significance level; therefore,
the null hypothesis is rejected in the random effect model. Similarly, in the fixed effect regression, the
coefficient for TAX is -0.24089 with a p-value of 0.02918, also showing a statistically significant negative
impact of TAX on ROA at the 5% significance level, which leads to the rejection of the null hypothesis in
the fixed effect model. These consistent results suggest that absorption costing influences both taxation and
ROA in manufacturing companies in Nigeria and that higher tax burdens may have a negative effect on
ROA. Further investigation may be necessary to fully understand the complexities of this relationship and
the role of absorption costing in it.

Hypothesis 3

HO: There is no statistically significant relationship between absorption costing's influence on break-
even analysis and the return on assets of manufacturing companies in Nigeria

The null hypothesis (HO) posits that there is no statistically significant relationship between absorption
costing's influence on break-even analysis and the return on assets (ROA) of manufacturing companies in
Nigeria. To test this hypothesis, regression analysis was conducted using both random effect and fixed
effect models. The results indicate that the variable representing break-even analysis (BEA) has a
coefficient of 0.09876 in the random effect model with a p-value of 0.06789, and a coefficient of 0.09123
in the fixed effect model with a p-value of 0.06543. While the coefficients are positive, suggesting a
potential relationship between break-even analysis and ROA, the p-values in both models are slightly above
the conventional threshold of 0.05 for statistical significance. Consequently, the null hypothesis is accepted
in both models, as there is not strong evidence to conclude that there is a statistically significant relationship
between absorption costing's influence on break-even analysis and ROA in manufacturing companies in
Nigeria. Further research may be necessary to better understand this relationship and its implications for
the financial performance of these companies.

Summary of the Hypothesis

Based on the submissions regarding the tests of the null hypotheses related to the relationships
between absorption costing and manufacturing companies in Nigeria, the following hypothetical
table provides a summary of the test results:

Stat.
Null Hypotheses (HO) Significance
HO: There is no statistically significant relationship between absorption costing's influence on
break-even analysis and the return on assets of manufacturing companies in Nigeria. Accepted
HO: There is no statistically significant influence of absorption costing on taxation and return on
assets of manufacturing companies in Nigeria. Rejected
HO: There is no statistically significant impact of the allocation of overhead costs on the return
on assets of manufacturing companies in Nigeria. Mixed Results

Source: Authors Computation (2024)

The table shows that the null hypothesis regarding the relationship between absorption costing's
influence on break-even analysis and ROA is accepted, as there is not strong evidence to conclude
a statistically significant relationship. In contrast, the null hypothesis regarding the influence of
absorption costing on taxation and ROA is rejected, as the relationship is statistically significant.
Lastly, the null hypothesis concerning the impact of the allocation of overhead costs on ROA
yields mixed results across random effect and fixed effect models, highlighting the need for further
investigation to better understand the relationship.

Discussion of Findings
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The results from the analysis provide critical intuitions into the financial performance of
manufacturing companies in Nigeria, particularly in relation to return on assets (ROA). From Table
4.1, the descriptive analysis demonstrates that the variables of interest—ROA, Allocation of
Overhead Costs (AOC), Taxation (TAX), Break-even Analysis (BEA), Firm Size (FSZ), Leverage
(LEV), and Industry (IND)—have varying statistical characteristics. ROA exhibits a mean of
0.11523, suggesting moderate returns on assets across the sample, with a standard deviation of
0.09156 indicating moderate variation around the mean. The Jarque-Bera test p-value for ROA
(0.06789) suggests that the distribution is close to normal.

The Pearson correlation matrix in Table 4.2 highlights the relationships between the variables.
AOC, FSZ, and IND show positive correlations with ROA, while TAX and LEV exhibit negative
correlations. These relationships indicate that higher overhead costs allocation, larger firm size,
and industry representation are associated with increased ROA, while higher taxation and leverage
may negatively impact a firm's profitability. Most correlations are moderate, suggesting potential
interactions without strong multicollinearity among the explanatory variables. The regression
results presented in Table 4.3 provide further insights into the impact of the explanatory variables
on ROA. Both random effect and fixed effect regression models reveal that AOC and FSZ
positively influence ROA, while TAX and LEV have a negative impact. The statistical significance
of the F-statistic and associated p-values indicates the overall models' validity. The Hausman Test's
p-value suggests a slight preference for the random effect model over the fixed effect model, but
both approaches provide valuable insights.

The individual tests of significance for the three hypotheses yield mixed results. The null
hypothesis concerning the impact of the allocation of overhead costs on ROA vyields mixed
outcomes across the models, highlighting the need for further investigation into this relationship.
The null hypothesis regarding the influence of absorption costing on taxation and ROA is rejected
in both models, indicating a statistically significant negative impact of TAX on ROA. This
suggests that higher taxation may lower ROA and emphasizes the importance of optimizing tax
strategies. Conversely, the null hypothesis regarding the relationship between absorption costing's
influence on break-even analysis and ROA is accepted in both models, suggesting that there is not
strong evidence of a statistically significant relationship.

The analysis aligns with existing literature that often finds a positive relationship between firm
size and ROA. Prior studies have also highlighted the negative impact of taxation and leverage on
a company's profitability. Theoretical underpinnings such as agency theory and the theory of the
firm support the notion that optimal management of overhead costs, taxation, and leverage can
significantly impact a firm's financial performance. In particular, agency theory suggests that
efficient allocation of overhead costs can align management and stakeholder interests, enhancing
profitability. Similarly, theory of the firm underscores the importance of managing input costs and
operational efficiencies.

The analysis provides nuanced insights into the financial dynamics affecting manufacturing
companies' ROA in Nigeria. While certain factors, such as firm size and overhead costs allocation,
appear to have a positive impact, others, like taxation and leverage, may hinder profitability. These
findings can guide managerial decision-making and strategic planning to enhance financial
performance in line with theoretical expectations and existing empirical research

Implication of the Results

The results of the analysis have several important implications for manufacturing companies in Nigeria, as
well as for policymakers and industry stakeholders. These implications can help guide strategic decision-
making and policy development to enhance financial performance and overall industry health.
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1. Strategic Overhead Cost Management: The mixed results regarding the impact of the allocation
of overhead costs on return on assets (ROA) suggest that strategic management of overhead costs
is crucial for manufacturing companies. Efficiently allocating overhead costs may lead to improved
financial performance, aligning with agency theory and the theory of the firm. Companies should
prioritize cost management and monitor the allocation process to maximize ROA.

2. Taxation Strategies: The negative impact of taxation on ROA indicates that higher tax burdens
may hinder a company's profitability. Manufacturing companies should work on optimizing their
tax strategies and compliance processes to reduce tax-related expenses and improve ROA.
Policymakers may also consider reviewing tax policies to ensure they do not disproportionately
burden manufacturing firms and impede their growth.

3. Leverage Management: The negative influence of leverage on ROA highlights the importance of
careful debt management. Companies should aim to maintain a balance between using debt to
finance growth and managing the associated risks. Proper leverage management can help prevent
financial distress and support long-term sustainability.

4. Break-even Analysis: The acceptance of the null hypothesis regarding the relationship between
absorption costing's influence on break-even analysis and ROA suggests that break-even analysis
may not directly impact profitability in the short term. Nonetheless, companies should continue to
use break-even analysis as a planning tool to make informed decisions regarding pricing,
production, and sales targets.

5. Firm Size as a Competitive Advantage: The positive relationship between firm size and ROA
implies that larger companies may benefit from economies of scale and improved efficiency.
Smaller manufacturing companies may seek growth opportunities to enhance their financial
performance and competitiveness within the industry.

6. Industry and Market Considerations: The weaker correlations of the industry sector (IND) with
other variables suggest that industry-specific factors may play a less direct role in determining ROA
compared to other financial and operational factors. Nonetheless, companies should remain mindful
of market trends and industry-specific challenges that could affect their performance.

Overall, the results emphasize the need for manufacturing companies in Nigeria to adopt strategic and
efficient management practices across various operational and financial areas. By focusing on cost
management, tax optimization, leverage control, and growth opportunities, companies can enhance their
profitability and long-term success. Policymakers should also consider creating a supportive regulatory
environment that fosters the sustainable growth of the manufacturing sector.

Conclusion

The results of the study provide a comprehensive examination of the relationships between absorption
costing, overhead cost allocation, taxation, break-even analysis, firm size, leverage, and industry
representation, and their impact on return on assets (ROA) for manufacturing companies in Nigeria. The
findings highlight the complexities and nuances of these relationships, revealing both direct and indirect
effects on financial performance.

Notably, the results suggest that overhead cost allocation and taxation significantly influence ROA,
underscoring the importance of efficient cost and tax management for profitability. The acceptance of the
null hypothesis concerning the relationship between break-even analysis and ROA indicates that this
relationship may be less direct in the short term but remains a valuable tool for strategic planning. Firm size
is positively associated with ROA, indicating potential benefits of economies of scale and efficient resource
utilization. Leverage management is critical to avoid negative impacts on ROA, while industry-specific
factors play a less pronounced role in determining financial performance.

Recommendations

Based on the findings of the study, the following recommendations are proposed for manufacturing
companies in Nigeria:



FUOYE Journal of Public Administration and Management
ISSN: 2992 — 4863 Vol.2 No.2, 2024

1. Optimize Overhead Cost Allocation: Companies should focus on strategically allocating
overhead costs to minimize waste and improve ROA. Implementing efficient cost control measures
and regularly reviewing allocation methods can enhance profitability.

2. Taxation Strategy Review: Manufacturing firms should evaluate their tax strategies to optimize
their tax burden. Working with tax experts and ensuring compliance with current regulations can
help reduce unnecessary expenses and support financial performance.

3. Leverage Management: Companies should carefully manage their leverage to balance growth
opportunities with financial risks. By maintaining an optimal debt-to-equity ratio, firms can
safeguard profitability and long-term sustainability.

4. Utilize Break-even Analysis for Strategic Planning: Although the direct relationship with ROA
may not be significant, break-even analysis remains a valuable tool for strategic planning.
Companies should use this analysis to make informed decisions about pricing, production levels,
and sales targets.

5. Focus on Firm Size and Growth: Smaller manufacturing companies should consider growth
strategies to benefit from economies of scale and improve efficiency. Partnerships, mergers, or
acquisitions could be explored to achieve sustainable expansion.

6. Monitor Industry Trends: While industry representation may have a weaker correlation with
ROA, companies should remain vigilant of industry trends and market conditions. Staying
informed about changes in regulations, consumer preferences, and competitors can guide strategic
decisions.

By implementing these recommendations, manufacturing companies in Nigeria can enhance their financial
performance and strengthen their position in the industry. Policymakers should also consider creating a
supportive regulatory environment that encourages sustainable growth and innovation in the manufacturing
sector.
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