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ABSTRACT '

This project has evaluated the performance
of zanfara Textiles Industries using financial
ratio analysis. In total fourteen ratios have
been consi dered under four broad heading (i.e.
liquidity activity,debt and profitability ratios).
There were a nunber of problens that were not
resol ved while undertaking this study which included
lack of industrial averages in Nigeria, genera
limtations of financial ratios, time and financia
constraints as well as the financial statenents,
inability to contain all the nece sary information
for accurrate ratio conpution and anal ysis. However,
the performance of Zanfara Textiles has been brought
to light, indicating that its current assets were
under utilised both in conparison to Area Textiles
and in terns of generally mninmm expected cut-off
points of 1.2 and 1.1 for current and acid test
rati os respectively, and that its total operating
assets were as well operating bel ow capacity, it
also indicated low returns on total assets due
largely to low profitability in the period (1979 -
1983) studi ed.

To that effect the witer had forwarded and
reconmended sone possible solutions for excessive
fi xed assets, over-stocking of inventories and
ot hers which havebeen the cause of the firns

financial problens.
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CHAPTER ONE

INTRODUCTI ON

1.1 BACKGROUND TO THE STUDY AND STATEMENT OF PROBLEMS

The work of a financial manager is broken down into
a series of clearly bug narrowly deglned topics, such
as capital budgetingj; dividend policy, stock issue
procedures, debt policy, leasing decisions and such
other activitie; that warrant effective and efficient
allocation and utilisation of resources in an organisation.
But in the end the financial manager has to consider
the combined effect of those decisions on a firm as a
whole as well as the industry within which the firm
is operating. For the manajer to undertake such
aggregate and comperative analysis of a firm's
performance that emerged through various managerial
decisions, there has to bhe some tools on which he can
rely on, to obtain the desired results. 1In recent
years one of the most important tools available to the
manager and external observers are the financial ratios,
In the late ninteenth century, financial ratios were
developed and used as devices for short term credit
analysis., However recent studies have demonstrated
that financial ratios can be used for the purpose of
evaluating a firm's performance over a wide range
of time, Persistent conclusions have been arrived

over the years that financial ratios are important

analytical, planning and control devices,
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For instance such studies like those of people
like Winakor and Smith (1931), Fitzpatric (1932),
Charles Merwin (1942), Beavers (1966 & 1968)and others
like Altman(1968), Deakin (1972) and Altman and othe;s
(1977), have in one time or the other confirmed that
financial ratlios are efficient predictive devices of
of corporate fallure. 1In another development regearchers
like Orgler (1970), Martin (1971) peakin (1972) and
Breen and Lerner (1973) econfirmed that financial ratios
could be used to predict how risky companies are, 1In
the same way the works of researchers like Hickman
(1958), sualiner et al (1958), Mcoore and Atkinson
(1962), wojinlower (1962), Hoorigan (1966) and many
others have used ratios for rating the bonds of
various companies with a reasonable degree of success,
Financial ratios have also been used by researchers
like Chudson (1945), Hutchison (1979) and Osaze (1981)
to predict rapid growth and profitabillity firms,

Other uses of he financial ratios are;
(a) Provison of more comprehensive information about
a firm's financial condition, than when each financial
data is individually analysed, This is because two
or more pleces of a firmm's financial data are compared
in each financial ratio (for a ratio is the relationship,
or propotion - that one amount bears to another and is

expressed fractionally or as a percentage).
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(b) Making the comparison of a firm's performance
over a period of time possible, in which case it will
be possible to determine the trend of a firm's performance
(i.e, whether it is improving or deteriorating), \
(c) Making performance's evaluatian of the practising
managers possible and to some extent effective, this
is made through the use of minimum cut-off points in
terms of return on investment (ROI) this have been
found to be an effective tool in forcing the practising
managers to use as much as possible the cost reductions
devices in their operations, trey as well avolde as
much as possible keeping excess assetss and at the
same time develop and use sales generating strategies
to meet thelr targets,
(d) The provisions of room for inter company
performance comparlison within the same industry, which
will enable the management of a firm to determine
whether its performance is a head or below others,
this 1s madge clearer when a firm's ratios are compared
with those of the industry.
(e) Unvailing the problem areas of the firm's
resourceg thereby indiecating areas that are either
over exploited or under exploited, They therefore
tell the management where some explcitable oppotunities
exist in a irm and where further exploitation must. be

discontinued in a firmg



(f) Determination of credit worthiness of the
borrowing organisations, 1t is for the above stated
evaluative abilities of the financial ratlos that the
writer has decided to use financial ratio anaylsis in
evaluating the performance of Zamfara Textiles
Industries over the period of five years to determine

i) to which extent has its management be:n

performing Inspite of its problems of poor

water and power supply as well as lack of a

finishing department, which has always been

se-'n to be reterding the management's efforts

thereby debaring it of the oppotunity to

attain the maximum possible performance, and
ii) if the management has been utilising fully

its capacities and abilities in attalning such

performacnce or can it inspite of t he problems

improve its productivity?

It should be noted that financial ratios do not
in most cases provide definate answers to the questions
they provoke, They however provide an insight on a
firm*'s eccnomic condition which in turn provides a
guide to management or financial analysts for
investigations and proper investment decisions,

1.2 THE PURPOSE OF THE STUDY

This study intends to assess the perfa mance of
Zzamfara Textiles Industries Limited, The assessment

is meant to find out the trend of events as they
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occurred within the firm at defferent times during
the peried under study, It further wishes to
determine What provisions ought to have been made
in the circumstances of poor performance of the firm.h

1.3 SCOPE OF THE STUDY

The study covers the period between 1979 and
1983, It seeks to compare and evaluate the performance
of Zamfara Textiles Instustries Limited and the Arewa
Textiles_Limited during tne five years periocd. 1In
this study, 14,ratios were considered an&fﬁ?ouped into
four broader headings that include liquidity, activity,

debt and profitability ratlios,

1.4 LIMITATIONS OF THE STUDY

One of the limitations faced in this study is that,
up to date standard Industrial ratios have not been
developed in Nigeria, comparison between the company's
ratios and that of the industry has therefore not beecn
possible, Another limitation is that financial ratios
have their own analytical limitations, which inevitablly
applied to this study. One of the short comings of
financial ratios is that they do not consider the
conditions in the economy, industrial relations, the
quality of the present and potential wark force and
and activities of the competitors,

Also the company and the comparing company or any

one of them may be using lease equipments that are out
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of the knowledge of the person that under—took this
study and/or the person that undertoock the study ef
the company to be compared with, thereby comupting
some ratios wrongly as the lease equipment has not
apreared in the balance shects used for the their
comupation. To this effect the study may not have
the right results that would have bec-n arried at if
such equipmerts were not used or were . noted while
computing the ratios. This in essence deonotes that
financial statements sometimes do not contain enough
information for accurate ratio compuation and analysis,

The time allowed for the completion of this
project seems grossly inadequate bearing in mind
the prevaliling economic circumstances in Nigeria
that have dircct effect on our industries, This time
constrain did not provide this study the opportunity
for a more critical and indepth analysis,

Aleo the researcher was faced with serious
financial constrain which made it almost always
inpossible for him to get vital relevant infarmation
for this work,

Another limitation is that only a few financinl
ratios have generally accepted standards or minimum
cut off points e.g., the following ratios have minimum

accepted standards as follows:
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Ratios standards

=~ Current ratio 9 not less than 2,1
-~ ACid test ratio not less tihan 1,1
~ Inventory turnover not less than 3,1

-~ Average collection period Usually less than
42 days.

If all the ratios had minimum cut off points like the
above ratjos it would have been @essible to ascertain
the minimum performance expected of a firm in each

- -

case,

Another limitation of this study is the danger
involved in relyirg on the study of another student
which the writer does not know the accuracy involved
in computing the ratios which have been used for

comparison in this work,

1,5 A SHORT HISTORY OF ZAMIARA INDUSTRIES LIMITED

Zamfara textiles industries limited was
Incorporated in 1964 and the factory started
production in June 1965 at Gusau, with an initial
equipment of 12,844 spindles and 400 looms with a
production capacity of approximately 6,600,000 yards
of grey baft and grey sheeting clothes annually,

The company also started with the facilities to
produce drill as well as dobby cloth which are used

on market demand, The company was established
initially to serve the grey cloth market that was much

previlent in its area of operation, Thils is not
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unconnected with the reason for its starting
operations wihout a finishing and dying department,
which it still dees not have, The Company's present
shareholders, according to its 1985 management
report are as followss
S0SG - Sokoto State Government
NNIL - Northern Nigeria Investment Company Ltd,
UNTL = Unlted Nigerian Textile Ltd.u
NNDC =~ = New'N1qerian Development Company Ltd,
NIDB - Nigerian Industrial Development Bank and
Others -~ Denoting some individuals and/or
organisations that bought the companies
shares as it in recent years went public,
The company has two proiuction plants, one
located at Gusau and the other located in Kaduna.
The decisicns to expand through additional plant
location, which was made in 1969 was due to some
locational problems, the company was facing at
Gusau, Swch problems were poor power and water
supplye. Currently the company's major consumer is
united Nigerian Textiles Limited, which is also one
of its major shareholders. This means that Zamfara
Textiles products are raw materials to United Nigerian

Textiles Limi ted,
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CHAPTER TUO

LITERATURE REVIEW

21 AN OVER=VIEW OF FINANCIAL RATIOS

In the late 19 century financial ratios were
developed and considered as devices for short-
term credit analysis. However recent studies have
demonstrated that financial ratios can be used for
the evaluation of a firm's performance ovef a wide
range of time, Persistent conclusi ns have been
arrived over the years that financial ratios are
important analytical, planning and control devices,

Prior to the development of financial ratios
there were some methods of analysing credit-wor thiness
of organisations, For instance as early as 1849
organisations were set up to assess the credit-
worthiness of particular merchants by sunplying
qualitative information based on the past operations
or performance pertalning to the merchants. The
forerunner of the now famous Dun and Bradstreet Inc,
was organised in 1849 in Cinclinat Olio in order
to provide independent credit investigations, Several
such agencies werc formed to provide similar Information
on the credit-warthiness of different business
organisations. However it was quickly discovered
that this method (qualitative information system)
was not accurate and should not be therefore reliad on,

-
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This is because if through the qualitative
information a corperate body is considered a
"good" credit risk, the question is what is

the degree of "goodness" in relation to the risk on
the part of the creditor (i,e., how financially
sound 1s the corporate body, such that a credtor can
make an advance for which there exists a high
probability of him been repaid and on time)? It
was because of -the inherunt short comings of the
qualitative information supply analysis that led
to the development of financial ratios to #&cquire
the needed information withoul compromising reli-
ability and accuracye.

Since the beginning of the development of
financial ratios, different researchers have on
different studies discovered their uses and some
have been examining and confirming the works of
otherse Through such works of researchers it have
been discovered that financial ratios can be used
for the following and many other functions:

a) Predictions of the corporate faulure

b) Determination of corporate risk

c) Corporate bond rating and default

d) Determing rapid growth firms and

e) Other functions,.

These are considered later in the chapter taking into

cognisance different researchers, studies and periods,
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after considering the types of financlal ratos.

2.2 TYPES OF FINANCIAL RATIOS

Financial ratios have been categorised traditionally
into five classes which are as follows: (a) Liquidity
(b) Activity (c) Leaverage or Debt (d) Profitability
and (e) valuation ratios., In each of the above stated
five groups there exists many ratios but for the purpose
of this study only a few of each are discussed as

follows:

202 LIQUIDITY RATIOS

These ratios have different classification from
different authors, For instance Richard Brealey and
Stewarg in their book Principle-of Corporate Finance
outlined them as follows: Net working capital to
Total Assetg, Current ratio, quick ratie, cash ratio
and interval ratic, while Larai Maryam shafii in her
MBA project (1984) "Financial Ratio Analysis of
selected Manufacturing Companies in Nigeria"™ classified
them into long-term and short-term liquidity ratios,
and went further tosay that "shor t-term liquidity
ratics are generally referred to as liquwdity ratios",
And she went further to ramify the liquifity ratios
as follows: e Current ratios, Acid-test Ratios,
Liquidity of inventories and Average collection
periods However, another MBA student Bundung Baturia
Caroline in her project titled "The Development of

Financial Ratios in Nigeria", Industrlal averages,
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wisely selected the following to discuss under the
liquidity ratios:(1l) Current Ratio (ii) qQuick Ratio
and working Capital to Total Assets, In the same
way as did Bundung Baturia Caroline, the writer of
this project has only discussed the following ratios
under this heading (a) Working capital to Total
Assets (b) Current Ratios (c) Cash ratio and (d)
Interval Measures, It should be noted t;at the
writer ‘does not claim that these are the only
recognised ratios under the liquidity class,

(1) Net work!ng Captial To Total Assetss

This ratio reflects characteristics of liquidity
and flexibllity, This is becuase working capital
is considered to be more easily converted to cash
than other non-current assets, The ratio is
calculated by dividing the difference between
current assets and current liabilities by the total
assets, A high ratio indicates more liquidity
position, which shows that the firm has a high
deqgrec of adoptability and flexibility to chamging
conditions, short term creditors are also certain
that their obiligatlons can be met in time during
the pcriod of operaticons, Management must be careful
at this peoint as it may be due to overstocking of
inventories, which will mean inefficlency in

inventory utilisation resulting to low productivity
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and increase in the storage cost of inventories
hence increase cogt of productione. It may also be
high due to the holding of high level of cash
thereby resulting to the reduction of expected
earning owing to idle fund holding, The formular
1s as follows:

Current Assets = Current Liabilities
Total Assets

' (1i) Current Ratio

This is céicdhted by dividing current assets by
current liabilities, It shows how many times current
assets covers the current liabilities, A ratio of
2.1 is considered appropriate by many writers.
Creditors always favour a high Current ratioe
This ratio can be misleading e.q, if a company
borrows some money and invests all in marketable
securitiam , if nothing else alters, net working
capital is not affected but the current ratio will
changees The above claims is made by Richard Brealey
and Stewart Myers, in th ir beok principles of
corporate finance.

Note that this ratio measures short-term solvency
of the firm and indicates how many times short—term
claims of creditors are covered by assets of the
same maturity. Current Assets are made up of cash,
current debtors marketable securities and investories
while current liabilitles &® coposed of, accounts

payable, accrued taxation and other short time



14}

obligaticns. The formular used for the calculation

of current ratio is

Current Assets
Current Liabllities

(iii) qQuick Rratio:

This is sometimes called the acid test ratios-
This 1s because it is more liquid than any one of the
liquidity ratios. It is calculated by dividing the
difference between Current assets and inventories by
current liabilities as thus:

current Assets « Inventories
current llabilltles

Inventories are removed because they are le:ss linuid
of the current assets, Short-term creditors are very
much interested in this ratio, It is used by
specialists in predicting the business failure and
bond ratinge

(iv) Cash Ratio:

This i1s calculated by diviiing the sum of cash
and marketahle securities by current liabilities
thus:

cash + Marketable Securities
Current liabllitles

(v) 1Interval Measuress

In some cases analysts may not be interested in
looking at a firm's liquid assets relative to its

current liabilities, but deedmed it useful to measure

whether they (Current Assets) are large relative to
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the firm's reqular cash out flows. One suggested
way of doing this is the use of the interval measure =

current Assets —~ Inventories
Average Daily Expenditure from Operations

The ratio is normally in days, which measures the
number of days it takes the daily operating expenditure

to spend the total value of the firm's liquid assets,

240243 ACTIVITY RATIOS

Activity ratios are called performance ratios,
because they me;sure the performance of a firm hy
indicating how effectively it utilises its resources,
Assets like fixed Assets, stocks, Receivables and so
on are the resources of a firm and each is compared
with sales to determine the rate at which it is
turned over or a number of times it is sold over a
year, Activity ratios include (a) Total Assets
turnover (b) Fixed Assets turnover (c¢) Current
Assets turnover (d) Sales to n-tworth (e) Average
collection period (f) Stodks turnover Ratios
(g) Fixed Assets to networth, etc,

(i) Fixed Assets Turnover:

This 1s computed using the following formular,
Fixed Assets Turnover Ratio =

S5ales
Net Fixea Assets

Usually, the fixed assets used for the computation
are net fixed assets, So as to get a realistic
results (i.e, comparing sales with the actual fixed

assets used in the production activities).
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(ii) Total Assets Turnover Ratio:

Thls is calculated by dividing sales by the
total assets (i.e, current assets plus fixed assets),
The ratio may also be calculated as follows:

sSales
Average Total Assets - Intangible Assets.,

“iiii) Current Assets Turnoversg

This is the relationship of males to.the current
assets, It tells us the number of times current
assets are turnover or can bhe multiplied to equal
sales or the number foulds sales have made of
current assets, As for current assets, fixed and
total assets turnover ratios the higher they are
the more efficient a firm is at utilising them.

iv) sales to Networth Ratio:

This is derived by dividing sales by the
equity capital, Equity Capital is the same as
networth or shareholders funds it is constituted
of the capital invested and all reserves (retain
earnings - capital reserves and revenue reserves).
If this ratio is too high it indicates overtrading
and if it is too low, it shows undestrading.
when the mtio is unitary or just about unitary the
firm is neither overtraded nor undertraded, both
(overtrading and undertrading) &an cause flnancial

problems to a firme
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/ (v) Average Collection Period:

This ratio is computed.by dividing receivables
by sales per day, It is expressed in "days" in must
cases, it shows the average waiting time for a firm
to collect the proceeds of its sales after it has
made credit sales. It therefore shows whether the
collection period is short or long. This ratio is
not sometimes comput&d by some anslysts because credit
sales are not indicated in financial statemenls,
Some analysts usually just divide debtors by the
total sales per day to get a rough idea, This is
called a rough idea because not all debtors are
generated from the sales of the company goods,

(vi) Fixed Assets To Networthg

This ratio indicates the rate at which share=
holders' capital is invested in fixed assets, If
it is high, it shows that the greater share of
equity capital is invested in fixed assets, which
is an indication of an excessive investment, It as
well shows creditors less contribution to the fixed
assets,

20204s DEBT RATIOS

These are again called leverage ratios, they
are also liquidity ratios but concerned with long-
term obligations. They are often called gearing rations,

they provide informatjon about the capital structure
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of a firm, If the gearing is very high, creditors
influence the operations of the organisation, and
the firm may be considered risky for investment,
Debt or sk ratios include (a) Debt to Networth,
(b) Long=term capitalisation {c) Debt ratio
(d) Times interest earned (e) Fixed charges
coverage and so one

(1) Debt to Networthg

This measures the debt structure of a firm,
It shows the degree of debt pressure a company has,
If 1t's high, it indicates financial problems because
the higher the debt, the less cash an organisation is
sald to possess on its own for meeting its requirements,
Infact, it is only when one lacks funds that he
borrowse A firm with a higher pere¢entage of debt,
has more financial problems than the one with a lower
percentage, The formular for the calculation of this
ratio is as follows:

Debt to Networth = Total Debt x 100
Netwa th

The ratio 1s expressed as a percentage,

(i1) Long-Term Capitalisation:

This ratio is concerned with the importance of
long=term debt in the capital structure of a firm.
This ratio 1s calculated by dividing the long-=term

debts by total capitalisation and is expressed as a
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percen tage« Long-term debts include debentures,
bonds, and so on while €apitalisation (Total value
of the firm) consists of loan capital and share-
holders funds, Thisﬁé?ten called the structure raLio.

"(iil) Total debt to total assets:

This ratioc is gencrally called the debt ratio
it measures the percentages of the total funds
provided by the creditors, Total debts includes
current liabilities??il bonds, creditors prefer
lower debt ratios, since the lower the ratios, the
greater the cushion against creditorst' losses in
the event of liquidation. 1In contract to the
creditews' preference for a low debt ratio, the
owners may seek high leverage either (i) to
magnify earnings or (2) because selling new shares
means the loss of some degree of controlg The
formular for the caluculation of this ratio is as

followss

Dent Ratio = Total Debt X 100
Total Assets p

Cr ditors will be reluctant to lend funds to fimms
with high debt ratios of such the management, of
such a firm must look for funds through stock
sales, The management may be putting the firm into

the problem of bakruptcy if they continue to borrow,
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(iv) Times Interest Earned:

This ratio is determined by dividing the
earings before interdst and taxes (EBIT) by the
interest charges., The ratio measures, the extent
to which earnings can decline without resultant
financial embarassment to t he firm, because of its
inability to meet annual interest costs, Failure
to meet these costs is asign of afilrms ;pproach
to bamkrupcy. The formular for the calculation
of this ratio is as follows:

Time interest earned = EBIT
Intérest charges

1f this ratio is high it means the firm has a
margin of safefy but a low one means the fimm
will experience financlal problems,

(v) Fixed Charges Coverage:

This ratio takes into consideration the
lease ussets of afirms It is computed in the
following manner,

Fixed charges Coverage =

Gross Income + Lease Obligations
Interest charges + lease OEEIgaEIons

2e2s4 PROFITABILITY RATIOS

These measure the total effectiveness with
respect to the returns generated on sales and
capital invested, 1Infact, they show the combined

effects of, liquidity, Assets management and debt
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management on operating results. They includes
(a) Profit margin on sales (b) return on total
assets and (¢) return on common equity, These
are discussed as follows;

(1) Return on Total Assets:

This measures the return on the assets used on
operations. It is computed by dividing net pmc fit
after taxes by the total assets as thus:

Return on Total Assets =

S X EAT = EAT X 100
TeA S TeA 1

wWwhere EAT = Earming after Taxes
T.A = Total Assets and
s = Sales,

Thls ratio Is also called the earning power, it
can also be used to determine return on investment,

This ratic may be low because of the followiig
things (a) Low profit margins on sales (b) Low
utilisatiocn of total assets and (c) Hygh leverage
that will cause interest payment to be high and
reduce proflts,

(ii) Pfofit Margin on Sales:

This ratio measures the proflt per naira of
sales, That is out of every naira of sales what
percentage is profit, This is calculated by

dividing Net profit after taxes (E A T) by sales,
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using the following formular,

Profit Margin =

Net profit after Taxes
Sales

If for instance E A T. = N120 and sales = N3 00.

margin will be 120 = 4%
300

That is to say for every one nakfa of sales

100 x _4 = 4k
T 100

Is profite, Low selling prices may make or cause
this ratio to be low.

iiii} Return On Common Equitys:

This ratio maasures the return on the share-~
holder's investment. It shows what percentage of
the stockholders investment is the profit of the
firme 1f it is taken as an average yearly return
it i1l be possible to determine when the stock-

holders will break even,other things being equal,

the

By dviding 100 percent by the mte. e.g. if the annual

rate of return on equity is 10% other things being

equaly they will break even after 100 = 10 years,

This ratio is computed by the used of the following

formular,

Return on common equity = Net Profits after taxes
Common equity

The higher trhe mte of return, thegreater the
profitability and the faster funds recovery by

the stockholders.
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2.245 VALUATION RATIOS

The final group of ratics as per this study
and many others, are related with the firms stock
price and its earning and the book value per share;
They provide management with the information abount
what investors viewed, the company's past performance
to bey If the firm's liquidity, assets management
debt management and profitability ratios are all
good, then its market value ratios will be high
and the share price may be as high as expected,

The above statement pre-supposes that market

values ratios' good performance i1s the aggregate
function of the good performance of the first four
groups of ratios. By implication therefore, one
can say they (market value ratios') can predict
whether the general performance of the earlier
groups of ratios are good or bad. The market

value ratios that will be discussed in this

study are, price/earning r.otios and price/ book value
ratios,.

(i) Price/Earning Ratios:

This ratio is low when earnings are increased,
S50 from the earnings point of view, the lower the
ratio the better, but from the price point of view,
the higher the better, 1Its growth increase,
increases the confidence the market reposes in
the firme. This is calculated using the following

formular:
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Price/gEarning Ratio = Frice ner share
Earning per share

It should be moted that P/E ratios are higher for
firms with high growth prospects but lower for
riskier firms., A firm with lower P/E ratio than
others may be considered riskier than others or
having poor growth prospect than other or both,

(ii) Price/Bock value

This is a ratio of stotk's market price to
its pook value, it indicates the investors rating
of the company. It is computed as follows:

Price/Book Ration = Price per share
Book Value per share

Book value per share is calculated using the
following formularz—
Book Vvalue per Share =

Stockholders equity
value of Shares Outstanding

This ratio (price/Bock ratio) shows the multiples
of the book value per share the investors are willing

to pay for the share in question,

243 FINANCIAL RATTOS AND CORPORATE FAXLURE

Researches on the predictive ability of fincnclal
ratios to l'atoot corporate distress or eren failure
can be grouped into two, the early and the more
recente Their difference can be ound in the
namber of ratios relied upon to undcrtake the

studies, The early researches relied on individual
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financial ratios to predict the bankrupcy.
while the more receant relied on multiples of ratios -
(Multivariat Analysis) in the prediction of distress
or fallure.

As for the first category the works of the
following people are.ﬁostly taken ;nto considerakion,
Wenakor and smith, (1931) Fitzpatric, (1932) and
Charles Merwin (1942)., ‘inakor and smith studied
183 firms that had difficulties and eventually
failed in the period 1923-31, They considered the
trends of 21 ratios for ten years before they
failed and observed a detorioration of average
ratio value for the failed firms. They concludad
that Net working capital to Total Assets ratio
was the best predictor offailure, Becuase its
decline started at the beginnina of the peried
of study and lasted througheut, Fitzpatirie
considered thirteen (13) ratios of 20 firms that
failed in the period 1920-29 for three to five
years period prior to fajilure, He studies each
firm seperately and compared with a sample of
nineteen firms that did not fail and concluded
that all ratios predicted failure to some extent
but that net profit to networlth and netwoerth to

total assets ratios were the hest predictors.
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Charles Merwin, considered small corporations
and tock a large sample of 939 firms in the period
1926~34 categorising the sample into continuing
(successful) and discontinuing (unsuccessful) firms,
he analysed the data for six years prior to failure,
He compared 1ndustriél mean ratios of the unsuccessful
firms with estimated normal ratios and found three
ratios: Net working capital to total assets, networth
to total debt and current ratio, very indicative of
failure up to an early period of filve vears prior to
failure. 1In all cas s, they exhibited declining
trends before discontinuance and were always below
the estimated normal ratios,

The second category were those rosearchers th.tl
relled primarily on the statistical techniques of
discriminant analysis, using a set of ratios to
predict corporate distress and bankrupcy for the
period of up to five years prior to failure. The
works of the following people take presidence in
this category, Beaver (1966) and (1968), Altman (2268)
beakin (1972), Altman and others (1977), wiloox (1973)
and Edminister (1972),

peaver {(1966) conslidered a sample of seventy-
nine large firms that failed and compared with a
corresponding number of lairge firms, that do not

fall of the same =ize and industry. He used thirty
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ragios applying discriminanﬁ analysis and comparzd
the mean ratios of the two. samples, He discovered
that the mean ratios of the failed firms were
considerably lower than those of the non falled
firms and deteriorated considerable as the fallure
approached,

In another study, Beaver (1968) attempted to
predict fa'lure from channes in market prices of
shares comprising four ratlos: cash flow to total
liabilities, net income to teotal assets, total
debt to t otal assets with the market behaviours of
prices on a sample of seventy nine falled and a
correspodding nmber of non-failed firms of appro-
ximately the same asuets sizes and industry, He
found cut that Median market prices of the failed
firmse declined consliderably as failure was aporoached
with t!e worst decline occuring in the final year
prior to the failure, He than male the fellowing
conclusion, "it would aprear as if investors
recognised and adjust to the new solvency position
of the falling firms"™ and prices of common stock
act as if investors rely wpon ratios as bhases of their
assessments and impound ratio information into the
market prices',

Altman (1968) has used the ™zZ'" score in

discriminant analysis in the prediction of corporate
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bankrucy, He developed a discriminant function
with a score, such that all firms with scores less
than 1,81 were classified as bankrupt and all thase
with scores more than 2,99 were classified as non=-
bankrupt and those scores within the range were
considered as grey arq;, where clear classification
was not possible. The 12v yas calculated as follows:

Z = L012x, + .014x2 + ,033%3 + ,006x4 + 099x5

where XI = Working capital to total assets

X2 = Rataineéd earning to btal assets

X3 = EEIT to total assets

X4 = Market value of equity to book value of

total debt

X5 = BSales to total assets,
He discovered that, he can predict bankrupcy with an
accuracy of 50.72 and 95 percent for the third,
second and the last year prior to fallure,

Altman, Haldeman and Naraya (1977) reviewed Altmant's
work and adopted it to the p'riod 1969~75. Using a pair
sample of fifty-three failed and fifty-eight non fa'led
firms including retailing firms, they employed facto-
analysis and twenty seven variables which were rcduced
to seven; current ratio, the size of total assets,
interust ratio, retained earnings to total assets,
tne stability of earnings, return on agsets (net income

to total assets) and equity to total assets,
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Incorporating this in a discriminant function,
the model predicted failure with 96 and 70 percent
in the last year and the fourth year prior to failure
respectively,

Wilcox (1973) use pair-d samples of fifty failed
and non failed firms over the period of 1949-71, e
adjusted both the cash position and cash flow for both
samples, Using *he gambler's run model, he ranked
the risk of bankrupcy of all firms in the sample for
five years prior to failure.

Edminister (1972) t.sted the predictive ability
of financial ratios on small businesses starting with
fiftecn ratios, he concludei that, quick assets to
current liabilities, working capital to sales, net
‘ncome plus depreciation = depletion and armortizati n
to current 1lilabilitles, net worth to sales, current
liabi'ities to networth, inventory to sales,
incoroporated in discriminant function, predicted
failure for up to three years on cummulative data
analysise

peakin (1972) used fourteen ratios to study a
pair of thirty two failed and non failed firms for
the period between 1964-70, in a discriminant
function and he discovered that he can predict
bankrupcy sufficliently well, three ycars before

the failure.
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Daniel (196&) in his study employing simple
correlation, factor analysis and spewise regression
to select financial data and ratios which best
correlated with fallure and non failure as
dependent variables! concluded that discriminant
function has some power in indicating the failing
firms, 1In the same way Mayer (1977) stated Al%mants
discgiminant function of five ratios of parameters
generated from a different period (1946-65) on a
newly generated data (1965-75) and found that
the predictive ability of the model has dropped
considerably; he found the predictive ability of
the model to be increasing, as he excluded 'super=
flous' variables from it, He also found the model
to be a better failure predictor than other models
when he compared them,

FINANCIAL RATIOS AND CORPORATE RISK

Most of the studies made in the area of
corporate risk predicti-n by meins of the financial
ratios were conducted in 1970s. 3Some of the studies
are considered below, as they were made by some
researchers in different times,

In 1970 Orgler developed a credit scoring
model for commercial Bank loans using twenty one
ratios selected from all but valuation ratios

category., He found that he could predict good
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loans with some degree of success, This ratio
developed to distinguish between qocd and bad
loans, could be termed a risk measure for investors
using financial ratiose

Martin (1971) peakin (1972) anx! Breen and
Lerner (1973) confimed that financlal ratios could
be used to predict how risky companies are.

In a similar study or French commercial Bank
loans, Altman et al (1974) used discrimipnant anilysis
on forty one financial ratios and data on 134 firmco,
They discovered their model to be a useful predictor
of risky loans (l.e., those with repayment problen;).

Falk and Heintz (1975) employed average total
assets to sales, total assets to werking capital,
and average accounts rec. ivables to sales, as a
composite risk index for each of the forty one
industries they analysed for two yecars (1971.72),
Their aim was to analyse the characteristlics of
each industry as reflected in tts financial ratios
as to be able to rank them according to risk. Thoy
succeeded in gruuping a significant nurber of
industries based on the above mentinned farts,

2¢5 FINANCIAL RATIOS AND BOND RATTMNG

In 1958 Hickman studied the results of bonds
issued from 1900 to 1943 interest earned and/or net

profit to sales rati. s) went into default less
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frequently than those wWith low ones, According to
him, these two ratios are qood default predictors
whether jointly or individually,

Sualliner et al (1958) studied the U,S, federal
lending and loan insurance for the period of 1934-51
and concluded that firms with very low current ratlos
and net worth to total debt ratios were more likely
to default on loans. Furthermore, firmms with deteric-
rating current ratios prior to borrowing defaulted
about twice as often as those wlith stable or increasing
ratios,

In a study on changes in bank c¢redit and
financial data during 1955 - 1962, Moore and Alkirn:on
(1961) concluded that, firms that oftenly increased
their use of credit, were those with hiagh current,
networth to total assets, notworth and working cpit. 1l
to Lhe total osset ratlos,

wojinlower (1962) in a study of the quality of
bank loans, analysed those loans that were creticiscd
by banks in 1957 for three federal reserve districts
in the U.5. He showed that the criticised loans involved
fi ms with low average current ratios, and networking
capital to total asiets ratios in all the industries
and networth to total debt ra‘io was belew average .. i
two = thirds of the cases,

In the same way Jen (1963) considered the

availalility of bank credit to a sample of small
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firms and indicated that the net profit to total
assets and total debt to total assets ratios
constituted principal determinants of credit
availability,

Harrigan (19g6) regressed ratiggs as dependent
variables against the .financial ratios of some
companies he selected and developed a model known
as the multiple regression model, which consisted of
debt subeordination, sales to networth and operating
income to sales. On the basis of his invention;
predicting the top six bond classifications of both
Moody's and standard and poor ratings, he predicated
about fiftyw-two percent and fifty eight percent of
standard and poor and Meoody's rating respectively,

similarly, Poque and saldosky (1969) developed
a regression model with dichotomous (0-1) percent
variables so as to predict whether a bond should be
classified as having Aaa or Baa ratinqg, The model
which succeeded in classifying a number of bonds hac
the following five variables: - netincome to total
assets, debt to btal caplital, co-efficlent of
variation to total assets, net income to interest,
and net profits to assets. Their analysis were
limited to investment bonds as in Moody's ratinge

In 1970 wWest used a multiple regression model

containing four variables, the Logarithism of earning
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variability, period of soivéncy, market value
of all bonds outstanding and market value of stock
to debt ratio, to predict up to slxty-two precent
of the actual rating of Moody's.

More recently, Pinches and Mingo (1973)
analysed 180 bonds for one year - 1967, Financial
data were calculated on thirty five different
variables, Using factor analysis and M=group
multiple discriminant analysis, they developed a
model consisting of six wariables, Subordination
(which represented the legal status of bonds),
year of consecutive dividends (that is ability to
pay cash dividends) issue size -« (this indicates
that bond ratings and the size of bond issue are
related), net income plus interest to interest
(cogerage ratio), five years means of long term
debt or total assets (measure of capital structure)
and net income to total assets, The model grouped
132 bonds with 69,7 percent success of actual bond
rating by Moody's.,

246 FTNANCIAL RATIOS AND RAPID GROWTH AND

PROFITABILITY FIRMS

Unly a few researches have been conducted in
this area, some of the notable ones are the works
of Chudson (1945), Hutchinson (1979) and that of a
Nigerian (Oseze) (1981), and they are discussed

below,
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In 1945 Chudson conducted his work
distinguishing between profitable and non-
profitable firms. He discovered that short term
liquidity and long-ferm solvengy were the two factors
that could be used to distinguish profitable from
non profitable firms.

In 1979 Hutchinson out of his believe tnhat
the profit of small firms which go public is
distintive and that it changes over the period up
to floatation, examined the financial aspect of
such firms by considering such factors as liquidity,
profitability and using a sample of thirty three
firms which obtained quotation from the London
stock Exchange between April 1968 and March 1973
(5 years) he analysed five ratlos, working capital
(Net current assets) to total assets, earning before
interest and taxes (EBIT) to total assets, sales to
total assetsyretained earnings to total and equity
to total debt (s/b), He found that, liquidity
t'ough not stable rosed float#tion, return on
investment increased, asset turnover was higher for
growing firms. Also growing flrms had lower
accumulated profits and leverage ratios are signi-
ficantly higher for slow growth firmms. He concludcd
that the arowina fimms are less - liquid, more
profitable and less highly geared than slow gro:th

fims.
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In 1981 in a study on financing rapld growth
firms in Nigeria Osaze discovered that ratios
adequatly discriminated between rowth and non-

qrowth firms,
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CHAPTER THREE

METHODOLOGY

3.1 SAMPLE SELECTION:

The Company that have been used in this study
ag a case was randomely selected‘from the list of
Companies under the, supervision of the writer's
place of work (Ministry of Cominerce, Industires and
Co-operatives, Sokoto) which is also a punlic limitcd
liability company that have 'een keeping up to date
financial records, It is also the only company in
the list in whose industry there exist some data
for comparative analysis, In this study the
company's (Zamfara Textiles) ratios have been
compared with those of a company (Arewa Textiles
Limited) of almost the same age interms of
incorporation and the start of operations, This
is because Zamfara Textiles Industries limited
was incorporated in 1964 and started production
in June 1965 while Arewa Textiles was incorporated
in 1963 and started operations in April 1965, Both
Companies are located in Northern Nigeria and are
not quoted in the Nigerian stock exchange.

3,2 SELECTICHN OF RATIOCS

Ratios for five years (1979 - 1983) have been
nsed for this study. The period is selected and

used because it coinsided with the political period
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during which there was high importation and
smugglimwﬁ%oreign goods especially the Textile
goods, It was also a period that witnessed low
local cootion production in this country, in which
case the Textiles Industry had to-rely on imported
cotton and other raw materlals that were not produced
in the Nlgerla for its operation. 1In total fourteen
(14) ratios have been used in thisworkundier the followiig
four(4) groupss

a) Liquidity ratios

i) Current ratio
ii) Acid test ratio and
i1ji) Liquidity of inventory ratio

b) Activity ratios

i) Current assets turnover ratio

ii) Fixed assets turnover ratio

ii") fTotal assets turnover ratio

iv) Fixed assets to networth ratio and
v) <Sales to networth ratio

c) Debt Ratios

i) Debt to networth

ii) Long term capitalisation r.tio
“1iii) Debt ratio

d) Profitability Ratios

i) Net profit margin on sales
-~ %1) Return on capital employed

iii) Return on total assets,
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The results of the mtios calculated from the
five years financial statements of Zamfara TeXKtlles
Industries Ltd,, arranged in tables.ac ording to the .
above stated ratio grouns, are pr-cented in
/chapter four together with those of Arewa Textiles
Limited. They all served as the squrces of information
for extracting the smaller tables used for comparatives
analysis in chapter four, That is to say all the
smaller tables uaed for this analysis in chapter { ur
are extracts from the tables of he results of the
ratios computed from the five years' financial records
of Zamfara Textiles limited and t.cse of Arewa Textiles
extracted from the 1984 MBA project of Larai Maryam
shafii,

All the da‘a collected in respect of Zamfara
Textiles limited, were acquired through its files
that are with the soketo state Minlstry of Commerce,
Industries and Comoperatives.

3.3 TYPES OF RATIQO COMPARISONS

There are two baslc ways of comperative ratio
analysis, which ares

(a) Cross=Sectional Approach

1t compares the financial ratios of different
compenies at the same polint in time, Tids comparison
is interested in how well a firm performs in relation
to its competitdrs. Often firms of thesame industry

are compared and the indw trial leader is used as Uho
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standard, for compar#son., The comparison may
allow tie firm to cover major and sensitive operalln
differences, which will as a result incease th: fi:ng
ef 'iciency, The most popular of the corss sectional
comparison is to combare a firm's\ratios with

industrial averages.

(b) Time Series Apprach

This is done when a financial analyst compares
a firms performance through ratio analysis overtime,.
Compariso® of the current perform:inces enables a
firms management to determine “hether it is projressing
or not, devel opilng trends can, be noticed by using
multy-year comparative analysis, a knowledge of thase
wil® assist a firm in planning future operations,
The theory behind time-series analysis is that a
firm must be evaluated in relation to its performance
over time (i.e, the past and the present or the
present and forecasted proferma statements).

Both approaches have been used in this worke
In that inter gcompany comparison, which is cross-
sectional approach; have been c nducted and the trends
of ratios of each company, which 1s the Time series

Approach, have also been used,



REFERENCES

1, Eugene F. Brigham Financial Management
Theory and Practice Z2nd Edition,
The Dryden Press Hinsdale,
Illinois 1979, P.203,

26 zamfara Textiles Industries-Limited Balance
Shects with acecounts for 1979 to

1983, PP, I - 6, for each,

3s Larai Maryam shafi'i Financial Rat!o Analysis
of selected manufacturing companies
in Nigeria, MBA Project, 1984, Pol7e




CHAPTER FOUR

PRESENTATION AMD ANALYSIS OF DATA

The results of the various ratios computed from
the five years' financlal statements of Zamfara Textiles
Industries limited havé been crfanguﬁ in tables
431, 432, 433 & 4:4 each containing a group of ratios,
The groups of ratios that have been contained in each
table, are liquidity, activity, debt and profitability retios
respectively. The same qgroups of r.utios of the couparing

company (Arewa Textiles) are presented in tables 4:5

4.6, 417 g 4:8 respectively.

TABLES OF FIVE YEARS' FINANCIAL RATIOS OF ZAMFARA

TEATILES INDUSTRIES LIMITED.

TABLD 4:1

Liquidity ratlos of Zamfara Textlles for 1979 - 1983

Year

Ratios 1979] 19801 1981 }11982| 1983
current ratio (times) 0.66 (0,72 |0.60 0490 1¢1
Acid test ratio n 0.09 |0.,08 |0.80 0.60 0660

Liquidity cof Inventory
ratio (times) 512 [3.30 [|2.94 9,04 6633

Ssource = Computed by the researcher.



TABLE 432

Activity ratios of zamfara Textiles Ltd. for 1979-1983

Xear e
Ratiocs S | 1979 11980 {1981 [1982 | 1983

Cﬁrrent assets turnover 4,44 |2.92 |7.55 {2.88 | 2.81
ratio (times) =~ ¢+ T b '

Fixed assets turnover
ratic (times}y = 1.35 {1.20 [1.32 [1.69 | 1.66

Total assets turnover .
ratio (times) .. 1,04 lo,85 [0,87 |1,06 [1.12

Fixed assets to networth
ratio (%} SRR 156 ) 170 | 150 ; 130 | 117,8

Sales to networth ratio
(times) L 2,11 |2.02 12.01 |2.2 [1.19

source - Computed by the researcher.
TABLE 4323

Dept retios of Zamtara Textites for 1949 - 1983

Year
Ratios T 1979 |1980 |1981 | 1982 | 1983

Debt to networth ratio

%) e 110 | 120 | 150 |92.64] 95,76
Long term capitalisation

ratio (%) 7 o 21.9{ 11| 5.5 { 3.5 | 0,00
Debt ratios (%) ... | 54.4] 51 |65.2 |44.8 | 48.9

Source -« computed by the researcnere



TABLE 4:4
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Protitability ratios for Zamtara Textiles for 1979 - 1uy3

Year

Ratios 1979 NHYs0 (1981 [1982 | 1983
Net profit margin on sales

(%) D25 3.6 2.68 | 3.6¢ 0.9
Return on capltal employ= | 10.72 | 3.9 545 847 4
ed (%)

Return on total assets

(%) o5 21 203 3.9 10

TABLE OF FINANCIAL RATICS OF AREWA TEXTILES EXTRACTED

FROM THE 1984 M B. A PRCJECT OF LARAI SHAFI‘I MARYAl

TABLE 435
Liquidity ratios of Arewa Textiles for 1979 - 1983
Year
Ratios 1979 | 1980 | 1981 | 1982 }1983
current ratio (times) 1.48 1e1] 1.25] 1.02 1,04
Acit Test ratio (") 0,42 | 0,22 ] 0,24 0,27 {0428
Liquidity of Inventory
liatio (times) 2.82 | 3.92 | 3.83] 3,83 | 3,64

Source= Laral Maryam Shafiti vPinancial Ratio Analysis of

selectod Manut acturing Companies in Nigeria," 1984 MeBeAe

Projecte



Table 436

Activity ratios of Arewa Textiles

for 1979 - 1983

Year
Rarios 41979 1980 1981 1982 1983
Current assets turnover
(times) ratio ‘ 2,01 3421 3,09 2.46 2.66
Fixed assets turnover
ratio (times) 1.79 2.84 3,80 3,84 4,77
Total assets turnover
ratio (times) 095 1.49 1.70 1.50 1.73
Fixed assets to networth
ratio (%) 113.56 108.97 106,66 124,39 111,15
Sales to networth
ratio (times) 203 310 4£L,05 4,77 5430
Source - As for table 4’5 above

Table 4. 7
Debt ratios of Arewa Textlles faor 1979 -~ 1981
Year 1
Ratios 1979 1980 1981 1982 1983
pepbt to networth
ratio (%) 114,70{ 108,18 [137,67 | 218,13} 201,52
Long term capltallise<
tion ratio (2) 31.59] 15.25 24.33 22433 15.84
Debt ratio (%) $3.42) 51,96 57.2% 68,67 67,80 .

Source =-

Laral Maryam Shafi'l "plnancial Rratio Analysis

of some Selected Manufacturing Companies in

Nigeria."



Table 438

Profitability ratios of arewa Textiles for 1979 - 1983

Year
Ratios 1979 1980 1981 1982 1983

Net profit margin or|
Sales (%) 7068 | 7.44 | 5.48 | 3.31 | 2,21

Return on capital
employed (%) 8,73 | 41,07 9,34 4,96 3,78

rReturn con total
assets (%) 4,14 5.38 4,83 2.85 141

source = As for table 4:7 above,

432 DETERMINATION OF TRENDS OF RATIOS

This means a sort of topogrephical expression of
financial behaviour through ratios calculated over a
period of time. This helps managers and/or outside financial
observers to dertermine the direction of a firm's financial
situation (ie. is it improving or deteriorating) for
example the works of many researchers has shown that a
continous decline ot llquidity ratios is a sign of a firm's
approach to pankrupcy and thelr continous growth means
improving financial conditions of a firm or a firm's growthe.
It should be noted that the steeper the slop of the growing
financial ratios the greater the marginal financial improve-
ment of a tirm or the faster a firm's growth trend over

the period in question,



The opposite is the ctase with the ratios whose continous
growth means deteriorating fiﬁancial situation of a firm,
An example of such ratios are debt ratios. The views of
Bugene Fe. Brigham in hls book Financial Management Thcory
and Practice give support to the above claim, The follou=-
ing are his views aboué trend analysis of financial rotios
"It is important to analysetrends in ratios as well as
their absolute levels, for the trends give clues as to
whether the financial situation is improving or deteriori-
tinge To do a trend analysls, one simply graphs a ratio
against years".seeseeee"e Since trend analysis mcans
discribing graphical interpretations of financial ratios
over a period of time, it is qulte possible that trends
can be dekected through the discription of the behaviour
of ratios over a period ot time in tabular forms,

To that effect the writer ot this project finds it wize,
time saving and eccnomical to discuse comperatively the
trends and other tinancial attributes of ratios in the
next section,

443 COMPARATIVE ANALYSIS COF RATIOS

This section is broken into tour parts each part
discussing a particular group of ratios. The groups of
ratios considered are;-

(a) Liquidity ratios

{b) Activity ratios

(c) Debt ratios and

(d) profitability ratiose.
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Each of the above have been discussed, considering
ratios of Zamfara Textiles in relation to those of
Arewa Textliles as can be seen below:~

(I) Liquidity ratioss

This ratios indicate to financial managers or
creditors and even ordinary observers how liquid a firm
is, to meet its short torm obligations. The trendsof
these ratios over a period of time can also indicate
whether the firm is approaching bankrupcy or not
{ie. - whether the financial situation of a firm is
improving or deteriorating).

{1) Current ratio

The fellewing table is used for comparative
analysise.

Table 4A=1

Current ratio (times)

Year

Company 1979 1980( 1981 | 1982 1983
Zamfara Textiles ltd. 0,66 0.72] 0,60 0,90} 1,10
arewa Textiles Ltd. 1.48)] 1.1 1.251 2,02} 1,04

Source = Extracts from tables 4:1 & 4:B
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From the above table one can see that Arewa
Textiles generally had higher current ratios than
Zamtara Textiles, wnich shows that Arewa Textiles was
more liquid than Zamtara Textiles during the period
under consiaeration and therefore haa more apility to
meet its short term obligations, in which case short
term creditors should have pretered it to Zamtara
Textiles, What should be noted is that this r.tio may
sometime be deceiving, for Instance it Arewa Textiles
have been over holding stock relative to Zamrara Textiles
aver the period the judgement arrived must be wrong,
This is because the eftect of stock over holding is a
sign of inventory under-utilisation ana incurring
unnecessary storge costs, which all can reduce the
profitabllity of a firm. The ratio for poth companies
have peen filuctuating, but for the last two years,
that ot Zamtara Textiles have shown growth trend
compared to the earlier tnree years. Wwhile the orposite
was the case with Arewa Textiles. This means that ag for
trends the Zamfara Textiles shows a brighter feature than
Arewa Textiles through showing growth trend, while Areua
showed declining trends (l.e. deteriorating tinancial
condiditons). What shoula pe noted apout the two
Companies in this case 1s that thelr ratlos have tnrough-
out the period been belwow the generally eccepted minimum

cut off points ot 2:1 for current ratios.
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Which 1s an indication that they have not peen pertorming

up to expectations over tne period,

2e Acid Test ratio The table pelow

Is used for the analysis 6f this ratio.

Table 4A=2

Acid test ratio (times)

Year
Company 1979 | 1980 [ 1981 | 1982 | 1983

Zamfara Textiles ltde 0,09 0,08 |0.,08 [ 0.60 | 0,60

Arewa Textiles Ltd,. 0s42] Qo222 P.24 0.27 | 0,28

Sources Extracts from tables 4:1 and 4:5.

The above table shows that Arewa Textlles have bcen
more ligquid than Zamfara Textiles tror the tirst tnree
years, but tor the later years Zamtara Textiles did
better than Arewa Textiles., That is to say for the
first three years creditors should nave rationally
preterred Arewa Textiles to Zamrara Textiles, but for
the tast two yearsZamtara Textiles shouid have been
preferred by tne rational snort term creditors,.

One good thing about this ratio is that, inventory
uncer-utilisation and over-stocking have peen removed,
Such that, 1t gilves more inrormation about a tirm's

liquiaicy condition than the current ratio.
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However, 1t should be noted tnat, its qrowtn
may be due to overholding of cash by a firm. hich
means underutilisation of cash or reduced possiple
earnings to the firm. The ratlo for both companies
have fluctuated over the period, but’ that ot Arewa
Textiles nave peen on éhe growth for the last two
years compared to the previous two years, put less
than the tirst year of the perloa, while that ot
Zamtara Textiles have been staple for the last two
years, but generally better tnan the prvious three
years of the period. 1In a case where acid test
ratios of the comparing tirms happened to be the
same or almost tne same, the writer 1s suggesting
that tne percentage decline of the current ratio to
acid test ratio be computed to determine which of the
comparing firms was holding more inventories. For
example, if firm (A) nad a current ratios of 3 and
firm (B) haa a current ratio of 4 but poth turnea out to
have acid test ratlos of 1 reach. The percentage
decline ot current ratio for firm (A) to acid test

ratioc (after removal of inventories) 1is

3 - 1 b4 100 = 2 *x 100 = 66.7%
3 3 1

wWhile for firm (B) will be 4 - 1 x 100 x !_x 100 = 75%
4 4



The above calculations show the percentage of invene
tories that were held in the current assets of each

firm and that the difference in inventcries held by

firme 'A' and 'B' is = 75 - 66,7 = B,3%. Wwhich means
firm 'A' is B.3% more efficient in inventery utilisa=-
tion than firm 'BY and that firm 'BY 1s incurring 8.3%
more unnecessary - storage costs than firm 'A's The last
of the liquidity ratios in this section (je, Liquidity
of inventory) 18 discussed below:

3e Liguidity of Inventory ratio: This ratio is /

discussed belows Using the table that followsg

Table 4A~3

Liquidity of Inventory (times)

Year

Company 1979 | 1980 | 1981 | 1982 | 1983
zamfara Textiles Ltd. 5412 | 3.30 ] 2.94 | 9.04 | 6233
Arewa Textlles 1td. 2.82| 3.92| 3.084 3.35 3.64

Source = Extracts from tables 431 and 4:5

From the above table, one can see that Zamfara
Textiles' "Sales relationship to inventory have been
better than that of Arewa Textiles” in the first and
last two years of the perlod. But Arewa Textiles did
better than Zamtara Textiles in the second and third

vears of the period.
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This means that rational short term creditors should
have preferred advancing their loans to Zamfara Textiles
in the first and the last two years of the period under
consideration. In the same way the second and third
veaws of the period should have offered preference to
Arewa Textiles for the short term creditors. hat
should be noted about this ratio is that, its being

high may be indicating future shortages. Because a high
inventory turnover may result from a firm*s maintain-
ing extremely low stock of finished goods or raw-
materials. The low level of finished gqoods may indicate
that a firm will suffer future loss of sales due to

its inability to deliver goods promptly. The low level
of raw materials could cause future shortdowns of the
firm's production, In the other hand, a low inventory
turnover may result from the excessive inventory being
carried by the firm., The firm may be incurring high
costs from overstocking finished goods or raw-materialse
All the above should be considered by an analyste

The ratio in both companies flutuated over the period

giving no uniform trends.

(b) ACTIVITY RATIOSS

In this section some ratios are examined to
evaluate how Zamfara Testiles managed and utilised its

assets in comparison to Arewa Textiles.



These ratios are also called turnover ratios becauce
they indicate the speed at which assets of a firm are
being converted or turnover into sales. It should be
noted that, high ratios in this sectien indicates a

high level of efficiency in assets utiliSation or

high profitability or pboth., while low ratics indicate
assets under utilisation, or production is highly made
under capacity, which will in turn mean underexploitation
of the maximum possible profits. The ratios that are
considered under this section in this project are currcnt
assets turnover, fixed assets turnover, total assets
turnover, fixed assets to networth and sales to netvorth
ratios as follows:

(1) Current Assets Turnover:

The writer used the following table for the

analysis in this sub=-section.

Table 4B-1

Current Assets Turnover (times)

Year 1979 | 1980 | 1981} 1982 ] 1983

company

zamfara Textiles Ltd, 4,44 (2,92 | 2.55] 2.28 | 2.81

Arewa Testiles Ltd. 2,01 |3.021] 3.09] 2.46 | 2.66

Source - Extracts from tables 4:2 and 4:6,
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The above table shows that, in the first year
and the last two years of the periocd under discussion,
zamfara ¥extile 1ndustries have performed better
relative to Arewa Textiles, but that Arewa Textiles did
better than Zamtara Textlles in the se¢cond and third
years of the pericd under study., However, as for Zamfara
Textiles the writer has observed that it has alw.oys been
over stocked with raw-materials and left with hiah level
of work-in progress gt the end of each financlal year
in the period under study, In which case one can say
current assets were under-utilised and that the ratio
would have shown better performance than it did indicate
in the study. The trends of the ratio for both companiecs
have not been uniform but fluctuated over the time.
However, even though Zamfara Textiles seemed to have
dominated Arewa Textiles in terms of performance, the
bad things about it, is that It has for the last two
vears indicated a declining trend which tollowed a
relative decline trend, this might be a sign of bad
future conditions. what should be noted is that
flutuated trends of the companies differ, in that
Zamfara Textiles' performance for four years atter
the first year have all been below the first ycarts
performance, but in contrast to that, the performance
of Arewa Textiles in the latter four years have becen
generally oreater than the first year, even through
it fluctuated over the period. The next ratio

consildered below is the fixed assets turnover ratio,.
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(1i) Frixed pssets Turnover pPatios

The table pbelow is used for the analysis of thco

tixed assets turnover ratio.

ax
Table 4p-2

Fixed Assets Turnover (times)

Year 1979 | 1980 | 1981 | 1982 | 1983

Company

Zamfara Textiles Ltdd 1435 | 1.20| 1.32| 1.69 | q1.86

Arewa Textiles Ltd. 1.79{ 2.84 1] 3.80]| 3.84 4,77

Source = Lxtracts from Tables 432 and 4:6,

Cbserving from the table above, one can see
that generally Arewa Textiles have performed better
than Zamfara Textiles over tne period. This is
because the fixed asset utilisation of Zamtara
Textiles have been generally below that of Arewa
Textiles, if not for the first year, tne tixed assets
utilisation of Arewa Textiles have all been more than
twice that of Zamtara Textiles. However, wnat should
be noted or what should pe taken note of, is that the
sizes of the tixed essets in ditterent companies
might be the cause of the variation in ratiose
This is because if a company has a small size of
fixed assets on which 1t utilises a good precentage
or it's capacity the ratios may pe very high wnile tne
large size ot the other company's tixed assets may be

responsible ror its relative low ratios. .



This is to say that to uncertake this ratio's
comparative analysis falrly well, consideration must
be made as per tne slze of the fixeda assets of the
conparing companies it posgsible they‘should have the
same tixed assets size ., or almost the‘same. The

trends of the ratio tor poth companies have been
encouraging, but that of Arewa Textiles has indicated
brighter tuture tnan that of Zamtara, because its
ratio has been on a growing trend tnroughout the period,
Wwhich according to Chudson (1945) is a sign of a
protitapility tirm. But the growing trenas of Zamfara
Textiles is tor the last three years ot the period

and the level of growth ot its ratio over the years

is below that of Arewa Textile,

(1ii) Total Assets Turnoverg

For the purpose ot this analysis the tollowing

table will pe of aid,

Table 4B-3

Total Assets Turnover (times)

Year 1979 | 1980 1981| 1982 1983
Company

'.iamfara Textiles 1.04 0.85 0.87 1.06 '1.12
Arewa Textiles 0.95] 1.49] 1.70] 1.50| 171

Source = ExXtracts trom tables 4:2 and 4:6



From the above table one can conclude that,
if not for the tirst year in the period Arewa
Textiles has generated more sales from 1t's total
assets than Zamfara Textiles over the period under
study. However the suaden trop in 1980 for the
ratio in Zamrara Textiles might have peen ca used
by an increase in tne fixed assets of the companya.
This couid be considered true due to the tact that
the ratio picked up in the following year and went
on growth throughout the period. The trenda of the
ratio nas shown prighter future for Zamrara Textiles
bpecause the ratio has been on growth for the last
three years of the period. But indicated a
filuctuated and relatively uncertalin growth trend
tor Arewa Textiles, The next aiscussed ratio 1is
fixed assets to networth.

(iv) Fixed Assets to Networth Ratio:

In this, generally the equity holders of
Zamtara Textiles have been founa to be bearing more
risk ot investment in tne fixed assets as can pe
seen in tne table below;

Table 4ABR-4

Fixea Asset to networtn (%)

Year 1979 1980 1981 1982 19 83
gompany

zamfara Textiles 160 170 150 1130.,4 1177.6

Arewa Textlles 111,56 | 108.97| 106.66]124.,39]111,15

source - gExtracts trom tapile 4.2 and 43:6.
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From the above taple, one can see tnat the
problem of excessive investment is more predomi-
nan8 with Zamrara Textiles Inaustries througnout
the period than with Arewa Textiies., Tnhe trends
of tne ratios for potn companies have been
fluctuating over the period which cces not give
room to say, whether all tne companies or any one
of them is wither indicating improved or
deterriorating conditions,.

{v) Sales to networth ratiog

This is the fifth and final ratio to be
discussed in this secticn and the table below is

used for 1llustraticn in the discussione

Table 4R=5

Sales to Networth ratio (times)

Year 1979 1980| 1981| 1982 1983

Company

Z‘.amfara Te:ﬂ:iles 2.1.1. 1.02 2.01 2.2 1..19

aArewa TEXtiles 2.03 3.‘10 4.05 4.77 5.30

Source - Extracts from tables 4:2 and 4:;5.

The table above indicates that, both zamfara
Textiles and Arewa Textiles have been over-
traded, over the period, but Zambara Textiles

had moaerate sales in the last year cf the perilode
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It should be noted that, this ratio showngover-
trading when it's high and under-trading when it is
lowe It is only considered to be moderate when
sales and networth are equal or with slight
difference (ie. when tﬁé ratio is uﬁitary or
slightly above or below unitary) as 1s the case
with Zamfara Textiles in 1983 in the table above,.
The ratio has shown fluctuating trends for

Z2amfara Textiles and has maintained a decrease or
increase of about 0.9 times throughout the period.
But the trend in Arewa Textiles have been a growing
one, it has maintained as annual growth trend of
over 1 unit throughout the period and had a range
of above 3 units between the first year which had
the lowest ratio of 2.03 and the last year which
had the highest ratio of 5.30 times. This means
Arewa Textiles had the problem of increased over-
trading throughout the periecd. It should be

noted that, both overtrading and undertrading
create financial problems tc a firm, After having
discussed the assets utilisation of a firm, the
next important thing, that desives discussing, is
who are the people that contributed for the
purchase of the assets ? owners of the business or

crdaditors 7 The next section discussed thate
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DERT RATIOS:

These ratios are concerned with the long term
capltal structure of a firm., That 1s who provide
most of the founds ? the business owners or the
creditors and in what proportion ? and what are
the implications in eadh case 7 That is who
actually bears the risk of an enterprises 2?2 Debt
ratios provoke such questions concerning a firm's
capital structure. In the study in question we are
interested in the comparative analysis, therefore
tables have been used in discussing, debt to
networth, long term capitalisaticn and debt ratios
in this section.

(1) rCevt To lNetworth ratlio:

The table below is used ter illustrative purpose

in discussing this ratio.

Table 4C - 1

Debt to Networth retio (%)

Year 1979 1980 1981 1982 1983
Company
Zamtara Textiles Ltd.| 110 120 150,21 92.6 95416

Arewa Textiles Ltd. 1146701 108,.18] 137,67 21813121052

source = Extracts from table 433 and 4.7.
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In this case Zamfara Textiles have performed
better than Arewa Textiles in 3/5 of the period.
This 1s because as can be seen in table 4%-=1 above,
srewa Textiles had higher debt to networth ratio
in three years of the period of 5 years (ie. in
1979, 1982 & 1983) The trend of the ratio for
Zamf ara Textiles have fluctuated over the period
and had shown a seeming declining trend for the
last two years even though the last year's ratio
Increased relative to its predecessor the two are
generally below the earlier threee.

In the other hand, the ratio showed a growing
trend for Arewa Textiles throughout the period but
there is a slight fall between the 4th year's ratio
and that of the last year of the period., However
the last ratio still remend greater than those of
the earlier three years in the period. WUhat should
be noted about thls ratio is that a firm with higher
percentage of the ratio has more financial problems
than the one with the lower ratios. Also that
increasing trends of the ratio indicates bleak
future for the tirm and the apposite is the case for
declining trends. The next ratio of consideration

is the long term capitalisation ratio,
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(11) Long Term Capitalisation Rationg

This have been consildered using the table
belows

Table 4C-2

Long term capitalisation ration (%)

Year 1979 | 1980 [1981 1982 1983

Company

- - —— —

Zamfara Textlles Ltd. 21.9 12 525 c 8. 0

arewa Textiles Ltd. 31,59 | 15.25] 24.60 22.33 15,84
i

Source - Extracts from tables 4:3 & 437

From the table above one can say that generally
arewa Textiles has been more levered throughout the
pericd than Zamifara Textiles. That is to say, long
term creditors should have rationally preferred
associating themselves with Zamtara Textiles over the
period ot study, However, 1t showed that, owners'
funds and current liapilities must have been forming
the greater part of the total capitalisation of
Zamfara Textiles and that they (Current liabilities
and ownerrs tunds) formed 100% of its total capita-
lisation in 1983. To this effect, care must pe taken
so that the company does not use shert term financing
to solve its dong term problems, because such a practice

is dangerious,
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It should be noted that, both cémpanies have shown
falling trends of their longterm debt obligations,
even though that of Arewa Textiles have been fluctuat-
ing over the period. The next and the final ratio to
be considered in this group is the debt ratio.

(11i) Debt ratio:;

In discussing this ratio reference will be

made to the table below:

Table 4C-3

Depbt ratio (%)

Year 1979 1980 1981 1982 1983

Company

Zzamfara Textiles 1ltd.] 54.5 51 65,2 44 .8 4849

Arcwa Textiles 1ltd. £$3.42 ] 51,96 | 57.25| 58.57 67.80

Source = bxtracts from tables 4:3 & 4:7

The above table shows that long term creditors,
for the first two years must have been almost
indiferent as per their preference of who of the two
companies can he a better debtor. In 1981 however,
Arewa Textiles will be preferred to Zamfara Textiles,
but for the last two years of the period Zamfara
Textiles will be preferred by the creditorse /hat
should be known about this ratio is that, creditors

prefer firms with low ratio’ s.
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This is because the lower the ratio the greater
the cushion against, creditors' losses in the event of
liquidition. 1In contract to the creditors' preference

for low debt ratio, the owners may seek nigh leverage

elther.
(1) To magnify earninss or (2) because selling new
stock means giving up some degree of control. This
mcecans over the period creditors should have had
greater preference to Zamfara Textiles than to Arewa
Textiles. While shareholder will in any case preter

a struture like that of Arewa Textiles. ufficient
asset utilisation, appropriate financial structure

and other devices in a firm are all aimed at either
sustalning a firm or increasing its growth and
competitive potentials and altimately produce profite,
In the next and the final section of this chapter,
profitability ratios are considered.

(d) PROFITABILITY RATIOS:

Profitability in an organisation is attained as
a result of multiples of policies and decisions about
its day to day and per{odical operations.
Profitability ratios therefore examined and show the
combined ettects ot liquidity, assets management and

debt management on operating results.
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For the purpose of this studies the rollowing ratios
have been discussed in tnis sections, net profit
margin on sales, return on capital employed and
return on total assets. They are considered below
in the order stated above.

.

(1) Net Profit Margin'On Sales Ratios

Reterence is made to the table below for this

discussion.

Table 4D=-1

Net Profit Margin on Sales (%)

Year 1979] 1980 | 1981 | 1982 | 1983
Company

zamfara Textiles Ltd. 9,25 3.6 2.68] 3.68] 0.9
Arewa Textiles Ltd, 7.68B| 7.44 5.48| 3.3112.21

Source = Extracts trom tables 4:4 and 4:8

Cbserving the table above one can conclude th:t
Arewa Textlles had pertormed better than Zamfara
Textiles over the period in terms ot the realised
profits out of every Naira of slaes, except for the
first and fourth years or tne period, in which the
profits realised by Zamrara Textiles out of every
tlaira of sales were greater than those of Arewa
Textlles. The trend of the ratio for both companies

have indicatea declines.
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More especially that of Arewa fcxtiles which had

shown declines throughout the, peried, which is an
indicatlon ot poor furture conditions tor the company,
The trena for Zamtara Textiles ltd. is better, in that
it fluctuated over the period even though it moved to-
wards rclative declines. But it should pe noted tnot
the last ratlio of Zamrara Textiies is the weorst of all
and if 1t should continue in ftuture the conditions
will pe dangerous. The next ratio that nas peen
examined in tne section is the return on capital
employed.

(ii) Return on Captial Employed Ratios

The pertormances or the two companies nave
fluctuated over the period. In 1979 Zamtara Textliles
pertormea by tar greater than Arewa 7Textiltes, but in
the two years that tollowed latter (1980 and 1981)
Arewa Textiles pertormed better than Zamfara Textiles
and in the last two years of the period “amtrara
Textiies performeda again did better than Arewa

Textiles. These can he seen in the table belows

Taple AD=2

Return on vapital Employed ratio (%)

Vear 1979 1189801 19811 1942 | 1983
Company

~amfara Textiles Ltd.] 10.72]| 3.9 5.5 8.7 4

Arewa Textiles 1tad. 0.73]111.071 9.34) 4.96 | 3.78

Source - Lxtracts from taples 4:;4 & 438
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The above table 1nailcates tnat the ratio naa
fluctuatea over the period tor poth tirms ana that
the period ended witn a deciining ratio tor each
of tne firms. The next ana the tinal ratio considered
in this section, chapter angrztuay as a whole 1s return

on total assets.

(11ii) Return uUn 1i1otal Assets:

The table below 15 reterred througnout in

aiscussing this ratio.

Taple 4D-3

Return on total assets (%)

Year 1979] 19801 19811 1982 1983
Lompany

Zamrara Textiles Ltd. «50] 3.10 | 2.30] 3.90 10

Arewva ‘Yextites Lrtd. 4,441 5,38 | 4.83| 2.851 1.41

Source = Extracts trom tables 434 and 438

Generally the above tapie shows tnat, pertor-
mance of each company unaer comparison tluctuatea
over the period. But ror tha tirst three years of
the period Arewa Textiles nad perrormed better than
gamfara Textiles. In the last two years however,
zamfara Textiles performed better than Arewa and that
its ratio showed a growing trend. While that of Arewa

Textiles showed a declining trend.
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The average returns for Zamfara Textiles and Arewa
Textiles over the period have-been 3.96 and 3,72
respectively. This is an idication, that in average
Zamfara Textiles had performed better during the
period, but in terms of “spread of peformance Arewa
Textiles had dominated }he first three years of the

period,



(1)

(2)

(3)

(4)

(3)

(6)

(7)

REFERENCES

tugene F: PErigham Financial Management Theory

and Practice The Dryden Press
Hinadele TIllinois second Edition P.199

I.M« Pandey I'inancial Management fitty =dition
Vikas pPublishing House FPVT LTD FP.500=553,

Laral Maryam s5afi'i, Financial Ratioc Analysis

of Selected Manufacturing “ompanics
in nvigeria 1984 MBA Project PP.17-28.

wejton I.F. and Brigham E.B. FPinanclal Management

Holt the Dryden fress, Hindele
Illinois six Edition P.27.

James C. Van Horne Financial Management and

and policy Fourth wdition Prentic -
Hall Inc. Englowood cliffs,
New Jersey P. 673-75,

smith, Relph E. and trrank K. Reilly “pPrice-
level Accounting and financial Analysis"
Financial Management
vol.4 (Summer 1975) 21-26,

pavidson, S., and R.L. Well, "predlcting Inflation
Ajusted Results," FPlnancial analysis
Journal veol. 31 (Jan = Feb. 1975)
27 - 31,




69,

CHAPTER FIVE

SUMMARY RECOMMEMDATIONS AND CONCLUSION

531 SUMMARY

This study has prvided some informaticn about the
operations and performance of Zamfara Textiles |
Industries, through evaluating its performance by
means of financial ratio analysis. The study
consldered a period of five years and a total of
fourteen ratios were analysed under four bread headings
(ie. Liquidity, Activity, Debt and Profitability
ratios)e The ratlos of Zamfara Textiles Industries were
compared with those of Arewa Textiles,

The study reveals that Zamfara Textiles Industries
Limited was lncorporated in 1964 and started operations
in 1965, The Industries have twe plants located at
both Gusau and Kaduna respectively. It became necessary
for the Industries to go into dual plant operations &t
cusau and Kaduna due to its poor power and water
supplies at its Gusau plant at the initial stage.

However, the power problem is now almost solved
except, of course, the rate cof power hour losseé as a
result of NEPA constant EkElgckouts which seems to be
very common these dayse. But the water problem is there
stille Although, some efforts are now being made to
improve the pre~carious situation as regards water

Supply in Gusau.
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In Chapter four of the study a comparative
analysis of Zzamfara Textiles Tndustries and Arewa
Textiles was undertaken and the fellowing were
discovereds
(a) That the current ratios of Zamfara Textiles
Industries were generaliy below the ©@ut off points of
2:1 and had poorly compared with Arewa Textiles,
which meang that its current assets were under-
utilised both in relation to the generally accepted
minimum expectation of 2:1 and to the comparing
company .

(b) That Zamfara Textiles Industries’acid test
ratios for the last two years of the study were
better than those of Arewa Textiles. which suggest
that, during thcse two years the comparing company
must have held more stock at the end of the years than
zamf ara Textiles., Thls 1s so because Zamfara Textiles?
ratios were better in those years after removing inven-
tories.

(c) That Zamfara Textiles compared travourably with
the Arewa Textiles in terms of sales' turnover on
inventories.

(é) ‘“‘hat the operating assets of Zamfara Textiles
Industries 1imited were qrosselly under utilised

relative to those of the comparing companye.
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(e) 2zZamfara was comparatively Eonsidered to have
done better in terms of debt management, but gave less
recognition to long term debt financing, thereby
leaving the greater part of the enterprise's risk on
the equity owners and a{so relying hqgvily on current
debteors as a means of financinge

(f) That the profit margin of Zamfara Textiles
fluctuated over the period and showed a detcriora-
ting trend, with the worst ratioc value in the last
year of the period. It as well compared poorly

except for the first year of the period,.

(g) 7That the returns of total assets of Zamfara
Textiles were comparatively lower than those of the
comparing company for the first three years but in the
latter two years it performed petter than Arewa

Textiles and was even on the growth trend.

5382 RECCMMENDATIONS

In various analysis we have made in chapter four
we have Indicated that Zamfara Textiles Industries
Limited faced some financlal problems caused. by one
thing or the other. The writer therefore forwards the

following as possible solutions to the problems,

(i) Ikemedies for over stocking

Zamfara Textiles should undertake one or a group
of the following possible solutiors to remedy cver

stocking of raw-material and finished gocds.
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(a) It should develop and use the appropriate
economic order quantity for its raw-materials.

(b) Increased sales should be promoted in order to
reduce the rate of finished good holding at the end
of the years. '

(c) Purchasing Secticn should be headed by a gualified
and experienced person to enable the purchase of the
right inventory at the right quantity of the right
quality at the right time and the right price,

(d) If possible the use of the most efficient
machinery, maned by the right persons should be

encourageds.

2. Hemedies for expessive Fixed Assets

Zzamfara Textiles should use any one or a aroup
of the following possible solution to reduce under-
utilisatlon of fixed assets and existence of thelr
excesses,
{a) Restrict turther investment in fixed ascets,
(k) Should if possible increase the rate of
production.
(c) Should sell idle fixed assets like machinery,
idle parts, unused vehicles and unneccessary

equipments
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(d) Should arrange to lease ér rent out some fixed
assets and raise additicnal capital through the

sell of stocks elther to owners or to the public,
This will increase net-worth and means of increasing
production and consequently reduce .the excessiveness
of fixed assets.

$:3 CONCLUSION

performance in an organisation is an out-come of
a series of decislion makings and these organisational
decisions harmorise or generate the difterent dicisions
made at ditferent levels of the tunctional departments
of an organisationsOne of the most important decisions
made in an organisation is the financial decision.
Financial decisions are in recent years becoming 80
sophisiticated, due to their importance in organisations,
for that, many techniques and devices are used by the
financial managers as guides to making the best possible
decisionses However what bothers the them most is which
is or are the most accursde and rellable techniques of
financial decision making 7

Chserving the results of this work and many others
which have peen arrived through the analysis of the f
financial ratios, 1 am of the openion that as far
detecting . and forcasting |, roplems and prospects of
organisations as well as providing guidance for planning

and control,
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financial ratios are one of the most accurate and
reliable techniques of tinancial aecision making.
Finally I conclude by recommedning to the management
of Zamfara Textiles Limited and any other organisa-
tion the use of tinancial ratio analysis for the

evaluation of their performance in order to create

a sound financial situation in the organisations.
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BALANCE SHERT

7 AT 31 DECEMBER 1983

C;‘iﬁg) &

FLXED ASSEDS S . 8,270,21k 9,114,673 i

CAPTTAL WORK IN PROGRESS

R 19,000

e

g oy 2’159,§72

Nom

CURAENT ASSETS B AU o
Stock _and Work in Progress );;%f (e} 2,427,718 1,69%;569
Debtors and Prepayments . T e 1,097,384 +9
Amount cue from Holding and -~ ‘.- = - SRR

ellow Subsidiary Companies o

ataff Loans
Cezgh 8t Dank and in Hand

14334,601 2,728,348
330,428 214,506
218,385 114,028

—5 68,516 5,337,942

LESS: CURRENT LIABILITIES |
Creditors and Accruals R 1,994,799 2,583,097

Debentures Repayable within one year 5 266,667 500,000
Ainount due to Holding Company 1,023,996l -
Income Tax - ”__8 - 754,78k 686,500

Proposed Dividend

110,000 348,000 f
Bank Overdraft

613,828 1,890,998
L96h,0n2 (6,008,595 ¢

NET CURRENT ASSETS/(LIABILITIES) S0k, L7 (670,653)

#8,774,688  #8,490,020

i ) F—
REPRISENTED BY: = . . Authoriged, Authorised,
o - : _ Issued and Issued and
SlARE CAPITAL “‘ : '_ fully paid fully Haid
Ordinary Shares of #2,00 each 3,400,000 , 3,400,0C0
100 Cumulative Redeemable . '
Preference Shares of 2,00 each L 1, 100,000 1, 100,000

“ SRR 14,500,000 ), 500,000
RIVENUE RESFRVE

Profit and Loss Account L. 2,518,102 fip 2,489,960 I
( - | . |

LOAR CAPITAL L | - 466,667

TisFERHED LIABIL . - 9 1,756,586 1,033,393 "

= |l . B #8,77L, 688 #8,1490,020

o e e ]

L
I
“




ZAMFARA TEXTTLES THDUSTRINS LIMITED

; PROFTT AND TOSS ACCOUNT FOR THE

YEAR ENDED 31 DECEMBEH 1983

NET PROFIT BEFORE TAXATION

After Charging -

Depreciation '?‘”ﬁ“ =
Debenture Interest - 66,568 _ 90,410
- Audit Pees J S 94000 o 6,500
Directors! Mmoluments = o A
Foes B S 9,000 LT 9,000
demuneration : C 776,000 Y 76,000
. o p——— 1 - ]
Lind After Crediting -
Profit on S8ale of Fixed Assets 3,071 4,358
f——1—=—] =]
LESS: TARATION - Note 8(a) k11,291 686,500
244+ Tax under provided
in previous year - 135___
M1,291 686,635
NET PROFIT AFTER TAXATION 138,142 56L, 349
LESS: DIVIDENDS
Ordinary Shares - (1982 T%) - 238,000
10% Curmlative Redeemable ;"
Preference Shares {Cross) 110,000 110,000
110,000 348,000
REVATHED PROFIT 28,142 216, 349
~, L
ADD: UNAPFROPRIATED PROFIT brought forward 2,489,960 2,273,611
UAPPROPRIATED PROFIT carried forward %2,518,102 2,489,960
= ] =
s -

1983

2h2ih33

1,287,404
J1,267,1

e
e ———




BALA.CE SHEET

ZAMFARA TEXTILE INDUSTRIES LIMITED

AT 31 DECEMNER 1981

- O - -

1,000,000

119,331

- — - -

10,283,639

10,283,639

(3,916,447)

146,367,192

EEESmSRmE

Issued and
fully paid

1980 Notes
11,026,838 FIXED ASSETS -
259,296 CAPITAL WORK IN PROGRESS
11,286,134 ~
CURRENT ASSETS
Stocks d Work 1
4,133,311 progress = " 1(c) 4,625,880
Debtors and Payments in " g = 3
320,587 Advance / 467,709
172,738 Staff Loans 180,816
27,977 Cash at Bank and in Hand 49,591
4,661,613 5,323,996 °
LESS: CURRENT LIABILITIES
2,052,835 Creditors and Accruals 2,547,670
Debentures Repayable
966,667 within one year 5 691,667
121,228 Income Tax 485,010
399,00 Propesed Dividend 314,000
2,540,955 Bank Overdraft 6 5,202,096
6,480,685 9,240,443
(1,819,072) NET CURRENT ASSETS/(LIABILITIES)
49,467,062
REPRESENTED BY3:
SHARE CAPITAL Authorised
3,400,000 Ordinary Shares of N2 each n
10% Cumulative Redeemable
nreference shares of
4,100,000 2 each 4 1,100,000
4,200,000 4,500,000

et

REVENUE RESERVE

Profit and Loss Account (Fo. 2)

L.OAN CAPITAL 5

AMOUNT DUE TO/(FROM) HOLDING CCMPANY

United Nigerian Textiles
Limited - Loan
Current Account

(1,339,752)

)
) DIRECTORS.
)

3,400,000

1,100,000

25073,611

933,333

——

(1,339,752)

6,367,192

SEsEEEERT



EROFLT AND 1023 AQCOUNT QR THE

XEAR _ENDED 21 DECEMBER 2283
1289

$320243 ypapryg prOFIT POR THE YEAR
After Charging = ’
19161,080 Pepreciation

Pebenture and Loan
289,960 Inkerest

6,000 Audit Pees
Pirectors' Bmoluments -~

9,“ Fees
68,962 Remuneration
i 1

And after crediting -

Profit on Sale of
!‘m Fixed Assest

618,343 NET PROFTT before Taxation

124,228 LESS: Taxation

Lass: Tax over provided
21 in previous year

121,207

494,136 NEL PROIIT AFTER TAXATION
LE33y DLVIDENDS

Ordinary Shares -~ 6%

10% Cumulative Redeemable
110,000 Preference Shares (Gross)

292,299

935,136 RETAINED PROFIZ

14341,246

192,949
6,000

94000
72,862

Ve

i

485,010

2,127,595 ARt UNAPPRQPRIATED PROPIT broucht forward
N2,222,731 UNAPPROPRIATED PROPIT carried forward

849,890

485,010

364,880

324,000

T e
50,880
24222,731

T 9B R e Sl 86



ZAMFARA TEXTILE INDUSTRIES LIMITED

BALANCE SHEET

1879
10,341,191

- —

10,341,191

2,727,449

247,161
142, 060
27,170
3,143,840

ey

1,984,897

992,173
62,000
620,000
1,087,513
4,746,583

T e re— . —

i18, 738,448

b= -8 133 34

3,400,000

1,100,000

4,500,000

- e e em e

2,291,867

(480,814)

118, 738,448

===s=s=s===

FIXED ASSETS - At Cost

CAPITAL WORK IN PROGRESS

CURRENT ASSETS

Stocks and work in ,

Progress

Debtors and Payments
in Advance

Staff Loans

Cash at Bank/and in Hand

LESS: CURRENT LIABILITIES

Creditors and Accruals
Debentures Repayable
within one year

Income Tax

Proposed Dividend
Bank Overdraft

NET CURRENT LIABILITIES

REPRESENTED BY:

SHARE CAPITAL

Ordinary Shares of {'2 each

10% Cumulative Redeemable

Preference Shares of

i’2 each

REVENUE RESERVE

Profit and Loss
Account - (Fo. 2)

LOAN CAPITAL

AMOUNT DUE TO HOLDING COMPANY

AT 31ST DECEMBER 1980

United Nigerian Textiles

Limited

Current Account

11,026,838

259,296
4,133,311
320,587
179, 738
27,9717
4,661,613
2,052,835
966,667
121,228
450,000
2,940,955
6,531,685

(1,870,072)

1'9,416,062

Issued and

Authorised fully paid

3,400,000 3,400,000

1,100,000 1,100,000

4,500,000 4,500,000

2,171,731

1,625,000
1,000,000

119,331 4 449,331

{19,416,062

)
;DIRECTORS
)
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1979

- 1,445,675

- oum  ww W

1,193,153

298,467

e e e et e i
—_—mm—m—EEEEs

T oam T owm e

510,000

110,000

620,000

671,122

1,456,473

§2,127,595

—_ Py aa—

e

ZAMFARA TEXTILE INDUSTRIES LIMITED

PROFIT AND LOSS ACCOUNT FOR THE
YEAR ENDED 31ST DECEMBER 1980

- .

TRADING PROFIT FOR THE YEAR

After Charginé - _ _ﬁ
Depreciation ° 1,161,080 "o

Debenture and Loan

., Audit Fees T .. 6,000
" .Directors' Emoluments 77,962

And after crediting -

Profit an Sale of
Fixed Assets

NET PROFIT before Taxation ' 615,343

LESS: Preliminary Expenses
written off

. 615,343

LESS: Taxation 121,228
Less: Tax over provided
t : - in previous year 21
. 121,207
NET PROFIT AFTER TAXATION 494,136

LESS: DIVIDENDS
Qrdinary Shares - 10%
(Gross) - (1979 - 15%) © 340, 000
10% Cumulative Redeemable
Preference Shares (Gross) 110,000 B e
450,000
44,136
ADD: UNAPPROPRIATED PROFIT brought '
forward 2,127,595
UNAPPROPRIATED PROFIT carried forward #2,171,731




