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A-B3TRACT

This project was written on the basis of the
data gathered, interpreted and evaluated on four
manufacturing companies in Nigeria such as Nigerian
Breweries Limited (NBL) Guiness Nigeria Limited
(GNL), United Nigerian Textiles Limited (UNTL) and
Arewa Textiles Limited (ATL).

The uses of financial ratios be investors,
management, workers and government were stressed.
The ratio selection for thia analysis inoludes
liquidity profitability, debt and activity ratios.

The literature review of financial ratios such
as Predictive Ability of financial ratios. Rapid
Growth Firms, Profitable firms and their relations to
financial ratios, Bond rating and Default Detecting
Ability of Financial Ration etc - has been carried
out and incorporated in this project. Literature
review provider, information as to how an attempt
could be made to predict the success or failure of
selected firms.

Analysis and comparison were made between Nigerian
Breweries Limited (NBL) and Guinness Nigeria Limited
(GNL) which produce similar products and a similar
effort was made on United Nigerian Textiles Limited
(UNTL) and Arewa Textiles Limited (ATL).



These conpanies had simlar problens duo to the
general recession in the econony during the period

revi ewed by the anal yst.

It has been possible to conclude that efficient
managenent is necessary in all business units to

I nprove their perfornmance and progress.
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CHAPTER __ONE
C - INTRODUCTION

In every sociliety, finance ie very lmportant for ite
daily tranesctions und business activities, In the verxry
early period of man'sg cxistence on earth, transactlons
were carried out by whet is commonly called 'trede by
barter'. Trade by barter wae, however found to be very
crude and difficult. Put later, man developed money to
ease tho problems of [linancial ﬁransactiong and businesg
activities. N

The survival ol o business organizetion depends on
finawuee, which is its backbone. Before the word "fFfinance"

wan hrought into itg iogical uge, it wes mixed up with the

i worda "accounting" and eoonomiocg", Iater on, it was

separayed and was devcloped as a speclal fleld of study.

= Therafore, 'flnanoa' hne chanped from desoriptive etudy

- of procuring funds, which lays emphasls on external -

analysis of firms, to a more rigorous and in-depth study.

:-; The changing role of linance has made the financial manager

feel the necessity of using several tools succesa~fully

1.1 Purpose of the Study. . _. AUMADY, =

to manage a firm's finances.

This chapter discusses the purpose, scope, methodology

© and limitations of the study.

KASWN"P“MIM Lppqp»

PARIA MPH'LP UNIVERS!I T

The purpcose of this study ia to emphasize the
importance of ratio analysis as one of the
ingtruments for measuring the performance of

Nigerian firms. g
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Financlal ratios can be used to evaluate, interpret and
compare the performance of a particuler company over many
years, or those of one company with another, or the
performance of a particular company over many years, Or
those of one company with another, or the performances of
firms in the same industry or of firms in diffarent
induptries, This is done %to measure the changee that do
occur from time to time in a business establighment, If
the changes have a favourable impact, they ;ill be noted
as & poeitive eign. IT the changes are unfavourable,

prompt action should be taken to correct the situation.

12 Jgeg of Financial Ratioa.

Analysed financial ratios give detailed information
about a firm's financial position and parformanoe.
This ie dﬁo to the fact that two or more items

of a firm'e [inancial data are ocompared in each
financial ratic. "Ratio is the relationshlp, or
proportion that one amount bears to another and
is expregsed as a percentage or a fraction”.

The analysis of ratios can disclose relationship
as well as basis of comparison which reveal
conditions and trends that cannot be detected

by an ingpection of the individual components of
the ratio. Comparison of a firm's financial
ratios over a period of time enables one to know
the improvement, uniformity, or deterioration in
its financial operations. It also helps in
forecasting the future financial position of

the firm,

/3.
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Financial ratioca aleo measure the rieske ;nd returne
on investments such as in common stockeg, and pin-point
Ilrmé that need quotation.

The above uses of financlal ratios are meant for
various parties both within nnd ocutside an organization

ag degcribed below:-

1.2
(a) Finmncial Investorg:

People invest their money so that they can get
adequate return on thelr investments., Investment always
involvee the riek that the actual returns may not match
the antlicipated returns. Therefore, investors require
accounting reports ubout the enterprises in which they
have invested thelr woney. They evaluate %h@ risk and
potential earnings, compare the invegtment alternatives
and choose the best suitable alternative. Investors and
or creditors use financial retios to appraise the
performance of_management in a firm. Managers in
business organizations are responsible to financial
investors for efficient administration of the agsets
placed in their care - corporate management, in particular
owe investors and society a report on how successfully

they have discharged their responsibilities.

1.2

(b) The Beneficial Relationship:

Groups such as trade creditors, employees, bondholderg ,

analysts, governments, potential investors, shareholders

<. /4,



and s¢c on have different intereste and, therefore, analyse
financlal ratios diflcrently. Trade creditorg, for ingtance,
have & ghert=ters cloin 1 d up nach, are converned with
short=term liquidity ol the firw. They use only those ratios
that cexn provide thew wily such information. Long-term
creditors axe cecncer:od »4i1lh thoge ratlog that measure the
long~terp capability of the firm to repay debts, as they
fall dguc for paymort. 7The govermnmernte are conlsrned wilh
the 1mpcasltion nnd ccllection of taxes from busniness
organieatione whenevor profit ia declared. The texation
issua 1s complicatcd becouge moot business organizatlone are
taxed by the Federal G¢ ermmert asg well as respective state
governnaenta,

Any party aiming towards analysing the financial position
of any Lirm hoo to mokce vow of ile financial statements
which usually glve the recessary financial informetion.
Balance sheots, and prol'it and losws sccounte (income
statements) provide fixuuncial data for ratia’analysis. "A
balance sheet is a siatement which purports to show the
financiel position cf a Lusiness at a particular date . It
showg the sourceé of finunce obtained by tke business and
the usec to which these resources have been put". It is
krown as entity conceyp! beceuse it always balances.

"Erofit and loss accoant (ircome statements) consists
of the profit a company hig made gnd retained which has not
been transferred to rescrves or capitalized, It ig, therefore,
a statemort of a firm's operating perforrance that has taken

place during & finarncial period,

In addition to 2 " iance gheet and income statements,

/5.
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a atuntriment wheih agniatc financisl analysis, 1s tho
scurces and Application of Furde Statement or fund
etatensnut., A fund stu .onent shows the sources from which
funds heve flowed “nto o compory duving o defined pericd.

It alsoe shows 'he usaes of these furds.

1.9 Hature of the Study.
The eim of this rrooenrch is to analyse and interpret

the pzrforrance of four setes of manufacturing companies in
two indéustries. Thege 2re brewery aad laxtile industries,
Bach company'a perfornance over a period of five yeers 1S
coppared, The indust vy nverages are aleo used to measure

the performonce of eech company. TLater on, twe companiea

within an industry are compered.

1.4 Research Methodology .

Por purpcses of this study, data covering a period of
fivs years (ie 1982 to 1086) have been obtained from the
four menufacturing companies. The data obtained from each
company would also be annlysed. Where the data are not
available, the period considered will, however, not be
changed, All these corjanies are public limited companies
and three of them are gunted in the Nigerian Stock Exchange.
The four cempaniesg are drawn from two industries. The first
two ave frow the textiles industry and the last twe are from
the hrewsry indu;tzy. Fer the purpeose of comparison, the
two companies from esach industry will be analysed and
compaved, |

A brief history of the four selected companies is

given below,

o ol B



1.4,  Unpited Nigerian Toxtiles Iimited (UNTL)

IPNTL was incorporated on Tth May, 1964 and got listed -
" on the Nigerian Stook fxchange in December, 1971. The
company is a public limited llabllity company with its
regigstered office in Xaduna. OThe company wae one of the
pioneer industrial establishments in the former Northern
Rogion { now the eleven Northern States).

At the moment, the company ha® acquired interest in
four other textile manufacturing companies whioh ocomprise
the Zanfara textiles in Gusau Sokoto State; Funtua Textlles
Limited in Katsina Jtate and Unitex and Supertex Limited

all logsated in Kaduna, Kaduna Jtate. The aogquieition wanm

- made as part of its expansion programme efforts in order

to achieve the business obkjeotives whioh included profit

" maximisation. The summary of 1ts investment in subéidiary B

companiee ia a® followst C
" SRSV TR L
. ' "_l.l“'!; e [

Company i No. of shares held Percentage Year

Zamtex Limited 1,670,500 50.35 - 1976
United Nigeria- Nt A
Textile Limited %,000,000 _ 100 198
Funtua Textile- ' Loy e
Limited ) 4,335,000 : §ﬁ_$ i 1978

Supertex Limited 1,350,000 45 1983

The nature of finnncing the group of companies is

- through owners" equity and long-term and short-term secured

loanss The number of shares of UNTL and its groups stoed

at 34'million ordinary shares at 50 Kobo each, capital "

 reserves of B0.65 million and ¥182 million.revenue.reserve.

The long-~term fimancing is made up of various categories o

of debenture stocks and long-term loans as specified in

Appendix "D", : | | - AR R
B e _ EA byl



7

The short-term financing consista of secured bank overdrart
and debenture payable within one year. Most of the loans
obtained were umed in Tinancing aoqueitions of gubsidiaries
and expansion programues of the subsidlaries.

The company is the largest employer of labour in the
textile manufacturing business in Nigeria. The company
hed up to 6,000 workers in its employment in 1976, This
number rose to 8074 by 1979. The number latsr dropped to
6,962 at the end of 1931, The reduction was as a result
of retrenchment carried out since 1980 in order to equate
its staff strength to its production capacity. Retrenchment
waps necessitated by low production which arose from low
demand for company's products, acute shortage of raw
materinls and implementation of N¥125.00 minimum wage

introduced by the Shagari administration.

1.4.2 Arewa Textiles Limited (ATL).

This company was established in 1963 as a Joint venture
between International Finance Corporation, Barclays Overseas
Development Corporation, Overseas Spinning Inveatment
Company Limited (headed by nine leading Japanese Spinners)
and the New Nigerian Development Company Limitad (NNDC) .

Production of finished textile goods started in April,
1965. The company obtains its funds through cash generated
from operations-and anle of fixed assets. The application
of funds is mainly on lhe purchase of fixed assets, payments

of dividends, payments of loans and company tax.

o 578,



The labour force of the company has increased
trexendously over the years. As at November, 1986 the
company had a total workforce of 2,800, permanent

employees and 191 casual workers, The company, located

at Kaduna i® not quoted on the Nigerian Stock Exchange.

1443 Nigerian Breweries Limited (NBL),

NBL, a public limtited liability company, was registered
on {6th November, 1940, It was regietered with a capital
of B8 million which was gubject to increases in due course.
The head office is located at Iganmu House, fagos. There
are other branches of the company at Apapa Iagoe, Aba,
Kadquna and Ibadan.

The company hee 42,000 shareholdere and had 4,000
employeeg in 1981. The number of employees went up to
4,400 in 1983 as a result of opening its branch in Ibadan.

NBL are brewers, bottlers and marketers ¢f beer and
allied products. It produces star, Gulder, Maltina and Green
Sands'Shandy.( Tts stock exchange listings include food,
beverages and tobacco. )

In a mut-shell, nlthough the NBL was established in
1946, its operations sterted in 1949, when the nation's
first brewery was commissioned in Lagos to produce Star
lager beer. This was followed by the establishment of a
brewery at Aba in the present Imo State in 1957 and the
third Brewery was established in 1963 in Kaduna. The
brewery, : commissioned in Ibadan in 1983, is the fourth
and biggest brewery which is even said to be the largest

in West Africa.

v of 94



9

1,444 Ouinnees Nigeria Limited (GNL).

Juinness Nigeria Limited was incorporated in Nigeria
in 1640 and initially imported Dublin-brewed Guinnesn
gtout for distribution 2nd sale in Nigerian markete. The
company has ite registered office at Oba Akran Avenue at
Ikeja, lagos.

The company 18 Jointly owned by Nigerians and foreigners.
The two foreign sharecholders Guinees Overeeas Limited and
Atlanta Limited own 38,250,000 shares and 21,750,000 sharaes
respectively, which represent %30 million or 40% of the
company's authorized, issued and paid up capital. The
Nigerian directors sharc among themselves 38,560,000 shares
or 264 of the total shares and the Nigerian publioc hold
the remaining 34%, The company's authorigzed share capital
of B75 million ie divided intec eshares of 50 Ecbo each.

The first brewery was built at Ikela and commissioned
in 1962.. In 1974 and 1978 the second and third breweries
to produce Harp larger and GuinmessStout beer, respectively,
were comnissioned in Benin City. The fourth brewery was
built at Ogba in Oyo state in 1983.

The company's employees were 4,000 in 1985, 311 of
these were in the management cadre. The company is totally
committed to the training and development of its staff as
a means of increasing :Ifficiency, productivity and continued
mutual trust and cooperation. It has a training school in

Benin City for the training of the staff locally.

vl V3,
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The company has intenglfled efforts to develop

locel alternative sources of raw materisls and reduce ite

reliance on imported raw materisls, It 1s now developing

a farm at Fudu in Viper Htate, tochiain rew materiale

for 1ts use.

;.Z11.'
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1,5 RATIO SELECTION
For the purpose of financial analyele many ratics
are nade use of. But, for the purpose of this study, four

main ratios are selectled:

(a) Liguidity 1 tio,

(b) Profitabiliiy ratio,
Pebt mtlo
Activity reilic,

Under each of the four slected major ratios, three
to five sub=-ratios arc discussed. Only 2 few ratiog were
selected from each category because the more the ratios
selected, the more difficult the analysie becomes. Apart from
this, some ratios provide the same information as others
and no analyst can claim that he knows all the financial
ratios,

The explanation of the ratioces selected from the four

groups are given in sectlion 1 of chapter II.
RASHIM 1BRAINN § IhRAR Y
\HMAD et UL ulivERSt)

1.6 LIMITATIONS OF THR STUDY ARIA  NyLERIA

The limitations of financial ratios generally apply
to this study too. The limitations found in financial
ratics are numerous.

One of the limitations is that there is no acceptable

_standard on ratios to be used by all firms. Each firm can
decide on the ratios it deems fit to use., [The analysts

can decide on what ratios to be used.

sal VB
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Another limitation of ratio ie that it ocannot be umed
in sssessing any organization's financial position and
when too many ratios are used, they lead to confusion and
waste of time., A good analysis of financial position must
includae balance sheete, profit and loss accounts as well
a8 the sources and applications of fundas.

In finanoial annlysis, conditions of economy, competito
activities, etate of industrial relations and the quality
of potential workforce have to be considered because they
are usually neglected in financial statement preparation,
Some facts which are luportant for the organization and
which are material in value are upually not available for
the analyst.

Many large firms cctually operate a number of different
divigions in quite dificoremnt induetries, making it diffioult
to develop & meaningful set of industry averages for
comparison purposes., This tends to make ratio analyeis
more useful for small firms than for large firme.

Jome financial statfements do not contain enough
information for computing certain ratios. In this research,
some ratios were qut out because certain information
relevant for the purpose was not available.

A few financial deta are grouped together in financial
statements and this malk2c it difficult to get the actual
figure for asome items,

Uther limitations of this research are:.

Firms are compared mainly on what they
manufacture.

Some essential factors like the age of the asset,
size of asgets etc are not used in the analysis
of these four companies due to non-availability of

adequate data.

ra'
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The financiel data of these four companle& are analysed

on group basie and they inolude the subsidiaries., Industry
averages which are uged by the analyegts as baeis for
favourable or unfavourable performance of firms are used

only when available.

1.7  METHOD OF PRESEN TATION .

This study 1s divided into five chaptera. UChapter one
deals with the introduction of the subject matter. Chapter
two gives a conceptual frame work of the selected four
companios, while chapter three deals with the financial
analysis and compariscn of Nigerian Breweries Limited
(NBL) ¢ qndfbuinnabn Nigerin IAmited (ﬂiL).

Chaptar four deals with %ae financiel analysis and comparison
of Uinited Nigerian Texiiles Limited (UNTL) and
Arewa Textiles Limited (ATL).

Chapter five deals with ccncluglons and recommendations.

./14,
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CHAFTER  TWO

A CONCEPTUAL FRAMEWORK OF PINANOIAL RATIOS v

AT

II N :
i
N

. SECTION I
2.0 TYPES OF RATICS.

Ratios may be ontegoripsed into four groupa,
(1) Liguidity
; (2) Profitability
é (3) Debt Management ' g
(4) Activity

These ratlos are useful and each of these major
5roupg of ratice has many esub-diviesions under eaoch.
They are dlscussed belcw:
2.4 LIQUIDITY RATICY. | |
Liquidity ration are divided into twe parte, neamely
(1) Short-torm and ' |

(2) long-term liquidity ratios,

Short-term liquidity ratio determines a firm's ability
to meet its short-term obligations. It measures and sees
if the firm has enovgh cash at ites disposal for its day-

et

‘to-day requirements., These ratios are as fo;}pwg;
.(a) Current ratio o

(b) Acid test ratio |

{¢) Liquidity of inventories

(d) Average collection pericd and so on.

ussed in dsetail below,

I

They are disc
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2.1(1) CURRENT RATIO.

The current ratioc is computed by dividing ocurrent
aspets by current liabilities. Current assets normally
include cash, marketable securities, accounts receivable,
and inventories. Current liabilitieas, on the other hand,
consists of accounts payable, short-term note payable,
current maturities of long-term debt, acorued income taxes
and other accrued expenses (principally wages). The current
retio is the moot commonly usmed meapure of short-term
eolvenoy, eince it provides the best single indlecator orf
the extent to which the claims of short-term creditors are
covered by the aswete that are expected to Ee converted to
cash in a period roughly corresponding to the maturity of
the claims. The formula is:

Current Ratio = e o)
curren 18 ities

The industry average for current ratlio 18 2:1 and it is

expreased in "times" rather than in "percentage".

2. 554%) QUICK RATIO OR ACID TEST

Quick ratio is commonly used in menufacturing companies
where inventories are found in large quantities. This
ratio is considered & better measure than the current ratio.
Tt measures the firm's ability to pay off short-term
obligations without relying on the sale of inventories.
Inventories or stocks are not eagsy to convert to cash and

are excluded in Acid Test. It is computed as follows:

../16.
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Acid Test = Current Assets - Inventory

Current Liabilities

An Acid Test ratio of 1:1is coneidered appropriate

for an induatry.

2,1(4ii) Liguidity ol Inventories .

This ratio showo the cost of goods sold to average
inventory, The averajpoe inventory ie the opening inventory
plus cloesing inventory divided by two. The figures for cost
of goods sold is not usvnlly made available in financial
statemonto; and as euc-h, analyets divide enles by stocks to
get the 1liquidity of inventories which 1s alsc called stock
turneover ratio or etoock turnover rate. Thiw gives a rough iden
of the number of tlmeva firm sells its stocks in a financial
year, This ratio also shows the cause of a firm's financial
imbalance that i1s whether the problem is slow or

questionable inventory. This is aleo known as 'activity

vratio', The formula is

Inventory utilization = Sales

(or turnover) Inventory

2.1 (iv) Average Collection Period.

The average collection period is used to appraise the
accounts receivable. It is computed by dividing debtors or
accour.ts receivable by credit sales per day. It is expressed
in "days" in most cases. The average collection period
repregents the average waiting time for a firm to collect
its receivables after it has made credit sales.

The fermula is as follows:

oo/17,
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Sales per day = Anpual @redit Salece

360 dnys’

Avorage Collection Period = receivables

Salea per day.

This ratio algo indicates a probable cause for a company's
finanoial problem, for ingtance, slow or uncollectable
receivables, It is aleoc a measure of performance, This
ratio is not computed by the analyst as the oredit sales
figures are not available in financial statements. Usually,
some analystg divide debtore by total sales per day to

get an idea of the collection perica.

2.2 ZROFITABILITY RATIOS.
Profitability ratios are divided into two different

typee. The firet measures the effectiveness of the firm
at utilizing its assets (activity retios) and the second
one measures the firm's effectiveness with respect to
returng generated on sales and capital invested.

Profitability ratios congidered here include:

(i) dividend yield on Book value,
(ii) earnings per share,

(iidi) earning power,

(iv) net profit margin and

(v) capital employed.

../18,
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2.2(1) IVIDEND YIRBLD ON BOOF VALUE,

The profit distributed to shareholders is known as
dividend,. The dividend shared is based on the Book Value
of the shareholders' investment and it is expressed in

percentage.

2.2(11)  BARNINGS PR SHARE.
Thie ie caloulated by dividing met profit after

taxes by the total numver of shares outstanding.

Barnings per phare = Net profit after taxes
shareg outstanding.

2.2(4ii) NET PRCFIT MARGIN.

This ratio 1s alsc called operating profit margin
or profit margin on eales. This retio showe whether or
not the cause of financial problem of a Tirm 18 operating

loss.

=

et Trofit
Sales

2.2(1v) RETURN ON CAPITAL EMPIOYED.

There are three definitiong here:-

2.2{iv) (a) The capital invested by shareholders
or net worth is considered to be the
capital employed by some people. It is
called the shareholder's capital,

Thig rotio is calculated as:

Net profit after taxes x 100
Net worth.

../19.
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2.2(4v) (b) Return on Groes Uapitel Bmployed. .

. R

b )

| This is the 1atlo of net profit belore 1nterést

and tuxoe to total rnnete (networth plue all limbilities).
Jome analysts uﬁe nyverage toinl assets minus 1ntanglble
aptetn inatend of total assets as the denominator. The
raturn on groed ocapital employed in expreopsed in
_pereentege and 1t i1s cellsd return on investment (ROI)

or net operating profit rate of return., It ies ocaloulated o

am C
Het profit before intercsts and taxen

e g — R o -

Totel Asoets.

i

2.2{v) (o) Return on net cmnpitald oemrloyod.

The return on net capital employed 1s delfined asg _
nat profit before intereets and taxes divided by networth ' ji

plus long-term debt, (total assets legs currant.Tj'}E”

liebilities). It iz alese expressssd in percentage. 1%
is calculated agt: '

!i";‘l_ll'\" - -; G e S
- - Net profit before interests and taxes

Networth + long-=term debt.
N ‘1.\‘T

2.2(v) Barning Power.

The 'earning power' or retﬁrn.on tbtal éésé%é is the
product of net profit margin and the turnover ratic which
ignore the way assets are utilized and the profitability
on sales, respectively. The earning power takes cage{_'
of the deficiencies of these two ratios. It is |
calculated as: . . R N D¥

e

Aarg
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Return on total apsstno = Jales x Net {3 ftor taxews
Total assets Y]

3 Mumﬁlﬁ_%nﬂ_gmm
otal appote

™ problem with this ratic is that it does not take
interest oharges into conpideration, However, net
operating profit rate of return lg used when financial
charges like interests, and dividends on preference
ghares are of substantial amount, The Iormula used by
some analysts when financial charges are eignificant is
the same as the formula for groas capital employed or

veturn on investment (ROI).

wuf 83 &



2.5 ACTIVITY RATIOS

Activit“'rat‘os meagure the firm's performance by
indioating how ei lectivaly it utilizes ite resources.
Aesets are resources of a firm and are compared with sales
to evaluate the rmte at which they are turned over or
number of times they are sold in a year. The aotivity

ratios are ag followsa:

(a) average collection period,

(b) sbock turnover ratio,

(e) current npaeta turnover ratio,
(a4} PFixed acsets turnover ratio,
(e) Total assets turnover ratio,
(rf) sales to networth,

(g) misoellancvus assets to networth.

The average collection period and etock turnover ratio
have already been discussed under liquidity ratios. The

remaining ratios in the above list are discussed below:

2.3(i) Current Assets Turnover Ratio.

"his is-the ratio that describes the relation of
sales {o current assets and is usually expressed in
"times"., This tells the number of times current assets

are turned over. 1t is calculated as:

Current Agscts Turnover Ratio = Sales
Current Assets
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2.3(14) Fixed Ammets Turnover Ratio.
1t It ie calculated using the following formula:

Fixed Assetes turnover ratic = Sales
Mot Tixed assats.

Net fixed aomets indicate that depreciation hae bagn

crurged on fixed assata.

2.3(434) Total aspete Turncver Ratio.

This ratlo is calculdated by dividing sales by total

annsets (fixed and current assets),

Sales
Average TofnT assete-intangible fixed aspets

The higher the current, fixed and total agsets turnover

raiios the more efficient the firm is at utilizing them,

2.,3(iv) S8ales to Networth Ratio,

Here the ratio is calculated by dividing saleg by

equity capital. Sales

Networth

Equity capital is also called networth or shareholders'
funds., It includes the capital invested and all reserves
(revenue reserve or retained earnings, and capital
reserves). A higher the ratio shows over-trading and a

lower one shows under-trading.

Over-trading is the situation where excessive sales
are nade on limited networth., It is caused by inflation,
taxation (on which no adjustment for inflation is made
by government), depletion of working capital or

or over-expansion.

vl 25
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Ite offecte include:-
i1) difficulty in finding liquid cash for
payment of wagos and salaries,
(2) aifriculty in paying taxes,
(3, increased cost of purchases and

(4) reduction in effeciive sales figure
cauned by accunulated stock of uneold gooda,

Under-trading is the situation where a company does
not mauke enough sales to cover its equity capital., In
other words, it ie ar over capitalized bueiness or
businegs that fails to vtilize 1its invested capital
(networth) to the fullvst extent. An under-trading

company hag the foliuwing charactaeristics,

(1) elow paying records,

(2) 1inadequate working capital,
(3) high debt,

(4) declining bank balances.

2.3(v) Fixed Assets to Networth.

This ratio gives the percentage of owners' capital

invegted in fixed assets. It is calculated as follows:

.Fixed Assets x 100
Networih

Whea a high pércentage is recorded as owner investment
cap.tal in fixed assets, the investment is said to be

excessive.

sof 245
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It ie an indication that fixed assets have a lmnrge
aﬁafé of ownera! inﬁestad eapital, The ourrent and
miscelleneous assetis shars only the remaining portion

of the ecapltal., | .|

However, this doen not mean thet networth is the
only capital inveetod because borrowed funds are &lao

irveated in buslnesa.

f; ii-.-' i
2.3(vl) Miscelleneous Assgts to Netwerth.
Nincellrneous soseby are divided by networth to got

this ratio.

It ie caleulated ag followa!

' Miscellaneous Asaeta

 '”a5i' Networth
W e .
'; 1t memsuree the extent to whioch networth is invested
ir miscellaneous assets. These asgsets arg not fixed, nor
current, and nor intangible ones. Such asgssgets include
loans givvnwfo foicers and directors, prepayments, value
of life insufﬁhcé'and so0 on. Thisg ratio explainé one of
the causes of a company's financial problem. Here oo

funds are diverted into miscellaneous uses instead of

investing them profitably in the business. ' . v

C ‘ il\'.l',"'rff"J!"-I.’rlﬁ-"fr".‘-PIJF';:{ | - o - .. . 'I o ! ../25.




24 Debt Ratioce,

Nebt ratios deal with solvency. They indicate the
long~term liquidity of the firm, that is, its
ability to meet long-term obligations. Debt ratios
arc oalled gearing ratios and give informtion on the
amount provided by shareholders and credifors in
financing the firm, JIf creditors provide o larger
yortion of the amount invested, they bear the risks
of the organization and the owners in such a case lose
control partly to the oreditors. Reising funde through
'debt' may mean an opportunity for magnifying shareholders
earnings if returns on borrowed funds are greater

than intereat paid on then.

The management of companies that have large portions
of total invested capital provided by creditors are
not free to take decisions without being bothered
about creditore’ bill. When shareholders’ provide
higher per centage of the invested capital, it denotes
strong ownership position and freedom of operation

by management. Debt or risk ratios included here are:-

(a) Debt to networth,

(b) Long-term capitalization,
(¢) Debt ratio,

(d) Times interest earned,

(e) Fixed churge coverage.

ve/26,
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2.4(1) Debt to Netyorth Ratio.

Tha debt to networth ratio gives the relative
proportion of capital contributed by the creditors and
by tvhe owners. I+ showe the balance that the management
of & company has struck between total debts and shareholaers'
aqiity. It measures the relative claimo on the company's
assote., A firm with 4 higher percentage of debt hasg
more financial problems than the one that has a lower

percentage.

Debt to networth 1gs calculated using the following

formula:

Debt to networch ratio = 1 Egp; x 100
I‘%OT he

2.4°11) Lope-term Capitallzation.

Long=term capitaiization indicates the relative

importance of long-~term debts in the capital structure

of the portion of the firm's asseis financed by creditors.
This ratio is calculated by dividing long-term debt by
total capitalization., ILong-term debt includes debentures
and mertgaged loans while total capitalization or capital
strucbture consists of long-term debt plus shareholders'
funds., It is expressed in "percentage" and calculated

as follows:

Long-term Debt x 100
Total Capitalization

2.4(141) Debt Ratio.

This ratio shows the financial structure of the
firm and the way the firm is financed. The ratio is
obtained by dividing total debt by total assets.

/27,



The total aseete conmtitute the financinl structure of
a firm. The ratlo ig exprossed in "percentuge" and showas

the percentage of the total finmancing provided by all

croditors (long-term snd short-term oreditorse),

It is canlculated as followa:

*gtal Debt x 100
olel Asnets.
2.,4(dv) Times Intercst Earned.

This ratio measure the extent to whioch a firm's
earnings can decline without the firm being able to

pay interest on creditors' bille, It ie calculated as:

Times Interest Earned = Ol E
?n%orﬁu% charges

The gross income is the profit before taxes and interest
charges of the organization. Thie ratio is usually
expressed in "times"., Profit before tax is used in this
formula because tax is charged after interest on long-

term debt is deducted.

2.4(v) Fixed Charge Coverage.

This ratio recognieces that firms lease assets and
incur long-term obligations under contract lease. The
ratio is preferred to the times interest earned for this

reapon and it is computed as follows:

Fixed charge coverage = Grogs income . AL PR .
Interest chargestlease oblgatior

This ratio is expressed in "times'. Fixed charges have as

their components interest plus long-term lease obligations.

os /28,
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¥ SECTION il | ._

2.5 LITIRATURE REVIEW. - S
_? Phe study of financial ratios did net originate in
Nigeria. It was introduced into Nigerlia by foreigners -
who opornted buminess enterprises. It had beoome wide-
gpread in the country. Accounting, flnance and business
students started using financial ratioe to determine the
performance of certalli rompanier in Nigeriz Tfor academic
purpooen. Financiol ratic is just one of the tools ueed
by 3tudents in thely snalywses. MNany reusearchked have boen
done on the topic, but most of thc publications in this
fisld wore made mainly in advenced countries like Amerioce,
United Kingdom and Ausiralia as far back as the 193C's.
Resenrohas on financial vatics also inolude bond rating,
corporate risk determinatlion, rapid growth firms, rirm

- "llir
fhilure, and 80 on.

2,5.1 Researches on the Predictive Ability

of Financial Ratios. s

' In a gample study carried out by one hundred and

eighty-three firms which had difficulties between 1923
and 1931 and failed, Smith and Wina%kor (1935), analysed
a trend of twenty-one ratios for ten years prior to
fajlure. They observed deterioration in the average
valiue of those firms that failed and concluded that good
indicators of approaching distiress were long-term
'solvency. Also, working capital to total.assets ratio,
which declined from the beginning to the end of the .
period. studied, was conaidered as the best indicatorm\

of approachlng fallure.

Hhekaiti S -i =g_ - _I';u o . L
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#1tz Patrick (1931) studied three to five year
conditions of twenty firms that failed between 1920 and
1929, The ocondition jricor to their faillure were analysed
using thirteen ratios for each of them separately. He
sompared each of the firms with 19 other firms which did
net fail and concluded that all ratios were capable of
predicting failure to a certain extent. According to
the researcher, the best feilure predictors among them
warae net profit to networth, and networth to total assets

retio,

Morwin (1942) exsmined 939 gmall firme in the
veriod 1926 to 1936. He analysed the data for those firms
for eix yeare prior to failure after dividing hie pample
into “continuing" (successful) and "discontinuing"
(unsuccenaful) firme. He compared the industry average
ratios of unsuccessful firm with their estimated "normal"
ratios. He observed that ihe current retios, networking
canital to total assets and networth to total debts were
the best indicators of discontinuity as early as five
years prior to failure. Merwin believed that these three
ratios were always belcw the estimated normal ratios
and they showed declining trends before discontinuity

in all cases.

Altman (1968) tested a sample of 33 United States
Corporations that failed and 33 firms that were successful.

Thne firms also had assets of gimilar size and’
b2longed to the came industry.

«/30.
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He developed a discriminant model formula (Z) which
consisted of five ratios of different weilghts drawn from
twenty-two variables he originally selected, The
discriminant model tested whether a firm could go bankrupt
or noty or whether .t was poseible to stnte from the

reculte obtained that it would or would not become bankrupt,.
e predicted bankruptcy in the J3rd, 2nd, anc¢ final years
pricr to failure with 50, 72, and 95 percent accuracy,

respaectively.

The 4 ie ocaleulated as followat

% = .01.2x1 + .0141:2 i .033:(3 + .006x4 + .09915

Wherat

Xy = Working capital to total assets.

X5 = Retained earnings to total assete.

xj = Barnings before interest and taxes to
total asocte.

X4 = Market vwalue of equity to beok wvalue
of total dabt.

KS = 8Sales to total agsets.

(1) Daniel (196€&) also found discriminant function

capanle of predicting failure.

(2) Beaver (1967) who researched on univariate analysis

predicted bankruptcy.

(3, Lev (1971), selecied a sample of thirty-seven
failing firme and sclected non-failing firms of similar
ascet size and in the same industry. He measured the

information decompositior measure of balance sheets of

/31,
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his sumple companies and found that the balance gheet
decomposition measure (BSDM) was not consistently

different between failed and non-failed firma.

(4) Like Altman(1968), Deakin (1972), used multiveriate
analyeie to predict failure. IHe meapured the significance
of each of the fourteen variables used by Beaver using
Wilks' Lambda and algo used disoriminant analysis in
conjunction with these ratics on each of his thirty-two
failed and thirty non-failed firme. Unlike Beaver,

Deakin excluded firms thal defaulted in loan obligation
ard those that had preferred stock arrear ages in hie
definition of failurae} Ae a result of euch execlusion,

he had less data available on failed firms than Beaver.

The 52 failed firms examined by Deakin were
sol ected fromlu population that experienced failure
batween 1964 and 1970, The validating sample wag
sglected at random from Moody's Industrisl (Manual
of 1962 - 1966). However, the data collected by Deakin
on the non-failed firms were from 1964 to 1970. He
concluded that statistical technigues, particularly
from the discriminant analysis could be used to predict
financial distress with 2 high degree of accuracy

three years prior to failure,
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(1) Wiloox (1473) tesisd & paired eample of fifty non-failed
and falled firme for the perlod 1949 to 1971 after adjustingj:*Fj
the cash positlon and cash flow of each of the firms. He .
wae able to rank the bankruptoy risk of each firm. He ranked

the hankruptey risk of each of the firms Ifor five years prior

to their failure ueing gombler's run model.

(2) Another research by Eaninater(1972) was on predictive
ability of financial ratios. ile concentrated on amall
husinens. He analysad Tifteanratlos snd found that the
following ratios, incorporated in & discriminant funetion,
predlctad failure for vp to three years on cumulative data
analysis, quick assets to current 1iabllltles, working capital
to males, net income plue depreciation -~depleiion, armorti-
zatlor to current liabilities, networth to current

liakiiities to networth and inventory of eales,  ';ﬁﬂ

St oL

(3) altman, et'all(19T?) reviewed Altman's model and updated
ite appiication from 1969 to 1975, In doing this, 53 failed
and 57 non-failed firms including retailing firme were
studied, Of the twenty-seven ratios they started with, they
ended with seven, which were incorporated in a discriminant
function which was found to predict correctly 96% and 704
respectively of the failure in the first and fifth years
before bankruptey,. ;;gwi*@
Lo

2.5.2 Studies on Corporate Risk Determination o t

of Financial Ratios. | Sy

[
fgyr bt T L

S et !

Studies were conducted in this area in the 1970's Orgler :

(1970) developed a credit scoring model for commercial bank
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loang uping twenty-one ratios selected from all hut
valuation ratio category. He discovered that he could
predict good loans with some degree of success using a
31y variable model which contained working capital to
current assets in addition to &here. Thie model was
devaelopad to dilatinguish betlween good and bad loans,
T™is could be conmidered & rigk measure for investors

sn 9 wa A -~y y ¥y A q g =
.l-‘._LIJ.), ITinganelal |aiiog,

8imilarly; Altman, et al (1974) developed a model
using data on one hundred and thirty firme, and a discri-

minant analysls on forty-one financlal ratics. They

found the model to be n useful predioctor of »piasky loanas
ie thoge loans with repayment problems. The research was
on French commercial bank loansg, 1.

Martin (1971);
.:n'}g.kiiﬁ ( 'I{"::‘} and
ireen and Lerner (1973)
agreed that financial ratios could be used to determine

how risky a company was.

Falk and Heintz (1975) employed aﬁerage féf;l:*m
asgets to sales; total assets to working capital; and
average accounts receivable to sales a3 a composite risk
index for each of the forty-one industries they analysed

for two years (197¢-1972). They were aimed at analysing

characteristics of each industry as reflected in its
firencial ratios so a: to be able to rank them according
to this risk. They sucteeded in grouping a significant

number of industries based on the above-mentioned facts.
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2.5.% Works on Repid Growth Firms, FProfitable Pirms,
and their-Relations to Financiel Ratios.

A research was done on related area to rapid growth
firmg, where profit end non-profit firme were distinguished
by Chudson (1945). He discovered that short-term
liguidity and long-term solvency were the two factors that

could be used to differentiate profitable from non-

profitable firme. According to him, firms had all ratios
»

(he studied) but capitai turnover ratioe are high.

2.5.4 Researches on Bond Rating and Default

—

Detecting Ability of Financial Ratios

(1) Hhickman, in 1958, etudied the result, of bonds iseued
from 1200 to 1943 and found that firme with high ratios
(times interest earned and / or net profit to sales ratios)
went into default less frequently than those with low

ones. bBased on this, the two ratios were palred to be
gond default predictors whether they were studied jointly
or iudividually.-

(2) Wojinlower (1962) examined the quality of bank loans

and aralysed such loans critiz by banks in 1957 for three
feaeral districts in United States. His findings indicated
that two~thirds of the firms whose loan schemes were critized
had networth to total debt ratio below industry average

(each Iirm's: performance was compared with general per-
formance of the industry to which it belonged). He further
found that critized firms in every industry had current

ratio below the industry average.
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Jon (1604) found out thmt ihe ‘total debt to total asset
ratios' as woll as 'nol profit to intal sunets' were the
principal determinants of credit availability after he

had apalyeed the avaiiability of bank credit io a sample

of small firms.

639 Pogue and Boldoeky (1060) developed rerreansion
model with dichotomous (0-1) dependent variables so ms to
predict whether & bond should be classified as having
Aan oy Baa rating. The medel, which succeeded in olasnifying
a: aunber of bonds, hn? five variables:
Nat income to total avects, debt fto tolal omnpital,
Co-efficient of varlation to total assets,
Net inocome plus interect io intersot, and net profit to
agspets. .
Pogue and Soldosky's annlyeir was limited to investment

bonds: &8 in Moody'sm vrating.

( 1) Pinches and Mingo (1973) analysed 180 bonds for the
whole of 1967, collected financial data on thirty-five
varizbles, and developed a model that employed six variables
using M-group Multiple Discriminant Analysis, and factors

analysis. The six variables centained in the model were:

(1) Subordinetion (lepal status of the bond);

(2) 1lssue size (that is, bond ratings and the
gize of bond issue were related);

(3) Years of consecutive dividends (indicating
ability to poy cash dividends);

(4) Five - years long-term debt to total assets -
{measure of capital structure);
(5) Net income plus interest to interest(coverage ratio);

(6) And net income to total assetls.

.+/36.,
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Pinches and Mingo's model obtained 69.7% succesg of

" Moody's actual bond rating when thoy grouped one hundred

and thirty-two bonds,

2.5.5 Flnaneial Ratiog and Other Studieg.
i B
I

Therr are cerfain categories of studiens that oannot
fit into any of the avove clapsilfioation,
gy | |
(1)) LQV (1966) énulyeod the following ratlioas for 245
_Uni{aﬂ States Tivms from 1747-1966: acid test, saleo
to inventory, scules in total assete, equity to total debt,
current rantio, and net incomz to total assets. He -
o congluded that the nuelysed ratios were poriodioally'vf
:adjgu?odlwith indusatry avercge of each Iirm by each of them.
(2) O'connor (1973) studied five ratios: total 11abilities
10 networth; working capital to sales; cagh flow ¢ number
of common stocks; current liabilities to inventory; and
earnings per share to price per share and found them to
be poor pred;ctors of rates of return on common stock,
He concladed that ratio analysis is of low value to investﬁfs
in common stock. Abdel-khalik (1974) noted that the
regression equation anc the parameters estimated werei
not valid for predicilve purposes for three primary reasdns.

(1) the issue of ratios multi-collinearity:
(11) the choice of the explanatory ratio was peculiar;

(1i1) the use of unadjusted R2 as a measure of

explanatory "sower" and objected the concluslons
of O'connor. o
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O'connor (1974) agreed and said his findings were

Ltentative,

(3) Pinches, et al (1973) and Pinches, et al (1975)
classified 48 ratios sato soven factors using R.factor
analysis end showed tie ralics that correlated with the
rfactors as well as their loading the factors. The seven
faotors the authore used woret inventory intensivenone,
space-return on investment, capital intensiveness,
receivable intensivenese, financial coverage, cash position

and short-term liquidity.

Deakin (1975) ecxamined 1,114 companies for nineteen
fiseal years (1855-1973) and attempted to determine the
gtatistical distributions of financial ratiocoes. He
believed that "if empericul distributions of financial
ratios were known, then a distribution function could
be found for the Linear combinations of ratios that
would be used in a classification model”., He examined the
emperical distribution of various financial ratios like
current ratios; current assets to sales; quick assets
to sales; working capital to sales; cash flow to debt
net income to total assets; and total debt to total
assets. He found that assumptions of normality may hold
for only total debt tu total assets. He assigned
Chi-square valueg [ r seven of the ratios, except for
current assets to total assets; working capital to
to%tal asgets; total debt to total assets. He suggested
digtribution free probability statements for financial

ratios.

«s/38.
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In o study on the eoffect of capitallscd leased data
on the predictive abllity of financial ratios; Blem (1975)
conolided that the "exclumion or addition of anpitalized
leagd data from e Tirm's financial statements, doos n@ﬁ'
aignifioantly increasne the prediotive power of affected
financlal ratlos to predictive fallure.

| - _ o

(1) Chudson (1937) classifiad firms into prdfitable ﬁnd
non-profitable ones and he found two factorss

phort-term liquidity and longuterm.ﬁalvaﬁey
pignificantly differentlating betweon prolitable and
| non-profitable firms with the profitable onse showing
I

higher ratios, excepl for ¢apital turnover ratio,
; ;:- i IR ! I S

h{

? iy T

o (2) Jackendoff (1962) algo found financial ratios claarly

.-_and consistently distinguished between profitable and
‘non~profitable firme. The ratios such as current ratio,

working éapital to total asset and networth to total

debt were consistently higher for profitable firms.

1y : m;_? oo - .
CO&&iﬂ%ION;IM In this chapter, section I considered
financial ratios gencerally. In section II, a review was
-made of varioua researches done on financial ratios hy
different experts in the field. -..
f RO e P b .
A review was also made of financial ratios as important
tools in determining firms' bankruptcy and firms' growth
and nonfgrqwth. Chapter three discusses, interpretes and

compares the performance of each firm over the five-year

period from the selectied sample companies. .

RS IR o | /39,
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CHAFTEP "t Uk
PINANCIAL ANAIYSIS OF NIGERIAN MEWMRIES
LIMYTED (MEBL) AND GUINNBSS NIGHIA
LIMITRD (GNI.).

3.0 1NIRODUGCTION

The analyais of the financial ratios for NBL and

GNJ: .s Tfor the five-year period le 1982-1986., On account

of ron-availability of data, anslysie of debt ratiocs

hag not becn made Tor the two companies ie NBL and GNL.

5.1 Liquidity Rntios

Liguidity is '‘oiiped ag "the ability to realige
value in money in Lhe shortest time and with certainty
ol the price realisen”, The liquidity ratios relate to
the ability to meet & firm's immediate obligations and
avoild the poseibillity lasolvency. In other words,
they provide a qu:ck and eagy-to-use measure of a firm's
abllity to meet its current liabilities as they become
due for payment. Liquidity ratios contain many ratios
that inform the users of the competitive posgition and
financial gtructure of a company. The examples of
liguidity ratios are current ratio, acid test, liquidity

af inventories and tne average collection period.

2.141 Current Ratio.

This is alsec coalled the working capital ratio and
1e computed by dividing current assets by current
liabilities. The ratio tests the short-term solvency of

a company and iv is the most commonly used measure of

short-term solvency.
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It proavidea a genoral picture of adequacy of vorking
capital and the abllity to meet daily cash obligations
of a company. The ratio indicates the otremgth of the
working capital., In other words, it shows the extent

to which the e¢laime of short-term credifors are covered
by assets that are converted to cash in a period roughly

corresponding to the maturity of the claims.

Current ascets normally include cash, marketable
sgcurities, accounts receivables and inventories, while
current liabilities coneist of accounte payeble, short-
tern notes payable, current maturity of long-term debt,
acorued income texecn, and other meccrued expensoes

principally wages.

The traditionally accepted stendard for current
ratio measurement is 2:1. However, this ratio is not
to be sbrictly relied upen because it ie often found to

be conservative under modern conditions.

But, whenever this ratio is much higher than 2:1,
it could indicate unused ca2sh (large holding of cash
not put into profitinble and productive use), slow paying
debtors, or excessive stocks. However, when there is
deciine in this ratio, it shows an over-trading
(excessive sales not accompanied by adequate working
capital)% fixed asects purchasedat the expense of working
cepital (excessive fized ansets),
diversion of_funds into miscellaneous assets (assets

that are not fixed, not intangible, and not current,

/41
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€.8., officers' loans, prepayments), and sc on. Howevar,
whsin there is a depression in current ratio, it .indicates

a aign of existence of financial problem.

J.1.2 Acid Test Ratio or Guide Ratio.

This measures the instant debt paying ability cof a
coppany and reveals the extent to which liquid resources
are readily availables to meet current obligations. Quick
ratic is calculated by deducting inventories from current
assote and dividing the remcinder by currert liabilitiles.
Inventories have to b2 deducted because they are typically
the leant liquid of & firm's current asseie and the agssets
on which losses are most likely to oeccur in the event of
liquidation. Therefore, this measures the firm's ability
to pay off short-tarm ocbligationa without relying on the

sale of inventories.

The acid test ratio of 1:1 or above 1s generally
believed to be favourable. When the ratioc is 1:1 or above,
it could consist of 'irge number of debtors who may be slow
in paying their debts or who may not pay at all, For
this reason, the fatic is also criticised because a firm
with 1:1 or above acid test-ratio may turn out illiquid
becauge of such a problems However, when there is a
dezline on this ratio, it could be viewed as a likelihood
of the company facing liquidity problems %n future. A
low acid test ratio does not mean the company will definitely
liquidate because a lot depnds on the state of the economy

and the buying and selling terms of the company.

e ol 485
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;?; A high zoild teast ratio, whather it sllowa for
liguidity or not {depending on the percentage of debtors)
indicntes financial aetebility both at present and in
the near future. Acid test ratio can also be called

liquid agsget vatio,

Zelea3 Inventory Turnover Ratio.

Thig 1g the ratio of cost of goods wold to average
inventory., It is also known as stock turnover ratio.
Tais ratio serves az a useful technique for ascertaining
- nlow~ moving ﬁnd ragt-moving 1temsg, for the purpoge
5f oomparing bhe yresent performance with that of the
past. Inventory tiruover ratic measures the valdcity
with which merchandise moves through a business wlthin
A given pariod. It indicates efficiency in the control
of stocks of malerials, finished goods and WOTk~1n=
progregs. It ip also an effective ool for analysing

price changes.

o
However, most financial statements do not usually
contain data on the cost of goods sold. Analysts use
the rTelation of salex to stocks as a substitute for
liquidity of inventories formula. The ratio of sales
tc stocks thus gives only 2 rough idea teo analysta
because the actual physical measure is difficult to
computes The higher this ratio, the more gffigieyt the
nanagement because there are risks and costs ih%olved
with piling stocks. These cogts include insurance
costa, interests on amount borrowed 1o finance_gtoqk,

[ TR s - ; LI B PP B .
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interestrs on lonma incurred on resources that are tied to
ptookse, coets of ator -kouning and so on, There are aleo
riaks involved which Include obsolence, pllferage, deterio=-
raticn, change in cusltone: preferences, senmonal influence,
purchase or retention ¢ unusable materials, overvaluation,
and sc on. low turnover retio could indicate the possibility
of !meluding unsaleai.lo mnteriale in the inventory figure

and the posoibility of writing them off in future. A

declive in the 'stock fturnover rate' could be due to over-

\
stockinz which adverscly afrects cash flow because of }

y |

Table 2.1 contai o ths liquidity ratios of the sanmple

slowing down rate of converting stockes to cash either

directly or first through debtors.

companies analysed below:

3.2 NIGERTAN EREWERIRE LIMNITED (NBL): LIQUIDITY RATIOS,.

Aa attempt is made In this section toc make an analysis
of the financial deta applicable to NBL for the period
1982to 1986, The analysis is made Tirst with the use of

liquidity ratios based on data as shown on table 3:1,

3.2(a) Current Ratio.

This is also cal’ 2d the working capital ratio. The
current ratio for NBI 7rom 1982 to 1986 is considered in
this discussion. Traditionally, current ratio is recognized
as standard when it is 2:1. This means that the agsets

must aexceed liabilities two times.

. /44.
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The ourrent ratic for the pust five years, as indicated

on the average wags poor. 1t has an average of 1.0.

Gonerally, the current ratico for WBL has been on the
increase right from 1982 to 1986. However, in 1982 and
193%, the current rotio was very poor whio h indicates
that there was no margin of safely for the creditors.

Hope started rising when current retios started to improve
fron 1.1 1n 1984 to 1.2 in 1985 and 1986. The improvement
in the last three years showed only little margin of

enfety for the eraditors.

The current assets of the NBL include stocks, debtors
and pre~payments, cneh and bank balances. The current
liabilities include trade creditors and other creditors
for acerued expansoer, taxnlion and dividends., In the
above annlysis, the current ratio of NBL 1is not good
enough to attract irvestors to the company. Thie is
because the company carnot meet its shorl-term obligations.
This discourages investors from going into invegtment in

such companies which have weak current ratios,

7¢.2. (b)) N B L:
Acid Test Ratio:

A quick ratio of 1:1 is generally considered satisfactory
as satisfactory. The averege acid test ratio for NBL for
the five years under consideration is 0.70 which did not
meet the acceptable average of 1:1, The NBL ean pay more
than half of the curront liabilities withsut touching

its inventories. However, quick ratio offers a better

sl #5954
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way of aswesning the short-term debt-paying ability eof
NBL. Acid test ratic increased gradually from 1982 to
1964 and dropped in 1985 and 1986 to 0.8 and 0.72,

ragpectively.

3.2. (e) N B L:

1nventory turrover Ratio.

To ealoulate th e ratio, the averapge intentory must
be obtalned by adding the opening and closing stoek and
then dividing the tota: by two. 1In this analysis, special
care is given to the different inventory procedures such

as IIF0, FIFO and so on which are employed by the firm.

The inventory turncver for NEL was generally good for/

19682, 1983 and 1985, This in because the rations were very
high and showed how officient and effective the company f.j

lwa®s in reducing risks and cogts. In 1984 the ratio was

¢.9.. The year ;985'%53 a ratio of 2.8 which wag the

lowest ratio for the peviod under consideration.., The
iowest turnover ratioc could indicate that some items in
the inventory figure were written off., The higher the
inventory turnover ratio, the better the financial position
of N3L, provided such factors as level of inventory,
clearance sales, stockouts, orders for inventory
replacement and so on remain positive. However, a low
inventory turncver for RBL is considered to be unfavourable,
The years 1984 and 1986 do not appear to be good for
investors and creditors who might have scught information
thrcugh this ratio. However, the overall average performance

for the period of five years is reasonably good, that is, 3.6.

-./46
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riaing cost of production ox decline in dimﬁﬁﬁ for ite

products.

categories: 1o
|

e

. . shareholders' capital employed,

éﬂé return on &apital employed is divided intc throe

sropa oupiltal employed and

net capital employed,

. . . .
Sharenolders! Capital Buplovedt- (& the ratioc of net profit

after taxes 1o netwoirtin.

Grosg Capital Smployed:—  Shows the relationahip of net
profit bafOre_iﬁtareats and taxes to total assets., It 18

810 called return ov investment (ROT},

Nev Capital Bmployod: relates to ned profit after interoet,

and taxes divided by networth plus long term debt

{total aaneta‘lqﬂq_currentlliabilities).

A Tfirm has to measure its management efficiency ast

uging all types of capital available for it, Therefore,

 gross'capital employed is a wore appropriate figure,

particularly in this case. An abnormally high ratio of

return on capital employed indicates inadequate capital

but usually, the higher it is, the financially stronger

the organization is ftermed,

The return on teotal assets or earning powver relates to

net profit after taxey to total asmets. This ratio provides a

measnure of profitability of all

in the firm's assets.

financial resources invested

,./48,
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3.3 Brofitapil.ty Ratios:

Profitability ratios have assumed 'rominence in
the financial management of enterprise: as :mportant
paramctern for indioating the firm'es profit trends.

Thay are particularly very important tools being used

ny financial analycts for investigating the effectiveness
and officiency of the operations of a f{irm. Profitability
is8 the net result of claims of polices, decisions and
actionn of the menagement. T4 measuren how effectively

a rfirm is managed and includes profit margin on sales,
mtion thht determine return on capitel employed earning
power and o on. The profit margin on sales is the only
profitability ratic that yields information about a

cause of financiel distress, that is, it indicates the
cause of strergh or wezkness of & firm. All others
indicate the financial structure and/or competitive
rosition of the Tirm.

Profit margin ratio is obtained when opermting
expenses and income tax are subtracted from the groas'
proiit. It is calculated by dividing net profit by
saleg, Under normzl circumstances, any percentage increase
on or decrease in sales is accompanied by a greater
increase or decrease in net profit, as the cage may be.
This ratio indicat:e the firm's capacity to withstand
adverse economic condtions. If the net profit margin
is inadequate, the fiem faces difficulty in achieving
satisfactory return on owners' equity. A firm with high
met profit margin would be in an advantageous position

to survive when there is decline in selling prices,

/4T
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ItHQQQluutoa the unme of toital fun&a without any regard
to the sourcea of Tunde. The higher this ratic, the
better for the compony aim it indiocates an increaae in

turnover of agiets or 1acreage In net profit margin or both.

F R

3.4 BB L.

Profitability Ratios. .

A few of the profitability vratios are caloulated and
Canalysed in this sectlon an shown in Table J:2. Dus to
nen-availability of date, i1t hap not been poenible to

analyse all the ratlos etated in chapter 2.
‘\r . . e

3.4 . (a) NBL: The Net Profit Margin:

The net profil wargin of NBL in terms of the
avurage verformance was laily good. It was caloulated
ag follows: Neb Profif

e, Halen.
Lk

The highest percentage of net préfit margin was redbrded
in 1983 and 1984 with 16% and 17% respectively. The
verformance of 1982 and 1986 was not impressive for the

cempany. This could be as a result of general slump

.. in ‘the econony.

3.4 (b) Return on Capital Employed

It was calculated uging the following formula:

e B

RIS .. HNet profit after taxes x 100
Do Networth

|‘ ) 1

ooy :

P i

|
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The pﬁrformance of NBL in 1982, 1983, und 1984 wAg very
good and had ratios of 26%, 36% and 3%5%, reﬁpectivcly..ft' '
Tho unfavourable periods were 1985 and 1986 whioh haed &
ratic of 164" gach. The implication of these fipguras is
that for every #1 invested, there was a return of 26K, i
36K, 35K, 16K and!0k respectivaly, for the stated periodas.

L,

i

3.4 (¢) Return on Total Asgets!

: It was caleulated susing the following Tormulas
I .

B Net profit oiter taxss x 100
R To%ai agaotn.

The return on total namota of NBL for Eha five«yaar\ﬁeriodl
wag the highest in 1984, with a figure of 18/. In fact,
starting from 1962 to 1984, bthere was o gradusl inecrease
during the three-year paricd. The worst return on total _
asactm'wus in 198% and 1986 with 10# and S%,; respootively,

. The average lor the [lve-year pericd was 14%,

N B L: Debt Ratio: "he debt ratio of NBL is not

L]

analysed here because relevant data was not included in e

. the anmmual reports of the company. Therefore, debt ratib :

analysis is not done for the five-year period under review.

3,5 ACTIVITY RATIOS.

Activity ratios measure a firm's affectiveness at

eémploying ifs resources, It includes:

[
U .
i A . ) . Yo

.
ot

. .r.-(fjo.
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(a) current assets turnover ratio,
(b) Fixed nsscte turnover ratio,
(e) Total assets turnover ratio,

(d) Rntio of fixed asgets to networth.

({a) 8ales <o ratworth ratio.

The stock turnover ratio is grouped under liquidity
ratics. It has already been discussed under 3.2.1(c).
Baraing power has already been analysed under the heading
profitability ratios. 1t is very important to note that
gurtain activity vo 10y are highly informative and ehow
tao actual causes of a firm's problems. They indicate

firancial strength or weakness of the firm.

349 o1 The Activity Retios or Performance Ratios.
These ration rensure firm's effectiveness at employing
1ts rosources. The nctivitles to be analysed are

discvessed below:

%5 .1 (a) Current Assets Turnover Ratio:

This shows the relation of sales to current asgsets:

D168

Current Assets,

A decline in this ratic from one period to another could
indicate an increase above *he desired level of current
asccts like stocks, debtors, or unused assets., It could
clso indicate redu-tion in sales that is unaccompanied by
decrease in current asscts. However, it is affected by

problems faced by any of the current assets and shows

ol BY.0
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aigne of the problemn without gpecifying the actual

problem through 1ts expreseion,

3.51(b) Fixed Asnets Turnover Ratio.

This mtio shows hew effectively a firm uses 1ts

fixed asnole for producing goods that are to be aold.

"
—

5 ’
Net fixed aspets,

wlle
!..!

The wmore effectively the fixed agcets are?utilisﬂd the
more efficient the company is. That is, the higher the
ratio the more comnpotent Lhe company is termed to be.
However, an unsunlly high ratio indlcates, that some or
ali of tho company'e fixed asgots nre lengsed or rented.
This ratio also teer'; ithe adequacy of sales volume. It,
therefore, has the symptom of excessive fixed assets;
expansion of sales without zdequate owner's capital, eto

by ite dofinition.

3.51( c) Total Assets turnover retio.

This ratio is ealeulated as follows:

B Sales
Average toial aspets - Intangible fixed assets

A decline in this ratic indicates dis-utilization capacity
to the optimum due to inefficiency. Increase in totel
asaets is not justilied by sales made. This ratio not
only indicates the actual problem, but it is also

symptomatic of various problems,

o/ 52,
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3.5 ' (6) Rakio. ol Faxed. posets to Neworth

Thia rutno measurer the oxtent 1o which the net
capital employed (nefworth) of a company i tied up in
permancnt, deprecizila, and nen-liguid assctg,

G - Filxeg Agsets B

law

ﬁﬁff ' : Networth

It méaﬁdreﬂ thé ameotint of ahnfoholdcré‘ capital that

remaling in busliness and a8 sueh shows whether too much . o
capital is invested in fixed asvets or nots Almost every
company has limited amount of capital with which to operate.
Bxcespive investment in any area including fixed assetls

will repult in problems like additional borrowing,
Inadequaie protit, loga ate. A hligh ratlo indlcates the
actual couse of n company'o problem like inadequate

working capital. - - | :f' L fooee
-\'4f"' '

3.5 (e) Sales to Networth Ratio. DR R

Lo v — TR Cm—y

+

"This is sometimes valled trading ratio. 7T+t ise
caleoulated as follows:
_Sales
Networth -
It shows vhether 2 company is over-trading or uﬁder -
trading. A high trading ratio indicates an over-trader
while a low trading shows z2n under-trader. Overtrading |
ig indicated by sales being more than the amount invested
by shareholders while under~trading is when sales 4o not
aover netwoyth, Whore sulps and networth are the same

or when the gifference bhetwzen the two is ingiginificant,

"~ the company is neither ea over-trader nor an under-trader.

/53,
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.6 0 N.B L :  Avtivity Ratiop: |
 The activity ralios of ¥WBL are analysed in this

gection. : o L PR

346 (a) N B 1 : Cuprent Amnete Turnover Ratio

aajes

A ) ! B Y

Gurrent Asoeta

Thic ratio wag high ti 1982. 19385 and 1984, and the figures
showsd 2.8, 2.5 and .- .1, respectively. Bul the period

1985 and 1986 recoxdcd the least ratior of 1.7 and 1.13;
respeciively. The dociin2 in current assets turnover
shows that this company faced prebleme ol inurease above
the deslred in any of ite components of current assets

. o a reduetion in eilog thet followed deelino in

currons assets.

3.6 {b) Pixed Anpabs Turnover Ratio,

i d2LES .
-, _ o Net fixed asscte o

i
1 S : —

»

This ratio was high in 10683 and 1984, with the figures

- 2.0 and 2,2, respectively, The higher ratio shows how

conmpetent the company was in using its fixed assets in
the production of deer. The lower ratics were found in
1982, 1985 and 1986 with figures 1.5, 1.3 and 1.3 respectively.

3.6 {c) N B L Toital Assets Turnover Ratio.

oW

Net Profit after itaxes
Total assets :

.o/ 54.
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54

™ie ratio was not sighificantly high over the smtated

“period, The ratios 1.0,1.%, and 1.1 for 1982, 19683 and

1984, respottively, were mcderately high. There wan o
¢ecline in totnl nnsets turnover in 1985 and 1986 with

the rotiocs of 0.6% and 8,64, respactively. The decling .
in kotel npsote turnover iAo indicates . that FBRL did

not utilize the 70tal assets to its maximum capacity.

|

Thie ratio wia high in 1982 and 1983 wlth llgures
1.4 and 1.2, respeciively.

Cwe | - - Fized Amnots SR _
iR - Natworth . B

The higher ratic of §BL showsd thet the compeny lacked

ourrent ssnets whioch could easily be converted in cash.

Tt was a problem Tor the ¥BL. This indicatens the

 excensive assete NIL hadf&uring.1982 and 1985, The

contpany had lowar ratiog of 0,92, 0.87 dnd 0.82 in 1984,
f985 and 1986, respectively, \

3. 6'(e) MBI : 9ales to Network Ratio

Sales L T £
Networth o e T

ra

This ratid‘ﬁor NBL, in 1982, 1983 and 1984 shows high.
trading of an over~tiader., Over-trading for the periocd
just mentioned above was 2.1 for 1882, 2.%4 for 1983,
and 2,0 for 1984,. There was under-trading in 1985 and
1986 with the ral,as of 131 and 1:2, reapectively. This

means bthat NBL was neither under-~trader nor over-trader,

IENVEL
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3.7 guinness Nigerian Tdmited (ONL): Tiguldliy Retios.

' ) M
— : . . . o . : .. S AN

As in the case o VEL, an attempt 15 made in %hié
:scdtibn to make an annlysia of flpanoisal date appliecable
to GNI. for the period '982 to 1986, The amilysis follows

the same order as tn 1L, The data is glven in Tables 3.9.

5 o © . The liguidity ratios of

NI, vre calculated and annlysed here.

3.7, 0(a) GNLs Gurrent Ratio.

This ratic incrensed gradually from 1982 4o 1986,
Ag the acceptable ratic is 2:1, throughout the period the
ratio wao unsabipfactory for this company, 1982 and 1983
wara the most | B _..:
The low currént ratio suggééhﬁ that thiﬂ.oompany'had
working anpifal problam cdarlng the period.

.

The retio increased gradually from 0,23 in 1982 to
0,91 in 1986. The acid test ratio for GNI, during the first
three years thﬁt is 1982, 1¢83 and 1984 was much below the
ecceptable level. During 1985 and 1986, it was nearly

satisfactory. It means the company could never pay her - .-

- liabilitiss without touching her siocke.

|

e

- 313040
" The acild test ratio of GNL as it affects debt

paying ability of the company is poor.

/560
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3.7 .(e) G .NIL: Inventory Turnover Ratio.

This retio was 20 times in 1982 which means that it

took 18 daye to reelise cach from sales made on credit,

The inventory turnover ratio of 31 times in 1983 was the
highent during-tho five-yenr period. Thies ratio indiocates
that 'receivables' were generated through sales and
ccllected during the vear for 31 timeo, or that it took
about 12 dayes only ‘v collect cash from anlea made on
credit. The figures for 1984, 1985 and 1986 were 23 times,
26 times and 6 times, cespectively. The inventory turnover
ratio of GNL wae very high during the first four years

and dropped to very low level during the last year ie 1986,

3.8 G N L: Proritability Ratios.

The profitability ratios of GNL are amalysed in this

section, The data iz shown in Table 3.2.

3.8 .1 G N _L: Net Profit Margin.

In 1682 the ner profit margin for the company was
14.5% which was very good. The net profit margin started
to decline in 1983 and 1984 to 13.2% and 12.% respectively.
The decline in net profit morgin may be due to increase
in operating and manufacturing costs. The net profit
margin increased in 1985 to 14.7%, being the highest in
the five-year period. There was a sharp decline in net
profit margin in 1986 to 12.6% which was as a result of
additional costs incurred in operation and manufacturing.
The major cause for the relztively poor performance in
1986 can be traced to the difficult times the company

faced due to shortage of raw materials.

«./57.
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In gencral, given the prevailing economic receasion,

#ho company's net profit mavgin 18 very commendable.

%0802 G L: Reiuen on Capital Bmployed . L
f_;' Thig ratio inersnsed from 22.6% in 1982 to 24.5% 1n
f§é3. 14 later on decrcascd sharply in 1984 4o 164,
Return on capital cmployed in 1985 increased to 21%, but
dropped 1n 1986 to t7.4%., Generally, copltal employed
during the fivewyesar period was very highe This means
that GNL wag actually utiliging its assets to generatoe:
net profit. The azsets were under utilized in 1986, This
e because of genersl recdaengion in the sconomy whioh
arffected the company by way of ahortage”of raw materisls
éa'&'raa&it.offétringéﬁt maaguraé.ihtfbduced by the
Federal Millitary Government on importers. But etill the

pexrformance han been seiislectory ovor the years,

PO
[

| 5.,8. 3, G N L: Return on Total Assets.

E” |This ratio was generally satisfactory over the years.
In 3982, the rate of return was 26%, which obviously was as
| a result of the high net profit earned by the Company.

An impreésive return of 284 was recorded in 1983. The
return on total assets fell to 18% in 1984 which was .

the lowest for the five-year period. IThere was an increase
in 1985 to 2%% and also a decrease in 1986 to 19%. In fact,
there was flustuaticn in the rate of return over the five;

year peried, It could be either due to change.in the

valuc of the total assets or due to the general recession

. Qo
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in the economy.

G N L: DiBT RATIO.

Data for debt ratio was not available in the annual

reporte. Ao a resulit the debi ratio could not be analysed.

3.9 G N Ls ACTIVITY RATIOS.

Tho activity ratios ol GIL are analyesed in thig gection.

The data is showm in Table 3. 3.

7.9 (a) G N L: CURRBNT ASSETS TURNOVER.

i

Thie ratio decreansed gradnally from 19682 to 1986, Thie
could shows an increase above the desired level of current
assete esuch aa Stocks, debtors, cash and the unused aseeta.
The highest ratioc recorded for the five-years was in 1982 with
n figure of 4. O In 1983 the ratio went down to 3., O. The
'east figure was in 19£5 and 1986 with a ratic of 1.6 each.
The decline over the period also indicates reduction in sales
which is as a result of decrease in Companyfs Stocks.

F1XED ASSETS TURNCVER,

- ——

3.9 (b) G N L:
In 1982 this ratio was 1.4 whick rose to 1,7 in 1983.

In 1984, the ratio dro yed to !.%, an indication that the fixed

assets that year were not pronerly utilized. In 1985, the

ratio again rogse to 1.6 and later to 1,7 in 1986, In 1985 and

166, the Company utilized the fixed assets more efficiently

than in the previous years with the exception of 1983.

-



The higher the ratie ' more competent the Company is termed

to be.

2, 9 7 (¢) G N Yz "UTAL ASSHTS TURNOVER.

“he rntion of 1.0 and 1.1 in 1982 and 1075, respectively,
were very high. Phe hizher ratios show how efficiently the
toial esvcto ave ntilined to maximum oapacity, The ratios
in 1984, 1085 and 1486 were very low and this shows the
disutilization capaclity of the Tixed and current assets.
Therefore decline in the ratic indicntes lack of proper

viilization of the total assetis,

S T {d) GN I: FIXED ASSETS TC NETWORTH

In 1962, thios ratio was 2.4 which was high and it
indicates the excessive ["jzed assets the Company had., This
high ratio in 1982 also shows that the Company had inadequate
working capital. The ratic started to decline in the
following order: 1.2 in 1963%, 1.1 in 1984, and 0.95 each
in 1985 and 1986 . "™his ratio shows the amount cf share-
noliers?! ¢apitnl that vemeing in the business and the capital

to be invested.

3. 9 (e) G N L: SALES TO NETWORTS RATIC.

In 1982 thig ratio wazs 1.8. It rose to 2.1 in 1983%.

It shows that the company was over-trading. The cover ratio
of 1984, 1985, and 198f with 1.4, 1.6, and 1.5 respectively,
showg that the sales of GNI has been fluectuating during the

period, A firm that puts ilself into a situation of excessive

cees/60.
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over-trading QR under-~trading 18 bound to have finanacial

probleme.

T8D (NBL) AND

3,40, COMPARISON OF NIGERIAN BREWHRIES 1.1MJ

The Tinancial el ibements of NBL and GNI from 1982 101986
were uped for the purpode oo thie compariaon, The oomparieon
of the two companies ' bused on the total average 0f the
five~year period under consiceration. The Company with the
hizher average ratio in rugairded as better than the otherx
Competny in terma ol poe~formance. The industrial or traditional
ratio efandard was uced 1n measuring tha two Companies

together.

The eurrent ratio of MBL has an average of 1.0 and GNL
has 1.03, Therefore, GNI has a slightely higher average than
NBL. The average ratics of the two Companies were less than
the ctandard traditional ratio of 2.1. 1In acid test ratio,
the average of NBL was 2.46., The two averages for the
Comparies were less than the traditional ratio of 1.1,
Despite that, the performance of NDL was higher than GNL.
Boil Companies performed noorly. It means that the two
Clompariies hard to sell iheir inrentories before they could

meet their immediate cash demand or payment.

The average net profit margin of NBL for the five-years
wis higher than that of GN': by 1.5 percent. S3ince NBL average
was 15% and GHL was 13.%, it showed that NBIL was more

k-

flicient in generating wet profit than GNL.

.l..n 0/61.
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The Return on Capital employed of NBL hao nn average
of 26% while the average veturr in capital employed by GNL
ig 20.5%. With this compariscn, we can copcinde that NBL
genernted more return on eapitnl employed ithan ONT, during
the five-ycorc under consideration. The Return on total asmets
of NBL vas very low on average for the five years, The average
raturn on total nuceils was 149. The return on total assets
of NI was 239" on averne for the five yenrs.e In fact, GNIL
genernted more return on total nssets than NRL. Tt showsthat

GNL ecan utilize her tcizl ascels more efficiently than NBL.

The Current agnets turnover ratio of GNL was 2.5 on
average for the five yerrs. This was higher than the average
current anscte turnover ratio «f NBL which wae 1.9. The
higher average ratio of 2.5 of NBL was a€ a result of reduc-
tion i»n current assets ouch aes Stockn, Debtors, Cash or unueed
assets, The decline in the average ratic of NBL to 1.9 was
due to increace in the current assets. With this comparison
we know that GNIL has less current assets or unused assets

while NPFL has more current assets than GNL.

The fixed nssets trrmrover ratio of I'BL on average is
higher than tkat of GNL by 0.2. Having an average of 1,7
to itsg credit the past five years, NBL prOVGd that it utilised
its fixed assets rore effieiently than GNL. OGN, had on average
only 1.5 which showed that it did not utilise its fixed

asgets in produeing goods as el Ticiently as 'L,

covens/62,
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FINANCIAL RATIO ANALYS1S OF ULiT2ED NIGERIAN TEXTILES

4. O The analyeis of the financial ratfos for UNTL
and ATL is for the three year period, 1982 to 1984, The
data for 1965 and 1086 were not made avallible to the

analyst.

SECTION 1
Ao 1 BIQUIDITY NATIO8 OF LNN'TL,

Tfable 4.1 containg the liquildity ratios of the

sample Companies. The ratics are anelysed in .thie seotion.

10,

For the UNTL, current ratio in 1982 wae 1.3, indiocating
that the ratio is far bolow 2:1 wnich is gecepted as a
satisfactory figure. Iin that year, UNTL had little work-
ing capital to cover its current liabilities satisfactorily,
and nlso to meet iis day-{to-day activities. 1In 1983, the
rabio dropped further Lo 0.91, showing that the Company
had serious liquidity prublem. The company mizht have
hetd Shock aal workl: -in-process. There was a slight
improvement in the current ratio in 1984 when the ratio
went up to 1.06, The current assets were just enough to

cover the current liabilities and service its debts.

0101640



This development indicates that either UNTL had declining
production due to shortage of raw materiale or that stooke

were held longer than necessary befare bheing sold.

D _TEST RATIO,

4.1.2 UNTL: _AC
This ratio wne 0,27 in 1932, The general liqui-

dity position of UNTL for 1982 to 1984 was very weak,
vopecially in 192 when the ratic wag 0.27. There was
a 8light lmprovowent in 1983 and 1984 when the ralicse
were 0,71 and ©O.410, respectively. All these indicate
that UNTL 4id nobt have onough 1lquidily ability to meet
its oreditoers.,
4.1.3 . UBIL: Recelvables Turnover Ratio.

"1t is caleulated by thia formula:

©, . Annual Credit Jales

Rececivables, . In caloulating
this ratio for 1902, Sundry debtors were not added %o
trade dcbtors te arrive 1 total receivables. This was
not given in the balance shect for that year. 48 a result
the receivable turrover was hisher in 1962 than in 1983
and 1984, In 1985 and 1954 both trade debtors and
sundry debtors were added to get the total receivables.
The 19.3 ratio recerded in 1982 was the highest, but it
Iater dropped to 2.67 and C.12 in 198) and 1984,
respectively, This indicates that either credit was not
granted like the previous year, or that the Company
did not produce encugh products due to shortage of raw

nmoterials., 1287 and 1684 showed a gcod receivable

> seaaf DOe
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turnover when compared lo that of 1982, This may due to
the fact Lhat 10073 and 1984 Cenres included sundyry debtore

and trado debiorg.

1
L

4e2 COPROIM TABILITY RAPIOS OF UNTI.
R F S T : o
These ratios are shown in table 4,2.

4.241 UMTls  NEY PROFIT MARGIN,

In 1682, the net profilt margin as a percéntage figure
was 0,69 and then it dropped to 0.01% in 1983 this showing
inaignificant amount’ of met prefita. In 1984, the Tigure
rose to 4,74, This indicates that as more. of net profit
was recorded within the year, the possibility of incuring
:. losses was mzde more remete. These percentages indicate
how nuoh the profit margin can deocling bkefore the company
can incur losses. In 1982 ana 1985 the situation was
worst. The net profit margin was not even up to 1%. I
In these two years, the shareholders might have expreésed
their dissatisfaction with the performance of the directors
of the company. In order not 1o discourage the shareholders,
the company declared dividends of 4 Kobo and 2.3 Kobo per
- ghare in 1982 and 1983, respectively. The problem of net
profit margin over the twe years was as a result of raw |
material shortagés. The position really improved in 1984 B
because the company recorded a net profit which exceeded I”
that of the pfavious years. Therefore, they declared |
a dividend

[
L

of 5-?5 Kobo per share in 1984.
B SRR o o /66,
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